The Story Behind the Alliance

The Balkan Trust for Democracy
Europe & Eurasia Region

The Idea

In the summer of 2000, the German Marshdl Fund of the United States (GMF) learned that
resources generated by USAID’s Business Development Program (BDP) in Bosnia-Herzegovina
might be made avalable for use outsde Bosnia-Herzegovina. The 2001 Foreign Operations
Appropriation Act, in fact, authorized the use of those funds esewhere in Centra and Eagtern
Europe, subject to Congressona consultationss. GMF envisaged utilizing a portion of this
funding to expand its democracy-building programs in Southeast Europe, possbly through an
endowment. GMF dready consdered USAID an important dly in its development assstance
plans and therefore met with officids from USAID and other US government agencies to discuss
ways that GMF could further its mission through a shared development agenda.

Forging the Relationship with USAID

GMF began its planning for a trus fund to promote ethnic tolerance in the Bakans through
discussons with the USAID Bureau for Europe & Eurada, though it maintained contact with
fidd missons. GMF sought a partnership based on their vison, but learned that USAID would
not avard any of the reflow funds for a regiond endowment non-compeitively. Instead, a
Request For Applications (RFA) was issued to use $10 million in funding from the reflow funds
for no more than hdf of a regiond endowment tha would promote democracy in Southeest
Europe. The delay, while USAID obligated the funds and pepared the RFA based on its vison
of how to form an endowment, was a chalenge to GMF. The organization was dready collecting
funds for its own endowment, but had to wait to decide how to use them to grestest effect. If
GMF was to succeed in partnering with USAID in addressng their shared god of creating an
endowment promoting democracy in Southeast Europe, the organization faced the additiond
burden of a full and forma application in response to the RFA, which was predicated on a vison
for the region somewhat different from the GMF concept.

The RFA was amended twice and specific questions were asked during the competition process,
each requiring written responses adding to the cost and time of gpplication. But GMF eventudly
won the compstition, and a Cooperative Agreement was sgned in January 2003. GMF then
began the completion of steps required prior to disbursement of USAID funds to establish the
minimum structure of the endowment. Funds were disbursed in July of thet year.

Selecting Other Partners

Even before formdizing the rdationship with USAID through the cooperative agreement, GMF
met with representatives of the Charles Stewart Mott Foundation, a private philanthropic
organization basad in Michigan working on civil society issues in Central and Eastern Europe,
and asked whether they would like to partner. Though the partnership between GMF and USAID
had not yet been established, the Mott Foundation agreed to contribute $5 million. This funding
was included in the GMF submission to the USAID RFA, raisng the level of private funding in
their proposad 50 percent higher than the minimum required. Phillip Henderson, GMF's Director
of Programs, sad of the Mott Foundation: “They had the patience to wait another 18 months
until the dliance became effective.”

Balkan Trust Fund — May 2004 1



The Main Partners

Apat from the initid patnes (USAID and the Mott Foundation), GMF contacted the
Government of Greece (GoG) because the country held the EU Presdency in the firg haf of
2003, when the Bakan Trust for Democracy (BTD) (as the regiond endowment was named) was
just beginning. One of Greece's priorities in its podtion in the presdency was to contribute to
democratic consolidation in the Bakans, and GMF persuaded the GoG that joining the dliance
would be a drategic fit with the country’s gpproach to the region. The partnership could aso be
seen as a gedture of transatlantic cooperation a a time when, due to foreign policy disputes over
Irag, only transatlantic tengons were highlighted.

Additional Members

The dliance is 4ill in the process of seeking out additiond partners. There have been taks with
the Swedish and the Itdian governments as well as with private European foundations. At this
time, GMF is not actively seeking for-profit partners because the dliance cdls for intraregiona
Security cooperation. For this reason, GMF has concentrated efforts on tapping into government
resources, but the dliance remains open to financid contributions from privete European
foundetions.

Funding Approach

Some European NGOs and foundations invited to join the dliance preferred not to commingle
funds, but rather contribute directly through their own funding mechaniams. The Bdkan Trust
for Democracy is a diminishing endowment wherein funds are pooled and managed by a smal
gaff within GMF.  Many private American foundations are reluctant to pool funds since that
implies a reduction in their control over their use. However, the Mott Foundation had no issues
transferring monies to the endowment, largey because the Mott Foundation and GMF have had
a long reationship and there was a drong level of trust between the two organizations. The god
of the USAID Globd Development Alliance is to not only maximize the potentid these
established rdationships among donors, but aso deepen them — and facilitate new ones —
through association and shared action.

USAID and the GDA concept

Embracing the Concept
Alliances among likeeminded inditutions often prove highly effective, and GMF finds dliances
to be agood way of disburang funds.

However, dedling with a government agency has its own chalenges. Bureaucracies, by nature,
ae dow moving and often indecisve. USAID is not an easy organization to understand
inditutiondly and the decisonrmaking process can be chdlenging to the outsder. Having a
champion to navigate within USAID is criticd, and GMF fdt it had developed a good
partnership in this respect with its contacts within the Agency.

USAID put up EUR 10 million ($11,230,000) for the endowment. GMF cortributed $10 million,
as wdl as another $2,000,000 in adminigrative in-kind support. By providing the adminigrative
support for BTD, legd and governmenta tax issues are avoided. The Mott Foundation joined the
dliance with $5 million, and the GoG committed EUR 866,000. USAID resources will be spent
down over the course of the tenyear grant period; GoG funds will be spent within a three-year
period. GMF and Mott resources will be spent more dowly so that the endowment can be
sustained longer than the planned ten-year life of project.
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The Process

Joint Planning and Decision-Making

The Geman Marshdl Fund has been the driving force in the dliance and is the managing
partner, but dl aliance members — GMF, Mott Foundation, and USAID — played a role in
planning and drategizing. The Government of Greece was involved on a politica levd,
preferring not to manage the day-to-day process.

Walter Vers pointed out that the Mott Foundation is accustomed to a less complicated process,
but was otherwise saisfied in deding with USAID as a patner. A potentid problem might be
the unpredictability and even unrdidbility in USAID a a government agency; politics can
quickly change and funds redirected despite prior commitments. The Mott Foundation clearly
understands the levels of decisonrmeking involved in a government agency and various
gtakeholders involved in a number of issues in the region. The foundation is very concerned with
how the programs and approaches of other organizations impact issues on which it is working.
For this reason, the Mott Foundation values partnership with key players even though the
partnership may change its norma way of working. In this case, the Mott Foundation could
accept any assessed risk while focusing on the important benefits gained through partnership
with USAID.

Pooled vs. Parallel Funding

The dliance uses a pooled financing approach, which in this case means that dl contributions are
deposted into the endowment and then redistributed through a grant-meking mechaniam.
USAID funds are kept in a separate account, not commingled for ease of accounting purposes,
while the Mott Foundation was initidly interested in pooled funding.

Managing Relationships

The Bdkan Trust is desgned to operate with a small, experienced dtaff that actively seeks out
and incorporates expertise from a wide variety of patners.  An informad advisory board of
experts from Southeastern Europe and from key internationa organizations is charged with
overdght of the inditution's drategic deveopment. The function of the Advisory Boad is
evolving and, following a recent Board meeting, currently exploring the creation of country
advisory committees.

Drawing down the endowment

Grants are reviewed by a committee composed of GMF gaff and officids from sdected partner
inditutions.  Representatives from USAID and the Mott Foundatiion St as nonvoting
participants, together with a pand of 78 reviewers from the region. Heather Goldman, the CTO
of the dliance, represents USAID, while representaives from bilaterd missons are informaly
consulted. Short-listed proposds are sent to the committee before the review mesetings. Project
proposals are accepted on a rolling bads, and grant decisons are made monthly. Both the
advisory committee and grant making committee must ensure that programs funded by the
endowment are effective, responsve to loca needs, and complementary to other initiatives
supported by the international community. The endowment is managed from GMF headquarters
in Washington, DC, with the Board of Directors providing officid oversght.

Conclusions/ Lessons Learned:

» All partners committed to same vision and objectives. Theinditutionad commitment of
al partnersto strengthening local democracy laid the foundation for the creation of the
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Bakan Trugt for Democracy. (Thisis one of the most important conclusonsfor a
successful dliance- the sectord focus has to be of mutua dtrategic priority and interest.)

» Consultationstake time. Asaresult of a process that involved widespread consultation
and a competition and negotiation, a desirable endowment mechanism was created and a
strong partnership developed.

» Competitive process paid large dividends. The proposa development, good faith, and
patience to wait for a Congressonaly acceptable endowment led to a highly desirable
mechanism and a strong partnership.

» Making the alliance happen. Alliance building is not asure bet. Thereisalong lag-time
between initid contacts and reaching an agreement. From the perspective of the partner,
they need reassurance throughout the process that there will be afina forma agreement.
Communication is key as the process unfolds. When possible, a memorandum of
understanding can help solidify the relationship.

» Partnering with the USG & European Donors. Many European donors believe they will
have little or no influence on a project when deding with the US government because it
is often the biggest and most influentia player. However, this experience shows that the
US government can be atrue partner.

» Make space for other donors. How to do thisis a question of experimenting and trying

different methods. There is no one best practice for doing that, though there are many
models.
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