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DATE: December 14, 1993

TO: Carol Rasco
FROM: Mike Schmidt
RE: December 13 Insular Territories Meeting

On Monday, December 13, I attended a meeting of Congressional Delegates
from Insular Territories, House and Senate Committee Staff, and officials from the
Department of Interior. The meeting was headed by Marcia Hale, and was
intended to allow the Congressional representatives to air their differences with
the proposed DPC Working Group on Insular Territories. This memorandum
summarizes the important issues brought up at this meeting. I have also attached
a copy of a letter the Delegates sent yesterday to Secretary Babbitt.

IMPORTANT ISSUES
0 ition t Interior-Led DPC Sub-G

It seems clear that, judging from comments at the meeting and the attached
letter, this group has some serious problems with the Department of Interior
heading up a sub-group of the DPC (or a sub group of any kind). I believe there
are two primary reasons for this resistance:

° First, there is a basic misunderstanding of how the Domestic Policy
Council (and Intergovernmental Affairs as well) works. The
Delegates and Committee staff seem to think that because the
Department of Interior would chair the sub-group meetings, they
would somehow centralize their authority over Insular issues. I tried
to explain to them that this would not be the case —- that any
decisions of the sub-group would filter up to you and other White

House Principals for approval -- but I am afraid I was not
successful.
® Second, there is a tremendous amount of emotion and resentment

that exists from OTIA's (and Interior's) past relationship with the
Insular Territories. OTIA is seen as representing the old colonial
attitudes that used to permeate US/Territorial relations. This strong
emotion virtually guarantees that any arrangement that places
OTIA/Interior at the head of a sub-group will be viewed as
unacceptable.

Appropriateness of DPC as Home for Sub-Group

There were some questions raised about the appropriateness of DPC as the
home for an Insular Territories sub-group. Congressional participants at the



meeting seem feel that most of the issues that they are concerned about fall under
NEC and NSC's realm of influence. The attached letter echoes this sentiment,
stating on p. 2 that "many of the most important issues are actually within the
purview of the other two Presidential policy councils (NEC and NSC)."

Inclusion of Puerto Ri

I believe that the Congressional participants were arguing for inclusion of
Puerto Rico in any policy council mechanism that we create, although this was not
very clear. Some argued that it made no sense to exclude Puerto Rico given its
importance, yet at the same time others pointed out that inclusion of Puerto Rican
1ssues would likely overwhelm the other Territories' issues and concerns. You
may want to check with Marcia Hale for a better reading on this point.

Intergovernmental Affairs Involvement

Another misunderstanding arose over the role that Intergovernmental
Affairs plays in the White House policymaking process. Strong appeals were
made for Marcia and Intergovernmental Affairs to take the lead role in the
interagency policymaking process. Marcia did a good job of explaining that her
role is one of liaison, not of policymaking, and that DPC was the place for any
policy-related body to reside. Hopefully, this point was made clear.

NEXT STEPS

Marcia told the group that she would meet with you and Donsia in the near
future to discuss the concerns that were raised at the meeting.

cc: Donsia Strong
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U.S. Bouse of Representatives

Committee on Natural Resourres
&ashington, BE 20515-6201

December 13, 1993

The Honorable Bruce Babbitt
Secretary

U.S. Department of the Interior
Washington, D.C. 20240

Dear Mr. Secretary:

Thank you again for meeting to discuss our objections to the
Office of Territorial and International Affairs plan to obtain a
role regarding the programs of other agencies as they relate to
some of the insular areas and other concerns involving OTIA. We
appreciate your commitment to work with us to reach a consensus
on the way that matters affacting insular areas are handled and
on the appropriate insular functions for Interior now that the
insular areas have developed to the extent that they have.

Since our meeting, our staffs have had preliminary conversations
about the critical issues involved. Also, Assistant Secretary
Turner helpfully provided us with a draft proposal; explained
that it was intended to address some of the major problems we had
found in the plan; and sought support for the proposal.

The draft, however, confirmed the reasons for strong reservations
about the plan. Its flaws include some of its basic elements and
its underlying concept as well as provisions that can be
modified. These fundamental defects cannot be rectified by minor
revisions or interpretations. They require a different approach.

The most serious deficiency is that the proposal would allow OTIA
to assume a lead and paternal role in all federal activities
applying to the U.S. insular areas other than Puerto Rico.

OTIA currently has no statutory authority regarding other
agencies' programs as they relate to Guam, the Northern Mariana
Islands, and Virgin Islands and should not have such authority
relating to American Samoca. Giving it a coordinating role
regarding policies within the jurisdiction of other agencies
would inevitably centralize power...even if that is not what is
intended. No language providing assurances to the contrary could
prevent other agencies from deferring to it, if only
unofficially. This could add a bureaucratic hurdle to decisions.

OTIA once had extensive power over federal and local policies in
all of the areas. Almost all of this authority has been replaced
as islands have developed. Now that it is about to lose its last
responsibility for administering a territory (Palau) it is time
to plan Ms. Turner's supportable goal of being the last assistant
secretary; not to give OTIA new power or a new lease nn life.
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The Hon. Bruce Babbitt
December 13, 1993
Page Two

Another concern is that the proposal would inexplicably establish
a policy coordination mechanism for only four of the five U.S.
insular areas. The fifth area, Puerto Rico, raises many of the
same issues that the others do. The similarities between it and
the Virgin Islands, for example, are often greater than between
the Caribbean and the Pacific areas. At the same time, the
distinctions among the Pacific areas are substantial. We point
out the illogical nature of this aspect of the proposal to
challenge lumping in together the areas that are included as much
as to question including all but one of the insular areas.

We also have doubts about permitting OTIA to head a part of the
Domestic Policy Council. This would exacerbate the problem of
OTIA being in a lead role because it would effectively enable
OTIA to lead a presidential office in addition to line agencies.
Further, many of the most important issues are actually within
the purview of the other two presidential policy councils.

After the plan's weaknesses were outlined to your staff, they
suggested that we try to jointly identify the essential
components of an acceptable structure for Executive Branch
handling of matters concerning the insular areas. We agreed and,
to keep faith with this understanding, the Committee deferred
action on a proposal to essentially terminate OTIA. We,
therefore, remain ready to collaborate with you in developing
supportable federal policy procedures.

A requirement is that any new arrangement not represent a
regression in the treatment of the areas. Hopefully, instead, it
will be a promotion in insular political development. What we
seek is a way to compensate for the areas' lack of power in the
regular federal process. Additionally, while it should enable
them to get attention at the level states do, any new system
should also provide for individual consideration of the different
situations and needs of various insular areas.

To be adequate, a proposal should accomplish the following.

c¢ It should provide a primary contact point on special problenms
for the other U.S. insular areag within the Administration at
the same level and as central as that for Puerto Rico since all
of the areas are now as locally self-governing as Puerto Rico
and since the issues involve those handled by the Economic;
National Security, and Domestic Policy Councils. (Special
questions regarding Puerto Rico are handled by the White House
under a decision made by President Kennedy at Secretary Udall's
recommendation and, within the White House, by the Office of
Intergovernmental Affairs under a decision by Mr. Mclarty.)
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The Hon. Bruce Babbitt
December 13, 1993
Page Three

© It should provide for direct handling of day-to-day program
matters by agencies and coordination, if necessary, by the
appropriate entity in the Executive Office of the President,
consistent with the Guam and Virgin Islands Organic Acts.

© It should provide presidential support for your office's Guam
commonwealth bill talks, to facilitate cooperation from other
departments, consistent with the President's pledge to have
them handled by a presidential representative.

© It should provide for Northern Mariana Islands relations issues
to be negotiated by a Representative of the President, as
required by the Covenant with those islands and the law that
approved it. The official should be a real representative of
the President (as opposed to Interior) and report to the White
House. It should also provide for other matters to be handled
directly by agencies with the Commonwealth's Resident
Representative, as also intended by the Covenant.

In closing, we want to express our hope that you will work with
us toc establish progressive measures to ensure that the officials
really responsible for matters affecting insular areas address
insular circumstances as seriously as they would those of the
states. We also want to note that because this matter is a vital
one in federal-insular relations and because the Constitutien
assigns Congress primary authority regarding insular policy, we
regard it as being of the highest importance to this Committee.

7 A7y —

RON DE LUGO

Chairman

Subcommittee on Insular and
International Affairs

Delegate, Virgin Islands

@0\—* N @(ux,.&\

ROBERT A. UNDERWOOD
Delegate, Guam

Sincerely,

cc: The Honorable George Miller
The Honorable Thomas F. (Mack) Mclarty
The Honorable Marcia Hale
The Honorable Carol Rasco
The Honorable Leon Panetta
The Honorable Juan Babauta
The Honorable Leslie M. Turner
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.S. lar Areas Relations/Policy Arrangeme t Criteria

o No increase in OTIA’s role. (OTIA now has no role in the programs of
other agencies in Guam, the Virgin Islands, or the Northern Mariana
Islands.) Plan a phase-out of OTIA, consistent with an objective to which
Asst. Sec. Turner has agreed.

0 An Administration contact point for Guam, the V.I, the NML.L and
American Samoa as central as that for Puerto Rico (since all are now as
self-governing as P.R.) A White House staff member central enough to
provide equal and authoritative access to all EOP policy councils and
offices and all agencies.

0 No OTIA-led committee to centrally oversee or coordinate any matter
relating to the four smaller areas together, consistent with the distinctions
among them and the reality that they raise many of the same issues that
Puerto Rico does. Individual attention to all areas from the appropriate
agency or EOP entity. |

o No functions for OTIA not authorized by law consistent with the
Constitution’s specific assignment that Congress lead on territories matters.
Agreement on any new insular intergovernmental relations/ policy attention
arrangement consistent with the role of the Delegates under law.

o Presidential support for the Interior Secretary’s Office’s Guam
commonwealth bill talks to ensure attention by other agencies, consistent
with the President’s pledge to have them handled by a presidential
representative. -

o Handling of Northern Mariana Islands relations issues by a
Representative of the President, as required by the Covenant and the
Covenant law. (A real representative reporting to the White House as
intended rather than an Interior official.)

0 Agency handling of other N.M.L issues with the Commonwealth’s
Resident Representative, as also provided for by the Covenant.

o Direct agency handling of program issues with Gnam and the Virgin
Islands, consistent with the Guam and V.L Organic Acts.
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United States Department of the Interior

OHHCEOFTHISHJUHERY
Washington, D.C. 20240

December 10, 1993

Ms. Marcia Hale

Assistant to the President :
for Intergovernmental Affairs

West Wing, Second Floor

The White House

Washington, D.C. 20500

Dear Ms. Hale:

Enclosed is a brleflﬁg paper on the proposals for interagency
coordination of issues relating to the insular areas of American
Samoa, Guam, the United States Virgin 1Islands, and the
Commonwealth of the Northern Harlana Islands.

I understand that a.prepartory'meetlng is scheduled for 1:30 p.n.
December 13, 1993, in advance of the 2 p.m. meeting with members
and staff from the House Committee on Natural Resources. I look
forward to additional discussion of the issue at that time.

Sinc ely,
AR w//g

Leslle H. Turner
Assistant Secretary
Terrltorlal and International Affairs

Enclosure

cc: Carol Rasco
Donsia Strong
Paul Richard
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INSULAR AREAS

COORDINATION AND CONSULTATION

Background

(1) Executive Branch Coordination & Consultation / Policy-making
Involving the Offshore Areas.

o The basic purposes of an insular areas council (or
committee) are twofold: (1) coordinate federal agency
actions involving the islands, and (2) consult with
island leaders. The r~* result of this coordination
and consultation would be the development or review of
federal policy regarding the islands.

o All, including Senéte and House, advocated the
establishment of an executz.ve branch council on insular
affairs.

o During confirmation hearings, both Secretary
Bruce Babbitt, ' and Assistant Secretary lLeslie
Turner committed to implementing a structure to
insure Executive branch coordination of offshore
issues.

(2) Early Initiatives.

o In 1992, Senator ' Johnston proposed legislation
(reprinted as S. 447.in 1993) to establish an Insular
Areas Policy Council, chaired by the Secretary of the
Interior, with most department and agency heads as
members. The ' council would provide interagency
coordination of federal policy and consultation with
the insular areas of. American Samoa, Guam, the Virgin
Islands and the Northern Harlana Islands.

o In 1992, COngressman Ron de Lugo also proposed a
council, but it would have been co-chaired by the
Pre51dent's principal assistants for National Security
Affairs and DomesticiPolicy, and be staffed with White
House personnel.
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o In February and March 1993, informal proposals
circulated from the House Natural Resources
Committee would have placed the council chair in
the Secretary of the Interior.

(3) Current Proposals.

(a)

The current Administration approach (determined by the
White House in a meeting in advance of a Senate
hearing) is for the administrative creation of an
Insular Areas Committee of the Domestic Policy Council.

o Purpose: develoﬁment and coordination of federal
policy, and consultation with jnsular leaders

o Chair: Secr'etary of the Interior.

o Staff support: Each member of the Insular Areas
Committee will staff issues as appropriate.

House Comment: Not pfrevailing with previous drafts,
Miller and ‘de Lugo staffs now say:

[} Interior involvement is "colonial."™

Interior Reply: Better balance is achieved
with an Insular Areas Committee. Insular
areas will have improved entre' to all
Executive branch agencies. Interior will be
one of many members of the Committee.

o Changes in islands!' status mean less need
for coordination.

Interior Reply: While Palau is changing its
status, it accounts for only 1 or 2 FIEs.
last month, the Virgins Islands rejected any
change in status. Guam has been advocating
a status change for the past 10 years, with
no agreement to date by the Congress or
Executive branch. (Guam status is a tailor-
made issue for the DPC Insular Areas
Committee.) American Samoa is chary of any
change. o

o White ' House Infergovernmental Affairs is
better positioned to refer issues than the
Domestic Policy Council (DPC).

Interior Reply: An Insular Areas Committee
under DPC is appropriate because "policy" is
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the main function, and Mliaison" is.
incidental. '

Interior Position: EIf Interior's role is at issue,
assign the Chair to DPC.

(b) The current House approach (Committee on Natural

- _ ~ Resources) is for Whlte House Intergovernmental Affairs

to deal with island issues. No council or committee is

included. The . plan is . sketchy but would 1likely
involve: .

o] Intergovernmental Affalrs would handle all issues
from all the terr:.torles, with referral to and
follow-up with the | Domestic Policy Council,
National Security Counc:.l, and Departments.

o Staffing: one Ix@tergdvernmental staff person

Comment: The purposf_e' of thé Insular committee is
"policy," with "liaison" secondary.

While :a House document seen by Interior
shows one Intergovernmental staff person,
the actual ‘workload would require the White
House to hire many more persons.

(4) Relevant Players.

(a) Offshore Governors. Among the primary missions of the
Department of the Interior is the empowerment of the
governors of the offshore areas by creating partnership
alliances in economic, environmental, and government
areas. These alliances can promote better and more
efficient use of natural and human resources.

Equally important, these alliances can promote a better
standard of living for the offshore populations.

o Governor of Guam |
Governor of American Samoa
Governor of the Northern Mariana Islands

All, except the Govémor of the Virgin Islands
have expressed support for and interest in an
Executive branch council for the insular areas.

o The Governor of the Virgin Islands has expressed
"concern”™ about the  structure, but  has
essentially maintained a neutral position.
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(b) Senate Committee on Energy and Natural Resources.

Senators Johnston
Craig
Wallop
Akaka

o All of the above?senators support the creation of -
an insular council.

o They belleve that the Administration should have
the flexibility .to organize the Executive branch
as the Admlnlstratlon deems necessary.

o] The senators s1mp1y want the Administration to
institutionalize a structure and take such action
by the end of 1993.

Energy Committee Personnel with 1nterest in +he

council:
Ben Cooper - étaff ‘Director
Lisa Vehmas - Counsel

Jim Beirne - Hlnorlty Counsel

(c) House Committee on Natural Resources.

While cChairman George Miller has not personally
expressed a partlcular view, full committee staff
members agree with the followlng approach.

Chairman Ron de Lugo, Subcommittee on Insular and
International Affalrs, advocates the designation of a
territorial contact in White House Intergovernmental
Affairs to handle 1nsular issues as they arise.

o de Lugo strongly' opposes the formation of a
policy council - which is a reversal of his
earlier strong advocacy of council legislation in
the Congress.

House staff from de Lugo and Miller offices:

John lawrence - Staff Director, Committee on
; Natural Resources

Richard Meltzer - Counsel

Lori Sonken .= Professional Staff

Jeffrey Farrow = Staff Director, Subcommittee
" ©  on Insular and Int'l Affairs
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Issue: Should the White House insular areas coordinating body

be placed in White House Intergovernmental Affairs,
like Puerte Rico, as :advocated by a number of persons
associated with the House Committee on Natural
Resources? '

Answer:

(1)

(2)

(3)

The luller/de Iugo/House staff positions have cont:_nually
evolved since February 1993 —-— the response is always a
different approach from ideas under consideration in the
Senate, Interior or the White House.

o Most recently, after Interior circulated a draft
proposal reviewed by the White House for a "polzcy"
committee attached to the Domestic Policy Council,
Miller/de Lugo staff suggested a "liaison® function for
white House Intergovernmental Affairs.

o This is a change in both location and purpose.

Puerto Rico's location in Intercjovenmental Affairs is cited
by House staffers as a precedent.

o Over many years, mmefr:ous Congressmen from the insular
areas have argued that the islands should not be
treated as if they were all alike.:

o Puerto Rico, being large with ample resources, handles
most of its affairs on its own, like a state.

o House staff members imply that a single staff member
from White House Intergove’rnmental Affairs can handle
mljaison" issues involving American Samoca, Guam, the
Virgin Islands, and the Northern Mariana Islands, which
now consume the time: of a ‘staff of 40 at Interior.

There is good reason to' continue to treat Puerto Rico
separately from the rema:uung insular areas.

o} The insular leaders of Amer:.can Samoa, Guam, the Virgin
Islands and the Northern Mariana Islands have warmed to
the "council" or "committee® idea specifically because
they see access to high level "policy" makers for
action on their issues.

o tLiaison" through Intergovernmental Affairs, like
that for .Puerto Rico, doces not meet this
criterion. The Domestic Policy Council would.



12/10/983

(4)

(3)

16:26 B202 208 3390 OTIA +++ DOM. POL @o08/008

6
The Committee is for the Executive branch, not the Congress.

° The proposed coordlnaftlon a'md' consultation is designed
to develop rational and consistent Executive branch

decisions, within a framework sanctioned by the
Congress.

© °~ The restiltlng surefooted decision-making will
-~ - - enhance decision-making in the islands and
economic deVelopment.

o The Congress is capa.ble of asserting its views on
specific issues at any time it desires.

The other insular areas' issues are overwhelmed when Puerto
Rico is involved.
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DEPARTMENT OF THE TREASURY
WASHINGTON !

OENERAL ¢OUNSEL
H

. The Honorable J. Bennctt Johnatoh
lChairman P
! Committee un Energy and Natural Resources
fUnitaE States Benate ?
éWasnilqton, D.C. 20510

@Dear hr. Chairman: : i

This reeponds to your requesg tor the views of the
QDepartment of the Treasury on S. 447, the "Insular Areas Policy
‘AcL."; The blill ls intendea to racilitaté the development of
‘Federal policice with respect to those territories under the
‘jurisdiction of the Secretary of the I térior.

s ,

‘ ; The Department strongly obje ts to section 6 of the
bil],.which authorizes the Secretary o the Intarior "to usa

Lhe personnel and services or other rederal agencies 1n carrying
out his recponcibilities with respect to the insular areas"

and directs agency heads "to make such jpersonnel and services
avallable” to the Secretary. Not only }aoes this provision
circumvent thc normal budget/appropriaticns process because

not ajl of the personnel costs and services would be furnished

on a relmbursable basis, but it would ﬂv ertere with tne apilities
of agcnoies providing personnel and services to perform their
statutory missions irrespective of raimbqrsement. At a ninimym,
section 6 should be amended to make the provision of personnel

and sérvices to the Secretary of the Inquiur discretionary, and
provide that any provision of pereonnel and scrvices shall be on
a tully reimbursable basis. :

. The Office of Managcment and Buhget has advised that
there is no objection from the standpoint. of the Administratien's
program to the subuisslon of thls report to your Committee.

Sincerglj
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October 27, 1993

The Honorable

k
Dear : . N

The White House is sponsoring a meeting for principals on Friday,
October 29, 1993, at 10 a.m., ini#oom 472 of the 0l1d Executive
Office Building, to discuss establishment of an insular areas
interagency council. o
Co
We value your ideas with regard Eb the insular areas and would
appreciate your contributing to tﬁe discussion on Friday.

ooH
If you plan to attend the meéti#g, please inform Ms. Cookie
Walden, Domestic Policy Council staff, at (202) 456-7777 or
telecopler (202) 456-7028. She.yiﬂl need to know your birth date
to arrange for admittance. £

siﬁﬁerely,

i
1
ol
2y

Dbnfia Strong
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Invitegs
(Written Invltatlons)
Insular Areas Meeting
Friday, October 29;|1993 10 a.m.

Al

i
l

The Honorable J. Bennett Johﬁston

Chairman, Committee on Energy, Fax
and Natural Resources

United states Senate

Washington, D.C. 20510

Dear Mr. Chairman: o

The Honorable Daniel AkakaK |
Chairman, Subcommittee on Mine
Resources Developnent and B
Committee on Energy and Naf
United states Senate
Washington, D.C. 20510 i
Dear Mr. Chairman: i
The Honorable Mafcolm Wallop
Ranking Minorigy Member o Fax
committee on Energy and Natural Resources
United Statéds Senate
washingtop, D.C. 20510

The MHonorable Larry E. Craig
Unifted States Senate " Fax
shington, D.C. 20510

Dear Senator Craig: _-{L//

The Honorable George Miller | -

Chairman, Committee on Natural Fax
Resources oo

House of Representatives '@ |
Washington, D.C. 20515 S

Dear Mr. Chairman: : b

The Honorable Ron de Lugo %{/

Chairman, Subcommittee on Insular - Fax
and International Affairs 5 .

Committee on Natural Resourcesgpdvﬁp

House of Representatives - |

washington, D.C. 20515 . %%?%;QJ

Dear Mr. Chairman:

(202) 224-6361
(202) 224-2126

(202) 224-6441
(202) 224-3230

(202) 224=-2752
(202) 224-2573

(202) 225-2095
(202) 225-5609

(202) 225-1790
(202) 225-9392

gjo03
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The Honorable Robert Underwocd ‘C'ﬁﬂo (202) 225-1188
House of Representatives =~ : Fax (202) 226-0341
Washington, D.C. 20515 j
Dear Mr. Underwood: ' i L/
y
The Honorable Eni F. H. Faleohavaega N (202) 225-8577
House of Representatives > Fax (202) 225-8757

Washington, D.C. 20515 -
Dear Mr. Faleomavaega: S

The Honorable Joseph F. Ada é] 9-011~671-472-8931
Governor of Guanm i (Fax)9-011-671~477-4826
Agana, Guam 96910 o0
i H

Dear Governor Ada:
The Honorable Alexander A._Fa&relly (809) 774-0001
Govarnor of the U.S. Virgin Islands - (Fax) (809) 774-1361
st. Thomas, Virgin Islands’ 0b801

Dear Governor Farrelly:

The Honorable A. P. Lutali , 9-011-684-633-4116
Governor of American Samoa N (Fax)9-011-684-633-2269
Pago Pago, American Sameca 96799

Dear Governor Lutali: I

The Honorable Lorenzo I. De Lpon Guerrero

Governor of the Commonwealth 6f . 9-011-670-322-5091
Northern Mariana Islands ': (Fax)9-011-670-322-5096

Saipan, MP 96950 i

Dear Governor Guerrero:

Qo004

Joot ]
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Commontwealth of the Rorthern Mariana Jglands

Office of the Governor
Capitol Hill, Saipan MPUSA 96950

Phonc:  (670) 322-5091/273
Telefax: (670) 322-5096/99

28 0CT 993 [007 ]

YIA TELEFAX (202) 456-7028

Ms. Donsia Strong
Senior Policy Analyst
Office of Domestic Policy
The White House
Washington, DC

Dear Ms. Strong:
Re:  Insular Area Interagency Council - Your October 27, 1993 Lenter

I am very sorry, but it is impossible for me to be at the White House on
Friday, November 29th. We are in the homestretch of a general election.

Even if I'm unable to make it, we will u
you requested, my birthdate isiz

Sincerely,

(It t—
1. DE LEON GUERRERO

overnor

CC: CNMI Lt. Govemnor
CNMI Resident Representative to the United States
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STROOCK & STROOCK & LAVAN

1150 Seventeenth Street, N.W. ,
Washington, D.C. 200364652 YOO?J
Tel: (202) 452-9250
Fac (202) 293-2203

DATE: October 28, 1993 CLIENT/MATTER #:__812268-002

FROM: Jim Gillis FOR HOWARD I.. HILLS

TOTAL NUMBER OF PAGES, INCLUDING THIS PAGE 1

FAX TRANSMISSION COVER SHEET

PLEASE DELIVER THE FOLLOWING PAGES TO:

NAME : Ms, Cookie Walden, Staff Assistant

FIRM: Office of Domestic Policy LOCATION: White House
FAX NO: 456-7028 PHONE NO: 4567777

THE INFORMATION CONTAINED IN THIS FACSIMILE MESSAGE IS PRIVILEGED AND CONFIDENTIAL, AND IS
INTENDED ONLY FOR THE USE OF THE INDIVIDUAL NAMED ABOVE AND OTHERS WHO HAVE BEEN
SPECIFICALLY AUTHORIZED TO RECEIVE SUCH. IF THE RECIPIENT IS NOT THE INTENDED RECIPIENT, YOU
ARE HEREBY NOTIFIED THAT ANY DISSEMINATION, DISTRIBUTION OR COPY OF THIS COMMUNICATION IS
STRICTLY PROHIBITED. IF YOU HAVE RECEIVED THIS COMMUNICATION IN ERROR, OR IF ANY PROBLEMS
OCCUR WITH TRANSMISSION PLEASE IMMEDIATELY NOTIFY US BY TELEPHONE. (202) 452-9250. THANK
YOU.

MESSAGE:  The following will stiend the meeting tomorrow as represenigtives of Guam:
Barry J. Isaal,% : / /

Howand L. Hille , /

Your assistance is appreciated.

)

FRew York, NY 10004-2696 Los Angeles, CA 90067-3086 Miami, 71 33131-2385 B-1088 Budapest, Hwmgary
Seven Hanover Square 2029 Coxntury Park Eagt 200 Sonth Biscayns Blwd East-Vest Dusineas Centar
212 806 5400 310 S56 5800 305 358 3900 RikSczi ur 1-3

361 266 9520
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s,#-rz'mtm 'OF LESLIE M. TURNER, ASSISTANT GECRETARY OF THE
ERIOR FOR TERRITORIAL AND IMRNATIQNAL AFFAIRS, BETORE THE
ENATE BUBCOMMITTEE ON MINERAL: RESOURCED DEVELOPMENT AND
PR DUCTION, REGARDING 8. 447, A BILL FOR AN INSULAR AREAS POLICY
RCF‘, OCTOBER 21, 1993.

Gobd morning Mr. Chairman and nmb.ra of the subcommittee on
H;neral Retources Development and Producuon. 1t is sigmificant
\:hat, in ny first appaarance before you as usiut.am. decretary

for Territerial and International Arturs. we arc to discuss

N . 004
1011_9/;,93 12:02 oL 200 T414 ImRIORiOCL/CLC wee GEN GOVT Qo0gs007
RRPHEER //u ritiofl
EIRART e
L4\ Yo ]

chuman J. Bennstt Johnston's 9111, 5. 447, and +the

ontabliahmnt of an interagsncy poliw council. Phis—ior—o—

_fw.e—h—ammr“—?'\:to W ‘mnx'*1“‘"1""‘“€l"‘nq GbouT O lslandsT—

BV %r ﬁ O

Chaiman rmston and conyressman Ron de Lugo have long baen

aqnociated v this idea for fundamental change in the vay the

fu?}dera.l governme conducts 1ts ettairé with tho insular arcae.
-Fér continuity and mmitment, Chnirju{un Johneten, in B. 447,

'p!i'opnsea an insular polidy council to b.ﬁ chaired by the Secxetary

ot the Interior. Congressmahde lugo, in H.R. 1B4, proposed that
ngch a council be houuu. in the ite uouoc in order to give it

more authority. A later House oo tiao draft bill, which was

'njbt introduced, would have continue; responsibility in the
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Duilnq the confimtun woel- laat. cyrlng, gSacretary Brucae
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the ingulay areas. The Beoratary favored

ndmlnistrativc action for establishing rtho procatgs.

J
\ﬂu,w@»@. oc'D'LdMo%w. ond curv’.zym o o

Island governors also back -t:hn—emﬂa&em—o! an- insular policy
In conanltationg with the oni.ol.' executives, they have '
offerud a numbar of good {%eas that would improve the functionliy

o! an 1nteragenuytemeﬂ‘.
\o odus

¢

Tre ¥nite HoUse Nas taken note of the lnsular community's

consensus regardifdy the need for enabutive level interagenoy

?déomination of PpoOlig With suon brbud support frow insular

cOmMURity, the President\las dJdecided to create, within the

;uémesuc rolicy council, a pand} feor in-fulnr areas policy. Wnile

tne President chuirse thu I1ul}l

'sicretary of the Interior will chaix\

N\

'lmich will include al)l membeérs of the !\il). council and guoh other ' .
i oed U—M #S’Amm &Mm‘;},«»b(d 7&»«.1»&1: fo‘;

interagency -

tho insular arens panel,

progran for
ba bettar:

céordtnated, island loaders better ooh-ultoa, and the

fni-. s better served. N
i *, - N /:' |
% ! Iby\

nsular
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: E e A«bﬂlh/S\ fam ’)ropagﬂ
Th}lPWh%tc—Hequ-QOb&eJ-dravu from all ok the major proposals for

hﬂhr-ssing island ivgues.

%' i % zm:sg} this arrangaement vwill address tho doncerns exprassad by
' | _Chairnon Jonnston, Chairman delugo, and’ 80eratary Babbitt for an
;nstitutionaliaation ‘'0of cooperzative decicion-makinq within the
nuocueivo Branoh, bazed on appropriate consu]tationa with island

ﬂ‘d‘!l.

: 3

S¢oond, insular issues 0111 not bncomo'lont among transcending
:natxonal iesues, becaume, as Chailrmarn: Johnston proposea and a

Houne draft bill f{n March suqqesteas the Seoretary of the

5 - “, Interior will chair the panal, which nay decide~igsues on its own
cb'g‘
)

‘_,

nr, if neceagary, refer them to the tull Domestic policy Council,
: dscusg amdresolve

/-'\ .
Th1rd£;\9uainq the panel‘wltnin the Dcnostio Policy cCuuncil

proVidos access to the- niqneut levels ot government as Chairman

gdg Lugo proposed in H.R. 154&.

'reurtn. adaministrative action allows :u: guick implementation,
and AT changes are necded to make the pcnul function better, they
3cgn be institutaed expeditiocusly.

fte a resuit or consultations z-qczding the insula: panel, wve
_reoeived a number of suggestlona for iﬁprovlng the process. ¥o

fw;ll contlnue thle cannultqticn p;ooeob.

-

; F%?CC.KA 5>M(
ol ?Ie) oguies, |
Juc 'DPC (lﬂ\;l LLH
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STATEMENT OF LESLIE M. TURNER, ASSISTANT SECRETARY OF THE
NTERYOR FOR TERRITORIAL AND INTZRNATIONAL AFFAIRS, BEFORE THE
ENATE SUBCOMMITTEE ON MINERAL RESOURCES DEVELOPMENT AND
PRODUCTION, REGARDING S. 447, A BILL FOR AN INSUTAR AREAS POLICY
ACT, OCTOBER 23, 19995,

¢wd porning Mr. Chairman and menbers of the guboomnittee on
*incrnl Resources Devalopment and Production. It ie significent
E_t?mt, in my first appsarance before you as Assistant Secratary
!br Perritorial and Internaticnal Affairs, ve are to discuas
;c:;hainan Johnston's bill, S. 447, and the establichment of an
ii:nsulaz Arsas Poliey Council. This is a subjsot that iz central
bo By thinking about the i{glands, and fundanental to the new
npproach of this administration towsrd the insular areas. We at
tho Dopartment of the Interjor strongly endorse the concept of

:tihe eouncil contained in &. 447.

z appreciate this opportunity for us to explore togather the
;éotlils of a council, and to address several concerns that have
%%’ocontly appeared in the island press regarding the counoil's
%fpurpo:os and goals. For the Department of the Interior and

g?“““‘ the Adninistration, an Insular Areas policy Council is the
;E.P?i‘“fy vehicle gor addressing foderal insular policy and
éisroceanas. The council dovetails woll with Presidant Clinton’s
gi.srmrm for reinventing governmont, because ingular policy would
tb. batter coordinated, island leaders better consulted, and the

Ef:lnuular areas better served.
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)fhis committee's lndorship in preposing an Insular Area» Policy
co\mcn chows a rocognition of Interior's changing zole with
:onpoot to the islands =-- & ohange £rom administrator to
Eaciutator. Beginning Vith its establishwent in 1849, tho
Dbpartnent of tha Intarior managed programs in mining, grasing,
and timber, and promoted economic developsent in continontal
tntritotien. The tarritories vere adainistered by the Dopartaent
ln a centraliged fashion, Today's reallly is warkedly difforent
fron the past. The territories today are no lonyer governed by

' !ntorior. They have achieved Increaning levels of ecolf-

bovemnent. (@ CJ% ;cag TV

uw%dwﬁcma|
fl.’n days gone by, Interior’'s territorial authority and programs

ven comprehensive. Interior dealt with issues and funding
hcross the board. Today, howsver, many insular jisgues csannet be
propony addressed without the involvement of other federal
goncles that now have fedsra) prograz and funding
&'esponsiblllties. Interior, as a singlc department, cannot speak
:gor other cognizant agencies. TFedcral responsibilitiea are
i\éidely dispersed, and federal decisions are too often made
Hitnwt the benarit of input from island leaders.

ﬂhne the insular arsas are virtually calt-governing, there is no

mtengsncy institution to which they can go to resolve
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1Lsttact|blo issues involving the federal government. Insular
ldaders often face the daunting task of stitching together
l:qlutionu involving seversl federal agencies.

l éqnod example of this situation oocourrea with the Babsldacd rosd
pité‘ojeot in Palau. Trying to mexe good on his 1992 ocasmpaign
piéoniaq, and the promises ©f others over the past 40 yosrs,
l%zasidont Nakamura began 8 national effort to construot a netwerk
ot roads on the islana of Babeldaok. The road ia osoontial to
public gsafety and sconopic developsunt in Palau. Tho project vae
topped vhen environmental concerns were raisod and President
likamura vag taced vith issues involving six fedczal agenciee.
t}daz the leadership of my office, rspresentatives of the six
qgnain were on the ground in Palau within tve veeke, assessing
11\0 gituation and devising & solutien. ™is wac an ad hoo
*uccen story. wWithout an instituticnal setting and
lhaticutional compitment, most interagonoy iceues cannot Dbe

-s{_nvec in such @ resolute feshion.

]

q:ever.al benefits would flov from the eostablishment of an
Ei‘:'me!:aqel'u':y pulicy council.

|

'}lrst, procsdures for rcgular consultation with jsland leaders -

iwul.d be at the heart of the new interagency process. Sudh
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4
&bnsultation oan help avoid implementation of federal pulicies

|
that may have unintendad conssguences in the lslands.

. g::onsultation with insular leaders may result in improved island

i°§’°P°r¢tion vith a federa) policy, or a modification of a policy

that pakes it more appropriate to the islands.

é?c°Nd' an intaragency polioy council would be a nechanien ¢e
#bild consensus ang a common approach amony Lhe ialands regarding
Hltlonal issues., Currant examples Whwiuv & council would be

Dblpful are nealth care reform, criwe programs, and welfare
fratom. Una} /Vbb-'{L/LA/ ¥ ot Triwk. S P VR P M

&ihu-a, an interagency council would be an inatitutional channel
kor taking intractable issues from lover exccutive branoh levels
to policy lavels ror resolution. Issues {nvolving an island area
hhd a single federal agency neesd not bs rcferred to the oouncil
unlcu a solution cannut be devised by the foderal agency
1nvolved. In the area of puliticel status, vherc the federal

&ovetnmont nas a major ulake, analysis is roquired at thc policy

;I.;Ilvel within geveral departments and the White House. "1¢ bona
Hide politicsl status discussions arc needed, White Nouse
::llldttlhlp vuuld be reguested.

Qhe existing Interagency Group on Micronesia, establiched in 1987
.\mder Executive ordcr No. 12869, is a good axample of how an

,i‘nsular council might !unati.on. It would be relatively inactive

. Qes
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until an issue is raisad that requires the attenticn of aeveral

uiqioncies .

iﬁe great virtua of 5. 447 18 1t8 sipplicity. It cntokliches an
I]jrilular Areas policy cbum:n, which then vould be £roe to address

1.§¢fsues and recommend appwﬁz:lat.e solutions. Inoluded would be

-rieioom.ndations for congressional action.

ln establishing the vouncil, 8. 447 concentrates on the
éélontials: (1) 8 listing of council members; (2) a vgtate of thn
1%851!!\08" report that would sunparize current conditions, and
\éc;nuld gerve as a busis for consultations and the ostablishmant of
lpou.cy agenda:; and (3) relience on oxisting staffing, which

4§oids additional cost to the £fcderal government. This (=

d&nsistent with the Prasidant’s prograuw of reinventing gevernment
I
along slixmer lines.

Ottr only puggestion at this time is that you may wish to axpand
o council's membership to include the United States Trade
Ii,eiprnentntive and the Direotor of the Office of Managemant and
}ijdgot. Both head key sgencies in the developrment at polioy

uif;f.cting inpsular arens.
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whnn S8ecretary Babbitt appsared befora tha House Committee on
ua:uraz Resources, he stated his prafarence for implemanting the
Ic?yncil concept through an executive crder. An executive order
c&ﬁ etrectively address the concerns that prompted introduction
o& 8. €47, more Quickly implement the Council as an institution,

n@@ more axpeditiously deal with any change that may be required

t%?lmproVﬁ the council.

Aééotalnqu. We at Interior have been vorking on a parallel track
vithin the executive branch to establish an Insular Areas Policy
egguuil. our 1nitial daiscussions within the Administration
r4§nrding executive action have emphasized the need ror --

Pl
1

(1) meaulngful consultation with island leaders, and

(2) cowrdinatjon anvng federal axecutive branch

egencies to eliminate inconuistenvies in policy and

encourege the proupt r1esclutiun of vututandlng issues.

¢ yluh to be very explicit. Inlurior does not sesk “control® in
thp texzitories. Intexiur duss not want to be & "orar,”
_ CoLaultution with the council would conplement, hut supplant,

cu#ront inoular acocess to individuel fedeval agenuies,
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Jd at Interior have made - a start at reversing a legacy of

lictruet by island leadesrs. Just ag Secretary Babbitt and 1 /ﬁ/,c%hztf

-6ught inclusion of insular officials on the Health/rauk Forcgr—\

Ue nov seaek a permanent, institutlunul process ftor receiving ‘-}Qé¢£ﬁk

i‘qput from icland 1eadera. This input will result in better s /M'_dg
qeordlnation of federal polioy, and enhanced federal

rérilponsivonou to insular concerns. %~

§
HE. Chairman, the Administration andorses the concept of an

Ihnular Areas Policy Council and will move an executive order as
sbon as possibla wvith appropriate oconsultation. As we proceed
Hi:h edministrative implementation of the council idea, wa will
othcr vith island leaders and this committee regarding specific
1gpcuaqe.

H

!
NL Cheirman, S. 447 is consistent with our effort within the
Adninistration to establish an Insular Areas Polioy Council. I
v&pt te reassure both you and representatives of the islands that
Qé%all share the goal of reinventing the delivory of federal
seivioes to reflect the realities of the 1990's. An Insular
Aééns Policy Council will not snlve all the problems in i{nsular-
tederol relations. Nor will it eliminate all mistrust and
téustration. It will, hovever, be an important ctep in a new
dﬂqeution in federal relations with tha islanda. I leok forwvard

tdgworking with you and the leaders of the islands ac we take

thﬁu step together.
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H.S. BHouse of Representatives

y _
f ﬂz Committee on fatural Resourees
ashington, BE 205156201
7
october 8, 1993

The Honorable J. Bennett Johnston, Jr.
Chairman

Committee on Energy and Natural Resources
U.3. Senate

washington, D.C. 20510

Dear Mr. Chairman:

We write concerning S. 447, 3 bill regarding the coordination of
foderal relations with insular areas for which the Interior
pepartment has certain reSponsibilities, as the elected '
representatives in the Congress of the U.S. territories.

As you know, this bill, like a Houseé bill on a similar subject,
is a product of work that has been dons by the Sanate Committee
on Energy and Natural Resources and House conmittee on Natural
Resources during the past several years. pecausc of this, we
want to make sure that you are avare of our serious concerns
about the matter in the hope that doing so will facilitate the
federal consensus needed to make changes in the process of

managing insuwlar affairs issues.

while we want to see the Office of rerritorial and International
Affairs perform its responszbllities for providing special
assistance to insular governments morse effectively and
efficiently and we have personal confidence in the current
secretary of the Interior, ve strongly oppose expanding OTIA'S
authority vis-a-vis other federal agencies in their relations
with the locally elected governments of the insular areas.

our initial concerns in this area have peen solidified by several
actions that OTIA has taken this year. putting OTIA in a
1eodership role that it does not have under law now regarding the
programs and responsibilities of other agencies would contradict
the development of self-government in the insular areas. It would
give the office a colonial authority that it lost years ago even
{f the purpose of such an assignment were a well-intentioned one
of ensuring coordinated Executive Branch actions.

L ARTALES
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The Honorable J. Bennett Johaston
october 8, 1993
page 2

We believe that there jg a need for federal agencies to pay more
attention at a policy level to the needs and cirxcumstances of the
insular areas. FoOr this reason, we look forward to working with
you as well as Secretary Babbitt and others represanting
President Clinton, to bring this about as well as to have OTIA
petter carry out its present responsibilities. But self
government in the insular areas, the extension of most federal
programs to them, their overall development, and the reduction of
discretionary special assistance that has eccurred in recent
years has made it inappropriate to increase the role of OTIA.

E LUGO
irman
Subconmittee on Insular and

International Affairs

Rtk A Wtisnd)

ROBERT A. UNDERWOOD
Delegate, Guam

sincerely,

cc: The Honorable Malcolm Wallop
The Honorable Daniel X. Akaka
The Honorable Bruce Babbitt
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October 6, 1993

ASST §EOV-TIA

The Honorable Bruce Babbitt
Secretary 0CT 07 1563
Department of the Interior

Washington, D.C. 20240

Dear Mr. Secretary:

During your confirmation hearing, you expressed your
commitment to work with Congress to improve the policy-making
process for the United States insular areas. We later wrote to
You requesting your views on reorganizing the way in which the
Federal govermment develops and implements territorial policies.

Assistant Secretary for Territorial and International
Affairs Leslie Turner stated during her confirmation hearing that
there is a very clear need for a formaliged interagency council
for territorial policy. Ms. Turner also told the Committee that
you are committed to working with the White House to create such
a8 council through an executive order.

We are pleased with your commitment to create the council.
As you know, many members of Congress have concluded that an
interagency council is nacessary to deal effectively with
territorial issues, particularly since many of the problens
facing the insular governments result from the implementation of
programs and policies by agencies other than the Department of
the Interior. ILack of coordination and conflicting federal
actlons are principal reasons for the frustration which has led
some territories to initiate status discussions as their only
perceived option to resolve what ig at base a federal relations
problem. On the other hand, the federal government ought to
engage in status discussions through an interagency approach
rather than relying golely on the Department cf the Interior.

The Committee on Energy and Natural Resources has deferred
action on legislation to establish an interagency review process
with the expectation that an executive order would be
fortheoming.

We are concerned that five months have passed with little
apparent progress towards igsuance of the executive order. The

! D
€“. -

S Nt AT ‘
. . i - ‘



However, since this is essentially a matter of Executive
Branch coordination, we would hope that the Administration would
resolve this problem administratively. That apprcach also
provides greater flexibility to make adjustments in the future
than would legiglation. We would caution, however, that we will
resist any effort to move territorial pPolicy into the White House
or limit the authority and responsibility of the Secretary of the
Interior.

We would appreciate learning of the status of the proposed

executive order, any known impediments to efforts to issue the
order, and what You are proposing in the order,

b ot

Ma¥colm Wallop
Ranking Member

aka
Chairman
Subcommittee on Mineral Subcommittee on Mineral
Resources Development and Resources Development and

Preoduction Production
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Federal Register
Vol. 58, No. 159

Thursday, August 19, 1893 -

Presidential Documents

Title 3—
The President

Executive Order 12859 of August 16, 1993
Establishment of the Domestic Policy Council

By the authority vested in me as President by the Constitution and the
laws of the United States of America, including sections 105, 107, and

301 of title 3, United States Code, it is hereby ordered as follows:

‘Section 1. Establishment. There is established the Domestic Policy Council

(“the Council”).
Sec. 2. Membership. The Council shall comprise the;

(a) President, who shall serve as a Chairman of the Council;

{b) Vice President;

(c) Secretary of Health and Human Services;

(d) Attorney General;

(e) Secretary of Labor;

(D Secretary of Veterans Affairs;

(8) Secretary of the Interior;

(h) Secretary of Education;

(i) Secretary of Housing and Urban Development;

(j) Secretary of Agriculture; .

(k) Secretary of Transportation;

()] Secretary of Commerce;

(m) Secretary of Energy;

(n) Secretary of the Treasury;

(0) Administrator of the Environmental Protection Agency;

(p) Chair or the Council of Economic Advisers;

(q) Director of the Office of Management and Budget;

(r) Assistant to the President for Economic Policy;

(s) Assistant to the President for Domestic Policy;

(t) Assistant to the President and Director of the Office of National Service;

(u) Senior Advisor to the President for Policy Development;
- (v) Director, Office of National Drug Control Policy;

(w) AIDS Policy Coordinator; and

(x) Such other officials of Executive departments and agencies as the
President may, from time to time, designate,
Sec. 3. Meeting of the Council. The President, or upon his' direction, the
Assistant to the President for Domestic Pol; (“‘the Assistant”), may convene
meetings of the Council. The President s all preside over the meetings
of the Council, provided that in his absence the Vice President, and in
his absence the Assistant, will preside.
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Sec. 4. Functions. (a) The principal functions of the Council are: (1) to
coordinate the domestic. policy-making process; (2) to coordinate domestic
policy advice to the President; (3) to ensure that domestic policy decisions
and programs are consistent with the President’s stated goals, and to.ensure
that those goals are being effectively pursued; and (4) to monitor implementa-
tion of the President’s domestic policy agenda. The Assistant may take
such actions, including drafting a Charter, as may be necessary or appropriate
to implement such functions. :

(b) All executive departments and agencies, whether or not represented

_ on the Council, shall coordinate domestic policy through the Council.

(c) In performing the foregoing functions, the Assistant will, when appro-
priate, work with the Assistant to the President for National Security Affairs
and the Assistant to the President for Economic Policy. - o
Sec. 5. Administration. (a) The Council may function through established
or ad hoc committees, task forces or interagency groups. '

(b) The Council shall have a staff to be headed by the Assistant to the
President for Domestic Policy. The Council shall have such staff and other
assistance as may be necessary to carry out the provisions of this order.

(c) All executive departments and agencies shall cooperate with the Council
and provide such assistance, information, and advice to the Council as
the Council may request, to the extent permitted by law. :

",'\ﬁ,s'

THE WHITE HOUSE,
August 16, 1993.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
Washington, D.C. 20503

June 2, 1993

LEGISLATIVE REFERRAL MEMORANDUM

Té: Legislative Liaison Officer -

JUSTICE - Faith Burton - (202)514-2141 - 217
TREASURY ~ Richard §. Carro - (202)622-1146 - 228
NSC - William H. Itoh - (202)395-3723 - 249

STATE = Bill Keppler -~ (202)647=2137 - 225

LABOR - Robert A. Shapiro =~ (202)219-8201 - 330
NEC - Sonia Mathews - (202)456-6722 - 429

FROM: JAMES J. JUKES (for) —
Assistant Director fof/Legislative Reference

OMB CONTACT: GERRI RATLIFF (395-3883)
Secretary’s line (for simple responses): 395-3454

SUBJECT: INTERIOR Qs and As RE: HR 1092, Financial
: Assistance for the Northern Mariana Islands

DhBDLINEx 12:00 NOON FRIDAY June 4, 1993

cbnnzurs: Interior testified before the House Subcommittee on
Insular and International Affairs on H.R. 10%2 on March 18th.

OMB requests the views of your agency on the above subject before
advising on its relationship to the program of the President, in
accordance with OMB Circular A-19.

Please advise us if this item will affect direct spending or
receipts for purposes of the the "Pay-As-You-Go' provisions of
Title XIII of the Omnibus Budget Reconciliation Act of 1990.

CC:

Irene James

Roz Rettman

Art Stigile
Palmer Marcantonio
Lp&ry Matlock .
Vince Foster
Donsia Strong
SpF Murrin (gstn.
a!

Ppgdy Lyor
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LRM #I-569

RESPONSE TO LEGISLATIVE REFERRAL MEMORANDUXM

If your response to this request for views is sinple (e.g.,
concur/no comment) we prefer that you respond by faxing us this
response sheet. If the response is simple and you prefer to
call, please call the branch-vide line shown below (NOT the
analyst’s line) to jeave a message with a secretary.

You may also respond by (1) calling the analyst/attorney’s direct
line (you will be connected to voice mail if the analyst does not
answer); (2) sending us a memo or letter; or (3) if you are an
OASIS user in the Executive Offjice of the President, sending an
E-mail message. Please include the LRM number shown above, and
the subject shown below.

TO: GERRI RATLIFF
é office of Management and Budget
Fax Number: (202) 395-3109
Analyst/Attorney’s Direct Number: (202) 395-3883
Branch-Wide Line (to reach secretary): (202) 395-3454

FROM: (Date)

(Name)

(Agency)

(Telephone)

SUBJECT: INTERIOR Qs and As RE: HR 1092, Financial
Assistance for the Northern Mariana Islands

The following is the response of our agency to your request for
views on the above-captioned subject:

Concur
No objection
No comment

See proposed edits on pages

Other:

FAX RETURN of pages, attached to this
response sheet
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OFFICE OF THE SECRETARY
Wadingten, [3.0°, Jre2dn
Honorable Ron ds lugo
Chalrpan
Sukcormittee on Insular and
" International Affairs -
Cémnittco on Natural Resources

Uis. House of Representatives
washington, D.C. 20516-6201

b&lr Mr. Chairmant

bn March 18, 1993, the Subcommittee on Insular and International
Affairs held hearings on H.R. 1092, a bill to provide further
financial assistance to the Northern Mariana Islands.

: ’
You requested ansvers tewfollov-up questions regarding H.R. 1092.
The answers are enclosed.

sinoerelj

feslie M, Turner
Assistant Secretary
Territorial and fnternational Affairs
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' QUESTIONS FOR- THE - ) : Or

T TN RNATIONAL .APPATRB BY THE BQSOOIKIH!B-- ON INSULAR D
'xs‘tzmnom'nrnas » MARCE 16TE LRGIBLATIVE EEARING ON E.R.
. ~4692, B BILL 70 PROVIDE FURTHER AGSISTANCE w0 TEEZ COMNONWEALTH OF

... TTES WORTHERN WARTAMA ZSLANDS.

- 1. The Inupector-ddnofal“taid“luli;yonr;that.the'lack of |
.+ . adequate oversight by Yyour office over Covenant grants.

-mcontributed Lo the extensive questionable use of - tunds.™

.. The IG reconnended Shat assistance be withheld until the CUC -

-- :net"adequatc rates and collected toss adeguately.

:1”,Qusarxou: ‘Does the sgreement condition the §120 msillion on’
- -adegquate utility rates and collections? : .

' fixswzn: " qpere is no diveoct conditien_reqﬁiriﬁq~adequata
~u,ut111ty;ratoslcnd collections bafoxe the $320 million may be

spent. Thers is, however, potent inairect .incentive for R

" implementing full cost recovery py tha end of f£iscal year

.~ 1995, The second ssven-year agreement required full cost
. . rscovery by 1989, wvhich remains unfulfilled today. Also, oh
- orders SIOR the Interior, the pank of New York is holding
'$27 million in interest and .other earnings related to the
sacond agreezent. The ‘third agreement, nov under

. .consideration, states that the "interest earnings on funds
. contributed under the Second pinancing Agreement may be
‘applied to the total of the commonwealth Governnent matching
-'requirenents.for,fiacal yesrs 1993 through 3995, These
. .earnings vill be made available vhen the terms of the grant
' pledge agreenents entared into under the second rinancing

. . Agraesment are net."

' “.qne primary condition under the grant pledge agreements that o

- 4{s being ze’ezenced abova is the requirement for full cost
. gecovary rates. pder the third agreenment, the ¢27 million
. can be applied a® the CNMI matoh only in £iscal years 1993
‘through 1995. 1¢ the full cost Tecovery plan is not
-~ {mplemented in any one of these three Years, the CNMI must
. raise its matehing reguirepent frox other locally derived .
~ revenue, ingosinq an additional, substantial burden on the
. - .Commonwealtn. ¥hile this is not & condition precedent to
. receiving the $120 million, the ability vo use the §27 =
..~ million a8 a patch is a poverful incentive for ipplenmenting
. full -COSt Tecovery. :

. While the CNMI is not in full complianoe,with thae full cost
recovery regquirement, steps taken have been substantisl and
very positive. since the Second rinancing Agresment vent -

. into effect, the Commonwealth vsility Corporation (CUC) was
. zraated, pover rates vere increassd from less than 6 cents
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per kvwh to 16 Qentaq.and total annual collections rose from
approximataly ¢s million to nearly $30 million.

Both the preaent and past administrations have suggested

that the agreemsnt would save some $74 million over the next
seven years. This assumes, hovever, that the current
compitment would not otherwise be replaced. If it vere
repoaled, for example, the agreement vould represent an
additional $120 million in spending. :

QUEBTION: Did ths nevw adminiitration consider replacing the -

current commitment with anything other than the agreement
negotiated by the last administration?

ANSYER: Yes, the Adninistration considered rejecting the
agreenent, as {s alloved by its terms, and it considered
gtarting over vwith nev negotiations.  After eonsideration,
it vas determined that supporting the existing agreement vas
the best option.

0.M.B.'s explanation of the President’s econonic plan stated
that the agpeement was with the government of the N.M.I1.
although, of courtgs it s only joint recommendations aade
by representatives of the past President and the Governor.

QUESTION: Did ths nevw adninut:ation palieve that the
agrsenent vas wvith the government of the N.N.I., as they
gtated, or did they understand that the government of the
N.M.I. had not approved it and that our government vwas not
obligated to?

ANSWER: This Adninistration knew that it did not have to
support the agreement. There is a provision in the
agreesment to that effect. However, the Administzation does
not take lightly the fact that this agresnent was reached in
good faith between spacial Representatives of the Governor
and the Prasident. On that basis, Ve would not reject the
agreement for purely partisan reasons.

QUBOTION: Did the nev adnin:istration have full knowledge of
all of its options on this matter? pid it know, for

examplae, that it could have.proposed conditions on funding?

ANSWER: The agreement does contain conditions on the
tunding. 1t does not allov the money to be used for
operations: it requires natching contributions from the
Commonwealth (which implies no Federal paynment on 2 project
until the Commongalth contribution is made)1 {t requires a
project-spacific plan befora funds are expsnded; it requires

%] % )]
Ro26
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- ‘gunds can be expended.

.gince. the ‘agreement WAS. the result ‘of  "good faith"’

_disoussione, Ve believe additional conditions should be .
imposed only i¢ there is putuel agreement petween  the. ..
. ‘parties.. of course, the congress is free to legislate - -
. ' additional conditions as it deems appropriate.. e

“An O.M.B. otficial wald us that the Interior Departme t ‘had

-suggestod-that the agreement was not controversial. . Your .

. office, however, has known that ve wers concerned aboutthe

U N.M.I'S tax and alien labor policies and their connection. . ..
to gederal assistance, that we were concerned sbout projects

not being {dentified when the last agreement was proposed,

- and that these have peen problens with the use of the past .

. apaistance. o

' QUESTION: Were . policy-makers fully epprised of ,':--,"dtit'
- goncerns?’ ‘Would you pleasa submit copies of any such -advice -

I O you gave then?

_ International pffairs was not yet noninated when many of the
"decisions on the budget had.to be made.” In the budget -
process and in the procesa of Dbriefing the - nev
s _administration on significant policy issues, the agreement
' and related cohgressional concerns vere raigsed with poliocy. -
. ofticials at Interior, poth orally and in various internal -
- 'documents. S

%]

Roz2r

a plan to mest tha full cost recovery rate condition in the .
‘last airec.mm:; it -reguires the  imposition of grant
. tions, even ‘though grant regulations normally do . not -

- apply to direct approptiationsv and it requires the . two - .
... parties to reach an agreement on audit resolution before :

- ABSWER! . The Asliﬁtant ‘fecretary for'."'r'erritoriai' :;':'ah'd.j' o



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
washington, D.C. 20503

June 2, 1993

LEGISLATIVE REFERRAL MEMORANDUM
LRM #I-567

TO: Legislative Liaison Officer -

JUSTICE - Faith Burton - (202)514-2141 - 217
TREASURY - Richard S§. Carro - (202)622-1146 - 228
NSC - William H. Itoh - (202)395-3723 - 249

STATE - Bill Keppler = (202)647-2137 - 225

LABOR - Robert A. Shapiro - (202)219-8201 - 330
NEC - Sonia Mathews - (202)456-6722 - 429

FROM: JAMES J. JUKES (for) || __
Assistant Director fo ‘Legislative Reference

OMB CONTACT: GERRI RATLIFF (395-3883)
Ssecretary’s line (for simple responses): 395-3454

SUBJECT: INTERIOR Qs and As RE: S 558, Financial
Assistance for the Northern Mariana Islands

DEADLINE: 12:00 NOON FRIDAY June 4, 1993

COMMENTS: Interior testified before the Senate Subcommittee on
Mineral Resources Development and Production on 8. 558 on
March 18th.

OMB requests the views of your agency on the above subject before
advising on its relationship to the program of~the President, in
accordance with OMB Circular A-19. N '
Please advise us if this item will affect direct spending or
receipts for purposes of the the "“Pay-As-You-Go" provisions of
Title XIII of the Omnibus Budget Reconciliation Act of 1990.

CC:

Irene James

Roz Rettman

Art Stigile
Palmer Marcantonic
Larry Matlock
Lin Liu (see gst
9)

Randy Lyon

Vince Foster
Donsia Strong

Rodney Bent (see
gstn. 10)



LRM #I-567
RESPONSE TO LEGISLATIVE REFERRAL MEMORANDUM

If your response to this request for views is simple (e.g.,
concur/no comment) we prefer that you respond by faxing us this
response sheet. If the response is simple and you prefer to
call, please call the branch-wide line shown below (NOT the
analyst’s line) to leave a message with a secretary.

You may also respond by (1) calling the analyst/attorney’s direct
line (you will be connected to voice mail if the analyst does not
answer); (2) sending us a memo or letter; or (3) if you are an
OASIS user in the Executive Office of the President, sending an
E-mail message. Please include the LRM number shown above, and
the subject shown below.

TO: GERRI RATLIFF
Office of Management and Budget
Fax Number: (202) 395-3109
Analyst/Attorney’s Direct Number: (202) 395-3883
Branch-Wide Line (to reach secretary): (202) 395-3454

FROM: (Date)

(Name)

(Agency)

(Telephone)

SUBJECT: INTERIOR Qs and As RE: S 558, Financial
Assistance for the Northern Mariana Islands

The following is the response of our agency to your request for
views on the above-captioned subject:

Concur
No objection
No comment

See proposed edits on pages

Other:

FAX RETURN of pages, attached to this
response sheet
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United States Department of the Interior it——
RN
OFFICE OF THE SECRETARY Y

\Washingnn, D.C 20240

Honorable Daniel K. Akaka
Chairman
Subcommittee on Mineral Resources
Development and Production
Committee on Energy and
Natural Resources
United States Senate
Washingten, D.C. 205168150

Dear Mr. Chairman:

on March 18, 1993, the subcommittee on Mineral Resources
Development and Production held haearings on §. s58, a bill to
provide further fipnancial assistance to the Northern Mariana
Islands.

You requested answers to follow-up questions regarding S. 558.
The answers are enclosed.

Biplefely

Leslie M. Turner
Assistant Secretary
Territorial and International Affairs
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part II(3)(a) of theZSecond.multi-year-fihéncial-aséistahbe

-agreament-required that infrastructure-projects be included

. in a 7-year strategic development plan and that such plan be
“nmutually agreed upon” by‘the qovcrnment-ot,the.CNMI-and_the
gecretary of the Interior, or a designee. : - .

;QUEBTION;: DdéS“thiS'dévalépmehfipiahfstili;bfbvide a'basis

Jfor.the_lelection of infrastructure projects? . ...

" ANSWER: .Yeé,-itfdoes; ,Thefplah,waS'inténdéd'pfihAIilf to
_.cover ‘the séven-year period from. 1986 through 1992.

‘However, it went well beyond identifying uses of funds for

R the $128--million provided under the second . multi-year

. secretary of ghe Interior?

i R -
';zanslzn:»~There-ard”numerous' _
~issue. is primarily one of determining priorities, which we

jaslistancd'agreement.- The only area in which the plan is no
“longer . viable is improvements to. the -power utility.

Improvenents tospower now,excced_those_projected_in the

_plan.

' fQU§BfI6ﬁ{ wny shéﬁidﬁ‘tfthe_gfahffofﬁadaitiéhAI'Fédéral

'-;assistanceﬂcontinue to. require a 1ong~term~p1an;and the

approval of such a plan or .even a list of projects by the
-cépitﬁi'héédi'iﬁ.fhe CNMI;':The

.-see_aS'a;responsibility of self=-governmen ._.The.agroament
' requires- the CNMI to develop a plan or list_of_projects

before any work begins and to share the list with us. Ve

l”would;still-impose Federal grant-requiremehts that each
" project have a detailed budget and financial plan,fapproved

pefore work begins and any cash_is_transferred.

" QUESTION: What is the 's't'at':ﬁs'féf'-tne'-cbvefnme'nt ‘operations

performnnCe standards set forth under Part II(4)(a),through

. (1) of the second multi-year financial assistance.agreement?

. AMBWER: - Part 11(4)(ay.réQuired:£he_CNHi”fa-devélop an

" ‘annual payment-schedule for the operationS'tunding. _This

was accomplished through the grant procese.: Each year,; the -

Finance Director.submitted_a-drawdown (payment) schedule in

" accordance with Federal grant regulations. Normally, the
schedule was a simple one-twelfth share paid. each month.

© part II(4) (b). committed the Department.to provide technical -
assistance in six different areas at the request of the CNMI = .

and subjece .to the availability of funds. Technical

. assistance was wprovided in -all. six _araas.gincludinq

@oo3
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improvements to the financial management systen, development
of a privatization plan, improving government efficiency,
improving and promoting pusiness development, and bonding
and financing techniques.

Part II(4)(c) required,biennial meetings to discuss progress
under the agreements. guch meetings were conducted in
Washington in the summer of 1987 and in Saipan in 1988.
Meetings were held again in Washington in 1989. In 1991
meetings were held in Washington, saipan, and other sites as
part of the discussions to congider a new agreement.
Compliance under the old agreement was 2 major topic at
those meetings of the Special Representatives.

part II(4)(4) equired the CNMI to demonstrate a decreasing
reliance on Federal assistance over the period of the
agreement. This wag achieved to a much greater extent over
the period of the second agreement as evidenced by the

decrease in the ratio of Federal funding to total general
revenue, which was 40 percent at the beginning of the period
and less than 7 percent at the end of the period. In
addition, the CNMI general fund decreased as a percentage of

the gross domestic product over the period.

Part I1(4)(e) required the CNMI to establish and maintain an
independent public utility and for the utility to charge
sufficient user fees by the end of the third year to fully
fund operating costs and long-term debt. This was the
condition where we had the greatest problem of non-
compliance. The utility was established by local law and
was maintained throughout the seven-year period. Full cost
recovaery rates were formulated and implemented on January 1,
1989, also in accordance with the agreement and continuous
dialogue between the utility and OTIA. However, after
Tanuary 1, 1989, the utility stopped maintaining full cost
recovery rates and deteriorated financially to its current
point of near insolvency. We are working with the CNMI to
develop a plan for full cost racovery and have provided
technical expertise and financial assistance to help them.

Part 11(4)(15 required the CNMI to establish and maintain an
autonomous agency to oversee capital and economic
developnent activities. The Commonwealth Development
Authority is now more than seven years old and has become an
integral part of the CNMI government.

part II(4)(9) required capital development funds to be
expended in accordance with a wprick and mortar" definition,
which was adopted in CNMI 1law, and which was based on
guidelines established by an association of municipal
governments. To the best of our knowledge, the CNMI has
adhered to this regquirement.
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u~Part«II(4)(ﬁj.required,the CNM1 to;conducﬁ'a,study and”
{mplement a plan to make their pension systen actuarially

sound. A major gffort was completed by the CNMI, supported

“py more than $300,000 in technical assistance funding, to
implement a ne pension system. The technical assistance - .
funding was uied for actuarial expertise to ensure the .
ginancial viability ®F their pension proposal before it was.

- enacted into law.

‘part II(4)(i) required the development of .a privatization .
plan. The plan, with technical assistance provided by -
Interior, was developed, but virtually no implementation has-

occurred.

. The performancaastandard, under Part II(#)(é)-df'the_Secbﬁd o
- agreement, which requires full ocost recovery'for.publica-
-'rutility cogts has not yet been achieved. o _

ANSWER: Achlevement of full cost recovery is appropriate, .
.. ‘put since the date "1989" is past, the original timing =

. ~cannot be achieved. The Commonwealth Utility corporation

- (cucy is in financial disarray due to a lack of proper -
. management by CUC officials. Additional time will be needed -

to achieve full cost recovery.
»

QUESTION: wou1§‘°you please providé joinf -CNHi—OTIA
- estimates of the per capita incomne in the CNMI for alien

residents, non—-alien residents, and the combined population?

- ANSWER3 There are no joint CNMI-OTIA estimates of -per
" capita income oI other statistical data. while OTIA has

provided the CNMI with technical asgistance to improve their

atatistical gathering and reporting, we do not have staff to
develop our own gtatistical data nor do we have easy access
"to all data maintained by the CNM1 government. The data
‘given us by tha CNMI does not {nclude per capita income in
the form you have requested. The CNMI has provided us with
1989 data on mean inconme for workers of various
[rnationalities. It shows that 910 workers in the CNM1 from
the 50 states had a mean incone. of $37,568; 662 workers in:
the CNMI from Japan had a mean income of $32,048; 2,324
. workers from Korea had a mean income of -§$24,920, 8,738

indigenous Northern Mariana workers had a mean income  of
616,693, 13,317 workers from the Philippines nhad a mean

income of $5,328; and 2,698 workers from China had a.mean o

an apbroptiéﬁe"-'

@003
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" income of $4,180. fThé.averége mean .income for all workers
- was $11,917. o

' We also have 1990 census mean'incomé-and pér“ggpitﬁ'ihcome;
tiqures for different categories of the population for the

year 1989. =~ The per capita income figure was $7,199 for

1989, Pery capita incoma for United gtates citizens was.
- ¢a,067 and for non-citizens $6,450. We believe the figure
" for United States citizens is understated due to exclusion
“of certain:non-recurring income. For people born in China

-and the philippines, the source of most non-resident
"workers, the income - figures are $4,056 -and $4,679
_“respectivery,.but thaese are probably_understated-due to
.~ exclusion of non-monetary income such as-lodging,and“meals.

The-attached.tables are based on the 1990 census. using 1989
..data. (See Attachment A) Note that mean income applies tO
- wage earners only, while pex capita income applies to all
. individuals including unemployed and non-working family
- members. Thug mean income and per capita income figqures are
similar for alien mgpulations represented by unacconpanied
individual workers.

The  CNMI ‘max Reform Initiaﬁive_ document -contains the

__'following'average wages and -salaries for 1991 according to
CW=2 forms:filed:.,

Non-residents: . §5,812

Local residents: $9,404,'.
-Average wage: . $7,182

”fThes¢Tare}nbtﬁtotal income,figﬁreé'butfréportedﬁﬁﬁgésIOﬁly.

Estimates of  per ‘capita income are to be included in

. analyses of the jabor force which we will;perform-with.the
. GNMI Government over the next few_months.f '

- - .

 :9018TIOﬁ{j (For*Governor.Guerréro only): ‘Would.you please

provide any documents demonstrating the commitment or lack

" of commitment by the jegislature of the CNMI to enact tax
. reform, immigration reform, and wage reform legislation.

'ANQWER:- (Fof_Govérnor-cuerrero'only)~~;

 QUEBSTION: Givenibe CNMI's continued interest in Federal
o financial assistance, and the difficulties OTIA has had in
..obtaining'rcliable economic -data,. what assistance could
_‘Federal agencies: provide to improve the statistical

-capabilities.of the CNMI, and do you believe that requiring

a tax information.agrcement with the CNMI is an appropriate

_condition for approval of additional Federal assistance?

Qoos
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ANSWER: Wwe are working with the CNMI to improve its
statistical capabilities. other Federal agencies do not
have a mandate to assist insular areas in amassing
statistics. OTIA has obtained the part-time services of a
gtaff member of the Census Bureau to work with the insular
areas. With his help, we have assisted in a CNMI labor
force survey and will soon analyze and publish the data. We
are planning to assist in preparing a monograph of the 13990
census by the end of this year.

Perhaps the biggest problem with obtaining good statistical
data from the territories is that the Federal government has
not defined what data it would like to see and how this data
should be collected so as to be consistent, for comparative
purposes, with other insular areas. We believe additional
assistance could be provided by other agencies such as the
Bureau of Economic Analysis of the Department of Commerce
and the Bureau of Labor statistics of the Department of
Labor. At present, few atatistics on the insular areas are
prepared by these agencies.

The CNMI and the Treasury pDepartment have had discussions
over the last several years looking toward an agreement to
exchange tax information. Both parties want such an
agreement, but they have differed over its scope and terms.
We believe an agreement should be reached but that it would
not be an appropriate condition for assistance ‘without
renegotiating the basic 702 agreement with the CNMI.

QUESTION: What arrangements or legal requirements does
the CNMI have for developers to provide development
impact assistance?

ANMSWER: It is our understanding the CNMI has no legal
requirement for an impact fee. Instead they rely on
voluntary contributions from developers, Wwho are
approached by various interasts within the CNMI
government. Attempts to enact an impact fee (usually
expressed as a percentage of the total cost of the
development) have been unsuccessful for several years
now.

QUEBTION: Would you please provide the Subcommittee
with a summary of the mirror tax rebate information as
required to be available to the public pursuant to
Federal law.

ANBWER: We have attached a copy of rebates from 1986
to 1990. (See Attachment B.) The total of rebates for
1991 was $49.5 million. We understand that the CNMI

Qo062
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has provided information on rebate recipients to the
House Subcommittee on Insular and International
Affairs.

9. QUESTION: Would you please provide the initial results from
your joint CNMI-OTIA review of labor and alien issues, and
tax issues, including a discussion of: the tax burden in
the States, and the identification of opportunities where
the CNMI could increase local revenues; the costs and
benefits of different segments of the alien labor
population, such as alien labor dependents, domestic
workers, textile workers, tourist industry workers and
construction workers; and a discussion of the social
problems and costs associated with alien workers.

AMBWER: Tax Issues:

The Tax Reform Initiative prepared by the CNMI Department of
Finance and dated March 10, 1993 is a major step toward
completion of our joint review of tax issues. We understand
that a thorough review of that document is being undertaken
by the Congressional Research Service. We have also asked
the Treasury Department to review and analyze the document.
We believe this document deals with most of the questions
raised by the Committee.

The document proposes tax increases totalling $43.3 million.
It contains a comparison of (1) personal income taxes under
current law, (2) the Federal "pmiyror" income tax, and (3)
the proposed CNMI taxaes including the increases contained in
the policy option as follows:

Projected 1593 taxes on personal income:

current law: (mirror tax with 95% rebate, wage and salary

tax, and gross receipts tax): $20.2 million
mirror tax without rebate: $49.7 million
Proposed CNMI policy option: $33.2 million

The paper does not have a comparison of the tax burden in
the CNMI and the fifty states, including state and local
taxes, but we expect to add this analysis. '

Labor and Alien Issues:

our joint reviews of labor and alien issues have not
progressed as far as the review of tax issues. The CNMI has
made a good start in drafting and introducing a minimum wage
bill that would apply to aliens as well as local workers.
Our proposed review would cover the issues raised in the
question. A copy of the proposed scope of work for the



06-/01/83

10.

06:13 «202 208 7414 INTERIOR OCL/CLC -»-+-+ GEN GOVT

-
review is attached. (See Attachment C.) The scope 1is
extensive and the analysis will be complex. We hope to

complete the review by the end of this year.

The CNMI presently has a trade incentive under Headnote
3(a).

QUBSTION: Would you provide an estimate of the effect of
the North American Free Trade Agreement (NAFTA) on your
exports to the mainland?

ANSWER: Although this qguestion is directed at the CNMI, ve
have attached an analysis by Richard Miller of the effect of
the NAFTA on all insular areas. (See Attachment D.) Our
conclusion is that there will be very little effect on CNMI
exports, at least in the first few years of the agreement.

@oo4
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Attachment A

in 1989 by Birthplace, CNMI: 1990

Mean Per Capita

witgh Incone Popula~- Incoma

pirthplace Income (Dollars) tion (Dollars)
TO‘-_‘l---.ooooo-----.- 27.‘"5 11'353 ‘3,3“ 7.19’
Northarn Mariana Islands.. 6,447 16,693 16,752 6,424
GUBR.cevnssccrosscrevsnce il 24,943 1,122 6,914
PalAV .ccvensencsssssancone .7‘ 10‘1’2 1"01 6."5
FEM.eureosoanosannesssanen 945 s, 5086 1,817 4,833
Ch\luk.-........- sacee 483 5.099 269 2:9‘2
KOBER®.cccsosaccosnavsess 14 18,334 a9 7,403
'OM”‘........’...-.... 270 "‘25 ‘.z s,o:’
Y@Posoccccacsovavtsssacne 170 17,703 o 273 11,024
Marshall :'lmd.cooc----.- 30 0,277 103 3,054
Othar Pacific Islands..... 62 15,39% 93 10,262
ABLlR.csecsssvocevacsscanse \7,3‘8 8,042 20'610 609“
J.m---..tol--ttlctll" '.o 32‘0“ ,ss 2:,3‘6
XOr@l.cescansvescasosese 1.‘2. 2‘,920 2,55’ 17'001
Chu‘---.ooo-o-.o'--nooo :,‘37 "1.0 2'707 “056
’hll‘”m.--..---..---- 11.911 513:. 1"563 ‘5‘79
PailvaR.cooncnsenssccreer 36 1’051’ a8 .'219
vtm.............'... 1 s"m 1 s"m
Othar ASil..evosvcceeoras 21% 6,112 "7 g,666
Unlt.d St.ﬁ.l.--...--.c.-- ‘3‘ ’1"6‘ 1.:11 2"‘!1
Californiafecssccncscace 162 42,694 266 26,002
“ﬂ.‘s'ocuonno-.owncoc . ‘3 a""’ ‘12 "..s
'1.“““-..0.------.-..--- 124 250552 170 1‘.63.
POAlOBssecncnaveeaas 1‘.’3‘ ."2. 20,543 51012
Northern Mariana Islands.. 2,085 11,0898 0,211 4,150
m“fl...'.l'.l.'l.!"..l. 1“ 15.064 $76 3,.71
’u‘“.-.l...'.........--l' ‘37 10"0. 7‘1 "1’8
"“'IlllI'...l..'.'ll.l.‘l ‘zo 51’70 "2 20665
CRUUK.ccavasessecscoaces 230 ‘p‘:’ 525 1",’
KOBraA®.csocctsacvssnascee 4 6,." b ) 1"57
hhﬂ”‘u--n..oo----.olo- 12‘ . 7,0': 2.5 3'11.
!.p.'........-.....'.'.. ‘o "slo 11. s'OI‘
Marshall Ielands..cscccacs 19 8,447 59 2,720
Other Pacific Islands..... a9 9,618 4% 6,198
”‘.Il...."...'.....- L 1,69‘ "'.o "3“ s"”
JaAPAnN,cccsvcancree 118 14,563 2632 6,560
KOr®lossesveessescnvover 1,097 20.“7 1,582 14,248
ChinB.cerccsccevcccancaves 1,968 3,‘7‘- 2.031 31370
’htl‘.”u'......---....l 3"’1 ‘.’1‘ ‘,"2 ,',"
,."u-o.o'.-..n-.----.o 6 11..‘7 1, ‘.1.1
v‘mn..a-a...---....-- 1 "‘oo 1 ',‘00
other ASll.cccecvcccvsne 616 ‘.30' 663 6,004
United Btat@8.crvecccrvosns 260 20,416 480 10,877
Cllifornu............-. 5l 21.300 109 10.200
.‘“i‘-.....-..‘.;...... 16 1"z°s 5‘ "‘ol
'IIWhmq.-..........-‘-o ‘2 1"71‘ ’J 9,309

Source: 1990 CPE-6-CNNI, Tables 36 and 0

’
' L =

Qo0
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Table 2. Per Capita Income in 1989 by Citizenship, CNMI: 1990

Mean Per Capita
Wwith Income Popula~- Income
Citizenshlp Incoma (Dollars) tion (Dollars)
o L1 4 X J
Tot;l........m..-o 27,"5 11,383 ‘313‘5 7.19’
- CltiZEN.cesvrvrsossssnvne ) '02‘2 190607 30,032 0,067
Bern in CNMI...cses0ucee 8,447 16,693 16,782 6,424
Borm in US, Guam, etl... 1,15‘ 3‘,023 ) 2.405 1‘.32’
Sorn abroad, U5 parents. 111 22,011 237 10,309
Naturalized citiszen..... 550 23,028 686 18,407
Not a citil.ﬂ--.-...-n--oo 1”223 7l°°s 33.153 ’ 5-‘50
?.mm.nt ‘..‘d.nc.ocv-- 1"‘3 10' ’5. 2,1.‘ : ,'227
Temporary residance..... 17,780 7,549 21,078 6,369
b .Y ST JO S 11,934 8,628 20,543 5,012
utiuﬂ-..-...o.a-.-.o---- ’.55‘ 13'.35 "’1' “"‘
’Oﬂ Ln m:--..-...o.o. 2..‘5 11.." ":11 "150
Born in US, Guam, ®tCe e 413 1‘.3" 1,011 1.”1
Born abrosd, US parents. sa 9,327 T 123 4,398
'lt“‘l‘z“ thLz.n..--- 21. ls'so‘ ,1’ 19..5.
Not & CitiZOn.ccscnscavcnce 8,380 5,843 10,8235 $,297
Parmanent residence..... 736 9,550 1,198 5,119 -
Teaporary rasidente..... ?.684 6,604 9.629 s,320
‘.1.'.0-0-10-------.. 15,’!1 1"“‘ 221.03 ’.1"
CitigBNes s rssvncvsvescnsn "70. :"71’ 1003“ 1‘,32’
Born Lll [~ ¢+ b S L X .- 3,5“ 201531 : ..541 ."1°
sorn in DU§, Guam, ete... 741 42,737 1,334 23,739
porn abroad, US pareats. L} ] 35,092 114 16,686
Naturaligzed citisen..... Jaz2 27,0898 378 24,699
Not 8 citisen.cccecacsccees 10,841 0,548 12,438 7,452
Permanent residence..... 727 13,320 992 9,769
Tenporary reésidence..... 10,116 8,204 11,446 7,251

Source: 1990 CPH-6=CHMI, Tables 36 and 90
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e — 7 =T Attachment B
CONH\&ONWEALTH OF THE NORTHERN MARLIANA 1SLANDS
'DEPARI'ME-VT OF FINANCE
SUMMARY OF INCOME TAX REBATES
Tax Years 1986 to 1800
(9000) )

1988 1989 1990 Total

T8 13189016 [5200459 )
105045 16,292.1 53,1074 |} 66529,
21,0721 0,193 163.3 1 11,7
11. Number of Taxpayers Receiving Rebates:
Ca 1986 1987 1988 1989 1980
A. dividuals 5126 5.995 560 8,020 10554
orporations 71 89 1 159 164
otals ot 1 9,179 10,718
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May 4, 1993
STATEMENT OF WORK

Cost/Benefit study of the Ispact of Non-Residant aliens on the
Economy of the CNMI

PROJECT DESCRIPTION

The purpose of the study is to determine the net benefit to the

resident population oPthe CNMI of development jndustries

dependent on the presence of non-residents. An underlying
assumption behind the study is that economic development
activities should provide a net benefit to the resident
population. The benefit should be measurable in terns of net
revenues to the cOnnonucalth.Governnent, net increases in wage
earnings of residents and/or increased avajlability of

. apenities such as public services, utilities and recraation
opportunities.

The CNMI €conomy {8 basced on tourism, apparel assenbly,
construction and governnment gervices. The private sactor,
which drives development, is highly dependent on the use of
alien labor, primarily non-resident contract labor recruited
abroad to fill gspecitic jobs. In addition, aliens from
Micronesia (Marshall Islands, Federated States, Palau) who
migrate to the CNMI in search of jobs should be jncluded as 8
separate category. The presence of alien tourists also imposes
coste on the economRy in sddition to penefits. The question to
be answared is whether, and to what extent, each category of
aliens provides penefits in excessS of the costs to the local
aconony .

The conclusio reached by the study will enable the people of
the CNMI to choose %ggclopment strategies that paximize
penefits and to avo those that may impose nat costs on the
econory .

The information developed will also help in choosing rational
peans of payind for infrastructure jinvestwuent and governsent
services. The study will quantify the impact of various
jndustries and their employees On infrastructure and service
needs and thus focus the debate on developer taxes and fees and
uger fees. In summAIY, the proposed study will show how
development can pay its own way and provide a surplus to
penefit the people of the CNMI.
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SCOPE OF WORK

This project will evaluate and quantify the costs and benefits
to the Government and econony of the Commonwealth of the
Northern Mariana 1slands (CMNI) resulting from the presence of
non-resident aliens. The primary costs and penefits to be
measured are the fiscal expenditures and receipts of the CNMI
Government related to aliens (including family members) and
their employers. Included will be costs of providing public
services and facilities, {nciuding capital costs. Benefits
will include financial contributions to government in taxes and
fees. (Costs and benefits of providing utility services may be
stated on a net basis.) -
Coste and penefits to the econonmy as 2 whole, other than to -
government, shall be gummarized and estimated to the extent
. feasible. Social impacts shall also be listed. All
information developed shall be organized 3O &8 to be of
greatest use to CNMI planners in formulating growth and
davelopment strategies to paximize revenues and minimize costs.

TASK 1 BIBLIQ?RAPHY: ASSEMBLY AND REVIEW OF DATA

Task 1 shall corSEst of the jdentification and collection
of all data needed to evaluate the costs and penefits of
non-resident aliens to the CNMI economy. This shall
include CNMI government reports, plans, studies and other
lications detailing physical conditions and financing
of public service and investments. All current, recent
(past five years) and projected costs of services and all

capital costs will be included.

The bibliography will include studies and data on how
other governments in similar stages of development have
dealt with the costs and benefits of alien labor.

Algo included will pe data on businesses that employ
aliens (hotels, shops, garment factories, construction),
and Census data regarding residents and non-residents.

pata-identified shall be assembled by the consultants and
CNMI staff for use during the project.

TASK 2 REVIEW OF DATA AND WORK PLAN

The consultants shall hold a peating with CNMI and the
office o@,Territorial and International Affairs (OTIA)
ataff to ‘discyss the bibliography, resolve any data
deficiencies 2 determine if any revisions to the work
program are necessary. OTIA may also consult
representatives of other Pederal agencies, principally the
Department of Labor. ANy WOrK progran modifications shall

be agreed to by the CNMI project panager and by OTIA.
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TASK 3A SURVEYS OF PUBLIC FACILITY DEMAND

Because the activity patterns and living arrangements for
many non-United States citizen residents are unique to the
CcNMI, the consultant pay need to conduct some surveys in
the CNNI to measure the impact this segnent of the :
population has on public facilities., FoOrY example, survey
information may be needed on trip generation rates for

certain non-residential land use that provides employment.

The survey work that is completed shall be prepared in the
form of a survey report. The consultant shall deliver a
copy of the report to the project manager for review and
distribution. fhe consultant shall revise the report
based upon modifications recommended by the project
manager.

ESTABLISHMENT OF EXISTING LEVEL OF DEVELOPMENT AND

TASK 3B
SERVICES IN THE CNMI

Task 3B shall consist of the consultant’s analysis of

existing conditions, jncluding the number in each target

group (non-resident alien workers, immigrants from the
freely associated states, and tourists) present in the
gﬂu:.i They shall be igentified by place of employsent and
onicile.

The consultant shall also establish the gervice standards
and degree of use by each target alien group for each
public facility or service to be reviewed, including
electricity, water, sewage treatment, solid waste
disposal, public safety, education, roads, airports,
ports, health care and immigration.

The consultant ghall prepare a report on existing
conditions of development, employment and use of services
in the cNHI to_be reviewed and approved by the CNMI and
OTIA.

TASK 4 . PUBLIC PACILITIES AND SERVICES COST/BENEFIT REPORT

Task 4 will be the preparation of a report on the public
services provided by the CNMI Government and the costs and
penefits to the governzent of providing thenm to the
various target groups studied.

The analysis will include an examination of costs of
operations and amortization of capital expenditures
compared to revenues generated. In many cases, such of
this analysis will have been done. For example, the CNNMI
pepartment of public Health and Environment services
reported an expenditure of $10.5 milljon in 1991 for
nealth costs for aliens; in this case, the consultant

@o1s
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would need t@ verify that all costs are jncluded, add in
amortization of cesital costs, then break down the
jnformation by target groups and obtain data on revenues
from the same groups. In other cases, guch as utility
gervices, the degree of subsidy may already be avajlable.
In these cases, jt will be necessary only to allocate the
appropriate portion of the subsidy to each target group
(non-resident workers, Micronesian immigrants, tourists)-

Upon conpletion of the report, it shall be forwverded to
the CNMI'S project manager and the OTIA representative for
review. After receiving comments from CNMI and OTIA, the
consultant shall make any agreed revisions to the report.

REPORT ON INDIRECT COSTS AND BENEFITS OF NON~

This shall include an evaluation of all costs and benefits
of non-residents to the economy other than those jmposing
direct costs and providing direct benefits to the
Government. A major jndirect cost or penefit is the -
effect of the enployment of aliens on employment of local
residents; does the growth of alien employment increase OY
diminish the number and quality of jobs for residents?
Ssome other exapplas of costs might be crowding of beaches
or other fdcilities and delays in receiving health carée.
gxamples of penstits might include construction of
recreational facilities available to residents and
additional products available in the market.

Those indirect costs and benefits that do not lend
themselves to quantifiable analysis should be 1isted with
comment.

TASK &  IMPACT REPORT

This will include a compilation of the analyses of fiscal
and othaer impacts of each target group [non-resident
workers, Micronesian immigrants, tourists)t

- Summary of the fiscal costs of non-residents to the CNMI
Government =

~ Summary of the fiscal penefits of non-residents to the
CNMI Government _

- fdentification of non-fiscal costs and penefits to the
aconomy and community .

- Recommendations on policies toward non-residents and
jndustriés employing non-residents that would most benefit
the governmeﬂenand people of the CNMI. These
recomnendations would be designed to assist the CNMI in
preparing growth ctrategies in its planning effort that

do1s
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would meet the objectives of providing adegquate public

~ ¢acilities and gervices with economic growth and

praservation of the environment and quality of life of
residents.

After completion of the draft fiscal impact repert, the
consultant shall forward it to the CNMI project manager and
OTIA representative tor review and ghall hold one meeting with
CNMI and OTIA (with pepartment of Labor or other
representatives, as appropriate) to identify any areas in need
of revision. The consultant ghall then make any agreed
revisions to the f£inal report.
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PROJECT BUDGET: COST/BENEFIT STUDY OF ALIENS, CNMI

Local facilities planner $60/hr. 120 hrs. $§7,200
Mainland facilities planner/ 875 /hr. 200 hrs. 15,000
economist .
Denmographer /survey expart $75/hr. 160 hrs. 12,000
Attorney , 125/hr. 100 hrs. 12,500
senior econom%;t 100/hx. 160 hrs. 16,000 -
L )
Total personnel costs - 62,700
Travel: 4 trips at 3,500 ' 14,000
supplies and other 3.300
Total project costs $80,000
/’
e
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Attachment D

THE NAFTA AND
THE UNI,TED STATES INSULAR AREAS

o

The North American Free Trade Agreement (NAFTA) promises to expand trade and -
investment in the three North American trading partners: Canada, the United States and

Mexico. But the NAFTA is effective only in the area of each nation under its customs

jurisdiction. What will be the effect of the NAFTA on the United States’ insular areasoutside

its customs territory: the U. S. Virgin Islands, American Samoa, Guam and the

Commonwealth of the Northern Mariana Islands?

The NAFTA applies in the territories of the Parties (defined to exclude insular areas). The
exclusion of the insular areas is confirmed by an exchange of letters among the Parties dated
January 19, 1993 stating:

1. The NAFTA shall not apply in respect of Guam, the Commonwealth of the
Northern Mariana Islands, American Samoa and the U. S. Virgin Islands.

2. References in the NAFTA to a state of the United States shall be deemed to refer
also to the District of Columbia and the Commonwealth of Puerto Rico.
<ao

Thus the insular areas appear to be treated in much the same way as foreign countries not
Parties to the agreement, many of which are very concerned about the effect on their exports
to the United States. An examination of the rules of origin incorporated into the NAFTA.
however, reveals that the insular areas enjoy much better access to the United Stat&s market
than do the other Parties to the NAFTA.

NAFTA’s Objectives:

The NAFTA establishes a free trade area by eliminating barriers to trade between the
territories (in effect, customs territories) of the members. It abolishes tariffs on products of
each party, without. exception, over periods varying up to 15 years in the case of the most
sensitive goods. It also abolishes most non-lariff barriers (quotas), leaving a mechanism for
their reinstatement for some itens (mainly garments) in emergency situations.

The agreement promotes fair competition in the free trade area, primarily through "national
treatment”: prohibiting discriminatory internal taxes and regulations (although with many
exceptions in the case of Mexico). It contains provisions to increase invesument opportunities
and for protection and enforesment of intellectual property rights in each Party's termtony.
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Effect on Exports of Insular Products to the United States

Exports of products of U. S. insular areas 1o the U. $. customs territory are iree of customs
duties under General Note 3(a)(iv) of the Harmonized Tariff Schedule. The NAFTA will
eliminate U. S. customs duties on exposts of products of Canada (not already duty-free under
the U. S.-Canada Free Trade Agreement) and Mexico. Will Mexican products, enjoying low

v labor costsand proximity to the U. S. market, displace insular products in the United States?
Will insular producers be tempted to move their operations to Mexico?

The answer to these questions is in most cases no, due to two major considerations. First,
General Note 3(a)(iv) provides advantages not enjoyed by the Parties to the NAFTA. Duty-
free treatment is extended to products of the insular possessions that may contain up to 70%
of their value in foreign components. For sensitive products, such as garments, the foreign
value is limited to 50% but even this limit is generous because it excludes profit and overhead.
Products of Canada arfd Mexico, however, are defined by rules of origin of the NAFTA which
convey origin in most cases through transformation of a good 1o another good covered by a
separate tarifl number in the HTS. In the case of garments, the rule is much more strict,
requiring that the thread or yarn be of North American origin.

The second consideration is that products of insular areas benefit from concessions other than
duty exemptions. The U. S. territories typically provide up 1o 75% income tax rebates and
complete exemptions from other taxes. Moreover, "possessions corporations” incorporated in
the United States are essentially exempt from U. S. income tax under section 936 of the Internal
Revenue Code. Specific insular products receive other incentives enumerated below.

Exports of Insular Products to Canada and Mexico

In being excluded from the NAFTA, the insular areas do not obtain any special access that
their own products might have enjoyed to the Canadian and Mexican market. Should an effort
be made to extend NAFTA trade benefits to the insular areas? '

The inclusion of insulyr areas in the NAFTA would have complicated an already delicate
negotiation because insulqr.area is a separate customs territory with a different import
regime, Because theinsular areas have largely open borders to foreign products, their inclusion
would have raised concerns in the NAFTA partners about possible pass-through industries.

For the insular areas to benefit from inclusion in the NAFTA they would have to produce
- something competitive in the Canadian or Mexican market. Most products of insular areas
that are imported into the United States under General Note 3(A)(iv) appear to be ineligible

NAFTA & TBE US INEULAR AREAS 3 mvlm
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. - Guatiisthe only insular possession with no General Note 3(a)(iv) exporisio the United States.
A waich asseribly company, Timewise, and a sweater assembler, Sigalo, both ceased operations
late in 1992. Both were beneficiaries of special legislation providing benefits in addition to
- duty-free entry. The watch industry received a subsidy of up to 90 percent of its labor costs. -
© " 'The sweater industry enjoyed@¥egislative: waiver from quotas that would otherwise apply
-+ because sweaters assembled in Guam did not qualify as local products under garment rules of

.- . ~Despitesiich speial benefit these exportindustriés succimibed 10 the severe shortageand high
- cost:of labor ‘on . These contizuing problems were exacerbated -in 1992 by power

" ruoning and e diupilon cavsed by thre s typhoons,

© -+ Guarm has proposed, in draft legislation to becothe a commonwealth, the use of NAFTA rules
 *“of origin to definie products of Guam eligible for duty free entry into the United States customs
.. ‘territory. Passage of both the NAFTA and the Guam Commonwealth bill would be necessary

- ~'to put this rille of origin into effect.. If the NAFTA should not bé enacted into law, the U. S.-
~* Canada Free Trade Agreement rules coufd be applied to products of Guam instead..

" Alone among the insular areas, American Samoa is more dependent on its manufacturing
" industry thap on tourfem. Thegpurist industry, in spite of spectacular natural surroundings
~ and cultural attractions, has failed to develop commercially due to long distances from markets.
- frequent distuptions of air service, and a hortage of good hotel accommodations. The
“economy is dependent on two major tund canneries, Van Camp.and Star Kist, for the bulk of

- private sector employment and govermiment tax receipts. Indirectly, the tuna canneries also
_account for a major portion of retail sales in local economy, including the majority of diesel fuel

" sales, which go to the tuna fishing fleet. The tuna canneries were attracted to American Samoa

" by the combined appeal of low wages, duity free access to the U.S. market, exemption from the

" Nicholson Act (which prohibits foreign fisherman from landing: their catch in the United

* States) and an exemption from U:S. taxes under Section 936 of the Interal Revenue Code.

Theseb:neﬁts havecroded overtime. Wageshave increased undes biennial industry committee
. reviews mandated by the Fair Labor Standards Act; the cannery wage now stands at $2.87 per
hour and is subject to periodic attempts 10 Taise it to the mainland level.

NAFTA& TR US. DuLAR ARBAS S S MAYI
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' United States Virgin Iolands

" After American Samoa. ‘the Virgin Islands ‘ranks next. in‘ its relative dependence on
* manufacturing. . The island cf ‘St. Croix, whose struggling tourist industry was severely
" damaged by Hurricane Hugo in 1989, relies primarily on manufacturing. The bipgest private
' employers are the Hess Oil Refinery and the alumina processing plant. which do not rely on
- " duty free access to-the U.S. market. Of those employers that do, the most important are the
" watch assembly industry and the rum distilling industry, both having evolved under special

- - benefits not limited to duty-free accéss. . . .. ot B

. 'Waich assemblers receive a subsidy of up to 90% of wages paid in the form of certificates good
" for payment of import duties on foreign watches. In fact, the subsidy is sorriewhat reduced in
" value by & one year delay in paymeut 2nd the transaction costs imvolved in transferring the
" Gertificates to importers for usé in paying duties. : -
" The NAFTA recogaizes the importasice of the Virgin Islands watch assembly industry by
" according mechenical watches the 15 year C+ staging category. Thess waiches are also
"~ protected by very high dpecific duties. More important, watches imported from U. S. insular
" areas are not subjected to General Note 3(a)iv) substantial transformation requirements but
~tospecial rules in Chapter 7 of the HTS. Thus, even after the 15 year phase out of U. S. duties
~ under the NAFTA, Mexico (or Canada) will not be permitted to ship watches assembled from
" foreign cornponents as the U.S. insular areas do. '

~ The rum industry is also given some protection in the NAFTA, wnh a C staging category
+" providing a 10 year phase of the duty elimination. ‘The importance of the rum industry to the
* Virgin Islands is as a revenue producer rather than asan employer. The Federal excisc tax on
- um produced in the Virgin Islands is "covered over” to the Virgin Islands government under

- section 28(b) of the Virgin Islands Organic Act.of 1954. Originally intended to encourage the

- raising of local revenue, this payment was limited to local revenus collections.  Because local

 revenues have long since passed.the-level of taxes on Virgin Islands rum, the “matching”

 provisiop is no longer effective. However, the “cover over” is now limited bylaw to $10.50 per

' proof gallon of rum, although the currentexcise tax level i§$12.50. Thetotal payment has been
" running at about $30 million annually in recent years.© . o

“The matching fund is used by the Virgin Islands Government to guarantee and to repay bonds

“issued for essential infrastructure projects. It is not used directly to subsidize Virgin Islands

~ rum production but the indygtry receives the maximum 90 percent income tax rebate and

_exemptions from other taxes under the local industrial incentive law. It also benefits from a

‘subsidy that stabilizes the price of imported molasses and from promotion of Virgin Islands

rum (These efforts are small in comparison to Puerto Rico’s massive rum promotions.)

NAFTA & THE US. INSULAR AREAS . 7 : _ MAY 1993
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- in the best of times. A lasting solution would not tie special assistance to the NAFTA but - =
" would usethe NAFTA asareason 10 renew efforts to develop private investment in businesses
~ in which the territory can have a comparative advantage. The most obvious. aside from fish
- products, is tourism - a growth industry throughout the American Pacilic. '

' The insular areas” duty free access to the United States market depends on protection from .
- foreign competition. To the extent that measures are taken to reduce that protection. insular
. area exports to the United States are threatened. But the insular areas’ export industries have -
* - developed under a variety of incentives of which freeentry to the United Statesisonly one. As
duties have been lowered, thig jpcentive has become less valuable in relation to other
 considerations, making it difficult to quantify the effect that the NAFTA exemption will have -
on insular exports to the United States. Even more speculative is the NAFTA's effect on s
attracting future investments in manufacturing to the islands. ' T

~ The NAFTA is unlikely to be modified to take account of insular area interests. Discussions’
" are underway, bowever, which may lead to scparate agreements regarding labor and the
environment. ‘These discussions and subsequent actions to implement the agreement and =
_resolve disputes need to be sensitive to insular area interests. Because the trade effects of the * -
"NAFTA on the insular areas are so difficult to predict, any attempt to anticipate and offset .
_ economic disruption before it occurs would be inefficient and wasteful.
 ‘The insular areas all have small, isolated economies and are very vulnerable to external -
. economic shocks: Their governments and the Federal government will have to be ready to deal
~ with new problems and opportunities, whether they arise from international trade agreements
- or the trends and cycles.of the world economy.

" Richard Miller, OTIA -

'_’ e R Territorial and International Affairs
R ' ' Department of the Interior =~
NAPTA&mU.'s.bmmAmsﬁ,. 9 o MAY 1993
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