











BY DAN CHARETTE AND ANAY SHAH

Public-Private Partnerships in Development:
Meeting the Challenge

At the U.S. Agency for International Development
(USAID) Mission Directors’ Conference in late 2007,
Administrator Henrietta H. Fore challenged mission
directors and the development community at large

to triple the value of resources leveraged through
public-private partnerships (PPPs). In line with other
major players in U.S. foreign assistance —the Presi-
dent’s Emergency Plan for AIDS Relief (PEPFAR), the
Millennium Challenge Corporation (MCC), the State
Department, and others—USAID recognizes that
complex development challenges demand multi-actor
approaches. DAl is building on its deep experience in
designing and managing PPPs to rise to Administrator
Fore’s challenge and increase the impact of our work.

Partnerships come in several forms, but for the
purposes of this article, a PPP can be defined as

a partnership that leverages official development
assistance with complementary resources from the
private sector—including commercial enterprises
and philanthropic foundations —to address common
business and development challenges. Strategic
PPPs combine each partner’s distinctive skills and

FIGURE 1. U.S. TOTAL RESOURCE FLOWS TO THE DEVELOPING WORLD IN

2005: $164 BILLION

resources to create sustainable solutions to challenges
and opportunities in the developing world.

The emphasis on public and private resources work-
ing in tandem is no longer novel. What is new is the
impetus to strategically align the attributes and objec-
tives of each partner over an extended period. As
Klaus Schwab, Executive Chair of the World Economic
Forum, noted in a recent Foreign Affairs article, “Inter-
national business leaders must fully commit to sus-
tainable development and address paramount global
challenges, including climate change, the provision

of public health care, energy conservation, and the
management of resources, particularly water. Because
these global issues increasingly impact business, not
to engage with them can hurt the bottom line.” DAI

is building on this emerging commitment from the
private sector to show how powerful partnerships can
be formed at the intersection of core business and
development challenges.

Forty years ago, 70 percent of the total resources
flowing from the United States to poor and develop-
ing countries was direct foreign assis-
tance. Today, the proportion is roughly 17
percent (see Figure 1), a shift that reveals
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tance. Since 2006, DAI has implemented
the GDA Strategic Support Program,
which helps define USAID’s cutting-edge
alliance approach, deliver training and
technical assistance to USAID/Washington
and overseas missions, manage global
relationships, and conduct internal and
external outreach.

Informed by the experience of implement-
ing more than 600 alliances, the GDA

is evolving beyond matching grants,
charitable contributions, corporate social
responsibility (CSR), and nonstrategic,
standalone partnerships. While match-



ing grants provide additional resources for many
financially constrained projects and CSR has pushed
companies to go beyond minimum legal requirements,
such initiatives tend not to offer the scale and sustain-
ability development practitioners seek. Instead, the
GDA is now working with missions to develop alliance
strategies that drive their activities, leverage global
relationships, and use self-sustaining, market-driven
approaches. DAI brings to the GDA Strategic Sup-
port Program its on-the-ground networks, private
sector contacts, and experience managing more than
a dozen alliances in various technical areas to help
define a new generation of PPPs with the potential

to shift socioeconomic patterns, open new markets,
link local businesses to global supply chains, reduce
conflict, and improve health conditions.

In the absence of significant unprogrammed funds,
missions are looking to meet Administrator Fore’s
challenge by incorporating partnerships into ongoing
projects—shifting away from the traditional client-
vendor relationship to welcome private sector actors
as equal, “joint venture”-type partners in develop-
ment. DAI’s 100-plus projects around the world offer
the GDA a diverse and flexible network through which
to develop such relationships. In addition, DAI and the
GDA recently developed an alliance mapping tool that
uses geographic information systems to help missions
and other U.S. Government agencies identify the

best partnering prospects for delivering development
impact (see related story, page 22).

DAI’s roster of PPPs includes:

® Tapping the experience and technical expertise of
Mars Corporation to help hillside farmers in Haiti
grow better cocoa for export

e Forging alliances at the “base of the pyramid” in
Afghanistan, such as working with a local pack-
aging facility to build its capacity to enter export
markets and reducing its costs by 50 percent

e |everaging $2.7 million from Unocal and Cono-
coPhillips to expand tsunami relief to 7,000 direct
beneficiaries in Indonesia

e Helping Newmont Mining in Ghana improve
employment opportunities for 1,000 farmers

® Partnering with the Government of Lesotho and
Edun, Gap Inc., Wal-Mart, Nordstrom, and Levi
Strauss to raise $3.5 million to combat HIV/AIDS
(see story, page 5)

® Engaging with the Business Trust of South Africa
and dozens of the largest corporations in the

country to implement nearly $25 million in environ-
mental affairs and tourism activities

® Designing a community development program for
ExxonMobil in Bojonegoro-Cepu (Java) that could
address health, education, and economic growth
concerns in 120 villages

® Working with USAID/Indonesia to leverage the
technical expertise and market access of Olam
International, a major agricultural supply chain
management company, and Blommer Chocolate,
the largest processor of cocoa beans in North
America, in training 20,000 farmers in Sulawesi

e Collaborating with the Ugandan Wildlife Authority
and a private company, Good African Coffee,
to promote alternative livelihoods, resulting in
4,650 poachers turning over their weapons and
14,000 farmers increasing their incomes by 40 to
60 percent

e Expanding the existing labor standards GDA in
Central America to build USAID’s first partnership
with Wal-Mart, which is providing $500,000 and
critical access to factories

FINDING SYNERGIES WITH MARRIOTT

Certainly, PPPs come in many shapes and sizes,
and require a creative and adaptable attitude. In
2000, for example, DAl began work on USAID’s
Armenia Agribusiness Small and Medium-Sized
Enterprise Market Development Program (ASME).
Early project activities centered on analyzing SME
markets, facilitating access to financial services,
developing business skills, and strengthening busi-
ness associations. In 2005, management from the
Marriott Hotel in Yerevan approached what was
by then a well-established and successful ASME
program to explore solutions to one of the hotel’s
core business challenges: cutting costs.

Sourcing of food products seemed a promising area
for Marriott to cut costs and for ASME to meet greater
demand. At the time, ASME was working with farmers
and food manufacturers on upgrading their production
processes. Recognizing the alignment of development
objectives with the business needs of Armenia’s pro-
ducers and Marriott’s buyers, DAl worked with USAID
to broker a partnership. Now, more than a dozen
Armenian food producers are supplying products such
as salad greens, mushrooms, and chocolate directly
to Marriott in a partnership that meets all of the part-
ners’ central objectives and continues after the ASME
program itself has come to an end.

» PAGE 22

Spring 2008 21



Public-Private Partnerships continued from page 21
MUTUAL BENEFIT WITH MICROSOFT

DAI's Competitiveness Program in Indonesia
(SENADA) recently partnered with Microsoft to launch
a national business plan competition called iMulai,
which aims to encourage innovation by entrepreneurs,
build public awareness of the importance of infor-
mation and communications technology (ICT), and
improve the country’s ICT competitiveness. SENADA’s
main objective is to enhance Indonesian competi-
tiveness, while Microsoft’s corporate goal is to build
its brand and expand the Indonesian ICT market,
particularly among SMEs. At the intersection of these
objectives, SENADA and Microsoft have crafted a
single activity that delivers mutual benefit.

In large part because Microsoft sees iMulai as part of
its core business, key Microsoft Indonesia staff have
participated actively in the alliance—a critical suc-

cess factor. For their parts, the SENADA and USAID
Mission teams have been able to engage the GDA
and establish iMulai as the first collaboration under
the Global Memorandum of Understanding between
Microsoft and USAID, PEPFAR, and the MCC, while
USAID/Indonesia now has a strategic relationship it
can leverage throughout its portfolio.

DAl is using its long-term presence in so many coun-
tries, its multisectoral expertise, its understanding of
business challenges in the developing world, and its
collaborative skills to make the attainment of such
successful PPPs more and more likely. We anticipate
that the more innovative, market-driven approach we
are embracing with our private sector partners will
yield more targeted and enduring alliances, which in
turn will yield the development scale and sustainability
envisaged in Administrator Fore’s challenge. &

DAN CHARETTE AND ANAY SHAH ARE MEMBERS OF THE

ECONOMICS, BUSINESS, AND FINANCE GROUP. ANAY WORKS
ON THE GDA STRATEGIC SUPPORT PROGRAM.

GIS Open-Source Technology:
The World on Your Desktop

DAI’'s Geographic Information Systems (GIS) Team has demonstrated a new application that promises to
dramatically improve the economics and hence the possibilities of GIS-enabled knowledge management in

the international development field.

In presentations to the U.S. Agency for International Development (USAID)—including Administrator Henri-
etta Holsman Fore—the Millennium Challenge Corporation, the President’s Emergency Plan for AIDS Relief,
the Department of State’s Humanitarian Information Unit, and the Overseas Private Investment Corpora-

DAI's GIS team (left to right): Erin Goodnough, loana Bouvier, Andrew Ross,
and Robert Bouvier.
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tion, GIS Team Leader Bob Bouvier and
Senior Development Specialist Andrew
Ross introduced a technology applica-
tion that enables users to link, view, and
then manipulate their data through a
universally available and cost-free view-
ing platform: Google Earth™.

“The important thing about this applica-
tion is that viewing it defangs the GIS
technology by giving it a familiar and
friendly face,” said Bouvier. “In the past,
this kind of functionality would con-
jure up visions of complex technology,
high price tags, and Ph.D.s doing the
work. We’ve effectively neutralized that
discussion: what we should be talking
about is the data, not the technology,
and that’s the essence of what we have
here.”



The above example of geospatial planning from the Indonesia Community-Based Avian Influenza Control program shows an avian
influenza outbreak (red circle), responders trained by USAID partners within a 5-kilometer radius (blue circles), and locations along the
5-km radius that intersect with a road (yellow crosses). Managers would use this information in deciding where to position checkpoints
for surveillance efforts.

Bouvier described a system that will readily allow development projects, development practitioners, and
other stakeholders to display project data on geospatial platforms such as Google Earth, then sort, share,
and contextualize that data with ease. “The open-source web service and database that reside behind the
Google Earth display enable us to equip governments with significant information management capability
very cost-effectively, without thinking about licensing,” he said. “Anyone can do it, and when you see it out
there, all of a sudden you see your project in a whole new context.”

The GIS team has done extensive work in the area of public-private partnerships, specifically those devel-
oped by USAID’s Office of Global Development Alliances (GDA). The team helped Kristi Ragan—who leads
DAI's GDA Strategic Support Program—show how the alliances in a given country can be graphically dis-
played, categorized, overlaid with pertinent contextual factors, and so on.

Ragan has presented the system as a decision support tool that will help missions define their public-
private partnership strategy. But the nature and use of data is entirely up to the user. In February, for exam-
ple, Bouvier tested the system in Indonesia, where the near-real-time capabilities of the system showed
great promise in enabling faster and better-targeted outbreak response by DAI’'s Community-Based Avian
Influenza Control project. Later that month, Bouvier and Andrew Watson gave a demonstration at a knowl-
edge management fair organized by USAID’s Bureau of Economic Growth, Agriculture, and Trade, in this
case highlighting the tool’s utility in the resource management arena (focusing on miombo forests).

Needless to say, the system is still in its infancy, and potential uses far outnumber proven applications. A
video of one early application is posted on YouTube (http://www.youtube.com/watch?v=_sf4GM72fnc). &=
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BY PETER BARRETT

DAI Programs Promote Economic Growth
Across Southeast Asia

In the summer of 1997, the Thai government sought to
defend its currency by floating the baht and ending its
peg to the U.S. dollar. In response, regional currencies
slumped and foreign debts skyrocketed, igniting a
financial contagion that decimated the savings of tens
of millions of people in the region and all but wiped
out decades of economic progress in a few months.
Inflation bumped up the cost of basic necessities,
firms went bankrupt, and millions lost their jobs, while
cash-strapped governments were unable to fund
social programs that might have mitigated the effects
of economic displacement.

SOUTHEAST ASIA IS DETERMINED
NOT JUST TO TAKE PART IN GLOBAL
PROSPERITY, BUT TO DRIVE IT.

The causes of the Asian financial crisis are debated to
this day. Some point to weak or distorted economic
fundamentals exacerbated by corporate financial

DAI's SENADA project is applying regulatory mapping tools to the footwear
industry and other value chains in Indonesia.
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structures lacking transparency and regulatory
oversight. Others blame the herd behavior of pan-
icked investors encouraged by the liberalization and
globalization of financial markets. Still others see the
policies of the International Monetary Fund (IMF) as
the culprit.

Yet there is consensus on one fact: Southeast Asia
has staged a remarkable rebound over the past
decade, with developing countries in the region
averaging 4 to 6 percent gross domestic product
growth per year (that figure does not include devel-
oped countries such as Taiwan or Singapore) and
building abundant foreign exchange reserves. While
this rate of growth may not equal the levels of the
1990s, the consensus holds that it is fundamentally
sound and poised to continue. As it moves toward
financial integration, in part to enhance its regional
economic resiliency, Southeast Asia is determined not
just to take part in global prosperity, but to drive it.

To support sustained economic growth, countries in
the region have been working to rebuild solid govern-
ment, effective financial institutions, and
streamlined regulatory systems. In the face
of global competition—and in the shadow
of the Chinese export behemoth —their
firms must be able to provide high-value
goods along the global value chain, real-
ize efficiencies at every step, and attract,
train, and retain skilled workers. Over the
past 10 years, DAl has worked throughout
Southeast Asia to help developing nations
succeed in the global marketplace.

A SUSTAINED PRESENCE IN THE
REGION

DAl first worked in Southeast Asia in the
1970s and has been managing major
economic growth projects there ever since.
Our strong presence in Vietham, Cambo-
dia, Indonesia, and the Philippines has
facilitated the recovery of these econo-
mies over the past decade—for instance,
through projects focusing on regulatory
reform, firm- and subsector-level growth,
business enabling environments, financial
institution strengthening, rule of law, and
trade and investment promotion.



FIGURE 1: SELECTED DAI ECONOMIC GROWTH PROJECTS

1 CAMBODIA

e Public Financial Management Reform Program Finalisa-
tion, various clients, including World Bank, 2006-2008

e Strengthening Micro, Small and Medium Enterprises in
Cambodia, 2005-2008

2 INDONESIA

e Competitiveness Program (SENADA), USAID,
2005-2009

e Agribusiness Market and Support Activity (AMARTA),
USAID, 2006-2009

e Market Assessment for Potential Microfinance Invest-
ments (Mongolia/Indonesia), International Finance
Corporation, 2000

¢ Indonesia Program for Creating Productive Employment
Opportunities, USAID, 1999-2002

3 LAOS

e Smallholder Cash Crop Project Design, Asian Develop-
ment Bank, 2002

4 PHILIPPINES

e Economic Governance Technical Assistance Program,
USAID, 1998-2004

5 TIMOR-LESTE

e Dezenvolve Setor Privadu, USAID, 2005-2008

e Small Grants Program, USAID, 2006

e Broad-Based Economic Growth Consultations, AusAlID,
2006-2010

6 VIETNAM

e Support for Trade Acceleration Project (STAR), subcon-
tractor, USAID, 2001-2006; STAR I, prime contractor,
2006-2009

¢ Vietham Competitiveness Initiative (VNCI), USAID,
2003-2008

¢ Mekong Housing Bank—Technical Assistance and
Capacity Building Support, Swiss State Secretariat for
Economic Affairs, 2006-2008

e Support to Vietnam'’s Poverty Reduction and Growth
Strategy, European Commission, 2006-2007

Indonesia is a prime example of how DAl promotes
economic growth by improving both the quality of
goods and the productivity of their manufacture (high-
quality goods at lower prices ultimately advance pros-
perity for producer and consumer alike). DAl has been
working to boost economic growth, jobs, and incomes
in Indonesia through two programs funded by the U.S.
Agency for International Development (USAID): the
SENADA Competitiveness Program, which focuses on
the labor-intensive and export-driven manufacturing
industries, including footwear, furniture, auto parts,
home accessories, and garments; and the Agribusi-
ness Market and Support Activity (AMARTA), which
increases the productivity and quality of agribusiness
goods geared to both domestic and international
markets.

Both programs seek to identify, assess, and resolve
critical obstacles to competitiveness. For example,
Indonesia’s footwear industry has historically per-
formed well and continues to show potential, although
increased pressure from China, as well as a limited
labor pool trained to meet international standards,
threatens to prevent many enterprises from reaching
their potential. SENADA has worked with the Indone-
sian government, footwear associations, and manu-
facturers to set up training and certification programs
that upgrade skills, enhance product quality, and raise
awareness among manufacturers about the benefits
of workforce development. SENADA also provides
tools and advisory services to assist footwear manu-
facturers in increasing competitiveness and attracting
international buyers, and it applies RegMap—a DAI
regulatory mapping tool—to identify the highest-
impact regulatory reforms within a given value chain.

CHOCOLATE, SOAP, PRODUCE. ..

AMARTA employs a similar approach, but focuses on
agriculture, including—to take just one example—the
cocoa value chain. Indonesia is the world’s third larg-
est cocoa producer. One of the main areas of produc-
tion is the island of Sulawesi, whose farmers face a
stiff challenge to their competitiveness in the shape
of the cocoa pod borer. This moth-like pest destroys
cocoa bean seeds by laying its larvae in the pod,
reducing yields by as much as 60 percent and leaving
the farmers with poor-quality beans. AMARTA has
trained farmers in new pest control technologies and
best management practices to mitigate the impact

of agricultural pests and other risks, while improving
farm productivity with better soil nutrition, sanitation,
and planting material.

DAl is also enhancing competitiveness in tiny Timor-

Leste. After 25 years of occupation and conflict,
» PAGE 26
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Economic Growth continued from page 25

Timor-Leste faces a difficult business environment
marked by a stagnant economy and fledgling gov-
erning institutions. Its lagging agricultural market is
complicated by a weak transportation infrastructure,
and the country imports most of its fresh produce, at
high cost to the consumer.

The USAID-funded Private Sector Development
(Dezenvolve Setor Privadu—DSP) project engages
Timor-Leste’s private sector and government to
promote market efficiencies and accelerate economic
growth, working to increase employment and incomes
in subsectors including coconut oil, soap, and fresh
produce. DSP works with growers and local whole-
salers to strengthen domestic horticulture and
increase the local supply of high-quality products

to local markets; assists producer organizations to
increase output, efficiency, and quality; and links
these organizations to buyers. In addition to conduct-
ing training on cold chain management and product
marketing, DSP has sent Timorese horticulture stu-
dents for intensive training in Bali, Indonesia, where
they learn the fundamentals of agribusiness and
general business processes.

Another way DAl has helped knit together linkages
throughout the economy is by qualifying local
transport companies as shippers for the World Food
Program, thereby enabling local suppliers and trans-
port firms to share the benefit of the food aid initiative.
DSP also promotes growth by expanding access to
financial services and facilitating regulatory reform.

Through USAID’s Vietnam Support for Trade Accel-
eration (STAR) | and Il projects, DAI has supported
the dramatic acceleration of private sector growth in
Vietnam. To comply with the U.S.-Vietnam Bilateral
Trade Agreement and facilitate Vietham’s accession
to the World Trade Organization, STAR is helping to
implement needed legal and institutional changes
and modernizing Vietnam’s legal and judicial systems.
STAR has reformed more than 90 laws and regula-
tions spanning almost every element of commercial
activity and judicial procedure, a process that has
simultaneously strengthened the rule of law and
system of governance far beyond the commercial
domain, and greatly expanded foreign direct invest-
ment and the private sector in Vietnam.

Another USAID project implemented by DA, the Viet-
nam Competitiveness Initiative (VNCI), was launched
to increase the competitiveness of Vietnam’s small

and medium-sized enterprises so they could reap the
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benefits generated by imminent trade agreements.
The project began by working in selected sectors

to improve firm-level competitiveness and integra-
tion into global markets, including home furnishings,
high-value horticulture, and information and com-
munications technology. As the project progressed, it
also addressed subnational economic governance as
a means to unleash the growth potential of Vietnam’s
enterprises. VNCI improved economic governance at
the provincial level, in part by means of an innovative
benchmarking tool, the Provincial Competitiveness
Index, and in part by providing policy makers with
the tools and skills necessary to identify regulations
that impair enabling environments, and enabling the
private sector to participate in the competitiveness
policy debate. The project is now supporting the
prime minister’s landmark administrative reform at
the national level.

VALUE CHAIN ASSISTANCE IN CAMBODIA

A final example of DAI’'s work in Southeast Asia is the
Strengthening Micro, Small and Medium Enterprises in
Cambodia (Cambodia MSME) project, which alleviates
poverty by employing a bottom-up, market-driven
approach to improve the vocational skills, market
knowledge, and business environment for small Cam-
bodian businesses in agricultural markets. Cambodia
MSME has focused its assistance on value chains that
offer the highest growth potential.

For example, our analysts working on the swine value
chain determined that this subsector is characterized
by high rates of mortality caused by insufficient tech-
nical knowledge and poor feed and vaccines. Only
50 percent of the domestic demand for swine was
being met by domestic producers, with the remainder
imported from Vietnam and Thailand. The project is
providing technical training through input suppliers,
veterinarians, and traders to various swine producers,
and facilitating discussions between suppliers and
producers, private sector associations, and policy
makers. Already the domestic swine industry has
seen an increase in sales.

Countries across Southeast Asia continue to grow and
develop increasingly dynamic export markets. The
IMF predicts growth rates of more than 5 percent in
the region. DAI looks forward to continuing its support
for these economies as regional integration continues
and competition within Southeast Asia becomes even
stronger. =

PETER BARRETT IS A STAFF MEMBER IN THE ECONOMICS,
BUSINESS, AND FINANCE GROUP.



FROM THE DESK OF THE CHIEF EXECUTIVE OFFICER

Problem

Tony Barclay

Anticipating major changes in U.S. foreign policy in
2009 under a new President, numerous groups and
individuals have come forward with proposals to
modernize foreign aid. The current debate features
some fresh, innovative ideas on ways to better align
U.S. foreign assistance programs with 21s-century
realities.

Most stakeholders agree on the key principles that
should guide future reforms. But the debate some-
times gets muddled by sweeping generalizations that
are at odds with the facts. Misperceptions about the
development contracting industry are a case in point.

The U.S. Global Leadership Campaign (USGLC)
provides a big tent for its “strange bedfellow”
membership of 400 businesses, nongovernmental
organizations (NGOs), faith-based organizations, and
development contractors. This tent is a unique venue
for collaboration among groups that have not always
seen eye to eye. The USGLC maintains a sharp focus
on a common goal: increased resources for develop-
ment and diplomacy.

| am troubled when | read comments that risk dividing
this broad coalition, and distracting the audiences we
need to reach. With that in mind, | want to clarify a
few issues.

1. Development contracting generates modest
profit levels.

DAI’'s experience in Afghanistan contradicts the view
that “huge corporate profits” are being earned from
reconstruction and development contracts in that
country. On three DAI contracts that had aggregate
revenue of $61.4 million between January and Decem-
ber 2007, the profit margins —after accounting for

all direct and indirect costs, but before allowing for
interest costs —were 4.9 percent, 2.9 percent, and 5.0
percent, respectively.

| would wager that profit performance by other firms
in our industry looks quite similar, because the cost
competition is intense. Every cost and profit com-
ponent in a proposal is scrubbed by the bidder and
then closely scrutinized by contracting officials during

Development Contractors:
Part of the Solution, Not the

negotiations, and exhaustively audited after the
contract is completed. And contrary to popular belief,
fueled in part by eye-catching headlines in the media,
sole-source (“no-bid”) development contracts are
extremely rare.

A company that finances its own growth by earn-
ing a profit, and providing value to its customers,
exemplifies economic development success. When
employees are the owners, as is true for DAl and
several other firms in our industry, the case is even
stronger. There’s certainly no inherent contradiction
between strong business performance and develop-
ment impact.

2. U.S. Agency for International Development
(USAID) funding has offered comparable
growth opportunities for both nonprofits and
for-profits.

The Congressionally appointed HELP Commission
analyzed data from USAID’s procurement system for
the years 1997 to 2006, and found that total dollars
obligated to all implementing partners, both nonprofit
and for-profit, grew substantially in that period. While
this trend is not in dispute, some have argued that for-
profit contractors are gradually squeezing nonprofit
organizations out of this market.

The data disprove this assertion. In nine of those
years, the dollars used for assistance (in grants and
cooperative agreements with NGOs) exceeded the
acquisition dollars (used for contracts). The only
exception was 2004, the peak year of USAID con-
tracting for Iraq reconstruction. Between 2000 and
20086, assistance dollars ranged from a low of $2.9
billion to a high of $5.1 billion, while acquisition dollars
exceeded $3 billion only twice, in 2003 and 2004.
Grants and cooperative agreements accounted for
63 percent of USAID obligations in 2006, the most
recent year.

The fact is that USAID needs access to both types of
funding instruments, and to the capabilities that differ-
ent implementing partners can offer. Contractors are
important players, but it is incorrect to say that they

dominate this market.
» PAGE 28
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CEOQ'’s Desk continued from page 27

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.

DAl 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.
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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 | 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





