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Executive Summary: 

 

US foreign assistance, also known as “foreign aid” or simply “aid,” is a US government 

(USG) system that uses American tax dollars to influence and develop other nations. 

Consequently, aid management carries significant responsibility, and we as a nation must 

ensure it is executed as effectively as possible. The objective of this study is to find an 

effective aid model applicable to the future of US foreign assistance.  

 

This study explores three models for US foreign assistance administration: A) Pre-

MCC—USAID-administered aid until the end of 2003; B) Status Quo—the post 2003 

system, including the MCC and administration under the Director of Foreign Assistance 

(DFA); and C) Restructuring US foreign aid along a MCC model—hypothetically 

channeling more DFA-administered funds through the MCC. The effectiveness of each 

aid model is assessed using five criteria: (1) Alignment, (2) Development Theory, (3) 

Political Control, (4) Accountability, and (5) Results. If a model passes the effectiveness 

criteria within its given time period/framework it is deemed effective. Subsequently, the 

study considers if the most effective model would be feasible in the future.  

 

Analysis of models A and B suggests neither is exceptionally effective within its 

framework, and so both are ineffective models for future foreign aid. This same analysis, 

however, discovers the MCC’s ability to avoid complex procurement processes, quickly 

write and sign Compacts, award aid to demonstrated good performance, maintain 

accountability mechanism(s), and avoid many restrictions of congressional earmarking—

all of which make the MCC, by itself, a fairly effective instrument of aid. There are still 

some elements of the program needing improvement.  

 

The study finds several limitations with Model C, and so discounts the assumption that 

because the MCA/MCC is an effective instrument of foreign assistance simply expanding 

it as is would spread its benefits on a larger scale. MCC restrictions on recipient entities 

and number and duration of contracts limit Model C. It is also uncertain how politically 

acceptable the model will be as many politically attractive aid programs are not 

necessarily transferable to the MCC framework. The model may also jeopardize funding 

for MCC eligible countries currently benefiting in Model B.  

 

Although simply expanding the current MCC/MCA system via Model C is not the most 

effective way to administer aid, some additions to its framework might create a more 

effective aid model applicable to the future. We call this amended model “Model D.” 

Model D would slightly increase funding for the MCC Compact Program and allot 

additional DFA-administered funds to the current Threshold Program and a new program 

called Threshold Gold. A “disaster preparedness” and “inequality” indicator are added to 

current MCC programs. Several other small reforms are proposed. 

 

By following Model D, the study concludes the USG can spend significant portions of 

aid along strategic and ideological lines without substantially increasing the foreign 

assistance budget, and still notably increase the effectiveness of foreign assistance. 



 

Introduction 
 

US foreign assistance, also known as “foreign aid” or simply “aid,” is a US government 

(USG) system that uses American tax dollars to influence and develop other nations.
2
 

Consequently, aid management carries significant responsibility, and we as a nation must 

ensure it is executed as effectively as possible. The objective of this study is to find an 

effective aid model applicable to the future of US foreign assistance.  

 

Various models of foreign assistance have been proposed over the past century. Reforms 

have tried to address criticisms that US foreign aid is a giveaway program, inefficient, 

lacks accountability, shows few positive results—and according to some— is inherently 

futile. Most reform movements, aside from the 1961 reform creating the Foreign 

Assistance Act, have been failures.  

 

Recently, the Millennium Challenge Account (MCA) and Millennium Challenge 

Corporation (MCC), both created in 2004, have been praised as one of the potentially 

most effective instruments of US foreign aid. As one test of aid effectiveness, this study 

explores whether funds from the budget administered by the Director of Foreign 

Assistance (DFA), which includes development funds within the United States Agency 

for International Development (USAID) and State Department (State), should be 

channeled through the MCC given the MCC’s alleged effectiveness. 

 

This study accepts that much of US foreign assistance, with the possible exception of 

humanitarian aid, has and will continue to have a “strategic” and “ideological” focus: i.e. 

aid will not necessarily be awarded to countries based on comparative need, but instead 

based on objectives of the USG, donors, and the American people. This definition of 

strategic and ideological aid will be used for the remainder of this study. 

 

Methodology 

 

The study collects data via literature review and interviews. Primary data sources are 

EBSCO, MCC website, congressional reports and testimony, internet searches for 

pertinent websites, and interviews with senior USAID/MCC staffers.  

 

The study assesses current problems with the US foreign assistance system using 

information from literature review and interviews, then coupled with individual analysis. 

It then analyzes the MCC/MCA as a system of foreign aid with MCC reforms as of mid 

2007 and predicts what would happen if the system was expanded. No sources were 

found comprehensively answering the research question of this paper, giving indication it 

is a unique study.  

                                                 
2
 The United States is the largest international economic aid donor in dollar terms but is the smallest 

contributor among major donor governments when calculated as a percent of GDP. 

 
 



This study explores three models of US foreign assistance administration: A) Pre-MCC— 

USAID-administered aid until the end of 2003; B) Status Quo—the post 2003 aid system, 

including the MCC and administration under the Director of Foreign Assistance (DFA); 

and C) Restructuring US foreign aid along a MCC model—hypothetically channeling 

more of DFA-administered funds through the MCC. The effectiveness of each aid model 

is assessed using five criteria: (1) Alignment, (2) Development Theory, (3) Political 

Control, (4) Accountability, and (5) Results. If a model passes the effectiveness criteria 

within its given time period/framework it is deemed effective. Subsequently, the study 

considers the feasibility of structuring the aid system after the most effective model.  

 

Criteria  for Aid 

Effectiveness        

Description 

Alignment/Harmonization Efficient and competitive procurement, financial management, and 

coordination processes—appropriate entities are awarded aid money in a 

timely fashion; monies do not overlap unnecessarily 

Development Theory  

 

(1) macroeconomic stability is often equally important to economic growth 

as is bottom-up development 

*(2) corruption tends to make economies less efficient 

*(3) country ownership: buy-in and country involvement in the 

development process almost always produces the most successful 

development programs.  

(4) institutional strength is a key element in societal and economic health 

(conversely, policies themselves may or may not lead to development 

although their relation to economic growth may be more defined) 

 

Political Control Government has reasonable but not overwhelming control of aid programs  

Accountability   Proper accountability mechanisms are in place 

Results Aid measures up to mission/goals established by the distributing institution 

 

The Models 

 

Our three models most specifically, albeit still broadly, focus on aid administered by 

USAID, USAID/State, and the MCC. They do not specifically discuss aid programs 

administered by other agencies, e.g. DoD, DoA, Treasury, etc. Still, to some degree, the 

models inevitably cover management and policy issues shared by the entire US foreign 

aid system. Each model is only meant to assess very general trends in aid distribution 

within its given framework, and so this analysis does not demand difference-in-

difference(s) testing or delineation of precise percentages of overall foreign aid being 

discussed. For reference, however, the models analyze an average of 55% of the overall 

US foreign aid budget.
3
  

 

This study makes several assumptions. It assumes a blanket pre-MCC model, although 

broad, has value. For history wonks, separate 1961-1973, 1973-1990, 1990s, 2000s pre- 

                                                 
3 The models analyze anywhere from 30-80% of the US foreign aid budget in any given year, given the 

particular agencies/institutions mentioned. Given Model C’s (and Model D’s) rather inevitable effect on the 

overall Foreign Operations appropriations budget it/they almost certainly encompass more of the overall 

aid budget.  
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