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The iovemment of Federated States of Mictonesia and the Burepean Commission herchy
apree gy lollows;

(1)

{)

{3}

{4

The Government of Federated State: of Micronesia, represented by Mz Kose
Nakanaga, MNational Authorising Officer for FSM and the Furepean Commission.
represented by Mr Robene Ridolfi, Head of the Commission Defegation in Fiji,
hercinafter referred 1o as the Partivs, held discussions from March 2006 winti] Aogus
20T wilh a view o Jelermining the gencral arientations for coaperation for the period
2008 2013,

During these discussions, the Counery Siratepy Paper and an Indicative Programme of
Community Aid in fuvour of Federated States of Micronesia were dmwn up in
acygrdanc e wilth the provisions ot Articles 2 and 4 of Annex 1V w 1he ACP-EC
Partnership Agreement, sigred i Cotanow an 23 June 2000 a5 revised in Eaxeraboueg
on 25 Jume 205 These discussions complete the programming process in the
Federgred Stefes of Micronexin, The Coumey Stralepy Paper and the Indicative
Programme are anncxed o the present document,

As repards the indicative programmable tinencial resources which the Conrounity plans
ta sel aside for the Federued S1ates of Micronesia for the period Z008-2013, an amaum
ol €8.53 mallion for the allocation eelerred to in Article 3.2 {a) of Annex 1Y of the ACP-
EC Parinership Apreemom (A-allocation) and of €07 million fior the albocation
referred 1o im Arlicle 3.2 (B) (Beallocation). [hese allocations are not entitlements and
may b revised by the Community, following the completion of mid-torm and end-ol-
lerm revicws, 1 accordance with Article 5.7 of annex 1V of the ACP-EC Parnership
AgTeemeant.

The A-allocation {5 destine] to cover macrocconomic support. sccloral policics,
programmss and projects I supporl of the focal o non-fecal arcas of Comenomily
Aszistance. The Indicative Progranme snder Part 2 concerns the resources of the A-
allecaion. T also tikes inte consideration tinancing from which the Fedeeated States of
sicronesia bencfits or could benelil under other Community resourees, Tt docs nol
pre-cmpt tinateing decisions by the Commission,

The B-allocation 13 destined to cover onfonsseen needs swech as emergeney assislances
where such support cannil be [inanced From the ELl budget, centributions ro
uermalionally aprecd debt relicl initiatives and support W mitigae adverse etfoets of
instalility i expoit camings. The B-allocation shall be tigeered according 1o specilic
riecheanisms wnd provedures and docs therefore not vet constitole a part of the Indicative

Programme.

Resources can be committed within the framework of the present Country Simiepy Paper
and Indicative Frapramme upom the eniry inlo force of the 107 TDF Multi-annual
Fioanenal [ranework for the peried 2008-2013 of the revised ACT-EC Partneeship b
noet before 1 January 2008, Finarcing decisions lor projects and programmes can be
taken by the Cotnomssion at the request of the Governmment of the Federated States of
Micronesiy within the limits o’ the A- and B- allocations refesred o bn this document.
Financing decizions can also be taken on the basis ol Aricle 1504 in conjunciion wilh
Anicle 401%6d) af Armex 1V 10 the APC-EC Pannership Apgreement for support to nob-



Stale avtors or on the basis of Atticle 72{6} to the ACP-EC Parnership Apgreemem tor
humanmtanan and cmergency assistance funded (rom the B-allocanens.  Tinancing
decisions shall be raken amd implemented sccording to the mles and procedurcs Laid
dewn o The T Counet] regulations on the implementation of the 10" EOF and on the
financial regulation applicable w te IO B and i Amnex TV 1o the ACT-IC
Fartoership Agrecmant.

(1) The Furopean [nvestoneor Bank niay conmibute (o the implemeniation of the prosent
Country Stralery Paper by operations linanced from the Investment Faciliny andfor from
15 own resoutrces, i accordance with Paragraphs 2 (e Yand 3 of Anaex 1h of 1he ACP-
L Paptnecship Apreemment regarding the 10™ LTy Mulbi-annual Financial Framework for
the peniod 2006-2013.

! In aceordance with Anicle 5 of Annes TV to the ACP-EC Partnerslup Agrecment, th
Matonal Authonising Officer and (e Head of Delegation shall annoally wndertake an
apetational review af the Indicative Programme and underlake o mid-wom review and an
end-vi-term revicw of the Counlry Stralegy Paper and the Indicative Programme in the
light at eueretit needs and performance,

Thie muid-tenn review shall e undertaken m 2000 and the end-oi=em review 1o 200 %
Fallewing the compleiion of the nud- and end-of-tenn reviews, the Comnmmity may
revist Ui resource allocation in light of cureend needs and perlonrange.

Witho prejudioe 1o Anticle 5.7 ol Annex [V concerrung reviews. the allocations oy
be increased according o Article 3{5) of Annex [V in oeder to take account of special
newds or exceplional perfomance.

(&) The sgreement of the e parics on tos Country Strategy Paper and the Naotona
Indieative Programme, subject 1o the ratitication and entey o foree ol the revised ACP-
KO Pannership Agreement and the 107 EDF Multi-annueal Finaneid Frumework of for
the pered ZO0E-20]3, will be regarded as defimitive within eipht weelks of the date of the
sippatne, unless cither pany commuoicaes the conteany before the end of 1his perisl,

For the Goverppaent ol For the Conmmission
Federated Seates of Micronesia
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SUMMARY

The FSM 38 siuated in the western Pacific (cesn and consists of more than 600 small islands
tistorically koown as the Comoline lshands. T'he geographic dispersion of the istands hay
tesulled in an Exclusive Econemic Zonc (EEZ} of approsimately 1.0 million square miles,
giviae the FEL one of the largest tina {isheries i the Pacific, The total land arca i3 aboot 271
square miles. 5 signed 3 Compact of Free Association with the Loited States in November
1956, marking the F3M as an independent nation. The Taited Stales retains responsibility {or
delvnce and securicy matters. In 2005, the FSM population was o little over 102 000 with an
annual growth rate of 0.26% (FSM Censas, 199320000, This rellects the high, and increasing,
rile of migration Lo the United Sates. FS hecame signatory to the Cotonou Agrecment on 23
June MHH). A Fisheries Parnership Agrecment (FPAY between the LU and FSM camy iow
force on 6 Februaey 2007, FRM s classified in the Biodiversity Convenlion as a “hotspot”.

Under the ficst Compaet Agreement with the US, the US provided FSM with approximate]s
L5352 billion m grants and serviges between 1988-2001. A rencgotiated Compact {Amended
Cemmpact) signed in 2003 provides o further USS1E billion over the next 20 veaes, Tae aim of
the new Coampael assistance 1s to advance economic sel-relisnee and complcte the transition
fronm U5, dependence.

The vxternal suppont provided to FE hus produced 2 standard of liviog i the urban cenines
that is genvrally higher than clscwhere in the Pacific ACP region, However, the relative
position of FEM can be expected tw dechioe in the near {uwre as the reduction in exwernal
turding trom the U8 and associated budpet constraints reduce income Jevals and the quality of
healih and education services.

FSA bas a vounp and mpidly growing population, with some 5090 umder 18 years of age.
Lincropleymenl tates amoeng youlh will increase and career oppodunitics diminish in the publis
sector as a resuh of the relono process. The working-age population is under-employed and
underpaid, especially as regards women. Wage differentials remain a enitical Jabouwr marke
15508,

1’851 is exceptionally vulnerable w natwral disasters and its reanoteness from magor trading

rarkels greally impedes s abilily to ceomamically compete in the global market. The

counlry’'s veonemic development i3 ditectly Jinked 10 the covironment; vrucial tor providing

the natural resonrces for lood, shelter, and traditional medicines. Cummenily the EV) prowides

aboul 1% of 1004l O12A to FEM. Althouph small in comtparison 1 thal receisved from the LS,

the 3" TR be dirceted largely at runewsble enerpy, - @ sector where tew other denoes have

becn tradiionally involved, EDF initiatives atwiapt to redress the imbalance berween the

urban and rural‘euter island and to achieve s more cquitable diatribution of the wation’s

tesauecas. For thas reason Government has again selecied the penewahle eneriy =5 he focal

seetor weder the L' 13F. This ohjective is coherent with U Country Support Sirategies of

many other Pacific Lsland counrics, and complements the EL stratepy far (he Pucilie and the

Piwifie Plan, Rencwable encrey falls within the Water ard Eavrgy sector as defined in the

Furopear Consensite, e 2006, a5 well as e FEM's Birategic Developiment Flan.

The Governmenl proposes to allecate 96 peecent of 1he A-emvelope or £7.47 million for the
devclopment of renewable enerpy. MNSAs will be encouraged to porticipale in the
bmplenwentation of the programme. The remaining 10 percent (EG.&3 milliva) will be o
cstablish a Technical Co-operation Tacilily from which necessary Technical Assistznee,
studies and activities i pursait of Bmproved pevernance will be funded.



FART 1: STRATECY PAIER

CHAPTERT: THE FRAMEWORK OF HELATIONS BETWEEN THE DONOQR ANI}
THE PARTNER COUNTRY

I.1.1. Gencral Objeciives of the EC's external policy

In aecardance with Aricle 177 o the Treaty Establishing the Foropean Community.

Communey policy in the sphere of development co-opetation shall fosrer:

. The sustamalle evomunie and social development of {he developing countrics, and
e partivulacly the mest disadvantaged among them,

. The smeweth and eradual integration of the developing countnes 1olo the world
ECONON Y,

. The campaign agyinst puverty in Lhe developing countrics.

Evrope should project a coherem role as a global parner, inspired by ity core values in
assuming repional respensibilities, promuling sustainable development, and coatributing 1o
civilian and stralegic sceurily

The [neon bag developed o broad specinum of external relations tools in the shape ol the
comnon Uade policy, cooperation wader bilateral and muololateral agrecments, developrent
cooperatian, humanitarian aid and francial assislance as well a5 the external aspeels of
imlern| palicies (encrpy, coviroment, transpor, justice and home aftairs, cic).

FL7 external action imelwling the Comman Foreipn and Security pelicy, common trde policy
and cooperation wiith third countries provides a framework boeth for intcpratng all EL
instruments and lor pradually develeping a 301 of common actions based oo common
postlions in the braader sphere of political relations.

Enlarzement has entrusted ED with even greater responsibilitics, s o regional leader and a5 a
global parieer. T should therelore strenptbcn 1ts capacety to promcte haroan righbts, democtaey
andd the rule of law as well as s capacity 10 focus on the 1ght against poveny, both o ns
neighbourhood and theouph its multilateral and bilateral policics which are mamly aimed at
sustaimable development and political stability. Thus, the TU will achievie penuinge foherenc
between its domwslic and 115 exlernz] agendass, conmribuling thereby 1o globul secunty and
prosperily.

L L1 Strategie abjectives of gooperation with the pariner counfry

The Treaty oljectives are confinmed in Article 1 ol the ACP-EL Partiersbion Agrecselr,
sipned in Cotanou on 33 June 2000 and revised in Luxembourg on 25 June 2005, The
vverutehing objeotive of ke Cotonan Agrecwient 1s 1o promole the developiment of a comimon
strategic approsch to poverty reduction, congistent wath the objectives ol suslainable
development aod the pradoal iolegrition ol ACP countrics 1nle the world economy,
Cooperation etween the Conomuaty and the FSM shall pursue these objectives, taking imto
accowtt the fundamental principles set aut in Arnicle 2, 1o particular the encouragement of
“ownership” ol the siravey by the country and populations concemed, and the essenlial
clements and fundamental element as defined in articles & and 111 o the Agreement.

Wile the Treaty and the Cotonow Agrecment provide the leeal basis for EC cooperation with
AP countries, the recently adopted furopear Cevtsersies ax Pevelopmrent sels the general
palicy framewark at KLY Teved, The pamacy and overarching objective of BV developmen
palicy 15 he cradicalion of poveny 1o the conlext of sustainable development, in line wath the



intcmational agenda, and with particular attention tor the Milletmiom develepmant {oals
(R L Numan rightys and good goevermanee are recopmised as other imporant obpectives,

Better aid effectiveness ts essential to achicving poverty eradication. Therefore the EU will
advance  coordination, hammonisation aod  aligpemem. 10 will  promete better  donor
complemeptanty by working towards joiolt multt-annual programming based on panner
countrics strategies and processes, comman implementaiion mechanisms, oiol donet wide
misssans, and the uwse of co-finuncing aomangements, The EU will take o lead cole in
tmplementing the Pars Dheclaration commibments on improving aid delivery and o owall
capitalize on naw Mamber Slales” experience to strengthen their rode ws donacs.

Policy cohercnee for developmeni will advance in a number of arcas. The purposce i Duat alt
Bl not-ard palicies make a posibive contnbolion w developing countries’ efforls 10 anain the
MDD,

The priocipe of copceaimaion will guide the Community country and rewions) programming,
Thiz means selecting a limited number of poiority areas of action, through the dialopue with
partnet countries, ralher than spoeading eftorts in e many scetors, Inokis context the
Community will be primariy aclive in the [ollowing mne drcas, keepimg inte account s
comparative advantages i a number of these! rade aod repiomal inegration; the environment
and the seslainable mansgemen of natoral resources; inlmstmctore, communiealions and
transport; waler and epergy; rural developmend, \emitortal planning, apgriculiure and food
securily, povernance, deragctacy, human rights and support Tor ecooarmie apd iostirutional
refaornms; conllicl prevemion and lragile states; hwman development; social cohesion aml
employmen).

Tl mainstreaming apprtch will e strengthened for four cross-eutting issues: demoeracy,
gaod  governance, burnan nphtys, the rights of children aod indigencus peoples: wender
equalily; environmental sustamabibity; and the fight against HIYAALIDS.

In May 2006 the Furopean Commission adopled a proposal e decpen the B eolations with
U Pacific Ishasts, in partieunlar the 15 Pacific ACP counties, This s the lest formal strnegy
in 3¢ vears of EV-Facitic relations, and n 2ims 1o strengthen political dialogue, proyvide
preater focus to development cooperation and impeove the effectiveness of aid delivery. The
Commission’™s  propesal ceflests the growing  eoviconmental, political  and  coenomic
impoenance of the Pacific region, The strategy makes three main proposals:

1, Building stronger political relations an ipleresls of commoen concern such =5 globul
political secuarity, trade, eeoncmic and secial development and the enviromnent,

2, Foeusing development cooperation on arcas where the Paciiie has imporiant needs
and wheee the EUf has a camparative advantage and a pood track record, such as
the aostamahble munagement o naloral reseorces, regional cooperation and gaood
govermance (For example, addressing the root causcs of instability in the region,
reducing corruplion, and

1 Increasing ke cllicieney of ald delivery including using more direct budgctary aid
and working mote closcly with othker parmners, in particolar Australia and MNew
Zealand,

Li.3  Mum bilateral sagroemenis

IF5M became sipnatory to the Cotonow Agreecmcnt on 23 June 204H)



A Fisherics Parinership Agreement {unay or FPA batween dhe EL and FSR entered e foree
in February 2007, This FPA, the first 1o be signed between the EU and FSM, with an inilal
duration of 1hree years, provides fishing possibilitics for 6 purse scinees and 12 lonpliness.
The total financial contributban amousts 16 € 539000 per annum,. O this amount. at least
18% will suppod the deltnition and implementation of a sectoral fisherics policy, with a view
tr enthaneing suilable and responsible managetment af fishenes resources in FSM waters, This
conlribation shall be managed sccording w the objeatives agreed mutnally between the EC
and GalsM, m oonler 1w ensure coordimation of the FPA with developiment palicy, ep 1o
steenpthen ke institulional capacities o implement 3 fisheries policy, €. e strenglben the
instilutional capacitics to implemen a fsherics policy,

CHAPTER 1i: CIHINTRY DTAGNOSLS

[L.1. Analysis @f the politival, ceenomic, social and eovironmrental situation in the
recipient country

11.1.1 Pelitical aod institutional situstion

O 10 Mluy 1979 Pohnpet, Chauk, Yap and Losrac ratified & new constitution o become the
Fedorated States of Micronesia. FSM zigned a Compact ol Foee Association with the
Limteel States 10 Movember [986, marking the F5M as an independent nation. The Lnited
Statcs retains responsibility for defence and security matters. Under the it Compagt, 1986 -
2001, the U5 pevided FSM with approximencly US$2 billion in grants and services. A
rencgotiated Compact signed o May 2003 provides for a [urther USE).8 Billion over the next
2 vears, some ol which wiill be used to bulld up & rost fund to replace dircet financial
wasistanee [rom 2024, A stated alm of 1he new Compact assistance is to advanee econarmg seli-
rehance and complete the ransition feom UK, dependence, Emphasis s placed on greater
acuelptatiliey i the mse o Compast hends.

Proditical lepitimacy rests on the popudar will cxpressed by a majority vote through clections in
secordanee with the Constitulion. There are three branches of povernment: An exccutive
branch led by a president whe also serves us head of siate;, a unicameral legislatuce elecied
from the Tour constituent states that ¢lects the President and ¥ice-President trom amonp i
members; and an imdependent judicial systern that applies cnminal and civil Taws aml
procedures that closely parallel those of the United Seates. Individual states cnjoy significant
autonomy and have their own constitutions and goverunettal systems. Tradioonal Teaders
relain considerable influoetce.

The President and the Yice-DPresidend are chosen from among the Tour al-larpe msmbers ol
Congress, Cabinel 15 nominated by the President and members are sulyect to approval by
Congress.  President Emanucl (Maony} Mot was clected by Congress in April 2007
lollosiiny general election. Vice-President is Mr Alik L. Alik. The Mational Congress, a single
chamber federal legislalure, meets st Palikic, the FSM capital and administrative cenire i
Pohnpel. The National Conpress has T4 members, inclecding one representative clegied =l
large from each ol the Tour sties clected for 3 period of four vears, The remainder of the
Cangress are elecied lor two wear lerms (tom electoral districws based on population size.
Each ol thc lour statcs clects its own Governor and state [egislatuce in separate clectons,



General clections are held every fuor years afler which the President and Viee 'resident are
electel, with mlermediste cleclions every 1wo years tor the two-vear scat scnators. Thene is
universal sulfrape with all adults over 18 vears of age entitled 1o vone. FSM cilizens residing
everseas are ontitled we vole anid voting hooths are locaicd in major concendcation conires
ovirseas 0 Fseihitate Uis group’s participation. There are no political paries althouwgh
family/clan and chorch fclors are influential

F5M has maintained a stable govenuncnt since independence. Fach stale has unique
characteristics and geopraphic dispersion @nd (be Fnguiste. coltora] and histodcal diffirences
between the four states can somelimes make national consensus difficull. Within each state te
traditional chictly sysrems and churches are amongst e most enival Gaclors uodeqmnmng
commuanity cohezion. Given (e strong culloral snd social systems, e role of govemment s
much [arper than would noemally be the case in most markel economees, and will be slow to
change,

The perical rom mid 2004 10 the prosent has been charaoterzed prnacily by sdfjusiment 1o
the new Compast finding regime with the US. This has resulted in greater eophasis on
develaping and entorcing svstems Tar more stringeol budget peeparation and perfonnance
monitoring. In 2004 the FSM 14™ Congress approved the FSM Strmtepic Development Plun
CS1010) tor he nest Dwenty vears (2004 - 20230

The grvemment wpholds the principles of democracy and s generally respectil of human
rights and the rule of kew, FSM has ratiled several inlemational eonventions {¢fr Amnex 7).
Hoowewver, it has yet to accede 1o core Bl human rights conventions, namely the Inlemational
Covenmnt oo Cuivil and Palitical Riehts, the lnternational Covenant on Ecenomic, Social and
Cultural Kights, the Convention apainst Torture, and the Convention on the 1:limination of atl
forms of Racial Discriminsivn, The law and judiciary peovide cffective means of dealing
wilh tndividual instances of abuse; however, there are problems in some aceas, 1o paclicuelar,
govemimaanl ellorls 1o addeess societal problemns such as fanily vielence are constrainel by
traditional scciety.

The law does not provide for the pranting of asylum or refugee starus in accordance with the
1951 Uil Convention eclating o the Stows of Refugees and its 1967 protocol. [lowever, m
November 2005 Congress ntrocdieced cormprehensive legislation to cstablish a system for
providing protection (o relugecs in accordance with the 193] convention and 1967 protecol.
The lepislation was pending at year’s end. In practice the povermiment provided protection
apainst refondvment, the telum of persons 0 a country where they feared persecution. The
povernment coaperated with tie Cifiee of the UM High Conunissioner [or Retugecs ancd ather
humanitanan organtalions in assisiing refugees and asyhuo seekers.

The law gives citizens 1he right w changys theic povernment peacefully, and citizens exercised
thiz ripht in practice through periedic, Itee, and fair clections held on the basiz of universal
sulfrape.

Cultural factors in the male-dominated socicty have Bmiled woemen's representalion in
genenEent and polifics. Woroen are well represcnted i the middle and lower ranks ol
aovernment at both the Federal and stae level, and women hold the federal cabinet-level
pasitions of atterney gencral and public delender,

There i one woman in the 23-scat Pehoped Stune legislature and nooweenen 1o the other stae
beprslatures or in the national legislature.



Lirvernment corruption has been u problem, particularty in Chuuk Stwe, Following the 2004
conviclions of the then speaker ol Congress, one ather memnber of Congress, and twa former
members on charges relating w misuse of government funds, the Attomey Ceneral's Ofiice
ivestigaled and indicted other Chuuk politicians {or cormapt practices, #lthough one indicted
mcmber of Congress retained his scal in the March 2008 elections.

There is no national law providing for public sccess to goveroment information. Under rules
in cffect during 2005, the speaker of Congress ¢an declare any congrcssional documents
conhdential, Sate laws and practices vary, Lepislative hearings and deliberations generally
ate opet 4 the public,

Althougl there were no official resirictions, no local groups concern Lhemselves exclusively
with human rights, There are groups thal address problems conceming the rights of wamen
and children, and the govemment cooperates with these groups.

Women have equal rights under the T, including the right to own propery, and there are 1o
institutional barriers o education or emplovment. Women receive equal pay for equal werk.
Additionally scveral small NGOw ure interesied in women's jssues, paricularly those
associated with lamily violence and abuse. The Woman's Interest Seetion of the Depactment
of Healih, Education and Social Adlaics work to protest and promole women's tights as well.

The law docs nol specifically prohibit iraMicking in persons; however, there have been no
reporis that persons werez trafficked ., from, or within the country. In 2003 Congress passcd
legislalion o regulate Joreign labour recruiters as part of a stralegy to contral abusive
recruitment practices, but the gosvernment sl had ool promulgated implementing regulaticns
by vear's end.

Each ol 1he couniry's Tour siates has a different language and cultuee. ‘Traditionally the state
ol ¥uap hias o caste-like social systern with high-status villages, each of which bas an aftihisted
low-stalus villege, In the past, those whoe came from low-status villages worked without pay
tor those with higher siatus. In exchange those with bipher status offered care and pratection
W thase subservient W them, The trmdimional hiearehival social sysiem hag been gradually
breaking down, and capable people froun [ow-stalus villapes can rise 1o senior positicns
seciety. NMonetheless, the trmditional svitem continues 1o affeq contemporary life, wilh
individuals from low-status villages still kely e defer to those with higher sistos. forsens
from lowestatios backprounds tend to be leas assertive in advocating for their communities’
neels with the govermment, As o resull ow-slatus communilies someldmes continge 1o be
underserved.

11.1.2 Economic amd commereial sitwation

Megotistions regarding amendments to the Compact of Teee Aysoelanion, which Jocused
primatily ob the financial provisions, were completed in May 2003, Afer review and
approval by the respoctive legislatures, the amended Compact was formally ratified in June
2004,

Under the teoms of Compact 11, budgelary transiers ane replaced by scolor grams designated
for specific pueposes joinly apreed upon by the wo povernments. S sectar peants are
specilivd: ([} Healihe {20 Bducation, {30 Infrstreciore, (4 Capacily Building, {5) Provine
sector Development, and {0) Environmenl.



In the rew Compact, dhe real value of annoal grant assistance s sabslamially luwer than at the
end of Compact I The assislance package incledes an annual TS coniribution w4 jointly-
manaped trost fund, the earninps from which are intetded 16 replace annual grant assistance
beginoing in 2023, the end of Compact [ The annueal grant arount under the now apreement.
before inlationary adjustmn:nl]. i3 376 nullion tor the initial vears (fiscal 2003.2006)
Beginming in 2007, the anmeal prant amaont will decling v SE0G000 annwally, Thiz aooont
will be added 140 1he annueal rust fund contribuetion.

While the prpinal Compact Avreement was sweccssful in mecting the political goals of
cslablishing independence and 2 stable democratic govermment, il was less successful
stimulating economic developroent and seli~sustaining growth in the country, Cheer the Tast
decade, and despile meee than USLISS | Billion wonh of US assistance, real GDP per capita (€
2.132% has staoeated somewhal, allbough there B been some slight growth in GOP snge
2000,

The FaM veonomic strueture s still denmnated by a large adnanistration with heavy relinnes
on cxlemal funding, mainly Compact and other U5 fundimp, The FEM cconomy is dominated
by three types of econmmis activity: 10 subsistence farming aod fishenes, 20 wholesale'retail
trade, 3} the provision of governmen! services. Towrism i3 alse a crowing industry. A money
econnimy with modem commmumeitions, tresport anad wbilitics hag developed, but is limiled W
the populution contres of the main islands, Traded goods and services {apriculture. fish amd
tourtsm) represent anly 1 to 2% of G, Private secwor activity 35 primarily engaged in non-
truled poods production {(subsisteace and semivommercial productiony, the seovice indusles
based on govermment and payroll expenditures, with few exports and a small, cmerging
fourism sector, The main source of wmeome fromm odlshore fishing is feom annwal licences
granied to foreign vessels,

F5M hus nch fishenes resources, particularly skipjack, vellow I and big eve tuna. Fish
exporis, mainly 1o Japan make op 80% of FEM s 1otal exports. FSM carms an estimated
55320 mibion anoually fom the heensing of foreipn vessels lishing imoos Exclusive
Feomomic Aone, and has Hshimg agreementls with the T, China, the Ulnked States, Japan,
Tarwan and Koroea,

As regards fsheries, 10 should be poded] e ooe ol the priorities of the EL o this area, which
novwadays 15 becoming mncreasingly important, is the Aght against lepal, unreponred and
arrepolated (1L Gisbing activities whick s o drain on the copnamy of FE&. The new
lsherivs Paroerskip Apecment (5oo below) wall take into account this Imporaot aspuct,
which i3 also being addressed with the recend SCIFISH regional intervention, financed ffom
the 9% EDE. A miger manoe sunveillance programme Jonded b Ausimlia s aldempling 1o
enforce regulaiions and halt illegal fishing by foreign fleets, with some success. Flowever,
Ehaere aret bruge challenpes. According 1o the regst reeent Green Poace ligures, therg are an
approximalc 300 illegal or pirate hishing vesscls within the B3 EEZ at any piven time, This
creales an opporiunity for the BN in particolar, and other counteles 1o assist in strengthemimng
of the surveillunee propgram of the mations EEZ 10 ensure cominued viabilicy of the valuable
and threatened Nish stocks of the FAM and the Micrencsian Region.

A Fisheries Funoership Agreement has been ralilied by both panties anid engered ol Joree on
20 Febrieary 2007, Toucther with fisheries aprcemuonts in Kirtbati and the Solomon lslands the

' A im e v o Cmigect 1, prant haehing and sl fued comtrhuticns will be afusted G nileies oy Betkind of U pereomnl change s
1he 215 G gl groce B dlancy s 100 2 Skl spanual Adpesiitsat OF 5 pecent e Coenwass DUe ntoy nmen sdpesandent w35 7 pendepr
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F5M apreement will strengthen the neework of EC tuna fesheries agreements in the Pacilic.
The FSMIPL gpreement has an imitial duration ol three vears, providing {ishimg opporiunitics
lor up to & purse seiners and 12 longlinees. The il financial cootribution feom the B
atonnty fr E35000 pa from which @l least 8% waill fApance the delindion and
implcmentation of & sectozal tisheries policy aimed ot enhanciong responsible fishing in F5M
walers. [hiy vontribution shall be mannged inthe light of ebhjectives idemificd between the
L2 and FiaML

There i polential for the development ot 1he wurism industry. FSM atiracts approxumnately
15,800 visitors por yvear, mainly from Australia, Japan, the U5 and Furape, by virtoe of some
of the best World War 1T wrecks diving i the world {Chuuk Lagooal the 1,00 vear old stone
caty o1 Man Madol 1o Pohnper, the Stonc Money of Yap, the Lelu Ruins of Kosrac, and the
world cluss biodiversity. {irowih in the touriss seqtor i3 bimdered duoe 1o the Righ ¢ost of
teavelling 1o andl lram the FSM.

Miacroeconmmiie perfonnance imdicators tor 2005 arc lmied. Total official exlernal debi
oulstanding at the end of FY 2003 was USS 5453 m, or abowr 24% of GNP, with debl servicing
cquivalent o 6.1% ol exporls of peods und services, The debl mepavment position was
enhaneed a3 the five goverunents held podfoho nvestments i an external debt managemem
fund. Adjusting for these assets, unsecured extemal debl was equivident by aboot 9% of G

Feal G declined by 1.5% m 2004 due to the anticipated fiscal shocks of a 7.3% reduclion in
2004 FEM's per capita G 15 estimuated 1o be TUS52.300, Compact lranslors inkoe national and
slale povemment budpets under the new Compact, and the delaved availabilny of inftastrocture
sector grant Tunding. Further delays vceurred o the implementation of planned infrsitucture
spending i 2005 hut the Project Management Tlnit responsible tor supervisinp these
expendilures wis selected and operationalized 1n nud 2003 with cvery cxpeclation of sustained
high rates of indrastruceere expenditurcs, especially in the key Compact sectars of Lealth and
luativn.

In fiscal year 2007, FSM iy expected o ooy a further liseal shock when a cwnulative reduction
of TISDRR0,000 apnually will be withdrawn from the Compact operating crants. To help offscl
{hese shocks, the FEM Govermment places 3 very high priority upon the capitalization and
increased cetums Prara varows nativnal Trest Funds that 0 wlilizes o ineresse govemmend
revenues through the udicious use of short lerm mvestment and cash Aow,

In 2605, the FSM pepulatian was cstimated 1o have been a liktle over LO8,000 waith an annual
growth rate of 02655, This rellects the high, and increasing, il of migration to e United
States, Thes migration palemn s expected 1o have a8 major mmypact upon the 53075 coonomy and
social structore, with some projections that as many as 22 percent of the FSM population
currently eesides averseas and bt rmgre than 30 perewnt may reside averseas by the eagd of 1he
curment Compacl period 1o 2024,

F5M has gone through reform propgrammes with the assistance of the Asian Development Bank
to donnsize e prublic sector and strengthen e productive sectars of the economy. There has
heen oo nominal increase in privide sector paricipation (n agricwliuee and fisherics subsisience
and scoli-subsistence copagemaent) but no clear indicatien of the mamutuds of any mcreased
private sectar produgtion. Forthermore, despite the eftoes pot inle the reform programmes, the
labour anarkel remains distored by the high public seolor wage mle, T.ow and unregulaled
wages nald m the povate scetor are believed to ereate disincentives for Lthe unemployed 1o seek
julss.



Campact funding has resulted in the development of the government as the core influence on
the ceonomy, Public sector growth combned with relatively high wages paid o public servants
has crowded out private scoler nitiatives and removed incentives for iudividuals to contribate
o the preductive bage of the econamy. Privale seclor sciivily comiprses burgely services and
disttibudion and there is linle indigenous praviae commercial production or myvestment.
Reducing the size of the pulilic secter is a stated policy aim, and a prereguisite foe impeoved
coonomic performance.

Compact assistance 15 scheduled w last for another tao decades, but in order W advance the
cause of econamic selfreliance, and to reduce Lhe ncreasing social problems assecialed with
the ligh unemployment, it is vital hat the aothorities successfully implement policies
capitalizing on the potential cconomic growlh.  This 13 likely o bovelve a degree of
privatization andl. more geverally, 1o create @ more (avourable environment for private scotor
development. As in many Pacific Tstand countrics, unemployment is an arca ol considerable
crneem, with the present rate standing at 22%,

EPAs

Altheugh FSM has not yet demonstrated much gntbusiasm regardmg EiAs, since the coubory
has linle 1o wade in guods, thete arc some EFA discussions which could be of increst, These
include the discussions on services. rewiomal integration, investment and fisheries, mwoch of
which is vital 1o the sesiinable cxpansion of the econcoy. FSM can request wehnical
guaistatce from the Foum Seeretanat or wder the various CDF ACE fcilitics. T'5M are not
members of the WO, and do not covisage joming.

11.1.3 Sopcial situation, including decent wark and employment

Tasic socil services olten 1wl 1o cvach the poorer straka o seeicty, the outcr islands and rural
arcas, FSM also Laces decreasing educulion enealment rates, retention rles and access in the
auter islands. 1L also has peror healh indicators, Alhough maternal monialiy hay fallen
signilicantly, it ds still relatively high. acd the incidence of non-communicable diseases L%
increasing. Available duta suppest that andy 41% of the population have avcess to an improved
wiler sourec, and 43%) to impreved sanitation (CNDE),

The external support provided w0 F3M has produced = stacdard of living i the urban centies
thal is penerally bigher than clsewhere in the repion. However, the relative position ol TSM
can be expocted] to decling inthe near Tuure as the reduetion in exterral funding and assovialed
budget eonstraints reduee incomae levels and the qualivy o health und education services.

F&M has a young and rapidly growing population, with some 30% under 18 yeurs of age.
Uncmplevment rales atong youth will increase and carcer epportunities diminish in the public
sector as a result of the toterm proccss. Wage differentials remain a critical labour marke
issue. Average public scoter wages are close to deuble those of the privaie sceter, which aels ay
a disincentive {or participation in the povate sector. As the reform precess implies a major
reduction in public seetor wages at all Iovels, migraion may condinue to be sipmifivant,

The wovernment, recognising the noed to Improve the statws of wonen and to include them n
the development policy-making process, has incorporated women’s issues within planning aod
opkerdtions practives. A Women's Coordination Linit bas been cstablished within the Department
al” 1ealth, Fducation and Sevial Affirs. At state Tevels, Women's [nterest Officers have bz
appointed who have broad responsibilicy for input into policy-making, vspecially Jot the social
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seelors,  Women's MNGdds alsa ploy an ineressing role in advocacy for women and relevam
L5SLES.

11.1.4 Eavironmental situation

The total landmass of (he TSM is 438 square miles {702 km2y, with a declared Bxcloyive
Leonaraiy Zone (ELZ) covenng over 1 million squave ciles (1.6 million km2), The ¥FSM 15
comprised of 07 islands between 10-9.90 N und §38.2-162.60 T2 with land clevation ranging
lrom sea level to 2,500 teet (791 m} The northeast wade wind belt heavily influences the
teopival climate of the FEM with strong trade winds prevailing rem December through April
and periods of weaker winds and doldrums oceurring from May to ovember. Rainfal] js
gxtremely high on the high voleanic islands of Eosrge, Polnpel and Chuok and can excecd
4k} imches (14016 em) a yeard, The region is alfeeted by storms and typheons Chunk and
¥up are 10 the more affecled areas by the natural phenomengo - 1hat are gencally more severe
n the western islands, and by periods of droughtl and excessive taintall assoctated witl 1l
"Ll Nine™ (ENSO) phenemena. Tn reeent times, the droughis of 1982-1083 and 19497-1 908
were especially severe with groundwaler sources preatly edueed, agoculiural sysiems
damaged and coral bleaching vvents recoded,

The indigencus populatien is Micronesian with most of the people residing on the main
islands ol the St capitals, The 2000 Census preliminary count of the papulition js 107,00
{July. 200, halt of which ate vounger than 20 years of aee, Traditional, social and cultarsl
nstiutions ace shill very siropg and Micronesian socicty is bascd on the extended famnily,
whech 15 responsible ot ke family wellare, especially 1o relation o customary Gamily land.
Crwnership of land and marine arews varies hetween States. In Kosrae and Pohnpei, lond is
bith privately and State owned, while wmanoe areas are managed by the State as public trusts.
In Chuuk and Yap, the majorily of land and marine areas are privately owned or managed by
imnlividual eslales and are acquired through inheritance, gift or, recently, by purchase, [n all
3tates, land cannot be seld 10 non-citieens of the FSM, These land and marine ovwoership
patlems preatly mfluency Lhe strategics and actions regquired to sustainably develop the nution.

FEM = classilied in the Biodiversity Convention as a "hotapot™. The country (s vxveptionally
vilnerible to natural disasters and its eemateness leom major ading markets greally impedes
the wations eential 1o eeonemically compete o the global market. FSM™s economic
development 35 ditectly limked to the cnviromment, which s present in every lacet of
Micronesian's way of [ife providing the patural resources for food, shelter. and is wilised for
tnedicinal and lrditional purpeses. The majority of hauseholds within the natign are dependen
on subsistence living. Traduional resource wilization practices and community managcment
regimes are erading and this has a diret negalive impacl on the health of the nation's
erviconment, This detwnoration has been greally cnbanced in mare regent ey doe fo the
changes [rem subsistence o a commercial cconomy. urbunivation and the development of
centralized governmenls, The nalion has crabarked on a programme w conserve, preseeve,
manage and pretect the ecosyvstems ad the biodiversily of 1he conniey which have included the
tmplementalion of conservation argas, wise land use and marine management plans, and
envirdnmental communily awareness and  capacity  building.  Sustaicable  Jevelopmem
ponciples have Boen mtegrated inly these programmes, hawever inercased informanion
exchange and programme implementation is required. The devclopment and implementation ot
suitable trachtional and scienlific resource manapentent proprammes that can address These
155083 10 hotl the ear and long term are essential.



Clobulization and global environmental crises such as climate change, sea level rise and
climate varability (frequent and severe typhoon, stonm suges, deougbis) are major concems
to the FEM and the protection and conservation of island biological resources that can assis!
the walion 3 pretectl wsell from these natural forces iz extremely bmpottant Tqually, the
mitigatien of anthropogenic activities withio the nation that are contribuling 1o these Tasues
feed W be Jurtlicr addressed,

I March 2008 FSM joioed Palau, BAIL Guam and N3 in adopting the Microncsian
Challenge — a unigue programime which aims o conserve 30 percent of near-shore marine
resounces and 20 percent of farest rescurces by 2020, This ambitivus chaflenge ot exceds
current peals sed by inlerpational conventions and tromics, which call for countries to
conserve 10 percend of marine and terrestrial resources by 20120 The challeage also
cmplasiscs the need for Micronesian leaders to work togetber 1o conlroa! environmenial and
sustainable developroent issues,

ILLE The eountry izt the international conlext

Throueh s Compace of Free Asrociation P principle bilateral relationship s withy the
United States. I has diplomale missions in Washingion, Honolulu, Guam. Toekve and Suva.
amt revently 1o china. @ permanent mussien o the TN, and has establizshed diplomatic relations
with over 30 countries. There are four eesident deplomatic missions in FSM - Ausimlia, the
Linoted States, Taiwan and Japan.

Pohnpei is the Teadquarlers For the newly instigaicd Western and Cemral Pacilic Fisheries
Commission,

I'SM became a member af e LIN o Sepdember 1991 and has been active in regional alfairs,
with a foeus on envirommenlal issues. fisherics and transporiation issues. FSM is a member of
the Pacilic Islands Forum (plavinp host in 1998} and a number of other replonal instituticons
meluding Lhe Sewth Pacific Community (SPCY Pacile Islandy Pevelopment Program, Farem
Fishoetivs Agency, Souwth Pacifie Regional Enviconment Progeam, and dhe Council of
Micronesiin Chict Excoutives, FSW 15 2 member of the Asian Development Bank {ADB),
the World Elealth Organisation, the International Civil Aviation Orpanisation, tbe Tepnomic
and Sucild Conmission for Asia and the Pacihic {ESCAE. the UN Development Program, ihe
Food and Agricultere Organisstion, the ACEF Group and the Asia Pacilic Tarlionendary

L.

11.2.  Veverty reduction analysis

F5hd shows Butle prowress towards meeting the MTHGs by 2015, Poveny incidence is cstimated
1o be high with approximately 30% of the population falling below the naticoal povenly line @
1998, and there are signs of moreasing inequalities between the regions (Gind coellicient —
Povertly gap rilie — 9408, with large repional disparities), urbanization is ore of them.

Although averagpe GDP per capita, (LOSF2084, 2000102 in T99E prices) is high by Pacific
regienal standards this mashs the highly dualistie pature of the FSM oeconomy. Those in
formal public secior emplovment. g5 well 85 shose living in Kostac and Yap states, have per
capila meomes signilicantly above those living in the rural areas and outer islands of Pohnpei
and Chuuk states. Uhe hizhly movetised nature ol the FSM cconomy s placing ever @reater
dermands on howscholids for eash resources 1o buy slore goads including food, pay weilicy bills,



trans st ard make condrihtions (o edocation, community/secial cvents and donatiens (o Lhe
church, Cften iraditional cifis sre no longer adequate by themselves, cash donations ar other
cash orented gifts are alse often expected. Fregueolly cven fraditionad gifls musl by
purchased by houscholds that no longer have the time or skills to make hem far their own
reeends.

The conlinued migration of people 1o slale capitals and overseas 15 depopalaling saree of the
vuter island and noral parts of the country. I b5 alse inereasing the dependency rtios amongst
those remuining, Social tensions are being oreated by the increasing numbers of land-less or
land-poor.

The level of basic lieracy is bonh high and equitably disteibuged thepaphout 1he suales and
between genders, Hawever there is evidenee that the guality of cdueation, and the conzeguent
atraimment bevel reached by many students, has Faifed 1o show any significant improvement in
recent yueurs. This despite the siated emphasis on aducation and the additional resources
deveted o the sector, Sinalarly in bealth, Whilst many key health indicators luve improved in
recenl years Lhere 15 concem that the qualiy of services being delivered, especially 10 some
rural and outer island areas, s relalively poor.

In order to quatdify the extent o which households migh be expereneing hardship, naticnal
andt regional poverty lines based on the 1998 Househeld Toeome and LExpenditare Sureey
(HIL:S) have been caleulated. This analysis supggests that an 1998 nationally spprosimately
30%% of houwseholds had repeded incomes below the estimated basic needs poverty lme of
USETEE per capita por annum (UUS55693 per household per annum}. The hiphest level ot
hardshipr and income porverly s recorded in Chuuk 32.9%, amnd Pohnpei 29 5%, Tlouscheolds
with memnes (cush and pon-cash own prodoction) below this lewvel woueld e hikelv 1o
expenence some degree o financial hardship on a dsly o weckly basis. For the 16%;: of
houscholds in Chuuk {onc-inesix) and onc-neten on Poheped, which ceporled per capina
antiual inewmes below the food poverty bine of US5437 per capity per annum., the extent of
hardship beine experienced would be quite acute.

Analysis of the HIES data indicates that Lhe twenly percent (quintile} of houscholds witl the
lowest incemes receive anly 3 6% of wital iccome. In comparisen (ke hughest quintile reeeived
533.5% of come, o ruie of 15451, These Npures, weether with the cormespending Gint
covllicieol of income nequahity, 051, suwppest that income distribotion in F3M 3 moeee
uncgual than in other countries of by region. The ¢lear conclusion is that un increasing
vumber ol Lamilies and bouscholds in F3M are livine in condiions of hardship. The issucs ol
hardship and poverty can na lonper be ignored.

These resulis do not necessarily imply that people who had incomes aor expenditone Trelow the
poverty lines were aaieag hungry, I encans, rather, (hat on s diay-to-dey basis they would bave
had insufhicient ineome o meet their average expendiure commitments for a basie diel plus
the costs of othet essential non-food itema. Sweh families have b ek GOl Jaily choiees
about expendilure priorifies; cg, purchasing food or meeting social and community
obligaltens or paving power and commumications bills. Tven these Boosehalds where the
househald head is in employvinent, bot eaming anly o minimam wage in the povale sector.
eoudel be wnompest lhose expenencing Iinancial hardship in this way, These are commonly
ternicd the "workinp poor”.

Thus whilst those in public scetor employment may appear to have beeome hetter-off there
ape a poowing nutober of others, particolaely amongst e pnemployed, youth amd the elderls,
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wha are almest cenainly becoming warse aff, Many vouh are finding it difficult to pet the
son of Jobs 10 which they mow aspire; u aditional village and subsistence agricuhuee lifestyie
no looger has much appeal. Conditions of financial hardship whilst nol widespread arc.
nevertheless, leading 10 increased soctal and domestic tensions, rising crime, increasing drug
abuic and a deteriorating quality of life for those most aftected. These were amongst 1he
concems of those consulled in the participatory assessment,

11.3.  The ricipient country™s development sirategy

The Stralcgic Development Plan and Infrastructure Development Flan are ihe pringipal
plaving documenis wtilized by 15M and the United States o the implementstion of
Compast pregramntes. These plans are glso iolended to puide propramming of assistance
Irom other development panners.

The Asian Deveiopment Bank's CEP and Program update for FSM foe 2005-3008 is prepacesd
1o aclive consullation with all siakeholders: government, NGO, civil socicry, private sector
ard development agencies, It containg o comprehensive st of policies and strutepies for
achieving the vverall economic goal of the Government, which is private-sector-led coonomie
wrorwlh, 1L has three operational scrategies: pood govemance: social development and pro-poor
ceoneamic prowih. The main objeclives and strategies oulined in the documem are (4 w
reduce reliance on external aid funds (through reducing he size of the public secler and
increasing public and privaie savinpgs and ioveslment): (b) long-term public secwer capacity
building and wnproved participation of civil society, {e) improved basic education aml heallh
ard d b Lo inerease the siee and competitivenass o the produective seelor,

The period from mad 2004 to the present has been characterized primacily by adjustment o the
now Compact junding regime. Thix has resubed in gredier emphasis on developing and
enloreing systems for more stringenl budpel prepartion and perivrmanee monitoring, In 2004
the FSM 14" Cungress approved the FSM Stratepic Develogiment MMan (SD#) for the next
Lweenly vears (2004 — 2023). Thus plan, along with a national indtastrectuce development plan.
are requered urder the aow Compacy Tonding terms, as 8 tamework on which to basc the
annwal regoesls for the Compact seelor grants and strategic programiming gaides for the FEM
povemments. In the development of the SDP in curly 2004, 1he FSM convened the 3™ T'SM
Ceongimie Sunmnit with parlicipants from the four FSM States, the traditional leadership,
private sector, Mational and Stale Governments, nep-govemment oreanizalbons, churehes,
women's and vouth graups, povernment officials. as well o5 representatives of foreign
governments arnd donor ipstitwions.  ‘The theme of the Sumatil was, “The Mext 20 Years:
Achieving Economie Growlh and SelfReliance.

The Summin recogrisced the weak performance in attaning the poals o the ooginal Compact,
and expressed o desire that the Nation shawld do beter during the coming 20-vear period. In
patticular, the Nalion codorsed a high growih strategy, wlich is now koown as the Sustained
Orowlll Statcey (S05), aimed to accelerate growwth above the peor tates attained during the
original Comrigl.

53 relics mosily oo unpoered fossil feels lor ils energy generation. This places an increasmg
straimy on the economy. as dicsel fuel is expensive to import and diesel-generated clectiriciny
cxpensive 1o produce. Moreover, oil mports have increased inorecent voars duc to a steady
vrowih ol the whan popnlation and an inercase in the lead on power stations. The shortape of
energy supply tu the tural aress and ouaber 1slands i3 creating an obstacle  lhe progressive
development 1 the cducation and health sectors, The governmenl, recognising the need 1o
rediess such disparities, considers the developoent of indipenous ererpy sowrces in the outer
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iskunds and roral areas ay well as within the urban comers wihere poverty s presend cougial [or
the sustainable and eypitable development of the country.

A privnty ghjeclive of the government 3s the provisian of an sdequate and secure supply ol
enerey 1o meel the needs of hovseholds, commeree and industry and considered 1o be crucial
for the sustainable growth and equitable development of the country.

T4, Awnalysis of the vighility of current policies and 1he medium-term challeopes

Amongst the key issues faviog FSM in addressing hardship and poverty are the need to:
- mprove standards of governanee, including transparency and aecommabilivy;

- srrengthen the inslilmional and repulatory basis for tenewed  damesiic
eeandmie growlh and stability,

- crsutre {isenl discipline and sound fimancial management within the framework
ol Compact N

- Brve preater emphasis o promoling private scolor invesiment and employment
areallon;

- The sustainable development of the rors] arcas and owler-istaids muost e
considered and advanced. This is cewcial nor only for the benefit of the rucal
comumuniics to prevent poverly and 1o improve quality of litz, but also w
relisve secial and economnie pressoces 1o the urban contres,

- to mprove technical and wocational trxinimyg oppocuniliss in onder to meel the
skill needs of the private sector and of those who will need lifestvle <kills to
succesd m Lthe rural cconemy; and w

- cenlinue 1 amprove the delivery of edocation, primary health care and
health/nuteiiien education, particularly W those in the more remole slands.

CHAPTER (IT: OVERYIEW OF FAST AND PRESENT EC COOPFRATION,
COMPLEMENTARITY AND CONSISTERCY

1. L.1Eweal sectory {and macrocconomic support}

iy July 2000 (e Tinaneing Agrecmenl for the Renewable Encegy Prosiamome (coveriny, alse
barshall [slands. Maurn, Nioe and Palau) was siened by (e Seeretary Generdl of the Pacific
[sland Forum Sceretaviat on behall of all Nive countrics concemed. Lhe tender award
procedury Jor the reeruilment of the Pregramme Management Unit (PRLU)} has been
compleled and Implementation bepan in Tanwary 2006, The PMLU opened an office in Pobopei
during e Lirst yuarier of 2006, Tender specifications will be dravwn-up in 2007 and contracts
let in 2007 to 2008, The programme in FSM Fcuses on the provizion of PV salar systems in
rural areas and the remote outer islimds, Yap will get a mini-grid, dispensaries and schools
will b eguipped in Pohnpei and Chouk, while Keostae will have 17 wrid connected systems.
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[M.1.2 Prajects and programmes outside focal sectors

As regards the non-focal scctor. a drall financing propossl with nonsstate aclocs o the area of
conscrvation and environmenl prowection was prepared aml submitted to Brusscls
Sepember S {lolal amount € 72000 The commionls meoelved were subsequeontly
Torwarded w the MACHard e Micronesian Conservation Trust. The Financing 'roposal was
finalised it Awogust 2006 and has been approved.,

Given the slow starl 1o the 9% EDF the main lesson learma 15 dbal prject design aod
fonnulation needs 10 begin well i advance and that the mumber of projects and financing
proposals should be kepl 1o a minimam. In this comext a conteact agent based in Suva has
Been engamed for the purpose ol expeditiog currem and (ature progeammes, Additionally,
programme <kelivery can be enhanced by reomiting local TA suppoen 10 the BAD. LIS funded
pregramimes in FSM oare of such a mapnitode, and the lermilory tsell of such slrtewic
nporlance, thal a full 118 embassy is present in Polinpel. Even countrics with programmes
smallcr than the FU {c.g. Ausiradia) bave permancnt resident reprezenmtation in F5b.

BN 13 Usilisation of Envelope B

FsM has not been subject o disasters, and is ol eligible for FLEX or HIPC, 50 the B
envelope (LILE 1.4 million) has rematned untmeched, A multi-country programme on disasier
preparcdness is being developed for CROP implomentation and 1733 has indicated s interest
i using its 13 enwvelope o join and benciln from this programme. In August 20086 the
FEMMAD formally mandated the RACQTorum Secretarial to act as contracting authoedy in
respoct of the prospective saulti-coundry 13 envelope progeamme. [his programme iy
currently bemp assesced al HO.

I should be noled as repards disaster preparedness that all cument and fulure programimes
should include reinlorcement o the natiopal capaciy o respond to dissters and should
ETCLUTIES COUIes W propose their o sirategics,

111.1.4 CHler instruments

I'e 9% EDF Pacific Regionat Indicative 1opramme funded and extended o number of
existing projects in the six new Pacific ACP counlnes. iocluding FSM, These conststed ol:

Pacttic ACL Regional Ecotomde Integration Progranune (PACREIP)
Lrrvelopment of Sustainable Apniculure i the Pacific (ID5AT)

Facific Regional and OCT Fisheries Programme (FROCFISH)

Planl Prrection Programme (PPP)

I"acilic Kegional Inttiatives for the Development of {basic) Education (PRIDE}
Redueing Vuloerabilily in PACPE 3tates — SCPAC

Developient of Iisheries in the Pacifie (1215V115H)

Pacific Environmental Tnlermation Meiwork (LMD

Additionally 1958 has benelited from fruining provided theough the Techmgal Soeppart o
BAD Progect and EPA related technical assistance under 3 FORSEC implemented 103ra-ACT
funded programme.
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NL.2  Information on the programmes of the Mesther States and other donors
(eomplementarity)

The largest siogle donos 1 1T5M s the Enited Stotes, providing same EUR 38 million per
armmm through the Compact agrecment and an alditional FUR 38 million per anmam e
d varlety o instrumenns imgluding Fedueral wrants, Most Commpoct Funds ure ditected tvaard the
Health and Education seetors. o totul the T8 provides 90% ol all aid to FSk Tapun provides
dbout ELVR 4 mdilon dor inlrstiucture projects and China EUR dmillion, half of which pocs
o budged support, The Asian Developoent Bank s octive and provides assistatee w the
Fodl of about ELVR 0.78million in prans, Annual B bilaveral assisiange wogons o LR LA
millwn aceaunting Tor about 1.2% of woial soqueal OTIA reecived, Australia provides some
asgistarece. osthy tor education schalarships, and the LN provides assivartce, mainly in1he
dealth seewe. Bone of the L menmber eounliy states have myjor uid propramnees in bS5,
hovwever, Crermany, Creece. Franee. Spain and the UK all provide small grants frono time o
time, [ the past France bus provided some assisaoce to e renewable ererey sector and the
UK in teaining andl edueation throuzh British Council seholarships, Greece cunently provides
lraming fur FEM police otticers active in peace-Levping operatians, fn recent years Spain hus
assisted W1 the comstriection Catholic Mission schools, and Gernany has provided sonw
suppurt for suslamable sericulueee and Torestiry progcammes.

FSM: 2006 DA PER DONOR (sst)

China Japan arg  EL
o W g 12w
Ausirahia
UM 029

g

s
B B

1LY Cther EC policics

There are wew imponunt links w be mentivoed. The s one is wilth he Ectopean
envirommental policy and the active rebe of EX and the Commussion in implementiog this us
the Rovote Protocol and seeomdly, the Green Bloe Diplemacy Sirtepy in general.

The sevoend arca ot exchange and interwtion 15 linked 1o cooperation on tax manters. The need
for transparent eorporale infummation mechanisms plavs o0 vill role when countering
terrorsm. s Dnancing, @ax evasion. mx aveidumee and cormuption. It assumes and inereusing
impurance in small open ceonomies that ave deselepal an afishore Gnaneial sector. FSh
has declured iy willingness w tuily comply with intenational standards and practices in the
argzy of pemey eoetoal and tusation.
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Coherence between development co-operation policy and other 12O pelicies (irade, fishences,
agneullurs, and envirsenent} celovanl for FEM will be assessed on o comtinuing basis.
Coherence with cross-cutling  (ssucs refeming W gonder malnsiteaming, onvionmenial
considerations 2nd priociples of gond govemance will be observed in all future praects. In
2004 a Fisheries Parmership Agreement with FEM was intlialled — and subsequently ratified
by the FL in 2006, The apreement came inte force tn 2007,

L4 Description of the political dialegue with the partner country

Fhid s a relatively new member of the ACP wroup having joioed on sagrature ol the Cotonol
Apreement in June 2000, Neither the EL! nor its member states has pormancnt reprosentalion
in FS&A, the country is served by the EC Delepation in Seva (gver 3000 km to the south).
Accordingly, oppertunitics ler pelitical didogue bave been {ew, mainly 1aking place an the
marging of regional mectings such a2z the annual Forum meeting, or during the coursc of
perieslic missions fo the country, Belaiens between the EU and FSM oare cordial wilh no
CONICIILOUS 1350 t0 nole.

N5 Description of the stale of the partoership with the recipiend country and
progress towards harmonisation

Mot of the LC meinbur states have active or planned programmes n FRM. Franee provides
some funding for repewable coeryy but this is targeted and projoet specific, The larpest sinele
donor - the UK - provides resources through the Compact Il agreement. The extent of EL
tunding in F5M 15 of secha scale that a smgle foval acea, not agddressead by Campact tunding,
will be tarpeled, Therclore, the ssue of bermenission and common programmimg 1s not g«
signiticant or as préssing as may be experienced in olher countries.

CHAPTER 1Y: RESPONSE STRATEGY

Busal upon the plabuyl objectives defined in the Cotonewn Awreament belween Loy ACTP
countries and the Foropean nion, and taking inte account the pnenty objectives of the F5M
Ciovernment, the fulure co-operatinn progeamme will o particalar contribute to the alleviation
ol poverty and improving the standard of living of people 10 the rueul dreas and e puter
islands witheut aceess 1o a secare and sustainable energy supply.

Tlhe priorities {or the F5M-LC co-operation have been wentificd i such o way thal:

— the I fanded jpiereentions will have a positive onpact on the constraints which slow
down coonoimis and social progoess in the counlry;
the operations are sustamable, 1. continec to deliver benefits to the targel groups aiter
coanpledion ol the ERF fnded projects;

— the epergtions are underaken inoareas where the EC has o comparative advaniage,
compared ¢ other donor organisstfons, and where it 13 possible to eperate in close
parinership with established aod reputable regional apencies that have already cstablished
nctworks im the FSML

The Government aof FSM and the Durepean Conmmmission peinily recownizs= that impdriam
environmental issees and the sustainable marapement of natural resources [orm an essentizl
par, of the coentry's development priarifies, o which the Forapean Coommissaon wants 1o
alen s response straleay.  Tssues related to the religble provision of waler and sanilalivn,
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management of solid waste snd rencwable encrgy are theeefore: topics of ecntral eelevance Jor
any discussion on the fulbre partnership.

In October 2005 the Burepean Commission praposed 1o the Pacific Farum Leaders to focus
the E13's future assistance in the Pacilic onbe sostainably managsment of naural rescurces,
A seetor of strategic mmpottance Woall Pacific sland Cowntries, where there @ a4 general
eommonalily of interests between the repion and the European Union and where the EU has
signilicanl expertize. Swstunable developman s also one af the lear kev pillaes of the
regional framework underpinoung the "acific Mlan, which was approved by the Forum Ecaders
of the same accasion m 2003, The above-mentioned new TU straleey for (ke Pacilie, which
way appreved by Lthe General Atfairs Ceunct] of the European Union on 17 July 2006, refers
1 the sustainalble management of natural resources as one of the prorly areas or ;ore
frcused development cooperalion,

In recenl years, the locws of investment bas been mainly on urban developmment resulling m a
prowing wurban drift andfor oul-migration. The FEM Crovemmment 15 mindful of the necd to
sprread the benefids of growth mone widely and evenly across the country and (o inprove the
standard of living of people in the Tural areas and cuter 1slands. The Government recopizes
thial wddressing the energy needs of the people thoough a sustainable, environmeotally sound
and sccure encrgy supply can supplement the long-tctm enctgy necds of the countty In an
ceonetnically and cnviratoentally susainable way and condribute oo eeduee the dependenee

on mmporled fowsl Tuels,

To redress the imbalunee between the vrban and ruraliouter island amenitics” provision and
achigre a more cquitable distnbulion of the nation’s mesources. the Government has selectied
the energy sector as the (ocal secter under (he Cotonou Agreement, m particolar the
identitication and promotien of new and rencwable sources of encrgy for suslainable and
eguitable develppiment. This objective is also cobicrent winth the Caountry Support Steatepices of
mauy other Pacilic [sland countrics, which alzo feature outer sland developmient as fecal
secior. The sectar chasen talls within the #afer and Erergy sector as defired in the
Furupean Conyensuy o Developmens, fome 2O

The {overmment praposes o allecate 9 percent of the A-cavelope o €747 million Tor the
development of the energy sector. N5Az will be encouraeed 1o porlicipate in the
implementation of the programme. The remaining 10 pereent (€0.83 mitlon} will be to
extablish a4 Technival Co-opertion Tacilily from which necessary “Lechnical Assiglance,
studics and ELMW-related trave]l wall be funded. The TCTF may be used w fund necossary
technical swodivs amd acuvities celated o FRT mplementation, faloee progeamming andfor
regional integeation and EPA. The TFC can also be used o finance meassures which improve
overall wovenance, i puarlicular, aclivos than are dicectly linked to the pgovenmunenl's
conunitments, Assistance in the improvement of statistical reporling may also be provided
throuph the TOF.

It 13 alse moted that, given the dilticulty of implementing individual disaster prevention
proprammes for each small island, a syneepy shoald be foond between all contribations to
siach programnes on 4 regional basis (for example (he muli-connine progranome ungder 1he gt
EDF Beenvelope).

Coletence between development co-operation policy and other EC policies (Iradeg, lisheries,
agriculivce, and enviconment) mebevant doe FSM owill be assessed om a continming basis.
Coberence with cross-cutling issues reforming to gender maimslreaming,  enviconmental



considerations and priceiples of good governance will be abserved in all future projects.
Climare chanpe is also an naparianl cooss-colling 155, in particwlar e the Paci e region al
SH3s w5 a whole, Major regional imtiatives are being considered in the context of 1he
fortheoming 10" EDF Regional lulicative Programme. SPREP i3 alse very active in this
leld, as is UNTIP. Under the 10% EDF. due consideration needs Lo be civen 1o the likely
exaccrbation of potential preblems such as epidemics and famine dee W water contamdnation,
lass of arable land, and populatien displacement (he Janet linked also o disaster response
planning}, For FSM. some spectfic issucs should also be borne in mind, for example the
possible need for watershed manapgement, and alternative produciion systems in apeiculiural
actividbes [op apro-farestry)d - these issues should alse be addressed during the identiticaion
process and the feasibiliy studics which will detemine the specific infervenlions and
accompanying measores of the fpcal ssclor programimne.

The programme ie complementary 1o FEM's awn elfors o imprave the living conditions in
the outer islands and redress the Imbalance between urban and owter island developmenlt by
spreading 1he benefits of growth more evenly across the country as well as to observe the
custainable wse of the parural eanvirgment. Wy co-ordinated with aml complumenls  the
aupport [or outer island development of other donors, The chosen scctor comesponds closcly
wilh the Sustainable Development strategy of the Pacific Plan, 6 particular seclion 5.4 sehich
1% o "hmplemenr the Pocific flend Enerine Policy amd associared Strategic Aerion Plan o
provide availablie, veliohle. affardable and enviremmenially sowned cnerey for e sustaficodle
cevedenmerd af aff Paclfic ivtund compreilies”,

As discussed at the Regional Semdrar in Maegh 2008 aned 11 deemed [eagible and desirable by
paciner govenments, 3 mulli-country program approach 1s prapesed as the prelerted modalicy
for implementing the 10" EDF. This should mise the gueality of Technical Assistance,
improve efficicney and <ffecliveness, and specd up the delivery of 10" EDF assistance.



PAIRT 2: INDICATIVE PROGIAMME

! Adndicative Progea mmes

L Intraduction

(i the basis of the couperation sirowpy presented jn Pare One and inaweeordsnee swith
Article 4 of Annex 1% 10 the Cotonou Agrecment, the Indicative Programme has evn drawt:
up as a sel ol tables showing the intervention framework for cach sectur, the fipancial
progrmmming timetable and a detailed chronogram of activities for all listed programmes osver
a rol g ree-year period,

Amounts mentiened 1n this chapter ndicare the overall breakdown of funds betwesn the foul
Sector(s), macro-eeononue support and other programmes, The breakdown may be adjusted in
the hight of the operational, mid-term. final or ad hoc reviews, However, Jor any adjustment
resubing it a substantial change to the structuee of the response strategy, a formal ducision in
the e of an addenduim 1o the strategy document will be required.

L2 Fimaneial instramenis

The implementation of the ECs couperation strategy with the Federated Stetes of Micronesia
will be financed {rom several financizl instroments. The feilowing is an indication of their
mebilisation as cermently covisaged.

LZ1 fieh EDF, A envelope, €83 million: fhis envelope will cover long-term
programmakle development operations under the strategy, and in particular ...

Energy 7, o LAY $O% af tatal K

e apevile areas to be addressed within thee [ocal arca will be determined oo conglusion of o
project design study 1o be undenaken in 2007, Propramme bopluncntation meay be theough a
multi-country approach where a eontrally Jocated Project Management Unit will servive
number of participatiog countries.  The countrics involved in this approach are, Cook Islands.
FEM, KM Palaw, Naum, Niue, Kirbati, Tuvalo and Tenga, A degree of Dexibility reparding
unplementation modalitics teeds o e maintained in case the suggested cemealived lechnicsl
assistance oF a lurge mulli-country programme 1= fpund wanting, Allermatives including
natiomal progrummes throueh natinnal gavemmenl auibkoritics, or the use of repiemal agencivs
for wehnical assistance, such as |he Scerectanatl of the Pacific Community, (SPCY, should
e ImalL an epliom,

Mon-focal  ExHL A 10% of total Lk
< af wihich:

- e Tecrmieal Caoperation Facilii: &8 30,006

Al
T T sentences i nalivs shiuld oo comgleted or deleted in te Tial verssan of the Sacecriged,

|2
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122 ifth EDF, I} ¢envelope, € 0.7 million: whis cnvelope will cover unforeseen needs such
#s CTeIpency assistance where such assistancr cannol he foanced trom the Bl
budget, contrthutivos 1o imemationally agreed debr relicl initiatives and swppon 1o
miligate adverse offects of matabilily in export carmines.

[n seeordanee wilh Aicle 3(5) of Annex IV to the Cotonou Agrecinent, this amnount
may, ([ neecssany, be increased inthe light of the operational o ad hoe reviews.

1.2.3  lovestment Facility: in addinon to the financiz] instrument: mentiooed above, of
which the A eovelape is the main programmable basis or the NIP, bhe Hh EDE alse
mcludes an Tnvestiment Facility, which is an instrument managed by the Duropean
Investment Bank. The Investment Facilicy is nol pard of e NI

Some specific activitics may be supported by the Centre for the Develpprzent of
Enterprrise (CDE} and the Cendre [or the Developmen of Apricwlture (CTA)L

1.24  10ih EDF lacific Repional Tndicative Programme (amount to be confimued ) 1his
allocaion will cover long term proprammable development operations urder the
regional stratepy for the Pacific. The allocation is not part of the Indicative Programome
bt may bave repercussions al national level depending on the partcipation of the
[ Sh in the programmes proposed under the regiconal Imanesvark.

1.2.5, Other finrancial instruments:

Specific aclivilies may be supporied by external actions funded Ty the peneral budget
of the Ruropean Correnanity caezied oot under the financial ramewark (or 2007-2013
sabjecl o special procedure and availability of Tends, and ool of the own resauress ol
the 1103, Actoons funded by the peoeral budgel inclede, amony others, programmes
lupded wnder the Develepment Cooperation Instrument such as the thematic
programmes "investing in people”, "non slale actors o develapment”, migration and
asylum"”, "enviromment and sustanable management of natural eesources™ and "food
securily” #3 well as actions funded from other inslruments such as the stabiliyy
inglrutnest, the instrument for the promotion of human rights and democeacy or The
instnunen lor hurmanitarian and cmergency assistance.

1.2.0. Delantoring and ¢valoation

Manitoring of resulis and cvaluations of tmpact ol individwal aciivives (programmoes,
prujeets, seewncs) under this OS5 will be undensken in line with the ‘L'echnical aul
Admimstrative Provisions that are attached to each individea! Fipancial Agreement
preparcd be implement this CSP.

The results and mmpact of the Caommunitys cocperation with Federated States of
Micranesia implemented through the NIP and (hrough olher extemal actions [unded
by the general budget ol the Turopesn Commuanity, will be asscosed by means of an
mdependent extermal evalustion. This counirv-level evaluation may be undertakeon
Joimtly sweich ELY Member Staes and possibly alse with ather donor agencies,



5.3 Focal seefor

WATER AND ENERGY?

Renewahle Knorm

The tellowing speeiliv ebjective will be pursued:

. to icrease power produstion lroem renewable enerpy sources and
- to improve the overall poliey ramework o the cnergy sectar

AL an indicalive amount, approsimate]ly €7.47 millien will be set aside lor U held.

The main actiens proposed are: the supply and installation of renewable energdy systems in
rural arcas/onter islands,

‘The main imgplemenimg insteament wall be; project suppert

The miin sectoral palicy measures 1o be laken by the Governmunl as & conwributian 1o the
mplementation of the response #tratepy in this ficld are: Formulation and approval

{Congress) of Encryy olicy/Flan.

The main commilments by the Government o casure mainstreaming ©f the crosscatting ssues
are:

When needed, the appropriate type of environmental assessment (SEA or EJA) will be
carrigd out.

14 Generid bidget support

The indicative progrmine does nes provide for peneral budgel suppart. However. in the ligkn
ot chunging needs, it imay be decided ko reallocate lunds from other application points in the
MIP ta this (vpe of support. Such a decision can be taken in the lorm of a speeilic agreement
between the Chiel Autharising Officer and the Notienal Awthorising Otficer or within the
contex! ol an aperational. mid-1erm, final or ad hoc review,

£.5  Mier programmey
An indicative anount of €830,000 15 ser aside for the {ullowing actiens:

The Technical Cooperation Facility: €830,000, The TCF wall prianurily fund the cost of lucal
techmical assistance and training and capacity building of the NALQ office. It will also b used
to turd necessary lochnoical studies and activities related to EDF implomentation, futurs
programming and/or regional integration and EI'A.

The 110 can also be used 1o fimnce mcasures which nprave overall govemance, in
pacticular, actions that are dircctly linked 0 the govermment's commibnents, Fhe
improvement of statistical reparting may alse be supporied through the TCF (i close
cooperation wilh the Statistics Unit of the Division of Econuenic Planning and Statistics and
the relevant sector Minsiies.

3 Geetus defined o European Consensog, June 200



Suppart for Kan-State Actors covers N3Ag eligible for Tunding as defined in Article & ol the
Cotonou Agreement and adicle 401 (d} of Annex 1V 1o (he revisvd Agreement. Depeading on
their mandate, support to NEAs mav caver achivities incloding. inter aha, vapaeity building,
advacacy, research, awareness caising, monaloring and delivery of services to 1w population.
In supporting N8As the EC may make use of anicle B5(4) which allows it we be the
Contracling Authority.

The main policy measures 1o be taken by the Governoment as a contribotion 10 the
implernentalion of (he response strmegy in the non focal arcas are:

v The Government of FSM aprees (o assign sullicien! human and financial resources to
ensyee A sreoih ronndng of the oftice of the NAC
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Fapuletica, tokr 1074 thousand
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Po:as: 20 prowth (annuzl S4t -l
Lrla expictasicy a® hirth, tatal {years) E7.X
Feraiby rite, total (hirths por woirant 4.4
ki La®ily rate, infank [por 1,200 Lve Boths? 0.8
Farta' ty rake, undict-5 {per 1,000} 4.0
Ci-1hz attended by skilled walth £EafT (3 of babal) .
[rmunization, mMeaties (5o of chifdren ages 1223 I'|'|-|}'1ﬂ'l5:|
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Economy
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List ol actony ms

Africa, Canbboan, Pacific
Asian Development Bank
Australia Apency Tor International Development

(UMY Convention en the Elimingtion af all frms of Dhscrimination
AEANST W Ornen

Country Stratepy Paper

Europeatn Communily

Puropean Commissions Qfficy for Elumanitarian Assistance
Furapean Developmeont Fund

Evonumic Pacinership Agresment

Luarapseac 1nion

Fennl and Agppiculiure Qrgansation

Federaed States of Micronesia

Human Develapment [ndex

kil Wall houcs

Miltermmium Develapment goals

Mon-communicable discases

National lodicative Programme

Non Stale Actucs

New Fealand Assistance Tor Intemational Development
Maticmal Sustainable Development Flan

Mon Goavernmem Chrgynisalicn

Organisation tor Econemic Cooperaticn and Mevelopmem
OTee of the Pringe Mimser

Pacific Islands Aids Foweodation

Fracific lsland Countries

Pacific Island Countries Trule Agrecmen

Pacific 1slands Econemic Heport (AT document)
I'rime Alinister

Republic ol Marshall [slands

Technival Assistant

Technical Cooperation Paciity

Linited Mations Popalation Fund

World Summait on Suslainable Development
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Annesx 3
FEDERATED STATES OF MICRONESIA
COUNTRY ENVIRONKMENT PROFILE
Sumemary

Thizs Federsied States o Migronezia Country Eavarenment Profile provides the bockgroutd
infprmstigen and sappests possible areas for inervention with EDE 10 tesources.

Pederated Staies af Micronesia encompasses G017 small islands in the 'Western Pacific, sitvated
narth of the Fqualor, While the countey's tedal land arez aancunes 0 only T square Kilometres,
1 oeenpies moce than 2.6 million syuere kilonetres o the Pacilic Oocan, Each of the four Staces
{Pohnpei, Yap, Chuuk and Kosrae cemres on ane or morg “high izlands," and all bt Kosrac
include numerows atolls,

There is axtensive ferest caver within vach stale of Federared States of Micromesiy, allhough on
the: Iow atoll islands, and the liworal slopes of the high islands, the torest cover is better Jescribed
as an aeeo-forestey complex with a scattered secondary foresl on long-fallow within the
tanditional gardening systoon. Cver fishing, destoactive Tishing practices, waste, pallution. and
censial dpvelopment are some of the key enviranmenlal soes.

With an abundance vl oatural resources in e marine and terrestrial envirenments in the
Federatad States of Mictonesia, and 4 relatively small papulation, it wowld b reasonable 1a
perceive that natural resaurees depletion would not be a prierity concem. Tlowever, R1os
Aptada 21, the Barbados process anad glabalisation has refogused puional prioitics w factor inko
the depletion equation, the pressures of increasing population, unsustainable exploitation
praclices, and coenomic pressures on thi natural resources. These accelerators of resoures
depletion il unchecked would be dutrimental to the Federated States of Micronesia's sustuinahle
develagmenl.

1n recent vears, the Federaled States of Mictonesia embarked on a programme o conserve,
proserve, ananape and protect the ceosystems and the biodiversity of the country which have
incloded the implementation of conservation ureas, wise land use and marine management plans,
and envirgmnenal community awarcness and capacity building programmes.

The Ferlerated Sutes of Micronesia Mationa] Epvironnient Management Swalegy WEMS ([ 993}
highlighted laur eovironmental ohjectives within which were embedded 13 slrategics and 39
programmes. These cnvironmental objecirgs were!

»  inteprale envirehmentat consideraions in ecvanemic development;

» improve eavirehmental awareness and viucation,

»  manape and protect natural resources; aed

v iimprove waste management and poliwtion control,

Slsluinable dovelopment principles have been integrated into these programmes, However,
increased information exchange and programme implementstion is required. The develamrent
and implememation of suitghle rraditional and seientitic resource mavagement programmoes hat
can address these issues io bath the near and long lerm ane cssential.
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| htsee broad suslainable develapment challenges were identifed by 1l Federatcd $ialcs of Micronesia
Meutinmal Covernneent in Loys:

*  prumnAding sustonabls coonemic growlh by addressing isswes that will reduce oe natign’s
envirowmental, social @i eeoneimis vulnerabilitios,

+  Dalanzing rewnipee conseryetion snd mandpemens; dnd

s ensuring and improving the quality of life for bl ¢itizens and that of lwice generations.

Within this cantueat the stare of the environment averview prepared in 2004 dentificd the
[ollowing eoierging concemns.

Climate Change

& The signilicant costs associaed with fieldwork in geopraphicelly-dispersed areas of the Federated
Slawcs of Microresia.

a  The limired number of seientitie technical and peofessional statf avaeilable.

#  There is na significant enhunced peopgramone of community-based education and outrcach.

s Limited finamwing and hurnan capital.

Natural and Environmental Disasters

v Increased drequency and intensity of ropical storms and impact of BRSO cvents.
v Ipetfective naticnal disaster [ramework plan

»  Nopn-cxistent coordination hepween nationdl and states governments,

s Non-involvement of relevant MOCs in govermmental planning progesses.

n  lack of Minancial capacity.

= |ack of trained human resources.

Cultural differences.

Lack of data and centralismion of data of assessment Ine eticctive planing.

L

Coastal and Maripe Resources, including Coastal and Marine Biodiversity Resourees

« Ixegradation of habitat and ecosy swems threugh over exploitation and unsustainable
harvcsting methads and praciices.

»  Wastc management and pallution oil spalls, coastal waske dumnpsites); hazardows wasic UsaEe
and dispasal; inadequate sewape treaunent and inadequate disposal of hoavy cyquipment.

o Intraduction ol alien invasive spocies inta marine and sguatic habitats,

Rupidly increasing population and consumptive lifesiyles.

Inadequate scientific base ling for infmmation on inshere fisheries and hivliversily,
Insufiicicnt squatic conservation areas und managemua plans,

Insufficient coastal planning and Foniog.

Lack of accepted repulations,
Incomplete survey and delimitation of natiensl boundaries inelwliog continemial shelt.

& W W W b @

Land Resources, ncluding Terresirial Biodiversity

s [nercasing recrestrial podlutien. including poor solid and hazardous waste collection and
disposal, and lack of ability W treat, recyele, and dispase of these substances...

s Nepative impacls on native species wmesimial habitats by alten IEvasivE SDECITS,

o Increased impacts ol iropical storms and ¢hunging rainfall pattems.

= Rapidly incteasing papulation and consamplive lifestyles,

« Inadequate scientific base line on biodiversity.
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o InsulMecican wargstrial consenalion aceas and management plans, legislation and
enforcement.

«  Insulficiem skilledAroined human resourees.

v Insulficivan awareness of links between conservaticn and sustamably e¢enomic developient.
andl Fmited knowledse of the threat that certain chenicals pose for communiey and
cnvirommyenial health.

Enrcrgy

o A relatively smatl but fragmented eneray sector which is not conducive to competition and
private scoior participation, and with insu(Ticient capacity sl both utianal and state levels,

¢ Abscnee of an Miective overseeing and coordinaling mechanism beeween the natinmal and
state govemments, end bulween the states and their respective energy scowr players,

o A highly subsidised pawyr seclor eperation,

s Absence of any standardised technical and operational procedures.

s Absence of any lung-lerm cxperience with renewable energy, the nation's renewable encray
potential has not becn Tully assessed.

#  The limited financial resoucces of the state governments to venare further into the arca of
renewable enerpy, for examnple some existing solar clectrificalion programimes are nol
sustinable {due ta the lack of mamlenanee).

+ Lack of twehmical hnowledge and awarencss of potential beactive of renewable sources of
CHETEY.

Management of Waste and Provision of Water and Sanitation Scrvices

v The wiler gvsterms fhiat are enerenly in place i the stales continge W expenience CROESEIVE WalsLl and
leakage and a timues prevent 24-hour water serviee leading 1a the use of water hours whea the syscem i5
tunwed o1 for scheduled perods, and depressurizatinn of the waler Tings causes contanmnation af the
distribution netwoik making il prone 1o witerbome and water associnted diseases,

Lack of education and understandmy of water Us#ge and conservalian isss.

Eimited financial, technical and hurnan resoeress.
Limited pubtic anarences and education o waste midnagement, poliution connl and santation,

Lazk of glfeetive dana collection, analyses, gz somiloring svskems.

Envirenmental bealth nod o prioriy aroag e policy makers

Lack of fesibilite and enpincering stedies for sustainable wasle managerment servizes and wasi
celllection. treatmendt and disposal.

s Lack of availuble land for. snd aporoprisle tisposal (acilities (sanitary land (11} includmyg
pther infrastructure Tor waste mandgenent,

s Limited management capacity for policy and planning for wasie management.

a  Lack of promational stratepies focusing on ¢ullural factors thay uoderpin many of the
problums associated with waste management, including community panticipation and
duveloprosnt.

¥ ¥ W B ¥ N

Tourism
s Luck ol adeguate inlrastruciues, includiog imemal wwansporkitivi, poe facilities for cruds:
hoats, and direet Mights e e nation,
+ lack of political commitment, and poor unding for visiors bureaus, tourism and proImot 1.
+ Inadequatc manpawerreducation, and weak industry orignted curriculum in the COmmunity
enllege,
+  Poor hespitslity and service, underdeveloped atirsctions and sites, and inadequate health aod
safely,
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The canclusions and recommendations of the Federated Stakes of Micronesia Environeht
Country Profilc are as fellows,

Cunelusion L: 1t should be highlighted 1hat this Federawed States of Micronesia cnviromnenial
profile has been campiled as a desk study, Nonetheless, it has benefited fram avcess 1o reporting
an envirenmental issues by Federmted States of Micronesia produced over the past decade, sinee
L22 at UNCLD in Rie (Acenda 21, and in 1994 @ the Barbadoes Intemational Mecting an
Sustaieable Develepment {or Small 1sland Developing States (BPeAd Moest recently, Federated
Suares of Micronesia has had the ppportunily to preduce national assessmaent eeports for the 14-
year review of both Agenda 21 (the World Summit on Suslainable Development in 24423, and
1he BPaA (ihe lternational Meeting on 5105 in 2005). Funhermaore, the $irse S-year nationa
report of progeess oo achieving the MDWGs was done in 2003,

Cantclusion 2: The CU has supportcd Federaled States of Micronesia alony with all Facific ACP
countries duting rocent platial environmental processes, and in panieular in regard o
environmental issues such s climate change, water and sanitation, rencwable energy, food
sevurity, and how to improse livelihoods of island people by sddressing the “speeial case for
SIDS" in regerd 10 vubnerability and addressing peverry theough cstablishing poveny reduction
steategy papers and nativeal sustainable develapment stratepivs, or the hike. Federated Staws ot
Micranesia needs suppart Tor implementation frem the LDF 100

Conclusion 3: Nolwithstandiang the curvem Country Suppon Stnegy (reter Section 4.1} for ELY
5, wether with assistanee heing provided throupgh the Begional [ndicative Progromme, 1l should
b neted that along with other Pacific A1 countrics, Federated States of Microne sia has a uréead
e the new Strotegy for Strengthenesd Parmership between the EU and the Pacific islands which
his & “bine-green™ theme within the contexy of sustainable management of natural resonrces
arrd enivirormental chaftenges, Wilhin tiis brogd theme specificity is needed ta chsure the
activitics 10 be supponed by the KIP deliver tangitle and concrete bene s at national level tha
demaonsirably contribute & strengthening the environmental pillar of national sustainable
development and poverly reduction, 1n this context alsa, impraoved and strengthened links noed
vo dunonstrate with the aetivitics e be cartied oot al natienal level by the repional organdzations
sunparted by the Kegional Indicative Programme.

Conclusion 4: Federated States of Micronesia’s cirvironment is ne exceplion w0 the tealiny that it
provides the basic geods and services, such as water, cnergy and fucd scourity, upen which
people Tive. Impeovemuents and sostamabaliny in these arcas ane essential o underpin generation
of veonomic wealth, Federated States of Micronesia acknewledges that environmoental
considarutions are inextricakly linked avross their national development planning elforts, bt
there is a need to strepgthen these interlinkages o cnsure improved decision-miaking supparts
ebtarts 10 achieve sustaimabiliy.

Conclosion 5: The state ol the Federated States of Micronesia envitsnment ¢ver the past decadw
has deteriorated and remains extremely vulneratle. Over the past decade much hiss changed wids
intemnal shacks from nawmal disasters such as eyclones and drowghts, increasing population.
concenbration of thal population through urbanisation and urban drift, and external shocks such
as globulisation, HIIV/AIDS, climate change and most revently increasing fuel prices. All arc
pulting mereasad siress on the environment. Key examples al improvements needed are; seeure
safe water supply and suniaticn;, develeping access to affordable renewable Lnergy resources:
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tvod security from fshing and agricelure, 1o support suswinable development, improve
lifestyles and reduce poverty. The urhan and rural popuiation, urban centres and auter islands
must be wargeted. improvements in these “secioral” arcas will also have @ positive impact on
reducing Federated Stanes of Micronesia's vulnerability to climate change and nulueal disasters
fmamy of which are weather-relied},

Conclasion 6: Over the past decade some progress In many arcas has been made in improving
cnvironmental sustainability through instiltional srengthening, Although not has significant s
Federated States ol Mictonesia would have liked. Much of the progress has been at the infialive
of the IFederated States of Micronesia wd with its own {inangial resources. But much remams 1o
e done ko improve the efficicney and efftctiveness of the national enviconmental machinery
including strenulhening the rele of the NGOs. Development pariners, including regional
oTpanizatians, need e hanmenise and coordinate their assisiance more closcly with Fedemiid
States of Micronesia needs and ¢Torts, and amongst themsehes. This will make hotb existing
and new resourcey more cificiont and ellective.

Carelusion 72 1n order Lo pravide a plallvm w facilivate closely cooperation with ity
development partners, and imgirove yovemanee, Feduerated Siates ol Micrenesia hasis
developing overarching planning policyregulutory and instituicnal arangenunts such a3 ] b
for to embed the principles ol sustainable develapment in revisions al existing national
Jevelopment plans, including issues of envirgnment concem}, There 13 much ragm [or
supperling capacity building and techndeal assistance in this conlext.

Conclusion 8: Federsted Staes of Micranesia’s capacity needs (o be strengthened 10 manage s
Tarpe maring envirgament comparsd wilh the generbly small island landl arcas. [n reality, as the
macine “blug enviranment”™ and land “groen environment” are an envirgnimental continuum
acruss the eoastal =one. Federated States of Micronesia needs a spatially imtegrated managcment
approach, sioilar to “island system management” prom ored by the ELS through ope of the

ED 82 repional projects.

Conelusion 9 Federaed Stales of Micronesia, like many ather of is neiphboars, recognises the
oppuctunities of improved informativn and communicataon technelogics, in particular in regard
101 gelring mare up 1o date data and making it readily available to suppevrt ihe degision-making
PrOCEss.

Conelusion 10; Federated $tates of Mivranesia necds to develop and steengthen its cwn natianal
setting of indicators and vargets, and monilotin g ArranEements track progress, and Fnk these to
intemativnal developrment puals agreed at lor example the WESI, the Mauritios Inlemational
Mecling on S10%, and vontaited in all relevant MG and targefs, not Just MIGT om
cnvitonmenital sustamnabilny.

Hecommendation 1 Concerning the selestion of the foeal seclors and response sirateyics lor
I'ederated Siles of Micronesia, within the overarching “blue-green™ theme of sustainable
management of natrs| resourees and enviroamental challenges, key arvas to consider arg:
securing sale water supply and sanitation: developing acgess 10 alfordahle renewable encrey
respurces, and improving loed securily fram fishing and agriculture.

Recommendation 2; As 4 povernanee issue in regard 1o national institwtiveal capacily e
improve the manawement of natueal resources and the enviconment, considecation needs 10 by
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piven W supporting Federans] Stabes of Micronesia addeess institutiona] capacily assessment and

needs {or all its line mirisirivs. Specilically:

# 1hore is an immediate nesd w0 prmwste the pacticipation and involvement of MOCs af thy
natienal amd community keved and be suppocted through capacity building:

o additional Gnarcial assistance 55 required to implement priorily hwman capacity building
needs ol the eountry; and.

* the recogaition of imegrating etviranmental consideration inta naicnal econamie planning is
a critical issue thal requires priovity attention. The development af a national palicy on
economic growih and sustaingble develapment must inglude the integration of envirenmental
I55UCS INt) eronatnic plannimg.

Recomnendation 3: Improve Federled Siates of Microncsia's nativnal envirenmental
information systems, and ensure énviranmentally-relevan indicators fo be used inthe
implemmentation of the EDF 10 Malional Indicative Programnee, are integrated into these systems.

Recommendation 4: Federaed Stares of Micronesia's access to lhe use of 1O hortzonlal budga
litses (such as Environment and Forests) and facilitics (LU Water Faclliny - EUWE and the ELS
Fneegy Facility - EULF). and the EUAACP Nataral Disaster Fund are limited by national
capacity constraints, Each of these opponunitics oM additienal financial resources are inportam
and shoold these fundsfacilitics be ongning, consideration needs 1o be given 1o assisling
Fedenmed States of Mictonesia prepar: the bulky and comphes applications.

Recommendation 5: In order 1o cnsure eitective and efficient suppert te Federated States of
Micronesia. 31 is imporant for the ELY o duevelop new and strengthen existing oppartunities for
co-prdinalion on environmental issues with other dosors (neluding regional arganisations)
seeking 1o achicve complementarities and synergies.
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ANNEX 4 ; Migration profile

Mot pertinent for [FSM

ANNEX ¥ — Tavedvesrent af EAs

L6 Programuming divloges

s the povernment involve Parliament,
non-stace actors and local authontics i the
prograiming dialogue?

Yes. A Natione] Authorizing Commiter, consisting of
naticnal government, state and NEAS & actively
inveled in both programming smd implementation.

Was the programming exsreise elfcclively
a e and  open  prosess? [hd  the
Cuvernmenl  actively  promole oo-
ordingtion atnd havmonisation with olber
donors?

Elfectively ves, althouph ostensibly the Delegation

wrote the CS1* document. The relztively small size of
the EU support to FSM in comparison wilth othoer
sources of (MDA (about 1%) weant that infensive
coordination wilh other donors was not appropriatc
ar necessary.

{qher  refeveny informarion,  oveeall
appreciction amd spermaey of the mais
preshleas tdvetiffed fa B areo

FSA ix o mew nrember af the ACF group: negodiafions
and  disfoyue within the £ ore ongoing for
compreftensive ugrecments al the maticnalie gional feved |
1t be effeceve. The EU iy imveofved ir politicad divlogre it
ather arvas ax swch the Nemm Mote Aciors Suprgeedd
Program specificelly for the encrgy yoctor.

1.7 Non Staie dofors

- —

Participatory appreaches i development,
v does the government ] ve nun-statc
aciors and lecal authoritics in the PRS
process (preparation, follaw-upf!

ANNEX 6 : Harmoenisafion road map
Nul applicablc

ANNEX 8 : Debt susfainabiiity
Mo applicable

guarantesd invalvement-

Vs, Beewuse of the four Siafe system in operation
FSM authoritics are very particular of the need for
zenuine participatory approaches, Through the
Matinnal  Authorising  Cemmittee  NS5As are !
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Federated States of Micronesia Summary Poverty Profile

 Foverty Measures (1908 HIES)

Vulnerabilily ladicators

"+ paticnal Basiz Weeds Poverty Lioe {anmual vl M
per Lapila expeaditune) LSy 76750 PDMC Funk Na
Head Cownt Indzx — natigual %u e Fonzign Cash Granes %2 of GOP 1Y 2002 41.%
Yap [4.4 Lwgeests as B of GUP - FY 2002 : 049
Chunk 3241 Imponsas %ol GRF - BY 2002 02
Folupei 2951 lopercEspor ratio (2002) - |
kosroe iz3 P Qul-migracion Signidicie Yes
Food Poyerty Line (anmaal por cupina exp) LS2a3700 - Remittances Sigaihcud Wi
Herd Coant lodet - national %
LISELACSS? day Head Cowor Index %% e )
_ = __ Poverly Gap Ratic ) Bl |
Developmeol Progees: Indicalers Eavie Fdmcalion :
ELI] [ 14T 0550 . Adull Lateracy Mate % {2000) x4
PN Bank 7 R Sa (20 Errimary 325
R (1906 i 24,7 Secand 72.3
FAAC Bank 9 | Tudged Eapraplinare on Education '
5 of GOP (20017} L
per pupil LiESGT
Ineguality Measures (1928 HIES) Primary Health and Nulrition
GIMNE CoeMicieny Hemscheld Inceme Foad 19,41 Lufe Expecaney a1 Buth (2000 sensus} &7
Yap .34 Mile'l el & L 5
Chuuk 0.36 It B lorligy Bave 20003 41
Pubngei 0,47 Pop'n wooess tu safe water % (200400 30
Fosrae 041 Populiging per Daoctor (2044 =
Avvermge hevtschiald iBCome por anhum " FH cases per 104,000 pop {2000) ni
LEn LISS25 D06 Trsmuei wtipn Deverage [DFT) [k i3 :
l.&l LEIREk Hialth Expenditure (200002} %% of CilE 14
[ncome Batie (HIZOCLE0Y RY Per capifa (200002} 55116
Expenditury Batio (HZHL 20 44 ]
Papulating and Howaebold Gzender Iszues
Population (I003 cstimute] 103,000 I el Fertility Kate (2000} 4=
Populitkan Ko Growih Rat S pa 19494 - 2003 0.25% Contracepd ive Prevalence Bate 3 (199H) 45
Mependersy Hatio (Z0M} (.55 Mutermal Mortality Bate [ L¥0} |
Averape Howsehold Size (2000 censoa) FER 6.8 1 Lafe Rxpectancy Cisnder Gap (E-M] 1 year
Yap 5.5 Female Livgrey Rale ¥ 1.9
Cacek 71 Female CGRR %o Primary 9.9
Fohnpe: B Sgaed .7
Eoosrac 7.1 Women i pacd criplovmen] Te 200 331
T sife Poor™oa-Foxr $6.2 0 Wamen in Governmend {8 uf scals il i
[ ' ' G fverna Ber
: 23 Lunplatiaent (20001 Publie Seryc du i
Govt. Cerrent Fspendingre % (20601402)
Edwsiztion 17.6
[ Feaslth "3
Private Seclor % of GNP {2001.02) 033
Faricipation io $aleLoga] Love. Budget Ma
Fublished Ezonomic Stretegy Tlan Mo
Tkemsccratical ly Elesred Rational Qo Yes .
Democratically Elecred StuterLocal Gonl. Yes
i
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ESM: Anncy 3B GOVERNMENT COMMITMENTS

L3OVENMANCE Jrel

Prospective commitments

1.
I
| -
1

PPolilical demoeratic governance
= | luenan rights
Furdamuemal frecdams
- Elestoral process
- Principles of constitutional democracy

. -]-"n_;:uyammmb ﬂlall‘.lgu::

2. Pulitical governance - rule of law
~Judhcial and Taw enforcoment sistem B
& | Conirol of ¢corraption
4, | Government effectiveneys
Cinstitutional capacity T [mproved eliectivensss to administer and
implenent develoganent assistance
inilialives, especially the EDF.
Chowprement will by wxsisted in ol fask by
; rechnicel asyiseance fuvded theonah e
? 1 RO ICE, _
: - Public finance manasement
5. ! Economie governanee
- Private sectnr-nmrku._tﬁzndl:r pullclfs - _ _ _
- Management of nataral resources Mational Ercrgy pelicy adopied and
implementation commenced by at least
mid 23 Goverrmens will be asiisted in
ehix task theaupeh PREESAP (Pacific
filards Ereray Policy amd Straleal
Aetior Plan) o Deanivh fereded prrogromme
' arerereegeeed by SUMAC pncer the Ftropaon
: Ereevgn: Typne IS [nivicpive).
6. i Interngl apd external security L . o _
. _-]rll:t,.rrlEl] srabiliny £ conilict . _ _
- Extemnal threuts and th}hﬂ scourily Ralification/accession 1 O a
SOvenion on ati-perseonel landmines
by mid 201
7. | Social povernance
8. | Imternatiorul and regionol context -
- Regivnal integration - - . _
| . Imvolvement in regional peer review
P mechanisms (o.g. APRM) _ . _
" = Migration
v - leiih ul'pa rincrship

-Maon state ackors

kL





