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ADVISORY COMMITTEE ON VOLUNTARY FOREIGN AID

PuBLIC MEETING
MAay 22, 2002

“The New Compact for Development:
Designing a Blueprint for Change”

WELCOME AND INTRODUCTION: WILLIAM S. REESE, ACVFA CHAIR

Agency for International Development (USAID) staff, and meeting participants.

For sixty years, the ACVFA has worked to promote a strong partnership
between the U.S. government foreign assistance program, the business sector and the
non-profit sector as a full expression of U.S. concern and commitment for development
around the world. With the new administration the ACVFA has refocused its work
around the four pillars identified by USAID Administrator Andrew S. Natsios.

William S. Reese, ACVFA Chair, welcomed the ACVFA members, the U.S.

Mr. Reese noted that this was ACVFA's first public meeting since the International
Conference on Financing for Development in Monterrey, Mexico in March 2002. That
conference looked not only at Official Development Assistance, but also at the other
larger vehicles, including foreign direct investment, trade, host country domestic
resources, and multilateral assistance. The announcement by President Bush in March
2002 represents the largest infusion of U.S. public money for development in our
working lifetimes -- $5 billion per year by 2006. Today's public meeting focuses on the
new Millennium Challenge Account (MCA). The afternoon breakout sessions provide an
opportunity for public input on the criteria, selection issues, and indicators associated
with the MCA. The meeting agenda is contained in Appendix 1.

FREDERICK SCHIECK, DEPUTY ADMINISTRATOR, USAID

Mr. Schieck welcomed the meeting participants on behaf of USAID and remarked on the
importance of the ACVFA public meetings as a forum for discussion of foreign policy
and international development issues. He noted that ACVFA's working subcommittees
have advised USAID in severa key areas over the past several years, including
procurement reform, improving the Agency Strategic Plan, and most recently, thinking
through strategies for the Global Development Alliance.

Following up on the topic of ACVFA's February 2002 public meeting on Afghanistan,
Mr. Schieck presented an update on USAID’s work there. A key focus of the USAID
program is education. USAID assisted the Afghan government in preparing for the
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opening of schools on March 23 by printing and distributing over five million primary
school textbooks and four thousand teacher training kits. USAID aso printed five
million secondary school textbooks, which are currently being distributed. USAID is
now providing food supplements to augment the salaries of 30,000 teachers, many of
whom are women. Afghan girls have been enrolled in public school for the first time in
many years.

In agriculture, USAID supported the spring planting by purchasing and distributing 7,000
tons of seeds and 15,000 metric tons of fertilizer. These commodities reached
approximately 140,000 farmers. The persistent drought in Afghanistan is of great
concern.  USAID is working with UNICEF and local nortgovernmental organizations
(NGOs) to address this critical problem. USAID is creating income alternatives,
primarily infrastructure rebuilding projects such as irrigation system repairs, which are
benefiting approximately 45,000 rural people in five provinces. USAID is aso assisting
6,000 farmers to switch to cash cropsin lieu of poppy.

USAID is providing food supplements to 210,000 civil servants. This is viewed as an
income supplement and is designed to help the government retain qualified workers.
USAID is committed to working on a broad scale for reconstruction and recovery in
Afghanistan. USAID is anticipating that the multilateral banks will take the lead on the
much needed infrastructure development. The main focus of USAID programs will be
community-based actions to improve livelihoods and restore economic opportunities
throughout the country.

Mr. Schieck stated that Secretary Powell and Administrator Natsios are determined to
build on the progress made over the last six months. Afghans are returning to their
homes and rebuilding their lives, and the United States is committed to assisting them.
The USAID mission in Kabul is now open for business.

A major event since the last ACVFA public meeting was President Bush’s announcement
of the New Compact for Development and the Millennium Challenge Account. This
initiative, announced in March 2002, will increase U.S. foreign assistance levels by $5
billion a year by 2006. This increase will be reached in steps beginning in 2004. Mr.
Schieck remarked that this is a tremendous increase in economic aid and is of great
significance to the development community. The President made it clear that this
initiative is linked to effective and successful development. The MCA is designed o
build on success and demonstrated political will on the part of governments.

Mr. Schieck introduced the first speasker, USAID Administrator Andrew Natsios, who
taped a message before leaving for atrip to Africa. Mr. Natsios was with President Bush
when he announced the Compact and was part of the U.S. delegation at the Monterrey
Conference. He is involved in planning the MCA as USAID's representative on the
Compact for Development's steering committee.
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MESSAGE FROM ANDREW S. NATSIOS, ADMINISTRATOR, USAID
(VIDEOTAPE)

Mr. Natsios pointed out that the recent announcement of the Millennium Challenge
Account by the President marks the third major presidential initiative in foreign
assistance since the end of World War 1. The first was presented by President Truman
and followed by the Marshall Plan. The second major initiative involved the creation of
USAID and the Alliance for Progress by President Kennedy.

Mr. Natsios stressed that the MCA will be an addition to the existing U.S. foreign aid
program. Many countries that do not qualify for MCA will continue to participate in
traditional assistance programs, now in place in over eighty countries. USAID will focus
its traditional resources on those areas that will help countries qualify for the MCA.

Depending on the structure, foreign aid programs can move a country toward reform,
support the status quo, or undermine reform efforts. Mr. Natsios stated that there is a
need to put more tools in the hands of those forces trying to make long-lasting reforms in
their societies. When he initiated the Partnership for the Americas, President Bush, Sr.
made an agreement with Latin American democratic leaders that if countries
democratized and moved towards free markets, the United States would respond by
increasing foreign assistance, drafting a free trade agreement, and helping with debt
burdens. In the early 1990's many Latin American leaders told Mr. Natsios that the
American foreign assistance program was instrumental in facilitating democratic and free
market reforms in their countries. The MCA is designed to put tools in the hands of
reformers,

Mr. Natsios emphasized that substantial damage will be done if Congress is pressured
into earmarking the MCA funds. The people that really know how money should best be
spent, including host country ministers, ambassadors, mission directors, and civil society
often have the least influence over the alocation of current resources because of
earmarks. The MCA will have the best chance of success if earmarks are avoided and
decision- making power isretained at the local level.

Mr. Natsios expects that the success of the MCA will require the cooperation of many
groups, including local and international NGOs, universities, and business interests. The
President emphasized that countries have to show a commitment to primary education
and health in order to qualify for the MCA. Organizations with expertise in those areas
will be called upon to work with USAID in implementing the MCA. NGOs that focus on
democracy can help with the “ruling justly” requirement that the President has placed on
these funds. Mr. Natsios reiterated that USAID needs the support of the private sector as
partners and looks forward to working together on this important effort.

“THE PRESIDENT'S NEW COMPACT FOR DEVELOPMENT?”
FREDERICK SCHIECK, DEPUTY ADMINISTRATOR, USAID
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Mr. Schieck stated that the main goa of the MCA is to promote economic growth and
poverty reduction in developing countries that have made strong demonstrated
commitments © ruling justly, investing in people and promoting economic freedom.
MCA funded programs will be designed to help countries continue with the progress they
have made, increase trade, and attract private investment. Currently there are a number
of interagency committees at work defining key components of the MCA. Target
completion date of the various components is July to September 2002. Mr. Schieck
welcomed the dialogue with the non-profit community and other groups and asked that
participants voice their views on what will work and what will not.

Emphasizing that the specific eligibility criteria for the MCA and details about how it
will work have not been finalized, Mr. Schieck highlighted some of the approaches
currently under discussion. MCA will focus on performance and growth. The size of the
account will enable relatively large investments to be made in programs aimed at
accelerating economic growth and reducing poverty. MCA funding will be directed to
selected countries that are demonstrating good performance, having adopted appropriate
policies and reforms necessary to accelerate economic growth, improve governance, and
provide a better standard of living for their citizens. A wide range of programs and
activities is envisioned. This will be an opportunity to lift more people out of poverty
than any previous program.

A key step in putting the MCA into operation will be to define the criteria for good
performance. A task force is developing proposed criteria by which performance can
be judged in three broad areas. ruling justly, investing in people, and economic freedom.
Performance in such areas as respect for human rights, functioning of judicia systems,
commitment to attacking corruption, improvements in education and health status,
regulatory frameworks, and economic growth will be important indicators. Mr. Schieck
remarked that thisis a complicated undertaking. When the process of defining indicators
is completed, there will be the difficult process of how to weigh performance anmong the
indicators.

Another important need is to identify the modalities related to managing the MCA,
including defining the types of activities that can be funded. A subcommittee of the
interagency working group on the MCA is in the process of conceptualizing the types of
mechanisms and activities that might be considered under the MCA. As aresult of the
subcommittee's work, Mr. Schieck envisions the following possible outcomes:

1. Funds will be provided on a grant basis only. This will not be a loan gogram,
although some funds may be channeled through intermediary credit institutions for
lending to target beneficiaries.

2. MCA will be largely a bilateral program, although some programs could be financed
jointly with multilateral development banks.

3. Provision for data collection and performance review will be built into the program.

4. Investment needs and growth potential of the selected countries will be taken into
account in determining the allocation of funds.
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Possible investment sectors for MCA encompass a wide range of interventions.
Examples include public management, entrepreneurship, international and regional trade,
including financing specia projects to increase trade, and assistance in negotiating with
the World Trade Organization (WTO). Investments will also be made in agriculture,
education (particularly directed toward improving educational systems and girls
education), health, finance and business. The goa of economic growth and poverty
reduction underlies al interventions. The MCA will finance programs that work toward
this goa. The prospects for reaching this goa are greatly enhanced by selecting
countries that have demonstrated performance. Mr. Schieck remarked on the importance
of having flexible tools, including the ability to design programs at the local level so that
real needs are addressed.

The U.S. government expects to have many partners in implementing the MCA:
- Governments, at both national and local levels

Other U.S. government agencies

U.S. and local universities

International and local NGOs

Private firms

Volunteer and faith-based organizations

Foundations

Public international organizations

International financial institutions.

Mr. Schieck stated that experience has shown that if political will is lacking and policy
structures are such that investment is discouraged, then development is slow to
nonexistent. The MCA represents an opportunity for the U.S. development community,
public and private, to focus on performance as the base on which assistance programs are
built, and to make areal difference in people'slives.

QUESTIONS AND ANSWERS/AUDIENCE DISCUSSION:

Peggy Curlin, ACVFA Member, inquired about plans for participation by people in the
developing world in this process. She suggested that it will take urging on the part of the
U.S. government to ensure that the issues of women and rural poor receive adequate
attention.

Mr. Schieck stated that the interagency group is working on these concerns and that it
would be a good issue for the panel discusson. How the process will open up is still
under discussion, but there is a definite commitment to wide participation. Mr. Schieck
remarked that it is very important that the identification and design of projects is not a
“top down” process. Local governments, NGOs, and USAID missions must be involved
in the process.

Mary McClymont, ACVFA Member, commented that InterAction prepared a paper
about the Millennium Challenge Account that addresses many of these issues. She noted
a concern about countries that do not qualify and urged that there be a comprehensive
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look at all development programs, not just the MCA. The InterAction paper stresses the
importance of keeping a focus on the Millennium Development Goas (MDGs), a
strategy that may help to reduce the rumber of earmarks. The NGO community hopes
that the MDGs will be a"guiding light" in the allocation of MCA resources.

Mr. Schieck remarked that one of the primary concerns about the MCA iswhat it means
for countries that don’t meet the criteria. He assured the audience that USAID programs
will continue in countries that are not part of the MCA. As Mr. Natsios mentioned,
USAID will help these countries attain the standards and will build upon the good work
the Agency is aready doing in health and other areas aimed at reducing poverty.

Ted Weihe, ACVFA Member, inquired about the role of other federal agencies and the
management structure for this new initiative.

Mr. Schieck responded that the participants on the committees at this time represent the
Department of State, USAID, Department of the Treasury, and the National Security
Council. There is strong interest on the part of other U.S. agencies to participate; it is
recognized that they will participate at some point. The internal modalities have not been
worked out yet. USAID expects to play a mgor role, but there will be an interagency
process that will have program oversight.

John Ruthrauff of Oxfam America applauded the ACVFA forum and echoed Ms.
Curlin's concern about incorporating developing country input into the design and
implementation of the MCA. He noted that USAID's worldwide missions could help
make wide participation feasible.

Margaret Goodman of World Learning asked whether the MCA would be targeting a
large or small number of countries.

Mr. Schieck replied that there has been no attempt as of yet to identify particular
countries. The criteria for good performance need to be determined first. Preliminary
thought is that assisting fewer countries with larger resources would be more likely to
lead to success.

Ritu Sharma with Women'’s Edge asked when participation by the NGO community on
the indicators, particularly the economic indicators, would take place, given that NGOs
have heard that the Treasury Department is in charge and has amost finished this work.

Mr. Schieck replied that the Department of Treasury has taken alead role on defining the
criteria, but other agencies, including USAID, have been involved. There are currently
spreadshests listing potential criteria, but these haven't been finalized and no decisions
have been made. Thefirst step isto have a broad range of possible indicators, with input
from the NGO community and others, and then to narrow them down. This is an
interagency process that will involve the private and nonprofit communities, although
the timetable for additional outreach is not certain.
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Laura Henderson of CARE suggested that setting standards very high might eliminate
many countries from the MCA.. She cautioned against rewarding only countries that have
made the most progress, while neglecting other needy countries that are making progress
in some aress.

Mr. Schieck responded that if the bar is set too high, not enough countries will qualify
for the program. There is a need to have objective criteria, but there is aso a need for
flexibility and judgment. The interagency process will have to wrestle with these
difficult questions.

Frank Method with UNESCO asked for clarification about the bilateral framework and
what that means for prog:ams requiring regional strategies. He aso asked if the MCA
would be limited to current USAID recipient countries, or would it be open to countries
that have "graduated" but still have pockets of poverty and serious environmental issues,
e.g. Thalland ard Brazil.

Mr. Schieck answered that the interagency group is open to the idea of working jointly
with international institutions to support programs that all parties deem important. More
thinking needs to be done about this issue. The €eligibility standards have not yet been
determined, but discussions point to not working with “graduate” countries. The poorest
countries should be targeted for the MCA, although the problem is that many of those
countries do not have very good governments.

Elise Storck with PricewaterhouseCoopers inquired about the likelihood of MCA funds
being used to develop better statistical data and information systems in countries where
good data is lacking.

Mr. Schieck replied that when data is weak or lacking, it is difficult to measure
performance. Improving data collection systems will be important to the MCA.

John Pielemeier of CEDPA asked whether funds would be provided through program,
sector, or project assistance and whether any new modalities, such as trust funds, are
being considered.

Mr. Schieck responded that al modalities are being considered. There should be a wide
range of tools available to address problems.

PANEL DISCUSSION:

“THE MILLENNIUM CHALLENGE ACCOUNT: DEVELOPING
EFFECTIVE PARTNERSHIPS, CRITERIA, AND MEASUREMENTS”
MODERATOR: PEGGY CURLIN, ACVFA VICE CHAIR, PRESIDENT, CEDPA

LEAD SPEAKER: ALAN P. LARSON, UNDER SECRETARY FOR ECONOMIC,
BUSINESS AND AGRICULTURAL AFFAIRS, U.S. DEPARTMENT OF STATE
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Mr. Larson opened by stating that this new presidential initiative is an attempt to take an
American approach to development policy, one that reflects U.S. goals and interests. It
istimeto look at development in a new and different way. President Bush has said that a
world where a large part of the population lives on less than a dollar a day is neither just
nor stable. The United States has an ethical and humanitarian interest, as well as a
security interest, in changing these conditions.

Mr. Larson remarked that the timing is right for this initiative; the international climate
and approach towards development policy is moving in a good direction. The
preparations for the U.N. Financing for Development Conference reflected, for the first
time, the recognition that development is primarily a responsibility of developing
countries themselves. At the same time, there was an appreciation of the shared
responsibilities between developed and developing countries. There was also a greater
recognition of the importance of good governance and of mobilizing all available
resources for development. Good development also requires well-targeted assistance that
helps countries attract and use effectively other financial sources that are in fact larger
than Official Development Assistance (ODA). The domestic savings of developing
countries, their external trade, and foreign direct investment are far more important
sources of finance for development.

Mr. Larson reiterated that the MCA is aimed at obtaining concrete results by working
with committed partners. Past experience and empirical studies have shown that there are
enormously larger returns on development investment when assistance is given to
countries that have a strong policy framework. For that reason, President Bush outlined
the three broad criteria to which countries must demonstrate strong commitment: ruling
justly, investing in their people, and putting in place an economic environment that
rewards enterprise and entrepreneurship.

Selectivity does raise some fear that this approach will penalize people who live in
countries with conflict or bad leadership and policies. It is important to keep in mind that
the United States will continue to be the world’s largest provider of humanitarian support,
which is given on the basis of human need rather than interral policies. Mr. Larson
reminded the audience that the United States was the world’'s largest provider of
humanitarian assistance to Afghanistan when the Taliban was in power. Catastrophes
like civil unrest, famine, or health crises have often washed away the hard-won progress
of decades. The United States will continue to have strong foreign assistance programs
to address these situations in countries that don’t meet the high standards of the MCA.

The MCA will focus on working in true partnership with wuntries that have a strong
commitment and are making an effort to put in place the right sorts of policies. Our
objective is to achieve the most development impact for the investment and to lift the
most people out of poverty. As this approach takes hold it will be a spur for countries
that don't initialy qualify for MCA to make policy reforms that can put them in a
position to meet the standards. In addition, the MCA can have a strong positive impact
on the development programs of other magjor donors. The U.S. focus on accountability
and resultsis already having an impact on the multilateral development banks' policies.
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Mr. Larson invited participants to provide input on the criteria. He cited a few examples
of criteria that might be considered in each category. In looking at whether a country is
ruling justly there are a number of indicators that could help inform a judgment about the
accountability of government institutions, the strength of commitment to anti-corruption,
and the strength of commitment to human rights. In the area of investing in people, one
can look at the budget commitment that a country is making to education and basic
health. The World Bank has identified primary school completion rates as an important
indicator. In the area of economic freedom there are a number of indicators to look at,
such as the openness of the economy to international trade and the availability of systems
that help small businesses, such as licensing and land titling.

Mr. Larson emphasized that outreach is a serious part of the MCA strategy. There are
many good ideas in developing countries themselves and in the NGO and business
communities. The advice and input from these groups is very important. This public
meeting is part of an active outreach process. In closing, Mr. Larson remarked that care
and time must be taken to structure the MCA program to get the kind of results that the
President desires.

WILLIAM SCHUERCH, DEPUTY ASSISTANT SECRETARY FOR
INTERNATIONAL DEVELOPMENT, DEBT, AND ENVIRONMENTAL POLICY,
U.S. TREASURY

Mr. Schuerch remarked that one of the most interesting aspects of the MCA effort is the
level of teamwork in the government, among the Department of State, the Treasury
Department, the National Security Council (NSC), and USAID. The current Secretary of
the Treasury is very dedicated and focused on effectiveness issues in development.
Teamwork is a hallmark of the current effort.

Mr. Schuerch commented that there has been a clear demonstration of failure of past
foreign assistance programs. There have been successes on a project-by-project basis, but
overal, too little has been accomplished relative to the resources that have been applied.
This situation in Africa has evolved over two or three decades, exacerbated by the
HIV/AIDS crisisin the region.

There is now an opportunity to creste a new paradigm for foreign aid. The focus is
appropriately on economic growth and poverty reduction, on the basis of increased
effectiveness and utilization of resources. Creating analytically based performance
measurements and resource allocation systems is an enormous task. The multilateral
development banks and the Treasury Department have been wrestling with these issues
for many years. In the current IDA-13 replenishment process, many issues have been
encountered in creating a performance based contribution system, including how much
should be made available to the institution based on institutional and country
performance in different areas. A contribution system has been constructed that has a
base with incrementa increases in later years as a way of encouraging institutions to
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focus more closely on development effectiveness. According to Mr. Schuerch, there is
international consensus on a set of goals, but not on specific methodologies.

There are many issues related to the MCA, including how to measure progress towards
the program goals and how to allocate resources effectively. There is a very strong
recognition that public support is dependent upon on measuring and demonstrating
progress and achievement in development assistance efforts. Mr. Schuerch noted that
there are now more questions than answers. It is easy to define an idea system with
clear, concrete criteria, rigorously and fairly applied that is useful in predicting economic
growth. In practice, creating such a system is extremely difficult.

The interagency groups are looking at existing criteria and measurement systems that can
be applied or adapted to the three key areas of concentration. There are time constraints;
the 2004 federal budget process begins in September. Mr. Schuerch commented that a
pilot component to the project is under consideration.

Mr. Schuerch delineated the following issues for the MCA:

Missing data (many countries cannot afford comprehensive statistics)

Quality of the data (is it based on actual observation; are surveys being conducted?)
Frequency and timing of data collection

Aggregation of data

Countries learning to “work the system” over time

Selectivity issues

Flexibility of judgment (quantitative data must be supplemented with qualitative
information)

Country exclusion due to other issues (narcotics, terrorism, human rights)

Quantity of resources available to each country

Absorption capacity of recipient countries

Modality questions

Mr. Schuerch remarked that the new compact with its emphasis on accountability and
transparency should be welcomed by al in the development field. This process can be
used for gaining support for foreign assistance and making a real difference in people’s
lives.

PATRICK CRONIN, ASSISTANT ADMINISTRATOR FOR POLICY AND
PROGRAM COORDINATION, USAID

Mr. Cronin made three main points. First, the Millennium Challenge Account is a
Presidentia initiative, and it is incumbent on everyone to work together to preserve the
President’s vision. This is a unique opportunity in the history of U.S. foreign assistance
policy to rethink and reshape foreign assistance. This historical opportunity should not
be corrupted by predetermining how to spend the money or by laying out one easy set of
criteria. This process will take alot of deliberation, especially with people on the ground
who must implement the assistance.

10
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The idea of freedom cuts across the three sectors that the President has articulated. This
includes freedom from bad governance, corruption, and human rights abuses. There is
freedom from illiteracy. At a recent meeting of the Organization for Economic
Cooperation and Development (OECD), First Lady Laura Bush talked about the need for
“education for all” and how education can help children see beyond a world of hate and
hopelessness. Freedom from illness is also critical. America is the leader in trying to
stem HIV/AIDS around the world and is contributing more to this effort than any other
bilateral donor. Freedom from poverty must come from economic growth. Only through
sustained economic growth can one hope to lift people out of poverty. Mr. Cronin
suggested that the audience contrast the past success in the development of the “Asian
Tigers’ with the past twenty years when only one country, Botswana, has graduated from
the ranks of the least developed countries. Keeping the President’s vision in mind is of
utmost importance.

Mr. Cronin’s second point related to the ideas behind the criteria. The criteria are about
encouraging reform. The Marshall Plan was ultimately about reform, encouraging the
European countries to adopt reforms. Those economic reforms became a barrier to some
countries, such as the Soviet Union. Stalin did not want to put up with the scrutiny of
providing the information that would be required for good governance and economic
growth, so he chose not to participate in the program. There are lessons to be learned
from the Marshall Plan. The MCA is aso designed to provide support for reformers on
the ground, an incentive to change policies.

The third point that Mr. Cronin made is that partnership and outreach are key components
of the MCA — partnerships with NGOs, universities, foundations, and the private sector
and business. Four out of five dollars that flow to the developing world come from
private sources. If this money is not harnessed for development, a great opportunity will
belost. USAID's Globa Development Alliance (GDA) was designed as a way to change
how business is done -- to capture the money, creativity, commitment, volunteerism,
resources, talent, and hard work of avariety of stakeholders. The GDA provides a model
for thinking about partnership. Outreach and partnership is also the recognition that
people who are working on the ground--NGOs, universities, foundations--know what
needs to be done, and how to do it smartly.

ROBERT CHASE, ACVFA MEMBER, VICE PRESIDENT, WORLD LEARNING

Mr. Chase remarked that for ACVFA members it was uplifting to be engaged in this new
way of thinking about and acting upon development assistance. The dialogue is not just
about additional resources, but, equally important, about working within a framework
that will capture the lessons we have learned about development. The MCA could, it is
hoped, provide a vehicle for a new global consensus around development, with the
United States in the forefront.

11
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Mr. Chase commended InterAction’s MCA policy paper and urged the meeting
participants to review it. He briefly paraphrased some of the issues presented in the

paper:

Focus on the Millennium Development Goals

Funds should be in addition to current levels of foreign assistance

Ensure that poor people in countries that don't qualify for the MCA are not
abandoned

Focus funding on a relatively small number of countries, such that a genuine
difference can be demonstrated

Serve as an incentive for other countries to pass the bar

Disburse aid as grants, not loans

Do not provide funding exclusively through national governments

Reflect the traditional and abiding humanitarian concerns of the U.S. people.

Mr. Chase expressed satisfaction that so many of the Executive Branch speakers at this
meeting addressed these issues in reassuring ways. He noted that the InterAction paper
makes a special point of exhorting those engaged in the development of this instrument to
conceive of it as a part of a larger mosaic — a multi-part, coherent strategy that defines a
national leadership model for development. Official Development Assistance is but one
tool in development. The entire tool kit of international interventions--trade, private
investments, exchanges, diplomacy, and military interventions--must be used to the
extent possible in mutually reinforcing ways to further the growth of poor countries and
reduce poverty.

There are two other major principles, both of which are emphasized in the InterAction
paper, that members of the NGO community believe should be incorporated into the
design and implementation of the MCA. The first is the need for improved donor
coordination. One of the primary constraints to the effective use of development
assistance is that different donors have their own delivery modalities, accounting, and
reporting techniques that, collectively, virtually require recipients to service the donors,
rather than serving their own constituencies. The second principle is the need for genuine
partnership and broad-based commitment from societies, not just governments. Mr.
Chase quoted the executive summary of a World Bank paper presented at the Monterrey
conference: “Assistance works best and can only be sustained when the recipients are
strongly committed to development and in charge of the process.”

Mr. Chase remarked that there is aready an instrument in use that reflects these
principles. It ensures government buy-in, as well as the participation and buy-in of large
segments of civil society and the private sector. It is a vehicle that many donors have
committed to use as the centerpiece of their own efforts to attack poverty. It is
comprehensive and multi-sectoral, addressing economic issues, health and education, and
also the rule of law and accountability. Mr. Chase revealed the instrument as the Poverty
Reduction Strategy Papers (PRSP), national development plans required by the World
Bank and the International Monetary Fund (IMF). Approva of the PRSP is a
precondition for the Heavily Indebted Poor Countries to receive debt relief. While not
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perfect instruments, the PRSPs are still at an early stage and offer a process already in
place that captures many dimensions sought under the current MCA. However, the
external perception is that the U.S. government is largely indifferent to this process,
particularly vis-a-vis the European donors. Mr. Chase urged the architects of the MCA to
take a fresh look at the PRSP and not duplicate it with a parallel system. He challenged
the U.S. government to engage with it, modify it, and make it work. This is an
outstanding opportunity for the United States to exert leadership among donors and
leverage their funds and national budgetary resources, which together far exceed our
bilateral aid.

Mr. Chase raised the issue of politics and its relation to development assistance. A
significant reason why U.S. foreign aid has not achieved better results is that
development assistance allocations have been made on the basis of short-term foreign
policy considerations. Under such a system, foreign governments don’t need to worry
about effective development policies if they know they will be rewarded for particular
political policies. This provides no incentive for governments to change. Mr. Chase
remarked that the beauty of the MCA is that it is, at least in conception, genuinely
developmental. Allocation decisions should not be held hostage to trade disputes, U.N.
votes, or other political rewards. Fortunately, the President and the Secretary of State
have committed themselves to the notion that poverty reduction is a foreign policy
objective. Asthe program unfolds, it will be important to ensure that alocation decisions
are as transparent as possible. There will be no smple way of making allocation
decisions. The development business is so complex that standardized criteria or
mechanical formulae are likely to be insufficient.

Mr. Chase also suggested that if the MCA were saddled with legidative earmarks, it
would be rendered ineffective. A challenge has been thrown out to the nongovernmental
community to make sure that doesn’t happen, and NGOs must adhere to this. Mr. Chase
suggested that securing a buy-in from Congress would require bipartisan involvement
early in the process. Mr. Chase also remarked that the MCA provides a wonderful
opportunity to reach out and educate American citizens in new ways of thinking and
understanding the development process.

Mr. Chase closed by thanking the President and the Administration for the boldness of
the initiative and the Executive Branch for their openness in deliberation, a process
through which, if sustained, a compact for development might be fashioned that realizes
its full potential.

Mr. Schuerch responded to the comments of Mr. Chase about the Poverty Reduction
Strategy Papers (PRSP). The PRSP process was created by the U.S. Treasury and grew
out of a desire that the World Bank develop a more inclusive and participatory planning
process. In Mr. Schuerch’s opinion, the U.S. government is not neglecting the process,
but there are some differences with other countries about fully embracing the products,
primarily due to variations in their quality. The United States has favored a partnership
equation, rather than full ownership of the product by the recipients, without any donor
role in the use of the funds. The U.S. position is that the donors have important

13



Public Meeting May 2002

responsibilities in the process. There remains a distinction between a World Bank

country assistance strategy and how it draws on and uses the PRSP asits base. Thereisa
lot of effort to move to standardization of criteria across countries, but that will be along-
term process. There are many issues in the allocation process, as well as questions of the
modalities for expenditures. Within the regional development banks several methods of

performance-based allocation systems are in place, at different levels of maturity.

QUESTIONS AND ANSWERS/AUDIENCE DISCUSSION

Ted Weihe, ACVFA Member, asked if it desirable to have a new authorization for the
MCA, which would provide flexibility on implementation modalities and would not be
tied into some of the restrictions of the Foreign Assistance Act. He also noted that
different accounts within the MCA would be another option and asked how that will be
dealt with in the appropriations process.

Mr. Schuerch replied that there are still many questions about the strategy and whether
to wse existing authorities or create a freestanding one. It is likely that this process will
result in a discrete MCA, but how it will be structured and where the account will be
placed is yet undecided.

Elise Smith, ACVFA Member, inquired about gender considerations in the MCA criteria
devel opment process.

Mr. Larson made four observations on the question: first, groups that have an interest
and expertise in gender issues will be included as part of the outreach. Second, as one
thinks about investing in people, as an example, the commitment to gender equality is an
important issue. Third, as the U.S. government becomes involved in outreach in
developing countries, one of the things to be looked at, for example, is does the country
have a process for involving women. In determining whether or not a country is ruling
justly, one can look at whether there is a voice and vote for women in that country.
Lastly, in agriculture, one must consider women and their access to education, extension,
and other interventions.

Stephen Moseley, ACVFA Member, remarked that he was pleased to hear the
commitment from speakers to keeping President’s vision in mind. He also remarked that
the development community has had to fight very hard over the years not to have to
perform on a short-term basis. The President referred to the longer-term Millennium
Development Goals as the framework for the Compact Fund. Mr. Moseley asked if
interagency discussions have included how to ensure that education, health, and other
sectors remain a key part of this new initiative. In addition, Mr. Moseley inquired about
implementation modalities, and if USAID will be the main implementing agency, since it
already is the chief agency responsible for foreign assistance programs.

Mr. Larson answered that it is important that the President has associated achievement
of the new compact with the Millennium Development Goals. One must recognize,
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however, that these are shared goals and both donors and recipients must share
responsibility for achieving them. A significant amount of the resources should go for
things like education and health directly, but ultimately countries must fund their own
health and education systems. In order for that to happen, resources must be also be
devoted to achieving economic growth so that national economies can support these
systems over the long term without dependence on foreign aid. This relates to the PRSP
process noted by Mr. Chase. If a country's strategy includes investments in education
and hedlth, then commitment can be inferred even if al the funding is not directed to
those sectors. Mr. Larson also remarked that although these are long-term goals, there is
a need for good mechanisms for benchmarking progress along the way.

Mr. Cronin commented that the Millennium Development Goals don’t necessarily have
a strategy attached to them. It is important not to lose sight of the overall goal of lifting
people out of poverty. Headth and education are obvioudy part of the MCA, but the
United States will continue to contribute to health and education through other programs.
Health and education are an integral part of this Administration’s approach to
development. Over the past two years, USAID has increased its spending for education
by 70 percent, and spending for HIV/AIDS and the Global Fund for HIV/AIDS, Malaria,
and Tuberculosis has also increased significantly.

Mr. Schuer ch remarked that economic growth is fundamental to poverty alleviation, and
productivity issues are fundamental to economic growth. In countries with very low per
capita income, it is hard to imagine success in education or health without economic
growth. The largest resource that is available to those countries is internal domestic
resources, and how they are alocated is a critical part of the equation.

Charlie MacCormack, ACVFA Member, asked how the MCA would orchestrate civil
society, government, and private sector cooperation in achieving the MCA's strategic
godls.

Mr. Schuerch replied that one of the things the United States brings to the table is a
unique structure in which government relates to civil society in an open way and also
works with the business sector in a regulated way. This is a difficult issue that bilateral
and multilateral agencies will struggle with. There is no magic answer: it will be
necessary to look at countries on a case-by-case basis to see where expenditures are being
made and to consider the opportunities, strengths, leaders, and reformers to move society
forward.

Mr. Cronin stated that the identification of a country's needs has to be done jointly from
the bottom up and the top down. Anocther consideration is identifying the mechanisms
that are most efficient for delivering assistance and services. There needs to be an
inclusive process for consultation on the appropriate mechanisms. The needs of every
country are going to be different, and should be considered on a case-by-case basis.

Mr. Larson underscored the point that development policy is more than development
assistance policy. How countries use their domestic savings towards development is a
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key issue. Whether the business community contributes to development is also
important. Mr. Larson emphasized the importance of taking into account the international
framework that supports development, of which trade and the Doha agreements are an
important part.

Jim Henson, ACVFA Member, commented that many earmarks are the result of
constituents across the country influencing their congressional representatives, and is the
result of frustration and lack of perceived participation. He suggested that there would be
great benefit in involving people outside of Washington, DC in this process as soon as
possible.

Cheryl Morden from the International Center for Research on Women, asked about the
extent to which specific bilateral policies that go beyond Official Development
Assistance will be encompassed in the framework of the initiative, and plans for
ingtitutionalizing the teamwork that is already in place in the interagency design process.

Mr. Schuer ch stated that these are issues that are being struggled with by the four federal
agencies involved in the process. There will be public consultation and outreach to other
agencies that have expertise on these issues.

Nancy Alexander from the Citizens Network on Essential Services asked the speakers to
comment on basic principles for market-driven development. She also noted that since
the U.S. government urged that half of al International Development Association (IDA)
loans be converted to grants, discussions have been stalemated. She inquired about signs
that the stalemate would be broken, and asked whether IDA grants would be used in the
same way as is projected under the MCA. Finaly, Ms. Alexander asked Mr. Schuerch to
comment on the strengths and weaknesses of current aid allocation system of 1DA.

Mr. Schuerch responded that in terms of the current IDA discussions, there is till
disagreement over the issue of grants versus loans. At this point in the negotiations, most
of the performance issues have been resolved. The World Bank technical experts have
developed performance measures that will be turned into afinal product after some minor
revison. The Bank is committed to a broad measurement system, one that would be
coordinated with the process of measurement of the Millennium Development Goals by
the U.N. Interms of grants, the range of differences has been narrowed significantly, but
it is not possible to predict the outcome. The flexibility within the structure is under
discussion, bu will probably result in a fairly flexible system focused on social sector
areas. It will also be sensitive in the end to some range of debt sustainability issues. The
largest single focus area will undoubtedly be HIV/AIDS. Mr. Schuerch remarked that
grants are aready part of IDA, but have not yet been used within the multilateral
development bank system to offset prices of commercia services delivered to the poor.

Mr. Larson responded to the specific issue of the MCA and grants. He indicated that,
without precluding options for the President, it is envisioned that between the United
States and the recipient country the MCA would be a grant transaction. However, within
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in particular countries funds might be used for loans to small businesses or other local
initiatives.

Lynn Macdonald from the AFL-CIO Solidarity Center inquired about the mechanism
that would be used to get stakeholder ideas and views in the development of the selection
criteria, and how the mechanism would be made public.

Mr. Schuer ch responded that there is a commitment to outreach and consultation as the
criteria are developed. While the Treasury Department may be taking the lead, it is an
interagency process and has aready involved outreach beyond the Executive Branch to
think tanks, to European donor countries, and others. There is a desire to get public input
early in the process and on a fast-track basis, since plans need to be in place by the fall
when the budget proposal is due.

Sarah Lucas from the Center for Global Development (CGD) remarked on three
principles that were put forth by the speakers:

1) Using selection criteria to create incentives for policy change in developing countries
(mentioned by Alan Larson);

2) This is a historic opportunity to reshape foreign aid (mentioned by Patrick Cronin);
and

3) The importance of ownership and participation by developing countries (mentioned
by Fred Schieck).

Ms. Lucas inquired about how to bring these principles together in an operational way.
Ms. Lucas asked if the CGD proposa for a two-stage selection process is being
considered:

Stage One -- Eligibility based on very clear minimal thresholds

Stage Two -- Eligible countries would compete for MCA funds by proposing particular
programs.

Mr. Larson replied that the two-stage approach is one idea that is under active
discussion as one possible sensible approach, but no decisions have been made. 1ssues of
objectivity, transparency, effectiveness, and impact are being examined carefully. There
is aso a need for an element of judgment in the selection process. These issues tug in
different directions, and have not yet been resolved. He noted that the interagency
process for addressing these issues about the MCA is one of the most collegia and
thoughtful processes in which he has ever been involved.

Mr. Cronin remarked that he appreciates the Center for Global Development's work.

The firgt question is who is digible for the MCA. Then the qualifying criteria come into
play. Thus, it isredly athree-stage process. The 20 criteria used by the World Bank and
suggested by the Treasury Department provided a starting point for discussing and
identifying the criteria for this initiative. There are sure to be criteria that the interagency
group has not even thought about. For example, criteria related to property rights might
be necessary, but there are issues related to the rule of law that must be addressed before
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it makes sense to talk about property rights. The options will be debated in the weeks to
come, and these issues are exactly what should be discussed in the breakout group
sessions at this meeting.

Emira Woods with InterAction stated that recent studies have shown that 71 percent of
U.S. development assistance stays in the United States. She inquired how the MCA
effort could help change this situation so that a greater portion of aid reaches the intended
beneficiaries.

Mr. Larson responded that international negotiations on the untying of aid have been
extensive and difficult, not because the issue is unimportant, but rather there are other
elements of the negotiations that have taken precedence. Mr. Larson questioned the
source of the 71 percent figure, but noted as an example that if U.S. funding were used
for an excellent educational consultant whose work resulted in improvements in
educational quality, this would be an investment that directly benefited the recipient
country and its people. Some European countries have adopted a policy of making large
lump sum payments to governments if they like the overall policy orientation. This may
or may not be a sensible development approach. In addition, there are concerns about
whether the U.S. Congress and the American people would support this approach.

AFTERNOON OPENING REMARKS: WILLIAM S. REESE, ACVFA CHAIR.

Mr. Reese stressed the historic nature of this new presidential initiative. InterAction and
the University of Maryland have conducted a number of public opinion surveys and have
found a great deal of public support for foreign assistance. The leadership shown by the
President and the White House in proposing the New Compact for Development is
phenomenal. The ACVFA, the 150 Coalition, COLEAD, InterAction and a number of
other organizations have al called for such leadership and proposed increases in foreign
assistance levels over the last ten years. This new initiative brings significant new funds
to assist developing countries. However, Mr. Reese reminded the audience that the work
is not done. The program has not been proposed to or passed by Congress. There is
much planning to be done and the nongovernmental community must participate in this
diaogue.

Mr. Reese called attention to the Millennium Development Goals, which are related to
the MCA. They are easy to understand, comprehensive, people-oriented, and
measurable--and form the basis for good "buy in" by the U.S. public. Mr. Reese
remarked that President Bush has laid out a challenge that is both an investment and an
incentive. There are many questions around criteria and mechanisms. It will be a
complicated process. Explicitly, the MCA is about partnerships between the United
States and developing country governments, but the dialogue and partnerships must also
involve civil society.

Mr. Reese reminded the audience of Mr. Natsios' first speech to the ACVFA in which he
talked about commitment to responsive governments, transparency and accountability,
support of open economies and entrepreneurs, investment in health and education,
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protecting the environment, and strong partnerships. Mr. Natsios priorities a year ago
are very much in line with the proposed MCA. Mr. Reese urged the audience to be as
positive and constructive as possible in contributing to the dialogue about the MCA. This
program and the amount of money that has been committed can make a huge difference.
Mr. Reese stated that this process represents a great opportunity for the NGO community,
with its positive, "can-do" spirit, to work together, identify successes, and help to shape
the MCA into the best possible program. Thiswould be in the spirit of the USAID-PVO
partnership that the ACVFA represents.

“CRITERIA AND SELECTION ISSUES: CONSULTATION WITH NGOS”
PATRICK CRONIN, ASSISTANT ADMINISTRATOR FOR POLICY AND
PROGRAM COORDINATION, USAID

Mr. Cronin asked the audience to participate actively in the breakout groups in thinking
through the tough questions that the interagency working group and stakeholders are
facing. He urged participants not to lose sight of the President’ s vision of the Millennium
Chalenge Account. That vision is a motivation for those involved in the interagency
process to use this money very strategically to lift an historic number of people out of
poverty through economic growth and building upon best practices.

Mr. Cronin remarked that the thought behind the MCA can be summarized in the word
“freedom” -- freedom from bad governance, freedom from illiteracy and ill health, and
freedom from poverty. The MCA criteria should lead toward these goals. We must
determine how we are going to build effective programs based on success that lift people
out of poverty and create sustained prosperity. Mr. Cronin noted that President Bush
stressed that aid is four times more effective when it is built on good policy.

The President’ s ideas for the MCA focus onreform. In thinking about the indicators, Mr.
Cronin asked the audience to think about how to measure change and reform. The MCA
will be a strong incentive for reform, both for those who receive MCA funds and for
those who aspire to participate in the program.

Mr. Cronin commented that the MCA is aso about partnership. It cannot be developed
in Washington, DC. It must grow from the bottom up with participation by developing
countries, as well as from the top down in terms of how the pieces will be coordinated. It
is important to think about development in a strategic, integrated fashion. That means
tapping into the expertise and ideas of many partners, including those in civil society.

Mr. Cronin introduced the breakout sessions and invited participants to contribute to the
dialogue about the MCA criteria and indicators. He remarked that the criteria must be
flexible enough to meet the needs of specific countries. He asked the audience to
consider indicators that reflect the goals of the program and can be readily ranked by
available data, but that don't disadvantage poorer countries that may not have the data. It
will be important to consider criteria based on reform and developed in partnership in a
process that is inclusive, particularly in the field.
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A basic question to be considered in the breakout groups is how many measures should
be used. The Ruling Justly group might consider issues such as what components to
include in measurements of rule of law. Perhaps the most challenging set of issues
relates to the economic freedom cluster--how can we be creative in devising meaningful,
new indicators (e.g., the length of time it takes to start a business in a country might be
useful as a measure). In the Investing in People group, the question of whether to
measure immunization rates or public spending in the health sector would be relevant.

BREAKOUT GROUPS

The full reports from the three breakout groups, Ruling Justly, Investing in Human
Capital, and Economic Freedom are contained in appendices 2, 3, and 4 of this report.
Appendix 4 also contains the speakers slide presentations.

REPORTS FROM BREAKOUT GROUPS:
“CRITERIA, SELECTION ISSUES, AND INDICATORS”

GROUP 1

TOPIC: “GOVERNING JUSTLY”

KEYNOTE SPEAKERS: JENNIFER WINDSOR AND RICHARD SOUDRIETTE
MODERATOR: STEPHEN KRASNER

RAPPORTEUR: STEPHEN MOSELEY

Comments and Suggestions from the group included:

There are many sources of data and indices to draw upon in developing criteria,
including Freedom House's Freedom in the World, Nations in Trangt, and the
Judicial Independence Guide

The criteria should address whether a country is ruling justly, not just that it has
instituted good governance policies. There is a distinction. Good governance can be
viewed within a narrow purview of good policies and laws, and good enforcement of
those policies and laws as they pertain to economic development. The accountability
of a government to its people and respect for fundamental rights are critical to
measuring whether or not a country is ruling justly. Political rights and civil liberties
are interdependent, and ajust system requires both.

It is important for the MCA to focus on what behavior changes occur over time and
how they can be measured.

There must be a concern about the nature of the judiciary and the capacity to ensure
that the rule of law is being implemented.

There is a need to address the issues of transparency, integrity and anti-corruption.
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The MCA should use not only the U.S. model of democracy and justice, but should
consider other models from around the world.

The indices from which the criteria are drawn should include a qualitative narrative.
Criteriaand indicators should address the full participation of women.

Governance is not just process and procedure, but it is participation by local citizens.
Broad public participation should be part of the criteria.

MCA programs should support the extensive use of media and other innovative
means for education and literacy needed to promote broad participation of women,
ethnic, and other disadvantaged groups.

In addition to identifying the positive attributes, there is also a need to identify the
disqualifying attributes. This might lead to a two-step selection process, as suggested
by the Center for Global Development.

Ensure that countries realize why particular criteria were selected and how countries
can make changes to meet the criteria.

There should be a gradation of criteria, recognizing that it is policy dialogue that
brings about change.

It would be worth considering using the PRSP (Poverty Reduction Strategy Paper)
process, with whatever improvements are needed to make it better, as a basis for
criteria. Projects would then aready be consistent with the country's broad
development strategy recognized by the international donor community.

Perhaps a high-level, blue ribbon panel to advise the President on this program should
be established.

While the time frame is tight, the process of consultation on the MCA is authentic and
participatory. There is concern abou when developing countries will have the
opportunity to provide input.

GROUP 2

TOPIC: “INVESTING IN HUMAN CAPITAL”

KEYNOTE SPEAKERS: NANCY BIRDSALL AND GENE SPERLING
MODERATOR: BARBARA TURNER

RAPPORTEUR: CHARLES MACCORMACK

This is a uniqgue moment, decisions made in the coming months will influence policy for
years to come. Social sector issues are high on the agenda, which has not always been
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the case. There should be a fresh and open look at the experiences of the past 20-30
years in development.

Nancy Birdsall outlined seven principles for structuring the MCA:

NogahkowbdpE

Insulate it from political pressures

Focus on strengthening national institutions and the legitimacy of governments
Have a simple, automatic exit mechanism

Foster recipient country ownership

Encourage competition among nations and governments

Require full public disclosure and transparency

Complement existing development frameworks

Gene Sperling noted that the U.S. government spends as much on education in the entire
world as it costs to build 13 U.S. high schools. The MCA provides an opportunity to
tighten the global compact for universal education and inspire other countries to go
forward in this effort.

Observations and suggestions from the group included:

Criteriaand delivery systems are interactive and influence each other.

This should be a contract between the United States and developing country
governments. Donors are looking for transparency and effectiveness. Partner
governments deserve a security of financial support if they meet the criteria

There is a need to pay attention to strengthening public and congressional support for
this program. The U.S. Congress will have alot to say about it and should be brought
into the process early.

There are foreign policy advantages to cooperative partnerships and coordination with
other donors, as opposed to a bilateral approach in which the United States gives a
"seal of approval" to countries through the MCA.

There is a need to consider whether countries must meet every criteria equaly in
order to qualify for the MCA. Perhaps the MCA should be designed to assist
countries that meet performance requirements in major areas.

It is important that the MCA both reward and encourage countries. The criteria
should influence, rather than make, decisions.
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GROUP 3

TOPIC: “ECONOMIC FREEDOM”

KEYNOTE SPEAKERS: TESSIE SAN MARTIN, RACHID BENJELLOUN,
THOMAS GIBSON

MODERATOR: DAVID COWLES

RAPPORTEUR: TED WEIHE

Ms. San Martin’s presentation focused on globalization and how to deal with economic
factors and the downside of globalization. Mr. Benjelloun analyzed both the Heritage
Foundation and the Cato Institute indexes, including indicators and objective
measurements. Most countries are high on some indices and low on others. Mr. Gibson
brought a different perspective and suggested that to get the desired results the focus
should be on the middle class.

Observations and Suggestions from the group included:

Many in the group thought that the MCA should focus on the world's poorest
countries and poverty alleviation.

In economic indicators, middle income countries score better. Criteria should be set
so that poor countries will meet the requirements.

Economic indices measure many things and are full of built-in biases. However, an
objective ndex based on aready available statistical data offers the best basis for
making country selections without political bias.

Many of the current economic indices are too complex.

Data for most of the poorest countries is not very good or not available at all.

There is a need to examine economics at the micro level, as well as the macro level.
Criteria should be simple and transparent.

The process is most important. There should be an dligibility process and a selection
process. The selection process should include sector and programmatic
considerations. It isof utmost importance to select the “right” countries (from among

a group of eligible countries that would include the poorest) so as to demonstrate
success.

There are many issues with how to measure economic reform and change.
Countries can play with statistics to make them more €eligible for the program. But

countries should set their own targets for the indicators and performance judged
against those targets.
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Impacts from the global ecoromy and world trade must be factored into the process.
These may have little to do with internal policies.

Rural infrastructure is important and should be addressed by the MCA.

There are many issues with fitting economic growth programs into the MCA five to
ten year time frame.

There was consensus in the group not to simply take one of the current indicators and
useit.

There is an issue of what happens if a country meets some, but not al, criteria for
eligibility.

Reforms are likely to be more sustainable in countries where local stakeholders are
involved. This should be considered in the selection process.

Once a country is in the MCA, there needs to be an agreement on expectations and
benchmarks needed to stay in the program.

Mr. Reese thanked the meeting participants and adjourned the meeting. The next ACVFA
Public Meeting is scheduled for October 9, 2002.
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Breakout Discussion Group 1

ACVFA Public Meeting, Wednesday, May 22, 2002

Break-Out Group on Issues Relating to Governing Justly

Moderator: Stephen Krasner, Director for Governance and Development,
Directorate for Democracy, Human Rights and International
Operations, National Security Council

Speakers:  Jennifer Windsor, Executive Director, Freedom House
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Jennifer Windsor: The MCA promises to provide a concrete reward for countries that have
embarked on a democratic path, undertaken the right economic policies, and taken care of their
own populations. The invesment of U.S. taxpayer dollars will be better utilized if key
democratic concerns are taken into account. Experiences in Sudan, Somdia, Zaire, and other
places show that if democracy and human rights concerns are ignored, investments in socid and
economic development can be easly washed away. The bottom line isthat politics matters.

Presdent Bush stated that he wanted to reward countries that are ruling jusily. Specificaly, he
mentioned those countries that are upholding human rights, adhering to the rule of law, and
rooting out corruption. The question for discussion should be “What criteria should be used to
determine that a country is ruling jusly?’ This is different from indituting good governance
policies. One can view good governance within a narrow purview of good policies and laws,
and good enforcement of those policies and laws as they pertain to economic development.
The concern is that the political redities will be ignored. Freedom House would argue that the
accountability of the government to its people and respect for fundamenta rights are criticd to
measuring whether or not a country isruling justly. Therefore any definition of good governance
must take into account policies and laws that protect politica rights and civil liberties. They are
interdependent, and a just system requires both. Without the check of the vote, both popular
and parliamentary, civil libertieswill be steadily eroded.

Freedom House produces three annua surveys that contain both quantitative and narrative

assessments.

1. Freedominthe World (described below)

2. Nations in Transit (civic, palitica, legd, and economic trends in former communist
countries)

3. Freedom of the press survey
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Freedom in the World rates 192 countries and related and disputed territories. Governments
per se are not rated, but rather the rights and freedoms enjoyed by individuals in each country.
While there are sme that disagree that a politica process should ever be quantified and that
comparisons across countries don’t make sensg, it is useful to understand broad trends towards
democracy around the world. Freedom is defined as the opportunity to freey engage in
fundamentd political aswell as socia, economic, and cultura activities independent of restrictive
controls of governmen.

The survey is divided into political rights and civil liberties. Pdlitical rights are defined as the
ability of the public to participate freely in the politica process, including theright of al adultsto
vote and compete for public office and for ected representatives to have a decisve vote on
public policies. Civil liberties include the freedom to develop views, inditutions, and persona
autonomy gpart from the state. There is a checklist of questions in which the raters assign raw
scores from zero to four per checklist item. The scores are totaled for a find quantitative score
(on a scale of 1-7, with 1 representing most free and 7 least free) for politica rights and civil
liberties separately.

Examples of questions under politica rights:
Are the voters able to endow their fredy eected representatives with real power?
Is there a Sgnificant opposition vote?
Isthere aredigtic possibility for the oppogition to increase its support or gain power through
elections?
Are the people free from domination by the military, foreign powers, totditarian parties,
religious hierarchies, economic oligarchies, or any other powerful group?

Examples of questions under civil liberties

- Isthere afree and independent media?
Is there freedom of assembly, demondration, and open public discusson?
Is there an independent judiciary?
Doestherule of law prevall in civil and crimind matters?

Freedom in the World’s criteria places more emphasis on behavior than on laws. In Nations
in Transit thereis an attempt to provide a comparative ook a countries to assst policymakers
and scholars. It is divided into a number of aress including political process, civil society;
independent media, governance and public adminigtration; congtitutiond, legidative and judicid
frameworks, privatization; macroeconomic policy; and microeconomic policy.

Freedom in the World averages dl of the scores so there aren’t different weights for particular
questions. Differences are reflected in the narrative. Nations in Trangit is more detailed and
tries to get a how the progress of reform happens within the countries; its scores are broken
into sub-areas 0 trends can be identified. The U.S. government has to think about the
importance of particular criteria to its ultimate ams.  Accountability to the population and
problems with freedom of associaion will ultimately impact on rule of law and corruption.
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Messuring performance will require continuous monitoring by non-governmenta entities to
avoid power struggles within bureaucracies from impacting evaluaions and ratings. The ultimate
judgment about countries has to be within the U.S. government, but the actud ratings should not
be distorted in the process.

In addition to rankings and quantifiable numbers there must be narratives to describe how the
quantifiable rankings are derived. The process is inherently subjective, but Freedom House and
its methodologies demondrate that when conducted correctly, an annud evauation of a
country’s performance according to defined criteria of democracy and human rights is both
possible and valuable. Assstance aoneis not going to accomplish the objectives, particularly in
the area of democracy. For the MCA to work best, it should be accompanied by continuous

policy didogue.

Richard Soudriette: This public meeting is a great opportunity to marshd the resources within
the NGO community to provide the kind of guidance that is necessary for the MCA to be
successful. USAID has been one of the leaders in helping to support democratization around
the globe. The Internationa Foundation for Election Systems (IFES) was established in 1987
with the support of USAID. It has worked in over 120 countries around the world, not just
supporting eections, but addressing the range of issues needed to promote democracy. While
elections are important, attention and resources aso need to be focused on helping to support
effective governance and the involvement of avibrant civil society.

In Indonesia, IFES is assgting civil society organizations in developing ther advocacy ills and
played a key role in the development of an Indonesian equivalent of C-SPAN. Asaresult, the
parliamentarians are making more of an effort to fulfil their responghilities. In Bosnia, IFES and
USAID helped locd governments connect with their citizens by producing guides to government
services and serving as a conduit to connect loca political leaders with their condtituents to
address fundamenta issues, such as infrastructure repair or ingdling hedth poss. In Serra
Leone voters recently went to the polls in an historic dection. It surpassed everybody’s
expectations in terms of the incredibly high voter turnout, the level of peace, and the attitudes of

the people.

IFES experience has shown that it is necessary to look at the relationships between eections,
rule of law, civil society, and governance. It is dso important to seek the views of people in
other countries. Governing justly requires a combination of factors: an independent judiciary, a
functioning system of rule of law, avibrant civil society, effective government, and a trangparent
and open dection process.

This effort will dso hdp to rase the awvareness of the American people in terms of the
importance of foreign assstance. Peoplein the U.S. don't dways recognize how much is spent
on foreign ad, and its impact. The efforts of everyone working together will be important in
getting this message across.
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Stephen Krasner: Something that must be confronted in developing criteria is the issue of
quantitative versus quditative assessment. The advantage of using quantitative criteriais public
avalability and trangparency, but the picture is not necessarily complete.  Quditative
assessments will inevitably be more opague.

Paticipant: How will women be encouraged and empowered to participate in
democr atization? Some countries have used a quota system for female candidates.

Ms. Windsor: It dependson the leve of detall in the criteria In Freedomin the World, there
is a specific question related to gender equdity and women are considered in terms of voter
participation. In Nations in Transit there are a number of sub-questions related to how
women are represented in the media and media associations, whether there are anti-
discrimination laws, as wdl as political participation figures for women. The quota system is
very controversa. Gender participation will take creetive programming and creetive diplomatic
efforts.

Mr. Soudriette: In many countries where women have been shut out of the traditiond politica
process, they have become actively involved and quite prominent in civil society organizations.
Often there is atendency to put women on the balot as a gesture, and list them at the bottom of
the balot. In Mexico the mgor palitica parties indituted a system that listed dternate mae and
femde candidates, resulting in more equa representation of men and women.

Participant: There is a need to identify effective criteria for change. Funds need to be
dlocated for effective and ongoing survey research. There is dso the issue of education and the
involvement of women, ethnic groups and other disadvantaged groups in government.
Education through the media and C-SPAN-type programs and other innovative means should
be explored.

Participant: Change cannot come from the top down only. Developing leadership in countries
through economic and civic associations is a bottom up gpproach. In the find andlyss, it isthe
grasroots that will make the difference.

Ms. Windsor: There is nothing in the Millennium Devdopment Gods about village
participation. MCA funds might be directed a making sure that countries have a certain level of
local participation, as well as better legd systems and dl the other criteria

Mr. Soudriette: There must be locd buy-in for programs to be sustaingble. Things don't
happen over night and there are no blueprints. One modd won't work everywhere. Training
and leadership development are crucidl.

Participant: Politica parties in many countries need to be reformed. Some issues How
democratic are politica parties? How inclusive are they of women and other minorities? What
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internal democracy structures do they have? How do they reach out to voters? How well do
they perform at eection time?

Participant: Allocation and resource criteria should be preceded by a clear statement of ethics
and mord vaues.

Participant: What are the criteria reated to governing justly that have been developed
dready?

Mr. Krasner: The Treasury Department has been looking at publicly avalable ligs and
measures, things like Freedom House tha measure ruling justly, investing in people, and
promoting economic freedom. The process is not any further dong than that. There is awide
range of views about every one of theissues. No decisons about criteria have been made.

Participant: The MCA could easly diminate dmost dl of the poor countries in the area of
ruling justly. Are there any poor countries that you could imagine would potentidly qualify?

Ms. Windsor: One of the reasons why countries are poor is that their governments are more
devoted to their sdf aggrandizement than taking care of their populations. But, there are a
number of countries in the “freg" category and in the top part of the “partly freg’ category that
could be consdered for the MCA. Madi might be a candidate.

Mr. Soudriette: There ae some places where civil society is leading the charge and there is
more going on a the grass roots leve than nationdly. Ghana, while not perfect by any means,
might be an example. It is problematic to say that the MCA will only work in countries thet
have outstanding nationd governments.

Mr. Krasner: The interagency working group is aware of tha issue and hasn't made any
decisons about what income level countries will be digible for the MCA. The studies do show
a correlation between dmost any criteriaand income levels, once a country reaches the $1200-
$1500 per capita range. The correlation is much wesker in poor countries, athough some
correlation does exist, especialy in the education and hedlth aress.

Participant: According to the World Bank report that takes into account political and
economic factors, one can only be confident about conclusions at the extremes. For the bulk of
countries it is difficult to make any firm conclusons. There is a need to look at criteria that
would exclude countries with particularly bad records, particularly in human rights. This
criterion should predominate.  Countries that are not on the negative list should be given an
opportunity to present proposas under a competitive system.

Participant: The best way that you can inform a subjective analys's is to incorporate both
quditative and quantitative data. The sysem should dso dlow for identifying emerging
opportunities.
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Participant: Nations in Trangit isthe best resource out there for trying to measure democratic
and economic progress and linking the two issues. 1t could be amodd for dl the regions.

Participant: Freedom House's Judicial Independence Guide establishes a basdine for
minima criteria for judicid independence in every region o the world. 1t should be considered
in this process.

Participant: There is time lag issue with data sources. By the time one gets the results from
these kinds of reports, the government with the strong performance may have been thrown out
of office. The power of an objective index isthe incentive that it provides.

Participant: Wha is the intended purpose of the criteria? Isit merely digibility or isit dso for
planning? Also, what structural safeguards can be put into place to keep the focus on governing
justly in the proposa process? Most leaders dready think they govern justly.

Mr. Krasner: Thiswill require more thought and input from this group and others.

Participant: A vibrant civil society isagood barometer of a hedthy democracy. However, the
question is not whether it exigts, but whet role is the government playing proactively in order to
bring it about? Is there a political and lega enabling environment?

Participant: The Internationd Center for Not for Profit Law looks a these questions.
Transparency is essential to good democratic governance, but it needs to be unpacked a bit.
Even in countries where there is a free press, the government is not dways a willing partner in
terms of sharing information with the public. Also, should devolving authority be one of the
criteria?

Mr. Soudriette: The issue of decentrdization is important. In some countries, the idea of
getting citizen input on hedlth, infrastructure, or education, is a rather novel idea. Thereis no
question that political parties play arole. The chdlenge now isto develop training for politica
parties to help them move away from persondity centered entities to indtitutions.

Ms. Windsor: Theratingsin Freedom in the World are available on December 31st. Many
countries schedule mgjor events at the end of the year, SO Sometimes an entire rating can change
a the lag minute. The issue is how to produce a timely product without sacrificing qudity.
Information can be posted to the web quicker than it can be published.

Freedom in the World is designed as a broad measure. Nations in Transit gets down to this
issue of digibility versus development planning. Its purpose was to track not only how countries
are doing in relation to a universd standard, but also to document progress aong the way.

Nations in Transit and Freedom in the World are helpful because one can see which
countries have changed over time.
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Decentrdization used to be included in Freedom in the World ratings. It was removed
because of objections that it was an American cultural imposition. There is a need to look at
different models rather than use what we fed most comfortable with.

Participant: It is important to use some of the MCA funds to improve governance in the
countries that qudify. They will need technicd assgtance to build capacity and to involve civil

sodidy.

Mr. Krasner: Thereisahope thet the criteria will be rdatively trangparent so they will serve
as an incentive to countries that don't initidly meet the criteria  However, if the criteria are too
aggregated, it may be difficult for countries to understand the process. How can the criteria be
used to provide asigna to countries that they will be rewarded if they change policies?

Ms. Windsor: The Nations in Transit format is more in line with those concerns. Freedom
in the World is a broad survey ingdrument. What is this group's thinking on whether the MCA
would redly be an incentive for governments that lack the politica will to change?

Participant: Another issueis. what happens in year two of the program? Is it a new set of
countries or afew extra added to the original set?

Mr. Krasner: Thisisyet to be decided.

Participant: What is the purpose of the criteria? Is it a badc digibility decison or isit an
andyticd tool? A huge amount of the $5 hillion could be spent smply assessng whether
countries are ready to go or not. If the need is to establish digihility, then one shouldn’t spend
time and money up front on massve andyses.

Participant: A two step gpproach would be best. The initia digibility process should be very
transparent and include negative aspects. The second step should get a the program level.
There is dso a need to build in an exit strategy. Countries could ggt funding for fixed-grant
cycles for specific projects; then there is a natura ending point.

Mr. Krasner: In this proposed two-step process, the proposals would be assessed by a U.S.
government group. |Is the NGO community comfortable with that? Would it be adequately
transparent? Would it provide adequate signas to the ineligible countries? How many countries
does the NGO community think should be included?

Participant: The broader the selection criteria are up front, the harder the competitive process
islater. But if it is narrow up front, the value of later competition will be undermined. Thisisa
difficult task. With regard to the NGO community's level of comfort with the selection process,
there should be technica review boards, made up of people outside of the U.S. government, to
make recommendations to the government agencies.
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Ms. Windsor: It isworth considering using the PRSP (Poverty Reduction Strategy Papers),
with whatever improvements are needed to make that process better, as a bass for criteria
Projects would adready be consstent with a broad development strategy and have recognition
within the wider donor community.

Mr. Krasner: How comfortable would the NGO community be if the MCA redlied on the
PRSP process? This might be something tha would relate to programming rather than
Selection.

Participant: The question is how does one measure commitment? One way to measure
commitment is looking a current government reforms.  Another consderation is quality of
proposals.

Participant: This is a question about the use of the money. What do one-shot injections of
large amounts of foreign aid do in aress like corruption, respect for human rights, and rule of
law? There are some things, like recongtruction after naturd disasters that lend themselves to
this type of intervention. Democracy and governance are long-term problems and don't lend
themsdves to these types of interventions. Once digibility is decided, could the MCA be
broken down into country accounts and drawn down according to the proposas that the
country presentsto the U.S.?

Participant: How should the NGO community provide input into this process in the coming
weeks and months?

Mr. Krasner: A follow-up sesson would be good. InterAction has aready written avery
helpful paper. One approach is to contact USAID and they can direct comments to the
gopropriate working group. The proposd must go to Congress in the fal. The criteria are
being addressed firgt. Then the use of funds and other issues will be considered.

Participant: Has the Presdent thought of convening a high-level group of development experts
to advise his program?

Mr. Krasner: It isan interesting suggestion that should be considered.
Participant: To what extent and when will there be some input from devel oping countries?

Mr. Krasner: Sooner rather than later isthe plan.

Ms. Windsor: Freedom Houseis very willing to host further diaogues around these issues.
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ACVFA Public Meeting, Wednesday, May 22, 2002

Break-Out Group on Issues Relating to Investing in Human Capital

Moderator: Barbara Turner, Senior Deputy Assistant Administrator, Bureau for
Policy and Program Coordination, USAID

Speakers: Nancy Birdsall, President, Center for Global Development
Gene Sperling, Director, Forum on Universal Education, Brookings
Institution

Barbara Turner: The Millennium Challenge Account presents the U.S. government and the
development community with a unique opportunity to think about how best to set up the Fund
before having to present it to Congress. There is time to get input from a variety of partnersin
the process. This public meeting kicks off the didogue with the private and non-profit
development community. Mestings have been started with developing countries and some
donor countries through World Bank meetings. The MCA will bring new resources to
development that will add to and strengthen traditiona programs.

There is a window of opportunity to reshape the thinking around development. Socia sector
issues do not aways get to the top of the development agenda. The President included socid
sector issues in the MCA, both in terms of digibility to receive funds and in terms of delivering
assistance.

Discussion

Participant: The Adminigration views this as the beginning of a didogue, but most
development professonds have been taking about sdection criteria for ad programs for
decades. |s there a sense within the Adminigration of which or how many countries will be
eigible? Isthere an effort to look at past exercises in establishing criteria and how those could
feed into this process?

Ms. Turner: One of the first steps has been to identify groups that aready have indicators,
groups such as Trangparency International and the World Bank. There are dmost no socid

indicators that cover dl countries. It isdifficult to find a comprehensve st of indicators. Within
USAID, the Development Fund for Africa has its own indicators. From past experience, one
could easly come up with a ligt of likely candidates for the MCA. Quite often aid dlocations
have been made on the basis of politica decisons. This process proposes to make decisions
based on what is hgppening in country. Experience shows that the best investment isfinding the
countries that are moving in the right direction and hel ping them dong in the process.

Participant: What agency is leading the agenda and how are coordination and consensus
building taking place?
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Ms. Turner: The White House is going to be in charge. USAID will be advisng the White
House on the find sdection. It is a very interactive process. There are five working groups
headed by different agencies:

Legiddive -- Office of Management and Budget

Selection Criteria-- Treasury Department

Modalities and Operations -- USAID

Outreach -- State Department, with subgroup at USAID

5. PRilot Project -- State Department

There are no written reports from the committees yet, but the process has been very interactive
and fairly transparen.

A wbdpE

Nancy Birdsall, President, Center for Global Development (CGD):

Noting that discussions of selection criteriainevitably overlap with thinking about the aid ddlivery
mechanism, Ms. Birdsall suggested that the MCA provides an important opportunity to think
about the whole question of how to improve the effectiveness of development aid overdl.
Regarding the drategy for the MCA, dtaff at the CGD have laid out seven generd principles,
some of which are smilar to those developed by other groups, including InterAction:

1. Insulate the MCA from palitical pressures. Think of the MCA as an experiment in finding
the most effective way of delivering ad and use it only for development purposes.

2. Focus on drengthening nationa inditutions.  Support good, honest governments committed
to the right kinds of policies. Idedly, MCA funded programs would be endorsed by and
channeled through governments. They should be under the umbrella of government, as part
of a naiond drategy, even if NGOs implement the programs on the ground. Eligibility
criteria should be smple and transparent. This would permit Congress and the U.S. public,
aswell as people in developing countries to monitor and understand the program.

3. Build in an easy exit mechanism for donors. It is easy to decide when to start a program in
acountry, but it is difficult to determine when to exit.

4. Foder recipient country ownership. Country based programs, such as the World Bank
Poverty Reduction Strategy Paper (PRSP) approach would be mngstent with recipient
country ownership.

5. Encourage competition. Though digibility should be smple and transparent, selection of
country programs should be competitive and based on an gpplication process. This
promotes ownership of programs. Governments can include their own progress
benchmarks in their proposals. Successful programs can have continuity, but there would
be afixed term for exiting. This could dso lay the groundwork for a competition gpproach
among U.S. agencies and donors.

6. Ings on full public disclosure. All documents should be made publicly avalladle, dlowing dl
parties to have access to information to monitor accountability.

7. Complement existing frameworks. Build on the Millennium Development Gods, the PRSP
process, the New Partnership for African Development, etc.
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To operationdize these principles, the CGD suggests a two- step process.

1. Determine basic eligibility each year. The MCA should be aimed at the world' s poorest
countries and the three areas Presdent Bush identified — ruling judtly, investing in people, and
economic freedom. With regard to ruling justly, countries might be excluded for inadequate
press freedom, government budgets that are not avalable to the public, jaling of politica
opposition leaders, etc. Regarding economic freedom, countries might be excluded for officia
violations of property rights and inability to enforce contracts, etc. For investing in people,
countries would be excluded for failure to spend some specific amount of government revenues
on basc hedth and education, or for falure to increase spending to the minimum target. This
basic digibility should be seen as a minimum below which countries would not be digible.

2. Sdect countries based on proposals. In this competitive pocess, a technical advisory
board or boards would rank proposds from digible countries. The proposas could be for
budget support for the entire PRSP, or for specific initiatives in education, judicid reform, or
other areas. Thisranking would be submitted to the appropriate U.S. agency.

The World Bank paper, Achieving Education for All by 2015 sets a critica benchmark,
primary school completion rate. It looks at the countries that have a high primary completion
rate and examines the characterigtics of thelr sysems. These inputs or standards are ussful for
countries proposing new programs. They can propose specific interventions to address these
sandards. For example, they include standards like the percent of GDP spent on education,
teacher to student ratio, and average teacher sdlary to GDP ratio. Gender is not included, but it
could easlly fit. Thisis an example of what could be done in hedth and other sectors. To the
extent that USAID and other agencies use and extend the information in this paper, the MCA
would be off to agood dtart.

Gene Sperling, Director, Forum on Universal Education, Brookings I ngtitution:

The U.S. government spends as much on education in the entire world as it codts to build
thirteen U.S. high schools. Everybody likes the phrase “Global Compact.” It is essentidly a
contract. Donor countries give aid, but they have expectations about how it should be used.
Developing countries want the aid, but they do not want to be micro-managed and they want to
retain thelr sovereignty. Thisis the fundamenta tension that must be managed.

On debt relief there is a very clear understanding among heads of states about what needs to
done in order to receive assistance. In education there isn't that level of certainty at this point.
Focusing on primary education is along-term approach. Education ministers don’t have alot of
political pull. There needs to be a strong globa contract to ingpire world leaders to make
educationd reforms.

One must recognize the recurrent cogts in education. The focus on completion rates is dso
extremdy important. The World Bank analyss concluded that thirty-two countries were off-
track to make universa primary education by 2015 when enrollment was the focus. When the
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focus shifted to primary completion, eighty-eight countries were off-track. Twenty-nine of those
countries will not make it unless they have enrollment and completion growth at a rate never
before seen in the history of theworld. That is quite achalenge. Completion isaso a proxy for
qudity. Parents have to decideit's worth the time and money to send their children to school.

In looking for accountability and performance, one must be careful about imposing a “one size
fitsdl” gandard. It isT't even clear what worksin the United States. The question is“What is
reasonable education policy for this particular country?” There has to be a degree of flexibility
and judgment.

The gtrict accountability needs to come on the budget and the transparency side. |s the money
going exactly where it is supposed to go? There must be budget trangparency and specificity a
alevd that does not exist in many countries today .

Developing countries need to have a great certainty that particular actions will receive a specific
amount of support. One drategy is to have an overdl globa educeation initiative with a peer
advisory review that includes developing country expertss. Money would go out in a
coordinated, agreed upon manner. The challenge is to create a program with a Sgnificant
degree of certainty that actions will bring support and a certain degree of coordination without
cregting awhole new bureaucracy.

There are two possibilities for the MCA. One version is that MCA funds go to countries that
meet a ligt of gecific performance-based criteria -- an “dl or nothing” approach. The other
verson would be more flexible. 1t would keep the Presdent’s vison and the Millennium
Development Gods a the heart, but there would be room for flexibility and judgement. The
second gpproach ismore redistic. Nobody is greet a everything.

The MCA should be designed to assist countries that meet performance requirements in major
aress. A country that has an inspired and mgor HIVV/AIDS prevention strategy or universa
primary education strategy (e.g., Ethiopia) should not be denied because it doesn't meet along
list of criteria If it can't demongrate where the funds are being spent, it should be denied.
There is an opportunity right now to tighten the globa contract for universa education and
inspire other countries to go forward in this effort.

Ms. Turner:
Thisisagood opportunity for USAID to look &t its other development assistance programs and
possbly target those funds in a different way.

Participant: It isimportant that the MCA both reward and encourage countries. Criteria-based
systems are difficult to implement and don’'t necessarily reflect redity. The criteria should be
used to influence decisions, rather than to make decisons. Criteria could be used to identify the
steps that countries need to take in order to achieve the three MCA objectives. Criteria could
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a0 be usad to influence modality decisons. Countries that have made a certain amount of
progress may be ready for sector assistance, rather than particular project assistance.

Participant: With regard to channding everything through governments, what will this mean for
peopleliving in falled Sates?

Ms. Birdsall: Thisis a particular gpproach to development. It is not for everyone, and not for
faled sates. The MCA program should go through the government, dthough the government
might then channd the money through trust funds or other mechanisms. USAID's traditiond
development assistance would il be available for conflict countries and states that don't meet
the MCA criteria.

Participant: The ACVFA Results Committee came up with an ingght about indictors and
criteria. In sectors where the problems are understood, quantitative indicators are very
appropriate. In other areas, such as good governance or democracy, qualitative indicators are
the best that is available. Environment is probably somewhere in the middle. How will the
MCA address those sectors where it may not be possible to reach agreement on quantitative
indicators?

Ms. Birdsall: .Any system for the MCA should be one that will make changes. There are 60
or 70 IDA digible countries. If the firs MCA selection process produces 40 eligible countries,
then the U.S. government will need to tighten the requirements for the following yeer.

Mr. Sperling:

One can think about this process on three levels.

1. Nonfunctiond governments in which NGOs have made progressin education. These would
not beincluded in the MCA under the current thinking.

2. Governments that meet a etan minima levd of criteria could be digible for ambitious
sector level projects

3. Governments that meet dl the criteria and would be recipients of widespread aid

Participant: One group missing from this discusson is congressond gaff. Whileit isill early,
involvement with staffers should begin before the concept is totaly worked out.  Another group
not represented at this meeting is the overseas daff that may view the criteria from a different
perspective. What are the plansfor including these perspectives?

Ms. Turner: Congressman Kolbe was scheduled to attend this meeting, but was unable to.

There have been discussons with the mgor congressona committees. People fed that the
timing isright for an increase in funding, but what it will look like has not been decided. Thereis
a heavy emphags from the White House on making it a field-oriented program, jointly planned
and managed with the hogst countries. There is an effort to have an aggressve outreach plan to
the field and host countries.
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Mr. Sperling: There is a dramatic underestimation of the bilateral versus coordination issue.
The U.S. government giving the “sed of approva” to these countries may create some
unintended problems. There will be cases where aid doesn't work. There will be tremendous
political pressures. Experience may show that coordination with other donors is better than a
totaly bilatera approach.

Participant: The U.S. should implement the MCA under the Education for All (EFA)
framework, which is dready widely accepted. Concentrating on narrow criteria such as
primary education as being the equivaent of “education for dl” ignores other EFA objectives
including early childhood education, adult continuing education, HIV/AIDS awareness, and
others. The EFA should be accepted as the proxy for digibility criteria and then overlad with
other analyses that address variables connected to MCA objectives, including transparency,
program qudity, and inditutiondization. Secondary education, continuing education, even
higher education cannot be left out of the equation if there is going to be a serious policy
diaogue with the countries that are aready beginning to work towards the EFA gods.

Participant: There is a need to look at “education” for al, rot “schooling” for dl. Huge
numbers of kids who do finish primary school are not entering secondary school. There are
other dternatives including non-formd or informa education modes that can prepare kids for
successful entry and performance in civil society. Focus on school measures forces
governments to think only in terms of forma schooling.

Mr. Sperling: The World Bank proposd looks to UNESCO for formulating their policies.
There must be a certainty of finance. If there is no donor commitment to funding, there won't
be a commitment from countries to make reforms. As more money is put forward there will be
dramaticaly more scrutiny, aswell as people involved at higher politica levels.

The god of universd primary education is not the only means to the god, but now there are 88
countries that are not on track for universa primary education. Alternative education is not
inconggtent with this, but there is a need to identify criteria and develop a globa commitment to
finanang.

Ms. Turner: Traditionaly, education has not been atop priority for development funding. The
EFA has helped to devate the importance of education. When countries are sdlected, those
that have an EFA plan should receive funding. The EFA framework looks at civil society, not
just government plans.

Mr. Sperling: If the U.S. makes clear that it supports the EFA plan, it would reinforce the
globa effort for universal education. U.S. actions can be an important incentive for countries to
move their plans forward.

Participant: Thereisaneed to distinguish between micro and macro level indicators. Selection
criteria should be based on micro indicators. Performance evauations a couple years down the
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line should be based on macro indicators. Another importart criterion for selectivity is whether
acountry is putting resources into collecting data on development.

Participant: How is the American public going to be reached with a new message about
development? It hasn't happened very effectively up to this point.

Participant: Trade, ad, palitics are interconnected. The message to the American public has
to be that the developed world has arole in the lack of progress of developing countries. This
adso has implications for the criteria Regarding educetion criteria, perhaps they should be
broad, to include things like non-forma youth programs and leedership training, which are very
important for development and should be congdered in the education discussons.

Mr. Sperling: The MCA program should have the flexibility to work with countries on specific
issue aress, like education, independently of whether or not they have met dl of the other
criteria

On public education, the development community could pool money and do more generd
development education, not focused on specific organizations (Smilar to the dairy industry
advertisements). Prior to this time, congressond representatives didn't talk about foreign
assstance to their congtituencies because they were afraid of being attacked. Since President
Bush has spoken out, Members of Congress will be more willing to talk about these issues.

Ms. Turner: Generaly, people are more open to foreign issues since Sept 11".  Americans
are not going to be influenced by USAID officids getting on television and talking about foreign
assgance. It is going to happen through PVO citizen participation programs thet let people
know what can be done in a positive way. This is a tough question, and one that the MCA
probably isn't going to solve.

Participant: What isthe time frame for developing the MCA?

Ms. Turner: USAID submits a budget to the Office of Management and Budget in the fall,
which is then debated by the White House and others. The President presents his budget in
January. Then, the Congress will sart asking alot of questions. Certainly by fal many of these
questions will have to be answered. There gill has to be some flexibility and there will be some
unanswered questions. By fal there will have to be a package that stands on its own, makes
sense, and has the key questions answered.
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ACVFA Public Meeting, Wednesday, May 22, 2002
Break-Out Group on Issues Relating to Economic Freedom

Moderator: David Cowles, Acting Deputy Assistant Administrator, Bureau for
Economic Growth, Agriculture and Trade, USAID

Speakers: Tessie San Martin, Partner, PricewaterhouseCoopers Consulting
Rachid Benjelloun, Principal Associate, Nathan Associates, Inc.
Thomas Gibson, President, The Institute for SME Finance

David Cowles:
The Millennum Chdlenge Account (MCA) chalenges developing countries to take shared
respongbility for their future. It also chalenges development professonds to show results.

Tessie San Martin:

Thisis afascinating and chalenging time to be in the development business. How should these
additiona dgnificant monies be channdled to achieve development successes? Economic
freedom can be defined an a variety of ways-- economic growth, growth in entrepreneurship,
etc. What exactly does this mean in an era of globdization?

Globdlization means more choices and more opportunities than ever before. Economic freedom
means enterprise growth to create jobs, increase incomes and pull people out of poverty. The
access to markets, ideas, capita, and other resources that entrepreneurs have now is
unprecedented. The chalenge is to help countries leverage these opportunities to the maximum
extent possble. Winners and losers in globaization is ared issue. The process of economic
growth must be asinclusive as possible.

There are certain pre-conditions that need to be in place for economic growth, including macro
economic Sability, prudent fiscd management, responsible public finance, and stable monetary
policies. There are countries that have made dl the right choices for macro economic stability,
but the desired supply response does not not follow.

One must consider both macro and micro leve issues. How can the MCA reward not just the
outcome, but the process through which stakeholders are engaged in the didogue about
economic reforms?  Inditutions that have inclusve, participatory processes yield more
sugtainable outcomes. The people side of the equation should not be forgotten; indtitutions and
policies are made by people. Process matters for long-term stability. Inclusvenessisimportant
-- how it is rewarded, what types of programs go with it, and how to engage local stakeholders
and enhance the economic foundations of competitiveness in a way that will yidd inclusve
outcomes.
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This is about changing the way governments think and operate through retooling and kills
development. In Africa, due to the HIV/AIDS pandemic, there are shortages of experienced
people and it is necessary to prepare awhole new generation of civil servants.

Participant: How can one develop the trust necessary for transactiond activities?

Ms. San Martin: A lot of work has been done in terms of indtitutiond development over the
last few years. It takestime and must be built on processes that encourage information sharing.
It isimportant to build some smal successes as afoundation.

Participant: El Sdvador gets $1.9 million in remittances which go directly to families and
communities. It isasmal country with very poor inditutions. How can the people be engaged
to change the ingtitutions when the government is not interested in making reforms?

Ms. San Martin: Shedding some light on the possihilities can be a successful way of getting
bottlenecks didodged.

Participant: Please address the issue of enterprise reform.

Ms. San Martin: If enterprises are competitive they will gow and create jobs. That will be
good for everybody. Enterprise development involves working with the dite. How do they
view socid respongbility and what type of invesments and commitments are they ready, willing
and able to make?

Mr. Cowles. Ms. San Matin identified severd points to consder in the deveopment of
criteria

1. Theimportance of stakeholder participation

2. Theimportance of the micro economic environment

3. Therdationship of trade and country Size

Rachid Benjdloun:

The following andysis is based on two publications on economic freedom from the Cato
Ingtitute and the Heritage Foundation/Wall Street Journd (HF/WSJ) The HF/WSJ defines
economic freedom as the absence of government coercion or condraint on production,
digtribution and consumption of goods and services beyond the extent necessary for citizens to
protect and maintain liberty itsdf. The HFWSJ definition centers around government
intervention or the lack thereof. The Cato Ingtitute has a Smilar definition, but it is certered on
the concept of freedom itself on a persond basis. It says that the core ingredients of economic
freedom are persona choice, protection of private property and freedom of exhange. Thereis
a grong correlaion between economic freedom and income and growth, corruption, human
development, poverty, and life expectancy.
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HF/WSJ s Economic Freedom index, which covers 161 countries, is focused on the extent of
government intervention in the economy. The ten equaly weighted components are trade
policy, fiscd burden of government, government intervention in the economy, monetary policy,
capitd flows and foreign investment, banking and finance, wages and prices, property rights,
regulation, and black market. Both organizations try to make the indices as objective as possible
and use quantifiable data to the extent possible.

The Cato Indtitute index, which covers 123 countries, has seven areas and 21 components,
each of which has its own assgned weight. It uses a Satistical method, a principad component
andysis for looking at the variance of each one of the components and how it affects the
dependent variable. The Cato Indtitute’s index focuses on persona choice, protection of
private property and freedom of exchange. The seven areas the Cato Insitute looks at are Size
of government, economic structure and the use of markets, monetary policy and price sability,
freedom to use aternative currencies, lega structure and security of private ownership, freedom
to trade with foreigners, and freedom of exchange in capitd markets.

The top ten countries from both indices are about the same, but there are some big differences
on other countries. Both indices get their data from smilar sources. Differences result from the
timing of the caculaions and assigned weights.

In the more comprehensve Economic Freedom of the World index of the Cato Inditute,
countries that are fundamentally strong in their economy and ingtitutions have a higher ranking.
Countries like Argentinaand Bolivia actualy decline in the ranking.

Things can happen to economies that cannot necessarily be controlled by internd policies. For
example, the World Bank and other donors would like to see Egypt devaue its currency to
develop its export potentia. However, many people are afrad that the result of devauation
would be massve inflation. Many countries don't have as much control over trade policy as
they would like, particularly in setting tariffs. If they raise tariffs the World Bank and the
International Monetary Fund might take away funding. The target of these indicesis the impact
on busness, but are the indices equipped to handle the economic policy impact on hedth,
poverty, gender, and other issues?

The time lag issue must be congdered. The government that indituted the reforms may no
longer bein power by the time the economic indices are published.

Generdly, there is resstance to things that seem to be imposed, rather than participatory in
nature. There is a need for a customized solution to measure economic freedom. There are
many variables to congder including data subjectivity, avallability, and credibility.

Suggedtions.
Establish an expert pand to assess economic freedom progress on a case-by-case basis.
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Egtablish nationd commissions to regularly measure economic reform progress againg their
own targets. There are Nationd Competitive Councils (involving private sector,
government, and civil society leaders) in some countries. They could be involved in setting
targets, conducting measurements and managing funds.

Use some of the PRSP processes, rather than creating something totally new.
Eligible countries should lead the reform process. There is no subgtitute for ownership.

Technicd assistance will be needed for sequencing and analyzing policy impact. Countries
want the United States to show them why particular policy reforms are good for them.

Process Recommendations:

1. USAID could help set up and strengthen local reformminded groups that are interested and
digible for the MCA.

2. Set adeadline each year for these local groups to make presentations to a U.S. team and

submit proposds and timelines for intended reforms.

If the proposal is accepted, set some monetary benchmarks.

Offer technical assstance to measure the potentia impact of reform and help locd groups

build consensus for reform.

5. Present the results againgt the benchmarks to the same panel. The team should propose
how the money should be used and accounted for.

> w

Mr. Cowles. Relying on avariety of data sources may have some mitigating effect on the extent
to which countries can manipulate the data to their own advantage. Although there is a great
ded of overlgp between the indices, there are some significant differences in ranking. What is
the implication of thisfor the selection criteria?

Ms. San Martin: It makes sense to think about distribution of income, outcomes, and benefits.
This has to be part of the equation.

Thomas Gibson:

One of the problems in foreign assstance is that programs are designed to support the exiging
structures. Poverty dleviation programs tend to focus on people in the bottom Strata of society.
Other ad programs focus on the upper strata of society with reforms in infrastiructure, financia
indtitutions, and so forth. To redly encourage economic growth, the focus needs to be on the
middle class.

Societies with larger middle classes are more economically and politicaly stable. The smdler
the middle dass, the more poverty and ingtability. Building the middle class will cause good
development to happen throughout society. Middle class people are innovative. They build
civil society and press the government to reform through legad and organizationd means. They
produce doctors, lawyers, scientists, writers and teachers. Terrorigt activities, overthrowing
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governments, drug trafficking, and sending money off to foreign countries is not typicd of the
middle class.

Smdl and medium enterprises (SMES) are most common in the middle class SME
entrepreneurs want freedom from ingability. They would like to be able to bet on something
and know that sx months later the conditions for that bet are dill there. They aso want
freedom from unfair competition from the dite, freedom from a disproportionate tax burden,
and freedom from excessve “geps’ in regidration, permits, and licenses.  Short-term high
interest rates and highly collaterd is another burden. The SME sector in the middle class is
tapped out on cash and collateral. In order to expand the SME sector there must be new

money.

Measurements of success in building the middle classinclude growth in the following aress:
Number of forma independent SMIES
Sdes and employment of SVMIEs
Corporate income tax payments
Bank financing of SMEs
Locd private and inditutiona investment

One of the mogt important aspects to examine is the leve of growth in locd private and
inditutiona invesment. There should be a public-private partnership for SME risk capitd.
Non-collatera based financing is criticd. SMEs need to be financed on the basis of potentid,
rather than current wedth. This means risk capitd funds and nontbank indtitutions. Locd
governments must finance SMEs without interfering or controlling their development. Loca
private and ingtitutiona capital must be attracted. Trust must be built. As long as the
government and the private sector don't trust each other, there is limited potentia to move
forward.

The U.S. Smdl Business Investment Company (SBIC), which has been in operation for 50
years a the Small Business Adminigration, is redly what starts venture capitd inthe U.S. The
government brings money to the table where it hasn't been investing before, to attract equity
investors who will then receive a greeter return on their investments. The government must step
back and rdinquish control of the process. This is being tried now in some developing
countries.  The government makes the lower cost loan to the SME fund, and loca investors
invest equity in the SME fund. The control comes from the loca investors, private sector and
the local fund managers. It only works if the SVIEs are growing and thereisahigh leved of trudt.

This modd is being tried in Namibia with a partnership between USAID and the Centrd Bank
of Namibia Namibia has the smdlest proportiond middle class of any country on earth.
Similar programs are being darted in Rwanda, Pekistan, Mozambique, and other African
countries.




Breakout Discussion Group 3

It isimportant to determine a the outset if a government is redly committed to supporting SVIES
and growing the middle class. Unlessthisisthe case, the mistakes of the past will be repeated.

Participant: Helping businesses increases incomes and grows the middle class. That in turn
crestes the resources for better education, health care, and other important socia programs.

Participant: There is a big difference between corrdation and causation. Proving causation is
extremdy difficult. The high inflation countries are those that have problems, so that inflation is
not a measure of the state of policy, it's actualy the outcome. Thaose sorts of problems are deep
and pervasive.

There is empirical evidence that labor market freedom works for economic growth and
economic governance. Labor market freedom should be part of an MCA measure of economic
freedom.

Participant: Is there a consensus among economists about the nature of the relationship
between individua income tax rates and rate of growth of the economy as awhole?

Mr. Benjdloun: | don't know whether the Cato Ingtitute and the HF/WSJ indices can show a
correlation or acause and effect relationship.

Participant: A lot of these studies show correlation, but not causation. A new United Nations
Development Program report shows that in many countries where there has been macro
economic growth, there has adso been a rise in inequdity between the wedthy and the poor.
The poor have actudly been getting poorer. A Food and Agriculture Organization study of
Sxteen countries that opened their economies found that those countries now have greater food
insecurity.

In terms of the criteria, it's important to ensure a gender component in the economic criteria
Studies have shown that investing in women increases the investment in the next generation.
Women are more likely to invest in education and hedthcare for their children.

There is dso a need to cdculate the impact of the informa sector. Many jobs, particularly
women'’s jobs such as sdling food at the market, are not accounted for in the forma sector.
Findly, criteria should make the link between macro and micro economic indicators.

Participant: USAID has been criticized for having discrete and sometimes artificia sectors that
do not reflect red life. Clearly there are some themes and issues that impinge on each other in
the Presdent's three areas. There needs to be some thinking about that in the elaboration of
criteriaand indicators. Because the issue of corruption is so important across the board, what is
the state of the art in measuring corruption in arigorous way?
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Mr. Gibson: Programs at the field level often address issues in a more cross-cutting manner
than people in Washington, DC, but this issue should be addressed in the criteria devel opment
process.

Participant: The U.S. government is going to face a big problem when it seeks to convert
some of the continuous variables into a binary yes/no decison. It will be difficult to find a
conceptud badis for any given cut-off point. Also, by virtue of having alot of indicators on the
table and inviting people to add more, the impression is given that this will be a comprenensive
measure.

Any choice of indicators is subjective. The question of objectivity should be discarded. There
is a need for clearly defined indicators and consistent, transparent processes. What would
serve the MCA bedt is to think of the digibility criteria as minimum thresholds. The extent to
which afew yes/no variables can be identified, the clearer and more transparent the process will
be. Thisisnot an effort to be comprehensive. The variables should be chosen because they are
sentingl and important. The second stage of competition could follow.

Mr. Cowles: How does one determine that the necessary policy framework is in place to
deliver effective assstance? In the early days of the MCA, when the program itsdf is fighting
for vaidity, it should err on the sSde of limiting assstance to countries in which there is a high
confidence of success.

Participant: Indices are highly controversd and complex. The criteria could be determined on
acountry by country basis. Each country could have five to ten indicators that the loca mission
director helps to develop. The country should be judged on ther progress in meeting those
locally rdevant indicators.

Mr. Cowles: There are some problems with this gpproach, but the point is taken that objective
criteriaare saverdy limited. Knowledge of what is happening on the ground is important.

Participant: An expert pand could become very political. It adds room for specid interests
and lobbying, as does the case by case gpproach. Within a smple framework of digibility
criteria, it would be useful to have some kind of a scaling to measure variables over time.

Participant: Four out of every five development dollars come from the private sector. The
private sector is making decisions continuoudy about where to put their money. Theres a
whole dew of quditaive and quantitative indicators availadble. There are many concrete
suggestions and solid foundations that this community uses on adaily basisthat could be applied
to economic freedom.

Participant: There is an interna contradiction in the MCA between the god of reaching the
poorest and the principle that aid is most effective when the proper policy framework is in
place. That iswhy it's so hard to figure out how to sdect countries. The Heritage Foundation
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index shows that economic freedom is negatively correlated with poverty. Using that index, the
poorest countries would be excluded. There is a difference between the digibility criteria and
resultsindicators. The criteria could identify the poorest nations, but the results indicators could
involve the policy framework.

Mr. Cowles: There is Hill a development program for countries that are not MCA €dligible,
which might include many of the poorest countries.

Participant: The binary nature of discusson is a concern. What would work best is a matrix
that sets out the essential developmenta objectives, essentia program responses, and the
attributes of those responses thet make them effective or ineffective in each Stuation.

Participant: A lot of the options presented were relatively devoid of local voices and how
economic freedom affects them. Trade regulations, stocks, bonds, and income taxes are
irrdlevant to the urd poor. There is a need to collect data and develop indicators that might
gpproach what the rurd poor are deding with economicaly. The mechanisms are not in place
for involving local peoplein this process.

Participant: The focus of the MCA is poverty reduction. A priority should be determining
whether the policy environment in a country is reaching out to the rurd poor and the informa
sector.  Supporting business means nothing if the program is not aso addressng the needs of
the poorest people.

Participant: Significant, susainable economic growth does not happen without eectricity.
Privatization over recent years has left the rurd poor in the dark because there is no incentive to
bring dectricity to rurd areas. Most donors over the last decade have quit doing infrastructure
projects. The MCA should look a some of the problems in funding infrastructure. The first
and the primary beneficiaries of dectricity are women and children in homes and schoals.

Participant: Making investments in rura infrastructure is one of the best ways to dleviate rurd
poverty. Then the question is how condder existing infrastructure in the criteria  Infrastructure
typicaly isalarge-scae investment that might be appropriate for the MCA.

Participant: The MCA could be exhausted through building infrastructure. It could be use to
attract private capita investment.

Participant: It is necessary to identify countries in which the policy environment is changing
sufficiently to build on, but things are not so successful that the MCA is not redlly needed.

Participant: Poverty should be the first digibility criteria. The group of poor countries may be
the IDA or IDA-blend, or other countries. Other criteria come into the picture after that group
isidentified.
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Mr. Cowles; Should the MCA consder middle income countries?

Participant: There are middle-income countries with very large pockets of poverty that
perhaps should be eigible. There is a need to define a cut-off point, while ensuring that the
processis transparent.

Participant: If the language is poverty-oriented, there has to be an agreement about overdl
purposes. The indicators presented are redly more significant for advanced development than
basic devdopment. Regarding best practices, there is alot of knowledge documented about
certain elements related to gender or education. These have to be added to the formula
Maybe there needs to be afew different experimentsto identify the best indicators.

Mr. Cowles. Thereis consensusthat poverty is the important issue that needs to be addressed.
If there is some measurement of results within a five to tenyear time frame, that would be
condstent with the Millennium Development Gods

Participant: Could aset of needed reforms be developed for each participating country?

Mr. Cowles. One of the speskers in the morning sesson suggested that after a country is
selected for the MCA aligt of reforms should be developed in a participatory process. This
would be a compact under which the MCA would provide the funds and the country would
undertake certain reforms.

Mr. Gibson: Policy reforms do not tell the whole story. There must be quantitetive, objective
criteria There are dl kinds of hidden messurements that will tell whether or not reforms are
actualy working. For example, in measuring corruption, one could look at whether or not there
is a working limited liability company law. There are hidden indicators like that in dl fields.

There is a need to be cleverer aout the objective criteria because broad macro economic
criteria can eadly be manipulated to tell the wrong story.

Participant: Countries should set their own targets for the indicators. Success or progress
should be judged againgt those targets. Funds could increase or decrease depending on
performance.

Participant: Good policy reforms and legal redress need to extend to the poor, not just to the
small entrepreneur.

Mr. Benjdloun: There is a need to form a reform-minded group with participation from

NGOs, PVOs, and donors. This group should be involved in setting and measuring targets, and
eventualy maybe helping to direct thefunds. Again, infrastructure iskey. Poverty reduction has
to figurein the criteria. It isthe program god.
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Mr. Gibson: The MCA should start with the poorest countries. There is a need to identify
indicators that measure intent, and then work with countries that score highest on that scae.
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