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Executive Summary ;&

MILLENNIUM

CHALLENGE CORPORATION

(in $ millions) FY2009 FY2010 FY2011

Appropriated Enacted Request
Compacts 698 915 1,071
Threshold 43 -- --
Due Diligence/Compact Development (609g) 36 90 102
Administrative Expenses 93 95 102
Inspector General/Audits 5 5 5
Total appropriations/request 875 1,105 1,280

By providing grants to countries implementing good economic, politeadl social
policies, the Millennium Challenge Corporation (MCCorks to fight poverty by
removng barriers to economic growth. MC C 6partner countries are currently
developing program proposals that will provide more wadbetter sanitationreliable
power, improved roads; help fight corruption while increasing government revenues; and
improve accest® marketdor millions of impoverished people in these countries.

The President has requested $1.28 billion from Congress to fund the agency in Fiscal
Year 2011. This figure represents a slight increase in funding for MCC from the amount
provided by @ngress in FY 2010.

Since its creation in 2004, MCC has pursued a cotetryand result$ocused approach

to development assistance through fgar compacts designed to maximize sustainable
poverty reduction by fostering economic growth. MCC coordinates with other U.S.
Government and international donors to avoid costly duplication, and considers the role
of gender and the impact on the environment as integral components of compact
programs.

MCC ha launched20 com
pacts and 21 threshold | The Millennium Challenge Corporation is an
agreements, committing
nearly $7.5billion to world
wide  poverty  reduction global poverty -
through - resultglriven  pro President Barack H. Obama
grams built on measureable
and transpant objectives.
MCC development programs have trained more than 102,000 farmers to boost
productivity and food security, and have supported the ongoing construction of more than
1,200 kilometers of roads to facilitate access to markets, schools, ariddtieas.

essential partner as we work to combat

November 6, 2009




In FY2010, MCC hassigred acompact withMoldova, and will sign compacts with
Jordan andPhilippines. Additionally, the agencis workingwith Malawi, Indonesia,

and Zambia to develop compact proposaténd anticipates signing compacts with these
partners, as well as a second compact ®@abe Verde in FY2011. These investments
will achievetheir full potentialif Congress authorizes MCC to enter into compacts
concurrentlyandallows the agencio fundsome projects that last longer than five years.

In determining eligibilityfor MCC funds, the agenoy v al uat es a countryos
on 17 independent and transparent policy indicat@sce a country is eligible, theye

principally responsible foidentifying and prioritizing their own barriers to poverty

reduction and economic growtind conductingextensive public consultation. Such
engagement bolsters democratic practices and transpaaadcgllows the country to

take ownership of its develomnt progress Placing countries in charge of their
developmerd country ownership can be difficultat timesdue tocapacity constraints,

butis the best way to achieve sustainable results.

The MCC approach requires committing letegm funding upfront,n contrast to other

aid programs that spend their appropriated funds each year. This flexibility provided by
Congress allows predictability of aid, better planning and budgeting by partner countries,
and the ability to fund the loAgerm projectsessential for sustained progress on
development priorities such as food securitilthough the policy of wfront funding

lowers costs and increases credibility, this approach also makes it appear that MCC has
large, undisbursed balances even though uhed arein fact, already in use to reduce
poverty.

MCC emphasizes results and transparency throughout compact development and
implementation. MCQloes benefitost analysis by developireconomic rate of return

(ERR) estimates for all of the compamrbjects itconsiders fundingind posts ERRfor

funded projectson its website. MCC also works with partner countries to develop

detailed monitoring and evaluation (M&E) plans for compacts, and tracks the progress of
compact programs against defined benarks and outcomes, which algoavailable on

MCC6s weAdddionallg, MCC has begurto post the detailedesults of impact

evaluations ofits programs as wellst arting with Burkina FasoO0:s
evaluation.

Going forward, MCC has conitted to focusing on three overarching priorities:
U Fostering mnovation
U Deeping partnerships with the privegector and other donors, and
U Delivering resultsvith impact



Summary of Program Results at a Glance
(as of September 30, 2009)

MCCO6 snvestments are designed to reduce poverty or improve policies

NN

$7.1billion of compactfundscommitted tdighting poverty

70 percentof MCC compact funds support investments in Africa

22 percentof MCC compact funds investlin agriculture

38 percentof MCC compact funds investlin transportation

25 percentof MCC compact funds investlin health, education, watandsanitation, energyand
enterprisedevelopment

$470 million in threshold progranssipportingpolicy improvements

More than half bBMCC threshold program funding supports activitiegight corruption

36 partner countries worldwide (compacts and threshold programs)

MCC partnerships are reducing poverty through growth

A

A
A
A

45 million people expected to benefit from MCC programs

$9 billion increase in income for beneficiaries expected over the life of current MCC investments
$1.4billion in cumulative programelated disbursements

$2.2billion in cumulative contract commitmerfta compacts

Training farmers increases productivity, income-making potential, and food security

A
A
A
A

102000farmers trained

1,500agribusinesses assisted watkvelopingtheir business plans
15500hectares of land underoduction through MCC support
$38 million made in agricultural and rural loans

$133 million contracted for irrigation system construction

Roads allow citizens to reach markets, schools, and health centers, saving money and time

A
A
A

1,200 kilometers of roadsnder construction
4,200kilometers of roads being designed
80kilometers constructed and being used

Secure property tenure promotes access to credit, investment, and market opportunities

> >

122,90 stakeholders reached and informed about the value of secure land tenure

14,3® personnel trained in land registration, surveying, land use plarandgonflict resolution
1,069000rural hectares mapped

49,680 rural hectares of land formalized

2,450urban parcels formalized

Investing in health & education fosters a skilled workforce

> >

> > >

65 schools renovated or under renovation in Ghana, with hundreds more to be built

4 0 0 -féeapdlybclassrooms in Burkina Faso, where nearly 16,700 stu¢iesfisgirls) learn

5 million children vaccinated for measles and DPT3 in Indonesia

139 primary health centesse targeted to benovated in Lesotho

2,000 isolated tmesbenefitting from the first 115k of rural electrification lines constructed
and the first 45@olar panel systems installed in El Salva@asr of December 31, 2009)

1,000 scholarships for the 2010 school year awarded in El Salvador






Compact Programs in Development

x

MILLI-ZNI\)IIUM
Request FY2009 FY2010 FY2011
(in $ millions) Appropriated Enacted Request
Total MCC 875 1,105 1,280
Compact Program 698 915 1,071

MCC has a strong pipeline of six eligible partner countriéh anticipated compacts
FY2010 andFY2011. The compact development process is well advancéddrdan,
Malawi, andPhilippines, where project designs will be completed in FY20Tbmpact
signing for thePhilippinescompactis expected irearly/mid 2010and the other two in
late calendar yea2010.

MCC is expecting to receive project proposatsrf Zambia in February 201&nd from

Indonesiain April, andsigncompacts iFY2011. 1 n

December

20009,

Directors selectecCape Verdeas eligiblefor a second compact, also to be funded in

FY2011.

Table 1 - Compact Country Pipeline (in $ millions)

Country Partner

Signed with
FY2009 funds

FY2010
estimated

FY2011
requested

Senegal

540

Moldova *

262

Philippines

435

Jordan

275

Malawi **

200

100

Zambia***

350

Indonesia ****

521

Cape Verde **+**

100

* Moldova was signed in January 2010 using funds provided by Congress primarily in FY2009.
** Malawi is expected to be signed in early FY2011 using funds provided by Congress in
FY2010 and FY2011 with total compact funding in the range of $250-300 million, depending

on

feasibility

studi es

and MCCo6s

final

***  Zambia compact funding is expected to be in the range of $300-350 million.

**xx - Budget request assumes concurrent compact authority that would allow MCC to split
compact funding for Indonesia over two years; total funding is expected to be in the range of
$700-800 million.

**xkx Plegse see page 51 for a discussion of second compact eligibility.

apprai sal

MCCO



These countries represent real opportunities to provide tangible assistance for poverty
reduction through economic growth in Africa, Asia, and the Middle East. They include

some of the most populo@smdonesiaandPhilippines), poorest KMalawi andZambia),
and lower middle income countries with signific@oipulations living irpoverty that the
MCC compact will targetJordan, Philippines, Indonesig andCape Verde.

Table 2 - Profile of Current Compact Eligible Countries

- - Human Adult Infant
] GNI per | Population | Population ) ; ;
Country | Population | “40 b <$2/day <$2/day Develop- | Literacy | Mortality

(millions) US$ rcent illion ment (% ages 15 | (per 1,000 live

=) (BElE i) Index & above) births)

Cape

Verde 0.5 3,130 40 0.2 121 84 24
Indonesia 228.2 2,010 54 122.8 111 92 25
Jordan 5.9 3,310 3 0.2 96 91 21
Malawi 14.3 290 90 12.9 160 72 71
Philippines 90.3 1,890 45 40.7 105 93 23
Zambia 12.6 950 82 10.3 164 71 103
Together thee countriesaccount forover fveper cent of t he wor |l

350 million people) andver severpercent (more than 185 million people) of those
living under $2 a day. They have been selected as MCC partners because their sound
policies provide a solid foundation for grondhd measurable development results.

dods

p



Status of FY2011 Compact Countries

ForFY201 1, t he Pr e s inding levelavsuld reraijeuMCE todudly fuindiits
compact withMalawi andsign compacts wit@ambia, Indonesia, and Cape Verde

By late 2009, bottZzambia andIndonesia had completed aanalysis of key constraints
to growth and poverty reductiomhich will inform the choice of sectors for the future
compacts.

A Z a mb iamafyss identified infrastructure (especially power, roaddport, and
water supply); investment climate (including macroeconomic policies); market
failures and market coordinatioandhuman capital (especially skilled labor).

A | nd o n amalysissuggestdour potential investmerdreas (i) education and
human capital development(i) infrastructure, (i) governance (especially
judicial reform and anticorruption efforts related to the business environment)
and (iv) environmental sustainability (especially strategies for climate change
adaptation and greegrowth).

A Zambia and Indonesia have both commenced public consultations on she
findings Zambia has already solicited and vetted a number of investment
proposals. The respective national teams are expected to submit project concept
papers to MCC ifrebruary 201@&nd April 2010, respectively

A In December 2009, the MCC Board of Directors sele@agde Verdeto be the
first country eligible for a second compadetailed discussionsith the national
government have not yet begun.

In the absence foconcept papers, we have estimated budget requirements for these
compacts based on consideration of several broad factors, including total population,
population living below national poverty lines, absorptive capacity,veitid respect to

Cape Verde, pé&armance in compact implementatiofrinal compact sizes will be based

on the budgeamountavailable, and on the quality and scope of projects submitted.

On that basisMCC requestsp1.071 billion of the totalFY2011 requestfor compacts,
divided betweenfirst compacts foindonesia ¢st. $700-800 million, which would be
funded over two fiscal yearwith enactment of concurrent compact authdriand
Zambia €st.$300-350 million) and a second compact for Cape Verelt.$100 million)
Additiondly, MCC may use some funds for the Malawi compact currently under
development.

Colombig which figraduatedo to Upper Middle I nco
a compact candidate country for Board consideration Bxeitcember 2008neeting

However with the new legislative authoritiy) C C @sardof Directorsmay consider

Colombia later in 2010.



Projected Compact size, Compact Development Process,
and Areas of Potential Assistance

Zambia

There is positive correlation in past compabetweencompact size and poverty
incidence(in Figure 1) thatsuppors MCCO0 s 0 v efrraedcing poversy shiowgim
economic growth Based on poverty incidence, MCC believes a substantial pragram
the range of $30@350 millionwith Zambig where82 percent of its population living on
less than $per day is appropriate

Over 80percentof Zambi abds popul ation Imorethands, | es s
percent of the adult population argV/AIDS positive, which has a devastating impact

on poductivity and the livelihoods of affected familiedn the past two years, the
Government of the Republic of Zambia has generally improved its performance on
democracy, social investments and economic freedom indicators, providing a foundation

for further growth and poverty reduction.

Selected as threshold country iFY2006, Zambia completed its program in February
2009 which focused primarily on tleentrol of corruption indicator. Zambia passed the
control of corruption indicator for the first the on its FY2009 scorecard, and was
selected as compact eligible by the board in DeceribéB8. For FY2010, Zambia
passed all indicators except for primary school experefitand was reselected as an
eligible country.

Over the past year, MCC hastrawklet o Zambi a on sever al occasi
guidance with the country team, as well as governmental officials, opposition leaders,
parliamentarians, business leaders, and civil society. Zambia submitted a study on the
constraints to economic growih late 2009that identified the primary constraints to

growth as: infrastructure especially power, road transpoaind water supply; investment

climate including macroeconomic policies; market failures and market coordination; and

human capitalespeally lack of skilled labor. As a result of the findings dhis study,

the Zambiancountryteam isfocused ordeveloping compact proposals dohieve more

inclusive and broathasedyrowththat isless reliant on copper production

Zambia commenced publiconsultations on the findings of these analyses thraugh
series of sectefocused meetings that included representatives fridma government,
private sectgr and civil society. Following these consultations, the country team
solicited and vetted a numbef investment proposals through a pulgiivate technical
committee. These proposals currently focus on



A increasing hydropower generation including rural electrification;

A strengthening skilled labor through improvements in primary, secondary,
tertiary, and vocationadducation

A supporting wildlife conservation througiourism infrastructureand capacity
building;

A improving key transport routes though reinforcing and exjpaneadsand

A improvingwater and sanitatiosupply in urban areas

MCC exects thatZambia will submit project concept paperns February 2010for
projects that address subset okey constraints to growthTo enhance the impact of
MCCO0 s a sasd tednsune the sustainability of these investments, the country team
intends to leverage MCC funding through pugiivate sector partnerships (PPPs) to the
maximum extent possibleDuring the project appraisal phase, MCC will emphasize not
only thetechnical and environmental feasibility, alsothe institutional capacity of the
implementing organizations and the likelihood of making necessary policy reforms
reinforce sustainability This appraisal phase&ill be conductedduring the first halfof
calendar year 2011, with the anticipation that MCC will sign a compact with Zambia in
late FY2011

Indonesia

There isalsoa relatively strong correlation betweeompact size and total population
across past compacts, with the four most populous countries also getting the largest total
investment i Figure 2.

As the fourth most popaus country in the world, with more than 100 million people
living on less than $2 per day, an ¢meksian compactamount farin excess of probable
funding levelscould bejustified. A total compact in the range of780-800 million,
which would be funded over two fiscal yeassth enactment of concurrent compact
authority would permit MCC to have an impact in a defil geographic area,
presumably with relatively higher poverty incidence.

MCC has been working in Indonesia sir@@06 helping to improve governance, fight
corruption and enhance public health throutjie MCCthreshold program.Indonesia
became compa eligible in December 2008, and MCC has been working with the
government over the past yaardevelop dive year developmerrogram that will bring
large additionatesources to the effort fght poverty through economic growth.

I n | i ne wvorg grinciMediChdoss country ownershjphe decision about how
these funds will be used is ultimately up to thdonesiargovernmentwith input from

civil society and the private sector. MCC has helped the government establisé a cor
team to identify the critical constraints to economic growth and poverty reduction, to lead
the public consultation process for developing proposals, and to undertake the initial
technical and design work for project concept notes. This team has aovarsaealysis

that identified four constraints to economic growth and poverty reduction in Indonesia:



weaknesses in governance and institutions,
infrastructure,

education, and

environmental sustainability.

v > > >

Based on these findings, the governmestblished a mulagency steering committee

with strong representation from civil society and the private sector to oversee the
compact development process. The steering committee has drafted a document to guide
the public consultation process, has tifesd an NGO umbrella group to implement
consultations in different parts of the country, and has established a timeline and work
schedule for the consultative process. It also has established rules for submitting,
reviewing, and selecting proposals, rjowith a timeline. Preparations for public
consultations are underway and are expected to begin in late January 2010, and project
concept papers are anticipated to be submitted by the end of Fekpadry

While Indonesia is still in the earlgtagesof developing its compact, the constraints

analysis has helped guide the process of identifying specific proposaks.analysis

pointed to the urgent need for bureaucratic reform. Weak and ineffective public
institutions encourage a climate of corruptionpublic office and a culture within the

bureaucracy of seeking personal income from official interactions with the private. sector

This burden, l ong referred to in Indonesi a
i mpedi ment to pr i vthreéskold program $egandaonatdress a pba@ 60 s

this problem inside the Indonesian judiciary, and the government has indicated a possible
interest in continuing governance reforms under the MCC compact program.

The constraints analysis also identifisdequateinfrastructure as a major impediment

to economic growth. Lack of power generation and transmission capacity, bad roads,
underdeveloped ports and shipping, and inadequate public water and irrigation supply are
well known problems in IndonesiaOther possible proposals center arouhdlpng
Indonesia address environmental problems that constrain growth and poverty reduction.
The fourth constraint, education, is being addressed biypdomesianshroughtheir own
resources

Gi ven | nd o nphys and dmenenge epopallatian, initiadications from the
government , civil society and the private s
most effective iffocused on one or two provinces, rather than spread across the entire
country. The challengés to set selection criteria that could be accepted by local
governments and the public.



Ultimately, the decision about how to use MCC funds will be made by Indonesia through
a public consultation process. This careful consultative process will helpeestsong
country ownership and smoother implementation, thereby increasing the likelihood of
successful completion within a five year time horizon.

Figure 1 Compact Size vs Poverty Incidence
(excluding LMICs, Morocco, and Madagascar)
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Update on FY2010 Countries

For FY2010, the appropriated level of $1.1B#lion will enable MCC to sign compacts
with Jordan and Philippines and partially fund a compact witMalawi. MCC is
working with the respective national teams on detaifedsibility studies and
environmental assessments, appraisals, and implementation pogEardhe proposed
investmentscover a wide range of activities designed to stimulate growth and reduce
poverty, as summarized below and detailed in the tdbliesving this section.

In Jordan, MCC will fund three complementary investments in one sedtaused on

increasing access to drinking waténproving waste water collection, treatmeand

reuse for both agriculture and urban consumargl reducing water losses in Zarqa,
Jordandés second |l argest <city. rinddh@iisto f undi n
expand an existing waste water treatment plant as a gublate partnership. Nearly

three in ten households in Zarga consume less than the minimum amount of water
considered essential for personal hygiene and food safety by the Wed#thH
Organization. Due to shortages of piped water, most households receive water only one

or two times per week, and poor families spend a larger share of their scarce income on
water supplied by private tanker trucks and other providers at highes.primegdan is

classified as a lower middle income country by the World Bank and, as such, MCC
assistance to it i's capped, by statut e, at
available for compacts.

In Philippines, the MCC compact will tackle carption and enhance transparency and
accountability byij improving tax collection and strengtheniting investigation ofraud
allegations in the Department of Financed &i) decentralizing resource utilization and
empowering local communities to déwe and implement smaéicale infrastructure
projects that support economic development. Improvements in tax administration should
create additional fiscal resources for health and education expendituoeareas that

have suffered under fiscal austgrineasures. The second project is designed to make
local governments more responsive to community needs, and it will reach some 30
percent of the poorest municipalities (roughly 4,000 villages). A third project will
improve access to markets through tuoad rehabilitation.

In Malawi, MCC will also fund a singksector program, focused on increasing access to
reliable supplies of electricity and addressing policy and institutional reforms required for
attracting future investments in the power seatgrich is a critical constraint to private
sector growth and impedes the quality of life in one of the \opldorest countries.






