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  FOREWORD 

To all participants of the 3rd FSM Economic Summit, I wish to thank you for your contributions to a 
successful Summit.  I fully agree with the Floor Leader of the Pohnpei State Legislature, Fernando 
Scaliem, who said in his closing remarks, “I am confident that the results of this Summit will provide 
us with a realistic and viable road map for the future growth of our Nation.” 

I am pleased to see that broad participation was achieved during the Summit, including key contribu-
tions from our traditional leaders, church groups, non-governmental and international donor organiza-
tions.  The spirited discussions during plenary sessions are a clear indication of the level importance 
our Nation’s representatives brought to this meeting.  I wish to thank all of the Summit’s participants 
for their dedication and hard work. 

The goals of our Summit were to (a) increase awareness of the Compact, as amended; (b) achieve 
consensus on an overall economic strategy; and (c) improve the monitoring mechanisms to support 
economic growth.  I’d like to take a moment to address these. 

As our nation continues on its journey toward economic self-reliance, we clearly face many chal-
lenges, not least including the structure of the amended Compact with the annual decrement and par-
tial inflation adjustment.  The Select Committee formed during the Summit has chosen a high-growth 
scenario, and the Summit has endorsed this choice as well.  This decision for economic growth will 
require an initial investment in reforms but will ultimately lead to a sustainable economy. 

The Strategic Planning Matrices developed through the breakout sessions will be used during budget 
development and budget monitoring processes, and EPIC participants will be reviewing progress dur-
ing our meetings.  Finally, the Infrastructure Development Plan and Strategic Development Plan, en-
dorsed through the Summit process, will be ready for transmittal to FSM Congress by the start of the 
regular May session. 

I would like to encourage you to share the information contained in this document as broadly and 
comprehensively as possible.  We are all stakeholders in our economic future, and every citizen of 
this nation deserves the opportunity to learn and contribute. 
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3RD FSM ECONOMIC SUMMIT COMMUNIQUE 

On the occasion of the 3rd FSM Economic Summit held at the campus of the College of Mi-
cronesia-FSM in Palikir, Pohnpei, from March 29-April 2, 2004, over four hundred partici-
pants representing the four FSM states, the traditional leadership, private sector, National and 
State governments, non-government organizations, churches, women’s and youth groups, 
government officials, as well as representatives of foreign governments and donor institu-
tions gathered together.  The theme of the Summit was, The Next 20 Years: Achieving Eco-
nomic Growth & Self-Reliance.  The Summit was successful in achieving its two immediate 
objectives to: 

 build awareness of the economic structure of the amended Compact provisions and 
the likely impact on our economy. 

 achieve consensus on an overall strategy consistent with our theme of achieving eco-
nomic growth and self-reliance. 

The third objective, to improve monitoring mechanisms to enhance implementation of our 
economic strategy and its underlying strategic goals and policies, will be addressed through 
actions following the Summit and will be the responsibility of the FSM Economic Policy Im-
plementation Council (EPIC), an advisory body comprised of national and state executive 
and legislative leaders that was created in 1999 as a recommendation of the 2nd FSM Eco-
nomic Summit. 

The President of the FSM, His Excellency Joseph J. Urusemal, opened the Summit by noting 
the tremendous turn out of citizens.  He discussed the theme of the meeting and indicated that 
now was the right time for the nation to gather to plan bold new actions to meet the challenge 
of achieving a higher growth rate than was achieved despite declining Compact funds. The 
President also thanked the Summit’s international sponsors: the Asian Development Bank 
and the U.S. Department of Interior’s Office of Insular Affairs.  The national and state gov-
ernments provided support to ensure broad-based participation from throughout the nation.  
Heads of the state delegations also addressed the participants, describing the extensive prepa-
rations that had been undertaken in preparatory leadership meetings and dedicating their 
delegations to the success of the Summit.   

The theme was chosen because the FSM is at the outset of a 20-year period of economic as-
sistance under the Compact of Free Association with the United States.  The terms of the new 
assistance package were negotiated over the past several years.  The FSM’s Joint Committee 
on Compact Economic Assistance Negotiations reported to the Summit participants that the 
final outcome of the lengthy negotiations met or exceeded almost every goal the FSM had 
established.  However, the new package entails declining annual grants that require the FSM 
to make tough choices between alternative economic strategies and policies that will result in 
different outcomes in terms of income and out-migration rates of Micronesians. 

Dr. Gustav F. Papanek presented three economic scenarios that the FSM might experience 
over the next 20-year period of Compact support.  Dr. Papanek is Professor emeritus of Bos-
ton University and President of the Boston Institute for Developing Economies.  He has been 
advising countries in the region for five decades and has advised the FSM since 1993.  While 
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noting that the FSM might face a truly “dismal” scenario if the country’s leadership failed to 
make needed economic adjustments to offset the drag on economic activity resulting from 
the structure of the Compact assistance, there was more emphasis on “moderate growth” and 
“high growth” scenarios. 

To achieve moderate growth in incomes and to avoid rising out-migration rates, the FSM 
would need to maintain fiscal discipline, including increases in its tax effort to support essen-
tial services and needed public infrastructure as Compact flows decline over time.  The FSM 
would also need to implement a moderate program of reforms to improve the environment 
for domestic and foreign investment in private, productive activities.  To do better, and to 
make significant improvements in incomes of Micronesians over the next 20 years, a much 
bolder reform program would be required, including greater sacrifice at the outset in order to 
bolster investment levels and to create a truly attractive and competitive environment of in-
vestment.  The breaking of an air transportation bottleneck was presented as a vital key to 
achieving high growth from the leading sectors of tourism, fisheries and agriculture.  The 
synergies of in-bound tourism and outbound sashimi-grade tuna exports were discussed. 

At the outset of the Summit the President created a Select Committee, comprised of the EPIC 
members and the co-chairmen of the Summit Convening Committee.  That committee en-
dorsed the high growth strategy and gave its support to implementing reforms required to 
achieve high growth based on tourism, fisheries and agriculture, including: (i) increasing in-
vestment in infrastructure, especially in airports, electricity, roads and health facilities; (ii) 
raising revenue sufficiently to provide the funds that the FSM will need to invest in infra-
structure, and to compensate for declining Compact funds; (iii) revising rules and laws with 
respect to investment and other matters to make the FSM an attractive place for investors; 
and (iv) carrying out other measures needed to achieve high growth such as adopting rules 
and regulations to facilitate the employment of foreign technicians and managers needed for 
rapid growth, ensuring that over several years it is primarily Micronesians who benefit from 
high growth, and strengthening education to train people in skills needed for growing tour-
ism, fisheries and agriculture sectors, and other measures. 

Much of the work of the Summit was concentrated in nine sectoral working committees in-
cluding: agriculture, education, environment, fisheries, gender, health, private sector devel-
opment, public sector management, and tourism.  The Gender Committee modified its policy 
matrix to be inclusive of women, youth and senior citizens.  The sectoral strategies were de-
veloped according to the FSM Planning and Budget system, which is an integrated approach 
to performance budgeting and management.  The system is responsive to new accountability 
standards of the amended Compact.  The FSM Strategic Development Plan (SDP), the na-
tion’s primary planning document, will be finalized as a result of the endorsed outcomes of 
the Summit. 

The final results of the sectoral committee deliberations also followed the spirit of the high 
growth strategy.  A separate committee met to review and revise the FSM’s draft Infrastruc-
ture Development Plan (IDP).  Changes were made to ensure consistency with the high 
growth strategy and sectoral committee efforts. 

Summit participants endorsed a strategic planning matrix from each of the nine sectoral 
committees and endorsed the IDP as amended following the discussions in the summit ple-
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nary sessions.  Each State will have an opportunity for continuous review and revision of the 
IDP though the annual budget process.  The participants also called for the completion of the 
SDP for submission to the Congress of the FSM for final approval and subsequent sharing 
with all of the FSM’s donor partners.  It was further agreed that the high growth strategy and 
sectoral plans should be carefully reflected in the annual budgets of the national and state 
governments. 

Summit participants agreed that these recommendations should be openly shared and dis-
cussed at State and Municipal levels, throughout all communities, and that continuing input 
be provided to policy makers.  The Summit Secretariat will maintain its website, 
www.summit.fm, in order to facilitate information sharing of all Summit documents and the 
monitoring process to follow in the coming years. 

At the conclusion of the Summit national and state leaders were encouraged to maintain an 
open dialogue with public, private and non-governmental stakeholders in the nation’s devel-
opment.  President Urusemal committed himself and his Administration to advancing the vi-
sion of high growth and ultimate self-reliance for the people of the FSM. 

/s/  H.E. Joseph J. Urusemal, President of the FSM 

/s/  Hon. Claude H. Phillip, For the Congress of the FSM 

/s/  Hon. Ansito Walter, For the State of Chuuk 

/s/  Hon. Gerson A. Jackson, For the State of Kosrae 

/s/  Hon. Johnny P. David, For the State of Pohnpei 

/s/  Hon. Robert Ruecho, For the State of Yap 

http://www.summit.fm/
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Hon. Nick Andon, Secretary, Department of Finance & Administration 
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OPENING PLENARY 

Welcoming Address 
Hon. Johnny P. David 
Governor, State of Pohnpei 

I thank the Almighty God for guiding the development of this Summit and allowing it to be-
gin today with the leadership of this young Nation.   

I pay tribute to the Mwoalen Wahu en Pohnpei U, Kahlapoko, Isohko, Likendko, Nah-
nalengko, Nahnkenieiko, especially the presence of Wasa Lapalap Soangoro, Nahnmwarki 
en Weisohn U, Wasa Lapalap Soukisoaloang Nahnmwarki en Wein Kitti, and the traditional 
leaders from Yap, Honorable Bruno Tharngan and Hilary Tacheliol, whose presence has 
graced this important occasion for the Nation.   

Special recognition and honor is given to His Excellency Joseph J. Urusemal, President of 
the Federated States of Micronesia; Vice President Redley Killion; Speaker Peter M. Chris-
tian; and Chief Justice Andon Amaraich; Governor Ansito Walter of Chuuk State; Lieutenant 
Governor Gerson Jackson of Kosrae State; and Governor Ruecho of Yap State; Speaker Nel-
son N. Pelep, Pohnpei Legislature; Speaker Hiteo Shrew of the Kosrae Legislature; members 
of the diplomatic corps; Members of the FSM Congress; and I also recognize and honor all 
the rest of the distinguished participants of this Summit from this Nation and outside of this 
Nation.   

I am pleased to be given this opportunity to welcome all of you to Pohnpei, the Capital of the 
Federated States of Micronesia, to attend this 3rd FSM Economic Summit.  I welcome you 
with the Pohnpeian traditional Kaselehlie, which means welcome, be part of us while you are 
with us and farewell as you depart to return home. 

While all of us are here for the Summit we are committed to focus on the issues of this Na-
tion.  We are one Nation with four States.  While each State has its unique interests and pri-
orities there are things in common that we share.  We should focus on those common issues 
while we recognize the uniqueness of each State.   

It is fitting that the Summit is being held now, especially as we begin the revised financial 
arrangements under the amended Compact of Free Association with the United States of 
America.  The procedures for implementing the new financial arrangement need to be under-
stood for proper implementation. 

I understand the Summit needs to approve two plans under the amended Compact:  the Stra-
tegic Plan and the Infrastructure Plan.  I wish to comment on the Infrastructure Plan. 

The Infrastructure Plan of this Nation is almost all located in the States.  That is why I be-
lieve that each State should prevail on their priorities.  Pohnpei State has its own infrastruc-
ture priorities that need to be recognized.   
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There seems to be a move toward centralization of certain functions at the National level.  
Examples of this move is a proposal to create a unit under the Department of Transportation, 
Communication and Infrastructure and also the proposal to create a unit at the National level 
for environmental protection.  Will the move provide better or improved services in these 
areas or will they promote more bureaucratic red tape and take away funds from the States 
for the centralization of the functions.   

I wish to also refer to the FSM Constitution which provides that matters that are national in 
character are responsibilities of the National Government.  For example, while education and 
health are concurrent responsibilities of the States and National levels, it is clear that the 
States perform the substantive work in those areas.  In education, except for the COM-FSM, 
the States are performing substantive work in education.  Therefore, the character of those 
two areas exist in the States.  Programs from outside for the FSM should be given to the 
States to administer.   

I refer to the above issues for our consideration.   

I thank you and I hope for a productive Summit. 

 



Opening Address 
H.E. Joseph J. Urusemal 
President of the FSM 

I hope that the PA system is working and will not go out on me.  Let me, at the outset, take 
this opportunity to recognize and pay my respect to our traditional leaders, especially those in 
attendance.  Let me begin by recognizing and paying my respects to the Nahnmarki of U; to 
the Nahnmarki of Kitti; to Chief Andrew Rueppong, Chief BrunoTharngan of the Council of 
Pilung and Chief Hilary Tacheliol; and the other traditional leaders who are maybe listening 
in on the program this morning.  I also wish to recognize Vice President Killion; Chief Jus-
tice and Associate Justices of the courts; Members of the FSM Congress and the four State 
legislatures; Governor David of Pohnpei; Governor Walter of Chuuk; Governor Sigrah of 
Kosrae; Governor Ruecho of Yap; and members of your delegations; dean and members of 
the diplomatic corps; and cabinet members of the National and State Governments; members 
of the clergy; distinguished guests; administrative staff; students of this institution, COM-
FSM, Palikir campus; ladies and gentlemen. 

It is with great pleasure that I welcome so many distinguished guests and participants to this, 
our 3rd FSM Economic Summit.  The theme of our Summit is “The Next 20 Years: Achiev-
ing Economic Growth and Self-Reliance.”  The Summit Convening Committee has worked 
very hard to prepare for this event, including visits to the four states over the past two 
months.  I have had discussions with many of you and I am struck by the seriousness of pur-
pose demonstrated by leaders of Chuuk, Kosrae, Pohnpei and Yap.  The large turnout from 
all four states is welcome indeed and I certainly take it as a vote of confidence in the impor-
tance of the Summit. 

Vice President Killion and Chairman Alik, as co-chairs of the Summit Convening Commit-
tee, deserve special thanks.  They will provide an overview of the Summit rationale and 
guide us through the agenda and expected outcomes of the Summit.  I want to share my 
thoughts in just two areas:  first, on why now is the right time for reflection and re-direction 
in the FSM; and second, on the process I believe we should undertake to be more confident 
that the efforts we expend this week will—when we all look back upon it after many years—
be seen as a turning point in our young nation’s history. 

Why undertake the effort and great expense of this Summit at this time?  In fact, all of our 
governments are going through a significant adjustment during this fiscal year.  This is the 
first year of operating under the terms and procedures of the amended Compact.  More accu-
rately, we are operating with support from special grant awards from the US Government.  
Since the FSM has not yet ratified the amended Compact, and since the FSM and the US 
have not yet entered into an implementing agreement for the amended Compact, we are in a 
transitional phase.  As far as the level and nature of financial support, though, we are already 
facing new realities. 

Despite the fact that some difficult adjustments are already being made, I firmly believe that 
your participation in this Summit, and the hosting of leadership meetings at the state level 
before today and perhaps following this Summit, will be worth the investment.  We are at the 
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outset of a new journey under new realities.  By coming together to consider our options and 
agree upon new directions we are investing in consensus and nation-wide coherence.  We are 
investing in a common understanding of the new realities.  And we are investing in sensible 
preparations for the long journey ahead. 

This is our Summit.  It is, first and foremost, an internal exercise and the planning documents 
that emerge from our efforts are ours alone.  We will, of course, be sharing the results with 
all of our development partners and I’m pleased that so many of our partners are represented 
here today.  With the consensus we hope to achieve, the investments of our donor partners as 
well as our own investments can be expected to contribute to our priorities and to our ulti-
mate success in achieving economic growth and self-reliance. 

I also want to talk about the process we will undertake this week.  Today and for the next 
four days we have an opportunity to step back from the issues that fill our days on a regular 
basis.  Upon reflecting over the past several years since the 2nd FSM Economic Summit, we, 
as leaders, could have been more focused on precisely the sort of strategic issues upon which 
we will focus this week.  Perhaps that was unavoidable, given the attention that we needed to 
pay to certain matters.  Certainly we all dedicated our attention and energy to progress on the 
Compact economic assistance negotiations.  We also had to focus on numerous critical mat-
ters at the national or state level.  The need to address emerging issues will always be with 
us.  But I ask you all, as participants and as contributors to our outcomes this week, to offer 
your suggestions on how we can best develop our strategic directions and then, most impor-
tantly, how we can improve implementation and improve the monitoring of our achieve-
ments. 

For my part, I have suggested that we establish a “Select Committee” to work during the 
week on issues of major strategic directions that may not be addressed by the sector working 
groups.  I will join the Summit co-chairs and invite the heads of delegations and a few others 
to join us starting on Tuesday at lunch and working through the afternoon.  To the extent the 
Select Committee can add to the coherence and to the level of commitment to implementing 
the outcomes of this Summit, we will ensure that we make 2004 a positive turning point for 
the FSM. 

At the conclusion of the Summit on Friday, I will take the lead by asking all of the leaders 
here and throughout the FSM to join me so that we may carry out the needed actions identi-
fied this week.  To do justice to the efforts of the Summit participants and to respond to the 
challenges we face should be our collective commitment.  Many of our citizens are listening 
now live by radio and quite a few are watching on television in Pohnpei and Kosrae.  They 
will be very much aware of our undertaking this week and I trust they will remind us of our 
duties as leaders to strive consistently to fulfill the positive vision we all have for our nation. 

Before closing I want to give special thanks to the Asian Development Bank for the technical 
assistance project they supported to assist our Summit preparations, and to the Department of 
Interior’s Office of Insular Affairs for the financial assistance they provided to support some 
of the costs of convening our Summit with participation from a broad cross-section of the 
nation.  I am grateful to the Congress for supporting our Summit both through an appropria-
tion and by their active participation with us this week.  Similarly, the states have provided 
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significant support to our preparation efforts and to fund the majority of the participants com-
ing to Pohnpei from the other states. 

I also wish to acknowledge the presence of observers and resource persons from several re-
gional organizations and I am also grateful for their support of this effort. 

With that, I now declare our 3rd FSM Economic Summit officially open. 

 



Special Remarks 
Hon. Peter M. Christian 
Speaker, Congress of the FSM 

Thank you, Patrick.  May the Lord enlighten you to spend lots of money in Pohnpei while 
you’re here.  There are too many of you to recognize so I will not chance the opportunity to 
make a lot of enemies because I forgot to mention your names this morning. 

I note that there are many empty chairs in front.  It’s so like the classroom, nobody likes to be 
close to the teacher and yet I see the gathering from all over Micronesia and I hope that with 
that the eagle flies high and lands on the water and land and sees on the land where it is fit to 
fish and where it is time to protect its young.   

But at the same time, I’d like to remind us that we are not embarking on a journey.  We are 
already on a trip.  And like all good navigators, like all good sailors we must stop to recon-
sider our course to readjust the course because the waves have changed, the currents have 
changed, the winds are now against us.  I say this not because the DOI people are here but to 
encourage us here today to do our Summit.  As the President put it, this is our Summit.  This 
is our third Summit.  Let us not go and create a new economic plan.  Let us simply go back to 
the written documents and make some adjustments today.  

I was asked to make this statement today and it is not even titled.  I was supposed to give a 
special remark.  What the heck is a special remark? 

The JCN was left out of the planning process so I feel that I’m a little bit out of touch with 
why we do the things we do.  But it is my hope--and I will use this word discreetly and only 
for today--that we will be able to “compartmentalize” our thoughts.  If there are political dif-
ferences between the States and the National Governments; if there are political differences 
between the legislative bodies and the executive branch as well as the judiciaries; if there are 
political differences between the individuals who are called here to participate and to help 
reflect this Nation’s development efforts, I ask that we “compartmentalize” those issues, put 
them aside and move on with the business of developing a plan that will enable us to address 
the problems with the given means that we have been provided both from generating funds 
and those funds that come from abroad, from the left side of this podium, and from all those 
who wish to help us. 

We are gathered here today in a facility that normally has the visitor’s team and the home 
team.  Today there should not be a visitor’s team and there should not be a home team.  
There should be just one team to challenge the odds against this Nation.  I don’t know if you 
fish.  I do sometimes.  And the other night we ran out of sinkers and were about to leave for 
shore when at last pulling the anchor up a large coral head came up with the anchor.  So we 
made do with the coral and continued fishing.  And it is my hope that we can make do with 
the resources that we have before us. 

I join the President, I join the Governors, I join the legislative bodies of this Nation to en-
courage the technical people to move on without regard to politics, without regard to State 
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and National Government, but to move on with one goal in mind and that is to bring this Na-
tion forward from the last 15 years’ problems that we have often mentioned that we are at.  I 
thank the Organizing Committee for their wonderful work.  I think that we have gone and 
started properly.  No good conference ever starts on time and no good conference ever stops 
on time.  If we have to, let’s take another day and finish this job while we are here. 

Ladies and gentlemen and members of the private sector, I ask you to join and participate 
actively and do not allow the politicos to alone develop this plan for this Nation.  With that 
remark for the private sector, I close my special remarks this morning.  Thank you very 
much, ladies and gentlemen.  Have a wonderful conference.  

 



Opening Statements by Heads of Delegations: 
HEAD OF YAP DELEGATION 

Hon. Robert Ruecho’ 
Governor, State of Yap 

Thank you, Patrick.  Let me first of all recognize and pay my respect to the traditional lead-
ers, those who are on stage and those who are listening in.  I would like to also pay my re-
spect to His Excellency, President Joseph Urusemal; Vice President Redley Killion; Speaker 
Peter Christian and Members of our National Congress; Chief Justice Andon Amaraich and 
all of the associate justices of our FSM Supreme Court; Governor Johnny  David from the 
State of Pohnpei, our host State; Governor Ansito Walter from the State of Chuuk; Lieuten-
ant Governor Gerson Jackson from the State of Kosrae; dean and members of the diplomatic 
corps; the speakers and members of the four State legislatures; consultants; other distin-
guished guests; ladies and gentlemen; I believe with me members of the Yap Delegation for 
this Summit are representatives from the government--I guess all branches of the government 
except judiciary--and people from the private sector, as members of the Yap Delegation to 
this Economic Summit.  And we bring as a delegation greetings from the people of Yap to 
this Summit. 

Ladies and gentlemen, we are here.  We had to travel perhaps the farthest or the longest dis-
tance from the farthest corner of this Nation to the Capital.  We are here really to work coop-
eratively with you on the different issues before this Summit.  And I would like to kindly re-
quest that maybe after the Summit, after we have put everything in writing as agreed to, I 
think the best to do after that is to implement those things. 

And if I may, I would like to request that the next Summit be held in Yap.  I won’t have to 
travel this far. 

Ladies and gentlemen, I don’t want to waste too much of your time because I know every-
body’s eager to get to work.  So I thank you, I thank the people who planned this Summit and 
I thank the people who supported, whether it’s financial or otherwise supported this Summit.  
I thank all of you.  Thank you very much.
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HEAD OF CHUUK DELEGATION 
Hon. Ansito Walter 
Governor, State of Chuuk 

Thank you very much.  I want to join the others to pay tribute to our traditional leaders; Mr. 
President; excellencies; honored and distinguished guests; ladies and gentlemen.   

Mr. Speaker, I want to thank you on behalf of the Chuuk Delegation for inviting us to par-
ticipate in this important Summit.  And on behalf of the delegation from Chuuk I bid to you 
and to all of you special greetings and compliments. 

Mr. President, we are here because we believe this is important.  We believe this is important 
for the next 20 years of our Nation.  We are here because we want to give you support.  We 
know that calling this kind of Summit is not easy so I can assure you, Mr. President, that the 
delegation from Chuuk will do whatever we can to make sure that this is going to be a suc-
cessful Summit for today and one which we can always remember. 

Mr. President, we are here not to represent the State of Chuuk but we come here as one fam-
ily, as one Nation, as brothers and sisters and we are here not just to talk about Chuuk but 
what’s best for Pohnpei, what’s best for Kosrae, what’s best for Yap, what’s best for Chuuk.  
If it’s good for Pohnpei it’s good for all of us.  If it’s bad for Pohnpei it’s bad for all of us. 

Mr. President, if I may, just give me another five minutes.  Sometimes they say when you tell 
the truth it doesn’t feel good.  But let me share with you what I have in my heart.  For the last 
15 years we have witnessed the great success of our Nation.  We have witnessed the building 
of our foundation and the pilings of our Nation.  We are witness of our leaders or they can all 
represent the whole country, even at the highest level of diplomacy.  But one thing is still 
missing and that is the economic backbone of our country.   

Mr. President, I don’t know about you and other leaders of this Nation but I have to say if I 
feel embarrassed.  I feel embarrassed but I know that I’ve achieved my political destiny of 
becoming a sovereign Nation.  But I feel embarrassed when I ask other countries to support 
me.  And I think that’s why we’re here today, to end that era of economic dependence.   

Mr. President, I challenge each and every one of you if we can become the master of our po-
litical destiny in the international arena, why can’t we control our destiny by achieving the 
goals and objectives of this Summit, economic growth and self-reliance. 

Thank you very much.  And I wish you all the best.  Thank you.  
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HEAD OF POHNPEI DELEGATION 
Hon. Johnny P. David 
Governor, State of Pohnpei  

I want to apologize for appearing again but the Lieutenant Governor of Pohnpei State was 
supposed to be the one representing the Pohnpei Delegation but let me do it on his behalf. 

I think all the recognitions have been said so let me proceed with the statement by the 
Pohnpei Delegation. 

I am pleased today to say a few words on behalf of the Pohnpei Delegation to the 3rd Eco-
nomic Summit.  We are here, the largest delegation at the Summit, with representatives from 
Pohnpei executive and legislative branches, the municipal governments and from the private 
sector as well as traditional leaders.  We have numerous because we recognize the impor-
tance of this Summit. 

John Welch, the legendary CEO of General Electric, had a motto that says, I quote, “Control 
your destiny or someone else will do it for you.”  For Pohnpei and the FSM there is no 
doubt—we want to control our destiny.  We view this Summit as an opportunity to clarify 
our aims and set a clear path toward the future.   

We prepared extensively for this Summit at the State level.  All high-level executive branch 
officials have recently undergone training in strategic planning.  In addition, the Speaker and 
the leadership of Pohnpei had called a statewide Pohnpei Leadership Conference just to pre-
pare for this Summit.   

In that recently-concluded conference, extensive discussions were held for all the sectors that 
would be represented at this Summit.  We also had a separate infrastructure sector.  We were 
blessed with the presence and the wisdom of our traditional leaders.   

One thing that emerged was that Pohnpei would prefer, in our course for the future, that no 
constitutional change take place.  By that we mean that the roles of the National and the State 
Governments should remain as they are.  The amended Compact in our view does not require 
any change in these roles.  We have a good system and it works.  Let’s not tamper with it. 

That being said, we are ready to work, discuss and plan our common future within the Feder-
ated States of Micronesia.  It is our fervent hope that at the end of this week there will 
emerge a strategic direction that will take us through uncharted waters toward a safe haven of 
fine education, good health and sustainable economic development that would respect our 
customs and traditions.   

Thank you very much and we are ready to work with you.
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HEAD OF KOSRAE DELEGATION 
Hon. Gerson A. Jackson 
Lt. Governor, State of Kosrae 

Len wo and (Kosraean).  I know we are pressed with time considering the full agenda in front 
of us so I will try and be brief in my remarks. 

My delegation and I bring warm greetings from Governor Sigrah and the rest of the leader-
ship that is here as well as the leadership of Kosrae.  I wish at this time to join my colleagues 
from the sister States of Yap, Chuuk and Pohnpei to extend and convey our courtesy to the 
many dignitaries that are here.  I want to start by recognizing the President of the FSM, His 
Excellency President Urusemal; Vice President Killion; Speaker Christian; Vice Speaker and 
the Honorable Members of the FSM Congress; traditional leaders throughout the FSM; 
members of the clergy; participants to this 3rd FSM Economic Summit; and last but certainly 
not the least, my fellow FSM citizens and, in particular, my people from the great State of 
Kosrae. 

As you can tell, Kosrae is well represented.  We bring with us a comparatively large delega-
tion consisting of all the facets of our leadership in Kosrae.  This is a good indication and a 
good reflection on the level of importance that we attach to this important Summit.  Each and 
every member in my delegation comes prepared to engage and fully participate in the pro-
ceedings of this Summit. 

As we all know, we are here to chart the future of our Nation, especially for the next 20 
years, in how we come about achieving economic growth and self-reliance for the FSM.  As I 
said earlier, for the next 20 years. 

This is a daunting task.  This is a major, major undertaking that calls for us as echoed by the 
Speaker of Congress.  It calls for us to set aside our petty differences and focus on the work 
at hand.   

The FSM is embarking upon a challenging and critical phase in our nation-building efforts.  
What else is more important than this, the 3rd FSM Summit?  I know there are critics and 
skeptics out there who may say and think otherwise.  I’d like to respond to those who may 
have those thinkings and attitudes that we are undertaking a mission that will take us into the 
next 20 years and beyond. 

As I stand here I’m reminded that only the State of Kosrae has formally adopted the amended 
Compact.  It is imperative that the other three legislatures and the FSM Congress immedi-
ately undertake to complete this internal process, ratification process, before the other side 
rescinds what it has already approved.  So I would like to once again call upon the leadership 
of the other three States, as well as the National Government, to help conclude this.   

We still have an agreement to sign off on that some of the previous speakers alluded to.  This 
is the Compact Implementation Agreement.  And there are an array of implementation issues 
that we still have to resolve.  So time is running out on us. 

14 



 Welcoming Remarks, Hon. Gerson A. Jackson 15 

As I said earlier, my delegation has come prepared to fully participate in these proceedings 
and we are committed to making sure that the objectives that are set down for this important 
Summit are achieved. 

As I promised you to end my very short remark, I’d like to wish all of us a productive and a 
successful summit.  May God bless you all and may God bless the FSM.  Kulomalalap and 
thank you very much.

 



Summit Rationale & Overview 
Hon. Redley Killion 
Vice President of the FSM 

Thank you, Patrick.  I wish to start today by paying my respect to the traditional leaders, the 
Nahnmwarki of U; Nahnmwarki of Kitti; other traditional leaders of Pohnpei State; Chief 
Rueppong , Chief Tharngan; Chief Tacheliol; and other traditional leaders throughout the 
Nation; President Urusemal; Chief Justice Amaraich; Speaker Christian and the Members of 
the FSM Congress, including my colleague, Chairman Alik; Governor David; Governor Wal-
ter; Governor Ruecho; Lieutenant Governor Jackson; speakers and members of the four leg-
islatures; members of the diplomatic corps; members of the clergy; our other invited guests 
from overseas; participants of this Summit; ladies and gentlemen. 

As the President has expressed in his opening address, the theme of our 3rd  FSM Economic 
Summit is: “The Next 20 Years: Achieving Economic Growth and Self-Reliance.”  I want to 
say a few words about that challenge that we face, and then provide an overview of our de-
sired outcomes from this important week.  I, too, am humbled by the presence of such a large 
number of participants and at the broad cross-section of our society represented here this 
week.  Co-chairman Alik Alik and I, together with the Convening Committee and staff, have 
tried our best to ensure that the preparations will effectively support your efforts this week.  
Of course, if there are any concerns that arise today or throughout the week we are prepared 
to make every effort to provide the additional support each of the sector working committees 
may need to accomplish their tasks. 

The challenge we face over the next 20 years is great indeed.  As we will hear more about in 
our plenary presentations and discussions today, we face new realities both in terms of the 
level of financial support we receive and in the fact that support from the Compact will be 
declining at a considerable rate over time.  Our long-standing desire to achieve a greater level 
of self-reliance is a virtually inevitable result.  Since we have a package with declining trans-
fers, and since we do have a Trust Fund designed to replace the grant stream at the end of 20 
years—in fiscal year 2024—we will assuredly be very much less dependent on external as-
sistance than we are now.  To be honest, self-reliance is not the greatest part of the challenge 
in our Summit’s theme.  The true challenge is achieving that self-reliance at a level of eco-
nomic well-being that we can all be proud of having achieved. 

Achieving self-reliance at a low-level would have very unwelcome implications for our Mi-
cronesian society.  We only have to look to recent experience.  We know that in the period 
that followed the second Compact step-down at the end of 1996, economic activity declined 
and jobs were lost.  Even with extra support to provide early retirement payouts to workers 
leaving government, families suffered and the rate of out-migration increased markedly.  
Over the next 20 years we want to achieve a better result so that the next generation to join 
our labor force can largely stay in the FSM and contribute to a better future.  My own feeling 
is that economic growth, properly managed and with great care for our pristine environment, 
is the most important factor in preserving our unique cultures and our special way of life in 
these islands. 
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Now, let me do as promised and walk us through the rationale for this 3rd FSM Economic 
Summit and the elements of our agenda.  For those of you with whom we met when we vis-
ited each of the four states last month, I apologize if this is somewhat repetitive of what we 
have shared with you during those discussions.  Our Summit Convening Committee mem-
bers and staff benefited greatly from those state visits and I understand that there has been 
significant effort in preparing for this Summit, including meetings of the leadership in all 
four states over the past two months.  Our Summit will benefit greatly from the lessons 
learned during the earlier Summits and from the extensive preparations undertaken by each 
of the delegations for this 3rd Summit. 

Many of you will have participated in the 1st FSM Economic Summit of 1995 and the 2nd 
Summit of 1999.  There are important lessons to be learned from those major events.  It is my 
hope that the outcomes of this week’s effort will be characterized by three important charac-
teristics of a successful Summit: 

 First, we need to gain a common understanding and a mutual level of concern so that 
we may succeed in the face of profoundly changed realities. 

 Second, we need to be clear about our economic strategy and, where necessary, the 
kinds of reform commitments and even sacrifices we may need to make in the short-
term to achieve our goals. 

 And third, we need to have an institutional mechanism for economic management in 
our Federation and a clear road map to ensure that we stay on the course we charted 
or to enable us to make mid-course corrections where necessary.  A clear road map 
will also enable us to demonstrate progress so that we may be more inclined to main-
tain our resolve even through periods of sacrifice. 

To be frank, we achieved only the first two in our 1st Economic Summit.  We did reach a 
common understanding and we did have a coherent approach to getting through the needed 
adjustments in the wake of the second Compact step-down.  The reforms we implemented 
were remarkable in their scope and in their rigor.  But we did not create enduring mecha-
nisms to maintain momentum at the national and state levels and across sectors, nor did we 
do as good a job as we might have in monitoring the specific elements of our reform imple-
mentation. 

The 2nd Summit was in some ways a mirror image.  We fully achieved only the third of the 
three important characteristics of a successful Summit.  We created an important mechanism 
for economic management, namely the Economic Policy Implementation Council, or EPIC, 
which was recommended to the leadership by the participants of the 2nd Summit.  That advi-
sory body makes no laws, nor does it implement directly.  Rather, it is an important and often 
critical element in dealing with issues that affect the nation as a whole and issues that require 
action across governments.  And in the early EPIC meetings the Secretariat reported on im-
plementation of the endorsed policy matrix of each sector.  But as time passed we failed to 
keep the momentum, perhaps because we did not have the same kinds of issues to focus our 
leadership on a nationwide effort.  In retrospect, there was no compelling new reality facing 
us in 1999, except that we were just embarking upon the negotiations for what is now the 
amended Compact.  That effort absorbed much of the leadership’s attention and, perhaps, 
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diverted some of our attention from the details of day-to-day implementation of the remain-
ing elements of our economic reform program.  Whatever the cause, it strikes me as impor-
tant to recognize that we have, to some extent, reached 2004 without much momentum and 
without a very healthy economy, either. 

To put it in clear terms, we have suggested three objectives for this Summit: 

 First, to build awareness of the economic structure of the amended Compact provi-
sions and the likely impact on our economy. 

 Second, to achieve consensus on an overall strategy consistent with our theme of 
achieving economic growth and self-reliance. 

 Third, to improve monitoring mechanisms to enhance implementation of our eco-
nomic strategy and its underlying strategic goals and policies. 

Our agenda in today’s plenary session is to get us off and running in the right direction so 
that we may achieve the Summit objectives.  In just a few minutes we will begin with an up-
date on the amended Compact from the JCN. 

Following that we will hear from a distinguished economist with more than a decade of ex-
perience as both an observer of economic progress in the FSM and the Pacific as well as an 
active participant in some of our economic reforms since the time of the 1st FSM Economic 
Summit in 1995.  I am sure all of us look forward to Professor Gus Papanek’s insights and to 
his recommendations as a useful guide to start us on this weeklong process of deliberation 
and consensus building.  We have also formed a small panel to comment on the Professor’s 
presentation and to initiate discussion in the plenary. 

In the afternoon, we will hear from our own economist, Ms. Evelyn Adolph, who, I am 
pleased to say, accepted our invitation to return from her current two-year posting to the In-
ternational Monetary Fund in Washington, DC.  Her presentation will address the declining 
structure of Compact funding and the special implications for economic management and 
fiscal policy. 

Secretary of Finance and Administration, Nick Andon, will present to the plenary an over-
view of the new fiscal procedures under which we are already operating.  Secretary Andon 
will also address in more detail the two major documents which we anticipate will be among 
the key outcomes of this Summit.  The Strategic Development Plan, which will be completed 
at some point after the Summit and which will incorporate all of the work of the sector 
Committees.  The SDP is the primary planning document of this nation.  In addition, we will 
complete a final review of the Infrastructure Development Plan throughout this week, includ-
ing review by each sector committee of the parts pertaining to their specific sector.  The IDP 
has a 20-year time horizon, although it will, of course, be implemented and updated as neces-
sary through the annual budget process.  That document in its current draft form is based 
upon extensive earlier work supported in part by the US Department of Interior and involving 
state participation and an FSM-wide steering committee. 
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All of today’s presentations are in the nature of “scene-setting” so that we undertake our dis-
cussions on economic strategy and sectoral development policy with a common understand-
ing of our current situation and projections over the short-run and long-run. 

Tomorrow morning we will begin in plenary at 9:00 a.m., and we will all hear a briefing on 
the elements of the FSM Planning and Budgeting System.  The background paper is in your 
welcome folders.  Iso Nahnken Ihlen Joseph will walk us through the logic and the structure 
of mission statements, strategic goals, activities and outputs.  We do not all need to be ex-
perts, but we do need to be efficient in our sector working committees to complete each sec-
tor’s strategic planning matrix. 

Once we break up tomorrow morning, each group will be responsible for completing its work 
in time to return to the plenary on Thursday morning and each sector will report out to the 
plenary.  It is necessary that you each stay with your committed sector working committee.  
It is, of course, understood that participants from other sectors will want to engage in an open 
dialogue on Thursday as most of us are very much interested in more than just one sector.  
The Summit staff has attempted to put every participant into the sector of their first choice, 
but in order to balance numbers, some may have been shifted to a second choice. 

Let me comment very briefly on the welcome participation of our guests from outside the 
FSM.  What we as Micronesians need to do this week is take time to reflect on our current 
situation and to consider the options we have before us.  Clearly this is first and foremost an 
internal FSM exercise.  We are pleased and honored by the presence of visitors.  With the 
assistance offered by the Governor of Pohnpei, we hope to make the visit of those of you 
from outside the FSM a very enjoyable and productive one.  But please accept our apologies 
if, in our focus on matters of great importance, we are unable to be as attentive to your pres-
ence as we would always want to be.  No doubt many of you will offer your inputs and assis-
tance even to the sector working groups in their work tomorrow and Wednesday.  Your in-
puts will be welcome and I have asked the sector co-chairs to attempt to accommodate both 
observers and resource persons.  For others, you may choose to attend only the plenary ses-
sions.  As you see on the agenda, the plenary will be in session again on Thursday and Fri-
day. 

For all of us, any announcements or any changes to the timing or order of agenda sessions 
will be announced at the venue and posted at the Summit staff office.  We will also update 
the web site (www.summit.fm) each evening. 

With that, let me invite my good friend and colleague, Chairman Alik Alik, to the podium. 

 



Summit Rationale & Overview 
Hon. Alik L. Alik 
Chairman of Resources & Development, Congress of the FSM 

Thank you, Vice President.  My respect to our traditional leaders who are with us today; His 
Excellency President Urusemal; Vice President Killion; Chief Justice Amaraich; Governors; 
my colleagues, Members of the 13th Congress of the FSM; members of the diplomatic corps; 
distinguished guests; participants; ladies and gentlemen. 

I’m greatly honored to be given this opportunity to say a few words.  The Vice President, 
Honorable Killion, has outlined the rationale and objectives of our 3rd Economic Summit.  I, 
therefore, would not say more on those.  He also shared with us the schedule that we will be 
going through for the remaining of the week and if further questions on that schedule, please 
ask the Secretariat for further clarification.   

Distinguished leaders, participants, the members of the Summit Convening Committee join 
me in welcoming you to this important gathering.  Less than a month ago we worked closely 
with you in our preparation for this Summit and we greatly appreciate the assistance and co-
operation extended to us.   

I have every confidence that our discussions in the next few days will be helpful and useful 
to us all.  We shall discuss our goals and plan our future.  We shall express our concerns and 
talk about our aspirations.  But at the end of it all, I hope we shall have a better understanding 
of the challenges facing our Nation. 

It remains for me now, on behalf of the members of the Convening Committee and the Secre-
tariat to welcome you again and to wish that this 3rd Economic Summit will be a successful 
one.  Thank you very much.
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Update on the Amended Compact 
Mr. John Ehsa 
Executive Director, JCN 

(Greetings in Pohnpei)  Nahnmwarkiko; Wasa Lapalap Soangoro Nahnmwarki en Wein U;  
Wasa Lapalap Soukisoaloang Nahnmwarki en Wein Madolenihmw; Iso Nahnkenko; Nah-
nkenieiko; traditional chiefs from the State of Yap who are with us today, Chairman Tharn-
gan; Chief Tacheliol.  My respect to His Excellency President Urusemal; Vice President Kil-
lion; Chief Justice Amaraich; Speaker Christian and Members of Congress; dean and mem-
bers of the diplomatic corps; Governor Walter and members of your delegation; Governor 
David and members of your delegation; Governor Ruecho and members of your delegation; 
Lieutenant Governor Jackson and members of your delegation; speakers and members of the 
State legislatures; ladies and gentlemen. 

As most people here are aware, negotiations on the terms of the Compact amendments have 
been completed with only one limited exception.  The amendments will officially go into ef-
fect with the signing of an exchange of diplomatic notes between representatives of the 
United States and the FSM.   This can only be done after the FSM has completed its ratifica-
tion of the Compact amendments.   

In the meantime, Compact level assistance is being provided under the terms and conditions 
of the original arrangements consistent with the recently-negotiated agreement.  This is nec-
essary because the original provisions under which Compact assistance was provided expired 
at the end of last fiscal year.  Pending FSM ratification of the Compact amendments, U.S. 
assistance is being provided in the form of a set of sector grants under the Department of the 
Interior budget.  These grants have the same terms and conditions as the recently-negotiated 
amendments as they appear in the Compact Amendments Act enacted by the U.S. Congress 
and signed by President Bush. 

While many in this room may be familiar with the amendments, it is worth reviewing the key 
features of the Compact as it is proposed to be amended, and what these features mean for 
the FSM. 

First of all, the Compact, as amended, continues without interruption the relationship of Free 
Association, which has no expiration date. This means that the U.S. and FSM spirit of friend-
ship and cooperation embedded in that relationship also will not change. Most of the provi-
sions in the original agreement remain in place, since only the economic provisions expired. 

The average annual level of U.S. grant assistance will be about $72 million, down slightly 
from the original arrangements. This is more than balanced,  however, by the longer term of 
the amended Compact—20 years as opposed to the original 15—and by the establishment of 
a Trust Fund to which the U.S. Government will contribute an average of $20 million annu-
ally, that will provide continuous income to the FSM at levels approaching previous U.S. 
grants, commencing in 20 years. 
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I refer to an average level of grant assistance and trust fund contributions because the levels 
will vary over time. First of all, they will be adjusted each year for inflation.  Second, after 
being fixed for the first three years the grants level will decline by $800,000 annually. This 
amount wil1 be added annually to the Trust Fund. Now while the JCN was not happy with 
these annua1 reductions in the grant level, this does represent a significant improvement over 
the very large—and very disruptive—stepdowns that occurred every five years under the 
previous  arrangement.  

There has also been a significant change in the form of grant assistance. Under the Compact 
up to now, grant assistance came primarily in the form of simple transfers into the general 
and capital accounts. Under the new arrangement, assistance is being provided through a set 
of sector grants, to be used for a set of specific purposes agreed to in the amendments and 
managed on a basis of flexibility by a new U.S./FSM body called the Joint Economic Man-
agement Committee, better known as JEMCO. 

The move to sector grants reflects a worldwide trend in the form of bilateral assistance.  It 
also is consistent with the move to performance-based management, as grant funds are asso-
ciated with specific objectives and activities. The establishment of the JEMCO, with three 
U.S. members and two from the FSM, reflects the U.S. interest in taking a more active role in 
monitoring the use of the grants. The U.S. concluded that the annual economic consulta-
tions—the primary vehicle for joint review of progress under the previous arrangements, 
were largely ineffective. This was hard to deny. 

In order to facilitate the JEMCO monitoring activities, and also to enable required reporting 
to the U.S. Congress, the amendments institute a number of new planning and reporting re-
quirements that will challenge the FSM State and National governments, especially in the 
beginning. It is our understanding that these challenges can be met, and furthermore, that 
meeting them will lead to increased efficiencies and more effective use of Compact funds. 

The FSM continues to be eligible for a broad range of U.S. assistance in addition to grants, 
through U.S. federal programs and services. With minor adjustments and updates, the federal 
services such as weather, postal service, FAA and FDIC, continue as before.  Broadly speak-
ing, federal programs also continue. Certain formula grants in the education sector are to be 
replaced by the Supplemental Education Grant of about $12 million annually, which will be 
used to continue important activities such as HeadStart in ways that more closely respond to 
conditions and needs in the FSM. The use of this grant will flow from a proposal to be made 
by FSM and subjected to JEMCO review. Pell Grants and Special Education have actually 
been placed on a firmer basis than before, as these two are now specifically provided for in 
the amended Compact. 

In addition to the changes in the financial provisions and programs access, there are two sig-
nificant changes that should have a positive impact on Micronesians living in the U.S. and its 
territories. First, a valid passport together with the 1-94 form will be sufficient to prove eligi-
bility for employment,  eliminating the need for a separate Employment Authorization 
Document.  Second, the Compact Amendments Act provides $30 million annually in Com-
pact Impact aid to the U.S. Territories and the State of Hawaii.  Together with several other 
valuable concessions, this should go far to defuse what has been a sensitive issue in the past. 
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The only Compact term remaining now for final clarification is the future mechanism for 
U.S. disaster assistance. During the negotiations, the U.S. administration proposed to end 
FEMA assistance and replace it with a very limited assistance through the State Department's 
USAID/Office of Foreign Disaster Assistance or OFDA. The JCN opposed this, and found 
considerable sympathy in the U.S. Congress which, among other things, is determined to pro-
tect the physical infrastructure in the FSM built with U.S. assistance. In order to resolve this 
conflict and provide a means of moving on, the U.S. provided for a continuation of FEMA 
assistance for up to five more years, during which the U.S. is to negotiate new arrangements 
with the FSM for a combination of FEMA’s and OFDA’s assistance that matches historical 
levels of FEMA. If approached properly, this actually could result in improved disaster ser-
vices for the FSM. 

The U.S. has indicated that a formal proposal will be transmitted within the next few weeks, 
at which point discussions can begin in earnest. In these  discussions, the FSM must make 
sure that any new arrangement at least matches existing FEMA levels and must take the time 
necessary to lock in that assistance. This, however, should not hold up our moving ahead 
with the overall FSM approval of the Compact amendments, due to the fact that we have the 
five-year continuation of FEMA as a backstop. 

Stepping back to look at the overall picture, you should know that it will be a natural process 
for the FSM to continue without let-up engaging the U.S. in discussions aimed at maximizing 
the benefits of U.S. assistance and, where possible, to seek additional assistance. This is in-
herent in the new law's provisions for more frequent reviews by the U.S. Administration and 
Congress of the adequacy and effectiveness of overall U.S. assistance. 

But looking at the outcome as it stands today, the JCN can report that the Compact negotia-
tions met or exceeded almost every goal the FSM had established. As negotiations go, this is 
truly a remarkable result. Should the FSM approve these Amendments, FSM citizens will be 
guaranteed for 20 years, on a per capita basis, far more U.S. assistance than is given to any 
other nation in the world, even when military assistance is included. After the 20 years, 
thanks to the Trust Fund, there may be no further need for U.S. grant assistance even though 
the Compact continues. On that basis, it is our recommendation to the States and the National 
Government that the actions necessary to complete FSM's approval of the Compact amend-
ments be taken immediately as a matter of top priority. 

With the completion of the negotiations, and the entry into force of the Compact amend-
ments, the JCN will have reached the end of its mandate. At that time, a considerable amount 
of work needs to be done in order to successfully implement the new arrangements. The JCN 
stands ready to provide assistance to that effect.  Kalahngan en kuprakoarosie.  Thank you 
very much.
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I would prefer to talk from this point so I don’t turn my back and can at least from time to 
time face the distinguished leaders of the FSM who are sitting on the stage. 

Distinguished leaders of the FSM, friends and colleagues.  In hearing this very nice introduce 
that Patrick Mackenzie gave me I was reminded of a statute that was erected in India during 
the colonial period.  It was set up for a British Colonial Governor and it said, Sir so-and-so, 
impartial administrator, fearless judge, great friend of the Indian people, assassinated 1872.  
And when I hear this kind of very nice introduction I wonder what the last sentence will be.  
But he spared me a shock.   

I came to the FSM some 11 years ago and I’m delighted that this, on my last visit to the FSM 
on the present plans, I get to review the achievements of the last 17 years and to sketch out 
some alternatives for you for the next 20 years so that you can reach a decision on where you 
want the FSM to be in the year 2024. 

This presentation reflects the work of the EMPAT team, some seven Micronesian and foreign 
economists and economists-in-training who have been working here since 1995 but are now 
leaving this country.  So this is a kind of a swan song.   

I hope you will excuse me if I take the next few minutes for a few personal remarks.  The rest 
of the morning I will talk as an economist.  But for a few minutes I would like to talk as a 
human being.  Those two are not the same thing.  When I have told people that I’m coming 
to the FSM the question always is, why do you keep going back there?  What happens there 
makes no difference to the rest of the world.  Why don’t you work in Indonesia or Pakistan 
or Bangladesh or India, countries that really matter?  Why do you keep going back to this 
country that we’ve never heard of before? 

And my answer’s always the same.  The first time when I came I met some remarkable lead-
ers here, remarkable for such a small country.  And, of course, Micronesia, like every coun-
try, has its share of crooks, charlatans and self-serving individuals.  No country lacks those.  
But also I have been struck by the number of people here in leadership positions, including 
presidents and vice presidents I have met over the years, who really put the country first and 
were willing to take some risks, some political risks—fortunately in this country not personal 
risks—but political risks to take action before that action is absolutely forced upon them, to 
act ahead of the need to do so and to take the consequences at the next election.  And some of 
them have paid the price.  And as long as it’s possible to work with people of that kind, I find 
it exciting to keep coming back and I’ve now done it for some 15 times and I’m grateful to 
you for inviting me for this one last time. 

Now I put on my hat as an economist and try to speak without any emotion whatsoever.  My 
first subject is what happened—can we turn to the outline—what happened in Compact I ini-
tially.  And then I turn to a brief evaluation of the second Compact and what it means for fu-
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ture development and third and most important to the question of what are the alternative vi-
sions for Micronesia for the next 20 years.  (Can you hear me up there all right?  Yes?  
Okay.)  Could you turn to number 4? 

Over the last 17 years, the Micronesian economy grew by 28 percent or 1.6 percent a year.  
That’s not bad for an isolated, small Pacific island economy comparing to most other econo-
mies in the Pacific, some of whose national income has actually declined over these last 17 
years.  That is a quite typical performance.  But if you look at this graph what is very notice-
able is that all the growth, or virtually all the growth, took place by 1995.  And the handout 
has all these graphs in it so if you can’t see the front here, you can look it up in the handout.  
All of that growth virtually took place by 1995 when the income of the country reached its 
highest point ever.   

Since then, unfortunately, we have basically been treading water and have not moved ahead 
significantly.  In the first eight years or so, growth was fueled by the vast inflows of Compact 
funds that came in, especially in the first five years, some of which were saved and drawn 
down in the sixth and seventh and eighth years.  And there was a rapid growth of commercial 
activities.  Trade and services grew rapidly but there was very little increase in the productive 
sectors.   

The second thing one must recognize in looking at this growth rate of 1.6 percent a year is 
that it does not take account of population growth.  Now, the natural rate of increase, the 
number of people born in Micronesia that exceed the number of people who have died in the 
17 years averaged about 2.7 percent a year.  So, every year about 2,700 Micronesians were 
added to the population and if all of them had stayed in the country the income would actu-
ally have declined because the growth rate was only 1.6 percent but the population grew at 
2.7 percent. 

Fortunately or unfortunately, more than half of the people that were added to the population 
left the country.  So all the 2.7 percent of additional Micronesians, 1.6 percent went abroad 
and only 1.1 percent stayed in the country.  So when you take population into account—
could we go to page 5—the growth rate declines to 2.7 percent per person per year.  So that 
means by the end of the 17 years income per head was about 7.5 percent higher than it had 
been at the beginning.  I’m sorry—the 7.5 percent was the total increase over the 17 years, 
half a percent or so a year. 

What does that mean to the average person?  Well, the average income in the country after 17 
years increased about $140, less than $10 a year was the increase. 

Not a large sum, but still a good increase. 

But if we turn to number 7, unfortunately this average for the country as a whole hides great 
differences among the States and, of course, people live in states.  They don’t live as aver-
ages in the country as a whole.  So, Chuuk and Kosrae over these 17 years, the average in-
come per person actually declined by 6 and 10 percent, respectively.  So the average 
Chuukese and Kosraean was worse off in 2003 than he had been or she had been in 1987. 

 



26 3rd FSM Economic Summit 

In Pohnpei and Yap, income increased reasonably rapidly, 15 percent in Pohnpei and 30 per-
cent in Yap.  So the average citizen in those two States was significantly better off.  The av-
erage citizen in the other two States was somewhat worse off at the end of the 17 years. 

So that’s the story on growth.  A mixed one, a very mixed one.  It depends very much on the 
State you live in.   

The second change that was supposed to take place, besides the economy growing in these 17 
years, was there was supposed to be a structural transformation.  The economy was supposed 
to change—and now we go to number 7—from one that is highly dependent on Compact 
fund to one that is more self-sufficient and self-supporting.  And indeed that happened.  It 
was one of the great achievements of the first Compact that at the beginning 81 percent of the 
income came from the U.S. and only 19 percent was produced in the country.  At the end of 
the Compact, only 37 percent came from the U.S. and, I guess that leaves 63 percent that was 
produced in the country.  So that was one structural transformation on which a tremendous 
amount of progress was made.  But still, 31 percent has to come from the U.S. at the end of 
Compact I.  That’s why there’s Compact II. 

The second structural transformation that was supposed to take place is government was sup-
posed to shrink and the private sector was supposed to expand 

because we could no longer afford government of the size we had at the beginning of the 
Compact.  That was heavily dependent on continued, large-scale Compact flows and we 
knew they were going to decline.  And some progress was made in this respect.  As you can 
see, in all States, except Pohnpei, government declined and the private sector grew.  Pohnpei 
was sort of stagnant, the government, it didn’t change much.  And that, of course, in Pohnpei 
includes the National Government.  So at the beginning of the period government was 37 
percent of the economy.  At the end of the period it was 27 percent.  From 37 to 27, a real 
decline in the contribution of government to the National income which had to come because 
the funding was no longer there for that large government. 

However, the private sector did not grow by much.  It only went from 27 percent to 31 per-
cent.  Where’s the rest of the economy?  That doesn’t add up to 100, right?  The rest of the 
economy is the State-owned enterprises, the utilities, the NGO’s and the subsistence sector, 
the household sector.  So government shrank, private sector increased very little. 

The next transformation—and that should be number 10—well, that still gives the same 
story.  That shows how government shrank in the different States where it did shrink and the 
private sector increased, to what extent the private sector increased. 

Can we go to the next slide.  That is one of the most important parts, to my mind, of the story 
of the last 17 years.  Way back it was recognized that there were three potentially dynamic 
sectors here in the FSM, three parts of the economy that could grow rapidly and that have to 
grow rapidly if the economy was going to grow.  You can’t grow an economy by expanding 
commercial activity by itself.  You can’t just grow if you sell more and to each other and you 
have more people it passes through and you divide up the same production among more 
stores.  That may show up like the economy is increasing but it’s not really increasing in-
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come.  You’re just passing around the same goods through more hands.  So there are three 
parts of the economy that can bring in real income and that can grow rapidly here.  They 
have a potential of competing and of growing rapidly.  And those are agriculture where the 
FSM is much better positioned than most of the Pacific island states that have very little agri-
cultural land.  Fisheries, where, again, FSM is very well positioned.  And tourism.  Again, 
great potential here. 

Now, this shows the growth of fisheries and tourism.  The one that goes up and comes down 
is fisheries.  The one that sort of gradually grows is tourism.  We couldn’t put agriculture in 
because it’s so small that it doesn’t mean anything.  And these two sectors as the share of the 
GDP.  And what you can see is, they’ve grown very nicely.  If you look at the beginning and 
if you look at the end they’re grown three times more rapidly than the economy as a whole.  
They’ve really grown rapidly the way they’re supposed to. 

The unfortunate part of this story is they’re still very, very small.  If you look at fisheries, in 
2003 it’s here, which is just about 1.5 percent of the economy.  And tourism is 2.5 percent of 
the economy 

And if we go to the next slide we show this in a pie chart.  All three dynamic sectors together 
in 1996 were only 6 percent of the economy.  So even if they double over ten years, it’s still a 
small part of the economy.  They have to grow at a high rate for a substantial period of time 
to make a difference to the income of people here.  And we’ll come back to that. 

So, in 2003 they employed less than 1,000 people, these three sectors.  Again, very small.  
There are about 15,000 people employed in the FSM as wage earners and only 1,000 of those 
were employed in these three dynamic sectors that should be employing most of the increase 
in the labor force.  So, if you look at the number of visitors or tourists who have come here, it 
has not changed at all between 1996, which is the first year for which we have data, and 
2003.  Over these seven years there has been no growth in the tourist industry.  That sur-
prised me.  I thought a lot of new hotels had gone up.  Really in all of the States there are 
new hotels and I thought there would be growth.  But apparently they’ve just shared the same 
number of tourists among more hotels so the occupancy rate has gone down.  There haven’t 
been many more tourists.  There was a little increase in, I believe, 2001 to about 19,000 from 
18,000, small increase, and we’re back to 18,000 in 2002.  So something has to happen to 
make those three sectors move.   

The next slide is just two of the short things about what is happening in the economy.  One 
is, what has happened to commercial lending and deposits?  And there’s an interesting story 
here.  Throughout this entire period lending has been a fraction of deposits.  These banks are 
awash in liquidity.  They have money they could lend but they don’t lend.  Now, you see a 
small dip when the Bank of Hawaii left which worsened somewhat the situation but didn’t 
have a great impact.  The problem is that the banks don’t see this as a dynamic economy.  
The Bank of Hawaii did not leave Palau because they think they can make money there.  
They left the FSM—and I believe the Marshalls—because they don’t see these as dynamic 
economies.  They see these as stagnant or declining economies.  Now, we’re going to prove 
them wrong, of course, and they’ll be sorry they left and they’ll come back.  But at the mo-
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ment the reason they left is that they didn’t have good bankable projects to lend to.  And 
that’s what the other two banks believe too. 

So, you can’t drive an economy from the banking system.  You need to have a dynamic 
economy that borrows.  You can’t expect the banks to lend to a business they expect to fail 
because the economy isn’t growing.  And in the beginning they could lend to commercial 
enterprises because they knew there weren’t any supermarkets in many places, the supermar-
ket who gets up they would make money.  But now they can’t make money any more.  They 
have to lend to dynamic sectors that are growing rapidly. 

Okay.  The second point—and the next slide—I want to still make my last point about the 
first Compact.  And that is the issue—the last slide deals with what’s happened to debt.  And 
the real debt that matters is the solid black line because the difference between the solid black 
line and the other line is debt that’s fully covered by assets.  So if you have invested in stocks 
and you have borrowed a loan but the stocks cover the value of the loan, it’s not really a loan.  
You have no money you have to pay back.  You just sell the stocks.   

And I understand there are some people who borrow and put their money into CD’s even 
though they lose money on the transaction.  But that way they don’t have to pay out the 
money to people who come and ask for it.  So it ties it up.  So when you do that it’s not really 
a loan.  You have those assets tied up in a CD and you can pay off the loan any time if you 
really want to.  So the total debt, the total real debt of the country that we’re aware of is only 
15 percent of GDP of the National income.  That’s very low by all country’s standards.  Most 
countries have a debt that’s 40 percent, 50 percent or even high.  Now when they get into 100 
or 120 percent of GDP they’re really in trouble.  But you’re very far from that.  So there is 
incentive for borrowing but only if they’re good projects.  It makes no sense to borrow for 
projects that are going to lose money. 

So to sum it up.  What happened in the 17 years?  The FSM grew very slowly as a whole.  It 
was close to a stagnant economy if you look at the whole 17 years.   

The second point I haven’t mentioned or stressed is that about 25,000 Micronesians have 
gone abroad to earn their living because they couldn’t earn their living here.  Two of the four 
States are similar to other Pacific island countries in having grown at a reasonably low rate.  
Two of the States have an income that has actually declined.  And that’s a sad part of the 
story for all four States because these were years in which the Compact transfers were bigger 
than we will ever see again. 

I think there are two things that should be said.  One is that the FSM successfully carried out 
the reforms of ’96, ’97 to cope with the second stepdown in the Compact.  That was a 
monumental achievement.  Few countries do as good a job as this country did in that year in 
absorbing that kind of cut without really any serious damage to the economy.  That was very 
well done.  And to absorb these two cuts, which were a poor part of the design of the first 
Compact, to have these huge cuts every five years, after you get too much money in the five 
years—to absorb those two cuts was a real achievement, not without pain, and real pain for 
some people, but it was done.  And there was a cut in government expenditures of about one-
quarter.  In all the 50-odd years that I have worked as an advisor to government, I have never 
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seen a government that has been able to do that, to cut the government wages bill by 25 per-
cent or so.  That was a really major achievement that was dictated by the Compact.   

On the other side is the fact that the dynamic sectors did not grow rapidly.  That’s a sad part 
of the story and to me the saddest part of the story.   

That’s the end of the first third of the presentation.  That’s the last 17 years.  And I’ve run out 
of time as I started a little late.  So I will be giving a little bit more.   

Some brief remarks to supplement what John Ehsa so well said.  Compact II.  I would judge 
on the whole the FSM has been very successful in negotiating Compact II.  It achieved most 
of the objectives it set for itself when it went into the negotiations.  No negotiator who has 
any sense expects to achieve all the objectives.  I mean, that’s just unrealistic.  That’s why 
you go into negotiations.   

You’ve got to give something.  But FSM came close enough so I think it was a very success-
ful negotiation for the FSM.  It did, however, leave us with one major problem that I’ll come 
to in a minute. 

Here are the objectives that the FSM set for itself—can we go to the next slide.  The first ob-
jective was to have no cut in transfers from 2003 to 2004.  That was the first objective, no 
cuts, the way you had in the first Compact.  Well, the first U.S. answer to that was, “a quarter 
cut.  We want to cut by 25 percent from 2003 to 2004.”  The final outcome was a seven per-
cent cut.  That’s a lot closer to no cut than it is to a 25 percent cut.  So I think that objective 
was essentially achieved. 

The second objective, no periodic stepdowns, major periodic stepdowns, because they’re 
hard to absorb if they come all at once.  That objective was fully achieved.  It was accepted 
by the U.S. that there will be no major periodic stepdowns.   

The next objective was, however, full inflation adjustment.  That is, when inflation is three 
percent, the Compact transfers increase by three percent.  So they remain the same in infla-
tion adjusted terms in cost to the U.S. and in benefits to the FSM.  That’s the one, the major 
problem we have that we did not achieve—or the JCN did not achieve.  (The inflation ad-
justment is only two/thirds.)  Moreover, the U.S. introduced a decrement, a so-call decre-
ment.  A decline in grant transfers every year of $800,000.  So every year the grant transfers 
shrink by $800,000 automatically and then they shrink by one-third of inflation.  And the 
EMPAT team has calculated that by itself these two declines in the transfers from the U.S. 
mean a slowdown in the rate of growth by one percent.  So if nothing is done, except the de-
clining transfers, the FSM economy will shrink every year for the next 20 by one percent.  
Now, of course, that would be a disaster.  It would mean a decline of almost one-fourth in the 
size of the economy over the next 20 years.   

And if you add population growth, the income per capita would shrink just unacceptably.  So 
clearly we need to deal with these decline transfers.  They don’t come all at once.  They don’t 
come every five years and big but they come every year and so we need to make an adjust-
ment in order to counteract, to compensate for this one percent drag on the economy, which 
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will otherwise drag us down into a really black hole because once an economy starts to de-
cline, people flee.  And the people who flee are often the ones you don’t want to leave. 

The next objective—and this I’ll come back to because this is the big problem for the next 
Compact.  This $1.6 million, we estimate, decline every year in Compact funds for 20 years. 

The next objective was the indefinite continuation of federal programs and the negotiations 
achieved the continuation of two/thirds of those federal programs and the cashout, the full 
cashout of one-third.  So it achieved this objective in the first year.  Unfortunately, again, the 
cashout is only two-thirds inflation adjusted.  So every year the amounts we get to support 
education will decline by one-third of the rate of inflation in the United States or in FSM.  So 
that will shrink every year and again some compensation will have to be done or education is 
going to shrink.  There’s also no assurance that the cashout will continue beyond 2024.  The 
objective was let it continue as long as the Compact exists.  And if the Compact, of course, 
exists beyond 2024 the cashout only goes to 2024.  So again we’ll have to deal with that. 

The next objective John Ehsa has already referred to was continue of FEMA indefinitely.  
And as he said, it was assured for five years but after five years it’s subject to negotiation.  
Now that’s a big risk.  The estimate we’ve been able to get of the costs of big typhoons is 
about $40 million that FEMA spends.  Now everything they spend they don’t have to abso-
lutely spend.  But even if that’s only $30 million, how is the FSM going to make that good if 
after five years FEMA does not continue?  So that’s a real problem and we’ll either have to 
get FEMA--or somebody who negotiates with the U.S. will either have to get FEMA to con-
tinue beyond the five years or some kind of insurance fund will have to be arranged to deal 
with these catastrophes that strike the FSM unpredictably every few years. 

The next objective was a Trust Fund that can fully replace U.S. funding at the end of the 
Compact.  That was achieved.  That is another monumental achievement.  There are a few 
other Pacific island countries that have a trust fund but most of them do not.  So at the end of 
the 20 years there will be a trust fund that will continue funding FSM Government expendi-
tures forever if it’s handled wisely.  And, quite honestly, when you went into those negotia-
tions I was very worried that you’d ever get this, but you did.  So I think that’s the other great 
achievement of the negotiations.  Now, it’s funded at a little bit lower level because the trans-
fers are lower that they’re giving us so it’s funded at a lower level than we hoped for but still 
it’s a monumental achievement.   

One other objective was no new requirements, no new restrictions.  Well, you all know that 
there are new restrictions, there are new requirements for reporting, for checking, for audit-
ing.  Those will have costs, financial costs, human costs, delay costs.  But I think we should 
look on the other side too.  They’ll have some benefits because they’ll assure that these ex-
penditures are well-monitored and they will help the FSM Government to track what is hap-
pening to the money.  They’ll be good reporting because they’ll be reporting required to the 
U.S. which can also serve the FSM Government.  And as long as the expenditures are made 
to achieve the FSM Government’s priorities and objectives, monitoring will help and also 
reduce the risk that some money will be diverted during implementation.   
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In short, I would say that the outcome is far better than I expected and I’m a terrible optimist.  
I always think everything will turn out well.  But I really didn’t expect that it would come out 
as well as it has.  So I think that’s a major achievement and it provides the basis for more 
rapid growth for the next 20 years. 

The fact that it’s a 20-year Compact and not a 15-year Compact is also a major achievement, 
by the way.  Again, I did not expect the U.S. would agree to that.   

I want to now turn to the third part of the presentation and let me just tell you briefly what it 
consists of and then you have to decide because it’s essentially lunchtime and I don’t know 
what you want to do.  I want to sketch out three different visions of what will happen in the 
FSM over the next 20 years and where the country will be in 2024. 

There are three scenarios.  One is the baseline scenario which involves moderate reforms, 
slow rise of per capita income—and I’ll spell all of this out.  It’s the scenario that was pre-
sented to the Compact negotiations and that formed the basis of the Compact negotiations.  
It’s more or less a continuation of Compact I, what happened to the economy during Com-
pact I, slightly better but not much different.   

Then next is a dismal scenario, what will happen if the minimum of reforms, of changes of 
policy changes is carried out.  If only those things are done which the Compact absolutely 
requires and no more and how the economy will decline as a result.  Primarily the decline 
will take the form of a large proportion of the population leaving the country because they 
can’t find jobs here or income.  So that’s the dismal scenario. 

And then the third scenario is the high growth, high reform scenario.  What would happen if 
the FSM followed the lead of some other Pacific islands and some other small island nations 
in achieving a high rate of growth and improving the livelihood of people here and in creat-
ing jobs so people don’t have to leave the country if they don’t want to just in order to earn a 
living.  And what would it require in terms of policy changes to bring it out. 

So those are the three scenarios.  And it will take me I would guess about half an hour to 
sketch these.  So, Mr. Chairmen, you need to tell me—when I was in the Army, in the Sec-
ond World War, I received intelligence training and we had to see slides all the time, you 
know, German machine guns, Japanese machine guns, and you had to memorize all these.  
And, of course, it was dark so they could show slides—fortunately here it’s not dark, you can 
see the slides without it being dark—and, of course, everybody fell asleep.  It was very bor-
ing.  We were all very tired because we worked very hard.  Everybody fell asleep.  So the 
clever people who were running this training program every third slide, fourth slide, sixth 
slide, quite irregularly so you never could anticipate, would put a pin-up picture in instead of 
a Japanese machine gun and everybody would whistle and shout, you know, these were all 
soldiers, all 20 years old, 18 years old, everybody would scream and whistle and shout the 
name out of this pin-up and all sorts of remarks and everybody would wake up, of course.  
And then they would show another three machine guns or another three rifles and everybody 
would fall asleep.  Well, this being a serious audience when you fall asleep I can’t put on a 
pin-up picture to wake you up and I can’t tell too many stories because otherwise it’ll take 
even longer.  So, sirs, what are your wishes? 
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VICE PRESIDENT KILLION:  Can you continue? 

PROFFESSOR PAPNEK:  Oh, I’m game, yes, I can talk forever.  Although usually it’s a 
time of 50 minutes, which is what I get accustomed to in lecturing, you know, you sort of 
begin to wonder why isn’t everybody leaving. 

VICE PRESIDENT KILLION:  Why don’t you continue? 

PROFESSOR PAPANEK:  Okay.  So, baseline scenario.  Let’s put the next slide on.  It’s 
very much what was presented to the Compact negotiators.  Slowly growing economy, essen-
tially stagnant, the way we had in the last 17 years.  You can see in the first 17 years the 
growth for the economy was 28 percent.  In 20 years it’ll be 31 percent.  That’s essentially 
the same thing.  It just takes longer so it’s a little bit higher.  The annual growth rate is 1.4 
percent.  It was 1.6 percent. However, the per capita growth rate would be higher because we 
assume another 20 years of stagnation more people would leave the FSM and seek their fame 
and fortune, or at least a job to put food on the table in Guam and Hawaii and Saipan and Los 
Angeles and so on.  At the end of 20 years, the average income in the FSM in the FSM would 
be up by $64 or about $3 a year on average for every Micronesian.  Not something that you 
can go to a lot of movies with or whatever else.  And, of course, we haven’t make forecasts 
by States.  If the pattern is repeated of the first Compact then it won’t be equal growth in all 
the States.  Some States will grow much more rapidly than this and some much more slowly 
and will, in fact, decline.  And by the end of this period about one-third of all Micronesians 
would live outside the country.  And you have to decide whether that’s an acceptable sce-
nario.  But even though these are not ambitious objectives, you know, basically a stagnant 
economy, one-third of the population outside the country, slow growth, some States declin-
ing, still it requires reforms.  It cannot be done without action on the part of all government.  
It still requires changes.  It requires a more than doubling of taxes to achieve that growth be-
cause $1.6 million  less is coming each year from the U.S.  So somewhere that money has to 
come from.  And you either cut expenditures by $1.6 million or you raise taxes by $1.6 mil-
lion. 

Now in the first Compact in ’96, ’97 there was some fat, there were some expenditures that 
could be cut without too much damage—well, damage to the people whose wages declined 
or were lost or got an early buy-out—but not to the economy as a whole.  But those are 
largely gone.  There’s still some cuts that can be made in expenditures.  Let me suggest one 
cut that could be made and you’ll see why I’m saying there isn’t much to be gained by cut-
ting expenditures.  You know,  

FSM has five governments.  Nobody else in the Pacific has five governments, do they?  I 
don’t think so.  That’s expensive.  There are six legislatures.  There are five complete gov-
ernment structures.  If this were a unitary government, like the Marshalls or like Tonga or 
like Kiribati you could save a substantial amount of money.  Now, I’m not going to be 
around when you propose that.  That’s a somewhat unrealistic idea.  So big savings can only 
be made by things that are not going to work.  Sure, there are cuts that can be made here and 
there but there are also places where more needs to be spent to have a vibrant economy.   
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So on the whole, maybe ten percent of the cuts that have to be made, of the balancing that 
you have to do to compensate for the decline from the U.S., maybe ten percent can be done 
by cuts.  But 90 percent will have to be done by raising revenues or you’ll have to fire teach-
ers and nurses and even administrators.  You can’t do without any of them.  So you’re going 
to have to double taxes and that’s not going to be automatic and it really is going to be almost 
impossible to do with the present tax system.  You don’t want to double the rates.  There’ll 
be smuggling, there’ll be violations, it’ll be just hopeless.  You have to find new ways of 
raising taxes that do less damage to the economy than those turnover tax.  So, this means a 
shift to a value-added tax, to a sales tax, a restructuring of the income tax, a wholesale reform 
of the tax system.  And that can’t be done from today to tomorrow.  So unless it’s started al-
most right away, it’ll be too late.  Because you need a period to phase it in, you need a period 
to shift, you need a period to work out the glitches and then you need to increase the tax 
revenues by the end of the period by 100 percent. 

The second thing that needs to be done is to almost triple the number of tourists that are com-
ing into this country.  So from a stagnant tourist sector, from 18,000, you need to almost tri-
ple the number of tourists that come in and that’s going to require all sorts of policy changes 
to get the investment in, to build the hotels, to create the infrastructure.  Tourists don’t come 
when there’s no reliable electricity, when there’s not reliable water, when the airport isn’t 
reliable.  So a lot of government money, which is another reason you need to raise taxes, will 
have to go into infrastructure to make this an attractive place for tourist investment and for 
tourists to come.  You can’t reach the base scenario without a rapidly growing tourist sector.  
And I’ll come back to that. 

The dismal scenario.  Well, you don’t do those things.  You can’t get them done.  There’s no 
tax restructuring.  You just fiddle with it here and there, little bit of increase, little bit better 
collection, you change a few things to get a few more tourists and you end up with no 
growth. 

Now remember, that’s no growth,  It’s not what comes automatically.  What comes auto-
matically is the decline of one percent because each year less money is coming from the U.S.  
So if you don’t do anything—so this dismal scenario is not a scenario you don’t do anything 
because if you don’t do anything the economy will decline by one percent a year.  This is do-
ing the minimal to keep it stagnant, no growth.  Because if you just let nature take its course, 
let the decline in Compact funding year after year drive the economy, at the end of the 20 
years total income will be 18 percent lower than it is now.  I made a mistake when I said one-
quarter.  Because of compounding it’s going to be 18 percent.  And, of course, there’ll also 
be a decline in government revenue.  You know, when the economy declines what you col-
lect in revenue is also less, right?  So you need to find growth somewhere in the economy 
and that’s why it shows even in the dismal scenario you go from 18,000 tourists to 25,000 
tourists and that will require changes to bring them in.   

But the worst effect of this dismal scenario will be that almost 50 percent of Micronesians 
will be abroad.  There will be a huge brain drain is our assumption because, look, if the 
economy doesn’t grow the only way income can stay the same 
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is if all the additional people leave the country.  So you have the same income and the same 
number of people.  That’s what we’d assumed in this dismal scenario.  The same number of 
people, the same income, the same income per person.  But you can only do that if all of the 
additions to the population go abroad and seek jobs elsewhere and income elsewhere.  And 
by the end of the period, almost half, about 45 percent of all Micronesians will live abroad.  
Now what that would do to the country, you can judge better than I can.  I can’t imagine that 
it’s good.  But you’d be like some other Pacific island countries that send a large proportion 
of the population abroad to earn their living because they can’t get it at home. 

Now the high grown scenario.  That assumes major reforms.  And for the first time it would 
put Micronesia, the FSM, on the path to sustained substantial growth.  Only 23 percent of the 
population would be abroad at the end of the 20- year period instead of 45 percent, about 
what it is now, about what it is now, 23 percent.   

The economy would grow 1.5 percent per person per year so 32 percent, one-third, over 20 
years.  So every Micronesian would be one-third roughly better off at the end of the 20 years 
than he or she is now. 

The income of the average Micronesian would go from less than $2,000 to $2,600.  That’s a 
real measurable increase.  Everybody who gets such a $600 increase would know that they’re 
better off.  That’s $30 a year.  And there would be jobs created for the majority of the popu-
lation. 

So there are the three scenarios.  You have them in you packet.  A question that inevitably 
would be asked, why am I presenting this?  This is a no-brainer.  Who’s going to opt for the 
dismal scenario?  We all want the high growth scenario, no?  But there’s one great—not 
many truths in economics.  Most of what economists do is hypothesize.  So if we assume 
this—somebody was asking an economist if you wanted an apple from a tree that you can’t 
reach, what do you do?   

He said, I assume a ladder.  That’s how economists solve problems.  They assume some-
thing, okay?  But one of the great truths in economics is there is no free lunch.  You have to 
pay a price for everything—well, except mother love—but in economics that doesn’t figure 
in.  So love doesn’t figure into economics at all.  So there is no free lunch in economics.   

So if you want the high growth scenario—and we go back to the next slide—you need to pay 
the price.  And I’ve already said that even the dismal scenario is not without policy changes.  
The number of tourists increases by 50 percent.  In the baseline scenario the number of tour-
ists increases even more.  Tax reform would be massive.   

I want to spell out what it would take to get the high growth scenario and that’s the end of my 
story.  What would it take for the FSM to grow that rapidly so 1.5 percent per person per 
year.  I think the key, the key to high growth in the FSM is to break the transport bottleneck.  
And we’ve not managed to do much on the fact.  We’ve probably gone backwards on that.  
We’ve not made much progress on this in the last 17 years.  What’s needed is cheaper, more 
convenient, more frequent air service.  You need that for tourism, you need it for fisheries, 
you need it for agriculture.  You need it for all three dynamic sectors.  Tourists don’t want to 
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come here if they have to spend five hours sitting in the Guam Airport and if they can go 
only every other day.  They want to go nonstop, if possible, or at least in the same plane, di-
rect flights.  And fish want the same thing, sashimi does.  They are dead, they can’t tell you, 
but still, in order to get the prices of transport down you don’t want to be transshipping.  But 
more important are what economists call economies of scale that it’s cheaper per passenger 
to fly a bigger plan than a lot of small planes.  And, more important, external economies.  
And that’s the key I think to the future of the FSM.   

What do I mean by that?  Right now the fish go out with freighters that come 

in mostly empty.  So you’re paying for a roundtrip but you’re getting the benefit of only one 
way.  The passenger planes come in and they bring not only people but also some freight, 
which stays here, which gets consumed here.  And the more tourists you have the more 
freight there will be to be consumed.  Tourists need steaks, which you don’t grow, they use 
toilet paper, which you don’t need produce, they need towels, they need sheets, they need 
liquor, they need all sorts of things which are not produced here which need to be imported 
and which don’t go back out, they’re left here in some digested form.   

So, how can you cut costs virtually in half?  By bringing in planes full and taking them out 
full.  And that’s what Hawaii does, not with fish but with pineapple.  It comes in full of tour-
ists but also the goods that the tourists consume—and they consume a lot because even Ha-
waii, which is much bigger, doesn’t produce a lot of the things the tourists need.  So it comes 
in full of tourist goods and it goes out full of fresh pineapple.  And those fresh pineapple pay 
a low rate because if they don’t ship the pineapple out the planes go out empty.  So, the 
planes come in full, they go out full but they are wide-bodied planes.  You can’t do that with 
narrow-bodied planes.  So my guess is that ultimately what will be needed here to break this 
transport bottleneck is one airport that can take wide-bodied planes and that can bring in 
tourist supplies and take out sashimi and agricultural products to a lesser extent, fresh agri-
cultural fruits, vegetables, betelnuts and so on. 

And once you have low costs, this is the place for transport, lower costs than anywhere else 
in this neighborhood because nobody else, except Guam, flies in wide-bodied planes, this is 
the place to offload—either here or in Chuuk, wherever the wide-bodied planes come in—
that will be the place to offload.  You need about 700 initially and then about 1,000 addi-
tional hotel rooms, category three- or four-star.  But for that to happen everything has to 
come together.  There’s no use trying to get more planes in here and bigger planes—of 
course, you can’t do it unless you have a bigger airport—but there’s no use spending $60 
million or $70 million on a bigger airport unless you’re going to have a lot of tourists coming 
in and a lot of fish going out.  You can’t bring the tourists in unless you have hotel rooms for 
them.  So this all has to come together and, above all, it has to make economic sense.  You 
have to prove to the institutions that are going to finance the airport, who can finance the ho-
tels, that this makes economic sense.   

So the first step would be to do a careful analysis using experts on tourism, on fisheries, on 
airports, put them all together and do a cost benefit analysis.  But none of that will work 
unless policies change.  For one thing, none of this will work unless the infrastructure is one 
which tourists find acceptable.  I have already said that.  Electricity needs to be reliable, wa-
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ter needs to be reliable, the roads need to be fixed and well-maintained, there need to be 
roads to where the tourists want to go, all these sorts of things, and the government is going 
to have to put money into an airport.  Nobody’s going to finance it without some contribution 
by the FSM.  Everybody will say if it’s so important, why don’t you put some of your money 
in?  Well, the only way you can do all of that is by having enough revenue.  So that’s why I 
stress the importance of raising tax revenue and under the high growth scenario you see that 
tax revenues are, what, 3.5 times what they are now.  That’s not difficult to do when an 
economy is growing.  It’s very hard to do when an economy is shrinking, to get more taxes 
out of people.  But when the income is increasing you can get more taxes more readily. 

It needs to be an attractive place for foreigners because some of this is going to involve for-
eigners and foreign money.  There needs to be stable policies.  People need to know that six 
months from now when their money comes in from the investment that they’ve put out now, 
the policies are still the same, the taxes haven’t suddenly gone up, the fees haven’t suddenly 
gone up.  They need to be well thought out.  For instance, you’re going to need foreign tech-
nical people for some of these activities but you don’t really want to create jobs for foreign-
ers, you want to create jobs for Micronesians.  So how can you make it easy to use foreigners 
but costly so the employers get rid of them as quickly as possible and take trained Microne-
sians to take it over because it costs them too much money to keep the foreigners here.  Make 
it easy to let them come in but make it hard for them to stay 20 years, unless they become 
Micronesians.   

It’s going to probably require for the government to get out of these public enterprises that 
chew up money and don’t produce anything, particularly the fish investment, in order to free 
up money for other purposes and to get somebody to put these to use.  None of these are easy 
things to do.   

Corruption here is relatively low compared to other standards.  I do a lot of my work in Indo-
nesia, which is considered the second most corrupt country in Asia.  And I’ve also done work 
in Bangladesh, which is considered the most corrupt.  By those standards you’re nowhere.  
You’re not very well placed in the corruption league.  You don’t do as well as the Indone-
sians or the Bangladeshis, thank God.  But there’s still too much for a high growth rate, 
there’s still too much.   

Hospitals need to work.  If a foreigner gets sick he doesn’t want to think he better not go to 
the hospital here, he has to wait for the next plane out because the hospital here is not reli-
able.  If you don’t want to go to those hospitals, foreigners sure as shooting don’t want to go.  
So the hospitals need to work and to be reliable. 

The schools need to turn out people that can staff the new enterprises.   

There are two final questions.  Can it be done, what I’m painting here, this high-gloss, high-
reform scenario?  Is this rosy dreams that when I didn’t have enough sleep I put down these 
things?  Can it be done?  And secondly, can it be done at a price in terms of environment and 
culture that you’re prepared to pay?  
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I don’t know the answer to the second question but I want to sketch out what it means.  Can 
be go to the next slide?  I think it certainly can be done because others have done it.  If the 
Maldives can do it, if Palau can do, why can’t the FSM do it?  The Maldives achieved a 12 
percent rate of growth per year in tourism over 20 years.  They’ve gone from virtually—well, 
a little bit more than 20 years—they went from virtually no tourists to half a million tourists a 
year.  During the period of rapid tourist growth their national income was growing eight per-
cent a year.  I guess all we’re projecting is three percent.  That’s pretty low compared to what 
the Maldives have done.  And look at the Maldives.  They’re further from Europe, which is 
their big market, that’s where their tourists come from, much further than FSM is from Japan, 
which is where the big market is for her for tourists, much further.  It takes the whole night to 
fly.   

They are also much further from their markets for fish than the FSM is.  I mean, the FSM is 
very close to the principal market for sashimi, Japan.  The Maldives, which also gets a lot of 
their income from fish, are a long ways from their market—I mean, they’re a hopelessly long 
way from Japan, but even for Europe, which consumes much less sashimi, their quite a dis-
tance away.   

They are atolls.  There’s no agriculture there to speak of, except coconuts.  So they don’t 
have any potential for much development in agriculture.  They’ve grown a little bit of fruit 
and so on.  They have one advantage over the FSM.  They have a lot more sandy beaches 
that you don’t have to construct.  They’re there naturally, you don’t have to build them at 
some cost.   

But they have lots of disadvantages and they’ve achieved an eight percent rate of national 
income growth.  So why can’t the FSM achieve a five percent rate of growth?  I don’t see 
any reason. 

Palau also achieved an eight percent rate of growth during its high rate of tourist growth.  
Now they’ve run into problems.  They’ve run into problems because of the Asian crises and 
their markets, like the FSM’s, are in Japan and  

Korea that have been hard hit by the Asian crises. But tourism is again picking up and 
they’ve also make some mistakes and have some problems.  But they have also had a phe-
nomenal rate of growth.  And they now have close to 20,000 tourists on a smaller land area 
with a smaller population than the FSM.  So why can’t it be done here?  And they achieved 
for a period of time a 14 percent a year growth in tourism.  And Palau also has the big disad-
vantage, compared to the Maldives and potentially to the FSM, that they have no wide-
bodied planes.  The tourists into the Maldives all come in wide-bodied planes and they take 
the fish out, exactly what I’ve sketched.   

Palau, they come in in narrow-bodied planes and they can’t take out as much fish.  So abso-
lutely it can be done.  Yes, it’s going to require changes in policy, some of which I sketched.  
It’s going to require stable policies.  It’s going to require transformation from reliance on 
U.S. funds to reliance on domestic revenue.  It’s going to require some improvement in over-
sight to reduce further the corruption.  It’s going to require upgrading the hospitals, which 
you want to do anyway, and some improvements of the high schools.   

 



38 3rd FSM Economic Summit 

So, the modest growth that is in the high growth scenario is absolutely feasible if you want it 
and if you’re prepared to pay the price, the political price, in making these policy changes 
which won’t be easy.  And if you don’t make any policy changes, you’ll have the dismal sce-
nario or worse.  I didn’t really want to put down the worst.  I mean, that’s too dismal to con-
template.   

Last question.  Can it be done without a lot of damage to the environment or the culture?  
Reminds me of my last story.   

Two old friends meet.  One introduces his new wife.  The friend says, oh, you have a beauti-
ful wife.  He says, compared to what?  The question of damage to culture and the environ-
ment is always compared to what.  With the low growth scenario and even more with the 
dismal scenario up to half the population will be outside of the FSM.  What’s that going to do 
to their culture?  How long will they maintain their culture once they live in Los Angeles and 
when their kids grow up in Los Angeles?  That’s a cost too of low growth.  Which is worse?   

Well, think about for a minute.  I mean, I’m not an expert on culture, heaven forbid.  I’m an 
expert on economics of sorts.  But people who have observed culture here, who have studied 
changes say the culture is changing very rapidly.  We’re all affected by globalization.  None 
of us can escape it unless we want to move into a back water and just stagnant.  And you 
can’t do that as long as you have population growth of 2.6 percent.  You can’t do that.  You 
either have to create jobs for them here, which means changes here, or you have to let them 
move abroad. 

And with respect to the environment, if this is a declining economy nothing is worse for the 
environment than a declining economy because there are no resources here.  The first thing 
people will do in a declining economy is make sure they eat.  The second thing is other 
needs.  And the environment comes pretty low down on the totem pole if you have a declin-
ing economy.  In a growing economy you pay a lot more attention to the environment.   

And the Maldives again show what can be done to protect the culture.  Now the Maldives—
just give me a minute for this—the Maldives have a very conservative, traditional Muslim 
culture.  No Maldivian is allowed to touch liquor, not to drink it but not to touch it.  So all the 
bartenders in the resorts are Sri Lankans so they can enforce their cultural requirement that 
no Maldivian touches a bottle of liquor.  Now you don’t have that problem.  No tourist can 
go to an island where there are Maldivians living without having the thighs covered, both 
men and women.  They can’t wear shorts or short shorts.  And their arms covered.  So they 
have a much more rigid culture which they are determined to preserve.  So they have total 
prohibition.  There’s no liquor allowed in the Maldives, except for tourists.  So the tourists 
are on separate islands.  You can drink all you want there but you can’t bring any in, you 
can’t take any out, you can’t import it to the islands where the Maldivians live.  Now Chuuk 
would be better placed than the other States to segregate their tourists on islands where no-
body else sees them.  But the same thing is true.  If you want to visit a Maldivian village, 
they check when you get on the boat that you’re properly dressed.  And if you’re not properly 
dressed don’t get on the boat.  So they are much more rigid about their culture.  And, of 
course, they use the income from tourists to foster the culture.  And yet they have been able 
to develop this massive tourism. 
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Bali is another example.  There’s a vibrant culture there which actually has revived in some 
places with huge tourism. It’s multi times the Maldives.  But it’s not simply automatic, it 
doesn’t happen automatically.  The government has to take some decisions that it’ll spend 
some resources to protect the culture and the environment. 

Okay.  That’s the end.  I’d like to sum it up.  The major achievements of Compact I I think I 
haven’t mentioned at all is that the FSM established a functioning state which wasn’t here 
before.  A state that perform all of the functions of a state with a perfectly good level of effi-
ciency and effectiveness.  It adjusted admirably to two major stepdowns in the first Compact.  
Those were the two major achievements in the first Compact and it put in, third, a great deal 
of infrastructure which is still standing us in good stead. 

It achieves most of the objectives in the Compact negotiations.  It failed to achieve what was 
set out to be achieved at the beginning of Compact I.  At the end of Compact I this was going 
to be a reasonably rapidly-growing, self-sustaining state.  Well, it didn’t achieve that objec-
tive because it was totally unrealistic.  Nobody could go—no state can go from transfers that 
were equal to the national income virtually to being completely self-sustaining in 15 years.  
Those objectives were just unrealistic and they were not achieved.  But that won’t be the ex-
cuse 20 years from now.  These 20 years, having achieved most of the objectives in the 
Compact negotiations, are an opportunity to establish the FSM as not only self-sustaining but 
growing and rapidly enough growing to create jobs for the increase in the population to sat-
isfy the aspirations of its citizens and give them a decent life.  And that’s why I think you 
need the high growth scenario.  But I can’t really say whether you’re prepared to pay the 
price of achieving that. 

Thank you so much for giving me this chance.  I really appreciate it.  
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PANEL & PLENARY DISCUSSION 
VICE PRESIDENT KILLION:  I’d like to again thank Dr. Papanek for the overview of our 
economic condition as well as his views on recommendations as to what we need to do in 
order to improve the economic condition of our Nation over the next several years.  I think he 
had touched on various issues.  He had challenged us as leaders, as politicians, as business 
persons, decision makers in the FSM and I truly believe that those things that he challenged 
us to do are achievable, especially in tourism. I was really impressed to see the comparison 
between our country, the FSM, as an island country also and the other two countries, Palau 
and Maldives.  And I think we have the resources to do it.  It will just take political will to 
move forward.  We have—I hate to say it—more beautiful  islands.  We have a mixture of 
coral islands as well as volcanic islands compared to the Maldives and I’m sure with the 
proper policies in place, infrastructure in place, he mentioned what we need to consider for 
tourism which is really in line with what we’ve been talking about these past few years.   

Some of you know we are considering that issue to perhaps expand at least one of our islands 
in the FSM to accommodate bigger planes, the wide-bodied planes, that Dr. Papanek men-
tioned in his remarks and for sure as well as to perhaps take care of our export which is our 
fisheries. 

So I fully support the presentation that he has made and again I believe that we can do it.  It’s 
just a matter of putting our heads together, especially our political will, to move forward.  
Thank. 

PATRICK MACKENZIE:  Do any other panel members wish to also make a comment? 

ANNA MENDIOLA:   I also want to make some comment on Professor Papanek’s presenta-
tion this morning.  It was amazing how he showed us the performance over the past 17 years 
and we didn’t hear anything new.  We’ve always known that tourism and fisheries are the 
backbone of this economy if we are to grow and become independent.  At the same time--
actually if we look at the numbers in terms of the investment that the government—or at least 
what the government has done through the Development Bank has gone mostly into tourism 
and then into fisheries.  But it was also pointed out this morning that there is a major bottle-
neck for those industries and that’s transport.  If we looked at all the fisheries projects that we 
financed—the government directly or even through the  

Development Bank—most of the problems encountered had to do with transportation outside 
to the markets we target.  And so it’s the same with tourism.  We look at the all the hotels 
that we’ve developed in the Nation, transportation is a major problem.  It costs more to come 
to the FSM from Hawaii than from California to New York.  It’s probably $140-some from 
west to east of the U.S. but it takes $2,000 just to get to Chuuk or Pohnpei.  So transportation 
is really a major problem which is beyond what the resources of the private sector as well as 
the Development Bank can handle. 

There was some suggestion on the high growth scenario and it will require a considerable 
amount of resources, financially as well as the will of the leadership and everybody in the 
FSM in order for us to develop tourism in that kind of  capacity that was presented by Profes-
sor Papanek this morning.   
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But I will save my questions until after all the panel members have something to say.  He 
said it’s achievable but he also said he’s an optimist.  But I believe if we all work together 
and there is a leadership will to achieve the kind of high growth that he presented, we will 
still need a lot of resources or at least divert some of the resources we currently have now 
into those particular sectors for it to develop.  So I will save my questions until all the panel 
has had something to say. 

ALIK ALIK:  Thank you.  Good afternoon, ladies and gentlemen.  I really have two particu-
lar comments at this stage.  But as mentioned by the Vice President, all of us, not only the 
panelists, will have an opportunity to ask questions.  But as he said, I would like to have my 
panelist partners if he wants to say anything. 

HIROSI ISMAEL:  I think everybody is ready to go.  So let’s invite the first to start asking 
questions.  Thank you. 

ANNA MENDIOLA:  Well, I’m going to go back to the historical performance and start the 
questioning there because he did note the difference in growth among the four States of the 
FSM and I would like to ask Professor Papanek if he could at least give us some factors on 
why there was greater growth in Pohnpei and in Yap and not in the other two States. 

PROFESSOR PAPANEK:  I don’t think there’s any question that one contributing factor for 
faster growth in Pohnpei was the location of the National Government.  And particularly in 
the first few years of the Compact, a lot of money was flowing in here because of the Na-
tional Government and then ultimately some funds were flowing in here for the College, all 
of which went into the National income or the State income of the State of Pohnpei.  That’s 
clearly one factor which is unique to Pohnpei. 

The two States also share a commitment to fiscal discipline, to not running huge deficits, 
which they have in common.  And I think that makes a big difference because when there are 
fiscal deficits that are unclear how they’re going to be met it scares away investors.  And it 
also leads to the question of how infrastructure is going to be maintained.  Where’s the 
money coming from if the State is indebted?  Where’s the money coming from to repair the 
roads, to repair the airport and so on?  So those both the States shared.   

In addition it’s my impression that Yap had a somewhat more hospitable atmosphere for pri-
vate investment and, therefore, did attract more private investment than the other States.  Fi-
nally, Yap benefited from its location,  something that is nobody’s fault or anything.  There’s 
nothing you can do about it.  Because of its closeness to Palau and the development of tour-
ism on Palau which had a spillover to Yap in terms of air transport.  But having said that, we 
must also recognize that still Yap has had unending problems just like the other States with 
costly and unsatisfactory transport.  And, really, even in the two States that have grown, the 
growth has not been very high, not as high as would need to be under the high growth sce-
nario.   

So there were two particular circumstances and one circumstance that they shared which was 
they ran a pretty tight ship, did not overspend the budget and had a pretty good fiscal disci-
pline.  You may have had something to do with that during your period of time. 
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SENATOR RESIO MOSES:  Is it too early for us to have a panel discussion in the States?  It 
seems to me that the question posed by the speaker before me was a made-up question to fill 
the time.   Now I don’t know what we’re in to ask the professor but I have one to ask the pro-
fessor on tourism.   

Years ago I listened to another speaker, another Gustav, and that was the King of the island 
of Cyprus.  And there they are champions in tourism.  His advice at the time was that if he 
was advising another government he wouldn’t go for commercialized tourism because of the 
impact that came after economic gains.  As you know, Cyprus Island has been devastated 
socially primarily because of tourism.  And elsewhere in the world will have the same thing.  
Now I pose the question with respect to Micronesia.  Is it because we have a panic situation 
economically that the economists are pushing for commercialized tourism to make the short-
fall?  Which is more important, that we balance the budget or the other social overhead nega-
tives that we will face if we become commercialized in tourism?  That, Mr. Chairman, is the 
question I pose you, the other Gustav. 

PROFESSOR PAPANEK:  Should I respond to each question as we go along?  Unfortu-
nately, I missed the beginning of the question but may I ask you, sir, did I understand cor-
rectly part of the question was whether it’s more important to achieve a balance in the budget 
or to spend money on infrastructure and facilities that are needed for development?  Did I 
understand that correctly or did I miss something?  I’m sorry but the acoustics where I am are 
not terribly good. 

SENATOR RESIO MOSES:  When I listened to the King of Cyprus, another Gustav, he 
spoke of tourism and he advised that he wouldn’t advise another developing country to take 
the same route in commercializing tourism primarily because of the social ills that came as a 
result.  And my question is whether we should take that because of the panic situation we 
facc.  So the question is whether we should commercialize tourism. 

PROFESSOR PAPANEK:  Oh, now I understand, now I understand.  I think this is a key 
question.  It is no doubt that tourism can bring social ills.  It can bring many social ills.  And 
there is a cost to tourism.  But, again, I ask the question first of all, what is the alternative?  
What is the alternative for a development path for the FSM?  There is no hope of developing 
manufacturing industries here that can compete on the world market.  It’s simply unrealistic 
to compete with countries where the wage is $1 a day in good times.  There are people who 
work in Bangladesh, in Indonesia, in China for less than $1 a day.  So that is a reality of the 
situation.  Similarly, this is a small country so you cannot develop industry or other sectors to 
service the domestic market.  The domestic market is too small.   

So what is the alternative?  People have talked of canneries, tuna canneries.  But that’s a hard 
thing to develop because there’s already surplus capacity.  And, again, there’s surplus capac-
ity in countries with much lower labor costs.  The one comparative advantage that the FSM 
has is in the tourism industry and in the fisheries industry.  But the value added in the fisher-
ies industry, the employment in the fisheries industry right now is terribly small and the big-
gest potential is for transshipment, for rapidly increasing transshipment and that again gets 
you back to the tourist industry to lower the cost of transshipment.  So one question is what’s 
the alternative?  Cyprus had an alternative.  It’s quite close to Europe but even there, I’m not 

 



52 3rd FSM Economic Summit 

sure, I don’t know enough about Cyprus to speak about it.  So there isn’t any good alternative 
that I can think of here.  That’s number one. 

Number two.  It depends tremendously on the country, to what extent it permits the social ills 
to become a serious problem.  I don’t think there are any serious problems for the Maldives.  
There are serious problems in Bali, but at the moment they’re still quite limited.  I think the 
solution that everybody in the Pacific is looking for is high-end eco-tourism.  The ideal is not 
to have so many tourists but to have a few tourists, each of whom pay a lot of money for a 
simple, primitive room that doesn’t require much investment.  Now that would be a wonder-
ful solution for the FSM if there were enough eco-tourists in the world who have enough 
money to be willing to spend it to come here and then would be willing to spend $200 a night 
for relatively simple facilities.  The experience has been there aren’t that many.  If there 
were, other islands would also have developed that into a viable solution to their problem.  
That doesn’t mean that tourism I would envisage here is not like in Guam, which really is 
mass tourism, mainly staffed by non-indigenous people.  That is something that government 
policy will have to deal with.  That is, to make it profitable for private operators to hire Mi-
cronesians and to make it attractive for Micronesians to work in the tourism industry.  That’s 
a complicated problem but it can be solved.  And then I think it’s possible to develop the 
tourist industry while minimizing—not completely avoiding—but minimizing the social ills.   

Think about it.  What is the alternative?  You have tried industry by taking advantage of the 
quota.  Well, the quotas are going to be gone a year from now.  Those industries are going to 
disappear because the Chinese will capture those industries and the Indians will and the 
Bangladeshies.   

So I think it is the most viable alternative, this combination of toursim and fisheries plus 
some agriculture thrown in.  Try to keep it relatively high end.  Try to put some restrictions 
on where hotels go in, how much interaction there is with the day-to-day life of people—and 
that’s a decision only you can make.  It’s not necessary to go to the extreme that the Mal-
dives went, which is really trying to keep any Maldivians from living on the islands where 
tourists are just in order to preserve their culture. 

But there are steps in-between that can be taken and there’s a lot of experience by now, not 
just from the Maldives but from Palau, from Bali, from Central Java where there’s also a vi-
brant tourist industry, that has been successful and yet has enabled the local people to pre-
serve their culture.  So I think these are mistakes that can be made but they’re mistakes that 
ought to be avoided and I don’t really see any good alternative.  I wish I could.  Thank you. 

HIROSI ISMAEL:  Professor, your remark has created tremendous interest among the par-
ticipants when you say that a major key to the development of our economy is to solve the 
transportation problem.  There are three things that we are interested in having you remark 
about.  We’re working with a backdrop of, number one, investment that has gone sour.  
We’ve put in a lot of money into fisheries that is not productive.  Number two.  You indi-
cated in your remarks that our borrowing—our external debt position is all right and we can 
borrow.  And then, thirdly, worldwide airline industries are not going so well.  What can you 
advise us now on if you are going to assist in developing this Nation with respect to transpor-
tation, how do we go about it?  What are the sequence of events that must take place?  What 
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are the scenarios that you might—different options that you might like to discuss with us so 
that the leaders throughout these five governments could seriously address the issue? 

PROFESSOR PAPANEK:  Perhaps what I should be doing—and I will try this the next time 
around—is to sit at your feet rather than to stand over here so that I can fully hear the ques-
tions.  I’m having problems over here hearing the questions and therefore responding appro-
priately.  But please stop me if I am not responding correctly and I’ll come over there or 
maybe somebody can help me with the nature of the question. 

I take it one of the questions had to do with what to do with this large investment in the fish-
eries industry that has taken place, is that correct? 

HIROSI ISMAEL:  No.   

PROFESSOR PAPANEK:  The question had to do with the FSM investing in an airline in 
order to break the transport bottleneck.  Now, if I was understood to advocate investing in an 
airline, I ought to perhaps commit sepuku.  That is certainly not what I would advocate.  I 
think airlines are one of the riskiest, most capital-intensive-requiring large sums of money-
investments one can undertake.  And they have huge economies of scale.  It’s extremely dif-
ficult to run a small airline for a  variety of highly technical reasons.  And the governments 
are universally incompetent at running a good airline.  Now most private operators are also 
incompetent.  Virtually all the American airlines, except some of the start-ups, are losing 
money.  Why would anybody want to go into a business which is losing money even in the 
most competent hands, people with tremendous experience and huge access to capital?  Some 
of the airlines are losing billions of dollars a year.  Especially when we know that small air-
lines are extremely difficult to operate.  And the experience of the Pacific is virtually univer-
sal.  Look at Air Marshall Islands.  Look at the difficulties that Air Palau is having.  There 
are half a dozen others that have not worked out.   

No, what I think I was hoping, was advocating, suggesting is the need to bring in some com-
petition into the airline business here from well-established airlines and to do this in a coor-
dinated fashion with bringing in private operators again to establish the 700 rooms or so that 
would be required at a minimum to justify why it brought in the planes.  And the government 
needs to provide the incentives to bring this about but government should never operate air-
lines.  I would think of that as sort of point number one.  That’s a prescription for spending a 
lot of money that you will never see again.   

Now, it may require something that some of the other Pacific island states have done when 
they were trying to get the tourist industry back up after a catastrophe, for instance.  And that 
is, to guarantee seats when the airlines are first starting up.  To say to the existing private air-
lines, if you provide the service that we want we know that you’ll be losing money the first 
year so for one year we guarantee you that you will be flying two-thirds empty, let’s say—I 
mean, somebody has to work that out who knows airlines much better than I do.  We guaran-
tee that you’ll fly two-thirds full so that you’ve not losing too much money.  And if you have 
fewer passengers than two-thirds, we’ll cover two-thirds of your costs.  So the airlines still 
have an intent to fly full to attract every passenger they can because otherwise they lose some 
money.  But they lose less money.  To cover some of the start-up costs to get another airline 
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in here, to get some competition, to get the kind of service that you need to develop the tour-
ist industry. 

I mean, ultimately that’s what happened in Palau.  It’s now no longer a monopoly of Conti-
nental.  But exactly how this should be done I don’t know.  That’s why I would think the first 
step is to get a group of experts together who know the airline business, who know the fisher-
ies business, who know the tourism business and who know the airports and put together an 
integrated package for the development of the airports, the tourist hotels, the fisheries off-
loading business and all in a package that makes economic sense.  So you need an economist 
there as well and not just technicians who really don’t look at cost and benefits.  But certainly 
not government airlines.   

Besides, I mean, there’s no money here for that.  That would be extremely costly to set up.   

So I apologize for misleading you if I gave that impression that I had in mind the government 
setting up the airline.  But I think this is not going to be—to get a package put together that 
makes economic sense, that can get finance, that can work so it’s integrated, so there are not 
hotel rooms that can’t be filled because there’s no air service, or air service that can’t be 
filled because there are no hotel rooms or that the airport extension is built ahead of demand 
or too far behind demand.  All of this requires very careful work.  My guess is that you 
would need to get some organization like the World Bank—and it’s high time they put some 
money in here—to get some organization like the World Bank to provide a technical team 
and to finance it.  It would probably cost half a million dollars.  You can’t do these things on 
the cheap because you can’t hire really first-rate people on the cheap.  And that’s what it’s 
going to take to put together a package that then some organization like the World Bank, the 
ADB, the Japanese Government can help finance for the extension of the airports, which is 
going to cost $60, $70, $80 million.  That alone will chew up all the money you can put in 
plus a lot of money that the international financial institutions would have to put in.   

YOSIWO GEORGE:  Thank you.  Two short questions.  In your excellent presentation this 
morning, Professor, you pointed out three future economic scenarios for the future economy 
of this country.  My first question is should this conference decide to go for the high goal 
scenario, would you help to work out a specific plan for us for the Nation to get there?  That 
is the first question. 

Second question is more specific and more immediate.  In your presentation again you 
pointed out that there will be a 1.6 annual decline for the amended Compact funding as a re-
sult of the partial—what you call that—inflationary adjustment as well as the annual decre-
ment.  You mentioned 1.6.  You also mentioned that the country has two choices, or maybe a 
combination of both, either replace the lost revenues through restructuring of the tax laws 
and so forth or adjust revenue.  My question is—and you also mentioned the fact that the ex-
ternal debt for the country, as compared to others, we’re still okay.  My question is would 
you consider as a third alternative or perhaps in a combination of three or two, by having the 
country to borrow money to increase the economic activities so that we can generate addi-
tional revenue to replace the lost amended Compact funding? 
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PROFESSOR PAPANEK:  The first question had to do with the people and the government 
of the FSM decide to move ahead with the high growth scenario would I be willing to help.  
Boy, all you’d have to do is ask me.  And you would be hard put to keep me away.  I think 
this is the kind—if that’s what you decide to do and to bear the cost—to me, not to many 
other economists, but to me this is a dream scenario for an economic advisor, a government 
that has made a conscious decision that it is really going to develop and that it is determined 
not to force its people to leave the country in search of job opportunities, which is the situa-
tion in many, many Pacific island countries right now.  And even in some other countries as 
well.  There is constant—if you read, for instance, the Filipino Press.  The Philippines are 
now sending large numbers of people abroad—as you well know because some come here to 
work—in other countries.  And a very high proportion of both the Filipinos and the Sri 
Lankans and to some extent the Indonesians who are going abroad are educated women who 
work as maids.  And there is a high proportion of abuse of these women.  And there are hor-
rible stories every week in the Press about women who’ve committed suicide, women who 
were killed and so on.  It’s a small proportion but still it’s too many.  And the Press con-
stantly bemoans the fact that these women go abroad.  Well, why do they go abroad?  They 
know it’s risky business, why do they go abroad?  They have to.  They have to put food on 
the table.  It’s not their fault.  They’re bearing the cost and the risk.  It’s their country’s and 
their government’s fault for not giving an opportunity inside the country to earn a decent liv-
ing.  And if they could earn a decent living in the country, in the jobs for which they were 
training, they would not go abroad as maids.   

So if a country decides that it is going to create the jobs inside the country so people don’t 
have to go abroad if they don’t want to, I’d love to help in any way I can.  That was the first 
question. 

The second question was a question of borrowing.  I think it’s essential, it’s going to be es-
sential, for the government of the FSM to borrow in order to achieve the development, cer-
tainly the high growth and probably the base scenario also implies.  It’s going to have to bor-
row.  But it can’t borrow for current operating costs because you have no way of paying that 
back.  It has to borrow for projects that can pay for themselves.  And if they are projects that 
pay for themselves then there’s no difficulty in finding money.  There is liquidity in the 
banking system itself, in the development banks that service the Pacific and, as I suggested 
earlier, the World Bank has never lent a penny here.  It’s high time that they did.  So if there 
were pay-good project here, it should be desireable, it will be essential and it should be pos-
sible to borrow for it.  But to borrow for operating costs—and I don’t think that that’s what 
you implied but I just want to say it anyway—to borrow for operating costs, of course, if a 
descent into hell because how are you going to pay that back.  If the project itself doesn’t 
generate the income to pay it back you have to keep borrowing more and more and adding 
the interest costs to the operating costs in order to pay it back and you don’t get out of that at 
all. 

Much of the borrowing that the country should be doing should be a concessional costs.  If 
you can borrow at one percent, as you can from the ADB,  the World Bank, if you can bor-
row at one percent or two percent and invest in a project that generates five percent, why 
wouldn’t you do that?  And as long as there’s money available at one or two percent, why 
borrow at eight or nine?  That doesn’t make much sense.  So there is capacity for the FSM to 
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borrow from the international financial institutions that has not been exhausted.  And that’s 
where we should look to first, borrowing at concessional rates, 20-year payback, five-year 
grace period before you have to pay anything.  If you have any project that yields a reason-
able economic rate of return, that’s a wonderful financial arrangement.  But to borrow at 
eight or ten percent to finance current operating costs is, of course, selling yourself soul to 
the devil. 

PATRICK MACKENZIE:  Thank you, Professor.  Do we have any more questions?  Maybe 
from the private sector?  Anybody have a question? 

JESSE R.-SUBOLMAR:  Yes, thank you very much.  I just rise to ask a question in light of 
what the good Senator asked and our collective desire to—because we under the importance 
of our cultures and our traditions and at the same time understand the need to balance the 
budget.  This morning you talked about Maldives, which basically is a country made up of 
atolls, some with people and some without people.  So in the interest of achieving what you 
presented to us at this juncture in our economic development, we do have atolls in the FSM 
where there are no people.  Are you indirectly saying to us in the interest of balancing our 
budget and moving on with development with the high emphasis on those three sectors, this 
sector being tourism, that we make some zoning where development of tourism can take 
place on those remote atolls where they’re away from people and share their culture and at 
the same time we balance our budget?  And if the tourists are interested in coming to see us 
they can wear proper attire and come to our atolls.  That’s what you were saying this morn-
ing.   

The other one with regard to the second Summit.  I think there was a collective desire agree-
ment massive tourism was not for the FSM.  It was because of our emphasis on the impor-
tance of our traditions and culture.  Thank you. 

PROFESSOR PAPANEK:  I was using the example of the Maldives that developed uninhab-
ited islands in order to indicate one way in which a country has solved the problem of having 
a large tourist industry.  And, remember, they have half a million tourists a year.  And what 
even under the high scenario we are aiming for is 170,000 tourists.  And the population dif-
ference is not that great and they’re land area is actually smaller than that of the FSM.  So 
you don’t have to take such drastic measures as the Maldives had to take or felt they had to 
take.  I was just using that as an example of one way to insulate the population from the 
negative effects of tourism.   

I think the countries that have had very negative effects from tourism have often brought it 
on themselves.  These have often been countries where there’s a high level of corruption and 
the social ills come in because the tourist operators buy off the people that should be watch-
ing out for the interests of the population.  And they then exploit the population in ways 
which would not be possible if the government looked out and the society more generally 
looked out for their interest.  I think the change from tourism can, in fact, be beneficial.   

And so far the tourists that have been attracted here have often been divers and others who 
really have no major negative effects on the society, who fit in very well, who do their thing 
and go away and often leave as good friends of the FSM.  So I don’t think that one should 
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overstress that.  And until we reach 200,000 tourists, I think our problem will not be how to 
prevent the bad effects so much as how to get the first 100,000 and 150,000 tourists in here.  
I think that’ll be the key problem. 

I think there’ll be two sets of locations for tourism here.  One is in a place like the Chuuk La-
goon where there are a number of uninhabited islands and where some of these islands are 
very close to Weno and so you can do what the Maldives have done.  You land tourists at the 
airport, you put them on a boat and take them out to one of the islands where the tourist fa-
cilities are.  And as long as you can get there within an hour everybody’s happy.  And then 
you don’t have to crowd the central island.   

There are places likes Kosrae where that’s not possible.  There is no lagoon.  There’s no 
other islands where you can put the tourists.  You’re going to have to have a more limited 
number of tourists, the people who are in part the overflow of the larger numbers that come 
into the main airport and who go directly to  

Kosrae, people who are interested in the scenery, the particular culture there, and all it takes 
in Kosrae is a very small number of tourists to double the income.  I forget how many people 
are employed in the tourist industry now in Kosrae but it’s a tiny, tiny handful, it’s probably 
less than 50 people.  You could double that quite easily without any major impact on the so-
ciety and on the area and the overflow of major tourists from either Pohnpei or Chuuk would 
satisfy that need.  And there you just have to put the facilities on the main island and you 
have to be little bit careful what it does to the environment.   

But the problem here hasn’t been that you’re overrun with tourists.  That hasn’t really been 
the problem.  It’s been not enough. 

PATRICK MACKENZIE:  Ladies and gentlemen, I know that we’re kind of running over 
time and we would like to turn it over to the panel for maybe one more question.  But before 
I do that, for those we would like to ask that you write your questions down on a piece of pa-
per and then at some point before we conclude—maybe not today, but tomorrow or the next 
day—we can try to answer those questions.  Because I think if we keep going on we’ll never 
get out of here.  It’s not meant to cut people off but I think we do have a problem with time.  
So if I may ask that those who have remaining questions write them down—you don’t have 
to put your names on it—and we will try to come back maybe tomorrow morning before we 
break out and answer it.  But in the meantime I’d like to turn it over to the panel if they have 
any more questions. 

ALIK ALIK:  Thank you.  Professor Papanek, I’m referring to your high growth scenario.  
Under this scenario you did mention that there’s a good possibility of creating a lot of jobs 
and income.  And as you also know in other countries, sometimes it’s not the case with the 
foreign investors in those countries.  What’s in this high growth scenario that can assure us 
that we can achieve those many jobs and big incomes, rather than the foreign investors taking 
advantage of that? 
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PROFESSOR PAPANEK:  By the way, I apologize.  Sometimes I get too enthusiastic about 
some of these issues and I carry on too long.  My daughter is a minister and from time to 
time she reminds me that preaching is her job, not mine.   

And I try to remember that. 

You’ve touched, sir, on another difficult problem but not unsolvable.  What matters really is 
who gets the jobs created.  It matters to my mind much more than who is the investor.  
Again, the problem here has not been that you’re overrun with investors who want to put 
money in here.  The problem has been there’s not been enough investment.  And there’s not 
been investment of the right quality to build a viable and dynamic industry, tourist industry, 
fishing industry.  So you’re going to have to give investors a high rate of return to bring them 
in here.  Both Micronesian investors and foreign investors.  They’re not in business—as they 
keep reminding you—for their health.  They’re in business to make money.  And so you have 
to make it attractive for them to come in here.   

But Micronesia can still benefit even from foreign investment as long as the jobs that are cre-
ated at all levels are Micronesian jobs.  If you end up with the hotels being entirely staffed by 
people from outside then the benefits are going to be very limited. 

So that’s what I mentioned earlier.  I think one can devise a set of policies so that investors, 
whether Micronesian or foreign, because they all are interested in making a return, are able to 
bring in foreigners when they have to because there are no qualified Micronesians.  But also 
be in their interest to replace them with Micronesians as soon as possible. 

How can you do that?  Well, with taxes, for instance.  You can say you can bring in any for-
eigner you want to for your business if you need them and the first year they don’t pay any 
taxes.  The second year they pay 50 percent of their normal tax rate.  The third year they pay 
100 percent.  In the fourth year, if it’s not a highly skilled job, there’s a penalty charge on any 
foreign employees.  You can still keep them but you pay a penalty.  Make it in their financial 
interest to replace the foreign workers as soon as possible with qualified Indonesians—
Micronesians.  Sorry, I most recently spent several months in Indonesia so I sometimes get a 
little bit confused. 

If they still are willing to pay a substantial penalty to employ a foreigner then it must be be-
cause that foreigner cannot be replaced.  If you pay for them to train a Micronesian to take 
that job over time you can make the penalty steeper over the years until people find it pro-
hibitive to keep on employing foreigners.   

There’re some interesting stories about the garment industry in Bali which was an offshoot of 
the tourist industry.  First they sold to the tourists and they made t-shirts and colorful shirts 
for the tourists and then they began exporting them.  That garment industry, which is now a 
major industry, used to be entirely run by foreigners, many Australians, some Americans, 
some Koreans, some Taiwanese and so on.  They had the experience, they had the contacts, 
they had the knowledge of patterns.  I did an interview some years later—about five years 
after the industry started—and it was changing.  More and more of the factories and the dis-
tributors were being owned by Indonesians.   
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By the end of ten years it was an almost entirely Indonesian industry.  Why?  They had 
learned the business.  The by now had all the contacts.  One of the women I interviewed who 
ran a garment business used to go to tourist resorts with a Polaroid camera and snap pictures 
of the tourists to see what was fashionable that year.  And then she had her factory copy 
those patterns.  And, of course, she outsold the foreigners because she employed cheaper la-
bor, she didn’t employ high-priced foreigners so she was able to gradually compete them out 
of business.  And they took over the industry.  The Indonesians virtually own that industry 
now. 

And that’s the sort of pattern you would want to see develop here in which some foreigners 
initially play a major role but gradually, unless they become resident here and become, in 
effect, Micronesians, they’re replaced by Micronesian workers.  And then ultimately by Mi-
cronesian owners. 

PATRICK MACKENZIE:  I’ve been told that we’ll just take one short question from the 
panel and then we’ll close it out for today.   

ANNA MENDIOLA:  Professor Papanek, in your presentation today you mentioned some-
thing the private sector doesn’t like to hear which is to increase taxes and you mentioned 
several times that we need to increase the taxes because of the way the Compact is currently 
structured.  And also in order to achieve the high growth scenario we need to double the 
taxes.  Wouldn’t that hurt the private sector or slow it down or how does it work?  Do we 
change the regime completely or just increase the rate?  Could you please discuss this tax 
structure? 

PROFESSOR PAPANEK:  Of course, nobody like to pay taxes.  Not only business people 
but none of us like to pay taxes, right?  Except that if we recognize that as some American 
thinker once said, paying taxes is the price of civilization.  Without taxes you don’t have po-
lice, you don’t have judges, you don’t have education.  So we have to pay it but we do so re-
luctantly. 

What I was trying to stress was certainty, was stability.  Clearly now the tax regime needs to 
be changed.  But it needs to be changed in a way which does not discourage investment and 
production and employment.  A value-added tax doesn’t do that.  In fact, a value-added tax 
or a sales tax has the additional benefit, particularly a value-added tax, that you can refund it 
to exporters and therefore provide a small subsidy to exporters. 

One of the big problems of Micronesia, which for an economist is that you don’t have your 
own currency.  Now it has many, many benefits.  I think it’d be a disaster now to adopt a 
separate currency. But it doesn’t allow you to change the rate of the currency of encourage 
exports and discourage imports.  So you need to always be looking for ways to encourage 
exports and to produce more at home instead of importing.  One way of doing that is with a 
value-added tax that gets refunded to exporters. 

But the basic point—you’re quite correct—I was probably ambiguous and unclear.  We need 
to change the tax regime.  We need to have a more fairer, more higher yielding tax than a 
turnover tax, like a value-added tax or a sales tax.  We need to reform the income tax.  But 
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that should be a one-time change and then there should be some investors who expect some 
degree of stability that not suddenly, after they’ve made the investment, some changes are 
made that require them to pay a higher tax. 

I’d like to see some way of substituting other taxes for the taxes on the tourist industry.  
They’re not very large but again they discourage something that ought to be growing.  So one 
needs to reform the tax system and then one needs to have some stability and let people ad-
just to the new system and know it’s going to be there for the next ten years and not be sud-
denly changed because somebody decided they needed more money to spend on some pet 
scheme.  That’s what I would urge.  

 



The Amended Compact: Implications for Economic Management and 
Adjustment 

Evelyn Adolph 
Senior Economist, Department of Economic Affairs & 
Special Assistant to the Executive Director (International Monetary 

Fund) 
Thank you, Patrick.  Distinguished leaders, distinguished guests, participants.  I feel very dis-
advantaged as an fledging economist to be speaking on economic issues after such a very dis-
tinguished an esteemed economist as Professor Papanek but I don’t have control over the 
agenda so I will try to live with it. 

Professor Papanek has already covered the major economic issues and economic manage-
ment issues facing our country as a result of the amended Compact and the structure of it.  So 
if you like, my presentation can be seen as an appendix or as a supplement to what he’s al-
ready covered.  And it will be focused more on fiscal policy and the challenges that we face 
in terms of fiscal policy, given the amended Compact. 

My presentation is structured into the following outline.  I will briefly just go over the 
amended Compact grant levels that a lot of you are very familiar with already at this point; 
the total revenue structure and trends; the expenditure requirements and a potential financial 
gap that will emerge as a result of the amended Compact grant structure; also I will talk 
about the infrastructure investment and the importance of protecting that in the next 20 years; 
and another very critical issue on capacity-building sector grants; after that will be the con-
clusion.   

What you see here is the level of the grants that we will be getting over the next 20 years un-
der the amended Compact.  The base amount of Compact funds that we’ll be getting, without 
taking into account the inflation, will be $92 million every year for the next 20 years.  That 
$92 million though will be divided up into annual sector grants that the FSM Government 
can use for government operations and the Compact Trust Fund contributions. 

There is a feature in the amended Compact that a lot of you have also heard about which is 
the annual decrements on the annual Compact grants.  And that feature will be reducing the 
annual Compact grants each year by $800,000 and increasing the Trust Fund contribution by 
that same amount.  So the total amount that we will be receiving from the U.S. will be the 
same over the 20-year period at $92 million and then the Trust Fund contributions will be 
increasing while the annual sector grants will be decreasing.  And, thus, the challenge that we 
face of having to adjust every year for the next 20 years to declining grant amounts that will 
be available for running our government. 

The two lines that you see here show the level of the financial Compact grants that I’m talk-
ing about.  I talked about the $92 million.  That $92 million will be divided into the Trust 
Fund contribution and annual sector grants.  For fiscal policy we will not be looking at the 
Trust Fund contributions, we will not be able to use them for another 20 years, so for the next 
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20 years our fiscal policy will be focusing on the annual sector grants, which will be avail-
able for funding our government operations. 

So those annual sector grants in nominal terms will be increasing over the 20 years and you 
see that on the higher, the blue line.  In nominal terms it will be increasing because we will 
be getting on top of the $76 million annual grant that we will get at the beginning of the 
Compact period, it will be adjusted for inflation.  Partially though, only two-thirds partial in-
flation adjustment. 

The lower line though reflects the real value or the inflation adjusted value of the annual sec-
tor grants that we will be getting.  The important point to get out  

of this is that although in nominal terms the money that we will be getting available to fund 
our government operations, although in nominal terms, it will have increased from $76 mil-
lion in 2004 to $90.9 million in 2023.  In real terms that increase is not very—it’s confusing 
or it’s--.  The real value of those sector grants will have declined from $76 million to $51.8.  
This may be confusing if you’re not an economist.  But the simple way to put it might be that 
we will be able to purchase less government services and less infrastructure projects with that 
sector grant money because of two factors. 

The U.S. is giving us only partial inflation indexation, two-thirds of inflation, so we are not 
going to be compensated in the annual grant for the full impact of inflation that will be—
inflation is increasing prices.  So the idea is that the U.S. increase the annual sector grants by 
the rate of inflation to protect the real value so that the same money that we get at the begin-
ning of the Compact will be able to purchase the same amount of government services and 
infrastructure projects at the end of the Compact period. 

Inflation or increase in prices erodes the value so we need to be compensated for that.  The 
amended Compact, as in the Compact I, is not giving us full inflation indexation but only 
partially indexation.  So that is one factor that will be eroding the real value of the annual 
sector grants.   

The second factor that will be eroding the annual sector grants that we’ll be getting from the 
Compact is the agreement that I talked about earlier and that Secretary Ehsa talked about this 
morning.  That’s the $800,000 that will be reduced from the Compact sector grants each year 
every year, not just for the fourth year.  This will begin after the fourth year.  After the fourth 
year the annual sector grants will be reduced by that amount and the Trust Fund contributions 
will increase.  So that’s why in real terms, the annual sector grants will be reduced every year 
for the next 20 years and that’s the adjustment that the FSM Government has to face in their 
budget. 

What we see up here the structure of our total government revenues,   government revenues 
by source in 2004.  Being a government that is very reliant on Compact grants, 52 percent of 
our total government revenues in 2004 comes from Compact sector grants.  Only 19 percent 
of our total governments revenues come from domestic taxes.  Another 17 percent from non-
tax revenues, most of which is in the form of fishing rights fees for the National Government 
and not for the State governments.  And federal programs, another grant, makes up another 
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12 percent of total government revenues.  This is significantly out of line with the structure 
of government revenues that you see in other countries.  In fact, the only Pacific island coun-
try in the FSM with the same structure of government revenues is Palau and RMI who are 
receiving also significant amounts of Compact grant assistance from the U.S. 

This is the trend of revenues that are projected.  If we do not undertake the revenue reform 
policies that Professor Papanek referred to in his presentation, the top line being the projected 
revenues over the Compact period with no policy change, and then the lower line with the 
much steeper declining revenues being no policy change plus declining infrastructure spend-
ing by the government.  Because on top of the effect of reduced Compact grants over the 20-
year period, we will also have a shrinking tax base that will be a result of underfunding in-
vestment and therefore a lower growth rate or declining growth. 

The is the structure of our government expenditures in the 2004 budget.  Health and educa-
tion currently make up 42 percent of government expenditures; infrastructure spending is 13 
percent; and other current expenditures make up 45 percent of government expenditures.  
The important thing to note from this chart is that health, education and infrastructure are 
relatively prioritized in the amended Compact.  The U.S. would like to see health, education 
and infrastructure protected so if there is thinking about this adjustment that we’re thinking 
about now for the FSM Government, that adjustment will have to come from other current 
expenditures because health and education are going to be relatively protected in the 
amended Compact.  And, not only that, for our own purposes of achieving higher growth and 
protecting growth, we will need to prioritize those three sectors, health, education and infra-
structure.  So the relevant government expenditure phase to be looking at for that adjustment 
is other current expenditures. 

This is a financing gap that would emerge over the 20-year period in the absence of any 
revenue policies, any changes to increase revenue.  This is the financing gap or the budget 
gap that you will see.  The lower line representing government revenues which we saw ear-
lier projecting what the total government revenues would be given the declining Compact 
grants.  And the higher line, the blue line, being total government expenditures.  We will 
have a shortfall that will be growing over the 20-year period if we do not implement any 
revenue reform policies. 

The total expenditure that is projected here is really projected to protect expenditure in health 
and education in order to account for projected population growth.  In the absence of any pol-
icy changes, this is the magnitude of the adjustment that the FSM Government faces.  But 
given the fact that the FSM does not have any capacity to finance a fiscal deficit, this will not 
materialize because it will have to cut expenditures or increase revenues. 

Faced with this financing gap, any fiscal policy involves two things.  Either solving it from 
the expenditure side or from the revenue side.  And I will talk a little bit about that later on. 

This chart demonstrates the impact on GDP per capita if we were to opt to solve that financ-
ing gap by reducing infrastructure grants.  What’s demonstrated here is that solving that fi-
nancing gap by reducing infrastructure sector grants, which is safe, which would be the easi-
est thing to do because it would not involve firing anybody or increasing taxes.  It will have 
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the damaging result of reducing GDP per capita.  You see here the GDP per capita if infra-
structure sector grants were protected would be—it’s projected in the blue line—it would be 
increasing.  Whereas, the impact of not protecting infrastructure sector grants or solving that 
financing gap by reducing infrastructure sector grants, we would end up with the lower line 
of declining GDP per capita. 

The capacity building sector grant is one of the aspects of the new amended Compact that is 
still very sensitive and that’s the best description I can give at this moment.  I’ve been away 
from the FSM and I don’t know where the state of the discussions are but it’s been discussed 
after the negotiations have been concluded what exactly capacity building sector grants en-
tails and my understanding is that it’s still a gray area issue.   

But what I can talk about now is the magnitude of that capacity building sector grant in the 
2004 budget and the implications for fiscal policy.  In the 2004 budget that the FSM Gov-
ernment submitted to the U.S. Government, 14 percent of the total budget funding full-time 
equivalent employees is funded out of the capacity building sector grants.  Looking at the 
magnitude of total government expenditures, the capacity building sector grants FSM-wide is 
8.6 percent.  So this is another source of solving that financing gap.  And looking at the mag-
nitude of the capacity building sector grants in relation to the whole budget, it’s 14 percent of 
total full-time employees and 8.6 percent of total government budget in 2004. 

It might be relevant looking at the magnitude of the capacity building sector grant to look at 
it in relation to or relative to the domestic sources.  The capacity building sector grant in 
2004 is 40.8 percent of domestic sources whereas for the total government expenditure it’s 
22.7 percent. 

So going back to solving the financing gap, we looked at the financing gap in slide 8 if you 
refer to your handout.  And there is the option of either cutting expenditures from current ex-
penditures, cutting it from infrastructure or by increasing revenue.  If we were to increase 
revenue, if we opt for the increasing revenue to solve the financing gap, this is what revenues 
would have to look like in order to run balanced budgets over the 20-year period. 

Again, if we go with solving the financing gap by increasing domestic revenues, in year 
2023, compared to the pie chart that we saw in 2004 of the structure of government revenues, 
this is what the structure of government revenues would look like if we solve the financing 
gap solely by increasing government revenues.  We would end up with Compact grants of 
$34 percent of total government revenues, federal programs 14 percent, non-tax revenues of 
18 percent and domestic taxes would have increased to 34 percent of total government reve-
nues. 

Now, in summary, or if there is anything that we can take out of this presentation is that the 
amended Compact requires adjustment over the 20-year period, every year.  It requires fiscal 
adjustment in order to achieve fiscal stability.  And the important thing is that the FSM Gov-
ernment has choice and the choice of how to adjust is vital, whether to adjust from the reve-
nue side or from the expenditure side.  Our preference as economists would be that the full 
adjustment would have to come from the revenue side because as you saw earlier the magni-
tude of the adjustment, if it were to be undertaken from the capacity building sector grants, 
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there isn’t that much to cut from the cutable base which is the domestic revenues.  Capacity 
building sector grants, if your refer back to that slide, makes up about 40 percent of domestic 
revenues.  So that’s a lot of cutting from that base.  So we would lean towards more of that 
adjustment coming from the revenue side in order to protect investment and high priority ar-
eas.  The capacity building transition is a challenge but shifting the use of grants towards in-
frastructure would be beneficial.  In other words, if the decision is to be between cutting in-
frastructure or undertaking that capacity building grant transition it would be more beneficial 
in the long run for the FSM protecting growth that the cut is made from the capacity building 
sector grants as opposed to the infrastructure sector grants. 

Higher growth rate will yield a stronger tax base and expenditure cutting may be a part of the 
adjustment solution as I said earlier but the priority expenditure areas will need to be pro-
tected therefore there is only so much that we can cut.  So the bulk of the adjustment will 
need to come from increasing tax revenues.   

The result, then, of sound fiscal policy other than fiscal stability itself would be a better envi-
ronment for private sector development entailing the following:  smaller, nearly self-reliant 
government; modern and non-distorting tax regime with broad-base and lowest possible tax 
rates; sufficient investments in health and education; and sufficient and well-maintained in-
frastructure.   

And we hope that the policy deliberations that come out of this Summit, I would hope, will 
be along these lines of sound fiscal policy.  Thank you.
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PLENARY DISCUSSION  
PATRICK MACKENZIE:  Thank you very much, Evelyn.  It’s now almost 5:00.  Perhaps 
maybe we can take a couple of questions if anybody has on the presentation. 

YOSIWO GEORGE:  Thank you, Evelyn.  You mentioned that in the area of capacity build-
ing it is still a gray area.  Can you tell us why this is so? 

EVELYN ADOLPH:  I’m not sure I’m the best person to answer that question.   

YOSIWO GEORGE:  I’m sorry? 

EVELYN ADOLPH:  I’m not sure I’m on the right answer why the capacity building sector 
grant is still an issue.  But the debate basically surrounds what exactly kinds of government 
expenditures can be funded with the capacity building sector grants, with the FSM Govern-
ment leaning toward any recurrent government expenditures and the U.S. Government with a 
preference for reducing that, so I will let the people who have been more involved in the dis-
cussions recently to address that. 

IHLEN JOSEPH:  Now, capacity building is still an issue between, I think, us and the U.S.  
As you all know, in the 2004 grant award agreement JEMCO indicated to the FSM that we 
should, within the next five years, transition out the $10.8 million—Mark, am I right?—from 
the capacity building sector as funded in the ’04 into other sectors or into domestic revenues.  
That means 20 percent of the $10.8 million we should take it away, transition out from the 
capacity building budget in the next five years. 

This is an issue that I think we need to address because we signed the grant award agreement, 
that means we agreed to do the transition, and JEMCO and the U.S. are telling us that we 
must identify other sources within the next five years.  And she talked about 800-some em-
ployees this year funded under capacity building.  There is indication that only certain pro-
grams can be funded under the capacity building sector and I think we will be addressing that 
in the next couple of days—right, Mark?—as part of the adjustment.  Thank you. 

PATRICK MACKENZIE:  Thank you very much, Iso.  We’ll take one more question. 

GERSON JACKSON:  I think I should maybe contribute to the discussion.  The position that 
JCN takes is that this is still ongoing, the discussions on the capacity building grants.  But as 
far as we are concerned the transition is the 20 years.  So it’s critically important that we look 
at the language in the law, U.S. Public Law 108-188.  But it is still the official position of 
JCN that the grant award document is proportionate to the law and to the amended Compact 
language. 

JOHN MANGEFEL:  Thank you very much.  Some years back we implemented the so-
called ER program and as I understand the ER program it was supposed to reduce the gov-
ernment expenditure and increase the private sector somewhat.  Is that happening right now?  
Can I ask this question to maybe EMPAT or the panel people there?  Thank you. 
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EVELYN ADOLPH:  I think there was a lot of progress that was made with that reform pro-
gram which was in reaction to the second Compact stepdown.  So there was a lot of progress 
in reducing government expenditures.  And as you saw in the presentation there has been 
some increase in private sector activity as a share of GDP, so there has been some progress. 

But recently there was been some backsliding on the containment of government expendi-
tures.  So although there has been some progress, there has been some backsliding and if I 
recall correctly from Professor Papanek’s summing up, there has been some—maybe not 
Professor Papanek but the Vice President’s remarks earlier this morning—that there has been 
some loss in the momentum of the reform that has to be picked up again in response to this 
new challenge that we’re facing given the structure of the amended Compact.                                                 

Another point I almost forgot on the progress.  One of the progress that we’ve made in terms 
of containing government expenditures is that nominal wages have been kept frozen for some 
time now.  And that’s quite an achievement for any government to keep their nominal wages 
frozen for some time.   

PATRICK MACKENZIE:  Thank you, Evelyn.  I think we’re maybe ready to take a break 
for today.  One more question, last one. 

JOSES GALLEN:  I have two short questions.  First one is perhaps to the JCN.  How long 
are we going to stay in the gray area so-called?  And number two, so-called 800 employees 
transitioned out.  Is it going to be allocated among the five? 

EVELYN ADOLPH:  That 800-plus employees to be transitioned out or not from the capac-
ity building sector that the capacity building sector grant is funding in 2004 is FSM-wide.  
But if the FSM opts for the scenario to increase government revenues to finance that gap then 
that capacity building sector grant will not be necessary.  But if it only solves the financing 
gap partially with the increasing government revenues then some of it will have to preferably 
come from that capacity building sector grant before we want to start reducing infrastructure 
sector grants. 

PATRICK MACKENZIE:  I think we have another question.  The JCN, the second part of 
the question. 

JOHN EHSA: Thank you, Pat.  I was hoping you’d forget but you remembered.  I don’t think 
there is a gray area.  I think we all understand what the capacity building grant is for.  We 
have heard what the JEMCO has suggested to the FSM to take on, which is the 20 percent 
annual transitioning out for the next five years, but it is the JCN’s position that there is an 
option or there may be options.  And perhaps this is the forum to develop any alternative op-
tions so that the transition may not be that difficult to absorb, whether it be a length of time 
or to a lower? level of funding, if we can demonstrate to the U.S. that there are essential 
functions in government that must be continued to be funded by the capacity building grants.  
I think that’s where the JCN can advise.  It is true that the grant that the FSM has agreed to 
for the 2004 annual grant for the capacity sector also says in that agreement that “or unless 
otherwise mutually agreed to.”  So we do believe that there may be an option.  But I think it 
is up to this forum to develop something.  Thank you. 

 



76 3rd FSM Economic Summit 

PATRICK MACKENZIE:  Thank you very much, John.  And I think we have one more.  
Speaker Fritz was wanting to say something. 

SENATOR JACK FRITZ:  Thank you very much, Patrick.  At the outset I want to join others 
in congratulating and thanking Dr. Papanek and our own Evelyn for the fine presentations 
that they made to all of us.  It was very educational.  And I do have a question to Evelyn but 
if I may, I want to add to what our JCN director has said. 

As far as the JCN is concerned, we have no gray areas.  The law is quite clear on this as to 
what we can use in terms of that particular sector.  But in this connection I am urging the 
other States to take actions that are necessary to go on with the approval of the so-called 
amended Compact so that we can, in fact, continue discussing and getting the necessary 
benefits that we should and we must get out of this new relationship between our two gov-
ernments and people.   

For your information, I understand from one of the legal counsel from our State legislature 
that the Senate just recently approved the proposed amendments to the Compact last Friday 
so that the Chuuk State legislators have approved the Compact.  And in this connection, I 
humbly request the State of Pohnpei and the State of Yap to also in your own time take ap-
propriate action to consider it and tell us your own reservations, et cetera.   

But with regard to the definition of capacity building, I think John has correctly pointed out 
that the law is quite clear on it.  The current fund what we are using now has its own restric-
tions.  Perhaps something is done and then we will go under the Compact if we approve it.  
Then I think we can discuss the real meanings of what this particular sector stands for.   

My question to Evelyn pertains to some possible scenarios in the Congress.  While this is not 
really our official position, we note that in the past, based on our own understanding and re-
view of what we have done, part of the problems with regard to this infrastructure develop-
ment—which as pointed out we really need to build before we can launch and depend on the 
other services that we wish to encourage for our country.   

Sometimes we divide up the money so small that they are not really helpful in our efforts to 
put in the necessary infrastructure.  I think at some point we say, what would happen if we 
take all of that fund, give it one State and have them build the infrastructure for that one year 
and then the next year give it to other States.  Of course, without the benefit of you econo-
mists we don’t know where it will land us.  But I suppose I’m asking you if you have enter-
tained these thoughts and if we were wrong from the beginning.  And I’m hoping that during 
this kinds of conferences you will share your insights as to many creative scenarios that 
might help us actually put us where we want to be after 20 years from now.  We know that 
what we have done in the past is exactly what put us where we are now.  What we’ll have 
down the road depends on what we do today.  And we need your insights, we need your crea-
tive suggestions and, of course, all of us politicians will have to deal with them and deal with 
the hard decisions.   

Again, I thank you very much for your presentation and I hope that you could also play with 
other scenarios so it could help us.

 



Overview of the Amended Compact Fiscal Procedures, Post and Pre-
Award Requirements, Reporting and Monitoring, & JEMCO 

Hon. Nick Andon 
Secretary, Department of Finance & Administration 

Good morning, everybody.  I hope you enjoyed the reception last night because in a couple 
days we will be working. 

Before I start with my short presentation, I’d like to pay my respects to our traditional lead-
ers, President and Vice President, National Government leaders, State leaders and a very 
warm greetings to all the participants in this 3rd Economic Summit. 

My task today is to provide an overview of the new arrangements under which we will be 
operating during the amended Compact period.  Our guiding document, in addition to the 
amended Compact text itself, is something called the amended Fiscal Procedures Agreement, 
or FPA.  This document was negotiated concurrently with the rest of the economic assistance 
negotiations.  My understanding is that the basis for the FPA was something called the 
“Common Rule” which is the regulatory guideline for U.S. federal grant assistance to the 
U.S. states, and to U.S. associated entities.  Of course, the relationship that the FSM has to 
the US Government under the Compact of Free Association is very different, thus the FPA 
differs from the Common Rule in many of its specific elements. 

As I look around the gymnasium I can see many of the government officials who have al-
ready become intimately aware of the details of the amended FPA.  National and state budget 
and finance officials are already operating under the new arrangements.  The Honolulu-based 
staff of the U.S. Department of Interior, as well as some of their headquarters staff, have pro-
vided briefings on several occasions to relevant officials in all five governments.  Today I 
will provide a summary for the Summit participants.  The Department of Interior has pro-
vided a written paper presenting their position on several key matters affecting amended 
Compact implementation and that paper has been distributed here today. 

As a finance official I truly believe it is beneficial for all of us to understand the broad impli-
cations of the amended FPA.  I also believe we can turn some, if not all, of the new, seem-
ingly restrictive, provisions to our own benefit as we build and improve the financial man-
agement information systems and processes that will be required to achieve full compliance. 

The amended FPA is substantially different than the FPA we used from fiscal years 1987 
through 2003.  Those procedures matched the structure of the original Compact, and were 
less restrictive as a result.  Our amended FPA has been crafted to fit the new structure of 
Compact assistance.  Let me outline the major differences in five categories: 

 Pre-award requirements, 

 Post-award requirements, 

 Infrastructure grant requirements, 

 Joint Economic Management Committee (JEMCO) role; and 

77 



78 3rd FSM Economic Summit 

 Trust Fund Management. 

Following that I will close with a summary of how we are undertaking to achieve full com-
pliance from the outset and how we intend to improve the quality and efficiency of our finan-
cial accountability and management systems. 

Pre-award requirements 

Since the assistance we will receive will be considered grants—subject to an annual request 
process and annual award—we will no longer receive transfers on the first day of the fiscal 
year and subsequent fiscal quarters as we did in the past.  Prior to receiving annual grants we 
must put in place  several things to comply with Article V of the FPA (Pre-Award Require-
ments): 

Multi-Year Rolling Development Plan (our Strategic Development Plan) 

Note that this is the product we will be contributing to this week and that will be finalized 
after the Summit is completed.  It is technically due to the US Government not later than 90 
days after the effective date of the amended Compact.  Effectivity will follow after FSM rati-
fication and signing of an implementing arrangement. 

Annual Implementation Plan 

This is our performance budget and is consistent with the structure of the planning docu-
ments you will produce in this Summit… Ihlen Joseph will provide an overview tomorrow 
morning.  For the annual budget request to the US we must show the allocation to each of the 
six Compact sectors.  And the plans should show the detailed planned performance… as of 
course they do based on our system of strategic goals, activities, and outputs. 

We need to submit this not later than 90 days before the start of each fiscal year; however we 
plan to submit sooner, so that the review and award process within the US Government and 
by the JEMCO can be completed earlier.  We want to increase the length of time our own 
legislatures will have for their actions after grant awards are made. 

The detailed requirements for the budget submission can be readily complied with using our 
own current budgeting system. 

Mid-Year Changes Require Concurrence 

The FPA requires that changes to sector grant priorities or performance goals be concurred 
by the U.S. 

Annual Reporting on Progress 

We will submit annual reports on the use of prior year’s grant assistance and progress of the 
FSM in meeting program and economic goals.  This is both a pre-award requirement and a 
post-award requirement. 
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Post-award requirements 

There are numerous requirements which become binding after sector grant funds are 
awarded.  Firstly, the amended FPA requires certain standards of financial administration.  
The financial management systems used by the Government of the Federated States of Mi-
cronesia shall meet very specific standards for financial reporting, accounting records, inter-
nal controls, budget controls, allowable costs, source documentation, and cash management.  
The Government of the United States may review the adequacy of our financial management 
system at any time. 

We will also report on a quarterly basis.  The required reports are extensive and include both 
financial reports and performance reports.  These reports are due within 30 days of the end of 
each quarter. 

During the implementation of each year’s sector grant awards, there is limited flexibility for 
re-programming up to the lesser of 15 percent of a particular grant award or $1 million.  With 
respect to programmatic changes in performance objectives, we must seek prior approval 
from the US Government. 

Infrastructure grant requirements 

During the original Compact period we had a specified amount of money each year, trans-
ferred on day one of the fiscal year, to be used in accordance with a list of 17 approved cate-
gories of development projects.  Now we have an unspecified sum of money—with a target 
inserted by the sense of the US Congress—to utilize 30 percent of annual Compact grants 
within the infrastructure grant category. 

We must also, prior to approval of any specific projects, develop and submit for review to the 
US Government and Infrastructure Development Plan (IDP).  This document will be re-
viewed in sectoral committees, and then in the plenary.  Of course our draft IDP has been 
through reviews in all of the states and is in near final form. 

In addition to the IDP, for which the US has the role of approving with respect to the planned 
use of Compact funds, we will also need to present individual projects as a part of the annual 
budget process and requiring JEMCO approval to be awarded. 

Following award, cash does not come to the FSM for specific projects until additional condi-
tions are met, and these are going to be very challenging.  These new procedures have not 
been tested yet as we have all of our infrastructure grant request on hold awaiting the IDP 
and subsequent action in the JEMCO. 

Joint Economic Management Committee (JEMCO) Role 

As the JCN Executive Director described this morning, the amended Compact includes pro-
vision for a 5-member JEMCO, with the Chairman and two other from the US Government 
and 2 from the FSM.  Rather than summarize the role, I want to describe the precise role as 
defined in the amended FPA.  The JEMCO has the following responsibilities: 

 



80 3rd FSM Economic Summit 

 Review the Development Plan and other planning and budget documents of the Gov-
ernment of the Federated States of Micronesia, and monitor the progress made by the 
Government of the Federated States of Micronesia toward sustainable economic de-
velopment and budgetary self-reliance in relation to its written goals and performance 
measures; 

 Consult with providers of United States Federal Grant programs and services and 
other bilateral and multilateral partners to monitor the use of development assistance 
from all sources as it relates to the allocation of financial assistance under the Com-
pact, as amended; 

 Review Audits called for in the Compact, as amended, or this Agreement and actions 
taken or being taken to reconcile problems and qualified findings; 

 Review performance outcomes and other reported data in relation to the previous 
year’s Grant funding levels, terms, and conditions; 

 Review and approve Grant allocations and performance objectives for the upcoming 
year; 

 Review and approve any change proposed by the Government of the Federated States 
of Micronesia to the sectors to receive economic assistance set forth in Title Two of 
the Compact, as amended; 

 Evaluate progress, management problems and any shifts in priorities in each sector, 
and identify ways to increase the effectiveness of United States assistance; 

 Review quarterly trust fund investment reports; 

 Comment on the comprehensive report prepared by the Government of the Federated 
States of Micronesia as required by section 214 of Title Two of the Compact, as 
amended, before it is submitted to the President of the United States; and 

 Stipulate special conditions to attach to any or all annual Grant awards to improve 
program performance and fiscal accountability, and ensure progress toward macro-
economic goals. 

Trust Fund Management 

The amended FPA includes provision for the role of the JEMCO oversight of the Trust Fund; 
however, there is also an additional “Agreement Regarding a Trust Fund” among the subsidi-
ary agreements that form a part of the amended Compact package. 

I will only briefly mention that the Trust Fund will be jointly managed and the effort we must 
undertake to provide the administration and reporting will require an increase in effort for the 
FSM as a whole.  My understanding is that the actual Trust mechanism is under develop-
ment, but cannot become effective until the amended Compact is effective. 

For the time being, we have set aside into secure investments approximately $27 million to 
be ready to deposit into the Trust Fund not later than September 30th this year. 
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Achieving Full Compliance 

Having completed my overview of the amended FPA, let me proceed to a discussion of our 
current capacity to fully comply with the requirements and the resource implications of full 
compliance.  Firstly, I want to say that the finance and budget officers in all five governments 
are making every effort to fulfill all of the requirements and we are generally in compliance 
after the first full quarter of funding support.  For the first quarter of FY2004—from October 
to December of 2003—we submitted our first quarterly report for the FSM on January 30th, 
meeting the deadline of 30 days after the end of the quarter.  Those reports are, to say the 
least, lengthy and difficult to produce.  The submission included 4 specific financial reports 
and a single, comprehensive, performance report. 

With respect to the financial reports I can say with confidence that the coverage of the reports 
and the contents of the reports were fully compliant with the FPA requirements.  If there 
were any difficulties or minor inconsistencies, it was the result of the fact that we received 
the first quarter funding after the quarter began, in the form of a special grant award, and our 
own internal use of the funds required additional approvals and inter-governmental agree-
ments.  In future, we expect that process to run more smoothly. 

With respect to the performance reports I will say that we continue our dialogue with the 
relevant officials in the U.S. Government to refine the format of the reports; however, we 
made substantial progress in reporting on as required for performance outcomes and outputs 
in all sectors utilizing the first quarter of FY2004 special sector grant awards. 

For all of our reports and the effort undertaken to achieve compliance, it is clear that we will 
require additional resources and, to be more efficient, we need better financial information 
management systems.  We cannot rely upon budget and finance staff working around the 
clock during the 30 days after the close of each quarter.  With better systems we will be able 
to achieve even better results on a more timely basis. 

Let me be clear that when I say we need better systems I am not talking simply about techno-
logical solutions.  I am talking about improved software and the hardware required to operate 
a modern fund accounting package that will also work seamlessly with our performance 
budgeting system.  But perhaps most importantly, I am referring to the human side of our fi-
nancial management systems.  We need improved performance through sound recruiting 
practices and placement of trained accountants in each of our finance departments, increased 
training and staff development, improved management skills and utilization of modern man-
agement practices. 

To put these thoughts into action, the national and state budget and finance officers have con-
sidered the implementation of an “Accountability Improvement Project,” working in collabo-
ration with our public auditors.  I hope that this activity will be endorsed in our Summit and 
will receive the financial support needed to accelerate our efforts. 

With that let me close for now and thank you for your attention. 

 



PLENARY DISCUSSION 
ALIK ALIK:  Thank you, Secretary Andon.  If you can please remain up here in case we 
have any questions.  But before we move on, let me on behalf of all of us thank Secretary 
Andon for his presentation.  As you may note, most of the items covered in his presentation 
have been shared with his counterparts in the States but I’m sure some of you may have 
questions on some portion of his presentation.   

I also would like to take this opportunity to thank the representatives from DOI and OIA for 
the paper that they have distributed.  Some of the items covered in this report were touched 
on by the Secretary.  So use the presence of the representatives from DOI and OIA in the 
case that you have any questions in relation to their paper.   

May I kindly ask the Secretary to please come in front, and if there are any questions. 

NICK ANDON:  Let me try and if I can’t answer your questions I’ll write them down and 
then we’ll find the best person to do that.  So now it’s time for questions. 

JOHN MANGEFEL:  Actually I have two  questions.  My first question was that under the 
first Compact we were supposed to provide annual reports.  We did or if we did we did a 
very poor job of submitting annual reports and yet the money still kept coming.  So my ques-
tion is, under the second Compact I take it that no annual report, no money.  Is that how it 
will—you may have said something like this but I didn’t hear it, I’m sorry.  What happens if 
we did not submit, like in the first Compact, the annual reports you are referring to.  What 
happens to your next year’s funding under the second Compact? 

NICK ANDON:  Thank you for the question.  Let me try to answer.  First of all, in addition 
to the annual report, the FSM is also required quarterly reports and we’re talking about finan-
cial and performance reports.  In the FPA, the U.S. can withhold funds if we do not comply 
with this requirement.  So it’s up to the U.S. or it’s up to us.  If we want to get the funds, then 
we submit the reports or we comply with the grant requirements.  I hope that answered you 
question. 

JOHN MANGEFEL:  Okay, thank you.  My second question was let’s assme that everything 
goes along like we plan and it goes to JEMCO and after JEMCO approves the budget, my 
question here will be, is the question going to go direct to each State or its going to come to 
National Government and then National Government distributes it to each State.  That is my 
second question. 

NICK ANDON:  Thank you for the question.  In the Bank of Hawaii—they’re the custodian 
of our funds—we established five different accounts, one for each government, so the cash 
will come through the Bank of Hawaii and Bank of Hawaii will deposit the share of each 
government into the government’s account and then from there we request the Bank of Ha-
waii to drawdown the cash to the States.  It doesn’t come to the National Government.  It 
goes to the States’ designated accounts, either in the Bank of FSM or Bank of Guam. 

BILL ACKER:  Why are we using Bank of Hawaii since they pulled out of the FSM? 
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NICK ANDON:  The question is, why are we using Bank of Hawaii since they pulled out 
from the FSM.  That’s a good question but our accounts have been in the Bank of Hawaii and 
they’ve been doing a good job or great job to be the custodian of our funds.  That’s why we 
leave the accounts there. 

YOSIWO GEORGE:  A point of clarification if you can.  You mentioned that there’s a sense 
of the U.S. Congress to set aside or preserve 30 percent of the grant for infrastructure.  Is that 
what you said? 

NICK ANDON:  Yes, that’s our understanding.  And I think in the document it says the 
sense of the Congress is that 30 percent of the fund will be used for infrastructure.  But I 
think it really depends on our—it’s only a sense of Congress, it’s not a requirement of the 
Congress.  It’s not something that they require that we do that but I think they just said, you 
know, it would be good if we use at least 30 percent of our sector grants for infrastructure. 

YOSIWO GEORGE:  Thank you.  That, perhaps, you know, is a question I would like to ask 
you.  When we say there is a sense of the U.S. Congress in doing so, what obligations or how 
would that influence our decisions in the uses of grants for infrastructure purposes? 

NICK ANDON:  My understanding is that wording, where it says “sense of Congress”, is not 
a requirement.  So it’s up to the FSM to decide how much we’re going to use for each of the 
sectors.  But I guess they just want to indicate in there because they know that our infrastruc-
tures are not that good and we need to spend more money in that sector.  So it’s just like it 
says, it’s a sense, but it’s not a requirement of the U.S. Congress. 

KADALINO DAMARLANE:  How come these rules were not used in the first Compact? 

NICK ANDON:  The question is during the first Compact most of these requirements that 
we’re discussing were not required.  I guess this is something that after the 15-year period the 
U.S. came out and found out that the funds that they gave us were not really used for what 
we were supposed to be using them for.  So that’s why they put additional requirements to 
make sure that the funds are spent properly and we account for every penny of the funds by 
submitting these reports.  Basically I think what the U.S. is looking for is results, that we use 
the funds for something that will result in providing the needed services like health, educa-
tion and infrastructure.   

HIROSI ISMAEL:  Thank you very much.  Perhaps the question I will raise is not directed to 
you but to the co-chairmen.  We heard that the Bank of Hawaii is the custodian of our funds.  
When they divorced us and left for Hawaii, why do we continue to use them?  Can we at this 
venue, forum decide to recommend that we use our own bank or, if not, Bank of Guam? 

NICK ANDON:  Let me try to respond to that.  Of course, Bank of Hawaii left the island but 
the services that they’ve been providing to the FSM from Hawaii compared to other banks, 
they’re doing much better than others.   

The other thing I want to mention.  These Compact funds are not going to be invested or 
they’re not going to be earning any interest because it’s going to be treated like federal 
grants.  Every month we will receive the cash and then from the accounts in Bank of Hawaii 
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we will immediately transfer to the States.  So it will stay in Bank of Hawaii for that long.  
It’s just what we call holding accounts.  The accounts will keep them until the States need 
them and then they’ll transfer them.  But I guess that could be addressed by the Summit if 
that’s the wish of the Summit. 

ANDREW YATILMAN:  With respect to the last question, I don’t know whether the real 
truth is—I mean, with regards to your answer.  I think there are other banks, there are other 
institutions that probably could be custodians of our money.  I’ve had experience with other 
institutions much better than Bank of Hawaii but I don’t have to go into that.  My real ques-
tion is in your presentation it was very clear that a lot is required of the FSM in terms of re-
porting and before we can even receive our funds we need to comply with a lot of require-
ments.  Let’s bring us home and talk about the system in the FSM.  What can be done to 
make sure that that process in the FSM moves, that when things are required of us that the 
information is disseminated or is trickled down to the States on a timely basis?  Because we 
all know—and I can almost guarantee that this is not the first time that this issue is brought 
up.  It’s been brought up in many forums in the past.  That we need to do something about 
the bureaucratic red tape, about things coming through the National Government and they 
get, you know, passed down to the States very, very late.  What can we do in a forum like 
this to make sure that that is put behind us and perhaps not to be brought up again in the fu-
ture about how we resolve this thing, you know, things coming through the National Gov-
ernment.  They sit on somebody’s desk, don’t get passed to the States where things really are 
taking place to make sure that the reports that are required are done because we’re informed 
on a timely basis.  What can we do? 

NICK ANDON:  I’ll try to answer the question but I guess what we can do is improve the 
performance of the National Government departments to ensure that we serve the States 
when the need arises.  As you know, the requirements that I discussed during my presenta-
tion are requirements under the Fiscal Procedures Agreement.  So it’s not something that the 
National Government just came up with and said, okay, you’re required to submit the reports, 
you’re required to do monitoring.  It’s required in the Agreement.  So we’re trying to comply 
with the Fiscal Procedures Agreement by implementing whatever we need to implement in 
order to comply with that Fiscal Procedures Agreement.  So we’ve been working with the 
States’ finance and budget offices.  And for your information we’re also looking at the sys-
tems that we have, the financial management system, to improve the performance of that so 
that documents and information can be accessed right away. 

So I guess the short answer is, yes, the National Government departments, not only the De-
partment of Finance and Administration, but all the departments, we need to work together 
with the States in order to comply with the Compact and at the same time providing assis-
tance to the States when they need it. 

If you don’t have any more question-- 

SENATOR JACK FRITZ:  I have if you would allow me, Mr. Secretary, way over in this 
corner.   
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I only have two concerns and one pertains to the Trust Fund, second, to the procedures in 
which all of these funds will be transferred from the U.S. down to us in this country. 

In the past, of course, we did have that Internal Budget Procedures Act which all of the States 
and the National Government enacted into law which basically set up the system for the 
funds to be transferred from the U.S. all the way down to wherever they go.   

I know that particular bill is still pending in the Congress.  I don’t know what’s happening in 
our States but without that I don’t know how we’re going to move the funds.  And I want to 
know how many States have passed it and, of course, I know that in the Congress it’s still 
pending and hopefully this session Congress can do something with it.  But the legislation 
must be the same.  We agree on it and everything else and then all of us pass it and we’re all 
bound by it.  It’s one of those unique legislations which is exactly the same for all because it 
pertains to the same source of money.  That’s one. 

The second question concerns to me the most important part of our livelihood and that is the 
existence of the Trust Fund.  You’ve reported that we are a little bit short and I’m just won-
dering what is the administration trying to do to ensure that we do have the necessary 
amounts since time is running away from us pretty fast and if there is a proposed course of 
action I think we need to know.  We have to share because that is very important to the future 
of this country after the 20-year period has gone by.  And in that connection, may I request 
that whatever information you share with us be the first and final because we did get reports 
from officials of your department that gave us conflicting statements as Members of Con-
gress.  And I hope what you’re telling us is the final statements on that issue. 

I say that because I was informed that we already had the $30 million.  Now you’re saying 
we don’t have it.  So what is the problem?  If you don’t have the answer now, tomorrow or 
the next day, there’s time.  But get the right answer and give it to us.  Thank you. 

NICK ANDON:  Maybe I’ll get the right answer later on but let me just try to respond to 
what Congressman Fritz said.  First, regarding the procedures that we use for the implemen-
tation of the grant funds.  Basically what we’re doing now is we’re waiting for Congress to 
approve the Internal Finance and Budget Procedures.  But in the meantime we are sharing the 
FPA, whatever is required in the Fiscal Procedures Agreement, whatever is required in the 
Notification of Grant Awards, those are the documents that we forward to the States and say, 
these are the guidelines, these are what you all use in order to obligate or use the funds until 
the States will come up with the procedures.  But we hope that whatever procedures the 
States will come up with will mirror the procedures that Congress will approve because basi-
cally the procedures that we submit to Congress is we took whatever was in the FPA and put 
it in those procedures.  So that’s what we really need to do. 

The second one regarding the Trust Fund.  Some of the States have not really come through 
with their pledge or required contribution.  That’s why we’re short.  Hopefully we can re-
ceive donations from other donor countries to donate to the fund so that we meet the $30 mil-
lion requirement.  So that’s what happened.  Some of the States have not really met their re-
quired donation. 
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JOHN MANGEFEL:  You said that out of $30 million we’re still short $3 million.  How is 
that?  Who’s not paying its share in this thing?  With respect to the $30 million that we need 
to put up in order for the United States to put its share into the Trust Fund, and you said that 
we’re still lacking $3 million.  Now what happened?  Can you explain to us what happened 
here?  Why don’t we have that $3 million intact or in its place?  Thank you very much. 

NICK ANDON:  Thank you for the question.  Like I said, some States have not come 
through with their contribution.  Maybe I’ll share the names later on but I think the States 
know that they have not really met their requirement.  But one thing I want to mention is that 
we received pledges from other governments to contribute to the Trust Fund so we hope that 
that pledge will come through so that when we receive it then we should be able to come 
close to the $30 million that we’re required to contribute.  But to answer your question, again 
I have to say in general that there are still two States that have not contributed fully to the 
Trust Fund. 

JOSEPH KONNO:  Thank you.  Mr. Secretary, I’m not sure if you’d be the proper person to 
answer this but I’m referring to the document that was passed out that says, Outside Papers.  
Comments of the U.S. Department of Interior, and that’s on the last page regarding those sec-
tors that will be transitional.  We seek clarification on the whole issue of transition where it 
relates to the main agreed document with the U.S. Government.  Where does that transition 
show in the main document? 

NICK ANDON:  I think you’re talking about the capacity building, the transition plan or re-
quirement under capacity building? 

JOSEPH KONNO:  Yes, Mr. Secretary, it says, capacity building, environment and private 
sector development grants will be transitional. 

NICK ANDON:  Okay.  Regarding the capacity building, that’s really the position of the 
U.S.  So we have representatives from the U.S. here but that’s their position that we need to 
come up with a transition plan and we need to transition out that $10.some million from ca-
pacity building to local revenue.  I guess that’s the intention.   

For the private sector grants, I think it’s almost the same.  After review of the budget that we 
submitted, the notice that some of those programs to be funded under that sector were not 
really for private sector so I think we have already resolved some of those, but it came with 
questions and we passed them on to the States and the States provided the information.  For 
example, I think we have two projects for Kosrae.  They’re approved because of more justifi-
cation provided by Kosrae.  And also for Chuuk.  There was one that is funded under the en-
vironmental sector is also approved by OIA.  And I think under the education sector for 
Pohnpei, Library.  So going back to your question regarding the transition plan, that’s the po-
sition of the U.S. 

ANDREW YATILMAN:  I want to take us back to the Trust Fund.  It seems to generate a lot 
of interest.  I do have a question.  When you say that there are other entities outside the FSM 
that have pledged their possible input into the Trust Fund.  My question is, would the other 
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two States which have already put in or pledged their money, would they be given the chance 
to make up the shortfall?  Thank you. 

NICK ANDON:  Thank you for the question.  I guess that’s what we’re hoping, that the 
States from now until September 30, the two States that have not met their contribution re-
quirement, would be able to meet between now and September 30.  It’s very critical because 
like I said if we do not have the $30 million then the U.S. will not put in their share of, I 
think, $60 million.  So that’s something that we have to do as soon as possible.  But hope-
fully like I said, we will receive donations from donor countries in case the States will not be 
able to come up with their required donation because of cash flow problems, then hopefully 
the donation from other countries will come through so we meet that $30 million.   

ANDREW YATILMAN:  Mr. Secretary, but my question is whether or not the other two 
States that have already put in their share, will they be given the opportunity to make up that 
shortfall?  That’s the question that I asked. 

NICK ANDON:  I’m sorry, I misunderstood the question.  The question is if the two States 
that have already met their requirement, can they be given the opportunity to contribute more 
to make up for the shortfall.  My answer is, of course, yes.  Because the only amount of 
money that we’re really worried about is the $30 million.  If other States can contribute more, 
in which it already happens, then that would be fine because we know that we will meet the 
$30 million requirement.  I may be wrong but that will be my answer. 

ALIK ALIK:  If we can have one more question on that side.  But on that subject matter, the 
National Government is working very closely with those two States that have not fulfilled the 
requirement, the amount that they need to put up.  I would not like to pre-empt the position of 
the other two States by asking the other two that have put up their amount at this stage, but I 
can assure you that the National Government is working closely with those two particular 
States if we can get that going.  If I can entertain one more question from that side. 

JOSEPH KONNO:  Thank you very much.  Mine is in line with the earlier question and I’m 
not sure if Secretary Andon will answer it but he answered earlier that it was the position of 
the U.S. Government for the three sectors.  But is that part of the new Compact agreement? 

NICK ANDON:  If you look at the amended Compact legislation and if you look at the 
amended Fiscal Procedures Agreement, the requirements for the transitioning or the transi-
tion plan is not there.  But my understanding is when the budget was reviewed by the antici-
patory task force, or pre-JEMCO, they came up with the agreement that we have to imple-
ment a five-year transition and also to transmit the transition plan.  So it was a result of a re-
view by JEMCO and it was a decision by the U.S. that we implement the five-year transition. 

JOHN MANGEFEL:  You said we already—going back to the $30 million question—you 
said that we already have $27 million of the funding. 

NICK ANDON:  Yes, right now we have $27 million. 

JOHN MANGEFEL:  And so where we are holding on that $27 million is that going to be in 
order to get the other $3 million so we can invest it?  Is that it? 
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NICK ANDON:  Yes, the $27 million is in safe accounts waiting for— 

JOHN MANGEFEL:  --so it is in the account and it is earning interest at the moment?  That’s 
my question. 

NICK ANDON:  I’m sorry.  It’s not in the Trust Fund Account because the Trust Fund Ac-
count is not yet established but it’s in our accounts. 

JOHN MANGEFEL:  Okay.  Then my question is why can’t we put that right now in the 
Trust Fund and start earning a little bit of interest while we’re going back and forth in how to 
get the $3 million to make that amount?  Thank you. 

NICK ANDON:  I think the problem right now is the Trust Fund Account is not yet estab-
lished so we cannot really put in there.  Hopefully it will be established soon so we can just 
take the $27 million we have and then put it in there and earn interest. 

ALIK ALIK:  Thank you, Secretary Andon.  I see a lot of hands raised up.  If I can entertain 
two more, one from Senator Lokopwe and one from this side then after those few questions 
then we’ll go on break for seven minutes.  I would like to encourage all participants to come 
back within seven minutes so we can start the second presentation.  That will be the last one 
for this morning.  The committees need a lot of time so I would like to see if we can wrap up 
things before time so we can have the committees have their lunch and break up for their 
meetings. 

SENATOR MATHEWS LOKOPWE:  My question is relating to the IDP, infrastructure de-
velopment plan.  I’d like to ask whether the State legislatures are mandated to review and 
approve the IDP before it goes to the so-called animal JEMCO? 

NICK ANDON:  I guess I will refer that question to a legal person because I really don’t 
know whether that plan has to be approved by the State legislatures or the Congress.  I’m 
sorry, I cannot answer that question. 

VICE PRESIDENT KILLION:  Yes, the IDP, as I mentioned in the opening statement, is one 
document that is needed to be endorsed as a whole.  As most of you know, the Department of 
TC&I of the National Government, along with some of the experts, almost two years ago 
they went through all the States in the formulation of this plan or in the identification of ur-
gently needed infrastructure projects in each of the States.  And they went through the first 
round, they identified projects, they discussed with the various government officials in the 
States—I presume both legislative and executive officials in the identification of these pro-
jects, after which they came back and that listing was further refined and there was more in-
teraction and a draft report was sent to each of the State legislatures, including the Gover-
nors, for reaction.  And I think based on that the listing was further refined and finalized.  So 
I presume that the inputs from all the States were already taken into account that came into 
the final draft that we have before us.  So with regard to your question, Senator, you’re ask-
ing whether that whole plan for the FSM or the component for each of the States to be en-
dorsed by the respective State legislatures?  Is that what you’re asking? 

SENATOR MATHEWS LOKOPWE:  The component for the States. 
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VICE PRESIDENT KILLION:  We’re hoping that at this conference we will bless that IDP, 
assuming that that has been reviewed by all the States.  And I know it has been. 

SENATOR MATHEWS LOKOPWE:  Thank you, Vice President Redley Killion.  As we all 
know, our lives are at stake during this Compact II period.  And we represent the grassroots 
people, the grassroots level.  We understand their needs.  So as the Senators and Representa-
tives from the States, we need to bring in the interests and the desires of our constituents in-
stead of deciding from National Government down to the State level.  And after I read the 
plan that was prepared by the National Government, I found out that some of the proposed 
projects were not properly fit to our needs in the outer islands, especially in the islands which 
I represent in the Senate.  And I hope that you give us a chance to review.  So far now we 
haven’t reviewed that plan yet.  Please give us a chance to review so we have our input in the 
process.  Thank you. 

VICE PRESIDENT KILLION:  Again, I hate to belabor the point but the process for the 
identification of the projects was done at the State levels and I know that the draft was sent to 
all the Speakers, the President of the Chuuk Senate, as well as all the Governors, for their fi-
nal review.  This was about two months ago.  And some States responded, some were acqui-
escing, so again I believe that those projects as identified in that plan represent the priorities 
of all the States, including the National Government. 

ALIK ALIK:  As I mentioned earlier, we’re going to go on break soon.  But before we do 
that, if I can give Ambassador Dinger the floor. 

U.S. AMBASSADOR LARRY DINGER:  Thank you for that opportunity.  Just responding 
briefly to a couple of issues.  On the Trust Fund, Mr. Mangefel asked a question about when 
that could begin.  The Trust Fund cannot begin until the Compact is ratified.  And two States 
plus the FSM Congress have not yet ratified it.  So we await you. 

On the other issues, including the transition plan, Tom Bussanich and Steve Savage—why 
don’t you stand up—they’re from the Department of the Interior and I’m from the American 
Embassy and please contact any of us during these next couple of days and we can talk to 
you at length about what the issues are concerning the transition plan. 

The Compact, as negotiated, is very clear.  Thank you. 

ALIK ALIK:  Thank you, Ambassador Dinger.  I promise this is going to be the last ques-
tion.  Now I give it to Senator Primo. 

SENATOR PRIMO:  Thank you, Chairman and co-chairman.  (Spoke in Pohnpeian paying 
respects to Wasa Lapalap Soangoro oh traditional chief koarusie.)  I have two points if I may 
raise.  One regarding the IDP.  I’m very much in line with what the other Senator said.  I’m 
sorry to say that Pohnpei did not really participate in that information-gathering because of 
protocol problems.  Now that we have a plan in place I wonder if this get-together can treat 
that still as a draft to give us time at the State level to put in our input as our priorities.  That 
is only a simple request, if I could make. 
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Second, I really think we have to really focus and consider the first step first.  We must ap-
prove the Compact before we start anything else.  I kind of caught that in the Ambassador’s 
statement that the approval is important.  So with that, I consider the first step first within this 
Nation.  The U.S. has finished theirs.  I think we have to coordinate and do ours before we 
even go further.  Thank you, everybody. 

ALIK ALIK:  Thank you very much, Senator.  It is not out intention to limit the number of 
questions but I’m sure during the break or at any time, feel free to talk to the Secretary to 
provide clarification on some of the matters that were covered in his presentation.  So I 
would like to suggest that we break for seven minutes and please come back within seven 
minutes so we can resume our second presentation this morning.  Thank you very much. 

 



The Strategic Planning Approach: Linking the SDP to the Annual Budgets 
Mr. Ihlen Joseph 
Assistant Secretary, Department of Finance & Administration 

(Greetings in Pohnpeian)  My part this morning is to give a brief overview of the planning 
process in the FSM, the planning system, the strategic plan and then the need to allow flexi-
bility for the States and in the entire process to conform with existing legislation.  And please 
don’t watch me, you’re supposed to be watching the slides. 

As you know, within the last ten years the Nation has had a series of what we called eco-
nomic summits, both nationwide and at the State levels.  The 1st Summit was held in 1995 
and the purpose of that Summit was for the leadership to get together and look at the adjust-
ment needed to face the realities at that time.  The second and the final stepdown under the 
first Compact funding happened during that time.  And as a result of that Summit the leader-
ship agreed to implement what we call the Public Sector Reform Program of which the Early 
Retirement Program was a major component of that decision-making.  As we all know and as 
indicated by Dr. Papanek yesterday, we achieved the purpose by reducing 25 percent of the 
wage bill from the public sector so we had achieved our purpose. 

Following the National Summit a series of State summits were held, again to detail the work-
ings necessary to complement the National Summit.  And in all those processes we began 
planning by sectors.  Summit committees were established and then we started talking about 
strategic planning and those were objectives, strategies and identification of projects.   

When I visited the States in the last two or three weeks many people asked me the purpose of 
the 3rd Summit because a lot of you feel that the 1st  and 2nd Summits, the results, nothing 
happened.  It is true.  You will note in the presentation what was lacking and what is lacking 
is that  there was no mechanism established to continue monitoring.  So my belief is that the 
First Summit achieved some things but failed in implementation and monitoring processes.   

The 2nd Economic Summit was held in 1999 and the purpose was to build on and continue 
the reform momentum that started or resulted from the 1st Summit.  The second is that’s 
when the Nation began focusing on the need, ideas and objective of renegotiation on eco-
nomic provisions of the Compact.  Also resulted from the summit was the creation of EPIC 
and I think EPIC stands for Economic Policy Implementation Council consisting of the 
President, the Governors and the Speakers of the National Congress and the legislatures.  
There was a lot of talk.  There was a lot of good ideas that resulted from the Summit but the 
failure is that the leadership and the technical people failed to link the decisions made into 
the annual budget process.  So the point is that we failed in implementing the decisions made. 

This is our 3rd FSM Economic Summit and the purpose is to build awareness of the amended 
Compact and the likely economic impact.  And yesterday and even this morning, we’ve 
heard about this amended Compact and most especially the Fiscal Procedures Agreement re-
quiring post- and pre-reporting, budgeting and so on.   
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The second purpose of this Summit, and we need to really think about that objectively, is we 
need to achieve and build consensus on the overall economic strategy for the FSM, at least 
for the next ten years, and can be extended for the next 20 years under the amended Compact 
period.   

And it is also hoped that an outcome or an output of this Summit is that we will build and put 
in place a systematic mechanism that will enhance implementation of the planning process.  
The idea is not for us to get together and simply talk, talk, go back, nothing happened.  The 
idea is that we must agree on common policies, on common strategies, on common objec-
tives and missions so that we can work on that and make it a working document, a living 
document at least for the next ten to 20 years.   

So, in sum, the current status of planning in the FSM.  We know that we really are weak in 
implementation and monitoring of the prior Summit outcomes.  We all know and I think that 
the government has decided to put in place and implement a new budgeting concept that is 
known as performance-based budgeting.  But that concept and the new system still need a lot 
of work, a lot of improvement.  And again, the budget people, the finance people cannot do it 
alone.  At the National and State levels we must do it together with the executive jointly with 
Congress or with the legislative bodies. 

As earlier indicated, the amended Compact requires some submission of a performance 
budget.  It also requires of submission of quarterly and annual performance activities.  That is 
a requirement we have gone through the first exercise in submitting to JEMCO and to the 
United States a performance-based budgeting in fiscal year 2004.  And I would agree that we 
didn’t do a good job.  And I would also admit that there is a lot of room for improvement and 
we need to work together.  And I think that an outcome of this Summit will clarify that for all 
governments, both at the National and State levels.   

The second part of my presentation, the planning system, there are two sides to the planning 
system.  One is the Public Policy making process and the other side is the Service Delivery.  
And this is directly linked to how performance-based budgeting works.   

Now, under the parliamentarian system I’d like to use the Government of New Zealand as an 
example because this is a new concept for us.  When you look at the table on this side it says, 
Demand Side.  When the legislative bodies, the Congress and the policy makers, and that is 
the President, the Vice President and the Governors demand deliverables by the implement-
ing agency.   

Now, on the other side it says, Supply Side.  And this group includes the government, in in-
cludes the agencies and also includes private contractors to deliver certain activities of the 
public sector.   

In the New Zealand system, for example, under the parliamentarian system, the parliament 
passes a budget, for example, Department of Finance and then one of the members of parlia-
ment takes over the portfolio and he champions the budget and functions of that depart-
ment—they call them ministries.  So what happens then is when an annual budget is appro-
priated to a department, for example, the Ministry of Finance, the minister for that depart-
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ment purchases—they call it a purchase agreement—that is executed between him and the 
Permanent Secretary for that department.  And what they usually do is they simply outline 
the broad policies on where they want the Department of Finance to be or what they need to 
deliver.  And then the department and the minister will get together and they will negotiate 
that with this $2 million these are deals, the activities that we can deliver and then they will 
sign that purchase agreement.  And during that implementing year, the primary sector on be-
half of the department, is accountable to the minister.  I think when you look that’s what 
we’re purchasing.  The minister purchased deliverables, a group of activities and outcomes 
and outputs that that particular ministry was expected to be delivered.   

If we bring that home, for example, when Congress passed the budget for the Department of 
Finance, the President does have a purchase agreement with the Secretary of Finance and 
vice versa at the State level.  But the important thing is that monitoring must be constant and 
it must be assessed and evaluated on a periodic basis.   

So that is the demand side where the legislators and the policy makers agree or decide on 
what they want to purchase from the implementing agency.  And on the supply side, the de-
partments and agencies and even the private contractors would agree to deliver with the 
amount of money given. 

The demand side and the public policy.  We have implemented a performance-based budget 
and I want to tell you that there is no one single, right performance.  A country, an organiza-
tion determines what format they feel comfortable to work with.   

Now, in the case of the FSM, we have the four-part in our performance-based budgeting that 
is being implemented at the National and the State levels.  When we break down for sector 
committees—and I think there are nine of them—starting this afternoon, you will look at the 
matrices.  For example there is a matrix development proposed for each sector like the educa-
tion sector.  And in that matrix you will notice the sector mission statement.  The mission 
statement is supposed to be a broad statement outlining the objective of that sector and that 
mission statement rarely changes.  That is why it has to be broad and it has to be extended to 
cover many years.   

And then underneath that—and this is important for you to listen and to learn because this is 
what you’ll be talking about in the real work beginning this afternoon.  We have strategic 
goals and the strategic goals are supposed to tell you what is our objective in order to achieve 
or to accomplish our mission in the longer term.  And strategic goals can cover one, two, 
three, four, five years.  For example, over the next five years our strategic goal is to increase 
domestic revenue share of annual total revenue by X percentage.  So if you put five percent, 
that is your objective, that is your strategy.   

Now, going back to the outcomes.  We will address outcome because outcome is the higher 
performance measurement and you must learn this because you will be discussing that in 
your own sectors.  

We have the outcomes and then the policies, the policies made by the decision makers and 
the legislative bodies.  The outcomes and performance measures, outcomes are really moni-
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tored, as I said before, in a longer period of time.  It can be one year, it can be two years, it 
can be three years.  And normally in a normal environment we are supposed to be reporting 
on our outcome measures because they are the real key indicators of how well the govern-
ment is doing n the area of education, in the area of health and all the others as well.  An out-
come must always be quantified.  I just completed the visits to all the States because in most 
of the budgeting, what is submitted, we have outcome and output statements that are not 
quantified.  And you will also note that in the matrices, in the matrix proposed for each of the 
sectors drafted by the technical people, they are planning and that is again up to each State to 
fill in those plans.  But I hope that somehow, somewhere during this exercise the sectors will 
be able to plug in the National outcomes and they must be quantified, they must be actual and 
there must be what we call baseline.  In most cases we are using 02, 03.  If possible, we 
should be using 03 as a baseline and then establish your target level.  And then when we start 
reporting you have the report on the actual deliverables and achievements.  And that’s the 
process that we will be going through within the next 20 years. 

On the supply side and service delivery.  Underneath the strategic goals and the outcomes we 
have the activities.  And the purpose of the activities is what it is that you’re going to do 
within that funding year in order to achieve your strategic goal and then contribute to your 
outcomes at the end of the year.   

And underneath that we have the outputs.  Outputs complete the fourth hierarchy in our per-
formance-based budgeting and output again must be realistic and must be within what you 
can do.  Don’t dream. 

This is a brief outline of the two-hierarchy that we’re talking about.  Outcomes versus out-
puts.  Again, outputs are things that are within your control and we’re looking at now.  In the 
exercise that we’ll be doing today and tomorrow, we will be looking at the National Plan by 
sectors.  But when you translate that to your own State levels, you will note that the sectors 
don’t coincide with the departmental and other implementing agencies, the structural organi-
zation of the program.  So when you do this keep thinking about what’s your department, 
what your department does, what you come in to at 8:00 o’clock in the morning, leave 5:00 
o’clock, five days a week, so many days a year and then you can look back and say, I said I 
was going to produce this many and I can assess my own performance.  So outputs are things 
that are directly under your control or within your power.  Outputs are measured periodically.  
They can be on a daily basis, weekly, monthly, quarterly and even annually.  And they are 
the lowest level of performance indicators.  So when you’re working on the sectoral per-
formance indicators, keep this in mind, that outputs are within our control.  We should be 
able to manage, to monitor, to achieve and report on the output or deliverables for the day, 
for the week, for the month, whatever. 

Outcome measures normally are not within your control because there are external factors 
involved.  To give you an example, I’d like to use the public sector development reform pro-
gram.  In the area of taxation I think one of the most important objectives, outcomes of the 
Nation is to increase share of domestic revenues.  That is a good outcome measure that we 
can talk about.  The activity, what would it require to increase, for example, if this year do-
mestic revenue is 25 percent of the annual projected revenue for FY2004, our outcome will 
be to increase that percentage share.  The activity would be maybe we need to put in place 
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favorable legislation, tax reforms.  And that’s an activity that we need to do.  And the output 
would be the amount of money that we collected at the end of the fiscal year. 

Again, outcome measures are not directly under the manager’s control and they change over 
long periods of time and it is the highest level of performance indicators and are reported, 
monitored and managed over longer periods of time.  So that’s the difference between the 
outcomes and outputs and both must always be quantified. 

So we look at the full planning system.  The demand side is the legislators and the policy 
makers.  You should be making good policies and good laws that will provide a favorable 
environment.  And you should be demanding outputs, achievements from the supply side, 
which is the government, agencies, and all that. 

This afternoon and tomorrow, as I indicated earlier, we will be looking at all these systems 
based on sectors. And, again, let me repeat.  When you’re doing that, think about your own 
department, your own office in the States, how you can transform what we learn from this 
exercise to the ’07 budget to improve your performance budget for 2007. 

The next slide we look at is what you’ll be looking at in the sector committees.  You will 
have a strategic plan matrix for education sector, there is one for health and there is one for 
private sector development or public sector capacity building.  And in some of those you will 
note that there are blanks under activities.  The experts, the technical people, they just devel-
oped a mission statement and they are in draft form.  And my understanding is that we are 
welcome to review that and if we want to expand to make it more focused or make it more 
conclusive to existing realities we are free to do so. 

Under the mission statement you have the strategic goal and under strategic goal you have 
the outcome measures and there can be more than one outcome measure for each strategy.  
And then underneath that is the activities.  There can be more than one, can be two three un-
der one strategic goal.  And then also outputs under the activities and it can be one, two, three 
or more.   

And at the end what will come out from the Summit when we at least agree to those policies, 
performance measure indicators, the plan will come and they will review it. They will consist 
of the following sections:  an overview of the sector review; the second section will be on the 
demand side that will include the strategic goals, policies and outcomes; and then the strate-
gic planning matrix that will be developed for each of those nine sectors within the next one 
and a half days.  And let me emphasize that this is main menu of the Summit.  And that is 
why we need to do it.  And let me add also for those of you who don’t get involved in the 
annual budget formulation for your government, I would say that this is your opportunity to 
build into those outcome and output measures those mission statements and strategic goals, 
what you think the Department of Education or the education sector should be doing and 
should be delivering over the next 20 years and so on.  And then another section on supply 
side is deliverables and the linkage to the strategic goals.  And also the adoption of the sup-
porting infrastructure projects. 
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Earlier some of us expressed concern about the formulation of the draft IDP.  Let me add to 
what the Vice President said.  What we have today in the infrastructure development plan is 
simply a compilation of project priorities submitted by each State.  We don’t at the National 
Government develop your list of project priorities and I want to make that clear.  So if there’s 
a problem, it is your own internal problem not the National Government.   

Now, why is it that this exercise is so important.  In the 1st and 2nd  

Summits policies were made, projects were identified, strategies and everything.  They were 
good but if you will think back we never linked those policy priorities with the formulation 
of the budget.  In the next 20 years we have no option.  Under the Fiscal Procedures Agree-
ment they require submission of a strategic development plan.  And that strategic develop-
ment plan is supposed to be a rolling plan that the annual budget will be used to update that 
plan.  What that means is that our annual budget from now on, moving forward from here on, 
must be in line essentially with what we decide during this forum, what we’re going to de-
liver.  In the words of the U.S. President, the American taxpayers are investing in the FSM 
and they really like to know what their tax money is being spent for and what is being 
achieved.  So what that means is it’s a whole different arrangement from the first Compact 
and that’s why it is important that the matrix that we adopt from this conference are based on 
realities, something that will guide the annual budget process within the next several years.   

In the final analysis plan process, the FSM should try and build on those only that we decide 
to do.  There are many commonalties in the different sectors, most especially in the areas of 
education and health, environment and so on.  And I think we should capitalize and put em-
phasis because it’s easier for everybody if we establish uniformity.  You will be coming out 
with specific outcome measures and output measures that will drive several years’ budget 
formation.   

And the strategic development plan that we put together during this forum will be the guiding 
document for the annual budget process in the next ten to 20 years.   

The outcome of this Summit, what is expected.  A workable strategic development plan that 
would drive the development of the annual budget.   

And I would propose that when we put together the nationwide performance indicators that 
each of you go back and I think it would be most ideal to develop your own strategic devel-
opment to conform with your existing conditions in each State.   

And so, ladies and gentlemen, we are supposed to break up and go into work and all I can say 
is good luck and God bless you.  Thank you. 
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PLENARY DISCUSSION 
VICE PRESIDENT KILLION:  Thank you, Mr. Joseph for the elaborate presentation.  So 
now I think we have enough time for some questions based on what the Nanken has pre-
sented on the budget process. 

YOSIWO GEORGE:  Thank you very much, Mr. Vice President.  Thanks also to Mr. Ihlen 
Joseph for the excellent presentation.   

I’m looking at the outcomes outlined in the report that was given out.  With all due respect, 
in my view the least objective to me was perhaps the strategies that can bring us to what we 
hope to achieve.  I for one believe and hope that the outcome of this 3rd Economic Summit 
will produce an economy, one that perhaps is based on the high growth scenario, as sug-
gested.  One that would create jobs, one that would generate revenues to support the govern-
ment as well as providing services that the Nation needs.  I therefore—this is just an observa-
tion or a suggestion—that in coining what we hope to have come out from this Summit de-
pends perhaps in my view the kind of struggle that especially the States will have to face.  
With this amended Compact, while in truth resources to be utilized there is still that need, as 
pointed out in his report, for hope to conform and engendering additional revenues to con-
tinue to provide essential services.  How do we get the kind of economy that will improve 
our situation as I believe it’s one that we all in our sectoral discussions will focus on that.  
Hopefully we won’t go back home ignoring what we are aspiring for and how do we go 
about doing it. 

My second point and observation.  It’s important to relate the success of some past attempts.  
One of which is the public reform policy and, in particular, the ER, which has been assessed.  
But to me perhaps it says in a sense the government was reduced but that reduction, as we all 
know, was not permanent.  My own observation again was that the reduction was done on the 
belief that the private sector would have to be involved and create jobs to absorb those re-
leased from the government sector or public sector.  That did not successfully happen.   

I also observed that in the process of implementing that policy and the identification of es-
sential positions that were no longer needed by the government to deal with it there were a 
lot of factors pointing to that.  One of which was instead of looking at the job, the employees 
decide to have early retirement and were also considered participating too.  So it’s not really 
non-essential jobs but rather people who wished to participate in that early retirement.  I’m 
saying all this but perhaps when we finally agree on some objective, a policy decision, in im-
plementation we need to be very technical so that we don’t bring in other factors that may 
influence our growing economy.  I thank you.  (Applause) 

VICE PRESIDENT KILLION:  Thank you for sharing those observations and comments. 

JOHN MANGEFEL:  I believe that part of the discussion, the real part of the discussion 
Ihlen Joseph mentioned that for reduction in the public sector reform of 25 percent.  I have 
no problem with that really.  I think government, as its been proven, is the lousiest business 
people in the world so I have no problem with reducing the government, the public sector.  
My problem here is that definition, does that include those things that should be privatized by 
the public sector like in Yap, for example, they privatized some of the public works and wa-
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ter people and everything they privatized them.  Are they included in this privatization plan is 
my question. 

VICE PRESIDENT KILLION:  May I ask the Nanken to answer that. 

IHLEN JOSEPH:  What’s the question again? 

JOHN MANGEFEL:  You did not elaborate on another 25 percent cut on the public sector.  
Your definition I thought that’s what you said, to reduce the public sector by another 25 per-
cent.  I have no problem with that.  But would that definition include the activities that have 
been privatized in the Sates—in Yap State they’ve done that—and I’m sure they’ve done that 
in Pohnpei and Chuuk and Kosrae.  Are these people going to be subject to that reduction is 
my question. 

IHLEN JOSEPH:  Thank you, Governor Mangefel.  I simply refer to what Dr. Papanek indi-
cated yesterday.  When we went through the public sector reform back in the mid-90’s, a ma-
jor component of that reform was the early retirement program and as a result of that compo-
nent, the public sector in the FSM was able to reduce the wage bill by 25 percent.  If we can 
again do another 25 percent that would be nice.  But right now I can’t tell you.  But simply 
stated, we achieved the objective of the public sector reform program. 

ANDREW YATILMAN:  Thank you very much.  I wanted to ask this question after the first 
presentation when we were talking about Compact requirements but we didn’t have time and 
while I had a chance to speak briefly with Ambassador Dinger, I still think it’s a question that 
needs to be asked by everybody here because I think everybody needs to know.  The question 
has to do with the private sector grant under the amended Compact. 

And the reason I want to ask the question is although maybe a lot of people here already 
know I didn’t know and I wanted to know and I think a lot of people would like to know.  
Under the private sector grant, I guess my question being in that sector or my budget is sup-
posed to be qualified under that sector grant, I find it very difficult to package my budget and 
qualify it under that private sector grant sector.  So I think I need to hear from someone.  
Maybe the DOI people, JEMCO or whoever can explain to all of us how we could package 
our budget so that—in my case as a tourism person I’m seeing that I’m supposed to be pro-
moting private sector development but yet my budget does not qualify.  So I want to hear it 
from the other people that could explain to us what it is that are qualified under the private 
sector grant.  Thank you very much. 

VICE PRESIDENT KILLION:  May I ask the Nanken to address that. 

IHLEN JOSEPH:  Thank you, Mr. Vice President.  Let me try to give my one piece of advice 
on that.  The position that is taken by the U.S. Government is that grants under the amended 
Compact cannot fund all operations or current operations of the government and that is why 
they are indicating that in ’04 we fund some of our government operations under capacity 
building, private sector and environment.  And those are the ones that they’re asking us how 
we are going to transition back because they amount to millions of dollars.  And I know that 
some of the States are incapable now, even within the next three to five years, to absorb back 
those transfers under the domestic revenues.  My understanding of what projects—because, 
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again, amended Compact funds cannot fund directly economic development projects.  That is 
now the interpretation.  It cannot fund economic development projects.  In the area of private 
sector you must develop a project or a program that will really directly promote—not to pay 
for salaries, travel for the Yap Visitor’s Bureau—that will currently contribute to the devel-
opment of tourism in the Sate of Yap.  But it’s not supposed to pay for salaries, travel and so 
on.  And that’s the operation of the Yap Visitor’s Bureau or any of the governmental entities, 
agencies funded by the private sector grant.  For the National Government in ’04, we funded 
the divisions of agriculture and marine resources because we thought that their function is 
simply to assist the farmers and the fishermen in the improvement and development of agri-
culture and marine resources, fisheries.  That’s what they’re saying we should transition out.  
Perhaps the Vice President could elaborate on that but that’s my understanding. 

VICE PRESIDENT KILLION:  Tom, do you have any comment on that?   

NICK ANDON:  Just in addition to the response from Iso.  In the Fiscal Procedures Agree-
ment signed between the U.S. and the FSM it defines what can be funded under all the sec-
tors including private sector and I want to read it.  So if you don’t have a copy of this you 
really have to have a copy of this Fiscal Procedures Agreement.  It lays out what can be 
funded and it says, “The sector for private sector development shall support the efforts of the 
FSM to attract foreign investment and increase indigenous business activity by vitalizing the 
commercial environment, ensuring fair and equitable application of the law, promoting at-
tempts to poor labor standards, maintaining progress toward the privatization of State-owned 
and partially State-owned enterprises and engaging in other reforms.  Priorities should be 
given to advancing the private development of fisheries, tourism and agriculture, employing 
new telecommunications technologies and analyzing and developing new systems, laws, 
regulations and policies to foster private sector development, to facilitate development by 
potential private sectors and to develop business and entrepreneurial skills.” 

So I just wanted to read it because it’s all in this FPA and if you want to find out whether or 
not your project can be funded by under each of the sectors, please read the Fiscal Procedures 
Agreement. 

SENATOR MATHEWS LOKOPWE:  Thank you, Vice President.  I have some comments 
on Mr. Ihlen Joseph’s presentation.  He elaborated more on full planning system so I believe 
what he meant is that the legislators and policy makers have to participate in the planning 
system, planning process.  So exactly what participation?  Exactly what the roles are in this 
planning system?  I’m talking about legislators. 

IHLEN JOSEPH:  Can I invite the budget officer from Chuuk to respond to that, my coun-
terpart? 

Well, the ultimate decision for the annual budget rests with the legislatures and there’s no 
other way.  In the National Government the ultimate decision of the National budget rests 
with the National Congress.  So when you make a decision to appropriate money to imple-
menting agencies, the system that really works is that we go, the departments go to the legis-
lature with a shopping list and in that shopping list they’re supposed to tell you these are 
what we’d like to do and this is the amount of money that we need in order to achieve the 
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deliverables we are proposing.  So in their own process the lawmakers, the policy makers, are 
involved.   

In the larger governments they have agencies specifically designed and assigned to continu-
ously assess market value on the progress of the various components.  Unfortunately, we 
don’t have that.  And that is one thing we need to put in place if we are really serious to im-
plement properly the outcomes of the Summit.   

Now, I don’t know whether I answered your question.  I’d like to ask the other budget offi-
cers from Yap and Pohnpei if you can help us with that question. 

VICE PRESIDENT KILLION:  We’re running out of time and may I just entertain one more 
question and then I encourage those of you who have questions to write them down and give 
them to Patrick or Iso Nanken. 

LIEUTENANT GOVERNOR HABUCHMAI:  My question relates to reporting require-
ments under the amended Compact.  Over the past year we’ve seen a lot of—and the four 
States are overwhelmed with the different reporting format that has been given to us.  Is it the 
understanding that we will be coming up with a uniform reporting requirement in this Sum-
mit?  If that is so, I think Yap would like to see that, that we come up with one that is uni-
form, because over the past months we’ve seen a lot of formats that have been coming to our 
desks and have been given to us.  So I just want to see whether there is a uniform format that 
the Summit will generate.  Thank you. 

IHLEN JOSEPH:  As indicated by Secretary Andon, we are required under the Fiscal Proce-
dures Agreement to submit annual reports, both financial and performance.  Now in the area 
of financial reporting, we have been reporting as required by U.S. federal programs.  So the 
reporting is very similar to what we have been doing for the past years and that is compiled 
by our experts at the National Government when we receive the reports from the States.  But 
what is new is the performance report.  And with the assistance of Economic Affairs we have 
developed a uniform performance report and that reporting format is simply a compilation of 
what you said or indicated in your budgets as offered by Congress or by your own respective 
legislatures.  And that is the one that we are advancing.  And it appears that the National and 
State budget officers and those responsible for compiling the report are doing that report.  So 
we have that reporting going and that’s the one that we’ll be following from here on. 

JOHN MANGEFEL:  Mr. Vice President, I would like to make a very small observation 
here.  I think what I meant to ask is the problem of immediacy because you people at the Na-
tional Government sit here and agree to some romantic or something or some statement 
without really consulting the State people who are doing the work.  It’s like the tourism bu-
reau, you don’t have a tourism bureau here at the National Government so how can you come 
up with a decision if you don’t have one in the National Government?  And yet you ask—not 
only tourism but other matters as well.  With due respect, I apologize but I have to say this.  
These things are still happening now.  

VICE PRESIDENT KILLION:  Thank you very much, Governor.  I think we can say the Na-
tional Government fully supports all States.  Any last questions or comments? 
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JOSES GALLEN:  Thank you, Mr. Vice President I’m not sure whether this is a question or 
an observation but I would request some reaction from the floor.  In this Summit I think the 
National Government and the four States are fully participating and in listening to Iso’s pres-
entation it deals with budget process and preparation.  I’m wondering if such educational 
process or training process can be extended to the other more than 50 governments of the Na-
tion which are the local governments.  Perhaps my question is, where do the local govern-
ments stand in this whole process?  Thank you. 

VICE PRESIDENT KILLION:  Well, all local governments are part of the State govern-
ments and all State governments are part of our Nation.  I think that’s the straightforward an-
swer. 

As I indicated, those of you who still have questions, you can write them down and give 
them to Patrick or Iso and they can try to answer those and give the answer directly back to 
you.  So at this time I’d like to turn over the mike to Patrick to make some announcements.  
Before that, I ask my colleague to make one more announcement. 

 



BACKGROUND PAPERS 

3rd FSM Economic Summit Briefing Paper 
This briefing paper reviews the need to further develop the FSM economic strategy through a 
comprehensive process of deliberation and participatory review.  The paper first reviews the 
role of the 1st and 2nd Economic Summits in the FSM and then provides the rationale for 
holding the 3rd Economic Summit.  An important feature distinguishing the 3rd FSM Eco-
nomic Summit from its predecessors is the identification of a detailed and immediately rele-
vant strategic planning matrix with clear and direct linkages to the annual performance budg-
eting process of the national and state governments. 

The Role of the Economic Summits in the FSM 
The Economic Summit process, introduced in the FSM in 1995, has contributed significantly 
to the development of a coherent economic strategy for the entire nation.  The 1st FSM Eco-
nomic Summit, and the four State Economic Summits that followed, resulted in significant 
improvements in economic management and adoption of an impressive policy reform agenda 
for the national and state governments.  Partly as a result of that event, the difficult fiscal and 
economic reforms to adjust to the second Compact step down were implemented.  While the 
2nd FSM Economic Summit also advanced the cause, its timing, following on the heels of a 
significant and painful reform period and just in advance of a period of increased Compact 
funding levels led to less substantial, while still positive, outcomes. 

To-date, the Summit process can be credited with providing the direction and resolve within 
the FSM to face rapidly changing fiscal and economic realities.  The Summits were highly 
participatory, involving months of technical preparations in each state and with inputs from 
government, the private sector, non-governmental organizations, and the community at-large.  
The Summits led to: 

 Broader and deeper understanding of the declining fiscal position in the FSM; 
 Increased political will to embark on a course of public sector reforms; and 
 Broad-based support for a more coherent economic strategy and requisite eco-

nomic policy reforms. 

Lessons Learned and the Rationale for the 3rd FSM Economic Summit 
One lesson from the 2nd FSM Economic Summit is that timing and the immediacy of the 
need for proactive policy making are important.  Having the Summit in a period without a 
significant and widely understood change in the economic realities facing the nation led to a 
certain degree of complacency in the reform implementation process.  Similarly, having the 
Summit in the wake of several years of reform and fiscal austerity also affected the ultimate 
outcomes. 

A second lesson is that there must be clear mechanisms in place so that national and state 
policy makers can readily implement the priority outcomes of the Summit and so that pro-
gress can be efficiently and effectively monitored.  The Department of Economic Affairs 
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made early efforts to track progress after the 2nd FSM Economic Summit and reported 
through an updated policy matrix presented to the Economic Policy Implementation Council 
in 2000 and 2001; however, the format of the materials endorsed by the 2nd Summit partici-
pants was not conducive to clear implementation and the monitoring mechanism proved to be 
unmanageable. 

Looking forward, it is clear that paying for the substantial cost of holding the 3rd FSM Eco-
nomic Summit is only justified if there is a compelling—and relatively immediate—need for 
modifying the nation’s economic strategy and the policy framework in which the National 
and State Governments manage their financial and human resources.  Given the current cir-
cumstances facing the FSM, the compelling rationale for convening a Summit has two key 
components. 

First, the FSM is, in fact, facing profoundly new economic realities with the terms of the 
amended Compact having been determined following a long period of negotiations.  It is an-
ticipated that at the time of the 3rd Summit the FSM will be in the midst of year one of a 
twenty-year package under the amended Compact.  With the onset of implementation of the 
amended Compact, immediate transitional adjustments are going to be required of the FSM 
governments.  Of highest priority is enhancing awareness of new provisions within the eco-
nomic package and the fiscal accountability procedures required for effective implementa-
tion. 

Second, stakeholders throughout the FSM must review and endorse an FSM-wide Strategic 
Development Plan (SDP) and the FSM-wide Infrastructure Development Plan (IDP), con-
firming the route toward economic prosperity and self-reliance over the next twenty years. 

Objectives of the 3rd FSM Economic Summit 
With all of the above in mind, the objectives of the Summit are to: 

Build awareness of the structure and projected impact of the amended Compact economic 
package, including: 

 understanding the fiscal adjustment and revenue reform implications stemming 
from partial inflation adjustment and annual decrements to the sector grants; 

 understanding the impact on government operations of the sector grant approach 
and the federal program (partial) cash-out; 

 understanding the resource allocation implications for public sector manage-
ment; 

 understanding the risk of the modified accountability provisions. 
 Achieve consensus on an overall economic strategy to support sustained eco-

nomic growth, including: 
 understanding and endorsing an FSM-wide Strategic Development Plan1; 

                                                 

1  Article V 1(a) of the new Fiscal Procedures Agreement requires that the FSM develop and submit to the U.S. 
government no later than 90 days after the effective date of the amended Compact, a Strategic Develop-
ment Plan (SDP) to guide the use of resources, including annual sectoral grants under the Compact. The 
SDP must be strategic in nature and “shall identify the goals and broad strategies of the Government of the 
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 understanding and endorsing an FSM-wide Infrastructure Development Plan2. 
 

Improve monitoring mechanisms to enhance implementation of policies and programs to 
support economic growth: 

 develop a strategic planning matrix directly linked to annual performance budg-
ets; 

 specify quantifiable outcome measures for each sector’s strategic goals and 
measurable outputs to be delivered in order to achieve desired outcomes; 

 clarify institutional responsibilities for monitoring and implementation at the na-
tional, state and local levels; 

 assign responsibilities for compiling and consolidating reports on progress in 
achieving strategic goals. 

 

The Role of Summit in Endorsing the IDP and SDP 
The most important inputs into the 3rd FSM Economic Summit will be an updated report on 
actions taken pursuant to the 1st and 2nd Summits, together with documents reflecting the ex-
tensive policy development undertaken in key sectors since then.  Each sector working group 
will begin with a “draft chapter” that will, through a participatory process, be modified and 
eventually endorsed as a part of the FSM Strategic Development Plan.  In the case of the In-
frastructure Development Plan, a draft IDP is being produced for review and endorsement by 
the Summit. 

In addition to establishing a forward vision through the Strategic Development Plan, evalua-
tory mechanisms within each sector will allow the FSM to monitor economic growth.  
Clearly defined, quantifiable outputs will provide a basis for the government’s policy plan-
ning, budgeting and operations. 

Most importantly, the Strategic Development Plan and Infrastructure Development Plan will 
provide a comprehensive economic strategy for the FSM at a critical time in its development 
as an increasingly self-reliant nation.

                                                                                                                                                       

FSM to promote economic advancement, budgetary self-reliance…”  The FSM governments’ annual budget 
requests will be the annual implementation plans for the SDP; therefore, activities and outputs for which 
funding is requested in the annual budget will be tied to the strategic goals and outcome measures set forth 
in the SDP. 

2 The draft IDP, being developed now primarily on the basis of the extensive work of the Nathan Report, will 
stress the linkages across sectors, and as such may be modified by the outcomes of the Summit process. 

 



 

 
 

 

Federated States of Micronesia 

Summit Background Paper 
Economic Developments: 1

 
 

Prepared with funding support from: 

FSM/National Strategic Development Plan (ADB T.A. No 4171-FSM) 

 

987-2003 
 

 

March 2004 

114 



Economic Developments: 1987-2003 
Economic Performance 

1. ECONOMIC GROWTH 
1. Developments in the FSM economy need to be analyzed in the light of the Compact 
of Free Association with the United States, which commenced in FY1987 and resulted in 
large external transfers to support the operations of Government and public sector invest-
ment.  The structure of the Compact economic assistance, to last 15 years until 2001, was 
front-loaded with two stepdowns after 5 and 10 years entailing a 15 and 22 percent reduction 
in base grant funding.  The transfers were only partially indexed to US inflation, resulting in 
a real reduction in resource flows amounting to an annual average decline of 4 percent.  Pro-
vision was made for a further two years of funding through FY2003 should renegotiation of 
the expiring economic sections of the Compact remain incomplete, but at the average level of 
funding during the first 15 years.  The original Compact period thus incorporated three large 
distinct fiscal shocks and challenges to the economy: two negative requiring substantial 
downward adjustment and a third “bump-up” in resources requiring measures to limit unsus-
tainable increases in public expenditures. 

2. In 1987 the FSM economic structure was heavily dominated by Compact flows, sup-
porting a level of Government expenditures that represented 88 percent of GDP.  The eco-
nomic structure was simple, with a private sector dominated by non-traded goods production, 
virtually no export activity, and a small, nascent tourism sector.  Against this background de-
velopments in the economy can be divided into three periods: 1987-95, 1995-99, and 1999-
03.  The initial period saw strong growth in economic activity as the economy adjusted to 
increased flows and grew by an annual average rate of 3.9 percent in real terms (see Figure 1 
for annual developments).  While growth of the government contribution to GDP was modest 
and grew by an average of 1.4 percent, the private sector recorded an impressive annual 
growth of 6.5 percent.  While private sector activity was strong this did not reflect growth in 
the traded goods sectors or the emergence of significant export activities.  The growth repre-
sented the emergence of a modern cash economy as non-traded goods production expanded 
to meet growing demand and resources were attracted out of the subsistence sector.  The first 
stepdown in Compact funding, in FY1992, was adjusted to with relatively little pain, in part 
because expenditures had not fully adjusted upward to the new levels of funding.  Further, 
borrowings against future flows through the issue of Compact-backed Medium Term Notes 
(MTN) to fund public enterprise investment in the fisheries sector enabled levels of expendi-
tures to be maintained through much of the second five-year period of Compact assistance. 

3. However, the second stepdown in FY1997 was both larger in magnitude and required 
a painful adjustment.  Supported by an ADB Public Sector Reform Program Loan, an Early 
Retirement Program was initiated to reduce the level of public servants to an affordable level.  
By loan close-out in December 1999 the work force had been reduced by 23 percent against a 
target of 27 percent and the wage bill had been cut by 29 percent against a target of 35 per-
cent through reductions in the number of hours in the working week.  While not fully meet-
ing the targets, the program was considered successful, avoiding a potentially destabilizing 
financial situation, and balance with respect to recurrent operational expenditures was re-
stored by the end of FY1998.  Not unsurprisingly, the adjustment required to restore balance 
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Figure 1 Real GDP Growth 

after the second stepdown had a significant impact on the economy.  The government contri-
bution to GDP declined by an average of 7.4 percent annually between FY1995 and FY1999, 
while total GDP fell at an annual rate of 3.9 percent. 

4. While the second stepdown in Compact funding imparted a significant downward 
shock on the economy, events in Chuuk State compounded the contraction.  Poor fiscal man-
agement and increasing expenditure overruns led to a build-up in arrears to domestic and in-
ternational creditors, and undermined economic stability.  By the start of FY2000 with ad-
justment to the second stepdown complete and the Chuuk crisis resolved, the FSM economy 
rebounded strongly and grew by 9.6 percent in real terms, further buoyed by airport recon-
struction in Chuuk.  However, the spike in economic growth was not to be sustained and the 
economy reached a plateau and grew by an average rate of 0.5 percent between FY2000 and 
FY2003.  With the onset of the Compact negotiations, the resulting uncertainty in the me-
dium term, and return of financial crisis in Chuuk, the private sector took on a “wait and see” 
attitude with respect to investment. 

5. For an economy dominated by large government and an in the absence of significant 
traded goods production, the capacity of the private sector to achieve a growth rate nearly 2.0 
percent per annum above the public sector during the FY1995-FY2003 period is not an unfa-
vorable outcome.  Figure 2 indicates these developments.  The picture presented is that al-
though the structure of the Compact economic assistance imposed a continuous downward 
shock to the economy and Government activity fell by 0.6 percent per annum from FY1987 
to FY2003, the private sector managed to grow by an annual rate of 2.9 percent, with GDP 
averaging 1.6 percent.  While, this rate of economic growth is consistent with other Pacific 
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FSM GDP by Sector
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Island experience, the ability of the economy to achieve positive growth in the face of large 
reductions in external transfers is a significant and, perhaps largely unrecognized achieve-
ment. 

6. There are two important lessons to be learned from the FSM economic experience 
during the original Compact period.  Firstly, that economic growth supported by large Gov-
ernment is not sustainable, and that the impetus for growth must lie with the private sector—
a lesson that is largely accepted in the FSM.  Secondly, that despite inheritance of a weak 
policy regime and poor design of the Compact that placed recurring shocks and a continuing 
reduction in demand through the first fifteen years, the private sector has demonstrated a ca-
pacity for economic growth.  As part of the adjustment process to the second stepdown, the 
FSM adopted an economic reform program, which was implemented through the ADB-
supported Public Sector Reform Program (PSRP).  While important progress was achieved, 
the emphasis placed on the renegotiation of the amended Compact, and adverse incentives 
inherent in the bump-up years, the reform initiative stalled.  Now that the terms of the 
amended Compact have been agreed, the FSM must reinvigorate the reform process if the 
nation wants to launch itself on an improved growth path. 

2. STATE ECONOMIC DEVELOPMENTS 
7. The FSM is a federation with considerable autonomy in each of the four states, and 
analysis of the economy is not complete without an adequate description of developments at 
the state level.  This is instructive not only as developments at the state level explain aggre-
gate economic performance of the nation, but also as the varying performance reflects differ-
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Table 1 Average Real GDP Growth per annum by State and Economic Sector1

 Full Compact Period  
FY1987-FY2003 

Early Compact Period
FY1987-FY1995 

Adjustment Period 
FY1995-FY1999 

Final Compact Period
FY1999-FY2003 

 GDP Gov Prv3 GDP Gov Prv3 GDP Gov Prv3 GDP Gov Prv3

Chuuk 0.7 -1.3 1.8 2.5 1.6 4.2 -6.0 -12.3 -7.8 4.0 4.6 7.5 
Kosrae 0.6 -0.6 0.5 1.6 -0.6 0.2 -2.8 -6.3 -1.0 2.0 5.5 2.4 
Pohnpei2 2.2 0.2 3.2 5.4 2.3 8.7 -4.4 -4.4 -7.0 2.6 0.9 3.1 
Yap 2.4 -1.3 5.8 3.8 -0.5 8.9 1.0 -6.5 4.7 1.1 2.6 1.0 

FSM 1.6 -0.6 2.9 3.9 1.4 6.5 -3.9 -7.4 -4.6 2.7 2.7 3.7 
Notes 1 Growth rates computed using end points. 
 2 Pohnpei inclusive of National Government. 
 3 Private Sector, excludes public enterprises, NGOs, and households 
nces in the policy regime and response to external developments.  Table 1 below indicates 
ecent economic performance of the four states and relative growths of the private and gov-
rnment sectors.  It should be noted that other institutions such as public sector enterprises, 
on-profit organizations and households although included in state GDP have not been ex-
licitly revealed in the Table.  Full details of state level GDP is provided in Appendix 1b-1e. 

. Economic performance at the state level has been highly varied.  Pohnpei and Yap 
ave been the fastest growing with GDP growth averaging 2 percent per annum in the 
Y1987-FY2003 period.  Performance in Kosrae was poor with GDP growing at a modest 
.6 percent per annum, while the Chuuk economy performed only marginally better at 0.7 
ercent per annum.  In the early period FY1987-FY1995 of the Compact growth was strong 
n Pohnpei and Yap, which experienced rates of growth of 5.4 and 3.8 percent, respectively.  
he private sector expanded vigorously in both states attaining nearly 9.0 percent.  While 
ublic sector activity was cut back in Yap, in Pohnpei it expanded by 2.3 percent contribut-
ng to the slightly faster overall growth in the two states.  Private sector activity recorded a 
espectable rate of growth of 4.2 percent in Chuuk, while in Kosrae it was almost non-
xistent.  During the period of adjustment to the second-step down in Compact funding, 
Y1995-FY1999, economic growth was negative in all states with the exception of Yap, 
hich just managed to keep its head above water.  While the public sector contracted signifi-

antly in all states during these years, only Yap managed to sustain a growing private sector 
o offset the decline, and thus maintain a positive overall rate of growth. 

. During the final years of the original Compact economic growth was restored, as the 
tate economies revived after completion of the adjustment to the second step down.  The 
ifferential rates of growth reflect the degree of recovery and use of the bump-up funds to 
timulate economic activity.  In Yap which resisted the temptation to temporarily ramp-up 
ublic expenditures, and opted to set aside the bump up funds, the economy grew only mod-
stly as the private sector failed to maintain its past performance.  In Chuuk economic growth 
as strongest, having the furthest to recover from, and utilizing the largest proportion of the 
ump-up funds of all the states.  While financial crisis once again returned to the state during 
hese years, the necessary adjustments to pay back past debts have yet to be made.  Further 
arge inflows of FEMA funds, to assist recovery from Typhoon Chata’an, helped stimulate 
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economic growth.  In Kosrae, the state embarked on an expansionary fiscal policy rapidly 
expanding the public sector and temporarily stimulating the economy.  In Pohnpei fiscal pol-
icy was more moderate, and the economy benefit from a return of private initiative. 

10. Compounded by the reduction in Compact flows, Chuuk State suffered a severe fi-
nancial crisis in the mid-1990s due to weak fiscal management.  Chuuk State ran up large 
arrears with domestic and international vendors and failed to make allotments on public ser-
vant payroll.  At the height of the crisis in FY1996 the state had accumulated debts of over 
$17 million—equivalent to 30 percent of state GDP.  However, in late FY1996 the state initi-
ated a recovery program with conditioned financial support from the National Government.  
That program, coupled with the Early Retirement Program, rapidly reversed the adverse fis-
cal position.  By the start of FY2000 the state had repaid essentially all of their recorded ar-
rears and was running a significant structural surplus in terms of its recurrent operations.  
Coupled with the airport renovation project, the main island road resurfacing, increased ca-
pacity to implement development projects, and a return to a 72 hour bi-weekly pay period, 
state economic activity increased by a sizeable 18.7 percent in FY2000 after several years of 
negative growth between FY1996-FY1998.  However, the level of economic activity has still 
to attain that achieved in FY1991. 

11. The return to fiscal discipline in Chuuk lasted only four years.  The elections in 
March 2001, revenue overestimation based on stock market trends in the late 1990s, return to 
an 80-hour pay period, uncontrolled off-island medical referrals, and a significant increase in 
hiring of contract workers led to a rapid deterioration in the fiscal position.  By the second 
quarter of FY2002 the state had returned to payment of employee net pay only, essentially 
defaulting on approximately 60 percent of employee deductions to vendors, banks, the FSM 
tax authority, and Social Security Administration.  As the crisis broke, it was estimated that 
the state had again run up arrears to the sum of $9 million compounded by as much as $6 
million owed to complete land purchase agreements entered into without adequate authoriza-
tion and appropriation.  During the fourth quarter of FY2002 until xxxx, the national gov-
ernment and the state are operating under a Memorandum of Understanding that ensured full 
payment of the gross wages and also led to the creation, as a Chuuk State statutory body, of a 
Chuuk State Financial Control Commission (CFCC).  From the outset of FY2003, the CFCC 
effectively controlled expenditures and played an important role; however, the resources 
needed to fully address arrears and land purchase obligations were not provided in the 
FY2003 budget and thus the states financial situation, while stabilized, is not yet moving to-
ward a full recovery.  As a consequence of these developments the state economy failed to 
sustain the recovery initiated in FY2000.  State GDP remained static in FY2001 and declined 
by 2.1 percent in FY2002.  In FY2003, although expenditures were reigned in to meet com-
mitments to set aside the state’s share of the bump-up funds, the expansionary impact of 
FEMA funded individual family grants to compensate households for the destruction caused 
by Typhoon Chata’an stimulated economic activity, and state GDP grew by 2.8 percent. 

12. Pohnpei State, which had achieved the strongest growth during the initial period of 
the Compact FY1987-FY1995 of 5.4 percent per annum, experienced a substantial decline in 
GDP after the second step down of 4.4 percent per annum during the adjustment period 
FY1995-FY1999.  The state was unable to replace the strong stimulus to growth of hosting 
the nation’s capital of the early 1990s, and sustain the associated private sector growth.  An 
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inward-oriented policy environment and high levels of investment in unprofitable public en-
terprises, contributed to economic stagnation.  However, the state maintained a tight grip on 
fiscal policy subsequent to the reforms initiated in FY1996.  After experiencing negative 
economic growth in each year from FY1996 through FY1999, economic performance im-
proved between FY1999 and FY2003 and the state economy expanded by an annual average 
rate of 2.4 percent.  However, the average growth rate masks significant variations for year to 
year.  The economy expanded strongly in FY2000 by 8.4 percent reflecting recovery from 
the fiscal adjustment and improving fish prices and conditions, the latter contributing 3.7 
percent to the overall increase.  In FY2001, the economy fell back by 2.5 percent as fishing 
conditions reverted to more normal conditions.  Economic growth was strong in FY2002 and 
state GDP grew by 6.9 percent as the state fully utilized the available bump-up funds and 
benefited from an additional increase in resources after the final repayment of the Medium 
Term Notes (MTN) in FY2001 (the state issued a series of MTNs in the early 1990s to fund 
investment in public enterprises.)  In the final year of the original Compact, FY2003, eco-
nomic forces were mixed.  The state legislature opted to fully fund a return to an 80-hour pay 
period stimulating economic activity.  The state further committed to fully meeting its contri-
bution to the Compact trust fund in the one year only, rather than setting aside the additional 
bump-up funds over two years, thus sterilizing a significant proportion of available resources.  
Coupled with an estimated poor year for fishing the state economy is estimated to have con-
tracted by 2.1 percent in FY2003. 

13. Economic performance in Kosrae, the smallest state in the FSM, failed to compensate 
for geographical remoteness and limited resource endowments with an attractive policy re-
gime.  The economy has remained stagnant since the beginning of the Compact recording an 
average rate of GDP growth of 0.6 percent and attaining a level of GDP in FY2003 of only 
just 9 percent above the FY1987 level.  The state is the most dependant on public sector ac-
tivity in the FSM and has failed to generate an active private sector—economic develop-
ments and growth of the private sector are almost entirely driven by trends in public expendi-
tures.  While the state achieved the ERP targets in the PSRP set for personnel, the gains have 
been largely eroded through increases in wages, which are now above their pre-reform levels, 
with the results that recurrent expenditures have returned to their former levels.  In FY2002, 
Kosrae opted not to set aside the state’s share of the bump-up funds for contribution to the 
amended Compact Trust Fund, and returned the bi-weekly payroll from 56 to 64 hours.  In 
FY2003, the state made provision to set aside an amount greater that the one year level of the 
bump-up funds, recorded a significant fiscal surplus, but with a consequent reduction in de-
mand resulting in contraction of the private sector. 

14. The Yap state economy achieved the highest rate of economic growth of the FSM 
states during the original Compact period.  Growth of the private sector was the most impres-
sive, achieving an annual average of 5.8 percent during the 17 years.  While the state under-
went a public sector contraction similar to the other states after the second step-down, the 
private sector managed to remain buoyant and assisted the state in maintaining positive GDP 
growth during the period.  While it is difficult to attribute the success of the state to any one 
particular factor, it has maintained stable fiscal policies and, perhaps, a more laissez-faire 
policy environment.  The state achieved the best outcome in the PSRP reform program meet-
ing its ERP targets and achieving the cost-savings anticipated.  These policies have been 
maintained through the end of the original Compact period, and the state has avoided the 
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temptation to utilize the bump-up funds to temporarily inflate public expenditures.  The main 
weakness in the state’s performance is a failure to transform investment in public enterprises, 
which have failed to produce a profit in all but one fiscal period since commencement of op-
erations in the early 1990s.  Economic performance during the last 4 years of the Compact 
were disappointing reflecting the inability of the private sector to sustain growth, prudential 
fiscal policies, and poor results of the state owned purseining company. 

3. THE SECTORAL AND INSTITUTIONAL STRUCTURE OF THE ECON-
OMY 

15. The structure of the FSM economy is dominated by a large public sector with a de-
pendent non-traded goods sector providing services to Government and its employees.  In 
FY1996 the most recent year for which GDP by sector is available, the Government repre-
sented 42 percent of GDP, with wholesaling/retailing representing 22 percent and other ser-
vices 15 percent.  The other main sector is production for own consumption or subsistence 
production, which accounts for 16 percent.  Most striking is the very small role played by the 
traded goods sectors, of commercial agriculture, fisheries, and tourism; these are the activi-
ties that are recognized as providing the long-run growth potential and comparative advan-
tage of the FSM (see Figure 3.) 

16. This structure has two important policy implications.  Firstly, the economy remains 
adversely positioned to weather further large downturns in external resource flows.  A reduc-
tion in Compact flows immediately requires adjustment in the public sector, either through 
expenditure compression or increased tax effort, both of which reduce the demand for non-
traded goods and services, primarily in wholesaling and retailing.  The next largest sector, 
namely subsistence, is outside the cash economy and thus insulated from external shocks, but 
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Figure 3 The Structure of the FSM Economy in 1996 

 



122 3rd FSM Economic Summit  

it is also unable to provide significant compensation for any major downturn in the modern 
economy.  Second, the absence of any sizeable traded goods production indicates the magni-
tude of the challenge facing the FSM.  Very rapid rates of growth in exportables will be re-
quired for many years before the objective declared in the Compact of self-reliance is attain-
able.  Clearly, the policy environment will be critical to achievement of this objective, if the 
FSM is to provide incentive for domestic investment and attract the foreign investment 
needed to improve and accelerate economic growth and development. 

17. While the lack of disaggregated National Accounts statistics by industry does not 
permit a review of structural change in the economy, the data series has now been disaggre-
gated by institutional structure, and Figure 4 indicates trends during the Compact period.  
Most of the increase in the share of the private sector occurred during the first half of the pe-
riod as the Compact initiated the development of a modern economy in the FSM.  While the 
FSM may not have attained the Compact objective of self-reliance, the increase in the size of 
the private sector attests to the development of the economy.  The public sector declined sig-
nificantly throughout with its share falling by 5.2 and 4.4 percent between the three periods, 
respectively.  In part, the early decline reflects the restructuring of Government through the 
creation of Public Sector Enterprises (PSE) to provide the utility services of power and tele-
communications, which had formally been government departments.  However, not all of the 
increase in the share of PSEs of 3.8 percent in the early period was in the creation of public 
utilities; a very significant portion of the growth was in the creation of fishing enterprises, a 
largely misdirected and costly venture into an area the public sector is wholly unsuited to.  
By the second half of the Compact potential for further development of PSEs had run its 
course, and the public sector contracted further with the need to adjust to the second step-
down. 

18. The decline of the public sector during the second half of the Compact was not com-
pensated for by any increase private sector activity, but by offsetting increases in other insti-
tutions.  Most significantly the share of non-profit organizations or NGOs expanded signifi-
cantly by 2 percent, and represents the large expansion of the College of Micronesia (COM).  
The household sector, which reflects movements in the non-marketed components of GDP, 
subsistence and ownership of dwellings, fell by 2.8 percent in the early Compact period re-
flecting the growing cash economy.  However, in the second half the household sector share 
increased by 1.3 percent reflecting the ailing modern sector undergoing adjustment, and re-
version of the population to traditional activities.  Finally of significance, the share of indirect 
taxes increased throughout the Compact from representing 6.6 percent of GDP at the start to 
8.3 percent in the final period.  This development reflects two trends.  Firstly, reform of the 
National customs tax regime under the PSRP to broaden the tax base, through subjecting all 
sectors in the economy to the same tax rates, and change in the basis of evaluation of duties 
from an f.o.b. basis to c.i.f.  Secondly, state sales tax rates rose through the period to offset 
declining Compact revenues. 
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Figure 4 The Institutional Structure of the FSM Economy 
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4. SECTORAL DEVELOPMENTS 
19. Discussion of the performance of the main productive sectors of the FSM economy, 
agriculture, fisheries and tourism is undertaken in detail in the individual SDP sector chap-
ters.  In this section analysis is limited and devoted to the contribution of the sectors to the 
FSM and state economies.  Data on the primary economic sectors of the FSM is weak: there 
are no indicators on agricultural production, limited information on agricultural exports, and 
fisheries information is poor.  In tourism the time series of visitor arrivals only starts in 
FY1996.  In agriculture subsistence activities make a substantial contribution to GDP, while 
production for either the domestic or export market is surprisingly small.  The perception 
persists among local growers that returns from agriculture are low and slow to materialize 
compared with other activities such as, fishing, tourism, non-traded services, and government 
employment.  Compact assistance has exerted upward pressure on wages, making agricul-
tural production unattractive, and turning the terms of trade against agriculture.  Copra pro-
duction, as in many other Pacific Island nations, has all but disappeared due to inefficiencies 
and low prices, but profitable export opportunities exist in other niche agricultural products. 

20. Attempts to stimulate commercial production for both export and import substitution 
of introduced commodities including pepper, broiler chickens, and pork have failed despite 
direct and indirect government subsidies.  These failures indicate inadequate understanding 
of competitiveness and business practices on the part of government support services, pro-
ducers, and farmers.  The failure of the pepper industry, which was in the first instance inap-
propriately identified as a commodity with comparative advantage, led to a long period of 
direct government subsidies and subsidized loans, public sector intervention, and failed for-
eign investment.  The lesson learnt is that the private sector should be left to identify business 
opportunities and take risk, and for the government to refrain from distorting and influencing 
commercial decisions. 

21. With the vast marine resource falling under FSM jurisdiction it might be anticipated 
that fisheries would be a well-developed sector making a significant contribution to GDP.  
However, the sector has failed to achieve the growth anticipated.  In the early 1990s in an 
attempt to develop the economy, the FSM embarked on a strategy of substantial public sector 
investment in fisheries facilities and enterprises.  Joint ventures with foreign partners in purse 
seine fishing operations were initiated in Chuuk, while similar but direct public sector in-
vestment in Pohnpei and Yap was undertaken.  Investment in freezing, storage, and trans-
shipment plant was undertaken in all four states coupled with airfreight of Sashimi-grade 
tuna to Japan by the National Government.  A longline fishing company (MLFC) was set up 
with ADB loan finance for eventual sale to the private sector. 

22. However, none of the public sector fisheries enterprises has achieved profitability.  In 
most cases the operations are either defunct or operating with continuous losses.  While there 
is a growing awareness that the public sector should not be involved in the productive sectors 
of the economy, no public sector enterprise in the fisheries sector has yet been privatized or 
liquidated; although the National Government divested its ownership shares in a purse seine 
operation now wholly owned by the Pohnpei State Government.  Divestment and establish-
ment of an improved enabling environment will help in development of the sector, but it is 
yet to be proved with many existing structural impediments and current cost factors whether 
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the FSM has a long-run comparative advantage in fishing.  The main benefit of the resource 
has been the annual rents earned from fishing access fees that make a substantial contribution 
to Government revenues. 

23. As with other neighboring tourist destination economies the Asian crisis had a sig-
nificant negative impact on FSM tourism (see Tables 2 in the statistical appendix for detail 
on visitor arrivals for the FSM and by State.)  From a level of 17,359 arrivals in FY1997 visi-
tors slumped in FY1998 to 14,526, reflecting a downturn not only in Japanese and Asian 
tourists, but also arrivals from the US.  The fall in FSM tourism reflected not only the direct 
effects of the Asia crisis, but also a reduction in flights as Continental Micronesia, the major 
carrier in the FSM, reduced its capacity in the region.  Resurfacing of the Yap and Chuuk 
airports and the Chuuk financial crisis also had negative affects.  In FY1999, the number of 
visitor arrivals overall improved to 15,367 as conditions firmed, although demand from Japan 
remained weak and the U.S. market deteriorated.  In FY2000, there was a significant im-
provement and visitor arrivals reached a record level of 19,497 as the Asian and Japanese 
markets strengthened significantly and the US segment regained some of the previous down-
turn.  In FY2001, the market mysteriously dropped recording a level of 15,896 visitors al-
though the impact of the September 11th terrorist attacks in the US fell largely outside the 
period.  While the U.S. events had a substantial negative impact on world tourism these de-
velopments went largely unfelt in the FSM.  In FY2002 visitor levels expanded strongly from 
the low levels of the previous year, with improvements in most segments of the market.  In 
FY2003, the Asian, Japanese and European markets were strong, while demand from the 
U.S. weakened.  In conclusion, the tourism sector reveals significant volatility reflecting in-
ternational trends, and change in market segments.  During the period for which information 
is available, tourism in the FSM was largely stagnant and demand remains little changed in 
FY2003 from what it was in FY1996. 

24. While tourism represents the major potential growth sector of the economy, many 
factors currently hinder development of a vibrant visitor industry.  The foreign direct invest-
ment climate, although policies affecting FDI have been recently improved, has proved unat-
tractive.  Difficulties in obtaining secure long-term land leases have also been reported as an 
impediment, although there are a handful of success stories in this area.  Tourism plant cur-
rently operates at low capacity levels, but many of the facilities offer a standard of accom-
modation that is unattractive to international travelers.  Reliance on a single carrier in a re-
mote geographical location operating high priced flights has repressed growth in demand.  
While these factors have all impeded tourist development, the FSM has much potential par-
ticularly as a niche market in the eco-tourism and dive areas.  Recent developments have 
seen the refurbishment of the major resort on Chuuk, the commencement of operations of an 
international standard hotel in Yap, and opening of an eco-tourist resort in the outer islands 
of Yap. 
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5. INCOMES, DISTRIBUTION, AND POVERTY 
25. While the economic performance of the FSM during the Compact era has been lack-
luster much of the small gains in economic growth has been eroded by population growth.  
At the beginning of the Compact population growth as recorded between the 1986 census and 
1989 was at the rapid rate of 3.0 percent per annum.  Between 1989 and the next count in 
1994 the rate fell to 1.9 reflecting lower fertility rates and modest rates of emigration.  How-
ever between 1994 and the most recent census in 2000, population growth fell to the low rate 
of 0.2 percent (see Table 2).  While fertility rates fell further, the large majority of the decline 
reflected outward migration to neighboring US territories, Hawaii, and the US mainland un-
der the migration provisions of the Compact.  Clearly, the negative rates of economic growth 
experienced in the FSM since the second stepdown resulted in large-scale migration to seek 
employment opportunities and better rates of remuneration in the US.  In the short-run migra-
tion plays an equilibrating role: as incomes decline outward migration compensates, improv-
ing average income levels for those remaining.  However, outward migration will have a dis-
torting impact on the local economy, if it is achieved through a loss of the economically ac-
tive and skilled cohorts.  The loss of human capital will reduce the long-run productive po-
tential of the economy. 

26. Table 3 indicates the level of GDP per capita at the beginning and end of the Compact 
for the FSM and four states.  While some of the differences reflect the structure of the Com-
pact and that the smaller states receive a larger per capita share, much of the difference is due 
to the impact of differential growth performance.  To illustrate the point, in FY1987 per cap-
ita income in Yap was double that of Chuuk and similar to that of Pohnpei and Kosrae. By 
FY2003, per capita income in Yap was nearly two and a half times the level of Chuuk and a 
third greater than that of Kosrae. Over the period real per capita income grew by 15.3 percent 
in Pohnpei and 27.1 percent in Yap.  At the same time real per capita income declined by 5.8 
percent in Chuuk and 9.6 percent in Kosrae.  On an annualized basis on the achievements in 
Pohnpei and Yap could be taken as satisfactory with annual average improvement in living 
standards by 0.9 and 1.5 percent respectively. 

 

Table 2 Population by State and annual average growth rates 
 Population numbers Annual average growth 

 1980 1989 1994 2000 1980-89 1989-94 1994-00 

Chuuk 37,488 47,871 53,319 53,595 2.7% 2.2% 0.1% 
Kosrae 5,491 6,835 7,317 7,686 2.4% 1.4% 0.8% 
Pohnpei 22,080 30,669 33,692 34,486 3.7% 1.9% 0.4% 
Yap 8,100 10,365 11,178 11,241 2.7% 1.5% 0.1% 

FSM 73,159 95,740 105,506 107,008 3.0% 1.9% 0.2% 
Source National Census Report May 2002



126 3rd FSM Economic Summit  

2
F
v
p
m
l
a
o
S
p

E

2
h
s
m
e
t
e
p

 

Table 3 Real GDP Per Capita (US$ 1998 Constant Prices) 
 FY1987 FY2003 Total percent 

growth 
FY1987-FY2003 

Annual average 
percent growth 

FY1987-FY2003 

Chuuk 1,255 1,182 -5.8% -0.4% 
Kosrae 2,551 2,307 -9.6% -0.6% 
Pohnpei 2,358 2,718 15.3% 0.9% 
Yap 2,464 3,133 27.1% 1.5% 

FSM 1,829 1,966 7.5% 0.5% 
7. Generally speaking poverty has not been recognized as a major problem facing the 
SM economy.  However, no adequate investigation has been undertaken.  A household sur-
ey was conducted in 1998 but failed to provide any reliable indicators on the incidence of 
overty.  Clearly, there is significant difference in income distribution between the states, and 
arked differences exist across households in the major centers as compared to the outer is-

and groups.  While political and cultural forces have not resulted in poverty being identified 
s a major issue in civil society, there is a need to better quantify and define the dimensions 
f income distribution and poverty in the FSM.  The Household Income and Expenditure 
urvey scheduled for FY2004 will help significantly in improving understanding of this im-
ortant issue. 

mployment and Wages 
6. EMPLOYMENT 

8. Reflecting the rate of growth in GDP, employment in the formal sector grew by the 
ealthy annual average rate of 3.7 percent during the early part of the Compact (FY87-FY95, 
ee Table 4).  This rate of expansion, higher than the rate of population growth, but approxi-
ating the growth in the labor force, was sufficient to provide jobs for the youth of the FSM 

ntering the labor market for the first time.  However, in the later part of the Compact be-
ween FY1995 and FY2003, the labor market remained stagnant, and was unable to provide 
nough jobs for new job seekers, and employment declined by an annual average rate of 0.3 
ercent. 
Table 4 Employment Growth Rates by Sector and State (annual averages) 
 FY87-FY03 FY87-FY95 FY95-FY03 
 Total Gov Private Total Gov Private Total Gov Private 

Chuuk -0.2% -1.3% 1.5% 2.0% 0.8% 3.7% -2.3% -3.4% -0.7% 
Kosrae 0.9% -1.6% 4.7% 0.8% -1.6% 2.9% 1.1% -1.5% 6.5% 
Pohnpei 2.6% -0.1% 4.3% 5.1% 0.8% 9.0% 0.2% -1.1% -0.3% 
Yap 3.7% -1.7% 8.6% 6.0% 0.4% 13.1% 1.4% -3.7% 4.3% 

FSM 2.0% -1.0% 4.6% 3.7% 0.4% 7.4% -0.3% -2.4% 1.1% 
Source Social Security Data 
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29. As already noted in the discussion on economic developments, the FSM has been able 
to achieve significant expansion in the private sector despite the reductions in Government.  
Figure 4 indicates recent trends in private and government employment since FY1987.  Gov-
ernment employment remained relatively static through the period until 1995 and the second 
stepdown in Compact funding when a major fiscal adjustment was undertaken.  The ADB-
financed Public Sector Reform Program (PSRP) enabled implementation of an Early Retire-
ment Program that facilitated the needed adjustment.  By FY1999 employment in govern-
ment had fallen from a height of approximately 7,000 in the early 1990s to 5,488.  However, 
commitment to reform weakened especially in Chuuk and total public sector employment 
expanded during the following three years.  In FY2003, with the return of discipline in public 
service hiring in Chuuk total employment in government fell back to 5,584. 

30. Employment in the private sector expanded rapidly in the early part of the Compact 
as the economy adjusted to large levels of external inflows and as a modern cash economy 
emerged in the non-traded goods sectors.  Private sector employment declined between 
FY1995 and FY1998 reflecting the contraction in the economy, but rose again between 
FY1999 and FY2003 as the economy expanded after adjustment to the second stepdown was 
completed and the Chuuk financial crisis had been resolved.  By FY1999 private sector em-
ployment surpassed, for the first time, the level of Government employment—a significant 
achievement. 

7. WAGES 
31. The labor market in the FSM is relatively free from regulatory distortions and institu-
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tional rigidities.  Pohnpei State is the only state to impose a minimum hourly wage for the 
private sector, which is set at $1.35.  While this wage may leave unaffected the demand for 
skilled workers, it may be an active constraint in labor-intensive activities such as garment 
manufacturing, although private sector operators are not vocal.  All the FSM governments 
have set minimum hourly wages for government employment ($2.00 for Pohnpei, $1.25 for 
Chuuk; $1.35 for Kosrae; and $0.80 for Yap), but these levels coincide with the lowest step 
on the public servant pay scale and are thus redundant.  There are currently no unions in the 
FSM and there is no indexation of wage rates (until recently there has been no CPI). 

32. However, while the labor market is relatively free from market rigidities, it is dis-
torted by high public sector wage rates, the ease of migration and higher comparative wages 
in Guam and other US labor markets, and the opportunity cost of labor in the subsistence sec-
tor.  Table 5 indicates the level of real wages by state and between the private and Govern-
ment sectors.  For the FSM as a whole government wages are nearly double those of the pri-
vate sector.  While the skill mix of the two activities surely affects the differential, the public 
sector clearly asserts an upward pressure on wages, and influences the allocation of labor be-
tween the sectors.  Unfortunately, policy is constrained in its ability to influence distortions 
in the labor market.  The effect of unrestricted external migration is part of the basic rights of 
FSM citizens under Title III of the Compact.  However, during the 2nd FSM Economic Sum-
mit the FSM adopted a policy to reduce the differential between the private and public sec-
tors.  Data in Table 5 indicates that despite this policy objective, differentials widened in 
Kosrae, and Pohnpei (national and state governments), although they remained unchanged in 
Yap, and fell in Chuuk.  Table 5 also indicates that real wages fell in the FSM during the 
Compact period 1987-2003, by 4.8 percent in the public sector and 9.6 percent in the private 
sector.  The only exception to this outcome was Kosrae, which increased real public sector 
wages by 12 percent, with the consequence of a large increase in the public—private wage 
differential, a particularly adverse outcome for the one state in the FSM most dependant on 
Compact transfers and the most in need of private sector development. 

 

Table 5 Real Wages and Differentials by Sector and State 
 Real Government Wages 

(1998 US$) 
Real Private Sector Wages 

(1998 US$) 
Differentials 

 Average 
FY87-FY90 

Average 
FY00-FY03 

Average 
FY87-FY90 

Average 
FY00-FY03 

Average 
FY87-FY90 

Average 
FY00-FY03 

Chuuk 7,154 6,401 3,342 3,104 214% 206% 
Kosrae 6,689 7,464 3,402 2,965 197% 252% 
Pohnpei* 11,026 10,693 4,956 4,507 222% 237% 
Yap 7,585 6,067 4,706 3,769 161% 161% 

FSM 8,413 8,007 4,253 3,844 198% 208% 

Source Social Security Data 
Note Data for FY2003 based on first six months. 
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Monetary Developments and Prices 
8. MONEY AND BANKING 

33. The FSM uses the US dollar as the currency in circulation and has consequently for-
gone the option to implement an independent monetary and exchange rate policy.  This 
leaves fiscal policy as the major macroeconomic tool of adjustment.  The use of a foreign 
metropolitan country currency is practiced in many other small island economies of the Pa-
cific and has served the FSM well.  While the range of macroeconomic policy options is lim-
ited, it has removed the potential to use inflationary monetary policy to adjust to the step-
downs in Compact funding.  Of course, this has left the FSM with no other means of adjust-
ment to reduced levels of resource transfers other than through the more politically painful 
means of directly cutting Government expenditures, reducing public sector employment and 
wages, and increasing domestic revenues.  The use of a foreign currency has removed ex-
change rate realignment and devaluation to encourage the export and traded goods sectors of 
the economy.  A this stage of the FSM’s economic development with many underlying struc-
tural impediments exchange rate adjustment without accompanying supporting policies 
would be unlikely to have encouraged a favorable supply response in traded goods produc-
tion. 

34. The lack of an independent monetary policy and use of US currency also results in 
domestic interest rates being closely aligned with US rates.  Deposit interest rates observed in 
the market are broadly similar to those throughout the insular US, while lending rates are 
generally higher, reflecting the additional risk and costs of doing business in the FSM.  Ini-
tially, the higher rates charged on loans resulted in regulation and limits were placed on both 
consumer and commercial loan interest rates.  As part of the Public Sector Reform Program, 
removal of regulation was recommended and was a loan condition.  The interest rate limits 
were effectively removed (leaving only a non-binding usury limit at 24 percent) in 1998 and 
there was no adverse change in the local interest rate structure as the financial system was 
allowed to adjust to market forces. 

35. The FSM banking system benefits from the FDIC (Federal Deposit Insurance Corpo-
ration) as part of the provisions of the Compact. The FDIC has played a critical role in super-
vising the banking system and ensuring a sound and stable financial system.  Under the 
amended Compact FDIC support will remain effective.  This will maintain financial stability 
in the economy, and avoid the adverse consequences of banking system failures experienced 
in many other Pacific island economies.  The Banking system is also regulated by the FSM 
Banking Board, which is developing a capacity for banking supervision.  The role of the 
Board includes licensing of domestic and foreign banks, on-site and off-site supervision of all 
banks, consumer protection, and consultation with the FDIC.  Until December 2002 there 
were two US banks operating in the FSM, when the Bank of Hawaii withdraw from the mar-
ket.  There is one locally owned bank, the Bank of the FSM.  The remaining US bank, the 
Bank of Guam, is a branch of its parent, and thus also comes under US federal supervisory 
requirements.  The present system is thus well supervised and provides a secure basis for fi-
nancial intermediation. 

36. Early in 2002 the Bank of Hawaii announced its intention to withdraw from the FSM 
and sell its local operations.  Being the largest and most profitable bank in the economy, this 
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decision was an unwelcome development.  The decision apparently was motivated in large 
part by broader corporate restructuring concerns as opposed to an isolated analysis of the 
FSM-based operations.  The same Bank had recently completed divestiture of its South Pa-
cific operations.  In the depressed state of the FSM market the Bank was unable to find an 
interested buyer, and was left with little alternative but to run down its operations.  .  The clo-
sure of the bank, effective from November 30, 2002, appears to have occurred in an orderly 
fashion, but not without major macroeconomic disruption to the economy.  The departure of 
a major player has reduced competition in the financial sector and entailed a loss of institu-
tional knowledge that will take time to rebuild. 

37. Reporting on the FSM banking sector commenced in 1990. The deposit base rose rap-
idly through the early part of the 1990s reflecting strong growth in the economy.  However, 
the system reached a plateau in 1993 and declined through the mid 1990s with the onset of 
the second Compact stepdown.  The Chuuk financial crisis also occurred during this period 
with the state’s entire financial system coming under considerable strain as the state govern-
ment failed to pay local vendors, withheld allotments from public servant paychecks, and ran 
up large arrears mostly to domestic vendors.  (There are currently no state-based banking sta-
tistics available for public release, which is a serious weakness, and impedes analysis.)  In 
1998 the economy began to recover and the deposit base returned to former levels but has 
failed to show any signs of growth through the remainder of the Compact.  These develop-
ments are described in Figure 6. 

38. Following a similar pattern to the growth in deposits commercial bank lending dou-
bled from a level of $29 million at the end of 1990 to $58 million by the end of the fourth 
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quarter in 1993, reflecting the booming economy.  As in the case with deposits a period of 
stagnation set in as the Banks progressively cut back their portfolio to $43 million through 
the 3rd quarter of 1997, again reflecting the second stepdown and Chuuk financial crisis.  By 
1998, matters began to improve and the banks began to extend credit once more reaching a 
peak at the end of September 2000 of $52 million, but still below the level attained in 1994.  
Domestic credit remained at these levels through 2001 until 2002 when the Bank of Hawaii 
began implementation of its plans to withdraw from the market.  From a level of $49 million 
at the end of the 1st quarter of 2002 outstanding bank credit fell precipitously in each con-
secutive quarter, declining to a level of $27 million at the end of June 2003.  While the depar-
ture of the Bank of Hawaii was implemented quietly without incurring adverse publicity, the 
bank failed to sell its assets to the two remaining banks.  Neither the Bank of Guam nor the 
Bank of the FSM acted competitively or tried to capture the available business released by 
the Bank of Hawaii.  The lack of a competitive spirit in the remaining banking community is 
extremely disappointing, and raises the question as to whether the critical needs of maintain-
ing an efficient financial intermediation system are adequately served. 

39. The difference between loans and deposits indicates the large level of liquidity in the 
FSM banking system, and reinforces the widely observed phenomena in the Pacific island 
region that capital is not a factor of production in short-supply.  The loans to deposit ratio 
rose from 34 percent in 1990, peaked at 51 percent in 1994, and fell back to 39 percent in 
1997 recovering to 43 percent by the end of the 2001.  Reflecting the run-off in lending with 
the departure of the Bank of Hawaii, the loans to deposits ratio fell to 22 percent by the end 
of June 2003.  The large difference between the level of deposits and loans is invested off-
shore, and mirroring the reduction in credit the level of foreign assets rose by approximately 
$25 million or 39 percent between June 2002 and June 2003.  The rise in foreign assets and 
associated reduction in credit would imply that the FSM economy experienced a large mac-
roeconomic shock during FY2003 as the extra liquidity was invested offshore.  Surprisingly, 
the GDP figures, while indicating that the economy remained subdues in FY2003, do not in-
dicate a shock of the magnitude anticipated.  The reduction in credit would have been offset 
to some extent by the infusion of funds from FEMA for typhoon rehabilitation in Chuuk, but 
a greater reduction in GDP would have been expected. 

40. The large level of liquidity in the FSM is frequently taken to indicate that the com-
mercial banks are failing to support the domestic economy; the recent events concerning the 
departure of the Bank of Hawaii excepted.  However, the lack of more active lending is better 
understood as a result of the many impediments to increased lending that lie outside the con-
trol of the banking sector.  The lack of adequate security against which the banks can lend, 
including land, leasehold, and chattel mortgages, are critical.  Limited entrepreneurial experi-
ence and a lack of commercial know-how to operate profitable modern businesses is also a 
key factor that makes lending risky.  The uncertainty over the outcome of the Compact recent 
negotiations also constrained credit creation.  Appropriate policy is thus not to encourage the 
banks to make unsound loans to “kick-start” the economy, but rather to ensure a sound envi-
ronment for private sector development in the longer-term.  In order to improve the institu-
tional environment for private sector development the Private Sector Development Program 
(PSD), a loan sponsored by the ADB, includes provision for long-term leases, leasehold, and 
chattel mortgages.  These policies will hopefully ease some of the constraints on bank lend-
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ing, and encourage a more dynamic private sector once the Compact economic assistance 
negotiations have been concluded. 

41. Reflecting the lack of “bankable projects” the commercial banks have preferred to 
extend credit to consumers with secure public sector jobs and an identified repayment stream.  
Until the departure of the Bank of Guam lending to consumers represented about 60 percent 
of domestic credit creation.  However, retail lending has oscillated considerably (see Figure 
7.)  Consumer credit expanded rapidly in the early 1990s with the onset of the Compact, but 
then dropped off rapidly as the Chuuk crisis set in and with the second step in funding.  With 
a return of more prudent fiscal policies in the state, consumer credit once again expanded but 
failed to attain the levels achieved earlier.  It was feared with the return of poor financial ad-
ministration in Chuuk and failure of the state government to make payments on employee 
allotments to the Banks that the market would once again collapse.  However, the “missed” 
payroll allotments were short lived after the creation of the Chuuk State Financial Control 
Commission, and the impact of the 2nd Chuuk financial crisis appears to have had a less se-
vere impact on the state economy compared with the first.  The impact of the departure of the 
Bank of Hawaii appears to have been more adverse on the consumer market than on the 
business sector, although business loans have also been run-down significantly.  The data 
implies that the remaining commercial banks failed to extend credit to “orphaned” consumer 
customers lacking a credit track record, but picked up the better commercial clients of the 
Bank of Hawaii. 
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9. PRICES 
42. In the first quarter of 1999 the FSM commenced price collection to establish a Con-
sumer Price Index (CPI) for each state and the nation.  However, problems were experienced 
establishing the series in Chuuk, and the state index did not get under way until the 1st quarter 
of 2001.  For the period 1999-2000 the Chuuk series is based on averages of the other three 
states.  Pohnpei data exists back to 1997, but increased competition in the retail sector during 
the period, makes it unreliable as an indicator for the FSM.  Tables 5 in the Statistical Ap-
pendix provide CPI data for the FSM and each state.  In the absence of a price series before 
1999 the US CPI has been used as a proxy for inflation on the basis that the majority of FSM 
imports originate from the US.  While this has a certain validity, there are many areas where 
this approximation is not appropriate, but in the absence of alternatives it is probably the best 
achievable.  A general deflator based on the US CPI through 1999, but chained to the FSM 
thereafter, has been used in the various statistical series including real GDP that have been 
included in this report. 

43. Figure 8 provides information on the rate of annual change quarter on quarter in the 
FSM CPI since the series commenced in 1999 by domestic and imported components.  The 
series indicates that inflation has been low in the FSM falling from an annual average rate of 
2.1 percent in FY2000 to 1.3 percent in FY2001 and a negative 0.2 in both FY2002 and 
FY2003.  For imported items the CPI increased by 1.1 percent in FY2000, but thereafter dur-
ing the remainder of the period was negative and in the range between –0.1 to –0.3 percent.  
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The low and negative rate of inflation of imported items may reflect changes in the composi-
tion of imports as domestic suppliers shifted to cheaper sources.  However, the trend is sur-
prising given the higher level of inflation in the US from which most of the FSM’s imports 
originate, and the depreciation in the US dollar during FY2003.  Inflation in domestic items 
on the other hand, which has a weight of 25 in the index, rose to high levels during the earlier 
part of the period, peaking at 10 percent in the 4th quarter of 2000.  There were three main 
sources of domestic inflation: (i) increased fish prices in Pohnpei during 2000, (ii) increases 
in utility prices for water in both Pohnpei and Yap, and (iii) increased user fees for medical 
and health services in Pohnpei and Yap, and increased school fees in Yap.  While the in-
creases in these items were large, they reflect either short-run supply shortages, or deliberate 
implementation of policy to increase user rates of publicly supplied goods.  In both cases the 
impact was short lived.  Domestic inflation returned to low levels in FY2002 recording a rate 
of 0.5 percent, and in FY2003 average prices were largely stagnant with inflation at 0.1 per-
cent. 

Balance of Payments and External Debt 
10. BALANCE OF PAYMENTS 

44. The trade account of the balance of payments runs a significant deficit reflecting the 
excess of imports over exports.  Exports currently include a small quantity of agricultural 
produce and fish.  While small volumes of inshore reef fish are exported to neighboring is-
lands, the majority of fish exports are tuna caught by local purse seine and longline vessels 
operated by public enterprises.  The FSM has yet to establish a sustainable fishing industry 
and the sector is highly fragile and financially vulnerable.  The majority of the fish caught in 
FSM waters are caught by foreign vessels under license and the associated fishing access fees 
are treated as a factor income in the balance of payments.  During the period FY1994-
FY2000 exports volumes were largely stagnant with prices and values fluctuating, reflecting 
changes in international tuna prices.  In the FY2000-FY2003 period there was an important 
increase in fish exports as international operators decided to “home base” operations out of 
Pohnpei.  Imports dominate the trade account and reflect the state of health in the economy.  
The increase in FY2000 reflects the increase in GDP and improvement in economic perform-
ance subsequent to the completion of the adjustment to the second Compact step-down.  Up 
till FY1999 import estimates were derived from customs data, but have subsequently been 
based on actual imports entering the FSM. 

45. The service account is dominated by two main factors: tourism and the cost of freight 
to transport imports to the FSM.  The demand for tourism has remained relatively stagnant in 
recent years, but picked up in FY2000 with the recovery from the Asian crisis, although the 
drop back in FY2001 was disappointing.  Surprisingly demand for tourism was strong in 
FY2002 despite the impact of the aftermath of the September 11th terrorist attacks.  The fac-
tor account is comprised of fishing access fees, earnings of dividends and interest on over-
seas investments, and payment of interest on debt.  Fishing fee earnings have dropped 
throughout the period covered by the balance of payments falling from a high of $21.3 mil-
lion in FY1994 to $12.4 million in FY2003, reflecting secular trends and an unattractive ad-
ministrative regime.  The FSM Governments maintain a sizeable level of foreign investments 
currently approximating $120 million, which has provided a significant source of interest and 
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dividend earnings.  However, earnings have declined in recent years reflecting both a reduc-
tion in the level of investments and the sizeable downturn in US equity markets in which 
much of the reserves are invested.  From a level of $15 million in FY1998 interest and divi-
dend earnings dropped to $2.5 million in FY2001 at the height of the stock market crash, but 
subsequently improved and currently stand at $5.9 million in FY2003.  The repayment of the 
Yap MTN scheme, greater use of unspent Capital Improvement Project (CIP) funds, together 
with use of past savings to fund deficits by the National Government have all lead to a reduc-
tion in the level of reserves. 

46. The most significant component of the balance of payments is the transfers account, 
which includes Compact funds and other aid flows.  Private remittances appear to be rela-
tively small in the FSM compared with other Pacific Islands, which have large migrant 
communities living in neighboring metropolitan nations.  The 2000 population census indi-
cates that migration has increased significantly, and suggests that this item may well be un-
derestimated and likely to rise in the future.  Current account official transfers including 
Compact flows, federal and special programs represented 60 percent of current account re-
ceipts during the non bump-up period FY1997-FY2001 of the original Compact.  In total, the 

Table 5 Balance of Payments (FY97-FY00, US$ Millions) 

FY94 FY96 FY98 FY00 FY01 FY02 FY03

Current Account Balance 5.2 16.6 -7.1 -2.0 -18.9 10.2 16.3
Trade balance -86.1 -81.4 -78.0 -85.4 -93.8 -80.9 -88.8

ExportS, f.o.b. 11.4 18.1 17.2 16.3 16.7 19.6 20.1
Imports, f.o.b.  1/ -97.5 -99.6 -95.2 -101.7 -110.5 -100.6 -108.9

Services account -27.3 -23.4 -35.2 -28.9 -29.3 -28.3 -28.4
Receipts 14.8 19.9 14.4 18.6 16.8 19.0 19.1

Travel 13.7 16.6 13.2 17.0 14.7 16.9 16.8
Payments -42.2 -43.3 -49.6 -47.5 -46.2 -47.4 -47.5

Freight and insurance -17.2 -17.6 -16.8 -18.0 -19.5 -17.7 -19.2
Income, net 20.7 22.8 17.6 18.6 7.6 9.8 12.1

Receipts 21.3 34.6 28.6 26.6 15.0 16.1 16.1
Fishing rights fees 21.3 20.5 13.5 14.1 12.0 11.2 12.4
Interest dividend income 11.8 14.1 15.0 12.8 2.5 4.8 5.9

Payments -12.4 -11.8 -10.9 -8.3 -6.8 -6.2 -6.2
Interest payments -1.6 -2.4 -3.8 -3.3 -3.4 -3.1 -3.1
Dividends -9.5 -7.7 -5.5 -3.7 -2.0 -1.7 -1.6

Unrequited transfers 97.9 98.6 88.6 93.6 96.7 109.6 121.3
Private 1.1 1.4 1.9 2.2 2.2 2.3 2.3
Official 96.8 97.2 86.7 91.4 94.4 107.3 119.0

Compact funds 61.4 62.8 54.4 54.7 55.3 65.9 66.6
Other 35.4 34.4 32.3 36.7 39.2 41.4 52.3

Capital and financial account 30.0 13.4 23.6 13.0 20.0 36.6 11.5
Capital Transfers 28.8 29.8 24.0 24.5 24.6 31.8 32.2
Short term, net 1.9 -6.2 -1.3 0.1 -2.1 -0.8 -26.0
Medium term, net -9.5 -15.6 -3.4 -17.0 -8.9 0.0 0.0

Inflows 2.2 0.8 11.8 2.2 0.0 0.0 0.0
Outflows -11.7 -16.4 -15.2 -19.2 -8.9 0.0 0.0

MTN amortization -8.6 -15.8 -11.3 -18.5 -8.2 0.0 0.0
Overall balance 2/ 35.2 30.0 16.5 11.0 1.1 46.8 27.7
Notes 1/ Based on import tax collections FY94-FY99, thereafter actual imports 
 2/ Includes changes in FSM reserves, valuation changes, errors and omissions 
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balance on the transfers account approximately matches the trade account deficit, and indi-
cates the dependent nature of the FSM economy. 

47. The major items on the capital account include capital transfers, changes in commer-
cial bank foreign assets, external borrowing, and repayment of debt including the MTNs.  
Capital transfers, previously recorded as a current account item, include Compact funding of 
Capital Improvement Projects (CIP), and projects delivered in kind by other donors, mainly 
from Japan.  Taken together current and capital account official transfers accounted for an 
average of 65 percent of total current account payments during the non bump-up period 
FY1997-FY2001 of the original Compact.  Clearly, the attainment of economic self-
sufficiency, and progress to replacing transfers through other foreign exchange earning 
sources, will be a long-term process and presents perhaps the major and most difficult chal-
lenge facing the FSM economy. 

48. The FSM has adopted a prudent external debt management strategy and external bor-
rowing has been modest (see section below on external debt.)  In FY1997 and FY1998 draw 
down of the ADB Public Sector Reform Program (PSRP) loan provided a major source of 
funds to finance the Early Retirement Program (ERP).  The FSM drew down on further con-
cessional funds from the ADB in FY1999 and FY2000, but the order of magnitude was 
small.  There were no further drawdowns in the final years of the original Compact FY2001-
FY2003.  With most of the FSM’s external debt financed from concessional sources with 
amortization not due for several years, the major component of debt service has been MTN 
repayment.  This was paid in full by the end of October 2001 and is no longer an item in the 
balance of payments. 

49. The balance of payments account is under ongoing development and the figures cur-
rently presented do not indicated the overall balance.  The level of the FSM foreign reserves 
is estimated at market prices, and currently includes valuation adjustments.  The latter have 
been very sizeable in recent years with stock market variation, and until it possible to exclude 
their influence on the account, it has been decided to include foreign reserve and valuation 
changes, along with errors and omissions.  However, analysis of the underlying data suggests 
that the overall balance of payments was negative between FY1998 and FY2001.  This trend 
reflects the repayment of the Yap MTN issue through draw down of reserves, and also indi-
cates weak fiscal policy mainly by the national government.  While the magnitude is not ex-
cessive, the trend is a cause for concern, as it represents a lack of understanding that use of 
past savings to fund Government operations is funding a deficit and not sustainable in the 
longer-term.  In FY2002 and FY2003 the balance of payments turned into surplus.  This re-
flects saving of the bump-up funds to contribute to the Compact Trust Fund, and the sizeable 
FEMA inflows for cyclone rehabilitation. 

11. EXTERNAL DEBT 
50. Prior to FY1990 the FSM had no official public sector debts to offshore lenders.  Dur-
ing FY90-93 the nation underwent a period of rapid increase in external public borrowing.  
This borrowing included MTN bonds issued for $71 million to finance portfolio investments 
by Yap State, and $42.9 million for fisheries-related investments in Pohnpei, Chuuk, Kosrae 
and for the National Fisheries Corporation.  Public guaranteed borrowing also included $41 

  



 Economic Developments, 1987-2003 137 

million from the US Rural Electrification Administration by the FSM Telecommunications 
Corporation and $9 million by the Yap Fishing Corporation. 

51. Figure 9 shows that the heavy borrowing by FSM Governments brought the nation’s 
total official external debt to a peak of $137 million at the end of FY1993 representing 69 
percent of GDP in that year.  The only significant borrowing that has been undertaken since 
FY1993 has been through the concessional lending facility of the Asian Development Bank 
with the Water/Sanitation loan, Fisheries Project loan and Public Sector Reform Program 
loan. 

52. The FSM external debt level has shifted from a position that was, in the early 1990’s, 
quite adverse, to one that is now favorable.  The completion of the medium-term note pro-
gram with final repayments taken from Compact revenues in FY2001 has resulted in this de-
sirable outcome.  With a debt to GDP ratio of just 24 percent, down from a high of 72 per-
cent, the FSM’s debt level will be low by PDMC standards (see Figure 10 and Table 6b in 
the Statistical Appendix.)  Furthermore, with the remaining debt on concessional terms, the 
debt service ratio in 2003 is projected at the low level of 5.6 percent of exports of goods and 
services.  Each of these ratios is somewhat overstated in light of the fact that the FSM holds a 
sinking fund equal in value to the amount outstanding for the PSRP loan from the ADB.  Ad-
justing for this asset held against external debt, the debt to GDP ration in FY2003 would be 
15 percent. 

53. The FSM has outlined a medium-term policy objective of minimizing further external 
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borrowing and, furthermore, of using a sinking fund mechanism to secure repayment of fu-
ture concessional loans.  An External Debt Management Fund (EDMF) has been established 
that will be funded from the savings of the PSRP Trust Accounts (savings from the ERP 
match the total PSRP borrowing).  Each borrowing Government of the FSM will deposit suf-
ficient funds into the EDMF from the Trust Accounts to repay future concessional borrowing 
(calculated as the net present value required to repay the borrowing assuming the funds are 
invested at a yields in access of the concessional ADB ADF rates).  During FY2003 the FSM 
embarked on two new project and program loans: the Private Sector Development Program 
and Basic Social Service loans.  Repayment of these loans has been secured through the 
EDMF, which is managed by the National Government.  On deposit of funds into the EDMF 
the liability of the states has been transferred to the National Government.  Establishment of 
this process has provided a mechanism beneficial to both parties through which debt incurred 
by the National Government will be backed by a matching asset securing future repayment, 
and at the same time relieving the states of a liability. 

Fiscal Developments 
12. FISCAL POLICY BACKGROUND 

54. Fiscal policy in the FSM is complicated by the fact that each of the national and four 
state governments formulate separate expenditure and revenue policies in the absence of sig-
nificant coordination.  With respect to revenue policy, the national government has the power 
to collect import and income taxes and through those taxing powers the national government 
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collects about three-fourths of all domestic taxes.  In FY2001 national taxes amounted to 
$21.6 million, while the four states collected an additional $6.2 million. 

55. By Constitutional mandate at least 50 percent of the nationally imposed taxes (and 80 
percent of the fuel import tax) must be shared with the state in which the taxes were col-
lected.  Since the start of FY1999, the national government has shared a further 20 percent 
with the states, although the use of these extra transfers, amounting to about $4.3 million an-
nually, is restricted to health and education capital projects.  The states, with widely varying 
levels of tax effort, collect the remaining one-fourth of domestic taxes, primarily through 
general sales taxes and excise taxes on alcohol, tobacco and other goods.  While overall tax 
effort remains low relative to other PDMCs, there has been some gradual increase over time.  
In FY2001 tax revenues equate to 12.1 percent of GDP as compared to roughly 10 percent, 
the level that prevailed throughout most of the Compact period from FY1987-1997.  The in-
crease reflects primarily a policy change to the import tax that shifted the base from fob to cif 
and eliminated most personal (non-commercial) imports.  While it is likely that there has 
been a modest improvement in collection performance, tax administration, and in particular 
compliance and audit functions, the tax regime remains in need of rigorous reform. 

56. With respect to non-tax revenues, these continue to be dominated by fishing access 
fees, which recently have represented nearly one-third of all domestic revenues.  The national 
government manages the tuna resources and keeps all of the revenues from the licensing fees.  
Revenue from penalties and fines is shared with specific states and, in some cases, local gov-
ernments.  The fishing access fee source of revenue, which grew rapidly from less than $4 
million in FY1987 to a peak of over $21 million in FY1995, was contested by the states in a 
series of unsuccessful attempts to amend the FSM Constitution to require sharing of fishing 
access fees.  The states collectively presented and lost their case and a subsequent appeal in 
the FSM Supreme Court.  The peak revenue years were from FY1993-1996.  Based on di-
minished collections, the national government now budgets, rather nervously, for annual 
earnings in the $12 million range, which represents just less than 30 percent of total domestic 
revenues, but less than 10 percent of total revenues and grants combined.  For the national 
government itself, the fishing access fees represents over 60 percent of domestic revenues 
accruing to the national government and about 30 percent of total revenues and grants.  The 
declining trend in this revenue source is the leading cause of the serious deterioration in the 
national government’s fiscal position as discussed below. 

57. During Compact I the national government acted as an agent in distributing to each 
government, according to mutually agreed formulas, the grant funding received from the US 
under the Compact.  The national government has received just less than 15 percent of cur-
rent grants and 10 percent of capital grants.  The remainder was distributed to the states 
based roughly on a formula that split 30 percent of funding evenly among the four states and 
70 percent of the funds according to population.  The formula shares applied to each of the 
sub-components of annual Compact transfers was developed prior to the start of the Compact 
assistance and remained unchanged throughout the 17 years of Compact I assistance.  Total 
Compact transfers have declined over time due to two programmed stepdowns in FY1992 
and FY1997 and due to the fact that the bulk of grants are adjusted by a factor of only two-
thirds of inflation in the US.  Some components of Compact assistance, notably the health 
and education grants, are not indexed at all.  Total grants, which exceeded the level of GDP 
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in the initial years under Compact assistance, have fallen to 42 percent of GDP as of FY2001.  
There was a clause in the Compact calling for transfers to increase during FY2002-2003, the 
bump-up funds, if negotiations to continue economic assistance were proceeding in good 
faith.  The bump-up funds have, in fact, been transferred and are the subject of a separate dis-
cussion below. 

58. On the expenditure side of fiscal policy, the five governments all operate within “bal-
anced budget” requirements based on either Constitutional or statutory provisions.  However, 
the definition of a balanced budget is, quite unfortunately, not restricted to the operations of a 
single budget year.  Funds unexpended in one year are reported as revenues in the following 
year.  The use of this so-called “carry-over” component in revenue projections tends to cloud 
fiscal management and can mask the onset of significant structural imbalances.  The vulner-
ability to fiscal imbalance is compounded by delays in financial reporting and expenditure 
controls that results in legislative bodies taking appropriation actions without an accurate ap-
praisal of each governments true fiscal position being readily available. 

59. The national and state governments conduct budgetary operations through a series of 
separate funds, the most important being the general fund, special fund and capital fund.  
Transfers are made between these funds for specific purposes; however, there is limited 
flexibility or authority to use funds from the special and capital funds to finance current ex-
penditures.  Thus, standard Government Financial Statistics (GFS) reporting, aggregating 
across funds and accurately distinguishing between “above-the-line” revenues and expendi-
tures and “below-the-line” financing operations do not always highlight some of the addi-
tional constraints faced by fiscal policy-makers.  The best example of this was in the State of 
Chuuk, which experienced a traumatic financial crisis culminating in FY1996 when the 
state’s failure to meet current obligations required intervention by the national government in 
the form of a policy-conditioned financial recovery loan.  The crisis was one affecting the 
general fund in particular.  Primarily due to contractions in capital spending, during that time 
the state was not experiencing overall fiscal deficits.  Once again, since FY2001 and pres-
ently, Chuuk State is experiencing a fiscal crisis which while different in character is still 
largely confined to the general fund.  Large balances of unexpended (though fully commit-
ted) resources in the capital fund cannot be used to address large and growing arrears to do-
mestic and foreign creditors. 

60. Total expenditure as a share of GDP has declined from a peak of 108 percent in 
FY1989 to 67 percent in FY2003.  Capital expenditures have averaged about 19 percent of 
GDP over the Compact assistance period, though it must be noted that a large share of this 
investment went toward commercial public enterprises that have yielded mounting losses.  
Recently, with the decline in Compact capital grants, capital expenditures have been lower 
and have averaged approximately 15 percent over the FY1999-2003 period.  Due to the 
smoothing effect enabled by the spending down of fund balances built up during prior years, 
total expenditures have declined less rapidly than total revenues.  The annual deficit spending 
that is thus accommodated does, however, highlight the need for further fiscal adjustment for 
most of the governments. 

61. Fiscal analysis in the FSM continues to be hampered by the lack of timely and com-
prehensive financial reporting by the five governments.  The analysis undertaken herein is 
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based on audited financial statements completed as of the time of reporting.  Thus the infor-
mation, while sound in quality, is considerably delayed in availability.  The financial outturn 
for FY2002 has been estimated for all five governments as no final audits are available even 
17 months after the end of that fiscal year.  Fiscal performance for all five governments in 
FY2002 and the fiscal year just ended, FY2003, are based on estimates with fairly accurate 
data available for tax revenues and payroll expenditures only.  For a few revenue components 
and for all non-payroll expenditure components the estimates derive from budget documents 
and trend assumptions. 

13. RECENT FISCAL PERFORMANCE 
62. The FSM has undertaken a series of fiscal reforms from FY1996 to the present.  The 
greatest effect of these reforms has been to reduce current expenditures, particularly on pay-
roll costs, and, to a more modest extent, to increase tax revenues.  As such, the medium-term 
fiscal position of the FSM has been strengthened despite the shock caused by the scheduled 
reduction in Compact economic assistance that took effect at the outset of FY1997.  This 
statement must be clarified to highlight that recurrent operational costs of government have 
been reduced and domestic revenue effort has been increased, improving the structural fiscal 
position in the process.  Non-recurrent and discretionary spending has, however, continued 
apace, especially for the two largest governments, National and Chuuk State.  This deficit 
spending has been financed by drawing down on unspent reserves of the national government 
and, in the case of capital spending, the same is true for Chuuk State from FY1998-2000.  
Chuuk State also ran up large arrears in FY2001-2002 that will need to be paid from the gen-
eral fund.  With the exception of Yap State which continue to run large surpluses on an an-
nual basis, each government will face, to a lesser or greater extent, a fiscal adjustment with 
the onset of the amended Compact economic assistance. 

63. Tables 7a-f in the statistical appendix show the fiscal performance on a consolidated 
basis and for each of the five governments.  The presentation follows the standard Govern-
ment Financial Statistics (GFS) format.  Tables 8a-e show fiscal performance of each of the 
five governments in the audit format.  This latter format provides fund balances for each of 
the three main funds and, as noted above, does not report financing items below the line. 

64. The FSM has experienced a significant fiscal trend over the period FY1987-203 (see 
Figure 5.)  During that period, nominal revenues have been declining at about 2.1 percent 
annually, while nominal expenditures have only been declining at about 0.9 percent annually 
indicating a deterioration of the FSM’s fiscal position.  However. this simple analysis masks 
significant variation in fiscal performance across the five governments.  Thus the discussion 
on recent fiscal performance will be brief for the consolidated fiscal accounts and is followed 
by a detailed review for each government.  Analysis in FY2002-2003 needs to take into ac-
count the fact that Compact transfers increased very significantly for a temporary period.  
The FSM as a whole received a 21 percent increase from the FY2001 level for each of the 
two years.  The increase in each year was approximately $16.5 million.  Much, but not all of 
this increase was sterilized and is to be placed in the Trust Fund that has been negotiated for 
the amended Compact economic assistance package.  Chuuk and Kosrae States were notable 
exceptions in that during FY2002 they consumed, their entire bump-up allocations resulting 
in a ramping up of expenditures, although in FY2003 the two States set aside the increase.  
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Figure 5 FSM Consolidated Revenues and Expenditures
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he national government and Yap State set aside their full bump-up allocations in each fiscal 
ear, while Pohnpei State set aside the two-year amount during FY2003.  

5. Reviewing the structure of fiscal accounts on a consolidated basis one can see the ex-

Table 6 Comparative Analysis of Fiscal Structure FY1987 and FY2001 
 Chuuk Kosrae Pohnpei Yap National FSM 

FY1987       
Grants as % of GDP  96 115 51 102 25 104 
Grants as % of Total Revenue 92 87 80 88 74 83 
Tax Revenue as % of GDP 7 8 9 11 7 8 
Current Expenditure as % of GDP 70 66 38 67 17 74 
Capital Expenditure as % of GDP 10 44 4 24 5 18 
Overall Balance as % of GDP 24 22 22 26 11 33 
Current Balance as % of GDP 1 10 9 16 9 16 
FY2001       
Grants as % of GDP  46 60 24 47 8 43 
Grants as % of Total Revenue 79 90 70 74 48 68 
Tax Revenue as % of GDP 12 12 12 13 9 12 
Current Expenditure as % of GDP 53 46 25 38 21 55 
Capital Expenditure as % of GDP 15 25 7 16 2 14 
Overall Balance as % of GDP -10 -4 3 10 -6 -9 
Current Balance as % of GDP -9 -1 3 16 -5 -6 
Notes Taxes include all taxes collected in each state, irrespective of revenue sharing arrangements. 
 State GDP is used for each of first four columns; FSM GDP used for final two columns. 
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tensive dependence on external grants as well as the trend in reducing that dependence over 
time.  As shown in Table 6 (excluding the bum-up years), grants, which for the first two 
years under Compact assistance exceeded GDP levels, now equate to 43 percent of GDP.  As 
government expenditures have declined as a share of GDP from a peak of 108 percent in 
FY1989 to an estimated level of 73 percent of GDP in FY2001 and 67 percent in FY2003, 
the dominance of government in the economy has been reduced.  Still, grants made up some 
68 percent of government revenues in FY2001, down from a level of 83 percent in FY1987.  
Tax revenues have grown as a share of total revenues, having increased from 8 percent in 
FY87 to 19 percent in FY2001; however, this has resulted from a quite modest increase in 
overall tax effort.  Tax revenue as a share of GDP has grown from 8 percent in FY1987 to 12 
percent in FY2001.  The most prominent change in the structure of revenues has been the 
growth in fishing access fees, which were less than $4 million in FY1987, reached a peak of 
$21.5 million in FY1995 and have averaged about $13 million annually in the seven years 
after that peak. 

66. Looking at the structure of the fiscal accounts of the national government shows a 
considerably different pattern to that of the state governments.  Grants make up less than 50 
percent of national government revenues.  National taxes represent about 75 percent of total 
taxes in the FSM.  During the first 12 years of the Compact the National Government shared 
as constitutionally mandated 50 percent of national taxes with the States.  In FY1999 and 
subsequent to the “fishing rights” court case, the national government legislated an increase 
in the share benefiting the States to 70 percent.  However, subsequent to the Compact rene-
gotiations, reduction in overall funding levels, and deteriorating fiscal position, the national 
government returned the States share back to 50 percent. 

67. The national government’s expenditure pattern over time is one of rapid growth from 
FY1987 to FY1998.  During that period total expenditures doubled from $25.1 million to 
$55.8 million.  Current expenditures followed a similar pattern, although the downward ad-
justment began a year earlier, with a reduction in FY1998.  The national government faced 
little pressure to adjust expenditures at the time of the first stepdown in Compact grants as 
this was more than offset by the growth in fishing access fees.  But the impact of the second 
stepdown in FY1997 was worsened by a large reduction in fishing access fee revenue in that 
year and in subsequent years.  The combined revenue losses, together with a failure to reduce 
current expenditures, created a current deficit of nearly 5 percent of GDP, completely erasing 
the combined current surpluses of the four states in the same year.  Payroll costs have been 
reduced in nominal terms, from a peak of $13.5 million in FY1997 to the current $12.3 mil-
lion estimated for FY2003, a cut of just over 9 percent. 

68. The fiscal performance of the national government was a serious concern during the 
FY1997-FY2001 period as it ran large overall deficits in the range of 4-6 percent of GDP.  
During FY2002 and FY2003, it became increasingly apparent that such deficits were no 
longer sustainable and expenditures on public projects were severely curtailed.  However, 
preliminary estimates suggest the adjustment was insufficient and the national government 
continued to run deficits of 2 and 1 percent of GDP in the two years, respectively.  These 
deficits are largely funded from surplus balances accumulated in prior years—in effect by 
drawing down portfolio assets from abroad.  Two revenue factors have also negatively af-
fected the fiscal outturn in recent years.  Fishing access fee revenues peaked at $21.5 million 

 



144 3rd FSM Economic Summit  

in FY1995 and have subsequently fallen to an average of $13 million in more recent years.  
The shift in revenue-sharing formula to transfer an additional 20 percent of national taxes to 
the states resulted in a structural decline in revenues in the range of $4.3 million per year.  
Meanwhile, the national government made an inadequate adjustment in its overall expendi-
ture pattern.  Overall “fund balances” held by the national government peaked prior to recent 
deficits at a level of about $80 million so there was clearly scope for smoothing the adjust-
ment to reduced overall revenues.  However, despite the cut back in expenditures in FY2002 
and FY2003 an overall deficit persisted although at lower levels indicating the adjustment 
process was not yet complete.  It should also be noted that the fund balances recorded do not 
represent uncommitted funds.  Once reserving for a range of factors, the fund balances avail-
able to the national government were recorded at only $0.5 million at the end of FY2001, and 
may well have turned negative in the two subsequent years. 

69. Fiscal performance in the states has been highly variable over the years; however re-
cent performance has been solid in all states except Chuuk.  The impact of the reduction in 
Compact grants in FY1997 required particularly difficult adjustments in state expenditure 
patterns.  Beginning with an analysis of Chuuk State, where the largest adjustment was re-
quired, expenditures were cut in FY1997 to just $25.8 million from a peak of $54.2 million 
in FY1991.  Chuuk’s financial crisis resulted from the lack of adequate adjustment to the ini-
tial reduction in Compact grants in FY1992 and the subsequent build-up in arrears from 
FY1993-1997.  Current expenditures in FY1998 and 1999 do not fully reflect the reduction 
in structural expenditures as the state was paying down its arrears by some $5-6 million each 
year.  Reductions in payroll expenditures from a peak of $21.9 million in FY1995 to $12.8 
million in FY1998, reflected a 42 percent nominal cut.  The state restored half of the working 
hour cut, up from 64 to 72 hours bi-weekly, at the start of FY2000.  The remaining 8-hour 
increase was restored in FY 2001.  The impact of this return to full-hours, combined with 
new hiring has contributed to almost fully reversing the significant fiscal recovery that had 
been in place through FY1999. 

70. Yet still even with that upward adjustment, much of the return to fiscal crisis can be 
ascribed to an increase in other discretionary spending for constituency-based project spend-
ing and increases in legislative allowances and expenses coupled with similar indiscipline in 
executive branch discretionary spending, especially in FY2000.  While the overall deficit in 
FY1999 was primarily a result of a doubling of capital expenditures from trend levels, subse-
quent overall deficits in FY2000 and FY2001 result from current deficits.  The FY1999 capi-
tal spending spurt reflected the airport renovation project and implementation of previously 
delayed projects.  The capital fund balance which peaked at $43.5 million in FY1997 is esti-
mated to have fallen below $10 million at the end of FY2001.  The amount of this that is un-
reserved—meaning not already committed—is unknown due to the inability of the auditors 
to make any estimate of either continuing appropriations or accounts payable on the capital 
fund.  This is a serious deficiency in financial reporting that has contributed in part to a na-
tionally imposed freeze on spending against prior year capital appropriations.  Until this 
freeze is lifted, it will not be possible for the state to spend further against fund balances, 
meaning that there is effectively a ceiling on capital expenditures equal to the capital-
restricted revenues received in FY2002 and FY2003. 
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71. The return to fiscal discipline in Chuuk from FY1997-1999 was sufficient to repay 
arrears and to support a significant economic recovery, however, immediately upon declaring 
recovery, as noted most prominently by the presence of a positive unreserved balance in the 
state’s general fund, the state has returned to many of the same poor fiscal practices that led 
to the previous financial crisis.  Unchecked growth in wages was a primary concern, although 
in FY2004 the State returned to a 72-hour pay period to assist restoration of fiscal stability. 

72. Chuuk State remains highly dependent on external grants to fund government opera-
tions and investment.  The share of grants in total revenues was 79 percent in FY2001, hav-
ing declined from a level of 92 percent at the outset of the Compact economic assistance pe-
riod.  Improvements in tax collections, coupled with an increase of the State sales tax from 3 
percent to 5 percent effective in FY2000 helped to modestly reduce this measure of depend-
ency.  However, Chuuk State’s economy is still heavily reliant on sustained government ex-
penditures, which represented some 61 percent of state GDP in FY2003.  The challenge re-
mains for Chuuk State to live within its means and still support sustained economic growth. 

73. Capital expenditures in Chuuk State have fluctuated tremendously from a low of 4 
percent of state GDP to a high of 34 percent during the period recorded.  The average level of 
capital investment was 17 percent of GDP, considered quite high by PDMC standards; how-
ever, the predominance of investments in commercial public enterprises and in a wide-range 
of small, un-vetted, “constituency-based” projects have contributed little to sustained eco-
nomic growth as evidenced by the 0.7 percent average annual growth in state real GDP from 
FY1987 to FY2003. 

74. Kosrae State has maintained relatively consistent fiscal balance throughout the period 
since FY1987.  The period of overall deficits from FY1991-1993 was driven predominantly 
by large-scale capital expenditures financed by issue of medium-term notes in the amount of 
$5 million and spending down fund balances.  The state had a current deficit of about 7 per-
cent of state GDP in FY1997 as a result of the reduction in Compact grants and a delay in 
implementing expenditure cuts.  Notably, the fall in revenues that year amounted to over 12 
percent of state GDP.  While current expenditures have been reduced and current balance had 
been restored, the outturn for FY2000 led to concern that further fiscal tightening was re-
quired.  Payroll levels have not been reduced as significantly in Kosrae as in other states, de-
spite working 56 hours bi-weekly.  Payroll costs had been cut from a peak of $5.8 million in 
FY1996 to a level of $4.6 million in FY1999, a nominal cut of over 20 percent.  However, a 
mandated annual step increase of 5 percent provided significant upward pressure on the state 
wage bill, and in FY2002 the state was able to accommodate a large increase in payroll ex-
penditures and return to a 64 hour bi-weekly payroll as the state benefited from the large in-
crease in revenues from the bump-up funds.  The payroll estimated for FY2003 will reach 
$5.9 million, slightly larger than the pre-reform peak. 

75. This leaves the state in an unenviable position as the amended Compact provisions 
come into affect.  In effect the modest current surplus in FY2002-FY2003 is less than the 
bump-up, and represents a clear signal that, with respect to medium-term fiscal policy, the 
state has a structural deficit and will have to undergo another period of adjustment.  The 
structure of Kosrae State’s fiscal accounts have been transformed the least of any of the five 
FSM governments.  Notably, grants as a share of total revenues have been reduced only mar-
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ginal from an average of 88 percent during the first three years of the Compact to an average 
of 84 percent during the FY1999-FY2001 period.  Domestic revenues have been stagnant in 
nominal terms while grants have declined.  Tax revenues as a share of state GDP have grown 
from 8 percent in FY1987 to 12 percent in FY2001.  Nontax revenues have declined mark-
edly, primarily as a result of spending fund balance assets that had been earning interest and 
dividends in the FSM investment portfolio. 

76. Capital expenditures in Kosrae have fluctuated less than in some states and have been 
very high as a share of state GDP by both FSM and PDMC standards.  Capital expenditures 
have ranged from 17 to 54 percent of state GDP and have averaged 31 percent over the 
FY1987-2003 period.  This exceedingly high investment does not compare favorably with 
the average annual state GDP growth rate over the same period of just 0.6 percent.  Clearly 
the investments of choice, predominantly in commercial public enterprises, have not suc-
ceeded in contributing to economic growth.  Like her sister states Kosrae ran fiscal deficits 
during the early part of the Compact during the early 1990s.  Subsequent to the second step-
down fiscal management improved and the state has recorded an average overall balance of 2 
percent of GDP during the FY1997-FY2001 period, which rose to 10 percent of GDP in 
FY2003 as the state contributed more that a full year of bump-up funds to the amended 
Compact trust fund.  However, the failure to restrain wages will present the state with the 
most difficult adjustment of all states to the new provisions of the amended Compact. 

77. Pohnpei State has shown considerable fiscal discipline from FY1997 to the present.  
As with Chuuk State, the GFS presentation masks some budgetary problems that were faced 
with respect to the general fund, but even with that the state appears to have adequately ad-
justed to current resources.  FY1995 represented a year of extreme fiscal indiscipline with a 9 
percent increase in payroll costs and a near doubling of other purchases of goods and ser-
vices.  The current deficit in that year, amounting to over 9 percent of state GDP, was fi-
nanced by the depletion of assets invested abroad and, in part, by the build-up of domestic 
arrears.  From that period the State has restored positive fund balances in the general fund.  
Payroll costs have been reduced from their peak of $17.9 million in FY1996 to a low of 
$13.6 million in FY2001.  A return to the normal 80-hour working week was possible in 
FY2003 without threatening fiscal balance and the wage bill rose to $14.9 million.  More 
than any other state, Pohnpei responded significantly to the adjustment challenge by increas-
ing state tax revenues.  State taxes have nearly doubled from $1.4 million in FY1997 to $3.0 
million in FY2003, although total tax revenue as a share of state GDP remains large un-
changed at 11 percent. 

78. The structure of Pohnpei State’s fiscal accounts shows they have the least reliance of 
any state on external grants; however grants still make up 70 percent of government reve-
nues, down from 80 percent in FY1987.  In terms of capital outlays, the state aggressively 
invested in commercial enterprises during the early 1990s mostly financed by medium-term 
notes.  Capital expenditures fluctuated in the range 3 to 22 percent of GDP.  Of necessity, 
capital outlays in recent years have been restricted as those debts are repaid.  The average 
capital expenditures of 9 percent of GDP compares quite favorably with the average annual 
GDP growth rate of 2.2 percent.  During the initial period of the Compact between FY1990 
and FY1995 the state expanded fiscal policy to fund large and unprofitable public enterprise 
investment and incurred average deficits of 5 percent of GDP.  However, with restoration of 
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financial discipline during the later Compact period between FY1997 and FY2003, the state 
has managed to sustain an impressive average surplus of 3 percent of GDP.  In FY2003 as 
the state set aside its full bump-up contribution to the amended Compact trust fund in one 
year, the overall surplus rose to 7 percent of GDP. 

79. Yap State has shown the most consistent fiscal performance within the FSM.  Only 
during FY1993 did the state experience a current deficit, and the adjustment to the stepdown 
in FY1997 was done in an impressive manner.  Despite running consistent surpluses on its 
current account the state has maintained discipline on recurrent expenditures.  Payroll has 
been reduced from a peak of $7.3 million in FY1996 to $5.9 million in FY2003, a cut of 19 
percent in nominal terms.  Tax revenues as percent of GDP have remained largely constant 
during the Compact period representing an average 13 percent of GDP.  However, while na-
tional tax collections in the state have shown buoyancy, state tax collections have plummeted 
and fallen from a level of $1.8 million in FY1996 to only $0.9 million in FY2003 indicating 
declining capacity, and the need for administrative strengthening. 

80. Yap State has reduced dependence on external grants to fund government operations 
and capital expenditures by more than any other state.  Grants made up 88 percent of all 
revenues in FY1987 and 74 percent in FY2001.  Capital expenditures have been high and 
relatively stable in Yap, ranging between 9 to 42 percent of state GDP during the period of 
Compact economic assistance.  The average of 21 percent does not compare very favorably 
to the average annual GDP growth of 2.4 percent from FY1987-2003.  This surely reflects 
the dominance of investments in commercial public enterprises that have not proven success-
ful.  Yap State will end the secure period of Compact economic assistance with a large re-
serve of assets invested abroad.  The State’s monetization scheme has proven successful.  In 
FY 1991 the state borrowed $71 million through the issuance of MTN bonds secured by fu-
ture Compact assistance flows under full faith and credit provisions provided for in the Com-
pact Treaty by the US government.  Having borrowed at a weighted average interest rate of 
8.5 percent, the state has earned investment earnings in excess of the cost of borrowing in the 
range of $17 million.  This is reflected in the unreserved fund balance of the state’s general 
fund of $19 million.  Although Yap sustained overall balance on the fiscal account between 
FY1993 and FY1996, during the later part of the Compact between FY1997 and FY2003 the 
state recorded a very impressive average surplus of 12 percent of GDP reflecting the pruden-
tial nature of financial management in the state. 
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Strategic Planning and Budgeting system 
Review of the Planning Process in the FSM 
In 1995 and 1996 the FSM and four states underwent the first round of Economic Summits and 
participatory planning process.  The Summit process was initiated to achieve broad-based under-
standing and consensus for reform measures needed to adjust to the changing economic circum-
stances facing the FSM.  Most importantly the FSM was preparing for the large declines in 
Compact funding resulting from the second step-down.  The nation was also beginning to con-
sider the implications of the Compact economic assistance negotiations that were looming on the 
horizon. 

That first round of Summits was instrumental in changing the mindset prevalent at the time, es-
pecially in consolidating the realization that the public sector could no longer be relied upon to 
be the leading provider for the goods, services, and livelihood of the peoples of the FSM.  It was 
clear that the FSM would need to reduce its reliance on external assistance and that the private 
sector would need to be the leading force in securing needed economic growth and jobs.  Cou-
pled with the broad development principals adopted at the FSM-wide level, the state summits 
also under went a more detailed planning process.  Each state formed a core group of sector 
committees (agriculture, fisheries, education, health, etc.), which identified key sector objectives, 
strategies to achieve the objectives, and sets of projects and programs that would be adopted to 
implement the strategies. 

The policy objectives of the 1st FSM Economic Summit were implemented throughout the pe-
riod 1996-1999.  The second Compact step-down entailed a severe reduction in external funding 
and required a series of painful adjustments implemented through the Public Sector Reform Pro-
gram (PSRP).  The major component of the PSRP was the implementation of an Early Retire-
ment Program (ERP), but this was supplemented through a series of supporting programs aimed 
at restructuring the public sector and providing an environment more supportive to private sector 
development.  As the PSRP neared completion it was decided to convene a 2nd FSM Economic 
Summit during September 1999, to maintain the reform momentum as the nation entered into 
negotiations for the renewal of the Compact with the U.S.  The 2nd Summit adopted a similar 
structure although Kosrae state was the only state to conduct a state version.  However, while the 
first Summit had been landmark in changing the mindset of the nation, the timing of the 2nd 
Summit coincided with a substantial element of reform fatigue resulting from the painful fiscal 
adjustments just completed.  With the fiscal situation largely stabilized and concentration focus-
ing on the Compact economic negotiations, the timing was not conducive to maintaining signifi-
cant reform momentum. 

The structure of the 2nd Summit largely followed the first, although each sector was presented 
with a draft strategic policy matrix, entailing a hierarchy of policy elements, strategies to attain 
the objectives, and series of programs and activities.  To monitor and ensure implementation the 
Economic Policy Implementation Council (EPIC) was created during the Summit deliberations.  
At the first few meetings EPIC was presented with an update of the progress with the implemen-
tation of the policy matrices, but this was shortly abandoned as other more critical issues cap-
tured the attention of the Council.  The creation of EPIC was a milestone in the development of 
policy in the FSM.  However, early progress in monitoring the implementation the Summit reso-
lutions and sector matrices was not maintained. 
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While the nation had undergone a round of two sets of Summits, behind the scenes each gov-
ernment was introducing a performance budgeting process.  Instead of focusing attention on line 
inputs during budget hearings, legislators were now asked to review budgets by strategic goals, 
activities, and the delivery of outputs.  Budgeting was becoming focused on deliverable results 
rather than purely on the line-item inputs purchased to attain the outputs.  However, progress has 
been slow and after five years or more of implementation there remains considerable scope for 
improvement.  Perhaps of greatest importance there is no comprehensive audit process to ascer-
tain if the outputs committed for delivery have, in fact, been produced. 

At the same time as the FSM was making its first attempt to introduce performance budgeting 
and management of public sector resources, the new arrangements under the Fiscal Procedures 
Agreement (FPA) of the amended Compact requires performance budgeting and reporting.  The 
new FPA, in effect, requires that the FSM implement performance budgeting.  Importantly it is 
up to the FSM to design the specific elements of the system.  The system proposed to achieve 
compliance is outlined in these notes and has been addressed in a series of leadership meetings 
and conferences of budget and finance officials in the FSM.  While adopting many of the fea-
tures of the previous systems the key difference is identification of quantifiable performance 
measures that can be used to clearly monitor the attainment of a strategic goals (by measuring 
outcomes) and the delivery of goods and services (by measuring outputs). Elements of the 
FSM’s Planning and Budgeting System. 
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ELEMENTS OF THE SYSTEM 

The Demand Side:  Desired Outcomes of Public Policy   
The critical starting point in any system of government is to define the key desired outcomes of 
public policy and public expenditure.  Figure 1 indicates the elements and hierarchy of the plan-
ning and budgeting system under discussion.  On the left-hand (demand) side of the system are 
broad areas of public policy: sector mission statements, strategic goals, and policies.  While not 
exhaustive, in the 3rd FSM Economic Summit nine sectors working groups have been identified: 

 Private Sector Development 
 Public Sector Management 
 Education 
 Health 
 Agriculture 
 Fisheries 
 Tourism 
 Environment 
 Gender 

Note:  Infrastructure has been addressed through lengthy and participatory preparation of the 
Draft Infrastructure Development Plan (IDP).  The IDP will be reviewed and possibly amended 
by a special sub-committee of sectoral representatives.  Each sector will be asked to review sec-
tor-specific components of the IDP to ensure consistency with the strategic planning matrices. 
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Demand Side

Legislators
Policy Makers
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Supply Side

Government,
Agencies, Private

Contractors

Providers

Baseline level
Target  level
Actual level

Quantifiable Performance Measures
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Achieved

Each S.G. may
have many
outcomes

Each M.S. may
have many

Strategic Goals

Each S.G. may
have many
activities

Each activity may
have many

outputs

e list of sectors does not necessarily coincide with government departments, although in cer-
n cases there is a unique match, such as with education and health.  In the system being 
opted by the FSM, each functional sector has a “Mission Statement”.  The mission statement is 
road statement of the sector’s objectives.  As an example using the private sector, the mission 
tement proposed is: to facilitate the development of an environment supportive of a competi-
e and growing private sector, and in the case of health: to promote and maintain a holistic sys-
 of health care that will provide an optimum quality of life for its citizenry.  Mission state-

nts are broad statements of principle and will not likely change significantly over the planning 
riod. 

neath the statement of mission “Strategic Goals” have been defined as broad areas of critical 
portance.  In the case of the private sector, the first strategic goal is: to create a sound eco-
mic policy environment to support outward-oriented, private sector-led growth, while the sec-
d is: to improve the competitiveness of the factors of production to promote private sector de-
lopment.  In the development of the strategic planning system in the FSM it was found desir-
le to permit a further layer of definition of public policy, which has been simply referred to as 
olicy”.  In many, but not all, cases these involve legislative action.  Returning to our private 
ctor example and in the case of the first strategic goal there are four associates policies: 
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 Maintain financial stability. 
 Improve fiscal accountability, transparency and performance management systems. 
 Establish an effective system to disseminate information and promote public-private 

sector dialogue. 
 Adopt trade and tax policies consistent with improving the international competitive-

ness of FSM-based producers. 

Having carefully defined the set of strategic goals and policies for a particular sector, it is neces-
sary to have some method of determining if, over time, they have been achieved.  To do this we 
define the term “Outcome”.  An outcome is a quantifiable measure (sometimes referred to as a 
performance measure) of a particular strategic goal.  An outcome must be quantifiable.  There 
may be more than one outcome measure for a particular strategic goal.  Returning to our example 
of the private sector the outcomes for the first strategic goal are: 

 Fiscal stability is maintained  [fiscal balance as % of GDP for each government and 
consolidated] 

 External debt remains at prudent levels  [(a) total external debt as % of GDP, (b) 
debt service as % of total export of goods and services] 

 Tax policy does not discourage internationally competitive production [(a) average 
effective tariff rate on imports, (b) import taxes as % of total taxes] 

 Export production increases [$ value of exports] 
 Tourism sector grows [number of tourist arrivals] 

Finally, in the case of outcomes we need to distinguish three levels.  First is the original level or 
“Baseline Level” from which we wish to evaluate performance during the planning period.  Then 
there is the established “Target Level.”  It is understood that the target will be set on the basis of 
the level of resources available to influence improvements and/or the level of political will to 
make needed policy changes.  The third level is the “Actual Level’’ at some future point of 
evaluation.  Through the process of monitoring (and perhaps audit) there will be a comparison of 
targeted versus actual achievement of the outcome measures. 

The Supply Side:  Provision of Public Sector Goods and Services 
So far the discussion has talked of the objectives of public policy, but it has not indicated how 
the strategic goals, policies and outcomes are to be attained.  In the strategic planning approach 
the objectives of policy are achieved through the delivery of public goods and services produced 
with public funds and human resources.  Government departments may deliver the services or 
they may be produced by the private sector under contract.  In either case, managers in the pri-
vate or public sector are given access to funds and resources, and are effectively contracted to 
undertake a set of well-defined activities and to deliver specified outputs.  In the FSM there is as 
yet very limited use of contractual relations in the provision of public goods as exists in other 
parts of the world.  However, the FSM is implementing in practice a nascent form of what is 
sometimes referred to as the “purchaser—provider” model. 

Figure 1 also indicates the hierarchy of activities and deliverable outputs on the right-hand or 
“supply” side of the diagram.  For each strategic goal there may be one or more activities that 
can result in the attainment of the goal.  “Activities” are the programs, processes and tasks under-
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taken by a department or agency and leading to the accomplishment of the strategic goal.  “Out-
puts” are produced and delivered by the department or agency as a direct result of their activities.  
Properly specified, outputs must be quantifiable.  Importantly, the delivery of outputs must also 
be within the direct and immediate control of the managers responsible.  For example, in the pri-
vate sector example under the first strategic goal: “to create a sound policy environment to sup-
port outward-orientated, private sector led growth” there are several activities: 

 Formulate and implement sound economic policies 
 Improve financial management quality and timeliness to better support private sector 

development 
 Proceed with tax reform agenda at national and state levels 
 Expand public information dissemination on key indicators and establish improved 

public—private sector dialogue 

In turn associated with each of the above activities there are groups of outputs.  In the case of the 
first activity several outputs have been identified: 

 Complete annual FSM Economic Review including review of PSD progress (1) 
 Complete annual State Economic Reviews (4) 
 Complete annual Economic Briefing for FSM Government at JEMCO meeting (1) 
 Complete annual Compact Report (1) 
 Etc… 

Each output is quantifiable and its delivery is under the control of the responsible manager.  For 
each output there corresponds two performance measures: a “target level,” for and the “actual 
level” attained during the reporting period. 

Outputs differ in nature from Outcomes.  Outputs come under the direct control of the responsi-
ble agencies and will be measured as often as monthly or quarterly.  In the case of outcomes it is 
likely that their measurement will be less frequent and the movement of the outcome measure 
will be affected by many factors that are outside the control of the manager.  In the above exam-
ple, the output defined as the preparation of annual economic reviews is the direct responsibility 
of staff working in the Department of Economic Affairs.  Given sufficient resources they can 
(and should) deliver the target level.  On the other hand, the attainment of the Outcome of fiscal 
stability, as measured by the deficit as a share of GDP, will be influenced by variety of factors, 
such as legislative appropriation levels, unanticipated revenue shortfalls, and other factors that 
are beyond the control the Department concerned.  In the strategic planning exercise it is critical 
that the concepts of Outcomes and Outputs are clearly distinguished. 

Organizations 
Organizations are defined in the system as the units that undertake the required activities and 
produce the deliverable outputs.  Organizations will frequently be governments, their depart-
ments and agencies; although the private sector or non-government organizations (NGOs) may 
also be considered as an organization.  Usually in a government there may be many levels, from 
the departmental level, to divisions, and subordinate sections.  Any of these elements in the sys-
tem may contribute to the delivery of a given activity and there need not be a unique relationship 
between an organizational unit and an activity.  For example both the education and health de-
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partments may be jointly responsible for an activity to improve health education and awareness 
in the outer islands.  While there is a need for integration of planning and coordination of activi-
ties, practical considerations need to be taken into account.  Where there is such overlap, it is 
quite likely best for an activity to appear in both the education and health sector policy matrices, 
and subsequently in the performance budgets of both the education and health departments of a 
particular government.  This will simplify monitoring and reporting. 

Resources and Inputs 
In order for organizations to undertake activities and deliver outputs, access to resources is re-
quired.  Governments may appropriate funds for outlays on payroll, purchase of goods and ser-
vices, subsidies, transfers, and capital items.  These outlays or expenditures are often referred to 
as inputs, and these were the center of focus of traditional line-item budgeting.  In performance 
budgeting attention is directed to the activities and outputs in order to achieve an agreed upon 
strategic goal.  In the full-blown purchaser—provider model, the legislative body will appropri-
ate the needed resources (acting as a purchaser) for specific strategic goals and the organizations 
(acting as providers) will undertake the activities and deliver the outputs which, taken together 
can be reasonably expected to lead to achievement of the strategic goals. 
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THE FSM STRATEGIC PLANNING PROCESS 

The Strategic Development Plan 
The FSM Strategic Development Plan (SDP), while similar to many development-planning exer-
cises, is specifically designed with detailed implementation in mind.  The plan outlines a list of 
key strategic goals.  However, associated with each strategic goal is a set of outcome perform-
ance measures through which it will be possible over time to monitor the success of the plan.  
The FSM SDP goes further in that it also outlines the activities and deliverable outputs, which, 
under reasonable assumptions, can be expected to lead to the achievement of the identified stra-
tegic goals.  To each output is also associated a quantifiable performance measure, so that during 
plan execution it will be possible to monitor if the activities and outputs have been fully imple-
mented. 

During the ongoing monitoring process it will be possible to determine if the SDP strategic goals 
have been achieved; furthermore, over time it will be possible to improve the accuracy of cost 
estimates to deliver specified levels of outputs.  If the outcomes have been achieved it will be 
possible to fine-tune the delivery of activities in the most cost effective way.  If, however, the 
outcomes have not been achieved, managers will first be asked if they undertook the planned ac-
tivities and delivered the target level of outputs.  If not, why not?  If the activities were under-
taken and the outputs were delivered as targeted, then reviewers (e.g. legislators and senior pol-
icy makers) will need to look deeper into why the expected impact on the outcome measure did 
not occur.  In other words, the SDP provides a means not only to monitor progress, but a means 
over time to improve the management of public sector resources. 

The FSM Strategic Development Plan will be comprised of a set of sector chapters.  The layout 
of each chapter has been designed according to a specific template.  Each chapter begins with a 
review of the sector, including: an assessment of the current situation and sector performance, 
analysis of problems, issues and constraints, and assessment of the sector’s development poten-
tial.  Building on the introductory review, the second section presents the sector strategic goals, 
which are supported by a descriptive rationale.  Each strategic goal has been further elaborated if 
needed through appropriate sector policies.  In order to assess performance in attainment of the 
strategic goals, a list of the associated outcome performance measures has been presented and is 
discussed at the end of the section.  In the case of the FSM SDP the outcome baseline and target 
measures have been specified where it is meaningful to do so at a national level.  Since many 
outcomes are state specific, the associated baselines and targets have frequently been left un-
specified. 

The third section details the sector Strategic Planning Matrix (SPM), and indicates the activities 
and outputs associated with each strategic goal (see Appendix 1.)  The SPM is the heart of the 
strategic plan and provides a working manual for each sector.  Since activities and outputs are 
state specific the associated targets have only been specified when meaningful.  The fourth sec-
tion describes the SPM and the linkage between activities and outputs with the strategic goal.  
The linkage indicates how the delivery of the activities and outputs is assumed to contribute to 
the attainment of a strategic goal.  This section also provides an assessment of linkage risks and 
weaknesses to facilitate the anticipated ex post performance evaluation efforts.  Finally a fifth 
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section references the Infrastructure Development Plan (IDP), and identifies the list of infrastruc-
ture projects that are critical to the fulfillment of the sector strategy.  The list distinguishes be-
tween those projects whose major function is to directly support sector development and those 
whose purpose is indirect or crosscutting. 

A critical element in the preparation of the Strategic Development Plan is the convening of the 
third FSM Economic Summit.  The Third Summit is planned to breakout into sector committees, 
which will have access to the draft chapters and strategic planning matrices.  Each committee 
will debate the SPM in detail scrutinizing element by element with the intention of determining 
an acceptable matrix for the FSM that has wide endorsement from all states of the federation.  
On finalization of the Third Summit the recommendations of the sector committees and revised 
matrices will be presented to the Summit for endorsement and subsequent integration into the 
SDP. 

Planning in the Federation:  Need for State Variance 
While the FSM SDP provides a blueprint for the nation’s development, many elements of the 
plan will have been deliberately generalized to allow for variation across the four states.  It is 
hoped that there can be coherence and relative uniformity wherever possible and whenever ap-
propriate.  However, it would make nonsense of the planning process to insist that a “one-size-
fits-all” approach could possibly work for all five of the national and state governments.  Thus, 
while it is expected that there can be broad agreements on mission statements, strategic goals and 
the outcome measures of each strategic goal, it is fully understood that the five governments will 
fine-tune where needed to fit their specific needs.  Since baseline levels differ across the states, 
surely target levels will be set differently.  Where one state may place greater priority (and re-
source allocation) to achieve a greater improvement in, for example, infant mortality rate im-
provements; another may have already made progress in that area and want to focus on reducing 
the prevalence of certain lifestyle diseases. 

The FSM planning and budgeting system will be uniform as a “process.” It should lead to greater 
accountability and improved allocation of scarce public resources.  But at the same time it will 
enable each of the five governments to “demand” public goods and services according to the pri-
orities of the legislative bodies and policy makers.  It is therefore anticipated that each state will 
develop its annual performance budgets using as a guide the outcomes of the 3rd FSM Economic 
Summit and the FSM SDP.  It may be the case that one or more states will develop their own 
state-level SDP following in line with the FSM SDP.  Whether each state will opt for a participa-
tory process such as a Summit is for each state to decide. 

The Annual Budget Process 
Finally, the implementation of the FSM SDP will take place through the annual budget process.  
The budget will draw on the plan for direction and in particular from the identified strategic 
goals and policies.  The list of activities and outputs, which may be undertaken in phases and de-
livered over a number of years, will require detailed specification for the upcoming budget year.  
While the SDP will clearly indicate the direction of development policy over a number of years, 
it is not intended to be cast in stone and it is anticipated that annual budgets may depart from the 
direction planned as circumstances necessitate. 
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GLOSSARY OF TERMS 

Activity:  Programs, processes, tasks, and what a department does that, if achieved, will lead to 
accomplishing the strategic goal; activities can be specified as major service areas or group-
ings of related services. 

Infrastructure Development Plan (IDP):  the IDP is the FSM’s long-term planning document 
for public investment in infrastructure.  The document has been drafted to cover a 20-year 
period; while recognizing that priorities outlined and the specific projects in each sector will 
be updated through the annual budget process.  The IDP is comprehensive in that it covers all 
anticipated sources of investment, including local revenues, Compact sector grants, and other 
donor finance.  With respect to Compact funding, the IDP is considered as a part of the De-
velopment Plan required under Compact section 211 (c) and specified in further detail in the 
Fiscal Procedures Agreement Article V (1)(e). 

Inputs:  Financial and physical resources used to produce an output.  Physical resources include 
human and material resources, typically measured in dollars such as salaries, cost of com-
puters, travel, or other expenses.  Inputs were the focus of traditional line-item budgeting. 

Mission Statement:  Describes what an organization currently does as its core function, how 
well it performs the function, for whom the function is provided, and when the function is 
provided.  The mission does not often change. 

Outcome:  The outcome is measured in order to indicate whether the strategic goal was accom-
plished.  The outcome can also be considered the impact or the change attributable to an in-
tervention, such as an action or process (e.g. policy, program, project, investment).  It is 
noted that the outcome may be affected by factors outside of the control of the manager as-
signed to achieving improvements.  There are three “levels” of outcome measures that will 
be collected and reported: 

 Baseline level: measurement at the outset of the planning period; required to establish 
the level from which improvements will be made 

 Target level:  Number that indicates the level to which improvements are planned for 
during a specified planning period (perhaps 3-5 years). 

 Achieved level:  Number that indicates the actual change in the outcome measure 
during the planning period.  This may be measured at periodic intervals as part of the 
budget monitoring and reporting process. 

Outputs:  Units or quantity of work completed or delivered.  Work completed includes goods 
and services provided by the government such as number of patients seen at the hospital, 
number of tickets issued, number of licenses revoked, or number of grant reviews completed.  
In the FSM budgeting system, the Output is the lowest level that may be associated with 
costs or budgets.  It is also clear that the delivery of the output must be under the immediate 
and direct control of the manager assigned.  During the budget formulation process, outputs 
may be developed based on actual outputs produced in previous years as well as historical 
data on costs.  Improvements in efficiency would be demonstrated by achieving more outputs 
for the same cost or the same level of outputs with reduced costs.  There are two “levels” of 
output measures that will be collected and reported: 

  



 The Strategic Planning & Budget System 159 

 Target level:  quantity of the deliverable outputs expected (committed) to be produced 
during the planning period (usually annual, broken down by quarter). 

 Achieved level:  quantity of the deliverable outputs actually produced during the 
planning period. 

Performance Measure:  quantifiable measures that can be collected in a consistent and reliable 
manner.  In the FSM system, performance will be measured at two levels:  outcome measures 
to determine achievement of (long-term) strategic goals; and output measures to verify the 
delivery of (committed) outputs (units of work).  Over time measures of efficiency (unit cost 
measures) may also be added to the system. 

Policy:  A course or method of action selected from among alternatives, and in light of given 
conditions designed to guide and determine present and future decisions and actions; a course of 
action, guiding principle, or procedure considered to be expedient, prudent, or advantageous. 

Strategic Development Plan (SDP):  The document which outlines the FSM’s broad economic 
strategy and sectoral development policies.  The SDP is comprised of descriptive narratives 
of each sector and the SPM for each sector.  In addition to being the primary national eco-
nomic planning mechanism of the FSM, the SDP also provides the means of complying with 
the requirement under the Amended Compact section 211 (c) to prepare and maintain a 
“Multi-Year Rolling Development Plan.”  As indicated therein, “the Development Plan shall 
be strategic in nature … updated through the annual budget process.” 

Strategic Planning Matrix (SPM): a matrix or table used to present in summary form a sector’s 
planning framework and including: mission statement, strategic goals (and policies), activi-
ties, and outputs. 

Strategic Goal:  High level, long term goals established in the FSM economic summit that drive 
the performance-based budget. What an organization needs to achieve to fulfill its 5-10 year 
strategy for mission accomplishment.  The strategic goal will likely be stated in such a man-
ner that it is not in itself measurable; however, one or more outcome measures should be 
identified for each Strategic Goal to determine progress along the way and to ultimately de-
termine if the strategic goal is achieved. 
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APPENDIX 1 EXAMPLE STRATEGIC PLANNING MATRIX (SEE DRAFT PRIVATE SECTOR 

DEVELOPMENT SUMMIT WORKING PAPER) 

Draft Mission Statement: 

To facilitate the development of an environment supportive of a competitive and growing 
private sector. 
 
Strategic Goal 1 Create a sound economic policy environment to support outward-oriented, private sector-led growth. 
Policies required:  

 Maintain financial stability. 
 Improve fiscal accountability, transparency and performance management systems. 
 Establish an effective system to disseminate information and promote public-private sector dialogue. 
 Adopt trade and tax policies consistent with improving the international competitiveness of FSM-based producers. 
Outcomes [measurement indicators] Activities Outputs 

1(i) Fiscal stability is maintained 
 [fiscal balance as % of GDP for each gov-

ernment and consolidated] 
1(ii) External debt remains at prudent levels 

 [(a) total external debt as % of GDP, (b) 
debt service as % of total export of goods 
and services] 

1(iii) Tax policy does not discourage internation-
ally competitive production 

 (a) average effective tariff rate on imports, 
(b) import taxes as % of total taxes] 

1(iv) Export production increases 

1.1. Formulate and implement sound economic 
policies. 

1.1.1. Complete annual FSM Economic Review 
including review of PSD progress (1) 

1.1.2. Complete annual State Economic Reviews 
(4) 

1.1.3. Complete annual Economic Briefing Report 
for FSM Government at JEMCO meeting (1) 

1.1.4. Complete annual Compact Report (1) 
1.1.5. Complete EPIC Briefing Books (2) 
1.1.6. Complete EPIC Proceedings and dissemi-

nate via website (2) 
1.1.7. Complete Economic Policy Notes on emerg-

ing issues at national and state levels (~5) 

 



 

1.2. Improve financial management quality and 
timeliness to better support private sector de-
velopment. 

1.2.1. Uniform FMIS software adopted and imple-
mented in all five governments 

1.2.2. Quarterly financial reports all completed and 
submitted timely (4 reports consolidating all 
5 governments) 

1.2.3. Complete quarterly revenue and expendi-
ture reports including analysis of fiscal 
stance to-date of all five governments (20) 

1.2.4. Annual audits completed timely and dis-
seminated via website (5) 

1.2.5. Annual audit response/action reports com-
pleted and disseminated via website (5) 

1.2.6. Annual report summarizing fiscal position 
and timeliness of payments to creditors by 
each government (5) 
[Other:  establish interest rate payment pol-
icy for late payment by Government to ven-
dors] 

1.3. Proceed with tax reform agenda at national 
and state levels. 

1.3.1. Tax reform alternatives paper produced and 
disseminated widely (1) 

1.3.2. Tax policy reform forum completed in all 
four states 

1.3.3. Draft legislation completed for national and 
state tax reform (5) 

1.3.4. Public hearings on tax legislation completed 
in all states (4) 

 [$ value of exports] 
1(v) Tourism sector grows 

 [number of tourist arrivals] 
1(vi)  
1(vii) In future: 

 Total investment as % of GDP 
 Tourist expenditures ($) and tourism value-

added as % of GDP 

1.4. Expand public information dissemination on 
key indicators and establish improved pub-
lic:private sector dialogue. 

1.4.1. EPIC meetings include private sector pres-
entations and expanded dialogue on key 
PSD issues (2) 

1.4.2. FSM (and state) Public Information releases 
increase focus on PSD issues (5) 

1.4.3. FSM President designates institutional con-
tact point for PSD issues (1) 

1.4.4. Website developed to focus on key PSD is-
sues and provide forum for dialogue (1) 

1.4.5. Chambers of Commerce  and relevant 
NGOs active in each state, including partici-
pation in annual PSD Forum (4) 
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OUTSIDE PAPERS 

Comments of the United States Department of the Interior 
US Dept. of Interior  

The United States Department of the Interior, one of the sponsors of the FSM Economic 
Summit, has been invited to provide written comments about Compact-related issues that 
merit the attention of this distinguished event. DOI representatives Tom Bussanich (from the 
Office of Insular Affairs (OIA) Washington Office) and Gerald Shea and Steve Savage (from 
the new OIA office in Honolulu) are in attendance as observers.  They will be happy to dis-
cuss any of these issues, or any other Compact-related issues, with you at your convenience.    

The United States Government, and particularly the OIA Honolulu Office, will be working 
closely with the FSM national government and the four states providing oversight to the 
health, education, capacity building, environment, private sector development and infrastruc-
ture sector grants.  It will be their primary task to ensure that the annual grant agreements the 
United States and the FSM sign are implemented, and the Compact funds are used appropri-
ately.  You will see the Honolulu staff frequently as its members travel among all the states 
of the FSM.  This group, joined by Victor Hobson of the US Embassy, expects and intends to 
operate in a collaborative capacity with FSM officials as much as possible.  It is our desire to 
have a constant give and take with state and national government officials formulating budg-
ets and implementing programs so that we not only fully understand the operations of the 
sectors, but so that we all can address any problem areas early and flexibly. 

It is very fitting that the FSM is addressing important issues facing it at the same time as the 
U.S. and the FSM embark on implementing the amended Compact of Free Association.  A 
journey of a thousand miles starts with one step, and it is important to start on the right foot.  
The Compact’s economic assistance package will last 20 years, but the decisions made this 
week and over the next few months will have a tremendous impact on whether the FSM will 
achieve its goals of economic development and self-reliance.  If the right steps are taken, the 
next few years will be building blocks for progress.  Missteps made this year or next year 
will slow down progress, and make the amended Compact less successful than it could have 
been.   

An extremely important first step is for the FSM to ratify the amended Compact as soon as 
possible.  The U.S. concluded its ratification process when President Bush signed the Com-
pact legislation in December.  However, without FSM ratification, there will be no funding 
for fiscal year 2005, which begins October 1, 2004.  Moreover, without ratification, the trust 
fund for the future generations of FSM citizens cannot be established. 

Beyond ratification, some of the steps that deserve the Summit’s attention arise from the im-
portant differences between the amended Compact and the first Compact period concerning 
financial management, accountability, and use of financial assistance the United States pro-
vides. 
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Characteristics of the first Compact Period 

The first economic assistance package under the Compact of Free Association provided over 
$1.5 billion to the FSM since 1986.  The money was spent on general government and capital 
development, energy costs, communication, marine surveillance scholarships and specific 
grants for health and education.  Most of that $1.5 billion, over $890 million, was spent on 
the day-to-day operation of the FSM State and National governments.  No less than $334 
million was spent on the “Capital account” for capital improvement projects and economic 
development. 

What was obtained for that expenditure of $1.5 billion?  On one hand, the money was used to 
create and maintain the FSM as a legitimate democracy and to take its place in the family of 
nations.  It also maintained the standard of living and relative economic stability in the is-
lands.  On the other hand, the use of Compact funding did not achieve the social gains or as 
much economic growth as all had expected in 1986.  After 17 years of Compact assistance, 
levels of academic achievement and health care, the effectiveness of government services, 
the condition of the schools and hospitals, roads and ports, water and sewer, and even electri-
cal services are not what the FSM’s founders or any of us present today had hoped. 

In addition, the ability of the FSM to account for the use of its funds came into question.  
Many concerns were raised about accounting and procurement practices, and whether indi-
viduals were unfairly or illegally benefiting from the expenditure of Compact funds at the 
expense of the Micronesian people.  This history and these questions formed the backdrop 
for questioning the status quo of Compact I and negotiating the changes so important to the 
amended Compact. 

Problems of the first 15 Years Brought Changes 

The problems of the Compact’s first fifteen years were well documented by the U.S. General 
Accounting Office, the investigative arm of the United States Congress.  These reports had a 
serious impact on the Compact negotiations and the resulting agreements.  The attention the 
new agreements pay to clearly defining how the money will be spent, to reporting the results 
of sector grant activity, and to the new standards of financial accountability is no accident.  
The U.S. Congress would not have passed the Compact, and the U.S. Government would not 
have committed to it, if these elements were not in place. It is also fair to say that the U.S. 
Congress, as well as the Executive Branch will maintain its active interest in how, and how 
well, U.S. assistance is spent during the second Compact period.   

Differences Between Compact I and Compact II 

Sector Grants 

The amended Compact focuses United States grant assistance on specific sectors important to 
creating an environment for economic growth and development.  Instead of the U.S. support-
ing all activities of the government, Compact funding is limited to six sectors:  Health, Edu-
cation, Public Sector Capacity Building, Environment, Private Sector Development and In-
frastructure.  The Education Sector grant also is supported by the Supplemental Education 

 



164 3rd FSM Economic Summit  

Grant (SEG), which will allow the FSM to replace other expiring Federal programs with pro-
grams locally designed to meet the needs of the FSM.  The new Compact also provides for 
annual deposits into a trust fund which earnings will be used, after 20 years, to replace the 
sector grant assistance from the United States.   

The sector grant approach limits the use of compact funding.  Not all of the activities of the 
FSM State and National governments are eligible for U.S. support.  Activities outside the 
sector grants, such as operational costs of government, must be funded from local revenues.  
Thus, it is important for the FSM governments to be planning now to decide how to increase 
tax receipts and other local revenues to pay for operations and the programs that remain nec-
essary, and to cut operations that are not truly necessary.   

Performance Reporting 

Second, the amended Compact focuses closely on measuring the results and tracking the per-
formance of the sectors.  The Compact requires the schools to report whether or not children 
are learning.  It requires the doctors, nurses and public health officials to report whether the 
people are healthy, if disease rates are going up or down.  It requires the governments to 
show that the money spent on construction projects benefits all the people of the FSM and 
supports economic development.  If the answers to these long- term questions are negative, 
the new Compact calls for the FSM and the U.S. to reallocate funding or adjust the programs 
and strategies to obtain better results.  The required short term, quarterly reports documenting 
detailed results are equally important; especially for government managers and Compact 
overseers who need to measure how programs are functioning, and who must take corrective 
actions quickly if there are indications of under-performance.  

Stronger Financial Management 

Third, the amended Compact establishes a newly negotiated standard for the financial man-
agement of Compact funds that the FSM and United States are pledged to follow.  The new 
Fiscal Procedures Agreement (FPA) describes in some detail the types and frequency of fi-
nancial reporting, standards for contracting and procuring goods and services, the timing of 
payments from the U.S. Treasury, and the scope of audit authority.  The FPA also includes 
sanctions to ensure compliance with its terms.   In accordance with the negotiated terms, the 
United States will, in fact, withhold future Compact payments or recover payments already 
made to the FSM and its states if the financial management standards are not met.  This part 
of the new agreement has caused concern among some in the FSM, who view it as a return to 
the days of the Trust Territory.  We disagree.  We disagree because the FPA is based on the 
same rules that the FSM has always followed with every other Federal grant it has ever re-
ceived.   The standards are also the same standards that the United States applies to grants to 
the 50 U.S. states, and all its local communities.   Similar standards, equally rigorous, are ap-
plied to United States donor assistance to all other countries.  They are common sense rules 
important to the FSM and U.S. that provide for the basics of good financial management.    

  



 Comments of the United States Department of the Interior  165 

Joint Economic Management Committee 

The fourth major difference is that the FSM and United States will annually meet and agree 
on the distribution and purposes for which Compact funds will be spent.  We will do this 
through the Joint Committee process of consultation and agreement.  The Joint Committee’s 
work has already been implemented on a provisional basis this fiscal year.  Last August, the 
JEMCO reviewed the planning documents and budgets of the FSM and incorporated, with 
few changes, the proposals into the annual grants.  The JEMCO approves the final annual 
grant plans; however, the intention is, in the first instance, for the FSM State and National 
Governments to establish their priorities and goals via development plans, which the JEMCO 
expects to accept.  Only if those plans do not reflect the letter and spirit of the amended 
Compact will the JEMCO revisit them. Clearly that is not the U.S.’s first choice, which 
causes us to reemphasize the importance of consulting early and often at the staff level to re-
solve issues, including planning issues, before they become significant. 

Implementation Issues: 

DOI officials have reported on their initial findings regarding implementation of the FY 2004 
sector grants.  Several important issues have emerged that should be addressed while we are 
still in the first half of the fiscal year.   We hope that you, as leaders of the FSM, will address 
these issues to all involved management personnel. 

A general concern we have is the lack of familiarity of FSM personnel with the Fiscal Proce-
dures Agreement (FPA) and the terms of the sector grants.  This is most apparent with pro-
gram managers in the health and education sectors. Although financial managers understand 
the accounting requirements of the FPA, many program managers seem to be unfamiliar with 
the document and may not understand their responsibilities.  All program managers should 
have a copy of the FPA and appropriate sector grants. Both financial managers and program 
managers need to become familiar with the terms of the sector grants.  There are crucial 
deadlines approaching for submission of refined statements of sector outcomes measures, 
baseline data and annual targets to enable the tracking of outputs and outcomes.  It is very 
important that the FSM demonstrate its commitment to the new Compact arrangements by 
giving its best efforts to meet the gant terms both for timing and for content. 

Several other outstanding issues merit the attention of the leadership at this Summit: 

Supplemental Education Grant 

The first is the Supplemental Education grant (SEG) that will be included with the FY 2005 
Compact grants.  The SEG was inserted into the Compact by the U.S. Congress to substitute 
for several expiring Federal programs.  Like the Federal programs it replaces, the SEG is dis-
cretionary, and is not a guaranteed Compact program. Congress established that the actual 
cash value of the programs, estimated at $12,230,000, should be granted to the FSM to fur-
ther support the goals and objectives of the education portion of the FSM development plan. 
The advantage to the FSM of the SEG is that the FSM can now design education programs 
that best fit its needs, rather than following program requirements designed for the U.S. 
mainland.  The challenge will be to take the existing programs and make the changes. 
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I also want to remind everyone the SEG is to supplement and not to supplant or replace the 
baseline Education sector grant established this fiscal year.  The Education sector grant re-
mains the primary vehicle for U.S. support of education, so the highest priority activities 
should remain part of the sector grant.  

Infrastructure Plan 

A second very serious issue is the presentation by the FSM of a nationwide infrastructure de-
velopment plan that lists integrated state and national priorities for capital improvement pro-
jects.  To date the FSM has not given the United States a plan, and no infrastructure grant 
expenditures have been authorized to date this fiscal year.  We realize development of such a 
plan is to be a major emphasis of the Economic Summit. 

The Department of the Interior, with FSM agreement, provided funding to develop a plan 
several years ago.   However, that plan, written by Robert Nathan and Associates, has not 
been adopted by the FSM, even though it appeared to identify viable projects in each state 
and to prioritize them. 

 We have heard that there is an interest in the FSM to allocate the infrastructure money by 
jurisdiction and geography, rather than by identifying the highest priority infrastructure pro-
jects.  It needs to be clear to the members of the summit that the U.S. is firm that the FSM 
national infrastructure plan must objectively identify the most important projects regardless 
of the state in which those projects will be built.   A formula distribution of infrastructure 
money will not be acceptable to the U.S. 

It is also important to note that the FPA, as negotiated, states that the highest priority for the 
infrastructure grant shall be given to primary and secondary education projects, and projects 
that directly affect health and safety, including water and wastewater projects, solid waste 
disposal projects and health care facilities.  Second priority is given to economic develop-
ment related projects, including airport and seaport improvements and roads.  The JEMCO is 
unlikely to approve projects that fall outside those definitions, including recreational and 
sports facilities.   Land costs, and costs associated with leases of existing government prop-
erty are not acceptable uses of the infrastructure grant. 

We are hopeful that an infrastructure development plan meeting the requirements of the FPA 
will be agreed upon at the conclusion of this summit.  The United States has a great interest 
in the use of the capital improvement plan.  The world will judge the success of Compact II 
partly on the basis of the condition and usefulness of the FSM’s public infrastructure.  We 
share with you a desire to see that the program is a success. 

Capacity Building, Environment and Private Sector Development Grants 

A last major concern of the United States is the transitional use of the capacity building, en-
vironment and private sector development sector grants for funding the general operations of 
the governments.  As noted earlier, the amended Compact, as negotiated by the U.S. and 
FSM, makes clear sector grants are not to be used to fund general operations of government; 
they are targeted to the specific sectors by the Compact.   When this was discussed at the 
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JEMCO meeting last August, the participants agreed that an immediate transition to zero 
USG funding of operational costs would be too jarring.  Thus, the U.S. put forward, and the 
FSM agreed to, a reasonable transition plan with a date certain:  to reduce the amounts the 
FSM governments can include in their sector grant budgets for non-compliant operational 
uses by 20% each year for the next five years. This reduction will be approximately $2 mil-
lion per year for the five governments combined. 

We urge you to take the transition plan and its impact on local revenues and government ser-
vices very seriously.  The United States members of JEMCO are committed to bringing all 
compact sector grant expenditures into conformance with terms of the negotiated Compact 
agreement within the next five years. If the government services and programs affected by 
the transition are important, the FSM governments should be acting now to find the local 
revenues for them, perhaps by reforming various tax policies and systems. 

As this Economic Summit ponders issues of concern to all of us, the United States is confi-
dent that the bonds of partnership, forged under the original Compact and reaffirmed in nego-
tiating the amended Compact, are strong enough to meet the challenges of the future.  We 
look forward to assisting the people of the FSM to meet the mutually agreed goals of devel-
opment as we work together as allies to make the world a better place. 

 



 

A Strategy for Developing a Micronesian Owned Export Industry in the 
FSM 

Pacific Business Center Program, University of Hawaii Manoa 
United Nations Development Program, Suva, Fiji 

Introduction 

The First FSM Economic Summit’s recommendation in 1995 stated that the FSM should re-
duce the risk and inherent dependency of relying on foreign aid by reducing the size and cost 
of the public sector and increasing the size and competitiveness of the private sector, in par-
ticular the export component of the private sector.  The FSM’s early export development ef-
forts were attempts to accelerate production in the priority sectors of agriculture, fisheries 
and tourism, through the creation of public enterprises.  This approach to economic devel-
opment resulted in a list of failed ventures.   

At its Second Economic Summit in 1999, the FSM’s revised economic strategy acknowl-
edged these failures and endorsed a two-pronged approach to economic development of (i) 
reforming the public sector and (ii) improving the environment for private sector develop-
ment.  The following are excerpts from the FSM’s “Private Sector/Commerce and Industries 
Policy Matrix,” and the FSM’s “Agriculture Policy Matrix” which stress the importance of 
developing the private sector, export markets.  

Private Sector/Commerce and Industries Policy Matrix 

Develop an outward looking approach to economic development.  

Encourage investment in priority and potentially competitive export growth industries. 
 Proactively promote investments in priority industries, especially exports. 

 Coordinate the collection and dissemination of information on the productive sec-
tors .  

 Promote investment with an emphasis on export industries. 

Reorient public agencies and administration to facilitate private sector development  
Decrease the cost and increase the ease of doing business, promote good governance, and 
minimize government involvement in commercial and service activity. Focus support on 
competitive tradable goods and services. Focus on efficient, coordinated support services 
providing information, advice and training and not subsidized finance. Support business de-
velopment at all levels of experience and growth. 

 Develop and deliver services for expanding businesses and improving the effi-
ciency and profitability of established businesses. 

 Maximize the awareness and use of regional support services to the private sec-
tor. 
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Agriculture Policy Matrix 

Increase commercial production through a competitive private sector 

 Phase-out financial subsidies to commercial producers and shift emphasis to ad-
visory and training services. 

 Increase farmer awareness and knowledge of domestic and export market oppor-
tunities for which the FSM has a comparative advantage. 

 Promote sound commercial development through advisory support services for 
farm business planning 

 Provide technical and advisory support to producer funded and self-managed as-
sociations. 

Private Sector Driven Growth 

Past attempts by state and national governments in the FSM to create export products by cre-
ating the businesses themselves have yet to achieve the sustained commercialization needed 
for self-propelled private-sector driven growth. The reasons being : a lack of technical exper-
tise; lack of business experience; shortfalls in government support; over reliance on public 
enterprises; lack of infrastructure (transportation); lack of knowledge of overseas markets; 
and a lack of contacts with foreign importers.   

The pattern and history of business development in the FSM suggests that the best strategy 
for developing products for export in the FSM is to strengthen existing, local private sector 
businesses that have the potential to become successful export businesses.  

Where this approach has been used in Micronesia to develop export products, the export 
businesses provided immediate employment for remote communities with high unemploy-
ment; provided training; provided management assistance; developed the markets for the 
products; and coordinated the packaging and shipping of the product to the buyer.  The na-
ture of the “for profit” relationship between the growers (in this case aquaculture farmers) on 
remote atolls and the parent company in the more populous urban community guaranteed that 
the remote farmers were supported and given every opportunity to succeed. And because the 
exporter was an existing business, it is in the best position to receive and pass on to its farm-
ers the technical assistance from outside development agencies. 

This same approach to export development can be successful in the FSM for the following 
three reasons:  

1. Several of the larger diversified businesses in the FSM are in a position to make a 
significant contribution to the development of an FSM export economy. With a rela-
tively small investment in the form of direct, technical assistance these businesses 
could expand into producing export products.  

2. Several government sponsored projects in the FSM have developed a number of po-
tential export products such as giant clams, sponges, black pearls and coconut soap 
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that have yet to become successfully commercialized.  Many of these products still 
possess real commercial potential.   

3. The expertise required to support this strategy is readily available from reputable 
technical assistance agencies with a long association with FSM. 

A Catalyst for Self-Propelled Private Sector Growth 

The type of export businesses that can be established and nurtured will start off as small or 
medium sized enterprises with relatively low capital investments and the appropriate mix of 
human resource skills and technology – so as to insure optimum participation by Microne-
sians. These can grow and, over time, have a significant impact on the overall FSM econ-
omy:   

 The net income for a new aquaculture (sponges, giant clams for the aquarium 
market, corals, live rock) operation after three years, is projected to be around 
$36,000, the equivalent of 9 FTE direct employment jobs @ $2.00 hour. This sce-
nario can be duplicated countless times in the most remote atoll locations. 

 The impact of this cash income is magnified in a subsistence economy where cash 
is in short supply. A single FTE job @ $2.00/hr. can measurably improve the 
quality of life for an entire family on a remote atoll in the FSM. 

 These initial businesses, as modest as their success may appear, also serve the 
same function as local schools where other islanders can see and thereby learn 
how to develop and manage their own aquaculture export businesses.  

 In this way success breeds success, and the initial investment in technical assis-
tance required to produce the first successful businesses continues to pay divi-
dends with every new business that imitates them. 

Critical Role of Responsive and Targeted Technical Assistance  

Responsive technical assistance must be directed at qualified Micronesian businesses in each 
of the states to assist them in diversifying away from general retail and into an array of ex-
port products that are commercially competitive.  Such technical and business support must 
rely on direct partnerships with eligible island businesses and business people who want to 
get into producing and exporting local island products. The technical assistance must be 
aimed at : 

 designing and putting into place efficient  production systems compatible with the 
level of private investment, local production capacity and the demands of the 
marketplace  

 setting up the appropriate business structure – including clear commercial link-
ages to resource owners and producers 

 aggressive and commercially astute marketing strategy  

One of the weaknesses of many export development programs is that they consistently un-
derestimate how difficult it is to get an island product to market. A viable strategy needs to 
encompass the following :    
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 Identifying viable products 
 Quantifying market demand 
 Identifying and contacting qualified buyers 
 Coordinating initial sales  
 Providing attentive follow up 
 Putting in place incentives and an enterprise friendly policy environment 

Such a holistic and integrated approach will :  

 Insure that island products get to their appropriate export markets. 
 Provide a model to show FSM business owners (as well as other island business 

development programs) how to sell an island product to a foreign buyer in a dis-
tant market.  

For such technical assistance to be effective, it has to be very well coordinated and managed 
through a single service center – preferably positioned closer to the private sector but with 
clear linkages to each of the state’s small business development centers and public-sector 
technical support agencies.  

Building on Micronesian Entrepreneurship 

Only by partnering with existing businesses in the FSM, can the entrepreneurial energy of the 
local business community be tapped. There are several owners of larger diversified busi-
nesses in the FSM that, because of their entrepreneurial spirit, business experience and capi-
tal assets are in an excellent position to benefit from such targeted technical assistance to 
grow into successful exporters of Pacific island products.  

The strategy is to partner with island businesses that are entrepreneurial, experienced, suc-
cessful and respected. They must be people who understand how a business works and are 
motivated by the challenges of running a for profit business. There are several 

business owners in the FSM who fit the profile above who have worked with the Center in 
the past and have effectively used the Center’s assistance. 

Actions Taken and Needed to Implement the Strategy  

In responding to FSM’s economic strategy to develop a vibrant export-driven private sector, 
the United Nations Development Program has teamed up with the Pacific Business Center 
Program (U.H. Manoa). In November 2003, UNDP and PBCP undertook an extensive fact-
finding and consultative process with key government officials, producer groups and private 
businesses in each of the four states. As a result of the strong articulation of support by all 
stakeholders, a joint FSM/UNDP/PBCP proposal was recently submitted to the FSM national 
government and to each of the four state governments for $2.4 million five year technical as-
sistance program to implement the private-sector export development strategy.  

State governments have indicated their willingness to contribute to the project with matching 
support from the national government. UNDP has officially advised that it will allocate its 
entire FSM budget to this strategy. PBCP has also committed financial and technical support 
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towards the proposed project. The Office of  Insular Affairs has made its support to the pro-
ject conditional on FSM's commitment to these same goals as reflected in its upcoming plan-
ning process (3rd FSM Economic Summit) and the budget. 

The UNDP project document has been officially submitted to government and arrangements 
are being made to present the document to the national and state governments for discussion 
and official signing during the Economic Summit. Implementation is scheduled for May 
2004.

  



 

ADOPTED STRATEGIC PLANNING MATRICES 

Agriculture 
Draft Mission Statement: 

The agriculture sector, including forestry, shall provide food security, sound utilization of 
natural resources and opportunities for domestic, commercial and export markets, while 
promoting environmentally sustainable production. 
Strategic Goal 1 To increase production of local produce for food security, health and to encourage import substitution.  
Policies required:  

 [Conserve FSM’s crop germplasm within its boundaries, whenever feasible] 
 [Tax imported food where production of import substitution is feasible, at the State level] 

Outcomes [measurement indicators] Activities Outputs 
1.1. Conduct community-level awareness 

programs and initiatives on the nutri-
tional value of local produce 

1.1.1. Number of workshops conducted 
1.1.2. Number of awareness materials produced 
1.1.3. Number of media (radio, TV, newspaper) pro-

grams 
1.2. Provide training to families in various 

food preparation techniques 
1.2.1. Number of demonstration programs 
1.2.2. Number of awareness materials produced 
1.2.3. Number of media (radio, TV, newspaper) pro-

grams 
1.3. Conduct baseline survey on local 

food consumption 
1.3.1. Number of surveys completed 
1.3.2. Data gathered, analyzed and distributed 

1.4. Increase availability and quality of  
planting materials and supplies 

1.4.1. Number of nurseries established 
1.4.2. Number of planting materials produced and dis-

tributed 
1.5. Provide training on farming tech-

niques 
1.5.1. Number of training programs conducted 
1.5.2. Number of participants trained 

1(viii) Increased consumption of local foods by 10% 
in 2009 

1(ix) Increased production of local foods by 10% in 
2009 

1(x) Increased diversity of local food crops per 
household by 10% in 2009 

1(xi) Increased quantity of local produce sold in lo-
cal markets 

1(xii) Conserve germplasm of at least one crop spe-
cies every year 

1.6. Conduct baseline survey on crop 
production 

1.6.1. Number of surveys conducted  
1.6.2. Number of cultivar varieties reported 
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1.7. Make available improved breeds of 
livestock/poultry 

1.7.1. Number and types of breeds imported 
1.7.2. Number of improved breeds produced 
1.7.3. Number of people engaged in poultry/livestock 

business 
1.8. Increase availability and quality of  

planting materials and supplies 
1.8.1. Number of nurseries established 
1.8.2. Number of planting materials distributed 

1.9. Provide training on farming tech-
niques 

1.9.1. Number of training programs conducted 
1.9.2. Number of people attended training 

1.10. Conduct baseline survey on food 
crop varieties 

1.10.1. Number of surveys conducted 
1.10.2. Data gathered, analyzed and distributed 

1.11. Encourage/organize farmers coop-
eratives utilizing local markets 

1.11.1. Number of farmers cooperatives established 
1.11.2. Number of farmers utilizing cooperative activi-

ties 
1.12. Encourage farmers to sell agriculture 

produce in local markets 
1.12.1. Number of farmers selling agriculture produce 

in local markets 
1.12.2. Quantity of local agriculture produce available in 

local markets 
1.13. Conduct baseline survey to docu-

ment the cultivars 
1.13.1. Number of surveys conducted 
1.13.2. Number of cultivars recorded 
1.13.3. Data gathered, analyzed and reported 

 

1.14. Assess the nutritional value of local 
food crops 

1.14.1. Number of local food crops analyzed for nutri-
tional value 

1.14.2. Data gathered, analyzed and reported 

 



 

 

Strategic Goal 2 Increase commercial production and marketing through a competitive private sector. 
Policies required:  

 Promote and expand agriculture-based products 
 Develop small-scale agriculture/food production units and industries 
 Establish an enabling regulatory environment for domestic and foreign private sector investment and development in agriculture 
 Develop competitive marketing strategies 
Outcomes [measurement indicators] Activities Outputs 

2.1. Increase availability and quality of  
planting materials and supplies 

2.1.1. Number of nurseries established 
2.1.2. Number of planting materials distributed 
2.1.3. Number of agriculture input suppliers 

2.2. Provide training on new farming 
techniques 

2.2.1. Number of training programs conducted 
2.2.2. Number of participants received training 
2.2.3. Number of new farming techniques introduced 

2.3. Review subsidies available for             
agriculture production 

2.3.1. Number of reviews conducted 

2.4. Improve extension service provided 
to farmers 

2.4.1. Number of farm visits conducted 
2.4.2. Number of workshops conducted 
2.4.3. Number of extension materials distributed 

2.5. Implement coconut replant-
ing/rehabilitation program 

2.5.1. Number of old coconut trees removed 
2.5.2. Number of coconut seedlings planted 
2.5.3. Number of farmers participated 
2.5.4. Number of coconut development projects estab-

lished 
2.6. Promote coconut based industry 2.6.1. Number of people engaged in coconut based in-

dustry 
2.6.2. Quantity of valued added products generated 

2(i) Increased commercial agricultural production 
by 15% in 2009 

2(ii) Increased exports of agricultural produce in 
quality and quantity by 10% in 2009  

2(iii) Increased number of overseas markets by 5% 
in 2009 

2.7. Increase availability and quality of  
planting materials and supplies 

2.7.1. Number of nurseries established 
2.7.2. Number of planting materials distributed 
2.7.3. Number of agriculture input suppliers 
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2.8. Provide training on new farming 
techniques 

2.8.1. Number of training programs conducted 
2.8.2. Number of participants received training 
2.8.3. Number of new farming techniques introduced 

2.9. Review subsidies available for             
agriculture production 

2.9.1. Number of reviews conducted 

2.10. Improve extension service provided 
to farmers 

2.10.1. Number of farm visits conducted 
2.10.2. Number of workshops conducted 
2.10.3. Number of extension materials distributed 

2.11. Implement coconut replant-
ing/rehabilitation program 

2.11.1. Number of old coconut trees removed 
2.11.2. Number of coconut seedlings planted 
2.11.3. Number of farmers participated 
2.11.4. Number of coconut development projects estab-

lished 
2.12. Provide training on quality and post 

harvest management 
2.12.1. Number of training programs conducted on post 

harvest management 
2.12.2. Number of people received training 

2.13. Improve availability of cargo services 
for export of agricultural produce 

2.13.1. Number of cargo flights and ships 
2.13.2. Amount of cargo space available 
2.13.3. Volume of cargo exported 

2.14. Increase number of private plant-
ers/vendors bringing in seeds and 
agriculture supplies 

2.14.1. Number of vendors importing agricultural sup-
plies 

2.14.2. Volume of supplies imported 
2.15. Establish bilateral trade/quarantine 

agreement 
2.15.1. Number of agreements established 
2.15.2. Volume of produce exported under agreement 

2.16. Conduct market research and pro-
motion 

2.16.1. Number of markets identified 
2.16.2. Number of market surveys conducted 
2.16.3. Number of promotional programs conducted 

 

2.17. Encourage businessmen to enhance 
overseas markets by providing in-
centives 

2.17.1. Number of overseas markets identified 
2.17.2. Number of businessmen carrying out export 

 



 

 

Strategic Goal 3 Improve the supply of agriculture production inputs, technology and agricultural credits and financial 
services  

Policies required:  
 Increase access to finance for viable agriculture production through a sustainable commercial credit system. 
 Increase supply of agricultural inputs for the private sector 

Outcomes [measurement indicators] Activities Outputs 
3.1. Increase access to finance for agri-

cultural production through a sus-
tainable commercial credit system 

3.1.1. Number of farmers receiving loans 
3.1.2. Number of institutions providing loans 
3.1.3. Number of types of loans issued 
3.1.4. Amount of loans issued 

3.2. Provide necessary financial informa-
tion to farmers 

3.2.1. Number of awareness programs conducted 
3.2.2. Number of farmers received information 

3.3. Provide business opportunity and 
technical information on agricultural 
inputs to the private sector 

3.3.1. Number of awareness programs conducted 
3.3.2. Number of private establishments/individuals re-

ceived information 

3(i) Increased number and value of agricultural 
loans extended to farmers by lending institu-
tions by 15% in 2009 

3(ii) Increased availability of agricultural supplies 
provided by private vendors by 2009 

3.4. Reduce government involvement in 
agriculture supply markets to avoid 
competition with private sector 

3.4.1. Number of government services discontinued 
3.4.2. Number of new establishments under private 

sector 
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Strategic Goal 4 Improve agricultural production know-how, and deliver agricultural support services needed by farmers. 
Policies required:  

 Provide scholarships for studies in agriculture and related fields 
 Improve institutional support for agriculture 
 Provide job opportunities to agriculture graduates 
 Regulate awards of scholarships through contract 
 Increase supply of agricultural inputs for the private sector 
Outcomes [measurement indicators] Activities Outputs 

4.1. Conduct participatory farmers meet-
ings to determine research needs 

4.1.1. Number of meeting held 
4.1.2. Number of farmers participated 
4.1.3. Number of recommendations made 
4.1.4. Number of research projects implemented 

4.2. Develop the FSM’s capacity to un-
dertake necessary applied agricul-
tural research projects 

4.2.1. Number of local expertise created 
4.2.2. Number of applied research programs imple-

mented 

4.3. Create a national research advisory 
committee 

4.3.1. A research advisory committee created by 2005 

4.4. Establish a National Agriculture Re-
search Institute 

4.4.1. A National Agriculture Research Institute estab-
lished by 2009 

4.5. Recruit qualified instructors to teach 
agriculture subjects 

4.5.1. Number of qualified teachers recruited 

4.6. Develop and implement appropriate 
agriculture curriculum at the elemen-
tary and high school level 

4.6.1. New agriculture curriculum implemented in 
schools 

4(i) Increased number of applied agriculture re-
search projects including documentation  

4(ii) Increased number of credit hours and agricul-
ture related courses 

4(iii) Increased number of graduates in agriculture 
programs by 50% in 2009 

4(iv) Increased number of trained farmers  
4(v) Improved agricultural support services  

 

 

4.7. Promote the importance of agricul-
ture studies 

4.7.1. Number of new agriculture programs adopted 
4.7.2. Number of promotional programs conducted 
4.7.3. Number of promotional materials produced 

 



 

4.8. Provide incentive scholarships for 
students enrolled in agriculture 
courses 

4.8.1. Number of scholarships provided 
4.8.2. Number of students availed scholarships 
4.8.3. Amount of funds allotted for scholarship 

4.9. Conduct training pro-
grams/workshops locally 

4.9.1. Number of workshops conducted 
4.9.2. Number of participants attended 

4.10. Sponsored training tour 4.10.1. Number of training tours conducted 
4.10.2. Number of participants undertaken training tour 

4.11. Provide field-days on farm demon-
stration, agriculture fair 

4.11.1. Number of demonstration farms established 
4.11.2. Number of agriculture fairs conducted 
4.11.3. Number of field-days conducted 

 

4.12. Improve extension delivery system 4.12.1. Number of capacity building programs estab-
lished  

4.12.2. Number of agents participated in training 
4.12.3. Number of types of training programs con-

ducted 
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Strategic Goal 5 Promote environmentally sound, sustainable forestry and agricultural production 
Policies required:  

 Establish effective mechanisms to control invasive species 
 Prevent slash and burn farming/deforestation 

Outcomes [measurement indicators] Activities Outputs 
5.1. Provide training and demonstration 

on organic farming 
5.1.1. Number of trainings conducted 
5.1.2. Number of farmers participated organic farming 
5.1.3. Number of training materials produced 

5.2. Provide information on marketing 
organic agriculture produce 

5.2.1. Number of informational materials produced 

5.3. Promote traditional cultivation prac-
tices 

5.3.1. Number of demonstration plots established 
5.3.2. Number of informational materials produced 

5.4. Conduct training and promote IPM 5.4.1. Number of IPM training programs conducted 
5.4.2. Number of informational materials produced 
5.4.3. Number of farmers adopting IPM strategies 

5.5. Create IPM demonstration plots 5.5.1. Number of demonstration plots established 
5.6. Increase the number of quarantine 

personnel 
5.6.1. Number of new quarantine officers recruited 

5.7. Improve the quality of quarantine 
services 

5.7.1. Number of training provided 
5.7.2. Number of additional quarantine facilities estab-

lished 
5.8. Provide awareness materials about 

invasive species 
5.8.1. Number of awareness materials produced and 

distributed 
5.8.2. Number of media programs conducted 

5.9. Establish rapid response plan 5.9.1. Rapid response team established by 2005 
5.10. Identify species for eradication (e.g. 

citrus canker) 
5.10.1. Number of invasive species identified for eradi-

cation 
5.10.2. Number of species, sites/acreage eradicated 

5(i) Increased number of local farmers shifting into 
organic farming practices 

5(ii) Increased number of farmers practicing in IPM 
5(iii) Introduction of new alien species totally pre-

vented 
5(iv) At least four newly introduced invasive species 

eradicated by 2009 
5(v) Increased use of indigenous tree species in 

the traditional farming systems and reforesta-
tion 

5(vi) Increased soil conservation  by employing 
suitable agro forestry practices 

5.11. Employ suitable strategies for eradi-
cation 

5.11.1. Number of control strategies used 

 



 

5.12. Establish a formal invasive species 
task force in each State 

5.12.1. Number of invasive task force established 

5.13. Plant economically important trees 5.13.1. Number/acreage of economically important 
plants established 

5.14. Provide quality saplings 5.14.1. Number of saplings supplied 
5.15. Training on soil conservation prac-

tices 
5.15.1. Number of training programs conducted 
5.15.2. Number of promotional materials distributed 

 

5.16. Protect soil erosion on slopes, 
shorelines and wetlands utilizing 
suitable bioengineering techniques 

5.16.1. Number of soil conservation practices adopted 
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Education 
Draft Mission Statement: 

The Federated States of Micronesia educational system recognizes its shared participation 
with parents, extended family, and broader social structures in the intellectual, emotional, 
physical and social development of children.  It will deliver a quality, sustainable basic edu-
cation system which provides all students with basic skills, thinking skills, and personal 
qualities; provides for the manpower needs of the Nation; develops a literate population 
based on the revitalization of local languages and cultures while ensuring high competence 
in English and other international languages; and collaborates with all sectors of the gov-
ernment and community to fully utilize available human and financial resources in develop-
ing the educational foundation required for sustainable economic growth and social devel-
opment. 
 

Strategic Goal 1 To improve the quality of instructional services for early childhood, elementary and secondary education. 
Outcomes [measurement indicators] Activities Outputs 

1.1. To provide instructional and support 
services for early childhood educa-
tion. 

1.1.1. __ hrs. x __ days x ___ early childhood students  
= ___ instructional hours provided by ___ teach-
ers, principals and administrators  

1.1.2. $___ per student x ___ early childhood students 
for instructional materials and textbooks 

1.1.3. $__ per student x ___ early childhood students 
for administrative support 

1(i) On average, 6th grade students correctly an-
swer 43 per cent of the questions on the FSM 
National Standardized Test (NST) mathemat-
ics test. 

1(ii) On average, 8th grade students correctly an-
swer 54 % of the questions on the NST 
mathematics test. 

1(iii) On average, 10th grade students correctly an-
swer   46 % of the questions on the NST 
mathematics test 

1(iv) On average, 6th grade students correctly an-
swer  55% of the questions on the NST lan-
guage arts test 

1(v) On average, 8th grade students correctly an-
swer 62 % of the questions on the NST lan-

1.2. To provide instructional and support 
services for elementary education. 

1.2.1. __ hrs. x __ days x ___ elementary students  = 
___ instructional hours provided by ___ teachers, 
principals and administrators (Elementary 1-8 
grades) 

1.2.2. $___ per student x ___ elementary students for 
instructional materials and textbooks 

1.2.3. $__ per student x ___ elementary students for 
administrative support 
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1.3. To provide instructional and support 
services for secondary education. 

1.3.1. __ hrs. x __ days x ___ students  = ___ instruc-
tional hours provided by ___ teachers, principals 
and administrators (secondary 9 – 12) 

1.3.2. $___ per student x ___ secondary students for 
instructional materials and textbooks 

1.3.3. $__ per student x ___ secondary students for 
administrative support 

1.4. To provide for educational and sup-
port services to individuals with dis-
abilities 

1.4.1. __ hrs. x __ days x ___ disabled students  = ___ 
instructional hours provided by ___ teachers, 
principals 

1.4.2. $___ per student x ___ elementary students for 
instructional materials and textbooks 

1.4.3. $__ per student x ___ elementary students for 
administrative support 

1.5. To provide for school maintenance, 
a safe learning environment and fa-
cilities improvement 

1.5.1. ____ classrooms brought up to accreditations 
standards 

1.5.2. 200 classrooms maintained 
1.5.3. 40 classrooms constructed 

guage arts test. 
1(vi) On average, 10th grade students correctly an-

swer 60 % of the questions on the NST lan-
guage arts test. 

1(vii) ___% of students in 8th grade will pass the 
high school entrance exam. 

1(viii) ___% of students in 12th grade will pass the 
COM-FSM entrance exam. 

1(ix) ___% of early childhood students will complete 
IEP. 

1(x) ___% of individuals with disabilities will com-
plete IEP 

1.6. To provide for boarding, feeding and 
transportation programs 

1.6.1. ____ lunches per day x ____ secondary students 
x ___ day = _____  lunches 

1.6.2. $___ per secondary boarding students x ____ 
secondary students x ____ days 
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Strategic Goal 2 Improve the quality of education services and programs 
Outcomes [measurement indicators] Activities Outputs 

2.1. To implement revised teacher certifi-
cation system. 

2.1.1. 2005 1 data system for teacher certification 
2.1.2. 2005/6 50 content training course provided to 

teachers 
2.1.3. 2006 1 public register of qualified teachers in the 

FSM 
2.2. To provide training and technical 

assistance. 
2.2.1. ____ specialist x 2080 hours x 25 per cent = 

______ hours of technical assistance 
2.2.2. ___ hours of teacher training 
2.2.3. 2005 4 content teacher training modules in major 

FSM local languages  
2.2.4. 2005 ___ content training courses x ____ teach-

ers per class = ___ hours of teacher content 
training  

2.2.5. 2005 1 plan and incentive program for increasing 
student and teacher attendance 

2.3. To provide for development and up-
grading of content standards, cur-
riculum frameworks and instructional 
materials 

2.3.1. 2005 1 report on analysis of instructional pro-
gram against curriculum and standards with im-
pact on NST 

2.3.2. 2007 1 set of revised NST exams for mathemat-
ics and language arts 

2.3.3. 2006 200 local languages readers 
2.3.4. instructional materials developed in coordination 

with NGOs 
2.4. To provide for upgrading, develop-

ment, administration and reporting of 
evaluation instruments 

2.4.1. 3 NST science components for 6, 8 and 10th 
grades 

2.4.2. 4 NST local languages components in the NST 
2.4.3. 4 local language components in high school en-

trance tests 

2(i) __% of elementary teachers certified as quali-
fied teachers, by 200? 

2(ii) __% of secondary teachers certified as quali-
fied teachers, by 200? 

2(iii) ___% of early childhood teachers certified as 
qualified teachers, by 200? 

2(iv) 2006 The number of elementary teacher days 
lost due to absenteeism during the academic 
year were ___. 

2(v) 2006 The number of secondary teacher days 
lost due to absenteeism during the academic 
year were ___. 

2(vi) __% of schools meet the requirements of the 
revised school accreditation system (FY2006) 

2(vii) __% of schools with parent and teacher asso-
ciations 

2(viii) __ % of all new principal appointments that  
incorporate community input into selection 
process (FY2007) 

2.5. To implement an FSM Accreditation 
of Schools System 

2.5.1. 2005 10 elementary schools complete self study 
on accreditation pre conditions 

2.5.2. 2007 4 secondary schools complete self study on 
accreditation pre conditions. 

 



 

2.6. To provide for increased community-
based education programs and in-
volvement of community in educa-
tional decision making 

2.6.1. 1 set of individual state plans for improving com-
munity involvement in education 

2.7. To improve accountability for per-
formance in the education system 

2.7.1. 1 accountability (monitoring, coordination, tech-
nical assistance, reporting and research) system 
for SEG 

2.7.2. 3 sets of SEG program regulations/guidelines for 
early childhood education, education improve-
ment programs and workforce development (in-
cluding adult education) and skill training pro-
grams 

2.7.3. 2005 design of public information system 
2.7.4. 2006 public information in fully implemented 

 

2.8. To review and consolidate existing 
state, and national efforts for the es-
tablishment of education manage-
ment information and reporting sys-
tems. 

2.8.1. 1 FSM education data and analysis system 
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Strategic Goal 3 To meet the manpower needs of the nation and improve life-long learning activities 
Outcomes [measurement indicators] Activities Outputs 

3(i) ___% of at risk and drop out youth at secon-
dary level will be trained and certified. 

3(ii) ___% of unemployed graduates and vocational 
illiterate adults will be certified. 

3(iii) ___% of out of school youth will be access un-
der the CASAS and T3 evaluation. 

3(iv) . ___% school drop out and at risk youth at 
secondary level will enroll in an apprenticeship 
program. 

3(v) ___% high school vocational educational 
graduates would be trained and certified at 
COM-FSM.  

3(vi) ___% graduates in T3, WIA, COM-FSM are 
trained and employed in a local job market, (af-
firmative action for hiring). 

3.1. To provide comprehensive voca-
tional, technical and basic skills 
training and certification to at-risk in 
and out of school youths, incumbent 
and dislocated workers and adult 
learners 

3.1.1. 1 education sector manpower and training survey 
3.1.2. 1 education sector manpower and training plan 
3.1.3. 1 manpower development council 
3.1.4. 1 curriculum alignment for vocational training 

programs at grades 9 – 12 
3.1.5. ___ graduates of T3 training programs 
3.1.6. ___ graduates of WIA programs 
3.1.7. ___ graduates of COM-FSM training programs 

 



 

 

Strategic Goal 4 To allow FSM students to complete postsecondary education to assist in the economic and social devel-
opment of the FSM. 
Outcomes [measurement indicators] Activities Outputs 

4.1. To provide scholarships for eligible 
postsecondary students 

4.1.1. ___ of scholarships awarded. 
4.1.2. ___ of students graduated. 
4.1.3. ___ of foreign scholarships awarded. 
4.1.4. 1 data tracking system for scholarships and FSM 

students in post secondary institutions 
4.1.5. 1 policy review paper on scholarships and schol-

arship systems in the FSM 
4.2. The College will provide educational 

opportunity to all qualified students 
within the FSM. 

4.2.1.  

4.3. Students will be academically suc-
cessful as measured by retention 
rates, completion rates, persistence 
rates, and graduation rates by major 
College system-wide 

4.3.1.  

4.4. Students will demonstrate their 
readiness for further studies as 
measured by transfer rates to other 
educational institutions of higher 
learning. 

 

4.5. 25% of 246 or 60 graduates will gain 
employment after one year from 
graduation. 

4.5.1.  

4(i) __% of students receiving scholarship will 
complete one semester of course work. 

4(ii) 6,190 students provided with higher education 
in academic, vocational and technical pro-
grams at the College of Micronesia - FSM. 

4(iii) 30% of 900 or 270 high school students who 
passed the COM-FSM Entrance Exam admit-
ted at COM-FSM. 

4(iv) 55% of 591 or 325 first year students contin-
ued in the second year (first year retention 
rate). 

4(v)  80% of 2,669 or 2,135  students completed 
courses they enrolled in (average completion 
rate). 

4(vi) 25% of 591 or 147 students who persist in any 
program after 4 years (persistence rate). 

4(vii) 27% of 2,669 or 720 students will graduate 
from their majors. 

4(viii) 25% of 246 or 60 graduates will transfer to 4-
year institutions.  

4(ix) 25% of 246 or 60 graduates will gain employ-
ment after one year from graduation.  

4(x) COM-FSM is duly accredited by Western As-
sociation of Schools and Colleges (WASC). 

4.6. COM-FSM is duly accredited by 
Western Association of Schools and 
Colleges (WASC). 

4.6.1.  
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Environment 
Mission Statement: 

Recognizing the critical importance of the FSM's natural environment to the health and 
prosperity of this and future generations of Micronesians, the Environment Sector shall 
support the protection of the Nation's environment and achieve sustainable development of 
its natural resources. These efforts include the development, adoption and enforcement of 
policies, laws, and regulations in pursuit of the above-stated goals; the reduction and pre-
vention of environmental degradation and all forms of pollution; adaptation to climate 
change; the protection of biological diversity, including assurance of adequate legal and in-
ternational treaty safeguards relating to the protection of botanical and other agro-
ecological property (including traditional knowledge and practices) belonging to the Feder-
ated States of Micronesia; the establishment and management of conservation areas; envi-
ronmental infrastructure planning, design construction, and operation; interaction and co-
operation with private sectors; and promotion of increased involvement of citizens and tra-
ditional leaders of the Federated States of Micronesia in the process of conserving their 
country's natural resources. 
 

Strategic Goal 1 Mainstream environmental considerations, including climate change, into  national policy and planning 
as well as in all economic development activities 

Outcomes [measurement indicators] Activities Outputs 
1(i) National environment functions centralized in 

an office/division to better coordinate and as-
sist the states in all aspects of the protection 
and sustainable management of the nation's 
ecosystems and natural environment by 2004 

1(ii) National Sustainable Develop Strategy com-
pleted by 2005 

1(iii) State BSAP/sustainable development plans 
developed and implementation begun in all 

1.1. Consolidate national environmental 
programs under a central of-
fice/division with responsibilities in-
cluding coordination of environment 
and natural resource conservation 
activities and assistance to states in 
addressing their environmental im-
plementation needs (Pohnpei does 
not support – current situation is 
adequate) 

1.1.1. All national environmental programs combined 
into an office/division by end 2004 (PRES, 
NCON) 

1.1.2. Decentralize/transfer appropriate ser-
vices/functions from the National to the State 
level (PRES, NCON) 
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1.2. Strengthen the President's Council 
on Environmental Management and 
Sustainable Development (SD Coun-
cil) through stronger state and NGO 
representation 

1.2.1. Conduct quarterly meetings of the SD Council 
(NDEA) 

1.2.2. State representatives appointed by Governors 
and participating in all quarterly SD Council 
meetings (NDEA) 

1.2.3. Core staff (at least one professional and one 
administrative) assigned full-time to SD Council 
activities and state support (NDEA) 

1.2.4. Sustainable indicators program developed and 
piloted by the FSM Environment Office/Division 
and the SD Council for the national level by 2005 
(NDEA, NGO) 

1.2.5. Sustainable indicators program piloted in one 
state by 2006 (NDEA, SGOV, SR&D, NGO) 

States by 2005 
1(iv) Land-use and zoning master plans developed 

and implemented for all four state population 
centers by 2006 

1(v) 100% of National and State financial assis-
tance to municipalities for infrastructure and 
economic development promotes environmen-
tally sustainable development practices by 
2006 

1(vi) Environmental Impact Assessments (EIA) car-
ried out for 100% of all government and non-
government development activities to minimize 
adverse impacts of development on the na-
tion's environment from 2005 onward 

1(vii) 100% of environmental violations successfully 
prosecuted by 2010 

1(viii) Climate change adaptation strategies that ad-
dress unacceptable risks to the natural envi-
ronment and built assets, including those aris-
ing from natural hazards such as weather and 
climate extremes, variability and change de-
veloped and implemented (climate-proofing) in 
all states by 2010 

1.3. Develop combined State BSAP/ 
Sustainable Development Plans 

1.3.1. Establish Natural Resource Stewardship Coun-
cils in at least one state, with community repre-
sentatives designated by traditional leaders and 
communities. (NDEA, SGOV, SR&D, NGO) 

1.3.2. Establish and sustain biodiversity clearinghouse 
nodes in all States by 2005 (NDEA, SGOV, 
SR&D, NGO) 

1.3.3. Support to communities for environmentally sus-
tainable projects/ programs and assistance to in-
dividuals with projects that utilize land and ma-
rine areas for highest value use provided in all 
States (NDEA, SGOV, SR&D, NGO) 
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1.4. Improve land-use and sustainable 
development planning in urban cen-
ters 

1.4.1. Land-use planning and zoning plans developed 
in all four urban centers (Lelu-Tofol, Kolonia, 
Weno, and Colonia) by 2007 (SGOV, SLEG, 
SR&D, MG) 

1.4.2. GIS (Geographic Information System) centers 
established and competently staffed in all four 
states with nodes in key government offices 
(Lands, Planning, EPA, Forestry, and Marine) 
(and College of Micronesia state campus?) by 
2006 (SR&D, SEPA, SAFD, COM) 

1.4.3. Information compiled in a GIS system catego-
rizes land and near shore waters according to 
their highest value (SR&D, SEPA, SAFD, COM) 

1.4.4. All key natural resource information (digital eleva-
tion model (DEM), soils, vegetation, rivers, wild-
life populations, etc.) updated and digitized for 
each state by 2010 (SR&D, SEPA, SAFD, COM) 

 

1.5. Promote and support sustainable 
land use and development planning 
in rural areas and outer islands. 

1.5.1. Pilot long-term vision and sustainable develop-
ment plans developed for at least ?? communi-
ties/ municipalities in each state by 2006 (SGOV, 
SR&D, MG, NGO) 

1.5.2. Outreach and incentive scheme to encourage 
communities/municipalities to adopt environmen-
tally friendly development alternatives developed 
and launched in at least one State by 2008 
(SGOV, SLEG, SR&D, MG) 

1.5.3. Establish and implement regular (quarterly) con-
sultation process between state government and 
traditional leader councils in Yap, Pohnpei, and 
Chuuk (SGOV, SLEG) 

1.5.4. Identify and promote at least 2 traditional sus-
tainable resource management practices in each 
state (SR&D, SMRD, SAFD) 

 



 

1.6. Strengthen State Environment Pro-
tection agencies to better assess 
development projects, and enforce 
and prosecute offenders 

1.6.1. All four State EPA Boards fully trained in envi-
ronmental protection and sustainable develop-
ment (NHHS, SEPA) 

1.6.2. One lawyer/prosecutor recruited and hired to 
support each State EPA by 2006 (SGOV, SLEG, 
SEPA) 

1.6.3. Double the EPA staff in each State designated 
as full-time enforcement officers by 2005(SEPA) 

1.6.4. EPA enforcement officers in all States trained in 
legal procedures, evidence handling, case de-
velopment, etc. by 2006 (SAG, SEPA) 

1.6.5. EIA legislation improved and strengthened in all 
States by 2006 (SGOV, SLEG, SEPA) 

1.6.6. National standards for Environmental Impact As-
sessments & clearinghouse & standards for EIA 
expertise developed by 2006 

1.6.7. Roster of certified technical assistance for EIAs 
and other environmental planning by 2006 

1.6.8. Consortium of local and outside expertise to con-
duct EIAs by 2006 

1.6.9. Successful prosecutions for pollution, illegal 
earthmoving/landfill, and other infringements of 
environmental laws and regulations increased by 
?? % by 2006 (SEPA, SAG) 

1.6.10. Laboratory facilities improved in all four states 
to handle basic environmental contamination 
testing of water and soil (NHHS, SEPA) by 2006 

1.7. 1.7. Revamp existing State devel-
opment review processes (including 
foreign investment) in all states to 
take into account environmental 
considerations and community input 
at all stages of project review 

1.7.1. 1.7.1. Development review processes with strong 
environmental criteria and involving community 
input adopted in two states by 2006 (SGOV, 
SLEG, SEPA, NGO) 

 

1.8. 1.8. Draft necessary implementing 
legislation for international conven-
tions to which the FSM is already a 
party 

1.8.1. 1.8.1.National legislation developed and passed 
to support FSM commitments under all major in-
ternational environment conventions – Climate 
Change, Biodiversity, Desertification, Transport 
of Hazardous Wastes, etc. by 2008 (NDEA, 
NHHS, SGOV, SLEG, SR&D) 

191 Environment Policy Matrix 



192 3rd FSM Economic Summit  

1.9. 1.9.Develop and implement inte-
grated coastal environmental and 
resource management plans to en-
hance resilience of coastal and other 
ecosystems to extreme hazards ex-
acerbated by climate variability and 
sea level rise.  

1.9.1. 1.9.1.Coastal management plans developed for 
four state centers by 2008 (SGOV, SRMD, MG, 
NGO) 

 

1.10. 1.10 Integrate considerations of cli-
mate change and sea-level rise in 
strategic and operational (e.g. land 
use) planning for future develop-
ment, including that related to struc-
tures, infrastructure, and critical as-
sets supporting social and other ser-
vices 

1.10.1. Existing facilities and infrastructure "climate-
proofing" assessments and improvement plans 
developed for all States by 2010 (SGOV, SR&D, 
MG) 

1.10.2. 100 % of new government facilities and infra-
structure designed and constructed to be "cli-
mate-proof" from 2005 onwards (PRES, NCON, 
SGOV, SLEG, MG) 

 

 



 

 

Strategic Goal 2 Improve and Enhance the Human Environment (Improve waste management (reduce, recycle, reuse) and 
pollution control  
Outcomes [measurement indicators] Activities Outputs 

2(i) Ratification of Stockholm POPs Convention by 
the National Congress by 2004 

2(ii) Importation of POPs into the FSM reduced by 
70 % by 2010 

2(iii) Solid wastes reduced by at least 10 % in all 
states, through reduced imports, recycling, and 
other methods by 2010 

2(iv) Safe solid waste disposal sites designated, es-
tablished and managed in 100% of State cen-
ters and 50% of rural municipalities by 2010 

2(v) At least 50% of households in urban areas 
served by effective public sewage treatment 
plants by 2010 

2(vi) 100% of urban households and 50% of rural 
households with access to sanitary latrines by 
2010 

2(vii) Coastal marine water quality (measured by 
ppm fecal coliform) around urban centers im-
proved by 100% by 2008 

2(viii) 100% of FSM communities will have ample ac-
cess to safe drinking water supplies by 2020 

2(ix) Increase preparedness for pollution emergen-

2.1. Limit and control importation and 
transport of polluting and hazardous 
substances into and within the FSM 

2.1.1. Stockholm POPs Convention ratified by FSM 
Congress by 2004 

2.1.2. National laws and regulations controlling trans-
boundary pollution and transport of hazardous 
substances adopted by 2005 (PRES, NCON, 
NHHS) 

2.1.3. All imports of ozone-depleting substances (such 
as CFCs and including other substances not yet 
determined) prohibited from 2005 onwards 
(PRES, NCON, NHHS) 

2.1.4. National and State legislation to ban the import of 
POPs (persistent organic pollutants including 
polychlorinated biphenyls (PCBs)) and other haz-
ardous chemicals adopted and enforced by 2006 
((PRES, NCON, NHHS, SGOV, SLEG, SEPA) 

2.1.5. At least one state bans import of Styrofoam prod-
ucts and/or plastic bags by 2006 (SGOV, SLEG, 
SEPA) 

2.1.6. At least one local handicraft/industry within FSM 
designing and developing shopping bags (which 
could also be sold for tourists as souvenirs from 
FSM) by 2006 (SEPA, SR&D) 
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2.2. Establish and enforce national mini-
mum standards for pollution and 
hazardous wastes, including POPS 

2.2.1. National Implementation Plan for POPs com-
pleted by 2005 (NHHS, SEPA) 

2.2.2. Central temporary storage site for hazardous 
wastes designated and all hazardous wastes 
stored until they can be properly disposed of in 
all States (SEPA) 

2.2.3. All existing POPs in the FSM identified and safely 
disposed of (through AusAID assistance pro-
gram) by 2006 (NHHS, SEPA) 

2.2.4. Minimum pollution standards for imported vehi-
cles adopted and enforced by 2006 (NHHS, 
SEPA) 

2.2.5. Import of all motor vehicles manufactured before 
1996 prohibited (due to global ban on CFCs) 
(PRES, NCON, NDEA, SGOV, SLEG) 

cies (oil spills, chemical leakages, etc.) in all 
States by 50% by 2010 

2(x) Reduce damage to natural resources and hu-
man infrastructure and health from local pollu-
tion emergencies (in terms of dollar loss) by ?? 
% by 2010 

2.3. Assess contaminated (e.g., oil, 
heavy metals, PCBs) lands in all 
States and undertake clean up op-
erations 

2.3.1. Inventory and assessment of contaminated lands 
in all States completed by 2005 (NHHS, SEPA) 

2.3.2. Clean up plans developed and implementation 
begun by 2006 (NHHS, SEPA, MG) 

 



 

2.4. Promote the development and effec-
tive use of waste reduction initia-
tives, solid waste collection systems, 
and recycling programs for alumi-
num, glass, and paper in all state 
centers 

2.4.1. Develop Integrated Waste Management Plan fo-
cusing on source reduction, reuse, recycling, 
composting, land filling, incineration, and dis-
posal of hazardous wastes all States by 2010 
(SEPA, MG) 

2.4.2. Waste management and reduction campaigns 
conducted in all States by 2006 (SEPA, MG, 
NGO) 

2.4.3. Hazardous waste (waste oil, batteries, etc.) col-
lection services established in one State by 2006 

2.4.4. Solid waste collection services serving 75 % of 
the population in all State urban centers by 2006 
(SEPA, MG) 

2.4.5. 50% of solid waste collection services privately-
managed by 2008 (SEPA) 

2.4.6. Aluminum recycling centers established and op-
erating in at least two states by 2006 (SEPA, 
MG) 

2.4.7. Glass recycling centers established and operat-
ing in at least two states by 2006 (SEPA, MG) 

2.4.8. 100% of government office aluminum, glass, and 
paper wastes are recycled by 2008 (PRES, 
NCON, NHHS, SGOV, SLEG, SEPA, MG) 

2.4.9. 80 % of imported aluminum cans recycled nation-
wide by 2006 (NHHS, SEPA) 

 

2.5. Designate, establish and/or upgrade, 
and manage easily accessible safe 
waste disposal sites on all populated 
islands, and encourage their effec-
tive use 

2.5.1. All four state urban centers will improve or estab-
lish and properly manage a designated waste 
disposal site (separating hazardous wastes, plas-
tic or other impervious liner, composting, cover-
ing with soil, etc) by 2010 (SLEG, SEPA, MG) 

2.5.2. ?? % of the nation’s outlying municipalities will 
improve or establish and properly manage a des-
ignated waste disposal site (separating hazard-
ous wastes, plastic or other impervious liner, 
composting, covering with soil, etc) by 2020 
(SLEG, SEPA, MG) 

2.5.3. Private companies will manage 50% of waste 
disposal sites (SGOV, SLEG, SEPA, MG 
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2.6. Remove and/or recycle abandoned 
cars and other bulky solid wastes 
(computers, air conditioners, ste-
reos, microwaves, washing ma-
chines, and other items with elec-
tronic components that require spe-
cial disposal) on all islands 

2.6.1. At least two States launch a fund financed by a 
tax on vehicle importers to finance the cost of 
removing abandoned vehicles by 2006 (SGOV, 
SLEG, SEPA) 

2.6.2. All abandoned vehicles will be removed from 
public areas and safely disposed of (including 
use as artificial reefs) in all States by 2008 
(SEPA, MG) 

2.6.3. Tax incentive created to encourage local or for-
eign entrepreneur to crush vehicles and export 
them to Asia for the scrap metal market (NCON, 
NDEA, SGOV, SLEG, SEPA) 

2.7. Improve sewage treatment facilities 
in main population centers and resite 
sewage discharge locations outside 
the barrier reefs to limit negative im-
pacts on the marine environment in 
all state centers 

2.7.1. Increase the number of homes with connection to 
sewage system in urban centers to ?? % by 2006 
(SPUC) 

2.7.2. Reduce to ?? % the amount of untreated sewage 
discharge into lagoons in all States by 2008 
(SPUC, SEPA) 

2.8. Develop and implement urban storm 
water management plans in urban 
centers 

2.8.1. Storm water devices in urban centers (eg litter 
traps, sediment traps, oil/water separators) in-
stalled and/or improved in all State centers by 
2008 

 

2.9. Provide and encourage the use of 
sanitary sewage disposal in all rural 
areas (septic tanks, water seal toi-
lets, composting toilets, etc.) 

2.9.1. ??  % of households in all States will have ac-
cess to some form of sanitary latrines (temporary 
or permanent) by 2010 (NHHS, SEPA) 

 



 

2.10. Improve management of surface 
catchments and aquifers to meet 
projected water supply demands, in-
cluding educational programs for 
landowners and other key stake-
holders 

2.10.1. Limited-access Watershed Forest Reserves es-
tablished above ?? % of village water systems 
catchments on high islands by 2010 (SGOV, 
SLEG, SEPA, SAFD, MG) 

2.10.2. Increase to ?? % the number of households 
connected to a safe water supply system in all 
States by 2006 (SEPA, MG) 

2.10.3. Decrease by ?? % levels of contamination of 
groundwater aquifers and surface waters by 
2010 (SEPA, MG) 

2.10.4. Watershed management fund from public water 
system revenues established in at least one state 
by 2006 (SGOV, SAFD, SPUC, NGO) 

2.10.5. In partnership with USGS and WERI, reestab-
lish and monitor a system of stream gauges in all 
four States by 2006 (NDEA, SR&D, SEPA, 
SPUC) 

 

2.11. Continue to improve and extend 
centralized water systems in urban 
centers, and improve community wa-
ter systems in rural areas to assure 
access to safe drinking water sup-
plies. 

2.11.1. Public water systems extended to ?? additional 
households in each main island by 2006 (SPUC) 

2.11.2. Water subsidies eliminated in all States.by 2010 
(SGOV, SLEG, SPUC) 

2.11.3. ?? % of FSM rural households have access to 
safe drinking water (including roof catchment, 
sand filtering, and other low-cost, low tech meth-
ods) by 2010 (SEPA) 

2.11.4. Low tech solar desalination plants are estab-
lished on at least 4 populated outer islands in 
each FSM State by 2008 (SLEG, SEPA) 
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 2.12. Increase preparedness and 
skills/capacity of relevant govern-
ment and private sector agencies to 
rapidly respond to pollution emer-
gencies (e.g., oil spills, ship ground-
ings, natural disasters, etc) 

2.12.1. At least two states will establish and train an in-
ter-agency pollution emergency rapid response 
team by 2006 (NHHS, SEPA) 

2.12.2. Develop and implement legislation for the pre-
vention, control and removal of oil spills in all 
States by 2008 (NHHS, SEPA) 

2.12.3. Oil spill contingency plans developed and im-
plemented in all States by 2006 (NHHS, SEPA) 

2.12.4. National response plan to large oil spill events 
developed by 2006 (NHHS, SEPA)  

2.12.5. Develop methods of waste/spilled oil collection 
and disposal in all States by 2008 (NHHS, SEPA) 

 



 

 

Strategic Goal 3 Reduce energy use and convert to renewable energy sources / Minimize emission of greenhouse gases 
Outcomes [measurement indicators] Activities Outputs 

3.1. Decrease the use of imported petro-
leum fuels through improved energy 
efficiency, energy conservation, 
elimination of energy subsidies, and 
public education. 

3.1.1. 100% of all housing development funded by the 
US or FSM and State Governments shall meet 
minimum US standards for energy efficiency from 
2006 onwards (NDEA, SHA, USDARD) 

3.1.2. All electricity subsidies in the FSM eliminated by 
2010 (SGOV, SLEG, SPUC) 

3.1.3. All states fully enforce new pollution standards 
through existing vehicle inspection and mainte-
nance programs from 2006 onwards (SEPA, 
SPSD) 

3.1.4. 100% public and private motor vehicles in the 
FSM will meet minimum efficiency and pollution 
standards by 2006 (NDEA, NHHS, SPSD, SEPA) 

3.1.5. 100% of energy generation in the FSM will meet 
USEPA and other relevant standards by 2008 
(SDEA, SPUC) 

3.2. Provide public transportation in State 
population centers and discourage 
private vehicle use, including 
through educational programs 

3.2.1. At least one state will establish a public transpor-
tation system on the main island which will be 
regularly used by at least 30% of the island's 
population by 2010 (SGOV, SLEG)  

3.2.2. Vehicle ownership per capita will decrease by 
??% by 2010 (NCON, NDEA, SGOV, SLEG) 

3.2.3. Cycling paths will be established in one urban 
center by 2008 (SLEG, MG) 

3(i) Decrease the import and use of imported pe-
troleum fuels by 50% by 2020 

3(ii) ?? % of electricity in urban centers and ?? % in 
rural areas will be generated using renewable 
energy sources by 2020 

3(iii) 100% of new public and 50% of private build-
ings in the FSM will meet US standards for en-
ergy-efficiency by 2006 

3(iv) Private motor vehicle ownership/number of ve-
hicles will decrease by ?? % by 2010 

3(v) The FSM will have a net gain of area covered 
by forests between now and 2020 

3(vi) The FSM will have a net gain of area and 
health status of coral reefs between now and 
2020 

3(vii) The FSM will remain a net importer of green-
house gases through 2020 

3.3. Increase the use of solar power, 
wind, and/or solar/wind hybrids for 
alternative power generation 
schemes, especially in rural and re-
mote communities, through incen-
tives and public education 

3.4.  

3.4.1. Solar and/or wind power systems will be estab-
lished and operating on at least two outer islands 
in each state by 2008 (EU-funded energy project) 
(NDEA, SGOV, SPUC) 
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3.5. Provide incentives for the use of 
alternative and renewable energy 
sources and energy efficiency 
mechanisms in government and pri-
vate sector buildings and develop-
ment projects 

3.5.1. 100% of new public buildings will be energy effi-
cient from 2005 onwards (PRES, NCON, SGOV, 
SLEG, MG) 

3.5.2. New public buildings will integrate at least one 
alternative energy source (solar, wind, hydro-
electric) to generate at least ?? % of energy 
needs (PRES, NCON, SGOV, SLEG, MG) 

3.5.3. ?? % of existing public buildings will be refur-
bished with energy efficiency mechanisms by 
2010 (PRES, NCON, SGOV, SLEG, MG) 

3.6. Undertake planning, regulatory, edu-
cational and other initiatives that will 
ensure the preservation of remaining 
native forests and agroforests and 
ensure reforestation for watershed 
protection and as a carbon sink 

3.6.1. National government, in concurrence with all 
States, adopts policy of no net loss of forests and 
mangroves by 2006 (PRES, NDEA, NCON, 
SGOV, SAFD) 

3.6.2. Limited-access Watershed Forest Reserves es-
tablished above ?? % of village water system 
catchments on high islands by 2010 (SGOV, 
SLEG, SEPA, SAFD, MG, NGO) 

3.6.3. Reforestation will be undertaken successfully in 
at least 50% of the nation’s degraded watershed 
areas by 2020 (SGOV, SLEG, SAFD, MG, US-
DAFS) 

3.6.4. Ban or gradual ban of use of mangroves for fuel 
wood in all States adopted and enforced by 2006 
(SGOV, SLEG, SAFD, MG, USDAFS) 

3.7. Undertake educational and other 
initiatives that will prevent the degra-
dation and destruction of coral reefs 

3.7.1. National government, in concurrence with all 
States, adopts policy of no net loss of coral reefs 
by 2006 (PRES, NCON, NDEA, SGOV, USDOI) 

 

3.8. Upgrade local capacity to carry out 
operation and maintenance of all re-
newable energy hardware 

3.8.1. 3.7.1  Local utilities and private sector staff in all 
States able to operate and maintain renewable 
energy hardware by 2008 (SDEA, SPUC) 

 



 

 

Strategic Goal 4 Enhance the benefits of sustainable use of the FSM’s genetic resources and ensure benefits derived are 
fairly shared amongst stakeholders 
Outcomes [measurement indicators] Activities Outputs 

4(i) Access to genetic resources in the FSM en-
hanced to support economic development and 
improved quality of life 

4(ii) Fully document traditional knowledge and 
practices pertaining to the FSM's genetic re-
sources by 2020 

4(iii) All research on the FSM's traditional knowl-
edge and genetic resources is permitted and 
monitored to ensure that benefits are equitably 
shared by 2006 

4.1. Draft and adopt mechanisms and 
legal framework regulating access to 
traditional knowledge, other forms of 
intellectual property, and genetic re-
sources in the FSM so that the value 
of these resources is preserved for 
FSM citizens 

4.1.1. National legislation adopted protecting the FSM’s 
biodiversity and intellectual property and ensur-
ing equitable sharing of benefits from any utiliza-
tion, including enforcement protocol and penal-
ties, by 2006 (NCON, NAG, NDEA, SGOV, 
SLEG) 

4.1.2. National bio-prospecting coordinating expert 
panel established by 2005 (NAG, NDEA, COM, 
SGOV, SAG, SR&D, MG, NGO) 

4.1.3. Process for the collection of biological specimens 
needed for scientific studies which complies with 
international regulations on the transport of bio-
logical specimens established by 2005 (NCON, 
NAG, NDEA, COM, SGOV, SLEG) 

4.1.4. Model genetic access agreement negotiated and 
completed between the National and at least one 
State government and one private sector firm by 
2008 (NAG, NDEA, SGOV, SAG, SR&D, MG, 
NGO) 
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4.2. Encourage and assist individuals, 
families and communities to secure 
their traditional knowledge and en-
hance it where appropriate 

4.2.1. All State Foresters, and State Marine Resources 
and Agriculture Chiefs trained in ethnobotany 
and genetic access and benefit sharing by 2006 
(NDEA, COM, SAFS) 

4.2.2. Capacity of local staff in archaeology, museum/ 
curator, and other indigenous knowledge-based 
disciplines improved in all States by 2008 
(NDEA, COM, SAFS, SHPO) 

4.2.3. Traditional knowledge databases established 
and maintained in all states using World Intellec-
tual Property Organization’s (WIPO) recom-
mended protocol by 2006 (NDEA, SAFD, SHPO) 

4.2.4. Classes/training in ethnobotany and related sub-
jects offered at College of Micronesia campuses 
in 2 States by 2006 (NDEA, COM, SAFD) 

 

4.3. Document, improve, and enforce the 
current national research permitting 
process to assure that intellectual 
property rights and genetic re-
sources are protected 

4.3.1. 100% of research on the FSM's traditional knowl-
edge and genetic resources is approved and 
monitored by the FSM National Government and 
respects the nation's policies in this regard by 
2008 (NDEA, SR&D, SHPO) 

4.3.2. Develop and implement a scientific code of con-
duct for all biodiversity and bioprospecting re-
search in the FSM (NDEA, SR&D, SHPO, SEPA, 
NGO) 

4.3.3. Research permit process that includes provisions 
for hiring local associates in order to assure the 
local capacity is developed and supported in con-
junction with research on genetic resources and 
traditional knowledge (NBSAP) for permitting 
adopted by 2008 (NDEA, SR&D, SHPO, SEPA, 
NGO) 

 



 

 

Strategic Goal 5 Manage and Protect the Nation's Natural Environment/Protect, conserve, and sustainably manage a full 
and functional representation of the FSM's marine, freshwater, and terrestrial ecosystems 
Outcomes [measurement indicators] Activities Outputs 

5(i) A nation-wide system of community-led ma-
rine, freshwater, and terrestrial conservation 
areas where special measures are enforced to 
conserve biological diversity is developed and 
implemented by 2010 

5(ii) Conservation areas contribute at least ?? % of 
the total national economy through successful 
compatible enterprises including ecotourism, 
non-timber forest products, and mariculture. 

5(iii) At least 20% of the nation's coral reefs are pro-
tected as "no-take" reserves by 2020 

5(iv) Deforestation/Agricultural conversion rates are 
decreased to 0% by 2010 

5(v) No plant or animal species endemic to the 
FSM will go extinct, and endangered and 
threatened species status will improve be-
tween now and 2020 

5(vi) Comprehensive nation-wide biodiversity health 
and threat abatement monitoring program es-
tablished and implemented by 2008 

5.1. Assist states, municipalities and 
communities to identify high priority 
"areas of biological significance", 
and support the development and 
implementation of conservation 
management plans for these areas 

5.1.1. National guidelines for the selection, establish-
ment, and management of protected areas are 
developed and approved by three out of four 
states by 2007 (NDEA, SR&D, SAFD, SMRD, 
NGO) 

5.1.2. Genetic resources, natural communities & eco-
systems inventoried and support provided for 
state biodiversity nodes by 2006 (NDEA, SR&D, 
SAFD, SMRD, NGO) 

5.1.3. 50% of government and NGO conservation area 
managers are trained in, adopt, and apply con-
servation area planning methods for their specific 
sites by 2008 (NDEA, SR&D, SAFD, SMRD, 
NGO, MCT) 

5.1.4. 50% of the FSM municipalities legally designate 
at least one marine or terrestrial site (using the 
ABS sites identified in ecoregional plan devel-
oped under the NBSAP) as a conservation area 
by 2010 (NDEA, SR&D, SAFD, SMRD, MG, 
NGO, MCT) 

5.1.5. Limited-access Watershed Forest Reserves es-
tablished above ?? % of village water system 
catchments on high islands by 2010 (SGOV, 
SLEG, SEPA, SAFD, MG, NGO) 

5.1.6. Deforestation/Agricultural land conversion rates 
will decrease by at least 50% on all high islands 
in the FSM by 2006 (NDEA, SR&D, SAFD, NGO) 
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 5.2. Establish and enforce biologically 
connected marine protected area 
networks in all four states with the 
goal of protecting at least 20% of the 
FSM’s reefs in no-take reserves 

5.2.1. Rapid marine resource assessments carried out 
in 100% of the high island reefs and 25% of the 
outer island reefs by 2010 (NDEA, SMRD, COM, 
MG, NGO) 

5.2.2. Biological reef connectivity studies undertaken 
and completed in at least two states by 2010 
(NDEA, SMRD, COM, MG, NGO) 

5.2.3. Reef resilience to climate change-caused coral 
bleaching will be integrated into the MPA network 
design process in at least one state 2010 (NDEA, 
SMRD, COM, MG, NGO) 

5.2.4. At least two Municipal governments in each state 
will successfully manage and enforce a conser-
vation area in their locale, in partnership with tra-
ditional leaders and State government by 2008 
(NDEA, SAG, SMRD, COM, MG, NGO, MCT) 

5.2.5. Successful prosecutions for infringement of laws 
designating and managing of conservation areas 
will be increased by ?? % by 2006 (NDEA, SAG, 
SMRD, COM, MG, NGO) 

 



 

 5.3. Develop and implement pro-
grams/policies that recognize, pro-
mote, and support community own-
ership and stewardship of natural re-
sources and support for natural ar-
eas in all states, including environ-
mentally compatible economic de-
velopment enterprises. 

5.3.1. With National government assistance, State 
BSAPS completed for all four states and imple-
mentation begun (NDEA, SR&D, SMRD, MG, 
SAFD, NGO) 

5.3.2. Sustainable timber harvest determined FSM for-
ests types and unsustainable logging and logging 
which deprives the culture of the natural re-
sources it needs for its materials culture (tradi-
tional houses, canoes, etc.) controlled in all 
States by 2008 (NDEA, SR&D, SMRD, MG, 
SAFD, NGO) 

5.3.3. Policies encouraging & supporting in-situ conser-
vation of traditional agrobiodiversity in support of 
landuse sustainability and nutritional health 
adopted in all States by 2008 (NDEA, SAG, 
SMRD, MG, NGO) 

5.3.4. Analyses of nutrient content of traditional crops 
compiled and disseminated in all States by 2006 
(NDEA, NHHS, SAG, NGO)  

5.3.5. A law recognizing and supporting community-led 
conservation area designation and management 
is adopted by at least one State by 2006 (NDEA, 
SAG, SMRD, MG, NGO) 

5.3.6. ?? % conservation area management plans will 
integrate at least one traditional resource man-
agement practice (NDEA, SMRD, COM, MG, 
NGO) 

5.3.7. At least one successful ecotourism enterprise is 
established for ?? % of all conservation areas in 
the FSM by 2010 (NDEA, SMRD, COM, MG, 
NGO, MCT) 

5.3.8. Appropriate mariculture enterprises (sponges, 
giant clams, pearls, etc.) are successfully estab-
lished at ?? % of the marine protected areas 
(MPAs) by 2010 (NDEA, SR&D, SMRD, COM, 
MG, NGO, MCT) 
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5.4. Limit the use of destructive fishing 
technology, e.g.,  monofiliment gill 
net, underwater flashlights, SCUBA, 
fish poisons, etc. 

5.4.1. All States prohibit the export of monofilament gill 
nets with gaps less than three inches in width by 
2006 (NDEA, SAG, SMRD, MG, NGO) 

5.4.2. All States prohibit fishing with SCUBA by 2006 
(NDEA, SAG, SMRD, MG, NGO) 

5.4.3. At least two states prohibit night fishing with 
flashlights by 2008 (NDEA, SAG, SMRD, MG, 
NGO) 

5.4.4. Harvest and transport of threatened and endan-
gered species by non-traditional means prohib-
ited in all States by 2010 (NDEA, SAG, SMRD, 
MG, NGO) 

 

5.5. Identify key ecological indicators to 
monitor trends and conditions of ma-
rine and terrestrial biota, and regu-
larly assess their status, and set up 
community-based resource monitor-
ing systems and, through education 
and training, assist communities to 
use this information for decision-
making. 

5.5.1. Standard fish and coral monitoring protocols es-
tablished by the National and State governments 
and monitoring teams trained in all States by 
2006 (NDEA, SMRD, COM, MG, NGO) 

5.5.2. State fisheries agencies, in partnership with 
NGOs and Municipal governments implement 
standard state-wide fish and coral monitoring 
program by  2007 (NDEA, SMRD, COM, MG, 
NGO) 

5.5.3. With support from the national government, each 
state update vegetation maps by 2008 using ae-
rial or satellite photography and repeat no less 
than once very five years afterwards (NDEA, 
SMRD, COM, MG, NGO) 

5.5.4. With support of the National government, each 
State will undertake new forest bird and fruit bat 
surveys by 2008, and repeat no less than once 
every five years afterwards (NDEA, SAFD, COM, 
NGO) 

5.5.5. Establish and manage a community-based moni-
toring network in at least one State by 2006 
NDEA, SMRD, COM, MG, NGO) 

 



 

 5.6. Identify endangered or threatened 
species in the FSM, promote re-
search on their biology, and estab-
lish species recovery plans 

5.6.1. FSM Endangered species law is updated and 
adopted by 2007 (PRES, NCON, NAG, NDEA, 
SGOV, SR&D) 

5.6.2. Keystone species, natural communities and eco-
system processes identified, linkages docu-
mented, and their condition and trends monitored 
in all States by 2008 (NDEA, SMRD, COM, MG, 
NGO) 

5.6.3. Develop and implement species recovery plans 
for at least one threatened or endangered spe-
cies in each state by 2006 (in partnership with 
US Fish and Wildlife Service) (NDEA, SR&D, 
SMRD, SAFD, NGO, MCT) 
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Strategic Goal 6 Improve environmental awareness and education and increase involvement of citizenry of the FSM in 
conserving their country's natural resources 
Outcomes [measurement indicators] Activities Outputs 

6.1. Bring together educators, represen-
tatives of State and National De-
partments of Education and local 
and outside environmental experts to 
develop an appropriate environ-
mental curriculum for the nation's 
schools 

6.1.1. A nation-wide environmental curriculum featuring 
the FSM’s unique environment and biodiversity 
will be developed and implemented in schools 
throughout the FSM by 2010 (NDEA, NHHS, 
NDOE, SDOE, SR&D, SMRD, SAFD, NGO) 

6(i) Resource management and environmental 
studies are integrated into all levels of the na-
tion's education curricula by 2010 

6(ii) Community environmental awareness im-
proved and citizen involvement in conservation 
and environmental activities increased to 80% 
by 2010 (measured by public awareness sur-
veys) 

6(iii) Public awareness and understanding of the 
consequences of climate change increased to 
80% by 2010 (measured by public awareness 
surveys) 

6(iv) Sharing and transfer of environmental informa-
tion between government, private sector, 
communities and NGOs improved 100% by 
2008 

6.2. Implement public educational pro-
grams that support good practices in 
environmental health, sustainable 
resource management, waste man-
agement and disposal, awareness 
and understanding of the conse-
quences of natural hazards including 
those related to extreme weather 
events, climate variability and 
change and sea-level rise 

6.2.1. Carry out at least one conservation public aware-
ness campaign in each state each year (NDEA, 
NHHS, SR&D, SMRD, SAFD, NGO) 

6.2.2. Carry out at least one climate change public 
awareness campaign in each state each year 
(NDEA, SR&D, SMRD, SAFD, NGO) 

6.2.3. Establish and implement regular (quarterly) con-
sultation process between state government re-
source managers and traditional leader councils 
in Yap, Pohnpei, and Chuuk State by 2006 
(SGOV, SR&D, NGO) 

6.2.4. National government, in partnership with the 
State governments, produce annual "state of the 
environment" report and present to traditional 
leaders councils from 2008 onwards (PRES, 
NSDC, NDEA, SGOV, SR&D) 

 



 

 6.3. Improve the dissemination and shar-
ing of information on biodiversity, 
climate change, and other environ-
mental information and activities be-
tween different levels of government 
and with the general public. 

6.3.1. Clearinghouse mechanism (state computer 
nodes, web page, etc.) with easily-accessible 
state nodes successfully implemented, regularly 
updated, and used regularly by the public by 
2006 (NDEA, NHHS, SR&D, COM, NGO) 

6.3.2. Environmental reference collection established 
and/or improved in major State and National en-
vironmental agencies (eg EPA, MRMD) by 2006 
(NDEA, NHHS, SR&D, COM, NGO) 

6.3.3. College of Micronesia campus library environ-
mental literature collections are improved and 
updated (measured by a doubling of library re-
sources) by 2010 (NDEA, NHHS, SR&D, COM, 
NGO) 

6.3.4. At least one information dissemination specialist 
in each state will be trained and supported by 
2008 (in partnership with SPREP) (NDEA, 
NHHS, SR&D, COM, NGO) 
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Strategic Goal 7 Establish effective biosecurity (border control, quarantine and eradication) programs to effectively pro-
tect the FSM's biodiversity from impacts of alien invasive species 
Outcomes [measurement indicators] Activities Outputs 

7.1. Develop and implement national and 
state laws and screening processes 
and improve screening at all ports 
for alien species introduction and 
genetically modified organisms 
(GMOs) to minimize their impact on 
the nation's biodiversity. 

7.1.1. National alien species screening process in place 
in all FSM ports of entry by 2006 (NDEA, SGOV, 
SR&D, , SMRD, SAFD, USDAFS) 

7.1.2. National GMO policy adopted and enforced by 
2008 (NDEA, SGOV, SR&D, SAFD) 

7.1.3. Increase quarantine staff at all ports of entry by 
50% by 2008 (NDEA, SGOV, SR&D, SAFD) 

7.1.4. Deputization program for State resource man-
agement personnel to augment existing quaran-
tine officers instituted in all States by 2006 
(NDEA, SGOV, SR&D, SAFD) 

7.1.5. Legislation to require ships to empty ballast wa-
ter at sea before entering FSM waters or to take 
other appropriate precautions to prevent the in-
troduction of invasive and potentially harmful ma-
rine organisms instituted nationally by 2005 
(PRES, NCON, NDEA, SGOV, SLEG, SR&D, 
SMRD) 

7.2. Through training and education, fur-
ther develop national enforcement 
capacity of all laws and regulations 
relating to alien species introductions 

7.2.1. Penalties on National quarantine laws increased 
by ?? % to further discourage violations (PRES, 
NCOM, NAG, NDEA) 

7.2.2. Increase prosecutions for violation of quarantine 
laws by 100% by 2008 (NAG, NDEA) 

7(i) Introduction of new alien invasive species into 
the FSM, transfer or existing alien species 
across state borders, and between islands 
within States will be totally prevented by 2010 

7(ii) Control, and if feasible, eradication programs 
for top ten invasive species instituted in all 
states by 2008 

7.3. Improve general awareness 
amongst the population to reduce 
the chance that invasive species are 
accidentally or deliberately spread 
around FSM. 

7.3.1. Carry out a public awareness campaign to 
women's' groups in all States on the threat of in-
vasive species/diseases through the deliberate 
introduction of ornamental plants by 2006 
(NDEA, SMRD, SAFD, NGO) 

 



 

7.4. Increase local capacity to address 
biosecurity, particularly the ability at 
the State level to identify, control and 
eradicate alien invasive species. 

7.4.1. At least 2 permanent positions focusing on inva-
sive species control established and hired in 
each state by 2006 (NDEA, SMRD, SAFD) 

7.5. Develop and implement effective 
quarantine and inspection protocols 
and, where possible,  physical barri-
ers to alien species introduction 
(lighting, fencing, traps, dogs, etc.) at 
all ports and airports in the nation 

7.5.1. Develop and train an interagency Brown Tree 
Snake Rapid Response Force on all islands with 
ports of entry by 2006 (in partnership with the 
USGS) (NDEA, SGOV, SR&D, SAFD, NGO) 

7.5.2. Institute a policy that all arriving containers, vehi-
cles and other cargo from Guam or the CNMI 
must be quarantined for three days by 2006 
(NAG, NDEA, SGOV) 

7.5.3. With USGS and USFWS assistance, improve 
one State port/airport to be Brown Tree Snake-
proof by 2008 (NDEA, SGOV, SAFD) 

7.6. Establish invasive species task 
forces in each state to improve coor-
dination between groups working on 
invasive species to identify and 
evaluate species present in the FSM 
and develop control/eradication 
plans for priority species, including 
rapid response plans for each state 

7.6.1. All four states establish and fund inter-agency 
Invasive Species Task Forces to deal with priority 
invasive species by 2006 (NDEA, SGOV, SR&D, 
SAFD, COM, MG, NGO) 

7.6.2. Develop rapid response plans for the five most 
serious invasive species threats after the Brown 
Tree Snake by 2008 (NDEA, SGOV, SR&D, 
SAFD, COM, MG, NGO) 

 

7.7. Identify and evaluate invasive spe-
cies present in the FSM and develop 
control/eradication plans for priority 
species 

7.7.1. Invasive plant and animal database updated and 
widely disseminated to all State resource man-
agement agencies and private sector by 2007 
(NDEA) 

7.7.2. Develop control eradication plans for the top ten 
invasive species in each State by 2008 ((NDEA, 
SGOV, SR&D, SAFD, COM, MG, NGO) 
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 7.8. Control and eradicate (where feasi-
ble) priority invasive species, espe-
cially those that have been intro-
duced but have not yet become 
widely established 

7.8.1. State Governments prioritize invasive species 
control and eradication in annual budgets from 
2005 onwards (SGOV, SLEG, SR&D, SAFD) 

7.8.2. State Governments develop control and eradica-
tion protocols involving local communities, tradi-
tional leaders, and resource owners (SGOV, 
SR&D, SAFD, COM, MG, NGO) 

7.8.3. Complete review and recommendations for bio-
logical control in the FSM (what has been intro-
duced, successes and failures, and future op-
tions) and widely disseminate by 2008 (NDEA, 
SR&D, SAFD, COM) 

 



 

 

Strategic Goal 8 Create sustainable financing mechanisms for environmental and sustainable resource initiatives 
(FSMES, NBSAP) 
Outcomes [measurement indicators] Activities Outputs 

8.1. Fund directly and assist in securing 
foreign assistance for the Micronesia 
Conservation Trust to strengthen 
and empower resource owners and 
local communities to manage their 
resources sustainably, as well as to 
improve the long-term viability of lo-
cal and national environmental and 
sustainable programs 

8.1.1. The Micronesia Conservation Trust will be estab-
lished and endowed with at least US$10 million 
by 2010 (PRES, NCON, NDEA, SGOV, SLEG, 
MCT) 

8.1.2. All States will establish sub-accounts within the 
MCT to help support state environmental priori-
ties by 2010 (SGOV, SLEG, MCT) 

8.1.3. GEF Small Grants Program provides 
$250,000/year grant money through the MCT 
from FY05 onwards (PRES, NDEA, MCT) 

8.1.4. MCT will access assistance from at least one 
other GEF grant window (PDF A, PDF B, me-
dium-sized, or large grants) and other multi- and 
bilateral donors by 2006 (PRES, NDEA, MCT) 

8(i) Micronesia Conservation Trust (MCT) capital-
ized with $20 million, and providing $1 mil-
lion/year in grants to organizations and com-
munities throughout the FSM by 2020 

8(ii) Access to outside funding and technical assis-
tance by the government and non-government 
conservation agencies increased 100% by 
2010 

8(iii) Sustainable conservation funding mechanisms 
to support conservation activities in all states 
implemented and covering at least 25% of the 
States' environmental project costs by 2010 

8.2. Facilitate effective access to external 
sources of funding (bilateral, multi-
lateral, international) for environ-
mental and sustainable initiatives 

8.2.1. Through clearinghouse mechanism, regularly 
provide information on environmental grant op-
portunities to State governments and NGOs from 
2005 onwards (NDEA, NHHS, SR&D) 

8.2.2. Increase external environmental funding (exclud-
ing US government) by 100% by 2010 (NDEA, 
SR&D, NGO) 

8.2.3. Hold fund-raising, proposal-writing, and project 
management workshops for government and 
non-government environment personnel in all 
States beginning in 2006 and biannually thereaf-
ter (NDEA, SR&D, NGO) 

8.2.4. Maintain and expand existing SD Council data-
base to include project information from all States 
by 2005 (NDEA, NSDC, SR&D) 

8.2.5. Secure at least one GEF medium-sized grant 
every year and one GEF large grant every three 
years from 2005 onwards (NDEA, NSDC, SR&D) 
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8.3. Provide legal and financial incentives 
to encourage NGO fund-raising and 
development 

8.3.1. Adopt national tax-exempt status for non-profit 
organizations to increase private sector support 
and donations from individuals and businesses 
by 2006 (PRES, NCON, NAG, NDEA, NGO) 

8.3.2. At least one strong and effective state-wide NGO 
will be established in each state to engage local 
communities, the government and private sector 
in innovative and highly successful conservation 
partnerships by 2006 (NDEA, NGO) 

 

8.4. Develop in-country sources of fund-
ing and investment for environmental 
and sustainable initiatives, including 
resource rentals and/or royalties, 
user fees for tourism activities, envi-
ronmental bonds for development 
projects, and special taxes for visi-
tors and tourists. 

8.4.1. At least one local conservation revenue source 
will be established in each state that will effec-
tively leverage additional resources (bilateral, pri-
vate foundation, and other) to assure conserva-
tion success by 2010 (SGOV, SLEG, SR&D, MG, 
NGO) 

 



 

 

Strategic Goal 9 Enhance and Employ In-Country Technical Capacity to Support Environmental Programs  
Outcomes [measurement indicators] Activities Outputs 

9.1. Assess technical training needs in 
the areas of waste management, 
drinking water quality, environmental 
monitoring, chemical safety, re-
source management, and emer-
gency preparedness, and iden-
tify/develop training programs 

9.1.1. Training needs assessment completed by 2006 
(NDEA, SGOV, SR&D, NGO) 

9.1.2. Comprehensive training program developed and 
implemented by National government by 2007 (in 
partnership with US Government agencies and 
SPREP) (NDEA, SGOV, SR&D, NGO) 

9.1.3. Through the clearinghouse mechanism, regularly 
provide information on environmental training 
and scholarship opportunities to State govern-
ments and NGOs from 2005 onwards (NDEA, 
NDOE, SGOV, SR&D, NGO) 

9.1.4. National regulations requiring approval of visiting 
researcher’s proposals, presentation of research 
finding to the public, and provision of copies of all 
reports/products; and contribution to the devel-
opment of local capacity by hiring a local guide & 
assistant, affiliating with a local agency, NGO or 
institution, and/or contributing to a scholarship 
fund for local students studying environmental 
subjects established by 2005 (NCON, NDEA, 
SR&D) 

9(i) Staff of State government and non-government 
environmental organizations will be technically 
competent and highly capable to deal with all 
environmental challenges facing the nation by 
2010 

9(ii) The College of Micronesia will emerge as the 
regional training “center of excellence” in envi-
ronmental protection and natural resource 
management  by 2010 

9(iii) Government and non-government organiza-
tions throughout the country will be linked to-
gether in strong networks and actively sharing 
best practices/successes, lessons learned, and 
opportunities for assistance by 2010 

9(iv) At least 10 new FSM conserva-
tion/environment leaders are nurtured and de-
veloped by 2010 

9.2. Build local service provider networks 
to provide cost-effective trainers and 
resource people to help build local 
technical capacity 

9.2.1. Environment service providers network estab-
lished and actively providing in-country training 
and technical assistance by 2008 (NDEA, COM, 
NGO) 

9.2.2. Cadre of EIA specialists trained and national 
network/ consortium of certified expertise devel-
oped by 2006 (NDEA, SR&D, COM, NGO) 
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9.3. Develop formal (up to B.Sc. degree 
level) and informal conservation, re-
source management and environ-
mental protection training programs 
at the College of Micronesia 

9.3.1. Two environmental training programs/year de-
veloped and delivered by College of Micronesia 
to government and non-government agency staff 
(NDEA, NHHS, COM) 

9.3.2. Two year A.S. degree program in resource man-
agement and/or environmental science/health of-
fered at all four state campuses by 2008 (NDEA, 
NHHS, COM) 

9.3.3. Four year B.Sc. degree program in resource 
management and/or environmental sci-
ence/health developed and delivered at COM-
FSM Palikir campus by 2010 (NDEA, NHHS, 
COM) 

9.4. Promote nation-wide and regional 
learning networks of local conserva-
tion and environmental leaders to 
promote peer learning 

9.4.1. The Micronesians in Island Conservation (MLIC) 
peer learning network will be expanded to in-
clude at least 16 conservation leaders (currently 
10) from the FSM by 2008 (in partnership with 
The Nature Conservancy, NOAA, and other 
agencies) (NDEA, SR&D, SMRD, SAFD, COM, 
NGO) 

9.5. Establish and fund graduate (M.Sc. 
and Ph.D.) and undergraduate 
scholarships in environmental stud-
ies, with requirement that students 
return to the FSM upon completion 
of their studies for a fixed period 
(e.g., 2-5 years of service for every 
year of scholarship – to be deter-
mined by individual States) 

9.5.1. Provide at least  two graduate degree scholar-
ships/year (M.Sc. or higher) in resource man-
agement/environment to deserving FSM students 
from 2005 onwards (PRES, NCON, NDEA, 
NDOE, NSDC, SGOV, SLEG, SDOE, COM) 

 

9.6. Develop nationwide (government 
and NGO) environmental intern pro-
gram to provide training and career 
opportunities 

9.6.1. Offer ten in-country resource manage-
ment/environment internships/year to FSM stu-
dents at the College of Micronesia or studying 
abroad from 2005 onwards (NDEA, NHHS, 
NSDC, SGOV, SLEG, SDOE, COM, NGO) 

 



 

Fisheries 
Draft Mission Statement: 

 The FSM fisheries sector shall continue to promote the maximum sustainable use of our 
marine resources, employing the latest scientific knowledge and technology and incorporat-
ing local traditional knowledge and practice, to support economic growth and self-reliance, 
while always cognizant of the importance of the maintenance of a healthy environment, the 
dynamic resources of which are highly susceptible to environmental and ecological 
changes. 
 
Strategic Goal 1 Inshore fisheries resources are well managed and economic utilization is maximized within sustainable 

levels. 
Definition: "Inshore fisheries" is meant to encompass fishing activities that affect stocks of reef fish, reef ecosystems, inshore pelagic species, and 
aquatic resources. 

Policies required: 
 Prioritize traditional and subsistence use over commercialization  
 Integrate marine resource management with economic planning, land use, watershed management, or atoll management wherever appropriate 
 Encourage states to develop and implement state biodiversity strategic action plans (SBSAPs) in coordination with local communities 
 Promote the development and implementation of co-management arrangements, particularly at the community level 
 Ensure fair and equitable use of marine environment  
Outcomes [measurement indicators] Activities Outputs 

1(i) Increase abundance of fish stocks 
1(ii) Maintenance of biodiversity 
1(iii) Decrease level of marine pollution and coastal 

degradation from land-based activities 

1.1. Establish and maintain Marine Pro-
tected Areas, as appropriate 
(MPAs may be temporary, seasonal, 
and/or shifting, especially in line with 
traditional practice) 

1.1.1.  Increase in catch per unit effort level 
1.1.2. Studies showing maintenance of biodiversity 
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1.2. Promote community-based man-
agement of inshore resources incor-
porating traditional knowledge 

1.2.1. Legislation enacted for coastal resource man-
agement 

1.2.2. Regulations completed 
1.2.3. Number of meetings with community 
1.2.4. Documentation of local knowledge and prac-

tice(written and multimedia) 
1.2.5. Number of workshops led by elders and holders of 

local knowledge 
1.3. Extension services on sustainable 

production in artisanal fisheries 
1.3.1. Written materials (in local language) 
1.3.2. Number of  media programs  
1.3.3. Number of workshops on sustainable use 
1.3.4. Number of workshops on post-harvest technology 
1.3.5. Number of FADs acquired and in place 

1.4. Enforce marine resource conserva-
tion laws and promote safe practices 

1.4.1.  Number/frequency of patrols 
1.4.2.  Number of inspections at local markets  
1.4.3. Number of inspections of exported products 
1.4.4. Number of workshops on boating safety 
1.4.5. Number of workshops on gear and engine main-

tenance 
1.4.6. Number of inspections for safety compliance 
1.4.7. Control amount of marine resources exported, as 

necessary 
1.5. Promote community-based monitor-

ing and enforcement 
1.5.1. Legislation enacted 
1.5.2. Regulations completed 
1.5.3. Number of meetings with community 

1(iv) Increase local capacity to address clean-up of 
marine pollution 

1(v) Increase household consumption of local ma-
rine products 

 

 

1.6. Increase exposure of students to 
marine studies at primary, secondary 
and post-secondary levels 

1.6.1. Curriculum materials developed for elementary 
and secondary levels 

1.6.2. Number of teacher training workshops 
1.6.3. Number of post-secondary scholarships for marine 

studies  

 



 

1.7. Improved collection, analysis and 
dissemination of data regarding ma-
rine species composition in readily 
understood language (for manage-
ment purposes) 

1.7.1. Catch per unit effort and catch composition sur-
veys 

1.7.2. Participation surveys 
1.7.3. Species stock assessments 
1.7.4. Number of published reports (quarterly/annual) 
1.7.5. Protocol established for introduction of alien ma-

rine species (research, risk assessment, risk miti-
gation) 

1.8. Effective management control of 
export of live marine resources  

1.8.1. Protocols established 
1.8.2. Legislation enacted 
1.8.3. Regulations promulgated 

1.9. Effective participation in regional and 
international organizations and ar-
rangements 

1.9.1. Adherence to regional and international treaties, 
arrangements and protocols 

1.9.2. Revision of national laws to conform to interna-
tional treaties, arrangements and protocols 

1.9.3. Attendance at regional and international confer-
ences 

 

1.10. Develop appropriate communica-
tions activities to ensure all stake-
holders are informed 

1.10.1. Establish national fisheries council consisting of 
stakeholders 

1.10.2. Policy papers prepared 
1.10.3. Number of meetings hosted 
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Strategic Goal 2 Increase aquaculture activities to supplement and enhance marine stocks for subsistence and marketing. 
Policies required: 

 Promote foreign investment, including partnerships, particularly where there is a need for technology transfer and development of export markets.   
 Integrate aquaculture development into marine resource management, economic planning, state and national biodiversity plans, land use, watershed 

management, or atoll management, wherever appropriate. 
 Support, coordinate, and regulate aquaculture activities using environmental precautionary principle. 
 Support aquaculture research and training activities at COM-FSM. 
 Formulate national and state aquaculture development plans that encourage private sector development. 
Outcomes [measurement indicators] Activities Outputs 

2.1. Promote aquaculture activities 2.1.1. Training programs for targeted species 
2.1.2. Number and dollar value of local and/or foreign in-

vestment 
2.1.3. Number of grow-out sites 
2.1.4. Number of communities involved 
2.1.5. Written promotional material in local languages 

2.2. Establish hatcheries and increase 
production and distribution of locally-
produced fry, fingerlings, spats and 
seedlings 

2.2.1. Number of fry, fingerlings, spats and seedlings dis-
tributed 

2.3. Enhance marketing potential of FSM 
aquaculture products 

2.3.1. Market research reports completed 
2.3.2. Post-harvest handling workshops completed 
2.3.3. Volume and dollar value of exported products 

2.4. Hire qualified staff and strengthen 
capacity of current staff 

2.4.1. Number of well-trained technicians 
2.4.2. Increase proportion of trained staff who engage in 

aquaculture activities in the FSM 
2.4.3. Survival rate of hatchery-spawned species 

2.5. Formulate aquaculture development 
plans for each state 

2.5.1. Strategic planning sessions 
2.5.2. Written aquaculture development plans appropriate 

for each state 

2(i) Aquaculture production increases for distribu-
tion and stock enhancement/re-seeding. 

 volume and dollar value of exported products 
by species 

 volume and dollar value of locally marketed 
products by species 

 

2.6. Develop protocols for invasive and 
introduced species 

2.6.1. Written protocols 

 



 

 2.7. Increase exposure of students to 
aquaculture education and studies at 
primary, secondary and post-
secondary levels 

2.7.1. Develop curriculum materials for elementary and 
secondary levels 

2.7.2. Number of teacher training workshops  
2.7.3. Number of post-secondary scholarships for aqua-

culture studies 

221 Fisheries Policy Matrix 



222 3rd FSM Economic Summit  

 

Strategic Goal 3  Maximize the long term  economic benefits to the FSM from its Exclusive Economic Zone. 
Policies required: 

 Encourage basing/transshipment activities of  foreign fishing fleets/companies within the FSM 
 Complete privatization of commercial fishing public enterprises 
 Inclusion of stakeholders in formulation of fisheries management and utilization policies 
 Promote investment in value-added processing of ocean fisheries products  
 Inclusion in fishing access arrangements  of provisions that directly benefit development of the local fishing industry 
 Encourage exploration and exploitation of non-living marine resources within the FSM 

Outcomes [measurement indicators] Activities Outputs 
3.1. Simplify and coordinate  government 

clearance procedures 
3.1.1. Number of clearance parties reduced to the 

minimum necessary level    
3.1.2. Harmonized forms and procedures 
3.1.3. Briefings of agents and other stakeholders 

3.2. Trade and investment facilitation for 
fisheries sector 

3.2.1. Number of trade missions sent overseas and 
held locally 

3.2.2. Investment materials prepared for specific in-
vestment projects and disseminated via website 
and other means 

3.2.3. Dollar value of investment generated  
3.3. Improvement in quality control 3.3.1. Number of HACCP training workshops for indus-

try and government personnel 
3.3.2. Revised/streamlined food safety standards 
3.3.3. Regulations completed, disseminated and im-

plemented 
3.4. Develop tax policies to encourage 

fisheries operations, including the 
elimination of taxes on goods in 
transit and the adjustment of taxes 
on fuel for commercial fishing ves-
sels 

3.4.1. Revised national, state and municipal tax laws 
and fees 

3(i) On-shore activity increased 
 number, volume, dollar value of transship-

ments 
 dollar value of local purchases by 

boats/operators 
3(ii) Value of the EEZ catch increased by improving 

quality 
 increase dollar value of total annual catch—

moving average 
3(iii) Increased employment of FSM citizens 

 Number and dollar level of employment in 
sector 

 increase number of trained local employees 
3(iv) Contribution to the economy increased 

 increase fisheries contribution to national ac-
counts 

 track annual benefit trends 
 

3.5. Customer service/courtesy training 
of clearance officers 

3.5.1. Number of trained officers 

 



 

3.6. Feasibility study for improvement of 
reliable and cost-effective transpor-
tation system 

3.6.1. Feasibility study 
3.6.2. Extension of airports 
3.6.3. Improvement of harbor facilities in all states 

3.7. Increase exposure of students to 
fisheries technology studies at pri-
mary, secondary and post-
secondary levels 

3.7.1. Curriculum materials developed for elementary 
and secondary levels 

3.7.2. Number of teacher training workshops 
3.7.3. Number of post-secondary scholarships for fish-

eries studies 
3.8. Develop appropriate communica-

tions means to ensure all stake-
holders are informed 

3.8.1. Establishment of private fisheries associations 
consisting of stakeholders 

3.8.2. Policy papers prepared 
3.8.3. Meetings hosted 

 

3.9. Improve training and education pro-
grams for fisheries industry 

3.10.  

3.10.1. Scholarships for post-secondary training 
3.10.2. Number of certified FSM citizens employed on 

local and foreign commercial fishing vessels 
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Strategic Goal 4 The FSM Exclusive Economic Zone is well managed and economic utilization is maintained within sus-
tainable levels 

Policies required: 
 Maximize use of the surveillance ships for monitoring and enforcement. 
 Effective enforcement of fishing laws 
 Strengthening of institutional structure for collection and analysis of catch data 
 Promote ecosystem management approach and ensure that harvest level does not go beyond sustainable level, using the precautionary principle 
Outcomes [measurement indicators] Activities Outputs 

4.1. Support observer/port sampling pro-
gram 

4.1.1. Number or percentage of catch estimate sampled 
4.1.2. Number of fishing trips  with observers 

4.2. Improve analysis and dissemination 
of data on tuna catch and stocks  

4.2.1. Number of quarterly reports 
4.2.2. Website developed and kept up to-date 

4.3. Improve surveillance activities 4.3.1. Quarterly and annual surveillance reports com-
pleted, including surveillance efficiency measures 

4.3.2. Officers trained to recognize and preserve evi-
dence of fishing violations 

4.4. Involve community in surveillance 
(bounty system) 

4.4.1. Feasibility study of instituting reward system for 
reports of illegal fishing activities 

4.4.2. Educational materials prepared and distributed to 
public 

4.5. Effective participation in regional and 
international organizations and ar-
rangements 

4.5.1. Adherence to regional and international treaties, 
arrangements and protocols 

4.5.2. Revision of national laws to conform to interna-
tional treaties, arrangements and protocols 

4.5.3. Attendance at regional and international confer-
ences 

4.6. Promote investment laws to create 
environment conducive to foreign 
fisheries operations 

4.6.1. Appropriate legislation enacted 

4(i) Maintain sustainable stock levels 
 Catch per unit of effort by species 
 Catch composition by species, size, and gear 

type  
4(ii) Threatened species protected 

 By-catch (and release) data by species 

 

 

 

4.7. Improve vessel monitoring system 
capabilities and data security 

4.7.1. FSM citizens trained in VMS software and installa-
tion of VMS hardware 

4.7.2. Staff recruited 
4.7.3. Real-time downloading of data 

 



 

Gender 
Draft Mission Statement: 

 Empower Women, Youth, Senior Citizens and Disabled Persons to Be Self-Reliant Individu-
als and Productive Members of FSM Society 
 
Strategic Goal 1 Enhance and Promote the Cultural, Economic, Legal, Political and Social Status of Women 
Policies required: 

 Establishment of effective mechanisms for engaging women in the democratic and development processes 
 Adoption of official gender policy, strategic development agenda and action plan to guide FSM commitments for and compliance with national, regional 

and global gender development platforms for action on women  
Outcomes [measurement indicators] Activities Outputs 

1.1. Formulate and draft Gender Policy 
with assistance of technical experts 

1.1.1. Official FSM Gender Policy legislated (5) 

1.2. Negotiate the establishment of a 
national multi-sector Commission on 
the Status of Women. 

1.2.1. Commission on the Status of Women established 
by Congress/Legislature 

1.2.2. Development Agenda, Action Plan and Work Pro-
grams adopted & operational 

1.3. Organize & convene biennial 
women’s leadership caucus, confer-
ence and periodic gender policy fo-
rum (both national and state) 

1.3.1. 6th FSM Women’s Conference (1), States’ Gender 
Caucus (4) and Commission of the Status of 
Women (1) convened 

1.3.2. Purchase IMS Equipment, Soft Ware Facilities & 
Furniture 

1(i) Adopt nationwide policy on Gender by 2007.  
1(ii) Establish Commission on the Status of Women 

by 2010. 
 

1.4. Commission studies, surveys and 
research on the cultural, economic, 
legal, political, and social status of 
FSM women, children, youth and 
people with disabilities and special 
needs 

1.4.1. Status of Women’s Report produced and dissemi-
nated to stakeholders (5) 

1.4.2. Status of Children’s Report produced and dis-
seminated to stakeholders (5) 

1.4.3. Status of People with Disabilities and Special 
Needs produced and disseminated to stake-
holders 

1.4.4. Status of Senior Citizens’ Report produced and 
disseminated to stakeholders. 
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Strategic Goal 2 Enhance the Leadership Capacity and Roles for Women. 
Policies required: 

 Establish mechanisms for engaging women in leadership and political processes at all levels 
 Provisions for leadership training for women, youth and people with disabilities and special needs 

Outcomes [measurement indicators] Activities Outputs 
2.1. Conduct comprehensive gender 

analysis and/or gender studies. 
2.1.1. Gender participation indicators (GPIs) and baseline 

gender disaggregated data produced and readily 
available by 2007 

2.2. Conduct Leadership and Manage-
ment Training for Women and Youth 

2.2.1. Women and Youth Leadership Profiles’ produced 
by 2007 

2.2.2. National/State Specialized Trainings provided (10) 
2.2.3. Citizens and good governance curriculum offered 

at High School and college level (5) 
2.3. Seek funding from domestic and 

specialized regional and interna-
tional development agencies to con-
duct Activities 1.1 – 1.2 above. 

2.3.1. Training Fund and Scholarship Incentive Program 
established (1) 

2(i) Increase number of women in leadership, 
management and elected positions.  

2(ii) Gender Based-Stereotypes, Attitudes, Behav-
iors and Practices are decreasing. 

2.4. Conduct Gender Awareness and 
Analysis Training. 

2.4.1. Gender sensitization and gender analysis training 
ongoing  (10) 

2.4.2. 2.2.2.   By 2010, at least 5 Percent of  Congress, 
Legislature, Boards, Cabinets, Ambassadorial 
posts and offices will be filled by women 

2.4.3. By 2010, at least the post of Assistant Secretary for 
Gender and Social Affairs will be a woman. 

 



 

 

Strategic Goal 3 Mainstream Gender Issues into Decision-Making, Policies and Strategic Development Plans. 
Policies required: 

 Ensure that official FSM gender policy and strategic development agenda are established through legislation at all levels 
 Ensure that Opportunities for Women’s Leadership Development are prioritized in HRD and Capacity Building Initiatives and Programs 

Outcomes [measurement indicators] Activities Outputs 
3.1. Formulate gender advocacy and 

mainstreaming strategy and action 
plan 

3.1.1. Policy Advocacy and Action Plan adopted (5) 

3.2. Commission gender studies and 
identified gender training gaps and 
needs 

3.2.1. Gender Advocacy Training gaps and needs Iden-
tified (5) 

3.3. Organize and convene gender man-
agement training 

3.3.1. Training Funds secure to enable women Leaders 
and managers to participate in HRD & capacity 
building programs (1) 

3.3.2. Technical assistance secured (4) 
3.4. Conduct gender awareness and 

sensitization, gender analysis, gen-
der strategic planning, team building, 
and good governance training 

3.4.1. Participation in NGO Leadership & Management 
Diploma Program (20) 

3.4.2. Participation in MLIC, SPC/PWB, ForSec, RRRT 
and other global and regional gender training 
programs. 

3.5. Lobby and negotiate for the inclusion 
of gender studies in FSM  education 
system. 

3.5.1. National/State Gender Awareness and Sensitiza-
tion Training provided (5) 

3.5.2.  National/State Gender Analysis provided (5) 
3.5.3. National/State Gender Budgeting & Strategic 

Planning provided (5) 
3.5.4. National/State Lobbying & Negotiating Skills (5) 
3.5.5. National/State Fundraising and Grants Writing (5) 
3.5.6. National/State Governance Training (5) 

3(i) FSM gender policy advocacy and mainstream-
ing capacity enhanced.  

3(ii) Acceptance of gender issues by decision mak-
ers (ongoing).  

3(iii) Enhanced mainstreaming capacity. 

3.6. Proactively advocate and lobby for 
women’s participation in national, 
regional and international gender 
development and mainstreaming 
policy and decision-making proc-
esses. 

3.6.1. At least 2 slots on FSM Official Delegations be 
reserved for national/state gender professionals 

3.6.2. By 2010, FSM Gender Delegations be headed by 
expert and high-level Women Officials 
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3.7. Commission on the Status of 
Women (CSW) is regularly con-
vened to address policy and deci-
sion-making on gender. 

3.7.1. Inaugural 1st CSW held 2010  
3.7.2. 1st CSW Report produced and disseminated to 

decision-makers and strategic development part-
ners 

3.8. Conduct reviews to determine 
changes in policy and decision-
making processes 

3.8.1. SPM Performance Indicators produced (5) 
3.8.2. Number of gender-sensitive, gender inclusive 

and gender responsive decisions, policies and 
programs increased from 1999 level. 

 

3.9. Evaluate and monitor FSM compli-
ance with implementation of the 
gender SPM and other global and 
regional platforms for action on 
women (GPA, PPA) youth (CRC), 
disabled people and other strategic 
development process ( MDGs, 
WSSD, Cairo+10, etc) 

3.9.1. CEDAW Reservations removed by at least 2010. 
3.9.2. SPM Compliance Report produced (1) 
3.9.3. GPA, PPA, CRC, MDG Reports updated and 

published (4) 

 



 

 

Strategic Goal 4 Maximize Women’s Contribution to and Participation in Democratic and Development Processes by Creat-
ing Opportunities for Women’s Active Involvement. 

Policies required: 
 Facilitate women’s equal access to resources, employment, markets and trade 
 Harmonize national laws, policies and programs to encourage economic and political empowerment of women 
 Eliminate all forms of abuse, discrimination, harassment and violence against women and girls in the work force and in the private and public spheres 
 Address unequal treatments and discrepancies in compensation/benefits for women in the public and private service sectors  
 Ensure macroeconomic policies and trade policies are gender inclusive and gender-sensitive.  

Outcomes [measurement indicators] Activities Outputs 
4.1. Facilitate enactment and enforce-

ment of legislation to protect women 
and girl-children from domestic vio-
lence, date/marital rape and other 
gender-based abuse, discrimination 
and violence. 

4.1.1. Anti-domestic violence bill and/or Anti-abuse of 
women & girl-children in intimate relationships 
(anti-AWGIR) bill drafted (1-2). 

4.1.2. Age of Consent and Age of Marriage increased to 
18 years and legalized through legislation (5) 

4.2. Conduct training/awareness on do-
mestic violence & “No Drop” Policy 
for police and judicial officials 

4.2.1. “No Drop” Policy Adopted (5) 
4.2.2. DVAW Training Report Produced (5) 
4.2.3. DVAW Training Materials available (05) 

4.3. Conduct baseline assessment of 
domestic violence. 

4.3.1. DVAW Assessment Report produced (5) 

4.4. Conduct assessment and training on 
labor laws, policies and regulations 

4.4.1. Status Report on labor laws, policies and proce-
dure produced (5) 

4.4.2. Training Report on labor laws, policies and regula-
tions produced. 

4(i) A safer environment at home, work, school and 
other public places.  

4(ii) Women’s Economic Capacity and Commercial 
Networks are Strengthened  

4(iii) Harmonize work and family responsibilities for 
men and women.  

4(iv) Representation on all law and policy making 
bodies by at least 2012 

4.5. Conduct reviews of national/state 
compensation laws, policies and 
regulations to ensure there is “equal 
pay” for equal work of equal value in 
private and public services’ regula-
tions 

4.5.1. Compensation Report Produced (5) 
4.5.2. Minimum wage legislation enacted (05) 
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4.6. Create opportunities for Women’s 
self-employment and the develop-
ment of small micro-enterprises and 
entrepreneurship programs 

4.6.1. Women’s Self-Employment Report produced (5) 
4.6.2. Entrepreneurship and Small Micro-Enterprises 

(SME) Report produced (5) 
4.6.3. SME Fund established (05) 
4.6.4. Flexible micro-finance  training provided (05) 

4.7. Facilitate enactment and enforce-
ment of maternity and paternity leg-
islation. 

4.7.1. Paid maternity/paternity (including eligibility provi-
sion for a designated working family member) leg-
islation enacted (05) 

4.8. Lobby for the enactment of legisla-
tion for baby-friendly services in 
working environment. 

4.8.1. Baby-friendly legislation enacted (05) 
4.8.2. Nursing Rooms provided at work (05).  
4.8.3. Tax Incentive Legislation for Day Care Centers 

enacted (05) 
4.9. Lobby for legislation for enactment 

for enforcement of a quota law for 
representation on law or policy mak-
ing bodies 

4.9.1. Women representative from each state in the na-
tional Congress by at least 2012 (04) 

4.10. Establish affirmative action through 
legislation 

4.10.1. Equivalent representation in the state legisla-
tures by at least 2012. 

 

4.11. Ensure at least one cabinet position 
(or its equivalence) for women 

4.11.1. First CSW Commissioner be a Woman 

 



 

 

Strategic Goal 5 Strengthen the Institutional Capacity of Women’s Programs in FSM. 
Policies required: 

 Gender policy advocacy and mainstreaming capacity are prioritized in HRD Education & Training Programs 
 Effective mechanisms to build, strengthen and localize gender technical and advisory capacity 
 Information dissemination, public relations and information and communication technology gaps be addressed and resolved 

Outcomes [measurement indicators] Activities Outputs 
5.1. Prepare and formulate annual gen-

der budgets & submit to budget 
planning and appropriation agencies 

5.1.1. Core gender budgets are annually appropriated in 
regular budget process 

5.2. Seek outside sources of funding & 
formulate resource mobilization 
strategy to access external aid and 
technical assistance (non-US) 

5.2.1. External development cooperation assistance se-
cured (5) 

5.2.2. Memorandum of Understanding (MOU) signed 
with relevant donor and development agencies (3) 

5.3. Hire Additional professional staff 5.3.1. Additional staff hired (3)  
5.4. Purchase needed office equipment 

and furniture 
5.4.1. Office Equipment and furniture purchased and in-

stalled. 
5.5. Establish institutional memory (ICT 

strategy study, MIS design, devel-
opment and training and purchase of 
required ICT equipment and soft-
ware) 

5.5.1. Email services connected and operational (5) 
5.5.2. Gender website established (1) 
5.5.3. Gender Affairs Newsletter and publications avail-

able (5) 
5.5.4. Media, email, internet and ICT training provided 

(2) 
5.5.5. Gender Reports, Research Papers and Publica-

tions available (various) 
5.5.6. Information Management Systems established (5) 

5(i) Establish Division of Gender and Social Affairs 
(GENSA) by 2007 

5(ii) Determine needs and requirements for appro-
priate skilled staff, technical equipment and of-
fice furniture  

5(iii) Improve capacity and access to ICT (Informa-
tion, Communication and Technology) 

5(iv) Strengthen networks and alliances through in-
creased advocacy. 

5.6. Draft official transmission to intro-
duce operation and staff to donors, 
development agencies, UN, diplo-
matic community and relevant multi-
stakeholders 

5.6.1. Number of Official Introduction Letter sent and 
number acknowledged 
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5.7. Participate in global, national, re-
gional and state women’s confer-
ences, forum, meetings, seminars, 
etc. 

5.7.1. 9th SPC Triennial Women’s Conference, Septem-
ber 2004 

5.7.2. Conference Trip Report (01) 
5.7.3. National/State Briefing on Conference Outcome 

(05) 
5.8. Organize and convene Organiza-

tional meeting of FSM CSW (Com-
mission on the Status of Women) of-
ficials, Staff, and HESA) and Plan for 
1st CSW Conference 

5.8.1. CSW Organizational Meeting (2007) and 1st CSW 
(2010) 

5.8.2. CSW Organizational Meeting and 1st CSW Re-
ports (02) 

5.8.3. 2010-2015 Gender Strategic Development 
Agenda Adopted (01) 

 

5.9. Organize and Convene 6th FSM 
Women’s Conference 

5.9.1. 6th FSM Women’s Conference (2005) 
5.9.2. 6th FSM Women’s Conference Report (01) 
5.9.3. Gender Strategic Development Plan 2005-2010 

Adopted (01 

 



 

 

Strategic Goal 6 Strengthen the Institutional Capacity, Effectiveness and Impact of Youth Organizations in the Planning, 
Delivery, Promotion, Monitoring and Evaluation of Youth Programs and the National Youth Policy. 

Policies required: 
 Adoption of National Youth Policy and Action Plan 
 Reform Youth Consultation and Dialogue Processes. 
 Adequate Allocation of Core Resources for Operation and Programs 

Outcomes [measurement indicators] Activities Outputs 
6.1. Finalize youth policy and action plan 

and submit to decision-makers for 
adoption 

6.1.1. National Youth Policy adopted through legislation 
by 2005 (01) 

6.1.2. Dissemination of Youth Policy to all States and 
Foreign entities. (100) 

6.1.3. National Youth Action Plan adopted by 2005 (01) 
6.2. Audit current Youth programs and 

services to eliminate duplication & to 
consolidate remaining functions un-
der appropriate agencies and/or in-
stitutions (HESA) 

6.2.1. Audit Report produced and disseminated to Man-
agers and stakeholders (05) 

6.3. Re-organize Youth Councils, Or-
ganizations and Programs per find-
ings of 2.2.1 above 

6.3.1. At least one annual youth council or forum held , 
on rotating basis (01) 

6.4. Formulate Core Operation Programs 
and Budgets 

6.4.1. Restructuring Plan adopted (05) 
6.4.2. Operation Programs (05) & Budget formulated 

(05) 
6.5. Create national youth volunteers and 

exchange programs by year 2010. 
6.5.1. National Youth Volunteer Service and Exchange 

Programs established by 2010 

6(i) Adopt national youth policy in Year 2005. 
6(ii) Strengthen Youths’ Councils, Organizations 

and Programs by year 2007. 
6(iii) Develop Full Potential of FSM Youth   

6.6. Develop Youth Training Programs to 
foster self-employment and income-
generation 

6.6.1. Self-Employment and Income Generation Training 
Programs conducted (Ongoing) in all States. 

6.6.2. Youth Trainers and Mentors identified, trained and 
certified (50). 

6.6.3. Annual Youth Exchange (FSM and Abroad) 
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Strategic Goal 7 Strengthen Youth Development through Social, Economic and Political Participation 
Policies required: 

 Provision for leadership and political empowerment, education and training for youth leaders. 
 Recognition of formal processes and structures for dialogue and engagement with youth 

Outcomes [measurement indicators] Activities Outputs 
7.1. Conduct FSM-wide Situational 

Analysis on the Status of FSM Youth 
7.1.1. Youth Status Report produced and disseminated 

to strategic stakeholders (05) by 2006 
7.2. Conduct a FSM-wide Youth Leader-

ship Study and compile a FSM 
Youth Leaders’ Profile 

7.2.1. FSM Youth Leaders’ Profile produced and dis-
seminate widely by 2006 

7.3. Conduct ongoing leadership and 
management training for youth lead-
ers in all FSM States 

7.3.1. An average of 10 FSM youth leaders enrolled in 
formal and informal leadership and management 
training programs by 2010 

7.4. Educate youth in small business 
development, including income gen-
eration and fiscal management 

7.4.1. Youth Enterprise Development Plan adopted 
(2005) and implemented by 2006 

7.5. Conduct train-the-trainers courses 
for office bearers of youth organiza-
tions 

7.5.1. Governance Course for at least 25 Youth Boards 
and Executive Officers scheduled for 2006 

7.5.2.  
7.6. Establish partnership with key stake-

holders at all levels 
7.6.1. Partnership Agreements signed with FSM Gov-

ernment, respective State Government and stra-
tegic development partners by 2010 

7.7. Purchase required office equipment, 
software and furniture 

7.7.1. Computers and office furniture purchased (10) 
7.7.2. Office facilities met standard working conditions 

(5) 

7(i) Increase participation of youth leaders in eco-
nomic, political and social activities, dialogues 
and programs 

7(ii) Improve networking, partnership and collabora-
tion with strategic stakeholders (ongoing)  

7(iii) Improve MIS, information and communication 
capacity. 

7.8. Apply for ICT technical Assistance 7.8.1. Technical Assistance proposal submitted to donor 
agencies (04) 

 



 

 

Strategic Goal 8 Establish Social Protection and Social Welfare Services for Senior Citizens 
Policies required: 

 Create an office for senior citizens at the National Government. 
 Create a National Senior Citizens Policy. 

Outcomes [measurement indicators] Activities Outputs 
8.1. Establish the FSM Senior Citizens’ 

Office under proposed Division of 
Gender and Social Affairs  (HESA)    

8.1.1. Senior Citizens’ Function and Office approved and 
established by 2006 

8.2. Hire or designate a Senior Citizen’s  
staff in HESA 

8.2.1. Staff designated or hired (01) 

8.3. Established dialogue with FSM So-
cial Security Administration to dis-
cuss social welfare needs of senior 
citizens 

8.3.1. Discussions on FSM Social Security Benefits initi-
ated by 2005. 

8.3.2. Prior Service Benefits (TTPI) benefits (500) 

8.4. Formulate FSM Senior Citizens Pol-
icy and lobby for adoption through 
legislation 

8.4.1. Senior Citizens Policy adopted through legislation 
by 1010 

8.4.2. States’ Senior Citizen Council Created by 2010 (1) 
8.4.3. Annual leadership conference and meetings initi-

ated by 2006 (2). 
8.5. Create a national senior citizens 

council. 
8.5.1.  

8.6. Establish regular leadership confer-
ences and meetings 

8.6.1.  

8.7. Lobby for a Proclamation of Senior 
Citizens week. 

8.7.1. Observation Week for Senior Citizens designated 
(5) 

8.8. Establish Income generation pro-
jects. 

8.8.1. Home Gardening Program (5). 
8.8.2. Home-based Child Care Services 
8.8.3. Arts, Crafts & Cultural Shops 
8.8.4. Micro-Loan Revolving Fund established by 1010 

(01) 

8(i) By FY 2006, create a national senior citizens’ 
Office 

8(ii) Improve senior citizens’ benefits and protection 
8(iii) Adopt National Senior Citizens Policy by 2010 
8(iv) Establish Senior Citizens Development Pro-

grams by 2006 

8.9. Negotiate for Alternative Geriatric 
Care. 

8.9.1. Medical Insurance & Fees Programs 
8.9.2. Tax Break for Private Home-Care for the Elderly 

established (05) 
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Strategic Goal 9 Address the Special Economic, Legal, political and Social Needs of Disabled Persons and Persons with 
Special Needs 

Policies required: 
 Establish effective mechanisms for engaging Disabled Persons and Persons with Special Needs in the democratic and development processes 
 Adopt official policy, strategic development agenda and action plan on Disabled Persons and Persons with Special Needs to guide FSM development 

agenda on people with disabilities and special needs. 
 Ensure building, roads, construction and transportation plans, decisions, policies and legislations are disability-friendly   

Outcomes [measurement indicators] Activities Outputs 
9.1. Formulate FSM Disabled Persons 

Policy 
9.1.1. FSM Disabled Persons’ Policy adopted through 

legislation by 2010 (05) 
9.2. Advocate and lobby for facility ac-

cess legislation and policies for per-
sons with disabilities and persons 
with special needs 

9.2.1. Facility Access Legislation adopted by 2007 (05) 
9.2.2. Public and private infrastructure (building, roads, 

transportation, communication), development 
plans and building codes and construction stan-
dards complied with Facility Access Legislation by 
2010 (at least by all 05 FSM governments) 

9.2.3. Tax incentives for private sector compliance legis-
lated (5) 

9.2.4. Compliance Award Program established by 2010 
(05) 

9.3. Review existing Programs and Ser-
vices with the aim to consolidate 
cross-cutting functions into a central-
ized mandate under proposed Divi-
sion of Gender and Social Affairs 
(GENSA) 

9.3.1. Disabled Persons and Persons with Special 
Needs (DPPSN) function consolidated under 
GENSA by 2007 (01) 

9.3.2. DPPSN staff assigned to assume function (01) 

9.4. Establish baseline data and informa-
tion on DPPSN through research 
and create disaggregated databases 
and information management sys-
tems 

9.4.1. DPPSN Status Report produced and dissemi-
nated to decision-makers by 2006 (05) 

9.4.2. DPPSN Service Report produced and dissemi-
nated to policy-makers, planners and develop-
ment partners by 2006 (01) 

9(i) Adopt FSM-wide Policy on Disabled Persons 
and Persons with Special Needs  

9(ii) Mainstream Disabled Persons and Persons 
with Special Needs into ongoing and regular 
public and private activities, programs and ser-
vices 

9(iii) Recognition of positive contribution of Disabled 
Persons and Persons with Special Needs 

9.5. Conduct a FSM-wide DPPSN Pro-
ductivity Survey 

9.5.1. DPPSN Productivity Report produced (1) and dis-
seminated to all stakeholders by 2007 (100) 

 



 

 9.6. Establish the DPPSN Meritorious 
Award of the Year Program 

9.6.1. DPPSN Meritorious Award initiated in 2008 (1) 
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Health 
Draft Mission Statement: 

The mission of the health sector of FSM is to promote and maintain a holistic system of 
health care that will provide an optimum quality of life for its citizenry. 
 
Strategic Goal 1 Improve primary health care services  

Outcomes [measurement indicators] Activities Outputs 
1(i) Utilization of basic PHC services provided at 

the dispensary level increased by 20%  
1(ii) Utilization of basic PHC services provided at 

hospital outpatient clinics is decreased by 50% 
1(iii) Improved performance of health workers in de-

livery PHC/PH services as demonstrated by:  
 immunization rate of all 2-year old children is 

increased to 85% 
 contraceptive prevalence increases to 50%, 
 at least 3 MHC visits reported for all pregnan-

cies 
1(iv) hypertension screening and monitoring under-

taken at 50% of PH/PHC encounters 
 50% of overweight/obese patients receive 

diabetes screening, nutrition counseling 
 PHC monitoring/supervision dispensary visits 

according to schedule 90% of time 
 100% increase in PH promotion visits from 

baseline on monthly dispensary report form 
 quality practices and techniques and a full 

range of services are in place for 75% PHC 
unit and PH teams in all States 

1(v) 80% of dispensaries report no major 
drug/medical supply shortages in last year 

1(vi) At least 75% of all bio-medical equipment is 

1.1. Supervise, monitor, evaluate and 
train health assistants (HAs) in key 
public health and PHC services us-
ing continuous quality improvement 
(CQI) principles 

1.1.1. At least three (combined) supervisory, monitoring 
and training visits per year to each health cen-
ters. 

1.1.2. HA present at dispensary/health centers on offi-
cial business 90% of time 

1.1.3. HA provide assistance to PH field team 95% of 
time and considered useful by PH team 

1.1.4. Sufficient personnel at state health department 
level to supervise, train HAs  

1.1.5. CQI techniques incorporated into PHC and PH 
management practices 

1.1.6. Curriculum established for Health Assistants 
1.1.7. 95% of HAs trained in: 

 public health  
 environmental health  
 family planning (including condoms, birth con-

trol pills (BCP) and FP promotion and education 
(by end of year 2) 

 SAMH including dispensing of some SAMH 
medicines 

 PHC including using PHC drug formulary and/or 
update 

 STD-HIV/AIDS treatment and preventiv meas-
ures. 

 1.1.8 Establish community health profiles. 
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1.2. Improve quality and frequency of 
delivery of public health/prevention 
services by PH field team 

1.2.1. PH teams fully staffed  
1.2.2. PH teams capable of delivering wide range pub-

lic health services through multi-purpose public 
health training of personnel 

1.2.3. 3 field trips/year/community budgeted and au-
thorized. 

1.3. Supply essential drugs, medical 
supplies and equipment to dispensa-
ries and for field trips 

1.3.1. Sufficient essential antibiotics, analgesics, FP 
supplies etc available at all dispensaries >11 
months per year  

1.3.2. Sufficient drugs and supplies available for 95% 
field visits 

1.3.3. Sufficient and functioning bio-medical equipment 
1.4. Maintain PHC facilities in good work-

ing condition 
1.4.1. 90% of dispensaries in good operating condition  
1.4.2. Community contributes to maintenance and re-

pair of 95% of all dispensaries 

functional at all times  
1(vii) Dispensaries in good operating condition 
1(viii) Community involvement in management and 

support of dispensary. 
1(ix) Increase the percentage of mothers that breas-

feed from 66% to 75%. 

1.5. Establish partnership between com-
munities, Health A,ssistants, Public 
Health teams, youth groups  and 
state health department for delivery 
of Primary Health Care services. 

1.5.1. Council meets 2 + times per year with participa-
tion of health department  (or functioning 
Health Advisory Boards) 

1.5.2. Community financial and in-kind support for re-
pair and maintenance of dispensary 

1.5.3. Build in tax incentives for private sector to pro-
mote in-kind support and business environment. 
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Strategic Goal 2 IMPROVE SECONDARY HEALTH CARE SERVICES  
Outcomes [measurement indicators] Activities Outputs 

2.1. Establish quality assurance (QA) for 
all hospital departments and activi-
ties and all health department per-
sonnel. 

2.1.1. QA established in all state hospitals 
2.1.2. QA training for management, planning and re-

porting for all senior personnel and supervisors 
provided in all state hospitals 

2.1.3. Practice standards established for security, food 
services, maintenance, renovation/repairs, man-
agement, housekeeping /custodial, laundry, am-
bulance, embalming, prosthesis 

2.1.4. Practice standards established for staff of labora-
tory, x-ray, mental health, pharmaceutical, para-
medical, medical supplies, inventory, and man-
agement staff. 

2.1.5. Practice standards established for professional 
staff (nurses, dentists, doctors, physiotherapists, 
hospital administrators, health information staff) 
and ratios of health workers to patients and 
population. 

2.1.6. Conduct periodic qualitative surveys. 

2(i) QA practices and techniques in place in all 
states 

2(ii) Average length of hospital stay is decreased 
2(iii) Hospital acquired infection rate is decreased 

(insert baseline data, if any). 
2(iv) Appropriate number of trained key health per-

sonnel (e.g. doctors, pharmacists, dieticians, 
physical therapists, nutritionists, health practi-
tioners, nurses, HAs, administrators) 

2(v) Pharmacy and medical supply personnel 
trained in procurement policies and procedures 

2(vi) Rational pharmaceutical and supply manage-
ment principles and practices are adapted by 
all states 

2(vii) Availability of essential drugs and medical 
supplies is increased.  

2(viii) Functionality increased (down-time decreased) 
of biomedical equipment.  

2(ix) Referral processes based on equity and strict 
application and cost of out-of country referrals 
held to 5% of health budget 

2(x) All newly constructed facilities in compliance 
with approved standards 

2(xi) All facilities have maintenance cost set aside 
for each facility 

2(xii) Access to hospital services is increased 
2(xiii) Improve local health services to minimize off-

island medical referrals. 

2.2. Provide regular continuing education 
for health professional staff 

2.2.1. Long term relationship established with medical 
school 

2.2.2. Distance education established at all state hospi-
tals 

2.2.3. Scholarships offered are for key health personnel 
that are required in FSM (e.g. pharmacists, dieti-
cians, physical therapists, nutritionists, medex, 
dentists, nurses and health practitioners)  

2.2.4. Pharmacy and medical supply personnel trained 
in procurement policies and procedures, includ-
ing financial management, records  

2.2.5. Schedule of onsite training and workshops estab-
lished for all health workers in each state 

 



 

2.3. Ensure adequate medical and phar-
maceutical supplies are available for 
hospital, PH team, and PHC pro-
gram and maintain equipment in 
good working condition 

2.3.1. Essential National Formulary established for hos-
pitals 

2.3.2. Training delivered to medical supply, pharmacy 
personnel and second tier DHS managers in 
each state. 

2.3.3. Adequate drugs are available to meet PHC, PH 
team and hospital needs without rationing. 

2.3.4. Inventory management program established for 
all health department equipment (e.g. lab, x-ray,  

2.3.5. Standardized equipment list developed for FSM  
2.3.6. Service contract developed for new equipment 

purchased. 
2.3.7. Regular and preventive maintenance schedule 

established for all equipment 

 

2.4. Develop infrastructure plan to ensure 
adequate facilities and maintenance 
and ensure access to hospital ser-
vices. 

2.5. Construction of a new hospital for 
Kosrae and other infrastructure de-
velopment for the other States. 

2.5.1. Development plan established for new facilities 
(1-2 yrs.)  

2.5.2. Preventive maintenance/repair/replacement pro-
gram  

2.5.3. Omnibus system established on major island 
States 

2.5.4. Ambulance service established on major island 
States 

241 Health Policy Matrix 



242 3rd FSM Economic Summit  

 

Strategic Goal 3 Prioritize health promotion and services for major health problems 
Outcomes [measurement indicators] Activities Outputs 

3.1. Establish NCD Prevention and Con-
trol Programs in all states and pro-
mote healthy lifestyles, places and 
healthy choices 

3.1.1. Review health services, decide on outcome pri-
orities and agree on a “minimum package of es-
sential services” 

3.1.2. Each state has health education program and a 
qualified health educator oriented predominantly 
toward prevention of NCDs 

3.1.3. School health programs established in all 
schools 

3.1.4. Good Health promoted in settings where people 
live, work and learn to modify risks of unhealthy 
lifestyles/environment 

3.1.5. Exercise program promoted and infrastructure 
(sports and recreational facilities: gym, tracks, 
courts with lighting for night use) 

3.1.6. Health workers and teachers complete physical 
examinations annually. 

3.2. Establish Prevention and Control 
programs for communicable dis-
eases(TB, Hepatitis, STDs, Han-
sen’s disease and HIV) in all states  

3.2.1. Each state has health education program and 
qualified health educator oriented toward preven-
tion of communicable diseases 

3.2.2. Pilot study completed to establish prevalence of 
STDs 

3(i) Consensus agreement on nation-wide health 
outcome priorities and a minimum package of 
essential services 

3(ii)  95% of all 2-year olds will be fully immunized. 
3(iii) Contraceptive utilization prevalence rate  in-

creases to 70% from 55% of all childbearing 
age women. 

3(iv) At least 3 MHC visits reported for all pregnan-
cies 

3(v) Hypertension screening and monitoring under-
taken at 50% of PH/PHC encounters 

3(vi) 50% of overweight/obese patients receive dia-
betes screening, nutrition counseling 

3(vii) Most people know common preventable 
causes of diabetes, hypertension and other 
NCDs. 

3(viii) Substance abuse decreased 
3(ix) Prevalence of STDs decreased 
3(x) Number of children <5 years with VAD is de-

creased  
3(xi) Number of women and children with iron defi-

ciency anemia is decreased  
3(xii) Increase public awareness about the health 

risks of being overweight. 
3(xiii) Increase appropriate services for mental ill-

ness. 
3(xiv) Fundamentals of PH achieved: clean water, , 

3.3. Make MCH/FP/immunization a prior-
ity in all states. 

3.3.1. Comprehensive women’s health program 
(women of child bearing age receive PAP smears 
and have access to FP techniques) 

3.3.2. Immunization reaches 95% of targeted popula-
tions 

3.3.3. Enforce statutes requiring immunization for all 
school age children. 

 



 

3.4. Establish a nutrition program in all 
states focusing on both NCDs, bene-
fits of breastfeeding and on child nu-
trition 

3.4.1. Nutrition programs established at all levels in-
cluding national and/state and PHC levels 

3.4.2. PH team promote good nutrition on half of their 
field trips 

3.4.3. IDA identified and treated  
3.4.4. VAD programs delivered in all communities 
3.4.5. Conduct periodic nutritional surveys. 

3.5. Establish substance abuse and men-
tal health prevention services in all 
states 

3.5.1. 95% of schools to receive SAMH programs ser-
vices  

3.5.2. SAMH medicine/supplies available in 95% dis-
pensaries 

3.5.3. 80% of villages receive SAMH health promo-
tion/training 

3.5.4. Legal interventions established to prevent spread 
of tobacco, betel use, and other substance 
abuse, including ratification of the Framework 
Convention on Tobacco Control. 

3.6. Strengthen surveillance and monitor-
ing functions of the environmental 
health program (water, hygiene, 
sanitation, and food safety), includ-
ing risks related to climate variability 
and change; Strenthen enforcement 
of sanitation regulations. 

3.6.1. Health education programs present in all states 
(promotion of safe water, hygiene and sanitation, 
and food safety). 

3.6.2. Surveillance, monitoring and education of envi-
ronmental health program (including visits to 
communities/public awareness) 

3.6.3. 95% of environmental health workers in each 
state receive appropriate water and sanitation 
training 

3.6.4. 95% food establishments have food safety train-
ing and routine inspections 

3.6.5. Public health risks related to climate variability 
and change documented and findings included in 
relevant health, education and public awareness 
programs. 

sanitation and garbage disposal available to 
100% of FSM people by 2020. 

3(xv) Prevalence of diarrhoeal diseases is de-
creased 

3(xvi) Incidence of dental caries is decreased by 
10% among school-aged 

3(xvii) Conduct epidemiological surveillance as an 
early warning system to prevent outbreaks of 
communicable disease and other diseases re-
quiring public health action. 

3(xviii) Conduct assessments of climate-related health 
risks including vector-borne and water-borne 
diseases and institute relevant early warning 
and public education programs. 

3.7. Conduct a comprehensive dental 
health and preventative program 

3.7.1. 95% schools participate in a comprehensive den-
tal health  

3.7.2. 95% dental assistants receive training on infec-
tion control 

3.7.3. Adequate dental supplies and 95% equipment is 
functional 
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Strategic Goal 4 DEVELOP A SUSTAINABLE HEALTH CARE FINANCING MECHANISM 
Outcomes [measurement indicators] Activities Outputs 

4.1. Develop appropriate and acceptable 
health insurance and health mainte-
nance schemes for FSM with aim of 
including all FSM citizens 

4.1.1. change the current management and operation 
of the plan to be responsive to the need of the 
state hospitals/health departments (i.e., remu-
nerate on time), and collect data on causes of 
leading medical referral cases. 

4.1.2. NIP policies transparent and easily understand-
able 

4.1.3. NIP policy change: payments focus on state 
health program re-imbursements 

4.1.4.  Consider health maintenance programs other 
than regular health insurance programs, in order 
to provide universal coverage. 

4.2. Increase enrollment (after necessary 
statutory amendments ):  
 Phase I: Mandatory for na-

tional/state government employ-
ees (2-3 years)  

 Phase II: Mandatory for private 
sector (2-4 years) 

4.2.1. Number of government employees with NIP has 
increased 

4.2.2. Number of private sector employees with NIP 
has increased 

4.2.3.  

4(i) States and National Government agree to ba-
sic elements for universal health insurance 

4(ii) Universal health insurance prototype estab-
lished, with aim of gradually including all FSM 
citizens 

4(iii) Number of individuals enrolled in NIP in-
creased.  

4(iv) Feasibility for health reform assessed in all 
states, including safety net for the uninsured 
citizens.  

4(v) Equitable access to health services to all FSM 
citizens (regardless of location or economic 
status)  

4(vi) Cost efficient and appropriate co-payment/user 
fee system in place in all states 

4(vii)  Health insurance/financing reform assessed in 
all States, including safety nets for uninsured 
citizens. 

4(viii) Off-island medical referral decreased to 5%. of 
current expenditures. 

4(ix) Community assumes responsibility for mainte-
nance and repair 

4(x) Amend the National Customs Act to create sin 
taxes for the purpose of funding uninsured re-
ferral patients. 

4.3. Standardize and update a fee 
schedule for all of the FSM, with 
State health departments to keep 
Program Income 

4.3.1. Law changed in all states and national govern-
ment 

4.3.2. Fee schedule and exemption study completed 
(1-2 yrs.) 

4.3.3. Increase in amount of fees for services (if appro-
priate) at the hospitals 

4.3.4. Improvement in the collection of fees at the hos-
pitals 

4.3.5. Inclusion of safety net for the uninsured citizens 
in the health reform program 

 



 

 4.4. Consider other sources of funding 4.4.1.  Implement “sin” tax (e.g. tax on alcohol, ciga-
rettes and “unhealthy” food items to be diverted 
to health promotion activities) 

4.4.2.  Identify private sector funding to support health 
promotion activities, including sports, recrea-
tional, health counseling centers. 

4.4.3. Establish tax incentives for private sector to pro-
mote in-kind support and business environment. 
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Strategic Goal 5 Improve  capacity and accountability systems 
Outcomes [measurement indicators] Activities Outputs 

5.1. Improve management skills of health 
service administrators 

5.1.1. Health service managers trained in fiscal plan-
ning and management 

5.1.2. Health service administrators trained in use of 
management information systems. 

5.1.3. Health service administrators trained in perform-
ance based planning and budgeting  

5.2. Establish appropriate Management 
information systems (MIS), including 
health data reporting in all state 
health departments 

5.3. Develop core data set indicators. 
5.4. Strengthen Public Health surveil-

lance system in the FSM. 

5.4.1. MIS personnel recruited 
5.4.2. MIS used as basis for QA program all states 
5.4.3. State and national statistics officers trained in 

use of systems and reporting 
5.4.4. State and national statistics systems and equip-

ment working effectively, backed up and stan-
dardized 

5.4.5. Disease reporting to international agencies to 
meet international health treaty obligations. 

5.4.6. A reference library containing all health related 
reports at National and State levels 

5.4.7. Establish mechanism and procedures for priori-
tizing disease and health indicators for surveil-
lance. 

5.5. Ensure technical assis-
tance/consultancy available for 
above areas in all states 

5.5.1. TA in fiscal planning, management and reporting, 
health statistics and use of information in year 
one  

5.5.2. TA assistance in other areas as needed. 

5(i) Performance based planning and budgeting 
established in all state DHS 

5(ii) 95% of DHS managers trained in data based 
decision making using locally generated data 

5(iii) Cost efficient procurement policies and proce-
dures for pharmaceuticals and medical sup-
plies established in states and DHESA 

5(iv) Financial management and planning training 
developed for key permanent management 
personnel in state DHS  

5(v) Appropriate positive incentives in place to en-
courage the desired behaviors of organizations 
and individual managers 

5(vi) Health Statistics units at National and State 
levels  competently staffed 

5(vii) Establishment of National and State health in-
formation system (HIS) working group 

5(viii) Analysis and monitoring of health needs from 
statistical data 

5(ix) Improved reporting of vital, health and man-
agement statistics (Decrease in DMF rate (De-
cay, Missing and Filled))  

5(x) 80% of vital events occurring in rural areas re-
ported on time 

5(xi) Establish a nursing school at COM-FSM. 
5.6. Develop curriculum and seek fund-

ing for Nursing school. 
5.6.1.  Open the school in 2006. 

 



 

Private Sector 
Draft Mission Statement: 

To facilitate the development of an environment supportive of a competitive and growing 
private sector. 
 
Strategic Goal 1 Create a sound economic policy making environment, in full consultation with the private sector, to sup-

port export-oriented, private sector-led growth. 
 

Policies required:  
 Maintain financial stability. 
 Improve fiscal accountability, transparency and performance management systems. 
 Establish an effective system to disseminate information and promote public-private sector dialogue. 
 Adopt trade and tax policies consistent with improving the international competitiveness of FSM-based producers. 

Outcomes [measurement indicators] Activities Outputs 
1(i) Fiscal stability is maintained 

[fiscal balance as % of GDP for each gov-
ernment and consolidated] 

1(ii) External debt remains at prudent levels 
[(a) total external debt as % of GDP, (b) 
debt service as % of total export of goods 
and services] 

1(iii) Tax policy does not discourage internation-

1.1. Formulate and implement sound economic 
policies. 

1.1.1. Provide for timely and transparent processes 
for the conduct and completion of economic 
studies under the amended Compact, or as 
required by EPIC and other sources (5) 

1.1.2. Provide for widely publicized notices, 
prompt availability and ready access to re-
ports required by the amended Compact, 
EPIC briefings and the other economic re-
views (5) 
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1.2. Improve financial management quality and 
timeliness to better support private sector de-
velopment. 

1.2.1. Uniform FMIS software adopted and imple-
mented in all five governments 

1.2.2. Quarterly financial reports all completed and 
submitted timely (4 reports consolidating all 
5 governments) 

1.2.3. Complete quarterly revenue and expendi-
ture reports including analysis of fiscal 
stance to-date of all five governments (20) 

1.2.4. Annual audits completed timely and dis-
seminated via website (5) 

1.2.5. Annual audit response/action reports com-
pleted and disseminated via website (5) 

1.2.6. Annual report summarizing fiscal position 
and timeliness of payments to creditors by 
each government (5) 

1.2.7. Establish interest rate payment policy for 
late payment by Government to vendors (5) 

ally competitive production 
(a) average effective tariff rate on imports, 
(b) import taxes as % of total taxes] 

1(iv) Export production increases 
[$ value of exports] 

1(v) Tourism sector grows 
[number of tourist arrivals] 

In future: 
 Total investment as % of GDP 
 Tourist expenditures ($) and tourism value-

added as % of GDP 
 Agriculture expenditures ($) and tourism 

value-added as % of GDP 
 Fisheries expenditures ($) and tourism 

value-added as % of GDP 
 Manufacturing expenditures ($) and tour-

ism value-added as % of GDP 

1.3. Proceed with tax reform agenda at national 
and state levels, in full consultation with the 
private sector. 

1.3.1. Tax reform alternatives papers produced 
and disseminated widely (5) 

1.3.2. Tax policy reform forum completed in all 
four states 

1.3.3. Draft legislation completed for national and 
state tax reform (5) 

1.3.4. Public hearings on tax legislation completed 
in all states (4) 

 



 

 1.4. Expand public information dissemination on 
key indicators and establish improved pub-
lic:private sector dialogue. 

1.4.1. EPIC meetings include private sector pres-
entations and expanded dialogue on key 
PSD issues (2) 

1.4.2. FSM (and state) Public Information releases 
increase focus on PSD issues (5) 

1.4.3. FSM President designates institutional con-
tact point for PSD issues (1) 

1.4.4. Website developed to focus on key PSD is-
sues and provide forum for dialogue (1) 

1.4.5. Chambers of Commerce  and relevant 
NGOs active in each state, including partici-
pation in annual PSD Forum (4) 

1.4.6. Facilitate the organization and operation of 
private sector interest groups (5) 

1.4.7. Help finance start-ups and ongoing opera-
tions of private sector interest groups and 
their representative activities in engaging in 
dialogues with the government (5) 

1.4.8. Facilitate the coordination of private sector 
interest groups at the national level (5) 
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Strategic Goal 2 Improve the competitiveness of the factors of production to promote private sector development. 
Policies required: 

 Review labor market restrictions such as minimum wages. 
 Resolve alien labor recruitment and retention issues to ensure access to sufficiently skilled labor for FSM enterprises. 
 Strongly encourage wage restraint in the public sector. 
 Reduce the “push” factors leading to emigration of productive workers. 
 Introduce programs to encourage remittances and return of skilled Micronesian workers and entrepreneurs. 
 Improve the effectiveness and public outreach of institutions that support an efficient use of land. 
 Facilitate the use of land as collateral for commercial lending. 
 Reduce the risks of bank lending to domestic businesses. 
 Reduce transaction costs for banks and businesses in the event of loan default or business insolvency. 
 Expand access to bank financial services and products to a broader range of enterprises. 
 Give priority to Micronesian products, Micronesian owned businesses and Micronesian labor in government procurement and public contracting. 
 Consult with the private sector on the selection of foreign aid and other outside funded projects. 
 Continuing subsidies to achieve desired social outcomes are provided in economically efficient and cost-effective manner (e.g. outer-island transport). 

Outcomes [measurement indicators] Activities Outputs 
2(i) Private sector employment growth 

[(a) number of private sector employees, (b) $ 
value of private sector wages] 

2(ii) Reduced distortion in labor market due to rela-
tive wage levels in public sector 
[ratio of average public and private sector 
wages] 

2(iii) Increased lending as a result of improved use 
of land as collateral 
[$ value of leasehold/mortgage secured lend-
ing] 

2(iv) Increased lending of mobilized savings for 
business investment 
[(a) ratio of loans to deposits, (b) total com-
mercial lending as % of GDP] 

2.1. Improve the quality of the labor force 
and the functioning of labor markets. 

2.1.1. Skill gap analysis report completed for potential 
productive and export industries in each state (4) 

2.1.2. Survey instrument completed to identify aca-
demic, vocational, and adult training needs in 
each state (4) 

2.1.3. Workers trained under WIA (#tbd) 
2.1.4. Workers trained under Job Corps (#tbd) 
2.1.5. Curriculum elements designed to enhance “work 

and business ethic” and improve ca-
reer/vocational counseling in schools (4) 

2.1.6. National and state scholarship programs revised 
to target targeted study areas 

2.1.7. Develop methodologies and data bases for 
measuring the levels of remittances and external 
transfers to support emigrants overseas (1) 

 



 

2(v)  
In Future: 

 Ratio of public and private sector wages 
categorized by corresponding skill levels. 

 Total number and value ($) of registered land 
sale and lease transactions. 

 Total number of secured transaction on active 
register and value ($) of security registered. 

 Business confidence rising (measured 
through quarterly or semi-annual sample sur-
vey) 

2.2. Promote improved economic use of 
land. 

2.2.1. Leasehold mortgage legislation passed in re-
maining states (3) 

2.2.2. Model leases completed for each state and dis-
seminated to relevant parties (4) 

2.2.3. Simplified mortgage foreclosure regulations 
promulgated (4) 

2.2.4. Information system for registering and providing 
access to information on land registration, 
leases, sales and related transactions estab-
lished in each state (4) 

2.2.5. Parcels of land surveyed and titles properly regis-
tered (#tbd) 

2.2.6. Cost recovery policies established for publicly 
provided land survey services (4) 

2.2.7. Land dispute caseload reduced by final resolu-
tion of cases (#tbd) 

2.2.8. One hundred percent of public and private land 
records digitized and stored both offsite and in 
secure vault onsite in each state (4) 

2.2.9. Public education programs on the role of land in 
private sector led economic development com-
pleted in each state (4) 

2.2.10. Land arbitration/mediation training  completed 
land use zoning for targeted commercial activities 
(4) 
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2.3. Improve the functioning of the finan-
cial sector. 

2.3.1. Revised loan guarantee schemes resulting in in-
creased lending for competitive domestic produc-
tive activities (#tbd) 

2.3.2. Leasehold mortgage legislation passed in re-
maining states (3) 

2.3.3. Model leases completed for each state and dis-
seminated to relevant parties (4) 

2.3.4. Simplified mortgage foreclosure regulations 
promulgated (4) 

2.3.5. Secured Transaction law enacted at the national 
and/or state level (#tbd) 

2.3.6. Secured transactions registry operational on an 
FSM-wide basis (1) 

2.3.7. Small claims court operational in states where 
beneficial and cost of debt recovery transactions 
reduced (#tbd) 

2.3.8. reduced interest rate loans for targeted export 
industries 

2.3.9. FSMDB and commercial bank loan officers will 
continuously improve skills for small and rural 
lending and appraisal for targeted sectoral lend-
ing] 

2.3.10. Encourage banks to utilize the technical ser-
vices of local, regional and international service 
providers for independent appraisals and prepa-
ration of loan packages (5) 

2.4. Review existing laws and regulations 
to determine consistency with grant-
ing priorities to Micronesian prod-
ucts, Micronesian owned business 
and Micronesian labor in govern-
ment procurement and public con-
tracting. 

2.4.1. Modify laws and regulations to ensure consis-
tency with the granting of priorities to Microne-
sian owned businesses and Micronesian labor in 
infrastructure development and maintenance pro-
jects (5) 

 

2.5. Consult with the private sector on 
the selection of foreign aid and other 
outside funded projects. 

2.5.1. Ensure the dissemination of information and 
conduct meetings with the private sector prior to 
the selection of foreign aid and other outside 
funded projects (5) 

 



 

 2.6. Improve subsidy policies. 2.6.1. Continuing subsidies for social objectives  to be 
re-designed to improve economic efficiency and 
targeting and establish program timelines (#tbd) 
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Strategic Goal 3 Improve the environment for direct investment and expand entrepreneurial and business development 
support services. 

Policies required: 
 Improve the corporate regulatory environment. 
 Revise, if necessary, foreign investment laws and regulations to improve attractiveness. 
 Government support at the level of private enterprises should be directed toward participation, facilitation, coordination, information dissemination, and 

broad-based advisory and training services Any subsidized financing to private enterprise should be done on the bases of programs for particular sec-
tors and not to individual enterprises. 

 Support for entrepreneurial development and export promotion should be provided to new entrepreneurs or to small and micro-enterprises. 
 Seek country to country and international agreements to promote foreign investment within the FSM. 
Outcomes [measurement indicators] Activities Outputs 

 



 

3.1. Improve the environment for domes-
tic and foreign investment in private 
enterprises. 

3.1.1. Review and revise, if necessary, investment laws 
(5) 

3.1.2. Review and revise, if necessary, investment 
regulations (5) 

3.1.3. FSM Investment Guide updated, printed and dis-
seminated via mailings and website (1) 

3.1.4. Complete follow-up Investment Seminar for na-
tional and state participants (1) 

3.1.5. Complete seminar and public outreach on “bene-
fits from foreign investment” in each state (4) 

3.1.6. Trade mission to promote export products and 
investment opportunities (1) 

3.1.7. Summary report of the Registrar of Corporations 
detailing aggregate indicators and trends in do-
mestic and foreign enterprise (1) 

3.1.8. Institutionalize the annual reporting by foreign in-
vestors to monitor the effectiveness of current 
policies (1) 

3.1.9. Complete external review of corporate govern-
ance regime at national and state levels (5) 

3.1.10.  Voluntary private sector commercial practice 
standards completed in collaboration with private 
sector stakeholders (#tbd)] 

3.1.11. Coordinate, consolidate and streamline busi-
ness reporting requirements among government 
agencies (5) 

 

3(i) Increased domestic and foreign investment 
(a) number of existing domestic and foreign in-
vestor enterprises, (b) gross turnover of exist-
ing domestic and foreign investor enterprises 

In future: 
 Foreign Direct Investment ($) 
 Total number and value ($) of commercial 

bank and FSMDB lending to enterprises (ag-
gregated by annual turnover and/or employ-
ment level). 

 Number and value ($) of business support 
services provided to the private sector 
(measured by fee collection where service 
fees are charged). 

3.2. Improve training and business de-
velopment services available for po-
tential new enterprises. 

3.2.1. Potential new/small entrepreneurs trained in 
business development through a variety of 
courses (#tbd) 

3.2.2. New/small businesses receive loans from 
FSMDB or commercial banks (#tbd) 
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3.3. Improve training and business de-
velopment services available for ex-
isting enterprises. 

3.3.1. Existing businesses assisted through interaction 
with business development support service pro-
viders (# tbd) 

3.3.2. Funding and marketing support secured for new 
export-oriented activities of existing enterprises 
(#tbd) 

3.4. Coordinate all projects and pro-
grams. 

3.4.1. NGO and international organizations activities 
integrated with existing and new support activi-
ties in each state (4) 

3.4.2. Potential new support under NGO and interna-
tional organizations integrated with ongoing ac-
tivities (4) 

3.4.3. Market information bulletin completed and dis-
seminated in all four states (4) 

3.4.4. Encourage the establishment of one-stop centers 
for the dissemination of business information and 
the receipt and handling of complaints from the 
business community (5). 

 

3.5. Commence a dialogue with the U.S.  
Government and other nations and 
international organizations for the 
extension of incentives for foreign 
investors. 

3.5.1. Initiate contacts and host meetings leading to for-
eign investment based on outside incentives (1) 

 



 

 

Strategic Goal 4 Reduce the direct role of the government in the economy. 
Policies required:  

 Maintain wage discipline in the public sector including public enterprises. 
 Strongly pursue opportunities to privatize or otherwise transform existing public enterprises. 
 Discourage new investments in public enterprises and eventually eliminate subsidies to commercial public enterprises. 
 Strongly discourage government from continuously engaging in and strongly encourage the government to divest itself from commercial activities in 

which the private sector is engaged. 

Outcomes [measurement indicators] Activities Outputs 
4.1. Maintain expenditure discipline in 

government. 
4.1.1. Annual budget message establishes short and 

medium-term expenditure targets in each gov-
ernment (5) 

4.1.2. Annual fiscal review monitors expenditure out-
comes in comparison to targets (5) 

4.1.3. Public sector wage restraint policy is established 
and disseminated to government and public en-
terprise employees (#tbd) 

4.2. Improve subsidy and transfer poli-
cies. 

4.2.1. Subsidy reduction plan for all commercially-
oriented public enterprises is completed and dis-
seminated by legislative bodies (5) 

4.3. Implement public enterprise reform 
including privatizations. 

4.3.1. Public Enterprise Reform program updated in 
each state (4) 

4.3.2. Public enterprise reform transformations com-
pleted (#tbd) 

4.4. Improve corporate governance 
among public enterprises. 

4.4.1. Establish mechanisms to ensure transparency 
and accountability of the activities of boards of di-
rectors of public enterprises (5) 

4(i) Government recurrent expenditures decline in 
importance 
[operating expenditures as % of GDP] 

4(ii) Government wage bill growth is restrained 
[wage bill as % of operating expenditures] 

4(iii) Subsidies and transfers to public enterprises 
decline 
[subsidies and transfers as % of government 
expenditures] 

4(iv) Public Enterprises decline in importance 
[public enterprise value-added as % of GDP] 

4(v) Private sector increases in importance 
[private sector value-added as % of GDP] 

 

4.5. Continuously monitor activities in the 
government and private sector to de-
termine where there is duplication 
between government endeavors and 
the private sector. 

4.5.1. Undertake such steps, when it is deemed neces-
sary, to divest the government of services in ar-
eas where the private sector is engaged (5) 
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Strategic Goal 5 Provide efficient and cost-effective economic infrastructure to support competitive private sector devel-
opment. 

Policies required: 
 Fully consult with the private sector in the allocation of amended Compact sector grants to infrastructure development and maintenance. 
 Establish effective infrastructure plan implementation council (IPIC) in each government. 

Outcomes [measurement indicators] Activities Outputs 
5.1. Implement efficient and priority-

based infrastructure projects.  
5.1.1. Infrastructure Development Plan (IDP) is adopted 

and allocation of resources matches identified 
priorities in all states under supervision of Infra-
structure Project Implementation Councils 
(IPICs)(4) 

5.1.2. Infrastructure project feasibility assessment pro-
cedures are developed and implemented (1) 

5.1.3. Project Management Unit is operational at the 
national and/or state level 

5.1.4. Annual economic review reports on infrastructure 
investment levels (private and public) (1) 

5.2. Monitor the effectiveness of infra-
structure operations and mainte-
nance. 

5.2.1. IMF funds are utilized to meet high priority needs 
in all states (4) 

5.2.2. OMIP plans are completed for new and existing 
infrastructure including yearly update and moni-
toring reports (4) 

5(i) Public investment remains adequate 
[public investment as % of total government 
expenditures] 

5(ii) Expenditure on infrastructure maintenance in-
creases 
[value ($) of maintenance expenditures] 

5(iii) Utilities price and collect charges reflecting 
capital and current costs of production 
[cost recovery of utilities as % of total cost of 
production] 

 

In future: 
 Average cost of electricity for commercial us-

ers compared to Pacific region benchmark 
(%) 

 Average cost of telecommunications for 
commercial users compared to Pacific region 
benchmark (%) 

5.3. Existing and new infrastructure is 
operated on efficient and cost-
effective principles. 

5.3.1. National and state officials release annual report 
on public enterprise performance for each state 
(4) 

5.3.2. Public utility and telecommunications quality per-
formance and price structures are monitored (on 
a comparative regional basis) and annual reports 
disseminated widely (4) 

5.3.3. Performance monitoring reports completed for 
private firms implementing contracts to manage 
infrastructure (5) 

 



 

 5.4. Emerging needs for infrastructure 
are anticipated and planning and re-
source allocation are modified ac-
cordingly 

5.4.1. Annual update report on infrastructure priorities 
takes account of private stakeholder and general 
public inputs in all states (4) 
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Public Sector 
Draft Mission Statement: 

To develop an efficient and effective public sector supporting financial stability and growth 
of the private sector by providing quality and effective public services with transparency 
and accountability  
Strategic Goal 1  Sound Fiscal Policies and Improved Fiscal Responsibilities 
Policies 

 Annual budgets are guided by policy statements reflecting medium-term expenditure and revenue projections and policies 
 Government operation and capital expenditure policies reflects the needs of a growing private sector-led economy 
 FSM National and State tax system is reformed to reflect resource requirements and efficiency concerns 
 External debt position is maintained at prudent levels and to be consistent with the FSM Economic Strategy 

Outcomes [measurement indicators] Activities Outputs 
1.1.  1.1.1.  
1.2.  1.2.1.  
1.3.  1.3.1.  

1(i) Fiscal position remains sound 
[Fiscal deficit/surplus as % of GDP, FSM and 
states] 

1(ii) Declining share of government in the economy 
[Current expenditures as % of GDP, FSM and 
states] 

1(iii) Public Investment level 
[Capital Expenditures as % of GDP] 

1(iv) Tax system  
[Tax revenue as % of GDP] 

1(v) [Tax revenue as % of total revenue ] 
1(vi) External and Domestic Debt 

[External debt as % of GDP] 
[External debt services as % of Exports] 

1(vii) [State debt as % of state GDP] 

1.4.  1.4.1.  
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Strategic Goal 2 To build effective, accountable and transparent national, state and local governments and other public 
sector institutions and financial systems. 

Policies 
 Compliance to Government Accounting Standard Board No. 34 reporting requirements  
 Adoption of a uniform financial management system 
 Improve internal financial controls at all levels 
 Improve internal finance and budget procedure 
 Improve public access to government information and decision making process 

Outcomes [measurement indicators] Activities Outputs 
2.1. Enactment of Freedom Information 

Act 
2.1.1.  

2.2.  2.2.1.  
2.3.  2.3.1.  
2.4.  2.4.1.  
2.5.  2.5.1.  

2.6.  2.6.1.  

2.7.  2.7.1.  

2(i) Payment efficiency 
[avg. aging of payments to vendors] 
[stock of payables/arrears beyond 90 days] 

2(ii)  
2(iii) Timely Reports  

[Internal - Monthly] 
[Compact – Quarterly/Annually] 
[Government Financial Statistics – 6 months]  

2(iv) Timely Audits  
[National and states within 6 months] 

2(v) Audit findings and question costs 
[# of findings, 5 governments] 
[% of corrective measures accomplished for all 
levels of government] 

2.8.  2.8.1.  
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Strategic Goal 3 Improved public sector management within available resources 
Policies 

 Adoption of a unified performance reporting system including  performance audits 
 Strengthen the public sector workforce to deliver quality public services 
 Creating an atmosphere that encourages career development and job satisfaction 
 Eliminate government competition in commercial activities 
 Improve and enforce regulatory mechanism to monitor public enterprises and state granted monopolies 

Outcomes [measurement indicators] Activities Outputs 
3.1.  3.1.1.  
3.2.  3.2.1.  

3(i) indicator for allocation change 
[payroll as % of operation expenditures] 

3(ii) indicator for productivity of performance budget 
effort 
[actual versus budgeted variances, value 
weighted… 5 government-wide] 

3(iii) indicator of quality of performance manage-
ment and service delivery 
[unit cost per output] 
[% of specified outputs achieved, value 
weighted] 

3(iv) indicator for staff turn-over 
3(v) [numbers of employees by year] 
3(vi) [number of grievances] 
3(vii) number of government entities and cost of 

producing commercial goods and services 
In future: 

 [Maintenance as % of $value of fixed assets] 
 Operational efficiency measures 

3.3.  3.3.1.  

 



 

 

Strategic Goal 4 An effective law enforcement and judicial system based on rule of law that has the  confidence of the citi-
zenry 

Policies 
 Maintain highest standards of ethical practices in public sector 
 Improve and provide legal framework and law enforcement to eliminate corruption and unethical conduct 
 Maintain a legal and regulatory environment supporting private sector investment 
 Maintain a judicial system that is responsive, fair, just and timely 
 Improve and strengthen performance of all law enforcement agencies   

Outcomes [measurement indicators] Activities Outputs 
4.1. Enactment a model governmental 

ethics law 
4.1.1.  

4.2.  4.2.1.  

4.3.  4.3.1.  
4.4.  4.4.1.  
4.5.  4.5.1.  

4(i) A model governmental ethics law 
4(ii) Number of reports received on white-collar 

crime  
4(iii) Number and % of backlog cases  
4(iv) [Average months case pending] 
4(v) Number of trained law enforcement officers 
4(vi) [Number of trainings conducted]  

4.6.  4.6.1.  
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Tourism 
Draft Mission Statement: 

Progressively develop the tourism sector to become the leading sustainable economic ac-
tivity in the nation, and establish the FSM as a top quality, premium-priced international 
tourism destination by 2020  
 
Strategic Goal 1 Make tourism a leading economic activity in the FSM  

Outcomes [measurement indicators] Activities Outputs 
1.1. Formulate and implement state and 

national tourism development plans 
under FSMVA co-ordination and in 
collaboration with relevant state enti-
ties. 

1.1.1. All states to produce 10 year tourism develop-
ment plan by 2006 covering 

 inventory of existing facilities and  attractions 
 plan for new facilities, attractions, locations and 

tourism infrastructure 
 outline investment requirements (public and pri-

vate) 
 human resources development plan 

1.1.2. FSMVA to produce a statement of tourism sector 
policy guidelines by 2006 

1.1.3. FSMVA to work with appropriate state entities to 
produce a coordinated national tourism devel-
opment and promotional budget plan by 2007 

1(i) Gross income of $25 mn from tourism by 2008 
and growth of 7% per annum on average (in 
current prices) thereafter 

1(ii) International tourism arrivals of 35,000 by 2008 
and growth of 5% per annum thereafter 

1(iii) Year-round average hotel occupancy rates of 
50% by 2008 and 65% by 2010 

1(iv) Sustained total employment of 1,250 jobs in 
tourism related activities by 2008, rising by 5% 
a year on average thereafter 

1(v) The FSM will be positioned as a premium 
priced tourism destination by 2012 where the 
average expenditure per person per day (ex-
cluding airfare) is $250. 1.2. Establish structure/responsibilities, 

plan to market and promote tourism 
under FSMVA co-ordination and in 
collaboration with relevant state enti-
ties.   

1.2.1. Have FSMVA established by 2005 
1.2.2. FSMVA produces updated marketing and promo-

tion plan based on development coordination 
with state VBs. 

1.2.3. FSMVA co-ordinates plan for state and national 
marketing with state VBs 

1.2.4. Implement annual international tourism marketing 
program from 2006 (see SG 8) 
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 1.3. Formulate and implement active 
tourism sector investment promotion 
program in FSM and abroad as key 
part of national investment promo-
tion program 

1.3.1. State governments to monitor progress on tour-
ism industry growth, adjust existing plans and 
forecasts as necessary and identify future supply 
side requirements 

1.3.2. Identify sites and projects from state and national 
tourism planning process for tourism sector 
growth 

1.3.3. State and national governments identify and plan 
for public infrastructure investment 

1.3.4. Each state prepares tourism project prospec-
tuses to be co-ordinated and disseminated by 
FSMVA by 2007 

1.3.5. Annual revision and update of plans and projects 
in each state, co-ordinated by FSMVA from 2008 
(see SG 3) 
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Strategic Goal 2  Integrate the tourism sector into national economic planning and development  
Outcomes [measurement indicators] Activities Outputs 

2.1. Establish an appropriate administra-
tive structure (FSMVA) at national 
level by 2005 Appoint a member of 
cabinet and a member of the na-
tional Congress to take direct re-
sponsibility for overseeing govern-
ment action and funding allocations 
for the tourism sector 

2.1.1. FSMVA bill passed into law and first two years 
funding secured by 2005 

2.1.2. Appointment of  FSMVA Board and key staff and 
opening  FSMVA office by mid-2005 

2.1.3. FSMVA fully operational  by second half-2005 
2.1.4. First two-year FSMVA corporate plan issued and 

approved by end-2005 

2.2. National tourism development pro-
motional budget plan integrated with 
other key sector investment priorities 

2.2.1. Draft tourism sector policy paper produced by 
Department of Economic Affairs with input from 
FSMVA and state VBs by first half 2006 

2.2.2. Key tourism projects prioritized within national 
investment plans by 2007 

2(i) A minimum of 17% of recurrent national gov-
ernment budget devoted to funding FSMVA  
from 2006.  These funds for non-operational 
FSMVA shall come from the Private Sector 
Grant of the Amended Compact 

2(ii) Tourism industry impact assessment incorpo-
rated in all relevant state and national govern-
ment project investment proposals from 2006 

2(iii) Tourism sector cost benefit appraisal included 
in all relevant state and national public infra-
structure investment proposals from 2006 

2.3. Lobby for the tourism sector's inter-
ests to be taken into account in na-
tional investment planning (eg in re-
lation to water supply, airport devel-
opment, health facilities) 

2.3.1. By 2007, each state VB would prepare statement 
of tourism sector’s requirements in all key areas 
of development investment (eg health, sanitation, 
infrastructure ect.) 

 state VBs to prepare 
 FSMVA to co-ordinate at national level 

 



 

 

Strategic Goal 3 Create an attractive and supportive environment for private sector tourism industry investors  
Outcomes [measurement indicators] Activities Outputs 

3(i) Each state has a network of tourism busi-
nesses in accommodation, restaurants, ground 
and maritime transport, and handi-
crafts/souvenirs that is profitable, expanding  

3(ii) At least one proposal for a  new tourism sector 
investment project a year received each year 
in each state from 2007 

3(iii) Creation of 1,250 new self-sustaining tourism 
jobs by 2008, with a 5% annual increase 
thereafter 

3.1. FSMVA establishes a signposting 
function for the tourism industry by 
2007 to assist private sector busi-
nesses to access all appropriate 
forms of assistance from existing in-
stitutions in and outside the FSM; 
and a support function to work with 
State and national legislative bodies 
on issues of land tenure, immigra-
tion, licensing and tax or fiscal incen-
tives 

3.1.1. FSMVA develops and distributes an information 
sheet of available support services within the 
FSM for tourism sector businesses by 2007 

3.1.2. FSMVA provides a telephone/e-mail service to 
tourism sector to refer specific enquiries to ap-
propriate agencies, institutions and companies 
by 2007 

3.1.3. With appropriate international financial assis-
tance, FSMVA establishes by 2010 a programme 
of grant assistance to small businesses and 
FSMVA members to contribute to the costs of 
securing advice and business support where fee 
payments are required. 

3.1.4. Effectively lobby state and national legislative 
bodies to create a supportive environment for in-
vestment in the tourism sector. 
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3.2. FSMVA introduces by 2008 a func-
tion to identify and promote new 
tourism projects, working directly 
with the State tourism offices, and in 
association with national and/or in-
ternational development finance in-
stitutions 

3.2.1. FSMVA in 2007 develops and distributes tourism 
project development guidelines to assist the pri-
vate sector in preparing proposals for new tour-
ism projects 

3.2.2. State tourist offices commence work in 2007 in 
conjunction with the tourism industry and State 
governments to identify investment opportunities 
in the tourism sector 

3.2.3. FSMVA co-ordinates State efforts and compiles 
indicative investment opportunities list commenc-
ing in 2008 and updated annually thereafter 

3.2.4. Regular FSMVA project opportunity briefings is-
sued for each State to the private sector by 2008 

3.2.5. Dissemination of FSMVA project briefings and 
tourism investment opportunities directly to po-
tential FSM and foreign investors from 2008 

3.2.6. FSMVA issues semi-annually project briefs and 
tourism market assessments to the banking and 
investment community in the FSM and abroad, 
and to international development finance institu-
tions, from 2008 

3.3. Each state establishes a private 
tourism and hotel association by 
2006  

3.3.1. FSMVA establishes an affiliation mechanism/         
membership category for tourism industry asso-
ciations by 2008 

3.3.2. FSMVA convenes annual tourism conference for 
all tourism stakeholders  

 

3.4. Use State SBDCs to assist current 
and potential tourism sector entre-
preneurs with business plans, mar-
ket and financial analyses and gen-
eral business advice 

3.4.1. 100 current or potential entrepreneurs in tourism-
related activities will visit/be assisted at SBDCs in 
the FSM annually 

3.4.2.  

 

 



 

 

Strategic Goal 4 Invest in tourism product development in order to diversify and expand the range of attractions and ac-
tivities for visitors  
Outcomes [measurement indicators] Activities Outputs 

4.1. Accommodation 
 All state VBs to compile inventory 

of accommodation capacities and 
facilities  

 FSMVA to co-ordinate accommo-
dation inventories and produce 
national listings 

 State VBs to prepare indicative 
accommodation expansion pro-
jects with support from FSMVA by 
2007 

4.1.1. List all hotel rooms and hotel facilities by 2006 
4.1.2. Preliminary assessment of existing standards (in-

ternational or non-international), with specialist 
hotel sector input if necessary, also by 2006 

4.1.3. Outline plan for upgrading existing accommoda-
tion stock by 2007 

4.1.4. Outline plan for accommodation expansion by 
state and possible location by 2008 (integrated 
with tourism development plans (see SG1) 

4(i) Accommodation capacities at various grading 
levels expanded to meet rising demand and to 
maintain at least 50% average annual occu-
pancies 

4(ii) Complete inventory of land and water transport 
services, urban, rural and coastal facilities, cul-
tural centers and attractions used by tourists 
completed by 2006 

4(iii) Top 3-5 sites/attractions that define tourists' 
purpose of visit identified in each state and set 
as main focus of product development by 2006 

4(iv) Outline product development plan in each 
State completed by 2006 (see SG1) 

 

4.2. Transport 
 All state VBs to compile inventory 

of transport equipment and ser-
vices available to visitors by 2006 

 FSMVA to prepare national inven-
tory of transport equipment and 
services available to visitors by 
2007 

 State VBs to prepare outline ex-
pansion projects with support from 
FSMVA by 2008 

4.2.1. List of taxis available, vehicle ages and condi-
tions for each state by 2006 

4.2.2. List of rental vehicles available, including ages 
and conditions for each state by 2006 

4.2.3. List of passenger and dive boats available, ages, 
conditions and safety equipment for each state 
by 2006 

4.2.4. Outline plan for tourism transport sector expan-
sion by state by 2008 (integrated with tourism 
development plan (see SG 1) 
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4.3. Urban/rural/coastal sites 
 All state VBs to compile inventory 

of existing sites and facilities ac-
cessible and of interest to visitors 
by 2006 

 FSMVA to compile national inven-
tory or list by 2007 

 State VBs to identify apparent 
gaps in product range and sites 
with future potential with support 
from FSMVA by 2008 

 FSMVA to prepare outline product 
development plan by 2007 (inte-
grate with national tourism devel-
opment plan - see SG 1) 

 Each state to identify top priorities 
for infrastructure improvement 
relative to its unique selling points  

 Each state to implement invest-
ment in at least one new tourist 
site or attraction (eg opening up a 
forest walk) every two years, 
commencing 2008 

4.3.1. A list by state of all current urban, rural and 
coastal facilities and sites of interest to tourists 
completed by 2006 

4.3.2. Outline development plans  to improve access 
and attractiveness of targeted 3-5 sites in each 
state completed by 2007 

4.3.3. Indicative longer term development plan for 
opening up or constructing additional sites and 
facilities (eg craft centers, water taxi bases, 
beach facilities, retail etc) for international visitors 
prepared by 2008  

4.3.4. Specific plans for infrastructure and service im-
provements, eg marinas, cruise ships, out island 
facilities, also completed by 2008 

4.3.5. Signage erected in each state to all accessible 
tourist sites by 2006 

4.3.6. Pedestrian/vehicular access to all key tourist 
sites established by 2008 

4.3.7. Mooring buoy network for dive and snorkel boats 
established in main islands by 2009 

 

4.4. Cultural and historic centers and 
attractions 
 Seek World Heritage Site status 

as appropriate eg Leluh, major 
coral reefs, etc. in agreement with 
landowners 

 Compile inventory of lesser sites 
and designate as "Site of Special 
Interest" 

 Identify and develop cultural ac-
tivities in each state eg traditional 
dances, plant medicine,  that 
revenues from tourism could help 
to sustain 

4.4.1. Submission to UNESCO re World Heritage Site 
applications by 2008 

4.4.2. A national Site of Special Interest register estab-
lished by 2008 by type (eg cultural, marine, his-
toric etc) 

4.4.3. By 2010 official "SSI" signage in place at all des-
ignated sites 

4.4.4. Access and guides to and printed material and 
visitor centers (if appropriate)  for top 3-5 sites in 
each state completed by 2010 

 



 

 

Strategic Goal 5 By the introduction of national quality standards, establish the FSM's tourism sector as of a sufficiently 
high standard in dive, eco- and cultural tourism to command a premium in global tourism markets 
Outcomes [measurement indicators] Activities Outputs 

5.1. Accommodation 
 FSM to work with international 

specialists to develop hotel grad-
ing system by 2007 

5.1.1. Mandatory accommodation grading scheme in 
place by 2008  

5.2. Dive 
 States to compile list of all dive 

operations and their accreditations 
and submit to FSMVA by no later 
than 2005 

 FSMVA to issue statement of 
minimum required dive standard 
(PADI or equivalent) to all dive 
operations by 2006 

5.2.1. All dive operations to be licensed by FSM gov-
ernment to international standards by 2006 

5.2.2. Annual renewal of FSM dive license thereafter 

5(i) Raise accommodation standards and grade 
according to internationally accepted levels by 
2007 

5(ii) All dive operations carry internationally recog-
nized accreditation by 2006 

5(iii) Land and water transport safety procedures 
meet internationally acceptable standards by 
2008 

5(iv) Tourism industry standards raised sufficiently 
to charge a premium to international visitors by 
2012 (see SG 1) 

 
5.3. Transport 

 Develop taxi testing and inspec-
tion system by 2008 

 Develop car rental inspection sys-
tem by 2008 

 Develop tourist passenger boat 
standards by 2008 

 Apply above standards to taxi, car 
rental and tourist boats in 2008 

5.3.1. State governments implement regular taxi licens-
ing and inspection system by 2008 

5.3.2. Rented cars to meet taxi standards by 2008 
5.3.3. Specification of technical safety standards for 

tourist boats for 2008 eg life saving equipment on 
board, communications and navigational aids, 
regulations for operations outside protective 
reefs, crew competence etc. 

5.3.4. National boat operators' license system intro-
duced by 2008 
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 5.4. General 
 FSMVA with national and state 

governments establishes tourism 
industry inspectorate by 2008 to 
cover: 
- accommodation 
- transport 
- tourism service industry eg 
retail, restaurants, handi-
crafts etc. 

 FSMVA introduces national tour-
ism industry accreditation and li-
censing system in 2010 

 Introduce a requirement that only 
businesses accredited by the 
FSMVA can be included in na-
tional/state level promotion and 
marketing 

 In 2011 FSMVA initiates debate 
with public and private stake-
holders in all states on how to 
drive tourism consistently upmar-
ket and 

5.4.1. Tourism Service Industry Quality Accreditation 
from 2010 

5.4.2. Tourist Boat, Car Rental and Taxi Operators ac-
creditation from 2010 

5.4.3. Proposals prepared for presentation to Congress 
in 2012 for planning controls, capacity limits, 
minimum daily charges and other internationally 
acceptable means of positioning the FSM as a 
premium international visitor destination 

5.4.4. Tour guide certification standards and procedure 
established by 2006 

 

 



 

 

Strategic Goal 6 Promote inter-sectoral linkages and maximize use of local produce and services  

 
Outcomes [measurement indicators] Activities Outputs 

6.1. Each State's agricultural and fishing 
authorities to identify reliable local 
sources and suppliers of fish, meat, 
vegetables, and fruit in 2006.    

6.1.1. Demand assessment prepared by State VBs for 
consumption of local produce by tourism sector 
(accommodation, restaurants etc.) by 2007 

6.2. Tourism industry, state VBs and 
state governments to prepare tourist 
industry supply proposals and im-
plement at producer level where 
necessary commencing 2007 

6.2.1. Tourism industry purchasing consortia and/or co-
operatives created where necessary to "regular-
ize" demand by 2007 

6.3. Develop a plan in each state for use 
of local construction techniques and 
materials in hotels, other tourism in-
frastructure and in cultural and other 
tourism related events by 2007 

6.3.1. An inventory of local building materials and con-
struction skills to provide an information base for 
new local style tourism infrastructure, fixtures and 
fittings available by 2008 

6.4. Develop and diversify range of local 
handicrafts and other products avail-
able for purchase by visitors 

6.4.1. Plans in place at key cultural attractions and 
within cultural groups for use of local raw materi-
als etc. by 2008 

6.4.2. A range of sustainable handicrafts and products 
available for sale to visitors in each state certified 
to FSMVA standards (SG 5) by 2010 

6.5. Provide design and craft/production 
support services to local artisans 
and encourage the survival of tradi-
tional skills by teaching programs 
and presentations in schools 

6.5.1. Where appropriate, State VBs to operate their 
own shop(s) and/or buy/sell co-operatives for lo-
cal artisans by 2010 

6(i) By 2010 hotels in FSM will buy 100% of their 
fish, 50% of fruit, 50% of vegetables, and 10% 
of meat from within the FSM 

6(ii) Ensure that every foreign visitor to the FSM 
spends at least $50 on locally produced arte-
facts, souvenirs, handicrafts etc. on each visit 

6(iii) National craft advisor for artisans in place and 
operative by 2010 

6(iv) National award scheme to tourism industry 
suppliers established by 2008 

 

6.6. Introduce new activities to craft in-
dustry eg candle making?, screen-
printed Tee shirts?, basket ware? 

6.7. Select annually individual local sup-
pliers to the tourism industry worthy 
of receiving special recognition  

6.7.1. Diversified and improved product range available 
to visitors 

273 Tourism Policy Matrix 



274 3rd FSM Economic Summit 

 

Strategic Goal 7 Involve FSM residents in tourism sector development  
Outcomes [measurement indicators] Activities Outputs 

7.1. FSMVA in coordination with all rele-
vant agencies (and with assistance 
from international bodies, eg PATA) 
to develop tourism public awareness 
programs to inform FSM citizens of 
tourism's benefits, opportunities and 
impact 

7.1.1. Program developed for ongoing public aware-
ness with supporting materials (information 
sheets, posters, media announcements/press re-
leases, etc.) for adults by end 2006 

7.1.2. Annual public awareness campaigns by means 
of seminars, public meetings, radio, press ad, 
etc., on all four main islands to commence 2007. 

7.1.3. National tourism awareness program and sup-
porting material for use in secondary schools de-
signed by end-2007 

7.1.4. Tourism awareness curriculum in all secondary 
schools introduced by 2008 so that at least one 
tourism awareness session per year is held in 
each school 

7.2. Tourism industry stakeholders, 
FSMVA and state governments (with 
assistance from international bodies) 
to develop programs to educate citi-
zens on tourists' requirements 

7.2.1. Educational material and programs designed by 
end-2006 to inform citizens outside the tourism 
sector of tourists' interests, concerns, require-
ments and expectations 

7.2.2. Information programs delivered to adults in prin-
cipal settlements on all main islands, commenc-
ing in 2007, by means of public meetings, radio 
and press ads etc.  

7.2.3. Program of annual updates and refresher cam-
paigns introduced in all states thereafter 

7(i) Nationwide awareness of tourism's importance 
to the FSM's development by completing initial 
public awareness campaigns in all four princi-
pal islands by 2008 

7(ii) Raise ability of residents to respond to the 
needs of tourists 

7(iii) Gain the acceptance of citizens to tourism de-
velopment plans 

 

7.3. FSMVA, national and state govern-
ments to develop public consultation 
mechanisms with traditional leaders, 
the church and other relevant repre-
sentatives on tourism development 
strategies 

7.3.1. All states to have presented tourism develop-
ment plans and strategies to traditional, religious 
and other leaders and gained broad approval as 
part of the formulation of state and national tour-
ism development plans (SG 1) by 2007 

7.3.2. An annual consultation meeting with traditional 
leaders etc held in each state on progress to 
date, amendments, specific project proposals 
etc. from 2008  

 

 



 

 

Strategic Goal 8 Promote the FSM in appropriate markets and market segments to realize the sector's potential  
Outcomes [measurement indicators] Activities Outputs 

8.1. FSMVA office, when established, to 
begin immediate implementation of 
National Tourism Marketing and Pro-
motion Action Plan 
 
As per the National Tourism Market-
ing Plan regional marketing agents 
will be selected to accomplish the 
following elements: 
 arrange FSM representation at 

trade shows 
 To meet the stated reporting and 

performance requirements of the 
FSMVA 

 deal with local media and arrange 
fam trips 

 promote the FSM among local 
consumer groups 

 deal directly with regional travel 
agents, tour operators and other 
travel industry interests 

 help to arrange FSM multi-state 
packages 

 prepare region-specific collateral 

8.1.1. Regional marketing representatives in key mar-
kets of Japan, USA and Europe appointed by 
end- 2005 

8.1.2. For each regional agent: 
 documented business meetings with 15-25 

travel trade representatives at each industry 
trade show attended 

 documented contacts with travel consumers at 
each consumer travel show attended 

 at least 25 new tour operators introduced  to the 
FSMVA each annum 

 three travel agent fam trips arranged to each 
FSM state pre annum 

 three journalist fam trips arranged to each FSM 
state per annum 

 editorial achieved in at least 6 appropriate pub-
lications per quarter 

 editorial content achieved in at least 6 appropri-
ate publications per quarter 

 1-2 positive FSM oriented TV/film productions 
arranged each year 

8.2. The increasing use made of web 
information by the consumer and the 
industry to be exploited 

8.3. New fully-interactive website launched by 2006 
which is capable of  
 providing downloadable brochures for consum-

ers 
 providing information for the travel trade 
 providing an on-line reservation service 
 providing holiday offers and competitions 

8(i) Increase visitor expenditures 5% per annum 
from 2006 

8(ii) Increase visitor arrivals from key international 
and regional markets at 5% per annum from 
2006 

8(iii) Visitor surveys showing progressively rising 
visitor satisfaction levels of 5% per annum, 
commencing in 2007 and continuing until it 
culminates in an average satisfaction rate of 
85% 

8(iv) New business created based on a 5% increase 
in verifiable sales and/or ongoing new relation-
ship contacts with the travel trade emanating 
from trade shows at which the FSM is repre-
sented. 

8(v) Demonstrate increased consumer awareness 
by a 10% higher web site hit rate per annum 
from 2006 

8(vi) Demonstrate a progressive 5% increase in 
positive editorial content in any publication 
based on measuring column inches, print im-
ages and word count from 2006 

 

8.4. FSMVA to fully exploit the potential 
of electronic marketing 

8.4.1. An active and ongoing electronic marketing cam-
paign to targeted consumers (eg divers, eco tour-
ists) and regular quarterly e-mail news bulletin 
service launched by 2006 
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8.5. FSMVA to develop coordinated 
range of new collateral material 

8.5.1. Set of co-ordinated collateral for press packs, 
trade shows etc completed by 2006 

8.6. Professional film company commis-
sioned to prepare promotional video 
in 2007 and at regular 2-yearly inter-
vals thereafter 

8.6.1. Video promoting the FSM's tourism attractions 
for use at trade shows, travel industry events and 
specialist consumer meetings prepared by 2007 

 

8.7. FSMVA to commission photogra-
pher(s) to provide a range of quality 
digital and film photography of key 
tourist attractions in each state 

8.7.1. Establishment of photographic library by 2007, 
under the control of the FSMVA, for use for col-
lateral, on the website and by the travel trade, 
journalists, etc 

 



 

 

Strategic Goal 9 Ensure that tourism is developed in an environmentally-sustainable manner and contributes actively to 
environmental conservation and cultural protection  
Outcomes [measurement indicators] Activities Outputs 

9(i) Adoption by all existing tourism businesses of 
environmental sustainability and eco-friendly 
practices by 2008 (see SG 5) 

9(ii) Enforcement of environmental protection legis-
lation within the tourism industry  

9(iii) All new tourism developments include envi-
ronmental impact assessment and conform to 
national environmental standards  

9(iv) Each state and the FSM to seek and if possi-
ble gain internationally recognized award(s) for 
sustainable tourism by 2006 

9(v) Sense of local pride in the culture of the FSMs 
four states (song, dance, music, traditions, lo-
cal skills and knowledge, history etc)  

9(vi) World Park established by 2007 

9.1. Existing businesses 
 State VBs and environmental au-

thorities work with existing tourism 
businesses and facilities to en-
courage the adoption of environ-
mentally friendly practices 

 FSMVA to set up environ-
mental/sustainability conservation 
quality standards for tourism busi-
nesses, in collaboration with inter-
national organizations (eg PATA) 
and issue “green” accreditation 

 FSMVA, state VBs, environmental 
agencies and appropriate gov-
ernment agencies work together 
to set up environmental monitor-
ing systems for all tourism estab-
lishments (accommodation, res-
taurants ect) 

 State VBs to work with landown-
ers and traditional leaders to 
maintain and protect cultural, his-
torical and natural sites 

9.1.1. FSMVA with appropriate specialist bodies to pro-
duce and distribute an environmental practices 
guidance manual for the tourism sector by 2006 

9.1.2. National "Green" awards scheme introduced by 
2007 and each state VB to ensure that 30% of 
establishments are included on the register by 
2007 

9.1.3. State level audit every 2 years to ensure existing 
tourism enterprises working to environmentally 
sustainable standards instituted by 2007 

9.1.4. Baseline environmental audit of existing busi-
nesses conducted by a respected environmental 
body (eg TNC) to commence immediately 
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 9.2. Awareness 
 Each state arranges regular col-

lection of trash, removal of old 
cars, beach clean-up activities etc 
and introduces other appropriate 
clean-up measures to enhance 
the environment by 2005 

 FSMVA works with national and 
state educational institutions and 
environmental organizations to 
further develop environmental 
sustainability and conservation 
modules on all school and COM 
tourism courses 

 Consultations held with traditional 
leaders, church etc. on the way in 
which each state's traditional cul-
ture (dances, access to villages 
and footpaths, etc) can best be 
made accessible for the tourist 
without impinging on cultural val-
ues 

 FSMVA works with environmental 
and historical preservation agen-
cies to protect and maintain his-
torical sites and to make them ac-
cessible 

9.2.1. Beautification programs and anti-litter laws in 
place and actively followed  

9.2.2. At least 6 annual cultural/environmental sessions 
given by each state VB director in secondary 
schools and colleges annually by 2005 

9.2.3. State VBs produce lists of cultural events, places 
accessible to visitors and a guide to social and 
cultural sensitivities for the visitor by 2005, up-
dated annually thereafter, co-ordinated and dis-
tributed internationally by the FSMVA 

 



 

9.3. New developments 
 FSMVA to liaise with other gov-

ernment agencies and states to 
draw up set of national standards 
(including building regulations, lo-
cation of development, appropri-
ateness of development to its sur-
roundings, use of appropriate ma-
terials etc.) to be included in all 
EIAs   

 Appropriate environmental agen-
cies to develop national monitor-
ing system to ensure that no fur-
ther damage is done to coral reefs 
by tourist boats, divers and snor-
kellers and to ensure protection of  
flora, fauna and natural resources 
from damage by the tourism sec-
tor 

 Training provided to boat opera-
tors, guides etc. on the impor-
tance of conservation, protection 
and sustainability to ensure pres-
ervation of the marine environ-
ment (see SG 11) 

 FSMVA to liaise with state VBs 
and other relevant agencies to 
produce information guide for visi-
tors in order to explain protection 
and conservation measures for 
natural, cultural and historical 
sites 

9.3.1. National planning and building controls ensuring 
environmental sustainability  for tourism devel-
opments agreed with each state and adopted as 
national Standards by 2007 

9.3.2. Environmental impact assessments which ad-
here to national standards, specifically designed 
for the tourism sector, carried out on all proposed 
tourism developments from 2008 

9.3.3. Collaborate with appropriate agencies to further 
develop existing monitoring programs to a Na-
tional standard by 2008 

9.3.4. Environmental information guide for visitors pro-
duced by FSMVA and made available to all state 
VBs by 2006 

 

9.4. Establish the World Park 9.4.1. World Park plan developed by 2007 
9.4.2. Best practices standards developed by 2007 
9.4.3. Public Awareness Campaign regarding World 

Park by 2008 
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Strategic Goal 10 Put in place a reliable system of measuring tourism activity in the FSM to enable progress to be moni-
tored accurately 
Outcomes [measurement indicators] Activities Outputs 

10.1. Immigration authorities in collabora-
tion with the FSMVA design and im-
plement an accurate paper-based 
visitor arrivals recording system by 
2006 

10.1.1. Redesigned immigration cards for foreign visi-
tors introduced in all four states in 2006 

10.2. Each state to issue monthly tourist 
arrivals reports immediately under 
current system and amended to 
comply with revised systems in 
2006. 

10.2.1. Periodic and regular reports issued on tourist 
expenditure, activities, nights spent, length of 
stay, origins, purpose of visit, satisfaction and 
other relevant issues commencing 2007 

10.3. Based on reports from each State, 
FSMVA to compile reliable and ac-
curate national tourist arrivals analy-
sis on a monthly basis from 2006 

10.3.1. Monthly visitor arrivals analysis issued by 
FSMVA from 2006 (including on FSMVA web-
site), based on reports from each state, including 
hotel occupancy rates. 

10.4. Hotels supply State VBs with 
monthly occupancy rate returns, co-
ordinated at national level by 
FSMVA statistical authorities 

10.4.1.  

10.5. Secure technical expertise to design, 
install and test real time computer 
based immigration system for visi-
tors in 2010 for implementation by 
2012 

10.5.1. Computer network installed at all points of entry 
for real time monitoring of visitor arrivals and 
flows by 2012 

10(i) New immigration systems established by 2006 
which accurately measure arrivals from abroad 
by origin, length of stay purpose of visit, intra-
FSM travel and tourism's impact on each state 
and nationally 

10(ii) Establish accurate real time computer-based 
immigration system for visitors in each state by 
2012 

10(iii) Annual visitor and accommodation surveys im-
plemented by 2007 

10(iv) Detailed information (e.g arrivals, length of 
stay, origin, purpose of visit etc.) collected and 
analyzed to inform tourism policy at state and 
national government level by 2006 

10(v) An accurate record of monthly hotel occupancy 
rates available throughout the FSM by 2006   

10.6. Secure technical assistance to de-
sign and implement a regular and 
standardised tourist and tourism in-
dustry survey in all four states by 
2007 

10.6.1.  

 



 

 10.7. Policy advice and adjustment 
Annual comparison of: 
 actual versus planned visitor ex-

penditure 
 actual versus planned overnight 

stays 
 monitoring market trends versus 

targets and 
 recommendations on policy ad-

justments and new measures 

10.7.1. FSMVA presents in its annual report to Presi-
dent and Congress recommendations on future 
tourism policy based on ongoing monitoring of 
progress 
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Strategic Goal 11 Develop tourism services that are acceptable to the international tourism market through training pro-
grams 
Outcomes [measurement indicators] Activities Outputs 

11.1. COM in collaboration with FSM state 
visitors bureaus and the FSMVA   to 
define activities requiring specialized 
training in the tourism sector (e.g. 
hotel managers, front and back-
office staff, food and beverage staff, 
visitors bureau staff, boat operators, 
tour guides, tourism retail employ-
ees) by 2006 

11.1.1. Tourism industry training operational plan and 
budgets prepared by 2006 covering three year 
period 2006-2008 

11.1.2. Approval secured for Year 1 (2006) training 
budgets and outline budgets for Years 2 and 3 

11.2. Carry out audit of training delivery 
agencies and capacities within FSM 
(College of Micronesia, individual 
specialists and other institutions) and 
identify resource gaps and prepare 
staffing plan to deliver required ser-
vices to the tourism industry by 
2006. Identify specific needs (ie cus-
toms and immigration staff, taxi driv-
ers, vehicle rental staff and tourism 
retail employees) by 2006 

11.2.1. State visitor bureau staff training plan prepared 
by 2006 

11.2.2. Program increased resources at COM state 
campuses for tourism certificate training pro-
grams agreed by 2006 

11.2.3. Schedule of short duration vocational courses 
and on-the-job training for the tourism sector 
agreed by 2006 

11.3. Identify specific needs and courses 
(e.g. Japanese language training, 
boat/taxi/rental car maintenance) by 
2006 

11.3.1. Action program designed with responsible tour-
ism authorities - possibly the FSMVA - to identify 
special industry training needs 

11(i) Key hotel staff in all four States to have com-
pleted core (basic level) training programs and 
hold appropriate certificates of competence by 
2008 

11(ii) All other tourism service businesses to have 
completed core staff training programs by 2008 

11(iii) Intermediate-level training completed for all se-
lected recipients/groups by end-2009 

11(iv) Advanced level training completed for all se-
lected recipients/groups by end-2010 

11(v) Service quality accreditation schemes opera-
tive by 2008 for all tourism sector businesses 

11(vi) All tourism-related transport services to hold 
FSMVA approval licenses by 2008 (See SG 5) 

11(vii) Work place orientation course modules and 
procedures to be agreed and implemented for 
all new industry entrants by end-2008 

11(viii) Certified training achievements to be formally 
incorporated into positioning of FSM as a pre-
mium tourism destination by 2012 

11.4. Initiate three year training program 
covering 2006-2008 across all tour-
ism sectors in all four states 

11.4.1. Training schedules for main sub-sectors and 
designated individuals completed by State Visitor 
Bureaus and FSMVA by 2006  

11.4.2. Agreement with all State governments on en-
rollment of participants for training programs 
and/or for on-site training modules 

 



 

 11.5. Design and implement annual em-
ployee certification within all key 
tourism sector activities and intro-
duce basic qualification require-
ments as pre-condition of employ-
ment by end-2008 throughout the 
nation. 

11.5.1. First certificates of competence issued in 2006 
for successful completion of agreed training 
modules and courses 
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Infrastructure 
INFRASTRUCTURE DEVELOPMENT STRATEGIC PLANNING MATRIX 
 

Draft Mission Statement: 
 

 

Strategic Goal 1 IMPROVE INSTITUTIONAL ARRANGEMENTS AND COORDINATION. 
Policies required: 

Outcomes [measurement indicators] Activities Outputs 
1.1. Conduct regular policy related    

consultative meetings between all 
levels of government agencies and 
with private sector and non-
government organizations 

1.1.1. EPIC continues to meet regularly to engage na-
tional and state government agencies in policy 
dialogue regarding infrastructure issues including 
representatives of private sector and non-
government organizations to expand dialogue. 

1.1.2. Policy on responsibility of Public Utilities Corpo-
rations for providing basic services to remote 
communities and government subsidies for pro-
viding such services to be developed and agreed 
by 2005 

1(i) Policy consensus on government structures 
and organization that allow for maximum effi-
ciency in delivery of public services 

1(ii) Strengthened government role in administering 
and regulating international shipping and air-
line services 

1(iii) Improved governmental positions with respect 
to regulating of infrastructure and services 

1(iv) Increased engagement of the private sector in 
the coordination of activities with government 
entities 1.2. Coordinate State and National func-

tions and responsibilities utilizing 
economic mandates 

1.2.1. National Road Fund Board established by 2006 
to manage a Road Maintenance Fund utilizing 
road user levies 

1.2.2. Road Transportation Authority established in all 
States by 2007 with road construction and main-
tenance devolved to the private sector 
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1.3. Establish organizations to administer 
and regulate air and maritime ser-
vices 

1.3.1. State Port Authorities established by 2006 in 
each state for port facilities. 

1.3.2. A national Maritime Safety Authority created by 
2005 with a dedicated fund to carry out im-
provements in maritime safety. 

1.3.3. Airport authorities or corporations established in 
each state by 2005 as the owner and operator of 
the airport facilities 

1.3.4. A national Air Transportation Safety Authority es-
tablished by 2005 responsible for all airport 
safety responsibilities 

 

1.4. Develop and execute appropriate 
MOU on program management 
based on resource allocation 

1.4.1. Establish national and state PMUs as secretari-
ats to IPICs to undertake program management 
of IDP 
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Strategic Goal 2 MANAGE GOVERNMENT INFRASTRUCTURE WITHIN FISCAL REALITIES AND ENCOURAGE PRIVATE 
SECTOR INVOLVEMENT 
 

 

Outcomes [measurement indicators] Activities Outputs 
2.1. Provide quality career education  

programs for top management 
2.1.1. A permanent public utility corporation board of 

directors short course developed by COM-FSM 
by 2005 

2.2. Develop ongoing management train-
ing programs 

2.2.1. A permanent public utility corporation board of 
directors short course developed by COM-FSM 
by 2005 

2.3. Arrange for within industry manage-
ment training in collaboration with 
private sector 

2.3.1. Two courses on field inspection of electric power 
systems and water/wastewater systems installed 
by COM-FSM by 2005 

2.3.2. A revised education curriculum that provides 
more emphasis on vocational education and 
training beginning with the higher grades of ele-
mentary school and continuing to post-secondary 
education developed by 2008 

2.4. Corporatize port management and 
operation 

2.4.1. State Port Authorities established by 2006 in 
each state for port facilities 

2(i) Strengthened management capabilities at all 
levels of government· 

2(ii) Continued privatization of infrastructure and 
services as appropriate 

2(iii) Cost recovery mechanisms in place to finance 
adequate infrastructure maintenance, including 
vessels 

2.5. Establish action plan for continuous 
review of privatization programs 

2.5.1. Processes for review of privatisation programs in 
place by 2005 

 



 

2.6. Establish incentive programs to en-
courage and facilitate privatization 
and corporatization 

2.6.1. Arrangements made by Public Utility Corpora-
tions  for leasing and sale of all equipment by 
2008 

2.6.2. All construction and maintenance force account 
work outsourced by Public Utility Corporations by 
2008 

2.6.3. Responsibility for water sector in Kosrae to be 
transferred to KUA by 2004 

2.6.4. Maintenance and construction of major water 
and wastewater systems  handled entirely by the 
private contracting industry by 2008 

2.6.5. Responsibility for solid waste management for-
mally transferred to municipalities or State Public 
Works by 2005 but with collection ad disposal 
services being undertaken by private contractors 

2.7. Conduct aggressive public education 
programs to promote user fee con-
cept 

2.7.1. Public awareness campaign proposals  included 
in all tariff studies 

2.8. Establish users fee legislation to 
promote cost recovery for infrastruc-
ture operations 

2.8.1. Tariff restructuring proposals developed by Pub-
lic Utility Corporations in 2004 for power, water 
and wastewater systems that will provide for full 
cost recovery by 2008. 

2.8.2. Cost recovery achieved for curative medical ser-
vices by 2010 

2.8.3. Full cost recovery by 2008 achieved by Public 
Utility Corporations in each state 

 

2.9. Establish reliable and effective col-
lection and enforcement procedures. 

2.9.1. Charges for collection of domestic solid waste 
established in all states by 2006 and contract pri-
vate sector for collection services 

2.9.2. Policy to enable major portion of fuel taxes to be 
paid as road user levies into a Road Mainte-
nance Fund in place by 2006 
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Strategic Goal 3 PROVIDE APPROPRIATE, ECONOMICALLY VIABLE AND NEEDED INFRASTUCTURE FACILITIES AND 
SERVICES 

3.  
Outcomes [measurement indicators] Activities Outputs 

3.1. Complete asphalt paving of all pri-
mary road systems 

3.1.1. Circumferential roads in Pohnpei, Chuuk and 
Kosrae and north-south trunk road in Yap paved 
during IDP period. 

3.1.2. Paving of primary roads in S. Namoneas and 
Outer Faichuks to be partially completed during 
IDP period. 

3.2. Incorporate pedestrian walkways in 
the design and construction of roads 

3.2.1. Design standards for roads developed in 2005 
that incorporate pedestrian walkways in design of 
urban roads. 

3.3. Complete cross-island roads and 
inner roads to facilitate agricultural 
and other development. 

3.3.1. Cross-island roads in Kosrae and Yap completed 
by 2008. 

3.4. Update the National Airport System 
Plan to reflect current airport devel-
opment needs 

3.4.1. Air Transportation Development Plan completed 
by 2006 

3.5. Extend all air carrier airports, where 
financially feasible to improve safety 
and eliminate payload restrictions 

3.5.1. Runway improvements completed in all states 
and extensions completed in Pohnpei and Yap 
by 2009 to address safety issues and increase 
capacity. 

3.6. Improve all other domestic airports 
to required standards of safety 

3.6.1. Airports upgraded at Pingelap, Onuon, Murilo, 
Ta, Huok, Woleai and Fais to acceptable safety 
standards during IDP period. 

3(i) Improvement of transportation infrastructure 
and services to strengthen social and eco-
nomic development activities facilitated 

3(ii) Improvement of public buildings and facilities 
to enhance health and education programs 
coordinated and facilitated 

3(iii) Development of public utilities and services 
coordinated and facilitated 

3.7. Improve and repair dock facilities, 
including dry dock, to meet both 
fisheries and commercial shipping 
needs 

3.7.1. Short-term improvements made to commercial 
ports in all states by 2008 and further long term 
improvements during IDP period. 

3.7.2. Dredging of approach channels in Pohnpei and 
Yap implementedInter-island ferry terminals es-
tablished on all principal islands, S. Namoneas, 
Outer Faichuks during IDP period 

 



 

3.8. Seek to provide modern, safe and 
efficient inter-state and inter-island 
passenger and cargo vessels 

3.8.1. Maritime safety Operations Fund established in 
2007 to provide for navigational aids 

3.9. Coordinate and facilitate the im-
provement to aids to navigation 

3.9.1. SPM Performance Indicators produced (5) 
3.9.2. Number of gender-sensitive, gender inclusive 

and gender responsive decisions, policies and 
programs increased from 1999 level. 

3.10. Construct modern and efficient hos-
pital facilities and develop the capa-
bility and provide for a national refer-
ral hospital 

3.10.1. Improvements to all four state hospitals com-
pleted by 2004. New state hospital in Kosrae and 
modernization of other state hospitals completed 
during IDP period. 

3.10.2. Prior to site decision on referral hospital: 
3.10.3. (a) Resolution of any outstanding land acquisi-

tion matters; (b) Confirmation that needed infra-
structure to support such a facility is sufficient in 
quantity and quality; (c) Cost-benefit analysis un-
dertaken; (d) Decision taken as to whether such 
a facility will serve as a general hospital or to ad-
dress specialized needs for specific diseases 
and treatment; (e) Completion of a staffing 
analysis; and (f) Decision taken on the ownership 
and management responsibility (national or 
state) and the delivery modality (e.g. direct gov-
ernment provision or private management con-
tract). 

3.10.4. Foreign medical referrals reduced by 75% by 
2010 

3.11. Improve and expand primary, sec-
ondary and post-secondary school 
facilities 

3.11.1. New high schools constructed in Pohnpei, S. 
Namoneas and Kosrae by 2008. 

3.11.2. Continuous program of upgrading existing ele-
mentary and secondary schools during IDP pe-
riod. New Weno State campus of COM-FSM 
completed by 2006. 

3.11.3. Upgrading of COM-FSM national campus and 
all state campuses completed during IDP period 

 

3.12. Evaluate and institute modern and 
appropriate solid and liquid waste 
management systems  

3.12.1. Landfills established in all states during IDP pe-
riod. 
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3.13. Improve coverage of waste water 
facilities 

3.13.1. New wastewater treatment facilities established 
in Kolonia and Weno. 

3.14. Improve water supply and distribu-
tion systems 

3.14.1. Water supply systems improved and expanded 
in all principal islands and in Chuuk lagoon is-
lands during period of IDP 

3.15. Upgrade power systems to provide 
sufficient power to all citizens 

3.15.1. New power plants developed for Pohnpei, 
Weno, Tonoas, Tol and small Chuuk lagoon is-
lands during IDP period 

3.16. Identify feasible alternative fuel 
sources for electricity generation 

3.16.1. Solar, diesel hybrid systems establishes at 
schools and dispensaries on outer islands. 

3.17. Improve and enforce regulatory 
mechanism to monitor public enter-
prises and state granted monopolies 

3.17.1. National and state officials release annual re-
port on public enterprise performance for each 
state 

3.17.2. Public utility and telecommunications quality 
performance and price structures are monitored 
(on a comparative regional basis) and annual re-
ports disseminated widely 

3.17.3. Performance monitoring reports completed for 
private firms implementing contracts to manage 
infrastructure. 

 

3.18. Utilize existing facilities wherever 
possible 

3.18.1. Improvement of existing facilities given priority 
during first five years of IDP before new facilities 
constructed. 

 

 



 

 

Strategic Goal 4 ESTABLISH AND PRIORITIZE INVESTMENTS IN INFRASTRUCTURE DEVELOPMENT IN ORDER TO EN-
SURE VIABILITY AND SUSTAINABILITY 
 

Outcomes [measurement indicators] Activities Outputs 
4.1. Establish rigorous funding criteria for 

infrastructure development programs 
4.1.1. Funding for IDP projects from 2004  in accor-

dance with Fiscal Procedures Agreement requir-
ing land titling, detailed budget and scope of 
works 

4.2. Conduct cost benefit analysis on all 
infrastructure projects 

4.2.1. 100% of  infrastructure projects in IDP over 
$500,000 subjected to cost-benefit analysis 

4.3. Conduct technical and economic 
feasibility studies on all major infra-
structure investment projects 

4.3.1. Technical and economic feasibility studies pre-
pared for 100% of infrastructure projects in IDP 
with cost over $500,000 

4.4. Apply performance budgeting princi-
ples on all infrastructure projects 

4.4.1. Performance budgeting principle applied to all 
infrastructure projects in IDP with value over 
$500,000 

4(i) New building and other related regulations and 
codes of good practice strengthened and 
adapted 

4(ii) Professional review processes established for 
all infrastructure development projects 

4(iii) Implementation of Infrastructure Development 
Plan coordinated and facilitated 

4(iv) Infrastructure Maintenance Fund established 
from percentage of construction fund allot-
ments 

4.5. Infrastructure located, built and 
maintained in line with construction 
codes, safety codes and access for 
individuals with disabilities to ensure 
functionality for projected life time. 

4.5.1. Construction, safety and access codes devel-
oped, disseminated, and utilized for all IDP pro-
jects. 
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Strategic Goal 5 PROMOTE DEVELOPMENT OF INFRASTUCTURE THAT MINIMISES THE DESTRUCTION TO THE NATU-
RAL ENVIRONMENT AND RESOURCES 
 

Outcomes [measurement indicators] Activities Outputs 
5.1. Strengthen national and state envi-

ronmental protection laws and regu-
lations 

5.1.1. National and state environmental regulations re-
viewed by 2005 and amended as appropriate by 
2006 

5.1.2. Establish policy by 2005 to require deposits on 
all types of containers that are the subject of re-
cycling 

5.1.3. Expand solid waste diversion and recycling ef-
forts such that within 15years, 50% of all garbage 
is diverted away from landfills 

5.1.4. One time trash collection services for vessel 
hulks, car bodies etc contracted  and completed 
by 2006 in all states 

5.2. Finance and conduct environmental 
impact assessment on all infrastruc-
ture development projects 

5.2.1. EIA or EEI financed from project costs and car-
ried out on 100% of major infrastructure projects 
under IDP in accordance with FSM environ-
mental regulations. 

5.3. Conduct risk assessments at state 
level and develop national and state 
level guidelines to ensure risks to in-
frastructure development projects 
are identified and addressed in a 
cost effective manner at the design 
stage. 

5.3.1. Risk assessments financed from project costs 
and carried out on 100% of major infrastructure 
projects under IDP. 

5(i) Conservation and sustainable development 
decision making principles applied in all infra-
structure development projects 

5(ii) Infrastructure designed, located, built and 
maintained to avoid unacceptable risks to in-
frastructure associated with natural hazards, 
including weather and climate extremes, vari-
ability and change. 

5.4. Develop and implement monitoring, 
review and mitigation measures for 
projects. 

5.4.1. Regular programs for inspection and testing of 
solid waste landfill sites to be developed and im-
plemented by state EPAs by 2005 

5.4.2. Environmentally friendly systems established for 
disposal of toxic wastes by 2009 

 

 



 

ADOPTED COMMITTEE REPORTS & PLENARY DISCUSSION 

Select Committee Resolution 
WHEREAS the structure of the amended Compact economic package entails declining an-
nual grants that require the FSM to make tough choices between alternative economic strate-
gies and policies that will result in different outcomes in terms of income and likely out-
migration rates of Micronesians; 

WHEREAS in the absence of significant reform efforts, a dismal scenario would likely pre-
vail in which economic activity would decline, incomes would stagnate and large numbers of 
Micronesians would surely choose to migrate from their homeland; 

WHEREAS to attain a baseline growth scenario wherein incomes would rise modestly, as 
they did during the original Compact period, significant reform measures would need to be 
implemented, including revenue reform to ensure protection of essential public services and 
public investment; 

WHEREAS such a revenue reform would entail a three-pronged approach to: (i) improve 
collection of existing taxes; (ii) design a revenue-neutral shift to a modern tax system appro-
priate to the FSM’s economic strategy; and (iii) introduction of a unified tax administration 
and implementation of the new tax system within 2-3 years; 

WHEREAS to achieve the high growth scenario, where incomes will be rising and Microne-
sians will no longer be forced to out-migrate to earn a living, still further reform efforts and a 
higher level of public infrastructure investment will be required; 

WHEREAS achieving the high growth scenario requires a solution to the existing air trans-
portation bottleneck, which constrains rapid growth in the tourism, fisheries, and agriculture 
sectors; 

WHEREAS the EMPAT project has come to an end after eight years, during which several 
Micronesian economists have received training and have achieved a high professional stan-
dard and all of the governments have received support for their economic reform efforts. 

NOW THEREFORE, BE IT RESOLVED that: 

1. The Select Committee endorses the high-growth strategy and recommends that the 
3rd FSM Economic Summit supports the strategy, noting that environmental and cul-
tural protection measures must be integrated into such strategy; 

2. The Select Committee requests the President of the FSM to seek the agreement of our 
major donor partners to convene a Consultative Group of Donors meeting at an early 
date so that our Strategic Development Plan and our high growth strategy can be pre-
sented for their review and support; 
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3. The Select Committee further recommends that the President of the FSM request that 
the World Bank or other International Financial Institutions provide a pre-loan tech-
nical assistance team comprised of experts in aviation, airports, tourism, fisheries, en-
vironment, and economics, and that the FSM seek to create a team along the lines of 
the EMPAT model with international economists and Micronesian counterparts in or-
der to support the ongoing economic strategy and reform efforts of the nation. 

4. The Select Committee supports other reforms required to achieve high growth based 
on tourism, fisheries and agriculture, including: 

a. Increasing investment in infrastructure, especially in airports, electricity, roads 
and health facilities; 

b. Raising revenue sufficiently to provide the funds; (i) the FSM will need to in-
vest in infrastructure, and (ii) to compensate for declining Compact funds; 

c. Revising rules and laws with respect to investment and other matters to make 
the FSM an attractive place for investors; 

d. Carrying out other measures needed to achieve high growth including (i) rules 
and regulations to facilitate the employment of foreign technicians and man-
agers needed for rapid growth, (ii) to ensure also that over several years it is 
primarily Micronesians who benefit from high growth, (iii) to strengthen edu-
cation to train people in skills needed for growing tourism, fisheries and agri-
culture sectors, and (iv) other measures. 

/s/ H.E. Joseph J. Urusemal, FSM President 

/s/   Hon. Claude H. Phillip, For the Congress of the FSM 

/s/ Hon. Redley Killion, Co-Chair of the 3rd Economic Summit 

/s/ Hon. Alik Alik, Co-Chair of the 3rd Economic Summit 

/s/   Hon. Ansito Walter, Governor, State of Chuuk 

/s/   Hon. Gerson A. Jackson, Lt. Governor, State of Kosrae 

/s/  Hon. Johnny P. David, Governor, State of Pohnpei 

/s/  Hon. Robert Ruecho, Governor, State of Yap 

/s/ Hon. Hiteo Shrew, Speaker, Kosrae Legislature 

/s/ Hon. Nelson Pelep, Speaker, Pohnpei Legislature 

/s/ Tony Ganngiyan, Speaker, Yap Legislature 

 



 

PLENARY DISCUSSION 
Co-Chair Vice President Killion 

The Select Committee, which was formed, is comprised of our President and all the State 
leaders present at the conference and myself and Co-Chair Alik.  The major task for our 
committee was to kind of deal with the broad issues that are not covered in the various sec-
toral committees.  It’s basically to deal with the challenges that were presented to us by Dr. 
Papanek, especially the various options or scenarios that we were given.  

And I am happy to report that based on our discussion the past two days, the members of our 
committee unanimously opted or chose the high growth scenario that was presented partly in 
Dr. Papanek’s presentation. 

The high growth scenario, as we heard, will entail certain things.  Of course, the main objec-
tive is to improve our economic conditions for our citizens or for the FSM in the next 20 
years.  Under that scenario, of course, we expect to have the income of our country or our 
citizens to rise and overall improve the economic and social conditions of our country.  Un-
der that scenario it is recommended that we tap our major potentials, as reported in Dr. Pa-
panek’s presentation and other relevant presentations.  And those potentials, some of which 
are covered in some of the sector reports, primarily in tourism, fisheries and agriculture.  And 
I know given improved policies, restructuring, and so forth, the committee believes that we 
can certainly achieve the objective of high growth scenario. 

Of course, the implications of this scenario is that we have to do certain things and we have 
to do a lot of things in the next several years to achieve that objective.  One of which is to 
continue the tax reform measures, to implement them at the National and, of course, at the 
State levels, in order to increase revenue to support our development plans or our needs now 
and especially in the next 20 years.   

That will also involve the improvement of our tax collection and certain options or efforts are 
being undertaken now or have started, especially at the National level, including the restruc-
turing of our tax system. 

Also included is the improvement of our new public infrastructure and as we’ve been told or 
we know that the Special Committee on Infrastructure will present their report on the review 
of the draft IDP that has been drafted.  In that IDP the committee strongly feels that im-
provements are needed, the basic infrastructure, power, road, water, sewer, health facilities, 
and so forth.  So that is another area of improvement or emphasis that the committee highly 
recommends. 

The other one is improvement of our existing air transportation.  As we have heard in the re-
port by the Tourism Sector Committee, we have a major potential in tourism.  But, of course, 
as pointed out by other participants, we cannot realize that potential unless and until we ad-
dress the air transportation bottleneck. 

The other issue is the declaration of environmental and cultural protection measures that was 
also briefly touched upon by the Committee on Environment. 

295 



296 3rd FSM Economic Summit 

And also include revision of our foreign investment laws and regulations to make our Nation 
an attractive place for foreign investment.  As you are aware, for the past few years our Na-
tional Government undertook an attempt to revise our old foreign investment laws in our ef-
fort to attract more foreign investment because we need it to augment our meager domestic 
resources. 

Other issues which were brought up in the committee was specifically to request our Presi-
dent to convene a consultation proof of donors or CG meeting some time after this Summit to 
present the outcome of this Summit or the SDB, the Strategic Development Plan, our IDP 
and our high growth strategy that we’ll be adopting to be presented to other potential donors 
for their review and, of course, with the hope that they will support especially for funding 
assistance. 

And also to specifically request the President to submit a request to the World Bank and 
other international financial institutions to provide what the economists call a pre-technical 
assistance team or a group of experts comprised of experts in aviation, airport construction or 
improvement, tourism, fisheries and agriculture and general economics.   

So basically this is the recommendation of the Select Committee that was made based on our 
discussion over the past two days.  So with this, I’d like to again thank the members of this 
committee, all the Governors, the Lieutenant Governor of Kosrae and, of course, Lieutenant 
Governor Jack, Governor Ruecho, Governor Walter, Speaker Shrew, Vice Speaker Mange-
fel.  And, of course, especially I’d like to thank Dr. Papanek for the technical support to the 
committee, and our one and only Economist, Evelyn, for their support and advice that they 
have provided to our committee during our deliberations.  Thank you very much.  (Applause)   

ALIK ALIK:  Thank you very much, Vice President.  The report is in relation to a document 
that I believe has been distributed in the form of a resolution.  I now open the floor for dis-
cussion. 

CHIEF JUSTICE YOSIWO GEORGE:  Thank you, Co-Chairman.  You may have covered 
but I did not get it, in the report and deliberations the other day we heard that there’s going to 
be some, perhaps, you know, decline in amended Compact grants to the States and the Na-
tional Government.  And some of those, you know, will be very immediate, perhaps could be 
next year or so.  Government today provides a certain level of essential services.  And if, in 
fact, our budget is going to be affected, reduced, it will definitely have an impact on how es-
sential services are to be delivered to our people.  I did not hear from the report from the Se-
lect Committee as to how do we cope with those.  Are we to replace those expected lost 
revenues or are we to restructure our tax to generate additional revenue to be able to maintain 
those services?  Or are you still thinking about it?  That is my question. 

VICE PRESIDENT KILLION:  Thank you very much, Chief Justice.  Yes, I think what you 
asked are very pertinent.  As I had enumerated the various recommendations that the com-
mittee looked at in an effort to address those declining Compact revenues and the need to 
sustain government services, I mentioned in my short presentation the need to improve tax 
collection because based on information that we have received, we were told that we are only 
collecting about 60 percent of what we’re supposed to be collecting.  So it gives you an idea 
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that if we increase or improve the collection effort by improving collection, perhaps coming 
up with a new tax structure that can improve collection, that additional—maybe not 40 per-
cent additional—but at least more than 60 percent can be collected to further support our de-
clining local revenues from the Compact.   

And also including the efforts to spur development through expanding the economic base, 
especially by supporting the private sector as we have heard in tourism and others that we’ll 
be hearing from, so that we can increase revenues of our governments to support those ser-
vices that you aptly pointed out. 

Any more comments or supporting statements? 

JOHN MANGEFEL:  I beg your pardon, Chairman, Co-Chairman, because I choose to speak 
out of turn all the time in this Summit and I’m very sorry about that.  But I’m having just, 
when we go through this, I’m having some problem with it.  I don’t mind us asking the coun-
tries to invest their money here in the Federated States of Micronesia but I’m having a prob-
lem with asking our President to get the country to coordinate or some country for donations.  
I’m having a problem with that.  I may be reading this wrong but I was just given it a few 
minutes ago and I wouldn’t want our President to seek for donor countries, to select some 
and coordinate some donor countries.  I don’t want that for this Summit to come up with such 
a resolution.  But to prepare our area for investment, I have no problem with that whatsoever.  
But to seek for donor countries, I’m having a great problem there, Mr. Chairman and Co-
Chairman.  I’m sorry.  Like I said, I always speak out of turn I’m sorry about that.  Thank 
you very much. 

VICE PRESIDENT KILLION:  Thank you very much, Governor.  I truly appreciate your 
comments and your concern.  But as I had pointed out, in our effort to accelerate growth cer-
tainly we need assistance, financial assistance especially.  And we know that we have a lim-
ited amount of money from our own locally-generated revenues, from our own taxes and, of 
course, including the stream of income that we’ll be receiving from the United States under 
the amended Compact scheme.  So the only way to go is, of course, to go out and seek assis-
tance from the international community.  And, I guess, there’s no other way.  From our own 
money and it’s not enough, from the Compact and we know it’s not enough or look for other 
assistance.  Because if we don’t, I guess our high growth scenario that we are recommending 
or we’re trying to adopt would not be achieved.  And there’s nothing wrong with asking or 
seeking assistance from outside.  And we know all over the world all of the countries, even 
the so-called not-too-developed or almost-developed countries, they’re receiving a lot of 
money from other countries who are rich and other financial institutions that can provide the 
assistance that is needed.  But there’s nothing wrong with asking.   

ALIK ALIK:  Thank you.  I may also add to that that the President will not personally go 
from door-to-door asking for money but he will organize such a group for that, if that’s the 
concern.   

EPEL ILON:  Thank you, Co-Chairs.  Just a comment on the draft resolution.  Paragraph 
4(d), under the “THEREFORE” clause, it talks about, “to ensure also that over several years 
it is primarily Micronesians who benefit from this high growth,”.  I think we have heard that 

 



298 3rd FSM Economic Summit 

if we’re going to attract foreign investment all should benefit from it, not just Micronesians.  
So maybe we should change that word “primarily” because it indicates an attitude that I think 
is contrary to what we’re trying to do to attract foreign investment.  Thank you. 

VICE PRESIDENT KILLION:  Thank you very much, Epel.  I think that phrase there refers 
to the benefits of our development efforts over the next several years to spur development so 
that our citizens do not leave our country to go and seek jobs elsewhere.  And, of course, to 
improve our living conditions, better than what we have now.  Of course, the issue on foreign 
investment, as I had mentioned, it’s another issue related to that.  We wish to perhaps look 
into our existing foreign investment laws and regulations to address what you just talked 
about, to make it attractive for the potential foreign investors to invest their money and to get 
a credible return or fair return on their money.  But this phrase does not in any way present a 
view that we’ll be discriminating against those who’ll be investing in our country.  But it is 
merely pointing out the fact that whatever the fruits of our development will be used for our 
own people or citizens.   

WILLY KOSTKA:  Thank you, Chairman.  Just a very simple request.  In your number 3 on 
the resolution, if we could just maybe put in a technical assistance team comprised of experts 
and include someone from the environment on there.   

And then a simple request to all of the leadership in the FSM that maybe we shouldn’t pre-
sent ourselves as desperate.  We certainly are not desperate and we should take our time.  We 
should look at these things very carefully.  If you put in huge infrastructures you can never 
fold them back and say, if it doesn’t work later, you fold them out and say where we don’t 
need that airport anymore, let’s just fold it out and get it out of the way.  I beg you to be very 
careful about what you listen to in some of the technical presentations that have been done 
before and be very careful about how you move forward.  The last thing we want is to do 
things that we will regret in the future.  The environment team needs to be involved.  From 
the past we’ve had—you let the camels in under the tent and you ask the environment people 
to come and pull its tail to get the camel from going through the tent.  I think we should be at 
the front making sure that the camel doesn’t go in under the tent.  Thank you.  (Applause) 

ALIK ALIK:  Thank you very much.  If I can entertain two more questions, please.   

CHARLES CHIENG:  Thank you, Chairman.  I’ve been hearing people saying we don’t 
have money, we need more money.  And I read through the document and I didn’t see any-
thing there about controlling the money that we have from going to waste and misuse and 
abuse.  And I think there’s a lot of money there that if we just do things right, we can get a lot 
further ahead.   

VICE PRESIDENT KILLION:  Yes, I agree with you, Charles.  But even if we—and we are 
in the process of, or we have been, tightening up our belts or improving accountability—but 
we have 100 percent of our revenues to be used for our development needs and again given 
our high growth scenario that we’re wishing or hoping to achieve, as I had said, our experts 
had looked at this amount of money that we have and it’s not enough to put aside.  But I 
agree with you that we need to further tighten our belts in terms of improving our efficiency 
or the uses of our limited resources. 
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JOHN MANGEFEL:  Thank you, Chairman.  I beg the Summit members for this, but I seem 
to be talking a little too much here.  But what I have been talking about is the thing that you 
already printed in the back there:  The next 20 years, achieving economic growth and self-
reliance.  That’s where I’m coming from.  And that’s why I’m having a problem of continu-
ing this donor business.  How do we go about in achieving that self-reliance is what I’m after 
here.  I’m very sorry, Chairman and Co-Chairman, and I beg the pardon of the members of 
the Summit but that’s what I meant, you already printed that.  It’s behind you, right there, 
self-reliance.  We should be more working toward that.  Thank you very much.  (Applause) 

VICE PRESIDENT KILLION:  Thank you very much.  I fully agree with you but, again, in 
order to achieve that we need assistance because we cannot pay for everything.   

ALIK ALIK:  In addition to that, if you look at one of the holding documents provided in 
your folder, that subject is touched upon in that paper.   

If there are no further questions, I take it that we adopt the resolution.  (Applause) 

Thank you.  Sorry, Senator Fritz. 

SENATOR JACK FRITZ:  Thank you.  I suppose like all others I want to thank all the pre-
senters for all the excellent presentations, including the Vice 

President.  But I have only a request to, perhaps, you and maybe the technical people.  I no-
tice that from this presentation there is reference to some, I guess, pre-existing quote unquote 
suggested matrix by the Organizing Committee and I would request that you share that in-
formation with the participants, at least to me, because I’m only in one.  But we need to see 
the bigger picture.  But I’m sure when you organize these things you have everything, all 
these scenarios to accommodate that goal.  But as we continue going through these exercises, 
as suggested by some of the presenters, they’ve modified them a little bit.  And I want to be 
able to compare what the initial perceptions from the people who organize these things was 
compared to what we decided here, if we can still get them.  Knowing, of course, that a plan 
is just a plan, we can always change it.  And I see some of the questions are raised because 
we don’t see the bigger picture.  If we can have all the information then maybe we won’t 
have any questions because we know the road map as it has, I guess, been laid out in front of 
us and it appears like, yes, if we work hard we’ll get there.   

You also mentioned something about some papers on transportation.  You know, I think that 
is a necessary topic which must be shared with all the participants because it affects every-
thing else.  And if there is a paper on that.  I understand tomorrow we will adjourn and when 
can we get the papers so we can read and at least get a broader understanding of what we are 
trying to do here. So if you have other papers, even if I’m only in one committee I’d like to 
also be able to get those papers, the original ones and the one that we agreed to, so we can 
compare.  So in the end when we make decisions it will be an informed decision.   That’s all.  
I’m sorry that I’m delaying the meeting but that’s my request, thank you. 

ALIK ALIK:  Thank you very much, Senator Fritz.  I’ll definitely work with you on that 
matter.

 



 

Agriculture Committee Report 
I.  Brief factual background 

In his presentation early in this Summit, Prof. Papanek explained that the agriculture sector 
has contributed only 1% of the overall FSM economy.  Not so far removed has been the 
share of fisheries which consists of only 2%.  This is indeed a sad irony because as Prof. Pa-
panek has likewise declared, the agriculture may be considered as one of the most dynamic 
sectors in the FSM economic setting side by side with tourism.  It is so promising that much 
could be expected from this sector in terms of revenue and positive contribution to the Gross 
Domestic Product (GDP).  Moreover, while the balance of payments is in the positive side, 
the bulk of the receipts from abroad come from compact contribution.  Exports by private 
sector, however, which should necessarily include the agricultural products, are consistently 
in negative figures from 1994 up to the current year.  Much of our household consumptions 
are imported from abroad.  This negative reality should be alleviated if not completely re-
versed.  There is thus an urgent necessity at taking a closer look into the agriculture sector 
and decide on some realistic approach and policies that should be put in place so that the ag-
riculture sector become a significant contributor to FSM economy. 

II.  Methodology used 

In constructing the present matrix, the agriculture group decided to adopt as guide the general 
outline provided under the draft matrix.  The mission statement contained in the draft was 
discussed and debated upon until changes and modifications were introduced into the draft in 
order to reflect the consensus as to the general policy adopted and where emphasis should be 
placed.  The summary presented hereunder should capture the general thrust of the agricul-
ture sector and incorporate the identified priorities consistent with the general mission state-
ment. 

While the focus of the group discussions should be primarily aimed at the agriculture sector, 
significant impact and implications of agricultural policies on the areas of environment and 
natural resources were likewise considered.  Consequently, the mission statement would 
naturally reflect the valid and equally important concerns on the environment and the natural 
resources. 

The group went on to discuss and consider the strategic goals that are critical in the realiza-
tion of the broad mission statement.  Thereafter, outcomes were identified as well as the ac-
tivities required to generate meaningful output and outcomes which are, and should be, con-
sistent with the mission statement. 

In the course of discussions and deliberations, the group identified certain issues that are 
critical in areas of agriculture. 

III.  Summary of points/issues 

1. Food security 
- this should include health concerns with respect to quality of food produced and sufficiency 
of food supply 
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2. Import substitution 
- reduction in the importation of food products 

3. Credit and financial support services to farmers 
- this includes grants and not limited to bank loans 

4. Traditional methods of agriculture vis-à-vis growing needs to improve agricultural meth-
ods and practices 

5. Sustainable forestry and preservation of the environment 

IV.  Mission Statement 

THE AGRICULTURE SECTOR, INCLUDING FORESTRY SHALL PROVIDE FOOD 
SECURITY, SOUND UTILIZATION OF NATURAL RESOURCES AND OPPORTUNI-
TIES FOR DOMESTIC, COMMERCIAL AND EXPORT MARKETS, WHILE PROMOT-
ING ENVIRONMENTALLY SUSTAINABLE PRODUCTION. 

V.  Strategic goals 

i.  To increase production of local produce for food security, health and to encourage import 
substitution. 

Discussion: 

It is the intent of the agriculture group to ensure, in the long run, food security in the entire 
FSM.  Local production should be able to answer the demands from within thus reversing the 
present overdependence on imports.  Food security, however, should not only mean suffi-
cient quantity of food supply; it should likewise include the idea and understanding that the 
quality of local produce be healthful for local consumption.  As indicated in the outcomes 
below, consumption of local products as well as production thereof should be increased by 
10% over a ten-year period, or by 2009.  Along this line, an increase in local produce avail-
able for local markets should likewise be achieved as indicator of an improved performance 
in agriculture. 

Furthermore, under this strategic goal, an increase in the number of private planters and ven-
dors who should be bringing in agricultural supplies is likewise expected.  The increase 
herein contemplated should indicate growing activities pertaining to local production and 
healthy stimulus towards achieving this particular strategic goal. 

ii.  Increase commercial production and marketing through a competitive private sector. 

Discussion: 

The agreed to adopt without modification this proposed strategic goal. 
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iii.  Improve the supply of agriculture production inputs, technology and agricultural credits 
and financial services. 

Discussion: 

One of the issues described above is the credit and financial services that should be made 
available to the farmers.  It has been observed that farmers are having a hard time securing 
agricultural loans from financial establishment.  In fact, it has been the policy of banks in 
general to require collaterals before loan applications are approved.  The status quo does not 
support but rather hinder the growth of the agricultural sector.  (further discussions on out-
comes needed.) 

 



 

PLENARY DISCUSSION 
Stanley Fal’mngar & Nena Nena 

We pay our respects to the traditional leaders of Pohnpei and the rest of FSM present here 
today at this Summit, Members of the FSM Congress,  Vice President, members of State leg-
islatures, State Governors, College of Micronesia Board of Regent members, College of Mi-
cronesia Land Grant Board of Regent members, members of the National Government, Col-
lege of Micronesia-FSM, faculty, staff and students.   

Good morning to all.  Kamagar. Kaselehlie maingko. Kaselehlie maing, Charles Chieng.  For 
the Agriculture Sector presentation this morning I’m going to briefly present to you an over-
view of what went on in the meetings and how the meetings turned out.   

Representation.  The Agriculture Sector meetings were well attended with representative 
members of State legislatures, FSM National Congress, FSM National Government, College 
of Micronesia-FSM, College of Micronesia Land Grant, SPC and Plant Protection, Microne-
sia and other delegation offices and organizations from Kosrae, Pohnpei, Chuuk and Yap. 

There were five Ph.D doctors to help us along the way.   

In the deliberation on the agriculture matrix we felt satisfied with the smooth flow of our 
mission statement to the five strategic goals and to the outcomes proposed by the various 
members of the sector.  The numerous outputs and activities put forth also progressed up-
wardly in support of the five strategic goals and mission statement. 

Pervasive and in support of objectives, outcomes and the whole agriculture matrix as pro-
posed, were major issues of full security, market commercial as well as local businesses, en-
vironmental issues and a lady from the Environmental  Sector proposed to delete an agricul-
ture strategic objective in place of one environmental strategic objective.  We report that en-
vironmental concerns is a friendly issue in your proposed agriculture matrix.   

On the delivery system issue.  This issue is one which everyone is aware of and was not ad-
dressed directly in the Agriculture Sector meetings.  As I reported earlier, present at the 
meetings were members of the College, both Land Grant and FSM, and the consensus is the 
proposed agriculture matrix, that it is a good work document.  The agriculture sector may not 
propose to go north or south.   

The Agriculture Sector, including forestry, shall provide full security, sound utilization of 
natural resources and opportunities for domestic, commercial and export markets while pro-
moting environmentally sustainable production.  

And now I turn to you, my good Chair, Nena Nena from Kosrae.  Nena Nena has been a mas-
ter navigator on the agriculture matrix.  This Summit he led us through the rough waters in 
deliberations on the agriculture matrix and completing the work and midnight last night.  
He’s a great source on Summits as we was present in the prior two Summits.  I present to you 
Nena Nena.   
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NENA NENA:  Stan, thank you.  Those of you who read the latest publication of Kasehlie 
Press, there is a Letter to the Editor entitled “The Golden Seed”, written by one of the profes-
sors at COM-FSM.  He was not part of the sector committee meetings but he summed up 
what we want to present this afternoon, advocating a bottom-up approach starting with the 
basic agriculture and stepping up to more value-added food processing and then up to the ex-
port-related agriculture.   

All these strategic goals are addressing those concepts that were written by this certain pro-
fessor.  We had the opportunity to make a very thorough examination of what really the Ag-
riculture Sector’s role is to the economic development of this Nation.  We also heard Profes-
sor Papanek in his presentation said this sector only contributes one percent of GDP.  And we 
promised ourselves that this sector will try, when we come back next time, the percentage 
will increase to more than five or up to ten percent.  We hope it would be 50 percent but it’s 
really depending on other factors.   

And we’d also like to promote this concept of wide-bodied planes which advocates the trans-
portation improvement in this Nation.  [Note: transcription cut due to mechanical error] 

[UNIDENTIFIED SPEAKER]:  I don’t have a question but I have some comments based on 
the questions I heard and with my experience of working in the FSM for six years as an agri-
culture scientist.   

My first response to the first set of questions raised regarding the need for a  National Agri-
culture Research Institute is it is an essential thing for the FSM, especially considering the 
lack of local manpower or trained people in combating situations like BLD, this is an epi-
demic of citrus canker in Kosrae, and personally we cannot control it in the short time be-
cause we did not have the local expertise available to attend to this problem.   

And another problem I can cite.  Now we have the epidemic of bud rot of betelnuts in Guam 
which is a real threat to us in Pohnpei and Yap, if it can come into one of these.  It’s a real 
possibility that this fungus could be reaching anywhere within the FSM and threatening these 
crops.  Unfortunately, we do not have the means, the necessary manpower here, to tackle this 
issue as soon as hear this kind of threat in our region.   

And also this Research Institute in Agriculture will strengthen the training program at the 
College and our College will become one day a four-year institution that trains and provides 
the basic manpower we need in the agriculture sector, which actually is one of the major sec-
tors supporting the economy.  Although it is not well-represented in the current statistics, 
some of the studies we did recently, basic statistics, data show that there is a major contribu-
tion by the subsistence agriculture sector into the economy.  Thank you. 

VICE PRESIDENT KILLION:  Thank you, Doctor.  I think no more questions. 

SENATOR FRITZ:  I’m sorry, but I was just wondering.  I tried to look into the Health Sec-
tor and I don’t see any reference to the uses of our plants with medicines and things like that.  
You know, you talk about intellectual property rights.  I think the uses of our agricultural 
plants for medicinal purposes should also be encouraged and I don’t know whether your sec-
tor has considered this.  But this is something that we know in our custom and tradition and 
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we have not really used it widely.  Others have taken advantage of this and, I guess, beat us 
to the bush in terms of the noni join or something.  We’ve known it all the time.  But now 
we’re late because we didn’t do anything about it. 

So I’m just curious.  I didn’t see anything in the Health Sector regarding traditional medi-
cines, using of our plants, et cetera.   

VICE PRESIDENT KILLION:  For that issue, gentlemen, do you have any comment on that 
point?  It’s not included in the report so is that something that we can incorporate?   

NENA NENA:  I think I heard him mention about our rights to our own plants, property 
rights.  It’s a little bit—our strategy in some of the activities here, that’s a little bit about con-
serving within the FSM whenever it’s possible.  That’s the one that’s addressing that.  We 
did not address the medical aspect of our trees and plants here in the FSM.  I think Health 
Services picked up on that.   

VICE PRESIDENT KILLION:  Maybe one more. 

JAMES MOVICK:  Thank you, Mr. Chairman.  Mr. Chairman, my comments follow on 
from what Willy Kostka had to say and Senator Fritz.  Like Willy, I believe that we will 
never be allowed to scale commodity producer and therefore must focus on high value niche 
products that we can produce here in the FSM.  One of the elements that I don’t quite see in 
the agricultural matrix is assistance to farmers in identifying some of these new types of 
products which would include organic as well as the herbal products that Speaker Fritz re-
ferred to. 

Nor do I see—although I see assistance in training to farmers on organic techniques—I don’t 
see any element in here relating to assistance to exporters of agricultural products who wish 
to have their products certified as organic.   

I think one of the things that I’m a bit disappointed in is that there is no attention to post-
harvest technology here in preserving goods and preparing goods for higher marketability in 
the export markets and in the certification, et cetera, and marketing processes that would be 
required in order to enhance the value of this to local farmers.   

And like Willy, I agree.  People will go into agriculture if they see that the money is there.  
That’s the long and the short of it as far as I can understand. 

NENA NENA:  I will try to respond but we have a lot of other scientists and agriculturists 
who may be more appropriate to answer these questions but we have addressed organic farm-
ing.  I think it’s in Strategic Goal 3.  And the assistance to the farmers is also addressed.  And 
the way I listen to the question, all those are addressed somewhere here in this matrix.  

The committee really put emphasis on the training to farmers and organic farming is also part 
of the training too.  I’m not quite sure if I answered the question.  I hope you’re not disap-
pointed more but that’s my answer.   
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STAN FAL’MNGAR:  That was a very loaded question.  A lot of activities in there spread 
out over five goals.  Again, this is a work document.  One of those specific activities may be 
addressed under one goal and another of those activities may be addressed under another 
goal.  And so a combination of this matrix is what you just talked about.  We cannot specify 
everything there but it is in here, sure.   

VICE PRESIDENT KILLION:  Okay, I think with that understanding and those comments 
which were made were very good and they’ll be incorporated into the final report of the Ag-
riculture Sector.  

KIKUO APIS:  Thank you, Chair.  I would like to compliment the group for emphasizing the 
subsistence farming.  I for one believe that if every family can produce enough for its family 
then we’re at least better off.  Once they have excess to export—and I think that’s where we 
need to see how we can help them to export it or do something instead of competing.  And 
I’m talking about the government starts a program—I think it should refrain from competing 
with a local farmer who is trying to do the same thing, to export it.  But I would like to em-
phasize that I think the subsistence farming should be encouraged for, you know, the grass-
roots, the people who depend solely on local production.  And I would like to encourage that. 

But once somebody is able to export, I think we should help to make the environment good 
for them to export it instead of setting up something in government to compete with the same 
product that is being promoted by a private company.  Thank you. 

VICE PRESIDENT:  Thank you very much, Kikuo.  Any reaction from the two co-chairs?  I 
guess that is a good point so it should be noted.   

KIOSHY PHILLIP:  Thank you.  I just want to try to answer to what Mr. Dan was alluding 
to.  Number one, agriculture is a big problem.  Starting from the secondary level all the way 
up to College level.  And if you have a solution to that, please let us know, because we’re 
wondering why it is going down.  Like he mentioned, the PATS closed down the door be-
cause of lack of interest.  I’m not sure if it’s lack of interest you see or sectors more competi-
tive of these that bring in more money, I’m sure.  We need to look at this.  

Also, maybe the parents have a lot to do with.  Like they mentioned in the fisheries, if you 
cannot make good academic programs, the parents tell you, you stay home and feed the pigs.  
I think those kind of attitude changes need to be also addressed.  And in a number of gradu-
ates from the program since I work with the College we have four graduates in agriculture 
with an A.S. degree.  And that’s all.  Thank you. 

ANNES LEBEHN:  Vice President or Chairman and the committee, with regard to fisheries 
and agriculture, the primary objective is to increase production.  While in agriculture the ma-
jor limiting factor for production is land, capital or finance, labor and, of course, marketing.  
But the emphasis here is on manpower, training, labor, finance or capital, but there is no 
mention of land.  In the FSM we have a limiting factor.  The most important one is the land.  
Our land is limited so it’s good for the subsistence farming.   

But for commercial, we need—there’s a problem of land ownership.  The land tenure system 
is very restrictive.  That’s one of the limited factors in the agriculture.  So I think the commit-
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tee should also take into consideration of land.  It’s a very important factor.  Thank you very 
much. 

NENA NENA:  Land.  The committee recognized the importance of land.  But there was 
very limited discussion on the land.  But we recognize the importance of land in agriculture 
production.   

There is what some of us consider the commercial production that is adaptable to the size of 
land we have.  We’re not talking about the commercial productions of, say, the size of land in 
Hawaii or Malaysia or Philippines.  We could adapt the concept of commercial agriculture 
into our small land areas.   

WILLY KOSTKA:  I haven’t really had the chance to look through this but what I’m sur-
prised I didn’t see is some type of specialized agriculture.  Because we will never be able to 
compete on the large-scale commercial, high production numbers.  We have to look at spe-
cialized agriculture and some things that we can prepare in quality.  Like the pepper used to 
be for Pohnpei.  And we have to look at those for other areas. 

The other thing is it seems to me like the question on students taking agriculture and then not 
wanting to take agriculture any more.  It’s a money problem.  People who get into agriculture 
at PATS were learning how to grow, you know, Chinese cabbage and stuff.  You can only 
have so many people growing Chinese cabbage on this island.  And so when they go back 
home they’re going to grow sakau because it yields a lot more money.  So if you can look at 
different agricultural items that you can then get people started on those.  I think that you’ll 
have more people getting into that area.   

So agriculture is not going to be a large area for the FSM but we can get into specialized ag-
riculture and I think that would be part of the solution for FSM. 

NENA NENA:  We considered specialized agriculture to include organic farming and the 
integrated farming too.  So we don’t do the kind of farming that we have one crop.  Mono-
cropping will maybe not work here in the FSM because of the size of land, as you indicated. 

But there are some other forms of specialized farming that we could adopt, we believe.  And 
agriculture, as the economists said, is a dynamic sector that we could develop to help our 
economy.  I think it’s our task here, the leadership around the Nation, to look into how we 
could promote agriculture, including the specialized agriculture programs.   

 



 

Education Committee Report (with Committee Matrix) 
The Education Sector convened in the Media Center of the COM-FSM’s Learning Resource 
Center on Tuesday afternoon and all day Wednesday (March 30 & 31, 2004) with representa-
tives from all the States DOE, COM-FSM, FSM National Government, State Legislature, 
Head Start, Scholarship and Workforce Investment Act. 

 To set the stage for discussions and work, a series of presentations were given. 

• Welcoming and remarks by Co chair Deputy Secretary Neth, 

• Session Tasks by Co chair Joe Felix, 

• Overview of COM-FSM matrix by Acting President Spencin James, 

• Strategic Planning, Budgeting and Revised Education Sector Matrix by Jimmy Hicks, 

• Additional Issues for Discussion by Assistant Secretary Weldis Welley 

• National Standardized Test Data by Burnis Danis 

A large number of handouts were provided including SEG recommendations, Languages 
Conference recommendations, handouts for all presentations, back papers on accountability 
systems, and summit working papers.  All the documents were used during the working 
group sessions as a basis for turning the recommendations into specific objectives and out-
puts.  The SEG recommendations had previously been reviewed and support by FACSSO.  
The FSM Languages Conference recommendations results from a conference held last week 
in Pohnpei.  

The revised FSM Education Sector Matrix uses the basic planning format with an inclusion 
of objectives.  The need for objectives was an internal issue to assist the education sector in 
planning and implementation.  

The format of the revised Matrix:  

Strategic goal 1:  Direct education services  

Strategic goal 2: Education improvement programs 

Strategic goal 3: Workforce and skill training programs 

Strategic goal 4: Scholarship and Post secondary (COM-FSM)  

The revised Education Sector Matrix outline was developed at a nationwide conference in 
November 2003 and incorporates the Supplemental Education Grant (SEG) programs.   The 
draft Education Sector Matrix calls for common strategic goals, outcome measures, and ac-
tivities with the States having the flexibility to determine priorities, objectives and strategies.   
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The Education Sector reconvened on Wednesday mirroring in working groups (mixed across 
the states, COM-FSM, other agencies and national government) on the topics listed below.  
The working group’s directions were to come up with objectives and outputs for each of the 
strategic goals and activities. 

1. Strategic goal 2: Education Improvement Programs 

2. Strategic goal 3: Workforce Development and Skill Training Programs 

3. Strategic goal 4: Scholarships and Post secondary (COM-FSM) 

4. SEG and Languages Policy Conference recommendations 

5. Additional issues: 1) what is meant by education is a priority? 2) should there be a 
separate national department of education? and need for quality job creation as a national 
economic priority.   

The working sessions were followed by reports back that were included in the Education 
Sector Matrix.   

Some issues of high importance were discussed: 

• The need to have flexibility at the state level in setting priorities and identifying im-
provement strategies, 

• The need for SEG and Education Sector funds not be decreased due the 2/3 inflation 
adjustment, 

• The need for a separate National Department of Education, 

• The need for establishment of the National Language and Cultural Institute (NLCI) 
and funding by the FSM Congress, 

• Of especial high importance was the US view that the SEG was discretionary and 
funding could be terminated, the Education Sector is competed to high quality planning and 
implementation for the SEG and pro active reporting on accomplishments of the SEG in sup-
porting the improvement of the FSM education system, 

• The lack of a separate fund for scholarships. 

In the afternoon, working groups were formed for individual states and a national group 
composed of NDOE and COM-FSM staff.  State specific objectives and outputs were incor-
porated into the matrix.   

Agreement was reached that Assistant Secretary for Education Weldis Welley would present 
the education sector presentation to the plenary session with all FACSSO members on the 
podium and available answer questions and provides additional input. 

 



 

FSM Education Sector Strategic Plan - Matrix 2005 – 2007 

Mission: The Federated States of Micronesia educational system recognizes its shared participation with parents, extended family, and broader social structures 
in the intellectual, emotional, physical and social development of children.  It will deliver a quality, sustainable basic education system which provides all stu-
dents with basic skills, thinking skills, and personal qualities; provides for the manpower needs of the Nation; develops a literate population based on the revitali-
zation of local languages and cultures while ensuring high competence in English and other international languages; and collaborates with all sectors of the gov-
ernment and community to fully utilize available human and financial resources in developing the educational foundation required for sustainable economic 
growth and social development. 

Strategic Goal 1/Outcome Meas-
ures 

Activities   Objectives Outputs

Strategic goal: To improve the 
quality of instructional services for 
early childhood, elementary and 
secondary education. 

To provide instructional and 
support services for early 
childhood education. 

Objective 1: By 2006 Head start pro-
grams will be fully integrated under 
the education sector.   

2. P By 2007 training and technical 
assistance on bilingual reading will be 
delivered to teachers of early child-
hood program to high school level 

3 P By December 200 a well organ-
ized early childhood, elementary and 
secondary language arts (Reading) 
and mathematics program which is 
monitor able, measurable, reportable  

4. C- By 2007 early childhood stu-
dents will receive sufficient, relevant, 
and quality instructional materials and 
visual aides 

5. C By year 2007 900 students will 
receive 18,000 instructional hours in 
learning moral values, cultures, as 
well as basic learning skills in lan-
guage, math and science 

Output 1: __ hrs. x __ days x ___ 
early childhood students  = ___ 
instructional hours provided by 
___ teachers, principals and ad-
ministrators Output 2: $___ per 
student x ___ early childhood stu-
dents for instructional materials 
and textbooks 

Output 3: $__ per student x ___ 
early childhood students for ad-
ministrative support  
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6. Y By 2007 early childhood educa-
tion (ECE) will increase to 8 of all 
children ages 3- enroll in ECE by 
constructing new centers and class-
rooms 

7.Y- Increase instructional materials 
and supplies by 20 percent in all ECE 
classrooms through purchase of new 
books and develop local materials 

8. K Improve the quality of instruc-
tional services for Early Childhood, 
Elementary and Secondary Education 

I. Merge Head Start and pre-
school programs 

II. Provide centers in all schools 
III. Provide training for Head 

Start and Preschool staff 
IV. Provide reading, science, ag-

riculture & math instructions  
V. To develop textbooks with 

emphasis on reading in the 
content area 
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To provide instructional and 
support services for elemen-
tary education. 

1. C- By 2007 1000 students will 
graduate from elementary school 

2. Y- o provide comprehensive ser-
vices such as teaching and ad-
ministrative staff, instructional 
supplies and materials, especially 
language Arts in English and the 
indigenous languages, transpor-
tation and mainstream children 
with special needs 

3 K Improve library services and up-
grade internet accessibility in all the 
schools 

 

Output 1: __ hrs. x __ days x ___ 
elementary students  = ___ in-
structional hours provided by ___ 
teachers, principals and adminis-
trators (Elementary 1-8 grades) 

Output 2: $___ per student x ___ 
elementary students for instruc-
tional materials and textbooks 

Output 3: $__ per student x ___ 
elementary students for adminis-
trative support  

BY 2007 

1. On average, 6th grade stu-
dents correctly answer 43 per 
cent of the questions on the 
FSM National Standardized 
Test (NST) mathematics test. 

2. On average, 8th grade stu-
dents correctly answer 54 % 
of the questions on the NST 
mathematics test. 

3. On average, 10th grade stu-
dents correctly answer   46 % 
of the questions on the NST 
mathematics test 

4. On average, 6th grade stu-
dents correctly answer  55% 
of the questions on the NST 
language arts test 

5. On average, 8th grade stu-
dents correctly answer 62 % 
of the questions on the NST 
language arts test. 

6. On average, 10th grade stu-
dents correctly answer 60 % 
of the questions on the NST 
language arts test. 

7. ___% of students in 8th grade 
will pass the high school en-
trance exam. 

To provide instructional and 
support services for secon-
dary education. 

1. C- By year 2007 800 students will 
graduate from high school by imple-
menting the retention strategies 

Output 1: __ hrs. x __ days x ___ 
students  = ___ instructional hours 
provided by ___ teachers, princi-
pals and administrators (secon-
dary 9 – 12) 

Output 2: $___ per student x ___ 
secondary students for instruc-
tional materials and textbooks 

Output 3: $__ per student x ___ 
secondary students for administra-
tive support  

 



 

To provide for educational 
and support services to indi-
viduals with disabilities 

1.C- By year 2007, instructional pro-
grams will be made accessible to 
children with disabilities 

2. Y- To increase the services pro-
vided to identified children with spe-
cial needs by 2007 and thereafter by 
increasing the number of training to 
the parents and regular teachers as 
well as the home services to children 
with severe disabilities. 

3. Y- To provide comprehensive ser-
vices such as instructional supplies 
and materials, teaching and adminis-
trative staff and transportation 

Output 1: __ hrs. x __ days x ___ 
disabled students  = ___ instruc-
tional hours provided by ___ 
teachers, principals and Output 2: 
$___ per student x ___ elemen-
tary students for instructional ma-
terials and textbooks 

Output 3: $__ per student x ___ 
elementary students for adminis-
trative support 

8. ___% of students in 12th 
grade will pass the COM-FSM 
entrance exam. 

9. ___% of early childhood stu-
dents will complete IEP. 

10. ___% of individuals with dis-
abilities will complete IEP 

To provide for school main-
tenance, a safe learning 
environment and facilities 
improvement 

Objective 1: By 2006 develop facilities 
standards for new construction and 
maintenance as part of the Accredita-
tion of Schools System 

Objective 2: By 2007 have a func-
tional construction and maintenance 
program in all states 

Output 1: ____ classrooms 
brought up to accreditations stan-
dards 

 

 

Output 2: 200 classrooms main-
tained 

Output 2a. 40 classrooms con-
structed 
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 To provide for boarding, 
feeding and transportation 
programs 

1 C- By 2007 hot lunches will be 
served  to all secondary students and 
daily meals for all boarding students 

2.C- By 2007, communication and 
transportation system will be in place 
to ensure safety and provision of in-
structional programs in a 24 hours 
service. 

3. Y- To provide transportation, feed-
ing and boarding for outer island stu-
dents 

4. Y- To provide breakfast and 
lunches to ECE students by 2007. 

Output 1: ____ lunches per day x 
____ secondary students x ___ 
day = _____  lunches 

Output 2: $___ per secondary 
boarding students x ____ secon-
dary students x ____ days 

 



 

 

Strategic Goal 2/Outcome Meas-
ures 

Activities   Objectives Outputs

Strategic goal: Improve the quality 
of education services and pro-
grams 

To implement revised 
teacher certification system. 

Objective 1: By 2006 install a revised 
FSM teacher certification system in 
place with data systems, content 
training, and technical assistance 
programs to provide qualified teach-
ers in FSM classrooms 

Objective 2: Develop a draft curricu-
lum standard for early childhood stu-
dent by 2006. 

Output 1: 2005 1 data system for 
teacher certification 

Output 2: 2005/6 50 content train-
ing course provided to teachers 

Output 3: 2006 1 public register of 
qualified teachers in the FSM 

 

1. __% of elementary teachers 
certified as qualified teachers, 
by 200? 

2. __% of secondary teachers 
certified as qualified teachers, 
by 200? 

3. ___% of early childhood 
teachers certified as qualified 
teachers, by 200? 

4. 2006 The number of elemen-
tary teacher days lost due to 
absenteeism during the aca-
demic year were ___. 

5. 2006 The number of secon-
dary teacher days lost due to 
absenteeism during the aca-
demic year were ___. 

 

To provide training and 
technical assistance. 

Objective 1: By 2007 to increase by 
20 per cent the amount of technical 
assistance being provided to teachers 
and education staff 

 

Objective 2: By 2006 ensure that ___ 
per cent of FSM teachers will be able 
to pass the NSTT content exams in 
language arts, mathematics, science 
and FSM local languages 

 

Objective 3: By 2006 the National 
Language and Cultural Institute 
(NLCI) will be established and in full 
operation to provide technical assis-
tance, training, research and other 
necessary components for improving 
language competence of FSM stu-

Output 1: ____ specialist x 2080 
hours x 25 per cent = ______ 
hours of technical assistance 

 

 

Output 2: ___ hours of teacher 
training 

Output 2a: 2005 4 content teacher 
training modules in major FSM 
local languages  

Output 2b 2005 ___ content train-
ing courses x ____ teachers per 
class = ___ hours of teacher con-
tent training 
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dents. 

 

Objective 4: Judicial Education and 
Training will be provided under the 
amended Compact through a special 
grant. 

 

Objective 5: By 200_ a collaborative 
plan will be established for teacher 
training between the States for certifi-
cation. 

 

 

  Objective 6: By 2007 increase student 
and teacher attendance rates to 90 
per cent through incentive programs, 
public education and community in-
volvement 

Output 3: 2005 1 plan and incen-
tive program for increasing stu-
dent and teacher attendance 

 To provide for development 
and upgrading of content 
standards, curriculum
frameworks and instruc-
tional materials 

 

Objective 1: By 2007 review, revise, 
and align standards, curriculum in-
structional programs with NST and 
local assessment instruments. 

Objective 2: By 2006 increase the 
amount of local and instructional ma-
terials by 10 per cent though delivery 
of local language training modules to 
teachers 

Output 1: 2005 1 report on analy-
sis of instructional program 
against curriculum and standards 
with impact on NST 

Output 1a: 2007 1 set of revised 
NST exams for mathematics and 
language arts 

Output 2: 2006 200 local lan-
guages readers 

 



 

 

Objective 3: By 2005 survey and 
promote alternate sources of instruc-
tional materials and training programs 
from Non Governmental Organiza-
tions for inclusion in education in-
structional programs and develop a 
formal process for inclusion of outside  
The survey should include all nine 
sectors included in the 3rd Economic 
Summit. 

 

Objective 4: By 2006 increase the 
amount of local and non-local instruc-
tional materials by 10 percent. 

 

 

 

 

Output 3: ___ instructional materi-
als developed in coordination with 
NGOs 

 To provide for upgrading, 
development, administration 
and reporting of evaluation 
instruments 

Objective 1: By 2006 incorporate 6, 8 
& 10 grades science test components 
into the NST 

Objective 2: By 2007 incorporate FSM 
local languages exam components in 
the NST 

Objective 3: By 2007 incorporate FSM 
local languages exam components in 
State High School Entrance Tests 

Output 1: 3 NST science compo-
nents for 6, 8 and 10th grades 

 

Output 2: 4 NST local languages 
components in the NST 

 

Output 3: 4 local language com-
ponents in high school entrance 
tests 

1. __% of schools meet the re-
quirements of the revised 
school accreditation system 

To implement an FSM Ac-
creditation of Schools Sys-

Objective 1: By 2007 have a func-
tional FSM Accreditation of Schools 
system in place for private and public 

Output 1: 2005 10 elementary 
schools complete self study on 
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(FY2006) tem elementary and secondary schools 

2. P  To implement an FSM accredita-
tion system by 2006 

accreditation pre conditions 

 

Output 2: 2007 4 secondary 
schools complete self study on 
accreditation pre conditions. 

 

1. __% of schools with par-
ent and teacher associations 

2. __ % of all new principal 
appointments that  incorporate 
community input into selection 
process (FY2007) 

To provide for increased 
community-based education 
programs and involvement 
of community in educational 
decision making 

Objective 1: By 2006 all states will 
update/revise and implement com-
munity involvement programs 

K Ensure parental participation in 
education 

Output 1: 1 set of individual state 
plans for improving community 
involvement in education 

 To improve accountability 
for performance in the edu-
cation system 

Objective 1: By 2006 have a fully de-
veloped accountability and reporting 
system to support the Supplemental 
Education Grant (SEG) and education 
sector grant though a series of na-
tionwide development sessions 

Objective 2: By 2005 have a system 
of SEG program regula-
tions/guidelines in place through a 
series of nationwide development 
sessions 

 

Objective 3: By 2006 design and es-
tablish a national and state public in-
formation and dissemination system 
for the education sector where key 
information is also disseminated in 

Output 1: 1 accountability (moni-
toring, coordination, technical as-
sistance, reporting and research) 
system for SEG 

 

 

 

Output 2: 3 sets of SEG program 
regulations/guidelines for early 
childhood education, education 
improvement programs and work-
force development (including adult 
education) and skill training pro-
grams 

Output 3: 2005 design of public 

 



 

FSM local languages 

 

K Develop and implement a uniform 
discipline evaluation of students and 
teacher performance standards 

 

information system 

Output 4: 2006 public information 
in fully implemented 

 To review and consolidate 
existing state, and national 
efforts for the establishment 
of education management 
information and reporting 
systems. 

Objective 1: By 2006 have the core 
elements and trained staff to support 
a FSM wide educational data (includ-
ing student and teacher attendance), 
reporting, analysis and research sys-
tem.   

 

Objective 2: By 2006 consolidate all 
data into one system. 

Output 1: 1 FSM education data 
and analysis system 
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Strategic Goal 3/Outcome Meas-
ures 

Activities   Objectives Outputs

Strategic goal: To meet the man-
power needs of the nation and 
improve life-long learning activities 

 

1. ___% of at risk and drop out 
youth at secondary level will 
be trained and certified. 

2. ___% of unemployed gradu-
ates and vocational illiterate 
adults will be certified. 

3. ___% of out of school youth 
will be access under the 
CASAS and T3 evaluation. 

4. . ___% school drop out and at 
risk youth at secondary level 
will enroll in an apprenticeship 
program. 

 

5. ___% high school vocational 
educational graduates would 
be trained and certified at 
COM-FSM.  

 

6. 6. ___% graduates in T3, 
WIA, COM-FSM are trained 
and employed in a local job 
market, (affirmative action for 
hiring). 

To provide comprehensive 
vocational, technical and 
basic skills training and cer-
tification to at-risk in and out 
of school youths, incumbent 
and dislocated workers and 
adult learners  

Objective 1: By 2006 WIA programs 
will be fully integrated under the edu-
cation sector. 

 

Objective 2: By 2005 develop an edu-
cation sector manpower development 
and training plan 

 

Objective 3: Delivery manpower and 
skill training programs through WIA, 
T3, COM-FSM and other education 
sector programs 

 

 

 

 

Output 1: 1 education sector man-
power and training survey 

Output 2: 1 education sector man-
power and training plan 

Output 3: 1 manpower develop-
ment council 

Output 4: 1 curriculum alignment 
for vocational training programs at 
grades 9 – 12 

Output 5: ___ graduates of T3 
training programs 

Output 6:  ___ graduates of WIA 
programs 

Output 7: ___ graduates of COM-
FSM training programs 

 

 

 



 

 

Strategic Goal 4/Outcome 
Measures 

Activities   Objectives Outputs

Strategic goal: To allow FSM 
students to complete postsec-
ondary education to assist in the 
economic and social develop-
ment of the FSM 

 

1. __% of students receiving 
scholarship will complete 
one semester of course 
work. 

 

To provide scholarships for eligible 
postsecondary students 

Objective 1: By 2006 develop a 
tracking system for FSM post sec-
ondary students including scholar-
ships, graduation rates, drop out 
rates, majors and minors, rate of 
returning graduates and non gradu-
ates to FSM and other data. 

 

Objective 2: By 2005 develop a pol-
icy review and recommendation pa-
per on scholarships programs in the 
FSM including recommendations on 
funding, tracking systems, scholar-
ship award criteria, mechanisms to 
improve national government han-
dling and public information on 
availability of foreign scholarships 
etc. for presentation to policy mak-
ers in the FSM. 

Output 1: ___ of scholarships 
awarded. 

Output 2: ___ of students 
graduated. 

Output 3: ___ of foreign scholar-
ships awarded. 

Output 4: 1 data tracking system 
for scholarships and FSM stu-
dents in post secondary institu-
tions 

Output 5: 1 policy review paper 
on scholarships and scholarship 
systems in the FSM 

Post secondary (COM-FSM) 

 

1.  6,190 students provided with 
higher education in academic, 
vocational and technical pro-
grams at the College of Micro-
nesia - FSM. 

1.1 The College will provide edu-
cational opportunity to all qualified 
students within the FSM. 
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1.2. 30% of 900 or 270 high 
school students who passed the 
COM-FSM Entrance Exam ad-
mitted at COM-FSM. 

2.1. 55% of 591 or 325 first year 
students continued in the second 
year (first year retention rate). 

 

2.2. 80% of 2,669 or 2,135  stu-
dents completed courses they 
enrolled in (average completion 
rate). 

 

2.3. 25% of 591 or 147 students 
who persist in any program after 
4 years (persistence rate). 

 

2.4. 27% of 2,669 or 720 stu-
dents will graduate from their 
majors. 

 

2.1 Students will be academically 
successful as measured by reten-
tion rates, completion rates, per-
sistence rates, and graduation 
rates by major College system-
wide 

 

  

3.1. 25% of 246 or 60 graduates 
will transfer to 4-year institutions. 

 

3. Students will demonstrate their 
readiness for further studies as 
measured by transfer rates to other 
educational institutions of higher 
learning. 

  

 



 

 

4.1. 25% of 246 or 60 graduates 
will gain employment after one 
year from graduation. 

 

4.1. 25% of 246 or 60 graduates will 
gain employment after one year 
from graduation. 

 

  

5.1. COM-FSM is duly accred-
ited by Western Association of 
Schools and Colleges (WASC).  

 

5.1. COM-FSM is duly accredited by 
Western Association of Schools and 
Colleges (WASC).  

 

  

 



 

PLENARY DISCUSSION 
Weldis Welle 

[Note: Beginning of presentation not transcribed due to recording errors.] 

…So the objectives have been included just for our internal use in the Education Sector.  You 
would also note that on the outcome measures that we have indicated, there is a quality ele-
ment right in there, which indicates our baseline data at a percentage level.  If we don’t im-
prove that percentage level, then we’re not doing a good job.  If we are only basing our work 
on outputs, we won’t be able to do that.  So that was the reason why we included objectives 
so that you can assist us in determining whether or not we’re performing at a level where we 
should be or not.   

So, our matrix development process for this Economic Summit.  When we met as a sector, 
there were certain presentations that we thought need to be presented in order to assist the 
sector participants understand where we were.  And based on the understanding of knowing 
where we were, discussions and deliberations will be meaningful and reasonable.   

We started by presenting the kind of tasks that we thought we should be engaged with.  The 
next presentation given during our meeting was the way we did our planning, budgeting and 
the revision of the Education Sector matrix that one of the workshops that we convened 
worked on.  We also had a presentation on additional issues for consideration as we had al-
ready had a draft matrix and those additional issues need to be incorporated into the draft ma-
trix. 

Another presentation was presented on student data, their performance on the National Stan-
dardized Test.  Mind you, National Standardized Test is our own test.  It was developed lo-
cally to measure our students in grades 6, 8 and 10 in mathematics and language.  As re-
quired by the Compact, next year we will be developing or making another component of the 
National Standardized Test on science.  And it will be administered next year once it is de-
veloped.   

We also had handouts given to all the participants.   

Continued from that, we had mixed working groups that we started out with when we broke 
into smaller groups.  States were asked to divide up their delegations so that in all the groups 
that we had there is a State representative in there.  After that, we had the report back on it, 
including the results that they would like to include in our draft strategic plan matrix for the 
Education Sector. 

Immediately after that we broke into States.  Each State delegation met to look at the matrix 
and see what issues or priorities they’d like to incorporate into the matrix.  Along with the 
State delegation groups, we had the FSM Division of Education and the College combined in 
another group.   

I have said this, but again it needs to be emphasized because this carries the weight of the 
work that we did.  We’re not longer concentrating on processes, we’re not concentrating on 
products based on the instructional services that we feel should be delivered to our children 
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in schools, early childhood education, elementary education, secondary education, students 
with special needs or special education, facilities construction and maintenance, boarding 
schools and feeding programs for those schools.   

We already have in place—and I’ve been promoting—a revised teacher certification system.  
And the purpose of that is to provide training and technical assistance in areas such as con-
tent, standards, curriculum and instruction material development.  There is an evaluation 
component of the teaching certification system that would be used in assessing the work that 
the certification system is trying to include.   

ALIK ALIK:  Mr. Weldis, I realize that some of the items—with all due respect, I realize that 
some of the items that you have mentioned are in the paper here.   

WELDIS WELLE:  Yes, exactly. 

ALIK ALIK:  So if you can be brief and summarize it so we can move on. 

WELDIS WELLE:  Okay, okay, I will do that.   

Workforce development and training skills, like I had alluded to earlier, is very important 
because that’s where skills training is involved.  Agriculture, fisheries hopefully, and we 
hope that the recommendations of Agriculture and Fisheries and Tourism will come to us.   

Scholarships.  As you know, scholarships are very important for the ongoing education of 
manpower development for our students as well as for the Nation.  For the National level, we 
have not been informed whether or not there’ll be scholarship money available as we have 
been administering for the past years.  But we also know that there is scholarship funding at 
the State level but has been placed in another sector, or other sectors not in Education.  
COM-FSM is also another area that we’d like to assist but due to lack of scholarship funding, 
we would like to bring this towards the conference to think about it deeply and perhaps con-
sider it. 

Key issues that we have in the matrix:  achievement level of students; teacher quality, as we 
expect to be measured by the teacher certification system; FSM languages, our languages—
not only English, but our languages as well; supplemental education grants; definition of 
Education Sector as a priority; National Department of Education and job creation as an eco-
nomic priority. 

I’ll touch base on student achievement as a basis of our outcome measures as measured by 
our National Standardized Test.  Teacher quality needs to be improved based on the required 
criteria that they need to meet that is put forth by the certification system.   

Local languages are important because nowadays, and for the past, English had been the lan-
guage of instruction.  And a lot of parents I know in the Nation always have this mentality, 
why local language when local language is not important for job security and stuff like that.  
But research had indicated very clearly that a student to be successful throughout his school-
ing years must master the important skills, cognitive skills in his own language in order to 
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transfer those into a second language or a third language.  So we feel that the local languages 
in the FSM are very vital in the educational process.   

Supplemental education grant.  I’ve already touched based on this.   

Definition of the Education Sector.  Two educators—education, of course, as emphasized in 
the 2nd Economic Summit, underpins economic growth and social development as a produc-
tive sector.  As a priority it needs adequate resources to ensure quality of teachers in the 
classrooms, sufficient materials, textbooks for students and good facilities that provide an 
appropriate learning environment. 

Two others.  Education is a priority because it has the biggest sum of money compared to the 
other sectors.  We need to think about that. 

Education to become a separate Department.  That’s what the sector, the group that was 
working on this report, recommends to the conference, that the Education Sector becomes a 
separate Department.  It will assist in effective planning, coordination and monitoring of pro-
gram activities in the sector.   

Education and Health are separate priorities in the amended Compact.  Education and Health 
are separate sectors in this conference.   

Enhancement of capacity and accountability and quality is very, very vital once Education 
becomes a separate Department.  The reason is there have been times that things, important 
things, don’t come back in time and, obviously, because as a division it needs to go through 
some steps in order to get to the top level.  If it is a Department, maybe things like this can be 
more expedient.   

We all believe in the fact that education is a real priority.  The request from the sector is that 
some fiscal policy be established in determining what goes where and what it should be used 
for.  In that way we feel that its creation is very vital.  We cannot send students away to 
school without preparing jobs, opportunities for them so that when they come back they enter 
into the field or the job that they were trained in.   

Greater collaborations and cooperation among the Education Sector is also important.  As we 
all know, human resource development is a major aspect of economic development.   

That’s all I have for you, ladies and gentlemen.  (Applause)   

ALIK ALIK:  Thank you very much, Weldis, and members of the committee.  We’re now 
open for questions. 

VICE PRESIDENT KILLION:  Can I open for questions, I can ask the first set of—just 
comments.  Again, I thank Deputy Secretary Neth and Weldis and all the directors of educa-
tion for the very elaborate report.  Based on the presentation, I guess, it shows that you’re all 
educators, very long speech.  And I hope it’s going to result in improvement of the quality of 
our education in the Nation.   
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Weldis, reading through your matrix, I hope you’re not just adopted U.S. federal grants only 
in education because some of these charters are based on federal grants, like affirmative ac-
tion for hiring and also there are some blank, you know, there are a lot of blanks, you know, 
like percentage in terms of the outputs or expected outcomes or outputs.  Are you deliber-
ately leaving those blanks to be filled in later or do you have any other explanation? 

WELDIS WELLE:  Thank you very much, Mr. Vice President.  The reason why those blanks 
are there is because we’re going to be using the results of the National Standardized Test for 
2003.  We have yet to get the analysis of the test results.  You would note also that in the ma-
trix it had indicated the more expedite way of distributing test results to the stakeholders.  We 
now have available to be distributed to the States what we call OMR scanners that can score, 
analyze test results, provide the report for anybody who would like to use it.  So once that 
comes in, the blanks will be filled.  Thank you. 

ALIK ALIK:  Thank you very much, Weldis.  Any other questions? 

LIEUTENANT GOVERNOR GERSON JACKSON: [transcription gap] …Are you saying 
that maybe Education should be separated from the Health, Departments of Health, Educa-
tion and what have you? 

WELDIS WELLE:  What we agreed to, that Education remains a sector but a different de-
partment at the National level.  It is not something that the Compact is presenting to us but 
based on the priorities of the Compact Education is a separate priority sector as well as 
Health.  So as I’ve said, in this conference, Education is a separate sector from Health in 
working on the matrix and presentation.  So that’s just what I was saying. 

LIEUTENANT GOVERNOR GERMAN JACKSON:  So you are promoting this separation.  
If it is implemented, do you foresee any increase in budget funding of the two separate de-
partments? 

WELDIS WELLE:  If there will be, Mr. Lieutenant Governor, it will be very, very minor.  It 
won’t be major.  It won’t be substantial at all.   

LIEUTENANT GOVERNOR GERSON JACKSON:  One more for one minute, not more 
than one minute.  Can you explain to us how you plan to implement the cash-out, the SEG?   

WELDIS WELLE:  Thank you very much.  The supplemental education grant as a late addi-
tion to the amended Compact was worked on quite diligently.  As soon as we got the word 
that there is going to be a supplemental education grant, as I had mentioned, we called it to 
the attention of the FSM Association of Chief State School Officers and when they met they 
continued to emphasize that the FSM needs to maintain direct eligibility for federal grants, 
not to go into cash-out.  At that time we were not sure of how flexible the cash-out would be.  
So based on that recommendation, I guess, when it came back it became a supplemental edu-
cation grant, which indicates that the funds for the supplemental education grants will not be 
used for supplanting but for supplement.   

Now, we have already had some National meetings and we have identified certain things that 
we’d like to implement.  Number one, establishment of transition teams at both State and Na-
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tional levels.  We already have that right now.  Along with the establishment of the National 
teams, National transition teams and also at the State level, we have already identified tasks 
that they need to do.  Because we need to have a transition plan for the supplemental educa-
tion grants by June 30 so that we can start implementing the transition period from that time 
onward. 

Along with that, we are also looking forward to development of a common application for-
mat that would be used as we are looking forward to a program approach that individual pro-
grammers under the SEG will have to file an application in order to get funding.   

We are also looking forward to revision of the U.S. federal grants regulations and guidelines 
in order to meet the needs of the FSM.  And that’s strictly adopted what the U.S. had been 
giving us to use for the past years. 

We are also in the process of establishing an accountability system based on what people said 
in the conference that we had for SEG planning, what works and what does not work and 
why.  And that would be our accountability system.  Once we get it in place it would be our 
accountability system. 

So these are the steps that we’re taking.  Some have been done and we’re also looking for-
ward to moving into getting others done as well.   

I hope I have responded to your concern, Mr.  Lieutenant Governor. 

ALIK ALIK:  Thank you, Weldis.  If I could give it to the back there. 

[UNIDENTIFIED SPEAKER]:  Correct me if I’m wrong.  Looking at the matrix in front of 
us, I see no mention of the private schools and I wonder if they’re included in this and if they 
were invited to be part of this Summit.   

Historically, we know that the private schools have produced some very good students and 
perhaps we could learn from them to see the system that they’re using that is working.  So, 
does this refer to the private schools as well? 

WELDIS WELLE:  Thank you for noticing that and you would also note that there is no 
mention of public schools.  It is in our minds that it’s a full inclusion instructional program.   

CHIEF JUSTICE YOSIWO GEORGE:  Thank you, Weldis, for the excellent presentation.  
Reading the first strategic goal to improve the quality of instruction services.  I assume this is 
what has been done over many years now to improve instructional quality.  Perhaps it will be 
more meaningful for us to know in our efforts where are we today and how are we going to 
go forward from here on.   

In following through to the outcome measures, you will have to excuse my ignorance, but I 
don’t quite understand about the standard test or whatever you use to measure the achieve-
ment of the students.  But the impression it gave me is that we’re not doing very well that and 
we hope in three years to raise the competency of our students up, hopefully, by 43 percent.  
But if we know where our priorities are, that could be more meaningful to understand we’re 
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at this point and we’re trying to get there.  It does not tell us whether it is satisfactory also or 
not.   

The third concern I see in this is that in reading this it appears that we sill have unqualified 
teachers teaching our students.  And one of our hopes is to get all teachers certified as quali-
fied teachers. 

And the last one is on post-secondary education.  Over the past many years, the five govern-
ments have expended quite an amount of money to support post-secondary programs.  Have 
we been successful?  If not, how can we be successful?  What can be done to improve that?  
Thank you. 

WELDIS WELLE:  Thank you very much, Mr. Chief Justice.  All those are very important 
comments and I’m sure our rapporteur here has taken notes of them and we will try to incor-
porate them into our matrix. 

But before we could do that, perhaps I could explain it so that it can clarify the misunder-
standing that may exist among the thinking of the audience.  And that is, looking at the out-
come measures that we have included in our matrix, it does not mean that the 40 percent 
there says 40 percent of that class passed.  No, it indicates—if you would read it carefully—
40 percent of the items of the test, correct, the correct percentage of test items.  That’s what 
we indicated.  We doesn’t mean percentage of students who passed the test.   

CHIEF JUSTICE YOSIWO GEORGE:  It is relevant even if that’s what it indicates.  Are the 
students expected to have 100 percent correct?  And if we’re shooting at them able to cor-
rectly answer those tests in three years by 43 percent, is that satisfactory?  Is that okay?  I’m 
asking you as an educator to tell me. 

WELDIS WELLE :  Thank you.  I’ll share what I can and I’ll ask my good directors here to 
assist as well.  The concern is very well taken.  It has been an issue that we have struggled 
with all along because the test results as we expected didn’t come out the way we wanted 
them to be.  It keeps on fluctuating at the lower level of the scores that we’d like to see.  So 
because of that, in the meetings that we had with the States and, of course, endorsed by the 
FACSSO, that we need to see what may be wrong with the teaching quality.  Is it that the 
students are not learning or is it that the teachers are not delivering as they should?  For your 
information, we have developed a test to be given to teachers that we have started doing not 
to kick them out of their job but to profile their capacities so that we can provide appropriate 
training to them.   

Mind you, we already have in place training modules to assist teachers once they are identi-
fied as needing assistance.  So, that way we feel that it will assist in improving the scores. 

Any comments from the directors?  Director Robert? 

HENRY ROBERT:  Thank you, Chief Justice.  We’re not going to argue with you.  What 
you’re telling us is these are facts.  As we can see up here, the Next 20 years: Achieving 
Economic Growth and Self-Reliance.  Definitely we have weak teachers in our system. We 
have quality teachers, we have average teachers and, of course, we have weak teachers.  But 
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first, I am quite sure that you heard about the certification that became effective as of January 
of this year.  And it will continue for the duration of three years.  Now with that we have to 
test the teachers also.  We’re not just going to test the students.   

First, we must have quality teachers in place.  And we have to do a lot of things, important 
components in ensuring that the transformation plan is carried out.  And we’re envisioning 
that these students, the scores will be increased, based on the measures, checkpoints, tests, as 
well as other measures that will be implemented or in place.  Thank you. 

ALIK ALIK:  The one by the door there. 

ROBERT SPEGAL:  I’ve taught in the school system here and I’ve visited many schools 
over the last 25 years.  These grades here would be failing in most places, 43, 54, 46, 55, 62 
and 60.  Those aren’t very good grades.  And if this is on the test that we’re developing, then 
either something is not good with the test or something’s not right with the students.   

The other issue that I see here is on the bottom of page 4 and it talks about increasing per-
centages of attendance to 90 percent, and it mentions incentives.  To me I think attendance is 
a very important thing.  Education happens in the classroom where the teacher and the stu-
dents are both there at the same time.  It doesn’t happen at a workshop or someplace else.  It 
happens in the classroom.  And if those two components, the teachers and the students, aren’t 
there, that’s the reason we have poor schools and poor and test scores.  I’m wondering where 
the 90 percent comes from and if teachers need an incentive to be in the classroom.  I thought 
the salary was the incentive.  And do students need incentives.  I thought education was the 
incentive.  I think we need to address the issue of attendance in a much stronger way.  Thank 
you. 

ALIK ALIK:  If we can give the mike to the gentleman by the back. 

WELDIS WELLE:  Thank you, Bob.  I think your comments are well-taken.  We will try to 
incorporate that into our matrix.   

[UNIDENTIFIED SPEAKER]:  Hello.  Thank you, Chairman.  Just I do have a little concern 
because I’m so interested in the early childhood development.  In terms of the matrix that’s 
before us, I see there are six performance measures.  The three of the—on the second page.  
The first three have to do with measuring the mathematic components and the second three 
measures have to do with measuring the language arts.   

This matrix is telling me that FSM has only two standardized tests and I am concerned be-
cause basic skills is what I’m very interested in.  We know that the early childhood is what 
will lead the child in terms of the education.  And I kind of wonder whether these measures, 
why is it—because I’m also looking at the mathematics as also language—the only differ-
ence is written in numbers—why is it that—is that a test on language that has components of 
basic reading and writing skills in English?  That’s my question.  That’s where I’m looking 
at.  If it is, then I’m satisfied with it. 

WELDIS WELLE:  Thank you.  For your satisfaction, you have said it.  Yes, reading, writ-
ing and listening comprehension.  All those three are incorporated into the language test. 
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PODIS PEDRUS:  Thank you.  I would like to address the fourth strategic goal that has to do 
with post-secondary.  I think in the last FSM Economic Summits we have been talking about 
education underpins all development.  And I don’t see that here.  Because at the college level 
we are trying to address the manpower needs of the Nation and, for example, the teachers, 
the elementary school teachers especially, are trained at the College but we don’t have it 
here.  The nurses—we need the nurses—there’s a need in Pohnpei State and we’ve been talk-
ing about it.  That’s the kind of thing that—those are big areas in our manpower to be ad-
dressed and I thought that education would also address like agriculture and other sectors of 
this Summit.  But I don’t see it here.  I feel that education should encompass all these areas 
and expand on the needs.  There is a mention of a Nation’s needs, but what are they?  I think 
that we should at least have some priorities in what we are talking about.  We have limited 
resources.  I know that we want to be general but we should also be specific in areas that we 
need to concentrate on.  Thank you very much. 

WELDIS WELLE:  In the area of priority, education has priority.  That’s the first statement.  
That was the first statement I made, that education underpins economic growth and social 
development.  So I also addressed it as the 2nd Economic Summit’s priority or mechanism 
that they stress for education. 

As for agriculture, fisheries and tourism and so forth, it is inherent in the vocational skill and 
training development that I have touched on.  It is not specifically mentioned here.  As you 
know, all these sectors have their chance to express their priorities but, again, these are cross-
cutting issues and education is part of that.  And it is only inherent but it would be developed.   

I also mentioned earlier that in the elementary and secondary schools we have agriculture, 
very little of fisheries that I know of, but hopefully the College will be developing training 
modules or training programs to assist in enhancing or creating those areas that we have very 
little of in existence. 

ALIK ALIK:  Thank you.  If we can have two more questions, then we go for a break. 

JOHN MANGEFEL:  Chairman, I apologize that I seem to be dominating this meeting and I 
certainly don’t want to do that.  But I have one question, but in order to answer that question 
I’m going to go around and around about in asking the question.  The question I have to ask, 
I have to do some illustration here and then I’ll ask my question. 

If in your jail that is in town and looking at the audience here you will not notice two faces 
that are exactly alike.  You see different faces.  And what I’m trying to say here is I really 
don’t have one strong feeling one way or the other about the education here in the FSM be-
cause I simply do not understand.  I do know though that we feel that education is a very, 
very important area for us to develop.  It is developing our future leaders and our future 
country.  And it’s a very difficult question.  Like I said, we each have a different way that his 
brain or her brain is working.  So when it comes to the children, then you have a bunch of 
kids and you look at them and you see their face is different.  And that’s difficult for the 
teacher to place or to find a common ground where you can really teach those children.  They 
are different.  And saying all that, my question is, if that’s the case, then how come our edu-
cation and the teachers are in the low, lower pay scale in our States?  How come?  If they do 
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a very important work in developing and shaping this Nation for the future, how come they 
get very low salary?  Thank you very much, Chairman.  (Applause) 

ALIK ALIK:  Thank you, Mr. John Mangefel.  We will wrap up with one question. 

LAM DANG:  Strategic Goal 2, which is to improve the quality of education services and 
programs.  And one of the activities was to provide training and technical assistance and it 
says here, “Judicial education and training will be provided under the amended Compact 
through a special grant.”  Does the Department of Education want to get into the business of 
training judges?  That’s a question. 

WELDIS WELLE:  That’s a very good question.  Anybody would like to respond to that?  
Deputy. 

DEPUTY SECRETARY MIDION NETH:  Thank you.  With that statement in the matrix, I 
just wanted to make sure that I follow and do what Chief Justice Andon Amaraich told me 
yesterday, that the court will provide some education and training for its employees.  So I 
made sure that that is included in there.  But we’re not, of course, providing training for all 
areas or all fields but this is what was asked by the Chief Justice to mention.  So I thought 
that mentioning or —you know, putting it in this matrix will do some informative and dis-
semination to everybody.  And that’s another incentive for the employees at the court. 

ALIK ALIK:  Thank you.. 

[UNIDENTIFIED SPEAKER]:  Thank you, Co-Chair.  I’d like to ask a question with regards 
to the object of Goal 1.  Before I ask that question, I’d like to thank the Director of Education 
for wanting to divorce from the Health Department.  In objective C, in 2007 1,000 students 
will graduate from elementary school.  

As we understand, the elementary school is compulsory.  Also the birth rate of the FSM at 
the moment is 2.5 which means you have our population increased by 2,000 children per 
year.  And here you’re objective is for 1,000 students.  Can you explain what will happen to 
the rest?  Thank you. 

WELDIS WELLE:  If I can clarify something.  If you recall, during my presentation I made a 
point that objectives are included just for our internal use.  But I’m glad you brought up that 
question.  If you would note after each number there is a “P”, there is a “C”, there is a “Y” 
and there is a “K”.  Those initials represent the States.  So perhaps I should ask the good di-
rector from Chuuk State if he could make some comments and respond to that. 

KANGICHY WELLE:  Thank you.  I guess that’s part of the challenge that we face in edu-
cation.  We start out with 2,000 kids in first grade for 12 years and for each succeeding that 
beginning of early childhood, first grade, you have that number of students to complete.  And 
without knowing exactly how many students will complete, I think we’re getting a baseline 
data right there, just like the test.  Over the many years you have to establish a baseline data 
in order to have a solid figure to deal with.  Of course, in Chuuk you have approximately 
2,000 kids that you have to enroll and respond to on a yearly basis.  It shows you that the 
greatest challenge here you dealing with problems of facilities, problems of land, problems of 
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personnel.  All of these I think the FACSSO has dealt with and recognized as part of our 
challenges.  How are we going to respond effectively given the next 20 years’ resources that 
are dwindling?  I don’t know if I answered the question but basically that’s what we have.   

And I’d like to also, while I’m here, continue to say that our National efforts through the 
FACSSO and the Division of Education collectively are going to—with the question of how 
we’re going to deal with improving our school system throughout the Nation.  With those 
figures incrementally, try to keep a tap on—that   annual increase is based on the capability 
of our teachers who will be available still given to out certification requirements.  And all the 
areas we want to improve the quality, for example, in facilities and we cannot have the facili-
ties without having the land so we need to also be very mind about how we’re going to con-
tinue to have land for the public sector.  I make note of what Agriculture also noted so as us 
in Education, that land is very important for us to have school facilities.  And so whatever the 
situation is, we need to have good, quality facilities, good, quality roads, good, quality water 
for the school systems and good, quality teachers.  And above all, we need to have good in-
centive in order to keep on attracting the teachers to stay and teach in their island schools and 
attract students from universities graduating to come and work in our schools.   

And, of course, we have learned from our good wise man, Governor John, that we have to 
learn more to earn more.  And we have to learn more to live more.   So it puts together the 
combination of to learn more to live better.  So I think that’s really what we’re trying to do. 

What should we do?  Education cannot do it alone.  I think what we tried to do here is to 
bring this, again, the question, how can we sustain the teaching of these more than 2,000 
children that come into first grade each year so that they stick around in our schools instead 
of following mom and pop who are flying away to Guam, Saipan and Hawaii to find better-
paying jobs.  So, again, it’s kind of a chicken and egg situation here.  We want to make sure 
we are in control of that.  Thank you.   

ALIK ALIK:  Thank you very much.  That concludes our discussion on this sector.  If you 
can please bear with us for a little bit of time to find out whether we should continue and 
tackle another sector before we leave.   

[UNIDENTIFIED SPEAKER]:  Thank you, Co-Chairs.  I’d like to make the final statement 
to the conference requesting the conference to allow some time for the Education Sector, as I 
have indicated that we would like to incorporate the quality comments that were made during 
the presentation, so if some time can be allowed for us so that we can incorporate those com-
ments into our matrix and then bring it back.  But adopting it is not problem.  We can always 
shape it up later. 

I’d like to give this podium to Director Robert.  He’d like to make the concluding statement.   

HENRY ROBERT:  I just want to make our final comment regarding our presentation today.  
What we have today is just a general outline of the matrix policy for the Federation.  The de-
tails and specifics will be at the State level.  I think all of us understand that the minimum 
requirement is set by the National Government while the standards in each of the States can 
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always hop over the bar in each of the States.  Again, thank you.  Thank you very much.  
(Applause) 

ALIK ALIK:  Thank you very much.  On behalf of the participants, I’d like to thank the 
committee for their presentation.  I also understand there will be some people leaving tomor-
row.  If we can have a five-minute break and then come back and handle the Health Sector.   

PATRICK MACKENZIE:  Well, I think we’ll let those come in later but I have one an-
nouncement to make.  We need a representative from each of the delegations for the commu-
niqué drafting committee.  So if you would designate that person or persons, it can be one or 
two, we will meet after the last session.  So stick around and please don’t leave.  We need to 
meet after this.  So, may I turn it over to the co-chairs. 

VICE PRESIDENT KILLION:  We can now start.  But for planning purposes we will just 
take up one more committee report.  That is the sector on Health and then we adjourn for the 
evening.  And we should try to finish by 6:00 o’clock so that we can go home and rest.  It’s 
been a long day.  And then reconvene tomorrow at 8:30 to finish up the remaining three sec-
toral committees, Public Sector, Private Sector and the Special Committee on Infrastructure.  
After which, we’ll have a wrap-up session or the closing ceremony.  All that by noon tomor-
row. 

Before we call the chairman of the Health Sector, I would like to turn over the floor to Chief 
Justice Amaraich for some short or last comments. 

CHIEF JUSTICE ANDON AMARAICH:  I don’t promise this to be the last time but I need 
to defend myself after being mentioned by the last group by that insertion in the report with 
reference to judicial education and training. 

First, I want to confess that I did ask the good Deputy Secretary to make sure that there is a 
reference to it beside having written it into this government.  But the purpose of that is to 
identify and remind ourselves of the fact that for a  number of years the education department 
through the College and the courts have been working together on a program of trial coun-
selors training that we’ve been doing together.  And the reference to training for judicial per-
sonnel in the report is the basis.  I mean, that’s why it has to be mentioned because we intend 
to continue that during the coming years.  And maybe in a more extensive way.  I don’t know 
where the money’s coming from but if it is true that it is coming from the Compact, that’s 
even better.   

But I want you to understand that that’s the background.  It’s not something new.  It’s some-
thing that we have been doing for the last four years, I think, through Education and the Col-
lege of Micronesia, training current workers in the trial assistant program for this country.  
And it has been very successful and I don’t think you want us to discontinue it.   

So that’s the background and will you excuse me because I don’t know the procedures.  I did 
ask the Deputy Secretary to put it in writing and thank you, Mr. Secretary, and thank all of 
you.  I’ll shut up.  (Applause) 

VICE PRESIDENT KILLION:  Thank you, Chief Justice.  That is a good point, well-taken. 

 



 

Environment Committee Report 
PLENARY DISCUSSION 

Joseph Konno 
May I ask the heads of members from each State on the Environment Sector Working Group 
to please step forward.  I’ll need your help during the presentation, plus our resource people, 
Bill Raynor and the SPREP resource person and my co-chair and rapporteur.  Please step 
forward.   

Before I start the presentation, I would like to express our appreciation to the leadership of 
this Nation, the two-chairs, for giving us the opportunity to co-chair your Committee on En-
vironment.  On behalf of my co-chair and the members of the committee, we express our sin-
cere appreciation.  We also want to thank members of my group. They did all the work.  
That’s why we were able to finish the work of your committee.  Given the 15-minute limit on 
the presentation I’ll try to be brief to stay within that timeframe. 

The structure of the presentation will be looking at a bit of history of environment and then 
looking at some accomplishments we have done since the last Summit in 1999 and then get 
into the matrix which is really the road map for this Nation up to 20 years from now. 

The cooking pot you see on the screen represents pretty much what development is supposed 
to be all about.  It’s supposed to be a balanced development.  It’s supposed to take three pil-
lars to have a balanced development.  It’s supposed to take social, economic and environ-
ment.  Unfortunately, since TTPI it’s been just social and economic.  The other post repre-
senting environment was missing.  Until 1979 and 1999 we started work to include and to 
build the post called environment in the whole equation of development.  We’re getting there 
but, again, the picture is supposed to show that the third post is still shorter than the two posts 
and that’s the post for environment.  So we still have a long way to build  

environment to catch up with social development and economic development.   

And we hope to accomplish that from now until the next 20 years. 

Having said that, I hope the Secretarial has also passed out some accomplishments that we’ve 
done under the environment sector since 1999 during the Summit that we charted the course 
of this Nation at Misko Beach.  If they have not passed them out, I just want to highlight a 
few things that the environment has set out to do and has accomplished.  And we also failed 
to accomplish a lot of activities that we had set out to do. 

I’m glad to report that: 

 We have increased our protected areas, either terrestrial or marine, from, if I’m not 
mistaken, from 13 or 15 to about 30.  That’s about a 100 percent increase; 

 We have managed to get rid a lot of the pollutants, especially pesticides and danger-
ous chemicals from our Nation with the help of our neighbors like the U.S.  We have 
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shipped out a lot of those hazardous materials that have been sitting in our Nation 
since the Trust Territory era.   

 We have mapped out areas that designated its belief or important to conserve.  And 
that’s what they call the eco-regional mapping.  We will have copies available.  I 
think we have copies available already of the scientific work that has mapped out and 
identified areas in our Nation that are important biologically to conserve. 

 We have set up a financial mechanism, a sustainable financial mechanism, as was one 
of the missions or one of the goals in the 2nd FSM Economic Summit.  Now we have 
what they call the Micronesian Conservation Trust that will hopefully generate fund-
ing to help our mission to protect and to conserve more resources in this Nation.   

I believe in the matrix it’s called for 25 percent of the cost of protecting the resources of this 
Nation would be covered under the MCT.  We’ll see that 20 years from now if we can do it. 

So those are the accomplishments we have done, ladies and gentlemen.  And as I said, we 
still have a long way to go. 

So now that we sit here in this arena and try to map out what are the actions, what are the ac-
tivities, what are the outputs that we’re going to do for the next 20 years, next five years, next 
four years, that will steer our Nation to a sustainable economy, a better way of living.  How 
are we going to do that? 

I think it takes a dream, it takes a vision for us to set.  We cannot just say we’re going to de-
velop.  We have to develop to a level we want to develop.  I think we heard some profes-
sional presentations but it is up to us to determine our future.  What is the vision we have for 
our islands?  This set the stage for the presentation of the matrix for the environment sector.   

Before I get into it, I would like to ask the participants and everybody here to sit back, relax 
for one minute—relax for one minute, you’re not relaxing—relax for one minute.  Close your 
eyes, close your eyes and dream of what you want to see this Nation to be like, all islands 20 
years from now.  What do you really want our Nation to look like?  Is it going to be a Marine 
Drive in Agana, Guam with traffic, massage parlors, accidents, crimes?  Or is it going to be a 
small island where you don’t have to import rice, where you can practically talk to the fish 
and the turtle will climb up and you massage their backs and say, hello, good morning?   

We have to set the vision.  Sometimes we’re so anxious to develop but we don’t know what 
we want to develop.  I know what I want.  Maybe it’s different from what the Vice President 
or President want.  I don’t want to go down in Weno and spend an hour on the main road in 
traffic jam.  That gives me high blood pressure, I lose more hair and you name it.  I don’t like 
that kind of vision.   

The presentation on the matrix now will paint a picture of the kind of future we would like to 
see in environment.  And I can guarantee you it’s the same kind of future you want to see, 
especially in gender, especially the businesspeople, they want a clean environment, espe-
cially the politicians.  They want nice, clean islands.  I think we owe it to the future genera-
tions.   
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Ladies and gentlemen, let’s get into the matrix.  I assume you all have copies of the matrix.  
If not, we’ll have to stop.  I want to make sure you have copies of the matrix.  That’s the ma-
trix on environment.  Since I have only 15 minutes, we’re going to run through the goals, go 
through the strategic goals, which there are nine of them and hit some of the outcomes.  
We’re not going to get down to activities and outputs because we don’t have the time. 

Now, the mission statement you can read in the matrix.  It’s pretty straightforward.  The top 
part is the most important part.  The second part is the supporting part.  And this is in line 
with the Environment Sector in the amended Compact.   

Strategic Goal 1 on the Environment Sector is to mainstream environmental consideration, 
including climate change, in the National policies and planning as well as in all the economic 
development activities.  So we want to be partners with all the planning, all the development 
planning, because development actually requires the natural resources.  You cannot just de-
velopment without affecting the natural resources.  And there are a lot of factors that include 
in our development.  And we show a picture of a typhoon.  We can develop today and then 
we get wiped out tomorrow, all the development is gone.  So that’s a huge typhoon.  I think 
we should factor it into our development.  And we do factor it in in the Environment Sector. 

In terms of the strategic goal outcomes, the wording might not be exactly the  

wording in the matrix.  I’ve summarized them to make them shorter, trying to keep it the 
same idea.  So what you see on the screen might not be exactly the same wording of what 
you have in the matrix.  The official one is in the matrix.   

This is my version, just trying to make it short and brief.  I’m not going to read all of them 
since if I do we’re going to run out of time.   

Strategic Goal 2 is to improve and enhance the human environment.  And  

that pretty much deals with solid waste management, hazardous waste management and all 
that.  That would be shown in the outcomes.  But believe it or not, that’s the kind of human 
environment we’re having now.  Our islands are full of garbage.  And not just regular gar-
bage but hazardous garbage.  Even leftover since TTPI left. 

Again, I just summarize the kind of outcomes we would like to see as stated in goal 2.  

Strategic Goal 3 is to reduce energy, reduce the use of energy of fossil fuel and increase the 
use of renewable energy.  What we’re showing here is transformers that were used to run our 
power generation, power lines, in one of the islands that contain PCB, which is a chemical 
that causes cancer.  We have those on the islands.  That’s a result of using fossil fuel energy.  
We’re emphasizing the use of renewable energy. 

Those are the kind of outcomes we would like to see in the area of energy, decrease the use 
of petroleum fuels, increase the use of renewable energy, improve energy efficiency, main-
tain our improved FSM greenhouse gas.  Now that means we maintain our coral reefs and 
our forests to absorb carbon dioxide, which is a greenhouse gas.  John Mooteb will explain 
that more as he’s the expert in climate change. 
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Strategic Goal 4 is to enhance the benefits of sustainable use of the FSM genetic resources 
and ensure benefits derived are equally shared amongst the stakeholders.   

The kind of outcomes we would like to see include all of those, in summary. 

Strategic Goal 5 is to manage and protect the Nation’s natural environment. 

And the kind of outcomes we would like to see include the following.   

Strategic Goal 6.  Another important goal is to improve awareness of our citizens, improve 
education and involvement of our citizens in the overall process of development on all of the 
above.  That shows the picture of the Yapese outer islands meeting in a canoe house and con-
templating on some very important issues.  So that’s public awareness and interaction.   

So those are the kind of goals and outcomes we would like to see under that strategic goal. 

Charles Chieng did a good one on this. 

Strategic Goal 7 deals with the protection of our islands from the introduction of alien inva-
sive species.  That deals with people at the airport at Quarantine but also equally important is 
the transport of invasive species between islands.  The picture shows—I think that’s the for-
mer Lieutenant Governor of somewhere pointing to a worm attacking taro in the outer islands 
of Yap.   

So that’s the outcomes we would like to see within that goal. 

Strategic Goal 8 is the creation of sustaining financing mechanisms to support environmental 
activities.  And the picture shows if we can get Yapese stone money, which are sustainable 
and they’ll be there all the time, I think we’ll be much in a better shape instead of investing 
our money in banks and, you know, the market crash and then we lose our money.  So the 
Yapese stone money to us is the most sustainable financing scheme.  Unfortunately, I don’t 
think it has any value in the international market.   

Those are the kind of outcomes we would like to see.  Very ambitious.  We’d like to see the 
established Micronesian Conservation Trust go to $20 million with $1 million going in to 
support projects in the communities in our Nation.   

Strategic Goal 9 is to enhance and employ in-country people to do the technical work.  What 
shows there is the oil spill in Yap where the local people did the response on that.  So we 
want to increase our local capacity to do the work and decrease the number of experts from 
outside which tend to be very expensive.   

And those are the kind of outcomes that we would like to see within those kind of time-
frames.   

Those are the nine strategic goals that we have.  But as I mentioned to Kevin and the Vice 
President during our get-together at Sei Restaurant, with all these ambitious goals and out-
comes, the Environment Sector is actually a cross-sectoral issue.  We cannot do it without the 
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support of all the other sectors.  It takes all the sectors to dance the same dance and sing the 
same song to get to where we want to get to.   

Let me give you a good example.  I was called to sit in on the Infrastructure meeting yester-
day with Senator Akilino chairing.  I was amazed that on one hand we were planning all 
these improvements in solid waste management and all these issues while the Infrastructure 
Sector is totally on a different frequency.  I think it’s time we pare those and make sure they 
synchronize and we talk together. 

This is the whole essence of the pot.  That we have the three legs of the pot.  If one of the 
three legs is shorter or is not there, whether it’s the first leg, the second leg or the third leg, 
we’re not going to be balanced.  So I call upon the sectors, wherever you see environment in 
your sector, put it as a priority.   

With that, I conclude the presentation.  Thank you.  (Applause) 

VICE PRESIDENT KILLION:  Thank you very much, Chairman.  I wish to again thank Joe 
and the other co-chair and the members of the Committee on Environment for an excellent 
presentation.  Now it is time for questions based on the oral presentation and on the written 
report that they have presented.   

EPEL ILON:  Thank you, Mr. Vice President and the co-chair of the Environment Commit-
tee.  I have quickly tried to understand what’s in these many pages and in general I would say 
they look pretty good.  I commend the committee for coming up with some comprehensive 
strategic goals recommended for the Nation.   

Perhaps in the style or format in the matrix, starting with the mission statement, if the com-
mittee can go back and refine that to make it a statement and not a paragraph.   

And the first comment I have on strategic goals is on the first one.  On the mainstreaming of 
environmental considerations.  Just one comment that when you say, “including climate 
change into National policy and planning.”  I wonder if you could make that change to “gov-
ernmental policy and planning” because we’re not talking about National only.  And I be-
lieve the Environment Sector Committee would agree that environment is not just a National 
concern.  It is a concern for all the levels of government and so maybe that strategic goal 
could be amended to indicate “governmental policies and planning.”   

And the next comment I have, Committee Chairman, is on Strategic Goal 3.  And I think you 
mentioned it in your report, your presentation.  It says here, “Reduce energy use”.  I think 
we’re going to need energy no matter what.  What you have in mind, and I think what your 
intent is fossil fuel, as you already mentioned.  So maybe that can be clarified further.   

And as I said, because this is a voluminous paper, we cannot really deal with outcomes and 
activities and give it fair treatment.  I can only say that overall I think it’s a commendable job 
and I applaud the committee for their fine job.  Thank you. 

VICE PRESIDENT KILLION:  Thank you very much, Epel.  Before we can proceed, 
maybe, Joe, do you have any response to those comments that Epel made?  One, with regard 
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to goal 1 and the other one is goal 3.  Goal 1, regarding the use of the word “National” should 
be replaced, changed to “governmental”.  Of course, the other one regarding use of energy, 
goal 3. 

JOSEPH KONNO:  Thank you, Vice President.  Not much comments on it, just we got ad-
vice from SPREP for the use of words because of our obligations under international treaties 
for sustainable development plans and all that.  So that’s something we’ll clean up the text 
with.  I agree with you on the energy part.  But I think that’s just to insert some words.  So, 
thanks to Epel for the comments.  We’re taking notes on those to clean up the text.  Thank 
you. 

KIKUO APIS:  Thank you, Chairman.  I have just one comment.  When they talk about Na-
tional Government and State, I think there is something that needed to be done about uniform 
standards, something that if National has to participate setting up criteria or something for 
uniform standards.   

Let me just use some examples.  Like setting up the standard for water.  If we want to it can 
be all uniform and it should be done at the level where everybody should have the same stan-
dards.   

2.6.2, another point on page 10, it says, “All abandoned vehicles” and my attention was at-
tracted to this because I think this is very important.  If there is either a uniform law at the 
National Government or each of the States to set up a law to place a fee on all abandoned ve-
hicles.  I mean, when you buy the vehicle, let’s say you are charged additional $50 on top of 
that.  I think when the car is no longer serviceable and you want to get rid of it, if you don’t 
bring it to the garbage dump or somebody else brings it, that $50 that you put in there ini-
tially will go to the person who gets rid of it.  Some way, you know, that money you paid to 
the guy you bought the car from, if he takes the car to the garbage.  Or if he doesn’t, and 
government or a private company that takes that abandoned vehicle to the garbage should be 
given that $50 for his service of getting rid of that.  This is only a suggestion.  Thank you. 

VICE PRESIDENT KILLION:  The suggestion is taken.  Thank you very much, Kikuo. 

LAM DANG:  Thank you.  I have just a general question and I may repeat the question to 
every single group that’s going to make a presentation.  But, first of all, coming from 
Pohnpei State who has the highest Environmental Sector grant from all the governments in 
the FSM, I compliment the Environmental Group for this very beautiful matrix.  But has 
anyone looked at the cost of what it takes to do all of this?  And I’m saying that because 
given the amended Compact’s priorities are health, education and infrastructure, a matrix is 
supposed to be a working plan and not really a wish list, is this thing feasible?  I see, for ex-
ample, in some of the outputs here that you’re going to require geographic information sys-
tems in each of the governments.  Now a geographic information system will take up the en-
tire budget of EPA for a single year to install one.   

Also, there are requirements by 2005 and on that 100 percent of new construction will be en-
ergy-efficient.  Now we all know that the construction that we have here, which is the con-
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crete cinderblock, is not energy-efficient.  Is this thing something that can be achievable?  
Thank you. 

VICE PRESIDENT KILLION:  Thank you, Lam.  Joe, do you have any reaction, response? 

JOSEPH KONNO:  Thank you, Mr. Dang, for your comments.  We took note on it.  In terms 
of if somebody has assessed the total cost of the matrix, yes, but on the other side of the coin 
how much would it cost if we don’t preserve, if we don’t control the exploitation of all these 
resources?  We tend to put cost, you know, dollar signs, but how much it costs the forest.  Do 
we really know?  So I think we need to look at it both sides.  So let’s not just get caught up 
on the dollar signs.  We have to be mindful of what’s the actual value of our resources. 

Secondly, that’s why the Environment Sector’s write-up is not the intent to tap only Compact 
funds.  The intent is to look outside of the Compact funding.  And that’s why we put so much 
emphasis on our own sustainable financial mechanisms.  Because we know we’re not going 
to have enough.  We know we’re going to fight with the other sectors.  We know the Envi-
ronment Sector is always the bottom one on the list.  So we need your help.  And we need 
you to be mindful that whatever you destroy has a cost.  But we don’t have somebody who 
already calculated a spreadsheet that will give us if it’s $2 billion or $3 trillion that it will 
cost, unless I’m mistaken.  But those figures were not given to me. 

Let me just clarify on the GIS that Lam has alluded to.  Some of the GIS programs are really 
funded by DOI and some other donor agencies like SOPAC.  So most of the States are at 
stage one now and have the hardware and the software.  We’re undergoing training from a 
package from OMIP with the Palau College.  So it’s not going to be a tremendous cost.  I 
know Pohnpei State is ahead of all the States.  They already have the system in place.   

CHIEF JUSTICE YOSIWO GEORGE:  Thank you, Co-Chairman.  Thank you, Joe, for your 
excellent presentation.  I think the committee should be commended for their excellent work. 

My question is very short and it’s on Strategic Goal 6.  I think we all agree that conservation, 
yes, is important but I was thinking it may have been covered somewhere else.  But I wonder 
if we can expand that after the word “conserving” to insert the words “and managing”, “con-
serving and managing their country’s natural resources.”  Thank you. 

VICE PRESIDENT KILLION:  I guess that’s all right, Joe? 

JOSEPH KONNO:  I’ve just consulted with my expert.  The group has no problem with it.  I 
don’t know how we do changes on this.  I think the co-chairs will take note what changes we 
make on the floor and then that will be the official change of this.  But we have no problem 
with changing from “conserving” to “and managing”.  Thank you. 

VICE PRESIDENT KILLION:  All right, it’s been noted.  After “conserving” insert “and 
managing” on Strategic Goal 6. 

LIEUTENANT GOVERNOR GERSON JACKSON:  I also think that the co-chairs of the 
committee should be commended along with the rest of the membership.   
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I have two somewhat general comments here.  The first one has to do with the new language 
under the amended Compact, specifically for removal of PCB’s.  What is here that would 
implement that provision? 

And the more general one is, this so-called road map.  Would it be able to fully comply with 
the scope of the sector grants on Environment?  And at the same time, to fully utilize the re-
sources that will be made available under that same sector.   

JOSEPH KONNO:  I didn’t quite get the question on the PCB issue, if you can repeat.  Is it 
the issue of can we send them outside? 

LIEUTENANT GOVERNOR GERSON JACKSON:  I’m just wondering whether there is 
something in the matrix which speaks to the need to implement that specific language on re-
moval of PCB’s as included in the amended Compact?  Because if there is nothing there, 
there should be a provision or at least an output, activity, whatever. 

JOSEPH KONNO:  Lieutenant Governor, we have it under 2.1.4 under Strategic Goal 2.  But 
I’m not familiar with the language of the amended Compact specifically for PCB’s.  I would 
be interested to see that if there is a language specifically requiring the U.S. Government to 
remove it or what.  If we have that that would be a blessing.  So if JCN can help us on that.  
But we do have in the outputs under 2.1.4 on that.  But I think you’re aware that the PCB’s 
that are going to be removed are being funded under an Aussie grant through SPREP.  That’s 
the actual removal. 

In terms of the funding for the road map, that’s why we’re looking at other sources of fund-
ing.  I don’t think we’re going to have sufficient funding to get us to the end of the road.  
That’s why we’re looking at multi-source funding, not just the Compact funding.  And also 
our own internal funding, including taxing some of these resources we use like what my 
friend, Kikuo, was saying, put some tax on vehicles so we can get rid of them.  But the way it 
is, we don’t have the funding if we’re just going to stick to the Compact funding.  Thank you. 

VICE PRESIDENT KILLION:  Thank you very much.  We’re running out of time.  I will 
just entertain two questions.  One is from Dr. Pretrick and Chief Justice Amaraich after Dr. 
Pretrick. 

SECRETARY ELIUEL PRETRICK:  Thank you very much.  My respect to the co-chairmen, 
the presenters, and my respect to all the participants.   

I have a practical comment to make here that, first, I’d like to comment to the sectoral com-
mittee that they have done an excellent job.  I think what is presented here is something that 
required lots of work, but it seems to cover many problematic areas that we have in the Fed-
erated States of Micronesia.  And that would be up to the technical people to start planning, 
prioritizing and implementing what is presented here.   

The practical point I’d like to raise here is that as we establish the EPA in the States, practi-
cally all the environmental health personnel will transfer under this area, EPA.  And EPA is 
considered under this presentation but there is really nothing very specific with respect to 
how the sanitary end can improve the health services in the area of environmental health.  
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And this is very vital for the implementation of health programs.  Sanitation is always part of 
public health, preventive health.  And so, therefore, I think consideration should be given that 
sanitary activities, sanitation activities, return to Public Health in all the States to help im-
prove the area of preventive medicine.  Thank you very much, Mr. Chairman. 

VICE PRESIDENT KILLION:  Thank you very much, Doctor.   

CHIEF JUSTICE ANDON AMARAICH:  Thank you.  I don’t have a copy of the report yet 
so please pardon my ignorance.  I thought I had a question but I now change to comment and 
request.   

First, the report does not reflect the fact that enforcement of environmental laws and adjudi-
cation of environmental disputes should be part of a program having to do with environ-
mental matters.  Environmental issues are global, regional and national and, therefore, there 
is a role of the judicial branch of a government when it is needed to adjudicate claims.  
Therefore, the need for training for judicial officers and court people to deal with environ-
mental issues that come before it is very critical.   

Last December I attended the first regional—but international in sponsorship—of how to 
train judicial officers to be able to deal with environmental issues.  This was in New Zealand 
and it is the beginning of the effort to involve the courts and the judges and the practitioners 
to be able to assist in the enforcement and adjudication of environmental problems.  Now if 
the paper does not reflect this concern or this important part, I request that that paper or the 
conference reflect that need.  Because right now the number of environmental issues and the 
size of the issues are getting bigger.  We do have cases now.  We don’t want the cases but 
when they come to the court the court has to be in a position to have the confidence of the 
people that there is a judicial tribunal that is informed on environmental problems.  And it’s 
an international thing now.  And I would like to ask that this conference reflect somewhere, 
in this report or other reports, the importance of enforcement and adjudication and training 
for court personnel, especially the judges.   

My last comment is, there was a suggestion about possible uniformity of environmental laws 
and regulations.  It just seems to me that even if it is capable of being uniform throughout the 
Nation, it is environmental.  They are the same all over the place.  And the levels of govern-
ment have to be able to coordinate their efforts so that the rules and laws and administration 
of the laws are uniform to the extent possible.  And I may add that there is very important in 
transparency in the enforcement and administration of environmental laws.  Thank you for 
letting me speak.  I didn’t want to let the record go without my saying so, that it is needed to 
be mentioned in the outcome of this conference.  And this is my first conference so pardon 
my ignorance.  Thank you very much.  (Applause) 

VICE PRESIDENT KILLION:  Thank you very much, Chief Justice.  I know your two 
points are very important for the Environment Sector and, if no objection by the co-chairs of 
the committee, unless you have other comments before we conclude.  You’re endorsing the 
comments? 
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JOSEPH KONNO:  Yes.  I just want to express our appreciation to our Chief Justice for the 
comments although he’s walking out of the door.  Yes, it’s in the matrix and I’m really happy 
for his comments.  I just hope our attorney generals are here for what he said on standards.  I 
think it’s about time we put our standards together instead of keep arguing that, you know, 
National Government doesn’t have the authority to set standards.  So if we can have all the 
State attorneys and the National attorneys to work together on the standards on that.  Thank 
you. 

VICE PRESIDENT KILLION:  Thank you very much.  

 



 

Fisheries Committee Report 
GUIDING PRINCIPLES & UNDERSTANDINGS 

Mission Statement:  The FSM fisheries sector shall continue to promote the maximum sus-
tainable use of our marine resources, employing the latest scientific knowledge and technol-
ogy and incorporating local traditional knowledge and practice, to support economic growth 
and self-reliance, while always cognizant of the importance of the maintenance of a healthy 
environment, the dynamic resources of which are highly susceptible to environmental and 
ecological changes. 

Understandings regarding terminology: 

Fisheries:  The understanding of the fisheries group was that, when talking about "fisheries," 
the group was to include all aquatic resources.  The fisheries group further acknowledged 
that in preserving "marine resources" and "fisheries," we have to start at the top of the moun-
tain, because anything that is done on the top of the mountain and everything that is put in 
your backyard is ultimately going to affect the ocean.  

Inshore: on and within the reef, including reef fish and ecosystems 

Offshore: beyond the reef, including pelagic fish 

Sustainability: The group recognized that sustainable fishing levels are difficult to determine; 
fish are not like coconuts, where you can count the number on a tree. We need to base as-
sessment of sustainability on scientific data and use the precautionary principle.  We should 
also ensure that we use the word "sustainable" in accordance with the principles we want to 
achieve. The largest sector of our economy is subsistence and that is what we most need to 
protect with an increasing emphasis on sustainability and environmental protection. 

Precautionary principle: Because estimating sustainable levels is an inexact science, if we err, 
we should err on the conservative side in order to conserve our valuable resources. 

ISSUES OF NOTE 

Because fisheries is not a compact sector, its activities and outcomes need to be clearly 
linked to environment, private sector development, capacity building & infrastructure sec-
tors. 

In order for goals to be achieved, responsibility for all activities must be assigned to specific 
agencies to ensure a feeling of ownership. 

The fisheries group was very conscious of the difficulty in accomplishing the task at hand in 
the short time allowed.  The group was concerned that, in the time given, the committee 
would only be able to take the same old goals from past fisheries summits and try to re-
justify them for budgeting purposes.  The group recognized that the real question that needed 
to be addressed was: how do we make these goals work now, because they haven't been 
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working in the past? The group noted that, whatever activities and outputs were established, 
the burden would be on the leaders of the sector to defend those positions and spur growth. 

STRATEGIC GOAL 1 – Inshore fisheries resources are well managed and economic utiliza-
tion is maximized within sustainable levels 

The group noted that, although we typically focus on exports when we talk about "commer-
cialization," the term should also be interpreted to include local fisherman who go out and 
catch fish and sell it in the local markets.  This local commercialization is happening in some 
states. Some states are also exporting reef fish, but others have made that illegal. 

With respect to "sustainability," the group agreed that traditional use of the inshore fisheries 
is paramount – references to "sustainability" must reflect this.  The goal is to manage fisher-
ies not just on a species level, but on an entire ecosystem level. 

In terms of conservation , it was noted that Marine Protected Areas are one good way to 
manage fisheries, but certainly not the only way.  It is important to understand that "MPA" is 
a very broad term and not a cure-all.  MPAs have to be carefully managed to be effective. 

The committee agreed that we need to have baseline data on which to base our decisions. 
Members of the committee pointed out that there are challenges with respect to collecting 
data on inshore fishing.  There is sometimes a reluctance among local fishermen to share in-
formation on what fish was caught and, especially, where it was caught.  Furthermore, once 
data is collected, we must have the means to analyze, coordinate and disseminate it.  This has 
been attempted before, but now, responsibility needs to be assigned to specific agencies in 
each state and there must be a coordinated effort by the four states to maintain data.   

However, it was acknowledged that effective achievement of this goal will require funding. 

When talking about handing down traditional knowledge, it was recognized that different 
islands will have their own ways of doing that.  For example, Chuuk has an "aging program" 
where older people teach younger people how to build traditional fishing tools. The program 
has been successful. In Pohnpei, some of the local ordinances allow fishing at certain times 
based on traditional practice and knowledge. The important thing is that meetings and train-
ings be documented and that local knowledge be utilized.   

STRATEGIC GOAL 2 – Increase aquaculture activities to supplement and enhance marine 
stocks for subsistence and marketing 

The group noted that aquaculture presents economic opportunies for the FSM.  However, all 
stages of aquaculture activities need to be developed.  This includes encouraging foreign in-
vestment, training local technicians, and supporting marketing of products.   

The committee noted that aquaculture, like fisheries, needs to be conducted with the aware-
ness that invasive and introduced species can destroy entire ecosystems. 

STRATEGIC GOAL 3 – Maximize the long term economic benefits to the FSM from its Ex-
clusive Economic Zone 
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The original proposed wording of the strategic goal contained the word "net" benefit rather 
than "economic" benefit.  It was noted by the chairman that the two words are different – 
fishing fees received don't necessarily create jobs or benefit our economy, so we should focus 
on "economic" benefits rather than "net" benefits. 

Originally, a policy to reduce "inter-enterprise debts" of FSM fisheries operations was pro-
posed.  However, the group felt that this was covered by the policy of completing privatiza-
tion.  This policy should be linked to the private sector development sector. 

The matrix also included a proposed activity to study the feasibility of single country fishing 
agreements.  However, the group determined that it is a waste of time to study feasibility of 
single country fishing agreements when we know that is not feasible. 

The group noted that "stakeholders" should be interpreted to include their representatives. 

It was felt that the FSM needs to focus on things we can do to foster the fisheries industry, 
like establishing regular air service, better infrastructure, cheaper fuel costs, etc. (there is an 
obvious crossover here with the infrastructure sector). The group recognized that there is the 
chicken/egg problem here – it is hard to bring in more boats when we don't have the air 
freight to support them, but it wouldn't be profitable to establish regular air freight service 
with the current number of boats. The group also discussed at length the delicate balance be-
tween encouraging foreign fishing and investment and protecting local business and reve-
nues.  Fishing access arrangements should benefit local fishing companies, but should not be 
so onerous as to discourage foreign investment. 

The FSM tax regime was also identified as an important area.  It was pointed out that 
longliners' supplies are imported and represent 15-20% of their costs of fishing. Taxes placed 
on those supplies by the FSM will affect the cost of foreign fleets operating here. Local op-
erators, Caroline Fisheries and Tri-Marine, are also being charged these taxes – it's a big bur-
den.   Right now, the only items exempt from tax here are parts for boat engines.  Even goods 
in transit through the FSM are taxed.  In most places in the world, if it comes in with an "in 
transit" sticker, no tax is assessed.  We need to give boats incentives to fish here, but also 
want them to purchase goods locally instead of importing them from Guam.  It was noted 
that with respect to taxes, while tax breaks can be use to encourage the fishing industry, we 
have to be careful not to reduce the FSM's tax base too much, because taxes are a large 
source of local income.  

When we're talking about encouraging fishing fleets to base longliners in the FSM, we 
should also recognize that a constant complaint received from ships is that, upon their arrival 
in port, they are boarded by 8-12 clearance officers from different agencies and also get 
charged fees for those officers' overtime pay.  It was noted that customs and quarantine are 
combined in the airport – it seems like officers could be crosstrained for purposes of inspect-
ing fishing vessels, too.  Some members of the group were skeptical that cross-training was a 
feasible solution. 
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Members of the committee expressed a desire to certify fisherman for purse seine and 
longline.   They suggested that current FSM fishermen be given a certain time to upgrade 
their skills before certification is required  

By focusing on improving the "quality" of fish in the outcomes, the group was highlighting 
the need for faster, more efficient transshipment from dock to air service, which will allow 
fresher fish to be exported and allow ships to return to fishing more quickly. 

Training was also identified as an extremely important area.  It was agreed that more curricu-
lum in the area of fishing is necessary and should include environmental concerns. 

However, it was noted that, even though we have increased educational opportunities, we 
haven't seen an increase in FSM citizens working on boats.  We need to focus on improving 
that. 

STRATEGIC GOAL 4 – The FSM Exclusive Economic Zone is well managed and economic 
utilization is maintained within sustainable levels 

With respect to the legal framework in the FSM, the group agreed that we want transparent 
and enforceable fishing laws and regulations that are applied without discrimination.  We 
want investors to know that if there's a problem within the FSM, it will be effectively ad-
dressed through the system.  Group members felt that another way to improve enforcement 
of laws would be to involve the community by establishing rewards for reporting of fishing 
violations that are successfully prosecuted.  It was agreed that this should be studied and, if 
found to be appropriate, implemented.   

The committee further noted that, in addition to enforcement of laws, we need legislation that 
makes investing in the FSM attractive and makes investors feel that their money is safe here. 
It was noted that there is again a crossover here with the private sector development area.   

Representatives from NORMA noted that we currently have a Tuna Plan and sustainability 
guidelines for tuna fishing.  The committee again felt that the precautionary principle should 
be used with respect to offshore fishing. 

The "national fisheries council" that was recommended for both onshore and offshore fishing 
is intended to give private people a forum in which to express their views.  The group felt it 
was important to establish such a forum in order to establish a dialogue between public and 
private entities on a topic that is of great concern to many FSM citizens and private entities. 

The group recognized that VMS is an important part of monitoring fishing activities.  It was 
explained that the VMS hub is in Honiara.  Each member country is plugged in, but there 
have been a lot of problems. 

CONCLUSIONS 

Overall, the group felt that good progress was made in the short period of time given for the 
tasks at hand.  The success of implementing the matrix will depend most largely on obtaining 
sufficient funding (which will necessitate the linking of fisheries operations to Compact sec-
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tors) and the assignment of activities to appropriate agencies.  It is hoped that fisheries will, 
in the future, continue to contribute significantly to the economic growth and self-reliance of 
the nation. 

 



 

PLENARY DISCUSSION 
Marion Henry 

[NOTE: Transcription cut due to mechanical problems] 

…It’s gotten to a point where, you know, our Congress people, our legislators, don’t even 
want to talk to the fisheries people because over the past 15 years they said you’ve wasted 
too much money and most of your ventures have failed.  But I wonder, can we point a finger.  
I would venture to ask whether each of us is not part of the problem and not necessarily the 
solution.   

Let me test by posing a question.  I wonder how many of you ate fish for lunch today.  Per-
haps not even 50 percent, probably less than 50 percent.  Let me follow up.  How many of 
you ate canned fish for lunch, processed tuna?  Probably some people. 

But when you eat the canned tuna, do you ever wonder where that tuna came from?  It’s 
probably right from our offshore.  They’re shipped half around the world, shipped even fur-
ther and then brought back to our country where you can sell and eat it.  You know, that’s not 
fresh fish.  That’s canned fish.  It’s not as healthy as fresh fish. 

The second part of our goal in the in-shore fisheries is that we’re offering an alternative be-
cause we understand that we want economic growth and we want a Fisheries Sector to sup-
port economic growth. 

Our proposal is that we undertake aquaculture activities.  Aqualculture activities to be able to 
generate the product, to export and at the same time enhance our resource itself.  In other 
words, aquaculture can actually grow the fish or marine stock species, whatever, clams or 
octopus or lobsters, pearls, and you can export those and they won’t have any effect on the 
general ecosystem because they’re, you know, you grow them in ponds and, you know, you 
can export as much as possible and it’s not going to affect the resource.   

So it may sound like a very tall order but actually the nature of aquaculture technology in the 
world right now, aquaculture has been around for a number of years and, you know, it’s not 
like we’re going to be spending a lot of money on research and all the stock because a lot of 
the technology is already available.  It’s just a matter of adopting and going into what is fea-
sibly possible to undertake within the country. 

And we’re also mindful in recommending that recommendation that there is a danger of 
GMO’s and in relation to that, some people have recommended even bringing in species 
from outside to grow.  I say, again, we would recommend that we use a cautionary approach 
on that because in some areas where they have actually, for example, brought in tillabia for 
culturing, they’ve ended up with more problems than solutions simply because the tillabia 
themselves come in and actually take over an entire ecosystem and crowd out the normal fish 
that would normally occupy that ecosystem. 

Again, going off into the offshore.  Again, down to the basic as in the inshore fisheries. One 
is that we’re recommending or making a strategic goal to maximize the use of the tuna re-
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source that we have.  But the second one is that we’re recommending that we do that sustain-
ably or within a precautionary approach.   

So, in effect, as I said earlier, both the inshore and offshore actually have the same goals and 
objectives.  Maximum use and management, sustainable use again.  So as reflected in the 
mission statement that we presented earlier, the environment with or without an Environ-
mental Sector in the FSM, the Fisheries Sector would be concerned because that’s our liveli-
hood.  That’s the livelihood of the fishermen.  That’s the livelihood of the local people.  
That’s the source or protein, that’s their food that we can use over time. 

And activities, I’m sure you will have time to review them and perhaps through the budget 
process there might be a lot of arguments on what we should do.  But inasfar as the tuna re-
source, let me point out that in the presentation on Monday it was claimed that contributions 
of the Fisheries Sector into the economy is two percent.  But if we look at the contribution 
into the revenue side, I understand that some years as much as $20 million has been pumped 
into the FSM from access fees.  But where does that money go? 

Does it contribute to economic activities?  Does it create jobs?  No, it doesn’t.  So, if you 
note in one of the goals we’re using economic benefits as opposed to net benefits.  I think the 
word in there is maybe seemingly insignificant but I wish to point out it does mean a lot.  
Thank you very much.  (Applause)   

ALIK ALIK:  Thank you very much, Marion Henry.  I now open for questions, if any. 

LIEUTENANT GOVERNOR GERSON JACKSON:  First, on the actual training of people 
that will do the fishing, including yourselves too.  You note or you put in a recommendation 
for the primary, secondary in terms of curriculum and then go on to the secondary level or 
college and in college more specialized.  I’m just wondering also about practical hands-on 
training.  That’s the first question, what you recommend in that area. 

Second, is on facilities.  You know that many of the fishing boats that need servicing cannot 
find much here in the FSM and I’d like to know what you recommend in terms of facilities 
for repair, say, the infrastructure that is necessary for the fishing industry.  Thank you. 

JESSE RALAMAR-SUBOLMAR:  Contrary to my friend’s statement, we’re also fishermen 
because we have to survive.  And the two points that he made were on training and the facili-
ties.  I think my friend here can help me out on the facilities part, but on the training part I 
think we have representatives from the FMI there in our committee.  And he was telling us 
that they practically have to force those people applying to that facility to go into fisheries by 
fishing, by requiring that if they want to graduate from FMI that they will have to learn how 
to fish by taking those courses applicable to becoming a fisherman.  Most of them would like 
to become captains and engineers.  So the training also that is reflected here and educating 
our people from primary and secondary and to college is sort of comprehensive in that hope-
fully most of our people in future days will begin to realize, as other nations depending on 
the marine resources realize, that that is where they should be concentrating their efforts. 

Can you talk about the facilities, please? 
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MARION HENRY:  Jesse, thank you.  Perhaps on the first part I might just add that actually 
there’s been a lot of training for fishermen in the past.  If you think back to the Yap Maritime 
Academy I’ve been involved in the production sector in the fisheries and I can tell you that 
almost none of the people who were put through that academy are currently in fishing activi-
ties right now.  So we wonder whether it’s actually because of the training itself or is it be-
cause of a mindset, an attitude, that we need to foster, perhaps through, as we said, from the 
elementary level throughout the school system and even within the communities. 

On the second problem of the facilities, as far as the longline vessels the only facility that 
they would need would be a very, very small drydock.  I understand that we have one in Kos-
rae already and, believe me, they’re crying for business.  I mean, they’re not getting the busi-
ness.  Yet we have all these boats running around in our waters. But, you know, the nature of 
those boats are once in a while they have to go back home.  Like they’re from Taiwan and 
what they do is when they go home they just take advantage of the time of being home to be 
drydocked.  But, you know, it doesn’t mean we don’t need to address the problem of provid-
ing drydock facilities because we do need it.  In cases sometimes, you know, when the 
longliners are setting their gear sometimes they catch their own propellers.  They mess them-
selves up by getting their lines around their propellers which damages their propellers and 
their shafts and so forth, and they need a facility to be immediately serviced rather than wait-
ing to go to Taiwan or wherever they are. 

And I must venture further to say that we have looked into the possibility of establishing dry-
docks and I can say that if the number of boats are here, believe me, the businesspeople will 
jump on it because it’s kind of like a chicken and egg situation.  Businesspeople are saying 
why should I invest when I don’t see any boats around.  Likewise, the boats are saying why 
should I come in if I don’t see any facilities that would help me.  So where are we? 

ALIK ALIK:  If we can move on and entertain one more question. 

SUDA RAYEL:  I don’t have any question, I just have some comments relating to policies or 
practices of government and I think this issue was addressed this morning by Kikuo Apis.  So 
many services or duplication of activities or paperwork that is handled by people visiting the 
country but insofar as fishing people are concerned, many of these fishing fleets are having 
complaints with so many things or practices that our government has instituted.  For instance, 
if a small boat is calling in port you may have to be sure people from respecting offices who 
will be there to clear that ship or that vessel so that it can be able to be in port.  And that is 
one of the concerns that many of these fishing vessels are encountering in calling in ports in 
our places here.   

The other subject that I want to raise that is relating to, maybe, health.  I was at Dekehtik yes-
terday when a small plane came from the outer islands, from the Mortlocks, and it was just 
confirmed what I was told as the concern that that’s one plane when it came in two officials 
from the government were there to clear that plane, that small plane which came from 
Chuuk, the Mortlocks.  And as I observed, the first thing they asked, did you bring any 
fruits?  I mean, where is Chuuk in relationship to the situation of our place here?  Many of us 
want to get the goods from those places and especially food.  And I just want to raise this is-
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sue that we need to make the laws much more friendlier, much more adaptable to our liveli-
hood.  Thank you very much. 

ALIK ALIK:  Thank you, Mr. Rayel.  Your comments are well-taken.  In fact, those are 
things that are being put into consideration in our talks with our fisheries people.   

We’re really pressed with time so if I can entertain two more questions. 

CHIEF JUSTICE YOSIWO GEORGE:  Thank you, Co-Chairs and the two presenters.  This 
issue was raised during the pre-Summit preparation in Kosrae and we would like to hear—I 
don’t know who may have the information.  I think we’re grappling with trying to maximize 
the benefits from the ocean resources, especially the EEZ.  And there was a question as to 
whether it will be more beneficial for this Nation to instead of negotiating with different fish-
ing countries and different interested fishing companies, whether we can or will it be benefi-
cial and advantageous if we focus only on one.  That may have been analyzed before but we 
would like to hear from the experts.  Maintaining the same sustainable level of harvest but 
having it instead of going to different fishing nations, we focus on one.  Thank you. 

MARION HENRY:  Thank you, CJ, for the question.  The proposal was actually put forward 
and we were lucky with the executive director on the committee itself and if I may say so, 
even a lot of us realize there are two problems actually.  One is that there are two types of 
gear, as I mentioned before, purse seining and longlining.  If we say we go only with the U.S. 
then we’re stuck because the U.S. actually doesn’t have any longliners and they’re mostly 
purse seiners.  If we say we go with Japan the U.S. will probably get mad because otherwise 
they’d say, wait a minute, how come you’re doing that.  And it’s kind of unfortunate but, you 
know, the perception in the fisheries sectors itself is that we’d like to see otherwise is that we 
perceive that we have buying foreign aid to fisheries access too much.  Of course, you know, 
if we are going to following the recommendations that we’re doing, then we’ll have to de-
link those.  Perhaps the argument is that it’s not, but I don’t know.  I mean, that’s a question 
for everybody.  Does it or doesn’t it?   

I might point out that in the last ten years the chairman of NORMA has always come from 
the Department of Foreign Affairs.  I don’t know if that’s going to gain anything.   

SENATOR FELICIANO PERMAN:  Thank you.  Well, this is just a comment.  You know, I 
don’t want to leave this Summit with the impression that we cannot require some of the boats 
to be based in the FSM.  After all, we own the resources.  You know, when my good friend, 
who’s representing Pohnpei NORMA, said that we cannot do it, you know, the first question 
that came into my mind was, then why issue licenses?  What’s the purpose of issuing li-
censes?  Are we interested in only the fishing fees?  Or we want to maximize the benefits that 
will derive from having the boats based in the FSM?  I think we should think about that seri-
ously.  Thank you. 

KIKUO APIS:  Thank you.  I have some comments and questions.  I’ll try to be brief.  One, 
I’m just wondering, we haven’t addressed the situation where we have created some private 
local companies in fishing, the MLFC, for instance.  What is our course of action as far as 
whether they are making money or they are not?  Are we failing because the fishermen are 
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local or can we hire also like hiring aliens for other workers to fish on our ships and train our 
people to be successful?   

I know we have spent a lot of money trying to develop public corporations in fishing and also 
private.  I’m aware of MLFC as a company that was supposed to be becoming a private sec-
tor company and I know there are local people who invested in the company but are we 
monitoring what is happening and are we trying to improve or are we just concerned about 
bringing more companies in?  And I’m not against bringing, but can we improve what we 
have?  Are we complaining because we put the money in there but they are not successful?  
What can we do to improve and make them successful?  Thank you. 

MARION HENRY:  I don’t know what’s wrong with MLFC actually myself.  I’m not in-
volved in MLFC.  But, you know, I understand that MLFC was established through an ADB 
loan.  Therefore, we brought in consultants from ADB.  You know, some people have ac-
cused me that I don’t like consultants.  It’s not that I don’t like them.  A lot of my friends are 
consultants.  What I don’t like sometimes is consultants—I would like to make consultants 
accountable for their recommendations.  But, you know, in addressing the MLFC issue, I 
think it can be turned around.  Perhaps it’s a matter of restructuring and perhaps a matter of 
management.  But it can be turned around because I can tell you right now we’re operating 
one boat, for example, for KSVI, one boat.  In the last three months we were able to put some 
cash in the bank.  I don’t see why nine boats cannot do what one boat can do.  It should be 
the other way around.  It’s a lot better for economy of scale and helping each other out.  You 
do a lot better if you have nine boats as opposed to one boat.  So I think things can still be 
done to turn that company around. 

JESSE RAGLAMAR-SUBOLMAR:  I’m no longer in NORMA, my NORMA friends and 
Lieutenant Governor of Kosrae here, but the stream of benefits that are being attempted now 
are inclusive of the basing of those, requiring is a word that has to be done by those people 
actually involved.  And sensing that the success of such a—as far as I think it can go is en-
couraging basing.  And also encouraging the formation of local companies.  But I think that 
some of our problems stem from the amount of capital we put in the thing.  If you’re going to 
be successful in the purse seining business and if you need $20 million as a baseline and you 
put in $10, I think you’re probably going in backward, not forward.  So it involves a lot of 
these things.  The conservation management emphasized over the years now, the utilization 
or exploitation, both by the foreign fleets and our own people, is now emphasized because of 
the need to balance the budget, have revenue.  Thank you very much. 

I just have another comment to the concern that was raised in the committee as to the imple-
mentation of the required policy to realize the expected outcome.  And we were mandated to 
do the outcomes and the activities and the outputs.  I guess somewhere in the Secretariat will 
somehow designate or select the responsible agencies to carry out these outputs, activities, 
after the Summit.   

The other thing that went through the committee and everybody understood was the empha-
sis on the importance of transportation with links to the very important integration and link-
age of policies and activities in fisheries, agriculture and tourism.  Thank you. 
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ALIK ALIK:  We have exchanged some very important views on this subject matter and I 
think they’re worthwhile looking into.  Equally important is the need for our government to 
make some politicization  on the issues raised in our exchange of views here.  And our com-
mittee will take note of those.   

On behalf of the participants I would like to thank the presenters for doing a good job as well 
as the members of your committee.  Thank you very much.  (Applause) 

May I now suggest that we adopt the report with the amendments that we will work closely 
with the committee.  (Applause)  Thank you.

 



 

Gender Committee Report 
I) INTRODUCTION 

The Committee to which was assigned the Gender Sector convened at the New Zealand 
Room, located in the COM-FSM Learning Resource Center (Library).  We thank the COM-
FSM Library management and staff for their hospitality in hosting us during our one and a 
half day deliberations. 

The members of the Committee who showed up on the first afternoon comprised of four men 
and several women, totaling around 20.  Unfortunately, there were not too many women 
from Pohnpei State since the summit was being held in Pohnpei, one would have thought that 
they would take full advantage of the venue situation.  An invitation was extended to the 
leaders of the Pohnpei State women’s organizations to come and participate but none showed 
up. 

The scope of the work of the gender committee was to review the draft matrix on gender and 
revise it where necessary.  The Committee was chaired by Mr. Bender Enicar, Administrator 
for the Office of Social Affairs, Pohnpei State, and co-chaired by Mrs. Christina Stinnett 
from Chuuk.  Ms. Tina Takashy from Chuuk was the resource person with Ms. Marstella 
Jack as the assigned rapporteur.   

The co-chair also explained that the 1999 FSM Economic Summit envisaged an institutional 
elevation of the women’s program with a concrete policy on gender, but no implementation 
was made so a few of the strategies in the current matrix were taken from the last ’99 summit 
matrix.  

II) METHODOLOGY 

The Co-Chair opened the meeting with an expression of gratitude to everyone for attending, 
and requested that each person briefly makes an introductory remark.  After the introductions 
were made, the co-chair advised that due to time constraints, the matrix review would be 
done by dividing up the group into working groups to review each strategic goal, and its 
components.  There were 5 strategic goals, which will be outlined below.  But before the 
group broke into working groups, a suggestion was made that the whole group should first 
examine the language of the strategic goals, including the mission statement, to ensure that 
there is general consensus on them so that individual groups would then need only to review 
and/or develop the outcomes, activities and outputs within the draft matrix.  Furthermore, it 
was important that the strategies reflect the realities of needs of FSM women in general.    

The entire afternoon and half of the morning of the second day were devoted to the review of 
the 5 strategic goals.  It was incumbent upon the group to come up with goals that are truly 
representative of the aspirations of FSM women. 

III) MISSION STATEMENT 

The group then started with the review of the draft mission statement: “Empowering Women 
to Become Self-Actualizing Individuals, Good Citizens and Productive Members of FSM 
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Society”.    This statement at the outset generated a lot of discussions, especially with the 
choice of phrases used.  Several members had problems with the use of the phrases “empow-
ering” and “self-actualizing”.   What do they mean?  Another member noted with great con-
cern the use of the phrase “good citizens” as she felt that it presumes that women are bad 
citizens.  Another member also raised a concern with respect to the term “become” as that 
could be taken to mean that women are still “not” self-actualizing individuals.  It’s a mislead-
ing phrase in this context so perhaps it’s better to just say “Be” instead of “Become.”  There 
was general consensus on that.   

Tina explained that empower has become a common term in the gender field, and it basically 
means strengthening or improving the skills or capacity of a person, or office for that matter, 
so that they can achieve a certain goal.  

She also defined that self-actualizing is using and assuming self-confidence to maximize 
one’s own skills and knowledge.  The group still felt that the use of the phrase seemed inap-
propriate particularly since there was the need to simplify phrases for the simple fact that we 
want to “educate” as well as “sell” our goals to the decision makers.  Therefore, lengthy dis-
cussions ensued and the final language of the mission statement reads “Empower Women to 
Be Self-Reliant Individuals and Productive Members of FSM Society”.  It was agreed that 
this is a broad statement to reflect the aspirations of women in the FSM. 

IV. STRATEGIC GOALS 

At the outset, it should be understood that although Gender encompasses both sexes, the in-
tent of the group was to focus on women since they have been far too marginalized in soci-
ety, and the more their lives are improved, the better it would be for their families, which in-
cludes men and boys.  Therefore, the scope of the discussions centered mainly on how to deal 
with issues affecting FSM women today.   

The 5 strategic goals presented in the draft matrix were: 1) Enhance and Promote the Cul-
tural, Economic, Legal, Political, and Social Status of Women and Children Throughout their 
Life Cycles; 2) Enhance the capacity of leadership roles for women; 3) Mainstream gender 
issues into policy formulation and strategic development plans; 4) Maximize Women’s Con-
tribution to and Participation in Democratic and Development Processes by Creating Oppor-
tunities for Women’s Active Involvement; 5) Strengthen the institutional capacity of 
women’s program in FSM. 

Goal number one originally carried an additional status termed term, religion.  Governor 
Robert Ruecho of Yap participated in the morning discussions and stressed to the group the 
need to maintain the separation between church and the state.  We cannot delegate to the 
church what status to accord their members in their church.  That would be encroaching on 
their jurisdiction.  So that term was deleted in its entirety from the sentence. Another term 
that the group felt was perhaps inappropriate was the girl-child as used in the original draft.  
Most members felt that it discriminates against the male child and since a mother’s first and 
foremost concern is to his children, both male and female must be inclusive.  This goal basi-
cally promotes the notion that the status of women should be promoted and enhanced through 
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program delivery so that their needs pertaining to culture, economic, legal, political and so-
cial may be identified and dealt with. 

Goal number two looks at leadership roles for women, or the lack thereof, to see how that 
could be improved.  Governor Ruecho also took the opportunity to advise the group that he 
has 2 cabinet women within his administration, and a round of applause went to him.  The 
Governor didn’t think there was a problem with this because leadership roles seeks those 
who are best qualified, and does not judge based on sex.  However, the other male members 
of the Committee took a differing view.  Be that as it may be, the general consensus of the 
group was that women should be trained and educated to become good quality leaders of 
FSM.     

Goal number three looked at the need to integrate gender issues into policy formulation so 
that the real needs of the women’s program could be included in the strategic development 
plans for core budget funding. 

Goal number four suggests that women should be allowed and given opportunities to actively 
and fully participate in the democratic and development processes.  Governor Ruecho also 
felt that the use of the term spaces after opportunity in the original draft sounded redundant.  
It was deleted.  Again, the Governor didn’t feel that this was a problem since women and 
girls are provided the opportunities but whether they make use of them or not is that ques-
tion.  Hilary Tacheliol of Yap noted great concern with the Governor’s interjection, and in-
formed the group that an outer island in Yap does not allow girls to exceed 3rd grade.  Where 
is the opportunity there? 

Goal number five examines the current institutional arrangement for the women’s program 
and suggest changes to upgrade the program into a Division to be mandated with wider roles 
and functions that can cater to the ever increasing needs of gender issues. 

After the revisions were made to the draft strategic goals, the members went into working 
groups to examine the outcomes, activities and outputs. 

IV) OUTCOMES, ACTIVITIES AND OUTPUTS 

In the interest of space, the outcomes will be examined in this paper because major revisions 
were made to them.  There were minor changes made to the activities and outputs as re-
flected in the original draft.     

Goal No. 1 – The first outcome is to adopt a nationwide policy on Gender. This is because at 
the present time, there is no policy at all on women, let alone Gender.  The adoption of this 
policy would facilitate the efforts of the government in pursuing the strategic goals reflected 
in our discussions today. 

The second outcome  would be to establish the FSM Commission on the Status of Women.   
The mandate of the Commission is necessary to oversee the efforts of both government and 
NGO’s in advancing the role or status of women, and advise government accordingly. 
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Goal No. 2 looks at enhancing the capacity of leadership roles for women. First outcome is to 
increase the number of women in leadership, management or elected positions so that 
women’s capacity to contribute to decision-making at policy levels can be recognized. 

Second outcome is to remove gender based stereotypes, attitudes, behaviors and practices 
that are unfavorable to women and girls.  This is identified as an ongoing effort. 

Our third goal examines the policy formulation and development planning process to ensure 
gender issues are taken into consideration.  Outcome number one is to strengthen women’s 
skills to advocate on gender issues so that the issues become policy issues for budget formu-
lation purposes. 

Outcome number two is to enhance capacity to promote the integration of gender issues into 
strategic development planning. 

Outcome three looks at how gender issues are received and reflected in policies and plans.  
This is extremely essential since planners need to understand the context of the women’s 
program in order to identify sources of funding for the delivery of these programs.   

Strategic Goal number four 4 looks at how to maximize women’s contribution to the devel-
opment process by creating opportunities for women.  The first outcome is that a safer envi-
ronment is provided at home, work, school and other public places for women and children.  
This is important especially for pregnant women. 

Outcome no. 2 examines the improvement of women’s economic capacity and commercial 
networks to ensure that there is wider participation in income generation activities for 
women.  Outcome 3 looks at the need to harmonize the responsibilities of work and home 
between men and women so that they can share the responsibilities and ease the burden of 
the tasks. 

Last outcome under this goal basically promotes the notion that women should be repre-
sented on all key policy making bodies not only so that their voices can be heard, but also for 
the simple fact that there are capable women who can make sound policy decisions based on 
good judgments. 

The last goal looks at strengthening the institutional capacity of the present women’s pro-
gram.  The first outcome envisages the restructuring of the current women’s desk to a high 
level division within the Department of Health, Education and Social Affairs, and the second 
outcome ensures that appropriate staff is hired to run the programs within this Division.   

The third outcome envisions the improvement of the information technology capability of the 
women’s offices throughout the nation so that access to communication is made easier.   

And lastly, to continue to strengthen the networks and alliances that exist through increased 
awareness-raising on gender issues in FSM. 

V) CONCLUSION 
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The Committee on Gender feels that it is bold enough to appear before the plenary and pre-
sent the statements reflected above.  It is most daring since the mere mention of changing 
roles for women seems to threaten culture, especially here in FSM.  There was and never will 
be an intention to remove the cultural roles of women here in FSM.  The suggestions made 
above are intended to complement the roles dictated through culture to maximize a women’s 
contribution to society.      

NOTE:  It should be noted that during the presentation on Thursday, Lt. Governor of Kosrae 
made an intervention that YOUTH should have been included in the matrix.  A draft matrix 
on youth and senior citizens was drafted and included in the final matrix that was submitted, 
thereby modifying the original mission statement to include youth and senior citizens, and 
adding 3 more strategic goals to the matrix.  Since there were no discussions on those goals, 
they are left out of this report.  The original final matrix that was adopted by the plenary on 
Thursday is attached herewith, and the modified matrix has been submitted in electronic 
form.  Should the convening committee feels that youth and senior citizens are appropriate 
for inclusion in the Gender Matrix, then the latter matrix that was submitted in electronic 
form should be used.  Otherwise, we offer the attached matrix as the final work of the Gender 
Committee  

 



 

PLENARY DISCUSSION 
Hilary Tacheliol, Kiki Stinnett, Bender Enicar, Magdalena Walter 

HILARY TACHELIOL:  Good morning.  The Gender report is very short. Traditional lead-
ers, Yap, Chuuk, Kosrae and Pohnpei, President Joseph  

Urusemal, Vice President Redley Killion, Governors and Lieutenant Governors, Chuuk, Kos-
rae, Pohnpei and Yap, Speakers of Congress and State legislatures, diplomatic corps, partici-
pants, ladies and gentlemen. 

Before I came up here, the committee asked me to do this introduction or briefing, rather, to 
make sure that people understand the position of that committee and their intents when they 
did the deliberation yesterday and they would like to make that clear to the plenary and the 
participants.   

They also asked me to keep in mind the four S’s, which I will explain later.  Our presentation 
is on Gender.  Gender is men, women, youth, boys and girls as you can see on the shirts that 
we put on.  However, the issue is on the women’s gender.   On looking at the world through 
one’s eyes and experiences, I know many of you are asking why gender is inclusive of us all.  
Let me share a few thoughts on this. 

We know for a fact that men can advance in any field or area without restrictions due to soci-
ety’s perception that men are more capable.  Women have limitations or restrictions because 
of society’s expectations of them.  Women do not fully utilize their skills due to stereotypes 
and fear of non-conforming to social expectations and norms.  Women always feel that they 
have to give in to men to keep peace and to maintain happy families.  There are no women in 
the highest level of leadership and decision-making roles.   

The Gender Committee does not view these constraints as discriminatory on anyone’s part.  
This happened because of historic facts.  Early contacts with the outside world involved men.  
To protect women and children from harm men were sent forth to negotiate with the outsid-
ers.  So what was once a protective gesture for women during these early encounters, is now 
taken for granted by society that men are more suitable to handle public life than women.  
Over the years, women have come to believe that their place is at home and that their role is 
to support their men.  By doing so, women have no use to develop  their full potentials or 
seek to develop new ones.   

Our Gender presentation aims to address these constraints so that women’s full and active 
participation in public life do indeed contribute to the achievement of economic growth and 
self-reliance.   

Ladies and gentlemen, let me assure you that nothing in any way, shape or form what the 
committee deliberated on has a contradictory effect on our culture, tradition and customs.  
And that will reflect in the matrix as it will be presented later. 

Earlier I mentioned about the four S’s.  Before I came up here they told me to keep this in 
mind.  And the four S’s are these:  stand up, speak up, shut up and sit down.  Now, in order 
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to do that it follows the four K’s:  kulo, kalanghan, kirisou, kamagar.  Thank you very much.  
(Applause) 

KIKI STINNETT:  Our mission statement is Empower women to be self-reliant individuals 
and productive members of FSM Society. 

This is a broad statement to reflect the aspirations of women in the FSM.  We have identified 
five strategic goals that our Gender Committee felt are more urgent priorities to achieve our 
mission.  But before we look closely at those strategies, let’s back up and review the current 
status of today’s situation. 

First, there is no policy on gender yet.   

Second, we have very few desks, single units within departments and offices with one sala-
ried personnel.   

Third, there is no core budget for program activities, hence lack of programs and services for 
women. 

Let’s look at the outcome of the first goal.  The first goal is:  Enhance social economic status 
of women 

1.  Outcome:  Adopt a nationwide policy on gender 

This is because at the present time there is no policy at all on women, let alone gender.  The 
adoption of this policy would facilitate the efforts of the government in pursuing the strategic 
goals reflected in our discussion today. 

2.  Outcome:  Establish the FSM Commission on the Status of Women 

The Commission is necessary to oversee the efforts of both government and NGO’s in ad-
vancing the role of the status of women.   

Our second strategic goal looks at enhancing the capacity of leadership roles for women. 

1.  Outcome:  Increase the number of women in leadership, management and elected posi-
tions 

2.  Outcome:  Remove gender-based stereotypes, attitudes, behaviors and  

3.  Outcome: Practices that are unfavorable to women and girls 

Our third goal examines the policy formulation and development planning  

Process to ensure gender issues are taken into consideration. 

1.  Outcome:  Strengthen women’s skills to work on gender issues 
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2.  Outcome:  Enhance capacity to promote the integration of gender issues into strategic de-
velopment planning 

3  .Outcome:  Looks at how gender issues are received and reflected in policies and plans 

For our fourth and fifth goals I would like to introduce my chairman, Mr. Bender Enicar, 
Administrator of the Office of Social Affairs, Pohnpei State, to present.  Thank you.  (Ap-
plause) 

BENDER ENICAR:  Thank you, Kiki, for a job well done.  I’m here to continue on the last 
remaining goals for this sector. 

Strategic Goal 4 – looks at how to maximize women’s contribution to the development proc-
ess by creating opportunities for women 

1.  Outcome:  That a safer environment is provided at home, work, school, other public 
places for women and children 

2.  Outcome:  Examines the improvement of women’s economic capacity and commercial 
network to ensure that there is wider participation in income-generation activities 

3  .Outcome:  Looks at the need to harmonize responsibilities of work and home between 
men and women 

4.  Outcome:  Promotes the notion that women should be represented on all key policy-
making bodies 

Our last goal looks at strengthening the institutional capacity of present women’s programs 

1.  Outcome:  Envisages the restructuring of the current Women’s Desk to a  

2.  High level decision within the Department of Health, Education and Social Affairs 

3.  Outcome:  Ensure that appropriate staff is hired to run the programs within this division 

4.  Outcome:  Envisions the improvement of the information technology capability of the 
women’s offices throughout the Nation so that access to communication is made easier 

5.  Outcome:  To continue to strengthen the networks and alliances that exist through in-
creased awareness raised on gender issues in the FSM 

Ladies and gentlemen, this is all we have for now.  And it is an honor and privilege to call on 
Senator Magdalena Abraham Walter to conclude our presentation this morning. 

SENATOR MAGDALENA WALTER:  Thank you very much, Bender Enicar.  It is there-
fore, ladies and gentlemen, that the Gender Sector Committee would like to conclude with 
this short remark. 
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We thank the Convening Committee for the opportunity to speak on the issues that affect 
women and girls.  A special thanks goes to the FSM Congress for ratifying the CEDAW 
Convention because it is through this convention that affirmative action for women’s devel-
opment could be pursued.  We note with sincere gratitude that the support of the male mem-
bers of the Gender Committee, you have brought very enlightening and constructive contri-
butions to the Gender discussion.  We wish all a safe trip back home.  Thank you all and God 
bless you.  And that’s the end of the Gender presentation.  (Applause)  We are now ready to 
entertain some questions. 

VICE PRESIDENT KILLION:  Thank you, Senator.  So with that concluding statement, 
we’re now open for questions, comments on the presentation.   

JOHN MANGEFEL:  Thank you, Co-Chairmen and surely thank you to the presenter for the 
issue.  But, frankly speaking, from my point of view I really don’t see that as a problem in 
the FSM.  That is my—the very fact that it has been included in the agenda of this conference 
will probably have the worst effect.  Now men are going to hide in the corner and say, why 
are we talking about this, when there is nothing really to talk about.  We have—our ancestors 
and our father and our great-grandfather have been living and there seems to be no problem 
here.  And now the only problem I see is that some husband mistreats their wife.  That’s be-
cause they are lower, but because they are weaker.  And the man usually likes to take the lead 
of the family.  But that’s all--and I guess throughout the world that’s how it is.  But really, 
frankly speaking, I don’t see this as a problem here in Micronesia.  Thank you very much, 
Chairman and Co-Chairman.  (Applause) 

SENATOR MAGDALENA WALTER:  Thank you, Governor Mangefel.  I believe you’ve 
seen the situation on women recently presented.  While it is true that there is no obvious 
problems.  They’re hiding.  So this is the time we’d like to address these issues.  They’re not 
obvious but. 

LAM DANG:  Thank you, Senator, and I want to congratulate everyone for your wonderful 
presentation.  I would say, however, that I have mixed feelings about your committee, about 
the Gender Committee.  Why?  Because the existence of your committee means the best fe-
male minds in the FSM were segregated in the separate committee somewhere without any 
impact on the real, I mean, key sectors of health, education and infrastructure.  For example, 
in Pohnpei State where we’re trying to narrow the gap between the wages of the nurses that 
are 100 percent female and the doctors who are 99 percent male, we would have appreciated 
in the health committee your input.   

Also, I mean, the working condition among the teachers, where the teaching staff is almost 
overwhelmingly female, it would have been nice if there had been some members of the 
committee in there instead.   

Even though the issue was brought up, it was nice, I mean, maybe it’s a suggestion if we 
have any further economic summits that we don’t have any more separate Gender Committee 
but we should face the fact that gender issues are pervasive and impact every single sector.  
Thank you. 
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SENATOR MAGDALENA WALTER:  We thank you for that comment.  It’s very true.  But 
we realized at the end of the day yesterday that we were not fairly represented in all the sec-
tors.  We wish we had some prior coordination but we didn’t have that. 

VICE PRESIDENT KILLION:  Thank you very much.  Lieutenant Governor Jackson and 
then Chief Justice George. 

LIEUTENANT GOVERNOR GERSON JACKSON:  Thank you.  I just scanned the report 
that I have gotten from the committee.  Under section 104 of the amended Compact it is al-
most a requirement that we protect rights of every citizen in the FSM.   

My concern here is the matrix here is only speaking to the rights of women.  If gender is for 
women, youth, children, senior citizens, why is this not inclusive of these are citizens of the 
FSM? 

As you know, we’re here to craft a plan for the next 20 years to justify and defend the usage 
of the funds coming from the amended Compact.  I see this is as problematic.  Can I know 
why these other citizens are excluded from this policy matrix? 

SENATOR MAGDALENA WALTER:  Thank you, Lieutenant Governor.  The committee 
was just asked to work on gender.  That concern came up at the end of the day but we had 
done the report but I believe we can still add it into our final.  The concern came up yesterday 
after the report had already been printed.  But it is not too late to add, right?   

HILARY TACHELIOL:    Thank you very much for that comment and we’re really thankful 
for it.  As the Senator pointed out, at the end of the day this thing came up.  It’s not that 
we’re not considering the youth, for example.  The social affairs have addressed youth in 
there and there are other departments that are concerned about this.  It is the female gender 
that we deliberated more on than on those others because we feel they’re accommodated un-
der different sectors and also different departments.   

LIEUTENANT GOVERNOR GERSON JACKSON:  If I may say my last piece here.  I 
think the social services are more concerned about the health, the welfare of the citizens.  
This sector should be concerned about productivity of those citizens as to how they come to 
be productive in all these sectors.  So we should make the separation there.  I don’t think 
health services can address the need to make these citizens, women, children, youth, senior 
citizens, to become productive members of our society.  This is the issue here. 

TINA TAKASHY:  Thank you, Lieutenant Governor, for that remark.  When we were placed 
three weeks ago to do the gender matrix our terms of reference were to concentrate on the 
women gender for the simple reason that there were external consultants who came in to al-
ready develop a policy on youth and that policy is in draft and it’s available now.  It’s circu-
lated out.  But we felt that the National Government—we’re addressing the National Gov-
ernment in the context that within the social affairs there are three functions in there.  One is 
on gender, women, one is on youth and sports and there is one on archives and historical 
preservation.  So what our proposal for the future is is that if the gender is included in the di-
vision as gender and social affairs, then it’s realistic to expect the gender to also cover that.  
And we do not have any problems with that.  It’s just that the mandate that was given to us 
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was not to also include youth because technical assistance has been provided in that.  And we 
hoped that that would have been included at some stage but we just found that out at about 
9:00-10:00 o’clock last night and, you know, it’s not able to do that.  Thank you. 

CHIEF JUSTICE YOSIWO GEORGE:  Thank you, Co-Chairmen.  Thank you, presenters 
and to the members of the committee for the excellent report.   

I believe many of us agree that perhaps some policies and laws need to be in place or need to 
be improved to address problems that have been presented.  But in the opening statement of 
the report of the committee, there was a mention of a problem, societal stereotype that per-
haps hinders some of the advances that women, you know, should have. 

My question is, how do we address that?  Perhaps, you know, some of these problems started 
from home, at home.  How do we as mother or as father deal with that stereotype problem?  
Thank you. 

TINA TAKASHY:  Thank you, Chief Justice.  That’s one of the activities that we hope to do 
in awareness raising and training because we felt that women today do not have the opportu-
nity to learn the new skill of, let’s say, parenting, of nutrition, of health, that impacts the lives 
and welfare of the family.  We hope that through more focus or investment into programming 
for gender development then we will be able to begin to look at that.   

One of our immediate activities is to review the status of women and children in the FSM 
according to today so we can identify the needs and the challenges and be able to develop 
programs that will address these issues that are raised because they are very important.  
Thank you. 

VICE PRESIDENT KILLION:  Thank you.  Any last questions? 

ELIUEL PRETRICK:  Thank you, Mr. Chairman.  First of all, I’d like to congratulate the 
committee for the excellent paper that they have presented on what they had reviewed really 
expressed the feeling of the women.   

It has been stated that there is no problem of women in the FSM and I must say that though I 
agree, there are some few hidden factors that cannot be expressed.  But the status of women 
all this time has been a little below that of the level of men.   

I want to also congratulate the Congress for recognizing the status of women by ratifying the 
CEDAW, which is very important in making the women try to put themselves somewhere 
among the people of this Nation. 

Now with this exercise, I think it is clear that women are recognized and then my advice to 
the women is that it is up to the women to work, to reach where you want to reach.  Don’t 
just think that you will be just selected because you are a woman to be somewhere or to be 
responsible for something unless you are qualified.  And that individual effort to carry out.  
Thank you, Mr. Chairman.  (Applause) 
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VICE PRESIDENT KILLION:  Thank you very much, Doctor.  Any reaction to that? Two 
more questions. 

NEIME PRESTON:  Thank you very much.  I’d like to congratulate the women that are cou-
rageous to come up and represent all women.   

I, myself, have experiences with the problems that women encounter that they’re talking 
about.  But I think it depends on each individual.  We have to not let ourselves down, keep 
down.  When I empower women, because I know that I will not—if I disagree on something 
I get up and speak out.  And so I want everyone, every one of you to do that because then 
you’ll get your way.   

Also I would like to address that this is not only—I mean, we should not just look at women 
but give the opportunity for everyone, equal opportunity for everyone to go and reach for the 
stars.  Thank you.  (Applause) 

VICE PRESIDENT KILLION:  Okay, two more.  Maybe I’ll look this way.  Joe and then 
First Lady after Joe. 

JOACHIM PETER: Thank you very much, Vice President, Co-Chairman.  I wanted to say 
something at the end of the—after all of the questions and presentation are done after the 
Gender Group because I want to bring to the attention of this gathering today, as I look 
through the matrix that is presented by the Gender Group, I can’t help but identify the lack of 
attention given to disabled individuals.  But we are in essence very hidden from view because 
there is very little effort on the part of the governments to identify those of us with those spe-
cial needs.  I don’t know if it’s by an oversight and I hope it is, by oversight, that persons or 
individuals or the groups that represent individuals with disability like parents of children 
with disabilities and individuals with disabilities are not invited to this gathering.  Because it 
is generally my experience as a person with a disability that every time I am promised that 
so-called individuals or able-bodied people will do something for me, they generally screw it 
up.  So I am hoping that there would be somehow one way or another that individuals with 
disabilities can be presented with some kind of matrix or find a way for our voices to be in-
serted later on.  Maybe—I don’t want to, you know, maybe right now is not a—I mean, real-
istically it’s already towards the end of this gathering, but we have gatherings later on, indi-
viduals with disabilities to maybe, you know, insert our contribution to this kind of gathering.  
Thank you.  (Applause)   

FIRST LADY GARDENIA WALTER:  Thank you very much.  I just want to say something 
on the issue on stereotyping.  Perhaps we should encourage more and more of our FSM men 
to get involved in the roles of women so that we will not say this is women and this is men.  
And if we all share then it’s an equal sharing.  Thank you.  (Applause) 

VICE PRESIDENT KILLION:  Okay, one last one.   

HANS WILLIANDER:  Thank you very much.  I wasn’t going to talk about this because I 
agreed with everything about women.  However, I have to register that right now I take a dif-
ferent view of the FSM or Micronesian women.   
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In 1995 I read a report that there were 25 women lawyers in Palau.  Where are you FSM 
women?  Where are you from Chuuk?  In the same report I read that there were 18 female 
doctors in Palau.  Again, where are you my dear FSM women?  Please, stand up, as my 
friend Hilary said.  Stand up.   

However, in my own society there is a limitation.  It’s not because we like to restrict where 
you women should be but it’s because of custom.  Are you proposing that we break the cus-
tom?  I don’t want to break my custom. 

In a part of Chuuk it’s because women would like to maintain their position that when they 
see their brothers, when they see members of their lineage, actually they bow down on their 
knees.  It’s not because the men tell them, bow down.  No.  It’s the custom.  I like to preserve 
that part of the custom. 

At the same time I want to see the woman be the next president of the Federated States of 
Micronesia.  What is keeping you?  Senator from Pohnpei, keep going and then be the next 
Speaker of the House.  There’s nothing keeping you from that.   

In the administration of Governor Ansito Walter, during his eight years of administration, the 
women actually possess the Director of Finance, am I right, Evelyn?  This is an example of 
where women are in Chuuk.  Must, should the Government of the Federated States of Micro-
nesia regulate your positions?  I don’t think so.  That’s why I take a different view, my dear 
friends.   

There’s nothing to keep you.  I disagree that your positions should be regulated, should be 
made by law.  It should be automatic.  Keep marching and replace Chief Justice Andon 
Amaraich.  Thank you very much.  (Applause) 

SENATOR MAGDALENA WALTER:  Thank you, sir, for your remarks.  First of all, I’d 
like to answer your first part, where were you when there were 25 Palauan lawyers, when 
there were 18 Palauan doctors?  It is true with the cultures, you know, it is very strong in the 
FSM and that’s one of the barriers.  And I’d like to say at this point that we’re not here to 
change the culture but if anything that discriminates against women, I’d like it to be changed.  
But we’re not here to change the culture.  Stereotyping, you know, it’s culture again.  There 
is a lot of stereotyping against women.   

My personal experience in campaigning is like, what are you doing, this is man’s job?  So I 
believe we the people of the FSM need to be educated.  So we’re starting right now slowly 
but hopefully we’ll get there.  (Applause)   

VICE PRESIDENT KILLION:  Go ahead, Hilary, last comments from your committee. 

HILARY TACHELIOL:  Thank you very much for having me give the last comments.   

I’m not going to stay on this for hours but I just want to say a few points or a few things to-
ward what my friend, Hans, just mentioned.  Earlier in my opening remarks I did mention 
that the intent of the committee when they talked about a  lot of things in the committee is 
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not to wreck the culture, custom or traditions.  It’s very hard at the moment.  Things are 
changing.   

We have some difficulties in my State of Yap.  There’s one of the islands there that doesn’t 
permit the ladies to go to school.  I think they went as far as high school or maybe not even 
high school and they can’t go on any further.  I personally pleaded with that chief and ex-
plained to him that things are changing.  We cannot be like this all the way through.  The fu-
ture is coming up and things change, you can’t experience--things that you experienced today 
will be an entirely different theater when you go into the future.  And I think he’s beginning 
to realize what is happening because a few of the girls, and smart girls too, have been coming 
out from that island and a few that have been to high school and I think one or two in college, 
and they’re all 4.0.  So I just wanted to make that known to you.  Thank you. 

VICE PRESIDENT KILLION:  Thank you very much for those comments.  They’re well 
taken.  And we also thank all of you, the members of the Committee on Gender, for the nice 
presentation.  So if no other comments, let’s adopt the report as presented or as modified by 
applauding.  (Applause) 

 



 

Health Committee Report 
Co-chairmen:  Secretary Jefferson Benjamin, FSM Dept. of HESA 

Assistant Director John Gilmatam, Yap State Dept of Health Services 

Rapporteur: AAG Emilio Musrasrik, FSM Dept. of Justice 

Participants:  Representatives of all the State and National departments of health services, the 
private sector, the public sector, the College of Micronesia – FSM, and the Pacific Commu-
nity. 

The Committee reviewed the Health Strategic Planning Matrix, starting with the mission 
statement and then each of the five strategic goals.  The Committee endorsed the mission 
statement. 

The chairman of the Committee gave the background information stating that the matrix was 
not only a concise snapshot of all the strategic goals identified for the health sector during the 
consultation with the FSM states but that the FSM States health directors have already gone 
through the exercise of “priority setting” during the Compact 2 preparation. 

Members felt that if allocation of resources to health projects and activities would be based 
on the content of the matrix, then the Committee should try to be inclusive and broad in its 
approach.  As such participants felt that the outputs or targets should be broad in nature, al-
lowing the respective states to set realistic targets. 

In view of the above, the Committee endorsed this approach and the matrix and submit the 
following observations: 

Strategic Goal 1 ► Improve Primary Health Care Services 

The Committee recommended that the notion of “dispensary” should not be inclusive.  It 
should also mean “health center” to accommodate other FSM States such as Kosrae and Yap 
that have community health centers, hence, use the word interchangeably. 

The Committee generally agreed that the dispensaries or community health centers have been 
under-utilized not because the people do not want to utilize them but because there are no 
supplies.  If the dispensaries were stocked and staffed with skilled personnel, the Committee 
firmly believes that those who would normally utilize them (village and island residents) 
would in fact do and not bypass to the already congested hospitals in the centers. A study was 
cited where a review of all the hospital utilization shows that 20-30% of all the hospital inpa-
tients visits were for basic ailments that could have been seen and taken care of at the dispen-
saries or community health centers. 

In addition, the Committee agreed to insert an increase in breastfeeding to include 75% of 
mothers who breastfeed (the current % is 66% of mothers) and to make reference to youth in 
activity 1.5, insert “tax incentives for the private sector” as a new output 1.3.4, and insert “es-
tablish community health profiles” as a new output 1.1.8. 
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Strategic Goal 2 ► Improve Secondary Health Care Services 

The Committee generally agreed that it should be emphasized in the outcomes that there is a 
need to improve local health services to minimize off-island medical referrals.  The Commit-
tee endorsed the construction of a new hospital for Kosrae State and general health infra-
structure improvements for the other States as new activities. 

The subject of a medical referral facility in Chuuk State was brought up as a possible output.  
Due to the lack of a cost-analysis, viable business and market plan, and other logistical de-
tails, the Committee was not able to recommend such a facility to the plenary.  However, the 
Committee agreed to recommend to the National Department of HESA to continue to facili-
tate further work on the proposal.  

The Committee agreed to insert language recommending the establishment of ratios of health 
care workers to patients and population in output 2.1.5, and insert “conduct periodic qualita-
tive surveys” as a new output 2.1.6. 

Strategic Goal 3 ► Prioritize Health Promotion and Services for Major Health Problems 

The Committee agreed on the following amendments to the outcomes:  (a) amend outcome 
3(ii) to require full immunization for 95% of all 2-year olds; (b) insert the appropriate base-
line percentage for the increase in the rate of contraceptive utilization prevalence; (c) out-
come 3(xiv) is too ambitious and “electricity” should be deleted from this outcome; (d) 
“lower infant mortality rate” should be inserted as a new outcome; (e) change the language of 
outcome 3(xii) to “increase public awareness about the health risks of being overweight”; (f) 
promotion of breastfeeding should be inserted in the outcomes; (g) change the language of 
outcome 3(xiii) to “increase appropriate services for mental illness; and (h) insert a new out-
come 3(xvii) on the use of epidemiological surveillance as an early warning system. 

The Committee agreed on the following amendments to the activities:  (a) include all types of 
hepatitis and Hansen’s Disease in activity 3.2; (b) include “national nutritional surveys” in 
activity 3.4; (c) include “youth nutrition” in activities 3.4 and 3.5; (d) expand activity 3.6 to 
include “public health surveillance”; (e) emphasize enforcement of sanitation regulations in 
activity 3.6; and (f) insert “strengthen public health surveillance” as a new activity 3.8. 

The Committee agreed on the following amendments to the outputs:  (a) insert a new output 
3.3.3 to enforce requirement that schools require immunization vaccinations; (b) insert lan-
guage in output 3.5.4 on the need for the FSM to ratify the Framework Convention on To-
bacco Control; and insert a new output 3.1.6 on access to primary preventive services. 

Strategic Goal 4 ► Develop a Sustainable Health Care Financing Mechanism 

The Committee agreed to re-word the heading of this goal from “Have a sustainable health 
care financing mechanism” to “Develop a sustainable health care financing mechanism. 

The Committee agreed to replace the word “poor” with “uninsured citizens” throughout the 
matrix.  It was recommended that the cost of medical referrals be transferred from the health 
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sector budgets to a category to be funded by sin taxes, as enabled by amendment to the FSM 
Customs Act, and other funding that may be available from other sources. 

The Committee agreed to re-word outcome 4(vii) to read “Health insurance/financing reform 
assessed in all states, including safety nets for all citizens.” 

The Committee agreed to the following amendments to the activities:  (a) amend activity 4.1 
to refer to “health insurance and health maintenance schemes” and (b) replace “policy 
change” in activity 4.2 to statutory amendment. 

The Committee agreed to the following amendments to the outputs:  (a) consolidate “NIP” 
matters in the first set of outputs; (b) insert a new 4.1.5 on the need to think beyond regular 
health insurance programs and to develop an alternative health maintenance program to ad-
dress universal coverage; (c) insert in output 4.1.1 the collection of data on leading causes of 
medical referral cases; and (d) reword output 4.4.2 to “identify private sector funding to sup-
port health promotion activities, including sports, recreational, and health counseling cen-
ters.”  

Other members of the Committee clarified that the concept of universal coverage as stated in 
the matrix was not well understood.  In the FSM, everyone has equal rights to all health care 
that government can provide through it’s hospitals.  However, not everyone has equal access 
to what can be provided beyond the shore of FSM.  Those who could afford subscribe to the 
FSM Health Insurance Plan.  However, it was felt that while the concept of universal health 
insurance be explored further, the Committee endorsed the idea of encouraging increased en-
rollment in the existing FSM Health Insurance Plan. 

Strategic Goal 5 ► Improve Capacity and Accountability Systems 

The Committee agreed to re-word the heading of this goal from “Improve resource allocation 
and accountability systems” to “Improve capacity and accountability systems.” 

The Committee agreed to delete outcome 5(ix) as duplicative of outcome 5(vi); reword out-
come 5(iv) to reflect permanent key management personnel; replace the word “fully” with 
“competently in outcome 5(vi); insert the establishment of a nursing school at COM-FSM as 
a new outcome with the corresponding activities and outputs; insert “develop core data set 
indicators” as a new activity under activity 5.2; insert “nursing training and other medical 
education” as a new output 5.3.3. 

 



 

PLENARY DISCUSSION 
John Gilmatam 

Thank you, Chairman.  I guess it’s not afternoon.  Good evening, everybody.  Before I go on, 
I would like to pay respects, on behalf of my Co-Chair, Dr. Jefferson Benjamin, and also my 
committee and also to the State leaders, traditional leaders and also everybody who is listen-
ing or watching and all of you here.  My respect to you all. 

Our Health Sector Committee started by deliberating on the sector, keeping in mind the ear-
lier presentation that was made and also the information on the Compact as a guideline to 
guide us in our deliberations in this new era of Compact II.   

We looked at the matrix and we went through the strategic goals to ensure that we haven’t 
left anything behind, that all the strategic goals cover the necessary areas of the Health Sec-
tor.  We may have left something, but not intentionally. 

There will be two parts of this presentation.  You all have a copy of our matrix.  Please look 
through it and follow. 

The first part of the presentation is that we went through and noted changes and deletions, 
that will be the first part of the presentation, the major things that we changed and we added.   

The last part is we went further and considered policy issues and recommendations that im-
pacts the Health Sector.   

We have five strategic goals.  The first one is to:   

 Strategic Goal 1 – Improve primary health care services. 

 Strategic Goal 2 – Improve secondary health care service. 

 Strategic Goal 3 – Prioritize health promotion and services for major health problems. 

 Strategic Goal 4 – Develop a sustainable health care financing mechanism. 

 Strategic Goal 5 – Improve allocation capacity and accountability systems. 

These are the modifications.  Under the first strategic goal:  Improve primary health care ser-
vices.  Under outcomes we changed it and we put in: 

Outcome:  Increase utilization of basic primary health care services provided at the dispen-
sary level. 

Also one thing we noted that should be in there is that: 

Breastfeeding up from 66 percent to 75 percent. 

Under Activity under this strategic goal, we revised a little bit and it becomes: 

Activity:  Supervise, monitor, evaluate and train health assistants in key public and primary 
health care services. 
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Under the Output: 

Output:  Establish community health profiles. 

Please note that when we were doing this, less emphasis is placed on the output because of 
the flexibility that needs to be in place to address the differences between the States.   

Under Strategic Goal 2, under Outcome:   

Outcome:  Improve local health services to minimize off-island medical referrals. 

Activity:  Construction of a new hospital for Kosrae and other infrastructure development for 
other States. 

Output:  Develop ratios of health workers to patients and population. 

Conduct periodic qualitative surveys. 

Under Strategic Goal 3, the Outcomes are: 

Outcome:  95 percent of 2-year-olds full immunized Epidemiological surveys 

Activity:  Strengthen enforcement of sanitation regulation 

Output:  Ratify Framework Convention on Tobacco Control 

Under Strategic Goal 4 – Develop a sustainable health care financing mechanism. 

Outcome:  Amend Customs Act to create sin taxes for the purpose of funding uninsured re-
ferral patients. 

Activity:  Enact statutory amendments to increase enrollment in existing health insurance 
program. 

Output:  Consider health maintenance program other than regular insurance program in order 
to provide universal coverage. 

- Create tax incentives for foreign and local businesses to contribute to health promotion ac-
tivities. 

- Identify private sector funding to support health promotion activities. 

And the last strategic goal, Strategic Goal 5, under Outcomes:   

Outcome:  Establish a nursing school at COM-FSM 

Activity:  Develop a core data set indicators. 

Strengthen Public Health surveillance system. 
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Output:  Establish mechanism and procedures for prioritizing disease and health indicators 
for surveillance. 

These are the major changes that we made to the matrix.   

We went further and looked at some of the policy issues that have impact on the Health Sec-
tor.  The first one is: 

 The States and the National Government need to establish a standard salary structure 
for health workers and professionals. 

 The States and the National Government need to review existing laws and regulations 
on the basis sanitation, with a view to making their respective laws more effective.  
Sanitation is currently being ignored by the entities that have jurisdiction over the 
area.  Consider transferring sanitation to primary health care divisions.  Improving 
sanitation will require input from the other sectors to improve infrastructure for water, 
sewer and solid waste management. 

 The State and the National Government need to develop minimum standards on ratios 
of health care workers to patients and population. 

This next one is about a referral facility. 

 The committee discussed the concept of a National medical referral facility.  Due to 
the lack of cost-analysis, viable business market plan,  

and other logistical details (i.e., water, power and sewage reliability), the committee is not 
able to endorse this concept at this time. 

And the last reminder, I guess to everybody: 

 Allocation of health resources should emphasize primary health care because it is 
cheaper and serves a large proportion of the population. 

This is the end of the short presentation because we’re running out of time.  (Applause)   

VICE PRESIDENT KILLION:  Thank you very much for a  brief presentation.  Any other 
comments by Dr. Benjamin by Marcus?  Okay, ready for questions.  We only have ten min-
utes for questioning.   

KIKUO APIS:  I just want to make some comments in a way maybe along the lines of ques-
tions.  I’m wondering, there’s no mention about our policies and working relationship with 
our own local health insurance here.  How do we help the development of the private clinics 
that are established?  Should we work with them if they’re too expensive or do we have to 
send them outside?  I’ll take the case of Pohnpei, for instance. We have two family clinics 
that are working very well.  But as I understand it they cannot accept in-patient but they are 
allowed to send off-island.  So I don’t know whether it is too expensive to use local clinics or 
can we work out something that can be work for us here and cheaper than to send people off-
island, unless necessary?  Thank you. 

 



376 3rd FSM Economic Summit 

VICE PRESIDENT KILLION:  That’s also a health insurance matter.   

JOHN GILMATAM:  Thank you.  That’s a good question.  I will try to answer and if I can-
not, I have other members in the committee who may have the right answer.  It seems like 
you’re referring to high tech, probably hospital, to be able to address our medical referral 
needs.  And if that’s so, I think one of the issues here is about having a medical referral hos-
pital in Chuuk, particularly for that need.  However, when the committee was looking into 
that there is a problem here that we know.  It’s very good to have a very elaborate hospital 
but I think it’s also very, very expensive.  And now we look, according to the earlier presen-
tation, it seems like our pockets are getting dry.  So even though it’s a very good wish, I think 
the dollar may be a problem.  My members can add to this if they have something else. 

SECRETARY JEFF BENJAMIN:  Thank you, Vice President and Co-Chair Alik.  I’m not 
sure if I can answer the question but what I can say is that to us the health insurance program 
is getting better, in a way.  For one thing, we think that it’s approaching the right direction.  
First of all, we had established board members, now they’re like running on their own.  
They’re doing their business and I think things that we used to experience like referrals, so-
called political referrals, and those things have been minimized because we have board 
members that are representing all the States plus the private sector is also included.   

And now what I can is they’re working hard on those kinds of things and I think when it 
comes to the health insurance itself, the plan, then we can have the person who’s taking care 
of the health insurance.  But Marcus Samo, who is here, is the board chairman so he would 
know.  What he’s telling me is they’re looking into those things.  If they did not occur in the 
past, rest assured that they’re looking into those factors right now. 

PODIS PEDRUS:  I’m glad to see that this sector is recommending that a nursing school be 
established at the College of Micronesia-FSM.  I would like to suggest that each sector have 
something on the training or qualification of people because it is us who will do all those sys-
tems that we are talking about, the people of FSM.  We should have some training compo-
nent in all of the sectors, in each of the sectors.  So for the health sector we have nurses and 
doctors--doctors, I think, we take care of them in other format—but nurses, I’m glad that 
there is one here.  And for education, if they’re not including others, they should recognize 
that the teachers, the biggest group of employees for each government, have been trained at 
the College of Micronesia-FSM.  We have a program already.  So we have nursing that is 
proposed to be in the Health Sector.  For example, for private sector, if we have apprentice-
ship programs to be there, that would be training our own people so that we have the capacity 
of our people to do all those things that we are trying to do.  Thank you very much. 

VICE PRESIDENT KILLION:  Thank you very much, Podis.  If no reaction to that, can I 
ask Senator Skilling… 

SENATOR SKILLING:  Mr. Vice President, Co-Chairmen, I’ve two questions to the Health 
Sector Committee.  First one is in regards to the licensure board.  I don’t know if I missed it 
in the matrix or I am blind.  But I wonder if there was any discussion regarding reconstituting 
or reforming a licensure board for physicians.   
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My second question is in regards to policy number 1.  This is in regards to establishing stan-
dards for salaries for health workers.  I’m wondering if the committee has any recommenda-
tion as to where the funding would come from.  As we know the 20 percent restricted fund 
that was enjoyed by the Health and Education Department has been rescinded and is back 
with the National Government.  Thank you. 

SECRETARY JEFF BENJAMIN:  Thank you, Senator.  Very good questions.  The first 
question referred to licensing of physicians.  I think that’s a very good one which is not really 
specifically mentioned.  But it would be covered under standards, minimum standards, which 
is also covered under this one.  But there is also a move right now, of course, to amend the 
existing law to make more than one member board.  As you know now there’s only one 
member and that member is the Secretary of the HESA Department.  So there is work un-
derway to amend the law to make it more. 

And the other question in regards to salaries.  That is really a work force issue.  I think it’s 
also true for other sectors but there is understanding that the doctors and nurses in one State 
have different salary scales than the other State.  And because of that problem we think that 
everybody—a policy maybe should be in place to make sure that a uniform salary scale is 
there for all the health work force, including the physicians.  That way, I think, other health 
workers from the other States will not feel like they were neglected, like Pohnpei has more as 
far as their salary.  So that was the idea behind that.   

In terms of where the salaries are coming from, I think we have work to do on that one.  That 
would be a good question.  But, remember, those are broad policy issues.  I think if we put 
them in place the money should go where our mouth is. 

SECRETARY AKALLINO SUSAIA:  I just wanted to make a question, an observation 
really before I make my report on Infrastructure tomorrow.  As we all know, there was a po-
litical decision that was made several years back in the State/National Leadership Conference 
which essentially said that there would be, in the future, the need to construct a referral hos-
pital in Chuuk.  And under Strategic Goal 2, outcome 2, (2)xiii and Activity 2.4, to me if they 
are both adopted by this Summit, it would essentially do away with that political decision.  Is 
my reading of this correct? 

VICE PRESIDENT KILLION:  Well, it shows that those sector people are not politicians.   

SECRETARY JEFF BENJAMIN:  Secretary, can I ask the last portion of the question?  
What was that, the last portion of the question? 

SECRETARY AKALLINO SUSAIA:  Since these recommendations will become part of the 
SDP, essentially to me what will be adopted in this report will do away with that decision 
that was made several years back in terms of the need to develop or construct a referral hos-
pital. 

SECRETARY JEFF BENJAMIN:  Okay, thank you very much.  I must say that this is a very 
sensitive one that when we talk about medical referral center, the group spent so much time 
talking about this.  What I’m going to say I need to be very careful on what I say, so please 
don’t misquote me.  But the fact of the matter is that some time ago EPIC already said that 
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there should be a medical referral center and obviously, of course, the location was even 
identified.  It was supposed to be in Chuuk.  If you see the policy, the group’s policy recom-
mendation, it’s number 4, it talks about that center.  Policy number 4.  I think what the group 
is saying now is that there’s so much to be gathered.  There is so much that we need to look 
at.  We need to look at the many factors before the group would really endorse the develop-
ment, establishment of the facility.  The idea of having a medical referral center is great, you 
know, the concept the good.  And I’m afraid maybe if—number 4 does not tell you that but 
that’s what it says.  That concept is good.  It’s good to have a medical referral facility.  But 
we really need to study it more and the committee thinks that there should be more work.  
There should be a cost-analysis, we have to really look into the kinds of specialties that we’ll 
look at, because if it’s a medical referral center we’re talking about the ones that we cannot 
treat at the hospital.  And the fact of the matter also is that currently we’re focusing on our 
existing what we call secondary health care facilities, like the hospital.  If we improve ser-
vices there, make sure that we improve those areas then we think that the need for a medical 
referral facility, that need will become less and less.  Although, of course, we really cannot 
eliminate off-island because just always a case where we cannot treat locally. 

So that was the policy decision here.  I mean, the concept is good.  There should be one but 
the group simply said, let’s delay and study it further and then we can come back to it.  So, in 
fact, I think what it says here is like hopefully that more work needs to be done.  And when 
we talk about the Strategic Plan for five years, I guess the concept will be there but maybe 
implementation—the committee hopes that we can delay on that one.  Thank you. 

VICE PRESIDENT KILLION:  We have a few more questions before we adjourn.   

JOHN MANGEFEL:  I’d like to apologize to the whole Summit for it seems to be talking too 
much here.  And I may have missed the report but I didn’t hear anything about the local and 
traditional medicine in the report.  What happened to the traditional and local medicine in our 
medical area?  Shouldn’t we have some expert to make a study of the locally-available kind 
of medicine to report to us about the local medicine?  Of course, we know for many thou-
sands of years we have had medicine and then all of a sudden when the people came in we 
took their medical and seem to forget our own.  Shouldn’t we look at it and make some study 
of it?  And, again, I am sorry for—I apologize to the reporter if I have put them in a spot 
here—but I am concerned about—because everything we discuss we talk about culture, we 
talk about custom, we talk about our own things.  But in the medicine area we seem to ignore 
the culture and custom and then our own local medicine.  Thank you very much, Chairman.  
(Applause) 

VICE PRESIDENT KILLION:  I think the committee is not discouraging local medicine, 
right?  Or are you? 

SECRETARY JEFF BENJAMIN:  Thank you.  That’s a very good question.  This type of 
treatment like traditional medicine, that really falls under primary health care.  I know a lot of 
this is going on in which very cheap, a lot of people are doing decision to local medicine.  So 
it can fall under the primary health care.  And I think we think that further development in 
this area can be done in which the local medicine can help supplement or work together with 
the Western medicine.   
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ELIUEL PRETRICK:  I just want to make a short comment with respect to local medicine.  I 
think all of us, all the States, are practicing local medicine and many people, they do appreci-
ate.  And also there are lots of plants, lots of things that are very effective to treat certain 
conditions.  One of our big problems here in the FSM is that there is no analysis been made 
with respect to these available plants or whatever the source of the medicine.  This is needed.  
Many countries in the world are practicing local medicine after they make an extensive re-
search on how effective, what will be the dose.  And here in Pohnpei, for an example, there 
have been some medicine given to some patient that they just started vomiting.  And that way 
they think that it’s good for the patient to vomit out what is inside the stomach.  But for a 
professional medical person, that will kill the patient.  And so we have to do lots of research 
in this area before we should really endorse.  That’s my only personal feeling.   

But for your information, the World Health Organization endorsed the concept of using local 
medicine, herbs, because there are lots of good ones.  And anybody who feels that they have 
that knowledge of the use of these traditional medicines should go ahead and use.  But 
whether that goes into a policy thing, I think it’s too early to do that.  Thank you, Mr. Chair-
man. 

VICE PRESIDENT KILLION:  Thank you very much.  Time for one more question. 

ROBERT SPEGAL:  Mr. Chairman, it’s unfortunate that health is some kind of gotten the 
short end of the stick again.  It seems like this thing happened at the 2nd Economic Summit.  
But at least we’re being heard.  I’d like to point out that health is important with tourism.  
People are not going to come if they know that the place is not a healthy destination.  People 
won’t buy the fish, they won’t buy the agricultural products if they hear the words cholera or 
dengue or other things.  The private sector, the schools, the public sector, will not have pro-
ductive employees if the workers are ill.  So I think that at this 3rd FSM Economic Summit 
it’s very important that we really listen to what health is saying.  That we’re going to put our 
money where our mouths are, that we’re going to support primary health care.  You know, in 
the medical community we say that everybody who’s referred is a failure of the secondary 
level.  Everybody who goes into a secondary level facility is a failure of the primary health 
care system.  And, unfortunately, we use the word cheaper.  I should have quoted yesterday.  
Primary health care is not cheaper, it is more cost-efficient.  And I’d like to follow what John 
said, it’s extremely—what   Dr. Pretrick mentioned—it’s extremely important that we do 
recognize traditional medicines.  They can provide a lot of treatment options for people.  The 
only thing they must be careful is that we use treatments that are effective.  Unfortunately, 
many people use traditional medicines, they might not work and then you show up at the 
hospital ready to die and, of course, the hospital gets the blame.  So traditional medicines 
play an important role, just as important as the Western medicines.   

And lastly, I’d like to thank the committee for their work.  They had a tough job.  But I’d like 
to say something encouraging to them.  In the polio epidemic, Dr. Sabin found a vaccine, a 
cure for polio, in 1961.  In 1962 the country of Cuba went all out to cure polio in that coun-
try.  And within one year, it was cured.  There were no longer cases of polio in Cuba from a 
Cuban virus.  We can do the same thing in this country.  Thank you again.  (Applause) 
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VICE PRESIDENT KILLION:  Thank you very much for those kind words for the commit-
tee.  Encouraging. 

[UNIDENTIFIED SPEAKER]:  Thank you very much.  I have just a simple inquiry in re-
gards to medical referral.  I’m just wondering, during your committee meeting was there any 
discussions on the use of—let me put it this way—some of us or most of us have traveled far 
and earned a lot of mileage and I’m just wondering, was there any discussions during your 
meeting for the possibilities of using these mileage to help patients or to help the referral pro-
gram?  That’s my question, thank you. 

SECRETARY JEFF BENJAMIN:  That was a very good question, one that I think is on the 
floor for so many years.  But I just say that we did not talk about it. 

I know that other jurisdictions talk about that kind of thing, but never come to fruition, some-
thing wrong.  It’s between, I think, the Continental and the person that get the benefits.  But 
that’s something maybe we should pursue.  But the committee did not spend time talking 
about this one.  Thank you. 

 



 

Infrastructure Committee Report 
Akilino H. Susaia 
Secretary of Transportation, Communications & Infrastructure 

I was instructed to be very brief because of time.  Thank you, Chairmen.   

Before I begin, let me just update you folks, mostly the private sector and the NGO’s on the 
status of this document called the Infrastructure Development Plan, how it was developed 
and where is it now.  Earlier during the course of the renegotiations with the U.S. Govern-
ment, there was an understanding that we need to take stock, reassess and take inventory of 
our existing infrastructures and determine which areas need improvement so that in the next 
20 years we may be able to achieve that kind of vision that is reflected in this Summit’s 
theme.  And so money was provided by the Department of Interior to contract a consulting 
firm from the U.S. which did the initial work of assessing the current infrastructures within 
the Nation.  It was called the Nathan Associates Report.  Unfortunately, somebody decided 
that that report is not sufficient to be used to drawdown the money that is earmarked for the 
infrastructure sectoral grants under the amended Compact.  And so if you will remember, in 
the last Summit that was held here in Palikir a decision was made that we need to revise that 
Nathan Report and come up with an IDP that reflects the actual needs and the prevailing 
needs of this country in terms of infrastructure and to provide the linkages that are needed to 
assist in the growth of the other sectors, like health, education and what have you. 

So, Mr. Chairmen, on behalf of you committee that was established at the eleventh hour of 
this Summit, let me present the report and say that the committee looked at the major things 
that need to be done to improve on this draft Infrastructure Development Plan that has been 
officially submitted by the President of this country to the Governors of the four States and 
the presiding officers of the legislatures soliciting their comments before this is presented to 
the Summit. 

Let me inform you that to this very moment we have not received any official comments 
from the States.  So in order to address the need to create this committee so that we can at 
least inform this Summit of what needs to be done for the Summit to give its blessing to this 
IDP.   

Your very unorganized committee dealt with several issues.  Let me begin with the general 
considerations that the committee felt should be addressed to improve the existing draft IDP.  
And there were four main items.  The first one: 

 The committee feels that there is a need to clarify in the last paragraph of the execu-
tive summary—I’m sorry if you don’t have the matrix or the document, has it been 
handed out, Kevin?—that the process for the continuous review and updating” of the 
listing of projects be implemented through the annual budget process. 

I think we need to be very clear on this.  This is the confusion that some of the States are hav-
ing, that the projects that have been included in the draft IDP are the projects that would be 
funded under the 20-year period of the amended Compact.  This is not the case.   
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The listing of projects as required by the Compact implementation law that was passed by the 
U.S. Congress provides that the list can be changed annually through the budget process that 
the State governments do.  All the IDP is trying to provide is to set the priority sectoral areas 
within the infrastructure sector that must receive or be given funding from the infrastructure 
sector grants. 

 So, for instance, the IDP, the way it is now, has identified nine major sectors, education, 
health, water, electricity and all that.  And throughout each fiscal year your list of projects, 
the States can change your projects through your annual budget consultation with your re-
spective legislative bodies.  So that’s the first general consideration. 

The second is: 

 We need clarity in the executive summary so that it is known that  although the IDP is 
a requirement of funding under the Compact infrastructure sector, the plan is compre-
hensive and anticipates funding of projects from FSM’s own revenues, from our bi-
lateral partners, from the international financial institutions and from other develop-
ment partners. 

So this IDP is not really an IDP that should be used exclusively for the Compact funds.  It 
can be use for other sources.  This is in a way FSM’s official, if it is approved and becomes 
and official, road map for the next 20 years on which sectors of our infrastructure we need to 
seek funding first from the Compact and other sources. 

The third one is: 

 The portion of projects that will be submitted over the coming years for funding from 
the Compact infrastructure sector the committee discussed the need to have the stated 
priorities in the amended Compact and the amended Fiscal Procedures Agreement 
highlighted in the executive summary of the IDP.   

And the final consideration is: 

 The committee further believes that highlighting of the need to incorporate private 
sector inputs at the State level into infrastructure planning and prioritizing of the list 
of projects be accommodated by the respective State governments before they are 
submitted to the National Government.   

And that should lessen our headache at the National Government. 

Mr. Chairmen, the second item that the committee looked at are the specific submissions that 
were made after the IDP was officially transmitted to the State governments by the President 
in January.  In the weeks leading up to this 3rd FSM Economic Summit, there were leader-
ship meetings in Pohnpei, Kosrae and Chuuk that addressed the IDP components and the 
committee received formal submissions from these States that will be included as part of our 
written report and will be incorporated in the final IDP.   

In the interest of time, this is what we will be doing.  I won’t be going through those changes. 
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The committee was also informed that the State of Chuuk has modified its FY2004 project 
requests under the Compact infrastructure sector grant to increase the request for the power 
generation and distribution system from $1 million to $3.7 million by deferring projects that 
were requests that were originally for airport development phase I and the multi-purpose 
gymnasium.   

This change is in line with Chuuk State’s priorities in support of its economic development 
and taken together with the remaining education, health and environmental projects in FY’04 
requests.  And I think Chuuk State should be commended for this foresight. 

The final item which the committee reviewed relates to some technical changes and modifi-
cations which are needed to improve the policy matrix for this sector.   

And so in the interest of time, let me just highlight a few of those.  The first is: 

 The committee received a communication that was submitted to the President’s Of-
fice from our Chief Justice of the FSM Supreme Court conveying the need for a fed-
eral building, construction of a federal building in each of the three States, Chuuk, 
Yap and Kosrae, to consolidate FSM branch offices and also to house court facilities. 

This would be further specified under strategic goal 4.  And through the updating process of 
the annual budget submissions, the FSM Government will be submitting a request to accom-
modate that need. 

 It was also brought to the attention of the committee that construction cost factors that 
underpin some cost estimates are unrealistically low and given the need to meet 
building codes, safety standards and access requirements for new buildings, the 
committee recommends the updating of cost estimates on a periodic basis.  

In a nutshell, Mr. Chairmen, those are the changes that the committee believes need to be 
done so that we can get this infrastructure development plan approved and submitted to the 
JEMCO and so that this country can begin implementing the needed infrastructures that will 
stimulate growth in the other sectors of our economy. 
 

Thank you 

 



 

PLENARY DISCUSSION 
LIEUTENANT GOVERNOR JACKSON:  Thank you, Mr. Vice President.  I wanted to go 
on record to, with due respect to my good friend there, that Kosrae has formally adopted the 
draft SDP by way of the transmittal of the communiqué, which came out of our leadership 
meeting.  And that also means that we have accepted the PMU concept.  I’m not going to re-
spond to what was raised here, but the leadership in Kosrae felt that, as you correctly pointed 
out, with the array of new and stringent requirements under the amended Compact we need a 
unit, a mechanism in the National Government to help facilitate and coordinate this thing or 
otherwise we will not be able to continue to draw down on funds under that particular sector.  
Thank you. 

SECRETARY SUSAIA:  I hope your statement can help ease the doubt that Pohnpei State 
has with the efficiency of the National Government TC&I Department to do the job. 

SENATOR [        ]:  Thank you, Chairman, Co-Chairman.  And before I proceed I want to 
thank the representative from infrastructure, Secretary Susaia.  Looking at this paper I see 
that we have a lot of shopping list here and we have limited funding. 

Listening to Professor Gustav Papanek’s presentation, he stated that the most important three 
items were agriculture, fisheries and tourism.  And he also commented that we should look at 
bringing in a wide-bodied plane.  I suggest that would be an extension of the airport.  Mr. 
Susaia, maybe I think with the chairman and the co-chairman as representatives from the Na-
tional Government, and with the government legislatures and with Governors here, I think 
we should take a look at our shopping list.  And I think I should ask that we not be selfish 
and try to do some sacrifices and maybe shrink our shopping list with exclusive of education 
and health.  I think that we have to do with it.  But I think the other infrastructures, if we’re 
really looking at extending the airport I think we should think about putting more money into 
airport, maybe consolidate to extension of one of the States, maybe Pohnpei, Chuuk, but I 
think we should look at that.  I think with the extension of the airport, after five years we’ll 
have enough revenue to, you know, extend or update the other airports.  So with all the gov-
ernment officials, I suggest that we look into this more carefully and if we could accommo-
date this.  I think it would be beneficial for all the States, even if the extension of the airport 
is in one of the States, Pohnpei, maybe.  Thank you. 

SECRETARY SUSAIA:  Senator Imoji, I think for your information, in addition to the grant 
funds that we will be receiving under the amended Compact, the U.S. Government has gen-
erously allowed us to be eligible to receive funds from the Airport Improvement Program—a 
very competitive fund that I hope our friends in Hawaii can help us access—to be used to 
improve our airport facilities in the Nation. 

Initially we have submitted the list of projects through that channel to use that kind of money 
to do airport master plans for all the airports in the FSM.  The thinking behind that is that 
master plan should determine for us which or whether or not we can accommodate economi-
cally any extension to our airports and how much extension we should be thinking about put-
ting in.  It’s like you said, it’s a wish list.  Everybody wants to improve their airports but we 
need to do the studies first.  So we have allocated—I asked for the FAA to do airport master 
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plan studies that will be shared with the States.  And if Pohnpei State, in the end the study 
determines that Pohnpei State should be the airport of the FSM that should be improved, we 
will know by then. 

ELIUEL PRETRICK:  Thank you very much, Mr. Chairman.   

I’d like to commend the Secretary on Transportation, Communication and Infrastructure and 
your committee for the excellent job you have done, especially in laying out the table of the 
infrastructure activities for the next many years to come. 

One thing I would like to remind all of us, and especially the States, is that dispensaries, hos-
pitals and schools are in operation every year.  Many of these facilities are not in good condi-
tion.  They need to be improved.  Either need to be improved by renovating or construction 
of new buildings.  That, to me, should be reflected every year but it is up to the States to de-
cide how many dispensaries to be renovated, how many new dispensaries to be constructed.  
But I think it should be reflected under every fiscal year until we complete the Compact be-
cause that’s where priorities are.   

The second is that the purpose of clarifying or specifying some money under every year ap-
propriation for maintenance.  I think in this table there are lots of years with blanks, no indi-
cation of funds which means there will be no renovation during that year.  So I would like to 
make sure, maybe you have another plan, but if not, then maybe some money should be put 
in there and specifically indicate for maintenance or renovation of these facilities because all 
these facilities are ongoing every year.  Thank you very much. 

SECRETARY SUSAIA:  Briefly I said earlier that it is a requirement of the Compact that 
each of the projects that would be funded under the infrastructure sector funds, there must be 
an amount of not less than ten percent set aside for maintenance of that project.  Or more. 

JOHN MANGEFEL:  Thank you.  I also would like to join in commending the Secretary for 
a job well down.  The only problem I’m having here is that in the past many times the deci-
sion is made by the National Government and the State governments so I’m just wondering 
in your decision making process, are you including the community and the grassroots level, 
including women in the community?  How is the decision arrived at and what kind of infra-
structure should be viewed in the community?  I thank you very much. 

SECRETARY SUSAIA:  Thank you, Governor.  I think there’s no really set method of con-
sultation in terms of deciding what projects or whatever, priority areas would be funded.  I 
guess our Micronesian way can work here.  If this project has to do with women, we make 
sure that they be consulted. 

VICE PRESIDENT KILLION:  Last comments?  Two more and we end. 

SENATOR AUSEN LAMBERT:  Thank you, Mr. Chairman, Co-Chairman.  I join the rest in 
extending my appreciation to the presenter for a job well done.  In looking at the projects that 
will be implemented within the first five years, it seems to me though that the allocation of 
these projects is kind of unfair.  So I advise that this form take into consideration in allocat-
ing the projects to be fair among all States including the National Government.  Thank you. 
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SECRETARY SUSAIA:  I thought I spent quite an extensive amount of time with my friends 
from the legislature.  The projects that you see in the list have been included in the draft IDP 
and were submitted from the State governments.  If you’re concerned about the allocations of 
which one should go first or which one should be prioritized for funding in each fiscal year, I 
think you as a Senator have that authority to, through the annual budget process of Pohnpei 
State, change the priorities or propose that the legislature change the priorities of the list of 
projects that the executive branch will be submitted through its comprehensive budget. 

ANDOLINO KUOR:  Thank you, Mr. Chairman.  We have traveled far and we’ve reached 
the last day of this Summit.  Before I continue, I would like to convey my apology if I may 
offend anybody here.  As Dr. Pretrick pointed out, some of the school buildings and dispen-
saries are out of proportion.  I wonder before compiling or combining this IDP, I wonder how 
you came up with the identified projects throughout the States.  What I would like to recom-
mend is an inclusion, if I could, for the rehabilitation and renovation of schools and dispensa-
ries.  I would like to request that you include new construction of dispensaries and school 
buildings.  Thank you. 

SECRETARY SUSAIA:  I think the concern is already addressed, the draft IDP, as submit-
ted from the States.  Each of the States has obligated funds to address improvement, renova-
tion, construction of new classroom buildings and dispensaries. 

VICE PRESIDENT KILLION:  Thank you.  I guess if no other comments, before we end, I 
wish to say that this IDP as a plan is a rolling plan and is subject to review from time to time.  
Although we have seen the list here as a wish list, but, of course, this doesn’t mean that these 
are the fixed projects that we’re going to fund for the next 20 years.  So we encourage all the 
State governments, especially the legislatures and the executive branches to continue talking 
and reviewing your sections of the IDP so that you can identify the priority projects for each 
of the States.  Of course, given our limited funding we cannot accommodate all the projects 
that have been identified on the wish list.  Primarily it is an attempt to single out or identify 
those urgently-needed projects to be funded.   

So with that, if no other comments, I’d like to thank Secretary Susaia for the nice presenta-
tion and may we adopt the report, as presented. 

 



 

Private Sector Committee Report 
The Honorable Redley Killion 
Vice-President of the FSM 

The Honorable Alik L. Alik 
Chairman, FSM Congress Committee on Resources and Development 

Dear Co-Chairmen: 

Your Working Group on Private Sector Development to which was referred the private sec-
tor development matrix begs leave to report as follows: 

Your Private Sector Working Group consisted of over 40 participants.  An informal polling 
of members indicated that more than half of the members came from the private sector.  
Government and public enterprise representatives ran a close second followed by the con-
sultants and NGO representatives.  Both private and public sector representatives came from 
a wide variety of disciplines which led to very lively discussions and informed input in the 
deliberations of the group. 

Sessions began on Tuesday afternoon and extended through all of Wednesday.  While the 
group was pressed for time, we attempted to review all aspects of the matrix and its impact 
on the future development of the private sector in the Federated States of Micronesia. 

As an overall philosophy of the working group, we found ourselves in agreement with the 
sentiments offered by Professor Gustav F. Papanek who during the Monday plenary ex-
plained that the three major constraints to development are transportation, transportation and 
transportation.  These three major constraints relate to: (1) the limited accessibility of trans-
portation, (2) the high cost of transportation and (3) the excessive time constraints of trans-
portation.  Rapid economic development within the FSM, be it in the public or the private 
sector, will be contingent on overcoming these constraints.  Thus, the strategies, policies, 
outcomes, activities and outputs identified within the matrix in the numerous areas we were 
called upon to review must be read within the context of the accessibility, the cost and the 
timeliness of transportation and must be tempered by these underlying challenges to our po-
tentials for growth. 

In considering the essential elements of our sector, the working group soon adopted an un-
derlying theme which has permeated throughout the course of our reviews of the matrix.  
This basic theme can be stated as the continuing need for full consultation with the private 
sector in all aspects of economic planning, implementation and analysis.  While this theme is 
sometimes specifically stated in the strategic goals and policies adopted by the group as re-
flected in its mark-up of the matrix, we would like to emphasize that this theme should be 
remembered and incorporated into the reading of all elements of the matrix. 

While the group quickly entered into discussions of the various components of the matrix and 
our deliberations as to how the matrix could be improved to reflect the views and opinions of 
the group, we also chose to adopt an attitude of restraint in certain areas which we felt were 
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not appropriate to include in a matrix on the private sector or which we felt needed a substan-
tially different approach.  Accordingly, we: 

• Chose not to repeat the obvious where rules and guidelines are clearly spelled out in 
the amended Compact, the FPA or statutory law. 

• Chose not to put in specific percentages, dates or dollar figures in the outcomes as 
these are details to be managed through the annual performance based budgeting processes. 

• Chose not to include narrowly defined strategies or policies best left up to individual 
states to determine within the context of their own unique economic environments, preferring 
instead to use more generalized principals which can be readily adapted on a state by state 
basis to meet their own unique needs. 

• Chose not to include elements of government planning best addressed by other sec-
tors, such as general education policy with respect to young workers traveling abroad, or 
general financial policy with respect to the overall infrastructure allocations as a percentage 
of Compact grants. 

• Chose to opt for calls for open studies on a multitude of alternatives rather than to di-
rect attention to specific proposals relative to future government reforms where the jury is 
still out as to the best approach to take.  As an example, the working group has called for 
production and wide dissemination of papers produced within all four states and at the na-
tional level with respect to alternate proposals for taxation reform rather than calling for a 
study on just one type of taxation. These studies should be undertaken after ample notice has 
been given to the private sector and with full consultation with the business community.     

• Chose to opt for statements of general inclusion, rather than the specifics of the mo-
ment to address activities and outputs listed in the matrix.  For example, the terms “NGO’s” 
and “international organizations” were substituted for acronyms such as PISBDCN and 
UNDP/UH SBDC. These changes should not be interpreted as a deletion of these fine or-
ganizations, but as a broadening of the category in realization that the matrix will serve as a 
planning document for many years to come and that many other worthy organizations may in 
the future show an interest in the development of the FSM as well. 

In addition to exercising restraint in the wording of the matrix, your working group would 
also like to express our concern that while many activities and outputs are listed for govern-
ment attention, the inclusion of these items do not necessarily imply that the areas addressed 
are serious constraints to growth in the FSM.  As an example, several land reforms have been 
listed as areas of attention, but we caution those who read these provisions, that the continu-
ous harping about land reform issues in government publications and consultancy reports can 
cause negative connotations to be broadcast abroad about Micronesian attitudes relative to 
the productive nature of their properties that do not necessarily reflect reality.  It is the con-
tinuing references by our own development experts to so called land problems that can be-
come self-fulfilling prophecies causing the potential investors to shy away from Micronesian 
investments, rather than the reality of the land tenure systems themselves.  Land, business 
and banking reforms will of course help facilitate development, but programs designed to 
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ease the recording of land titles or to improve the rules applied to the business communities 
or banking systems should be treated in a positive manner as efforts toward the continuing 
improvement of the business climate, rather than quoted or sited as negative drags on the in-
vestment scene.  

As finalized by your working group, the strategic planning matrix on Private Sector Devel-
opment consists of a mission statement and several major strategic goals.  Priorities are re-
corded within each of these strategic goals, and outcomes, activities and outputs are set forth 
to realize those policies.  The overall mission of this sector is to facilitate the development of 
an environment supportive of a competitive and growing private sector.  To accomplish this 
mission within the context, restraints and cautions described above, the working group has 
listed five strategic goals that read as follows: 

• Strategic Goal 1   Create a sound economic policy making environment, in full con-
sultation with the private sector, to support export oriented, private sector-led growth. 

• Strategic Goal 2   Improve the competitiveness of the factors of production to pro-
mote private sector development. 

• Strategic Goal 3   Improve the environment for direct investment and  expand entre-
preneurial and business development support services. 

• Strategic Goal 4  Reduce the direct role of government in the  economy 

• Strategic Goal 5   Provide efficient and cost-effective economic  infrastructure to 
support competitive private sector development. 

The policies, outcomes, activities and outputs as they relate to each strategic goal can be 
found in the matrix attached to this report.  The Summit Secretariat has also been provided 
with a working copy of the matrix in both digital and printed forms which show all the ad-
justments and changes that the working group has adopted with respect to the draft matrix 
initially referred to the group.  As the matrix attached to this report was produced as quickly 
as possible for presentation at today’s plenary session, we seek the understanding of the full 
Summit that the matrix, if adopted by the Summit, may need some technical corrections as to 
formatting and proofreading by the Secretariat before final printing in the formal publications 
of the Summit. 

In conclusion, the working group would like to stress the point that the planning process is 
dynamic in nature, requiring continuing review and updating.  The major emphasis in Profes-
sor Papanek’s remarks to the Summit earlier this week is that transportation, transportation 
and transportation is the gateway for development.  In like manner, the ultimate desire of the 
Private Sector work group with respect to the Strategic Development Plan is that the Nation 
embrace the strategy of (1) participation, (2) participation and (3) participation as our ulti-
mate goal in private sector planning and development.  Participation means full consultation 
with the private sector as well as all other sectors of the economy in the creation of develop-
ment strategies; participation also means full engagement of the private sector as well as all 
other sectors of the economy in the implementation of development projects; and, finally, 
participation means full involvement of the private sector as well as all other sectors of the 
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economy in the analysis of economic reports and other criteria following the completion of 
development projects and programs.  With full participation of all components of our Nation 
in the continuing and ever evolving development process, your working group is confident 
that all aspects of our society will fully benefit from the planning efforts undertaken by those 
of us who have had the privilege to serve in this Third FSM Economic Summit. 

Respectfully submitted, 

Jack E. Yakana 
Peter Aten 
Co-Chairmen 

 



 

PLENARY DISCUSSION 
Jack E. Yakana 

Thank you, Vice President Killion.  Please allow me to pay respects to Pohnpei (spoke in 
Pohnpeian).  I pay respect to our President, Vice President, Members of the FSM Congress, 
Governors, my colleagues from Kosrae and Yap, presiding officers and members of the State 
legislatures, members of the diplomatic corps, ladies and gentlemen. 

I believe that in order for this Nation to achieve within the next 20 years economic growth 
and self-reliance it is about time the government started paying attention to the private sector.  
We all learned the economics 101 that with a strong private sector the governments can be 
successful.   

Co-chairmen Killion and Alik, your working group on private sector development, to which 
was referred the private sector development matrix, is pleased to report the following: 

But before I go into the report I wish to apologize to the Summit that due to some clerical 
mistakes by our staff—or the staff of the Summit when they were asked to reformat the ma-
trix—they left out a lot of the changes that the committee did on the matrix.  So what you 
have in front of you is not exactly what the committee came up with. 

Your private sector working group consisted of over 40 participants. An informal polling of 
the members indicated that more than half of the members came from the private sector. 
Government and public enterprise representatives ran a close second followed by the con-
sultants and NGO representatives. Both private and public sector representatives came from a 
wide variety of disciplines which led to a very lively discussion and informed input in the 
deliberations of the group.  

Our sessions began on Tuesday afternoon and extended through all of Wednesday.  While 
the group was pressed for time, we attempted to review all aspects of the matrix and its im-
pact on the future development of the private sector in the Federated States of Micronesia. 

As an overall philosophy of the working group, we found ourselves in agreement with the 
sentiments offered by Professor Gustav Papanek who, during the Monday plenary, explained 
that the three major constraints to development are transportation, transportation and trans-
portation. These three major constraints relate to: (1) the limited accessibility of transporta-
tion, (2) the high cost of transportation, and (3) the excessive time constraints of transporta-
tion. Rapid economic development within the FSM, be it in the public or the private sector, 
will be contingent on overcoming these constraints. Thus, the strategies, policies, outcomes, 
activities and outputs identified within the matrix in the numerous areas we were called upon 
to review must be read within the context of the accessibility, the cost and the timeliness of 
transportation and must be tempered by these underlying challenges to our potentials for 
growth. 

In considering the essential elements of our sector, the working group soon adopted an un-
derlying theme which has permeated throughout the course of our reviews of the matrix. This 
basic theme can be stated as the continuing need for full consultation with the private sec-
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tor—and I repeat, full consultation with the private sector—in all aspects of economic plan-
ning, implementation and analysis. While this theme is sometimes specifically stated in the 
strategic goals and policies adopted by the group as reflected in its mark-up of the matrix, we 
would like to emphasize that this theme should be remembered and incorporated into the 
reading of all elements of the matrix. 

While the group quickly entered into discussions of the various components of the matrix and 
our deliberations as to how the matrix could be improved to reflect the views and opinions of 
the group, we also chose to adopt an attitude of restraint in certain areas which we felt were 
not appropriate to include in a matrix on the private sector or which we felt needed a substan-
tially different approach.  

Accordingly, we:  

 Chose not to repeat the obvious where rules and guidelines are clearly spelled out in 
the amended Compact, the Fiscal Procedures Agreement or statutory law. 

 Chose not to put in specific percentages, dates or dollar figures in the outcomes as 
these are details to be managed through the annual performance based budgeting 
processes. 

 Chose not to include narrowly defined strategies or policies best left up to individual 
States to determine within the context of their own unique economic environments, 
preferring instead to use more generalized principals which can be readily adapted on 
a State by State basis to meet their own unique needs.  

 Chose not to include elements of government planning best addressed by other sec-
tors, such as general education policy with respect to young workers traveling abroad, 
or general financial policy with respect to the overall infrastructure allocations as a 
percentage of Compact grants. 

 Chose to opt for calls for open studies on a multitude of alternatives rather than to di-
rect attention to specific proposals relative to future government reforms where the 
jury is still out as to the best approach to take. As an example, the working group has 
called for production and wide dissemination of papers produced within all four 
States and at the National level with respect to alternate proposals for taxation reform 
rather than calling for a study on just one type of taxation. These studies should be 
undertaken after ample notice has been givento the private sector and with full con-
sultation with the business community. 

 Chose to opt for statements of general inclusion, rather than thespecifics of the mo-
ment to address activities and outputs listed in the matrix. For example, the terms 
"NGO's" and "international organizations" were substituted for acronyms such as 
PISBDCN and UNDP/UH SBDC. These changes should not be interpreted as a dele-
tion of these fine organizations, but as a broadening of the category in realization that 
the matrix will serve as a planning document for many years to come and that many 
other worthy organizations may in the future show an interest in the development of 
the FSM as well. 
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In addition to exercising restraint in wording the matrix—which, unfortunately, is not in front 
of you—your working group would also like to express our concern that while many activi-
ties and outputs are listed for  government attention, the inclusion of these items do not nec-
essarily imply that the areas addressed are serious constraints to growth in the FSM. As an 
example, several land reforms have been listed as areas of attention, but we caution those 
who read these provisions, that the continuous harping about land reform issues in govern-
ment publications and consultancy reports can cause negative connotations to be broadcast 
abroad about Micronesian attitudes relative to the productive nature of their properties that 
do not necessarily reflect the realities of today. It is the continuing references by our own de-
velopment experts to so-called land problems that can become self-fulfilling prophecies caus-
ing the potential investors to shy away from Micronesian investments, rather than the reality 
of the land tenure systems themselves. Land, business and banking reforms will, of course, 
help facilitate development, but programs designed to ease the recording of land titles or to 
improve the rules applied to the business communities or banking systems should be treated 
in a positive manner as efforts toward the continuing improvement of the business climate, 
rather than quoted or sited as negative drags on the investment scene. 

Now I’d like to introduce my co-chair to present the second half of our report.  May I present 
Peter Aten, chairman of the Chamber of Commerce. 

(Co-Chair Peter Aten) 

With due respect to all our traditional leaders, all you distinguished ladies and gentlemen in 
the room.  I’m a businessman so I’ll go straight to the point.   

As finalized by your working group, the strategic planning matrix on private sector develop-
ment consists of a mission statement and several major strategic goals. Priorities are recorded 
within each of these strategic goals, and outcomes, activities and outputs are set forth to real-
ize those policies. The overall mission of this sector is to facilitate the development of an en-
vironment supportive of a competitive and growing private sector. To accomplish this mis-
sion within the context, restraints and cautions described above, the working group has listed 
five strategic goals that read as follows: 

 Strategic Goal 1  Create a sound economic policy making environment, in full consul-
tation with the private sector, to support export-oriented, private sector-led growth. 

 Strategic Goal 2  Improve the competitiveness of the factors of production to promote 
private sector development.  

 Strategic Goal 3  Improve the environment for direct investment and expand entre-
preneurial and business development support services. 

 Strategic Goal 4  Reduce the direct role of government in the economy. 

 Strategic Goal 5  Provide efficient and cost-effective economic infrastructure to sup-
port competitive private sector development. 
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The policies, outcomes, activities and outputs as they relate to each strategic goal can be 
found in the matrix attached to this report. The Summit Secretariat has also been provided 
with a working copy of the matrix in both digital and printed forms which show all the ad-
justments and changes that the working group has adopted with respect to the draft matrix 
initially referred to the group. As the matrix attached to this report was produced as quickly 
as possible for presentation at today's plenary session, we seek the understanding of the full 
Summit that the matrix, if adopted by the Summit, may need some technical corrections as to 
formatting and proofreading by the Secretariat before final printing in the formal publications 
of the Summit. 

In conclusion, the working group would like to stress the point that the planning process is 
dynamic in nature, requiring continuing review and updating. The major emphasis in Profes-
sor Papanek's remarks to the Summit earlier this week is that transportation, transportation 
and transportation is the gateway for development. In like manner, the ultimate desire of the 
private sector working group with respect to the Strategic Development Plan is that the Na-
tion embrace the strategy of (l) participation, (2) participation and (3) participation as our ul-
timate goal in private sector planning and development. Participation means full consultation 
with the private sector as well as all other sectors of the economy in the creation of develop-
ment strategies; participation also means full engagement of the private sector as well as all 
other sectors of the economy in the implementation of development projects; and, finally, 
participation means full involvement of the private sector as well as all other sectors of the 
economy in the analysis of economic reports and other criteria following the completion of 
development projects and programs. With full participation of all components of our Nation 
in the continuing and ever evolving development process, your working group is confident 
that all aspects of our society will fully benefit from the planning efforts undertaken by those 
of us who have had the privilege to serve in this Third FSM Economic Summit. 

On a lighter note, I would like to give thanks to Lieutenant Governor Jack Yakanaka—
Yakana—I’m sorry, for all his help that he has given us.  And thank you very much.  I would 
also like to thank Tom Beckman, our rapporteur who has done a lot to help us.  So thank you 
very much. This is the report from your private sector.   

CHIEF JUSTICE YOSIWO GEORGE:  Thank you.  Maybe I can start off with the mission 
statement.  I have no problem with the way—I think the message is clear here but I’m think-
ing about creating an atmosphere or environment that is conducive to private sector growth 
or to economic growth.  In the mission statement we said, “to facilitate the development”.  
We seem to be talking about this for some time, trying to create an atmosphere, an atmos-
phere that is conducive to private sector development.  Can it be a little stronger than “to fa-
cilitate the development”?  Well, you don’t really have to answer but I was hoping that at the 
end of this we at least know what that environment requires.  If we can just list down—the 
private sector can come forward and say this is what we want to see happen, one, two, three, 
four, to create that kind of atmosphere, to create that kind of environment so that we get to it 
much faster than go back and facilitate the development of an environment.  We seem to go a 
little further than having it right there ready.  That is my first comment. 

The second comment now is on the strategic goal number 1. Yesterday we heard the agricul-
ture sector in its presentation talked about the subsistence requirement.  Is it something that 
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the private sector sees as an area that needs to be encouraged, a subsistence requirement, 
along with export-oriented and private sector growth?  Those are the two comments I want to 
pose at this time.  But before, I’d like to thank the two presenters and the committee for the 
excellent work you’ve done.  Thank you. 

LIEUTENANT GOVERNOR JACK YAKANA:  Thank you, CJ.  Perhaps you can suggest a 
better wording of the mission statement.  These papers are still in draft form and we can 
still—but if you could suggest to the Summit stronger wording of the mission statement, we 
would welcome that.   

As to your question regarding subsistence farming recommended by the agriculture sector.  I 
don’t think we covered that but any of the members of the committee can correct me.  I think 
we were more on the export.  We emphasized the export of various commodities and produce 
that can be produced in the FSM.  We see that exporting would strengthen the private sector 
so we had emphasis on exporting rather than subsistence.  But like I say, members of the 
committee can help me answer the question. 

ALIK ALIK:  As you know, the proceedings are recorded so we’ll work with the Secretariat 
on those issues that need to be addressed or those amendments that are recommended. 

JOHN MANGEFEL:  Again, I apologize to the whole Summit but I’m not going to contra-
dict Chief Justice Andon Amaraich on his statement on what needs to be privatized and what 
need not to be privatized because I simply don’t know that area.  But I do know this though, 
that ordinarily we can privatize things, activities from the government then it needs to be pri-
vatized.  I can sit standing here and give you many examples in Yap that used to be run by 
the government and is now privatized and they are doing 1,000 percent better than when it 
was run by the government.  I can give you examples but I don’t need to go into all that.   

But one good example, here in Pohnpei I visited yesterday a clinic, private clinic, and I think 
the name is Genesis.  And I was really worried that I may be late and I went there and looked 
at my swollen feet and prescribed something and I come back and within a few minutes they 
said, yes, you are okay, we’ll give you medicine to correct your feet, so that is the kind of 
thing we’re talking about being privatized.  But I’m not going to talk about what needs to be 
privatized and what need not.  Surely, External Affairs cannot be privatized because it deals 
with the foreign governments and the foreign governments don’t deal with a privatized group 
here in Micronesia, it’s a government-to-government thing.  That much I know.  Excuse my 
ignorance, I don’t know what needs to be privatized but whatever we can privatize needs to 
be privatized because they do a much better job.  Thank you.  (Applause) 

ALIK ALIK:  Thank you, Governor Mangefel.  Your view is well taken. 

LIEUTENANT GOVERNOR HABUCHMAI:  Thank you, Chairmen, and I must thank the 
two gentlemen for their presentation and their excellent job.  I need to make some sugges-
tions on strategic goal number 5, if we can refer to that.  I would like to suggest that we insert 
the two words “environmentally appropriate”.  It should read, “Provide efficient environmen-
tally appropriate and cost-effective economic infrastructure to support competitive private 
sector development.”   
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And if I may, going down to the activities under 5.1, “Implement efficient and environmen-
tally appropriate and priority-based infrastructure projects.”   

 Furthermore, I would like to also suggest that in the outputs we include under 5.1.2, “Infra-
structure project feasibility environmental impact assessment procedures are developed and 
implemented (1).”  Thank you, Chairmen. 

LIEUTENANT GOVERNOR JACK YAKANA:  Thank you, Lieutenant Governor.  Those 
suggestions have been noted and we’re adding them to the matrix. 

KIKUO APIS:  Thank you.  My comments, the first one will be on “Policies required:” under 
Strategic Goal 2, item two.  I would like to try to elaborate a little what we mean there “Re-
solve alien labor recruitment . . .”.  The process we have today for recruiting is that govern-
ment or private announce publicly, it goes through the newspaper and most of the time it 
doesn’t reach where you really need it to be reached so you can recruit the skilled labor, and 
I’ll give you one example.  I am very familiar with the system in the Philippines as far as re-
cruiting and they have—under an organization called POEA or Philippines Overseas Em-
ployment Administration—thousands of recruiting agencies which are registered and are 
competent where you can go through and hire people.  I think the advantage of this is that if 
you do that, if you retain an agency, by bidding through 3,000 or 2,000 agencies you’ll be 
able to get one good and efficient agency to do your recruitment.  In that case they can screen 
the people, make sure that this is the skill you want and check what the applicant is submit-
ting for you to review.  I tell you now what we do is we get people and we cannot confirm by 
checking through their applications whether these are actually what they say in the applica-
tion.  What I’m trying to say is that I think in order to guarantee that we get the best possible 
skilled person that we are hiring, we may spend some money but retain an agency where we 
can go through and we work with them in order to assure that we are getting the best people 
we want.  That’s my first comment. 

Number two may not be related to this but I thought it’s an important issue that we should at 
least have it discussed or at least announce it in this kind of conference.  And that is the issue 
on visas.  And I have brought out this to government several times and I’m sure they’re 
working on it.  But what I’m saying is nowadays our people are traveling to different coun-
tries.  Some countries charge us for visas, for instance, $50 a month once you need to renew 
your visa.  And even patients who are visiting those countries pay $50 per month.  While in 
our country there is no mechanism that’s set up that we have reciprocal treatment where if 
they charge us $50 then we charge their citizens $50.  The U.S. is not charging us anything 
on visas, then we don’t charge them anything on visas.  Isn’t there any possible way that this 
thing can work out reciprocally so that, you know, if a country decides not to charge us any 
more fines, then we don’t have to charge them.  Thank you very much. 

LIEUTENANT GOVERNOR JACK YAKANA:  Thank you, Kikuo.  In the matter of alien 
labor recruitment, what you just suggested is ideally what should be happening.  But right 
now in our country the recruitment process is done passively.  But the people in the person-
nel department should be doing what you just suggested.  And I’m sure in the private sector 
that they do recruit actively.  So I think some of them are doing what you have just said. 
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As for visas, I’m sure we have both the President and the Vice President here, they can in-
struct—and we have Congress people here—they can enact appropriate legislation to require 
visas but by citizens of countries that require visas from Micronesians.  Thank you. 

ALIK ALIK:  Thank you. That issue of visas, as I understand it, is being looked into.  With 
the bilateral arrangement with PNG we have no such arrangement at this stage but we have a 
number of agreements, especially with the South Pacific countries, that waive that visa re-
quirement.  And as I understand it it’s being worked with other countries that we have bilat-
eral relationships with. 

TINA TAKASHY:  Thank you, Chair.  I’ve got two issues here to present to the body of the 
Summit.  The first one is directly to the private sector and that’s on the financing institutions 
in terms of the process and the loan lending schemes and assistance as provided through the 
banks.  In order for people to participate we need to include some flexibility in the loaning 
process, in the application process, particularly in the criteria and the issue of collateral.  I’m 
speaking in terms of small business development and very small home-based businesses.  
Because when we talk about sustainability of development and improving livelihood and 
standards of living for people, often our focus is on macro-policies and micro-policies at the 
State levels.  But when you come to the realities of the people, you see that there is no oppor-
tunities for them to be able to access resources that would enable them to create incomes to 
sustain their families, to be able to pay for education fees, to be able to pay for food.  So my 
recommendation for consideration by the committee on private sector is that some discus-
sions take into consideration the issue of small, small home-based industry development at 
the community level. 

My second one is we have a prepared message here and this is on the participation of civil 
society outside of the business and outside of the government.  And I will read it briefly, if 
you would allow me, Chair.   

Our message to this august body is creating participation in development and democratic 
process that is open, responsible and inclusive of all people and enabling people’s voices to 
be heard.  As we look over here we see that one of our critical issues is on the role of civil 
society in this process.  We hear government and private sector partnership, that’s great.  But 
when you’re talking about people’s participation you are talking about resource owners.  You 
want to develop their lands but how are they involved in this idea generation and in this 
planning to develop their lands if they are not put into the process.   

We also would like to bring attention to clarifying what roles we should play in this new 
Compact II era because we do not want it to be business as usual.  That means microeco-
nomic and macroeconomic development benefits trickle down to the people by osmosis.  
That doesn’t happen any more.   

We also want to make sure that the legal and regulatory frameworks are able to be inclusive 
so that we know what roles and function we will play in this new FSM Nation-building.   
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We want to look at the cases of people with disabilities and special needs.  We look around 
our institutions, we do not have accessible ramps for people with disabilities.  We don’t have 
roads that help them.  So please consider this. 

We talk about the institutional capacity and this would also go to the public sector in terms of 
the reduction of government services at both National and State levels.  Reduce services and 
outsource it to the people.  I think this is a very important time for the governments and the 
business sectors to look at their own institutional capacities and to really clarify their roles 
and responsibilities to the people, clarify what roles the National Government is going to 
play and reform the system accordingly, as well as the State.   

Investment in resources is also one concern and we would like to say again that when you 
invest in people, you are investing in sustainable development.  And the civil society, we are 
your customers, we are your clients.   

And lastly, I want to bring to the whole nine sectors the issue of the peoples’ priorities of 
needs that have been identified by the Asian Development Bank study.  I did not see any re-
flection in the goals to achieve this need.  And the study pointed out that access to basic ser-
vices is the priority of peoples’ needs in the FSM.   

The second one is access to employment to earn income, not for us to provide income to 
them but for them to generate income.   

The other one is, again, on the participation.  We have transportation, transportation, trans-
portation.  And participation, participation, participation is also called for.   

And the last one is the ownership, the issue of ownership.  Who owns this process?  Who 
drives it?  I think it should be inclusive and it should be open, it should be transparent, it 
should be accountable and unless the general people are involved in this process, through 
representation, it is not going to be as open. 

Lastly, we urge this Summit to put words into action in transforming these processes, these 
structures and the mechanisms which you would create to ensure that achievement of these 
priority needs is a priority of your development agenda.  Thank you.  (Applause) 

ALIK ALIK:  Thank you very much, Tina, for your well-presented views on issues that we 
have discussed.  I’m sure most of the sectors have addressed those concerns and they’re 
taken into account.  Thank you very much. 

Any other questions?  If not further questions, I guess that concludes our discussion on the 
private sector.  And on behalf of all of us I thank you very much for your presentation.  (Ap-
plause)   

LIEUTENANT GOVERNOR JACK YAKANA:  Thank you for listening. 

 



 

Public Sector Committee Report 
1. INTRODUCTION 

The Summit working committee on fiscal policy and public sector management convened 
Tuesday March 30-31, 2004 to review and finalize its sector planning matrix. The meeting 
took place at the Congress Central Facilities in Palikir, Pohnpei State. 

The Committee co-chairs are Mr. Aren Palik, President/CEO of the Pacific Islands Develop-
ment Bank and Mr. Simensin James, Budget Director for the State of Pohnpei. Rapportuer is 
Mr. Steven George, Economist from State of Kosrae. Committee Advisor is Dr. Mark Stur-
ton, EMPAT Team Leader. Logistical and other technical support was provided by the staff 
of the FSM Dept of Economic Affairs.  

The Committee was well represented by states with the exception of State of Yap. Yap al-
though not represented in numbers but they submitted their views in a written document 
which was distributed to all members.  

There was also a fair representation by branches of government both from the state and na-
tional levels. In addition, there were good number of resource individuals from the national 
government including JCN, a few legal staffs, DOI, etc. Members of the committee are listed 
at the conclusion of these proceedings. 

The Committee at the outset agreed on an approach to focus on the formulation of strategic 
goals, policies and outcomes provided with an understanding that activities and outputs 
would be dealt with by the states with designated inputs from the summit secretariat.  

Whereas the committee was given limited preparatory work with inadequate materials pro-
vided, the co-chairs and members, nevertheless resolved to take up the task knowing that the 
committee would not in any position complete a draft matrix given the time constraints for 
full adoption during the plenary session. 

This report provides for 2 parts: First is a discussion on key issues and challenges by the 
Committee on public sector management for FSM-wide. Second is a summary of the Strate-
gic Planning Matrix [SPM] for Fiscal Policy and Public Sector Management.   

2. KEY PUBLIC SECTOR MANAGEMENT ISSUES & CONSIDERATIONS 

The co-chairs brought to the attention of the members several key public sector management 
issues that are critical to FSM during this amended Compact transition and the 20 year plan-
ning period. The members took notes/stock on the issues as summarized in the following:  

High Growth Scenario: Professor Papanek’s presentation provided the watershed necessary 
to form the minds of participants to act, speak and contribute effectively to this summit exer-
cise. It was the first issue brought up during the committee deliberation as to where such sce-
nario would fit into the policy planning exercise under the interest of fiscal policy and public 
sector management. 
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The members of the Committee felt that a thorough analysis of the High Growth Scenario is 
needed before developing any forms of recommendations. Hence, the committee left with an 
understanding that such scenario must be first evaluated, designed and analyzed. The com-
mittee further agreed that this development alternative is the only best alternative to raise 
standard of living in FSM so as reducing reliance on external assistance. Since there will be 
major reforms needed as presented by Professor Papanek in terms of taxation, investment, 
etc., other scenarios must also be looked upon to weight the practicality of reforms require-
ments. 

Capacity Building Sector Grant: The Committee received 2 different sets of information from 
the national government, JCN and the United States Dept of Interior. One set is the agree-
ment by US and FSM to have this sector grant phasing out in 5 years with funding migra-
tion. The other set is that this sector grant should not be subjected to any transition until a 
Compact Implementation Agreement is entered and become effective. 

Members spent much time exchanging this conflict between the 2 different sets of informa-
tion. The committee received comments from Senator Fritz as to the position of the JCN.  

After discussions, the Committee agreed that national government must clear up this so 
called “gray area” in the amended Compact implementation. Given the adverse effect of 
funding migration under this sector grant, a clear one-set message should be in place for the 5 
governments to act accordingly. 

Economic Drag: Co-chairs reflected on the key presentation made by Professor Papanek on 
the effects of annual funding decrement of $800,000 and partial inflation adjustment of 2/3. 
Since this is a public sector management issue as to where government can accommodate the 
1.6 million drag to economic growth, members felt that this could be well-address after a de-
sign of high-growth scenario is in place. 

Infrastructure Development Plan: The committee briefly addressed the IDP by identifying 
key projects for public sector management which include acquisition of hardware and soft-
ware for improved financial management system and development/improvement of govern-
ment buildings and facilities. The Committee was provided with an understanding that each 
of 4 states has reviewed its own IDP and will address them separately. 

Compact Ratification: Co-chairs raised this issue as a matter of urgency to ensure that flows 
of Compact transfers not to be inhibited by lack of actions by the 5 governments in the FSM. 
No discussions were made in this particular issue based on an understanding that this falls 
under the assignment of the President’s Select Committee  

Trust Fund: Co-chairs reflected on the need to have the 5 governments patching up the re-
maining portion for the $30 million requirement. No discussions following this issue.  

Policy Implementation: A noted weakness in policy implementation was raised including the 
co-ordination of the amended Compact. Discussions came after as to exactly where or who 
should be implementing or monitoring the outcome of the 3rd FSM Economic Summit. Past 
experiences were shared by the Committee Advisor noting several shortcomings. Committee 
also received a brief report on the President’s restructuring proposal that is currently pending 
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with the FSM Congress. Congress representative noted that the bill is not dead. Committee 
therefore decided to remain silent on any recommendations, provided that the existing struc-
tural set-up through EPIC will be adequate to carry over the implementation and monitoring 
process. 

3. STRATEGIC PLANNING MATRIX 

The incomplete draft provided by Secretariat was used as the guide for the development of 
the sector matrix. Although the draft was not complete relative to other sector matrices, it 
provided the key elements of what is expected from the fiscal policy and public sector man-
agement. All four states were prepared to address the draft matrix. Yap and Pohnpei provided 
written materials as to where their interest would be accommodated. Kosrae and Chuuk also 
came prepared from their leadership conferences. 

The committee adopted 4 key elements of public sector management as strategic goals which 
include sound fiscal policies; good governance; efficient resource allocations; and effective 
law and contract enforcement. These broad elements as adopted should support the underly-
ing objective to have a predictable investment climate for private sector development with 
financial stability and improved service deliveries.   

Policies supporting these key goals are listed as requirements to effect activities in the public 
sector which are yet to be determined. Key policies discussed and adopted by the Committee 
include a need to eradicate corruption; a need to reform tax system; a need to establish easy 
access to public for information and participation; a need to eliminate all commercial public 
enterprises; a need to have a strong and effective workforce serving the governments; etc. 

Finally, the Committee rushed through what outcomes they would wish for this sector to 
produce. Several outcomes were adopted which include the need to reduce government share 
in the economy; a need to increase tax revenues as share of total income; prudence in exter-
nal debt; expedient auditing; increased productivity of government services; etc. 

The Committee rested after completion of the outcomes with the understanding that a group 
preferably the Summit Secretariat will finalize the matrix to include activities and outputs. 
Once activities and outputs are finalized, the co-chairs will solicit inputs from state and 
members of this working committee.

 



 

PLENARY DISCUSSION 
Aren Palik 

May I ask if the members of the committee could please—there are seats up front here.  I’d 
like to pay my respects to our traditional leaders of Kosrae, chairmen, leaders, participants, 
Summit staff, and ladies and gentlemen. 

Goods morning.  I’d like to also introduce my able co-chair Mr. Semensin James, who is the 
Budget Officer for Pohnpei State.  And also to thank our rapporteur, Mr. Stephen George.  I 
was going to take the time to introduce a good friend of mine from Guam, Senator Camacho, 
but the Chair has done that so I’m glad that he can also join us this morning.   

Before the committee drafted its strategic planning matrix for this sector, public sector man-
agement, we took time to reflect on the discussions and the presentations that were made on 
Monday and Tuesday.  In general, we were reflecting on our experiences over the past 17 
years under the first Compact.  We also reflected on the realities on the new and amended 
Compact.  And third, we also discussed and considered the three growth scenarios that were 
represented by Professor Papanek on Monday. 

The committee recommended the high growth scenario and took the position that the base-
line scenario and the dismal scenario are simply unacceptable and will not lead us towards 
the achievement of our economic growth and self-reliance, which is the theme of this Sum-
mit.   

There are four very crucial issues and realities that this committee paid particular attention to 
and these include, first, the financing gap that would result from the annual stepdown in the 
sector grant, $800,000 annually, starting fiscal year 2007.  The second issue with respect to 
the financing gap, is the presumed—and I would say in parentheses question mark—on the 
20 percent annual reduction and eventual phase-out of the capacity building sector grant.  
The issue is still unclear.  And third, the possible reduction in the value of our Compact in-
flows as a result of the partial indexation of inflation adjustment. 

The second issue that we paid attention to is the fact that the government and the public sec-
tor represent 42 percent gross domestic product while the combined productive sector of 
tourism, fisheries and agriculture represents only five percent of GDP. 

The third point that we paid attention to is the fact that there is a strong liquidity position in 
the banking system with a 22 percent loan-to-deposit ratio in the commercial banking sector 
and we presume that this liquidity excludes the FSM Development Bank, the local bank. 

And finally, we paid attention also to the fact that our government has a comparatively low 
external debt position at 15 percent of GDP.   

The issues and statistical facts that we just identified convey the following clear and unmis-
takable messages.  First, that the government or public sector is too big and must be reduced 
so that resources could be reallocated to support the high growth scenario, which was rec-
ommended by the select committee yesterday.  You know, one of the common cliches or 
metaphors that we use is a turtle that is lying on its back.  Our economy is exactly that, that 
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the government is at the back and private sector on the top and it does not move forward.  
And I think a lot of times we tend to believe that it should be the other way around, that the 
private sector should be moving the economy forward and not the government. 

Secondly, if we want economic growth it’s clear that we must pay the price and make the 
painful adjustments.  I’m sure many of you are athletes and in sports, one of the common 
lines as athletes we use is, no pain, no gain.  So we certainly have to make some sacrifices if 
we are to realize our economic objectives. 

Third, if we pursue the high growth scenario, clearly funding under the Compact—or 
amended Compact—will not be sufficient.  We will have to seek financial assistance from 
other sources.  We will have to reform and perhaps raise taxes to increase revenue.  We may 
have to borrow, given our liquidity position, but we must reduce our public sector and shift 
the resources towards the productive sector.  Simply, that’s the goal we set for the next 20 
years and we need to take the step forward.  And I think we need to remember also that we’re 
trying to set an objective or a mission for the next 20 years.  It will not be achieved within 
one year.  And we need to start on the right step. 

Fourth, to achieve any level of meaningful growth all the sectors have a very vital role in the 
process and they must all work in harmony.  You know, yesterday—and I’ve been hearing a 
lot of sectors saying that they’re more important.  Yesterday we heard education saying that 
they’re the most important and we heard gender saying that they’re the most important and 
we heard Bob saying yesterday that without health, if we’re not healthy, we cannot contrib-
ute.  I think we’re all very critical and I think the discussion on which sector is more critical 
or more important is quite clear.  I mean, if we have one hand and one finger and one finger 
is taken then the end will not be possible.  And we also use—you know, as islanders we use 
sailing as a metaphor a lot of times.  And I think as we sail we need a captain to sail.  We 
need sailors to sail.  And we need the boat to be operational.  So every sector is important in 
this effort.  And I think that must be clear.  I think we all have a role to play in this process. 

With that in mind, the committee went ahead and worked and tried its best to develop some-
thing and that’s the document you see in front of you.  Now, you will note that the activities 
and the outputs are left blank. And I think in defense of my oor members here, I must say 
that this sector started off with no draft.  We started  off with nothing, not even a copy of the 
last matrix of the last Summit.  So we started from ground zero and started to draft a mission 
statement.  And we’ve been arguing over whether it’s a verb or an adverb or a noun or a pro-
noun, but I’m glad, Mr. Chairman, to say that we gave it our best and I think we were able to 
develop something that at least could be considered and incorporated eventually into the 
Strategic Development Plan. 

I would like to go straight into it.  I’d like to just kind of summarize the handout that has 
been distributed.  The mission statement for the public sector management is to develop an 
efficient and effective public sector promoting financial stability and growth of the private 
sector by providing quality and effective public services with transparency and accountabil-
ity.  A few key words I think we want to emphasize in this mission statement is efficient and 
effective public service sector, growth of the private sector and transparency and accountabil-
ity.    I think those are the catch words in this mission statement.   
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And we tried to develop some strategic goals to support this mission statement.  We were 
able to come up with four and I’d like to just generally summarize them.  The first one is 
sound fiscal policies and improved fiscal responsibilities.  This strategic goal addresses the 
wise use of our resources, connecting our budget to our policies and addressing tax issues.   

The following four policies were recommended to support that strategic goal.  The first one, 
annual budgets are guided by policy statements reflecting medium-term expenditure and 
revenue projections and policies.  I think it’s pretty clear here that what we’re trying to ascer-
tain here is that the annual budget process should be consistent with the policies that have 
been established.  As I said, it will not be possible to achieve all our goals within one year, 
but we all know that the annual budget process is a very important exercise where policy is-
sues are addressed. So I think it’s very important that whoever is in position to be involved in 
that process must keep in mind that that decision you make at that stage is very important. 

Number two, government operation and capital expenditure policies reflecting the needs of a 
growing private sector-led economy.  We purposely identified and used the predicate part of 
that, which is the growing private sector-led economy.  We want to emphasize that that is 
really the ultimate goal. 

Policy number three is for the FSM National and State tax system to be reformed to reflect 
resource requirements and efficiency concerns.  If we are to choose the high growth scenario, 
I think there will be—we may have to consider raising taxes in addition to securing other re-
sources from outside.  So that would include reforming our current tax structure and tax sys-
tem and efficiency of collection and administration of those taxes. 

Number four is on external debt position, that it should be maintained at prudent levels to be 
consistent with the FSM Economic Strategy.  And I think that’s pretty clear.  On the first day, 
I think, it was mentioned by the Professor that even if we have that capacity to borrow, our 
borrowing external debt is now 15 percent of GDP which clearly is low but we still have to 
maintain that and make sure that if we borrow it should be directed towards the economic 
development strategy and not towards the operation of the government. 

The second strategic goal supporting our mission statement is to build effective, accountable 
and transparent National, State and local governments and other public institutions and fi-
nancial systems.  Here we’re trying to address the efficiency of our government such as in 
paying efficiency, timely reports, timely audits, audit follow-up, corrective actions and public 
access to information, which is a very important part of this strategic goal.  Transparency and 
accountability, I’m sure we all know is one of the main issues or aspects of the amended 
Compact.   

It would be sad to say that we’re recommending this strategy simply because the Compact of 
Free Association requires.  We must be accountable and we must operate in a transparent and 
in an accountable manner.  And we have five policies supporting that.   

The third strategic goal to support that mission statement is improved public sector manage-
ment within available resources.  And the policies supporting that are number one, adoption 
of a uniform performance reporting system including performance audits.   
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Two, strengthen the public sector workforce to deliver quality public services.   

Three, creating an atmosphere that encourages career development and job satisfaction.  You 
know, in government we really have to train our staff just like any other employer that they 
need to be satisfied with their jobs.  We need to reward them for their excellent performance 
so that they can continue to contribute to the effective operation of our government. 

Fourth is to eliminate government competition in commercial activities.  I think that’s one of 
the highlights, one of the policy statements I think the committee spent quite a lot of time on.  
One that I also think that the private sector will address. 

And finally, improve and enforce regulatory mechanism to monitor public enterprises and 
State granted monopolies.  Public enterprises account for a significant portion of our re-
sources, therefore they should be monitored very closely, especially if they’re statutory insti-
tutions where government trusts them to provide a service. A lot of time the fees and fee 
structures or expenses are out of line and they must be controlled because they have a social 
obligation to provide that service within reasonable cost.  And clearly their objection is not to 
maximize profit but to generate enough revenue to cover their operational expenses. 

The final strategic goal to support our mission statement is an effective law enforcement and 
judicial system based on rule of law that has the confidence of the citizenry.  Now we spent a 
great deal of time on this one also.  We were able to develop five policy statements to sup-
port this.   

The first one is to maintain highest standard of ethical practices in public sector.   

Number two, improve and provide legal framework and law enforcement to eliminate cor-
ruption and unethical conduct.  And I want to underline the words eliminate corruption.  Now 
we’re not saying reduce corruption, we’re saying eliminate corruption.   

Number three, maintain a legal and regulatory environment supporting private sector invest-
ment. 

Four, maintain a judicial system that is responsive, fair, just and timely. 

And finally, improve and strengthen performance of all law enforcement agencies. 

That’s basically the matrix that we were able to develop.  Again, we did not have the time to 
complete the activities.  We also feel that the activities are very specific, that we feel that the 
States and the National Government should have some input as we develop those activities 
and outputs.   

Before I close, Mr. Chairman, there’s one outstanding issue that this committee discussed 
and we still it as a gray area should we say, and that is with respect to the capacity building 
sector grant.  We all know that the 20 percent annual reduction of the capacity sector grant 
and eventual phase-out after five years will have profound impact on the operation of our 
government.  The committee recommends that this issue be addressed by the leadership and 
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that every effort be made to maintain this fund and keep it in perpetuity at least for the next 
20 years.   

That wraps up the report, Mr. Chairman.  I wish to at this time if you could allow me to just 
express my very personal thanks and appreciation to Governor Sigrah and Lieutenant Gover-
nor Gerson Jackson for so graciously asking me to be part of the Kosrae Delegation.  Al-
though I’m currently residing in Guam, I’m very, very grateful that they invited me to be part 
of the delegation.  Kulomalalap, Governor. 

And in my capacity as President of the Pacific Islands Development Bank, I also am very, 
very honored to be part of this very important Summit.  It really gives me an opportunity to 
listen and to get an idea of what our bank could do or could contribute to the development of 
this Nation.   

Chuuk, Kosrae, Pohnpei and Yap are current shareholders of Pacific Islands Development 
Bank, as you know, in addition to Guam, CNMI and Palau.  And our mission is basically the 
same as what we’re trying to accomplish here and that is to contribute to the acceleration of 
economic and social development in the member states and countries.  So I want to take this 
opportunity to thank the leadership of the FSM for your continued support to your PIDB.  I 
thank you very much.  (Applause) 

VICE PRESIDENT KILLION:  Thank you very much, Aren, for the nice presentation.  Se-
mensin, do you have any additional comments?  At this time we’d like to open up for ques-
tions or comments. 

LAM DANG:  Thank you.  And my question is this and it’s coming from the perspective of 
Pohnpei State where for the past four years fiscal responsibility has been the eleventh com-
mandment.  You mentioned that there was the committee recommends maintenance of fiscal 
responsibility and a need to keep the level of the public sector.  How do you reconcile it with 
what was presented yesterday by all the committees where there is an increase demand for 
government services, National laboratory this, National institute that, Institute of Nursing, 
more health assistants, environmental projects and infrastructure they said there will be re-
quirements for more people to work in hospitals, more teachers, more airport workers, more 
tourism sector workers.  How are those two goals compatible?  Thank you. 

AREN PALIK:  I have very able members of the committee to also—any one of you wish to 
respond, please feel free to do so.  But let me start off.  That’s a very good question and I 
think I stated earlier that we will not be able to satisfy or meet all our needs.  Certainly there 
will be some prioritization and I think that’s where the commitment has to be clear.  And as 
policy makers you have choices.  You have to make the choices.  We know that we need to 
invest in education, health, gender, other sectors, but what truly is the goal of this country.  If 
it’s economic development and our goal in the next 20 years is exactly that, to develop our 
economy, it must be clear that from now on those decisions ought to be consistent with the 
priority.  And I also want to say that again we probably will not be able to achieve that goal 
in five years, maybe not ten years, but what’s important is that we move forward, make the 
critical step forward.  And as decision makers I think the most important challenge would 
be—and I’m not saying that regular staff or regular employees of the government will not be 
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involved—but the truth of the matter is that those who make decision, you will have to make 
a choice.  If you say that economic development is priority, certainly you’re going to have to 
sacrifice some health or education.  You might also want to ask, well, are we satisfied with 
the level of education or health that we have.  Are there any critical or serious problems in 
the other sectors that deserve a higher priority.  If that’s the case, then that’s a question of 
allocation of resources.  But I want to emphasize, Lum, that I think that’s why I started off 
saying that we must make our decisions, as simple as that. 

Now, there are small things internally that we can do to be efficient, in the way we do our 
work.  Efficiency is a big issue.  Let’s take taxation.  If we’re efficient in the collection and 
administration of our taxes maybe it would increase revenue, maybe it will help the other 
sectors.  So there are efficiency issues.  There are priority issues and they are very tough de-
cisions that have to be made by those in positions to make decisions. 

CHIEF JUSTICE YOSIWO GEORGE:  Thank you.  If I may help.  In addition to what the 
able chairman just mentioned, I think the message is clear.  How do we best manage our re-
sources?  We need to be very, very cost-effective in what we do.  How do we effectively use 
the resources we have?  And if we manage it well but still not have resources to go around to 
deliver all essential services that the governments are expected to deliver, then we have to 
make, like the chairman said, those hard decisions and make some adjustment in our expen-
ditures and come up with some innovative way to replace those lost or needed revenues. 

NENA NENA:  Thank you.  One of the impediments to development of this Nation—I think 
it was mentioned by the reports—is the size of the government, if we reduce the size of the 
government then the private sector will be enabled to contribute to our economy.  I fail to see 
any strategies here addressing reduction in the size of the government. 

CHIEF JUSTICE YOSIWO GEORGE:  I guess though it’s not quite specific in the matrix to 
address that issue, but I believe when you talk about a government that is cost-effective, is 
efficient, is transparent, all of those suggest a government that is slim and effective.  Activi-
ties will enable us to identify where we can cut costs, how do we effectively reduce the size 
of the government and its expenditures.  But we hope that each government will look at their 
own needs and plan out how they would like to reform the public sector to be more effective.  
The committee, I believe, felt that these are activities that should be left to each government 
to decide. 

SECRETARY NICK ANDON:  I just want to add that under strategic goal 1, under out-
comes, (ii), it says, declining share of government in the economy.  So that’s basically what 
we want to see, reduction in the size of the government and increase the size of the private 
sector. 

NENA NENA:  Just come out and say that. 

STEPHEN GEORGE:  I think it should be clear what the committee is trying to do here on 
the technical views.  If we hold our government expenditure at a constant level while the pri-
vate sector is growing then that means the share of government is going down.  So that is the 
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implications of the recommendation here.  It’s the GDP that is growing but the share, if we 
can maintain, that means the 42 percent that was expressed a while ago, will be reduced. 

ANTHONY WELCH:  There are a number of ways that we can reduce the size of govern-
ment while helping with the private sector.  One which is working effectively in other coun-
tries is contracting out.  There are a number of government jobs which can be handled by the 
private sector, such as registration of lands, registration of corporations, and given the dispar-
ity between public sector salaries and private sector salaries we could by contracting things 
like that out reduce the cost of government, reduce the size of government and create private 
businesses.  And the other thought I had on this is most large companies have some sort of 
job performance evaluations that are required every year of every employee.  And when we 
do things like that we can annually take a view of how our offices are working and then we 
can use that to try and improve our employees’ efficiency thereby putting out a higher quality 
product and more product.  Thank you. 

JOHN MANGEFEL:  Again I apologize, Chairman and members of the Summit, but I want 
to talk about a subject, an issue that may be sensitive and probably a danger as well.  I would 
like to talk about the tax that it’s been said to raise the tax.  When the EMPAT group came 
that’s one of the first things they said about our system, that we don’t pay enough tax or we 
pay very little tax.  And then in the first Summit we said the same thing and in the second 
Summit we also said the same thing and in the third Summit we are saying the same thing.  
Probably in the fourth Summit we’ll be saying the same thing again.  Now, one of the co-
chairman I understand is a member of the Congress of Micronesia.  When is the Congress of 
Micronesia—they are the only authorized people to raise any taxes in this Nation, when are 
they going to do this, to raise the tax?  That’s my question.  Thank you very much.  (Ap-
plause) 

VICE PRESIDENT KILLION:  I don’t think we need an answer to that question, it’s just a 
good comment, unless Chairman Alik wishes to answer. 

ALIK ALIK:  Thank you, Governor Mangefel.  As a Member of Congress I feel like I have 
to say something.  But as mentioned earlier in some of the presentations, there is thinking of 
that and we’re waiting for the tax reform that is being undertaken by the executive branch 
and we will be working closely with them to see something materialize. 

NEIME PRESTON:  I am a businesswoman and I work very, very hard and I have sleepless 
nights and I want you folks to know that I don’t want to pay taxes unless we cut some of 
these government expenses, unnecessary government expenses.  Example, representation 
fund.  Why should I be paying for this guy to enjoy?  They are here to service us not to spend 
my money.  Thank you.  (Applause) 

AREN PALIK:  If I may, not in response, but when this committee discussed tax or taxation 
in general, I think we were very cautious because no one wants to pay taxes and we also have 
to be careful that the taxes that we impose don’t disrupt the normal business activities.  It 
should promote business.  But I think that even before a tax is imposes, the mechanism 
should be there so that people are aware that there is a tax being imposed and the government 
must demonstrate why a tax increase or a new tax is necessary.  We have a government 

 



 Public Sector Plenary Discussion 409 

where we basically have two things that characterize fiscal policy.  One is taxation that 
brings revenue to the government and the other is expenditures.  So as a fair picture we 
know, I think we can know what our monies are used for.  But in imposing a tax, we must 
decide what we need the additional revenue for.  And I don’t think that the recommendation 
of the committee is to direct that tax so that it supports the economic strategy that we’re pur-
suing.   

CHIEF JUSTICE ANDON AMARAICH:  Thank you, Mr. Chairman.  I hope the comments 
I’m going to make are important.  First of all, I appreciate the reference to strengthening the 
judicial system.  We need that as we grow, that part of the government needs to improve and 
grow also with the rest of this country and the world.  So I appreciate the reference in the 
document.   

A number of things that maybe they are minor but I feel they are important.  First is the effi-
ciency of the courts.  And let me begin just as they relate to the private sector.  And that is 
the need for certificates of title to land.  Because in order to be able to obtain loans in a faster 
way, you have to present your certificate of title to that property so you could use that as se-
curity.  The certificates are issued by either Land Courts or Land Commissions.  So there is a 
need to strenghen the Land Courts and the Land Commission to help them move along nor-
mally in order to perform the task that they need to do in order to issue the certificates.   And 
I’d like to highlight that because it’s very important in the private sector and public sector.  
And we have had cases in which there are disputes because borrowers cannot prove title to 
their land because of the lack of action really that ( --- ) this in the Land Commission and in 
most cases in the country.  So there is a need to have an emphasis on how to expedite the 
process of getting the titles out so he can get the loans because one of the problems that the 
banks are having is that we don’t have titles to most of the private land in the States. 

The second point I’d like to make is that reference to small claims courts.  I appreciate that.  
There is reference to the presence of small claims courts in each State, which is very good.  
But let me just point out something that may not be well known.  And that is that any case 
involving bank loans, collection has to go to the National Court because the banks, or most of 
the banks, are foreign banks or they are banks that have foreign investment and therefore the 
jurisdiction of the court resides in the National Court.  And therefore the National Court 
needs to be strengthened and trained and educated in order to deal with the problems that will 
come about as we grow.  That’s the second point I’d like to make. 

The third point which may be in the papers that have been distributed but I looked for it and 
it was not coming at me.  And this is what I would like to mention.  And I’m sorry if I mis-
understand the paper.  But it would really be nice, even better, that the private sector and the 
government come to an understanding as to what jobs are in the government that could be 
privatized or given to the private sector.  We talked about it but, unfortunately, the courts 
cannot be privatized.  And if you find a way to privatize the court, I’d like to know.  But it 
seems to me at this point that when you talk about privatization of functions of govern-
ment—I am sorry that the courts, my courts, or you courts at the National level—don’t seem 
to be the work of the government that can be privatized.  So the government has a responsi-
bility to maintain the courts because they cannot be privatized.  Maybe some little functions 
could be privatized but the courts cannot be and the alternative is to train and educate the 
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court personnel and judges so that they can grow and be able to assist in the development of 
the private sector.   

And the fourth point is this.  If it’s in the paper, I’d like to support this, but if not, I return to 
my point that you can talk about private sector but what is in the private sector that govern-
ment employees could go to if we eliminate them from the government payroll?  You cannot 
just put them out in the cold.  You’ve got to find a way for a  very smooth transition for those 
who are working in government to transit into the private sector, if that is possible.  Other-
wise you are sending people away with responsibilities of developing in family and in vil-
lages and in islands.  So I look for an approach where there is clear—or maybe not clear.  
There is some reasonable picture of, okay, next year we privatize this function and which 
function or which organizations are you going into.   

I would encourage that.  If we have not really focused on this I think we should phase it.   

The fourth point—fourth or fifth, I’m not sure—but the last point is this.  I think we agree 
that some government functions may be absorbable by the private sector if that private sector 
is developed properly and systematically.  But there comes a point where you cannot elimi-
nate all of the government responsibilities.  In fact, I think that once we grow the responsi-
bilities of the government will increase and that means additional people, trained people, to 
cope with the increase in government and private activities because there are functions in the 
government that you just have to keep.  Maybe we could do that.   

But I think my ultimate point is that we need to keep the workforce of the government func-
tioning and happy and productive.  And I haven’t heard anything that will build that incentive 
for the workforce.  And I’m sorry, I’m part of the workforce.  But I think there is agreement 
that we could produce more with what we’ve got.  But there is an attitude there that we need 
to work at and that may be difficult for the economists to do.  But there’s got to be some in-
centive to keep the workforce in the government that we can see that they will continue to be 
needed.  But we can penalize them, when there is no money we cut their hours, when there is 
no money we don’t increase their salaries and when there is no money, there is no incentive 
to produce more.  I know that because I am one of them. 

So my cry, if you can use that, is that while we will privatize we will be at the point where 
we cannot privatize and, in fact, will need to maintain an increased government services to 
meet the new needs.  Therefore, this government and this country needs to build incentives 
into this plan that we’re working on that we encourage the workforce to do more with what 
we have and to be able to decide to do in the future with their help in the government.   

I don’t know whether it’s applicable here but I think the private sector and the government 
sector, public sector, should be working together not to forget that commodity, that very im-
portant resources that we have.  Sure, tourists, okay, we’ll have them.  The fishermen, we 
will have them.  But there is a very important resource and that is the human beings of this 
country that sometimes gets victimized because of government functions.  Thank  you very 
much.  (Applause) 
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AREN PALIK:  I want to just react to a couple of these points.  I think the issue on people is 
a very important one and that leads to one of the strategies or policies which is to address the 
employees of the government that we should train them, we should develop them, we should 
award them for their performance.  We spent some time on that.  I think that’s very impor-
tant.  I’m glad that you raised that.   

The issue to expedite the adjudication of certificates of title, that is really an activity and 
most of these are going to be incorporated as activities to support the strategic goals and poli-
cies that were developed.  But that’s also a very important point that affects not only borrow-
ing but people who could be potentially contributing to our economy.   

The third issue on small claims court, it’s very sad that we have to address it again here be-
cause in the last two banking symposiums the banking sector got together and highly and 
strongly recommended the creation of a small claims court so that these small claims of, you 
know, $1,000 or less could be expedited.  The banking system will not spend $5,000 to col-
lect $500.  So the banks have actually recommended—and I hate to keep pointing to Con-
gress—but the question is, when is Congress going to enact a law to create the small claims 
court.   

I think another good point raised is the transition of government employees to the private 
sector.  And if we can use the early retirement program as an example.  When they went out 
and sought employment in the private sector, they were not trained to do that work.  There 
was no transitional support or preparation so that when they walked out to the private sector 
they could find a productive, good job that could pay well.  And I think that’s also a very 
critical linkage that we need to ensure because I agree that both sectors are important.  But 
we must, if we’re going to reduce or allow our people in the government to go to the private 
sector, provide the mechanism for them to be prepared. 

SECRETARY ELIUEL PRETRICK:  Thank you very much, Mr. Chairman.   Good morn-
ing, everybody.  Although we have discussed this subject already quite sometime, many im-
portant issues have been brought up and mentioned, I still want to contribute a little by mak-
ing some comments. 

First of all, we all know that the FSM is a developing country.  We need lots of assistance.  
Sometimes it worries me when we talk about self-reliance because somehow something can 
go along in indicating that we do not need assistance from other places and that at times wor-
ries me because our status now, we are a developing country, we needs lots of assistance.   

Second point is that health and education are non-revenue generating departments or activi-
ties and yet they are both the future of the people of this Nation.  We will have to really look 
at things very carefully as to how our decisions may affect the activities that will benefit our 
children for time to come.  One terminology that has been used and very important to us is 
efficiency.  And I would like to make a specific suggestion here that in order to account out 
expenditure, our money, properly, whether it is coming from government, coming from fed-
eral programs or from other agencies of the other nations, the accountability is very impor-
tant.  And I think one area that needs to be strongly emphasized and improved is by having a 
fiscal officer in areas or departments that are large enough to accommodate one person so 
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that that person will keep a good track of accounting the expenditures of that department by 
working with the finance and in order to reconcile things will most faster.  And I say this that 
it is important especially for health and education where we receive lots of outside assistance.  
The requirements or expectations from those agencies is at times a little bit different from our 
accounting system or the way we manage our funding.  Yet if we are to turn it down because 
it’s not compatible with our system, then we are losing some assistance.  So there has to be 
some way to work out in order that reconciliation can happen and this money can be utilized 
properly is very important. 

That’s one point I just want to insert here for the sake of efficient operation of managing our 
money.  Thank you very much.   

VICE PRESIDENT KILLION:  Thank you very much, Doctor.  That is a good comment and 
to be taken note of.   

PODIS PEDRUS:  Thank you, Mr. Chairman.  I’d like to go back to the point of reducing 
government and increasing private sector.  I think many of us are from the public sector and 
from experience we know that this did not happen.  We reduced the government and the pri-
vate sector did not expand.  So I’d like to suggest that instead of saying reduce government, 
we should say we strengthen the government because this means that we will eliminate the 
commercial enterprises, those that do not belong to the government, and leave only those that 
government should operate.  Strengthen the government so the government will strengthen 
other areas, not to reduce government, eliminate people.  I think from our past experience we 
know that that’s not the case.  So I am suggesting that government should be limited to its 
proper role and not to be involved in other things than what government should be involved 
in.  Thank you. 

SENATOR MAGDALENA WALTER:  Thank you very much, Vice President.  My experi-
ences have been a long time in the government and a short time in the private sector.  With 
regard to the taxation, I do believe in raising taxes as a private business to support the gov-
ernment.  However, when I add separate tax on the invoices to the government, government 
refuses to pay the tax portion of it.  That’s my first question.  If you believe in supporting the 
businesses, please pay the tax portion of it because I have to pay tax.  I have this issue with 
the government and it has not been settled at this point. 

The second one is being in private—and I do appreciate the business with the government—
but I have certain feelings at certain points that government prefers to purchase from outside.  
Definitely, my supplies will be a bit higher because I have to pay the freight, I have to pay 
the tax and I believe if the government sees if I sell the commodities to the government here 
and then I pay the tax, I think the money is going to be, you know, in our economy rather 
than throwing the money outside, which they don’t pay back to us in a portion or tax what-
ever.  So that’s the point I’d like to make from the point of view of a private sector working 
with the government.  Thank you. 

VICE PRESIDENT KILLION:  We are really out of time but maybe one or two more. 
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SECRETARY SUSAIA:  I have a question but I will have my friend Willy convey to the 
group. 

WILLY KOSTKA:  Thank you.  I just want to go back to the mission statement and, you 
know, some rewording here, if it’s possible.  We already have a public sector so we don’t 
have to develop the public sector.  Maybe we can redirect public sector services so that they 
better serve the private sector.   

If it’s not implied here I would also like to suggest that we put in the non-State actors so it 
says, private sector and non-State actors, if it’s not implied already here.  And I’m assuming 
that it’s not implied because it’s not shown in the outcomes. 

The reason I’m bringing this up is that the non-State actors, for example, for Pohnpei alone 
we’ve been able to bring in over half a million dollars per year between the NGO’s who are 
in environment into complimenting government activities.  Now you can’t continue to ignore 
that.  That’s part of the formula.  And that needs to be calculated in with all the growth.  Now 
if you multiply that number and all the States start growing in their non-State actors, you will 
get close to $2 million per year from the non-State actors and that’s a very low estimate if 
we’re going to start growing in that area as we become part of the civil community of the 
world. 

The other point I wanted to make, Chairman, is that I’m really sad to say that we were given 
several scenarios on the first day from the Professor and we just went ahead and opted with 
the fast growth scenario.  Why not a steady growth scenario?  If you look at the fast growth 
scenario that was presented the first day, to me it’s almost impossible in some areas.  You are 
talking about totally flipping over some of the ways that we act.  Are we willing to commit to 
something like that?  Are we willing to change things 100 percent in most of the areas which 
we will have to do if we opted for the scenario?  Why not come up with a scenario that fits us 
more and go with a steady growth scenario? 

You know, we continue to—and I want to pose this question to the presenter who said our 
culture and our environment degradation compared to what?  Well, my question is, economic 
growth, you’re talking about our economic growth not growing the way we want it to, com-
pared to what, you know?  We’re talking about economic growth, what level are we talking 
about?  Where are we going?  Have we decided where we want to go?  Have we set the bar 
too high for the FSM?  Is it the American dream that we’re looking for?  Or should we have 
an FSM dream at the bar that we can reach?  So those are my concerns and suggestions. 

And just a final one is that we need to start acting like we are a Nation and we are a partner 
with the U.S.  We sometimes act and the U.S. sometimes thinks of us as a project.  And that’s 
why we continue to fail.  Thank you.  (Applause) 

AREN PALIK:  I think the first two points are semantics.  We can take care of the language 
on the first two points.   

On the issue of growth—and I want to clarify the recommendations made by this committee.  
For lack of a term, I think the words “high growth” is just a term.  I mean, the position of the 
committee is simply that we are not satisfied with the status quo.  It’s unacceptable that if we 
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are going to move forward then the current situation is simply not acceptable.  And that’s a 
good point because we even try and define what a high growth scenario is.  If Dr. Papanek 
didn’t come up with the words “high growth”, what words would we use?  Certainly we 
would say that the present status is not sufficient because it simply will not support our chil-
dren in the future.  Or we can think about ourselves and be satisfied with the current situa-
tion.  But I think the challenge also is to keep in mind that we have to remember that we’re 
talking about resource allocation here.  We’re going to decide how much we pull from here 
and invest there.   

So I want to clarify that a lot of work has to be done—and I think the select committee rec-
ommended in a paper yesterday—that a group of technical people will be put together to fine 
tune this scenario.  We’re not saying we’re shooting for the stars but we certainly are saying 
that we need to move forward.  So whatever ingredients go into the high growth scenario will 
take some time to develop.  It could be a midway, we even ask, should we really sacrifice 
tourism and attach it to the high growth scenario or should we take some level in tourism, 
maybe take some level in agriculture, fisheries and other sectors, maybe if they’re combined 
that still could be defined as a growth scenario.  So I think we need to be careful with the 
terms.  Let’s not get too carried away.  I think the simple fact is that we’re not satisfied with 
the current situation.  And with the amended Compact funding, the reduced funding, I think 
we all know that we need to devise an alternative here.  If we’re just going to sit and say that, 
well, this is the amount of money we’re going to get in the next 20 years under the Compact, 
then I don’t think that we will be satisfied with that.  So I think the recommendation made by 
the committee is made purposely to make us think and move ahead.  But thanks for bringing 
those points, Willy.  Those are very, very good points. 

VICE PRESIDENT KILLION:  Thank you very much.  I guess that concludes the presenta-
tion on that sector.  Before we do, I just wish to again reiterate the committee’s recommenda-
tion on the high growth.  That is really to generate revenues to replace the declining Compact 
funds and also to generate jobs for our future labor force given the declining revenues that 
we’re receiving from the Compact.  That’s basically the intention of taking that scenario, as 
supported by this committee on public sector. 

So if no other comments, I’d like to thank Chairman Alik and Mr. James and the members of 
the committee for the nice presentation.  And if no other objection, let’s adopt the report. 

 



 

Tourism Committee Report 
INTRODUCTION 

Throughout the two days of meetings the Committee members stressed their belief that the 
tourism sector is the most viable sector to move to the forefront as the leading economic ac-
tivity in the FSM.  Members took an aggressive, yet practical approach to an already existing, 
large body of information in the form of the Strategic Planning Matrix (Matrix) and Strategic 
Development Plan Summit Working Paper (Working Paper).  For reference a comparison 
should be made between the suggested Matrix and the Matrix as finalized here. 

I.  METHOD 

Initially, a suggestion was made by the Co-Chairs that the Mission Statement and the Strate-
gic Goals be discussed, modified, if necessary, and adopted on the first day of Sector Session 
Committee meetings.  Then, if this was workable, the Committee would divide into Sub-
Committees to analyze individual Strategic Goals and develop the corresponding Outcomes, 
Activities and Outputs.  These Sub-Committees would submit their proposals to the entire 
Committee on the afternoon of the second day.  After brief discussion within the Committee 
this method was adopted as the most systematic, efficient approach to the task.   

A general standard recognized by the Committee was that the Matrix should be designed so 
that it is an achievable national plan.  The final Matrix should be as inclusive as possible, so 
as not to preclude State flexibility.  It was, however, also recognized that the Matrix should 
be carefully monitored to ensure that nothing morally offensive or against tradition is made a 
national priority. 

II.  MISSION STATEMENT 

The Committee turned then to discussion of the Mission Statement.  The Mission Statement 
as suggested was: Progessively develop the tourism sector to become the leading sustainable 
economic activity in the nation, and establish the FSM as a top quality, premium-priced in-
ternational tourism destination by 2020.  Comments were made regarding the “leading” and 
“sustainable” language of the Mission Statement.  Several Committee members made state-
ments strongly supporting the position of making tourism the leading economic activity and 
committing this sector to a program of rapid change.  Members also discussed that resources 
must be allocated to facilitate this and if this stance is adopted that broad government support 
must also be given.  The majority of the comments encompassed this idea and expressed that 
their position was based on their experiences in the industry.  As it is this Committee who has 
the specific experience and knowledge in the area it was agreed that the Committee should 
make a bold statement and back it up with practical, but aggressive goals.  Additional com-
ment was made that tourism has always been considered an important sector, however, other 
identified sectors have historically received much more financial support without producing 
the desired result and it was time to give increased financial and political support for tourism 
as the most viable candidate for the leading economic activity.   

Concerns surfaced in the discussion regarding the Mission Statement and some Committee 
members stated that, in particular, the word “leading” may have political ramifications, and if 
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included, may allow an interpretation by evaluators that inadvertently sets the measurement 
bar higher than was intended or would be achievable.  Final statements by the Committee 
members, however, reinforced the dedication to promote the tourism sector as the leading 
economic activity and to adopt the Mission Statement as originally received by the Commit-
tee.  The Motion to adopt the current Mission Statement was carried with a unanimous vote 

III.  STRATEGIC GOALS 

The Strategic Goals presented to the Committee in the suggested Matrix are as follows: 1) 
Make tourism the leading economic activity in the FSM; 2) Increase commercial production 
and marketing through a competitive private sector; 3) Create an attractive and supportive 
environment for private sector tourism industry investors; 4) Invest progressively in tourism 
product development in order to diversify and expand the range of attractions and activities 
for visitors; 5) By the progressive introduction of national quality standards, establish the 
FSM’s tourism sector as of a sufficiently high standard in dive, eco- and cultural tourism to 
command a premium in global tourism markets; 6) Promote inter-sectoral linkages and 
maximize use of local produce and services; 7) Involve FSM residents in tourism sector de-
velopment; 8) Promote the FSM in appropriate markets and market segments to realize the 
sector’s potential; 9) Ensure that tourism is developed in an environmentally-sustainable 
manner and contributes actively to environmental conservation and cultural protection; 10) 
Put in place a reliable system of measuring tourism activity in the FSM to enable progress to 
be monitored accurately; and 11) Progressively develop tourism services that are acceptable 
to the international tourism market through structured training programs. 

All the Strategic Goals were briefly reviewed for internal consistency and sense, as well as 
the ability to quantify resulting outcomes. It was the Committee’s first impression after this 
overview that several of the Strategic Goals may need to be modified and combined as the 
original eleven Strategic Goals were unwieldy and needed to be condensed to offer the best 
planning direction.  

A short discussion regarding possible combinations of the Strategic Goals was had, however, 
the Committee when working through the various possible combinations quickly recognized 
that this would create great difficulty in reconfiguring the Outcomes, Activities and Outputs 
in the Matrix and that the risk of potential exclusion of important information and other prob-
lems given our time constraints was high.  The difficulty in combining the Strategic Goals 
was even greater in the Tourism Sector as the existing Working Paper and Matrix for the was 
very lengthy and contained specific research material.  At this point the Committee redirected 
the discussion to a Motion to accept the eleven Strategic Goals with slight modification. 

It was decided that clarification and redundancy could be addressed in the Strategic Goals 
with the minor revisions noting specifically that deletion of the word progressive(ly) from 
Strategic Goals 4, 5 and 11 would improve the understanding.  Agreement was reached al-
most immediately on this revision; however, the Committee raised concerns with the lan-
guage of other Strategic Goals.  Informal requests were made for further discussion and addi-
tional revisions on other Strategic Goals.  
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Committee members noted that the Strategic Goal 2 language differed between the Working 
Paper and the Matrix.  Staff from the National Tourism Office stated that the Working Paper 
language represented the historical intent.  The Committee agreed to treat this as merely a 
clerical error.  Strategic Goal 2 then would be as set forth in the Working Paper “Integrate the 
tourism sector into national economic planning and development”. 

The Committee discussion turned once more to the word “leading”, this time in the context 
of its use in Strategic Goal 1.  The sense was that making tourism “the leading” industry may 
not be within the sector’s control although it is the overarching desire in the Mission State-
ment.  It was discussed that politically it might be very hard to convince the policy makers to 
support this strong initiative.  The resounding sentiment was “this is a worthy goal that may 
be hard to catch.”  Of critical concern was fear that there would be a black mark against our 
sector if we do not become the leading economic activity in the nation, and further that a ba-
sis for comparison with other sectors might prove problematic.  During the discussion state-
ments were made by members that their desire was to make the tourism sector a priority and 
to emphasize our sector but not to lock us in to an outcome that we would be the leading 
money making activity or other outcome that may be beyond our control.  These ideas were 
captured in the compromise revision to Strategic Goal 1 to change the language from “Make 
tourism the leading economic sector activity in the FSM” to “Make tourism a leading eco-
nomic sector activity in the FSM”.  

The final revision discussed was a second revision to Strategic Goal 11 to delete “structured” 
from the goal as it was limiting and to some extent redundant.  With only brief discussion the 
sense was this was acceptable. 

A Motion was made to adopt the eleven Strategic Goals with the following revisions to the 
Strategic Goals for the reasons outlined above: 1) The word “progressive(ly)” from Strategic 
Goals 4, 5 and 11; 2) Strategic Goal 2 shall read “Integrate the tourism sector into national 
economic planning and development”; 3) strike “the” in Strategic Goal 1 and replace it with 
“a”; and 4) a second revision to Strategic Goal 11 deleting the word “structured”.  This Mo-
tion was carried 15 to 6 with the members voting against the Motion desiring the adoption of 
fewer, more concise Strategic Goals. 

VI.  OUTCOMES, ACTIVITIES AND OUTPUTS - RATIONALE FOR INDIVIDUAL 
STRATEGIC GOALS 

On the second meeting day the Sub-Committees delivered their proposed Outcomes, Activi-
ties and Outputs on individual assigned Strategic Goals.  Each Strategic Goal was discussed 
in turn primarily with the purpose to provide detailed, quantified standards as the Committee 
was in general agreement with the policy and framework provided in the suggested Matrix 
and Working Paper. 

A. Strategic Goal 1 

Make tourism a leading economic activity in the FSM 

The Sub-Committee proposed only minor revisions be made to define further the Outcomes 
so they are measurable and concise.  These changes were adopted and are reflected in the fi-
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nal Matrix.  It was also proposed that FSMVA should not be solely responsible for Outputs, 
and that appropriate state entities be included as well.  It was the consensus that state entities 
be globally included in all activities and outputs where FSMVA is mentioned, unless in an 
individual case, it was not appropriate.  The Committee as a whole raised concern regarding 
an Output requiring that States each produce 10 year tourism development plans by 2006.  
Members discussed that individual States might want to do 5 year develop plans.  Possibili-
ties for the length of the State plans was discussed, however, it was decided that the plans 
would be evaluated and revised on an ongoing basis so the suggested 10 year period for the 
development plan was agreed for consistency.  Great concern was voiced regarding the sug-
gested Output that “FSMVA in conjunction with state governments formulates plan to merge 
with state VB’s (visitor bureaus).”  The Committee members strongly stated that the individ-
ual states desired their VBs to remain state run offices; therefore, this Output was deleted 
from the final Matrix.   

B. Strategic Goal 2 

Integrate the tourism sector into national economic planning and development 

The Sub-Committee proposed that the first Outcome should be revised to read “A minimum 
of 17% of recurrent national government budget devoted to funding FSMVA from 2006.  
These funds, for non-operational FSMVA activities, shall come from the Private Sector 
Grant of the Amended Compact.”  The 17% was determined as this is the current level budg-
eted in the national budget and represents roughly $2 million. Extensive discussion was had 
regarding whether State VBs should be included and a corresponding State contribution be 
required.  The Committee decided that only the FSMVA should be included with funding at 
only the national level.  This proposed revision was accepted.   

C. Strategic Goal 3 

Create an attractive and supportive environment for private sector tourism industry investors 

The Sub-Committee proposed suggested Outcome 3(iii) be revised to read “Creation of 1,250 
new self-sustaining tourism jobs by 2008, with a 5% annual increase thereafter.”  Further, the 
Sub-Committee suggested that two additional Outputs (3.1.4 and 3.4.1) and two additional 
Activities (3.2 and 3.4) should be added to the Matrix to support the revisions to the corre-
sponding Outcomes.  These proposals were accepted as the Committee concluded that the 
additions were worthy of inclusion and attainable by this sector.  It was, again, stressed that 
the seriousness in purpose must be reflected in the Matrix work product.  

D. Strategic Goal 4 

Invest in tourism product development in order to diversify and expand the range of attrac-
tions and activities for visitors 

The Sub-Committee proposed no changes to the suggested Matrix and the Committee ac-
cepted their recommendation. 

E. Strategic Goal 5 
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By the introduction of national quality standards, establish the FSM’s tourism sector as of a 
sufficiently high standard in dive, eco- and cultural tourism to command a premium in global 
tourism markets 

 The whole Committee discussed the mandated deadlines and the standards under this Strate-
gic Goal.  In particular, the types of internationally accepted dive operation standards were 
noted.  The importance of these standards as a minimum requirement for safety prompted 
acceptance of the suggested time requirements for the dive standards even though this may 
be an aggressive time scale.  In the same vain there was acceptance of moving up the date of 
the introduction of the boat operator’s licensing system by a year to 2008 as now stated in 
Output 5.3.4.  This focus on the urgent need to provide safer, more attractive tourist opportu-
nities led the Committee to revise other dates in the Matrix to provide deliverables in shorter 
time periods.  Further discussion was taken regarding how to include a certification process 
for tour guides in this Strategic Goal.  A new Output (5.4.4) was added regarding the tour 
guide certification.  Again, an aggressive posture was adopted to have this tour guide certifi-
cation process in place by 2006.  

F. Strategic Goal 6 

Promote inter-sectoral linkages and maximize use of local produce and services 

This Strategic Goal further highlights the many ways that the Tourism Sector enhances other 
sectors and benefits our whole economy.  The Committee determined the high percentage 
figures in Outcome 6(i) for fish, fruit and vegetables and believes that by 2010 hotels 
throughout the FSM should buy at least this percentage figure of the local produce and fish.  
The Committee then moved on to a second related Outcome in the suggested Matrix that 
called for maximization of local materials in hotel design and construction.  The observation 
of the Committee was that significant negative impact on our environment might be a prod-
uct of adopting this as a priority.  The FSM would need to determine the sustainability of the 
use of certain construction materials such as wood.  At this time the Committee felt that revi-
sion of this Outcome would require additional research, and therefore, it was deleted.  The 
suggested Activities and Outputs were adopted with minor revision. 

G. Strategic Goal 7 

Involve FSM residents in tourism sector development 

The suggested Matrix was modified slightly to reflect the inclusiveness called for in the 
Committee discussions.  It was the Committee’s desire that the entire FSM population be 
educated about the importance of tourism to our economy.  However, the suggestion that 
FSMVA develop web pages on tourism awareness was deleted as an Output.  The Committee 
was in agreement that due to the low number of FSM citizens with access to computers web 
pages designed to reach our citizens were not an effective use of resources at this time. 

H. Strategic Goal 8 

Promote the FSM in appropriate markets and market segments to realize the sector’s poten-
tial 
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The Sub-Committee provided the Committee with specialized market information regarding 
tourism from the staff at COM.  Modification to the suggested Outcomes, Activities and 
Outputs were made to include technical, precise language.  The Sub-Committee’s proposed 
revisions were adopted by the Committee.  

I. Strategic Goal 9 

Ensure that tourism is developed in an environmentally-sustainable manner and contributes 
actively to environmental conservation and cultural protection 

At the beginning of the Sub-Committee’s presentation they stated that this was a very aggres-
sive proposal and called for the revision of many of the timeframes.  Their proposal bumped 
up dates for some Outcomes, by several years. The most significant proposed change was the 
addition of a “World Park” designation.  With this recently developed concept the entire na-
tion would be considered a park.  The Committee accepted this addition of the World Park 
designation as an Outcome.  It was discussed this new and unique designation could provide 
tourists with a distinguishing mark and further enforce other goals, such as, environmental 
protection and preservation of historical sites. It was proposed by the Committee as a whole 
that two suggested Outputs be deleted as they called for clearance of all wrecked cars and 
ships.  During the extensive discussion on this issue a majority of members stated that this 
ambitious clean up would take millions of dollars, require other sector coordination and need 
further study.  The Committee was not willing to commit to an Output involving vast finan-
cial expenditures in the area of car and ship wreck clean up at this time. 

J. Strategic Goal 10 

Put in place a reliable system of measuring tourism activity in the FSM to enable progress to 
be monitored accurately 

Sub-Committee accepted the suggested Matrix with the minor addition including hotel occu-
pancy rates in 10.3.1 to get this additional requested information.  This was accepted by the 
Committee and no further discussion was had 

K. Strategic Goal 11 

Develop tourism services that are acceptable to the international tourism market through 
training programs 

The Sub-Committee presented minor revisions for clarity and these were accepted by the 
Committee. 

CONCLUSION 

The Committee for the Tourism Sector adopted a bold Mission Statement and it has worked 
through the Matrix in its entirety and provides aggressive, but achievable detail in its plan.  
Successfully attaining the Strategic Goals in the Tourism will enhance other sectors and pro-
vide job opportunities for our citizens.  The completion of the Matrix exercise has only rein-
forced the Committee’s position that tourism is the most viable sector to move to the fore-
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front as the leading economic activity in the FSM.   
 

 



 

PLENARY DISCUSSION 
Bill Acker and Gardenia Walter 

BILL ACKER:  --tourism should fit into the overall future, economic strategy of this Nation.  
The tourism staff from the Department of Economic Affairs did a wonderful job of compiling 
a draft matrix, the written support of that matrix and several other supporting documents.  
While this presented us with a daunting task of reviewing all this information, the committee 
would like to express our gratitude to Mr. Matterson Ramon and Edgar Santos for their very 
professional job from the Department of Economic Affairs. 

It is this committee’s firm belief that the Tourism Sector is the most viable sector to move to 
the forefront as the leading economic activity in the FSM.  I was impressed with our commit-
tee which was represented by knowledgeable individuals in this industry.  They understand 
that it will take a tremendous amount of work and commitment to achieve the strategic de-
velopment plan matrix as we have adopted it.  And yet this committee is confident that we 
can do this.  And in many areas the committee has even moved forward outcome, activity 
and output deliverable dates from those as suggested earlier in our working matrix.   

The way we proceeded was on the first day of meetings it was determined that we were in 
agreement with the policy and general tone of the suggested working paper.  What needed to 
happen was adoption of the mission statement and the strategic goals by the committee was a 
whole.  And then once we agreed on those, subcommittees were formed to handle the 11 
goals that we had and all of the proposals regarding outputs, activities and outcomes under 
each strategic goal.  This was done yesterday and then concluded late last night trying to put 
it all together. 

The committee was given the suggested mission statement, “Progressively develop the tour-
ism sector to become the leading sustainable economic activity in the nation and establish the 
FSM as a top quality, premium-priced, international tourism destination by the year 2020.”   

During the first deliberations regarding whether to adopt the mission statement as originally 
drafted, I could tell that the members were serious about this process and they really scruti-
nized and made on-point comments regarding the word “leading” and the word “sustainable” 
language of the mission statement as it represents a high goal for us to achieve.  Nonetheless, 
committee members unanimously agreed that it should be our position as the representatives 
of the tourism sector to strongly champion the mission statement and the fact that tourism 
should be the leading economic sector, and following that, the resources must be allocated to 
facilitate this. 

So with that I would like to ask Gardenia to please go through our goals and a few of our 
outcomes.  There are 30-something pages so it’s just too much within 15 minutes.  So she 
will hit highlights and then we’ll be happy to take questions. 

FIRST LADY GARDENIA WALTER:  Strategic goals for the Tourism Sector.  Strategic 
goals were suggested in the original matrix.  The committee discussed whether we might be 
better served by consolidating these to a more manageable size.  However, we quickly real-
ized that this would create great obstacles in configuring the outcomes, activities and outputs 
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in the matrix and the potential for exclusion of important information and other problems was 
high.  Therefore, we adopted the 11 strategic goals with minor revisions.  As numerous out-
puts, activities and outcomes flow from this, I will simply make reference to one outcome 
under each of the strategic goals so you can have an idea of the detailed measurement indica-
tors. 

The strategic goals are as follows: 

 Strategic Goal 1 – To make tourism a leading economic activity in the FSM 

Outcome measure:  Achieve gross income from tourism of $25 million from tourism by the 
year 2008 and growth of seven percent per annum on the average 

 Strategic Goal 2 – Integrate the tourism sector into National economic planning and 
development 

Outcome measure:  Tourism industry to impact assessment incorporated in all relevant States 
and National Government project investment proposals from 2006 

 Strategic Goal 3 – Create an attractive and supportive environment for private sector 
tourism industry investors 

Outcome measure:  Creation of 1,250 self-sustaining tourism jobs by 2008 with a five per-
cent annual increase thereafter 

I would note that this was proposed by a subcommittee and is a new addition as a result of 
our committee deliberations here.  It is aggressive and shows the tremendous impact on the 
citizens of this country our new plan will have if supported and successful. 

 Strategic Goal 4 – Invest in tourism product development in order to diversify and 
expand the range of attractions and activities for investors 

Outcome measure:  Accommodation capacities at various grading levels expanded to meet 
rising demand and to maintain at least 50 percent average annual occupancies 

 Strategic Goal 5 – By the introduction of National quality standards, establish the 
FSM’s tourism sector as of a sufficiently high standard in dive, eco- and cultural tour-
ism to command a premium in global tourism markets 

Outcome Measure:  Raise accommodation standards and grade according to internationally 
accepted levels by 2007 

This outcome was revised by our committee to move the deadline forward in an effort to at-
tain our goal in the most expedited practiced manner.  I hope you’re following along in your 
papers. 

 Strategic Goal 6 – To promote inter-sectoral linkages and maximize use of local pro-
duce and services 
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Outcome Measure:  By 2010 hotels in the FSM will buy 100 percent of their fish—if we are 
not doing it already—50 percent of fruit, 50 percent of vegetables and 10 percent of meat 
from within our Nation 

The committee defined and determined percentage goals for all these outcomes, activities 
and outputs. 

 Strategic Goal 7 – Involve FSM residents in tourism sector development 

Outcome Measure:  Nationwide awareness of tourism’s importance to the FSM’s develop-
ment by completing initial public awareness campaigns in all four principal islands by 2008 

 Strategic Goal 8 – Promote the FSM in appropriate markets and market segments to 
realize the sector’s potential 

Outcome Measure:  Increase visitors from three key markets, Asia, Europe and North Amer-
ica at five percent per annum on an average by 2006 

This represents a moving up of the deliverable date by two years, from 2008, as was indi-
cated in the original matrix, to 2006. 

 Strategic Goal 9 – To ensure that tourism is developed in an  

environmentally-sustainable manner and contributes actively to environmental conservation 
and cultural protection 

Outcome Measure:  Each State and the FSM to seek, and if possible, gain internationally rec-
ognized award or awards for sustainable tourism by 2006 

This outcome date was again moved up by the committee for fours.  The original suggested 
date was 2010. 

 Strategic Goal 10 – Put in place a reliable system of measuring tourism activity in the 
FSM to enable progress to be monitored accurately 

Outcome Measure:  Have detailed information including arrivals, length of stay, origin, pur-
pose of visit, et cetera, collected and analyzed to inform tourism policy at State and National 
Government levels by 2006 

 Strategic Goal 11 – Progressively develop tourism services that are acceptable to the 
international tourism market through structured training programs 

Outcome Measure:  Induction course modules and procedures to be agreed and implemented 
for all new industry-entrance by the end of 2008 

In working through this matrix the committee united their determination to achieve these 
goals and by completing this task and, in particular, by working down to the most detailed 
level, our members took ownership of this process and have gained a deeper understanding.  
We know that the matrix that we have designed includes both additions but ask that the entire 
body adopt our proposal as through lengthy, well-reasoned deliberations we have committed 
this sector to the high growth scenario.   
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Distinguished leaders and delegates, for the FSM to achieve economic growth and self-
reliance we must be serious and sincere in our commitment to our Nation.  Our future is de-
pendent on how serious and sincere we are.   

Thank you all for your attention.  (Applause) 

ALIK ALIK:  Thank you very much.  On behalf of all the participants, I would like to thank 
the presenters or co-chairs for their presentation.  You may note in their—and along with the 
matrices there is a short report attached to that so take advantage of that, which is also touch-
ing on some of the issues being discussed here in their presentation.   

I would like now to open the floor for questions. 

KIKUO APIS:  Thank you, Chairman, and I would like to add my words to compliment the 
reports.   

And I would like to make some comments that may probably appear like I’m complaining 
but I think we have to face the truth.  In tourism my experience has been that the first impres-
sion is very important, the people who come into our country.  This is one country that you 
have to—coming to Chuuk you fill up the form, then you go to Pohnpei and you have to fill 
up another form.  I mean, is there any way we can have only one form that you don’t have to, 
you know, have the people coming in complain about filling so forms in four States.  And 
one example is when you go to the U.S., once you enter Honolulu you don’t need to fill any 
other form out as you reach different states.  And I think this has been a problem.  The gov-
ernment should look at how we are welcoming our tourists if we want, you know, develop-
ment in terms of tourists spending the money. 

And then, secondly, I think we should also—I don’t know how to say it—but like I said, I 
may insult some people, but this is not the purpose.  We have to have our people to be 
friendly when they talk to the people coming in.  And I’m not saying they’re friendly or not 
friendly, but I think in many places when you come in—I even went to Palau and they said, 
welcome to Palau, you have 30 days to stay.  Here we are—our lowest allow us to come in 
without getting a permit or something for 30 days.  But when you come in someone asks you, 
how long are you going to be here or what is the purpose of being here.  And I got com-
plaints a lot from friends and businesspeople coming in.  I think we should work our system 
internally to make sure that those things don’t insult somebody who stepped down and the 
next day he leaves.  I mean, we want them to stay longer and spend more money.   

And I’m sorry that I had to bring up this but I think we should face the truth and we should 
work on those institutions or systems and make them improved in order to expect anybody to 
spend time in this country.  Thank you. 

ALIK ALIK:  Thank you very much, Mr. Apis.  I’m sure the first question is taken into ac-
count.  We’ll take note of that.  In terms of the second matter that you mentioned, as I under-
stand, it’s also part of the education process that is being put into the document.  And I’m 
sure that they will take note of that one.  Thank you very much. 
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JOHN MANGEFEL:  I was just wondering, I agree with what has been said so far but I have 
a problem.  Were there, in your group, Continental or airline representatives in that group 
when you were discussing the tourism in Micronesia because I think airline or any other boat 
that operates tourism is quite important in our planning.  So I was just wondering, did you 
have a Continental official in your group when you were discussing the future tourism for the 
FSM?  Thank you. 

GARDENIA WALTER:  The question was, was there any representative from Continental 
Airline.  There was none.  We were hoping that we would have people from all sectors in the 
Tourism Committee.  Unfortunately, most of the members were from the industry and few 
from government.  We needed educators, we needed health providers, we needed environ-
mentalists, we needed planners, we need everyone on the committee.  Thank you. 

JOHN MANGEFEL:  The reason I asked the question is I heard some rumor and I don’t 
know how accurate the rumor is but I heard that Continental may pull out.  And if that’s the 
case then all this plan your planning is not going to work, it seems to me.  I may be wrong 
and I could be wrong but it seems to me that our tourism industry depends on some airline or 
a big boat like Queen or something to run around this area to bring us the tourists that we 
want to come.  Thank you very much. 

ALIK ALIK:  Thank you, Mr. Mangefel.   

BILL ACKER:  Governor, that’s a very good question.  It certainly occupied a lot of our de-
liberations, a lot of our thoughts.  In the end we can only plan for what we could control.  
Continental pulling out, that would be hard for me to really believe.  We’ve bailed them out 
of bankruptcy twice.  I think that Air Mike is very good to Continental Airlines.   

But again, as the committee, and given a day and a half to work, that just we did not consider 
Continental pulling out.  You have to assume that there’s going to be air transport, that 
somehow we’re going to solve this.  It’s been a major, major problem for all of us in all sec-
tors from health, tourism, education, everybody is having trouble with airlines.  It was be-
yond what we could control.  I hope that answers your question. 

ALIK ALIK:  Thank you, Mr. Acker.  Any other questions? 

[UNIDENTIFIED SPEAKER]:  Thank you very much.  I believe the committee should be 
commended on the work they have done, very great.   

However, my question at this time, on the first day I believe Professor Papanek mentioned 
something about changes in policies so that the tourism industry can be improved within the 
Nation. And my question now to the committee is, did you look at some policies that need to 
be changed in order to promote the tourism industry? 

ALIK ALIK:  Thank you, Senator.  Before they speak, let me just share with you that we 
have a document that we will share with you on a later time and that document is really from 
the Select Committee, to which that question is relevant to what we’re going to present later 
on.  So if we can discuss that at a later time.  This is regarding the high growth scenario 
which involves tourism and airline services. 
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JAMES MOVICK:  Mr. Chairman, my question or comment is that I notice the tourism ma-
trix does not make any reference at all to a potential market for government and international 
meetings that could be hosted in the FSM, which I think is a potential market that is not be-
ing clearly identified and ought to be.  We’ve been told that the Western Pacific Tuna Com-
mission is likely to be hosted here in Pohnpei and that should result in a number of visitors of 
about 600-800 a year if we hold all the plenary and other sessions here, which requires that 
there be the available conference rooms and other infrastructure to support this.  Pohnpei has 
the potential—at least the FSM has the potential to serve a role in the region similar to what 
Fiji has served in terms of regional organizational activities in the South Pacific.  I think this 
is a market that we ought to consider.  We ought to look at its specific characteristics and de-
velop ways to tap into it.  It allows us to bring visitors from all over the world who through 
their governmental and other meetings here would then be able to spread the word upon their 
return to their home.  And I don’t see it reflected in the matrix.  Perhaps I’m blind. 

BILL ACKER:  Okay, Mr. Movick, thank you very much.  It’s not directly 100 percent in the 
matrix.  There is another supporting document which is 30 or 40 pages of the Tourism De-
velopment and Marketing Plan.  Because that is a document that’s been out for about a year 
and half, we didn’t try to reincorporate all of that in the matrix.  But conventions and gov-
ernment meetings are a huge part of the groups that we’re trying to attract to the FSM. We 
understand that. We realize that.  This conference right here is a big boon to the Pohnpei 
economy.  And so we’re very conscious of that and it is addressed extensively in the market-
ing plan. 

[UNIDENTIFIED SPEAKER]:  Thank you, Mr. Chairman.  And I would also like to com-
mend the committee for their report.  However, I feel it has failed to touch on one of the main 
factors of tourism development and it makes reference to marketing and actual plans to mar-
ket, go outside the FSM, try to pull in tourists.  However, it makes no reference to infrastruc-
tural development.  If we actually do market our Nation as a tourist destination we will not be 
able to support these tourists.  In Pohnpei, for example, a medium-sized hotel would go be-
yond the capacity of the current sewage treatment plants and to go out and market without 
the facilities here is sort of going a little bit too fast.  My only concern with the report is that 
it makes no reference to infrastructural development before we market.  Thank you. 

GARDENIA WALTER:  We would hope that as we develop tourism everything else will be 
moving along as well.  Tourists won’t come to the FSM if our infrastructure is not improved 
and is not developed.  And so in one of our goals we say, “To integrate the tourism sector in 
the National Economic Plan” and we would hope that all the factors or areas of tourism 
would be developed.  Otherwise the tourists won’t come to the FSM.   

BILL ACKER:  One other point in the short term.  Currently, as it exists today, we are less 
than 30 percent occupied as a Nation, of buildings that are here, hooked up to sewers, power, 
roads.  So we have an awful lot of room to grow without building anything new.  We just 
need to fill up what we currently have and we increase tourism dramatically.  Thank you. 

ALIK ALIK:  Please go ahead. 
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[UNIDENTIFIED SPEAKER]:  Thank you, Mr. Chairman.  I would like to make a comment 
on point number 6 of the strategic goals.  I appreciate this integration which is the inter-
sectoral linkage to maximize the use of local produce and services.  My reference is to the 
sale and display of local handicrafts at the hotels.  And also for the use of locally produced 
soap for the hotels and shampoo and probably herbal oil, et cetera, and detergents.  These are 
locally produced at PCP which is one of the factories that produces all this stuff.  And I think 
it should be included in this because I have used these products and I would highly recom-
mend each one of you to use these products locally here and to promote their sale.  Thank 
you. 

ALIK ALIK:  Thank you very much.  Your comment is noted.   

If no further questions, I now move that we adopt the report.  (Applause) 

 



 

Communiqué Plenary Discussion 
LIEUTENANT GOVERNOR JACKSON:  Thank you, Mr. Vice President.  I was hoping 
that the format would be in a form that would separate or at least set out the nine sectors and 
maybe under each sector a short narrative of the more significant recommendations that came 
out of each of the nine committees.  I say this because as evidently the IDP, the PMU is an 
issue.  

Another contentious issue is the gender.  My delegation has a problem with the matrix sub-
mitted by that committee.  I have not seen anything here but if that matrix has already been 
modified to be inclusive of women, children, youth and senior citizens then we will accept 
that.  But I have not heard that we have formally adopted amendments made to that matrix.   

Finally, I’d like to offer some maybe minor technical—a couple of them, actually.  On page 
1, it should be capital “Amended Compact” on the first thought there, the bullet point there.  
And to be consistent, the EPIC is abbreviated with the parentheses.  There on the second 
page, “Joint Committee on Compact Economic Assistance Negotiations” taking out “Assis-
tance” and putting (JCN) in parentheses.  Those are my suggestions. Thank you, Mr. Vice 
President. 

VICE PRESIDENT KILLION:  Thank you very much, Lieutenant Governor.  With regard to 
your first point, regarding the adopt of the committee report on gender, I recall that it was 
adopted.  But, of course, with those comments made, those are incorporated that the other 
sectors were included on the gender.  So I may be wrong, but I think that report was adopted, 
contrary to what you seem to indicate. 

Regarding the other suggested changes that you have made, I think those are good comments 
and therefore should be noted or should be inserted in the draft communiqué.  

SENATOR PRIMO:  Thank you, Chairman.  I find it hard to take if I would refer to page 3 
that the Summit has endorsed the IDP, as amended.  Mr. Chairman, I don’t know or I haven’t 
seen the amendment.  In the fourth paragraph here, infrastructure seems to be one of the ma-
jor areas that this Summit should address and yet it wasn’t even given a chance from the first 
day to be a sector.  Like you mentioned, it was reviewed by a special committee to address 
this and if I am not mistaken, the product of this Summit seems to say that we endorse the 
IDP.  And that is my problem, Mr. Chairman.  When it says here that sectoral committees 
endorsed the IDP, as amended, I, for one, I haven’t seen or I haven’t learned what is being 
amended in the IDP.  And if we do adopt this, I would assume—which I don’t want to—that 
we’ve endorsed the IDP.  I would like to ask a simple request that the treatment of the IDP is 
excluded from this communiqué and given time in each State to again review what they have 
submitted in terms of priority and in terms of money allocated.  This is only a simple request, 
if you don’t mind.  And then your good office can, in a timely manner, treat the IDP sepa-
rately.  Thank you. 

VICE PRESIDENT KILLION:  Mr. Secretary, can you further elaborate or comment on that 
concern. 
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SECRETARY SUSAIA:  I think I understand the concern raised by Senator Primo who is 
also the chairman of the legislature committee on public works, transportation and communi-
cation.  But I think we need to be fair with the other three States.  I know that currently 
Pohnpei State political leadership is still debating on the priorities of their projects that have 
been submitted to be included in the IDP itself.  But the issue of fairness should be consid-
ered also.  I guess you’re all aware that the infrastructure money falls somewhere and the 
U.S. is telling us, until you provide an IDP that is officially submitted through the department 
channels, we will unpark this money and give it to you to use.  And the Compact, as we 
know, the money that should be coming down from the Compact has started.  In fact, we are 
at the tail end of fiscal year ’04 and we have not accessed any money that has been ear-
marked for infrastructure development.   

For the other three States, they’re prepared to use their money.  But if Pohnpei State still be-
lieves that their priorities are not in order, like I said in my presentation, you can always do it 
through your annual budget process.  The legislature can always submit Pohnpei State’s 
budget in terms of the infrastructure sector of that budget and say, we don’t agree with this 
project, we will take it out, we will fund this project instead.  That is your legislative man-
date.  (Applause) 

VICE PRESIDENT KILLION:   Thank you very much, Secretary.  I think the concern, as 
noted by Senator Primo, somehow would be, I guess, noted in the report, in the communiqué, 
that there was some concern expressed by Pohnpei, especially with regard to their projects, 
that they need to further review and, of course, that can be noted or inserted in this commu-
niqué rather than saying we do not endorse the IDP, as presented.  But as I had said earlier, 
we encourage all the four States, the branches of the State governments, especially the legis-
lative and executive branches, to continue to discuss among yourselves on those projects that 
you need to prioritize to be funded under the IPD program. 

Maybe the staff can work on something.  We encourage the State governments to work to-
gether as units. 

JOHN MANGEFEL:  If I’m not out of order, Mr. Chairman. 

VICE PRESIDENT KILLION:  No, you’re not out of order, Governor.  You’re not out of 
order, go ahead. 

JOHN MANGEFEL:  I move that we adjourn the Summit. 

VICE PRESIDENT KILLION:  Okay, but before we adjourn we have to summarize or re-
view on this communiqué.  We cannot adjourn without the communiqué otherwise all of our 
efforts for the past several days will be wasted. 

JOHN MANGEFEL:  I thought its been agreed that with a certain amendment to the com-
muniqué we’ll go along with the communiqué and so the secretary here will work on that to 
include those amendments that have been suggested.  And if I’m not out of order, I still 
maintain that I move for the adjournment. 
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VICE PRESIDENT KILLION:  At this time I’ll exercise my power as chairman or co-
chairman, let’s stick around for another 30 minutes.  This is the only time that I will disagree 
with my good Governor Mangefel. 

SENATOR PERMAN:  Thank you, Mr. Chairman.  I just want to pursue a concern raised by 
my colleague, Senator Primo.  The advice given to him or to his conference is that the legis-
lature can change, through the budget process, we can fund the project that we want.  And 
my question is can we fund a project which is not included in the IDP? 

SECRETARY SUSAIA:  I think like I said, the list of projects can be changed annually.  The 
IDP itself provides the sectors that are based on the States’ submissions and which believe 
are priority sectors that can be used to channel the infrastructure funds under the Compact for 
this country.  So the list is not exclusive.  Yes, the States can change it.  You want to do it 
tomorrow, do it by amending your budget law. 

SENATOR PERMAN:  You know, I don’t know whether he answered my question because 
my question was, what if the project is not listed in the IDP, can we fund that?  Would 
JEMCO honor that?   

And the next question that I have follows the sentence question by my colleague that the SDP 
will be submitted to Congress for final approval.  Is there any reason why the States are not 
involved in the approval process for this IDP? 

U.S. AMBASSADOR DINGER:  Perhaps it might be an appropriate moment to discuss what 
I think the view of the U.S. side of the JEMCO is concerning the Infrastructure Development 
Plan. 

I’m not on that body but I think I understand where the United States is coming from con-
cerning it because I have conversed with those people.  Their view is that there should be a 
National Development Plan for the FSM, that it should state the highest priorities of the Na-
tion and that that should be reflected in the budgets that come to the JEMCO each year.  
Once the JEMCO has seen those budgets and has concluded that, indeed, they reflect the 
highest priorities of the Nation, the JEMCO will approve spending the money.  If a project is 
not listed on the development plan for the Nation it’s difficult to believe that it will reflect the 
highest priorities of the Nation.  Thus, I think it would be difficult for the United States side 
of the JEMCO to approve such a project.  But 20 years is a long time and your plan can 
evolve over time.  It would be very difficult for the U.S. to accept that plans, once approved 
by the JEMCO, would then be revised through the budget making process to fund some other 
project.  I don’t think that’s how the JEMCO’s going to work.   

VICE PRESIDENT KILLION:  Thank you, Ambassador, for the supporting comments.   

CHIEF JUSTICE YOSIWO GEORGE:  Thank you.  I think perhaps the difficulty that some 
of us seem to express here is the fact that the process of the budget including the prioritiza-
tion of IDP projects on an annual basis, it goes to JEMCO for their review and approval be-
fore it comes back to the legislature for final action.  And the fact that should the budget that 
goes to JEMCO for review and approval for some reasons do not agree or had made some 
changes, the legislature will have to redo their budget and perhaps resubmit for second re-
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view and approval.  But if the understanding is that all the projects included in any annual 
budget will have to come from the IDP listing, which receives the approval already from the 
JEMCO, then I think that perhaps would solve it. 

GOVERNOR ANSITO WALTER:  I really tried my best not to talk but I think I need to say 
something.  With all due respect, and I know as politicians we want to talk.  I think we know 
the message from the United States.  We can talk on our own locally generated funds.  But 
when it comes to the six sectors, it’s very much written.  But I think the message from the 
Ambassador is clear.  And I hope we can accept the realities and the facts.  If we want to 
achieve economic growth and self-sufficiency, we must pay the price, a political price that is 
painful.  And, Mr. Chairman, without really any further ado, I move that we adopt this com-
muniqué.  Thank you very much. 

JOHN MANGEFEL:  Second. 

VICE PRESIDENT KILLION:  May I ask Emilio to read the amendments that were to be 
inserted based on the concern by Pohnpei? 

EMILIO MUSRASRIK:  The fourth paragraph, the first sentence, after “amended” it should 
read, “, following the discussion of the Summit and plenary sessions.” and then after that a 
new sentence, “Each State will have an opportunity for continuous review and revision of the 
IDP through the annual budget process.”   

VICE PRESIDENT KILLION:  That’s the amendment.  So I guess, is that satisfactory, Sena-
tor Primo?  I guess that is in line with your concern, therefore you nodding so it’s okay.  
Thank you.  Senator Perman? 

SENATOR PERMAN:  I just want to get an answer to my question.  Why are the States not 
being included in the approval process or in the final approval of the SDP?  You know, if I 
get a good explanation I’ll accept that.  But up to now I have not gotten any good explana-
tion. 

VICE PRESIDENT KILLION:  Any response from our side?  I’m sorry that we don’t have 
our Secretary of Economic Affairs.  We still have our Secretary of TC&I.  Secretary Susaia, 
can you comment on the question raised by Senator Perman? 

SECRETARY SUSAIA:  Well, I’m not the Acting Secretary of Economic Affairs.  I think 
it’s a political decision has to be made either in this forum or in the EPIC how these two 
documents will have the blessing of the entire political leadership of this country.  But in the 
past I know that the previous Summit documents from the two other previous Summits re-
ceived only the blessing of the FSM Congress and everybody thought that was sufficient to 
be used as our guideline for the next 15 years, the past 15 years.  But if a change can be made 
and agreed, I don’t know whether this is the proper forum to address.  The Secretary of For-
eign Affairs is maybe in a better position to answer that.   

VICE PRESIDENT KILLION:  There is nothing wrong with the blessing of the SDP by all 
the State governments, including our EPIC, but we encourage that, we encourage positive 
action, of course, because we need the SDP to kind of guide our actions in the next few 
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years, the next 20 years.  So if the legislatures wish to comment or adopt the SDP, I think 
that’s better.  Why not?  But, of course, it would be bad if you pass a different resolution to 
negate that effort, the SDP.   

SECRETARY ANDON:  Thank you.  Just in reference to the comments made by the Am-
bassador from the U.S.  I’m not trying to respond to it or correct it.  But I look at the Fiscal 
Procedures Agreement, page 15, which talks about the Infrastructure Development Plan and 
it says that the annual implementation plan shall include a list of integrated State and Na-
tional priorities.  So it looks like it’s not only National, but also State.  So it’s integrated State 
and National priorities.   

The other thing is it continues by saying that this project list and any revision thereto shall be 
submitted to the Government of the United States.  So I don’t know why they put the state-
ment there, whether the list can be revised in accordance with the Infrastructure Development 
Plan or—I’m not a lawyer so I don’t know what kind of revision we’re really talking about. 

But I just want to read it straight out from the Fiscal Procedures Agreement and this is to 
anybody’s interpretation, I guess. 

VICE PRESIDENT KILLION:  Are we ready to adopt the communiqué, as amended? 

LIEUTENANT GOVERNOR JACKSON:  Thank you, Mr. Vice President.  As I indicated 
earlier, the gender committee went back and redid its matrix to say to the fact that it will be 
an inclusive policy so I would like our counsel here—he has the specific language to address 
that—if he can put it to the floor I propose that it be part of the communiqué because that’s 
actually what happened after the plenary yesterday. 

EMILIO MUSRASRIK:  Okay, as I understand the amendments, it would go after the first 
sentence of the top paragraph, the paragraph starting with, “. . . Much of the work”, on page 
3, and it would read, “The gender committee modified its policy matrix to reflect that it be 
inclusive of women, youth and senior citizens.” 

VICE PRESIDENT KILLION:  All right.  That is an additional amendment to the commu-
niqué.  So, if no objection, it shall be amended accordingly.  That is the second amendment.  
So any other amendments or discussion? 

JAMES MOVICK:  Mr. Chairman, thank you.  Perhaps I’m  missing something but in the 
ratification process for the SDP, is there a timeframe within which this must all be done?  I 
don’t see any reference to a timeframe.  And if we have now agreed that the document is to 
also go to each of the State legislatures for approval, does this threaten the timing of the 
process that we have to submit this by in order to get our next budget approved? 

The other thing is in the ratification process, the final approval by each of these legislative 
bodies, is it anticipated that they would adopt the matrices and the policies up or down in a 
single vote or would they then in turn make changes to it and, if so, how would those be rec-
onciled in what goes forward to the United States for the purposes of fulfilling our Compact 
requirements? 

 



434 3rd FSM Economic Summit 

EVELYN ADOLPH:  The Strategic Development Plan in the amended Compact is required 
to be submitted to the U.S. Government 90 days after the effective date of the new Compact, 
which will be ratification.  And being that it hasn’t been ratified, we still don’t when the 90 
days will start.  So we don’t know yet.  It will be 90 days after ratification. 

VICE PRESIDENT KILLION:  So based on that we know that it’s going to be urgent for 
adoption of this thing because the ratification process could be any day now because we un-
derstand that we still need to two States to ratify.  So once that is done that 90-day period will 
start ticking. 

GOVERNOR ROBERT RUECHO:  Thank you, Mr. Vice President, Co-Chairmen..  I tried 
my best not to talk all this time because I think as the saying goes, actions speak louder than 
words.  But at this point I would like to—I have a minor concern.  I know that some amend-
ments were made to the other reports by various sectors.  Are we trying to include all those 
amendments in this communiqué or those amendments be reflected in those reports them-
selves?  That’s the first concern. 

Second concern I have and I think this is just an oversight.  On page 1, first paragraph, the 
FSM National Government was omitted as participants at this Summit.  Thank you very 
much. 

VICE PRESIDENT KILLION:  Thank you very much, Governor.  With regard to your first 
question, again this communiqué is more or less a summary statement of our proceedings or 
the outcome of this Summit for the past week.  So those amendments, as noted in the various 
committee reports, may not be necessarily in the communiqué but they will be part of the 
proceedings in those reports, as amended.   

With regard to your other concern about the National Government, I guess, yes, the National 
Government cannot be excluded.  Obviously we cannot do that.  So it shall be noted.  So the 
staff are taking care of that.  That’s a minor change.   

So, if no other comments, and the motion is at hand to adopt the communiqué with those 
amendments.  So if no objection the draft communiqué is hereby adopted, as amended.  (Ap-
plause)   

The Summit recessed for signing of the communiqué at 12:50 p.m.

 



 

CLOSING PLENARY 

Closing Address 
Hon. Alik L. Alik 
Chairman of Resources & Development, Congress of the FSM 

Thank you, Patrick.  My respects to the traditional leaders who are still with us today, my 
partner Vice President Redley Killion, Vice Speaker of the Congress, Honorable Phillip, 
Governors, representatives of the States, distinguished leaders, participants, ladies and gen-
tlemen.On behalf of the Summit Convening Committee and co-chairman Vice President Red-
ley Killion, I wish to take advantage of my position to speak before we hear from the heads 
of our five delegations.  I want to pay my thanks to the Speaker of the Congress of the FSM, 
Peter M. Christian, for offering me the opportunity to serve, at the President’s invitation, as 
the representative from Congress in our committee. 

The process of preparing for and hosting our 3rd FSM Economic Summit has been a roller 
coaster ride for those of us on the convening committee.  Since the President made the deci-
sion to fix the date of our event, we have been working under time pressure.  We had ups and 
downs in the months leading up to the Summit and we have had our ups and downs this week 
as we have strived to provide the materials and the working conditions needed to improve the 
chances that we would have a successful outcome this week.  I apologize for our failings in a 
few areas where we were not able to complete the updated analysis and draft documents for 
Summit consideration.  I also apologize for any inconveniences faced by the participants as 
they worked through our agenda this week.  I commend all of the sector working committee 
chairs and their committee members for achieving the extraordinarily difficult tasks that were 
assigned this week. 

In the resolution of the President’s select committee, and in our discussions this morning for 
the communiqué there has been considerable concern for the implementation of the recom-
mendations we have made.  As a member of Congress, I assure you that I will work closely 
with my colleagues on the outcomes of this summit.  The calling of our special session last 
week and the adjournment through this week to allow members to participate actively is a 
sure sign of a high level of interest and commitment to the participatory process of the Sum-
mit. 

I wish to recognize our guests from the diplomatic community and regional institutions. 

 H.E. Brendan Doran, Ambassador, Australian Embassy 
 H. E. Zhang Binhua, Ambassador, Peoples Republic of China 
 H.E. Larry M. Dinger, Ambassador, American Embassy 
 Mr. Hyosuke Yasui, Charge’d Affaires, Japan Embassy 
 Ms. Lourdes Pangelinan, Director-General, Secretariat of the Pacific Community 
  The Honorable Marcel Camacho, Territory of Guam 
 Mr. Tom Busanich, US Department of Interior 
 Mr. Gerald Shea, US Department of Interior 
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 Mr. Steven Savage, US Department of Interior 
 Dr. Asif Chida, Forum Secretariat 
 Mr. Amena Yauvolu, South Pacific Regional Environment Program 
 Mr. Patrick Tui, United Nations Development Program 
 Mr. Jeff Liew, United Nations Development Program  
 Dr. Failautusi Avegalio, Pacific Business Center Program 
 Mr. C.L. Cheshire, Pacific Business Center Program 

I believe the College of Micronesia has done us all a great service this week by welcoming us 
to their campus and by proving that COM-FSM is, in fact, a first-rate institution of which we 
can all take great pride.  We were blessed with the presence of some of the students and fac-
ulty and we were provided excellent support by the staff of the College. 

Finally, let me thank the staff for all of their work behind the scenes and around the clock 
this week. 

I understand the President will be here soon and before we proceed on with his statement, I 
now give this opportunity to the heads of delegations to present their statements.  Thank you 
very much, ladies and gentlemen. 

 



 

Closing Statements from Each Delegation: 
KOSRAE 

Hon. Gerson A. Jackson 
Lt. Governor 

Kulo and Lenwo.  Before I deliver my short closing remarks, I would like at this time to pay 
my respects to the distinguished leaders throughout this Nation who are gracing this momen-
tous occasion.  Excellencies, President Urusemal, Vice President Killion, Speaker Christian, 
Vice Speaker Phillip, members of the FSM Congress, Chief Justice Amaraich, all traditional 
leaders throughout the FSM, members of the diplomatic corps, my colleagues and friends 
from the States. 

I am privileged to be allowed this opportunity to speak on behalf of my delegation from the 
State of Kosrae.  It is a rare opportunity when somehow you are given this privilege to speak 
even before your somewhat senior colleagues can speak.   

As I stand here I continue to ponder the implication of what we have agreed to, the outcome 
of the 3rd FSM Economic Summit, the communiqué, the matrices that we have signed off on.  
I’m saying this to reflect my true feelings about this whole exercise.  On one hand, I’m privi-
leged that I am part of this historical event.  But on the other hand I’m fearful that if we fail 
again to pursue and implement what we have agreed to, I may be personally responsible for 
that.  However, as an optimist, like some of you are, I have faith in the system that somehow 
it will help to implement this thing, implement all these policies, new alignment of direction 
as we envision.  I also believe as a realists that each and every one of us who have partici-
pated in these proceedings has a role to perform in order to achieve the objectives of this 
Summit.  It is also critically important that all of us have some feeling of responsibility, own-
ership toward the documents that we have agreed to support, especially the communiqué that 
we will be affixing our signatures on.   

The more difficult tasks still lie ahead of us.  We need to maintain the momentum and forge 
ahead.  History will judge us as to whether what we agreed to here is the best road map to 
guide our Nation and our young, striving Federation for the next 20 years. 

As to the operation of the current economic Summit, I have heard both positive and negative 
comments about this.  But personally I am positive that we will be successful in accomplish-
ing the objectives that were sent down for us to accomplish in this Summit.   

I would like to thank our host, the State of Pohnpei and the FSM National Government.  And 
at the same time I would like at this time to offer my congratulations to the co-chairs, Vice 
President Killion and Senator Alik, as well as the Convening Committee of this Summit.  I 
would also like to convey the same sentiment to others who have contributed one way or an-
other when we convened earlier this week until we’re ready to conclude this important under-
taking.   

In closing, I would like once again on behalf of my delegation to bid farewell to our sisters 
and brothers from the States in this Federation.  Kulomalalap. 

 



 

POHNPEI 
Hon. Fernando Scaliem 
Floor Leader, Pohnpei State Legislature 

Thank you, Patrick, for that promotion.  Even though the President is not here yet, let me 
start out as traditional as is.  (Spoken in Pohnpeian – greetings to traditional leaders) 

His Excellency, President Joseph Urusemal, Vice President Redley Killion, Members of the 
Congress, Chief Justice Amaraich, State Governors, State legislators from all four States, 
dean and the diplomatic corps, visiting dignitaries from the neighboring island of Guam and 
other countries, presenters, ladies and gentlemen. 

On behalf of the Pohnpei Delegation to this, the 3rd Economic Summit, I would like to ex-
press our profound kalahngan to all of you who have participated in this Summit and the 
many sector meetings.  I trust that for those of you who traveled to Pohnpei, that your stay 
was a pleasant one and the accommodations arranged for you were satisfactory.   

Mr. President, the Pohnpei Delegation wishes to express our sincere appreciation for the tre-
mendous effort and you and your staff have devoted to the necessary tasks of preparing for 
this Summit.  We would also like to express our heartfelt appreciation to the administration 
of the College for making these wonderful facilities available for our use during the entire 
week.  Such excellent planning and support as well as the cooperative effort of all of us here 
today have made this conference a success. 

I am confident that its results will provide us with a realistic and viable road map for the fu-
ture growth of our Nation.  Years ago the famous scientist Albert Einstein was asked to run 
for public office.  He quickly declined the offer stating, politics are for the moment, but an 
equation lasts for an eternity.   

My fellow delegates, much of what has been said over the course of this week will soon be 
forgotten but the formulas for growth that we have agreed upon in the sector matrices will 
need to stand the test of time.  Einstein’s formula E=mc², if your remember, is elegant in its 
simplicity but profound in its application.  Perhaps we can all leave this Summit with our 
own basic formula for success and it should be E=hg², where “E” stands for effort and “hg” 
stands for high growth.  The application for this formula is self-evident.  The more effort we 
devote to economic development the greater the degree of higher growth that will be 
achieved compounded upon itself.   Conversely, the less effort we devote to the cause the 
lower level of growth that will occur.  My fellow delegates, let us pray that we will all be 
able to use our formulas for high growth wisely.   

For those of you who will be leaving us to return to your home islands and destinations 
abroad, we wish you God speed and a safe, comfortable journey.  Please take with you a sin-
cere kaselehlie and our invitation for you to return to our island or Pohnpei at any time to ex-
perience the efforts that we have devoted or we are devoting to ensure high growth within 
our State.  Kalahngan en komwi, Mr. President.  Kalahngan in kuprokoarusie. 

 



 

CHUUK 
Hon. Setiro Paul 
Chairman, Finance Committee, Chuuk State Senate 

Thank you, Patrick. Before I say our short remarks on behalf of the Chuuk Delegation, I wish 
to pay my respects to our traditional chiefs in the State of Pohnpei.   

Let me begin to give the greetings from the presiding officers of the Chuuk State Legislature, 
the leadership and your brothers and sisters in Chuuk who are not here with you today.  In 
addition, allow me to pay my respects in the sacred time of Chuuk (spoken in Chuukese).   

President Joseph Urusemal, Vice President Killion, Honorable Alik Alik, Co-Chairman of 
the 3rd FSM Economic Summit, Vice Speaker of the FSM Congress, the Honorable Peter 
Christian, Speaker of the FSM Congress, and all the honorable Members of the FSM Con-
gress, distinguished consultants from abroad and honored guests to the 3rd FSM Summit, 
traditional leaders of all the other sister States, Governors and the First Ladies, presiding of-
ficers of the State legislatures, members of the host State delegation, ladies and gentlemen. 

The amended Compact, or Compact II, is a new experience, an untested one for our FSM 
leadership, the State governments and the people of our Nation.  During the course of the 
past 15 years under the so-called Compact I, the State of Chuuk had its share of problems and 
unresolved issues.  We are nevertheless ready for the implementation under the amended 
Compact, or Compact II.  The State of Chuuk, through it its legislative process, is ready to 
work closely with all concerned so that we achieve maximum benefit to our people.   

Having said that, let me express special thanks for a productive one-week FSM Summit.  It is 
not only educational and informative, it also removed barriers of misunderstanding and 
paved the way for all who are being called to take part in every process of this exercise.  I 
must express special thanks to all Members of the FSM Coordinating Committee, chairmen 
and members of all the sector committees, all other participants for without your cooperation, 
patience, diligence, understanding and skills our 3rd FSM Economic Summit would not have 
been a successful one.   

Again, on behalf of our Chuuk Delegation, our Governor, the leadership of Chuuk and the 
people of Chuuk and the Chuuk State Legislature, I’m privileged to report to you, your Ex-
cellency, the Honorable President Urusemal, that the Seventh Chuuk State Legislature has 
adopted House Joint Resolution which now has ratified the amended Compact.  Kirisou 
chapur and I thank you. 

 



 

YAP 
Mr. Hillary Tacheliol 

Thank you very much.  Similarly, I would like to pay my respects to the traditional leaders 
from Pohnpei, especially the Nahnmarkis and the Nankens.  I would like to pay my respects 
to the President and the Vice President, the Speaker and Vice Speaker of the FSM Congress, 
the Chief Justice of the Supreme Court of the FSM, all the Governors of the four States and 
the Lieutenant Governors, members of the diplomatic corps, all the participants in this Sum-
mit, ladies and gentlemen, boys and girls. 

At the last minute I was asked to come up here to say a few words and participating in the 
closing of this Summit.  I couldn’t find any reason why I was chosen to say a few words on 
behalf of the Yap Delegation because we have the head of the Yap Delegation here.  I was 
thinking about being a chief--we do have two chiefs with us—and I was thinking the oldest 
we have one who’s more a senior citizen than me.  I was thinking because I represent the 
gender, maybe, yes.   

But anyway, I concluded it’s because of my looks. 

Ladies and gentlemen, on behalf of the Yap Delegation I would like to thank all those people 
who are responsible for this Summit to have the Yap Delegation come here and participate in 
the deliberation of these very, very important issues, critical issues that face this Nation.  
These will benefit the people that will come in the future.  If we die tomorrow our children 
will have to the ones that will have to face these things.  They will enjoy it, they will enjoy 
all these things that we have discussed here and what we’re going to implement in the future 
for the development of this Nation in economic and you name it. 

The delegation is very happy that we come together and work and today or at this moment 
we have produced those things that we would like to see implemented in this Nation for the 
economic development and economic affairs of this Nation.  We’re very happy that we par-
ticipated in that with you and we’re happy that now we come up with a paper that will be 
honored by all of us because we participated in those issues and we have that paper that will 
be signed soon.  The deliberations that have been going on today might not be too satisfac-
tory to some participants but at least we come together and agree on something.  That is very, 
very important.  I know that a lot of you will walk away from here saying that I should have 
said this or we should have done this.  Regardless of that, we came up with a paper.  I think 
this Summit is a very satisfactory one.  I thank you very much.   

 



 

Closing Address 
H.E. Joseph J. Urusemal 
President of the FSM 

Thank you very much, Patrick Mackenzie.  I join the previous speakers in paying my re-
spects and recognizing our traditional leaders, government leaders, dean and members of the 
diplomatic corps, resource persons and people who have come from outside of the FSM to 
assist in this Summit, members of the private sector, our citizens who are out there listening. 

It has been truly a very long and busy week.  I’m sure many of us will leave this Summit sat-
isfied, very satisfied.  There will also be others who will leave this Summit very frustrated.  
And there will still be others who will leave this Summit not sure whether they’re satisfied or 
frustrated.  Regardless, I ask that we dedicate ourselves to the consensus that we have 
reached at this Summit.   

We have also chosen to pursue a high growth strategy based on the presentations and discus-
sions on day one of our Summit and subsequent consideration by the sector committees and 
our select committees.  We know that we cannot expect to successfully implement the strat-
egy without some major reforms.  Nor can we implement those major reforms without a con-
certed effort across all levels of government and all sectors of our economy, as well as all 
sectors of our population.  I can assure you that the time will come, perhaps very soon, when 
we will hesitate and maybe even second-guess our commitment to such a demanding pro-
gram of action and reform.   

This week we are all very clear on the stark choices we face.  We do not want to end up with 
the dismal results that would result if we fail to take bold and sometimes painful choices.  We 
are not happy to settle for the baseline in which our out-migration will continue at a high rate 
and our economic well-being would not be significantly improved over the next two decades.  
We want to do better.  We want to do better for our children and better for our grandchildren.   

Thus, we made our commitment this week to a more optimistic scenario.  For those among us 
today who face elections from time to time—and I am one of them—we will need to keep 
our focus on the reasons we are moving in this direction.  And we will need to support all of 
you here today and the various segments of the community that you represent. 

Our collective courage and commitment to action will be enhanced by a common sense of 
purpose on a nation-wide basis to the achievement of our strategy.  We have achieved a clear 
and unambiguous agreement to pursue the high growth strategy.  But let us also be clear that 
we are not desperate.  We have indicated that environmental and cultural protection measures 
must be well integrated into our strategy.  We are not facing an immediate crises.  Rather, we 
are facing immediate opportunities.  We are not facing rapid declines in funding.  Rather, we 
are facing a new reality in which we must respond to declining external transfers with in-
creasing domestic revenue efforts. 

If we act slowly in implementing the needed actions, we will be losing the benefits that we 
want to secure sooner rather than later.  If we fail to respond to the new fiscal realities, we 
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will fail to protect needed investments in our human resources and in our social and eco-
nomic infrastructure.   

But there are many actions that we may wish to consider that require further technical analy-
sis and following that further sharing and broad-based dialogue.  Our outreach efforts need to 
take advantage of the momentum we have gained this week.  The private sector has commit-
ted to picking up their involvement.  That is welcome and it is very much needed.   

I commit myself and my administration to responding in kind, both to the private sector and 
to our NGO’s who are increasingly active and effective.  We’ll improve dialogue, we will 
move forward with the spirit of determination to do our utmost to turn the theme of our 
Summit from a vision into a reality for all Micronesians. 

Before closing, I want to join Co-Chairman Alik and the Governors and the Lieutenant Gov-
ernors in all of the expressions of gratitude that they expressed.  I want to thank our Summit 
Convening Committee including Co-Chair Senator Alik and Alik and Vice President Killion. 
You and your team have done an outstanding job.   

Now is also the appropriate time to recognize the JCN for their tireless efforts over the past 
five years.  The chairman, who led the effort, the Chief Negotiator, who played such a critical 
role, the members, both past and present, and the staff can all take pride in the outcomes of 
the negotiations.  Working with the United States to secure a 20-year extension to Title 2 of 
the Compact of Free Association and to secure a Trust Fund for generations to come was a 
major accomplishment.  We have achieved much of the objectives we set out to do.  The 
package to be provided by the United States is sufficient to enable us to realistically choose 
our high growth strategy.  Please share with me in showing our collecting gratitude to our 
JCN by a round of applause.  (Applause)   

My final thank you’s are received for each and every one of the participants of this Summit.  
I wish you all the best and for those of you traveling back to Kosrae, to Chuuk and Yap, as 
well as other destinations, may you have a safe journey.   

Kamagar, kalahgan, kirisou chapur, kulo malalap and Happy Easter.    
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