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ABSTRACT ARTICLE HISTORY
Absorption of the financial resources allocated from the EU funds Received 1 December 2015
is a very important aspect of the European integration process, Accepted 8 April 2016
while there is a lack of empirical researches on the determinants
. S . . KEYWORDS
of a country/region’s abilities to efficiently absorb the money. This European Union; absorption
study investigates the influence of the chosen territorial economic capacity; Cohesion Policy; EU
preconditions important for successful absorption of EU funds over funds; region
the last two Cohesion Policy programming periods, on the sample of
convergence and developed NUTS 2 regions of the EU. The analysis ~ JEL CLASSIFICATIONS
is based on 86 regions that have GDP per capita less than 75% of F15;R11;R58; 019
the EU average (convergence regions) and 186 regions that have
GDP per capita above 75% of the EU average (developed regions).
By using panel data analysis, it is confirmed that the absorption of EU
funds is conditionally affected by regional economic characteristics.
The results of the study contribute to empirical researches on the
determinants of regional absorption capacity in the EU and can be
important in discussions surrounding Cohesion Policy planning and
programming.

1. Introduction

Cohesion policy is focused on creating the preconditions for the development of all European
regions, but particularly ones that are lagging behind the average of the EU GDP per capita.
It offers them instruments (funds) aimed to finance their development goals and activities
which, on the one hand, arise from the Europe 2020 strategy but at the same time, cover
numerous problematic areas in the development path of these regions (lack of adequate
infrastructure, entrepreneurship, unemployment, etc.). Absorption is a very important
aspect of the European integration process, especially for the new EU member states that
anticipate receiving a huge amount of money from the EU budget and becoming net-ben-
eficiaries of EU membership. The available funds seem to be a great opportunity for new
member states, but this does not necessarily mean that countries and their regions/other
subjects will be able to fully exploit them. Their success depends on the ‘absorption capacity’.

When we talk about the utilisation of EU funds there are a few interesting issues: (1) the
influence of received funds on the economic (regional) development (growth) of a particular
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region/country/group of countries; (2) the influence of EU funds on the convergence process
among EU countries/NUTS 2 regions; and (3) the capacity of a particular region/group of
regions/countries for the absorption of EU funds. Considering the fact that the majority
of papers on the subject address the first and second issue we found the third issue to be
an unexploited area.

The aim of this article is to find out which indicators (economic, institutional, financial)
can explain the absorption of funds in NUTS 2 regions in the EU. Our aim is not to repeat
the case study on the country level because regions (NUTS 2) are subjects who participate
in and can have benefits from the EU Cohesion Policy. We will first construct the conceptual
framework of absorption capacity (based on the theory and availability of statistical data
on the regional level) and then we will perform econometric panel data analysis to quantify
the impact of the selected determinants on the EU funds absorption. The identification of
the determinants that have a significant influence is important in regional absorption and
can help to identify the best directions for the economic policymakers in achieving higher
absorption rates.

The analysis will cover the period 2000-2013 and the absorptive capacity of both the
Structural Funds and the Cohesion Fund. This article is organised as follows: the following
section presents the literature review; the second section analyses the absorption of EU
funds; the third section describes the data and methodology of our empirical analysis; the
fourth section explains the results. The final section gives the concluding remarks in line
with the main goal of this article.

2. Literature review

Regional policy of the EU is carried out through funds — European Structural and Investment
Funds where the majority of activities are financed through the European Social Fund (ESF),
the European Regional Development Fund (ERDF) and the Cohesion Fund. Although
the EU member states have always had poorer regions, when the European Economic
Community (EEC) was created the problem of their underdevelopment was considered
a national issue. The ESF was established in 1958 (together with the establishment of the
EEC) with the aim of providing financial help to member states in promoting employ-
ment (with no special regional concern). The ERDE, which is oriented to strengthening
economic and social cohesion in the EU by reducing imbalances between its regions, was
established in 1975. Since then, and especially after the EEC enlargement to Greece, Spain
and Portugal in the 1980s (poorer countries), regional policy has become an important area
of common concern, where the funds represent the main instruments in regional policy
implementation. The effectiveness of the absorption of funds is a permanent challenge for
EU member states, thus the need has arisen to analyse absorption capacity in detail - its
scope, determinants and effects.

In analysing the existing literature on absorption capacity of EU funds, we found that
a majority of papers deal with the estimation of the influence of funds on regional growth
(Becker, Egger & Von Ehrlich, 2008; Cappelen et al., 2003; Ederveen, de Groot & Nahuis,
2006; Mohl & Hagen, 2010; Pellegrini et al., 2013; Pérez, Dones & Llano, 2009; Puigcerver-
Penalver, 2007; Varga & Veld, 2011). Some papers are related to the convergence anal-
ysis (Bachtler & McMaster, 2007; Beugelsdijk & Eijffinger, 2005; Dallerba & Le Gallo,
2008; Kyriacou & Roca-Sagalés, 2012), while there is a lack of empirical research on the
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determinants of a country/region’ abilities to efficiently absorb the money from the EU
funds. Here a significant contribution is made by, for example, Bouvet and Dallerba (2010),
Tatu and Alupului (2011) and Tosun (2013). Other studies in this area are usually focused
on case study or comparison analyses.

There are different approaches in analysing the determinants that can influence the
amount of received grants. Looking from a national perspective it is logical to observe
the macroeconomic aspect. Zaman and Georgescu (2014) make a connection between the
amount of grants received and a poor macroeconomic performance as a consequence of
the global economic crisis (and low absorption of EU funds). But absorption takes place
at the regional and local level where microeconomic aspects also have an important role.

It can be highlighted that especially new EU member states are faced on one hand with
the possibility of receiving large amounts of money from the EU budget and on the other
hand with numerous constraints on being able to get this available money. These constraints
are difficult to identify and resolve in the short- and medium-term because they include
having a specially educated workforce who understand the principles of EU cohesion policy
and who also have specific knowledge about project management (how to write, implement,
and report a project). There is also significant financial constraint, EU projects should be
co-financed from national/regional/local resources and usually the local units do not have
money reserved for these purposes. Zaman and Cristea (2011, p. 71) identified many obsta-
cles in the absorption of EU funds in Romania such as multiple difficulties in the case of
operations for identification of land for the location of certain large investment objectives,
the legislative modifications allowing expropriations for road infrastructure projects of
national interest being made with delay and triggering confusion.

There is also the inevitable role of institutions. Mihailescu (2012) gives a general compar-
ative analysis of the corruption in the area of European financing and emphasises the reasons
for Romania’s unsatisfactory handling of EU funds in comparison with Poland. Bragoveanu,
Silvestru, Pavel, and Onica (2011) recognised that the institutions for the management of
EU funds are important. Furthermore, they describe the evolution of regional development
policy, the financial allocations, the impact of EU funds within Cohesion Policy, legal and
institutional framework in Romania. Markovi¢ Hribernik, Kirbis$, and Vek (2008) made
comparisons among the institutional environments in Ireland, Estonia and Slovenia (as the
countries most successful in absorbing EU funds in the 2000-2006 programming period).
They detected different management approaches to the EU funds: in Ireland decentralised
with several managing authorities, and in Estonia and Slovenia more centralised at the
national level. They do not come to a conclusion which approach is better — both can be
effective and lead to high absorption results. Grusevaja and Pusch (2011) conducted a study
on the effectiveness of Structural Funds in the countries of the first Central and Eastern
European enlargement round in 2004 (on the regional level). The novelty of their research
is the fact that they include (besides growth of income per capita, income per capita of
the subsequent period, the investment rate, growth of human capital), three institutional
variables: corruption (Corruption Perception Index [CPI]), the variable that has the value
one in the case of accordance of a NUTS 2 region with a regional administration unit in the
Central and Eastern European countries (CEECs) and equalisation variable — the role of
strategies in effectiveness of Structural Funds. They found that CPI has a positive influence
on Structural Funds (indicating that low corruption leads to higher growth/income effects of
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Structural Funds flows in the regions). The regional administration variable and equalisation
variable do not contribute to larger effects of Structural Funds according to their study.

Bachtler and McMaster (2007) examined the assumption that EU Structural Funds lead to
stronger regionalisation (‘stronger regions’) in the EU8 member states through the building
of regional structures and competences which are necessary to absorb funds. Although the
regions have increased their role in managing their development (to bring the strategies,
etc.) the authors warn that the limitations and barriers to regional participation in the funds
currently outweigh the opportunities. The degree of sub-national involvement depends on
constitutional arrangements, the institutional structures of individual countries, and the
size of the country.

Fratesi and Perucca (2014) provide evidence on the relationship between structural char-
acteristics (accessibility, public goods, stock of private capital, social capital, human capital,
urban/rural typology, regional workforce) of the recipient regions of funds and the impact
of the EU financial support on economic growth in CEECs NUTS 3 regions. Regions more
endowed with territorial capital are more able to take advantage of the support of structural
funds (Fratesi & Perucca, 2014, p. 187). Synthesis of the studies that have identified factors
of the funds absorption degree in EU countries can be found in Achim and Borlea (2015).
They also investigate the determinants of the absorption performance of European funds
in the programming period 2007-2013 among the 28 Member States and have shown that
good public governance has a positive impact on the absorption. Here it can be concluded
that according to previous studies different regional economic characteristics have proved
to be important in the absorption of EU funds. Another question that has to be addressed in
more detail before performing empirical analysis is the determination of the terms ‘absorp-
tion’ and ‘absorptive capacity’ of the EU funds.

3. Absorption capacity

‘The concept of absorptive capacity, whose foundations were originally designed in the
context of firm theory, can be extended to more complex institutions, such as countries
and regions’ (Caragliu & Nijkamp, 2008, p. 1). Cace et al. (2009) discuss different inter-
pretations of the term ‘absorptive capacity, both in Europe and worldwide. Absorption is
addressed in relation to EU enlargements, where the authors describe ‘absorption capacity
as the degree to which a county is capable to spend, actually and efficiently, the financial
resources allocated from the Structural Funds’ (Cace et al., 2009, p. 15). They also present
integrative perspective of absorption capacity of the structural funds which confirms the
complexity of the determinants that can have an influence on absorption.

Sumpikov4, Pavel, and Klazar (2003), Zaman and Georgescu (2009) identified three
approaches to analyse absorption capacity:

(a) Macroeconomic absorption capacity — measured in GDP; current Cohesion Policy
rules limit the transfer of EU funds to a maximum of 3.8% of the respective coun-
try’s GDP.

(b) Financial absorption capacity - ability to co-finance programmes and projects from
structural funds.

(c) Administrative capacity - ability and qualifications of central and local authorities
to prepare programmes and projects, to report, coordinate and implement them.
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Some authors identify two sides of absorption capacity: the supply side (the institutional
system, created by the respective state to administrate the funds) and the demand side
(from beneficiaries which are targeted to use the funds (Zaman & Georgescu, 2009). The
importance of heterogeneous territorial characteristics in the analysis of the relationship
between EU regional policy and economic results is highlighted in Crescenzi and Giua
(2014). They determined that regional socio-economic conditions are a positive condi-
tioning factor for regional policy impacts, where demographics, productive structure and
the labour market as well as regional innovative capacity and infrastructural endowment
were included. The relationship between EU regional policy funding and regional growth
is stronger for areas with more favourable socio-economic conditions (Crescenzi & Giua,
2014, p. 23), which confirms a potential paradox of the EU Cohesion Policy. This confirms
that regional endowment is important in the implementation of regional policy and in the
absorptive capacity analysis.

Mihailescu (2012) highlighted the importance of the decentralisation process that has
led to a reform of public administration, the main beneficiary of the European funds. He
connects the successfulness of absorption of EU funds with the level of local responsibility
and authority because these levels are closest to the real needs. According to a report cre-
ated by the Head of Public Administration department of the University of Warsaw (Grose,
2007), centralisation means inefficiency, inequity and corruption. It also states that economic
inefficiency has many aspects: the budget funds, instead of being spent where generated, are
first sent to the centre, then thoroughly processed by the bureaucratic apparatus and return
to the territory through the principles arbitrary, on political merit. Grose (2007) also warns
that an excessive centralisation of the Regional Operational Programmes (ROP) manage-
ment system could lead to more cases of corruption. On the other hand, Coman and Coman
(2010) cite the Irish example with the statement that a successful investment policy based
on the absorption of EU funds is that which acknowledges that the prioritisation of strate-
gic investment is government’s responsibility, and not that of regional or local authorities.

The differences on the estimated impact of Cohesion Policy (confirmed in European
Commission — Directorate-General for Regional & Urban Policy, 2014) between EU mem-
ber states can be connected with differences between absorption rates across EU member
states, which can be seen below in Table 1.

Table 1 confirms significant differences in absorption rates of the EU funds in and
between EU new and old member states and between programming periods. There is no
well developed conceptual framework of indicators of absorption and here it can also be
seen that the results differ regarding the indicators used in measuring the absorption and
also regarding the available funds.

As can be seen from the literature overview these significant differences across EU coun-
tries and regions in absorption capacity depend on numerous factors, regional internal
characteristics highlighted above whose influence will be empirically investigated in the
next section. It is assumed that heterogeneous territorial characteristics can have signifi-
cant influence on absorption of the EU funds and that these factors will differ between less
developed regions, which have GDP per capita below 75% of the EU average and the rest of
the EU regions that have GDP per capita above 75% of the EU average. Those regions that
have GDP per capita above 75% of the EU average are divided into transition and developed
regions in programming period 2014-2020 and we have decided to use the term developed
regions in order to differentiate this group of regions from less developed ones. Regions
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whose GDP per capita was below 75% of the EU average were called convergence regions
in previous programming periods and due to the time period of our analysis we will use
this term for the regions that are less developed.

4. Methodology, units of analysis and data

To the best of our knowledge, a unique model to analyse the determinants of EU funds
absorption has not been developed in previous researches. In measuring the influence of
the funds committed to Cohesion Policy different tools and methodologies can be used:
theory-based evaluation, econometric and macroeconomic models (Lépez-Rodriguez &
Faifia, 2014). Bachtler et al. (2000) synthesise methodologies used in the evaluation of the
effectiveness of European Structural Funds where a top-down (macro level) approach (e.g.,
sophisticated models such as PARADISE and HERMIN) and a bottom-up (micro level)
approach are identified in regional economic policy evaluation. Even though they explain
the limitations and biases, the authors note that direct econometric estimation should cal-
culate the impact of policy with the greatest degree of accuracy if the data are available.
The European Commission (DG Regio) has used QUEST and HERMIN models for the
evaluation of the cohesion policy at the level of EU Member States, while the RHOMOLO
models developed by the DG REGIO and Joint Research Centre-Institute for Prospective
Technological Studies produces results at the level of EU NUTS 2 regions (Lopez-Rodriguez
& Faina, 2014).

In view of the main research question, units and time period of analysis, we have chosen
to use econometric panel data analysis as appropriate in measuring the influence that the
chosen determinants of the EU absorption capacity have on the regional absorption in the
EU.

The analysis in this article is based on 272 NUTS 2 regions, 86 regions that have GDP
per capita less than 75% of the EU average (convergence regions) and 186 regions that have
GDP per capita above 75% of the EU average (developed regions), that is belonging to EU
28 member countries regarding the availability of statistical data and the area in which the
EU funds are absorbed. Modelling was applied over the 2000-2013 period, which is over
EU-Budget and Cohesion policy programming periods 2000-2006 and 2007-2013, due to
the fact that new member states, EU 12! entered the EU in 2004, 2007 and Croatia in 2013.

We have decided to use the indicators payments per capita and payments/commitments
as indicators of the regional absorptive capacity, relying on the work of Mohl and Hagen
(2010) who warn of possible biased estimation results if the structural funds commitments
are used instead of payments and also on the work of Tosun (2013) that uses percentage
of ERDF allocations paid in comparative analysis on the absorption of Regional Funds.
Input variables included in our modelling are: indicators of absorption capacity (payments
per capita and payments/commitments related to the programming period 2000-2006,
2007-2013), size of the regions, infrastructure, labour force characteristics, dummy variables
for institutions and fiscal decentralisation, differences between programming periods and
gross fixed capital formation.

Separate analysis is done for the period 2000-2011 because of the availability of data
on gross fixed capital formation and on indicators necessary to create a dummy variable
for fiscal decentralisation. This separate analysis is also motivated by the need to test the
robustness of the conclusions. Regarding changes in Cohesion Policy between programming
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periods (European Commission - Directorate-General for Regional & Urban Policy, 2014)
it is expected that significant differences between programming periods 2000-2006 and
2007-2013 will be determined so a dummy variable that refers to the programming period
2007-2013 is included in modelling.

The possible connection between government effectiveness and absorption of Cohesion
Policy funding is recognised in European Commission — Directorate-General for Regional
and Urban Policy (2014), also in Ederveen, de Groot, and Nahuis (2006) and Tosun (2013).
In order to include institutions as important determinants of absorptive capacity in our anal-
ysis, data on European Quality of Government Index (Charron, Dijkstra, & Lapuente, 2014a)
is used. This index focuses on perceptions and experiences with public sector corruption.
Since these data are available for 2010 and 2013, it was not possible to include the data for
the time period 2000-2013, so we have created a dummy variable that refers to regions in
which the index has higher (positive) values. In line with Charron, Dijkstra, and Lapuente
(2014b) this can be interpreted as meaning that these are the regions with a better quality of
governance, understood as low corruption, impartial public services and rule of law. In order
to test the conclusions on the influence of quality of governance we have created another
dummy variable that refers to countries that have higher values (> 1) according to one of
the indicators used for measuring quality of governance by the World Bank (Kaufmann,
Kraay, & Mastruzzi, 2014) that refers to Control of Corruption. We were also aware of the
possibility of creating dummy variables according to Government Effectiveness given in
the same database, but we determined that the results do not differ on the country level
when creating dummy variables. This dummy variable is included in a separate regression
due to possible problems of multicollinearity between institutional indicators (e.g., pillar
control of corruption is also included in European Quality of Governance Index, together
with pillars that refer to rule of law, government effectiveness, voice and accountability)
used in our study.

Another dummy variable that was created due to insufficient data on the observed
regional level is the dummy variable that refers to fiscal decentralisation. This aspect is
important in regional absorptive capacity and it is used in studies that deal with the allo-
cation of structural funds, e.g., in Kyriacou and Roca-Sagalés (2012). We have created
dummy variables using the data for the share of local government expenditure in total
general government expenditure (as explained in Table 2). Due to the fact that that these
data were not available in 2013 at the time the analysis was performed, we have used this
variable in models that refer to the 2000-2011 time period.

Based on the given explanation, the theoretical framework for the determinants of
absorption capacity can be formulated through function as follows:

INFR,,, UNEMP,

it?

o EDUC,, EQI,, CORR,, PROG,, GFCF,,

ABS, = f(AREA, FISC,) (1)
ABS refers to proxies of absorptive capacity (PAY/COMM, PAYp.c.) explained in Table 2.
Separate analysis is conducted on the sample of the convergence regions and other regions
and on two time periods, so i = 1,..., 86, refers to one of the NUTS 2 regions in models in
which convergence regions are included, while i = 1,..., 186, refers to one of the NUTS 2
regions in models in which developed regions are included. t = 1,..., 11, refers to the years
2000-2011 in models (1)-(4) and t = 1,...13, refers to the years 2000-2013 in models (5)-(8)
explained below. The rest of the variables and data sources are presented in Table 2.
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Based on relation (1) and previous works, general econometric specification (detailed
extended or reduced in models (1)-(8) according to the chosen period of the analysis and
data availability of the included variables as explained in the text) is the following:

ABS, = B, + B,ABS,, | + p,AREA, + B,INFR, + f,UNEMP,

2
+ p,EDUC, + B,EQI, + ,CORR, + f,PROG, + a, + ¢, @

As can be seen a lagged dependent variable is included in the dynamic specification. «;
refers to time-invariant, individual-specific effect that is not included in the regression, ¢,
represents the error term of the specification. Other variables, and symbols 4, t are described
below specification (1) and in Table 2. Where necessary, variables are entered into the model
in logarithmic form.

Before performing dynamic panel data analysis, static panel data estimators were applied,
but due to the determined problems of serial autocorrelation, heteroscedasticity, possible
endogeneity and reverse causality we decided to use and present the results of the esti-
mation by using the two step system Generalised Method of Moments (GMM) estimator
(more about the properties of this estimator can be found in Blundell and Bond [1998]
and Roodman [2009], and application is given in Mohl and Hagen [2010]). The models
estimated with this estimator satisfy econometric tests and are shown in the next section,
where further economic interpretation is given.

5. Estimation results on the determinants conditioning the regional
absorption capacity in the EU

Estimation results for the developed regions are presented in Table 3, and estimation results
for the convergence regions are presented in Table 4. The econometric diagnostic statistics
(based on: Roodman, 2009; Mohl & Hagen, 2010) is satisfied (the Sargan test does not reject
the over-identification restriction, the absence of first order serial correlation is rejected
while the absence of second order serial correlation is not rejected, the number of instru-
ment is lower than the number of groups).

In Table 3 it can be seen that in most of the models which refer to developed regions,
unemployment has a positive and significant influence on the absorptive capacity, in mod-
els that refer to the 2000-2013 time period, infrastructure has a significant, but negative
influence on the absorptive capacity. Education has a positive and significant influence in
most of the models, while this variable has a negative influence in the models regarding the
2000-2011 time period, in which payments per capita are used as proxy of the absorptive
capacity. It is possible that this negative influence relies on the influence of the regions that
did not succeed in developing human capital potential for absorption (e.g., regions with
middle income levels), or it could also be connected with methodological constraints. Gross
fixed capital formation has a positive and significant influence, fiscal decentralisation has a
positive and significant influence (but this conclusion is not robust in models with a differ-
ent dependent variable), while dummy for programming periods has confirmed significant
differences between the last two programming periods in absorptive capacity. Dummy
variables that refer to institutional quality did not prove to have significant influence.

Developed regions have recognised unemployment as an important determinant for
absorption. It can be assumed that they use the funds to deal with one of the most important
economic problems in European countries. Conclusions can also be interpreted in line with
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the conclusions given in European Commission — Directorate-General for Regional and
Urban Policy (2014) which finds that investments in human capital are more important
than in infrastructure in countries and regions which have a higher level of development.
These regions are focused on more diversified determinants in relation to the absorption
of EU funds, not only on the strengthening of infrastructure.

Models for convergence regions in Table 4 present a different picture thus confirming
the importance of regional diversity. Unemployment has a negative influence, even though
this conclusion is not robust, infrastructure has a positive and significant influence on the
absorptive capacity, in most of the models education has a significant and positive influence,
dummy variables that refer to European quality of governance and Control of Corruption
have shown that in less developed regions in 2000-2011 these determinants have had sig-
nificant influence (this is also found by Grusevaja & Pusch, 2011 and Mihailescu, 2012).
Indicators of fiscal decentralisation show a positive and significant influence which is in
accordance with Bachtler and McMaster (2007).

We agree with Crescezi and Giua (2014, p. 31) that the reinforcement of the socio-eco-
nomic environment is an important precondition for the success of regional policy. These
determinants may be the reason why the conclusions about the impact of regional policy are
conflicting because these significant determinants are not included in the observations when
measuring the influence of EU funds on different economic categories. Lopez-Rodriguez
and Faina (2014) explain that regional labour markets serve as important adjustment chan-
nels to macro-economic shocks. This in part confirms the conclusion of Tosun (2013)
which refers to the importance of fiscal decentralisation and in the sample of convergence
regions the importance of government capacity (limited with data availability). Education
is again determined to be an important determinant of the absorptive capacity which needs
further analysis on the micro level and from the perspective of management systems of
EU funds implementation. Interventions tailored to the needs of specific regions are also
highlighted in the challenges to be faced by Cohesion Policy given in Farole, Rodriguez-
Pose, and Storper (2011).

6. Concluding remarks and implications

Regional absorption capacity in the EU depends on territorial economic preconditions for
successful absorption of EU funds. The analysis has shown that the following determinants
are crucial for explaining the absorption capacity: labour force characteristics (educational
level and unemployment rates), decentralisation, investments, institutional framework and
infrastructure development. The results have confirmed that the chosen determinants of
EU absorption are conditionally effective, that they differ between convergence regions and
developed regions. The significant differences in determinants across the regions accord-
ing to their level of development lead to a conclusion that it is necessary to observe these
groups of regions in a separate way which is also defined in the regulation of the EU funds.
In addition, less robust conclusions are determined about the differences between pro-
gramming periods.

Labour force characteristics represent an inevitable determinant of successful absorp-
tion of EU funds. It can be seen that education level of the workforce represents important
variable for successful absorption of EU funds in all NUTS 2 regions, so it is necessary to
remove the macro- and micro-level constraints, especially in the EU new member states,
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which refer to labour force capacity to realise the projects financed through EU funds.
Institutional framework (proxy with good governance and control of corruption) is an
important determinant of the absorptive capacity in the convergence regions but needs to
be further investigated. Public investments should not be excluded from the observation
(regarding significant influence in developed regions), even though EU funds represent the
opportunity especially at the time when public investments decline.

The proven importance of fiscal decentralisation for the successful absorption (in con-
vergence regions) highlights the need to give these regions, their sub-national authori-
ties, higher responsibilities (together with obligations) in managing their development.
Infrastructure exerts a different influence in the sample of convergence regions and the
rest of the regions. Even it still presents significant determinant for convergence regions, it
will be necessary to move towards more integrated determinants (economic, financial and
institutional) which is complex task for regional policy actors. Permanent attempts in new
programming period 2014-2020 to direct investments according to the national/regional
specific goals is one of the possibilities how to move the funds towards the determinants
that are significant for the observed regions in their better absorption.

The conclusions of this analysis can be of importance in cohesion policy needs-based
programming as well as in planning better absorption of EU funds in European regions.
The results of the study also contribute to the discussions surrounding Cohesion Policy in
regards to which factor the policy should be aimed at tackling (‘first and second nature
determinants of development, as described in European Commission — Regional and Urban
Policy, 2014). If we look at these characteristics in more detail we can see that in line with
Camagni (2008), Fratesi and Perucca (2014) it can be observed as territorial capital.

The results of this study can also be compared with the results of the effectiveness of EU
funds absorption and transmission channels of EU funds in European regions, regarding
national and regional priorities given in strategic documents. These significant determinants
of the regional absorptive capacity can be included in measuring the saturation point in
estimating the influence of the Structural and Cohesion Fund on regional economic growth
and development.

With this study we have tried to empirically determine the possible significant influence
of the regional absorption capacity determinants in the EU. Much more research should be
done on the influence of the EU absorption determinants chosen in this study with higher
regional data availability (e.g., with time series on institutional quality or fiscal decentral-
isation at NUTS 2 level).

Note

1. EU 12=Bulgaria, Czech Republic, Cyprus, Estonia, Hungary, Latvia, Lithuania, Malta, Poland,
Romania, Slovenia, Slovak Republic.
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