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Please provide your assessment of each of the following four categories, summary and 
suggested questions for the discussion. The minimum length of the report is 300 words. 
 
 
Contribution 
 
The author provides two econometric tests of economic phenomena predicted by the Austrian 
business cycle theory (ABCT). The major problem of the thesis is one of the crucial assumptions the 
ABCT in its traditional form builds upon: the existence of a market for loanable funds. In other words, 
ABCT claims that in order to provide a loan (usually by a bank), someone must first postpone their 
consumption and create savings. However, modern banks in reality do not need savings (deposits) in 
order to provide loans. By providing loans, banks create money. We say that money is endogenous. 
The amount of money is almost absolutely determined by the demand for money, whereas the supply 
of money is practically, in normal times, unlimited. There are, of course, regulatory limits regarding the 
amount of capital required to cover risk-weighted assets of the banks (i.e. mostly provided loans) and 
a couple of other parameters enforced by bank supervision. But the (un)availability of liquidity is never 
a binding condition, because in an extreme case, every bank is able to take out a loan from the central 
bank, which then provides the needed amount of liquidity. It is only a matter of price which can be 
easily calculated into the interest rate offered to the loan applicant. 
 
To sum up, there is no market for loanable funds. Therefore, all the claims in the thesis, which seem to 
assume the opposite, are simply incorrect. For example, “In order to create capital goods, they must 
by preceded by the process of saving.” (p. 8), “Fractional reserve banking thus creates a situation, 
where the same amount of money is available to both the depositor, as well as the recipient of the 
demand deposit, i.e. the bank.” (p.9), “As a result, a gap between saving and investment will appear 
on the market for loanable funds (Garrison 2001, pg. 70).” (p. 24). Or “This results in the process of 
multiplying the amount of money in the economy, which is already well known, and therefore we do 
not have to deal with it extensively here.” (p. 9) On the contrary! It is already well known that the theory 
of the money multiplier, which is still present in some basic textbooks, is simply incorrect! As a 
consequence, the author should have dealt with it extensively, because that could have been an 
original contribution to the existing ABCT literature. Instead, on pages 3-25 the author almost 
exclusively only repeats the Garrison’s (2001) exposition of ABCT. 
 
It could have been really interesting, if the author tried to critically assess the functioning of ABCT in 
the real world of endogenous money. Maybe the crucial assumptions would still hold and ABCT could 
still be used to explain some interesting phenomena in the economy. For example, what if it wasn’t 
money, that can be either consumed or saved and invested, but the goods themselves, or the natural 
resources? But the reader doesn’t know, because the author doesn’t provide a critical viewpoint. As 
far as I understood, the only author’s contribution is the replication of Mulligan (2002) and Mulligan 
(2006) on European data. The value added of the thesis is therefore very limited. 
 
Methods 
 
The author uses VECM to test his hypotheses. He makes sure the assumptions for the use of this 
method are met. Where I perceive a much larger problem is the definition of some of the variables he 
uses, mainly the “cumulative sum of term spread” (p. 32). To construct the term spread, the author 
uses 3M EURIBOR and 10Y German government bond. Because the term spread is a stationary 
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process and the author needs a time-series which could be cointegrated with other variables, he then 
calculates the cumulative sum of this spread. First, 3M EURIBOR (or other maturities) doesn’t really 
say much about the real-economy interest rates, even more so in the extraordinary post-2008 times. 
And second, I am not sure that it makes sense to calculate the cumulative sum and interpret it as “the 
cumulative effect of monetary policy on term spreads” (p. 32). I’d expect that the author would carefully 
explain such interpretation, but he only provides a reference to Mulligan (2006) without any other 
details. 
 
Regarding the specification of his first model (p. 39), I do not know why the provided equation should 
describe consumption. Why should the consumption be dependent on (cumulative) term spread or on 
the amount of loans to non-financial corporations? 
 
Literature 
 
The author doesn’t refer to any critics of the ABCT, nor does he, in fact, include any really recent 
empirical papers. The most recent empirical paper mentioned is Bismans & Mougeot (2009). A quick 
Google Scholar search revealed at least two other papers, which should have been mentioned in this 
context: Luther & Cohen (2014) and Lester & Wolff (2013). The low number of references (the 
bibliography section lists only 16 items) only confirms the author’s very narrow exposition of the 
problem. 
 
Manuscript form 
 
I noticed a couple of typos, but otherwise the thesis is written nicely. 
 
Summary and suggested questions for the discussion during the defense 
 
In my opinion, the thesis relies too heavily on just a few sources, disregarding any critical voices. The 
core assumption of the theory is incorrect, which makes the exercise of testing its implications 
dubious. The contribution of the thesis is very limited. But the empirical part itself is rather fine and the 
form of the thesis is nice. Therefore, I recommend it for defense and suggest a grade “D”. 
 

1. What is the relevance of your findings in the world of endogenous money? 
2. What is the economic significance of the results? You mostly talk about signs and statistical 

significance, but what is the interpretation of the coefficient sizes? 
3. You argue that a key element of the Austrian theory is the entrepreneur (p. 6) who constantly 

moves the markets into the state of the evenly rotating economy. But the “Kirznerian” 
equilibrating entrepreneur is only one type. What about the Schumpeter’s disrupting 
entrepreneur who, in fact, pushes the markets further from the equilibrium? 

 
 

 
SUMMARY OF POINTS AWARDED (for details, see below):  
 

CATEGORY POINTS 

Contribution                 (max. 30 points) 12 

Methods                       (max. 30 points) 25 

Literature                     (max. 20 points) 5 
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EXPLANATION OF CATEGORIES AND SCALE: 

 
 
CONTRIBUTION:  The author presents original ideas on the topic demonstrating critical thinking and ability to 
draw conclusions based on the knowledge of relevant theory and empirics. There is a distinct value added of the 
thesis. 
 
Strong  Average  Weak 
30  15  0  
 
 
 
METHODS: The tools used are relevant to the research question being investigated, and adequate to the author’s 
level of studies. The thesis topic is comprehensively analyzed.  
 
Strong  Average  Weak 
30  15  0  
 
 
 
LITERATURE REVIEW: The thesis demonstrates author’s full understanding and command of recent literature. 
The author quotes relevant literature in a proper way. 
 
Strong  Average  Weak 
20  10  0  
 
 
 

MANUSCRIPT FORM: The thesis is well structured. The student uses appropriate language and style, including 
academic format for graphs and tables. The text effectively refers to graphs and tables and disposes with a 
complete bibliography. 
  
 
Strong  Average  Weak 
20  10  0  

 
 
Overall grading: 

 

TOTAL GRADE 

91 – 100 A 

81 - 90 B 

71 - 80 C 

61 – 70 D 

51 – 60 E 

0 – 50 F 

 


