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Peres Interviewed on Economic, Political Issues
TA060525 Jerusalem Television Service in Hebrew
1940 GMT 5 Mar 86

[Interview with Prime Minister Shim‘on Peres by moderator
Nisim Mish‘al; economic affairs correspondent ‘Oded Shahar;
and political correspondent Yoram Ronen, in the framework of

the weekly “Moged” program — live, at the Prime Minister’s
Office in Jerusalem)

{Excerpt][Mish‘al] Good evening to you, Mr Prime Minister. Let
us begin with the economy, with what is termed the economic
growth or the economic growth crisis. I would like to pose a direct
question to you: What has happend to Prime Minister Shim‘on
Peres, who woke up one morning demanding a plan for renewed
economic growth, a plan which runs counter to the opinion of
most economists, as I understand it. Is it possible that the political
timetable, the rotation, beat the economic timetable?
[Peres]I know it is difficult for you to think otherwise, but I will
answer your question, I began with the economic growth together
with the economic plan. In fact, when we started the economic
plan, together with the scheme for decreasing inflation, we also
began a scheme for bringing about economic growth. This is why
we formed the task force {last two words in English}; to this end
we began seeking possibilities for raising capital, increasing
exports and so on and so forth. There is a two-part explanation
for why we are pushing for this now: First, capital has become
obtainable from the capital market as the government consumes
less. You know, there were those who said that nothing could be
done, but 2 days later the Ministerial Committee on Economic
Affairs decided to direct $450 million to growth. Seccendly, there
are plants and organizations to which we owe action. For
instance, would you like us to tell the development towns to wait
2 or 3 more years if we can solve their problems now? Inciden-
tally, whoever thinks the solution lies only in extending funds is
mistaken; this is a narrow outlook. I do not want to sound
boastful, but I am not a Jew who has not created plants in Israel;
1 do know how they are created. Therefore, if you again take the
development towns as an example, I have very interesting pro-
posals on my table which can alleviate their distress without the
printing of money, without deviation from the budget framework.
- The twa points above, the availability of capital and the burning
needs of the development towns, the agriculture and construction
sectors, and exports, made the present time the proper time for
growth.

{IShahar] However sir, in the meeting you held with senior eco-
nomics professors at this time exactly one week ago, most of the
speakers then in fact opposed the economic growth plan, or
opposed beginning it now. Were you convinced by them?
{Peres] No. I was also not convinced when they expressed opposi-
tion to the first economic program. I remember all the letters I
received from the best of professors. I do not underrate them.
They have intellectual skepticism or skeptical intellectualism,
whichever way you want to look at it. One should listen to what
they say but decide on what is necessary. I do not see any risk in
economic growth; I see only positive aspects in it and I will not
forgive myself if, for one reason or another, we do not begin today
to prepare workplaces for the young people in the state of Israel.
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today the results will only be obtained in 2 to 3 years. If we wait
for another 2 to 3 years, there will be thousands, perhaps tens of
thousands of young people in Israel whose employment was
neglected by everyone. My responsibility is not toward profes-
sors, with all due respect, nor toward journalists; my responsibii-
ity is toward the people. This is my duty.

[Mish‘al] Mr Peres, Mr Prime Minister. You are saying that
economists, professors, have a slightly sceptical outlook. How-
ever, let me quote Finance Minister Yitzhaq Moda‘i whoisa man
of action in this field. He said today — let me quote here — that
if you, Mr Prime Minister, do not rethink your attempt to take
over the economic issue, the government will break up, the
economic program will be ruined, and the responsibility for this
will lie at your door since you acted out of narrow partisan
considerations. Thus far T quote from the finance minister’s
remarks.

{Peres] You know, the argument right now involves the Likud’s
opposition. I spoke with Mr Moda‘i who agreed to establish a
ministerial committee on economic growth affairs, I spoke with
Mr Shamir and he also agreed to this. Afterward, for reasons
which, in my opinion, are not national in nature, they changed
their minds. I presented this plan. Besides, I hope I will not insult
Mr Moda‘iif I say that in the past too he has been mistaken a bout
certain matters.

{Mish‘al] Could you give us an example?

{Peres] Some examples of this are when it was desired to begin
the economic plan with a 30-percent devaluation to which I was
opposed, or when it was desired to use emergency decrees. |
agreed to the decrees but was opposed to using them against the
Histadrut. My belief is that the problem does not lie only in a
program per se. A program may be only 20 percent of the entire
issue; 80 percent lies in the implementation, namely, in creating

‘national coalitions, in achieving an agreement for the implemen-

tation of a program. I am already used to this. When you launch
a program you first meet the opponents, and only then do you
achieve the agreement.

[Mish‘al] However, there is a strange coalition of economics
professors, finance ministers, does this not trouble you? It is as
if you are going it alone with this idea, and you are trying...
[Peres, interrupting] This is not terrible, this is not terrible. T am
not troubled. First, there are many who support my view. | talk
to a Jew like Moshe Zanbar, for instance [former governor of the
Bank of Israel], or with Economics Professor Ben-Shahar, or
Eytan Berglass {former senior Treasury official, the head of the
Budget Department} — to my regret Economics Professor Mik-
ha‘el Bruno is abroad at the moment — these are people who
advised us, advised me, in the initial stages of the economic plan.
1 listen to them very attentively. I do not expect that we will see
eye-to-eye on everything, but I do find support from them.

(Shahar]Mr Prime Minister, let us perhaps talk about the quality

/ of growth, Vice Prime Minister Yitzhag Shamir was quoted

/ :

Every year 50,000 young people are discharged from the army( 2

and join the workforce in Israel, If we start economic growth

during a meeting with economics professors, as saying that when
people talk about growth, they are actually talking about rescue
operations, such as rescuing Solel Boneh, the Histadrut sick fund,
the Moshavim. How do you respond to this?

[Reres] First of all, why be ashamed? Is unemployment cheaper
than growth? Will the dismissal of let us say 12,000 employees
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save the economy? What are the alternatives? Now I have heard
all these arguments. I have my own opinion. These are all old
approaches. The problem is not to whom does a factory belong.
The problem is the people who work in the factory. Just as I have

" dealt with the problem of the Elscint Electronics Company, I

pe—.
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have no interest in who owns that company. There are 2,000
people — engineers, technicians, employees — working there.
What do you want me to do, let this company collapse? What is
the alternative. There are, however, more serious problems.
Firstly, there is the Histadrut sick fund. What is this sick fund?
Eighty-five percent of the citizens of Israel are insured by this
sick fund. Are 85 percent of the country’s population Alignment
supporters? Mr Ya‘aqov Gadish told me that if the government
had ignored the sick fund, it would have cost us additional
millions of dollars. ;

[Shahar] But, sir, excuse me, is revitalizing the sick fund eco-
nomic growth?

[Peres} I did not say that, you did. ‘Oded, you should be careful
because even in the first program you were mistaken in your
criticism. You leveled criticism; good for you, but you were
mistaken. Let us first of all maintain the correct proportion of
the matter. I think that rescuing agriculture in Israel is an urgent
national task. We dare not be left without any land beneath us.
There is no country in the world — neither capitalistic nor
socialistic — that does not assist its farmers. How can our
farmers pay 80 percent interest? Does land produce 80 percent
interest? What do we want to be left with: with no farmers,
without land? Can we postpone this? Really, you know, this is an
attempt to really reduce a serious matter to an unimportant,
spiteful, partisan one.

[Mish‘al] Mr Peres, I must intervene here to talk about your last
sentence referring to spiteful, partisan matters. There is a min-
isterial committee for economic affairs headed by the finance
minister. Do you not trust your finance minister to implement a
program, to assist the economy?

[Peres) Since you ask, the prime minister is not answerable to the
finance minister; the finance minister is answerable to the prime
minister. | mustact ina way which appears to me to be correct.

{Mish‘al] Do you not think that the finance minister can head a
committee?

[Peres) I certainly do think so. The government comprises 25
members. This is a very large, heavy body. This is the reality, 1
am not complaining. By the time we concede an issue, the day is
already over. The ministerial committee comprises 15 ministers,
actually 17 ministers, and it too is overburdened with issues. I
want to say very clearly that if there were a narrow government,
and if I were prime minister, I would take a group of four or six
ministers that would deal with the future, with growth, with the
preparation of places of employment, and with the examination
of what can be done in the development towns and in the
construction sector. In the construction sector, for example, the
problem is not giving money to the building companies; the
problem is the speeding up of decisions so that work can be
created. For instance, there is the problem of the Mamila plan in
Jerusalem. Why should this be delayed?

[Mish‘al] What? Then, do you want....?
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[Peres, interrupting] I want a small group of ministers that will
deal with preparations for the future....

[Mish‘al, interrupting] Headed by you?
[Peres] I am the prime minister; yes, headed by me. This is my
right. :

[Shahar] Would it comprise of three Likud ministers and three
Alignment ministers?

[Peres] This is not so important to me. We are not talking about
matters of defense, and 1 do not think that the ministers should
be divided according to the parties, Alignment or Likud. I have
already noticed that on economic matters, they are not always
divided. However, I feel that we must begin acting to overcome
the bureaucracy, and also to obtain a little relief from the
pressing problems. Therefore, I believe that we must respond to
the development towns, to the farmers, construction workers, and
to the young generation. Who will do this?

[Mish*al] Mr Peres, something strange is happening, here, and I
would like you to explain it. You took something called economic
growth, and the issue has turned into something so important that
it is threatening the government’s integrity. It is, in fact, hard to
understand where you are taking this matter. There is a finance
minister, and you want to take authority away from him. The
Likud objects. ’

[Peres]Just a minute. First of all, you are determining facts; these
are not questions. I do not want any of the finance minister’s
authority. The finance minister has authority and it will remain
his. I do not want to take anything away from anybody. But [ ask
myself, if I had been & minister in the previous governments, I
could also have said: The authority exists, everything is arranged,
the economy is just going into a decline. I see that the economy
has suffered from two or three things, not one. It not only suffered
from inflation; it also suffered from a freeze. Qur national
product, that is, our national income hardly grew. Exports
increased in dollars, but not in genuine value. Exports over the
past 10 years have increased from $2.5 to $5.5 billion, but the
dollar dropped by 56 percent. So I ask myself: What is the task
of a minister, or certainly a prime minister? Just as we overcame
inflation — and there was a great deal of skepticism about the
path I proposed which was not one of the decrees but of national
agreement to sit down for days and nights until we reached an
agreement — S0 now, too....

[Mish‘al interrupting] To the point of a crisis, Mr Peres?

[Peres] The country’s crisis is no less important than that...
[changes thought] Let me ask you: If you had known 5 vears ago
that there would either have to be a government crisis to prevent

inflation, or the governments's integrity would be retained at the

cost of inflation, what would you have done? You must look
ahead and 1 am looking ahead as far as I can, as clear-sightedly
as possible and without fear. I think there are situations we have
to cope with. We have coped with inflation. Now we have to cope
with the freeze.

[Shahar] Mr Peres, I would, perhaps, like to wrap up the growth
issue in one sentence. You are determined...

{Peres, interrupting} Excuse me, you called this a growth crisis.
Why is it a crisis? )

v e —————
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{[Shahar] There is a crisis between the Likud and the Alignment.
{Peres] There is no crisis. Growth does not stand in contradiction
of the economic plan; it is a part of it. I spoke about it when I
presented the Cabinet to the Knesset. I worked for it when we
established the task team {tzevet mesima], and we have now
begun to gather ideas about new measures to cope with the
economy'’s genuine needs,

. [Mish‘al] But sir, is there not a danger that now, when the
government begins to funnel money, inflation will be renewed?
And when inflation is renewed, will the government have to take

i further economic measures to cut down on the influence...
[Peres, interrupting] Such a danger exists. I am proposing that
money be funneled. What are we arguing about? Am I proposing

| that we print money? Am I proposing that we increase the
budget?

( [Mish'al] You are proposing recruiting resources from the
finance market,

[Peres] No, resources that have become free, with everyone’s

agreement. After all, all the ministers have agreed that we need

to direct $450 million from government consumption to invest-

ment in industry or tourism. Now, I also believe that we can

recruit from private and public sources in the United States. [

am proposing that we should implement the decision we made to

. sell companies. Why are they not being sold?

v
Mish‘al] If this is so good, Mr Peres, why does the Likud object?
|Peres] Why are you asking me? In my view, they have not looked
at the matter in depth, seriously, and I feel it is my duty, my
prime duty, just as we reduced inflation, to make the national
cake bigger. [ do not want to wake up in another 2 years and have
somebody say: Why is there unemployment in Israel; why did
you not prepare anything? Why did you not think? Why did you
sit back complacently? Why? Because you argued over author-
ity? Because you could not overcome bureaucracy? I have to
think about tomorrow’s answers, not only yesterday’s questions.

{Mish‘al] From what you have said so far can I draw the conclu-
sion that you are determined, on this issue, even to the point of a
government crisis?

{Peres] I am not looking for a crisis. I am looking for a solution
to the genuine problems of our life. A government is created to
serve the country and serve its residents and I am terribly sorry
that each time we start a plan... [changes thought] and the media
are also looking for reasons to criticize on this matter. Why do
you not believe — if you do not believe; I hope you do believe —
that I really view the future of this economy with profound
concern and as our highest priority? I repeat that I am a man
who has experience in the founding of factories, perhaps the
largest factories in the country, and to this day they are standing
and standing firm, thank goodness, and I think we must now
move forward. Now I want to tell you something else.

[Mish‘al] My question was — perhaps [ will remind you, Mr
Peres — are you prepared to move forward on this matter, even
at the price of a government crisis?

_ [Peres]If I have to choose between a freeze in the economy at the
price of no crisis and furthering the economy, even at the price
of a crisis, furthering the economy comes first. The goals must
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lead the government. Otherwise, it is a government that is
marking time,

[Shahar] Do you have a target date for achieving this?

{Peres]) The problem is not a target date. First of all, [ am trying
to persuade, and [ hope that we will persuade and we will yet
raise glasses of juice to the success of the growth plan, too.

[Shahar] The debts of the Histadrut Sick Fund, Solel Boneh, and
Zim, just these three bodies’ debts total a horrifying sum of $1.5
billion. Such a debt is not created overnight. Why did you not
deal with that crisis when you entered office?

[Peres] First of all, because there were more urgent matters, and,
secondly, we knew that a plan for economic rehabilitation also
has its price. For example, during an inflationary period a great
deal of money is taken, a great deal of .money is returned, and
high interest is paid. During a period of stability — once stability
is created — the interest and the shekel are suddenly taken
seriously. This plan also creates problems. Now, what could we
have done about Zim? What we did today we could have done a
year ago. It was not the most urgent thing. Now, with regard to
the Sick Fund, it is the high interest rate that has apparently
eaten up the Sick Fund.

\[Mish‘al] Mr Peres, we are nearing the end of the economic part
of our program. I thank ‘Oded, and, unless you want another
sentence to conclude, we will move on to the political...,

{Peres, interrupting] I repeat that the matter of growth is not in
1 contradiction to the economic plan; it is a part of it. There is no
uestion of funneling money, nor of printing money, nor of

! deviating from the budget; there is a question of new ideas, as yet

j unacceptable, and there is also a question of additional resoutces,
not those already in existence.

[Mish‘al] With your permission we will move to other issues.
Yoram, please go ahead.

[Ronen} Mr Prime Minister, next Thursday the Labor Party
Central Committee will convene to discuss a proposal on cancel-
ing the rotation of the premiership. Are you unambiguously
opposed to this proposal?

[Peres] Yes.

[Ronen] Why?

[Peres] Because we agreed on thig and the agreement must be
honored. I would like to remind you that we agreed on three
matters: promoting peace, restoring the economy and bringing
about economic growth -- incidentally, the word growth is men-
tioned in the coalition agreement -- and rotating the premiership.
I am for honoring all three agreements.

{Ronen] What if one of these goals is not met? Let us say you
decide that the economy is not being restored as you would like.
{Peres] If one of the goals is not carried out, it wouid be as if we
have no agreement at all. However, | hope we reach an agreement
on the economic issue. In any event, I would not like to link this
subject to another issue. You asked me about the rotation, and I
am telling you that the motion on the rotation of the premiership
in the Labor Party Central Committee is not connected with any
other issue. This is'a separate issue that exists on its own merit.
Therefore, [ will object to this proposal, and [ will voice my
opinion clearly in our meeting.
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We are substantially stepping up our activities in CEGI
to tell 1,000 Presidents and International Vice Presidents

of major U.S.

I have felt for a long time that while we do a fair to

companies about the opportunities that exist
for them to do business in Israel.

adequate job of telling the Jewish community about business
opportunities in Israel; that we need to go to the general
American business community to provide information as to
the benefits Israel offers —-- particularly as a result of

the Free Trade Agreement between the U.S.

and Israel.

To accomplish this goal we have sent out a newsletter to

1,000 senior business executives in the U.S.

We will send

them a newsletter of the type enclosed every two months.
Don't you agree that by the end of the year, we will have
expanded the knowledge of the general business community

about Israeli business opportunities and how American
companies are taking advantage of these opportunities
through operating facilities in Israel.

I hope you approve of this newsletter.
receive your comments.

What can you do to be helpful?

I would like to

I would urge you to make

five photocopies of the attached letter and send them to
friends of yours in the business community who might have

an interest in doing business in Israel.
you attached to the photocopy saying,

Add a note from
"I thought you'd be

interested in knowing how your company can increase its

sales by operating in Israel.
of importance to you."

Thanks for pitching in.

Ve truly yours,

Elmer I,.. Winter

Chairman

ELW:bb
Enclosure

Here's some information

We need your help to get this
letter into the hands of as many senior U.S. business
executives as possible.
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lished by the Government of Israel, write for a copy to the Gov-
ernment of Israel Trade Center, 350 Fifth Avenue, 19th Floor, New
York, NY 10118.

Arnold & Porter, a Washington, DC, legal firm, has prepared a
Brief Summary on the U.S.-Israel FTA. If you wish a free copy
of the summary prepared by Arnold & Porter, write for #B-44 - '"New
Opportunities for Israeli Commerce: the Agreement Between the
United States and Israel to Establish a Free Trade Area."

U.S. COMMERCE DEPARTMENT OPENS ISRAEL INFORMATION CENTER. 1In con-
junction with the new U.S.-Israel Free Trade Area Agreement, the
U.S. Department of Commerce has opened its new Israel Information
Center in Washington, DC.

The Center will assist U.S. companies seeking business opportuni-
ties in Israel and will provide publications and U.S.-Israel trade
and investment data.

To reach the Center with specific questions about the Free Trade
Area Agreement, phone (202) 377-3652/4441 from 8:30 a.m. to 5:00
p.m.

ISRAEL'S ECONOMY ON THE UPSWING. Here are the facts -- and noth-
ing but the facts: Export figures for 1985 show a rise of 7% over
1984. Industrial exports for the period January through November
totaled $3.719 billion. Agricultural exports fell by 8%.

Israel's trade deficit shrank by 25% during the first 11 months
of the year compared to the same period last year. Imports over
exports totaled $1.9 billion for the period. Foreign currency
reserves are inﬁexcess of $3 billion.

1985 exports to the U.S. exceeded $2 billion. Reports indicate
that exports from Israel to the U.S. increased by 30.3% in 1985

comPared to 1984. Imports from the U.S. to Israel dropped by
5.3%. XKeep in mind that the Free Trade Agreement between the U.S.
and Israel did not become effective until September 1985.

The cost of living index in Israel rose by 1.6% during February
1986 after falling by 1.3% in January 1986.

Finance Minister Moday presented his economic forecast for Israel
for 1986. He pointed out that Israel has reached an economic cool
down with an inflation rate similar to that of several European
countries.

ISRAEL TO REFUND $51.6 MILLION TO USA. In a most unusual move,
the Government of Israel offered to refund $51.6 million to the
USA to help the U.S. Government reduce its budget deficit. This
voluntary pay back dis in accordance with the Gramm, Rudman budget
cut back program.
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THE CUT IN EGYPTIAN OIL PRICES COULD SAVE ISRAEL $54 MILLION A
YEAR. Egypt supplies Israel with 35-40% of its crude oil. The
downward trend in world oil prices could mean that 1986 would be
the first year in many in which Israel spends less than $1 billion
for its oil imports.

THE GOVERNMENT OF ISRAEL HAS ISSUED A DOCUMENT OUTLINING ITS ECO-
NOMiC POLICIES. We would be pleased to send you, without charge,
a copy of the December, 1985, Government report on its proposed
1986 economic stabilization policy. The goals of the Government's
budgetary policies; a revenue analysis; monetary policy; wage and
income policies are all outlined in this report. Write for a free
copy of Israel's Economic Policy, #B-45.

150 AMERICAN COMPANIES ARE AT WORK IN ISRAEL. Many of these U.S.
companies are members of the Fortune 500 list. If you wish to
receive a listing of these American companies with facilities in
Israel, please write for a free copy of #B-46.

THE GOVERNMENT OF ISRAEL OFFERS UNIQUE OPPORTUNITIES TO FOREIGN
COMPANIES TO PARTICIPATE IN THE COMMERCIALIZATION OF SOME OF ITS
DEFENSE TECHNOLOGY. 1Israel is the only country that offers for-
eign companies an opportunity to participate in R&D and marketing
of products developed by 1Israel's Defense Ministry. A new
company, Galram, a division of Rafael (Israel's Armament
Development Authority) is establishing subsidiaries for specific
technologies such as electro optical devices, electronic systems,
computers, etc.

RESEARCH FUNDS ARE AVAILABLE TO YOU IN ISRAEL. You can receive
a 507 R&D grant through the BIRD Foundation in Israel. The Bi-
national Research Development Fund (BIRD-F) was created by the
U.S. and Israel in 1977 to stimulate, promote and support mutually
profitable cooperation between the private sectors of U.S. and
Israeli non-defense high technology industries.

The total project cost to be incurred by the U.S. and Israeli com-

panies and to which BIRD-F will contribute 50% -- ranges from
about $200,000 for a one-year project to over $2 million for a
three-year project. For further information as to how you can

participate in R&D in Israel and receive 507 grants, write for
a free copy of the BIRD-F Report, #B-47.

ACTIVITIES OF U.S. COMPANIES IN ISRAEL. M/A-COM launches Israeli
subsidiary: M/A-COM Telecommunications Division of M/A-COM, Inc.,
of San Diego, CA, has announced plans to establish a wholly-owned
subsidiary in Israel. The new company, Linkabit, Ltd., will per-
form research and development, design implementation, and delivery
of telecommunication systems to the Israeli, European and U.S. mar-
kets. Slated to be the engineering front-end of M/A-COM Telecom-
munications Divison in Israel, Linkabit will support design, inte-
gration, installation and servicing of systems built in the U.S.
and sold to Israel and Europe.

Daisy Systems Corporation invests in Israel. Daisy Systems Cor-
poration, the computer-aided engineering company in Sunnyvale,
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U.S. Eximbank assists National Semiconductor. The Export-Import
Bank of the United States has approved financial support for $23
million in U.S. exports of high technology equipment to National
Semiconductor (Israel). The equipment will be used in a new manu-
facturing facility that will produce and test prototypes of semi-
conductor wafers designed in the Israeli company's research and
design center. Once the new designs have been established, the
wafers will be mass produced in National Semiconductor's Arling-
ton, Texas, plant.

THE GOVERNMENT OF ISRAEL IS CONSIDERING THE SALE OF FIVE GOVERN-
MENT-OWNED COMPANIES. The ''Jerusalem Post' reported: ''The five
companies up for sale are Maman (the airport cargo clearance
firm), Israel Chemicals, Zion Cables, Paz 0il and Teshet (which
provides catering services to the airlines).

No decision was taken on how much of the equity in any of these
companies would be up for sale, but the government's target is
raising $150 million, which is to be used to finance renewed
growth in the economy."

WHAT WILL ISRAEL'S ROLE BE IN THE STAR WARS PROGRAM? The ''Jerusa-
lem Post’ reports: '"'The Israel Government is 'studying whether
it needs to formalize our unequivocal willingness' to cooperate
with the U.S. in its Strategic Defence Initiative, Prime Minister

Peres disclosed last week. Peres noted that the U.S. Government
'has not asked us to take a formal position, in the way that Great
Britain and West Germany have done. If the U.S. asks us -- we
will give an unequivocally affirmative response . . . We have let

it be known that Israeli companies are authorized to set up con-
tacts with a view to participating in this research.'"

High technology firms and civilian research institutes already
have submitted proposals for 28 separate R&D projects, within the
framework of President Reagan's proposed Strategic Defense Initia-
tive (SDI). While no official decision has as yet been taken on
this subject at any governmental level, many are convinced that
Israelis have much to contribute to such a program, and are likely
to benefit from it.

It is reported that U.S. General James Abramson, head of the Stra-
tegic Defense Initiative, stated in Israel that Israeli scientists
have already made useful proposals for possible Israeli contribu-
tions to Star Wars research. He pointed out, 'You also have some
advanced work in electronics, in electronic counter-measures, you
have some people here who have ideas about advances in free elec-
tron lasers -- there is a large series about specific kinds of
things ... a whole range of your technical community (the Israel
aircraft industries, the Rafael weapons production industries,
the Technion and the nuclear research facilities) have already
presented us with some good ideas."
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Two Accounting and Tax Booklets available to you. We have
received two well-prepared booklets relating to doing business
in Istael. These booklets have been prepared by two major Israeli
accounting firms. We would be glad to send free copies of these
booklets to you. Write for the following:

#B-48 - Doing Business in Israel 1985 by Kesselman & Kesselman
#B-49 - Manual for the Investor in Israel 1986 by Igal Brightman
and Company

A large number of Israeli companies have opened sales offices in
the United States to sell and service American buyers. These com-
panies substantially have cut the lines of communication between
the U.S. and Israel. We would be glad to make available to you
a Directory of Israeli Industrial and Defense Products and Ser-
vices Available in the United States. This listing gives you the
products being offered; the name of the Israeli company; its, U.S.

representative, address, telephone number, etc. Write for a free
copy #B-50.

New Solar Center will promote o0il independence for Israel. Weiz-
mann Institute of Science reports a new major effort in its search
for diverse energy sources since it must import 98% of its energy
from abroad. The new center will concentrate on solar energy
which will be achieved by using 63 large mirrors (each one 63 sq.

meters in area) all of which will reflect the sun's radiation into
experimental targets.

Israeli companies are interested in barter or counter-trade. Is-
rael has entered into a number of barters, counter-trade and
counter-purchase agreements, particularly with countries who suf-
fer from serious foreign currency shortages. Several major Is-
raeli companies have established counter-trade subsidiaries to
market products in Europe, Mexico, South America, Africa, etc.
For further information on activity in this area, write for a free
copy of #B-51, a Report on Israel's Barter Programs.

DUN'S ISSUES A REPORT ON THE 100 LARGEST COMPANIES IN ISRAEL. If
you want to know about the major Israeli companies, their prod-

ucts, management, sales, etc., order a copy of Dun's book enti-
tled, "Dun's Guide 1Israel 85/86," 105 Hahashmonaim Street, Tel
Aviv, Israel.

Eilat becomes a Free Trade area. As an investment area, Eilat
now enjoys the following benefits:

*Full exemption from income and *Exemption from inflationary
company tax for seven years fol- capital gains tax in shekels.
lowing the flf?t revenues. Af- *Exemption from inflationary
terwards, firms will bf capital gains tax in all curren-
obligated to pay only a 30% cjes for foreigners.

company tax and no income tax.

assets will be

*Dividends are subject only to
a 15% tax.

*Entrepreneurs’
exempt from property tax.



*Exemption from city tak for ries owned by a '"registered en-
the first two years of the en- trepreneur, " constructed in
terprise. the free-port area, and export-
*A reduction of up to 20% in ing at least 90% of their out-
an employer's wage bill due to PUt.

decreased payroll-tax payments. 1In essence, Eilat has become
These benefits apply to facto- an A+ development area.
Traveling to Israel -- keep in mind the old Israeli 1,000 Shekel

note is replaced by a new one Shekel coin worth about 66 cents,
or 1.5 Shekels to the Dollar. This does not represent an upward
valuation of the Shekel; it is simply a matter of removing three
zeroes.

BOOKLETS AVAILABLE FROM CEGI. We are pleased to make available
to you, without charge:

#B-52 - 12 Reasons Why You Should Open a Facility in Israel
#B-53 - 12 Reasons Why You Should Conduct R&D in Israel
#B-54 - Importers of Food, Wine and Liquor from Israel
#B-55 - Importers of Fashion/Textile from Israel

POSEN ot A . ol -
x k % kX * % * K Kk Kk K %

CEGI'S 1ISAM AFFILIATE

We invite you to use the services of the Committee for Economic
Growth of Israel and its affiliated company, ISAM International,
if you are interested in:

1] Locating distributors in Israel;

2] Finding a joint venture partner to operate a factory in Is-
rael; '

3] Locating an Israeli company to license your technology;

4] Finding an Israeli company to manufacture OEM products for
you;

5] Locating Israeli developed technology that you can license;

6] Assisting you in finding a joint venture partner to conduct
R&D in Israel and obtain 507 grants.

Contact Elmer L. Winter or Charlotte Slater at the CEGI office,
5301 North Ironwood Road, Milwaukee, WI 53217, telephone 414-961-
1000; or Shraga Tzur, 22 Bar Ilan Street, Tel Aviv, Israel, tele-
phone 03-226-612.

* % % K K % * K Kk *x Xk %

Information has been obtained from sources believed to be reli-
able, but its accuracy and completeness and any opinions based
thereon, are not guaranteed. No statement or opinion should be
construed as a recommendation to buy or sell any security.




To: Elmer L. Winter, Chairman

COMMITTEE FOR ECONOMIC GROWTH OF ISRAEL

5301 North Ironwood Road

Milwaukee, WI 53217 USA
Dear Elmer:

In response to your newsletter, "U.S.-Israel Business News,"
dated April 15, 1986, please send to me -- without charge -- the
following:

[ 1 #B-42 - What the U.S.-Israel Free Trade Agreement Means to
You

[ 1 #B-43 - A Plan to Sell Your Products (Duty-free) in the USA
Market, Via Israel

[ 1 #B-44 - New Opportunities for Israeli Commerce: the Agree-
ment Between the United States and Israel to Estab-
lish a Free Trade Area

[ 1 #B-45 - Israel's Economic Policy

[ ] #B-46 - American Companies with Facilities in Israel

[ 1 #B-47 - BIRD-F Report

[ 1 #B-48 - Doing Business in Israel 1985

[ 1 #B-49 - Manual for the Investor in Israel 1986

[ 1 #B-50 - Directory of Israeli Industrial and Defense Products
and Services Available in the United States

[ 1 #B-51 - Report on Israel's Barter Programs

[ 1 #B-52 - 12 Reasons Why You Should Open a Facility in Israel
[ 1] #B-53 - 12 Reasons Why You Should Conduct R&D in Israel

[ 1 #B-54 - Importers of Food, Wine and Liquor from Israel

[ 1 #B-55 - Importers of Fashion/Textile from Isrtael

Name Company Name

Address City/State/Zip Code/Country

Telephone # Telex #
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Israel as Public-Works Project

Can It Afford an Economy That Pays Its Own Way?

174

By Lawrence Meyer

plague of quadruple-digit inflation at least tempo-

rarily at bay, the Israeli government is approaching

a decision of watershed dimensions that it has
avoided for all the country's 37 years:

« Will it continue to build the Jewish State by using the
nation’s economy as a kind of massive public-works proj-
ect — with all the featherbedding that the term implies?

e Or will it risk driving Jews from Israel by tolerating
unemployment in order to steer Israel toward economic
efficiency, encouraging enterprises that are productive
and allowing those that are not to die? The goal would be
building an economy that can support the Western life-
style that Israel’s citizens so clearly want,

The simple fact is that Israel’s economy suffers from
serious structural problems. It has a low-wage, labor-in-
tensive Third World economy. However, it has managed
— by massive borrowing — to satisfy First World tastes
for such commodities as video cassette recorders luxury
automobiles and vacations abroad. -

Stopping mflation — the prob!em that has pre-occu-
pied both Israeli economists and the Reagan administra-
tion’s policy-makers — will not change this fact. Even
leaving out military expenditures, Israel will remain in
serious economic trouble until it figures out how to climb
out of its current stagnation, create productive jobs, ex-

JERUSALEM — With its military enemies and the

port more than it imports, and pay its bills without mas- .

sive handouts from abroad.

hat life-support systems are to medicine, Amer-
W ican foreign aid has become to Israeli life. With-

out the continuing flow of that aid — roughly
19 percent of the government’s budget in 1985 — Israel
would not be able to defend itself and to maintain a soci-
ety that boasts five universities, sees one-seventh of its
citizens travel abroad annually, has 50 percent of its
work force employed in government, finance and service
jobs (ranking behind only the United States and Canada
— countties far more developed than Israel) and has 29
percent of its civilian workforce on the government —
which is to say the public — payroll.

Compared with seven leading industrial countries (the
United States, Germany, Japan, Canada, the United
Kingdom, Italy and Sweden) lsrael has the lowest per-
centage of workers employed in industrial jobs exoept
Canada.

In its 1978 report, the Bank of Israel analyzed struc-
tural problems in the country’s economy.

.money through taxes is limited . .

It found that in “recent years there has
been a.marked structural change in employ-
ment, with the public-services sector absorb-
ing most of the additional manpower. Since
the government’s ability to siphon off more
. and
since a diminished dependence on external
sources of finance {foreign aid} has become a
prime national target, there is no escaping
the need to reduce the share of public serv-
ices in total resource use.

“In other words, the freezing, and perhaps
even absolute decrease, of public sector em-
ployment is necessary for relieving pressure
in the labor market and making more re-
sources available to the business sector.”

This warning was not heeded by the gov-
emment of Menachem Begin. If anything,
rather than reducing Israel’s dependence on
American foreign aid, the Likud government
increased that dependence. Civilian con-
sumption was not brought under control,
even when the Israeli invasion of Lebanon in
1982 resulted in an absolute decline in pro-
ductivity. Consumption in that year in-
creased. An analysis of the distribution of
employment in the [sraeli economy among
the various sectors finds no significant differ-

ence today from what the Bank of Israel de-
scribed in 1978. '

f course there are reasons for the fix
O that Israel is in, reasons that make it

all the more difficult to solve the
problem.

One of the unique features of Israel as the
Jewish State has been the role of the econ-
omy — even before the state was created
— as an instrument of nation-building. In,
political Zionism — the ideology that saw
the creation of a Jewish State as the only
realistic solution to the “problem” of Euro-
pean Jewry — the state was the end-point,
A corollary of Zionist ideology in the pre-
state days held that Jews should do the
work, among, other reasons in order to pro-
vide jobs for the Jews who were coming to
Palestine in answer to Zionism's call In the
history of the United States, mmigrants
came here to fill jobs, In Israel's history, jobs
were created to hold immigrants.

After the state was founded, full employ-
ment became a governmental goal — not
simply because it was better to have able-
bodied persons working, and not snmply be-
cause the country was desperately in need of
development, but because Jews who did not
have jobs would leave Israel In the last 10
years in Israel, unemployment has run from
a low of 2.9 percent in 1979 to the current
rate which is somewhere between 7 and 8
percent, although the possibility of a rate as
high as 11 percent has been mentioned.

- [
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ISSUE DEFINITION
For the first 22 years c©f independence, Israel sustzined econcmic growth,
full employment, rapicd industrializaticn, and 2 rising standard of livincg
despite heavy defense spending, &n unfavorable balance cf trade, and =
coubkling of the population throucgh immigration. But today, Israel faces arn
conomic crisis markec by triple-gdigit inflation, rising unemployment, g §E
Lillion balance of payments deficii, heavy deb:t servicing, anéd no economic
crowth. The new National Unity CGovernment, led Dby Prime ¥inister Shimon
Peres, hes asked the Unjited Statecs fcr help in restoring Israeli's economic
hezlth. The 98th Congress will be considering whether and how the United
Staztes may oififer Israel assistance with its economic problems.
EACKCEROUND AND POLICY ANRALYSIE
This issue brief will discuse:
—-— Eisterical Background cf the Isrzeli Eccncmy
-- Pzst Government EZforte to Control the Economv
—— The Need for Etconomic Reforms zncd the National Unicy
Gocvernment
—— The Ketional Unity Government's Economic Steps
—- U.S. Rid tc Isrzel
—— Ccngressionael Ccneideraticne ané Options
2n RAppendix follows, which includes:
Table I —-- Selected Eccnomic Incicaters
Table II -- The Israeli Budge:
Tazle III —-- Icsrzesli Trade Statistics
Table IV -- Icsrael's Debt and Debt Service Payments
Tatie V —-- Israel's Capital Imports
Tabhle Vi -- U.E&. Aié to 1srael
For further information on related issues, see:
1.S. Assistance to Israel lssue Brief B5066
United States-iIsrael free Trade Area, lssue Brief 84117
HISTORICAL BACKGROUND OF THE ISRAELI ECONQOMY
Israel's socialist economy is based on the premise thart social egquaility
can be provided by economic growth. The Government provided social welfare
services, allocated resources, became a major partner in industrialization,
and stimulated economic growth through an unrestrictive easy credit monetary
rclicy. From 1950 to 1976, the Israeli Gross National Product (GNP) grew at
&rn average rate of 9% per year in real terms, and the per capita GNP grew at
an average rate of 4.7% per year. By 1976, per capita GNP reached $3,370, a
level comparable te Spain, Italy, East Germany, and the Soviet Union. Over
trLe same period, exports grew mcre than 15% per year, and industr exvanded
tc become 30% of the GKNP. In those 25 years, agricultural productiviiy

increased an average of 89.6% per year,

and the value of the crops increased



CR&E- 2 IBEE4138 UPDATE-04/16/8€

23% per year, although agriculture provided oniy 5% ©f the Gross Domestic
Product. Industrialization and economic expansion were accomplished despite
Israel's involvement in four wars with its Arab neighbors and the attending:
incordinately high defense reguirements, despite an almost total absence of
raw materials and natctural resources, and despite the neeéd to house, educate,
train, and emplcy & wave of immigrants.

Isreael's dynemic <¢rowth and develormen:t was assisted by an infusion of $1
Lilljion per year in foreign capital from German reparaticns &nd restituticn,
gifte from worlé Jewry, commercial loans, lIsrael EBecnds, ané U.S. aid. The
innovative Israelis utilizecd the foreign capital to establish &
future-oriented high technclogy industrial Lase. The capital imports eglsc
egllowed Isrezel to sustain high demand without an accompanying high inflation
~- inflaticn averaged 6% per year for the years 1850 to 1870, low by
international standaraés.

But, Isreel's economic system &lc0 haéd its sheortcomings. One persistenc
Croblem hLas been the belznce c¢i trade deficit. Resource-ooor Israel muest
import consumer necessities anc raw meteriegls for its manufacturing
incdustrier Since the 1548 founding of the state, imports have exceeded
EXpOrts. ~ Seccnd problem hes been the private anc public borrowing tc
finence the growing belance of peyments deficit. Isrzel‘es $24 pililiicnhn
fcreicn Gebt is ecqual t©C ite $Z4 npilliiopon GXNZ. L thire rtroblem has tesen =z
rutlic pelicy that caters to the Israselil desgire fer 2 higher standarad c?
iliving, wnich has resulted in increasinc imperts ct luxury gaooas, highesr
weges, anc deficit spendinc fcr consumer subsidies &anc sccial Frogramns. Y
fouvrtnh probkiem hies been inflztiorn, =3 "neCe2s5sSary evilinm associzted with
econecmic grewth thet became & permeznent fixture in  the Icsraeli eccncmy
beczuses 0f labor-mENEgemENT-SOVarnment acreements t0 index wages to prices.
israel: inflation jumped frcm the 6% per vear of the early ve=zars urp to an
everage of 34% per yvear for the years 1870-12785. B fifth problen has been
the nezvy defense spending necessary to maintain a level of security the
Israelics f£ind acceptable. 2 sixth prortlem, whkich began to emerge in the late
1ZEDs ancé early 1870s, is the ecconomic cichotomy between Sephardic Jews {(from
¥idéle Ezstern and North REfrcican countries) and Rshkenazi Jews {froxn Uroce
ane Ncocrowh Zmerica). Sepherdic Jews, now & majcr-ityv of the coruls<icn, wWanzt
T meintain the socizl welfare system which benefits their less effluent
numbers, &né also want greater access to econcmic pelicy positions dominated
Ly Ashkenazi Jews.

These andéd cthe problems approached a critical stage in the late 1&70¢s.
Werlcé recessicn reduceé the demand for Israeli EXpPOTTS. Woriéd inflaticnhn
raised praices cf Israeli impecrzts. Israeli eccnomic growth stopped and
Froduccivity felili. Israeli inflastion rates reached 40% in 1574, 50% in 197¢&,
and near 80% in 1972; and consumer demand for luxury imports remained high.

PAST GOVERNMENT EFFORTS TO CONTROL THE ECONOMXY

Yitzhak Rabin's Labor Government {(1974-1977) tried, with partial success,
“0o reduce imports through taxesgs, in the hope that reduced demand for imported
consumer goods would also slow the 30%-plus inflation rate and that recucec
imports would narrow the balance of payments gap. The central bank (Bank cf
Israel, founded 1954) adopted more restrictive monetary policies to tighten
cradit andéd abscrb excess purchasing power, but high levels of gcvernmen:z
spending fueled the inflaction spiral. The balance of payments deficic fell
from $4 billion in 187% tec $2.€ billion in 1277, but inflation stayed in the
30% per year range.
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Menachem Begin's Likud Government, elected in May 1577, wantedé to reduce
government involvement in the econcmy anéd rely on market forces anéd the
rivate sector for economic growth, with & long-term goal cof establishing =&
free enterprise economy. Likud envisioned selling cff government enterprises
to domestic ané foreign investors. Finence ¥inister Simcha Ehrlich cuz
government subsidies for basic commodities (food, fuel, utilities}, in crder

reduce the goverament budgset a educe the government's rcle in the
The governm nt raised ir ct texes, abolished currency contrels,
oweé the Isra . The plan was intended to stimuliacte

ané increase exporte. Byt imperts
money overseas {taking advantage
imports of durable goods. The
ion, which socon cancellec the
mers when the floztinc pound
&nd inflaticn climbed t
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1SE. was an election year. New Finance ¥inister Yoram Aridor teook steps
Pricr to the election wnich had the appearance oI politiczl, rather than
eccnonric, motivation. Aridor reinstated basic commodity subsidies {(reversing
the Enrlich-Hurvitz plan to reduce and eliminate subsidies) and reducead

purchase taxes, includéing import taxes. Subsidies and lower taxes were
pcrular with the lower and middle classes, Likud's constituency, whec then haad
more mcocney in their pockets to spend on Juxury and durable aoods, mostly
impcorted. Likud wcn re-election. The temporary pause in inflaticn, caused
Dy the low=a2r taxes, was soon overtaken by the consumer kuying spree and cy
mcre currency injections from the Bank of Israel, and inflation resumed di<ts
tgwardé course. To slow inflation, Aridor reversed the policy again, cuot
csvrtsidies and cut the government budget by 5% in late 1S8g1. Inflaticnh for
the vear dreopped to 220%, but the balance of payments deficit climbed tcoc $§4.%
billion.
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Another subsidy cut in early 1582 sent food prices and inflation up. The
invasion of Lebanon in June 1982 increased government spending, stcrped
tcurism (a mascr source of foreign currency and employment) and lowered
industrial productivity Dbecause workers were mobilized for militesry duty.
The government paid for the Lebanon invasion byv raising the value-adaded tax

a
(which was inflaticnary Dbecause higher prices Srought autecmati wage
increases), by taxing stock market itransaciicns, and DY imPOSing & COmMPUlECTY
bcnd sale. Feor 1882, exports fell, inmports rose, ané inflation increassé to

130%.

In 1983, Aridor tried to tslow impcrte by adding & tax on foreign excheange
purchases and reintroducing the import deposit —- this time at 15% of the
value of the import. Tne Bank of Israel raisecd

<

interest rates from 136% to
400%, but the restrictive monetary peclicy was rustrated bDbv the continuing
c

\

demané for government money infusions into the economy. In September 1EEZ
Prime ¥M:inister Begin resigned, which addeé ¢to existinc uncertainty over
rumecrs tn=t the government was considering & taX increease, & budget cut, gnd
& cevaluzticn of the cshekel. Israelics ligquified their zssets to turn shekesls
into dollzrcs besfore the devaluation a2né to rtuy durable cacds befcre & new
wave ¢I teXxes. One available a2csset was bank stock; = run on bank stccks
wiped cut abcut one-thiré the value ¢f the stock eXchange Dbelfore trazédincg
stcorped &ndé the governnent devaluesZ the shekel. Banks were forcsdé tc borrow
mCoNneEy c©cverseas to purchase their own stccks. Lkt thec pcint, €=rly Octcber
1883, BAricdor suggested ngdollarizaticn," permanently 1linkinc the sheksl tc the
the deciler. Aridcr resignec emic = puklic ountcryinc for his remcvail
ostensibly becszuse ©f his perceived unpatriotic sugcgestion that Israel become
dependent urch the United States. For 1€¢€3, inflation reachecd 150% =ané the
baelance cf pavments deficit racssed §E kililicnoh.

New Finance ¥inister Yigal Cohen-Orgac, like Finance ¥inisters befcre hin,
believed lIsrael's econcmic salvation resteé in increasing exportis, reducing
impcrts, and reducing¢ purlic sector invelvement in the economy by cutting the
cecvernment budget. Irn Jdznuary 1884, Cohen-0Orgad introcuced a $Z3 rillier

Dudget &nd askeaE for an acrose-the-beocaré 5% cut in the budgcet. (sees table
II. Carinet ¥inisters agreesd tc the &% cut 4in rrinciple, ot each begen
cefencing his own ¥inisctry bundget, tryincg to shifc the cCuts TC cther
¥inis=ries, and uvsing what might be escribed & ncreacive accounting"™ te
minimize the budget reductions. -fter the cabinet manetvvering, the propcsec
bucdget recuction amounted to between 4% ané 5%. Cohen-0rgac tried anccher
tack: an across—-the-boaré recduction c¢f §XI billicn to be allocated Dby the
Yinisters. But the cabinet could not agree on the elliocation and the
maneuver ng continued. The Knesset approved the full, uncut Dbudget of $23
*illion fcr the lIsraeli fiscal year 1964/1SE8:, which began on Apr. 1, 1884.

THE NZED FOR ECONOMIC REFORMS AND THE NATIONAL UNITY GOVERNMERNT

Most economists agree on steps Israel should take to resolve its economic

-- end indexing, which auntomatically links wages and prices
in an inflationary spiral;

—-— cut the government budget;

' —-- increase eXxports anéd reduce imports to end the balance
of trade deficit;

-—- stop borrowing overseas,'to stop the growing debt and
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the growing debt servicing expense;

—=- 5tabilize the shekel;

-- reform the tax system, both to stop tax evasion andéd to
streamline the unwieldy tax structure;

—-=- reduce consumption, which means lowering the standard cf
livingy;

~=- resume economic growth, primerily by restoring industrial
Znd werker productivity; anc

-- ené the plague of work stoprages, unicn walkcuts, and
iidcat strikes.

Over the past several years, the government anc the successicn of Fina

nce
¥inisters nave peen unwilling or unable to take these steps. Some csteps are
uynpopular, such as reducing the Dbudget Dby -cuttinc the ©basic commodity
sursidies. Scme steps are difficult to negctiate, such as reaclhinc &an
2cresment among labor unions, the business community, the covernment, enc
emplovers tc end indexing withcut leavinc one segment at a cdisadvancace.
Scme steps are counterproductive, such &s correcting the trede balance Dby
restricting imports that could affect the procduction and investment imperts
upon which the export industry depends. Some steps may Dbe beyonc The
covernment's capacity to moniter or imrlement, such &s enéing workers'
szrikes or reforming tax collection. I+t hes been the gccepted pcliticzl
wicsdom in Isrzel thaet no ccvernment cculd institute ell or mgcst  CI the
eccnomic refcoraose neeced &né remein in orffice. Segments cf the socciety,s siCch
&c Serhardic Jews ¢©r business cor Eistadrut members cr the relicious pearties,
could rely cn "their"™ Knesset or cabinet members TC cppose changes deemed
cstrimental tc the group. Fragile coealition cgovernments ocften were heid
hostacge by smeller parties angd special interest groups thet counld@ vecte
ézczinst the governpment in & vote of confidence.

The politiczl wisdom was confirmed when the Tami party vote to dissclve
the government on Mar. 22, 1884. Tami represernts pocor, Nerth African Jews.
Its three Knesset members were rart of the ruling Likuc cozlition, anc
ccntrelled the social services pertfolic. In early 1284, the Kinistry issued
2 repcrT that saif poverty was growing &nd that ©poor pecple needed cre
covernment services. Other carinet ministers disagreed with the reporc anaé
the recczmendstions. Accorgding tc the Jerunsalem Peost, Tami threatened to
vote against the coelition unless the gcvernment raised the income Tax
threshc2d, provided more benefits to children, and passed a minimun wage law.
When the Likué government faileéd to meet the demands, Tami Dbroke ranks with
the Likud coalition andcd vcted with the Labor oppecsition to dissolve the
Kaessst.

Tne Juliy 23, 1984, elections were inconclusive; neither Likud nor Labor
won & majority and neither peaerty cculd form a governing cecalition. After siXx
weeks of negotiations, a Labor-Likud national unity government was approved
by the Knesset on Sept. 13 by & vete of 98 to 18, with one abstention. Likud
controls the Finance Ministry and Labor controls the Econcmic Planning
¥inistry, the twc Ministries that head an economic council composed of 10

Ministers, five from each major party. In theory, the eccnomic council was
surposed to devise an economic reform plan that weculd save the Israell
eccnomy . But basz¢é on the deep-seated partisan ifferences ana the pasc
performance of Israeli governments acguiescing to smaller parties ang
interest groups, skeptics gquestioned Laber's andéd Likud's capacity tc
cooperate andéd their willingness to resist interest group pressure. Crtimists
believed the paramount importance cf economic reform would override parcisan

politics and special interests.
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THE NATIONAL UNITY GOVERNMENT'S ECONOMIC STEPS

The new unity government did not announce an overall plan for the economy,
but 2 series of steps for cutting the government Dbudget, absorbing excess
purchasing power, slowing inflation and de-linking the index, recucing the
belance of payments deficit, and seeking zcscsistance from the Uniited St=:

ec

Steyr One —-- the Government Budgex

The first step was to cut the gOovVernment bucdget. Accordéinc to Prime
¥inister Peres, about one-helf o0of the §Z3 Ekillion bucdget is committed to debzt
servicing ané tne other one-half is for government operating expenses, of
which about §5 bkillion is for defense, $5 billion for other operating anc
zdministrative expenses, and $1.5 killion is for government subcesidiecs for
food, credit, and exports. (Note: the Prime Minister's figures, given in a
speech tc the Knesset on Oct. 22, 18B4, ciffer scmewhat wiith the government
budget in table II1.) Israelis believe theit cutting money for debt servicinc
wounld mean desfaunlting on payments, which couldé harm Israslts cred:ic ratinc.
Tsraelics zlso beliave that cutting defense wotrlcd jeopardize lerael's
securityv. Cutting subsidies for exXporzts couid delzay the devealcpment ct
export industries upcn which Isrzel depends fer  its ezcnemic sailvat-c:o.
Cutting subsidies for foeod, fuel, and credfit, or curtting zay o©Z the weliare
buéget (pensicns, allowances for children c¢Z pocr <famiiies, vnenrvlcyments
payments, hezlth benefits) coulé create & heréship <fcor poorer ©pecplsz anc
trigger socizl unresc.

At ite first mesting on Sespt. 15, 1884, the carftinex authcrizss Finance
Minister Modai tec cut the budget by $1 billion, which started gnother round
of argumente among cabinet ministers oVver where the cuts wounld fall, and
triggered a series cf sirikes and work stopoages tc rrotest wage cuts.

the arguing continued, Finance ¥inister Modai introduced ancther

to cut $ZE0 miliion from the budget. The cabinec agreed to $Z75
CZ the total ¢f §XL.372 kiliion in cuts approvedéd Dby the cabkinez:,
million hadc actually been cut by mid Jenuary 1E8E:.

The Israeli "White Paper" presented tc the TU.SE. Government irn December
1S84, reguesting aid for the U.S. fiscal year 1886, said Israel wouwlc cuzc
$1.84 k:illicn from the FYB4/8% and FYS5/86 budgets in two stages; the firsz
stage cut cf $1 biliion from F¥Ys54/€5%, anéd the seconéd stage cut of £340
millicn from FYB5/85. But the document then listed cuts totalling $2C0
millicn for the first stage withcutr an exXplanation of where the remaining
$70C million in cuts would fall, and offered no breakdown ¢f the second stage

$54C million proposed cuts.

Apout ,Jan. 2€, 1985, the Finance Minister presented the fiscal year
1S5E5/1986 budget to the cabinet for approval; the Israeli fiscal year began
BRpr. 1, 1985. On Jan. 27, 198t, the catinet agproved & budget o©f $22.S7€

billicn, which, according to the Ministry of Finance spokesmen, included &
$§1.8 billicn cut. But when the FY¥84/85 budget of $22.708 is compareé tc trhe
r?8:5/86 budget of $22.978, there appears te be an increase, nce a cuzt.
Tiaance M¥inistry spokesmen explained that the $1.8 Dbillion cut is c e

fu

z t
‘mplemented over two years, $330 million in FY84/€5 budget (which exnde
. 31, 1985) and the remainder, presumably $1.47 billion, in the FY
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budget. It is not clear how the new cut of $i.8 billion announced on Ja
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for the FY64/8% budget, most of which has not yet beern implementeé. Alsc,
is not clear if the §$330 million cut to be applied tc the FYB4/EES Dbudge=

duplicates the cuts already 4implemented or if the figure represent
additional cuts. Such gquesticns aside, the Ministerial Committee on Economic

frfairs approved & budget prorosal cf $2ZZ.4 billion on Feb. 20; again, c
explanation of the difference betweern the sz*.,7s rillicn ané the $22.4
rillion was offered.

The budget issue became mocre ccnfused cn Feb. 1lE, 1985, when the Knesses<«
rassed & "first reading® of a2 $€1.5 billicn supplemental budget for FYB4L4/EES
thzt ended on Mar. 31, 1SE5. (Knesse: pills become finzl after votes Oon ezch
cf three "reacdings.") A February 1% Jerusalem Post article said $£200 millicn
©f the §1.8 billien supplementa was & "™bookkeering itenm", that has no
"economic implementaticen.”™ But whatever the figure, 1.2 billion cr $1.%
oillicn, the supplementazl eppeared to negate any actuzl cr planned budaet
cuts. The Knesset Finance Committee arproved the suvplementzl budget Ccn Felk.
21, 1&8es.

Another conflicting report &cpeared in the Jerusazlemr Pest cf Mar., &, 1BES,
which said the FYB4/85 budget was §$24.2 billion, anéd the FYES/E& Dbudget was
$§22.3 rillicen, with the &ifference betwesn the twe figures described &g &
"cut™ ¢cf $EB535 milliorn. With all the cecnflicting end unexplained numbers, it
is gifficuls te know whet the rudget is cr if there is any rezl z-temct te
cut the budggetz. Cn Mer. 2&, 18tgEg, the Xnesegse:zt &approvecd the 20 trillic:n
shekel, $22.2 riliicrn budget for FYEES/ge.

Step Two —- Reduce Purchasing Power

Tne Finence Ministry's second step was to reducs the yUbllC'S purchasinc
power. On Sest. 23, 1884, Finance Minister HKodai annonnce "preparatory
gteps," which he szid would absorb excess money in circule . The "gteps"®
inzluced & $£250 million cut in governmenit subsidies for *ood enc fuel anéd =&
series ©f tzxXse intended to ablsorkt meoney thet ctherwise might be soent fcor
ccnsumer gcods. Eistadrut cppeosed ¥odai's "preparztCry stece” hecazuse the
wage ezrners would be paving more r fooc &nd woulzZ pay mest cf the EUrtax
¢n inccome tharcugh payro’ll 4decucticns. The business ccmmunity cppecsed the
inventory, builéing, &nd eguipment tax. Acceréing T the Jeruselexn Peost,
SCme economrists expressed doubts on the effectiveness of the business taxes
Decause s0 many industries andéd businesses Ssought exemptions. finally passed
the Knesset in late ¥ay 188:. B
Step Three -- Balance of Fayments

The next eccnomic step aadressed the balance c©f payments deficit. Israel

averaged $4.2 billion trade deficit for the 5 years 1575-1983, but was able
te pay for the extra imports by importing about $4 billion in capital each
year for the same perioé¢ (from U.S. aid, West German reparations, loans, and
gifts from world Jewry; see table IV). The porticen cf imports directec at
the consumer market had risen dramatically from 5% of total imports 4in 1S80C
-0 over 10% in 18E3. Previots governments hed taxXed luXury consumer imperts
in their attempts to reduce the deficii, but withoutr success. Nc government
could reduce investment or preduction imports, the machinery and raw
materials needed for Israel's industry, without injuring expcrts; ncreasing
exports was Israel's hope for future economiC sclvency. On Oct. 2, 1584

¥inister of Industry and Trade Ariel Sharon announced a gt-mcnth ban

imports of some 50 luxury items. Import deposits on other items were rais
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by 25%, up to 40% cf the value of the iterm. To aveid price-gocuginc anc & rurn
on inventories, the government imposed price cantrels on importeé ancd
comparable domestically produced items. The amount of money Israelic
traveling abroad may take out of the country was reduced from $2,000 tc
$1,000 in an attempt to slow the &rain on foreign cCurrency reserves. (One

report saié 750,000 Israelis, or almost one-fifth ¢
abrozsd in 19E2.) The day &Sharon &announced the

the pocpulation, raveled

£
I
i

impart ben, cT. 2, the
Jerusalem Post revorted that Israel's foreign reserves fell tc $1.7 billicrn,
one-half the §3.F rillion average for the past 5 years.

But, despite its drametic impact, the impert ban coculé not solve Israel's
trade ané payments pro blem. The government estimated thet the Oct. 2 impors
can would save $700 millicon, but that is onlyv 14% ¢of the estimated $5 billicn
bzlance £ payments deficit. The €-mecnth ben viclated Israel's 1875
agreement with the European Communit (EC), which &llowed 3-month impor: bans
under certain economic conditions. The EC &eccepted Israel's exrplanation cs

the neecé¢ fcr the €-month ban, angd agreed nct to take action against Israel.

The United States also accepied the Israeli explanation; the impert ban  came
in the midst of U.S.-Israseli negotiaticne for & fres trede arez agreement.
{S=2e CRS Issue Briefi 84117, The U.S.-Israel Free Trade ATEz.) The import karn
haé¢ its esnare cf Israeli critics: Bank o©of Israel gIiicials e&nd scme cabinec:
rinisters crpposed the ban becasuse it woculd <Zncrease unemnplcymencs scme
Isrzeli consumeres wanted the bernned goods; some Israels economistTe believsel
Tsrazelii inéusctries wculd cheange their focus toward the dcomestic HETrkec ené
cwey frcm the exXpcri markesz.

Tnhe Iesraeli newebaper Hadachet repcorted on  Nov. Z that the Mirnigtry
relaxed the freeze on some imported itemes to stcp price incresses {Cesrtite
“he price contrcls) on ccrparable domesitic items. The import bacr cfjtezmens
eadded tc the confusion of the "package dezl"™ price-wace fresze.

in early February 18985, after the seconé "packace deal"™ went into eZfect,
the imvcrt kban was drcpped two months befcre the intended date. Nc reason
wzs given for ending the impers ban early. The governmentc alsc raisec the
~ravel tax from $100 te $15C for each Israeli leaving the country, acded =
15% tax on the wvalue of airrzlane tickecs, &ndé reised the impecrt deposit fron
4£0% to 60% of the wvalue c¢f the imported icten. The governamentc 21sc stcpped
tanks from paying interest on savings accounts linkedéd to foreign currency Ior
the first year c©f deposit.

Step Four -—- nflation anéd the Index

Reduc:ing public purchacsing power {(see step 2 zbove) was & prelude tec sSteyw
4, the general plan to reduce infliation and to de-link the index. The key tc
the inflation-index problem was the union-government-business "package deal,”
intended to freeze wages and prices, which would stop the automatic inflation
inherent in the index. But the negctiators had to implement the freeze

thout placing any secter c¢f the economy &at a disadvantage. A price-wage
freeze could erode real wages because wage increases were based on 80% of the
cost-of-1iving index andéd lagged 2 months behind prices. (See table 1.} For
exameple, the 1£.5% August, 1984 ccst=-cf-living increase wou-.d result in &L
11% October wage increase; the 21.4% cost-of-living increase for September
meant a 17% wage increase in November. Wage earners were concerned abcut the
decrease in buying power, the fesar of growing unemployment causeZd by the
government budget cuts, anad a slowdown in the economy caused jol's the
wage-price freeze. Similarly, a price freeze would not allow the business
community to raise prices to compensate for increasing prices of impcri=zd raw
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materials or for higher wages. Manufacturers were concerned about declininc
worker productivity resulting frem real wage declines ané about high interest

rate The Bank of Israel dropped its annualized interest ratcte andéd Dbegern
settlng monthly rates. When interest reachec 20% per month, businesse:z found
berrowing prehibitive.

Package Dezl I

The "package dezl™ signeé on Nov. 2, 1684, froze =&l) wages, prices,
services, taxes, rents, and profits for 3 months. Durincg +he first month
{Novenber), wages would increzse at two-thirds cf the 80% ©of the «cost cf
living, and during the seconéd month the differesnce between the cost ¢of living
&end the wage increase could not exceed B%. Szlzried workers weculé receive a
5% tax credit for 3 mcnths beginning in February 1885 toc compensate fcr <the
recduced cost-cf-livingc increment. 211 trznsactions will be 4in shekels, ncz
cellars as was the practice for many transactions. The "package g=al1” was
zpproved Dby the manufaccturers' associatiorn &né Eiestzdrut o©on Rov. 3, anc
proclaimed by the government on XNov. 4. No cne addrecsec the cuecsticn cs
what neppened at the end of the 3-menth freseze.

The cabinet decided on Nov. 4 to z=zprfliv  the freeze o subsicdies, which
céestroved Modai's buédgetr-Cuttinc prograrn. The Industry and Trzée Finiscry
iesued & price list for scme 400 items. but undercstztec sScme Frices DbheCause
they miscalculazted the value-addesd ta&x &ancé oversctated oither prices {(nc
explanation for the highner prices was offered). The ¥inistry recalledZ the
Zirst list to issue a revised 1list. The government zlso estabiishecd centers
for consumers to report price-gouging 2nc seven special cour-ts tC Try
merchants zccused c¢f charging unsauthorized hich pricees. Anc the government
launched & cempaign ageinst black market trading in dcllars. O~ Nov. 1%, the
Cctopber inflation rate was announced —-- 24.3%, which msant & wage increase c?f
2Z2.8% for December. The acrimcny over suhsidies, price lists, rrice-gocuging,
Tlack markss, &and erocded wages led some to speculate that the "package deal”™
wceld nct last through Decenmnber.

Package Dezal I

The government, Histadrui, anc the emrloyers began negcotiazticons in JanRuary
I8E:, tc arrange a new, longer range "packsace dez2." The necotistors were
encouraged bty the Jan. 15 report thet the cost—-cf-living increase fer
Decexnber 1S34 was 3.7%, a significant érecr frcom the 15.5% of November. The
"vackage deal" wWas working. Cn Jan. 23, a new E-menth "packazge deal"” was

nncunced to begin Fek. 4, 1565, The new "packacge deal"” provided for
ediate cuts in subsidies, which meant price increases in public

ansportatiocn, food, fuel, water, and electricity by an average of 13%, but
these increases would not be calculated intc the cost-of-living index upon
which wage increases would be based. Other prices would be allowed increases
cf between 3 and 5%, on a case-py-case bases which, it was believed, were
necessary to kesp unemployment down and to reflect increased Dbusiness
exXxpenses. On Feb. 24, the manufacturers announcec that they would withadraw
from the "“package deai"™, but changed their minds the nexc dgav foillowin
negotiations with the government and Histadrut that decided o

subsidy price increase for March. In early March, Histadrut complained that
“he "package deal™ was violated when the Industry and Trade ¥-o:xs T

2 new price list that raised prices on some 60 items Dby an a a

well above the 3 to 5% maximum in the "package dezl."” The Janvery
inflation rate was 5.3% and the February rate was 13.5%.
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According tc a complicated formula includedé in the second "package deal,"
wages were to increase after the first tnree months of the YE&T . Eistadru:
wanted a 13.2% wage increase for March, but the employers believed the
increase should be 12%. Also, the employers wanted price increases on some

320 items, but both the government and Histadrut copposed the increzases. The
three parties to the "packags cdeal" began encther round cf necctiations
during the week of Mar. 25, 1c6Eg:s

Package Dezl ITT

Packace Deal III resulted from the deacdlock betweern the manufacturers'
demaendé for Liigher prices and Histadrut's refusal to accert the price

increases withocut & wage infCrezse. Packege De=zl i11, signed OL Kar. 31,
called for a 7% price increase on ncn-subsidized gcods and a 15% increase 4in
vrrices of subsidized gocds, followed by & 2-month price freeze. At the end
cf the 2Z2-mecnth freeze, vrices ¢ non-subcsidizetT "gooés woLrlé incre=zse by EO%
cf the amount the shekel devalued over the Z-mecnth pericd, anc¢ +the price cs
subsidized goods woulé increzcse by the full amount £ the shekel devaluaticn
over the Z-month freeze. {(Ncte: on Jan. 4, 1CEE, the exXcnsnge rate was
€64E.38 shekels to one docllar, =nc on Mar. 1 was 7€3.%E£ chekels to cne &ollzr,
zncé cn ¥ay 1 was G54.3% shekels tc the d&cllar.) The ¥arch inflsztion rate Was
12.3%, ané the BRpril inflaticn rate e&hoT vy to 1€.2% for the menth.
Tciicwing tHe June 1 endé tc the 2-month fresze, subsidies were cut and prices
weant Upr Ly abcuit 25% whirch led many tc belilieve the June infiztion rate weculd
e as high as April. A cabinet cdecision anncunced o©on ¥ayv 1% ©pledgecd to
zcntinue "rPzckage deel III Zor ancthsr two meonths™.

“abinet Decisions, Mav 12, 18E:

Cn kazy 1%, 1¢85, the caktinet apprroved scme 20 propeosals for econczic
refcrms, incluéing 2 10% decrease irn income tax, & 5% decrease in emplcyer's
t&X%, & 2% increase in the value a2dé=dé tax (from 15% to 17%), & 10% <o 20%
increazse in purchase tax for impeorted luxury CoOcas, a 2-month freeze cn
gcvernment transacticns, a&n incrsasse in rent fo covernment-ownec housing, =1
$2EC increase in travel tax (from $3i5C to $3200), & $2Z00 resduction in overseas
travel allowance {(from $1000 to $80C), & >-vear phased en¢éd to the Bank cof
isree: financing government deficits, &nd others. The income -anc erployver's
Tax reducticns will reduce goveramentc revenues, thus exacerbating the
governmenc budget deficit, andé cculgd srtimulilate ccnsumer spencing, thus
increasing infiztion. But the covernment believes the reveanue loss will be
cffset by the VAT increase, ancé that higher rents, import anc travel taxes,
ané the government transaction freeze will reduce consumer buying power and
reduce inflationary pressures.

Finance Minister Modai said on May 18 that the proposals were part of an
economic recovery plan that alsc included a government budget cut,
continuation cf the package deal, and protecting foreign exchange reserves.
But, orn May 21, Modai said the approach towaragd economic reccvery would be
gracduzzsl, rather than by intrcocducing an economic reform plan. ¥oda- saii
government would not abceclish the wage-price index or devalue the s
steps that many economists, including Secretary of State Shultz, believe ar
necessary to restore lsrael's economic health. Some cabinet ministers sai
the cabinet proposals were part ¢of an economic reform plan, while cther
called for Modai's resignation because he had not introduced an econamic

reform plan. plan. The most critical of the proposals for Israel's
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long-term economic recovery appears to be the Bank of Israel law, currently
before the Knesset, which would end the government's practice cr financing

the budget deficit by borrowing money from the Bank (which prints the money
it lcans to the government).

Czbinet Decisicns, Julyv 1, 18g€:

Inflation dropped from the 1%.4% rate of &pril to €.8% in May, an
indication that the "veackage deali III¥ freeze was working, but the lower rate
{below 12%) also meant that workers woulé not receive & cost of 1ivincg
increase in June. ¥anuiacturers complained that prices ¢éid not go up enough,
while wage earners compleined that wages remained too low. The <freeze
coupled with the Jumne 1 price increases, both in accorc;nce with the HKay 1€
cabinet decision, trigcered another seriecs of wildcae strikes, walk-outs, and
workx slow-downs. On June 14, Finance Minister Modal annc1n:ed he woulé nct
recommend another extension of the packacge cgdezl beycnc the enc o5 July
bscanse he hoped tc have his econcmic plan reacy. On June 22, the
manpiacturers announcecd they would withdraw Irom "packaege dezi III™ e¢on July
E. "Package deal III®™ had collapsed anc the cabinet becan =3 series cs
late~night secsionse ©to hezd off the crisis.

€n July 1, the czrinet announcec =2 one-vear econcmic staehilizatiocn
rrogram, the first three meocnths of which was &n emergency pericc. Ter the
emergency pericé, curing which the cartinet hoped Ts reguce the infiatico
reate, the ce&binet precposecd:

-—- to cut the budget by §750 million t&n &n &nnuesl
bDasis (it was nct clear if the cut was $730 million
or $562.5 millicon because the Vear was one-guarter gcne);:
—~ to devzlue the shekel bv 128.8% (ihe new exXxchange
rate was 1,500 shekels tc the ccllar);
—-— to levy a one-time £.3% tax on corporeticns &anc
self-employed persons;
-- to0 levy & taXx ©On luxury apartments;
~— to pay conpensation to low wage ezarners to reduce
adverse effects on rezl wages;
—~ o fire 3% (10,000) ©f the government wWorkers;
and
-- to freeze waces ané prices for three months {(through
September) following a subsicy cut and price increase
effective Jrly 2.
The subsidy cut increased fooéd prices Dbetween 453% and 75%, anéd the

across—-the-board price increase on non-subsidized gcods averaged 17%; the
total price increase for both subsidized and non-subsidized goods and
services averaged 24%.

Histadrut called a 24-hour ceneral strike for July 2 to rprotesct the
covernment's move, which apparently had some effect -- the g¢overnmenc
cstponed the dismissai of the 1C,000 public service workers for twoc weeks.

'U

The emergency p.an touched o©oiff a new round cf cabinet disccrad, with scme
Ministers calling for Deputy Prim=2 Minister Levy's resignation because he
would not support the plan, other Ministers complaining that the Z=2lense
budget should be cut while Defense Minister Rabin called for cuts in cther
Ministries, most Ministers defending workers in their Ministries against the
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Fropesed dismissals, and rumored divisions withirn =he Laber party andé irn
Likué (the Liberals threatened tc leave but later voted to stay in the Likug¢
coalition). Over the next month, the debate ragec¢ around the supplement
payments to workers and the dismissal of the government workers. Rfter
July 3 shouting match between Finance Minister Xodai anéd Histadrut chairma
Oesser on a television interview progranm, the twec beganmn negcoctiaticons T

resclve the supplemental payment and dismissel guestions. By ezrly BRucus=,
it had been agreed that government workers woulé receive & surplementeal
vayment for their July wages of 1é% rather thnan 11% &s compensaiticn fcr
higher fooé prices; the 14% was the Same as receiveéd Dby Dprivace sector
workers. But in exchancge for the supplemental, the Histadru:t agreeé to &
rhaseé reduction in the government workfecrce of €% (or about 20,000 workers),
& 3% reducticn immediately and another 3% &t scme undetermined poiantr in +he
future. The compromise caused divisions within the union federzation; civil
service and clericael workers threatenec tc go to ccurt tec enferce the Civil
Service Law that statee that a total of S6 c¢ays must elapse before =3
government wWcrker can be cdismissed (counting nctification, negotiation, anc
appezl tims). By mid-August, the comrpromise acpezred te bz in Flace, with
the union threst to chellenge the arrengement fading. But nc action had been
tazken to begin the government worker dismicssals. Durinc the course £ the
negotiaticns the Centrel Buresu oI EStatistics anzounceé the June inflestico
rate cof _4.91. The July rate, announced ¢ Rug. 15, WwWas 27.8%, Israelts
highest inflaticz rate and & sgberinc rerxpinder that +the purcoss cI the
emercency plan wz& to cut inflatiorn.

The inflzticn rate fcr Adugust &roppes tec 3.%%. Foreign currency reserves
whizch remained at the $2 rillion level throucgh Adugust, rose to $Z2.423 killicxn
after Sespit. 12, when the United States transferred $75C million ef the §iI.E
billipon in suprlemental FYBZ assistance. fegriv rerorted on Sert. 1c thet
the Finance Ministry used about $200 milliorn te ray cutstanding debzwe, placed
scme in the foreign reserve account, and accoréinc to "covernment sources,”
invested the remainder of the $750 million teo earn interest. ¥Yzariv said the
Finance ¥inistry was undecided on what tc cdo with the remaining supplementzal
gssgistance and with the $1.2 billion FYEE U.S. zssistance Adue in October.
The trzde deficit cdropped by 27% for the first eight menthe cf 188E ccocmpared
=0 1%g24 (impcrts of $5.Z32 billion against exports of $2.778 rillicrn) and
Finance ¥inister Moda rrecicted thet the tracde deficit woulé Dbe reduced Dby
5800 milliion for the yeazr. Prime Xinaster Peres tcld anh interviewer on Sep:t.
£, thzt the GNP wouldéd grow at & rate cf % for the year, a significant
ncrease given the zero growth of last yezar. The Jerusalem Post reported cn
Ssot. 7 that 286,400 Israelis traveled abroad from Sanuary through July 1SES,
ccmpared to 381,000 for the same perigcéd last yYear, & sign that the travel tax
W&s WwWorking.

But, against the good news, other reports showed the Israeli recovery
still haé problems. E Finance Ministry report released in mid-Sert. saicd
unemployment reached 8%, or 115,000 wage earners out of worx; the report cane
cut the same day the first 2,000 government worker dismissal neotices were

celivered. The number of people below the poverty line increased by 25% over
the past year. Anrd, the Finance Ministry wa&s remindec that the bank shares
held from the 1983 crash courlé be redeemed in COctober 18g535, at & po ntial
cost to the governament of $577 million. Modai tolé the Knesset on ch. 1t
that real wages had decreased to 1980 levels, and should stay down through
the next fiscal year.' On Oct. 30, 1883, the United States gave Israel 1.2

pillion in economic assistance grants for FYB86, which raised Isrzel's fcreign
exchange reserves to about $3Z.2 billion.

The July cabinet decisions began toc have an effect on inflation. The
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September rate was 3%, October rate was 4.7%, anc the November rzte was 0.
for the month, and the Finance Minisiry announced that the price freeze wo
be extendedé until the end cof the Isrzeli fiscal vyear, Apr 1, l1cge.
mid-December, Finance Minister MKecéai announced hic "nominal P steps
hoped tc implement to ensure economic stabilit y ol duri
1Se5, except fcr a cutsy
enc the Bank of Isr to
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es connected tc the Dbudgcec, reopenec the
b r Fi scme cabinec ministers W
& use the U.SE. aid that is
. Lzvi opponents assumed t
1 €6, waulé be available for
even if the Lavi program ended. Lzvi proponents weantecd
inue the gram, first becauvse in their judgement Israel neededc the
€ second because they were not certain that the United States wourlc
w the $3200 million for Israeli defense expenditures other than the Lavi.
e debate was resoclved by Defense Minister Rabin who saidé that the Lavi
ogram would continue.

m

~
~

oW
™ W1 ot
o

T
Q

-3

o

a
ot

of
th b
o
ot oty
th ot

= Bs N
o
a9 0 ot
0

1 -
o= B o )
m o Q=

(=D

H
M H OO

ct o
> 11

n
i
h

‘d
-0 s
(AW A

m

ot

[
»
Y m oM
% 1oty ot o
|t
f
m
La}
(oY)
m rt
(511
[0}
e

tvm

M

‘g o+ g ot
L5 I~ I S S O B
R

Je
(t
[
]
m
[N
]
]

o]
1
=]
[}

U0
m QO
U
o]

-~

O

The second issue revolved around Prime Minister Perecs’ plan to form
cabinet ccmmittee to administer a fund for economic growth. Peres,
Frnance Minister Modai, would administer the fund. Modsi andé others oD
the Peres proposal because, in their view, the economy was not sufficien
stable to support an econecnmic grocwth plan. The argumernt over the growth
was more than econom:-cC: some observers said Peres was trying tc use
growth fund teo support Histadru: industries, such as the financially
construction company Solel Boneh, in order to gain favoer amonag the
members for an election bid Dbefore the planned change ' tc the Likucé-
government in September 1586. Peres suppcrters claimed that Likud orposecd
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his economic growth plan because Likué wanteé to veit until after the
Sertember change-over in order to claim the credit for themselves. Zlsc,
Modai wantez tc use governament funads, about $500 million, cr the

economically derressec "development towns," Likud peliticzl szronghcoclds, &nc

Peres claimed he would raise the £300 million for the econcmic growth funcd
from U.S8. investors anc the U.S. &id program. The debate over whether c©r nct
to have an economic growith fund, who woulié finence it, &nc the targecs for
“he funds became acrimonicus anc¢ s2nt the twe s£idecs, Labor anc Likug, intc
lzte-night negeociiating sescsions. Procgress cn the tucget waited icr c
resolution of the economic groweh glan. The budget bazttle was resclved on
¥azrch 31, when the two sides egreed to & comrpremise: Likud'ts leaner bucges
in exchange for & $45C millicn fundéd to bazil out Solel Boneh ané other sick
industries. The budget for 1985/1887 was $20 rillien, about §32 Lbillioen less
than budgetes fc¢r the previous two ye&ars. On 2»r. £, 1898¢, Finance Minister
¥odal accused Prime Minister Perec c©of using the budoget to fzveor laber-relsted
industries. Peres demanded Moccdai's resignaticn because he had viclzted the
cozlition asgreement not to criticize carinet members. Otn 2apor. iz, 1QEE,
afrver a2 wesk c¢f negotiations, threzts to btring Adown the gcvernment, &ncd mecre
accusations, Likucd agreed to switch Justice ¥inister Nismo znd Finence
¥inister M¥oda:i.
The Eccnomic Etewe -- & Sceoreczardé

2Aftcer rninetecsn months in cifice, the naticnza? unity goverzZment's eccnomic
perfcocrmance received mixef reaviews. G the pcsitive cice, the govVErnment
evcproved scome budoget cuts ané rromised to make further cuts. The Zapcrt bacm
ané ipsort taxes reduced the belance cs Cavaencs Geficizt. The "peckace
gezlg™ znd the emergency mezsures were NeCecssary firsz ETEDS toward
Cismantlinc the index. On the necative sicde, government has waffles In
implementing the sc-called steps. At Dbest only 1t% of the buécet cute
zpproeved have besn implemented, ang those Ccuts meVyY heve besn negated Dby the
ruédogest supplemental. Czbkinet infightincg ccncocinues, and special interesc
Grouos maintzain their influence. 211 0f the special taxes intended To recucse
Durchasing power have not pecssed the Knessezt. The impeorc oan wzE grepoed
gezrlyv a2n¢ may have been toco svmbeclic, affecting eonly & small segment cs the
relazncse of payments problex. After & ggcecé start  the "packace dezis"
ccllapsed with prices rising higher than the agreements allowed. Strikegs &and
wWoIkx slcocw-£downs continue. Foreign eXxchange reserves were xept above $2
r:ZZicn only by D.S. aic. israel's eccneomic future wiil depené uporn the
covernmentt's arility to handle growing unemploymenc, to institute ryee/g7
ruigceT cuts, t0 carvitalize on the wage-price freeze tec end the indsXx, &and to
rectify +the balance ci trade.

U.S. BAID TO ISRREL FY¥B6

(See Issue Brief 85066, U.S. Assistance to Israel.) The United States and
Israel agree that Israel will have tc save itself through economic reforms
ance that U.S. a2aiéd might help in implementing those reforms. An Israeli-U.E&.
econcsmic adviscry commission began meeiting in  early November 1884, and
con<inues to meet to discuss aid and econoric reforms.

The Israeli Request

In what may be described aAs the fifth preliminary step toward eccncnic
reccvery, Israel reguested assistance from the United Scates. he Israseli



Cke-1

tn

IBE413E

[y
3]
w}
sl

TE-04/26/8¢€

request, presentec in December 1984, had three significant aspects. Firsc,
Israel asked for an additional $800 million economic grant for the current
year, U.S. FYEE, to raise economic aié& to §$2 killizsn and total azié for FYES
tc $3.4 billion. The $BCO million supplementzl z2id azppeareé o be the "bail
cut fundéd™ sought by Isrzel as revorteé in the rress gince Auguszt 1S84.
Second, Israel asked for significant increassc in beith militazry andé eccneocrmic
assiscence for FYBE; §$1.€E rkiliicon in econcomic (FYEE was £1.2 billicn) ancé
€2.2 killion in military (FYE€5 was S1.4 riilicn), for & +tcitel fcr FYEE of
$4.05 killion. Third, Israel! azsked that the FTYEZ surppiemenial &né +the TFTYEE
eid be &1l grant, that the T¥86 &aid be mede evzilarXle tc lsrael in the firs<
cuzrter of FYEg (Oct.-Dec., 1EE5), and thet $25C millicn ©f the military &zid
be made available in Israel for developmsnt c©f the Lavi aircrafc.

The U.E. RAdministraticn Reoguest to Concgcress

The 2déministreticn rtudget reguest presentec€ to Concress con Feb. 2, 1Ge5,
included & request for $1.€ billion in military grents fcr FYEE for Isrzel.
The Administration subnmitted & secondéd recilest on Kay 1, fcor §$1.2 hillion in
economic grants anéd a §$1.5 billion FYEE suprlemental economic grant.
Ccngressicnal Acticon F.L. BE-E3, signeZ ¢n Aug. E, iscxs, inzcliuded §_.Et
riilign supplemental £fcr FYEE, and §1.2 billicon ESTF grante and S$1.g Ekiilion
F¥S grsacts Zor FYES =nd FYET for Israel. P.L. cS-8¢E, cicned cn ARuc. 15,
1£E3, zporoprizted $1.F5 rkillion supplemental &id for Isrzel fcor TYEE, Israel
received §$750 million on Seyt. 12, 1G85, anc WwWill receive the cither §7:20
millicn in 1GE8&.

Cn May 22, the Eouse Acprepriziticn Committee repcrteé ELR. 2577 (E.Rert.
§c-142), a supplemental FYS5 appropriation thet included $1.% billien for
Isrzel. The House passed H.R. 2577 cn June 12 by & vote eof 272 to 1Es6. The
Senate passed E.R. 2E77 con June 2C by vcice vorte. The Eocuse agreed tec the
ccnference report (E.Rept. 89%-Z32€) on Juliyv 21 by & vote of 320-108, &and the
Senate agreed to the confesrence on Eug. 1 v vecice vcte. The President
sicned the bill cn Eug. 1, 1S8ES, F.L. EG2-BE. Israel recsivsecd §7EBE0 miliicrm
cf <he S1.E biliion supplemental cn Sect. 12, 1GEZ.

The Eouse Avpropriaztions Committee approved E.R. 3228 (E.Rept. ©8-252) orn
Lug. 1, 12E:Z, which included §$.2.8 billion in FEE grants and $1.2 DPpillion in
ZET grents fcr Israel.

The Senate Aprropriztions Committee reported S§S. 1816 an 0Oct. 31, 19ES
{S.Rest. ©8-1£7) which included £1.2 Y%illion in ESF grants, $1.8 billion 4in
T¥S grants, anéd §332 million in debt reduction. If it hadéd passed, the S$E32
million wculd have reimbursed the Federal Financine Bank for the difference
Detween the 11% interest and 5% interest owed Dby Israel tec the U.S. for past

loans. The measure would, in effecc, "huy down® the interest rate and
relieve Israel c¢f repayving §E532 million owed to the U.S

'

The ccntinuing rescluticon for FYEB6, signed by the President on Dec. 18,
19g35 (2.L. ©2-21290), approrriated $1.2 billion in ESF andé $1.8 billion in F¥s
for Israel for FYEG. (It should be noted that the $1.2 billion ESF grant hacd
already been pai2 to Israel on Oct. 30, 1985.) 0 +the $1.8 Dbillion F¥sS
grants, $150 millicn is for Lavi research and development in the nited
States and $300 million is for Lavi and other procurement in Israe.l. The
Gramm-Rudman-Hollings law reduced Israel's FYB6 aid to $1.148 Pk:illicn ESF and

$1.723 billion FMS.
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Early in December 18EE, Israeli and Uu.s. governmsant cificiesls began
discussing aid for Israel for FYB87 based on &an Isreseli recuest submitctesd ¢
the United States. In their presentation, the Igrazelis stetced that thev
needed §1.2% billion in econcmic assistance andé §2.205 in military &ssistance
to meet financing recguirements for FYE7, piluvs an additicnral $98 millicno to
mest a FYEE6 militery financing shortfall. Isrzel recuested that the §1.3
rillion ESF be & crant &né that it be disburseé¢ +o Israel in the firs:
cuarter of the U.S. 1887 fiscal vear (Dct.-Dec. 1S5EE). Isreel also recguested
that the $2.4 billicn FME be a grant andéd that $300 millicn c¢f the total be
transferreéd to Israel fcor procuremsnt for the Levi aircraft andéd cther lIsreeli
rrocurement neecds.

Rzcording to precses acceounts, lsraeli zné U.E. cfficials ragreed” cduring
the December 1EEEZ é&iscuscsiecons thaet Isrzel's aid for TY¥g7 ghoulad Dbe $1.2
EZliipon in ESF grants anéd $1.8 billicn in F¥S grants.

COKCGRIZIESESIONAL CONESIDERZTIONS AND OPTIONS
1. Shorlc the Uniteéd Staztes set ecconcomic concéiticneg cn eid to lIerzel?

The Unitec Stetetc might ccnditicon azsgistance con lsraeseii acti
wage-Trice index, reduce the stzncaerd e¢f living, impleament
r=fcrm income tax celliection, statilize the curreacy, or other
economic reforms. One suggesticn &lonc these lines has
gTvprocach,™ based on the modsl ©f the Internstional Monetrary Funé rec
refcrms for & nation angd providinc capitel in installments as
refcrms are implemented ("performznce beiore a127). Theer
¥Tnrited Staztes and israel wculé agree on a lcng-tTerm eccnemic vl
2 U.S. conzrirbuticn, &né the U.S. assicstance to Isrzel wculd be
752 S5ters were implemented.

Critices cf the TIKF approach” say the Unitecd tates should provide
eselztaence &ncé elliow Israel to impiement its own reforms withocut v.S.
zressure ("aic before perficrmance®). Other critics say the United States
wlll2 teke cover the Israzeli eccnomy. But, supperters of economic conditions
gey that the levels ¢f U.S. aidé combined with the fragility ct the Israeli
gcovernment &nd ics Capvacity to menage the econony dictate that the United
States receive spome assurances of substantial economic progress befcre giving
Israel more aicd. Aprarently, the U.S. Administration adopted a "performance
before aid" approach as evidenced by the delay in presenting the reguest for
FYEES supplemental and FYB86 economic aic to Congress. The Congress apparently
took the oppeosite approach, providing aié to Israel without conditions.

2. Couvld U.S. assistance take another form?

Israel owes the United States about $1 billion per year for the nex: fcur
vears (1985-198B8) as vayments on Israel's $10 billion debt to the United
Etztes. (See table IV.) There have been various suggcestions con wayvse T2
relieve Israel of thcse payments: reschedule the debt payments Te alicw
sma’ler annual payments spread out over & longer time span; waive cr cancel
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payments for certain years; postpone payments until & later date; cancel all
or part of the debt; or provide 1Israel with the money tc make the payments.
(Section 534 of F.L. 98-473, the Con+tinuing Resolution for F¥Y85, states that
it is the U.S. "policy and intention®™ that ESF aid shall not be less than the

amount Israel owes the United tates.) Scome Israeli Finence Ministry
cZficials cppose any waivers cr dept rescheduling because it wculd have &0
gdverse affect on Israeli crecit. Skeptice peint out that weilving debu
peyments will relszss Isresel from & temporary burden but will net help Isrzael
resclve its leng-term economic problems. 2 lsc, Congress will have te
ET-prepriate an amount ecuel to the cancelleé debt toc Dbalznce the DoOOks
because &t lezst scme of the loans were cifi-Lbudgex.

On Bpr. 4, 19€5, Senator Daniel Inouyve announced that he wourle introducs
an amendment to an apprepriztion act tc "puyv down?" the Isrzeli debt by
reducing the interest rate frem 11% to 5%. Tnhe rropoesal would cost abou:
$32.8% billion. The Senate Approprieticns Eil2l for foreign assistances {s.
1816, reported on Oct. 31, 18&5) included §:z32 milliecn to "buy down" Isrzel's
@zot-Tercayvment for FYES, but the bill was not consideresd, and zid to Isre=sl
was provided through a continuing resolution.



TABLE I IB 84138 Revised Jan 1986
larael: Selected Economic Indicators

Caleudar ‘Years Forecast
. » 1978 1979 1980 1981 1982 1983 1984 1985
GHP Real Growth Rate
X per year 5.2 4.9 2.3 4.6 0 0.9 0.9 2.0
Balance of Paywments '
deficit, billion § ~-3.349 ~3.883 -3.927 =4 .430 -4.747 -5.106 -4,755 -4.315
Foreign Exchange Reserve 1/
billion $ 2.678 3.120 3.394 3.542 3.836 3.694 3.098 3.190
ludustrial Production
X increase/decrease (=-) 5.7 4.9 ~3.9 6.3 0.3 2.7 4.2 4.0
Worker Productivity
% increase/decrease (-) 1.0 0.8 1.3 2.5 ~-1.6 1.8 -1.5 4.0
Unemployment Rate % 3.6 2.9 4.8 5.1 5.0 4.5 5.9 8.0
Labor force (million workers) 1.252 1.286 1.340 1.367 1.379 1.402 1.444 1.477
Average Wage Index
Z per year increase N, A, N.A. 126.6 137.1 116.6 142.7 ~0.8 ~6.5
Consumer Price Index 2/
% increase 51 78 133 102 132 191 445 183
Wholesale Price Index
Z per year increase 53.2 79.0 135.1 122.8 125.7 144.4 396.5 ?
3/
Honey Supply, bil. aslkls. 2.7 3.5 7.0 12.5 26.4 57.6 256.6 ) T
Exchange Rate, shekela 3/ 4/
per dollar, end of year 1.90 . 3.54 7.55 15.60 33.65 107.70 . 627.86 1500.00

Reserves had fallen below $2 bil, in September 1985, before transfer of $750 million in supplemental FY85 U.S. aid.

1/

7/ Preliminary figure for calendar year 1985,
7/ In March 1980, Israel changed from pounds to shekels at a rate of 10 pounds per 1 shekel. Figures for 1978
T and 1979 have been converted to shckels for convepience. On 4 Sept. 1985, lsrael introduced the “new'" shekel,
dropping 3 zeros from the old shekel. VFigures cited here in old shekels.

4/ Exchange rate fixed by cabinet, 1 July 1985.

wrees; U,S. Department of Commerce. International Trade Administration. Foreign Economic Trends and their
implications for the United States, Israel. lssued annually. 1978-1985,

Israel. Ministry of Finance. lsraecl's Need for U.S. Aid for Fiscal year 1986. Dec. 1984,

Israel, Ceutral Bureau of Statistica. Staristical Abstract of lsrael, 1982, Jecrusalem, 1982.



ISRABL L FOREIGN DEBT AND DEBT SERVICING
(Billions of bollars)

TABLE LV

I8 84138
Revised Jan. 1986

Forecast
1981 1982 1983 1984 1945 1986 1987 1988 1989
N ) Estimates N
Total Foreign Debt lj 18:230 20.920 22.784 23.391 23.440 23.385 23,145 22,905 22.535
of which;
Short Term 2.390 3.210 1.6485 3.498 3.450 3.350 3.250 3.250 3.250
of total:
Amount owed to
U.S5. Government N.A, 8.287 9,225 9.997 10.140 10.505 10.390 10.185 9,890
Total Annual
Debt Service 3.325 3.670 3.454 3.903 4.105 4.065 4,120 4,080 4.225
of which:
Owed to U.S.
Government N.A. .908 .927 1.025 1.065 1.100 1.175 1.215 1.300

.

1/ According to U.S.A.I.D., Bureau of Near East, Economic Report on Israel, dated April 1984, Israel's foreign debt

was broken down as follows:

Private (includes Israel overseas bank liabilities)
Public (Israel Government)

Total Foreign Debt

Sources: Israel. Miniastry of Finance.
p. 76-77 (data for years 1980-1982).

Israel's need for U,S. nid for fiscal year 1987. Jerusalem, December 1985, p. 58-59 (data

for years 1983-1989).

t

1980

§5.8

10.7

$16.5

18.2

20.9

Iscael's need for U.S5. aid for fiscal year 1985. Jerusalem, December 1983.



IABLE vV LB 84130
ISRAEL'S CAPLTAL 1IMPORTS Revised Jan. 1986
(bitlion dollars)
(calendar years)

) ’ ~ ot imate -—--*~—------;--Projecfég ~~~~~~~~~~~
1981 1982 1983 1984 1985 1986 1987 1988, 1989
Unilateral Traansfers 1.514 1.362 1,244 1.072 1.040 1.030 1.030 1.030 1.030
1/
Gross Foreign Investmeut  .096 .159 839 024 030 .050 .060 .060 .080
lsrael Bonds .518 .557 491 407 .500 .500 . 500 +500 .500
Mediwn/Long Term Loans .728 .643 1.031 .852 . 540 . 540 .640 660 .690
2/ 2/ 2/ ' '
U.S8. Aid 2.533 2.329 2.651 3.169 3.915 4,770
stal Gross Capital Imports 5.389 57050 57356 5.5%% §.025 §.890

less Medium/Long term debt

maturities and
investment -1.310 -1.190 ~1.228 -1.113 ~1.320 ~1.480 -1.510 -1.485 -1.640 -

repatriation

ct Capital Imports 4.079 3.850 5.028 4.411 4.705 5.410

/ Includes some $800 million transfered by lsraeli commercial banks from their overseas branches to Israel to support
bank shares during the stock market crash of October 1983,

'/ U.S. aid, as defined by Israel, includes supplemental assistance, unutilized aid from previous years,
and Israeli assistance "needs,” not U.S. actual obligations.

‘ources: Iasrael. Ministry of Finance. Israel's need for U.S. aid for fiscal year 1985. Jerusalem, December 1983.
p. 75. (data for 1981 and 1982).

. Israel's need for U.S. aid for fiscal year 1986, Jerusalem, December 1984, p. 74 (data for

year 1983).

! . lsrael's need for U.,S. aid for fiscal year 1987, Jerusalem, December 1985, p. 57 (data for years

1984-1989).
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SUPPLEMENTAL CLIPS: FRIDAY, 12 DECEMBER 1986
12 DECEMBER 1986 Pg.1

Jepends on No-Questions-Asked Arms Sales

Wasinngton Post Foreign Service

JERUSALEM, Dec. 11—When
the Carter administration cut off
military aid to the rightist regime of
Guatemala because it refused to
accept human rights requirements,
Israel was one of several countries
that filled the gap. Today Guate-
malan troops wear Israeli uniforms,
tote Israeli automatic rifles and con-
duct counterinsurgency operations
learned from Israeli instructors.

When the contra rebels in Nic-
aragua faced a congressionally man-
dated cutoff of U.S. aid, Israel was
one of the countries the CIA turned
to. Private Israeli arms mer-
chants——one of whom was later in-
volved in the secret White House
arms sales to Iran—sold the con-
tras light arms funneled through
Honduras at around the same time
that Washington sources have said
Israel’'s government supplied sev-
eral million dollars in aid at the be-
hest of CIA Director William J.
Casey.

When the United Nations ratified

a mandatory arms embargo against

South Africa in 1977, lsrael was

one of the states that quietly defied

the ban by maintaining its own pipe-
line of military equipment to the
white minority government there,
according to informed sources here
and in South Africa. Last July,

South Africa unveiled a new jet

fighter bearing an uncanny resem-

blance to the Israeli Kfir, and an

Israeli Cabinet minister privately

has confirmed that key parts of the

plane are indeed the same, .

While Israel publicly has denied
involvement in each of the above
cases, senior officials privately con-
cede that such deals take place,

The justifications they offer in-
clude the need to support friendly
regimes in an international climate
hostile to Israel; the need to honor
requests and aid the interests of the

United States, lsrael’s chief ally,

and the role arms sales can play in

providing a form of life insurance
for small, vulnerable Jewish com-
munities in Third World states,

But another factor invariably has
come to dominate Israel’s decisions

about where and to whom it should
sell arms: the economic imperative.

Israel’s drive to develop one of
the world’s most sophisticated and
competitive arms industries com-
pelled it to become a weapons ex-
porter in order to help foot the bill.
And its drive to maintain and con-
stantly improve that industry at a
time of economic hardship has
pressed the Jewish state to search
for new customers and, at times,
seek opportunities and take risks
that larger and wealthier arms ex-
porters might avoid. .

We're not doing anything differ-
ent than a dozen other countries |
could name,” said a senior Israeli
official who asked ot to be identi-
fied.

“We just get a lot more scrutiny
than the others, The fact is that
there's a highly competitive arms
market and either you sell what you
can and not ask too many questions
about where it's ail going or you
lose out.”

Such sales have helped give Is-
rael “global reach” far beyond what
a postage stamp-sized nation of 4
million could otherwise expect to
wield, says Prof. Aaron Klieman, a
Tel Aviv Universitv political scien-
tist and expert on arms sales. “Con-
ventional arms have been converted
by Israel into unconventional diplo-
macy,” he wrote in a recent study.

But critics contendl Israel’s reli-
ance on its defense industry has
given arms dealers too much power
over government policy and tar-
nished the country's image,

“The needs of the arms manufac-
turing establishment dictate much
of Israel’s foreign policy,” said Yossi
Sarid, a left-wing Knesset deputy
who sits on the parliament’s key
foreign affairs and defense commit-
tee. He called this phenomeion “un-
fortunate and very dangerous.”

The controversy over Israel's
role in brokering the arms-for-hos-
tages exchange between the United
States and Iran—and the disclo-
sures, still denied by officials here,
that Israel sold millions of dollars in
weapons and spare parts to the
Khomeini regime long before the
exchange began in 1985—has fo-
cused unusual public attention on a
vast part of Israeli society that gen-

C

erally has remained hidden from
view. [t has exposed a shadowy
world of middiemen that the gov-
ernment can use to obscure its role
in arms dealings it prefers to con-
ceal.

It has also exposed the cold prag-
matism that is at the core of Israel's
arms sales policy.

“If an Iranian regime is friendly,
we let them have arms to celebrate
the friendship,” says senior states-
man Abba Eban, chairman of the
Knesset foreign affairs and defense
committee and a subdued but per-
sistent critic of Israel's role in the
Iran affair. “But if it is hostile, we _
let them have arms to mitigate the
hostility. We end up in a situation
where the seiling of arms is the only

. constant.”

Officials here like to emphasize
that, compared with the world's
arms giants, Israel is a small fish. It
is ranked by experts between Sth
and 15th worldwide, depending on
the source.

“When it comes to arms sales,
you won't find Israel near the top of
any list,” said former defense min-
ister Moshe Arens in an interview
before the Iran affair became pub-
fic. - :

But a more revealing figure to
some analysts is that Israel's esti-
mated $1.2 billion in annual arms
sales and security services. now
amounts to nearly one-fourth of its
total industrial exports. The coun-
try’s defense industry employs be-
tween 140,000 and 200,000 people
to make and sell arms—roughly 10
percent of the country’s work force,

In its early days, Israel's defense
industry manufactured light arms
and refitted other nations' aircraft
and tanks. But these days Israel is
identified more with “big ticket’
items such as high-performance
aircraft and tanks, missile systems,
radar and small naval craft—all of it
battle-tested in Arab-Israeli wars.

Lately it has also moved into the
business of terrorism control, An
e timated 30 private ilitary con-
sulting agencies have sprung up in .
recent years, manned by former
career military officers. The offi-
cers retain their commissions while

CONTINUED NEXT PAGE



ARMS SALES...CONT.

O TEserve status and oiler services
ranging from setting up security
systems for hotel chains and sup-
plying bodyguards to VIPs to train-
ing police or antiterror units in
Third World nations.

Recent incidents have caused
embarrassment to the government,
including charges in New York that
a retired Israeli general was in-
volved in an illegal scheme to ped-
dle $2.5 billion worth of warplanes
and other military hardware to Iran.
Such incidents led Defense Minister
Yitzhak Rabin earlier this year to
issue a new set of regulations tight-
ening restrictions on foreign arms
deals.

Nonetheless, industry sources
say the pressure to'sell abroad has
actually increased due to extensive
cuts in [srael’s defense budget at a
time when the nation is seeking to
cure its chronic economic ills
through fiscal austerity. One
smaller producer of jet engines, Bet
‘Shemesh, is already in receivership
and several other defense compa-
nies are said to be tottering on the
brink.

To make those foreign sales,
companies rely upon extensive net-
works of contact men and go-
betweens. Among those middiemen
are estimated to be between 700
and 800 former career military of-
ficers whose training and work ex-
perience qualifies them for little
else. These are the kind of men that
the government itself turned to
when seeking to forge the Iran con-
nection, and they have been active
for many years in areas such as
Central and Latin America and Af-
rica.

The Israeli connection in Nica-
ragua dates back nearly 40 years,
to the time when the late Ni-
caraguan president Anastasio So-
moza Garcia provided diplomatic
cover for arms smuggling to the
Jewish underground in Palestine
and a U.N. vote in favor of the cre-
ation of the Jewish state,

Israel maintained arms shipments
to the regime of Somoza’s belea-
guered son and heir, Anastasio So-
moza Debayle, long after the Unit-
ed States and many other western
nations had ceased. Indeed, a
strong warning from the Carter
administration compelied Jerusaiem
to order back to port two shiploads
of arms on their way to Somoza in
1979, an event that the deposed
dictator later cited as one of the

-

reasons he finally fled the country.
Israel has repeatedly denied any
involvement with the contra rebels,
aithough Prime Minister Yitzhak
Shamir has frequently criticized

Nicaragua’s Sandista regime for its

support of the Palestine Liberation
Organization, Defense Minister
Rabin told the Israeli Knesset last
week in a carefullv worded state-
merit that Israel “does not maintain
contacts or ties with the rebels in
Nicaragua. Nor does it supply arms
from here to them. Israel did not
grant permission to any Israeli to
assist, supply know-how or sell
weapons from Israel to the rebels in
Nicaragua.”

But informed sources here con-
tend Israeli shipments to the con-
tras may date back as far as 1982,
when the rebels began using large
quantities of Soviet-made AK47
automatic rifles said to have been
captured by the Israelis in Lebanon.
Later shipments reportedly took
place in 1984, after a congressional
cutoff of aid to the rebels.

The weapons—Soviet-made
rocket-propelied grenade launchers
and grenades, assault rifles and am-
munition—were shipped to the
Honduran Army, according to end-
user certificates signedghy Hondu-
ran military officials, copies of
which were obtained and published
last year by the Hebrew language
newspaper Maariv. The newspaper
cited interviews, with unnamed
arms dealers as saying the weapons
ultimately ended up with the con-
tras. One tip-off was that the Hon-
duran Army is not known to use the
RPG7 grenade launcher, but the
contras are,

The newspaper account, some of
which has been confirmed by knowi-
edgeable sources here, names three
Israeli middlemen as invoived in the
contra dealings; Yaacov Nimrodi,
Pesah Ben Or and David Marcos
Katz.

Nimrodi, a London-based arms
dealer who was former military at-
tache at the Israeli Embassy in Iran
in the days of the shah, also piayed
a key role in setting up the secret
exchange between Washington and
Tehran. He reportedly handled
shipments of arms to the contras
purchased with- Israeli funds sup-
plied at CIA director Casey's behest
in 1984. He has refused to com-
ment on his role.

Ben Or, a former lsraeli para-
trooper who divides his time be-

<

tween Guatemala and Miami, ar-
ranged the three shipments that
were delivered to the contras via
the Honduran Army, according to
Maariv. He could not be reached for
comment. .

Katz, who lives in Mexico City
and reportedly specializes in sales
of jet fighters, artillery and radar,
helped broker another deal with the
contras in 1985, according to an
unnamed business associate inter-
viewed recently by the Miami Her-
ald. He couid not be reached either.
_ Official sources here have denied
i that either Ben Or or Katz operate
with Israeli government sanction.
But both men appear to have acted
in semiofficial capacities in previous
_arms dealings.
¢ Ben Or was a key figure in sup-
plying Israeli arms and military
communications equipment to Gua-
temala after the Carter administra-

[ tion’s cutoff in the late 1970s.

P

Among the equipment he report-

. edly helped supply were spare parts

for Guatemala’s U.S.-made helicop-
ter fleet, a key part of the regine’s

. war against leftist guerrillas.

. other

Israel contends’its arms sales to
Guatemala were insignificant. But
they were important enough for
two senior members of the ruling
junta to publicly thank Israel for its
support in the early 1980s.

“We went on rather too long sell-
ing to Guatemala at a time when
western  countries  had
stopped,” says Abba Eban. “There
has to be a point when you decide:
it’s time to turn off the tap.”

As for Katz, the Hebrew press
reported that he accompanied then
defense minister Ariel Sharon on a
much-publicized tour of Central
America in 1982, Sharon at the
time denied making any arms deals
during the tour, but soon afterward
Katz was reported to have signed
several deals with the Hondurans.

In the case of South Africa, Is-
raeli policymakers such as Foreign
Minister Shimon Peres publicly
have condemned the apartheid sys-
tem and insisted that Israel has no
military links with Pretoria. At the
same time, however, informed an-
alysts contend that military sales to
South Africa in defiance of the U.N,
arms embargo consistently top $50
million per year—roughly 5 per-
cent of Israel’s total arms exports.
Even that figure may be an under-

CONTINUED NEXT PAGE






{1

GOVRENMENT L

L
=
=
!
=
o]

4

L
o
p—
=
i
=
=
L
o
>
L

3

ACTIVITY (

AL

0C

9867

1

e

o

r\...aﬂ/l.ﬂuubr,hr

D

S
.

R
RraN
"l

i

R
SSRGS

=

98b

4 b 7 & 9 19 11 12

3

2

L

2

9 1@ 11121

5 6.7 8

4

& 7 8 931011121

REDIT LENDING

-
-

I NET

INTEREST PAYMENTS Al

C

NOT IN
Iv FIBST Q. 14985 PRIcES



e amd

——e
- -
o

T T 0

NT CHAaMNGE

OF LIVING INNDE> - 1985 —1 ¢
AOMNTHLY FPERCEM

X ROUGC W EST/MATE OMLY



500

8 COMSUMER FRICE IMDEX - PERCEMT CHANGE
EACH MOMTH ON SAME MONTH PREVIOUS YEAR

400 p-
fr |
/
jf |
200 - {
200 =

—
]
L
\

e,

1979 1980 1981 1982 1983 1984 1985 19 8%

\



NIUMER FFICF INDEX - PERLENT CHhNGL

1979 1 1979 2 1979 I 1979 4 {979 5 1979 &
53 54 41 45 48

1979 10 1979

1 1979 12

P& 102

1980 4 i¥8u

114

31940 &

1979 7 1979 8 1979 ©
- 73 a3 o2

1986 4 1980 7 1980 3
A48 124 120

4 Lilada

134

i 4 £ LxL 4Ty

COLUMN 4

133 43X 1Z2 fES 138 132
TRET A 128 2 ARt B {984 4 98y B 4eaq 2
5 a4 i p irg | 7
AR T 4gRs 0 aRpy o 1L SR SEEE 4 tomy 49
P
121 112 114 149 193 191

1982 2

1982 3

¢m.

104

1982 8

T

104

teg2 ¢

1982 10 1982

11 1982 12

1983 4

4

1983 5

1983 & . .

COLUMN 1

-
[
£
-
Ul
=N

1982 9

1983 11

.
0l
»,
t

1983 12

3
:
126 §33 28 154 175 194
L}
1984 1 1984 2 {1984 3 1984 4 1984 T 1984 4§
208 223 244 2863 293 330
i
s00a 7 404 8 4904 @ 4904 44 ADhna L4 Long 4T
i
boozEa 5 4 ATp HET 48 445
.
foRE D 0OR X 4005 4 $PRE H AFER 4

foam 4

A4 447

198 @

1985 ¢

aAn7

1985 16

1985 91

1)

198% 14

b N v e
1985 77

E 35481
44%

s

COLUMN
384 313

1986 2 1986 3

248

1986 4

192

i984 5

183

1986 &

1984 7

139 17

1986 8 4§98 9

aa

1984 10 1986 11.

7

58

1986 12

-y Elive
T 24 21

17

49

49



1ia_ w— THE DEFLATED DOLLAR

s cmmtebtan, = e . b Ny i G CSATIE ST T TR RSO Tr———— S

THE REEAL DO L &R 1980 -1986 LR TERLY D
DEFLeSTED BY TOT/slL WAaGES
CQVERQGE FISCHsL YEasR 19680=16002




T S TN A AN
X L
= =

S

—h

7

b

ROUGH

&=

-~

CURREMNCY
. AvG., FISCAL

DEFLSTED BYW

FTOTAL

YEAR 1980100

WA GES

DOLL AR

BRSKEET OF

CURREMNCIES

WAGE

ESTIMATE ONLY

]
o
?,
0



THE BaSKET OF
DEFL&ATED BY
(AVERAGE

Ko
c 110 .
s Jf. Ry,
F% _— Whhhﬁff Mh
L 1@ab
- 100
L] —

5%

LAY S
2
=

- —
‘WHE’D ol
-
-

THE IrDUS

CURREMNCIES
TR
FISCaL 2

e [IEF LA TED DOLLAR
DEFLATED BASKET

""""

-
Wem
-
-h.--*-
-~

$.~.’f

Pt T N A EN A N B B
1 A . { L 11 1 J 5! { g 11 1

i i b ] 1 17 7z 4 b H 1@ 17
1965 1986 *

ROUGH ESTIMATE ONLY



& (GUARTERL YD
FPRICE IMNDEX
S@=100)

THE REAsL DOLlL&sAsRE 198 @-198
DEFLATED BY THE IMNDUSTRIAL
CRVvERAGE FISCsL YeEAmR 149

THE DEFLATED DOLLAR

GH ESTIMATE ONLY



REmL GRUOUSS WAaGED

DEFLATED BY

(WeGE BaSE FVERAGE

e BUSINESS SECTOUR
PUBLIC SECTOR

........ - GOVERNMENT \

25
20 _

—
[

1@
A5
AL
]
Ok
o
5

Ir I

=

— =]
5

b Sy

WGH ESTIMRTE ORNLY




119
118
105
13

OUGH ESTIMRATE

FEML L&
DEFLASTED
e GE BeaSE

—— GROSS
Wiz B

PHrLHH,IMG

wmemememee NET

sem ¢ wow r ) e 2 e

BY L r19
- SAVERSGE FISCeL

115" 1( F5

- = GROS Y“wERSLS
(=

P OLER

oMLY

Ced
=
=
ool =
-
Cd
=
]~




N RV

s
)
=

: 1l - 139380 (RUARTERL Y
Do LA E}'-Z.,Hr—‘l\f‘*-JGE RmaTE ‘
- ResGE FISCHAL 19880=19@)

FOUGH

BN
[E )]
LS B
=
I
]
].—.'-k
S
11
I ‘F""-
-3
R
3 e

ESTIMRTE ONLY



FREmlL CRODSS

DEFL&aTED BY

JEGES -

TaiGE BAaskE -

HUARETER
THE Esf—fa—al”ET DF

HH1P~
55 SECTDE

5E£fuﬁ

18

4

Ly 1

CURR
FvVERAGE FISCAaL 19

o w

=D
™
7 =

=
=
iRt

&

-

196a 1931 1962 1963 14984

S0UGH ESTIMATE OMLY

3



REAL br%E}EES :
UEﬁ:LFfrEI] B

R -
PN
'h- N !JM”"{' e )
S [ . . . e
N F L T . 'y
f’_ [” ] .Jln!f': ’ .,h.“.i' b .
»
. o gy " ""h,"‘-

L@“ fﬁwfmm%%
)5
N
5 |
B

GH ESTIMATE

DMLY

)

{oof

—]—

11

1@ 12

i
o

f,




VMo sF

1

TFES

(@

=

M EAHA

§ e T P,
(LA R w O3
<l s 4 4w m
. ~E @ T
“wdi o- : - 0 0
O e e - W e

H

URECH

-
Iyl
B H >
m : m O N o Au
is1 i IR T
= H O R
e it
w Nt o
A g g
m e e
i

= i T i i e 0 0 P
i i . H - 4 4 < s
.m....& [ 23] ; o] ok oy
e i O s i 2 OO e O D
i ! H -
A i H
L3 D~ 0 MR D 3
o i i LI ) = 4 4
iy Ty T O ¥
i =} PR A ¢ Lol Ao ol oy
s i H D
WLy D D i e S 3D
o R e i i e - - R
wd O H
i3
<
=z
=
.
; w.... M\m i 4 o~ o P
; TR SN + A P
& [EA T B H k3 k2 Kages)
=~ = i T ~ N
g x B b B i H e ~— -
R €3 59 | i .
e o
i E fes}
<L i
Sy
Lal e B
; = mu m o Do 1) i I A P G Rl I VI
o 0 o T o TP s a P P
02 e ladbadl! [ R O R o3 SR R e R o =
h et D e e e T m @ B O T " g
- h : - 3
= it B R el R R = el i . o
Ly H

ENT
YEAFR

HE
1
[

)
kS

v

P
Led w{. ..ﬂ i NOOEY MY Y SO Fd HE T AR V]
— i1 o i L A < 4 % v <
Ll z i T rem e 1Y O Y ~G I g
Xl ol 1 [P XL — PR-Gur—
"I.. ! o A M t T [RAE¥s REes B
I i Pom o o Pm D ) e R T Y
i H i M i QG i~ W
<3

W I IE MK

RE&L WAGE LEVELS
DaLLAR

oo
L L3
it 5
e
2 =
— L T N e
<4 s [l Ity I 1]
i St U.Uﬂn BRI
T Tl Y G O
P =P HE R L]
=<1

= g
[N ]

O O & 0

i

s —“— A
Ll = = ) ® 5
ul

s
~
g

;)
kS
749

mon
L N
rEy

O

4

5

1y Fm fom P O

RUSIN
R

2y

P i i B A oF e
Le H 4N r..h f“_ Aa na
b my - T WD
o 1 = 5 NS
= i R M
;
. Y
. ¥

"
: o O + T

1986
O
&

; o RN I NG D
- D WmE @ M mG o

?
f82
E 1983

E‘._

E
E
E

ea I o e -

e

GUARTER =

IAN-MAaR)

o
)

Y
{
5

1

L

Tt
Eaf

IM
Y

D DATH
AWLENDAR

TIMATE
THE C#

ot

3

o
o

=

DEFINED

Ly

{

REIN

RTER



(EAaHAR TFFS At VMAER R4 NASHAM . FAGE 22004

. o i

@i/ 1887
L WAGE LtVtL? OF 1eans
IN DOLLAR T AND CUONSTANT FPRICES
CAVE FISUAL YEAR 1989 =
TP L T

THE RE#

PEQL WaGE

T

b

DOLL
BB
SEC

i

2T PURCHASING
wnum PO

& P47 A Piw.f 4
; RO 187 7 i .
G2T A G 124 g 1210
1 19 101,64 ey
i1 T@7.L? 1i12.9
i3, R P 1
3
1 &
& i : §ud
& i $i4.
& 1 14
& i
3 ‘5}‘ &
G4 4
g 1.4

E 498G o, 8 G P0G, 09.90

€T mh i b (T
Ll € S BN
O

s
-
V)

O

Lrg o2
w
-

:
4
i

L
N

i b e,
s P ™
B NG

B2 . 3 3.
E 1983 &58. 0.4 53. 4

b
o

*
-t
3

.
s
X

¥

E 1984 BT

LI

b e
PR PSP Y
. L e
: RO

N

>

o
(R R A

2 8Tx
y'_‘i
at

[T

£ 1235 0.3 L3 & @ ?ué‘ﬁ
EETY HH'{ S FROM THIE HUN"I H M *
T s 87 - i 4

P

CSTIMATE CFI FO



JAGE 00001

pOLLAR IFFS

21715787
FOREIGHN EXCHANGE ~ U.S. DOLLAR AND RBASKET GF CURRENCIES
DEFLATED ®BY CFI,WFI AND WAGLES
- 69 B0 00 3006 696 95 0046 96 96 9 0 I BB 000 0 O

U.5.% BASKET Hoxo% REZKET W.E% HEaSKET A S CHANGE
DEFLATED DEFLATED DEFLATED DEFLATED DEFLATED DEFLATED DEFLATED R&TE
BY Crl BY CFI BY WFI BY WFI BY WAGES _EBY WAGES BY BASKET OF DOLLAR
W33 I 3 W35 3 A 35 96 B 48 9 3 96 96 5 36 35 3¢ 9 36 2 96 3 3 696 3 34 9% 3 ¥ KK 3E 35 9 3 3 36 9% 96 9% 36 9

ok

1

1154 95,9 168,72 8%.7 778 B84 1 120.5 voEL3
119 90.9 191,46 53 .4 {974 4.3 §21 .4 13,5
1 1.9 194.0 85,7 8.7 12,2 §2.4
i g §61.9 4 94 .7 i 1%
g 5 109,05 g 95, 8 2 é
§ 7 $67 é %3, 4 5 14
§ 2 140 7 112.4 27
i1 0y 1984 K
g §

%
i

-l it

R

& ;
b i .
4 7O Y 1
3 7.2 i
1 : 1
o 1

i
]
i

19806 108.0 i ¥ i -0 133
19219 4.7 1 Y46 88,0 TeTLE 1o
19az 8a.4 28,2 TE.LE 10,4 127
1783 B3.46 H&, 8 FE-P 194,19 173
1784 28.9 .2 P 1183 404
1935 83,1 FEL4 N T14.4 T.3467

TE FROM THIS MOWNTH Op . .



S1aclon

XAINDUS  IFFE af  VH/SFeR4  HASHAM ' . "

01/15/87

WFI AND HOUSING FRICES
(AVE FISCAL YEAR 1980 = 199)
PR X R Rl R R iR U U

HGL

W T o l’i i+

DEFLATED D .
BY CFI BY U.S. % EY RUSTS
SECTOR WAGE

525 96 36 9 B

7 §21.9
o 24,9
& 120.0
5 1373
4 137
3 § 54
7 13!
1:3

e

34

5 44

= i

= 1

5, i §

, : 3
, - $41 J
. §12 !
1942 .

P94, .

i1é.1 Tag.2 i

¥ 112.9 04,0 4

i
H
i
H
1
i

e

-
<
.
=
.
€

E 1980
E {781
£ 982
E
E

*

[N ¥ Mol
o

.
2

a ey

e gy

-
*
B

I
<
e
i3
o
I
1

1 ..r‘x:

fa] = B e

3
e
s ML I

T

[
by
N
)
N
N e
3 B e T
- (ol
~i £
o *

£ 4 ’? e 5 7 ¥ 2

—

b

W%

oot

MATE FROM THIS MONTH



50000 -

REGISTERED UNEMPLOYMEMT AND LABOUR EXCHANGES " l:'\ .
n ’ ' £t
- MORK SEEKERS AT YA
- REQUESTS FOR WORKERS ',-.-..’ RSO ! i “"
40000 - —DAILY AVERAGE OF UMEMPLOYED | Y ]
’ [}
i . . ’J \‘.ln" ’f‘er
ls\ l,.‘;“ Mo L. ’l lnf'
g’ . hd '\\N“ ’-. L
36000 p- N
!

16000 H"’"“‘“"ﬂﬁﬂ\’“/\%_qg_~“w,WXM/\\VfH#/

1982 1983 1924 1985 1985






8

wn

UNEMPLOYED PERSONS A5 PERCENTAGE OF
CIVILIAN LABOUR FORCE

1982

19K3

1785







[ A | IWDUSTRIAL IMDICES
15 ExCL DIAMOWD BRANCH
. ’ BASE : 1983 = 100

R R INDUSTRIAL FRODUCTION
' === MAM-DAYS WORKED
= QOUTPUT FER MAN-DAY

ri‘ij

100 =

1982 1983 148 1985 1986



HOL

i

COLUMN

o

&1

¢

LINE

s
LX

g

-1

.

p

bod

Han-DaY

L
5

PE

e ——

HATHFLUT

)



146
FRIVATE CONSUMPTION - FARTIAL INDICATORS
SEASOMALLY ADJUSTED IMDICES
=== GALES VELUE OF LARGE RETAIL TRADE

(70 b= = IMFORTS OF CONSUMER GOCDS
100 P~

s ,""‘
20

.
66

faw ]
e}
ot
-5
)
e

198z 198 1985 1986



-
-
[
e
-

i
]

*

I

S

e

”

a

D4,

P

BT

i3

$984 4

1

-
bé

119,




- L.D.P AND PRIVATE CONSUMPTION
1986 PRICES, SEASONMALLY ADJUSTED DATA
INDICES, BASE: T 1980 = (00

) - L,0O.R o
140 |~ == PRIVATE COHSUMPTIOH /\

i /

130 [~ \\. *"/
l|‘
"\//\ J
. .f_,r-\. ‘,,.""’.h‘.
- v o f -

—

(]
ey
5

110 —_ oA N
. ’ e J *
~
100
] 'l 1 ] i 1

1980 1981 1982 1983 1984 1935 1986



e

"

LINE 2981 COLUMN 1 . e e e LT T
I [ad f'ii‘ !

LS N o A Rt EN N
PR =
PR H
4
|
M

A
£
Y
s
Pa]
s

.

~3
FE N
LAY
A0
P

—te
3
o

o

e
;

x
L
"
¥
dy
-, ‘"E

L&
wdn

e

3 LA Y E ¥ QA

'

i

St

-



-
i

D T

et

TH

MDD os

- | FOREIGN TRADE EXCLUDING DIAMONDS
00— ' SEASOHALLY ADJUSTED. MOMTHLY AVERAGE

""" THPORTS
; = BARUETS
I : it —TRADE LEFICIT

PR

[ag
Ly ]
L]
i
*

pann
RLLIC

P
emmemna,

‘ ; : ‘\r“ Y
- # LY £ o 7
4 (_'lll;_] = ; 2 P ',,""“ L) \r '

1 A -
VM

1982 19835 1984 1985



LINE 3114 COLUMN 4

FOREIGN

TRALE

LAUDIMG DEAMONDY
MONTHLY AVERAL

907 1 1%B2 D 1987 X3 19ER 4 jywr n

NI IR R SR

ES

TOR% 20 1PR3 R 4P 4 iPES W 1983 &

TerT

LINE 3144

TOoAeRI B 1PRE Y 1vsL {9

= IMPORTES 448 444 A4
394 330 A%
F324 134 284

1PR4 1 R4 2 fYR4 L {784 4 1984 8 1984 4

265

R84 T 1A 8 iRa4 ¢ 1eRd 19 19 91 1984 14

B
Zna

fav f152 g 4t

iR

ivaEs 12

fraa 4 9B 2 1% 3 1YEA 4 J9Es 0 1284 4

RRANEIY
TRADE

1904 7 1984 3 {986 9 1704 10 1986 11 17R4 52
e
444 FA0g: TAR
{3Y§'4 CFSHY o

HOL D ENE

HOL D § e

IHPT



el

JA0

I

00g

00

S
-

TERAEL'S FOREIGN LIABILITIES

-
- T T ]
TG o) g

J.lﬁ\hm.-ﬂ"'“"\n

T e

Y JS L

M.,m’*r:n-;.,.“, p—" - a2 0P s,

1734 1985 1986




Salmbnie s pikpat WA S

-

-
/

LINE

{

T

st

ME

AR A

T
sl b

'.l

o

Sore Reee

raTal LI

-

3 1 i N I’ 4 K - PR
s 4 - 4 & B 5 4 4 2 gk

g

'!
y L 4 ) & cy A
4 03 4 4 1 a x o 4 R
Cf : i * : - £ .

oy

2
2

18y

Ey




400

i
3
(s
<

400

1000

PRIVATE SECTOR TRANMSFERS OF FOREIGH CURREHCY
MILLIOWS OF DOLLARS

13

i

1983

/N

[
L3
e}
3~




4

Ty
R

o

e

Ll

~ii
oy
pexd

g




~J

UNEMPLOYED PERSONS AS PERCENTAGE 0OF
CIVILIAN LABOUR FORCE

| J
",,l

1982 1983 1484

1n55




LINE

LINE

LINE

1932

GO U
89 IeyULTE

FORETGH CURRENCY F
S

AT TH

'éy

1

TrETROTHET

i

>

2881

1902

N

Tooiear 8

i1

2094

§9ax

2909

i TR

2934 2939 2994

(LA S I N

3196

798I

0L UMN

i

AETE

f9R4 4 4984 T {YRY

i

AL

1984

7 ivRa B

2997

19w

PR
aena

1284 14 {984 12

AH0F

—~

FHE

A4

LI B -

2688

1994 A Ab

a3

Fo ol

{285

1984

i

1986 3

3437

3130

1984

Tootwes o

1

Foad

10p4 4

1986 10 1984 11 199

HOLDING

HOLDING

LHFUT



L

g e

L0050 e S B S L

™~
D
D
L)
1

- CURRENT ACCOUNT IN EALANCE OF PAYMENTS
EXCL DEFENSE IMFORTS AMD DEFENMSE AID

1000

T 1000

2080 ° . fazd GOODS AMD SERVICES

TRANSFER PAYMENTS
ECONOMIC AID

cog NET CAPITAL SERVILES

CURREMT ACCOUMT TOTAL

3000 =
1980 - 48] 1982 19835 1974 L agt

193¢

G




.

[eRv—

PilEg

e

o







PAGE 1

MINISTRY OF FINANCE
OFFICE OF THE DEPUTY DIRECTOR GENERAL
FOR ECONOMC AFFAIRS
JANUARY 1987 72,20 72YG.WID

1976 1977 1978 1979 1880 1981 1982 1983 1984 1985

Percentage Increase in Real Terms
A. RESOURCES AND USE OF RESOURCES *

1. TOTAL RESOQURCES AND USES ~0.0 ~0.1 6.5 4.0 ~0.3 5.9 1.8 3.9 0.8 0.9
2. TOTAL DOMESTIC USES -3.9 ~3.3 7.0 b2 “2.3 6.5 3.5 4.5 =-3.7 -1.7
3. GROSS DOMESTIC PRODUCT 1.9 1.6 4.1 4,7 3.5 3.7 0.5 2.3 1.7 2.8
4, G.D.P PER EMPLOYED PERSON 0.6 =0.6 ~1.0 1.8 2.2 2.3 -2.0 «1.0 ~-Ta1 2.9

5. GROSS DOMESTIC PRODUCT OF THE
BUSINESS SECTOR 0.7 0.8 3.9 5.0 4.1 H,.6 -0.7 2.6 1.6 3.8
6. PRIVATE CONSUMPTION 4.8 4.8 8.2 8.0 -2.8 12.0 7.1 8.0 =T.2 -Q.4
7. PER CAPITA PRIVATE CONSUMPTION 2.5 2.5 5.9 5.3 -5,1 10.0 5.0 5.9 ~9.0 2?2
8. PUBLIC CONSUMPTION 9.7 ~13.4 .4 -8.7 9.1 6.0 -T.0 -4 .7 5.9 3.2
of which: civillan 5.5 2.9 5.4 2.1 1.2 1.1 0.1 0.4 0.9 0.2
defense -14.4 ~19.6 9.8 =13.7 4.7 9.7 -11.9 -8.9 10.3 5.9
of which: domestic ~g.2 4.5 0.5 1.8 3.0 2.3 5.2 0.6 =0.9 =3.3
imports -18.0 =34.5 35.6 =31.3 25.8 21.3 =32.2 =3t1.4 3T.5 24.1

9, PUBLIC CONSUMPTION, EXCLUDING
DEFENSE IMPORTS ~i,6 -2,0 -1.4 2.5 3.5 1.3 3.1 2.6 0.8 =1.5
10. GROSS DOMESTIC INVESTMENT , =12.2 ~T.3 2.6 12.0 14,1 ~5.,8 13.8 10.3 «T.6 <=13.4
11. GROSS FIXED DOMESTIC INVESTMENT -10.7 <11.4 5.7 12.1 ~2.8 3.7 4,2 13.9 =12.8 =10.1
of which: housing ~12.6 =21.1 =2.0 14,6 56 1.8 ~3.9 ~5.4 8.4 <13.7

12. GROSS FIXED NON RESIDENTIAL

INVESTMENT -9.6 -5.7 9.5 1.0 ~16.8 5.0 9.4 25.0 =14.7 =8 .5
of which: Industry -4.6 =10.5 15.3 -=3.4 =13.2 -3.8 23.1 18.5 0.2 3.0

Source: Central Bureau of Statistics - and "National Budgeti®
¥ definitions set to U.N standards from 1980 onwards,
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Est,
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

GROSS DOMESTIC PRODUCT
(NIS millions, current
Prices) 10.3 15.0 2i.2 5.7 110.4 259.5 581.6 1,490 7.288 26,745 40,355

NATIONAL INCOME
(NIS. millions, current
prices) 8.2 12.0 18.7 35.3 83.2 207.9 449.2 1,138 5,517 19,360 28,376

PER CAPITA PRIVATE
CONSUMPTION (NIS -
85 prices) 3,311 3,395 3,594 3,786 3,591 3,950 4,148 4,392 3,997 3,909 4,308

RATE OF PRIVATE SAVING
FROM ALL SOURCES 26 28 33 30 33 4.4 28.2 24.7 35.6 27.8 21



B. _POPULATION AND EMPLOYMENT

1. Population (End of Year)
of which:
Jewish Population
2. Gross Immigration
3. Civilian Labour Force %
4., Employed Peraons

5. Unemployed Persons

6. Average Population
{Per cent Increase)

7. Employed Persons
(Per cent Increase)

8. lUnemployment Rate
(Percent)

PAGE 3
Est.
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
Thousands
3,575 3,653 3,738 3.836 3,922 3,978 i,064 4,119 4,200 4,266 4,334
3,020 3,077 3,141 3,218 3,283 3,320 3,373 3,813 3,472 3.522 3,572
20 21 26 37 20 13 14 17 20 11 11
1,169 1,207 1,258 1,277 1,318 1,349 1,367 1,803 1,4k 1,446 1,476
1,127 1,159 1,213 1,241 1,255 1,280 1,298 14339 1:359 1,349 1,371
43 yr iy5 37 64 68 68 63 85 96.8 105.6
2.3 2.3 2.2 2.5 2.4 1.8 2.0 2.0 2.0 1.8 1.6
1.3 2.9 4.6 2.3 Tt 2.0 Tl 3.2 1.5 0.7 1.6
3.6 3.9 3.6 2.9 b8 5.1 5.0 4.5 5.9 6.7 7.2

*  From 1985 onwards Civilian Labour Force Based on 1983 Census and Includes ages 15+.
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Est.
1876 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
(Millions of Y.S. Dollars)
C. BALANCE OF PAYMENTS®* (1
1. TOTAL EXPORTS‘* 4,602 5,685 6,856 8,328 10,109 10,739 10,456 10,318 10,819 11,020 11,935
2. EXPORTS OF GOODSR#* (o 2,278 2,937 3,685 4,270 5,215 5,239 4,907 4,823 5,566 5,998 6,856
of which:
a. Industrial exports
excl. Diamonds 1,252 1,575 1,957 2,539 3,340 3,637 3,510 3,357 4,009 4,31 4,657
b. Diamonds _ 712 1,003 1,318 1,224 1,408 1,067 305 1,001 1,035 1,263 1,666
e¢. Agricultural Exports 325 385 i55 556 556 600 552 504 529 469 558
of Which: Citrus 172 189 203 255 231 2u6 186 163 116 172 174
Other 153 196 253 301 325 353 367 341 413 297 384
3. EXPORTS OF SERVICESk#¥ 1,853 2,199 2,704 3,468 4,188 4,710 4,768 §.634 4,496 4,291 K. 147
of which:
a, Tourism 25 565 685 789 896 971 890 1.010C 1,038 1,103 921
b. Transportation 8ou 930 1,058 1,163 1,381 1,435 1,288 1,225 1,397 1,300 1,298
4, TQOTAL IMPORTS¥* 7,658 8,041 9,943 11,947 13,837 15,006 15,097 15,289 15,587 14,991 16,0U5
5. _IMPORTS OF GOODS*** (3 3,902 4,516 5,383 7,04 7,539 7,523 7,650 8,094 7,771 7,649 8,880
o of which: 0il 685 737 775 1,406 2,116 2,083 1,914 1,607 1,593 1,510 924
5. IMPORTS OF SERVICES*¥# 1,903 2,130 2,636 3,278 4,077 4,657 5,309 5,419 5,744 5,002 5,173
of which:
Capital Services 737 787 1,025 1,414 2,006 2,316 2,Tub 2,682 2,964 2,774 2,579
Tourism 180 240 343 454 526 639 64y 177G T 525 724
¥ Source: Central Bureau of Statisties 1) Exports F.0.B, IMPORTS C.I.F
o Including Administered Areas in Judea Samaria & Gaza Strip. 2) The difference between the total and sum of the various
LAt Excluding administered Areas in Judea Samaria & Gaza Strip. itens contains adjustments, returned exports and other

exports,
3} Excluding direct defense imports.
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C. BALANCE OF PAYMENTS (Continuation)

Est.
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
T. Direct Defense Imports 1,519 1,047 1,565 1,183 1,693 2,205 1,518 1,043 1,463 1,828 1,236
8. Total Imports excl., defence® 6,139 6,994 8,378 10,764 12,144 12,801 13,579 14,247 14,125 13,163 14,809
9. Trade Deficit®* (1) 1,624 1,579 1,698 2,774 2,324 2,284 2,743 3,271 2,205 1,651 2,024
10. Deficit in Services Account¥## 50 -69 -68 =190 -111 -53 541 785 1,2u8 711 1,026
11. TOTAL CURRENT DEFICIT* 3,067 2,367 3,087 3,619 3,728 4,261 4,641 4,971 4,767 3,972 4,110
2. Civilian Deficit® 1,548 1,320 1,522 2,436 2,035 2,056 3,123 3,928 3,304 2,143 2,874
of which:; Capital Services

Deficit 426 416 531 607 953 331 1,087 1,273 1,783 1,879 1,767

Clvilian Deficit excl.

Capital Services 1,122 904 991 1,829 1,082 1.225 2,036 2,656 1,522 264 1,107

13. Surplus in Goods and Services
Account with Administered

Areas, 137 201 109 148 178 169 161 127 147 219 176
a., Imports 334 349 358 uy2 529 621 620 734 610 512 756
b, Exports 471 550 467 590 706 791 781 861 757 731 932
14. Exports as % of Imports* 60 71 69 70 73 72 69 67 69 74 T4
15. Exports as % of Imports#* execl.
Military Imports 75 a1 82 17 &3 B4 77 72 77 84 81
16. Goods and Services Deficit as %
of Total Resourcesg ¥%%# 16 12 14 14 10 12 14 15 11 B 10
hd Including Administered Areas in Judea Samaria and Gaza Strip. (1) Exeluding Direct Defense Imports.

¥% Fyeluding Administered Areas in Judea Samaria and Gaza 3trip,
#E% Caleulation is made in terms of national accounts {(in NIS 1980 prices).
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C. BALANCE OF PAYMENTS (continuation)
Annual Percentage Changes
Est.
978 1979 1980 1981 1982 1983 1984 1985 ) 1986
Real Nom., Real Nom. Real Nom, Real Nom. Real Nom. Real Nom. Real Nom. Real Nom. Real
17. TOTAL EXPORTS* (2) -] 21 3 21 6 21 4 X -3 =3 2 =1 14 5 8 2 6
18. EXPORT OF GOODSR* -2 29 2 16 10 22 7 Q ~1 =6 2 -2 17 15 10 B8 14
Industrial Exports
excl. diamonds 9 24 9 30 15 32 12 9 0 -3 -1 -4 20 19 8 8 8
Diamonds 17 31 =12 -7 S 15 -19 =24 =10 -15 14 1" 10 3 27 22 32
Agricultural exports § 18 7 22 =15 0 16 8 7 -8 -5 -9 9 5 =9 =11 19
Agricultural exportis
excluding citrus 21 29 9 19 -12 8 16 9 19 i 1 -7 19 21 <12 =28 29
19, EXPORTS OF SERVICES
(1) 21 21 6 20 2 18 3 3 -6 -4 1 ) 13 3 3 2 =10
20, TOTAL IMPORTS *(2) a1 24 2.8 20 =6.4 16 10 8 3.8 2 6.3 1 =0.5 2 =2 =4 29
21. IMPORT OF GQODS EXCL. 2 19 6 31 -12 T 3 0 11 2 11 6 ~3 =Y 2 -2 19
Defense Importa#®
22, IMPORT OF SERVICES#¥3)13 20 5 16 -3 " 17 13 12 9 9 7 5 2 =21 =20 c.U
23. DIRECT DEFEN3E .
IMPORTS (2) 36 g =3 -24 26 §3 21 30 =32 -31 -31 -31 38 80 24 25 =33
24, TOTAL IMPORTS EXCL.
Defense Imports®*(1) 5 18 7 27 ~9 8 7 3 11 3 1 7 -2 -3 -6 ~7 15
¥ Including Administered Areas in Judea Samariz and Gaza Strip. (1) Excluding Factor payments from (or paid) abroad.
o

Excluding Administered A4reas in Judea Samaria and Gaza Strip.

{2) The real change is in terms of National Accounts,
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C. BALANCE OF PAYMENTS * and External Debt¥®

Current Account

which: transfer payments (net)

. Capital Flows (L& M term)

Long and medium term loans
Principal maturities
Net capital investment

Basic Account

Total Debt service
Net foreign reserves (end of year)

External Debt (end of year)

of which: short term loans

Loans from U.S Government

*
**

1)

Source: Central Bureau of Statistics

Source: Bank of Iarael
End of September,
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1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 . 1986
-634 -292 -859 ~813 ~TH5 -1,338 =2,025 =2,113 -1,415 1,098 1,290
2,433 2,075 2,228 2,806 2,983 2,926 2,616 2,858 3,392 5,070 5,400
1,327 1,010 1,071 1,279 1,221 1,212 1,222 2,316 1,165 =81 =90
1.893 1,637 1,922 2,413 2,315 2,464 2,470 2,829 2,226 1,080 1,440
620 724 895 1,116 1,082 1,243 1,141 983 1,054 1,252 1,560
54 97 B -15. w52 -9 67 470 -7 91 30
693 718 212 466 476 -123 =803 203 =250 1,017 1,200
1,294 1,440 1,863 2,470 2,978 3,455 3,753 3,499 3,873 3,903 4,016
1,156 1,359 2,242 2,570 2,781 2,847 2,994 2,873 2,601 3,190 4,153
9,478 10,808 12,508 15,221 16,661 18,474 21,274 22,075 23,719 23,926 24,4371
805 875 1,338 2,237 2,371 2,389 3,104 3,580 3,506 3,349  3,418(1
2,960 3,690 4,380 5,320 6,470 7,380 8,287 9,224 9,997 9,888 9,903(1
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Est.
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
(Percentage changes)
E. CONSUMER PRICES #
1. CALENDAR YEAR
Increase during the year 38.0 42.5 48.1 111.0 132.9 101.5 131.5 190.7 444.9 185.2 19.?
Annual averag{ increase 31.3 34.6 50.6 - 78.6 131.0 116.8 120.3 145.6 373.8 304.6 48 .1
2. BUDGET YEAR
Increase during the year 34.0 49.6 56.1 120.4 133.5 104.3 134,0 240,5 412.3 « 116.9 26 (2)
Annual average increase 33.3 35.2 52.0 95.2 133.6 110.1 127.0 173.8 404.6 231.3 30.6 (2)
F. WAGES ®* - CALENDAR YEAR
1. NOMINAL WAGES PER EMPLOYEE
{based on current NIS *) 33 48 1] 93 126 139 119 156 383.9 254.9 63.6
2. REAL WAGES PER EMPLOYEE 1 11 2 10 -3 10.5 -0.4 6.1 «-0.3 -3.1 7.2
3. REAL NET WAGES PER EMPLOYEE 13.2 g.4 3.4 =-5.4 =-3.0 8.2
G. OFFICIAL EXCHANGE RATE * {Current NIS)
1. NIS PER DOLLAR - CALENDAR YEAR
End of year .0009 0015 .0019 .0035 .0075 .0156 .0337 .1078 .6387 1.487 1.494
Annual average .0008 .0010 0017 .0025 .0051 L0114 0243 .0562 .2933 1.180 1.488
2. Percentage change - during the year 24 75 2y 86 114 107 116 220.3 492.6 132.8 0.5
- annual average 26 32 67 45 103 . 123 112 131.8 421.6 302.3 26.3
3. NIS PER DOLLAR - BUDGET YEAR RN
End of year .0009 .0016 .0021 0041 .0089 7 .0192 .0396 .1533 .8585 1.490 1.647(2
Annual average .0008 .0001 .0018 ,0030 ,0063 .0137 .0291 .0797  .H438 1.367 1.522(2
. PER
H. MONETARY DEVELOPMENTS *% (NIS MILLIONS) ! e
1. MONEY SUPPLY (M1) (End of Year) 1.4 1.9 2.7 3.5 7.0 12.5 26.14 61.3 277.5 989.4 2,102
Percentage Increase (During the Year) 27 39 45 31 98 78 111.2  132.5 352.4 256.6 112
Increase in Real Terms ##¥ 8 3 2.1 -38 -15 -11.7 <-8.8 <20.1 -16.9 25.0 78
2. TOTAL BANKING CREDIT (End of Year) 3.4 5.1 8.7 21.2 48.0 88.7 206.3 493.9 2,979.6 8,085.1 11,509
Increase in Real Terms %% 23 5 15 16 -3 -8 0 -17.6 10.4 -3.7" 19.2
Free Credit (Exel. Credit for 0il)(1)1.6 2.4 4.y 10.7 19.2 33.3 91.7 192 1,211 4,256 8,144
w Source: Central Bureau of Statistics
%%  Source: Bank of Israel
%%% Dpeflated by the Consumer Price Index
(1) Excl. credit for oil shipping and saving schemes,
(2) Forecast,
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3.SHARE PRICES (FERCENT CHANGE
DURING THE YEAR)

I. -GOVERNMENT BUDGETE

. e e ot e o i et e e S S

t. TOTAL BUDGETARY EXFENDITURE
CNIS MILLION)D

OF WHICH: DEFENSE
DERT SERVICE
ORDINARY EUDGET
DEVEL.OFPMENT BUDGET

()

. TOTAL TAX REVENUE

OF WHICH: DIRECT TAXES

INDIRECT TAXES

l

1974

-

1977

* "EXCLUDING DEBT REFAYMENT TO CENTRAL BANK

{984 - FROFOUSED BUDGET

FAGE 2

1978

40

2.2

£
]

-
<
ra

1979

o —

&

1280

279

(BUDGET

105,59

31

29,06

981

YEARS)

M AK Re I
P I ]

1982

294

1983

—

500.2 1,451.5

144,14

133.8
181.3
41

273.5

158.1

115.4

105.8
428.3
519.2

?8.2

T46.2

407.9
338.3

1984

——

584.9

8,681

2,474
3,601
2,474

433

3,480

1,797
1,483

1985

=

193.2

26,977
6,623
12,623

4,432

Ly, a99

12,030

b,215

5,816

1986

19,773
8,144
1,880

15,760

g, 833

4,927






