
 1 

11 July 2013 
 

Evaluation of “Empirical Essays on Crises, Reforms and Growth” by Petar Stankov 
 
Evaluator: Jan Babecký 
 
 
Summary: 
 
The submitted dissertation consists of three parts. The first essay examines the dynamic 
linkages between banking crises and financial reforms drawing on evidence from more than 
70 countries during 1970–2000. To address the endogeneity of reforms, the author proposes 
the crisis exposure measure, capturing the extent of country’s exposure to the banking crises 
of main trading partners. The results show that systemic banking crises tend to revert financial 
reforms, while the effect of non-systemic banking crises on reforms is rather insignificant.  

The second essay investigates the effect of deregulation on economic growth for a 
panel of over 60 countries in 1970–2010. The author finds that deregulation in general (and 
specific to credit markets) contributed most to GDP growth of those countries which started 
the reforms earlier in the 1970s and the 1980s, as well as those countries which maintained 
the pace of reforms through the entire period.  

The third essay analyzes reasons why similar reforms produce different outcomes in 
terms of growth across countries and over time. For this purpose, the author puts together a 
rich firm-level dataset containing data on sales and sales per worker across 135 countries in 
2000–2011. The results unveil the key role played by firm-size distributions: the overall effect 
of reform on growth depends on the proportion of firms which benefit most from the 
particular type of reform.   

All three essays have relevant policy implications.  
 
Assessment: 
 
My overall assessment is that the dissertation meets the standards for awarding PhD degree 
and the thesis is ready to be defended. All three essays deal with topical issues, offer clear 
novel contributions to the existing literature, and the dissertation is well written.  
 
Below I would like to offer some comments on which the author may wish to elaborate before 
submitting the final version of the dissertation, or alternatively consider them in his future 
work.  
 
Comments: 
 
Introduction 
 
A minor editing remark: Since all three essays are empirical works, it would help the reader to 
better grasp the scope of the essays if the author could provide information about 
country/sample coverage in the summaries. Currently, the second essay summary contains 
information about both the period of study and the countries covered (“more than 60 
economies over a period of 40 years since 1970”), while the third essay summary gives 
information about the countries only (“across 135 developing and post-transition 
economies”), and such country/period information is somewhat ambiguous in the first essay 
summary.  
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Essay 1: “Banking Crises and Reversals in Financial Reforms” 
 
1) The coding of the episodes of banking crises (including the distinction between systemic 
and non-systemic ones) is at the core of the study. Notice, however, that the coding of crises, 
especially of the exact end of crises, is a subject of substantial disagreement among the 
economists (Babecký et al., 2012). Apart from Caprio and Klingebiel (2003) and Reinhart and 
Rogoff (2008), used in the first essay, there exists an alternative coding of systemically 
important banking crises provided in the series of papers by Laeven and Valencia (2008, 
2010, 2012) covering over 100 countries across the world over 1970-2011 – see Table I.2 in 
Babecký et al. (2012, p. 38) for a summary of these and other sources on banking crises. To 
minimize subjective judgment in defining crisis episodes, Babecký et al. (2012) consider 
various available sources across the published studies and, in addition, conduct a survey 
among country experts (mostly from central banks) for 40 developed countries. The results 
demonstrate that there is considerable degree of disagreement in identifying the periods of 
crises – see e.g. Figure 3 “Degree of disagreement in coding banking crises, by country” 
(Babecký et al., 2012, p. 11). Robustness check of the results of Essay 1 with respect to the 
alternative coding of banking crises could be a prospective direction of future research. In the 
current version the author may wish to inform the reader about the absence of consensus on 
defining the crisis episodes.  
 
2) In an empirical study it would be nice to provide stylized facts / summary statistics on the 
data used. In the current version the author lets the reader freedom to conjecture what the time 
dynamics of the underlying variables is. In particular, the reader might wonder whether a 
combination of stationary and non-stationary variables poses any concern. For example, in 
Equation (1.1) on p. 9 some explanatory variables are clearly non-stationary, e.g. GDP (in 
levels) over the three past decades, the exchange rate dynamics, and the corresponding 
interaction terms (and eventually openness), while the dependent variable and other 
explanatory variables are likely to be stationary (as these are discrete indices of regulatory 
measures limited to the range [0;3],  and dummy variables for systemic and non-systemic 
banking crises). The reader might be somewhat confused by a specification in which the 
discrete reform index (or a changed in the index) is explained by such non-stationary 
variables as GDP in levels (as a solo variable and part of the interaction terms).  
 
3) It would be helpful to discuss how the lag length of two periods was selected in Equation 
(1.1). Is it based on evidence from the literature or is it an author’s assumption that the effect 
of a banking crisis on reform materializes within two years? Alternatively, the author may 
wish to determine the optimal lag length himself upon examining impulse responses within 
the panel vector autoregression (PVAR) framework. For example, applying the PVAR to the 
variable pairs <Reform, SBC> and <Reform, NBC> could shed light on the transmission 
mechanism. For each pair of variables, there would be 4 impulse responses:  

(i) Reform --> Reform;  (ii) Reform --> Crises;  
(iii) Crises --> Reform;  (iv) Crises-->Crises.  

Impulse responses (iii) are of particular relevance as they give information about the horizon 
at which banking crises affect regulatory policies. Impulse responses (ii) could serve as 
illustration / verification of the endogeneity issue. Details on application of PVAR to examine 
the effects of crises on real economy, the determinants of crises, and interactions between 
various types of crises are provided in Babecký et al. (2012; 2013). 
 
 
4) The effect of other crises 
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The linkages stemming from banking crises to financial reforms are at the core of empirical 
model (1.1). However, financial reforms could be also affected by other types of crises, 
namely currency/balance of payment crises and debt crises. The author acknowledges on p. 7: 
“Past recessions and exchange rate crises may well interfere with policy decisions on 
reforming the financial sector and should be included in a study of financial reforms”. What 
about the subsequent crises? Stylized facts on banking, currency and deft crises in the sample 
of 40 developed countries in 1970–2010 show that banking crises were typically followed by 
currency and debt crises (but not vice versa) – see Babecký et al. (2012) (some intuition for 
this is provided on p. 15). In light of these stylized facts it would be useful to discuss possible 
implications for the results of the first essay. Intuitively, if a country experiences a currency 
or debt crisis in the aftermath of the banking crisis, this would affect the extent of country’s 
financial reforms. Similarly, if country’s main trade partners are affected by currency /debt 
crises, this would affect the country’s crisis exposure.  
 
5) Organization of the essay  
Perhaps the author could have another look on how to optimally organize/harmonize the first 
essay in terms of data-methodology-results sections: I find the current structure a bit chaotic 
and difficult to follow (contrary to the very clear structure in the remaining two essays):  
=> Section 1.2 Methodology contains the elements of methodology, data and results sections 
mixed altogether. For example, sub-sections 1.2.1, 1.2.2 and 1.2.3 include discussion of the 
results reported in Tables 1.1., 1.2 and 1.3 respectively (This is done prior to familiarizing the 
reader with the data). Next, when presenting baseline model (1.1), the author reports details 
selectively on the sources of reform indicators and on the last group of control variables 
(political indicators), while data sources for other variables are provided in the next section 
and some variables mentioned below (their sources and definitions) are not discussed at all.  
=> Section 1.3 Data: somehow the reader misses information on the definitions of 
macroeconomic indicators and their data sources (GDP, ‘exchange dynamics’, etc). For 
example, what does the ‘exchange rate dynamics’ exactly mean? How was it calculated? 
GDP: is it GDP in levels, GDP per capita, or perhaps growth? 
=> Section 1.4 Results starts with another round of discussion of Tables 1.1, 1.2, 1.3. A great 
level of details is devoted to the comparison of reform effects across these three tables. 
However, when it comes to the effect of the control variables, the author suddenly 
‘disqualifies’ estimation techniques upon which the results in Tables 1.1 and 1.2 are obtained 
and focuses on Table 1.3 only:  “However, given the econometric advantages of estimating 
equation (1.1) by a difference GMM, only the results in Table 1.3 are reviewed below.” (p. 
19). Why then the results in Tables 1.1–1.2 are discussed in such detail on the previous 
several pages? 
Notice that the second and third essays have a very clear, I would say even exemplary 
structure that greatly facilitates reading – it would be nice to adopt a similar structure in the 
fist essay. 
 
6) Tables 
Perhaps the notation of the variables and their description could be harmonized across the 
paper. A footnote to the tables says that “The rest of the explanatory variables are detailed in 
the methodology section”: 
- At first look, the abbreviations “ReformGap” and “Gap” listed in Tables 1.1–1.3 seem to 
refer to different variables. The reader needs to carefully read the methodology section to 
guess that these two abbreviations probably refer to the same variable.  
- However, even a careful reading of the methodology section is not sufficient to decode the 
definition of the ‘exchange rate dynamics’ variable. On page 16, in the Results section, the 
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reader receives the first hint: “Intuitively, if exchange rate appreciation …”. The second and 
final hint is provided on p. 22: “whereas reducing the XR is actually an exchange rate 
appreciation”.   
The author could eventually follow the examples of the second and third essays.  
 
7) Section 1.5 Robustness checks 
It would be useful to make available the results of the robustness checks, at the end of this 
essay (in similar way as it is done in case of the second and third essays) or alternatively in 
the online appendix.  
 
8) In case the response from the IMF Economic Review would not be encouraging, other 
good outlets for this paper could be the Journal of International Money and Finance or the 
Journal of Comparative Economics.  
 
Essay 2: “Deregulation, Economic Growth and Growth Acceleration” 
 
1) Robustness checks (Tables 2.6–2.9) present results for the following type of equation, 
estimated in a panel (5-year averages) over 1970–2010:  

  Log(GDPc)it = b1 + b2 Log(GDPc)it-1 + Zt  + et 
 
It would be worth discussing if non-stationarity of GDP poses any concern to the author. 
Contrary to the estimates in Tables 2.1–2.5, which basically represent cross-section 
regressions (and the dependent variable is a ‘stationary’ difference), now GDP in levels enter 
both the left- and right-hands side of the model.  
The magnitude of the estimated coefficient b2  – which is close to +1 in many cases – may 
however raise serious concerns whether a unit root is present, which would then lead to 
‘spurious regression’ results: high R2 values, high significance of the variables, and no 
economic meaning. 
A closer look at Tables 2.6–2.9 reveals some of these worries: 
(i) The estimates of b2 are close to 1 and significant: 
  b2 = 0.97*** in four equations in Table 2.6 (p.73) 
Furthermore, in a number of equations b2 is even greater than 1 …  

b2 = 1.02*** in four equations in Tables 2.7–2.8 
b2 = 1.01*** in four equations in Tables 2.9  

… suggesting an explosive autoregressive process(!) in the form of Yt = Yt-1 + et. 
(ii) The regressions have high R2 values; 
(iii) Practically all estimates in Tables 2.6–2.9 are highly significant (!).  
For the above reasons, the estimates in Tables 2.6–2.7 do not look credible. I would suggest 
testing the series for (panel) unit roots / cointegration and using proper estimation techniques 
or alternatively consider dropping these results out of the paper.  
 
2) It would be useful to mention which types of countries enter the sample (e.g. high 
income/low income, developed/developing, etc), eventually provide a list of countries. 
Furthermore, the author may wish to discuss how the selection of sample countries could have 
affected the results: as argued in Section 3.1.1 of the third essay, the effect of reforms on 
growth depends on country’s level of income, “with the reforms having the expected positive 
sign only in high and upper-middle income groups“ (p. 85).  
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3) A minor remark regarding the following sentence on p. 42: “In addition, Babecký and 
Campos (2011) summarize results from 43 studies in a detailed meta-analysis of the impact of 
reforms on economic growth.”  => 46 studies were used in the final version.  
(In the follow-up study, Babecký and Havránek, 2013, extend the number of studies to 60 and 
provide the reform effect estimates corrected for publication bias and misspecification in 
some primary studies.)   
 
Essay 3: “Firm Size, Market Liberalization and Growth” 
 
1) Potentially non-stationary variables such as sales (total and per worker), total assets and 
labor costs appear, in levels, on both the left- and right-hand sides of the empirical 
specifications (Equations (3.2)–(3.9) on p. 96). What are the underlying properties of the data 
– e.g. stationarity of the series or cointegration among non-stationary variables?  (See also 
similar questions and suggestions addressed in the first comment to the previous essay.) 
The results of specifications in levels reported in Tables 3.2–3.3, 3.6–3.7 do not look credible: 
- Unit-root like behavior:   

b=0.89*** in Log(Sales)t = b Log(Sales)t-1 + Z t     (Table 3.3 on p. 109) 
b=0.96*** in Log(SPW)t = b Log(SPW)t-1 + Z t     (Table 3.6 on p. 112) 
b=1.18*** in Log(SPW)t = b Log(SPW)t-1 + Z t     (Table 3.7 on p. 113) 

- Unusually high R2 for a micro study (e.g. R2  above 0.90 in all equations in Table 3.3 while 
the number of observations is above 17,000 (!); This is in sharp contrast with low R2  from 
other regressions where these variables are used in differences (in Tables 3.4–3.5 the highest 
R2  is 0.31 while the number of observations is several times smaller).  
- High values of t-statistics for most of the ‘non-stationary’ variables in levels such as sales, 
capital, labor costs, and some of the interaction terms containing the value of assets and the 
number of employees.   
Estimates from such regressions do not look very convincing. On the contrary, estimation 
results from the specifications in differences (Tables 3.4–3.5) look more assuring.  
  
2) The impact of the recent crisis. As the sample of firms covers the period between 2000 and 
2011, it would be useful to investigate or at least to discuss the effect of the recent crisis on 
the results. Intuitively, during 2008/2009–2011 many firms (particularly of the smaller size) 
ceased their existence, which could have affected the firm-size distribution and, hence, the 
results of the paper.   
 
3) Typos: “Figure 3.3” mentioned in the text on pp. 87–89 refer to Figure 3.1 (3x).  
 
4) The author mentions at several occasions the experiences of Central and Eastern European 
Countries (CEECs). Since there is a large number of studies examining the effects of various 
reforms on growth in Transition Economies, it would be interesting to elaborate (in the 
current or future versions) on the effect of market liberalization on growth specific to the 
Transition Economies.  

The first step would be to check the firm-size distribution (FSD) of employment and 
assets for a sub-sample of CEECs / Former Soviet Union countries. How would such 
distributions be different from those depicted on Figure 3.1? It seems that the FSD of 
employment for the region Europe and Central Asia contains two spikes. Could these spikes 
mask differences in FSDs between the two sub-regions, namely Western Europe and 
CEECc/Former Soviet Union countries?  
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Next, should the CEECs/FSU region have different firm-size distributions compared 
to the ‘sample average’, this would give a hint to expect different results in terms of the 
impact of  liberalization on growth. 

For the 1990s one might intuitively expect the FSD of employment in the CEECs/FSU 
region to be skewed to the right, resulting from the heritage of the centrally planned economy 
dominated by large firms. However, along with transition to the market economy, and in 
particular by the end of 2000s, the distribution is likely to become more ‘typical’ for a 
Western economy.  

In general, large cross-country dimension of the present study opens rich possibilities 
to examine the variation of reform effects across regions. One way to infer about region-
specific reform effects would be an inclusion of regional dummies (e.g. the CEECs/FSU 
dummy) in the estimated equations – in the form of the interaction terms with the reform 
variable.  
 
5) The results of this essay summarized in the second paragraph on p. 102 could finally offer 
an elegant intuitive explanation to the key role external liberalization played in boosting 
growth in Transition Economies (as compared to an overall index of reforms or other 
components such as labor- and product-market reforms)1. To the extent that countries during 
their earlier phase of transition to the market economy were characterized by higher 
proportion of large firms, the author’s finding that large firms benefited more from 
liberalizing trade explains the key role of external liberalization.  
 
6) One prospective extension / robustness check of the current study would be to account for 
employment weights in assessing the effects of liberalization on the economy. To clarify the 
point: a couple of large firms might have employment equivalent of thousands of small firms. 
However, when large and small firms are used in regressions, each firm is characterized by 
one observation of equal weight. Adding employment weights would allow obtaining results 
representative in terms of ‘total employment’ and thus illustrate the overall effect of 
liberalization on the sector or the economy.  
 
------------------------------------------------- 
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