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MEMO_NDUM

To: The Secretaryof the Interior

From: Chairman,InteragencyGroup for MlcronesianStatusNegotiations

SubJ: ForeignInvestmentPolicyin the TrustTerritoryof the Pacific
Islands

As _u know the Under SecretariesCommitteedirectedthe Interagency
Group for MicronesianStatusNegotiations(IAG)to reviewour foreign
invest_nentpolicy in the l-rPIas partof a more generalassessmentof
U.S. policiesand programsbearingon long-termU.S.-Micronesianrelations.

Given the importanceof this issueto the Micronesians,the IAG gave
this questionpriorityattention. It has concludedthat the presentinter-
pretationof the Most FavoredNationClauseof the TrusteeshipAgreement
no longerservesU.S. interests;thaton balanceit is a negativefactor
in our relationswith the Micronesiansand thereforeshouldbe n}difled.

The IAG recommends,therefore,that the current.pellcyshouldbe
terminatedand legitimateforeigninvestmentshouldbe permitted,but only
after a carefulscreeningof individualapplicationsby U.$, and 141cro-
nesianauthoritiesin lightof nationalsecur.it_y,economicInd social
considerations.A more detaileddescriptionof the l_lleqfrecommendedby
the IAG and the reasonsthereforeare set forth in the attachedstaff
paper entitled"Reviewof U.S. ForelgnInvestmentPolicyIn the TITPI".

The IAG recognize_thatyou have the primaryresponsibilityfor deter-
, mining U.S, policyon thismatter,as well as Its mannerof implementation.

It suggests,however,that if the foreignInvest,ientpolicyis to be relaxed
it shouldbe done in a mannermost adUantageousto U.S. Interestsand objec-
tives in the TTPI. AmbassadorWilliamshas suggestedand the IAG agrees,
that the formalannouncementof a new policyshouldbe made by you in early
January1974. Such an announcementwould be particularlyeffectiveas part
of a generalstatementon U.S. policiesand programsmade by you duringa
ViSit to the Territory,shouldyou decideto make a trip to the Pacificin
January.

If this courseof action is acceptableto you, AmbassadorWilliams,at
his discretion,may raise thismatterat a propitiousjunctureof the Seventh
Round of the futurepoliticalstatustalksin order to havea favorable
influenceon these negotiations.The generalthemeof the Ambassador's
remarkswould be that the U.S. Governmenthas completedthe substantive
reviewof currentpolicyincludingalternativecoursesof action,and the
leadersof the COM shouldbegin to thinkseriouslyabout the kindof safe-
guardswhich shouldbe adoptedonce the policychanges.
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He mtght also htnt at the likelihood of an early offJctal public announce-
ent of a change'in _J:S. polt_¢y, t_ In kts J_dg_eD?,,su,ch, l_V t,ndtcatton would
ave a favorab]s 1_(t on _ co_r_{eb_ t_g S_eD_h _d. ,tT_attempt_uld
made, howeve_,,_ eng|g_1_heJCP_ In _e_]eil ¢ons_clo_s _n thlsmatter

slnce th|s shoulabdVhdePtak_n.|n _a_pan by t_ _1_1_i_ttQff and those
In the _ more concernedwlth economlcdevelopment,trade,a._ commerce.

I am send1_ a copy of thlsmemorandumto the Chalnnanof the Under
SL_oret_rlesCommltteeto InformIt of our Intentlonto sett]ethis matter
separatelyfrom the other Issuesrals_ In the memorandumdlrectlngthe study
on long-tern relations.

You early approval of the course of actton outltned above would be grea_+ly
appreciated. AmbassadorW_lllams has concurred tn this memorandum.

_J_C _J. M, WtIson,/_

Interior, DOTA- Berg :.:-. .:. ._ +
OCS, Colonel Kenty .. ,,:_._;',:,:._::,:.,..
OSD/ISA, CaptalnWhelan .,.;_;..:;i:',_-:_:::,,i.'.,,.

State,F,A/AHP- Oorrance .'.:,_!.,!:+::-;:._::,_::__.._.:.,.

Enclosure :_:- _.-+::_-_;':"',."'..,:_'_;C,:;._,;,"-',,'-.;,_•
" . , ,._ ,,._-_

.,,..,;:::_-.,....._.
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Review of US Foreign Investment Policy in the
Trust Territory of the Pacifih Islands"'

(Micronesia)

I. Present Situation

Acting under Articles 3 and 8 of the Trusteeship
Agreement, the United States denies legal access to invest-
ment in Micronesla by all UN member states other than the
US. (Article 8 of that agreement requires •most-favored
nation" treatment of all UN member states other than the

us).

Despite the resulting monopoly conditions, US firms
have not found Micronesia a particularly attractive field
of investment. US investment presently 18 limited_;to_m/nor
fisheries operations, air and sea transport servlce8,_ _
tO a few tourist-oriented hotels. , /,._

Micronesia is short of private oapltal _ aZ_,_It:,t '
part of this need is being filled by sub-rosa _a_e_l_-_..
investment. These investments normally are t2_-_gh."Imll-c-_
vidual Microneslan fronts and are usually dlsguls_,_.:
loans or lines of credit. Such activity iS graates% __m.:
the Marianas and Palau, but exists in varying degree in all
other districts. Because of the mode of operation of the
Japanese investors and their fronts, it _ virtually im-
possible to prevent or control their a_tlvitles. Compli-
cating "exclusion policy" enforcement efforts i8 the fact
that the Micronesian fronts usually are prominent community
leaders. However, while the Japanese subrosa economic
presence is widespread and very evident, for the most part
Indivldual operations are small, e.g. small trading
companies, smaller hotels, smaller construction firms, and
the like. Thus far Japanese businessmen have not found
it practicable to invest in large-scale ventures, although
the groundwork for such ventures is undoubtedly being
laid in anticipation of termination of the trusteeship
agreement. Larger-scale activities which will hold

particular interest for the Japanese include large tourist
hotels and related infrastructure Actlvltles, development
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of shore base opa/a%i_ns, to, support fisheries development
O0 ee • go • Ooo Oo

in the area, an_ _o_gib_yOs_me _u,m_-pr®cesei_., . . ,
• • • • • O. • OO • •

Althoughtdei,, in:,' cro-
nesia by nationals of countries other than" J'apa_ _i_y
Australians, Koreans and Taiwanese) such investment is un-
likely ever to match Japanese levels. As non-m_mbers of the
UN, the Taiwanese and Koreans are already outside the
bounds of our exclusion policy, as are the Nauruans who
are investing on a small scale in Micronesia.

o

II. Reasons for Investment Excluslon Policy

The decision to exclude all but US investment from

Micronesia apparently was taken early in the US adminis-
tration of Micronesia for a combination cf altruistic and

security motives. Until the mid-1960's the US maintained
a policy of excluding all foreign influences from Micronesia.
That policy (of which foreign investment exclusion was only
one feature) was prompted by a belief that the Micronesians
should be shielded and protected'from influences they were
not prepared to cope with_ in essence the policy represented
application of what has been described as the "zoo theory"
of administration. The other side of this coin was:the

belief that it would be difficult to preventp under the
"most favored nation • clause of the TrusteeshlpA_ZeeR_tw
Soviet econcmic and thus political penetration should _y
other UNmember state be permitted to Imvest oz Otherwise
do business in the Territory. These restr&Ints_ Eozei_
influences were reinforced by rigid TTPI ontzy_%xOl8 ,°
which made it difficult for anyone other than US Govez_ue_t
sanctioned visitors to enter Micronesia. The zoasozwwhy
blanket exclusion of foreign investment was doen_ neoessary
to protect US security interests in Micronesia are unclear.
Article 8 of the Trusteeship Agreement provldes adeq%late
protection in that any threatening foreign business activity
can be excluded on security grounds.

All element_ of that policy (except foreign investment
exclusion} have been discarded, and Micronesia is now being
encouraged to play a role in regional affairs through
participation in international organizations such as the
South Pacific Commission and ECAFE, and through anticipated

participation in UNDP programs. Travel restrictions have
been lifted and Micronesia is now an area of increasing
interest for the Japanesepespecially with respect to
tourism, while Micronesians in increasing numbers travel
and are educated abroad.
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III. The Issues eo eoe • • _
-- _ • e • • • • cue ee ee • coo • coo el

• • eo . • • • °o • • • • • • •
The principal _s_u_ I_ no_ whot_er _o _p_n:_he:d_r • •

to legitimate foreign i_esbmem%, _u_ M_._o_e so, .The_ •
present restrictive policies can continue only so 15n_•_S ""
the trusteeship agreement remains in effect. Under a free
association arrangement, a Micronesian Government would
have full authority to determine foreign investment policy,
although such could not conflict with US foreign affairs
and defense responsibilities and obligations. Under any
future Commonwealth arrangement with the Mariana Islands,
the latter would be an integral part of the US! the only
restrictions llkely to apply to foreign investment would
be those applled universally to the US and its territories,
plus such loca! regulatory devices as may be consistent
with national policy and law.

Assuming that our policy is changed under the trustee-
ship agreement, two subissues remain: (a) whether foreign
investment will be permitted without restriction or on a
selective basis; and (b) when such a polloy change wonl_
take effect. -_._,:i-

The basic question at hand, then, Is whethiE_:it_:i|,

in the US and Micronesian interest to petit legi_._te_:

foreign investment sooner rather than lateE• :,_,_i.,?(._!_!_:.

IV. Japan's Role in the Area • _-':_!_" _"_

A recent NSC study notes the Japanese haVe_-_:_:LT. • .
foreign pollcy on the central tenet that a ©lose(_ela_on--
shlp with the United States is essential. Japan's _a_e
with the United States accounts for a third oE h_E total

international trade. The only military pact Jepa_ __£n_alns
is with the U.S. Her foreign policy has closely paralleled
that of the U.S. We expect that Japan w_11 maintain that
position for at least the next decade so long as certain
basic premises remain valid--the credibility of our security
guarantee, an _pportunity for political and economic growth,
and a reciprocal. U.S. attitude about the importance of the
relatlonship.

In terms of Micronesla, this broad policy translates
into Japanese support for a continuing association between
the United States and Micronesla on the one hand, and on
the other, a Japanese desire to be able to exploit the
limited economic opportunities they see in Micronesla. GOJ
support for our political objectives rests not only in its
wish to be acco_modatlng to its close ally, but also on the
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fact that our basi_ interest in the area--its strategic
Importance--serve&-ho:_'_a_ J_n.ffl _m_ _ _he.0 ,,,,

• • • Q • • @

credibility of oul se_ri_y _ar_eet. T_ee _a_anese. . .
Gov.err_ent has sh_w_ _, i_en.t_s } desir_ t_/ard _cro. a :
nesla and its economic interest in Mi_roh_si_ espp_a£_*at*
this 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 "most-favored nation" clauses re-

garding trade and investment, no other administrative
authority has interpreted the applicable clause in the re-
strictive m_aner that we have.

Even our closest allies and friends on the UN Trustee-

ship Council have been critical of our exclusion of foreign
investment, and have privately pressed the view that the
existing policy is doing damage to our political position
in Micronesla. They base this observation on reporting
from their representatives who have been to Mic_onesia w_th
UN Visiting Missions. Micronesian representatlveI'at _q
Trusteeship Council sessions also have effectIvely_:_uI_
our investment exclusion policy in c_l_Cis_.,,_..::a_z_S-
tration of the TTPI. ,-.:_. _,-_;-_-_,-_,_.',_i_i,_

..... ..:_._.,.._-_,_,_Ji_i_,_..
_he us is on p,_lic reccr_ i. the _ u.,__!:"_

present policy "under active review'. _:_;_,_)_'/_._._

VI. Micronesian Attitudes • .......
. ;_._;_ ,' .. ,., ,_,.

Micronesia's traditional and ele_te_ politi_ ].eader-
ship has been highly critical of US exclusion of foreign
investment. Most of the six district _egislatures at one

time or another have adopted re_tlons calling for a .
reversal of present policy, as/t_e Congress of Micronesla --
most recently earlier this year, Micronesian representatives
at the annual US Trusteeship Council sessions, and to UN
Visiting Missions, have been most'vocal in articulating
their unhappiness with our present policy. The TTPI admini-
stration, including the High Cc_uissioner, has also called
for a change in that policy.

Since the US in recent years has been unable to ex-
plain in acceptable political or econmuic terms the
rationale for existing policy, the Micronesians ascribe to
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the US a variety of ulterior motives:

- Theyargue i"Micronesia as a privat_ _n_esSu_n_ pr_,oerv_° f_ _See_ap_t_. ._
o, ee, • ooe • • oo H ° :' _ " Q

-- They argue that, given the disinterest of US cap_°t°a_,e
the policy also is designed to assure a continuing and
maximum degree of Micronesian financial dependence on the
US Government.

-- As a corollary to the foregoing, they assume that
the policy is designed to minimize non-US influence in
Micronesia for US security purposes.

-- Based on these alleged US motives, the Micronesians
argue that our declared concern for Micronesia's econumic
develolmnent cannot be considered as credible.

Micronesian attitudes toward Japanese investment are
ambivalent. On the one hand there is the natural attraction

to forbidden fruit -- encouraged by Japanese businessmen.

Same Micronesian leaders are being encouraged to anticipate ._
bOth a high level of personal return from potential fozelgn _
investment, as well as expectations that stznehov molt of .,-
the Territory's economic ills, and dependence on thou'US, _
will disappear once the input of foreign Invest_-_J_
"develop" the territory. On the other handwi!aostis_hEosa
Japanese invest_r,ent has been through indITid_l_JLLc_ones_
fronts. In those few instances where MicrODetsi_ _der8
in the districts have had an opportunity to make • _blle_-
tire decision on foreign investment proposalo, _,,,.ll_D-.llttq_c'
have been turned down. Hicronesians in general az'o"very
cautious and even suspicious regarding outslde interference
or control from any source. In these Qircumstancesw given
the opportunity, they have treated foreign and 81MM_Ifieally
Japanese investment proposals in the ea_le manner as they
have handled mo:;t US investment proposals -- rejection
based on a Micronesian unwillingness to concede to any
foreign firm control of new economic ventures within the
territory. Although there may in time be a more receptive
attitude toward foreign investment proposals, it would
seem that in th_ main the Micronesians will continue to be

cautious about foreign control of major ventures.

VII. Available Foreign Investment Controls

A change in policy permitting foreign investment would
not mean uncontrolled Japanese or other foreign econ_mlc
penetration. Three broad and hlgh/y effective means of con-
trol or regulation of investment already exist and would be
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fully applicable _e_ a_y relax&tion of existing policy.
el Qa • @O@ • 09@ @@

• • @ • • •

Exist'n', " " "" "" ""• _ha_ nd .l_n_" in: M_r_n_siai)

can be sold or. ota_w_w_se:pCr_a_ejbt411_,gl;e_ate_ ._,o r_m-Micronesians. Land can be leased to non-Mlcronesia, s, but

only with the approval of the TTPI administration.

2) Under Article 8 of the Trusteeship Agre_nent, the
US can exclude any foreign national or venture from any
part of the Territory for security reasons.

3) Existing territorial law provides that all potential
foreign investors t (including US) must apply to district
economic development boards for business permits. Thus
far these district boards have taken an extremely negative
attitude toward all applications, and, in any event, the
TTPI High Co_issioner has final authority. All appllca-

•tlons are submitted to him for review and final approval
or disapproval.

VIII. Legal Position and Exercise of Necessaz_v Contyol

Legally we have a substantial degree o_ Elex/billty.
The Department of State's Office of the Legal AdVImLT ha8
examined our rights and obligations l_der the_AEti_IoS 3
and 8 of the Trusteeship Agreement and'ham _n_l_S:_: .

-- That our present policy of _mi_om_'_dc_o_:_8
legally (if not politlually) defonmJ_-_!/':_

That we could allow foreign 'lzlvostnqJsl _?_ •
area ; " " '__'_"_'

-- That exceptions to the requirements 0£ equal treat-
ment could be made on the grounds, of gJe_,L_it_ and
the need to promote the.advanc_ent of the inhabi-
tants ;

-- That we could delegate our first instance authority
for regulatory control to the Micronesians, but that
we would retain responsibility 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 investment
opportunities;

-- That we could delegate suc_ authority and still
retain our right of exclusion on security grounds; and

C0_T_IDENTIAL
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-- That:we ,_x_l_ p_ovide ec_n_c,ag_s@ _L/%q_rtain

• . n.-.-;.. :-: ... :.. : : : :.. :..
As for actually _mplementing these various leial

options available to us, the Foreign Investor's Business
Permit Act offers a reasonable and defensible basis for

reviewing applications for investment, and for discrimi-
nating between appllcants. In practical terms, it also
provides the necessary review procedure--every appllcation
approved at the district level is subject to final approval
by the High CQmmissioner--both for exercising our UN obli-
gations and for maintaining our rights to security denial.
(It would be necessary to give the High Commissioner
specific guldelines to apply in his review of each case--e.g.
how to deal with USSR and PRC investment proposals--and to
provide for automatic referral to Washington for review in
certain defined areas. These guidelines should also be
made known in general terms to the Micronesians to avoid
unnecessary misunderstanding). Finally, by providing for
decisions on a district-by-district basis, the Act Insures
that divergent attitudes on investment can be refloGted.

IX. Policy Options _ :__/!_:'___

In light of the above conslderatlons,: _4JOQ,q'_eNt
possible options for future US policy on f0reigzz,i_WR_t
in Micronesia. These, with pros and cons• aEe 4L_scfl_Bso_I_::_i-....

A. Option I: Retain Status _uo. Restrlctionz/_:W__ i
continue to deny foreign investment by UN m_he_ o_4LS_J_8
(other than the US). : _......

PRO

-- would maintain favored position for present and
potential US investors for the few remalnlng years oE
trusteeship.

-- would to some degree minimize foreign ('especially
Japanese) influences (including polltlcal) in Micronesla
for the remaining few years of the trusteeship, and force
maximu_ continuing Micronesian dependence on US during that
period.

-- would minimize the prospects for foreign control
or_dQminatlon of various sectors (e.g. tourism} of the
Micronesian economy during the re_aining few years of the
trusteeship. (This pro is offset by the fact that such a
prospect could be prevented in any case by investment con-
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trols existing under __ro_axatlo_ of sour_exclusion policy).

-- would, at le_s_ _heoFeetlo_al_; p_@viS_ _ _n_iaaing ;

incentive to early c_cl8alo_ a_i_p_e_t_o_ _f % _,• _••status agreement.

CON

-- would perpetuate major irritant to US/Micronesian
relationships; Microneslans would continue to contend that
US policy is designed to serve only US interests, thus
weakening the case for association with US!

-- would encourage continuing and even increasing
subrosa foreign investment while also feeding unrealistic

expectations as to the character and levels of Japanese
economic assistance in the post-trusteeship perlodj all
to the detriment of our position in the status negotiations.

-- would not provide for a'period of adjustment to
foreign investment pressures during which we Gou3al assist

Microneslans in learning to cope with Japanese .i_vesTalT8.

-- would delay the inevitable at ca_nslder_e:
political costs to us ur_natched by glgnlfi_E __go8
to US interests ........ --'"-"":__D....._..i__'2'_;_....

-- would further delay some develolxnen_:-_;_gh_
in some small degree permit reduction of U8 gESJ_8_ _?''.....

B° O_tion II: General Relaxation of Present" _'_*on"
Policy --

We would open Micronesia to forelgn investment with
no basic conditions or controls, other than those provided
by the Trusteeship Agreement and existing legislatlon. The
latter would provide for a case-by-case review at both
district and High Commissioner levels of investment ventures,

and would permit exclusion on security grounds, or on the
basis that the venture would not serve Micronesian interests.

We would, in announcing our change of policy, alert the
Micronesians to our UN responsibilities and to our intention
to invoke the security provisions of the Trusteeship
Agreement as necessary. More specifically, we could pro-
vide guidelines for policy implementation to the High
C_mmissioner designed to protect US and/or Mioronesian
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interests under existing authority.
OO 090 • • Q OO eqll • OeO • O00 Oe

As e___p_ig n ii_!s_n!'ir[_c_ _I£2no[ [_ _t_
on TTPI land areas required for US defense purposes (e.g.
Tinian Island, certain parts of Babelthuap Island, and
KwaJalein Atoll) ;

-- administrative measures could be taken to assure

that no foreign nation, through investment by its nationals,
obtains control of any sector of the Micronesian econc_yl

-- certnln critical service areas could continue to

be denied to foreign investors, e.g. communications and
public utilities ;

-- any investment proposal considered by the US to be
prejudicial to the security of the US or Micronesla would
be disapproved in case-by-case reviews.

P_o___ss

-- would remove one of the major irritants In _
Micronesian/US relationships. ;:4, ,',i

• .......,. ,, . . •

-- could importantly enhance the cre_lib'ilitT_Ol_:_O_z' "
negotiating position by demonstrating our EiS_i_NbD_al :T_
Micronesian desires, and by weakening the _Egtlalx_t_T_.'_

seek continued ties with Micronesla for osoentt&!ly_iaolZish
purposes. _=

-- would provide the Micronesian8 first'hand _lence
with the true character of foreign eeonom/c interest _n
Micronesia, thus undermining the credlbil£ty of the argt_ent
that foreign and especially Japanese i_vest_ent can be a
substitute for US financial assistance.

-- would, during Micronesia's transition to a new
political status, provide to the US an opportunity to
assist the Micronesians in learning how to cope with
foreign investment.

-- would contribute to Micronesian development, but
without reducing the need for association with US.

-- would permit increased control of all foreign
investment and curtailment of subrosa activities which

would be relatively less attractive to the Micronesians
and the Japanese. (Legitimizing of foreign investment
would be an incentive for formalization of existing sub-
rosa arrang_uents, while incentives for future subrosa
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investment would be slight. -From the Japanese investors'

T_at the Inve_t_roRas_ no _ec_u_S_,oUna_r _ a_a_st 2 •
his Micronesian _renls o_ e_tn_f_ in:th_ eyent the lakt_r
misuse the forei_ i_%_st_rW_n_s_I oe • e : :eo :o*

CONS

-- could, at least theoret._.cally, remove an inducement
to achievement and early implementation of status agreements.

-- would, to extent we veto individual investment

ventures on security or other grounds e provide new friction
points in our relationships with Micronesians.

C. Option III: ContrOlled Relaxation of Existinq Investment

Investment would be allowed only in certain geographic
areas and in carefully-defined economic activities, e.g,,

tourism and fisheries development. , _:...

PROS '_:',_,._Y_'_._j_'__,_,.

-- would permit broader control of ____eE

--would, if restrictions on forelg1_ ____:-":
tightly limited to areas affecting US eo_Ei_.:_J_ts,
offer PROS similar to those for Option XX.!_.:!_,L %'_._i_i,,:

-- would, if restrictions are broad a_d relate._o:both

geographic areas and major economic fun_tlo_8['o££oE PROS
aimilar to those for Option I. • :.

co____s

--would, _'f restrictions are severe, suffer most of

the disadvantages of Option I without balancing advantages
of Option _I.

-- would, if restrictions are limited and relate only
to US security interests, differ from Option II only in that
our security concerns would be highlighted to no practical
advanhage.
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X. Discussion ee ee. • • • ee oe 9 eee e eoo e*
• O $0 • • • • • • • OO • OO • •

A. US Interes_s:-_ I_ _ :cle_:tha_ t_e _exist_alr_a_y
adequate contr_1---A%f_ pr_v_8 _o£efgn e[_ves_nt vem_r°es
that might threaten US security interests._verwhelming
foreign economic presence and therefore polltlcal
influence, or the use of land in which the US has a
defense interest.

A major argument against relaxation of our invest-
ment policy is that massive Japanese investment would
follow, and that this could be followed by Japanese
political influences inimical to US interests. It is
also argued that massive Japanese investment would lessen
Micronesian dependence on the US, and thus would result
in lessened Micronesian interest in association with the
US. We believe these arguments ignore realities.

-- It is unlikely that a Japanese economic presence
would expand so rapidly in the remaining years, of the
trusteeship that status attitudes would be signlflcantly
altered vis-a-vis the US during that time-frees.

-- There is no evidence to support the thesli_f_blt
the Japanese Government has political a_Lbi_-_,_.::
Micronesia; in fact, the Japanese GoveE_e_t._bli,_e
clear thau it favors a close political relation_hip/
between the US and Micronesla, but with op_t_k_$-_ei' ,_

for Japanese investment. •_ _ _.:_,_>
_,_,;_,_!_..

-- These arguments exaggerate the _Ik_ '_'_aCter

of Japanese investment in Micronesla. Some _OEs
Japanese cumpanies are eager to invest in tourism and
fisheries in Micronesia, especially in the Marianas,
Palau, and Truk. But they will wish to do so on terms
consistent with similar Japahese ve_tures elsewhere in
Asia and the Pacific -- terms which thus far have proven
to be unattractive to the Microneslans. In the clrcum-

stances, a relaxed investment policy probably would lead
to a slow bu_ expanding Japanese economlc presence, and
not to spectacular early growth in most areas. The
overall Japanese econumic presence would probably remain
relatively insignificant as compared to the US economic
presence (manifested by US programs and grants) in the
few remaining years of the trusteeship.

-- The arguments advanced against a change in policy
also ignore the existing Japanese presence, and the fact
that legitimizing foreign investm ,ent would make subrosa
Japanese investment less attractive. Indeed, existing
subrosa arrangements probably would be formalized and
thereby brought under control.
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A change of policy to permit foreign investment

the Options, *also_ire_tl_ serve U£ i_berests.in.a&

variety of_w_y_. _e_h_ps_e re&st _c_tar_t:advSn_ages
• to a relaxed fS_ig_ i_Ve_t_e_ pS_iC_ _re °ad'_ol_ows.

-- The credibility of our concern for Micronesia's
development would be enhanced.

-- Many Micronesians have exaggerated expectations
as to the manner in which Japanese econc_nic activity
might contribute to a lessened dependence on US grant
aid, and therefore on association with the US. Practical

experience with Japanese investment, and in particular,
the character of Japanese control of their foreign
investments, 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 investment
proposals against US proposals they are already familiar
with may operate to the advantage of US investors.

-- Since Japanese investment is in any event
inevitable with termination of the truateeshlpp It.£8
very much to our advantage to permit such _nves_t
during the re_,aining transition period, _E_ti_
of existing policy, while we continue tOi_ItIE
Micronesia, will permit us to channel _T _E_g_ ....
J-_panese investments in areas which v£11 _timQEyQ ,_*_'.
Micronesian and US interests. ContlnuaU_ _ _ _'_......
existing policy until termination OE the _MN_.p.'
would simply mean that the Micronesian8 wou1_ 'be _8k_
with having to learn how to cope with 8elZ-_c_T_t
and the Japanese on the same day, and w£th_ut the degree
of us guidance or US influence that _w exists.

B. Status Neqotiation Factors -- It has been argued
that a policy change should be held back as a possible
"bargaining chip" in the status negotiations. It is
also suggested that a prospective change in policy
could be used as an inducement to the Microneslans to

agree quickly to a status arrangement by promising that
such a policy change will take effect as a transitional
step following agreement on Micronesia's future status.

On close examination, we believe that these views
cannot be supported. There is little or no evidence
to support the view that the Micronesians would make
concessions in the status negotiations as a tradeoff
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the contrary, a_y:s_th _ffo_t _o;u£ili_Q%u_.in_e_-
z_ent policy as a kazga_n_n_ ch_;wou_d h_ _/nt_r. o
productive in i_s p_tiq:a_'fm@aet:. T_ oredibil|tF
of our expressed concern for Micronesla's development
and welfare would be further and serlously reduced by
such action.

We also do not believe that the Micronesians

would accept as an inducement to an early status agree-
ment the promise of a follow-on change in policy. The
offer of similar inducements in the past, i.e., promises
of early moves to much increased self-government on
completion of a status agreement, have had little impact
on the pace of the negotiations. As a practical matter,
the concept of utilizing a change in investment policy
as an inducement does not take into account Micronesian

attitudes toward time -- they would prefer to have a
change in policy now, but are prepared to wait rather
than to compromise their negotiating position in order
to obtain a few more months or even a year oE two of
a relaxed foreign investment" policy. _ _''

On the other hand, it would appear that"_.i_zl_

change An policy could impact favorably on _._ ___
negotiations by removing a major irrlt_t i_>_ ..<,tj_
relations with Micronesla 8 leaders. FOE _. ,;....

impact, it would be desirable to a_li__._B_

in policy at the earliest possible date, af%_E..__
rations with Micron•slats leadezsblp. ;! .,:_,._i'i_;___.

C. Restrictions on Foreign Investment -- 8_e a_eq_ate
admlnistrative and legislative uont,rols exl8_:o which
can be coupled policy guidelines, to _rewe_t mzm2
unacceptable investment venture on .a-oase-h_-_ase basis,
there would appear to be no point in broa_ restrictions
as under Option III. If such restrictions are slgnlfl-
cant, much if not all of the positive political impact
of the policy change will be lost. If they are limited
to a narrow range of areas related directly to our
security Interests, the practical effect will be no
different from Option II, but there would be the dis-
advantage of highlighting the character of our security
interests •

It is therefore concluded that Option II providing
for general relaxation of our foreign investment policy,
but with carefully developed "safeguard" guidelines, is
the preferred course.
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D. Possible Offsets._oea_E_pa_ded gapag_esq.E_oD_i_ . .
Presence • • o. _ • * • • • • o• •

• • • • • OD• _ • • • "@

_though it isu'.a'i_"_aL as:_ _y .Q_h;r:for_ :."
investor interest will in the foreseeable future equal
that of the Japanese, some actions can be taken to offset
the potential Japanese presence and minimize the possi-
bilities for Japanese domination of any given sector of
the Micronesian economy.

I} Investment guidelines to the TTPI administration
which would require that the High Commissioner review all
investment applications not only on a case-by-case basis,
but also on a _sector" and district basis. Should it

become evident that investment from any one country is
approaching the point that a particular sector or district
of the economy will be effectively controlled by nationals
of that country, then further investment in that sectoE or
district could be rejected and reserved for other countries
or for Micronesians.

2) A campaign could be mounted in such non-UNmember
states as South Korea, and friendly UNmember Itatei_!u_h

as Australia (as well as the US), to attract_,_t_Q_n_i_ .
from those countries to compete with tho Jap_e_"__
potential for Lnvestment from these aD_ otheE_tEi_,,_-,

avoid actions which would be in conflictwlth__:_i_;_,i '
"most-favored nation" clause of the Trustee_hip,_E._, _.

3} Means for improving local capltali_atlo_,_,_a_r _
ventures, through "seed capital" and slmilaEdevi_s =a_
be actively explore d .

4} The possibility of Micronesian (as, agaln_t US
guideline} res_rlctions on the character and level of
foreign investment can be explored wlth the Congress o_
Micronesia.

Several or all of the above devices to limit the po-

tential for Japanese control of the Microneslan economy
would in fact be welcomed by the Micronesians and could
be developed with them in determining future investment
guidelines, as is recommended below.

E. Timing and Methodology of a Change in Policy

If our investment policy is to be changed to permit
foreign investment, it is logical to time and menage the
change in a manner polltically most advantageous to the
US.
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e:: +"..... _" -'_:'++"--"+'o"_'- +++_.+:+._.s+++..; _+ +---+':,+. • .<.,,,,_,,_,," . _ ,:. +-._,+-*

+- -- " + ;'+'+ ' " . " _+ _P<'+'" • - • + • " - .".++ -- +"" ". " -'_" r'-..'-.. :+ " ' +P'+¢ "" ".

..:..:'. "_t has,+_read_ beenc_r_lu+ed_else_ere in this studY".th_t"th+ earlier _.

• . •:" that.the t'orthcoui.n9 _lle_q_estan"_'l;atm,l_,o_l_t,|_l_s: _hotS+rl+_!+fcPr_++.:_..;'.'-+:;" .:; .
• • " " " +O 41_ ,me . • _' • ", .o-" " ;_lt_ "+ •

..._. :_.'t_++_ • :...-..:,__...... o++.. +.._+,.. air+ . ..-_._e. . _ .. . • .

' +-;-elec.t_l"IHdershlp_(tn I;I_I_+capacity "as:membeTs"bf-the_l_,_,_ "_-'.-;"

... • ,, .neSlaJ.Onuse" _ .pottcy change.,.."consulmtlons:'at,•. that time _ou'Id,se_'_;e.a+.'_oTold_+-.'. ""- p t_o . (a)_ Improve .the atmosphere .surrounding the talks'by advising;._,_.+m.' . .
•the I¢|cromestansof an anticipated +changeof Policy _hey haveionj sought_'._+:.

• and,"(b) to commencethe-consultations process necessary"t_"successful tmple-+..
mentatton Of-a newPoltcy,'::However,zJ_ ..is also _belteved._at..for=al and-i "..2
detat].ed consult•tt artswtth_4tcrenesi;i"._-_eadershtp".s'hou_d_,_6t _e'.:undertake_',
wlthin'..:_hii-_ramewOrk_f:+ch_:s'tatus_ne'qotlatlons;_:_,Such-"aCt_n-'S_.:_u_!_l.tend to ._.
mk:e:gnto.+-_n_ent_ous""_U_u_e:'po1_t._ca1_sta_+".:'_ssues._++_d_e_. nego-_? .
ttatt_ng .topics)./questions.which more-properlys-_nould+be:a_'ub;]_t _f-__.-_.%:_""
consGl_atton'wfth .:thoseCommitteesof the Congressof MiC;_nesta"_i_.otheP.::_.

Htcronestanbodtes: concernedwtth ec:onomtcdevelopmentquestions"'and tnvesto" .
ment"tssues during the remainderof the trusteeship. ."-_:--'_:_-::::...:P.":::

• . .. .-... . • .. >_-..._ .-..+- . .. ;_._.....

"X], Conclusionsand_eco_endations " " :" +.

The Departmentsof Defense, Interior, State and the Offtc_ of Ktcro-
nes1_nStatusNegotiationsconcludethatcontinuationof exlsUn_ Policy
excludingforeigninvesi_aentunder:the"HF_"clauseof theta_toeshtp
agreementno longerservesU:S. interestsand,In tact,:I$ In u_m_smry
irritantin U.S./Hlcronesianrelations.As a prac'tlcalmmtt_t,contlnu_tlon.
of toepolicymerelypostponestheinevitableby • matterOf N_mnl yur$
at rest. On the otherhand,relaxationof thatpolicyImt+_It_ramjet•hence
of existinglegislativeand executivecontrols,k)rovld_$"$1$1aiflc_+polltl-
ul advantages-- If onlyby recognizinganddealingwith.ruli1_.

It is accordingly recommended: " "- '" +

-- thatthepresentpolicybe terminated at t)feearliest practicable
dateby adoptionof OptionII _l_Ichwlllpemlt controlled
foreigninvestmentunderthe"mest-favorednation"clauseof the
trusteeshipagreement,whilealsopermittingtheU.S.to continue
to preventany Invesi_entventureon securityor otherappropriate
grounds. " '

-- thatthe Departmentof theInterlor,in consultation.Iththe
Departmentsof Stateand Defense,and withO;,tS)l;establishapprop-

• • riateguidelinesunderwhlchtheHlgh Cor:aissionerwoulda_:J_n_s_er
thene_ policiesconsistent_IthU.S. nationalsecurityinterests
andU.S.internationalobligations,and in a m_nnerwhichxvlll
takeintoaccounttheconsiderationsandsuggestionsoutlinedin
the foregoing section X.O. •

+
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-- that ILho.tlmlngand molJ)o_lo_ of tho policy ci,ange_ keyed to.
t_e foll_dn9sleps: (a)informalIndlcatlon_by _ Presldont's

• Personall_ep_;entwV_veefocI4icronosianStatusIlogotlatlGnsduring m 4 t

• " -_ *_ ** |l *_J_e se ' ,
" ". the Seventh P,_uQd:q,f.eS9 t_tnerL¢ y.hange .in p _P_ a_qld_ _ - :_./_..: ....,.

• •.: quent need for.pqHtcroo_stan_deFS t_p|_: _Serp_.___-

•, -. •:•,'•thene_tlatln9 atmospherewouldbenefitf_o).l_ml_$u_'.'a__:• . . dlsclosu_;,(b)staffingof n_:Invesi_entguldellnesli_In.'ena_..._-:._..,-_.
......l_t_eeaall Interesteddepari_mtsa6d agenciesof theUnitedSt_tes,_)_'_TL

• Government;(c) a fomal, announcement'by -the Secretary. of the .."-.._'-_.'::" :":
Interlor _r the High Comlssloner of a:.changeI_ thls;,pol,lcy prior: ..:.: • -:.
to the openingof -the next sessionof"the. Congress:0f,(Icron,e,sla;:: ,'::..... "
or as part of the State of the Terrltory_ssage.lf the HIC0_ • . : . '.:_.- .."
rakes the announcement;and(d) the Introductlon"ofthe nex l_llcy- _ :. ..

•" as soonas consultatlon; with the C014and implementing.p_cedures ._:_._.-:.:. :_
ar_ completedandagreed to .by .al.l concerned- the outslde. ¢ar_et-":_.....,.....,....:..

,.,.... date being JuneI, •1974, , " -.'._:._,_,:._..-.-'.,.. . "-
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