


The MCC and Aid 
Effectiveness

Using Economic Rates of Return 
to Guide Development Assistance



Outline of Comments

• Framework for Cost-Benefit Analysis

• MCC’s approach to Aid Effectiveness

• Demonstration of Analysis Now Posted Online



The MCC Model
• Established 4 years ago to deliver aid 

differently
• Fundamentals of aid effectiveness

– Good governance matters → 17 indicators
– Country Ownership matters → Partners develop 

proposal, aid is untied, country systems used
– Reducing poverty through economic growth
– Results matter 

• Focus today on one aspect of aid effectiveness: 
Results matter



The “Cold Chain” of 
MCC’s Results Focus

• Constraints Analysis – diagnosis of impediments to growth

• Cost-Benefit Analysis
– ERRs are pre-investment estimate of expected impact
– MCC’s ERRs look at increases in income or value added
– Monetary metric allows comparison across sectors

• Monitoring and Evaluation
– Baseline surveys
– Implementation performance against expectations

• Rigorous Impact Evaluations, as appropriate



MCC Program Portfolio
• Proposals developed through a broad-based 

consultative process in the partner country

• Proposals reviewed to ensure they adhere to MCC 
policies and guidelines on:
– Gender
– Environment
– Procurement

• Each project is analyzed to determine its impact on local 
incomes

• Projects with low ERRs that have other compelling 
rationale may be funded 



Role of ERRs in Aid Effectiveness
• Private sector looks at profitability

• Cost-benefit analysis helps guide public sector 
investment decisions – like those made by the MCC

• MCC’s focus on economic growth also a “bottom-line”
– ERR calculates the interest rate at which profitability = 0: 

decision rule is invest when ERR is above discount rate
– MCC uses a country-specific hurdle rate of 10 - 15%

• In analysis, economic growth is measured by gains in 
household incomes and value added by firms



Example of Summary Cost/Benefit Data

Year 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Costs 20 20 20 20 20 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Benefits 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5

Net 
Benefits

-15 -15 -15 -15 -15 5 5 5 5 5 5 5 5 5 5 5 5 5 5 5

Total Costs = 100

Total Benefits = 100

Net Benefit = 0 if Discount Rate = 0%; so

ERR = 0%



Schedule of Costs and Benefits:
This is what 0% looks like – equal area on top and bottom
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Costs
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Total Benefits for 10% = 190

Total Benefits for 20% = 340
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This is what 10% and 20% projects look like:
Many more benefits than costs



Link Between ERRs and Poverty
• Effect on poverty determined by

– Total benefits
– Distribution of benefits

• Higher ERRs = more total benefits to be shared by society

• ERRs silent on distribution, but:
– Countries target poverty in proposals, so distribution usually positive
– Due diligence avoids projects with little impact on poverty alleviation
– Currently investing effort in enhancing Beneficiary Analysis to 

document better
– ERRs neutral on sectors

• ERRs provide valuable snapshot of effectiveness



MCC’s Open Access ERRs
• Public dissemination reinforces good 

governance practices, including enhanced 
transparency in government decision-making.

• MCC is eager to encourage broader technical 
exchange on current practices.

• Posting ERR spreadsheets on MCC’s public 
website (or Google “MCC and ERRs”):

http://www.mcc.gov/programs/err/index.php

http://www.mcc.gov/programs/err/index.php








MCC’s Online ERRs
• Spreadsheets reflect the best information available to 

MCC at the time of the investment decision

• When significant changes occur, MCC may revise its 
models and post updated ERRs

• We intend to make our enhanced Beneficiary Analysis 
available in the future, as well



























What’s Up Now?
• 6 countries currently posted:

– Cape Verde
– El Salvador
– Georgia

• A variety of projects and sectors:
– Infrastructure (CV, ES, Ghana, Mongolia)

– Education (ES, Ghana, Mongolia) 

– Agriculture (ES, Geo., Ghana, Mad.)

– Others such as Land, Finance, and Water

– Ghana
– Madagascar
– Mongolia



Future ERR Postings
May 23May 23rdrd

–– ArmeniaArmenia
–– BeninBenin
–– HondurasHonduras

Late JuneLate June
–– TanzaniaTanzania
–– LesothoLesotho
–– NicaraguaNicaragua

AugustAugust
–– Mozambique Mozambique 
–– MaliMali
–– VanuatuVanuatu
–– MoroccoMorocco



Posting is just the Beginning
• We hope the site will be informative

– MCC business model
– MCC analytical frameworks
– Program Content

• We are serious about establishing a dialogue 
with interested parties
– What else is needed?
– What can be done better?
– What should be done differently?

• Visit us and let us hear from you …
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