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“The French and English traditions in monetary theory and history 

have been different ... The French tradition has stressed the passive nature of monetary policy and the importance of exchange stability with convertibility; stability has been achieved at the expense of institutional development and monetary experience.  The British countries by opting for monetary independence have sacrificed stability, but gained monetary experience and better developed monetary institutions.”  

[Mundell, 1972, pp. 42-43]

1. Introduction

In this paper, we revisit Mundell’s (1972) conjecture that Anglophone countries in Africa, influenced by British activism and openness to experiment, would have a higher level of financial development than their Francophone neighbors, influenced by French reliance on monetary rules and automaticity. An extensive literature examines the link between legal origin and financial development.  Hayek (1960) and Laporta, et. al. (1998), for example, argue that British Common law, which stresses the protection of private property rights, produces a higher level of financial development than French civil law, which stresses State power.  Levine, Loayza, and Beck (2000) and Beck, Demirguc-Kunt, and Levine (2002) find that French legal origin detracts from financial development worldwide.  King and Levine (1993), Beck, Levine, and Loayza (2000), and Levine, Loayza, and Beck (2000) further establish a robust contribution of financial development to economic growth worldwide.  

A second strand of research stresses the role of geography, climate, and disease environments, not legal origin, in shaping the quality of institutions in colonies and their successor states.  Acemoglu, Johnson, and Robinson (2001), Bloom and Sachs (1998), and Easterly and Levine (2002) assert that colonies suitable for settlement by Europeans were endowed with institutions comparable to those of their mother countries.  Tropical, disease-infected colonies where settler mortality was high, however, were saddled with extractive institutions that facilitated rapid exploitation of their resources and not much else.  In Africa and Latin America, the abundant resource was often labor, harnessed through slavery or regimes of forced labor (Acemoglu, Johnson, and Robinson, 2002).  The poor institutions that hinder economic development today are viewed as legacies of unfavorable geography, climate, and disease environments in earlier centuries. 

The nineteenth century division of sub-Saharan Africa (SSA) into British and French spheres provides a natural experiment for testing the impact of colonial legacy and legal origin on financial development and the impact of financial development on growth in inhospitable settings.  By all accounts, sub-Saharan Africa has long been “the white man’s grave” (Bohannan, 1964).  Tropical diseases such as malaria, sleeping sickness (trypanosomiasis) and yellow fever contributed to high mortality among the colonizers (Boyd and Rensburg, 1965).  Unlike Asia or the Americas, where they had previously organized settlement colonies, the British and French adopted different attitudes and policies toward sub-Saharan Africa.  Extractive strategies were the dominant mode of colonization (Wallerstein, 1961; Harris, 1972; Crowder, 1974). The French imposed a direct, highly centralized bureaucratic system that emphasized empire building.  Standard patterns of administration and schooling were instituted throughout their African colonies.  Francophone Africa was organized in two regional units, French West Africa and French Equatorial Africa with Dakar and Brazzaville as their respective capitals.  The French treated these regions as monopolistic trading blocs.  Their ties to France were furthered strengthened by monetary integration in the CFA franc zone, with each region’s currency fixed and supported against the French franc. 

The British, on the other hand, adopted decentralized, flexible, and pragmatic colonial policies.  Indirect rule was applied wherever existing indigenous authority was strong, as in northern Nigeria and Uganda. African subjects were then governed through their own political institutions.  Direct rule, however, was applied where no central indigenous ruler existed,as in Iboland in southeastern Nigeria.  In general, economic motives dominated British colonial activities in contrast with French imperial motives.  Britain sought to transform her sub-Saharan African colonies into commercially viable trading societies, producing raw material and consuming British manufactures.

In this paper, we use panel data and methodologies to address and test two issues.  The first is Mundell’s conjecture that British colonial legacy favors financial development in sub-Saharan Africa while French legacy hinders it.  If Mundell (1972) is right, if the assertions of Hayek (1960) and LaPorta, et. al., (1998) and the findings of Levine and his coworkers apply to sub-Saharan Africa as they do to the world at large, that is, if legal tradition and finance are correlated, then Anglophone countries in sub-Sahara African should exhibit higher levels of financial development than their Francophone neighbors.  The second issue is whether financial development contributes to growth in Anglophone and Francophone Africa in the same way that it contributes globally.  Our approach here is closely related to the growth empirics of Barro (1991) and Mankiw, Romer, and Weil (1992).   We examine the impacts of alternative measures of financial development on growth in the inhospitable settings of Francophone and Anglophone sub-Sahara Africa while controlling for the usual variables that enter studies of growth.  If extractive institutions that trace to colonial times strongly retard economic growth in sub-Saharan Africa, as suggested by Acemoglu, Johnson, and Robinson (2001) and Easterly and Levine (2002), these will trump colonial legacies and legal origins in conditioning how financial development affects growth.  The contribution of financial development to growth, whether in Francophone or Anglophone sub-Saharan Africa, will then be less evident or perhaps perverse.  Collier and Gunning (1999) and Block (2001), for example, note that variables that contribute to growth elsewhere operate weakly or differently in Africa.

The rest of the paper is organized as follows.  Our tests of the Mundell conjecture and of the impact of financial development on growth in Anglophone and Francophone sub-Saharan Africa are outlined in Section 2.  Data sources and our use of panel data are discussed in Section 3.  Patterns of financial development in Anglophone and Francophone sub-Saharan Africa are described in Section 4.  The impacts of financial development and legal origin on growth are reported in Section 5.  Section 6 concludes.

2. Test Strategies

Testing the Mundell conjecture.  Mundell (1972) observes that French monetary tradition stresses automaticity within a fixed exchange rate framework.  The French achieve stability at the expense of institutional development and experimentation.  The British, on the other hand, opt for monetary discretion, sacrificing stability for experience and more developed financial institutions.  Mundell uses simple ratios of monetary aggregates to compare financial development in Anglophone and Francophone sub-Saharan Africa.  The ratio of quasi-money to total liquidity, essentially (M2-M1)/M2, is his preferred indicator.   Levine and his coworkers similarly use ratios of monetary aggregates to GDP and to each other as indicators of financial development.  These ratios include quasi-money to GDP, credit to the private sector to GDP, and commercial bank domestic credit to GDP, all indicators of financial intermediary development; total liquidity to GDP, an indicator of the extent of an economy’s monetization; and the ratio of private credit to total credit (private plus government credit), an indicator of allocative efficiency in the financial sector.  Gelbard and Leite (1999) warn that these aggregative quantitative indicators give mixed signals about the course of financial development in sub-Saharan Africa.  They construct qualitative indexes for two years, 1987 and 1997.  These provide insufficient information for our statistical tests of the Mundell conjecture and of the financial development – growth nexus using panel data methods.  We rely on the conventional quantitative indicators of financial development for our tests but do use their indexes descriptively.  We also use data availability itself as another descriptive gauge of financial development.

Colonial legacy/legal origin, financial development, and growth.  We examine the impact of financial development on the growth rates of Anglophone and Francophone economies in sub-Saharan Africa within the familiar Solow growth framework.  This framework is used extensively to account for contributions to growth of a wide variety of factors across countries and across time. King and Levine (1993), Khan and Senhadji (2000), Levine, Loayza, and Beck (2000), and Beck, Levine, and Loayza (2000) study the contribution of financial development to growth in a global context.  Easterly and Levine (1997), Block (2001), Sachs and Warner (1997), Hoffler (2002), and others apply the Solow framework to growth in Africa.  Gelbard and Leite (1999) and Savvides (1995) address the impact of finance on growth in sub-Saharan Africa as we do.  

For country i in time period t, output Yit in the Solow economy is given by

Yit = Kitα (At Lit )(1-α) Xitθ    
α < 1.




(1)

Kit is the country’s capital stock, Lit is its available labor which increases at exogenous rate, nit , At is universal labor-augmenting technology which increases at exogenous rate g, and Xit is a vector of country i characteristics that link realized output to potential output given the country’s resources and the state of technology.  Finally, α is the capital elasticity of output
.   Steady-state output per capita, yi*, is greater the greater is a country’s saving rate, si, relative to the rates of depreciation, δ, and population growth, nit, and the greater is the capital elasticity of output, α.  In addition, yi* is conditioned either positively or negatively by variables X.  In the vicinity of yi*, ln yit converges to ln yi* at an approximately constant rate, λ = (1 – α) (n + g + δ).
  Its dynamic path is

d{ ln yit }/dt  = - λ (ln yit – ln yi*), the solution to which is a weighted average of ln yi* and ln yio



ln yit = (1 – e-λt ) ln yi* + e-λt ln yi0.





(2)

The growth rate of a country’s output per worker over a period of observation is then


ln yit – ln yi0 = - (1 – e-λt ) ln yi0 + e-λt  ln A0 + gt + (1 – e-λt ) {α/(1-α)}ln sit 



 - (1 – e-λt ) {α/(1-α)}ln (nit + g + δ) + (1 – e-λt ) {θ/(1-α)}ln Xit .
(3)

The negative coefficient of the initial per capita income term, ln yi0, implies that growth slows with economic development.  The positive coefficient of the accumulation term, ln sit, implies that accumulation heightens growth and the steady-state value of per capita output.  The directions of impact, positive or negative, of variables X on growth and steady-state per capita output depend on their associated parameters, θ.  Classes of variables that regularly augment the Solow growth model include a measure of human capital and indicators of policy quality, generally identified with limited government, balanced budgets, low rates of inflation, and openness to the world economy.  We also include an indicator of financial development and the interaction of financial development with colonial legacy/legal origin among the X variables.


3. 
Data and Panel Structure 


Our empirical analysis uses panel data consisting of 5-year averages for eight periods from 1960 to 2000.  Caselli, Esquivel, and Lefort (1996) cite a number of advantages of panel data over cross-sectional data when studying economic growth.   Firstly, cross-sectional models omit unobserved country-specific effects that are part of the error terms.  This can result in biased estimates if the omitted effects and the regressors are correlated. Secondly, the regressors may be endogenous due to simultaneous causation.  And finally, the presence of lagged endogenous variables as regressors can also produce biased estimates in cross-sectional studies.
 Our panel data approach accounts for country-specific effects and smoothes out business fluctuations over five-year periods yet preserves the dynamic structure of the data.  In addition, estimation techniques that can handle the complex data structure are readily available.  We employ the widely used generalized method of moments (GMM) initiated by Arellano and Bond (1991).  GMM is a differencing method that (i) removes omitted variable bias created by country-specific effects and (ii) eliminates simultaneity and lagged dependent variable biases by using appropriate lagged values of each regressor as instruments.


Data on real per capita income, income growth, ratios of national expenditure categories to GDP come from the Penn World Tables Mark 6.1 (Heston, et. al., 2002).  This assures consistency of measurements across countries.  Data on financial development and all other variables used in our statistical analyses comes from the World Development Indicators online database maintained by the World Bank (2002). 

4. 
Patterns of Financial Development: Testing Mundell’s Conjecture


We now examine financial development in twelve former British colonies and twelve former French colonies in sub-Saharan Africa.  The twenty-four countries are listed in Table 1, together with their populations, per capita GDP’s measured in purchasing power parity dollars, and human development indexes (HDI) in 2000.  The Anglophone countries are generally larger than the Francophone countries.  Half of the former have larger populations than Côte d’Ivoire, the largest of the Francophone countries.  Nigeria alone has a larger population than all of the Francophone countries combined.


The Francophone countries as a group have a slightly higher average per capita income than their Anglophone neighbors but lag behind in other measures of human development.  Year 2000 average income in these twenty-four countries, $1,172, is only sixteen percent of the world average and less than four percent of the US average.  Their average human development index, .455, is exceeded by 138 of the world’s remaining 149 countries.  Despite their poverty and their opportunities to catch-up to the more developed world, both groups of countries have declined in income relative to the rest of the world over the last three decades.  Only diamond-rich Botswana has shown a steady increase in relative income.  And while the HDIs of (almost) all of these countries is higher in 2000 than in 1975, largely owing to increases in education, the HDIs of AIDS-ravaged Botswana, strife-torn Zimbabwe, as well as Zambia, Kenya, and Cameroon have declined in the last decade.


The financial backwardness of both the Anglophone and the Francophone countries in sub-Saharan Africa is reflected in the sketchiness of data on the subject.  Up to thirty-seven indicators of financial development are reported for each of 175 countries from 1960 to 1997 in the World Bank Financial Structure and Economic Development Database (2002).  Of 16,872 possible entries for each of the two groups of SSA countries that we study (37 indicators x 38 years x 12 countries), only 14.6 percent are shown for the Anglophone countries and only 11.4 per cent are shown for the Francophone countries.  The relative financial development of the twenty-four countries over this period is conveyed by the availability of financial data and lack thereof, as summarized in Table 2.  Data on basic indicators such as the ratios of liquid liabilities to GDP, bank assets to GDP, and private credit to GDP are about equally available for the two groups of countries.
  Consistent with Mundell’s conjecture, however, the Anglophone countries report over twice as much data on more advanced indicators of financial development – stock market capitalization, insurance company penetration, pension fund credit – as the Francophone countries.  Among the Francophone countries, for example, stock market data is reported only for Côte d’Ivoire while such data is reported for half of the Anglophone countries: Botswana, Ghana, Kenya, Nigeria, Zambia, and Zimbabwe.
 


Gelbard and Leite (1999) use a survey of financial sector characteristics instead of the monetary aggregates reported in the World Bank database to construct qualitative indexes of financial development for thirty-eight sub-Saharan African countries in 1987 and 1997, including ten of the Anglophone countries and eleven of the Francophone countries that we study.  These indexes treat six dimensions of financial development: i) market structure and competitiveness; ii) the availability of financial products; iii) financial liberalization as opposed to repression; iv) legal environment and contract enforcement; v) openness to global finance; and vi) the quality of monetary policy tools.  The average composite index for the Anglophone countries is significantly greater than the corresponding index for the Francophone countries both in 1987 and 1997, lending further support to Mundell’s conjecture.


World Bank data on a number of the more advanced quantitative indicators of financial development lends yet more, though weak, support to Mundell’s conjecture.  Firstly, stock market capitalization in the Anglophone countries, which ranged from ten percent of 1997 GDP in Botswana, Nigeria, and Zambia to twenty percent in Ghana and Kenya and up to thirty percent in Zimbabwe, was uniformly higher than the corresponding ratio for Côte d’Ivoire, the only Francophone country with a stock market.  In addition, stock turnover rates for the Anglophone countries, though low, were uniformly higher than the miniscule 2.3 percent annual rate for Côte d’Ivoire.  Secondly, life insurance densities as measured by per capita premiums were higher in Anglophone Zimbabwe and Kenya than in Francophone Cameroon and Côte d’Ivoire; Anglophone Nigeria, however, lagged the others in this measure of financial development.  Thirdly, indicators of bank efficiency present a mixed picture of relative financial development.  Foreign financial institutions may bring increased stability and improved management to an emerging market nation’s financial sector, as asserted in the Meltzer Report (US Congress, 2002).  In1996/1997, the fractions of foreign banks in most of the Anglophone SSA countries for which data are had and the fractions of total bank assets controlled by these banks were considerably higher than the corresponding fractions for the Francophone countries.  The fractions in Kenya and Nigeria, however, were lower than the Francophone fractions.  Along other dimensions of bank efficiency, Anglophone banks reported uniformly higher net interest margins (net interest revenues as fractions of bank assets) than Francophone banks, but they also reported generally higher overhead costs as fractions of assets.  Finally, bank asset concentration ratios in both Anglophone and Francophone countries were 85 percent and higher, reflecting little competition beyond the top three banks in each country and signaling banking sector inefficiency in both groups.


We next turn to more conventional and available indicators of financial development.  Trends in five of these basic indicators from 1975 to 2000 are displayed in Figure 1.  Mundell’s conjecture is supported by the consistently higher ratios to GDP of liquid liabilities (LLY), quasi-liquid liabilities (QLLY), and credit provided by private banks (BANK) in the Anglophone countries than in the Francophone countries.  In recent years, the Francophone group has fallen behind in the ratio of private credit to GDP (PRIVY) as well.  Finally, both groups had about equal ratios of M1 (liquid liabilities minus quasi-liquid liabilities) to GDP (M1Y) over the 1975 to 2000 period, despite the attractiveness of the stable, French-backed CFA franc as a store of value and its circulation in neighboring non-CFA countries.  Of the ten series plotted in Figure 1, only one, quasi-liquid liabilities to GDP in the Anglophone countries, shows a steady upward trend.  This suggests some strengthening over time of financial intermediaries in the Anglophone countries but not in the Francophone countries.  Apart from the ratio of M1 to GDP, all Francophone indicators in Figure 1 peaked in the mid-1980s and leveled off at a lower level after the 1994 devaluation of the CFA franc.  The influence of monetary tightening to combat inflation and overvaluation of the CFA franc prior to 1994 and to stabilize the CFA franc thereafter is evident in the plots.


Statistical tests confirm what Figure 1 suggests: based on quantitative measures, financial depth has been greater and bank credit has been more readily available in the Anglophone countries than in their Francophone neighbors.  Panel A of Table 3 presents regressions of financial development on the colonial legacies of the Anglophone and Francophone SSA countries while controlling for their real per capita incomes.
  The dependent variable in each regression is the five-year average of the financial development indicator for each country; the independent variables are the country’s average income in the prior five-year period and a Francophone dummy variable.  Averaging the financial development and income variables over five years reduces the effects of economic fluctuations and reporting errors.  Lagging income controls for its possible endogeneity, i.e., its contemporaneous responses to financial development.  Our data cover eight five-year periods from 1961 through 2000.  Because of the income lag, there are at most seven observations for each country or 168 observations in total (7 x 24 countries), but some are lost owing to missing data.  In addition to the five ratios to GDP shown in Figure 1, we study a sixth indicator of financial development, the ratio of claims on the private sector to claims on the private sector plus government (PRIVATE).


The coefficient on the Francophone dummy variable in Table 3 Panel A is negative and significant at the one percent level when financial development is measured by the ratio of quasi-liquid liabilities to GDP (QLLY) and by the ratio of liquid liabilities to GDP (LLY); it is negative and significant at the five percent level when financial development is measured by the ratio to GDP of credit extended by the banking sector (BANK); and it is positive and significant at the ten percent level when financial development is measured by the ratio of M1 to GDP (M1).  The first result suggests that financial intermediaries in Anglophone SSA countries are more successful at attracting time deposits than their counterparts in Francophone countries, just as Mundell anticipated.  The last result suggests that relatively large CFA franc currency holdings offset relatively large demand deposits in the more developed Anglophone banks, resulting in an overall ratio of M1 to GDP that is somewhat greater in the Francophone countries.  The net impact of these two results on liquidity, the sum of M1 and quasi-liquid liabilities, favors the Anglophone countries, as the negative and significant Francophone coefficient in the liquid liabilities regression attests.  The greater extension of credit by Anglophone banks than by Francophone banks as measured by BANK is then consistent with their greater ability to attract funds and the generally greater role of financial intermediation in Anglophone SSA, again as anticipated by Mundell.


Credit to the private sector as a fraction of GDP (PRIVY) and claims on the private sector relative to total claims, private and public (PRIVATE), are higher in Francophone SSA than in Anglophone SSA countries, as indicated by the last two regressions in Panel A.  These seeming contradictions of Mundell’s conjecture trace to monetary practices in the CFA franc zones where the WAEMU and CAEMU central banks annually set aggregate credit and allocate it to member countries with a view to their forecast needs of trade.  In addition, credits to CFA governments are strictly limited to fractions of prior tax collections.  The observed ratios, PRIVY and PRIVATE, which appear to favor the Francophone countries, emerge from a political process, not a market process.


The regressions in Table 3 Panel A are descriptive of financial development in the Anglophone and Francophone countries over the years 1961 to 2000.  They do not reflect steady-state differences, if any, between these groups.  We test for such differences in Panel B of Table 3, where lagged values of the dependent variables are added to the regression equations.  The resulting relations are estimated using the random effects method, which allows each country’s measure of financial development to converge to a long-run value.  The coefficients of the lagged indicators are uniformly negative and significant, validating the assumption of conditional convergence.  Given the convergence of country-by-country financial development to steady state values, the coefficient of the Francophone dummy variable remains negative and significant for the ratios to GDP of quasi-liquid liabilities (QLLY), liquid liabilities (LLY), and bank credit to the private sector (BANK).  The Anglophone nations are and should remain more developed than their Francophone neighbors along these dimensions.  Based on these three indicators of financial development, Mundell was right.  On the other hand, the dummy variable coefficients in the M1 to GDP, private credit to GDP (PRIVY), and private to total credit (PRIVATE) regressions are positive but insignificant or, in the case of M1, weakly significant.  Thus, the Francophone countries are not and in their steady-states will not be substantially more developed along these dimensions than their Anglophone neighbors.  Based on these last three indicators of financial development, Mundell was not wrong.  British pragmatism and flexibility have indeed facilitated the growth of financial intermediaries and the establishment of new financial institutions, most importantly stock markets.  French adherence to direct and centralized administration, on the other hand, has retarded financial development in sub – Saharan Africa.

5. Financial Development and Growth

Levine and his coworkers establish a robust positive contribution of quantitative financial development indicators to growth worldwide [King and Levine (1993); Levine, Loayza, and Beck (2000); Beck, Demirguc-Kunt, and Levine (2002)].  Gelbard and Leite (1999) confirm this relation for sub-Saharan Africa using a qualitative index of financial development.  De Gregorio and Guidotti (1995), however, find that the impact of financial development (PRIVY) on growth changes across countries.  Indeed, they report a negative impact in Latin America during a period of poorly regulated financial liberalization.  In addition, Block (2001) concludes that Africa grows differently, that several factors that improve institutions and promote growth elsewhere have no beneficial effects in Africa.  We ask whether the generally higher levels of financial development observed in Section 3 for Anglophone SSA compared with Francophone SSA translate into higher rates of economic growth, as the bulk of the literature suggests, or whether the impacts are different, as Block’s findings allow.  

Scatter plots of average annual growth over a five-year period against levels of financial development in the preceding five-year period appear in Figure 2.  From top to bottom, the indicators plotted are the percents to GDP of domestic credit by private banks (BANK), private credit (PRIVY), liquid liabilities (LLY), and quasi-liquid liabilities (QLLY).  For each indicator, a plot of all observations appears on the left of Figure 2, a plot of observations for Anglophone countries appears in the center, and a plot for Francophone countries appears on the right.  In all cases, growth is plotted against lagged financial development to avoid confounding the possible contemporaneous contribution of growth to financial development with the contribution of financial development to growth.  OLS regression lines shown on the plots are all downward sloping.
  In the absence of control variables, quantitatively measured financial development appears to retard growth in both the Anglophone and the Francophone sub-Saharan countries that we study.  

The regression lines in Figure 2 are highly tenuous, given the blurs of points to which they are fit.  The negative relations between growth and lagged financial development may trace to a positive relation between per capita income and financial development (see Panel B of Table 3) and the expected negative relation between prior income and growth that makes for conditional convergence.  We therefore test the significance of any relation between financial development and growth within the context of the augmented Solow model described earlier.  We fit equation (3) using random effects and one-step and two step Arellano-Bond methodologies.  Explanatory variables in each regression of growth by country by five-year period (ln yit–ln yi0) are as follows:

(i) the logarithm of real per capita income at the end of the prior five-year period – the expected negative sign of lagged income’s coefficient forces income to converge to country-specific steady-state values; (ii) the logarithm of investment as a fraction of GDP averaged over the five-year period in question – saving and investment are expected to heighten transitory growth and steady-state income; (iii) the logarithm of primary school enrollment as a fraction of school age population averaged over the current period – enhancement of human capital, even at an elementary level, is expected to contribute positively to growth and steady-state income; (iv) the logarithm of government share of GDP averaged over the current period – a large government share may deprive an economy of resources and incentives for growth; (v) a terms of trade variable
 – positive terms of trade shocks are expected to heighten growth; (vi) the logarithm of a financial development indicator averaged over the current period, which reflects the contribution of financial development to growth in Anglophone and Francophone SSA; and (vii) the interaction of financial development with a colonial legacy dummy variable, which reflects the differential effects on growth of Anglophone and Francophone legacies.  We examine five different indicators of financial development, namely, QLLY, LLY, PRIVY, BANK, PRIVATE.

Tables 4 and 5 contain our regression results based on the random effects and the GMM first-difference techniques.  Table 4 provides a full account of growth model results for all control variables when the financial development indicator is quasi-liquid liabilities, QLLY.  Table 5 displays the regression coefficients of just the financial development indicators (QLLY, LLY, PRIVY, BANK, PRIVATE) and their interactions with the legal origin variable (FRANCOPHONE=1) when each indicator is used successively in the augmented Solow growth model.

The random effects method yields biased results because of the presence of the lagged dependent variable (ln yi0) as a regressor.  We nonetheless view these results as suggestive benchmark estimates.  Arellano and Bond (1991) provide efficient one-step and two-step methods for estimating a dynamic growth model.  The two-step method optimally handles departures from ideal conditions but its results are fragile in the absence of “good” instruments or when sample size is small; it tends to underestimate standard errors of regression coefficients and hence to inflate the corresponding t-statistics.  Since our sample size is small, we present coefficient estimates and p-values provided by the two methods and use the one-step method as a validity check on our discussion of results based on the two-step method.  Two criteria validate the GMM results in Tables 4 and 5.  Sargan tests indicate that the instruments we use are valid while tests of second-order serial correlation indicate the absence of this problem among GMM first-difference errors.

The coefficient signs of all variables that condition growth in Table 4, apart from QLLY’s coefficients of the random effects model, are as expected and as reported elsewhere in the literature.  The negative signs on lagged per capita GDP assure conditional convergence of country incomes to steady-state values; investment share of GDP, human capital, and improvements in terms of trade contribute positively to growth and steady-state income; government size contributes negatively.  The positive signs on QLLY in the GMM models are as expected: financial intermediation contributes positively to growth and to income in the Anglophone countries.  But the consistently larger negative coefficients on the interaction variable suggest that financial intermediation detracts from growth and income in the Francophone countries.  Based on the weak statistical significance of these coefficients and of their differences, however, we conclude that financial intermediation has little effect, positive or negative, on growth and income in both Anglophone and Francophone SSA, even when controlling for other conditioning variables.  These conclusions are reinforced by results in Table 5.  The coefficients of the financial development indicators are generally positive for the GMM model though statistically weak for the one-step method.  The coefficients of the Francophone-financial development interaction variable are always negative and larger in absolute magnitude than the corresponding indicator coefficients.  They are rarely significant, however, for the random effects and the one-step GMM models.  Overall, quantitatively measured financial development does not significantly impact economic growth in either Anglophone or Francophone SSA, unlike the generally positive impact of financial development observed worldwide.

GMM coefficient estimates provided by the two-step method are uniformly more significant than the corresponding one-step coefficients.  The differences in statistical significance may result from the small size of our panel data set.  We address this problem by expanding our data set to include additional SSA countries along a broader classification of legal tradition.  Since French civil law has substantially influenced the Portuguese and Spanish legal systems, we classify SSA countries with Portuguese and Spanish colonial legacies as Francophone.  We also treat French-speaking former Belgian colonies as Francophone.
   Results for the expanded SSA data set shown in Tables 6 and 7 are similar in signs and coefficient magnitudes with those in Tables 4 and 5, respectively.   While the expanded data set is not large enough to influence the robustness of the GMM estimators, the results in Tables 6 and 7 reinforce our initial findings: quantitatively measured financial development influences economic growth positively but weakly in British legal origin SSA countries and negatively but weakly in French legal origin SSA countries.  Taken together, the results highlight the similarities of SSA countries regardless of colonial legacy with respect to how financial development affects growth.  By itself, financial development little matters in the weak institutional framework of sub – Saharan Africa.

6. Conclusion

In this paper, we revisit Mundell’s (1972) conjecture that Anglophone countries in Africa would enjoy higher levels of financial development than their Francophone neighbors.  Our descriptive measures and panel data regressions validate this view.  Irrespective of the indicators used, financial development in Anglophone sub-Saharan Africa has exceeded and continues to exceed financial development in Francophone sub-Saharan Africa.  The legacy of pragmatic, decentralized British administration has facilitated development of financial institutions in SSA countries to a greater extent than the legacy of highly directed, highly centralized French administration.  

The impact of financial development on the level and growth of GDP per capita in Anglophone and Francophone SSA, however, is less evident.  Our GMM regression results consistently show a weak effect of financial development indicators on GDP per capita growth.  Furthermore, financial development as measured by QLLY, LLY, PRIVY, BANK, and PRIVATE may have hindered, though not significantly, the growth of SSA countries with French colonial legacies.  These findings are insensitive to a broader definition of British and French influence, i.e., legal origin rather than colonial legacy.  


SSA countries present uniform structures that set them apart from other regions of the world (Block, 2001; Bertocchi and Canova, 2002).  These include the common historical legacies of slave trade and colonial exploitation.  Extractive institutions best served the ends of European colonizers of inhospitable sub – Saharan Africa.  These commonalities have been reinforced in the post-colonial era as SSA countries have uniformly coped with ethnic conflicts, political instabilities, rent-seeking élites and distorting government policies.  The result has been dismal economic performance that is little altered by more or less financial development.
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	Table 1 Anglophone and Francophone Countries in Sub-Saharan Africa

Population, Income, Human Development



	Anglophone

Countries
	Population (000),

2000
	GDP Per Capita,

2000 ($PPP)
	Human Development Index, 2000
	Francophone

Countries
	Population (000),

2000
	GDP Per Capita,

2000 ($PPP)
	Human Development Index, 2000

	Botswana

Gambia

Ghana

Kenya

Malawi

Nigeria

Sierra Leone

Sudan

Tanzania

Uganda

Zambia

Zimbabwe

Total/Avg.
	1,602

1,303

19,306

30,092

10,311

126,910

5,031

31,095

33,696

22,210

10,089

12,627

304,272
	$7,184

1,649

1,964

1,022

615

896

490

1,797

523

1,208

780

2,635

$1,138
	.572

.405

.548

.513

.400

.462

.275

.499

.440

.444

.433

.551

.470

	Benin

Burkina Faso

Cameroon

C.A.R.

Chad

Congo

Côte d’Ivoire

Gabon

Mali

Niger

Senegal

Togo

Total/Avg.
	6,272

11,274

14,876

3,717

7,694

3,018

16,013

1,230

10,840

10,832

9,530

4,527

99,823
	$990

976

1,703

1,172

871

825

1,630

6,237

797

746

1,510

1,442

$1,277
	.420

.325

.512

.375

.365

.512

.428

.637

.386

.277

.431

.493

.409

	Sources: World Bank, World Development Indicators, http://publications.worldbank.org/subscriptions/WDI
United Nations, Human Development Indicators, http://www.undp.org/hdr2002



	Table 2 World Bank Financial Structure Database, 1960 – 1997

Percents of Possible Entries Reported:

Anglophone and Francophone SSA Countries

	Anglophone

Countries
	10 Basic Financial Indicators
	27 Other Financial Indicators
	All 37 Indicators
	Francophone

Countries
	10 Basic Financial Indicators
	27 Other Financial Indicators
	All 37 Indicators

	Botswana

Gambia

Ghana

Kenya

Malawi

Nigeria

Sierra Leone

Sudan

Tanzania

Uganda

Zambia

Zimbabwe

All Anglophone
	23.2%

 40.0%   

44.5%

43.2%

25.5%

46.3%

43.4%

47.9%

8.4%

22.1%

20.0%

23.4%

32.3%

	6.6%

2.9%

6.9%

15.1%

10.9%

16.8%

5.1%

3.7%

0.5%

4.1%

3.9%

19.5%

8.0%
	11.1%

12.9%

17.1%

22.7%

14.9%

24.8%

15.4%

15.6%

2.6%

9.0%

8.3%

20.6%

14.6%
	Benin

Burkina Faso

Cameroon

C.A.R.

Chad

Congo

Côte d’Ivoire

Gabon

Mali

Niger

Senegal

Togo

All Francophone
	15.8%

25.3%

38.4%

23.9%

21.8%

46.3%

42.1%

40.8%

20.0%

40.0%

36.6%

35.8%

32.2%
	2.0%

1.5%

4.9%

1.5%

1.2%

4.4%

12.6%

3.2%

2.7%

2.8%

4.2%

2.8%

3.6%
	5.8%

7.9%

13.9%

7.5%

6.8%

15.7%

20.6%

13.4%

7.4%

12.9%

12.9%

11.7%

11.4%

	Basic Indicators of Financial Development

Central Bank Assets to Total Financial Assets                Central Bank Assets to GDP

Deposit Money Bank Assets to Total Financial Assets   Deposit Money Bank Assets to GDP

Other Financial Institution Assets to Total Financial      Other Financial Institution Assets to GDP

Deposit Money Bank v. Central Bank Assets                  Private Credit by Deposit Money Banks to GDP

Liquid Liabilities to GDP                                                 Private Credit by Banks & Other Financial Inst. to GDP

	Sources: World Bank, Financial Structure and Economic Development Database, www.worldbank.org/research/projects/finstructure/pdf_files/struct.exe and author’s tabulation


	Table 3. Financial Development and Legal Origin, 1965 – 2000

Anglophone and Francophone SSA

	
	Financial Development Indicator 


	
	Quasi-liquid

Liabilities

(% of GDP)

QLLY
	Liquid

Liabilities

(% of GDP)

LLY
	M1

(% of GDP)

M1
	Credit by

Banking Sector

(% of GDP)

BANK
	Total Credit to Private Sector

(% of GDP)

PRIVY
	Claims on Priv.Sector/ [Claims on Priv + Govt]

PRIVATE

	Panel A: OLS.  Dependent variable is logarithm of financial development indicator in each period.

	C

Francophone

Log (Real GDP 

PC, Lagged)

Observations

Prob. (F – Test)

Adjusted R2

	-.953

(.250)

-1.18

(.000)

.449

(.000)

154

.000

.321
	2.24

(.000)

-.207

(.003)

.117

(.043)

155

.005

.055
	2.58

(.014)

.316

(.074)

-.037

(.800)

154

.199

.008
	1.42

(.055)

-.283

(.020)

.239

(.024)

150

.018

.040
	.254

(.682)

.341

(.001)

.285

(.001)

155

.000

.141
	-1.57

(.019)

.695

(.000)

.095

(.321)

152

.000

.244

	Panel B: GLS/Random Effects.  

Dependent variable is growth of financial development indicator from its value in prior period 

	C

Francophone

Log (Real GDP 

PC, Lagged)

Log (Lagged Indicator)

Observations

Prob. (F – Test)

R2

	.094

(.817)

-.223

(.007)

.093

(.116)

-.275

(.000)

149

.000

.331
	1.52

(.000)

-.199

(.001)

.065

(.174)

-.608

(.000)

150

.000

.486
	2.98

(.000)

.147

(.087)

-.068

(.270)

-.997

(.000)

149

.000

.978
	.497

(.365)

-.348

(.000)

.206

(.010)

-.565

(.000)

142

.000

.446
	.191

(.673)

.053

(.513)

.086

(.191)

-.327

(.000)

150

.000

.186
	-1.80

(.046)

.096

(.625)

.217

(.089)

-.373

(.000)

147

.000

.056

	P – values of estimated regression coefficients are in parentheses.

	Table 4. Quasi-Liquid Liabilities and Growth in Francophone and Anglophone SSA Countries

(Dependent Variable: Growth)

	
	Methodology

	
	Random

Effects
	Arellano – Bond 

	
	
	One Step
	Two Step

	Log Real GDP Per Capita


	-.028

(.000)
	-.138

(.001)
	-.236

(.000)

	Log Quasi-liquid

Liabilities (QLLY)


	-.001

(.925)
	.005

(.701)
	.007

(.133)

	Log Investment as Share of GDP


	.007

 (.170)
	.017

(.028)
	.017

(.000)

	Log Primary School Enrollment


	.020

(.021)
	.044

(.012)
	.055

(.000)

	Log Government Share of GDP


	-.016

(.013)
	-.030

(.005)
	-.044

(.000)

	Terms of Trade Shock as % of GDP


	.025

(.114)
	.039

(.086)
	.021

(.322)

	Interaction: Franco-phone x log (QLLY)


	-.002

(.594)
	-.008

(.504)
	-.013

(.070)

	Constant


	.103

(.126)
	-.004

(.069)
	-.005

(.018)

	Observations
	140
	116
	116

	R – Square 
	.150
	
	

	Prob (Chi–Sq)
	.0001
	
	

	SarganTest(P value)1
	
	.513
	.864

	Serial Correlation

Test (P value)2, 3
	
	.002

         .964
	.010

         .525

	P – values of estimated regression coefficients in parentheses.

1 Test of the null hypothesis that the instruments are not correlated with the residuals.

 2Test of the null hypothesis that the errors exhibit no first-order serial correlation.

3Test of the null hypothesis that the errors exhibit no second-order serial correlation.

	Table 5. Financial Development Indicators and Growth

Coefficient Estimates in Francophone and Anglophone SSA Countries1
(Dependent Variable: Growth)

	Lagged Financial Development Indicator 
	Methodology

	
	Random

Effects
	Arellano – Bond 

	
	
	One Step
	Two Step

	Log Quasi-liquid

Liabilities (QLLY)

Interaction: Franco-phone x log (QLLY)
	-.001

(.925)

-.002

(.594)
	.005

(.701)

-.008

(.504)
	0.007

(.133)

-.013

(.070)

	Log Liquid Liabilities

(LLY)

Interaction: Franco-phone x log (LLY)
	-.009

(.331)

-.004

(.511)
	.016

(.366)

-.023

(.288)
	.020

(.016)

-.031

(.000)

	Log Private Credit as % of GDP (PRIVY)

Interaction: Franco-phone x log (PRIVY)
	.001

(.788)

-.004

(.366)
	.005

(.656)

-.021

(.118)
	.004

(.290)

-.018

(.002)

	Log Credit by Dom. Banks as % of GDP

Interaction: Franco-phone x log (BANK)
	-.000

(.974)

-.007

(.113)
	.009

(.138)

-.021

(.031)
	.007

(.045)

-.014

(.010)

	Log Private Credit as % Total Credit

Interaction: Franco-

x log(PRIVATE)
	.002

(.409)

-.017

(.140)
	.002

(.525)

-.001

(.973)
	.002

(.018)

-.005

(.900)

	P – values of estimated regression coefficients in parentheses.

1 Estimates of lagged financial development coefficients in growth regressions where other lagged explanatory variables are the logarithms of per capita income, capital formation as percent of GDP, primary school enrollment as percent of youth population, government share of GDP, and capital inflows as percent of GDP.


	Table 6. Quasi-Liquid Liabilities and Growth in SSA Countries

(Dependent Variable: Growth)

	Lagged Variable 
	Methodology

	
	Random

Effects
	Arellano – Bond 

	
	
	One Step
	Two Step

	Log Real GDP Per Capita


	-.021

(.006)
	-.047

(.583)
	-.130

(.016)

	Log Quasi-liquid

Liabilities (QLLY)


	.006

(.304)
	.007

(.597)
	.006

(.367)

	Log Investment as Share of GDP


	.013

(.010)
	.021

(.005)
	.017

(.000)

	Log Primary School Enrollment


	.020

 (.020)
	.037

(.013)
	.043

(.000)

	Log Government Share of GDP


	-.015

(.026)
	-.023

(.021)
	-.030

(.000)

	Terms of Trade Shock as % of GDP


	.035

(.033)
	.041

(.100)
	.039

(.054)

	Interaction: Franco-phone x log (QLLY)


	-.002

(.641)
	-.019

(.136)
	-.022

(.008)

	Constant


	.057

(.405)
	         -.003

(.187)
	-.003

 (.155)

	Observations
	205
	164
	164

	R – Square 
	.102
	
	

	Prob (Chi–Sq)
	.000
	
	

	SarganTest(P value)1
	
	.618
	.500

	Serial Correlation Test (P value) 2, 3
	
	.000
         .126
	.002

.146

	P – values of estimated regression coefficients in parentheses.

1 Test of the null hypothesis that the instruments are not correlated with the residuals.

 2Test of the null hypothesis that the errors exhibit no first-order serial correlation.

3Test of the null hypothesis that the errors exhibit no second-order serial correlation.

	Table 7. Financial Development Indicators and Growth

Coefficient Estimates in SSA Countries1
(Dependent Variable: Growth)

	Lagged Financial Development Indicator 
	Methodology

	
	Random

Effects
	Arellano – Bond 

	
	
	One Step
	Two Step

	Log Quasi-liquid

Liabilities (QLLY)

Interaction: Franco-phone x log (QLLY)
	-.006

(.304)

-.002

(.641)
	.047

(.583)

-.019

(.136)
	.006

(.367)

-.022

(.008)

	Log Liquid Liabilities

(LLY)

Interaction: Franco-phone x log (LLY)
	-.016

(.065)

-.005

(.496)
	.004

(.813)

-.021

(.245)
	.006

(.577)

-.017

(.195)

	Log Private Credit as % of GDP (PRIVY)

Interaction: Franco-phone x log (PRIVY)
	-.004

(.468)

-.005

(.316)
	-.002

(.869)

-.014

(.310)
	-.003

(.490)

-.019

(.007)

	Log Credit by Dom. Banks as % of GDP

Interaction: Franco-phone x log (BANK)
	-.0002

(.969)

-.015

(.005)
	.005

(.379)

-.026

(.003)
	.004

(.286)

-.023

(.000)

	Log Private Credit as % Total Credit

Interaction: Franco-

x log(PRIVATE)
	.006

(.061)

-.022

(.014)
	.003

(.270)

-.013

(.292)
	.003

(.015)

-.007

(.219)

	P – values of estimated regression coefficients in parentheses.

1 Estimates of lagged financial development coefficients in growth regressions where other lagged explanatory variables are the logarithms of per capita income, capital formation as percent of GDP, primary school enrollment as percent of youth population, government share of GDP, and trade deficit as percent of GDP.


	Figure 1 Indicators of Financial Development:
Anglophone and Francophone SSA, 1975 -2000
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� α is also capital’s share of income in a competitive economy.  We treat α as uniform across time and countries, as is common in the literature; variations in Xit account for variations in outputs for given inputs.


� Barro and Sala-i-Martin (1995, p. 53) show that the rate at which output per effective worker ((it = Yit/AtLit) converges to its steady-state value, (i*, depends on the ratio of (it/(i* and approaches ( as (it approaches (i*.


� We also avoid cross-sectional analysis over the whole 1960 – 2000 period because of data (un)availability.  Initial observations of financial development and of growth come in widely different years for different countries in our study.  The time span of a cross-sectional analysis encompassing all the countries would be severely truncated.





�  No 1990 HDI is reported for civil war ravaged Sierra Leone, which had the planet’s lowest HDI in 2000.  1990 HDI’s are also missing for Gabon and for Gambia.  Oil-rich Gabon had the highest Year 2000 HDI among the twenty-four SSA countries we examine.  It ranks 117th among the world’s 173 countries for which HDIs are reported.


� The Anglophone group would have scored higher were it not for Tanzania’s total lack data for the period of its socialist experiment.


� Abidjan hosts the single stock market for the whole of the francophone West African Economic and Monetary Union (WAEMU).  Most of the issues traded on that exchange, however, are Ivorian.  The six nations of the Central African Economic and Monetary Union have no stock exchange.


� Levine, Loayza, and Beck (2000) find that initial per capita income significantly increases measures of financial development in a cross-section of 71 countries.  Only seven of the twenty-four countries that we study are in their data set.


� The OLS lines for PRIVATE, not shown in Figure 2, are upward sloping, but only weakly so.  


� Preliminary runs were conducted with alternative control variables, e.g., the ratio of gross domestic saving to GDP; life expectancy and secondary education as measures of human capital; the ratio of trade to GDP; and inflation.  The control variables that we report on give the generally sharpest statistical results for our sample of countries and time periods.  Population growth consistently fails to improve our results.


� Our terms of trade variable is constructed as the difference between real GDP adjusted for terms of trade shocks as reported in Penn World Tables Mark 6.1 (Heston, et. al., 2002) and averaged over the current period and real GDP not adjusted for import and export price changes, the difference expressed as a fraction of unadjusted real GDP


� Complete results for all regressions are available from the authors on request.


� The British legal origin countries newly entered in our data set are Lesotho, Mauritius, and Seychelles.  The French legal origin countries are Angola, Burundi, Cape Verde, Comoros, Democratic Republic of the Congo, Equatorial Guinea, Guinea, Guinea-Bissau, Madagascar, Mozambique, Ruanda, and Sao Tome and Principe. 
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