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ABSTRACT

The purpose of this paper is to identify the contextual associations be-
tween the absorption of European funds, economic growth, and the qual-
ity of governance. The structural funds of the European Union support
the strengthening of the economies of its Member States. The efficient
use of these funds is achieved through high-quality governance; howev-
er, efficient governance presupposes a stable and developed economy.

Design/Methodology/Approach: The methodological background com-
prises a qualitative sequential approach involving a literature review and
empirical analysis that provide coherence and viability for the study. We
mainly employ quantitative methods, including an econometric model
based on panel data for European countries over the period 2007-2020,
which represents a novel approach in the literature.

Findings: The empirical results indicate a positive relationship between
the European funds absorption rate, economic growth, and institutional
governance factors.
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Originality/Value: The article may be considered a useful contribution
to understanding the complex relationship between European funds,
government quality, and economic growth, thus adding to the existing
literature.

Keywords: economic growth, European funds absorption, government quality

Povezava med evropskimi sredstvi, gospodarsko rastjo in
kakovostjo upravljanja v EU

POVZETEK

Namen tega prispevka je opredeliti kontekstualne povezave med
¢rpanjem evropskih sredstev, gospo-darsko rastjo in kakovostjo upravl-
janja. Strukturni skladi Evropske unije podpirajo krepitev gospodar-stev
drzav ¢lanic. Uc¢inkovita uporaba teh sredstev je dosezena z visokokako-
vostnim upravljanjem; ven-dar ucinkovito upravljanje predpostavlja sta-
bilno in razvito gospodarstvo.

Zasnova/metodologija/pristop: Metodoloskoizhodisce temelji nakvalita-
tivnem zaporednem pristo-pu, ki vkljucuje pregled literature in empiri¢no
analizo, kar zagotavlja koherenco in izvedljivost Studije. Pretezno se upo-
rabljajo kvantitativne metode, vklju¢no z ekonometri¢nim modelom na
podlagi panelnih podatkov za evropske drzave v obdobju 2007-2020, kar
je nov pristop v literaturi.

Ugotovitve: Empiricni rezultati kazejo na pozitivno razmerje med stopnjo
¢rpanja evropskih sredstev, gospodarsko rastjo in institucionalnimi de-
javniki upravljanja.

Izvirnost/vrednost: Clanek je uporaben prispevek k razumevanju kom-
pleksnega odnosa med evropskimi sredstvi, kakovostjo upravljanja in
gospodarsko rastjo ter tako dopolnjuje obstojeco literaturo.

Kliucne besede: gospodarska rast, crpanje evropskih sredstev, kakovost upravijanja

JEL:H11,138, 052, 047

1 Introduction

The Structural and Investment Funds of the European Union (EU) are de-
signed to support the goal of convergence, benefiting mostly poorer states
or regions (Atunes et al., 2020). This major objective is accompanied by the
action of absorbing these funds as the percentage of EU funding that has
been paid by the European Commission to member states’ Operational
Programmes (OPs) at a certain point in time (European Parliament, 2024).
The Structural and Investment Funds have experienced changes through-
out history, either by adding new funds following the resolution of some
problems encountered with the accession of several states to the European
Union or by changing their structure following the prioritization of new vi-
sions of political and economic at the European level. Since the 2000-2006
funding period, the changes began to be major with the expansion of the
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European Union to eastern Europe, the states that joined in that period be-
ing developing states and therefore with a much-reduced economic power
compared to old member states, as Dornean (2016) mentioned also. As a
rule, absorption tends to start slowly, and then it accelerates in the last
years of programming. Since the 2000-2006 funding period, the changes
began to be major with the expansion of the European Union to Eastern
and Central Europe, the states that joined in that period being developing
states and therefore with a much-reduced economic power compared to
the West member states, as Dornean (2016) mentioned also. The real peri-
od in which developing states entered the world of European structural and
investment funds was the period 2007-2013, a period in which three other
states joined: Romania and Bulgaria at the beginning of the financing period
(2007), and Croatia at the end of the period (2013). These three countries
had the lowest absorption rate because the institutional and procedural in-
frastructure for attracting funds required a transition period, which deter-
mined that the funds were absorbed towards the end of the Multiannual Fi-
nancial Framework 2007-2013. The administrative capacity of these states
(Bulgaria, Croatia, Romania) gradually improved, and in the next Multian-
nual Financial Framework 2014-2020 were the results evident, including
from the perspective of the degree of absorption of European funds. The
extension in question has generated major interest, and some studies have
been written on the impact that European funds have on the new member
states (Albulescu and Goyeau, 2013; Achim and Borlea, 2015; Tiganasu et al.,
2018; Surubaru, 2020, Vukasina et al., 2022).

In our paper, we will investigate the two funding periods, 2007-2013 and
2014-2020, creating an overview of the absorption of funds which allows us
to identify real developments, in particular regarding the member states who
joined the EU starting with 2004, given the fact that not only the economic
power results in poorer performance but as countless factors can also cause
fund absorption discrepancies. In this context, we intend, through this paper,
to find out not only whether the European structural funds lead to economic
and sustainable growth but also if the economic and institutional factors af-
fect or support the increase in the degree of absorption. The methodological
background includes qualitative sequential methodology, literature review,
and empirical analysis that provides coherence and viability for our study, but
also quantitative methods, including an econometric model based on panel
data for the European countries over the period 2007-2020.

In terms of the structure of the paper, the next section examines the litera-
ture regarding the researchers’ approaches and the results obtained. Section
3 describes the method, variables, and data sources; Section 4 summarizes
the results of the empirical study conducted on 27th European countries over
the period 2007-2020; and Section 5 outlines the conclusion, the main find-
ings, their implications, and potential policy implications.
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2 Literature Review

The European Parliament (2024) identified some factors as barriers to the ab-
sorption both at the level of the European Union (delays in adopting a legal
framework for the Multiannual Financial Programme) and at the level of the
eligible states (limited quality of government, limited administrative capac-
ity, inefficient institutional structures, training gaps, low public administra-
tion workforce engagement, inadequate practices and procedures for the
selection of operations, and insufficient digitalization). Among these factors,
administrative capacity at national and regional levels is one of the key fac-
tors in explaining the different performances of the Cohesion Policy in Eu-
rope (Smeriglio et al., 2015) and being identified by literature (Incaltarau et
al,, 2020; Kersan-Skabic¢ et al., 2017, OECD, 2020, Tigdnasu et al., 2018) as one
of the most frequently emphasized factors correlating with high absorption
rates. Absorption drivers related to administrative capacity include the quan-
tity (total staff and turnover) and quality (competencies and skills) of human
resourcesin the public administrationsin charge of programming, implement-
ing, monitoring, and controlling interventions (European Parliament, 2024).

According to OECD (2023), good governance is under the auspices of 32 rec-
ognized Principles and 270 sub-principles developed by SIGMA (starting with
2014) at the request of the European Commission (EC) on six thematic areas
that can guide reform efforts to ensure adequate administrative capacity: (i)
strategy; (ii) policy development and coordination; (iii) public service and hu-
man resource management; (iv) organization, accountability, and oversight;
(v) service delivery and digitalization; and (vi) public financial management.

A large series of studies has suggested that the economy of a state can be
directly affected by the poor quality of public administration and, therefore,
of public institutions, alongside which there can be a present level of corrup-
tion (Mauro, 1995; Paldam, 2002) and which harm the increase in the number
of investments (Gundlach and Paldam, 2009; Franco de Lima and Maciel-Lima,
2021). Other studies show that the previously mentioned factors can nega-
tively impact the performance and development of enterprises (De Rosa et
al., 2016; Achim, 2017). Achim and Borlea (2015) argued that the economic
and sustainable development of a state can be directly affected by the quality
of institutions and the current level of corruption.

Looking at the European level, European funds represent one of the main
ways of economic and sustainable development of the member states, espe-
cially concerning the Central and Eastern European states that joined in 2004
(Cyprus, Malta, the Czech Republic, Estonia, Latvia, Lithuania, Poland, Slova-
kia, Slovenia, and Hungary), 2007 (Romania and Bulgaria), respectively 2013
(Croatia), developing countries compared to the existing Member States at
the time. As a result, special attention was paid to the impact that the Euro-
pean structural funds have on the economic growth of the member states,
in particular after the period 2000-2006, respectively 2007-2013, the latter
being the period of the union of the democratic states and the states from
the former communist bloc.
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Some studies have focused on finding explanations for how European Union
funds are allocated to member states (Kemmerling and Bodenstein, 2006;
Zaman and Georgescu, 2009; Dellmuth, 2011; Delmuth and Stofell, 2012;
Bachtler et al., 2014; Albulescu and Goyeau, 2013; Tosun, 2013). These stud-
ies revealed many factors that influence the degree of absorption of Euro-
pean funds, such as the administrative capacity of public institutions, the level
of socio-economic development of the member states, the degree of exces-
sive bureaucracy, the level of inter-institutional coordination, the efficiency
of public-private partnerships, the degree of available resources regarding
project financing. Grecu (2009) identified a series of obstacles regarding the
higher absorption of European funds, such as excessive bureaucracy, the
reduced degree of decentralization, and the “heavy” normative framework
regulating the financing and implementation of projects.

Some authors have focused on the implications of the absorption of Europe-
an funds at the regional level within the European Union states (Kirbis, 2009;
Albulescu and Goyeau, 2013; Tosun, 2013; Calinica, 2020). They focused on
the impact of funds from the European Regional Development Fund, struc-
turing the impact into two categories, namely: i) the impact on the states
that joined in 2004, 2007, and 2013, and ii) the impact on the older member
states. These two categories are justified by the authors that the new mem-
ber states have much weaker economic development power, with major re-
gional disparities.

At the same time, some authors in question discovered a series of advantages
regarding the absorption rate of European funds at the regional level within
the developing states. Albulescu and Goyeau (2013) argued that the increase
in the gross domestic product (from the previous year) does not have a direct
negative impact on the ERDF absorption rate because the old Member States
show a higher degree of economic growth. A similar result was also obtained
by Tosun (2013), arguing that states with a high power of economic develop-
ment tend to absorb a larger amount of the funds in question, but which do
not imply a significant impact within a strong economy developed. However,
Tosun (2013) identified an impediment for the new member states because
some factors, such as their administrative capacity, were not so strong to face
and apply as effectively the requirements imposed by the European Union.
This theory is supported by Sedelmeier (2008), Bailey and De Propis (2004),
and Cartwright and Batory (2012) too.

In the same context, Kirbis (2009) claims that the policy attributed to regional
development through the use of European funds does not significantly con-
tribute to reducing the disparities between the regions of the member states,
the regional policy does not contribute to the facilitation of economic growth,
while other authors claim that, despite the disparities between regions, there
is a long-term positive effect on gross domestic product and implications for
reducing the unemployment rate.

Other authors have focused on the Cohesion Fund and the impact it had on
the states of Eastern Europe, being an instrument focused on reducing dis-
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parities between the regions of all member states and, at the same time, pro-
moting economic and sustainable development (Grusevaja and Pusch, 2011;
Albulescu and Goyeau, 2013; Hapenciuc et al., 2013). Although all states tend
to have regions with an economy below the European Union average, the
concern regarding the states that joined from 2004 to 2013 arises from most
of the Regions of these states being below the economic average at the Euro-
pean level, finding a problem not only locally, but also nationally. In this con-
text, the Cohesion Fund complements the European Regional Development
Fund to have real results in reducing disparities between regions and, at the
same time, to have the capacity to support economic growth at the level of
each state. Santos et al. (2024) focused on the analysis of cohesion policy for
the period 2014-2020 and concluded that the absorption of funds could be
significantly improved through increased flexibility in spending rules and the
adoption of more tailored strategies.

In the work of Mihdilescu (2012), the role of public institutions regarding the
degree of absorption of European funds has a significant impact. Mihdilescu
(2012) shows that states with a high level of corruption are a major factor
contributing to the low absorption rate in the European Union. Grusevaja
and Pusch (2011) also used corruption (corruption perception index) as a var-
iable to demonstrate the lower degree of absorption. Grusevaja and Pusch'’s
(2011) work was focused on the Central and Eastern European states that
joined in 2004. The difference between the two works previously mentioned
is the corruption index variable used where Mihailescu (2012) opted for the
corruption control indicator of the World Bank's Worldwide Governance In-
dicators, while Grusevaja and Pusch (2011) decided to use the perception
index of corruption.

The study of Kersan-Skabic and Tijanic (2017) also used the corruption percep-
tion index. The novelty of the study was the use of a dummy variable, demon-
strating that a high degree of corruption at the institutional level leads to the
attraction of reduced European funds compared to states with a low degree
of corruption (p<0.01).

Albulescu and Goyeau (2013) adopted a different perspective on the absorp-
tion of funds from the Cohesion Fund. Unlike the previously cited studies,
they opted to utilize the average growth rate of gross domestic product
(GDP) instead of GDP per capita. They argued that the economic growth rate
from the previous year substantially impacts the current year’s absorption of
European funds. Albulescu and Goyeau (2013) findings indicate a significant
relationship at the 1% level (p=0.003<0.01). Another innovative aspect of Al-
bulescu and Goyeau's (2013) work is the use of the economic sentiment indi-
cator variable, showing if the general investor perception improves, there is
a greater willingness to invest, therefore resulting in a high absorption rate
(p=0.000<0.01). The authors decided, thus, to analyze the impact of the Co-
hesion Fund (CF) together with the European Regional Development Fund
(ERDF) because in the period 2007-2013 (the period of analysis of the re-
search paper), the CF would be applied within the first objective called “con-
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vergence” of the Multiannual Financial Frameworks 2007-2013. The conver-
gence objective consists of “ensuring economic growth and employment
by increasing the quality of infrastructure and human capital investments,
developing the information society and supporting innovation, adaptability
to economic and social changes, protecting the environment and improving
environmental conditions and increasing administrative capacity” (Dornean
2016). This objective was applied to regions with GDP below 75% of the EU
average, a target that overlaps with that of the European and Regional De-
velopment Funds and explains the relevance of approaching these two funds
within the same study.

The advantage of carrying out a study on the impact of resources from the
Cohesion Fund on the economy of a state emerges from its importance that
has grown substantially over time, with the expansion both from the perspec-
tive of the number of states and from the perspective of demographic fac-
tors (population, territory), in especially concerning the last three waves of
accession, states that presented an economy much lower than the existing
member states, these providing an addition to the gross domestic product of
the organization of approximately 5% (Dornean 2016). Based on the above,
itis clear that the Cohesion Fund would be used strictly within the new mem-
ber states, the primary eligibility criterion to benefit from its resources is the
gross national income (GNI) does not exceed 90% of the resulting average at
the European Union level. On the other hand, the strict analysis of the Cohe-
sion Fund leads to a restrictive database, both from the perspective of the
number of states that can be analyzed and the period covered. The explana-
tion of the authors Albulescu and Goyeau (2013) regarding why they did not
choose the period 2000-2006 was for two particular reasons, the first being
the way of structuring regarding the objectives and the allocation of funds
was modified as a result of the EU enlargement, and the secondly the data-
base that could be relevant in their study is partial, the enlargement taking
place in the middle of the execution of the program from 2000-2006.

Hapenciuc et al. (2013) addressed the issue related to the degree of absorp-
tion within ten states (Estonia, Lithuania, Latvia, Hungary, Slovakia, Slovenia,
Czech Republic, Poland, Bulgaria. and Romania), analyzing the period 2007-
2011, making a linear correlation for each year between gross domestic
product and contracted grants. Thus, the authors identified that in the first 2
years, the correlation did not show a strong link between the two variables,
finding that the link became significant in the years 2009, 2010, and 2011.
They thus identified that a cause of the growing link year by year is due to the
administrative and financial capacity to implement the established projects,
finally arguing that the attraction and use of European resources significantly
depends on the ability of the authorities at the level of each state to make de-
cisions as efficient as possible and, at the same time, to be under the criteria
imposed by the European Union.

As a result of analyzing the studies carried out by the previously mentioned
researchers, we can conclude that the impact created by the event in which
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the largest expansion in the history of the European Union took place (2004
— 10 states) and later two other states in the same geographical area (2007
— Romania and Bulgaria) led to a large series of scientific works to identify
the impact of the absorption of the European structural funds on the under-
developed states and at the same time, which can be the factors involved in
the increase or decrease of an absorption rate in consequence. The EU-15
(traditional countries of the European Union) had a high level of absorption
capacity for structural funds, which, as the European Union continued to ex-
pand, gradually resulted in a decline in the average absorption rate, resulting
from factors such as a level of low economic growth of the member states, an
inefficient or weakly decentralized administrative system, the high degree of
corruption or a regulatory framework not adjusted towards sustainable and
efficient economic growth.

A series of scientific papers also concerns the Romanian state and its econom-
ic evolution since its accession to the European Union, with the demonstra-
tive aim of demonstrating its evolution through the involvement of European
structural funds.

A study that stands out among the ones mentioned above is that of Marinas
and Prioteasa (2015), who consider the impact of the European Social Fund
on the Romanian state, analyzing the issue of the absorption rate from the
perspective of 3 main indicators: the attractiveness rate for potential ben-
eficiaries regarding the access and use of European funds (calculated as the
fraction between the requested grants and the amount of planned allocated
funds), the success rate (calculated as the fraction between the contracted
grants and the requested grants) and the quality of the use of the grants.
The authors wanted to demonstrate which are the impediments at the ad-
ministrative level that cause the last position that Romania represents re-
garding the degree of absorption at the EU level. Thus, following the results
obtained, they concluded that the low level of absorption in the case of Ro-
mania is determined by the management that is not optimized in using the
funds obtained effectively, the cause in the case being a high degree of po-
litical interference that is not justified and that leads to erroneous manage-
ment of resources.

Lucian (2021) analyzed the impact that European structural funds can have
on Romania with the increase in the absorption rate, arguing that at the ad-
ministrative level, the decisions taken did not take into account the vision
and objectives at the level of the union in the period 2007-2013, resulting
of reduced decision-making transparency, non-compliance with operational
procedures, leading to inefficient implementation of the resources obtained.
Although in the period 2014-2020, the European Union imposed a set of rigid
rules, which did not have a major impact on the performance regarding the
management of funds, the Romanian state suffered from a lack of commu-
nication and cooperation at the interinstitutional level, which led, according
to the author, to massive delays regarding the approval of projects by the
European Commission.
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A noteworthy approach in the analyzed studies is identifying the absorption
rate of structural funds as a factor of economic growth, a method that we
consider the most relevant and comprehensive.

Jureviciene and Pileckaite (2013) analyzed the impact of the European struc-
tural and investment funds on the specifics of Lithuania, wanting to demon-
strate the potential impediments that can cause a much lower absorption
rate than expected. A unique aspect to mention is that the authors have
identified, based on their research, diminished attention paid by the Euro-
pean Union to the states with a small territorial area. Most of the states in this
spectrum benefit from the necessary funds from a national perspective and
are not categorized by region. Such an approach inevitably leads to the provi-
sion of funds in often erroneous amounts and with imprecise destinations.
Some risks can lead to implementing the initially established projects (e.g.,
weak interinstitutional communication, reduced administrative capacity, re-
duced decision-making transparency, and the inability to specifically monitor
each project and its destination). The authors, in this case, focused primarily
on three aspects: (i) the impact of greater absorption of European funds on
foreign direct investments, (ii) the degree of influence of European funds on
government investments in gross fixed capital, and (iii) the level of experi-
ence of businesses regarding the importance of external support through
European funds. The researchers were able to demonstrate, based on a cor-
relation matrix, that a higher rate of absorption of funds used for economic
and competitive growth leads to a higher rate of foreign direct investment.

The approach of Achim and Borlea (2015) directly involves the Worldwide
Governance Indicators (WGI) developed by the World Bank, arguing that a
greater absorption of European funds is strongly influenced by the admin-
istrative capacity, respectively the quality of public institutions in attract-
ing them and use effectively. As a result, the authors performed a series of
6 linear regressions using the absorption rate of European structural funds
as the dependent variable and the previously mentioned indicators as inde-
pendent variables (voice and accountability, political stability and absence of
violence, government effectiveness, regulatory quality, rule of law, control of
corruption), using the Ordinary Least Squares (OLS) calculation method. The
authors' results conclude that 5 of the 6 variables significantly influence the
degree of absorption of European funds (voice and accountability; govern-
ment effectiveness; regulatory quality; rule of law; control of corruption, the
exception being political stability and absence of violence variable.

Similarly, the approach of Incaltarau et al. (2020) highlights the importance of
administrative capacity and, at the same time, some political factors regard-
ing a higher rate of absorption of European funds, using 4 of the Worldwide
Governance Indicators (government effectiveness, regulatory quality, po-
litical stability, and corruption control), the econometric results, in this case,
demonstrating a significant relationship only in the case of government ef-
fectiveness and corruption control.
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In a later paper by Roman et al. (2023), the authors focused strictly on the
degree of corruption and fraud carried out at the level of publicinstitutions as
the cause of a low absorption rate, repeatedly arguing that an unethical and
moral performance at the administrative level leads to economic growth in
continuous stagnation. The study shows, in the analyzed period 2014-2020,
based on a two-level regression (fraud indicator regarding European funds
and corruption control), that the first model (using the fraud indicator) has
a strong influence on absorption rate while the second model (using corrup-
tion control) does not show an influence on the increase or decrease of the
dependent variable. The authors argue that the second model resulted in an
insignificant relationship because corruption control was used as a subjective
alternative to represent fraud, compared to the first model, where they used
an objective indicator, advising researchers to use indicators based on facts
and not on perception.

An important aspect to mention is the fact that regardless of the method
of approach of the researchers mentioned in this scientific paper, a common
point in all the analyzed studies is represented by the impact that the Euro-
pean structural funds have on economic and lasting growth. Thus, most of the
papers analyzed presented the gross domestic product as the main indicator,
either per capita or as a percentage of the average growth from year to year,
highlighting the fact that the primary purpose of the structural and invest-
ment funds is to develop the member states of the European Union from an
economic point of view and to maintain this growth in the long term.

3 Data and Method

Our study considers 27 states (EU members, Great Britain excluded) and ana-
lyzes the periods programmed for the allocation and use of European struc-
tural funds, more precisely, 2007-2013 and 2014-2020, using the World Bank
database (2024).

Thus, the purpose of the work will be verified by implementing three main
hypotheses:

Hypothesis 1: The rate of absorption of European Structural Funds will in-
crease if the average GDP of the previous year has increased.

Hypothesis 2: There is a strong link between the quality of institutions (cor-
ruption perception index, government effectiveness) and the
degree of absorption of European structural funds and eco-
nomic indicators (average GDP, inflation, economic sentiment
indicator).

Hypothesis 3: Thereis a strong link between inflation, publicinstitutional qual-
ity, and the degree of absorption of European structural funds.

Our paper will consider using a multi-level econometric model using OLS (Or-
dinary Least Squares), representing the most used and recommended econo-
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metric model in the previously studied research papers. At the same time,
the regression analysis will be carried out using the methodology with fixed
effects on all levels (cross-fixed effects). According to Albulescu and Goyeau
(2013), such an approach allows the variables taken in the analysis not to be
omitted, in the case of using temporary fixed effects, the features not ob-
served by OLS that fluctuate over time but which are common to all states,
will be taken into account.

We can observe the variety of the works analyzed above, which allows us to
identify each method of approaching the impact of the absorption rate and
identify numerous indicators and their influence on the results obtained by
the authors in question. Thus, using a regression using OLS allows us to con-
sider more variables, resulting in more accurate results. At the same time,
it allows us to demonstrate not only the impact of the absorption rate on
economic growth (average GDP) from year to year but also the economic and
institutional factors that influence the rate in question.

First of all, the reason to analyze not only one funding period but two fund-
ing programs is to capture how the states in the last three waves of acces-
sion have evolved, given the fact that, according to Hapenciuc's et al. (2013)
results, the states of Central and Eastern Europe needed time to adapt to the
European system and to create an institutional framework and at the same
time an approach that would allow the absorption and use of funds as ef-
ficiently as possible. At the same time, a similar view was in the case of the
study by Albulescu and Goyeau (2013), who considered taking into account
the previous funding period (2000-2006), the argument for which they de-
cided not to include it being that the structure of the funds, the objectives of
each fund and the way of allocation and prioritization of needs at the level of
the new member states have changed significantly.

Secondly, the analysis of the absorption rate on two funding programs repre-
sents the novelty of our work, given the fact that, according to the research of
the large number of studies presented previously, the authors analyzed only
one programming period. Thus, the argument of an analysis of this kind con-
sists in the fact that only one state acceded in the middle of the analysis pe-
riod (Croatia—2013), something that did not affect or change the structure of
European funds, having previously experienced the waves of accession from
2004 and 2007. Another argument can also be identified in the specialized
literature (Dornean 2016), where we could observe that although there is a
degree of allocation from the EU budget of structural and investment funds,
the objectives have remained the same but just adapted in a minimalist way.

We use our analysis data taken from a series of databases, the absorption rate
of the European structural and investment funds (AbsR) of the 27 states was
taken from the database made available by the Cohesion Open Data Platform
(European Commission, 2024a). The gross domestic product average (GDPav-
erage), along with the inflation rate (Infl), were taken from the World Bank
database (World Bank, 2024). The World Bank made available the world gov-
ernance indicators, from which we extracted one of the six indicators, namely
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government effectiveness (GE) (its value being between -2.5, meaning weak
effectiveness, and +2.5, meaning high effectiveness) (World Bank, 2024). The
indicator of economic sentiment (ESI) was taken from the official website of
the European Commission (2024b), in the Economy and Finance section, and
the last indicator, the perception of corruption index (CPI), was taken from
the database of the Global Anti-Corruption Organization (Transparency Inter-

national, 2024). The variables are described in Table 1.

To perform the 3-level regression analysis and implicitly test the hypotheses,

we used the following equations:

AbsR = a +a1-GDPaverage(-1) + a2-CPI + a3-ESI + a4-Infl + a5-GE + €

CPl = a +a1-GDPaverage + a2-AbsR + a3-ES| + a4-Infl + a5-GE + €

Infl = a +a1-GDPaverage + a2-CPIl + a3-ESI + a4-AbsR + a5-GE + €

(1)
(2)
(3)

Where: AbsR — absorption rate of European structural and investment funds;
GDPaverage - the average growth rate of the gross domestic product; CPI -
corruption perception index; ESI — economic sentiment indicator; Infl — infla-

tion rate; GE — government effectiveness.

Table 1. Description of the variables

Variable Description

represents the average GDP growth rate of each state in
GDPaverage the analyzed period and contributes to the evolutionary
degree of GDP from year to year

represents the current level of corruption in the analyzed
period in each state based on an accurate evaluation by
some experts and at the same time through an opinion

a7 poll, the main axis being the public sector. The index is
measured inversely, meaning that the higher the index,
the lower the degree of corruption
involves the perception of investors regarding the eco-
ES| nomic context and whether it allows the realization of in-

vestments or not, otherwise the economic level of a state
can stagnate and even stop a potential economic recovery

it essentially represents the devaluation of the national

currency which fundamentally affects the price of goods
Infl } o

and services, affecting in this case not only the amount of

European structural funds allocated, but also their real value

itis directly related to the perception of the level of qual-
ity of public services offered by each state, along with

GE which the level of independence from political pressures
is taken into account, including the quality of formulating,
implementing and respecting public policies

Source: computed by authors
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4 Results and Discussions

First, we will consider the degree of absorption of European funds at the
end of each period, 2013 and 2020, respectively, to identify the difference in
the absorption rate mainly between the states that joined before 2004 and,
therefore, the states that joined after 2004 (Figures 1 and 2).

Figure 1. The absorption rate in EU member states during 2007-2013.
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Source: computed by authors, based on the European Commission (2024) database

Figure 2. The absorption rate in EU member states during 2014-2020
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Source: computed by authors, based on the European Commission (2024) database.
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According to Figures 1 and 2, developing countries had a much lower absorp-
tion rate than developed countries at the end of the period 2007-2013, with
the lowest values belonging to Croatia (18.27%) and Romania (38.31%). In
the case of Croatia, such a rate is justified by the simple fact that the year
of accession is the same as the year in which the financing period ended. An
important aspect to mention is that Bulgaria, although it joined the EU at the
same time as the Romanian state, managed to absorb approximately 50% of
the total structural funds allocated. On the other hand, the states with the
highest absorption rate at the end of the first analyzed period are Estonia
(81.28%), followed by Lithuania (78.77%) and Portugal (78.67%).

It is important to state that in the papers carried out on the analysis of the
2000-2006 financing program (Tosun, 2013), they highlighted the fact that
the degree of absorption in the period 2007-2013 of the new member states
was higher than the absorption rate of developed states before subsequent
waves of accession. This fact is even more evident if we refer to the later pe-
riod, 2014-2020, where we can observe the fact that in the case of the states
with the lowest rate of absorption in the previous period, in 2020, Croatia
and Romania had a degree of absorption cumulatively 49.00% of the total
allocated funds, while in the case of Estonia, Latvia, and Portugal, the rates
decreased to 62%, 63%, and 63%, respectively.

Secondly, in an analysis of this type, a descriptive statistic (Table 2) must be in-
cluded to identify the level of equality of the data distribution in the sample.
Two data measurement methods, Skewness and Kurtosis, must also be used.

Table 2. Descriptive statistics of the absorption rate and economic and
institutional indicators.

Variable Obs. Mean Median Std.Dev. Min Max Skew. Kurt.

AbsR 378  0.59 0.69 0.37 0.00 1.00 -0.34 148
GDPaverage 378  0.01 0.01 0.04 -0.14 0.24 -0.41  7.14
CPI 378  6.32 6.10 1.59 3.30 9.40 0.21 1.93

ESI 378 97.57 101.00 14.40 38.40 133.40 -1.06  4.66
Infl 378  1.82 1.50 2.07 -450 15.40 1.88 10.94
EG 378 1.07 1.03 0.58 -0.36 2.35 -0.19 245

Source: computed by authors using eViews.

Note: Skewness is a statistical method that measures the degree of asym-
metry between the data within the sample, — meaning that the distribution
is skewed to the left (Negative Skewness), and it follows that the median is
likely to have a greater value than the mean, while + is skewed to the right
(Positive Skewness) and it follows that the mean is more likely to have a great-
er value than the median. Kustosis is a method of measuring data within the
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sample that reveals the highest statistical point based on its frequency in the
data distribution, Mesiokurtic=0, Platykurtic<0, Leptokurtic>0.

According to Table 2, we can observe through descriptive statistics that the
average rate of absorption of European structural funds is only 0.59% within
the 27 member states, with a minimum of 0% and a maximum of 1%. The
reason why the average is so low is that, according to Figure 1 and Figure 2,
the absorption rate is taken individually for each program, thus creating two
distinct developments. This can also be demonstrated by the average of the
independent variables, where the corruption perception index shows an aver-
age of 6.32, the economic indicator shows an average of 97.57, the inflation
rate of only 1.82%, and implicitly the effectiveness of the government of 1,
07, the data in question not being taken individually for each program, but as
an evolution from 2007 to 2020. However, the lowest average represents the
increase in the gross domestic product (0.01%), given the fact that there is a
series of determining factors of an evolution that can affect its growth, such
as the crisis that appeared at the end of 2007 and that had effects over a long
time on the economy or the pandemic period that manifested itself in 2020,
the growth of the gross domestic product in these years being negative.

Referring to the Skewness measurement method, we can see that the data
sample is tilted to the left in the case of the absorption of European funds
(-0.34), the average growth of the gross domestic product (-0.41), the eco-
nomic sentimentindicator (-1.06) and the government effectiveness indicator
(-0.19). The positive trends were found in the corruption perception index
(0.21) and the inflation rate (1.88). A left-skewed (or negatively skewed) dis-
tribution indicates disparities in the country’s capacity for EU fund absorp-
tion, GDP growth, the economic sentiment indicator, and the government
effectiveness indicator. This means that a majority of beneficiary countries
are performing well in terms of fund absorption, GDP growth, and govern-
ment quality, but there are countries (such as Romania, Bulgaria, etc.) that
struggle with lower absorption rates, lower administrative capacity, and/or
GDP growth. The economic sentiment indicator presents differences from
country to country. In this context, policymakers may focus their efforts on
understanding and addressing the implementation challenges faced by low-
er-performing countries.

Measuring the data using the Kurtosis method shows that all variables are on
a generally positive curve, with the highest frequency found within the infla-
tion rate (10.94>0=Leptokurtic). The Leptokurtic distribution implies height-
ened risk and potential volatility in how EU funds are used, which may compli-
cate forecasts and planning for the next programs. This indicates a need for
targeted interventions to support projects or countries with lower absorption
rates, lower administrative capacity, and lower economic performance.

Understanding these distribution types combined (left-skewed distribution
and Leptokurtic distribution) can guide governments and agencies in future
resource allocation, ensuring that additional support is provided to countries
where absorption is lacking. In this context, programs might be needed to
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enhance the capacity of lower-performing countries to better absorb funds
in the future.

However, the left skew and leptokurtic nature of EU fund absorption, GDP
growth, and government effectiveness underscore the diverse performance
levels among countries and suggest a need for targeted support and strategic
policy adjustments to enhance overall effectiveness.

To validate the regression analysis by examining the link between the de-
pendent variable (the absorption rate of European funds) and the independ-
ent variables, we created a correlation matrix to identify the significance of
the connection between them.

Table 3. Correlation matrix between variables.

Variables AbsR GDPaverage CPI ESI Infl EG
AbsR  1.000000 0.073845 0.080551 0.434615 -0.503581 0.005287
GDPaverage  0.073845 1.000000 -0.008131 0.507630 0.123274 -0.038264
CP/I 0.080551 -0.008131 1.000000 0.075038 -0.183419 0.924833
ESI  0.434615 0.507630 0.075038 1.000000 -0.409103 0.051303
Infl -0.503581 0.123274 -0.183419 -0.409103  1.000000 -0.192350
GE 0.005287 -0.038264 0.924833 0.051303 -0.192350 1.000000

Source: computed by authors using eViews.

Thus, Table 3 shows a modest connection between the dependent and in-
dependent variables (GDPaverage=0.073; CPI=0.080; ESI=0.434; Infl=-0.503;
GE=0.005). The strongest links are represented by the absorption rate and
the economic sentiment index, which indicate a positive correlation, and the
absorption rate and the inflation rate, which indicate an inverse correlation.

Although the correlation between the dependent and independent variables
is not very strong, the results in question reveal that each independent vari-
able can explain the evolution of the absorption rate of European funds in the
analyzed financing periods.

At the same time, by analyzing the correlation, we can support that the con-
nection is strong and direct between the independent variables whose indi-
cators are economic (average GDP, economic sentiment indicator, inflation
rate), which, about institutional indicators, the relationship is reduced and
inverse. We find the same pattern in the case of the link between the institu-
tional indicators, the relationship being direct and significant. The link tends
to be inverse and relatively reduced regarding economic indicators.

The next step is the regression analysis between the variables, using the Or-
dinary Least Squares (OLS) method on three models. These models consider
changing the dependent variable with an independent variable. Although
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several studies contain a regression analysis on several models, such as Al-
bulescu and Goyeau (2013), who carried out a regression at the level of all
member states, at the level of old member states, at the level of new mem-
ber states, at the level of taxpayers and the level of beneficiaries, a method
of this kind has not yet been applied following our research. So, an approach
of this kind represents the main innovative factor of our scientific work, and
according to the results, there is an extremely strong significance within the
three regression models.

One of the reasons why we chose to use such a method relates to the role
that the European structural funds and implicitly their absorption have on
societies. The European funds act in the form of objectives assigned individu-
ally or through collaboration with the main structural and investment funds.
Based on their objectives assigned and thanks to a large number of research
studies, we were able to identify that there are countless factors that posi-
tively or negatively influence the degree of absorption. However, European
funds are also an instrument that positively or negatively influences the same
economic and institutional fFactors (European Parliament 2023). According to
this report, the absorbed European funds represent an economic stabilization
tool. In our research, European funds can be an inflation stabilizer capable
of developing the commercial market, diversifying the competition, and ulti-
mately leading to the correct prices that respond to market competitiveness.

Numerous studies have highlighted corruption as a key factor contributing to
low absorption rates (Incaltardu et al. 2020, Roman et al. 2023). At the same
time, we consider that the degree of European funds’ absorption can dimin-
ish corruption among member states.

We check for multicollinearity using the Variance Inflation Factor (VIF). Ac-
cording to the theory, VIF values between 2 and 5 suggest low evidence of
multicollinearity, and values above 5 (or 10 in some cases) indicate a problem-
atic level of multicollinearity. Our values are under 2, showing no multicol-
linearity.

According to the regression results, the probability (F-statistic) shows us a
level of statistical significance at the level of the three models and implicitly
of the entire regression analysis (0.000), demonstrating that the dependent
variables within each model are significantly influenced by the independent
variables at a 1% probability level. We identified running the three models
that variables are highly statistically significant with a probability below 1%
(p<0.01), which proves the previously supported arguments, namely that the
rate of absorption of European funds is not only significantly influenced by
the independent variables, but that it is also influenced both by economic fac-
tors with a probability of 0.000 (p<0.01) and by institutional factors with the
same probability found. Thus, with model 2, we can conclude that the statisti-
cal link is significant and inverse between the dependent variable /nfland the
independent variable AbskR, meaning that if the absorption rate increases by
1%, then the inflation rate will decrease by 1.783%. In the case of model 3,
the influence of AbsRis not so great, but it shows a direct and positive statisti-
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cal link, where if the absorption rate increases by 1%, then the corruption per-
ception index will increase by 0.243% (CP/ denotes a level of corruption less
present as it increases, hence the positive result). Referring to the adjusted
R-squared, we can reveal the fact that both models are statistically significant
(model 2=0.51, model 3=0.77, where p>0.50 is statistically significant).

Table 4. Regression results.

Variables Model 1 Model 2 Model 3
AbsR Infl CPI

-1.783™ 0.243™

Aot (0.000) (0.000)

3.258™ 20.262™ 2.389™

Lt averag) (0.000) (0.000) (0.000)
0.160™ -0.646™"
&2 (0.000) (0.000)

ES/ 0.011™ -0.071™ -0.007™

(0.000) (0.000) (0.000)

Infl -0.053™ -0.034™

(0.000) (0.000)

GE -0.669™ -1.865™ 0.907

(0.000) (0.002) (0.000)

C -0.766™" 15.689™ 5.959™

(0.005) (0.000) (0.000)

R-squared 0.617 0.557 0.806

Adjusted R-squared 0.578 0.515 0.778

Durbin-Watson stat. 0.588 1.272 0.696

F-stat. 0.000 0.000 0.000

N 334 334 334

Source: computed by authors using eViews.

Note: “*** refers to how significant the statistical probability is that the dependent
variable is influenced by the independent variable, *=10% where p<0.1, *=5% where
p<0.05, **=1% where p<0.01. To reveal the influence that the average growth of the
gross domestic product has on the degree of absorption of funds, we used the lag
function (-1), which shows the impact that the average GDP of the previous year has
on the rate of absorption in the current year.

The first model and the most representative in this study shows us that the
first hypothesis is confirmed by the simple fact that the increase in the aver-
age GDP strongly influences the increase in the absorption rate. According to
the first model, if GDP increased by 1% in the previous year, then the absorp-
tion rate will increase by 3.258%, having a statistical probability of 1%, a simi-
lar result revealed in other studies (Albulescu and Goyeau, 2013), showing an
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increase in the absorption rate through the GDP growth of the previous year
of only 0.183%.

We can conclude the second hypothesis as also confirmed, where we can see
that both the economic sentiment indicator (CP) is statistically significant, as
well as the inflation rate, the relationship is inverse in this case, both having
a probability of 1%. Thus, if the E£S/increases by 1%, then the absorption rate
will increase by 0.011%, and if the inflation rate increases by 1%, then the
absorption rate will decrease by 0.053%.

In the case of institutional indicators, we can see that the corruption percep-
tion index is statistically significant, having a direct relationship with the ab-
sorption rate, where if the CPlincreases by 1%, then the absorption rate will
increase by 0.160%. Conversely, government effectiveness although with a
statistical probability of 1%, the relationship is significant but inverse, mean-
ing that a 1% increase in government effectiveness leads to a decrease in
the absorption rate of 0.669%. On the other hand, Achim and Borlea (2015)
obtained a direct and significant result, the absorption rate in their case in-
creasing by 9.41% at a statistical probability of 5%, thus resulting in the par-
tial confirmation of hypothesis 3. An argument for which governance effec-
tiveness can affect the absorption rate refers to the administrative activity
that increases with the allocation and use of European funds, consequently
leading to a burden on the administrative system by expanding the bureau-
cracy, thus causing delays regarding the approval of projects and in many
cases the postponement to the following budget year, or the cancellation
the projects themselves, an argument supported and proven in the study by
Marinas and Prioteasa (2015).

This study has some limitations, considering it needed to fully explore the
contextual association between the absorption of European funds, economic
growth, and quality of governance. Therefore, further studies are required
to address the gaps by incorporating more variables to establish the future
absorption rate of European structural funds. Nevertheless, we aim to extend
the research analysis over a much longer period of study, involving the 2021-
2027 funding period, further identifying how economic and institutional indi-
cators continue to influence the uptake rate and, at the same time, develop-
ing the database by adding new determinants to determine the future rate of
absorption of European structural funds.

5 Conclusions

Our study aimed to identify the contextual association between the absorp-
tion of European funds, economic growth, and quality of governance. The
discrepancies between countries regarding the absorption rate allowed us to
identify both institutional and economic factors that can improve or worsen
the degree of absorption at the level of the 27 member states of the Euro-
pean Union.
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The premises of the study, more precisely the three hypotheses within the
paper, were confirmed and verified through other research works, finally de-
termining that both economic and institutional factors significantly influence
the absorption rate. According to our results, the public policies require an
improvement, along with the administrative capacity, strongly adapted to at-
tract and use funds by proposing and implementing projects, as well as an
economic environment that allows co-financing of each project at the state
level, implicitly at the regional level.

The first hypothesis was confirmed, the growth coefficient of the gross do-
mestic product for the previous year showing us that it leads to a significant
increase in the rate of absorption of European funds for the current year at
the level of each state, with a statistical probability of 1%.

The regression analysis results fully confirmed hypothesis number 2, with
economic factors determining whether the absorption rate increases or de-
creases according to their nature. Although the relationship regarding infla-
tion is inverse, European structural funds’ absorption rate decreases because
inflation directly valorizes the national currency, resulting in absorption with
areduced monetary value.

The last hypothesis of our research considered the significant link between
institutional indicators and the absorption rate, this being partially confirmed
within the corruption perception index, influencing the increase of the ab-
sorption rate under 1%. Government effectiveness, as the second half of this
hypothesis, revealed a negative influence on the absorption rate, decreasing
by 0.669% under conditions of a 1% increase in GE. In this sense, for the ef-
fectiveness of the government to contribute positively to the increase in the
absorption rate of the European structural funds, it is necessary to prioritize
the formation or even the reform of the institutional framework to have the
necessary capacity to implement the proposed projects through the allocated
funds. At the same time, it is necessary to create a regulatory framework de-
signed to support the attraction of funds and, at the same time, to stimulate
investments to increase the absorption rate.

Finally, the funds allocated for public administration reform should be a prior-
ity, especially in developing states. This represents one of the key factors that
would lead to a high degree of structural fund absorption in Europe.
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