
The Federated States of Micronesia (FSM) is a loose federation of four states, each with its own 
government and identity. The physical isolation of the country, and between the states, poses 
particular development challenges, as does the coordination between the national and four state 
governments.

The FSM economy is dominated by a public sector, which is funded by sector grants under 
the Compact II assistance arrangement with the United States (US). Despite significant levels 
of development assistance, the FSM economy averaged annual growth of just 1.8% during 
Compact I (1987–2003). It contracted 2.3% in 2006.

The major long-term challenge to poverty reduction is how to become self-sustainable 
by the time Compact II ends in 2023. The steady decline in grant aid and conditions placed 
on expenditure of US funds make it imperative for national and state governments to reduce 
expenditure and increase revenue. Improvements in basic social services continue to be crucial. 
Private sector-driven, sustainable economic growth and good public sector governance are key 
to long-term development.

Relationship with ADB
The FSM has received eight loans worth more than $75.14 million and technical assistance (TA) 
worth $23.68 million since joining the Asian Development Bank (ADB) in 1990.

Historically, ADB has played an important role in helping FSM formulate overall 
development strategies and promote economic reform and institutional development. It 
continues to support the Government’s strategy of private sector-led economic growth. In recent 
years, the operational strategy has covered good governance, inclusive social development, and  
pro-poor economic growth. The Country Strategy and Program Update (CSPU) for 2006–2007 
sought to improve ADB’s effectiveness by prioritizing assistance for various sectors, and 
according to thematic issues.

The CSPU emphasizes the need to promote civil society’s involvement in development 
and to address poverty issues more explicitly, putting a long-term perspective on all assistance. 
Special attention will be given to the results-oriented implementation of ongoing projects, 
the performance-based allocation of assistance among the states, and continued support for 
capacity building in close coordination with the US Government. The major challenge will be to 
apply US resources in a manner that will build sustainable local capacities.

The Country Operations and Business Plan 2007–2009 can be found at www.adb.org/ 
Documents/CSPs/FSM/COBP-FSM-2007.pdf.
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Table 1. Federated States of 
Micronesia: Development Indicators
Non-MDG 

Population in millions 0.11 (2007)

Annual population  0.1 (2005–2007) 
 growth rate (%)

Adult literacy rate (%) 92.4 (2000)

Percent of population 30.0 (2006) 
 in urban areas

MDG

Percent of population  5.2 (1998) 
 living on less than  
 $1 a day

Percent of population  27.9 (1998) 
 living below the  
 national poverty line

Under-5 mortality rate per  41 (2006) 
 1,000 live births

Percent of population  94 (2004) 
 using an improved  
 drinking water source

MDG = Millennium Development Goal. 
Note: Literacy rate was taken from Pacific Regional 
Information System (PRISM) website. It was indicated as 
“overall literacy rate”.
Sources:  ADB. 2007. Key Indicators 2007. Manila.

  ADB. 2008. Basic Statistics 2008. Manila. 
UNSD. 2008. Millennium Development 
 Indicators Database Online.



appropriate statistical indicators. Human resource management and 
staff development issues are also incorporated into the road map.

One TA project—the Implementation of Public Sector Capacity-
Building Road Map—was approved in 2006. It provides specialist 
support to address issues of human resource management and staff 
development. The aim is to improve economic planning, financial 
management, and the compilation and analysis of statistical 
indicators. Regional assistance has also brought benefits to the FSM.

Future Directions
The CSPU for 2006–2007 sets the direction for ADB assistance.

The Omnibus Infrastructure Development Project was declared 
effective on 23 March 2006 with the participation of Kosrae, 
Pohnpei, and Yap states. Chuuk State met loan conditions on  
22 June 2006. The project was developed as infrastructure remains 
deficient in many areas and has threatened human health and 
the environment, and impeded economic development. The 
overall objective is to enhance public health and the environment 
by improving water supply infrastructure in Kosrae and Yap, 
wastewater infrastructure in Pohnpei, and to support economic 
growth and poverty reduction in Chuuk by boosting the power 
sector. The total project cost is estimated at $30.2 million, of which 
$19 million equivalent was financed by ADB. TA for institutional 
strengthening of public utility corporations in Chuuk, Kosrae, and 
Yap is associated with the project.

Another TA to strengthen economic management and planning 
was approved in 2007 and will be implemented in 2008. It aims to 
help the public sector meet the challenges of a reducing public sector 
budget, while also mobilizing public resources to achieve development 
aspirations.

Operational Challenges
Lack of government capacity is hampering FSM growth and placing 
limits on ADB’s assistance. Further institutional strengthening is 
required to ensure effective planning and policy-making capacity is 
developed at the national and state levels. Such strengthening, as 
well as human resource development programs, is needed to raise 
productivity in the public sector and to improve the Government’s 
ability to manage and implement ADB projects.

Governance standards are a second area in which 
ADB assistance can achieve results, and are important in a 
number of ways. National and state governments’ ongoing 
commitment to policies is essential for the creation of a stable 
and predictable environment in which businesses can operate 
efficiently. Government inclusiveness needs to be improved to 
realize the potential for participation from the private sector and 
nongovernment organizations, while government transparency and 
accountability also need strengthening.

Partnership
ADB places a strong emphasis on engendering partnerships in its 
FSM operations. An ADB-funded retreat in March 2006, which had 
the theme of “Governance and Strategic Development of FSM,” 
was attended by representatives of national and state governments, 
the private sector, civil society, and funding agencies. The  
United States, including the US Department of Interior, is a vital 
partner for ADB given the scale of its assistance to the FSM.

Impact of Assistance
Loans worth $13.0 million for the Private Sector Development 
Project and Program aim to help the Government create a better 
environment for the private sector by establishing a secured 
transactions system, building institutional capacity for land 
administration and management, and improving financial and 
business development services for small- and medium-sized 
enterprises (SMEs). Progress on land management, secured 
transactions, and financial services for SMEs has been successful, 
while more needs to be done to create conditions conducive to 
bringing in foreign investment.

ADB has also supported government efforts to increase 
institutional capacity for public sector management and 
administration. TA has been addressed at restructuring 
requirements in the amended Compact II (2003–2023) and the 
preparation of a long-term, participatory road map for building 
capacity over the term of the agreement.

The focus of the road map is to improve economic planning, 
financial management, and the compilation and analysis of 

Table 2. Federated States of Micronesia:  
Economic Indicators, 2003–2007
Economic Indicator 2003 2004 2005 2006 2007

Per capita GNI ($) 2,270 2,300 2,390 2,380 …
GDP growth  
 (% change per year)

2.9 -3.3 -0.6 -2.3 -2.5

CPI (% change per year) 0.1 2.3 4.2 4.8 2.8
Unemployment rate (%) … … … … …
Fiscal balance (% of GDP) 2.9 -16.0 -5.3 -5.4 -2.7
Export growth  
 (% change per year)

1.1 -37.7 8.8 -8.1 30.6

Import growth  
 (% change per year)

7.8 14.2 2.5 3.7 -8.4

Current account (% of GDP) 0.3 -18.5 -15.3 -16.2 -6.5
External debt (% of GNI) 26.0 26.9 25.7 … …

… = data not available, CPI = consumer price index, GDP = gross domestic product,  
GNI = gross national income. 
Sources:  ADB. 2007. Key Indicators 2007. Manila. 

ADB. 2008. Asian Development Outlook 2008. Manila. 
World Bank. 2008. World Development Indicators Online.

Table 3. Federated States of Micronesia: 2007 Loan, TA, and 
Grant Approvals ($ million)

Loans

Sovereign Nonsovereign TA Grants Total
– – 0.40 – 0.40

– = nil.

Cumulative Lending (as of 31 Dec 2007) : $75.14 million
Cumulative Disbursements (as of 31 Dec 2007) : $42.79 million

Table 4. Federated States of Micronesia: Cumulative ADB 
Lending as of 31 December 2007

  Sector
Loans 
(no.)

Amount  
($ million) % a

Agriculture and Natural Resources 1 6.50 8.65
Law, Economic Management, and  
 Public Policy

3 31.02 41.28

Multisector 3 27.02 35.96
Water Supply, Sanitation, and  
 Waste Management

1 10.60 14.11

Total 8 75.14 100.00

a Total may not add up because of rounding.



ADB emphasizes the participation of civil society in 
development as a key theme in its strategy.

Cofinancing and Procurement
Cofinancing operations enable ADB’s financing partners—
government or their agencies, multilateral financing institutions, 
and commercial organizations—to participate in financing of ADB 
projects. The additional funds are provided in the form of grants, 
official loans, or credit enhancement products.

As of year-end 2007, cumulative direct value-added 
cofinancing for the FSM amounted to $2.6 million for five TA 
projects.

A summary of procurement contracts awarded to companies 
and consultants from the FSM for goods and works, and consulting 
services can be found at www.adb.org/Documents/Fact_Sheets/
Micronesia/procurement.asp.

Table 5. Federated States of Micronesia: Project Success Rates

 By Sector Percentage

No. of Rated 
Projects/
Programs

Agriculture and Natural Resources 0.0 1
Law, Economic Management, and  
 Public Policy

100.0 1

Water Supply, Sanitation, and  
 Waste Management

100.0 1

Total 66.7 3

 By Year of Approval

1990s 66.7 3

Table 6. Federated States of Micronesia:  
Portfolio Performance Quality Indicators for Sovereign 
Lending, 2006–2007
Number of Ongoing Loans  
(as of Dec 2007)

4

2006 ($ million) 2007 ($ million)

Contract Awards/Commitments 3.69 3.65
Disbursements 2.46 3.55
Loans at Risk (%) 40.00 –

– = nil.

About the Federated States of Micronesia and ADB
The Federated States of Micronesia (FSM) is the 37th largest shareholder 
among regional members and the 45th largest shareholder overall. It shares 
both positions with Kiribati, Maldives, Nauru, and Tonga.

ADB Membership
Joined 1990
Shares held 142 (0.004%)
Votes 13,374 (0.30%)

Phil Bowen is the Executive Director and Dereck Rooken-Smith is  
the Alternate Executive Director representing the FSM on the ADB Board  
of Directors.

ADB’s operations in the FSM are managed through ADB’s Manila 
Headquarters. ADB’s Pacific Department provides the primary operational 
link to the government, private-sector, and civil-society stakeholders in its 
activities. The Pacific Department engages in policy dialogue and acts as a 
knowledge base on development issues in the FSM.

Eugenue Zhukov is the Director of Pacific Operations Division (PAHQ).

The FSM government agency handling ADB affairs is the Department of 
Finance and Administration.

About the Asian Development Bank
ADB is a multilateral development bank owned by 67 members, 48 from the 
region and 19 from other parts of the world. ADB’s main instruments for 
helping its developing member countries are policy dialogue, loans, equity 
investments, guarantees, grants, and technical assistance (TA). Over the last 
4 years (2004–2007), ADB’s annual lending volume averaged $7 billion,  
with TA averaging $218 million and grant-financed projects $616 million.  
In 2007, lending volume was $10 billion, with TA at $243 million and  
grant-financed projects at $673 million.

Contacts
ADB Headquarters
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines 
Tel +63 2 632 4444 
Fax +63 2 636 2444 
information@adb.org

Department of Finance  
and Administration
P.O. Box PS158, Palikir
Pohnpei FM 96941
Federated States of Micronesia
Tel +691 320 5852/320 2640
Fax +691  320 2380/320 5715/320 2597

Useful ADB websites
Asian Development Bank 
www.adb.org

Country website
www.adb.org/micronesia

Asian Development Outlook 
www.adb.org/Documents/Books/
ADO/2008/SMALL-PAC.pdf

Annual Report 
www.adb.org/Documents/reports/
annual_report/2007/

Depository Libraries 
www.adb.org/Publications/
Depositories/fsm.asp

In this publication, “$” refers to US dollars. 
Data are as of 31 December 2007 unless otherwise indicated. Fact sheets are updated annually in March. 
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