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First, let me apologize for the absence of Andrew Natsios our Administrator. He had to attend an unexpected meeting at the White House.  

I would like to extend my thanks to Mr. Enrique Iglesias, President of the IADB for being our host today and for the leadership role that his organization has taken on a whole range of development issues affecting the Americas.

I would like to begin by saying a few words about my organization.  The Agency for International Development.  We are the largest bilateral foreign aid agency in the world, with offices in over 80 countries.  We have been managing the US Government’s foreign aid program for well over half a century now.  Our roots go back to the Marshall Plan and the reconstruction of Europe after World War Two.  

Over the past three years, the Agency’s budget has been significantly increased, from $7.9 billion to almost $11.0 billion not including special funding for Iraq.  USAID’s resources are provided through grants and contracts to local and international non-profit organizations and for profit companies.
We invest these resources in a wide variety of projects including:  economic growth, small business development, microfinance, conflict resolution, decentralization and local government strengthening, reforms in the governance sector such as democracy building, agricultural development, rural electrification, malaria, HIV/AIDS and for humanitarian assistance.     Of particular interest are programs aimed at improving national economic governance structures to attract local and international private sector investment by reforming fiscal, tax, customs, banking, energy, agriculture, and environmental policies.

Because we have had programs in most countries where we work for 20, 30 or even 40 years, we have a good feel for the issues.   USAID missions work very closely with ministries of health, education, energy, finance and others.  We also work with UN agencies, the World Bank, the regional development banks and other bilateral foreign aid agencies on the ground.

As the Deputy Administrator of the United States Agency for International Development, the last three years have been a truly remarkable time during which President Bush and Secretary of State Powell have changed the development paradigm:
· The President’s National Security Strategy has, for the first time, elevated development as a vital third component of U.S. foreign policy, alongside defense and diplomacy.

· The Millennium Challenge Corporation was created which will add substantial new resources – and a new performance-based approach—to our country’s overall development efforts.

· And USAID’s budget and staffing have increased, for the first time in over a decade.

But important as these changes are, the sheer size of the challenges which the developing world faces far exceed the assistance that any single agency, bilateral or multilateral, can provide.

That is why this Administration has put such a premium on working with the private sector.  To have any chance of meeting the Millennium Development Goals, (MDGs), private capital needs to be mobilized.  
One of our major development challenges is to identify ways to mobilize domestic private capital in the developing world, and to put it to work in productive ways that help to achieve the MDGs.  That is the focus of this conference and your presence here today attests to your interest and reflects the real changes going on in the financial community.  
I would like to focus my remarks on two new programs we have introduced  designed to increase the flow of private sector capital to infrastructure investments.  
First it is important to note the significant change which has occurred in the sources of funds flowing to the developing world from the United States.     In the 1970s, 70% of resources flowing to developing countries came from public sources in the form of foreign aid.  The remaining 30% were provided by private sources.   Today, about 80% of resources are private capital flows; foreign direct investment, international bank loans and security investments, personal remittances, donations from corporations and corporate foundations, scholarships from universities and colleges, and donations from faith-based groups.  The other 20% of resources from the US to the developing world are from official development assistance -- the US government.  In other words, there has been a massive shift to private investment and private giving.  
Recognizing this major change in resource flows, and recognizing also that we could not expect our foreign aid budget to expand sufficiently to meet growing needs, we invested considerable effort and resources to develop a new set of tools to better leverage the increased private sector involvement in the development sector with our decades of development expertise and presence on the ground.  Let me briefly explore two of these mechanisms, USAID’s Development Credit Authority (DCA) and our Global Development Alliance (GDA) program.
Secretary of State Colin Powell introduced the Global Development Alliance concept in his testimony before our Congress in May, 2001.  Under the Global Development Alliance we seek out partners in the private sector who are interested in funding development programs with their own resources on a grant basis.  We will contribute funding as well and we look for a match greater than one to one.  Programs can be administered by our private sector partners, by USAID, or NGO partners.                
Expertise and commitment may come from universities, think tanks, foundations, NGOs, private corporations, and  private individuals.  We are very pleased that this meeting is being supported through such a GDA Partnership.  To date, USAID has approved over 200 GDAs.  $500 million investment in our own money has leveraged $2.7 billion in private funds which have supported a wide range of development activities.  A number have focused on helping local governments improve their credit ratings so that they can access domestic sources of capital.  Others, such as this one with the International Association of Development Funds (IADF) and its partners, emphasize the role state revolving funds and credit rating agencies can play.
This same concept underlies our Development Credit Authority which provides our USAID Missions with the authority to issue loan guarantees to local private lenders, for agreed – upon purposes.  These guarantees, which are for local currency loans from local financial institutions, cover up to 50% of the credit risk. 
 In addition to mobilizing financing for specific projects, DCA guarantees help demonstrate to local banks that loans to underserved sectors can be profitable. This fosters self-sustaining financing because lenders become willing to lend on a continuing basis without the support of guarantees from USAID or other donors. DCA is a powerful catalyst for unlocking the resources of private credit markets to spur economic growth while advancing development objectives. 
An example of a successful Development Credit Authority program which was directed at increasing the flow of resources for municipal infrastructure in a municipal water program in India.  We have seen elsewhere in the world that substantial sums of money from private sector institutions, such as pension funds and life insurance companies, find the long term stability of water project investments to be attractive.  They are of long duration, are stable and are supported by government and needed by the population as basic to life and good health.  Since water is essential to all aspects of personal and business affairs, it is also a requirement for sustained economic growth.  Our experience with this program in India suggests that lenders such as pension funds and life insurance companies can be attracted to financing municipal water project due to the long-term stability of these projects and the essential nature of clean water to residents.     

In India, until recently, small and medium-sized municipalities had limited access to capital markets to finance the construction or improvement of clean water and wastewater systems.  Availability of funds was restricted by high interest charges and a lack of investor interest in what they perceived to be risky long-term debt.  This resulted in unfavorable pricing for municipal borrowers.

In Tamil Nadu, a state in south-east India, an innovative form of financing, based on the State Revolving Fund (SRF) model, which is used here by US states to generate capital for water projects.  At the end of 2003, the State of Tamil Nadu issued its first municipal bonds and the State of Karnataka is poised to follow suit in the very near future.  The proceeds from this public sale capitalized a fund for loans to local municipalities for water supply and sewerage infrastructure improvements.  USAID’s Development Credit program issued a partical guarantee which covers repayment to the Indian bond holders.   

One of the goals of this Administration, ratified by the G-8 at its meeting in Evian, France in 2003, is to transfer some of these lessons of innovative financing at the local level to developing and transitional countries.  This conference is part of this effort.    

In closing, I want to point out to my colleagues from the multi-lateral and bilateral agencies that there is a substantial role for collaboration within the donor community on vital infrastructure projects at the local level, especially in the water and sanitation sector, due to the necessary policy reform efforts and technical assistance which this sector requires.  To achieve the scale necessary to reach the ambitious Millennium Development Goals, it will be essential for donors to form partnerships with each other and with host countries to ensure sufficient output.  As projects are identified, we will be prepared to consider credit guarantees under our DCA program, or other types of assistance, in conjunction with broad support from other donors.

I hope that this Seminar will give you an opportunity to work together and form new alliances and partnerships to support development at the local level.  Thank you.
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