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Illustration on: Structural Reform 
and Growth in Transition

• The effects of reform on growth in developing 
countries (as a whole) have been at the top of 
the agenda recently

• Transition economies close to natural 
experiment: need to reform everything and from 
scratch

• What does the evidence from the econometric 
literature on growth in TEs say?
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Growth regressions
• General form

• Specific forms

• LR effect: β in (1) (T>1y); δ in (2); β+ δ in (3); β in (4)

• SR effect: β in (1) (T<=1y); β in (3); β in (2)
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Link between structural reform and growth: 
overall effect

Histogram of the t-statistics of coefficients of structural 
reforms on economic growth: evidence from the 46 papers 
(Figure 1 in Babecký and Campos, 2011)
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Link between structural reform and growth: 
short-run effect

Histogram of the t-statistics of coefficients of 
contemporaneous structural reforms on economic growth 
(Figure 2 in Babecký and Campos, 2011)
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Link between structural reform and growth: 
long-run effect

Histogram of the t-statistics of coefficients of cumulative 
effect of structural reforms on economic growth (Figure 3 
in Babecký and Campos, 2011)
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Reform in Transition

• Consensus from econometric evidence is non-
existent  

• For this paper we extended the sample from 46 
to 60 econometric studies (1996-2013), for TEs

• To measure reform effects, we constructed the 
partial correlation coefficient
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We choose: Partial correlation coefficient
of the effect of reforms on growth (r)

t = t-statistics SE = standard error

df = degrees of freedom

=> r characterizes both the magnitude and the 
significance of the effect;   

dft

t
r
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Measuring effect size: 

- ‘reform elasticity’ not available (specifications in 
logs and/or in levels, different units of measurement)
- t-statistics (captures significance)
- sign of the effect

trrSE /)( 
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Reform in Transition

What we did? 

• We estimated the average effect constructing 
the partial correlation coefficient of the effect of 
reforms on growth (r), and corrected it for 

• publication bias

• heterogeneity 



10

Role of Time Horizon:  
Figure 1: Reforms hurt in the short run, but spur long-run growth

Note: 537 coefficients from 60 papers 
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Table 2. Estimating the average reform effect

Notes: “Estimated effect” =  partial correlation coefficient
“Simple average” = unweighted arithmetic average of all estimates
“Fixed effects” = the average weighted by the inverse of the standard 
error of the partial correlation coefficient (‘precision weighting’).
“Random effects” => additionally to FE, the underlying reform effects 
estimated in different models may vary

Are the estimated effects important? Guidelines (in economics):
Doucouliagos (2011):     r<0.07 – no important effect

0.07<r<0.17 – small effect
0.17<r<0.33 – medium effect
r>0.33 - strong effect
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Figure 2. Funnel plots suggesting slight publication bias

Averages of all reported estimates 

In the absence of PB, funnels should be symmetrical with 
respect to the averages
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Test of publication bias

Publication bias:

=> Insignificant for the long run reform effects

=> Significant for the short run  reform effects
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Accounting for heterogeneity

• Variable selection: BMA
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Table 4: Explanatory variables
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Table 4: Explanatory variables (continued)
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Table 5: Reform indicators
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Figure 3: BMA, model inclusion (short run)
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Figure 4: BMA, model inclusion (long run)
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Accounting for heterogeneity: Results

• Variable selection: BMA

• Reform effect estimates:

=> SR: -0.38 (-0.39..-0.40 if corrected for PB only)

=> LR: 0.27 (0.11..0.12 if corrected for PB only) 
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Conclusions

• Reviewed 60 studies published in 1996-2013. 
Constructed partial correlation coefficient to 
capture both significance & magnitude of the 
effect of reform on growth

• Short run costs, long run benefits: It takes time for 
the benefits of reforms to materialize 

• The type of reforms matters: positive effects of 
external liberalization on growth, in both the short 
and long run
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Future research

• External liberalization seems central: does it 
interact with other reforms? (reform 
complementarity)

• Exploring potential of these reforms

• Effects of other reforms – enterprise 
governance, competitiveness … (as more 
empirical evidence becomes available)
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Policy implications

• It is vital to improve understanding of how 
structural reforms influence economic growth 
(short-run costs versus long-run benefits)

• Our MRA results suggest that the initial costs of 
reform depend on the type of reform

• Need to account for structural reforms in 
macroeconomic modelling
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