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The primary objective of this study is to test "the fungibility hypothesis": if
categorical grants are executed as mandated by the grantor, the central government. To
this end, this study analyzes the data for 15 years (1995-2009) on the grants-in-aid
categorized for social welfare programs. Followings are a brief summary of the
analysis.

Empirical evidence suggests that the hypothesis is generally supported and the extent
of fungibility are different from a local government to another. Much of the variances
are accounted for by the financial condition of each local government. Financially weak
governments are more inclined to divert the grants toward more imminent demands
from the points of their own view. On the other hand those metropolitan governments
that are in better financial condition have little inducement to reallocate resources
against the stipulation attached to the categorical grants.

Similar patterns are observed when the effect of population size is controlled by
using per capita expenditures instead of the gross expenditures. The fungibility
hypothesis was again supported in provinces (Do’s). However, Seoul and six other
metropolitan governments appear to have significantly different resource allocation
patterns: they are not actively pursuing fungibility. Even further, a reverse fungibility
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pattern is observed: more of their own resources are allocated toward social welfare in
their efforts to secure more matching grants. Their stronger financial condition, often
represented by high self-sustenancy rates, made this possible. One important
implication we can draw from this analysis is that the discrepancy of social welfare
services between financially strong governments and weak ones are likely to be
expanded in the future. Therefore, a carefully designed reform in categorical grant
system is required, especially with regard to differentiated matching rates that reflect
the financial conditions of grantees.

To sum up, fungibility is a widespread in local resource allocation in response to
matching grants-in-aid; and the extent of fungibility is negatively correlated to the
financial condition of each local government. "A reverse fungibility" observed among
the metropolitan city governments that are in good financial condition.
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sk Al=rh ek 5 S Zolth
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Z}&: Zampelli. 1986. Resource fungibility, the flypaper effect, and the expenditure impact of

grants-in-aid. p. 34.
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AS7HA fungibility 7Hdoll ek A= F2 o849 ZW(Gamkhar - Shah, 2007;
Hall, 2008; McGuire, 1973; 1975; Shah, 2007 &42] A7)olA o|Foix a1, 4537 <
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o] &g EAT Shah(1989)°] AFE fungibility 7Hd& AAT + e TAXHSE F
ofm|gt WMsh= SR et s AL )
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S AT hed HBE - AFF199)2 V2AAGA e AGAA B =
Fog AFEAS AASATE 19921 d0A 19953 Atolo] AIJAA FE TR ET
o AT AN A fungibility M-S AASHs S UERA] 43
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o EAUGS 167] FAA A, 7] 59 - FHA|, 9] =2 FESF] BT E=g
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<I-1> fungibility 7tadofl CHet AEA MEAFo| Ha|
A2 AT 2o = FoAd¥
McGuire z}iﬂ g AGRE 1964-1971'A | - fungibility 7} €}
(1978) °er A& 849) - % 60%<] oA &}
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ALE] A B] 2 Qo ;
7 _ 714 2 el
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2 3] <@y ALA AL 1] 1996-2006'd . g
- ~ _ 714 EF,
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(1988) < A% Q) - 9 fungibility 7} €
26707 oF 40%9] o oA
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(1989) A Az (134) pgldilly 7 7
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1) 2M0y @
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APAAGA o] A Zo] 7 B HlFES AR AeH, TRz NEV)E
EHl AT AAAA L A9 Foprt 7 A vEh I Q7] W&l Zlo R B
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fungibility 7Fde] e oH-E AFsr] AsiH F4EAY 6)F A& @2 H]
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)

2) 2

2 AFelA ARt Qe AR 199597E 200097441 s ol Efoln, 24t
749 199597 1997d7kA1 8] 257 §l7] wiZol B+ sj'dd o] H(unbalanced panel
data)gtair & = Atk H@HIHE o]&st] #Ae HAANsle B¢ FEEHREF
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& ZAJAE Z2AsloF drh & A7 A5 24U N ARAGAES BT ALad
AAE e 7 = o, olgd AL NE AXGA 7L Avtke] A3 A g
= ZEE 8o =M g JiA 3o o]dAS S8k 1B AEARE S =2|(Gujarati,
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219 AAE AAHED FERETE FAAAGA o] wFE= AB|EA] #E SRz
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R? 0.92 0.94 0.96

PAR=IE 237 102 135

F) ()Y Fe TFEEAROIH, *: p<10, ** 1 p<05, ** : p<OL.
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o] AAkA o] AAHA wet Zfol7} JAeAE AHEH th53 2k 167] FAAX A
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Zd] H]Fof tigh FgaFells B At EA457] HEie B4 - s - AANY 5
O #oke A& vl tigk 17 88t
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P TEA T ARS EXH] B F
167 F S 2= A 770 B . FAA 97 =
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2. pgkel FAHAF 0 < q> <181 7% fungibility 7H32 AA&HA =
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<H=-1> W] Axd Ve AE

A= A2 9 PEAYRED | 2drRzd | A3 EAW

1995 | 945,815(1,132,639) | 154,583(98,582) | 36,622(16,208) | 77,105(50,549)
1996 | 1,131,986(1,470,002) | 174,995(107,966) | 96,575(116,275) | 98,834(55,661)
1997 | 1,242,003(1,561,703) | 191,069(114,850) | 73,361(34,668) | 124,903(84,698)
1998 | 1,068,764(1,311,858) | 186,596(126,431) | 92,441(50,106) | 136,879(109,901)
1999 | 1,136,859(1,413,157) | 179,696(105,863) | 124,141(69,106) | 178,229(133,819)
2000 | 1,193,899(1,612,005) | 214,354(143,450) | 154,813(87,833) | 211,571(153,176)
2001 | 1,569,082(2,143,265) | 302,844(185,829) | 219,270(124,126) | 262,901(195,348)
2002 | 1,936,122(2,667,514) | 286,163(172,271) | 268,630(149,458) | 288,448(212,171)
2003 | 2,176,847(2,946,462) | 326,410(205,899) | 287,048(158,054) | 316,616(233,428)
2004 | 2,162,700(2,873,046) | 311,968(201,318) | 318,651(174,734) | 370,571(278,325)
2005 | 2,177,995(2,788,764) | 268,712(180,281) | 299,692(167,997) | 416,055(312,926)
2006 | 2,422,117(2,913,154) | 373,541(174,346) | 365,665(202,599) | 534,980(372,285)
2007 | 2,603,500(3,246,866) | 455,454(212,875) | 476,076(266,794) | 639,507(446,771)
2008 | 2,672,867(3,379,413) | 541,036(263,088) | 676,149(379,306) | 862,515(635,869)
2009 | 2,842,668(3,458,896) | 582,952(222,337) | 839,892(463,574) | 1,107,295(770,825)
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