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On January 30 1984,3the Commlssion recexved .3 request from the United

ystates Irade Representatlve (USTR}.,at the dlrection of the President, to

:;investigate and provide advice as to the\probable economic effects on domestic

“indostries and on consumers of providing doty -free treatment for imports from

":Israel ;/]i:he USIR,indicated the request stemmed from a recent agreement

- between the Ptesident and tﬁe Prxme Hinister of Israel that the Governments of

otheir respective countries would enter into negotiatlons with a view to the

'establxshment,o; a free trade area between the United States and Isreel, 2/

The ?res:dent has ' requested Commxssxon advice to assist in meking a judgment

mpactiof such a free trade area. on the U S. economy.

the‘Commxssxon initiated investipation

In response to the USIR request'

19;4 The study provides the requested advice on a

332;180

'n ?ebruary 8

broad sector bas1s and for each commodxty area or domestlc industry the

:La puolic hearlng,astaff contact thh U S produc1ng and trading interests,

'previoos Government and academ;c r't:uci:.es, trade literature, and U.S5. and

1/ The USTR request and Commission publxo notice related to this

.investigation are contained in app. A. e
2/ Actusl negotlations on the proposed free traoe agreement began on

":an. 17, 1984, -




»Uﬁiﬁed ﬁatiéﬁﬁ ﬁfadﬁiaata."fTﬁé‘ﬁ'S. Internationai Trade Conmission’'s Trade

Honltoring Information Support System (THISS) prov1ded an appropriate basls

for the analysxs of imports frem Israel 51nce it permitted the ready

comparison of 1mport 1evels with U S consumpticn levels in approximately 650
different commodity/lndustry areas. 1/ Appendix B contains the basic

backgrcund informatxcn on each of the 650 commodltyfindustry areas, including

. the 1evel of imyorts from Israel in each area;}' -

A public hearlng in connection wi?h the investxgation was held in the

 -Commiss1on Hearzng Rocm, 701 E Street Nw Uashxngton. D.C. 20436,

[on Aprll 10 11 1984 2f,rAll 1nterested parties were afforded an opportunity

,to appear by counsel or 1n person, to produce ev1dence. and to be heard.

Ttanscripts of the hearxng and copies of briefs subm1tted by interested

parties in connectxon thh the 1nvestxg tion re'attached

1/ The TMISS consists of & comprehensive and standardized data base designed
~to provide.the Commission with the basic data required in its anslytical and
‘monitoring responsibilities and to serve as a starting point for more detsiled
trade analysis.’ The basic componert of the system is the tailor made trade
tables, which consist of computer- generated 1mport/export tables for key
commodxty areas or aggregations. .
, “The tailor made trade tables serve as the veh1c1e for a Commission
trade-monitorxng or early-warning system, whlch,can alert the Commission to
. shifts in trade patterns and focus on areas for further Commission study. The
teilor made trade tables are asutomaticelly tested quarterly and annually by
computer agalnst preuetermzned'cr;terzafor Mgates" 6351gned to detect aberrant
trade behavxcr.,¢‘ ~ i R
. The THMISS, constructed in. 1°80 currently has & complete data base for
1978 82. i Trade czta are available for 1983, but U.S. consumption data cannot
currently be estlmated with a ressonsble degree of accuracy beyond 1982 due to
the erratic behavior of commodity markets during 1983 and the lack of 1983
production cata at a detailed commodity/industry level at this time.
2/ A listing of the witnesses appearlng at the Commission hearing is
contalned 1n app. C. '
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EXECUTIVE summ‘{

a countty of ,4 million people. had a gross natlonal product of

‘B S f“‘approximately 322 billion in 1982~-equiva1ent to roughly 0.7 percent of the

A U s. output VIhe cgricultural and indus*r;al sectors together accounted for

rou;hly 21)percent o~ Israel’s output wlth agriculture con*ribut1ng slightly

°'over one- fifth of this amount ?Israel’s 1ndustrial sectcr is widely

diveraified however majcr concentrations of output are found in food

uigﬂ'pnocesslng 'textiles and appurel chemical "y metal products, electrorics, end

diemonds Since the 1970 B,y there h“s been P gradual struc bural shift from

fﬁhekmore‘basic, 1abor intensive 1ndnstries such as food proccsszng and

inﬁo:higherfteChnology’?roductsfsﬂthias electronics, computers,

and mllitary equipmen The high

f'telecommunications. pharmaceuticals,w

f;educatlonal level cf Israel's papulatlan and the availabillty of capital for

) develepment of hlgh technology 1ndustrv are genetally belicved to give it a

”greater“comparntxve advantage in world marke»qlfor these advanced products

they were nonetheless high

f those 1n the Un1ted States 1n71982

SO

Isrnel imports a lerge part of

1ts fuel machlnexy, andﬁraw m&terials fcr ptocess1ng Isruel's merchandise

trade balance is consxstently nevat1ve. having exceedad $3 billion annuelly
anVer 1979 82 T%e pressure for fcte1gn exchange has made exports a necessity

* and helps explain the Government emphasis on a structural shift in industry

' CONPIDENTIAL




to the high-technology products}iq;;ﬁicﬁ:icracl can compate mcce éuccessfclly

in world markets, 1/ | ; i ‘ . | |
The major findings of the study regardxng Israel export trade and the

probable impact on U.S. producers:of a Unzted States—Israel free trade area

follow:

o Total Israel exportf to thp world rose from 34 6 billion in 19?9 to
$5.3 billion in 1982,'0? by 15 percent.‘ 2/ ?7:~“f§ C

Israel exports are concentrated xn the mxncrals and metals sector:

primarily cut dxamcnds, (35 percent of exports) fcllowed by the chemxcals

sector (18 percent), machlnery and equzpment (;6ipercent) agr1culture (151fS

percent), textxles and apparelf(9 percent). mxlcellaneous manufactures (7

percent), and forest products (1 percent)‘~ In recent years the most;: -

significant growth in exports on a sector basxs has been scen 1n the machinery

and equipment sector which 1ncludes Iérael expcrts such as axrcraft,

electrical artxcles. ccmputers, telecommunxcatxons apparatus.‘and offxca

machines. Agricultural exports as.a shara?ofutccal exports are on a downward
trend. :

Trade does not exist becéeen Israel cnd cts;1mmedxate 1e15hbcrs bccause
of its gecpolmtacal sxtuatxon.; Instead Israel has found 1ts na;or export ‘

marxets in the European Communzty (EC} and the Un;ted States. ~Israel’s .

1/ Isreel's Government assistance efforts and the existing export subsidies
of concern to the United States 1n the ftee trade area negotxations are ‘

briefly discussed in app. D. S
2/ App. E contains detailed 1nformat10n on Israel s exports on a two dxgxt

SITC basis and to specific ccuntries.

IR




largest market, the EC, accounted(for 33 percent of Israel's expcrts in 1982.

Despite a free-trade acea agreement with the EC in 19?5 providxng for the
elimination of dutles on industrial'products and a lowerlng of dut1es on most

agricultural products, the portxon of Israel’s exports 5oing to the EC has

'Israel's second 1argest

declined sxnce 1975, when it amoun.ed to 391percent“”

and growing market. the,United Stctes, accounted for 22 percent of Israel'

exports in 1982, up from 167pefcénﬁ'in 1975, f’Ihe dcclxne 1n the EC market

share and concurrent rise in the U S' market share have been generally

sttributed to a vac1ety of factors such as the strength of the U s. dollar

against European‘cur:encies, 3,:# tecceco om;c;;gcovery 1n the Unlted States}

restrictive EC trcdciéclicies:cn nontaciff~issues, and<the 1nfluence of the

U.S. Generalized System of Preferences (GSP) program.‘ Other 1mpo:tant exportlck

markets for Israel include Japan, Hong Kong; Swltzerland the Repnblic of*k

South Africa, and Australxa.

o Israel's exports to the United States were valued st $1.25 billicn‘in7k  5
1983, having risen at an annusl rate of approx1mately 13 percent =
from & level of $0 75 blllion in 1979 (table 1) : .

U.s. imports from Israel have 1ncreased despzte Israel’" 1ndustr1al

product price inflation which exceeded~100'percent pet,year since 19?9.’ A’Q;

roughly comparable devaluatxon of the Israel shekel has kept the unxt value of

Israsl’'s exports in U.S. dollars relatxvely level over the pcrlod.i Overall

however, imports from Israel accounted forkless than 0 5 percent of total U s. 'any
imports from a8ll sources thtoughout the per;cd Israel ranked 34th in 1983 in
terms of U.S. import suppllers. As snown 1n‘table 1, ‘the manerals and metals

sector, primearily diamonds, accounted for the hxghest level of 1mports in 1983 ;'”

(44 p“rcent), followed by the machxnery and equ1pment[sector (19 percent),




Table 1.--U.S. shipmanis, Imporls for consumplion, sxports of domestlc marchandise, and

apparent consumption, by specified soctors, 1979.1)
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miscellaneous manufactures (16 percent), chemicals (11 perceut}, agricultu*e
{4 percent), and textiles and apparel (2 percent) Because of rlslng 1mports;

of jewelry, the largest relative 1nc:ease”on a sector basis in recent'yéars

has been in the miscellaneous manufactures sector xagor cowcentrations of

{mports in 1983'wete~iﬁfl§dlvid§3f P

fertillzers.

jewelry, X-ray apparatus and parts. ‘airplanes and parts. .

telephcnic apparatus, elec?romedical:apparatus. office machlnes, pneumat1c

tires, and processed tomatoes

o During 1933, epproximately 95 percent of imports from Israel’
entered the United States free uf duty under ejther the GSP or 7

mest-favored- natxon column 1 rate of free (table 2)

agricultural, textiles, and'aﬁpérelzpfbduété?su#hias tbhétb'proddétél

During 1983, duties collected on imports from Israel amounted tc approximately, 

$lO mlllion. As a group, the dutiable imports grew‘more slowly over the

per1od than the duty- free imports, byf39 and - 68 percént respectively,'over

the period .The proposed Unxted States-Israel free trade area could

potentially affect both dutlable and GSP 1mparts-—the dutlable 1mports becauseiﬂf

of the elﬂmznatzon of dutxes and the Go? 1mports due to thn ellmxnatxon of

ompetxtxve—nepd limits on free 1mports and . the temporary nature of the GSP

o Imports from Israel represented less than 0.1 percent of U.S. , ;
consumption over the period, acccuntlng for no _more than 0.2 percent
in any maior sector <tab1e l) o . e o

Individuel product arees where 1mports from Israel are & more sxgnificantg'i'“

‘suChias cut'diamond;‘(ZB percept oft*'”

part of U.S. consumption include'product

U.S. consumption in 1982), cut emerald 4 percent) é?ecibds'methl jewelry
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United Xtates-Iscae) frea-trade agresment, by specified sectors

Share of U.3. lmparts from

and chemlcals:

b

1 3 3 3 H
1. .8, . — R Commodlity groups 1llxel
: llﬁo:t! : lngoitl : Xlrtul qturlg;zle ; Major lmport-ltems from Isrsel f to wxperlence li;nlf!c{nt
Sector : ta : trom : Duty-free : Duty-free : Dutlnblnrz"tnd thare of sector lmports : sivarse oflects from
+ Iscasl : Isceel N::;f : under o under » trom lacael, 1979-43 ; propossd Unlted Etates-
y . . : col. 1 . €ol. 1 | S P ? larasl free-trade sgreeas
3 .....ni 1lion 4ollsrg—--- ¢ T o s 1
3 H 3 i s
igrlicultursal products: H : H H H . B
1979 H 320 : 26 ¢ : Processsd tomatows (4Al%) : Certaln dehy. vegetables.
1980 3 300 ¢ 2% 3 : Blscults (6%) : Procssasd tomatces,
1981 - 343 ¢ 35 : Dried vegstablen (4%) : Processud olives.
T 1982w H H H t Licorlce extract (4%) 3 Clirus fruit julces,
© .7 1983 % H H 3 Candy {4%) : Fraesh cut roses.
. Forest products: . H : : K B . . :
1979~ -t ki : “t Wiscellaneous books (61%) - MNona.
11980 : : : “t Postsge stamps {11%) i
. ; 1981- : H H r Risc. wood articles {6%) :
Cs o 1982 H : ;. T Bockal cards (4%) S .
3 ; - 1981 H : H Y TR :
Textlles, apparsl, snd footwsar: H H : EP - . ) :
1979 B i s 't Wesring appare) (ABY) : None.
H H H H I
e s 1 ! -
[ e 1. 1 H
H R ]
] + 3
i

‘Mon benzenuld org. chem
"Rudber and plastlc prod.. (7%) 7.0
Bynthetle org.

L£ut smaralds (3%)

i Aleplanss end parts (16%)
“t:Telsphons spparatus {14%):
‘0ffice machines (7%} .. ©
SClvll slrecsaft parks {A%):

Home Furnlahlegs (24%)
Hanmade~fiber yarna {9%)

ctillzars: (A9%) 74
Pasumatlic tires (11%)~

pestlicldes (7%}

Cut’ dlamonds (86%)

.Certaln bromlne

. compounds .




(3'percent), X-ray apparatus (3 percent), water heatér:ufz’percent). and

“ollves (2 pgrcent)

‘Duty-free traatment for U.S. imports from Israsl is not expected to
have & significant adverse effect at the agprerate level for any of
“the major sectors examined; however, at the less aggregated
ccommodity level, gigniflicant adverse effects are likely in seven

different areas, as indicated in the following summaries of probablae
'effects. by sectors (table 2). X ol

Agticultural.

'animal, and vegetable products secter.——During 1979-83

mports.from Isrnel increased from $26 million to $50 million. The ratio

R % App}~F contains an explenation of the probable economic effects codes
used in the Secﬁor‘writeups,appearing:in the mein body of the report.




Considering- the current and potential ptoduction of Israel, current

‘1evels of exports to the United Ststes and other markets, the amourt of duty

V7fireduction; the potential fcr transshipment of third-country agricultural

roducts through Israel tand the comgetitiveness of the U.S., industry,

7':tduty free tteatment for all imports from Israel is expected to result in &

- nignificant adverse impact on U S ,producers of dehydrated vegetables,

'progessed,tomatoes. processed olives. :itrus fruit Julces, and fresh cut roses.

"During 1979 83 U S imports from Israel

Forest products sector

décreased,fromw$8 m. 1lion to 5 mxllion"the ratio of such imports to total

'imports in- the sector remained ‘at: approximately 0 1 percent

The major concent:ations.of imports- from Israel in this sector occurred

in m1sce11aneous books (61 percent of sector imports from Israel in 1983},

;Con51det1n5'the current and potential production of Israel and the
’fcompetltzveness of the U S. industcy, duty free treatment for all imports from
Israel is not expected_to result in a signifzcant adverse impact on U.S,

producers in this sector.



°

Iégtilés,

““and footwear sectoé;~;ﬁ}s; impprts from Israel, after

'declining from 326 million'in 1979 to 318 mi11icn in 1980, increased annually

to $24 million in 1983._ The ratlo of such imports to total U.S. imports in

‘the aector averaged less than 0 2 pe:cent during 19?9 83.

SR

'Ihe‘major concentrations of importsyfrom Israel in this sector occurred

in weating apparel (48 pcrcent of secto: impa:ts from Israel in 1983),

especially women skswimwear, pantyhose, and other knit apparel; textile home

fu nishings (24 percent), mostly'toweIS"and,mnnmade~fiber yarng (9 percent).

During 1983 approximately 11 percent of 111 sector imports from Israel

entered the United States underitarifffitema wh1ch were either eligible for

r‘had 2 most— favored»na ion duty rate of free, they consisted

primarily of CSP—eliglblerfur~appatel;and~coated fabrics.

Imports from Is*ael accounted for les ﬁhia'o.os percent of apparent U.3.

‘consumptxon-ln the sector durlng 19?9 83' 'thg most significant areas of

swimwear

.:and‘infants'

Chemlcalsj‘coal pe roleuml natural zas,

and related products

3sector rose from 0 l to O 2 percent du:1ng the period.




from<Isf£el’in this sector occurred

in fertilizers (49 percent of sector,imports from Israel in 1983), pneumatic

tires (11 percent),'mxscellaneous nonbehzenoid organlc compounds (7 percent),

fabricated rubber and plaftxcs’pfoducts (7“percent), end synthetic organic

est&cides (7‘percent) During 1983

approximately 96 percent of all chemical

iimports from I#rael‘cntcred theﬁUnited States under tariff items which were

percent f'U S ' drugs

consumption in 1982},

current

Considerxﬁg”the;current and,pétén&ial,ptoductjthOE Israel,

“increased from $378 millionvt '$551 million The ratio ofAsuch‘imports to

the sebtopffbééiffbﬁ 1,preféeﬁt”ih 1979 to 1.9 percent

Ihe,mijor'tontentrétib&

'f;impo”t ’frbmfIsrael in this sector cccurred

?,’1n cut dxamonds (86 percent of»sector 1mports from Israel in 1883), cut

emeralds {3 percent).?cuttxng tools (l percent). and aluminum bars, plates,

'sheet and sttxp (1 percent) Durlng 1983 approxlmately 9 percent of sll




¢t red the United States under tariff

1tems which were either eligible for the’ GSP or had i most favored-nation duty

rate of free.
-Impo:#$'froqklsrgél>#qdéu ted for approxxmately 0.2 percent of apperent

‘Ihe most signiflcant areas of market

pénetration by Isfaéinﬁnclude‘cut_diamonds {23 percent of u.s, consumption in

1982) “end cut emeralds (4 percent)

Considering"théxcurrent

“and potent{alfpfodﬁCtioh'cf Israsel, current

evels of exports to fhe;Unitedysédtesknﬁdﬂbtﬁer.ﬁarkets, the amount of duty

uring:1979%8§; U:S;“im§orts from Israel

“éhineQ (? percent), éivil aircraft

nation duty rate of free.

'the GSP cr had a most favcred—

Imports‘ftom Xsrael accounted for 1ess than 0.1 percent of apparent U.S.

"consumptxonrln the sector‘> Ihe most sxgnifzcant areas of market penetration

by Tsrael include water heaters (2 pe ent of U S consumption in 1982) and

fxxed resxstors_(l percent)




,onsid;rihgvtha current and'potentiulbproductich of'Israel. current

levels of exports to. the United St&tes and othe: markets, the amount of duty

1ndustry. duty-free treatment

reduction; and the competitiveness of the U S

for'all»imports from Israel is not expected to result in a significant sdverse

1mpact on U S preducers,in tﬁis sector

HiscellaneousAmanufactures aector —During 1979 83. U.S, imports from

srael increaséd from 385 million to $205 mlllion. and the ratio of such

'imports\in theisector increased from 0.8 to 1.3 percent.

mport to total U s

The major concentrations ofcimports,froh Israel'in this sector occurred

‘reduction, ’industry, duty-free treatment

and the competitiveness of thevU;S

v'lfor all imports from Israel is expected to re‘ult in a significant adverse

5:;1mpactAdn1y on U.S, prcducers’of precidus_metal chain.




‘significant potential for the transshipment of third country
goods through Israel to the United States to avoid U.S8, duties,
“with resultant adverse effects on U.S. industry, iz seen in

only one - industrv area.‘

Duting the course of the investigation, a frequently mentxoned concern of

,domestic interests was the possibility that 5oods originating in third

kcountries would benefit fromkthefagreement,°to the detriment of U.S. industry,

by being tr&nsshipped through Israel to tne United States with only limited

Ihe Commission. operating under

processing ‘actually takingiplaCe;in'Israel;

v v

the assumption that the proposed agreement would incofporate rules of origin

“or Caribbean Basin Economic Recovery Azt,

where thiS‘particular practice would 11ke1y

-cltrus frui; juices.




Durmg 1979 83 the ‘valu'e'o




