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1L.5. Foreign Aid to Israel

Summary

This report provides an overview of U.S, foreign assistance to Israel. It includes a review of past
aid programs, data on annual assistance, and an analysis of current issues, The report will be
updated anmually to reflect developments over the previous year. For information on the recent
conflict in Gaza, see CRS Report R40101, Israel and Hamas: Conflict in Gaza (2008-2009) ,
coordinated by Jim Zanotti, For general informarion on Israel, see CRS Report RL33476, Israel:
Background and Relations with the United States, by Carol Migdalovitz. For information on
overall U.S. assistance to the Middle East, see CRS Report RL32260, U.S. Foreign Assistance fo
the Middle East: Historical Background, Recent Trends, and the FY2009 Request, by Jeremy M.
Sharp.

Tsrael is the largest cumulative recipient of U.S. foreign assistance since World War IL. From
1976-2004, Israel was the largest annual recipient of U.S. foreign assistance, having recently been
supplanted by fraq. Since 1985, the United States has provided nearly $3 billion in grants
annually to Israel.

Almost all U.S. bilateral aid to Israel is in the form of military assistance. In the past, Israel also
had received significant economic assistance. Strong congressional support for Israel has resulted
in Israel’s receiving benefits that may not be available to other countries. For example, Israel can
use U.S. military assistance both for research and development in the United States and for
military purchases from Israeli manufacturers. In addition, all U.S. foreign assistance earmarked
for Israel is delivered in the first 30 days of the fiscal year. Most other recipients normally receive
aid in installments. Congress also appropriates funds for joint U.S.-Israeli missile defense
DrOgrams.

In August 2007, the Bush Administration announced that it would increase U.S. military
assistance to Israel by $6 billion over the next decade. The agreement calls for incremental annual
increases in Foreign Military Financing (FMF) to Istacl, reaching 53 billion a year by 2012.

For FY2009, the Bush Administration requested $2.55 billion in FMF to Israel. Congress did not
pass a FY2009 Foreign Operations Appropriations bill. Instead, Congress passed F.L. 110-329,
the Consolidated Security, Disaster Assistance, and Continuing Appropriations Act, 2009, which
extended funding for Israel through March 6, 2009 at last fiscal year’s funding levels ($2.38
billion in military aid). However, in order to meet increased U.S. military aid obligations to Israel
under the 2007 agreement, Congress provided an additional $170 million in FMF in the FY2008
Supplemental Appropriations Act (P.L. 110-252), bringing the total amount of FY2009 U.S.
military aid to Isracl to $2.55 billion.
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U.S.-Israeli Relations and the Role of Foreign Aid

For decades, the United States and Israel have maintained strong bilateral relations based on a
number of factors, including strong domestic U.S. support for Israel; shared strategic goals in the
Middle East (concern over Iran, Syria, Islamic extremism); shared democratic values; and historic
ties dating back to U.S. support for the creation of Israel in 1948. U.5. economic and military ald
has been a major component in cementing and reinforcing these ties. Although there have been
occagional differences over Israel’s settlements in the West Bank and Gaza Strip (prior to the
2005 disengagement) and Israeli arms sales to China, successive Administrations and many
lawmakers have long considered Israel to be a reliable partner in the region, and U.5. aid
packages for Israel have reflected this sentiment.

U.S. military aid has helped transform Israel’s armed forces into one of the most technologically
sophisticated militaries in the world. U.S. military aid for Israel has been designed to maintain
Israel’s qualitative military edge over neighboring militaries, since Israel must rely on better
equipment and training to compensate for a manpower deficit in any potential regional conflict.
U.5. military aid, a portion of which may be spent on procurement from Israeli defense
companies, also has helped Israel to build a domestic defense industry, which ranks as one of the
top ten suppliers of arms worldwide.

For many years, U.S. economic aid helped subsidize a lackluster Israeli economy, though since
the rapid expansion of Israel’s hi-tech sector in the 1990s (sparked partially by U.5.-Israeli
scientific cooperation), Israel is now considered a fully industrialized nation with an economy on
par with some Western European countries. Consequently, Isracl and the United States agreed to
gradually phase out grant economic aid to Israel. In FY2008, Israel stopped receiving bilateral
Economic¢ Support Fund (ESF) grants. It had been a large-scale recipient of grant ESF assistance
since 1971.

The use of foreign aid to help accelerate the Middle East peace process has had mixed results.
The promise of U.S. assistance to Israel and Egypt during peace negotiations in the late 1970s
enabled both countries to take the risks needed for peace, and may have helped convince them
that the United States was committed to supporting their peace efforts. Promoting Israeli-
Palestinian peace has proven to be a far greater challenge for U.S. policy makers, as most analysts
consider foreign aid to be tangential in solving complex ferritorial issues and overcoming deeply
rooted mistrust sown over decades.

Crities of U.S. aid policy, particularly some in the Middle East, argue that U.S. foreign aid
exacerbates tensions in the region. Many Arab commentators insist that U.5. assistance to Israel
indirectly causes suffering to Palestinians by supporting Israeli arms purchases. In the past, the
United States reduced loan guarantees to Israel in opposition to continued settlement building, but
it has not acted to eut Israel’s military or economic grant aid.

Congressional Research Service 1
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In August 2007, the Bush Administration : Io-Yaa Plan‘Pr‘urmsed US E

announced that it would increase U.S. military o lsrael EY2009-FY2018
assistance [0 Israel by §6 billion over the next ‘L s155bilon v
decade. For FY2008, Israel is receiving $2.4 U e Tl
billion in Foreign Military Financing (FMF). . R

v, [Y I

The agreement calls for incremental $150
million annual increases in FMF to Israel, :
starting at $2.55 billion in FY2009 and s 15 By (£
reaching $3.15 billion by 2013 through 2018." FY 39{3%9[‘&? Ak
Under the terms of the agreement, Israel wili | SeureesU:5. Stase Bepartment.... -,

still be able to spend 26% of U.S. assistance —

on Tsraeli-manufactured equipment. According to Under Secretary of State for Political Affairs
Nicholas Bums, who signed the Memorandum of Understanding on U.5. Military Assistance:

i L

- om0 bilion .
. £, 8318 billion 4 year

R

'

We consider this 30 billion dollars in assistance to Israel to be an Imvestment in peacs - in
long-term peace. Peace will not be made without strength. Peace will not be made without
Israel being strong in the future. Of course, our objective as a country and our specific
objective a5 a government is o contribute to that peace, a peace between Israel and the
Palestinian people, the creation of an independent Palestinian state willing to live side by
side in peace with Israel, and a general peace in the region that has eluded the Israeli people
for 59 years but which is, we hope, the destiny of the Israeli people as well as the Arab
peoples of the region. Qur policy in this entire region is dedicated to that final objective.’

U.S. Bilateral Military Aid to Israel

Foreign Military Financing (FMF)

Overview

Congress has taken measures to strengthen lsrael’s security and maintain its “qualitative military
edge” over neighboring militaries.” Annual Foreign Military Financing (FMF) grants to Israel
represent 18.5% of the overall Isracli defense budget, and FMF levels are expected to increase

! During negotiations over the new aid agrecment, Torael had wanted 8 targer portion of FMF up front, The
Administration insisted, however, that because there was limited addirional funding in the foreign aid budget for large
increascs in military assistance, the United States lacked the fiscal flexibility o dramatically increase Israel's aid all at
once. Ultimarely, the Administration’s incremental approach won our.

1 B Nicholas Bumns, Under Secretary of State for Polirical Affairs, “Remarks and Fress Availability at Signing
Ceremony for Memorandum of Understanding on 1.5, Military Assistance,” Releaged by the American Embassy Tel
Aviv — Press Seotion, August 16, 2007.

3 (30 October 15, 2008, the President sipned into law P.L. 110-429 (H.R. 7177), the Naval Vessel Transfer Act of 2008.
Scerion 201 of this act requires the President to carry out an “empirical and gualitative assessment on an ongoing basis
of the extent to which Israel possesses a qualitarive military edge over military threats te Israel.” It also requires that
amy certification relating to a proposed sale of defense articles to any country in the Middle East other than Israel
include a determination that the sale will not adversely affecr [srasi’s qualitative military edge over military threats to
Lerael,

Congressional Research Service 2
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incrementally from a baseline of $2.4 billion in F'Y2008 to approximately $3.1 billion over the
next several fiscal years.

Early Transfer

Congress has mandated that Israel receive its FMF aid in a lump sum during the first month of the
fiscal year. Onee disbursed, Istael’s military aid is transferred to an interest bearing account with
the Federal Reserve Bank. Israel hag used interest collected on its military aid to pay down its
debt (non-guaranteed) to the United States, which, according to the U.S. Treasury Department,
stood at $1 billion as of December 2006." lsrael cannot use accrued interest for defense
procurement inside Israel.

FMF for in-Country Purchase

Most analysts consider Israel’s ability to use a significant portion of its annual military aid for
procurement spending in Israel to be a valuable aspect of its assistance package; no other
recipient of U.S. military assistance has been granted this benefit.” The proceeds to Israeli defense
firms from purchases with U.S. funds have allowed the Israeli defense industry to achieve
necessary economies of scale and produce highly sophisticated equipment for niche markets.
Defense experts note that high annual amounts of U.S. military assistance force private and semi-
private Israeli defense companies to place a greater business emphasis on exports, gince a large
portion of Israeli government weapons procurement is spent on American equipment. According
to Beth McCormick, acting director of the U.8. Defense Technology Security Administration,
[sraeli manufacturers must sell as much as 75% of their output abroad to stay profitable, a far
higher shate than U.S. military contractors.® Successive Administrations and many lawmakers
believe that a strong domestic Tstaeli defense industry i3 ¢rucial to maintaining Israel’s
technological edge over its neighbors. Israel is among the world’s leading arms exporters.
Between 2000 and 2007, Israel was the 7™ largest arms exporter to the developing world with
sales (value of agreements not deliveries) worth a total of $10.8 billion. lsrael was ranked 8" at
$1 billion in calendar year 2007.

Since FY1988, the FMF procurement earmark for purchases within Israel has been incorporated
into annual foreign assistance legislation. Currently, approximately one quarter of Isracl’s FMEF
funds may be used for domestic defense purchases ($670.65 million in FY2009). As U.S. military
aid to Israel has increased, the amount set aside for defense purchases in Israel also has increased.

41J.8. Government Foreign Credit Exposure As of December 31, 2006, The Department of Treasury.

5 Lsrael was first granted FMF for use in Isracl in 1977, when it asked for and received permission to use $107 million
in FY 1977 FMF funds o develop the Merkava rank (protorype completed in 1975 and added to Isracli arsenal in 1373),
Scveral years later, [srael asked for a similar waiver to develop the Lavi ground-attack aircraft, and Congress responded
with lagizlation allowing Tsrael to spend $250 million of FMF in Israel to develop the Lavi. It was estimated that the
United States provided between §1.3 and §1.& billion in Lavi development costs before the United States and Isracl
apreed to terminate the project in 1988, In order to defray the cancellation costs of the Lavi program, the United Stares
apreed to raisc the BMF earmark for procurement in Isracl to $400 million. For background on the cancellation of the
Lavi fighter, scc Dan Raviv and Yossi Melman, Friends in Deed: Inside the U.5.-Isracli Alliance, New York:
ITyperion, 1994, pp. 263-268.

& “Penrapon says lsracl improves urms-export controls,” Reurers, September 3, 2007,

Caongressional Research Service 3
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Recent U.5. Military Sales to Israel

Israel uses almost 75% of its FMF funds to purchase U.8. defense equipment. By law, Congress
must be notified of any new purchase agreement. The Department of Defense’s Defense Security
Cooperation Agency (DSCA) is charged with managing U.S. arms sales to Israel. Recent sales
include the following:

e On September 29, 2008, DSCA notified Congress of a possible Foreign Military
Sale to Israel of the F-35 Joint Strike Fighter aircraft along with associated
equipment and training. The total value of this deal could be as high as $15.2
billion. Lockheed Martin, Pratt & Whitney Military Engines, and General
Electrie would be the prime contractors.

¢  On September 9, 2008, DSCA notified Congress of three possible Foreign
Military Sales to Israel, including Parriot Missile Fire Unit Upgrades (5104
million), 1,000 GBU-39 small diameter bombs (877 million), and 28,000 M72A7
Light Anti-Armor Weapons (582 million).

s On July 30, 2008, DSCA notified Congress of a possible Foreign Military Sale to
Tsrael of © C-130 J-30 aircraft as well as associated equipment and services. The
total value, if all options are exercised, could be as high as £1.9 billion. Lockheed
Martin would be the prime contractor.

+ OnJuly 15, 2008, DSCA notificd Congress of a possible Foreign Military Sale to
Israel of 4 Littoral Combat Ships. The total value, if all options are exercised,
could be as high as $1.9 billion. Lockheed Martin, Raytheon, and General
Dynamics would be the prime contractors. In addition, DSCA notified Congress
of a possible Foreign Military Sale to Israel of JP-8 aviation jet fuel worth up to
$1.3 billion.

In April 1998, the United States designated [srael as a “major non-NATO ally,” which qualifies
Israel to receive Excess Defense Articles (EDA) under Section 16 of the Foreign Assistance Act
and Section 23(a) of the Arms Export Control Act. DSCA manages the EDA program, which
enables the U.S. 1o reduce its inventory of outdated equipment by providing friendly countries
with necessary supplies at either reduced rates or at no charge.’

Defense Budget Appropriations for U.S.-Israeli
Missile Defense Programs

Congress and successive Administrations have shown strong support for joint U.S.-Israeli missile
defense projects. U.8.-Israeli missile defense cooperation has perennially been authorized and
appropriated in the defense authorization and appropriations bills. Missile defense cooperation is
generally not considered a form of direct aid, but many U.S. and Israeli observers consider it a
vital component of the Israel’s strategic relationship with the United States. Israel and the United
States each financially contribute to several projects and share technology from co-developed
weapons systems. The U.S. and Israeli militaries also participate together in joint biannual anti-
aircraft exercises (code named Juniper-Cobra).

T access DSCA’s Excess Defense Articles database, see hup://www.dsca.mil/programs/eda/search.asp.

Congressional Research Service 4
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P.L. 110-329, the FY2009 Consolidated Security, Disaster Assistance, and Continuing
Appropriations Act, provides a total of $177.2 million for U.S.-Israeli missile defense programs, a
$58 million increase over the President’s FY2009 request.

Multi-Layered Missile Defense

Qver the past several years, U.S.-Israeli missile defense cooperation has evolved to include the
co-development of several systems designed to thwart a diverse range of threats, from short-range
missiles and rockets® fired by non-state actors, such as Hamas and Hezbollah,” to middle and
long-range ballistic missiles in Syria and Iran’s arsenals.' Israel also possesses U.S.-supplied
Hawk and Patriot missile batteries. In addition to joint programs, Israel has its own missile
defense programs. Israel is currently developing a short-range system, dubbed “Iron Dome,” to
destroy crude, Palestinian-made rockets fired by Palestinian militants in the Gaza Strip. Iron
Dome, which is expected to be deployed in 2010 at a development cost of $215 million, is
designed to intercept very short-range threats up to 40 kilometers in all-weather situations.'' It is
being developed by Rafae! Advanced Defenge Systems.

Reportedly, the Israeli government may be seeking U.8. assistance in financing the Iron Dome
system. According to one Israeli defense official, “We’re not just Jooking for funding assistance,
although that is extremely important for us. We’ve offered the Americans to join as full
participants and to use the system to defend their troops and assets around the world.... We're

¥ The “Qrassam rocker,” named after the early 20™ century militant leader Sheikh Izz al Din al Qussam, is 2 rudimentary
projecrile welded from pipes and crude metals in the homes and workshops of Gazan enjgineers. It has a range of
approximately 3 to 6 miles and is inaccurate. According to one account, Qassarm rockets can be made for as little as
%300 apicce using commen items, such a¢ fertilizer. sugar, and small amounts of gunpowder.

¥ Bepinning in 1996, the United States and Israel funded a short-range, anti-rocket program called the Tactical High
Energy Laser (TLIEL). Technical difficulties and financial disagreements with the prime coniractor, TRW, over cost
averruns plagued the program. Ultimately, after the United States and Israel invested between $300 and $400 million in
the program (8139 million in U.5. contributions), defense experts concluded that the THEL protatype, although
sffactive against rockets and morars, was ton expensive and immobile a solution. According 10 one analyst, “shooting
the laser just once would have cost rouphly 53,000, and that protecting the whole border of [sragl would have required
a few dozen of these systems.” The program was terminated in September 2005, but then revived a year later by
Morthrop Gramuman which created “Skyguard,” a more powerful version of the THEL.

Nevertheless, Tarael’s Ministry of Defense belicves that Skypuard does not function optimally in bad weather. See,
“11.8. and Israc] Shelved Laser As a Defense,” New York Times, July 30, 2006,

12 I the mid 19903, the U.S. Air Force analyzed alternatives for a theater missilc defense system that could intereept
missiles shortly after launch, when they are the most vulnerable. In June 1997, the United States and Isracl began a
joint research program to develop a flect of unmanned acrial vehicles (UAV3) that conld deliver weapons to intercept
bullistic missiles immediately atter launch (boost phase). In late 1999, apparently because of the complexities of the
technology invelved and disagrecments berween the United States and Israel over the potential merits of the system,
Israel decided not to move toward full demenstration of the Boost Phage Intercept system. Congress provided a total of
%53 million for the Boost Phase Intercept program.

1 Within the Tsraeli defense establishment, there is debate over how effective the Iron Dome systemn will be in
protecting Tseaeli citics and towns from Palestinian Qassam and Katyusha rocker attacks fired from the Gaza Strip.
Some Isracli defense experts assert that Iron Dome kinetic interceptors will take tao long to destroy crude rockers fired
from close range at Israeli towns such as Sderot. Reuven Pedazur, an Tsraeli expert in ballistc missiles, claims that cach
Tamir missile fired from the Iron Dome system will eoet $100,000, while a eystem based on lager beam interoeption,
would cost between $1,000 and §3 000 per strike. Novertheless, Lsracli officials argue that solid lager technology needs
more time to develop. See, “Rocker, Missile Shields in Works ; Iron Dome, David's Sling eye attacks from Gaza,
Lebanon, Iran,” Washington Times, August B, 2008. According to one souree, “Neither the missile interceptors nor the
lasers will provide 100-percent coverage, which is why they will have to both be in use.” See, “Defense Officials View
Lascr as Future of Anti-Missile Technology, Ha ‘aretz, March 24, 2008,

Congressional Research Service 5
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hopeful that after careful examination of the data and the system’s capabilities, that they’ll decide
to join the program.”'*

David’s Sling

David’s Sling (a.k.a. Magic Wand) is a short/medium-range system designed to ¢counter long-
range rockets and cruise missiles, such as those possessed by Hezbollah in Lebanon, fired at
ranges from 40 km to 300 km. It is being jointly developed by lsrael’s Rafael Advanced Defense
Systems and Raytheon. The system is expected to be operable by 2010, P.L. 110-329 provides
$72.8 million for a short range missile defense program.

In August 2008, Istael and the United States officially signed a “project agreement” to co-develop
the David’s Sling system. According to Lt. Gen. Henry Obering, director of the U.5. Missile
Defense Agency, “We wanted & truly co-managed program because the United States will be very
interested in this for cur own purposes.... The agreement we just si%ncd allows us to work through
specific cost-sharing amrangements and other program parameters.” :

The Arrow and Arrow 11

Since 1988, Israel and the United States have been developing the Arrow Anti-Missile System, a
weapon with a theater ballistic missile defense capability. The United States has funded just under
half of the annual costs of the development of the Arrow Weapon Systern, with Israel supplying
just over half of the annual costs. The Arrow II program, a joint effort of Boeing and Israel
Aerospace Industries ([A), is designed to defeat longer-range conventional ballistic missiles. Of
the total $177 million provided for U.8.-Israeli missile defense in the FY2009 Consolidated
Appropriations Act (P.L. 110-329), §74.3 million is allocated for the Arrow II program, of
which$13 million “shall be for producing Arrow missile components in the United States and
Amrow missile components in Israel to meet Israel’s defense requirements, consistent with each
nation’s laws, regulations and procedures.”

A High Altitude Missile Defense System (Arrow IIT)

Fearing & potential nuclear threat from Iran, Israel has sought a missile interceptor that operates at
a higher altitude and greater range than the Arrow. Congress specified an additional $30 million
for an “‘upper-tier component to the Isracli Missile Defense Architecture” in the FY2009
Consolidated Appropriations Act. In October 2007, the United States and Israel apreed to
establish a committee to evaluate lsrael’s proposed “Arrow III," a top-tier system designed to
intercept advanced missiles with nuclear-tipped warheads. The Arrow III will be a more advanced
version—in terms of speed, range and altitude—of the current Arrow II interceptor. In the spring
and summer of 2008, Israel decided 1 begin production of the Arrow III and the United States
agreed to co-fund its development despite a proposal by Lockheed Martin urging Israel to
purchase the Terminal High-Altitude Area Defense (THAAD) mussile defense system. The Amrow
I1I is made by Israel Aerospace Industries (LAI) and Boeing. It is expected to be operational by
2012,

12 %(7.4, Bves Joint Anti-Roeket EHort With Israel; Mulis $200M Investment To Speed Iron Dome,"dgence France
Presse, June 9, 2008,

W up),5 -Israel To Develop David’s Sling Missile Defense,” DefenseNews.com, August 7, 2008,

Congresstonal Research Service 6
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X-Band Radar

One of the most significant gestures of U.S. support for Israel’s missile defense architecture has
been the deployment of the AN/TPY-2 X-Band radar system (built by Raytheon Co.) to Israel in
late 2008, Not onty is the X-Band system far more capable than Israel’s existing radar of
detecting incoming missiles,’ but the United States also has linked the X-Band to its global
network of satellites of the US Defense Support Program (DSP). The DSF is the principal
component of the U.S. Satellite Early Wamning System to detect missile launches.'® According to
various media reports, the X-Band system is now operational. It will remain U.8.-owned and
11.5.-operated by, for the first titne ever, a constant presence of U.8. troops and defense
contractors on Israeli s0il. Reportedly, the system has been deployed to a secret location in the
southern Negev desert close to the Egyptian border.

PL. 110417, the Duncan Hunter National Defense Authorization Aet for Fiscal Year 2009,
authorized up to $89 million for the activation and deployment of the AN/TPY-2 forward-based
X-band radar to a “classified location.”" According to the Section 236 of the act, U.5. funding
may not be appropriated until the Secretary of Defense submits to the Commirtiees on Armed
Services of the Senate and the House of Representatives a report on the deployment of the X-
band radar describing, among other things: the location of deployment of the radar; the
operational parameters of the deployment of the radar; and the cost-sharing arrangements
betwecn the United States and the country in which the radar will be deployed.

Table |, Defense Budget Appropriations for U,S.-Israeli Missile Defense:
FY2006-FY200%

(% in millions)
System Type FY2004 FY1007 FyYzxoo8 FY1009
Short-Range $10.0 5204 $37.0 $72.895
Arrow 5122 866 5117454 $98.572 374,342
High Altitude —_— —_ $200 $300
Total ¥132.866 $137.894 $155.572 $177.237

¥ The X-Band syster can detect incoming missiles from 500-600 miles. Currently, [sracl's early warning system is
only able to detect missiles from 100 miles out.

14 Tgrael was first given sceess to DSP in 2001 but anly on a per-request, rather than constant, basis.

16 [ report language (H.Rept. 110-652) accompanying H.R. 5658, the House-passed FY2009 Defense Authorization
bill, Members stated thar “The Statc of [srael faces a real and growing threat from short- and medium-rangs ballistic
missiles from states such 23 the Syrian Arab Republic and the Islamic Republic of Iran. The comminee beligves that the
deployment of a U8, Army-Navy/Transportable-2 (AN/TEY-2) missile defense diserimination radar to Israel would
greatly increase the capabilities of both Isracl and U.S. forces deployed in support of [srael to defend against ballistic
missile threacs. Therefore, the committee urges the Department of Defenge to begin discussions with Israel about the
possibility of deploying an AN/TPY.2 radar on ity territory at the carlicst feasible dare. The Senate version, 3, 3001,
included an amendment making Funds available for the deployment of the AN/TPY-2 forward-based X-band radar.
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Aid Restrictions and Possible Violations

Cluster Munitions

Although U.S. assistance to Israe] has remained high for several decades, there have been some
instances when the United States acted to restrict aid or rebuke Israel for possible improper use of
1J.8 -supplied military equipment. The 1952 Mutual Defense Assistance Agreement and
subsequent arms agreements between Israel and the United States limit the use of U.5. military
equipment to defensive purposes. The Arms Export Control Act states that the United States may
stop aid 1o countries which use U.S. military assistance for purposes other than “legitimate self-
defense.” In 1982, the Reapan Administration determined that Israel “may™ bave violated its 1952
Mutual Defense Assistance Agreement with the United States by reportedly using U.5.-supplied
anti-personnel ¢luster bombs against civilian targets during its military operations in Lebanon and
the siege of Beirut.” As & result, the Reagan Administration prohibited U.S. export of cluster
bombs to Israel for six years.'®

During the July-August 2006 war it Lebanon, Israel used cluster munitions to counter Hezbollah
rocket attacks, The United States apparently supplied some of the cluster weapons that Israel used
in the conflict.”® Since the August 2006 Israeli-Hezbollah cease-fire, there have been a number of
reported Lebanese civilian deaths and injuries from unexploded bomb remnants spread across a
wide area of southern Lebanon.”™ After the war, the U.8. Department of State’s Office of Weapons
Removal and Abatement implemented & landmine and unexploded ordnance (LTXO) humanitarian
clearance program in Lebanon.

The Department of State’s Directorate of Defense Trade Controls reportedly conducted an
investigation focused on whether Israel violated confidential agreements with the United States
that restrict Israel’s use of U.S.-supplied cluster munitions to certain military targets in non-
civilian areas. On January 28, 2007, the State Department issued a preliminary report to Congress
concluding that Israel may have violated the terms of classified U.S.-Istaeli procurement
agreements on the use of cluster bormbs in populared areas. According to State Department
spolesman Sean McCormack, “There were likely violations,” though he added that “This is a
preliminary finding and because it also involves the agreements about use (of munitions), which
are classified, I cannot get into the details.”™ The State Department then asked Israel for

17 %ce, CRS Report RLI09E2, 1S, Defense Articles and Services Supplied to Foreipn Recipients: Restrictions on Their
Use, by Richard F. Grimmett.

'8 The Reapan Administration also temporarily suspended the delivery of F-16 aircraft to Isracl after it bombed the
Traqi nuclear reacror at Osirak in 1931,

'* David §. Cloud, “Inquiry Openad Into Leraeli Use Of U.S. Bombs,” New York Times Aupust 23, 2006, An August 26,
2006, presentation by United Nations Mine Action Coordination Center (UNMAS) South Lebanon office catalogued
the following numbers of 1.S.-manufactured cluster weapon sub-munitions during surveys in southern Lebanon
(souree weapons in parentheses): 715 M-42's (105-millimerer aritlery shells), 820 M-77's (M-26 rockets), and 5 BLU-
63’z (CBU-26 cluster bormbs). The UNMAS teams also reported 631 M-85 Izraeli-produced sub-munitions had been
found. See, UNMAS South Lebanan, "Cluster Bomb Situation - South Lebanon July/August 2006," August 26, 2006,
¥ According to the United Nations Mine Action Coordination Center (UNMACC), berween 30% and 40% of [sracli-
dropped cluster bombs failed to explode on impact. Lsrael claims that the “dud rate™ was less than 13%.

2 w15, Says Israel May Have Violated Agreement on Cluster Bomb Use,” Rewters, January 29, 2007.
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additional information on reports that Israeli troops violated orders that restricted how U.S.-
manufactured cluster bombs could be used during the summer 2006 war.™

In an April 2008 Senate Appropriations Subcommittee hearing, Senator Leahy asked Secretary of
State Condoleezza Rice if U.S.-supplied cluster munitions to Istael “were used in a manner that
violated the export agreement on them.” Secrotary Rice responded by saying “Senator, I should
probably get an answer to you. I remember that we investigated this matter. We talked to the
Israelis about it... It's a “may have,” but 1 don’t know where it is. But I will get to you a5 to
where we are in those discussions.... We actually continue to have discussions with the Istaglis
about this and T know they've done a number of internal looks and investigations ™™

Tsrael has conducted several investigations into its use of cluster munitions in the 2006 war in
Lebanon. In December 2007, the IDF concluded its investigation stating that “It was clear that the
majority of the cluster munitions were fired at open and uninhabited areas, areas from which
Hezbollah forces operated and in which no civilians were present.... The use of thiz weaponry
was legal once it was determined that, in order to prevent rocket fire onto Israel, its use was a
concrete military necessity.” The IDF also announced that 1t would not press charges against
officers who ordered the use of cluster bornbs during the 2006 war. In February 2008, the
Winograd Commission, an independent Israeli commission of inquiry into the events of the 2006
war in. Lebanon, concluded that “The facts regarding the use of cluster bombs demonstrated the
faults in operational discipline, supervision and control and the lack of clarity of the commands
and guidelines just as we had found in other aspects of the war. It i5 vital that the army learns the
lessons that should be apparent from the use of ¢luster bombs during the war.”

Two years after the war in Lebanon, after several Israeli internal investigations and Congressional
action™ to attempt to restrict the overall export of U.S. cluster munitions, Israel announced that it
would begin purchasing Isragli-made M85 cluster bombs rather than U.S.-manufactured
bomblets. The M85 was developed by Israel Military Industries’ (IMT} and it is generally
considered to be more reliable than U.$.-made cluster munitions. However, one Norwegian study
asserted that the failure rate on the M85 was closer to 10% and not 1% as claimed by its
proponents.?®

22 uigragl May have Violated Arms Pact, U.S, Says," New York Times, January 28, 2007,

2 Qenare Appropriations Subcommitiee on Stace, Forcign Qperations, and Related Programs, Hearing on the Fiscal
2009 Budger for the $tate Department, April 9, 2008,

M The FY2008 Consolidated Appropriations Act (P.L. 110-161) significantly restricted the export of U.S.-
manufacrured cluster munitions. Section 646 (b) of the bill states that ''no military assistance shall be furnished for
cluster munitians, no defense export license for cluster munitions may be issued, and no cluster munitiong or cluster
munitions technology shall be sold or transferred, unless (1) the subrmmunitions of the cluster munitions have a 99
percent or higher tested rate; and {2) the agreement applicable o the assistance, mansfer, or sale of the cluster munitions
or clyster munitions technology specifies thas the cluster munitions will only be used againet clearly defined military
targets and will pot be uzed where civilians are known to be present.” On September 6, 2007, the President objected o
cfforts by lawmakers to ban the export of gluster munitions, In 8 srarement of Administration policy, the President
wrate “The Administrarion also objects 1o restrictions on providing military assistance for clustet munitions....
Currently, the sales of cluster munitions are subject to safeguards. See, “Sratement of Administration Policy , H.R.
2764 — State, Foreign Operarions, and Related Programs Appropriations Act, 2008, Office of Management and
Budget, September 6, 2007.

25 M85, Analysis of Reliability, Available onlinc at http://www.npaid org/filestore/M833.pdf
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Israeli Arms Sales to China

Over the last two decades, the United States and Israel have disagreed over Israeli sales of
sensitive U.S. technologies to China. U.5. objections have largely been communicated by
successive Administrations and Pentagon officials, though in recent years, some Members of
Congress expressed dissatisfaction over one reported sale, In 2000, Representative Sonny
Callahan, former Chairman of the House Appropriations Subcommittee on Foreign Operations,
sought to witlhold $250 million in aid 1o Israel unless it cancelled a planned sale to China of an
Airborne Early Warning System. On June 20, 2000, the House Foreign Operations
Subcommittee voted nine to six to defeat Callahan’s proposal.”” In 2005, the United States
suspended Israel from participating in the development of the Joint Strike Fighter (JSF) and
imposed other restrictions in defense ties becauge of Israeli plans to upgrade Chinese Harpy Killer
drone ajreraft. Israel ultimately canceled the sale.

In order to create a more transparent arms transfer process, former U.S. Defense Secretary
Donald Rumsfeld and former Israeli Defense Minister Shaul Mofaz signed a 2005 bilateral
agreement mandating Isracli consultation with the U.S. government on sensitive arms transfers to
third parties. The Isragli government also has established its own arms export controls agency to
supervise military sales. In 2006, Israel reportedly froze a $100-millien contact with Venezuela
to upgrade its U.8.-manufactured F-16 fighter jets due to U.S. pressure. According to one former
U.8. official, “We don’t officially acknowledge our supervisory role or our de facto veto right
over their expors.... It's 2 matter of courtesy to our Israeli friends, who are very serious about
their sovereignty and in guarding their reputation on the world market.”*

Israeli Settlements

Continued Israeli settlement building led the United States to reduce the amount of loans it has
extended to [sracl. By law, U.S. loan guarantees cannot be used to finance Israeli settlement
building in areas occupied after the 1967 War. In the mid-1990s and then again in 2003, the
United States reduced loan guarantees to Israel by an amount equal to Israel’s estimated spending
on settlement consiruction in the West Bank and Gaza Strip.

% Crie Pianin, “Israel-China Radar Deal Opposed,” Washingron Post, Aprl 7, 2000.

%7 According to the House Committee. “the Committee is very disturbed by repores that Ierael is preparing to provide
China with an airbome radar system that could threaten both the forees of democratic Taiwan and the United States in
the region surrounding the Taiwan Strait, The Committer intends to revisit this issuc a5 the appropriations process
moves forward,” H.Rept. 106-720, accompanying H.R. 4811 (P.L. 106-429), the FY2Z001 Foreizn Operations
Appropriations Act.

M 1] 8. OKs Israel-China Spy Sar Deal,” DefenseNews, com, Qctober 12, 2007,
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Other Ongoing Assistance and Cooperative
Programs

Migration & Refugee Assistance

Beginning in 1973, Israel has received grants from the State Department’s Migration and Refugee
Assistance fund (MRAY? to assist in the resettlement of humanitarian migrants to Israel, Funds
are paid to the United Isra¢l Appeal, a private philanthropic organization in the United States,
which in turn transfers the funds to the Jewish Agency.” Between 1973 and 1991, the United
States pave about $460 million for resettling Jewish refugees in Israel. Annual amounts have
varied from a low of $12 million to a high of $80 million, based on the number of Jews leaving
the former Soviet Union and other areas for Israel. The Refugee and Migration funds for Israel
are earmarked by Congress; the Administration usually does not request specific amounts of
Refugee and Migration assistance for Israel.

Table 2. Migration and Refugee Assistance Funding Levels

Fy2000; $60 million
FY2001: %60 million
FY2003: 560 million
Fr2004; $59.6 milhon
Fr2005: 5497 million
FY2006; %50 million
FY2007: $40 million
Fr2008: 340 million

Source: US. Seate Department.

Note: The level of funding reflects 2 decling in need due to the overall decreasing numbers of migrants to lsracl.

Congress has changed the earmark language since the first refugee resettlement funds were
appropriated in 1973. At first, the congressional earmark said the funds were for "resettlement in
Israel of refugees from the Union of Soviet Socialist Republics and from Communist countries in
Eastern Europe.” But in 1985, the language was simplified to “refugees resettling in Israel” to
ensure that Ethiopian Jews would be covered by the funding. Technically, the earmark designates
funds for refugee resettlemnent, but in Israel little differentiation is made between “refugees” and
other immigrants, and the funds are used to support the absorption of all immigrants.

According to the FY2008 Congressional Budget Justification for Foreign Operations, the FY2008
MRA request for Israel includes $40 million to support a package of services designed to promote
integration of approximately 11,500 migrants into Israeli society, including transportation to
Israel, Hebrew language instruction, transitional housing, education, and vocational training.

2 The Refugee and Migration Acesunt (MRA) is authorized as part of the State Department funding bur is appropriated
throuph the Foreign Operations Appropriations bill,

M The Jewish Agency's website is available at hutp:/fwww jafi.org.i)/.
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LS. Foreign Aid to Israel

Loan Guarantees

Qverview

Since 1972, the United States has extended loan guarantees to Israel to assist with housing
shortages, Israel’s absorption of new immigrants from the former Soviet Union and Ethiopia, and
its economic recovery following the 2000-2003 recession sparked by the renewal of Palestintan
uprising. Loan guarantees are a form of indirect U.S. assistance t0 Israel, since they enable Israel
to bortow from commercial sources at lower rates and not from the United States government.
Congress directs that subsidies be set aside in a U.5. Treasury account for possible default, These
subsidies, which are a percentage of the total loan (based in part on the credit rating of the
borrowing country; in the case of the loan guarantees in the 19903, the subsidy amount was
4.1%), have come from the U.S. or the Israeli government. Israel has never defaulted on a U.S.-
backed loan guarantee, as it needs to maintain its good credit rating in order to secure financing to
offset annual budget deficits.

Loan Guarantees for Economic Recovery

In 2003, Prime Minister Ariel Sharon requested an additional $8 billion in loan guarantees to help
fsrael’s failing economy. The loan puarantee request accompanied a request for an additional §4
billion in military grants to help Israel prepare for possible attacks during an anticipated U.5. war
with Iraq and Israeli efforts to end the Palestinian uprising, P.L. 108-11, the FY2003 Emergency
Wartime Supplemental Appropriations Act, included $9 billion in loan guarantees over three years
for Israel’s economic recovery and $1 billion in military grants. P.L. 108-11 stated that the
proceeds from the Joan guarantees could be used only within Israel’s pre-fune 1967 borders, that
the annual loan guarantees could be reduced by an amount equal to the amount Israel spends on
settlements in the occupied territories, that Israel would pay all fees and subsidies, and that the
President would consider Israel’s economic reforms when determining terms and conditions for
the loan guarantees. On November 26, 2003, the Departrment of State announced that the 33
billion loan guarantees for FY2003 were reduced by $289.5 million because Israel continued to
build settlements in the occupied territories and continued construction of the security barrier
separating the Istaelis and Palestinians. No other deductions have been made.

PL. 108-447, the FY2005 Consolidated Appropriations Bill, first extended the authonity of the
loan guarantees from FY2005 to FY2007. In the aftermath of the 2006 Israel-Hezbollah conflict,
President Bush stated that he would ask Congress to again extend the authorization of loan
guarantees to Israel. P.L. 109472, the 2006 Depattment of State Authorities Act, extends the
authority to provide loan guarantees through FY2010. Israel has not any borrowed funds since
FY2005.
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