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ABSTRACT

Recent literature has established that development assistance is often
fungible and that this is undesirable. In line with current efforts to ‘decolonise development studies’, we critically reflect on the underlying
assumptions of this line of thinking. We establish a framework that differentiates between potential positive and negative fungibility. We
hypothesise that recipient governments can redirect their own funds
and achieve positive fungibility, if (1) the marginal value added in the
alternative target sector/region is higher; (2) equity concerns are adequately addressed when other sectors/regions are supported; and (3)
temporal delay helps to cushion instability of aid flows. There are indications that this positive fungibility might be quite prevalent. Future
fungibility research should therefore no longer assume that fungibility
is in itself undesirable.
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1. Introduction
The idea that foreign aid is fungible has been discussed in development literature since the
1950s when the Chief Economist of the World Bank observed that even if money is tied to
specific projects, it remains fungible.1 Fungibility of aid can be defined as aid resources
intended to finance a specific expenditure that are ultimately used to finance an entirely
different expenditure. White and Dijkstra have noted that fungibility is the idea that ‘aid does
not pay for the item it is accounted for but for the marginal expenditure it makes possible’.2
The conventional wisdom in such cases is to assume that the alternative use of aid is less
productive or socially beneficial than the intended purpose.3 This paper contributes to the
current debate on fungibility by demonstrating theoretically that this conventional wisdom
needs to be challenged and proposes a more nuanced framework for differentiating between
potential positive and negative fungibility. There is a broader current movement within
development studies – sometimes referred to as ‘decolonising development’ – in which
conventional wisdoms, often originating from a colonial and/or patronising perspective, are
challenged. This journal, Third World Quarterly, has been at the forefront of this movement.4
The negative view on fungibility, which is based on the assumption that donors know best,
is also one of these concepts.
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Empirical studies on foreign aid largely conclude that sector-specific development assistance is usually fungible,5 and a large number of these studies assume that the fungibility
thus discovered is undesirable or a threat to meeting global development standards.6 Studies
measuring fungibility have had a long-term impact on donor strategy and policy formulation
regarding aid distribution and delivery. Donors have been developing and testing various
methods to reduce fungibility or its perceived negative effects7 such as requiring matching
funds, engaging in performance-based payment or reducing the consequences of fungibility
by targeting aid to well-governed countries or regions. Measuring fungibility and developing
aid strategies on the assumption that fungibility is by definition undesirable might be
incorrect.
Not many studies have analysed the long-term positive or negative influence of fungibility
from the perspective of recipient countries. Our paper tries to address this gap in the literature from a foundational theoretical perspective. We look at fungibility of development
assistance from a new viewpoint and link it to the effective achievement of the sustainable
development goals (SDGs). We try to add to the existing literature by developing a theoretical
framework to explain the desirability of fungibility. The research question therefore is: under
what circumstances is fungibility of development assistance desirable or effective when
measured in terms of progress towards achieving SDGs? Indeed, as McGillivray and Morrissey
have noted, ‘There is nothing inherently wrong or inappropriate about fungibility; all it indicates is that donors and recipients have differing views about how expenditures should be
allocated. The presumption that donors are right need not always hold’.8 Building on that
crucial statement, this paper tries to establish a potential positive link between SDGs and
aid fungibility. We aim to address the issue of ‘positive’ fungibility from both a theoretical
and a practical angle.
We start off by providing an analytical background discussing the current relevant academic debates on fungibility. In the section that follows, we first provide an overview of the
four different types of fungibility encountered in the literature. We then move on to propose
theoretical approaches to differentiate between positive and negative fungibility. In this
paper we define fungibility as positive if the reallocation of aid (fungible aid) leads to more
effective attainment of the SDGs than non-fungible aid. Based on the theoretical approaches
thus defined in section 3, and considering the peculiarities of actual donor behaviour, we
then analyse in section 4 the occurrence of positive fungibility in practice as hypothesised.
We conclude that, in all likelihood, there is a share of fungibility that can be labelled positive.

2. Current debates on fungibility and practices to reduce it
In this section we provide an overview of the growing relevant academic debate on fungibility. The first discussion revolves around how fungibility is defined, which in turn leads to
the question of how fungibility is appraised: is it seen as something positive or negative?
After that, we zoom in on how fungibility is measured, as there are ongoing controversies
that also impact our framework on positive fungibility. The last section focuses on the measures that are being taken to reduce fungibility.
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2.1. Defining fungibility: multiple types of fungibility
A review of the literature has helped us in identifying four different types of fungibility:
sectoral fungibility, geographic fungibility, temporal fungibility and general fungibility.9 We
discuss these types of fungibility throughout our literature review and so we summarise
them altogether as follows:
1. Sectoral fungibility is the result of aid intended for a particular sector leading to a government diverting its funds to an alternate sector, such as aid given for the education
sector resulting in a government diverting its funds to the defence sector instead.10
2. Geographic fungibility implies that aid is not fungible within sectors but rather between
geographical regions, as can be seen in the research done by Wagstaff on Vietnam, where
aid was not fungible across the health sector but was fungible between provinces –
that is, the government diverted its own funds to alternate provinces when the World
Bank supported the health aid programme in one province.11
3. Temporal fungibility is the fungibility resulting from the unpredictability of aid flow from
the donor side, as a result of which the recipient country reduces its own spending
during the time period when aid flow is smooth to compensate for the times when aid
flow is unpredictable.
4. General fungibility is the result of aid given for general purposes being used for some
other purpose, such as when aid is given for consumption expenditure but is instead
used for investment expenditure.12

2.2. Appraising fungibility: nearly always a negative perception
Multiple empirical studies have been conducted to understand the link between fungibility
and aid effectiveness. For example, Pack and Pack tried to empirically analyse the case of
the Dominican Republic to understand aid fungibility and concluded that that there was
clear evidence of categorical foreign aid resulting in a decrease in development expenditure
in that sector. They observed that 88 cents per dollar was being used for debt repayment by
the government, and that development expenditure decreased by 5 cents for every dollar
of foreign aid in Dominican Republic during the period 1968–1986.13
Khailji and Zampelli developed a similar model to analyse the fungibility of foreign aid
received by the Government of Pakistan. They argued that most of the donors prefer to give
categorical aid (for example for dams, bridges, roads, etc.) instead of general financial assistance, because of the idea that the given aid will be used for its intended purpose. In the
case of Pakistan, they concluded that US assistance to Pakistan, in the form of both military
and non-military aid, was transferred completely to fungible resources, because for each
rupee of aid, public spending increased by 0.26 rupees and the remaining 0.74 rupees were
absorbed by private-sector consumption. It is noteworthy, however, that they did not differentiate between aid being given to private parties such as nongovernmental organisations
(NGOs) or cooperation but rather assumed that all the aid passed to the government, making
their results somewhat biased.14
Similar studies related to fungibility at country or project levels were conducted on
Indonesia, Sri Lanka and Tanzania, and a combined study was conducted on Thailand,
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Honduras and Rwanda, discussing the fungibility of aid in HIV programmes.15 Most of these
studies identified the presence of fungibility for development aid in the respective countries
and raised concerns about the effectiveness of foreign aid being given to developing
countries.
Pettersson further developed the model outlined by Pack and Pack to look at sectoral
fungibility by empirically linking economic growth, poverty and aid.16 Using data from 57
countries, Pettersson estimated that 65% of total sectoral aid is used for purposes that it was
not originally intended for. He compared fungible and non-fungible aid sectors and concluded that no evidence was found of the latter working better than the former when measured against economic growth. However, when looking at the effectiveness of foreign aid
in poverty reduction, he did conclude that non-fungible aid sectors have helped more in
improving the welfare of people compared to fungible aid, which had no empirical effect.17
Wagstaff conducted one of the first studies that did not assume fungibility to be necessarily undesirable, but rather accepted the possibility that there might actually be appropriate reasons to redirect resources after support has arrived. Wagstaff discusses the case of
health projects in Vietnam funded by the World Bank where the government and bank had
a mutual understanding that government funds would be diverted towards provinces that
were not targeted by the Bank. This arrangement allowed the Vietnamese government to
achieve a higher level of spending in both project and non-project areas.18 Henceforth, we
will use the term ‘mutually agreed fungibility’ for this type of fungibility.

2.3. Curtailing fungibility: vain efforts of donors to reduce fungibility
Because many academics (and donors) hold the view that fungibility is relatively undesirable,
significant efforts (or recommendations) have been made to reduce it. These efforts have
often been in vain, resulting mostly in increased transactions costs for both the donors and
the recipients. There have been two opposing ways in which donors have aimed to reduce
fungibility and/or its consequences: (1) restricting the flexibility of domestic resources of
the recipient government and (2) circumventing fungibility by loosening the definition of
the intended sector/region for international funding.
Restricting the possibilities for fungibility – limiting the flexibility of domestic government resources. In 1998, the World Bank published a report called Assessing Aid that
highlighted the problem of aid fungibility with regards to aid effectiveness. In the report,
Dollar and Pritchett concluded that, to reduce fungibility, donors need to identify the quality
of governance of the country to which they are donating by looking at public expenditure
and analysing the fiscal discipline of the government, priorities across sectors and technological efficiency of the recipient government. The donors should not place additional conditions on the recipient countries, but rather should focus on financing parts of projects that
the government is not financing, thus ensuring very little fungibility.19 If the recipient governments are not spending any money in a specific region or on a specific theme in the first
place, they cannot redirect this funding. The shortcoming of this method is that – besides
imposing preferences on aid-dependent countries – donors would sometimes like to complement local funding, which is not possible in this case.
To restrict the flexibility of domestic funding, other modalities were also developed including aid on delivery and performance-based support.20 In addition, pooling funds and

46

Z. RANA AND D.-J. KOCH

sector-wide approaches (SWAps) have been popular in recent years; these require the recipient government to take the lead on the project being financed by the donors using its own
funds and/or administrative capabilities.21 Some multilateral donors (including the
International Monetary Fund [IMF]) have also suggested techniques like ring-fencing to
ensure that the recipient government is not able to reduce its funding for the specific sector
to which aid was being given. Although these approaches are promising, they require a high
level of commitment and reliability among the donors themselves, which is sometimes hard
to maintain.22 A last approach to reduce the flexibility of domestic resources has been to
provide off-budget support, such as by giving aid to local NGOs. Ignoring local governments
and creating a parallel system through NGOs also has the disadvantage that is it less sustainable in the long term.23
Circumventing fungibility: loosening the definition of ‘intended’ sectors and regions.
Some donors have opted to provide general budget support to reduce concerns of fungibility, as the donors do not target their support to a specific region or theme.24 With general
budget support, it is accepted that recipient governments may use the resources as they
deem fit. General budget support is more often provided to governments in places that
have demonstrated an acceptable level of governance or poverty reduction strategies.
Despite a promising start for general budget support in the early 2000s, this aid modality is
already on the decline.25 It appears that political reasons have contributed to the declining
popularity of this aid modality, along with changes in donor interests and an increase in
concern about the behaviour of the recipient countries. To be more accountable to taxpayers,
donors seem to have switched their focus over time to project aid.
In sum, it appears that even if donors choose different aid modalities to reduce or circumvent fungibility, there are various drawbacks involved. This article therefore suggests that
instead of putting effort into reducing fungibility, it might be more useful to put energy into
analysing what types of fungibility are positive and capitalise on that. To conclude, it is
important to understand the main takeaways of the current academic debates on fungibility.
This review demonstrates that there is ample debate on whether, where and how much
fungibility exists. We noted, however, that there has hardly been any debate – apart from,
for instance, the article by Pettersson – on the desirability of fungibility, which is precisely
the aim of our article.

2.4. Motivation behind fungibility: do donors know better?
The implicit assumption of most of the research on fungibility has been that donors know
what is best for achieving SDGs (or their precursors). However, is this really the case? The
selection of a partner country to work with is one of the key aspects of the development
policy of any donor.26 Donor aid allocation could be based on the recipient’s need or performance, or it could also be based on the strategic interests of the donors themselves such
as to develop a trade relationship, gain political support or fulfil self-interest – especially
commercial interests.27 Baydag and colleagues analysed aid patterns for the eight biggest
donors of the Organisation for Economic Co-operation and Development (OECD)’s
Development Assistance Committee (DAC) and found out that some donors, including the
United States and Japan, are highly strategically oriented when selecting aid partners. The
United States selects aid partners on the basis of security interests, while Japan prioritises
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aid to Asian countries to maintain its own security and prosperity.28 In a similar vein,
Berthélemy used an empirical methodology and found that aid could be used to strengthen
commerical ties with the recipient country in addition to political alliances. Even if some
donors might not have strong geopolitical motivation for aid, almost all of them have trade
interests.29
We can therefore conclude that donor motivation is not always focused on achieving the
SDGs, which is our yardstick. Aid may sometimes be driven by strategic motives that might
be more beneficial for the donors themselves than for the recipient’s developmental goals.
To be able to theorise on the desirability of fungibility, it is first necessary to focus more on
disentangling the concept by describing the various types of fungibility.

3. Theoretical approaches to positive fungibility
Based on the previous arguments, in this section we will theoretically hypothesise three
different angles of ‘positive’ fungibility. First, we will expand on welfare effects, which are
mostly grounded in micro-economic theory. Second, we will turn to redistribution and utility
maximisation, which are concepts mostly used in debates on the moral economy. Third, we
will focus on transaction costs, delays and government spending, which are mostly derived
from institutional economics.

3.1. Welfare effect
To better understand the welfare effect, we can consider a simple static microeconomic
model of utility maximisation that has been discussed several times in the literature and
which relies on the model developed by McGillivray and Morrissey.30 To simplify our model,
we assume that a developing economy consists of only two sectors: health and education.
The government divides its expenditure between these two sectors only and therefore
spends a fixed amount in the health and education sectors. We also assume that, at the
current level of spending between the two sectors, the utility of the government is maximised.
Let us assume that the government receives a certain amount of development assistance
for health (in the form of a cash transfer). Now, the government has two options: (1) it can
either keep its own expenditure in the health sector the same and thus allow the overall
funding of the health sector to increase by the amount of aid; or (2) it can divert some (or
all) of its own funding from the health sector to the education sector, which may be relatively
underfunded because it did not receive any development assistance. This would maintain
the same ratio of spending between health and education. At this point, we leave the broader
fiscal effects, such as the flypaper effect – that is, when a central government grant has the
effect of increasing local government expenditure by more than the amount of the
grant – out of the picture.31
By keeping the spending ratio the same as before, the recipient government tries to
maintain the best allocation of its budget. This would mean that the funding of the donor
is fungible, as some of the recipient government’s own funding that was intended for health
spending is now redirected to education. Fungibility in this case would be positive because
it allows the government to maintain its allocation efficiency and therefore maximise its
utility; the only way it could avoid fungibility in this case is if it manages to increase its
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revenue through borrowing or taxation, but we know from the literature on aid and taxation
that aid may or may not decrease total recurrent revenue (the literature presents conflicting
views in this regard).32 By diverting some of its funds away from the health sector and into
the education sector, the government can increase the marginal effect in the health sectors –
that is, if the amount of funds in the health sector increases drastically, the marginal value
of the dollar in that sector declines. Putting it in terms of SDGs, which focus on different
sectors, it makes sense that – for effective achievement of the SDGs – the government diverts
its funds to an alternative sector when funding in the initial sector increases, as this would
increase the marginal effect of aid. Hence, fungibility allows for more effective resource
allocation in terms of a comparative static analysis. We can therefore establish from our
discussion that fungibility is positive when the marginal added value of the aid dollar in the
alternative sector or region is higher than that in the intended sector or region. Not all fungibility is necessarily positive, of course, as the example below indicates.
Alternatively, there could also be negative fungibility. Let us assume that, between the
two sectors, the government is spending more money on education to a degree that prevents
achievement of SDGs. This decision could be driven by considerations of local political economy (eg to strengthen the powerbase of a certain minister or political agent). The donor
decides, therefore, to give aid to the underfunded health sector. The government may decide
to further divert its funding away from health (where there is a high marginal added value)
and into the education sector (with low marginal added value) as a result of incoming aid,
resulting in fungibility. The donor in this case was unable to identify and rectify such misallocation. This kind of fungibility would be negative in nature, as it creates sectors with lower
overall welfare (compared to the optimal scenario) because no use is made of the higher
marginal value added in in the education sector. Hence, the resource allocation is inefficient.
We can therefore conclude that fungibility would be negative if the marginal value added
in the alternate sector or region is lower than that in the intended sector or region.

3.2. Redistribution and utility maximisation
We can discuss a similar model from the point of view of redistribution as well. Let us assume
that the donor gives aid for the health sector in an easy-to-reach province, but it is actually
a farther-away province that is underfunded. The recipient government therefore has the
same options: it can either contribute the same amount of its own funding to the health
sector in the two provinces (no fungibility), or it can decide to keep the ratio of total funding
to the two provinces similar (fungibility), which would mean diverting some of its own funds
away from the easy-to-reach province.
With any spending option, the government must choose between the options of equality and total welfare. The debate over equality versus total welfare has been discussed
quite extensively in the economic and political science literature. Equality is concerned
with impartial application of rules (or resources) such that similar cases are treated in the
same way, whether a citizen lives in a province that is easy or hard to reach, while an
increase in total welfare may require the unequal allocation of resources to achieve greater
happiness of others.33 For instance, the government of a recipient country faces a tradeoff between increasing total welfare and increasing equality between provinces. The
recipient government, having a better understanding of the local situation, might prefer
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one province rather than another. The donors, on the other hand, might have their own
intrinsic motivation for aid allocation, as discussed in section 2.4, which may not be
directly relevant to welfare increase or efficiency of allocation in the recipient country,
but may rather be motivated by their own security concerns or commercial interests. The
donor may also be facing information asymmetry, and therefore may not have all the
information related to the socio-economic factors of the recipient country necessary to
make informed funding allocation decisions (we discuss this further in section 3.3). Thus,
the allocation priorities for the donor and the recipient countries might differ. We can
therefore conclude that fungibility resulting from such a case could be considered positive
if the inequality between the alternative and intended regions can be reduced through
reallocation of funds.
Contrary to this, the recipient government’s behaviour could sometimes lead to increased
inequalities between regions while also negatively affecting welfare. For example, a recipient
government may discriminate against a certain ethnic group or a specific region based on
political motivations, that may lead to an increased degree of marginalisation of its people
or increased levels of poverty in the region discriminated against. If the recipient government
diverts its funds away from the intended region and into the alternate region with this
motivation, the resulting fungibility would be negative in nature. Thus, we can conclude
that fungibility is negative when the reallocation of funds increases the inequalities and
degree of marginalisation between the alternate and intended regions.
Looking at fungibility from the angle of inequality and redistribution encompasses more
than just the geographic element used an example here; it can also apply to various aggregations of the population, such as gender, ethnicity, profession, etc.

3.3. Institutional inefficiencies
Positive fungibility can also be viewed through the lens of public choice theory and
institutional economics. The donor, for instance, has to compete for votes by indicating
how well government policies and plans have served the interests of the voters when
deciding on aid commitments. As a consequence, each new minister of development
aid in an OECD country faces pressure to present a ‘new’ or ‘better’ policy, and needs to
respond to public pressure, which leads to various aid fads.34 The recipient government,
on the other hand, has to juggle two (often) competing priorities: (1) how well it spent
the funds supplied to it by the donor and (2) how well it caters to the interests of its
voters.
We can also consider the lag theory of fiscal or monetary policy to understand the
behaviour of donors and recipients. There are various lags that delay the implementation
or effectiveness of a fiscal or monetary policy, including information lag, recognition lag,
action lag and implementation lag.35 These lags are the result of the time taken by different
governmental (and nongovernmental) institutions to access and approve (or deny) the proposed policy. Similar to this, there is always a time lag between donor government commitments of funds for recipient countries and when the funds are actually disbursed, as can be
seen by the data on the OECD credit reporting system.36 This is especially relevant when
there are temporal shocks on the donor side that can delay disbursements and affect the
budget planning of the recipient government.
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Thus, as the interests of the two actors – the donor as principal and the recipient as agent –
conflict, this leads to delays in disbursements by the donor or sometimes a complete withdrawal from the commitment. The time lag can further increase if the donor government
faces institutional inefficiencies, large bureaucracies within its government or a change in
political ideologies. Thus, under such circumstances, we can consider fungibility positive if
delays in internal funding by the recipient country help to stabilise flows to particular sectors
or regions.
Conversely, the government may delay its own spending in the development sector or
show irregular spending patterns because of diversion of funds to a non-development sector,
including military expenditure (especially under a military regime), election campaigning
(nepotism) or corruption. Delays in disbursements of funds in such cases would increase the
temporal shocks and destabilise development projects even more, thus resulting in negative
fungibility. We can therefore establish that fungibility would be negative if delaying government funding would further destabilise financial flows to a particular sector or region, making
that sector prone to temporal shocks.

4. Positive fungibility in practice
Based on our theoretical framework and literature review, we try to reframe fungibility by
establishing the conditions for positive fungibility. In this section the prevalence of those
conditions is researched. We conclude that these conditions might quite often be present,
which leads us to the provisional conclusion that fungibility might quite often be positive.
Please note the caution we use here: we argue that it is possible that positive fungibility
might be prevalent, not that it is prevalent, as recipients sometimes make funding choices
that are not in line with the SDGs. We argue that more research is needed to detect this. This
paper developed a theoretical overview addressing the conditions under which these forms
of fungibility could be positive. Based on our theoretical framework, we established that the
positivity of fungibility depends on:
1. The marginal added value of the aid dollar in the alternative sector or region compared
to that of the intended sector or region (if the marginal added value is higher in the
alternative sector or region, the fungibility could be considered positive). This is linked
to the theoretical approach of the welfare effect in section 3.1.
2. The level of inequality between the alternative region and the intended region (if
inequality between the alternative and the intended region can be reduced, the fungibility could be considered positive). This is linked to the theoretical approach of redistribution and utility maximisation in section 3.2, and this inequality perspective can also
apply to other aggregations of the population (eg gender, occupation, etc.).
3. The degree to which delaying government funding (temporal fungibility) helps to cushion the volatility of aid funding (if delaying own funding helps to stabilise flows to particular sectors or regions, this fungibility could be considered positive). This is linked to the
institutional economics approach, linked in turn to institutional efficiencies in section 3.3.
We will be discussing each of the criteria in detail in the following sections.
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4.1. Higher marginal added value in alternative sector/theme
Based on the definitions and theoretical framework established above, we hypothesise in
this paper that fungibility might be positive if the marginal added value of the aid dollar is
higher in the alternative than in the intended sector, region or time period. This can be the
case, for instance, because:
1. Donors are known to have their fads and their donor regions or themes, as well as
their orphan regions and themes.37 Donors tend to pursue their own political interests
and agendas when allocating aid that may be different from the need of the recipient
country.38 There are ample instances of donor fads; Hilhorst and Douma, for example,
documented amongst others that there was so much support for victims of sexual violence in the DRC that there was a sharp rise in invented rape cases.39 Similar cases of
overfunding have been documented in Aceh (Indonesia) and Sri Lanka in the wake of
the tsunami.40 Aid from international NGOs was also found to be strongly clustered.41
2. Local governments might wish to cash in on fads and redirect their own funding
elsewhere.42 This can result in fungibility that is desirable for the recipient country as
well as the donors. From an SDG perspective this could be considered positive
fungibility.

4.2. Reduction of inequality levels
We hypothesised that fungibility can be positive if, by re-allocating its own resources, the
recipient country can reduce its resource inequalities (the example of the easy-to-reach vs
remote regions). To test the notion of ‘leaving no one behind’, Briggs used a geotagging
survey to analyse the allocation of aid in Nigeria, Senegal and Uganda by all donors and
found that aid is not targeted to the poorest people within a country or even within a region.
This kind of allocation was not limited to multilateral donors, including the African
Development Bank or World Bank, but also applied to bilateral donors.43 In a similar vein,
Thiele and colleagues observed that allocation of education aid by donors was not actually
based on the indicators set by the United Nations; surprisingly, none of the donors analysed
took primary school enrolment rates or similar factors into consideration when allocating
aid for education.44 The donors usually lack either the political will or the ability to reach the
poorest in the population, and so it made sense for the recipient government to step in and
ensure that the funds were distributed equitably.
A relevant example related to positive fungibility can be found in Wagstaff’s analysis of
the case of Vietnam, where the World Bank encouraged the recipient country to divert its
funds to other provinces that were not being funded directly by the donor: that is, mutually
agreed fungibility. So, while the donor wanted to increase the welfare of the region the
government reallocated its funds to increase equality between regions, as has been discussed in section 3.2 of this paper. According to Wagstaff it is important for the discussion
of fungibility to look at the overall impact of aid on the country; that is, those areas that
were not formally covered by the project should also observe an increase in the quality and
quantity of facilities and outcome by more than they would have done in the absence of
the project.45 Thus, by making use of positive fungibility, the recipient and the donor were
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able to increase the overall welfare of the country. Also, in light of the guidelines of donors
to ‘do no harm’ and encouragements to work in a conflict-sensitive manner, donors might
hence even encourage recipient governments to re-organise their own expenditures to
enable an equitable spread.

4.3. Absorption of temporal shocks
Aid donors are known to be particularly unreliable and inconsistent. The predictability of
aid flows is low, and the volatility is usually high.46 Recipient countries are usually aware
of this principal–agent problem (discussed in section 3.3) and may delay their own disbursements when the option of external funding is made available. They can stockpile
their own funding and wait to release it when there is a dry spell in external funding,
leading to positive fungibility. From a practical point of view, this kind of fiscal behaviour
requires that the recipient country has the ability to save; if no such mechanisms exist
within the government, the recipient government risks borrowing to maintain its spending
once aid starts to dry up.
Development assistance by donors is, in general, quite unpredictable.47 Even for investments into crucial programmes where stability of funding is a necessity – for instance, the
antiretroviral treatment for HIV patients – fluctuations exist. These fluctuations could arise
because of differences in commitment and disbursement that might result from changes
in political leadership on the donor side, the inability of the recipient government to meet
its agreed-upon targets set by the donor or simply delays in initiation of the intended
project due to bureaucratic and institutional inefficiencies on either the donor or the recipient side. If we analyse OECD data on commitments and disbursements by donors to developing countries, we observe that between 2000 and 2016, the disbursements have always
been lower than the commitments except in 2006.48 In this case it is smart for the recipient
country to suspend its own funding and save for when a shortfall arises.
In 2010, for example, the newly elected Dutch government introduced a new aid policy
that brought about budget cuts on official development assistance (ODA) to almost 800
million euros and reduced the number of partner countries from 33 to 15. The cuts negatively affected the budgets of social sectors in partner countries, especially in the health
sectors, leading to an alleged 12,000 additional deaths in Burkina Faso.49 If the partner
countries had reduced their own funding during the time when aid was coming in and had
reintroduced it when the dry spell came, it would have reduced the spending shock in the
health sector.
In sum, we can redefine fungibility as potentially positive and potentially negative by
taking the SDGs as a yardstick. Potential positive fungibility is therefore the type of fungibility
that helps the recipient countries avoid (or absorb) temporal shocks, reduce inequality
between regions or other aggregations of the population, and/or create complementarities
between external and internal funding through marginal value added towards the achievement of SDGs. However, it would be noteworthy to point out the main limitation of our
analysis, which is the lack of empirical evidence for the three cases we have made above, as
there has been almost no research in the literature on positive fungibility. We acknowledge
that recipient behaviour is also not always focused on maximising public welfare or development goals, but in this section we try to demonstrate that the conditions for positive
fungibility are often present.
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5. Discussion and conclusion: time to decolonise fungibility?
This exploratory study aims to evoke a different angle on the debate concerning fungibility
and aid effectiveness. We do not argue that all fungibility is positive – far from it. Negative
fungibility probably exists (as discussed in section 3), but positive fungibility also probably
exists, and has not yet been well documented. Further investigation and greater elaboration
are needed due to the limited level of discussion in the literature about SDGs and fungibility.
Empirical data need to be collected to analytically test the concept of positive fungibility
theorised in this paper. To generate insights into fungibility, especially if a deeper understanding into the reasons for fungibility is desired, a time-consuming combination of qualitative and quantitative research is needed.50 Practical application and testing of the concepts
discussed in this paper will therefore require substantially more time and effort.
With this paper, we hope to contribute to a shift in the debate on fungibility: it is time to
look at fungibility differently. Instead of seeing it as something exclusively negative, scholars
are invited to understand that fungibility might be positive. We hope to use this paper to
encourage a more inclusive and healthy debate on fungibility and development. In follow-up
research, we will therefore make use of the hypothesis that fungibility in development assistance may sometimes be necessary to achieve long-term positive progress towards SDGs.
Developing countries can have a greater understanding of their socio-economic needs than
donors do and may therefore be able to allocate their resources more effectively by investing
in another development sector, instead of complementing the development assistance they
are receiving for a specific sector.
Within the broader field of development studies, the call to ‘decolonise development’ is
steadily increasing.51 According to the critics of development studies, assumptions constructed during colonial times regarding racial and civilisational hierarchies still form much
of the rationale about the world and determine what is worth studying. In this thinking, the
donor often gets the benefit of the doubt and recipients do not. Is fungibility one of those
topics in which implicit biases and assumptions still prevail? Is there a need to decolonise
fungibility? There are various indications that this might be the case. Looking at the authors
cited in this study, a small minority come from developing countries, which is one indicator
for a need to decolonise a subfield.52 When we analysed texts on fungibility it was striking
how often it was implicitly assumed that fungibility, which could also be framed as an act
of agency by the recipient government, was something that needed to be rooted out.
Decolonising fungibility is not a mere academic interest: quite some effort is currently being
taken to reduce fungibility and develop aid modalities to this effect. What emanates from
this paper, however, is that there are potential drawbacks to these efforts to curtail fungibility.
Instead of aiming to reduce fungibility lock, stock and barrel, the topic should be dealt with
in a more pragmatic and evidence-based way.

Disclosure statement
No potential conflict of interest was reported by the authors.

Notes on contributors
Zunera Rana (1990) is a research and teaching assistant at Rhine Waal University of Applied Sciences
in Germany and a PhD candidate at Radboud University in Nijmegen. Originally from Pakistan, Zunera

54

Z. RANA AND D.-J. KOCH

did her bachelor’s in economics and finance at Lahore School of Economics, Pakistan, and her master’s
in economics at Rhine Waal University of Applied Sciences. Her PhD research is focused on aid effectiveness and fungibility of development assistance.
Dirk-Jan Koch (1980) is serving as the Chief Science Officer of the Netherlands Ministry of Foreign
Affairs and is the Special Professor of International Trade & Development Cooperation at Radboud
University in Nijmegen. Dirk-Jan finished his PhD (cum laude) at the Radboud University in 2009
focusing on geographic choices of international development NGOs. He was based for 5 years in the
DRC and 2 years in Kenya, where he worked, amongst other positions, as a regional director at Search
for Common Ground, as a Professor at the Catholic University of Kinshasa and as a diplomat of the
Netherlands to the DRC.

Notes
1.
2.
3.
4.
5.
6.
7.
8.
9.

10.
11.
12.
13.
14.
15.

16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.

Dollar and Pritchett, Assessing Aid.
White and Dijkstra, Programme Aid and Development.
Pettersson, “Foreign Sectoral Aid Fungibility.”
Bourgois, “Decolonising Drug Studies in an Era of Predatory Accumulation”; Capan, “Decolonising
International Relations?”; and Spiegel et al., “Decolonising Online Development Studies?”
Pack and Pack, “Foreign Aid and the Question of Fungibility”; Lu et al., “Public Financing of
Health in Developing Countries”; Dieleman, Graves and Hanlon, “Fungibility of Health Aid”;
Sijpe, “Is Foreign Aid Fungible?”
Lu et al., “Public Financing of Health in Developing Countries.”
Harper, “Fungibility of Aid.”
McGillivray and Morrissey, “Aid Fungibility in Assessing Aid,” 419.
McGillivray and Morrissey, ibid., also identify ‘unintended fungibility’ resulting from erroneous
inference. They argue that sometimes there is an appearance of fungibility only because the
allocation of spending is observed instead of analysis of the budgetary process. Because it is
not a proper ‘type’ of fungibility per se, but rather a misidentification of something else that is
erroneously labelled fungibility, it is excluded from this discussion.
Khailji and Zampelli, “Fungibility of US Assistance.”
Wagstaff, “Fungibility and the Impact of Development Assistance.”
Morrissey, “Fungibility, Prior Action and Eligibility”; Leiderer, “Fungibility and the Choice of Aid
Modalities.”
Pack and Pack, “Foreign Aid and the Question of Fungibility.”
Khailji and Zampelli, “Fungibility of US Assistance.”
On Sri Lanka see Pack and Pack, “Foreign Aid and the Question of Fungibility”; on Indonesia see
Pack and Pack, “Is Foreign Aid Fungible?”; on Tanzania see Martínez-Álvarez et al., “Is
Development Assistance for Health Fungible?”; and Thailand, Honduras and Rwanda see Garg
et al., “Study Raises Questions about Measurement.”
Pettersson, “Foreign Sectoral Aid Fungibility.”
Ibid.
Wagstaff, “Fungibility and the Impact of Development Assistance.”
Dollar and Pritchett, Assessing Aid.
Leiderer, “Fungibility and the Choice of Aid Modalities.”
Ohno and Niiya, “Good Donorship.”
Swedlund, Development Dance.
Herfkens and Bains, Reaching Our Development Goals.
Clist, Isopi, and Morrissey, “Selectivity on Aid Modality.”
S. Koch et al., “Rise and Demise of European Budget Support.”
Baydag, Klingebiel, and Marschall, Shaping the Patterns of Aid Allocation.
Ibid; and Berthélemy, “Aid Allocation: Comparing Donors’ Behaviours.”
Baydag, Klingebiel, and Marschall, Shaping the Patterns of Aid Allocation.
Berthélemy, “Bilateral Donors’ Interest.”

Third World Quarterly

30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.
44.
45.
46.
47.
48.
49.
50.
51.
52.

55

McGillivray and Morrissey, “Aid Illusion.”
Ibid; and Barnett, “Preference Revelation and Public Goods.”
McGillivray and Morrissey, “Aid Illusion.”
Rawls, Theory of Justice.
Hillier, “Insurance Hits Peak Hype.”
Jovanovski and Muric, “Phenomenon of Lag.”
OECD, Recent Trends in Official Development Assistance.
Wagstaff, “Fungibility and the Impact of Development Assistance.”
Thiele, Nunnenkamp, and Dreher, “Do Donors Target Aid”; Dreher, Nunnenkamp, and Thiele,
“Does US Aid Buy UN General Assembly Votes?”; and Alesina and Dollar, “Who Gives Aid to
Whom and Why?”
Hilhorst and Douma, Fond de Commerce?
Telford, Cosgrave, and Houghton, Joint Evaluation of the International Response.
D.-J. Koch, Aid from International NGOs.
Wagstaff, “Fungibility and the Impact of Development Assistance.”
Briggs, “Does Foreign Aid Target the Poorest?”; and Briggs, “Leaving No One behind?”
Thiele, Nunnenkamp, and Dreher, “Do Donors Target Aid.”
Wagstaff, “Fungibility and the Impact of Development Assistance.”
Ooms et al., “Crowding Out.”
Bulíř and Hamann, “Volatility of Development Aid.”
OECD, Recent Trends in Official Development Assistance.
Ministry of Foreign Affairs, Gap Left behind.
Martínez-Álvarez et al., “Is Development Assistance for Health Fungible?”
El Kadi, “Decolonising Development Studies.”
Briggs and Weathers, “Gender and Location.”

ORCID
Zunera Rana

http://orcid.org/0000-0003-0457-7977

Bibliography
Alesina, Alberto, and David Dollar. “Who Gives Aid to Whom and Why?” Journal of Economic Growth 5,
no. 1 (2000): 33–63.
Barnett, Richard R. “Preference Revelation and Public Goods.” In Current Issues in Economics, edited by
P. M. Jackson, 94–131. London: Palgrave, 1992.
Baydag, Rena Melis, Stephan Klingebiel, and Paul Marschall. Shaping the Patterns of Aid Allocation: A
Comparative Analysis of Seven Bilateral Donors and the European Union. Discussion Paper. Bonn,
Germany: German Development Institute, 2018.
Berthélemy, Jean-Claude. “Aid Allocation: Comparing Donors’ Behaviours.” Swedish Economic Policy
Review 12, no. 2 (2006): 75–110.
Berthélemy, Jean-Claude. “Bilateral Donors’ Interest vs. Recipients’ Development Motives in Aid
Allocation: Do All Donors Behave the Same?” Review of Development Economics 10, no. 2 (2005):
179–194.
Bourgois, Philippe. “Decolonising Drug Studies in an Era of Predatory Accumulation.” Third World
Quarterly 39, no. 2 (2018): 385–398. doi:10.1080/01436597.2017.1411187.
Briggs, Ryan C. “Does Foreign Aid Target the Poorest?” International Organization 71, no. 1 (2017):
187–206. doi:10.1017/S0020818316000345.
Briggs, Ryan C. “Leaving No One behind? A New Test of Subnational Aid Targeting.” Journal of
International Development 30, no. 5 (2018): 904–910. doi:10.1002/jid.3357.
Briggs, Ryan C, and Scott Weathers. “Gender and Location in African Politics Scholarship: The Other
White Man’s Burden?” African Affairs 115, no. 460 (2016): 466–489. doi:10.1093/afraf/adw009.

56

Z. RANA AND D.-J. KOCH

Bulíř, Aleš, and A. Javier Hamann. “Volatility of Development Aid: From the Frying Pan into the Fire?”
World Development 36, no. 10 (2008): 2048–2066. doi:10.1016/j.worlddev.2007.02.019.
Capan, Zeynep Gulsah. “Decolonising International Relations?” Third World Quarterly 38, no. 1 (2017):
1–15. doi:10.1080/01436597.2016.1245100.
Clist, Paul, Alessia Isopi, and Oliver Morrissey. “Selectivity on Aid Modality: Determinants of Budget
Support from Multilateral Donors.” The Review of International Organizations 3, no. 7 (2012):
267–284. doi:10.1007/s11558-011-9137-2.
Dieleman, Joseph L., Casey M. Graves, and Michael Hanlon. “The Fungibility of Health Aid:
Reconsidering the Reconsidered.” Journal of Development Studies 12, no. 49 (2013): 1755–1762.
doi:10.1080/00220388.2013.844921.
Dollar, David, and Lant Pritchett. Assessing Aid: What Works, What Doesn’t and Why? Policy Research
Report. Washington, DC: World Bank, 1998.
Dreher, Axel, Peter Nunnenkamp, and Rainer Thiele. “Does US Aid Buy UN General Assembly Votes?
A Disaggregated Analysis.” Public Choice 136, no. 1–2 (2008): 139–164. doi:10.1007/s11127-008-9286-x.
El Kadi, Tin Hinane. “Decolonising Development Studies.” November 27, 2017. http://blogs.lse.ac.uk/
africaatlse/2017/11/27/decolonising-development-studies
Garg, Charu C., David B. Evans, Tania Dmytraczenko, José-Antonio Izazola-Licea, Viroj
Tangcharoensathien, and TessaTan-Torres Ejeder. “Study Raises Questions about Measurement of
‘Additionality’ or Maintaining Domestic Health Spending amid Foreign Donations.” Health Affairs
31, no. 2 (2012): 417–425. doi:10.1377/hlthaff.2008.0815.
Harper, Sarah E. “The Fungibility of Aid Earmarked for HIV/AIDS Control Programs.” World Development
40, no. 11 (2012): 2263–2274. doi:10.1016/j.worlddev.2012.06.009.
Herfkens, Eveline, and Mandeep Bains. Reaching Our Development Goals: Why Does Aid Effectiveness
Matter? OECD, 2007. http://www.oecd.org/dac/effectiveness/40987004.pdf
Hilhorst, Thea, and Nynke Douma. Fond de Commerce? Sexual Violence Assistance in the Democratic
Republic of Congo. Research Brief. Wageningen, The Netherlands: Wageneningen University,
Disaster Studies, 2012.
Hillier, Debbie. “Insurance Hits Peak Hype in the Aid & Development Biz – But What Do We
Really Know?” May 10, 2018. https://oxfamblogs.org/fp2p/insurance-hits-peak-hype-in-the-aiddevelopment-biz-but-what-do-we-really-know/
Jovanovski, Tihomir, and Mehmed Muric. “The Phenomenon of Lag in Application of the Measures of
Monetary Policy.” Economic Research-Ekonomska Istraživanja 24, no. 2 (2011): 154–163. doi:10.1080
/1331677X.2011.11517463.
Khailji, Nasir M., and Ernest M. Zampelli. “The Fungibility of US Assistance to Developing Countries
and the Impact on Recipient Expenditures: A Case Study of Pakistan.” World Development 19, no. 8
(1991): 1095–1105. doi:10.1016/0305-750X(91)90127-4.
Koch, Dirk-Jan. Aid from International NGOs: Blind Spots on the Map of Aid Allocation. Abingdon:
Routledge, 2009.
Koch, Svea, Stefan Leiderer, Jörg Faust, and Nadia Molenaers. “The Rise and Demise of European
Budget Support: Political Economy of Collective European Union Donor Action.” Development
Policy Review 35, no. 4 (2017): 455–473. doi:10.1111/dpr.12190.
Leiderer, Stefan. Fungibility and the Choice of Aid Modalities – The Red Herring Revisited (August
2012). UNU-WIDER Working Paper No. 2012/68. Available at SSRN: https://ssrn.com/ab
stract=2362349 or doi:10.2139/ssrn.2362349.
Lu, Chunling, Matthew T. Schneider, Paul Gubbins, Katherine Leach-Kemon, Dean Jamison, and
Christopher J. L. Murray. “Public Financing of Health in Developing Countries: A Cross-National
Systematic Analysis.” The Lancet 375, no. 9723 (2010): 1375–1387. doi:10.1016/S01406736(10)60233-4.
Martínez-Álvarez, Melisa, Josephine Borghi, Arnab Acharya, and Anna Vassall. “Is Development
Assistance for Health Fungible? Findings from a Mixed Methods Case Study in Tanzania.” Social
Science & Medicine 159 (2016): 161–169. doi:10.1016/j.socscimed.2016.05.006.
McGillivray, Mark, and Oliver Morrissey. “Aid Fungibility in Assessing Aid: Red Herring or True Concern.”
Journal of International Development 12, no. 3 (2000): 413–428. doi:10.1002/(SICI)10991328(200004)12:3<413::AID-JID659>3.0.CO;2-P.

Third World Quarterly

57

McGillivray, Mark, and Oliver Morrissey. “Aid Illusion and Public Sector Fiscal Behaviour.” Journal of
Development Studies 37, no. 6 (2001): 118–136. doi:10.1080/713601086.
Ministry of Foreign Affairs. The Gap Left behind: An Evaluation of the Impact of Ending Aid. The Hague:
International Research and Policy Evaluation Directorate (IOB), 2016.
Morrissey, Oliver. “Fungibility, Prior Actions, and Eligibility for Budget Support.” Chapter 16 in Budget
Support as More Effective Aid? Recent Experiences and Emerging Lessons, edited by Stefan Koeberle,
Zoran Stavreski and Jan Wallister, 333–343. Washington, DC: The World Bank, 2006.
OECD. Recent Trends in Official Development Assistance to Health. Paris: Organisation for Economic
Co-operation and Development, 2005.
Ohno, Izumi, and Yumiko Niiya. “Good Donorship and the Choice of Aid Modalities: Matching Aid with
Country Needs and Ownership.” Tokyo: GRIPS Development Forum (2004). https://www.semantic
scholar.org/paper/Good-Donorship-and-the-Choice-of-Aid-Modalities-Aid-Ohno-Niiya/5f75de39
63f4db50c9edc7554f2817bfd10f7233
Ooms, Gorik, Kristof Decoster, Katabaro Miti, Sabine Rens, Luc Van Leemput, Peter Vermeiren, Wim
Van Damme, et al. “Crowding out: Are Relations between International Health Aid and Government
Ealth Funding Too Complex to Be Captured in Averages Only?” The Lancet 375, no. 9723 (2010):
1403–1405. doi:10.1016/S0140-6736(10)60207-3.
Pack, Howard, and Janet Rothenberg Pack. “Foreign Aid and the Question of Fungibility.” The Review
of Economics and Statistics 75, no. 2 (1993): 258–265. doi:10.2307/2109431.
Pack, Howard, and Janet Rothenberg Pack. “Is Foreign Aid Fungible? A Case of Indonesia.” The
Economic Journal 100, no. 399 (1990): 188–194. doi:10.2307/2233602.
Pettersson, Jan. “Foreign Sectoral Aid Fungibility, Growth and Poverty Reducation.” Journal of
International Development 19, no. 8 (2007): 1074–1098. doi:10.1002/jid.1378.
Rawls, John. A Theory of Justice. Cambridge, MA: Harvard University Press, 1971.
Sijpe, Nicolas Van de. “Is Foreign Aid Fungible? Evidence from the Education and Health Sectors.”
World Bank Economic Review 27, no. 2 (2013): 320–356.
Spiegel, Samuel, Hazel Gray, Barbara Bompani, Kevin Bardosh, and James Smith. “Decolonising Online
Development Studies? Emancipatory Aspirations and Critical Reflections – A Case Study.” Third
World Quarterly 38, no. 2 (2017): 270–290. doi:10.1080/01436597.2016.1256767.
Swedlund, Haley J. The Development Dance: How Donors and Recipients Negotiate the Delivery of
Foreign Aid. London: Cornell University Press, 2017.
Telford, John, John Cosgrave, and Rachel Houghton. Joint Evaluation of the International Response to
the Indian Ocean Tsunami. Synthesis Report, London: Tsunami Evaluation Coalition, 2007.
Thiele, Rainer, Peter Nunnenkamp, and Axel Dreher. “Do Donors Target Aid in Line with the Millennium
Development Goals? A Sector Perspective of Aid Allocation.” Review of World Economics, 143, no. 4
(2007): 596–630. doi:10.1007/s10290-007-0124-x.
Wagstaff, Adam. “Fungibility and the Impact of Development Assistance: Evidence from Vietnam’s
Health Sector.” Journal of Development Economics 1, no. 94 (2011): 62–73. doi:10.1016/j.jdeveco.2010.01.004.
White, Howard N., and A. Geske Dijkstra. Programme Aid and Development: Beyond Conditionality.
London: Routledge, 2003.

