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New USAID reforms put 
foreign aid to work fighting 
corruption and waste 

 

“Ownership is ni 
sisi. It is up to us. 
It is us who own 
our problems. And 
it is us who will 
come up with the 
solutions.” 
 

John Githongo, CEO of 
Inuka Kenya Trust.  
 

 

 
 

USAID is changing the way it implements US foreign aid programs to put local actors in 
the driver’s seat. Called “Implementation and Procurement Reform,” or IPR, this effort 
will invest more money directly by partnering with country governments, local 
businesses, and local organizations.  The effort is designed to help countries deliver for 
their own people, and help people hold their governments accountable.   

The agency plans to spend 30% of its funds through local actors, whether they’re local 
nonprofits, businesses, or governments, by 2015 (up from 11% in 2011). USAID 
officials say they are moving cautiously but deliberately to change their practices. After 
assessing public financial management systems to manage for risks, USAID will boost 
its funding through host country systems to reach 25 country governments directly; they 
will cut out the middleman by hiring 576 local nonprofits directly instead of spending 
through contractors.  

Thus far, USAID has finished risk assessments to evaluate public financial 
management systems in Liberia, Rwanda, Uganda, and elsewhere; USAID is training 
their officials on how to better engage local organizations to help them build their 
competencies and compete for US assistance.
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Spending the right way: putting ourselves out of the aid business  

In recent years, USAID had become too reliant on contractors to carry out its mission.  
This led to rigid contracts, skewed accountability, high costs, and missed opportunities 
to support long-term solutions. Bypassing local organizations and governments defeats 
the purpose of aid—to help countries help themselves. USAID’s new way of doing 
business is more effective because it roots out corruption at its core.  

Aid as a development resource provides an opportunity for recipients to plan, negotiate, 
implement, manage, and evaluate investments. Institutions are like muscles; you need 
to use them to build their strength. Aid can complement the constrained budgets of 
governments and civil society groups, allowing them to scale up services, experiment 
with new interventions, and reach a broader target population. Most importantly, aid, 
given directly to governments transparently gives watchdog organizations in 
country the opportunity to root out corruption and strengthen democratic 
institutions, reducing waste, fraud and abuse for the long-term. 

Wasteful spending: the cost of bypassing local systems 

  Bypassing local systems wastes precious aid dollars. In Afghanistan, a former 
official of the Central Bank explained how USAID offered to help the bank build 
regional branches. The contractor had first said that each branch would cost 
$130,000, which then increased to $170,000 and then again to $630,000 per 
branch. That cost included $250,000 for subcontracting costs and the rest for the 
actual building. The Central Bank, in the end, refused USAID’s offer and built the 
branches with its own funds—to the tune of $85,000 a branch.    

  In Liberia, an official with the Ministry of Education noted that “The cost of contracts 
for any consultant is high so it takes a chunk of aid. You have to hire them abroad, 
put them in a hotel, pay them very good lump sum money, and sometimes you c 
can find some local consultants, very skillful, and you would save costs.” 
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  In Mozambique, instead of using country systems, USAID has had to create 
parallel programs, which have their own transaction costs. In 2007, the Senate 
Foreign Relations Committee found that Congress and the White House required 
over 100 different reports on US activities, just in Mozambique, taking tens of 
thousands of US government staff hours to produce. Add to this the dozens of 
reports required from individual grantees in Mozambique, and there was little time 
left to invest in building better country systems and help citizens root out 
government corruption.
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What happens when donors strengthen local systems  

  When donors invest in citizens, they can root out corruption and demand 
accountability for aid dollars. In Armenia, a US-funded citizens group used adverse 
publicity, legal action, press releases, and petitions to halt a former senior municipal 
administrator’s attempt to illegally transfer protected land to high-ranking 
government officials

3
.   

 According to the Dividend Peace Trust in Afghanistan, the local 
impact of aid doubled when donors locally spent their resources
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 In Mozambique, the Administrative Tribunal has received aid 
from Sweden, Germany, Norway, Finland, and others to better 
scrutinize government actions and reduce corruption. By 2008, it 
was conducting 350 audits, covering about 35 percent of the 
budget. The tribunal’s annual report found increasing 
accountability across the political spectrum.  

 In Liberia, the US Treasury Department’s Office of Technical 
Assistance helped create an electronic link between the Ministry 
of Finance and the Central Bank in 2005. The change eliminated 
reliance on easily-forged paper receipts and provided for 
electronic crosschecks between accounts. This reduced the 
potential for fraud and offered taxpayers a one-stop tax 
preparation and payment option.  

To build local systems, aid should be increased to developing countries that have solid 
accounting and development strategies. It should also be used to incentivize good 
governance and to develop those areas of the government that show promise. Donors 
should reward recipient government agencies that are doing the right thing by giving 
them more input over how aid is invested; likewise donors can discourage corruption by 
investing in the long term capacity of citizens groups to demand more accountability 
from their own governments.  

No paradigm shift is easy  

USAID has presented its vision for the future—to spend money efficiently, and reduce 
waste, fraud, and abuse. Now it’s up to Congress, the foreign aid community, citizens in 
the US, and citizens in recipient countries to support this vision.  

To make sure taxpayer dollars are spent effectively, Congress 
should support USAID’s reforms to implementation and 
procurement, and hold them accountable for meeting ambitious 
reform targets. Learn more at www.reformaid.org.  
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