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{(x)
B ST T

The debt crisis has contributed X to - economic
difficulties and political conflicts in Nigeria. Often lost
in the policy debates -and political struggles about the
crisis has been this central fact that there is a
caexistence of massive capital flows in hoth directions.

Capital flight which is the exit of residents’ own
capital from the domestic economy was measured as a residual
from t@%b balance of payments equation which squated the
source of finance to their uses. The relationship between
external debt an& capital flight on the one hand and other
factors determining them was elucidated by wmultiple
regression models.

The regression results support the hypothesis that debt
fueled capital flight and flight-fueled external -debt or
borrowing were important aspects of the Nigeria‘s experience
in the study period. By inference, capital flight imposes
‘growth cost, ercdes the tax base, worsen income distribution
and constitutes the single major factor keeping Nigeria in
her present debt prnhleﬁs; Consequently, the solution to
Nigeria‘'s external indebtedness is located within the

penacea to the capital flight syndrome.



CHAFTER ONME

INTRODUCTION

The FTirst oil shook (1973/71974) was one that broughht a
boom and boost o the sconomy  of Nigeria. The increase in

revenue was accompanied by a cohange both in patitern  and

r

level of sdpenditures. This phenomenon was one in which  bhe

*life’” of the country was caught up in the pressmnt mess as

-

the government of the day lacked foresight into  ths future.

~h

Thus, the oll sector was given prominence to the neglect o
the obther sectors, particularly agriculture, which prioc to
that btime had been  the mainstay of  the counbtry. Nigeria
hecams a monoproduct  economy bighly susceptible fto the
vagaries in the world market. Given a short fal1 in the oil

evport receipts, Migeria resorted to deficit financing. This

)

as actually apparent since 1978. The BEurodollar market soon
becanse & prominsnt & sowrce of  oredit to finance  our
deficits through recyoling.

Since 1982 the debt orisis has contributed to sconomic
difficulties and political conflicts in Migeria. Infacht thes
izmsue of external  indsbtedness of  the lLess Developsd
Countries (LDOCs)Y has dominated most debsates aboult global

fimance since 1982, This phenomenon has become a2 thorn in

if

the flesh that has remained intractable in  this country.

Migeria ' s external debt which was at UB 35467 million in 1970

frte



had reachesd an height of US $5091 million in 1978, Howsver,
its growth has reached & dramatic stage such that it stood

t U8 30,178 million in 1993,

i
F

The magnituwde and severity of NMigeria's debt problem is
more forcefully demonstrated by movement of certain  debt
ratios. At 1303 per o cent i 1980, the debt/export ratio
rose to 404,32 per ocent in 1984 and from F41.0 0 psr ocent in
1287 and to 241.5 per cent in 1991, The ratio of debt /GDF
roge continuously from  only 3.8 per cent in 1980 and from
AZ,% per cent in 1984 to 390.1 per cent in 1991, Similarly,
the burden as measwred by the ratio of debt service/export
of goods and services rose rapidly from 0.7 pér cent in 1780
to 28.1 per cent in 19285 and to 25.8 per cent in 1991, This
ratioc  would have gnceeded 463 per cent since 1985 but for

pavmant  detaulbs anc  subsequent  debt restructuring  and

refinancin {(CREN, 197920 .

{n]

The factors which combinesd to bring the external debt

15

l

to  its current  levels comprlsed horrowings  from  the
multilateral and lateral institutions, the ascocumwlation of
trade arrears, default in the pavment o f loans,
capitalization of wrnpaid interest, and depreciation of ﬁhﬁ

US dollar against other major international cwurrenciss in

which the loans were contracted. This plight is one that

!

has ococasionsd a situation of servant-master relationship

it

between Nigeria on the one hand and the oresditor governments

and institutions on the other.



OFf ten 1mat in  the policy debates and political
struggles about the crisis has been one central fact. That
is, Nigeria has enough assets oulside her borders to off set
large portions of her total external debt. Capital flight-
the exit of residents’ own capital from the country\amaunted
to US $26.7 billion in the vears 1970-1990 (Table 14, page
25y . It compared to the increase in debht over the same
period the results are startling; about 87 percent of Lthe
debt build-up was used to finance capital flight. The
cogxistence of debt and capital {flight is, thus, considered
unsound and abrnormal.

The high level of capital flight presents several
economic and political problemﬁu First, growth is reduced,
partly because investment has been diverted abroad but also
because necessary  imports are limited by the foreigﬁ
exchange drain from both the flight itself and the fact that
earnings an  such flight assels are often nolt repatriated.
Szcond,  the combination of debt scoumulation and capital
flight creates a perverse distributional dynamic. The poor
undergo austerity in order to pay international banks which
in twrn make interest payments to those Nigerians weallhy
encugh to have asselts abroad. Finally, capital flight
impedes a resolution of the overall debt problem (and by

xtension .a&a recovery of world trade) since it is difficult
to persdade developed mations to extend new coredit or debt

relief when such a high percentzge of the new resources may



merely "slip out" of the country again as capital fFlight
A Fastor, 1290).

The preponderant of the causes of capital flight are
often attributed to sconomic factors. These are often
traced to disincerntive created mainly by distortion in
domestic macro economic policy. These distortions manifest
themselves in  large public sector deficits, exchange rate
migalignment, inflation and financial repression. fs part
of the economic causes also are  incentives provided by
foreign banks  and government. These include atbractive
returnsg and the maintenance of sscrecy on deposits. Thess
are basically the obverse of the factors that triggered them
off the domestic economy.

Fart 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
fargign funds by political leaders. It has been alleged that
some  political léaderﬁ through the perguisites of their
dffices siphon funds to foreign countries . ‘Thua, access Lo
political offices and  the corruptibility of such office
holders become important factors. As part af the
corruption, it has been alleged that in  the vears when
petrodollar surged into Mexico, Venezuela and Nigeria, the
cpportunity fmh agraft multiplied in thesse years and a lot of
money consequantly was siphoned abroad (ﬁjay1319?25u

The conduits Tor capital Flight are both many  and



varied. These include cash or monetary instruments, bank
transfers from a local affiliate of foreign owned bank to a
designated recipient abroad, precious metals ant
collectibles including works of art, false invoicing of
trade transactions, the black market ard commissions  and
agents fess which are paid by Toreign contractors  into bhe
Toreign bank account of residents.

This study intends to construe capital flight as &
stolen money by placing emphasis on the private capital
outflow from Nigeria. The public capital outflows would

take the form of repayments on  external debit and donation

made to Toreign government. Discussions here have nob
centred  on the public capital oubflows since it is

officially documnented and assumed to be reflected in the
country’s official  level of reserves. Having achknowledged

the role of the investment climate at determining capital

flight, we have also recognised public officials and a Tew
influential persons  as very Lmportant. The role of these

peEople is predicated on corrapbicon.
Econometric investigation of the linkages bestween

extarnal  debt and capital Fflight supports what we  have

referred  to as "debit-driven'" capital flight and "flight-

driven external debt on  the one hand and “debt fusled"
capital Flight and "flight-fusled" extermal debt on  the

other . These are situations in which esxtermnal debt  and

capital flight both provide the mobive and resource for each

G



other. The econometric investigation did not show  much
Eignificant influence of the sconomic factors on capital
flight determination. Given the relaticonship between
axternal debt and capital flight, corruption becomes a point

of reference and a plight to embattled Nigeria.

STATEMENT OF THE PROBLEM

One of the greatest problems confronting many LLDCs
including Nigeria today is the level of their external
indebtedness. 'The external debkt problem of these countriss
is becoming more acute for a number of reasons. First, the
size of the debt relative to the size of the esconomy is
enormous  which  discourages private investment in  the
country. Secondly, the debt servicing payments has gulpesd-up
an  increasing proportion of the annual export sarnmings
thereby reducing resouwrces 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 not only the
erecution  but also the prospect and suceess of  the
adjustment oG amme being enbarked LR . This is
particularly important comsidering the various hardship the
populace of these counltries have been subjected to since the
commencement of the adjustment programmes.

It is however worthy of note that there exists movement

of capital in both directions in Nigeria and most other

o~



L.DCs. While the government is borrowing abroad to finance
rising fiscal deficits soms other people within the domestic
economy are procuring external assels. This simultaneous
coexistence of foreign borrowing and capital outflows is of
impaortance both on practical and theorstical grounds. First,
it is Dbelieved that capital should move from capital
concentrated Developed Countries to capital SCAINCE
Developing Countriss. Ary cantrairy mmveﬁent of capital is
theoretically abrhnormal and unsouwnd.  Howesver this is exactly
what has been happening in Nigeria and many more Less
Developed Countriss for some decades now. Secondly, the

wported capital reduces the grmwth rate of the country .
This is hecause flight capital is nobt available for local
investment. Thirdly and wvery impartantly, flight capital

reducss  the capacity of the countries fto service their

It has been discovered that capital Tlight both provide
the motive and the resource for fmreign borrowing. At the
gsame time,;foreign  borrowing both provide the motive and
resource Tor capital flight. Thus,it becomes a thing of
concern why the government and the populace of the country
thirough the government should be shouldered with the burden
of deblt servicing when the borrowed funds are not invested
within the domestic economy Lo benefit the peopls. While
the income @érned o such external assets are retained

abroad the hard-earned foreign exchange is used to service

7



external debt.
A important and  wrgent  as this  plight might  look,

thaere =till remains recsearch gap in the literatuwres. It is

it

the intent of this work to wunfold these pheEnomena  of

external debt and capital flight in Nigeria.

OBJECTIVE OF THE STUDY

With the magrnitude of research work thét have besn
undertaken on sxternal debt  in Migeria, this shudy .is
intended to concentrate more on capital flight than sxternal
debt. It is specially designed to essamine among  obher

L]
thingss—

i the magnitudes of  capital flight  From Nigeriz during

12701290,

i the compositicon of capital infTlows to Nigsris duwring
1970-19%90.,

iii the absorption of foreign borrowing in Nigeria duaring
1970-19720.

iwv the linkages between external debt arnd capital flight

in Migeria charing 12701990 wvia an  econometric

investigation.

W to profer policy reconmendations based omn the study.

1



RATIONALE FOR THE STLDY

Following Trom the problems enumerated in the statement
of problems, it is clear that the problem of externzal
indebtedness is acubte in NMigeria. Various management
techrnigues have been adopted to redress  thess problems but
to no availl., Therefore, we say hers that a lasting solution

to these problems will come from a proper concepbuaalization

of the major root cause or causes of the problem.

Capital Tlight is identidisd s l=Tal=1 as  a majior
determninant of esxtermnal debt  in Migeria. This being the
situwation, the solution to the external  debt problems will
lie in combating the capital flight syndrome. We do hops
that this work will provide significant seolutions  bto the
problem of external debt in Nigeria and many less developed

countries.

THE SCOFE AMD LIMITATION OF THE STUDY

This study will cover the pericd between 1970 and 1%%0.
This pericd is significant for a nuabesr of ressons. It has
hesn  asserbted that political leaders wsing thesir office
aiphorn the wealth of this nation out for their selfish use.
Dince  the étudy paricd  witnhessed succeEssion of governments
in Migeria, wse want to examine capital flight and sxternal

debt before and since the owubbrealk of the debt crisis.



Also, this period shall allow us  to coopare  ths level of
capital {light associated with the variowus regimnes of
government.

Dﬁé great problen of research work in LDCs is scarcity
and uwnreliability of statistical data. Data wunreliability
is a major problem in this work. This is particularly trus
for figures on foreign borrowing because of ite periocdical
Feview by the World Bank. Givern  the various definition of
capital flight the method we have adopted may nolt be the
best mesasure even LT it suits  the cantext within which we

have used it.

FArnother great constraint on the path  of this research

work ds finance. The researcher is capital poor which possd

)

serious  limitation on his mobility , accoess to most
current literatures, photocopving of necessary materials and
conputer services that are most reqgquired for the sxcellent

executicon of the study.

ORGAMISATION OF WORK

This study is divided into five Chapters. Chapter one
iz a bried introduction to the work. Literature revisw is

treated in chapiter two. Chapter three is centred on the

methodology of this work. Chapter fouwr gives the model
tests and  resulits with the analvsis. Ard in chapter five,

we have summarized, recommendsd and concluded.



CHAPTER TWO

LITERATURE REVIEW

This chapter sesks bo unfold the cocoon round about the
term "capital Tlight. Im the coursse of doing this, ths

relationship betwesn external debt  and capital Flight will

b1

e brought +to  light. Specifically we seek among obther
things the definition, @measuwres, mechanisms and  causess of
capital flight in  this chapter. This will provide for us

the basis Tor the cslculation of @ capital TFlight From

Migeria.

CONCEFTS OF CAPITAL FLIGHT

There are various detinitions of capital Flight. The
use ofFf the termn "capital flight" srouses strong smobions in
gomz quarters. Some analysts  view capital flight as the

cause of  heavily indebted countries’ inability to recowver

from their debt problssm. To others, capital Flight is
regardsd A S "peiorative description af natural

sronomically  rational response to portfolico choices that
have confronted wealthy residents of sons  debitor countriss
in recent yveasrs" {Lessard and William L1987 p.202) . Thes
conbroversy  suwrrounding the term is  duwe partly to ths lack
of a preciss and universally accepted definition for it in

gronomic theory and partly hecause of the way the term is



vaed betweesn developed and
wsual  among some 2cano
Trom developed countriss as

same achtivity when undertaken

countries is reterred to am

time, when residents of a developsd

nishs

fl"

developing countries. It is
to refer to capital outflows
foreign investments while Lhe
by the redisents of developing
At the same

capital  Tlight.

country put a percentages

of his equity abroad it is called strategic diversification

ard when  the same  is done by residents of & developing
country it is called lack of confidence (Fanmiz, 1984). Ore

o

o the distinction that is

exchange rate control
counhries .

-

One of the argument for

that the investors from deve

to  be hetter opporbtunities
developing ocounbtriss on the

gscapling  the high risks

{Cuddington 1784 and Ajavi,
makes it very obvious why a
gase with the definition of c
is believed that the
developed or develaping will
o the relative returns and r
and abroad. Developing count
Teaturs however will be hard

There are possibly a

-
b

regimes  exist in

abroad

which

investors Trom all

ten  made, however, is that
many developing
this dichotomy is  the belief
loped countriss are responding
and the investors from
harnd are said to be

other

they perceive at  home

This interpretation
lot of economists are ill—-at -~
apital flight. In general, it
countries whsther
base their investmsnt decisions

igk of such investment at hone

ries given their charachterishtic
Rit.
number of  r2asons why capital



TFlows from developing countries showld be labeslled as
"capital flight". Firstly, it is the general presumption in
economics bthat capital should flow  toward capital scarce
countries. Any flow in opposite direction that is, from
developing to developed countries are not only unusual but
abnormal . The second reason is a policy issus. What is
important is  the extent to which those assets held abroad
could be utilized at home to reduce the level of exbtsrnal
indebtedness and relieve the inbsrent liguidity problems

brought about by deblt service abligstions (FPastoer, 1990).

Thizs is further substantiated by the Tact that such extarnal
assets never return into  the country (Cuddington,1986). In

distinguishing beatween capital flight and noreal capital
flows, two broad approaches are taken in  the literatures.
The Firsht is an idEﬁtificatimn of Epecific-episadem {or
countrigs)  thalt are characterized by  abnormally adverse
S onomiLc conditions for investment and consider all
estimates of the acquisition of sxternal claims by the
privates sectolr  as  capital fTlight. Tha second approach
distinguishes capital flight from other capital movensnts by
considering capital flight to consist of the acguisition of
axternal oclaim that are not reported to the domsesstic
authorities (Chang and Cumby, 1987 and Doolesy, 1984).  On thes
aother hand, capital Flight can be considered as Lhose

capital outbtflows which are in excess of "normal Flows"., One

problem with this definition lies with what constitute

i



"mormal" capital {flows in this

These various difficulties

"f

b (Anthony  and Hallet,

antially lie at the heart

of the wvarving definition and computation methodologies
which have been emplaoved to  gquantify the capital {light

phenomenon {(Bank  of England

Arthony and Hallet,1990). Thus,

Quarterly

Bulletin, 19892,

the possibility of multiple

definational terms is one of the quandaries in this area in
a sense  and velt perhaps one of the strong points.  There

exists more than one viable def

inition of capital Flight and

the appropriate cholice will  depend on the policy guestion

most  pertinent to the

country for

which capital flight in

being estimated and  the time pericod wunder consideration
{Bank of England Quarterly Bullstin 1929; Chang  and
Cumby , 19291 . O distinction is often made beltwesen legal and

illegal activities in order to distinguish betwsesn capital

flight and ths so called “"mormal®

capital flows . Since

illegal transzactions are not recorded, it is btherefore not

anly difficult, but almost impossible to measwre it as &

component of capital flight

"capital flight is capital that

fless" (Ingo Walter,1787; Eindlebeger,l987). Alternatively,

capital flows in response Lo economic or political crisis

are capital flight{Husted and Melvin, 19920)1. MNormal ocapital

by

lows on the other hand refer

ordinary portfolio diversificati

(Dooley, 1984, Fhan and U Haque

14

flows that correspond to

oot domestic raesidents

#17E7) .



Aocording to Cuddington (1984) capital flight refers to
short—-term private capital outflows. It involves "hot
money"  that respond to political or  financial orises,
heavier taxes, a prospective tighterning of capital or a
major devaluation of of the domestic currency arising from
a high misalignment of the currency. This definition
suggest that capital flight is a response to differences in

et and risk across countriss. Im the Morgan Guaranty

Trust company (19846, F.13)  an esxpansive definibion is

adaptead. Capital Tlight is the reporited and gnreportsd
acquisition of foreign assets by the non-banlk private sector

and @lemsnts of the public sesctor.

In order to clarify owr thoughts on capital  flows,
Fiavia (1922) presented table ong below which he adopted
from Lessard and Williamson (1987) showing a taxonomy of

o
i

actors exxplaining international capital flows.



TABLE ONE

| TAXONOMY OF FACTORS EXFLANING INTERNATIONAL CAPITAL FLOWS

ONE-WAY FLOWS TWO-WAY FLOWS
% National Resouurces ¥Differsnces in Absolute
ECONOMIC Endowinsnts riskiness of economies
RISE AND
RETURNS ¥ Terms of Trade * Low correlation of
risky ocutcone across
¥ Technology changes country
¥ Demographic shifts ¥ Differences in investor
risgk preferences
¥ General economic
managemarhs
¥ Taxes(deviations from % Differences in taxes
bor-ld Levels) ) and THEIR incidence
FINGNCIAL batwean
RISKS AND ¥ Inflaticon : residents and non-
FETURNS residents.
RELATIVE ¥ Default on government
TO ECONOMIC Obligaticrs ¥ Differences in natwre
and incidsnoe of
¥ Devaluation country risk
¥ Financial repression ¥ Asvometric application
of guarantess.
% Taues on Tinsncial
Intermediaticon ¥ Ditferant interesht
celling for residents
¥ Folitical Instabiliby, and non-residents
Folitical confiscation
* Different access to
Tforeign exchange
denomination claims

Sonwmes Ajayi (1992, P.13E)

1é



The uppesr left guadrant of the table identifiss various
factors based on dif{fersnces in eConomic relburn across

countries. In the upper right guadrant are those additional

factaor

"a':

that deal with the two—way-Tlows "rnormal"’ portfolio

ifi

o

gdiversification. Most of the theoretical and empirical
studies of capital flight place emphasis on the lowsr
left and right guadrants. The factors smphasised are those
that create s "wadge” beltwsen ecmmumiﬁ and financial relwns

regardliess of whsther | they operate across  the board  or

symmEbrically among resident or non-resident {(Lessard and

iy

Williamson 1987, Gewdl7 Y. From  the table and  ths analysi

thearein mermal capital outflows ares the onss  That take

place in  order to maximis

g economnic  reburn and opporbunity

hetwsen countriss . Mormal portfolio diversification take
place o the basis of di{ferentials in economic reboarns.
Capital flight on the other hand as seen from this analysis
ism  that "subset of capital oubflows that are propelled by
the source countery policies (Lessard and Williamson, 1987,

F.217). & distinction is drawn (&t least to & largs sxtenh)

betwesn private and public capital oubflows  {(Dowsndag,

12288y, fAccording to him,  the poablic capital owbdlow

saparately recordsd in the change of official reserve assets

21y
of the balance of  pavments statistics. & vital contribubion
was again made by Cuddington (19784). He was abls to identify

the oubtflow of talents in the Torm of bhrain deain from

developing to developed countries as  capital flight. Thus,

17
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Duwendag (1988) study coversd Srgentins, Brazil, Chile,
Colombia, Mexico, FPeru, Yenezusla, India, Indonssia, Forsa,
Malavsia, PFPakistan, the philippines, Thailand, Porboagal,
Turkey, Hungary, Romania, Yugoslavia, Algesria, Egvpt,
Terasl, Moroocoo, Migeria, and SBoobh &frica.

T Cuddington (1284) appraoach, capital flight is
gdetfinsed as short-tern  speculative oubdlows which according
to him  is ths  bypilcal meaning of  capital flight. Capitasl
Cflight is defined as short-term external assets by the non -
bark private sschtor  plus the errors and omissions  in bthe

z of  payments. This approach is  concenbtrated on what

bral ano
is popularly referced to as "hobt monsy Flows" method becauss
the fact that funds are sxpected to  respond guickly to
changes  in srpected  retwns or to changes in  risk.
ariations in esconomic conditions are likely to affect the
magnituds  of such flows. These in essence are funds "on the
wings" that are expscted to return very guickly  to o ths
country of origin when esoconomic conditions are favourables -
that is when appropriate macrd sconomic stance s adophed.

Fhan and Ul Hagues (1287) calocuwlated capital flight far

sight highly —indebted developing countries for the period

3,
joie

274 - 1982, They defined capital flight in two wayvs. Firsh,

it dis defined simply as

i
LR
i
[
-
1
0

private shorlt  term capibtal

flows plus nelt errors and omissions in the country’'s balances

of pavments accounts.  This iz the same  as the Cuddington

petimate. The second method triss to take account of normal



capital flows. Capital Tlight is defined as that part of the

in external olaims  that vields recorded investment

Lnoreass y

imcome. This is nobt dissimilar to Dooley (1984) approach. In
the HMorgan Guaranty Trust Company (1984, pp.l13)  study,
capital flight is defined as "the reported and unreported
acguisition of forsign assebts by the non-bank private sechor
arnd soms elensnts of  the public sechtor”. Capital Flight is
setimated indirectly as the counterpart of net direct
investment in-  FTlows plus  increase in gross  sxbternal debt
less  recorded oubflows  through  cwerrent  acoount  balancs
deficits and less  the building of foreign assets by the
ranking svsten and official  monetary avthorities  (Morgan
Guaranty Trust Companyd. Cling (1%984) ocritiques the dapital
flight definition adopted by the Morgan Gusranty  Trost
Company study. He sargues that incoms from tourism and border
transaction should  be subtracted since these garnings are
heyvond the oonbrol of the relevant  Fforelgn suchangs
avthorities. He also argues  that reinvesited investment

income shouwld not be considered as capital flight since this

1

also bevond the control of  the avthorities. Duwendag
(1288) calculated capital flight dimplicitly as a  residoal
via an indirect calculation wusing a balance of pavoaenhts

equation. Capital flight iz calculated here

ecpuial  to the
sum  of the ohange in foreign borrowing, net direct
irnvestment, and the Use of Fund Credits less ths ocurrent

account deficit, met srrors and omissions in the bhalance of

20
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payments, the counterpart items and

reserve (Duwendag, 1988,p34). This
Morgan Guaranty Trust  Company estima
(1984.p. FHE-EHE),  Bachy, (1w84,
Internaticonal Settlements
(1985), and Boyvee (1793 p.343) capita
Capital Fflight is calculsted as
debt outstanding minus the sum of

the net direct investment owub+dlow,

3fficial reserves.
& thorowgh examination of ths
there are =& variety of wavs of

Adayi

categories. In the first caltegory is

and measurement of capital flight. Ca

as the nelt short term

omissions in the balance of pavments.

{1984) approach. Under

egquated  to "hot  money? Flows. The

"derived” measure of capital flight.

part  of ths increase in sxternal

recorded investment income. This iz

te. I Diaz Ale

the incrz=ase in

MSASUr

capital ouh

this definitk

-2z

the change in official

is an extension of ths

dandro
A7, the Bank Tfor

1O Y, the MHorld Bank

~maidual.

2

1 flight is a

exbermal

currsnt account deficit,

and the increase A0

literature shows that

ing capital  Tlight.

(19%92) classifised the measuring techrlgues  into sis

the "narrow" definition

ul

pital flight is define

flows plus  errors and
This is the Cuddinglton

ion capital flight is

L

second category is bhe

Capital Tlight is that

claims  that vields no

the approach adoptsd by

Dooley (1984, 19838). The third category consists of a broad

measure of capital Tlight. In this approach, capital {flight

im the measursd saoguisition of

bhank private residents

1

Toreil

plus srrors and omissions.

gn  assebts by the non-

Specially,



the broad measure sguals capital inflows in the form  of
changss in  external debt and net foreign  investment minus
the cwrrent account deficit and changes in the assets of the
banking system. This measuwre of capital flight corresponds
to that adopted by various authors including Morgan Guaranty
Trust Company (1986 ) World Bank (1985), Erbe (1785). The
Touwrth measure 1s the private claisms measure which detined
capital flight as the acquisition of external claims by the
private sector including deposits banks  and the non-bank
sactor plus recorded sriors and omnissions in bthe halance of
pavments. LDonssa  (1784)  correspordds to this. The fifth
method is published by the Intsrnational Moneltary  Fund.
Capital Flight under this method is  derivable from the
"Cross  Border Bank deposits of  MNon-banks by residence of
deposltor" published in the International Fimnancial
Statistics. This measure has besen wssed in the literature by
Fhar (1986). The sizth popular method is that adophied by

Fastor (19979, 19903, This method is labelled the "sources

n £

arnd  uses" approach  to capital flight. Capital flight is
derived residually from the balance of payment plus the sum
of the ocurvent account plus  the changes in reserves. This
method is similar to those used by Dooley eb al (1983),
Dombusch (1%85), and Duwendag (1%988).

The various approaches listed is as comprehesnsive as it

can be when due cognizance is taken of the different names

that are often used for the same thing {(for  esanpls,

e
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implicit capital flows, Dooley et al 193

THE HMECHANISHMS OF CAPITAL FLIGHT

The conduits for capital Flight are not only many but
varied. They coms  in wvariows FTorms  and it is aloost
impossible to develop an exhaustible inventory of channels.
A very  apt descripbtion of soms of  the condoits  and the

various Torms they take is described by Glynn and Eosnig

(1584, p.109) .,

"It ocomes  in false-bothtom suitcases or  in
elec ernLL frrd transfers  from ﬁrivmt@
bamkin sarvices that cater +to  "high-net
worth lﬂd1¥JdUﬂ]§"u It may take the form of
frugerrands shtashed inside hol lowsd  out
soulptures oF more via falze involices
approved by corruapt customs officers. I"
destinaticon range from banks in Zurich, Miam
or the Cayvman islands to co-opt apartments in
New York or Condos in San Diego".

et

~fual

"‘i‘
jal
N

3

The interesting story  of the narrati

happening in  the philippines some yvears ago is nob only

illuminating  but gives & proper insight  to the izsus o
various forms or condoaits that capital flight can take. The
general applicability  of this avent has vely high

probability rate for developing countries at  least (Sdavi,

£
1

"I Manila not too long ago, a police dog sniffing for

gxplosives in the cargo hold of a plane aboult to leave Tor

o
ol tet



Hong Eong grew interested in 2 orate sontaining Lwn Tiozen
chickens and & duck. The Philippines customs officers
decided that the chickens were above suspicion but noticed a
large gash in the duck. Inside the foul was $29,000 in very
cocl  WU.5. Cash" (Glynn  and Foenig, 1984, p.112). Folice
dogs have not  been known as a popular mechanise  fTor the
detection of suspicious materials from the various alrports
in Migeria. The possibility is high, however, that some
amazing discov eries could be uncovered by these sets of dous
it used for tracing illegal tramsactions.

fAdavi (1993, 0.20) noted a number of channels through

&

which capital flight can  take place in Nigeria. Firsht,
transfers can take place through cash o monetary

Lnstruments. These are wsuwally in the form of either forsign
or domsstic currenoy, btravellers checks or other checks. In
the sarly 1970s, stories abound about Nigerian cuwrrenocy

being carried out of the country and being exchangsd in big

cities

it

like London or Mew York."These were exchanged legally
abroad for other currencies at current market rates. Inspite
oaf the present sconomic predicament, thers are shill some
African countries where  the NMaira is exchanged for obhsr
currencies in the cause of trade" {(Adayi, 1992,p.20).
Secondly, capital Fflight can fake place thirough bank
transfers from a local affiliate of a foresign owned bank to
A deéignated recipient abroad. This amount of money can be

exchanged =&t  the @market rate where no constraints  or

~

K



restrictions are in place. Transters can still be pmgaible
in  the face of exchange controls but pﬁssibly at a less
favourable rate. In the history of banking institutions
development in Migeria local affiliates of foreign  banks
sxisted. Given thiﬁ imstitutional selt up, tramsfers of the
type mentionsd  took place and are indeed still taking place
even bhough  the exeact statistics o the magnitudes ars

lacking. It is reasonable to assume, howsver, that such

fual

ransters may not be available for incomnes that are known Lo
e illegally generated,

Arnother channel of transfer is through preciouws asetals

arnd collectibles imcluading works of  arb.. This dis a
substitute Tor  ourrency movemn=nt. Looal currency is

converted into gaidy silver or other precious meltals,
precious stoness, lewelry  and similar assets that can not
only be wmoved abroad but that will also be able to retain
their valus., The sale value of thesse are usually high  in
foreign currency. Usually, governments tend bto restrict or

2

prohibit  isports and  expordts of  any  such  items.  Such
international transfers btherefore usually involve ﬁmugglingn
Al though it is kEnown that there are large risks involved in
such activities, some people who have taken risks in this
regar have beern successful  whils soms  others have  besn
caught in the act.

The Jourth mechanism of transfter is through Talse

declaration involving trade transactions. In  this case,

e

e v



Talse involces are issuesd.

arise from bthe svstematic

The sspectation in Case

syvstematical ly

£

will

importere over invoice and

gxchangs  gain that is

exchange authority. The

foreign supplisr Lssues an
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ecessary farsign sxchange
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applicable to the looal atfiliates o f
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multinational companiss, and owners of business  engagesd in
international trade. It is kEnown in some cases  that false
imnvolcing can be multiplisd through a prachtice callsd "round
tripping" . The process s one in which foreign currency

assets areg acocumdlated abroad at the official

via trade misinvoldcing (that is, over or under involocingd.
fBocording to fiayi (1992 "some af the assebts  are
repatriated  in the form of  cash  or other monetary
netruments which are converted to loca currency at premium
at the local parallel market for foreign exchanges. Whatever
gain is made in local currenocy can then  form bthe basis fmr
furbther false-involced transactions”. This in effect is
arbitraging the official and parallel-market s:changs
rates" (Walter, 19E7,p.113).

A Fidth method of transferring money abroad is bheoogh
the black markelt itself. This, wuntil recently, has besn a

thriving source of

2

transferring  funds abroad. The amount o
money s0 transterred is  so difficult to estimate. Another
vahicle through which capital can be btransferred overssas is
through commissions  and agents’ fess which are paid by

foreign  contractors into the foreign bank  accounts  of

residents. Commissions and  agents fess FEOLn S0me Cases

il

polits words  for bthe ovrilads of  kick backs  on forsign

contracts! Recent vears have witnessed the existence of

burssas de change.  This is  an dmportant  mschanism theowgh

27



which a lot of capital can be transferred abroad. The numbare
of such instituticons and the tramsachions undertaken by them
have bhesn rising in recent times” (Ajavi, 1992 p.22).

There are some other vital channmels of capital ocutflows
that have been neglected in the literature. These include
the massive outflow of “resource persons from  bhis country
espacially in the last one decads. Those who felt bumiliated
and  under paid  in their professions,  whether dus to the
fallen value of the domestic currency or negligence on the
part of the government, left for where their services would
be beltter appreciated. This phenomenon is normally referred
to as "brain drain”.

Another  important conduit of capital  flight is  the
repayments on the external debtb. It can be said that the

Foreign borrowings which look very attractive when they oo

ul
=i
il

in are the seeds which eventually grow to bhecome problems to
the naticnal economy. This is particularly so when  the net
transfers ars negative (that is, the sum of amortization and
interest péym@nt ig graater  than the intlows). Thes Migerian
total debht service has grown over the vyvears. We have 3
superTluity of  this particularly since ths  owtbresk of the
deht orisis in 1982. The total deblt ssrvice which was %535.6

11”‘

million im 1970 grew to over %4 billiomn in 12785, However,

most analvsis do not talk  about these repavaents

h‘
el
-+
.
1Y
a
=
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o
"
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)
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and intsrest psyments) . This may be b

- ALLEE

raecorded and as such not regardsd as capital Flight
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ALTERNATIVE MEASURES OF DAPiTQL FLIGHT

The area of capital flight is still fallow in Nigeria.
Howesver ajayi (1992) worked on the alternative measures of
capital fiight by  adopting different methodologiss for
gatimating capital flight in  the literature. He divided its
estimation into two parts. The first part replicates for
Migeria the different methodologies tor estimating capital
flight that have been used fmrlﬁrgentinaﬂ Brazil, Mexico,
Frhilippines, and Venezusla., He covered the period. 1972 -
198%. In the second part, he employved various Ltechnigues as
have bhgen defined to estimalte capital Flight.

Uaing Cumby anrd Levich{l1287), and adopted by
Verna(1l98%) and Vena — Schneider (1991}, he calculated from
the balance flight sstimates for Nigeria using the various

mEthods listed below.

TABLE TWO
NOTATIONS
A Current ﬁccmunt'Balance
I Neet Forsign Diréct Investment {(FDIL)
.C, Frivate short-term capital oultflows
D Fort folio Investment :
. Ranking Eyétem Foreign Gaseta

29



Fa Changes in Ressrves
(E Errors and Onissions
H. Changes in Debt

. IFF Oredit

I Travel Credit

L. Reinvested FDT Incoms
. Other Invested Incomns

M. Counterpart ITtems

COAPITAL FLIGHT ESTIHMATES

World Bank = {H+B+&4F)

Erbe = {HAE+E+F)

Mo garn = { H+B+A+HE+F )

Cline = (H+B+O+E) — (J+E+L)
Dunmendag = (ARG F 4G+ T+M)
Source:s Adayi (1992, p.24)

The result of his calculation is shown in Table

O

e
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TaAaRLE THREE

CAPITAL FLIGHT FROM MIGERIA: DIFFERENT ESTIMATION

2)

Source:

METHODE (1972 — 1%98%9) (US 5 MILLTIONMS)
Year Erbe/HW/B Morgan Cline Duwendag
1772 106.44 477 .28 45357 127.70
19273 &6346.10 1,265.38 1,228.03 551.75
1974 325.00 5.993.00 5.824.27 450 .88
17973 112.80 5.,788.60 5,474.48 148.04
1976 124 .80 5.524.44 S5,044.21 187 .40
1977 2.,4920.00 7,021.86 6,954.79 2,111.95
1978 S08.40 2.,673.20 2.30%.48 235.23
19?? - 846.30 5.657.54 S.370.0G7 601 .99
1280 2. 713,30 12,974.11 12,234.34 2,570.77
1281 2,132.30 5,145.22 D247 .31 1.345.14
i73dz2 —%,805.80 —2.230.87 —2,D46F7.33 -%,812.0%
1983 2,0146.10 F,098.82 2,823,561 1.991.64
1984 — 14%9.80 1.594.72 1,494.732 182.81
1985 F,569.40 5,585.40 5.,272.14 2,794 .57
1984 S5.5302.90 65,841 .80 &H,0792.39 53,138.37
1987 5,874,560 7 .922.20 7 ,398.83 S.462.11
1288 1,04%.80 2,477.12 2,385%.12 Q0DZ2.80
i782 —2992.70 212,484 2,102.44 —Z46%.70
Cumulative
1972-7% 4,.224.20 34,627,350 F1.,258.70 4,414, 3
1779-83 2,726%.460 25,.644.82 23,126.02 2.,717.07
1972-8% 22,801.30 80,650.28 75,330.31 20,840.92
128Z-87 16, 792.20 24 .,442.94 2E.A51.59 1i5,76%.51
MOtesz (1) some of the ttoms in some cases could not be operationalized fully because some of the

statistics do not exist. This i true of IMF credit and reinvested FDI incomm.

The following statistices were taken from the balance of payments wtatistics ycar book: Travel,
other investment These Millions of SDR
and were converted to Millions of dollars using the converasion rate under U.8. country data of
the IMF line Sc

Income, Counterpart items. were normally recorded in

ajayi (1992, p.29)



Capital flight using the HMorgan Buaranty Trust Company
appiroach was about US % 477 million in 1972. This rose to US
F 12, 74 million in 1980. It rose and fTell systematically
there after veaching only US % 2,212 millionn in 178%9.
Capital Tlight was by this method, 1% percent of GNF in
1283, but was about only 8 percent of GNP in 198%. The
percentage share of capital flight in  GMF using the Cline
approach are not too different: 12 percent of GNP in 1986,
and 7.& pEroent of BMP in 1928%. Capital Tlight as a
prooortion of external debit was 145 percent in 19B0O, and 37

percent in 1289 using the HMorgan 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 thes
approaches vield substantial amount of capital flight over

the period covered {(fAjayi, 1992, p25-24).

The differences in the magnitude of the results using
different definition of capital flight are not surprising.
Aiavi (1922} further classified the similaritiss and
ditfferences accovrding to different periocds. The amplitude of
capital flight for the period 1972 — 1979 and 1979 — 1963
were not too differsent in the four measures. Ths period

19721972, which include the oil shock years showsed more

R
e



capital Flight than the following period. The vear 1980,
which is the sscond yvear of the political regime of the_
civilian admini=stration is noteworthy for the criticisms and
allegations it had received including corruption which made
possible the transter of huge amount of monsy abroad. In all
cases, the amount of capitsl Fflight rose dramatically from
what it was in the previous year.

From the cumulative totals, several results emerge. For
the entire pericod, 1972-1%98%, th= HMorgan Guaranty Trust
Company methodology gave a total capital flight of about US
$80.7 billion as opposed o Cline’'s of U5 $£75.3% billion. Inm
the Erbe and HWorld Bank methodology, capital flicht was US %

22. bi

s

lion while it was U5 $20.8 billion wusing the
Duwendaqg mgthnd. Over the pericd of the civilian regime,
1721983 {(with overlaps), the maximum capital flight of USsE
25.46 billion was recorded using ‘the Morgan BGuaranty Trust
Company mathodoloogy and about UW.S5 %£15.8 billion by Dowendag
methodology {(Aiayvi, 1922,0.271.

On the next stage, six different approaches were used
in calculating capital fTlight from HNigeria. These ars
variously labelled as estimated capital flight, the total
private capital outflows, the residual method, the hot
method {itwo wversions), and the derived method. The "mirror
stock statistics", though not given prominence is  also
presented. The starting point is the calculation of the

total stock aof external claims. From this is derived the



"estimated” capital flight-

stock

af total

modified version

=
| =91

ternal

of

In the process of estimating the

claims,

Biavi

the Doocley (19846.1988) approach.

TABLE FOUR

(19922} Tollowsd

a

ALTERNATIVE MEASURES OF EXTERNAL CLAIMS FROM MIGERIA (1972 —
1798%) (US $ MILLIOMN;

Year {1} =) <S> «ad =)
Fome o Errors Totml Lrwcorcect
cladims o MNoa— et Exterral wsrtocik: of Total
FRmmiclert Omimmicr Claims BOF e tarTal Stocia of
P Col -« 1+2 clednms ExterTal
Dirwct CTilamim=
Lerwvarss ot
APF=2 A2 D =4 A2 L 1.104..5
1P7E OITIE w S o T . X L 5 207 4 P27 a =
AP 7G —32O, 11D .9 T2m2 =2 O, T L oS0 a2 B ThthaO
1LF7D —‘3=\2.‘9 —'41-? o~ :5"—73-5 AplE8% .0 TR - D
LF7E ESES5.68 AT ST AelFO.& D7Dt
ASF77 A aTET uls 3 . L ad7P S e lPT5.E G S7 el
ALFP7E B DE7 w2 =1L .S AR 5 I o 7 RpBD10.S T e PO
A7 S o BEE w2 TEL a2 TED . O By T - —S5E e T
ALPEO — = GG o —ETF - T P e LS B E 25D —PLESHLE
AP PuZ TS TAOT .S Prlafa? F a7 a A7 o S e
AT Da 7S TP W 7S L T 5 TP el 1L =50 L
DS Q7= = ’ ACOZ o DD P ATy ESETa 7 14 GGl S
AL9S% 2O = O TS - P L= A7 a7l A7 T 7=
1983 ——a} o LPCP , O —L Ay . 2 — y TS 2 2O 2SS LT, 7i10.3
AL PEE — TRy T —Z1E .52 —~FLDP o 2 R LS ol 24 220D
APE7 —X g TP — .l — RgO&SS.B8 DL 87T Z P Z2Z L0
A58} — L aOT L 21T O X PO puch B = ?-761.0
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Table Four gives the total stock of external claims for the
recaord 1972-198%. In 1278 the total stock of WNigeria“s
external claims was about US #8B.0 billion. This rate
steadily rose to US $17 billion in 1981 — more than twice
the 1978 Tigure. By 1%87. it stood =2t UE 29.8 billion but
dropped slightly toc U5 % 27.3 billion in 1989. From the
stock of external claims, two versions of capital flight ars
calculated {Ajavi, 1792.p27). This is reported in Table

Five.

TABLE FIVE
ESTIMATED CAFRITAL FLIGHT FROM MIGERIA (1972-198%) {(US %

MILLIONY
Year (1} (2)
Estimated Estimated
capital capital
Flightk (a) flight%({b)
1972
1973 377.3 —577 .4
1774 F,104.1 -2, 108.7
1975 9,108.0 9,092.1
1976 1,272.9 1,278.2
1977 2.,614.8 2,621.1
17278 -3,314.8 Z,F17.5
1979 -8,323.2 ~8,318.8
1980 -574.4 -579.5
1981 i8,483.9 i8,4846.2
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—6,298.1

1982 —&,301.3

1983 3.213.6 3.216.4
1984 3,339.3 3,340.1
1985 —2,070.5 ~2,071.2
1984 8,530.8 82,530.6
1987 5,572.1 5,572.1
1988 -47.4 -34.7

1989 -2,513.5 -2,513.9

Cumulative

1973-80 —2,0656.5 -2,073.4
17979-83 15,396.2 15.,404.6
1783-87 18,585.=2 i8.387.2
1273-87 I2,470.2 I2,.446%.0
MNotes: % Capital flight calculated using twﬁ steps.
{11} Estimate the itotal stock of external claims.
{2) Subtract from it tha capitalized wvalue of non—

direct investment income receipts in  that yvear
BODY lipnes 15,17,19. These arse capitalized by (a)
using U.5. Treasury bill rate IFS line &0c and (b))
using the UBOR rate on U.S5. deposits from the
international interest rates section of the IFS.
As 1t turns out both results are about the same.

Sourcs: Ajayi, {1792, p-Z0}.

The capital Tlight estimates in columns 1 and 2 of
Table Five are calculated as follows from the stock of
extarnal claims atTier subtracting the capitalized non—direct
investment income from the balance of pavments statistics
using LIBOR rate and the U.5 treasury bill rate as explained

in the fooitnote to the table. From the table, it can be seen



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
%i8.4:billion. For the sntire period from 1972 - 1989, the
amount of capital flight was sstimated at US $£3%9.5 billion.
The variations in the ratio of total stock of sxternal

claims to the level of external debt is shown in Table 5ix.



TABLE SIX
NMIGERIA EXTERMAL DEBRT AND STOCK OF EXTERNMAL TLAIMS
(1972-198%) (U5 £ MILLION)

Year STOEXTCL EXTDERY REX TCDEE
1972 1,104.5 732.0 150.9
1973 727.3 1,205.0 &0 .4
1974 8,365.0 1,274.0 ~&658.6
1975 790.5 1,143%.0 &69.2
1976 2,074.5 20&.0 2290
1977 4,675.1 3,144.0 148.6
1978 7 . 766.0 5,091.0 154.5
1979 —258.5 £,235.0 ~-5.9
1980 —916.8 8.934.0 ~10.3
1981 17,560.5 12,018.0 144.1
1982 11,234.1 12,.954.0 84.7
1983 14,441.6 18,539.0 77.9
1984 17,774.% 18,537.0 5.9
1985 15,710.3 19,551.0 80.4
1984 24,242.3 24,043.0 100.8
1987, 29,810.1 31,193.0 5.6
1988 29,7461.0 31,947.0 935.1

vvvvv 1989 | 27 ,2E2.0 IR L,EE2.0 BE.0

Motes: (L1}

STOEXTCL =
(2Y EXTDERT

Total

Estarnal

stock of External

(%)Y REXTCDER Ratio of af External
claims to level of external
debht in percentages.

Sourcesd Aiavi (19923

The result of the second method of calculating capdt
Flight, that is, the total private ouvbf{lows mebhod is shown
in Table Seven.

claims



TABLE SEVEM

ESTIMATED CARITAL FLIGHT FROM NIGERIA: TOTAL FPRIVATE

QUTFLOWS 1973 — 198%% (US $ MILLION)

Yeaar fmount
1972 24615
1973 271 .84
1274 175.8846

197% —~50%.73

1974 —~7R4, 38
1977 ~418 . &
1978 3,055, 40
1979 B, 140,09
1980 BYE, 4%
1981 1,695, 60
1985 5,316, 18
1983 =, 581,01

1984 -2, 100,461

1285 ~H A5 .01
1284 -1,334.,40

1

R3]
o
i

o 5,408 .89

1288 —d G4 L G0

19a% L, 381,00

Cumulative amounts

L F7 AL

-~

j?C? RO E

198351987

19721989

Note:?

Total private outflows iz other short term capital, net errors and omimsions, other long-term
copital, long term and short term capital of residant official smector, other short term
capital of deposit of money banks. Short term and long term capital of resident official
sector and wshort term capital money banks are from relevant lines of the IMNF: BOP Year Book
Several Yearm. Other statistics arc got from IFS year book 1990.

Sources Ajayia (1992, P.32)
Over the period 19821287, the cumulative flows were US $8.7

£

-



Billion. The valuss for 1979-1987 and 19801989 were US
H1%.% billion and US $&4.73 billion respectivaly.

The next

"speculative capital”. It is M

one that is supposed

mactro economic policy

courses, means that capital

"wcapital swport by the
HOME CaBEs

hanks and official

it (Cuddington, 1986,p.2).

gszentially concesled,

paissions" of  the balance of
flight is the sum of short
plus  errors  and omissions
entiry. Two versions of the

The

o
t

irst approach

the result of which is shown

A

40

mEasure redoqn isEs

"hot mones "

i

that capital flight is

Fiok money” an the wings. Tt is

to respond to various forms of domestic

distortions. Taking this approach of
flight refers espescially to
private non—bank sector, althouwgh in
‘sntities may also engags in

Alasn  since capital TFlight is

they show wup in  the "errors and

payvmants entry. Thus, capital

taerm private capital outdlows
in  the balance of pavments

appraach are adophted.

strictly follows the Cuddington approach,

n Table Eight.



TARLE

ELIGHT

MIGERIA:CA

FITAL

FLIGHT 1970 -

198% (THE HOT HMETHOD)

VERSION I (US % MILLION)

Yeaa

[

Amount

197

O

134.,0

2053.0

119.0

—~177.0

48.0

1975 L A
1974 5.0
19RF7 —-REL L0

197

&

45,0

197

k4

211,

198

']

7T, 0

1981 106.0
19872 149 .0
1983 &, O

198

4

~&A42 .0

124

S

—2 014,0

198

1)

—-242.0

128

7

~PEI, O

198

8

~1,315.0

198

K

- 1,895.0

Cumulativ

8 SuUm

19721979

280

19791987 —RT0 O
1985~ 1987 ~EL9R1.0

1972-198%9

~7E7E.O

Motess

Data used

are short term

errors and omissions.

Sources

Giayi (1992, p.33)

41
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There is howsver, no justification for leaving out other
parts of capital that can strictly speaking be considersd as
"speculative" money. These obther capital Flows are added to
the Cuddington measwre to gensratse the second version of our
"ot money"  method  (the hobt sethod version 110 Ajavi,
15992, P30, The result of the calculations is shown in Tabls

Mire .



TABLE NINE

MIGERIG: CAPITAL FLIGHT: (THE HOT METHOD) VERSION I1 1972 -
128% (U8 £ million)

Year Amount
15972 119.00
1973 —~2EE .82
1974 24,74

1275 ~Ed o B
1976 17.78
1977 —~AGT B8
127 194665
1977 R0, 22
1980 ~Eéd .07
1781 1446.75
1282 H. 145,51
1928% 1,045,511
1784 —-3%5.14
1935 17%.91
1984 1,195.9%
1287 -1,7882.44
1983 1,889.00
1289 1,371,000
Cumalative
1972-1979 104,10
19791983 5, B74.31
12851987 =220
1971989 5 876,58
Motesa Ttems included are other short term capital of obther

sEctors,

capita

term capl

Sources Ajayvis

net errors

1 of resident official
tal of dmpmﬁlt MOrEny
(19793, p.34).
473

and omissions,

other short term
sector, plus other shoet

barks .



In

the residual method as adopted

TABLE TEW

MIGERTA:

Table Ten

CarITAL

InEs

FLIGHT =

present capital

THE RESTIDUAL

[y

Tlight estimatess using

Bovoe

METHOD

12721989 (15

B MILLIONS)

Year

Total
method

Fegidual

=Rl £ 2
HE2.0

iTia]

QO
fu

HOT 0T

247 .81

e
L
~4
-

865 . 44

0
;
<

fy

4,656,837

v
o

8,241,567

SR R

i

i

v

=L, 241,462

1980

—7 BER .49

1231

16,137 .00

1982

10,9%1.,89

1983

10,908, 40

—~40&6 .41

~-1,249,%1

4,916.41

b, 400,25

fon

i
o0
ax}

1,774.00

0
]

14, 004,00

alim

—y

1785
1973-1

4
~J

5,B8E8.35

5L

4

19791935

e, PEE.61

S

1972-178Y9

w3

ST = T
B

70

Sourioes

Mmtes:

Increass
rnet
FESEIVES
fBiavi

dirsct

(1992

in external

{ala Bovoe,
D Peh)

debt minus current accounl,
investmant,

mirus
199207y,

44

inocreasa

inm

mirus

official



The
flight is

merntionsd =arlier.

bhalance

datined

BOF =

KA o=

If

cognizance of ths

{NFMRD

Foreign

iz negative net Flows from residents .

CF .

The

= hown

estimate

in

next approach that is uwsed to caloculate capital

referred to the "sources and uses" appiroach

an

It starts by focussing attention on ths

of payments. The balance of pavments (BOF) can  be

=32

Ca + KA =  MIOR e (1)
MFNR + NFR e e e (2)
We substitute equation {2y into {1y taking
fact that net Flow from naon  residents
include changes in external indebtedness (CHDEBT) and
Direct Investment (FDI) +Flows, capital Tlight (CF)

Thus,

= (CHDEBT + FDIL) - (CA + CHRES) ————m———{3)

of capital flight using this methodology is

Table Elevena.

43
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TARBLE ELEVEN:

MIGERIA CARPITAL, FLIGHT:

THE DERINVED

METHODX

US % MILLIONS)

(1271 — 128g%) 1

Year

Amourt

1271

ey ]
g-.bé‘ 0w,

e
33
o

3

b,
i

&5.7

[
-3
~d
i

1,0%54.7

et
1
~f
)

07 .4

1975 48%.9
1974 TG

ot
~
4
~4

2,868.7

~
~
g

Z.B05.3

L0080

1,181.0

5, B4 .0

2,847.4

565.6

=335, 1

%814

1,669.1

4,186 .6

12,264, 1

i

‘—L
g

i

X

25, 70RO

F

2T, 2689

54,241.0

Notes s X

Souirces

(CHDERT

fiavis

+ FDI) —

(1592,

pre a8

A o+ CHRER)

A in tex



The last approach used is whalt was referred to sarlier

ag the "mirror stock statishtics" method. The sBstimates

apital flighf uweing this method is shown in Table Twelve.

n

TaERLE THELVE:

o f

MIGERTIA:DARITAL FLIGHT: THE MIRROR STATISTICS METHOD (1981-

1990) U8 % BILLIONS

YEAR CROMNRD FL.Ows OF
CHDNRD

1981 0L, E0 §)]

1928 1.38 1.08

1983 - SE 0.0

1784 1.17 ~ 21

1984 1.50 0, 5%
o]

1984 1. 68 .18

Motess (1) CBDNRD = Cross Border Bank Deposit of non banbks

A

szidence of Depositor

o

{23 Figures are avallable only Ffrom 1981,

-

Hources: Gjayi (1992, p.40).

This method draws  on international banking statistics
evaluate the amount of assels held by he residents

developing countries abroad. This asthod has besn used

i+

Fhan and Hague (1987) and the Bank of England (1987). T

particularly useful in determining  the &sinimum level

i
—H



\?/

assets held abroad. For this method, the recorded statistics
by the IMF are called the Cross Rorder Bank Deposit of non
Bank by Residernce of Depositors. This amount represent
stocks per  year. When capital Flight is  defined as the
increase over the previous vears, we find that the amount is
relatively very small. In all cases, the amount represents
the lowest of &ll the esstimates.

There are a number of reasons why bthe estimates so
derived can nob be an  adeguate measure of capital Flight.
First, some deposits are held outside the major financial
centres. Indesed, thse nationality of depositor(s) in soma
foreign banks are never revealed. The oost cited example is
that of the Swiss Bank accounts where secrelt codes are
utilized to hide not only the identity of the depositor{s)
but also in some cases the nationality. Second, substantial
which are nobt revealed are held in other

amaunt of money

financial assats

L

equities, bonds, treasury bills, etc., and

physical assel

m

As a result of the above reasons, ths

£

figures represent an undsrestimation of capital flight. In a
large sense, however, Toreign deposits give some indications
whi the amount of m§money  which could  have been held
domestically" (Ajavi, 1992, p.39). Such deposits are better
seen Within the contest of other macrosconomic variables
such as external debt and gross national product.

The summary of all  the estimates of capital Flight

wsing  the dif{ferent methodologies is presented 1in Tabls

Iy
1
0



Thirtesn.

THRLE THIRTEEM

MIGERIA: SLMMARY OF CARITAL FLIGHT MEASURES 1992 - 1987 (U5 % MILLIONS)

Yesar

EFatima—

ted Cap.

Flight
(1)

Total oub
Tlow (2}

Resicual
et
(%)

Hot

merthocd
I

{4

Mok
il
1T (%)

D1 v
el ¥
(&)

£ __- u 10

119,00

119,00

&5, 70

—E377 30

E71.84

L5256

=177 .00

B
ERENRC e R

1405 L 00

9,104, 10

~175.84

43,00

2474

EET L AD

ettt s n

&, L0, 00

~E07 ., 78

A2, Gy

3. 50

AFE,F0

1. 272.50

~724., 57

4545

a0

2y blb . B0

~A 13,60
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e TEL LD

ZLE14.80

T i
PRI Bt P e
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FdF u

B, PAL AT

L

.._..8 e T

AL )

2, 140,05

=
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J ]
4:222(..) w el

~ 74 A0

-
)

=t u Srall

—-FEER .49

5 ED

i

—&ad o 07

18, 483,50

L A75.60

14,137 .00

106 .00

144 .75

i, TOL L EO

5,516,418

10,951 .89

149,00

%, 154,51

by A5 EO

T, BT D

T, 581,21

10, 908 &0

~o5 L0

1,045,50

9,842, 40

FpBIRLEQ

gy e

- A40h4.61

—A40h Gl

2 . 0

~E3E5.14

bt

SHE.ED

oA

el O B

vz

~ A3, 01

'"'l ] ':.!4':‘? « :: j..

2 LA 00

17391

~585.10

8, 530,80

4,918.41

4,916.41

~ 2T G0

1,195.99

=,814.90

1987

5, 572, 50

-5, 408 .59

£, 40025

PEI .00

—~1788.456

G, 451,10

1988

47 40

Lo 774 .00

2

L, 774 .00

~1,E15.00

1, EET .00

1 A89. 10

1987

~2, 515, 50

1,0, 00

14, 004, 00

1, EPE, (0

524,00

Cumal e
tive

19735

oo

2 Ol T

7, EER L 50

..._5 s F"h:f:r £

b Do NCIUR F

~0F 7 L)

—~ 7R, OF7

1,344, 10
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197925

&, 498, &0

15,324,580

24 5 2EH 62

~E70 .00

oy i o
ELP0EEL

25,702,

7O
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18.585.40
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CAUSES OF CAFPITAL FLIGHT

The wvarious causes of capital Flight can  be groupsd
wnder relative risks, exchange rates misalignment, financial
asector constraints and/or  repression, Tiscal deficits, and
external  incentives (Fhan, 198%) and disbuwrsemnent of naw
loans to less Developed Countries (Cuddington, 19873 Pastor,
1290 and Bovoe, 1992,“ These are no doublt  sconomic causss

of  capital flight. MNgeno (L1993 talks about "investment

climate". Therse are, however, obhsr non economic  Cause

which though  dmportant sare often ignored (Ajayi, 1992 and
Boveos, 199323 These includes the corraption of  politicsl

leaders and esxtra ordinary a

to government funds.
Imn decision making process, the wealth holder looks at

the wvarious risks confronting 1L . There are oertain

inherent characteristics of developing countriss which make

risks attached to investment in developing countries larger
than  those of developsd counbtriss. Khan and  Hague (1

showed that any increase in risk dn & rational sxpectations

4

i privats

i

S

aaetting wouwld tend to  increase the outflow

capital from the domestic econamny Anto forediogn counteid
4 =

whare inveshoesnts are less  risky. This expropriation i

cotlad dnclude & varisty of distortions such as dififerences

in hawxes and political instability resulbting in  possibl

i
l”

reduction in private prmpmr+ o Eaton (1987) builds on the
Khan - Hagque model by relating the risk of exvpropriation of

capital owned domsstically Hlth is  defined sspecially  in

5l



this case as  highsr taxabtion  to

guaranteed fToreign debt. The tax obligati

incrsase in seddternal debt can lead to capital

1993y BHovoe, 1992, The flight of one investor

rise in the potenti

h

1 tax obligations of

investors in the domestic economy. This also

incentive Tor other investors to nove abroad.

It is gesnerally agresd thalt one of

determinants o f capital flight is

publ Lo and

publicly -

arising from

the remaining

may creste bhe

the principal

s hange rate

misalignment. The importance of this variable has amply been

demonstrated in several eoplrical analvsis

including  the

studies by Dormbusch (1983), Cuddington {(1984), Lessard  arnd

Williamson (1987), Pastor (198%, 1920), and

The real sxchange rate plays &

hirection  and  magnitwle of capital

flight

indebted develuping'cauﬁtriEE {(Aiavi, 1992

circumstances, 1T a currency appreciabion

domestic wealth holders would shift out  of

into Toreign assets. In general, it is difficult to

precissly sxchanges rate sxpectations. Tt is

-

to assume that if & currency is overvalued

o
D

ouwld sxpect  the cuwrrency to devalusd -

{Aiavi, 1992 and Bovoe, 1992y Holding

sxpectation would cause residents to avold

capital loss by converting into

Financial

sector constraints  can lead

Bovioe (19927 .
rizle in the
Trom  highly—
Urndey normal

is  expsctsd,

domeastic asssets

Measure
safe, howsver,
conomic agents
in  the futurs
firm to this

the potential

forseign olaims.

to capital



Flight., It is well known that narrowness of the capltal and
money markets is a Teatws of developing countries.

Financial markets in these countries provide only a limited
vairiety of financial instruments in which wealth can  be
held, Thers is also in many developing countriss the lack of

full or credible deposit insuwrance on assehs

i.”!

held in the
domestic bhanking sector. Ajayi (19293) podnts out that "this
deficiency is, however, bheing increasingly remsdied by many
developing countries".

Additionally, there are gxtensive controls on interest
rates and other aspects of Fimancial markelt  behaviows in
developing countries. Government policies in  the financdial
sector have resulted in normal  interest rates that are far
below the rates on comparable foreign fimancial instruments.
I most cases,  the real rates of return on domestic
financial assets are negative. GGiven the various forms of
fimnancial repression, it is expscted that investors in bthese
countries will sesk for alternative counteriss  where thelr
assaets will yield not only positive bub higher retuwrns.
"Holding assets in forsign financial instruments provide thes
sought—-aflter alternative”™ (Aiayi, 1992, P.5EIZ).

It has besen  shown by Dornbusch (1285) that capital
flight is typically. mFLDmL anied by fiscal deficits. When a
rising fiscal deficit is financed throwgh the printing of
money, it leads to inflationary pressares. In order to avoid

the erosion of their monetary balances by inftlation, moving

ind



out of domestic assebs is  one way by which Qealth AN BT S
avoid inflation tax. When fiscal deficit is financed therough
bond sales, domestic residents may expect that at some
futuwre date their tax liabilities may increasse in order to
pay for the national debt. This would snoowrage domsstic
investors to move away their assets to foreign countriss in
order to avoid potential  tax liabilities. Tze and DOritz
(19284) formalized the link betwesen deficilt financing  and
capital flight. In the Ize-Oritz model, capital Flight is
related to  the over all financial solvency of government.
Insolvency and default risk created by fiscal deficit appsar
explicitly as the determinants of capiital flight.

A number  of sxternal  factors influence the flight of
capital. These external influences in  general are in the
Fform of opportunities svailable outside the country. These
include the attractivensss of foreign interest rabtes, the
wicde array of financial instrumsnts in which wealth Can be
held, soonomic  and political stability, fTavourable tax
climate stoc. These sets of incentives are amply described by
BWalter (1987, F.O1203. "Flight implies havens, and havens
take the form of national status that prmv;dm an attractive

rangs  of

L

real and fimancial assets to foreign base
inveshtorsy political and economic stability, a favouwrable
tax climate for non-residents and various other atbtributes
thalt gensrally are the obverse of conditions trigoering

capital flight in the first place." On sone tyvpes of

£

iH



deposits, withholding taxes are not taken from non-residents
deposits. In certain countries secrelt accounts are allowsed.
While the secrecy of accounts is attractive to somse wealth
owners for the purpose of maeintaining the privacy of their
accounts, it also inadvertently favours illeggal transactions
and tax esvasion, both of which benefit From the sscrecy
(Edayi, 1992, F.E3).

fs a result of the principles of national soverslgnty,
it is difficult for a country’'s government to have insids
information on the foreign bhank  assets holdings of  its
individual citizens abroad. One safeguard is  the domsstic
bank secrecy law which bars  both ths national and Toreign
audthorities alike. The other is the bhlocking statutes which
effectively prevents the disclosure; copying, inspesction or
F@mmval. of  documsnts  located in  the host country  in
compliance with order from orF by foreign asuthoritiss (Hadi,
1979y Newcombe and Fohler, 1983).

Some economists and policy analvsts argues  thalt capital
inflows in the form of disbursements to developing countries
areg a major cause of capital flight. In the case of public
sector bhorrowing, the availability of foreign exchange ocan
increase the potermtial  for graft arnc corruption {(Ajayi, 1992
and Bovioe, 1992y, It igs, thesrefore, logical on theoreticsl
grounds to  assert  that for wmsany developing countries,
{(Migeria perhaps inclusive), abuse of official powsr through

the misuse of such funds carn lead bto capital flight. Highly-



placed public officials using the paraphernalia of  thelr

affice can siphon ouch of  the money wnder their care to

Toreign countri gnlely for the private use of themselves
and their immediate faaily. This parbticularly  is the {focus
of this work. It is  important to nobte that such capital
siphonsd out of the country by public officials  and obher
private individuals are usttal ly not declared. They ares out
of the knowledge of the donestic government. They ars
"hidden" capital exports.

Given their natwre and the circumstances that warranted
their outflow, they are usually not hot noney and therefore
will not flow back dinto tha countey aven if e
macroeconomnic policies  are reviewsd. They are the oonies
11l

that fTlee to the safe havens ebroad. The public offici:

it

are usually afraid of their wealth being confiscated by
their national government into the national account  when

they are out of their office. As a result of the above, we
suggest the use of the sodel by Dooley et sl (1983)  and
Dornbusch (1935)  which was adopted by Duwesndag  (1988) for

satimating capital flight in  this particular study. This

method measures ocapital flight as a residual  fTrom the

balance of payments statistics. Capital Tlight is referred

to as private capital outflows here.



LINKAGES EBEETWEEN EXTERMAL DEEBT AND CAPITAL FLIGHT

Givan the characteristic featwres of the LDOs in which
there is a viclous circla of poverty, there exists a savings
gap. And bo the extent that this gap cannot be domsstically
bridged, there is a recowse o Toreign borrowing  to
wrgument the national savings. On this logic, it is belisved

that foreign borrowing is normal, natural  and desirable i

s,

armnd  only Lt bthe loan will D

171

: puh o into s  produchtive

)

investment in the homs counbey.
Capital Flight ocowrs when  individouals decide  to

reallocate their wsalth from domestic  to foreign  assebs.

2

Three basic forms of domestic asssts are availables: holdings

of  money OF CUuFrensy,  Ssaving  in the domsstic financial

1!

it

ifi

vatem, or investments in real productive activity. Capital
flight ocours  when these domestic alternatives appsay
increasingly unattractive. That isy Lrrcdes rermel

circumstances in which '

'capital s capital" money would move
across bhorders in response o international differences in
rates of return and risglk. Favourable conditions ire any given
country wounld atbtract foreign and domsstic investment alilkeg
untavourabls conditions would repel foresign investment and
trigger resident capital oubdlows. The resuldt would be a
negative correlation betweesn deblt-oreating inflows and
resident outflows. And following From this, capital  Flight

would be lowest  in those yvears in which foreign borrowing

was greatest, and vice-versa.

i



2. 5a

Whern in  real-world settings the op

o

that capital flight is larger

VEArE
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pepecially when they are both measured over an appropriately
long  dnterval. Comparatively, oaver a decads or fDweo
irresponsibly governesd cmuntfy A may witness more public
sector demand for external credit, and more private sechor
propensity  for capital Flight, than a prodently governed
county B This iE far less convinocing, howsver, as an
gxplanation for & positive time -series correlation betwsen
anrnual  Toreign borrowing  and capital  outflows in a given

country since the time frame for the relevant "policies and

$

track records” is clearly longer than a single vear (Bovoe,
1992 .

Moreover, while the above reasoning may help to explain
the demand Ffor external  borrowing there  is yvel  another
guestion urntouchsds Why were Toreign  creditors willing to

supply largs  sums  of maney to governments whose  own

zzidents were vpting mey confidence by shifting their
capital abroad? As Fastor (19%90,p.7) remarks, "If the
investment climate’ dn & country is negetive enough to push
ot local capital, why would savvy international banksrs
@xtend their own capital  in the fors of loans"? Either the
creditor  were nobt so savvy,or bthey Faced risks and returns
gsystematically different from thoss peroceived by residents.
While the Former may be far from true the latter do notb

carry all the argument for the situation on the supply side.



&b

DIRECT CAUSUAL L INKAGES

The latter possibility relates to  the explanation  which
posit direct causual linkages between debt . and capital
Flight. Direct linkages can be classified into fouwr groups
on the basis of:

1) whether the direction of causality runs  from debt  to
capital flight or vice wversa and

1i)  whether ong simply provided the motive for the othse or
whether it also provided the means.

Explanation in which ths causality runs from debt to
capital fl;ght can  be divided into those in which external
borrowing mobtivate residents to shift their own capital
abroad. For exampls, esternal  borrowing may  generats
gvpectations of eschange rate devaluation or fiscal crisis.
Residents consider the phenomesnon a situation of economic
ill health. A sacond diﬁisimn is one in @hich the borrowesd
funds are themselves transferred abroad. Borrowsd from
RBoyce (1992), the two casss are termsd “debt-driven" and
"debt-fusled” capital flight respectively. Dimilarly
erxplanation in which the causality runs from capital flight

bt debt carn  bse divided into "flight-driven” extsrnal

borrowing” in . which the esxport of capital generates  an

o

sconomy-wWide  demand  FTor  replacemesnt funds,  and “"flight-
fueled external borrowing”, in which resident who  swported

capital then M"bhorrow" their own money  back. Tables Fourtesn

summarizes thsse linkages.

&0



TaplE FOURTEEN

LINEAGES BETHWEEN EXTERNAL BORROWING AND CAPITAL FLIGHT

Trdirect: Fangenous variables bermal  horrowing
Capital Flight

Direct Causal Mechanisms:

motive only Motive of capital

Direction Dabt to capital Destxb—chriver Dbt Tueled
Flight capital Tlight| capital flight
of { Bz Y

Virdeage

capital flight to Flight—driven Flight—fusled
labrt

Eetermal enctermial

{ B B} brreaing brcxrrenaing

B Bovee (1992, p. 3357

Apparent  in the foregoing is  thalt, in  esach variant,
capital flows in both dirsctions as if through a revolving
door. Purswing this analogy, we can think of debt-driven
caplital Flight as & case in which M.  Dollar arrives
tﬁrmugh the revolving door, and Me. Maira upon sesing  bim
anticipates trouble  and declides to  leave. In déht~fue1ﬁd
capital flight, by contrast, Mr. Dollsar enters, attends to oa
faw formalities discussed below and then slips oubt again. In
Flight—driven sxternal borrowing, Mr. Maira lesves  and Mr.
Dollar is  invited to take his place. And  in flight-fusled
axtarnal borrowing, Mr Nairea steps oubt and then comss back

dressed as Mr. Dollar. et us consider sach scenarico mores



closaly.

2.65i DEBT DRIVEN CAPITAL FLIGHT

"Debt-driven" capital Tlight rvrefers to capital which

fless & country in response bo bthe soonomic circumstances

i
ey
i
N

attributable to the extarnal d o odtself.

Consider  the impacd af sxternal  Dborrowing, uaporn the
gHchange  rate. I tha short rurn,  the capdital dinflow

incre

il

ses the supply of foreign esxzchanges which, othsr things

being egqual, sxerts an upward prsssure on the domestic

currency. [T, however, this debt is incuwrraed for puorposss
which zre unlikely bto generabte adeguate foreigrn exchange for
repavment, then in the long run an opposite pressuwrs will

result. lhen the net transfe

:Lx

(i.e¢ new bhorrowing minus
amyrtization and  intersst  pavoent on past leoans)  burns

from above, incressed demand for foreign

' _m@gativeﬁ forllowing
currency {compared to the no borrowing counter factwal) will
depress  the value of the local cwurrency.  The rabional

esponse Tor any asset holdse who can follow  ths bteend of
avents and discern the btime and thse season will  like to
dollarize when the local Courrency s artificially  inflated
i the expsctation of its eventwal decline. Conesa (1987,
fe3B) remarks "The EHCESEive supply of credit to a ocountey
without an  adegquate  and efficiently implemented growth

strategy only overvaluss national currenocy  and acks  as a

provider of counterpart funds  for local citizens  who then

&b



deposit their money abroad". Since the era of the oll boom,
guite a numbsr of elephant projescts have been desired and

gome embarked upon. Some of these projects never got started

while soms that got stearted and completed could nobt  break
sveEn. The ocorollary of “this  today  dis  bthe government

-

programme of privatization and commercializatio wnddar the
auzpices of  the Structural Adiustment Programme. We can

still recall the wiprodactive programmes of the government

in the Second Republic when food importsation was  taking a

]

Frational

I»
71
3
AL

High pereentage of total  imports.

consagquences,  the naira dollarization further increases

demand Tor forelgn exchangs such that  the pressure  for
devaluation gets an additional boost

In the sams velin, exbternal borrowing temporarily sases
the pressure upon govarnment to tax residents sither overtly
or  through o the dnflation  tax. Furthere down the  road,
however, domestic assebts  holders may  sypect edxcepbional lv

onerous taxss on bhe wake of an eventuwal debt oeis

(1987 described "taues" here  bto  mean & broad  range of

regulations which may reduce the valus of domeshic

assets. The desire to avold this situation
Further motivational  link betwesn debt inflows and capital

flight. As in Boyos (1992)  exwternal funds may slso  presopt

Ffavourable investment opportunities, or drive dows doms

"Crowding out" domestic capital and pushing

it overseas. It is worthy of note, howsver. thalt debt-deiven



capltal Flight need nob be hasty, particularly A7 the major
informant o  impetus comes from  anticipation of fuburs
consequences of the debt accumulation. That  is, ths timing

of debt-driven capital flight would ot be sxpected to

hetwesn sxtermal  borrowing and capital  Flight. Debt-driven

capital fFlight gives warnings such as negative net transier

1

ici

5

which app@ars  1Ln the form of  diminishing o f
FESEFVES, increasing reliance wupon short  term finance and so
orn. I Migeria, the net transfer was negative betwssn 1974
anch 1977 and since 1984 its trend has besn going down. Those

whio lack perfect foresigbht may wall sxcessively too long to

cporh their capital only afisr the orisis has broken outb.

Bovoe  (1992,p.338)  identifisd an  addi!

ional sconomic
impéct which he called the “sybra scononic” impacts of
sxternal borrowing. When Eﬁternal borrowing increases bhe
leverage of an avariciuocs btyrant and his greedy cronies who

control the oy e government,capital flight is

gncouraged. Further, if they smploy this  leverage to

control of markets from hheir rivals in the

national sconomy, using a combination of 1z

e guasi-legal
and illegal methods, the resulbting increase in expropriation
risks may wall  propsl  further  ocapital flight., Thess

Mypothetical circumstances, nobt dissimilar to those faced by

i tald s re

-

"Migerian o ts"  wnder the Babang Qime, might

H

strengthern the phenomenon of debt-driven capital flight. The



Frelevant  time frame would estend bevond & yvear. & strong
viear—to-year correlation may  imply that cbher tightsr

linkages were at work.

2.6 bii DEBTFUELED CAPITAL FLIGHT

Im  this division, the inflow of axternal  rescources

provides bobh @ the resouwrcss  and possible mobive  for

i

capital flight. The capital  dinflow mobivates as well as
provides the means Tor capital flight.  The sams individual
boreows external resources and then transfers part or all of
his  or her assehte abroad. Debt directly fTusls capital
flight. fAs in FPastor (1?903pu73 the fusl is fungible in some
cases. He remarksy; MYan dnvestor could deraw oa  publicly
guarantesd = beErnal laarn cheaply and ship his or  h©er osn

resources abroad t

o~

aoacaquire foreign assets". In some other
cases, money naver entered dnto the country.lt is borrowed
and immediately deposited in  a foreign bank, possibly the
game one  making the loan, so  that Ythe entire coyole is
completed with a Tew book 'keeping entriea i New York! or

s

obthar fimnancial centres (Henry, 1986, p.20).

W

13

Bl

W mf analvsis, 1t ils necessary  ©o differentiate
betwsen debb-driven and debib-fusled capital Flight. To do
this, let us contrast beltween two scenarios. In bthe first,
the government borrows dollars {(or any obther hard currency)

and then sells them to its own residents. Some of the buvers

then legally or illegally transier these dollars abroad. We

&8



will sse here that external  borrowing merely  furnishes
foreign exchange); it doss ot gensralte real sconomic
activities abroad since residents would have purchased the

~

dollars with resources already acguired in other way

i
e

the second scenario, the government again borrows dollars as
in  the forsgoing but now  lends  thess  funds bto privaeats
borrowers through a national development bank. Thse borrowses
thern btranster part o oall  of this capital abrosd. In the
latter case, wunlike the formsr, exiternal borrowing pra#idﬁﬁ

the resouwrces locally but etill fusls capital flight.

moording to Bovoe (1992,p.338),  debt-fusled capits

flight typically involves a process of "lavering' bebtwesen
the external oreditor and the privete resident in whoss namns
suternal assets  are required.  On the sreditor s ook, ths
debt is owsd by the government or by a corporate entity,
typically with a government guarantse of repavmeEnt in cass
of detault. The sxternal  assets, by contrast, are in the
names af individuals: government officials who siphoned part
of theE proceeds of the loan, or privats residents, probably
close to the government, who borrowed in the name of s firmn.
The holder of the sxternal ‘aﬁﬁﬁﬁ thus is  not ddentical to
the holder of the extermnal  liabilily. Yalt the same

individual is  engaged in both  transactions.  This  legal

discrepancy is by no means ocoincidental. FPublic gusrante

sl & "moral ha

according to him  (Bovoes), pos et for both

creditors and  borrowers. Insured against  the risk 1 F

b



default, neither party had an incentive to minimize  it.

o

Below is a parlt of the answsr for the question whether the

creditors were not so savvy or there existed differences in

risk arnd return between the two regions that creditors still

lend in the Jfaoe of massive capital outflows. Credibors
might have been more reluctant to finance capital flight if

repavient were the sols responsibility  of  the individual

5

the

i

private capitalist. With the debt 4 the name o
gorvernmaEnt o secured by government quarantes, thes
creditors could  draw comfort  from their  faith that
"countries do not go bankeuptt.

For the flight capitalist, meanwhils, the svasion of
responsibility for eventual repavment of the external loan
was often a kgy element  in hthe transachtion’ s rationale. It
is not likely that the capitalist could tuwrn a profit by
borrowing money from a bank and then depositing there or in
another bank,  for banks derive their own profit from  bhe
opposite EPfEad betwesn interest  rates. It is conceivable
that some borrowers were astute erough to identify lucrative
oversseas investosnt opportunities which permitted retention
af & profit spread aftiter repayvinent, bot it is doubtful that
all flight capitalists possess such acumen. In many cases,
the principal smotive for  debt -~ fusled capital flight was
the opportunity to sxploit the legal dichotomy betwesn bhe
holder of ths liability and the holder of the asset,Whenever

there are
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opportunities for the acguisition of private assets by msans
of  public debts, "raticnal” profit maximizers can be
supected  to seize them. Dbt inTlow is  an opporbunity to
the Flight capitalist which naturally will be explolted
inshtantly.

Debt-fueled capital Flight generate a rather strong
vaar—-to-vear correlation between net debt  inflows  and
capital Fflight. Unliks debt-driven capital flight, the
causal relation  is not mediated by ochanging percepbtions of
the esconomic and political snvicronment. Nor are  the lags
betwesrn the borvrowing and  flight likely to extend over a
pericd of sesveral yvears.Rathser the losn is obtained for the
intendeﬂ purpose of capital Flight, and the Lo oW maay
well  be ankious  to consummate  the ocilrculbt sxpeditiously,
while the window of opportunity  is apsn. Fe.  Dollar erownd

trip through the revolving door is likely to be guick.

GHaiii FLIGHT-DRIVEN EXTERNAL BORROWING

We mow tuwrn bo causal  linkages ranning in the opposite
girection, from capital flight to sxternal borrowing. Here

toog we can distinguish betwesn bthe case in which the link is

solaely motiveationsl (hers termsd "flight-driven” exbernal

ii

borrowing) and  that in which Flight capital directly
pirovides the resowrces which re-enters the country ("Flight—

fuslsd” sxternal borrowing).



The demarnd side of fTlight-—-driven sxternal borrowing is

straight forward. The drain of domestic resourc

thirough
capital flight ganﬁratﬁﬁ demand for replacemnent funds on the
part of the government and the private sectors. Why are
evternal creditors willing to mest this demand, when local
residents are nobt? The answer is  likely +to bhe found in
different risks and retuwrns facing resident and non resident

capital, rather tharm  in different percesphion of the sans

risks and returns. An inflation tax, Tor example, will srode

the returns to holders of fised intare domestic—ourransy
liabilities, whe;eag non-residents ‘whm hold  oclaims
denominated in foreign currency are unaffected. The problsmn
would have  been alleviated i residents were permittsd to
hold dollar—denominated asszls domestical lv. Foredan

creditors may alse enjoy "comparative advantage" in risk

mitigation thanks to the "direct or indirect sanctions" they

can bring to bear upon  the  borroser e

1786, pa1b&). IF 80,  they may belisve thalt “domestic asassels

held by residents are effectively subordina
zxiternal obligations  in the casze of a fiscal ocrisis" {c.f
l.essard, 19877,

Such differences can bea expected to lead to offshore
fimancial intermediation, by which foreign creditors provide
frash loans as domestic capital is ewported, in sffect
transforming resident capital into non-resident capital.

This process  in twrn can intensify  debt-driven capital

i



Z.b.

flight, since "the substitubion of forelgn  Funds backed by
international leverage for resident savings may increase bhe
likelihood of orizes and the relative euposure of { Lhe

=

remaininglresident  holdings of domestic asset! {lLessar

1987, p.%8). A viciouwus circle is sebt in mobtion in which debt

and capital flighlt feed upon sach obther.

biv FLIGHT — FUELED EXTERNMNAL BORROWING

In flight-fueled external borrowing, Mr Maira flees and
then reentere the country in the guise of Mr. Dollar. The
Flight capitalist sseks to arbitrage the vield and  risk

differentiales beltween resident and external capital, by

engaging  in  a ssriss  of  transaction somsbimes known as
"rmuﬁdmtrippimg“ o "hack-to-back  loans'. Hesident csli,al
is dollarized and deposited in an overseas  bank, and  bhe
depositor thasn takes & "leocan” from the same bank. (for which
the deposit may serve as collaterall.

fm in the case of offshore financial intermediatior,

governmant guarantess provide a crucial part  of Lhe

rationale Tor back-to-back loans. Eham  and Haguese (1985,

T the ewtent that the investor believe that
forgign debt implicitly carried & governmsnt
A ar teEes , e was  assuwred  thatb, if  khe
gomsstic firm or enterprisse went banlkouph o
was expropiriated, the foreign lendesrs oclaim
will e sssumsd by the government. Bavings

7O



Meld abroad would obvicously not be at risk,
s that the investors was protected i he
relied as much  as possible on foreign
borrowing. Given this scenario, the donsst
investor WaS brhaving i a ocompletely
rational fashion. In many cases, of course,
the government guarantee have besen explicit.

fncther motivation for flight-fusled external borrowing
is  the concealmant of the sowrce of funds  from pressent or
prospective government authorities.

Which of the two causal linkages from capital fTlight to
external borrowing is more  likely to generate & 2 shtrong
positive correlation between their vesr—to-yvear variatlions?
It seems  reasonable  to hypothesize that fFlight—-fueled
external borrowing gensrates the '1iﬁkg since the causal
relation is again not mediaﬁ@d by other sconomic variables,
and accordingly  the interval between the fFlight and
borrowing may be shorter.

The linkages betwesn extsrnal debt and  capital Tlight
‘shetched above are not mubually exclusive. On the contrary,
they may be mutually reinforcing. Capital Tlight may be bhoth
diriven  and Tusled by sxternal borrowing and vice versa.
Econometric analysis can test for the presence of direct as
gpposed to indirect linkages, since a positive vear-to-year
correélation betwesen external borrowing and capital flight
would indicate  the former. Econometric analvsis may also

shed  light on the relative importance of the different

vpothetical direct linkages by examining timing &nd

Crausaliby.



CHAPTER THREE

RESEARCH METHODOLOGY

THEORETICAL FRAMEWORK

The accumulation of external debt by the Less Developed
Countries since in the 19708 was accompanied in many
instances by substantial amount of capital out flows. Morgan
Guaranty Trust Company {1?8&) estimated, Tor example, that
1B Third World Countries sxperienced USs198 billion  in

capital FTlight during 12761995, &t the same tims, the tobal

gxternal indebltedness  of chesse  countries  was g %451
hillion.

The cosxistence of these massive capital Flows in
oppeosite directions is  of interest on both hramtical and
theoretical grounds.  The US Treasury secretary James Baker
stated at the 1785 World Bank/Intsrnational FMonetary Fund
annual mesting in Ss=zoul, "it is uwrrealistic to call upon the
support of voluntary lending  from aborad, whether hublic o
private, when donestic funds are moving in opposite
dirsctions”. If a country’'s own citizens have no confidenoe
in  its sconomic system, how can others?" (Gulati, 1988,
F.168). Similar sentiments have been swpressed by commercial
bankers, Wi describe themsslves as "und&rﬁ”amdﬁhly
rﬁluctaht to  provide fresh funds anless bthe debtors  put a
stop to the capital Tlight (De. Vries, 1984, p.é&). Likewise

P

Cunnmingham (1988, F.786) remarks: "The debt crisis represenls

—r o

Foat



an wnwillingness  of former coreditors  to reinvesh in an
aconony {(i.2, roll over the debt). Capital flight repressnts
precissly  the same decision, though made by domestic
residents rather than intermational lenders. Thus, when one

nee

it

foreign capital wwilling to invest in an economy, one

might alsc edpect to see domestic capital make the sames

i

decision. Capital flight and debt cri

gor hand in hand,
but making the relationship owt to be  anyihing ﬁmr@ tharn
axiomatic is sxtremsely misleading.”

In the indebisd Third World countries swch as Nigsrila
where the public is reluctant to accept cut  in living
standards to  {free resources for debt service one finds a
different perspective on the implications of capital flight.
If sxternal borrowing financed the accumulation of esternal
assets by private citizens or government officials, the
queatimh normally arises as to why  the government, and
through it the populace at large, should be shouldered with

o

the burden of continued debt gervice. Among others, the late
Carlos Diaz-Aleiandro (1784, F.E79) drew attention to this
visws  "This situation reducss the political 1egitimscy o f
efforts to service ©the EHtéFﬁﬁli debty  indesd it has
g@heratﬁd a crisis of legitimacy Tor the role of bthe privats
sector in Latin American development.®

Underpinning these two views are. equally differsent

understanding of the causes of capital Flight. In ths Baker

—~ Banker view, Third World governments themselves bear most

-
L



of the blamg for capital flight., This is particularcrly blamsd
crn bhe  dnappropriate macro-economic  policies of  these
governments -  notably axchangs  rate over valuation,
Tinancial repression, ahd intflationary fiscal and monetary
policiss  which are believed Lo have driven national
investors to more favouwrable olimates. The Third World debt
critics, by contrast,; place the main ornus  upon the
irresponsible policies of the ofificial ard private
craditors.  They noted that external  loans provided vital

imes, many of unpopular

.

fimancial support to  the very reg
dictatorships, whose policies are ricw deplored  afiter the
fact by the bankers. Moreover, the Third World debt critics
suspect that the international private barmbking departments

af

large comnmercial bamnks actively gncouraged and
facilitated capital flight (Boyce, 1992).

Iin the Raker-Bankser view, capital flight ism & resason
for creditors mot to lend since it leads to diminished debt
serving capacity. In the critic’s view it was lending ilsslf
which provided the motive and bthe mEans for capital Flight.
By the first logic we might ezpesct a negative correlation

betwsen net debt disbursement and capital flight. That is,

i

arross countries and overtime more capital Fflight leads to
less lending. By the second logic however we would expect a

positive correlation, that is, more lending leads to more

capit&l flight.

)



A

fi MODEL OF CARITAL FLIGHT FROM MIGERIA.

Following our discussion in  the

iR Y

shall adopt & method by Dooley =t al (1983 Dornbush (1985)

which was modified and used by Duwendag (1983) to mneasures
capital flight frowm NMigeria. This method is adopted here
because it offers the beét Héy of méasuring private capital
outflows from the country in the context in which it is
concisved in this work.

The hasic equation for the following calculation of the

=3

volumse of private capital oubflows is  the balance of
pavmnents identity (1}

(L) CA kA + EQ + CF+ R

#

The wvariables of esguation (1) are interpreted as
balances. ﬁccqrdingly the balance on curerenh éacuunt (CAY is
always squal in absolute terms, to the sum of the balance on
capital account (KAY, the net error and omissions of bhe
balance of payvments (EOQ), the ﬁmunfmrpart items to reserve
assets (CF) and the changs in official international ressrve
(RY.

Equatidn (1) is then specified in such a way as to
@HPIrEESE tH@ tvpical balance of payments pattern for LDEs.
Eguation (2) reflect & balance of payments constellation
which can be regarded as typical in  the longer term for
maior LDC borrowsrs.

{(2) KAS = ©CAD + EOD + CPFD + AR



).x-__

in whichs
EAG;Capital account surplus
CADsCurvrent account deficit

i

EOD: Net errors and omission (Cdeficit’ ie negative

balance)

.1’11
o+
Sl s
<
i

CFD e Counterpart  dtems (Cdeficiis”’ LB TS

i

+fif s Increase in officisl ressrve assets (decrease, ).

i

A few sxuplanatory statements  should be made on
rnature  of this framswork and the balancess selected. The
monstary authority is assumed to be sst ool bto build up thes
official reserve asssbts ln order o saintain international
craedit  worthiness. As opposed o the TIFS anod the BOFs the
Ltems "use of IMF Dredit’ is nobt taken  dnto account here by
fF,  but dealt with separately in the following as a special
source of finance R, therefore is the sum of  the total
change in  holding of monetary gold, spescial deswing rights
{BDRs), Toreign exchange assets, othsr reserve claims and of
the charnge in the reserve position in the IMF.

The VAN LOWS countsrpart [ this
monetization/cancellation of S5DRs . and the valuation changes

gensrally reveal a negative balance (CPFDY in the long term.

m
T
o
=

The seme appliss  to the nebt srrors and omissions
Deficits on cuwrrent account and swrplus on capital account
carn be taken for granted.

I order b calculate ths volume of private capital

]

~J
-



outflows, reference is made to the capital account. In the
IFS and the RBOFPS 2ll Torms of net capital import (E&5) are
broken down  into the JTollowing compomsnt (sqguation {(3) ).
As already mentioned, the ‘Use of Fund Credit’ variables

(UFCY diwm Rt included here as  an additional source  of

1

finance since it was previously extracted  from the RBOF

figures on reserve asset (dR)

an

(%) EAS = DIR + PI + kKL + KS + EF + LR + UFC i which
DIiR: net direct investments

FId net portfolio investments (almost exlusively in the form
of net sales of public securities and bonds abroad).

kL other long-term capital inflows net (principal
repavments and private gross capital oubflows subtracted).
S Other short-term capital inflows, net (see KL)

EF: ‘exceptional {financing’, net (pavment arrears s.g dus to
interest payment arears or payment arvrears for imbmrta)

LR ‘Liabilities constituting foreign aunthoritiss”
reserves’ , 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.

Im eguatiorn ()Y, PI, kKL, kK2, EF and LR represent the
various forms of foreign bmwrmwing statistically recorded in
thé IFE and BOFs. Thsse are net variables in  that all
principal repayments and private capital oubflows have

already bsen subtracted. In order to be able to compare the



actual volume of

-

foreign borrowing with the figures recorded

in the IFS and BOPs the gross guantities ars agailn reguired.

&l Tz

To  this
guantitises which have not

variablesg-

Tollowing breakdown

effected  into

=

A

i

besn neltted owut:  including the

Fitan total foreign borrowing

REF: primcipal repavments on external debt

KOs private gross  capital

gross sxhkernal assels)

ard

i
zn

{gross)
deli) .
the following appliss when

creating capital

(4) B - REF -~ KD = FPI +

im whichs
(& B = gt - REP
with

Boods  ddentical

external debt’, that is,

been subbtracted, bult not the

We shall sisply refsr to

i
borrowing . Taking  into

equation (3) then bescomes

Equaticons {32 arnd {3Ea)

methodological

JarEs

]
)

o3

foreign borrowing (incere

orly the principal

appraach to

rhed in the next chapter.

outflows {(increass  in private

in gross sxbernal

refaerring  to the forelgn debt -

inflows specified in sgquabtion (3):

EL 4+ ES o+ EF  + LR

the term  “increase  1n gross
~@paymenhts have
private gross capilital oubflows,

B im the following as forsign

account equations (47 and (S,

FTa) kAR = DIR + B - KD + UFC

T3 im the Trameswork for bhe

estimating capital oubflows

The following showld be noted



indirect calculation from equation (&). This produces th

i this approachy, ~ the "Use of Fund Credit’ variable (UFD)
is explicitly idncorporated as a Turther possible source of
finance fTor capital outflows; a distinchtion is drawn betwsen

private and public capital outflows by separately recording

the latter in the change in official reserve assebts (R

the (as a rule) negative balances of net errors  and
onissions  and of counterpart  items (EOD, CFD) are also
stated separately. s the order of magnitoudse of thess bao
components is substantizl, their inclusion in the “residual’
EO  (as, for eample, in  the case of Dooley st al  and
Dornbusch) wouwld lead to a corresponding diﬁtuftimnu

Taking into account these modifications, egqualting
eguaticons (27 and (Fa) results in the financing =squation (&)
of the balance of pavmaents:
(&) DIR + B ~ EQ + UFC = CAD + EOD + CPD + R

or

DIR + UFC + B = CAD + EOD + CPD + R + KD
Sources of Tinance Uses of Tinance

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

=
13

1

actual estimating equation (7)) for the determination of

It

Cprivate capital outtlows:

(7) KO = (DIR + UFC + B) - (CAD + EOD + CFD + {R).
Gince KO is & residual, all the inaccuwracies of the
other data series are antomatically subsumed in the estimate

for private capital outflows. UFD seems probably  the most
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reliable variable in this contewt. The variable B is  likely
to have a sound asis, although the repeated upward
revisions of the intermnal IMF debkt stestistic suggest that it
ahill  tends to uwndesrestimate  bthe true extent of foreigno

borrowing .

HDDELS OF THE RELATIONSHIE BETHWEEN

EXTERNAL DEBT AND CAPITAL FLIGHT

A complete model of  the relationship betwesn capital
flight and external borrowing musht incorporabes mther
variables. Other possible determinants of  capital  flight
include:

{(iy Tha level of the country’' s official Fforeign exchangs
reserves: MHigher ressrves as  an indicator of & lowse
likelihood of & balance of pavments corisis are expected
to lead to less capital Flight.

1ii)Y The rvate of growth of gross domestic product: Highers
growth and the associated opportunities for investment
could be expected to result in less capital flight.

1ii) The governmart budget swplus or deficit as a signal of
the likelihood of & fiscal crisis: a higher surplus {or

lower deficil) would alc peched to result in les

#

¥

o

1‘1

apltal Tlight.
iv) The degree of appreciation or depreciation of the

pxohange rate: The higher the degree of apprec:

ation or

depreciation  of exchangs rate in  the domsstic

83O



seonomy the higher the extent of capital flight.
) Charnges in inflation: This is expectsd to have a

positive effect on capital flight.

FEach of thesse wvariables could also affect the level of
sxbernal borrowing. Higher foreign exchanges resscves and
budget suwrpluses could be expected to lsad to lowsr  demand

for  sxternal capital and to grester supply. Also, higher

changes in  inflation and  the degree of appreciation o

i
B

depreciation of

-t

the exchangs rabs signitving the sxistence

=i

of a certain imbalamces in the domestlic sconomy would likely
e sxpected to lead to a higher demand for ssxternal capital
arnd  to a lowsr supply. In each of thse above, the net
effects, 1t any, wowuld hence depend upon the relative
impmrtanae 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  wncertain ~  highar
growmbh would presumably boost private in?@ﬁtment demand {and
pEirhaps supply):  but public sesctor demarnd for essternal
credit could he counter-cyvolical. I additiorn, the
Structural  Adjustment Frogramme (54F) of June 1986 had s
drastic effect on  the perforosnce of  bthe economy dn the
ﬁubﬁéqﬁent VEAFS. ‘ ;

A gensral model incorporating  these variables would be

a multiple regression model. & multiple regression model can

- . o o oS 3 pen e gl e porn . - p %3 Y A¥4 Fo )
e defined as ¥ = F (Hay Xae ¥z cevavey Em Rt LT o N |

¥ o= dependent variable

81



Xiw dndependent variabhles

In a miltiple regression eguation given

P
i1

Y o= f [BHaiXil.
Wharay

Baiw are the respective Xy cosfficient, if capital
flight dis & function of sxternal debt and  the othar
variables can b  fitted into ouwr regression oodel, then  a
regression moadel of the form
KF o= F (B, lF':[é".S,l GDFER, BS, HMER, CINF, 8a8F) ..... (10}
carn be formilated.

Aluo if evternal debt is a function of capital flight

o

ared the other variablez CEn @ Titted into our regression
model , then a regression model of the form
B o= (KF, REZ, GDFGER, BS, MER, CINF, BAR) e (11)
can be formuelated.
wheres
EFe annual :apitai fFlights
Fs @xternal horerowings
RES: the level of +the countrv’'s official  foresign
exchange rmrervnk"
GDPGER the percentage growth rate of gross domestic
prroducty
RS The goverrnment Budgwl surplus  or deficih as a
parcentage of gross domesstic products

MEFR = the degree of appreciation or depreciation  of the

HH

pxchange rate measuwred by the percentage changs in

23}
b



K]

the sxchangs rabte betwesn Nailra

CINF e changse  in  inflation definsd

" pebweern bhe log of

this yvear' s

and Dollarsg
as the differsncs

intlation rate and

the log of last yvear’'s inflation rates

and SaFy  a  duammy variable Lo

SGtructuwral Adiustment FProgeamne

capture the impact of thes

taking the valus

cozern before 19846 and one thereatiter.

The predicted effects of these

balow.

TORLE FIFTEENM:

variahles are

stummarized

THE FREDICTED EFFECTS OF INDEFENDENT VARIABLES

ON DEBT-CARITAL FLIGHT REGHRESSIONS

Independent Variable

Dependent Variable

KF Demarid

=

Supply

KF +
B -+
RES - -
GDFER - 7
Be — -
MER + +
CINF 4 +

SAF + +

gerEral dinitial

apeciftficeation of this modsl
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Ly, kR A S

Ve

+ a 1 B+ a @ REE +

CIMF + a 7 G&F + WV L

SOURCES OF DATA

The data for the variab

serries data and a

ot

o data  dnclude

Statistical Bullebtin
Mometary Funds Interhatianal

issues),; WMorld Bank: world De
Researoh

Bfrican Economic

a4

&

{several

+ Aa
= GDPGER

les used

FE SEeon
the Cent

ismgue

Fimancils

Consortiuam i

&hen

e =1

in this
dary  in
-zl Bark

The

5,

1 Statisht

ourmals.

MER -+

+ a 9 MER +

(13)

resgarch work
Tha

mature.

=

of  Nigsria
International
ics (several

issues),

ared
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DATA oAt ¥YSIS AMD REGRESSIONM RESULTS

SOURCES AND USES OF FIMANCE INM NIGERIA
The actual estimating Equatianffmr the determihatign ot
praivate capital cutfloms is given'b?‘ﬁﬂ = N '

(ODIR + LWFC + By — (€80 + EOD + EPQ%+,UR)

¥

. ‘\

The result=s of the sstimation Equa#idn“aré presented bl oo

. _ISBLE SIXTEEN - : . '
SOURCES AND DSES OF F IMAKMGCE I MIGERIA
(1970 — 19900 10 USEH.

Year B AB DIR UFLC £AD €00 CPD DR K0
19720 531 - 205 0 -348 101 18 -19 -135
1971 651 120 286 {0 -308 B3 446 ; 207 - 78

BT X 42.8 {305 0 ~347 5 17 44 738

T.1973  12053.8 511.2 ;% 373 o SR ST A ~206 H672.2°
1974  13140.%5 —64.5 [ 257 X 4897 7r 144 -5044  252.5
1975 938.5 -202 | 418 o T4z -41  -20& 17 28
1976 570.13 -368.4 339 . 0 ~357 86 =R 406  37.4
1927 3084.1 2514 442 0 -1018 ° -49  -121 . 94RTTRRle
1978 5035.6 1951.5 213 0 -3785 169 -224 RIE3 L7
197%  6158.5 1122.9 304 0 4372 b14 448  -34463 R15.9.
1980 8754.3  2595.8 ~7234 0 3104 -704 343 -4487 1915.8
1981 11448.23  2B93.93 543 0 -4R22 -%4 -1611 43480 1847.93
1982 12177.7 529.475 430 0 -72a% 2 -183 (2282 -4180.53
1983 17404.7 52270 345 0 ~4337 .90 —-iB3 423 1763
1984 146444 .2 ~960.5 . 200 0 S 114 273 -9  -472 -B54.5
1985 165756.4 i32.4 489 o Y628 138 -44% -~ 34 2605.4
1986 21930.8 5334.2° 199 . 0O 373 -1¥i - 4D 580 42732
1987 29732 7801 .2 616 O 362 —745 56 . 104 79B&.R
1Y88 30235.4 503 83y | 0 ~855 © -521 - 58 514 722
1989 30380.5 145.5 2082 D -143 -1252 na [ —1114 -281.5
1990 31,171 790.5 588 . 0 5126 B2 ra 2099 44B7.5

fotal 31,171 8 | B739 0 4771 -2250 -201é

Hé: 1his external borrowing thal has heen taken as a progy for external
debt . . ;
Scurces: {11 Calculated from IFS Year Rook, Interpational Monetary Fund,
_ﬁ 1989, 1991. ’
i
b3 .
(23 biarld ﬁanh, Warld Debt Tables, Several Years.

=

i

85




TARLE SEVENTEREN:

MIGERIA: EXTERNAL. BORRUDWING AND CARITAL FLIGHT (INM US% M)

Years Bx AW
1970 - 1972 162. ~1359,2
1970 — 1975 407 .9 778.5
1976 — 1979 SE58.4 EAHTET |
1979 - 1284 10285.7 70504
1870 - 1984 1591%.2 4205.2
1985 -~ 1990 L4724 .8 217392.8

Bikz this external borrowing that has been taken as a prowy
for external debt.

Sowrce: (1) Calculated from IFS Year Book, International
Monetary Fund, 198%, 1921.

World Bank, Wold Debt Tables, Several vears.

—
8
St

The reference figure is the increase in gross external
debt (B) during the last twenty one years which amountsd to
approkimately $31 phillion. According toe the results,
approdimately $27 billion (=B7%) of this Tigurs flaw out of
the country again in  the Torm of private capital out flows
(kDY It is evident given this high percentage of external

debt taken away in flight that HNigeria is a hard-core

capital flight country.

It will be important 1if we can look at the periodical
growth in these two variables. In the period betwessn 1270 -
19732, Toreign borrowing {(B) was $£14ZM and the corresponding
private capital outflows (K0O) stood at $-132.2M. This period

84



markaed the upswge of 0l syploration in Nigeria. The
country had depended on the agricultural sector both for her
revenue and Toreign sxchange prior to this time. The economy

of  Nigeria can be said to be hlossoming at this period. Ths

investment climate was atbtractive both to local ahd forelgn
inveshtors. As such, we can not think of economic factors
having to trigger off capital from Nigeria. Mo wonder thes
private capital outflows was negative. This implies that
there was a repatriation of extsrnal private capital assets
to the tune of $137.2M into the country in those vears.

The expsrience between 19270 and 1972 could not  be
sustained. As a matter of fact, we can link the experisnce
to  the espisode of the first oil shock at 197371974, Given
the increase in oil revenue brought about by the increase in
the price of oil, the government can be said to have bsen
beclouded. The government smobarked upon a wasteful spending

and imappropriate macroeconomic  policie

s. 1o this end, the
private capital outflows (EDQ) qad oubt-strengthened  the
gxternal bhorrowing as sarly  as 1975, Corruption of public
officials might not have been a serious problem at this Lime
but it could be seen that the sconomy 1ached'a gond sense of
direchion. Import-substitution industry was embarked upon
evern though the necessary ground for it can be said not to
have besen prepared. Example of this is the Ajaokula stesl
rolling company. The nation, deceived by the upsurge in oil

FEVEMUE, neglected the agriculitwral sector which was

a7



initially her main souwrcs of incoms. The problem the nation

iw facing todayvy cannot be divorced from this wanwise ach,

zince the food, employvment and to a large extent the revenus

=
]

base of the sconomy was eroded. Since then b sconomy has
lacked the self-squilibrating capability to sustain herself.

While it may be uwntrus to

i3

wvbhribute the present
predicamesnt of the country T the Bahangida =
administration, we can make bold +to say that the total
manifestation of the plight became very evident in  his
regime. For example, total foreign bhorrowing between 1970
ard 1984 stood at  about $15.%2 billion and the eguivalent
private capital outflows were approximately 4.9 billion (=
about 314 of external borrowing) . However, there has been a
dramatic change since 1@85 that IBR took over the mantle.
External borrowing between 1985 and 1990 totalled abmut

H14. billion with the corresponding privabs capital

)

outflows of about $21.8 billion (= about i49x of foreign
borrowingl . It is shocking to nots the rapid growth in
gxternal  borrowing  in this  period. Neverthelesss, 1t is
glaring Trom this result why the people of this country have
bzen subjiescted to so much hardship. The nation as a whole
was made to suffer for debts that were used by a handful of
peopls in the nation.

The dramatic upsurgs in the private capital outflows in
the study pericd, though may not bhe free from sconomic

factors triggering off capital Flight, cannot yet be



I

disengaged from the political condition in the country.
According to Ajavi (1992, F.4), this is predicated on
corruption (a problem that is  hardly limited to LDCs) and
access to foreign  funds by political leaders. It has been
alleged that some political leaders through the perguisites

of their offices siphon funds to foreign countries. Many of

such leaders are said to be operating a secret code account
svelem. Thus, access to political offices and e
corruptibility of such office holdsrs become  important

factors. Infact, many people had talked about corruption as

‘

being legalised under the Babangida's administration.dnd it

was in the wake of this that Decres 417 was put in place.

COMPOSITION OF CAPITAL INFLOWS AND THE

ABSORFTION OF FOREIGN BORROWINMG IN NIGERIA

The sourcaes of fTinance to Migeria going via our measure

-~

of private capital ocutflows ares:

- the foreign borrowing (8)

- the net direct foreign investment (DIR),. and
- the Use of Fund Credits (UFC)Y.

Over the twenty-one vears under review, IMF credit was zero.
This reveals that Nigeria is open only to the other two
sources of finance. O+ these two, fToreign borrowing
accounted for about 78% of the total capital inflows into

Migeria during this study period. That 1is the Nigsrian

a9



eronomy is  edxternally supportive. The low level of the net
direct Fforeign investments may be attributed too  the
unattractive investment climate in  the domestic economy.
This is particularly true of the Structwural Adjustoent
Frogrammes embarked upon. This analysis can be discerned on

the following table.

TARLE EIGHTEEN:

<

COMPOSITION OF CARITAL INFLOWS TO
MIGERIA (1970-19%90) IN BILLIONS OF US DOLLARS AND
FERCENTAGE

DIR , B UFC DIR+R+UFC
Hlar % b A Shn A Hhn A
8.739 21.9 B T T Y4 A I N 0 .91 100

Sowrce: Calculated from Table Sixteen.

Frivate capital outflows are only one of thse many foros
in which foreign borrowing in absorbed. The most frequent
forms of absorption are the current account deficits plus
maet negative srrors and omissions (CAD + EOD) and  the
building wp of the official reserve asssts plus  the
counterpart items of the balance of pavments (fR+CFD). With
external borrowing as the reference figure Tthe following
three ‘absorptive ratios’ were caloculatsd in the following

table.



capital flight absorptive ratio, KO/E

current account deficit absorptive ratio {(including

net negative errors and omissions),
{(CAD + EQD) /B, and
- the reserve component absorphive ratio  (including

counterpart items), (R + CFD)/B.

TABLE MINETEEN

ABSORFTION OF FOREIGHN RBORROWING (B) IN NIGERIA& 1270-19%0
(FERCENTAGE)
H § i BN i B A
H #
100 2.9 18.2 827.1
Souwrce: Calculated from Table Sixteesn.

Maturally, an increase in extermnal debit showld mainly
garve the purpose of financing ocurrent account deficits.
Howsver, the result on  table NMinetesen has brought up an
unusual scene which basically justifiss the basis for this

study . Among the threes absorptive ratios, the capital {light

absorptive ratio, KO/BR took 87%. This is unnecessarily high.

It is sither the debt creating inflow was never brought into

the country or the bulk of it was exported back afler
reaching Nigeria. The debt crisis in Migeria had to persist
s0 long as the incurred debt was not invested in Nigeria and

both the capital inflows and the returns on them were hidden



fraom the government. At the same time the country was

bBorrowing and so much of this debt flew out of the country.

ESTIMATION OF THE DETERMINAONTS

OF CAFRITAL FLIGHT FROM MIGERIA

Ordinary least-squares estimation of equation (13} gave
the following results (absolute valuss of t-ratios  in
parentheses) .

EF = - B22.%2 4+ 0.43F — 61.2 BE + 72.& GDPER -+
{—1.4) (1.88) {(—0.44) {(L.07)

MER + Q.&68RES + 1353.35 CINF + 38.4586F ..... (13a&)
71 (0.34) (C0.10) {0.02

&R

F® o= 0,753 R® o= 0,583 DW = 1.40

i

= HEEA LI v O.BEB + 2.08BE + 6.7MER + 2.82RES
{1.08) 2312 (0.0 (0211 (1.325)

- 1021 A0INF + 20418 8AF .. .ieeewwe (130D
(—0.79) (0.827)

B® = 0,75;

I'

R® 0.0%; D.W = 1.58

BF = R246E2.6 + 0.648 -~ B.EZES + 285 MER + 1.97RES
(D.47) (2.19) (—0.04) (1L.02 (093

|

0.036DF  + 1.5830FPT  ..eaw.w (130)
(—~0.70) (0.3E5)

B2 o= 0.73; R® = 0,603 D.W

Hi
ay
a2
£
~d

FF = 47%4.8 + 0,688 ~ 12.2B5 + 19.8 FER + 2.31RES
{0.88) (2.24) [—0.15 (0.73) .37

- 0,076DF + 105848 wwwwwn (13}
{(—1.0) Lunﬁﬂ)

R® = 0,743 R® = 0,413 D.W = 1.47

#

~&HEBE.E + 0.64B - T9RE + 74.46DF GR o+ 25.7 MER

P2



>

(—1.21) (2.27) (—0.73) (1.353

v~
-t

21D

+  132.4 SaAP enwnanawwe [1EE)
(0.88)

R® = 0,74y R® = 0,443 DW= 1.58

KF = —-829.5 + 0.464B -~ G6.6B5 + &% .86DPGR + 25, 7HER
(—luhl) (2.21) {—0.45) (1.18) (0.97)

+ 0.73IRES + 133.6 SAF  ——e—e—m—e (13F)
(O, 40) (0,08
B® = 0.75; R® = 0.&7; DW = 1.&0
EF = =&71.7 + 0.43B - 78.288 4+ 74.4 GDFGR + 27.1MER ...
(1.39) (2.40) (~0.74)  (1.38) (1.54)

B® = 0,743 R® = 0.467; D.W = 1,59

The results displayed above are veasonably good. In
equation (13a), we are able Lo ses that aboult 75 percent of
the total wvariation in capital flight is suplained by
foreign borrowing, the government budget surplus or deficit

as a percentage of gross domestic product, the gross

domestic product growth rate, the degree of appreciation or
depreciation of the sxchangs rate, the level of the
courntry’s official foreign sxchange reserves, the change in

inflation, and the structural adivstment programme. Howsver,

all these fTactors were insignificant except ths foreign

borrowing.  That is, only fToreign borrowing hath the
capability of explaining the changes in capital flight.

Im  our guest to see 17 the resulits could be inproved

upon a few adjustments wesre done which gave the resulis

]
i



presented in  eguations (13b)-(13g). In equation  (13b) the
gross  domestic product groeth  rate was  removed and  the
remaining variables were run on capital flight. The result
was  nobt any better, for though, the R® was aboult 75 percent
o Ly Foreign Borrowing emearged as the significant
determinant of capital flight. In segquation (13c), the gross
domestic product growth rate and the change in inflation
were replaced with the gross domestic produact and the
consumer price  index  respectively. Also, the Structural
Adivstment Frogramme was removed from the aodel . Desopite all
theaeg the results were not improved upon, such  that,
Torelgn borrowing was  the only significant explanatory

variable of capital Fflight from Nigeria in  this  study

i

neriod.

In all +the seven estimated equétiuns for capital
flight, that is, eguations (13a)-(13g) the explanatory
variables accounted for between 73 percent and 75 pesrcent of
the total wvariation .in the dependent variable, capital

flight. In esach of these eguations only Fforeign borrowing

wWas significant. The results indicated that Forsign
borrowing was & highly  determinant of capital flight {from
Migeria during 1970 — 1290, Greater borrowing went hand-in-—

hand with greater capital flight.

This result idmplies the existence of whabt in  this

thesisz are termed  "debt-{fueled" and ‘“debt-deriven" capital

flight. This is particularly evident as the foreign

g4
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ESTIMATION OF THE DETERMINAMTS OF
FOREIGN BORROWING IM NIGERIA

This measuwres the reverse linkages from capital flight
to debt. Estimation of eguation (12) wvielded ths following

result

i

B = 668 + 0,39 KF - 147.9 BS ~ 13.5 GDFGR + 44.8 MER
(1L.19) (1.83) (~1.487 (0.28) (2.08)

- 0.8% RES + 13212.4 CINF -~ 1774.5 SAF  ————- (12a)
(0. 58) (1.22 (—=1.19)

== 0.8l R® = 0.6%; DWW = 1.90,.

H
H

-~ 45%41.8 + 0.42kKF ~ 119.9B8 + 52.1 MER -~ 1.9 RES
(~0.73) (1L.77) (—0.25) (0.89) (~0.94)

0.0BGEDF - ZLI1CRI -~ Z3EE5.2 BAF ——emeeeee {12b)
{1.03) (—0.72) {—1.33%)

=

i

0.80; A2 = 0.65; DuW = 1.78

B = 224.8 4+ 0.39KF — 161.1B5 4+ ZO.9MER + 911.1 CINF ...(12c)
{0, 59) (2.09) (—2.10) 2.1%) (1.14)

FR o= 0,773 R® = 0.703 Dow = 1.79
B = 390.6 + 0,36 KF - 138.% BS + 48.5 MER + 1290.7 CINF
(1.0)  (1.94) (~1.8%2) 2.58) (1.57)
— 1866, BAP e (1720])
(~1.36&)

F2 = 0,803 R® = 0,72; D.W = 1.74

The resulits here are gquite impressive. betwsen 77 percent

f

arid 81 percent of the total variation in foreign borrowing
is  capturesd by the capital flight, the government budgst
surplus or deficit as a percentage of the gross domeshic
product, the gross domestic product growth rate, the degree
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of appreciation or depreciation of the sxchange rate, ths
level of the country’'s official foreign euchange reserves,
the change in  inflation, and the structural adjustment
Progr amme . It is evident From esgquation {(12a) that only
capital Flight and the degres of appreciation or
depreciation of the exchange rate possess the capability to

explal Foreign borrowing in this  country. The remaining
lain foreign b A 1 th Ty (Y %]

factors are insignificant given this eguation.
As we do kEnow that foreign borrowing is determined by

other variables apart from these hwo, a few adjustment was
done to see 1T the significance level of obther variables
would  thrust up. In eguation (12b), the gross domestic
product growbth  rate and  the change in inflation were
replaced with the gross domestic product and the consumer
price index respectively. However the results was nobt any
hetter. Further, the gross domestic product growth rate, the
levael of the country’'s official foreign sxchange reserves
arnd the structural adiuvstment programme were removed from
the modsl  to have equation (1Z2c). At this junctuwrs, the

government budget surplus or deficit as a percentage of the

gross domestic product had becoms significant along with
capital flight and the degres of .appreciation [l

depreciation of the exchange rate. This is very important
for ow consumption. It is important because the debt crisis
can be traced to the government bhudget deficit which has

beesn externally financed over the yvears.



The results indicate that Fforeign borrowing WaS
significantly and positively affected by ocapital Flight.
Taken with the results reported in esguations  (13a0-(13g),
this supports the hypeothesis that the causal linkages
between forsign borrowing and capital flight do infact run
i both directions. In addition, foreign borrowWing wWas
positively related to  the degres of appreciation o
depreciation of the exchange rate. This suggests ©that the
demand side factors drove the coredit market because it is
assumaed that thes supply side iz negatively related to this
factor. &t 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 phenomsnon.

In sum, Etaﬂigtical analysis of the relationship
between Tforeign borrowing and capital Flight in Migeria
between 1970 —19720 indicates that the two variables were

strongly linked. Larger foreign  borrowing led  to greater

H

capital flight, and more capital flight l&d to larger

At

foreign borrowing. While neither capital flight nor debt can

be completely explained in terms of the other, our analvsis

auggests that this vicious circle was  an important feature
of the financial interactions between Migeria and the world
economy in recent decades, interactions which culminated in

Migeria's continuwing debt crisis.

The fact that foreign  borrowing and capital flight are
mostly strongly correlated with gach other’'s values in the

~3
-3



sams  yvear suggests that they not only drove
providing motives, but alzso fueled sach other

capital for the reversese flow.

1O

by

each other by

providing



CHAPTER FIVE

SUMMARY , CONCLUSIONM AND RECOMMENDATION

Im  this resesarch work, emphasis has ot been on
Nigeris's external indebtedness, per se, but rather on the
relationship there exist between it and capital fFlight from
the country. This approach has besn followed because of the
attraction which sxternal debt.aa a topic had received from
the people of this counbtry in the recent tines. Therefore,
in ordsr not to go into duplication we have decided to

really wncover the agpect aof capital fTlight which we still

find fallow as & research gap and then considersd its

linkages with Nigerian sxternal debl.

The wuse of +the term "capital flight" arousss strong

emotions in some quarters. The controversy swerounding bhe

term  is due partly to the lack of a precise and universally
accepted definition for it in economic theory  and pactly

because of the way the term is used between developed and

developing countries.

Following from the problem of =sstablishing what
constitutes capital flight, it is difficult to measuwre it as

mast estimates reflect the differences in definition and
approachaes adopted by the varioﬁz researchers. We estimated
capital flight Ffrom Nigeria between 1970 and L1290 as =&
residual using Duwendag’ s  approach. Thizs followsd from  oar
desire to =sshimate the private capital outflows rather than

the public ones.
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The conduits for capital flight are not only many but
varied., It can  take place through cash or monetary
instruments, bank transfers from a local atffiliate of a

foreign owned ank to designated rrecipients abroad and

through precious metals and collesctibles including works  of
art. Falss trade invoicing, the black marketing, brain drain
and tha repayments on the external debt are obthers.

The causes of capital flight have been grouped under

relabtive risks, exchange rate misalignment, financial sector

constraints  and/or  repression, fiscal deficils, axternal
incentives and disburssment of new loans or forsign

borrowing.  In addition to  these, thsre ars obther n$on-

@erornomic causes  of capital flight. The corruption of
political leaders or public officials  and extra-ordinary

access to government funds are vitally idmportant here.

Nigeria, like many other Third MHWorld Countries,
simultansously superienced large outflows of private capital
and  rising exbternal  indebtednesss  in recent decades. Tha
relationship bestween capital Tlight and foreign borrowing is
opan to'a variety of interpretations. Indirect linkages, in
which both borrowing and flight are caused by obther factors
such as sconomic mismanagesment by domsstic authoritiss,
contribute to a positive cross-sectional correlation betwesn

delkxt and capital flight in a muliticountry sample. Bubt a

strong, positive time series correlation in any  given
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country,. as reported in the case of Migeria, suggests the
eristence of direct causal linkages.

£

The fouwrfold classification of direct linkages betwssn
edternal debt and capital Flight proposed in this work is
Based upon the direction of causality and upon whether the

linkage is limited to motivations or it also extends to Lhe

provision of capital involved. The resulbs of our
econometir-ic analysis support ths hypothssis thalt debt-{fueled
capital flight and Flight—Tfusled Hismrnal borrowing  wees

important aspects of the Nigerian expsrience  in this study
period.

This Finding is important for a numbsr of  reasons.
Firstly, it has implications for the political legitimacy of
'que ian  external debt. The present government and  the
citizernry at  large might well wonder why they should bear
the cost of repayment of debts not of  their making, from
which they derived no benefit. Dur situation today resembles
a Moase where the contractor absconds  with the mortgags
money, the banker, who helped him take it out now comss to
collect from the owner of the empity lob and no one will lend
the lobt owner any more mnoney becawse his  “debbts’ are  too
Migh" (Henry, 198%, F.82).

Rather than continue to service the entire debt,
Migerians might instruct the ocreditors to seek repayment
from the owners of the private external asselts which are thes

real counterpart of & substantial component aof the public
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extarnal debt. Fellx (1983) proposed compulsory mobilization
of foreign private assets for debt service, arguing that
creditor banks  and governments might collaborats in this
wrnorthodoxs endeavour SO as ko collaterize otherwiss
uncollectibhle dehtau Fasbor {1990) reyberes the practical
problems of implementing such a plan: identiticetion of
assebts, the banks reluctance  to damage the rre2lations with

private clients, armd the political resistance Trom holders

I
1&.

of  Foreign assebts. In addition, uwunless such a plan were

i

implemented on a world-wide scale, it cowld be evadsd by

shiftting assets to third countries.

Bovoe (19232 notes  that ths debtor nations could
capitali=e wupon the debt-flight connection in  yvel another
fashion. Fathsr than sesking to recapture the flown capital,
#ither by luring it homs o by  impounding it abroad,
governments of debtor nations can tell their creditors bthat,
rEesourcses permithting, they would sorupalously  repay all
loans or portions thereoy, which were used for bona Tide
investment oF consumption in the debtor country. However,
until such time as the creditor furnishes evidence of such
use, bthe debtor country shall assume no obligation to repay.

Such a move could claim a legel basis in the "doctrines

of odious debt”, which holds that for sovereign debls

" AN interest which a creditor
possess in a debt must, in order to
constitute A acouiread right

protected by international law, be
an interest in funds wtilized T
the nesds  and interests of the
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shtate. any deht
other PUrpoEes

intrinsically

hostile

contracted For
is a delh
to the

interest of T he territaory"
(0 Commell, 1967, F.45%9).

The aorly exact test of whether or not a debt

the extent to which it is

of the territory it burdens. Y

dominance over legal analvsis"

The debts FTolsted upon
debt—-Ffueled capital {Flight

borrowing were unguaestionably

Hernce, there iz considerabls

challenges to  the legitimacy

the country’s external debt.

Secondly, the

the Migerian external

i

tate

@xternal  debt and capital

capital flight is

a
indebtedness.

path entirely.

finding gives a
indebtedness.
categorically the direction of
i
magjor Ccause
This point will

This is because efiforts

odious

is

urnbeneficial to the population

On this topic, politics assume
f0 Connell, 19&7, F.460).

the Migerianmn government via
arnd Flighit—Tfusled external

unbenseficial to the populaca.

scope for  legal and political

of a significanmnt fraction of

clearer understanding of

Although, we can not

causal linkages bstween

light, we can velt tell that

of the Nigerian siternal

launch the country on a new

to solve the Nigerian

debt crisis is embedded in the solution to the capital
flight from Migeria rather than the variouws 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 aschieve aur obisctive of
staunching capital flight From Migsria the investment
climate in the country had to ba conducive. This could be
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conceived as an unattained cobisctive in  the Structural
AdiustmeEnt Frogramme embarked upon since June 1984.
Following fTrom above, intervention of the state is
considered paramount. The governmant can embark upon capital
controls.  Such controls generally consist of governmant
regulations that make it difficult for residents to obtain

largse guantities of foreign exchange (abt the official

i

axchange rate) without some requisite import or licenses.
Orthodox economists (such as the advocatss of S5AF) dismiss
such controls as impediments to the enhanced socisl welfare
possible with a "fres market" and likely to actually
encourage capital flight because of the negative signal such
goveErrimen interference sends to local investors
{(Cuddington, 12843 Cumby and Levich, 1987 FEhan and Ul
Hugue, 19851.

Corruption of political leaders or public officials and
extra-ordinary access to government  funds deserve soms

involves

oy
I—l .
il

emphasis if we are to be out of this mess. T
exports of capital to a "safe haven’ abroad outside Lhe
reach of the government for  their own selfish wuse in bthe
future. To cuwrb the oubflow of capital and bring sanity to
the scomnomy of Nigeria, corruption must  be reduced to  the
bearest minimum. There is need for honesty and transparency
orn the part of  these officials. To see this work every
government should be tried after her tenure in office and

public officials must not be allowed to go on exile outside



4]

the country atter their regimes.

POLICY RECOMMENDATIONS

It dis the finding of thiszs study thet capital flight
phenonenon has made it impossible for Migeria to get out of
her  erternal debt problems. This is substantisted by the

fact that capital flight has been found to be the eaior

determinant of ertsrnal debt in Nigeria. Given this
scenario, it is evident that the solution to the counbry’'s

extsrnal debt problems is located within the panacea to the

capital flight svndrome.

For this cause, the following have been proffered.

1. Nigeria should embark upon souwnd macrosconomic policiss
which are the obverse of those factors that triggered
off capital from the domnestic economy in the first
place. By this we mean that the macrosconomic policies

in the country should possess the ability  to abtbract

both domestic and foreign investments alike,
2. The direction of causality beltween external  deblt and

capital flight is not well defined. There exists in

Migeria a vear—to-vear direct correlation between these

two variables. Therefore, we recomnmaend  that Nigeria

should desist from loans that are odious in naturs.

£

. Given the level of corruption in  this countrv, we wish

to recommand that the War Against Indiscipline (ALY be
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4,

reactivated. This is particularly dmportant  for the

~h

public officials who use the privilegs o
to siphoﬁ momey out of this country.

One major problem  in many Less Developed Countries
{(Migeria dinoclusive) is political instability. This

factor has a lot to tell on the flight of capital from

=k

these countries as it fects the investment climate of

]

m

the country. The role of the military should be clesarly
stated and adhered to. Infact, no military government
should stay more than one vear in power.

It iz belisved that Nigeria will launch out of her

prasent external debt problems if she makes use of the above

recommendations.
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