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On September 15, 2016, the United States and Israel signed the third defense
aid MOU for 2019-2028, amounting to $38 billion — $3.8 billion a year. By
2019, Israel had received over $100 billion in defense aid since its founding.
This is a substantial sum that eased the defense burden on Israel, and
constituted the main source of funding for the IDF’s build-up in American
technology and primary weapons systems. The aid in 2019, constitutes
approximately 1 percent of Israel’s GDP, 2.5 percent of the state budget,
and 20 percent of the defense budget. This sizable amount has considerable
advantages beyond the money, in the form of an uncompromising American
commitment to Israel’s security and direct access to American technology and
the American defense establishment. Furthermore, American aid benefits the
American defense industry, which receives additional contracts and is able
to sell to other countries that regard the IDF as a sophisticated user whose
choice constitutes important sales promotion. It also benefits the American
defense establishment, which gains invaluable intelligence and operational
knowledge from the Israeli defense establishment.

The agreement, however, also has a number of drawbacks involving
Israel’s dependence on the United States. This was highlighted by American
pressure in economic relations between Israel and China; plans to exert
political pressure in exchange for the aid, as recently stated by some leaders
of the Democratic Party in the Palestinian context; the legitimacy given to
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military aid to Arab countries and the sale of advanced weapons to them;
the IDF’s absolute dependence on American technology and weaponry, and
the negative effect on procurement from the local industries.

In the overall cost-benefit balance, it appears that most of the benefit
in relations between Israel and the US is independent of the amount or
existence of aid, while the aid has drawbacks that will be eliminated if the
agreement is canceled. It should also be emphasized that the US benefits
from the agreement no less than Israel. In the end, as long as the US does
not use the aid to Israel’s detriment, there is no reason not to continue it. At
the same time, if the agreement is misused, there should be no hesitation in
canceling or changing it in order to prevent this misuse.

A Historical Review

The United States and Israel have a strong relationship based on a number
of factors, including solid US support for Israel and its security, common
strategic goals in the Middle East, a mutual commitment to democratic
values, and strong historic connections beginning with the US vote in favor
of the UN partition plan in 1947.

American foreign aid was a key element in securing and strengthening
these ties. Official sources and many lawmakers in the US have dealt with
the need and importance for Israel to be an essential partner in the region,
and the American aid package for Israel reflects this stance. While there have
been people in the US who have fostered American support for Israel since
its founding in 1948, a large and well-established internal American lobby
emerged following the Yom Kippur War in 1973 for the purpose of nurturing
bipartisan support in Congress for the relationship with Israel, including for
US aid to Israel — the American-Israel Public Affairs Committee (AIPAC).!

Israel has received the most cumulative foreign aid from the United States
of any country since WWII. The total amount of US aid granted to Israel
between its founding and 2019 is approximately $135 billion, as outlined in
Table 1 (excluding the anti-missile defense program) and in a report of the
Congressional Research Service.? Over $100 billion of this amount consisted
of defense aid, of which $11 billion was given in the form of loans.

All of the aid given before 1973 consisted of loans. Aid in 1973-1984
contained both loans and grants, while all the aid received by Israel since
1984 has been grants.® Since 1999, the aid has been anchored in inter-
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governmental 10-year MOUs. Unlike treaties, these MOUs are not legally
binding agreements, and therefore do not require Senate approval. Congress
is entitled to accept or change the annual amount of aid for Israel, and to
grant additional aid. In any case, these documents have previously had a
significant effect on the terms of American aid to Israel. Congress allocated
foreign aid to Israel mainly according to the terms of the MOU in effect at
the time.

The first 10-year MOU (1999-2008) was signed by the Clinton administration
and the first Netanyahu government. It represented a commitment of at least
$26.7 billion in economic and military aid ($21.3 billion was earmarked as
military aid). This MOU included the gradual termination of all economic aid
to Israel.* Benjamin Netanyahu took this decision in 1996 for the purpose of
reducing Israel’s dependence on American aid by 20 percent by eliminating
economic aid for which there was no longer any justification.’ The agreement
signed in 1998 provided for a gradual reduction in economic aid by $120
million a year, half of which was turned into military aid. This process was
completed in 2007, and from 2008 Israel received only military aid.

In 2007, the Bush administration and the Olmert government signed the
second MOU providing for $30 billion in military aid over a 10-year period
(2009-2018). For the first time, the agreement included an explicit option’
to convert up to 26.3 percent of the aid into shekels for procurement of
equipment produced by Israel (off-shore platforms procurement — OSP).?

On September 15, 2016, a third MOU was signed by the Obama
administration and the Netanyahu government. Covering the next decade
(2019-2028), this agreement totaled $38 billion and included an Israeli
commitment (which did not previously exist) to refrain from asking for
additional aid during the period, unless a security event made this necessary.

Under this agreement, foreign defense aid from the budget of the US State
Department rose from $30 billion in 2009-2018 to $33 billion, Furthermore,
the MOU included for the first time a $5 billion 10-year framework from
the American defense budget for American funding for American-Israeli
anti-missile defense programs (Israel undertook to invest a corresponding
amount in the projects).

Another important change concerned the part of the aid that Israel will be
able to convert into shekels for procurement from the local defense industries.
Under the agreement, this amount will gradually decrease over the years
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from $815 million in 2019 to zero in 2028. Israel also signed a statement
that it understood that the aid money will not be used for the purchase of
fuel and fuel products from the United States.’

The actual amount of aid before 2019 was over $100 billion, a considerable
sum that eased the defense burden on Israel and constituted the main source
of funding for the IDF’s build-up in American technology and primary
weapons systems.

Annual defense aid, as it appears in the agreement, and subject to annual
approval by Congress, currently amounts to $3.3 million, 0.85 percent of
Israel’s GDP and 2.1 percent of the state budget. This is a substantial sum
that eases the defense burden on Israel, and constitutes 16.67 percent of
Israel’s defense spending.'’

This amount appears significant, but for the sake of comparison, defense
and economic aid was similar in 1995 ($3 billion: $1.2 billion in economic aid
and $1.8 billion in defense aid). Aid at that time amounted to approximately
3 percent of GDP'" and 5.2 percent of Israel’s state budget,'? and defense aid
accounted for 37.5 percent of defense spending.'* A comparison between the
two years shows clearly that the economic weight of aid in the current year
is less than half of what it was in 1995, when, on the basis of the figures for
the time, Prime Minister Netanyahu decided to forgo the economic aid and
convert half of it to defense aid, as stated above.

Many people in Israel'* have recently called for reconsideration of whether
defense aid is necessary, because of the dependence that it creates on the
United States and the damage it does to the special relationship between
the two countries. These views were supported by statements made by
candidates for the Democratic Party nomination for president in the US'
linking aid to relations between Israel and the Palestinians and demanding
political concessions by Israel in the matter. Israel’s current obvious economic
strength, with higher growth than in the Western world and per capita GDP
nearing $40,000, on the one hand, and the declining importance of aid to the
Israeli economy, on the other, raises questions about the amount of aid and
whether any aid is necessary, given the price that may be paid for it. I will
try to answer these questions by reviewing the advantages and disadvantages
of aid and assessing whether canceling or reducing it will alter the situation.
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Advantages of the Aid to Israel
Defense aid to Israel expresses the uncompromising American commitment
to Israel, which began with the US vote in favor of the UN partition plan
and recognition of the State of Israel and continued with the vast amounts
of economic and defense aid given to Israel (over $142 billion to date), and
its pledge to keeping Israel in the forefront of technology in comparison
with its neighbors (quantitative military edge — QME), as reflected in the
American law stating that arms sales by the United States must not detract
from Israel’s QME over other countries in its region. US support for Israel in
UN votes has been almost unqualified. “Put your money where your mouth
is” is a popular American saying. If both Israel and the US want to ensure
that that support is properly understood in the Middle East, the best proofis
the money that the United States grants to Israel.'® This strong connection
was also reflected in the free trade agreement signed by the two countries
in 1985, and the status of the US as Israel’s biggest trade partner.'” The two
countries’ ties are further anchored in shared strategic goals in the Middle
East and a mutual commitment to democratic values.'®

This commitment is also demonstrated in emergencies. The American
administration has always given Israel support and backing in a crisis.
For example, during the Yom Kippur War in 1973, it flew large quantities
of weapons, munitions, and spare parts to Israel for immediate use from
American army warehouses (the “airlift”). This aid given to Israel in an
emergency, and the potential for such aid in a future war, has an enormous
effect in deterrence and inventory management.'” In the 1991 Gulf War, the
US stationed Patriot missile batteries in Israel, manned by American soldiers,
to protect Israel against missiles fired from Iraq. Today, also, beyond the
various US support and assistance programs, ready-for-action munitions
designated for future American use are stationed in Israel, but can be used
by Israel for its needs in a crisis on little or no notice. Nothing comparable
to this aid is given to other countries; it stems from the above-mentioned
profound commitment.

There are a number of other advantages in addition to this deep connection:

* The economic advantage, which as noted above is declining.

* The technological advantage — the MOU facilitates procurement of

advanced arms and technology on a large scale, on the one hand, and
increases Israel’s access to technology through direct working channels
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to the US Department of Defense and its units responsible for military
aid, on the other.

* Another advantage is direct access to the American defense
establishment, from the US National Security Council to the Department
of Defense and its units and the various branches of the American
armed forces. This advantage generates direct connections and growing
collaborative efforts. The cooperation extends to the Israeli defense
industry, which benefits from these advantages; the development of
anti-missile defense systems (such as Iron Dome and Arrow) is the
result of such cooperation.

Procurement in the United States under the defense aid MOU also has
major advantages for the Israeli defense industry in the form of reciprocal
(offset) procurement® agreed in transactions, and in quite a few cases from
the inclusion in the production of sub-systems for the rest of the world and
various adaptations to Israel’s needs. This brings technology and knowledge
to the local defense industry, and contributes to its development, thereby
enabling it to provide independent maintenance capabilities for systems
used by the IDF.

Another advantage resulting from the recent MOU, which is due to
expire during the period of the current MOU, is the option of converting
approximately one quarter of the aid into shekels for use in procuring Israeli-
developed technology. The most prominent examples here are armored
fighting vehicles (AFVs), the Merkava and the Namer, procurement of which
is based on such conversion. These amounts provided a major stimulus for
the Israeli defense industry, and were used to generate large-scale domestic
demand for the industry. Towards the expiration of the conversion option in
2028, as agreed with the American administration, difficulties are expected
to arise, which pose a great challenge to the local defense industry.

Still another advantage of the aid is that it is earmarked solely for force
build-up and defense procurement. It is therefore protected against being
diverted to other uses, and is not subject to cuts and various and sundry
legal restrictions (such as transfer between years and financing restrictions
based on temporary and other constraints).!

The Americans also see major advantages in the agreement, which appear
to benefit them no less than Israel. First of all, it furthers US interests in
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the Middle East by enabling its closest regional ally to deter enemies and
defend itself against a broad range of threats. Israel faces threats from Iran,
Hezbollah, Syria, ISIS, and other regional enemies, as well as Hamas and
other terrorist organizations in the Gaza Strip. Almost all of the aid offered
by the US is used against these threats. All of these players also threaten
American soldiers, American interests, and other American allies, so that
Israel’s capabilities well serve the interests of the United States, as well as
those of Israel.? This strategic advantage is very powerful at this time, when
the US wants to scale back its presence in the region.?

Furthermore, the relationship resulting from this aid is part of a broader
defense partnership between the United States and Israel, in which the former
enjoys access to the latter’s intelligence service, one of the best in the world;
joint maneuvers with the IDF; access to groundbreaking technologies, such
as Trophy and Iron Dome; direct learning by the Americans from Israel’s
operational experience in operating American weapon systems; and the
lessons learned by Israel from those systems and the improvements that it
makes in them, which create invaluable knowhow.?*

Moreover, the lion’s share of the aid in dollars returns to the United States
economy and supports thousands of jobs in United States defense industries.?
Beyond their direct value, the sale of advanced systems to Israel also enables
the American defense industry to close huge deals with other countries, in
accordance with American policy towards Israel, in which it is committed
to preserving the QME of the systems sold to Israel in comparison with
the rest of the region. In other words, when advanced systems are sold to
Israel, it becomes possible to sell other advanced systems, one level below
them, to countries in the region at market prices.”® These and other countries
regard the IDF as a sophisticated user whose choice constitutes important
sales promotion for American defense companies. The volume of military
transactions expected as a result of the aid agreement contributes directly
to the American defense industry. It definitely supports President Trump’s
America First policy, and is welcomed and supported by the lobby for the
relevant American industries.
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Disadvantages of the Aid to Israel

In addition to the many advantages, over the entire aid period there are a
number of conspicuous disadvantages that warrant addressing, and which
occasionally cast a shadow over the relations between the two countries.

The most prominent disadvantage is the dependence on the United States
that Israel has developed. This dependence runs deep through a very broad
range of issues, from economic dependence, which was very strong in the
1980s and 1990s, then later receded with the termination of economic aid
and the fading economic significance of aid, as highlighted at the beginning
of this article. Note that when aid through loans was discontinued and
replaced exclusively by grants in 1985, the aid amounted to over 10 percent
of Israel’s GDP. The dependence on aid was expressed in the characteristics
of Israel’s military capability, with an absolute preference for American
technology and weaponry in the IDF’s force build-up, and in the ability
of the Israeli defense industry to export arms. Israel is the world’s eighth
largest arms exporter, but its sales are conducted under the watchful eye
of the Americans. A crisis occurred between the two countries when Israel
sold its Phalcon aircraft to China in 2000. The deal was called off following
American pressure and demands for the removal of then-Ministry of Defense
director general Major General (res.) Amos Yaron and the creation of an
oversight mechanism for defense exports. These demands resulted in the
founding of the Israeli Defense Export Controls Agency (DECA).”’

This dependence is discernible now too in the Israeli attitude towards
American concern about ties between Israel and China and Chinese investments
in Israel (mainly in infrastructure), and in the founding of a mechanism for
dealing with foreign investments, which was approved by the cabinet in
late October 2019.%#

Concern about use of aid as a political bargaining chip is another
disadvantage. The demand by some of the current candidates running for the
Democratic nomination for president that this lever be used in the diplomatic
negotiations between Israel and the Palestinians to induce Israel to accept
views against its will in this matter created a stir, despite the tradition in
both parties against using aid as a bargaining chip.? Great efforts were
made in both parties to recruit support for Israel. An internal American
movement emerged following the Yom Kippur War (1973) for the purpose
of fostering bipartisan support in Congress for the relationship with Israel,
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including for United States aid to Israel. In recent years, however, strong
support for Israel has become a more divisive issue. Demographic trends
in the US (young people, people with no religious affiliation, American
Muslims, Hispanics) were among the factors contributing to a change in
the perception of US-Israel relations. It appears that liberal voters in the
US have more critical views of Israel; certainly, American opinions about
the Israeli government are becoming more polarized. In April 2019, the
Pew Research Center published survey results showing that “by nearly
two-to-one (61 percent to 32 percent), Republicans have a favorable view
of Israel’s government. By contrast, two-thirds of Democrats view Israel’s
government unfavorably, while just 26 percent have a favorable opinion.”?
The call in both countries for leaving the issue of aid outside the political
argument between the Democratic and Republican parties is evidence of
the concern about the matter.”!

In May 2019, former acting National Security advisor Major General
(res.) Prof. Jacob Nagel published strategic defense principles of Prime
Minister Netanyahu. In his document, Nagel states, “Netanyahu argues
that Israel’s security rests on four main pillars. The first pillar is military
power, deterrence, early warning, defense, and attack. The second pillar is
economic power, which results from strengthening the private sector, removing
trade and commercial barriers, and the strengthening of global economic
ties. The third pillar is political power, which comes from strong alliances
and deterrence, in order to ensure a free hand for our army to act, and to
undermine the reflexive anti-Israeli majority in international organizations.
Netanyahu describes the final pillar as social and spiritual power, which is
likely to prove a better characteristic than human capital, while taking note
of the flexibility of the Israeli people.”? It can be seen that economic power
and the strengthening of global economic ties play a considerable role in
strategy; indeed, the improvement in the Israeli economy in recent years
is evidence of the importance assigned to this. In view of these goals, the
large-scale aid that Israel receives from the US each year contradicts the
wish to demonstrate Israel’s economic independence. Furthermore, from
a moral standpoint, Israel’s status as the leading recipient of aid, far ahead
of all the poor Third World countries, with their sick and hungry people, is
problematic, to say the least. Even if there is no assurance that US aid not
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granted to Israel will be diverted to other countries, this decision should be
left to taxpayers in the United States.™

Despite the contribution of American aid, it is now no longer essential for
Israel’s survival. If the United States decides to cancel it for some reason,
Israel will be able to live without it. Covering the entire defense budget with
local resources is economically possible, but will obviously cause cutbacks
in other areas.**

Another disadvantage of American aid concerns Israel’s defense industry.
No one disputes the strategic importance to Israel of the defense industry,
which guarantees the ability to provide a technological response to its own
defense needs when an embargo is imposed on it, as occurred following
the Six Day War, or to develop weapons systems such as the Merkava
tank and Iron Dome. These weapons function as a force multiplier for
Israel’s military capability and provide an advantage over the enemy. The
defense industry requires large long-term investments in order to maintain
its technological edge; this is one of the foundations of the defense budget
in Israel. Israel and the United States reached the most acute point in their
defense relations with the cancelation of the Lavi project in 1987, which
led to the breakthrough in their agreement that made it possible to devote a
substantial proportion of the American defense aid budget to procurement
in Israel.?® In the current aid program, the dollar conversion option, which
gave a major boost to demand for the local industry ($815 million a year in
recent years), will be gradually eliminated by 2028, a step that will deal a
blow to the Israeli defense industry. The aid itself grew in nominal terms, but
all of it will be channeled to the American defense industry. This will lower
the domestic demand in Israel and increase its dependence on American
technology, make independent development less worthwhile (because the
procurement budgets will be in the US), and reduce the ability to adopt the
procured arms to IDF needs and adjustments, including radar and electronic
warfare systems critical for the quality of use of weapons systems. The
result will be a decline in the IDF’s independent maintenance capability.*
A side effect of the transfer of procurement and the diminished viability of
independent development concerns various categories of employees with
specialized knowledge, engineers, and highly skilled technology personnel;
there is concern that the drop in demand may induce them to emigrate. In
addition, the above-mentioned question of the volume of sales of advanced
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arms to countries in the region, which is liable to cause a palpable change
in the regional balance of power, should be taken into account.

Another disadvantage of the aid is the economic problems that it causes.
The aid is designated exclusively for defense procurement in the United
States, and is protected against changes in the Israeli budget. The degree
of uncertainty in it is therefore far less than in the shekel budget. The result
is that the defense establishment assigns a lower internal value to the aid
budget, which encourages its use even when this is not worthwhile. The
consequence of non-optimal use is procurement of goods and services that
gives rise to questions among those in the Ministry of Defense responsible
for managing the aid budget. As a result, we often see various restrictions in
American policy on the use of the aid budget (such as a ban on purchasing
food with this budget, restrictions of its use in construction, and recent
restrictions on the purchase of fuel).

In conclusion, if we look at the advantages, we see that most, if not all,
of them result from the special relationship with the US, not from the aid
and its size (except for the economic advantage, which has already greatly
diminished in recent years).>” A number of the above-mentioned disadvantages
of the aid, on the other hand, will be avoided or substantially alleviated if
military aid is canceled or reduced. These include the great dependence
generated by the aid and the threat of its use as a political bargaining chip.
As noted, Israel’s economic situation in recent years has been very good,
and even if the United States decides to terminate its aid, Israel is likely to
survive without it. Israel should keep this insight in mind if such a situation
materializes, and it should be reiterated that the US benefits from the aid
no less than Israel.

In the overall cost-benefit balance, it appears that most of the benefit in
Israel-United States relations can be obtained without dependence on the
amount or existence of the aid MOU. The disadvantages of the MOU, on
the other hand, will mostly fade away if the agreement is canceled.

The US benefits from the agreement no less than Israel. As long as the
administration does not misuse the aid, there is no reason not to continue
it. At the same time, if the aid is misused, Israel should not hesitate forgo
it, or at least to request less of'it, in order to prevent it from being misused.
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