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Introduction

The Republic of Palau, an archipelago of more than 300 islands scattered across the
Western Pacific, offers a unique—and often overlooked—setting for burgeoning
entrepreneurs. Famed for its unparalleled marine biodiversity and unwavering
commitment to conservation, Palau has crafted an international reputation as both a
pristine tourism destination and an environmental leader. Yet, beneath its surface-
level attractions lies a complex economic landscape, shaped by its small market size,
reliance on external aid, and the persistent challenges that come with island
nationhood.

Palau’s economy is firmly anchored in the service sector, with tourism acting as its
most significant pillar. Visitors from across the globe are drawn to the archipelago’s
vibrant coral reefs and luminous waters, making tourism a primary source of income
and employment. Nevertheless, the government and private stakeholders are
increasingly seeking to diversify revenue streams—exploring opportunities in marine
aquaculture, light manufacturing, conservation-driven industries, and niche tourism
markets. These efforts are influenced by the constraints of location, limited resources,
and the country’s vulnerability to economic and environmental upheaval.

Understanding the intricacies of doing business in Palau requires a deep dive into local
regulations, cultural norms, and the distinct roles played by various economic players.
The nation’s legal foundation is heavily impacted by U.S. legislation, evident in the
regulatory environment that foreign investors must navigate. Compliance with the
Foreign Investment Act, approval by the Foreign Investment Board, and a detailed
understanding of which sectors are open to foreign involvement versus those reserved
for Palauan citizens are crucial for any prospective entrepreneur. Moreover, the
business registration process, from securing a unique company name to obtaining the
necessary permits, demands meticulous attention to detail.

The tax structure in Palau also sets it apart from many other countries. With no
corporate income tax but the presence of gross revenue, goods and services, wage,
and import taxes, the financial landscape is both attractive and nuanced. Incentives
for green businesses and exemptions for targeted activities add another layer of
complexity—and opportunity—to the equation. Meanwhile, labor laws reflect the
realities of a workforce that relies heavily on foreign workers, introducing additional
procedural steps and considerations, especially relating to employment permits and
contributions.

Amidst these structural elements, prospective entrepreneurs must also contend with
practical considerations such as infrastructure, banking arrangements, and access to
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land—where traditional ownership models can complicate commercial leases, and
foreign land ownership is outright prohibited. Add to this a heightened scrutiny on
sustainable practices, with initiatives like the Palau Business Pledge influencing how
companies operate and engage with their communities.

This book presents a comprehensive, step-by-step guide for developing, launching,
and sustaining a business venture in Palau. Drawing from local expertise and real-
world experience, it delves into the specifics that distinguish Palau from any other
market. By understanding both the opportunities and the challenges, entrepreneurs
can position themselves for success and contribute to Palau’s ongoing journey as a
model of sustainable, innovative island enterprise.
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CHAPTER ONE: Understanding Palau: Geography,
Culture, and Society

Embarking on a business venture in the Republic of Palau requires more than just a
solid business plan and financial backing; it demands a fundamental understanding of
the place itself. Palau is not merely a location on a map; it's a distinct archipelago
nation shaped by its unique geography, deep-rooted cultural traditions, and a society
navigating the confluence of ancient customs and modern influences. To operate
effectively here, one must appreciate the physical environment, the social fabric, and
the cultural nuances that colour everyday life and, consequently, business
interactions. Ignoring these foundational elements is akin to setting sail without
consulting a chart - possible, perhaps, but unnecessarily perilous.

Geographically, Palau sits in the western Pacific Ocean, roughly 500 miles east of the
Philippines and forming the westernmost cluster of the Caroline Islands archipelago,
part of the larger region of Micronesia. It comprises an estimated 340 islands,
depending on how one counts the tiny rock islands and islets, stretched across
approximately 400 miles of ocean. Only a handful of these islands are inhabited. This
scattering establishes Palau's maritime identity; the ocean is not just a boundary but
the connecting tissue, the source of sustenance, and the heart of the nation's iconic
natural beauty. Understanding this geographic dispersal is crucial for grasping
logistical challenges and opportunities, particularly those related to transportation and
resource access.

The islands themselves present a fascinating geological contrast. Babeldaob, the
largest island not just in Palau but in all of Micronesia after Guam, is volcanic in origin.
This blesses it with higher elevations, more extensive landmass, fertile soil suitable for
agriculture, and freshwater river systems. Its size and potential led to the relocation of
Palau’s national capital from Koror to Ngerulmud on Babeldaob in 2006, a move aimed
at decentralizing activity and fostering development on the larger island. The
completion of the Compact Road encircling Babeldaob has further unlocked access,
though development remains clustered.

In stark contrast to Babeldaob's volcanic bulk are the famed Rock Islands, primarily
concentrated between Koror and Peleliu. These are ancient uplifted coral reefs,
resulting in hundreds of mushroom-shaped limestone islets, often undercut at the
waterline by erosion and bio-erosion. Covered in lush vegetation and fringed by
vibrant coral gardens, these islands are largely uninhabited, forming the core of
Palau’s tourism appeal and designated as a UNESCO World Heritage site, the Rock
Islands Southern Lagoon. Their geological makeup means limited fresh water and
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unsuitable terrain for large-scale development, reinforcing their value as protected
natural assets.

Beyond these main groups lie other formations. Koror, the former capital and still the
undisputed commercial and population centre, is itself a cluster of volcanic and
limestone islands connected by bridges and causeways. Further south are Peleliu and
Angaur, also primarily limestone islands, bearing the scars and historical weight of
intense World War Il battles. To the north, Kayangel is a classic coral atoll, a ring of
low-lying islets surrounding a central lagoon. Far to the southwest lie the remote
Southwest Islands (including Sonsorol, Hatohobei, Fanna, and Helen Reef), sparsely
populated coral islands with distinct cultural and linguistic traits, facing significant
challenges due to their isolation and vulnerability to climate change impacts like rising
sea levels.

Palau's climate is resolutely tropical marine - consistently warm and humid year-
round, with temperatures typically hovering between 75°F and 85°F (24°C to 29°C).
Rainfall is abundant, averaging around 150 inches annually, with a slightly wetter
season generally running from May to November, although rain can occur anytime.
While Palau lies just outside the main Pacific typhoon belt, it can experience strong
storms and the peripheral effects of typhoons tracking further north. This climate
influences everything from building design (ventilation, mould prevention) and
agricultural cycles to the peak tourism seasons and the need for robust infrastructure
resilient to heavy rains and occasional storm surges.

The nation’s most defining geographical feature, however, is arguably underwater.
Palau boasts an astonishingly diverse marine ecosystem, encompassing extensive
barrier reefs, fringing reefs, inner lagoons, and marine lakes. This biodiversity hotspot
is the foundation of the traditional Palauan way of life and the modern tourism
economy. Recognizing its fragility and importance, Palau established the world's first
shark sanctuary in 2009 and later designated the vast majority of its Exclusive
Economic Zone (EEZ) as the Palau National Marine Sanctuary (PNMS), closing it to
commercial fishing to allow stocks to recover and ecosystems to thrive. This
commitment to conservation is not just policy but a deeply ingrained societal value,
stemming from generations of reliance on and respect for the ocean.

Equally vital to understanding Palau is its cultural landscape, particularly its matrilineal
social structure. Unlike patriarchal societies where lineage and inheritance typically
follow the male line, Palauan identity, clan membership, and traditional rights,
especially concerning land, are traced through the mother. Women hold significant,
albeit often indirect, power within the clan structure. While men typically hold chiefly
titles and speak publicly in formal settings, senior women often select the chiefs,
control clan Mlechell (customary money), and wield considerable influence over
decisions, particularly regarding land use - a critical factor for any business involving
property. Understanding who the key decision-makers are requires looking beyond

Sample from MixCache.com - The Online eBook Marketplace



SHARING STRICTLY PROHIBITED - For personal use of the licensed account only - See MixCache.com Terms of Use.

formal titles and recognizing the authority vested in senior women within their
respective clans.

This clan system fosters a strong sense of collective identity and responsibility.
Palauans traditionally identify strongly with their family, clan (kebliil), and village
(beluu). Individual interests are often viewed through the lens of community well-
being. This translates into strong kinship networks that provide social support but can
also influence business practices. Hiring decisions, for instance, may be influenced by
familial obligations, and achieving consensus within a community or family group can
be crucial before proceeding with certain ventures, especially those impacting shared
resources or land. Loyalty to the group is paramount.

Respect for hierarchy and elders is deeply ingrained in Palauan culture. Traditional
leaders, embodying titles passed down through generations within specific clans, still
command significant respect and play important roles in community affairs, dispute
resolution, and ceremonial life. The highest paramount chiefs, the Ibedul of Koror and
the Reklai of Melekeok, along with the Council of Chiefs representing various states,
form a vital part of Palau’s governance structure alongside the elected government.
Engaging with community projects or matters involving traditional land often requires
acknowledging and consulting with the relevant chiefs. Showing deference to elders
and leaders in meetings and social interactions is essential for building trust and
rapport.

A key cultural concept underpinning social interactions is 'Omesubel’, which embodies
principles of reciprocity, mutual obligation, and the importance of fulfilling social
responsibilities. It governs exchanges and support systems within the community,
particularly during significant life events like funerals (‘kemeldiil'), first-child
ceremonies ('ngasech'), or major purchases like a house (‘ocheraol'). These events
often involve substantial contributions of time, resources, and traditional Palauan
money from extended family and clan members, reinforcing social bonds. While not
always directly applicable in a modern business transaction, the underlying spirit of
reciprocity influences expectations around relationship-building, favour-exchange, and
long-term commitment. Building strong, respectful relationships often precedes
successful business dealings.

Communication styles in Palau tend towards the indirect, prioritizing harmony and
avoiding direct confrontation. Openly criticizing someone or delivering negative
feedback publicly can cause a loss of 'face’' for all involved and damage relationships.
Discussions, particularly negotiations, may proceed slowly, involving pauses and
periods of silence that might feel uncomfortable to outsiders but are normal parts of
the process. Learning to read subtle cues, listen patiently, and phrase potentially
difficult messages diplomatically is a valuable skill. Decisions are often reached
through consensus after lengthy deliberation, rather than through quick, authoritative
pronouncements. Patience is not just a virtue; it's a necessity.
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The profound connection Palauans have with their natural environment, particularly
the land and sea, cannot be overstated. It's a spiritual, cultural, and economic
relationship forged over centuries of subsistence living. Traditional practices are often
intertwined with environmental cycles and resource management. This deep-seated
reverence for nature underpins the country’s strong conservation ethic and
widespread public support for initiatives like the PNMS and the Palau Pledge (a
commitment stamped into visitors’ passports). Businesses are increasingly expected
to demonstrate environmental responsibility, not just for legal compliance, but also for
social acceptance. Aligning with these values can significantly enhance a company's
standing within the community.

Moving from tradition to the modern societal context, Palau’s population is small,
estimated at around 18,000 people. A significant portion resides in the Koror-Airai
urban continuum on the southern end of Babeldaob, where most commercial activity
is concentrated. The demographic makeup is predominantly ethnic Palauan, but
there's a substantial expatriate community, primarily from the Philippines, who fill
many roles in the service sector, construction, and domestic work. Smaller
communities of individuals from other Asian nations, the US, and elsewhere also
contribute to the social mix. This reliance on foreign labour presents both
opportunities and complexities related to immigration, labour laws, and social
integration, which are explored in later chapters.

Language reflects Palau's history and connections. Palauan and English are the official
languages. Palauan, a Malayo-Polynesian language distinct from others in Micronesia,
is the language of the home and traditional settings. English is widely spoken and
understood, particularly in government, business, and education, a legacy of the US
administration period and the ongoing relationship through the Compact of Free
Association. Many older Palauans also speak Japanese due to the pre-WWII Japanese
administration. While business can often be conducted entirely in English, learning
basic Palauan phrases is appreciated and demonstrates respect. Using interpreters
might be necessary in certain community consultations or when dealing with elders
less fluent in English.

The education system, modelled largely on the American system, provides primary
and secondary schooling, with the Palau Community College offering vocational and
associate degree programs. While literacy rates are high, challenges remain in
developing a sufficiently skilled local workforce to meet all the demands of a
modernizing economy, contributing to the reliance on foreign workers. Businesses
may find a need for targeted training programs or may need to factor in recruitment
challenges for specialized roles.

Religion plays a significant role in Palauan society, with the majority of the population
identifying as Christian, predominantly Roman Catholic or Evangelical Protestant.
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Several denominations are active, and churches often serve as important community
centres. Traditional beliefs, known as 'Modekngei’, also persist and sometimes blend
with Christian practices. Religious tolerance is the norm. Public holidays often include
Christian holy days, and church activities can be a significant part of social life for
many Palauans. Understanding this context helps in scheduling and appreciating
community calendars.

Palau operates under a democratic system of government patterned after the United
States, with a President, a bicameral legislature (Olbiil Era Kelulau), and an
independent judiciary. However, this modern structure coexists and interacts with the
traditional system of chiefs. The Council of Chiefs advises the President on traditional
laws and customs, particularly concerning land and marine resources. Navigating
government processes sometimes requires understanding the interplay between these
elected and traditional authorities, especially at the state level where governors and
legislatures operate alongside local chiefs.

The pace of life in Palau is generally more relaxed than in major metropolitan centres -
often referred to universally as 'island time'. While business requires punctuality and
adherence to schedules, expecting the same rigid adherence in all social or even some
bureaucratic contexts can lead to frustration. Building flexibility into timelines and
understanding that personal relationships and community obligations can sometimes
take precedence is important. Recreational activities heavily revolve around the ocean
- fishing, diving, boating - along with community gatherings, sports (especially
baseball and basketball), and family events.

The historical relationship with the United States, particularly through the Compact of
Free Association (COFA), has had a profound societal impact. The US dollar is the
official currency, US federal agencies like the Postal Service and the Federal Aviation
Administration operate in Palau, and many Palauans travel freely to the US for
education, work, or military service. This has led to a significant level of American
cultural influence, visible in consumer goods, media preferences, and certain social
norms, layered atop the strong indigenous culture. Understanding this dual influence
helps in appreciating contemporary Palauan society.

Navigating these cultural and social waters successfully is key to building sustainable
business relationships. The emphasis on personal connection cannot be overstated.
Rushing into business discussions without taking time to establish rapport is generally
ill-advised. Initial meetings might involve more 'small talk' than expected, focusing on
getting to know each other personally. Sharing a meal or coffee can be an important
step in building trust. Patience during this process is crucial; it demonstrates respect
for local customs and a long-term commitment.

Meeting etiquette involves polite greetings, often a handshake, and using appropriate
titles when addressing elders, chiefs, or government officials until invited to be less
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formal. Punctuality for business meetings is generally expected from foreigners, even
if the Palauan counterparts operate on a slightly more flexible schedule. Dress code
tends towards 'island business casual' - neat, clean attire is appropriate. For men, this
might mean slacks and a collared shirt (short or long-sleeved); for women, modest
dresses, skirts, or slacks and blouses. Formal suits are rarely necessary, but dressing
respectfully, especially when meeting officials or traditional leaders, is important.
Avoid overly casual attire like beachwear for business settings.

Gift-giving can be part of building relationships, but it requires sensitivity. Small,
thoughtful gifts from your home country might be appropriate after establishing a
connection, but avoid anything overly lavish that could be misconstrued as a bribe.
Gifts are often exchanged during significant community events or as tokens of
appreciation, guided by the principles of reciprocity inherent in 'Omesubel'. When in
doubt, seeking advice from a local contact is wise.

Negotiations require adapting to the indirect communication style. Avoid aggressive
tactics or pushing for immediate decisions. Listen carefully, pay attention to non-
verbal cues, and allow for pauses and reflection. Frame proposals in terms of mutual
benefit and community well-being where possible. Decisions may involve consultation
with unseen stakeholders (family, clan leaders), so processes can take longer than
anticipated. Expressing frustration or impatience is counterproductive. Demonstrating
reliability and following through on commitments consistently builds credibility over
time.

The concept of 'island time' needs practical management. While essential business
deadlines must be met, build buffer time into project schedules and understand that
appointments might occasionally start late or be rescheduled due to unforeseen
community or family obligations. Maintain clear communication about expectations
while remaining adaptable. This requires balancing the need for efficiency with respect
for local rhythms. Having a reliable local liaison or partner can be invaluable in
navigating these temporal differences and ensuring things move forward.

Given the intricacies of land tenure (explored fully in Chapter 16) and the importance
of community relations, partnering with Palauan individuals or companies is often not
just a legal requirement in certain sectors (Chapter 9), but a practical necessity for
navigating the social landscape. A local partner can provide invaluable insights,
facilitate introductions, help interpret cultural nuances, and build bridges with the
community. Choosing the right partner, someone respected and trustworthy, is
therefore a critical early decision.

Finally, remember the profound societal value placed on the environment. Businesses
that visibly disregard environmental concerns, even if technically compliant with
regulations, risk damaging their social license to operate. Conversely, actively
participating in conservation efforts, adopting sustainable practices, and supporting
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initiatives like the Palau Pledge can generate significant goodwill and align the
business with core national values. This resonance goes beyond marketing; it touches
upon the identity and future aspirations of Palau itself. Understanding Palau means
recognizing this deep connection between people, culture, land, and sea - a
connection that shapes the opportunities and responsibilities of doing business in this
unigue island nation.
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