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3. Cost differences between nonprofits and for-
profits reflect different business models, but 
they are narrower than commonly supposed. 

First, the two types of partners are rarely engaged in 
delivering the same services. The technical content, 
scale, and management requirements of NGO-led 
activities usually differ markedly from those of proj-
ects contracted to private companies. For the most 
part, USAID’s choice of funding instruments is well 
matched with the relative strengths of its different 
implementing partners. 

Second, it’s not easy to compare unit costs on an 
apples-to-apples basis. Overhead classifications and 
the treatment of revenue vary considerably among 
nonprofits, and do not mirror the standardized cost 
accounting required in USAID contracts. Moreover, 
many of the larger, long-established nonprofits have 
overhead structures and compensation practices that 
parallel those of their for-profit counterparts. 

DAI has negotiated hundreds of grant and sub- 
contract agreements with nonprofit partners. The  
vast majority of these agreements have worked 
out very well, but the reimbursement rates USAID 
establishes under a contract aren’t always sufficient 
to cover the partner’s costs. On one indefinite quantity 
contract that we manage, some NGO team members 
have told us that they can obtain higher reimburse-
ment rates from cooperative agreements and other 
sources of revenue—a rational decision on their part.

4. Adaptability, technical depth, and a strong 
customer service ethic will assure development 
contractors an important role in an expanded, 
modernized U.S. foreign assistance program. 

The growth of the development contracting industry 
has sometimes been linked to the decline of USAID’s 
staff capacity. If USAID were able to rebuild its foreign 
service officer staff complement, the argument goes, 
contractors would become superfluous and the  
work they do now could be transferred “in-house.” 
Statements like this miss a critical point, however. 
Reliance on outside parties to implement its  
programs—specifically contractors and NGOs— 
is fundamental to USAID’s business model, and  
there are good reasons why this should continue.

USAID desperately does need more staff, as I argued 
in this space a year ago, in a column titled “Doing 
More with More.” Fortunately, the tide seems to be 
turning. Senior military leaders, most notably Defense 
Secretary Robert Gates, have spoken out on the 
need to achieve a proper balance among the “Three 
Ds”—defense, development, and diplomacy. USAID’s 
2009 budget request includes hiring 300 new foreign 
service officers. 

Development contractors like DAI welcome these 
steps, because they will improve our performance 
as well. We look forward to working with a revitalized 
USAID which has greater analytical and management 
capacity. A stronger, modernized agency will raise  
the bar and bring out the best in all of USAID’s imple-
menting partners.  

TONY BARCLAY


