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Fixing US Foreign Assistance: Cheaper, Smarter, Stronger
Clare Lockhart

n 2002, during the early stages of Afghanistan’s reconstruction process, I sat in a remote part of Bamiyan Province with a group of villagers who told me how
excited they had been several months before, when a $150 million housing program from a UN agency had been announced on the radio. They felt the progra
which promised to bring shelter to their communities, would transform their lives. They were shocked, however, to discover soon after that this program had

already come and gone—with very little change to their lives. Indignant, as well as curious, they decided to track the money and find out what had happened to th
program that, as far as they were concerned, had never been. Becoming forensic accountants, they went over the files and figures and found that the original
amount granted by the UN had first gone through an aid agency in Geneva that took twenty percent off the top before sub-contracting to a Washington-based
agency that took another twenty percent. The funds were passed like a parcel from agency to agency, NGO to NGO, until they limped to their final destination—
Afghanistan itself. The few remaining funds went to buy wood from Iran, shipped via a trucking cartel at above-market rates. Eventually some wooden beams did
reach the village, but they were too heavy for the mud walls used in construction there. All the villagers said they could do was cut up the wood for firewood, send
$150 million literally up in smoke.

With examples like this, it’s really no surprise that a growing chorus of commentators claims that foreign development is expensive, ineffective, and often resente
by the intended beneficiaries. In The White Man’s Burden, for instance, William Easterly provides a searing critique of this do-good mentality, which he shows
often causes more harm than help. In The Crisis Caravan, Linda Polman documents the unintended consequences of humanitarian assistance. In Dead Aid,
Dambisa Moyo argues that aid serves to fuel corruption and lack of accountability among elites.

Critics of US assistance build on this narrative to paint a picture of an America overstretched and in decline, wasting money abroad in a futile effort to serve its
uncertain foreign policy objectives, and call for cutbacks and disengagement.

Some of America’s recent engagements abroad have indeed been marked by extraordinary waste and poor design. As Joel Brinkley described in an article in this
publication one year ago (“Money Pit,” January/February 2013), American aid to Afghanistan has at times been extravagantly wasteful, as when a contractor
overbilled the US government by $500 million. Brinkley also points to the general practice of outsourcing aid projects to contractors with little oversight. Such
failures undermine confidence in the very notion of US efforts in confronting poverty and call into question our ability to deal with conflict through “soft power.”

But this criticism misses an important distinction: it is not the principle of engagement, but the way many development projects work that has led to failure. Ther
is, in fact, an alternative way of engaging abroad to promote stability and prosperity with more lasting effect and at a far lower cost than what has become a
discredited status quo.

This alternative approach recognizes that there is no shortcut to development that circumvents the citizens and governing institutions of the country. It recognize
the prominent role of entrepreneurial and civic activity. It demonstrates an understanding that institutional change requires years, not months. It has been
practiced by a number of farsighted development programs that have reinforced principles of partnership and local ownership of the policy agenda. This “Learn t
Fish for a Lifetime” model seeks to build up local institutions that provide security, good governance, and other elements of self-sustaining economic growth. It
takes advantage of the things that America knows how to do well: mobilizing investors, firms, universities, and other potent but underused tools that leverage
private capital to deliver a kind of development that far outlasts the initial intervention. Many of the activities undertaken with this model actually generate enoug
revenue to pay back the initial investment, meaning that foreign development projects could someday operate at or close to “net zero” expenditure to the US
taxpayer, a particularly appealing prescription in an era of harsh fiscal realities.

Putting “Fish for a Lifetime” approaches into practice, however, requires rejecting the prevailing approach, which makes for a complicated and ultimately self-
defeating operation, in favor of one that emphasizes return on investment, both financially and in terms of improved conditions on the ground.

 

y own wake-up call to the yawning gap between the intentions and impact of major development programs came in that remote part of Afghanistan, soon
after the Taliban had fled. Stories similar to the one I heard have been documented by the US special inspectors general for Iraq and Afghanistan
reconstruction. But it is not just in combat zones where billions of taxpayers’ funds have created disappointment. After Haiti’s tragic earthquake in Janua

2010, world powers promised to “build back better” and citizens internationally joined them in committing billions of dollars to that country’s reconstruction. Aid
programs in Haiti were notoriously dysfunctional even before the earthquake, but in the scramble to provide help after the catastrophe, funds and opportunities
were squandered on an even grander scale. More than three years on, results have fallen far short of the promise. It is what one commentator and Haiti expert,
Jonathan Katz, bleakly referred to in the title of his book on the aftermath of the earthquake: The Big Truck That Went By: How the World Came to Save Haiti a
Left Behind a Disaster.

Haitian President Michel Martelly has been vocal in his criticisms of the effort, too: “Where has the money given to Haiti after the earthquake gone? . . . Most of th
aid was used by nongovernmental organizations for emergency operations, not for the reconstruction of Haiti . . . . Let’s look this square in the eye so we can
implement a better system that yields results.”

As Mark Schuller documents in his book Killing with Kindness, foreign donors directed the money to a network of NGOs that bypassed the Haitian government’s
policy framework and the implementation capacity of its private sector, and thereby failed to meet the priorities of its citizens. Haitian organizations saw very littl
of the investment they needed to rebuild their society, but instead were overwhelmed by a vast aid machinery that parachuted down upon them with its own rules
and priorities and complex bureaucracy.

Failure, as Haiti showed, does not come from a shortage of money or goodwill. Rather, the aid business has been afflicted by a set of institutional pathologies that
almost guarantee failure. Projects designed in national capitals and foreign embassies are often divorced from the realities of the local lives of the people they inte
to help, while the long time frames and rigidity of design mean that by the time a project rolls out, it is often irrelevant, even if money actually arrives after the
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overhead is paid to the food chain of delivery organizations. Multiple contractual layers mean too much of the original project money never even leaves
international capital regions—especially Washington.

In Banda Aceh, Indonesia, analysts report how an NGO spent nearly $1 million of European Commission money on a project to construct eleven boatyards intend
to stimulate the livelihoods of local fishermen, but in the end only created ten boats, none of them seaworthy.

Somewhere along the way, incentives have become skewed. Project managers and contractors alike are monitored mainly for whether the money in their charge c
be tracked, rather than for whether aid activities have any transformational power. For many aid agencies, moreover, running projects has become the goal, rathe
than seeking to foster institutions and build productive partnerships among governments, firms, and communities. The metrics track whether a project was
completed and the money disbursed, not whether sustainable institutions were left after the money had come and gone.

Finally, much of what has become standard procedure in the development business distorts local markets and displaces market activity. Every time a wheat
consignment is distributed for free, for instance, local farmers see the market price for their locally grown wheat decrease. In Afghanistan in 2003, after a large-
scale World Food Program wheat distribution, farmers threw up their hands and simply let their crops rot because aid had collapsed the market. Nor is it only
farmers who are affected by thoughtless charity. Every time solar panels, water pumps, tractors, or cell phones are handed out for free, a local supplier can no
longer sell and install his inventory, and a small business that might have long-range prospects for hiring and supporting several people is smothered.

The perversity of incentives operating in the aid and development field is no longer a trade secret. It has caught the attention of even some of the founders of the
modern aid movement. “Aid is just a stopgap,” the pop star Bono, one of the forces behind putting charity to Africa on the map through the Live Aid concerts, told
an audience at Georgetown University in November 2012. “Commerce [and] entrepreneurial capitalism take more people out of poverty than aid . . . . It’s not just
aid, it’s trade, investment, social enterprise. It’s working with the citizenry so that they can unlock their own domestic resources so that they can do it for
themselves. Think anyone in Africa likes aid? Come on.”

In an apparent one-eighty from his earlier focus on simply mobilizing aid donations, Bono’s Live Aid partner, Sir Bob Geldof, has followed suit by launching an
infrastructure investment firm for Africa, proclaiming, “I want to leave behind me firms, farms, and factories.”

 

hile the stories of what didn’t work in Afghanistan have grabbed the headlines, there have also been several examples of successful development
engagement there. The National Solidarity Program in Afghanistan, for example, has directly reached more than thirty-eight thousand villages since 200
Under its approach, a block grant, ranging from $20,000 to $60,000, goes directly to a bank account held by the village council, or Community

Development Council. The village doesn’t have to apply for the funds, but if it wants to, it must follow three simple rules: elect or appoint the council, ensure a
quorum of residents attend meetings to choose projects, and post the accounts in a public place. To date, the program has disbursed more than $1.6 billion, and t
village councils have completed more than seventy thousand projects—roads to the local markets, water canals, and generators and microhydro systems that
electrify the area.

In one case, thirty-seven villages trying to combat the loss of women in childbirth got together and pooled their money to build a maternity hospital. In another
case, one hundred and eighty-five villages pooled their money to create a watershed management system, vastly expanding the land they could cultivate. NGOs ar
involved in these projects as facilitators who support the village through the complex transactions that it must undertake, but unlike in the traditional model of
development, they don’t hold the purse strings or oversee the implementation of projects. The US Agency for International Development is now part of an
international consortium that contributes to the program costs.

Similar projects exist at even greater scale in Indonesia and Pakistan. In Indonesia, the National Program for Community Empowerment (PNPM) works in more
than eighty thousand villages across the nation. The program formed in 1998, in the wake of the Asian financial crisis, with the imperative to benefit communities
directly with cash. Neither the government’s social safety nets nor the NGOs could do this alone, and so a partnership between governments and communities wa
established. Over time, the program has evolved to include micro-finance and other investment facilities, barefoot lawyers programs, and the construction of
schools—all managed directly by the villages themselves.

According to official numbers, one of the PNPM programs, PNPM Mandiri Rural, reached four thousand three hundred and seventy-one sub-districts by 2009, an
saw the construction or rehabilitation of ten thousand kilometers of road, two thousand and six bridges, two thousand nine hundred and eighty-six health facilitie
and three thousand three hundred and seventy-two schools, in addition to the construction of public sanitation facilities and irrigation systems. These projects
increased per capita consumption gains by eleven percent and reduced unemployment by one and a half percent. PNPM can accomplish all of this because of an
open planning process by which projects are targeted to meet demand as expressed by the community rather than by officials thousands of miles away.

In a similar operation in Pakistan, the Rural Support Programs Network (RSPN) partners with three hundred and twenty thousand community organizations,
covering five million households and thirty-three million people. These organizations have led responses to the earthquakes and floods, organized micro-finance
and health insurance schemes, and built and operated schools, clinics, roads, and hydropower schemes.

This family of homegrown programs in Afghanistan, Indonesia, and Pakistan, and similar ones in Colombia, Mexico, and India, have proven it is possible to reach
communities directly and at scale, cutting out the layers of contractors and NGOs that function as middlemen, while making communities the implementers of th
own development in projects that achieve real results.

 

e really don’t need to look far afield to find approaches that work. There are a number of distinctly American approaches to development that have
delivered in the past but have fallen unaccountably into disuse. Take the Economic Cooperation Act of 1948, a framework that for a while worked
exceptionally well, but whose practices have been strangely forgotten in recent decades. At its core was the idea of facilitating “the achievement by the

countries . . . of a healthy economy independent of extraordinary outside assistance.” The act’s programs, including the tremendously successful Marshall Plan, w
geared toward the institutional and economic self-sufficiency of the recipients, with a central premise that the program could be judged a success only if it reduce
the need for aid, rather than perpetuating it.
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The Marshall Plan worked for the countries it sought to benefit and worked for the donor as well, paying the US back dividends both economically and in security
terms far above its costs. This did not happen by chance. One of the participants in this plan, the political scientist Herbert Simon, describes in Administrative
Behavior the painstaking organizational design that went into fine-tuning its approach. George Kennan, in a now-declassified memo from 1947, argued that “it is
absolutely essential that people in Europe should make the effort to think out their problems and should have forced upon them a sense of direct responsibility fo
the way the funds are expended. Similarly, it is important that people in this country should feel that a genuine effort has been made to achieve soundness of
concept in the way United States funds are to be spent.”

Other lesser-known US development programs similarly brought impressive results with moderate or no cost to the US taxpayer.

In the aftermath of the Korean War, South Korea had one of the lowest GDPs on earth, but between 1966 and 1989, it raised its GDP by an average of eight percen
per year. Behind this story lies a dedicated effort to foster local capacity and industrial-led growth, backed by a US partnership. In 1966, President Lyndon Johnso
agreed with President Park Chung-hee of South Korea to help establish the Korea Institute of Science and Technology (KIST) and assembled a team of leading
scientists and technical experts to form and plan the institute. KIST aimed to nurture Korea’s own technical and managerial capacity to lay the basis for its
economic transformation, rather than remain dependent on foreign management and input for its projects and companies. Korea is now one of a handful of natio
that combine GDP per capita in excess of $20,000 with a population of more than fifty million people.

The South Korean government and the US government each contributed $10 million to KIST at its founding, and Washington used a similar model when it helpe
establish the Saudi Arabian National Center for Science and Technology (SANCST) in 1977. Saudi funds went to the US Treasury, which in turn paid for the
technical assistance required for the center and a range of other initiatives.

 

any of the best development initiatives are not directed by governments, but by the private sector and its use of market mechanisms. One example is the
involvement of the Overseas Private Investment Corporation (OPIC) in the Afghan telecom sector. In 2002, Afghanistan had sparse telephone coverage,
with access only either through a small number of fixed lines or very expensive satellite coverage. The UN proposed that the telecom sector should be

addressed through an aid-driven approach, whereby funds would be used to contract with a major cell phone provider to set up services that would provide
coverage to key embassies and aid agencies, at an estimated cost in the tens of millions of dollars. But, in line with how cell phone services are organized in any
developed country, it was decided instead that rather than being paid by the government or aid agencies, the telephone company would bid for the license to
operate a commercial service, with the proviso that services include a certain level of coverage and standard of quality.

The tender process went ahead. Several international companies registered their interest, but many expressed reservations about the level of risk they would be
undertaking. This is where OPIC stepped in to draw up a risk guarantee for possible political and security problems. With an expenditure of just $20 million, this
agreement provided sufficient confidence in the telecom sector for investment to proceed. By now, several billion dollars have been invested, more than sixteen
million phones purchased, significant revenues generated via taxes to the Afghan government—and the $20 million guarantee was never called upon because the
risks feared by the private companies never materialized. In this case, a risk instrument was able to pave the way for new market opportunities and to provide an
essential service. Contrast that with the typical aid approach, which would have distorted the market, squandered money, and likely produced, at best, ambiguous
results.

A similar example came out of the Caribbean. Before 2007, individual insurance companies were reluctant to insure Caribbean islands for hurricane and
earthquake damage, the liability being considered commercially too risky. But then the World Bank’s Caribbean Catastrophe Risk Insurance Facility (CCRIF) was
created, pooling risk to enable governments in the area to purchase affordable insurance. CCRIF was designed to protect Caribbean countries from the financial
fallout of a natural disaster, offering each country timely and flexible payouts. The group can respond more quickly and more efficiently to a member country in
need than can the sort of chaos of good intentions that descended on Haiti, as was demonstrated in its response to Hurricane Tomas in 2010. Barbados, St. Lucia
and St. Vincent and the Grenadines received fifty percent of their payouts within days.

In contrast to a top-down, statist aid paradigm, these “Fish for a Lifetime” approaches are all designed to unlock and leverage the value from within the society,
state, and market. They all start with the operating principle of co-designing programs with the citizens and leaders from the country concerned. Where there is a
market, they do not seek to use grant capital. Once the initial intervention is over, success is judged by whether or not the innovations designed for the crisis are
sustainable. This approach is geared toward increasing the self-sufficiency of the country concerned, and in particular boosting its economy and generating its ow
revenue and tax base.

While the treasuries of most Western countries may be afflicted by the constraints of austerity budgeting, there are vast amounts of private investment capital
looking for opportunities. Many of the countries that are seen as the neediest destinations for aid are also considered by emerging market investors as the fastest-
growing in the world—Rwanda, Nepal, Indonesia, and India. Infrastructure projects from power to roads and ports can and do attract private capital, and public
funds can be used for risk guarantees or as co-investments rather than grant aid for these projects. Rather than seeking to maximize aid, such an approach seeks 
maximize the return on investment to the society concerned.

 

utting these “Fish for a Lifetime” approaches into effect will require some major shifts. It will involve looking not to how much money was disbursed, or how
many schools were built, but to value for money and return on investment. And instead of propping up a vast technical assistance industry of varying and
often indifferent quality, a higher priority will be placed on conducting a “skills audit” of key personnel—from doctors and teachers to engineers and

agronomists—who can be trained internally rather than importing more costly and less invested technical assistance from abroad.

It is also important under this new paradigm to distinguish between “aid” (such as life-saving humanitarian assistance and the financial or material donations it
requires) and “development engagement,” which is something quite different. Development engagement can be low-budget, and should be designed to move a
needy country toward self-sufficiency—so that the state can collect its own revenues and the people can support their own livelihoods—as soon as possible. Many
recipient countries have enormous untapped domestic resources, and with some effort devoted to increasing those revenues and building the systems to spend
them, could assume much more of the responsibility of meeting their citizens’ needs. Getting the toolbox right requires instruments that can best support this
approach: the OPIC, enterprise funds, chambers of commerce, public diplomacy, scholarships, international financial institutions, trade measures, and the Natio
Academies, among others.



But a strategy is only as good as its execution. Implementing development policies and programs correctly will require a clear-eyed look at the way programs are
designed and implemented, and a re-examination of the reliance on contractors. There is no substitute in the long term for unleashing a society’s domestic potent
of human, institutional, and natural capital through a well governed country.

Having judged the development programs of the last decade to be failures, many in the US now call for development budget cuts and wearily espouse isolationism
But it is a classic example of throwing the baby out with the bathwater. Failed methods do not mean that the goal of international development must be abandone
Development needn’t be an indulgent venture in charity, or risky business, or a road to nowhere paved with good intentions. A more hardheaded approach, one th
creates self-sufficiency rather than dependency, is the new beginning that the development world has been waiting for.

Clare Lockhart is the coauthor, with Ashraf Ghani, of Fixing Failed States and the director of the Institute for State Effectiveness, an organization devoted to
finding, documenting, and facilitating better approaches to engaging abroad.


