Does Reform Work?

An Econometric Examination of the
Reform-Growth Puzzle

Ian Babetskii and Nauro F. CamposH

Abstract

Why are socially beneficial reforms not implemented? One simple answer to this question
(which has received little attention in the literature) is that this may be caused by generalised
uncertainty about the effectiveness of reforms. If agents are unsure about whether a proposed
reform will work, it will be less likely to be adopted. Despite the numerous benefits
economists assign to structural reforms, the empirical literature has thus far failed to establish
a positive and significant effect of reforms on economic performance. We collect data from
43 econometric studies (for more than 300 coefficients on the effects of reform on growth)
and show that approximately one third of these coefficients is positive and significant, another
third is negative and significant, and the final third is not statistically significant different
from zero. In trying to understand this remarkable variation, we find that the measurement of
reform and controlling for institutions and initial conditions are main factors in decreasing the

probability of reporting a significant and positive effect of reform on growth.
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Abstrakt

Pro¢ nejsou socialné piinosné reformy implementovany? Jedna jednoducha odpovéd’ na tuto
otazku (které je v literatufe vénovana mald pozornost) je, Ze tento jev mize byt zpisoben
zevSeobecniovanou nejistotou ohledné efektivnosti reforem. Kdyz jsou agenti nejisti, zda-li
bude navrhovana reforma fungovat, je méné pravdépodobné, ze bude piijata. Navzdory
mnohym piinosiim, které pfipisuji ekonomové strukturdlnim reformam, empiricka literatura
prozatim nedokdzala dolozit existenci kladného a vyznamného efektu reforem na
ekonomickou situaci. Shromézdili jsme data ze 43 ekonometrickych studii (pro vice nez 300
koeficientl efektl reforem na rist) a ukazujeme, ze piiblizn¢ jedna tfetina téchto koeficientl
je pozitivni a signifikantni, dalsi tfetina je negativni a signifikantni, a posledni tfetina neni
statisticky odlisna od nuly. Pokousejic se porozumét této vyznamné variaci zjiStujeme, ze
meéfeni reformy a zahrnuti proménnych popisujicich stav instituci a pocateénych podminek je
hlavnim faktorem snizovéni pravdépodobnosti vykazovani signifikantniho a pozitivniho

efektu reformy na rust.



