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2. Appoint a special in-house task force to develop
an alternative proposal to be submitted to the
Congress next January, together with a report out-
lining your objections to the instant proposal.

3. Inform Governor Hernandez-Colon of Puerto Rico that
you have serious problems with the proposed Compact
in its current form and suggest that, together, we
might profitably use the additional time to jointly
develop a more appropriate proposal for submission
to the Congress upon its return.

4. Direct OMB, in consultation with the Domestic Council
and the National Security Council, to prepare a report
outlining your objections to the proposed Compact and
suggesting to the Congress that the real issue for
debate and resolution is whether Puerto Rico should
be made a State of the Union or given its independence.

RECOMMENDAT IONS
DECISION
Option 1
K Option 2
1 Option 3

Option 4



ACTION MEMORANDUM WASHINGTON LOG NO.:

FOR ACTION: Phil Buchen cc (for infor i
mation): :
Robert Hartmann Jim Connor
Jack Marsh Brent Scowcroft
A%an Greenspan Bill Seidman
Jim Lynn

FROM THE STAFF SECRETARY

DUE: Date: November 10 Time:  530pm

SUBJECT:

Compact of Permanent Union between
Puerto Rico and the U.S.

ACTION REQUESTED:

For Necessary Action For Your Recommendations

Prepare Agencio. and Brief Draft Reply

X __ For Your Comments we Draft Remarks
REMARKS:

please return to judy johnston,ground floor west wing

Recommend the following:

That the President (1) inform the Governor of Puerto
Rico (either the outgoing Governor or the incoming Governor,
as appropriate) that he has serious problems with the
proposed compact in its current form; and (2) direct OMB,
in consultation with the Domestic Council and the National
Security Council, to prepare a report indicating the nature
of the Administration's objections for submission to the
95th Congress in January.

DQ;not recommend that we develop an alternative
proposal to be submitted to Congress or that the President
meet with the new Governor of Puerto Rico to work out an / éf

» o al . . - -
PLERSE AT REIE RIS CSPY "TO MATERIAL SUBMITTED. in

If you have any questions or if you anticipate a < 106, \ |
delay in submitting the required material, please Jenee Cadién "'3
telephone the Staii Secretary immediately. Qo)r the Q"“dem.
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DUE: Date: November 10 Time:  530pm

SUBJECT:

Compact of Permanent Union between
Puerto Rico and the U.S.

ACTION REQUESTED:

For Necessary Action For Your Recommendations
Prepare Agenda and Brief - Draft Reply
X For Your Comments — Draft Remarks

REMARKS:

please return to judy johnston,ground floor west wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

Ne any quesiions or if you anticipate a
mitting the reguired material, plsase K. R. COLE, IR.
tslepﬁm‘m*ihe Staff Secretary imumediately. For the President
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Alan Greenspan Bill Seidman
Jim Lynn
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DUE: Date: November 10 Time: 530pm

SUBJECT:

Compact of Permanent Union between
Puerto Rico and the U.S.

ACTION REQUESTED:

For Necessary Action For Your Recommendations

—__ Prepare Agenda and Brief Draft Reply | -

X _For Your Comments — Draft R;amarks

REMARKS:

Please return to judy johnston,ground floor west wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
deiay in submitting the required material, please
telephone the Staff Secretary immediately.
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ACTION MEMORANDUM WASHINGTON LOG NO.:

Date: Gotober 28 Time: o 0pm
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Robert Hartmann
Jack Marsh Brent Scowcroft-
Alan Greenspan Bill Seidman
Jim Lynn
FROM THE STAFF SECRETARY
DUE: Date: November 10 ' Time: 530pm

SUBIJECT:

Compact of Permanent Union between
Puerto Rico and the U.S.

ACTION REQUESTED:

For Necessary Action For Your Recommendations

—— Prepare Agen&a and Brief ——— Draft Reply -

X _For Your Comments Draft Remarks

REMARKS:

pPlease return to judy johnston,ground floor west wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submitting the required material, please
telephone the Staff Secretary immediately.
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MEMORANDUM

THE WHITE HOUSE

WASHINGTON

November 15, 1976

LIMITED OFFICIAL USE

MEMORANDUM FOR: JIM CANNON
FROM: BRENT SCOWCROFT "J*é"'“‘
SUBJECT: Compact of Permanent Union Between

Puerto Rico and the United States

I have the following comments regarding the proposed Compact:

1. Although I understand that the President is required to submit
comments on the proposed Compact, many of the issues raised may
now be moot as a result of the recent election in Puerto Rico. That
election, at least in a vague way, was a mandate for statehood as
opposed to some of the more«difficult-to~characterize thrusts of the
proposed Compact. It appears highly likely that the new government
in Puerto Rico would want to take a new look at this proposal.

2. In light of these developments, I prefer Option 1.

3. I agree that the proposed provisions on navigable waters are
objectionable. Serious questions of national security would be raised
by acceptance of these proposals.

4. Authorization for Puerto Rico to participate in international
organizations and enter into international agreements in its own right
likewise would raise serious problems. The problem is not so much
comparability with the states, but rather with the proposed infringement
on the power and responsibility of the President, with the advice and
consent of the Senate, to conduct the foreign policy of the United States.
Although commonwealth status is sui generis and would not necessarily
need to be parallel with or limited by the rights and responsibilities
of the states in all respects, it does seem that the proposed derogation
of the President!s foreign policy power raises serious constitutional
questions as well as the obvious far-reaching practical ones.

LIMITED OFFICIAL USE




LIMITED OFFICIAL USE 2

5. Option 4, at least as presently stated, presents problems.
We are committed to grant independence to Puerto Rico should the
Puerto Ricans opt for it. They have not done so. Option 4 seems
to raise the possibility of cutting them adrift should we choose to do
so. Nor do I believe that independence vs. statehood is '"the real
issue''. The real issue is whether we can carry out the responsibilities
that we have assumed toward the people of Puerto Rico in a relationship
that does not fit within our present traditional framework but which is
tailored specifically to the facts of the case and which will und oubtedly
change over time.

All of these considerations strongly suggest Option 1 as the most
appropriate response at this time.

LIMITED OFFICIAL USE
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MEMORANDUM

THE WHITE HOUSE

WASHINGTON

November 11, 1975

MEMORANDUM FOR: JEANNE W. DAVIS
NSC
FROM: JAM r G OR
SEC TO THE CABINET

On October 23rd the attachedmemorandum was sent to all the
Cabinet members, including Secretary Kissinger at State
Department. We have received responses from all Cabinet
departments except State Department. I checked with

Mr. Springsteen's office and they report that on October 30th
State Department sent a response via the NSC to the

attention of General Scowcroft. Could you please let me

know the status of this. Otherwise we will have to submit

the report to the President minus State Department's comments.
Thank you.

encl.
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THE WHITE HOUS?

WASHINGTON

October 23, 16

(Nl
-J
O

MEMORANDUM FOR

THE CABINET

SUBJECT: Report of the Ad Hoc Advisory Group
on Puerto Rico ~

Attached is the report of the Ad Hoc Advisory Group on
Puerto Rico entitled "Compact of Permanent Union Between
Puerto Rico and the United States.'" Prior to submitting
the report to the President, it would be appreciated if

we could have the comments and recommendations

of the Departinents concerned.

It would be further appreciated if your comments could
be received by this office by close of business Thursday,

{{Octobéf 30, 1975.
(7 ’wa,,;‘_'?». -
et e P G T

o _:bn"M "
./r“ ‘_‘p;'
‘f;’(’ JAMES E. CONNOR
- SECRETARY TO THE CABINET

-

Attachment



November 1, 1975

MEMORANDUM FOR: JIM CONNOR :
FROM: Jeanne W. Daviw
SUBJECT: Report of Ad Hoc Advisory

Group on Puerto Rico
In response to your October 22 query, it is our understanding
that Jim Cannon has already acknowledged receipt of the report.

As you note, the formal Exccutive Branch response to the
report is being coordinated by Jim Falk and the NSC Staff.



7095 - add-on

MEMORANDUM
NATIONAL SECURITY COUNCIL

- . October 31, 1975

MEMORANDUM FOR: JIM CAVANAUGH

FROM: JEANNE W, DAV%WO

SUBJECT: Report of the Ad Hoc Advisory Group on
Puerto Rico ,

Attached are the Department of State's comments and recommendations
on the report of the Ad Hoc Advisory Group on Puerto Rico,
responding to Jim Connor's request to the various Departments and

Agencies.
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MEMORANDUM

NATIONAL SECURITY COUNCIL

October 31, 1975

MEMORANDUM FOR: JIM CAVANAUGH

FROM: JEANNE W, DAVfw

SUBJECT: Report of the Ad Hoc Advisory Group on
Puerto Rico

Attached are the Department of State's comments and recommendations
on the report of the Ad Hoc Advisory Group on Puerto Rico,
responding to Jim Connor's request to the various Departments and
Apgencies.
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DEPARTMENT OF STATE

Washington, D.C. 20520

UNCLASSIFIED

October 30, 1975

MEMORANDUM FOR LIEUTENANT GENERAL BRENT SCOWCROFT
THE WHITE HOUSE

Subject: Report of the Ad Hoc Advisory Group
on Puerto Rico

The Department was requested by memo of
October 23, 1975 from Mr. James E. Connor to
submit comments and recommendations on the
Report of the Ad Hoc Advisory Group on Puerto
Rico entitled "Compact of Permanent Union Between
Puerto Rico and the United States." Our comments
and recommendations are attached.

w’/:‘/‘

¥j/’ g///l/f

ofge S. /gprindsteen
Executive Secretary

Attachment:

As Stated

UNCLASSIFIED




COMMENTS AND RECOMMENDATIONS OF THE DEPARTMENT
OF STATE ON THE REPORT OF THE AD HOC ADVISORY GROUP
ON PUERTO RICO ENTITLED "COMPACT OF PERMANENT UNION

BETWEEN PUERTO RICO AND THE UNITED STATES"

Sections 2(d), 9(d), (e) and (f), and 10 of the
proposed Compact are of particular interest to the
Department of State. With certain differences these
sections were included within the April 12 draft of
the Puerto Rican delegation to the A4 Hoc Advisory
Group, and the comments transmitted to Mr. Cook by the
Legal Adviser on May 2, 1975 remain applicable.

Section 2(d) permits the participation of the
Free Associated State of Puerto Rico in international
organizations, as well as in certain types of agree-
ments with other countries. It is noted that the pro-
vision requires for participation in international
organizations a determination on a case-by-case basis
by the President of the United States. The Department
believes that such a requirement adequately protects
the responsibility of the Federal Government for the
conduct of Puerto Rico's foreign relations in this
area. We also note that past experience has demon-
strated the advisability of obtaining Congressional
concurrence for Puerto Rican membership in certain
international organizations; nothing in Section 2(4d)
would prevent seeking such concurrence in the future.
As a general rule, the Department believes that agree-
ments with other countries should be concluded by the
United States on behalf of, and with appropriate con-
sideration of the interests of Puerto Rico or by
Puerto Rico with the prior concurrence of the Department,
and the Congress where appropriate, and recommends
that the text of the Compact so indicate. U.S. dele-
gations concerned with negotiating such agreements
would, of course, include appropriate Puerto Rican
representation.

Section 9 deals with Common Market and Trade
Compact. Section 9(d) of the Compact authorizes the
Free Associated State to levy, increase, reduce or
eliminate U.S. tariffs and quotas on imports from
foreign countries, in a manner consistent with the
international obligations of the United States, and_
subject to certain specified provisos. This provision
would nullify the commonality of tariff treatment cur-
rently enjoyed by the United States and Puerto Rico,



which has heretofore been a cornerstone of the Common
Market concept. It would also permit actions contrary
to the U.S. national interest as reflected in current
U.S. quota or other import restraint programs (e.qg.,
textiles). We assume that other interested agencies
(i.e., Commerce, Treasury, STR, Agriculture and Labor)
will be commenting on these problems as well.

We, therefore, recommend that the language in
Section 9(d) regarding "mutually agreeable procedures"
be made sufficiently specific to avoid the problems
cited above.

Section 9(e) would permit Puerto Rico to import
from other countries materials and articles duty-free
for subsequent shipment and sale to other parts of
the U.S. Customs territory (again without paying U.S.
duties) provided that the F.A.S. shipping price contains
at least 35% value added in Puerto Rico. This pro-
vision would authorize treatment similar to that
accorded developing countries in the U.S. Generalized
System of Preferences, but would not be subject to
any of that program's controls or limitations. Thus,
products excluded by law from our GSP would be eligible
for duty-free entry from Puerto Rico. A number of
agencies (e.g., Commerce, Labor, STR, Agriculture,
Treasury, Customs) will undoubtedly oppose this idea,
and State also has reservations.

Section 9(f) includes, inter alia, three pro-
visions relating to the conduct of the Foreign Policy:

1) It obligates the U.S., in international
trade negotiations, to take into account Puerto Rico's
state of economic development and to promote its interests
by seeking the most favorable conditions for Puerto
Rico's exports;

2) ‘It accords observer status to Puerto Rico
within U.S. negotiating delegations;

3) It obligates the U.S., upon request and after
consultation and agreement, to seek for Puerto Rico
acceptance as an associated developing state quali-
fying to .participate in benefits from systems of pre-
ferences for developing countries.



The Department of State has no objection in
principle to the provisions of this Subsection. How-
ever, we would prefer to limit the scope of the langu-
age concerning Puerto Rican participation in so-called
"negotiating delegations." Many such delegations are
very small and deal with technical aspects of trade.
In practice, it would be difficult to assure in every
case that representation of the Free Associated State
could be included. It is consequently recommended
that the wording of this provision be changed to:

"The U.S. shall accord the Free Associated
State opportunity to participate, as part of
U.S. delegations, in general trade negotiations,
and in those specific trade negotiations where
the interests of the Free Associated State are
substantial. Representatives of the Free
Associated State in such delegations shall be
kept fully informed and shall be consulted con-
cerning negotiating positions and decisions of
interest to them."

In reference to the final point (seeking to ob-
tain acceptance of Puerto Rico as an associated devel-
oping State), while the Department accepts in principle
such a commitment, we must note for the record our
opinion that other developed nations are unlikely to
grant generalized trade preferences to Puerto Rico
unless they can be assured that goods from the United
States are not diverted through and exported as pro-
ducts of Puerto Rico.

Section 10 of the Compact authorizes the President
of the United States and the Governor of the Free
Associated State to make adjustments in the number of
aliens admitted to Puerto Rico. The Department has no
objection to the establishment of what is, in effect,

a separate immigration system for Puerto Rico. How-
ever, the establishment of such a system will require
careful planning and, we believe, legislative modi-
fication of the Immigration and Nationality Act, speci-
fically the definition of the United States in Section
101 (a) (38).



As a final point for the record, the Department
wishes to note that under existing arrangements the
U.S. passport issuance function is currently admin-
istered by the Governor of Puerto Rico. The Department
suggests that the practice should be examined with a
view toward conformity with preferable Federal pro-
cedures - such an examination could occur during the
legislative process attendant to the Compact, or at
a later time by and upon the establishment of the
Joint Commission as envisaged in Section 14 of the
Compact.

10/29/75



MEMORANDUM

NATIONAL SECURITY COUNCIL 7095

November 1, 1975

MEMORANDUM FOR: JIM CONNOR
FROM: Jeanne W. Daviw
SUBJECT: Report of Ad Hoc Advisory

Group on Puerto Rico

In response to your October 22 query, it is our understanding
A that Jim Cannon has already acknowledged receipt of the report.

As you note, the formal Executive Branch response to the
report is being coordinated by Jim Falk and the NSC Staff,

ﬁ el o J\} 7{"7’9&; s 7"’? <& fi/ ot Zs 4
o o& .‘/%&/;& weol) reaeole sl
ALzt o
g ;é’)Z»#f %«éﬂf;’”@{’q P 3l @""’ f'@”}k*’(ff"‘ A
fl f’i?é

f';’f J’P £4 f’ﬁ‘d’ {*fr é*-‘t){f “/?’f f&«{;/-‘ﬁm{)gf‘ P

gt Cap FEE e 2
- f’ df:v"‘b Y T !47} / 'jx f" s Lo €4 ) w
s A SR Ny
i m' : f o //“ s PR ; o
({rde s ’f A p ;W / i et e
A LpS Epils Sl fit s .

i i F
7 ST . £ ;’Zi.,‘ .!r ‘«L’é{’é ’, ,'3
/wa.,@—/éf’,.f;‘_{g < &{4‘ ot g ,/9/' i i ’

[/
L



November 12, 1975

Jim Falk -

Attached are the comments received
from the Department of Labor on the
Puerto Rico Report.

Trudy Fry

cc: Steve Low

7

On 11/11/75 Jim Falk advised Eleanor Connors that copies of all comments
should go to both Steve Low & Jim Falk --- Jim Falk has given Steve the
earlier reports received.




U. 5. DEPARTMENT OF LABOR
OFFICE OF THE SECRETARY
WASHINGTON

NOV 14 157

Mr. James E. Connor
Secretary to the Cabinet
The White House
Washington, D.C. 20500

Dear Mr. Connor:

This is in reply to your request of October 23, 1975
for my comments and recommendations on the report of
the Ad Hoc Advisory Group on Puerto Rico entitled
"Compact of Permanent Union between Puerto Rico and
the U.S."

In April 1975, I had a request to comment on the draft
report, from Marlow W. Cook, Co-chairman of the Ad Hoc
Advisory Group on Puerto Rico. A copy of my response
of May 6 to Mr. Cook is enclosed. Except with respect
to Section 2 of the Compact, the comments I made at
that time were not incorporated into the final report
and several substantive concerns remain unanswered.
For these reasons I am unable to endorse the Compact
in its present form.

We regret the delay in providing this information to
you.

Sincerely,

L 7R bz

Secretary of Labor

Enclosure



U.S. DEPARTMENT OF LABOR
OFFICE OF THE SECRETARY
WASHINGTON

NOV ©r s

Mr. James E., Connor
Secretary to the Cabinet
The White House
wWashington, D.C. 20500

Dear Mr. Connor:

This is in reply to your request of Octcber 23, 1975
for my comments and recommendations on the report of
the A4 Hoc Advisory Group on Puerto Rico entitled
"Compact of Permanent Union between Puerto Rico and
the U.S8."

In April 1975, I had a request to comment on the draft
report, from Marlow W. Cook, Co-chairman of the Ad Hoc
Advisory Group on Puerto Rico. A copy of my response
of May 6 to Mr. Cook is enclosed. Except with respect
to Section 2 of the Compact, the comments I made at
that time were not incorporated intoc the final report
and several substantive concerns remain unanswered.
For these reasons I am unable to endorse the Compact
in its present form.

We regret the delay in providing this information to
you.

Sincerely,

John T. Dumlom

Secretary of Labor

Enclosure
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,‘r‘xuis inmlytayaarreqm* for my comments on the
. proposed bill "To Establish the Compact of FPermanent
Union Between Pmm Rico and tha Unlted 3tatea.”

I mm in censral zoreement with the underlying purposs of
the propesed compect which, 1f adopted, would sstablish

a permanent relationship bebwean Puscto Rigo angé the Enited
Ztates, However, I have serious roservatlions concerning
several of the provisiens and their effect upon rights of
zmm in Puerto Rico. :

PBIZEVIOTAENT THEURARCE

Section; 4{a) and 6({b} of tha proposed compact would have an
affect vpon the Federal mmemployment insurance system of
wvhich Puerts Rise is a part. Thes Puerbto Rican unemplovment

PR

irgursnce law 1s an approwved lawy wmdar the Pedsral mﬁmﬁlﬁ‘-’%ﬁt e E

- Tax Act and meets the raqnimmnts of PTitla IIX of the Socizl
=75 E . Sseerity Act. ‘Puerto Rico gualifies in the same manner as

; 2 state for purpcses of the Federal-State unerployuent
- insurance system. It pays Pederal-State extendad benefits
and is yreirbursed 50 parcent of the cost of such bhenefits
Ly the Pederal Covernment.  In addition, Puerto Ries is
aligible for Tederal supplemwental benefits payable under
tha Bmergency Upemplovment Compensation Act of 1974 and
advamce paveent of benefits under Titla IXIX of the Soeial
Security Act.  Puerto Rico has, in fack, arplied for am
advanea of 310 mdllion to pay benefits in Apzil 1375,

T¢ is mot clear uhether the propossd cosmact wounld pravent
the continuation of Pnerto Rican pammvntion in thaz o

Osfise of the Boaacits

inkaels
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Paederal-State unemployment insuvrance system. The UI
progran is supported by a Federal tax payable by smployers
ynder the Federal Unemployrent Tax Act. Section 4({a) of
“the proposed eompact which nmakes internal revenunes laws
of the Unitad States inapplicable to Puerto Rico is
gqualified by section 6(b). Section &(b) would preserve
the application of grant and loan programs "* 2 * ¢n the
citizens of the United States residing in the Free
Assocliated State of Puerto Rico." The Faderal Unemplov-
rent Tax Act, the keystone of state participation in the
UI system, is not linmited to a state or its citizens. It
applies broadly to emplovers and employees in the United ;
States, irrespective of whether they are citizens. Further,
section 3304(a) (9) (A) of the Act specifically precludes a
stats from denying unemploymen: benefits to an otherwise
aligible individual solely because he is reziding in ox
£filing his claim in another state or Canada. Accordingly,
Puerto Rigo might fail to gualify for Federal benefits. :

The roemainder of section 6{b) and section &6{c} and (&}
are nnclear ax to whether the Pree Associatad State wounld
assure Ffull responaibility for collscting revenues to
support programs such as wmemnployment insurance. Ho.
decision has been wmade ag this time as to what system of
contributory payments will b2 inltiated and when it will
ba initiated. It seems clear, however, that Puerto Rico
is unable at the present iime to support an uremployment
insurance program without Federal assistance. It would
be a tragic mistake to discontimme the flow of beneflis
to workers in Puerto Rice because of the failure of
Puerto Rico o guallfy uander tha 2Aect,

DORKER ADJUSTMRNT ASSISTANCR

Section 9 of the proposed compact would continue the

frea flow of goods to and from tha Unlted States and
Pusrto Rico. Ssotion {c}, however, would requirs customs
duties and other similar tawes %o be pald into the Treasury
of Puerto Rico. ¥hils we would defer to tha Treasury
Departrent with respect to substantive comments on this
gection, we nots that this would provide Puerto Rieo with
preferential treatment with regard to such tax collections
not avalilable to the states at large. ©OFf importance to
the Depariment of Labor is section {d} which might precluds
workers in Puerto Rico from recaiving worker adjustment
asgistance undexr the Trade Act of 1274.
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Section 9(d) would authorize Puerto Rico to imposa,
increase, reduce or oliminate tariffs on finished’
products, semi-finished, agricultural oxr raw materials
imported directly from foreion countries or transhipped
through the Unlited States. 'The Trade Act of 1974
specifies that in order for a group of workers to be
eliglble for adjustment assistance, the increass of
imports must contribute importantly to the required
adverse effect of the workersz and their employers.
While this section of the Trade Act does not refar
spacifically to tariff changes, the legislative history
of the Act indlcates that such assistance was deemed
necegsary to offset the adverse affects on workers that
night result from the exercise of the trade negotiating
anthority provided in the Act. If Puerto Rico is
smpowerad to raise or lower tariffs unllaterally, the
rights of adversely affected employees under the Trada
Act would be nullified.

TAUTRY OF ALIENS INTO PUERTO RICO

Saetion 10 (a) of the provosed compact would enable the

' Covernment of Puerto Rico o limit tha number of aliens

or to .increase the guota of resident aliens who may be -
admitted to Puerts Rico with the concurrance of the
Preasident and the Government. I assums that since this

iz a separate section in the compact, any program affecting
aliens such as the Department of Labor's alien certification
rasponsibility wonld bae considerad under the immigration
and naturalization laws rather than tha general labor
statutes. ¥With this understanding, I defer to the Bureau
of Immigration and Maturalization for substantive comments
on this section. I would hope, however, that this ‘
section wonld not be nsed to lmport lower paid workers
into Puerto Rico so as to deprive citizens of employment.

THE FAIR LAROR STARDARDS ACT AND RELATED ACTS

Section 17(a) of the propozed compact would effeétively
ravise the applieation of the Fair Labor Standards act

' to Puerto Rico. It provides that the mininum wags in
' Puerto Rico should be equivalent to the minlmum wage in



http:acbnitt.ed

4

the United States as soen as economically possible,

but reservses to Puerto Rico the authority to set the
minimm wage and hours of work standards except for

shipping and aviation and certain other enterpriseas.

In the rost racent amendments to the Pair Labor . -

Standards Act, the Congress set a schadule for the

eventual achievement of parity of minimum wage rates

in Puwerto Rico with those in the statas. The amandments
also extended the applicable mainland rates for employeas

. of restaurants and hotels, food service emplovees of

retall or serxvice establismments and employees eof the
FPaderal Government to such employees in Puerto Rico., 2As

a resuld of industry committee actions since ths enactment
of the 1974 amendments, a large nupber of workers in
‘industries in Puerto Rico are reaping the benefit of minimum
wagas close to those for state~-side worksrs. While we
recogniza the wiqus economie and emplovment situation
existing in many industries in Prerto Rice, we would none-
theleas, be opposed to provisions which would adversely effect
workers in the Commonwealth.

It i® not clear as to the meaning of thoss ” ntarnriseq :
whose products or services are sold or rendered substantiallj
in the United States” which would be subject to the. Fair Labor
Standards Act. If this category i3 intended to ecover the
so—~called "run-away shop,” then it should be made cleaxr that
this will intclude industries which, in one or more of their
operations, compete subatantially with their counterparts in
the states. For example, the clothing industry salls over

50 pexcent of its coutput in Puerto Rico, but at the same time,
becaunse of wage and tax advantages, has virtwvally cornered
the maxket in military hats and caps.

The proposed language dealing with minimum wages and :
paximum hours does not specifically refer to child labor,

age discrimination and egual pay and thas may not relieve
Puerto Rico employers from compllance with these requirements.
In faet, giving Puerto Rico "exclusive jurisdiction over

all matters pertaining to labor-management relations”

nay not be broad enough to exclude Prerto Rico from the
provigions of Title VII, ADEA and cgual pay. However,

i€ this provision was interpreted to exclude these

categories from PLSA or othar coverage, then there would

he no protection for persons affected by the various acts at
present unless and until Punerto Rico enacted comparable laws,
This also should not preclude the application of exiating Federal




-

laws. The Department of Tabor has fought for these \@
issuea for many years and, particularly in the case of \
child labor, would be opposed *o any provisions which e
wvould abrogats these xights.

SERVICE CONTRACT, PUBLIC CONTRACTS, CONTRACT WIORK ROURS
AND RELATED ACTS

The Service Comtract Act, Walsh-MHealey and the Contract
Yoxk Hours and Safety Standards Act do not apply to
eontracta jssned by the Coverament of Prerte Rico or its
agencies, However, contracts issued by the United States
to be performed in Pusrto Rico for werk on serviee contracts
would be affected by section 17{a) of the compact. To ,
elliminata this protection while not preserving the PILSA
minimnm otherwise specified in SCA couvld resul: in a
disastrous lowering of wages for some workexs. Similarly,
wage determinations nnder Walsh-Hsaley are not applicable
_ to Puerto Rice, but are governed by PLSA or by a minimum
astablished by industry committess. This proteotion
fox workers will ds lost with the adoptien of the compact
as now writtan.

Although the Davis-3aecon Act is not applliscable to Puerto
- Rieo, manv of its related statutes, such as the ﬂatlcnal
. Bousing Aet, 12 U.5.Q. 1715(c) econtain labor standards -

. that apply direetly to Puerto Rico. The labor standards
in these related acts are aimed primarily at preventing
-econonic disruption of the economy of a locality by
insuring that local contracting firms are not snbjected
¢t mfaly competition from outside the locality and pay
wages which are substandard for the locality in whieh the
Federal publie works are to be constructed. The very
atfficulties that Congress scught to remedy in 1%31 with
its enactment of the JaviS*Ranon Act could occur in

| Puerts Rico.
GECUPATIONAL BAPETY AND HEALTH ACT

faction 17(c) of the copact would reserve to Puerte

Rieo ezclusive jurisﬂictien over matters related to

. pecupational safety and health. For Puaxto Rico to ex-
elude itself from coverage vndsr the Cocupational Safaty

and Bealth Ast of 1979 without hawving an egqually ef“eetlvu
‘program in its place would somstitute a grave dissexvice
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to its workers. Sectlon 18 of the Act provides a viable
reans mder which Puarto Rieo could administer its own
program and obtain financial assistance from thse Federal
Govermmant, Section 18 provides that a state would have
jurisdiction under itz owm law for any occupational and
safety issve in which no standard is in effect under
section ¢ of the Act, A state can assume responsibility
for the development and enforcement of occupational safaty
and haalth standards where a Pederal standard has been
promiloated under section 6. Crants are made to thesstates
undsr section 23(g) for the purpose of assisting it in
adrinistering and enforeing programs for occupational
safaty and healith contained in state plans anpzaved by
the Secretary of Labor pursuant o zection 18, Thus, if
ths Act applied to Puerto Rico, it would have the benefit
of tha Fedexal sxpertise developed by OSHA and NIOSKH and,
in addition, cowld raceive 59 percent funding for ths
in;lemnntatian of its program from the United States.

mmm ToMAL, moa ORGANYZATTONS '

Seetion 2 of the propesed compact recognizes the Jjurisdiction
and avthority of the United States to conduet foreien
affairs. However, ssction 2(a) propeses that Puerto Rice
shall beleng to international organizations and maka
unmlateral non~political agreements wit h uther eeuntrxaa@

The Pepartment of State iz charged with tha ﬂmnduct of
foreign affairs on behalf of the United States, inelunding
participation in Intsmnational organizations. By agresment
with the State Department, the Department of Labor paxtici-
patas in the formulation of policy with respeet to ths
International Labor Organization. The IO is an internaticnal
organization which would be included in the proposal te
pazﬁit indapandent membership by Puertc Rico.

Buerto-nxao’s present inability to participate in intar~
national orgidnizations relates to its status as neither an
independent natieon nor a territorv, (soms iaxterrational
organiaations perait tervitories to be admittad to member-
ship). II0, howaver, has not adopted & system of "asscciste”
mambership for states whish cannot be admitted te £ull
nembership. In the past, some political entities achieved
full membership in 110 before schieving fall soversignty,
but one of tha rsquirements is that the emtity smst hava
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autonomy in labor matters. 2t the present time, Puerto
Rico does not have such autonomy. Even undexr the compact
as it is proposed, Punerto Rico would not have autonomy
over all aspects of labor matters related to Puerto Rico
and thus would probably be excluded from membership in
ILO.; While there ars many areas in which international

rganizations operate in which it would be mmntnally
advantageons to Puerto Rico and the United States for
Puerto Rico to participate, we would be opposed to such
participation without the approval of the Executive Branch
or the Congress.

CONCLUSION

Thera are many other aspects of the proposed compact to
which we would pose obiactions or reguest clarifications.
Come of our objections are in arsas not directly related
to labor laws and I would defer to those agsncias which
have a primary interest in the subject matter.

I am wmost concerxrned, however, with the impact on workers
in Puerto Rico 1if the Federal labor laws are abrogated. .
I feel that the compact as it now stands i3 ambivalent as
to the position which Puerto Rico wishss to maintain in
this regard. It is my opinion that working men and women
will suffer irresparabls harm should they be deprived of
the protection of Pederal labor laws. Decause of the many
deficiencies which I see in the compact in this respeoct,

I cannot endorse it in its present form.

Sincerely,
Jokn T, Duniep g’é;
Secretary of Labor msomﬂ-‘f'/s" gi : 55 e

i3 S3CY OF LABOR

LLC:SPPetters:btr 4/28/75
N2428, x38065
Rewritten:SPPetters:btr 5/2/75
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November 17, 1978

Jim Falk -
Attached are OMB's comments
on the Puerto Rico report. Missing

are comments from Justice and
DOT -- we are following on these.

Trudy Fry

cc: Steve Low




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

NOV 14 1375

MEMORANDUM TO MR. JAMES E. CONNOR
Secretary to the Cabinet

FROM: Donald G. Ogilvie S:>

SUBJECT: OMB recommendations re Ad Hoc Group
Report on Puerto Rico

This is in response to your October 23 request for comments
and recommendations concerning the report of the Ad Hoc
Advisory Group on Puerto Rico entitled, "Compact of

Permanent Union between Puerto Rico and the U,S." We pre-
viously had notified you we would need some additional time
beyond your deadline of October 30 for comments and recommen-
dations. The following comments and recommendations are an
interim response to your request. They indicate a number of
major policy questions which should be answered before the
report of Ad Hoc Group is submitted to the President.

We would note, at the outset, that in contrast to the
extensive interagency review and coordination on questions
concerning possible changes in the political status of the
Trust Territory and Guam, OMB was not requested to provide
its views on this proposed compact at any previous time.

In fact, we question whether there has been any coordinated
Federal agency involvement in the preparation of the proposed
new compact. If there had been such involvement by OMB, many
of the questions outlined below could have been addressed and
resolved at a much earlier point of time.

We believe this proposed compact should be given very
deliberate consideration both because (1) it is proposed as
a substitute for the present Federal Relations Act which
defines the political, fiscal, national security and other
fundamental relations between the U.S. and Puerto Rico and



(2) if recommended by the Executive Branch it would set
numerous precedents which would have direct effects in
ongoing negotiations with the Trust Territory of the
Pacific Islands and the soon to be commenced discussions
with the U.S. Territory of Guam. Further, transmission
to the Congress of any recommendations for the revision
of the present relations between the Federal Government
and Puerto Rico inevitably will provoke comparisons with
the Administration's proposed compact to establish a
Commonwealth of the Northern Mariana Islands in the
Western Pacific.

We have only had time to make a quick review of the report
without the benefit of the views of other agencies. However,
even this quick look indicates at least the following major
policy questions:

1. Why should the Administration agree to the proposal to
extend to the citizens of Puerto Rico the right to vote
for the President and the Vice President of the U.S.?

Under the present Federal law, citizens of Puerto Rico
generally are not required to pay Federal income or other
taxes. The same situation exists in Guam, the Virgin
Islands, American Samoa, and is proposed for the Common-
wealth of the Northern Mariana Islands.

The Ad Hoc Group proposes that this exemption from
Federal taxes be maintained but that the citizens of
Puerto Rico be granted the right to vote for the
President and Vice President. If this right were

to be extended to them, it would raise the issue of
extending that same right to U.S. citizens in the
other named areas.

2. Why should the Administration agree to the proposed
acceptance of a new, novel, term in American political
relations ("Free Associated State") to re-define Puerto
Rico's status?

If that term were accepted for Puerto Rico, could it
also be applied to Guam, the Virgin Islands, American
Samoa, or the Northern Mariana Islands?



Why should the Administration agree to the proposed
authority for the Free Associated State to participate
in International Organizations?

This is a proposal which has direct and immediate significance
for proposals now under active consideration in the Executive
Branch pertaining to requests by both Guam and the Trust
Territory of the Pacific Islands to participate in Inter-
national Organizations. The policy up until now for both
these latter areas has been to oppose such participation.

Why should the Administration agree to the proposal that
Puerto Rico "....would levy, increase, reduce, or

eliminate tariffs and quotas on articles imported

directly from foreign countries or transshipped through

the United States " after prior consultation and coordination
with Federal authorities?

Once again, similar proposals are certain to be advanced by
the other named areas.

Why should the Administration agree to the proposal to provide
new authority under which Puerto Rico could import materials
and articles duty free for subsequent shipment or sale to
other parts of the United States customs territory provided
the F.A.S. (free at side) shipping price includes at least

33% value added in Puerto Rico?

Guam and the Virgin Islands (but not Puerto Rico) under
current law can make such duty-free imports provided F.A.S.
price includes at least 50% value added in those areas
(except for watches and watch movements for which recent
legislation reduced the valued added requirement to only
30%) .

Why should the Administration agree to the proposal that
Puerto Rico be represented in the U.S. Congress by one
representative in the House of Representatives and one
representative in the Senate?

At present, Puerto Rico, Guam and the Virgin Islands
and the District of Columbia each has only one represenative
to the House.



Why should the Administration agree to the proposal
that Puerto Rico would have the privilege to submit
objections to the applicability to Puerto Rico of
proposed bills or Federal rules, regulations, or
orders before they are enacted or take final effect
and if such objections are raised to require specific
actlions on them to determine whether the inclusion of
Puerto Rico is essential and also whether it would be
compatible with this proposed compact?

Once again, comparable proposals by the other areas are
likely to be requested if this proposal is accepted.

Why should the Administration agree to the proposal

that Puerto Rico would have exclusive jurisdiction over
all matters pertaining to minimum wages and working
hours, except for the shipping and aviation industries,
which would continue to be covered by appropriate Federal
laws?

Once again, we question whether this is a desirable
precedent.

We believe the following steps need to be taken in reviewing
the report and recommendations concerning Puerto Rico:

1.

2.

that the views provided to you by the Cabinet

ya\n\

: X A
agencies be transmitted to OMB, /Jb o

T

<4

that OMB request the views on the report of otherkﬁ
Federal agencies not represented in the Cabinet; N

N

that OMB obtain estimates from all agencies of the
potential impacts on the Federal budget of the
proposed compact;

that OMB work with the Office of Micronesian Status
Negotiations and the Department of the Interior to
develop a comparative analysis of the provisions of

(1) this proposed compact; (2) the proposed Commonwealth
of the Northern Mariana Islands; (3) the recommendations
previously approved by the President for proposed changes
in Guam's future political status; and (4) the present
negotiating instructions for Ambassador Williams with
regard to the five districts of the Trust Territory not
included in the Northern Mariana Islands Commonwealth
proposal.



Based on these views, facts and analyses we could identify
any other major policy questions as well as work to resolve
the policy questions identified above which the Ad Hoc
Advisory Group's recommendations raise. Realistically,

it will take several weeks to complete this kind of effort.
However, we believe such a review could be completed in time
to determine whether or not to transmit the Ad Hoc Group
recommendations to the Congress early in the next session.

We strongly recommend that the Report of the Ad Hoc Advisory
Group on Puerto Rico be given very deliberate consideration
before the President makes any decision about whether or not
to transmit it to the Congress because the proposed compact
which it contains would fundamentally re-write the existing
Federal Relations Act for Puerto Rico.
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SUBJECT: OMB recommendations re Ad Hoc Group P

Report on Puerto Rico

This is in response to your October 23 request for comments
and recommendations concerning the report of the Ad Hoc
Advisory Group on Puerto Rico entitled, "Compact of

Permanent Union between Puerto Rico and the U.S." We pre-
viously had notified you we would need some additional time
beyond your deadline of October 30 for comments and recommen-
dations. The following comments and recommendations are an
interim response to your request. They indicate a number of
major policy questions which should be answered before the
report of Ad Hoc Group is submitted to the President.

We would note, at the outset, that in contrast to the
extensive interagency review and coordination on guestions
concerning possible changes in the political status of the
Trust Territory and Guam, OMB was not requested to provide
its views on this proposed compact at any previous time,

In fact, we question whether there has been any coordinated
Federal agency involvement in the preparation of the proposed
new compact. If there had been such involvement by OMB, many
of the questions outlined below could have been addressed and
resolved at a much earlier point of time.

_We believe this proposed compact should be given very
deliberate consideration both because (1) it is proposed as
a substitute for the present Federal Relations Act which
defines the political, fiscal, national security and other
fundamental relations between the U.S. and Puerto Rico and



(2) if recommended by the Executive Branch it would set
numerous precedents which would have direct effects in
ongoing negotiations with the Trust Territory of the
Pacific Islands and the soon to be commenced discussions
with the U.S. Territory of Guam. Further, transmission
to the Congress of any recommendations for the revision
of the present relations between the Federal Government
and Puerto Rico inevitably will provoke comparisons with
the Administration's proposed compact to establish a
Commonwealth of the Northern Mariana Islands in the
Western Pacific.

We have only had time to make a quick review of the report

without the benefit of the views of other agencies. However,

even this quick look indicates at least the following major
policy questions:

1. Why should the Administration agree to the proposal to
extend to the citizens of Puerto Rico the right to vote

for the President and the Vice President of the U.S.?

Under the present Federal law, citizens of Puerto Rico

generally are not required to pay Federal income or other

taxes. The same situation exists in Guam, the Virgin

Islands, American Samoa, and is proposed for the Common-

wealth of the Northern Mariana Islands.

The Ad Hoc Group proposes that this exemption from
Federal taxes be maintained but that the citizens of
Puerto Rico be granted the right to vote for the
President and Vice President. If this right were

to be extended to them, it would raise the issue of
extending that same right to U.S. citizens in the
other named areas.

2, Why should the Administration agree to the proposed
acceptance of a new, novel, term in American political

relations ("Free Associated State") to re-define Puerto

Rico's status?

If that term were accepted for Puerto Rico, could it
also be applied to Guam, the Virgin Islands, American
Samoa, or the Northern Mariana Islands?




Why should the Administration agree to the proposed
authority for the Free Associlated State to participate
in International Organizations?

This is a proposal which has direct and immediate significance
for proposals now under active consideration in the Executive
Branch pertaining to reguests by both Guam and the Trust
Territory of the Pacific Islands to participate in Inter-
national Organizations. The policy up until now for both
these latter areas has been to oppose such participation.

Why should the Administration agree to the proposal that
Puerto Rico "....would levy, increase, reduce, oOr

eliminate tariffs and quotas on articles imported

directly from foreign countries or transshipped through

the United States " after prior consultation and coordination
with Federal authorities?

Once again, similar proposals are certain to be advanced by
the other named areas.

Why should the Administration agree to the proposal to provide
new authority under which Puerto Rico could import materials
and articles duty free for subsequent shipment or sale to
other parts of the United States customs territory provided
the F.A.S. (free at side) shipping price includes at least

33% value added in Puerto Rico?

Guam and the Virgin Islands (but not Puerto Rico) under
current law can make such duty-free imports provided F.A.S.
price includes at least 50% value added in those areas

(except for watches and watch movements for which recent -

legislation reduced the valued added requirement to only ™’
30%).

Why should the Administration agree to the proposal that
Puerto Rico be represented in the U.S. Congress by one S
representative in the House of Representatives and one
representative in the Senate?

At present, Puerto Rico, Guam and the Virgin Islands
and the District of Columbia each has only one represenative
to the House.

Nersan



Why should the Administration agree to the proposal
that Puerto Rico would have the privilege to submit
objections to the applicability to Puerto Rico of
proposed bills or Federal rules, regulations, or
orders before they are enacted or take final effect
and if such objections are raised to require specific
actions on them to determine whether the inclusion of
Puerto Rico is essential and also whether it would be
compatible with this proposed compact?

Once again, comparable proposals by the other areas are
likely to be requested if this proposal is accepted.

Why should the Administration agree to the proposal

that Puerto Rico would have exclusive jurisdiction over
all matters pertaining to minimum wages and working
hours, except for the shipping and aviation industries,
which would continue to be covered by appropriate Federal
laws?

Once again, we question whether this is a desirable
precedent.

We believe the following steps need to be taken in reviewing
the report and recommendations concerning Puerto Rico;

1,

2.

that the views provided to you by the Cabinet
agencies be transmitted to OMB,

that OMB request the views on the report of other
Federal agencies not represented in the Cabinet;

that OMB obtain estimates from all agencies of the
potential impacts on the Federal budget of the
proposed compact;

that OMB work with the Office of Micronesian Status
Negotiations and the Department of the Interior to
develop a comparative analysis of the provisions of

(1) this proposed compact; (2) the proposed Commonwealth
of the Northern Mariana Islands; (3) the recommendations
previously approved by the President for proposed changes
in Guam's future political status; and (4) the present
negotiating instructions for Ambassador Williams with
regard to the tive districts of the Trust Territory not
included in the Northern Mariana Islands Commonwealth
proposal.



Based on these views, facts and analyses we could identify
any other major policy questions as well as work to resolve
the policy questions identified above which the Ad Hoc
Advisory Group's recommendations raise. Realistically,

it will take several weeks to complete this kind of effort.
However, we believe such a review could be completed in time
to determine whether or not to transmit the Ad Hoc Group
recommendations to the Congress early in the next session.

We strongly recommend that the Report of the Ad Hoc Advisory
Group on Puerto Rico be given very deliberate consideration
before the President makes any decision about whether or not
to transmit it to the Congress because the proposed compact
which it contains would fundamentally re-write the existing
Federal Relations Act for Puerto Rico.
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