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A New Corporation?

One of the most controversial issues in the debate about establishing the
MCA has been its home. The administration has proposed that the MCA
be housed in a new government corporation, the Millennium Challenge
Corporation (MCC), designed to reduce administrative costs and increase
effectiveness. Congress is currently considering this idea, and something
similar to it seems likely to be approved. In making this proposal the ad-
ministration pointedly rejected placing the MCA in USAID. This chapter
explores the options for administering the MCA and the strengths and
weaknesses of the proposed corporation.

The Current Landscape

A wide range of agencies administers different components of US foreign
assistance. Four agencies are dedicated to development. USAID is the
largest, with an annual direct budget of $3.6 billion, and up to $8.8 billion
including funds it manages in cooperation with other agencies. USAID
operates in 86 countries. Two very small agencies operate on a foundation
model with a regional focus: the African Development Foundation (an-
nual budget of $17 million) and the Inter-American Foundation ($13 mil-
lion). The Peace Corps ($280 million) is the other major development
agency, which operates on an entirely different model of providing vol-
unteers to work in low-income and transition countries.

In addition, several other departments and agencies are involved in de-
velopment policy and programs. The State Department oversees the Eco-
nomic Support Fund (ESF), which provides financial support for political
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and diplomatic initiatives. The largest recipients of ESF funds, which to-
taled $3.3 billion in fiscal 2002, were Israel ($720 million), Egypt ($655 mil-
lion), Pakistan ($625 million), Jordan ($250 million), Turkey ($200 million),
and Afghanistan ($105 million).! USAID implements many ESF programs
for the State Department, which, besides having other effects, puts politi-
cal pressures on some of the agency’s operations. The State Department
also runs democracy-building, humanitarian assistance, transnational,
and several other programs and is responsible for the United States’ role
in the United Nations and its development activities.

The Treasury Department represents the United States at the interna-
tional financial institutions, including the International Monetary Fund,
the World Bank, and the African, Asian, and Inter-American Development
Banks, among others. The Treasury also runs a small technical assistance
program in low-income and transition countries. The Treasury and State
Departments together manage US debt policy and debt relief programs.
The Department of Health and Human Services has significantly ex-
panded the size of its international health programs in recent years, some
of which are administered through the National Institutes of Health and
the Centers for Disease Control and Prevention. The Departments of Agri-
culture (through food aid) and Defense (through humanitarian assistance)
also play important roles. Other agencies play smaller roles, including the
Departments of Commerce and Energy, along with the Environmental
Protection Agency (EPA) and the Office of the US Trade Representative.
Several quasi-independent agencies also are active in developing coun-
tries, including the Trade and Development Agency, the Overseas Private
Investment Corporation (OPIC), and the US Export-Import (Ex-Im) Bank.

The Millennium Challenge Corporation

To this mix the administration proposes adding the MCC. The basic orga-
nization is straightforward: the administration has proposed that the MCC
be an independent corporation overseen by a small board of directors
chaired by the secretary of state, with the secretary of the treasury and the
director of the White House Office of Management and Budget (OMB) as
members. The chief executive officer of the new corporation would be
nominated by the president and approved by the Senate. The administra-
tion envisions the new corporation as lean and mean, with a staff of ap-
proximately 100 to administer $5 billion per year, drawn from various
government agencies on a limited-term basis. The MCC would outsource
a significant amount of services to both existing government agencies
(particularly USAID) and private contractors. The biggest advantage of es-

1. See the State Department’s fiscal 2004 budget request at www.state.gov/documents/
organization/17230.pdf.
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tablishing an organization is that it could avoid the political pressures, bu-
reaucratic procedures, and multiple congressional mandates that weaken
current aid programs. The MCC could provide a fresh start with new rules
and regulations, which could be easier than fixing the existing ones. Its
status as an independent body could make it more flexible and responsive
and allow it to attract some top-notch talent. A case can be made that its
mission differs from that of USAID, since it will operate in fewer countries
with a different delivery mechanism (although it is hard to push that
argument too far, since its objectives of supporting economic growth and
poverty reduction overlap considerably with those of USAID). Carol Lan-
caster (2002) argues that the case for housing the MCA in a new organiza-
tion hinges on the extent to which its mission, operational procedures, and
authorities and directives from Congress differ from existing aid organi-
zations. Since the MCA is supposed to do business differently than other
aid programs, with a narrower focus, higher standards, more recipient
input into program design, and more flexibility, it follows that there is a
strong case for situating it in a new institution.

However, establishing a corporation risks further fragmenting foreign
assistance programs across the executive branch. Adding yet another
agency to those listed above could impede coordination and increase re-
dundancy. The MCA'’s very success could weaken USAID by drawing at-
tention and top talent and making it more vulnerable to budget cuts. If the
MCA relies on USAID to carry out some of its operations, it could engen-
der resentment and further weaken morale at the agency.

The administration’s strategy to date, however, reveals a contradiction.
On the one hand, if the administration believes that USAID is compe-
tently administering development programs, then there is a good case for
it to administer the MCA. If, however, the administration does not have
confidence in USAID, the MCA should be located elsewhere, but steps
should be taken to either strengthen USAID or eventually close it down.
By proposing to house the MCA in a new corporation but not laying out
a strategy for USAID, the administration risks significantly weakening
the agency and starting a process of slow, painful withering. This can be
avoided if the administration and Congress create a new vision for
USAID, a subject discussed in chapter 9.

It is worth recalling that President Kennedy used some of the same ra-
tionales now being used to support his call for a new corporation to re-
vamp foreign assistance in 1961. In his Special Message to Congress on
Foreign Aid on March 22, 1961, he said:

To achieve this new goal [of a united free world effort to assist the economic and
social development of the less-developed areas of the world] we will need to
renew the spirit of common effort which lay behind our past efforts—we must
also revise our foreign aid organization, and our basic concepts of operation to
meet the new problems which now confront us.

For no objective supporter of foreign aid can be satisfied with the existing pro-
gram—actually a multiplicity of programs. Bureaucratically fragmented, awk-
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ward and slow, its administration is diffused over a haphazard and irrational
structure covering at least four departments and several other agencies. The pro-
gram is based on a series of legislative measures and administrative procedures
conceived at different times and for different purposes, many of them now obso-
lete, inconsistent and unduly rigid and thus unsuited for our present needs and
purposes. Its weaknesses have begun to undermine confidence in our effort both
here and abroad.

The program requires a highly professional skilled service, attracting substan-
tial numbers of high caliber men and women capable of sensitive dealing with
other governments, and with a deep understanding of the process of economic de-
velopment. However, uncertainty and declining public prestige have all con-
tributed to a fall in the morale and efficiency of those employees in the field who
are repeatedly frustrated by the delays and confusions caused by overlapping
agency jurisdictions and unclear objectives. Only the persistent efforts of those
dedicated and hard-working public servants who have kept the program going,
managed to bring some success to our efforts overseas.

President Kennedy’s remarks led to the passage of the Foreign Assis-
tance Act in 1961 and the establishment of USAID. While the MCA is sim-
ilar to USAID in some ways, there are some marked differences. President
Kennedy hoped to establish a separate agency that would bring all US aid
programs under one roof. In the event, some but not all US aid programs
were moved to USAID, whereas the MCA is a separate program with a
narrower focus. Moreover, his vision was to work with many countries
through a broad foreign assistance program, but the MCA is aimed at a
small set of countries that must first qualify, complemented by other pro-
grams in nonqualifying countries.

Nevertheless, it is striking that the US foreign assistance program still
suffers from some of the same maladies identified by President Kennedy
four decades ago. Over time, USAID fell prey to the political influences
and bureaucratic burdens that had weakened the US programs in the
1950s. For the MCC to operate more effectively, it will have to be estab-
lished the right way. Key to that process will be oversight of the corpora-
tion by the US government, appropriate staffing, strong coordination with
other aid programs, and more flexible mandates from Congress.

The Board of Directors

The administration has proposed naming the secretary of state as chair-
person of the board. This choice seems appropriate. The strongest argu-
ment for it is that the MCA, after all, is a foreign policy tool of the US gov-
ernment, and as chair, the secretary of state would place MCA policy into
the broader foreign policy context. Moreover, the department has an es-
tablished presence on the ground through embassies in each country. The
secretary of state has several related responsibilities, including broad
oversight of USAID, control of the ESE, the largest assistance fund outside
USAID, and several other programs.
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However, the State Department has limited direct expertise in economic
development issues. Moreover, there is a risk that its chairmanship could
influence allocation decisions in favor of US strategic and political allies
rather than those with a stronger record of promoting development,
which could weaken the MCA’s effectiveness. As discussed previously,
such influence could be exerted during country selection, allocation of
funds to eligible countries, or decisions to reduce assistance to countries
that are not meeting specified benchmarks. These pressures cannot be
eliminated but will be reduced by the presence of other members on the
board (especially if it is enlarged as suggested below) and by the public
and transparent structure of the country selection process. There will be
less political pressure on an MCA housed in an independent corporation
than if it were placed directly in the State Department or administered
through USAID, both of which fall under the responsibility of the secre-
tary of state.

The secretary of the treasury will help coordinate the MCA through
US positions in the multilateral development banks, debt policy, and
the Treasury’s technical assistance program. Moreover, the department
can bring strong economic, financial, and analytical skills to the cor-
poration. However, the inclusion of the director of the OMB on the
MCC board makes less sense. The office has no development expertise or
direct connection to foreign policy, and it can carry out its financial over-
sight responsibilities without being represented on the board. Indeed,
its membership on the board could conflict with its financial oversight
responsibilities.

Strikingly, none of the three proposed board members is primarily con-
cerned with development issues. To rectify this, the administrator of
USAID should be added to the board. This amendment would bring to
the board the agency with the strongest development expertise in the US
government. USAID’s experience—both good and bad—and institutional
knowledge would provide the MCA with important insights on strategic
decisions. It would also ensure strong coordination between USAID and
the MCA. Technically, the secretary of state represents USAID on the
board, but direct representation of USAID would be better. Some may
worry that since the administrator reports to the secretary of state, he/she
would never vote against the secretary on a board decision. The issue,
however, is not voting per se, as administration officials would rarely be
split, but enhancing communication between the agencies and bringing
on-the-ground experience directly to the board’s deliberations.

Adding private-sector representatives would further strengthen the
board. Possibilities include:

B representatives of private firms that operate in developing countries,
including firms implementing development-related projects and tra-

ditional for-profit businesses;
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B representatives of US-based NGOs focusing on development;

B US academics with expertise in aid effectiveness and development
issues; and

B former government officials (e.g., George Shultz, Robert Rubin, James
Baker, or Lawrence Summers).

Members with such backgrounds would bring both substantive expertise
and on-the-ground experience. Since the primary objective of the MCA is
to make US foreign assistance more effective in supporting economic
growth and fighting poverty, it would be tremendously beneficial to have
on the board members with specific knowledge and expertise in these is-
sues. Outside members will bring innovative ideas and voice indepen-
dent opinions on critical issues, not just take the administration’s line.

As an alternative to having private representatives on the board, Con-
gress and the administration could create a senior advisory committee to
support the board, comprising individuals with strong international and
development backgrounds. However, it would be preferable that this ex-
pertise be directly represented on the board. To ensure stronger public
participation and transparency, the board should hold at least one public
hearing a year to afford an opportunity for people to present views on
how the MCC is fulfilling its mission.

In considering the composition of the board, the Ex-Im Bank and OPIC
are relevant examples. The Ex-Im Bank Board consists of five individuals
(chair, vice chair, and three members). Each board member is from the pri-
vate sector, and none represents other government agencies. Board mem-
bers are nominated by the president and confirmed by the Senate with
staggered terms that overlap administrations. Board membership is a full-
time position.

The OPIC Board follows a different model. It has 15 members, seven of
whom are drawn from the federal government and eight from the private
sector. The seven government representatives include the administrator of
USAID, the US trade representative or his/her deputy (currently filled by
the deputy), the CEO of OPIC, and four others, one of whom must be from
the Department of Labor. Currently the other four positions are held by
the deputy secretary of labor; the undersecretary of state for economic,
business, and agricultural affairs; the undersecretary of commerce for in-
ternational trade; and the undersecretary of treasury for international af-
fairs. All 15 members must be nominated by the president and confirmed
by the Senate. Until mid-2001, the administrator of USAID chaired the
board (reflecting the historical ties between USAID and OPIC) and the US
trade representative (or his/her deputy) was vice chair. However, the
president now may nominate any of the seven government representa-
tives for the two positions, subject to Senate confirmation. President Bush
has not yet nominated anyone for these two positions. This model is per-
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haps more relevant for the MCA, both because of the government/private-
sector mix and because OPIC was originally an outgrowth of USAID.

This discussion suggests either a five- or seven-person board. The five-
person version would comprise:

B The secretary of state as chair;
B The secretary of the treasury;
B  The administrator of USAID;

B Two nongovernmental members representing private-sector firms or
NGO s, or former government officials, one nominated by each major

party.

The seven-member version would retain the director of the OMB and add
a third nongovernmental member.

Staffing

The administration has proposed that MCC staff be drawn for a limited
term from a variety of government agencies, similar to the recommenda-
tions made in Radelet (2002b). Many staff would be detailed from other
agencies, including the Departments of State, Treasury, Health and
Human Services, and Agriculture, as well as USAID. Other possibilities
include the Departments of Education, Energy, and Commerce, the EPA,
and the National Institutes of Health or the Centers for Disease Control.
New staff would be drawn from outside the government, including from
private businesses, NGOs, private voluntary organizations, academic in-
stitutions, and others with experience and expertise in development. Staff
detailed from government agencies would serve on a limited-term, rotat-
ing basis (e.g., for two years) and then return to their home agency. This
procedure would be similar to Treasury Department employees who
work for limited terms in the US executive director’s offices at the IMF,
World Bank, and other financial institutions. This arrangement would en-
sure the strong input of several agencies in key MCC decisions, proposal
review, and monitoring and evaluation. Even though employees would
work there for a limited period, extensive institutional and historical
knowledge would develop over time in the MCC and be available even
after they return to their home agencies. While bringing to bear these
multiagency views, rotating the staff will bring in a steady stream of new
ideas and avoid creating a static bureaucracy. The MCC should bear the
full cost of these staff rather than the home agency.

Staff on detail from other agencies should complement a permanent
core staff of MCC employees. The entire staff cannot be made up of peo-
ple on assignment from other departments. A core staff with development
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Table 6.1 Funds disbursed and staff size of selected foundations,
private corporations, and bilateral and multilateral donor

agencies
Funds Funds
disbursed/ per staff  Staff for
budget (millions (millions of 5 billion
Organization Total staff of dollars) dollars) dollars
Asian Development Bank 2,163 5,300 2.45 2,041
Bank of America 133,944 365,447 2.73 1,833
Bill and Melinda Gates
Foundation 238 1,012 4.25 1,176
Citigroup 250,000 436,304 1.75 2,865
David and Lucile Packard
Foundation 160 230 1.44 3,478
UK Department for International
Development 2,257 3,310 1.47 3,410
US Export-lmport Bank 400 10,100 25.25 198
Ford Foundation 600 931 1.55 3,222
International Fund for Agricultural
Development 315 450 1.43 3,500
Inter-American Development
Bank 1,770 7,900 4.46 1,120
International Finance
Corporation 2,000 3,100 1.55 3,226
International Monetary Fund 2,650 23,6132 8.91 561
Kellogg Foundation 205 223 1.09 4,596
MacArthur Foundation 192 180 0.94 5,333
National Science Foundation 1,300 4,500 3.46 1,444
Pew Charitable Trusts 140 230 1.64 3,043
Turner Foundation 16 70 4.38 1,143
US Trade and Development
Agency 75 52 0.69 7,245
USAID 6,910 8,800 1.27 3,926
World Bank 10,000 19,500 1.95 2,564

a. Total disbursements, average 1998-2002, from IMF (2002).

Sources: Organization Web sites, annual reports, and personal communication with the
institutions.

expertise should remain at the MCC for longer periods. The administra-
tion has proposed that employment at the MCC be limited to five years,
following the example of the Peace Corps, but this is too restrictive. Hav-
ing some staff with more experience and institutional knowledge would
strengthen the corporation.

One of the biggest concerns about MCC staffing is its size. The adminis-
tration has proposed a staff of approximately 100 people, with heavy re-
liance on outsourcing services to other agencies and private contractors.
Two ways to think about the appropriate size of the MCC staff are to (1)
compare it to similar organizations and (2) carefully consider its functions.

On the first point, table 6.1 shows the staff size and total disbursements
for several relevant organizations, including donor organizations, foun-
dations, independent government agencies, and two private banks. The
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fourth column shows the amount of disbursement per staff member, and
the fifth shows the equivalent number of staff for annual disbursements
of $5 billion, the proposed budget of the MCA. Of all these agencies, the
smallest staff size equivalent for an annual $5 billion budget is the Ex-Im
Bank with 198. However, this figure is misleading, since a large volume of
its business is through loan guarantees rather than actual disbursements,
which is less personnel-intensive. The IMF, with a staff size equivalent
of 561, has more in common with the MCA, since it maintains eligibility
requirements, insists that recipients meet performance benchmarks, and
funds broad programs.? The next staff size equivalent for $5 billion is
around 1,100 (the Bill and Melinda Gates Foundation, the Turner Foun-
dation, and the Inter-American Development Bank). Of course, none of
these agencies is exactly like the MCC, so the comparisons should be used
with caution. There are significant differences in the size of projects and
programs, the extent of technical support and research capacity, and the
types of financial instruments that are used. Some of these agencies might
be overstaffed, with more employees than they need to perform essential
services. Nevertheless, there is a vast difference between the 100-person
staff proposed for the MCC and the experience of other organizations.

On the second point, consider the range of functions that MCC staff (or
its subcontractors) will carry out:

B vetting of new proposals, both in the recipient country and in Wash-
ington;

B monitoring of ongoing projects and programs (which in many recipi-
ent countries will be the equivalent of several percentage points of
GDP);

B evaluation of programs and projects, including incorporating results
and lessons learned into new programs;

B financial management, especially on disbursement, procurement, and
contracting;

B coordination with major aid programs in recipient countries;

B coordination with other US government agencies, especially USAID,
and also the Department of Health and Human Services, the Treasury,
and others;

B continuous updating and strengthening of the eligibility criteria;
B legal counsel;

B public affairs, legislative affairs, and public outreach; and

2. I am grateful to Dan Zelikow for making this point.
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B support for all the above (e.g., secretaries, personnel, computer net-
works, etc.).

It is difficult to imagine a staff of only 100 people carrying out these func-
tions in approximately 20 countries. For example, to be effective, a mini-
mum of two to three MCC staff members should reside in each of the re-
cipient countries to monitor programs, communicate with government
officials, work with organizations to prepare new proposals, and be the
“eyes and ears” on the ground. These functions alone will require 40-60
people, plus a few local hires.

To keep the core staff small, the administration plans for the MCC to
rely on other agencies, both in the field and in Washington, and to con-
tract out services to private organizations. For example, the MCC could
use an interagency process to assist in vetting proposals. It could be rep-
resented in recipient countries by embassy or USAID staff (although these
kinds of interagency processes rarely work well for long periods of time).
But the amount of work required will be significant, considering that the
average MCA country will receive something on the order of $250 million
per year—a very large aid program in most countries. Staff on the ground
will be responsible for evaluating the credibility of nongovernment pro-
posal writers, providing some assistance to potential grantees in drafting
proposals, assisting in vetting proposals, monitoring ongoing programs,
communicating with host-country officials, and other tasks. Staff mem-
bers from other agencies obviously will not be able to add these responsi-
bilities to their current tasks. These agencies would have to hire additional
staff to carry out the MCC'’s responsibilities. These costs should be fully
reimbursable, or the MCC will create resentment in the other agencies,
and the quality of the work will suffer. This might be especially true for
USAID staff, who—when asked to do the detail work for the better-
funded, higher-profile MCC—could be unhappy if MCC staff were better
paid than them. It is hard to imagine a successful MCC in the long run
without a strong MCC staff presence in the recipient countries.

The other option for the MCC is to contract out specific services. There
is clearly some scope for outsourcing certain services such as monitoring
and evaluation, assistance in vetting proposals, and some other activities.
Contracting out services can bring in top-level expertise, innovative ideas,
and specialization.

However, there is a limit to how much the MCC can rely on other agen-
cies or contract out its work while maintaining its proficiency. Many core
functions cannot and should not be contracted out. In addition, these op-
tions can be expensive, both in terms of financial costs and administrative
burdens. They require coordination and contracting, and communication
is rarely as efficient as with services directly carried out by an organiza-
tion. In many circumstances, these strategies could be more expensive
than having the MCC carry out the functions itself. In effect, because it
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will rely on hundreds of people outside the corporation to carry out its
functions, the small size of the MCC largely will be an illusion.

Ultimately, it will be very difficult to effectively operate the MCC with
100 people. There is a real danger that such a small staff will be heavily
overburdened, working long hours, and unable to pay sufficient attention
to many details needed to operate the MCC effectively. If this is the case,
the quality of MCC programs will suffer. In effect, the MCC could be
starved to death by the desire to make it as lean as possible. Considering
the staffing patterns for the organizations in table 6.1 and the functions re-
quired of the MCC listed above, a minimum of 250 to 300 staff will be re-
quired, including around 60 resident staff in qualifying countries. This
level of staffing will not be required immediately, as both funding levels
for the program and the number of qualifying countries will ramp up
over three years. But staffing of this size will be needed by fiscal 2006 to
effectively manage the program.

Congressional Directives

Congress will play an important role in shaping the MCA and helping
pave the way for the program to be both more responsive to needs in the
recipient countries and more cost-effective in achieving results.?> The
promise of the MCA to be different—to make a measurable difference in
the lives of the poor—requires that both the administration and Congress
act differently than they have in the past.

There are four areas in which legislation for the MCA operations should
differ from USAID. First, as discussed in chapter 5, there should be no ear-
marking of funds in the MCA. Second, the MCA should be able to procure
goods and services globally, meaning that aid should not be “tied” to US
firms, also discussed in chapter 5. Third, MCA funds should be available
to the corporation until expended (so-called no-year funds). Providing
funds on a no-year basis will reduce staff incentives to spend funds
quickly out of fear of “use it or lose it.” This fear is a pervasive problem
in aid programs, which significantly undermines effectiveness. Toward
the end of the year, staff rush to get programs out in order to keep control
over appropriated funds. Since the staff size in an office is determined
partially by the size of its budget, a decision to not spend appropriated
dollars can lead to a loss of staff and a smaller office. These perverse in-
centives can lead to a compromise on quality, both because programs are
designed too quickly and because recipient-country conditions may not
have been fully met. Fourth, the corporation should be given “notwith-
standing” authority, allowing it to provide funds notwithstanding any
other provision of law (except laws prohibiting certain countries from re-

3. For more discussion of the role of Congress in the MCA, see Brainard et al. (2003).
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ceiving US assistance). This will allow the MCC to bypass time-consuming
contracting and procurement procedures, thus reducing the bureaucratic
costs of aid delivery and improving efficiency.

Congress can ensure strong oversight by establishing an independent
committee to advise on the selection process, as discussed in chapter 3. It
should insist on annual reports from the MCC on changes in qualifying
countries. The MCC itself should be subject to periodic, thorough review
by an independent panel to ensure it is achieving strong results. Congress
should also name the nongovernment members of the board.

Other Organizational Options

Establishing a government corporation is only one of several options for
administering the MCA. Two other options are worth serious considera-
tion: the State Department and USAID. A third option, creating a govern-
ment department to house all foreign assistance programs (similar to Pres-
ident Kennedy’s original plan), is also a possibility but seems remote.*

The strongest argument for placing the MCA under the jurisdiction of
the State Department is to coordinate it more closely with other foreign
policy tools. The State Department could ensure that the MCA is used to
support the entire range of US foreign policy objectives in qualifying
countries. The department would have the flexibility to combine the MCA
with other programs to achieve US goals.

However, this rationale is also the strongest argument against putting
the program in the State Department. One of MCA's strengths is that it is
focused on supporting economic growth and poverty reduction in devel-
oping countries. This focus helps define eligibility criteria, the scope of ac-
tivities funded under the program, and (most importantly) criteria for
monitoring and evaluating results. The main mission of the State Depart-
ment, by contrast, is fostering diplomatic relationships with other coun-
tries and implementing broader US foreign policies, and it focuses much
of its attention on solving immediate crises. Placing the MCA in the State
Department inevitably would create pressures to use it to meet political
and strategic objectives. These pressures could seriously erode the effec-
tiveness of the MCA over time, just as they have with other foreign aid
programs in the past.

As argued in chapter 1, there are four critical junctures where pressure
to use the MCA to meet diplomatic ends could weaken its effectiveness.
First, it could influence eligibility decisions for countries that are on the
margins of MCA qualification, with current diplomatic partners moving

4. For earlier discussions of similar options, see Radelet (2002b) and Lancaster (2002). Also
see Brainard et al. (2003).
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up the list and others moving down. Second, it could influence funding
allocation decisions among the countries that qualify, with strategically
important countries getting favorable reviews on their proposals and a
bigger slice of the MCA financial pie. Third, it could influence decisions
about reducing or eliminating funds to countries that do not meet perfor-
mance benchmarks in their programs. The State Department would be
much less willing to be tough on strategic allies who miss benchmarks if
the US government were trying to gain their cooperation on other issues.
Fourth, strategic considerations could affect the total amount of funding
allocated to the MCA relative to other assistance programs. In each of
these four areas, housing the MCA in the State Department would in-
crease the likelihood that the MCA would be used for political purposes,
undermining its overall effectiveness.

A second organizational option would be to house the MCA in USAID.
Putting the MCA squarely within USAID’s current operational structure,
however, would be a poor idea, since the MCA is supposed to operate dif-
ferently from USAID in program design and implementation. Rather, the
MCA could be established as a separate office and operated indepen-
dently from the rest of USAID but still report directly to the administra-
tor. It could be staffed with a combination of experienced USAID staff,
new hires from outside the government (including a few from private
business), and staff on detail from other US government agencies, as has
been proposed for the MCC. However, the MCA would need separate au-
thorizing legislation and be free of the legislative burdens that affect
USAID on earmarking, procurement, and other issues. In essence, the
MCA would be under the supervision of the same person who is respon-
sible for USAID but administratively separate from USAID.

This structure would allow the MCA office to take advantage of existing
expertise from around the government while avoiding capture by the ex-
isting aid bureaucracy. This structure would eliminate the need to estab-
lish another government agency, both in Washington and in recipient
countries. Most importantly, it would ensure better coordination of foreign
assistance policy by making one presidential appointee clearly responsible
for managing the major US development assistance programs.

A third, more radical option would be to use this opportunity to un-
dertake a comprehensive restructuring of US foreign assistance programs,
as President Kennedy attempted in 1961. As mentioned previously, a
plethora of foreign assistance programs are now scattered across many
departments, often operating with little coordination with or even knowl-
edge of related programs. Adding the MCA to this mix could lead to
greater confusion. One way to make these programs coherent would be to
create a department of international development, bringing together pro-
grams now run by USAID, the State Department, Treasury, the Depart-
ment of Health and Human Services, and other departments, along with
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the smaller African Development Foundation and Inter-American Foun-
dation.> (One could consider adding the Peace Corps to the new depart-
ment, although the program is sufficiently different that it should be kept
separate.) The British government now runs almost all its assistance pro-
grams through one agency, the Department for International Develop-
ment (DFID), which is one of the more respected bilateral aid agencies. As
with the new Homeland Security Department, there would be two basic
purposes for this reorganization. First, it would reduce administrative
costs and improve communication among disparate US agencies that are
trying to achieve interrelated goals. Second, it would raise the political
profile and influence of US development policies both domestically and
internationally by increasing representation to the cabinet level.

However, the chances of this change taking place are remote. The US
government rarely creates new departments, and it is highly unlikely that
the current administration would consider launching its second depart-
ment. Moreover, current agencies would fight hard to keep their current
programs, both because of the direct influence of these programs and be-
cause they indirectly provide these agencies with a seat at the broader for-
eign policy decision-making table.

A more realistic option is to launch the MCA through the new corpora-
tion while at the same time restructuring USAID so that it becomes a more
effective institution in countries that do not qualify for the MCA. Chapter
9 discusses specific steps toward that end. This would leave the US gov-
ernment with two large aid organizations (and several smaller ones).
Over time, there may be pressures for the agencies to merge, so long as
USAID continues to operate and improves its effectiveness (Lancaster
2002), perhaps bringing a greater rationalization to US foreign assistance
programs in the future.

Time Frame to Launch the MCA

The administration would like to launch the MCA in fiscal 2004 and begin
disbursing some of the proposed $1.3 billion budget early in the fiscal
year. But starting an organization takes time. How long is it likely to take
to get the MCA started?

In answering this question, it is instructive to examine the experience of
the recently inaugurated Global Fund to Fight AIDS, Tuberculosis, and
Malaria (GFATM).® The idea of establishing a financing instrument for
health issues was first discussed by the G-8 in July 2000. In April 2001 the
Secretary General of the United Nations, Kofi Annan, called for the cre-

5. David Beckmann of Bread for the World has long advocated for such a reorganization.
Also see Lancaster (2002) for a brief discussion.

6. For more information on the GFATM, see www.globalfundatm.org.
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ation of the GFATM. Initial donor commitments came during the UN Gen-
eral Assembly Special Session on HIV/AIDS in June 2001 and the G-8
summit in July 2001. At the same time, a Transitional Working Group for
the GFATM was established, consisting of nearly 40 representatives from
developing countries, donor countries, NGOs, the private sector, and the
UN system. The GFATM was officially established with the first meeting
of the board of directors in late January 2002, just over nine months after
the secretary general proposed the idea. The board approved its first round
of grants in April 2002, and after establishing appropriate financial sys-
tems in recipient countries, made its first disbursements in January 2003.

So far, the MCA is off to a slower start, and it may be well into fiscal 2004
before it disburses its first grants. Eleven months went by between the
president’s speech proposing the MCA and the administration sending its
short draft legislation to Congress (this contrasts with the six months be-
tween President Kennedy’s message to Congress on foreign aid in March
1961 and the establishment of USAID). Up to that point, the administra-
tion had not engaged Congress in serious discussion on the issue and had
dragged its feet on making key decisions. The administration decided
against the idea of jump-starting the program in 2003 with some small
pilot projects, although it may go that route in early fiscal 2004. At the time
of this writing it appears that if the administration’s proposals are ac-
cepted, it could begin organizing the corporation in May or June, nomi-
nating a CEO, detailing staff to the new organization, naming the coun-
tries qualifying in the first year, and drafting guidelines for proposals.
These guidelines might be ready for qualifying countries by midsummer
at the earliest, when they could begin drafting proposals for funding. The
MCC would officially initiate operations in October, and, optimistically,
could receive its first proposals shortly thereafter. The vetting process is
likely to take a minimum of two or three months, since weaker proposals
will be sent back for revision, and the capacity to implement proposals on
the ground will have to be assessed. Thus, the first proposals might be ap-
proved in December 2003 at the earliest. Meanwhile, the MCC will have
to establish its financial, procurement, contracting, and monitoring and
evaluation procedures before any funds are actually delivered. Thus, op-
timistically, the first grants could be disbursed around March 2004 at the
very earliest, halfway through the fiscal year and two years after the pres-
ident proposed the program. A later date is certainly possible.

This process could be accelerated if the administration moves more
quickly. Once it commences discussions with Congress, the administra-
tion should quickly name the person it intends to nominate as CEO and
bring that person on (or someone else on an interim basis) as a consultant
to take charge. It could also assign a staff of about 25 from various de-
partments (who would eventually be officially detailed to the MCC) to
move to a central location and begin working full-time on the MCA.
These staff could finalize country selection, work on proposal guidelines,
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and initiate contact with qualifying countries. Rapid movement in early
2003 could jump-start the process and ensure rapid disbursements for
sound proposals earlier in fiscal 2004. So far, however, the administration
has moved slowly and has shown little sign of making the MCA as high
a priority as the president implied it would be. This slow pace has sig-
naled to Congress that funding levels for fiscal 2004 can be reduced from
the president’s request.

One reason for the relatively slow start was the decision to create the
MCC as a new corporation separate from any existing agency, a decision
that, in and of itself, took several months to reach in late 2002. As a result,
none of the existing departments has taken ownership and responsibility
for the new entity, instead waiting for direction on key decisions from
the White House. No single department has the incentive to dedicate the
staff time necessary to get the new organization rolling. To accelerate the
process, the administration should name at least a skeleton staff to work
on these issues full-time, rather than working primarily through an inter-
agency process in which most individuals devote only part of their time
to the MCA.

Summary: Making the Corporation Work

The administration’s proposal to establish a corporation is a potentially
innovative way to implement the MCA. Since the MCA will have a fo-
cused mandate and different operating procedures from USAID, there is
a sensible case for a new entity. Placing the MCA in a new corporation
could diminish political pressures on funding decisions, reduce bureau-
cratic costs, eliminate many congressional mandates that weaken USAID,
and allow the MCA to operate much more flexibly and responsively than
current programs. However, establishing a corporation creates significant
risks, including the possibility of weakening existing aid organizations
and further fragmenting US assistance policy. If the plan to establish the
corporation goes forward, several steps should be taken to minimize these
risks and ensure it works as effectively as possible.

First, the board should include the administrator of USAID. In addition,
it should include a small number of outside experts representing private
business, NGOs, or others with development expertise. Alternatively, an
outside advisory panel could support the board’s operations.

Second, staffing must be adequate for the task, especially on the ground.
The administration hopes to keep the corporation small, but its projected
staffing of 100 people is insufficient for a program with an annual budget
of $5 billion, and could result in poor evaluation, oversight, and coordina-
tion. To be successful, the MCC will require strong staffing on the ground
in the qualifying countries.
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Third, stronger coordination mechanisms will be necessary with both
US government agencies and multinational organizations. One of the
biggest concerns is the impact of the new corporation on USAID and the
relationship between the two organizations. The corporation is likely to
draw staff and resources from USAID, which could further impair the
agency, possibly engender some resentment, and make cooperation diffi-
cult. Having both agencies operate simultaneously in recipient countries
could be very confusing for recipient countries, create coordination prob-
lems, and unnecessarily duplicate services.

Fourth, the new corporation will need flexible authorities to operate
more effectively than other aid agencies. Congress should minimize ear-
marking and tied aid, provide funds for the MCA on a no-year basis, and
ease contracting and procurement rules. Without these basic steps, the
new corporation could face some of the same difficulties that currently
burden USAID, which ultimately would undermine the originality and
effectiveness of the MCA. At the same time, Congress should secure an
appropriate oversight role by establishing an expert panel to review the
country selection process, naming nongovernment board members to the
MCC, and instituting a periodic independent review process for the MCC.
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