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economic policies, political objectives and *-stitutional factors. Generally, each
of these studies has only considered a small number of explanatory variables to
establish a correlation between growth and the i atified variables of interest.
In a survey of growth ecc~ metrics, Dt ‘auf, et al. (2004) identified over 200
variables suggested in the literature to have been significantly correlated * th
growth. In most studies, researchers substantiate the validity of a ~~owth
determinant by developing a simple regression model or set of models and
conduct inference as if the model generated the data. However, inference
procedures based on a simple linear growth regression model  hich is
conditional on the truth of that model can grossly overstate the precision of the
inference above in a given phenomenon and ignore the uncertainty that

surrounds the validii of the model.

addressing the uncertainties associated with g wth models, this paper
investigates the inconsistencies that may be associated with the factors that
have been argued to account for the growth stagnation in sub-Saharan Africa.
Many studies which include: Barro and Sala-i-Martin (2002), Cc'"ier and
Gunning (1999) and, Sachs and Wamer (1997) have found that there is a
significant negative cc__elation be! een natural resource endowment and
economic growth, such that the negative relationship he : accounted for why
resource abundant countries. most especially in sub-Sahara Africa, have grc n
relatively slower than other countries. The methodologies ad _ted in these
studies to arrive at this result follow the estimation of an ‘endogenous'

neoclassi | growth model using a combination of trad...onal growth
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Table 1
The Growth Performance and Vol ~  of some Developing Countries 1960 - 2007
1960 - 84 1986 - 84 19985 - 2000 2001 - 2007
Countries/Regions Growth Growth Growth Growth Growth  Growth Gro Gt h
Volatility Volatility Vola Volatility

(%) (%} (%) {%) (%) {%) (%) {%)
UAE 4.3 23 44 21 -14 51 1.2 21
Kuwait 56 15 45 9.8 -2 12 37 32
Bahrain 55 28 15 4.0 16 13 18 21
Oman 8.3 20 1.0 4.0 08 22 1.7 31
Qatar 12.4 24 06 193 216 0.4 31 24
Libya 13.0 1.4 1.4 68 128 1.1 30 16
S/ Arabia 32 21 -13 38 -1.0 1.8 1.7 18
Hong Kong 6.7 06 34 1.4 29 23 35 0.4
Indonesia 38 09 37 16 a1 21 34 0.1
Malaysia 44 0.5 35 13 0 24 25 06
Singapore 69 06 52 07 33 1.9 42 0.1
S/ ea 6.6 06 6.2 0.7 39 22 45 0.2
East Asia 43 06 52 0.3 29 22 51 0.7
SSA 11 35 -11 1.8 0.1 6 21 46
MENA 55 21 1.0 40 08 1.3 22 1

Sources: WDI World Bank {2008}, Summers and He  n {2007), and Author's calculations.
MENA = Middie East and North Africa Region; SSA = Sub Saharan Africa Region.

Note:

Country-specific growth rates are the period averages of GDP per capita growth and the

regionat e growth rates are measured as the median of average countries growth rates.

The calculation of growth rates uses the gror  rate of Real GDP per capita measured

in domestic currency.

Country-specific growth volatility is measured as the ratio of the standard deviation of growth
over the absoiute mean value of growth during the sample period and the region-specific voiatility
is measured as the median of the country-specific volatility.
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with the per capita annual average GDP growth rate over the t ) episodes is
the growth volatility in the regions and countries. In the first episode, gro h
volatility in the Middle-East and North Africa (MENA) region was 2.1%. sub-
Saharan Africa 3.5%, and East Asia 0.6%, and in the second period between
1985 - 1994, growth volatility increased significantly to 4.0% from 2.1% in the
Middle-E t and declined in both the East Asian and sub-Sah an re~ons to
0.3% and 1.8%, respectively. In the third period. 1995 - 2000. the gr¢ th rate
of the oil-rich economies dwindled further to an annual average rate of 0.8%

though with a decline in growth volatility from 4.0% to 1.3%.

During the second growth episode, the East Asian economies performed
reasonably well, in terms of growth volatility. compared to the Middle-East
and sub-Saharan . .frica. Even though annual average per capita GDP growth in
the region increased from 4.3% in the first period to 5.2% in the second peri .
growth volatility declined further from 0.6% .0 0.3%. However, . individual
country level, most of the East Asian economies recorded marginal increases in
growth volatility. Although the sub-Saharan African regic- recorded a negative
growth of -1.1% in the second period. growth volatility declined from 3.5% to
1.8%. suggesting th... they actuall performed better than the Middle-East and

North African economies in terms of growth volatility.

The third growth period, 1995 — 2000. witnessed the Asian financial ¢__sis of
the 1990s when the region's growth volatility increased considerably to more

than 2.0% compared to the MENA region with 1.3%, and annual average GDP
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effects but ignores endoge~-ity; the level generalized r--thod-of-mi ents
estimator controls for measurement errors and endogeneity., but ignores
unobservable individual effects; and the system instrumental variable
geners"“ed me*- % f s estimator which sir-ltaneously cc “trols for
country-specific effects, measurement error and endogeneity. We he : adopted
the above four estimation methodologies because they have received the most
extensive application in cross-country gro h reg ssion. particular] in the
studies we have earlier re ewed. We estimated a dynamic endogenous growth
specification of the form:

ve=ay.  ta (v, -y )+B X, +n +& +e, 1
Where:

y, = Log of output per capita for country (i) at time (¢

3! = The trend component of output per capita

(v, —y.)= Output gap at the start of the period

X,, = The control Variables (Determinants of Growth)

n, = Unobservable country-specific effects

£ =Country invariant period-specific eftects

#« = Disturbance term
In the IV-GMM estimation. the lagged components of the regressors are used

as instruments. The differenced transformation of the terms is given by:

(ynr =Y ) _(yr_r~l -V )= ao(yi‘l—l — Vi ) + ﬁ.(Xu - Xr.:-l ) + (Eu _gi.r—l) (2)
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That the explanatory variables are uncorrelated with the instrumented

disturbance term'®

V. Data

In the four e_..mations, we have used an unbalanced panel data with 5-year
period averaging. The sample period covers from 1960 — 2007 for 100
countries. We considered 13 growth determinants with average GDP per capita
growth r...: as the dependent variable to be explained. The di... were obtained
from the World Bank Development Indicators (WDI), Penn World table and
Geographical Information System (GIS). The data set used in both the pooled
OLS and fixed effects « :imations are in log-level form, while the G M
estimation used first-difference order and the instrumental variable G (IV-

GMM) used the lagged components of the variables as uistruments.

VI. Measurements and Definition of Variab

In formalizing the significance of initial condition in our model, we used the
logarithm (log) of GDP per capita (1970) in count: (i) and time (#). Human
capital is measured as the ratio of total secondary school enrolment (regardless
of age) to the population of the age group that officially corresponds to that

level of education. As a measure of inflation, we used the log of annual

o Arellano (2003) shows that the system-IV GMM estimator can sall generate consistent
csumated parameters even with a first-order seral correlation in the model.
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' odel. However, g that we have found that initial income, institution
and real exchange rate over- valuation are robust in the sensitivity analysis test,
they represent key factors that explain GDP per capita gro h rate in an
economy. The ‘~itial income variable is only "portal.. in the sense that
technological progress and total factor productivii needs to  enhanced in
order to drive economic gro h faster . its s*~1dy-state equilibrium. The al
exchange rate component requires that prices are competitive and transparent
to encourage real export sector growth and for countries like = geria. non-oil
export growth. It is confirmed in this analysis that central to fast and positir

growth is strong and efficient political and economic institutions.















Mahmud: . ..y Has Growth Slowed in Sub-Saharan Africar

encourages il rt, thereby mak’~-g 7 = developi—— cou ‘ries pe tel
import dependent at the detriment of the grc th of the d nestic real se

such as man acturing and agriculture.

T
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