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This Development Framework focuses on the economy at all levels, drawing on the visions of a 
range of civil society, private sector and government organizations for this framework. It 
presents a perspective of national development with a focus on developing the economy while 
sustainably managing local resources and preserving the cultural and natural environments that 
define the Federated States of Micronesia. 
These strategies align with a vision of FSM’s sovereignty and independence. The framework 
does not offer a quick fix but identifies strategies to create building blocks for future economic 
development with greater citizens’ participation in the development of the FSM. There is 
potential for a greater contribution by youth and women particularly in the growth of small-scale 
private enterprise. There is considerably more room for civil society to play an active role as a 
development partner alongside international donors and government agencies, but also 
particularly at the community level. Increased numbers in Micronesians engaged in productive 
activities and developing business skills will be a stepping-stone to greater economic 
development of the nation. 

FSM seeks development partner knowledge, skills, time and financial resources to support 
development planning within four broad areas: growing the local economy; developing 
economic infrastructure – transport, communications and power; supporting health and 
education services; mainstreaming responses to climate change and mitigating threats to the 
environment. These four areas, connected by the theme “looking to the future”, will be the focus 
of discussion at the 2012 Development Partners Forum. 

To frame these discussions, an overview of the FSM macroeconomic and fiscal environment is 
presented with a summary of initiatives undertaken to-date. This informs the wider top-down 
perspective, in parallel to the bottom-up, community-driven approach to creating opportunities 
for FSM citizens. Ultimately the FSM will need to reconcile these two approaches in a way that 
delivers economic growth whilst preserving FSM’s cultural and environmental heritage. 
However, the FSM needs the support and expertise of its development partners to achieve this. 
The final section of this framework briefly touches upon the issues and strategies adopted to 
ensure that external assistance is identified, planned, implemented and monitored effectively and 
in a coordinated manner. 
 

1. Economic Performance 
1.1) The economy 
At the start of the amended Compact the economy went into a period of decline as the level of 
external transfers fell to the new, lower negotiated levels: a reduction from $84 million (the 
trend Compact I level) to $76 million. A series of other factors also had strong negative impacts 
on the economy, featuring: (i) the loss of the Compact I energy grant; (ii) absorptive capacity 
constraints in the use of the new Compact sector grants; and (iii) the failure to use the 
infrastructure grant due to more stringent requirements. 
In FY2004 the economy contracted sharply by 3.2% with the reduction in Compact funding 
(Figure 1). Some of the lost ground was recouped in the following year, but growth turned 
negative in the following three years FY2007-FY2009 with Gross Domestic Product (GDP) 
contracting by 4.7% over the period. In FY2007 both Chuuk and Kosrae were required to 
implement a sizeable Reduction-In-Force (RIF), amongst other fiscal measures, to restore fiscal 
balance as the capacity building sector grant was phased out from non-conforming purposes. 
While the year was a positive one for fisheries, the economy contracted by 2.1%. In FY2008 
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with the RIF ongoing, the negative shock of the world recession had a strong impact on the state 
economies. Higher fuel and food prices eroded real incomes and GDP fell by a further 2.6%. 

While the international economic conditions remained adverse in FY2009, strong growth in 
construction and Federal Aviation Administration (FAA) funded airport renovation resulted in a 
return to positive growth in the economy of 1.0%. FY2010 turned out to be a good year for the 
FSM economy. This reflected continuing expansion in construction as use of the infrastructure 
grant picked up momentum, and further injection of funds from the FAA projects. After several 
years of fiscal consolidation, FY2010 saw a return to growth in public administration and the 
economy expanded by 2.5% overall. These trends continued to exert themselves in FY2011 
although good performance in fisheries replaced public administration as a source of growth, 
and the economy grew by 2.1%. 
 

Figure 1: Real GDP and real GDP per capita 

 
 

The structure of the FSM economy is dominated by a large public sector, with a dependent 
private sector producing non-traded goods and services to the government and its employees 
(Figure 2). The share of government has declined significantly, by 12.5%, since the beginning of 
Compact I. This reflects three major forces: (i) a reduction in the size of government due to the 
lower levels of Compact assistance; (ii) the restructuring of the public sector through the 
creation of Public Sector Enterprises (PSE); and (iii) adjustments required to conform to the new 
structure and lower levels of grants in the amended Compact. The increase in PSEs reflects the 
creation of utility services in power and telecommunications, as well as the creation of fishing 
enterprises. By the mid-90s, the growth in PSEs had largely run its course, and loss-making 
fisheries enterprises are now mostly non-operational or consolidated under private sector 
management. 
Overall, combining government and the PSEs, the contribution of the public sector at-large has 
fallen by 5% of GDP since the beginning of the Compact. 
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Figure 2: The institutional structure of the FSM economy (%) 

 
 

The share of the private sector since the start of Compact I has remained virtually unchanged at 
25%. Given the reductions in the share of the public sector, including PSEs, this result is 
surprising. Even when compensating for the public sector decline, the share of households has 
increased. The household sector includes market production of commodities, non-market 
production (subsistence) and home ownership. The total share of households has risen by 3.9%, 
offsetting the decline in the public sector. In essence the failure of the private sector to become 
the engine of growth has resulted in households falling back on their own resources and 
devoting increase efforts to subsistence production. 

Reflecting a small share of the private sector, economic performance in the leading sectors of 
market agriculture, fisheries and tourism has not lived up to expectations. In the early 1990s, in 
an attempt to develop the economy, the FSM embarked upon a strategy of substantial public 
sector investment in fisheries facilities and enterprises. However, these fisheries enterprises 
were not profitable, and over time the surviving entities were transferred to private ownership or 
management. There were signs of large-scale renewed interest in foreign investment in the 
fishing industry, but these have not materialized. Tourism, clearly a sector with comparative 
advantage for the FSM, has not fulfilled its potential, and sector GDP has declined by an annual 
average of 3.3% during the amended Compact. The current interest in tourism development in 
Yap state would bring significant economic benefits, but the scale of the investment will need to 
be monitored so as to avoid social costs. 
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outmigration as measured by net movements of air passengers leaving the FSM during 2004-11 
has also been large. There is a strong association between economic performance, employment 
prospects and outmigration. Even in Pohnpei, where real incomes were stagnant but job 
opportunities improved, outmigration was strong. 

 
Figure 3: Growth in GDP per capita, employment and migration 

 
 

Reflecting weak economic performance, employment has stagnated with over 1,420 jobs lost 
between FY1995 and FY2011. Much of this loss is reflected in the reduction in the size of the 
public sector. Public sector jobs fell by 1,785, following the reductions in public service as part 
of the fiscal adjustment required at the end of the Compact I. While public sector employment 
expanded in the early 2000s, it dropped by a further 338 jobs since FY2000 with the 
implementation of the RIFs in Chuuk and Kosrae. Private employment surpassed the public 
sector as the largest employer for the first time in FY2000, but subsequently contracted. 
However, FY2010 and FY2011 have been good years for private sector job creation as renewed 
construction activity has added 802 jobs since FY2008. 
1.3) Inflation 

Inflation has generally been moderate in the FSM and has followed patterns in the U.S. 
However, recent increases in energy and food prices have altered these trends. In 2005 rising 
world energy prices caused a significant shock to the FSM economy. Inflation in the energy 
group of the CPI peaked at over 25% in the third quarter of 2005, and inflation in overall 
consumer prices rose to 5%, approximately1% above U.S. rates. While this increase in the CPI 
was well above historical rates, the impact of increases in energy prices on the average 
household was not great, due to the low weight of energy in the CPI. Rather, the sizeable 
increases in world food prices during the second half of 2008 resulted in a radical rise of the 
FSM’s traditionally low inflationary profile. Reductions in fuel and a leveling of food prices 
resulted in CPI moderation towards the end of FY2009. However, further increases in fuel and 
utility prices once again reasserted themselves in FY2010 with the CPI recording an annual 
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inflation rate of 6.3%. During FY2011 continuing rising fuel and utility prices together with a 
resurgence of food prices towards the year-end once again put upward pressure on inflation. 

1.4) The banking sector 
Total loans to the private sector (both commercial and consumer) fell from a level of $52 million 
in FY2000 to $21 million in FY2004. This reflects a variety of factors including: the Chuck state 
financial crisis in the early 2000s and Bank of Hawaii’s withdrawal from the FSM in early 2002. 
Since that time the banking sector has shown signs of improvement, with lending to the 
commercial sector growing significantly. The FSM banking sector remains highly liquid, and 
the loans-to-deposit ratio was 33% at the end of FY2011. This reflects the high level of 
perceived risk in the FSM and “lack of bankable projects”. Overall, lack of collateral, the 
inability to use land as security, and inadequate provision to secure transactions have inhibited 
development of the financial sector. With limited opportunities, commercial banks have 
preferred to invest their assets offshore in less risky and more secure markets. 
1.5) External debt 

Although many of the indicators do not suggest a vibrant picture of recent economic 
performance, the FSM has maintained a favorable external debt profile. After a period of 
sizeable borrowing in the early 1990s to finance development projects external debt has fallen 
significantly. Debt-to-GDP has fallen from 54% in FY1995 to 28% in FY2011, and debt service 
ratios remain very favorable by international standards, reflecting the concessionary nature of 
the remaining outstanding debt. The ratio of debt to nominal GDP rose to about 30 percent in 
FY2009, but decreased slightly to 28% in the following two years. 
1.6) Fiscal performance 

The first five years of the amended Compact witnessed a difficult period of fiscal adjustment, as 
the nation was forced to adapt to the new arrangements. At the start of the amended Compact in 
FY2004 the FSM recorded a deficit of $36 million (15% of GDP), reflecting the capital transfer 
of $30 million to the Compact Trust Fund and the return to funding levels below those 
prevailing before the pre-bump-up period. In the subsequent years FY2005 and FY2006, deficits 
of $12 and $13 million—or 5% of GDP in each year—were recorded. The amended Compact 
restricted the use of resources to specified sectors, and prohibited their use to fund general 
government. There was a gradual improvement in the fiscal position as the nation adjusted to the 
new requirements and implemented RIFs in Chuuk and Kosrae.  
By FY2009 the adjustment to the new sector grant approach was complete, and the FSM 
recorded a surplus of $4.6 million or 1.6% of GDP for the first time in the amended Compact 
period. In FY2010 a smaller surplus of $1.4 million or 0.5% of GDP was achieved. Finally, in 
FY2011 the expansion in airport renewal continued and the nation as a whole achieved a surplus 
of $1.9 million or 0.6% of GDP. While adjustment to the amended Compact has been painful 
and the fiscal position remains tight, macroeconomic and financial stability has been achieved 
and provides a sounder basis for future development. 

 

2. Policy Initiatives 
In 2004, the 3rd FSM Economic Summit adopted the Strategic Development Plan 2004-2023, 
incorporating a six-part strategy for transition and accelerated growth. The six strategies adopted 
are: 
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 Macroeconomic stability; 
 Good governance: improving effectiveness and efficiency of government; 

 Developing an outward-oriented, private-sector-led economy; 
 Investing in human resource development; 

 Investing in infrastructure; and 
 Long-term sustainability. 

Effectively implemented, these strategies will establish the FSM on a positive trajectory toward 
prosperity and reduced economic dependence. However, progress against each of these 
strategies has been mixed. Fiscal stability underpins the capacity of Government to implement 
all strategies, and hence, has been the subject of ongoing efforts. Policy initiatives to address 
FSM’s fiscal challenges are presented below. 
2.1) Containing government wage bill 

FSM embarked on a program of public sector reform in the late 1990s and made significant 
achievement in reduction of the number of public servants that still stands today. As of FY2012, 
the reduction in public servants compared with original reform targets still stands at 16%, and 
remains a considerable achievement. While reductions in payroll numbers have been sustained, 
achievements in reducing payroll cost have not been as successful. Average wage costs rose 
rapidly by an annual average of 3.4% during the first six years of the amended Compact, but 
stabilized through FY2010-FY2012. 
These developments raise the issue of public sector wage policy, especially through FY2023 as 
the annual decrement and partial inflation indexation erode the real value of the annual sector 
grants. While adoption of holding nominal wage rates constant provides an adjustment strategy, 
this may not be desirable if the FSM wants to retain better-qualified staff and limit external 
migration. A policy of limited wage increases, offset by rationalization of the work force and 
efficiency gains, may be more appropriate in an otherwise ever-tightening fiscal envelope. This 
strategy has been incorporated into the Long Term Fiscal Framework or FSM response to the 
Joint Economic Management Committee (JEMCO) requirement of a decrement management 
plan and is discussed below. 

2.2) Fiscal adjustment in response to the Amended Compact and LTFF 
After completion of the amended Compact renegotiations with the United States, the FSM was 
left with a set of fiscal adjustments. First, the amended Compact entailed an 8% decline in 
funding, from $83 million to $76 million. Second, the switch from general budgetary support to 
a sector-grant approach meant that there was a shortage of domestic revenues to fund non-
Compact sector operations such as administration, law and order, public works, and 
transportation. In the interim, the United States agreed that the FSM could use the capacity-
building sector grant to fund operational activities listed under the grant, provided that the FSM 
agreed to phase out these activities over a five-year period. Third, those activities that were not 
listed under the capacity building grant required immediate adjustment. Fourth, the U.S. 
required that 30% of Compact resources be devoted to infrastructure. Fifth, the annual 
decrement and partial inflation adjustment require long-term fiscal adjustment to the decline in 
the real level of Compact assistance, amounting to approximately 2% per annum. And finally, 
the loss of the Compact I energy grant meant that in certain states, utility corporations were 
forced to raise prices to cover costs that had previously been subsidized. 
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The need to transition from the use of the capacity building grant to fund operations required 
painful adjustments: expenditure cuts entailing a substantial loss of jobs, as well as additional 
revenue efforts. In Chuuk and Kosrae, each of the State Governments was required to make 
substantial expenditure cuts. In the most extreme case of Kosrae, the state was required to 
compress non-Compact expenditures by 32% entailing the elimination of 110 positions, an 
across-the-board pay cut, reductions in non-payroll costs and tax increases. In Chuuk the 
compression was 28% and 317 public service positions were eliminated. In Yap the financing 
gap was 19%, but the State has made adjustment through holding operational expenditures 
within current revenues and funding non-recurrent and capital projects through use of the State’s 
reserves. 

Once the medium-term adjustment to the amended Compact was completed, attention switched 
to the impact of the lack of full indexation and annual decrement on fiscal management during 
the remaining years of the amended Compact. 
Taken together, and assuming a 3% annual inflation rate, the partial inflation adjustment and the 
$800,000 annual decrement result in approximately a 2% loss in the real value of grants each 
year. Since Compact funds are an important component of revenues, especially for the four 
States of the FSM, the result is a persistent form of fiscal compression, requiring some 
combination of reductions in real government services or increases in revenues. While the 
annual real decline was present from the outset of the Compact, as amended, other adjustment 
problems and the difficulty of transitioning to the greatly revised grant assistance terms at the 
outset of the amended Compact period resulted in limited policy focus on the substantial 
cumulative impact of the annual decline in real value of Compact sector grants. 

By FY2009, a focus on the cumulative, combined impact of the decrement and partial inflation 
adjustment came to the forefront. In particular, concerned observers both within the FSM and 
among US government officials noted that the standard response to the declining real value of 
Compact sector grants was dominated by incremental cuts that did not result from focused 
deliberations and thus did not tend to reflect explicit priorities. 
The observed behavior of incremental, un-prioritized expenditure cutting, while common across 
all governments, may be sustainable during short periods of fiscal compression. However, over a 
long period of fiscal compression, which the FSM clearly faces, an entirely different and more 
deliberative approach is needed. As just one example, priority activities with an impact on 
human health or public safety may need to be protected entirely or even enhanced, while lower 
priority activities, even if popular among some interest groups, may need to be eliminated 
entirely. 

As a result of this observed common pattern of behavior, the JEMCO comprised of three US and 
two FSM members, adopted a series of increasingly specific and binding resolutions which, 
taken together and with some delays, resulted in the current robust version of “decrement 
management planning,” that is known as the Long-Term Fiscal Framework (LTFF). The LTFF 
is being developed, in the first instance, on a State-by-State basis before its full development 
with the FSM National Government to allow it to become an FSM-wide fiscal planning 
commitment. The strength of the commitments undertaken in the draft LTFF development 
process in the three states in which the process has been fully implemented is demonstrated by 
the inclusion of policy makers at all levels of government and across all sectors. The LTFF, once 
finalized within and across all five governments will be reflected in the budgets and 
policy/planning priorities from FY2014 onward. 
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Under the direction of the FSM National Government’s Office of Statistics, Budget and 
Economic Management, Overseas Development Assistance and Compact Management (SBOC), 
external consultants from the Graduate School USA have worked with assigned staff in each of 
the four states to undertake the LTFF development process. The process is virtually complete for 
three states: Kosrae, Yap and Chuuk; while the initial part of the two-part process has been 
completed for Pohnpei. It is anticipated that support to complete a national component of the 
LTFF will follow immediately after the effort is completed for Pohnpei. 
The process for developing the LTFF in each of the States is described below. It is important to 
note that an extraordinary portion of the time devoted to the process by leaders and technical 
staff was focused on the expenditure side of the equation for fiscal adjustment. This was 
deliberate for several reasons, including: 

 Substantial effort has been dedicated—and impressive cumulative progress has been 
made—toward comprehensive FSM-wide tax and revenue reform; remaining obstacles 
to implementation are largely political in nature. 

 As noted above, in the absence of revenue reform to-date, virtually all of the burden of 
fiscal adjustment has tended to fall on un-prioritized and ad hoc expenditure cutting; 

 Reform of government structures and institutions will, for the options being considered 
by the four States, require several years to implement and, in many cases, will require 
State constitutional amendments, the approval of which cannot be guaranteed. 

Thus, the focus on the revenue side of the fiscal adjustment featured less prominently in the 
LTFF development discussions and leadership deliberations. Similarly, each State is likely to 
consider minor, or even major, institutional reforms in the interest of greater governmental 
efficiency. However, these efforts cannot yield cost-savings as soon as the earliest firm fiscal 
policy commitments that begin in FY2014. 

The two-step process for each state has followed the process outlined below: 
(i) Technical preparation and the design of fully costed fiscal policy options across key 

revenue and expenditure categories (FY2013 as baseline; FY2014-2023 as the 
planning period). This first step resulted in the following outputs: 

 
a. A fiscal trajectory and analysis of Compact Sector Grant allocations from FY 

2004 – 2013; 
b. An overview of fiscal structure at present, highlighting the emerging fiscal gap 

and the need for policy commitments in terms of both revenues and expenditures 
to address the impact of fiscal pressures; 

c. Outcomes of sector/category technical review by each and every budget holder 
(departments, agencies and special appropriations across all three branches of 
government). The targeted level of 20% expenditure reduction was presented in 
priority order for each budget and for the aggregate of Compact and general fund 
categories; 

d. Potential revenue efforts available to close the emerging fiscal gap, including 
FSM-wide and State revenue reform options; 

e. Potential consideration of alternative distribution of Compact sector grant 
funding to support state-level service delivery or other forms of possible burden-
sharing from the national government to the States; and 
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f. Presentations, technical working documents and procedural descriptions as inputs 
to the Phase II leadership meeting. 
 

(ii) Leadership Meeting to allow for long-term expenditure and revenue policy 
deliberations and (presumed) high-level adoption of each state’s component of the 
FSM-wide LTFF. This second high-level activity will ultimately result in the 
following outputs: 

 
a. Leadership Meeting Proceedings, including all presentations, working group 

technical inputs and outcomes, synthesis of findings, recommendations and 
proposed commitments for subsequent adoption by executive, legislative and (if 
needed) constitutional referenda; and 

b. Draft "State LTFF: FY2014-2023" including an Action Plan for implementation 
with timelines, resource requirements for technical implementation and 
identification of an institutional and procedural structure to ensure 
comprehensive monitoring and periodic course corrections (not less than 3-
yearly) to reflect emerging realities and/or actions on items outside the control of 
the state. 

The projected magnitude of the decline in the real value of Compact assistance from FY2013 (as 
baseline) through the subsequent 10-year planning period of FY2014-2023 is shown below. The 
impact of the decrement is slightly larger on a percentage basis each year as the $800,000 
decrement is cut from the declining baseline. Still taken together with the impact of the partial 
inflation adjustment the combined impact is roughly 2% annually or 20% over the planning 
period. 

2.3) Tax reform 
The design and structure of a modern tax regime appropriate for the FSM has been articulated 
beginning with the work of the Tax Reform Tax Force in 2005. The recommendations of the 
task force have been endorsed in principle by the FSM leadership. The key recommendations 
included: 

 Tax reform and the introduction of a form of value-added tax (VAT); 

 A tax package which includes the elimination of the current GRT and (state) sales tax 
and surtax; 

 A form of net profit tax (NPT) or business income tax to replace the GRT, allowing for 
deductions of (some) business expenses from taxable revenues; and 

 The establishment of an independent tax collection authority with operations nationwide. 
With technical support and input from IMF and PFTAC and extensive review and input from the 
representatives of the States and National Attorney Generals, laws were subsequently drafted for 
the creation of a Unified Revenue Authority (URA), a Revenue Administration Act (RAA), 
State Value-Added Tax (VAT), and Net Profits Tax (NPT) laws, a National VAT (standardized 
Import Duty Charges) and changes to the Wages and Salaries Act. At the current time all 
governments have signed the MOU concerning the creation of the URA and cost sharing 
arrangements: 

 FSM Congress has passed the URA and RAA laws; 
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 Kosrae has passed both the State-level version of the RAA and VAT Laws; 
 Chuuk has passed both the State-level version of the RAA and VAT Laws; 

 Yap has passed an amalgamated version of the RAA and URA (referred to as the short-
form version URA/RAA/MOU and drafted by Pohnpei), but is still required to pass the 
RAA and VAT bills, 

 Pohnpei is currently considering the URA and VAT bills. 

Table 1 provides the estimated impact of the FSM-wide tax reform on the FSM and State 
economies. It also indicates the estimated size of the real reduction in operations grants to the 
FSM due to the annual decrement and lack of full inflation adjustment. At the FSM level the 
estimated tax reform would result in a 4% increase in overall tax burden from the current 12% 
of GDP to 16%. In relation to the annual real reduction in operational grants, the reform is 
sufficient to completely offset the decrease. However, the impact is considerably different by 
State. While the reform is more than greater than the loss in real grants in Pohnpei and Yap, it is 
far from sufficient in Chuuk and Kosrae. The differences in impact are due to the current 
structure of existing taxes and relative size of the state economies. 
 

3. Challenges and Opportunities for Development in the FSM 
In Micronesian culture and lifestyle, individuals and families are embraced by mutually 
supportive extended families, sharing their diverse resources from salaries and subsistence 
livelihoods. The FSM’s fragile economy has struggled to keep up with a rising trade deficit 
driven by an ever-increasing demand for imported consumer goods. A diet of high-fat and high-
sugar content processed food is a leading cause of poor health. Job seekers can no longer expect 
to secure a government job and the private sector remains under-developed leading to a high 
outward migration of youth and adults. Outward migration, obesity induced illness and 
increasing substance abuse amongst youth are outward signs of a need for greater development 
efforts that reach to the heart of the society. FSM is blessed that hunger is rare but taking into 
account the indicators of education, health and access to information, poverty is rising in FSM. 
The Millennium Development Goals and FSM Status Report 2010 on achieving the Millennium 
Development Goals indicates more work needs to be done to achieve the targets for social 
wellbeing. 
The Fiscal Year 2010 Economic Review notes that economic growth has stagnated and fiscal 
adjustment over the last 7 years ‘has diverted attention from the big picture and how to improve 
the lives of average Micronesians’. Economic analyses of FSM’s recent history make sobering 
reading, highlighting poor economic performance and the need for reform. These discussions are 
well established and many reforms underway. Now the national economy must create an 
environment in which the nation’s people can flourish. This Development Framework takes the 
view of nation-wide development as an inclusive process engaging the people in development 
and their own prosperity. They are the farmers, the fishermen, the workforce, the business 
entrepreneurs, the educators and others that have a vested interest in the future of our nation. 

This Framework draws upon the perspectives of National and State Government officials and 
politicians, the private sector, NGOs, women’s organisations and youth groups. Consistent 
themes were raised, notably to build a sustainable future by better use of local resources - fish, 
island foods and natural resources that offer the potential to attract more tourists. 
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Pohnpei State envisages growth fuelled by tourism around a World Park comprising Marine 
Parks and a Heritage Site at Nan Madol. The State has land suitable for enhancing food 
production to increase both food security and export of food to land deficient Micronesian 
states. Currently the major agricultural export is sakau (kava). There are calls to move towards 
an educational system that equips young Micronesians to be knowledgeable about their 
environment. Communities need to be actively engaged in productive activities to meet the food 
needs of both the Pohnpeian people and a growing tourist industry. 
Chuuk State visions a growing tourist industry based on their world-class ship-wreck diving 
sites. It wants to see greater value derived from the tuna industry through onshore processing. 
With the highest level of outward migration in the FSM, Chuuk State recognises the need to 
strengthen its human resource capacity, to provide vocational skills to school leavers and to 
bring home students studying outside FSM to contribute to the State. Chuuk seeks to work with 
local civil society organisations in agriculture, marine, women and youth sectors to better enable 
communities to build their productive potential. 

Yap State recognises the need for an education system to develop the right skills for the future, 
including in technical trades, agricultural development and tourism. Yap is concerned about the 
erosion of traditions and about the livelihoods of islanders impacted by climate change. It sees 
facilitating the production and marketing of fresh fish to Guam, as well as tapping the successful 
Palau tourism to bring visitors to Yap or attracting Chinese tourism in order to strengthen the 
local economy for economic sustainability. Yap experiences transport challenges that isolate it 
from other FSM States and makes collaboration with other States more costly. 
Kosrae State has a small population but ample land by comparison, albeit prone to landslide 
hazards. Kosrae sees protection of its language, traditions, beauty and natural environment as the 
necessary foundation of any future development plans. Kosrae envisions a sustainable growth in 
ecotourism initiatives that showcase protected areas such as the Lelu ruins pristine waters and 
the Yela forest. Kosrae State exports fruit and vegetables to neighboring Marshall Islands and 
seeks to further build its export agricultural potential. Transport is a major constraint for all 
sectors, in particular tourism and the export of products, and threatens the viability of the 
National Aquaculture Centre exports of marine products. 
FSM’s Strategic Development Plan 2004-2023 and associated Infrastructure Development Plan 
2004-2023 provides endorsed foundations for development across the FSM. Many feel both 
plans require revising in light of new and emerging issues, while others used them as a guide for 
their work, as evidenced by existing or work-in-progress sector policies. The SDP document is 
large and much of the first section ‘Policies and Strategies for Development’ provides a 
rationale based on circumstances in 2004. Section two contains the ‘SDP - Strategic Planning 
Matrices’ that provide a roadmap of outcomes, activities and outputs for the different sectors. 
This document remains relevant, although reporting on what has been achieved and 
prioritisation for the next period needs to be improved. 

This Development Framework is aligned with the SDP, emphasising those aspects that FSM 
leaders and citizens have identified as important right now. Undertaken as preparation for the 
Development Partners Forum, this document aims to frame discussions from which more 
specific dialog will emerge. It is also recognised that too many projects have failed in FSM 
where good project ideas have not been matched by careful planning, adequate skills training, 
allocation of maintenance budget and other failures. It is recognised that new approaches are 
needed based on mutually accepted development directions and development partner support for 
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agreed FSM priorities. The importance of National and State Governments speaking with one 
voice about FSM priorities cannot be over-emphasised. 

 

4.  Growing the FSM Economy 
FSM has a cash economy based on the unsustainable importation of consumer goods purchased 
from salary incomes. This has transformed eating habits to a diet that is having catastrophic 
health outcomes. 

Some of the main constraints affecting economic development in the FSM include a weak 
private sector largely limited to the wholesale and retail sector and a shortage of development 
finance available within the FSM to spur economic development, compounded by an inadequate 
business enabling-environment that fails to promote and attract new investments in the country.   

Past initiatives to reform the investment regime in the FSM include reforms with technical 
assistance from the World Bank under FIAS I and II, leading to a decentralization of the foreign 
investment regime, making the rules less restrictive and transparent and adoption of one uniform 
structure.  

Recently in 2009, National and State Governments met during two investment symposia to 
review the investment regime in the FSM and acknowledge that there is still room for 
improvement in light of FSM’s overall economic performance. Both FSM States and National 
Governments are cognizant of the need to further reform existing business enabling-
environments in order to create a level playing field that would attract the type of investors that 
are needed to boost expedited and equitable economic growth, with the ultimate objective of 
providing jobs to FSM citizens, generating income, alleviating hardship, and achieving the 
Millennium Development Goals.  

Henceforth, the first priority focus area is to further improve FSM’s Business Enabling 
Environment. More specifically, technical assistance and capacity building will be necessary to 
undertake key activities identified under the FSM Trade Policy, including: further streamlining 
of the Foreign Investment Regime and Institutional Framework where needed; development of a 
comprehensive competition and intellectual property rights regime; and enhancement and 
strengthening of institutions involved in the protection of investors including the judiciary, and 
establishing online application and payment systems. 
In terms of economic sectors, six additional priority areas where multilevel technical assistance 
is needed have been identified:  

 Build and strengthen farmers’ production capacity and increase the production of value-
added agricultural products; 

 Develop and implement a national fisheries development policy; and the provision of 
capacity building to support NGOs, fishermen and businesses involved in marine 
production; 

 Enhance tourism products and build the capacity of business in the tourism sector to 
improve the quality of services; 

 Build exporters’ capacity and establish appropriate institutions, legislation and 
infrastructure to promote intra-State trade and exports; 
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 Develop relevant legislation to ensure that long-term equitable benefits for all 
stakeholders are carefully addressed and accounted for, provide electricity especially to 
the outlying and remote areas of the island nation; and 

 Provision of technical assistance to develop new training programs and curriculum 
needed for start-up businesses and communities.  

Each of these additional priority focus area will be further elaborated in the sections below. 

4.1) Enhancing local agriculture through, and increase the production of, value-added 
agricultural products. 

Agriculture is one of the priority economic sectors identified under the SDP, and accounted for 
15.5% of the FSM GDP between 2008-2010 (FSM Economic Review FY 2010). Agriculture is 
also prioritized by the four FSM States as a means of addressing food security, reducing the 
current trade deficit, boosting FSM exports and achieving the Millennium Development Goals, 
particularly Goal 1 on eradicating extreme poverty and hunger. 
Initiatives to enhance agriculture production to-date have at times focused too heavily on 
technical input but lacked adequate support for business planning. Small Business Development 
Centres (SBDCs) can provide training in business skills, product development and market 
analysis including training of NGO staff to build their skills for training and mentoring within 
the communities. Such collaborative approaches to agricultural extension services and small 
business development to communities will support skills development, organisational capacity 
development and community engagement to increase sustainable community productivity. From 
an economic standpoint, a community-wide program of food production coupled with 
information and advocacy for island food can help reduce the sizable resources currently 
directed toward the import of processed foods. 
The FSM Congress recently adopted the Agriculture Policy 2012-2016, which was developed 
from extensive consultations in all FSM States and provides a framework of agreed agricultural 
development priorities. It is a good model of policy development, offering a framework within 
which specific development projects can be identified and supported in each of the four States. 
The Agriculture Policy outlines FSM strategy to increase local production through smallholder 
farmers. It proposes that 75% of agricultural extension services should be provided by civil 
society organisations or farmers associations through effective collaboration between 
Government technical staff, Non-Government Organizations (NGOs) and international 
development partners. Farmers Associations are already being established to facilitate marketing 
and increase agricultural productivity. The collaboration between Government and NGOs taking 
place can be extended to women’s groups and youth groups to enable outreach into all 
communities to better support active engagement in productive activities.  
In addition, promotion of smallholder production to underpin agricultural and economic growth 
in all four states is sorely needed to build the capacities of farmers to realize the productive 
potential of the land and to increase the proportion of locally produced foods that are eaten and 
available in the local markets. Increased consumption of local foods will substitute costly and 
unhealthy imported products. Currently fulfilling local demand is needed as hotels and 
restaurants report that they are unable to access a regular supply of fruit and vegetables, thus a 
future expansion of tourism must be planned for.  

The priority in this area is the need for multilevel technical assistance to build and 
strengthen farmers’ production capacity, and to increase the production of value-added 
agricultural products. More specifically, technical assistance and capacity building in this area 
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will be necessary to implement key activities identified in the FSM Agriculture Policy, 
including: increase extension services to farmers, establish farmers and producers associations 
or strengthen existing ones through capacity building, provide input material to cooperatives and 
farmers associations, build quarantine and treatment facilities, as well as processing facilities, 
and build farmers capacity to meet sanitary and phytosanitary standards requirements. 
4.2) Fisheries: maximize the benefits of FSM fisheries resources and further develop 

aquaculture 
Fisheries is one of the three priority economic sectors identified under the SDP, and accounted 
for around 11.5% of the FSM GDP between 2008 and 2010 (FSM Economic Review FY 2010, 
p16). The main benefits received from fishery resources are the annual rents or fishing access 
fees ($17.7 million in 201). In terms of employment generated by the fisheries industries, in 
2009, 98 people were employed on vessels while 199 were working in shore-side facilities (FFA 
2010). This number does not include artisanal fisheries, which provide a much higher number of 
jobs to FSM people. 

Despite its identification as a leading sector with comparative advantages, the fisheries sector 
has remained largely stagnant in real terms and has not displayed any trend growth. Both 
National and State Governments recognize that for FSM to maximize the benefits of its fisheries 
products, it should move towards value-adding fisheries rather than relying on fishing licensing 
and exporting of raw fish. There are opportunities to establish onshore processing facilities in 
the FSM, while ensuring conservation and sustainable management of fish stocks for future 
generations. Learning from past experiences, National and State Governments also recognize 
that the private sector must take the lead role in achieving this objective. 

With respect to aquaculture, small-scale community managed aquaculture projects have been 
trialled demonstrating the potential of development of coral, sponge, pearls, giant clams and 
other marine farming as export growth areas. Many provide alternatives to unsustainable 
fisheries practices, such as dynamite fishing, and to those affected by Marine Protected Areas 
(MPAs). Collaboration between State Governments and conservation NGOs has provided a 
successful model for community-based sustainable livelihood activities. Initiatives have 
demonstrated that marine farming products have great potential but found that more attention is 
required in the areas of management, marketing and business development skills. Technical 
assistance to support implementing NGOs build business and marketing skills is needed to 
complement technical interventions in marine production enterprises. 

The priority in this area is the provision of technical assistance to develop and implement a 
national fisheries development policy; and capacity building to support NGOs, fishermen 
and businesses involved in marine production. Specifically, technical assistance will also be 
needed to survey the FSM Exclusive Economic Zone, with a view to prevent and deter illegal, 
unreported and unregulated fishing practices, establish competent authorities for IUU 
certification, undertake feasibility studies on the aquaculture development in the FSM, and 
organize training for packaging, storage, and marketing. 
4.3) Tourism: Enhance tourism products improve the quality of services 

The SDP states that tourism should be ‘the leading sustainable economic activity’ in the FSM. 
Despite being a major sector that could lift the economy from its current stagnation, tourism’s 
contribution to the FSM GDP has fallen, although slightly, from 2.2% in the mid 90s to 2% by 
the end of 2010 (FSM Economic Review FY 2010). Tourism remains underdeveloped in the 
FSM as substantiated by the number of visitors (13,727 in 2010, FSM Economic Review FY 
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2010). Many factors currently hinder development of a vibrant tourism industry in the FSM, 
including the problematic climate for foreign direct investment, difficulties in obtaining secure 
long-term land leases, and quality of tourism infrastructure and services, high cost of 
transportation to the FSM (on a single carrier operating high-priced flights to and from a remote 
geographical location), and onerous US visa requirements for many potential visitors (Guam and 
Hawaii are the main ports of entry into the FSM). While these factors have impeded tourist 
development, the FSM has much potential, particularly as a niche market in the eco-tourism and 
dive areas. The recent extension of the Pohnpei runway, which will enable direct flights from 
Japan, could help increase visitor arrivals.  
Development of ‘eco-tourism’ principles is widely anticipated. Eco-tourism promotes the use of 
local goods and services and employment of local people to the maximum extent, ensuring the 
economic benefits remain in the country. Eco-tourism will build on the FSM’s natural 
endowments. Expansion of activities beyond scuba diving is important as tourists seek a range 
of options. For example, tours to pristine forest areas, land sites of war relics and historical sites. 
These activities will strengthen the FSM’s tourism products, and would be facilitated by the 
provision of maps, signposts and other information to be more tourist friendly; easier access to 
the land at historic sites; guides with knowledge of Micronesian history; staff trained in 
hospitality and the inclusion of more locally produced foods and traditional dishes in the 
restaurants. Visitors today are establishing the reputation of the FSM as a destination tomorrow, 
so attention needs to be paid to making every visitor feel they have had a positive and unique 
experience and choose to come back to the FSM or recommend it to their friends. 
Collaborative tourism marketing between the States, as well as other Micronesian Countries, has 
the opportunity to present an attractive package with a variety of activities. Large-scale resort 
hotels are under discussion in Pohnpei and Yap, representing an alternate philosophy of tourism 
to eco-tourism. The costs, benefits and risks in relation to economic, social and environmental 
impacts need assessment. Also, integration of energy conservation measures such as natural 
ventilation or renewable energy in hotel design should be encouraged and promoted. Dialogue 
between private operators in the tourist industry and government can be established, such as 
through the establishment of Tourism Boards to better identify ways to improve the visitor 
experience and ensure effective planning to manage the different demands and impacts of eco-
tourism and resort tourism. A national tourism body was proposed in the SDP to coordinate 
State tourism plans. More effective collaboration between the States is needed to enable 
common promotion of tourism for FSM to be developed, identifying diverse activities, 
highlighting unique features in each State and promoting visits to multiple states. 

Improvement of the FSM tourism product will require awareness programs on eco-tourism; 
introduction of cleanest municipality/state awards; encouragement and support for filming and 
documentation of FSM’s traditional arts; promotion of tourism in outer islands; introduction of 
annual hotel/restaurant awards; and development of new tourism products (diving and marine 
centres, parks and recreational facilities, soft-adventure and cultural tourism). To achieve this, 
capacity building is needed to improve the quality of hotel services by developing curriculum 
for short training programs for hotel/restaurant staff; and delivery of associated training for 
hospitality staff. 

The priority in the area of enhance tourism is the need for technical assistance to enhance 
tourism products and build capacity throughout the tourism sector to improve the quality 
of services. More specifically, technical assistance and capacity building will help to undertake 
the following: develop and implement a national tourism development and marketing policy, 
identify and develop new tourism products (diving and marine centres, parks recreational 



 

 18 

facilities, soft-adventure and cultural tourism), renovate historical sites and museums, provide 
targeted training to private business and staff involved in the tourism sector. 

4.4) Import/Exports: enhancing exporter’s capacity and establishing appropriate 
institutions, legislations and infrastructure to promote intra state trade and exports. 

FSM remains a net import country with increasing trade deficit (from $109.3m in 2004 to 
$127.6m in 2010 (FSM Economic Review 2010). Total food imports have shown a steep 
increase from around $17m in 2000 to $43.6m in 2009 (FSM Agriculture Policy). FSM’s export 
performance has been very poor. Fish is the major export commodity, which accounted for 
about 69% of total exports in 2007. This shows that the country is very vulnerable as it depends 
on a single commodity for its exports. Previously, garment products were the second highest 
export product constituting about 21%, but betel nut is now the second major export product 
since 2005.  

This situation is justified by a number of factors, including: a weak private sector mainly 
concentrated in the retail sector and small-scale tourism industry. The few industries and 
producers that can potentially produce and export lack experience and updated market 
information. Secondly, producers in FSM have not been able to meet rules of origins, sanitary 
and phytosanitary measures to take advantage of the generous trade provisions of the Amended 
Compact of Free Association with the US, the Cotonou Agreement with the EU, and the 
SPARTECA with Australia and New Zealand. Thirdly, FSM’s capacity to trade is also 
constrained by the lack of appropriate institutions, legislation and infrastructure to treat, test, and 
certify exports to international markets. This is the case of fumigation rooms, dryers and 
packaging facilities, competent authority for catch and vessels certification and SPS and TBT 
point of contacts. One can also point out FSM’s current trade and trade-related laws, which in 
most instances are out-dated and would require substantial support to be reformed, including 
intellectual property rights, food safety laws and competition regime.   
The FSM Trade Policy (adopted in January 2011) recommends the development of a national 
export strategy to promote exports and reduce the current trade deficits. The Trade Policy also 
recommends moving towards value-addition in agriculture and fisheries rather than relying on 
primary commodities, with a view to achieving Millennium Development Goals 1, and 8. 
There is potential for exports that could be further developed through value-addition: for 
example, agricultural exports increased from $612,000 in 2005 to $2,791,431 in 2007 mainly as 
a result of betel nuts and kava from Pohnpei, Kosrae and Yap. Handicrafts also increased from 
$4,000 in 2004 to $148,098 in 2007 and cooked food increased from $12,000 in 2004 to 
$796,870 in 2007. Kosrae is already achieving a surplus of vegetables to export to the Marshall 
Islands; meanwhile Pohnpei, Chuuk and Yap have regular exports of agriculture and fisheries 
produce to Guam, CNMI and Hawaii. Another opportunity that can be explored is the 
production of bottled water for export to countries such as Kiribati, RMI, Nauru, US, Guam, 
China and Saipan.  

A number of potential import substitution and value-adding industries have been identified 
throughout the FSM. These include on-shore processing of tuna as well as local production of 
eggs, chicken and pork. Currently the production of livestock is constrained by the high cost of 
imported animal feed. There is potential for local animal feed to be produced using wastage and 
by-catch from tuna boats and from uncollected breadfruit in Pohnpei. Organic fertilizer can also 
be produced for farmers. Opportunities exist to develop local smokehouses as means of 
preserving local meat and fish products and reducing exports and wastage of local produce. 
Recycling activities have the potential to re-use existing materials and substitute imported goods 
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(eg. re-use of glass or metals in construction). Mangos, papayas, and bananas can be made into 
jams and juices, while soft drinks can be bottled locally from reconstituted ingredients using the 
natural mineral water produced in Pohnpei and Kosrae (recent bottling operations in Kosrae 
have been suspended while legal matters are resolved). Locally bottled water could reduce the 
high reliance imported bottled water. 
The FSM could benefit from developing a policy and legal framework that supports investors 
gain necessary access to land and primary resources and support environmentally friendly 
private sector development for import substitution, export oriented production and tourism. 

The priority in this area is the need for multilevel technical assistance and capacity 
building support to exporters as well as technical assistance to establish appropriate 
institutions, legislation and infrastructure to promote intra-State trade and exports. More 
specifically, technical assistance and capacity building in this area will be necessary to 
implement key activities identified in the FSM Trade Policy, the FSM Agriculture Policy and 
the National Export Strategy, including: technical assistance to establish fumigation rooms, 
dryers and packaging facilities, quality compliance centers, sanitary and phytosanitary point of 
contacts, assistance to build export and processing facilities, establish and strengthen producers 
associations with a focus on women involvement in business, build producers capacity to meet 
sanitary and phytosanitary standards and labelling requirements, as well as concluding 
preferential and favourable trade agreements with FSM’s main trading partners. 
4.5) Business skills for communities and new entrepreneurs 

SBDCs provide business skills training to existing businesses as well as supporting new 
entrepreneurs to development business plans for bank loan applications. These SBDCs are 
currently poorly utilised by the private sector, and tend to depend on government grants for their 
existence. At the same time there is a substantial demand for business training in the agriculture 
and aquaculture community projects sector that is not being met. Reconciling demand from the 
community sector with specific training from SBDCs has the potential to accelerate community 
development and promote participation in the formal sector.  
The key priority focus to enhance SBDC is the need for technical assistance to develop new 
training programs and curriculum that are needed for start-up businesses and 
communities.  

4.6) Energy: development and the expansion of renewable energy, and lessening FSM’s 
dependency on imported fuel. 

Like other Pacific Island countries and territories, the FSM is highly dependent on imported 
fossil fuels to sustain its economy. Imported fuel, for the most part, is used for both electricity 
generation and transportation. The nation expends approximately $45 million annually on 
imported fuel, marking energy as a priority need and the most costly sector of this fragile 
economy. Rising fuel costs have resulted in inflated costs of goods and services, and affect 
virtually all other sectors. 

With the adoption of the National Energy Policy in April of 2012, consideration for alternate 
energy sources through the development and the expansion of renewable energy potentials is 
identified as priority for the nation to aid in the provision and delivery of affordable, reliable, 
and environment friendly energy sources, and to help lessen our dependency on imported fuel. 
The policy sets targets to increase energy from renewable sources to 30% of total electricity 
generation, and an increase of 50% in energy efficiency by year 2020. With this decisive 
undertaking, both the State and National Governments have identified and enumerated their 
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short to medium-term priority projects (appended to the National Energy Policy as Volume II) in 
their effort to address the stated goals. 

Approximately 40% of the total population of the nation is still without basic electricity. The 
introduction of renewable energy, particularly solar power generation, becomes vital in our 
strategic plan to provide electricity especially to the out-lying and remote areas of the island 
nation. With the desire to reach and provide electricity to those without, the Governments are 
cognizant of the high costs associated with renewable energy technologies, as well as the 
capacity needed to properly maintain such infrastructure. As such, sustainability for these 
projects is a key determinant in the consideration for the expansion phase. 
Ongoing projects are funded through grants and other financial assistance from development 
partners. Given the limited resources of the National and State Governments, and the volatile 
cash flow of the utilities, attracting private sector investments is crucial to scale up renewable 
energy generation. Thus, the outsourcing of electricity generation through renewable energy 
sources is an initiative currently sought by the various power utilities in the FSM. With this 
interest in pursuit, it is also important that relevant legislation and policy frameworks are 
developed and put in place to ensure and safeguard the security and appropriateness of such 
arrangements and those long-term equitable benefits for all stakeholders are carefully addressed 
and accounted for. 

The use of renewable energy sources will enable communities to have access not only to power 
but importantly also to communication. New technologies are thus bringing opportunities for 
even remote outer islands to be connected to satellite based internet and direct communication 
via Voice Over-Internet Protocols (such as Skype) through solar energy. Connecting remote 
schools, communities and dispensaries through satellite internet connections with State 
Government departments will facilitate better monitoring and support to remote staff. 

The priority in this area is the need for multilevel technical assistance and capacity 
building support to develop relevant legislation to ensure that long-term equitable benefits 
for all stakeholders are carefully addressed and accounted for, and technical and financial 
assistance to provide electricity especially to outlying and remote areas. 

 

5. Economic infrastructure:  Transport, Communication and Power 

5.1)  Transport  

Transport is the single most important infrastructural constraint to economic development. It is 
essential both for FSM coordination between States, export of products, particularly short life 
marine products, and facilitating tourism. Inter-island transport is essential to both Government 
services and to developing local economies. Currently transport is seen as the major constraint 
in economic development in all three key sectors of agriculture, fisheries and tourism. There are 
five principle needs for sea transport: 

• Passenger and cargo services to and from small islands within FSM States;  
• Transport of produce between States and to external markets in the region; 
• Transport of passengers, including tourists, between States;  
• Transport of infrastructure project needs, equipment and construction material for the 

education and health facilities rehabilitation work; and  
• Transport of students and teachers to get better education abroad and improved trainings 

for teacher certification in the main island and abroad. 
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Transport options for visitors travelling between the States could be enhanced with ferry 
services with cabins to provide an attractive alternative to costly and inconvenient flight 
connections, international flight check-in times and customs clearance currently required to 
move between States. FSM’s one national ship has been servicing the outer islands effectively 
with technical assistance for twelve years. Two donated state-run vessels in Chuuk and Yap 
have been in limited operation in recent years and additional ships for the FSM fleet are being 
sought. Need for a unified shipping service across FSM was discussed by leaders at the February 
2012 State and National Leadership Conference. 

Air transport is the principle form of transport into FSM and also for the export of short-life 
marine and agricultural produce. Current services do not offer reliable and regular access to 
freight, for example the National Aquaculture Centre in Kosrae faces a serious impediment to 
self-reliant operations because it cannot secure consistent freight space on outgoing flights. For 
tourism, access to FSM through USA’s customs in Guam is seen by the States as an unnecessary 
constraint on visitor arrivals from some countries, and remains a serious impediment to visiting 
the FSM for many nationalities. Bottlenecks currently exist between Chuuk and Guam, and 
Majuro and Honolulu – instances of visitors unable to book seats on these components are 
common. Opportunities exist for the recent runway extension in Pohnpei to act as a hub for the 
FSM and receive direct flights from across Asia and Russia. The proposed purchase by the FSM 
of two new aircraft will necessitate a feasibility study for airline management options and 
further infrastructure requirements. Interest in a regional airline has been indicated if a profitable 
airline within Micronesia is found to be feasible. 
To ensure that the FSM’s diverse transport needs are met, an integrated study to 
determine the most cost-efficient balance of air and sea transport must be prioritized. A 
sea and air transport study could usefully establish a unified transport plan. Shipping plans will 
need to include links to potential markets of Guam, Palau and Marshal Islands and incorporating 
subsidy requirements to maintain services to remote islands. The air transport component will 
need to consider how to complement existing air services and sea transportation plans.  
Effective and affordable transport, communications and power generation are core drivers of 
economic growth, but infrastructure for social development and healthy living cannot be 
forgotten. Infrastructure for clean water supply, sanitation and solid waste management is an 
important component of happy and health living for communities throughout the FSM, and 
cannot be lost in the clamour for transport, communications and power infrastructure. 

5.2) Technology for communication 
Access to media is limited in FSM and new technologies offer the potential for the development 
of new media opportunities, opening up opportunities for youth organisations to become 
involved local radio stations and web-based communication to support social messaging and 
education programs. Young people would gain useful new skills and have a positive focus of 
social engagement in the remote islands. It could provide fee-for-service programs for 
government to disseminate health messages, agricultural information, transport schedules and 
other to cover costs of radio operations. It could promote a healthy lifestyle, discourage 
intoxicants consumption, promote safe sex and promote respect between genders to address 
some of the youth issues that are emerging in FSM. 

The FSM is exploring the process of liberalizing telecommunications, establishing an 
independent regulator, connecting the states of the FSM with broadband telecommunications, 
and building capacity for ICT and development. An ADB infrastructure study issued in 2008 
and World Bank study in 2011 both support this approach to improve the economic and social 
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development of the FSM, however there remain calls for an independent evaluation of the 
impact of liberalization of telecommunications on the individual FSM States. The International 
Telecommunications Union has also provided technical assistance in the development of the 
National ICT and Telecommunications Policy Plan. 

Within the field of telecommunications, three priorities are identified: (1) The FSM is 
seeking development partner support to extend the broadband fibre optic 
telecommunications capacity to the states of Chuuk, Kosrae, and Yap; (2) Facilitation of 
the transition from a monopoly to a competitive market; and (3) Provision of technical 
education and training in ICT and open source applications and programming. Submarine 
fibre optic capacity currently exists between the state of Pohnpei and Guam. However, this 
capacity is under-utilized and creates internal digital divides. The Department of Transportation, 
Communication, and Infrastructure is the lead agency for this effort, together with the SFOC and 
Telecommunications Task Force established in 2007. 

6. Health and Education Services 

6.1) Developing health infrastructure  

As a developing nation, the health of the FSM population is in an epidemiologic transition. The 
lifespan of the FSM population has increased over the years. Health per-capita expenditure has 
also increased somewhat. Some of the socio economic indicators - formal education attainment 
(by both sexes), particularly among women and access to basic health care – have also improved 
significantly. 
The communicable diseases (tuberculosis, parasites, leprosy) are controlled somewhat. 
However, new strains of these diseases have emerged (MDR, HIV/AIDS) coupled with the 
emergence of Non-Communicable Diseases (diabetes, heart disease, stroke, etc) are now highly 
prevalent in the FSM. This combination of disease burden has, and will continue to, challenge 
the ability of the entire health systems in the FSM to provide health care to its population, 
especially as ageing population increases. 
To respond to the need to tackle diseases of the lifestyles that contribute to the widespread of 
communicable diseases and NCDs and at the same time provide health care to a diverse 
population with a great demand of modern disease treatment services and technology, FSM must 
develop its health infrastructure and periodically assess its strategies to ensure it meets the need 
of the population in an changing environment. 

The Issues 
FSM has been declared as a Public Health Emergency for Non-Communicable Diseases 
(NCDs). 70% of all deaths in the FSM are due to some type of NCDs. While only a small 
percentage of the total GDP is spent on health, only a small percentage of the available health 
dollars is spent on the public health measures to prevent and delay the onset of these NCDs. 
When the NCDs strike, they often take a high toll not just on the human life but also on the 
financial scale. For every medical referral for further diagnosis and treatment of NCD or 
complications of NCDs outside the FSM, there is a direct financial burden on the health system.  

There is also a shortage of trained health workers and health services face considerable transport 
difficulties in providing services to outer islands including monitoring and maintaining drug 
supplies. 
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Several State Health Departments called for stronger partnership between the National and State 
Governments. The different-pay for the same job in different States has led to the competition 
for staff as people seek higher salaries elsewhere. The purchase of medicines is time consuming 
and costly given small quantities purchased. Joint purchase of medicines was suggested to 
benefit from economies of scale and reduce administrative staff time on purchases, although the 
storage of drug supplies at a central point en-route must be investigated for efficient delivery to 
Yap. 
The promotion of healthy eating across the States is essential. It is reported that young people do 
not know how to prepare traditional foods. The reintroduction of skills for processing traditional 
foods amongst young people and the introduction of new skills in adding value and preserving 
locally available seasonal foods should be promoted through women’s organisations and 
networks. Interested individuals and women’s groups can establish small businesses in fast food 
products such as taro chips and banana cakes to be sold as healthy alternatives to imported 
foods, particularly in the vicinity of schools and in local market places. 

State Health Departments should collaborate with NGOs including women and youth groups to 
deliver messages on health and nutrition to combat NCDs in rural communities. Support in 
product development for food processing, preserving and marketing for Women’s Councils and 
Women’s Associations should include business development skills and start-up capital for small 
projects. 
6.2) Education for island development 

‘We learn more about snow than about coconuts’ sums up frustrations with the curriculum 
taught in FSM schools. Community consultations with Youth and Women across the four states 
of FSM in 2011 identified quality of education as the primary concern of youth and women. The 
SDP identifies five core goals for education in the FSM:  

• Improving student learning; 
• Improvement of teaching quality; 
• Consolidation of performance monitoring and informed decision-making; 
• Strengthening of participation and accountability to communities; and 
• Improved relevancy to the life and aspirations of the FSM peoples. 

However, the Committee on Education Sector, during the Economic Summit in 2003, 
consolidated these five goals into the following four: 

• Improve the quality of instructional services to early childhood, elementary and 
secondary education; 

• Improve the quality of education services and programs; 
• Meet the manpower need of the nation; and 
• Allow FSM students to complete postsecondary education to assist in the economic and 

social development of the FSM. 
In recognition that limited resourcing hampers progress against these goals, the FSM has 
identified key areas where external support will contribute most to measurable outcomes: 

• Improvement of teaching quality and community involvement in education; 
• Administration of the National Minimum Competency Test and accompanying analysis 

of results;	   
• Make sure COM curriculum supports manpower needs and economic development of 

the nation by providing courses in tourism, agriculture, fisheries and energy; 
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• Accreditation of elementary and high schools; 
• Completion of national curriculum standards setting; and 
• Strengthening Career and Technical Education through the implementation of the CTE 

curriculum at all primary and secondary schools, and improve career guidance 
counselling. 

In the context of the topic of Island Education and Development, a number of challenges have 
frequently been referred as characterizing both the National education system as a whole and 
also States’ departments of education. 

The low or sub-standard quality of education is a primary concern, as youths are leaving school 
with low literacy rates and are unable to achieve entrance to higher education. Reports from 
various sources correlate the sub-standard education with the rate of absentee teachers, isolation 
of schools, and difficulties in adapting the curriculum to language and contextual realities of the 
students. These multiple challenges facing the national and state education departments are 
being addressed through programs which establish national standards of skills for teachers and a 
national school accreditation process. The National Department of Education is taking the lead 
in implementing some of these. This will address some, but not all, of the issues identified. 
A further concern is that the education system is contributing to children ‘not knowing who they 
are’ due to the lack of Micronesian content. Issues include: 

• Teachers skipping sections of the curriculum which either they don’t understand or they 
find irrelevant; 

• The transition from initial local language education to 4th grade English curriculum does 
not recognize English as a second language; 

• As many as 50% of FSM students studying in USA on scholarships fail to return at the 
end of their education; 

• Agriculturalists are trained in classic agriculture but do not get technical training and 
analysis of local systems of production or local environmental conditions; 

• Nutrition is taught in relation to imported foods which are then seen as superior; 
• Health services are unable to recruit staff with suitable skills and are recruiting from 

abroad; 
• The lack of opportunities in vocational training results in foreign workers being brought 

into carry out basic construction requirements in the FSM. 
Scholarships are a significant part of the education program. Grants requirements for students to 
return home to work are not met with about half of graduating students remaining in USA, 
leaving FSM short of well-qualified young people. There is currently no tracking of outcomes of 
scholarships, however the National Department of Education has recently developed a National 
and State scholarship tracking system. Efforts to incentivize students to return to the FSM have 
so far proven unsuccessful. 
To better support remote teachers, the school parent-teacher association (PTA) could be 
strengthened. The PTAs meet quarterly for teachers to give out grades of students and discuss 
student performance with parents. These meetings could also consider teacher performance and 
attendance. In addition the establishment of school gardens in primary schools would enable 
students to learn about how to grow vegetables as well as develop knowledge of nutrition using 
traditional foods using educational materials from, for example, Island Food Communities of 
Pohnpei. ‘Community engaged schools’ could be promoted with trained educators in each State 
to support, train and mentor school teachers and PTAs. Retailers of unhealthy imported foods 
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could be banned in school localities and local women entrepreneurs invited to set up food stalls 
using local produce for children to buy health foods. 

State education departments have identified the need for greater partnership between national 
and state education departments. To ensure that education programs meet the needs of the 
nation, close collaboration is needed between States to support the preparation of educational 
materials built on local food and nutrition, environmental management, agriculture, Micronesian 
history, geography, flora and fauna. 
6.3) Tertiary Level Health and Education 

Currently health and education departments focus only on the primary and secondary sectors of 
health and education. After graduation from school, the College of Micronesia (COM)s six 
campuses are the only source of further education within the FSM. The health sector does not 
have a tertiary education sector. 

The College of Micronesia should support the manpower needs of the nation.  Its curriculum and 
instructional means should provide the students with basic knowledge and skills on tourism, 
agriculture, energy and fisheries. 
COM receives funding that is dependent on offering courses accredited by the US education 
system and is currently subject to significant funding cuts. COM has the skills and campuses in 
every State, which could be used to deliver non-accredited training in technical areas required 
throughout the FSM economy. Integration of the education provider organizations would enable 
these needs to be more effectively targeted. A gap in technical and vocational training 
opportunities for unemployed youth and school dropouts currently exists that is not currently the 
responsibility of either State education departments or the College of Micronesia. 

Both health and education departments at State level call for better partnership between FSM 
National and State departments. Efforts are underway to develop a health curriculum standard 
for implementation in schools across the FSM, but greater integration of State educational and 
health services across the four states and the establishment of a tertiary level within the national 
health and education departments would further strengthen educational and health outcomes. 
To reduce the high costs of medical referrals to Guam and Manila, there is a need for a 
Treatment and Diagnosis Centre for FSM nationals to be screened and treated within FSM. The 
choice of location of the Centre must consider the proven ability to maintain medical equipment 
and strategies to ensure high standards of maintenance into the future. A joint strategy should be 
developed for tertiary level health care and State collaboration on the bulk purchase of 
medicines for FSM, with assessment of potential financial costs and savings of both initiatives. 
In addition, there is a need to upscale the health facilities (dispensaries and hospitals) throughout 
the Nation in order to meet modern standard of health care facilities.  With modernized health 
care facilities, there is need to use this as an opportunity to link the widely dispersed 
communities throughout the nation to access health care through tele-health technology, where 
health care providers in the outer islands can have direct access to doctors at the main hospitals 
or specialists from places outside the country.  With the fibre optic technology now available in 
the FSM, this can enhance the ability of the FSM to provide a much more advanced health care 
to its people. 
The most urgent priority for the health sector involves the provision of technical and 
financial support to effectively combat the prevalence of NCDs in the FSM. Given the 
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enormous cost associated with treating NCDs, investing in education, awareness and advocacy 
programs is time, money and effort well-spent. 

 
The two utmost priorities for education across the FSM are (1) The ongoing task of 
improving teaching quality and community involvement in education, and (2) The short-
term objective of implementing comprehensive competency testing (administration of a 
National Minimum Competency Test and analysis of results). 
Improving teaching quality and promoting community involvement is a long-term priority but 
there are activities and projects that must be attended to and completed on annual basis. 
Currently, there are 1,628 teachers in the nation, averaging about 18 students to a teacher which 
falls below the roughly established 1:25-35 teacher-student ratio as exercised by individual 
states’ DOE. However, because FSM schools are so dispersed and secluded, there are cases 
where classrooms have one teacher to only a few students and others that have over thirty 
students per teacher. The student to teacher ratio is problematic but the most pressing need is to 
improve the number of qualified teaching staff of the nation through the provision of more in-
service teacher training activities and to provide more opportunities for College of Micronesia 
students to complete their degree education programs. Currently, about 65% of FSM’s teaching 
force hold AA/AS degrees, about 13% have either a BA or BS degrees and less than 1% have 
MA/MS/Ph.D. degrees. The FSM needs to increase the number of qualified teachers in the long 
run. In medium and short term there is a need to increase efforts in assisting COM-FSM in the 
in-service teacher training activities in order to improve the teachers’ content knowledge and 
teaching methods. 

Comprehensive testing (administration National Minimum Competency Test and analysis of 
results) of our students is an immediate goal (aiming for 100% coverage in 2013). The purpose 
of this activity is to obtain reliable baseline data on the performance of FSM students. The 
competency level of the performance of our students is low. Following testing in all schools, 
results are not expected to be drastically different from what is observed now. However, clear 
understanding of students’ competency in the curriculum standards and benchmarks can be used 
to improve the teaching efforts hence, student learning. The challenge to implementing this is 
not primarily a lack of funding, but obtaining education specialists who can assist in the review 
of all our testing instruments. 
 

7. Climate Change and the Environment 

7.1) Maintaining Healthy and Resilient Island Environments 
Any benefits attained by achieving development outcomes in the sectors previously discussed 
will be quickly lost unless equal priority is given to maintaining the health and resilience of 
FSM’s natural environment. FSM’s environment sector is characterized by strong and 
cooperative partnerships between government and civil society stakeholders at all levels. 
Despite this strength, FSM is facing an array of environmental pressures, some of which will 
become more acute with increasing development. Environment sector stakeholders are 
committed to continue working with donor partners in achieving FSM environmental protection 
goals. 
Priority environmental issues in FSM differ substantially between states and islands, but 
the three most common and acute are (1) Managing solid waste effectively, (2) Maintaining 
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the productivity of marine fisheries and ecosystems, and (3) Strategic development 
planning underpinning effective environmental impact assessment. In some locations, issues 
such as sustainable management of watershed and mangrove forests or environmental health 
issues such as drinking water being polluted with human or pig waste, are also acute 
environmental concerns.  
FSM’s environment stakeholders work at many scales, from individual and community activities 
to participating in international negotiations. Numerous multi-stakeholder discussions have 
identified an area of environmental governance that could be substantially improved is the 
development, administration and enforcement of environmental regulation. Improving the 
quality of FSM’s environmental governance systems will bring cross-cutting benefits that 
enhance outcomes across all of the key environment issues: waste management, ecosystem 
protection, fisheries management, environmental impact assessment and environmental health. 
The benefits attained by achieving these improved outcomes will be shared by all FSM citizens, 
but will accrue most directly to those people who are most directly reliant on healthy natural 
resources for their daily subsistence.  
FSM is a key partner in the world’s most forward-looking regional environmental protection 
initiative: the Micronesia Challenge.  The Micronesia Challenge, commenced in 2006, is a 
commitment by Micronesian governments to strike a critical balance between the need to use 
natural resources today while sustaining those resources for future generations. The commitment 
is to “effectively conserve at least 30% of the near-shore marine resources and 20% of the 
terrestrial resources across Micronesia by 2020”. Pohnpei, Kosrae and Yap have established 
significant conservation areas and are engaged in supporting communities affected by these 
changes. The Micronesia Challenge is a partnership between governments, community-based 
organizations and community leaders, and international agencies and donors. 

7.2) Mainstreaming Responses to Climate Change 
The impacts of climate change are already adversely affecting many of FSM’s communities. 
These impacts are being felt most acutely in atolls, but are not limited to low-lying or coastal 
areas. For example, farmers are noting seasonal changes in rain patterns, taro crops on atolls and 
other low-lying sites are being destroyed by saltwater inundation, and some drinking water 
supplies are becoming too saline for safe consumption. Climate change is a problem 
characterized by an altering environment, but it is not an ‘environmental issue’ in that 
responding to climate change will require planning, action and innovation across all governance 
sectors in FSM including health, education, agriculture, energy, tourism and infrastructure. 
Accordingly, a key priority for FSM is in integrating responses to the impacts of climate 
change into sectoral planning processes. 
A further impact resulting from climate change is the predicted increase in climate-induced 
natural disasters such as typhoons, storm surge and flooding, and secondary hazards such as 
landslides. The FSM Government has been proactive in responding to this by combining in a 
single agency the administration of emergency response and planning with that of environmental 
management. Effective disaster risk reduction strategies will contribute to better preparedness 
and enhanced community resilience. Enhanced strategic planning applying best practice climate 
change modelling and establishing more comprehensive monitoring systems will ensure that 
current and future development initiatives are safeguarded. While certain initiatives are currently 
underway with support from regional and international agencies such as SPREP, SPC, and IOM, 
as well as civil society organisations, there is considerable need for development partners to 
continue supporting in this sector.  
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Accessing international financing is sorely needed for the effective management and protection 
of FSM’s environment.  While the FSM receives the bulk of its annual funding support under 
the Compact, the allocation to the environment sector is very small.  But the sector is the most 
stressed from the impacts of development as well as from the adverse impacts of climate change 
as we have seen in recent times.  There are numerous multilateral environment-funding sources 
that the FSM can access but, like many Pacific small island states, there is lack of local capacity.  
As such, there is an urgent need for development partners to provide focused support in 
building the capacity of the FSM to be able to easily access international funding sources. 

 

8. Development cooperation and coordination 
The FSM is dependent upon support from the international development community. The depth 
and diversity of challenges facing the FSM mean that it will remain dependent on assistance for 
the foreseeable future. In recognition of this, the FSM is examining the processes, capacities and 
structures that govern its development cooperation practices. There is considerable room for 
improvement in articulating national and state priorities, making effective use of available 
resources, and coordinating the various partners that contribute to the development of the FSM, 
including Government, civil society, the private sector, and the international donor community. 

To-date an Overseas Development Assistance (ODA) Policy has been drafted and is in the 
process of evolution through ongoing consultation at the State level. Other initiatives are 
underway to improve timely and equal access to grants, training, scholarship and other 
opportunities. Future plans include the development of processes to identify and monitor agreed 
national and state priorities; capacity building in the core areas of project design, monitoring, 
management, reporting and proposal preparation; and activities to enhance transparency in ODA 
decision-making. The Development Partners Forum is one activity aimed at establishing an 
ongoing dialog between FSM’s development partners to facilitate better development outcomes 
for all stakeholders. 
This represents a considerable change in approach for the FSM, which, since independence in 
1986, has received the bulk of its support through FSM-US Compact provisions. While the FSM 
tackles the challenges associated with reforming its ODA systems, technical assistance, capacity 
building opportunities and limited financial support will be needed from the international 
community. 


