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l. INTRODUCTION AND OVERVIEW

The Millennium Challenge Corporation (MCC) is about to conduct its eighth round of country eligibility
selection. These decisions will take place amid recent changes in the U.S. global development and MCC
landscape. The Obama administration released a new global development policy built around many
central tenets of the MCC, including selectivity, country ownership, and a focus on economic growth as
the way to reduce poverty.? For the first time in its history, some MCC compacts have come to their five-
year completion, prompting renewed emphasis on innovation and results. Second compacts will comprise
a significant portion of the MCC compact pipeline. The MCC has revamped its threshold program and is
seeking legislative changes for longer and concurrent compacts and new income category definitions.®

The MCC board of directors will meet on December 15, 2010, to select candidate countries as eligible to
apply for compact and threshold assistance from the FY2011 pool of funds. The first two of three
congressionally mandated MCC reports define the parameters for the selection process:
1.) The Report on Countries that are Candidates for Millennium Challenge Account Eligibility for
Fiscal Year 2011 and Countries that would be Candidates but for Legal Prohibitions (released
August 2010). This report outlines the low income country (LIC) and lower middle income
country (LMIC) groups and specifies which countries are prohibited from receiving MCC funds
due to statutory reasons.*
2.) The Report on the Criteria and Methodology for Determining the Eligibility of Candidate
Countries for Millennium Challenge Account Assistance for Fiscal Year 2011 (released

! Casey Dunning is a CGD program and research assistant; Owen McCarthy is a CGD research assistant; and Sarah
Jane Staats is CGD’s director of policy outreach. The Center for Global Development is grateful for contributions
from the William and Flora Hewlett Foundation in support of this work.

> See the Obama administration’s Fact Sheet: U.S. Global Development Policy, www.whitehouse.gov/the-press-
office/2010/09/22/fact-sheet-us-global-development-policy.

* For a full explanation of the new income definition proposal, see From Challenge to Opportunity: A Proposal to
Adjust the MICC’s Candidacy Selection Method, http://www.cgdev.org/content/publications/detail/1424063.

* MCC'’s Candidate Country Report can be accessed at www.mcc.gov/documents/reports/report-2010001036301-
candidate-country-report.pdf. See Tables 2 and 4 for complete LIC and LMIC lists.
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September 2010) highlights how the MCC board of directors will measure and evaluate the policy
performance of candidate countries.” This report defines three criteria that guide the board’s
selection decisions: 1) a country’s overall performance on the 17 indicators in the Ruling Justly,
Encouraging Economic Freedom, and Investing in People policy categories;® 2) the MCC’s
opportunity to reduce poverty and generate economic growth in a country; and 3) the availability
of funds to the MCC.

3.) After the MCC board makes its selection decisions, the MCC will release the FY2011 eligible
country report with a complete list of the countries determined to be eligible and justification for
these selections. This report marks the conclusion of the annual MCC selection process.

This analysis draws upon these first two reports and country indicator performance to predict
which countries the MCC board will select as eligible to apply for FY2011 compact or threshold
assistance. This is our forecast of the countries we think the MCC board is most likely to select as
eligible for FY2011 funding. It is not an official list of the countries that will be selected.

The MCC board judges a country’s indicator performance as passing or failing. To pass the indicators
test, a country must score above the median relative to its peer income group on at least three indicators in
each of three policy categories (Ruling Justly, Encouraging Economic Freedom, and Investing in
People).” A country must also score above the median on the control of corruption indicator, the only
“hard hurdle” for MCA eligibility.

In addition to the indicators, the MCC board also considers how much money it has in the budget, the
potential to spur economic growth and reduce poverty, and, for countries being considered for second
compacts, the country’s compact implementation performance. The board can use its discretion to select
countries that do not meet the indicator criteria and not to select countries that do meet the indicators. As
in years past, we encourage the MCC board to be transparent about why and how it selects countries.

It is also important to note that countries with signed compacts do not need to be reselected annually but
countries still developing their compacts do. This policy was introduced by the MCC in the FY2009
selection round.® Should an MCC compact country’s policy performance on the indicators deteriorate or
show a pattern of actions inconsistent with the indicators, the MCC can suspend or terminate the
country’s compact assistance.

FY2011 Indicator Performance by the Numbers

o Fifteen low income countries (LICs) pass the FY2011 indicators test.

> MCC’s Criteria and Methodology Report can be accessed at www.mcc.gov/documents/reports/report-
2010001039502-selection-criteria-and-methodology.pdf.

® For MCC’s scorecards on all LIC and LMIC countries, see the MCC’s 2011 Country Scorebook,
www.mcc.gov/documents/reports/reference-2010001042001-fy11-scorebook.pdf.

7 One exception to this methodology is that the median is not used for the inflation indicator. To pass the inflation
indicator, a country must have below 15 percent inflation.

& See MCC'’s Report on the Selection of Eligible Countries for Fiscal Year 2009, December 2008,
www.mcc.gov/documents/reports/mcc-report-fy09-countryselection.pdf.
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e Three lower middle income countries (LMICs) pass the FY2011 indicators test.

e Three countries graduate from LIC to LMIC status Egypt, Kosovo, and Sri Lanka.

e Three countries graduate from LMIC to upper middle income country (UMIC) status: Albania,
Azerbaijan, and Iran.

e Three countries move down from LMIC to LIC status: Republic of Congo, Kiribati, and the
Philippines.

¢ No countries move down from UMIC to LMIC status this year.

¢ Nine of nineteen countries in compact implementation do not pass the indicators test: Armenia,
Burkina Faso, El Salvador, Georgia, Mali, Mongolia, Morocco, Mozambique, and Vanuatu.
This is the third year in a row that Georgia and Vanuatu fail the indicators test, and the fourth
year that Armenia, El Salvador, Mali, and Mozambique fail the indicators test. Morocco fails for
the fifth year in a row.

e Two countries have completed five-year MCC compacts: Honduras and Cape Verde. Cape
Verde was selected as eligible for a second compact in FY2010. Both countries fail the indicators
test this year.

e Six countries are on track to complete MCC compacts (in 18 months or less): Georgia (April 7,
2011), Vanuatu (April 28, 2011), Nicaragua (May 26, 2011), Armenia (September 29, 2011),
Benin (October 6, 2011), and Ghana (February 16, 2012).

MCA Monitor Selection Guiding Principles

Many of the same guiding principles we have put forward in prior years remain relevant. This year, the
MCC board should continue to select only the strongest potential partners and be more transparent about
the criteria it is using to select countries, especially for second compacts and threshold countries.

e The indicators are the initial—not the only—guide. The 17 policy indicators offer helpful
information on the relative performance of each country in a given fiscal year. The country
scorecards bring simplicity and objectivity to a complex process, but things are not always as
straightforward as they seem. Some indicators can have wide margins of error, high levels of
volatility, and significant data lags. The indicators should not be taken as perfect measures but
meaningful proxies for policy assessment.® In many cases, individual indicators must be
examined more deeply than a simple pass or fail. However, we do take special note of countries
that repeatedly fail or pass the indicators test. The MCC board should select countries with solid
passing records and upward trends in policy performance, and explain why any countries that
appear to fail the indicators are in fact on the right policy track and deserve selection. The MCC
board will (and should) also take into account overall levels of poverty and opportunity for
economic growth and poverty reduction.’

e Prioritize democracy and control of corruption. The democracy indicators, Political Rights,
Civil Liberties, and Voice & Accountability, provide a critical touchstone to the relative openness
of a government and the power of its civil society. Failing all three indicators points to a serious
problem in a government’s ability to respond to its citizens. The MCC model gives much
responsibility and power to partner governments with each compact grant, allowing a government

° The MCC is reviewing its eligibility selection process and use of the indicators.
1% See Table 5 for a list of poverty figures for selected countries.
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to determine what projects are funded and have a significant role in their implementation. For
these reasons, the MCC board has not selected countries such as Vietnam and Thailand that pass
the indicator test on the whole but fail the democracy indicators. Similarly, control of corruption
is the only hard hurdle for eligibility and should be enforced. The board should continue to
prioritize democracy and control of corruption, and be clear and transparent when these are the
reasons countries are not selected.

o For potential second compacts, indicator scores and publicly available compact track
record matter. Two MCC compacts are complete and six more will finish in the next 18 months.
This means possible second compacts will play a big role in FY2011 selection. In the case of
second compacts, the MCC will evaluate indicator scores and first compact performance.™
Countries vying for a second compact should show steady improvement through the indicators
and strong initial outcomes from the first compact. First compact results should include results
that are both quantitative (e.g., the compact in Honduras trained over 7000 farmers) and
gualitative (e.g., the compact in Cape Verde incentivized the government to approve a
microfinance law regulating lending). For compacts still under implementation, the MCC should
pay special attention to 1) current progress as it relates to original goals and benchmarks; 2) the
efficacy of the partner government and especially the accountable entity; 3) how the compact was
used to innovate and take risks beyond standard development aid, and; 4) the compact’s expected
impact on economic growth and poverty reduction. The MCC should, to the greatest extent
possible, share this information publicly on the MCC website. This would allow the MCC to
maintain high standards for clear, objective selection methods and allow candidates to see why
one country may be selected over another (and spur healthy competition among compact
countries to demonstrate strongest performance).

e The revamped threshold program requires revamped threshold selection. After an extensive
review, the threshold program has been redesigned to now focus on constraints to growth in its
programming rather than moving specific country indicator scores. Constraints analysis and
feasibility studies will determine the sector(s) in a country’s program. However, threshold
selection will continue to rely heavily on the indicators. With its new emphasis on targeting
constraints to growth instead of specific indicators, the threshold program should include
countries which pass or very nearly pass (those that fail by no more than two indicators and are
close to the median on the failing indicators). To have maximum impact in a short period of time,
threshold selection should focus on countries that generally do well in the Ruling Justly category.

e Anuncertain budget environment demands greater selectivity. The entire FY2011 federal
budget remains in question. The government is operating under a continuing resolution that may
be extended for a few months or for the full fiscal year. If levels are kept the same, this would
mean a $1.105 billion budget for the MCC. This will make it difficult to fully fund all the
compacts in the queue: Malawi ($100 million in FY2011, up to $350 million total), Zambia ($350
million), Indonesia ($521 million in FY2011, $700-800 million total split between FY2011 and
FY2012 funding), and Cape Verde ($100 million), not to mention operating expenses. And, if a

" The MCC’s FY2011 Selection Methodology report says: “To assess implementation of a first compact, the board
will consider the nature of the country partnership with MCC, the degree to which the country has demonstrated a
commitment and capacity to achieve program results, and the degree to which the country has implemented the
compact in accordance with MCC’s policies and standards.”
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continuing resolution flat-lines or cuts the MCC budget, new threshold program funds would
come at the expense of projected compact amounts already in the pipeline.
1. COMPACT ELIGIBILITY FOR LOW INCOME COUNTRIES

There are 63 countries in the FY2011 low income country (LIC) group of candidates that have per capita
gross national incomes (GNI) of $1905 or less. Of these countries, eight are legally prohibited from
receiving MCC funds but are included in median calculations for the LIC category.

Countries that Pass the Indicators Test

Table 1 summarizes the results for the LIC group. Column 1 highlights the selection results from
FY2010, column 2 shows the indicators test outcomes for FY2011, and column 3 offers our predictions
for which countries will be selected as eligible for FY2011. Table 2 provides detailed indicator outcomes
for all 63 countries in each of the seventeen indicators. The category, indicator, and indicator median are
labeled at the top of each column. Shaded indicator scores designate a failed score. Scores at or below
the median are considered failing; unavailable data is also considered failing.

Fifteen LICs pas the FY2011 indicators test, including the following:
¢ Nine from Africa: Benin, The Gambia, Ghana, Lesotho, Malawi, Rwanda, Senegal,
Tanzania, and Zambia
e Three from Latin America: Bolivia, Guyana, and Nicaragua
e Three from Europe, Asia, and the Pacific: Moldova, The Philippines, and Vietnam

The MCC board of directors chose no new LICs as eligible for compact assistance in FY2010. Moldova,
Malawi, and Zambia were reselected as eligible to continue their compact development. Moldova signed
its compact on January 21, 2010, and Malawi and Zambia are in compact development. All three
countries passed the indicators test in FY2010 and also pass in FY2011.

This year, eight of the twelve LIC countries that have signed compacts in force pass the indicators test:
Benin, Ghana, Lesotho, Moldova, Nicaragua, the Philippines, Senegal, and Tanzania. Nicaragua passes
this year after being eliminated by corruption in FY2010. After failing the indicators test because it
graduated to the LMIC group in FY2010, the Philippines moves back down to the LIC category this year
and passes the indicators test.

Four LICs that have MCC compacts fail the indicators test: Burkina Faso, Mali, Mongolia, and
Mozambique. This is the second year in a row that Burkina Faso fails the indicators test by one indicator
in failing in the Investing in People category. Mali and Mozambique both fail for the fourth year in a row
because of shortcomings in the Investing in People category; Mali misses by one indicator and
Mozambique misses by two. For the first time ever, Mongolia fails the indicators test by coming in at the
median on the control of corruption indicator. This leaves Lesotho and Vietnam as the only countries to
have passed the indicators test all eight years since FY2004. Bolivia and Tanzania have the next best
record, passing for six straight years since FY2006.



Honduras, the only LIC to complete a compact, does not pass the FY2011 indicators because it fails the
control of corruption hard hurdle.

Four countries pass the FY2011 indicators test that also passed in FY2010 but were not selected last year:
Bolivia, Guyana, Rwanda, and Vietnam. The Gambia also passes in FY2011 but did not pass the FY2010
indicators test and was not selected last year.

Countries Most Likely to be Selected

In a tough budget environment, the MCC must be smart about its selection choices. The board should
continue building a portfolio of countries in which the MCC can have significant impact on economic
growth and poverty reduction. In our view, the board will most likely select three LICs for compact
eligibility.
¢ Malawi and Zambia are straightforward reselection choices. Both squarely pass the indicators
test and are currently developing compacts.
o Ghana will complete its first compact in February 2012 and will likely be selected as eligible for
a second compact this year so that it will have ample time for compact development.

Ghana passes the indicators test for the fourth year in a row, passing all indicators in the Ruling Justly
and Investing in People categories. Ghana will complete its first compact on February 16, 2012. The
$547 million compact seeks to increase farmer incomes through private sector—led agribusiness
development. The compact aims to achieve this through improved credit services, road and school
rehabilitation, and increased land registration activity. All reports indicate that the Millennium
Development Authority (MiDA), the Ghanaian entity responsible for implementing the compact, has been
a proficient partner and the compact has already posted impressive results. The MCC board will likely
select Ghana as eligible for a second compact so that it may begin considering second compact plans and
investments. If the MCC board selects Ghana as eligible for a second compact well before (14 months) it
completes its first compact, the MCC must continue to make clear that second compact eligibility does
not guarantee a compact. A second compact would still depend on first compact results, continued policy
performance, and the quality of the second compact proposals.

Like Ghana, Malawi continues a steady passing record. It passes the indicators test for the fourth year in
arow in FY2011. Malawi has shown a general upward trend in the Ruling Justly and Investing in People
categories and has maintained solid marks in the Economic Freedom category. Malawi successfully
completed a $21 million threshold program in 2009 focused on preventing corruption and enhancing
oversight functions. It was originally selected as compact eligible in FY2008 and is currently in the final
stages of developing a roughly $300 million compact largely focused on reforming and revitalizing the
energy sector.

Zambia passes for the third year in a row and only fails the public primary education spending indicator
this year because of unavailable data. Zambia was originally selected as compact eligible in FY2009 and
is currently developing a $350 million compact. The MCC provided $12.2 million in 609(g) funding in
June 2010 for further compact development and analysis. Zambia completed a $22.7 million threshold



program in February 2009; the program focused on reducing corruption by removing administrative
barriers and improving public service delivery.



Borderline

Benin is due to complete its compact on October 6, 2011 and passes the indicators test for the second year
in arow. Since its initial selection, Benin’s indicator results have been inconsistent with no clear trend
upward in any category. The $307.3 million compact is rehabilitating the Port of Cotonou to improve
access to markets, increasing access to land through land registration and policy reform, providing
financial services to local microfinance projects, and training magistrates and court clerks in modern court
practices. Because of Benin’s uneven indicator record, its selection for second compact eligibility will
most likely hinge on its compact implementation record thus far. We encourage the MCC to be
transparent about the efficacy of Benin as a partner and implementer.

Honduras was the first MCC country to complete a compact, in September 2010. The compact focused
on increasing the productivity and business skills of farmers and on reducing transportation costs between
production centers and markets. According to the MCC, Honduras’s compact trained more than 7000
farmers, improved 500 kilometers of rural roads, increased access to credit services for farmers, and
incentivized the Honduran government to nearly double the road maintenance budget. MCC CEQ Daniel
Yohannes said the MCC’s “foundational principles including country ownership, accountability, and a
focus on results [were] embodied in MCC’s partnership with Honduras to achieve real results leading to
economic growth and poverty reduction.” These aspects suggest Honduras would be an ideal candidate
for a second compact and selecting Honduras would also provide some regional balance to MCC’s
pipeline that otherwise lacks new programs in Latin America. However, the MCC board will take into
account the changes in government (some would call it a coup) that led the MCC to terminate a portion of
its compact in the road activity section in September 2009. Honduras also fails the control of corruption
indicator (and therefore the indicators test) in FY2011 even though its score in the 45th percentile is
statistically indistinguishable from that of a country just above the median like Nicaragua, which comes in
at the 52nd percentile. The MCC board will heavily weigh these aspects and could decide to defer a
decision for another year to allow time to evaluate the political stability and significance of Honduras’s
control of corruption scores.

Countries that Pass the Indicators Test but are Unlikely to be Chosen

Bolivia passes the indicators test for the sixth time this year but is unlikely to be selected for a compact.
Bilateral relations with Bolivia deteriorated in recent years, causing the United States to recall its
ambassador. While relations have since improved, it seems unlikely that Bolivia will be selected as
compact eligible this year. Though Bolivia might not yet be a suitable compact partner, Bolivia may be a
potential candidate for the revamped threshold program, as we discuss below.

The Gambia, Rwanda, and Vietnam are all unlikely to be chosen as eligible this year because each fails
the democracy indicators. The Gambia (which was selected as eligible in FY2006 and then suspended in
June 2006) regains passing status this year after failing for the past three years, but it exhibits downward
trends in the democracy indicators. Rwanda and Vietnam pass for the fourth and eighth year,
respectively. Rwanda is implementing a $24.7 million threshold program aimed at increasing civic
participation, improving media professionalism, and strengthening the capacity of local government. The



MCC board is not likely to break from precedent and select these countries as eligible. As we have long
advocated, those countries which fail all three democracy indicators should not be chosen as eligible for
compact funding.

Guyana passes the indicators test for the fourth year but has never been selected as eligible for a full
MCC compact. Guyana recently completed a $6.7 million threshold program focused on supporting
national fiscal reform. Despite Guyana’s good threshold program implementation, it is unlikely that the
MCC board will break with precedent and select it for compact eligibility. Presumably this is because
Guyana has a relatively small population and a small percentage of people living in poverty (7.7 percent),
meaning the opportunity to reduce poverty is relatively small compared to other countries.*

Compact Countries Not Likely to be Reselected this year for Second Compact Eligibility

Nicaragua passes the indicators test this year and will complete its compact in May 2011, but worrisome
actions by the government of Nicaragua make it unlikely that the MCC board will select Nicaragua as
eligible for a second compact this year. In July 2009 the MCC terminated the compact’s property
regularization project and portions of the transportation project when the government of Nicaragua
refused to address credible accusations of fraud related to the November 2008 municipal elections.
Unless the MCC can show that the processes and actions that led to the partial termination have been
appropriately dealt with, the MCC should not reselect Nicaragua for a second compact at this time.

1. COMPACT ELIGIBILITY FOR LOWER MIDDLE INCOME COUNTRIES

There are 32 countries in the FY2011 lower middle income country (LMIC) group, who have per capita
GNIs between $1906 and $3945. Three of these countries are statutorily prohibited from receiving MCC
funds but are included in median calculations.

The MCC can only use up to 25 percent of compact assistance funds for LMICs. In a tight budget
environment, this means that the MCC will have to make difficult decisions with regard to LMIC country
selections. Four of the eight compact countries that have recently completed or are due to complete their
compact in the next 18 months are LMICs (Cape Verde, Georgia, Vanuatu, and Armenia). The cap on
LMIC funding will be a serious consideration as the MCC begins developing and implementing second
compacts.

Countries that Pass the Indicators Test

Table 3 summarizes the results for the LMIC group. Column 1 highlights the selection results from
FY2010, column 2 shows the indicators test outcomes for FY2011, and column 3 offers our predictions
for which countries will be selected as eligible for FY2011. Table 4 provides detailed indicator outcomes
for all 32 countries in each of the 17 indicators. The category, indicator, and indicator median are labeled

2 These poverty figures refer to $1.25 per day poverty line. See Table 5 for poverty figures on selected countries.
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at the top of each column. Shaded indicator scores designate a failed score. Scores at or below the
median are considered failing; unavailable data is also considered failing.

Only three LMIC countries pass the indicators test this year: Jordan, Sri Lanka, and Thailand. Two
countries, Egypt and Bhutan, fail the indicators test for the first time ever. Egypt fails because it
graduated from the LIC to the LMIC group and now faces a more difficult set of performance standards.

Six of the seven LMIC countries that have signed or completed compacts fail the indicators test:

e Cape Verde (which recently completed a compact and was selected as eligible for a second
compact in FY2010), El Salvador, Georgia, and Morocco all miss by one indicator in the
Investing in People category.

e Vanuatu misses by one indicator in the Encouraging Economic Freedom category.

e Armenia misses passing the indicators test by two indicators in the Ruling Justly category,
including the control of corruption indicator.

e Jordan, which signed a compact on October 25, 2010, passes the indicators test but fails all
three democracy indicators.

Last year, the MCC board selected Cape Verde, Jordan, the Philippines, and Indonesia as eligible LMICs.
Jordan and the Philippines have sighed compacts so do not need to be reselected as eligible. Cape Verde
passed the indicators test last year but misses by one indicator in FY2011. Indonesia failed the indicators
test last year and this year, both times missing by two indicators.

The Philippines, an LMIC last year, drops back down to the LIC category in FY2011. Indonesia was
originally selected as a LIC in FY2009, but graduated to the LMIC group in FY2010 and stays there in
FY2011. To address the challenges of income group transition, the MCC board considers Indonesia’s
performance against the LMIC and the LIC categories for three years following its graduation to the
higher income category.® Compared to its LMIC peers in FY2011, Indonesia fails the indicators test;
compared to the LICs, Indonesia passes. A congressional amendment authorizes the MCC board to fund
a country like Indonesia from the lower income category of unrestricted funds for two fiscal years after
the country graduates to a higher income group.** Should the MCC board reselect Indonesia, it can be
considered with and receive funds from the LIC resource pool through FY2012.

B The MCC Board can “consider the indicator performance of countries that transitioned from the LIC to the LMIC
category both relative to their LMIC peers, as well as in comparison to the current fiscal year’s LIC pool for a period
of three years” (MCC’s Report on the Criteria and Methodology for Determining the Eligibility of Candidate
Countries for Millennium Challenge Account Assistance for FY2011, September 2010, p.3).

Y“p MCC candidate country selected as an eligible country in fiscal year 2009 in accordance with

section 607(c) of the Millennium Challenge Act of 2003 that is transitioning out of one of the income

categories identified in subsections 606(a) and (b) shall retain its candidacy status at the lower

income category for purposes of setting compact funding levels for the fiscal year of its transition and

the two subsequent fiscal years” (FY2010 Omnibus Appropriations Bill).
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Countries Most Likely to be Selected

Cape Verde was the first country selected for a second compact (and passed the indicator test) in
FY2010. But Cape Verde fails the indicators test this year by missing one indicator in the Investing in
People category (but comes in at the 48th percentile on Primary Education Expenditures). However,
Cape Verde has not shown a decline in actual policy performance in these areas and will likely be
reselected as eligible to continue the development of its second compact. Cape Verde completed its first
compact, worth $110 million, in October 2010. The compact focused on reforming the financial sector,
improving infrastructure, and increasing agricultural productivity. Again, the board should be clear about
how it judges Cape Verde’s compact implementation and how that assessment and any nuances in the
indicators inform the decision to select Cape Verde as eligible for a second compact.

Like Cape Verde, Georgia fails the indicators test by one indicator in the Investing in People category.
Georgia will complete its first compact on April 7, 2011. The compact focuses on key infrastructure
rehabilitation and rural enterprise development. A forthcoming MCA Monitor report from the field
highlights important interim results in Georgia’s compact and the extent to which Georgia, and the
accountable entity, embraced the MCC’s core principles of country ownership, public-private
partnerships, and innovation including leveraging other donor resources.™ As shown in Table 5, Georgia
also has higher levels of poverty than most LMICs (six times more people live below the poverty line in
Georgia than in Cape Verde).

Borderline Countries

Indonesia presents a unique and somewhat problematic case to the MCC board. It was selected as
compact eligible in FY2009 as a LIC that passed the indicators test and then graduated to LMIC status in
FY2010 where it failed the indicators test. Indonesia has been slowly developing a $700-800 million
compact. However, the MCC board considers Indonesia against both the LMIC and the LIC income
group for one more year.® As an LMIC this year, Indonesia fails the indicators test, scoring in the 26"
percentile in control of corruption and missing by one indicator in the Investing in People category. When
measured against the LIC group, Indonesia passes the indicators test. Meanwhile, there is an enormous
opportunity for economic growth and poverty reduction as more than 47 million Indonesians live below
the poverty line. While the MCC board will likely reselect Indonesia, it should not sign a compact until
Indonesia demonstrates improvements in controlling corruption and shows it can and will be a good MCC
partner. Regardless of whether Indonesia’s low control of corruption score indicates a commensurate
decline in policy performance, awarding a huge compact to a country with a control of corruption score in
the 26™ percentile sends the wrong signals about MCC’s commitment to providing assistance to select,
well-performing (read: controls corruption above all else!) countries.

Countries that Meet the Indicators Test but are Unlikely to be Chosen

Sri Lanka passes the indicators test after graduating to the LMIC category. (Its GNI per capita puts it
just over the line and into the LMIC category.) Sri Lanka passes this year in a more difficult peer group

> MCA Monitor Report from the Field: Georgia, November 2010.
16
See footnote 11, p. 4.
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after missing by one indicator last year as a LIC. Sri Lanka was named compact eligible in FY2004
through FY2007 but was not reselected. Sri Lanka fails two of the three democracy indicators, Civil
Liberties and Voice and Accountability, and its Political Rights score is just above the median. More
importantly, policy performance in these areas has shown downward trends. We believe the MCC should
monitor Sri Lanka’s policy performance in these areas and not select it as eligible this year.

Thailand passes the indicators test but fails all three democracy indicators for the third year in a row.
The MCC board should continue to monitor Thailand’s policy performance in these areas but keep with
precedent and not select Thailand as eligible this year.

Compact Countries Not Likely to be Reselected as Eligible for a Second Compact

Armenia fails the indicators test for the fourth year in a row. Interestingly, Armenia passes the Investing
in People and Encouraging Economic Freedom categories but fails five of six indicators in the Ruling
Justly category. Armenia’s $236 million compact focuses on improving agriculture and infrastructure,
but a portion of the road construction’s funding was placed on hold in June 2009 because of a
deterioration of political rights and civil liberties post-election. Armenia will complete its compact in
September 2011 but should not be reselected for a second compact until it shows governance policy
improvements, especially in the control of corruption and democracy indicators.

Vanuatu fails the indicators test for the third year in a row, missing by one indicator in the Encouraging
Economic Freedom category. Vanuatu’s compact, which focuses on rehabilitating transportation
infrastructure, is due to finish in April 2011. However, we think Vanuatu’s relatively small population
means that the MCC board will not select it as eligible for a second compact in this tight budget
environment.

V. THRESHOLD PROGRAM ELIGIBILITY

The MCC is in the final stages of revamping its threshold program.'” The original threshold program
grew out of a concern that too few countries would pass MCC eligibility selection criteria and that the
MCC would operate as a stand-alone agency, uncoordinated with USAID. MCC initially focused the
threshold program almost exclusively on improving indicator performance in failed MCC selection
indicator areas (for example, Kenya is failing the control of corruption indicator, so its threshold program
aimed to control corruption and improve indicator performance).

But after six years, 23 threshold agreements, and $495 million, the MCC has recognized flaws in this
approach: limitation of the indicators, data lags, and attribution issues; little demonstrable impact on
either indicator performance or compact eligibility; and an undermining of the “MCC effect” that says
countries are responsible for their own policy performance and are encouraged to improve policies before
becoming eligible for MCC funds. Inconsistent threshold program selection criteria was also a concern:
in some cases the MCC board chose countries falling just short of passing the indicators test (Burkina

" For more information, see “MCC Threshold Program is on the Threshold,” CGD Rethinking U.S. Foreign
Assistance blog by Sarah Jane Staats and Casey Dunning, September 14, 2010, http://blogs.cgdev.org/mca-
monitor/2010/09/mcc-threshold-program-is-on-the-threshold.php,
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Faso and Tanzania); others that were doing the right thing but were far from meeting the indicators
(Liberia); and others that were far from qualifying (Kyrgyz Republic).

The new threshold program aims to de-link investments from improvements in the indicators and instead
focus on broad policy and institutional reforms that are constraints to economic growth and poverty
reduction. The MCC plans to use the revised threshold programs to inform board decisions on eligibility
and strengthen engagement with USAID. The shift recognizes that full MCC compact eligibility is based
on a combination of indicator performance and supplementary information on a country’s perceived
commitment to reform, among other things.

The revamped program also promises clearer selection criteria, but these criteria remain unknown to date.
If the revamped threshold program aims to improve broad policy performance and increase the likelihood
for full compact eligibility, it would make sense for the MCC board to select threshold countries with
good indicator records, especially in the Ruling Justly category. (The new threshold program should
avoid the nondemocracies, as they are likely furthest from full MCC eligibility).

In the absence of other information on how threshold countries will be selected—and the likely
budget pressures—we recommend that the MCC choose no more than one new threshold country
this year. This would allow MCC to pilot the new threshold program direction but also give it more time
to clarify and explain the program details, including threshold country selection.

The MCC should be applauded for conducting and publicly sharing the threshold evaluations. They
wisely recognize non-results not as a failure, but as important feedback on what is and isn’t working and
they are making midcourse corrections accordingly. Right now, the threshold program allows the MCC
and USAID to work together on policy reform and constraints to growth—two elements highlighted in
the new Presidential Policy Directive on U.S. Global Development. While this collaboration makes sense
for the time being (it allows USAID more flexibility and resources to work on these types of programs
and both agencies have expertise to share), the medium-term focus should be on positioning USAID to
take over this type of program and the MCC should focus on its core mandate and full compact programs.

Possible MCC Threshold Program Countries (Pick Onel)

Bolivia passes the indicators test for the sixth year in row. Though the United States still does not have
an ambassador in Bolivia, diplomatic relations are slowly improving and could be in a different place in
another three to four years (approximately how long a threshold program would last). Bolivia scores
strongly in the Ruling Justly category and has an active USAID mission which would allow the MCC
room to work closely with USAID on the threshold program’s new approach. Further, nearly 20 percent
of Bolivia’s population lives below the poverty line. And a Bolivia threshold program would provide
some regional balance to the MCC portfolio.

Guyana easily passes the indicators test for the fourth year in a row. Guyana passes sixteen out of
seventeen indicators, failing only the Fiscal Policy measure. Guyana recently completed a $6.7 million
threshold program focused on supporting national fiscal reform. The program assisted the government of
Guyana with implementation of a new value-added tax system, improvements in expenditure planning
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and management, enhanced fiduciary oversight, and streamlined business registration. Guyana has a
small population relative to other LICs and also has a small total population living in poverty (57,600 as
compared to Bolivia’s 1.8 million) but could continue to improve broad policy reforms and reduce
constraints to growth through a threshold program.®®

Possible Threshold Twist: Post-Compact Country as Revamped Threshold Country

Eight countries have or will complete compacts in the next 18 months. The MCC can’t (and shouldn’t)
select every country for a second compact. It is possible however, that the MCC will consider selecting
post-compact countries for the new threshold program instead. Potential options include a country like
Honduras that completed its compact successfully but fails the FY2011 indicators test and a change in
government (which some would call a coup) in Honduras forced a partial termination of part of the
compact. On the one hand, a threshold program would allow the MCC and USAID to continue working
with a country on broad policy reform and constraints to growth should they fail to meet full compact
eligibility standards. On the other hand, a threshold program would be a four-year commitment (from
time of selection to completion of three-year program), during which time the country would presumably
not be fully compact-eligible. While selecting a post-compact country as a new threshold country could
be an interesting possibility, there are no obvious post-compact country candidates (including Honduras)
for the threshold program this year.

V. MCC SELECTION WITH NEW INCOME DEFINITIONS

A legislative change to the way MCC defines income categories is pending, and may or may not be
included in the FY2011 budget package." The proposed change would redefine the LIC category to be
the 75 lowest income countries according to GNI per capita. The LMIC category would be the 76"
poorest country at the lower bound and would retain the current LMIC ceiling as defined by the World
Bank at its upper bound. Should this income category modification be enacted, it will affect the FY2012
selection, so here we offer a preview of the new system and explore what the new income categories
would have meant for FY2011 selection.

If the new income definitions were in place this year, the LIC category would comprise 75 countries and
the LMIC category would be 20 countries. Twelve countries would change from LMIC to LIC status.”
Key MCC countries that would be redefined as LICs are: Georgia, Indonesia, Paraguay, Timor-Leste, and
Vanuatu. The table below offers a selection of countries, their income category, and how they would fare
on the indicators test in the altered income groups. Selected countries are those that show a change in
indicators test outcome under the new income definitions in FY2011.

¥ These poverty figures refer to $1.25 per day poverty line. See Table 5 for poverty figures on selected countries.
'® See From Challenge to Opportunity: A Proposal to Adjust the MCC’s Candidacy Selection Method,
www.cgdev.org/content/publications/detail/1424063.

20 Bhutan, Egypt, Georgia, Indonesia, Iraq, Micronesia, Paraguay, Sri Lanka, Swaziland, Syria, Timor-Leste, and
Vanuatu.
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Country Incgrlr:;r?rgup Ne(\;vrgrsjcl;)*me Indicators Test Result* | Indicators Passed*
Bhutan LMIC LIC Pass RJ3 EF3 IP:4
Egypt LMIC LIC Pass RJ:3 EF:4 IP:3
Georgia LMIC LIC Pass RJ:6 EF.5 IP:3

Indonesia LMIC LIC Pass RJ:6 EF:6 IP:3

Nicaragua LIC LIC Eliminated by corruption | RJ: 4 EF:5 IP: 4

Paraguay LMIC LIC Eliminated by corruption | RJ:3 EF:5 IP: 3

Swaziland LMIC LIC Pass RJ:3 EF:4 IP:3

Vanuatu LMIC LIC Pass RJ6 EF3 IP:4

Note: RJ indicates Ruling Justly, EF indicates Economic Freedom, and IP indicates Investing in People.
* Under proposed income definition change.

The eight countries above would have had different results under the new income definition. While many
countries would experience the same indicators test outcome, the new income definitions affect individual
indicators and change relative scores due to the change in medians. Not only would these 12 countries be
measured in a less difficult peer group, but they would also be free from the LMIC 25 percent funding
cap.

VI. CONCLUSION

As the MCC works to strengthen its unigue model to support economic growth and poverty reduction, it
should continue to be extremely selective, choosing countries that have consistently perform well on the
indicators (including the democracy indicators) and offer potential for substantial impact on poverty
reduction. Like last year, we do not think the MCC should select any first-time eligible countries (in part
because of the uncertain budget environment but also because there are no obvious new country partners).
Instead, the focus this year is on reselecting countries that are currently developing compacts or are
possible second compact countries.

Selecting one new threshold country would allow the MCC to pilot its revamped program in partnership
with USAID, but this selection (and the threshold program itself) should not take place merely for the
sake of collaboration. The selection should be based on sound and publicly available principles and
expectations that it will demonstrate results in line with the program’s new objectives: broad policy
performance and greater likelihood for full MCC compact eligibility. And the medium-term goal should
be to position USAID to take over the threshold program, leaving the MCC to focus on its core mandate
and full compact programs.
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The MCC board should be transparent on why countries are selected, or not selected.”* This is even more
important for selecting possible second compact countries and the revamped threshold program, where
criteria are less well defined.

Given the MCC'’s initial decision to select more rather than fewer eligible countries (and to sign compacts
with as many of those countries as possible), the pool of new, good country partners is getting smaller.
Second compacts may very well become the majority of MCC’s pipeline in the coming years, presenting
new and different challenges. For example, what happens if second compact countries are selected before
first compacts are completed, as may be the case this year with Ghana? Do the incentives change if
compact countries believe a second compact is possible? How long should the MCC continue to work
with a partner country (is five years too few and twenty years too many)? These questions—and a
comprehensive review of the entire selection process—are among the issues that MCC CEO Daniel
Yohannes, the MCC board, and MCC staff will be grappling with in the coming months.? Meanwhile,
the MCC must continue to communicate both interim and longer-term results, explaining why the MCC
model and approach matter; maintain congressional support for the program and proposed legislative
fixes; and demonstrate how the MCC fits within the broader U.S. development policy framework.

*! Section 608 of the MCA's authorizing legislation requires the MCC to prepare a report that “contains the list of
all such eligible countries, an identification of those countries on such list with respect to which the Board will seek
to enter into a Compact under section 609, and a justification [authors’ italics] for such eligibility determination
and selection for Compact negotiation.”

? The onus is also on the research community to improve the data and measurement of policy performance areas,
such as those used in the MCC indicators test.
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Table 1: Country Qualification Predictions for Low Income Candidate Countries

Current eligible countries
(selected in FY2010)

1. Malawi
2. Zambia

Countries that passed the FY2010
indicators but were not selected

Bolivia
Egypt
Guyana
Nepal
Rwanda

o vk N e

Vietham

Compact countries that did not
require selection in FY2010

Benin
Burkina Faso
Ghana
Honduras
Lesotho

Mali
Mongolia
Mozambique

L 0 N U A WDN e

. Nicaragua
10. Senegal
11. Tanzania

Candidate countries that pass
the FY2011 indicators test

WX N WNR

e
udh WN R O

Benin
Bolivia

The Gambia
Ghana
Guyana
Lesotho
Malawi
Moldova
Nicaragua

. The Philippines
. Rwanda

. Senegal

. Tanzania

. Vietnam

. Zambia

Countries eliminated by failing

the control of corruption

N

A wnNPE

indicator

Honduras
Mongolia (at median)

Countries that miss
by one indicator

Burkina Faso
Mali

Nepal

Niger

Countries most likely to

[EEN

be selected
Ghana
Malawi
Zambia

Borderline countries

Benin
Honduras

Compact countries that do not
require selection in FY2011

WX NOUEWNR

Burkina Faso
Lesotho

Mali

Moldova
Mongolia
Mozambique
The Philippines
Senegal
Tanzania

Potential countries for second

P wnN e

compact eligibility

Benin
Ghana
Honduras
Nicaragua

Note: Once a country signs a compact agreement, it does not have to be reselected for eligibility. A

compact country does have to be selected as eligible in the case of a second compact.
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Table 2: MCC Low Income Countries (LICs) and their Indicator Scores, FY2011

Ruling Justly Economic Freedom Investing in People P assed Indicators
Voice & Land Immunzation|  Public PGrii':ley Ppr'::':ly Natural
Pn_llicd Civ_i Account- Gnve_rr-nat Rule Cnltml_uf Regulatory Rights Inflation, Trzx_h Business Fis?d Rate: DPT  Expeniditure Education Education Resources £ P
Rights Liberties abiity Effectiveness of Law Comuption Quality A:5 % Policy Stat-up Policy and M;ashs, :;:::;:;’ Gompletion  Spending, M o] _ _g §
Rate, % %of GDP ‘5 E |:|£
g £ =
(umau; (!ltoG(l; (25t0 @542 ) (z.sm*z,f;, 1(:(::53 ‘::lt::)ems;) Oto m) z é TE
=
Median w 29 a a a a a0o a60 H00 6865 0944 225 810 254 708 171 6188 i =
Substantially Below 9 B 057 033 030 037 -049 as52 3.00 6225 0876 -41.00 715 146 a1 17 2148
Countries that pass the indicators test
1 Benin 32 48 101 042 024 [}y -3 033 050 2B 58.80 0.875 097 775 255 55.0 199 6457 6 3 3
2 Bolivia 28 40 061 [}y ] -0.30 006 -0.29 062 335 7760 0.896 -167 855 333 953 n‘a 7497 5 a4 4
3 The Gambia 19 24 -035 023 50 0z2 039 066 455 60.40 0.845 -124 970 246 825 106 6203 3 a4 3
4 Ghana ar a7 1P o097 as2 083 as81 a7o 1925 67.80 0978 -1122 935 387 799 274 6527 6 3 5
5 Guyana 31 41 081 avo 033 023 a08 a7rs 205 7130 0966 -378 975 701 088 206 7385 6 5 5
6 Lesotho 29 a1 056 064 066 091 o 059 6 63.60 0954 LY -] 84.0 363 a38 .47 47 51 6 a a
7 M alawi 26 34 048 038 073 030 0B 069 842 7100 0.899 476 (-1 579 60.5 166 762 6 a 3
Moldova 25 33 039 035 047 a04 as54 087 001 8020 0.986 254 875 540 915 171 69.40 6 5 a4
9 Nicaragua 20 34 a1 o 009 ool 030 063 370 84 80 0892 a.00 985 A67 784 n/a 83 40 5 5 4
10 The Phiippines 21 36 058 076 039 006 071 072 325 7780 0953 225 ars 127 %6 136 9100 6 6 3
1 Rwanda 10 24 -059 a7z 042 090 035 as1 040 7780 0903 104 045 491 55.9 187 5.2 a 6 a4
2 Senegal 29 43 030 a50 a62 024 043 049 171 7320 0952 -4 60 825 M 573 276 6836 6 a4 4
13 Tarzania 21 36 056 0.48 049 035 o 074 L] 60,60 0959 -4.51 880 337 808 461 6173 6 5 a
M Vietram 2 B -083 065 as0 025 0 078 672 65.00 0961 301 %5 280 n/a 157 8058 3 5 3
1 Zambia 26 a4 043 023 045 027 024 063 B39 82.40 0.969 197 830 a7 823 n/a 64.40 6 6 a4
Eliminated by cormuption
1 Honduras B 33 023 0z0 005 o 045 063 867 77.00 0959 263 985 352 957 nfa a7 B a
2 Mongolia 35 50 065 on 053 0.00 034 068 627 79.80 0989 250 945 300 my 153 7626 a
Mis= by one indicator
1 Buikkina Faso 17 35 045 023 064 033 056 059 260 7620 09857 -4.81 78.5 307 396 308 56.92 6 4 2
2 Mali a1 40 085 ou 051 008 026 065 2D 7320 0941 074 725 260 515 193 37.39 6 5 2
3 Nepal 21 29 e 005 -0.04 02 -0.09 a7o B23 6140 0847 -195 80.5 180 n/a 293 7238 a4 a4 2
4 Niger 13 29 0.00 [+ 5] 028 [}y -3 21 053 1™ 180 0.908 -161 715 285 336 288 404 5 a4 2
Mis= by more than one indicator
1 Afghanstan " B -069 -065 -112 -0.80 -109 047 -P24 n/a 0977 224 795 156 n/a 128 30.80 Q 3 a
2 Bangladesh 26 3 033 -008 020 0.9 0.0 050 243 58.00 0964 -4.00 9135 126 571 108 60.45 > 1
2 Bumndi 22 23 -003 020 028 035 046 065 066 7880 0.800 206 015 567 50.7 442 54.07 1 a4 3
4 Cambodia 11 21 018 a6 or 0.41 032 064 066 70,00 0.852 079 030 153 790 033 6752 1 5 3
5 Gamemon 8 B -033 on o 0.6 000 056 3.04 59.60 0952 227 77.0 156 67.2 127 64.64 1 3 1
6 Gentral African Rep. 17 22 -028 051 -0.39 0.05 043 044 352 58.0 0.829 041 58.0 172 28.8 062 60.53 1 2 a
7 Chad 5 B -070 -058 -060 061 -0.39 053 010 5560 0792 9D 230 264 244 190 4171 Q 2 2
Gomornos 25 30 040 089 0.6 002 -0.89 052 475 62.40 0.863 -123 810 194 708 470 55.09 a 2 1
9 Congo, Republic 7 22 -034 033 026 0.45 059 055 434 6100 081 762 835 116 715 0.40 6283 o 2 3
10 Gongo,Dem Rep. 1 ) -075 082 078 065 093 054 46.22 63.00 0.440 324 76.5 121 435 493 49.88 o o 1
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Table 2: MCC Low Income Countries (LICs) and their Indicator Scores, FY2011, continued

Ruling Justly Economic Freedom Investing in Peaple Passed Indicators
- - Vaice & L?nd - - - Immunization Pu!)ic Pﬁi:sa.ly :n!:::‘l:y Natural
qullcal Crv? Accouni- Govgmment Rule Conu'a!af Regulatory Rights Iinflation, Trafie Business Flst;al Rate: DPT Expeniditure I N I N R E .
Rights Liberties ability Efectiveness of Law Gomuption Quality A:::cs % Palicy Start-up Policy and M.:asl&c, (;lorfleGall)ﬂ;; pleti Spending, . % E_
Rate, % % of GDP ‘5 E o
g 2z =
F T U AR P (Gowen Eut owo g |8 £ ¢
M edian w 29 o o o o 0.00 060 500 68.65 0.944 225 810 254 708 71 6188 o =
Substantially Below 9 B -0.57 033 -0.30 037 049 052 3.00 62 25 0876 -4.00 715 146 511 17 5148
Miss by more than one indicator
H Djbouti 12 Z=) -041 -0.01 028 051 01 0.58 1w 596 0.858 -21 81 649 n/a 160 542 z 1
‘2 Ethiopia 13 L] -0.56 050 [+ 3 0.06 -0.3 063 364 656 0985 -25 77 196 532 198 525 3 1
B Guinea Z 13 <L) -039 -0.68 046 -0.5 057 47 612 0871 -2.8 b4 061 46.7 099 b47 0 1 0
4 Guinea-Bissau 21 27 -0.06 -0.16 -0.45 035 -0.5 0.59 -16 636 0.720 =23 72 152 n/a n/a 538 1 1 0
‘% Hait 22 25 oD -053 -0.41 -035 -01 039 34 748 0781 -24 59 124 n/a 081 414 2 2 1]
% India 34 42 17 089 097 045 04 066 09 642 0941 -7.0 685 113 943 148 610 6 3 1
W Kenya B 33 037 025 -0.6 -034 05 067 93 728 0951 -40 745 169 n/a 296 616 4 5 1
18 Kiribati 36 55 143 0B 110 0.66 -0.6 0.39 88 564 0.958 -16.6 84 743 n/a n/a n/a 6 > >
‘B Kyrgyzstan ul Z5 -0.26 -0.07 -0.36 -045 03 072 68 632 0991 -0.3 o7 3% 946 n/a s 0 5 4
20 Lao PDR 1 12 -101 -0.13 -0.01 -037 -04 061 0o 684 0921 -4.4 58 069 il 052 747 0 2 2
21 Liberia 24 34 038 -027 -0.7 021 -05 036 74 538 0949 -71 64 386 525 085 622 4 2 2
22 M aurktania ul 23 -031 000 008 oH 00 057 22 699 0964 -57 615 175 751 170 360 3 4 1
23 M ozambique 3 36 063 056 035 036 04 ose7 33 81 0.982 =5 76.5 426 50.7 n/a 531 6 5 1
24 Nigesia 16 Z) -0.15 033 -0.30 -029 0.0 0.45 74 65 0.925 2 415 168 n/a n/a 56.8 1 1 0
25 Pakistan B 24 -0.30 -0.03 0.00 033 02 ose7 208 67 0978 =£5) 825 0.85 53.9 n/a KA z 3 z
26 Papua New Guinea 23 36 o081 007 -0.05 -061 0z 059 69 854 0952 13 61 257 n/a n/a 452 4 5 1
27 Sao Tome & Principe 33 47 087 022 020 037 -01 060 70 666 0.844 391 94 395 887 128 495 6 1 3
28 Sierma Leone 27 37 044 -028 -0.05 -0.21 -01 051 92 628 091 60 73 119 AT 226 442 3 2 2
29 Solomon lslands 2 42 os8s -0.10 025 040 -0.6 0.45 71 624 081 1 70.5 491 n/a 036 n/a 5 z 1
30 Samalia 0 1 -129 -139 -161 -096 -19 n/a n/a n/a n/a n/a 2= n/a n/a n/a 259 0 0 0
31 Tajikistan 8 19 -063 -020 -0.29 -034 -04 054 65 825 0956 -58 k4 147 927 018 721 0 3 3
32 Togo 16 27 -0.34 -045 003 -0.31 -01 031 19 622 0825 -19 865 155 52 229 630 1 2 3
33 Uganda 15 30 01 027 049 -0.10 05 078 Hu2 748 098 -21 66 143 561 183 695 4 5 2
34 Yemen ul 16 -0.67 022 -0.23 026 01 080 37 816 0.936 =173 62 149 49.4 239 513 0 4 1
Eliminated for statutory reasons
1 Burma -3 5 -147 -095 -0.60 -098 -16 n/a 80 723 n/a -18 885 023 999 n/a 701 0 3 3
2 Géote divaire 6 20 -0.46 -0.31 -0.41 -039 -0.3 045 10 722 0881 -10 74 101 387 300 687 0 3 2
3 Eritrea 3 5 -146 -050 -0.32 044 -16 080 347 691 0.893 72 97 140 432 nia 519 1 2 1
4 Madagascar 9 32 008 027 oB 052 0z 059 20 732 0987 -26 71 36 79 157 391 5 4 2
5 North Korea 0 1 -154 -098 -0.33 -062 -17 n/a n/a 0 n/a n/a 955 302 n/a n/a n/a 0 0 >
6 Sudan 3 6 -0.89 042 -0.42 047 0.6 066 n3 nfa 0952 3.8 83 131 46.8 nfa 494 o 3
7 Uzbekistan 0 4 -123 L1l ] -0.29 -049 -09 n/a w1 662 0982 64 9.5 253 906 n/a 754 1 3 3
8 Zimbabwe 7 10 -0.86 077 -0.99 072 -16 0.41 6.5 45 081 =23 74.5 508 n/a n/a 746 0 1

Number of countries for which data are available

63 63 63 63 63 63 63 59 61 60 60 61 63 62 49 45 60



Table 3: Country Qualification Predictions for Lower Middle Income Candidate Countries

Current eligible countries
(selected in FY2010)

1. Cape Verde
2. Indonesia

Countries that passed the FY2010
indicators but were not selected

1. Albania
2. Bhutan
3. Thailand

Compact countries that did not
require selection in FY2010

Armenia

El Salvador
Georgia
Morocco

vk W

Vanuatu

Candidate countries that pass
the FY2011 indicators test

1. Jordan
2. Srilanka
3. Thailand

Country eliminated by failing the
control of corruption indicator

1. Maldives

Countries that miss
by one indicator

Belize
Bhutan
Cape Verde
Ecuador

El Salvador
Georgia
Morocco
Samoa

WX N U WNR

. Tunisia
10. Vanuatu

Countries most likely to
be selected

1. Cape Verde
2. Georgia

Borderline countries

1. Indonesia

Compact countries that do not

require selection in FY2011

1. ElSalvador
2. Jordan
3. Morocco

Potential countries for second

compact eligibility

Armenia
Cape Verde
Georgia
Vanuatu

P wnN e

Note: Once a country signs a compact agreement, it does not have to be reselected for eligibility. A
compact country does have to be selected as eligible in the case of a second compact.
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Table 4: MCC Lower Middle Income Countries (LMICs) and their Indicator Scores, FY2011

Ruling Justly Economic Freedom Investing m People P assed Indicators
_ . Voice & Land _ . ] Immunizafion| —Public P?':nlsa.y PP.i"nb:.cy Natural
P({iit:d Cw? Accowni &@mﬂ Rule Comm!of Requlatory Righis Inflation, Trade Busmess Fiscal Rate: DPT BExpeniditure Exh y Ed y o E w
Rights Liberties ability Effectiveness of Law Comuption CQuality A::das Y Pokcy Startup Policy and M.;Zasleﬁ, g::;—:zaél';, Complction Spending, Management = § EL
Rate,%  %of GDP & = o
= + £
{010 4(1)) {Oto 6(:) {2510 425, 2 5-best) {2510 125)') 1(:(:)1;‘1i {©Oto m) {Oto m) é E ';E"'
M eckan 21 33 0.00 0.00 000 000 000 07 500 7390 0964 -124 G5 272 943 195 8250 o =
Substantially Below 0 22 -080 -039 -044 045 -0.60 055 024 6820 0538 -392 820 203 826 152 6967
Countries that pass the indicators test
1 Jordan 10 24 -060 065 07 065 077 o84 -067 788 0.961 56 9%5 53 003 18 809 3 4 3
2 SxiLanka 22 30 -025 020 026 003 oB 062 342 722 0972 80 9%5 17 989 05 930 4 3 3
3 Thadand © 32 -0.15 052 020 0B 078 o -085 759 0974 09 985 30 n/a 17 965 3 6 3
Elminated by comuption
1 Maldives 25 32 on -001 025 -0.30 000 0.40 400 438 01988 -78 280 78 ma 41 896 3 3 5
M iss by one indicator
1 Belize 37 51 100 -0.02 -0.05 033 -0.06 0.60 202 715 0.936 06 970 27 079 27 965 4 2 4
2 Bhutan i) 24 -038 0.76 050 123 -0.65 085 870 52 0.963 n/a 970 31 924 11 856 3 2 3
3 CapeVerde 37 53 110 037 081 109 045 Lerg ] 099 676 0980 28 975 31 866 19 648 6 4 2
4 Ecuador 29 3 -0.01 048 -095 -0.53 -0.95 075 56 76 0.938 039 705 23 039 33 94.1 2 4 3
5 H Salvador 34 40 033 033 -0.45 022 079 069 043 a5 0.958 34 93.0 35 945 14 697 5 3 2
6 Geonga 20 3 oo8 059 0% 0B 101 055 173 892 0595 26 855 18 044 11 831 5 5 2
7 Morocco “ 28 -054 026 018 0B 040 075 097 758 0581 00 9B 5 19 77 20 695 3 6 2
8 Samoa 32 49 079 039 098 049 0B Lo drg ] M35 70 0588 -17 605 44 20 20 n/a 6 4 2
9 Tumisia 5 B -102 o7e 055 041 051 074 353 535 0589 -14 9B 5 30 93 n/a 725 3 4 2
D Vamiatu 32 48 083 0D 074 0 -0.30 n/a 452 551 0.947 o8 60.0 32 812 26 830 6 2 3
M iss by more than one indicator
1 Angola 0 21 -089 -055 -0.86 -0.95 -0.59 041 B72 702 0.841 39 75.0 22 n/a 07 571 0 2 [¢]
2 Armemna n 28 -057 044 -0.06 -0.20 075 0954 346 855 01588 4.0 M5 16 999 n/a 895 1 5 3
3 Eqawt, Arab Rep. 7 20 -087 007 031 -0.02 0zr 096 B.24 74 0991 74 96.0 24 93 17 869 2 4 2
4 Guatemala 23 33 -008 -032 -078 -021 034 071 186 846 0.941 21 920 20 769 19 898 2 3 1
5 idonesia 30 020 [ 3 33 -022 -0.32 oB 067 481 738 0952 09 820 11 056 21 821 4 3 2
6 Kosovo “ 26 (1574 -0 -0.15 -023 062 n/a -241 n/a 0939 13 na n/a n/a 25 n/a 1 3 1
7 Marshall lslands 36 55 136 -107 oo 00z -0.60 0u n/a n/a 0977 n/a 935 1 941 n/a n/a 5 1 1
8 Micronesia, Fed_Sis. 37 130 -022 042 028 -0.47 n/a n/a 81 0.887 n/a 885 76 n/a n/a n/a 5 1 1
9 Pamaguay 28 001 056 -065 -0.49 0.00 063 259 83 0.938 17 9215 24 95 16 76.1 3 3 1
D Swazland 3 21 -096 034 -0.30 or 0on 0.49 759 798 0.938 06 950 38 69.2 26 640 1 3 3
‘N TmorlLeste 28 3 034 077 -0.91 -0.60 -0.75 0. 006 73 0.928 3283 710 84 65.4 n/a 648 3 2 1
2 Tomga B 40 020 [eXe] 031 -0.31 -0.20 043 350 56.2 0978 -11 290 27 n/a n/a 985 4 3 2
‘B Turkmenistan 1 7 -181 097 -104 -104 -166 n/a -267 792 n/a Tr 975 10 n/a ni/a n/a o 3 1
H Tuvalu 37 57 106 -0.04 136 oA -063 n/a n/a n/a n/a n/a 895 [0 n/a 45 n/a 5 o 2
B Lkrame 28 45 (15 2] -040 -0.40 -051 0B n/a 156.90 852 0977 38 920 38 994 n/a 935 3 2 3
Eliminated for statutory reasons
1 China 1 B -140 048 -0.01 0 oA 076 -069 716 0970 08 965 20 n/a n/a 815 1 5 1
2 aq © “ -092 -089 -150 -0.99 -063 073 -280 n/a 0872 43 67.0 22 54 n/a 616 0 2 o
3 Sywian Arab Republc 1 8 -138 -024 -0.13 -057 -0.66 058 280 654 0965 -41 805 15 ms 208 72.43 0 2 2
N ber of ies for i data is available
32 32 32 32 32 32 32 26 29 28 30 28 31 3 24 22 26



Table 5: Poverty Levels for Selected Countries

Country . !’op-ulation Tot.al Pcfp.ulation .Percent Living World Bank MCC Income
Living in Poverty (in millions) in Poverty (%) Survey Year Category
India® 449,631,920 1079.7 41.6 2004 LIC
Indonesia 47,291,250 220.56 21.4 2005 LMIC
Tanzania © 29,831,240 33.7 88.5 2000 LIC
The Philippines © 19,702,020 87.1" 22.6 2006 LIC
Vietnam " 18,048,030 84.14 21.5 2006 LIC
Nepal P 15,880,072 28.81 55.1 2003 LIC
Mozambique ¢ 14,265,790 19.1 74.7 2002 LIC
Malawi ° 9,306,360 12.6 73.9 2004 LIC
Niger 8,729,100 13.25 65.9 2005 LIC
Zambia® 7,393,350 11.5 64.3 2004 LIC
Burkina Faso © 7,265,390 12_8ST 56.5 2003 LIC
Ghana © 6,759,746 22.54 30.0 2005 LIC
Rwanda 6,515,256 8.51 76.6 2000 LIC
Mali € 6,233,316 12.12 514 2006 LIC
Senegal 3,942,950 11.77 33.5 2005 LIC
Benin © 3,478,755 7.35Jr 47.3 2003 LIC
Sri Lanka® 2,743,965 19.67 14.0 2002 LMIC
Bolivia® 1,801,116 9.18 19.6 2005 LIC
Honduras © 1,278,757 7.03% 18.2 2006 LIC
Nicaragua 863,226 5.46 15.8 2005 LIC
Morocco© 790,250 3161 2.5 2007 LMIC
Namibia © 771,498 1.57 49.1 1993 UMIC
El Salvador © 731,699 6.67 11.0 2005 LMIC
Georgia ¢ 600,768 4.47 13.4 2005 LMIC
Mongolia ¢ 570,690 2.55 22.4 2005 LIC
The Gambia ” 494,496 1.44Jr 34.3 2003 LIC
Moldova © 341,880 4.2 8.1 2004 LIC
Armenia © 325,278 3_06Jr 10.6 2003 LMIC
Thailand® 254,800 63.7 0.4 2004 LMIC
Tunisia® 243,780 9.56 2.6 2000 LMIC
Cape Verde© 92,520 0.45 20.6 2001 LMIC
Guyana' 57,600 0.75 7.7 1998 LIC
Jordan® 21,052 554" 0.4 2006 LMIC

Source: The World Bank’s PovCalNet. Figures are based on 2005 PPP at a poverty line of $1.25/day. Data for Vanuatu,
Lesotho, Kiribati, Samoa, and Sao Tome and Principe are not available. India and Indonesia's poverty headcount ratios are
combinations of the reported urban and rural poverty headcounts.

“ Denotes a country that is currently implementing or has completed a compact.
’ Denotes a country that passes the FY2011 indicators test.
tFigure is from the World Development Indicators, World Bank.
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