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February 3, 1982
ACTION

MEMORANDUM FOR WILLIAM P. CLARK

FROM: HENRY R. NAU(&

SUBJECT: Letter from Mayor of San Juan re
Caribbean Basin Issue

Mayor Padilla of San Juan, Puerto Rico, has written you
(Tab II) about Puerto Rican concerns that the Caribbean
Basin Initiative may impact adversely on Puerto Rican
development.

Rich Williamson's office has recommended that you reply.
Williamson and his staff have been involved in extensive
discussions with Puerto Rican officials, the spirit of which
has been quite good. They believe that a general reply

from you would contribute to this spirit. I have cleared
the reply with them.

Roger Fontaine concurs.

RECOMMENDATION: That you sign the reply to Mayor Padilla
at Tab I.

e

APPROVE DISAPPROVE

Attachments

Tab I Reply to Padilla
1T Letter from Padilla

Mw
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Dear Mr. President:

I want to share a few thoughts with you about the Caribbean
Basin Initiative (CBI), which I understand you will be
announcing shortly. I have been in close contact with a
number of people and private sector organizations that are
enthusiastically supporting this concept, and they have kept
me informed of progress in the development of the Initiative.
As Chairman, I believe that the Committee on Foreign Relations
will give its strong support to the CBI when it is submitted
to the Congress.

I do believe that this is an issue on which broad, bipartisan
support can be generated, and I hope the White House will be
mobilized to give its full support to the Initiative even
though they will have many other demands on their time.

In order to gain early, strong, b ‘artisan support in the
Congress, I believe the CBI must --

° have your clear personal commitment and that of
all your White House staff while the issue is
before the Congress;

° avoid, to the maximum extent possible, the ap-
pearance that it is just a device to foil Cuban
efforts in the region;

° be presented as a constructive foreign policy
initiative that will have short- and long-term
economic and political benefits for both the
individual countries in the region and the United
States.

I am sure you are aware of the need for your personal attention
to this issue, which will be controversial and touch a number
of particularly sensitive domestic interest "nerves." Some

The President
The White House






of these potential obstacles to passage of necessary legisla-
tion can be overcome if the CBI package is presented as a
positive approach to the economic and political problems of
this troubled region.

In this regard, I am especially concerned that the Cuba
issue, the El1 Salvador crisis and U.S. national security
interests not appear to be the principal driving forces
motivating the Initiative. In part this is because it might
undermine the broad, bipartisan coalition in the Congress to
support the Initiative. More importantly, I am concerned
that our friends, Mexico, Canada and Venezuela, would not be
able to associate themselves with the Initiative if it
appears to be targeted against Cuba. Failure to gain their
support would undercut the chance for this bold initiative
of yours to be successful.

Also, I believe that the recipient countries in the region,
even though they share our concern over aggressive Cuban
behavior, would find it difficult to be the benefactors of a
policy characterized principally as a means to enhance the
U.S. national security. In any case, our national interests
are clearly best defended by policies that contribute to
economic development and political stability in the region
and thereby make the Cuban appeal less meaningful to the
populations of these different countries.

I hope these thoughts are useful as you plan strategy for
presenting the Caribbean Basin Initiative to the Congress.
I look forward to assisting you in the development of what
can be one of the most positive, constructive initiatives
this countrv has taken toward Latin America in a very long

LilQAL LTO lle rcLey

Chairman

CHP:gga
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January 18, 1982

Mr. William Clark
Assistant to the President
for National Security Affairs
The White House
Washington, D.C. 20500

Dear Mr. Clark,

I would like to take this opportunity to congratulate
you on your appointment as the President's National
Security Advisor and to extend to you my best wishes
for continued success as you assume your new responsibilities
for the President.

It has been some time since we last met, and in the
interim many events that may impact on the Puerto Rico-
United States relationship have evolved. Because of
your special interst in the Caribbean region, I would
like to up-date several matters of special concern and
importance.

You are most likely aware that President Reagan recently
issued a statement on the political status of Puerto Rico,
renewing his commitment for statehood should the people of
our island choose it in a free and democratic manner. I
strongly support the President's view, and I know his remarks
will assist those of us in Puerto Rico who know that statehood
is the best alternative to the status problem to pursuade a
greater number of our fellow citizens to this end. For this,
we are most grateful to the President.

At the same time, however, other issues of concern remain.
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Of particular importance to Puerto Rico at this time is

the development of the Caribbean Basin Initiative, and a
proper definition of Puerto Rico's role in its implementation.
Frankly, despite several meetings between Puerto Rico
officials -- including myself -- and the Administration,

I am not confident that our interests are being fully
considered in the development of this initiative.

I am deeply concerned about the effects of the CBI on
Puerto Rico, based on what has been made public through
the media and in discussions with various Administration
officials.

I share the view that the U.S. government, in cooperation
with other nations such as Mexico and Venezuela, must
generate a program designed to provide assistance to the
nations of the Caribbean Basin who are threatened by
political forces, whose economies are failing and whose
populations live in deep poverty. But such a program
should not be undertaken without a clear and precise
understanding of how it will affect the more than 3
million U.S. citizens of Puerto Rico, and our neighbors
in the U.S8. Virgin Islands. Proposals for one-way free
trade and extension of U.S. Federal tax incentives for
investment in the Caribbean by U.S.-based firms may
seriously harm and perhaps irreparably damage our own
economy if adopted without modification.

We in Puerto Rico recognize that as the major U.S.
presence in the Caribbean we naturally pose a complicating
factor for the United States. This need not be the case
and, in fact, if certain actions are taken, Puerto Rico
can both benefit from the CBI as well as contribute to
its implementation.

Our island has traditionally sought to be a political,
economic and technological model for the Caribbean, a
clear and prosperous example of how the American political
and free enterprise system can function in developing and
Third World nations. Our vision of Puerto Rico as such
a model for others to emulate is neither shared not even
acknowledged by most of our neighbors in the region, many
of whom view Puerto Rico as a semi-colonial appendage of
the U.S. with little political or economic identity of our
own.
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Before our island can establish itself in this manner

and, indeed, before the United States can fully demonstrate
the advantaged of our political and economic system to

the nations of the Caribbean, we must take those actions
that will insure continued economic and social progress

for the U.S. citizens residing in this region.

The Caribbean Basin Initiative should not result in
reversing the economic progress Puerto Rico has achieved

in recent decades through an aggressive industrialization
program and through increased cooperation with our fellow
U.S. citizens. Anticipated changes in economic policies
towards the nations of the Caribbean must not significantly
harm the investment and trade potential crucial to Puerto
Rico's economic growth.

In recent weeks I have met with Administration officials
at the White House, the Office of the U.S. Trade Representative,
and the U.S. Departments of Commerce, State and Treasury
to present proposals for Puerto Rico's involvement in the
Caribbean Basin Initiative and to caution against developing
a program that will result in deterring economic development
on our island. I believe our proposals are consistent with
the overall objectives of the CBI and in line with the basic
ideology of the Reagan Administration: expansion of private
sector economies, modifications in laws and regulations that
prevent economic growth and increased international trade and
economic cooperation. I am enclosing a summary of our
recommendations for your review.

I urge you in future conversations with the President, the
Secretary of State and others in the Administration involved
in the development of the Caribbean Basin Initiative to bear
in mind our concerns and to become an advocate for our
positive role in the implementation of this crucial program.

Sincexely,

y

Herndn Padilla




II. Recommendations

(1) Puerto Rico should become the sole conduit for the
entire Caribbean Basin Initiative and, as such, it (not
Miami or other stateside locations) should be designated

as the physical base and the leadership and personnel base

for the Administration's Caribbean Basin initiative.

(2) Puerto Rico-based construction firms (as opposed to
stateside and foreign firms) should be used as the primary

source of outside construction capability by Caribbean

Basin nations developing infrastructure or conducting
industrial and economic development projects with U.S.
foreign assistance. Non-Puerto Rican firms should be used
only where Puerto Rico-based construction firms invite
their participation because P.R. firms do not have specific

capabilities required.

(3) Puerto Rico manufactured and produced materials should

be the primary source of construction materials used-for the

development of infrastructure or industrial development
projects by Caribbean Basin nations undergoing such projects

with U.S. foreign assistance, provided that such a policy



-5~
does not substantially increase construction material and/or

transportation costs.

(4) The Reagan Administration should take those actions

that may be necessary to coordinate and facilitate the

development of San Juan as a banking and financial service

center for the Caribbean Basin. Among those actions include

the extension of Section 936 of the Internal Revenue Code
to permit Federal tax-exempt profits from P.R.-based
subsidiaries of U.S. firms that cannot be reinvested in

the island's local economy to be loaned for the purposes

of promoting economic development in Caribbean Basin
nations. This should only be permitted if all financial
transactions are conducted and closed by San Juan-based
banking and financial institutions. The extended use of
Section 936 in this matter would provide additional private
sector capital for industrial development in Basin nations,
as well as facilitate the development of San Juan as a
banking and financial servicé center in the Caribbean.

(The extended use of Section 936 in this manner could

not be implemented until the U.S. Treasury and Puerto Rico
resolve all current disputes relating to this provision of

the IRC.)

(5) The Reagan Administration should assist Puerto Rico

in the development of trade zone activities through the




provision of assistance for infrastructure development,
rapid issuance of licenses and permits and technical assistance

where needed.

(6) A Federally-funded agricultural research and development

center should be established in Puerto Rico for the purpose
of assisting the development of improved agricultural production,

marketing and distribution in Caribbean Basin nations.

{(7) An energy research and development center, established

and administered jointly by the Governments of the United
States, Mexico and Venezuela, should be located in Puerto
Rico for the purpose of assisting the development of

alternative energy sources in Caribbean Basin nations.

(8) Improved air transportation between Puerto Rico and
Caribbean Basin nations, as well as between Puerto Rico and
other cities throughout Latin America could be achieved

by the adoption of an "open skies" policy for the City of

San Juan. Under such a policy, foreign air carriers would

be permitted access to San Juan without requiring reciprocity.
This policy would go a long way to providing improved air
transportation for Puerto Rico, for tourism as well as commerce
and other purposes. The effect would be to minimize some

of the negative effects of our insular location.




(10) The Reagan Administration should review maritime
and shipping laws under the Foraker Act of 1900 and the
Jones Act of 1920 and take those actions that may be

necessary to modify provisions requiring all movement

of passengers and cargo between the mainland United

States and Puerto Rico to be in U.S. flag bottoms.

Because this policy greatly increases transportation
costs for Puerto Rico, the U.S. should permit limited
foreign flag entry into Puerto Rico for the purpose

of moving commodities bearing high shipping costs.
Furthermore, this policy restricts the potential of

San Juan as a major location for cruise ship passengers,
curbing the island's tourism industry. In addition to
modifying maritime and shipping laws that adversely
affect Puerto Rico, existing laws should be amended

so as to allow Navieras de Puerto Rico to obtain a

very substantial share of all Caribbean Basin sea
transportation and support should be given to the Puerto

Rico-based shipping firm to develop this service.

(11) The Twin Plant Concept, in which U.S.-based firms could

combine the cost advantages of different locations in
manufacturing goods by dividing the various stages of production

among one or more Basin nations and Puerto Rico, should be more



fully developed and implemented, and incentives should be -
provided to U.S. firms providing employment opportunities
in Puerto Rico and Caribbean Basin nations through this

concept.

(12) Incentives should be provided to encourage cooperative

agreements and joint ventures between U.S. and foreign firms

involving petroleum products and other minerals and raw
materials to be processed in Puerto Rico and then shipped

to U.S. markets. This would assist Puerto Rico's development
as a private sector service center in the Caribbean and
increase the island's capabilities for processing, shipping,

warehousing and insuring such products.

(13) The Reagan Administration should take those actions

that would result in increasing defense-related and other Federal

procurement to Puerto Rico-based manufacturing operations.

The Administration should work with Puerto Rico to immediately
identify potential recipients of increased defense procurement
in Puerto Rico, and to take those actions that could result

in expanding the island's private sector economy through

defense-related expenditures.

(14) First priority should be given to the use of Puerto

Rico-based commercial, educational and technical resources

to support industrial and economic development activities in
Caribbean Basin nations. Puerto Rico's political and economic

leaders should actively participate in all relevant areas



of Caribbean Basin Initiative development and implementation.
Selected studies needed to support aspects of the Caribbean
Basin Initiative should be commissioned to Puerto Rico-based
institutions or include Puerto Rican specialists. Various
meetings, conferences, seminars and other activities related

to this effort should be hosted in Puerto Rico.

(15) The appointment of a Puerto Rican to an ambassadorial

position in the Caribbean Basin would serve to improve

the political visibility of Puerto Rico in the region,
and would improve relations between our island and
surrounding Basin nations. The Republican Party of Puerto
Rico has proposed candidates for ambassadorships in the
Caribbean and Latin America. Furthermore, the appointment
of Puerto Ricans to other foreign service positions in

the Caribbean would also assist this objective.

HH#
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THE CARIBBEAN BASIN INITIATIVE
BUILDS ON THE PRINCIPLES OF
MARKET-ORIENTED DEVELOPMENT THAT 1
OUTLINED AT CANCUN LAST OCTOBER. IT
OFFERS THE PROSPECT OF ECONOMIC GROWTH
BASED ON FREE TRADE & INVESTMENT
INCENTIVES. FOREIGN AID SERVES THESE
PURPOSES; IT DOES NOT SUBSTITUTE FOR
THEM,

PASSING THIS PROGRAM WILL NOT BE
EASY, SOME WILL SAY WE CANNOT DO IT,
GIVEN OUR DOMESTIC ECONOMIC
DIFFICULTIES. OTHERS WILL ACCUSE US OF
MOVING TOWARD A MILITARY BUILDUP IN
CENTRAL AMERICA,
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MY REPLY, & I HOPE YOURS ALSO, WILL
BE SIMPLE. OUR NEIGHBORS ARE
THREATENED, THEIR REAL ASPIRATION IS
ECONOMIC & SOCIAL PROGRESS, IF WE HELP
THEM IN THIS AREA, THE SPREAD OF
VIOLENCE WILL BE SLOWED & EVENTUALLY
STOPPED, THERE WILL BE A SMALL ECONGOMIC
PRICE TO PAY NOW TO OPEN UP AMERICAN
MARKETS TO THEIR PRODUCTS & TO HELP THE
MOST ENDANGERED COUNTRIES PROTECT THEIR
DEVELOPMENT EFFORT, BUT IF WE HOLD BACK
NOW, THERE WILL BE A MUCH GREATER PRICE
TO PAY LATER.

MANY OF YOU WILL BE HERE TOMORROW
MORNING FOR A FULL-SCALE BRIEFING, BUT 1
WANT TO CALL ON AL HAIG & THEN BILL
BROCK FOR A FEW COMMENTS. AL .
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Date May 4, 1982

CEPARTMENT O STATE
EXECUTIVE SECRETARIAT
TRANSMITTAL TOIH

FOR: My. William P. Clavk
National Securitv Council
The White Housece

REFERENCE:
TO: The President FROM : Congressman Bafalis
DATE: 3/2/82 SUBJECT: Caribbean

Basin Initiative

WHITE HOUSE REFERRAL DATED: 3/20/82 NSC

»

—
—-
r
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THE ATTACHED ITEM WAS SENT DIRECTLY
TO THE DEPARTMENT CF STATE

ACTION TAKEN:

A draft reply 1is attached.
A draft reply will be forwarded.
A translation is attached.

XX An information copy of 31 direct reply is
attached.

Wwe believe no response is necessary for the
reason cited below.

Cther.

REMARKS :

emer,
Executive Secretary
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DEPARTMENT OF STATE

\
f, Washingten, D C. 20520
& /

ERee

Dear Mr. Bafalis:

I refer to your letter of March 2 to President Reagan,
written on behalf of your constituent, Mr. W. Bernard
Lester, Executive Director, Florida Citrus Commission,
regarding the Caribbean Basin Initiative. Congressmen
Fascell, Fuqua and Hutto have also expressed Mr. Lester's
concerns. Mr. Lester has a series of questions which
I will try to answer in order.

With regard to which countries would be included
in the proposed free trade area, a list of potential
beneficiaries can be found in the enclosed materials.
However, the final designation of a country as a beneficiary
under the proposed legislation will depend on a Presidential
determination involving a series of factors. Mr.
Lester is correct in his statement that Mexico is
not an eligible country.

U.S. sanitary and health regulations will remain
unchanged. The USDA has been an integral part of
the interagency team which has developed the Caribbean
Basin Initiative (CBI). Efforts will be made to improve
the processing and administrative handling of all
CBI shipments, but adequate sanitary safeguards will
be maintained.

Safeguard provisions will be available to protect
U.S. industry from injury which might be caused by
increased imports from the Basin. 1In addition, there
will be a special provision in the legislation to
allow for very rapid Presidential action in the case
of perishable agricultural products.

The legislation will also contain Rules of Origin
criteria which will prohibit trans-shipment from other
non-beneficiary countries.

The Honorable
L. A. "Skip" Bafalis,
House of Representatives.



In determining whether to designate a country
as a beneficiary under the proposed free trade area,
the President will take into account the trade policies
of these countries. More fundamentally, the rationale
behind this proposal is that it is in our own interest
to help the countries of the Basin help themselves.
The economic growth and political stability which
we hope to foster by this Initiative will provide
the U.S. with benefits which will far exceed any short-
term costs. It is indeed a two-way street.

There are no products which are exempt from the
overall CBI. Textile and apparel products which have
traditionally been treated in the international framework
of the Multi-Fiber Arrangement will not receive duty
preferences, but will be given liberalized quota treatment.
In order to protect the integrity of the U.S. sugar
program, sugar will receive duty-free treatment, but
suppliers will be subject to certain ceiling limitations.
There are no other limitations on duty-free treatment.

It is our expectation that given the small size of
the Basin economies and the limited capabilities of
the region to expand production, the growth in Basin
agricultural exports will be gradual and well within
the absorptive capacity of U.S. markets.

I hope that the above information responds to
the concerns of the Florida Citrus Commission. I
am also enclosing a copy of the President's speech
of February 24 on the Caribbean Basin and fact sheets
which may provide additional background to the Commission.
If you should have any further questions, please feel
free to call on me again.

The President noted in his speech that the Caribbean
Basin Initiative "represents a farsighted act by our
own people at a time of considerable economic difficulty
at home. I would not propose it if I were not convinced
that it is vital to the security interests of this
nation and this hemisphere. The energy, the time,
and the treasure we dedicate to assisting the development



of our neighbors now can help to prevent the much
larger expenditures of treasure, as well as human
lives, which would flow from their collapse.”

I hope that you, as well as the Florida Citrus
Commission, will give the Initiative your full support.

With cordial regards.

Sincerely,

Powell A. Mobre
Assistant Secretary for
Congressional Relations

Enclosures:

l. Copy of President's Speech.
2. Fact Sheets.
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March 2, 1982

The Honorable Ronald Reagan
President of the United States
The White House

Washington, D, C. 20500

Dear Mr. President:

Your Caribbean Basin program is a sound plan for strengthening the western
hemisphere and halting the spread of Castro's communism.

However, as you can imagine, several industries, particularly those in
Florida, have expressed some fears regarding the possible consequenses
of this new initiative.

For that reason, I am enclosing a copy of a letter I recently received
from the Florida Department of Citrus which outlines that industry's
fears of possible damage. I would urge these serious problems be kept
under consideration as the details of the Caribbean Basin initiative
are developed.

Thank you for your kind assistance in this matter.

With best wishes and warm personal regards, I am

'Skip" Bafalis
of Congress

LAB/mkm



l STATE OF FLORIDA

| DEPARTMENT OF CITRUS

1115 E. MEMORIAL BLVD./P.O. BOX 148 'LAKELAND, FLORI 1A 33802-0148

AGENCY HEAD ' EXECUTIVE DIRECTOR
FLORIDA CITRUS COMMISSION i W. BERNARD LESTER
JOE L DAVIS. SR, Chairman LI R Phone 813,/682-0171

February 18, 1982

The Honorable L. A. "Skip" Bafalis
U. S. Representative

Room 2433

Rayburn House Office Building
Washington, D.C. 20515

Dear Skip:

In recent conversations which we have had with various officials in both Tallahassee
and Washington, DC, it has come to our attention that the Administration's "Carib-
bean Basin Plan" is now being formulated. Our understanding of this "Caribbean
Basin Plan" is that it is the Administration's way of giving assistance to a number
of the Caribbean Islands as well as Latin America. While the Florida citrus indus-
try does not have any problems with glving assistance to these specified nations,

we do want certain questions answered before a plan is initiated. It is essential
to this industry's well-being that certain safeguards be built into any plan which
the Administration develops.

As you know, the Florida citrus industry is the second largest industry in the state
of Florida and contributes heavily to the soundness of its economy. Because of the
similarities in climate, the "Caribbean Basin Plan" as we see it, could hurt Florida
more than any other state with the possible exception of California due to our prox-
imity to the Caribbean Basin. Some of our concerns and questions are:

1) It 1s our understanding that the "Caribbean Basin" includes all of the West
Indies Islands, and all of Latin America, including Guyana and Surinam, but
excludes Mexico. We would like to be sure of the countries involved. Mexico
could he included in such a plan and as you know, Mexico 1s a large citrus
and vegetable producer.

2)  Many of these "Caribbean Basin" countries have serious problems with disease
and insects which could be devastating to the Florida citrus iondustry. Any
provision which will increase shipments coming into Florida and the United
States from those countries will greatly increase the risk of infestation by
these insects or contracting some of these diseases. We would certainly hope
that APHIS and the USDA will be invited to participate in the formulation of
this agreement so that proper safeguards will be included.
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3) Will certain precautions be taken to be sure that these countries do not ship
large quantities of cheaply produced fresh fruit and processed products into
the U.S. at a time that would totally disrupt our markets, particularly early
in the season? Since Caribbean countries are located further south, their
maturity dates would occur earlier than ours. Since they don't have to adhere
to the same production or maturity standards and/or regulations, thelr products
will probably be much cheaper than ours.

4) Will safeguards be built~in that will prevent these countries from being used
as a conduit by some of their neighbors to the south?

5) Any agreement the U.S. makes with these countries should be based on two-way
trade. 1If we're going to open up our borders to them, they should be required
to open up their borders to us which is not always true of some of our trade
agreements.

6) Will there be any products which will be exempt fram this agreement? Is there

a chance that citrus, sugar or other products could be exempt from such an
agreement?

We are presenting these comments to you so that you will be aware of our concerns
with reference to this upcoming trade matter. As we stated earlier, the Florlda
citrus industry does not have any problems with giving assistance to the "Caribbean
Basin." We are, however, requesting that you express our concerns to the Adminis-
tration when you have the opportunity, and ask that they include safeguards which

will protect the second largest industry in the state of Florida which plays such a
vital role in this state's econamy.

We appreciate your assistance in this matter, and should your office need any addi-

tional information with reference to this industry, don't hesitate to contact my
office.

Sincerely,

W. Bernard Lester
Executive Director

WBL/ff:n

cc: U.S. Trade Representative
Florida Citrus Commission Members
Florida Citrus Mutual
Florida Citrus Packers
Florida Citrus Processors Assn.
Florida Farm Bureau
Indian River Citrus League
United Growers & Shippers Assn., Inc.





