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Abstract 
 

Aid Fungibility Reconsidered: 

A Comparative Analysis of Vietnam and Tanzania 

 

Bo Kyung Kim 

International Cooperation Major 

Graduate School of International Studies 

Seoul National University 

 

 Foreign aid seeks to become efficient and effective for the developing countries. 

Donors provide aid to stimulate development and in the hopes to reduce poverty around the 

world. Conditions are attached to make aid more productive; however, this is not the case for 

some countries. Recipients use aid for other purposes than the ones earmarked by the donors; 

thus, aid is fungible. Many studies so far have looked at the negative side of fungibility. 

However, this paper seeks to look at the positive impacts of aid fungibility and how 

fungibility can actually make aid more effective and efficient by increasing recipient 

ownership. The relationship between accountability and fungibility is discussed to prove the 

previous argument mentioned above. Two extreme cases in Vietnam and Tanzania are 

compared to show different outcomes of aid fungibility and how the presence of 

accountability affects fungibility. 
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I. Introduction 

a. Background and Purpose of Study 

 How to make aid efficient and effective is the goal all foreign aid is willing to 

achieve. Donors provide aid to stimulate development and in the hopes to reduce 

poverty around the world. Despite the global economic crisis, developmental aid 

reached the highest level ever recorded by 6.1% in 2013. Donors provided a total of 

$134.8 billion in net Official Development Assistance (ODA).1 Foreign aid is still on 

the trend. Efforts to make aid effective were highlighted in the Paris Declaration on 

Aid effectiveness by the Organization for Economic Cooperation and Development 

(OECD) Development Assistance Committee (DAC) in 2005. The declaration was 

established to improve and extend effective aid worldwide by emphasizing ownership, 

harmonization, alignment and mutual accountability.  These factors were once again 

reexamined in the Busan High Level Forum 2011.  

 The question on the efficacy of aid still remains as a disputed issue. For aid to 

be effectively and efficiently used, donors often earmark foreign aid to specific sectors 

like health or education. However, recipient countries may choose to use the aid in 

other sectors or reduce their own spending in the sector where earmarked aid is 

provided. Studies have shown that “developmental aid are spent directly or indirectly 

to fund other expenditures” (Feyzioglu, 1998); thus, aid is fungible.2  

                                                        
1  OECD-DAC’s annual survey on aid levels in 2013 
2 Feyzioglu, Tarhan, Vinaya Swaroop and Min Zhu (1998). 
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 Many doubts and questions about aid fungibility have come into existence. 

Countries with only “good” policies or good governance tend to show positive impacts, 

in fact, recipient countries with less accountability seeks to have higher probability of 

fungibility which leads to unintended consequences that are devastating and unrelated 

to developmental purposes, in which what aid is all about. However, fungibility, if 

appropriately directed, allows recipient countries to direct investment on sectors that 

local governments find it most needed. Fungibility is a form of allowing the recipient 

country to increase local ownership. For aid to be more effective, more recipient led 

accountability instead of donor lead accountability is crucial.  

 There are many studies illustrating how aid fungibility is a problem and it is 

issue that needs to be fixed. This paper seeks to look at fungibility at a different 

perspective where fungible aid can actually be advantageous. More specifically, the 

paper will focus on how fungibility can make aid more effective. Thus, aid fungibility 

will be reconsidered. This paper will look into two different countries, Vietnam and 

Tanzania, where aid fungibility was present with two opposing outcomes.  

 The issue of fungibility is original and it is a topic that consistently needs to be 

discussed because depending on how it is used, it can be a pathway to bring developing 

countries out of the ‘bottom billion.’ This research analysis will create a new vantage 

towards aid fungibility and set directions to make foreign aid more effective and 

efficient.  

 The paper is organized into five parts. Section II is the literature review of 

previous studies on aid fungibility. The third section presents the analytical framework 
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to this research along with the research question and hypothesis. Section IV of the 

study presents two extreme cases of fungibility: one being a failure case and the other 

being a successful case. The fifth section compares and analyzes the two cases 

presented previously. At last, the conclusion contains the overall findings of the 

research.  

 

II. Literature Review 

 Previous literatures on aid fungibility are based on empirical studies on a large-

scale cross-country study. These previous literatures on cross-country studies show that 

aid is indeed fungible and they mostly discuss about the negative impacts of aid 

fungibility. Through empirical methods, scholars have shown that aid is fungible, but it 

is difficult to have access to these effects on a country specific level. “New Evidence 

on Fungibility at the Aggregate Level” by Marc, is a recent study based on fungibility 

of aid at the aggregate level with a dataset of 91 developing countries from 1980 to 

2009. He states that avoiding fungibility is easy from the donor’s perspective because 

they can impose strict and carefully chosen conditions. However, problems arise 

because monitoring is difficult and recipients usually receive aid from various sources; 

thus, coordination is still poor. One of the main reasons hampering country specific 

studies is high donor monitoring costs. In his study, he found that aid to recipient 

countries is fungible. Here, the results show that 80 percent of aid is substituting rather 

than increasing government spending. He argues that when fungibility is available, 
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there is a lower impact of aid on growth; meaning, aid is not used for developmental 

purposes. If so, aid fungibility is not good since it does not contribute to the 

development of the country which aid is all about. What is interesting in his analysis is 

that he looks at how bilateral and multilateral aid affects fungibility.3 

  Nicolas Van de Sijpe analyzed the fungibility of aid in developmental sectors. 

In his paper “Is foreign aid fungible? Evidence from the education and health sectors,” 

he studies how aid can be distributed to different developmental sectors of the country. 

He states that a large portion of aid is off-budget (not recorded); in fact, not all aid is 

used as earmarked. As previously mentioned, it is difficult to detect exactly where this 

money is being used but the effect of total sectoral aid on government sectoral 

expenditure is low and this leads to the negative side of fungibility. Since the use off-

budget cannot be determined or not recorded, we cannot say aid was used for 

optimistic purposes.  

 Unlike previous literatures based on cross-country analysis, Pack and Pack 

organized a study on a country specific analysis on this issue. They studied two 

fungibility- high countries: Dominican Republic and Indonesia. Studies show that 

Dominican Republic is consistent with the negative views of fungibility due to major 

shifts of aid for development expenditures to deficit reduction and debt service. 

However, similar analysis was made in Indonesia and they found that aid in Indonesia 

stimulated development expenditures.4 The aid given to Indonesia was spent on the 

                                                        
3 Marc, Lukasz (2012). 
4 Pack, Howard and Janet Rothenberg Pack (1990). 
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earmarked purposes and positive effects were shown with fungible aid. Their studies in 

country specific analysis are highly empirical containing a lot of numbers and statistics 

to support their conclusion.  

 Not all literature is based on the negative impacts of aid fungibility. Very few 

studies have touched upon the positive effects of aid fungibility. Once again, Marc in 

his“New Evidence on Fungibility at the Aggregate Level” not only discussed about the 

negative side of fungibility, but also mentioned about the positive impacts of 

fungibility. He says “aid fungibility is not necessarily a bad thing for development.” 

Actually on the sectoral level, regional or micro level, funds may be reallocated to 

more productive investments.5 This approach is quite beneficial, because it increases 

the countries ability to make their spending decisions.  This process allows the 

recipient country’s ability to inherit aid and to manage the process without external 

help. Through this approach, more sustainable development is likely to be produced.  

 “The Implications of Foreign Aid Fungibility for Development Assistance” by 

Devarajan and Swaroop also states earmarked funds that are used for some other 

purposes is not a bad outcome. In order to avoid the negative impacts of fungibility, 

they suggest donors should tie aid to the recipient country’s overall public expenditure 

program that provides crucial resources to specific sectors as previously mentioned by 

Marc. In order to make this reality, the author proposes a new lending instrument 

called public expenditure reform loan (PERL) where aid is provided through a set of 

                                                        
5 Marc, Lukasz (2012). 
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mutually agreed development goals of the recipient country.6 Here, Devarajan and 

Swaroop encourage donor and recipient to work hand-in-hand filling in the gaps where 

unnecessary fungibility occurs. Thus, both donor and recipient accountability are 

highly crucial for this new system to work out successfully.  

 Furthermore, an annual time-series data from 1970 through 1990 on 38 

countries from “A Panel Data Analysis of the Fungibility of Foreign Aid,” by 

Feyzioglu, Swaroop and Zhu, found that aid is fungible and part of the funds were used 

for tax reduction. Empirical results showed that aid was also used to increase public 

investment for development. Similar to the previous paper, they said that linking 

foreign aid to an overall public expenditure program that gives appropriate resources to 

crucial sectors might be a better way of transferring aid to developing countries with 

effective outcomes. 

 Moreover, Jan Petterson provides a Fungibility Index (Appendix A) showing a 

list of countries with their fungibility rates. Through his Fungibility Index, Petterson 

argues how conditionality actually makes foreign aid ineffective and inefficient. He 

argues that conditionality that is imposed by donors actually minimize desired 

outcomes. He states that government and community ownership of projects is crucial, 

so donors should take for granted that their financing is fungible at the beginning and 

“help support the creation of an environment for productive public expenditures.” 

Petterson also mentions how aid that increases the welfare of the poor also contributes 

                                                        
6 Devarajan, Shantayanan, and Swaroop, Vinaya (1998).  
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in the alleviation of poverty. Similar to the PERL approach, he suggests that the 

welfare of the poor can be improved through public spending or pro-poor public 

expenditures (PPE). These spending are not directly targeted to the poor, but it 

indirectly benefits the poor. Such expenditure includes sanitation, health, education and 

transports.7 

 Moreover, Devarajan et al. (1999) points out that even when preferences 

between donors and recipients differ, it is still not clear whether the presence of 

fungibility is good or bad. It all depends on what the government does with the 

resources released by the aid projects. This shows that accountability is quite important 

in producing effective outcomes or results that are beneficial for the recipient country. 

 To consider the solutions to the outcomes of fungibility, “The Fungibility of 

Development Aid and the Political Economy of Aid Conditionality” by Taekyoon Kim 

emphasizes the necessity of accountability. He highlights the need for donor 

accountability as well as recipient ownership to create a positive impact of aid. He 

suggests ‘counterpart funds’ as one of the solutions where the donor and recipient 

countries both work hand-in-hand in order to place aid to appropriate sectors of the 

recipient country. Mutual accountability takes part in creating optimistic outcomes of 

aid. He also suggests the Joint Country Assistant Strategy (JCAS), which is another 

form of mutual accountability where donor and recipient countries discuss and plan the 

                                                        
7 Petterson, Jan (2007). 
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use of aid for more effective outcomes.8 Accountability is strongly highlighted here 

and specifically; mutual accountability takes great part for the solutions.  

 Existing literatures emphasize the need for time series analysis of individual 

countries rather than cross-country analysis. Country specific analyses are insufficient. 

This is so, because monitoring foreign aid is difficult and aid fungibility is essentially 

an empirical issue.9 Fungibility is a highly adaptable word; it contains different 

meanings to it, depending on the context the word is placed. Previous literatures clearly 

focus on the negative impacts of aid fungibility. Most of the times, the word fungible 

or  fungibility is used in a negative denotation where fungible aid is unhealthy for the 

process of effective and efficient aid. However, very few literatures cover the positive 

denotation of aid fungibility and how it can actually make aid more recipient oriented 

when accountability is present. This optimistic approach towards aid fungibility 

deserves attention and approach in order to make aid more effective and efficient for 

the future.  

 

III. Analytical Framework 

a. Qualitative Methodology 

                                                        
8 Kim, Taekyoon (2013). 
9 Feyzioglu, Tarhan, Vinaya Swaroop and Min Zhu (1998). 
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 I will be using qualitative methodology for my analysis. I will be looking at 

two different recipient countries and analyze the fungibility of foreign aid in each 

country. The two countries that I chose for my analysis are Vietnam and Tanzania. The 

first case in Vietnam proves the positive side of fungibility and the second case in 

Tanzania shows the negative side of fungibility. Moreover, I will compare the presence 

of accountability in each of these countries and how this lead to the extreme outcomes 

of fungibility. 

 These two countries were chosen in accordance to the Country Policy and 

Institutional Assessment (CPIA) established by the World Bank. The CPIA is an 

annual exercise that rates countries according to a set of 16 criteria representing the 

different policy and institutional dimensions of an effective poverty reduction and 

growth strategy. The criteria are grouped into four clusters: economic management, 

structural policies, policies for social inclusion and equity; and public sector 

management and institutions. The World Bank began this process in the late 1970s as a 

guide for the allocation of International Development Association (IDA) lending 

resources. The criteria have evolved over time and in 1998, it was revised. The CPIA 

expanded to a set of 20 criteria including governance and social policies and the ratings 

scale was changed from 5 to 6 point scale; 1 (low) to 6 (high).10   

                                                        
10 World Bank. IDA. Country Policy and Institutional Assessment. Figure A is also provided in the World 

Bank’s site under CPIA. 
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Figure A. CPIA’s 4 Clusters and 16 Criteria

 

 The World Bank created CPIA to determine which countries are mostly 

suitable for aid. Through their past experiences, the World Bank learned that countries 

with good policies and institutions lead to favorable growth and poverty reduction 

outcomes. They realized development is a product largely created from the country’s 

own efforts; development cannot be imported but comes within. In addition, the CPIA 

is functionally used to help determine the relative sizes of the Bank’s concessional 

lending by the World Bank Groups IDA and grants to low-income countries. The 

overall CPIA country rating has a significant influence on the allocation of IDA 

resources.11 

                                                        
11 World Bank. IDA. Country Policy and Institutional Assessment.  
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 The process of preparing the ratings involves two phases: benchmarking phase 

and a second phase. In the benchmarking phase, the objective is to ensure that the 

ratings are set at the right level and are consistent across countries and regions. 

Benchmark countries include countries from the World Bank’s six operational regions 

and are chosen to include both good and poor performers. In the second phase, country 

teams prepare ratings proposals that are accompanied by a written justification. These 

proposals are reviewed by the respective Chief Economist and are submitted to a 

Bankwide review by the Networks and central departments. Each country is rated 

through the guidance of the Bank to help staff assess the country’s performance by 

providing a definition of each criterion and detailed description of each rating level. 

The staff actually assesses the country’s performance on each of the criteria and 

assigns a rating, and then scores are averaged through the composition of the four 

clusters.  

 According to the World Bank, aid works best in countries with a high CPIA 

score. According to my hypothesis, countries with a high CPIA score will tend to have 

less fungibility than countries with a low CPIA score. A high CPIA score assumes that 

local governments have ‘good’ policies and are capable of managing aid under 

reasonable circumstances.  In accordance to the CPIA, I chose two countries with low 

CPIA scores: Vietnam and Tanzania. The scores show that accountability in both 

countries are low, in fact, there will be higher tendency for fungibility in Vietnam and 

Tanzania. This shows that less accountability allows more fungibility to occur. 
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 I will be analyzing two extreme cases of fungibility with aid financed by the 

World Bank. Vietnam is one of the largest aid recipients in the world and it was one of 

the six countries chosen in 1998 as a pilot for enhanced World Bank-IMF coordination. 

The total loan has made Vietnam the tenth largest World Bank-lending beneficiary and 

third in the region. As the country has shown confidence in their economic 

performance, the donors at the fourth international aid conference in Hanoi 1996 

pledged $2.4 billion for structural reforms and the implementation of the 1996-2000 

five-year plan.12  

 There have been dramatic economic improvements in large parts of the Third 

World, while African economies in general experienced stagnation or decline until the 

early 1990s. Despite efforts to increase economic development in Tanzania, the 

country remains as a very poor country, with a GDP per capita of about EUR 300. 

Tanzania continues to be in need of external aid to finance growth and poverty 

objectives of its development strategy.13   

 

b. Degrees of aid fungibility? 

 When aid is fungible, it means aid is used for other purposes than intended by 

donors. A graphical analysis provided by Feyzioglu, Swaroop and Zhu is provided to 

better understand aid fungibility. Let’s say that the recipient government spends on two 

                                                        
12  Liou, Kuo-Tsai (1998). 
13 Mauro, Paolo (1995). 
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goods: defense (D) and education (E). These goods are financed through domestically 

generated resources. The budget line B’B represents public spending of D and E 

financed by domestic resources. Point A is the optimal mix of the two goods according 

to the recipient country’s preferences. A donor provides earmarked aid G to education. 

Now, post-aid budget line becomes B’C’C.14  

Figure B 

 

Fungibility can be explained into three degrees15 :  

1. Aid as fully fungible: When aid is fully fungible, donors finance for something 

totally off their target. The government’s new budget is simply pre-grant (just 

simply E and D) plus G. If the recipient government would have spent on 

education (E) anyway, then the government is going to spend the aid (G) on 

                                                        
14 Feyzioglu, Tarhan, Vinaya Swaroop and Min Zhu (1998). Figure B is also from this article.  

15 Feyzioglu, Tarhan, Vinaya Swaroop and Min Zhu (1998). 
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other items. In fact, domestic resources will be spent on education, but aid will 

be financing some other expenditure (or tax reduction) by the government. In 

this case, aid is said to be fully fungible.  

2. Aid as partially fungible: When aid is partially fungible, recipient country is 

not able to transfer resources from education (E) to defense (D) as much as it 

would like to. In this case, aid will partially finance the earmarked sector 

(education) and partially used for other purposes.  

3. Aid as non-fungible: When aid is non-fungible, the total amount of aid will be 

spent on education (E+G) and the same amount D on defense. The recipient 

country cannot manipulate its resources and is forced to use aid to the 

earmarked sector.  

 This is a very simple graphical explanation of aid fungibility. My research will 

be based on this framework that fungiblity can be positively achieved on the 

equilibrium point E depending on to whom the indifference curve belongs to. If the 

indifference curve is equal to what the power-elites or government wants as well with 

the public/citizens, fungibility is reasonable and will produce positive outcomes. This 

is presented in figure B when U2 meets the optimal point E. If the preferences of both 

power-elites and citizens are equal, fungibility is reasonable and therefore, a positive 

impact is likely to occur. 
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 Aid fungibility becomes a problem when the preferences of the donor and 

recipient are different.16 If the recipient country is reluctant to spend external aid 

towards earmarked sectors or it has already planned to use in that sector with domestic 

resources, it is likely for fungibility to occur. However, the effects of fungibility 

depends on how aid was used other than the intended purposes of the donor. If 

fungibility does not represent the priorities of the country, it is more likely to result 

with a negative impact of aid. 

 

b. Research Question 

 The current trends on foreign aid have created many questions and doubts on 

fungibility. Past studies are highly concentrated on the negative side of fungibility, 

because earmarked aid was not used for its intended purposes. However, if the 

recipient country is already funding for the earmarked sector or find some other 

expenditure more convenient, aid fungibility can be reasonable and appropriate; thus, 

much more effective and efficient. This study will concentrate on why donor 

accountability affects aid fungibility in recipient countries. I will answer the question: 

why does aid fungibility always result in negative outcomes when there is less 

presence of accountability? 

 

                                                        
16  World Bank (1998). 
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c. Hypothesis 

 

 

 

 

 

 

 

 

 

 

 

 

Thus, foreign aid can be fungible and if well controlled, can produce positive 

outcomes. Aid divided into sectors that are necessary rather than to those desired by 

the donor may be much more efficient, convenient and eventually effective.  

 

IV. Case Studies:  

 I will focus on analyzing two extreme cases of fungibility: Vietnam and 

Tanzania. The case of Vietnam is based on a study that uses a panel data set of 

communes and household within both project and non-project areas in Vietnam 

 

H1: As long as there is local accountability, 

fungibility is reasonable 

- In the absence of accountability, foreign 

aid fungibility is more likely to be 

present; however, fungibility is not 

necessarily bad.  

- Partially or fully fungible, either way, 

aid fungibility at times is not bad but 

actually good 

 

H2: Aid fungibility increases recipient 

ownership  

- As long as there is recipient ownership, 

fungibility is acceptable and can result 

with positive impacts  

- Fungibility increases recipient control 

of the aid as well as management of all 

activities extracted from aid. 
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organized by the World Bank. I will first look into Vietnam’s Five Year Plans for 

socio-economic development in 1996-2000s and how their national plan on 

development has contributed to aid fungibility. 

 On the other hand, the case of Tanzania is based on a report of how aid was 

negatively used for unintended purposes. I will also look into Tanzania’s development 

agenda, ‘Vision 2025’ and its roots which includes the National Poverty Eradication 

Strategy (NPES), Tanzania Assistance Strategy (TAS) and Poverty Reduction Strategy 

Paper (PRSP) to see whether or not their national plan on development has contributed 

to aid fungibility. I will also observe to what degree accountability was present and 

how this lead to fungibility in each country. Accountability will be observed through 

what extent the local governments have taken part in the aid project financed by the 

World Bank.  

 

 I. Case study I: Vietnam 

a. Vietnam’s National Plan  

 The economic renovation in Vietnam began with the government’s 

implementation of “Doi Moi” since 1986 in the 6th Congress of Vietnam Communist 

Party.17 The “Doi Moi” allowed the country to step towards a general development 

trend and process of gradual globalization and regionalization. It emphasized the multi-

sector market economy regulated by the Government making the Vietnamese economy 

                                                        
17 Liou, Kuo-Tsai (1998). 
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open and moving away from a centralized planned economy based on imports to a 

market-oriented one. As from 1989, Vietnam began to export about 1-1.5 ton of rice, 

inflation rate gradually decreased, living standards were improved, democracy got 

enhanced, national defense and internal security got firmly consolidated, the external 

relations were broadened freeing the country from blockage and isolation. As a result, 

Vietnam’s economic performance in the last two decades has been stated as one of the 

most spectacular in the developing world. Vietnam has achieved great economic 

success by implementing market economy in a socialist context. Despite the 1997 

Asian financial crisis, Vietnam continued to make constant progress in reducing 

poverty. The country reached an average annual growth rate of around 7% since 

2002.18  

 As the country’s economy continued to expand, they found the need to make 

concentrated developments on appropriate infrastructure investments.19 Many 

observers stated that investments on basic infrastructure and specifically, rural roads 

were essential to help reduce poverty in Vietnam. Many roads in the rural area were 

deteriorated and about 30 percent of district and communal roads were impassable in 

the rainy seasons. Due to these damages, the gap between the rural and urban grew 

larger. There was geographically unequal growth in Vietnam where urban areas were 

experiencing more rapid economic growth in comparison to rural areas. The majority 

of the poor in Vietnam were located in the densest areas of population. These areas 

                                                        
18 World Bank (1994). 
19 World Bank (2007). 
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were where the percentage of people below the poverty line was higher; not only 

because of the physical location but also due to fewer economic resources in these 

areas. The “Poverty Mapping Project,” issued by the Government of Vietnam 

illustrated this point more effectively. It was apparent that the rural areas needed more 

investment to equally become part of the country’s overall economic growth.20  

 The Government of Vietnam issued policies on development of infrastructure 

in rural areas since the 1990s. At the national level, policy renovation on agricultural 

and socio-economic development in rural areas was expressed in documents, 

resolutions and policies of the Communist party, Vietnam’s State and the 

Government.21 

 

 

 

 

 

 

 

 

 

                                                        
20 World Bank (2004). 
21 Man, Phan Si. Figure C is also from this source. 
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Figure C: Government’s policy documents and programs related to rural 

infrastructure development 

  

  

The main objective of the above policies in regards to rural infrastructure 

development was to quickly overcome and improve shortages, weaknesses and 

backward situations of rural infrastructure. After the 8th Congress of the Communist 

Party in 1996, objectives expanded emphasizing the necessity of building and 

comprehensive development of systems, essential and fundamental infrastructure 

works for the support and stimulation of poverty reduction in rural areas, integrating 

rural development into the development of the whole of the whole country as well as 

improving supply of basic social services in rural areas. Overcoming underdeveloped 

conditions and narrowing inequality in rural areas, especially in the mountainous 

remote areas, and areas with difficult conditions for food production and living were 

the primary goals of the government. Before Doi Moi, communes and agricultural 

cooperatives, who were mainly responsible for the construction of the development of 
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rural infrastructure in the villages and communes, did not have enough resources to 

support this movement. The central and local government investments and supports 

were extremely small. Many communes and villages did not receive any investment 

from the central levels of government. 

 It was in this context that the Government of Vietnam invited the World Bank 

for assistance in the transportation sector.22 The government found the need to make 

invest in rural areas to alleviate poverty. Investment in rural infrastructure fulfilled the 

objectives stated in the 6th Five Year Plans (1996-2000) of Vietnam in the Socio-

Economic Development Strategy (SEDS). The government sought rapid and efficient 

industrialization development while aggressively promoting rural development and 

poverty reduction. The strategy highlighted the transition should be pro-poor and that 

this would require heavier investment in rural and lagging regions.  

 RTP 1 was organized through the Government of Vietnam’s Ministry of 

Transport. Rural roads rehabilitation and maintenance needs were first discussed on 

December 1994 programming mission in Hanoi between IDA and the Government of 

Vietnam. The Ministry of Transport was assigned as the counterpart agency 

responsible for project preparation jointly with IDA and the objectives framed were 

fully in accord with the Bank’s Country Assistance Strategy. In September 1995 

poverty workshop consisting of representatives from the GOV, UNDP and IDA agreed 

the overall project objectives.23 

                                                        
22 World Bank (1994). 
23 World Bank (1994). 
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b. Rural Transport Project by World Bank 

 Roads helped reduce poverty through better linkages to markets, education and 

health facilities, in which indirectly contributed to national growth. Studies show that 

investing 1 percent of provincial GDP in transport infrastructure could reduce poverty 

by 0.5-1.0 percent and an investment of US$50 million in transport in the 15 poorest 

provinces could reduce poverty by 6-7 percent.24  

 The Rural Transport Project 1 (RTP 1) was the first large-scale World Bank 

financed rural roads project in Vietnam. The project was launched in 1997 to 

rehabilitate rural roads in 18 provinces connecting communes to markets and reduce 

poverty (World Bank 1996). Its goal was to rehabilitate 5,000 kilometers of roads in 

total, at a cost of about $61 million. RTP1 aid was earmarked for the rehabilitation of 

commune and district level roads in Vietnam and stipulated that no new roads should 

be built.  

 These roads were responsible by commune and district government who lack 

domestic resources to fund the project. The provincial authorities were in charge of 

distributing the funds to the targeted communes when aid became available from the 

central government and international donors. As previously mentioned, this World 

Bank project was implemented through the Ministry of Transport (MOT) who was 

responsible for regulating the project in Vietnam. MOT was in charge of deciding 

                                                        
24 World Bank (2007). 
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which provinces would participate in the project. This shows that the project was 

highly recipient- controlled.25  

 

c. Fungibility: Shift in rehabilitation to construction of new 

roads 

The ‘Survey of Impacts of Rural Roads in Vietnam” (SIRRV), conducted by the World 

Bank collected in six out of the 18 provinces was used to evaluate the impact on living 

standards of the rural roads rehabilitated under RTP 1.26 SIRRV is a panel data set of 

pre-project and post-project data for both project (treatment) and non-project 

(comparison) areas.   

                                                        
25 World Bank (2004). 

26 Van de Walle and Dorothyjean Cratty (2005). Table 3 is from this source. 
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 Statistics show that more roads were built than rehabilitated in the project.27 

Table 3 shows the mean of kilometers built and rehabilitated during the two years in 

project and non-project communes from 1997, 1999 and 2001. Each year, there is an 

increase in both project and non-project communes. The stars indicate a statistically 

significant difference between the two groups. According to Table 3, there is no 

significant difference between the two groups. The only significant difference is not for 

kilometers of road rehabilitated, but for kilometers of road built. Although roads were 

rehabilitated as earmarked by the donor, significantly more roads were built than 

rehabilitated in 1999 under projects.  

  

Furthermore, Table 5 shows the increase of rural road after the project period. 

According to the estimates, project communes actually rehabilitated 0.37 fewer 

                                                        
27 Van de Walle and Dorothyjean Cratty (2005). Table 5, Table 6, Table 7 and Table 8 are from this 

source. 



 

25 
 
 

kilometers than the comparison communes.28 The unmatched double difference 

estimates indicate that the project communes actually built more new roads than the 

comparison communes. The difference is more pronounced and significant during the 

earlier years of the project. These numbers suggest that there was fungibility and aid 

was used for other purposes; building of roads rather than on rehabilitation of roads. 

 Tables 5 and 6 clearly show that the project did end up building new roads. 

The numbers are more significant in total roads built. Furthermore, Table 7 provides a 

before and after project comparison in the types of roads that were rehabilitated and 

built in project communes.  

 

According to the table, roads were rehabilitated but simultaneously, roads were 

also newly built. The kilometers of road have increased compared to the kilometers of 

road three years before the project. More paved, both all weather and sometimes 

                                                        
28 Van de Walle and Dorothyjean Cratty (2005). 
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impassable, roads have been built and rehabilitated, while earth road with motor 

vehicle impassable has decreased for both categories. There are clear signs of change 

from the rehabilitation of motor vehicle impassable earth roads towards the 

rehabilitation of both paved all-weather and paved sometimes impassable roads. 

Similarly, in building new roads, there is a shift away from earth roads, specifically 

motor-vehicle impassable earth roads, towards paved roads is apparent relative to the 

pre-project period.  

 

 

 Table 8 also shows double difference in the total kilometers of road built as 

well as rehabilitated from 1997 to 2001. The numbers are significant in earth, all-

weather section of the table. Similar to table 7, there are signs where project communes 

focused toward rehabilitation efforts on paved all weather and paved sometimes 

impassable roads more than to the non-project communes. However, in terms of road 

building, the impact of the project can be seen on the kilometers of earth all-weather 
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roads and less so, although significantly relative to non-project areas, on paved, 

sometimes impassable roads. The shift away from motor-impassable earth roads and 

towards paved all-weather roads seen for project communes over time in Table 7 also 

occurred in non-project communes.  This once again proves that RTP 1 ignored the 

donor’s stipulation to not build new roads; thus, fungibility was available. 

 

  



 

28 
 
 

Although the project was successful in completing its mission (rehabilitation of 

roads), study shows that there was a slight twist; using aid for other unintended 

purposes. There were clear signs of shift from rehabilitation of motor vehicle 

impassable earth roads, paved all weather and paved sometimes-impassable roads to 

building of new roads. Results strongly suggest that part of the displaced project funds 

were diverted to the building of new roads. In fact, the project ignored the donor’s 

stipulation that no new roads should be built. In fact, through fungibility, they imposed 

their own preferences and diverted some of the funding to priority roads.  

 

 II. Case Study II: Tanzania 

a. Tanzania’s National Plan 

  The Arusha Declaration in 1967 was an initial effort to trigger socio-economic 

liberation as the long-term national goal of Tanzania. Although the Arusha Declaration 

became the foundation for the country’s future development agenda, it lacked complex 

and dynamic incentive structures to drive the developmental process.29  

 In the mid-1980s, the government of Tanzania came to realize that the past 

developmental policies and strategies were too outdated and not working. By 1986, the 

government found the need to make new economic and social development vision for 

Tanzania. The government launched a three-year reform program focusing on few 

                                                        
29 The Tanzania Development Vision 2025. 



 

29 
 
 

economic and social areas for fifteen years, but it soon lost direction and failed. Over 

this period, the country’s development and its people lost vision that was originally 

based on a long-term development objective. The government realized that the nation 

lacked direction and philosophy for long-term development. The signs of failure in the 

past strategies for development were evident. These impediments needed to be realized 

in order to break from the past and to apply more appropriate driving forces for 

progress in the future. Four main impediments were identified30:  

1. A donor dependency syndrome: people of Tanzania and their leaders have 

become donor dependent resulting in a failed initiative and lack of ownership 

of the development agenda. The nation has lacked hard work and creativity to 

build self-confidence in the determination of the nation’s destiny; lack of 

accountability and self-motivation was too low. The quality of education was 

not adequate enough to the meet the growing development challenges and to 

search for solutions to the problems the nation faces. 

2. A weak and low capacity for economic management: The nation’s economy is 

not moving together with the changing conditions; lack of policy-making. The 

economy has remained largely untransformed with outdated technology. Due 

to low level of creativity and innovativeness, productivity levels remained low. 

3. Failures in good governance and in the organization of production and 

ineffective implementation syndrome: Corruption and other vices in society 

                                                        
30 The Tanzania Development Vision 2025. 
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have been on the increase. The national institutional and organizational 

structures have not been accountable for the reforms that need to be made. 

Institutions lacked effective implementation, monitoring and evaluation 

mechanisms caused erosion of trust and confidence among the Tanzanians on 

their leaders.  

 In order to bring hopes and spirits back, the government came up with a new 

development strategy called “Vision 2025.” The formulation of Vision 2025 began in 

1995. In order to compensate the failure of the past, this new vision focused on the 

participation of the people to contribute to the development issues of Tanzania through 

mass media, interviews and dialogues in the hopes to bring the society back together 

with a shared vision creating aspirations to make improvements for a better country.  

 The three principal objectives of Vision 2025 aimed at achieving a high 

standard of life for its people, attaining good governance through the rule of law and 

developing a strong and competitive economy.      

 One of the main challenges the government faced was to rebuild trust and 

confidence of the Tanzanian society. The government found the need to bring hopes 

and expectations of the people as well as their patriotism and nationalistic aspirations. 

A Team of Experts, appointed from various sectors of society, was the focal point of 

this exercise under the support of the Planning Commission. People’s participation was 

advocated right from the early stages of the exercise to build a national consensus over 
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the Vision’s objectives. 

  

For the new developmental agenda to be successfully implemented, 

appropriate driving forces were identified in the ‘Vision 2025’ document. According to 

Tanzania’s Vision 2025 
1. High Quality Livelihood 
a. Food self-sufficiency and food security 
b. Universal primary education 
c. Gender equality and the empowerment of women  
d. Access to quality primary health care for all 
e. Access to quality reproductive health services for all individuals  
f. Reduction in infant and maternal mortality rates by three-
quarters  
g. Universal access to safe water 
h. Life expectancy comparable to the level attained by typical 
middle income countries 
i. Absence of abject poverty 
 
2. Good Governance and the Rule of Law 
a. Desirable moral and cultural uprightness 
b. Strong adherence to and respect for the rule of law 
c. Absence of corruption and other vices  
d. A learning society which is confident 
 
3. A Strong and Competitive Economy  
a. A diversified and semi-industrialized economy with a substantial 
industrial sector  
b. Macroeconomic stability 
c. A growth rate of 8% per annum or more  
d. An adequate level of physical infrastructure needed to cope with 
the requirements of the Vision in all sectors 
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the document, the following three key driving forces need to be promoted and utilized: 

a developmental mindset with confidence, commitment and empowering cultural 

value; competence and a spirit of competiveness; and good governance and the rule of 

law. In order to create a developmental mindset, priority in education was essential to 

stimulate attitudes of self-development, community development, confidence, 

commitment to face development challenges and exploit every opportunity for the 

improvement of the quality of life. Effective ownership and self-reliance were crucial. 

Furthermore, competence and competitiveness as driving forces would allow sound 

macroeconomic policies, adequate and reliable infrastructural development, quality 

education, effective utilization of domestic resources, higher productivity and enhance 

the capacity to respond to future challenges. Investment in infrastructure needed to be 

highly considered; especially the road network was essential for promoting rural 

development. Investment in energy, water and telecommunications is also needed to 

promote local and foreign investment and for creating wealth and employment 

positions.   

 The nation’s big picture of “Vision 2025” produced two medium-term 

framework for managing external resources and guiding development cooperation 

between the government and its development partners: Tanzania Assistance Strategy 

(TAS) and the Poverty Reduction Strategy Papers (PRSP). The TAS sought to 

stimulate national ownership and government leadership of the development process 

and to strengthen aid effectiveness through aid coordination, harmonization, and 
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reduction of transaction costs, greater transparency, accountability and alignment. The 

TAS outlines 13 ‘best practices’ for both the government and its development partners. 

The PRSP work focuses on specific policies and institutional changes for reducing and 

improving living standards in Tanzania.31  

TAS: 13 Best Practices32 

1. The Government takes leadership in developing policy priorities, strategic 

frameworks and institutionalised cooperation mechanisms in various areas and 

sectors. 

2. The Government involves civil society and the private sector in developing national 

policies, strategies and priorities. 

3. The Government prioritises and rationalizes development expenditures in line with 

stated priorities and resource availability. 

4. Resources are integrated into a strategic expenditure framework. 

5. Reporting and accountability systems are integrated. 

6. Resource disbursements are adequate relative to prior commitments. 

7. The timing of resource disbursements is responsive to exogenous shocks to the 

Tanzanian economy. 

8. Development Partner policies complement domestic capacity building. 

9. Firm aid commitments are made for longer time periods. 

10. Public financial management is improved.  

11. The Government creates an appropriate national accountability system for public 

expenditure. 

12. Ministries, regions and districts receive clean audit reports from the Controller and 

Auditor General. 

                                                        
31 The Tanzania Development Vision 2025. 
32 Tanzania Assistance Strategy Implementation Report. 
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13. Reporting and accountability at national and sectoral level is transparent. 

 

 

b. Country Assistance Strategy of the World Bank Group 

 More than $500 billion in foreign aid, which is almost four times the Marshall 

Plan, was sent to Africa between 1960 and 1997.33 However, studies have shown that 

instead of increasing development, aid has created dependence.  The more aid is 

poured into Africa, the lower their standard of living. Former British secretary of state 

for international development, Lynda Chalker said that nearly 40 percent of the wealth 

in Africa is invested outside of the continent. She stated that if those investments were 

bought back to the country, the country itself would be much better off. Among those 

African countries, Tanzania receives foreign aid to build infrastructure and fight 

poverty. It is one of the most aid-dependent countries in Africa, receiving more per 

capita aid and a higher percentage of GDP due to foreign aid than other neighboring 

countries. Apparently, 33% of government spending is financed by foreign aid. The 

World Bank, IMF, US, UK and EU are the largest contributors of foreign aid to 

Tanzania. Recently, China has increased aid projects in Tanzania.  

 The World Bank released the Country Assistance Strategy for Tanzania in 

2000. The CAS is a document that describes the World Bank’s strategy based on 

country owned poverty reduction strategies. It indicates the level and types of 

assistance to be provided based on the strategy and the country’s portfolio 

                                                        
33 Mauro, Paolo (1995). 
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performance. The significance of CAS is to identity the key areas where the World 

Bank has a comparative advantage and where its assistance can have the largest impact 

on poverty reduction. In addition, the CAS sets the level and composition of financial 

and technical assistance that the World Bank seeks to provide the recipient country. 

The CAS is a highly participatory process where country authorities, civil society 

organizations, development partners and other stakeholders come together towards a 

similar goal. However, the CAS in not a negotiated document because there are clear 

differences between the country’s own agenda and the strategy supported by the World 

Bank.34  

 The Country Assistance Strategy (CAS) was organized by the World Bank 

with Tanzania in 2000. It reflected and supported the government’s vision of a society 

free of poverty and its development agenda. Similar to the ‘Vision 2025,’ at a very 

early stage the World Bank organized consultations with the Tanzanian civil society to 

figure out what the people’s desire for a better country was. Three rounds of 

consultations were taken in October 1999, January and April 2000 to discuss with the 

government and various stakeholders the role CAS must take.  

 The World Bank’s role in CAS is to help the government reduce poverty 

through the promotion of higher growth and interventions that build the assets of the 

poor, reduce their vulnerability and promote better governance and accountability. 

Besides dialogue on macroeconomic and public expenditure management, the CAS 

                                                        
34 Tanzania Assistance Strategy Implementation Report. 
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proposed the lending and non-lending interventions in four areas: private sector and 

infrastructure development; sustainable rural development; improved social 

infrastructure; and public sector reform and institution building. Although the World 

Bank was involved in this program, decisions were to be based on government 

preferences to increase ownership role.35 

        

Tanzania CAS- Lending Program FY01-03 (US$ millions) 

  

  World Bank, 2000 

 The CAS underlined the contribution of various sectors to sustainable 

development: private sector development and infrastructure development; enabling 

environment; financial sector; infrastructure; roads sector; supporting small and 

medium enterprises, mining and tourism and privatization. The improvement of the 

lives of those in the rural areas is the most important challenge the government faces. 

The benefits from economic reform have not reached these areas and it will be 

necessary for future development plans to develop programs for these areas. In fact, the 

World Bank prepared the Soil Fertility and Agricultural Recapitalization Project in 

                                                        
35 World Bank (2000). 
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order to help enhance agriculture. In addition, communities in rural areas received 

Tanzania Social Assistance Fund. The project was to provide self-targeting and low 

wage public works to the poorest. Furthermore, the World Bank supported the 

government to improve social indicators such as education. Support for policies to 

rationalize public expenditures on higher education was to be given through the 

Education Rationalization Project. The World Bank and other donors were supporting 

a Health Sector Development Project for the health sector and further projects were 

discussed to fight AIDS. The Public Sector Reform Program was aimed at improving 

accountability, transparency and resource management for service delivery. An 

accountability/governance project would enhance government efforts to fight 

corruption and improve governance. A Local Government Capacity Building /Slums 

upgrading project would help build capacity in local councils to provide basic 

infrastructures and services.36  

 The World Bank also supports non-lending projects. Such projects include the 

“rural development strategy” to underpin the government’s intention to pursue a new 

strategy for higher rural growth and poverty reduction. Emphasis will be made for 

linkages on various sectors that contribute to rural development and with the urban 

areas. Activities for improving governance, accountability and fighting corruption were 

also emphasized in the CAS.  

                                                        
36 World Bank (2000). 
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 However, questions arise whether aid is being appropriately used. Donors 

provided approximately $10 billion to Tanzania over a period of 20 years, but the 

country’s economy remained stagnant and today, much of agricultural economy is 

devastated. Some 36 million Tanzanians are living on an average annual per capita 

income of $290 among the lowest in the world. Where has all the money gone? Much 

of the aid received was simply looted.37 

 The World Bank stated that up to 30% went directly into the pockets of corrupt 

officials, for their personal use. In fact, corruption is a serious problem in Tanzania. 

Efforts to fight corruption built on individualistic, legalistic definition of corruption 

that focuses on the misuses of public office for personal gain have been established, 

but this captures only part of what corruption is. The legalistic rational bureaucratic 

solutions do not work because corruption in Tanzania is highly systematic abusing 

office by social networks (kinship or patronage).  

 Studies show that most aid projects in Tanzania fail when donors leave the 

country. There is often poor attention to cost effectiveness. Given the size of aid 

transferred to Tanzania, an obvious question arises about aid effectiveness. It is clear 

that aid has not have produced a strong payoff in terms of growth. Furthermore, lack of 

accountability cause many cases of severe corruption within the government where 

monies end up in private pockets. The following box concisely organizes Tanzania’s 

policy planning process as previously mentioned above. 

                                                        
37 Ayodele, Thompson, Franklin Cudjoe, Temba A. Nolutshungu and Charles K. Sunwabe. 

 (2005). 
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                                                  World Bank, 2000 

c. Fungibility: Purchase of private jet with foreign aid 

 A case of fungibility in Tanzania shows the unreasonable misuse of foreign 

aid. Despite the deteriorating economic situation in the country, aid was used to fulfill 

personal wishes. Benjamin Mkapa, president of Tanzania, ordered a $40 million dollar 

personal jet just before reaching a deal with Britain to receive $768 million aid over six 

years to improve health and education sectors.38 This news infuriated the World Bank 

and immediately asked for an explanation for the misuse. The Bank was already in 

conflict with the Government of Tanzania with the country’s purchase of a $US42 

million air-traffic control system from British company BAE Systems. The 

                                                        
38 BBC: http//news.bbc.co.ur/2/hi/Africa/732971.stm 
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government needs to consult with the World Bank before large expenditures are made. 

This happening was also an embarrassment to Clare Short, Britain’s International 

development secretary, who supported the purchase of the air-traffic control system, 

which apparently was too outdated and unsuitable for Tanzania’s civil aviation need.  

 Their excuses were unreasonable. Transport Minister Mark Mwandosya 

defended the purchase of the jet was due to the country’s landlocked situation and by 

saying that the president could not hitch a lift from another president every time there 

is an international conference. In addition, the new jet was to replace the aging Dutch 

Fokker 28 in which previous presidents have been using for the past 25 years.  

 

V. Comparative Analysis: Fungibility in Vietnam and 

Tanzania 

The purpose of comparing two extreme cases of fungibility was to show how 

aid fungibility produces different outcomes. Aid fungibility was available in both 

countries, Vietnam and Tanzania, but the impact lies on two extreme ends. Fungibility 

in Vietnam shows that aid was actually used for development while fungibility in 

Tanzania was clearly used for personal advantage. Why was there such a difference in 

outcome? The answer to this question is accountability. By comparing these two cases, 

we can see that recipient accountability is as important as donor accountability. This 

goes back to my first hypothesis: 

  



 

41 
 
 

 

 

 

 

 

 Although Vietnam scored low in CPIA, in the case of RTP 1 there was local 

accountability, thus, fungibility occurred on donor’s unintended purposes but took 

recipient country’s priority to produce a welcoming result. The success of RTP1 

encouraged further aid projects such as RTP 2 and RTP 3 contributing to Vietnam’s 

national plan to stimulate economy by connecting rural areas with urban areas.  

 The level of accountability available in both countries was clearly different. 

First of all, the central Government of Vietnam was highly interested in investing on 

the country’s infrastructure for further growth. The government realized the severe 

poverty issues in the remoter areas, where most of the poor people were located. The 

“Poverty Mapping Project” established by the government clearly presented the 

location of these people in areas were resources are difficult to reach. The government 

found strong necessity to invest on roads to connect these people with the urban areas 

so that they can have access to development. This priority was mentioned in Vietnam’s 

Five Year Plans for socio-economic development (1996-2000). The organization of the 

project was divided and became narrower as responsibilities became more defined 

from the central government to Ministry of Transport to selected communes and 

provinces. It moved from the central level to communal/ provincial level as the 

H1: As long as there is local accountability, fungibility is 

reasonable 

- In the absence of accountability, foreign aid fungibility 

is more likely to be present; however, fungibility is not 

necessarily bad.  

- Partially or fully fungible, either way, aid fungibility at 

times is not bad but actually good 
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Ministry of Transport delivered aid to different parts of the communes and provinces 

that were waiting for their roads to get rehabilitated. The Vietnamese local newspaper, 

Thanh Nien News, states that local accountability has contributed largely in achieving 

developmental success with aid in Vietnam. The World Bank Country Director for 

Vietnam, Victoria Kwakwa, clarified that one of the main reasons for the extraordinary 

success of aid to Vietnam is due to the strong local government ownership of its 

development vision and agenda.39  

 The earmarked aid was partially used as planned while the rest was used for 

other purposes. But the unintended purposes did go together with the national plan for 

stimulating economic growth. In this case, fungibility is reasonable. Fungibility 

produced positive impacts on development allowing the country to connect rural with 

urban areas for stimulating economic growth. Furthermore, their plans for the project 

seem to be quite coherent throughout the whole process, working hand-in-hand with 

the donor. 

 This optimism is reflected in the World Bank’s ‘Project Performance 

Assessment Report.’ According to the World Bank, the relevance of the RTP 1 in 

Vietnam was rated high, especially as the Government of Vietnam placed rural 

development as the principal focus of this project. The government made this project a 

priority since rural transport development was identified in the poverty assessment 

study as a key element to accelerate poverty alleviation. Previous studies showed that 

                                                        
39 Vietnamese local newspaper: Thanh Nien News. 
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people who lived in all-weather roads have higher living standards that those who do 

not. Research further indicated that rural roads improve access to better agricultural 

technology, allow for more efficient marketing of agricultural surplus and provide 

greater opportunities in other economic activities. People who lived in rural areas were 

looking forward to have better access to socio-economic benefits such as education and 

health. The project also ensured that communes in isolated mountains and ethnic 

minorities to benefit as well.  

 Road rehabilitation increased the variety of goods and household sold in the 

market and encouraged greater participation in trade and services. There were 

increasing traffic volumes on the roads upgraded with World Bank support. For 

instance, in Bac Kan Province traffic on the Sau Hai to Nong Thuong raod increased 

from 250 to 400 motorcycles a day. In addition, there was an increase in trucks from 0 

to 23 and from 8 motorcycles to 80 on the 15-kilometer Phung Vien to Bang Phuc 

road. These roads not only generated traffic but also responded to the wishes of the 

public. Overall, RTP 1 was successful and efficient coinciding with the government’s 

plan to alleviate poverty.  

 Unlike Vietnam, there are no direct words to describe the case of Tanzania but 

a clear failed case of foreign aid. The level of accountability in Tanzania was 

incompatible to the one of Vietnam. Before duties were divided to different narrower 

branches of the government, instability was met. Initially, at the central level of 

government, there was corruption where power-elites placed the monies in their 

pockets. Although the economic situation in the country was devastating, the central 
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government did not give much attention to it and was busy collecting money for their 

personal use. Tanzania’s case proves the pessimistic side of fungibility where power-

elites took advantage of their position and used aid for their own personal use. This 

shows how lack of transparency and accountability makes room for fungibility, 

eventually leading to a pessimistic direction. The jet was expensive and the money 

could have been better spent on education or health to help alleviate poverty in 

Tanzania as well as stimulate economy growth. Corruption proves failure of the donor 

countries monitoring system as well as recipient countries failure to manage aid 

properly. Accountability at both macro- and micro-level was too weak. Lack of 

accountability has resulted in aid fungibility that did no good for the country. 

Moreover, the aid dependent and corruption factors together accumulated the 

possibility for fungibility that take a different from the one that occurred in Vietnam. 

Clearly, local accountability was weak and instable escorting fungibility a negative 

pathway. This can be traced back to my second hypothesis:  

  

 

 

 

 

Moreover, Vietnam’s Five Year Plans on socio-economic development 

reflected the outcomes of aid fungibility that occurred in RTP 1. Fungible aid that was 

used to build more roads in Vietnam highly mirrors the government’s intentions to 

H2: Aid fungibility increases recipient ownership  

 

- Vietnam’s RTP 1 was highly recipient controlled, which 

means there was a local accountability, thus, fungibility 

resulted in the optimistic side 

- While lack of local accountability in Tanzania caused  

unreasonable fungibility  
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reduce poverty through rural infrastructure. On the other hand, Tanzania’s national 

development agenda for Vision 2025 did not correlated with the World Bank’s CAS 

for Tanzania. Fungible aid in Tanzania was purely used for personal advantage, totally 

moving away from the policies and strategies set by Vision 2025.  

 Although both countries scored low in CPIA, there was a slight difference in 

local accountability. The Government of Vietnam found the need to invest on 

infrastructure to alleviate poverty in the country, so they invited the World Bank to 

assist them in making roads that will connect rural areas with the urban areas. In 

addition, the Government of Vietnam also wanted to take this opportunity to strengthen 

its institutional capacity. However, the Tanzanian government itself was corrupt, using 

aid financed by World Bank for purely personal advantages. The presence of 

accountability in both countries were different, thus, fungibility resulted differently. 

This shows the importance of accountability.  

 Furthermore, Vietnam is a good example of fungibility since fungible aid 

satisfied the nation’s plan on development. The national’s plan reflects what needs and 

wants of the Vietnamese people so fungibility was a positive act. Money was diverted 

to developmental sectors to alleviate poverty and improve roads in the rural areas of 

Vietnam. Therefore, aid fungibility was equal to what the Government of Vietnam was 

aiming for. Donors should respect the recipient’s priorities if those priorities are 

reasonable and fit for the country’s sustainable development. 
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V. Conclusions and Limitations 

 Less accountability indeed makes room for fungibility to occur. But why does 

aid fungibility always result in negative outcomes when there is less presence of 

accountability? Less accountability allows negative factors such as corruption to take 

practice. However, fungibility does not always result negatively as it was in the case of 

Tanzania. Likewise Vietnam, the impact of aid fungibility can be quite positive by 

diverging aid to the preferences or priorities of the recipient country with the presence 

of local accountability at a high degree. Thus, aid fungibility should be reconsidered: if 

recipient’s national plan is equal to the desires of the citizens, fungibility does not 

make a difference. Aid fungibility actually increases local accountability allowing the 

project to be sustainable and recipient governments to increase local ownership. 

Recipient countries should inherit aid rather than just simply receiving it. Fungibility in 

the presence of accountability allows recipient countries to increase ownership and 

target sectors that are more equal to their interests. The impact of aid fungibility is 

more likely to be positive when this interest is proportional to the well-being of the 

nation. Through this process, aid will become more effective and efficient.  

 Throughout the research, there were some limitations. Unlike aggregated data, 

disaggregated data is difficult to access. Rare data was available to analyze the exact 

amount of fungibility in the project in Vietnam. The research could have been more 

precise and interesting if exact numbers can be identified to see how much was actually 

diverted to other purposes rather than the ones targeted by the donors. There were 
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limits in accessing systematic processes that could have taken place during fungibility 

in both countries. If these numbers and processes are available, fungibility can turn out 

to be a strategy for making aid more effective throughout the developing world and 

make this research further interesting. 

 Aid fungibility is an alluring topic in the field of aid development and 

effectiveness. More studies in this area are recommended and necessary in the future to 

accumulate appropriate ways to make aid a tool for making poverty history. Hopefully, 

my findings will support the need for recipients to own and be aware of the aid budget 

more than the donors to make aid more effective in the future.  
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Abstract in Korean 

원조의 변용성 재고: 

베트남과 탄자니아의 비교 연구 

김보경 

서울대학교 국제대학원 

국제학과 국제협력전공 

 

 개발 원조는 개발 도상국가에게 더욱 더 효율적이고 효과적일수 있는  

방안을 찾고 있다. 개발을 유도하고 빈곤을 줄이기 위해 공여주체는 

수원국에게 원조를 보낸다. 생산적인 결과를 얻기 위해서 수원국은 공여주체의 

원조조건을 따라야 한다. 하지만 제시된 조건들은 수원국의 입장의 따라 꼭 

이루어지는 것만은 아니다. 그리하여 원조는 변용 될 수도 있다. 지금까지의 

많은 연구 결과에 따르면 원조의 변용성은 원조의 실패로 다루어져 왔다. 

하지만 이 연구는 원조의 변용성은 좋은 결과를 낳을수도 있다는 것을 

보여주려고 한다. 원조의 변용성을 통해 수원국의 책무성을 높이고 현실적으로 

보다 효과적인 결과를 유도 할 수도 있다.  

극단적인 결과를 보여주고 있는 베트남과 탄자니아의 예를 비교 분석하여 이런 

연구를 해보려고 한다.  

주요 용어: 원조, 변용성, 책무성 
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