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The above figures do not include government purchases of supplies
/

l
and equipment.

As can readily be seen, tile economy is depending increasingly en

imports. Durifig 1970, for example, imported canned fish accounted for

13.7% of .Hicronesia's imported food bill; rice and sugar, both items

which could be produced in the Trust TerritolT, accounted for 20.h%

and 8.3% respectively, of the total food imports. These three items

. required hard currency in the remount of $2.9 million to purchase h2.h_

of all imported food which.could be grown or caught easily in Micronesia.

" Beverage imports accounted for another $_0 million representing 36.5%
i" -

I of total food and beverage imports (milk, soft drinks, beer, etc.).The total value of imported goods (not including services) by the

. . . private sector in 1970 was $21,0 million of which about half " "

il • •

• ($9.1 million) consisted of items of necessity, i.e., petroleum, oil

and lubricants, building materials, boat parts, machiner-i and miscel-

laneous items (all other).

These goods were purchased largely as a result of the total Tr_'g'6..........

I! Territo jCover . entpayroll" hichin1971  illion
L):" $1"3.3 r.._illionwas paid to approxir_ately 6,h00 ,'licronesi_m Govermnent

employSen andthe remaining $7.3 million paid to 257 U.S. Civil Sel-vice

il ":_.........[=--......ar_d_hl6:-cont_act emoloyees. '#nile no information is presenti_" available

as to the total nut,bet of :Iicro_esians employed in the private scc';or,

nor of total :'ages paid, it has been estimated that aooroximate)y 6,000

to 7,000 people (both Micronesians and non-Hicronesi_ns) "_'ereon private

payrolls in FY 197.0 earning wages totaling approximately .:_6.8million.
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_i_" In terms of average• imports per _,[icronesiaa employee, the follow"

•._: " ing table indicates the expenditures on selected orivate sector

,, imports:
i

_i: TABLE 2

):_i: TOTAL ;d,q[UALII._ORT EXPENDi_jRES - FY 1970

'i,. " .Average Imports (i)
.':_ per Micronesian Average Impo:

_ Total Import Wage Earner Per Capita

:_(i_ Item Value (Dollars) (_.oorox. Dollars) (Dollars)

_: Food 6,987,786 562 68

",i--:. P.O.L. 3,214,388 258 31

' Tobacco 937,691 75 9
'!" [

:" - Clqthing-Textiles . 1,550,651 124 15 •

i.._ii,I: '• I [ l i " Bui 1 _ _ g Materials 2,312,256 186 23
"" i": Boat Parts 321,679 26 3 '
_, --_ •.

_achinery . • I, 582,696 127 15

,. Alcohol " 1,066,788 86 I0

:"_.- Milk and Other Bey. 1,263,2hi 102 12

_', Mist ....Impor,ts I,.683,.Ih2 135 '16

.... )

• TOTAL 20,920,318 ""

205
°

=

(i). Based on 12,436 em_!oyees of which 3,045 are in the Marianas.
.;.."_ (2) Based on population of 102,250,

°,
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The a_ove figures are a bit misleading becaus e not all items e_re
:L"

_ co:_.umed ex-clusiveS_f _r :,iicronesians, nor do the figures indicate

Truz_.Terri[tory Goverr_ent imoorts required to provide the necessary

il;: go_nment_.l services for area residents, i.e., fuel for electric

:_. . gern_ators,, radea" sets for ships, etc. Also, even though the government

_{ " doe_ impor_ goods duty free (and thus not shown in the totals) it does

_- • pur4hase g:_ods on the local market; for example, boat parts, machinery,

"" etc._ with the result that the per capita consumption figures may be

i: a l_dZle h_gh. However, in the absence of more reliable data, the

}-.

_:- abo_. figures will have to suffice as estimates.
,:_!-

:,,_ With the except_0n of trade goods valued at $1.7 million(1)purcha ed

_i by _e' population lozated on the outer islands, most of the imported

::'_:-:. goo_s, are purchased in the district centers for some 36-,I_43(2) :4icronesfan:

_,/ i" /_ " plu_ _,700 mon-_4icrcnesians (3) . Thus, it might be said that aooroximate!y

: " $19,2'million of privately imported goods are purchased for some 42,713

":'. , .

people: and _hen sold. represent an average annual per capita expenditm'e

of _5_) per person. Unfortunately, the available statistics do not

perm_ allomating the above constumption expenditure on a district basis

othe;- than by simple multiplication of the dollar figure by the distrlct

:.•?.i "

cent_ Hieronesis.n population. Table 3 depicts this calctulation.

:_. (I) Earnings on copra production on outer islez_ds. _I!0 per

ton Z 15,600 tons = $1.7 million.

(2) Ebeye - KwaJalein population included = 4,500.

• _ Estimated to .inc.lude 1,021 alien .work.ers.plus 5_50 non,-

_4_cr_an gove_men_ wo_-kers x average 3 peoo!e per _am_ly = [1,713.-li

'_-" 4
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>-_ Exports ....

• I

i;i.!_" '. .... The greater _.[icrone_ia's export earnings, the smaller will be

i:_i_ its dependence on external grants-in-aid to purchase imports for

ii !ji-
..... cons umpt ion.
_.t,.

_i! A review of the chart on page h of the Statistical Atlas will

reveal that %he imbalances in imports versus exports for each district

•_ varies cons iderably. "

In the opinion of Professor Elbert V. Bo';den,

"The standards of living and levels of services _,ohich have

. _already been obtained, represent only a hali_ay position in ad2.

vaneing to_rard the consumption levels _,,hich thc youthful and

:!_ educated political and business leaders of Micronesia have come

_ to k_ow and understand. They plan to continue to seek more

improvement and involvement of more of their people in the

modern, money economy. But the opportunities for development

_.:i . are 'hOg encouraging. ..

[iii "There are a number of specifiC, local possibilities for

,_ economic development. Almost all of these possibilities involve

ii_: " the inflo_ of outside capital. Some offer opportunities for

promising enough to offer economic viability to Micronesia over

(,!'_ the next tvo decades.

•" "After all the alternatives are surveyed, it beco_e'_ c!e_a"

that there is.no way that the local economy can become sufi'icientl;;

. ".productive to _s_pport _the levels of consuz_ptioa, infrastructure,

• °



ii!i regarding land ownership and private capital restrictions,

existing living ste_dards and st._udards of public services con-
% '

-_:: not be maintained....•certainly not expanded to meet the gro'_ing
-j

" needs .....without continued grants froth outside.

," "With the living standards which Micronesians now kno'; 8rod

. require, economic viability for Micronesia is not possible in

_' the foreseeable future. The United States has introducedand-

:_i__ is teaching U.S. standards and values, and is moving toward

_ -establishing U.S. wa_e scales and other characteristics of the

(_L. U.S. economy. The only realistic alternative to the shock of

{ serious and painful depression in Micronesia is to continue the
%

:_ flow of unilaterfal transfers to support the government zer'rices,

_" the labor force, and the economy.
i.

"The history of external economic controls and supports in
![

:_" I,licronesia throughout the p_st several decades and especially

_:, vithin the past few years, has resulted in the development of

a.unique kind of economically dependent society. Levels of con-

sumption and services have been pemitted to escape from the

: usu_l restraining influence of basic uroduetivit Z. %_ne old _avs
_i_. - -

;_ of getting along on ".'hatnature provides are a thing of the past ;

°

il "i
i) ( .

:_, ! .-'"

.., . .
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,i , yet the productivity necessary to support the new wa_vs has

•-_ , not yet been developed. It will not be developed in the fore-

?':_ seeable future."(!) " ."

'!i:i: The sector _ualysis on pace i7 discusses Micronesia's potential

export earnings and its ability, to undertake an import substitution

program.

if: .......
;.:t;., . '

"i5 .

I!_i -. " .. . .

i

_[ , 2 " .' •

i-.. !

i!i"

,_;

,_ (I) Source: ._.eTheory and ?raetice of Economic Develo_,.ent .
-:_ Planning in the Scattered Trooic_.l Is,lands of Micron " "ella by Elbe_,_

V. Bowden, Auxin/st27, .1969

i: Oa45!
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::_i_ " LABOR FORCE :

"" "Micronesia's labor force is defined as that _art of the

population betQeen tile ages of 15 through 64 living in co_aercial

ii, and acLministrative centers, excluding students and a percentage

iii::$,,. of women. Using this definition, there were only 15,800 Micro-

:_!: ' ' ': nesians available for the labor force in 1969. Because of

' Micr0nesia's •geographic dispersion, cultural traits and the 5_uth
•: _:.

-_ of its population, only about one-half of its inhabitants fall into

.:-: :
:'_"." . .. the labor force because of age. After students, a small, percentage .
{,-

:ii_ " -. of handicapped, disabled or migrants and a larger percentage of
_: :"

,,}7"

:K. women are deducted, only 31,200 remain. Of these, approximately
-i

i::'iL" , one-half live on the outer islands in the subsistence economy and

._: are considered a secondary labor force. _nere was in 1969 an esti-

"._,:: . \ " . mated i_ediate full-time labor force of aoproximately 15,800
..... ° . '\ /"

:.4'-._,.... ' _'. individuals,9,700 or 60% male. By 1976, the saJne process leaves us

•i:, ' with a potential labor force of 35,000; 20,700 in the district

:ii::ii['". ; centers said an additione-] secondary force of lh,400 in the outer

islands. ,,(i)

.. Approximately 1,166 a.liens entered the Trust Territory during

t / FY 19_9; 1,021 in FY 1970 aud ].,332 in FY 1971. ('_is does not include

.... Trust Territory Government employees, Peace Corps vo]tmteers and other

: ' / _ - [
U.S. Government employees.) _ne majority were s_.ll].e]eonstrueticn

workers. A breakdovn follows of__ien labor entries.

(1) Source: Ineome-E_,_pl.oy_eat in .Micrones i-:,-. Juuc 1,3_ !970._;: ( ,

J'; .
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i:i.:_ : WAGES _ _ - .... :...... ':: '" ...,,;:,_. ...................

ti.-. / Total wages earned by Trust Territory Government employees

!":_ ". "_" "
ilil. present at least 75%, if not more,, of the total wages earned in

!i_ Micronesia, th.e remaining wages being earned by individuals in the

:-_].. i private sector.

i_!i"" _

_..._-.:_ "The..wages paid to indigenous govertuaent employees ,

i )' although sorae';hatbelow the wages paid to U.S. and other

expatriate employees, are very high as compared with wage

levels throughout the Far East and most of the world. The
• . , . " .

• . annual wage for labor, clerical, protective and domestic

_i_; _ employees of the Trust Territory Government rancses from _1,300 ......•

to $2,700. For senior, professional and executive employees,

" • .. the wage range is from $3,800 to $20,000. Most of the Govern- •
• (li

i!i • ment's 6,h00, Micronesian employees are in the $2,000 to $3,000I_,- ,": , .

,il_ - i. _
:_. Z'/I wage. bracket. These amounts are high by Asian standards,, bu%

:-':_ are low when these wage •earners are living by. American st._ndards.
. ° .

: '_irtually. the only kinds of economic activities which can

:,i)

,!!!.. ,. compet e for local labor, given the government scale, are businesses

- . :_hieh serve the recipients of these relatively high wages. T%le

:.... trade and service enterprises and a re'; businesses producin G agri-

' cultural and fisheries products for local sale can enjoy" prices

• high enough to support wages comparable to the Governr,_ent scale.

:L i

iiii" " "!!" " (1) This figure is based on a ].970 anal:,sis ..... the current

p_.-_,.plsm,when implemented will increase this aveltage substzntiolly.



+_ • . °. • • _ .

-!_.' ._- ' _ -"There'is no realistic plan which could result in sufficient
v-i. /

;:_]i!. 'I_ productivity development in Micronesia to support desired stmudards

)!;i; any time during this century. Throuzh careful planning, proper

!_i.. direction, and ef[[_6T-gnt,a_v_ii_istration, economic viability may

_- be developed in ""..... •,icronesia over the very long range. But for
[,. ..

i)- '. the next two or three decades, • the state of. the Micronesian economy

' will be determined more by the size end pattern of the unilateral

!_:_ - inflow o£ dollars and goods than by any other •factor or group of"

• " factors."

Z

.-{ •
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i- EXISTING REV_UES '

i_i_.:' ,... The combined revenues of the Trust _erritory Administration .

i]: (grants from the U.S. Congress) total approximately $59.7 million.

l:jJ-- . Other U.S. Gove_mmen|:. funS.ing, i.e., ";age payment of the KwaJalein
I

ll military facility, the U.S. Coast• Guard, Post Office, OEO, to6e,.her - "
I!' with Micronesian gover,_uent revenues add an additional $14 million

_._. for a total of about $74 million.

< The graph entitled "1971 Trust Territory Government Allocations

..... for the Total Budget of $59.7 Million," depicts almost half the

:._:<_'_'. governmentb_ being spent on w_es and salaries, -\

13_ Trust Territory Administration grants have increased from

_.i:i_ . $6..5 niillfon in FY 1962 to a FY 1971 level of $59.7 million (1) for
':_

a per capita grant-in-aid of $600. This is much more than the Federal

_:. ' * Goverrument is spending per capita for serv]'.cesfor people in the

'_:._ United States. i
v

<: , -At the present time, 85% to 90% of the Trust Territory economic
f

ii- base is appropriated by the U.S, Congress. Wesley H. Hil!endahl,

_Vice'President of 'Be_ukof Hawaii, states, "that the private oroduetive

capital structure of the %Tust Territol7 econor_-_

"._ quential."
...... - .°

_L

<"> " i"
jm_b_

('I) During this nerlo4, per caoita annual ex-_enditures for

ii_i_ h_._th_deducation_lone_a_e_ncreas__dfro_$1_i_1962_o<"_09
_ 'in 'I'970.

.... ' !3 ""
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"_' TAX _VEr,uJE,S
j:i,

::_... ,A very rou.gh estimate of tax collection has been calculated

on the assumption that A(Lministration funding is to be continued

_!i;,:'i, at present levels for the next five .years and that such funding,

":!_" i.e., infrastructure, EDLF 16runs,etc., will enhance and promote

': ' ' the growth and development of the private sector as anticipated

< in the section entitled, •"Sector Analysis " Under no circum-

ii:J'i'. : . the "Estimated Congresa of Micronesia Revenues" shown on the
..:Y<,.- .

.,:.;_:'_: graph could be anticipated under any other form of government

....... s cture.
"14 "• " ' . " - ,

.:_: Tax Revenues, Problems in Estimating

....• " A% this time, it is impossible to estimate tote_ltax revenue .
L"

i._ '_ based on an economy other than that presently existing. A fi_tre

• ' //_ for total revenue cemnot even be guessed.,...to do so in view of

;'_ ' " "" the importance of the im_.dnentdiscussions relative to a possible
,[ •

.... dLfferent future political status would be to mislead _nd mis--

. inform representatives of both governments with serious consequences.

?.{

. ° .

.., °

•._}.

: }:
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:" " II FOREIG:; EXC}_NGE DE_;ELOP_._I_TPOT_'_TIAL

._ ( SECTOR AI;ALYSIS

.h "

:" Tourism

:)iii Under the assumotion that the existing level of U.S Government

_:4r budget supoort can be maint_incd, i.e., $60 million, the fo].lo_ing;_,.

":"- . development potential exists. %q%e most i_nediate opp0rt_mities for

,i. economic expansion, for creating ne'_ employment opportunities, income

and skills can be found in the tourist industry.

! In FY 1971, about 32,000 visitors entered the Te1"ritory. l_I

;i - 1975, if accommodations, labor force and transpor'tation facilities

i will allow ..... 82,000 travelers "_ill visit :-lieronesia; by 19g0, the
./

:} number could reach 2_0,000, facilities permitting, Direct income

/ from tourist expenditures alone could be between $18 to $20 million

i not considering the multiplier effect C_'_

; • About 2,.300 hotel rooms have been planned to aceor0mod_.te the
J

" influx of visitors. This rill require an additionzl " "_" ,_" lnves _..:eL._ Of

/

g $30 tO $55 million and about 2,600 hotel workers. This will place
v

i". se,v_re s,tra/ns .on :,licron'esia'"slabor force. "SUch investr:lent can onl'/

be _,mt by the private sector either through economic develoo::ieat n - --Oc._a

or through foreign capital participation in development o.pportr.uitiea,
:/!!

While the tourism sector hoidz great promise for _lO,_,l, t'-'O

points should be remembered: (1) The tourist eco_'.,;,::'y is directl7

ii . related to the economy of the nlar_e'_uwhich it sez'ves, Aug ecoaomic

!L
",.._

t
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li •-: -• "recessions in the market will directly influence the Micronesian
/.

.. tourist industrT. Tourism consists of discretionary income ex_.,endi-

ili;ii)i o ture and as such,, it is the first• area in which people will reduce

.:,_. spendXng during an economic s].o_rdown. (2) The <mpact of the so-

"_: called multiplier effect on. the local econor.V has meaning only in

those economies that are sophisticated enough to absorb and turn over

• the travel dollar exnenditures. In other words, in an area thag does

.. : not have night clubs, restaurants, elaborate trm]sportation systems,

__ attractions, etc., and where there is little activity outside the

...._-. hotel.or resort facility on which the tourist can spend his money,

_::,:.._- • • the flow of money into the economy does not occur in the same fashion

!!ii.l.i .. that it does in more soohlsticated economies.
.j, . . ..

_:,. (i)
_.;,." :. Marine Resources

!i:;-, - At the present tlme, Japanese live bait •skipjack vessels,

operating out of Japan and fishing the waters surrounding the Terri-

tory, t&ke approximately 30 to 35 thousand tons annually. The Van

Camp boats operating out of Palau catch an additional 5,000 tons. An

.._ additfonal 50,000 tons of yello_fin tuns. is caught in Tm_st _'_er._'_l_o._J'

'7"- _¢aters by lon_-line boats Vith the exception of the Van Ce-_,pfisherZ

'i• '..............................in' Paiau, the tonnage of t_aharvested in•Trust Territory waters is

of no economic benefit to the [.:icronesi_ns as it is proce_ed _d.

_i!'i"_ marketed from Jaoan. _"_nevalue of the fish caught is depicted on

_:i: page 21, of the Statistical Atlas. ,

?:::..

- ' " _ ....... " June 18, lOv_:_" -" (i) Source: Income emd ....olo,,,.e,t Study,

t ._.o

O34S2



_:_i:"';_{_:::_,.- .... It has been. estimated that the ocean, lagoon and reefs of the 'Ii"i:. "[ Territory have a potential yield of marine products worth $i0 million

annually and could employ over 1,500 islanders _.f these resources

.. were properly utilized.

(1)
,:-, Con_nercial A_.riculture

_ " Most co-_mercial agriculture is located within or on the peripher¢ ",._.

.._, of the Commercial and Administrative Centers. Its development has

. been a reaction to the dems_ids of these cente'rs. With the exception

of the Micronesian Development Company's livestock ranch, the sector

:', iS in an embryonic stage, characterized by small production units,

.;,] . family operated, With low levels of investmenb and technology.
"_ 2" " . '

i..i.ii , . The sector h._.sthe physical potential to produce commodities

_. ::">-., . _ having an annual value of $8 to $i0 million. A direct investment
:_:._.- ,' level of $8 to $i0 million will be required to reach the full production

_=. potential. (2) See Appendix h _nd 5.

_ " The sector must "oeceme more capital intensive and will require

.. 1,300 workers with a per capita output of $7,000 to $9,000 versus

', the current .oer capita _,,_._U+____. _ $1,_._ _T_is will partially reolace_

_.i the current reliance on imported agricultural items which c.._nbe

: substituted by local production. . .......

' " (I) Source: Income and Employment Study, June 1.8, 1970

"_i • '. (2) it has been stated by COmoetent observers that Jaoan_ _:herl

pz.'eparing for'war, subsidized a_ric'a!tul'e and fisheries.

•. . °

".!': "" 19 :
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i'!' Subsistence Agriculture and Fishin<

' centers situated on either outer islands or in isolated coF_nunities

and handicapped in the participation of a money economy because of

iiii" -
:::_: lack of tr--_nsoortation (i.e., roads, shipping, etc.)

!,_ : Currently, this sector contains about half of the Territory's
L["

_: population. By 1976, projections show it will decline by about 10%.
[

_' Approximately twenty-seven percent of Micronesia's population

i (27,h00 people) are engaged in some form of productive endea.vor

(fishing, agriculture or copra production) in the subsistence sector.i

i Historical data for the production of copra can be exeJainedF

• in the Statistical.Atlas by district for the period from 1961 to

" . 1970 (pages 20 and 21). '_£hilemuch of the production is produced in

the subsistence secto_ of the economy, it finds its way into the

":"{" eoramerciai sector as an important export item. Ho"$ever, copra"}

_ production is declining as reflected in 1971 production valued

at $1.6 _^_ for _ _v sho_ tons, ;--- ".... "......

38.6% from 1970. The Agriculture Division estimates that cop_'a

_'i. production has the Dotentia.l.of being increased to 25,000 ten.'._by

_ 1975 for approximate earnings of $h.5 million to _5 million (before

marketi-ng costs, deductions, i.e., transportation, brokerage fees,

etc.). See the Projected Value for Potential Copra Pi'oductio_,in

F:_

" I_'_ _,_
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.. ,_' III EXISTING BUDG_,T ALLOCATIONS FOR CUPJXE";TFIVE YEAR PL_'I

_

.. The financial plan for the next five years for the Trust

Territory Govermment has been shown graphically on page 23. This

.....•- d_ta has been derived from the Preliminary Operations Program and
._.: -

'. . the Program :_emorandum developed by the Progro_ Office. The
3

- financial totals shown by year for each district are more or less
.._.

_,!!.i. . self-explanatory. It is _torth noting, however, that once the infra-

4:. : "
.._.: z structure is in place, a funding level of about $50 million will be

."., " . ,/ required to operate the Government.

':_i!._ In interpretin_ the graph entitled, "Total _ooosed Ope_-ations

_'"" and Capital Improvements Budget for Maintaining Existing and Con'
,j-.

_: " ' "strutting Planned Government Social and Develop._ent Services,"

' caution Should be exercised in the omission of the :,'arianasDistrict

:_. f_om' the Trust Territory total. _nis amission, as requested by the

" Staff Director of the Politie_l Status Committee, _,mounts to nothin_

• i more than a simple arithmetic subtraction. In the event of a Trust

"L Territory Government structure other th._n that which presentIv exists,
.!"

_'_-- it is safe to assume that none of the figures .-'hichreflect the c_oita!"f

•" .............................. _provement progrs_'ns,nor the ope='ating and mainten_%nce bud£et_ for the

dlstricts,_ould have any meaning. This is because the move_ent of

., the Headquarters fro._ the ._.:aria_asvould entail subst_mtial addition_.

expenditures ",-hitchhave not been _mticioated in the deve!owment of

this five yea/" budget in addition to the cost of reorg._mizin.z,a hey

ii political administ_-ative enviromment,

_.. , ,

:_ • . .
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THE COST OF FISCAL e_,_r'_ _'T,_wr"r_,r,v

One of the difficulties to be overcome in estimating the cost

'I.... of maintaining a government under a political status other than the
ii<.

'i_- present situation was to determine the level of public services and

-!_;. administration considered go be an acceptable standard. In the

_" absence of guidance from the Status Co_ittee of the Congress of

Mieronesia as to "_nat would be considered an acceptable level for
,!j'"

ii : ' . .government program,s, the writer co._aunicated with the various •depart-

i!? " merit heads located throughout the Trust Territory Government and asked

:.. ; them to use their, subjective judgment in developing a "bare-boned,"

:{_- ' •minimal financial program develoned under the most austere circum-

-_';,;',:" stances. The figures provided herein reflect the combined Judgment /

:!i. ' .. of experienced departmental a&ministrators and are ful'nished to
... . .

ili_
" . provide a "bench mark" or "point of departure" relative to the cost

.i., " " , . of maintaining a markedl_ reduced level of government services as

}!." : well as a halt. in providing increased government infrastruct,ire

:_,7- " In all services ..... education, health, hospitals, water, se_'er, po'_'er,

: transportation, communications, etc., _merican st_idards were modified

when used .as criteria.

" ' " The cost of maintaining and sustaining existing district

_. ' community facilities cmnnot escape the basic recognition that the

_ide dispersion of Micronesia's six district centers requires tre--

;:!L "

%,..
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_i........ "- : expenditures. EverI district center must have aHOspital, high

! ( school, sea port, airfield, radio station, electric generatin-z

%

:._,.;_'_" facilities, etc.
!,L,,

:!_i) " Other tha_ the 5[arshall Islands District, a large percentage of

' the money spent by the _rust Territo_v Government is spent for ti_e

maintenance Of the six district centers on a combined population of

approximately 36,500 to h?,600 _4icronesians (there are one 6r tvo

exceptions such as providinz a Trust Territory vessel to call one _-

--,. a month at an outer island). This point r_ay be exa_._ined graphically

-. on the chart entitled , "Population Distribution" on page 28. Te:ole 5

• . - illustrates the "Percent of Trust Territory Budget Allocated for

':_ District Centers "
• [', . •

_<!:,- - The graph on page 29 depicting the cost of operating the govern-
/

ii'. ment at .a minimal level must obviously be based upon :'.Iicronesian

. /_.. desires as to one of a number of alternatives to the kind• of econom.[c
/ _.

:/ base they wish to cultivate, n_mely: (I) Tlie maintenance of the

i!i F" _ J stat_ quo. (2) A return to mn almost entirely subsistence econcnrr.

_.:_' _' /
(:ii" ,. "" , / (3) A mixture of subsistence and cormercial economic. (h) Continued

C

"stimulated" economic gro'_th with a vie'# to'.;ardcompetinz in *',_,t._

"; _¢orld market. Once tb_is decision is made, the level of government

........................ services can be established and raore reaiistie estl.r,_atesas to ;:!:._,_;

<.. . . .....

!!i_ "
" . . ._,l. _.C_i (i) _nis popu!_tion fiEure vil! differ with dt._finition off di3 _--" _

centers.. A fin_z'e of h'{,679 could be used as district center i'_opu]-,.__tion

i:ii if[the citizens located on the periphery of the "_'_ _ ""
i " included. .See.._he .,Pocu.lat,ion-Di.stribution?.ia,p.

!

li!!..',....,, , ... 'td."-_ _ a._ a.j't.a
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i
the cost of government could reasonably be expected to total under

one of the above cire'_.sta_ces.

In the absence of an,/ criteria as to the level of government

' the calculations sho'_n on the chart entitled "Estimated Projected
t

; Cost of Providing OoverrLment Services at a Substantial]y Reduced

Level," page 29, ".'ere developed as a result of combining the considered

Judgment of individuals who have been involved in the administration of

.!
the various sectors of the goverl_,,,ent. It could be considered a

"fall back" line ranging from approximately 5 million in 197 o

. . -@3 million in 1982 .

Jill- In the event of a reduction in present levels of grants-in-aid,

substantial nuz,lbers of ;licronesians _ould return to a subsistence ,_av

i " of life. Fever ,',licronesians vould be employed as ,zage earners and

i!i" those so emploFed will be supporting more f_mily members than is presently
<-.:

i:i:, the case.

_..

,°



.... (i) h7,629 people in District Centers. (?ais figure inc!ude_
':' all of Ponape and Yap Islands l-opulation.) '

i: ......................_............(2) 54,621 people on Outer islands. .............................

?

2• !

::i:' " ' _.' .27
y! . -
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]- .. APP,.,_)IXi

ECO.}TO!.tICDATA IN THE TRUST T_.,_RI_UR.

An analysis of any econor,V must necessarily be based upon reason-

ably accurate statistics], measurements of the various se[_ments of that

economy. For reasons which have never been clear to the writer, the

" collection of statistics of the type and quality required to make

: informed decisions relative to the _h'ust Territory economy, have never

.i been underta/<en on a serious, continuing and Sustained basis. Recent

comments on this subject from a variety of sources'are worth noting.

_.I" From the Robert R. Nath_l Report dated December 19 6:

"Statistics of the kinds usually available to the economic develop-

O- ment planner regarding such basic and essential characteristics _s

population size, characteristics, and distri:oution; the labor force and

its industrial and occupational composition.; wages and incomes; kinds

.%

and sizes of economic activities by major sectors; availabilitT, locatioa

.il .

" and present use patterns of various kinds of resources; e.nd other such

Terr1_o... %%e lackiJ basic elements are largely unavails:ole for the "_rust " "_ -',

_: of these basic data severely limits the precision with which conc!usiea_.;

_nd pro_ections cm_ be made. The serious l_mitations of infor:u::tien
LI " "

: m%d data, and the rapid rate of ch.?_ngewhich no:r characterize.'; political,

economic, and social conditions in :dicronesia preclude accu_-atc pl':.--

.Jections and forecasts for an:: extended future tin:z pe_-iod. In f_.:ct,

' it is impossible to know precisely _'hat situations exist even to,la$,

I!

'C_) . _-,_ move tl'e.'_.Che:?.DuG.... ' rendering projections into the realm of tomor_'c; _....n .
k._>v

.• 'T

• "_. " f" 4
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• The foraer Chief of Econ_v_ic Development as recently as April,

1970, in a report for Kusaie Wrote: "A repeated plea is again offered:

the decision making process needs to be supported by (i) the systematic

!$ gathering of economic _nd social data; (2) its mlalysis, and (3)

:'_ informed, flexible for','ard plmu..ing. Without accurate, adequate basic

data which is required for monitoring of change, economic policy cannot

be intelligently fr_r,ed. Problems ea!hnot be fully understood nor
i

solutions anticipated."

_il.- The U.N. Report itself states, "although data furnished by local

ii_i' authorities are checked against previous reports, some sources of error

•2F [

I cannot be controlled." "

]i ..... "Want to advise that 1/2 to 1/3 of all businessmen in Palau

f Q" (my estimate) fail to have been reported in the past."

i:i_ - Steele Holman, July 6, 1971.

[i;

..... The 1970 fish catch for Palau District was not reported for

inclusion in the U.N. Report. This in itself is a_nazin g as

Palau is the site of the _,[agine Resources Division.

_ '_e are constantly ca/led upon to provide economic data in the

! form of import/export data, individual and corporate income, etc., all

.................................qf which in a developed, sophisticated, tecb_nologica! society are _

•' available as a result of reportin_ requirements imi_osed by law on

:i{ the various sectors of the economy. For instance, the leg._l require-

i]: ment to report "value added through the manufaehtu'in_/ process" in the
!.,

U.S. Census of _,[anufact_u-ers, or rental income reoorted to U.S. Census

© • _O.,I< .JJ.el" _l,..'F_]_.]Of Housin_ and w_Les sad sal_._ries re[,ertcn to ",...... _ _r _

•.... Revenue, assessed valuation of property, etc,

3": 034, 40
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\



; • ° • .

.... To date, none of the above have ever been collected by the _Tust

Territory Ooverr_en%, indeed, the only economic statistics collected

Iii] have been tho_e data _'hieh appear in the U.N. Report.

!_! A cursory revie,x of any economic analysis of the Trust Territory
M

"_ " will reveal a statement relative to the dire shortage of measurementt

tools. A few examples follow:

: ,.... We do not k_now the population of Micronesia.
2

•• " •..... We do not know the number of people engaged in subsistence

.. agr_cu±_ure. :
I

;i, ..... We do not know the ntunber of businesses in ?,[icronesia (other

i than those reported to Social Security and those are not

;! " ' " complete)i
I

. "1 ..... Information relative to individual district imoorts to, or exports

! from, the U.S., Japan, or any other country a/'e not available at
ii '

_ea_quaruers.

..... There is no accurate picture of visitor entries by district.

..... We do not even know., nor c_l ,we find out, ho'; the budget wasi

allocated (in terms of total funds) to the six districts in

... past years.

Thus, in full consideration of the limitations; mentioned above, tile

•. gttached com_nents are provided on the economy of the Trust Territo_j.
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APPENDIX 2

" FACTORS IHFLU_.JCIJ,.,_,CO_O.,IC GRO_',_fHVlE_,_D AS RELATED TO A.WESTE_C[

,_._,.. the United States Negotiators may Cite)

_ ....; The islands, geographically isolated, physically separated,

make for difficulty in marketing products in :',licronesia, i.e.,

:. high shipping tariffs.

.......Lack of physical infrastructure.
_f...

..... Lack of indigenous capital as well as institutions for savin_s
•it

q_ and capital accumulation. (The saving of mgney is not a hgoit

_19• of a subsistence culture.) Extended f_mily system requiring

:_. " the wage earner to share his earnings with other fmnily members.

_ .- .... Uncertain political status.

-_!

!.,. ..... Island culture which has not placed, a high value on individual

gain.
_?.; .

/_- ,-.

!',, ..... Present attitudes regarding.land o,:nershi_._ (!.Iortgsg_._.on land

:< as loan collateral not oermitted. )
..% .
']

:_ " ...... Limited mineral, human and financial resources. ([,and neither

, abundant nor fertile. )
,..,

! ..... Unexpected climatic conditions resultin.__ in high insurance,

,j.
k" . " o

i" !_, .... y.

: : possible disruotions in production, ra'_"materla], de ",_"_

ii{i- . . Lack of co._itment as to overall, .....""-," .• . . 8ac,_.-_d_ oolicv relative to
q

;'_ economic development, e.g., Micronesians not too convinced -,,_

i'" "_ ;" " " [.........

,.,:->, "orivate e[,_.:_ o?_-]sc
_, %he adv_mtages of the .%__rlc_'ulconcept o .

k0
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j

;_ ..... No natural source of fuel or power.

..... No apparent coI_.parative advantage (over other areas) in

!iil " any particular economic endeavor.

(:ii/.
_I ..... Lack of industrial sophistication (marketing, production,

'.!:

: and manager!a!).

: ..... Labor - small ntumbers, io'_ levels of training, and productivity

t

in relation to high _rages, lack of mobility and lo',rlabor

market standards.

• ..... Lack of pest free _arehouses_ including cold storage, (a

/,|_. • ..
necessity betveen shipments), is an effective obstacle to

economic development.

. .... Small indigenous market.

" : (What the :licronesian _'legotiators could Cite as
'm

_. •

_ ': Impediments to Economic Oro'_ch)

j.. b

.......Burdensome "legal restrictions on foreign (_L_:erican) investmeng

discourages Joint venture investment (PL 3C--50) as does the

:_ "most •favored nation" clause in the Trusteeship A,zreement.

, ...... U.S. tariff restrictions on Trust Territor.v exports, i.e.,

•..................................._-canned fish. ..........................

. , - . _}_ ."

°

2'

°.,

"7 _ ."

034:5;I "



_{ • - : IMPORT SU]_STiTUTI0?;

!![ " , ".

il;,• SEL}Z_TE,'D:H_OBABLE BL_I'DISS ET'[DEAVORS },_[ICH I,_RIT PRE-INVES_4ENT"
,.] INW_TIGAT/_ION'A_,[D A:;.:JK_IS FOR ADAPTATIOn,; IN ONE OR MORE DISTRICT

i_< c_s.,

..... FOOD SERVICE - TOURISM

'._

i. Po_do_, :'banana,. breadfzuit Automobile tire recapping

(iLpac_aGed):,_ c h iT_;_ ' ,

_..' Laundry - dry cleansing
" Ban_m_ ipuree, flakes aad

; flo//r Wet-cell batteries

Ice ,Cz,._.am Bowling alley

.. ,,_-. •

Hotels (i0-20 room) :

Baker_r

Warehousing

"i Fv.F.D I_ERTILIZER Marina •

:!!/.

, ' Seawaed (agar)
::i.-. • CONSTRUCTION
- _ < '.

::- ' Animal feed (fish meal)
:{ ::" ,.

zin
:! Poult_7 feed (blood-bone meal)
• !:"- Concrete Pipe

A_R-_,.._JRAL PROCESSi_iG Soil building blocks::'

'i,'

:: Small canning facility
•',- " _£_3IU, ACi_U ..... G

::. . .... . .... ]............ H_y.droponi cs • . ............
-'" Furniture

seafood, meat) Small boat hulls (fib,._rglass)

• Dai_-_ oroducts. , i.e. (dried, Outb_,ardmotor, assembly . :.''J':

• powdered, condensed milk, butter, i,_ t

etc.) Leather-plastic se_,dals, belts, wal)

:< Frozen food oeckaging ,

! '"_, 'Block ice .

If': f<5 Vegetable dehydration (i.e., onion

_: , -, flakes. ) : Caa'bo:_ d,: ox-'.,_..:_. p].a'_::

_ t < ,:<
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!: Portable freezing units Shredded or grated cbeonut. _ '_cc

'O .(Small boats) charcoal briquetti.ug, coir for ea_"-L_ and handicrafts mats, cm_l_ed he?-r_

:-.,'!": ,:. Holder wood products tpu.lverlzed palm,
i , "

,_ . coconuts )
Avocado, m_'.go, star apple manioc

!::::il." Handi crafts : pineapdle.

:;:i: " Ceramics ' CITRUS FP,UIT

"! Printing shop
Corn, tomatoes, egg plant, melons,

• Galvanizing sheet green vegetables and root crops.

Solar water heaters - solar cookers Rice-ramie, pepper, cocoa-chocolat

Shirts - dresses (cotton)
OTHER

i..: . FEISCELLA_!EOUS Bee keeping" -"

Wind driven generators

j, -

q_5_j Shark skin tanning
• - o

Lobster (rearing from fry) . "

" Fishing (Skip-Jack tuna, sardines,

•,, " sea turtle, .cl_ms, crabs, mackerel,

"I. ' reef fish, •etc.)

A

_'• .Trepang, Mother-of-.pear,l .culture,
" mother-_f-nearl , +_us.

<_: TROPICAL FRUIT

" Papaya - papain (meal tenderizer) ... :..........................

_ ......... " ........ :............ Pap_ preserves, J'e_m_mmalade, ........
pickles, pate ca_ndj, c_.nned

and frozen p-_.p._ya. "

2 Sugar cane, sugar, ba¢_asse (',.all -

_i::- board), cand;: molasses (cattle feed)

V¢t . "

:<:_j.
I;3







- ._ . : _J. _, '" .
fay "'" 19Tl ._._.._e./

•4., ,. i Ti_e Fi r.'..;t Poz:_ t, _.r_.._ "'_aers_ - Sv._._st ed To_.t ca

;i!} _ _/. I. Fconomic , Gen¢.z'_O.

: k_e aim here is to dcvclop a set o.,fstatistical bree.i-&,;::m'of

Micronesia's economic positioo. I suggest that, if possible, a sub-set
i

-. also be made sbo'#inz the s;._.t.:e.ul(n,c,_the five districts, t_inus the
i

i_ " M&r_ma.s. _%1e lu_its shou]..dinclude :

1. A table(s) or.g._'ai.,h(s)sho;<;ng the tot_. cosg, in the

197:_.-82periocl, of maintainS.n 8 existing and p]anned social ea_d :-.......,.........'

'_ • - S

:. , , se_;_-ices;of _naintaining tn:.'.zeservaces at a subs_an_zo,lly reduced level

i / _ (50 pgrcent less places in o_,.:,.,,_l_o'c a " "_ "
" t

4,,;/ .......... o,,i '
j/ . ea_..'efacilities); of inereasXng the level of these services at a conserv_,.-

i:i_ _ "_ tire " . fir,_.nereent pc;- anqum.
'._ i ....... : .........

_&

2, _;ational incc,r;_e_ "'-* "tile_n-,,,_.oe_,,l_es for _y _:.-,;_ pcried, This vouZd
!-

be ba=ed in turn on

3.. Projections of gro';,-:;hin key sectors: tourism, f:i.ch,.,rica,col-e"_,

} _tc. at val_'ing levels of D.,,':[vc.te$.:;__,:_:!'c_....._.......• , . - .... _,L _ e;a V_.L_.A, V4

. I,. Proj_':ctions of offinJ._& (ez opoo_e:i to _r_ ....t,_) ¢;..'.te,.n::.,.

csI:ital requirements needed,; .fir_:t, to _;.:,i-,., the_e ....... _ .... c,..,..:

to c].o_e the gap .betveen ].ik.e2t?" doT,_ez.ble rev:::nue:; (_,..... m.u'eczt trc,: _"_:.,-.¢_.)
1

.._ t,O_,&]. . .
@

1

i Tni._,is a oob fo_."a ",;","...... m,.o "" _'-" _" . . t 't';,:..-i"

Eood, and the nv_cr of "_':":'-_ _-+_:'_-'.':Y']"_- " """'.......' %v._*,...... c_.: 5..< ,. Cto d_.'.,,, tho'.,Ch u :,.....
1

. ° . • . . .

•": B:[].l .Stc_'a.'-t Cal, cc.,t:r"_ UD. ,,'I::.;-" .a......._:...,_:'.'.V.-"3_.._"_"......rr ;':,.,a,' OC "" -"' .'-'.V,",'i.i i (:0".'.t;

(_ ,_.;i_rc:ner.:;. _ to i]o oft o-_ it.._ ,'_':, o.c, c'.:,. v_u/..;_.?. "" _..... .',-p"!',- ' ."" C7,..,.,._." C_'" ;','.".; !

_'._CrOr, CSi& W,.'%_.].Cl rc<_i1?.ro 1_",?.:.4 -'C,C: U._, ,",1" ,'.:..:,. Z.t:_QVC:::S _"• . ,, ;.; "_ % ;. .. - ..
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"" -point of view? _%_e Z_ossibi.li_ies, at f_.rst gla.nce, are:

, i.: Outright. sub::;:;.dyor c,;_.._lu,-,,The U.S. ",to,Lid,in the eours;e of

negotiations, ogrec to a s,.-hednlcof gr_,nts for, say, five years vith a

._ ¢o_.rmitment of ren:.;_,_,lthe-_eafter on the bcsis Of future negotiations.

!: ....R. A grsnt _n¢l loan ps.ck'age. _q_e former _:ould be intended for

government ope_'ation:;, the I -"_., _-r for caoita! investments likely to

• .if'creaseexq_orts, i.e., pay for themselves. This is a ds_gerous route

! and should be trave].icd on _;_a_i].y.

:!i 3. Tariff preferences for _._.cronesian exports, particulari].y fish

_i 8rodtropical fruits, The U.S. could be 8.sked, simuJ.tancous]y, to u_,_e

;._!i its good offices to get Micronesia preferential access to the Japonese

Ii

li::i! k. Rent frgm use of militc...ry " "_'

• . f_c_l_.es. Presumably, this vould

" be in conJ_ction with grants (_.nd _ ' .p_rnaos loans). _.'neissue _s: should

:._- such rents be seen as part of the sssistence _._icronesia needs to dig itself

?
_. , out of the hole the U.S. put it in.; or as an additional item--a _)onun. I-

tend +._ the ]."__ _ "...... _cr, cerSainlv s,s a negotiat_n g tactic,

5. Technical. assistance. _[icrcnesia will need specialized manpo_._e_-

for some time, psrticularly if i,h_a econo_:[,"moves. Such _;_a_npowe.t'c(,_:.es

high--and in foreign •exchange. The U.S. might supp].e_;ent its _ra_t _ith

:4 , msnpower assistsnce.
!J '
iI
:'_ 6. A.guara.ntee fro_nt.he U.S, to use its _:;oc,(_..........c,,._._(:c._ to g,_t,..

._ I.[icronesia special ........... _....o_.,;o,_r',,::::,f._,'or__.,_,:internation.9,1 fin._ncing organ:_za'._ou_:.

_'_' _,is too'should %e loo_<ev_;,,_,.,_,,:L:ceabce.ution.

i . /.

i
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