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·~A8STRAÇT 

The debt cri.sis has contri.butedl . t.o economic 

difficult.ies and poli~ical conflicts in Nigeria. Often lost 

in the-POli.cy debates and-polit.ical struggles about the 

crisis has been this central fact that there is a 

coexistence of massive capital flows in both directions. 

Capital flight which is the exit of residents· own 

capital from the domestic economy was measured es a residual 

from t~~-_, balance of payments equation which ·· equated the 

source of finance to their uses. The relationshi.p between 

external debt and capital flight on the one hand and other 

factors determining them was elucidated by multiple 

regression models. 

The regression results support the hypothesis that debt 

fueled capital flight. and flight-fueled· externat -debt or 

borrowing were important aspects of the Nigeria's experience 

in the study period. 8y inference, capital flight imposes 

,growth cast, erodes the tax base,. worsen income distr-ibution 

and constitutes the single major factor keeping Nigeria in 

her present debt problems. Consequently,. the solution to 

Nigeria's external indebtedness is loèated within the 

penacea ta the capital flight syndrome. 
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CHAPTER ONE 

INTRODUCTION 

The first oil shock (1973/1974) was one that brought a 

boom and boost ta the economy of Nigeria. The increase in 

revenue was accompanied by a change bath in pattern and 

level of expenditures. This phenomenon was one in which the 

'life' of the country was caught up in the present mess as 

the government of the day lacked foresight into the future. 

Thus, the oil sector was given prominence to the neglect of 

the other sectors, particularly agriculture, which prier ta 

that time had been the mainstay of thE~ country. 

became a manoproduct economy highly susceptible ta the 

vagaries in the world market. Given a short fall in the oil 

export receipts, Nigeria resorted ta deficit financing. This 

was actually apparent since 1978. The Eurodollar market soon 

became a prominent a source of credit to finance our 

deficits through recycling. 

Since 1982 the debt crisis has contributed to economic 

difficulties and political conflicts in Nigeria. Infact the 

issue of external indebteclness the Less Developed 

Cou.n t,,-ies ( UJCi;) has dominated most debates about global 

finance since 1982. This phenomenon has become a thorn in 

the flesh that has remained intractable in this ,::ounti·-y. 

Nigeria's external debt which was at US $567 million in 1970 

1 
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had reached an height of US $5091 million in 1978. 

its growth has reached a dramatic stage such that it stood 

at US $30,178 million in 1988. 

The magnitude and severity of Nigeria's debt problem is 

more forcefully demonstrated by movement of certain debt 

ratios .. At 13.3 percent in 1980, the debt/export ratio 

rose ta 404.2 percent in 1986 and from 341.0 percent in 

1987 and to 241.5 percent in 1991. The ratio of debt /GDP 

rose continuously from only 3.8 per cent in 1980 and from 

62.3 percent in 1986 ta 350.1 percent in 1991. Simi l,::1.1--·l y:• 

the burden as measured by the ratio of debt service/export 

of goods and services rose rapidly from 0.7 percent in 1980 

to 28.1 percent in 1985 and ta 25.8 percent in 1991. This 

ratio would have exceeded 65 per cent since 1985 but for 

payment defaults and subsequent debt restructuring and 

refinancing (CBN,1992). 

The factors which combined to bring the external debt 

to J..ts current levels comprised borrowings from the 

multil<:(tet-·a.l ë1nd lateral institutions, the accumulation of 

.i.n p.::1.yment 

capitalization of unpaid interest, and depreciation of the 

US dollar against other major international currencies in 

which the loans were contracted. This plight is one that 

4._ has occasioned a situation of servant-master relationship 
1 

between Nigeria on the one hand and the creditor governments 

and institutions on the other. 
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Often lost in the policy debates and political 

struggles about the crisis has been one central fact. That 

is, Nigeria has enough assets outside her borders to off set 

large portions of her total external debt. Capital flight-

the exit of residents' own capital from the country amounted 

to US $26.7 billion in the years 1970-1990 (Table 16, page 

85). If compared to the increase in debt over the same 

period the results are startling; about 87 percent of the 

debt build-up was used to finance capital flight. The 

coexistence of debt and capital flight is, thus, considered 

unsound and abnormal. 

The high level of capital 

economic and political problems. 

flight presents several 

First, growth is reduced, 

partly because investment has been diverted abroad but also 

because necessary imports are limited by the foreign 

exchange drain from bath the flight itself and the fact that 

earnings on such flight assets are often not repatriated. 

SE":!conc:I :• the combination of debt accumulation and capital 

flight creates a perverse distributional dynamic. The poor 

undergo austerity in order to pay international banks which 

in turn make interest payments to those Nigerians wealthy 

enough to have assets abroad. F in;,:il 1 y, capi ta J. ·f]. ight 

impedes a resolution of the overall debt problem (and by 

e)-:tension ,a recovery cf world trade) since it is difficult 

to persuade developed ~ations to extend new credit or debt 

relief when such a high percentage of the new resources may 

3 
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~ 

merely "slip out" of the coL.mtt-y again as capital flight 

(Pastor!, 1990). 

The preponderant of the causes of capital fl.i.ght are 

often attributed to economic factors. These are offen 

traced to disincentive created mainly by distortion in 

domestic macro economic policy. These distortions manifest 

themselves in large public sector deficits, e:-:change 1~ate 

misalignment, inflation and financial repression. As part 

of the economic causes also are incentives provided by 

foreign banks and government. These include attractive 

returns and the maintenance of secrecy on deposits. These 

are basically the obverse of the factors that triggered them 

off the domestic economy. 

Part of the explanation for capital flight which is 

often ignored in most analysis on the topic is the political 

aspect. This is predicated on corruption and access to 

foreign funds by political leaders. It has been alleged that 

some political leaders through the perquisites of their 

offices siphon funds to foreign countries. Thus, access to 

political offices and the corruptibility of such office 

holder-s become imper-tant factor-s. As part of the 

c::01·--r-uption !' it has been alleged that in the year-s when 

petrodollar surged into Mexico, Venezuela and Nigeria, the 

opportunity for gr-aft multiplied in these years and a lot of 

~oney consequently was siphoned abroad (Ajayi,1992). 

The conduits for capital flight are both many and 

4 
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These include cash or monetary instruments, bank 

transfers from a local affiliate of foreign owned bank to ,:;.:;. 

design21 ted r-ec i pi. en t meta l !:, and 

collectibles including works of in,loicing cJf 

tr-ade tr-ansactions, the bJ..=.:1ck market and commissions and 

agents fees which are paid by foreign contractors into th(=! 

foreign bank account of residents. 

This study intends to construe capital flight <::i.S a 

stol.en money by placing emphasis on the private capital 

outflow from Nigeria. The public capital 01...1 t f 101.AJS I/\JOU 1 d 

take the form of repayments an external debt and donation 

,..,.. m,:1.de to foreign government. Discussions here have not 
/. 

centred on the public outflo~\Js since it is 

officially documented and assumed to .in the 

country's official J.evel of reserves. Having acknowledged 

the role of the .investment climate at determi~ing capital 

flight, we have also recognised public officiais and 

influential persans as very important. The role of these 

people is predicated on corruption. 

investigation of the linkages between 

debt and capital flight supports what we have 

ta <::l.S "debt·-driven" cap.ital flight and "flight-

e:-:ternal debt cm the one hand and "debt fueled" 

capital flight and "·f J. ight-·fue l ed" e}: terna 1 debt on the 
+-

These are situations in which external debt and 

capital flight both provide the motive and resource for each 

5 
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other. The econometric investigation did net show much 

significant influence of the economic factors on capital 

flight determination. Given the relationship between 

external debt and capital flight, corruption becomes a point 

of reference and a plight to embattled Nigeria. 

1.1 STATEMENT OF THE PROBLEM 

One of the greatest problems confronting many LDCs 

including Nigeria today is the level of their external 

indebtedness. The external debt problem of these countries 

is becoming more acute for a number of reasons. First, the 

size of the debt relative to the size of the economy is 

enormous which discourages private investment in the 

country. Secondly, the debt servicing payments has gulped-up 

an increasing proportion of the annual export earnings 

thereby reducing resources needed to improve on the welfare 

of the citizens. The welfare of the people and the growth 

process of the economy is thus jeopardized. Thirdly, the 

debt burden of these countries threaten net only the 

execution but also the prospect and success of the 

adjustment programme being embarked upon. This is 

particularly important considering the various hardship the 

populace of these countries have been subjected to since the 

commencement of the adjustment programmes. 

It is however worthy of note that there exists movement 

of ~apital in bath directions in Nigeria and most other 

6 
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LDCs. While the government is borrowing abroad to finance 

rising fiscal deficits some other people· within the domestic 

economy are procuring external assets. This simultaneous 

coexistence of foreign borrowing and capital outflows is of 

importance bath on practical and theoretical grounds. First, 

it is believed that capital should move from capital 

concent,~ated Developed Count,~ies to capital 

Developing Countries. Any contrary movement of capital is 

theoretically abnormal and unsound. However this is exactly 

,.,.,hat has been happening in Nigeria and many more Less 

Developed Countries for some decades now. 

exported capital reduces the growth rate of 

Second l y!' the 

the countr·y . 

This is because flight capital is not available for local 

investment. Thirdly and very importantly, ·flight capital 

reduces the capacity of the countries to service their 

debts. 

It has been discovered that capital flight bath provide 

the motive and the resource for foreign borrowing. At the 

same time,foreign borrowing bath provide the motive and 

resource for capital flight. Thus,it becomes a thing of 

concern why the government and the populace of the country 

through the government should be shouldered with the burden 

of debt servicing when the borrowed funds are not invested 

within the domestic economy to benefit the people. While 

the incarne earned on such external assets are retained 

abroad the hard-earned foreign exchange is used to service 

7 
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e:cter-na l debt. 

As imper-tant and ur-gent as this plight might look, 

ther-e still r-emains a r-esear-ch gap in the liter-ature. Tt is 

the intent of this work to unfold these phenomena of 

external debt and capital flight in Nigeria. 

la2 OBJECTIVE OF THE STUDY 

With the magnitude of research work that have been 

undertaken on external debt in Nigeria, this study ·is 

intended to concentrate mor-e on capital flight than external 

debt. It is spec.ially designed to examine among other 

things: -· 

i the magnitude of capital flight from Nigeria during 

1970-1990. 

ii the composition of capital inflows ta Nigeria during 

1970-1990. 

iii the absorption of foreign borrowing in Nigeria during 

1970-1990. 

iv the linkages between external debt and capital flight 

in 1970-···1990 v.i.a an econom(·:?t.1,- :Le 

invE•st.i.gE1tion. 

v ta profer policy recommendations based on the study. 

8 
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1.3 RATIONALE FOR THE STUDY 

Following from the problems enumerated in the statement 

c,f pt-oblems!, it is clear that the problem of external 

indebtedness is acute in Nigeria. Various management 

techniques have been adopted ta redress these problems but 

to no avail. Therefore, we say here that a lasting solution 

to these problems will came from a proper conceptualization 

of the major root cause or causes of the problem. 

C,::i.pi ta.l ·fl ight is ma.j or· 

determinant of ext~rnal debt in Nigeria. Thi·::; being the 

situation, the solution to the external debt problems will 

lie in combating the cap~tal flight syndrome. We do hope 

that this work will provide significant solutions to the 

problem of external debt in Nigeria and many less developed 

cou.n tr .ie·::;. 

1.4 THE SCOPE AND LIMITATION OF THE STUDY 

This study will caver the period between 1970 and 1990. 

This period is significant for a nu.mber of reasons. It has 

been asserted that political leaders using their offices 

siphon the wealth of this nation out for their selfish use. 

Since the study period witnessed succession of governments 

in Nigeria, we want to examine capital flight and external 

debt before and since the outbreak of the debt crisis. 

9 
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Also, 

capital 

this period shall allow us to compare the level of 

flight associated With the various regimes of 

government. 

One great problem of research work in LDCs is scarcity 

and unreliability of statistical data. Data unreliability 

is a major problem in this work. This is particularly true 

for figures on foreign borrowing because of its periodical 

review by the World Bank. Given the various definition of 

capital flight the method we have adopted may net be the 

best measure even if it suits the context within which we 

have used it. 

Another great constraint on the path of this research 

work is finance. The researcher is capital poor which posed 

a serious limitation on his mobility access to most 

current literature, photocopying of necessary materials and 

computer services that are most required for the excellent 

execution of the study. 

1.5 ORGANISATION OF WORK 

This study is divided into five Chapters. Chapter one 

1s a brief introduction to the work. Literature review is 

treated in chapter two. 

methodology of this work. 

Chapter three is centred on the 

Chapter four gives the model 

tests and results with the analysis. And in chapter five, 

we have summarized, recommended and concluded. 

10 
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CHAPTER TWO 

LITERATURE REVIEW 

This chapter seeks to unfold the cocoon round about the 

te1·-m ''capital ·fJ.ight. T ~n the course of doing this!, the 

relationship between externaJ. debt and capital flight will 

be brought to light. Specifically we seek among other 

things the definition, measures, mechanisms and causes of 

capital flight in this chapter. This will provide for us 

the basis for the calculation of capital f l ight f1·-om 

Nigeriël .. 

2.1 CONCEPTS OF CAPITAL FLIGHT 

There are various definiticns of capital flight. The:• 

use Clf the t,:2nn "capital f 1 i<;iht fi arouses s tt-ong emotions in 

Sorne analysts view capital flight as the 

cause of heavily indebted countries' inability ta recover 

from their debt problem. capital flight is 

as ëi fi pej orative desc1·- i pt ion n,::1.tu!'-;;;.l 

economically rational response to portfolio choices that 

have confronted wealthy residents of some debtor countries 

in recE•n t year·=· '' (Lessard and William ,1987 p.202) 

~- controversy surrounding the term is due partly to the lack 

of a precise and universally accepted definition for it in 

economic theory and partly because of the way the term is 

1.1. 
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used between developed and developing countries. It is:, 

usual among some economists to refer to capital outflows 

from developed countries as foreign investments while the 

same activity when undertaken by the redisents of developing 

countries is referred ta as capital -f l ight" P,t the sa.me 

time, when residents of a developed country put a percentage 

of his equity abroad it is called strategic diversification 

and when the same is done by residents of a developing 

country it is called lack of confidence (Kaniz, 1984). One 

ï.J ·f the distinction that is often made, however, i s th,i:i t 

exchange rate central regimes exist in many developing 

cou.ntries. 

One of the argument for this dichotomy is the belief 

that the investors from developed countries are responding 

te be better opportunities abroad and the investors from 

developing countries on the other hand are said ta be 

escaping the high risks 

(Cuddington 1986 and Ajayi, 

which they perceive at home 

1992). This interpretation 

makes it very obvious why a lot of economists are ill-at 

ease with the definition of capital flight. In gen,:=1~a 1, • .L 
J_ L 

is believed that the investors from all countries whether 

developed or developing will base their investment decisions 

on the relative returns and risk of such investment at home 

and a.b1·-oad. Developing countries given their characteristic 

feature however will be hard hit. 

There are possibly a number of reasons why capital 

12 
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flows from developing countries should be labelled as 

"capital ,flight". Firstly, it is the gene1--al p1~esumption in 

economics that capital should flow toward capital scarce 

c:ountries. Any flow in opposite direction , that is, fn:-.im 

developing to developed countries are not only unusual but 

The second reason is a policy issue. What is 

important is the extent to which those assets held abroad 

could be utilized at home to reduce the level of external 

indebtedness and relieve the inherent liquidity problems 

brought about by debt service obligations ( Pa.1.s ta,,-, l 990) • 

This is further substantiated by the fact that such external 

assets never return into the country (Cuddington,1986). In 

distinguishing between capital flight and normal capital 

flows, two broad approaches are taken in 

The first is an identification of specific episodes (or 

coL.mtries) that are characterized by abnormally adverse 

economic cond i tians fc,r investment. and 

estimates of the acquisition of external claims by the 

sector as capital flight. The second approach 

distinguishes capital flight from other capital movements by 

considering capital flight to consist of the acquisition of 

external claim that are not reported to the domestic 

authorities (Chang and Cumby,1987 and Dooley, 1986). On the 

c,21pital flight can be considered as those 

C:ëipit,::i.l out·flo1A1s;; 1.AJhich ar-e in e:-:CE!SS of "nonnë:il -flo1A1s 11
• One 

problem with this definition lies with what constitutes 
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"norm;;:"\ 1" capi ta 1 flows in this context(Anthony and Hallet, 

1990) 

These various difficulties essentially lie at the heart 

of the varying definition and computation methodologies 

which have been employed to quantify the c-::1pi ta l flight 

phenomenon (Bank of England Quarterly Bulletin!, 1989, 

Anthony and Hallet,1990). Thus, the possibility of multiple 

definational terms is one of the quandaries in this area in 

a sense and yet perhaps one of the strong points. There 

exists more than one viable definition of capital flight and 

the appropriate chai.ce will depend on the policy question 

most pertinent to the country for which capital flight in 

being estimated and the time period under consideration 

(Bank of England Quarterly Bulletin 1989; Chang and 

Cum!Jy, 1991). A distinction is often made between legal and 

illegal activities in order to distinguish between capital 

flight and the so call1.?.d "nDnrial" c.::1pitë1l ·FJ.01--Js Since 

illegal transactions are not recorded, it is therefore not 

only cliffic:ult 1, but almost impossible to measure it as a 

component of capital flight "capit,::1.l fl.i,;iht ü:; c,::.1.pital th,,:1.t 

·f l <~es" (Ingo 11,J,a 1 tet-, 1987; Kind 1 ebege1·- !' 1. 9El7) • Al ter·na tivel y, 

capital flows in response to economic or political crisis 

are capital flight(Husted and Melvin, 1990). l\loi--rnal capital 

flows on the other hand refer to flows that correspond to 

ordinary portfolio diversification of domestic residents 

(Dooley, 1986, Khan and LII Haque,1987). 

14-
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According to Cuddington (1986) capital flight refers te 

short-term private capital outflows. It invci l ves "hot 

money" that respond to political or financial crises, 

heavier taxes, a prospective tightening of capital or a 

major devaluation of of the domesiic currency arising from 

a high misalignment of the currency. This definition 

suggest that capital flight is a response to differences in 

and risk across countries. In the Morgan Guaranty 

Tr·ust company (1986, P. i.:::n an expansive definition is 

adopted. flight is the reported and unreported 

acquisition of foreign aseets by the non-bank private sector 

and elements of the public sector. 

In order to clarify our thoughts on capital ·f]. 01/,JS, 

Ajayi!, (1.992) presented table one below which he adcpted 

from Lessard and Williamson (1987) showing a taxonomy of 

factors explaining international capital flows. 

1 t:: -~· 
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TP,BLE ONE 

TAXONOMY OF FACTOF~S EXPLANING INTERl'(ATIONAL_ CAPITAL FLOWS 

ECONOMIC 
RISK AND 
RETIJRNS 

ONE-WAY FLOIAIS 

* National ResotJl'"ces 
Endrn,Jments 

::< Tel'"ms of Tl'"ade 

;;'< TeclTiology changes 

* Demogl'"aphic shifts 

* Genen:1.l economic 
managements 

nm-l>JAY FLOWS 

*D.i ffel'"ences .in Absolu te 
l'"iskiness of economies 

* LoN correlation of 
l'"isky outcome acl'"Œ:5S 
countiry 

* Diffel'"E"'f'!Ces in investor 
risk p1~eferences 

11----·----------~-----------·-·----.. ---------·---··--·------

FINANCIAL 
RISIŒ ,~ 
F.'.EllJRNS 
RELATIVE 
TO EmNOMIC 

* Ta)-:es(dev.iat.ions fl'"om 
l>Jod cl Leve 1 s) 

:J( Inf lat.ion 

* Default on govèrnment 
Obl .iga t.icir,s 

* Devaluat.ion 

* Ta}:es on financ.ial 
In tenned .ia ticir, 

li'< Polit.ical Instabilityi, 
Poli tica.1 confiscation 

* Di ffe1~ences in ta:,(es 
and 11-IEIR incidence 
betweer, 
l'"esidents and ncn
l'"es.idents .. 

~< Di ffe1~ences .in natw-e 
and .i.nc.idence of 
country r·isk 

* Asymmetric application 
of guëin:.i.n te:,è?-5 • 

>.'< Di ffe1·-ent inte,~est 
c:e.i.l.ing for residents 
.:::lJ-,d non-l'"es.iden ts 

* Di fferer1t access ·to 
fon=1ign e:·:cl1ange 
dF--nominat.ion c: L:d.ms 

l.!=======-=========.-:::.!=====-=-=====-=======!:::==========···==·===-'I 

.ScJLtn::e : Aj ay .i ( 1992, F' • 13 ) 

16 

CODESRIA
-LI

BRARY



;+--
' 

The upper left quadrant of the table identifies various 

factors based on differences in economic return across 

countries. In the upper right quadrant are those additional 

·factors thi::tt dea.l t•Jith the ·l.:\A10·-1t . .1ay-flo1,-~·:5 "normal" port-folio 

cliveF·si ·f ication. Most o"f' the theoretical and empirical 

studies of capital flight place emphasis on the lm'-Ji?.r· 

left and right quadrants. The factors emphasised are those 

that c:1,·eate ·='· '',Al•?.dge'' bet1"1een ecr.:inomic a.nd ·fin<:1.ncial 1·-[?tu,,·ns 

regardless of whether they operate across the board or 

symmetrically among resident or non-resident ( L<?.s~5ë."l.l'"d and 

Williamson ,1987, p.217). From the table and the analysis 

the1·-ein normal capital outflows are the ones that take 

place in order to maximize economic return and opportunity 

between countries . Normal port-folio diversification take 

place on the basis of differentials in economic returns. 

C<:'.-1.pi t-:::1 l flight on the other hand as seen from this analysis 

the source country policies (Lessard and Williamson, 1987, 

P.217). A distinction is drawn (at least ta a large extent) 

betweeri private and public capital outflows 

l <::ï88) • According ta him, the public capital outflow is 

separately recorded in the change of official reserve assets 

of the balance of payments statistics. A vital contribution 

,J.._ 
was again made by Cuddington (1986). He was able ta identify 

1 

the outflow of talents in the form of brain drain from 

developing to developed countries as capital flight. Thus, 

17 

CODESRIA
-LI

BRARY



according to him, capital flight should not be limited ta 

financial assets alone. 

2.2 MEASURES AND ESTIMATES OF CAPITAL FLIGHT 

Following from the problem of establishing what 

constitute capital flight, it is difficult to measure it. 

The difficulties involved not withstanding, a number of 

capital flight estimates have been made over the last 

several years. The preponderant of these studies caver a 

number of countries including mostly Argentina, Brazil, 

Chile, Korea, Mexico, Peru, the Philippines and Venezuela. 

Duwendag (1988) covered 25 Less Developed Countries in his 

study of capital flight from Less Developed Countries. Those 

various studies differ fram one another in terms of the 

methodological approaches of measurement, country coverage, 

and time span. The most significant of these studies which 

have made impact on capital flight estimates include the 

studies by Dooley (1986, 1988), Dooley et al, (1986), World 

Bank (1985), Morgan Guaranty Trust Company (1987), Cline 

(1986), Cuddington (1986), Cumby and Levich (1987), Gulati 

(1987),Lessard and Williamson (1987), Khan and Ul Haque 

(1987),Duwendag(1988),Gajdeczka (1990), Khan (1989), Verna 

(1989), Verna -Schneider (1991), and AJayi (1992). The World 

Bank (1985) study covered Argentina, Brazil, Mexico, 

Portugal, South Korea, Turkey, Uruguay, and Vernezuala. 
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Duv,JE1nd;.:;1çJ (1988) study covered Argentina, Bra;,~ 11, Chi le, 

Colombia, Mexico, Peru, Venezuela, India, Indonesia, Korea, 

Mal ,,:1ysiE1, Pakistan,, the philippines, Thailand, 

Rc:;m,::1n i a:• Yuçiosla\,,ia ,, Egypt, 

Israel, Morocco, Nigeria, and South Africa. 

In Cuddington ( 198t:;) approach :• CE•.p.1 .. ta. J. i=light iis 

defined as short-term speculative outflows which according 

to him is the typical meaning of capital flight. C,:1.pi tal 

flight is defined as short-term external assets by the non -

bank private sector plus the errors and omissions in the 

balance of payments. This approach is concentrated on what 

is popu. l ar-1 y re·fE?1··-n;.?d tcJ as II hot money f loi,~s II meth<Jd bec a.us•'.-? 

of the fact that fu.nds are expected to respond qu.ickly to 

change·:::=, in expected returns or ta changes in risk. 

Variations in economic conditions are likely to affect the 

ma<.;.Jn:i.tude of such flolAJ!:5. These in t~f:5Sf?nce an;;;! funds "on th0? 

~'lings '' t.ha t. are E:1;-:p,:2c ted to ,~etur-n VE·t-·y qu.ick 1 y to thG? 

country of origin when economic conditions are favourable -

that 1s when appropriate macro economic stance is adopted. 

Khan and Ul Haque (1987) calculated capital flight for 

eight highly -indebted developing countries for th~ period 

1974 - 1982. They defined capital fli~ht in two ways. First, 

.it is defined simply as gross private short term capital 

flows plus net errors and omissions in the country's balance 

of payments accounts. This is the same as the Cuddington 

estima te. The second method tries ta take account of normal 
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capital flows. Capital flight is defined as that part of the 

increase in external claims that yields recorded investment 

income. This is net dissimilar to Dooley (1986) approach. In 

the Morgan Guaranty Trust Company (1986, pp.13) study, 

capital flight is defined as ''the reported and unreported 

acquisition of foreign assets by the non-bank private sector 

and some elements of the public sector''. Capital flight is 

estimated indirectly as the counterpart of net direct 

investment in- flows plus increase in gross external debt 

less recorded outflows through current account balance 

deficits and less the building of foreign assets by the 

banking system and official monetary authorities (Morgan 

Guaranty Trust Company). Cline (1986) critiques the ~apital 

flight definition adopted by the Morgan Guaranty Trust 

Company study. He argues that incarne from tourism and border 

transaction should be subtracted since these earnings are 

beyond the control of the relevant foreign exchange 

authorities. He also argues that reinvested investment 

incarne should not be considered as capital flight since this 

is also beyond the control of the authorities. Duwendag 

(1988) calculated capital flight implicitly as a residual 

via an indirect calculation using a balance of payments 

equation. Capital flight is calculated here as equal to the 

' 
sum of the change in foreign borrowing, net direct 

-~ 
investment, and the Use of Fund Credits less the current 

account deficit, net errors and omissions in the balance of 
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payments, the counterpart items and the change in official 

reserve (Duwendag, 1988,p34). This is an extension of the 

Morgan Guaranty Trust Company estimate. In Diaz Alejandro 

(.1984.p. 3(::>2··-363) , ~3<3.C.: h !J (1984, p397) :• th1~ Bank ·foi·-

International Settlements ( 1 S-184, p.101), the t,Jorld Bank 

(1985), and Boyce (1992 p.342) capital flight is a residual. 

C<?.!pi t.Etl flight is calculated as the increase in external 

debt outstanding minus the sum of current account deficit, 

the net direct investment outflow, and the increase in 

official reserves. 

A thorough examination of the lit.erature shows that 

there are a variety of ways of measuring capital flight. 

i~j <°=I'/ i (1992) classified the measuring techniques into six 

c:E1te,:;io1~ie,,;. In the 1'irst catego1~y is the 11 na1~t-ci1.,J 11 definition 

and measurement of capital flight. Capital flight is defined 

as the net short term capital outflows plus errors and 

omissions in the balance of payments. This is the Cuddington 

( 1986) app1~oac: h. Linder this definition capital flight is 

rc.:,:qu.atr-i:!d to ''hot monE"~y'' ·f].01t.J~5. The second categor·y is thra 

"det-i\,.ed" ïï1e<":ïsure of capit.:::11 flight. Capital flight is that 

part of the increase in external claims that yields no 

recorded investment incarne. This is the approach adopted by 

Dooley (1986, 1988). The third category consists of a broad 

measure of capital flight. In this approach, capital flight 

is the measured acquisition of foreign assets by the non-

bank private residents plus errors and omissions. Specially, 

21 

CODESRIA
-LI

BRARY



/)-, 
' 

the broad measure equals capital inflows in the form of 

changes in external debt and net foreign investment minus 

the current account deficit and changes in the assets of the 

banking system. This measure of capital flight corresponds 

ta that adopted by various authors including Morgan Guaranty 

Trust Compc•.ny (1986),World Bank ( l98~:.r) ;I Er-be ( 1985) .. The 

fourth measure is the private claims measure which defined 

Ci::l.pi tal flight as the acquisition of external claims by the 

private sector including deposits banks and the non-bank 

sector plus recorded err-ors and omissions in the balance -..1.: 
UI 

payments. ConE~sa (1986) corresponds to this. The fifth 

1 

.+- method is published by the Inter-national Monetary Fund . 

Capital flight under this method is derivable from the 

11 C1~0':5S Bo1·-der Bank d,2posits of l\lon·-banks by res;id,2nc:e of 

df?peïsi tc:)1·-' 1 published in the International F in.::1.nc: ici l 

Statistics. This measure has been used in the literature by 

l<han ( :1.986). The sixth popular method is that adopted by 

P,::1.stor (1989, 1990). This method is labelled the ''srJurces 

c•.nd l.l15E:•s" c1.pp1·-·oac h to capi ta 1 f 1 i•;J ht. Capital flight 1s 

derived residually from the balance of payment plus the sum 

of the current account plus the changes in reserves. This 

method is similar ta those used by Dooley et al (1983), 

Donbusch (1985), and Duwendag (1988). 

' 
The various approaches listed is as comprehensive as it 

.+·~ 

can be when due cognizance is taken of the different names 

that are often used for the same thing ( for- i?.;{a.mp l!·:::·, 

r-1 ... 
• 1:: •• ,::. 
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implicit capital flaws, Dooley et al 1986). 

THE MECHANISMS OF CAPITAL FLIGHT 

The conduits for capital flight are not only many but 

They came in various forms and it is almost 

impossible ta develop ~n exhaustible inventory of channels. 

A very apt description of some of the conduits and the 

various forms they take 1s described by Glynn and Koenig 

( .19i:li.f., p. 109) .. 

11 I t cornes in 'i'E.1. l ~-e····bottom i,;;i_!i ·l:cas;F.;.•is cl1~ in 
electronic fund transfers from private 
bank ing s<=.:1--v icF.:s tha. t Ci::1tet- t.o 11 hiç1 h·-nr~t 
~\101--th individu,::il<.::, 11 • It ml.':t.y tak<=- the ·fo1'·m c:l·f 
frugerrands stashed inside hollowed out 
sculptures or more via false invoices 
approved by corrupt customs officers. Its 
destination range from banks in Zurich, Miami 
or the Cayman islands to co-opt apartments in 
N<ë::11,i Y,:::wk or Candos in San D.i.e<JC:i". 

The inte1,·estin1-:;i sta1~y o··f thE? nan-a t.i.on -· .r::. 1.....11 

happening in the philippines some years aga is not only 

illuminating but gives a proper insight to the issue of 

various forms or conduits that capital flight can take. The 

general applicability of th:i.s e\/Eln t h,:i ':::-

probability rate for developing countries at least (Ajayi, 

J_ _ 1992 , p .. Fl) • 
. 1 

"In Mani.la not too long a1;io, a. policE· dog sn.i.ffing ·foi--

explosives in the cargo hold of a plane about to leave for 
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Hong Kong grew interested in a crate containing two frozen 

chickens and a .duck. The Philippines customs officers 

decided that the chickens were above suspicion but noticed a 

large gash in the duck. Inside the foui was $29,000 in very 

cool U.S. Cash'' (Glynn and Koenig, 1984, p.112). Police 

dogs have net been known as a popular mechanism for the 

detection of suspicious materials from the various airports 

in Nigeria. The possibility is high, however, that scme 

amazing discoveries could be uncovered by these sets c~ dogs 

if used for tracing illegal transactions. 

Ajayi (1992, p.20) noted a number of channels through 

which capital flight can take place in Nigeria. First, 

transfers can take place through cash or monetary 

instruments. These are usually in the form of either foreign 

or domestic currency, travellers checks or other checks. In 

the early 1970s, staries abound about Nigerian currency 

being carried out of the country and being exchanged in big 

cities like London or New York.''These were exchanged legally 

abroad for other currencies at current market rates. Inspite 

of the present economic predicament, there are still some 

African countries where the Naira is exchan~ed for other 

currencies in the cause of trade'' (Ajayi, 1992,p.20). 

Secondly, capital flight can take place through bank 

transfers from a local affiliate of a foreign owned bank to 

a designated recipient abroad. This amount of money can be 

exchanged at the market rate where no constraints or 
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1 restrictions are in place. Transfers can still be possible 

in the face of exchange controls but possibly at a less 

favourable rate. In the history of banking institutions 

development in Nigeria local affiliates of foreign banks 

existed. Given this institutional set up, transfers of the 

type mentioned took place and are indeed still taking place 

even though the exact statistics on the magnitudes are 

lacking. It is reasonable ta assume, however, that such 

transfers may not be available for incarnes that are known to 

be illegally generated. 

Ancther channel of transfer is through precious metals 

and collectibles including works of art. This is a 

substitute for currency movement. Local currency is 

converted into gold, silver cr other precious metals, 

precious stones, jewelry and similar assets that can net 

only be moved abroad but that will also be able to retain 

their value. The sale value of these are usually high in 

foreign currency. Usually, governments tend to restrict or 

prohibit imports and experts of any such items. Such 

international transfers therefore usually involve smuggling. 

Although it is known that there are large risks involved in 

such activities, some people who have taken risks in this 

regard have been successful while some athers have been 

caught in the act. 

The fourth mechanism of transfer is through false 
' 

-~ declaration involving trade transactions. In this case, 
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false invoices are issued. Substantial amount of money can 

the syst!?.matic banking of imports and experts. 

The expectation in case of capital flight is that exporters 

lt.JÎ l ]. S'/S:,tematical l y engage in under-invoicing I_AJhi li:::: 

importers over invoice and in the process derive foreign 

exchange gain that is outside the contra]. of 

exchange authority. The procedure for doing this is that the 

foreign supplier issues an invoice that is greater than the 

price of the product. The importer on receipt of the 

necessary foreign exchange remits it to the foreign supplier 

1.AJho then ker-:.-'!ps the difference between the actual price and 

~-
1 

the invoice in a bank abroad for the importer. On the export 

f5.i.dE~, the invoice issued amount in 

that is less than the agreed price. 

buyer places the difference between the invoice price and 

the agreed price in a foreign bank account of 

and remit the invoice amount. It is this amount of money 

that is surrendered to the Central Bank for local currency 

at the prevailing official E•:-;change r·ate .. If col lus.ion 

exists between exporters and impo~ters, trade ·fa.king i·,s ,:.1.n 

effective means of acquiring excess foreign exchange (Ajayi, 

recent research by Gulati (1987) SE•f:?fllS to 

indicate that under-invoicing of imports ta avoid tariffs 

1 
may be more common than over-invoic.i..ng to engage in capital 

--+--·-
"l'J.ight. 

C,,:ip.it,,~l -fl.i.ght throu.gh -f-::,.1 se tr·a.de .invoic.i.ng .1.S 
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gene!'"al 1 y E\ppl icable to the loca 1 affili.at.es 0 ""f 

multinational companies, and owners of business engaged in 

intel'"nat.ional t.F"ade. I t. is kno1rm in some cases t.hat false 

invoic:i.ng cë:in be mult.ipli!?.d t.hr·-ough a pr·-ac:t.i .. c:€? c:a.11(?.d ",~ou.nd 

t.1~:i.ppin,;_i". The pl'"ocess is one in which foreign currency 

assets are accumulated abroad at the official exchange rate 

via trade m:i.sinvo:i.cing (that. is, over OF" under invoicing). 

?kcon:ling to (~j ay i ( 1.'792) "some of thi?. .,Es sets are 

t-epi:~ tr·· i<:t t.ed in trie fonn o·f Cëish or· othe,~ monetar·-y 

instruments which are converted to local currency at premium 

at the local parallel market for foreign exchange. Whatever 

gain is made in local currency can then form the basis for 

·fur-·thE?1~ fa l sE·-·i.nvoiced tr.:'::\nsac tionr..,;". This; in effec:t .1.s 

"~,,xbi trac;i ing thf2 off.ici~':1.l a.nd parallel-market exchange 

r··a tt'?s" (Walter·, 1.S'87,p.11:::::) • 

A fifth method of transferring money abroad is through 

the black market itself. This, until recently, ha1s l::ie,:?.n a 

thriving source of transferring funds abroad. The amount of 

money so transferred is so difficult to estimate. Another 

vehicle through which capital can be transferred overseas is 

through commissions and agents· fees which are paid by 

·fon,?ign contractor~ into the foreign bank accounts o·f 

n2sidf2nt·::; .. Commissions and agents fees are in ~:;orne c:asE·?S 

_J__ 
polite words for the myriads of k.ic:k backs on fore.ign 

contracts! Recent years have witnessed the existence of 

bureau de change. This is an important mechanism through 
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which a lot of capital can be transferred abroad. The number 

of such institutions and the transactions undertaken by them 

There are some other vital channels of capital outflows 

that have been neglected in the literature. These include 

the massive outflow of ·resource persans from this country 

especially in the last one decade. Those who felt humiliated 

and under paid in their professions, whether due ta the 

fallen value of the domestic currency or negligence on the 

part of the government, left for where their services would 

be better appreciated. This phenomenon is normally referred 

Another important conduit of capital -n ight .is the 

repayments on the external debt. It can be said that the 

foreign borrowings which look very attractive when they came 

in are the seeds which eventually grow to become problems ta 

the national economy. This is particularly so when the net 

transfers are negative (that is, the sum of amortization and 

interest payment is greater than the inflows). The Nigerian 

total debt service has grown over the years. We have a 

superfluity of this particularly since the outbreak of the 

debt crisis in 1982. The total debt service ~hich was $55.6 

million in 1970 grew to over S4 billion in 1985. However, 

most analysis do not talk about these repayments (principal 

and interest payments). This may be because it is officially 

recorded and as such not regarded as capital flight. 
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2.4 ALTERNATIVE MEASURES OF CAPITAL FLIGHT 

The area of capital flight is still fallow in Nigeria. 

However ajayi (1992) worked on the alternative measures of 

capital flight by adopting different methodologies for 

estimating capital flight in the literature. He divided its 

estimation into two parts. The first part replicates for 

Nigeria the different methodologies for estimating capital 

flight that have been used for Argentina, Brazil, Mexico, 

Philippines, and Venezuela. He covered the period 1972 -

1989. In the second part, he employed variaus techniques as 

have been defined to estimate capital flight. 

U!sing Cumby and Lr:?vich( .1987), and adopted by 

Verna(.1989) and Vena - Schneider (1991), he calculated from 

the balance flight estimates for Nigeria using the various 

methods listed below. 

NOTATIONS 

A. Current Account Balance 

B. Net Foreign Direct Investment (FDI) 

c. Private short-term capital outflows 

D. Port folio Investment 

E.. Banking system Foreign Assets 
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F. Changes in Reserves 

G. Errors and Omissions 

H. Changes in Debt 

I. IMF Cree.Lit 

J. Travel Credit 

K. Reinvested FDI Income 

L. Other Invested Income 

M. Counterpart Items 

WOl"' ld Bank 

Morgan 

Cline 

Du,,~., en d "''· '~ 

S01...ir-·ce ~ 

:::: 

cr-w I H~I... -· FL.) GHT ESTIMATES. 

( H+B+P1+F) 

( H+B+r-1+F i 

(H+B+A+E+F) 

(H+B+A+E) - (J+K+L) 

(H+B+A+F+G+I+M) 

AJayi (1992, p.24) 

The result of his calculation 1s shown in Table 3. 
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TABLE THREE 
CAPITAL FLIGHT FROM NIGERIA: DIFFERENT ESTIMATION 

METHODS (1972 - 1989) (US$ MILLIONS) 

~=·--;:ar ---==-r-··-·-Er~:~-~~-;==- f-~r~:~==-~=-c==~-~~~~--=~=···--~:::~d~-;==· 
- .. --···---·-.. --·--- ··--··--·-··---··-·--t-----· ·---

1972 106.44 477.28 453.37 ---·-·------- __________ ..... ---·--·--·---·---1------------ 127.70 

551.75 1973 

5,824.27 450.88 -------·--·-----·------· 1974 --------·----·----·---·--- s, 995. _oo ___ _ 325.00 

1975 5,988.60 ·- 148.04 

__ . ___ 1_9_7_6 ____ + ___ 1_2_-._4_._s __ o ___ i-_5~,_5_?4.44 5, 04~21 __ , ___ 1_~.?-·_1!.'? _ 

1977 2,490.00 7,021.86 6,554.79 --------•---------! 
1978 508.40 2,695.20 2,309.48 235.23 --··---·----- -----------11 
1979 - 86.30 5,659.54 5,370.07 601.59 

11---------11---------- ---·------··--
,_ _______ _ 

11----1_9.a,_o _____ •. __ 2_,_7_13. 3_c_> --•·--~2 ,_?.!..~ .1; _____ 12 !. 234. ::---_~_6 __ ..... __ 2_,_~9_0_:2:. __ 

1981 2,132.30 6,145.22 --·-· __ 5, 3.6 7. 3_1__ 1? 345 ._ 14 ·-

1 
..... ___ 1_9_8_2 ______ --3, 8_0_5_._~9 __ -=2, 2_-:-_~~-- 8._7 ___ .... _-_2. , 569. 33 ____ . -3, s12. o9 ____ _ 

1983 2,016.10 3,098.82 2,893.61 1,991.64 --------··-·-.. · .. -·---···-------'" ----------- ------·-·-··-·-- ___ .. __________ _ 
1984 - 169.80 1,594.72 !-·--·--------------- ·--------·---
1985 -·--------

1987 

1988 

1989 

Cumulative 

3' 569 --~~- 5,. 385 D 4<?_, ___ _ 

5,874a60 __ ••• 7,522.20 __ 

1,043. 80_ ·-- _ 2,479.12 -·---· 

-299.70 2,212.46 ---

-·----·----·--··--·---!---·------

1.494.72 l.___1a2.a1 

5,272.14 ---1 2,994.37 -·-
·--·------r--------·-

_::::::::-- ::::::::1 
- 2' 385. 12 - --902. 80 --· -1 

2,102.46__ -369.70_~ 

·-------·- ----------·---·--· 
1972-79 4,224.20 34,627.30 ---· 31 ir258. 70 4,414. _5 --

~~9-~~.._ ____ 2,_8J69._~~-- ... 25,~~6.:..82 _____ 23,196.02 ____ '.?-, 717 ::_?.? -·--· 
1972-89 . 22,801.30 ___ B0,650.28 ____ 75,330._31 -·-- 20,840.99 -·-·· 

1983-87 l!6,793.2Q 24.442.94 23,651.69 15.769a51 1 
:......::::::::::=:::::::::::::-.::::..--::::=:-.:::::::::::::::::::::.:::::::::::....-::::::::..--:::::..-:::~-::::::::::::-.::.=-.::::.:::::.~::::._ ... :::::,.~::::::::::-.::::.-.::::::::.::::::::::::::::::::::-..:::::-.. -::.::::::;:=:::::::::::::::::::::::::::::::::-.:::.-;::.:::::::::::::.:.·:;::_,;=:::---===.::::.-: .. .::..:.-::-.::::::......: . .::::: .. 

Notes: ( 1) SomD o1 t.ha itmm11 in som• casms could not be opnrationa.11zed ful ly boca.use SDffllR D1 th!! 

atatistics do not euist. This iB true of JMF credit and reinveated FDJ income. 

(2) 

S0urce1 

Th• following atatistics wcre takEn from tha balance of paymentg otAtistics yoar book• Trnvel, 

other investmont Incoma, Counterpart items. Theme wure normally record&d in Hillionm of SDR 

and wwr~ canvartad ta Milliona of dollars uming the conversion rate undcr u.a. country d&ta of 

tha IMF Une Sc 

AJayi (1992 1 p.25) 
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Capital flight using the Morgan Guaranty Trust Company 

approach was about US$ 477 million in 1972. This rose to US 

$ 12, 974 million in 1980. It rose and fell systematically 

there after reaching only US$ 2,212 million in 1989. 

Capital flight was by this method, 13 percent of GNP in 

1980~ but was about only 8 percent of GNP in 1989. The 

percentage share of capital flight in GNP using the Cline 

approach are not tao different: 12 percent of GNP in 1980, 

and 7.6 percent of GNP in 1989. Capital flight as a 

proportion of external debt was 145 percent in 1980, and 37 

percent in 1989 using the Morgan Guaranty Trust Company 

method. In all cases, these figures are significant and 

cannot be ignored. It is clear that the different results 

obtained derived from the different approaches that go into 

the calculation of capital flight. It is clear that the 

approaches yield substantial amount of capital flight over 

the period covered (Ajayi, 1992, p25-26). 

The differences in the magnitude of the results using 

different definition of capital flight are not surprising, 

Ajayi (1992) further classified the similarities and 

differences according to different periods= The amplitude of 

capital flight for the period 1972 1979 and 1979 - 1983 

were not tao different in the four measures. The period 

1972-1979~ which include the oil shock years showed more 
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capital flight than the following period. The year 1980, 

which is the second year of the political regime of the 

civilian administration is noteworthy for the criticisms and 

al legations i t had received including corruption t'llhich m'ade 

possible the transfer of huge amount of money abroad. In all 

cases, the amount of capital flight rose dramatically from 

what it was in the previous year. 

From the cumulative totals, several results emerge. For 

the entire period, 1972-1989, the Morgan Guaranty Trust 

Company methodology gave a total capital flight of about US 

$80.7 billion as opposed to Cline's of US $75.3 billion. In 

the Erbe and World Bank methodology, capital flight was US$ 

22.8 billion while it was US $20.8 billion using the 

Duwendag method. Over the period of the civilian regime, 

1979-1983 (with overlaps), the maximum capital flight of US$ 

25.6 billion was recot-ded using ,the Morgan Guaranty T1--ust 

Company methodology and about U.S $15.8 billion by Duwendag 

methodology (Ajayi, 1992,p.27). 

On the next stage, six different approaches were used 

in calculating capital flight from Nigeria. These are 

variously labelled as estimated capital flight, the total 

private capital outflows, the residual method, the hot 

method (two versions), and the.derived methodc The "mirror 

stock statistics", though not given prominence is also 

presented. The starting point is the calculation of the 

total stock of external claims. From this is derived the 
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"estimated" capital flight. In the process of estimating the 

stock of total claims, Ajayi (1992) followed .a 

modified version of 

the Dooley (1986,1988) approach. 

TABLE FOUR 

ALTERNATIVE MEASURES OF EXTERNAL CLAIMS FROM NIGERIA (1972 -
1989) (US$ MILLION) 

===--====-=-======::::::...-:::::==-==---==-=.:.-:::..--:--=--::=.::::====:::::::c=-~==-:::::::==:-::=-..::::-.=-~=i 
Year ( 1) c2> <3> c4> <5> 

Rœc:e>rded 
C:1A.:l.rnta c:::Jl""t "8c:::zl,

-.:i..d_,,t 

ctt-.ar- t.......-. 
D.:1...-..c:t 

J:nvestn-,t -·--------

Tcte\1 

Ext-,m•1 

C1&.:i..ma BCJF" 

c:;c:,]. - 1-+2 

t...Jr-1;.-uc:c:,~ 

stci<::k o"f' 

e>C"t:.tiiltrTIA1 

c:::1-.:1..rns 

----------··!-----·---

TC>ta1 

stc:x::k o"i' 

E>etwrna::n. 
C1œ.:i..ma 

1~----- ----~--o __ _ _,_ ___ 6. e ____ _ .. _.. 1~. 3 -·--·- ___ 972.0 ___ ._.1~._.1_04 ___ ._5 __ 

.197'3 -=-e ,1"'':z,t:;17 ... 4 - ..... ~-~ . 

1c;>74 

~---- -=·.,!;L___ ····---=~~ .o ___ - ~-5. ___ ,,_.. .1...J!..::!-134-o __ +--7'90"-' .......... ·..c:5'--il 

1977 .1.1537.6 --------· ·---· 
4-~-2 --------------

1979 ·----- ----2 _________ _ 

-.1;s;i.5 ·-------··--
=i .2 ·---

"'"·~~~----- -=~~.::->- . .2~~~-=-~ -

. 57el5.0 -- -- 5.'3Elb.5 __ ,__ ~-5 i 
1980 ··-- ·--a.464.3 ----· ·- -.!,slS7.5 ---· ----9•2,!5.1-B _ _ SJL=15-,.2__ ::-CJ>16.~--

7p4'59.0 -· ~-1 __ 

:J..c;,e:;s: 4=.!;5: .102a6 5'75a9 .1'3p66'l5.7 14p441a6 ,_1 _____ ·_~ "··----2--.'!..~-=---------256-_-~~ __ -, -l · ---~'!..;,=-------~~~~:·:~~-.. -?7-~·--'3-~-

19El5 __ ,___ -4,..qc,o.o _____ -.1.<Jé!>.2 _ ~e,,6.2 ___ :;z,c;a,.256.3 __ .. ~,710.'3 __ 

1~---- _ - _700.5 _____ • -2.1.e.e, ___ , ____ ··--·-9.19.2 ___ ,_1_ =!!...161.6,, __ 24iL::242u'3 _ 

1987 --·-- -i_.c;,,;,3 • 7 -----····- __ - . 6/B.1 ..• --.. ---~-- 2.,eoo;s:.e ___ ,, ____ ._ -;o..1.,e=.9 --c-2?•e10.1_ .• 11 

~----- .=.2:..,,:io, .o ----- --215.0 --~~-o --- . :;:'-.1. p::s:a:3 a9 ,-?z-761.0 '1 

... ~~-====---=· 678.o --·---· .. -·- -1,.252.0 ______ L=1 .. 930.o···-··-··-·I 3.1.p.1.132.o __ 27,.2e;rz.o J 
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Table Four gives the total stock of external claims for the 

record 1972-1989. In 1978 the total stock of Nigeria's 

external claims was about US $8.0 billion. This rate 

steadily rose to us $17 billion in 1981 - more than twice 

the 1978 figure. By 1987, it stood at us 29.8 billion but 

dropped slightly to us $ 27.3 billion in 1989. From the 

stock of e>~ternal claims, ti.,Jo versions of capital flight are 

calculated (Ajayi, 1992,p27). This is reported in Table 

Five. 

TABLE FIVE 
ESTIMATED CAPITAL FLIGHT FRnM NIGERIA (1972-1989) (US$ 

MILLION) 
.. ---·--·---·-.. ·--···-·-·-··--.. -· ... -·-·---·----·----·------·-----·- --------·-----·----------·-·-

Year (1) (2) 
Estimated Estimated 
capital capital 

flight% (a) flight*(b) -·---------------- ----·----·----·--------·---------·-----
1972 

1973 377.3 -377.4 --.. -----·------·-- ________ ........ ---·---·------··---·-·----·---
1974 ---- 9,104.1 ---·-- --- -9,1<~~..:2...._. ___ _ 

____ ,, _____ 1_97._5 _____ . ____ 9, 108 .• 0 - .. ·--------- 9,092.1 -·----

1976 _____ 1 ____ ,_2_7_2_-•. 9 ------- ·---···-- 1, 2?_~. 2 ---·· 

1977 2,616.8 2,621.1 --·------------- ·---------------·---1--------
1978 -3,314.8 3,317.5 ------·-----·---·-------.... -, --- 1---------·---
1979 8 7

~
7 2 -----·----·-----1--------·, ...,...c:.-.J,. ---·-·- __ -8,318.8·---

1980 --·---[-- -574.4 -579.5 -----
1981 18,483.9 18,486.2 ---------------------· --~·--·---~-----·-··---· .. -- -----------------------
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-------·---·-------,,-------·-·----------· -------·-------.. 
1982 -6,301.3 -6,298.1 ----- ------
1983 3,213.6 3,216.4 --·-----------1--------------· 
1984 3,339.3 3,340.1 -----·--- --- ----·------~-11 
1985 -2,070.5 -2,071.2 11-------------·---1-------"-----------!-------·--------
1986 8,530.8 ·---- 8,5~.6 ____ .. 

1987 5,572.1 11--------------------------'-----·-------1-----· 5, 572. 1 -------

1988 -47.4 -46.7 --·------·--·--·---------------
1989 -2,513 .. 5 -2,513.9 -·------------- ·---

Cumulative 11----·-------------· --·----------·------- -----· 
,1--____ 1_9_7_3_-_80 _______________ .-_2_,_0_6_6_. __ s ______ ·------2, 075 B 6 

1979-83 15.396.2 15.404.6 --·-·---·--··-!-----.. -• ----------.... --- a •-----·---

1983-87 

1973-89 

Notes:: 

( 1) 

(2) 

* 

-·-1-·------1_8_..:,_5_8 __ 5. 3 ---- ----- 18 ,_ 587. 9 ---·----· 

39,470.2 39,469.0 

Capital flight calculated using two steps. 

Estimate the total stock of external claims. 

Subtract from it the capitalized value of non
direct investment income receipts in that year 
BODY lines 15,17,19= These are capitalized by (a) 
using U.S. Treasury bill rate IFS line 60c and (b) 
using the UBOR rate on U.S. deposits from the 
international interest rates section of the IFS. 
As it turns out both results are about the same. 

Source: Ajayi, (1992, p.30). 

The capital flight estimates in columns 1 and 2 .of 

Table Five are calculatéd as follows from the stock of 

external claims after subtracting the capitalized non-direct 

investment incarne from the balance of payments statistics 

using LIBOR rate and the U.S treasury bill rate as explained 

in the footnote to the -t.3ble. From the table, it can be seen 

-:i- j .. .:,-::-, 
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that regardless of whatever rate is used to capitalize the 

non-direct investment income, the resulting capital flight 

estimates are virtually the same. In 1983-1987, for example, 

the amount of capital flight under the two methods was US 

$18.6~billion. For the entire period from 1972 - 1989, the 

amount of capital flight was estimated at US $39.5 billion. 

The variations in the ratio of total stock of external 

claims to the level of external debt is shown in Table Six. 
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TABLE SIX 
NIGERIA EXTERNAL DEBT AND STOCK OF EXTERNAL CLAIMS 

(1972-1989) (US$ MILLION) 

Year STOEXTCL EXTDEBY REX TCDEB --·-------· -------------,1----------------- ---------·-----
1972 1,104.5 732.0 150.9 ----·-------------·--
1973 727.3 1,205.0 60.4 ________ .. _ .. _____ -·--------
1974 

1975 

-·-8,365.0 ---- -----1,274.0 ------ ____ -:656--=~-------

790.5 11----- , ___ , -+----·-------·--
___ 1,143.0 _ 69.2 

229.0 

148.6 

1976 - 2' 07 4 C 5 --••-.. •-• .. - .. --.. _906_::9 _____ _ 

1977 3,146.0 

1978 7,966.0 5,091.0 -·--------·--· 156.5 1 
-~.9 _____ !_:!_79 -·-·--·· ·- -368 • 5 ··-----· -·-···- 6 , 235 a Û - .. -- ----...... ::!.-·------·· .. ·-

_____ ,!.~~~---· ____ _::_~ 16. 8 ·-------·--- .. - .. -· 8, _934. 0 -·------- ---- -1:. (.6) ·_ ::-" __ 1·, _____ __J 
______ _!:!_81 ·---·-- . 17, 560. 5 --· ___ _!. 2, (? 1 ~-:.~---.. - ...... _____________ .. ___ 1 

1982 . ...!!.., 23~_:_.!_ _____ .. ______ 1_2, 954. 0 -·----· ____ _§6 :!._ _________ _ 

1983 14,441.6 ----·-------•-------------
17,774.3 ,----... --.. --·--+--,--------·--· 1984 

18,539.0 

18,537cÛ 95.9 

_1_9_8_!'ï_ ... ____ + ___ 1_5__..;,, .. _7_1_0_._=;,:_ ____ ·-- 19, 551 • 0 _ 80.4 

1986 24,242.3 _____ , ___________ -'., 24,043.0 ·+-___ 1_c_,c_>_c8 __ 

, ____ 1987 ___ , _____ 2_9, 810 .1 ·-- -· 31,193.0 -·- 95.6 

____ 1_9,_88_____ 29 ,_7 61:..:E_ ___ ,,__ __ ?'_..:,_1_, ~~ 7. 0 ______ , ___ 9_~_-1 __ 

1989 27,252.0 32,832.0 83.0 
- .. --:::::-..:::=:..":;.-.:::::::-.::=::...-:=.-:===:::...---=.-::::::...-::-.:::::::==-=--====--=-·--::::.-=====--==----=---=--==-·----=--------·-

( 1 ) STOEx1·c1_ .. - Total stock of External claims 
('..2) EXTDEBT 
( ::::: ) 1=.:EXTCDEB 

Pd a y i ( 1 992 ) 

.. _ E·:}{-1:erna. l Deb·t 
Ratio of stock of External 
claims to level of external 
debt in percentages. 

The result of the second method of calculating capital 

flight, that is, the total private outflows method is shown 

in T2<.t:,le SevE•n. 

..,.r-, 
, .. )D 
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TABLE SEVEN 
ESTIMATED CAPITAL FLIGHT_FROM_NIGERIA~. TOTAL.PRIVAT~ 

OUTFLOWf3 1972 -- 1989* _ (.UE. $ MI L.L..I.DN) 
--==-":::::.--=---==-..::::::==--=----====:....-=--.:. .. --.----:::=----==:..--=::::::::---=::-.:...-:--=..--:::::::=.:=:::==.::::-==-====---=---===--:::.-:=-===-

Year r-,moun t 11---------.. ·------·----·--------·- ·------------------·-------·-----
1972 246 . .1 :=.:, 

---·--------·-----·-----
1973 -271.86 ·------·----------·---------- -----------------·---------
1974 175.86 ---- --·-------·-------------
1975 -509.78 

1976 ----·------------- ----------·---·-----·------·-----·--
.1977 -·-4-18. 60 

1978 3 !I 0!:,9 n 40 ------·--·----- ----
.1.979 ----------- 2 , 140 . o·:;:· ___________ _ 
.1980 

--------·--! 981·-·----------·-- ·------- j_ ;I ,~93 o 60 ·----------~ 

1982 5,316.18 
-------- • i"'\ 7 ·--.. --------- ··--·-------- ·~ 

0 

c: 
0 

j, r~ -·-------·--· 

--------- J. 7 8 .• :, -·--------------- ----- ·-~· , ':18 .:!:..: .<: 1 --·--------

·-----·--·-----:'.:-~~4 ----·---·-·-·--------· ·--·---·-·-----·---~--2 ,_ 100 • 6 ~------·--·--·----------· 

______________________ L: a::, -----------·------------·--- ---::-::: !'. 6t:-:, s . _ o 1 -----·------------

1 -r-r/.! /f(" 
---------- , 00 :J •.::.,,::I î' 11 ;,.j, ,) •-••------•-.. -

1987 ·-!:," 408. i:39 --·--------·-------·------·--·-- ----------·--- . ·----------·----
1988 

.1989 

Cumulative amounts 

--------- ·-4 , C} 41 " (i() --------·. _ 

1,38.l.OO _______ ., .. ____ .. . -----------------

11----------------·-------------------·----· 

Ncte11 

1972-197'::.) -----------· ---·----- 3 !I 24 ~In 2 --·----------

8,927.7 
1983--1987 

1972-1989 

Total prtvatœ outfla~s is othar short tgrm capital, n•t errarm and amimsions, oth•r long-term 

capital, long term and short term capital of re•idant official sector, othœr short tarm 
capital of deposit of money bankB. Short term and long term capital of residant official 

sactor and short tarm capital monDy banks sr• from relQVant lines of the JMF1 BOP Yeac Book 

SGvarnl Yearm. Other statistic• ero oct from IFS yesr book 1990. 
Saure~, AJayi, (1992, P.32) 

Over the period 1983-1987, the cumulative flows were US $8.9 

:39 

CODESRIA
-LI

BRARY



billion. The values for 1979-1983 and 1980-1989 were US 

$13.3 billion and US $6.3 billion respectively. 

The next measure recognises that capital -fJ.ight is 

"speculative capital". It is "hot monïey" on the i'-linçJs. It is 

one that is supposed to respond to various forms of domestic 

macro economic policy distortions. Taking this approach of 

course!' means that capital fJ.ight refers especially to 

"capital e>:port by the p1,-.ivate nc.m···bank sec:to1~, although in 

banks and official • entities may also engage in 

it" (Cudd.ington :• 1986,p.2). Also since capital fli9ht is 

essentially concealed, they shm"" up in the "ei--1'"·01·-s and 

omissions" of the ba 1 ance of paymf.c~nts en try. Thus, c:~.:1.pi ·bü 

flight is the sum of short term private capital outflows 

plus errors and omissions in the balance of payments 

The first approach strictly follows the Cuddington approach, 

the resuJ.t of which is shown in Table Eight. 
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T ,;BLE .J:. :f GHT 
NI GEFU}\: CAPITAL FL I GHT .. 19_70 .. -- 1989 _J.l_l-lE 1-101 METHCJD) 
VERS_I ON LthlS $ MILLION) 

---~- ----------------·-·· ------.. --.. -
Year Amount ---- -----------
1970 134.0 

1971 205 .. 0 

1972 119.0 , ___ ,___ __________ _ 
1973 -177.0 

1974 48.0 

1975 -42.0 --------- ---------~ 
1976 5.0 

1977 -231.0 --------------· 
1978 

1979 -:---------·---· 

43.0 

21.LO 

1980 _____ -··_6_7_~~·,o __ _ 

1981 106.0 

1982 149.0 ,, ___________ _ 
1983 -63.0 

1984 -642.0 

1985 ·---·--------
1986 -249.0 ---·-- ·------------· 
1.987 ..... C'J53 n () 

1988 -1,315.0 ---·--------~-----· 
1989 - 1,895.0 ·----·---·-----1-·-------·---

Cumulative sum ----·--------·-----
1972--197·:;i ·-24. 0 -----·-----li 
1979··-1983 ·-270. 0 ---------- ·---·--------11 
1983--1987 

1972-1989 -7~573. 0 

Notes: Data used are short term 
errors and omissions. 
Ajayi (1992, p.33) 
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There no j us-,ti f icati.on for leaving out other 

parts of capital that can strictly speaking be considered as 

11 specu 1 a t.i ve 11 money. Thefë,e othE.•r capi t.a 1 f J. 01,,J~:::. at-e addecl te, 

the Cuddingt.on measure ta generate the second version of our 

11 hot monE•y' 1 ffli'2thod (the hot method version II) 

1992,p31). The result of the calculations is shown in Table 

Nine. 
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TABLE_NINE 

NI GER I A~ C1:j1P I TAL _FL I GHT ~ ___ i_JHE HOT_ METHOD) ~EPS ION _..Lt 1972 _ _:::_ 
1989 __ (_US.$ _mi_l_l ion) 

·-=----.. --·-----·-----·--·-- ---·-... --------- --
Vear Amount -------------------------·---·-----·----
1972 119.00 

1973 ·-238 u ~52 

1974 24.74 

1975 -86.50 

1976 17.78 --------------1-------------------
1977 --357 a 88 ---·---·-------·!-----------------·---
1978 196.6~5 11-------------------·---------------
1979 22()n 22 -------·----------------- ---·-----------
1980 --664. 07 
·----·--·--· ·--------------

1981 14éi. 75 ---------- ·---·---.. -·-------------
.1982 

.1983 

1984 

·:~ 14•:: r.:: 1 
---- ·-· , - ,_, u _··-' -- - .. --

1,04~3.::',1 

--5:35 .14 11-------·----· -------------------
1985 173. 91 11-----------------------------------· 
1986 1 , 19 ::, . 99 ____ _,, 

1987 - .1 ,_788 . 46 

_______ .1_9_8_8 ___ , ___________ 1 , 889. 00 -------

----------------1---· ____ 1 ~:•. :~::071. __ • 00 ---· 

Notes~ 

Cumulative ·------·-----
1972·-1979 

1979--·-1983 

1983·-1987 

104.10 

______ .l ::-::o, f~94 • ::H ----

-92. 20 -------------1--------------------· 
1.972-1989 5,876. ::=m 

Items included are other short term capital of othe~ 
sectors, net errors and omissions, other short term 
capital of resident official sector, plus other short 
term capital of deposit money banks. 

c:~u ay i: ( 1992 !I p • 34) u 
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1 

In Table Ten we present capital flight estimates using 

the residual method as adopted by Boyce (1990) 

I.f.iliLE TEN 
NJGERIA~ _CAP\TAL FLIGHT~ THE.RESIDUAL METHOD 

1972-19Ei9(J.LS $ __ MILLIONS_) 

=-"'===,==-=-=====;:::=-==·-=--,:::::·--=·=== 

1972 

Tota 1 1:;:esidua 1 
method 

773.10 

---·--·---------
1974 -9,609.07 --------·-·--·-- -------·-·--------
1975 247.81 ,....____ --·-------·--·-··-· 
1976 865.46 !------·------- -----· 
1977 4,656.87 

!----·-----·-·---- ---·--------·--·-------
1978 8 !, 241. 62 .... ----·----------1------------·-

,__ ____ 1_9_ï_'9_ ·---~--- --:3, 24 .1 • t-J2 ---

1980 

198.1 '--------·--·----
1982 

1983 ---------·--
1984 

·--, o·:r9 ,1,9 
-- I ,. \..!·-·' . u -t ----

1 L. ., , ••• - ·") ") 
-- ._, :• -- •• ::. / u \_ (_ - .. -

.10 , cr~::i ." 89 ···--· 

.10,908.60 

-406.61 
i.---.--------·t------· 

_____ 1_9_8_~·-----1-·- - 1 , 249. ::::: 1 -----.. 

.1.986 . 4,9.16.4.1. ------·--- ·----·--·------·--

.1987 ,....._ ______________ _ ____ 6, 400. 25 -·-·-

.1.988 .1.,774.00 
f..._, ____ ., ____ .. _________ .. -----·-·-·-·-·-···---

_____ 1_9 __ 8 __ 9 ________ --· 14, 004 . oo ______ ..... 

su1·•1 1972-· 1979 !5, 8:28 u :3!:_:, ______________ ,_ _____________________ _ 
l-!:-_1l_Jl_'1_1_9?_9_-_1'.?,_?_:"!_· -1---26, 255. 6.1. ---· 

SUM 1972-1989 

Notes: Increase in external debt minus 
net direct investment, minus 
reserves (ala Boyce, 1990). 

Source~ AJayi (.1992, p.36) 

current account, minus 
increase in official 
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The next approach that is used to calculate capital 

flight is refern~d to as the "sourc:1:?s and uses" approa.cl1 

mentioned ~arlier. It starts by focussing attention on the 

balance of payments. The balance of payments (BOP) can be 

defined as 

BOF' NIOR ( 1 ) 

l<A NFNR + NFR ( 2) 

If lrJe substitute equation (2) into (1) tak.ing 

cognizance of the fact that net flow from non ,,_es.idents 

(NFNR) include changes in external indebtedness (CHDEBT) and 

Foreign Direct Investment (FDI) flows, capital flight (CF) 

is negative net flows from residents . Thus, 

CF = (CHDEBT + FDI) - (CA+ CHRES) -------(3) 

The estimate of capital flight using this methodology is 

shown in Table Eleven. 
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TP,BLE _ELEVEN g 

NI GEF\I r:::, _C_AP I TP,L __ FL I GHT g THE_DEF< I VED J1ETHODt 
.(1971 __ ·-_198~ïl__JUS. ~':i MILLIOl\l\:LL 

--- Year -· ·- l ~mou.nt .... 1 
1971 

1 a-r; __ ,/.: .. 

---1-------·--------
9:36112 

66~,. 7 
1 ---•--------------------

19-·-:r L 1 ·)r=, 7 1 . / . ..:1 _____ _;:...~-~.=...:_ __ _ 

1974 l 327.4 

1975 453.9 --- •--------···------·--·-·i 
1976 79 .. 6 : .. ___ _ 

11----------------~- 2 !' 868 . 2 . ---·----1977 

1978 ·---:::::,, 805. :3 -----

1079 L ..,. --- ,.., -. 
'------ ; --------- ··-------· . .:., ,_OUd .. c_, ·--------

1980 l 1.181.0 -------·-----·----- ··-----·-·--- . ·---·-·--------.: 
1981 5 !l :2Ll('.J n () -------------------, 

-··------- 1---- (., "4?<= ~ ·-- --' .r ... ,,,,1 D .~:, -- --- ------, 198:2 

1983 
1 ·------

9:,842 .. 4 

.1984 !5lS5 u 6 1--------------------

.1985 --~i85 .. 1 

1986 L 3.,814 __________________ ,, ____ .. _____ ··-----·-------
l'=ï87' _ 9 :, 63.1. ,_:L ____ _ 

1988 ________ t ______ , 1 , 6 6 9 • .l ___________ ; 

1989 l 4,186 .. 6 

Cumulative 

_____ 1972--1_978 ______ J ---·-·--· .1 :2, 264 • 1 --------· 

1979--J·::;>83 25,702.0 ------------·----.. -----
1983- .1 '::;>87 23.268.9 

. . Il 

1972-1989 54:,241.0 

_...- Notes~}~ (CHDEBT + FDI) - (CA+ Cl-IRES) as in text. 

Sout-c:e ~ Ajayig (1.992, p.38) 
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The last approach used is what was referred to earlier 

2,.s the ''mi.r·rc:"ir stock statistics'' methc:,d. The 'i':!stimates nJi' 

capital flight using this method is shown in Table Twelve. 

T,;BLE Tl,JELVE ~ 

NIGERIA.~C_(.~1P_ITAL. __ FL..)GHT~ THE .. MIRROR. STATISTICS METHO_D !_19B.1.-
1990.l... US $ _B_I L.L.. IONS 

-·YEr-},I::;: -- r-- CBDNF.:D ·--·-- FLDi\JS·- OF -·-···--···ï 

CBDNl::-.:D 

1981 0.30 0 

1982 1. :33 

1.3B 

1. 08 

0.0 
·-----·-·· -------- --··--··----··--·-·--·· 

1984 .1..17 ·-0. 2 .1. --·----··-·--··------··----·--·--·- ·----·---·---· 
1985 1.50 

---·-·-··-·--·-·· ---·--·-----·--··-· 
1986 1 .. 68 0.18 

1987 2.30 0.62 

1988 1.96 

1989 2.66 0.07 -·--·----- ··---··------- ·-··--·-------· 
3.53 0.87 

Notes~ (1) CBDNRD = Cross Border Bank Deposit of non banks by 

Residence of Depositor 

(2) Figures are available only fro~ 1981. 

Source~ Ajayi (1992, p.40). 

This method draws on international banking statistic:s to 

evaluate the amount of assets held by he residents of 

developing countries abroad .. This method has been used by 

Khan and Haque (1987) and the Bank of England (1987). It is 

particularly useful in determining the minimum level of 
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assets held abroad. For this methcd, the recorded statistics 

by the IMF are called the Cross Border Bank Deposit of non 

Bank by Residence of Depositors. This amount represent 

stocks per year. When capital flight is defined as the 

increase over the previous years, we find that the amount is 

relatively very small. In all cases, the amount represents 

the lowest of all the estimates. 

There are a number of reasons why the estimates so 

derived can not be an adequate measure of capital flight. 

First, some deposits are held outside the major financial 

centres.Indeed, the nationality of depositor(s) in some 

foreign banks are never revealed. The most cited example is 

that of the Swiss Bank accounts where secret codes are 

utilized to hide net only the identity of the depositor(s) 

but also in some cases the nationality. Second, substantial 

amount of money which are not revealed are held in other 

financial assets~ equities, bonds, treasury bills, etc, and 

physical assets. As a result of the above reasons, the 

figures represent an underestimation of capital flight. In a 

large sense, however, foreign deposits give some indications 

Cif the amount of money which could have been held 

domestically'' (Ajayi,1992, p.39). Such deposits are better 

seen within the context of other macroeconomic variables 

such as external debt and gross national product. 

The summary of all the estimates of capital flight 

using the different methodolcgies is presented in Table 
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Thi1--teen. 

T (-)BLE TH I FffEEN 

I\I_IGERIA~ SUMMARY OF .. Cf:!é~L16b_.E1J~-rr .. llfA.~-:ES 1992 -. 1989 (US_ $_J:.1IIJ..IOl\§l 

Year- Estima
ted Cap. 
Flight 

(1) 

Total out 
flO\.-,J (2) 

Residual 
method 
(3) 

Hot 
method 

I 
( 4) 

1 

Hot D~,--ived 
ïil(~th~Jd meti1Cl('.:I* 
II (5) (6) 

--

-----· --
1972 246 • .1~· / ; . .::;iil() 119.00 119. (:() 6/::i~•. 70 

--·-t---------- ------------------, .. ·----·----+-
l.97:3 LI:::·, c::6 J 1-7 . .. 1 1------ , ____ •.J;.:.i..:.. .. ~· - .... 1, • ou -·7:-S:8 '"i? J 1 n!'i/- c··.,·, -~ ------+ -- -----· - ~- ·- u .... .1... -· ..:2..:.:..2:.=.~.::.---377 .::::.o I 371..86 

..,,.,-, 4D ____ .. _.·._ . .:.._., ... ~ . ..:. _____ _ 
·19T5 ;'-r=;···"'i 8/J j ···9, f::/.)9. 07 

- Cl .. , •. " • . - ···~ .-19 l4+-; ,.1c4 • .1 ·----- r 1 86 r.:o j 4!'ï:··,.9U 
--·--·-· ---··-- • 7,- ·74-. 8.1 1 -·4-2. 00 -··- -. .. u ~·. --;---:..:=.------c:; iC'° cY J9 .. ,d .•. ! 

48.00 I 24.74 

,,--IC~n .. -

.1976 1,272.90 ...,.,..,4 --/L •. ·:,l 1 '3,LC:: Il' ·--+-----:::.._ ___ . ~- .J._1. -1-b ~ .. oo 17.78 79u6() 
··--·--·-··-----;-----· 

1977 ,.... 61 h •"""") 1 /1 F·' i () 1 4 L r.:.L 8~ t'"'-='"I ("li"• _,,.. L, ., .w u O.. ·- --... 1· .... 1:.J u ..::>.. .._ .·~-- , ,_~._oui.":../ -- -·-.1::.-. .:i._ n ... , .. J . _ 

,-, r,i.f ·1 L·-, l'-_. .• b .• ) 1 ·J •:::l' Lr.: ti:l ,·-.;")t:: -,,_. •. C• ~1 .i!:. ·· • .. n • .. .,1.i::. t,..:, u l_. ·- . _ -.:- t:;J n t . .,1,.J ,_., :i c:i ._ .. _1 u ._:11,_.1 ·•------·-· ----·--- _____ .. ____ ·----·---·--
--. ..:, !I â, .,::. •. __;,o .,::..L 1 ,. ()() -t .. ::.:2() " ,::.a~ -·-- .. ;, , u_.,::; .. ()(.) --

1978 l 3!,314 .. 80 7 ()C::,:::) Il[) ... :•,--~~~ 

-::::-~.:',7 .. -:.~'":7 -·--' 2, 2,68 .. '..20 -· 

.19. 70 l --Cl ":!;?:-'!" ·7() ." ._..- - ___ "-,:,·-.i--•.u.i ..... 2,.14~).09 ..,. Cj/•"ï "":'"Ï• r-,. - .. .--r - r""rï 7 -. -·~ï '"• .. 

.1980 1 -574.40 ~193u42 - - ! (. . .::. t1 i.r - --l:J./ .. ~. n (.){) ·-- -ool·r a (J/ ----.. , :._q_ n (J{J ... 

1981 __ 1 18,48.3. 90 __ · r-rt"" ·l. ·-"\ ........... · · c: r- .. .. 

71-.. 1::. , -Q !l . .::i(J __ n • .::JJ 1 ...... B2 l . ~ -1 - -

78~·9 ·,9 , .. ,...,. - .. l, 1 • ..., 1 1 '"'1 - - j 
1, l::;"~.::.." d.l t!o, 1..::7. CU . 106" (J() -·--- 14,:::i .. 7 ,.•_ 5, .,:::;.:j6. CJ!J 

5,3.16.18 10!,93.1.89 .149.00 3,154.51 6,4-25.::::.Ci 
+--.:C.- .. --- ---·--·--- ---------·---

19f.[:; 3,2r:.,.t1.) 1(-) r;,·v.3 ,L.,.;") ... !17\_. u w,, .. , .. ..:...::....... ___ -!--
3!1~1,gj_ u21 ·-6.3.00 ,1, 045. ?:'.:'._J~, 842, .i.1~~ 

1984 3,339a3() -- 406.61 --llü6.61 -b42.0û -~53~1.1.4 565.d.) ----·--!--·---------
1-lel!'ï l r-:, ··-· •=··J ·= 'LC" •. , J 1 r·149 ·-:r1 l .. , "·11 ..• l , 'ï·o._ -- -.,::.,(J/l.)u ~s(J ..... --. .::•,•.XJ..Jn(_)_.. ·---!1 .,::. • 11'..:• .... _ --. .::.,(..J .... L, 0 (_J{J .. .173.91 -585 • .1.0 ----------i---·--···-----
1S°"36 8,~.::::û.80 ,_ 4!,916.4.1 -1. 4!,916.41 _l .·-249.00 1 j C:>Lï c-.:::i I , ,-,.j LI 0() 

. !I ' - . J' ,.~ u 7 -, , 1 ._1 , d. .. r u / -

1987 

198B 

5,572.20 --·-------
c:: ,, . B 89 L L n,·· - .-,,:: 

·-~· !I "i~_ll;_'.'...:__.. • •.:> , '-M.il) • .0::.~I •··-• ·:;i~.::-:::.oo --·--·-· -.1788._46 _J 9,631.10 _ 

-47 .. 4{) 1.174.(il) 1,774.00 -1,3.1.~1.00 1!,889.00 1;669.10 

·-----------•··--------.... --·----··--+·------ + __ ,_ _________ , 

.1S189 -, i=j ~ ,- • 1 1 ···,R·1 Y 1 11.l.4 •• ·,11 • • j 1 oc,r.- ·· • --:.::. !I • .. .I ... .::, 11 ,."J(_) ---1- . , •.~~ j_ u (_ .J -~, (.){_~i' u (_)(_) ... _... , {..}7._:•1 ii (_){_) 524 .. CO 4 1, .186" ,:SO 

,,~- - li D..1.mu l ët:

ti ve 

191.s
ao 

_____ .... ·---·-l··-·-·--··-·--··--·--·1----------·--t-·-----·--·---·-l-·---.... -··-----r-----------

--2,066.50 ·-3 !I ff~T8" 50 -·-5 !1 Bes.3 t1 !:,2 --697 .oo --768.07 1,-:.::-44 .. 10 

--- ·----··•-.. -------·--· .. ---·-·-.. --·-·-·--·-··-""··------··---··-------'-···-----·---··--·--··---·----·-· 
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1.979-83 ·--2-6 ~-;55_.~6~2~· -____ -_·;_ .. 7_(_)_. _C_l(_) -~ I ;,-~--9_~-~~-~-·~· :---_.-::._J-__ 3·-~---_5-. _-, --7~~:_;_.,:_~~ 
_ .S::. - !J ._lC) n • • .: -- ·-- .. , . .:, , l ,.::, a •.. .. ..! L. u • .::.{_1 ---- ,,:: . .;, , .1::t.x:j t1 '7\j _ 

13,324.50 6,498.60 

--8 ;I 927 • 70 -----·---!--------- -1983-87 18.!:,85.40 

1972-·89 

'/() r::;:,:.9 -;r4 -;r ,::Y-:.1 /-)() CY' .-, .. r,-:r ,-, • r, .::;,-. i 
~,: 1 ''[) L,-) -1 .L. 's9 -:,-:r c:·-- c,.-,.-, -,1 "7t:--:r -. - r.: - -rc, -:ro 54 ~ 'ij . -
.,::.\~!1 -·'1:::...::_ W'-··-____ :1:::-.::...._:::-,_·_-'_-1--_·--_•1_, "-'!1::..i::. h I - 71._1/ . ..:•a ()i.) ·--·- ·-·, (J . .::ro g ._;," ·- .... 13 Lt.r - u(JiJ 

1980--89_, ___ 2_.·_7_,, 6".::02 ,, 7(_) ___ --_1.1_. __ ,, _s_l84 __ ._!:_{."_J_+- 5!:,, !:,66. 7_4_-__ -_7I.w0_7·_. s_ic_i __ _ s, 142.39 ·- ~,,971?_.9<L __ 

197,_:._-··-_7_9 __ -:-J.·, 4~ .10 3 ,, 24~~-·-1_7 __ 
1
_,_~-, 95~ .. 97 ___ ·-_24_-._oo ____ ~::_1_ù_4_. (_)i_) __ _ 12,,_264.10_ 

:2b ., 269 "~.o 1979--84 9, 8-:::':7. 90 __ _ --·---·-·-
198~;-89 9,471.60 2!:,,845.35 ·-6,426.00 .1,9-74.44 18,716.60 
·-·--···-·-··--· ·---------------·---- ------·--·---- -------·------ ··--·-··--·--····· -··--·-----···-·-----· ···-··-··-------·-···-! 

Notes:.:>;< ,~ sl101r1n :in te:-:t 
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2.5 CAUSES OF CAPITAL FLIGHT 

The various causes of capital flight can be grouped 

under relative risks, exchange rates misalignment, financial 

sector constraints and/or repression, fiscal deficits, and 

e }; t<.'?r~n a J. incentives (Khan, 1989) and disbursement of new 

loans to Less Developed Countries (Cuddington, 1987; Pastor, 

1990; and Boyce, 1992). These are no doubt economic causes 

of capital flight. l\lg€0no t,ëd k·:=.; <"::•.bout "inve~:;tment 

cl.i .. roate" .. other non economic causes 

which though important are often ignored (Ajayi, 

Boyc::,2, .1992) • These include the corruption of political 

leaders and extra ordinary access to government funds. 

In decision making process, the wealth holder looks at 

the v,,,u~ iou.s:_; risks confronting him. There are certain 

inherent characteristics of developing countries which make 

risks attached to investment in developing countries larqer 

than those of developed countries. Khan and Haque {.1985) 

showed that any increase in risk in a rational expectations 

setting would tend to increase the outflow of private 

capital from the domestic economy into fareign countries 

where investments are less risky. This expropriation risk 

could include a variety of distortions such as differences 

in taxes and political instability resulting in possible 

reduction in private property. Eaton (1987) builds on the 

Haque model by relating the risk of expropriation of 

capital owned do~estically which is defined especially in 
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this case as higher taxation to public and publicly 

guaranteed foreign debt. The tax obligation arising from 

increase in external debt can lead to capital flight (Ajayi, 

1992; Boyce, 1992). The flight of one investor leads to a 

rise in the potential tax obligations of the remaining 

investors in the domestic economy. This also may create the 

incentive for other investors to move abroad. 

It is generally agreed that one of the principal 

deterrninants of capital flight 15 exchange rate 

misalignment. The importance of this variable has amply been 

demonstrated in several empirical analysis including the 

studies by Dornbusch (1985), Cuddington (1986), Lessard and 

Williamson (1987), Pastor (1989, 1990), and Boyce (1992). 

The real exchange rate plays a significant role in the 

direction and magnitude of capital flight from highly-

indebted developing countries (Ajayi, 1992). Under normal 

circumstances, if a currency appreciation is expected, 

domestic wealth holders would shift out of domestic assets 

into foreign assets. In general, it is difficult to measure 

precisely exchange rate expectations. It is safe, however, 

to assume that if a cu~rency is overvalued, economic agents 

would expect the currency to be devalued in the future 

(Ajayi, 1992 and Boyce, 1992). Holding firm to this 

expectation would ~ause residents to avoid the potential 

capital loss by converting into foreign claims. 

Financial sector constraints can lead to capital 
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·fJ.ight.. It is weJ..J. known that narrowness of the capital and 

monc~y ma1~kets is a feature of developing countries. 

Financial markets in these countries provide only a limited 

variety of financial instruments in which wealth can be 

held. There is also in many developing countries the lack of 

full or credible deposit insurance on assets held in the 

domestic banking sector. Ajayi ( 1992) points out that "th.i.s;. 

deficiency is, however, being increasingly remedied by many 

developing countriE·s". 

Adcli til1nal l y, there are extensive contrais on interest 

rates and other aspects of financial market behaviour in 

developing countries. Government poJ.icies in the financial 

sector have resulted in normal interest rates that are far 

below the rates on comparable foreign financial instruments. 

In mos=,t casf:'~s!, the real rates of return on domestic 

financial assets are negative. Given the various forms of 

financial repression, it is expected that investors in these 

countries will seek for alternative countries where their 

assets will yield net only positive but higher returns. 

"Hc;l ding a!:..:;seb5 in forE•ign îc inanc :i.a 1 i.nstn .. 1men ts provide th,:2 

sought·-,:â ter al b:?n·1,::l.ti v1.:? 11 
( Aj ay i, 1992 !' P. !52) • 

It has been shown by Dornbusch (1985) that capital 

flight is typically accompanied by fiscal deficits. When a 

rising fiscal deficit is financed through the printing of 

money, it leads to inflationary pressures. In order to avoid 

the erosion of their monetary balances by inflation, moving 
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out of domestic assets is one way by which wealth owners 
.. 

avoid inflation tax. When fiscal deficit is financed through 

bond së:, lets , domestic residents may expect that at some 

future date their tax liabilities may increase in order to 

pay for the national debt. This would encourage domestic 

investors to move away their assets to foreign countries in 

order to avoid potential ta;-: 1 iabi 1 i ties .. 

(1986) formalized the link between deficit financing and 

capital fliqht .. In the Ize-Oritz model, capital ·flight .i.s 

related to the over all financial solvency of government. 

Insolvency and default risk created by fiscal deficit appear 

explicitly as the determinants of capital flight. 

A number of external factors influen2e the flight of 

C<'ëi.pi ta J.. These e>=: t,':21·-na l influences in general are in the 

form of opportunities available outside the country. These 

include the attractiveness of foreign interest rates, the 

wide array of financial instruments in which wealth can be 

he 1 d !I economic and political !,":;'[:.,;,l.bi 1 i ty !I ·f ci\/CJL\1·-alJ 1 e t,:::1.::-! 

climate etc. These sets of incentives are amply described by 

t>Ja l tet- ( 1987 !' P .. 120). "Flight .impli<?.s havens, and h21vens 

take the form of national status that provide an attractive 

range of real and f.inanr.:ial B.ssf2ts ta .l: • , on,:!J_gn 

political and economic stability, a favourable 

tax climate for non-residents and various other attributes 
_ _,. 

that generally are the obverse of conditions triggering 

ca.pital -fl.i.ght in the first place." On sc:Hne types of 
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deposits, withholding taxes are not taken from non-residents 

deposits. In certain countries secret accounts are allowed. 

While the secrecy of accounts is attractive to some wealth 

owners for the purpose of maintaining the privacy of their 

accounts, it also inadvertently faveurs ill~gal transactions 

and tax evasion, both of which benefit from the secrecy 

(Ajayi, 1992, P.53). 

As a result of the principle of national sovereignty, 

it is difficult for a country·s government to have inside 

information on the foreign bank assets holdings of its 

individual citizens abroad. One safeguard is the domestic 

bank secrecy law which bars both the national and foreign 

authorities alike. The other is the blocking statute which 

effectively prevents the disclosure; copying, inspection or 

removal of documents located in the host country in 

compliance with order from or by foreign authorities (Hadj, 

1979; Newcombe and Kahler, 1983). 

Sorne economists and policy analysts argue that capital 

inflows in the form of disbursements to developing countries 

are a major cause of capital flight. In the case of public 

sector borrowing, the availability of foreign exchange can 

increase the potential for graft and corruption (Ajayi, 1992 

and Boyce, 1992). It is, therefore, logical on thearetical 

grounds te assert that for many developing countries, 

(Nigeria perha~s inclusive), abuse of official power through 

the misuse of such funds can lead to capital flight. Highly-
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placed public officials using the paraphernalia of their 

office can siphon much of the money under their care to 

foreign countries solely for the private use of themselves 

and their immediate family. This particularly is the focus 

c;f th:i .. s 1,,iD1°·k. It is important to note that such capital 

siphoned out of the country by public officiais and other 

private individuals are usually net declared. They an:? out 

of the knowledge of the domestic government. 

"hidden II capi tE1l e:{por-ts, ... 

They a.n? 

Given their nature and the circumstances that warranted 

their outflow, they are usually not hot money and therefore 

lt'-Jl. 11 flcnAJ bac:k :i.nto 

macroeconomic: policies are reviewed. 

that flee to the safe havens abroad .. 

r..::ven if 

They are the manies 

The public officials 

are usually afraid of their wea)th being confiscated by 

their national government inta the national account when 

they are out of their office. As a result of the above, we 

suggest the use of the model by Dooley et al (1983) 2-..nd 

Dornbus;.ch (1985) which was adopted by Duwendag ( 1988) for-

estimating capital flight in this particular study. Thi~':. 

method measures capital flight as a residual from tlïE? 

balance:• o·f payments statistics. Capital flight is referred 

to as private capital outflows heie. 

56 

CODESRIA
-LI

BRARY



2.6 LINKAGES BETWEEN EXTERNAL DEBT AND CAPITAL FLIGHT 

Given the characteristic features of the LDCs in which 

there is a vicious circle of poverty, there exists a savings 

gap. And ta the extent that this gap cannot be domestically 

there is a recourse to foreign borrowing to 

urgument the national savings. On this logic, it is believed 

that foreign borrowing is normal, natural and desirable if 

and only if the loan will 

investment in the home country. 

be put into a productive 

Capi t,:1 l flight occ:urs when individuals decide ta 

reallocate their wealth from domestic to foreign assets. 

Three basic forms of domestic assets are available~ holdings 

of money or currency, saving in the domestic financial 

system, or investments in real productive activity. Capital 

flight occ:urs when these domestic alternatives appear 

, .. u,a t tn:1c ti ve .. Th<:1t iS!I 

c:in::urnst.anc:es in w.hich "capital is capital II mcmey tt-.1ould move 

across borders in response to international differenc:es in 

rates of return and risk. Favourable conditions in any given 

country would attract foreign and domestic investment alike; 

unfavourable conditions would repel foreign investment and 

trigger resident capital outflows. The result would be a 

negative correlation between debt-creating :i..n-/' lorl'Js and 

resident outflciws. And following frorn this, capital flight 

would be lowest in tho~e years in which foreign borrowing 

was greatest, and vice-versa. 
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When in real-world settings the opposite occurs, such 

that capital flight is larger in years of greater lending -

how is this to be explained? These we shall group intc five 

categor ies.: 

2.6a INDIRECT LINKAGES 

hs in Baye::~:? the explanation favoured by 

ban k.ers, at least in their public statements, is;; th,:<.t 

external borrowing and capital flight bear no direct causal 

relation to each other. Rather bath are results of a common 

set of exogenous factors notably poor economic management by 

the debtor government. 

(1986, p .. 15 ) d ec 1 a t-E:S !I 

The Morgan Guaranty Trust Company 

for example that the simultaneous 

occurrence of debt accumulation and capital flight in Third 

~\JcJr·J.cl Count,,·i.-:::!S ''•rJas nc:i coinc:iclenc::e'', s.ince "the policies 

and track records that engendered capital f 1 ight ëil so 

gener·.,,,itecl cl1=.•mi::1nd ·foi·- fDreiqn cred.i.t''. In other worcls there 

may be no direct relationship between external debt and 

capital flight but rather their joint occurrence has been 

informed by some other exogenous variables bath within and 

without the country .. 

This 

e:-: p 1 ana tion 

line SE•ems pl au.s.i 1::) 1 e a.s; an 

for a positive cross sectional correlation 

between external borrowing and cumulative capital flight, 
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espec:ially when they are bath measured over an appropriately 

1 ong in tE;!l' .. v,::1. l " Compa1·-21 tive 1 y, over a decade or two 

irresponsibly governed country A may witness more public 

sector demand for external credit, and more private sector 

propensity for capital fl.i.ght!, than a prudently governed 

c:ounty B. This is far less convincing, however, as;. an· 

explanation for a positive time -series correlation between 

annual foreign borrowing and capital outflows in a given 

c:ount1·-y sinc:e the time f 1·-2:ime ·fot- the t-e l E~V~:int '' pD 1 ic: ies ,:1nd 

tr·ack fï~co,~dt;" is cl ea,,-1 y longet- than a sing 1 e yea1·- ( Boyce i• 

1992). 

-.z Moreover, while the above reasoning may help to explain 

the demand for external bo,~,--ohtinç,;i there is yet another 

question untouched: Why were foreign creditors willing to 

supply large sums Df money ta governments whose own 

residents were voting no confidence by shifting their 

capital abroad? As Pastor (1990,p.7) remarks, "If the 

'investment climate' in a country is negative enough to push 

out local capital, why would savvy international bankers 

extend their own capital in the fo,, .. m of 1 o,,H·ir~ "? Ei thet- the 

c r·ed i b::ir" were not sa savvy,or thc,?y - d . 1 î,::1c:e_ r:ts ,:.s and retu,~ns 

systematically different from those perceived by residents. 

While the former may be far from true the latter do not 

>--
carry all the argument for the situation on the supply side. 
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2.6b DIRECT CAUSUAL LINKAGES 

The latter possibility relates to the explanation which 

posit direct causual linkages between debt and capital 

-flight .. Direct linkages can be classified into four groups 

cJn the l::-,a1:-;is o"i': 

i) whether the direction of causality runs from debt to 

capital flight or vice versa and 

ii) whether one simply provided the motive for the other or 

whether it also provided the means. 

Explanation in which the causality runs from debt to 

~apital flight can be divided into those in which external 

borrowing motivate residents ta shift their own capital 

abroad. For e:-:amplE·, e:-:tenïa.l borrowing may generate 

expectations of exchange rate devaluation or fiscal crisis. 

Residents consider the phenomenon a situation of economic 

ill health .. A second division is one in which the borrowed 

funds are themse l v1=1s trans fe1~·rf2d ab1·-Qad .. Bor n::1•A• €;!d f l'"C@ 

Boyce (1992), the two cases are termed "debt--dt-iven" i::1nd 

"debt·---fuel i?d" capital ·flight n?spec:t.ively. SimilBTly 

explanation in which the causality runs from capital flight 

to debt can l::ie d.ivided into 11 1=1i,;iht-dr-:i .. ven 11 e:-:terna.l 

bcit-rcJt,.J .i nç_1" in which the export of capital generates an 

economy-wide demand for replacement fùnds, ,::1.ncl "·fJ.i,;iht--

·fuel ed e;-: ter·na l bo1--1~01.AJin,;:_1 '' ,, in which resident who exported 

capital thi?n 11 bon·-01A.1 11 their- 01,,.111 money back. Tabl,~ Fo1,..t1'-t.E11?.n 

summarizes these linkages. 
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TABLE __FOURTEEN _ 

LI.NKAGES BETI.IJEEN _EXTERNAL BORROWING __ AND_ CAPI_TAL .FLIGHT 

r-·- Indirect ~T-"""'·-·-·-- E::-u.:..,genous -variëibles -·------Ei-:ten,al-bot-r-ovüng·-·-··--·--·--1 

____!_______________ ------------Capital f 1 i•-;Jht ---------

Direct 

mot.ive on 1 y M::it.i ve of cëipi t.::ü 
---··--··---------r----------·--·--

D:.ï.,,-ection Debt to c.::·1p.i.tal I:k-?bt-d1·-iV<-:"?n Debt -fuE·lE~J 
Flight capital fU.ght capit,:l.l fl:i .. ght 

of (B----> ~:F) 

linkage cap.i tal fl.ight 
debt 

to Fl.ight--clt··.iven FU..ç_1t-,t--fuelt=~d 1

1 E:-: ten,a l E~l-; tf~f'ï1,=i 1 

----·--------·-·-. ( 1,:F--·--> B) ·---·--·-- -··-· borT01.."'ing -·-·-·----· ····---IJi..1l'TC~;.Jim;i -----·--·-----·--' 

Soun::e~ Boyce ( 1..·=192!, p. 337) 

Apparent in the foregoing 1s that, in each v,,u·iant, 

capital flows in both directions as if through a revolving 

c:loor. Pursuing this analogy, we can think 

capital flight as a case in 

through the revolving c:loor, and Mr. Na.ira upon seeing h.i.m 

anticipates trouble and decides to leave. In debt-fueled 

capital flight, by contrast, Mr. Dollar enters, attends ta a 

few formalit.i.es discussed below and then slips out aga.in. In 

flight-driven external borrowing, Mr. Na.ira leaves and Mr. 

Dollar is invited to take h.i.s place. And in flight-fueled 

external borrowing, Mr Na.ira steps out and then cornes back 

c:11·-ess.ed as l'k. Dollar. Let us consider each scenario more 

hl 
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2.6bi DEBT DRIVEN CAPITAL FLIGHT 

flees a country in response to the economic circumstances 

attributable to the external debt itself. 

Consider the impact of external upon tht~ 

the capJ_ ta 1 in f 101,,J 

increases the supply of foreign exchange which, other things 

heing E•qual :• exerts an upward pressure on the domestic 

however, this debt is incurred 

-v.· 
\ 

which are unlikely to generate adequate foreign exchange for 

repayment, then in the long run an opposite pressure will 

r·esu 1 t" When the net transfer (i.e new borrowing minus 

amortization and interest payment on past loans) turns 

negative, following fram above, increased demand for fareign 

currency (compared ta the no borrowing caunter factual) will 

depress the value of the local The n,à.iona l 

response for any asset holder who can follow the trend of 

events and discern the time and the season will J. i k.e to 

dollarize when the local ,currency is artificially inflated 

in the expectation of its eventual decline. Conesa ( 1987 :• 

without an adequate and efficiently implemented growth 

strategy only overvalues national currency and acts as a 

provider of caunterpart funds for local citizens who then 
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deposit their money abroad''. Since the era of the oil boom, 

quite a number of elephant projects have been desired and 

some embarked upon. Sorne of these projects never got started 

while some that got started and completed could not break 

Ë.1 \/IE.1 n u The corollary of this today is the government 

programme of privatization and commercialization under the 

auspices of the Structural Adjustment Programme. 

~~t.U.l n2c,::1.ll the unproductive programmes of the government 

in the Second Republic when food importation was taking a 

high total impo,,-ts. (45 ,:i. r·ationE•.l 

the naira dollarization further increases 

demand for foreign exchange such that the pressure for 

devaluation gets an additional boost. 

In the same vein, external borrowing temporarily eases 

the pressure upon government to tax residents either overtly 

or through the inflation tax. 

hD~,JE:ve1·-, domestic assets holders may expect exceptionally 

onerous taxes on the wake of an eventual debt crisis. Dooley 

(:!.987) dt-2!5C 1"" i bE•d 

regulations which may reduce the value of domestic financ:ial 

i::tsset.s 1, The desire to avoid this situation provides a 

further motivational link between debt inflows and capital 

flight. As in Boyce (1992) external funds may alsa preempt 

favourable investment opportunities, or drive down domestic 

j __ nt~~l"ï,~st rEd:.e~,; :• 11 Cr-01,,1din<J out" domest:i.c: c,:1.pi tf.:\ l and pus;hing 

it overseas. It is worthy of note, however. that debt-driven 
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capital flight need not be hasty, particularly if the major 

informant or impetus cornes from anticipation of future 

consequences of the debt accumulation. lhat is, the timing 

of debt-driven capital flight would not be expected to 

generate a terribly strong positive year-to-year correlation 

bett,~een e;-; te1···na l borrowing and capital flight. Debt-driven 

capital flight gives warnings such as negative net transfer 

appE':,='xs in the form of d im.i.n L;;;hinçJ offici.:::i.l 

reserves,increasing reliance upon short term finance and sa 

on. In kj·i ·, 0 1~i a i·h"'' r···+· t'···""'ne::-"r-,v· f\ .... '-:,.Jl:-:. - ;1 ·- J,.-::! I,;::! - 1 r.:1, .. ::, 1 -·• negative between 1974 

and 1977 and since 1984 its trend has been going down. Those 

who lack perfect foresight may wait excessively tao long to 

export their capital only after the crisis has broken out. 

BoycE· ( :J..99:2 !' J:t "338) identified an additional economic 

impact 1r,1hich he called the "f-.?:d:.t-a E•c:cmomic:" :i.mpacts of 

borrowing. When ~xternal borrowing increases the 

leverage of an avariciuos tyrant and his greedy cronies who 

contr·ol t.hr.~ government,capital flight is 

encouraged. Further, if they employ this leverage ta wrest 

control of asset and markets from their rivals in the 

national economy, using a combination of legal, quasi-legal 

and illegal methods, the r~sulting increase in expropriation 

t-:i.s;ks mE1y well pr··opel i"li•:;Jht .. 

hypothetic:al circu~stances, net dissimilar to those fac:ed by 

11 Nigf2t·· ian c:api të.:1 li sts 11 undE~ir· the B,::1ban,;1 icl,::1 t-eg.ime, might 

strengthen the phenomenon of debt-driven capital flight. The 
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relevant time frame would extend beyond a year. 

year-to-year correlation may imply that 

linkages were at work. 

2a6 bii DEBT-FUELED CAPITAL FLIGHT 

In this division, the inflow of external 

provides both the resources and a possible iotive for 

c:ap.i.t.:,11 flight. The capital inflow motivates as well as 

provides the means for capital flight. The same individual 

borrows external resources and then transfers part or all of 

his or her assets abroad. Debt directly fuels capital 

flight. As in Pastor (1990,p.7) the fuel is fungible in some 

cases. 11 -:::~n in-...le~stor cot..1.lcf dr:'"-::'.·t.tA.1 <::°'. pt-tblic:l';l 

guaranteed external loan cheaply and ship his or her own 

l'"eS.QUl·-ce·:s <='•.b1road to acqt.t:i.f"•'!:? fcireign ,::.':\S!::,ets''. 

cases, money never entered into the country.Il is borrowed 

and immediately deposited in a foreign bank, poss.ibly the 

completed l,A,1.ith <::l few bO(Jk keeping e11t1rif2S in Ne\AJ Yor·k" 01·-

other financial centres (Henry, 1986, p.20). 

By way of analys1s, it is necessary to differentiate 

between debt-driven and debt-fueled capital flight. Tn do 

this, let us contrast between two scenarios. In the first, 

the government borrows dollars (or any cther hard currency) 

and then sells them toits own residents. Sorne of the buyers 

then legally or illegally transfer these dollars abroad. We 

(- L': .:J\-1 
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lrJill see here that external borrowing merely furnishes 

foreign exchange; i t doe::; not generate real economic 

activities abroad since residents would have purchased the 

dollars with resources already acquired in other way. In 

the second scenario, the government again borrows dollars as 

in the foregoing but now lends these funds ta private 

borrowers through a national development bank. The borrowers 

then transfer part or all of this capital abroad. In the 

latter case, unlike the former, external borrowing provides 

the resources locally but still fuels capital flight. 

According ta Boyce (1992,p.338), debt-fueled capital 

f 1 ight typ.i .. ca.11 y i.nvol Vf.?.S a pr·ocf:?tss of 11 1 ayet·· ing II bc-:?tl/\,e!'?.fl 

the external creditor and the private resident in whose name 

external assets are required. On the creditor's book, the 

debt is owed by the government or by a corporate entity, 

typically with a government guarantee of repayment in case 

of defau.lt .. The externat assets, by contrast, 

names of individuals: government officiais who siphoned part 

of thé proceeds of the loan, or private residents, prol:::io:•.b 1 y 

close to the government, who l:::iorrowed in the name of a firm. 

The holder of the external asset thus is net identical to 

of the external liability. Y<-:~t the sa.me 

. i.nd i V .idU<::"! 1 is engaged in bath transactions . 

discrepancy is by no means coincidental. Public guarantees, 

accoi--·din(~ t.o him (BoycE?.), posed a "mor·<=,.1 ha.::,::E,1·-cl" ·fc)I·-· both 

credit.ors and borrowers. Insured against the risk 
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df.~fi::1L.1 l t. ;I neit.her party had an incentive to minimize it. 

Below is a part of the answer for the question whether the 

creditors were net so savvy or there existed differences in 

risk and return between the two regions that creditors still 

J.encl in the face of massive capital outflows. Creclitors 

might have been more reluctant to finance capital flight if 

repayment were the sole responsibility of the individual 

private capitalist. !,~.li th the df?bt -in the name of the 

governmç-2nt. ,, guar-i::intee, 

creditors could draw ·l.:h(-:?i1~ fai th thë:it 

''cciunt,,-ie·;s de; ncit go b2,.nkrupt 11
• 

For the flight capitalist, meanwhile, 

responsibility for eventual repayment of the external loan 

was often a key element in the transaction's rationale. It 

is not likely that the capitalist could turn a profit by 

borrowing money from a bank and then depositing there or in 

i::"\nother bank, for banks derive their own profit from the 

opposite spread between interest rates. It is conceivable 

that some borrowers were astute enough to identify lucrative 

overseas investment opportunities which permitted retention 

of a profit spread after repayment, but it is doubtful that 

ail flight capitalists possess such acumen. 

the principal motive for debt - fueled capital flight was 

the opportunity to exploit the legal dichotomy between the 

holder of the liability and the holder of the asset.Whenever 

ther-·e a1·-e 
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opportunities for the acquisition of private assets by means 

of public debts~ "rational" profit maximizers can be 

expected to seize them. Debt inflow is an opportunity to 

the flight capitalist which naturally will 

instantly .. 

be el-:ploi b?d 

Debt-fueled capital flight generate a rather strong 

yea1·--to-yea1'· correlation between net debt inflows and 

capital flight. Unlike debt-driven capital the 

causal relation is net mediated by changing perceptions of 

the economic and political environment. Nor are the lags 

between the borrowing and flight likely to extend aver a 

period of several years.Rather the loan 1s obtained for the 

intended purpose of capital flight, and the borrower may 

be anxious ta consummate the circuit expeditiously~ 

while the window of opportunity is open. Mr .. Dollar 1·-ouncl 

trip through the revolving door is likely to be quick. 

2.6.iii FLIGHT-DRIVEN EXTERNAL BORROWING 

We now turn to causal linkages running in the opposite 

direction, from capital flight to external borrowing. Here 

too we can distinguish between the case in which the link is 

solely motivational 11 f J. ig ht.--cl ri ven 11 el-: t.1":21~1121. 1 

bor-rowinÇJ) and that in •14hic:h flight capital directly 

pt-ov ides; t.h,Z:! 1·-e!:5CjU1'·ces 1.AJhich rr::.~··-ente,~s the coun tt-y ( 11 f 1 ig ht·--

fuelE:-ï::I" e;-:t.erna.1 l::HJFTm'1ing). 
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The demand side of flight-driven external borrowing is 

straight forward. The drain of domestic resources through 

capital flight generates demand for replacement funds on the 

part of the government and the private sectors. 

external creditors willing to meet this demand, when local 

residents are net? The answer is likely to be found in 

different risks and returns facing resident and non resident 

C,;:i.pital, the same 

risks and returns. An inflation tax, for example, will erode 

the returns to holders of fixed interest domestic-currency 

J. ial~Ji J. .i tiE~·:S :• non-residents who hold clë.iim!:'.; 

denominated in foreign currency are unaffected. The problem 

would have been alleviated if residents were permitted to 

hold dollar-denominated domestically. Fol'"('::!.i.(Jn 

c:1·-E"!ditors më:iy ,::\lso enjoy 11 c:Dmpa1rative advi::1.nt.agE"! 11 in 1·-ii;;;k 

m.it.i .. gation t.hanks to the 11 di1rec:t 01·- ind.i1rf?Ct ~-;anctions'' thi:.""!Y 

can bt··ing to bear· upon thf,? bo1···ro1.,\Jer ( c. ·f Lei;;;~;an1 !' 

1986, p n J.é:)) u If \50 !I they may believe that ''domest.ic: .-:i.iss;f,?ts 

held by residents are effec:tively subordinated to sovereign 

external obligations in the case of a fiscal 

l...e!:'.;sard, 1987). 

Such differences c:an be expected to lead 

financial int.ermediation, by whic:h foreign creditors provide 

loans as domestic capital is exported, in effect 

resident capital into non-resident capital. 

This :.i..n intensify debt-driven capital 
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f 1 j_ght, sinc:E• 11 th<'::' ~~ubsti tut ion of fo1·-eign funcls backE·d by 

international leverage for resident savings may increase the 

likelihood of crises and the relative exposure of (the 

remaining) re!::.ident holdin,;;is of domef.;;tic ~.ssfat 11 

1987, p.98). A vicious circle is set in motion in which debt 

and capital flight feed upon each other. 

2.6mbiv FLIGHT - FUELED EXTERNAL BORROWING 

In flight-fueled external borrowing, Mr Na.ira flees and 

then reenters the country in the guise of Mr. Dollar. Th.e 

flight capitalist seeks to arbitrage the yield and risk 

differentials between resident and external capital, by 

engaging in a series of transaction sometimes known as 

11 rDund-tri ppinçJ" rn~ 11 bë:ick-to--bac k loanf;". Pesident c-::ipital 

is dollarized and deposited in an overseas bank, and the 

clepo~;;:i .. tc11--·· thE:in takes i::1 11 l oan 11 ·f r·om thE: same bank. ( ·-Fcït·- 1;.1hich 

the deposit may serve as collateral). 

As in the case of offshore financial intermediation, 

government guarantees provide a cn_1ci,::1.l the 

rationale for back-to-back .loans. Khan and Haque (1985, 

p. 625) n,?ma1·-ks: 

To the extent that the investor believe that 
foreign debt implicitly carried a government 
guarantee, he was assured that, 1T the 
domestic firm or enterprise went bankrupt or 
was expropriated, the foreign lenders claim 
will be assumed by the government. Savings 

70 

CODESRIA
-LI

BRARY



held abroad would obviously not be at risk, 
so that the investors was protected if he 
relied as much as possible on foreign 
borrowing. Given this scenario, the domestic 
investor was behaving in a completely 
rational fashion. In many cases, of course, 
the government guarantee have been explicit. 

Another motivation for flight-fueled external borrowing 

is the concealment of the source of funds from present or 

prospective government authorities. 

Which of the two causal linkages from capital flight to 

external borrowing is more likely to generate a strong 

positive correlation between their year-to-year variations? 

It seems reasonable to hypothesize that flight-fueled 

external borrowing generates the link, since the causal 

relation is again not mediated by other economic variables, 

and accordingly the interval between the flight and 

borrowing may be shorter. 

The linkages between external debt and capital flight 

sketched above are not mutually exclusive. On the contrary, 

they may be mutually reinforcing. Capital flight may be both 

driven and fueled by external borrowing and vice versa. 

Econometric analysis can test for the presence of direct as 

opposed to indirect linkages, since a positive year-ta-year 

correlation between external borrowing and capital flight 

would indicate the former. Econometric analysis may also 

shed light on the relative importance of the different 

hypothetical direct linkageé by examining timing and 

causality. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 THEORETICAL FRAMEWORK 

The accumulation of external debt by the Less Developed 

Countries since in the 1970s was accompanied in many 

instances by substantial amount of capital out flows. Morgan 

Guaranty Trust Company (1986) estimated, for example, that 

18 Third World Countries experienced US$198 billion in 

capital flight during 1976-1985. At the same time, the total 

indebtedness of these countries was 

billion. 

The coexistence of these massive capital flows in 

opposite directions is of interest on both practic:al and 

theoretical grounds. The US Treasury secretary James Baker 

stated at the 1985 World Bank/International Monetary Fund 

21nnual m1:.0eting in Seoul, 11 :.l.t is unrealistic to c:a:1.1 upon the 

support of voluntary lending from aborad, whether public or 

private, domestic: funds are moving in opposite 

directions''. If a country's own citizens have no confidence 

in its economic system, ho1A1 can otl··ier·f;?" ( Gu lati, 198B!, 

P.165). Similar sentiments have been expressed by commercial 

banke1·-s, dt:;)f.;c:ribe thE"2msel ve·:5 a.!::. "unc:len:.-:;tandabl y 

reluctant to provide fresh funds unless the debtors put a 

stop to the ~apital flight (De. Vries, 1986, p.6). Likewise 
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an unwillingness of former creditors to reinvest in an 

economy (i.e, roll over the debt). Capital flight represents 

precisely the same decision, though made by domestic 

residents rather than international lenders. Thus, 1.A1h,:2n on•?.' 

sees foreign capital unwilling to invest in an economy, one 

might also expect te see domestic capital 

decision. Capital flight and debt crisis go hand in hand, 

but making the relationship out ta be anything more than 

aJ-;iomatic is:; 8)•:trefïlo?ly misleac:ling n Il 

In the indebted Third World countries such as Nigeria 

where the public is reluctant to accept eut in Living 

standards to free resources for debt service one finds a 

different perspective on the implications of capital fli~ht. 

I -F e;-: te1~na 1 borrowing financed the accumulation of external 

assets by private citizens or government officiais, the 

question normally arises as to why the government, and 

through it the populace at large, should be shouldered with 

the burden of continued debt service. Among others, the late 

Carlos Diaz-Alejandro (1984, P.379) drew attention ta this 

"This sit.u,:i.tion reduce·5 the political legitimacy of 

efforts to service the indeed it has 

generat~d ~ crisis of legitimacy for the role of the private 
• 1.'.'I 

secto1~ in Latin Amer·ic:E1n development .. " 

Underpinning these two views are equally different 

understanding of the causes of capital flight. In the Baker 

Banker view, Third World governments themselves bear most 

r·~· 
I ·-• 
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of the blame for capital flight. This is particularly blamed 

on the inappropriate macro-economic policies 

gove1····nments; notably over valuation, 

financial repressian, and inflationary fiscal and monetary 

pcd ic::i .. es; 1t,Jh:i.ch are believed to have driven national 

investors ta more favourable climates. The Third World debt 

c:ritic:s, by contrast, place the main anus u.pon the 

irresponsible policies the off.ici,:1.l and priv~.:1te 

cF·(ed i tn1·-s" They noted that external loans provided vital 

f inanc j_,:11 support to the ·very regimes, many of unpopular 

dictatorships, whose polic:ies are naw deplored after the 

fact by the bankers. Moreover, the Third World debt critic:s 

suspect that the international private bankin~ departments 

of large commt'?rcial bank~:; actively •:?nccïu1·-a.ged and 

facilitated capital flight (Boyce, 1992). 

In the Baker-Banker view, capital flight is a reason 

for creditors not ta lend since it leads to diminished debt 

serving capacity. In the critic's view it was lending itself 

which provided the motive and the means for capital -flight .. 

By the first logic we might expect a negative correlation 

between net debt disbursement and capital 

across countries and overtime more capital flight l~?ads te 

less lending. By_the second logic hcwever we would expec:t a 

positive c:orrelation, that ü,, more lending leads ta more 

capi t..-::1 l f 1 ight .. 
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A MODEL OF CAPITAL FLIGHT FROM NIGERIAm 

Following our discussion in the 

shill adopta method by Dooley et al (1983) Dornbush (1985) 

which was modified and used by Duwendag (1988) to measure 

capital flight from Nigeria. This method is adopted here 

because it offers the best way of measuring private capital 

outflows from the country in the context in which it is 

concieved in this work. 

The basic equation for the following calculation of the 

volume of private capital outflows is the balance of 

payments identity(l) 

(1) CA= KA+ ED+ CP+ R 

The variables of equation ( 1 ) are interpreted as 

balances. Accordingly the balance on current account (CA) 1s 

always equal in absolute terms, to the sum of the balance on 

capital account (KA), the net error and omissions of the 

balance of payments (ED), the counterpart items to reserve 

assets (CP) and the change in official international reserve 

( R) • 

Equation (1) is then specified in such a way as to 

express the typical balance of payments pattern for LDCs. 

Eq1_1,;;1tion (2) reflect a balance of payments constellation 

which can be regarded as typical in the longer term for 

major LDC borrowers. 

(2) KAS - CAD + EOD + CPD + ~R 
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in v~hich ~ 

KAS;Capital account surplus 

CAD~Current account deficit 

EOD: Net errors and omission ('deficit' ie negative 

ba. l anci"-?) 

CPD Counterpart items ( 'deficii::.'5' 1.1=.1 nE,gal1:.i\le 

balance) 

-l··!ÔJR: Inc:r-e.,:1se in officia.l r-esE?rve assets (c.lecn:2ase,). 

A few explanator-y statements should be made on the 

natur-e of this framework and the balances selected. The 

monetary authority is assumed ta be set out to build up the 

official r-eserve assets in order to maintain international 

cr-edit wor-thiness. As opposed to the IFS and the B0Ps the 

:i.tems ''use 01= IMF Cr(edit' is not tE1ken into ,::iccDu.nt her·-,?.! !:Jy 

sour-ce of f inancE• r~hR, ther--efc,re is the1 -::;;um of the tata 1 

change in holding of monetary gold, special drawing rights 

(SDRs), foreign exchange assets, other reserve claims and of 

the change in the reserve position in the IMF. 

Th.-,=.. coun terpav-t to 

monetization/cancellatiDn of SDRs, and the valuation change 

generally reveal a negative balance (CPD) in the long term. 

The same applies to the net errors and omissions ( EOD) • 

Deficitis on cur--,~ent <"::icc:Dunt ë•.nd surplus· on capital -:::iccou.nt 

can be taken for granted. 

In order to calculate the volume of private capital 
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outflows, reference is made to the capital account. In the 

IFS and the BOPS all forms of net capital import (KAS) are 

broken down into the followihg compoment (equation (::'::} ) n 

As already mentioned, the 'Use of Fund Credit' \/i:H-i,3.b]. e 

(UFC) is also included here as an additional source of 

finance since it was previously extracted from the BOP 

·figures on n:?sc:?rve as set ( !Ô!R) 

(3) KAS= DIR +PI+ KL + KS + EF + LR + UFC in ,,~hich: 

DIR: net direct investments 

PI: net portfolio investments (almost exlusively in the form 

of net sales of public securities and bonds abroad). 

KL other long-term capital inflcii,.Js net ( pt-incip2d 

repayments and private gross capital outflows subtracted). 

KS: Other short-term capital inflows, net (see KL) 

EF: 'exceptional financing', net (payment arrears e.g due to 

interest payment arears or payment arrears for imports) 

LR: · LL:i.bi 1 i ties constituting foreign author.ities' 

1··-ese1--\1es' , net (Change in certain kind of external debt 

which constitute reserve assest when viewed from the 

creditor or side). 

UFC: Use of Fund Credit, net. 

In equation (3), PI, KL, KS, EF and LR represent the 

various forms of foreign borrowing statist.ically recorded in 

the IFS and BOPs. These are net variables in that all 

p1·-incipal repayments and private capital outflows have 

already been subtracted. In order to be able ta compare the 
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actual volume of foreign borrowing with the figures recorded 

in the IFS and BOPs the gross quantities are again required. 

Ta this end the following breakdown was effected into 

quantities which have not been netted out: 

variables:-

including the 

Bt: total foreign borrowing 

REP: principal repayments on external debt 

KO~ private gross capital outflows (increase in private 

gross external assets) 

<':ind 

B: ( •J f-C:-1'.:ë;S) foreign borrowing (increase in gross external 

dt:?bt) . 

the following applies when referring ta the fcreign debt -

creating capital inflows specified in equation (3): 

( 4) B-t0 
-- REP KO = PI + KL + KS + EF + LR 

in hth:i.c h: 

(5) B = Bt - REP 

B is identical w:i.th the term 'increase in gross 

external debt', that is, only the principal repayments have 

been subtracted, but net the private gross capital outflows. 

We shall s:i.mply refer to B in the following as 'foreign 

bDrr-ot,\Jinç1 · .. Taking into account equations ( 4) and ( ~.) , 

equation (3) then becomes (3a) KAS = DIR + B - KO+ UFC 

Equatic:,ns ( 2) ar,cl (~=-a) form the framework fc,r the 

methodological approach to estimating capital outflows 

presented in the next chapter. The fc,llc,wing should be noted 

:ï8 
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in this approach, - the 'Use of Fund Credit' variable (UFC) 

is explicitly incorporated as a further possible source of 

finance for capital outflows; a distinction is drawn between 

private and public capital outflows by separately recording 

the latter in the c:hë:1nge in o·fficial t-eserve a.':5Sf::::ts (IÔ!R), 

the (as a ,~ule) negative balances of net errors and 

omissions and of c:ounterpart items (EDD, CPD) an;"~ alsc> 

stated separately. As the order of magnitude of these two 

components is substantial, their inclusion in the 'residual' 

KO (as, for· e:-:a.mp 1 e, in the case of Dooley et al and 

Dornbusch) would lead to a corresponding distortion. 

Taking into acc:ount these modifications, equ,:\ting 

equations (2) and (3a) results in the financing equation (6) 

of the balance of payments: 

(6) DIR + B· - KO+ UFC = CAD + EOD + CPD + OR 

01·· 

DI 1::;: + UFC + B = CAD + EOD + CPD + !bR + l<O 
Sources of finance Uses of i= inance 

KO Ls calculated implicitly that is, as a residual via an 

indirect calculation from equation (6). This produces the 

actual estimating equatioM (7) for the determination of 

private capital outflows: 

( 7) 1(0 = (DI R + UFC + B) -· ( cr:;o + EOD + CPD + IÔ!F;:) .. 

Since KO is a residual, all the inaccuracies of the 

other data series are automatically subsumed in the estimate 

for private capital outflows. UFC seems ptobably the most 
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reliable variable in this context. The variable Bis likely 

to have a sound basis, although the repeated upward 

revisions of the interna! IMF debt statistic suggest that it 

!Sti J. J. tends to underestimate the true extent of foreign 

3.3 MODELS OF THE RELATIONSHIP BETWEEN 

EXTERNAL DEBT AND CAPITAL FLIGHT 

A complets madel of the relationship between capital 

flight and external borrowing must incorporate 

variables. Other possible determinants of capital fl:i.ght. 

include~ 

( i) The level of the country's official 

reserves: Higher reserves as an indicator of a lower 

likelihood of a balance of payments crisis are expected 

to lead to less capital flight. 

ii) The rate of growth of gross domestic product~ Higher 

growth and the associated opportunities for investment 

could be expected to result in less capital flight. 

iii) The governmerit budget surplus or deficit as a signal of 

the likelihood of a fiscal crisis: a higher surplus (or 

lower deficit) would be expected to result in less 

Cë:tpital flight. 

iv) The degree of appreciation or depreciation of the 

exchange rate: The higher the degree of appreciation or 

depreciation of the exchange rate in the domestic 
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economy the higher the extent of capital flight. 

v) Changes in inflation: This is expected to have a 

positive effect on capital flight. 

Each of these variables could also affect the level of 

external borrowing. Higher foreign exchange reserves and 

budget surpluses could be expected to lead to lower demand 

for external capital and to greater supply. 

changes in inflation and the degree of appreciation or 

depreciation of the exchange rate signifying the existence 

of a certain imbalances in the domestic economy would likely 

be expected to lead to a higher demand for external capital 

+. and te a lower supply. In each of the above, 

€':!·f·fects:, i-f' a.ny, would hence depend upon the relative 

importance of supply and demand in determining the amount of 

external debt or external borrowing. The net effect of gross 

domestic product growth rate is also unceitain - higher 

growth would presumably boost private investment demand (and 

perhaps supply), but public sector demand for external 

credit could be counter-cyclical. In F.•.dd i tien, the 

Structural AdJustment Programme (SAP) of June 1986 had a 

drastic effect on the performance of the economy in the 

subsèquent years. 

A general model incorporating these variables would be 

a multiple regression model. A multiple regression model can 

be defined as Y= f (Xi, \/ ."\ ::!?; n u II n u 11 , ------·--· ( B) 

\/ 
1 - dependent variable 
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x~m independent variables 

In a multiple regression equation given as 

y :::: f 

B~ 00 are the respective x~w coefficient, if capital 

fl.ight is a function of external debt and the other 

variables can be fitted into our regression model, then a 

regression model of the form 

KF = f (B, RES, GDPGR, BS, MER, CINF, SAP) (:.LO) 

can be formulated. 

debt is a funct~on of capital flight 

and the other variables can be fitted into our regression 

model, then a regression model of the form 

B = (KF, RES, GDPGR, BS, MER, CINF, SAP) ---- (11) 

can be formulated. 

KF: annual capital flight; 

B: external borrowing; 

·l:he lE:'!E1 l of the country's official 

exchange reserves; 

GDPGR:: the percentage growth rate of gross domestic 

product; 

The government Budget surplus or deficit as a 

percentage of gross domestic product; 

MER: the degree of appreciation or depreciation of the 

exchange rate measured by the percentage change in 

O·, \; .. •.s: .. 
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the exchange rate between Naira and Dollar; 

CIMF~ change in inflation defined as the difference 

between the log of this year's inflation rate and 

the log of last year's in~lation rate; 

21nd SAP~· a dummy vat .. ·iablF.1 to captut-e the imp,:.ict o'r thF.! 

Structural Adjustment Programme taking the value 

• zero before 1986 and one thereafter. 

The predicted effects of these variables are summarized 

H~E:L .. .E FI FTEEN ~ 

THE . PRED I CTED ... EFFECTS _ OF _I NDEPENDEl':'.!_I__ VAR I r-~BLES 
ON DEBT-CAPITAL _FLJGHT REGRESSIONS 

·--·--------·--"·-·-·--···-··--·----·-·--------- [-·-··-·-···--·------·----·---··------------·---Inde pendent Variable Dependent Variable 
--·· .. -· .. --- ·-------·---.... · .. ----··-··----·-----·· 

. p 

·------·-··---·----·----·-·-·--·---- _ KF _loemand _ ~ ___ Suppl y _I 
KF + + 

B + 

F.:ES + 

GDPGR ? + 

BS + 

MER + + 

CINF + + 

~3.~r.:· + + + 

A fairly general initial specificat~on of this model 
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B = ao + a1 KF+ a2RES + a3 GDPGR + a4BS + a~ MER+ a 6 CINF + 

6:"\-;, SAP + Vt. ( J.2) 

KF = a o + a 1 B + a 2 RES+ a 3 GDPGR + a 4 BS + a 5 MER+ 

a 6 CINF + a 7 SAP+ V t ( 13) 

3.4 

SOURCES OF DATA 

The data for the variables used in this research work 

are time series data and are secondary in nature. The 

sources of data include the Central Bank of Nigeria 

Statistical Bulletin ( s:,evera 1 i si;:;ues) ,; Th<,? In tf:?1,-n,::1 tion,:;;i 1 

Monetary Fund~ International Financial Statistics (seve,~i=\l 

issues), World.Banktl world Debt Tables (several issues), and 

African Economie Research Consortium journals. 
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CHAPTEH Fnt.lH 

DATA Al\!ALYSIS AND REGRESSION RESULTS 

SO.UHCES AND USES OF FINP,NCE IN NIGERIA . 

,'· 

.i 

The actual esti~ating equation1 1or the determi~ation of 

private capital outfJ.ovJs, is Qiven bX'KCI = ,, 

(DIR + UFC + B) - CCAD + EOD + CPD\+ DR) ,, . '" 
The results of the estimation equafi6rr are presented below 

··/.1, .. 

TABLE SlXTEEN ---

_SOURCES AND USES OF FINANÇE IN NIGERIA 
{ 197ù - 1990 .\ J.\.i u~;:t.M. 

AB nrn UFC EOD cpn· DR KO 

. . . . . -- --- ----

1970 531 205 ,O -3l,8 101 18 -19 -135 
1971 651 120 ·::. 28b ;o -406 83 ljé, -207 - 78 
l '}l'.,!_ bYJ.U 112 .U " ,, :ws 0 -]li? !:"l .17 ' 46 738 

\ 

--t .1 '173 1205.8 511.2 fi 373 0 B -LJJ lJ --20l, t,T2 .2 ' 1,j 

f 191'1 1140. 5 -M.5 ,, 
257 0 L'l897 71 lllb -5044 262.5 ., 

19"/5 93B.5 -202 4.18 0 '•12 -'11 -2Pl:. 17 28 
1976 570.1 -368-4 339 0 -357 lJÜb 37 ./., 
1977 3084.1 2514 442 0 -1018 -49 -121 
.1978 5035.6 1951-!:"l 213 0 ,-3'i85 1b9 -22ll 2343 667.5 
197Y 61~8.5 1122.9 30lJ 0 '·1372 616 46'1 -3663 ;ns.9. 
1980 8754.3 2595.8 -734 0 :11'0':l -706 3.q3 -4687 i:'915.8 
19fll 11-648.23 2893.93 543 0 -b222'·_ -96 -1611 .63~0 1847.93 
1982 12177.7 529.47}, 430 0 -7241 2 -183 :2282 -'1180.53 
191U l7'l0f!_7 5227'i;:: 34~'i 0 --4337 90 -185" 6.23 1763 
19Ul.J l b'lll'l .2 --960 _ 5 . 200 0 114 · .271 -9 -.:'J7.2 ·-856. 5 
198~l 1b576.6 132-4 q99 0 262'J -138 -4'15 - :i6 .2605 • .lJ 
l </8l, ·21'/~SO-B 5334.2' 199 0 371 -1 '71 - 40 580 6273-2 
1'/8/ ~9732 7801-2 l,.l l, 0 Jb2 -7•15 56 10'1 7986.2 
1908 30235.6 503 839 0 --555 -521 - 58 ~i14 722 
1989 30380.5 lil5.5 2082 0 -1li3 -125:2 na -Jl14 -2UL5 
1990 31,171 790.:, 588 0 5126 8:2 na -2099 4487.5 _______________________________ _, ________ ...... ___________________________ , ____________________ 

, ' 
Total 31,171 8 \8739 0 -11771 -22!:"10 -2016 -3644 26690 

-~--------------------------------------------·------------------ ---------
B*: 1his external borrowing that has been taken as a ~rox~ ior external 
debt. 

Source!:':,! ( 1) Cal cul aied iron. IFS Year Book, Jrdern;;1t:i onal l'lonetar;,• Fund, 
198S\ 1991. 

Ji ,, 
( -, . ,:. 1 vJor.ld llebt )' e ë1 r,~. 

\ 

(;lo ( l d /fi i:Hd<., ----- ----~ .. - ... 
1. 
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TP1BLE SE\JENTEEN: 

NIGERIA: EXTEPNAL. BiJn'E'ŒJING ,~ND CAPITAL. FLIGi-ff llli US$ M) 

.-·--·-------·---···-.. -------------·- .. ---·---·---
Yea,~s B* KO 

1970 - 1972 

1970 1975 407.5 778.5 

1976 1979 5558.4 3637 

1979 1984 10285.7 705.6 

1970 1984 15913.2 4905.2 

1985 - 1990 14726.8 --- 21792 .. B __ I ....__________ -··----------· 

B*: this external borrowing that has been taken as a proxy 
for external debt. 

Source~ (1) Calculated from IFS Year Book, International 
Monetary Fund, 1989, 1991. 

(2) World Bank, Wold Debt Tables, Several years. 

The reference figure is the increase in gross external 

debt (B) during the last twenty one years which amounted to 

approximately $31 billion. According to the rer:;u 1 ts, 

approximately S27 billion (=87%) of this figure flew out of 

the country again in the form of private capital out flows 

(KO) .. It is evident given this high percentage of external 

debt taken away in flight that Nigeria is a hard-core 

capital flight country. 

It will be important if we can look at the periodical 

-~- growth in these two variables. In the period between 1970 -

1972, foreign borrowing (B) was $1621'1 and the corresponding 

private capital outflows (KO) stood at S-139.21'1. This period 
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marked the upsurge of oil exploration in Nigeria. The 

country had depended on the agricultural sector bath for her 

rcc?venue and fcll'"eign e:-:change prio,~ to this time .. The economy 

of Nigeria can be said to be blossoming at this period. The 

investment climate was attractive both to local and foreign 

investors. As such, we can not think of economic factors 

having te trigger off capital from Nigeria. No wonder the 

private capital outflows was negative. This impries that 

there was a repatriation of external private capital assets 

to the tune of S139.2M into the country in those years. 

The experience between 1970 and 1972 could not be 

sustained. As a matter of fact, we can link the experience 

to the episode of the first oil shock at 1973/1974. Given 

the increase in oil revenue brought about by the increase in 

the price of oil, the government can be said to have been 

beclouded. The government embarked upon a wasteful spending 

and inappropriate macroeconomic policies. To this end, the 

private capital outflows (KO) had out-strengthened the 

external borrowing as early as 1975. Corruption of public 

officiais might not have been a serious problem at this time 

but it could be seen that the economy lacked a good sense of 

dit-ection. Import-substitution industry was embarked upon 

even though the necessary ground for it can be said not to 

have been prepared. Example of this is the Ajaokuta steel 

rolling company. The nation, deceived by the upsurge in oil 

neglected the agricultural sector which was 
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initially her main source of income. The problem the nation 

is facing today cannot be divorced from this unwise act, 

since the food, employment and to a large extent the revenue 

base of the economy was eroded. Since then the economy has 

lacked the self-equilibrating capability to sustain herself. 

While it may be untrue ta attribute the present 

predicament the countF"y to the Babangida's 

administration, we can make bold to say that the total 

manifestation of the plight became veF"y evident in his 

regime. For example, total foreign borrowing between 1970 

and 1984 stood at about S15.9 billion and the equivalent 

private capital outflows weF"e appF"oximately S4.9 billion (= 

about 31% of external borrowing). HoweveF", theF"e has been a 

dF"amatic change since 1985 that IBB took over the mantle. 

bOF"F"owing between 1985 and 1990 totalled about 

S14.7 billion with the corresponding private capital 

outflows of about $21.8 billion (= about 149% of foreign 

boF"rot,\ling) . It is shocking ta note the rapid growth in 

in th.is per.iod. .i t Î r•• 
-·:::, 

glar.ing from this result why the people of th.is country have 

been subjected ta so much haF"dship. The nation as a whole 

was made ta suffer for debts that were used by a handful of 

people in the nation. 

The dramatic upsurge in the pr.ivate capital outflows in 

the study period, though may not be free from econom.ic 

factoF"s tF"iggering off capital fU.ght, be 
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4.2 

disengaged from the palitical condition in the country. 

According to Ajayi (1992, P.4), this i~ predicated on 

corruption (a problem that is hardly limited ta LDCs) and 

access to foreign funds by political leaders. It has been 

alleged that some political leaders through the perquisites 

of their offices siphon funds ta foreign countries. Many of 

such leaders are said te be operating a secret code account 

system. Thus, access to political offices and the 

corruptibility of such office holders become important 

factors. Infact, many people had talked about corruption as 

being legalised under the Babangida's administration.And it 

was in the wake of this that Decree 419 was put in place. 

COMPOSITION OF CAPITAL INFLOWS AND THE 

ABSORPTION OF FOREIGN BORROWING IN NIGERIA 

The sources of finance to Nigeria going via our measure 

of private capital outflows are: 

the foreign borrowing (B) 

the net direct foreign investment (DIR), and 

the Use of Fund Credits (UFC). 

Over the twenty-one years under review, IMF credit was zero. 

This reveals that Nigeria is open only to the other two 

sources of finance. Of these two, foreign borrowing 

accounted for about 78% of the total capital inflows into 

Nigeria during this study period. That is the Nigerian 
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economy is externally supportive. The low level of the net 

direct foreign investments may be attributed to the 

unattractive investment climate in the domestic economy. 

This is particularly true of the Structural Adjustment 

Programme embarked upon. This analysis can be discerned on 

the following table. 

TAJ?,L.E E I GHTE~1!.JL 

COMPOSITIQN OF _CAPITAL_INFLO!AIS_ TO 
N~GEF-:J:(-) j 1970-1990) IN BILLIONS _OF. US D0b1:::.!9RS AND 
PERCENT...L'..:!9_1; _ 

___ ,,,,, ___ , _____ -;·! R ----- ----;--·--- --ÛFC _______ T ___ Ô_Ï R+B+IJFt;-1 

-$bn --·--- % -·- $1:,n____ :~ $bn ________ % t $bn ----- % -

8.739 21.9 31.171 78.1 0 0 39.91 100 
L--·--------·--·---1..--·---------- ------·---· ---·--------

Source: Calculated from Table Sixteen. 

Private capital outflows are only one of the many forms 

in which foreign borrowing in absorbed. The most frequent 

forms of absorption are the current account deficits plus 

net negative errors and omissions (CAD + EOD) and the 

building up of the official reserve assets plus the 

counterpart items of the balance of payments (OR+CPD). With 

external borrowing as the reference figure the following 

three 'absorptive ratios' were calculated in the following 

table. 
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the capital flight absorptive ratio, KO/B 

the current account deficit absorptive ratio (including 

net negative errors and omissions), 

(CAD + EOD)/B, and 

the reserve component absorptive ratio (including 

coun te,~part items) , ( IL'R + CPD) /B. 

TABLE NINETEEN 

(.ŒSOF<PT ION _OF FORE I GI\I _ BORF<'.O!A.II NG (_B.l_ __ I N .NI GEF.: I P, :J.. 970-· t,990 
.ff..1=.8 CEi\! T r4.Qs.)_ 

r.=========::::::;:::===-·-·-----·- ·----

( O~:P ... 1-i:IOa.1;:ti) 
B 

J.~il'.!i,Ji·H· ~~~)) 
B 

-----------------· 
---·---·---·---- ---------·-·-·---.... ---· .. ··------·------·-·-··---···----·-·--

18.2 87.1 
-----::-..:::.-::=-==-=--=•':::.=::::.J._-:::::....""==:::'===-::::=-

Source: Calculated from Table Sixteen. 

Naturally, an increase in external debt should mainly 

serve the purpose of financing current account deficits. 

the result on table Nineteen has brought up an 

unusual scene which basically justifies the basis for this 

study. Among the three absorptive ratios, the capital flight 

absorptive ratio, KO/B took 87%. This is unnecessarily high. 

It is either the debt creating inflow was never brought into 

the country or the bulk of it was exported back after 

reaching Nigeria. The debt crisis in Nigeria had to persist 

so long as the incurred debt was net invested in Nigeria and 

bath the capital inflows and the returns on them were hidden 
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from the government. At the same time the country was 

borrowing and so much of this debt flew out of the country. 

4.3 ESTIMATION OF THE DETERMINANTS 

OF CAPITAL FLIGHT FROM NIGERIA 

Ordinary least-squares estimation of equation (13) gave 

the following results (absolute values of t-ratios in 

p,::n-c~n theses) . 

KF = - 822.9 + 0.63B - 61.2 BS + 72.6 GDPGR + 
(-1.4) (1.88) (-0.44) (1.07) 

27.2 MER+ 0.68RES + 135.5 CINF + 38.4SAP ..... (13a) 
(0.87) (0.34) (0.10) (0.02) 

R2 - 0.75; R2 = 0.58; DW = 1.60 

KF - 6334.3 + 0.82B + 2.08BS + 6.7MER + 2.89RES 
(1.08) (2.31) (0.02) (0.21) (1.25) 

1021.lCINF + 2061.8 SAP 
(-0.79) (0.87) 

R2 = 0.75; R2 0.59; D.W = 1.58 

KF = 2622.6 + 0.64B - 5.32BS + 25 MER+ 1.97RES 
( 0 . 4 7 ) ( 2 . 19 ) ( -0 • 04 ) ( 1 • 02 ) ( 0 • 93 ) 

0. O::':,GDP 
( -(l .. 70) 

+ 1. !:,5CPI 
(0.35) 

(13c) 

R2 = 0.73; R2 = 0.60; D.W = 1.47 

KF - 4796.8 + 0.68B - 18.2BS + 
(0.88) (2.24) (-0.15) 

19.8 MER+ 2.31RES 
(0.72) (1.07) 

- 0.07GDP + 1058SAP a h li Il D A ( 1 :"$d ) 
( -1 . 0) ( 0. 54) 

R2 - 0.74; R2 = 0.61; D.W - 1 .. 47 

KF = -685.2 + 0.64B - 79BS + 74.4GDP GR+ 25.7 MER 
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+ 

(-1.21) ( 2 .. 27 ) ( ---0 • 73 ) 

132.4 SAP 
(0.88) 

(tu33) 

(13e) 

R2 = 0.74; R2 = 0.64; D.W = 1.58 

( 1. 01) 

KF = -829.5 + 0.64B 
(-1.2.1) (2.2.1.) 

56.6BS + 69.8GDPGR + 25.7MER 
(-0.45) (.1..18) (0 .. 97) 

+ 0.73RES + .133.6 SAP --------- (13f) 
(0.40) (0.08) 

R2 = 0.75; R2 = 0.62; DW = 1.60 

KF = -671.7 + 0.63B - 78.2BS + 74.4 GDPGR + 27.1MER 
(13g) 

(1.29) (2.40) (-0.76) (1.54) 

R2 = 0.74; R2 = 0.67; D.W = 1 .. 59 

The results displayed above are reasonably good. In 

equation (13a), we are able to see that about 75 percent of 

the total variation in capital flight is explained by 

foreign borrowing, the government budget surplus or deficit 

as a percentage of gross domestic product, the gr-oss 

domestic product growth rate, the degree of appreciation or 

depreciation of the exchange rate, the level of the 

country's official foreign exchange reserves, the change in 

inflation, and the structural adjustment programme. However, 

all these factors were insignificant except the foreign 

borrowing. That is, anly foreign borrowing hath the 

capability of explaining the changes in capital flight .. 

In our quest to see if the results could be improved 

upon a few adjust.ments were done which gave the results 
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presented in equations (13b)-(13g). In equ<"::itic:rn ( .1~!.b) the 

gross domestic product growth rate was removed and the 

remaining variables were run on capital flight. The result 

was not any better, for though, the R2 was about 75 percent 

cmly Fcweign Born.1wing emerged as the sign if ic:2'.n t 

determinant of capital flight. In equation (.13c), the gross 

domestic: product growth rate and the change in inflation 

were replaced with the gross domestic praduct and the 

consumer price index respectively. Also, th('::! Bt1·-u.ctu.ral 

Adjustment Programme was removed from the model. Despite all 

the results were not improved upon, such that, 

foreign borrowing was the only significant explanatory 

variable of capital flight from Nigeria in thi-:s study 

period. 

In .?.tl. 1 the seven estimated equations for capital 

flight, that i~:;; 1, equatians (13,-a)-(13g) the e;-:plan""-:i.to1'·y 

variables accounted for between 73 percent and 75 percent of 

the total variation in the dependent variable, capital 

flight. In each of these equations only foreign borrowing 

\,\IBS significant .. The results indicated 

borrowing was a highly determinant of capital flight ·f1·-om 

Nigeria du.ring 1970 - 1990. Greater borrowing went hand-in-

hand with greater capital flight. 

This result implies the existence of what in this 

thesis are termed "debt-fueled" and "debt--driven" capital 

·flight. This is particularly evident as the fon,?ign 
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borrowing had remained the single significant determinant of 

capital flight from Nigeria during this period. This is 

further elucidated by the correlation ma tri:-: resu 1 ts 

presented below. Here, about 81 percent positive correlation 

between capital flight and external borrowing is depicted. 

We have not ruled out the importance of inappropriate macro 

economic policies within the domestic economy triggering off 

capital but that they are insignificant as far as this work 

is concer-r,ed. 

TABLE TWENTY 

CO'vAR I ANCE AI\ID COE;l=::s!-•.:, TI ON 1'1ETH I CES 

-'""""'"·--·-----·-----·-------·-·--.--- ------·-----·, -
COVf~I:::: I ANCE CORRELATION 

KFA, KFA 

KFA, B 

KFA, BS 

KFA, GDPGR 

KFA, MER 

KFA, CINF 

KFA, RES 

KFA, SAP 

B.B 

B, BS 

B. GDPGR 

B, MER 

B, CINF 

-----------------1-------
6367871.6 

4644,:S::::: 1 . 4 

-83.518762 

-26a334239 

65779.641 

124.08202 

-996.11008 

526.08339 

51794-03. 7 

-1419.5785 

-3913.5410 

56979.628 

205.70737 

9 c: 
·-' 

1.00000000 

o. 808749-40 

-0.0071810 

-0.0015221 

0.72072530 

0. 1~5307300 

-0.0016378 

0.51137020 

1.00000000 

-0 . .t3:53376 

-0. 6<?22376 

0.24461800 

-() a ():322::~22 
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B, RES 

B, SAP 

BS, BS 

BS, GDPGR 

BS, MER 

BS, CINF 

BS, RES 

BS, SAP 

GDOGF: , GDPGR 

GDPGR, MER 

GDPGR:, CINF 

GDPGR , RES 

GDPGR, SAP 

GDPGR, MER 

MER, MER 

MEF:, CINF 

MER, RES 

MER, SAP 

CINF, CINF 

CINF, RES 

CINF :• SAP 

RES, SAP 

SAP, SAP 

-17674.503 

39::,. 77869 

21 "24,2328 

9.8756784 

64.206872 

0.0586994 

-580.59307 

0. 876:L 7T::o 

47.008476 

-10.157646 

-0. 8624f.:i81 

2~• .. 084678 

Û a 106,~482 

1308.1246 

1.3702093 

-2L~3~,., 4277 

12.166759 

0 n 136534-8 

5 .. 1817064 

0. 03908:':,9 

58090.434 

-0.1662050 

96 

(l.42657020 

1.00000000 

0. :31252000 

0.38517310 

0.03446760 

-0.5226591 

0.46630380 

1 .. 00000000 

-0.040096.19 

- ·=4 · 4-~4~ -(J a .::.1 (J .::_,,::, .::,, 

0.01517990 

0.03815430 

1.00000000 

o. :1.02::,2276 

0. 279'.:::.8200 

0 .. 825141~~:,(l 

1.00000000 

0. 058:J.S:':.40 

0.25946340 

1.00000000 

-0.2959546 

1 . ()(l(i(l(H)(H) 

1.00000000 
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4.4 ESTIMATION OF THE DETERMINANTS OF 
FOREIGN BORROWING IN NIGERIA 

This measures the reverse linkages from capital flight 

ta debt. Estimation of equation (12) yielded the following 

results: 

B = 668 + 0.39 KF - 147.9 BS - 15.5 GDPGR + 44.8 MER 

B 

(1.19) (1.88) (-1.48) (0.28) (2.08) 

0.89 RES + 1212.4 CINF 
(-0.58) (1.22) 

- 1776.5 SAP 
(-1.19) 

R2 = 0.81; R2 = 0.69; D.W = 1.90. 

----- (12a) 

- 4541.8 + 0.42KF - 119.9BS + 52.1 MER - 1.9 RES 
(-0.73) (1.77) (-0.95) (0.89) (-0.94) 

+ 0.08GDP - 3.1CPI - 2335.2 SAP -------- (12b) 
(1.02) (-0.72) (-1.33) 

R2 = 0.80; R2 - 0.65; D.W = 1.78 

B = 224.8 + 0.39KF - 161.1BS + 30.9MER + 911.1 CINF ... (12c) 
(0.59) (2.09) (-2.10) (2.19) (1.14) 

R2 = 0.77; R2 = 0.70; D.w = 1.79 

B = 390.6 + 0.36 KF - 138.5 88 + 48.5 MER+ 1290.7 CINF 
(1.0) (1.94) (-1.82) (2.58) (1.57) 

1866.9 SAP --------------- (12d) 
(-1.36) 

R2 - 0.80; R2 = 0.72; D.W = 1.74 

The results here are quite impressive. between 77 percent 

and 81 percent of the total variation in foreign borrowing 

is captured by the capital flight, the government budget 

surplus or deficit as a percentage of the gross domestic 

product, the gross domestic product growth rate, the degree 
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of appreciation or depreciation of the exchange rate, the 

level of the country's official foreign exchange reserves, 

the change in inflation, and the structural adjustment 

programme. It is evident from equation (12a) that cnly 

capital flight and the degree of appreciation or 

depreciation of the exchange rate possess the capability to 

explain foreign borrowing in this country. 

factors are insignificant given this equation. 

The remaining 

As we do know that foreign borrowing is determined by 

other variables apart from these two, a fe~ adjustment was 

done to see if the significance level of other variables 

would thrust up. In equation (12b), the gross domestic 

product growth rate and the change in inflation were 

replaced with the gross domestic product and the consumer 

price index respectively. However the results was not any 

better. Further, the gross domestic product growth rate, the 

level of the country's official foreign exchange reserves 

and the structural adjustment programme were removed from 

the model to have equation (12c). At this juncture, the 

government budget surplus or deficit as a percentage of the 

gross domestic product had become significant along with 

capital flight and the degree of .appreciation or 

depreciation of the exchange rate. This is very important 

for our consumption. It is important because the debt crisis 

can be traced ta the government budget deficit which has 

been externally financed over the years. 
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The results indicate that foreign borrowing was 

significantly and positively affected by capital flight. 

Taken with the results reported in equations (13~)-(13g), 

this supports the hypothesis that the causal linkages 

between foreign borrowing and capital flight do infact run 

in bath directions. In addition, foreign borrowing was 

positively related to the degree of appreciation or 

depreciat~on of the exchange rate. This suggests that the 

demand side factors drave the credit market because it is 

assumed that the supply side is negatively related to this 

factor. At the same time, the negative impact of the 

government budget surplus or deficit as a percentage of the 

gross domestic product is a demand side phenomenon. 

In sum, statistical analysis of 

between foreign borrowing and capital 

the relationship 

flight in Nigeria 

between 1970 -1990 indicates that the two variables were 

strongly linked. 

capital flight, 

Larger foreign borrowing led ta greater 

and more capital flight led to larger 

foreign borrowing. While neither capital flight nor debt can 

be completely explained in terms of the other, our analysis 

suggests that this vicious circle was an important feature 

of the financial interactions between Nigeria and the world 

economy in recent decades, interactions which culminated in 

Nigeria's continuing debt crisis. 

The fact that foreign bcrrowing and capital flight are 

mostly strongly correlated with each other's values in the 
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same year suggests that they not only drave each other by 

providing motives, but also fueled each other by providing 

capital for the reverse flow. 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATION 

In this research work, emphasis has net been on 

Nigeria's external indebtedness, perse, but rather on the 

relationship there exist between it and capital flight from 

the country. This approach has been followed because of the 

attraction which external debt as a tapie had received from 

the people of this country in the recent times. Therefore, 

in order not to go into duplication we have decided to 

really uncover the aspect of capital flight which we still 

find fallow as a research gap and then considered its 

linkages with Nigerian external debt. 

The u·:5e of the term "cap.i. ta 1 f 1 ig ht II arouses strong 

emotions in some quarters. The controversy surrounding the 

term is due partly to the lack of a precise and universally 

accepted definition for it in economic theory and partly 

because of the way the term is used between developed and 

developing countries. 

Following from the problem of establishing Whi:~t 

constitutes capital flight, it is difficult ta measure it as 

most estimates reflect the differences in definition and 

approaches adopted by the various researchers. We estimated 

capital flight from Nigeria between 1970 and 1990 as a 

residual using Duwendag's approach. This followed from our 

desire to estimate the private capital outflows rather than 

the public: on,~s n 
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The conduits for capital flight are not only many but 

It can t,:i.ke place cash or monetary 

in s t r1...1mE•n t ~-- !• bank transfers from a local af·filiate o·f ë:J. 

fon?ign c:i1,\Jned bë1f1 k to dei5ignated recipients abroad and 

through precious metals and collectibles including works of 

a1,·t. False t1rad(~ invoic.ing!, the black mad·:.<:":!ting, brain dr·;;:ün 

and the repayments on the external debt are others. 

The causes of capital flight have bt"?en 'd rouped undt"?r· 

relative risks, exchange rate misalignment, financial sector 

constraints and/or repression, fiscal defic:its, ei-;tel'"l'lill 

incentives and disbursement of loans or foreign 

In addition to these, there are other non-

econornic causes of capital ·f 1 ig ht. The corruption of 

political leaders or public officiais and e::-: tr·a-ordina.1·--;1 

access to government funds are vitally important here. 

like many other Third World Countries, 

simultaneously experienced large outflows of private capital 

ë1nd indebtedness in recent decades. The 

relationship between capital flight and foreign borrowing is 

open to·a variety of interpretations. Indirect linkages, in 

which bath borrowing and flight are caused by other factors 

such as economic mismanagement by domestic authorities, 

contribute to a positive cross-sectional correlation between 

debt and c:ap.ital flight in a multicountry sample. But ë:i. 

strong, positive time series correlation 
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country, as reported in the case of Nigeria, suggests the 

existence of direct causal linkages. 

The fourfold classification of direct linkages between 

external debt and capital flight proposed 

based upon the direction of causality and upon whether the 

linkage is limited to motivations or it also extends to the 

pr·ovision o·f capi të1 l involved. The c:i-f oui~ 

econometric analysis support the hypothesis that debt-fueled 

C:ë1pi tE1l flight and flight-fueled external borrowing were 

important aspects of the Nigerian experience in this study 

pet-iocl. 

This finding is important for a number of reasons. 

Firstly, it has implications for the political legitimacy of 

Nigerian external debt. The present government and the 

citizenry at large might well wonder why they should bear 

the c:ost of repayment of debts not of their making, 

whic:h they derived no benefit. Our situation today resembles 

a. "cas:,e r;.1het-e the con·l:t-actot- ë1bsc:ondr::; 11~i.th thE:~ mort.gagE• 

money, the banker, who helped him take it out naw cornes to 

c:ollect from the owner of the empty lot and no one will lend 

the lot owner any more money because his 'debts· are too 

high" (He:-n1·-y:, 1.989!, F".B2). 

Rather than continue to service the entire debt, 

Nigerians might instruct the c:reditors to seek repayment 

from the owners of the private external assets whic:h are the 

real counterpart of a subst.ant.ial component of the public 
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external debt. Felix (1985) proposed compulsory mobilization 

of foreign private assets for debt service, 

creditor banks and governments might collaborate in this 

unorthodo:-: endeavou1·- so as te:, c:ollaterize otherwise 

uncollectible debts. Pastor (1990) notes the practical 

problems of implementing such a plan: identification of 

assets, the banks reluctance to damage the relations with 

p1~ivate clients, and the political resistance from holders 

of foreign assets. In <:ë!ddition 1, unless such a plan were 

implemented on a world-wide scale, it could be evaded by 

shifting assets to third countries. 

BoycE.~ (1992) notes that the debtor nations could 

capitalise upon the debt-flight connection in yet another 

fashion. Rather than seeking to recapture the flown capital, 

either by luring it home or by impounding 

governments of debtor nations can tell their creditors that, 

resources permitting, they would scrupulously repay all 

loans or portions thereof, which were used for bona fide 

investment or consumption in the debtor country. However, 

until such time as the creditor furnishes evidence of such 

use, the debtor country shall assume no obligation to repay. 

Such a move cou.Id claim a lega.l basis .in the "doctrine 

of odious debt'', which holds that for sovereign debt: 

"An inb?rest tAJhich a. c n:<d i tor-
possess in a debt must, in order to 
constitute an acquired right 
protected by international law, be 
an interest in funds utilized for 
the needs and interests of the 
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;::1.ny debt contracted 
other pur poses is 
intrinsically hostile 
interest of the 
(O'Connel!, 1967, P.459). 

a 
to 

fo,~ 
debt 

the 

The only exact test of whether or nota debt is odious 

is the extent to which it is unbeneficial to the population 

of the terri tory i t bu,~dens. "On this tapie 1, po 1 i tics assume 

dominance over legal analysis'' (O'Connell, 1967, P.460). 

The debts foisted upon the Nigerian government via 

debt-fueled capital fli.ght and flight-fueled e;{tei--·natl 

borrowing were unquestionably unbeneficial to the populace. 

Hence, there is considerable scope for legal and political 

challenges to the legitimacy of a significant fraction of 

the country's external debt. 

Secondly, the finding gives a clearer understanding of 

the Nigerian external indebtedness. Although, ~,ie c:an not 

state categorically the direction of causal linkages between 

external debt and capital flight, we c:an yet tell 

capital flight is a major cause of the Nigerian external 

indebtednes~3. This point will launc:h the country on a new 

path entirely. This is because efforts to salve the Nigerian 

debt crisis is embedded in the solution to the capital 

flight from Nigeria rather than the various debt strategies 

that the country had embarked upon. A good attention should 

be paid to the economic factors which determine capital 

flight from the country. To achieve our objective of 

staunching capital flight from Nigeria the investment 

climate in the country had to be conducive. This could be 
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conceived as an unattained objective in the Structural 

Adjustment Programme embarked upon since June 1986. 

Following from above, intervention of the state is 

considered paramount. The government can embark upon capital 

Buch controls generally consist of government 

regulations that make it difficult for residents to obtain 

large quantities of foreign exchange (at the official 

e:,,:change ,~ate) without some requisite import or licenses. 

Orthodox economists (such as the advocates of SAP) dismiss 

such controls as impediments to the enhanced social welfare 

possible with a "free mi:irket" and likely to actually 

encourage capital flight because of the negative signal such 

government 

(Cuddington, 

Huque, 1985). 

in terfer-ence sends to 

1986; Cumby and Levich, 

local 

1987, Khan Eind Ul 

Corruption of political leaders or public officials and 

extra-ordinary access to government funds deserve some 

emphasis if we are to be out of this mess. This involves 

eN ports of capital to a "sa fe !,aven' abroad outside the 

reach of the government for their own selfish use in the 

future. To curb the outflow of capital and bring sanity to 

the economy of Nigeria, corruption must be reduced to the 

bearest minimum. There is need for honesty and transparency 

on the p,:irt of these officials. To see this work every 

government should be tried after her tenure in office and 

public officials must not be allowed ta go on exile outside 
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the country after their regimes. 

5.1 POLICY RECOMMENDATIONS 

It the finding of this study that capital flight 

phenomenon has made it impossible for Nigeria to get out of 

her external debt problems. This is substantiated by the 

fact that capital flight has been found to be the major 

determinant of external debt in Nigeria. Given this 

scenario, it is evident that the solution ta the country's 

external debt problems is located within the panacea to the 

capital flight syndrome. 

For this cause, the following have been proffered. 

1. Nigeria should embark upon sound macroecanomic policies 

which are the obverse of those factors that triggered 

off capital from the domestic economy in the first 

place. By this w~ mean that the macroeconomic policies 

in the country should possess the ability ta attract 

bath domestic and foreign investments alike. 

2. The direction of causality between external debt and 

capital flight is not well defined. There exists in 

Nigeria a year-to-year direct correlation between these 

two variables. Therefore, we recommend that Nigeria 

should desist from loans that are odious in nature. 

3. Given the level of corruption in this country, we wish 

to recommend that the War Against Indiscipline (WAI) be 
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reactivated. This is particularly important for the 

public officials who use the privilege of their offices 

to siphon money out of this country. 

4. One major problem in many Less Developed Countries 

(Nigeria inclusive) is political instability. This 

factor has a lot to tell on the flight of capital from 

these countries as it affects the investment climate of 

the country. The role of the military should be clearly 

stated and adhered to. Infact, no military government 

should stay more than one year in power. 

It 1s believed that Nigeria will launch out of her 

present external debt problems if she makes use of the above 

recommendations. 
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