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Summary: In March 2002, President Bush proposed establishing the “Millennium
Challenge Account” (MCA), a new foreign aid program designed to provide substantial
assistance to low-income countries that are “ruling justly, investing in their people,
and encouraging economic freedom.” The MCA could bring about the most
fundamental changes to U.S. foreign assistance policy since the Kennedy
administration. The significance of the initiative lies partly in its scale: the proposed
$5-billion annual budget represents a 50-percent increase over the FYo2 foreign aid
budget and a near doubling in the amount of aid focused strictly on development
objectives. Perhaps even more important, the MCA brings with it the opportunity to
improve significantly the allocation and delivery of U.S. foreign assistance as well as a
recognition of the value of both hard and soft power in the pursuit of a safer and more
secure world. If the new program is not implemented carefully, however, it could lead
to greater fragmentation and confusion in U.S. foreign assistance policy, weaken the
U.S. Agency for International Development (USAID), and impede coordination with
other donors. Much will depend on the details of how the MCA is established during
its first year, as well as the extent to which the administration implements changes in
other assistance programs. This policy brief is a preview to the analysis and
recommendations in Challenging Foreign Aid: A Policymaker’s Guide to the Millennium

Challenge Account by Steven Radelet, available April 30, 2003.

assured, however. The administration has not
made the MCA a particularly high priority since
the President announced the program more than
one year ago, and that must change if the pro-

The promise of being different

The Millennium Challenge Account represents a
dramatic change in the way the United States pro-

vides foreign assistance. The basic idea is to
select a relatively small number of recipient coun-
fries based on their demonstrated commitment fo
sound policies, provide them with large sums of
money, give them more say in designing aid-fund-
ed programs, and hold them accountable for
achieving results. If implemented carefully and
effectively, the MCA could fundamentally improve
U.S. foreign assistance. Its success is far from

gram is to succeed. This policy brief first describes
how the MCA is intended to differ from existing
programs, and then furns fo specific recommen-
dations on strengthening the design of the pro-
gram to help the MCA achieve its promise.

The MCA is intended fo be different from current
aid programs in five critical ways, each of which
has sparked debate, discussion, and controversy.

*Steven Radelet is a Senior Research Fellow at CGD. Sheila Herrling is Director of Communications and Policy atf CGD.
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The Millennium Challenge Account: Soft Power or Collateral Damage?

1. Focused objectives. The MCA will focus on supporting economic
growth and poverty reduction, not other foreign policy objectives. U.S.
foreign aid suffers from the atrempt fo serve too many purposes at once,
only one of which is economic development. Carol Lancaster' has clas-
sified six different broad purposes of U.S. foreign assistance:

Promoting Security

Promoting Development

Providing Humanitarian Relief

Supporting Political and Economic Transitions

Building Democracies

Addressing Transnational Problems (such as HIV/AIDS or environmen-
tal degradation)

These objectives are all important and legitimate goals for U.S. foreign
aid and foreign policy more broadly. Problems arise, however, when
one program atiempis fo simultaneously meet multiple, somefimes con-
flicting objectives. The most obvious conflict arises between diplomatic
and security goals and longferm development goals. This fension is hard-
ly new—it dates back to at least the Korean VWar, was a common theme
throughout the cold war and the conflicts in Central America in the early
1980s, and heavily influences aid to the Middle East today.

The MCA is designed to provide a sharper focus on economic growth
and poverty reduction for at least one part of the U.S. foreign assistance
program. If this focus can be maintained, it will help reduce the tensions
arising from mu\ﬁp\e goo\s (ohhough it will not eliminate them), increas-
ing the likelihood that the MCA can achieve ifs development goals. The
administration’s proposal fo use publicly available, developmentoriented
criteria fo choose countfries is a striking attempt to de-politicize the selec-
tion process. In effect, the administration is (loosely) tying its hands
behind its back fo protect MCA funds from being diverted to immediate
security problems. Other funds can be used for that purpose.

Of course, the MCA cannot be completely de-polificized, and fensions
with other goals will arise in at least four different ways.

m In choosing the counfries, sfrategic goals are likely to influence
decisions about countries that are on the margin of qualification,
pulling some up and others down. Thus, favored countries close to
meeting the standards could be added to the list, while less friend-
ly countries that qualify could be dropped.

® In allocating funds once countries are selected, strategic partners
may get a larger share of MCA funds than other countries.

m [n ossessing the consequences for countries that miss performance
benchmarks, strafegic partners may receive more lenient freatment
than ofhers.

m |n establishing the overall budget for the MCA, the program may
receive less than the $5 billion annually that the President origi-
nally promised, with funds instead targeted for political and strate-
gic partners.

2. Country selectivity. The MCA will provide assistance fo only @
select group of low-income countries, building on the idea that aid

is most effective in countries with governments that are implementing
sound development policies. This view lies behind the President’s call
for the MCA to provide aid to countries that are "ruling justly, invest-
ing in their people, and establishing economic freedom.”

The MCA is hardly the first aid program to promise greater selectiv-
ity. President Kennedy called for greater aid selectivity in 1961
when he esfablished USAID, envisioning that an independent aid
agency could allocate aid based on development needs and not the
political criteria that had been used extensively in the 1950s.
Similarly, World Bank sfructural adjustment programs supposedly
were focused on countries that infroduced appropriate policy
reforms, although in practice funds were allocated just as much to
countries that simply promised reforms as to those that actually imple-
mented them.

The MCA differs in two important ways:

m |t proposes using a public and transparent process fo select coun-
fries fo receive aid. It remains to be seen how closely the admin-
istration actually sticks to these criteria, but the MCA appears to
be the first program that uses pre-announced quantifative indica-
fors to select recipient countries.

m Recipient countries must meet all the criteria before they qualify.
In typical USAID, World Bank, or other donor programs in which
aid is contingent on policy conditions, recipients enact only some
of the reforms beforehand, and They promise to enact further
reforms in return for disbursements of aid. All too often, the prom-
ised changes never fake place and the aid is disbursed anyway.

The MCA country selection process has sparked tremendous
debate. Some analysts are concerned that foo few countries qualify,
while other worry that the “wrong” countries qualify, either because
the selection process highlights the wrong areas or becouse the
underlying data are inaccurate.

3. Greater recipient involvement. The administration is proposing
o new approach in which the government and non-government
groups in eligible countries take the lead in developing and defend-
ing their own ideas for using aid. This socalled foundation
approach calls for groups in qualifying countries o write proposals
for various activities, with only the best ideas actually receiving fund-
ing. Proposals would be expected to spell out the specific actions
that the recipient would take and the benchmarks by which success
would be measured, pushing recipients to establish concrete goals.
The approach embraces the belief that increased recipientnation
ownership of and commitment o development programs leads to
better results. It also provides an opportunity to enhance donor har-
monization, as countries’ proposals would provide a blueprint allow-
ing several donors to cofund the same or related programs.

Giving recipient countries more flexibility and responsibility makes
particular sense in countfries with a demonstrated commitment fo
sound development policies, but it would not be effective in coun-

1 Carol Lancaster (2000), Transforming Foreign Aid: United States Assistance in the 21st Century (Washington DC, Institute for International Economics).

2 http://www.whitehouse.gov/news/releases/2002/03 /200203 14-7 .html



tries with less capable governments. Thus the selectivity of the MCA
and the change in delivery mechanism go hand-in-hand.

4. Lower bureaucratic costs. The administration has proposed that
the MCA be administered by a new “govemment corporation”
designed to reduce administrative costs and increase effectiveness.
The Millennium Challenge Corporation (MCC] is fo be governed by
a cabinetlevel board of directors chaired by the secrefary of state
and managed by a CEO appointed by the president. The biggest
advantage of establishing a new organization is that it could avoid
the political pressures, bureaucratic procedures, and multiple con-
gressional mandates that weaken current aid programs. lts status as
an independent body could make it more flexible and responsive as
well as allow it to attract fop-nofch talent. Its mission to do business
differently than other aid programs, with a narrower focus, higher
standards, and more flexibility, provides a rafional case for a new
institution. Establishing o new corporation, however, carries signifi-
cant risks. It could further fragment foreign assistance programs and
polices, which are already spread across several executive agencies
with very uneven coordination. It could also further weaken USAID by
drawing away its resources and eroding morale af the agency.

5. Focus on results. The administration claims that the MCA will be driv-
en by results. It plans fo provide more generous funding for successful pro-
grams, reduce funding for weaker programs, and withdraw funding from
programs that fail. Ensuring strong results will require high-quality, care-
fully vetted proposals and a sfrong moniforing and evaluation system that
reviews both recipient progress and the efficacy of the MCA's delivery
systems. Independent, effective monitoring and evaluation will be critical
fo keeping funded programs on track, guiding the allocation of resources
toward successful activities and away from failures, and ensuring that the
lessons learned from ongoing acfivities—both successes and failures—
inform the design of new projects and programs.

Grant recipients will be expected to spell out specific measurable per-
formance benchmarks in their proposals for each activity. If these
benchmarks focus on substantive goals [such as increasing fest scores
or raising immunizations rafes by a specified amount] and insfitution-
al goals (such as training a certain number of teachers, improving
oudmng systems, or sirengfhening |ego| codes), if monitoring and
evaluation are incorporated into projects and programs from the out-
sef rather than added as an afterthought halfway through the process,
if both infernal (carried out by the grantees) and external (carried out
by contractors or other independent evaluators on behalf of the U.S.
Govemnment) evaluations are conducted o monitor compliance and
high standards, and if the MCC itself is monitored and evaluated on
a regular basis, the MCA may indeed be fruly different.

While most observers applaud the focus on results, there is a danger
that the administration may be over-zealous in ifs search for measura-
ble results. Development inherently is a risky longterm process in
which even the bestdesigned interventions may not succeed. While
demanding results, the U.S. must encourage innovation, which will
require accepling failures from goodaith efforts.

Enhancing the prospects for success

Challenging Foreign Aid: A Policymaker’s Guide fo the Millennium
Challenge Account offers many recommendations for building on
these opportunities fo strengthen the MCA and make it truly differ-
ent. The most important are the following.

1. The country selection process must be implemented fairly and
openly, and it should be strengthened over time. Using the admin-
istration’s  proposed methodology, approximately 12 countries
would qualify for the MCA in the first year, with perhaps 18 quali-
fying during the first three years. Several other countries are close fo
qualifying. Many of these countries are reasonable candidates for
the MCA, while others are more questionable.

The proposed selection methodology is a good start, but it must be
improved and refined over fime. A small number of new indicators
should be added, especially in health, education, and the business
environment, in order to better capture recipient country policies
and institutions. Some of the weaker indicators [such as the trade
policy index and spending on health and education) should be
replaced over time as better indicators become available. Similarly,
the most subjective indicators should be replaced with more objec-
tive ones when possible. The administration must work with recipi-
ents, other donors, and research institutions to improve the quality
and availability of data that could be used as potential indicators.

The administration and Congress should establish an independent
expert panel, consisting of outside academic and other technical
experts, to review the selection process on an annual basis and
offer recommendations for improvement. The process raises many
issues about the choice of indicators, quality of data, weighting of
indicafors, choice of hurdles, and determination of income cate-
gories that cannot be solved through legislation but that are too
imporfant to be left to staff of the new corporation. An independent
review panel would be the best way to give these issues the atten-
tion they deserve.

A significant drawback of the proposed methodology is that it lim-
its severe|y the number of countries that can quOWy over time, even
if country performance improves significantly. At the root of the
problem is the use of the median score as the standard for passing
each hurdle. Although this sounds like a mundane statistical issue, it
has profound impacts on the selection process:

m First, medians are likely to improve over time, so recipient coun-
fries will be aiming at moving targets. Countries that strive fo
achieve a particular, say, immunization rate in order fo qualify
may be disappointed fo find that even though they raised their
immunization rafe, the median rafe rose even more and they
still fail to quo|ify. Simi|or|y, countries that quomy in one year
may find that they do not qualify in a subsequent year even if
their scores have risen, simply because the median scores have
risen even more.

»
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m Second, using the median limits the number of countries that can
qualify. Using the current system, stafistically speaking it is highly
unlikely that more than 20 countries could qualify for the MCA in a
given year, even if there were a widespread improvement on the 16
indicators. The reason is sfraightforward: as the countries that just
miss qualifying work hard to improve their scores, the median score
will rise, so some of the original qualifiers will drop off the list.

As a result, the use of the median as a hurdle undermines the goal of
expanding the MCA over time. The administration already uses an
absolute score for one indicator (@ 20-percent inflation rate). It should
immediately shift fo absolute scores (equal to the median score in the
first year) for other indicators where possible, and should work foward
modifying the remaining indicators so that absolute scores can be used
for all of them in the future.

A related problem with the median is that for several indicators (espe-
cially those on civil liberties, political rights, and tradel, the range of
scores is very narrow, and many countries are bunched fogether exact-
ly at the median. In the administration’s methodology, scores equal to
the median do not count as passing a hurdle. As a result, these coun-
fries in effect are penalized because the indicators are measured with
such a narrow range. The selection process should count median
scores as sufficient fo pass the hurdle.

The proposal to eliminate all countries with corruption scores below the
median regardless of their performance on other indicators should be
modified. Although the intenfion to provide funds only fo countries mak-
ing active efforts to control corruption is laudable, the data underlying
this indicator (as with almost any indicator] are not reliable enough to
be the sole basis for immediately disqualifying half of the countries eli-
gible to compete for the MCA. One alternative would be for the
administration fo eliminate immediofeh/ the worst corruption offenders,
where the data indicate that there is a /5-percent chance or greater
that the frue level of corruption is below the median. Similarly, it could
eliminate countries where the corruption score is in the lowest quartile.
Other countries would remain eligible and could qualify if they pass
sufficient hurdles in other areas.

The administration’s proposal that the board of directors of the corpo-
rafion be allowed to modify the list of qualifying countries under limited
circumstances is appropriate. However, care must be taken that over
time the administration (present and future) does not abuse this discre-
fion by using MCA funds to reward strategic and diplomatic partners.

2. The administration’s proposal to include countries with per
capita incomes between $1,435 and $2,975 starting in the third
year of the program should be dropped. The MCA should focus ifs
grant financing on the poorest countries. The countries with per capi-
ta incomes between $1,435 and $2,975 have less acute develop-
ment needs and more options for Finoncing, b\/ borrowing from the
World Bank, through private capital markets or with domestic saving.
In particular, on average these countries are four times richer than the
low-income countries and have substantially lower illiteracy rates,

higher life expectancy and lower infant mortality. They also receive
larger amounts of private capital, generate more tax revenue and
have higher saving rafes than the low-income countries (see Table 1).
Moreover, including this group of countries risks politicizing the MCA,
since it contains several countries of great strafegic imporfance to
the United States. As an altemative, MCA-eligible countries could
be split info two different groups: countries with per capita incomes
of $875 or less and those with per capita incomes between $875
and $1,435. Under this system, the 87 poorest countries in the
world would be eligible for the MCA, with 68 in the first group and
19 in the second. This formulation would keep the focus of the MCA
on the poorest countries.

3. The program design process must balance openness and inclu-
siveness in the recipient country with efficiency and lower admin-
istrative costs, with much of the responsibility for program design
shifted to potential recipients. There should be an extensive partici-
patory process in the qualifying countries fo ensure widespread input
info the design of MCAfunded programs. This approach is intended
fo encourage innovation, creativity, and frue ownership of the devel
opment programs being implemented on the ground. To meet this
goal, the corporation should accept proposals from a variety of insti-
futions in qualifying countries, including national and subnational gov-
emments, NGOs, and some privatesector entities. Forcing all such
proposals fo go through a single in-country clearance process and be
embodied in one “contract,” as the administration seems to be favor-
ing, will give the recipient government too much power over the
process at the expense of independent subnafional governments
[which may represent a different political party) and NGOs. Opening
the proposal process more widely will add to the administrative bur-
den of the new corporation, but it will result in more original, higher-
quality programs, in stronger results, and in a more effective MCA.

A key ingredient to designing high-quality MCA activities is the pro-
posal review process. All proposals should be carefully and thor-
oughly vetted by U.S. government staff with appropriate country and
substantive expertise, especially including staff on the ground with in-
depth knowledge of the recipient country. To facilitate unbiased and
high-quality technical input, the review process should include local
and infernational nongovernmental experts. In addition, the MCC
should post on the Internet all proposals that it accepts for funding in
order to ensure full disclosure and fransparency in the review process.

The MCA should not try to do everything. Ideally, the program should
focus on a core set of activities that meet four criferia: they should be
demonstrable contributors to economic growth and poverty reduction,
consistent with achieving the Millennium Development Goals set by
the United Nations and with each country’s poverty reduction and
development strategies, services that the private sector is likely to
under-provide, and areas where aid can actually make a difference.
The most promising areas for MCA funding include health, educa-
fion, agriculture, environment, and some limited private-sector activi-
fies (such as microfinance and possibly small and medium-sized enter-
prise funds).



Shifting toward greater country ownership and involvement in the design
process inevitably will create new responsibilities for recipients. Thus an
important challenge for the MCA will be to avoid overwhelming pofen-
fial recipients with the application and implementation  process.
Particularly important will be to avoid requiring recipients to produce
multiple project audits, environmental impact reports, procurement
assessments, and other requirements that differ from those of other
donors. The effectiveness of the MCA will be undermined if it simply
becomes one more set of hoops for recipients with limited administrative
capacity to jump through. The corporation should offer small amounts of
funding fo recipients to allow them 1o hire local and infernational fech-
nical assistance 1o help prepare proposals. Corporation staff must work
closely with recipients and other donors fo harmonize reporting process:
es and other administrative requirements. Achieving high standards for
the MCA need not require multiple standards for recipients, nor should
it lead to more bureaucracy.

4. The corporation must be established with a solid foundation,
including strong board membership, adequate staffing, appropriate
coordination with other agencies, and fewer legislative mandates
than existing programs. Creating a new government corporation is o
reasonable sfrategy, given the relafively unique nature of the MCA and
the resfrictions and bureaucracy that impinge on USAID's operations.
This step entails some risks, however: it could lead to more confusion
and inconsistency in foreign aid policy and it could weaken USAID by
drafting staff and other resources from the agency. For the new corpo-
rafion fo operate effectively, it needs the right board of directors. The
three key adminisfration representatives should be the secretary of sfate,
the secretary of the freasury, and the administrator of USAID. The admin-
istration’s proposal to include the director the Office of Management
and Budget instead of the administrator of USAID should be dropped.
In addition, two representatives from outside the government should be
on the board to provide the organization with independent ideas and
fresh perspectives.

Table 1: Who needs the MCA most?

Low-income countries have greater development needs, and less access to resources

The administration’s proposal fo use staff on defail from other agencies
is sensible, so long as the home agency is not expected fo pay the
costs. Staff on defail from other agencies should complement a core staff
of longerferm emp\oyees who will provide continuity and institutional
memory for the new organization, with the MCC covering the full costs
of its operations, both in Washington and in the field.

The administration has suggested a staff of 100 for the new corporo-
fion. Although the obijective of keeping the corporation lean is laudable,
this number is too small and risks undermining the quality of MCA pro-
grams. Cerfain services can be contracted out fo private firms or other
govermnment agencies, but relying too much on other agencies or outside
consultants ultimately would undermine the corporation’s effectiveness. A
staff of af least 250, including a strong presence in each recipient coun-
fry to be the “eyes and ears” of the program on the ground, will be
essential for mainfaining high-quohfy proposo|s, financial occoumobﬂify,
rigorous  monitoring and evaluation standards, and strong  resuls.
Corporation staff members will need to establish mechanisms to closely
coordinate their work with other U.S. agencies working on development
issues, especially in USAID and the Departments of State and Treasury.

Existing U.S. foreign assistance programs are enmeshed in an elaborate
web of legislative mandates and directives that weaken their perform-
ance. To be effective, the MCA must be freed from many of these restric-
tions. There should be no earmarking or tied aid in the MCA, as these
policies seriously undermine program flexibility and effectiveness. MCA
funds, once appropriated, should be available until expended and not
lost if unused by the end of the fiscal year. Pressures fo “use it or lose it’
undermine the quality of programs and the ability o focus programs
squarely on achieving results.

5. A rigorous monitoring and evaluation system will be central to the
MCA's success. A resultsbased approach for foreign aid cannot suc-
ceed without a solid monitoring and evaluation (M&E] process. A strong

Countries with income less Countries with income

than the lowermiddle-income countries: than $1435 between $1435-$2975
Development Status

GNI per capita, 2001 $460 $1965
Adult illiteracy rate, adult tofal, 2000 (%) 33 14
life expectancy at birth, 2000 (years) 56 70
Mortdlity rate, infant, 2000 (per 1,000 live births) 69 27
Resources Flows and Financing

Adult illiteracy rate, adult tofal, 2000 (%) 33 14
Life expectancy at birth, 2000 (years) 56 70
Mortality rate, infant, 2000 (per 1,000 live births) 69 27
Number of Countries 87 28

(4]
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MBE system will help ensure that programs meet specified goals, indi-
cafe when adjustments are needed to keep activities on frack, inform
decisions fo change or eliminate funding, avoid problems with absorp-
five capacity, and shape the design of new activities. Both infernal (by
the grantee) and extemal by a confractor or a government agency,
such as the General Accounting Office] monitoring and evaluation
processes are required, and they should be built info each proposal
from the outset. In order to strengthen the basis for determining the
impacts of MCA funded projects, a small number of evaluations should
be carried out more rigorously using control and freatment groups. In
addition, the M&E process should include regular assessments of the
corporation itself and its effectiveness and efficiency in delivering aid.
M&E programs must go beyond the standard approach of fiduciary
oversight and actually focus on achieving development results. So far
the administration has given litfle affention to M&E issues. If the MCA
does not establish a much sfronger M&E system than in existing pro-
grams, it is doomed fo fail.

6. Be patient. Development ickes ftime, even under the best of cir
cumstances. There should be no temptation o “graduate” recipient
countries from MCA assistance prematurely, or even fo threaten this
step, in the hope that a few years of MCA assistance will be enough
fo put low-income countries on a path of susiainable development. To
do so could be counterproductive. Even in some of the more success-
ful developing countries, aid flows were sustained for relatively long
periods of time. For example, consider the experience of the countries
that have permanently graduated from the World Bank's concessional
lending window, the International Development Association (IDA). On
average in these countries it fook 10 years for aid flows to decline fo
50 percent of their peak level, and another 10 years fo decline to 25
percent (See Figure 1). It will take many years for even the best of the
MCA countries to graduate. For example, Ghana does everything
right under the MCA and achieves susfained 7 percent per capita
annual growth (a rate similar to that achieved by South Korea and
Taiwan), it will take it 21 years for it fo reach a per capita income of
$1,435, the upper income level for the first group of MCA countries.
Instead of trying to graduate countries too early, the administration
should plan fo follow successful programs with new ones for progres-
sively smaller amounts of funding, as long as recipients confinue to
meet the overall qualifying standards and use MCA funding well.

As the MCA unfolds, it will be extremely imporfant fo keep expecia-
tions realistic. Some programs will show weak results, even if they are
carefully planned and skillfully implemented. No aid program—no
matter how big, well Torgefed, and efficient—can  transform poor
countries overnight, and probably not even over decades.

Making a real difference requires more
than the MCA

To achieve U.S. foreign policy goals of ensuring a more open, equi-
fable, and prosperous global economic system and fighting terror-
ism, the administration and Congress must look beyond the MCA.

Although this is a promising program, it is only one part of a com-
prehensive foreign assistance program. The administration and
Congress must develop clear sirategies for countries that do not
qualify for the MCA, from nearmiss counfries to failed states.
Different approaches are required for different circumstances, with
varying design procedures, delivery mechanisms, obijectives, and
monitoring and evaluation processes. And, of course, the risks will
be greater and the results harder to achieve in these countries. In
those that just miss quo|if\/ing for the MCA, o||ovving recipients fo
write limited proposals focused on the specific areas where they fall
short of qualification could strengthen traditional aid programs. In
countries with weaker governments, donor funding should continue
fo concentrate on specific projects, but with streamlined contracting
and procurement procedures to make projects more costeffective.
Where governments are especially weak (or are part of the prob-
lem), aid should be channeled through NGOs and other service
providers on the ground. In some circumstances, no aid should be
provided at all.

Developing strafegies beyond the MCA will require a thorough
rethinking of the objectives and strategies for USAID. To be more
effective, USAID should focus ifs activities more narrowly and sef
clear priorities and fransfer its more politically based programs to
the Stafte Depariment. Many of the legislative mandates that under-
mine the agency should be reviewed and simplified. The right way
to make these changes would be to rewrite the 1961 Foreign
Assistance Act. While this would be a difficult and time-consuming
process, it is much needed and long overdue, and central to mak-
ing U.S. foreign assistance programs more effective. The current
bipartisan support for foreign aid provides an unusual opportunity fo
fake on this task.

Foreign aid alone, however, will not be enough to create meaning-
ful economic opportunities and fight poverty in low-income countries.
By far the most important actions are the policies intfroduced by gov-
ernments in low-income countries and their commitment to improving
the welfare of the poor within their own borders. Nevertheless, other
U.S. policies also have a strong influence, especially U.S. trade
policies. Opening U.S. markets more fully to low-income countries
would be a far more effective way to support sustained economic
growth and development than the MCA can ever be. If the U.S. gov-
ernment is serious about leading the world toward greater openness
and prosperity, it must reduce farm subsidies and lower trade barri-
ers on agricultural and laborintensive manufactured products. Other
areas that need improvement include debt relief, health policy, and
climate change.

Keeping the promise: wither development dollars?

To achieve stated U.S. foreign assistance objectives, the MCA and
other crifical foreign assistance programs require full funding and
strong leadership. The administration boldly announced that the
MCA and its new HIV/AIDS initiative would provide substantial



Figure 1: Patience is a Virtue: Even the most successful developing countries graduated slowly from aid.

Aid flows to 20 IDA-graduate countries

-+ Average
25

-O- Average plus one standard deviation

-8~ Average minus one standard deviation

Year after peak

Note:  This graph shows the pattern of aid flows following their peak for 20 countries that have permanently graduated from IDA. The solid line shows the average for all 20 countries.
Some of the 20 countries are closer fo the average than others, but most fall within the dotted lines (technically, the dotted lines represent one standard deviation above and below
the average). The peak year is different for each of the 20 countries, but in all cases the peak year is between 1960 and 2000. This graph shows the average for 20 of the 22

permanent IDA graduates, excluding Jordan and Equatorial Guinea.

Source: Clemens and Radelet (2003) http://www.cgdev.org/wp/cgd_wp023.pdf

new financing for fighting global poverty, and that these funds would
not come from existing programs. It must now fulfill those promises.
Whereas the administration claimed that it would make the MCA a
very high priority foHovving the President’s announcement, to date it
has given inadequate attention fo working with Congress, shaping
the program, and designing the new corporation. The pace of
progress on the MCA has been slow compared with other programs
such as the Global Health Fund and President Kennedy's founding of
USAID in 1961. Much stronger leadership will be necessary to get
the program started on time with a solid foundation.

On the funding front, growing budget deficits will create pressures to
provide smaller amounts of funding for the MCA, to delay the full
implementation of the program over more than three years, and to
reduce funding for other programs. However, underfunding these
commitments would diminish the chances of their success, weaken the
opportunity for the United States to regain global leadership on for-
eign assistance issues, and reduce the extent to which the United
States can achieve its broader foreign policy goals.

The administration requested $1.3 billion for the MCA for FYO4,
$400 million less than it originally implied it would seek. Moreover,
it indicated that it infended fo seek the same amounts for FYO5
and FYOO6, rather than ramping the program up to $5 billion as
initially indicated. Administration sources have indicated that the

ﬁgures for future years were errors; however to dafe an erratum
has not been issued. Perhaps more inferestingly, the Congressional
Budget Office has estimated MCA outlays of just $130 million in
FYO4, $652 million in FYO5, and $964 million in FYO6. These
figures suggest a slow start for the MCA and long delays in the
program fulfilling its promise.

The reality of tight budget constraints means that all new spending
proposals will face tough sledding. That was the prewar reality. Now
the rubber meets the road on demonsfrating a commitment fo match
hard military power with what could be fremendous soft power in the
quest for a safer, healthier, and more prosperous world. The MCA
provides an opportunity for the United States to reassert itself in a
global leadership role it has not filled in recent years, both because
of the program’s size and its (potentially) innovative delivery mecha-
nisms. If it is fully funded, implemented efficiently, responsive o needs
on the ground, and focused on realistic results, the MCA could dra-
matically improve foreign aid programs both in the United States and
in other donor countries. If the MCA is complemented with new strate-
gies for making existing U.S. foreign assistance programs more effec-
five, the combination could yield much stronger results in combating
poverty while furthering U.S. strategic interests around the world.
Foreign assistance policy in the United States stands at an imporfant
crossroads. It remains fo be seen whether the promise of an MCA
franslates into a priority or gets caught in the crossfire.
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