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Institutions and quality of government 

 Growing consensus that institutions matter for economic 

development 

1. Sociology: Tönnies, Weber, Granovetter, Coleman 

2. Geography: Amin, Thrift 

3. Political Science: Putnam 

4. Economics: North, Acemoglu, Rodrik 

 Quality of government will thus also matter 

1. Government as a key organisation determining the rules of the game 

2. Quality of government mediating the efficiency of public investment 
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Quality of government and cohesion in the EU 

 These views have been assimilated by the EU in the 

application of its regional cohesion policy 

1. If quality of government matters for the delivery of public policy 

2. Then the presence of weak governmental institutions 

- Weak rule of law 

- Corruption 

- Low quality of bureaucracy 

- Weak or unstable electoral institutions 

3. May undermine the assimilation of funds 

4. And affect the potential returns of the European Cohesion effort 

 Cap: Cohesion investment should not exceed 4% of GDP 

 But little empirical evidence of the extent to which quality of 

government may affect the returns of public policies 
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Aim of the presentation 

 Explore the relationship between public investments and 

institutional factors, on the one hand, and regional 

performance, on the other 

1. Focusing on the extent to which the quality of local or regional 

governments mitigates or enhances the effects of public investments  

 Is the effectiveness of cohesion expenditure in the EU 

mediated by the quality of government of the regions 

receiving funds? 

 From a quantitative perspective 

 Across 172 regions in the EU 
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Measuring the quality of government 

 This type of analysis has been constrained by problems 

measuring the quality of government  

1. Increasing data at national level 

2. But virtually nothing at a regional level, from a comparative perspective 

 Recent study by the by the Quality of Government Institute 

at the University of Gothenburg (QGI, 2010) 

1. Development of a Quality of Government (QualGov) Composite Index 

- Rule of law 

- Corruption 

- Quality of the bureaucracy 

- Democracy and the strength of electoral institutions 

2. Survey data (2009) from some 34,000 respondents 

3. 18 EU countries, 172 regions  
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The Quality of Government Index 

Regional 

quality of 

government 

index 

Source: Quality of 

Government Institute, 

2010, p. 35 
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The Quality of Government Index 

Combined 

quality of 

government 

index 
Using World 

Bank Governance 

Indicators 

Source: Quality of 

Government Institute, 

2010, p. 40 
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Big within- and cross-country differences 

Source: Quality of 

Government Institute, 

2010, p. 41 
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Model 

 

 

 Where:  

1. Δy is the average annual growth of real GDP per capita of region i over 
the period 1999-2005;  

2. yi is the GDP per capita in the previous period;  

3. Cohesion represents the expenditure per capita in cohesion in region i by 
the EU in any given year;  

4. QGov is a composite indicator of the quality of government in any given 
European region, collected by the Quality of Government Institute at the 
University of Gothenburg;  

5. Cohesion*QGov is the interaction between the previous two variables;  

6. X denotes a vector of control variables  
- Level of education and training of the adult population 

- Infrastructure endowment 

- Levels of employment 

- Agglomeration effects 

7. υ is the corresponding disturbance term.  

 iiiiiii QGovCohesionQGovCohesionyy   φX*  
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Assumptions about quality of government 

1. Quality of government remains stable (or changes at a very slow 
pace) over time 

1. Need to interact quality of government with expenditure in order to introduce 
a time dimension 

2. Creation of a composite variable between quality of government and regional 
expenditure 

3. Giving us a general view of the returns of expenditure relative to regional 
quality of government 

2. Quality of government changes at the same rate within every 
country, regardless of internal differences 

1. Interpolate the quality of government composite index with a national 
governance variable extracted from the World Bank Global Governance Data 

- Rule of law 

- Governance effectiveness  

- Control of corruption 

- Voice and accountability 

2. Allows for the introduction of the main components 
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 Dep. variable (1) (2) (3) (4) (5) 

GDP pc growth No threshold >80€ >100€ >120€ >150€ 

            

ln GDPpc -0.00386 -0.0514** -0.0646*** -0.0837*** -0.0777*** 

(0.00877) (0.0186) (0.0162) (0.0216) (0.0151) 

Cohesion exp x quality gov 4.20e-05* 4.21e-05** 4.48e-05** 4.29e-05** 3.64e-05** 

(2.01e-05) (1.41e-05) (1.32e-05) (1.29e-05) (1.26e-05) 

Primary education -0.0666* -0.264*** -0.283*** -0.326*** -0.321*** 

(0.0344) (0.0553) (0.0767) (0.0723) (0.0731) 

University education 0.0116 -0.104 -0.118 -0.167 -0.135 

(0.0461) (0.0754) (0.0959) (0.0914) (0.0903) 

ln Transport density 0.00257* 0.00782** 0.0104** 0.0112** 0.0121** 

(0.00132) (0.00327) (0.00413) (0.00441) (0.00480) 

Employment rate 0.000653 0.000297 0.00105 0.00125 0.000996 

(0.000721) (0.00135) (0.00118) (0.00103) (0.000986) 

ln Employment density -0.0632 -0.0734 -0.102 -0.105 -0.106 

(0.0408) (0.0765) (0.0692) (0.0702) (0.0666) 

Ln Population density 0.0652 0.0778 0.108 0.111 0.112 

(0.0410) (0.0786) (0.0712) (0.0720) (0.0694) 

Constant -0.00356 0.592** 0.658** 0.871** 0.816** 

(0.0984) (0.238) (0.231) (0.330) (0.268) 

Time controls Yes Yes Yes Yes Yes 

Country controls No No No No No 

Observations 928 229 200 179 154 

R-squared 0.262 0.352 0.361 0.349 0.342 

No. of Countries 15 9 8 8 8 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

The 

relationship 

strengthens as 

the level of 

expenditure 

increases 

Assuming QoG does not change 

The result for the 

control variables 

are generally as 

expected 

Returns to 

cohesion 

investment are 

greatest, the 

greater the 

investment 

and the better 

the quality of 

government 
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Dep. Variable (1) (2) (3) (4) 

GDP pc growth 

          

ln GDPpc 0.00119 0.00693 0.000756 0.000780 

(0.00848) (0.00976) (0.00878) (0.00877) 

Cohesion expenditure pc 3.16e-05** 3.05e-05** 3.10e-05** 

(1.15e-05) (1.20e-05) (1.24e-05) 

Quality of government 0.00384 0.00380* 0.00392 

(0.00277) (0.00217) (0.00243) 

Cohesion exp x quality gov -9.94e-07 

(1.04e-05) 

Time controls Yes Yes Yes Yes 

Country controls Yes Yes Yes Yes 

Observations 972 1,017 972 972 

R-squared 0.261 0.238 0.264 0.264 

No. of countries 18 18 18 18 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Regardless of 

the local and 

regional 

quality of 

government 

Assuming QoG does change 

Interaction 

between both 

factors not 

relevant 

Investment in 

Cohesion has a 

positive and 

significant 

association 

with economic 

growth 
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Unequal distribution of Cohesion expenditure 
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Dep. variable (1) (2) (3) (4) 

GDP pc growth 

          

ln GDPpc -0.0494** -0.0116 -0.0603** -0.0621** 

(0.0207) (0.0157) (0.0202) (0.0197) 

Cohesion expenditure pc 2.12E-05 1.41E-06 1.72e-05** 

-1.69E-05 -1.56E-05 -6.58E-06 

Quality of government 0.0136** 0.0125*** 0.0225*** 

-0.00514 -0.00336 -0.00633 

Cohesion exp x quality gov -4.39e-05** 

-1.50E-05 

Time controls Yes Yes Yes Yes 

Country controls Yes Yes Yes Yes 

Observations 218 263 218 218 

R-squared 0.336 0.379 0.355 0.362 

No. of countries 10 14 10 10 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Whereas 

quality of 

government 

becomes 

fundamental 

Using a threshold of €100 per head 

And the interaction 

between both variables 

is significant, but close 

to 0 

Above a 

certain 

threshold of 

expenditure, 

investment in 

Cohesion 

ceases to be 

significant 
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Interpretation of interaction effect, 100€ 
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Dep. variable (1) (2) (3) (4) (5) 

GDP pc growth No threshold >80€ >100€ >120€ >150€ 

            

ln GDPpc 0.000780 -0.0472** -0.0621** -0.0816*** -0.0720*** 

(0.00877) (0.0182) (0.0197) (0.0240) (0.0221) 

Cohesion expenditure pc 3.10e-05** 1.71e-05*** 1.72e-05** 2.54e-05* 1.48e-05 

(1.24e-05) (5.21e-06) (6.58e-06) (1.17e-05) (1.65e-05) 

Quality of government 0.00392 0.0186** 0.0225*** 0.0258*** 0.0315*** 

(0.00243) (0.00611) (0.00633) (0.00627) (0.00721) 

Cohesion exp x quality gov -9.94e-07 -4.07e-05** -4.39e-05** -5.49e-05** -6.83e-05*** 

(1.04e-05) (1.51e-05) (1.50e-05) (2.01e-05) (1.94e-05) 

Time controls Yes Yes Yes Yes Yes 

Country controls Yes Yes Yes Yes Yes 

Observations 972 252 218 193 165 

R-squared 0.264 0.342 0.362 0.350 0.346 

No. of countries 18 11 10 10 10 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

While the 

impact of the 

quality of 

government 

becomes more 

and more 

important 

fundamental 

Using different thresholds 

As does the interaction 

between expenditure 

and quality of 

government 

The returns of 

greater 

cohesion 

expenditure 

weaken as the 

threshold 

increases 
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Conclusions 

 Both regional expenditure on Cohesion and quality of government 

make a difference for regional economic growth 

 The greater the level of expenditure and the better the quality of 

the local government, the higher the economic returns of public 

expenditure on Cohesion 

 Quality of government strongly mediates the returns of 

expenditure on Cohesion 

 At levels of Cohesion expenditure per capita where investment 

may make a difference, the quality of government is a key factor 

determining the returns of public expenditure 

 And, in these regions, greater levels of cohesion expenditure would 

only lead to a marginal improvement in economic growth, unless 

the quality of the government is significantly improved  

 There are no shortcuts: throwing a greater amount of funds will 

not do the trick, unless the quality of government is improved. 



Quality of Government and the 

returns of Cohesion expenditure 
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More working papers on this and related issues 

http://repec.imdea.org/ 


