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| NTRODUCTI ON
1. The first country cooperation framework (CCF) for the Federated States of

M cronesia (1997-2001) is the result of an ongoing consultative process between
Governnment and UNDP. The process was initiated by a series of neetings,
including the md-termreview of the first country programme (1993-1996), during
whi ch UNDP di scussed wi th Governnment the changes in the progranm ng process and
concentration areas of the first CCF

2. A mgjor step in the fornmulation of the CCF was the preparati on of the UNDP
advi sory note, through which UNDP provi ded the Governnment with its views on how
it mght contribute to the Federated States of Mcronesia's devel opnment efforts.
Wil e the advisory note presented the perspective of UNDP, it was nonethel ess
prepared in consultation with the Governnent and non-governmental organizations.
The advi sory note also took into account the information in the Pacific Human
Devel opment Report (1994) and the recommendations of the Suva Declaration on
Sust ai nabl e Human Devel opnent in the Pacific, the Port Vila Declaration on

Popul ati on and Sust ai nabl e Devel opnent, the Progranme of Action of the

I nternational Conference on Popul ati on and Devel opnent, the Copenhagen

Decl arati on on Soci al Devel opnent, and the Federated States of M cronesia
Nat i onal Economic Summit, which was held in Pohnpei, the Federated States of

M cronesia, in Novenber 1995.

. DEVELOPMENT SI TUATI ON FROM A SUSTAI NABLE HUVAN
DEVELOPMENT PERSPECTI VE

Devel opnent priorities

3. The Novenber 1995 National Economi ¢ Sunmit endorsed as the principa
national priority the strengthening of the econonmy to make it nore resilient to
changes in the world econommy. To achieve this goal, four objectives were set:
(a) to reduce reliance on external assistance; (b) to diversify sources of
external funding and investnent; (c) to increase the size and conpetitiveness of
t he productive sector; and (d) to ensure that all devel opment activities are and
continue to be sustainable. Strategies to achieve these objectives include
restructuring and downsi zi ng the CGovernnent, human resource and private sector
devel opnent, and environnmental resource nmanagenent. Agriculture, marine
resources, and tourismare identified as providing the best basis for

devel opnent over the medi umterm

4. Wth the third and final step-down in funds fromthe Conpact of Free
Associ ati on between the United States and the Federated States of M cronesia
occurring in 1997, the above-nenti oned devel opment priorities were fornul ated
agai nst a renewed sense of urgency within the Governnent and hei ght ened public
awar eness for the need to accel erate sustainable growth. From 1997 until the
year 2001, the Federated States of Mcronesia will aimat fully devel oping the
policy, constitutional and econom ¢ framework needed to sustain an acceptable
standard of living for its people.
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Sust ai nabl e human devel opnent
5. The Federated States of M cronesia has a dual econony: a snall nodern

sector concentrated in the urban centres of the main islands and a traditiona
sector prevalent in the rural areas and outer islands. A high per capita gross
domestic product (GDP) and favourable social indicators hide significant

di sparities between the urban areas and the outer islands and anmpong the four
states. The nodern econonic sector is fuelled largely by the inflow of
resources fromthe Conpact, while the traditional sector in the rural areas and
outer islands relies largely upon subsistence activities in agriculture and
fisheries.

Poverty

6. H gh government expenditures and a strong subsi stence sector conbined with
an extended famly systemthat pronotes the ethics of "sharing and caring" have
historically ensured that virtually all the people of the Federated States of

M cronesi a have access to the basic necessities of life. However, as inconme

i nequal ity increases, poverty nmay becone a grow ng probl em over the next decade.
Even in the outer islands, comunities have abandoned nmuch of their subsistence
lifestyles, and in so doing they have eroded their traditional safety nets. The
i npact of econom c globalization on the fanilies is also evident: juvenile

del i nquency, suicide, alcohol and substance abuse, domestic viol ence, teenage
pregnancy and sexually transm tted di seases, high unenpl oynent, and
unsustainable lifestyle choices are all on the rise. The adverse inpact of
these social, cultural, and economc trends are borne disproportionately by
wonmen and yout h.

Popul ati on and enpl oynent

7. According to the | atest national census figures avail able, the Federated
States of Mcronesia has a high fertility rate, although the popul ati on growth
rate has declined (from3 per cent in the early 1980s to about 1 per cent in
1996) because of em gration. Nevertheless, reducing the fertility rate remains
a national priority, since 44 per cent of the population is currently under

15 years of age. These young people will enter the | abour force over the next
20 years in unprecedented nunbers. Wile stimulating private sector devel opnent
is a recogni zed need, even the nost optim stic projections of growh in forma
sector jobs fall far short of the projected growth in the |abour force.

Oficial unenploynent has already reached 16 per cent nationwide and is

consi derabl y higher anong the young and in rural communities. This denographic
situation clearly underscores the inportance of a bal anced approach to

devel opnent, through the sinultaneous devel opnment of fornmal sector jobs and

i nformal sector self-enploynment.

Human resources

8. Despite reasonabl e | evel s of access to education and training, due to the
i nadequat e quality of basic and secondary education, the |abour force |acks
appropriate skills, resulting in substandard performance in tertiary and
vocational training. Moreover, despite a |large and rapidly grow ng | abour
force, there are significant gaps in skills at seni or management and
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prof essional levels and across virtually all technical and trade fields, which
in turn, fuels a demand for foreign workers, in spite of high unenploynment. The
Federated States of Mcronesia' s changing econom c environnent requires that a
sustai ned effort be made to inprove the quality of basic education and technica
skills anmong workers, by upgrading the quality of education and channelling
training resources into the fields of highest national priority.

Cender in devel opnent

9. Tradition in nmost communities has accorded wonen power-sharing status.
Wth the notabl e exception of the people of Yap State, nobst communities are
matrilineal, with clan nenbership, social status and |l and transmtted through
the female line. Nevertheless, wonen lag significantly behind nmen in every
aspect of nodern devel opnment, including education, health, |abour, and

i nvol venent in national and local politics.

10. Wonen are accorded equal rights under the Constitution of the Federated
States of Mcronesia. The inportance of integrating wonen into the national and
state devel opnment process has been advocated since 1988, although affirmative
actions have been slow to materiali ze.

Envi ronnental protection and regeneration

11. The ecosystens of the Federated States of Mcronesia are vulnerable to
degradati on due to unsustai nabl e devel opnment and use. Integrated planning is
required to achi eve the delicate bal ance between conservation and devel opnent.
The Government accords high priority to environnmental protection and
regeneration. Efforts are under way to clarify the respective roles and
responsi bilities of various levels of governnent in this area, and to strengthen
environnent-rel ated | egislation, nonitoring and public education. Sustainable
| and- use managenent is a cross-cutting issue that also requires further
attention. The Federated States of Mcronesia is participating in doba
Environment Facility and Capacity 21 activities, as well as other global and
regional initiatives in support of environnmental preservation

Gover nance

12. The existing system of governance has all the el enments necessary to

i npl enent a reformprocess. 1t is, however, a fairly conplex system which nust
take into account the separation of powers between the executive and |egislative
branches and the authorities of the state, national, and municipal governnents.
A maj or conplication in managing the country's budgets is that the state budgets
constitute the dom nant share of government expenditure, but are not under
unified control. To change this situation, a National Econom c Reform Programre
has been | aunched to: (a) reduce the size of the Government, the |evel of
governent expenditures, and the public sector workforce; (b) reduce governnent
subsi di es on consunabl es; (c) stinmulate productive sectors through direct and

i ndirect support; (d) renove inpedinments to investnent; (e) develop a suitably
trai ned workforce; and (f) inplenment a coordinated public sector investnent
programe. To achi eve these objectives, it is necessary to strengthen
Governnment's policy analysis and inplenentation capacities.
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1. RESULTS AND LESSONS OF PAST COOPERATI ON

13. External devel opment assistance in the Federated States of Mcronesia is
domi nated by the in-flow of funds fromthe Conpact and other United States
programes. |n 1994, Conpact flows represented 57 per cent of consolidated
governnent revenues, while total external grants accounted for 65 per cent of
revenues. This high | evel of external funding has enabled the state and
national Governnents to expand their operations with little regard for donestic
revenue collection. The result has been that although the Conpact has
substantially raised the standard of living in the Federated States of

M cronesia, it has not done so in a sustainable manner

14. The Federated States of Mcronesia's request to the Asian Devel opnent Bank
to establish a Consultative Group of donors reflects the inportance the
Federated States of Mcronesia places on diversifying its sources of externa
assi stance. The current heavy reliance on the United States nmakes the Federated
States of Mcronesia vulnerable to changes in the United States donestic and
foreign policy environnents. UNDP participated in the Consultative G oup
neetings held in Manila, the Philippines, in Decenber 1995 and Cctober 1996, and
supports the Government's views that donors nust conpl enent, not supplant,
Governnent's own initiatives and efforts

[11. PROPOSED STRATEGY AND THEMATI C AREAS

15. The CGovernnent and UNDP have agreed that resources for the period covered
by the first CCF should be targeted at (a) job creation and sustainabl e
livelihoods, with priority on the informal sector, and (b) governance. These
areas of concentration will be conpl emented by subregi onal programe activities.

A. Job creation and sustainable |ivelihoods

16. The programmes in this area of concentration will aimto: (a) strengthen
the capacity of the subsistence and non-formal sectors to provide a |arger
nunber of people with the basic necessities of life, conmensurate with
prevailing conmunity standards; (b) ensure that the formal and non-forma
sectors have equitable access to credit, marketing, skills-training, and
training in entrepreneurship; and (c) ensure the environnental and econom c
sustainability of enploynment initiatives. Every effort will be nade to ensure
that UNDP resources have a direct inpact on the well-being of the nost

vul nerabl e groups in society, such as wonen, youth, and people living in the
nore renote islands. High priority will be given to the special needs of wonen
t hrough a communi ty-based approach to strengthening their participatory role in
comunity, state and national decision-nmaking processes.

B. (Governance
17. The Governnent has enbarked on a Public Sector Reform Progranme, with
support fromexternal partners. UNDP is in an advantageous position to support

and conpl enent the Governnent's initiatives by helping to build the Government's

/...
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capacity to carry out a sustainabl e human devel opnent (SHD) situation anal ysis
for policy fornulation and inplenentation. This activity will have two main
ainms: (a) to strengthen governnent's policy analysis capacities, in order to
mnimze and mtigate negative social, cultural and environnmental inpacts
arising fromthe reformprocess, and (b) to develop institutional capacity
within the Federated States of Mcronesia to nonitor SHD

C. Subregional programe

18. The subregional programme for the Pacific will consist of four programe
areas: (a) devel opment managenent; (b) private sector devel opnent;

(c) environment and natural resource managenent; and (d) human resource

devel opnent. All of the programme areas are relevant to the job creation and
sustai nabl e |ivelihoods thrust of the first CCF for the Federated States of

M cronesia, and will contribute towards the broader national SHD policy
framewor k. Specific |inkages between the subregi onal programres and the CCF
will be identified during fornulation of the subregional programes.

19. The Federated States of Mcronesia also benefits from other resources under
the South Pacific biodiversity project (Pohnpei integrated watershed project),
as well as resources from Capacity 21 (devel opnment of national sustainable

devel opnent network) and the Poverty Strategy Initiative. It will also aimto
suppl enent CCF resources through governnent cost-sharing, given the limted
assignment of UNDP funds for the period covered by the first CCF

20. It is envisaged that the overall inpact of UNDP support will be the
enhanced capacity of the people of the Federated States of M cronesia to adjust
to the post-Conpact era and to becone self-reliant, through better nanagenent
and utilization of human and natural resources. The comunities in the
Federated States of Mcronesia will be nobilized and strengthened in their
efforts to devel op sustainable livelihoods. The inpact of cooperation with UNDP
wi Il be neasured by inprovenents in SHD indicators.

V. MANAGEMENT ARRANGEMENTS

Execution and inplenmentation arrangenents

21. The Federated States of Mcronesia ains to execute all future UNDP
supported programes nationally. Two nationally executed projects are ongoi ng
and two wor kshops have been held to strengthen the capacities of nationa

proj ect coordinators and support institutions, especially the Departnent of

Fi nance and Budget. The enpl oynent of United Nations Vol unteer programe
specialists will be enphasized during the period covered by the first CCF. To
the extent possible, efforts will also be nmade to utilize the technica
cooper ati on anmong devel opi ng countries and Transfer of Know edge through
Expatriate Nationals nodalities to the extent possible.
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Monitoring and review

22. During the period covered by the first CCF, the Governnent and UNDP wi ||

pl ace greater enphasis on inpact assessnent. Baseline surveys will be

conmi ssioned to collect information where it does not exist, and both
qualitative and quantitative indicators will be devel oped to establish
benchmar ks agai nst which project performance will be assessed. The CCF will be
nmonitored jointly by the Governnent and UNDP, as well as through nonitoring
visits to the country by UNDP staff at |least twice a year. All ongoing projects
will also be reviewed in the country every year. A triennial review of the CCF
will be held in md-1999.

Resource nobilization

23. Resource targets for the period covered by the first CCF for the Federated
States of Mcronesia are provided in the annex to the present docunent.
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Annex

RESOURCE MOBI LI ZATI ON TARCGET TABLE FOR THE FEDERATED
STATES OF M CRONESI A (1997-2001)

(I'n thousands of United States dollars)

Sour ce Amount Comment s

UNDP CCRE FUNDS

Estimated | PF carry-over (782)
TRAC 1.1.1 428 Assigned i mMmediately to
country.
TRAC 1.1.2 Oto 66.7 Thi s range of percentages is
per cent of | presented for initial planning
TRAC purposes only. The actua
1.1.1 assignment will depend on the
availability of high-quality
programes. Any increase in
t he range of percentages woul d
al so be subject to availability
of resources.
SPPDY STS 80
Subt ot al (274)2

NON- CORE  FUNDS

Gover nent cost -shari ng 470

Sust ai nabl e devel opnent funds -

Third-party cost-sharing 470

Funds, trust funds and ot her -

Subt ot al 940

GRAND TOTAL 666?

2 Not inclusive of TRAC 1.1.2, which is allocated regionally for subsequent
country application.

Abbreviations: |PF = indicative planning figure; SPPD = support for policy

and programme devel opment; STS = support for technical services; and TRAC =
target for resource assignment fromthe core




