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A B S T R A C T   

This study investigates the link between fungibility and international aid effectiveness by combining quantitative 
and qualitative methods; using state-of-the-art statistical analysis with in-depth interviews with key stake-
holders, it provides deeper insights into fungibility and its drivers. It uses a different starting point than most 
studies on fungibility, namely that fungibility might actually be quite positive to achieve Sustainable 
Development Goals (SDGs). It contributes empirically to the debate on aid effectiveness and fungibility with 
respect to Pakistan, one of the largest recipients of Official Development Aid (ODA) over the past decades. 
Findings suggest that there is an inverted U-shaped relationship between aid inflows and government devel-
opment expenditures. While development expenditures of the government rise initially with aid inflows, ex-
penditures actually decline with higher aid levels. Looking at the interviews for the case of Pakistan, we can 
conclude that this higher level of fungibility with higher aid inflows might actually be good news for recipient 
countries, as valid reasons to reallocate the original allocations also emerged. Our main policy implication is that 
donors and recipient governments should collaborate more on the allocation and redistribution of funds to 
ensure successful progress towards the SDGs with minimal loss of scarce resources.   

1. Introduction 

Development aid has been an important source of funding for the 
governments of developing countries. A large number of public finance 
and development theories assume that the governments receiving ear-
marked aid would try to prioritise and maintain their relative spending 
across sectors (Dieleman, Graves, & Hanlon, 2013). McGillivray and 
Morrissey (2001) reasoned that one way of achieving this target is 
through reallocating government revenues. If this is the case, it means 
that aid earmarked for a specific sector tends to crowd out sector-spe-
cific government spending, resulting in fungibility (Dieleman et al., 
2013); this fungibility is the main focus of this article. 

Studies on foreign aid have largely established empirically that aid 
is usually fungible, which often raises questions about the effectiveness 
of aid given to those developing countries where fungibility of devel-
opment assistance exists (Lu, Schneider, Gubbins, Leach-Kemon, 
Jamison, & Murray, 2010). Consequently, the phenomenon of fung-
ibility is frequently regarded in the development literature as some-
thing negative3 that needs to be controlled or eradicated. The negative 
view about fungibility usually stems from the assumption that donors 

know better and that high levels of corruption in developing countries 
are the source of a lack of progress. This concept often originates from a 
colonial or patronising perspective (Rana & Koch, 2020). In this paper, 
this premise is challenged, and it is established that fungibility of de-
velopment aid can be positive in nature, and it might sometimes be 
necessary, especially when keeping the SDGs as a yardstick. 

The main research question here is this: What is the role of the 
fungibility of development aid in successfully progressing towards the 
SDGs? Through this research, fungibility of development aid from the 
perspective of the donors as well as the recipient countries is analysed 
and it is established that fungibility of aid can be positive in nature, and 
it might be necessary for efficient achievement of the SDGs. Based on 
the work of Rana and Koch (2020), it is hypothesized that fungibility 
can be positive in nature if i) the marginal value added in the alternate 
sector is higher than in the intended sector, ii) redistribution of funds 
leads to a decrease in inequality and regional disparities, and iii) tem-
poral delays help in cushioning the effects of the volatility of aid. 

The literature on aid fungibility is based largely on quantitative 
research and is usually subject to problems of missing/incomplete data, 
resulting in major limitations when interpreting results. Therefore, for 
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this analysis, a mixed-method approach is used where initially a 
quantitative model is developed to determine the fungibility of devel-
opment aid and then nuance the results through semi-structured in-
terviews with experts to understand the nature of the fungibility found 
in the quantitative model. As a case study, this study focuses on 
Pakistan, which has been one of the major recipients of development 
aid in the past decades despite having low-quality governance and a 
fluctuating economic growth rate. 

Thus, this study contributes in three ways to the literature on 
fungibility. Firstly, it contributes methodologically to the fungibility 
and aid literature by using a mixed-methods approach, whilst the 
fungibility literature has been mostly quantitative until now. By com-
bining state-of-the-art statistical analysis with in-depth interviews with 
key stakeholders, it provides deeper insights into fungibility and its 
drivers. Secondly, on a theoretical level, this study uses a quite radically 
different starting point, namely that fungibility might actually be quite 
positive if the attainment of SDGs is employed as a yardstick. Lastly, 
this study contributes empirically to the aid effectiveness and fung-
ibility debate with respect to Pakistan, one of the largest recipients of 
ODA over the past decades. 

This paper is divided into seven sections. In the first section, a brief 
overview of the research questions is given; section II gives the his-
torical background of development aid coming to Pakistan over the 
years and how it has been utilized in light of positive fungibility. 
Section III analyses the relevant literature for aid fungibility while 
section IV discusses the theoretical framework. The following section, 
Section V, elaborates on the methodology of the paper in detail while 
explaining the need for a mixed-method approach, while the results are 
discussed in section VI and then discusses the results. Section VII dis-
cusses the generalization of the results and their validity and concludes 
the paper by looking at the limitation and policy implications of this 
study and recommendation for future research. 

2. Background 

Before diving deeper into the analysis, it is important to have a brief 
overview of Pakistan in context of the topic at hand. In this section, the 
role of Pakistan as one of the main aid recipients of the past decades is 
explained to understand why Pakistan forms an interesting country to 
analyse for fungibility. 

2.1. Development aid to Pakistan: A brief history 

Pakistan has relied heavily on foreign aid since its independence in 
1947; because of this it has been used frequently as a case study for 
research on aid effectiveness (Anwar, 2007). The literature related to 
foreign aid to Pakistan is typically focused on the macroeconomic im-
pact of aid on growth and indebtedness, and the political implications 
of being an aid recipient. Fig. 1 demonstrates large fluctuations in aid 
inflows into Pakistan. Despite the fact the Pakistan has, on average, 
received approximately $1.476 billion4 in development between 1980 
and 2017, there has been almost no discussion on the fungibility of aid 
in Pakistan except for one paper by Khilji and Zampelli (1991). These 
authors concluded that the government of Pakistan treated foreign aid 
as a fully fungible resource. 

Pakistan has been a major recipient of development aid for the past 
few decades. For example, between 2010 and 2017, Pakistan was the 
fifth largest ODA recipient, with a total share of 2% of net ODA re-
cipients (OECD, 2019). Some of the major bilateral donors of devel-
opment aid to the country include Japan, the United States, the Paris 
Club (the EU, UK, Germany, Spain, and Italy), Saudi Arabia, and China 
(Economic Affairs Division, 2018). However, most of the aid coming to 

Pakistan is from multilateral donors, including the Asian Development 
Bank, the World Bank, the Islamic Development Bank, and the United 
Nations. In general, in 2017–2018, of total aid to Pakistan, the amount 
of project aid (34%) was lower than non-project aid (66%), with 95% of 
total economic assistance coming in the form of loans and only 5% as 
grants (Economic Affairs Division, 2018). 

Between 2010 and 2017, the focus of aid to Pakistan has mostly 
revolved around education, the health sector, and government and civil 
society interventions. There has been very little focus on the water and 
sanitation sector, the environmental sector, or peace and conflict re-
solution projects, as can be seen in Fig. 2. With respect to energy-related 
aid, large fluctuations are apparent, with a fivefold increase between 
2013 and 2014 and then a decline. Looking at these figures, it would 
make sense that the Pakistani government does not complement the aid 
it receives in education and health but rather moves its funds to sani-
tation or conflict resolution-related projects, which might have a 
greater impact considering the political and economic situation of the 
country. This decision of the government might lead to fungibility that 
is necessary for efficient achievement of the SDGs. 

In comparison to sectoral distribution, the geographical distribution 
of aid to Pakistan has been fluctuating over the years. In absolute terms, 
the province of Punjab has always received more attention from donors, 
while Baluchistan seems to be the most neglected province. Similarly, 
when dividing aid per capita (using population estimates of 2017), the 
data shows that donors largely favoured the province of Punjab be-
tween 2013 and 2017 while largely ignoring Baluchistan and the pro-
vince of KPK (the average aid for all provinces seems to have increased 
in 2017/18 as can be seen in Fig. 3. 

When distribution of aid by donors is uneven, the government of 
Pakistan should consider stepping in to provide funding to provinces 
where funding is relatively low in comparison to those where ample 
foreign aid is coming in, which could lead to fungibility that would be 
positive in nature. 

There has always been a difference between the commitments and 
disbursements of aid to Pakistan. According to statistics from the OECD 
creditors reporting system, on average, between 2003 and 2017, this 
difference has been $879 million, i.e. the commitments were $879 
million more than the disbursements during the period under con-
sideration. This variance is quite significant, especially when it is 
looked at on a yearly basis, and it can greatly disrupt the budget 
planning of a developing country like Pakistan, which has a certain 
dependence on foreign development assistance. For example, in 2003, 
the commitments were at US $8.297 billion while the disbursements 
were US $ 3.3 billion only (OECD creditors reporting system, 2019), 
leading to a fiscal gap of almost US $ 4.996 billion. Under such cir-
cumstances, the government of Pakistan can withhold its own funds in 
the years when the disbursements are higher than the commitments in 

Fig. 1. ODA to Pakistan, 1980–2017 (Source: OECD, creditors reporting 
system). 

4 Average calculated by the lead author based on data from the OECD cred-
itors reporting system (2019). 
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order to compensate for years when disbursements are very low, 
leading to positive fungibility. 

2.2. Economic and political situation 

In comparison to ODA, the average government development ex-
penditures were approximately 1250 million dollars5 between 1980 
and 2017, with significant periods of very low development ex-
penditures by the government, especially between 1994 and 2001, 
when the country faced political and economic turmoil after conducting 
nuclear tests. The nuclear tests resulted in economic sanctions by the 
US, which further led to a hold-up of loans by the IMF and World Bank 

along with the introduction of trade barriers and suspension of eco-
nomic development assistance (Malik, 2012). During this time, the 
focus of the government shifted away from development expenditures 
and more towards economic stability, which brought development 
projects to a halt. 

The economic instability of Pakistan can be judged from the fact 
that since 1958 the country has been under 21 IMF loan programs 
(including structural readjustment programs), 10 of which are con-
sidered bailout packages (Pakistan and the IMF, 2019). Structural re-
adjustment programs and other bailout packages by the IMF come with 
conditionalities that focus on reducing government deficits and putting 
a ceiling on government borrowing in order to ensure that the recipient 
country is able to repay its debts (IMF, 2019). In the case of Pakistan, 
this resulted in the country reducing its subsidies on utilities, closure of 
public-sector industries, reduction in development expenditures, and 
improving exports of cash crops (Bhutta, 2001). 

The economic instability worsened for Pakistan since the war on 
terror that started in Afghanistan in 2001 and led to internal military 
operations within the country as the threat of terrorism increased. The 
country faced serious political, economic, socio-economic, and security 
consequences as it became the largest host of Afghan refugees while 
itself becoming a victim of terrorism; this led to a significant reduction 
in economic and trading activities (Economic Survey of Pakistan, 
2017b). 

The deteriorating political and economic condition, along with poor 
governance, institutionalized corruption, growing militancy, and lack 
of representation, have led to the failure of successive structural ad-
justment programs by the IMF (Bhutta, 2001), and this has put into 
question the credibility of Pakistan for its effective use of aid. For this 
reason, it is believed for this paper that Pakistan would be an inter-
esting case study to dig deeper into the use and effectiveness of de-
velopment aid and its fungibility. The fungibility of development aid in 
Pakistan is further discussed in the next sections. 

3. Fungibility and aid effectiveness: A succinct overview of the 
literature 

The literature on aid fungibility either discusses fungibility with 
respect to sectoral aid (Pettersson, 2007; Lu et al., 2010; Wagstaff, 
2011; Álvarez & Acharya, 2012; Harper, 2012; Dieleman et al., 2013, 
2016; Sijpe, 2013) or governmental aid (Pack & Pack, 1990, 1993; 
Khilji & Zampelli, 1991; McGillivray & Morrissey, 2000;). At the sec-
toral level, Lu et al. (2010), for example, found fungibility of devel-
opment aid in the health sector, while Sijpe (2013) found fungibility in 

Fig. 2. Sector-wise Distribution of Aid to Pakistan (Source: OECD creditors reporting system).  

Fig. 3. Provincial External Aid (Per Capita & Absolute). Source: Estimates of 
foreign assistance, Ministry of Finance (2013–2018). 

5 Average calculated by the lead author based on data from Annual Budget 
Statements of Pakistan (1980–2017). 
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both the health and education sectors. Both at the sectoral and gov-
ernmental levels, fungibility of development aid is typically viewed as 
reducing aid effectiveness, and usually stricter measures and policies 
for the recipient countries are proposed to improve the usefulness of 
aid. 

While there is quite extensive academic material on the fungibility 
of aid, there has been less attention to the effects of fungibility on aid 
effectiveness. Some authors have focused on it directly, others in-
directly. Those looking at the effectiveness of fungibility indirectly have 
questioned the intent of the donors, their political consideration, and 
aid fragmentation (Dreher, Nunnenkamp, & Thiele, 2008; Bermeo, 
2011; Gehring, Michaelowa, Dreher, & Spoerri, 2015). This strand of 
the literature indicates that aid allocation by the donors depends on 
political affiliations, ideologies, and the historical background of the 
recipient countries/governments. For example, Boone (1996) con-
cluded that aid effectiveness is higher in liberal regimes where the in-
fant mortality rate is almost 30% lower than in less free regimes mainly 
because the poor are slightly more empowered in liberal regimes de-
spite the fact that political elites tend to enjoy the most benefit from aid 
programs. Yet donors don’t focus their aid necessarily on those coun-
tries where effectiveness is higher. 

Zoundi (2015) focused directly on the aid effectiveness of fung-
ibility. He highlighted that in highly aid-dependent countries, aid is 
used to reduce government deficits instead of financing government 
expenditures. Countries that are less dependent on aid have a higher 
spending capacity. Iqbal (1997) also found that foreign capital flow into 
the public sector has a strong impact on non-developmental and social 
expenditures and almost no impact on development expenditures. His 
paper also concluded that foreign assistance causes a shift in govern-
ment spending away from development projects and towards non-de-
velopmental expenditures. 

There is another cohort of authors who have focused extensively on 
absorption capacity constraints of the recipients of aid and have argued 
that there is a decline in effectiveness of aid after a certain tipping point 
of aid dependence, the so-called “aid Laffer curve” (Lensink & White, 
1999). Once a tipping point has been reached, recipients start funding 
programs other than the intended programs, which are then claimed to 
be ineffective. However, this has been more theoretically explored than 
empirically tested. It could also be that with high levels of aid depen-
dence in particular sectors, recipients themselves adjust their own al-
locations to sectors with fewer absorption capacity constraints. In the 
empirical model, this inverse U-shaped relationship between develop-
ment aid (ODA) and development expenditures is further tested, 
without assuming that the existence of such a U-shape is necessarily 
negative. 

So, it can be concluded that the fungibility of development assis-
tance is a well proven phenomenon in the development literature. 
However, the discussion on whether fungibility reduces aid effective-
ness is limited, and this research hopes to add this discussion in the 
literature. 

4. Theoretical framework 

This section discusses the theoretical underpinning for setting up 
the criteria for positive fungibility as discussed in Rana and Koch 
(2020). The discussion starts with three broad frameworks under which 
fungibility could be considered positive in nature. Each of the three 
frameworks is discussed briefly below. 

4.1. Welfare effect 

The welfare effect revolves around maximizing the marginal utility 
of government spending between the alternate and intended sector, as 
developed by McGillivray and Morrissey (2001). The main idea here is 
that fungibility can be considered positive if the marginal value added 
in the alternate sector is higher than in the intended sector, especially 

with respect to effective progress towards the SDGs that target different 
sectors. Positive fungibility can lead to more efficient allocation of re-
sources from a comparatively static point of view (Rana & Koch, 2020). 

Using the example from Rana and Koch (2020), let us assume that 
the government of a developing economy divides its expenditures be-
tween two sectors, health and education, in such a way that the utility 
of the government is maximized. Let us further assume that the gov-
ernment receives money in the form of development assistance for 
health. As a result, the government decides to redistribute its own 
funding between the two sectors such that the overall spending ratio 
between the health and education sectors remains the same as before, 
i.e. it diverts its own spending from the health sector to the now un-
derfunded education sector. This means that the development assis-
tance for health is fungible, as the government’s own health funding is 
now redirected to the education sector. It is hypothesized that this 
fungibility would be positive in nature, as it allows for the government 
to maximize its marginal utility and allocative efficiency between the 
two sectors. 

4.2. Redistribution effect 

The same concept as discussed in the previous section can be ex-
amined with respect to redistribution. Let us assume that the donor 
gives health aid to an easy-to-reach province, whereas there is another 
province that is underfunded. The government can then decide to keep 
the same ratio of health funds in both provinces, i.e. it can divert its 
own funds to the underfunded province when aid comes in, thus re-
sulting in fungibility. In this way, the government makes a choice be-
tween equality and total welfare increase, as discussed by Rawls 
(1971). It is quite possible that the donor might prefer to increase the 
total welfare while the government might be focused more on equality 
of resource allocation. 

It can be concluded that fungibility would be positive if the in-
equalities between the current and alternate region can be reduced 
through reallocation of funds (Rana & Koch, 2020). The redistribution 
aspect is not limited to geographical boundaries (for example between 
regions or provinces) but also may apply to a variety of other ag-
gregations of the population, including gender, ethnicity, and profes-
sion (Rana & Koch, 2020). 

4.3. Institutional inefficiencies 

The political and institutional economy of the donor and the re-
cipient also plays an important role when analysing positive fungibility. 
The donor country has to justify its aid commitments and relevant 
policies to its voters (Green, 2018). The choice of aid allocation by the 
donor might not be that acceptable or even efficient for the recipient 
government, which has to justify its policies to its voters (Rana & Koch, 
2020). 

In a similar vein, the lag between the commitment and disburse-
ment of aid can also be taken into consideration, which further widens 
when the donor faces temporal shocks. Temporal lags could also arise 
due to institutional inefficiencies or to lags regarding information flow, 
recognition, or implementation (Jovanovski & Muric, 2011). As a re-
sult, the budget planning of the recipient government is affected, 
especially when aid forms a significant chunk of its GDP. 

Based on these arguments, it is hypothesized that fungibility can be 
positive if a delay in internal funding by the recipient, in the presence of 
external aid, helps to stabilize funding flow to certain sectors or regions. 

5. Methodology 

The analysis of this research is divided into quantitative and qua-
litative parts, i.e. a mixed-method approach is used in this study. It is 
believed that a mixed-method approach is essential for this kind of 
analysis for two reasons: first, almost all quantitative studies that 
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discuss aid fungibility face the problem of missing or incomplete data; 
this is especially true for developing countries, where data collection is 
not a priority of the government and the data that is available is not 
always reliable. Missing data can sometimes make the results from 
quantitative models unreliable and can result in drawing conclusions 
that might not be completely relevant. Álvarez, Borghi, Acharya, and 
Vassall (2016) also pointed out the problems associated with relying 
only on quantitative models (handling of missing data, endogeneity, 
ambiguity about the direction of causality) and called for more research 
on fungibility using mixed methods. Secondly, a mixed-method ap-
proach helps in getting a more comprehensive picture of aid effec-
tiveness and fungibility, as it allows us to dive deeper into the reasons 
behind the government’s decision-making process for funding prio-
rities. 

The sample country for this study is Pakistan; which was selected 
mainly because it has a long history of receiving development aid (as 
explained in Section 2) along with poor governance, lack of institu-
tional strength, economic and political volatility, and corruption. These 
attributes make Pakistan an interesting case study especially for finding 
positive fungibility. The authors are cognizant of the fact that by fo-
cusing on Pakistan, which is regularly cited as a country that receives 
aid because of geopolitical considerations instead of development 
considerations (Anwar, 2007), the generalizability of the findings might 
be hampered, and it is taken into account in the conclusion section. The 
empirical model and qualitative model is discussed in detail in the 
coming sections. 

5.1. Quantitative model 

In this section, a definition of fungibility is first formulated and then 
an econometric model to determine if fungibility of development aid 
exists in the case of Pakistan is developed. The findings of econometric 
models are then discussed in section 6 and the stark differences in the 
results are compared. 

The quantitative model tries to identify whether fungibility indeed 
existed in Pakistan over the years. There have been several studies 
discussing the effectiveness of foreign aid in Pakistan (Anwar & 
Michaelowa, 2006; Franco-Rodriguez, Morrissey, & McGillivray, 1998; 
Khan & Ahmed, 2007), but there has been only one study on the 
fungibility of foreign aid in Pakistan (Khilji & Zampelli, 1991), which 
was conducted before the introduction of the MDGs and SDGs. In this 
study, the authors try to dive deeper into the problem of fungibility in 
Pakistan by focusing on development aid only, instead of considering 
all foreign aid, as done by Khilji and Zampelli (1991), and then the 
authors try to first establish whether there is fungibility of development 
assistance in Pakistan. In the section that follows, the results are further 
focused to understand the link between development aid and its fung-
ibility and effective progress towards the achievement of SDGs. 

To establish the fungibility of development aid, it is first defined 
based on the definition of van de Sijpe (2013) which establishes that 
development aid is fungible if it leads to a less than one-to-one increase 
in development expenditures, i.e. 

<DevExp
ODA

1

This means that as ODA increases, government development ex-
penditures should also increase by the same amount. If expenditures 
increase by less than the development aid or if they decrease, this in-
dicates fungibility. Using this definition, the data collection process was 
started and data was collected from 1980 to 2017 from multiple sources 
(Table 1). The summary statistics of the variables mentioned below is 
included in Appendix A in Table 3 along with a correlation co-efficient 
matrix (Fig. 4). 

The dependent variable, PubDevExp, consists of total development 
expenditures by the government and excludes foreign aid spent on 
development. Development expenditures in Pakistan consist of multiple 

components; the three main components are the Public Sector 
Development Program (PSDP), the Annual Development Program 
(ADP), and the Benazir Income Support Program (BISP) (Economic 
Survey of Pakistan, 2017a). These expenditures include investment in 
public-sector projects including health, education, climate, water, sa-
nitation, infrastructure, and cash transfers, both at the federal and 
provincial levels. Total expenditures by the government are reported 
under two main heads in the annual budget statement: current ex-
penditures and development expenditures. Current expenditures consist 
of all recurring expenditures including salaries of officials (including 
doctors, teachers, and others working in government institutions), 
maintenance of current projects, interest payments, security, and de-
fence expenditures related to maintenance and personnel. Thus, each 
ministry makes expenditures under both accounting heads. For ex-
ample, an upgrade of a cancer facility at a hospital would be considered 
as a development expenditure, but the salaries of the doctors of the 
facility would be a current expenditure6. 

The financing of development expenditures is done by government 
revenue and foreign aid. For the quantitative model, the foreign aid 
component of development expenditures was subtracted (reported as 
“grants and aid” in the annual budget statement), along with grants for 
defence expenditures (for example the Kerry-Lugar-Berman Act) of the 
US, as grants for defence are not counted as a part of ODA by the OECD. 

Total public development expenditures is considered for the ana-
lysis instead of focusing on a specific sector because of the unavail-
ability of sector-wise data for Pakistan, both for ODA and for govern-
ment expenditures. Public development expenditures gave an 
overarching picture of development activities in all the sectors of the 
country; therefore, the authors believe they are a comprehensive 
measure for the model. By using such a broad variable as the dependent 
variables, the likelihood of encountering fungibility is relatively re-
duced. The variable is also especially interesting for Pakistan because 
its value is negative between 1994 and 2002, meaning that the gov-
ernment was borrowing for development and using the money for 
current expenditures. The negative values can be explained by the po-
litical and economic situation of Pakistan during the period under 
consideration, as the government was on the verge of default on its debt 
and at the same time faced sanctions from the international community 
over testing of a nuclear bomb. 

Using the variables stated above, a multivariate regression equation 
is developed and tested with both an OLS and a dynamic linear model. 
The regression equation is as follows: 

= + + + + + + +

+ +

ODA TRDevExp ODA TR DS UP

Trade GovType Inflation
1 2

2
3 4

2
5 6 7

8 9

As with any time series, the variables were first tested for statio-
narity, but the Augmented Dickey Fuller (ADF) test showed that almost 
all the variables were non- stationary. Looking at the graphs of the 
variables, it was decided to detrend the variables to ensure stationarity. 
As a result, the trend element of the time series was separated using the 
dynamic linear model (DLM) and the residuals of the resulting regres-
sion were tested (the results are included in Appendix A). The DLM 
model showed stationary residuals indicating that this model was trend 
stationary (Table 4 and Table 5). In addition, Brusch pagan and Durbin 
Watson also showed that the results from the DLM were most robust 
(Table 6) of all the regression models making them the most relevant 
for this study. 

In addition to DLM, OLS regression model (Table 7) was also exe-
cuted which showed high autocorrelation and non-stationary residual 
(Appendix B). Therefore, the results of this model are not discussed in 
this section or the next one. In addition, a feasible generalized least 

6 A detailed list of development expenditures under PSDP, ADP, and BISP is 
available on the ministry of finance website. 
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square model (FGLS) and an autoregressive model (AR1) was also 
conducted (included in Annex C in Table 8) but the results came out to 
be insignificant and the problem for autocorrelation persisted in the 
AR1 model, therefore only the results from the DLM model are focused 
in the main analysis and discussion; the rest of the results are included 
in the Appendix only. To make the results from the DLM model more 
robust, Newey–West standard errors were also used to ensure that the 
standard errors were unbiased because of autocorrelation. The results 
are discussed in greater detail in the section 6. 

5.2. Qualitative model 

The second part of this study relies on 127 semi-structured inter-
views8 conducted with experts in Pakistan who are working within the 
Ministry of Finance (economic affairs division) and the Ministry of 
Planning and Development. To explore both sides of the spectrum, 
donors were also interviewed, including representatives from the De-
partment of International Development (DIFD), Australian Aid, and the 
United Nations Development Program’s SDG unit. The selected experts 
had several years of experience in the government sector or with the 
donor organizations. The interview questions were structured along the 
lines of the theoretical framework (Section 2) and empirical models 
established previously. The interview questions were carefully designed 
to reduce bias and to avoid the imposition of preconceived ideas on the 
interviewees. Each interview lasted 30–45 min. The conversations held 
with the government officials were especially interesting because these 
officials were equally critical of the government and their own de-
partment’s performance. 

All interviews (except for two interviews conducted in DIFD head-
quarters in Islamabad9) were recorded and transcribed. The language 
used during the conversation was mostly Urdu (or a mix of Urdu and 
English) because most of the experts were more comfortable speaking 
in the local language. Transcriptions were translated with care to not 
distort the meaning expressed by the interviewees. Software was used 
to transcribe the interviews and code the results. In Annex C the details 
about the departments and dates on which each interview was con-
ducted are included (Table 9). 

The qualitative method is necessary to triangulate the finding fur-
ther because a large number of SDGs focus on long term goals (for 
example improving infant mortality rates) whose results cannot be seen 
quantitatively in a short spam of time (from 2015 to 2020). Therefore, 
interviews with the experts can help validate the results of this study 
and provide a more fine-grained insight in the mechanisms for positive 
fungibility as explained in the theoretical frameworks. The findings of 
the interviews are discussed in the next section following the discussion 
from the quantitative model. 

6. Findings and results 

In this section, the results from the quantitative model are first 
discussed and then further elaborated in light of the expert interviews 
and theoretical framework. 

6.1. Establishing the existence of fungibility in Pakistan: A quantitative 
analysis 

Table 2 shows the results from the DLM and the robust standard 
errors of model 4 using Newey–West standard errors, as represented in 
the last column. All the models have the trend element of the time series 
separated to solve the problem of autocorrelation. (See Tables 3–9). 

Model 1 focuses on the relationship between ODA and public de-
velopment expenditures with only two control variables (total revenue 
and debt servicing). The results of model 1 showed a positive but in-
significant relationship between ODA and public development ex-
penditures. Therefore, more control variables are added in model 2, 
including urban population, trade, and government type. An increase in 
urban population could mean that fewer people live in the villages 
which require more development efforts. Similarly, an increase in trade 
leads to increased revenue for the government, which may result in 
higher development expenditures. The government type variable de-
termines the priorities of the government based on how it came to 
power, which can then affect development expenditures. 

Adding the control variables turned the relationship between ODA 
and public development expenditures negative but still insignificant. To 
explore the relationship further, especially keeping in mind the concept 
of the “aid Laffer curve” (discussed in Section 3), polynomials of second 
degree for ODA (model 3) and total revenue (model 4) are introduced. 
As a result, ODA squared showed a negative and significant result in 
addition to all the control variables becoming significant as well. Once 
the robustness of the standard errors (in model 510) has been adjusted, 
all the independent variables showed significant results. The R squared 
can also be seen improving from model 1 (56%) to model 4 (82%), 
while the residual standard errors have also reduced in each progressive 
model. 

Both OLS (see Annex B) and DLM show a U-shaped curve for total 
revenue, i.e. in model 4 initially an increase of one million dollars in 
total revenue will cause the public development expenditures to fall 
until the minimum value of 15.6 million dollars, after which an increase 
in total revenue will cause the public development expenditures to in-
crease ceteris paribus. This relationship is pretty understandable, 
especially in the case of Pakistan, because an initial increase in revenue 
led to an increase in current expenditures, including interest payments 
and defence affairs, which seemed to have been increasing significantly 
according to the annual budget statements of Pakistan. 

Contrary to total revenue, in model 4 ODA shows an inverse U- 

Table 1 
Variables and Sources.1     

Variable name Abbreviation Source  

Public Development Expenditure (% of GDP) PubDevExp Annual Budget Statements, Ministry of Finance, Pakistan 
Official development assistance (% of GDP) ODA OECD, Creditors Reporting System 
Total revenue (% of GDP) TR Annual Budget Statements, Ministry of Finance, Pakistan 
Urban Population UP World Development Indicators 
Trade (% of GDP) Trade World Development Indicators 
Inflation Inflation World Development Indicators 
Debt servicing (% of GDP) DS Annual Budget Statements, Ministry of Finance, Pakistan 
Government type, where 1 = democracy, 0 = military rule GovType  

1 A table showing summary statistics of each variable can be found in Appendix A.  

7 The number of interviews was dependent on time constraints and the 
availability of officials. 

8 See Annex C for more details. 
9 Electronic devices were not allowed inside the DIFD building because of 

security concerns. 

10 Model 4 and 5 are essentially the same models; the only difference is that 
model 5 is adjusted for standard errors to ensure robustness using Newey West 
standard errors. 
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shaped curve at a 10% significance level, i.e. initially a dollar increase 
in ODA positively affects development expenditures until a maximum 
point of 1.96 million dollars, after which development expenditures 
fall. This inverse U-shaped curve is interesting because the expectation 
was that as ODA increases, development expenditures also increase. 
However, in the case of Pakistan, it is quite evident that initially as 
development aid comes in, there is no fungibility of ODA; however, as 
the amount of ODA increases, the government tends to decrease its own 
development expenditures, thus leading to fungibility. This fungibility 
could be the result of limited absorption and spending capacity of the 
government (Zoundi, 2015), but it could also be the result of deliberate 
government planning. This result is further explored in the qualitative 
section of the paper. 

Looking at other control variables in the regression model 4, the 
results are as expected with the exception of government type. After 
taking the effects of other control variables into account, it can be seem 
that public development expenditures during democratic governments 
will fall by 1.139 million dollars compared to expenditures under 
military rule. This is especially surprising because most of the demo-
cratic donors prefer to give aid to countries that promote democratic 
governments compared to military/authoritarian regimes (Bermeo, 
2011), because the conventional wisdom is that a democratic govern-
ment will have more focus on development. 

Another important thing to note is the change in the value of con-
stant as more control variables are added to the DLM model; which 
indicates that in the initial models, there were missing control variables 
that might be explaining the changes in the dependent variable but the 
value of constant decreases significantly as inflation and the non-linear 
effect of revenue is introduced into the model. 

It was established from this section that a U-shaped relationship 
exists between total revenue and public development expenditures. In 
addition, fungibility of development aid is present in the case of 
Pakistan, and it was concluded that democratic regimes tend to 

decrease public development expenditures more than military regimes. 
These finding were further validated through expert interviews con-
ducted in Pakistan. These interviews also enable us to understand the 
process of fungibility and whether this fungibility can be positive, 
which is discussed in detail in the next section. 

6.2. Positive aid fungibility in Pakistan: A qualitative analysis 

In this section, the results from the quantitative model are nuanced 
further by discussing them in light of semi-structured interviews con-
ducted with experts in Pakistan. The aim of this section is to validate 
the findings and to understand the reasons behind fungibility con-
sidering the three theoretical frameworks: welfare effect, redistribution 
effect, and temporal effects. 

6.2.1. Existence of fungibility in Pakistan 
The quantitative model points out that fungibility of development 

aid is prevalent in the case of Pakistan. Almost all the interviewees 
agreed that fungibility is present and discussed it with respect to 
changes in government spending patterns. One of the interviewees from 
the Ministry of Finance pointed out that the problem of absorption 
capacity within the government is structural. He stated that a large 
number of projects in Pakistan are not demand driven but rather are 
donor driven; for example, the World Bank carried out a project in 
Indonesia and wanted to replicate it in Pakistan without knowing the 
ground realities there. The interviewee pointed out that locals might 
not even be in need of what the project is offering, but the government 
does not assess the need of the people; instead, as soon as a project 
comes in, the government decides to take it. None of the proposed 
foreign aid projects are rejected (interview with representative of 
Ministry of Finance, 2019). As a result, the interviewee stated that the 
government is not able to absorb the complete foreign assistance that it 
receives because it lacks the institutional capacity to do so, resulting in 
decreased development expenditures over time (interview with re-
presentative of Ministry of Finance, 2019). This appears to confirm the 
findings from the quantitative analysis. 

When questioned about the relationship between total revenue and 
development expenditures, one of the interviewees from the federal 
SDG unit pointed out that an increase in revenue would usually first 
trigger an increase in current expenditures compared to development 
expenditures (this is not something that was detected in the quantita-
tive model). According to the interviewee, this is because a higher 
current expenditure can improve the capacity of existing facilities; for 
example, instead of upgrading the building of a hospital, which would 
require a couple of years, the government can hire additional doctors to 
show quicker results to voters (interview with representative of federal 
SDG unit (1), 2019). Therefore, the impact of increased revenue on 
development expenditures can be delayed depending on the priorities 
of the government. 

Now that the presence of fungibility for aid in Pakistan is qualita-
tively analysed, let us look at the three reasons that were identified in 
the theoretical section (Section 2) that can make fungibility potentially 
positive11. 

6.2.2. Welfare effect 
In the theoretical framework it is established that fungibility could 

be positive if the marginal value added in the alternate sector is higher 
than in the intended sector. In the interviews that were conducted, this 
framework was looked at in light of the SDGs. Thus, it is hypothesized 
that to effectively achieve the SDGs, it is imperative for the government 
to maximize the marginal value added to each sector, which leads to 
positive fungibility. 

Table 2 
Dynamic Linear Regression Model.        

PUBDEVEXP DLM NW-SE  

(1) (2) (3) (4) (5)  

ODA 0.241 −0.180 1.095 1.090 1.090*  
(0.346) (0.278) (0.714) (0.720) (0.533) 

I(ODA2)   −0.271* −0.278* −0.278***    

(0.141) (0.143) (0.073) 
TR −0.123 −0.135 −0.182 −3.068* −3.068*  

(0.175) (0.158) (0.153) (1.696) (1.550) 
I(TR2)    0.098* 0.098*     

(0.056) (0.050) 
DS −0.022*** −0.013*** −0.011*** −0.010** −0.010*  

(0.004) (0.004) (0.004) (0.004) (0.005) 
UP  1.104*** 1.293*** 1.287*** 1.287***   

(0.233) (0.243) (0.236) (0.297) 
Trade  0.138 0.188** 0.101 0.101   

(0.082) (0.083) (0.098) (0.128) 
GovType  −0.950** −1.073** −1.139** −1.139***   

(0.441) (0.427) (0.430) (0.264) 
Inflation    0.053 0.053     

(0.059) (0.056) 
Trend 0.030 −1.465*** −1.714*** −1.719*** −1.719***  

(0.036) (0.317) (0.330) (0.319) (0.405) 
Constant 5.392 −19.144*** −25.065*** −1.355 −1.355  

(3.285) (6.770) (7.175) (15.188) (11.789) 
Obs 38 38 38 38  
R2 0.557 0.767 0.793 0.820  
Adjusted R2 0.504 0.713 0.737 0.753  
Res. Std. Error 1.302  

(df = 33) 
0.990  
(df = 30) 

0.948  
(df = 29) 

0.918  
(df = 27)  

F Statistic 10.384***  

(df = 4; 
33) 

14.114***  

(df = 7; 
30) 

13.929***  

(df = 8; 
29) 

12.287***  

(df = 10; 
27)  

Note: *p  <  0.1; **p  <  0.05; ***p  <  0.01.  

11 Please see appendix C for details about the interviewers and their opinion 
about fungibility specifically. 
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According to officials of the Punjab SDGs unit, the government of 
Pakistan has adopted the SDGs as its national development plan, i.e. “all 
the development expenditure is done in such a way that it caters to one 
or more SDGs” (interview with representative of Punjab SDG unit, 
2019). The interviewee stated that the prioritisation of SDGs is done on 
a provincial level and is said to be based on four criteria: width (number 
of people being affected by the intervention), level of urgency (in 
comparison to the set target), dispersion effect (number of villages that 
can be affected by the intervention), and the level of the multiplier 
effect (the number of targets that can be catered to with the interven-
tion) (interview with representative of Punjab SDG unit, 2019). 

On the federal level, the officials specified that the focus of gov-
ernment expenditures on certain SDGs is also highly politicised. For 
example, the previous government was more focused on SDG 9, espe-
cially infrastructure, while the current government wants to divert 
funding to SDG 3, health with a special focus on stunting and mal-
nutrition in children (interview with representative of federal SDG unit 
(2), 2019). Based on the priorities of the government, the funds are 
usually diverted and distributed among different sectors. 

Most of the development projects are conducted based on matching 
grants, in which a part of the project is financed by the government and 
the other part by the donor (interview with representative of Punjab 
SDG unit, 2019). Interviewees stated that these development projects 
are evaluated regularly, and funds are “re-appropriated” by the gov-
ernment away from projects that are performing poorly and towards 
projects where the impact is greater (interview with representative of 
Ministry of Finance, 2019). The authors were informed in one of the 
interviews that most of the re-appropriation is done to finance bigger 
projects with multilateral donors, for example the Asian Development 
Bank or the World Bank. If there is a smaller project that has not kick- 
started after six months while a bigger project with a multilateral or-
ganization is in the pipeline, the evaluation committee usually moves 
the money to fund the project with the multilateral organization (in-
terview with representative of Ministry of Finance, 2019). For example, 
the government coordinated with the provinces for the polio campaign 
and ensured that funds were available for this project; to ensure fi-
nancing for such a big project, money was diverted away from smaller 
projects which had not kick-started after six months (interview with 
representative of Economic Affairs Division, 2019). 

When analysing the money trail and volume of funds of the 
Pakistani government, it is very important to consider the time period 
during which the fungibility of aid is being observed (interview with 
representative of macroeconomic section, Ministry of Finance, 2019). 
For example, there was a time in Pakistan when “a bomb blast was 
happening every day in the country” and the threat of terrorism was 
very high. During this time, the development budget was decreased 
significantly, and funds were moved towards the security and defence 
sector as the government had to readjust its priorities (interview with 
representative of macroeconomic section, Ministry of Finance, 2019). 
The marginal value added in the defence sector was considered higher 
than in the development sector, and the fungibility of funds was almost 
unavoidable. 

Similarly, during the time periods when the government was under 
IMF programs, the focus was shifted away from development and to-
wards decreasing the budget deficit, leading to a decrease in develop-
ment expenditures (interview with representative of Ministry of 
Finance, 2019). Moreover, there has been constant devaluation of the 
Pakistani rupee since 1988 (when Pakistan started the IMF program), 
which undermines the contribution made by the government in de-
velopment projects (interview with representative of Ministry of 
Finance, 2019) as the value of the rupee decreases. In such a case, 
fungibility of development aid might not actually exist, but it could give 
the illusion of fungibility as the currency devalues. A similar concept 
was discussed by Morrissey (2001) under the term of “unintended 
fungibility”, which arises due to analysing the allocative aspect of funds 
without paying attention to the budgetary process. 

Most of the development aid currently coming to Pakistan is in the 
form of soft loans instead of grants; this requires both the repayment of 
the principal and interest payments (interview with representative of 
Ministry of Finance, 2019). Both interest payments on the development 
loans and repayment of the principal (which is made in dollar terms) 
are recorded in the annual budget statement as current expenditures 
instead of development expenditures even though the initial funds were 
used for development projects. This can lead to a decrease in govern-
mental development expenditures by the amount of interest payments 
and principal repayment as the amount of ODA increases. Therefore, 
initially, as ODA increases, development expenditures also increase, but 
over time, as the government starts to repay the loans and interest on 
them, it moves those funds away from development expenditures and 
under the head of current expenditures. 

In sum, from the interviews we found that in some instances, the 
fungibility was positive when looking at it from the welfare angle, e.g. 
the government moved funds away from projects where marginal value 
added was lower and towards bigger projects with multilateral donors 
that would have a higher marginal impact on progress towards the 
SDGs. Similarly, the inverse U-shaped relationship between ODA and 
development expenditures that was observed in the empirical model 
and also discussed in the literature review can also be seen in the in-
terviews, as most of the aid comes in the form of loans and so a decrease 
in development expenditures is unavoidable as interest payments in-
crease along with loan repayments. In addition, the fungibility of aid 
was unavoidable at some points because of special economic (interest 
payments) and security concerns beyond the direct control of the 
government. That being said, it is also important to note that allocation 
and reallocation of funds is also based on political priorities, and so 
fungibility could also sometimes be a result of government changes 
instead of increasing welfare between sectors. This kind of fungibility 
could then lead to an inefficient allocation of scarce resources and could 
be negative in nature, but not necessarily so. 

6.2.3. Redistribution effect 
The second theoretical framework establishes that fungibility is 

positive in nature if the inequality between alternate and intended re-
gions can be reduced. This encompasses not just the geographic 
boundaries but also ethnic, gender, population aggregation, and other 
similar aspects. The authors therefore hypothesize that to efficiently 
achieve the SDGs, the government might need to redistribute its funds 
between alternate and intended regions, which leads to positive fung-
ibility of aid. 

To reduce disparities between regions, the government of Pakistan 
made an amendment in the constitution of the country in 2010 and 
gave greater fiscal autonomy to the provinces. Under the so-called 18th 
amendment, the provincial governments got the right to select their 
own priority areas for development expenditures and the ability to 
borrow money or receive aid from donors directly without the in-
volvement of the federal government (18th Amendment Bill, 2010)12. 

Each province is given a fixed quota from the federal government 
that is decided through mutual consensus of all the provinces. The 
donors then choose to work in collaboration with the provincial gov-
ernment and local NGOs on a variety of development agendas under the 
broader theme of SDGs (interview with representative of Punjab SDG 
unit, 2019). The donors usually prefer to work in areas where the se-
curity risks are comparatively low, and so some of the regions are re-
latively neglected by the donors, especially within the provinces of KPK 
and Baluchistan, where security threats have existed in the past. To 
reduce this regional disparity, the government decided to give addi-
tional funds (partially available because of donor money in the Punjab 
region) to both the provinces under the themes of the “war on terror” 

12 http://lgkp.gov.pk/wp-content/uploads/2014/03/Full-text-of-18th- 
Amendment-Bill.pdf. 
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and “additionality by federal government”, respectively 
(Implementation of NFC Awards, 2011)13. For example, in 2016–17, 
the total amount of foreign assistance for development received by the 
province of Punjab was approximately 113.5 billion rupees (487.06 
rupees per capita) (Annual Development Plan Punjab, 2017); in com-
parison to this, the province of KPK received development assistance of 
only 36 billion rupees (174.4 rupees per capita) (Annual Development 
Plan KPK, 2017). Thus, the federal government stepped in to ensure 
that regional disparities did not increase because of a foreign aid gap. 

As far as social and population-related issues are concerned, the 
government has played little or no role. Most of the development pro-
jects related to gender and women’s empowerment are being carried 
out by UNICEF in coordination with local implementing partners (in-
terview with representative of federal SDG unit (3), 2019). Similarly, 
population control has also not been a priority of the government; local 
and international donors are working in this sector on their own (in-
terview with representative of federal SDG unit (3), 2019). Thus, 
fungibility of development aid is very unlikely to exist in these sectors, 
as the government is almost absent. 

To summarise, with respect to redistribution effects the interviews 
also provide clear indications that there are potentially positive effects 
of fungibility. Some of the provinces are relatively neglected by donors 
because of security concerns or political inefficiencies; the federal 
government ensures that none of the provinces is left behind and tries 
to divert its own expenditures to these underfunded regions. In this 
redistribution process, public development expenditures might de-
crease as overall development aid increases in the long run as funds are 
diverted for security-related issues, especially in the provinces of KPK 
and Baluchistan. However, when it comes to social issues, including 
women’s empowerment, the role of the government has been almost 
non-existent, and thus the problem of fungibility does not exist for these 
issues (as there were no own government funds to re-appropriate). 

6.3. Temporal delays & institutional inefficiencies 

The third theoretical framework establishes that fungibility can be 
positive if it helps to cushion the volatility of aid funding. Based on this 
framework, the authors hypothesized that government can delay the 
disbursement of its own funds when foreign aid is flowing in, to cushion 
the unpredictability of aid when political and economic conditions 
change. This can help secure funding for essential development pro-
jects, necessary for efficient achievement of the SDGs. 

It has happened many times in the past that donors have backed out 
of commitments because of political pressure. For example, USAID had 
committed $45 million for development of the region of FATA at the time 
of the Afghan war in the 1990s (interview with representative of Ministry 
of Finance, 2019). However, when the Russians left the area, USAID felt 
that the money was not needed, and only $17 million was disbursed 
(interview with representative of Ministry of Finance, 2019). As a result, 
many of the development projects were cancelled completely, while the 
government had to step in and divert money from other resources to take 
over some of the projects that were at an advanced stage (interview with 
representative of Ministry of Finance, 2019). 

All the interviewees agreed that there is always a difference be-
tween the commitment and disbursement made by donors; however, 
the reasons given for this phenomenon contrasted markedly among the 
donors and the government officials who were interviewed. According 
to the government officials, disbursement happens over time and not in 
the initial year of the commitment. Usually there is a five-year window 
for disbursements, and it is possible that during this time the targets of 
the project are revised, leading to a change in disbursements (interview 
with representative of Ministry of Planning, Development and Reforms, 

2019). On the other hand, the donors blamed the difference between 
commitment and disbursement on the poor performance of the gov-
ernment. The full committed amount is released by the donors once the 
government meets all the goals agreed upon between the two parties 
(interview with representative of DIFD (1), 2019). If the government 
fails to meet its targets, the committed amount is usually withheld. 
Otherwise, the donors usually do not back out of their commitments 
(interview with representative of DIFD (1), 2019). 

In the case of the SDGs, the government and the UNDP work on a 
50% funds-matching policy, also to avoid fungibility. Here one inter-
esting aspect is that historically, the government was able to fulfil its 
commitment of funds matching but the UNDP was unable to generate 
enough funds to match its commitment (interview with representative 
of federal SDG unit (4), 2019). As a result, a number of development 
projects were temporarily stopped and the jobs of development workers 
terminated as uncertainty of funding increased (interview with re-
presentative of federal SDG unit (4), 2019). The government eventually 
had to step in to ensure that projects at advanced stages did not suffer 
because of fiscal uncertainties. 

Similar to most developing countries, Pakistan also suffers from the 
problem of weak institutional infrastructure, especially when it comes to 
provincial governments. In the past, when large amounts of aid were 
flowing to the country, the government at both the federal and provincial 
levels lacked the institutional capacity to absorb the aid (interview with 
representative of Ministry of Finance, 2019). For example, in the elec-
tricity sector, a large amount of aid and government money was spent on 
power generation without focusing on upgrading the infrastructure for 
electricity provision. Now, the government has enough electricity gen-
eration capacity but is unable to provide it to the citizens, as proper 
planning has failed on the government’s part (interview with re-
presentative of Ministry of Finance, 2019). Such institutional inefficiencies 
lead to mistrust between the donors and the government and results in a 
waste of limited resources needed for other development projects as well. 

The institutional inefficiencies on the government’s part and the 
volatility of aid on the donor’s part lead to ineffective use of resources, 
resulting in fungibility that is sometimes positive and necessary for the 
effective use of scarce resources. Having said that, on one hand, the 
government needs to improve its project planning, and on the other 
hand, donors need to ensure that they are able to meet their commit-
ments so that utilization of aid can be made more effective. 

In sum, with respect to temporal delays and institutional in-
efficiencies, there are also indications that fungibility can be positive, as 
donors are not always able to meet their commitments and the gov-
ernment has to redirect funds to ensure that larger projects do not shut 
down. However, the government is also not always able to meet its 
agreed-upon targets, which results in delays in disbursements from the 
donors’ side. Additionally, institutional inefficiencies exist within the 
government because the willingness to plan projects in an efficient way 
is sometimes absent, which may lead to temporal delays and eventually 
fungibility that would decrease the effectiveness of aid. 

7. Discussion and conclusion 

In this paper, fungibility of development aid was discussed in a po-
sitive light while keeping progress towards the SDGs as a yardstick. 
Through this study, it was established that there is fungibility of inter-
national aid in Pakistan, and there are indications that the relationship 
between aid inflows and fungibility is that of an inverse U-shape. The 
findings also suggest that the fungibility thus found, has also, in some 
instances, clearly been positive in Pakistan. Therefore, it can be con-
cluded that fungibility of development aid helps in progressing towards 
the SDGs especially when looking at it from the perspective of welfare 
and redistribution effect. However, from the viewpoint of institutional 
inefficiencies, the results are somewhat mixed and need further research. 

While the empirical model shows significant results that indicate aid 
fungibility in Pakistan, it is important to look at the limitations faced by 

13 http://www.finance.gov.pk/nfc/2nd_biannualReport_January_June2011. 
pdf. 
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this study as well. Firstly, the empirical model focuses on development 
expenditures as a whole instead of looking at sectoral or regional data, 
which can lead to too much generalization in the results and may reduce 
the level of fungibility taking place in Pakistan. Secondly, the number of 
donors interviewed was quite limited compared to government officials, 
and so the point of view of donors in the analysis is limited. Thirdly, the 
theoretical framework could be difficult to operationalize because it is 
challenging to calculate the marginal value added between sectors or 
regions. Therefore, the authors are cautious with the results and present 
them rather as indications than as hard facts. 

That being said, the theoretical framework and results provide a good 
basis for starting a discussion about the positive side of aid fungibility. 
Pakistan in this regard forms an interesting case study because it has 
been one of the major recipients of development aid in the past, even 
though since 2013 there has been a decline in the amount of aid coming 
into the country. At the moment, the Pakistani government is one of the 
largest financers in the development sector, and so the role of donors is 
relatively limited compared to a couple of decades ago. Therefore, the 
picture represented by Pakistan could be applicable to more middle- and 
low-income countries, where the amount of aid inflow was higher in the 
past and now seems to be declining over time, and where poor govern-
ance along with institutional inefficiencies prevail. 

The aim of this research is to draw the attention of policymakers and 
donors towards the positive side of aid fungibility, especially when it 
comes to progress towards the SDGs. It is time to “decolonize” the 
fungibility debate by involving all players and stakeholders in the dis-
cussion on the efficient use of aid—instead of aid allocation being 
decided for the recipients by the donors. Fungibility does not necessa-
rily have to be considered as a negative term but could rather be 
something that might be necessary from welfare, redistribution, and 
institutional perspectives. The main policy implication from this study 

is that the donors and recipients of aid need to come together to decide 
on the allocation and distribution of aid funds and government ex-
penditures to ensure that the allocation meets the needs of the re-
cipients. At the same time, the recipient government should focus on 
strengthening their local institutions to ensure effective use of funds. 

Overall, it can be concluded that fungibility of development aid is 
happening in the case of Pakistan, but it can at times be necessary to 
effectively progress towards the SDGs since the recipient government 
has better understanding of its needs and its development process. The 
Pakistani model and the conclusions drawn from it could be applied to 
other lower- and middle-income countries as well. This research on 
Pakistan can be used as a starting point for a discussion on positive aid 
fungibility, especially with regards to efficient achievement of the 
SDGs. The authors want to urge other researchers and policymakers to 
use this starting point to further the debate on positive fungibility, 
which can eventually help the aid recipients to take control over their 
aid allocation and distribution. 
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Annex A  

Table 3 
Summary Statistics for all variables.          

Summary Statistics 

Statistic N Mean St. Dev. Min Pctl(25) Pctl(75) Max  

Years 38 1,998.500 11.113 1,980 1,989.2 2,007.8 2,017 
ODA (Mil US $) 38 1,476.174 941.184 500.640 803.750 2,014.033 3,754.000 
PuDevExp (Mil US $) 38 1,250.674 1,827.391 −1,486.031 55.578 2,002.645 5,414.711 
Revenue (% of GDP) 38 15.045 1.708 12.216 13.835 16.546 18.285 
UrbanPop (Mil) 38 44.593 14.851 21.911 32.020 56.237 71.797 
Trade (% of GDP) 38 33.542 3.269 25.306 32.134 35.584 38.909 
DebtServicing (% of GDP) 38 146.276 70.257 30.375 94.044 202.003 289.774 
GovType 38 0.553 0.504 0 0 1 1 
Inflation 38 8.164 7.768 2.529 4.915 11.125 20.286 
ODA (% of GDP) 38 1.790 0.868 0.623 1.133 2.305 4.898 
PuDevExp (% of GDP) 38 1.346 1.861 −2.380 0.048 2.506 5.270 

Table 4 
Augmented Dickey Fuller Test for Stationarity.       

Variable/Model Dickey-Fuller Lag order p-value Stationary?  

PubDevExp −1.643 2 0.7128 No 
ODA (% GDP) −3.3305 2 0.08249 Yes 
TR −1.9913 2 0.5767 No 
DS −1.9987 2 0.5738 No 
UP 2.8129 2 0.99 No 
Trade −1.7685 2 0.6638 No 
Inflation −1.9657 2 0.5867 No 
DLM (1) residuals −2.4534 2 0.3961 No 
DLM (2) residuals −3.021 2 0.1743 No 
DLM (3) residuals −3.445 2 0.06569 Yes 
DLM (4) residuals −3.5953 2 0.04668 Yes 
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Table 5 
KPSS Test for Stationarity.       

Model KPSS trend Lag parameter P-value Trend Stationary?  

DLM 1 residuals 0.21168 3 0.01162 No 
DLM 2 residuals 0.084825 3 0.1 Yes 
DLM 3 residuals 0.080459 3 0.1 Yes 
DLM 4 residuals 0.080152 3 0.1 Yes 

Table 6 
Durbin Watson & Bruch Pagan Test.        

Model Durbin Watson Bruch Pagan  

DW P- value BP P-value Df  

DLM 1  1.0896  0.0002092  3.5435  0.4713 4 
DLM 2  1.3127  0.0005807  7.8399  0.3469 7 
DLM 3  1.4678  0.00243  7.7114  0.4622 8 
DLM 4  1.669  0.01193  10.296  0.4149 10 

Fig. 4. Correlation between variables.  

Table 7 
Regression Models Using OLS and DLM.            

PUBDEVEXP OLS DLM NW-SE  

(1) (2) (3) (4) (1) (2) (3) (4) (5)  

ODA 0.110 0.218 0.280 0.103 0.241 −0.180 1.095 1.090 1.090*  
(0.308) (0.341) (0.985) (0.985) (0.346) (0.278) (0.714) (0.720) (0.533) 

I(ODA2)   −0.015 0.016   −0.271* −0.278* −0.278***    
(0.187) (0.187)   (0.141) (0.143) (0.073) 

TR −0.206 0.036 0.080 −2.918 −0.123 −0.135 −0.182 −3.068* −3.068*  
(0.144) (0.198) (0.217) (2.398) (0.175) (0.158) (0.153) (1.696) (1.550) 

I(TR2)    0.100    0.098* 0.098*     
(0.080)    (0.056) (0.050) 

DS −0.020*** −0.022*** −0.021*** −0.021*** −0.022*** −0.013*** −0.011*** −0.010** −0.010*  
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.005) 

UP  0.033 0.030 0.024  1.104*** 1.293*** 1.287*** 1.287***   
(0.032) (0.034) (0.034)  (0.233) (0.243) (0.236) (0.297) 

Trade  −0.077 −0.121 −0.158  0.138 0.188** 0.101 0.101   
(0.088) (0.117) (0.120)  (0.082) (0.083) (0.098) (0.128) 

GovType  −0.535 −0.624 −0.579  −0.950** −1.073** −1.139** −1.139***   
(0.556) (0.595) (0.590)  (0.441) (0.427) (0.430) (0.264) 

(continued on next page) 
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Annex B  

Table 7 (continued)           

PUBDEVEXP OLS DLM NW-SE  

(1) (2) (3) (4) (1) (2) (3) (4) (5)  

Inflation   0.048 0.044    0.053 0.053    
(0.084) (0.084)    (0.059) (0.056) 

Trend     0.030 −1.465*** −1.714*** −1.719*** −1.719***      
(0.036) (0.317) (0.330) (0.319) (0.405) 

Constant 7.271*** 5.020 5.447 29.349 5.392 −19.144*** −25.065*** −1.355 −1.355  
(2.387) (5.550) (5.856) (19.906) (3.285) (6.770) (7.175) (15.188) (11.789) 

R2 0.548 0.601 0.605 0.626 0.557 0.767 0.793 0.820  
Adj. R2 0.508 0.524 0.497 0.506 0.504 0.713 0.737 0.753  
Residual Std. 

Error 
1.296 (df = 34) 1.275  

(df = 31) 
1.311  
(df = 29) 

1.298  
(df = 28) 

1.302 (df = 33) 0.990 (df = 30) 0.948 (df = 29) 0.918 (df = 27)  

F Statistic 13.734***  
(df = 3; 34) 

7.776***  
(df = 6; 31) 

5.561***  
(df = 8; 29) 

5.216***  
(df = 9; 28) 

10.384***  
(df = 4; 33) 

14.114***  
(df = 7; 30) 

13.929***  
(df = 8; 29) 

12.287***  
(df = 10; 27)  

Note:*p  <  0.1; **p  <  0.05; ***p  <  0.01.  

Table 8 
First Difference and FGLS Models.      

PUBDEVEXP NW-SE D(PUBDEVEXP FGLS  

(5) (6) (7)  

ODA 1.090* −1.577 − 0.01  
(0.533) (1.453) (0.636) 

I(ODA2) −0.278*** 0.250 −0.147  
(0.073) (0.395) 0.136 

TR −3.068* −2.425 −2.153  
(1.550) (1.787) 1.455 

I(TR2) 0.098* 0.077 0.068  
(0.050) (0.059) 0.048 

DS −0.010* −0.006* −0.006  
(0.005) (0.003) 0.003 

UP 1.287*** 0.010 0.024  
(0.297) (0.027) 0.059 

Trade 0.101 0.069 −0.008  
(0.128) (0.095) 0.081 

GovType −1.139*** −0.330 0.334  
(0.264) (0.443) 0.626 

Inflation 0.053 −0.078 −0.021  
(0.056) (0.063) 0.054 

Trend −1.719***    
(0.405)   

Constant −1.355 19.480 17.845  
(11.789) (14.905) (12.768) 

Obs. 38 37 38 
R2 0.820 0.315 0.363 
Adjusted R2 0.753 0.086 0.151 
Res. Std. Error 0.918 (df = 27) 0.958 (df = 27) 0.877 (df = 27) 
F Statistic 12.287*** (df = 10; 

27) 
1.378 (df = 9; 27) 1.7 (df = 9; 27) 

Note: *p  <  0.1; **p  <  0.05; ***p  <  0.01.  
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Table 9 
List of Interviews.       

No. Department Date interview conducted Thought fungibility was present? Thought fungibility was (at times) positive for SDG 
attainment  

1. UNDP Punjab SDG unit 31.01.2019 Yes Yes 
2. UNDP Federal SDG unit (1) 06.02.2019 Yes Yes 
3. UNDP Federal SDG unit (2) 06.02.2019 Yes Yes 
4. Ministry of Planning and Commission 06.02.2019 called it “re-appropriation of funds” Yes 
5. Economic Affairs Division 06.02.2019 called it “re-appropriation of funds” Yes 
6. Ministry of Finance 06.02.2019 called it “re-appropriation of funds” Yes 
7. UNDP Federal SDG unit (3) 19.02.2019 Yes Yes 
8. Department of International Development (1) 19.02.2019 Yes unsure 
9. Department of International Development (2) 19.02.2019 Yes unsure 
10. Macroeconomics Section, MoF 19.02.2019 called it “re-appropriation of funds” Yes 
11. Australian Aid 01.03.2019 Yes Yes 
12. UNDP Federal SDG unit (4) 01.03.2019 Yes Yes    
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