Table A1. Variables description.
	Variable
	Description
	Measure
	Source

	BCS
	Business cycle synchronisation
	The negative absolute value of the differences in the country pairs’ i and j real GDP growth rates (in log)
	Eurostat

	BCS_alter
	Alternative business cycle synchronization
	Correlation of the output gaps of countries i and j estimated from real GDP data (calculated as a ratio of GDP at market prices and price index (implicit deflator), 2015=100) using the Christiano-Fitzgerald (CF) filter
	Eurostat

	Trade
	Trade intensity
	Sum of exports and imports of country i to country j divided by the sums of nominal GDP of country i and j
	CEPII

	Trade_alter
	Alternative trade intensity
	Sum of exports and imports of country i to country j divided by the sums of total trade (imports and exports) of country i and j
	CEPII, Eurostat

	FDI
	Bilateral FDI
	Sum of outward FDI from country i to j and outward FDI from country j to i divided by the sums of total FDI of country i and j
	UNCTAD, Eurostat

	FDI_alter
	Alternative bilateral FDI
	Sum of outward FDI from country i to j and outward FDI from country j to i divided by the sums of nominal GDP of the country i and j
	UNCTAD

	Spec
	Specialisation
	Bilateral Krugman’s industrial specialization index
	UNIDO

	GovDef
	Government deficit
	The absolute difference in the budgetary position of the country i and j (government net lending (+)/net borrowing (-) excluding interest payable (primary deficit or surplus), Percentage of gross domestic product (GDP))
	European Central Bank

	GovDef_alter
	Alternative government deficit
	The absolute difference in the budgetary position of the country i and j (government net lending (+)/net borrowing (-), Percentage of gross domestic product (GDP))
	Eurostat

	IncomeSim
	Income similarity
	Absolute difference of real GDP per capita between countries i and j (in log)
	Eurostat

	ESI
	European structural and investment funds
	Sum of the total payments from the ESI funds (ERDF, CF, and ESF) to countries i and j, as a share of nominal GDP
	European Commission

	ESI_ERDF
	European Regional Development Fund
	Sum of the payments from the ERDF to countries i and j, as a share of nominal GDP
	European Commission

	ESI_CF
	Cohesion Fund
	Sum of the payments from the CF to countries i and j, as a share of nominal GDP
	European Commission

	ESI_ESF
	European Social Fund
	Sum of the payments from the ESF to countries i and j, as a share of nominal GDP
	European Commission

	Edu
	Education
	Absolute difference of the share of the population with upper secondary, post-secondary non-tertiary, and tertiary education (levels 3-8) between countries i and j
	Eurostat

	Dev
	Economic development
	Sum of real GDP per capita in countries i and j (in log)
	Eurostat

	Rule
	Rule of law
	Absolute differences of the Rule of law index (rescaled to 0-10) between countries i and j
	World Bank

	Corrupt
	Control of corruption
	Absolute differences of the Control of corruption index (rescaled to 0-10) between countries i and j
	World Bank

	Regul
	Regulatory quality
	Absolute differences of the Regulatory quality index (rescaled to 0-10) between countries i and j
	World Bank

	Inf
	Inflation
	Absolute differences of the HICP (annual average rate of change, all-items) between countries i and j  
	Eurostat

	Unemp
	Unemployment
	Absolute differences of unemployment (percentage of the active population, from 15 to 64 years) between countries i and j
	Eurostat

	Effect
	Government effectiveness
	Absolute differences of the Government effectiveness index (rescaled to 0-10) between countries i and j
	World Bank

	Debt
	Government debt
	Absolute differences of the Government consolidated gross debt between countries i and j, as a share of GDP
	Eurostat

	Agri
	Agriculture
	Absolute differences of the agricultural output between countries i and j, as a share of GDP
	Eurostat


Source: Own elaboration.


Table A2. Comparison of ESI treated as an exogenous and endogenous variable (OLS/SUR estimation, full sample)
	
	Exogenous ESI
	Endogenous ESI

	
	OLS
	
	SUR
	
	OLS
	
	SUR
	

	
	(I)
	
	(II)
	
	(III)
	
	(IV)
	

	BCS equation:
	
	
	
	
	
	
	
	

	Trade
	0.4220***
	(0.1103)
	0.8155***
	(0.1053)
	0.4220***
	(0.1103)
	0.7766***
	(0.1053)

	FDI
	0.0894**
	(0.0379)
	0.1575***
	(0.0374)
	0.0894**
	(0.0379)
	0.1549***
	(0.0374)

	Spec
	0.2443***
	(0.0411)
	0.4312***
	(0.0391)
	0.2443***
	(0.0411)
	0.4308***
	(0.0391)

	GovDef
	0.1234***
	(0.0163)
	0.1980***
	(0.0160)
	0.1234***
	(0.0163)
	0.1993***
	(0.016)

	IncomeSim
	-0.6345***
	(0.0536)
	-1.0576***
	(0.0521)
	-0.6345***
	(0.0536)
	-1.0501***
	(0.0521)

	ESI
	-0.1439***
	(0.0368)
	-0.1866***
	(0.0363)
	-0.1439***
	(0.0368)
	-0.1539**
	(0.0363)

	Edu
	0.4237***
	(0.0720)
	0.3695***
	(0.0682)
	0.4237***
	(0.0720)
	0.3671***
	(0.0681)

	Dev
	0.3511**
	(0.1643)
	0.5779***
	(0.1609)
	0.3511**
	(0.1643)
	0.5811***
	(0.1609)

	R2
	0.7102
	
	0.6919
	
	0.7102
	
	0.6924
	

	Trade equation:
	
	
	
	
	
	
	
	

	BCS
	0.0140***
	(0.0035)
	0.0257***
	(0.0034)
	0.0140***
	(0.0035)
	0.0251***
	(0.0034)

	FDI
	-0.0250***
	(0.0068)
	-0.0474***
	(0.0068)
	-0.0250***
	(0.0068)
	-0.0499***
	(0.0068)

	Spec
	0.0289***
	(0.0074)
	0.0429***
	(0.0074)
	0.0289***
	(0.0074)
	0.0421***
	(0.0073)

	ESI
	0.0536***
	(0.0065)
	0.0553***
	(0.0065)
	0.0536***
	(0.0065)
	0.1006***
	(0.0064)

	Dev
	0.1177***
	(0.0306)
	0.1226***
	(0.0305)
	0.1177***
	(0.0306)
	0.1233***
	(0.0302)

	Rule
	-0.0313***
	(0.0097)
	-0.0313***
	(0.0096)
	-0.0313***
	(0.0097)
	-0.0249***
	(0.0095)

	R2
	0.9906
	
	0.9905
	
	0.9906
	
	0.9903
	

	FDI equation:
	
	
	
	
	
	
	
	

	BCS
	0.0125
	(0.0104)
	0.0315***
	(0.0104)
	0.0125
	(0.0104)
	0.0311***
	(0.0104)

	Trade
	-0.1907**
	(0.0580)
	-0.3775***
	(0.0578)
	-0.1907**
	(0.0580)
	-0.4009***
	(0.0578)

	Spec
	-0.0223
	(0.0205)
	-0.0475**
	(0.0205)
	-0.0223
	(0.0205)
	-0.0474**
	(0.0205)

	IncomeSim
	-0.0473*
	(0.0285)
	-0.0891***
	(0.0284)
	-0.0473*
	(0.0285)
	-0.0842***
	(0.0284)

	ESI
	0.0749***
	(0.0191)
	0.0854***
	(0.0191)
	0.0749***
	(0.0191)
	0.1391***
	(0.0191)

	Corrupt
	-0.1423***
	(0.0273)
	-0.1412***
	(0.0272)
	-0.1423***
	(0.0273)
	-0.1395***
	(0.0272)

	Edu
	-0.1180***
	(0.0378)
	-0.1247***
	(0.0377)
	-0.1180***
	(0.0378)
	-0.1263***
	(0.0376)

	R2
	0.9206
	
	0.9200
	
	0.9206
	
	0.9197
	

	Spec equation:
	
	
	
	
	
	
	
	

	BCS
	0.0897***
	(0.0104)
	0.1350***
	(0.0103)
	0.0897***
	(0.0104)
	0.1350***
	(0.0103)

	Trade
	0.1331**
	(0.0553)
	0.2528***
	(0.0550)
	0.1331**
	(0.0553)
	0.2681***
	(0.0550)

	FDI
	-0.0136
	(0.0190)
	-0.0343*
	(0.0190)
	-0.0136
	(0.0190)
	-0.0318*
	(0.0190)

	IncomeSim
	-0.1283***
	(0.0271)
	-0.1608***
	(0.0270)
	-0.1283***
	(0.0271)
	-0.1635***
	(0.0270)

	ESI
	0.0323*
	(0.0189)
	0.0253
	(0.0188)
	0.0323*
	(0.0189)
	-0.0139
	(0.0188)

	Regul
	0.0353*
	(0.0187)
	0.0482***
	(0.0185)
	0.0353*
	(0.0187)
	0.0466**
	(0.0185)

	Inf
	0.0534***
	(0.0093)
	0.0461***
	(0.0092)
	0.0534***
	(0.0093)
	0.0453***
	(0.0092)

	R2
	0.9267
	
	0.9256
	
	0.9267
	
	0.9254
	

	GovDef equation:
	
	
	
	
	
	
	
	

	BCS
	0.3262***
	(0.0241)
	0.4357***
	(0.0238)
	0.3262***
	(0.0241)
	0.4431***
	(0.0238)

	IncomeSim
	-0.4055***
	(0.0630)
	-0.6676***
	(0.0624)
	-0.4055***
	(0.0630)
	-0.6614***
	(0.0624)

	Unemp
	0.2715***
	(0.0250)
	0.2280***
	(0.0244)
	0.2715***
	(0.0250)
	0.2284***
	(0.0244)

	Effect
	0.1329***
	(0.0508)
	0.1651***
	(0.0495)
	0.1329***
	(0.0508)
	0.1660***
	(0.0495)

	Inf
	0.2588***
	(0.0212)
	0.2375***
	(0.0207)
	0.2588***
	(0.0212)
	0.2453***
	(0.0207)

	Debt
	-0.1437***
	(0.0416)
	-0.1482***
	(0.0405)
	-0.1437***
	(0.0416)
	-0.1409***
	(0.0405)

	R2
	0.6001
	
	0.5901
	
	0.6001
	
	0.5900
	

	IncomeSim equation:
	
	
	
	
	
	
	
	

	BCS
	-0.0730***
	(0.0071)
	-0.1313***
	(0.0069)
	-0.0730***
	(0.0071)
	-0.1303***
	(0.0069)

	FDI
	-0.0379***
	(0.0137)
	-0.0617***
	(0.0136)
	-0.0379***
	(0.0137)
	-0.0596***
	(0.0136)

	GovDef
	-0.0324***
	(0.0059)
	-0.0549***
	(0.0059)
	-0.0324***
	(0.0059)
	-0.0556***
	(0.0059)

	ESI
	-0.0649***
	(0.0130)
	-0.0692***
	(0.0129)
	-0.0649***
	(0.0130)
	-0.1044***
	(0.0128)

	Corrupt
	0.0961***
	(0.0193)
	0.0870***
	(0.0186)
	0.0961***
	(0.0193)
	0.0856***
	(0.0185)

	Dev
	0.4123***
	(0.0580)
	0.3878***
	(0.0575)
	0.4123***
	(0.0580)
	0.3884***
	(0.0573)

	R2
	0.9619
	
	0.9604
	
	0.9619
	
	0.9603
	

	ESI equation:
	
	
	
	
	
	
	
	

	Trade
	
	
	
	
	0.4053***
	(0.0561)
	0.8251***
	(0.0552)

	FDI
	
	
	
	
	0.0441**
	(0.0195)
	0.1090***
	(0.0195)

	GovDef
	
	
	
	
	-0.0341***
	(0.0081)
	-0.0561***
	(0.0080)

	IncomeSim
	
	
	
	
	-0.0850***
	(0.0273)
	-0.1666***
	(0.0269)

	Corrupt
	
	
	
	
	0.0983***
	(0.0273)
	0.1207***
	(0.0270)

	Agri
	
	
	
	
	-0.4727***
	(0.0258)
	-0.4475***
	(0.0254)

	R2
	
	
	
	
	0.9232
	
	0.9207
	

	Indiv. effects
	YES
	
	YES
	
	YES
	
	YES
	

	Time effects
	YES
	
	YES
	
	YES
	
	YES
	

	N. of country-pairs
	289
	
	289
	
	289
	
	289
	

	N
	2 843
	
	2 843
	
	2 843
	
	2 843
	


Note: We provide results using the OLS (columns I and III) and SUR estimator (II and IV). Standard errors in parentheses. *p < 0.1, **p< 0.05, ***p< 0.01.
Source: Own calculations based on data from the European Central Bank, European Commission, Eurostat, IMF, UNCTAD, UNIDO, and the World Bank.

Table A3. Direct, indirect, and total effects of the ESI funds – robustness check.
	[bookmark: _Hlk142942315]
	Direct
	
	Indirect
	
	Total

	
	
	
	via 
Trade 
	
	via 
FDI
	
	via 
Spec 
	
	via IncomeSim 
	
	

	Full sample:
	
	
	
	
	
	
	
	
	
	
	

	ESI exogenous
	-0.1866
	
	0.0451
	
	0.0135
	
	
	
	0.0732
	
	-0.0548

	ESI endogenous
	-0.1539
	
	0.0781
	
	0.0215
	
	
	
	0.1096
	
	0.0553

	Excl. crisis 08-09
	-0.1590
	
	0.0755
	
	0.0216
	
	
	
	0.1194
	
	0.0575

	Alternative Trade
	-0.2079
	
	0.1627
	
	0.0257
	
	
	
	0.0989
	
	0.0794

	Alternative FDI
	-0.1412
	
	0.0702
	
	
	
	
	
	0.1203
	
	0.0493

	Alternative GovDef
	-0.1511
	
	0.0778
	
	0.0222
	
	
	
	0.1185
	
	0.0674

	Alternative BCS
	-0.0634
	
	0.0405
	
	
	
	
	
	0.0497
	
	0.0268

	
	
	
	
	
	
	
	
	
	
	
	

	Subsamples (countries):
	
	
	
	
	
	
	
	
	
	
	

	Excl. major payers
	-0.1698
	
	0.0924
	
	0.0170
	
	
	
	0.0792
	
	0.0188

	Excl. major recipients
	-0.1819
	
	0.0891
	
	0.0108
	
	
	
	0.1304
	
	0.0484

	
	
	
	
	
	
	
	
	
	
	
	

	Subsamples (funds):
	
	
	
	
	
	
	
	
	
	
	

	ERDF
	
	
	0.0556
	
	0.0187
	
	-0.0202
	
	0.0779
	
	0.1320

	CF
	-0.2737
	
	0.1137
	
	0.0228
	
	0.0185
	
	0.1482
	
	0.0295

	ESF
	-0.2245
	
	0.0613
	
	0.0155
	
	0.0011
	
	0.0945
	
	-0.0521


Note: Apart from row 2 (“ESI exogenous”), direct and indirect effects of the ESI variable are calculated from the simultaneous equations models using SUR estimation where the ESI variable is always treated as an endogenous variable (i.e., models consist of seven equations). We only report the statistically significant effects.
Source: Own calculations based on data from the European Central Bank, European Commission, Eurostat, IMF, UNCTAD, UNIDO, and the World Bank.
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