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Abstract 5 

The study investigated the impact of capital flight on the economic development of Nigeria. 6 
Following the behavioural pattern of the variables on the basis of time series property test 7 
involving Augmented Dickey-Fuller (ADF), we adopted Autoregressive Distributed Lagged 8 
model (ARDL) due to Pesaran and Shin (1999) in the study. The result of the Auto Regressive 9 
Distributed Lagged (ARDL) model showed that capital flight has negative and significant impact 10 
on economic development. The CUSUM and CUSUMSQ tests showed evidence of long run 11 
stability of the parameters of the model. We, therefore, made the following recommendations, 12 
among others: Government should take concerted steps to improve security of life and property 13 
in the country because security lapse is a threat to investment as well as business; the public 14 
resource managers should sincerely partner with anti-graft agencies to ensure that all the 15 
channels through which public office holders launder money abroad are stopped; besides, the 16 
international anti-corruption law should be implemented to reduce the quantum of launder 17 
money and efficient public finance management discipline should be adhered strictly. 18 

Keywords: Capital Flight, Economic Development, Impact, Autoregressive Distributed Lagged 19 

model. 20 

 1.0 Introduction 21 

The extent of capital flight the world over necessitates efforts to checkmate and regulate it, 22 
especially in the developing countries where it impacts adversely on the scarce capital, which 23 
encourages deficiency of developmental resources. This anomaly has persevered since there is 24 
no strong opposition or regulations. Actually, there are benefits and losses associated with capital 25 
flight but the losses far outweigh the gains, especially in the developing economies where it is so 26 
rampant. The individuals transferring and the receiving countries benefit while the citizens in the 27 
sending economies’  living standard are to an extent retarded from huge capital fight. This can 28 
account for persistent low living standard and lack of industrialisation. 29 

The high value of world-wide estimate of capital flight of $539 billion to $829 billion every year 30 
is worrisome and debilitates development intentions of the developing countries.  The capital 31 
flight in countries represents a significant proportion of their gross domestic product (GDP). For 32 
instance, South Africa lost 9.2% of her GDP (US $ 13 billion) in 2000, China 10.2 % of GDP 33 
(US $ 109 billion) in 1999; Chile 6.1% of GDP (US 4.7%) in 1998 and Indonesia 6.7% of GDP 34 
(US $14 billion) in 1997. Nigeria and other sub-Saharan African countries are estimated to have 35 
lost over 100 % of their GDP ($230 billion) since 1970. In addition, between 1990 and 1995, 36 
Russia is estimated to have lost about $400 billion (Kapoor, 2007; Epstein, et al, 2005; Baker, 37 
2005; Tikhomirov, 1997,) 38 

Nigeria has been besieged by myriad of problems emanating from the attitude of leaders, 39 
ideologies pursued, policies designed and loopholes created which give rooms for actions and 40 
activities that retard progress. The situation of diversion of public fund and the movement of 41 
human capital out of Nigeria has been in existence over three decades.  The military leaders, the 42 
politicians and the bureaucrats who are in some cases technocrats have made things in such a 43 
way as to favor themselves and their allied organisations, thereby creating easy path of moving 44 
developmental capital outside the country. Between 1972 and 1978, Nigeria lost $7,573 million 45 



as a result of capital flight (IMF, 1996). Capital flight denies a developing country the essentials 46 
of development. When huge amount of dollars, pounds or yen are illegally transferred outside 47 
Nigeria by a government official or private individual who is in a position of authority, the role 48 
such funds suppose d play in the country is denied which affect aggregate economic activity.      49 

  Banks are seen as great accomplice in money laundering and illegal capital transfer in Nigeria. 50 
Just as Kanu (2012) notes that bank may be part and parcel of illegal fund transfer of huge sums 51 
of cash using individual staff. He recalled a recent incident where $200,000 out of $1 million 52 
allegedly being illegal fund was transferred from Abuja to Lagos got missing. The individual 53 
bank official was mandated not to reveal the total cash at the Airport. The colossal lose of cash in 54 
various sectors of Nigerian economy is alarming. For instance, the Guardian  Newspaper (2013) 55 
states that Nigeria loses N1.5 trillion yearly on capital flight in the Maritime sector. Sectorial 56 
development and the linkages effects are thwarted by yearly lose of fund which impacts 57 
adversely on the lives of the populace.  58 

 Africa Europe Faith and Justice Network (AEFJN) (2013) reports that annually, the sum of 59 
US$1.6 trillion to 1.44 trillion disappear without trace from developing countries and end up in 60 
tax haven or rich countries. A good proportion of this capital flight is transferred by 61 
multinational companies aiming at evading tax where they operate. This illicit capital flight is ten 62 
times the annual global aid flow and twice the amount of debt developing countries repay each 63 
year. This is highly devastating, considering the huge revenue it does deny Africans. One 64 
annoying thing is that citizens of the African countries aid in this transfer at the expense of their 65 
home economy. In similar vein, the Central Bank of Nigeria Governor, Sanusi points out that 66 
from 2008 to 2009, Nigeria has lost a colossal sum of $20 billion due to capital flight. Whereas, 67 
the total net flow of capital into Nigeria is very small when compared to the amount of capital 68 
taken away (The Vanguard Newspaper, 2009; CBN Bulletin, 2008).   69 

 One disgusting issue about illicit capital flight in Nigeria is the existence of various regulatory 70 
bodies, yet money laundering and capital flight is rising every year. Just as Kingston (2011) 71 
points that there are laws put in place and directed to prevent and regulate money laundering and 72 
other economic crimes, which include: the Banks and Other Financial Institutions Act 1991; the 73 
Money Laundering (Prohibited) Act 2004; the Failed Banks (Recovery of Debts) and Financial 74 
Malpractices in Banks Act 1994; the Advanced Fee Fraud and Other Fraud Related Offences Act 75 
1995 and the Money Laundering Act 1995. The regulatory body empowered to enforce the anti-76 
money laundering and all economic crimes is the Economic and Financial Crimes Commission 77 
(EFCC) that was established in 2004. It is really disheartening that these bodies have been in 78 
place, yet every year we have cases of capital flight. 79 

  Provisions of all that a country needs for transformation of its economy hinge on capital which 80 
is highly scarce relative to its demand. The problem of growthlessness in Nigeria is associated 81 
with poor leadership quality and corruption that give rise to mismanagement, underutilization, 82 
misallocation of resource and illegal diversion of capital, and thereby creating deficiency of 83 
capital for provision of infrastructure, industrialisation and education reform. When investible 84 
capital is taken away from a country, the multiplier effect it ought to create and positive increase 85 
in aggregate economic activity, measured by real gross domestic product is entirely withdrawn. 86 

  One of the reasons for deficit financing in an economy is to accelerate economic development. 87 
In Nigeria, it is difficult to believe that the entire borrowed external funds for developmental 88 
purposes were brought into the country. To enhance productivity, borrowed funds are usually 89 
invested in productive venture capable of repayment. The reverse is the case in Nigeria over the 90 
years. This is the reason behind the articulated views of (Cuddington, 1987; Pastor, 1990) that 91 
the less developed countries’ borrowed funds are considerably diverted into private assets in 92 
foreign countries, thereby, a large chunk of what is supposed be public fund is made to become 93 
private fund, however, leaving the entire debt burden to the country, and mischievously depict a 94 



picture of external debt that do consume public expenditure. This accounts for the accumulation 95 
of external debt in some developing countries. The excessive desire by many in position of 96 
authority to acquire foreign asserts have promoted capital flight in many developing countries. 97 
The rise in external debt over the years is associated with capital flight. Sanusi (2003) notes that 98 
a rising debt burden may constrain the ability of government to undertake more productive 99 
investment programmes in infrastructure, education and public health. 100 

 Kapoo (2007) is of the view that changing the trend in capital flight has the potential of assisting 101 
domestic resources retention in developing countries which will definitely help bringing in a new 102 
way in the development of countries which invariably will reduce corruption, crime and 103 
terrorism, among others. 104 

 It is also pertinent to mention that the carted away capital in any way denies the country the tax 105 
revenue that is supposed to be gained if such fund is in circulation. So, the loss is a thing to really 106 
worry about as every effort is necessary to see how the developing economy can re-position to 107 
tackle the problem of development. The capital flight in Nigeria just for half a decade is enough 108 
to revive the epileptic power supply and poor education sector in Nigeria. Unwanted economic 109 
abnormalities, developmental disequilibrium and financial constraints can be rectified with 110 
considerable control of capital flight. This aspect of economic sabotage is easier for public office 111 
holders. In other words, it is mostly the prerogative of few Nigerians making life difficulties for 112 
numerous member of the society. This is why Cervina (2006) points that capital flight is a 113 
response to unhealthy domestic policies and political instability of a country. 114 

 115 

The table below shows the net flows in Nigeria from 1970 to 2008 as represented on the table 116 
below:  117 

Table 1: Net flow of Capital from 1970 to 2008 118 

Year 
Net Flows 
in million  

Year Net Flows in 
    million 

Year 
Net Flows 
in 
    million 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

9.8 
28 
16 
37 
-39 
30 
64 
35 
17 
79 
51 
42 
66 

1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 

90 
53 
59 
94 
153 
287 
525 
517 
669 
227 
5011 
430 
10858 

1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 

708 
462 
4385 
378 
144 
-53 
777 
1266 
2504 
3256 
5209 
6511 
4817 

Source: CBN Statistical Bulletin, (2008) 119 

 120 

 121 



Figure 1: Changes in Net Foreign Share Capital in Nigeria 122 

 123 

Source: Figures 1 plotted by author with data from CBN (2008) 124 

 125 

 This problem as seen is more pronounced in the mid 1960s, with low values (1965, 4.2, 1966, 126 
2.8) of net capital flow. The worsening situation was recorded in 1974 and 2001 with -39.3 and -127 
53.4 respectively. Although this situation appreciated in 2002, it started falling back in 2008.  128 

 In view of the above situation, the main objective of this study is to examine empirically the 129 
effect of capital flight on the real growth of the Nigerian economy. On this note, the paper will 130 
be presented in this order: section two is the literature and empirical review, section three will 131 
focus on the data sources, nature of data and methodology while section four presents results of 132 
data analysis, discussion of results, recommendations and conclusion. 133 

 134 

2.0 Literature and empirical review 135 

 In literature, there have been controversies on the term capital flight due to the various notions 136 
held about the term. While some see it as negative, others are of the view that it is a normal 137 
capital movement. The disagreement is that when capital moves from an advanced country to a 138 
developing country, it is referred to as foreign direct investment, but when the reverse is the case; 139 
it is termed capital flight (Onwioduokit 2002). In this regard, different definitions have been 140 
made about capital flight. For instance Epstein (2005) defines capital flight as the transfer of 141 
assets in foreign country with the motive of reducing loss of principal, loss of return, or loss of 142 
control of one’s financial wealth owing to government-approved activities. Capital flight is 143 
considered to consist of international capital flow that is aimed at avoiding government controls 144 
or the results of government action. He further points that people  have the notion that capital 145 
flight is often because of the desire to avoid taxation, avoid confiscation, in search of better 146 
treatment, or of higher returns somewhere else.  Morgan Guaranty Trust Company (1986) 147 
defined capital flight as involving given report and not reported acquisition of foreign assets by 148 
non-bank private sector and members of the public sector. In  Cuddington (1986)  conception 149 
capital flight is short-term capital outflows made up of hot money which responds to political or 150 
financial crises, unfavourable taxes, an expected  adverse capital control or domestic currency 151 
devaluation and possible rising hyperinflation.  152 



 To Walter (1987) capital flight is capital that ‘runaway’ which includes international assets 153 
redeployed or portfolio adjustment owing to significant realised worsening in risk return profiles 154 
that relates to assets existing in a particular economy. This ‘run away’ capital presupposes non -155 
accounted capital movement from the society which might be handled either by the private or 156 
public officers. Makochekanwa (2007) perceived capital flight to include private outflows of any 157 
kind motivated by the desire of a member or members of  a country to lessen the actual and/or 158 
potential level of government regulation (including risk of expropriation) over such capital as 159 
well as to acquire assets. This view captured most of the considered issues in the other 160 
definitions of capital flight just like Harrigan et al (2007)  point that capital flight is that capital 161 
that is running away from the domestic financial market in order to guard against losses which is 162 
really in disagreement with the aspirations, interests, desires and the intentions of the  domestic 163 
economy. The main point in all the definition shows the division of capital flight into legal and 164 
illegal, and positive and negative movement of capital.     165 

 Most of the definitions did not say anything about human capital flight aspect that has 166 
contributed to the manpower deficiency needed for development and also to the problem of 167 
growthlessness in the developing countries.  Dr. Lalla Ben Barka, the Deputy Executive-168 
Secretary of the Economic Commission for Africa notes that the emigration of African 169 
professionals to the West is one of the greatest obstacles to Africa’s development and that 170 
African governments have a great responsibility to ensure that brains remain in the continent; 171 
otherwise, in 25 years’ time, Africa will be empty of brains (Sivia, 2007; Thalasa, 2010). 172 
Specifically, the International Organisation for Migration (2013) points that the number of 173 
Nigerian migrants living abroad has increased from 1.9 million in 2004 to 3.4 million in 2012. 174 
Although, remittances are made by Nigerians in Diaspora but the high level of contributions in 175 
the domestic economy by the migrated high level manpower in monetary term is a colossal loss 176 
to the society. 177 

Cald (1969), Adepoje, (1974), Greenwood (1975), Callaway (1976), and others point that the 178 
controversy on the negative effect of migration is that the rate of outflow of emigrants is 179 
calculated to be colossal loses of critical human capital, which a country has invested resources 180 
through education and specialised training and it is not compensated by the recipient economy. 181 
On this basis, brain drain is viewed as international transfer of resources in the form of human 182 
capital which is not accounted for in the balance of payments statistics.  183 

The cost can be seen on the estimate of UNCTAD   that a highly trained African migrant 184 
between 25-35 years, the age group of Africans who usually travel abroad represents a monetary 185 
value of US $184,000 at 1997 prices (Kartz, 2000; Rena, 2008). The equivalent of this 186 
contribution to receiving countries cannot be remitted back home and aggregate costs sacrificed 187 
and subsidized in training the emigrated members cannot be recovered. It also presupposes that 188 
expenditure on education in developing countries is to an extent more beneficial to the Western 189 
countries that enjoy the best and brightest brain of poor countries and continue to be richer at the 190 
expense of the poor nations. 191 

In consideration of the aforementioned, it is the intention of this study to operationally see capital 192 
flight as both normal and abnormal movement of capital (including human aspect) on the basis 193 
of the perceived positive gains and interests of the economic agent and the adverse impact of 194 
such on the society. 195 

The problem of capital for development is among the considered factors in developing countries 196 
market liberalization and globalization. This is supported by the classical economists’ theory of 197 
trade. The external liberalization of national economies involves elimination of national 198 
obstacles to economic activities, giving room to greater openness and integration of countries in 199 
the world markets. In many countries of the world, national barriers are being removed in the 200 
area of finance and financial markets, trade and direct foreign investment (Khor, 2000). This 201 



intention is aimed at accelerating capital inflow for development which in different ways has 202 
empowered operators to illegally move scarce capital away to the detriment of the domestic 203 
economy. Hence, Obiechina (2010) points that integrated financial markets and high capital 204 
mobility made possible by the increasing globalization of world economies predisposes 205 
economies, especially developing ones to the volatility of capital flows. 206 

 Eboh et al (2010), point that development involves a lot of activities on the part of the leaders of 207 
a country, which ensures positive changes in all the various sectors of the economy that improve 208 
the standard of living.  Onah (2007) notes that Nigeria as a developing country is interested in 209 
enjoying the merit of globalisation in the form of increased foreign trade, foreign direct 210 
investment, foreign aid and international borrowing. But many Nigerians have now employed 211 
this positive developmental intention to personal gain through diversion of needed capital for 212 
development for increased personal acquisition of foreign assets which the benefit is exclusive 213 
for the diverter. Consequently, there is skewed out flows of capital from the developing country 214 
not matched by the inflows. 215 

 Zakaree & Ayodeji (2012) note that capital flight involves taking away domestic private savings 216 
to foreign country which it continuous transfer result into serious fall in aggregate domestic 217 
savings. This situation does reduce domestic banks saving and thereby retard credit facilitating 218 
ability. The effect is highly disadvantageous for the country in particular and Africa as a whole, 219 
given that it drains the foreign reserves, increase inflation, decreases tax collection or reduces 220 
aggregate tax revenue, reduces investment and undermines free trade.  221 

However, it was reported by the Eurodad et al (2008) that the International Monetary Fund 222 
(IMF) has the responsibility for international financial system regulation, hence has encouraged 223 
liberalization and deregulation of financial markets in most developing countries. Consequently, 224 
the developing economies were made more vulnerable to external shocks and capital flight. Illicit 225 
capital flows are made up of three major types, which are flows emanating from criminal 226 
activities as the drug trade, capital flight due to corruption, and commercial illicit flows resulting 227 
to manipulation and abuse of transfer pricing and other tax evasion and avoidance actions of 228 
those in position of authority in both private and public sectors. Really, commercial flows 229 
account for about two-thirds of the illicit capital outflows from developing economies and very 230 
high when compared with the benefits from increased aid or debt relief. Behold, it can be pointed 231 
that there is lack of effective policy to tackle this capital drain. 232 

There has been much attention on the issue of capital flight, the world over. The development of 233 
developing countries has a strong reliance on capital inflow from developed foreign countries 234 
which can be termed capital flight but perceived as normal. This presupposes that positive capital 235 
flight is when capital abundant individuals, corporate bodies or the government of a foreign 236 
economy make investment in capital deficient economy. On the contrary, the negative capital 237 
flight stem from the unapproved huge movement of capital from the developing countries retard 238 
development.  239 

Empirical review 240 

Actually, different studies about capital flight in different countries have come up with various 241 
findings. For instance Zakaree & Ayodeji (2012) in their examination of the impact of capital 242 
flight on exchange rate and economic growth in Nigeria employed ordinary least square (OLS) 243 
and found that capital flight has a positive and significantly impact on the exchange rate in 244 
Nigeria. And also capital flight has a positive effect on economic growth in Nigeria. One may 245 
really wonder how capital flight has a positive effect on economic growth given the fact that the 246 
opportunity cost of foreign reserve use for personal foreign investment is the inability of the 247 
country to acquire equipment, plants and tools for developmental purposes.  248 



 Beja (2007) in his studyof capital flight and economic performance of the Philippines, points 249 
that capital flight aggravates resources constraints and plays a role to weaken long-term 250 
economic growth and also  that sustained capital flight for over three decades implies that the 251 
Philippines economy would be repositioned to lose the opportunity to achieve economic takeoff. 252 
This is really devastating and necessitates positive action to address the issue of capital flight. 253 

 In his study of capital flight and the Nigerian economy Umoru (2013) empirically analyse the 254 
relative effect of capital outflows on the growth of gross domestic product (GDP). The study 255 
reveals amongst others that capital flight does significantly impact adversely on the growth rate 256 
of GDP; capital control is insignificant in stimulating GDP growth rate and exchange rate 257 
controls are also weak. 258 

 Kolapo and Oke (2010) examine the effect of the determinants of capital flight on the Nigerian 259 
economic growth between 1985 and 2010. The growth indicator used was Gross domestic 260 
Product (GDP) while the variable used as determinants of capital flight were foreign direct 261 
investment, inflation rate, exchange rate and fiscal deficit. Employing ordinary least square in the 262 
data analysis, the study found that in the short-run capital flight is mostly caused by inflation 263 
while the long-run result showed that both inflation and exchange rates significantly determine 264 
capital flight which in turn adversely influences economic growth.  265 

 Maski and Wahyudi (2012) in their study of capital flight and its impact on economic growth: a 266 
case of Indonesia adopted regression model to investigate the influence of Gross Domestic 267 
product growth, foreign direct investment, exchange rate, and inflation on the existence of capital 268 
flight. The study reveals a high level positive growth rate and only foreign direct investment 269 
have effect on capital flight.  270 

 Makochekanwa (2007) studied the causes of capital flight from Zimbabwe for the period 1980-271 
2005. The outcome shows external debt, foreign direct investment inflows, and foreign reserves 272 
as the major causes of capital flight and also found that economic growth is negatively correlated 273 
with capital flight.     274 

 Samson and Edeme (2012) examine the effect of capital flight on the Nigerian economy of   275 
using two stages least square method for the period 1970-2008. The result shows that capital 276 
flight negatively and significantly impact on economic growth and also that non-performance of 277 
domestic resources can trigger capital flight. 278 

 Kingston (2011) investigated the association of money laundering through the private schools 279 
and churches using multiple regression analysis. The study’s proposition is that money 280 
laundering in Nigeria is enhanced by uprising of churches and private schools through which 281 
finances easily leave due to defective banking regulations, lack of government control of the 282 
funds of private schools and faith group; insufficient enforceability of anti-money laundering 283 
laws and corruption. The study revealed that there are serious loopholes in Nigeria’s money 284 
laundering laws which enables criminal assets to be preserved and protected under the auspices 285 
of schools and church’s assets. 286 

 Ajilore (2010) embarks on the analysis of the trends of capital flight flows in Nigeria for the 287 
periods 1970-2004 using the residual method of estimation, including adjustments to account for 288 
the influence trade faking and exchange rate movements. The study found, among others, that 289 
trade faking is an important means through which capital flight is effected in Nigeria, with 290 
evidence that confirmed the existence of financial revolving poor relationship between capital 291 
flight and external indebtedness in Nigeria.  292 

 Osu et al (2012) investigated the effect of capital flight on the Nigerian economy employing 293 
Normal Inverse Gaussian (NIG) distribution from 1973-1989.  The study found, among others 294 
that the period of oil wealth (economic boom periods) in Nigeria is associated with capital 295 



repatriation or capital inflow. The buoyant economic situation encourages capital flow and the 296 
years with poor economic environment and poor policy is associated with capital outflow. 297 

3.0 Definition of model variables and methodology 298 

Annual series data was  used for this analysis and was sourced from Central Bank of Nigeria 299 
statistical bulletin (2011) and World Development Indicators (2011). The study covered the 300 
period 1980 to 2011. The choice of this period is informed by the financial reforms that took 301 
place in the country during this period as well as political stability that has taken place since 302 
1999 till date. 303 

Following the adaptive expectation hypothesis which posits that investors form their 304 
expectations based on past market information, the Autoregressive Distributed Lag (ARDL) 305 
model due to Pesaran and Shin (1999) is shall be employed to capture the effect of the previous 306 
state of the economy. The rationale for this model is predicated on the fact that improvement in 307 
the economy is also enhanced by the policies and programmes in the previous state of the 308 
economy. The functional form is stated as:  309 

GDP = f (GDP (-1), CPF, INF, EXR, INT,) ...              (1)  310 

where GDP =  Gross domestic product, GDP(-1) = previous state of the economy, CPF = Capital 311 

flight measured as the sum of  net increase in external debt, net inflow of FDI, current account 312 

balance and  net foreign reserves, INF = inflation rate, INT =  interest rate, EXR = nominal 313 

exchange rate of the Nigerian naira vis-a-vis the US dollar. INF, INT and EXR are used as 314 

control variables to avoid the problem of omitted variable bias in the model. In order to estimate 315 

equation 1, we specify it in econometric form as: 316 

GDP = β0 + β1GDP(-1) + β2CPF + β3INF + β4EXR + β5INT + µ...(2)                                                                                           317 

Where β0 = intercept, βi   (where i = 1, 2, ..., 5) = parameters to be estimated, µ = iid stochastic 318 

error term. 319 

Following Cameron (1994) and Ehrlich (1996) that suggested that a log- linear form is more 320 

likely to find evidence of a deterrent effect than a linear form, we therefore log-linearized 321 

equation 2  as: 322 

ln GDP = β0 + β1 ln GDP(-1)  + β2 ln CPF + β3 ln INF +β4 ln EXR + β5 ln INT + µ...(3)                                                      323 

ln = natural log of their respective variables. 324 

To fully explore the data generating process, we first examined the time series properties of 325 

model variables using the Augmented Dickey- Fuller (ADF) and Phillip-Perron (PP) unit root 326 

test.  327 

The ADF test regression equations with constant are:  328 

0 1 1 1
1

... (4)
k

T T j T T
j

Y Y a Yα α ε− −
=

∆ = + + ∆ +∑  329 

where ∆ is the first difference operator εT is random error term that is iid k = no of lagged 330 

differences Y = the variable. The unit root test is then carried out under the null hypothesis α = 0 331 

against the alternative hypothesis of α < 0. Once a value for the test statistics 332 



..................(5)
( )

ADF
SEτ α
α

∧

=  is computed we shall compare it with the relevant critical value for 333 

the Dickey-Fuller Test. If the test statistic is greater (in absolute value) than the critical value at 334 

5% or 1% level of significance, then the null hypothesis of α = 0 is rejected and no unit root is 335 

present. If the variables are non-stationary at level form and integrated of the same order, this 336 

implies evidence of co-integration in the model. The co-integration equation is stated in equation 337 

6 as: 
 
 338 

 Co integrated equation
 339 

1 2
2 1

log log ..............(6)
p n

m t i m t m t t i t
i i
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= =
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1
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i

GDP Xη β −
=

 − 
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∑  is the linear combination of the non co integrated vectors,  341 

X is a vector of the non co integration variables. The individual influence of the co integrated 342 

variables can only be separated with an error correction mechanism through an error correction 343 

model as shown below. The Error Correction Model 344 

Equation ( )1 4
2

log ....................(7)
p

m t i m t t i t
i

GDP Z ECM vη α α η λ −
=

 
= + − + 

 
∑  345 

Where ecmλ− is the error correction mechanism, λ− is the magnitude of error corrected each 346 

period specified in its a priori form so as to restore ηmlogGDPt to equilibrium  347 

  348 

4.0 Result and discussions 349 

Unit Root Test Result: Arising from the above discussion, the Augmented Dickey Fuller 350 

(ADF) and Phillip Perron (PP) unit roots tests were employed to test for the time series 351 

properties of model variables. The null hypothesis is that the variable under investigation has a 352 

unit root against the alternative that it does not. The choice of lag length was based on Akaike 353 

and Schwartz-Bayesian information criteria. The decision rule is to reject the null hypothesis if 354 

the ADF and PP statistic value exceeds the critical value at a chosen level of significance (in 355 

absolute term). These results are presented in table 2 and 3 below. 356 

Table 2: ADF Unit Root Test Result 357 

Variable DCPF DGDP DINF DINT DEXR 

I ∼ (d) 1 1 1 1 1 

Lag length   1  0  1  1  1 

Level form 
t – adf 

-0.262988 -0.688931 
 

-2.344973 -2.401156 -0.332790 



Ist diff. 
t – adf 

-5.143786** -3.535593* -4.936971** -6.232390** -3.815136** 

Critical @ 
1% 
 & 5% 
values 

-3.6661 
-2.9627 
 

-3.6959 
-2.9750 
 

-3.6661 
-2.9627 
 

-3.6661 
-2.9627 
 

-3.6661 
-2.9627 
 

NB ** indicates significance at both 5% and 1% critical value 358 
         * indicates significance at 5%  359 
D= number of differencing 360 
 361 

Table 3: PP Unit Root Test Result 362 

Variable DCPF DGDP DINF DINT DEXR 

I ∼ (d) 1 1 1 1 1 

Lag length   1  1  1  1  1 

Level form 
t – adf 

-1.11 -1.77 
 

-1.53 -3.49 -1.99 

Ist diff. 
t – adf 

-10.25** -14.15** -13.54** -16.69** -14.15** 

Critical @ 
1% 
 & 5% 
values 

-3.52 
-2.89 
 

-3.52 
-2.89 

-3.52 
-2.89 

-3.52 
-2.89 

-3.52 
-2.89 

NB ** indicates significance at both 5% and 1% critical value 363 
         * indicates significance at 5%  364 
D= number of differencing 365 
 366 
As shown in Tables 2 and 3; all the variables examined were stationary (significant) at first 367 
differenced; that is, they were integrated of order one (I ~ (1)). In effects, the order of integration 368 
as shown by the unit root clearly left us with the suspicion of evidence of co-integration from the 369 
variables. And for this reason, we conduct co-integration test using Engle-Granger procedure. 370 
The result is shown in table 2 below: 371 
Results from co-integration test 372 

Given the unit root properties of the variables, we proceed to implement the Engle-Granger co-373 
integration procedure. All the variables have the same order (I ~ (1)) of integration; we estimate 374 
their linear combination at their level form with the intercept term and obtain their residual 375 
which is then subjected to co integration test as shown in Table 4 376 

Table 4: Co-integration tests 377 

Model Variable t-adf Lag 5%Critical val 1% Critical val 
 1 Residual -4.395983       1 -2.9591 -3.6576 

 378 

From the table, the residual t-adf of -4.395983 at lag length 1 is greater than 5% critical value of 379 
-3.6576 in absolute terms. This means that the residual is stationary at level form and hence there 380 
is long-run linear relationship or co-integration among the variables. Consequently, we estimated 381 
long run relationship among the variables. 382 



To check the robustness in the long run relationship among the variables, we turn to ARDL 383 
model. The result of the ARDL is shown in table below: 384 

Table 5: ARDL Test Result 385 

   Dependent variable: Log (GDP) 
Variables Coefficient Std. Error t- stat Prob. 
Constant 13.42222***  1.737100 7.726798 0.0000 
Log (CPF) -0.075878**  0.025118 -3.020862 0.0342 
Log (INF) 0.029978 0.167693 0.178769 0.8598 
Log (INT) -0.867091 0.685304 -1.265265 0.2190 
Log (EXR) 1.070704***  0.141138 7.586219 0.0000 
GDP(-1) 7.97E-08***  2.03E-08 3.927344 0.0007 
ECM (-1) -0.043067**  0.017524 -2.457601 0.0430 
F- Stat. 81.96829***    0.0000 

 
R2 = 0.957183 
Adj. R2 =0.945505 

Durbin Watson = 
1.709178 

   
 
 

***[**] (*) denotes significant of variable at 1% [5%] (10%) significance level respectively. 386 

The estimated models can be shown as: 387 

GDP = 13.422 – 0.0759 CPF + 0.029 INF  – 0.867 INT + 1.071 EXR + 7.97E-08 GDP (-1)…(8)      388 

 From the results in table 5 and equation 8 above, capital flight has a negative but significant 389 
impact on economic development in Nigeria. This is consistent with theoretical postulates 390 
implying that increase in capital flight will have adverse effect on the economic development of 391 
a country. This result corroborates the findings of  Makochekwa (2007) for Zimbabwe, Beja 392 
(2007) for Philippines, Kolapo and Oke (2010), Samson and Edeme (2012) and Umuru (2013) 393 
all for Nigeria. 394 

 Interestingly, previous state of the economy has both positive and significant impact on its 395 
present state implying that previous state of the economy also enhances the economic situation of 396 
the country in current period.  397 

Inflation has positive but insignificant impact on economic development in Nigeria given the 398 
probability level of t- statistic (ie 0.86 > 0.05). The implication is that the inflation is not the 399 
major problem in the Nigerian economy. 400 

As expected, exchange rate has positive and significant impact on the economy development in 401 
Nigeria. This is in line with “a priori” expectation validating the Mundell-Flemming rule which 402 
says that depreciation in exchange rate increases export, and hence total output of a country. This 403 
result corroborates the findings of Samson and Edeme (2012). 404 

Interest rate has negative and insignificant impact on economic development implying that a rise 405 
in interest will worsen the economic situation of Nigeria since  a rise in interest rate will deter 406 
investors from taking loan from the financial institutions and hence a decrease in total output.  407 

The results show that the error correction term (ECM) for the estimated equation is statistically 408 
significant and negative. Thus, it will rightly act to correct any deviations from long-run 409 



equilibrium. Specifically, if actual equilibrium value is too high, the ECM will reduce it, while if 410 
it is too low, the ECM will raise it. The coefficient of -0.043 denotes that 4.3% of any past 411 
deviation will be corrected in the current period. Thus, it will take about twenty three years and 412 
four months for any disequilibrium in the economy resulted from capital flight to be corrected. 413 

The coefficient of determination and its adjusted are 0.957 and 0.946 respectively suggesting that 414 
there exists goodness of fit in the model. This means that about 95.7% of the deviations in 415 
economic development is accounted for by variation in the exogenous variables. The overall 416 
regression is significant at 1% level of significance implying that the joint effects of all the 417 
included variables are significant.  418 

The Durbin Watson statistic shows evidence of no first order serial autocorrelation in the model 419 
given that it is approximately 2. 420 

Short and long run diagnostic test 421 
Short and long run diagnostic test were also carried out to know the validity of these results. The 422 
summary of the result is presented in table 4 below: 423 

 424 

Heteroskedasticity Test = 1.585981 (0.098702) 

Jarque- Bera = 0.368816 (0.831597) 

Heteroskedasticity test result showed no evldence of heterokedasticity in the model implying that 425 
the conditional variances of the error terms are equal. The Jarque – Bera statistic showed that the 426 
error term is normally distributed since the Jarque-bera statistic is not significant at 5% level. 427 

Finally, we examined the stability of the long run parameter of the model. Thus we relied on 428 
Cumulative Sum (CUSUM) and Cumulative Sum of Squares (CUSUMSQ) test proposed by 429 
Borenstein et al (1995). The same has been used by Pesaran and Pesaran (1997) and Mohsen et 430 
al (2002) to test the stability of the long run. The results are presented in figures below: 431 

 432 
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As observed in the figures, the plot of CUSUM and CUSUMSQ statistics stay within the critical 435 

5% bound for the period. 436 

5.0 Conclusion and policy recommendations 437 

The study has investigated the impact of capital flight on the economic development in Nigeria. 438 
Following the behavioural pattern of the variables, we adopted Autoregressive Distributed 439 
Lagged model (ARDL) in the study. 440 

The result of the Auto Regressive Distributed Lagged (ARDL) model showed that capital flight 441 
has negative but significant impact on economic development in Nigeria. In the light of the 442 
finding of this study, the following recommendations are considered necessary for short, medium 443 
and long term implementations. 444 

Since capital flight has negative but significant impact on economic development in Nigeria, 445 
policies that will discourage capital flight should be pursued. To achieve this, policy should 446 
focus on: 447 

(i) Government should take concerted step to improve security of life and property in the country 448 
because security lapse is a threat to investment as well as business.  Where business and 449 
investment are threatened as a result of youth restiveness in the country, investors will be forced 450 
to move their assets abroad. The Amnesty Programme extended to militants in the Niger Delta 451 
region should also be sustained and strengthened in order to boost or stabilize economic 452 
activities which could lead to sustained economic growth and development in the country. 453 

(ii)The government should partner with anti-graft agencies to ensure that all the channels through 454 
which public office holders launder money abroad are stopped. In addition, international anti-455 
corruption law should be implemented to reduce the quantum of launder money. Efficient public 456 
finance management discipline is imperative. A stable financial and macroeconomic 457 



environment that would reduce domestic economic uncertainty, reverse capital flight and attract 458 
foreign direct investment should also be created. 459 

(iii)Proper management of foreign direct investment inflows is needed to avoid possible leakages 460 
of the same money as capital flight. Besides, borrowed funds need be adequately documented 461 
and publicly intimated to the citizens and possibly be used for productive investment capable of 462 
interest service and loan repayment. 463 

Disclaimer: - This manuscript was presented in the conference IISE available link is 464 

http://www.iises.net/proceedings/3rd-economics-finance-conference-rome/table-of-465 

content?cid=11&iid=37&rid=3051 Rome in April 2015 466 
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