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This thesis consists of three empirical essays on capital markets.  Two deal with equity markets
across Visegrad countries, while the third focuses on the money market in the Czech Republic
alone.  Subject to the comments and suggestions made below, there is nothing fundamentally
wrong with the papers as presented.  They seem carefully done.  Indeed, it would be hard for
them not to be since they share a research strategy of slavishly replicating well established work
using new data sets.  Indeed, this is the main weakness of the thesis.  None of the essays contains
a significant original contribution that pushes the literature further.  In addition, the transition
seems almost irrelevant to the analysis.  I would have preferred it if the author went much deeper
into how she would expect the unique situation of the transition to perhaps lead to different and
richer results than prior work before going to the data.

In all honesty, at CUNY this thesis, because of its lack of originality, would be marginal for
defense.  I would like to think that we would have forced deeper analysis long before this point
in the process.  Given that her committee apparently did not make such demands of her, I do not
think it would be appropriate to force them on Ms. Borys at this time.  If she addresses the issues
raised in my comments on the individual papers, I would be willing to allow her to move
forward to a defense.  

I am aware, however, that Ms. Borys has other work that has not been included in the
dissertation (for example, an ECB Occasional Paper on convergence released last year).  Given
the thinness of the three included papers, I wonder whether adding a fourth paper make not make
a more convincing case for awarding the degree.

The Effects of Monetary Policy in the Czech Republic: An Empirical Study (joint with
Roman Horváth)

This is a relatively straight-forward and simple study that contains few innovations but also does
not seem to contain any errors.  As such it is certainly acceptable as a part of a thesis but is not
an essay on which a case could be made for graduation absent other significant work.  In
revision, I would like to see three areas addressed:

1) The authors compare their results to those from previous studies (see Table 1), however,
they have introduced several changes including different time periods, different
estimation methodologies, different variable definitions and a different periodicity.  As a
result, we cannot tell which changes are important and which are not.  They should
replicate the previous work introducing changes individually as well as in combination
and then discuss carefully the full pattern of what matters.

2) I find the discussion of why the authors opt to use contemporaneous rather than revised
data particularly unconvincing.  Thus, it is disturbing that their results seem much weaker
when using the later, presumably more accurate, data.  While it is true that



contemporaneous data is what monetary authorities have available when they set
monetary policy, this is not a paper about the decisions made by the authorities.  Rather,
it is a paper about the reaction of the economy to those decisions.  Thus, the authors need
to address an underlying model of that economy (not simply a mechanical VAR
estimation).  Presumably, individuals and firms reacting to a money supply shock do so
in light of their true situation, something they should accurately know even if the
Statistical Office does not.  Thus, I would expect the response function to be most closely
related to the most accurate data ever available to the econometrician, not the earliest
(and presumably least accurate) data.  This argues that the final revised data should be
what predicts the response function best since it is the closest data to the true situation
under which agents actually responded.  One way to think of this might be in the context
of measurement error.  The econometrician does not know the true situation firms and
consumers face with respect to their individual output gaps (the aggregate output gap is
simply the sum of the output gaps faced by all firms).  Structurally, the true response
should be a function of the true output gap.  The more error there is in the
econometrician’s estimate of the true gap, the more biased the estimates of the response
function will be.  Thus the most accurate final revision of the data should be the one to
use.  The authors need to provide a convincing explanation of why they opt to do
otherwise.  Are they asserting a model whereby firms respond based on press releases of
the CSO rather than their own order books?  If not, what is the underlying rationale?  

3) The issue of periodicity deserves further exploration in addition to the comparisons I
urged in point 1.  Why did others use quarterly data?  Was it just convention or laziness
or are there legitimate reasons for this decision such as increasing signal to noise ratios?

Testing Multi-Factor Asset Pricing Models in Visegrad Countries

This is an explicitly atheoretical piece, but it suffers from this orientation since it reads like a list
of results with little context.  Specific comments

1) There is a good deal of discussion of the importance of structural breaks in transition
economies, but then the actual estimation makes no allowance for the possibility that
such breaks exist.  In fact, the real issue is not structural breaks, which occur at well-
defined moments of regime change, but the nature of transition itself, which suggests that
coefficients are evolving rather than stable over time.  If the paper is going to refer to this
possibility then it needs to deal with it.  Principle components are NOT a method to do so
since the factor loadings are constant over time.

2) The paper tends to use jargon on the assumption that the reader is familiar with it.  Every
reference should be defined as it is used, As one glaring example, on page 7 we
encounter the following phrase “taking these considerations into account, we used the
FMB procedure to estimate our models.”  There is absolutely NO indication of what the
FMB procedure is or any reference to it in the literature.

3) I am not comfortable with the assertion on page 10 principal components analysis allows



capturing unobservable factors.  PC is a method of data reduction, but ALL of the
variance it considers is, by definition, observable in the original variables.

4) I understand (see page 16) that no data may be available on risk premia, but there should
be an expanded discussion of the implication of omission of this variable beyond simply
saying that it was omitted.  What are the likely omitted variable biases in other
coefficients?

5) It is NOT sufficient to say that consumption changes and oil prices were omitted because
they were not significant in a 1986 paper on developed countries.  Why should we
assume that post 2000 transition economies are similar?  If they belong in the estimates
in theory, then they should be included.  Indeed, most would argue that if they belong
according to theory then they should never be dropped.  Report the insignificant results. 

6) The paper has a consistent tendency to make assertions about result patterns based on
intuition or superficial evidence when these could be tested.  For example, on page 20 the
author says “it appears that the correct factor model is different for each of the four
Visegrad countries.”  It would be trivial to perform a formal test of the whether the
coefficients are significantly different across the equations and she should do so. 
Similarly, on page 25 she asserts that “macroeconomic factor models, rather than the
capital asset pricing or the principle factor models, are suitable for estimating the cost of
capital in Visegrad countries.”  Since Equation 2 is nested in Equation 3, it would be
trivial to perform a test of added explanatory power and justify the assertion rather than
simply making it.  These are only two examples.  Please review all three essays to find
other occasions where formal tests might be applied.

7) Footnote 16 is disturbing in the same way that much of the paper is.  Why, according to
theory, should we believe that the underlying unobserved factors are different across
these countries rather than interpreting the observed patterns as merely different draws
from the same underlying distribution?  With small samples and short time series, is there
any way to distinguish these?  If not, please do not over interpret!

Size and Value Effects in Visegrad Countries

This paper replicates work done by Fama and French (and others) showing that an augmented
CAPM is better at understanding stock returns than the simple model.  It’s contribution is to
extend the set of countries/periods for which this result is shown to hold.  Again, the paper could
be improved by some judicious extensions.

1) As the author points out (page 6) Fama and French added two factors to the standard
CAPM out of a more extensive set of “all major previously used variables.”  In doing so,
they were clear to point out that the variable selection was based on empirical results
only (not derived from theory) and should be regarding as holding for the country and
time period they were analyzing only.  There is no assertion in the original paper that
these two factors would be the most parsimonious set needed to capture returns in other



settings.  Thus, the ex ante restriction of factors analyzed imposed by the author is
inappropriate.  Rather, she should use all the factors in the original work (and any others
that have emerged in the more recent literature) to verify that the same set of variables
are appropriate in her setting.

2) Fama and French were careful to analyze the effects of interactions between size and
book to market ratio in their sample before asserting that this interaction did not
significantly bias the estimated coefficients.  Since the two F&F factors can be
theoretically linked, the author should do the same analysis in her setting.

3) I get very concerned when authors mechanistically interpret results as meaningful when
they may simply be the result of bad or insufficient data.  This is especially the case when
the results violate fundamental economic analysis.  Let me give one example from this
paper, but I would urge the author to review the entire thesis for similar blind reporting of
counter-intuitive results.  On page 15 she says “Shorter series often imply a negative cost
of capital, which reflects both the economic situation in the four countries in the late
1990s and shorter time series.”  This statement is patently absurd.  There is no way that
the real situation in the countries could generate a negative cost of capital.  Lenders were
paying firms to borrow!  Absent supply bottlenecks (transaction costs), firms would
immediately shift to an infinite capital/labor ratio (or at least acquire capital until the
MPC was zero).  No such capital acquisition surge was observed.  These results must be
due to data problems.  I suspect that the confidence band for th cost of capital (which is
not reported but should be) includes positive values.  Thus, the appropriate conclusion is
that one of these values is the true cost of capital. Again, beware of over interpreting!


