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6.  Quality of government, regional autonomy and
Cohesion policy allocations to EU regions
Nicholas Charron

INTRODUCTION

Fostering economic cohesion among the regions of  the European Union (EU) is a 
primary policy goal of  the European Commission. Since 1975, one of  the main policy 
tools used to achieve this goal has been the use of  Structural Funds (SFs) in promot-
ing economic convergence among regions. As they normally constitute one of  the 
largest items on the EU’s annual budget and help to finance thousands of  public- works 
projects in many areas such as infrastructure, transportation, health, environment, 
agriculture, energy and telecommunications, these funds have drawn much scholarly 
attention. For example, many economists and political scientists have examined the 
effectiveness of  the funds in producing the economic cohesions promised, with mixed 
empirical results (Rodríguez- Pose and Fratesi 2004; Beugelsdijk and Eijffinger 2005; 
Dall’Erba and Gallo 2008). Scholars of  multilevel governance have also produced 
much research on the intergovernmental aspects of  regional policy formation (Hooghe 
and Marks 2001; Piattoni 2010; Bukowski et al. 2003; Benz and Eberlein 1999; 
Pollack 1995). Recently, a relatively small subfield of  scholars have focused atten-
tion on regional political factors and characteristics in determining the allocation of 
Structural Fund grants to EU regions (Kemmerling and Bodenstein 2006; Bodenstein 
and Kemmerling 2008, 2011; Dellmuth 2011; Bouvet and Dall’Erba 2010). Such schol-
ars have noted an empirical puzzle: that regional transfers from Structural Funds vary 
significantly throughout the EU despite relatively clear eligibility criteria for funding. 
The main research question in this chapter draws upon this literature: aside from the 
stated EU criteria, what regional factors can explain variation in Structural Fund allo-
cation to EU regions?

The several studies that have addressed this question have highlighted numerous vari-
ables outside of the stated criteria (for example, levels of economic development) that 
also systematically explain patterns in regional grants. The factors that have been put 
forth have in large part included political determinants – such as regional party systems, 
elections, the extent to which a region’s population is ‘Eurosceptic’, and the constitutional 
strength of a region – and several have been found to a have systematic links with the 
distribution of regional grants from SFs.

This chapter contributes a new factor in this ongoing debate – the concept of ‘state 
capacity’ or ‘quality of government’ (QoG) (Rothstein and Teorell 2008) – as an explana-
tion of why certain regions are allocated higher levels of Structural Funds grants than 
others on average. The main argument in a nutshell is that when there is room for regions, 
member states and the Commission to negotiate for funds, regions with greater levels 
of QoG will acquire more on average, accounting for levels of economic development, 
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 unemployment rates and other political and institutional factors. The rationale behind 
this is twofold. The Commission has strong incentives to allocate resources to states and 
regions where the funds will be absorbed (Dellmuth 2011; Tosun 2014). Regions with 
greater levels of QoG – for example, lower corruption, better- quality bureaucracies – are 
more attractive candidates to the Commission in allocating funds. Second, regions with 
higher levels of capacity are hypothesised to be on average better at lobbying for their 
interests both their own central government as well as the Commission, and better pre-
pared to effectively implement the rules and criteria associated with grant expenditures 
from the Structural Funds. In addition, the chapter also tests whether QoG is conditioned 
upon the constitutional strength of a region; meaning whether the effect of QoG on SFs 
allocation to regions is greater in regions with higher levels of political and fiscal auton-
omy. Using SF grant data for regions for the period of 2000–2006, and a novel subnational 
measure of QoG from Charron et al. (2014, 2015), the hypotheses are empirically tested 
and corroborated, even when accounting for other economic and political factors.

The chapter proceeds as follows. First, the allocation of Structural Funds and the 
dynamics of the bargaining process are briefly explained. Second, the relevant literature 
to which this chapter contributes is highlighted. Next, the theory and hypotheses are 
put forth. In the next section, the sample, data and research design of the chapter are 
explained. The empirical tests and results are then presented and discussed. The chapter 
concludes with a discussion of the findings, the main contributions, caveats of the analy-
sis as well as future research ideas.

STRUCTURAL FUNDS ALLOCATION

As a cornerstone of the EU Cohesion policy, Structural Funds serve as a primary 
redistributional and development instrument for projects in regions throughout the 
EU. Although there have been adjustments over the years, SFs currently comprise the 
European Regional Developmental Fund (ERDF), the European Social Fund (ESF), 
and the Cohesion Fund (CF). In the current, 2014–2020 programming period, the 
Structural Funds also includes the rural and fisheries funds (European Agricultural Fund 
for Rural Development, EAFRD; European Maritime and Fisheries Fund, EMFF). 
Together, the ERDF, ESF and Cohesion Fund make up the European Structural and 
Investment Funds (ESIFs). The ESIFs are managed within a shared framework. These 
funds are a substantial portion of the overall EU budget – normally the second- largest 
bloc of total expenditures – constituting between roughly 30.5 per cent and 36.0 per cent 
of the total expenditures, depending on the period in question.1

For each seven- year programming period for which the funds are allocated, the EU 
Commission fixes a set amount to be appointed to each member state (MS), based on 
relative wealth, population and other criteria such as unemployment. Once the funds 
are attributed to each MS, central governments and regions within each state propose 
investment plans for the resources to be spent. When such negotiations for regional 
investments are completed, the Commission determines fixed set of expenditures for the 
regions, which have the seven- year programming period plus two additional years to use 
the funds.

There is, however, a distinction with respect to negotiating the allocation of funds to 
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certain regions within the agreed framework. First, less- developed regions – those under 
75 per cent of the EU average with respect to gross domestic product (GDP) per capita, 
also known as former Objective 1 or ‘Convergence’ regions – receive a more or less 
pre- set amount of funds, whereby regions and national governments have little wiggle 
room in appropriating funds for investment. On the other hand, regional and national 
governments are freer in allocating funds to more- developed regions (formerly known as 
Objective 2 or ‘Regional Competitiveness and Employment’ regions), which are generally 
more industrial regions with unemployment rates above the EU average and declining 
manufacturing sectors (Bodenstein and Kemmerling 2008). For the allocation of funds 
to these regions, national and regional actors have considerably more discretion, in par-
ticular from 2007 onward, whereas during the previous periods certain areas within each 
region could be preselected for assistance. Thus, on the one hand, there are clear and 
transparent principles that determine the allocation of regional funds based on need and 
level of economic development. On the other hand, the negotiation process is a complex, 
multilevel one in some cases among the Commission, member states and regional actors.

The dynamic of the allocation of regional grants has been described therefore as 
a two- level (or even three- level) game (Bodenstein and Kemmerling 2011). While the 
Commission has the final say on the amount allocated to these more- developed regions 
within the Union, the MS governments propose a budget for each of these regions, 
often as a result of bargaining between the national and regional level (Kemmerling and 
Bodenstein 2006; Hooghe and Marks 2001). There is thus ample room for regions them-
selves to lobby for more grants for their local projects during this process.

Thanks to this room for discretion, regions vary along many dimensions other than the 
level of development and unemployment – such as political relevance (some have demo-
cratically elected parliaments, while others are simply statistical regions), political institu-
tions, constitutional strength, institutional capacity, and so on – so much so that several 
studies have argued that when central and regional governments have more negotiating 
power, some non- economic and/or political factors could be skewing appropriations of 
Structural Funds. It is this possibility that this study intends to investigate.

RELEVANT LITERATURE

As noted, relative underdevelopment has been indicated as a primary factor in allocat-
ing Structural Funds. Yet several studies have put forth alternative factors explaining the 
appropriation of such resources other than those which concern economic development. 
For example, as Bodenstein and Kemmerling (2011: 3) note, ‘the official criteria are not 
sufficient predictors of Structural Funds allocation . . . [in that] some European regions 
receive significantly more funds per capita than others even if  they face comparable 
socio- economic conditions’.

Several studies have highlighted that partisan politics at the regional level influence 
appropriations of Structural Funds to regions within states (see Massetti and Schakel, 
Chapter 14, this volume). For example, Kemmerling and Bodenstein (2006) argue and 
show empirically that left- of- centre regional parties that govern are more apt to procure 
higher funding on average from their national governments, and subsequently from 
the EU Commission when negotiating for funds. Such leftist governments supposedly 
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respond to local demand for greater public expenditures. Subsequent empirical studies 
have found mixed support for this claim, with some providing further support for the 
partisan claim (Bodenstein and Kemmerling 2008; Bouvet and Dall’Erba 2010), while 
Dellmuth (2011) finds largely insignificant effects. Moreover, the dispersion of the 
regional party system also contributes to this process (Bodenstein and Kemmerling 2008), 
in that the more centralised the power is in the regional party system (for example, fewer 
parties), the more focused a region can be in overcoming problems of collective action in 
negotiations with the central authorities and EU Commission. In addition, electoral com-
petition between fewer parties increases the stakes for national actors to funnel resources 
to winning actor to gain favour with regional constituents (Bodenstein and Kemmerling 
2011). As Dellmuth (2011) points out, central governments also have incentives to allocate 
to fewer regional actors to limit ‘credit- sharing’ in cases of successful implementation. 
This factor is also related to political institutions such as district magnitude, which allows 
for greater access to smaller parties, and thus greater fractionalisation of the party system 
(Cox 1997). Finally, along these lines, some scholars have postulated that regions with con-
stituents who are on average more ‘Eurosceptic’ will receive more funds, in order to sway 
their support of EU policies (Carrubba 1997; Bouvet and Dall’Erba 2010).

An alternative explanation to these political explanations lies in the constitutional 
strength of the regions themselves relative to the central governments. For example, 
Dellmuth (2011) makes the following argument. The Commission prefers that Structural 
Funds be appropriated and spent efficiently (or, in EU parlance, ‘absorbed’). It wants 
to avoid its reputation to be tainted by misjudging or overallocating funds to regions 
without the capacity to absorb them, thus in a sense ‘wasting’ funds, that could have gone 
elsewhere. Regions with greater autonomy have greater lobbying power at the EU level 
(Marks et al. 2002) and are better equipped to manage funds and provide documentation 
of expenditures than constitutionally weaker regions. Thus the Commission has incen-
tives to provide more funds to constitutionally strong regions: those with more autonomy 
and more capable to administer and transparently document Structural Funds alloca-
tion. Dellmuth (2011) measures this concept as regions within a strong federal system. 
Bodenstein and Kemmerling (2011) also highlight this factor, arguing that regions in 
federal states have greater lobbying capacity at both the national and EU levels during the 
negotiation phases. The evidence provided is that regional constitutional strength works 
in tandem with past reputation: regions that are constitutionally weak are allocated more 
funds only with successful past records of absorption, while constitutionally strong 
regions are less dependent on past success in obtaining present funds (Dellmuth 2011: 
1028–1029). Building on these studies, this analysis puts forth a new and complimentary 
factor to the dynamics of the appropriations of Structural Funds to regions – institu-
tional capacity – which is developed in the subsequent section.

THEORY AND EMPIRICAL HYPOTHESES

Complementing existing ideas about why certain regions acquire more than their ‘fair 
share’ of Structural Funds in relation to their relative level of development, the main 
crux of the theoretical contribution of this study builds on the ‘state capacity’ or ‘quality 
of government’ (QoG) literature. The underlying factors that comprise QoG in a general 
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sense are an uncorrupted public sector, a strong and impartial rule of law or protection of 
property rights, and government bureaucratic effectiveness in impartially administrating 
public goods and services. Kaufmann et al. (2009) show that although these individual 
measures are theoretically distinct, they tend to be highly correlated, regardless of the 
data and methodology employed to build the data. Rothstein and Teorell (2008) offer a 
possible explanation for this strong correlation when discussing the various subcompo-
nents of QoG, in that they argue that the central theoretical underpinning is impartiality: 
all citizens are treated equally by the state regardless of gender, age, ethnicity or religion. 
QoG as a concept has gained traction both theoretically and empirically in recent years 
in several social science literatures as well as in leading international institutions such as 
the World Bank. It is understood more in a de jure rather than a legal (de facto) sense in 
the context of the quality (not the quantity) of the public services allocated and admin-
istered by the public sector. As with many latent concepts in the social sciences, such as 
‘quality of life’ or ‘freedom’, QoG and its subcomponents cannot be measured directly. 
The act of corruption is clandestine, and impartiality is difficult to parse out simply by 
looking at a country’s legal code. The vast majority of scholars building QoG data at 
the national level have relied on subjective measures, which are more or less perceptions 
based on surveys of firms, risk assessment groups and non- governmental organisations 
(NGOs), and citizens.

The idea is built on several assumptions previously posited by scholars in this literature 
regarding the actors in the negotiation process. First, for reasons of both reputation and 
policy goals it is assumed that the Commission wants to maximise absorption for as many 
states and regions as possible and avoid having post- hoc complaints of having misjudged 
a region’s absorption capacity (Dellmuth 2011). Second, member states also have a strong 
incentive to show that they can effectively implement the Commission’s rules and absorb 
Structural Funds; again, both for reputation as well as to maximise procurement of addi-
tional funds in future rounds of negotiations. As several studies have shown, past absorp-
tion success is correlated with increased funds in future rounds (Dellmuth 2011; Tosun 
2014). Third, regions have a strong incentive to procure as much as possible for their own 
development projects, to enhance their own reputation and to appease local constituents 
with enhanced infrastructure and development without the burden of increasing local 
revenues.

Moreover, building on a wide literature that has shown the importance of admin-
istrative capacity in implementing and complying with EU laws and regulations (see, 
e.g., Dimitrova 2002; Milio 2007; Dimitrova and Toshkov 2009), Tosun (2014) shows 
empirically that ‘state capacity’ is strongly related with higher rates of absorption among 
member states. One can thus make a similar assumption for the negotiation process of 
Structural Funds among the regional, national and EU actors. QoG in the sense that it is 
used here implies a higher level of quality in the bureaucracy, a more impartial allocation 
of resources among citizens and less corruption in the public sector. Regions with higher 
levels of QoG are thus on average more attractive candidates for funding as they have 
a more competent bureaucracy to implement rules and administer funds transparently 
and are less apt to have resources siphoned off  by local corrupt actors. As projects are 
more likely to be proposed and allocated within such regions according to need (rather 
than procured by local clientelistic pressures and inside contacts), funds will be more 
likely spent impartially across a wider scope of constituent base, thus increasing positive 
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exposure for the EU in general. In addition, regions with higher QoG have been found 
to have stronger transparency of public expenditures and whistleblowing laws (Rothstein 
et al. 2013), thus making them safer bets for funding. On the regional side, in similar vein 
as to the ‘constitutional strength’ at the regional level, those regions with greater levels 
of capacity are expected to be better on average at organising, lobbying and pressuring 
for greater amounts of Structural Funds during each round of the negotiation process.

In sum, the following hypothesis is tested:

H1: The greater the level of regional QoG, the more Structural Fund transfers a region is 
likely to receive on average.

In addition, the study will test a complementary hypothesis, building on the literature 
that highlights the constitutional strength of subnational actors and decentralisation. 
Several studies have investigated how decentralisation affects economic performance 
(Castles 1999; Ezcurra and Rodriguez- Pose 2013) and found rather complex relation-
ships, for example that decentralisation can improve performance where transparency 
and ‘regional learning’ are present, but can impair it when corruption and local capture 
by interest groups occur. Of primary interest here is the interaction between QoG and 
subnational authority at the regional level. Building on Dellmuth’s (2011) hypothesis 
that constitutional strength of a region is associated with procurement of regional grants 
from the Commission, it is predicted that QoG will be a particular salient factor in 
regions that are more decentralised: when regions are constitutionally strong and have 
high QoG, incentives for MS and the EU will also be higher, while when regions have 
weaker state capacity they will be weaker candidates for funding. A second hypothesis is 
thus tested here:

H2: The effect of a region’s QoG on Structural Funds allocation increases as a function of 
its level of regional autonomy.

SAMPLE, RESEARCH DESIGN, DATA AND MEASUREMENT

This study is based on an observational design, taking into account subnational insti-
tutional quality and Structural Funds financial transfers allocated to regions. The unit 
of analysis is thus EU regions, at the NUTS 1 and NUTS 2 level,2 depending on the 
country in the sample. The empirical tests are based on spatial variation within and across 
countries.3

The dependent variable is collected from data from Commission decisions from 
2000, provided by Dellmuth (2011). They are the most recently available data on the 
level of Structural Funds allocated to states by the Commission to then be allocated to 
regions. They are taken from official European Commission decisions from the period 
of 2000– 2006. The data include 160 regions (NUTS 1 and NUTS 2) from 13 countries, 
all in the EU15 (excluding Denmark and Luxembourg and the new member states which 
accessed the EU post- 2000). The relatively limited sample is an advantage in this case 
because the theory pertains mostly to countries and regions that have some negoting 
space for funds, whereas most or all regions in the new member states are Convergence 
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(formerly Objective 1) regions and hence have room for manoeuvre. The regions in the 
sample are of varying sizes (Åland’s population in Finland is roughly 25 000, while 
Lombardy in Italy is more than 9 million inhabitants), the funding data is thus measured 
in per capita terms (from Eurostat). In addition, the logarithm of this relative ratio is 
tested as an alternative measure due to several outlying regions and to test whether the 
logged form better fits with the ordinary least squares (OLS) assumptions of normality 
of the residuals and linearity (see Table 6.1).

The central explanatory concept of interest is the level of QoG by region. Data have 
largely been collected to compare QoG across countries, yet we take advantage of 
relatively newly collected data by Charron et al. (2014; 2015). The European Quality of 
Government Index (EQI) constitutes the most comprehensive data on QoG at the NUTS 
1 and 2 levels for 206 EU regions. The EQI is built on the largest survey to date focusing 
on governance at the regional level; more than 85 000 citizens were surveyed. The instru-
ment proposed here builds on both perceptions and experiences of citizens in public 
service areas such as health care, education and law enforcement. The data were collected 
in two rounds – 2010 and 20134 – and, like the World Governance Indicators (WGI; see 
Kaufmann et al. 2009), are standardised such that the sample mean is 0 and the standard 
deviation is 1. The authors also provide a normalised range between 0 and 100 (higher 
scores equal better QoG), which we take here.5

In addition to the main variables of interest, several other factors are controlled for in 
the analysis. Two economic factors are controlled for. One is the design of the Structural 
Funds according to which less- developed regions will be allocated more resources on 
average. The regional GDP per capita (in thousands of euros at purchasing power parity) 
is thus taken to account for this. The data, taken from Eurostat, are an average of the 
years 1998–2000 and are expected to be negatively correlated with the dependent variable 
on average. An additional economic factor found to be significant in previous empirical 
studies is the unemployment rate prior to the allocation phase (Dellmuth 2011), which 
was found to be positively correlated with higher allocations of funds. The measure is also 
taken from Eurostat and averaged for 1998–2000.

Several political institutional factors are also taken into account. The first is the idea, 
put forth by Dellmuth (2011), that regions with a greater degree of constitutional strength 

Table 6.1 Summary statistics of variables

Variable Obs Mean Std Dev. Min Max

Structural Funds (2000–2006, p.c.) 148 439.3 578.3 0 3514.9
Structural Funds (2000–2006, p.c., log) 145 5.29 1.39 1.28 8.16
EQI 143 61.57 16.37 8.54 95.61
PPP per capita 146 9.88 0.33 9.21 10.84
Unemployment 141 8.98 5.08 2 25.7
party fractionalisation 96 0.34 0.13 0.11 0.63
election_1999 96 0.41 0.49 0 1
self- rule 135 9.45 3.77 1 14
shared rule 135 2.62 3.16 0 9
objective 1 148 0.32 0.47 0 1
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will on average receive more funds, which is also used to test H2. As already recalled, such 
regions are expected to be able to better lobby for their interests and to reduce error in 
the implementation of the funds, and moreover, the Commission has an incentive to 
allocate more funds to such regions to reduce implementation errors (Bodenstein and 
Kemmerling 2008). Because constitutional strength can vary both across and within 
countries, the best available measure to date tracking this for the sample at hand is the 
Regional Authority Index (RAI) (Hooghe et al. 2010). The data capture ten aspects of 
regional authority for the regions in all countries in the sample.6 Moreover, they allow 
researchers to distinguish between self- rule of a region, and its shared rule with the 
central government. Most of interest here is in the self- rule of a region, which indicates 
its constitutional strength, thus this measure is highlighted; yet shared rule is also checked 
in the analyses. A key advantage of this data is that the measure tracks asymmetric 
self- rule within countries where it exists, thus it is not a country fixed effect for many 
of the  countries in the sample. For example, the region of Bolzano- Bozen in Italy has 
higher self- rule than ‘ordinary’ regions, and similar asymmetries are found in the United 
Kingdom, Portugal, Finland, Spain and Belgium. The self- rule variable is also used to 
test the interaction effect between QoG and regional autonomy in H2.

In addition, Dellmuth (2011) finds a negative correlation between the ‘effective number 
of parties’ governing a region at the time of Structural Funds allocation. On the regional 
side, it is argued that fewer governing parties have an easier time overcoming problems of 
collective action in lobbying, while central governments prefer to share credit with as few 
other actors as possible. As a proxy for the effective number of parties in a region (where 
applicable), I calculate a Herfindahl index of party- seat fractionalisation for the closest 
mandate period prior to 2000 for each ‘politically relevant region’ in the sample. I also 
control for whether a region had an election during the year of allocation 1999–2000, as 
local attention to Structural Funds during the election period could have elicited more 
attention and possibly have drawn more resources. Finally, as the theoretical part per-
tains largely to the regions where negotiation for more or less funds is most applicable, a 
dummy variable for Objective 1 region during the 2000–2006 period is included. A list of 
summary statistics of the variables in the analysis is found in Table 6.1.

ANALYSIS

Table 6.2 presents the findings of the empirical tests, beginning with a baseline model 
in model 1. H1 is analysed in models 1–4 and H2 in model 5. Post- regression tests for 
homoscedasticity of the residuals (Braush Pagen, and Cameron and Trivedi’s IM test) 
showed clear signs of heteroscedasticity, thus country- clustered, robust standard errors 
are used in all models.

Model 1 includes only a control for Objective 1 regions, and we find that the effect of 
QoG is significant at the 90 per cent level of confidence. In model 2, when past PPP per 
capita and unemployment are accounted for, we observe a strong, non- random effect of 
the EQI variable on the allocation of Structural Funds in EU regions: as QoG increases 
by one unit, funds increase by €5.55 per capita on average. Both the level of economic 
development (PPP per capita, log) and unemployment are in the predicted direction, yet 
only unemployment is significant below the 0.10 level of confidence. In model 3, only 
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‘politically relevant’ regions are included so as to test the effects of fractionalisation in 
regional party systems and the occurrence of a regional election in the year prior to allo-
cation of Structural Funds (1999),7 hence the sample size reduction. The impact of QoG 
increases slightly to 6.17 per capita, and the effect of the economic factors – PPP per 
capita and unemployment – becomes more pronounced, as this model does not control 
for the Objective 1 regions due to a lack of degrees of freedom. We find here that when 
accounting the EQI, the political factors that have been found to be significant in previ-
ous studies become negligible. In model 4, both self- rule and shared rule are added. While 
the results from the previous models for the economic variables and the EQI remain 
virtually unchanged, neither of the measures of regional constitutional strength plays an 
independent role in explaining the level of regional Structural Funds allocation. Overall, 

Table 6.2 Test of H1 and H2: OLS estimates 

Hypothesis 1 Hypothesis 2

1 2 3 4 5

EQI 4.95*
(2.80)

5.55***
(1.45)

6.17**
(2.16)

6.15***
(1.23)

6.07***
(1.20)

PPP per capita (log) −132.7
(105.8)

347.8*
(191.5)

−115.8
(92.2)

−94.7
(98.6)

Unemployment 16.6*
(9.10)

59.5***
(17.4)

15.3*
(8.25)

17.3*
(8.90)

party fractionalisation −428.4
(288.8)

election_1999 84.3
(129.3)

self- rule 5.79
(5.78)

11.1
(8.40)

shared- rule −6.90
(4.83)

−10.3
(6.02)

EQI*self- rule 0.43
(0.37)

Objective 1 reg. 982.7***
(134.8)

765.3***
(86.4)

839.1***
(89.6)

817.5***
(88.3)

constant 138.7**
(16.9)

1350.9
(1074.5)

3345.3
(2023.8)

1136.3
(922.9)

978.8
(989.7)

mean VIF 1.84 1.50 1.91 2.27
observations 143 134 94 125 125
countries 12 11 7 11 11
R2 0.53 0.63 0.60 0.65 0.65
pr.F 0.0000 0.0000 0.0000 0.0000 0.0000

Notes: 
Dependent variable: Structural Funds allocated to regions per capita for the 2000–2006 period.
Figures are unstandardised coefficients with country- clustered standard errors in parentheses.
Models have varying number of observations based on missing data for certain variables.
Model 3 tests only ‘politically relevant regions’ with elected regional parliaments, thus the number of 
observations drops 94.
*** p ,0.01, ** p ,0.05, * p ,0.10.
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robust support is found for a non- random effect of QoG on the allocation of Structural 
Funds to regions, lending empirical support to H1. In practical terms, holding all other 
variables constant from model 4, moving from the 25th percentile of the EQI in the 
sample to the 75th percentile (from 55 to 75.1) results in a predicted change in per capita 
Structural Funds from €354.9 to €478.0, or €123.1 per capita.

In model 5, H2 is tested using an interaction term between self- rule and the EQI. To 
reject the null hypothesis for H2, we would need to observe a significant and positive 
interaction term. The coefficient, while in the expected direction, is not significant. Yet, 
this shows only the significance of average marginal effect on whole. In Figure 6.1, the 
marginal effect of three levels of the EQI (min, mean and max) are shown over five levels 
of self- rule: the min, the 25th percentile, the mean, the 75 percentile and the max values 
in the sample. The figure shows predicted levels of regional Structural Funds per capita at 
each specified level of the two explanatory variables with 95 per cent confidence intervals 
around each estimate. Interestingly, when looking further than simply the interaction 
coefficient in model 5, some very interesting effects are observed. While the impact of 
QoG on Structural Funds is negligible at low levels of self- rule, differences in Structural 
Funds allocations become more pronounced by the effects of QoG as regions increase 
in self- rule. For example, when holding economic factors constant, by mean values of 
self- rule (9.45) we begin to observe significant effects of the EQI on Structural Funds 
when going from both min to mean levels, as well as mean to max levels. These effects of 
the EQI on Structural Funds allocations become more pronounced as self- rule increases, 
lending support to H2. In further checking for robustness of the results, I found that the 
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Figure 6.1 The effect of QoG on Structural Funds at various levels of self- rule
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logged dependent variable yielded very similar results with respect to H1 and slightly 
weaker (yet similar) results to H2.

CONCLUSION

The purpose of this chapter has been to elucidate a new explanation for the allocation 
of Structural Funds to EU regions. Building on a relatively new literature, the novel 
aspect brought forth here is the aspect of ‘quality of government’ (QoG) at the regional 
level, and how this factor plays into the strategic negotiations for Structural Funds 
between member states, regions and the Commission. The argument put forth is that 
the Commission and member states alike have incentives to appropriate higher levels 
of funds on average to regions with greater levels of QoG, as such regions have greater 
capacity to absorb such funds and do so in a transparent and non- corrupt manner. In 
addition, the chapter tests a second hypothesis: that the constitutional strength of regions 
relative to the central government plays a role in this dynamic and that QoG is likely to 
have a greater effect on Structural Funds allocation to regions, the greater the self- rule 
that a region has.

In both cases, empirical support for the hypotheses was demonstrated. First, control-
ling for the factors most pronounced by Commission rules when allocating funds – level 
of development and unemployment – and controlling for whether a region was an 
Objective 1 region during the 2000–2006 period, it was found that the measure of QoG 
used in the analysis still explained significant variance in Structural Funds across (non- 
Objective 1) regions. The findings were robust when considering even political factors put 
forth in the literature, such as the concentration of the regional party system and election 
timing. Second, when testing the effects of the interaction between QoG and self- rule of 
a region, it was found that the effects of QoG become more pronounced on the allocation 
of Structural Funds, the greater a region’s self- rule is on average.

These effects shown here demonstrate that strategic considerations are at play at one or 
both main points during the negotiation phase for Structural Funds: whether at the stage 
when member states and regions vie for projects and each state proposes to allocate its 
budget among its regions, or at the approval stage by the Commission of the final appro-
priations. Given constant levels of economic development and unemployment, regions 
with greater levels of state capacity receive more Structural Funds on average.

This research should be regarded as taking a modest step forward in our understand-
ing of the complex bargaining process between regions, states and the Commission. As 
shown in previous empirical studies with respect to member state absorption rates of 
funds (Tosun 2014), state capacity matters, and does so as well in the consideration for 
regional funding. However, several caveats should be highlighted and the results should 
be treated with a degree of caution. First, this analysis pertains only to the period of 
2000–2006, and might not be generalisable. Moreover, only a limited number of states 
and regions were included in the analysis, making the results most meaningful in older 
member states. Second, the measure of QoG used here (EQI) is taken a few years after 
the measurement of the dependent variable, thus assuming a ‘stickiness’ over time that 
cannot be directly tested. Third, there might be omitted variables, such as past absorption 
rates of regions (which might cancel out the effect of QoG in allocation of funds), or any 
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number of political factors that were not included in this otherwise parsimonious analy-
sis. Fourth and finally, one would need to follow up further with interviews and/or case 
studies with national governments and Commission members to obtain a better sense of 
the dynamics between regional QoG and Structural Funds allocation.

To conclude, it would be fruitful for future research to gather more data on regional 
Structural Funds appropriations for the next two periods of EU expenditure, 2007–2013 
and 2014–2020, to test the economic and political factors highlighted in the literature and 
in this chapter further.

NOTES

1. http://ec.europa.eu/budget/figures/fin_fwk0713/fwk0713_en.cfm.
2. NUTS (Nomenclature of Territorial Units) are statistical units within the EU. A full list of each 

country’s NUTS 1, 2 and 3 levels can be found at http://epp.eurostat.ec.europa.eu/portal/page/portal/
nuts_nomenclature/correspondence_tables/national_structures_eu.

3. The countries included are: Austria (NUTS 2), Belgium (NUTS 2), Finland (NUTS 2), France (NUTS  2), 
Germany (NUTS 1), Greece (NUTS 2), Ireland (NUTS 2), Italy (NUTS 2), Netherlands (NUTS 1), 
Portugal (NUTS 2), Spain (NUTS 2), Sweden (NUTS 2) and the United Kingdom (NUTS 1).

4. An obvious weakness with the data collected for the dependent and key explanatory variable is that the 
Structural Fund data predate the collection of  the first round of  the EQI by four years. This of  course 
might invite critiques of  endogeneity. Yet a closer scrutiny of  the data on QoG in general dampens such 
worries. To begin with, data on institutional quality is remarkably ‘sticky’ over time, at least during the 
15- year period or so that institutions such as the World Bank and Transparency International have been 
tracking such concepts (Andersson and Heywood 2009). In addition, the two years of  the EQI data 
correlate at 0.94, indicating a strong time trend in the data. We thus assume that the variation of  QoG 
among regions in the 2010–2013 period was very similar to that of  the period of  2000–2006. However, 
this cannot be tested empirically with existing data, hence the results should be taken with a degree of 
caution.

5. For more information on the EQI data in 2010, see Charron et al. (2014); for the 2013 round, see Charron 
et al. (2015).

6. The ten measured dimensions in the RAI are: institutional depth, policy scope, fiscal autonomy, borrowing 
autonomy, representation, lawmaking, executive control, fiscal control, borrowing control and constitu-
tional reform. For more detail, see Hooghe et al. (2010).

7. Politically relevant regions in this sample include any region with a popularly elected parliament at the 
NUTS level here. They are regions from Austria, Belgium, Germany, Italy, Spain, France, and also include 
Åland from Finland; Northern Ireland, Scotland and Wales from the United Kingdom; and Açores and 
Madeira from Portugal.
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