
Renewable Energy Development Project (FFP FSM 49450) 

SECTOR ASSESSMENT (SUMMARY): ENERGY1 
 

A. Sector Road Map 
 
1. Sector Performance, Problems, and Opportunities 

 
1. Sector performance. The Federated States of Micronesia (FSM) is a federation of four 
semiautonomous states (from west to east: Yap, Chuuk, Pohnpei, and Kosrae) with a population 
of 103,000. Located in the western Pacific Ocean, the FSM comprises 607 islands (of which 
74 are inhabited) with a land area of 700 square kilometers and an exclusive economic zone of 
3 million square kilometers. Economic activity comprises subsistence agriculture and fishing. In 
2017, gross national income per capita was $3,620 and 41% of the population was living below 
the national poverty line. The FSM relies on grant aid, mainly from the United States (US) through 
a Compact of Free Association, with aid covering nearly 50% of government revenue in 2016. It 
is a remote, dispersed, and poor nation. 
 
2. The FSM has no fossil fuel resources but enjoys good solar and biomass resources, with 
some wind (in Yap) and hydro (in Pohnpei) resources. In 2014, 86% of gross energy supply was 
met from imported petroleum (for transport and electricity generation) and 14% from biomass (for 
cooking). This high dependency on imported fossil fuels has been reduced, as the portion of 
electricity generation coming from renewable resources increased to 9% in 2018. However, 
dependency on imported petroleum remains high. 
   
3. An FSM National Energy Workgroup, comprising key government departments, is 
responsible for formulating national policies and plans. The national workgroup interacts with the 
four state energy workgroups responsible for state activities in the energy sector and compliance 
with national plans. The Energy Division of the Department of Resources and Development 
(DORD) assists the states in developing their energy sectors. The Energy Division drafts policy, 
performs research on renewable energy potential, conducts coordination among state 
governments, and manages coordination with regional and international counterparts. 
  
4. The FSM’s fuel storage and wholesale distribution are operated by the monopoly state-
owned enterprise FSM Petroleum Corporation, commercially known as Vital.  
5. Each state has a state-owned utility for power, water, and wastewater. The utility power 
divisions are vertically integrated—responsible for generation, transmission, distribution, and 
supply. Each state sets its own regulations and tariffs. 
  
6. Utilities have good collection rates for billed electricity, with all residential customers in 
Chuuk and Kosrae on prepaid meters.  The Pohnpei and Yap utilities are currently installing 
prepaid meters for their residential customers. However, the financial performance of FSM utilities 
is poor because the cost of generation (mainly diesel) is high; income from electric sales is used 
to cross-subsidize water customers; and electric tariffs, while high, do not reflect the full costs.  
  
7. The quality of the electricity supply is mixed. Although installed diesel capacity comfortably 
exceeds peak demand, generator availability is low. This is a particular problem in Pohnpei where 
load shedding occurs regularly. FSM enjoys almost universal access to electricity, except for 
Chuuk (with a highly dispersed population accounting for 47% of FSM’s total population) where 
the electrification rate is 27%.   

 
1 This summary is based on the FSM Energy Master Plans. Castalia Strategic Advisors. 2018. Energy Master Plans 

for the Federated States of Micronesia. Sydney (April). {Available upon request.} 

http://www.adb.org/Documents/RRPs/?id=49450-023-2
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8. Apart from Pohnpei, where Vital owns and operates a 2-megawatt diesel power plant that 
supplies the state utility, the FSM has no independent power producers.  
 
9. Key utility electric data are in Table 1. 
 

Table 1: Key Utility Electric Data 

State Utility 

Pop. Cust. Installed 
Capacity  

Peak 
Load 

Electrification 
Rate 

RE Base 
Residential 

Tariff 

(’000) (’000) Diese
l 

(MW) 

RE  
(kW) 

(MW) (%) (%)  ($) 

Chuuk CPUC 48 1.5 8 250 PV 2.7 27 3 0.47 
Kosrae KUA 7 1.8 6 345 PV 1.2 95 8 0.43 
Pohnpei PUC 36 7.3 13 725 HEP 

980 PV 
6.6 95 7 0.53 

Yap YSPSC 11 2.1 6 825 
Wind 

500 PV 

2.3 87 19 0.42 

Total  103     62 9  

CPUC = Chuuk Public Utility Corporation, Cust. = Customer, HEP = hydroelectric power, KUA = Kosrae Utility Authority, 
kW = kilowatt, MW = megawatt, Pop. = Population, PUC = Pohnpei Utility Corporation, PV = photovoltaic, RE = 
renewable energy, Wind = wind power, YSPSC = Yap State Public Services Corporation. 
Sources: Government of the Federated States of Micronesia and consultant reports.   

 
10. Problems. The energy sector in FSM faces numerous challenges, the most prominent of 
which include: 
 

(i) Low energy security. The FSM’s heavy dependence on imported petroleum fuels 
makes the country highly vulnerable to petroleum price volatility and shocks. It 
spends about $40 million annually on imported fuels, which represents 15% of its 
gross domestic product, making energy the costliest sector of its fragile economy.  

(ii) High electricity cost. Even with tariffs among the highest in the world, FSM utilities do 
not generate enough revenue to cover costs  

(iii) Low Chuuk electrification rate. The government and Chuuk state have 
prioritized the electrification of the outer islands.   

(iv) Climate change impacts. The FSM is vulnerable to the impacts of climate 
change, including sea-level rise, increased severity of storms, changing rainfall 
patterns, and ocean acidification.  

 
11. Opportunities. To address FSM’s energy challenges, several priority actions and policies 
can be employed, including: 
 

(i) reducing dependency on imported petroleum fuel by increasing the portion of 
electricity generated from domestic renewable energy resources; 

(ii) reducing the cost of electricity by increasing energy efficiency and generating 
electricity from low-cost renewable energy resources; 

(iii) increasing Chuuk’s electrification rate by introducing mini-grid and solar home 
systems on the outer islands; 

(iv) increasing competition by expanding opportunities for the private sector; and 
(v) climate-proofing all investments.   
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2. Government’s Sector Strategy 
 

12. The government approved its National Energy Policy (NEP) in 2012, with the goal of 
becoming less dependent on imported sources of energy by having (i) an increased share of 
renewable energy sources, (ii) cross-sectoral energy conservation, and (iii) efficiency standards 
in place.2 The NEPs set national and state level targets with the following time frame: 
 

(i) By 2015: 
  
(a) provide affordable, safe electricity to all households on the main islands;  
(b) electrify 80% of rural public facilities; and 
(c) enhance the supply-side energy efficiency of FSM utilities by 20%. 

 
(ii) By 2020:  

 
(a) increase the share of renewable energy sources to at least 30% of total 

energy production; 
(b) increase electricity efficiency by 50%; and 
(c) electrify 90% of rural households. 

 
13. The government commissioned a 20-year energy master plan (EMP) to set out a road 
map to achieve the goals of the NEP. It adopted the final EMP report in April 2018 (footnote 1). 
Based on a 4% annual electricity consumption growth rate in Pohnpei, and a growth rate of 1.5%–
2.0% for the other states, the EMP sets out a detailed pathway for each state to provide a reliable 
and environmentally sustainable electricity service to all residents. The EMP updated the NEP 
targets. By 2037, it seeks to achieve (i) an electrification rate approaching 100%, (ii) 84% of 
electricity generated from renewable energy sources, (iii) diesel consumption decreasing from 
4.2 million gallons in 2018 to 1.5 million gallons, and (iv) greenhouse gas emissions from 
electricity generation reducing from 43,000 tons in 2018 to 16,000 tons.  
 
14. A summary of the EMP’s proposed investments to 2038 by state and type is in Table 2. 
 

Table 2: Summary of Proposed Investments to 2038 
($ million) 

State Generation Distribution Mini Grids SHS All 

Chuuk 48 (PV + BESS) 4 26 9 86 
Pohnpei 83 (PV + BESS + DG + HEP)) 28 2 1 114 
Kosrae 26 (PV + BESS + Diesel) 10 1 0 37 
Yap 37 (PV + BESS + DG) 15 4 3 59 
All 194 57 33 13 296 

BESS = battery energy storage system, DG = diesel generator, HEP = hydroelectric power, PV = photovoltaic, 
SHS = solar home system. 
Source: Castalia Strategic Advisors. 2018. Energy Master Plans for the Federated States of Micronesia. Sydney (April).   
 

B. Major Development Partners: Strategic Foci and Key Activities 
 
15. The main multilateral development partners in the FSM energy sector include the ADB, 
the European Union, the Global Environment Facility, and the World Bank. Bilateral development 
partners include Japan International Cooperation Agency, New Zealand, and the US.  
 

 
2 Government of the FSM, DORD. 2012. Page 10. 2012 Energy Policy: Volume I. Palikir. 
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16. Extensive consultation was undertaken with relevant development partners throughout the 
project design. Opportunities for cofinancing were not identified. 
  
17. Ongoing and planned projects by development partners are summarized in Table 3. 

 
Table 3: Major Development Partners  

Development Partner   Project Name Duration 
Amounta 
($ million) 

Energy Sector 
EU Northern Pacific ACP Renewable Energy and Energy 

Efficiency Program (North-REP)  
2011–2016 10 

 
ADB Yap Renewable Energy Development Project 2013–2018 10 
JICA Power Sector Improvement of the State of Kosrae 2016–2018 10 
World Bank Energy Sector Development Project 2015–2019 14 
World Bank Sustainable Energy Development and Access 

Project  
2019–2024 30 

New Zealand Solar Project in Pohnpei Ongoing 1 
ADB FSM Renewable Energy Development Project Proposed  
GEF Energy Conservation and Efficiency Under planning 2 

ACP = Afircan, Caribbean, and Pacific,  ADB = Asian Development Bank, EU = European Union, GEF = Global 
Environment Facility, JICA = Japan International Cooperation Agency, North-REP = North Pacific Renewable Energy 
and Energy Efficiency Project.  
a Approximate United States dollar equivalent. 
Source: Asian Development Bank estimates. 

 
18. Development partners have aligned their assistance with the FSM’s NEP and EMP. 
Projects under execution and planning meet the primary goals of improving energy security and 
reducing energy costs by increasing the use of renewable energy resources and improving supply 
energy sufficiency.  

Table 4: Summary of Partner Focus  
Summary Focus of Intervention ADB EU GEF World Bank JICA New 

Zealand 

Increase renewable energy generation *   *  * 

Increase electrify access in Chuuk and outer islands  *  *   

Improve quality and efficiency of supply    * *  

Improve energy conservation and efficiency   *    

ADB = Asian Development Bank, EU = European Union, GEF = Global Environment Facility, JICA = Japan International 
Cooperation Agency.  
Source: Asian Development Bank estimates. 
 
C. Institutional Arrangements and Processes for Development Coordination  
 
19. Development partners work directly with DORD, the FSM department responsible for 
development partner coordination in the energy sector. They also coordinate with each other 
through partner FSM country offices and regional energy forums such as the Pacific Power 
Association and the Secretariat of the Pacific Community annual energy meetings.  
 
20. ADB coordinated with DORD and the US Department of the Interior regarding possible 
FSM use of Compact of Free Association funds to support the FSM’s contribution to the proposed 
project. The US Department of the Interior advised that it supported the project and would 
consider any request by the FSM. 
   
D. ADB Experience and Assistance Program 
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21. The ADB-financed Yap Renewable Energy Development Project, completed in December 
2018, supported the increase in the share of renewable energy in Yap’s electricity generation 
from 0% in 2012 to 19% in 2018.3 This successful project demonstrates the feasibility of achieving 
the FSM’s renewable energy targets, set out in its NEP. In the Yap project, the implementing 
agency was the state utility, Yap State Public Services Corporation. DORD advised that 
efficiencies would be gained and coordination improved if DORD were the implementation agency 
for future donor-funded projects. Hence, DORD is the implementation agency for the new World 
Bank project and the proposed ADB project. 
 
22. An important lesson learned from the previous ADB energy project in Yap is the 
susceptibility of project implementation to adverse weather conditions and impacts of a changing 
climate. Civil works are nearly impossible to conduct safely during the rainy season, which 
underscores the importance of project planning and maintaining implementation schedules. 
    
23.  ADB’s Pacific Approach, 2016–2020 prioritizes energy sector development and serves 
as the country partnership strategy for the 11 smallest Pacific developing member countries, 
including the FSM.4 ADB’s strategy is to support the Pacific island countries to enjoy lower-cost 
energy and achieve higher energy security through the increased use of cost-effective renewable 
energy resources. 
  
24. ADB’s strategy is to promote private sector participation in the energy sector to increase 
competition, reduce the financial burden on the government, and improve sector efficiency. ADB 
will work with governments, partners, and the private sector to facilitate increased private 
participation in the energy sector.    

 

 
3 ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the Federated 

States of Micronesia for the Yap Renewable Energy Development Project. Manila. 
4 ADB. 2017. Pacific Approach 2016-2020. Manila. 
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Problem Tree for Energy  
 

 

High reliance on imported 
fuel for power generation 

(core problem) 

Low penetration of 
renewable energy  

Low efficiency power 
generation  

Low demand-side 
energy efficiency 

Oversized 
generators  

Limited 
technical 
capacity 

Limited 
access to 
financing 

Reduced 
public 

expenditure  

High power tariffs Economic exposure to oil price 
shocks and rising oil prices  

Exposure to 
supply 

disruptions  

High household 
expenditure on 

electricity 

High cost to 
commercial and 
industrial sector 

High 
cost to 
tourism 

Uncertainty about cost 
of electricity 

discourages investment  

Poor accountability 
in government 

buildings 

Negative impact on 
balance of payments  

Poor fuel security  


