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Preface

Located north and northeast of Australia and east of the Philippines,
the Freely Associated States (FAS)—comprising the independent
countries of the Republic of Palau, the Federated States of Microne-
sia (FSM), and the Republic of the Marshall Islands (RMI)—occupy
an ocean area roughly the size of the continental United States. Their
location contains sea lines of communication linking U.S. military
forces to Australia and Guam, and Guam to the Philippines. These
strategic advantages have made the region particularly attractive to
China, which has recently been attempting to expand its influence in
this area—a development that could have significant implications for
U.S. national interests in the region.

The purpose of this report is to explain the importance of the FAS
in U.S. defense and foreign policy, describe China’s growing influence
in the FAS, analyze how other countries in the region are respond-
ing, and assess the implications for the United States. This research
was undertaken in response to the National Defense Authorization Act
(NDAA) passed in 2018. The NDAA called for an independent entity
to conduct an unclassified study examining U.S. defense and foreign
policy interests and Chinese influence in the FAS. As an independent
report, the study does not represent the views of the U.S. government.

This research was sponsored by the Office of the Secretary of
Defense and conducted within the International Security and Defense
Policy Center of the RAND National Defense Research Institute
(NDRI), a federally funded research and development center (FFRDC)
sponsored by the Office of the Secretary of Defense, the Joint Staff,
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the Unified Combatant Commands, the Navy, the Marine Corps, the
defense agencies, and the defense Intelligence Community.

For more information on the International Security and Defense
Policy Center, see www.rand.org/nsrd/ndri/centers/isdp or contact the
director (contact information is provided on the webpage).
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Summary

The Freely Associated States (FAS)—comprising the Republic of
Palau, the Federated States of Micronesia (FSM), and the Republic of
the Marshall Islands (RMI)—collectively cover a wide expanse in the
North Pacific roughly the size of the continental United States. Despite
having small populations and limited natural resources, these three
sovereign states are crucial to the promotion of Washington’s Indo-
Pacific Strategy. The unique agreements governing U.S. relations with
the FAS—known as “Compacts of Free Association”—offer the U.S.
military exclusive and secure access to the land, sea, and air routes of
this enormous region. In short, the FAS are tantamount to a power-
projection superhighway running through the heart of the North
Pacific into Asia. It effectively connects U.S. military forces in Hawaii
to those in theater, particularly to forward operating positions on the
U.S. territory of Guam.

The expansion of China’s engagement in the FAS raises impor-
tant questions about the fate of this geostrategically vital region. The
Pacific Islands are part of China’s 21st Century Maritime Silk Road.
We assess that China, through its Pacific Island engagements, secks
to more fully incorporate the region into its signature Belt and Road
Initiative (BRI). Beijing supports such an approach by boosting invest-
ment and economic assistance to the islands. China’s heightened role
in the Pacific is also designed to further reduce the number of dip-
lomatic partners recognizing Taiwan. Out of Taipei’s 17 remaining
allies, six are in the Pacific, and two are in the FAS (Palau and the
RMI). Finally, publications by Chinese scholars suggest that Beijing
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views the region as strategically important in the context of competi-
tion with the United States.

This report examines the importance of the FAS to U.S. defense
and foreign policy interests, assesses the extent to which China is
making inroads into the FAS, evaluates the responses of other coun-
tries in the FAS, and analyzes the implications for U.S. interests. This
research was undertaken in response to the National Defense Autho-
rization Act (NDAA) of fiscal year 2018. The NDAA called for an
independent entity to conduct an unclassified study examining U.S.
defense and foreign policy interests and Chinese influence in the FAS.
As an independent report, this study does not represent the views of the
U.S. Department of Defense or the United States government.

Characteristics of the Compacts of Free Association

The Compacts of Free Association (referred to as Compacts) are unique
international agreements governing the bilateral relationships between
the United States and the FAS. The Compacts enable the parties to
maintain close and mutually beneficial ties. After gaining indepen-
dence, the FSM, the RMI, and Palau joined the United Nations (UN)
and other international institutions with full membership rights and
responsibilities. At the same time, the Compacts provided for contin-
ued U.S. economic assistance and exclusive U.S. military access. Under
the Compacts, the U.S. Department of the Interior’s Office of Insular
Affairs (OIA) retains overall fiscal management responsibility for U.S.
assistance to the FAS, while the Department of State handles govern-
ment-to-government relations. Many other U.S. agencies provide ser-
vices to these island nations. Key provisions within the Compacts fall
into the three categories of government relations, economic relations,
and security and defense relations.

Each individual Compact of Free Association (COFA) establishes
its respective country as a self-governing nation with the capacity to
conduct its own foreign affairs, in consultation with the United States,
including the right to enter into treaties and other international agree-
ments with foreign governments, regional organizations, and interna-
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tional organizations. The Compacts also provide FAS citizens with cer-
tain immigration privileges, such as the right to live, work, and study
in the United States indefinitely, as well as the right to enter the United
States without a visa (with reciprocal benefits for U.S. citizens entering
both the FSM and the RMI).

The Compacts also allow the FAS to receive economic assistance
from the United States. Economic assistance has primarily taken the
form of grants and contributions to Compact Trust Funds (individual
trust funds set up for the countries of the FAS), federal services, as well
as discretionary spending by federal agencies. For the FAS, economic
assistance supports a variety of sectors, but tends to prioritize health-
care, education, and infrastructure. The permanent appropriation that
enables direct grant-based economic assistance to the FAS could cease
at the end of fiscal year (FY) 2023 for the FSM and the RMI, and at the
end of FY2024 for Palau, if new agreements are not reached between
Washington and the FAS, whereupon disbursements from Compact
Trust Funds will provide a source of income to each respective Freely
Associated State. However, the termination of Compact-related grant
assistance, and the shift to Compact Trust Fund disbursements from
FY 2024 onwards, is a matter of controversy. Multiple analyses indicate
that trust-fund disbursements will not make up for the budget shortfall
expected when grant-based assistance terminates.

The Compacts allow the United States and the FAS to maintain
a mutually beneficial relationship, particularly the security and defense
relationship, as none of the FAS have indigenous militaries. The Com-
pacts allow the United States to maintain sole and unfettered military
access to the lands, waterways, and airspace of the FAS. The Compacts
include provisions for indefinite U.S. authority for defense and secu-
rity matters, denial of access to the area to potential adversaries, U.S.
defense sites and operating rights, and service in the U.S. armed forces
for FAS citizens. Taken together, the security and defense provisions of
the Compacts form an essential foundation for U.S. national security
interests in the region. In particular, as a consequence of these security
and defense provisions, the Compacts deny an enormous and strategi-
cally important section of the Western Pacific to potential U.S. adver-
saries, while enabling U.S. presence and power projection in the region.
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China’s Geostrategic Outlook on the Pacific

In comparison to other areas of geostrategic importance, such as the
South China Sea, there is little publicly available Chinese analysis focus-
ing specifically on the FAS. Nevertheless, Chinese analysts increasingly
view the Pacific region more broadly as closely tied to China’s national
security interests. The region’s strategic location astride major mari-
time passageways, abundance in certain natural resources, and politi-
cal power as a voting bloc in international organizations lend it grow-
ing value in Chinese foreign policy, particularly as China’s overseas
interests and influence expand. That statements from the highest levels
of the Chinese foreign-policy apparatus characterize the Pacific as a
natural fit for extending the maritime components of Beijing’s BRI
suggest the high importance accorded to the region.

Chinese analysts identify two types of security threats that are
prominent in the Pacific Islands region. The first entails such nontra-
ditional threats as political instability, piracy, terrorism, transnational
crime, and natural disasters. As the world’s second-largest economy
and largest trading nation, nontraditional security threats could have
an adverse impact on China’s economic development. The second type
of threat is the potential geostrategic encirclement by the United States
and its allies. As part of the “Second Island Chain” (a line of islands
from the Kurils down to the Marianas and including Guam), Chinese
observers have noted that these islands form a natural barrier to Chi-
na’s maritime expansion into the open ocean.

At least one Chinese observer has alluded to the possibility of a
long-term military presence in the region, arguing for the establish-
ment of so-called “strategic fulcrum ports” in the Pacific to secure
maritime access in the region. These ports could provide China’s Peo-
ple’s Liberation Army Navy (PLAN) with supply points that would
be conducive to reducing the gap in hard power between China and
the United States. Beijing has also focused on gaining traction in the
region through expanding its influence, primarily through diplomatic
and economic engagement.
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China’s Influence in the Freely Associated States

Pacific island nations have witnessed China’s rise, and Beijing has made
significant strides as a major trade, aid, investment, and diplomatic
partner for a number of countries in the region. Chinese companies are
increasingly active across the entire region in a broad range of commer-
cial ventures. China’s desire to erode Taiwan’s international space is a
key driver of its activities in the Pacific. However, China has expanded
its focus to one of broader influence—not just on competition with
Taiwan for recognition—a trend that is reflected by its relations with

each of the FAS.

China’s Relationship with the Federated States of Micronesia
The FSM established formal diplomatic relations with China in 1989.
Since that time, the relationship has grown, including the 2014 creation
of the commission on economic trade cooperation. China’s economic
relationship with FSM includes substantial trade and aid components.
More recently, the FSM has signed a memorandum of understanding
with China to join Beijing’s BRI. Chinese embassy discretionary grants
occasionally provide much-needed heavy equipment on an ad-hoc
basis. Larger infrastructure projects have ranged from building official
residences for government officials at the national and state levels, to
providing ships for inter-island transport. The most ambitious Chi-
nese investment proposal in FSM, to date, has been the plan to build
a 10,000-room holiday resort and casino complex in the state of Yap,
and to establish direct airline connections to facilitate ease of travel
for vacationers. The Chinese also proposed building a 200-room hotel
with a casino in Pohnpei, a project which is currently being backed by
the Pohnpei Governor and considered by the Pohnpei legislature.
Chinese contacts with state governments and state officials are
also numerous. In August 2017, for example, Chinese Vice Minister of
Foreign Affairs Zheng Zeguang visited Pohnpei with a high-level del-
egation and met with FSM political leaders. President Peter Christian
of FSM was also accorded a state visit to Beijing in March 2017—an
honor that has had a lasting positive effect on FSM’s perception of
China. A key topic of the dialogues between the two countries is the
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U.S. Compact Trust Fund that the government of the FSM will rely
on if U.S. economic assistance expires in 2023. Beijing has suggested
that China might be willing to supplement the Compact Trust Fund
to help the FSM achieve greater self-reliance.

Chuuk State, the FSM’s largest state, has expressed interest in
becoming a sovereign nation; this could emerge as an important
consideration in the context of China’s relationship with the FSM.
Throughout the FSM’s history there has been domestic internal con-
tention between the state and the national government over the equi-
table distribution of non—COFA funding (fisheries and tax revenue).
The United States has consistently maintained that its relationship is
with the national government in Palikir, and any movement by a state
to secede would, if a state were no longer part of the federation, pre-
sumably mean an end to the COFA in all its dimensions. While this
understanding has implicitly buttressed national unity, the cessation
of economic support after FY 2023 may undermine national cohesion.
Such a development could have important strategic implications. The
Chuuk lagoon, one of the Pacific’s largest and deepest, was once a criti-
cally important location for the Japanese Navy, and remains a poten-
tially important strategic naval asset.

China’s Relationship with the Republic of the Marshall Islands
Although it does not receive diplomatic recognition from the RMI,
Beijing nevertheless has a number of channels that could allow it to
exercise influence there. Trade is an important part of China’s relation-
ship with the RMI, even though the RMI still maintains official diplo-
matic relations with Taiwan. In particular, China maintains commer-
cial ties to the island through fishing companies such as Pan Pacific
Foods. In the absence of official diplomatic recognition of China, it
appears that the head of Pan Pacific Foods is considered an unofficial
Chinese representative to the RMI. Beijing is also a part owner in the
Marshall Islands Fishing Company, a major enterprise in the RMI,
and Chinese businessmen own small stores in the RMI.

At the Asia World Expo, held in Hong Kong in April 2018, a Chi-
nese businessman and the Mayor of Rongelap Atoll proposed the cre-
ation of a special administrative region to attract investment to the atoll
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and Beijing may be trying to set up an administrative region there.
The proposal quickly became a source of controversy in RMI politics,
stemming from concerns that it could create a haven for money laun-
dering and other illegal activities. The government declined to back the
proposal after it was declared unconstitutional by the RMI Attorney
General. Rongelap is located near the Ronald Reagan Ballistic Missile
Defense Test Site at Kwajalein Atoll—potentially raising concerns for
U.S. policymakers about Chinese spying on the facility.

In addition, China is imposing extra taxes on RMI-flagged ships
entering its ports. This is a particularly vulnerable pressure point for
the RMI, as its flag is the third-most-common registered flag on inter-
national commercial ships. Beijing is also offering the prospect of an
influx of financial assistance via the BRI to try to convince the govern-
ment of the RMI to formally switch recognition from Taipei to Bei-
jing, according to interviewees.

China’s Relationship with Palau

Trade is an important component of China’s relationship with Palau,
even though Palau maintains official diplomatic relations with Taiwan
rather than China. Beijing also appears to be trying to use tourism
to advance its objectives in Palau. Chinese tour agents are promot-
ing group package tours there via commercial and charter flights, and
these tour groups have rapidly come to constitute the largest share of
Palau’s tourism industry. Between 2011 and 2015, the number of Chi-
nese tourists soared to more than 50 percent of annual visitor arrivals—
until November 2017, when Beijing apparently decided to precipitously
drop the numbers, hurting Palau’s economy. China’s objective is almost
certainly to persuade Palau to switch diplomatic relations. Although
Taiwan has increased its support for Palau’s tourism industry, its ability
to offset the loss of Chinese visitors is likely limited.
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Activities of Other Countries in Oceania and the Freely
Associated States

A number of other countries have interests in Oceania more broadly
and in the FAS. China’s rising profile within the broader region and in
the FAS specifically has prompted responses by other actors, including
Australia, New Zealand, Taiwan, and Japan.

Australia

Australia’s engagement in the broader Pacific region has already become
more intense as China has bolstered its presence. Senior officials have
stated that China’s construction of roads, ports, airports, and other
infrastructure in the broader region has triggered concern in Canberra
that small Pacific nations may be saddled with unsustainable debts
from China. However, Australia has traditionally focused more heav-
ily on other parts of the region, and Australia’s footprint in the FAS
is modest compared to its engagement in the broader region. Its sole
ambassador in the FAS, based in the FSM, has multiple accreditations:
to the FSM, the RMI, and Palau, and (as Consul General) to Guam
and the Commonwealth of the Northern Mariana Islands. Canberra
recognizes that as the strategic environment in the FAS becomes more
competitive, it will have to increase its involvement in the area accord-
ingly. As such, Australia is planning on opening diplomatic posts in
both Palau and the RMI by 2020. Notably, in June 2014, Canberra
unveiled its $1.88 billion Pacific Patrol Boat Program, which included
all of the FAS, giving it additional leverage in the regional security
domain.

New Zealand

Like Australia, New Zealand has focused much more heavily on the
South Pacific, but Wellington also has active relationships with the
FAS. The New Zealand Consulate General in Honolulu, Hawaii, is
also accredited to Palau, the RMI, and the FSM. New Zealand’s bilat-
eral ties with the FAS are centered on such common interests as secu-
rity, fisheries management, development, climate change, and regional
trade. However, Wellington is concerned about increasing strategic
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rivalry between the United States and China and growing Chinese
influence. As part of its “Pacific Reset” policy for the broader region,
New Zealand has pledged to strengthen its engagement with the FAS,
including by increasing its overseas development funding and encour-
aging stepped-up U.S. activities in Oceania.

Taiwan

Oceania is one of several arenas of diplomatic competition between
Beijing and Taipei. Over the past two years, Beijing has succeeded in
establishing links with five of Taipei’s previous diplomatic allies, leav-
ing Taipei with only 17 states recognizing Taiwan instead of China. Six
of these remaining allies are in the Pacific, and two of them are FAS—
the RMI and Palau both recognize Taipei. As such, Taiwan prioritizes
maintaining its ties with the RMI and Palau, and it remains actively
engaged with both countries diplomatically and economically.

Japan

Since its pre—~World War II colonialization of the islands that eventually
became the FAS, Japan has maintained close ties with these islands and
continues to have a strong interest in them and other Pacific islands.
Japan has focused on issues important to the Pacific islands, such as cli-
mate change adaptation strategies, building resilience to natural disas-
ters, and strengthening states’ capabilities to enforce the rule of law.
Japan is also heavily engaged with each Freely Associated State and
maintains embassies in the FSM, the RMI, and Palau. Moving for-
ward, Japan hopes to expand its engagement with the FAS in a number
of areas, including maritime security training and resources.

Implications

Although primarily aimed at the broader Indo-Pacific region, Washing-
ton’s “free and open Indo-Pacific” strategy also equally applies to secur-
ing the FAS. History underscores that the FAS play a vital role in U.S.
defense strategy. As demonstrated by Imperial Japan’s actions during
World War II, the location of the FAS and expansive geographic sprawl
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can clearly be a significant advantage if properly leveraged. If ignored
or subverted, they could become, as in the past, a critical vulnerabil-
ity. The U.S. National Security Strategy (NSS) supports keeping these
large areas of ocean “free and open” and calls for sustaining favorable
balances of power through strong commitment and close cooperation
with allies and partners.

China’s engagement in the FAS highlights the importance it
attaches to this part of the Pacific. Beijing likely believes the FAS are
critical strategic locations for U.S. power projection into Asia. There-
fore, China is likely to seek ways to challenge American dominance
there by floating economic incentives to the FAS in exchange for loos-
ened ties to Washington. This will increasingly be the case if U.S.-
China relations continue down a competitive and adversarial path.
Regardless, Beijing views the FAS as relevant to the pursuit of its eco-
nomic goals, especially through the BRI, and also relevant to its efforts
to persuade Taiwan’s remaining diplomatic partners to switch recogni-
tion to the mainland.

Going forward, the United States, its allies, and its partners should
demonstrate their commitment to the region by maintaining appropri-
ate levels of funding to the FAS, and strengthening engagement with
the FAS more broadly. Failure to do so would be a self-inflicted wound
that could come at the expense of the foreign policy and defense inter-
ests of the United States and its allies and partners. This will become
particularly relevant after the current economic support arrangements
between Washington and the FSM and the RMI expire after FY 2023
(Palau after FY 2024). To a greater extent than at any time since gain-
ing independence, the FAS are vulnerable to accepting alternative
sources of revenue, which China will likely provide as part of a strategy
aimed at improving its position in the region. Therefore, this should
serve as a catalyst for the opening of a productive new chapter in how
the United States and its allies and partners engage with the FAS.
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CHAPTER ONE

Introduction

Located to the north and northeast of Australia and east of the Phil-
ippines, the Freely Associated States (FAS)—the Republic of Palau,
the Federated States of Micronesia (FSM), and the Republic of the
Marshall Islands (RMI)—collectively cover a wide expanse of some
3,473,751 square miles in the North Pacific, or roughly the size of the
continental United States (see Figure 1.1).!

Despite having small populations and limited natural resources,
these three sovereign states are crucial to the promotion of Washing-
ton’s Indo-Pacific Strategy. The unique partnerships governing U.S.
relations with the FAS—formalized by each Freely Associated State as
a Compact of Free Association (COFA) with the United States—offer
the U.S. military exclusive access to the land, sea, and air routes of this
enormous region.

In short, the FAS are tantamount to a power-projection super-
highway running through the heart of the North Pacific into Asia,
connecting U.S. military forces in Hawaii to those in theater, particu-
larly to forward-operating positions on the U.S. territory of Guam.
Indeed, the FAS (at the time part of the Japanese mandate) were criti-
cal to the U.S. island-hopping campaign that led to victory over Impe-
rial Japan in World War II. Since then, however, the region has largely
been taken for granted, even as it continues to offer secure sea lines

1" The FAS are located in the North Pacific, as opposed to the South Pacific (below the
equator), which is home to such other Pacific island countries as Fiji, Niue, Tonga, Vanuatu,
and others. The terms “Oceania,” “Pacific,” or “Pacific Island region” will be used here to
describe the residents of both the North and South Pacific regions.
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Figure 1.1
Map of the Freely Associated States
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of communication and a potential staging ground for emergencies or
military contingencies in Asia. In large part, this is due to the lack of
competition for influence in the FAS—that is, until recently.

The expansion of China’s engagement in the FAS raises important
questions about the fate of this geostrategically vital region. According
to a recent report by the U.S.-China Economic and Security Review
Commission, Beijing’s growing influence in the region “could threaten
Compact of Free Association agreements . . . over the long term.” More

2 Ethan Meick, Michelle Ker, and Chan Han May, “China’s Engagement in the Pacific
Islands: Implications for the United States,” U.S.-China Economic and Security Review
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broadly, the Commission argues that China, through Pacific Island
engagements, seeks to incorporate the region into its signature Belt
and Road Initiative (BRI) to gain access to raw materials and natural
resources. Beijing is doing this by boosting economic assistance to the
islands.

China’s heightened role in the Pacific is also designed to further
reduce the number of diplomatic partners recognizing Taiwan. Out of
Taipei’s 17 remaining allies, six are in the Pacific, and two are part of
the FAS (Palau and the RMI). Finally, our analysis of Chinese articles
and commentary on Beijing’s objectives in the Pacific concludes that
China likely views the region as increasingly important from a security
perspective as well.

Objective and Organization of This Report

The purpose of this report is to (1) examine the importance of the FAS
to U.S. defense and foreign policy interests, (2) assess the extent to
which China is making inroads into the FAS, (3) evaluate the activities
and responses of other countries in the FAS and broader Oceania, and
(4) analyze the implications for U.S. defense and foreign policy inter-
ests. This research was undertaken in response to the National Defense
Authorization Act (NDAA) for fiscal year 2018. The NDAA called for
an independent entity to conduct an unclassified study examining U.S.
defense and foreign policy interests and Chinese influence in the FAS.
As an independent report, the study does not represent the views of the
United States government.

Chapter Two presents a snapshot of each Freely Associated State
and explains how the FAS first came into existence. It further offers a
primer on the Compacts themselves, as these agreements are extremely
unique and thus poorly understood, even by seasoned foreign policy

Commission, June 14, 2018. For additional literature on China’s overall approach to the
Pacific, see, for example, Anne-Marie Brady, “China’s Foreign Influence Offensive in the
Pacific,” War on the Rocks, September 29, 2017; and Joanne Wallis, “Is China Changing the
‘Rules’ in the Pacific Islands?” The Strategist, Australian Strategic Policy Institute, April 11,
2018.
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professionals. Chapter Three evaluates the extent to which Beijing has
made economic, diplomatic, and military inroads into the FAS. Chap-
ter Four analyzes the activities of other countries in the Pacific (poten-
tially in response to China’s rising role there), including Taiwan, Japan,
Australia, and New Zealand. Finally, Chapter Five offers concluding
thoughts and implications for U.S. defense and foreign policy interests
in the FAS and for the broader Pacific region.

A Note on Sources

Three main sources of information shaped development of this report.
First, we analyzed open-source primary source publications to gauge
Chinese views of the importance of the FAS and Oceania more gen-
erally. Second, we reviewed official and unofficial publications, aca-
demic literature, think-tank commentary, journal articles, and other
sources to develop context for Chinese activities in the FAS. Finally,
we interviewed a number of interlocutors, including U.S. and foreign
government officials, academics, and think tank experts to supplement
our findings. Our assessments are based on the repeated emergence of
several key themes across multiple sources.



CHAPTER TWO

The Freely Associated States and Compacts of
Free Association

This chapter offers snapshots of each FAS country. It then describes the
history of how the FAS came into existence, and their roles, through
the Compacts, of promoting U.S. foreign policy and defense interests,
including U.S. defense posture and plans.

What Are the Freely Associated States?

Each Freely Associated State has its own distinctive history, culture,
political system, and economic trajectory. Despite the obvious asym-
metries between the interactions of a continental power and smaller
island states, the basic U.S. relationships with the three Freely Associ-
ated States have been marked by mutual respect for sovereignty that
has, in turn, advanced the national interests of each country (described
in detail further in this chapter). Over the past three decades, there has
never been serious consideration by any of the parties to withdraw from
the Compacts.

The FAS are viewed internationally as peaceful, stable democ-
racies that regularly hold free and fair elections and maintain com-
mendable human rights records. Within the United Nations (UN), the
voting records of the FSM, the RMI, and Palau are ranked as being
among the most consistent with positions taken by the United States.
Under the Compacts, U.S. financial assistance is vital to the FAS, and
citizens of these countries value the ability to enter the United States
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without a visa to study, work, or reside without limitations. The defense
provisions of the compacts have meant that the FAS have not needed to
provide for national defense. Qualified citizens of the FAS are eligible
to join the U.S. military, and increasing numbers have served in all
branches of the armed forces stationed around the globe.

Federated States of Micronesia

Among the FAS, the FSM is by far the most populous, with an esti-
mated 103,643 citizens.! A central challenge is the creation of a shared
national vision among its four culturally diverse states: Chuuk, Kosrae,
Pohnpei, and Yap. With primary and secondary educational systems
that struggle to achieve adequate quality, the FSM remains committed
to development of local capacity. Unlike its neighbors, the FSM has
limited the number of migrants it accepts, to emphasize self-reliance—
even if this has meant lower rates of economic growth.

Palikir, the capital, seeks to become a northern Pacific headquar-
ters for regional organizations to bring in new opportunities for busi-
ness development. The increasing importance of Guam as a site for U.S.
military personnel may offer prospects for tourism in nearby Chuuk,
Yap, and Pohnpei. The more conservative pace of change being pur-
sued by the FSM, through investments in its own citizens human capi-
tal, may over the longer term offer enhanced development prospects.>

At the same time, out-migration to the United States has grown.
Survey data suggests that one out of every three FSM citizens—about
50,000 people—reside in the United States. The FSM’s out-migration
rates to the United States suggest many Micronesians realize the bene-
fits of access to employment in a larger economy, or wish to avail them-
selves of educational opportunities. Although the most popular desti-
nations in the early years of nationhood favored Guam and Hawaii,
today increasing numbers of Micronesians are establishing residence in
the continental United States. It is estimated that in every year from
2000 to 2012, some 1,200 FSM citizens moved to the continental

I Central Intelligence Agency, World Factbook, Washington, D.C., 2016.

2 Gerard A. Finin, “Envisioning the North Pacific Economies Post 2023,” ADB Pacific
Economic Monitor: Midyear Review, July 2013.
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United States to find jobs, take advantage of the reduced cost of living,
and escape some of the negative stereotypes of Micronesians found in
Hawaii and Guam.? From the perspective of many FSM citizens, the
right to reside in the United States is by far the most important feature
of the free association agreement.

Republic of the Marshall Islands
The strategic value of the RMI (population 53,000) to the United
States arguably exceeds that of the other two FAS. From both the his-
torical and contemporary perspectives, the relationship between the
RMI and the United States is complex. Overall economic support from
the United States to the RMI, from 2004 to 2023, is estimated to total
$1.5 billion.* Washington is committed to paying at least $18 million
per year (2017 was $21 million, adjusted for inflation) in Compact
funding to the RMI government through 2066, for exclusive long-
term use of Kwajalein Atoll as a U.S. base (the Ronald Reagan Ballistic
Missile Defense Test Site).5

For over five decades the RMI’s Kwajalein Atoll has remained a
strategic location for the U.S. Department of Defense. The U.S. Army
Kwajalein Atoll (USAKA) hosts several critical defense-related activi-
ties on Kwajalein. The largest tenant is the Ronald Reagan Ballistic
Missile Defense Test Site, which provides the United States with a
unique ability to test intercontinental ballistic missiles, ballistic mis-
sile defense, and hypersonics, as well as an ample spectrum required
for space surveillance, space object identification, and monitoring new
foreign launches. Kwajalein also hosts the U.S. Air Force’s Space Fence
program, designed to detect and track space debris threatening satel-

3 Hezel, Francis, Micronesians on the Move: Eastward and Upward Bound, Honolulu,
Hawaii: East-West Center, 2013.

4 For the $1.5 billion figure, see David B. Gootnick, Compact of Free Association: Implemen-
tation Activities Have Progressed, but the Marshall Islands Faces Challenges to Achieving Long-
Term Compact Goals, U.S. Government Accountability Office, Washington, D.C., July 25,
2007.

5> Regarding U.S. payments, see David B. Gootnick, Compacts of Free Association: Actions
Needed for the Transition of Micronesia and the Marshall Islands to Trust Fund Income, U.S.
Government Accountability Office, Washington, D.C., May 2018.
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lites when it achieves initial operating capability in mid-2019.¢ Over
the past decade, facility investments apparently in excess of $1 billion
are indicative of both the importance of the base and the long-range
U.S. plans for its use.” Current land-use rent agreements have options
for renewal through 2086.8 There is no other similar type of facility in
the FAS. The only other defense-related activity across the FAS is in
Palau, where the United States is working to install a radar facility on
the island.?

In addition, the United States has paid approximately $600 mil-
lion in compensation (over $1 billion in current dollars) and remedia-
tion for nuclear testing that occurred in the RMI between 1946 and
1958;10 the U.S. nuclear weapons testing program detonated 67 nuclear
weapons between 1946 and 1958. In 1987, Congress appropriated $150
million to the RMI as a final settlement for nuclear radiation—related
claims. Bikini Atoll residents received $75 million over 15 years, and
the remainder was allocated to trust funds. In 1992, an additional $90
million was conveyed for the resettlement trust fund. By some esti-
mates, Washington provides nearly 80 percent of the RMI’s annual
budget."

As is true of citizens of the FSM and Palau, the Marshall Islands
have benefitted from visa-free entry to the United States. It is estimated
that about 1,000 Marshall Islanders emigrate to the United States each

6 Wyatt Olson, “Space Fence on Kwajalein Atoll Will Allow Air Force to Monitor Debris,
Threats,” Stars and Stripes, April 10, 2017.

7" The $1 billion figure is based on an interview with Norman Barth, Deputy Chief of Mis-
sion, United States Embassy, Republic of the Marshall Islands, August 4, 2015.

8 For options to renew the rental agreement out to 2086, see Gootnick, 2018.

9 Wyatt Olson, “U.S. to Install Radar Systems on Tiny Pacific Island Nation of Palau,”
Stars and Stripes, August 28, 2017.

10 U.S. Embassy in the Marshall Islands, “The Legacy of U.S. Nuclear Testing and Radia-
tion Exposure in the Marshall Islands,” webpage, September 15, 2012.

' Thomas Lum and Bruce Vaughn, The Pacific Islands: Policy Issues, Washington, D.C.:
Congressional Research Service, Report 7-5700, February 2017.
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year.'2 In 2016 alone, nearly 10,000 Marshall Islanders entered the
United States, although many presumably returned home.'? A special
U.S. Census Bureau survey in 2001 indicated that there were as many
as 6,000 Marshallese in Springdale, Arkansas, a number that may be
much larger today. The Marshallese migration to this industrial city is
said to have made it host to the largest population of Marshall Islanders
outside of RMI,* and the RMI has opened a consulate in the area.’s In
2017, remittance flows to the RMI totaled $28 million.!¢ All of these
interactions with the United States underscore the importance of the
related provisions of COFA to the RML

As an increasing number of Marshall Islanders leave for employ-
ment in the United States, the 2011 Census of the Marshall Islands
documented an increase in international migration to the Marshall
Islands. Between 2006 and 2011, 1,434 individuals entered as migrants,
with 80 percent residing in the capital of Majuro. An estimated 43 per-
cent were from the United States, while only 9.6 percent were from
China.”” Some of the increase in flows from the United States may be
attributable to children born in the United States to Marshall Islander
parents who have returned home.'®

12 Francis Hezel, Is That the Best You Can Do? A Tale of Two Micronesian Economies, Hono-
lulu, Hawaii: East-West Center, 2006, p. 31.

13 Us. Department of State, “U.S. Relations with Marshall Islands,” July 5, 2018.

14 Christopher Leonard, “In the Remote Marshall Islands, Residents Dream and Save for
Years for a New Life in Arkansas,” Arkansas Democrat Gazette, January 10, 2005.

15 Bret Schulte, “For Pacific Islanders, Hopes and Troubles in Arkansas,” New York Times,
July 4, 2012.

16 “Migration and Remittances Data,” World Bank, November 16, 2017; Francis X. Hezel,
Pacific Island Nations: How Viable Are Their Economies? Honolulu, Hawaii: East-West
Center, 2012.

17" Secretariat of the Pacific Community, Republic of the Marshall Islands 2011 Census Report,
Noumea, New Caledonia, 2012.

18 Secretariat of the Pacific Community, 2012, pp. 34-35.
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Palau

Palau has developed one of the most successful private-sector econo-
mies in the Pacific. With the smallest population of any FAS coun-
try (approximately 22,000), Palau’s pristine natural environment and
favorable location for East Asian visitors has been used to its advantage
in building a dynamic tourism industry. Today tourism accounts for
42.3 percent of Palau’s gross domestic product (GDP). By numerous
measures, it is among the most prosperous of the Pacific island nations,
with a gross national income per capita of approximately $13,000.%
Palau’s success as an international tourist destination has made it the
most highly globalized North Pacific nation. It was ranked 60 out of
186 countries on the 2017 Human Development Index, the highest
of any developing country in the Pacific.?’ In contrast, the FSM was
ranked 131, and the RMI was ranked 106. At the same time, however,
Palau’s tourism industry is vulnerable on two fronts: heavy reliance
on tourists coming from a single country, and dependence on foreign
labor in the private sector.

Palau has bilateral relations with more than 40 countries and
entities, including the United States, Japan, Israel, and the European
Union. Like the RMI, Palau also has diplomatic relations with Taiwan
that were formally established in 1999. The evolution of Palau’s foreign
policy began in the early 1990s. Prior to independence, in 1994, poli-
cymakers accepted invitations from China and Taiwan for informal
talks. Decisions regarding Palau’s bilateral relationships were consid-
ered, and the talks included extensive internal debate. In 1997, Palau’s
first president following full independence, Kuniwo Nakamura, was
invited to visit both countries. After a more than a year, the executive
branch made its decision, and Taiwan opened its embassy in the old
capital of Koror.?!

19 Francis X. Hezel, On Your Mark, Get Set... Tourism’s Tuake-Off in Micronesia, Honolulu,
Hawaii: East-West Center, 2017.

20 United Nations, 2017 Human Development Index, New York: United Nations, 2018.

21 Takashi Mita, “Changing Attitudes and the Two Chinas in the Republic of Palau,” in T.
Wesley Smith and Edward Porter (eds.), China in Oceania: Reshaping the Pacific? New York:
Berghahn Books, 2010, pp. 180-181.
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Since that time, Palau has taken a leading regional role in pro-
moting relations with Taiwan, such as hosting the Taiwan-Pacific
Allies Summit. During such occasions, Taiwan’s sovereignty has been
endorsed by the six Pacific governments in attendance, and the subse-
quent summit declaration has regularly underscored Taiwan’s achieve-
ments in political democratization and called for Taiwan’s participa-
tion in international organizations, such as the UN and the World
Health Organization.??

Palau receives substantial foreign aid, primarily from the United
States, Japan, Taiwan, and Australia. For fiscal years 2011 to 2024,
U.S. funding support will total $229 million, as well as an estimated
$36 million in U.S. federal programs and services. Total U.S. support,
including both direct economic assistance and projected discretionary
program assistance, may approach a total of $427 million by 2024.23

Palau’s large infrastructure projects since independence have been
varied, and include the road around Babeldaob, the largest island in
Palau. U.S. funding for that project was limited to appropriating funds
to complete 53 miles of road, with Taiwan agreeing to complete the
remainder. One of Japan’s most visible aid contributions to Palau is the
$25 million Japan Friendship bridge connecting Koror to Babeldaob,
which was completed in 2001. Another major endeavor is the Taiwan-
funded agricultural-technical mission, intended to advance Palau’s
domestic agricultural production and reduce food imports. Israel has
assisted Palau in a similar manner, with projects focusing on fish farm-
ing, as well as in the field of medicine.?

Palau has received considerable international attention for an envi-
ronmental conservation initiative known as the Micronesia Challenge.

22 “Solomon’s Sogavare Leads Delegation to Palau Summit,” Solomon Star, August 31,
2006; and Alexandre Dayant and Jonathan Pryke, “How Taiwan Competes with China in
the Pacific,” The Diplomat, August 9, 2018.

23 Lum and Vaughn, 2017, p. 10.

24 U.S. Government Accountability Office (GAO), “Compact of Free Association: Palau’s
Use of and Accountability for U.S. Assistance and Prospects for Economic Self-Sufficiency,”
Washington, D.C., June 2008; Wali Osman, Republic of Palau Economic Report, Honolulu,
Hawaii: East-West Center, 2003; Agnes M. Abrau, “Israel Sending Eye Specialists to Palau,”
Palau Horizon, November 20, 2003.
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This involves establishment of a special trust fund intended to conserve
30 percent of a competing nation’s marine environment and 20 percent
of its terrestrial resources by the year 2020. The FSM, Palau, the RMI,
Guam, and the Commonwealth of the Northern Mariana Islands have
all agreed to support the challenge with the Netherlands, Germany,
Italy, and Spain each making contributions.?s

Brief History of the Importance of the Freely Associated
States to the United States

Since the end of World War II, U.S. knowledge of the history of the
FAS and their strategic importance has unfortunately faded.26 The
islands were initially claimed by Spain; Germany was the next claim-
ant, after Spain lost several of its possessions to the United States in the
Spanish-American War of 1898. Japan then assumed administrative
control over the islands through a League of Nations Mandate. Over
the next two decades, Tokyo expanded its control over these small
islands through significant settlement and agricultural development.
After Japan withdrew from the League of Nations over disputes involv-
ing Manchuria, it made the islands “closed territories,” restricted access
to these islands, and fortified them.

The many islands and atolls provided airfields and deepwater
lagoon anchorages that contributed to sea and air control, making them
valuable for both power projection eastward, to Midway and Hawaii,
and southward to Indonesia and Australia. These fortified islands also
offered Tokyo some measure of protection against Allied forces, as

25 “Micronesian Challenge: A Shared Commitment to Conserve,” webpage, 2012; Cherrie
Anne E. Villahermosa, “CNMI Bill Would Fulfill Commitment to Micronesian Challenge,”
Pacific Islands Development Program, East-West Center, December 3, 2015..

26 This is true for other U.S.-affiliated territories throughout the greater Pacific Ocean area,
including Guam, the Commonwealth of the Northern Marianas, and American Samoa, as
well as other strategic military sites in World War II, such as Wake and Midway.
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demonstrated by the slow and bloody “island hopping” campaign the
United States conducted to reverse Japanese expansion in Asia.?’

After the war, the newly established UN placed what would even-
tually become the FAS countries and the Commonwealth of the North-
ern Mariana Islands under the Trust Territory of the Pacific Islands
(T'TPI).?8 In practice, the U.S. Navy protected the islands, operating
from Guam. By 1951, the U.S. Department of the Interior assumed
administrative control, and following decades of steady criticism of
U.S. management of its trustee responsibilities, the COFA emerged in
the 1980s.

Palau signed a 50-year COFA with the United States in 1982,
though it did not come into force until 1994, when Palau gained full
sovereignty.?” The COFA with Palau requires a review on the 15-year,
30-year, and 40-year anniversaries of its entering into force. In 2010,
the governments of the United States and Palau signed an extension
to the agreement as a result of the 15-year review—though the review
agreement was only officially authorized in 2017,3° and entered into

27 For more on the geostrategic importance of FAS from an historical context, see, for exam-
ple, Walter B. Harris, “The South Sea Islands Under Japanese Mandate,” Foreign Affairs,
July 1932; Pacific War Online Encyclopedia, “Mandates,” 2012; Jeter A. Iseley and Philip A.
Crowl, U.S. Marines and Amphibious Warfare, Princeton, N.]J.: Princeton University Press,
1951, pp. 25-26, 76.

28 The TTPI comprised what are now the Commonwealth of the Northern Mariana Islands,
RMI, FSM, and Palau. At the time, the Allies apparently thought that the TTPI arrange-
ment was best because it would avoid fueling the anger of defeated countries, potentially
leading to further warfare, as in Germany after World War I.

29 David Gootnick, Compacts of Free Association: Issues Associated with Implementation in
Palau, Micronesia, and the Marshall Islands, U.S. Government Accountability Office, Wash-
ington, D.C., April 5, 2016, pp. 3—6. The COFA with Palau expires in 2044. However, the
50-year duration should be viewed as a “minimum term.” See Ronald Reagan, “Message to
the Congress Transmitting Proposed Legislation to Approve the Compact of Free Associa-
tion with Palau,” message to the Congress of the United States, April 9, 1986.

30 David Gootnick, Compact of Free Association: Proposed U.S. Assistance to Palau Through
Fiscal Year 2024, U.S. Government Accountability Office, Washington, D.C., September
10, 2012, p. 2; U.S. Department of the Interior, “Secretary Zinke Praises President Trump
and Congress for Authorizing Palau Compact Agreement in FY 2018 NDAA,” press release,
December 13, 2017. In the absence of official authorization, the U.S. provided $79 million in
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force in September 2018.3' Compacts with the FSM and the RMI came
into force in 1986. Though their relationship of free association with
the United States was and remains indefinite, some COFA provisions
were slated to expire in 2001.3 Between 1999 and 2001, the U.S. nego-
tiated amended COFAs with RMI and FSM that entered into force in
2004 and provided the RMI and the FSM with an additional 20 years
of direct financial assistance.’ Elsewhere in the region, Guam became
an unincorporated territory of the United States in 1951. And a sepa-
rate Covenant between the Commonwealth of the Northern Mariana
Islands and the United States came into effect in 1975, making the
Commonwealth effectively a U.S. territory.3* These agreements ended

the TTPL

Terms of the Compacts of Free Association

The Compacts are unique international agreements governing the
bilateral relationships between the United States and the FAS. As noted
above, the Compacts confer some measure of autonomy to the FAS in
exchange for a U.S. defense commitment, significant economic assis-
tance, and other benefits. The Compacts are essentially equal to special
treaties created to maintain close and mutually beneficial ties.

The idea of “free association” was first established between New
Zealand and two neighboring South Pacific nations, the Cook Islands
(1965) and Niue (1974). Self-government in free association provided

economic assistance to Palau through annual appropriations from FY2011 through FY2016.
See Gootnick, 2016, p. 1.

31 ys. Department of State, “United States and Palau Sign Agreement to Amend Compact
Review Agreement,” September 19, 2018.

32 Gootnick, 2016.

33 See, for example, “Bush Signs $3.5 Billion Pacific Compact,” Pacific Islands Report,
December 18, 2003.

34 U.S. Code, Title 48, Section 1801, Approval of Covenant to Establish a Commonwealth
of the Northern Mariana Islands, March 24, 1976. Also see Commonwealth of the Northern
Mariana Islands Law Revision Commission, “Covenant,” undated.
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greater sovereignty and independence for the smaller nations, with-
out hindering visa-free movement for residency, employment, or edu-
cation.? With some modifications, this model has served as the basis
for the FAS in the North Pacific. Following their independence, the
ESM, the RMI, and Palau joined the UN and other international insti-
tutions with full membership rights and responsibilities. At the same
time, the Compacts in the North Pacific provided for continued U.S.
economic assistance and exclusive U.S. military access. Importantly, in
keeping with the principles of sovereignty and self-government, each
party retains the right to unilaterally withdraw from the free associa-
tion agreement.3

Under the Compacts, the U.S. Department of the Interior’s Office
of Insular Affairs (OIA) retains overall management responsibility for
U.S. financial assistance in the FAS, while the Department of State
handles government-to-government relations.?” At least 60 U.S. agen-
cies and components provide services to these island nations, includ-
ing for example the Federal Emergency Management Agency, the
United States Postal Service, the National Weather Service, the Federal
Aviation Administration, the Environmental Protection Agency, the
National Oceanic and Atmospheric Administration, Department of
Health and Human Services (including the Centers for Disease Con-
trol and Prevention), and others.

Key provisions within the Compacts fall into three categories:
government relations, economic relations, and security and defense
relations.

Government Relations

Each of the Compacts establish their respective countries as self-gov-
erning countries with the capacity to conduct their own foreign affairs,

35 While Cook Islanders and Niueans elected their own parliaments and national leaders,
they travel internationally with New Zealand passports. This has complicated their desire to
have UN representation.

36 Allen Stayman, U.S. Territorial Policy: Trends and Current Challenges, Honolulu, Hawaii:
East-West Center, 2009.

37 Gootnick, 2016, pp. 3-6.
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including the right to enter into treaties and other international agree-
ments with foreign governments, regional organizations, and interna-
tional organizations, so long as such activities do not violate their secu-
rity and defense obligations under the Compacts (more on this point
below). To that end, the FAS have exchanged diplomatic representa-
tives with other nations and hold membership in regional organiza-
tions such as the Pacific Islands Forum (PIF) and the Asian Develop-
ment Bank as well as international organizations such as the UN, the
International Monetary Fund, and the World Bank.?® The Compacts
also provide FAS citizens with certain immigration privileges, such as
the right to live, work, and study in the United States indefinitely, as
well as the right to enter the United States without a visa.?

Trade and Economic Assistance

The Compacts provide for the FAS to receive economic assistance from
the United States for the purpose of assisting efforts to promote self-
sufficiency and budgetary self-reliance. Economic assistance has pri-
marily taken the form of grants and contributions to Compact Trust
Funds, as well as discretionary spending by federal agencies, as seen
in Figure 2.1. For the FAS, economic assistance supports a variety of
sectors, but prioritizes healthcare and education.*? Direct grant-based
economic assistance to the RMI and the FSM is scheduled to cease
at the end of FY 2023 (Palau in FY 2024), whereupon disbursements
from Compact Trust Funds were intended to provide a source of U.S.
support, the impact of which will be highlighted later in this chapter.!

38 Stanley O. Roth, “U.S. and the Freely Associated States,” testimony before the House
Resources Committee and the House International Relations Committee, October 1, 1998.

3 See U.S. Department of Homeland Security, “Fact Sheet: Status of Citizens of the Repub-
lic of Palau,” October 26, 2018, and U.S. Department of Homeland Security, “Fact Sheet:
Status of Citizens of the Freely Associated States of the Federated States of Micronesia and
the Republic of the Marshall Islands,” November 3, 2015.

40 For example, see Title II, Article I, Section 211 in U.S. Department of State, Compact
of Free Association: Agreement between the United States of America and the Marshall Islands,
Amending the Agreement of June 25, 1983, Majuro, Marshall Islands, April 30, 2003b.

41 “Ebeye Special Needs” grants represent one notable exception to the COFA expiration

date. These grants will provide continued funding for DoD facilities at Kwajalein Atoll out
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Figure 2.1
U.S. Assistance to the Freely Associated States
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In fiscal years 1995 through 2009, the U.S. provided $574 mil-
lion in COFA-related assistance to Palau.®> A September 2010 agree-
ment between the governments of the United States and Palau extended
direct U.S. assistance beyond the initial 15-year period, with $216 mil-
lion to be allocated annually, in decreasing amounts, from fiscal years
2011 through 2024.4 Under the terms of the 2010 COFA, the Com-
pact Trust Fund is intended to provide a distribution of $15 million
annually to Palau from 2010 to 2044.4 From fiscal year 2024 onwards,
annual grant assistance is scheduled to be terminated—domestic rev-
enue and proceeds from a compact trust fund established under the
Compact are slated to take their place in financing Palau’s expenditures.
As provided for in an amendment to the 2010 agreement, a deposit
of approximately $65 million was made to the Compact Trust by the
United States in September 2018.4

Under the 1986 Compacts with the FSM and the RMI, the
United States provided an estimated $2.1 billion in FYs 1987 through
2003.46 Amended COFAs approved in 2003 resulted in a continua-
tion of direct grant-based financial assistance until fiscal year 2023.
Between FY 2003 and FY 2024, the United States expects to provide a
total of $3.6 billion in economic assistance to the FSM and the RMI.47
The grant assistance focuses on education, healthcare, public infra-
structure, the environment, public sector capacity building, and the

to 2066 or 2086, as long as DoD facilities remain at this location.
42 All figures are in nominal terms and not adjusted for inflation.
43 Gootnick, 2012.

44 Gootnick, 2012, p. 1

S U.s. Department of the Interior, “Secretary Zinke Praises U.S. Congress and President
Trump for Funding Palau Compact Agreement in the 2018 Omnibus Funding Bill, Provides
$123 Million Through 2024,” press release, March 26, 2018.

46 GAO, “Micronesia and the Marshall Islands Continue to Face Challenges Measuring
Progress and Ensuring Accountability,” Report to the Committee on Energy and Natural
Resources, U.S. Senate, September 2013, p. 6.

47 GAO, “Actions Needed to Prepare for the Transition of Micronesia and the Marshall
Islands to Trust Fund Income,” Report to the Chairman, Committee on Energy and Natural
Resources, U.S. Senate, May 2018.
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private sector, prioritizing education and healthcare. The negotiated
terms of the amended FSM and RMI Compacts stipulate that annual
grant assistance decreases each year leading up to FY 2023, with the
difference of the decrease contributed to the Compact Trust Funds, as
established under the 2003 amendment.* After FY 2023, annual grant
assistance will be terminated (except for Palau), and proceeds from the
Compact Trust Funds will be utilized for the same six sectors as grants.

The termination of Compactrelated grant assistance and the
shift to Compact Trust Fund disbursements from FY 2024 onwards is
a matter of controversy. Multiple analyses indicate that Compact Trust
Fund disbursements will not make up for the budget shortfall expected
when grant-based assistance terminates. This is especially the case with
the FSM and the RMI. A 2007 study by GAO “found that after fiscal
year 2023 the [trust] funds are unlikely to provide maximum annual
disbursements, may provide no disbursements at all in some years, and
are unlikely to sustain the funds’ fiscal year 2023 value.™ GAO once
again reached these conclusions in a follow-up study released in 2018,
which found that “the trust funds are increasingly likely to provide no
annual disbursements in some years and to not sustain their value.”
Palau faces a similar predicament. According to the International
Monetary Fund (IMF), Palau will need to increase domestic revenue
and reduce spending in order to ensure long-term fiscal sustainability
after grants expire in 2024.5' Unless the FAS find alternative sources
of financial assistance or take drastic fiscal measures, the expiration
of direct grant-based assistance in 2024 will risk undermining their
economies.

48 GAO, 2018.
49 GAO, 2013, p. 23.

0 GAO, 2018. The GAO study further noted that “Potential strategies such as reduced trust
fund disbursements or additional contributions from the countries or other sources could
help address these risks. Changing the trust fund disbursement policies could also address
these risks but may require revising the trust fund agreements with each country.”

5! International Monetary Fund, “Republic of Palau, Selected Issues,” IMF Country Report
No. 14/111, May 6, 2014.
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Security and Defense Relations
The Compacts allow the United States and the FAS to maintain a
robust and mutually beneficial security and defense relationship. The
Compacts include provisions for indefinite U.S. authority for defense
and security matters, denial of access by potential foreign adversar-
ies to the area, U.S. defense sites and operating rights, and service in
the U.S. armed forces for FAS citizens. Taken together, the security
and defense provisions of the Compacts form an essential foundation
for U.S. national security interests in the region. According to the
relevant provisions of each country’s COFA, the United States holds
full authority and responsibility for security and defense matters in
or related to the FAS and may conduct within the FAS any activities
and operations necessary to exercise its authority and responsibility.>?
The Compacts entitle the United States to sole and unfettered military
access to the lands, waterways, and airspace of the FAS. They pro-
vide the United States with the option of establishing and using mili-
tary areas and facilities in the FAS.5> However, the United States may
not declare war on behalf of the individual FAS, is not allowed to use
nuclear, chemical, or biological weapons in their territory, and is not
allowed to store such weapons “except in times of national emergency,
state of war, or when necessary to defend against an actual or impend-
ing attack on the U.S., the Marshall Islands, or the Federated States of
Micronesia.” These guidelines provide important constraints on U.S.
military activities.

One prominent example is the U.S. Army Garrison at the RMI’s
Kwajalein Atoll (USAKA).>* Under the Military Use and Operating

52 See Title II1, Article I, Section 311 in U.S. Department of State, Compact of Free Associa-
tion: Agreement between the United States of America and the Marshall Islands, Amending the
Agreement of June 25, 1983, Majuro, Marshall Islands, April 30, 2003a.

53 See Title I11, Article IT in U.S. Department of State, 2003a.

54 During the Cold War, the RMI was the site of early U.S. nuclear weapons testing.
Washington tested nuclear weapons there from 1946 to 1972, prior to the Marshall Islands
becoming an independent country in 1986. Operation Crossroads at Bikini Atoll in 1946
included two tests of plutonium weapons, one underwater and the other at a low altitude.
The underwater test produced unexpected levels of contamination and unanticipated effects
on public health. Crossroads and subsequent tests rendered Bikini Atoll uninhabitable, and
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Rights Agreement (MUORA), a subsidiary government-to-govern-
ment agreement of the amended COFA, the RMI permits continued
use of the missile test range until 2066, with an option to extend until
2086.5 The garrison hosts the Reagan Test Site, the Air Force’s Space
Fence, the Air Force’s Global Positioning System, and Missile Defense
Agency tenant organizations, among others. The MUORA permits
the garrison to maintain facilities on 11 islands in the atoll and to
control entry and movement of personnel into a mid-atoll safety corri-
dor during missile testing. USAKA is the only sustained U.S. military
presence in the FAS.

While the Compacts stipulate that the FAS are free to conduct
their own foreign affairs, they must refrain from actions deemed by the
United States as incompatible with its authority and responsibility for
security and defense matters.>¢ Significantly, the Compacts forbid the
FAS from allowing foreign militaries to enter the islands without U.S.
permission.” As a consequence of these security and defense provisions,
the Compacts deny an enormous and strategically important section of
the Western Pacific to potential U.S. adversaries, while enabling U.S.
presence and power projection in the region.

Finally, the Compacts establish the eligibility of FAS citizens to
serve in the U.S. armed forces. Citizens of the FAS actively participate
in U.S. coalition missions and U.S.-led combat operations. According
to the U.S. Department of State, FAS citizens serve in the U.S. military
at higher per-capita rates than all of the individual states.’® In return
for such generous rights in the FAS, Washington, by law, is responsible
for defending from attack the three countries of the FAS and their
people. In essence, the Compacts provide the FAS with security assur-
ances similar to an alliance with the United States.

had measurable deleterious effects on life expectancy in the Marshall Islands; citizens of the
RM]I, even today, live with the legacy of these Cold War experiments. Thus, a major subsid-
iary agreement to the RMI COFA provides for settlement of all claims arising from the U.S.
nuclear tests at Bikini and Eniwetok Atolls.

5 U.S. Department of State, 2003b.

56 See Title I11, Article I, Section 313 in U.S. Department of State, 2003a.
57 See Title I11, Article I, Section 315 in U.S. Department of State, 2003a.

58 Daniel Russel, “The Freely Associated States,” State Magazine, April 2016.






CHAPTER THREE

China’s Interests and Influence in Oceania and
the Freely Associated States

This chapter considers the FAS within the wider context of Beijing’s
overall approach to the Pacific island states. It also provides a snapshot
of some key issues in China’s diplomatic and economic activities with

each of the FAS.

China’s Interests in the Broader Pacific

Pacific island nations have witnessed China’s rise, and Beijing has
made significant strides in the region as a major trade, aid, investment,
and diplomatic partner. While six Pacific island nations continue to
recognize Taiwan, Chinese companies are nevertheless increasingly
active in these countries, across a broad range of commercial ventures.!
For example, China is the Solomon Islands’ largest trading partner,
even though the government of the Solomon Islands has long main-
tained formal diplomatic links with Taiwan.? Tourism from China has
increased sharply across Oceania, with Palau and the U.S.-administered
Commonwealth of the Northern Marianas being among the most pop-
ular destinations in the northwest Pacific. High-profile infrastructure

1 The FSM, Papua New Guinea, Vanuatu, Fiji, Tonga, and Samoa recognize China, while

RM]I, Palau, Nauru, Tuvalu, the Solomon Islands, and Kiribati recognize Taiwan. The Cook
Islands and Niue are represented through New Zealand, and therefore recognize China.

2 Alexander Simoes, “The Observatory of Economic Complexity,” Massachusetts Institute
of Technology, 2017.
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projects built by Chinese interests, including roads, stadiums, hospi-
tals, and residences for government officials, are found in the countries
that maintain official bilateral relations with China. In the subregion
of Oceania known as Melanesia, Chinese-owned firms are engaged in
resource extraction, such as logging and land-based mining.> Chinese
commercial ventures have also shown an interest in the emerging field
of deep-seabed mining.4

China’s desire to erode Taiwan’s influence in the international
space is a key driver of its activities in the Pacific. After Latin America
and the Caribbean, Oceania holds the largest grouping of countries
recognizing Taiwan, accounting for more than a third of Taiwan’s
remaining diplomatic allies. These states include Kiribati, Nauru, the
Solomon Islands, Tuvalu, Palau, and the RMI. Within the Pacific
itself, China appears to view Taiwan’s diplomatic allies not only within
the context of its longstanding competition with Taiwan, but also as
an impediment to Chinese efforts to develop ties and exert influence
more generally.

Recent reports about Chinese interest in establishing a military
presence in Oceania, combined with Chinese military activities in
Southeast Asia, have given rise to concerns among other governments
in the region that Beijing’s plans may include activities that go beyond
robust diplomatic representation and “soft power” public diplomacy.
Concerns about potential Chinese efforts to establish a military base
in Fiji reportedly contributed to the Australian government agreeing
to build a regional hub for police and peacekeeping training there.’
Canberra has similarly been concerned by media reports on Beijing’s

3 Melanesia is one of three subregions of Oceania. The others are Micronesia and Polyne-
sia. Melanesia includes the Solomon Islands, Fiji, Vanuatu, Papua New Guinea, and New

Caledonia.

4 Smith and Porter, eds., China in Oceania: Reshaping the Pacific? New York: Berghahn
Books, 2010.

5> Christopher Mudaliar, “Australia Outbids China to Fund Fiji Military Base,” The Inter-
preter, October 4, 2018.



China’s Interests and Influence in Oceania and the FAS 25

interest in establishing a military base on Vanuatu.® While the provi-
sions of the Compacts in the North Pacific preclude a Chinese military
presence without the concurrence of the United States, neighboring
countries in proximity to the FAS do not face similar requirements.

Chinese Economic Assistance Throughout Oceania

China’s activities in the Pacific region are driven, in part, by its eco-
nomic interests. For Beijing, Oceania represents an additional market
for Chinese-produced goods.” Beijing’s economic engagement with the
Pacific is spurred by demand for natural resources to fuel its economic
growth. According to Xu Xiujun of the Chinese Academy of Social Sci-
ences (CASS), the Pacific holds an abundance of flora, fauna, and min-
eral resources that could contribute to China’s economic development.®
In addition, most Pacific countries are economically underdeveloped,
with unmet needs in education, health, and infrastructure that provide
strong incentives for Chinese companies to invest in the region.
Although neither China nor Taiwan participate in the Austra-
lian-led “Cairns Compact” initiative for official development assistance
(ODA) coordination, evaluation, and transparency in the Pacific, there
is little doubt among Pacific island aid specialists that Taiwan’s overall
aid program in Oceania as a whole pales in comparison to Chinese aid.
The Lowy Institute, an Australian think tank, estimates that over the
last seven years, China has spent nearly five times as much as Taiwan
in the region. The most-comprehensive estimates suggest China has
spent $1.26 billion, while Taiwan has expended $224 million.” More-

6 David Wroe, “China Eyes Vanuatu Military Base in Plan with Global Ramifications,”
Sydney Morning Herald, April 9, 2018.

7 XuXiujun [#%75%], “The Diplomatic Strategy of China to Develop the Relations with
the South Pacific Region [H1E & EFGACTAHIX & RINAMCERIE],” Pacific Journal [T
FEAEAR], Vol. 22, No. 11, November 2014, p. 22.

8 Xu, 2014, p. 22.

9 Lowy Institute information cited in Michael Nguyen and Jonathan Pryke, “Exploring
Taiwan’s Aid to the Pacific,” Lowy Institute, September 25, 2018.
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over, on average, China’s ODA projects are reported to be some nine
times larger than Taiwanese projects. Yet, from another perspective,
Lowy’s analysis has also found that because the countries that recog-
nize Taiwan generally have much smaller populations (with the Solo-
mon Islands being the exception), when viewed on a per capita basis,
Taipei spends $237 to Beijing’s $108.1° Among the Pacific countries
with smaller populations, such figures may play a role in the calcula-
tions of policy makers.

China has shown little serious interest in cooperation with tra-
ditional Pacific development partners. For example, an effort by New
Zealand’s aid agency to include China in a tripartite water project in
the Cook Islands has encountered challenges and setbacks.!" Perhaps
the most explicit articulation of China’s approach to ODA in the Pacific
was made at the 2012 PIF meeting held in the Cook Islands, conveyed
by then—Vice Foreign Minister Cui Tiankai of China. Comparing Bei-
jing’s position with the broadly embraced Cairns Compact, Cui stated
that China’s bilateral assistance is qualitatively different. Beijing views
its increasing level of engagement as “South-South” aid, or aid from
a developing country to another developing country. As such, China
likely has no intention of joining with other development partners,
and will continue to chart its own independent course with Pacific
island nations.'> The principles of “South-South” cooperation—equal-
ity, mutual benefit, common development and non-conditionality—
have long been articulated by China as the basis for the ODA globally.

The topic of ODA debt has also become a topic of concern with
regard to China. Pacific countries, including Tonga, Vanuatu, and
Papua New Guinea, are said to have taken out significant “soft loans”
from China for infrastructure. Reuters” analysis of the financial books

10 Lowy Institute, 2018.

11 Jackie Frizelle, “The Tripartite Cook Islands/China New Zealand Water Project in the
Cook Islands—A New Zealand Perspective,” New Zealand Ministry of Foreign Affairs &
Trade: Aid Programme, undated; and Dateline Pacific, “Cook Islands Drives World-First
NZ-China Aid Project,” Radio New Zealand, October 7, 2013.

12 Finin, Gerard A., Power Diplomacy at the 2011 Pacific Islands Forum, Washington, D.C.:
East-West Center, 2011.
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of 11 South Pacific island nations shows that over the past decade,
China’s lending has gone from almost zero to over $1.3 billion.!3 Tonga
may be particularly vulnerable, having borrowed heavily in the early
2000s and then having convinced China in 2013 to suspend principal
repayments for five years. Although it has asked China for debt forgive-
ness, Tonga still plans to repay $5.7 million of the $115 million owed
to China, a significant portion of its recurrent budget.' The Center for
Global Development, in a study of lending from China’s BRI, found
that eight recipient countries outside of the Pacific are at risk of debt
distress, including the Indian Ocean island nation of Maldives."” The
study found that possible leverage associated with such debt, as well as
the burdens of debt service payments, has the potential to limit Pacific
governments’ future expenditures on basic needs.

Courting Taiwan’s Remaining Diplomatic Allies

China’s desire to erode Taiwan’s international space is a key driver
of its activity in the Pacific. Multiple Chinese analysts note the con-
centration of countries recognizing the legitimacy of the Taiwan in
the region. According to Xu Xiujun, the Pacific is a “key area for the
Taiwan authorities to expand their ‘diplomatic space’,” given China’s
past absence from the region.'¢

During the Ma Ying-jeou administration in Taiwan, an unoffi-
cial diplomatic truce existed that saw neither China nor Taiwan poach
the other’s diplomatic allies. Since Tsai Ing-wen of the traditionally
independence-leaning Democratic Progressive Party (DPP) won the

13 Chatlotte Greenfield and Jonathan Barrett, “Payment Due: Pacific Islands in the Red as
Debts to China Mount,” Reuters, July 30, 2018.

14 Greenfield and Barrett, 2018. For Tonga’s request to China for debt relief, see Stephen
Dziedzic, “Tonga Called on Pacific Islands to Band Together Against China—Then Had a
Sudden Change of Heart,” Australian Broadcasting Corporation, August 19, 2018.

15 See John Hutley, Scott Morris, and Gailyn Portelance, Examining the Debt Implications
of the Belt and Road Initiative from a Policy Perspective, Washington, D.C.: Center for Global
Development, March 2018.

16 Xy, 2014, p. 19.
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2016 election, however, the truce has collapsed. In the last two years
alone, Taiwan has lost its diplomatic recognition from, Sao Tomé and
Principe (2016), Panama (2017), Burkina Faso (2018), the Dominican
Republic (2018), and El Salvador (2018). Within the FAS, both Palau
and the RMI recognize Taiwan, and thus are targets of Chinese pres-
sure to switch their recognition. According to Zhang Ying of the Bei-
jing Foreign Studies University, with the rise of the DPP in Taiwan,
“China . . . must increase its diplomatic offensive and influence . .
. to counter Taiwan independence forces.”” From Xu Xiujun’s point
of view, using economics and trade will “enhance [China’s] influence
and narrow the international living space of “Taiwan independence’
forces.”® Xing Ruili of Nanjing University’s School of International
Relations specifically cites the linkage of the BRI with the Pacific as a
means of reducing Taiwan’s international space.”

Chinese president Xi Jinping’s visit to Port Moresby, Papua New
Guinea, for the Asia Pacific Economic Cooperation (APEC) summit
in November 2018 offered a key opportunity for China to empha-
size how its potentially transformational projects, such as the BRI, will
benefit its diplomatic allies. Xi, for instance, proposed $4 billion in
road construction for APEC host Papua New Guinea.2

In advancing its “One China” policy, China has gone well beyond
dollar diplomacy. China has worked equally hard to cultivate Pacific
island leaders through public displays of respect that appear to be
designed to expand its diplomatic influence. The extensive protocol
and high-level access to Chinese leaders during FAS leaders’ official
visits to Beijing is widely noted across the region, and consistent with

17 Zhang Ying [3KF], “China’s Strategic Choice in the South Pacific: Perspectives, Moti-
vations and Paths [FPEZERG AR X RIS E B AL BhIK 5 #848), Contemporary
World and Socialism, No. 6, 2016, p. 133.

18 Xu, 2014, p. 21.

9 Xing Ruili Biisizalin “Progress, Challenges, and Responses of the ‘Belt and Road Initia-
tive’ in the South Pacific” [ “—F —#” AEINAE B AT EERL X {330 g L Btk SN %), Jour-
nal of Boundary and Ocean Studies [(A5+ 5 HFERTL], No. 3, 2018, p. 95.

20 John Lee, “China Hoped for a Soft Power Win at APEC, Instead Xi Jinping Left Dissatis-
fied,” CNN, November 19, 2018.
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the practices often reserved for larger nation states. This level of atten-
tion and protocol far exceeds the efforts of the United States and other
countries along these lines.

Role of the Pacific in Chinese Defense Strategy

In comparison with other areas of geostrategic importance, such as the
South China Sea, publicly available Chinese analysis focusing specifi-
cally on the FAS is lacking—reflective of the traditional neglect of this
part of the Pacific as a whole in Chinese strategic thinking. According
to Chen Xulong, director of the Department of International and Stra-
tegic Studies at the China Institute of International Studies (CIIS), the
region was largely “inconsequential to Chinese geostrategy and secu-
rity in the last century.”

Nevertheless, Chinese analysts increasingly view the Pacific
region as closely tied to China’s national security interests. Chen opines
that the region’s importance has transformed from irrelevance over the
last century to “a new historical height, creating considerable prospects
for . . . cooperation.”??> The region’s strategic location astride major
maritime passageways, abundance in certain natural resources, and
political power as a voting bloc in international organizations lend it
growing value in Chinese foreign policy, particularly as China’s over-
seas interests and influence expand. That statements from the highest
levels of the Chinese foreign policy apparatus characterize the Pacific
as a natural fit for extending the maritime components of Beijing’s BRI
suggest the high importance accorded to the region.??

21 Chen Xulong [FZif%], “The Importance and Function of the Pacific Island Countries
to China’s National Security [ AT 5 [E ] ] 58 22 42 1) 8 220 K AEFH],” China Insti-
tute of International Studies, February 6, 2015; CIIS is a think tank directly administered
by China’s Ministry of Foreign Affairs.

22 Chen, 2015.

23 See, for example, “Xi Jinping Holds Talks with New Zealand Prime Minister John Key,”
Xinhua, November 20, 2014; and Yang Jiechi ¥k %], “Deepen Mutual Trust, Strengthen
Docking, and Build a 21st Century Maritime Silk Road [IRCHAE Ans@xf %, JLat21ti
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Along with Northeast Asia, Southeast Asia, South Asia, Central
Asia, and West Asia, Chinese analysts perceive the Pacific as one of the
so-called “six major sectors” relevant to China’s peripheral diploma-
cy.2* According to Qi Huaigao and Shi Yuanhua of Fudan University’s
Institute of International Studies, the Pacific is a strategic extension of
Southeastern China.?> Xu Xiujun, a senior fellow at CASS, concurs,
noting that security developments in the region directly affect China’s
own external security environment.2¢ Therefore, Chinese activities in
the Pacific are, in part, driven by the need to achieve a stable periphery
that is beneficial to China’s national interests.

Chinese analysts identify two types of security threats that are
prominent in the region. The first entails nontraditional threats such
as political instability, piracy, terrorism, transnational crime, and natu-
ral disasters, among others. As the world’s second-largest economy and
largest trading nation, nontraditional security threats could exert an
adverse impact on China’s economic development. The second type
of threat entails the threat of geostrategic encirclement by the United
States and its allies.

Some Chinese observers have highlighted what they see as the
geostrategic value of the region. As part of the Second Island Chain,
some Chinese scholars view the islands of the Pacific as forming a nat-
ural barrier to China’s maritime expansion into the open ocean. Fudan
University scholar Qi Huaigao outlines how one school of contem-
porary Chinese foreign policy thinking views the development of ties
in the Pacific as necessary to achieve “maritime breakthroughs” past
encircling external powers.?”” Zhang Ying, of the Beijing Foreign Stud-

2 22902 #%),” speech delivered at the Boao Forum for Asia, Bo’ao, China, March 29,
2015.

24 For an early outline of the “six major sectors,” see Qi Huaigao [#[/##i] and Shi Yuanhua
[£1iifk], “China’s Peripheral Security and Greater Peripheral Diplomatic Strategy [H[E /&
1022 4 5 KIHAANEEIE),” CNKI Journal, No. 6, 2013.

%5 Qi and Shi, 2013, p. 44.
26 Xu, 2014, p. 21.

27 Qi Huaigao [fFM ], “Thoughts on the Top Design of Periphery Diplomacy [T
SN TZ T IS5, Journal of International Relations [EFRIE & WFFL], Forum of
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ies University, writes that the “South Pacific region [likely not includ-
ing the FAS, but still instructive of Chinese regional views] . . . hinders
China’s expansion into the deep sea,” an opinion shared by Xu Xiu-
jun.?8 Xu adds that U.S. military presence in the region will very likely
play a key role in U.S. efforts to contain China.

While recognizing the region’s potential as a bulwark against
China’s rise, some Chinese analysts are adamantly against matching
demonstrations of hard power by the United States in the Pacific. Qi
Huaigao and Shi Yuanhua argue for a “diplomatic” approach that
would “reduce U.S., Japanese, European, and [other] interference in
[its] South Pacific policy.” Echoing Norwegian China watcher Marc
Lanteigne, Yu Changshen, of Sun Yat-sen University’s National Centre
for Oceania Studies, characterizes the U.S.—China regional competi-
tion as one of soft balancing, with China likely to focus on cooperative
initiatives as opposed to matching U.S. hard power in the region.?
Xu Xiujun of CASS believes that “national security cannot solely be
guaranteed by military power,” and China’s participation in various
regional cooperation mechanisms such as the PIF could “weaken U.S.
efforts to strategically surround China in the South Pacific.”>' Ma Feng
of the People’s Liberation Army’s (PLA’) National Defense University
takes a similar position, while adding that increased engagement in the
South Pacific could relieve strategic pressure in the South China Sea.??

World Economics and Politics [tH5+£85F 5EA], No. 4, 2014, p. 15.

28 Zhang, 2016, p. 132; Xu, 2014, p. 21; for an overview of Chinese strategic thinking
on island chains, see Andrew S. Erickson and Joel Wuthnow, “Barriers, Springboards and
Benchmarks: China Conceptualizes the Pacific Island Chains,” China Quarterly, No. 225,
March 2016.

29 Qi and Shi, 2013, p. 45.

30 vy Chang Sen, “The Pacific Islands in Chinese Geo-strategic Thinking,” paper presented
to the conference on China and the Pacific: The View from Oceania, National University
of Samoa, February 25-27, 2015; also see Marc Lanteigne, “Water Dragon? China, Power
Shifts and Soft Balancing in the South Pacific,” Political Science, Vol. 64, No. 1, 2012.

31 Xu, 2014, p. 21.

32 Ma Feng, “Ma Feng: The South Pacific and the 21st Century Maritime Silk Road [£%%:
PR RE S 21t 20 F 22982 #8),” Chinese Social Sciences Net, May 23. 2017.
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At least one Chinese observer alludes to the possibility of a long-
term military presence in the region. Liang Jiarui, of the Pacific Islands
Research Center at Liaocheng University, argues for the establishment
of so-called “strategic fulcrum ports” in the Pacific to secure maritime
access in the region.?3 These ports can provide the PLA Navy (PLAN)
with supply points that would be conducive to reducing the gap in hard
power between China and the U.S. in the region.?* Beijing has also
focused on gaining traction through expanding its influence, primarily
through diplomatic and economic engagement.

China’s Relationship with the Federated States of
Micronesia

The FSM established formal diplomatic relations with China in 1989.
Since that time, the relationship has grown, including the 2014 cre-
ation of the commission on economic trade cooperation.* China’s eco-
nomic relationship with the FSM includes substantial trade and aid
components. Prior to APEC in 2018, the FSM signed a BRI memoran-
dum of understanding with China, making it the last Pacific country
with diplomatic relations to do so. To be sure, the United States and
its allies and partners account for considerably more of the FSM’s trade
than China does. According to the U.S.-China Economic and Secu-
rity Review Commission report on China’s engagement in the Pacific
Islands, the FSM’s number one trade partner in 2017 was South Korea,
with total trade amounting to about $52 million. The United States
was second, with about $46 million in total trade. China was third,
with about $38 million, followed by Japan at $34 million and Taiwan

33 Liang Jiarui [42H%i], “The Establishment of Strategic Fulcrum Ports and the Security of
Strategic Passageways in the South Pacific Region (AT X L il e 3 22 4 5

W& SZ A IRIER), Journal of Strategy and Decision-making [FEHEH AT F], No. 2, 2017.
34 Liang, 2017, p. 67.

35 Bill Jaynes, “Visit to China by Vice President Yosiwo P. George.” Kaselehlie Press, October
18, 2018.
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at $31 million.?¢ This might change, however, with the FSM signing
up to the BRI

Beijing has also accorded a state visit to FSM President Peter
Christian—an honor that has had lasting positive effect on the FSM’s
perception of China. The well-planned trip included a welcome cer-
emony at the Great Hall of the People in Beijing with a full military
review. A photograph showing both presidents being warmly greeted
by flag-waving school children as they walked down a red carpet was
widely broadcast on social media.?” Chinese president Xi personally
invested a significant amount of time in one-on-one discussions related
to economic development.3® On the subject of tourism, for instance, it
was noted that China has endorsed the FSM as an officially sanctioned
tourist destination, and was willing to support a range of infrastruc-
ture projects related to growing the FSM’s fledgling tourism industry.
The visit included the announcement of block grants for the four states
of the FSM, as well as the gifting of a new inter-island aircraft, which
provided media headlines that bolstered China’s standing within the
ESM.»

The appearance of respect and dignity conveyed through such
high-profile visits underscores China’s strategic interests in the region.
There is a clear understanding by political leadership in the Pacific
Islands of Beijing’s desire to have strong bilateral relationships in
the region that will increase its influence. At the same time, official
visits—like that of FSM’s president to China—provide a basis for com-
parison with Washington’s lack of high-level attention to the FAS and
the Pacific region more generally. Underscoring the point, President

36 Meick et al., 2018.

37 Embassy of the Federated States of Micronesia, Public Information Office, “Official Visit
to China by President Peter M. Christian,” April 4, 2017.

38 A more recent example is Samoan Prime Minister Tuilaepa Sailele Maliclegaoi’s Sep-
tember 2018 participation in the Davos Forum in Northern China. While in Beijing, he
held talks with President Xi Jinping, who promised to work with Samoa on climate change
issues and deepen ties between the two countries. See, for example, “China Says It Will Help
Samoa with Climate Change,” Radio New Zealand, September 20, 2018.

39 See Embassy of the Federated States of Micronesia, 2017.
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Christian said: “Yeah, China was impressive. If that’s the way they
welcome other countries[,] [w]e were flattered. I was flattered that for a
small country they would exhibit such formality.” President Donald
Trump’s historic decision to host all three FAS leaders at the White
House on May 21, 2019, however, demonstrates refocused U.S. atten-
tion on this critically important region.

According to interviews, China has a three-pronged approach:
diplomatic, military, and private sector (investments). Beijing actively
engages with the FSM through investments (especially fisheries). Over
the last three decades, China has undertaken a range of projects in
the FSM. Chinese embassy—issued discretionary grants frequently pro-
vide much-needed civilian equipment to perform a range of tasks. The
embassy also occasionally funds larger infrastructure projects, and in
many cases, those projects are implemented by Chinese companies with
Chinese labor. These have ranged from building official residences for
government officials at the national and state levels, to constructing
ships for inter-island transport. Block grants for purposes specified by
state governments have also been an element of Chinese engagement.
Educational institutions have benefited from high-profile projects,
such as the popular “FSM—China Friendship Sports Center” gymna-
sium built at the College of Micronesia in Pohnpei, initially structured
as a $3.8 million interest-free loan that was subsequently announced
as a grant.! Other such small grants and gifts as solar street lights for
state capitals and library book donations covering a wide range of sub-
jects on China are frequently noted in media accounts.®? Direct aid
to local FSM governments is valued, because with it comes perceived
status and prestige for local officials, some of whom over time will be
elected to national offices. In 2016, for instance, the Chinese embassy
donated $277,844 for the construction of a new gymnasium complex

40 Bill Jaynes, “FSM President Talks About His State Visit to China,” Kaselehlie Press, April
20, 2017.

41 Jaynes, 2017.

42 See, for example, “China Donates Solar Lights to Pohnpei Municipalities,” Kaselehlie
Press, October 23, 2017.
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in Madolenihmw.%> Meanwhile, a new sign touts the “Kolonia-China
Friendship Center” in Kolonia. In Pohnpei State, China has launched
a pilot farm in Pohnlangas, as well as greenhouse construction, biogas
projects, and a mushroom demonstration farm.*

Chinese investors have recently been pushing for a 200-room
casino in Pohnpei. The governor backs the plan, and the legislature is
now considering it. The most ambitious Chinese investment proposal
in the FSM, to date, has been the plan to build a 10,000-room holiday
resort and casino complex in the state of Yap, and establish direct air-
line connections to facilitate ease of travel for vacationers.*> Announce-
ment of the endeavor in 2011 surprised Yap’s citizenry, and gave rise to
considerable debate regarding the wisdom of building such a massive
resort in a location with a population of 11,000, residing on a relatively
small island.4¢ The linkages between FSM and China appear to have
expanded in 2015, when Yap’s governor and a 12-member delegation
made an Embassy-arranged ten-day trip to China. A subsequent visit
to Yap was made the same year by representatives from the Guangdong
Friendship Association and Zhongshan City.¥

With the neighboring Republic of Palau having attracted nearly
90,000 Chinese tourists in 2016, Yap’s potential for increased tourism
presented an attractive business opportunity. However, even after the

43 “China Donates Over a Quarter of a Million Dollars for New Madolenihmw Gym,” Kas-
elehlie Press, November 4, 2016.

44 “Pohnpei Governor Gives State of the State Address,” Kaselehlie Press, March 14, 2018.

4 University of Guam Professor Donald Rubinstein at a public seminar on May 8, 2014. He
indicated that Chengdu Century City New International Exhibition and Convention Center
Company Ltd., better known as ETG, proposed the Paradise concept plan. The plan con-
sists of construction of an oceanfront resort complex including artificial offshore islands and
bungalows built over the lagoon, golf courses, expanded airport and seaport facilities, “an
immense water reservoir system” and native towns where displaced Yapese will be relocated.
See Lexi Villegas Zotomayor, “Mega-Casino Resort Project Reportedly ‘Still on the Table’ in
Yap,” Pacific Islands Report, June 5, 2014.

46 “Chinese Investors Plan Major Hotel In Yap,” Pacific Islands Report, October 5, 2011; and
“Large-Scale Yap Tourism Development Halted in ESM,” Pacific Islands Report, September
6, 2012.

47 See, for example, Concerned Yap Citizens, “Timeline: Governor Ganngiyan and His Del-
egation Return Home Safely From Week-Long China Visit,” website, November 13, 2015.



36 America’s Pacific Island Allies

initial building plans were scaled back, the image of hordes of tourists
adversely changing Yap’s highly valued traditional culture, as well as
the potential environmental impacts, resulted in the temporary shelv-
ing of the project. Nonetheless, despite the shelving, a Chinese group
called Chengdu Exhibition and Travel Group has leased approximately
25 percent of Yap land, using 99-year leases, renewable automatically
for a second term. Some of this land could impede U.S. security and
defense responsibilities.*® To the extent that most FSM citizens do
not distinguish between official Chinese government assistance and
private-sector initiatives, the controversial proposal seemingly under-
mined diplomatic efforts by China to show itself as a responsible and
culturally sensitive development partner. In 2014, another lower-profile
point of friction between Yap and a Chinese firm arose, centered on
the illegal harvesting of sea cucumbers (beche de mer). It was also found
that the Chinese company had failed to renew its business license
during the previous year.*’

The FSM’s engagement with China is also reflected in enhanced
diplomatic activities. In August 2017, for example, Chinese Vice Min-
ister of Foreign Affairs Zheng Zeguang visited Pohnpei with a high-
level delegation, and spoke to FSM political leaders. A key topic of
the dialogue centered on the FSM Trust Fund that the government of
the FSM will rely on, in addition to the Compact Trust Fund, after
the expiration of U.S. COFA economic assistance in 2023. It was sug-
gested that China might be willing to supplement the Trust Fund to
help the FSM achieve greater self-reliance.>

Chuuk State, the FSM’s largest state (pop. 48,500), has expressed
interest in becoming a sovereign nation, recently postponing an inde-
pendence referendum from 2019 to 2020. This could emerge as an
important consideration in the context of China’s relationship with the

48 Joyce McClure, “Yap Is Having Serious Second Thoughts About Chinese Tourism
[Updated],” Pacific Island Times, January 26, 2018.

49 “Chinese Firm Has Licenses Revoked for Illegal Sea Cucumber Harvesting,” Pacific
Islands Report, July 14, 2014.

50 “ESM Receives Visit from Highest Ranked Chinese Official in FSM’s History,” Kaselehlie
Press, September 18, 2017.
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ESM. Throughout the FSM’s history there has been domestic internal
contention between the state and the national government over the
equitable distribution of non-COFA funding (fisheries and tax reve-
nue). The United States has consistently maintained that its relation-
ship is with the national government in Palikir, and any movement by
a state to secede would, if a state were no longer part of the federation,
presumably mean an end to the COFA in all its dimensions. While this
understanding has implicitly buttressed national unity, the cessation of
economic support after FY 2023 may undermine national cohesion.
Such a development could have important strategic implications. The
Chuuk lagoon, one of the Pacific’s largest and deepest, was once a criti-
cally important location for the Japanese Navy, and remains a poten-
tially important strategic naval asset.

The vibrant diplomatic linkages between the FSM and China
include several “people-to-people” programs. Mechanisms such as
“sister city” agreements are being established to strengthen relation-
ships and promote investment. For example, the municipal government
of Sokehs in FSM and Zhongshan City of China, although not compa-
rable in size, recently signed a document designed to foster better rela-
tions and understanding between citizens of both countries. A similar
relationship has been announced with China’s Heilongjiang Province
for the purposes of advancing supporting promotion, facilitated by a
visiting delegation from Heilongjiang province.>!

China has also provided a steady stream of opportunities for
young people. For many years, FSM students have taken advantage of
scholarship opportunities in China. In 2017, Hainan Province in China
and Yap State established a new sister province-to-state relationship, at
which time Hainan made a commitment to provide 50 scholarships
within five years for FSM students. In addition, Hainan extended a
range of invitations for youth and technical transfer exchanges.> Small
grants have been provided on a regular basis for athletic activities,

51 Embassy of the Federated States of Micronesia, 2017.
52 Embassy of the Federated States of Micronesia, 2017.
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including travel stipends and transit accommodations to fund the FSM
team’s participation in the 2016 Olympics in Rio de Janeiro, Brazil.53

None of these activities or projects linking China and the FSM
are outside the bounds of normal diplomatic and economic engage-
ment, and indeed, the United States and China share a similar range
of activities to bolster bilateral relations. But Beijing’s intent is clear: to
undermine U.S. influence with the FSM. Therefore, a significant dim-
inution of U.S. economic support may erode the strong bonds between
the United States and the FSM, thereby undermining the special rela-
tionship built over the past seven decades. Several interviewees stated
that China seeks to increase its own influence when it perceives U.S.
involvement is declining. As such, they predicted that if U.S. support
declines, China will likely seek to expand cooperation.

China’s Relationship with the Republic of the Marshall
Islands

Although it does not receive diplomatic recognition from the RMI,
Beijing nevertheless is attempting to increase its influence there, with
the ultimate goal of persuading the RMI to shift diplomatic recogni-
tion from Taipei to Beijing. Trade is an important part of China’s rela-
tionship with the RMI, even though the RMI still maintains official
diplomatic relations with Taiwan. According to the USCC report on
China’s engagement in the Pacific Islands, the RMTI’s top trade partner
in 2017 was South Korea, with total trade amounting to about $6.9
billion. China was second, with about $3.1 billion. Japan was third
with about $1.3 billion, followed by the United States at $610 million
and Taiwan at $131 million.>4

While the RMT’s relationship with the United States helps sup-
port the RMUI’s position vis-a-vis Taipei, China is actively engaged

53 Jim Tobin, “Team FSM to Compete in 2016 Olympic Games in Rio de Janeiro,” Kas-
elehlie Press, August 6, 2016.

54 Meick et al., 2018.
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in the local economy, and the fishing industry in particular.”> China
has commercial ties to the RMI through fishing companies such as
Pan Pacific Foods. In the absence of official diplomatic recognition of
China, the head of Pan Pacific Foods is considered an unofficial Chi-
nese representative to the RMI, according to interviewees.*° Beijing is
also a part owner in the Marshall Islands Fishing Company, another
major fishing enterprise in the RML

At the Asia World Expo held in Hong Kong in April 2018, a
Chinese businessman and the mayor of Rongelap Atoll proposed the
creation of a special administrative region to attract investment to the
atoll, which is located near the U.S. Ronald Reagan Missile Defense
Testing Site at Kwajalein Atoll. The mayor of Rongelap supported turn-
ing it into a “special administrative region” and financial center on par
with Hong Kong, Singapore, and Dubai.’” It is unclear the extent to
which Beijing might support the proposal, though some observers have
suggested that China might be eyeing the location for strategic reasons
because of its proximity to Kwajalein.’® The proposal quickly became
a source of controversy in RMI politics, stemming from concerns that
such a proposal could make the area a haven for money laundering and
other illegal activities; the government declined to back it after it was
declared unconstitutional by the RMI Attorney General. In November
2018, President Hilda Heine narrowly survived a no-confidence vote
that was ostensibly brought because of opposition to plans to introduce
a state-backed cryptocurrency, but President Heine stated that the real
reason for the vote was her government’s opposition to the Chinese-
backed Rongelap plan. “Really the vote of no-confidence is about the
so-called Rongelap Atoll Special Administrative Region, or RASAR
scheme, which is an effort by certain foreign interests to take control of

55 Louis Harkell, “Marshall Islands Subsidiary of Chinese Firm Orders Three New Tuna
Seiners for $62m,” Undercurrentnews, July 17, 2018; and Mackenzie Smith, “Remote Mar-
shall Islands Atoll Plans to Become the ‘Next Hong Kong,” Radio New Zealand, Septem-
ber 21, 2018.

56 Interview conducted with senior official in Washington, D.C. on October 24, 2018.
57 Smith, 2018.

58 Interviews conducted in September—October 2018.
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one of our atolls and turn it into a country within your own country,”
she told Radio New Zealand.>

Another issue in China’s relationship with the RMI is the RMI’s
status as the world’s third-largest ship registry. Panama remains
number one, but the RMI surpassed Liberia for the number two spot
in 2017 before recently falling down to third place. Ships entering Chi-
nese ports that are registered in countries that do not recognize China
face higher port fees, so the RMTI's ship-registry program faces a loss of
revenue because China charges higher fees to ships entering its ports
flying the RMI flag.®® Notably, after Panama switched recognition
from Taiwan to China, China signed an agreement to offer reduced
port fees for ships registered in Panama.®' Liberia, which previously
recognized Taiwan but now recognizes China, also enjoys preferen-
tial rates when Liberian-registered ships visit Chinese ports.52 Conse-
quently, this is a potentially vulnerable pressure point for the RMI,
according to interviews.®

China has also received a license to conduct seabed mining in an
area just outside of the exclusive economic zone (EEZ) of the RMI,
which interviewees identified as another potential source of controver-
sy.** In addition, Beijing is reportedly offering the prospects of finan-
cial assistance via the BRI as a way to convince the RMI to switch offi-
cial diplomatic relations to China, and there are reports that Beijing is

59 Dateline Pacific, “Marshalls President, Facing Ouster, Blames Chinese Influence,” Radio
New Zealand, November 9, 2018; and Alan Boyd, “Chinese Money Unsettles Marshallese
Politics,” Asia Times, November 14, 2018.
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offering bribes to local politicians with the goal of persuading them to
recognize China instead of Taiwan.

China’s Relationship with Palau

Trade is an important component of China’s relationship with Palau,
even though Palau maintains official diplomatic relations with Taiwan
rather than China. Nonetheless, the United States and U.S. allies and
partners account for a much larger share of Palau’s trade. According to
the USCC report on China’s engagement in the Pacific islands, Palau’s
top trade partner in 2017 was Japan, with about $50 million in total
trade. Taiwan was second at $22 million. The United States was third
with about $20 million in trade, followed by China with about $18
million and South Korea with $10 million.¢6

Tourism has been another important component of China’s rela-
tionship with Palau, which has emerged as a popular destination for
visitors from a number of countries. Indeed, it is the vibrancy of Palau’s
private sector that sets it apart from its neighbors that are also in free
association with Washington; much of this is associated with its tour-
ism industry. Drawing on historical linkages and investments from
Japan, Palau’s tourism industry constructed its first