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Background C+ YO RADB

e |nitial Consultations in DC and all three FAS
* Progress to-date...

e ... thus, the study has been reduced in focus from the
original three scenarios...

Thinking practically—base scenario

ol e .

Thinking positively—extended funding scenario

e ...to just two scenarios
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Comparison of Compact Features & Compact Timeline

~AS Economic Structure and Performance
B mpact of COVID-19 and Economic Performance
n Modeling Non-Renewal

M

odeling Renewal

B Summary Results & Concluding Observations...
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1. FAS Compact Periods

FSM + RMI Compact Period (FY87-FY03) FSM + RMI Amended Compact Period (FY04-FY23)

Palau Initial Compact Period Palau Compact Review Agreement Period
(FY95-FY09) (FY10-FY24)

(@) | | |

Palau CRA Stopgap Palau CRA Fully
Funding (FY10-FY17) Authorized (FY18-FY24)
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FAS Compact Feature Comparison
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1. FAS Compact Timeline

INITIAL COMPACT PERIOD (FY87 TO FY03) AMENDED COMPACT PERIOD (FY04 TO FY23)
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1. FSM Compact Timeline

COMPACT TRANSFERS (IN FY24 PRICES)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

Includes $20m to Infrastructure

$250m Development Fund and FY02-FY03 increase
other one-time grants mostly used for FSM
contribution to initiate CTF

$200m
$150m \\ﬁ
First Step-Down Transfers minus SEG US Contribution to CTF2
$100m Cumn
ulativ
Second Step-Down e effect of decrement & two-thirds Inflation adjyst
ustment

$50m
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1. RMI Compact Timeline

COMPACT TRANSFERS (IN FY24 PRICES)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

$125m Includes $20m to Infrastructure FYO02-FYO3 increase
Development Fund and mostly used for RMI
other one-time grants contribution to initiate CTF

$100m

$75m ——

Us ibuti
$50m First Step-Down Transfers Minus SEG Contribution to CTF
Cumulative eff
2
Second Step-Down ct of decrement & two-thirds inflation adjust
ment,

$25m
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1. Palau Compact Timeline

COMPACT TRANSFERS (IN FY24 PRICES)

INITIAL COMPACT PERIOD (FY95-FY09) AMENDED COMPACT PERIOD (FY10-FY24)
CRA STOPGAP FUNDING CRA FULLY AUTHORIZED
(FY10 to FY17) (FY18 to FY24)
$250m
CTF Funding FY95
$200m ($66m nominal)
$150m Compact Transfers with CTF Distributions? Jliass (gggnﬁ‘;’;ﬂ?r?a;ws
$115M | CTF Funding FY97
$100m ($4m nominal) $74m
$50m
$7m
$0m _— -
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1. FSM Compact Timeline

COMPACT TRANSFERS (AS % OF GDP)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

100%

75%

FYO4: 37%
50% FY23:23%
FY87: 75%

25%

0%
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1. RMI Compact Timeline
COMPACT TRANSFERS (AS % OF GDP)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

100%

75%
50% FY04: 35%
FY23: 15%

FY87:73%
25%

0%
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1. Palau Compact Timeline

COMPACT TRANSFERS (AS % OF GDP)

INITIAL COMPACT PERIOD (FY95-FY09) AMENDED COMPACT PERIOD (FY10-FY24)
CRA STOPGAP FUNDING CRA FULLY AUTHORIZED
(FY10 to FY17) (FY18 to FY24)

120
FY95:107%
90
Compact Road Funding
($219m in FY24 prices)
60 Annual stopgap appropriation
. 470 of $13m and $5m
FY96:17% CTF distribution
30 FY24: 5%
0

EYC P LR LR LM (L L e S A A AP O X
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Presentation Outline

Comparison of Compact Features & Compact Timeline

B Impact of COVID-19 and Economic Performance
n Modeling Non-Renewal
M

odeling Renewal

n Summary Results & Concluding Observations...
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Economic Structure and Performance

o
© O i

PRIVATE SECTOR

FSM Private Sector @ RMI Private Sector
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Economic Structure and Performance

$402m $240m $280m

FSM Government @ RMI Government o Palau Government
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Economic Structure and Performance

$402m $240m $280m

FSM Household Production @ RMI Household Production o Palau Household Production
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Economic Structure and Performance

o
© O i

COMPACT REVENUES

FSM Compact Revenues @ RMI Compact Revenues o Palau Compact Revenues
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Economic Structure and Performance

$303m $144m $120m

FSM US Federal Programs @ RMI US Federal Programs O Palau US Federal Programs
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20 Economic Structure and Performance

FAS STRUCTURE OF KEY REVENUE SOURCES (FY17-FY19, 3-YR AVG)

TAX DOMICILE DEPARTURE TAXES

Q FSM Domestic Taxes @ RMI Domestic Taxes O Palau Domestic Taxes

n The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States



20 Economic Structure and Performance
FSM GDP LEVEL (FYO4 PRICES) AND ANNUAL % GROWTH

$280m GDP annual % growth

GDP level FY04 prices
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Economic Structure and Performance
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20 Economic Structure and Performance

PALAU GDP LEVEL (FY15 PRICES) AND ANNUAL % GROWTH

GDP Level FY2015 Prices
] I I I I
> il l i_n

-2 5% $100m

-10%
R . N D
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Presentation Outline

Comparison of Compact Features & Compact Timeline

E FAS Economic Structure and Performance

eling Non-Renewal

eling Renewal

B Summary Results & Concluding Observations...
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The Impact of COVID-19

FSM PROJECTED GDP LEVEL AND ANNUAL % GROWTH

s240m

FY19 2.8% )

1%

-1% FY21 -1.20@

-3%

FY20-3.9% )

-5% $200m
SIS
MY Y
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3. The Impact of COVID-19

FSM PROJECTED PRIVATE AND PUBLIC SECTOR GROWTH

Public Sector R Private Sector

1

l FY21-4.8% )
F

Y20 -7. 9%

- 1 5%
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The Impact of COVID-19

RMI PROJECTED GDP LEVEL AND ANNUAL % GROWTH

GDP Growth X GDP Level B $250m )

$200m
| $50m
FY21 -3.3%
FY20 -2.6%
<
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The Impact of COVID-19

RMI PROJECTED PRIVATE AND PUBLIC SECTOR GROWTH

(szo -3. 8%’
FY21-7.4% )
%
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'
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Private Sector
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3. The Impact of COVID-19

PALAU PROJECTED GDP LEVEL AND ANNUAL % GROWTH

.I -

FY20 -9.7%

FY21-14.3%

Csom
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3. The Impact of COVID-19

PALAU PROJECTED PRIVATE AND PUBLIC SECTOR GROWTH

Public Sector ¥ Private Sector

l I
[

-25%
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The Impact of COVID-19

PALAU EXTERNAL DEBT

Debt Service / Domestic Revenues

External Debt *

60%

30%

0%

> 0, N\ N O\ Jo} \x
NSNS TR . A S )
AR AERAERAERAERA RS
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30% Debt-to-GDP is considered
a healthy, sustainable level.

FY20-FY22 involved $90m of
COVID-related borrowing.

Projected debt level for FY22 is
deeply concerning... but
unavoidable.

As GDP recovers, debt-to-GDP
will improve dramatically.



Presentation Outline

Comparison of Compact Features & Compact Timeline

—AS Economic Structure and Performance
B mpact of COVID-19 and Economic Performance

n Modeling Non-Renewal

Modeling Renewal

B Summary Results & Concluding Observations...
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4. FSM Compact Timeline

GDP GROWTH (FY23 PRICES)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

GDP 0.7% p.a. Growth in fisheries
$500m v °P (and public sector) K
$400m
$300m Painful fiscal adjustments in Termination of FAA FY20-FY22
_ Chuuk and Kosrae projects and continued Negative impact of
{E”epggigazdﬁeslgmdeﬁv? resulting from transition delay of implementation of COVID-19 pandemic
} ’ toA ded

$200m including FSM-wide civi 0 Amende Compact Infrastructure grant

. Compact provisions
service retrenchment

$100m

t GDP 1.5% p.a. i GDP 041% p.a. )

R R S S G UL R UL A G U I G
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4. RMI Compact Timeline

GDP GROWTH (FY23 PRICES)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

GDP 1.0% p.a.
$ 4
300m
$240m
$180m
Impact of adjustment to
$120m the second step-down,
including civil
$60 service retrenchment
m
t GDP 1.2% p.a. i

qB ¥ @ 0 P (@ (@ (@

E The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States

Growth in fisheries [
(and public sector)

FY20-FY22
Negative impact of
Termination of FAA COVID-19 pandemic
projects
GDP 1.0% p.a. )

A P



4. Palau Compact Timeline

GDP GROWTH (FY24 PRICES)

INITIAL COMPACT PERIOD (FY95-FY09) AMENDED COMPACT PERIOD (FY10-FY24)
CRA STOPGAP FUNDING CRA FULLY AUTHORIZED
(FY10 to FY17) (FY18 to FY24)
380m Compact Road Funding . .
$ ($149m nominal) Rapid tourism growth
$330m
$280m
$230m End of Compact Road
and Global Financial Crisis
FY20-FY22

$180m Negative impact of

t GDP 1.2% p.a. i GDP 2.2% p.a. —— | COVID-19 pandemic

5 ol 109 N D ® ) ® M A Db
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4. FSM Compact Timeline

NET MIGRATION THROUGHOUT THE FAS (2004-2011)

0.0% CHUUK KOSRAE POHNPEI YAP FSM RMI PALAU

-0.5%

-1.0%

-1.5%

-2.0%

-2.5%
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4. FSM Compact Timeline

POPULATION (ACTUAL vs OUTMIGRATION)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

160k
Estimated
Actual Population
40k
0
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4. RMI Compact Timeline

POPULATION (ACTUAL vs OUTMIGRATION)

INITIAL COMPACT PERIOD (FY87-FY03) AMENDED COMPACT PERIOD (FY04-FY23)

80
Estimated
60 Outmigration?®
40
Actual Population
20
0

Q‘l‘g\ Q‘\Q’Q ?&9'5 ?*96 Q‘qu (?{61 ?‘Q‘: ?&0‘3 Q‘l\\ Q‘l\& (?l(\ Q‘O'Q Q‘U}
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4. Palau Compact Timeline

POPULATION (ACTUAL vs OUTMIGRATION)

INITIAL COMPACT PERIOD (FY95-FY09) AMENDED COMPACT PERIOD (FY10-FY24)
CRA STOPGAP FUNDING CRA FULLY AUTHORIZED
(FY10 to FY17) (FY18 to FY24)

40

30

20 Estimated Outmigration® 7,974
18,712
10 Actual Population -

0

o°

3\ ) '\ yD © y\ i A\ A > M
R R R I S A SR LR AR LR R
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4. Modeling Non-Renewal

FSM NON-RENEWAL SCENARIO

Q ( FY23 Compact & Federal
$123'4m) Program Flows

\
\
$100m BK
‘\
\
\

\

NON-RENEWAL SCEN.

0%$47.5m Reduction to
Sustainable CTF Distribution

0%11.1m Loss of SEG

Total Reduction

m The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States



Modeling Non-Renewal

IMPACT OF NON-RENEWAL SCENARIO FOR FSM

IMPACT: GROSS DOMESTIC PRODUCT + JOBS

$500m g
= =
L o
(&

c $400m \/C\)/_ %
o =
™ -
3 3
— $300m L
(o o E
8 -806 /0 L‘ -1 ,753 >
REDUCTION IN GDP LOSS IN JOBS —

$200m i

R L U Ly
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IMPACT: OUTMIGRATION

oo 92 11,754

ADDITIONAL MIGRATION
30,000

20,000

10,000
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4. Modeling Non-Renewal

RMI NON-RENEWAL SCENARIO

60m FY23 Compact & Federal
Program Flows
\
NON-RENEWAL SCEN.

0%$3.6m Reduction to
Sustainable CTF Distribution

0%5.6m Loss of SEG

Total Reduction

B The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States



Modeling Non-Renewal

IMPACT OF NON-RENEWAL SCENARIO FOR RMI

IMPACT: GROSS DOMESTIC PRODUCT + JOBS IMPACT: OUTMIGRATION
$300m = 20,000 7( 3,604
—_ -4.4% 2 -668 ,% ADDITIONAL
v REDUCTION IN GDP LOSS IN JOBS < 15,000 MIGRATION
S $250m ©
oz
> 2
& g 10,000
T 5,000
o =
=
$150m b o
R e e Y S T B R R R T IR P
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4. Modeling Non-Renewal

PALAU NON-RENEWAL SCENARIO

FY23 Compact & Federal
\ $48.8m Program Flows
\

NON-RENEWAL SCEN.

0%5.0m Reduction to
Sustainable CTF Distribution

Total Reduction

E The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States



4. Modeling Non-Renewal

IMPACT OF NON-RENEWAL SCENARIO FOR PALAU

IMPACT: GROSS DOMESTIC PRODUCT + JOBS IMPACT: OUTMIGRATION
$500m = 2,000
o
_ 0.4% : o
0 INCREASE IN GDP o _e*
S $400m S 100 - 5o [ 500 |
‘%’ 5 ’m ~ o?
s S - oo
E $300m E 0 oo ooed O Ty R —
< Outmigration Trend
9 Iy -34 . 300
LOSS IN JOBS -
$200m 1l -1,000
T N T T s T ST T T T S T A T S
A R e e R e N PN A N P I IR PN T 11
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Presentation Outline

Comparison of Compact Features & Compact
~AS Economic Structure and Performance

B mpact of COVID-19 and Economic Performance
n Modeling Non-Renewal

ﬂ Summary Results & Concluding Observations...
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5% Modeling Renewal

FSM RENEWAL SCENARIO

RENEWAL SCENARIO
0%$123.4m FY24 Compact and Federal Program

Flows Continue (Fully Inflation Adjusted)
©%$39.5m CTF Contributions for 20 Years

FY23 Compact & Federal
< $123.4m Program Flows

NON-RENEWAL SCEN.

0%$47.5m Reduction to
Sustainable CTF Distribution

0%$11.1m Loss of SEG
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Modeling Renewal

IMPACT: GROSS DOMESTIC PRODUCT + JOBS IMPACT: OUTMIGRATION
| NON-RENEWAL | NON-RENEWAL
$500m = 40,000
$435m = REDUCTION IN MIGRATION
m $421m = BELOW TREND
L ( & 30,000
o $400m N’ \’/- —
5 s
X 5 20,000
S o
L ¢300m T
o = 10,000
o = 9,857
GROWTH IN GDP GAININJOBS £ :
$200m 1 @%
VRN AT B AR BN R R A e A AT e
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Modeling Renewal

$59.1m FY24 Compact and Federal Program
Flows Continue (Fully Inflation Adjusted])

$22.0m RMI CTF Contributions for 20 Years
60m FY23 Compact & Federal
Program Flows
\

NON-RENEWAL SCEN.

0%$3.6m Reduction to
Sustainable CTF Distribution

0%$5.6m Loss of SEG

Total Reduction
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Modeling Renewal

IMPACT: GROSS DOMESTIC PRODUCT + JOBS IMPACT: OUTMIGRATION
| NON-RENEWAL | NON-RENEWAL
$300m = 20,000
5 > OO
wn <
3 REDUCTION IN GDP LOSS IN JOBS @ 15,000 ABOVE 5735
= $250m = TREND /
E b3
- -
> $221m S CGEm s
= \.-—/ o 2t
LL \/ (] >’
=  $200m T / e
a $220m = 5,000 - _oKCF
o = _
= - 5,268
$150m A
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5% Modeling Renewal

PALAU RENEWAL SCENARIO

RENEWAL SCENARIO
0%48.8m FY24 Compact and Federal Program

Flows Continue (Fully Inflation Adjusted]
©%$15.0m RMI CTF Contributions for 20 Years

FY23 Compact & Federal
\ $48.8m Program Flows
\

NON-RENEWAL SCEN.

0%$5.0m Reduction to
Sustainable CTF Distribution

Total Reduction
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Modeling Renewal

IMPACT: GROSS DOMESTIC PRODUCT + JOBS

$500m

$400m

GDP (FY23 PRICES)

$200m

$300m \/ $341m

INCREASE IN GDP

~
$313m ~ -

l"’llll
" 4

GROWTH IN JOBS

B v e

ESTIMATED OUTMIGRATION

2,000

1,000

-1,000

E The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States

IMPACT: OUTMIGRATION

REDUCTION IN
MIGRATION .
[ 4 > <
- ' 4
326 ) _of
g 484

NN TN IR IR R0



Presentation Outline

Comparison of Compact Features & Compact
~AS Economic Structure and Performance

B mpact of COVID-19 and Economic Performance
n Modeling Non-Renewal

Better Results

ﬂ Summary Results & Concluding Observations...

m The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States



Modeling Renewal + Better Results

IMPACT: GROSS DOMESTIC PRODUCT + JOBS IMPACT: OUTMIGRATION
| NON-RENEWAL
$500m : =z 40,000
431m o
= REDUCTION IN MIGRATION
) $421m < BELOW TREND
i - = 30,000
=  $400m e - TN mm— =
% =
X 2 20,000
n o
= $300m m
- T 10,000
T} =
INCREASE IN GDP GAININJOBS = 8,372
$200m b o
A e U B e e
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Modeling Renewal + Better Results

IMPACT: GROSS DOMESTIC PRODUCT + JOBS IMPACT: OUTMIGRATION
| NON-RENEWAL
$300m — 20,000
= REDUCTION IN
Y 2 MIGRATION
L INCREASE IN GDP GROWTHINJOBS o 15,000 BELOW
S ¢250m o TREND
x $223m =
© $221m 5 10,000
L $200m T
o X 5,000
G) s
= 5,268
$150m b o
N Q
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Presentation Outline

Comparison of Compact Features & Compact
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Summary Results and Observations

TRUST FUND OBSERVATIONS

* Broad-based recognition that the CTF Agreements require
amendments by mutual agreement of the original parties
followed by US Congress action

* [t has proven simple to improve upon the current “COFA Rules:.”

* Simple rules such as a fixed percentage rate of distribution work better
but remain flawed

* Modeling results show that more sophisticated rules

* However, there are always trade-offs across the three
principles...hence, a “scorecard” is needed to compare results

E The Economic Impacts of the End of Compact Grant Assistance in the Freely Associated States



6. Summary Results and Observations

TRUST FUND ANALYSIS SCORING METHODOLOGY

REAL FUND
VALUE

DISTRIBUTION

* Maintain the real value of VOLATILITY
the Fund corpus

* Provide target level of
distributions

* Minimize volatility of
distributions

DISTRIBUTION
LEVEL
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6. Summary Results and Observations

TRUST FUND SCORING RESULTS + COST OF RENEWAL

| FSM___RWI_| PALAU_

Non-Renewal COFA Rules CTF o o o
Score at the End of FY43/44 487% 90% 80%
Percent of Cases with COFA 75% 23% 23%
Zero Distributions SAFER 0% 0% 0%
Non-Renewal SAFER Rules CTF

81% 94% 90%

Score at the End of FY43/44

Renewal Projected CTF Score at the o o o
End of FY42/44 95% 98% 97%

Total US Appropriations in FY23/24
Prices (US $billions) $2‘54 $1‘08 $O‘73
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THANK YOU!

‘_. Time for Discussion & Questions



