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EXECUTIVE SUMMARY

The Republic of Palau became an independent nation on October 1, 1994 in part with the
implementation of the Compact of Free Association (COFA) between Palau and the United States of
America. On December 4, 1994 Palau became a member to the United Nations.

Since Palau’s independence in 1994, many aspects of the Barbados Programme of Action (BPoA)
have been implemented. Nonetheless, there is a need for greater awareness raising and ownership of
the BPoA, as well as greater political commitment to implementation at the national and regional
levels.

Palau is on the brink of rapid large-scale development. The “Compact Road,” a 53-mile road project,
is currently under construction to circumnavigate the island of Babeldaob, (Palau’s largest island) and
is scheduled to be completed in 2005. This road project is the largest development project in
Micronesian history and is expected to bring many social and environmental changes.

Small Island Developing States (SIDS) face particular constraints and challenges in the sustainable
development process as a result of their social, economic and environmental vulnerabilities. The
issues faced by the Republic of Palau range from cultural inundation by outside influences (both
through the close association with the United States, as well as close proximity to Asia) to geographic
isolation and small population size. The latter two create diseconomies of scale, which in many ways,
impact the nation’s economic development potential. Environmental vulnerability in Palau is high due
to diverse, but limited natural resources and fragile ecosystems that must withstand the pressures of a
rapidly growing population, an increasing tourism industry and the expected rapid and large-scale
development of Palau’s largest island, Babeldaob.

In short, Palau’s greatest challenge in sustainable development is to assure that high-quality
environmental planning accompanies economic development planning and that economic
development is pursued through a shared vision that takes into account the social and cultural needs
of the Palauan people.

This report was developed through broad consultation with numerous agencies and organizations
from the public and private sectors including non-governmental organizations and presents Palau’s
progress in working towards sustainable development. The following 6 key areas comprise the body
of the report.

L. KEY SOCIO-ECONOMIC CHALLENGES AND RESPONSES

The Compact of Free Association (COFA) is a 50-year treaty between Palau and the United States of
America, which entered into force on October 1, 1994. Under the Compact, Palau conducts its own
domestic and foreign affairs as any sovereign nation would, while the United States retains control of
defense and security matters as well as exclusive strategic access to Palau’s waterways. For this
exclusive access, the United States is to pay the government of Palau $670,000,000 in the first 15
years. (BOH, 2003) The aid package from the Compact leads to what some consider to be an inflated
GDP, with an average annual household income of between $5,000 and $6,000. This translates into a
standard of living enjoyed by Palauans that is higher than all of its neighbors with the exception of the
US Territories — Guam and the Common Wealth of the Northern Marianna Islands (CNMI). There is
a strong national dependency on foreign imports to sustain current lifestyles as well as on general
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import tax for revenues. The direct impacts of globalization on trade and investment are minimal and
trade liberalization has not yet had a significant direct impact on trade and export since Palau
exports few, if any, manufactured goods. Economic diversification remains slow and is presently
focused on developing a successful tourism industry with some development of fisheries.

Urbanization, suburbanization and ineffectual management of natural resources has led to increased
pressures on public infrastructure, as well as Palau’s fragile environment and water supply and the
continuing depletion of Palau’s natural resources. Lack of capacity, funding and commitment
continue to be main constraints. While additional agencies and bodies have been established to
address the issues of capacity and coordination, there continues to be the need to improve capacity
building and coordination efforts.

National Security has become a pressing issue with illegal fishing by foreigners and Palau’s being a
potential target of terrorism. Technological advances and increased flights to Palau add to these
concerns. It will be necessary to improve regional and international strategies to address terrorism.
Such regional and international cooperation is presently quite limited.

Limited resources and commitment to fund improvement of health services remains a key constraint
with rising incidents of HIV/AIDS, vector-borne diseases, as well as non-communicable or
“lifestyle” diseases such as diabetes and heart disease. National efforts to raise public awareness
regarding safer and healthier lifestyles are ongoing.

II. NATIONAL FRAMEWORK FOR SUSTAINABLE DEVELOPMENT

Since its independence in 1994, the Republic of Palau has developed and implemented various items
set forth in the National Environmental Management Strategy (NEMS), the Economic
Development Plan (EDP), the Palau 2020 National Master Development Plan (PNMDP), the
JICA Study, and the Sustainable Tourism Policies and Action Plan (STPAP), and others. In
addition, the primary objective of the 2001 Presidential Management Action Plan (MAP) is "to
integrate environmental planning into developmental planning efforts."

The ministries most closely associated with sustainability issues as it relates to environment and
economic development are the Ministry of Commerce and Trade (MCT) and the Ministry of
Resources and Development (MRD). Both are mandated to source sustainable economic
development opportunities that emphasize minimal negative environmental and social impacts to
Palau's people and natural habitats. The MCT's concentration is primarily focused on large-scale
economic development while the MRD in general focuses on community-based economic
opportunities. In addition, many other agencies and organizations (both government and non-
governmental) play key roles in Palau’s sustainable development framework.

ITI. NATIONAL PROGRESS MADE AND PROBLEMS ENCOUNTERED IN THE IMPLEMENTATION OF THE
BARBADOS PROGRAMME OF ACTION

Palau has ratified a number of regional and international agreements which include the United
Nations Framework Convention on Climate Change (UNFCCC) and Kyoto Protocol, the UN
Convention on the Law of the Sea (UNCLOS), the UN Convention on Biological Diversity
(UNCBD), and acceded to the Cartagena Protocol on Biosafety, the United Nations
Convention to Combat Desertification (UNCCD), Stockholm Convention on Persistent Organic
Pollutants and the Ramsar Convention on Wetlands.
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To help protect the health of Palau’s marine resources the government has placed restrictions on
many species of marine life and also ratified several instruments such as the Convention for the
Prohibition of Fishing with Long Driftnets in the Pacific (Wellington Convention) to prohibit fishing
with long driftnets in the South Pacific. Palau is also a Member Country to the South Pacific
Regional Environment Programme (SPREP).

One major focal area for Palau is the development and management of protected areas and a
protected areas network. Currently, there are 23 protected areas recognized in Palau. In November
2003 the Republic of Palau passed legislation to establish a Palau Protected Area Network (PAN).
Through the PAN, Palau will be able to better manage their natural resources by coordinating the
efforts of the already existing protected areas as well as encouraging state governments to propose
new protected areas that are high in biodiversity.

Renewable energy is also a major focal area for Palau. Various national projects are currently
underway to address increasing demands for efficient and renewable energy. These include the
Sonsorol and Hatohobei Solar Energy Development Project, the Palau-Saga University Ocean
Thermal Energy Conversion (OTEC) Project and the Palau Energy Code Development.

While Palau has not yet ratified the Basel Convention, Palau ratified the Convention to Ban the
Importation into Pacific Island Forum Countries of Hazardous Wastes and Radioactive Wastes and to
Control the Transboundary Movement and Management of Hazardous Wastes Within the Pacific
Region (Waigani Convention) on January 2, 1996.

National and regional projects to address Palau’s solid waste and wastewater management issues
include the EQPB education program, Malakal Wastewater Treatment Plan and the International
Waters Programme (IWP — SPREP). Key national constraints to planning, developing and
implementing solid waste and wastewater management projects in a sustainable manner include small
service area populations and lack of financing, technical expertise and organizational structure and
management as well as the overall lack of land use planning and public awareness.

The major contraints to implementation of the BPOA are the lack of political and public
awareness and the need for more effective efforts targeted at capacity building and coordination.

IV. TRADE, INVESTMENT, CAPACITY BUILDING AND COOPERATION AND THE STATUS OF SIDS
VULNERABILITY

Like most other SIDS, Palau’s trade development is challenged by distance, isolation, diseconomies
of scale, and lack of capacity. These factors reduce Palau’s ability to compete and benefit from trade.
Palau’s only significant commodity export is tuna, while its greatest “service export” is tourism. In
general, Palau does not “add value” to many products. Consequently, Palau exports very few, if any,
manufactured goods. Palau is extremely dependent on foreign imports to sustain the lifestyle to which
its people have grown accustomed, and consequently, Palau’s current trade balance is uneven.
Without further economic development and capacity building, trade liberalization could tip this
imbalance further in the wrong direction.

The Palau Government has instituted several initiatives and programs both at the national and
community level that aim to improve Palau’s economic competitiveness. These include the
establishment of a Free Trade Zone , tax incentives for agriculture/aquaculture, the Palau National
Development Bank and the Trade Facilitation Committee.
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Economic Development in Palau is influenced heavily by foreign investment. Major hotels and
other large scale developments are majority financed by money originating from outside the
Republic. Moreover, many smaller businesses in Palau have a foreign financing component.
However, foreign investment in Palau is constrained by several factors such as the foreign investment
and labor laws and regulations, the high cost and limitations of telecommunications and land
ownership.

Palau is an active member of the Pacific Island Forum (PIF). This group aims to work towards
sustainable development of the Pacific Islands through cooperation and trade. This regional group
increases greatly the ability of the islands to work together to benefit each member as well as the
region as a whole.

Palau’s greatest vulnerability related to trade is its dependence on air travel to support its tourism
industry. Currently, very few airlines fly into and out of Palau, and airfares are very expensive. A
new entry into the airline market, Palau Micronesia Air, promises to expand the choice to consumers
and provide direct flights between the Micronesian Islands. It is expected that these new routes will
transport both passengers and goods between the islands.

V. MILLENNIUM DEVELOPMENT GOALS AND SUSTAINABLE DEVELOPMENT IN SIDS

Poverty is a sensitive and controversial issue in the Pacific Islands. Where rich tropical soils have
traditionally yielded a bountiful harvest with minimal labor; where seas are equally bountiful; and
where social and cultural systems dictate that the weak and vulnerable will be cared for by the more
able, poverty is somewhat of an alien concept. To acknowledge the emergence of poverty is not
simply to acknowledge an economic fact but also to acknowledge a fundamental social and cultural
transformation within society.

Palauans enjoy a high level of human development compared to many other Pacific SIDS. The key
question is: “Can this legacy be invested in a way that will provide a sustainable livelihood for future
generations?” In recent years, investment has been concentrated in the urban sector of the economy
to the detriment of the rural primary production sector. As a result, the income of the average rural
household is less than one-half that of the average urban household.

Article VI of the Palau Constitution mandates provision of free and compulsory public education for
Palau citizens as described by law. Such free and compulsory education for the public is further
defined through Republic of Palau Public Law 5-2, which mandates compulsory education for all
children aged 6 to 17, or until graduation from high school. The Ministry of Education (MOE) was
created by the Palau National Government to implement the public education law. There are two
major constraints faced by the Ministry of Education as it delivers its mandate for free and
compulsory education. The first constraint is the obvious limited funding allocated for education.
This contributes to the second major constraint, which is the critically limited number of well-trained
and qualified teachers within the school system.

In the effort to reduce infant mortality, the Ministry of Health’s Prenatal Health Care Unit has
expanded its coverage and public education efforts and is widely utilized by expecting mothers.
Infant mortality rate has been reduced from 24.5% in 1990 to 16.7% in 2001. (Ministry of
Administration)

Palauan women traditionally enjoyed high social status in a spirit of equality with men. However,
ground was lost in the post-contact era through their interaction with and partial subordination by
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paternalistic colonizers who neither understood nor accepted the concepts of duality and sexual
equality. Currently few women, with the exception of the Republic’s current Vice-president (the
Honorable Sandra Pierantozzi) hold highest level political positions.

Palau is fortunate to have thus-far been spared the ravages of the HIV/AIDS pandemic and remains
one of very few countries in which domestic transmission of the HI'V virus has not been detected.
Palau, however, is no longer an isolated country. By virtue of its demographics, economics, health
status, and behavior patterns, there is a high level of vulnerability to the introduction and spread of
HIV/AIDS. In 1999, Palau developed a HIV/AIDS five-year strategic plan that outlines broad
strategies with variable detailing of specific activities required to implement the strategies. The plan
aims to be holistic by linking primary and secondary preventative activities with capacity-building for
treatment.

VI. EMERGING CONCERNS AND SPECIAL NEEDS

Emerging concerns and special needs include: the illegal trafficking of methamphetamines (“ice”),
pesticides and pesticide residues in food and water, increasing air pollution and asthma, unplanned
development, loss of cultural values, changing lifestyles, good governance and transparency, injuries,
limited resources to accommodate a rapidly growing prison population, and increasing social tensions
due to rapid development and increased influx of immigrant labor.

e unplanned development; e injuries are a major health problem and

e loss of cultural values; comprise one of the top three leading

e changing lifestyles; causes of death in Palau, especially high

e good governance and transparency; for men in particular.

e local use and production of e limited resources to accommodate a
methamphetamines (“ice”); rapidly growing prison population

e increasing social tensions due to
rapid development and increasing
influx of immigrant labor.
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“Development means not just having more but being more. Growth in income and
proliferation of services...must always be subordinate to ...the enhancement of the inner
strength of our people. In any development worthy of the name, we cannot afford to neglect
people’s non-material needs: their sense of cohesion and belonging, their confidence in
themselves, their sense of effectiveness or empowerment, their sense of self-esteem...”

(Father F. Hezel, Micronesian Seminar, 26 March 1996) (Otto,1998)

1.1 KEY CHARACTERISTICS:
1.1.1 GEOGRAPHY AND AREA

The Republic of Palau, part of the Western
Caroline Islands is the westernmost
archipelago in the Pacific located
approximately 250 kilometers north of the
equator and about 340 kilometers east of the
Philippines. (Smith, 1983) The archipelago
stretches approximately 700 miles on a
northeast to southwest axis and is made up
of over 586 islands of which 12 are regularly
inhabited. There are generally five
geological island types found in Palau:
volcanic, high limestone, low limestone,
atolls, and a combination of volcanic and
limestone. (Crombie, 1999)

The main archipelago, which lies 7 degrees
north of the equator, comprise 14 of the 16
states of Palau. The grouping extends from
Kayangel, the northernmost atoll to the
volcanic island of Babeldaob, the largest
island in Palau (396km?). Koror, is located
south of Babeldaob and is the Republic’s
administrative and economic capitol. While
it is only 18km’, approximately 70% of the
population resides in Koror. South of Koror
are the world famous Rock Islands (several
hundred mostly uninhabited limestone
islands). These islands are comprised of
uplifted limestone reefs stretching over the
southern lagoon area. Total lagoon area in
Palau is approximately 1,137km’ and the
total reef area is approximately 525km?.

Table 1.0 Socio Economic Conditions

Currency:

GDP 2000

GDP Per Capita (2000)

Median household income:
per year

Unemployment (2000)

Adult Literacy (2000)

Population

Palauan (2000)

Non-Palauan (2000)

Total:

Annual Population Growth (2000)
Infant Mortality (2001)

Geographic Characteristics

Total number of islands:
Total reef area:
Total lagoon area:
Total land area:
Total forest
Total agroforest
Total nonforest
Highest elevation:

Climate

Average annual temperature:
Average annual rainfall:
Average humidity

U.S. Dollar
117.2 Million
36,127
812,845

2.3%
96.9%

13,209

5,920

19,129
2.1%
16.7%

586

525 km’

1137 km’
535km’
31,259 ha
1,109 ha

9,251 ha
213.5 meters,
Ngerchelchuus

27°C (81°F)
373 cm
82%
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The main archipelago ends in the South with the low platform and reef islands of Peleliu and Angaur.
Some 200-300 miles Southwest from the main archipelago, accessible only by ship, lie the sparsely
populated and ethnically distinct Southwest Islands (Otto, 1998). These islands are made up of reef
flats that have been subjected to uplift. The Southwest Islands are the most geographically isolated
and comprise the remaining two states of Sonsorol and Hatohobei (Tobi). The population of these
two states has been steadily declining since the 1970s mainly due to the lack of employment
opportunities as well as basic infrastructure and services including adequate health, education and
communications facilities. The cost of transportation to and from the main island group amplifies the
challenge of sustainable development for these communities.

With the exception of Kayangel, Angaur, and the Southwest Islands, all of the Palau islands are
located within one barrier reef. Palau’s exclusive fishing zone is 12 nautical miles, 3 nautical mile
territorial seas, with a 200 nautical mile extended fishing zone, which comprises an area of
approximately 600,900 square kilometers. (OERC, 2002a)

1.1.2 CLIMATE

The climate of Palau is maritime tropical with an average temperature of 81 degrees Fahrenheit and
an average humidity of 82 percent, with virtually no seasonal variation. Rainfall averages 150 inches
per year, peaking in July. While there are no clearly demarcated dry seasons, rainfall is generally less
during the period of February to May. Palau lies south of the typhoon belt, but nevertheless suffers
from occasional typhoons. (Otto,1998)

1.1.3 LANGUAGE

There are two indigenous languages in Palau: Palauan, which is spoken on the main islands and
Sonsorolese-Tobian spoken on the Southwest Islands. English is the language of government and
commerce and is spoken by the majority of the people. Many older people are also fluent in
Japanese. (Otto,1998)

1.14 RELIGION

The Christian religion was introduced into Palau by Spanish missionaries in the early years of
European contact. Today over 90% of the people are affiliated with a religious organization,
including the Catholic (42% of the population), Evangelical Protestant (30%), Modekngei (9%),
Seventh Day Adventist (5%), and a variety of other smaller predominately Christian denominations
(6.5%). (Ministry of Administration, 2001)

1.1.5 SOCIAL STRUCTURE

Traditionally, and continuing in large measure today, kinship has served as the core of social relations
in Palau. Every Palauan has a defined role, status and behavioral pattern based on kinship. Every
Palauan defines every other Palauan as kin or non-kin. The basic social unit is a single, ancestral
biological kin group comprised of a mother and her children. A number of these basic units related to
a specific woman and her female descendants form a family and several related families constitute a
clan. Ideally a village, the social and political unit, consists of ten clans. The male leader of each
clan is chosen by the ranking female members of the clan, and forms with other clan leaders, the
village council. A separate, but equal, women’s council is comprised of the ranking female leaders.
Clans are ranked and the (male) leader of the highest ranking clan serves as the chief of the village.
The chief is not a sole ruler, but must use diplomacy and persuasion to win support from his
constituents. Should his rule prove unsatisfactory, there are mechanisms for replacement.
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This traditional system of governance retains considerable authority today with customary law
recognized by both the Constitution and the legal code as equally authoritative alongside codified
law. Customary actions with respect to marriage, divorce and adoption receive full legal sanction. A
National Council of Chiefs, consisting of the ranking chiefs from each of the sixteen states, advises
the President on traditional and customary matters.

Palauans are highly group oriented — traditionally Palauans were born, lived, and died in a group.
Decisions of importance relating to an individual, as well as those to society in general, were made
and enforced by the group. Today, Palauans retain a strong group orientation placing high value on:
respect; sharing and cooperation; participation in community activities; work; responsibility and self-
reliance; spirituality; and humility. Western influence, however, results in ongoing tension between
competing and sometimes incompatible values. (Otto, 1998)

1.1.6 HISTORY

In the pre-contact era, Palauans believed Palau to be a unique and complete world closed within
itself and extending to a point just beyond the horizon. To the early Palauans, the culture of Palau
was created in Palau. It was not a borrowed set of practices but a distinctly Palauan way of life.

Estimates of Palau’s population at the time of first European contact range from 20,000 to 100,000
people with 50,000 widely accepted as the most probable estimate. The first recorded European
contact occurred in 1564, but it was another 200 years before sustained contact was initiated in 1783,
after wreckage of the English vessel, “Antelope,” on a reef at Ulong in the Rock Islands. From this
time, various colonial powers — Britain, France, Germany, Russia, Japan and America — began to
compete for political control, a competition which continued for 125 years. Although not establishing
a permanent presence, these early visitors wrought massive changes in Palauan society: from
introduced diseases which decimated the population to firearms which intensified intervillage rivalry.
By 1900, the Palauan population had declined to 3, 743 persons.

Beginning with the formal establishment of a Spanish protectorate in 1891, foreign influence
intensified as Palauans were inundated by cultural changes brought by the church, schools, and the
foreign imposed government. Change in Palau has been a story of resistance followed by pragmatic
acceptance. Resistance resulted from the tenacity of the indigenous view of Palau as a unique and
complete world. However, the social power, prestige, and wealth brought by foreigners influenced
acceptance by the naturally competitive Palauans.

During a brief eight year reign (1891 — 1899), Spain exercised only nominal political control over
Palau. Spain’s major contribution to social change was the introduction of Christianity. Change
accelerated during the German period (1899-1914). Germany established a resident government,
initiated widespread economic development based on copra production and mining, and instituted
social reforms which began to transform the nature of traditional Palauan society. German public
health measures indirectly undermined the traditional system of village clubs — an important part of
the education and socialization process of young people. Many clubhouses were burned to control
the spread of communicable diseases, but seldom rebuilt; in part because the population, drastically
depleted by foreign- introduced diseases, lacked sufficient labor to undertake traditional community
work. German edict outlawed inter-village warfare, discouraged tattooing, and limited the authority
of chiefs to collect fines and tribute. By creating an economy based on Western money rather than
the traditional “udoud,” (Palauan money) opportunities were created for lower ranking individuals to
obtain wealth and associated prestige, thereby undermining chiefly power which was derived in part
from manipulation of wealth. Germany also introduced the first foreign workers to Palau by
importing laborers from other areas of Micronesia to offset a shortage of Palauan labor.
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In 1914, at the outbreak of the First World War (WWI), Japanese naval squadrons took military
possession of Palau, the Marshalls, the Carolines and the Marianas (except for Guam). Following
WWI, Japan continued to rule Palau under a mandate of the League of Nations. The League’s
mandate obligated Japan to “promote the material and moral well-being and social progress of
Palauans, to abolish slavery, traffic in arms, and alcoholic beverages, to refrain from building military
bases, and to permit freedom of worship and missionary activity.”

Japanese rule ushered in an era of tumultuous change. The Japanese attitude toward Palau differed
from that of the Germans and Spanish, for Japan intended to permanently integrate Palau into the
greater Japanese Empire. Palau was to be remade in the image of Japan, and thousands of Japanese
colonists were settled in Palau to hasten amalgamation. A formal, albeit limited, system of education
was introduced for Palauans (three years of compulsory instruction followed by two further years of
optional schooling for the most able). Economic development accelerated. These changes created
many new opportunities for young able Palauans to gain relative wealth and prestige independent of
their status in traditional Palauan society.

Palau was the scene of bitter fighting during World War II. Little of the pre-war physical
development survived in the aftermath. Upon assuming control in 1945, the American naval
administration was challenged to respond to the urgent needs of a people on the brink of mass
starvation. Development had to resume virtually from scratch.

In 1947, the United Nations established the Trust Territory of the Pacific Islands, consisting of
what are today the Republics of Palau and the Marshall Islands, the Federated States of Micronesia
and the Commonwealth of the Northern Marianas Islands. Administered by the United States, the
early years of the Trusteeship were characterized by limited resources and a much slower pace of
development than Palauans had become accustomed to during the Japanese era. Beginning in the
1960’s, development began to accelerate as the United States “discovered” Micronesia and came to
recognize its strategic importance in the escalating cold war.

In the 1970’s with growing international pressure for decolonization, negotiations began on post-
Trusteeship political status. International and domestic pressures mounted as perceived deficiencies
in the American administration were spot-lighted. Budgets and government payrolls expanded.
Thousands of islanders were sent abroad, mainly to the United States, for schooling. Increasingly
sophisticated health services were made available. The implicit goal became to create within
Micronesia a standard of living at least equivalent to that enjoyed by a rural community within the
United States. However, social development outpaced economic development as the standard of
living came to exceed that which Palauans could realistically pay for from domestic resources.

At 1pm on October 1, 1994, after more than twenty years of negotiations, the new nation of Palau was
born. Although still closely affiliated with the United States, Palauans now control their own destiny.
Under the Compact of Free Association (COFA), the “independence agreement” which governs
relations between Palau and the United States, Palau receives trust funds plus fifteen years of
budgetary support to decline at five year intervals over the fifteen years. Having achieved political
independence, Palau is now faced with the challenge of achieving economic independence. (Otto,
1998)

1.1.7 DEMOGRAPHY

Palau’s population in 2000 was 19,129 persons - an increase from 17,225 in 1995. By ethnicity
Palauans were 13,120 in 1995 and increased by only 244 individuals to 13,364 in 2000. Non-
Palauans however, were 4,105 in 1995 and increased by 1,660 individuals to 5,765 in 2000.
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(Ministry of Administration, 2001). Between 1990-1995, Palau’s population grew at an average
annual rate of 2.4% - high by international standards (global average 1.5%). However, the population
is characterized by negligible growth among resident Palauans (average 0.6% per year); this reflects
the combined effects of declining fertility and high rates of out-migration to the United States. The
resulting scarcity of Palauan labor fuels demand for foreign workers and is reflected in the high rate
of growth in the non-Palauan residential population (average growth rate, 9.8% per annum). Of non-
Palauan residents, 89% are workers or dependents of workers, the majority being of Asian origin,
predominately from the Philippines and China. (Otto, 1998)

1.2 KEY CHALLENGES AND RESPONSES:

1.2.1 GLOBALIZATION IMPACTS ON FINANCE AND INVESTMENTS FOR SUSTAINABLE
DEVELOPMENT

Direct impacts of globalization on finance and investments for sustainable development have been
minimal. The source of funding for capital improvement projects (CIP) from the Compact of Free
Association (COFA) financing schedule continues to be the primary source for infrastructure
development in the Republic. This capital account is supplemented by U.S. Federal grants and
Department of Interior capital project funding as well as other country funding, most significantly
from Japan and the Republic of China-Taiwan.

According to the COFA financing schedule, $12.07 million of direct funding was made available to
Palau in fiscal year 2003. The Compact Section 211(a) Current Account is designated for General
Fund operations. The Government received annually $12 million contributions from Compact
Section 211(a), current account from fiscal years 1995 to 1998, $7 million from fiscal years 1999 to
2004, and $6 million for the remaining fiscal years, from 2005 to 2009. (Government of Palau, 2004)

While the COFA funding is diminishing, Palau’s artificially inflated GDP in some cases limits
Palau’s ability to access various sources of needed funding for sustainable development.

1.2.2 IMPACTS OF GLOBALIZATION ON TRADE AND EXPORTS, IN PARTICULAR AS A RESULT OF
TRADE LIBERALIZATION

Palau’s only significant commodity export is tuna, while its greatest “service export” is tourism. In
general, Palau does not “add value” to many products and consequently, exports very few, if any,
manufactured goods.

Like most other SIDS, Palau’s trade development is challenged by distance, isolation, small
population size and the resulting diseconomies of scale. In addition, the institutional framework to
develop Palau’s capacity for trade is lacking. These factors reduce Palau’s ability to compete and
benefit from trade. As a result, globalization and trade liberalization has not had a significant direct
impact on trade and export.

On the other side of the ledger, Palau is extremely dependent on foreign imports to sustain the
lifestyle to which its people have grown accustomed, and consequently, Palau’s current trade balance
is uneven. Without further economic development and capacity building, trade liberalization could
tip this imbalance further in the wrong direction. As a non-diversified economy heavily dependent
upon tourism, Palau is particularly vulnerable to external events that affect international travel. In
2003, the SARS epidemic seriously impacted Palau’s economy. Similarly, Palau’s tourism industry
has suffered the effects of high fuel costs and reduced travel brought on by fears of terrorism.
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Palau is also dependent on a general import tax for substantial amounts of revenue. If this tariff is
removed, it is likely that the nation will face a revenue shortfall for some time. It is doubtful that the
predicted benefits from trade liberalization will make up for this loss in the near future.

The Republic is currently pursuing opportunities in the international corporate/banking sector.
Currently before the Olbiil Era Kelulau (OEK), Palau’s national congress, are three bills that would
begin this process by providing lawful tax incentives to large Japanese corporations if they locate in
Palau. These Japanese corporations conducting international business have, over the past decade,
located in Singapore. However, because Singapore recently lowered its tax rate below the level
required in Japan to avoid the application of Japanese taxes on their transactions, they are now
looking for a new corporate jurisdiction that is conveniently located and that has appropriate tax rates
under Japanese law. With the new proposed laws, Palau would have an opportunity to provide this
new venue for these corporations. If successful, Palau would then move to establish the legislative
environment to attract Japanese and other international banks to Palau, as well.

1.2.3 URBANIZATION

Population and Growth Rate

Growth Urban Population Rural Population
Year Population ~Rate (%) Number Percent Number Percent
1980 Census 12,116 0.6 7,585  62.6 4,531  37.4
1986 Census 13,873 2.3 9,442 68.1 4,431 31.9
1990 Census 15,122 2.2 10,501 69.4 4,621 30.6
1995 Census 17,225 2.6 12,299 71.4 4,926 28.6
2000 Census 19,129 2.1 13,303 69.5 5,826 30.5
ls)oixrces: Various Census Reports, 2000 Palau Census and Office of Planning & Statistics computation, Republic of
alau
Notes:

(1) Average annual growth rate is the average annual rate of increase in population, which is computed by using the
exponential growth formula.

(2) Urban population includes Koror State only. The U.S. Bureau of the Census defines “Urban” as places
containing 2,500 persons or more.

(3) Population in 1973 was 12,673 persons according to 1973 Population Census, Trust Territory of the Pacific
Islands (TTPI).

(Government of Palau, 2004)

Palau’s population was 19,129 in 2000. The average annual growth rate declined from 2.6% in 1995
t0 2.1% in 2000. According to the 2001 Statistical Yearbook the population density increased from
92 persons per square mile in 1995 to 112 persons per square mile in 2000. Population density in all
states is quite low with the exception of Koror, the nation’s urban center which has a very high
population density of 1,900 persons per square mile. In terms of percentage of urban population,
Palau is considerably urbanized with approximately 70% (13,303) of the population residing in the
urban center of Koror. However, total land area is approximately 535km”, hence when looking at
urban area as a percentage of total land area it is less than 4% (the urban center of Koror is roughly
18km?). (Ministry of Administration, 2001 )
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Table 2.2 Land Arca and Population Density by State of Residence: 20010
State of Land Area Population Density
Residence S Mi. Sq. Kom. Population Per Sq. ML Per 5q. Km

Tutal 171 444 1029 1z 43
Samcliik 20 52 272 14 5
Mirai 17 4 L L 124 4%
A Kl ’ 158 63 24
Hatohobel 1 3 23 23 B
Favangeel 1 3 138 |38 46
kooror 7 .3 [3.303 1,900 739
Mehckeok 11 Lt 239 22 9
Mparaard 14 1 (38 A6 1
Mparehelong 4 [k 286G T2 24
Mpardmau 15 47 22 12 5
Mparcmiengui 23 B3 367 13 f
Meatpang 18 T 280 16 f
Mpchesar 1 H 267 17 T
Mgiwal 11 2 193 14 T
I*elelin 5 I3 571 114 44
Sonsorol 1 i 34 34 13
Rock [slands 18 47 - -
Souroes: 1990 Census Monograph & 2000 Census of Population and Towsing, table 6, Republic of Pala
Motes: (1) For computation of population density, the land area of Kook 1slands i excloded in the

total land arca
{2} Sonsorol incledes Pulo Anna and Merir; Hatohobei includes Helen's Reef
{3} Population density is the concentration of population per square miledkilometer of land area

(Ministry of Administration, 2001 )

The affects of urbanization are being felt in Koror: increased number of vehicles result in morning
and afternoon traffic jams, sewage treatment and waste disposal facilities are becoming
overburdened, and mangrove areas have been cut and filled to create new land for buildings. With
the opening of the Compact Road (a 53-mile road to circumnavigate the island of Babeldaob
scheduled to be complete in 2005), the high population density in Koror is expected to stabilize as
more people are able to move to Babeldaob and commute to work in Koror. Babeldaob (396km?) is
Palau’s largest island and the second largest island in all of Micronesia (second to Guam).

The impacts of sub-urbanization can be seen in Airai, the southernmost state on Babeldaob. Land and
forests are being cleared for housing developments, roads and large farms throughout the state,
leading to unprecedented amounts of sedimentation into the nearshore areas. It is feared that the
unplanned style of development occurring in Airai will continue throughout the rest of Babeldaob as
the road becomes completed.

With increased urbanization car crashes and crimes in the outlying states will become more frequent.
Nevertheless, the budget for salaries and equipment for the Ministry of Justice has not increased.
Additionally, after becoming independent, the Forestry Service was prohibited from sending valuable
fire fighting equipment to Palau. Moreover, the Palau National Congress has not enacted a life safety
code. Thus buildings have no legal requirements for implementing safety features that are critical in
preventing fires.

12
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1.2.4 NATURAL DISASTERS

Palau lies approximately 900 miles south of the tropical cyclone path, however, climate change
effects are likely to cause an increase in the number and proximity of tropical cyclones. In addition,
the increase in El Nifio/La Nifia-Southern Oscillation (ENSO) events due to climate change are likely
to increase the frequency of storms and drought. Palau’s freshwater resources are extremely
vulnerable to drought.

The main constraint for effective planning and implementation of disaster management strategies and
risk assessments is the lack of capacity (both technical and financial) as well as, political
commitment. In addition, there is no special arrangement or concrete mechanism for disaster
management within the region or sub-region.

Pursuant to Executive Order No. 166-99, the Republic adopted a National Disaster Management Plan,
which serves as a framework for emergency responses. The plan establishes the National Emergency
Committee and specifies that the National Emergency Management Office (NEMO) performs the
day-to-day operations associated with disaster management.

The national framework for risk management and disaster preparedness is depicted in the National
Disaster Plan. The National Emergency Committee, chaired by the Vice President, is the command,
control, and coordinating body for disaster management in the Republic. In terms of preparedness,
the National Emergency Management Office (NEMO) is the coordinator of disaster management
training activities through annual mock disaster drills and/or other exercises. Current national
initiatives include:

e Provision of Introduction to Disaster Management training courses;
Development of disaster plans for various response agencies;

e Participation in the regional disaster manager’s annual meeting sponsored by the South
Pacific Geosciences Commission (SOPAC).

The Republic has acceded to numerous United Nations conventions relating to law enforcement
cooperation, counter-terrorism and prevention of transnational crime. In June of 2001, the Republic
enacted a series of anti money-laundering laws, and on September 11, 2002, President Tommy E.
Remengesau, Jr., introduced counter-terrorism legislation which is presently under consideration by
the Olbiil Era Kelulau,(OEK), Palau national congress. Additionally, Palau has entered into a
subsidiary agreement to the Niue Treaty which provides for law enforcement cooperation between the
Republic of Palau, Republic of the Marshall Islands and Federated States of Micronesia.

By Executive Order No. 202, which became effective on October 30, 2001, the President established
the Task Force on Anti-Terrorism and Homeland Security. The Task Force issued its first report
in March 2002.The following factors suggest that Palau may be an attractive target for terrorist
activity:

» Palau has supported the war on terrorism and is one of the fifty-six member coalition of the
willing;

= Palau is less than four-hundred miles from the Philippines and Indonesia, two Countries
which have experienced significant terrorist activity;

= Palau is close in proximity, and has daily flights, to Guam. It is thus a potential gateway to
the United States and numerous attempts have been made to smuggle persons through Palau
to Guam;

13



Republic of Palau — National Assessment for the Barbados Programme of Action + 10 Review

= Palau is lacking in sophisticated equipment, has only a limited ability to conduct
investigations, and is insufficiently prepared for acts of mass destruction;

= Sharing of information regarding potential terrorists and transnational crime is limited and
not timely.

Nevertheless, due to the small size of the population, the uniqueness of the Palauan language, and the
strict immigration and labor laws, every foreigner is noticeable. Suspicious activities are evident to
the local community, and it is unlikely that any terrorist group could have clandestine meetings to
plan terrorist activity without being noticed. There is no evidence of radical groups located in Palau
and only a few Muslims reside in the Country. Additionally, possession of firearms/ammunition is
illegal in the Republic, except for law enforcement officers, and no weapons are produced in Palau.
Accordingly, any threat would likely come from persons entering by sea or air.

1.2.5 NATURAL RESOURCE DEPLETION:

Palau Conservation Society (PCS) conducted community consultations on resource use as part of a
resource use study conducted under the stocktaking and assessment phase of the development of the
nation’s National Biodiversity Strategy and Action Plan (NBSAP). The community consultations
have confirmed that throughout Palau, people are still very dependent upon the rich marine and
terrestrial resources of the country. Marine resources, in particular, are heavily used and every area in
the nearshore marine environment is important to local resource collection activities. Terrestrial
resources are not as heavily exploited as they were in the past, although taro patches and small-scale
family farms continue to provide vegetables and starches to people throughout Palau.

Changes have occurred in the ways resources are used, why they are used and who uses them. People
are collecting the resources, especially in the marine environment with new and more effective gear.
They rarely follow traditional methods that tended to limit catch. More and more, people are
collecting or harvesting resources for monetary income rather than solely for local subsistence uses.
In addition, projects such as road building, mangrove filling, and dredging have altered the habitats in
many areas to such a degree that once abundant marine species are now hard to find and taro patches
are not as productive as they once were. Some resources, especially marine fish and invertebrates, are
not being used sustainably in most states, and people are concerned about the changes they have
observed. However, other resources (farmed crops) are sustainably used in most places and appear to
be healthy and thriving. (PCS, 2003a)

1.2.5.1 Depletion of Marine Resources

Palau’s marine resources include 1,706km?” of reefs, lagoons, passes and mangroves, at least 70
marine lakes, and the open sea with more than 600,000km? of exclusive economic zone. Marine
resources include more than 3,500 species. At least 270 fish and invertebrates are sources of food.
At least 250 species are sold in the aquarium trade and at least 100 species have medicinal use.

Traditionally, every Palauan family produced much of its protein requirements by the harvest of in-
shore and near-shore marine resources. This practice continues today. As is the case for agriculture,
much of this productivity is not recorded in official statistics. Statistics on marketed production show
that catch rates are generally declining despite growing domestic demand and high market prices.
Depletion of inshore fishery resources is a primary reason for declining catches. Depletion results
from (1) over-harvest; (2) abrogation of traditional conservation practices; and (3) ineffectual
management of fishery resources by traditional, state, and national leaders.

Although Palau has extensive deep-water fish resources, the offshore fishing industry contributes only
marginally to the economy. In 1992, fisheries (primarily off-shore) were valued at $13 million (16%
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of GDP). In 1999, fisheries were valued at only $3 million (2.6% of GDP). Disappointing catch
rates, low domestic returns on profits earned by foreign fishing companies operating in Palau, and
inability of local entrepreneurs to develop a value-added fish-based industry and shore-based support
facilities for foreign fishing fleet are all factors contributing to the low economic value of fisheries to
the domestic economy at the present time. (TEI, 2003a)

Decline in Reef Yields

In 2002, 31% of key informants perceived that the inshore fisheries are being harvested
unsustainably. They included reef fish as a whole, humphead wrasse, humphead parrotfish, sea
urchins, sea cucumbers, crabs, clams, tuna, mangrove clams, and aquarium fish. The community
perceived that their catch is at least 3 times less than a decade ago.

Palau’s reefs yield an average of 1.0 metric tons of fish and invertebrates/square kilometer in the past
two decades. This is based on an average total production of 1800mt/yr for a total reef and lagoon
area of 1706 km”. The total maximum yield of reef from each State between the periods of 1992-
1997 and 1998-2001 shows a decline in yields for 9 States: Ngarchelong, Ngaraard, Ngatpang, Airai,
Ngardmau, Aimeliik, Ngchesar, Ngiwal and Angaur. The total landings of the top shell, Trochus
niloticus (semum) dropped by 72%. This decline may be caused by several factors including large
scale pulse fishing operation in 1993-1997, coral bleaching and loss of habitat in 1998-1999 and other
human activities such as dredging of reefs and sedimentation from land based activities. New
management regulations of certain fisheries may also explain some of this decline. (TEI, 2003a)

Women in Fisheries

In 1991, Matthews and Oiterong interviewed women in 7 States in Babeldaob, these women
attributed their decline in harvests primary to dead coral, coral dredging, pollution, few species and
too many collectors. This was before the extensive coral bleaching so dead corals referred to corals
killed in ways other than a bleaching event. Below were the key concerns of the women from the
seven States:

Aimeliik -dead coral, algal fouling, siltation, pollution and too many collectors.

Airai - dead corals, pollution, too many collectors, fewer species, siltation, oil from boats and
lower water levels.

Koror- coral dredging, pollution, dead corals and fewer species.

Ngaraard-coral dredging, pollution, dead corals and fewer species.

Ngardmau- dead corals and fewer species and pollution.

Ngaremlengui to fewer species, dead corals, pollution, dredging and too many collectors.
Ngatpang - to pollution, effects of dredging, siltation and dead corals.

VVVVYVY VY

In 2002, communities in all 16 States were surveyed regarding their resources and similar results
were found. The top threats to their resources were over harvesting in the marine environment (13
States), loss of traditional knowledge and practices (10 States) and sedimentation (10 States).

Commercial Pulse Fishing

Large scale commercial ventures that exploit targeted resources are unsustainable. The pattern in the
Pacific is for large scale commercial pulse fishing operations that move from country to country.
Once a resource such as live groupers is exploited beyond its sustainable yield in one country, foreign
operations move to new location that was not exploited or not recently exploited. At Helen Atoll in
Hatohobei State, a large scale live fish business was operating for 2 years. The consequence was a
drastic drop in the inshore fishery production. Hatohobei State stopped the operation because of the
decrease in its fisheries (Graham, 2001).
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Graham (2001) reported that Helen Reef exported 30 to 50mt of predominantly groupers between
1994 and 1995 period. Helen Reef has an area of 163-km?, so this is a yield of 0.18 to 0.31 mt/km?.
Delegate Thomas Patris of Hatohobei State cited the depletion of fish on the reef of both the targeted
fish and reef fish in general (fish caught for food) as the number one reason for stopping his local
operation of live fish trade. In 1990, 3,0001lbs of the humphead wrasse, Cheilinus undulatus (maml)
was captured live by foreigners and confiscated by the Palau Government (MRD, 1990). No data is
available for the humphead parrotfish, Bolbometopon muricatum. (TEI, 2003a)

1.2.5.2 Depletion of Terrestrial Resources

Land-based resources are not as heavily exploited as marine resources, and are thus being used at
more sustainable levels. Forest resources are underused in most areas, especially since imported and
alternative building materials have become more commonly available and inexpensive. Other land-
based activities, such as mahogany use, taro and farm crop cultivation, Pandanus use for baskets, are
sustainable because the resource is usually replanted to maintain a sufficient supply. Some
agroforestry resources (such as coconuts, betelnut, and fruit trees) are not being replanted in all areas,
while in other places they are abundant.

Mangroves are both sustainably used and non-sustainably used, depending on where you look. In
some states, the mangroves are rapidly being filled in to create new land. In other states, the
mangroves are used as a source of wood for small building projects, and are not being heavily used.
However, mangroves may be growing seaward because sedimentation levels have increased in the
nearshore waters. (TEIL, 2003a)

While people noted that many of the more heavily exploited mangrove species have declined in
abundance, some species are showing signs of increase: in particular, people mentioned crocodiles,
mangroves trees growing seaward, seabirds in Sonsorol, and mangrove crabs in some areas in Koror
where they are not collected. (PCS, 2003a)

1.2.5.3 Depletion of Freshwater Resources

Palau is fortunate to have abundant freshwater resources, however with increased drought, there is a
need to expand storage capacity. Babeldaob is heavily dissected with a stream system that discharges
approximately 500 million gallons per day (gal/day). Palau’s annual internal renewable water is
estimated at 450 billion gallons. Currently, the water supply that provides water to over 80% of the
population is from the Ngerikiil Watershed in Airai State, the southernmost State in Babeldaob and
discharges approximately 67 million gal/day. The Airai water treatment plant pumps 4-million
gallons of water per day, of which, 35-45 percent is lost due to leaks in the piping system.

1.2.6 NATIONAL SECURITY AND CRIME, INCLUDING ISSUES PERTAINING TO LARGE EEZS

Due to the proximity to Indonesia and Philippines, the 600,900 square kilometer EEZ, and the
friendly relationship with the United States, national security has become a pressing issue with illegal
fishing by foreigners and Palau’s being a potential target of terrorism. Technological advances and
increased flights to Palau add to these concerns. It will be necessary to improve regional and
international strategies to address terrorism. Such regional and international cooperation is presently
quite limited.
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As the Republic has only one Patrol Boat, the Ministry of Justice has been seeking financial support
to deploy unmanned aerial surveillance craft to help address surveillance of the EEZ. Additionally, it
will be necessary to improve regional and international strategies to address terrorism. Such regional
and international cooperation is presently quite limited.

1.2.7 UNEMPLOYMENT AND LABOR

The 2000 Census Report places the Republic with the unemployment rate of 4%. This rate is
relatively low for a developing country. Unlike many other Pacific Island Countries labor is a scare
national resource in Palau as a result of:

Controlled fertility;

High rates of Palauan out migration;

Continuing low levels of labor force participation especially by young Palauans;
Rapid expansion in the number of formal sector jobs.

The scarcity of Palauan labor has not been considered to constitute a significant constraint on
development due to the government’s policy of facilitating the seemingly low-cost Asian workers to
fill the gap between labor and jobs. This policy, however, has led to a rapid increase in the number of
foreign residents and increasing social tensions.

In response to this, the government has developed a policy on “Population and Sustainable
Development” which proposes a combination of strategies designed to slow the in-flow of foreigners
and the outflow of Palauans. Among the recommendations having a significant economic impact are:

Reduce out-migration while encouraging overseas Palauans to return;

Develop Palau’s own human resources and increase productivity of Palauan labor;
Create a technologically rich economy in place of a job rich economy;

Control commercial development in accordance with the carrying capacities of Palau’s
environment, infrastructure, and domestic labor force. (Otto, 1998)

Recommendations were submitted to the President in March 1997. However, these recommendations
require both controlled economic development and re-direction of current development strategies
away from labor intensive growth. As such, the policy implications are enormous. Although the
recommendations, and the accompanying report, have heightened the understanding of the link
between population and development, neither the Executive nor Legislative branches of government
have endorsed CoPopChi’s policy recommendations, nor have an alternate set of recommendations
been proposed. Palau consequently has no population policy; population parameters are currently
driven by decisions made in the economic sectors. (Bishop, 2001)

1.2.8 HIV/AIDS, MALARIA, OTHER DISEASES

1.2.8.1 HIV/AIDS

In 1999, Palau remained one of very few countries in the world in which domestic transmission of the
HIV virus had not been detected. Two Palauans had died from AIDS but both were infected while
resident overseas, returning home in the advanced stages of their disease. However, this is no longer
the case. The Bureau of Public Health (BPH) now reports that there are three deaths from AIDS and
at least five cases of domestic transmission. By virtue of Palau’s demographics, economics, health

status, and behavior patterns, there is a high level of vulnerability to the introduction and spread of
HIV/AIDs.
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For many years, Palau has reported a high rate of STDs. Palau’s reported STD rate is in fact higher
than that of most Pacific Island countries and generally equivalent to that of the United States. While
“traditional” STDs can generally be treated easily and relatively cheaply, their presence indicates
more serious underlying problems of unhealthy lifestyles and unhealthy choices. Unfortunately, all
the indicators of vulnerability are present in the community:

e Palau has a high rate of infection with sexually transmitted diseases other than HIV; this
alone indicates that a large number of Palauans are not practicing “safe sex;” STD infection
also increases the risk of HIV infection in the event of sexual contact with an HIV-infected
partner.

e Palauan youth initiate sexual activity at a relatively young age; survey data suggest that about
50% of sexually active high school students use condoms meaning that 50% of sexually
active students (or 25% of the student population) are at risk of STD infection;

e Significant numbers of Palauan adults, especially men, have multiple sexual partners and do
not practice “safe sex;”

e The risk of infection is amplified by increasing mobility of the resident population and close
links between Palau and Asian countries which have moderate to high prevalence rates for
heterosexually transmitted HIV infection;

e The risk is further amplified by rapid growth of Palau’s own domestic “sex industry” whose
workers are imported from high risk Asian countries to service an ethnically diverse clientele;

e Because of these factors, there are a large number of Palauan women who are at risk of
contracting STDs or HIV infections not by their own actions but as a result of the actions of
their partners who are neither monogamous nor practice “safe sex.” (Government of Palau,
2000)

1.2.8.2 Malaria and Other Diseases

Fortunately, malaria is not present in Palau, however, there are several other vector-borne diseases:
Dengue Fever, Leptospirosis, and Filariasis. While Palau does have vector-borne diseases, unlike
many developing nations the key problem diseases are the non-communicable and lifestyle diseases.
Although there has been a definite improvement in the general health standards of the population over
the past few decades, changing lifestyles have resulted in different health patterns and new health
problems have emerged. Indicators for communicable diseases are continuing to increase at
relatively high rates. This indicates a society that is experiencing diseases of both developing and
developed nations. Examples of the latter include increases in gastroenteritis, cardiovascular disease
(heart attacks and strokes), cancer and diabetes. Diabetes is strongly associated with age, lack of
exercise, diet, obesity, alcohol consumption and stress — classic diseases of lifestyle and
modernization. (SAGRIC Int., 1996)

1.2.9 WATER AND SANITATION IN RURAL AND URBAN AREAS

(Solid waste and wastewater management covered in Section 3.1.6)
1.2.9.1 Sanitation Inspection Services

The Division of Environmental Health (DEH) within the Ministry of Health (MOH) provides
sanitation services to all households in the Republic. The services include regular and comprehensive
inspection of all households at least once a year. These inspections focus on identifying any aspect of
the environment around the household that may be a potential cause for disease. Penalties and fines
may be applied to households that are non-compliant of sanitation regulations.
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The DEH conducted a study to illustrate the link between household sanitation and medical visits. Dr.
Ishmael Togamae, Physician at the Southern Community Health Center (SCHC) a dispensary located
in Peleliu State conducted a community mapping project and the following are his observations:

e Households in areas with higher population density tend to present more frequently to the
SCHC.

e Households with low scores with Environmental Health assessment present more frequently.
Zones with overall low percentage scores with Environmental Health tend to have a higher
household presentation to the dispensary.

1.2.9.2 National Constraints for Sanitation

As with many other developing countries, Palau lacks much of the resources necessary to
accommodate technological and ideological changes that are driven by the desire on the part of the
public to rapidly improve the quality of life, leaving the health of the public at risk.

The Republic is developing at a rapid pace, and this will accelerate once the Compact Road is
complete in 2005. It is imperative that infectious disease surveillance and control plans be in place
and be presented and accepted by the public prior to the opening of the Compact Road. The expected
return of many Koror residents to their home States in Babeldaob, along with the influx of tourism
into areas formerly inaccessible will result in higher risk of widespread infection of emerging or re-
emerging infectious diseases or illnesses into other areas of the nation. The lack of implementation of
waste management plans increases the frequency of diseases caused by unsanitary conditions.

1.2.9.4 Water Resources Management

The primary source of fresh drinking water in Palau is from precipitation, which provides 410 billion
gallons of available water each year. Groundwater is found in Palau, but the groundwater lens is
believed to be relatively thin and only contributes approximately 40 billion gallons of water annually.
The combination of these two sources provides Palau with 450 billion gallons of renewable water
annually.

Palau’s water supply is extremely vulnerable to droughts. Although rainwater is a renewable source
of water, it is subject to seasonal and yearly variations and Palau has inadequate water storage
capabilities. The mean rate of water usage in Palau is 100 gallons per person per day. This is
considered to be a very high usage rate compared to world averages, and stems from lack of water
conservation awareness and low consumer water utility bills.

Another major constraint on water usage is lack of distribution infrastructure. The Airai water
treatment plant supplies water to over 80% of Palau’s population. This plant pumps 4-million gallons
of water per day, of which, 35-45 percent is lost due to leaks in the piping system. The remaining
population is supplied with water from small, rural water treatment facilities. There arel7 such
systems, each run by individual state governments. Most of these facilities lack filtration units, which
are critical to reducing turbidity in drinking water. Only 20% of the facilities are able to provide the
public with water that is consistently chlorinated. As a result of this inconsistent water quality and
supply, 67% of the population relies on rainwater catchments as their main source of drinking water.
This is of concern, since over 90% of tested rainwater catchments are contaminated with fecal and
total Coliform bacteria.
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Threats to Palau’s water resources include man-made contamination and drought. Increasing
development, poor land use, and deforestation in combination with heavy rainfall is leading to
increasingly turbid and contaminated water. This water must be purified before being distributed,
putting a greater strain on the water distribution system, which is currently operating at capacity.

Although Palau is currently able to meet its water needs, water demand is growing and is expected to
increase in the near future. In order to curb this increased demand, water conservation programs and
public education will be critical. In addition, public water systems need to be upgraded and repaired
in order to maintain water quality. A capitol improvement project currently underway includes
upgrades of water systems throughout Babeldaob. A new upgraded waterline is currently underway
between Ngaraard and Ngarchelong States.

1.2.10 ADDITIONAL CHALLENGES (SUSTAINABLE TOURISM, RURAL AND FOREST FIRES,
INVASIVE SPECIES)

1.2.10.1 Sustainable Tourism

With the scheduled phase-out of the financial provisions of the Compact of Free Association in 2009,
Palau continues to face a unique dilemma: what mix of economic activities is appropriate to ensure
strong and sustainable development once basic infrastructure is in place? A consensus on the main
objectives of this blueprint, namely sustainable growth and an adequate standard of living would
make choices clearer and the commitment to achieving them stronger. Palau’s leadership must
therefore grapple with this very important challenge, not only to create a self-reliant market economy,
but also to ensure that the benefits are as widely distributed as possible. Although it is more common
for market forces to make these decisions, Palau’s smallness, remoteness, and fragile ecosystem call
for planned growth, which includes strategic policy controls and planning structures within the
context of market principles. The first concern in this planning process must be the establishment of a
small, yet dynamic and diversified tourist market within its limited human, natural and capital
resources. Whether the future total tourist count is 200,000 or 300,000 is less critical than the
selection of the appropriate tourism base and the diversity of tourism options. The definition of this
tourism should then result in the development of appropriate amenities and infrastructure. Because
travel is more of a qualitative experience than a tangible good, the quality of visitors’ experience
becomes a barometer for future tourists and, therefore, of critical importance.

At the same time, it must be remembered that tourism is a highly competitive business, with
destinations developing rapidly in and around the Pacific, all with the objective of attracting the most
lucrative tourists from around the region. Palau must consequently put into place institutions that
allow Palau to establish a competitive tourism industry, within the context of its growth objectives,
while maintaining local traditions.

Very importantly, Palau cannot rely on tourism alone, but must diversify its private sector portfolio to
allow it to withstand regional and international shocks to tourism. Along with developing a
specialized destination, Palau must therefore take advantage of its natural environment and promote
commercial activities such as commercial fishing, sports fishing, and primary sectors such as
agriculture, agriculture and manufacturing. These activities can be designed in ways to complement
the landscape and other characteristics of the destination. What lies ahead in Palau is a challenge, but
it also offers a unique opportunity to develop a dynamic, diversified and self-sustaining economy that
generates a reasonably high standard of living.

Recent reports on the investment environment in Palau indicate a lack of capacity to respond to a
rapidly changing market. The critical task ahead is to establish a clear and transparent foreign
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investment environment. Only then will development plans come to fruition. (Government of Palau,
2004)

A government sponsored roundtable discussion took place in 1997 and identified major issues that
Palau needed to address if it was to develop a sustainable tourism industry. As a result of this
discussion, a National Committee on Sustainable Tourism Policies was formed by Executive
Order. One of the Committee’s top recommendations was to establish a National Tourism Unit
(NTU). The NTU was created in 2002 by Executive Order. This Unit is responsible for the
implementation of policies and action plans as recommended by the Committee. Specifically, The
NTU has the following strategic objectives: Product Development and Diversification, Labor and
Human Resources Development - Capacity Building; Planning and Development, Regulation, Asset
Protection; and Increased Palauan Participation. The NTU will focus on several areas of tourism
management including: Visitor Management, Licensing, Standards/Quality,; Information and Data
Capture; Product Capture; International Relations and Linkages; Labor and Training; Community
Awareness, and Policy and Legislation. (Government of Palau, 2004)

Tourism is the greatest contributor to Palau’s GDP. The key challenges and constraints in Palau with
respect to sustainable tourism are:

e Lack of public and political understanding of the concepts of eco-tourism and high-end
tourism;

e Lack of public and political support for sustainable, high-end eco-tourism development,
including private investors and developers.

e Inadequate Palauan participation in the tourism industry which consequently inhibits the flow
of benefits derived from tourism to local communities.

e Lack of support for the Sustainable Tourism Policies and Action Plan and the formation of a
National Tourism Unit, possibly due to the above listed constraints in addition to political and
private business interests of many government officials.

1.2.10.2 Rural and Forest Fires

The Ministry of Justice, Bureau of Public Safety, Division of Fire and Rescue, is responsible for all
fire fighting response in Palau and ambulance service. The Division has limited staffing for the
magnitude of the needs. Division also is presently required to man the fire/crash trucks at the airport
one hour prior to until one hour after each flight. Some fire fighting training has been provided from
off-island sources, but training is primarily on the job, although each officer attends the three month
Palau National Law Enforcement Academy. The Division also provides some fire awareness
education in the schools. The Division will work with the Bureau of Agriculture on forest fire
management issues and to explore options for improving fire management capacity in the states (e.g.
coordinating volunteers in each state to be trained as volunteer “fire brigades.”) (Hinchley, 2004)

At the request of the Ministry of Justice, the Congress introduced a Life Safety Code which would
allow for the promulgation of regulations regarding standards for structures and for authority of the
officers to inspect structures. Without such authority and requirements there will continue to be
substandard construction which leads to increased risk of fires, and diminishes the ability to save
property and lives.
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1.2.10.3 Invasive Species

Invasive species are considered to be possibly the greatest threat to biodiversity in the Pacific Islands
and in Palau they are a major threat to terrestrial resources. Palau has many invasive weeds. A recent
report (Space et al, 2003) on invasive weed species of environmental concern in Palau found:

e 4 species that are presently subjects of eradication programs
53 species that are in Palau are known to be invasive or potentially invasive.

e 95 species that are invasive or weedy elsewhere and are common, weedy or cultivated in
Palau.

e 15 native species (or Micronesian introductions) that exhibit aggressive behavior.

e 249 species that are invasive elsewhere in similar ecosystems but not currently known in
Palau (potentially invasive).

The four species currently being eradicated are: Imperata cylindrica (kasoring, blady grass, cogon
grass), Mikania micrantha (teb el yas, mile-a-minute weed), Schefflera actinophylla (octopus tree),
Spathodea campanulata (orsachel kui, African tulip tree). At least 3 of these has potential to cause
serious damage to forest environments and habitats in Palau, and ongoing control efforts will be
needed to fully eliminate them and prevent re-introduction.

Of the other invasive species already widespread in Palau, Space et al (2003) note that eradication or
extensive control is out of the question for all of these species, but that control in sensitive, natural
and protected areas such as the national parks and reserves may be required. In addition, they stress
the need to make every effort to keep out all the species listed as potentially invasive, to monitor for
their occurrence and to eradicate them immediately if found. These are all well-documented problem
species that have had a major impact on natural ecosystems elsewhere. The potential impact of these
species, if they are introduced and become established, can be severe. (Hinchley, 2004)

There are currently two multi-agency groups that address invasive species issues. One group focuses
on animals and another focuses on plants. The Invasive Weeds Committee of the Palau Natural
Resource Council (PNRC) is a multi-agency committee that has been active for several years