
Filip Palda's Comments on Essays on Governance and Economic Performance 
 
Overview 
 
This dissertation is in the standard three essays format, with the essays conforming to a similar style of 
analysis and with loosely related topics dealing with governance and economic performance. In addition 
there appear to be co-authors on two of the essays, which is becoming standard these days as the demands 
of producing publishable essays from a dissertation in respectable journals are becoming so stiff that 
cooperation even at this early stage in a career is becoming the norm.  
 
The essays are largely atheoretical and rely for their originality on testing some overlooked feature of the 
topic at hand or in devising an interesting index variable, either endogenous or exogenous, to perform 
new tests of old propositions, or in applying the burgeoning technique of difference-in-differences as a fix 
for endogeneity issues. It is a style that has a respectable place in The Journal of Law and Economics and 
also in some journals on development and transition.  
 
First essay 
 
This essay seeks to test whether the corruption of government officials through bribes helps or hinders the 
efficiency of firms. The author does yeoman work of convincing the reader that it is legitimate to 
combine two different datasets to make up for deficiencies in each. I have not comment on this. Few 
people look on hybrid datasets with favour, but many people resort to them in the absence of better data. 
We do what we can.  
Her central finding is that higher bribery levels impede labour productivity growth of the average firm, 
but that surprisingly, there seems to be a prophylactic effect from an environment with large firm and 
institutional heterogeneity. These are important findings but they are not sufficiently nuanced, the reason 
being I believe because the author has not sufficiently developed a theory of the interaction of bribery 
with efficiency. I am not suggesting she work up a fully specified mathematical theory, but something 
along the following lines might help. The first crucial observation to make is that bribery is a form of tax. 
Taxes as we know have deadweight costs. They impinge on productivity. Some taxes are more efficient 
than others. These are flat taxes, and also taxes whose future rates are known with a fair degree of 
certainty. This would suggest, contrary to the author’s findings, that a highly fragmented institutional 
structure would lead to a very uncertain tax environment and thus a more nefarious influence of the tax on 
firm performance. Why is this not the case in her findings? Perhaps the fragmented environment is one in 
which firms can “vote with their feet” thereby imposing a sort of competitive discipline on bribe-takers. 
The point of deepening the theory in this manner is that it can help to make sense of the findings and also 
suggests new test variables. Is there some measure of firm mobility within heterogeneous environments? 
Can a survey question be crafted to measure whether firms believe bribe takers are hindered in their 
demands by the ability of firms to escape to different jurisdictions? 
 

Reply: Thank you for reminding about the analogy between bribery and taxation, it is plausible 
and also used in the literature such as Shleifer and Vishny (1993), for example. However, in the current 
version of the paper I almost do not use it. Bringing this analogy into the text is interesting, but will 
require a great deal of the effort in changing the text and interpretations; therefore, I leave this for the 
future research.   
  
The author’s cursory discussion of why taxes can harm firm productivity are too compressed for the 
reader really to grasp. Is she saying that the implicit tax in the bribe gives unproductive firms an 
advantage over productive firms, thereby displacing productive firms and creating an environment where 



only unproductive firms can survive? If that is her model then greasing the wheels is good individually 
but bad collectively. However what about the contrary possibility that efficient firms are also good at 
bribery, in which case the most efficient firms get their wheels greased the most thereby promoting their 
survival? In this case there are no negative productivity effects from displacement effects, and just 
deadweight losses from taxation as they are normally understood. Do her empirical findings throw any 
light on which of the above scenarios is taking place? For a better understanding of the model I have in 
mind please ask Professor Hanousek for a copy of his 2008 article on this topic with Palda.  
 
 Reply: These are good comments. In the text, in the section “Local bribery environments”, last 
paragraph, page 11, I added a sentence “Of course this does not exclude the situation when bribing firms 
are also more productive”. And a word “aggregate” in the subsequent sentence: By this case 
“aggregated” firm performance in more uneven environments can be higher than in bribe-free 
environments. In addition, in the section “General results” on page 22, I added “(this does not exclude 
the situation, however, when bribing firms are efficient in both bribing and production)”. I also added 
“In different words, bribery helps and "greases the wheels" for individual firms but harms firms 
collective economic performance” in the beginning of fourth paragraph of the “General results” section. 
 
And finally, let us not forget that instead of being general taxes, bribes may act like user fees. The 
distinction is that in the case of taxes bribes are imposed on firms by officials who “hit them up” for 
money. In the user fee case it is firms that come to government offering a bribe in return for some service. 
Does her analysis distinguish between the two sorts of bribe and if not how could she proceed to address 
the potentially different effects of the two different types of bribe? 
 
 Reply: Thank you for the good point. Unfortunately I cannot separate between two cases whether 
a public official request for a bribe or a firm offers a bribe. Therefore, I treat bribery level as a kind of 
equilibrium level of bribery. This vision is reflected in a footnote 7: “This can be thought of as some 
equilibrium level of bribery, defined as the bribery demand from public officials and average firms' 
ability to supply bribes in a local market.” I also make conjectures regarding these two types of bribes 
and how it can influence the bribery level and bribery dispersion in the methodology and results section. 
Moreover, the data availability does not allow me to separate these two types of bribes. However, it 
would be good to address this question if new data is available.      
 
Allow to conclude by returning to her heterogeneity finding, which I believe is the most interesting and 
original part of the essay. Something quite different from standard theory on bribery may be at play here, 
which has conceptual links with “curse of natural resources” economics. Is it possible that firm 
heterogeneity is a form of group self-defense for prey when confronted with a predator? The 
heterogeneity makes it costly for a predator to spread the fixed costs from setting up his extractive 
apparatus. Biologists think such a factor is as work in explaining why sex exists. They believe that sexual 
reproduction is an extremely cost means of propagation but creates diversity which thwarts domination or 
extinction by a parasite.  
   

Reply: I am grateful again for the good point for further thinking about the interpretation of the 
results, and future research.  
 
To conclude, I believe this essay is the backbone of the dissertation. It is the most interesting and original 
of the three essays. With a bit of extra work on better nuancing the theories behind the tests I believe it 
could be of broad interest.  
 
Second essay 



 
This essay seeks to test the hypothesis that the diffusion of telecommunications enhances competition. 
Here the lack of theory hurts the essay more than the previous essay. What is telecommunication? It could 
be a large TESLA switching unit from Czechoslovakia circa 1980 or it could be a similar handheld device 
thirty years later. I would argue that TESLA units were very widely diffused in the 1980’s in 
Czechoslovakia. And similar units also were popular in the US. But I don’t think this helped competition 
much because of the enormous fixed costs of acquiring these units. Today mobile technologies are 
equally diffused, but their fixed acquisition costs are much smaller. The author’s use of the number of 
fixed lines and mobile subscribers per capita is thus adding apples and oranges. I would instead use the 
ratio of fixed to mobile subscribers to capture the essence of the technology environment, which is not 
diffusion but access barriers created via fixed costs. Also, if you are going to use the term “diffusion” you 
are heightening expectations that there will be some entropy measures and that your analysis is dynamic. 
A better term would be prevalence, which has no temporal connotation.  
 

Reply: We have a formal theoretical model that supports our analysis in the Appendix. In the 
current version of dissertation the model was relatively week. However, now I replaced it with more 
elaborated model, which can suggest the theoretical mechanism behind our testable hypothesis. 
Regarding the measures of telecom diffusion, we following the literature such as Röller and Waverman 
(2001), for example. In case if the example with TESLA is not captured in our measures of diffusion, we 
should obtain an attenuation bias in our estimated coefficients of interest, which would not contradict to 
our results.      

 
Third essay 
 
The view here is that countries with poor governance experience more political and economic stress than 
countries with good governance. It seems an uncontroversial proposition and the authors use some 
interesting proxies to test these views. My only quibble with the essay is once again the lack of theoretical 
perspective. The main critique people will make is that stress events seem either to signify a lack of 
rational expectations by governments, or signify events that governments anticipate but which they 
believe the costs of weathering are lower than the costs of preventing. I would like to see a description of 
these costs and perhaps some measures of them to be used to test the hypotheses in the essay. 
 

Reply: I agree that paper would benefit from additional theoretical background on the topic. 
Thank you again for the nice direction of future research.   
 
Final comments 
 
I am very pleased with this dissertation. The author shows a good grasp of empirical strategies. She has 
work to do on developing her economic intuitions and model building abilities, but this can be palliated 
either by partnering with someone who has these skills or simply by applying herself for the next few 
years and being confident that these skills will come. I see enough promise in this thesis to assure her she 
is on the right track.  
 
 
 
 
 


