MILLENNIUM

CHALLENGE CORPORATION

UNITED STATES Cr AMERICA

Center

£ Global
Development

MCC Monitor

Mcc @ 10 X

Focus on Results: MCC’s Model in
Practice

Sarah Rose and Franck Wiebe
January 2015

Summary

When MCC was founded, there was widespread skepticism about the effectiveness of foreign
assistance. Many observers, both external and internal to development institutions, agreed that

too much aid was being spent on poor projects in service of poorly defined objectives with
correspondingly little understanding of what these funds were achieving. As a result, between 2002
and 2004, when MCC was being created, there was bipartisan support for the new agency to focus on
achieving measurable results.

In practice, the broad idea of measurable results fairly quickly became operationalized by MCC as
raising local incomes. The MCC model sought to enhance the impact of foreign assistance projects
by focusing on this single, measurable objective—poverty reduction through economic growth.
While this goal could be achieved through many kinds of activities, MCC committed early on to
funding only those that would achieve this objective in a cost-effective way. That is, investments
should be expected to raise local incomes by more than the total cost of the program.

Overall, MCC’s approach to results is designed to increase the effectiveness, transparency, and
accountability of how foreign assistance is delivered, such that more programs would succeed.
Equally important, for those programs that fall short of expectations, better understanding and
documentation of why they deviated from expected results would help improve future investments.

This paper looks at how well MCC has actually deployed each of its main approaches to results.
Based on our review, we have concluded that MCC’s Framework for Results is an important feature
that should be preserved and is worthy of emulation by others. Indeed, during its second decade
and beyond, MCC should strengthen its adherence to the results-focused policies and practices that
make it such a distinctive donor.

The MCC Monitor provides rigorous policy analysis and research on the operations and
effectiveness of the Millennium Challenge Corporation. It is part of CGD’s Rethinking US
Development Policy Initiative that tracks efforts to reform aid programs and improve aid

effectiveness.

Sarah Rose is a senior policy analyst with the Rethinking US Development Policy Initiative and
Franck Wiebe is a visiting fellow at the Center for Global Development (CGD). CGD is grateful for
contributions from the William and Flora Hewlett Foundation in support of this work.
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MCC at 10 Series

The Millennium Challenge Corporation (MCC) isnow 10 years old. It was established with
bipartisan support as an independent US government agency in January 2004. Though MCC has
aways been arelatively small agency (accounting for less than 5 percent of the US

government’ s foreign aid spending), it was, from the outset, created to deliver aid differently,
with both mission and method reflecting generally accepted fundamental principles of aid
effectiveness.!

MCC’s sole objectiveis to reduce poverty through economic growth, with three key pillars
framing how it pursues that goal:

1. Policies matter: MCC partners only with countries that demonstrate commitment to good
governance, on the premise that aid should reinforce and reward countries with policies
that are conducive to growth-promoting private-sector activity and investment.

2. Results matter: MCC seeks to increase the effectiveness of aid by identifying cost-
effective projects, tracking their progress, and measuring their impact.

3. Country ownership matters: MCC works in partnership with eligible countries to
develop and implement aid programs, on the premise that investments are more likely to
be effective and sustained if they reflect the country’ s own priorities and strengthen the
partner country government’s accountability to its citizens.

Taking stock of MCC’sfirst 10 years, and with aview toward the future, this series of MCC
Monitor Analyses addresses three main questions for each of the three pillars of MCC’s model:
e Towhat extent has MCC's model governed its operations in practice?
e How should MCC strengthen and expand its model and operations over the next 10
years?
e With other US government devel opment agencies adopting many of the aid-effectiveness
principles that underpin MCC’'s model, how is MCC still different from other providers
of US foreign assistance?

1 According to US Overseas L oans and Grants (http://gbk.eads.usaidalInet.gov/data/f ast-facts.html), MCC was responsible for
just under 5 percent of US economic assistance disbursementsin FY 2012. In comparison, the United States Agency for
International Development (USAID) was responsible for 35 percent and the State Department 38 percent. The George W. Bush
administration’s origina vision of MCC was that it would have an annual budget of $5 billion rather than the approximately $1
billion it has received each year. Even if it had reached the higher level, its budget still would have been only around half the size
of both USAID’s and the State Department’ s annual foreign assistance obligations each year.




Focus on Results: MCC’'s Model in Practice

Recommendations

One of the key pillars of MCC’'smodd isitsfocus on results—approving only projects predicted to achieve
cod-effective results, tracking results asthey comein, and measuring find, attributable results. MCC has
been at the forefront of indtitutionalizing these practices during itsfirst 10 years. It its next decade, MCC
should build on thisleadership by

1. extending itsinnovative work with country growth diagnostics by

protecting therole of economic evidenceinthefina report;

broadening participation to welcome other development partners, and

systematicaly publishing find reports and detailing its relevance to the subgtantive focus of
the country program;

2. enforcing its commitment to invesmentsthat demongrate adequate returns both at the stage of
initid project approva and during midcourse implementation adjustments by

committing not to fund money-losing investments (i.e., those whose benefits are expected
by MCC to belessthan project costs—so far, MCC hasinvested closeto $1 hillionin such
activities);

limiting funds devoted to “ experiments’—those activities whose returns are unknown—
and ensuring that they are aways accompanied by rigorousimpact evauaionsthet
promote learning (M CC needs space to experiment and innovate, but the scale of such
activities should remain modest to protect the qudity of theingtitution’s portfolio); and
providing public information about expected impact following any decison to reprogram
funds during implementation (many MCC compacts experience arescoping process during
which funds are shifted among activities and, in some cases, to new activities, but such
decisonsarerarely public and a times have been inconggtent with MCC's commitment to
results);

3. improving its system for reporting both progress during implementation and estimates of results
from independent externa evauations by

posting eva uation plans before implementation begins and publishing dl evauation reports
inatimely manner, including those of midterm evauations and other assessmentsthat
inform midcompact decisionsto scale up (or not) particular projects;

providing a portfolio-wide eva uation strategy that describesthe rationae underlying
MCC' sdecigonsregarding which sectors and activities are covered by the most rigorous
impact evaudtions,

increasing resources dedi cated to disseminating resultsrel ated information sncethe
webgteisdifficult to navigate and resultsinformation is often incomplete or out of date;
demongrating how MCC is goplying lessons learned from rigorousimpact eva uations
conducted by MCC and othersto current programming; and

reporting on partner country progress on the policy conditions agreed to in each compact.



Introduction

When MCC was founded, there was widespread skepticism about the effectiveness of foreign asssance.
Many obsarvers, both externa and internd to devel opment inditutions, agreed that too much aid wasbeing
Spent on poor projectsin service of poorly defined objectives with correspondingly little understanding of
what these funds were achieving. Asaresult, between 2002 and 2004, when MCC was being cregted, there
was bipartisan support for the new agency to focus on achieving messurable results?

In practice, the broad idea of measurable resultsfairly quickly became operationdized by MCC asrasing
locd incomes. The MCC mode sought to enhance theimpact of foreign assistance projects by focusing on
thissngle, measurable objective—poverty reduction through economic growth. While thisgod could be
achieved through many kinds of activities, MCC committed early on to funding only those that would
achieve thisobjectivein acog-effective way. That is, invesments should be expected to raiseloca incomes
by morethan the tota cost of the program.

Ovedl, MCC' sgpproach to resultsis designed to increase the effectiveness, trangparency, and
accountability of how foreign assstance is ddivered, such that more programswould succeed. Equdly
important, for those programsthat fall short of expectations, better understanding and documentation of why
they deviated from expected resultswould help improve future investments.

MCC' sapproach to results has three phases

1. Prenvestment andyses, induding (a) condraintsto growth andyssto help focusthe invesment
packagein the sectorsthat most congrain the private investment thet will drive poverty-reducing
economic growth and (b) economic rate of return (ERR) (or cost-benefit) andysesthat estimate the
expected increasein loca income for amost every proposed investment, areintended to hedp MCC
partner countriesfocusther proposas on investments that will generate the expected results (i.e,
rasing loca incomesin measurable ways) and enable MCC to structureits engagement with
partnersfrom the outsat around explicit expectations of results.

2. Monitoring of progress againg preinvestment implementation plans during the lifespan of the
compeact determines the extent to which project implementation is proceeding compared to
expectations and achieving desired direct results.

3. Pogtimplementation eva uation seeks, as akey priority, to determine whether MCC investments
causad increasesin incomefor loca bendficiaries that would not have occurred without the
compact and whether these dtributable increases in income exceeded the va ue of resources

expended on them.®

These phasesare codified in MCC's Framework for Results, developed during MCC' sfird severd years of
operation. Theframework isone of the agency’ sdigtinctive fegtures, and it remainsthe gold andard
among development indtitutions. Asthis paper will explore, however, MCC' s practices have sometimes
been incong stent with this framework, suggesting that there are indeed opportunitiesfor MCC to improve
implementation and adminigration of itsmodd inthefuture,

2 The focus on results was one of several aid-effectiveness principles incorporated into Millennium Challenge Corporation’s
(MCC's) model, principlesthat are generally accepted worldwide today. The Paris Declaration, adopted by the Organisation for
Economic Co-operation and Development in 2005, lays out five fundamental principles for making aid more effective. MCC,
created at roughly the same time these were being debated, in many ways reflects these principles better than most other bi- and
multilateral donor agencies. Other attempts to codify best practice principles usually identify similar processes that are seen as
leading to better aid outcomes.

3 Wiebe (2008).



Some of thedementsof MCC' s Framework for Results can befound in the origind authorizing legidation,
but many components, aswell asthe operationd detail, were developed early on by MCC gaff and then
further strengthened over time. The dements of the Framework for Resultsincluded inthe legidation
includethefallowing:

1. That MCC' spurposewas“to provide such asssance in amanner that promotes economic growth
and the dimination of extreme poverty and strengthens good governance, economic freedom, and
investmentsin people.”* As agarting point, the reference to both economic growth and poverty as
mutud objectiveswasimportant in its suggestion that growth done was not sufficient but thet
economic gains must be demongtrably shared by the poor in partner countries. Thus, the language
in MCC' sauthorizing legidation laid out the chdlenge to identify investments could be judtified as
both promating growth and reducing poverty.

2. Thebassfor focusng on cos-effective interventionsto achieve the objective. Inefficiently invested
grants(i.e., those generating fewer benefits than costs) by definition could not be consstent with the
congressiona mandate to facilitate economic growth.

3. A focuson defining specific objectives and respongbilities up front. The legidation saysthat each
compact should contain “the oecific objectives that the country and the United States expect to
achieve during the term of the Compact” and “the responsibilities of the country and the United
Satesin the achievement of such objectives”

4. Theimportance of arobust monitoring and evauaion (M&E) framework. Again, thelegidation
requiresthat compactsinclude “regular benchmarksto measure, where gopropriate, progress
toward achieving such objectives’ and “an identification of theintended beneficiaries,
disaggregated by incomeleve, gender, and age, to the maximum extent practicable.”

At somelevd, these requirements were neither fundamentally new nor profoundly innovative. Many donor
programsinclude some or dl of these dements, but they a most demondirate that the foreign assstance
agency and itsimplementing partnersfulfilled their commitmentsto aparticular aid project or program. By
themselves, these dementsrreflect an accounting approach to results, generating informeation about tasks
done but staying slent about both the cost and the vaue of thosetasks

Theinnovative quditiesof MCC's Framework for Results emanated from the MCC gaff tasked with
putting congressiond language and intent into action. Threeimportant innovationstook the rudimentary
accounting approach written into the legidation and crested a comprehens ve results-focused gpproach that
would impose economic logic and quantitetive rigor on every program, from inception to completion,
acrossthe inditution’ sentire portfolio in amanner only occasiondly seenin the practices of other foreign
assidance agencies

e Using growth diagnosticsto ensure proposed projects address acountry’ s main condraintsto
growth

e Using cogt-benefit andyss (CBA) to identify codt-effective, growth-focused projects

e Linking the project parametersin the cost-benefit mode sto project targetsfor robugt, high-qudity
project monitoring

41n general, MCC operationalizes this requirement by selecting for grant funding, ex ante, countries with “good governance,
economic freedom, and investments in people” (see MCC at 10 paper on palicy performance for more detail about how MCC's
country selection system works and the theory behind how this system promotes these |egislated goals). The agency’ s assistance
“promotes economic growth and the elimination of extreme poverty” by making this—measured as an increase in local
incomes—the overriding objective of all its funded programming.



While MCC' simplementation of its Framework for Results has made it more comprehensively results
oriented than most other donors, in practice, the requirementsit implies have sometimes created practicd
chdlenges, particularly when they conflicted with other ingtitutiondl vaues and/or desires, such as
promoting country ownership (when acountry strongly prefersinvestmentsthat do not mest MCC
requirements) and fully expending the annual appropriation from Congress.® Even asMCC moved ahead as
an inditution with itsinnovative and digtinctive Framework for Results, actud practice has a times deviated
from drict adherence, as other factorsled M CC management to make decisonsincongstent with its
commitment to results: deciding to fund invesmentsthat are not projected to achieve cos-effective results
or continuing investments found not to be working.

This paper looks & how well MCC has actudly deployed each of its main gpproachesto results. Based on
our review, we have concluded that MCC'’ s Framework for Resultsis an important feature that should be
preserved and isworthy of emulation by others. Indeed, during its second decade and beyond, MCC should
strengthen its adherence to the results-focused policies and practices that makeit such adistinctive donor.®

Preinvestment Analysis: Constraints Analysis (CA)
Background

MCC sdectsasmdl set of relatively well-governed countries with which to develop and implement a
compact, afive-year program in which MCC provides grant financing for projectstargeted at reducing
poverty through economic growth. Eligible countries are expected to lead the devel opment of their
compactswith explicit guidance and support from MCC gaff. As part of this process, countriesare
responsiblefor submitting to MCC aproposd for funding.” One of thefirst tasksthat new partner countries
undertake, asrequired by MCC guidance, isan analysis of economic data, using aprocessMCC cdlsthe
condraintsanayss, to identify the most pressng factorsthat limit private investment and economic
growth. The CA systematically considersthefinancia sector, the policy environment, the provision of

5Likeall US agencies, MCC is under pressure to spend its annual budget to demonstrate the need for an equally large (or larger)
appropriation the next year. In such a context, rejecting country proposals that do not meet MCC' s investment standards might
lead to asmaller country program and unobligated balances at the end of the year.

6 This paper does not address the issue of whether MCC programs have broader systemic or macro-economic effects beyond the
narrower scope of the specific investments constituting those programs. Such effects could come through various channels,
including “the MCC effect,” aterm that usually refersto the ideathat both potential and current partner governments engage in
non-program-related reforms to maintain their standing with MCC. A second channel would be through program-related reforms
undertaken by MCC partner governments as part of the investment program that have broader effects. For example, a set of road
investments that requires the country to reform its Department of Public Works and establish a sound maintenance program using
local resources (or funds from other donors) could conceivably have effects on all roads, not just those in the MCC program. This
paper does not address these potential effects for several reasons. First, MCC programs, which were intended to be large relative
to country budgets, have not actually been large relative to existing private capital flows and the total of resources from other
donors, especially when the five-year compact amount is considered in annualized terms. Programs of this size are unlikely to
have any discernible effect on investment and growth at the macro level. Moreover, where countries undertake broader reforms,
even as a condition of the MCC program, it would be questionable practice to attribute broader gains to actions by MCC. Instead,
this paper will work on the assumption that where investment programs themselves are successful in a narrow sense, they may
have broader effects as well, which would make them even better. But we resist the practice of looking for unattributable and
unmeasurable impacts to validate projects that are not cost effective on the narrower basis.

7 From the outset, MCC operated under the expectation that country partners would develop proposals independent of MCC staff
support. However, in response to early experiences in which often-lengthy processes yielded proposals not up to MCC's
standards, MCC modified its approach, providing staff support during the development process and welcoming input from other
development partners as long as the country counterparts remained in charge of the process.

8 MCC's constraints analysis (CA) follows the growth diagnostic approach devel oped by Hausmann, Rodrik, and Velasco (2005).
MCC adapted this framework, replacing the objective of identifying the single most binding constraint with the less strict



transportation services and other public goods, and other foundationd sectorswith the am of determining
which problem among many needsto be addressed firdt to achieve faster and more robust economic
growth. Theresults of the CA, then, areintended to help focus the compact devel opment processon the
investments and reformsthat are most demongtrably supportive of MCC' s mandate to reduce poverty
through economic growth.

MCC formally adopted the CA as part of the compact devel opment processin late 2006.° At that time,
MCC management was concerned about the qudity of theinitia proposals submitted by new partner
countries. They often were composed of dementsthat were not cons stent with MCC' s expectations of
generating sufficient measurable returnsin the form of increased incomes that would be broadly shared
acrossthe population. In some cases, the proposals borelittle obvious connection to atransformationd
growth drategy and often included eementswith low returns. These poorly focused initid proposdsledto
lengthy negotiations and redesign effortsas M CC tried to ba ance country priorities (esarticulated inthe
firgt draft of the proposa) with itsingditutiona mandateto invest in programsthat would raiselocad incomes
in acost-effective manner. Ultimately, the compact devel opment processtoo often produced compacts that
did not redly appear to focus on raisng loca incomes and accd erating economic growth.

Inthis context, MCC management decided to add the requirement of aCA, knowing this additiond step
would likely extend the period between sdection for compact eigibility and the country’ s proposa
submission. The expectation wasthat while the proposa devel opment process might take longer asaresult
of the upfront andytica work, MCC would recelve better proposas asaresult and consequently need less
time between thereceipt of theinitid proposd and its ultimate board approva of thefind compact. Infact,
the addition of the CA did not end up extending the compact development process (Figure 1).

expectation of identifying two or three priority constraints. The analysis does not dictate specific investments and reforms but is
intended to guide the program development process toward potential means of relaxing the identified constraints.

9 The requirement was imposed only for newly selected countries. Moldova was the first country to conduct a CA. Ten countries
were allowed to complete their development process between 2006 and 2010 without a CA, including a number of countries that
had only recently begun their due diligence work.



Figure 1. Theaddition of the congraintsanalyss(CA) likdy added little additional time, on average,
to the compact development process.
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MCC's CAs in Practice

CAs are almost always useful for focusing compact development on growth-focused projects. However, the
scarcity of economists formally trained in this practice and the risk of political manipulation of results by the
partner country has presented some challenges.

MCC' s gpproach to the CA hasevolved over time. Early on, largely reflecting MCC' s emphasis on country
ownership, the responsbility for conducting CAsrested dmost exclusively with loca economigtsinthe
eligible country, with dmaost no technica support provided by MCC gaff. Thesefirst CAstook longer than
expected and always eventudly required did ogue with MCC staff about the dataused, the anaysis
performed, and the conclusions drawn. Over time, MCC found it more congtructive to support the process
aong theway by identifying, and sometimes funding, consultantsto work within loca teams. MCC dso
became more comfortablewith theideathat a CA could be a collaborative process between MCC and the
eligible country without fundamentally undermining the country’ s ownership of the resulting product and
conclusons.

The CA, both the process and the results, has dmost dways usefully shagped the bilaterd engagement
around what MCC expectsto fund (eg., invesmentsin asmal number of sectorsthat will contributeto
economic growth and raise locad incomes) and what it will not (e.g., activitiesthat are unfocused on growth
but that satisfy palitica needs of individua ministriesin the digible country). Arguably, this objective could
be accomplished without aCA, but the new procedurd requirement made al sakeholdersengageina
discussion about growth in ways that had not happened before. 1t aso raised the profile of therole of




economic andyssearly onin the compact development process, which possibly helped increase
understanding of and buy-in to the economic andysesthat occur later in the process.

Of course, not al CAs have been of equa qudity. Two variables have largely determined the qudlity of the
CA findings® Thefird isthe availability of economistswith skillsto conduct the analysis. The growth
diagnostic method has gained some prominence since the idea was conceived adecade ago, but it is il
largely unknownto dl but asmal (yet growing) number of traned economids, very few of whomlivein
MCC partner countries. While growth diagnogtics utilize fairly standard methods of economic andyss, in
practicethe processis not sraightforward for those not trained specificdly in the andytica method. In
addition, growth diagnostic courses aretaught at only asmal number of mostly American universities.

However, because MCC now has more than seven years of experience formaly conducting CAS, itsown
capacity to oversee, support, and collaborate on thistype of anadysisin partner countrieshasgrown. This
srengthened internd capacity has contributed to theimproved qudity of CAsover time. The capacity of
economigsin digible countriesto conduct CAs, however, has not evolved inthe same way, particularly
since—with the exception of countries sdlected as digible for second compacts—most newly digible
countries are undertaking thiskind of andysisfor thefirg time.

The second factor that largely determinesthe qudity of CAshas been, in some cases, how digible country
governments respond to paliticaly chalenging findings. By congruction, the CA identifiesthe most serious
problemsfacing private investors, and the results usudly identify anumber of important government
failures!! Although some potentia condtraintsto growth (e.g., inadequateinfrastructure investment) may be
lesscontroverdd than others (e.g., education, hedthcare, labor palicy), in many cases, governments may
find it difficult to publicly acknowledge the most binding congtraints to economic growth. Indeed, even the
lack of infrastructure investment can betraced in part to policy and indtitutiond failures (both examples of
government failures), and solving these directly can require paliticaly controversd messures, such as
increesing user feesor tariffs.

Theresults may dso be paliticaly chalenging when the andytica findings are not supportive of specific
projects desired by partner country governments. Often partner governmentsview MCC grant finance asan
opportunity to fund important development projectsthat they cannot or would not finance using loansor
generd revenue. Sometimesthese pet projects may have narrow political objectivessmilar to pork barrel
spending in other countries, but they may aso reflect broader nationd objectives, such as connecting or
opening regionsthat remain on the country’ s periphery. In such cases, the politicd priority touseMCC
grant funds may be very high but may be entirdy unrelated to the most pressing problemsthat limit
investment and growth in the country asawhole.*2

10| n addition to the two challenges described in detail here, data access and time pressures have been important challengesin
virtually every context.

1 Government failures here are defined as government interventions (or omissions) in the economy that result in lower welfare
levels than would otherwise be the case. Market failures can also be found in many devel oping countries and receive alot of
attention from development economists, but they rarely riseto the level of binding constraint at the macroeconomic level in the
absence of some underlying government failure. Nonetheless, the CA method employed by M CC includes a search for evidence
that market failures constitute a key impediment to private investment.

12 Of course, pet projects need not be contrary to MCC’ s mission to reduce poverty through economic growth, but MCC has had
complicated engagements with countries that enter into the relationship with a strong preference for investments before any
analysis has been done. This happened, for instance, with Indonesia and Bolivia, both of which approached the compact
development process with strong preferences for specific highways. Georgia entered into discussions about a second compact
with a clearly identified priority for abrand new university; the CA found that education was indeed among the primary binding
constraints, but the CA suggested that larger problems existed at the primary and secondary levels.



Whatever the congraint identified, it can be unusua for public documentsto be explicit about politicaly
sengtive government failures, particularly if solving these requires action by the government itsdf (eg., a
policy change) rather than asignificant amount of donor assstance. Thisis particularly trueif the stting
government has been in place for sometime and fed's more ownership of exigting policies. Consequently, in
some countries, the CA’ slanguage has been intentionaly watered down or dtered to placatelocd
sengtivities, though this has not dway's been the case.

Countries CA teams have had varying levels of autonomy from their governments, and moreover, the
teams have had different levels of the andytical capabilitiesthat dlow an objective view of theissues. In
some early cases, little politica attention was focused on the exercise, and teams could operate
autonomoudy. Thus, in Moldova, thefirst country to do aCA, andysswere ableto identify public
corruption, aclearly contentiousissue, asabinding condraint to economic growth. In another recent
example, the Stting postrevol utionary government of Tunisaleft teeamsfreeto identify and describe
sengdtiveissueswithout any palitica interference. Of course, it would have been impossible prior to the
revolution for CA teamsto identify, asthey did, thelack of adequate checks and baances on executive
power as ahbinding congraint to growth. Clearly, some countries aso have alonger tradition of tolerating
dissent and astronger culture of vauing independent andysis and sdf-criticism.

Thekey chalengeto producing an objective and empiricaly rigorous CA liesin managing the politica
sengtivity of thefindings. The clearest examples of palitica reactions occurred with the four Partnership for
Growth (PFG) countries: Ghana, El Salvador, the Philippines, and Tanzania® These PFG-related andlyses
were led by MCC economigtsin collaboration with the United States Agency for Internationd
Development (USAID), the Department of State, and severd other executive branch agencies and with
close collaboration with partner country counterparts. For these PFG country governments, however, the
CA findings entailed higher stakes than those that related to most MCC compacts, Sncetheresultswere
expected to have implications not just for MCC investments but for broader American bilatera
relationships.

Inthree of the four countries (Ghana excepted), country officids requested that language and conclusonsbe
modified to better conform to their devel opment dsrategies and to eliminate or deemphasize discussion of
controversd policy issues. The CA for Tanzania, for example, identified specific regulatory and policy
barrierswithin the business-enabling environment as a serious problem limiting investment, despitecdlams
by the government that actions had been taken to remedy the policy and ingtitutiona problems. Although
thefina verson of the CA retained some discussion of theseissues, it omitted paragraphs and datathet were
deemed objectionable. The CA process provides opportunity for comment and input by arange of interested
parties, and this process often congtructively leads to changesin language and, less often, conclusions based
on differing interpretations of data. But in these cases, the changes were not made through a dia ogue based
on empirica andysisbut rather reflected palitical sensitivities of loca government officiads

13 partnership for Growth is an effort by the US government to focusiits bilateral engagement with a small number of countries
around devel opment, consistent with the President’ s Policy Directive on Development issued in 2010. The Partnership for
Growth is a“whole of government” effort led by the White House through an Interagency Policy Coordinating Committee that
aimsto work closely with partner countries on their most pressing problems constraining private investment and poverty-
reducing economic growth. Partner countries commit to important reforms and investments, and the US government in turn
directsits assistance, using avariety of aid and nonaid tools, in support of their strategies.

14 1n the Philippines, country counterparts never really embraced the analytical process focused on economic growth asthe
primary policy objective, and this underlying disagreement can be seen in the language of the report and its conclusions. In El
Salvador, the analytical process bogged down, not over language or the primary focus on growth but over the interpretation of
evidence and identification of priorities; the final report avoided, rather than resolved, the conflict by citing low productivity as



Thistenson between economic evidence and locd paliticd prioritiesisanaturd tengon for nearly dl
development agencies. At the sametime, it isnot dway's present and often can be managed. Indeed, varied
experience showsthat it isimportant to set the stage carefully by taking preparatory stepsto ensurethat (1)
the respective government and its representatives on CA teams are provided clear editoria control and high-
level palitica support should they identify sengtiveissues, (2) team members begin the process with open
minds and are willing to move beyond prior beliefs or opinionsthat are not supported by factud evidence
and to search the gpace of potentid condraints thoroughly for evidence, (3) the US government teams are
given the backing they need within their own political contextsto confront controversa themes, and (4) a
mechanismis provided to resolve differences, such asthe attachment of dissenting opinions, collection of
secondary (lesshinding) issues, or disclamersin the event of disagreemen.

Recommendations

Based on these experiences and lessons during the past decade, MCC should consider four key
recommendations going forward:°

(1) Protect theroleof evidencein thefinal CA report. If the CA isto fulfill itsintended function of
establishing an evidence-basad framework for the devel opment of the country compact, MCC
should discourage countries from suppressing data, even when the results appear unfavorableto the
partner country government or do nat fully conform to the country’ s nationd srategy. The
document needsto be amutudly acceptable statement of priorities, but neither the language nor the
presentation of data needsto be expased to a consensus sandard. Instead, country governments and
MCC should have the opportunity to provide an officid response as an addendum, taking issue
with specific pointsinthefina report, but not rgjecting the core findings. Such an gpproach would
dlow partner governments and M CC the opportunity to accept the technica report without being
Seen as accepting and endorsing every Sngle statement in the report. When MCC finds Sgnificant
disagreement over the findings of the CA, thisshould be viewed, as origindly intended, asan early
warning sgnd that the specific country may not be prepared or positioned to engagein abilatera
program focused on acce erating economic growth and indituting politicaly difficult reforms.

(2) Devotemoretechnical resourcesup front for theinitial analytical work. MCC has proudly
embraced the rhetoric of being the first mover on growth diagnostics asamethod for identifying
development priorities. Y et it il strugglesto find quaified economists, both in-house and through
externd contracts, who can do thiswork efficiently and rdiably. MCC has dso understandably
baked a applying too many US-based resources to the task for fear of dominating an andyticd
process that was designed to respect country ownership. If MCC remains serious about therole of
CAs, it should increase the number of gaff with formal growth diagnogticstraining. Because of the

one of the two constraints. While all of the analysts understood that the CA should answer the question, What is causing the low
productivity? the two teams could not agree on the answer to that question, and it appeared that some possible answers were
politically unacceptable to the El Salvador team. In Ghana, the main tensions arose not between the two country teams but rather
within the US team. The initial analysis did not point to rural infrastructure as a primary bottleneck to national economic growth,
but some on the American team felt that this weakness needed to be a constraint, consistent with the priorities already identified
within the United States Agency for International Development (USAID).

15 MCC officials recently reported that the ingtitution has taken a number of steps to address these challenges, including the
recruitment of an additional staff economist with specific responsibility for the CA process and the formal decision to post all
CAson the MCC website. These actions are clearly stepsin the right direction for improving both the quality and the
transparency of the CA process, but it is still too early to tell the extent to which these decisions will overcome existing obstacles
to objective analysis and timely transparency.
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intermittent nature of the task, establishing a standing team solely devoted to CAsisimpracticd, but
adding severd postionsthet require relevant training and experience would significantly enhance
MCC' sdhility to respond on CAswhen needed. These saff could aso become acentrd hub for
training partner country economigts early in the compact development process, which would help to
mitigate concerns about directly imbedding a digoroportionate number of US-based consultants.

(3) Indudeeconomigtsfrom other donorsin the conduct of CAs!® By expanding participaionin
thismanner, MCC and its partner governmentswould raise the profile of the CA and reducethe
likelihood of multiple and often contradictory analyses being conducted at the sametime.’ Broader
participation would enable the sharing of dataand analyses across actors and help donors coordinate
their own programsin amanner that isbetter digned with the partner country’ seconomic growth
drategy that isinformed by the CA. Moreover, broadening the pool of technica participantsin
country could subgtantialy reduce the time needed to callect and andlyze the datathat are part of the
CA process, thereby possibly expediting the andys's. While broadening participation hasthe
potentid to undermine the effort to focus the andys's on impedimentsto growth, MCC canindst
that the analysisfollow the technical guiddinesfor conducting aCA .18

(4) Publish on the M CC webste completed CAsfor countries developing compacts. While CAs
are posted for countries with sgned compacts, MCC should dso post the CAs, assoon asthey are
complete, for countriesin the process of developing compacts. Doing sowould dlow MCC to be
more accountable to American and partner country stakeholdersfor how wel the developing
compact targets binding condraintsto growth.

16 The CA process already encourages partner governments to include well-trained economists from academia and
nongovernmental organizations to ensure that the findings (and the government response) are not driven by political
considerations.

17 National devel opment strategies and poverty reduction strategy papers often are characterized by a broad menu of worthwhile
activities but lack a strategic focus. The CA would not eliminate these but might help inform their development and help identify
priorities. Similarly, bilateral aid agencies could use the CA either to better align their programs or to explain the rationale for
targeting other development concerns.

18 A common criticism of the growth diagnostic method is that it focuses on the impediments to private investment, which is seen
as the primary driver of economic growth. Already alternative methods have been devel oped that seek to shift the focus of the
analysisto other challenges, such as productive employment. Such methods, including inclusive growth diagnostics, have gained
some currency in other development agencies, but most MCC economists, both past and current, have largely agreed that these
adaptations weaken the technical quality of the analysis and are contrary to the essence of the growth diagnostic method, whose
valueliesin the clarity and narrowness of its definition.
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Preinvestment Analysis: CBA and ERR

Background: Why CBA?

MCC was cregted at atime of great skepticism around the usefulness of foreign assstance as commonly
practiced. Much of the ald-effectiveness agenda emerged from the sense that, too often, donorswere
prepared to finance activities and investments that were not worth the money spent. A donor might
accurately describe having spent $100 million in foreign assistance in acountry, but local resdents might

just asaccurady damthat the vdue they
recaived wasfar lessthan that. Because donors
usudly do not provide an economic judtification
with supporting anaysis, it isdifficult for anyone
to pogitively demondrate which activitiesare
worth their cost (and which arenot). In 2002, the
Bush adminigration was eeger to make a
substantid increase in the amount of foreign aid
directed a globd poverty but waswary of
funndling the new fundsthrough existing
ingtitutions, which were seen asoverly
encumbered by legiddive redrictionsand
bureaucratic Sructures and policies.

In this context, MCC was designed to be
different, and the adminidtration found fairly
strong bipartisan support for anew ad agency
built on new principles. MCC built intoits
program processes the expectation that projects
would not be funded in the absence of compelling
evidence suggesting programs would
successfully generate benefitsto loca households
that exceeded the cogts of implementing them. In
the absence of CBAS, development agenciesare
ableto support projectswith no formd or explicit
comparison of the anticipated benefits of the

Cost-Benefit Analysis Matters: The Bridge
to Nowhere

An example unconnected with MCC and outside
the realm of foreign assistance that illustrates the
importance of cost-benefit analysis for public
investments is the famous “Bridge to Nowhere”
that was designed to connect the town of
Ketchikan, Alaska (population 8,900), to a nearby
island that houses the town’s airport and a
population of 50 people. Ketchikan residents
would undoubtedly have benefited from the new
bridge, but most economists—and most
noneconomists, for that matter—would have little
trouble demonstrating that the benefits to those
residents would not be large enough to justify the
cost of nearly 5400 million in federal funds. It is
not that the bridge would have generated no
benefits. It is simply that the benefits would not
have been enough given the cost (as further
evidence of its poor rationale, residents of Alaska
or Ketchikan would never have spent their own
funds on this bridge).

program to the amount of money spent achieving those gains. In the context of scarce resources combined
with many competing needs and opportunities, selecting projectsin such aninforma way, uninformed by
credible objective evidence, isakey factor that has contributed to awiddy held perception thet alot of aid
projects are not working. When aforeign ad critic makes a statement reflecting thet point of view, they
rarely mean that the programs are not hel ping anybody—amost dl aid programs can find anecdota
evidence that describesthe intervention as a success—but rather they mean that the gainsaretoo smdl to
judtify the expenditure.

MCC builds CBA into compact development &t the proposd stage. Following the successful completion of
aCA, apartner country developsaproposd for MCC that includes anumber of invesment and reform
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components aimed a addressing the binding constraints to growth identified by the CA.°® Countries must
then undertake a CBA for each of the proposed projects and mgor and separable subcomponents of large
projects. Theandysscomparesdl project cogs (including those contributed by partner governments, those
contributed by other donors, and even user fees paid by beneficiaries) with expected increasesin loca
incomes. Then, it caculatesthe ERR, or theinterest rate a which the net benefitswould equa zero.2° MCC
requiresthat estimated ERRs be gregter than aminimum “hurdl€’ rate (currently 10 percent) for the project
to be considered economically justified.?* That is, when the ERR isa or greater than 10 percent, the benefits
generated over thelifetime of the project (often 20 years or longer) are expected to exceed the project’ stotd
codsover the sametime horizon. In this context, projectswith ERRslessthan 10 percent are understood as
generating fewer benefitsthan costs and, as aresult, cannot be consdered cons stent with contributing to
economic growth.??

MCC' sforma use of CBA to determine whether proposed projectswill raiseloca incomes by more than
the vaue of invested resources created afundamentdly different context for project selection and design and
s2ts MCC gpart from other donor organizations?® Advocates of specific program dements could not smply
argue that they thought proposed activities were worthwhile; they were required to demondrate,
mathematically and transparently, that the benefits were expected to be larger than the cogs. For example,
another development agency might accept aproposal to spend $5 million to train 5,000 loca farmersin new
cultivation techniques and measure success by counting whether those 5,000 farmersweretrained. MCC
added a critica dement saying that such aproposal would be acceptable only if there were areasonable
expectation that, asaresult of thetraining, the participating farmers could be expected to adopt new
practicesthat would raisetheir incomes by $5 million or more (in discounted terms) over the program’s
liftime. That is, thereturns, in the form of increased income for beneficiaries, usualy earned over 10 or 20
years, would be expected to outweigh the costs incurred mostly during the 5-year MCC investment
period.2*

19 Early drafts of the CA are shared and discussed with MCC staff, and the CA is not considered final until MCC formally
accepts the final report. This process was developed as a means of ensuring that major differences between MCC and its partners
in the analysis and interpretation of the data would be reconciled before program development could begin.

20 Throughout this report, the terms “ cost-benefit analysis’ (CBA) and “economic rate of return” (ERR) analysis are both used to
describe MCC' s preinvestment analysis of the economic merits of proposed investments. The former term, “CBA,” describes the
genera practice of comparing all costs and al benefits over time. The latter term, “ERR,” isa summary statistic that describes the
results of the analysis. Other possible summary statistics include net present value and benefit/cost ratio. If the data are treated the
same way, then all three summary statistics yield the same finding. If the ERR exceeds the predetermined minimum discount rate
(suggesting a good investment), then the net present value would be positive and the benefit/cost ratio would be greater than 1
(using that same discount rate).

21 The minimum ERR requirement has evolved over time. MCC's original economic guidance document of 2004 set country-
specific minimum ERR thresholds as the average GDP growth rate over the most recent three years. This led to some very low
floors that were nonsensical for an ERR threshold, for example, 1.4 percent for El Salvador, 4.8 percent for Cape Verde, and 2.7
percent for Nicaragua. In early 2006, MCC adopted a practice of establishing country-specific hurdle rates that were defined as
two times the average growth rate in GDP over the most recent three years of data. This formulation was amended in 2007 to
include a minimum rate of 10 percent (applicable for slow-growing countries) and a maximum of 15 percent (to protect fast-
moving countries). More recently, the policy governing rescoping decisions—situations where program spending needed to
change from the origina design—established 10 percent as a hurdle rate to be applied in all countries, and this became the basis
for al investment decisions as well.

22 Most societies do choose to spend money on social safety net programs, many of which would have ERRs less than 10 percent,
but such programs are generally seen as distinct from the growth strategy.

2 The World Bank'’ s guidelines also require aformal CBA for every project, but in practice such analysisis done for less than
half of all projects. A 2010 report from the World Bank’ s Independent Evaluation Group documented how the practice of CBA
has waned within the bank (World Bank 2010). As discussed in alater section, USAID also used CBA in the past, saw its use
decline, and is now clearly committed to increasing its use.

2 An important element of any CBA is the practice of discounting, which reduces (i.e., discounts) the value of both costs and
benefits that are realized in the future. Like an interest rate on savings at any commercial bank, which promises to pay morein
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MCC's ERR Practice

The practice of MICC’s ERR analysis has evolved and in many ways improved over time. Despite persistent
challenges (e.g., often poor data quality), decision making based on imperfect analysis (with awareness of
its limitations) is almost always better than decision making based on no analysis or based on factors
unrelated to projected results.

Between 2004 and 2006, MCC devel oped compacts with 20 countries but had only two economistson
daff. Asaresult, the practice of CBA in MCC' sfirgt two yearsrelied heavily on country partners
developing theinitid CBA moddswith MCC economists and their consultants' reviewing and revising
those modd s (and congtructing their own models, as necessary). Early on, MCC produced guiddinesonthe
practice of CBA, but these guiddineswere very generd. In addition, the guiddines acknowledged that a
number of condraints limited congstency across modds. These condraints, in MCC ' searly years, included
thefollowing:

(1) Data Availability and Quality: When constructing CBA models, the best gpproach often depends
on the dataavailable®® Espedidly in thefirst few years, during which every CBA modd was
different from previous modds, even for smilar activities, MCC' s practice might gppear highly
incons stent, despite the fact that at least some of the differences could be explained by the
availability of data?®

(2) Economic Analydts: In the absence of clearly established modd s and gpproaches, early CBA
practicesa M CC reflected to some extent the andysts and their different backgrounds and interests.
In the spirit of country ownership, MCC encouraged countriesto develop their own modelsto
edimate projected returnsto their proposed investments.2” MCC economiststhen reviewed the
models and worked with their country counterpartsto revise them as necessary. In some cases,

the future, discounting reflects the idea that people value something more today than in the future. A project with a0 percent
discount rate would suggest that a project that cost $100 million today would be acceptable aslong asit generated at least $100
million in benefits at any timein the future (i.e., an investment that paid $100 million tomorrow is the same as one that paysthe
same amount 10 years, or 100 years, in the future). Clearly no investor of public funds would find it acceptable to bury $100
million and promiseto dig it up for use 10 or 20 or 100 years from now. The process of discounting enables analysts to compare
projects that incur costs and generate benefits at different points of time in equivalent time-neutral units. The use of a 10 percent
discount rate (equivalent for decision purposes to MCC's calculation of ERRs and using a 10 percent minimum rate) essentially
imposes the demand that every $100 incurred as an expense in any year must generate at least $110 in benefits the following year
(or $121 in 2 years). The use of a 10 percent discount rate is higher than commonly used in advanced economies but is fairly
standard practice for public investments by donorsin developing countries.

% For example, estimating the increase in farmer incomes that are expected from a new irrigation system might be based on data
on farm incomes from an existing irrigation scheme, which can be used to build farm models. Where such data do not exist,
another approach might be to look at land prices, which in some circumstances might provide an estimate of the higher value of
improved land when compared to unirrigated farmland. Both approaches are acceptable, and using the farm income model in one
country and the land price model in the second country may actually reflect correct and consistent practice given different data
environments.

2 Modeling road benefits presents another example. In countries where good data exist on traffic response to improved roads,
parameters from past construction and rehabilitation efforts can be used. Where such data do not exist, relationships between
macroeconomic growth and traffic on main arteries (or rural roads) might be estimated and used instead. As aresult, two
estimates of traffic response rates could use very different parameters for similar roads, and each might be easily defensible asthe
best parameter estimate available in that context and thus consistent with best practice standards.

2T MCC actually expected that countries would include their own CBA resultsin the project development process. Thiswas
written into country documents and clearly formed the official expectation. To this day, however, all compact proposals have
included some elements that had no forma CBA by the partner country, and some of them included no formal CBA whatsoever
with theinitial proposal. Given that MCC never rejected a proposal (or a project) on the basis of the initial documentation not
having a CBA, it is clear that such language has never constituted a requirement in practice.
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MCC hired consultants to develop CBA moddsfor the partner country, and MCC economists
reviewed and revised these aswell. In other cases, mode swere developed from the outset by MCC
economigsthemsdves.

While each of these three gpproachesincduded find oversight and sgn-off by MCC economids, thefirst
tworardly (if ever) replicated the type of modd built in-house from the outset. In many cases, localy
produced mode s projected higher returnsfor desired investments compared to the resultsfromMCC's
review that dmaost dwayslowered the estimated returns (Sometimes to a point where the investment lacked
economic judtification). MCC sometimes chose to pursue these lower-return investments, however, inthe
name of country ownership (the localy done andyss suggested they were good enough) or perhgpsto
expedite the conclusion of compact development to conform to MCC' sinternd schedule. Intheend, the
models used to inform investment decisionsincluded some that were congtructed soldy in-house and others
that, while reviewed and possibly revised by MCC economists, were inherently the property of locd
andysts and international consultants?®

In 2008, an audit by the US Government Accountability Office (GAO) found incondstenciesinthe
goplication of ERR andys's, many of them reflecting theinditutiona and context-specific condraints
described above.?® For example, someinvestmentsin El Salvador were found to have sufficient returnson
investment, but only when a 25-year time horizon was used. This goproach had been developed by El
Sdvadoran economists and isnot wrong, per se, but the sengitivity of the positivefindings of the anadysisto
the use of alonger time horizon presumably should have been noted and was not. Other inconsstencies
found by GAO were not materid to theinvestment decison (i.e,, therate of return was acceptable under any
plausble parameters) and reflected reasonable differencesin gpproach given data avallability. Nonetheless,
GAO raisad concerns with what appeared to be a process driven to asgnificant extent by case-by-case
methodological choices

MCC' sresponseto GAO darified anumber of points. First, MCC would use a20-year time horizon asa
default setting but reserved the right to use other time frames when the design of the project judtified it.
Smilarly, MCC committed to usng standardized gpproaches to proposed investments but reserved theright
to use different methods when data.or project design justified such inconsstencies. MCC recognized the
need to enhance congstency of practice but aso continued to explain that it needed to focus on the most
reasonable modd s available, based on the gpecific contexts. To increase accountability, MCC aso adopted
aninternd peer review gpproach and began systematically publishing ERRs online so the public could view
(and dter) the parameters and assumptions M CC used in making its calculations. Opening such akey aspect
of itsinvestment decison-making processto public scrutiny was an unprecedentedly trangparent step for a

US government agency.

Despite theseimportant processimprovements, data.quality hasremained asignificant issue. Developing
countries tend to be data-scarce environments, foraing MCC to rely on outdated deta, sometimes of
questionable qudlity, or imperfect proxiesin its modds. Week assumptions, however, do not make ERRs
wrong, aslong asthe datalimitations are known and understood. Decision making based on imperfect

28 MCC'sinitial guidelines on the practice of CBA recognized the challenges. “Whether MCC itsalf, its partner countries, or the
two together working in a collaborative effort, will calculate ERRs will vary case by case, but in any case MCC will haveto be
satisfied with the quality of the analysis. Differences in data availability, reliability and quality and gaps, across countries and
between components, will have to be lived with after we have made reasonable efforts to improve what we can get. ... The
degree of elaboration of the model for any component will similarly have to be what judgment saysis ‘good enough.’”

2 US Government Accountability Office ((GAO] 2008).
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andyss (with avareness of itslimitations) isdmost dways better than decision making based onno
analysis or based on something unrelated to expected results (like congressiona earmarks).%° Of course,
when the data qudity is so bad that no sensble information can be drawn from the analyss, MCC’'smodel
would suggest thet large programs should not be gpproved given the absence of any compelling expectation
of codt-effectiveimpact.

MCC'’s Use of ERRs for Project Selection

MCC has largely chosen investments based on their ex ante demonstrated potential to achieve cost-
effective results. Several notable exceptions to this, however, suggest that MICC has at times acted
inconsistently with its mandate to promote poverty reduction through growth.

Are high ERRs necessary or sufficient for MCC to select aproject for invesment? While MCC' suse of
some minimum ERR hurdle rates dates back to itsfounding, al of MCC' s documentsincluded the proviso
that MCC reserved the discretion to fund projects regardless of the ultimate findings of the CBA.. Clearly,
funding a be ow-minimum-return project would beinconsstent with MCC' sindtitutional mandate to focus
on growth. However, MCC might choose not to gpprove aproject with ahigh ERR sncetherate of return
was never conddered the sole determinant of the qudlity of the program (i.e, it isnot sufficient). MCC dso
condders noneconomic factors, incdluding the following:

e Levd of locd support for the project (MCC might decide not to fund aproposed investment that
generated strong opposition from loca groups)

e Leve of conformity with other MCC policies (e.g., socid and environmenta safeguards)

e Incidence of the benefits generated by the project (MCC would be unlikely to approve projectsthat
generated largeincreasesin loca incomesthat benefitted only the wedthiest households or entirely
excluded the poorest)®

In addition, sometimes proposad projects smply do not lend themsdveswell to ERR andlyss Thisis
particularly true for two kinds of proposas:

o Policy-reform activities, wherein the primary actions are taken by partner country ministries
(The contribution of expert technica assgtancein facilitating the reformisextremdy difficult to
attribute and measure, and changesin aggregeate outcomes are difficult to attribute to Sngle
reforms)

e Moreinnovative proposasthat, by definition, have not been tested in other contexts so do not
have awell-developed evidence base for how and in what quantity benefits are produced?

30 Programs devel oped to respond to earmarks need not be ineffective. If agencies responding to an earmarked funding area are
able to impose the discipline of a CBA, investments and project interventions can generate adequate impact. But when agencies
arerequired to program in a manner responsive to earmarks, they may be compelled to spend money against that issue even when
no good intervention has been identified, and an agency’ s inability to reorient based on impact almost always leads to ineffective
spending practices.

31 See MCC's Economic Rates of Return webpage: http://www.mcc.gov/pages/activities/activity/economic-rates-of -return.

32 Of course, this loopholeis easy to exploit. Innovative projects still require aformal logical model that relates known costs to
expected outputs, outcomes, and impacts, and these must plausibly exceed costs. However, the “innovative” label can be applied
to activities that have no such economic logic but do have strong ingtitutional or political support.
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In such cases, MCC has been willing to gpprove funding for projectsfor which it isnot possbleto cdculate
an ERR. Presumably, though, these exceptionswould be both smal in scae and infrequent, and the
innovative projects would be accompanied by rigorous evauationsto help inform future funding decisons.
When M CC gpproves|arge investments despite the aasence of rigorous evidence of impact ex ante, such
decisons gppear incondstent with itsingitutionad mandate to use itsresources effectively.

S0 how consgently has M CC based itsinvestment decisionson ERR andyss? According to available
information, for the vast mgority of its portfolio (more than 90 percent of compact funds), MCC has
invested in projectsthat were expected to ddiver benefitsin excess of their cogts. Thisrecord reflectsthe
commitment of MCC managersto approach ther inditutiond task serioudy and needsto berecognized asa
tremendous accomplishment that no other donor can claim. In many cases, the expected rates of return are
very high, reflecting the fact that the investments address policy and inditutiona barriersthat, if remedied,
will open sgnificant new opportunities, often well beyond the narrow scope of the specific activity. Of
course, such high return projects usudly have asgnificant risk that underlying reformswill not be possble
(thereby compromising the expected return).2® Outside observers are keenly interested in seeing the resuilts
of MCC' simpact eva uations exactly becausethey will provide independent confirmation asto whether the
reforms were undertaken with the anticipated large-scd e returns.

Therecord of MCC' sinvestment decision-making process d o includes around $800 million to $900
million worth of mgor investments (around 9 percent of the agency’ stotal compact portfolio) thet did not
demondtrate cost-effectiveness a thetime they were gpproved for funding.3* Important to note, these are not
projectsthat looked good & thetime of the investment decision based on availableinformation and
reasonable assumptions that then failed to reach targets due to unforeseen circumstances. Instead, these
projects were gpproved by MCC' s management and board of directors despite the fact thet the indtitution’s
own economic andyd's characterized the proposed activities as unknown or not worth thelr costs.

MCC deserves credit for its many sound and rigorousinvestment decisonsduring itsfirst 10 years. It dso
deservesto be judged on the frequency with which it has made exceptionsto the dearly established
principlesthat have st it gpart from other donor agencies. These incond stencies have taken two main
forms: (1) approving projects whose cogts exceed their benefitsand (2) deciding to fund projectsinthe
absenceof aCBA.

33 |n some cases, the inability to deliver necessary reforms was identified before money was spent. Large-scale investments in
Mongolid srail system promised high returns based on the presumption that systemic reforms would take place. In Mongolia, a
large share of the compact needed to be reprogrammed when it was determined that the reforms could not take place.

34 These estimates were derived by compiling al the ERR calculations MCC has posted on its website plus references to original
ERR values included in online monitoring and evaluation (M&E) reports. However, it is not clear whether all completed ERRs
are posted online and/or referenced in M&E reports. The fact that M& E reports sometimes refer to ERRs that are not posted
suggests that the public set of information isincomplete. It is therefore possible that nonpublic ERRs exist for some projects or
activities, in which case the estimate of the value of nondemonstrably cost-effective projects could be either higher or lower than
cited here. The range of $800 million to $900 million is provided because three of the compacts that include projects with low
ERRs (Cape Verde, Nicaragua, and El Salvador) were under development before the current minimum 10 percent ERR threshold
was put into place. Therefore, relatively low ERR projects in these three compacts, which total $104 million, were fully
consistent with MCC' s requirements at the time, though M CC perhaps should have realized the country-specific minimums
(based on recent GDP growth rates) that were in place for these countries at the time (1.4 percent for El Salvador, 4.8 percent for
Cape Verde, and 2.7 percent for Nicaragua) were too low to meaningfully indicate cost-effectiveness.
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Projects Whose Codts Exceed Ther Benefits (Projectswith Low ERRS)

MCC has gpproved projectsin which ERRs were be ow the minimum threshold set by itsown internd
policy guidance far more often than one might expect. Indeed, many of MCC' s compacts include dements
that cogt millions of dollars—sometimestens or hundreds of millions of dollars—that were expected to
generate negative net benefits. Based on the publicly available information (see the gppendix for asummary
table), sx compacts haveinduded projects, activities, and/or subactivities, worth atota of more than $300
million, with ERRs bel ow the reguired minimum threshold current at the time of compact devel opment.
These activities are Soread across compacts with Burkina Faso, Lesotho, Mdi, Mozambique, Namibia, and
Senegd. Another three compacts, Cape Verde, El Salvador, and Nicaragua, have projects or activities
totaling more than $100 million whose ERRs met MCC' s minimum standards a the time but would now
be considered too low to be cot-effective.®®

Itisworth exploring afew of the cases with the lowest ERRs and the probable reasons behind their
incluson.

e Roadsin Burkina Faso: The Burkina Faso compact included $194 million for roads. Of the seven
road segments funded, al were worth much less than the money spent on them. None had an ERR
above the minimum hurdle rate of 10 percent. The highest ERR was only 2.7 percent, and four
segments, including some of the highest-cost ones, had negative ERRs—as|ow as—3.3 percent.>’

In other words, MCC spent $200 million to deliver benefits origindly valued at approximately $100
million (later lowered to $50 million).

Why did MCC agreeto fund these roads? Severd factorswerelikedly at play. Frg, the government
of Burkina Faso requested the investments. Second, some M CC gaff had various reasons to support
theinvestment, including thefollowing: (1) larger projects are often viewed as better,

professiondly, for program gaff; (2) management believed that M CC needed to ddliver abig
program to beinfluentia enough in Burkina Faso to push the government on related policy and
adminidrative conditions, and (3) there waslikely adesreto spend enough of MCC' sbdancesto
demondrate the agency’ sneed for full funding to the US Congressthe following year. All of these
potentia explanatory factors are common dynamicsin other development agenciesaswell but are

35 |n some cases, MCC officials have argued that the overall funds are invested appropriately as long as subactivities with low
ERRs were combined with other high-return subactivities to generate a weighted average ERR greater than the minimum
threshold for the overall activity, then. Thislogic is convoluted, however, and alows for aggregations that disguise investment
decisions or will not achieve results but that are politically expedient either for partner countries or for MCC. Indeed, many large
projects with strong returns have included small subactivities that add costs but do not add to the benefits of the projects,
suggesting that the total spent on low-returns activities (and subactivities) is ailmost certainly significantly higher than reported
here. The recently approved second compact with Ghana provides an excellent example. The $498 million program includes a
$10 million component that, according to MCC, “will test the most cost effective approaches to address the key constraints that
micro, small and medium enterprises in markets and economic enclaves face in obtaining safe and legal access to electricity.”
The language sounds like a rigorous experiment in line with MCC’ s learning function, but the language in the compact suggests
that this element is focused on distributional considerations quite apart from the overall program returns.

36 These decisions were consistent with MCC guidelines at the time, but it is now clear that these created some odd decision rules
and some poor decisions as aresult. MCC's earliest guidelines established the minimum ERR at twice the country’s average
growth rate during the previous year. This led to very low hurdle ratesin the handful of countries that had recently had ayear or
more of low growth. Though economic theory suggests that one could find opportunities for high returns to public investment in
places that had recently had little growth or investment, the low hurdles in some countries enabled MCC to fund low-return
projects (i.e., those with the least effect on growth)—and likely dissuaded the agency from trying to identify higher return
projects—in places that most needed capital to be used efficiently.

37 See MCC’ s webpage about the Burkina Faso Compact’s ERRs: http://www.mcc.gov/pages/countries/err/burkina-faso-
compact.
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somewha more problematic in the M CC context because of their inconsstency with theagency’s
resultsfirs modd . Furthermore, because MCC is so much more trangparent about itsinvestment
rationa e than most other donors, it iseasier for externd observersto identify and critique such
decisons.

e Rural Water in Lesotho: While ddivering reliable cdlean weater to rurd households soundslikea
reasonable objective, wasthe $30 million spent on this project agood investment? The ERR was
origindly estimated between O percent and 6 percent and eventually was determined to be 0.7
percent.?® It turned out most househol ds dready had accessto cean water through community
sources not far from their homes, so MCC' sinvestment would yield only minima additiond
benefitsinterms of hedth improvements and time savings.

MCC agreed to fund thisinvestment due to factorsthat were Smilar to those described in the
Burkina Faso example. By thetime thefind ERR was caculated, alot of time and effort had been
invested in devel oping the project, creating advocates for the activity both in Lesotho and within
MCC. Moreover, deciding not to fund the project would have lowered the overdl program sizeand
left MCC with more unobligated bal ances at the end of the year.

¢ IndigenousNatural Productsin Namibia: This$6.5 million project was funded despite an
edimated ERR of 2.9 percent.*® While supporting extremdy low-income, vulnerablewomenisa
reasonable wdfare objective (like providing clean water inrurd aress), the particular project was
essentidly avery expensve socid safety net program designed to transfer smdl amounts of funds
to very poor women. There actualy may have been better waysto help these sametargeted
beneficiaries. Indeed, both conditiona and unconditiona cash transfer programs have been shown
to ddliver sgnificantly greater benefitsto eesly targeted low-income households at alower
adminigraive cod.

38 MCC' s webpage on the Lesotho Compact’ s Economic Rates of Return. http://www.mcc.gov/pages/countries/err/lesotho-
compact

% This experience reveals akey challenge for MCC asiit tries to base program decisions on economic analysis. Usually the final
results of the analysis are known only late in the program devel opment process, by which time strong advocates for the proposed
investment have already emerged both within MCC and within the partner country. Often, early models with preliminary
parameters provide insights as to whether the project is likely to be cost-effective. In the case of Lesotho, MCC was aware during
the due diligence process that the proposed water project might have very low returns. However, MCC finds it difficult to reject
country proposals on the basis of preliminary expectations, especially since the shape of the program—uwhich affects the calculus
of both costs and benefits, and therefore the ERR—change during due diligence. While continuing due diligence on a
questionable investment may be reasonable as long as MCC retains the option of rejecting the project if and when final economic
analysisindicates the proposed activity will not have a sufficiently high ERR, in practice MCC has found this very difficult to do.
Professionals working on the design of the proposed activity, both within MCC and within the counterpart government agencies,
develop personal and professional interests to see the activity funded. MCC managers, too, have incentives to fund the activity, as
the alternatives include a smaller compact or a delay. Country leaders, too, often want as big a compact as possible since MCC
funds are grant money, not aloan. Over time, MCC has gotten better about halting due diligence on activities that are clearly
going to demonstrate low returns, but retaining the political space to reject projects late in the process when the final economic
analysis produces the unexpected result of low returns remains a challenge.

40 MCC'’ s webpage on the Namibia Compact’ s Economic Rates of Return. http://www.mcc.gov/pages/countries/err/namibia-
compact. MCC officias have recently suggested that revised ERRs completed after conclusion of this project suggest a much
higher ERR as aresult of prices for these products being much higher than originally expected. These ERR models are not yet
publicly available, but while this favorable fluctuation of pricesisgood news, still does not justify the investment decision at the
time. For every project that turns out to be more profitable than expected due to unanticipated price movements upward, there are
other examples of returns being lower than expected due to unanticipated price movements downward.
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Projectswith No ERRs

MCC hasa s, a times, decided to fund projectsfor which no CBA was done, often because the program
elementswere not yet very clear. In someways, invesment decisonsthat are uninformed by CBAsare
better than investment decisonsto proceed with projects despite negative or near-zero ERRS, likethose
described above. But sdlecting many or large projectsin the absence of dlear CBAS, especidly if no
evaduationsare planned or completed to learn from the projects, is not condstent with MCC' sdidtinctive
modd. Moreover, it ismoredifficult for MCC to manage and monitor those investmentswhose
performance metrics were never made explicit as part of the cost-benefit caculus.

According to theinformation on MCC' swebsite, five projectstotaing nearly $500 million in three
compeacts (Madagascar, Burkina Faso, and Indonesia) had no ERRS, ether a the project leve or for any of
theindividual activitiesthat make up that project, when they were gpproved for inclusion in the compact:*

e Madagascar: ThiswasMCC'sfirst compact, and it included a$13.7 million component (origindly
planned to be $17.7 million) aimed a ddivering technical and business servicesto rurd enterprises.
Very latein the compact devel opment process, MCC gaff and Maagasy team members agreed thet a
component focused on farmerswould be an gppropriate program component, but the politica pressure
to move ahead toward sgning MCC' svery firs compact did not provide sufficient timeto develop an
explict program design and cdculate the rdlevant ERR. Consequently, M CC proposed and the
government of Madagascar accepted that the component would include arigorousimpact evauation to
endurethat, whatever the eventud impact of the program, it would generate va uable evidence regarding
the cogt-effectiveness of working with rurd farmersand smdl businessesin rurd Madagascar. Sucha
study would help inform future M CC investmentsin the sector, it was argued, making the project itsalf
an appropriate risk. An implementation successwould be the best outcome, but even awell-
documented failure would provide valuable program design information.

Ultimately, the project contractor (along with the government of Madagascar) was unwilling to
implement the project within the context of arigorous evauation. Moreover, the decison to proceed
without the evauation logt any informationa va ue that the experimenta project was expected to have.
An experiment to demondrate the potentia cost-effective impact on farmer incomes could have been
judtified. In hindgght, when MCC logt the evd uation that wasintended to demondrate impact, the
agency probably should have dosed the activity and ether redlocated fundsto programswith
demondrableimpact or Smply deobligated the funds.

e Burkina Faso: The compact not only included amaost $200 million for aroads project with alow ERR
(asnoted above); it dso included dmost $29 million for an expangon of the education invesments
darted under BurkinaFaso' s earlier threshold program. MCC gaff never conducted an ERR andlys's
for thisinvestment snce MCC' s CEO had dready persondly gpproved the project during amesting
with the Burkinabe head of Sate.

In addition, no ERR isavailable for a$60 million rura land governance project. Accordingto MCC's
M& E plan written before implementation began, an ERR * cannot be estimated & this stage dueto lack

41 In addition, there is no ERR available for Mali’s $94 million industrial park project. However, this project was subsequently
eliminated as part of rescoping. It islikely that MCC did complete an ERR for this project but has chosen not to post it (nor
reference it in an updated M& E report) since the project was canceled early on.
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of quantitative evidence.” Nonetheless, MCC decided to proceed with the project but test for evidence
of impact roughly hafway through the compact. For an agency whose approach istypicaly “evidence
fird,” dlocating such alarge sum to aproject without evidence of cost-effectiveness gppears
incondstent with its own aid effectiveness principles*?

Indonesia: The $600 million compact contained anumber of largeinvestments without estimated ERRs
whenit entered into force. Mogt notably, the $332 million Green Prosperity Project, which accountsfor
morethan haf of thetotal compact funds, conssts of four activities, none of which hasexplicit
edimates of returnsto compareto cods. In other words, MCC set asde hundreds of millionsof dollars
and enacted an expendve program administration without any clear sense of whether therewould be
any investmentsworth funding.

For example, for arenewable energy component of the Green Prosperity Project, the specific energy-
generdion projects are not yet identified and will supposedly be screened individudly by MCC's
economigtsto determine whether they meet MCC' sinvestment standard. This approach could be
problematic for anumber of reasons. Frd, it may be unredidic for MCC' slimited number of
economics Saff resourcesto be ableto andyze wdl, and in the necessary time frame, the sheer number
of potentid investmentsthat may arise, given the large Size of the budget. Second, it isundear what
MCC will do with excessresourcesif the project does nat identify enough good investments. Will the
indtitutional imperative to soend rather than deobligate prevail ? Third, onceimplementation begins itis
very unlikely that information about the projectswill be reedily available before decisons are made,
rendering any public review of MCC decisons and actionstoo late to metter. Lagt, this approach puts
MCC g&ff inapotentidly very difficult position. There could be significant political pressureto move
forward eveninlight of unattractive ERRsfor pecific projects, for both loca and globd reasons (such
as US commitmentsto fight climate change).

For acomponent focused on reducing land-based greenhouse gas emissions, dthough illudrative
examples of potentid projects were provided of how the related project funds might be spent, there
were no pecific activities to achieve the sated objectives. MCC committed more than $100 million to
this component of the Green Prosperity Project and has dready spent Sgnificant funds preparing for
implementation. Again, it is unclear what MCC would do with the fundsif sufficiently good (i.e., high-
return) projectsare not identified and, if there are not other plansfor the funds, whether the agency
would deobligate rather than spend resources on money-losing activities.

In addition to the Green Prosperity Project, the Indonesiacompact aso included roughly $50 million for
aprocurement modernization project focused on reducing waste and corruption by training Indonesian
government officids and strengthening ingtitutiona processes. However, while MCC had credible
information suggesting that corruption and poor practicesin the Indonesian government procurement
processlead to largelosses, theimplicit logic linking the activitieswithin this project to projected
reductionsin waste and corruption was supported by no clear and compelling evidence of successby
smilar programs dsewhere®® That is, there waslittle evidence to suggest thet the kinds of activities

42 A midterm evaluation (completed but not yet available) suggested the project was having some success (though not in the way
originally envisioned). MCC decided to scale up based on thisinitial evidence with a much less expensive strategy.

43 A common thread within the aid-effectiveness critique is that donors have spent large sums on governance programs that
produce new structures and processes and newly trained professionals but have little ultimate effect on governance practices.
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proposed for this project would lead to actud behaviord changes needed from procurement officidsto
generaethe needed leve of savingsto judtify an expenditure of $50 million.

Why did MCC commit such alarge sum to a project with an unknown return? Some staff argued thet a
bigger program had a better chance of succeeding becauseit would get the necessary attention of
important decision makers. However, this assertion essentidly prevented M CC and the government of
Indonesafrom congdering alower-scae, lower-cost experimentd gpproach that would includea
robugt strategy for measuring impact and generate important information thet the Indonesian
government could use to develop abetter srategy in the future. Given the absol ute magnitude of these
Indonesian compact exceptions, theinternd and externa decison dynamicsthat led to such apackage
of investments should be explored further with the objective of learning lessonsfor future MCC
compeact deliberations.

e Morocco: Morethan two yearsinto implementation, the M oroccan government backed out of one of
the $698 million compact’ s more than 30 subactivities, deciding not to refurbish one of thefive Fez
medinasites dated for rehabilitation. Thisdecison left MCC with the burden of excessfunds ($21.7
million) to be either reprogrammed or deobligated.* Rather than shifting the fundsto awell-
functioning and scalable activity aready under way, M CC decided to redlocate the money to abrand
new activity that provided large grantsto asmal number of cooperativesto help theminvest in dlive
oil—+efining enterprises. Not only did such aproject design go againg broadly shared best practicesfor
private-sector support activities (economists argued that such investments would compete with priveate
firmsdready in thismarket), but it was gpproved despite the aosence of credible evidence that the use of
fundswould generate significant new gainsin loca incomes. There has been no subsequent public
description of the projected impact.

MCC'’s Use of ERRs to Inform Midcourse Compact Changes

In an excellent example of institutional learning, MICC expanded its use of ERRs to inform how to proceed
when midcourse implementation changes become necessary. However, MICC is not transparent about
rescoping decisions, and as a result, the agency is able to make midcourse decisions about programs that
continue and even expand program funds devoted to activities that generate economic losses without
facing external accountability for these decisions.

Ealy on ERRswerejud atool to guideinitid invesment decisons Therewere no plansto revisethem
after theinitid sdection of compact projects. In fact, there was some concern interndly that repested
economic andysswould lead to unpredictable inditutiona implementation patterns. Some MCC
management worried that economists might gpprove aproject with aninitid projection of acceptablelevels
of economic return, only to object and prevent implementation on discovering new information that would
lead to revised projections of now unacceptable returns® Asaresult, MCC initidly limited its economic
andyssto the compact development phase.

4 This figure comes from the M& E plan. Other MCC documents use other dollar amounts, but all are in excess of $20 million.
45 This may have been the best outcome given the circumstances. Consider the hypothetical example of a $200 million project
that earned approval supported by economic analysis that found the investment would generate $250 million in benefits for local
citizens. One day after approval, but still long before any funds have been spent, new information about higher prices or lower
returns reved that the $200 million project is actually worth only half the cost. Should the project proceed in any event just
because a decision was made to spend the funds in this manner one day ago? What if the new information comes one year later
but still before any money is spent? What if $50 million has been spent before the new information is discovered, but even so,
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Astheingditution matured, however, the portfolio of work evolved aswell. Between 2004 and 2008, the
vast mgjority of MCC work focused on compact development, astheinditution had very few programs
actudly under implementation. By 2008, the number of new countries selected for compact devel opment
began to decline, and the number of country programs being implemented became larger than the number
of programsin the devel opment sage. Moreover, MCC managers recognized that they needed updated
economic anayss during implementation to guide midcourse program decisons. Early expectationsthet
well-designed programs could be implemented on schedule and on budget turned out to be overly
optimigtic. Indeed, asthefirst set of compacts reached the midway point in their implementation, MCC
found that dmogt every one underwent asubstantid restructuring (MCC cdlsthis*rescoping”). Dueto
thingslike implementation delays, higher than expected costs (often dueto internationd price fluctuations),
and early evidence of program failure, MCC found itself needing to shift money between activities.

In some cases, MCC management and Saff were willing to use evidence of expected economicimpact to
guide those decisions. For example, if a$100 million facility expected to rehabilitate 200 miles of exigting
rurd roads determinesthat costs are twice as high as expected, most gaff within MCC and many country
counterpartswould bewilling to rely on evidence of impact to decide which 100 miles of rurd roadswould
be rehakiilitated and which would need to wait for other funding. Thiswas precisaly what hgppened with the
Armeniacompact whose roads component had to be rescoped due to escaing codts. The lower-return
road segments were canceled, and funds were diverted to the better segments.

However, the practice of using economic analyssto guide rescoping decisonswas uneven a best. A
smilar opportunity in Mozambique was missed. During the rescoping process, MCC managers accepted
the government’ s preferences to continue putting more money into roadsthat were known to have
unacceptably low returns. The government argued that commitments to these locdlities had been made and
had to be honored. In doing so, MCC failed to live up to its commitment to US taxpayersto use resources
for adequate results and missed the opportunity to use the same resources to benefit other poor Mozambican
communitiesmore.

Asthe rescoping process became more common, it became dlear thet new ERR andysiswas sysematically
needed to answer thefollowing types of questions

o Should an activity experiencing cost overruns be continued, even at its higher cost? In other words, is
the ERR dill greater than 10 percent, even with the higher cogts?

o If so, where should the money come from? Because MCC' stotal compact budget is set upfront, the
indtitution does not have the ahility to provide additiond fundsto cover unanticipated cogts. Which
other existing activities had funds that could be shifted to cover the additional costs? M CC needed
updated economic anaysisto help identify which activities had the lowest returns and which would be
least disrupted by downsizing.

o If theactivity experiencing cogt overruns should be discontinued or downsized, are there other activities
that could absorb the released funds? Again, M CC needed updated economic andyssto determine
which activities had the highest returns and could most easily be scaed up without Sgnificantly
lowering overdl impact.

spending $150 million more generates only $100 million in benefits? A decision to reverse an earlier decision can certainly cause
some professional and/or political difficulties, but a decision not to reverse an earlier decision wastes US taxpayer funds and
produces ineffective foreign assistance.

23



Because the need for such widespread rescoping was unexpected, MCC lacked rules and guiddinesfor how
to go about it. Inthe earliest processes, the maor responsibility for the decisonslay with program staff and
management, subject to goprovd by the CEO. These decisonswere not dwaysinformed by new economic
anaysis, and even when new ERRswere calcul ated, they did not necessarily govern theresult.* Inthe
context of rescoping, MCC' s program saff often gopeared to view MCC' sobjective as primarily
completing implementation. For example, MCC’ s management commentsincluded asan addendumto a
July 2012 report from the Office of the Ingpector Generd stated, “ Given MCC s drrict five year
implementation timeline and fixed funding levelsfor compact agreements, cost overrunsresulting from
changesin market conditionswill inevitably lead to project modifications. In such Stuations, ensuring that
scarce taxpayer resources are directed to activitieswith the greatest potentia for impactisdsoa
demongtration of good management.”4’ Of course, investmentswith the* greatest potentia for impact”
might till not generate enough returnsto jugtify the investment. That said, MCC noted (and the Office of
the Ingpector Generd confirmed) anumber of casesin which lower-than-anticipated results (e.g., rates of
return that fell below the minimum threshold when revised) caused project termination as part of rescoping,
but not dways. Asthereport notes, in severd of the earlier rescopings, MCC did not recd culate rates of
return to understand how program changeswould affect results. This suggeststhet, especidly for MCC's
early compacts, if costs had gone up subgtantialy, M CC often sought to proceed as quickly and to do as
much aspossible a the new cogt level swithout information about whether invesmentswere il sensible at
the new cogt (or in some casesin Spite of information indicating they were not).

Asthefirg compacts concluded, MCC's new CEO and hisleadership team found themsdveswith the
chdlenge of explaining resultsthat were lessthan origindly projected, and areview of the rescoping process
identified the need for broader indtitutiond participation that included senior managers from other
departments whose imperative was not solely implementation. The* Policy onthe Approvd of
Modificationsto MCC Compact Programs,” dated February 15, 2012, for thefirgt time created an officid
framework for rescoping decisons (it isnot publicly avallable).

Under the new palicy, compact saff can proceed with implementation as planned if rescoping decisonsare
smdl or if money isbeing moved to high-return projects. However, if rescoping requires that additiona
funds be dlocated to money-losing projects (those with low ERRS) or to projects whose economic impacts
have not yet been cd culated (those with no estimated ERRS), then the recommendation for rescoping must
be reviewed by MCC' sInvestment and Management Committes, the agency’ sinternal governing structure
meade up of vice presdentdevd officidsfrom acrossthe agency.

Thisnew palicy represents asgnificant improvement over the previous practice because it requiresthat
ERR anaysis be conducted for proposed changes to acompact, and it bringsto bear the potentidly different

46 Where CBA models were revised (or new ones developed to better reflect the project in implementation), MCC economists
usually treated costs aready incurred as sunk. In other words, the ERRs were calculated to determine whether the expenditure of
additional funds would be cost-effective. Often, these new ERR estimates were required before substantial costs had been
incurred. For example, the implementation of major infrastructure projects often faced delays that pushed the start date back by
one year or more, at which point costs had gone up. In such cases, the projects did not have substantial sunk costs. Similarly,
many retail projects dealing directly with beneficiaries (such as farmer training programs) did not entail large upfront costs
compared to the ongoing cost of engaging additional cohorts of program participants. Of course, higher costs do not necessarily
lower ERRs to less than the minimum threshold, especially when initial expectations of returns are very high, and the new cost
environment can affect the benefit stream as well. But MCC' s fixed budget might still limit the scope of such an intervention,
even when the returns remain adequate. Two road segments might remain good investments even after costs have doubled, for
example, but because MCC cannot add funds to the compact, MCC might need to eliminate one of the two roads (or look for
another donor or local government funds to cover the higher cost).

47T USAID (2012), 13.
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viewpoints of various agency leaders about the right balance between the importance of completing
implementation as close to what was planned as possible and adhering to MCC' s commitment to generate
cod-effectiveresults.

However, the agencywide group has often taken decisionsto continue implementation, even when revised
economic anadyd's suggeststhat the project or activity will not be effective at generating results Therearea
couple of likely reasonsbehind this:

(1) MCC hasconcernsthat the bilaterd relationship would suffer if MCC canceled projects midway.
Fromtherecipients perspective, amoney-losing project dill divers some benefits (just at avaue
lessthan the cost), and acanceled project would withhold the benefits the country stood to gain.*
MCC, an agency whose compact agreementstypicaly require substantid government contributions
in theform of policy and regulatory changes and sometimes cofinancing, may have been reluctant
to make a choice that would be viewed unfavorably by the partner country government &t the
potentid risk of receiving less cooperation on the policy Sde. In addition, MCC, asaUS
government agency, isatool of USdiplomacy, and there may have been broader palitical and
drategic pressuresfor the agency not to pull funds from a particular country.

(2) Todae, there hasbeenlittle cost for MCC to implement aproject that does not generate measurable
results. Few ex post eva uations have been completed and released. In addition, the GAO' sreviews
of MCC compactsto date have largely focused on process rather than impact.® Furthermore, few
observersin the public domain have directed attention a suboptima investments. One of the
reasonsfor thisisamost certainly becausetheinformation isnot dways easy to find. MCCisaUS
government leader in trangparency in many ways (not least of which becauseit publishestheinitia
ERR andyss of most large compeact invesments) and rightly isregularly praised for this practice.
Unfortunately, MCC publicizes very little information pertaining to rescoping in asystemetic or
timely manner, including the revised ERRs that were brought to bear on decisonsto hdt or scaeup
aproject.

In addition to rescoping, MCC may aso currently update and revise ERRs at severd pointsduring the
lifegpan of acompact. For example, MCC has dso adopted the practice of updating ERR modds at the end
of compeacts. Thisandysis does not replace independent impact evauations, but it does serve asan estimate
of MCC' sexpected impact given the pattern of implementation.

Recommendations

Based on these experiences and lessons during the past decade, MCC should consder three key
recommendations going forward:

“8 Recall that a bad project might spend $200 million and produce only $50 millionin local benefits, essentially “burning” $150
million in value. However, from their perspective, local governments and local beneficiaries stand to gain $50 million if the
project is completed and stand to lose out on the benefitsif MCC decides such a project is awaste of resources and returns the
funds to the MCC budget or to Congress.

49 When reviewing MCC' s decision to complete one-third of the port in Cape Verde, the GAO repeatedly focused on whether
changesin the M& E targets had been completed according to MCC rules. The GAO never asked whether the value of the port
construction till justified the expenses associated with that small part of the construction (US GAO 2011).
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(1) Reinforceitscommitment toinvesmentswith adequate economicreturns. MCC should avoid
funding bad projectsthat waste resources (i.e., are not cost-effective). It should avoid rushing to
gpprove projects without completed economic andyss, and it should stop invesmentsin progress if
evidence suggests money is being poorly spent.

(2) Usegmall time-bound experimentsto inform futureinvestments. Where MCC isunableto
condruct credible ERR modds, theindtitution should be willing to use some part of the compact to
conduct rigorous experimentsto generate information that will inform future public Srategies. For
example, ingtead of spending $50 million on the Procurement Modernization Project in Indonesia
that had no forma impact projections, MCC would have been wiser to dlocate one-tenth of that
amount to try to figure out how best to improve the procurement sysem. MCC should establish a
policy thet sets either amaximum amount (e.g., $10 million) or asmall percentage of thetotdl
compact budget that can be dlocated to innovative or experimenta activitieswith no ERRs. Sucha
policy would prevent MCC from using unproven experiments to enhance compact budgetsto a
desred Sze and force MCC to wait until it has ahigh-qudity program before enteringinto a
compect rather than gpproving alow-qudity program according to deedlines set for other purposes.

(3) Publish rescoping decisonsin a sysematic and timdy way, and publish thedata that
informed thedecison, such asrevised ERRs. Thisshould aso indude the summarized outcomes
of the agency’ sinternad management committee. Rescoping decisons often can provide important
indghtsinto chalenges MCC isfacing during implementation and the Sepsit istaking to address
them. Since midcourse decisions can fundamentaly dter the qudity of the program, stakeholders
both insde and outside of government need accessto thisinformetion to perform gppropriate
oversght.

Beyond M CC management, the US Congress and other MCC stakehol ders should do the following:

(1) Engage M CC about theratesof return of compact investments. At project sdection and
throughout the life of the compact, Congress and other externa stakeholders should inquire about
projects economic vaue. When MCC sdects, scaes up, or continuesimplementing aproject with
aknown low ERR (or when it sdlects or scaes up aproject with no ERR), externd stakeholders
should require MCC to explain therationaefor the decison, kegping in mind that oneof MCC's
key diginctive featuresisitsfocus on results.

M&E during Implementation
Background

Ongoing project monitoring isacritical dement of MCC' sresultsframework and often getsless attention
than it deserves. Monitoring may gppear routine and uneventful but can provide dmodt red-time datato
MCC managers about implementation progress and give early ingghts asto whether expected near-term
results are occurring. At itsmost basic leve, project monitoring involvestracking performancetoward
quantitative indicator and benchmeark targets. Thispracticeisrelatively common among donor
organizations, including other US aid agencies. However, MCC' s gpproach is different from mogt othersin
that many of its performance targets are specificaly rdaed to expected results generated by the CBA. The
CBA modding processfirgt requiresthat program planners have aplausible theory of changelinking the
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activitiesand investmentsto new behaviorsthat will produce higher incomes Thislogicd framework, then,
becomesthe basisfor establishing performance benchmarks thet are cong stent with the CBA modd. For
example, many farmer-training programs funded by donorstrack the extent to which participants adopt new
practices and the extent of land under improved practices. Inturn, they report when collected deta
demondrate that the rdated targets have been met or when they have not. Many inditutions clam success
when these benchmarks are met. MCC dso tracksthese kinds of indicators, but their quantities are linked to
the project’ sor activity’ seconomic modds. Thisenables MCC to assess when performance shortfalls—
including higher cogts, lower take-up, or lessland—undermine the economic rationae for further program

spending.

While MCC isfar ahead of other donorsin terms of trangparency and tying targetsto expected results, it
bears mention that its experience with project monitoring is not without ratively sandard chalenges. A
GAO report looking at MCC roads projects, for example, found data qudity chalenges, inconsstent
measurement methodol ogies, calculation errors, and weak basdine estimates™

MCC'’s Practice of M&E during Implementation

MCC takes the relatively standard practice of project monitoring and makes it far more transparent than
do other donors, though with some limitations. Compared to other operational components, MCC’s is less
thorough in its transparency related to publishing results of midterm external evaluations, tracking tables
of M&E information during implementation, and the completion of the required compact policy conditions.

Monitoring

M CC egtablishes monitoring indicators before compact implementation begins. These come from the deta
used in the economic andysis and from decisions about key milestones necessary for managing the projects.
The respective country’ simplementing entity publishestheseindicators, aong with targets, inan M&E plan
available on MCC swebste. Then, on aquarterly bas's during compact implementation, MCC publishesa
Table of Key Performance Indicators for each compact. For asubset of key indicators, thistableincudesthe
basdline vaue, the current value, the end-of-compact target, and the percentage toward god accomplished.
MCC deserves credit for this exceptiondly trangparent practice, and USAID should be encouraged to adopt
something smilar. The published data, however, present severd important limitations

Hr4, the Table of Key Performance Indicators presents only the current target with no informetion about
whether the target was revised (M CC sometimes makes downward revisonsto account for dower-than-
expected implementation). Thistype of information isrelevant to an outsder trying to gauge progress.
Whileit can befoundintheorigind M&E plan, using it requires amultistep triangul ation process of
comparing progress with current and/or origind targets. Thisisardatively minor issue, and addressng it
should be agraightforward exercise for MCC dteff.

Second, after early commitmentsto keep the public informed, MCC' s practice of posting information on its
webhste has dowed, and the range of available data has narrowed. This evolution has made public
accountability incressingly difficult. For most large activities, MCC should be able to describe program
indicators and targetsin such away that the connection to the activity' SERR is sufficiently clear. Interested

50 US GAO (2012).
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externd observers should be ableto tell what the project istrying to accomplish and whereit isas of the past
quarter. MCC' scurrent leve of reporting makesthisvirtualy impossible. ERR modesare out of dete or
nonexigent; early M& E plansare usudly incomplete, and revised plans are hard to find or unavailable; and
quarterly reports are often severd quarters out of date. MCC isaware of these ggps but has not yet made
these dataand their key linkages available in apublic, transparent way. Externd audiences have mostly
praised MCC for how much further ahead it isthan other donorswith repect to using and publishing ERRs
and publicly documenting targets and other monitoring data. Nonethe ess, stakeholders should push MCC
to make the data. and the program linkages clear. Trangparency about results remains an essentid atribute
differentiating MCC from others; MCC' s vd ue as a unique and independent deve opment assstance
agency hingesin part on itsahility to proactively messure and message the cogt-effectiveness of its
programs.

Midterm Evaluations

Asnoted previoudy, MCC occasondly conducts midterm evauationsto take stock of how aprojectis
performing and to determine whether adjustments or cancellation may be warranted. Thistype of sudy is
often planned for projectsthat MCC wantsto pilot to determine whether they should be brought to scae.
However, M& E plans contain incons stent commitments to publish midterm evauations, and even where
publication is promised, follow-through has been incomplete at times. For ingance, BurkinaFaso' sM& E
plan describes atwo-phase process with an eva uation to determine whether apilot project would be worth
scding up. Thereated report was completed, and implementation proceeded, but the eva uation report was
never published. While the decision to scale up may have been fully justified, thislack of transparency
compromises MCC' s accountability to outs de stakeholders, who cannot determine whether the decison
was based on expected program impact or areflection of aperceived inditutiona need to disburse money.
Moreover, reports from involved MCC daff suggest that early resultswere not cons stent with the origind
expectations. If thisistrue, then MCC should be more trangparent, not less, about itsrationdefor continuing
aprogram.

Conditions Precedent (CP)

Anacther notable gap in MCC’' s M & E process during compact implementation isthe lack of trangparent
reporting on CPs. In ampleterms, CPsare policy changes or other actionsthat the partner country
government agreesto take as part of the compact.>* The quarterly disbursement of compact fund tranchesis
often tied to the successful completion of CPs. For example, aland reform project amed at regularizing the
legd status of landholdings might require changesin laws, regulaions, or operating practices of government
agencies before MCC begins building new government officesand training officids.

In many ways, requiring CPsisaform of protection for MCC, ensuring thet |arge amounts of money are not
invested unlessthe partner undertakes materia changes. Many CPsare paliticaly difficult reforms, and
getting timely compliance with the agreed-on conditions has often been challenging.>? Infact, MCC s

51 Conditions precedents (CPs) are the elements of a compact program that the country partners are responsible for doing as part
of the bilateral partnership. CPs are often written into and formally agreed to as part of the compact as requirements for
incremental disbursements, but they can appear at other stages of the bilateral engagement, including during compact
development. In general, the projected impacts of compact projects and activities and their cost-effectiveness are highly
contingent on the partner country’ s fulfilling these obligations.

52 Not all CPs are policy reforms. Some relate to the completion of certain steps (often contracted out) in the design and
feasibility stage (e.g., the completion of an environmental impact assessment isa CP for proceeding with road construction).
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moving to front-load more conditions (i.e., before the compact entersinto force) to avoid the
implementation delays that have sometimes befalen compactsin countries dow to complete arequired
condition. While MCC isone of few donorsto publish informetion about required conditions as part of its
submissonto the Internationd Aid Trangparency Initiative and it isknown to track progress on these
conditionsinterndly, the agency does not trangoarently report on progress of the policy and inditutiona
reformsthat are expected by both Sdesto play acriticd rolein determining the compact’ s success.

Thereisadebate about whether MCC should publicly report compliance with CPs. MCC announcements
about progress (or thelack of progress) potentialy could be seen as unnecessarily embarrassng or even
provocetive to the partner government. Moreover, MCC funds are not expected to drive policy and
ingtitutiond change. Therefore, MCC arguably should not be forced to report on the progress of
implementing entitiesin partner countries.

However, these argumentsfail to recognize that a CPis part of aformd bilateral agreement between MCC
and the partner country government. Moreover, thereisalong track record of such practicesfor other
inditutions. For example, the Internationa Monetary Fund regularly tracks and publicly reportson
quantitative and policy reform target performance under its staff-monitored programs. For MCC, therefore,
outsde observers should know if the programs are being implemented in accordance with the agreed-on
plans. Even though the respongibility to act rests squarely with the partner government, MCC needsto make
clear that both partners have the respongbility to report progressto their sakeholders. Idealy, MCC could
find crestive waysto incentivize sdf-reporting by partner country governmentsand smply link to this
informeation on its own public webste. Aswith other data, however, MCC will need to be ableto ensurethe
timeliness and vaidate the accuracy of the sdif-reported data

Recommendations

Based on these experiences and lessons during the past decade, MCC should consder three key
recommendations going forward:

(1) Publish decisonsaround project scaleup in asystematic and timely way, and publish data
that informed the decison, such asmidterm evaluation results. As mentioned above with
respect to rescoping, increased trangparency can help sakeholdersexercise oversight over MCC's
decisonsto scde up (or not) particular projects. This process requiresthat MCC publish upfront the
plansto use midterm evauations when they are part of the origina compact and esablish atime
linefor conducting the eval uation and sharing the results.

(2 Increaseresourcesdedicated to disseminating M & E information. MCCisagloba leader in
results trangparency, but it needsto go even further than its current practices. Itswebste remains
difficult to navigate, and resultsinformation is often incomplete or out of date.>® Fortunatdly, MCC
has plansto release anew, revamped website, probably in 2015, which will likely address at least
some of these exigting limitations. In addition, midterm eva uation reports, pilot project evauations,
fina evauations, and other eva uation reports should follow apublicly disdosed schedule and be
published in atimely manner. MCC should |ook for new ways, including possibly contracting out
some of these reporting functions, to maintain its commitment to publish results, digtill key lessons
learned, and demondtrate how it is goplying these lessons.

53 For example, quarterly reports available online are sometimes almost three quarters out of date. Moreover, these scaled-down
reports provide progress information but do not allow the reader to discern if the performance is on track or behind schedule.
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(3) Audit compliancewith past CPsand regularly publish progresson current/futureones. MCC
should undertake an audit of CPsin past compacts. This should include reviewing when they were
s, whether they were accomplished, and whether MCC' sdecisonsto proceed with an investment
a certain junctures were judtified based on CP completion. Going forward, MCC should work with
partner countriesto ensurethat progress on repective CPsis publicly reported on an annud basis.
In addition, MCC needsto be willing to withhold disbursements and even terminate activitieswhen
partnersfall to meet requirementsthat are centrd to ddivering project outcomes. Given the
importance of such actions, MCC aso should publish such actionsin atimely manner.

Postimplementation Evaluation
Background

Conggent with itsoverarching god to reduce poverty through economic growth, MCC seeksto assess
whether each of its projects has actudly increased locd incomes by morethan thetotd cogt of the activity.
MCC'sevduation policy dlowsfor arange of evauation methods but acknowledges that the use of
experimenta and quasi-experimental methods—generdly cdled “impact eva uations’—represent the most
rigorous estimate of increasein beneficiary incomesthat can be attributed to the MCC investment. Almost
85 percent of adl investments are covered by an independent evauation, and roughly haf of thesearethe
more rigorousimpact evauaions. MCC correctly acknowledges that evauaions areimportant for both
accountability and learning purposes.

MCC'’s Evaluation Policy in Design and Practice

Evaluation at MICC, both in policy and in practice, reflects a number of best practices. Though the vast
majority of MCC’s operational portfolio will have an associated ex post evaluation, only a modest number
of evaluations have been completed and released to date. So far, MICC has largely received commendation
for its frank and open discussion of lessons learned. However, MICC is now at a point where it needs to be
clearer about its findings and needs to release important evaluation reports in a timelier manner.

MCC' sevauation palicy includesanumber of best practices, including (1) covering dmost al important
activitieswithin every country program, (2) planning eva uations from the outset of aproject and
incorporating the eva uation into project design, (3) usng the most rigorous methods feasble and
gppropriate but recognizing the superior precison and credibility of impact evduation methods, (4) ensuring
evaudions are conducted by independent evauators, (5) subjecting evauation reportsto peer review, and
(6) publishing dl evauation reports, including datasets. None of these dimensions of MCC' seva uation
drategy sound revolutionary, and indeed many other donor agencies describetheir policiesand practicesin
amilar terms. Inredity, however, not asingle other devel opment ingtitution comes even dose to matching
MCC on these core practices.

Comprehensveness
From MCC'searliest days, officidswithin MCC taked about their expectation that every project would be

evaduated. At the outset, there was no inditutiona commitment to using externd evaduatorsin every case,
and indeed many within theinditution saw the commitment to trangparency around resultsbeing largely
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expressed through the publication of progress againg indicators capped by aninternd review of
performance and impact. Although somewithin MCC were eager to userigorousimpact evauationswhere
possible, some outs de observers mistakenly expected that M CC was committed to using impact evauation
methods (i.e., experimenta or quas-experimenta designs) on every activity. This, however, would not be
methodologicdly feasblein dl cases, nor would it represent the best use of MCC' sresources. Ingead, in
each compact, MCC identified activities that needed impact evauations, prioritizing large activities (whose
evauationswere practicaly necessary to satisfy accountability concerns) and less certain activities (whose
eva udionsrepresented high learning potentid).

MCC' sevauation srategy has evolved sinceits early yearsto become more srategic. In particular, when
MCC sfirst compact (with Madagascar) came to an aborupt closein 2009, MCC managersredized that
there were no externd evauations planned for any part of the program.>* While many within MCC
expected that an internd review of program performance would be done, the unexpected termination of the
program left MCC with no externd evauations and no guiddinesfor aninternd review that would meet
any objective gandards of credibility or rigor. Sncetherewasalarge looming pipeline of country programs
nearing their planned completion dates, MCC redlized it was necessary to review each compact’ s evauation
drategy. In many cases, there were eva uation plansin place for some of the activities not dready covered
by ongoing impact evauations, but the review prompted arenewed emphasson MCC' sevduation
drategy: the most important activities (by sze and/or learning) would haveimpact evauations, but virtudly
everything esewould be covered by aperformance eva uation conducted by an independent firm or
individual .>® These performance eval uations would till seek to answer the question of atributableimpact in
terms of loca incomes but would provide alower slandard of proof of impact.

According to MCC officids, currently 84 percent of the tota value of the program portfolio during the
indtitution’ sfirg 10 years has been or is currently under evaduation, and most of the rest will be; only 2
percent of the program portfolio will not be evauated according to current plans. Of these, evaluaions
covering 42 percent of the portfolio have used or will use methods that include a control group, or
counterfactual, to enhance the rigor with which MCC can make daims of impact and attribution.>

Upfront Planning

Eva uation experts understand that impact eva uations need to be planned wdl before any program
implementation begins. This advanced planning makesit possibleto incorporate eva uation needsinto the

% The Madagascar compact was terminated one year before its scheduled 2010 completion date due to a military coup. Almost
$86 million had been spent by that time, roughly 78 percent of the total $110 million program budget. MCC expected that the
Agriculture Business Investment Project would have an impact evaluation, but implementation delays and implementer concerns
led MCC management to cancel the planned evaluation. Thus, when the compact was terminated, none of the three main
activities had any planned evaluations in place. While MCC’'s M& E team tried to design performance evaluations after the fact, it
now appears that MCC has decided not to conduct any evaluations of these activities that were terminated prior to completion.

55 This terminology was worked out after consultations with USAID, which was devel oping its own evaluation policy at roughly
the same time. Consequently, MCC and USAID both reserve the term “impact evaluation” for studies using experimental and
quasi-experimental methods. The term “ performance evaluation,” while used by both agencies, isless well defined. MCC does
not consider “process evaluations,” which try to determine how well activities were implemented, to be an acceptable form of
“performance evauations,” which within MCC must make some effort to measure and attribute program impact. Instead, MCC
expects that the questions raised in process eval uations would be an integral part of any performance or impact evaluation.

56 All of the figuresin this paragraph refer to the share of the value of the program portfolio. From an accountability perspective,
ensuring rigorous evaluations of alarger share of the value of programsis most important. Arguably, from alearning perspective,
having alarger number of rigorous evaluations generates alarger new information set. In this context, areview of MCC's
evaluation portfolio currently has 36 percent of all activities covered by impact evaluations, 51 percent of activities covered by
performance evaluations, and 13 percent still to be determined.
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implementation plan and alows basdine data collection in both program and control aress. Theselogigticd
requirements make incorporating impact evauaionsinto program portfolios extremely difficult for most
development indtitutions (and other US government agencies) that operate on an annud budget cycle.

In addition, upfront planning has hel ped rai se the profile and usefulness of performance evauations, which
make up about haf of the eva uation portfolio. While the emphasis on impact evauaions and the
recognition by some within M& E that performance eva uations would be lessrigorous and not as ableto
demongrateimpact led to someingtitutiond neglect of performance evduationsearly on, MCC' s shift
toward requiring complete evaluation plansfor the entire compact before implementation begins has helped
refocus attention on ensuring performance eva uaions are well thought through.

MCC' s program mode unintentionaly crested amost unique opportunitiesfor evaluation in anumber of
ways. Firgt, because MCC wasworking on anew results framework—and was giving grantsrather than
loans—theinditution was ableto ind st that funds be set asde for M& E and specificdly for impact
evaudions. Thediscussonsof evauation srategies regularly take place as part of the program design
process, and the centra role of evauaionsis congdered by mogt saff on both Sdesasanintegrd part of the
proposed investments. Second, the implementation time line usualy provides an opportunity to hire
independent evaluators and collect basdline data before any program activities are started.>” Although the
companies and organizations contracted to implement the compact’ s activities are often uneasy with the
vighility of the independent eva uation frameworks (which they view as passing judgment, at leest in part,
on their performance), the rules governing the evauation and itsincorporation into the implementation plan
can beworked out before disbursements are made to begin program operaions.

In summary, MCC' sgrategy of planning independent evaduationsfor dmost every activity before
implementation beginsisadriking feature and istruly unique among devel opment agencies.

Rigor

Ten years ago, the debate about the proper role of rigorous quantitative reseerch in internationa

devel opment wasjust beginning.>® Thisflurry of activity around rigorous research methodstook place a the
sametimethat MCC was being formed and dearly influenced MCC'’ soperations. In the past 10 years, the
importance of using rigorous methods to measure impact has been increasingly recognized and has dearly
become an established part of theinternationa devel opment world. However, it isimportant to recognize
that impact evauation remains exceedingly rarein practice. The World Bank proudly atteststo the fact thet
every onedf itsprojectsis evauated, but virtuadly none of these evauations areimpact eva uations, insteed,
the Bank rdlies on asystem of sdlf-eva uations by the person within the Bank who isresponsible for the
activity, and these are then vaidated by the Bank’ s Independent Evauation Group. USAID and other

57 Putting impact evaluations in place was fairly difficult in MCC'sfirst five to six years, as MCC and its country partners often
rushed to begin compact operations. MCC learned that an early start date before partners were ready had serious implications for
completing activities within five years. As aresult, MCC extended the length of time between compact signing and formally
starting the compact (MCC calls this official start “entering into force™), and this readiness period also created improved
opportunities for planning impact evaluations.

%8 | n the early 2000s, a number of important events happened that raised the visibility of impact evaluation methods in
international development. The Massachusetts Institute of Technology’s Poverty Action Lab (now known as the Jameel Poverty
Action Lab, or J-PAL) and Innovations for Poverty Action were established as organizations aimed at bridging the gap between
academic research and development policy. Miguel and Kremer (2004) completed highly regarded research begun in the 1990s
with the publication of a semina paper on the benefits from deworming young children on school participation, a powerful result
made possible by the randomized phase-in of treatment. The impact of Progresa, a conditional cash transfer program in Mexico,
was also being recognized as a result of the rigorous methods used to evaluate its performance. And in 2004, the Center for
Global Development convened a working group to study the lack of good impact evaluations.
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bilatera aid agenciesrardy useimpact evauaionsto assesstheimpact of thelr programs. Asaresult, the
vast mgjority of evauations conducted by bilaterd and multilateral aid agencies are unableto measure the
impact of their programs, to value thoseimpacts, and to compare them to costs™ In contragt, MCC's
evaudion drategy ispremised on the superiority of impact evauation methods but is congtrained a times
by cost and feasihility that necessitate lesser methods. Thus, MCC can be seen asachampion of rigorous
methods, even though it acknowledgesit cannot use these methods all thetime,

More recently, MCC has communicated itsintention to design better impact evauations, whichisdearly a
good thing, and to less frequently useimpact evaluations, which isnot.° MCC officias describethisasan
effort to focus more on learning and less on accountability, but a shift toward greater use of performance
evaudionsthat are much weeker interms of the precison and credibility of thefindingswill redly
accomplish neither. Indeed, arebdancing of the evauation portfolio toward more performance eva uations
would be agtep back from MCC' srole asaleader in using rigorous eva uation methods for both learning
and accountability. In alimited number of cases, MCC may correctly chooseto use less-expensve
performance evauations, even knowing that the ability to precisdy measureimpact and atributeit to the
MCC program will be compromised, but increasing this practiceis probably amovein thewrong direction.
No externd audiences are questioning why MCC conducts so many impact evauations, instead, more
emphasis should be placed on those large activities that do not have rigorous impact evauations now. Smdl
activitieswhoseimpacts are dready well established may not need the commitment of Sgnificant
evauation resources, but every large project, activity, and subactivity should be expected to include a
rigorous eva uation, and M CC should provide explicit and public explanation for when this default sandard
isnot met for such large budget items®*

| ndependence

The notion that evauation work needsto beinsulated from internd indtitutiona pressuresis broadly
accepted in theinternationa devel opment community, but ingtitutions can struggleto put thisinto practice
by safeguarding the objectivity of the evauation process. Indeed, dmost any evauation framework will
have touchpoints where senior managers have some ability to influence theway evauation findings are
described and disseminated. MCC' smodd, however, includesanumber of effortsto safeguard theintegrity
of the eva uations process. Thisindependence can be seen a anumber of levels, and at each levd, MCC's
practice can be seen asboth standard setting (i.e, better than most others) and beset by chdlengesthat limit
full independence (i.e., smilar to those faced by others):

59 While many devel opment institutions in fact conduct impact evaluations, with the World Bank probably conducting the
greatest number of studies using these rigorous methods, most of this work can be categorized as research funded as part of a
learning objective rather than accountability efforts designed to measure the actual impact of large-scale funded activities. This
description is not meant to differentiate rigorous research for learning or to downplay the important evaluations that are
conducted as accountability (and learning) exercises. In terms of the latter, World Bank evaluations of the effectiveness of
conditional cash transfers and their unconditional adaptations not only were shaped by policy design around the world but also
contributed to the growing recognition of the importance of rigorous methods. But these well-publicized examples of rigorous
evaluation remain the exception rather than the rule within the World Bank and elsewhere and stand in vivid contrast to MCC's
impact evaluation plans that cover more than 40 percent of the agency’ s operations.

60 |n Sturdy, Aquino, and Molyneaux (2014), the authors correctly note that accountability and learning are not necessarily
competing objectives, but they go on to suggest that impact evaluations will target more the parameters comprising the theory of
change and less the ultimate objective of the program, raising local incomes. Such evaluations clearly will weaken MCC's ability
to demonstrate whether its programs have achieved cost-effective impact.

61 Even when M CC scales up successful pilot activities, rigorous evaluations are essential for demonstrating that impact remains
cost-effective at scale.
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e Agenda setting: The M& E team within MCC has had broad discretionary authority to identify
which activities pose the grestest need for eva uation based on both need for accountability and
opportunity for learning. In practice, thisauthority has at times conflicted with sector teemsand
operational managerswho found thet rigorous eval uations created chalengesin implementation or
threetened to reved poor performance. Asaresult, the eventud drategy rardy reflectsM&E's
initid preferencesbut dill reflects arobust framework for most country programs.

e Internal Review and Comment: MCC' s contracts with externd evauators provide authorswith
fina editorid control and nonexcdusive publication rights of the work product. MCC expresdy
retainstheright to review drafts and provide comments, and this process provides an opportunity
for MCC to seek clarification and to suggest dternative formulaions of anadysis and interpretations
of data. For the most part, this collaborative engagement is not athreet to theintegrity of the
evaudion, asmembersof MCC' sM& E team usudly seether primary commitment to the
evaudion processrather than to the success or failure of any specific activity. Of course, the
internd review process dso provides M CC managers achanceto review draft documentsand
question evduatorson ther findings, and this process has the potentid to erode an evauator’s
independence. While there are no known incidents of MCC officids demanding changesin
evauation findings, requestsfor changesin language that soften the tone of evaduation findings can
affect theway eva uation results are understood by externd observers.

External Peer Review

Although MCC s arigind evauation policy did not foresee the need for externd reeders, MCC included
thisprovisoninitsevauation contracts sarting in 2012. The practiceisraively inexpendve but highly
vauable. The externd peer reviewer fulfillsan important quality control function that might be done by
MCC evduation experts but thet, being done by them, might threeten the integrity of the evduation. The
externd reeder d o plays an important role in insulating the evduators from inditutiona pressures. Inavery
red sense, MCC'suse of externd peer reviewers servesto reinforce the indegpendence of the evaluation
process. Findly, the peer reviewer helps publicize the results of the MCC evauation, serving to further the
dissemination of the specific findings and draw broader attention to MCC' suse of rigorous methods.

Public Dissamination

MCC hasmade acommitment to posting dl of itsevauations and associated rdevant documents online,
andin principleit should be easy to find these reports either by searching country programs and related
documents or by dlicking directly through the online space devoted to results. The organizationd |ayout of
the current websiteworksfairly well, and afull list of planned, ongoing, and completed eva uations
organized by country can be found rlatively easily.®? If an externd observer knowswhét to look for and
whereto find it, this page provides agood sarting point.

In practice, however, MCC's public discusson leaves much unsaid, o thereis dill room for significant
improvement. Existing wesknessesin the public dissemination of evauation plansand resultsincude the
fallowing:

62 http://www.mcc.gov/pages/resul ts/eval uations.
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1. Timely Dissemination: MCC damsto be committed to releasng documentsin atimely fashion,
but to date, only 7 impact eva uations have been completed and published, thefirst 5 covering
investmentsaimed at rasng agriculturd productivity and farm incomes, with more recent postings
(with little publicity) of an evauation of awater program in Mozambique and of roadsinvestments
in Honduras. An additiond 10 performance evauations have a so been posted, but with little public
discusson. Thereare many other reportsthat arein process but arelong overdue, including the
additiond evauations of roads projects and an eva uation of thefirst phase of theland reform
program in Burkina Faso. Such long delays deva ue the usefulness of the resullts both for
accountability and for learning. The two primary contributorsto ddaysare (1) theindtitution's
perceived need to write“ lessons learned” with every evauation and (2) the chdlenge of prioritizing
resources across the many evauationsin process. While MCC' s commitment to learning from
evaudionsislaudable, learning often requiresthe results from multiple evduationsand in any
event should not obstruct the timely and public posting of new evauation results.

. Complete Ligting of Plans: MCC acknowledgesthat there are ggpsin its current evauation plans
(i.e, thereare activities that are not covered by an eva uation). These should aso beidentified in the
list of evauationsto enable outsde observersto know what isnot being evauated. For example, the
long ligt of evauations should note that no eva uations were conducted for the Madagascar
compact, aswell asany specific activities within compacts that were deemed unevauable, dong
with ajudtification. Thelist should aso include the Indonesiacompact, which is currently absent,
though the compact entered into forcein April 2013. The only information about an evauation plan
for this $600 million compact isin the country’ sM& E plan from August 2013, which includesthe
following incomplete table on page 28:%3

. Primary/ ; Baseline Data | _.
. . Evaluation S Design : Final Report
Evaluation Name Tvpe Evaluator | Secondary Renort Date Collection Date
P Methodology P Date
Community-Based
Health & Nutrition to Impact TBD RCT TBD TBD 2018
Reduce Stunting
Procurement
Modernization TBD TBD TBD TBD TBD TBD
Green Prosperity TBD 130““' TBD TBD TBD TBD
- mpact

Omitting thisinformation creates amideading impresson of the extent to which MCC' s portfaliois

covered by evauations since an eva uation srategy must be judged not only by what isevauated
but aso by what isnot evauated. After dl, an inditution can avoid evauations on bad projects or
hat eva uations when the indtitution believesthat evauations are likely to document failure (this
may have been the case for Madagascar, where the impact eva uation was cancded following
extendve ddaysin implementation that undoubtedly weskened the cost-effectiveness of that
activity, aresult that would have been publicly documented had the impact eva uation proceeded

83 http://www.mcc.gov/documents/data/ME_Plan_- IDN_- V1 - Augl3.pdf.
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according to the compact’s provisions).#* MCC does not yet have ared history of avoiding
evauaions, but the agency can add sgnificant and important clarity if it documentsits decisons not
toevduae.

3. Clarityin Findings: MCC hasasomewhat mixed record in terms of reporting and publicizing the
findings of itsevauations. Thefirg experience camein the context of severd performance
evduations of MCC threshold programs. These evd uations were quite criticd of both MCC and
the implementing agency, USAID, for failing to establish gppropriate performance benchmarksand
hold contractors accountable for measuring and reporting attributable results® In thiscase, MCC
had dready decided to redesign its threshold program because of these and other issues, sothe
critical evauation resultswere consgstent with itsinternd ingtitutiona plans. Indeed, it canbe
argued that the threshold program evauations achieved ther god of helping the agency learn from
its experiences and change course as aresult. On the other hand, in terms of accountakility, there
has been less discusson highlighting the extent to which the subgtantia threshold program funds
accomplished negligible results

Interms of compact evaduations, MCC has posted only seven find evauations (five of which were
released in 2012). At thetime of the release of thefird five, the agency rightly received considerable
praisefor making these eva uations public and openly acknowledging that the measured results
were mixed, at best.

However, the agency seemsto have avoided much criticism related to the findings of thesefive
evaudions—that the results were not as expected. According to MCC' sdescription of program
impact, “none of thefive evauationswere ableto detect changesin household income.” However,
MCC’ smodd requiresthat itsinvesments demondrate the ability to raiseloca incomesby as
much asthetotd cost of the program. In such acontext, aprogram that cost $180 million and
produced only $150 million of benefitswould not meet the agency’ sstandard. Thelogic of thisis
cleer—adirect cash trandfer from M CC to poor households equd to the vaue of the investment
would dmogt certainly be better for the beneficiariesthan investing that sum into aproject thet
yielded gains of alesser value. However, in thesefive cases MCC' sactivities not only did not
demondrate evidence that they generated more benefits than costs, but they failed to demongrate
any additional incometo beneficiary househol ds®

64 The website devoted to MCC’ s Madagascar program does include a page on M& E

(http://www.mcc.gov/pages/countries/eval uation/madagascar-compact) that includes this: “MCC did not fund an impact
evaluation of the Madagascar Program but is now planning for an independent program evaluation. This evaluation will use the
most rigorous methodology possible to assess whether the Projects have achieved or are on track to achieve their objectives,
taking into consideration the fact that most components have not been fully implemented due to early termination. This
evaluation will not assess what would have happened in the absence of the MCC investments since no counterfactual exists but
will provide a measure of key outcomes and lessons learned.” Whether MCC remains committed to this plan or not—these
evaluations now seem unlikely given that more than five years have passed since the program’ s early termination—MCC has an
obligation to include this information on its evaluation page. Even in the absence of any formal evaluation, MCC’ s website still
includes a number of “success stories’ that are inconsistent with its own understanding of cost-effective results.

65 See the evaluation of MCC's Threshold Program in Indonesia for one example:

http://data.mcc.gov/eval uations/index.php/catal og/ 73.

66 |n some cases, the research design (as finally implemented) did not generate statistically significant results. The Armenia
exampleis particularly interesting. ERRs based on parameter point estimates from the impact evaluation would have been very
high, well above the 10 percent hurdle rate. But these parameter estimates also had large standard errors that would have included
zero impact in any reasonable confidence interval. The evaluator’ s contract included reporting ERRS based on the parameter
estimates, but given that other information provided strong evidence that the training had not changed farmer behaviors, the
evaluators were uncomfortable reporting implausibly high ERRs, and MCC agreed to omit them from the final report.
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Why have thefindingsthat $183 million invested in five countries generated no discernibleimpact
on household incomes dicited so little criticism from stakeholders? Part of the answer, ssMCC
explansinitsdiscusson of thefive evauations, isthat in some cases (Honduras, in particular) the
failureto detect impact may have been the result of apoorly executed evauation that limited the
ability to detect changeswith any datigtica sgnificance. Certain decisons mede by avariety of
actorsto change the implementation strategy weekened the power of the evduation. Asareault,
MCC has gated thet future evauation protocolswill be better protected to avoid asmilar
undesirable outcome.®’

Anather part of the reason MCC has avoided public scrutiny into itsweek results probably liesin
MCC' smessaging of the results, which waslargely postive. While MCC did not say anything
untrue about the results of the evauations, the messaging did gloss over the corefindings that
indicated negligible results. This gpproach shifted focus away from the findings and toward the
process, which was mixed, but from which MCC identified opportunities for improvement. In
addition, some of the messaging attempted to soften theimpact of the * no discernibleimpact”
findingsin acouple of key ways.

e Suggesting Limited Scope: MCC correctly notesthat thefirdt fiveimpact evauationsreflect
lessthan 13 percent of thetota budgets of the repective compactsand 2 percent of MCC's
globa compect portfolio; however, thisdtill adds up to asubstantid financid investment
whose sum ($183.5 million) is mentioned nowhereinthe“ I1ssues Brief” covering thefive
Sudies®

e Suggesting Mixed Results While MCC's*Issues Brief” doesreport theat the evauations
found no impact on local household incomes, thislead information is buried amid caveets
and mentions of other successes, like progresstoward output and outcome targets (eg., the
targeted number of farmerswere trained). These are not unimportant metrics, but they do
not addresstheissue of impact.®® MCC aso highlights alternative sucocesses, but in away
that isout of context: “ Three eva uations detect increasesin farm income: El Salvador dairy
(doubled farm income), Ghana northern region (increased crop income) and Nicaragua
(15-30 percent increasein farmincome).” The problem isthat farm incomeis not the same
as household income, and using the former to suggest household welfarelevelshave
improved could be mid eading—households could see an increase in one part of their

57 The “Issues Brief” states, “MCC isworking to create incentives for both implementers and eval uators to coordinate closely
during program planning and implementation, including through clear contract language and requirements.”

68 While we cannot extrapol ate the findings of these five evaluations to the rest of the investment programs in these five countries
(totaling $1.5 hillion) or even to other agriculture programs designed and implemented before these findings were known to
MCC, the consistent underperformance of this set of activities should raise concerns about the impact of other activities that met
implementation targets. Indeed, the results from the first five evaluations should place greater pressure on MCC to disseminate
additional evaluations as they become available to enable external observersto develop a better understanding of the quality of
the portfolio that is not based solely on the results of thefirst five. Indeed, with the subsequent release of an evaluation of water
investments in Mozambique that again was unable to detect significant increasesin local incomes, the default expectation is
shifting away from cost-effective impact. With the release of the first evaluation of roads (in Honduras) generating evidence of
impact on local incomes, MCC has demonstrated that these eval uations can be calibrated to measure income changes and needs
to make sure that future evaluations are able to do so.

69 Had this bullet followed the statement of impact, MCC would have done a better job of clearly identifying the question at
hand: How could we do all of this without accomplishing any discernible changesin household incomes? Instead, because it
comes first, the bullet appears to suggest alevel of important accomplishment in its own right, aclaim that is fundamentally
inconsistent with MCC'’ s results framework. While MCC devel oped the awkward “ continuum of results” phrase to describe
evidence of impact that could be used before impact eval uation results were known, these prior markers of progress cannot be
used as proxies for impact once the impact evaluation results are known.
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incomes by shifting both capita and labor to the area supported by the MCC program, even
while experiencing reductionsin other areas now receiving less effort and investment.”
Indeed, MCC' sdecision to use household income as the ultimate mesasure of impact wasa
sophidticated way to avoid the ambiguity of some of these other measures. In addition, the
indicators of success MCC highlights suggest some dear handpicking to present amore
favorable rather than amore complete, more accurate picture of aprogram.’

Whilethe indtitution deserves much credit for making public the results of itsimpact evauations, it needsto
communicate those findingsin amore baanced manner. The current system of ingtitutiond
pronouncements without specific attributed authorship hasthe effect of shidding responsible officiasfrom
accountability for reportsthat are incomplete and/or mideading. MCC has aseries of senior technicd
managers with direct involvement in the eva uation process; ultimately one of these officials needsto be
respons ble for ensuring the accuracy and rdiability of MCC' sdescription of evaduation findings. Whilean
officid with such respongbility might till be subject to error or influence, the vaue of direct attribution
createsaline of professond accountability that is currently missing from MCC' s public interpretation of

findings.
Recommendations

Based on these experiences and lessons during the past decade, MCC should consder four
recommendations going forward:

(1) Pog itscountry evaluation plansbeforeimplementation begins Such plans document which
activities have rigorous impact eva uations and what questionswill be asked in those eva uations.
The planswould dso document the methods and expectations of nonrigorous performance
assessments and judtify why these activities did not warrant the more expengive impact evauations.

(2 Provideaningitutional evaluation srategy that cover sthe entire portfolio. Sincerigorous
impact evauations are more expengive than other M& E gpproaches, MCC reasonably expectsto
usethem for only afraction of itsactivities. But the decision about how much to spend on impact
evauations and the determination of which countries, sectors, and activities require rigorousimpact
evaudions needsto reflect agrategic vison rather than an ama gametion of country-by-country
windows of opportunity. Consstent with MCC' sleadership inthisarea, MCC should proactively
communicateits strategy and then report on its performance.

70 For example, while the activity in Nicaraguaindeed increased farm income, the final report explicitly says, “ The estimated
average increase in per-capita consumption (a measure of economic well-being of farm households) is only about 5%, and is not
statistically significant.”

" For example, with the El Salvador evaluation, while the evaluators found that dairy farmers doubled their farm incomes, they
also found that household income for those in the dairy value chain did not statistically significantly increase. Moreover, there
was no significant impact on either productive or household income in the other two large sectors: horticulture and handicrafts.
Even though these sectors combined represented more than two-thirds of the program budget (dairy, at $14 million, was only 31
percent of the budget), MCC did not include thisimportant context in its description of the results. For the Ghana results, by
reporting that crop income went up in the northern region, MCC again handpicked the parameter that would best suggest success,
leaving out information that would enable readers to come to a more accurate, more complete perception of the program. The
“Issues Brief” does not note that there was no significant change in a second region and a significant decline in crop incomein
the southern region. And again, for the reasons mentioned above, looking at changes in crop income draws attention away from
the more important point that no significant changes were seen in household income.
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(3) Clearly assgn responsbility for public satementsabout theresultsof impact evaluationsto a
specific M CC official. The current indtitutiond structureincludesadirector of impact evauations
and amanaging director of monitoring and evauation, either of whom could be given find
responghility for officid MCC statements. The vice president of the Department of Policy and
Eva uation who manages these functions would need to serve asaform of insulation protecting the
technica manager charged with thisrespongility.

(4) Demondratehow it isapplying lessonslear ned from evaluationsto current program design.
If evdludtions are to servether purpose asalearning tool, users must interndize and apply the
lessonsthat emerge from the findings. MCC iis puitting substantid resourcesinto ex post
evaduations. Asmore of these arefindlized and published, stakeholderswill belooking to see how
MCC islearning from these sudies and improving its programming aswel| asitsevauation
practices.

How Is MCC’s Focus on Results Different from Other US Foreign
Assistance?

MCC is certainly not the only US government development agency interested in results. In fact, during the
past 10 years, USAID and other agencies have adopted some of MICC’s approaches to predict, track, and
measure results. In many ways, however, MCC remains at the forefront of US government thinking on
development results most notably because it is still the only agency to systematically—and largely
transparently—apply the entire range of these results tools to its entire portfolio of country compacts, from
program development to ex post evaluation.

CA

When MCC adopted the CA as part of its Framework for Reaults, it wasthe only donor to embrace the use
of growth diagnostics as part of itsnormal operations. This practice is now much more common, with the
World Bank, the United Kingdon' s Department for Internationd Development, and Audrdia's
Department of Foreign Affairsand Trade, among others, conducting or funding such exercises. Still, no
other agency requiresagrowth diagnostic as part of agrategic prioritization process.

The CA isdsoincreasingly being used by other US government agencies. For example, USAID isseeking
to renew itsemphasis on rigorous economic andyss and hasincreased its use of growth diagnogticsto
inform country srategy development. Not al country strategies benefit from growth diagnogtics, however.
According to public information accessed in October 2014, USAID had completed five growth diagnogtics
and had an additiona seven under way, while 44 Country Development Cooperation Strategies (CDCS)
have been gpproved in recent years.”? These numbers have likely subsequently risen, but the coveragerate
likely remains modest. More important, the growth diagnostic gpproach remains optiona for mission
drategies, and it isthe responghbility of asmdl technicd office in Washington, that is, according to the

72 See the USAID webpage, Office of Economic Policy: http://www.usaid.gov/who-we-are/organi zati on/bureaus/bureau-
economic-growth-educati on-and-environment/office-economic. The growth diagnostics listed as completed are for the
Democratic Republic of the Congo, the Dominican Republic, Kosovo, Timor-Leste, Moldova, and Tunisia (which was done
jointly with MCC in preparation for a possible threshold program with Tunisia). See the USAID webpage, Country Strategies:
http://www.usai d.gov/results-and-data/planning/country-strategi es-cdcs (accessed October 13, 2014).
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USAID website, “ continuing to mainstream and refine the application of growth diagnogtic andlyss” totry
to encourageits expansion to USAID missions and regiona bureaus worldwide.” The use of economic
andydisto establish prioritieswithin USAID will probably be seen inaminority of country programsfor
yearsto come.

Asdiscussed abovein the section on MCC' suse of CAs, PFG—a " whole of government” initiative
working in four countries—aso rdieson a CA asthe drategic framework to guide coordination acrossUS
government agencies and between the United States and the partner country governments. All PFG
countriesare dso MCC compact countries (the PFG country selection process garted with MCC indicators
and then added severd criteria, both to identify the best of the best possible partner countriesand to
guarantee that any whole of government partner would include MCC), so the PFG CAshavedl beenled by
MCC from the US government Sde.

Why isthe use of CAs not embraced more broadly by other donor agencies? Onereason for thisisthat
many donors struggle with their own multiple objectives and (often) ambivaence aobout growth. Thisis
certainly evident in USAID’ s country srategies. In many, growth is often stated as one of many equaly
weighted priorities, dong with governance, hedth, education, and so forth, as separate, equd-level
objectives (though resource allocation among objectivesis not equal).”* USAID isaso sructurally
congtrained in how it can use CAsto st priorities Sncethe vast mgority of itsfunds are subject to eermarks,
making the agency less nimblein its ability to redirect resourcesto tackleidentified congtraints.” A striking
example of thisisfoundin USAID’s CDCSfor Mozambigue, which specificaly says, “ Currently,
USAID/Mozambique s portfolio is 100% earmarked by Presidentid Initiatives and other requirements. The
Misson has no fundsto use a itsown discretion, and the vast mgority of its programming fals under
drategiestha were gpproved prior to this CDCS. Assuch, Presidentid Initiatives and USAID globd
drategies greatly influenced the strategic choices madein thisCDCS.” 7

CBA

MCC'suse of CBA to demondtrate ex ante that proposed investments are agood use of US taxpayer
funds—measured by how much additiona income was generated for locd beneficiaries—has distinguished
it from most other donors. At MCC, dmog dl invesments have had CBA done before the projectswere
approved. Other donors also use CBA, but the practice coversfar lessof their portfolios.”” The World

Bank’ suse of CBA to inform investment decisions declined from around 75 percent in the early 1970sto
lessthan 30 percent by 2001.”8 Within USAID, CBA was more common in the 1970s and 1980s but
declined during the 1990s. During the past five years, USAID has made subgtantia investmentsin adding
and training economic gaff, but the practice of CBA 4iill coversamuch smdler share of its portfolio than of
MCC' s portfolio. At thispoint, it has mainly been gpplied to asubset of Feed the Future projects.
Nonetheless, the Office of Economic Policy plansto expand CBAsto other sectors, including weter, power,

73 See the USAID webpage, Office of Economic Policy: http://www.usai d.gov/who-we-are/organi zati on/bureaus/bureau-
economic-growth-education-and-environment/office-economic.

7 For instance, USAID/Nepal Country Development Cooperation Strategy FY 2014-FY 2018 lists three main objectives:
strengthened democracy, improved human capital, and reduced poverty through economic growth. USAID/Mozambique's
Country Development Cooperation Strategy FY 2014—FY 2018 lists as equal priorities growth, education, health, and democracy.
5 |n the 2010 Foreign Operations appropriations bill, Congress earmarked two-thirds of development funds by sector (Veillette
2011).

76 USAID/Mozambique (2014), 10.

77 European bilateral donors rarely use CBA to guide their program decisions.

8 World Bank (2010).
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and roads. However, in contrast to MCC, USAID doesnat, to date, publish its CBA modes, nor doesit
goparently link its CBA to performancetargets.

Prgject Monitoring

Most US government agencies now perform sometype of project monitoring, but MCC appearsto bea
leader inthispractice. Certainly MCC isnot immuneto problems like poor data.quality and wesk targeting
that afflict other aid agencies’ monitoring efforts. However, MCC remains ahead of the curvein terms of
trangparency—it isso far the only agency to systematically publish reaively comprehensveresults at
project levelsand on aquarterly basis. Itisaso aleader intermsof linking monitoring targetsto CBA-
generated expected results. As part of the PFG process, dl US government agencies activein partner
countries were asked to develop asmple performance plan linking expenditures to outputs, outcomes, and
possibleimpacts. Some progress was madein developing an M& E plan in El Sdvador, but rductance to
comply with the request for explicit performance targets exposed the systemic weskness found in many
current activities and the unwillingness of many to invest time and effort to establish such aperformance
framework.

Evaluation

MCC isdso not thefirg or only US government foreign assi stlance agency to conduct evauations. USAID
and even the State Department have both issued eva uation policiesfor larger projects. Infact, USAID’s
2011 policy hasbeen widdy commended and incorporates anumber of best practices, not dissmilar to the
requirements outlined in MCC' s palicy. However, asilludrated in Figure 2, what stands out when
comparing the evauation policiesand practicesisthat MCC' s processis more inditutionaized, the process
has agreater emphas's on rigorous methods, and the results are better managed.
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Figure2. A comparison of evaluation policy and practiceat MCC and USAID.

website, dong with accompanying evauation
datasets, as soon asthey are properly anonymized
and soforth (only asubset of evauation datasstsare
currently available, but there are plansto post more
inthe neer future).

MCC has sofar publicized theresults of its
completed evauations, induding frank discussion
about |essonslearned when resultswere not fully

postive

MCC USAID

Coverage Evduaionsare planned for thevast mgority of Theevaudtion policy requiresthet dl projectswitha
MCC'sportfolio (gpproximately 84 percent of the | dollar vaue grester than the meen for aparticular
portfolio to dateis or was covered by anevdudion, | misson department (eg., hedth office, education office)
whilean edditiond 14 percant isdill being be subject to somekind of evauetion.
congdered. According to MCC sources, only 2
percent hasbeen identified for no evauation).

Rigor Roughly hdf of MCC'splanned evdudionsare Theevauation policy encouragesthe use of rigorous
morerigorousimpact eva uations, and these cover methods but does not specify what portion should be
about haf of MCC statd invesments. impact evauations and in fact acknowledgesthet the

mgjority of evaluationswill belessrigorous
performance evauations

Quality MCC requiresindependent, externd peer review by | USAID requiresinternd peer review, which meansthat
an evauation professond. MCC dso publishesthe | mission staff should reed through the evauation scope
peer reviewers comments. of work and draft reports. Misson g&ff reviewers,

however, may not necessarily have expertisein
evauaion methods.

USAID hassomeinternd guiddinesthat determine
whether an evduaionishigh qudity or not, and
occasondly it ateshow many such evdudionsit hes
received. But itisnot easy to determinefrom USAID’s
database of evaduations (and other documents), the
Deved opment Experience Clearinghouse, which of
thesefdl into the high-qudity category.

Trangparency MCC pogsdl find evaugtion reportsoniits Theevaudion policy requiresthat dl find reportsbe

published online

Evduation datasets are supposed to be stored ina
centrd database, but the agency isdill working on how
to fulfill this reguirement. Plansto eventtudly publish
the evaluation datasets are unknown.

USAID doesnot systeméticaly publicize the results of
its eva uations except for highlighting select successes.

Note: MCC = Millennium Chdlenge Corporation; USAID = United States Agency for Internationa Development.

Of course, there are pocketswithin USAID that are known to be doing rigorous eva uations quite well, such
as Development Innovation Ventures (DIV). DIV funds asdected set of experimentd projects proposed by
outsde entities. The god isto identify successful innovative practicesto scale up. While an important and
potentialy impactful organization, DIV remains an indgnificant portion of USAID’ soverdl portfalio.
Moreover, it rases the question of why USAID supports systematic, rigorousimpact eva uation through
DIV yet funds many types of activitiesthat arefar removed from these notions of aid effectiveness.
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Appendix: All Published Economic Rates of Return for Millennium
Challenge Corporation Compact Investments

ERR
Origind Time
ERR Horizon
Budget (%) (veary
Madagescar $110 31 10
Agriculture Business Investment $18
Cregte and Operate Five Agricultura Business Centers $11
Create Nationd Coordinating Center 0
| dentify I nvestment Opportunities 6
Build Management Capacity inthe Zones 0
Financid Sector Reform $36 31 10
(jointly andyzed with
Promote Legd and Regulatory Reform $1 Land Tenure)
Reform Sovereign Delot Management and | ssuance $1
Strengthen the National Savings Bank 2
Provide New Ingrumentsfor Agribusiness Credit 3
Modernize Nationd Interbank Payments System $21
Improve Credit Skills Training, Increese Credit Information and Andyss 2
Land Tenure $38 31 10
(jointly analyzed with
Support the Devel opment of the Mdagasy Nationd Land Policy Framework $1 Financia Sector)
Improvethe Ability of theNationd Land Service Administration to Provide
Land Services $20
Decentrdization of Land Services 8
Land Tenure Regularizationin the Zones 8

Information Gathering, Andys s and Dissemination $1
Honduras $215

Rura Development $72 211 15
Farmer Training and Development $27 36 2
Farmer Accessto Credit $14
Farmto Market Roads $22 12 *
Agriculturd Public Goods Grant Facility 3 15 *

Transportation $126 241 20
Highway CA-5 $96 21 &
Secondary Roads $21 40 *
Vehide Weight Control %5 25 i3

CapeVede $110

Watershed Management and Agriculturd Support $11 9.7 20
Water Management $7
Agribusiness Development #“

Credit $0

44



Infrastructure $79 13 20
Port 4 227 20
Roadsand Bridges $25 20 20

Road 1 18 20
Road 2 21 20
Road 4 18 20
Bridge 11 2 20
Bridge 12 2 20

Private Sector Development $7
Partnership to Mohilize Invesment %

Financid Sector Reform LY 10.8 20

Property Regularization 27 29 10
Indtitutional Capedity Building %

Cadastrd Mapping $3
Land Tenure Regularization $10
Database Inddlation $0
Protected Area Demarcation $1
Andyssand Communications %

Transportation $33 132 21
N-I Road $32 233 21
Secondary Roads $60 8 21
Technicd Assigtance $1

Rurd Business Development 4 18 10
Rura Business Devdopment Services 0 o1 10
Technicd and Financid Assistance $ 10
Grantsto Improve Water Supply for Farming and Forestry Production $13 8 10

Georgia $39%5

Regiond Infrastructure Rehebilitation $212
Samitskhe-Javakheti Road Rehabilitation $102 204 24
Energy Rehabilitation $50 117 10
Regiond Infrastructure Devel opment $60 116 19

Enterprise Development $8
Georgia Regiond Development Fund $33 263 15
Agribusiness Development $15 119 10

Benin $307

Accessto Land $36 196 15
Policy $1
Regigration $23
Sarvices and Information $10
Information, Education and Communication Campaign $1
Support Strategy $1

Accessto Finandid Savices $20 153 15
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Vanuau

!

Armenia
Rurd Road Rehabilitation

Ghana

Capecity Building
Financia Enabling Environment

Acoessto Jugtice

Arhbitration Center
BusinessRegidration
Courts

Accessto Makes

Sudies

Port Indtitutiond

Port Security and Landdide Improvements
Watersde Improvements

Transportation Infragtructure

Efateldand Ring Road

Santo |dand East Coast Road
Santo |dand South Coast Road
Madekulaldand Road
Maekulaldand Airdrip
Pentecogt |Idand Wharf and Road
Tannaldand Road

Epi Idand Whar

Ambae ldand Creek Crossings
Mado Idand Roads
Warehouses

Infragtructure | mprovements

Technicd Audit of Performance Based Maintenance Contracts

Road Maintenance Strategic Plan

Irrigated Agriculture

Infrastructure
Wate-to-Maket

Agriculture

Commercid Traning

I rrigetion Development
Land Tenure Fadilitation
Credit

Pog-Harvest

Feeder Roads

Trangportation

Upgradesto Sectionsof N1 Highway
Improvementsof Trunk Roads

& &
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Improvementsof Lake VoltaFerry Services
Rurd Services
Procurement Capacity
Community Services
Electrification
Education
Water/Sanitation
Financid Savices
VET
Bamako-Sénou Airport Improvement
AirdgdeInfragtructure
LandddeInfragtructure
Indtitutiona Strengthening
Alaonalrrigation
Niono-Goma CouraRoad
Irrigation Planning and Infrastructure
Land Allocation
Resettlement, Socid Infra & Sodid Services
Agriculturd Services
Financid Savices
Industrid Park
Primary and Secondary Infrastructure
Resettlement
Indtitutiond Srengthening
Bl Sdvador
Human Development
Education and Training
Non-Formal Skills Development
Formal Technical Education
Community Development
Water/Sanitation
Electrification
Community Infragtructure
Productive Development
Production and Business Services
Investment Support
Financid Services
Connectivity
Northern Transnationa Highway
Connecting Road Network
Mozambique
Water Supply & Sanittion

Technicd Assstance and Capadity Building to Water Supply and Sanitation

47

$101

$10
$234
$140
$4
07
$204
$1

6.5
14
24
104

126

239

2

8 &8 8

8 B
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Rehahilitation/Expansion of Water Supply Sysemsin Urban Aress $1

Nacala Urban Water Supply 228 *
Narmpula Urban Water Supply 35.7 *
Mocuba Urban Water Supply 114 *
Rehabilitation/Expansion of Sx Municipa Sanitation and Drainege Sysems $32
Narmpula SormWater Drainage 179 *
Qudimane SormWater Drainage 102 *
Consruction/Reconstruction of Wellsand BoreHoles 0
Roads $176 103 23
Technicd Assstance 0
Rehabilitation Costs $173
Nampula - Rio Ligonha 71 *
Namialo- Rio Lurio 6.7 *

Rio Lurio—Meeoro
Nicoadala—Chimuara

Land Tenure Sarvices $39 13 23
Support for Nationa Policy Monitoring $10
Land Adminigtration Capecity Building $13
Site Specific Secure Land Access $15

Farmer Income Support $17 251 20
Rehabilitation of Endemic Areas 0
Control of Epidemic Disease $7
Research and Development Support 2
Improvement of Productivity %
Business Development Support $1

Water Sector $164
Urban and Peri-Urban Water Infrastructure $37 2 20
Rurd Water Supply and Sanitation Infrastructure $30 07 20
Metolong Dam Bulk Water Conveyance System $72 o 0
Metolong Dam Program Management Unit $14

WASA Prgject Implementation Unit %
Wetlands Restoration and Consarvation %
Hedth Sector $122 12 20

Hedlth Care Centers Infrastructure $73
Anti-Retrovird Thergpy Clinic Infrastructure $%
Centrd Lab Infragtructure 3
Blood Transfusion Center 3
Nationd Hedlth Training College

Dormitory Infrastructure $7
Hedth Sysem Interventions $15
Medica Waste Management H“
Hedlth Project Implementation Unit $13
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Morocco

Mongolia

Private Sector Development
Crediit Bureau and Nationd |dentity Card
Civil Legd Reform
Land Adminigration Reform
Payment and Settlement Sydems
Promoation of Gender Equdity in Economic Rights

Fruit Tree Productivity
Ran-fed Olive, Almond and Fig Tree Intensfication and Expansion
Rehabilitation
BExpanson
Olive Treelrrigation and Intendfication
Date Treerrigation and Intensification
Fruit Tree Sector Sarvices
Smd|-ScdeFisheries
Deveopment of Port Fedilities
Devdopment of Fish Landing Sites
Devdopment of Wholesde Fish Markets
Support to Mobile Fish Vendors
Artisen and Fez Medina
Literacy and Vocaiond Education
Artisan Production
Fez Medina
Artisan Promotion
Financid Sarvices
Accessto Fundsfor Microfinance
New Financid Product Deve opment
Improvement of Operating Efficiency and Trangparency
Enterprise Support
Traning (Agency for the Promoation of Smdl/Medium Enterprises)
Training (Officefor Professond Training and Work Promoation)
Traning (Nationd Initigtivefor Human Development)

Rall
Rail Sector Technicd Assgtance
LeaseCo Edtablishment
LeaseCo Operation
Property Rights
Land Regidration System
Privatization of Ger ArealLand Plots
Peri-Urban Land Leasing
Vocationd Education
Technica and Vocationa Education and Training National Framework
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Industry-L ed Skills Standards System $3
Competency-Based Training System $14
Caregr Guidance Sysem $1
Hedth $17 21 20
Non-Communicable Diseases and Injuries (NCDI) Capadity Building $7
NCDI Prevention %
NCDI Early Detection $2
NCDI Manageme »
Trangport $373
Mainland Trunk Roads 174 20
Zanzibar Rurd Roads 116 20
Road Maintenance
Mafialdand Airport 175 20
Energy $206
Zanziber Interconnector 209 25
Maagaras Hydropower & KigomaDistribution 204 20
Distribution Systemns Rehatiilitation and Extension 34 20
Weater $66 231 20
Lower Ruvu Flant Expansion
Non-Revenue Weter
Morogoro Water
Rurd Land Governance $60
Legd and Procedurd Change and Communication 2
Ingtitutional Development and Capacity Building $38
Site-Spedific Land Tenure Interventions $20
Agriculture Development Project $142
Water Management and Irrigation $91
Lery Dam 138 27
Di Irrigated Agriculture 42 25
Diversfied Agriculture 837
Accessto Rurd Finance $14
Roads $1A
Deveopment of Pimary Roads $142
Perkoa— Didyr 08 20
Nouna— Borborokuy -33 20
Koudougou — Sabou 01 2
Koudougou — Perkoa -16 20
Dedougou —Nouna 27 20
Bormborokuy - Mali border 25 20
Banfora—Sndou 1 2
Development of Rurdl Roads $18



Capecity Building and Technicd Assstancefor Road Maintenance $3
Incentive Matching Fund for Periodic Road Maintenance $31
BRIGHT 2 SchoolsProject $29
Namibia $305
Education $145
Improving the Qudlity of Generd Education $77 137 20
Vocaiond and kills Training $29 22 20
Improving Accessto and Management of Textbooks $15 114 10
Regiond Study and Resource Centers $21 4 20
Accessto Tertiary Education Finance 2 211 20
Cross-Project Support $1
Tourism $67
Improving Management and Infrastructurein EtoshaNational Park 1 1 20
Marketing Namibiain Tourism $3 178 6
Ecotourism Deve opment for Commund Consarvancies $18 6.9 20
Agriculture A7
Land Accessand Management $21 87 0
Livestock $19
Indigenous Natural Products $7 29 20
Irrigetion and Water Resources Management $170
Infragtructure
Podor Irrigation % 7 20
Ddtalrrigation $139 159 20
Land Tenure Security
Socid Safeguard Messures
Roads Rehabiilitation $324
Nationd Road #2 109 20
Nationd Road #6 113 20
Moldova $262
Transtion to High Vaue Agriculture $102
Rehabilitation of Centralized I rigation Systems $74 143 20
Irrigation Sector Reform
Accessto Agricultural Finance $14 15 20
Growing High Vdue Agriculturd Sdes
Road Rehabilitation $133
M2 Sarateni - Drochiadunction 21 *
M2 Drochia Junction - Otaci Studies
Revenue Administration Reform 4 403 20
Bureau of Internd Revenue (BIR) Revenue Administration Reform $50
Revenue Integrity Protection Sarvices N7




KALAHI-CIDSS™ $120 126 20
Capadity Building and Implementing Support $11
Grantsfor Community Projects $96
Project Management $14
Secondary Nationd Roads Development Program $214 137 2
Samar Road $200
Environmentd and Socid Mitigaion $14
Water Network $103 194 20
Indfragtructure
Water Smart Homes
Westewater Network $8 135 20
As-SamraExpanson $33 14 * 20
Power Sector Revitdization $309 481 25
Infrastructure Devel opment $283
Power Sector Reform $26
Indonesia $600
Green Prosperity $333
Participatory Land Use Planning $25
Technicd Assstance and Oversight $50
Green Prosperity Fadility $243
Green Knowledge $15
Community-Based Nutrition $132 12 S
Community Projects $32
Supply-Side $36
Communications, Project Management, and Evauaions $14
Procurement Modernization $50
Procurement Professiondization $46
Policy and Procedure 4
geVedell $66
Water, Sanitation and Hygiene $1
National Ingtitutional and Regulatory Reform 15 *
Utility Reform
Infragtructure Grant Fecility 11 *
Land Management for Investment $17 2 S
Foundations
Rightsand Boundaries
LusskaWater Supply, Sanitation, and Drainage $311 137 20
Infrestructure

" KALAHI-CIDSS s an acronym for Kapit bisig L aban sa Kahirapan (“Linking Arms Against Poverty”)-Comprehensive
Integrated Delivery of Social Services
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Inditutiond Strengthening

Georgiall $140

Improving General Education Quality $77
Improved Learning Environment Infrastructure 4
Training Educatorsfor Excellence $14
Education Assessment Support 6

Science, Technology, Enginearing, and Math Higher Education $30

Indusiry-led Skills and Workforce Deve opment $16
Competitive Program Improvement Grants $12
Strengthening Sector Policy and Provider Practice #

Note: ERR = economic rate of return. Black lines represent compacts, dark gray linesrepresent the compact’ sprojects light gray linesrepresent the
project’ sactivities and white lineswith italicized text represent an ativity’ ssubadtivities Red text highlightsan ERR vauelessthan the 10 percent
minimum hurdle. Projects, activities, and budget information come from the origind compact agreements (except V anuetu, for which the compect
ummary was used Shcethe compact wasnat available). Mogt but not al compactsindude budget detail downto theactivity leve. All ERRsare
origind ERRs (except Vanuatu's, for which only revised ERRswere available). All ERRs comefrom posted ERR goreadsheets exoept those marked
with agterisks, which come from M& E reports Because thistable summarizes only published ERRs (aither in spreadsheet form or in M& E reports),
itispossblethat MCC and its partner countries completed ERRsfor other projectsand activities but did not publish them or referencethemin M& E
reports Projectsactivitieswill not sum to compact totd because program administration and M& E costsarenat induded in thistable. Activitiesmay
not sumto project total dueto rounding.
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