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Abstract 

 

During the 1980s and early 1990s many Sub-Saharan African (SSA) countries undertook 
reforms to promote financial sector deepening. Nevertheless, financial sectors in SSA countries 
remain among the shallowest in the world and, within Sub-Saharan Africa, financial depth in 
the CFA franc zone is even more limited. This paper sets out to investigate empirically factors 
that may explain why financial depth in the CFA franc zone is shallower than in the rest of SSA 
using panel data for a sample of 40 countries for 1992-2006. The results indicate that the gap in 
financial development between the CFA franc zone countries and the rest of SSA can be 
explained by differences in institutional quality (e.g., availability of credit information, and 
strength and enforcement of property rights), variables that policy makers can influence.  
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I.   INTRODUCTION 

During the 1980s and early 1990s, many Sub-Saharan African (SSA) countries undertook 
reforms to deepen their financial sectors. They liberalized interest rates, phased out directed 
credit, moved to indirect monetary policy instruments, restructured and privatized banks, and 
reinforced banking sector supervision and microfinance.2 However, these reforms had mixed 
results. Financial sectors in SSA countries remain among the shallowest in the world and, 
within sub-Saharan Africa, they are even shallower in the CFA franc zone.  

This paper sets out to empirically investigate factors that may explain why financial sectors 
in the CFA franc zone are less deep even than in the rest of SSA. Recent studies have 
emphasized the linkage between legal institutions and financial development. Empirical work 
has shown that countries whose legal systems are based on the English tradition tend to have 
deeper financial markets, while the French legal traditions seems to hinder financial 
development. Although these studies have not focused explicitly on Africa, the implication 
would be that financial deepening in CFA franc countries could be hampered by their cultural 
heritage. 

This paper contributes to the literature in two ways. First, it explores the possible influence of 
legal traditions explicitly in SSA using panel data for a sample of 40 countries for 
1992-2006. Second, the paper challenges the view that legal heritage is time-invariant and 
policy-independent. The results indicate that the gap in financial development between the 
countries of the CFA franc zone and the rest of SSA can be explained by differences in 
institutional quality (e.g., availability of credit information, and strength and enforcement of 
property rights), variables that policy makers can influence.  

The paper is structured as follows: Section II presents some stylized facts about recent 
developments in the financial sector in SSA; Section III provides a brief review of the 
literature; Section IV discusses the data, methodology, and main empirical results; and 
Section V concludes the paper.  

II.   RECENT DEVELOPMENTS 

Financial sectors in SSA countries (measured as credit to the private sector in terms of GDP) 
are among the shallowest in the world. On average, in 2006, credit to the private sector 
represented the equivalent of 16 percent of GDP in SSA countries, while the same ratio was 
above 35 percent in the rest of the developing world (low-income and middle-income 
countries). Focusing on sub-Saharan Africa more closely, financial sectors in CFA franc 
countries are even shallower. On average, in 2006, credit to the private sector in terms of 
GDP amounted to about 14 percent in the Western African Economic and Monetary Union 
(WAEMU) and 7 percent in the Central African Economic and Monetary Community 
(CEMAC), compared with 19 percent for the rest of sub-Saharan Africa. 

                                                 
2 See, for example, Mehran and others (1998) for a description of the reforms.  
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CFA franc countries seem, however, to 
have undertaken similar efforts to 
liberalize and reform their financial 
sectors. As elsewhere in the continent, 
bank restructuring took place in the late 
1980s and was followed by a 
strengthening of bank supervision with 
the creation in 1991 of a single 
supervisory institution in each of the 
two CFA franc sub-zones.3 So what 
could explain the relative shallowness 
of financial sectors in the CFA franc 
countries?  

There is a growing body of literature arguing that macroeconomic stability and financial 
liberalization, while necessary, are not sufficient conditions for enhancing financial sector 
deepening and should be accompanied by other institutional reforms. In particular, recent 
research suggests that insufficient legal protection of creditor rights and information 
asymmetries about borrowers’ ability and willingness to repay debts could explain why some 
financial markets remain shallow. How do the CFA franc countries compare in this regard? 

According to these studies, the ability of borrowers to provide adequate financial statements 
is essential to encourage the expansion of credit. Better accounting and auditing would 
therefore be a key requirement. In many SSA countries, however, the accounting profession 
is not well regulated, and the quality of accounts vary widely, hampering transparency. 
OHADA (the Organisation for the Harmonization of Business Law in Africa) and the 
WAEMU Council of Ministers adopted a uniform accounting system in 2001, but have had 

                                                 
3 Large bank restructurings took place in Senegal (1988–89), Côte d’Ivoire (1988–89), Benin (1988–89), Mali 
(1989), Niger (1989–90), and Cameroon (1990–97). 
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trouble implementing it.4 Furthermore, lack of a standard for auditing practices raises serious 
concerns about the quality of financial statement audits.  

The dissemination of the information available seems also problematic. In advanced 
countries, databases centralizing information on borrowers are often established by the 
private sector or maintained by central banks. These credit information registries collect 
information on the standing of borrowers in the financial system and make it available to 
lenders. This system improves transparency, rewarding good borrowers and increasing the 
cost of defaulting. Despite efforts to set up public credit information registries in CFA franc 
countries, however, their coverage is still minimal. 

Credit Registries, 1990 - 2000
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Property rights in the CFA franc zone have also weakened over the past decade. The regional 
OHADA legal framework has led to a number of improvements, but there are significant 
deficiencies in its implementation. Debt collection and foreclosure on collateral are 
inefficient because of uncertainties in each country’s civil procedures, and inadequate 
capacity and problems of governance in the judicial systems. Court proceedings are lengthy 
and unpredictable. These problems are common to many SSA countries, but seem more acute 
in the CFA franc zone. According to the World Bank, enforcement costs there represented on 
average more than 45 percent of a loan in 2008 compared with 30 percent in the rest of SSA. 
In Burkina Faso the costs amounted to 95 percent and in the Central African Republic to 72 
percent, in striking contrast to less than 9 percent in Mauritius or 12 percent in South Africa. 

                                                 
4 The accounting framework includes accounting standards, and a standardization and updating of procedures to 
be implemented with the assistance of the West African Accounting Council. The Council, however, only met 
once in 2004 and the technical committees have never met. 
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Therefore, as McDonald and Schumacher (2007) and Tressel and Detragiache (2008) have 
pointed out, while the financial liberalization of the late 1980s and early 1990s was 
necessary, it may not have been sufficient. Efforts to establish the conditions for the financial 
market to function may have fallen short, particularly with respect to the system’s ability to 
gather information and use collateral. Improvements in information collection and 
dissemination, as well as in the legal and judicial framework, would be essential to creating 
an environment more conducive to credit expansion. 

III.   THEORETICAL BACKGROUND AND REVIEW OF THE LITERATURE 

Financial institutions operate in settings where complete information is often not available. 
Entrepreneurs seeking financing normally have more information about their projects than 
their banks. In such a setting, projects that may differ with respect to their probability of 
success are indistinguishable from the viewpoint of a financial institution. This information 
asymmetry requires a screening effort in order for banks to grant loans only to the most 
promising projects. 

The lender cannot rely simply on increasing the interest rate, however. As Stiglitz and Weiss 
(1981) demonstrated, increases in the interest rate charged on loans may adversely affect the 
pool composition of borrowers. For a given expected return, an increase in interest rates will 
induce low-risk projects to drop out first, keeping only the riskier ones in the pool. 

Lenders could require collateral instead. By requiring collateral, the lender imposes a cost on 
the entrepreneur in case of default. As the probability of failure is greater for high-risk 
projects, the same amount of collateral will reduce the expected profit of these projects by 
more than that of less risky ones. Bester (1985) demonstrated that lenders could design 
attractive contracts for the various qualities of borrowers, leading to perfect sorting. 
Alternatively, fund providers could invest in gathering additional information on projects. 
This information will lead to a better perception of the probability of success attached to a 
given project (Devinney, 1986; Singh, 1994, 1997). 

Against this backdrop, the empirical literature has examined factors beyond the level of 
economic development to explain the extent of a country’s financial deepening, looking 
variables that influence the degree of information asymmetries. In this regard, 
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macroeconomic variables like inflation as well as legal aspects have attracted particular 
attention. 

Huybens and Smith (1998, 1999) suggest that inflation may aggravate asymmetries of 
information in credit markets, reducing the real rate of return and the volume of credit. 
Consistent with these views, Boyd, Levine, and Smith (2001), Detragiache, Gupta, and 
Tressel (2005), and Dehesa, Druck, and Pleckhanov (2007) find inflation to be negatively 
associated with measures of financial depth.  

The law and finance literature focuses on the role of legal institutions (especially the 
protection of private property rights) in explaining international differences in financial 
development. In countries where legal systems enforce private property rights, support 
private contracts, and protect the legal rights of investors, lenders would be more willing to 
finance firms. Acemoglu and Johnson (2005), Cottarelli, Dell’Ariccia, and Vladkova-Hollar 
(2003), Dehesa, Druck, and Plekhanov (2007), McDonald and Schumacher (2007), and 
Tressel and Detragiache (2008) find that stronger creditor rights tend to promote financial 
development.  

In this regard, a country’s legal origin has been shown to be an important determinant of both 
creditor rights and private credit (La Porta et al. 1998). This literature distinguishes four main 
legal origins: English, French, German, and Nordic. The English legal origin includes the 
common law of England, and its former colonies, such as the United States, Australia, and 
Canada. The French legal origin covers the civil law of France, countries Napoleon 
conquered (including Portugal and Spain), and their former colonies. The German legal 
origin includes not only the laws of the Germanic countries in Central Europe, but also 
countries in East Asia where German law was adopted.5 The Nordic legal origin refers to the 
laws of the four Scandinavian countries. La Porta and others (1998) find countries with an 
English legal origin to have deeper financial markets than others: the French legal tradition 
appears to hinder financial development. 

Enforcement of rules and rights also matters to financial development. Speedier enforcement 
of contracts is associated with deeper credit markets (Detragiache, Gupta, and Tressel, 2005; 
McDonald and Schumacher, 2007). Similarly, poor governance may increase the cost of 
doing business and create uncertainty about property rights. Detragiache, Gupta, and Tressel 
(2005) and McDonald and Schumacher (2007) find that countries with governance issues 
have shallower financial sectors.  

Finally, efficient exchange of information can reduce the cost of screening borrowers. Credit 
agencies, for instance, could collect and disseminate information on credit histories. 
Djankov, McLiesh, and Shleifer (2005), as well as McDonald and Schumacher (2007) show 
that information sharing is associated with greater financial development. Furthermore, 
among the many business environment indicators, the availability of credit information and 

                                                 
5 This group includes China, Japan, Korea, and Taiwan (Djankov, McLiesh, and Shleifer, 2005) 
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coverage of credit registries are associated with deeper credit markets (Detragiache, Gupta, 
and Tressel, 2005). 

IV.   EMPIRICAL ANALYSIS 

A.   Data 

Financial development is a complex process involving a number of intermediaries and could 
be captured by a variety of indicators. The empirical literature has typically used a banking 
indicator, such as the level of credit to the private sector in terms of GDP. This paper adopts 
this approach. The econometric analysis uses panel data for 40 SSA countries, of which 14 
belong to the CFA franc zone. The data are averaged over five-year periods from 1992 to 
2006.6  

Regarding the right-side variables, the financial liberalization index is constructed for SSA 
countries by McDonald and Schumacher (2007) building on an earlier study by Gelbard and 
Leite (1999). This aggregate index is between 0 and 100, and captures whether or not interest 
rates are liberalized, the number of years real lending and deposit rates have been positive, 
the existence of a significant informal financial sector and directed credit allocation 
mechanisms. 

The legal variables come from various sources. The property rights index bounded between 0 
and 100 is compiled yearly by the Heritage Foundation. It measures the ability of individuals 
to accumulate private property, secured by clear laws that the state fully enforces.  

The information sharing index, a dummy variable recording the presence of either public or 
private credit registries, is taken from Djankov, McLiesh, and Shleifer (2005). The authors 
defined credit registries as databases managed by a government agency or a private 
organization that collect information on the standing of borrowers in the financial system 
with a view to making it available to actual and potential lenders. 

Both rule of law and government effectiveness are taken from Kaufmann, Kraay, and 
Mastruzzi (2007). The former measures the extent to which agents have confidence in and 
abide by the rules of society, especially the quality of contract enforcement, the police, and 
the courts, as well as the likelihood of crime and violence. The latter assesses the quality of 
public services, the quality of policy formulation and implementation, and the credibility of 
the government's commitment to such policies. The two governance indicators range from -
2.5 to 2.5, with higher values corresponding to better governance. 

Bureaucratic quality, an index calculated by the Political Risk Services Group, measures the 
ability of the bureaucracy to minimize revisions of policy when governments change. It 
ranges from 1 (low) to 4 (high). Because government effectiveness and bureaucratic quality 
are highly correlated with the rule of law, these variables are used alternatively in the 
regressions as a robustness check. 

                                                 
6 The choice of period (1992–2006) is dictated by the availability of data on the institutional variables. 
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Table 1 presents the difference of the averages of the data between CFA and non-CFA franc 
countries. CFA franc countries on average are not statistically different from the rest of SSA 
in terms of economic development (GDP per capita) or efforts to liberalize their financial 
sector. However, they have experienced lower inflation than other SSA countries. Despite 
this more favorable macroeconomic environment, credit to the private sector remains 
significantly lower. Consistent with our hypothesis, the indicators capturing the availability 
of information, property rights, and their enforcement are generally lower for the CFA zone. 

 
Table 1. Test of Mean Differences Between CFA and  

non-CFA Franc Countries, 1992–2006 
 

 CFA Non-CFA Difference  

     

Credit to private sector over GDP 0.10 0.15 -0.05 ** 

GDP per capita ($US) 851.2 913.4 -62.2  

Inflation (log) 0.1 0.3 -0.2 ** 

Property rights 36 44.9 -8.9 *** 

Information sharing (percent)     

      Countries with credit bureaus 57.6 21.6 36.0 *** 

      Coverage (2008)1 2.5 8.8 -3.8  

Financial liberalization 58.5 58.1 0.4  

Rule of law -0.9 -0.7 -0.2 * 

Government effectiveness -0.8 -0.6 -0.2 * 

Bureaucracy 1.1 1.4 -0.3  

     

 
1Number of individuals and firms in percent of adults. Differences in the information  coverage ratio is only 
significant at 12 percent, reflecting a larger disparity among non-CFA countries.  
 * significant at 10%; ** significant at 5%; *** significant at 1%. 

 

B.   Methodology and Main Results 

To explain the level of financial development, a standard model where financial development 
depends on the level of economic development, macroeconomic conditions, and financial 
reform is extended to include variables capturing the availability of credit information and 
the quality of the legal environment. The model specification is as follows: 

( ) ( ), 0 1 , 2 , 3 4 , 5 , ,og 1
i t i t i t i t i t i t i t

F l y log Infl CFA Fl X u vα α α α α α ε= + ∗ + ∗ + + ∗ + ∗ + ∗ + + +  

where ,i tF  is the credit to the private sector-over-GDP ratio in country i at time t; y stands 
for the per capita GDP; Infl represents the inflation rate; CFA  is a dummy variable for CFA 
franc countries; ,i tFl  is the financial liberalization index; X  is a set of institutional variables; 

iu  is an unobserved country-specific effect; tv  is a time dummy; and ,i t
ε  is the error term. 

A two-step Feasible Generalized Least Squares (FGLS) is used to estimate the model and 
address the problem of heteroscedasticity. This econometric approach makes it possible to 
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estimate the impact of time-invariant variables while controlling for country-specific effects. 
This feature is particularly relevant for empirical models like the one used here, where the 
statistical significance of the coefficient of a CFA dummy variable is estimated and analyzed 
while additional variables capturing the institutional framework are introduced into the 
model.7  

Several model specifications are estimated (Table 2). As expected, the level of development, 
captured by per capita GDP, is positively associated with financial development across all the 
specifications. Higher income stimulates demand for financial services, and could also 
translate into higher savings, thus improving the ability of the financial system to extend 
credit to the private sector. 

Table 2. Institutions and Financial Development in SSA Countries, 1992–2006 
 

 Feasible Generalized Least Squares 

 (1) (2) (3) (4) (5) (6) (7) (8) 

         

GDP per capita (log) 0.037 0.030 0.035 0.032 0.027 0.024 0.026 0.017 

 (5.03)*** (4.02)*** (4.64)*** (3.71)*** (3.20)*** (2.84)*** (4.16)*** (1.66)* 

Inflation (log) -0.037 -0.022 -0.013 -0.018 -0.002 0.005 0.008 -0.010 

 (2.08)** (2.29)** (2.02)** (1.61) (0.29) (0.49) (0.96) (1.12) 

CFA -0.027 -0.022 0.000 -0.032 0.010 0.010 0.008 -0.004 

 (3.15)*** (2.54)** (0.01) (2.42)** (0.99) (0.59) (0.58) (0.25) 

Financial liberalization  0.002 0.002 0.002 0.002 0.002 0.002 0.001 

  (6.50)*** (6.70)*** (5.33)*** (5.61)*** (3.81)*** (4.50)*** (2.31)** 

Property rights   0.002   0.002 0.001 0.001 

   (3.74)***   (2.25)** (2.04)** (1.97)** 

Information sharing    0.041  0.038 0.030 0.064 

    (2.22)**  (1.75)* (1.67)* (3.33)*** 

Rule of law     0.039 0.030   

     (3.93)*** (2.01)**   

Government effectiveness       0.066  

       (4.72)***  

Bureaucracy quality        0.001 

        (0.14) 

Constant -0.100 -0.226 -0.268 -0.234 -0.193 -0.182 -0.141 -0.142 

 (2.27)** (3.55)*** (4.57)*** (3.56)*** (2.94)*** (2.72)*** (2.72)*** (2.00)** 

         

Observations 117 93 86 93 93 86 86 70 

Number of countries 40 33 33 33 33 33 33 26 

Chi square (Wald test) 48.3 67.7 117.8 57.1 102.5 79.4 137.7 48.3 

 

Notes: Data are averaged over five years. Absolute value of robust t statistics in brackets; * significant at 10%; ** significant at 5%; 

*** significant at 1%. 

  

The results suggest that financial liberalization is positively associated with deeper financial 
markets. In line with McDonald and Schumacher (2007), one would expect that easing 
interest rate ceilings, lowering reserve requirements and entry barriers, and reducing 
government involvement in credit allocation decisions would promote financial development. 

                                                 
7 Right-hand-side (institutional) variables exhibit relatively little variation across time. A random effects 
estimation may therefore be preferable because fixed effects methods can lead to imprecise estimates 
(Wooldridge, 2002), if the right-hand-side variables are not correlated with the error term: an assumption that 
the Hausman test statistic could not reject. 
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Also consistent with the literature, inflation has a negative effect on financial development, 
though this effect is significant only in some specifications. 

Several specifications related to the legal environment were examined. The model was first 
estimated by including a dummy variable for CFA franc countries to capture their French 
legal heritage (column 1). The coefficient on this variable is negative and significant. A gap 
in financial depth between CFA and non-CFA areas cannot be explained even after 
controlling for the level of economic development, macroeconomic stability, and financial 
liberalization. This result is consistent with previous findings that countries whose legal 
systems are inspired by French institutions have been on average less successful in 
promoting financial development.  

The stability of this result was tested 
by estimating the model over a five-
year rolling window for 1992–2006 
using annual observations. The 
finding was that the coefficient of the 
CFA variable was not constant over 
time but deteriorated. This 
observation would suggest that legal 
origin cannot be the only factor 
accounting for the financial 
development gap between CFA franc 
and other SSA countries. Time-
variant factors have probably 
deteriorated, hampering the 
development of the financial sector in CFA countries. 

To examine this hypothesis, variables capturing the availability of credit information, the 
strength of property rights, and their enforcement were added to the model (Table 2, 
columns 3, 4, and 5). The coefficients on these variables show the expected signs and are 
significantly associated with the level of financial development. With a similar level of 
financial liberalization and similar macroeconomic conditions, countries that better protect 
property rights, encourage information sharing, and promote the rule of law are likely to have 
deeper financial systems. 

Interestingly, the coefficient related to the CFA variable is no longer significant when 
controlling for property rights or rule of law, two institutional aspects in which CFA 
countries underperformed.8 This result is confirmed when the three institutional variables are 
jointly included in the regression (column 6). 

                                                 
8 The coefficient on the CFA variable is, nevertheless, negative and significant after controlling for information 
sharing. This variable captures the presence of credit bureaus, but does not take into account the coverage, 
because time series data on the coverage of credit registries was not being available throughout the period under 
study. 

 Coefficient on CFA Variable

(5 Year Rolling Regression) 
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Alternative measures for legal enforcement were used to test for the robustness of the results. 
Replacing rule of law with government effectiveness and the bureaucratic quality index left 
the results broadly unchanged (columns 7 and 8). To address the endogeneity issue, 
regressions were run using the lagged values of GDP per capita and inflation. The results (see 
Table 3) confirm the positive correlation between legal institutions and financial 
development. Finally, given the 50 percent devaluation in the CFA franc in 1994, GDP per 
capita in purchasing power parity terms is used to capture differences in level of 
development. The results are not qualitatively different. 

Table 3. Institutions and Financial Development in SSA Countries: Instrumental Variable 
Approach, 1992–2006 

 
 Feasible Generalized Least Squares (Instrumental Variable) 

 (1) (2) (3) (4) (5) (6) (7) (8) 

         

Lagged GDP per capita (log) 0.041 0.034 0.041 0.041 0.037 0.031 0.032 0.023 

 (5.15)*** (4.43)*** (5.92)*** (4.57)*** (4.43)*** (3.52)*** (4.91)*** (2.25)** 

Lagged Inflation (log) -0.060 -0.050 -0.037 -0.039 -0.004 0.001 0.007 -0.027 

 (4.13)*** (7.83)*** (4.89)*** (3.78)*** (0.30) (0.05) (0.60) (2.27)** 

CFA -0.034 -0.029 -0.016 -0.042 0.009 0.006 0.011 -0.014 

 (3.72)*** (3.04)*** (1.55) (3.25)*** (0.84) (0.35) (0.70) (0.81) 

Financial liberalization  0.002 0.002 0.002 0.002 0.001 0.002 0.001 

  (5.77)*** (6.38)*** (5.12)*** (5.40)*** (3.35)*** (4.55)*** (1.89)* 

Property rights   0.001   0.001 0.001 0.001 

   (2.69)***   (1.74)* (1.59) (1.84)* 

Information sharing    0.048  0.038 0.025 0.069 

    (2.73)***  (1.93)* (1.43) (3.64)*** 

Rule of law     0.041 0.037   

     (4.21)*** (2.55)**   

Government effectiveness       0.071  

       (5.40)***  

Bureaucracy quality        -0.002 

        (0.19) 

Corruption         

         

Constant -0.107 -0.159 -0.363 -0.214 -0.165 -0.222 -0.209 -0.156 

 (2.36)** (3.06)*** (6.16)*** (3.82)*** (3.09)*** (3.20)*** (3.66)*** (1.87)* 

         

Observations 116 92 85 92 92 85 85 70 

Number of countries 40 33 33 33 33 33 33 26 

Chi square (Wald test) 63.9 385.0 327.1 113.8 102.4 72.6 131.4 73.5 

 

Notes: Data are averaged over five years. Absolute value of robust t statistics in brackets; * significant at 10%; ** significant at 5%; *** 

significant at 1%. 

 

 

V.   SUMMARY AND CONCLUSIONS 

Deepening the financial sector is a complex process that goes beyond mere economic factors. 
This paper has examined the reasons why financial sectors in the CFA franc countries are 
shallow and traced them back to a lack of progress in improving the availability of creditor 
information and protecting investors. While financial liberalization and macroeconomic 
stability are necessary conditions for financial deepening, they are not sufficient. In this 
regard, the results of this paper are consistent with a growing body of literature underscoring 
the role of legal factors in financial development. 
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The main policy implications are that expanding creditor information and strengthening 
creditor rights in CFA franc countries deserve more attention. These, however, are equally 
complex processes. The coverage of existing credit bureaus should be extended and include 
as much information as possible on the repayment profile of customers. This must be 
achieved while preserving an appropriate degree of privacy and safeguarding sensitive 
information. Strengthening creditor rights would require changes in legislation governing 
debt collection and collateral. Some reforms may have regional as well as national 
dimensions. Legislation on debt recovery would depend in turn on efficient property 
registration and land surveying in both cities and countryside. Finally, reform of the courts is 
vital for improving enforcement. 
 
Further work to refine the analysis in this paper could thus include the study of country cases 
where such improvements have been achieved. Although this paper has indicated that the 
legal heritage is not time-invariant and policy-independent, legal origin nevertheless sets 
boundaries on the extent of possible institutional reforms.  
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Annex 1. Summary Statistics 

 
 

Table 1. Descriptive Statistics, 1992-2006 
 

Variable Observations Mean 
Standard 
deviation 

Minimum Maximum 

      

Private credit over GDP 117 0.13 0.13 0.00 0.70 

GDP per capita (log) 135 6.07 1.07 4.31 8.89 

Inflation (log) 121 0.19 0.49 -0.02 4.14 

Property rights 115 42.14 16.03 10.00 70.00 

Information sharing 144 0.32 0.43 0.00 1.00 

Financial liberalization 109 58.22 25.64 1.50 100.00 

Rule of law 138 -0.75 0.71 -2.27 0.87 

Government effectiveness 141 -0.70 0.62 -2.17 0.77 

Bureaucracy 96 1.28 0.89 0.00 3.67 

            

 
 
 
 

Table 2. Correlation Matrix 
 

Variables   1 2 3 4 5 6 7 8 9 

           

Private credit over GDP 1 1.00         

GDP per capita (log) 2 0.47 1.00        

Inflation (log) 3 -0.19 -0.14 1.00       

Property rights 4 0.38 0.31 -0.13 1.00      

Information sharing 5 0.08 -0.05 -0.16 -0.04 1.00     

Financial liberalization 6 0.41 0.34 -0.32 0.01 -0.06 1.00    

Rule of law 7 0.56 0.51 -0.34 0.74 0.05 0.32 1.00   

Government effectiveness 8 0.62 0.51 -0.30 0.63 0.18 0.33 0.87 1.00 

Bureaucracy 9 0.32 0.55 -0.03 0.46 0.19 -0.04 0.50 0.59 1.00 
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Annex 2. Variable Definitions and Sources 
 
Variable Definition   Source 

    

Private credit over GDP Private credit by deposit money banks to GDP.  
Financial Structure Database (2007), and 
International Financial Statistics (2007)      

    

GDP per capita 
Nominal gross domestic product divided by 
the size of the population. 

 International Financial Statistics (2007) 

    

Inflation Change in consumer price index (CPI).  International Financial Statistics (2007) 

    

Property rights 
An index measuring the ability of individuals 
to accumulate private property, secured by 
clear laws that are fully enforced by the state. 

 Heritage Foundation database (2007) 

    

Information sharing 
A dummy variable recording the presence of 
either public or private credit registries 

 Djankov, McLiesh, and Shleifer (2005) 

    

Financial liberalization 

An aggregate index capturing whether interest 
rates are liberalized or not, the number of years 
real lending and deposit rates have been 
positive, the existence of significant informal 
financial sectors and presence of directed 
credit allocation mechanisms. 

 McDonald and Schumacher (2007) 

    

Rule of law 

A score measuring the extent to which agents 
have confidence in and abide by the rules of 
society, and in particular the quality of contract 
enforcement, the police, and the courts, as well 
as the likelihood of crime and violence 

 Kaufmann, Kraay and Mastruzzi (2007) 

    

Government effectiveness 

A score measuring the quality of public 
services, the quality of the civil service and the 
degree of its independence from political 
pressures, the quality of policy formulation 
and implementation, and the credibility of the 
government's commitment to such policies 

 Kaufmann, Kraay and Mastruzzi (2007) 

    

Bureaucracy 
An index capturing the ability of the 
bureaucracy to minimize revisions of policy 
when governments change. 

 
Political Risk Services database (2008) 

 

    

Credit registry coverage 

The number of individuals and firms listed by 
credit bureaus with current information on 
repayment history, unpaid debts or credit 
outstanding. The number is expressed as a 
percentage of the adult population. 

 Doing Business database (2008) 

 




