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.ForeiFn Investment in _ J

J
I. Present Situation ...

- -- Acting under Articles 3 and 8 of t:he Trusteeship
o" o

Agreement, the United States denies hgal access to

investment in Micronesia by all UN member states ocher

than the US. (Article of that agreement req'uires "most-
qmmm ..

I_ I! favored natlon".treatment of alI.UN member ,rates otherthan, :....• . i_ the U_.) ........... -

tiI: _: ' resulting monopoly conditions, US firms have not found

_icronesia a particularly atCrac=ive field o£ inv_s_aenc.

US investment presently is limited to minor fisheries

opera_.ions, air and sea transport services, and to a few

tourist-oriented hotels.

Micronesia is short of private capital and_'s filling _
."' -': ." I "'_ --, . OU

.. a_--,_°_r,_r ,.,t, _h._ "__.':_d_wiChsub-ros_.Japaneseinvestment

These investments normally are though individual Microneslan

.... fronts and are usually disguised a= loans or lines of credit.

= Such activity is greatest Jr. the :'.-rianas and Palau, but

c::isC= in varying degreo _n el: r,t:h,-r(_!scrtcts. 3zcause

c." t:he mode of opera'ion 9f the J-p_nene investors and ,7
m

--,- CO_::'!]":L:.,"[CAT.
-_ °-m=mm.
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their fronts, it £s virtually imposeible to prevent or con-

t'_'_ltheir activities. Complicating "exclusion pollc_" en. I

forcement efforts is the fact that the M£cronesian fronts ,

.... usually are prominent community leaders_. However ,-while the
..+

Japanese subrosa economic presence is wiaespread and very

evident, for the most part ind/vidual operations are small,

. e.g. small trading companies, smaller hotels, smaller con-

struction firms, and the like. Thus far Japanese businessmen

have not found it practicable to .invest in large-scale venture_.I

__.-2.v.." although the groundwork for such ventures is

• undoubtedly being lald in anticipation of termination of_-_:he

: trusteeship agreement. Larger-scale activities which will

tourist hotels and related infrastructure activities, develop-

ment of shore base operations to support fisheries developnent

in the area, and possibly some food-processing.

Although there is some interest in investment in Micro-

nesia by nationals of countries other than Japan (mainly
..

Australians, Koreans and Taiwanese) such investment is unlikely

tolJapanese levels. As non-members of the UN, the

Talwanese and Koreans are already outside _he bounds of our

exclusion policy, as are the N._uruans who _re investing on a

" small scale "in Micronesia.
...
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• IZ. Reasons fo_" _nves_nent Exclusion Policy

The decision to exclude all but US inves_men_ £z'_m

Mi_ronesia.. apparently was taken early in the US a_ninis-
. . - ._

. tration of M_ronesia for a c0mb-tnatlonof altruistic and
° •

securiey motives. Until the mid-1960'a the .US maintained

a policy of excluding all foreign influences from Micronesia.
s •

That policy (of which foreign invest=nent exclusion was only

t:; one feature) vaj prompted by a belief that" the Micronestans

should be s_lde d and protected from influences they were

_,)talrJd.l__ to cope w_n,

The other side of this coin

_ was the belief that it would be difficult to prevent, under

the '_ost favored nation" clause of the T_-usteeship Agree-

ii ment, Soviet economic and thus political penetration should

any other UN member state be permitted to invest or other-

wise do business in the Territory. These restraints on
/-

foreign in_uences were reinforced by rigid TTPI entry

controls which made it difficult for anyone o_her

than US Oove.rrnncnt sanctioned visitors to enter Hic=onesi_..

,The reasons why blnnhot e:-clue._.on of foreign invest_nent u,_s

_eem-_d necessary to pro=oct US :;=curity intcrests it,H_cro-

"::"'ncsiaare uPci.-,_::. - .'.:_ f._ r," _'t,c T:vstee_,htp _:.-_c_c,_t

04) Oe
.': ........ .. :.: : .....
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provides adec.u_te protection in that any threatening foreign

business activity can be excluded on security grounds.

All elements of that policy (excevt foreign invest_nent

- .... exclusion) have been discarded, and Hicronesta is now being
e .,

._. encouraged to play a role in regional affairs through
/..,

-_ participation in international organizations such as the

South Pacific Connnission and ECAFE, and through anticipated

participation in UNDP programs. Travel .restrictions hav_ been

lifted and Hicronesia zs now artee_d_eet'Aet-'_r Japan_
I

while Hicronesians in increasing numbers travel and are

educated abroad. _.. _,,

' _i. The: I_sues

The principal issue is not whether to open the door

to le&Itimate foreign investment, but when to do so. The

present restri_ive policies can continue only so long as

the trusteeship agreeme'nt remains in effect. Under a free
..

association arrangement, a Hicronesian Covernment would

have full au_ortty to dete_.i_d fgreign investment policy/

.'- Undcr'any £ut'ure Con_onl_edlth arrangement t_'ltl%'li=he HEr,_.na ._):
Islands, the latter would be an integral .part of the US ;

• .o

the only restrict$ons !tkely tel npply to _0retgn invcst-

_ent _,ould be those a._..ied universally _o the US _nd ±_s

"'_e:'.:i_rlcs. ,nlus _u':_ _.oca! ::e:,_,intory d_vice_. _:, _,a>. be

• .. , • .: • .. ., :': . : .: : :
• • •• • !
*
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"'Assumlng that our policy is changed under the trustec-

.-hip agreement, two subissues remain: (t.) whether foreign

investment, will be permitted without restriction or on a

"- _electlve basis; and Co) when such a policy, change _ould

take effect.

' • The basic question at hand, then, is whether it is in

the US and Hicronesian interest to permit leg£t_ate foreign

Ii invest_nent sooner rather than la_er.
• I

: 12_ ---
on "Policy Toward Japan" state t "a pivotaI

. factor determininz the state of the Pacific area

- in the 's and beyond will be the on o£ the -
/

relationsht \between the United ; _a/t and J_p_n." The

\ . --J

[,: i1! i: I_SSH noted __-we have consl_' d Japan as ournmJor_ tO "

..., ,,,,,,,,,,,.,,..,,,:./.-. ._:.
_.oz,,_i.gb,o,.i.__ ,,.,.o.I..otw.h ,°..°__o ..

:__ .. , achieve othter.goals We recognize the _tabilizing role
. Japan has played .ll continue to play in the area es '

-, '.- _ ¢ounterpolnt _.he Lst countries through the

, economic devc o£ norc-Cor,_unt:._ stLtes oC "thc

:'ogion.
• DENTIAL

.. . :
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_oteS the Japanese have ed their £orelgn

pollcy on the central tenet thac a close relatlonship

with the United States is essential. Japan's trade with

- , -f the United States accounts for • third of her total .....

international trade. The only =ilitary pact Japan maintains

: is vlth the b.a. Her £oreign polic.y has closely paralleled
• .

that of the U.S. We expect that Japan will maintain that

t, position for at least the next decade so long as certain
• o... -

basic premises remain valid--the credibility of our security

guarantee, an opporCunlCy for pollcltal and economic gro_h,

and a reciprocal U.S. attitude about,the importance of the

relationship.
o

In terms Of Hicronesla, thls bzoad policy translates

Into Japanese support for a _.__. _ associatlon between the_ "x

' United States and H_onesia on the one hand, and on the
_m . _ u .. I lu

cther, a Japanese des£re to be able to exploit the limited
..

economic opportunities they see 4n Nicronesia. GOJ support

£or our pol_Ltical objectives rests not only in its wish

._ to be accc_nodating to its close _11y, but also on the fact

f;hat our basic Interest in the area--Its strategic Imporcaz,:c -

:" . _erves to reass_e Jnpzn-ln te_s _/_the credlbillcy of ou'"

guarante.e/ "_ J_ _ .
security

.}_Japan[has sho-m no i=reoentist desire

'_ :"" f:O:_ID-"T7 AL ..
e_
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toward Micronesia and its economic interest in MJcronesia

appears at th¢$time to be only a natural reflection of

__ Japan's basic economic drive in an area of natural interest

" and potential to certain Japanese Investors.

V. Attitudes in the UN. Trusteeship Council

Although all of the eleven original trusteeship agree-

ments contained similar Umost-favored nation" clauses re-

garding trade and investment, no other adminls_.a_ive authority

has interpreted the applicable clause in the _ that we have.

Even our closest allies and friends on the UN Trust_e-

:i_ ship Council have been critical of our exclusion of foreign

investment, and have _rivatelv Dressed the view that the

existing policy is doing damage to our political position

" in Micronesia. They base this observation on reporting
t

: from their representatives who have been to Micronesia with

_,_ UN Visiting Missions. Micronesian representatives at _
!i.i
i.

Trusteeship Council sessions also have effectively used our
.°

" investment exclusion policy in criticizing US administration

t: of the TTPI. ,

The US is on public record in the L_ at having the pre-

sent policy "under active review."

VI. Microneslan Attitudes

Micronesia's traditional an_/p_lltical leadership hns

bccn highly critical cf t,_- t_ e::c]t:._!onof foreign irve=t --

,--__ent. Most o_ the _-:" district I=0"_:"_._Z_:rc__.t t::.._."Lim:_oi"

.... :'.":!!i'o.".""""'""'"""[il!".- 42362S".: ..: . ..: • .. • . • • . •: • .• • • •
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another have adopted resolutions calling for a reversal

of present policy, as has the Congress of Micronesia -- '_

most recently earlier this year. Micronesian "representatives

, at the annual _N TrtmteeshIp Council sessions, and to UN
_', °,

Visiting Missions, have been most vocal _n articulating

their unhappiness with our present policy. The TTPI admini-

stration, including the High C0mmissloner , has also called

l! for a change in that policy.
• t! °-'" .

:,_ Since the US in recent'years has been unable to explain

in acceptable political or economic terms the rationale for
_a

I

existing policy, the Micronesians ascribe to the US a

variety of ulterior motives: ..

-- They argue that US policy is designed to maintain

Micronesia as a private investment preserve for US capital.

-- They argue that, given the disinterest of US capital,

i.: the policy also is designed to assure a .continuing and maximum

degree of Micronesian financial dependence on the US Government.

--_s • corollary to the foregoing, they assume that the

policy is designed to minimize non-US influence in Micronesia

for W se_ty purposes.

-- Based on these alleged US moti_s, the Micronesiann
- ?.

_,-Uue that our declared concern for Micronesia's economic
.,"

d_.velopn_nt cannot he considered as c_'edible.

Micrones_.an attltude_ toward J_-panese invest_._entarc

L-_blvalent. On the one hnnd .'_.c.ci_ t_:_ _latural att_'._ctio._

;-o £orbidd_n fruit -- en¢o:-_-_,r_;dby Jap.nese busi:,e-'-men.
• B"

• • O e•O
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Some Micronesian leaders are being e.-.e_'ur_ged to nnticip._te

both a high level of personal return from potential _upn.-.e_-

Investment, as well as expectations that somehow most of the

__ Territory's economic Ills, and dependence on the US, will

disappear once the Japanese are permitted to Udevelop" the

territory. On the other hand, most subrosa 3apanese invest-

• merit has been through individual M_croneslan fronts. In those

few instances where Mieronesian.leaders in the districts have

had an opportunity to make a collective decision on

il investment proposals, the latter have been turned doom. Micro-

neslans in general are very cautious regarding (and eve_

antagonistic tc_.Tard) outside interference or control from any

source, in uhese circumstances, glven _e opportunity, they

" have treated Japanese investment proposals in the san_ harmer

I Ii as .they have handled most US i.nvestment propos.a.ls --r.ejection._ -

based on a Micronesian unw!!llngness to concede to any foreign

i'i" firm control of new economlc ventures within the territory.

•fl ii! Although there may in tlme be aJnore reeeptlve attitude toward

[tlI :!Jill foreign investment proposals, it would seem that in the main
the 14icronej_ians will continue to be cautious about J-_anese

control of major ventures.

VII. Available Foreign Invest_.ent Controls

' A change in-poiicy permitting foreign investment would

not menn unccntroll_d J_:p_nese or other fo_'eign economic

.pcnet1"ation. Th_'c.-cb'_o:d _nd ..'.,'c._!yc£_cctive n_&ns of con-
e •

" trol._r rc:_ul..'._iono.' !':';estu._c:.:'._Ire_.d'- exist _nd would bc

£u11y _,,_'""_- und_: _ny rc!a_:rtion o_".existing policy
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I) Existing law provides *.hat no land in Mic;onesia

c&n be sold or otherwise permanently alienated to non-e

Micronesians. Land can be leased to non-Hicroneslans , but
o'

...... only with the approval of the TTPI adm£n£stration_ --

2} Under Article 8 of the Trusteeshlp Agreement, the
£

US can exclude any foreign natio_r venture from any part

- of the Territory for security reasons.

if! 3) Existing(includingterritorialus);law provides that all poten_.ialforeign Investors_must apply to district economic development

"':_:'iil boards for business permits. Thus far these distrAct.b6ards.i_ have taken an extremely negative attitude toward all applica-

I III_':,I rions, ana, In any event, the TTPI Hiqh Commissioner has final

I

°
. authority• All applications are submitted to him for review

.. ana- final approval or dxsapproval."

LH
Department of State's Office of the Legal Advisor has examined

J;i _iJi, our rlghts and obligations under the Articles 3 and 8 of the

Trusteeship_&greement and has concluded:

-- That our present policy of uniform exclusion is leg_i]y

: (if not politlcally) defonslble;

_;--That _,e cou1_ allow foreign Investment In the area;

-- That cxceptionL to the requlre_.ents of equ_i _'_-ea:_:_-.<:

_uid be made on _he ground_ of secl,__ity_-e._?.-_pr--h_-':"_t

_" _aa_-t]rt_-_dvancc:aen_ o" _ne "-nhab__

•. .: : " ..,..._..,_,._ • ":
• e : IDB_ • 60e • @e ,_@ • • • e40 D@
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-- That we could delegate out, authority for regulatory

control to the Micronesians, but that we would retain
.

zesponsibility for our obligations under the Agreement;
• . •

-- That our obligation to promote their advancement and

" ... welfare would allow considerable discretion, which also

could be delegated, in deciding on _vestment oppor-

.... : tunities _ .

. -- That we could delegate such authority and still retain

-- That we could provide economic access in certain sectors

/ of the econo_j or geographic areas while exclu -.g other:

) As for actually implement!n.a the._e various legal options
_. available to us, the Foreign Investor'F, Business Permit Act

i , offers a reasonable and defensible basis•_. for reviewing applic_--

j:/. _ -.Jli'.:',ii tions for investmentj .
_!I'_:"'!: and
_:i' : for discriminating between, applicants. In practical

i " terms, .'italso provides the necessary review procedure--every
°

application approved at the district level is subject to final
"6

approval by. the High Conuuissioner--both for exerci-_ing our re,,'

obligations and for maintaining our rights to security denia!.

(It would be.necessary to •give the High Co_uissioner so_.c

_peclfic guidelines to apply in his _-evlew o," each ca_¢:--e.._...:

_o deal with USSR and PRC investment proposalu--and to pr¢,v-d_:

for automatic re_6rral to Washington £o:: rev-n':"in cer'_ain.' q •

defint_ areas. Thezc gu!dclincs could also b_ m_dc ]-nown in

:':"'.!{.'i
_" &_ q_qPo • • '0 • qP• 40 • • _ _tO IP•
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g¢r, eral terms to the Micronesians to avoid unnecesssnry mis-

understanding.) Finally, by providing for decisions on 8

distrtct-by-d£stxict basis, the Act insures that divergent

IX. policy Options

In light of the above considerations, we see three

possible options for future US policy on foreign investment
," "-"

in Micronesia. These, with'pros and cons, are discussed below.

i, 0uooono ootinue to deny .foreign investment by UN member states (other

than the US). ,

PrO
mmm,,mm_B

-- would maintain favored position for present and poten-

I ti_l US investors for the few remaining years of trusteeship.

I!l h':

!i,'

i '-:-- wo_ mlnimize the prosNcts for foreign contrel or

domination of various sectors (e.g. tourism) of the Mic.-cnesinn

economy during the remaining few years of the truste_-shlp.
_'. f_" : - ••

•_- (This pro £s offlet by the fact that suc/l 8 prospec_ c_uld
o. . . . • • .. _ , *, -

be prevented in any casc by invo._tmc._t c_ntrcl _- c::-_"_h__ _.ic "_

r. _elaxation of our e-'_c]u_ion _._.._.cy.)

' ('.'O_FIDENTI _L
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--would delay the inevitable at eonside_ble

political costs to us unmatched by significant

- -- would further delay some development which might in
. _ "

some degree pcrmlt reduction of US grants•

B. Option II: General Relaxation of Present "Exclusion _
• Policy --

We would open Micronesia to foreign investment With no

basic conditions or controls, o_er than those provided by _he

Trus_eship Agreement and exlst_,,nglegislation. Th_ latter

would provl_: for a case-by-case/revle, iof Investnent ventu_-e_,

and would permit exclusion on security groundS, or en the ba:"."

that the venture would not serve MicronesiLn interests, lqe
e

, w_ul_, in a_-nounclng our change of polic_., alert the _Licro._._,-_,__"

_u our UN rzsponsibilities.and _o ou_ intention to invoke ".'.

.-'_:'.._'-'tl"prcvi_ion,s _ the Tl-v,T;_.=e,_hi;.'__ee'._ --n._ ar nece_-";"";

•" "':! i i i" "':: "'i "•:"': :'_• • • .

• "" " " :: "" o_ 4Z363Z& • °oo° • • • • • • • • • • • •
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More specifically, we could provide guidelines for policy

implementation to the High Commissioner designed to protect
• .

US and/or Micronesian interest s under existing authority.

.- As examples z . -,"
,.

-- foreign investment projects would not be permitted

on TTPI land areas required for US defense purposes (e.g.

':" Tinian Island, certain parts of Babeldaob" Island, and Kwajaleln

-- administrative measures could be taken to assure that

i','!_!!_/ _o,or.__._o_._ou__,._.=_,_._oo._._._o.
i!'ii_']] control of any sector of the Micronesian_ economy;

E _!i:_'Jl -- certain critical service areas could continue to be
n

I • denied to foreign investors, e.g. con_ications _d public
utilities;

V'- " • "

-- any _ investmen{. 6onsidered by the US tobe
: e 4b

I! _u
_!1. prejudicial to the secttr.ity of the US or Micronesia id.__ ; .:.. _.":..-_
ifil be _ in case-by-case reviews.i:;

PROS

' -- would remove one of the. major irritants in Micronesian/

' _ zelat$onships.

---" . -- ¢ould importantly enhence the c_'edibility of our

i .. negotiating posi.ti .on by demonstrating o_r responsiveness to• " Micronez!_ desires, Ind by vcakenin_- th_ azg___ent that w_-

seek continued ties _:ith MicTon-_::ia fol- e£s_u,tia!ly selfish
/

. ,;- .,,. ,purpose_.
.. COI4FiDE'_TT;_.

...it
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-- would contribute to Micronesian development, but

:' without reducing the need for association with US. _ !

1! 'il -
curtailment of subrosa activities which would be relatively

Q

less attractive to the Microneslans and the Japanese.

• (Legitimizing of foreign investment would be an incentive for

|!ii fornqllization of existing subrosa arrangements, while incentive_

Japanese investors' point of view, subrosa arrangements are

extremeiy rimP.y in t.hat the investor has no recourse under law

against his_croneslan fronts or partners in the event the

latter misuse the foreign investor' s ftmd_. )

CONS '" - ........

•,. . o • ,&5. •

-- co1,1d,,at lea6t theoretically, remove an inducem_-n'.

t_ nchlevc_nt and early _lemenl'ation of statu.- r.grr-e:.-.-_r-:".

CONPI DZ_F_,'I_l,
D_

.,_- _._. _ °
jt
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.- invcs t.,_cnt vcntu_'c_'.

_.n security or other grounds, provide new frlctlcn points in .

our relationships with Microneslans.

C. O_tlon III: Controlled Relaxation of Existing Znvest_..ent
Policy --

--7 ........... -

" - Znvestment would be allowed only iu certain geographic

areas and An carefully-defined economic activities, e.g.,

: tourism and fisheries development.-

PROS

• °:.'.
° _

f _

_

tightly

: ° to areas affecting US security interests, offer PROS similar
o

to those for Option II.

-- would, if restrictions are broad and relate to both

geographic areas and major economic functions, offer PROS

similar to those for Opt.ion I.
_-

CO_S

-- would, _f restrictions jare severe, mostsuffer of

the disadvantages of Option I without b_lancing adv_nt--g_"-

ofOption,,.
•''iwould, _f r_strlctlon5 are limltod ar.d rclato only to

US .e.ecurity Interests, differ from Option 7.1 Dply in that c_:-

._ocur!ty concerns would be" highlighted to no pr_.ctic_l a_v&nl'.nc¢

"_ CON._IDE_ T I_T.
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A. US, Interests -- It is clear that there _idequate con-

_ols to prevent:" investment ventures that migi_t _-

- . threaten US security interests, g., Soviet or PRC investment,

.. an overwhelming foreign economic presence" and therefore pc.l.i --

tical influence, or the use of land in which the US has a
-- m

- defense interest._ ': -1

;: : policy is that massive Japanese investment would follow, and

k:; ,/I
'.,.it inimical to US interests. It is also argued that massive
ii;iil'.;;:ll
ii.ll;_.ll.ii ; .

II..,;:'"':ll:.;. Japanese investment would lessen Micronesian dependence onii

the US, and thus would result in lessened Micronesian interest

... in association with the US. We be!ievc .these arguments ignore
|.

realities.

;.i" " -- It iS unlikely that i_ _,_ ul:_,.=_-_,_- a Japanese
i:.;'. ' '

i_: economic presence would expand so rapialy in the f_ra remaining
i:

.. years of the trusteeship that status attitudes would be sig-

,.. " nifloantly altered viE-a-vis the US during that time-frame.

_ -- T_re is no evideuce to support the thesis that the

Japanese Governz_nt _,&J political ambitions in Microntsia;

fact, the J_panese _vern_nt has _d_ clear that it fevors

:. a close politlc_l relationship between the US and Micronesia,

..: ..: : • .-.._..___._._...-:
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are eager to invest in tourism and fisheries in Micronesia,

especially in the M_rianas, Palau, and Truk. But they will

wish to do "so on terms consistent with simila_ "Japanese

" Ventures eisewhere in Asia and the Pacific --terms which

thus far have proven to be unattractive to the Micronesians•

In the circumstances, a relaxed investment policy probably

. would lead to a slow but expanding Japanese economic presence,
d :- .'. "" •

and not to spectacular early growth: The overall Japanese

• economic presence would probably remain relatively EX insigni-

ficant as compared to the US economic presence (manifested.
s

by US programs and grants} in the few remaining years of the

trusteeship. ' '_

-- Thc _rguments advanced against a change in policy also

ignore the existing Japanese presence, and the fact that

legitimizing foreign investment would make subrosa Japanese

investment less attractive• Indeed, existing subrosa arrange-

men'ts probably would be formalized and thereby brought under

control."

A change of policy to permit foreign investment would,

as Indicate_"in the Pro and Con discussion of the Options, also

directly serve US interests in a variety of ways• Perhaps the

most importan.t advantages to a relaxed foreign investment policy

v.rc as fol1_:s.

°.
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-- The credibility- of our concorn for _crenezia'_

6evelopment would bo enhanced..

_ -- Many Mlcronesiens have exaggerated expectations as

to the manner in which Japanese economic activity might contrl-

bute to a lessened dependenco onUS grant a_d, and therefore

on association wi_ the US. Practical experience with Japanese

investment, and in particular, the character of Japanese

control of their foreign investnent_, could have a salutory

:and sobering Impact on those who hold the view that there is

a "Japanese alternative" to the US. In fact, it is probable

that an opportunity to compare concrete Japanese investr_._t

proposals against US proposals they are already familiar with

may operate to the advantage of US investors.

-- Since Japnnese investment is in any eve:._ ir,=;-it_bi_

_'ith termination of the truste.eship, it is ve__, much to our

advantage to permit such investment during the remaining

• transition period. A relaxation of existing policy, while

we continue to administer Micronesia, will permit us to channel

or encourage Japanese investments in areas which will best

serve Microne_lan and US interests, l,_

e .
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On the other hand, it would appear that an early change

in policy could impact favorably on the negotiations by remov-

ing 8 major Irzltant in our relations wi_h MiCronesia's leaders.

" For maxim_ impact, it would be--_3sirable to accc_plish -_ny

change in policy at the earliest possible datej after, consul-

- tatlons with Microncsia's leadership.

C. Restrictions on Foreign Investment--- Since adequate con-
. . co- Q Q • o . . . .

trols exist/,to prevellt any _ndesire!e/investment venture on

a case-by-case basis, there wbuld _ppear to be no point in . o

broad restrictions as under Option III. If such restrictions=

are significant, much if not all of the positive polltical"

. to a narrow range of areas related dlr£ctly to our security
°_.

interests, the practical effect will be no different than

,; Option II, but there would be the disadvantage of highlighting

the character of our security interests._3 ...... _ul --_

It is therefore concluded that Option II p=oviding for

general rel_-.'ation of our foreign investment polics', but

wlth carefully developed msafeguard" guidelines, is the pre-
. o

ferred oours _-_

D. Possible Offsets to an .Expanded Japanese Economic Pre_ence -

Although it is ,unlikely that US or _--.yother foreign investor

•_.. interest will in'the fol-eseeabie futu_'e equal that of the

pct_.. _.-Japanese, some action,s can b,: take-_ t_ offset the """ ""

.... pn,,._b,--tlc., fo-- J-._,n,-,_;

domin:,_/_n o2 --l" _'•vcn ._ec':_:.cf th._ H'corT_osi_n econonl'.

These could includ_ "_:_.e£olIo_.;in¢."ooo • • • ,_e e_ • • oeY o# eoe o_
• • • • • • • • coo • _ - • • •
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l) Investment guidelines to the _TPI administration

which would require that t_ie High Commissioner review all In-

vestment applications not only on • case-by-_se basim, but

" also on a =sector = and district basis. Should £t become

evident that investment from any one country is approaching

: the point that • particular sector or district of the economy

will be effectively controlled by nationals of that country,

then further investment in that sector or district could be
• .

o"

rejecte_ and reserved for other countries or for Micronesians.

g,, f

The potential "

for investment from these other countries may in fact beB

cons iderable ./
s

!i C_re specifically, the following •ctions might be taken
%.

immediately: ",,

,



b

3) Means for improving local capitalization of major

ventures, through mseed capital" and similar devices can be

•il actively explored. (A_ 0_t_._7- L.)_ _.,.,_I_)
4) The possibility of KicronesianArestrictions on the

character and "level of foreign investment can be e_q_!ored with

the Congress of Micronesia. _f/
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E. Timing and Methodology of a Chan_e in Policy

If our investment policy is to be changed to permit

--- foreign investment,' it Is logical to time and manage the chaDge

" in a manner politically most advantageous to the US.

It has already been concluded elsewhere 4n this study that

the earlier the change in policy, the better. More _pecifically,

it is also concluded that the forthcoming Micronesian status

negotlations, scheduled for November-10 in Washington, provide

an excellent opportunity for informal consultations with
=

Micronesia's elected leadership on a policy change. Consultations

at that time will serve a twofold purpose: (a) to improve the

atmosphere surrounding the talks by advising the Micronesians"

of an anticipated change of policy they have long sought_ and,

(b) to commence the consultations process necessary to succes=_I'

" iii ful implementation of a new policy. The following tim/ng and
steps thus are considered desirable.

• i) The Department of the Interior, coordinating with

*. ..
1|

durlng the _se of the forthcoming status talks, of the US

In'.entlon to change its present foreign investment policy _.nd

£eek their views on new policy guideline--. In effect, Option !I

would be outilned to them.

2) In December, taking into account t_ho above info-_lual

,-::chances, the Depart_..ent of the :nte_ior, in coordin_'-ion
,-! _. •.
v-"th the O."Sicc _f _tc IIigh Co__.-i=uionc--, ...... ,

em_ O:t_N, wo _ develop _-_taiJed U_ gui_ulin-.s got _I:,_ new
eO OO0 • • • OO Oe • • OOe •0 OO• OO

• • • • • • • • oo0 • • - • • •
• • O0 • 00 • • •
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3) In January, the High Commissioner would formally

announce the new policy during his X2KKI UState of the •

__ __ Territory" address _to the .Congress. of Micronesia, end ....

" sollcit formal consultations with the Congress on th_ e_t_b-

llshment of implementing administrative arrangements. The

timing of full implementation of the new policy would be

_etermined by the High Commissioner in consultation with the

Congress, but with an outside target date of June !, 1974.

XI. Conclusion and Recon_endation _"

The Departments of conclude that

i'_ . =c°ntinuati°n of existing policy "exciu_ing foreign investment

under the "MFN" clause of the trusteeship dgreement sczves

" r_o US interest and An fact is an unnecessary irritant in US/

Micronesian relationships. As a practical matter, continuation

of the policy merely postpones the inevitable by a.m._tter of

several years at most. On the other hand, relaxatlon of that

:.: executive controls, provides significant polztlcal advantages --

if only by "_cognizing and deal_g with .-eality.

It is accordingly recomuende'd that _ I;3C U,,_- _cc_e-
_ As

-- _ present policy will be terminated at the earlie_'_

po_sib!e date by acceptance of Option II _o:hi_hwill pc-.--.!t _

£orcign L_vc.-t.v_nt t_.d_r the ,__.._c=u.._,.___... n_tion" cl_.'-:'cc:_
, .:.q. •

• • 4.4. • ¢_
the _-usteo.shlp agrc_m_.-.t, _._'.Ic nl_o per_.._..In_ t!-_ "_ to

/4

continue to prevent any invest_-nt ventu.-u cn SCCt:--_.tl'cr
oe ooo • • • .o oo • • .oo eo ooo oo
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-- that the Department of Interior, In ¢onsultbtlon with

the Depart.men*ms of Defense and State, and with OMSN, establish

appropriate guidelines under which the High Commissioner would
• . ,

__ adminizter the new policies consistent with US security interests
; L

and US international obligations, and in a manner which v£11

take into account the considerations and suggestlons outlined
%

in the foregoing section X.D.

--that the Department of the Interior and the .High Commis-

slcner of the Tr_st Territory be authorized to consult with key
.J

_Licronesian leaders on the timing of announcement, the applica-

tion of the new policy, and on guidelines for the i_pleme_ta-
o

tion thereof.

-- that the timing and methodology of a policy change take
o

into account the discussion in Section X.E. above.

J
°
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