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Presrdentlal Records Act [44 U. S C. 2204(a)l

‘P1 Natlonal Securlty Class1ﬁed Information [(a)(1) of the PRA]
P2 Relating to the appointment to Federal office [(a)(2) of the. PRAl
P3 Release would violate a Federal statute |(a)(3) of the PRA]
P4 Release would disclose trade secrets or conﬁdentlal commerclal or
financial information {(a)(4) of the PRA]|

: ~ P5 Release would disclose confidential advise between the Presndent o

-and his advisors, or between such advisors [a)(5) of the PRA]
' P6 Release would constitute a clearly unwarranted invasion of
personal privacy |(a)(6) of the PRA] '
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. Deed of Gift Restrictions
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b(3) Release would violate a Federal statute [(b)(3) of the FOIA]

b(4) Release would disclose trade secrets or confidential or financial :
information [(b)(4) of the FOIA] - - E

b(6) Release would constitute a clearly unwarranted invasion of -
personal privacy [(b)(6) of the FOIA]
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purposes [(bX(7) of the FOIA]

.'b(8) Release would disclose.information concernmg the regulation of
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: concernmg wells [(b)(9) of the FOlA]

' Records Not Subject to FOIA

Court Sealed The document is WIthheld undera court seaI and is not subject to

“'the Freedom of lnformatlon Act.
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Deed of Gift Restrictions
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) information- |(b)(4) of the FOIA}
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"' b(9) Release wouid disclose geological or geophysical mformatlon
concernmg wells [(b)(9) of the FOIA]

Records Not Subject to FOIA

_Court Sealed - The document is withheld under a court seal and is not subject to
the Freedom 6f Information Act.

This document was prepared on Tuesday, December-08, 2015




Document Originaity
Attached to
Following Page



Withdrawal Marker
The George W. Bush Library

FORM. . . SUBJECT/TITLE o o R ~ PAGES DATE  RESTRICTION(S)
Memorandum. - MCA Prmc1pals Meeting - To: Condoleezza Rice - From: R. Glenn 1 09/09/_2002 Ps;
- Hubbard : : o .

ThlS marker 1dent1ﬁes the orlglnal locatnon of the w1thdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:

Councll of Economlc Advisers
'SERIES: .
Hubbard, R Glenn Sublect Flles
FOLDER TlTLE
Millennium Challenge Account
FRC ID: : o ~ °% . FOIA'IDs and Segments:
5646 L 2015-0220-F h
OA Num.: T . o . '
150 2014-0262-F
NARA Num.: .
1401 .
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Presidential Records Act - [44 U. S .C. 2204(a)] .. ) . o Freedom of lnformatlon Act - [5 UsS.C. 552(b)|
Pl Natlonal Securlty Classified Information-[(a)(1) of the PRA] o b(l) National security classified mformatlon [(b)(1) of the FOlA]
P2 Relatmg to the appointment to Federal office [(a)(Z) of the PRA] . b(2) Reléase would disclose internal personnel rules and practices of -
P3 Release would violate a Federal statute [(2)(3) of the PRA] - S .. an agency [(b)(2) of the FOIA]
P4 Release would disclose trade secrets or confidential commerclal or . b(3) Release would.violate a Federal statute [(b)(3) of the FOIA]
K financial information [(a)(4) of the PRA] : . b(4) Release would disclose trade secrets or confidential or ﬁnanclal
. P5 Release would disclose confidential advise between the President - - information [(b)(4) of the FOIA]
_“and his advisors, or between such advisors [a)(5) of the PRA] P b(6) Release would constitute a clearly unwarranted invasion of
P6 Release would constitute a clearly unwarranted invasion of - * personal privacy [(b)(6) of the FOIA} ]
personal privacy [(a)(6) of the PRA] o - . ‘ " b(7) Release would disclose information compiled for law enforcement
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B ‘ A oo . " 'B(9) Release would disclose geological or geophysical information-
Deed of Gift Restrictions o : - -~ concerning wells [(b)(9) of the FOIA]
A, Closed by Executive Order 13526 govermng access to natlonal Records Not Subject to FOIA ’
security information. . X
B. Closed by statute or by the agency wh|ch ongmated the document. Court Sealed The document is withheld under a court seal and is not subject to
€. Closed in accordance with restrictions contamed in donor's deed : the Freedom of. lnformatlon Act . o Do
: of glft e )
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Presidential’ Records Act - [44 U S.C. 2204(a)] ) Freedom of lnformatlon Act - [5 U.S. C 552(b)]
P1 National Security Classified Information {(a)(1) of the PRA] S ; b(1) National security classified information [(b)(1) of the FOIA|
P2 Relatlng to the appointment to Federal office [(a)(2) of the PRA] o b(2) Reléase would disclose internal personnel rules and practices of
. P3 Release would violate a Federal statute {(a)(3) of the PRA] . e P . an agency [(b)(2) of the FOlA]
P4 Release would disclose trade secrets or confidential commercral or - ; ) " b(3) Releasé would violate a Federal statute [(b)(3) of the FOIA}
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PS5 Release would discloseé confidential advise between the PreSIdent : s information [(b)(4) of the FOIA| ' o
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Deed of Gift Restrictions : S concermng wells |(b)(9) of the FOlA]
A. Closed by Executive Order 13526 governing access to national - ‘ Records Not Subject to FOlA '
. security information.
B: Closed by statute or by the agency which originated the document . Court Sealed - The document is withheld under a court seal and is not Subject to
C. Closed in-accordance wrth restrlctlons contained in donor's deed L the Freedom of Information Act. . ) :
of gift. :

" This Document was withdrawn on 2/8/2015 by blc
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ThlS marker identifies the orlgmal locatlon of the wnthdra‘wn item listed above.
~ For a complete list of items withdrawn fmm this folder, see the
Wlthdrawal/Redactlon Sheet at the front of the folder.
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1549 | 2014-0262-F
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Presndentlal Records Act - [44 U.S.C. 2204(a)| - Freedom of Information Act - {5.U.S.C. 552(b)l ; :
P1 Nationa! Securlty Classified lnformatlon [(a)(1) of the PRAI ) ) b(l) National securlty elaSS|ﬁed information [(b)(l) of the FOIA] i
P2 Relating to the appomtment to Federal office |(a)(2) of the PRA] b(2) Release would disclose internal personnel rules and practices of
P3 Release would violate a Federal statute {(a)(3) of the PRA| = . ©. .. anagency. [(b)(2) of the FOIA]
. P4 Releas¢ would disclose trade secréts or confidential commercial or . “b(3) Release would violate a Federal statute {(b)(3) of the FOlA]
financial information [(a)(4) of the PRA] . - b(4) Release would disclose trade secrets or confidential or financial
P3 Release would disclose confidential advise between the Presndent ! . information {(b)(4) of the FOIA] :
~and his advisors, or between such advisors [2)(5) of the PRA] - -+ b(6) Release would constltute a clearly unwarranted i mvaslon of
P6 Release would constitute a clearly unwarranled invasion of " ~+ _personal privacy [(b)(6) of the FOIA]
personal privacy. |(a)(6) of the PRA] S e - N b(7) Release would dis¢lose information comp!led for law enforcement
o ’ v o purposes [(b)(7) of the FOIA] -
PRM Personal record misfile deﬁned in accordance with 44 U.S. C ' L b(8) Reélease would disclose information concerning the regulation ol'
2201(3) } o L . : financial institutions [(b)(8) of the FOIA]
: R i o : : : o ) .b(9) Release would disclose geological or geophysical mformatlon
Deed of Gift Restrictions S : AP B concernmg wells [(b)(9) of the FOlA] :
A. Closed by Executive Order 13526 govermng access {0 natlonal ’ . : " . Records Not Subject to FOIA
- security information. X )
B. Closed by statute or by the agency which originated the document. Court Sealed - The document is wnthheld under a court seal and is not sub]ect to
C. Closed in accordance with restrictions contained in donor's deed e the Freedom of lnformatlon Act. .
of gift.
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~ This marker identifies the original location of the withdrawn item listed above.
~ For a complete list of items withdrawn from this folder, see the
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:-
Council of Econotiiic Advisers =
SERIES: .
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1840 2014-0262-F
NARA Num::
1401
‘ , . RESTRICTION CODES
Presidential Records Act - [44.U.S.C. 2204(a)] ‘ Freedom of Information Act - [5U.S.C. 552(b)]
P1 National Security Classified Information [(a)(1) of the PRA]. . b(i)yNational securlty classified information [(b)(1)of the FOIA|
P2 Relating to the appointment to Federal office [(4)(2) of the PRA] b(2) Release would disclose internal personnel riles and prictices of
P3 Release woiild violate a Federal statute [(a)(3) of the PRA] S an agency [(b)(2) of the FOIA] N
P4 Release would disclose trade seci-éts or confidential cominércial-or . b(3) Release would violate a Federal statiite [(b)(3) of thie FOIA]
) financial information: {(a)(4) of the PRA] b(4) Release would discloseé trade secrets or confidential or financial
P5 Release woiild disclose confidential advise between the Presidént - information [(b)(4) of the FOIA] .
and his advisors; or between such advisors [a)(5) of the PRA] : b(6) Release would constitiite a clearly unwarranted invasion of -
P6 Release would constitute a clearly unwartranted invasion:of : personal privacy [(b)(6) of the FOIA}
personal privacy [(a)(6) of the PRA] : b(7) Release woiild disclose information complled for law enforceméiit
' - purposes {(b)(7) of the FOIA]
PRM. Personal récord imisfile defined in accordaiice with 44 U.S.C. b(8) Release would disclose information coicerning thé regulation of
2201(3). - financial institutions [(b)(8) of the FOIA]
: o b(9) Release would disclose geological or geophysical information

Deed of Gift Restiictions o ' B concerning wells [(b)(9) of the FOTA]

A. Closed by Exécutive Order 13526 governing access to national *
security information, ‘

B. Closed by statute or by the agency:-which originated the document.

C. Closed in accordaice with restrictions contained in-donor's-déed
of gift.

This Document was withdrdawn on ] 2/4/201_ 5. by blé
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FRCID: N e : FOIA TDs and Segiments:
5646 - ’ _ , ~ 2015-0220-F
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1401
. RESTRICTION CODES.
Piesideiitial Records Act - [44 U.S.C. 2204(a)) ‘ ~ Freedom of Information Act- |5 U.S.C. 552(b)]
P1 National Sec‘uriinlﬁss‘iﬁeH Information [(a)(1) of the PRA| : e b(t) National security classified information [(B)(1) of the FOTA]
P2 Relating to the appointment to Federal office [(a)(2) of the PRA| b(2) Release would disclose ifiternal personnel riles-and practices of
P3'Release would violate a Federal statute [(a)(3) of the PRA] . SR ah agéncy [(b)(2) of the FOIA] ‘ _
P4 Release would disclose trade secrets or confidential commercial or b(3) Release would violate a Federal statiite [(b)(3) of the FOIA]
financial information [(a)(4) of the PRA] ) ' b(4) Release would disclose trade secrets or confidential or financial
P5 Release wouild disclose coiifidential advise between the President information [(b)(4) of the FOIA]
and his advisors, or between such advisors [a)(5) of the PRA] - b(6) Release would constitiite a clearly unwarranted invasion of
P6 Release would constitiite a ¢learly unwarranted invasion of : ~ personal privacy [(b)(6) of the FOIA]
personal privacy [(a)(6) of the PRA] . b(7) Release would disclos¢ information coimpiled for law énforcement
: : . C ) ‘ ' purposes [(b)(7) of the FOIA]
PRM. Pérsonal record misfile defined in accordance with 44 U.S.C. b(8) Release woild disclose information concerning the regu‘l‘a'tion of
2201(3). o ) financial institutions [(b)(8) of the FOIA) _ )
- : ) o b(9) Release would disclose geological or geophysical information
Deed of Gift Réstrictions } R concerning wells.[(b)(9) of the FOIA]

A. Closed by Executive Order 13526 governing access to national
security information. i

B. Closed by statute or by the agency which originated the docuiment;

C. Closed in accordancé with restrictions contained in-donor's deed
of gift. :

This Document was withdrawn on 12/4/2015 by ble
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This marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the
- Withdrawal/Redaction Sheet at the front of the folder.
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‘SERIES:
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FOLDER TITLE:
Millennium Challénge Account , ‘
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1401
- , RESTRICTION CODES" ,
Presidential Records. Act - {44 U.S:C. 2204(a)] : . Freedoin of Information Act - [5U:S.C.552(b)|
- P1 National Seciirity Classified Inforniation [(8)(1) of the PRA] ) ~ b(1y National security classified information-[(b)(1) of the FOIA] ' ‘
P2 Relating to the appointiment to Federal office {(a)(2) of the PRA] " b(2) Release would disclose internal personnel rilles and practices-6f
-P3 Release would violate a Federal statute [(a)(3) of the PRA] ) ati agency [(b)(2) of the FOIA]
P4 Release would disclosé trade secrets or confidential commeicial ot ‘ b(3) Release would violate a Federal statite [(b)(3) of the FOIA]
financial information [(a)(4) of the PRA] ‘ b(4) Release would disclose trade secréts'or confideritial or: l'manclal
P5 Release would disclose confidential advise bétween the President = information [(b)(4) of the FOIA]
and his advisors, or between such advisors [a)(5) of the PRA] b(6) Release would constituite a clearly anwarranted i mvasmn of
P6 Release would constitute a clearly unwarranted invasion of ‘personil privacy [(b)(6) of the FO1A|
personal privacy [(a)(6) of the PRA] b(7) Release would disclos¢ inférmation compiled for law enforcement
E ’ : purposés [(b)(7) of the FOIA]
PRM. Personal record misfile defined in accoidaiice with 44 U.S.C. b(8) Release would disclose information concernmg the regilation of -
2201(3). financial institutions. {(b)(8) of the FOIA]
) b(9) Release would disclose gedlogical oi geophysical inforimation
‘Deed of Gift Restrictions, - ‘ ) ‘ - concerning Wells [(b)(9) of the FOIA]

.- Au Closed by Executlve Order 13526 govermng access to national
security information.
B. Closed by statute or by the agency which ongmated the document:
C. Closed in accordan¢e with restrictions contained in donor s déed
- of glft :

- This Documeént was withdrawn on’ 1 2/4/201 5 by blc
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This marker identifies the original location of the withdrawn item listed above. |
For a complete list of items withdrawn from this folder, see the |
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
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SERIES:
Hubbard; R: Glénn - Subject Files
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5646 o  2015-0220-F
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1549 2014-0262-F
NARA Num.:
1401
: RESTRICTION CODES. _
Presidential Records Act = [44 U.S.C. 2204(a)} Freedom of InformationAct - [§ U.S.C. §52(b)]
P1 National Security Classified Information [(a)(1) of thé PRA] ‘ b(1) National security classified information [(b)(1) of the FOIA]
P2 Relating to the appointment to Federal office [(a)(2) of the PRA] " . b(2) Release would disclose internal personiiel rules and practices-of
P3 Release wouild violatée a Federal statute [(a)(3) of the PRA} ‘ an agency [(b)(2) of the FOIA]
P4 Release would disclose trade secrets or confidential commercial or - ' b(3) Release would violate a Federal statiite [(b)(3) of the FOIA]
financial information [(a)(4) of the PRA] . " b(4) Release woiild disclose trade secrets or ¢oiifidential or financial
P5 Release would disclose confidential advisé between the President inforimation [(b)(4) of the FOIA] _ )
- and his advisors, or between such advisors [a)(5) of the PRA] ~ b(6) Release would constitite a clearly uriwairanted invasion of
P6 Rélease would constitute:a clearly inwarranted invasion of : personal privacy [(b)(6) of the FOIA]
personal privicy [(a)(6) of the PRA] . b(7) Releasé would disclose information compiled for law enforcement
‘ : o purposes [(b)(7) of the FOIA]
PRM. Personal record misfile defiried in accordance with-44 U.S.C. 'b(8) Release would disclose information coficerning the regulation of
22013). “financial institutions {(b)(8) of the FOIA]
v . . : b(9) Release wouild disclose geological or geophysical mformatlon
Deed of Gift Restrictions C concerning wells {(b)(9) of tie FOIA]

A. Closed by Executive Ordér 13526 governing aceess to national
security information.
B. Closed by statute or by the agency which originated the document.—
- -C: Closed in accordarice with restrictions coftained in dono¥'s deed
of gift.

This Document was withdrawn on 12/4/2015 by blc
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Th1s marker identifies the original location of the withdrawn item listed above.
For a complete list of items withdrawn from this folder, see the |
Withdrawal/Redaction Sheet at the front of the folder.

COLLECTION:
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SERIES:
Hubbard, R. Glénn - Subject Filés
FOLDER TITLE:
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FRC ID: - : } FOIA 1Ds and Segments:
5646 - o - 2015-0220-F
OA Num.:. ' -
1548 2014-0262-F
NARA Num::
1401
o . RESTRICTION CODES - _
Presidential Records Act - [44 U.S.C. 2204(a)] Freedom of Inforniation Act - [S U.S.C. 552(b)}
P1 National Security Classified Information [(a)(1) of the PRA] ' b(1) National security classified inforation [(b)(1) o‘f"th’e‘iFOIA]
P2 Relating to the appointment to Federal office [(4)(2) of the PRA] b(2) Release would disclose internal pérsonnel rules and practices of
P3 Release would violate a Federal statute [(4)(3) of the PRA] ~anagenty [(b)(2) of the FOIA] N
P4 Release would disclosé trade sécrets or confidential cominercial-or b(3) Release would violate a Federal statute [(b)(3) of the FOIA]
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~ and his advisors, or between such advisors [a)(5) of thé PRA] ) b(6) Release would constititea clearly unwarrantéd invasion of
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’ Thank you for the opportunity to share my thouéhts with you today ,lam particularlv
pleased that you chose to include a session focused on the Millennium Challenge Account
(MCA)ina conference on sustainable development Regardless of the particular definition af

sustainable development one chooses €conomics remains at the core. Thusitis 1mportant to
| pay particular attention to those items that can foster sustained economic growth, or whose

absence places economic growth at risk.

As all of you are well aware, on March 14, Pre’sident Bush announced the creation of a
ne‘w‘program for'delivering bilateral assistance from the United States to the Jeast developed
~countries, the,Millennium Challenge Account. ‘The President’s proposal envisionsa 50 percent
. increase in official development'assistance by Fiscal Year 2006, when the MCA is fully funded

with its annual appropriation of $5 billion. The MCA in no way diminishes our long-standing
~ commitments to humanitarian assistance. Instead, this new program represents an additional
source of assistance focu‘sed on encouraging and rewarding sound policy decisions that support

€Conomic growth and reduce poverty..

This moming, I would like to discuss the economic logic underlyino the MCA and its -

! role in contributing to the underpinnings of sustained economic growth and development. In the :
process, T'will prov1de an update on the discussmns 1nvolv1ng the design of the MCA, and
describe the next steps that w1ll be crucial in making sure that the potential of the MCA 18 fully

L
realized.



Igniting the Engine of Growth

A longstanding question in dev}elopment economics has been succinctly put by Nobel .-
Prize winner Robert Lucas, who asked why capital does not seem to flow to the poorest -
countries. After all, in such countries, with Iinvestment and growth at very low levels, marginal -
returns to capital accumnulation Wo.uld hkely be high' o) eapital should flow in from 'rieher :

countries. Also, domestic citizens in those countmes should save and allocate their sav1ng to

. , these same h10h return projects.

An 1rnportant p1ece of the puzzle is that develop1ng f1nanc1a1 capac1ty for g1owth is more
reom')hmted in pfamce than in theory Clearly defrned riles of law, accounting, and 1nve“tor
protection are requ1red to make external ﬁnancmg by firms, investment, and growth possible.
These hnkages are important; research by economists has identified large effects of “good
govemance” on the cost of capital, investment, and growth." Simply trying to attraet foreign
‘ caprtal via efforts at financial liberalization or aid that ignore this critical link to bu11d1ng pmvate-
sector financial capa01ty are unlikely to generate growth.” Put d1fferently, building the
infrastructure for capital markets improves both the response to 1nﬂows of capital and the

capac1ty for domestrcally generated growth.

Indeed over the past 15 years there has been an explos1on of research that is beg1nn1ng to
reach a consensus emerging on the fundamental deternnnants of economic growth The -
President’s MCA proposal focuses on these determinants.” Good growth outcomes are assoc1ated

R I

with governments that adhere to three key principles - "ruling justly,” “investing in people,” and
pursuing “economic freedom.” Using the MCA to encourage these three facets of sound policy
in the poorest econornies will ensure that aid is quickly followed by even "larger private
investment that will do the rnost to lift millions out of poverty. The role of the MCA will be to
serve' asa neW type of special purpose vehicle within the bilateral aid framework; a special

- purpose vehicle dedicated to the eradication of poverty.

1 See for example, A. Demirgiic-Kunt and V. Maksimovic, “Law, Finance, and Firm Growth,” Journal of Finance
53 (1998) 2107-2137’ Charles P. Himmelberg, R. Glenn Hubbard, and Inessa Love “Investor Protection,
Ownership, and the Cost of Capital,” Mimeograph, Columbia University, 2002; and Rafael La Porta, Florencio

. Lopez-di-Silanes, Andrei Schleifer, and Robert W. Vrshny, “Law and Frnance, Journal of Political Economy,106
(1998) 1113-1155. ’ . :



Establishing the Role of the MCA

Exiéting bilateral official developrnent assistance appropriately serves rnany purposes and
is,.ns'ed to meet both political and economic objectives. It is therefore not surprising that
: evaluations of development as\sistance ba'sed on ais'ole objective are ’often oritieal of aid - B
allocations and programs. ~For example, World Bank analysis concludes that aid is not. opt1mally
~allocated when rneasured against the s1ngle obJectlve of poverty reduction.” A realloeatlon of
resources could more than'double the number of people that conld be sustainably lifted out of
absolute poverty.‘ Such findings are one reason that observers are often frustrated with ',theresultvs

0fa1d LR e i s e i e e e e

The MCA offers the opportunity to work more effectively toward,poverty reduction.
This raises the_imrnediate question o_f how. best to elirninate poverty. ‘The answer is at once |
sirnple and complicated. _First,the simple part: Study. after study has shown that poverty is
eliminated through economic growth.3 The old saw that a ﬁsing tide lilfts'all boats is exactly -
right; it is not the case that econornic growth simply favors the wealthy over the poor in an -
economy. The MCA will better address poverty reduction through improved resource allocation;

while at the same time promoting an environment that is more conducive to growth. = -

Assessing Policies

Putting the MCA into practice first requires measuring the extent to which governments
are undertaking sound policies’ to enhance growth. President Bush has identified the three key
areas of policy to focus upon and since that time an interagency tearn'led by Secretary Powell
and Secretary O’ Ne1ll has been hard at work examining potent1al 1nd1<:ators to find those that
best measure the quality of these pol1c1es Eventually, the goal is to bu1ld a set of indicators that
would be used to determine whrch countries have the best practlces and these countrles w1ll

'benefit the most from MCA support.- -

2 Paul Collier and Davrd Dollar, “Aid Allocation and Poverty Reduction”, Development Research Group Workmg
Paper, World Bank, 1999.
* David Dollar and Aart Kraay, “Growth is Good for the Poor” World Bank Development Research Group
mimeograph, March 2001. Martin Ravallion and Shaohua Chen, “Distribution.and Poverty in Developing and
" Transition Economies: New Data on Spells During '1981-93.” World Bank Economic Review 11, May 1997,
/ . “



Although the work of the' interaoencytearn 1S ongoing, examples of the many potential

indicators from each of the three areas will help to clanfy the concepts behlnd the MCA Under

“ruling Justly, ’ arnong those being considered are measures of civil hbertres poht1cal nghts

enforceab1llty of contracts, Jud1c1al 1ndependence corruptron transparency and government

' effectlveness “World Bank researchers Kaufmann Kraay, and Zordo—Lobaton (1999) have found

a positive and significant llnk between theselndrcators of good governance and econormc

development. For exarnple,' they find that were a country to leap-frog ahead (technically,

advance by one standard deviation) in the quahty of its governance vis-a-vis. other countnes it

could expect a threefold increase in per capita income.

‘Governance and Per Caplta Income
Thiereis a robust positive felaiionship beiween good
govemance and per capita income across the globe.
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Source Kaufmann, Kraay, and Zoido- Lobaton (2002) Aogreoated indexes of governance versus loo of per capita
GDP at purchasing power parity. .



Withrecard to “investing in people,” under consideration are measures that focus on
education and health, such as school completion rates and public expenditures on health care.
The report of the World Health Organization’s Commission on Macroeconornics and Health, -
» cha1red by my Columbia colleague J eff Sachs, finds that each 10 percent 1ncrease in life

: expectancy at birth is associated w1th an 1ncrease of at least 031004 percentage pornts in-

- economic growth rates. Similar arguments could be used in support of indicators based on

educational enrollment or expenditures.

. Finally, some indicators of the government’s commitment to ‘economic freedom” being
rev1ewed are rneasures of macroeconornic perforrnance country credit ratings support for open
rnarkets domesticallv and 1ntem ationally, and the quality of regulatory polic1es Khan and
Senhadji (2000), for example, find that inflation rates in excess of 10 percentper annum are

- associated with lower growth rates in developing economies.4 According to their work, an

. increase in the inflation rate from 3 percent to 30 percent Vvill trim annual growth rates by 0.67
percentage p01nts Similarly, other 1nd1cators under cons1deration for the category of “economic

freedom are also known to have s1gn1ficant 1mpacts on growth

‘ Within each group, it1s useful to develop criteria for selecting indicators. Among the

.. criteria being considered is confidence in the soundness of the 1nd1cator Other things being the
same, one would prefer indicators closely associated with economic growth and poverty
reduction. Another important criterion is the transparency of the indicator. Again, other aspects

being the same, it is preferable to employ indicators that are easy to understand and explain. -

Ensuring the Success of the MCA

‘The President’s MCA initiative is a new approach to Adevelopment assistance, and I hope "

that these examples give you some sense of the kinds of the many Variables or indicators that the.‘

| interagency group is considering to measure a COuntry’s “‘performance.” A key innovative |
element of the MCA is that it will challenge countries to improve by rewarding them for good

performance. Making sure that the MCA remains focused on providing assistance to good -

“ Mohsin S. Khan and Abdelhak S. Senhadji, “Threshold Effects in the Relationship Between Inﬂation and Growth,”
International Monetary Fund Working Paper WP/00/110, June 2000.



performers and providing incentives for countries to improve their policies will require a
mechanism that makes appropriate and careful use of the measure or measures derived from

" these indicators.

| Although no final decrsions have been made conceming how the measures Will be
derived from the 1nd1cators one possible approach would combine the various indicators into a
singleindex. In this example the question then naturally turns to how that index will be used.
One can imagine two oppos1te ends of a spectrum that encompass the extent to which the 1ndex
:w111 determine eli gibility and funding Let me label the two poles with terms that economists
“have become very enamored of rules on the one end and “discretion” on the other. A purely
'rule based approach would use the mdex of country performance to determine ehgibihty for the
MCA. For example, the 20 countries with the highest index value would receive funding with no .
exceptions; nvone.of .the 20 would be dropped from the iist? and no ad_ditional_ clountries Would be.
added. In co.ntrast; a purely discretionary approach would use the index as but one input in the
eligibility decision, relying on additional information such as need and an assessment of the
- commitment of the country’s leadership to a reform program.. |
In practice ensunng the success of the MCA will requ1re an approach that 1ncorporates g
both rules and discretion A purely rules- based approach is impossible, given the 1nherent
limitations in the 1nd1cators that will be used to construct a country’s index. First and foremost
- time lags in the collection and processing of the variables used to construct the index make it
impossible to rely only on the in.de'x 'Some uaﬁables likely to be used in the index will lag byas
much as a year or two the actual funding decision for the MCA. In the interim, significant |
changes could take place that would drastically change the amount of funding that should be
~ made available. For example, a kleptocratic tyrant might stage a successtul coup to displace a
democratically: elected regime that had a record of 'outstanding performance.’ In such an instance, '
. .‘providing fundinngr such a country would violate Preside'nt Bush’s 'princ'iples for the MCA | If ‘,
 the “rules” requrred that funding had to be prov1ded the MCA would not survive the next budget -

- allocation cycle



A purely discretionary approach however is not pract1cal either. First, current a1d

“policies can be argued to.be pure drscretlon (abstractrng from Congressional restrictions, etc ) 1f
g the MCA i is to be a new approach it must move away fro_rn complete drscretlon. Second, the
MCA i is meant to encourage and reward good pohcres the theme of th1s conference. The MCA

Cowill only ach1eve this goal if pol1cy decisionsare as transpment as poss1ble Countnes that are -

found to be ehg1ble for MCA funding must know why, so that they can keep following good

" policies. Countries that are found 1nel1g1ble rnust also know why they failed to obtain support SO -

' they can have an incentive to d1scont1nue poor pol1c1es and put good policies in place. Undera

purely d1scretronary system, it 1s impossible to convey to countnes thrs 1nforrnatron This might

explarn in part the weak relationship between a1d and perforrnance

There is great value in usrng clear and concrete criteria for selection of countnes elrg1ble

‘ for the MCA. Th1s 1nforrnat10n will provrde a powerful opportunity for reform in poor countrres,

~around the world. This is the “challenge” in the MCA to 1mprove pol1c1es and receive MCA

funds. Without “rules” it is impossible to provrde reliable, transparent feedback to reward good :

perforrnance and encourage future perforrnance Given the potent1al gaps and lags in the

. indicator data, however, there is a role for discretion. Without “discretion” it would be

~. impossible for the program to make the difficult decisions that should take into account the most

up- to-date inforrnation and trends toward improvernent in a-country.

Mapping the Road Ahead

The interagency MCA team continues to work on developing the MCA method, about -
which l have just spoken, as well as policy and rnanagement structure that will guide the MCA.
In forrnahzmg the MCA structure, d1scuss1ons have taken place over the past months with as

many interested parties as possrble———the private sector nongovernmental organ1zat1ons

' acadermcs and current official development ass1stance donor and recipient nations. Most

recently, d1scussrons have started w1th Congress with a goal of producing draft le01slat1on in the

fall,

If the MCA is to achieve its laudable objective of triggering growth by encouraging good

governance, it will be important to avoid any earmarking of funds that targets particular



- countries, regions Or SeCtors. Maximliml ﬂexi:bility is needed for maximum results. Good: |
perfofrnanée in the poor nations must be recognized regardless of the region or countfy in which
_it' is achieved. It musf be possible for MCA‘fu»n\ds to-be put to their best use rather than in the

- trendiest dev}el’opment sector of the day. Undér these conditions, the MCA will represent é_n FL
i exciting néw épprbéch to develbpmént assistance thdf will substanfially imprvoifeV the lives Qf the

world’s poor.

Thank you, and I look forward to answering your questions.
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Frem Vision to Program: Steps to Implement MCA

1. Selection
. What 1S the best mix of rules and discretion?

2. Allocation

~+ How will funds be allocated amongst selected countr1es‘7

~+ How should funds be related to broad strategies, individual
pI’O]eCtS or both? | |

3. Disbursement
e How will funds be used at the country level"
e Will funds be delivered to governments, or to governments,
NGOs, and other implementing partners?

4 Accountablhty
- What incentives are needed to ensure that aid 1s be1ng used
effectively? |
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