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SPOriginal Research Article
THE IMPACT OF CAPITAL FLIGHT ON ECONOMIC DEVELOPMENT: NIGERIA
IN FOCUS

Abstract

The study investigated the impact of capital fligimt the economic development of Nigeria.
Following the behavioural pattern of the variabtes the basis of time series property test
involving Augmented Dickey-Fuller (ADF), we adopteéltoregressive Distributed Lagged
model (ARDL) due to Pesaran and Shin (1999) instioely. The result of the Auto Regressive
Distributed Lagged (ARDL) model showed that capiight has negative  significant impact

on economic development. The CUSUM and CUSUMSGQs tesbwed evidence of long run
stability of the parameters of the model. We, tferee made the following recommendations,
among others: Government should take concerted stejmprove security of life and property
in the country because security lapse is a theatwestment as well as business; the public
resource managers should sincerely partner withrgaaft agencies to ensure that all the
channels through which public office holders laund®ney abroad are stopped; besides, the
international anti-corruption law should be impleneal to reduce the quantum of launder
money and efficient public finance management gisw should be adhered strictly.

Keywords. Capital Flight, Economic Development, Impact, éuaigressive Distributed Lagged
model.

1.0 Introduction

The extent of capital flight the world over necestsis efforts to checkmate and regulate it,
especially in the developing countries where it acts adversely on the scarce capital, which
encourages deficiency of developmental resourcks dnomaly has persevered since there is
no strong opposition or regulations. Actually, thare benefits and losses associated with capital
flight but the losses far outweigh the gains, eslgdn the developing economies where it is so
rampant. The individuals transferring and the néogi countries benefit while the citizens in the
sending economies’ living standard are to an éxietarded from huge capital fight. This can
account for persistent low living standard and latkndustrialisation.

The high value of world-wide estimate of capitaglit of $539 billion to $829 billion every year
is worrisome and debilitates development intentiohshe developing countries. The capital
flight in countries represents a significant prdjwor of their gross domestic product (GDP). For
instance, South Africa lost 9.2% of her GDP (US3$billion) in 2000, China 10.2 % of GDP
(US $ 109 billion) in 1999; Chile 6.1% of GDP (US%) in 1998 and Indonesia 6.7% of GDP
(US $14 billion) in 1997. Nigeria and other sub-&am African countries are estimated to have
lost over 100 % of their GDP ($230 billion) sinc@7D. In addition, between 1990 and 1995,
Russia is estimated to have lost about $400 bikapoor, 2007; Epstein, et al, 2005; Baker,
2005; Tikhomirov, 1997,)

Nigeria has been besieged by myriad of problemsnatmy from the attitude of leaders,
ideologies pursued, policies designed and loophaleated which give rooms for actions and
activities that retard progress. The situation wksion of public fund and the movement of
human capital out of Nigeria has been in existenas three decades. The military leaders, the
politicians and the bureaucrats who are in somescéechnocrats have made things in such a
way as to favor themselves and their allied orgdimss, thereby creating easy path of moving
developmental capital outside the country. BetwE@r2 and 1978, Nigeria lost $7,573 million
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as a result of capital flight (IMF, 1996). Capitiight denies a developing country the essentials
of development. When huge amount of dollars, powrdgen are illegally transferred outside
Nigeria by a government official or private indivu@ who is in a position of authority, the role
such funds suppose d play in the country is dewteidh affect aggregate economic activity.

Banks are seen as great accomplice in money ¢aumgdand illegal capital transfer in Nigeria.
Just as Kanu (2012) notes that bank may be parparw! of illegal fund transfer of huge sums
of cash using individual staff. He recalled a reédecident where $200,000 out of $1 million
allegedly being illegal fund was transferred froroufa to Lagos got missing. The individual
bank official was mandated not to reveal the totah at the Airport. The colossal lose of cash in
various sectors of Nigerian economy is alarming.iRstance, the Guardian Newspaper (2013)
states that Nigeria loses N1.5 trillion yearly aapital flight in the Maritime sector. Sectorial
development and the linkages effects are thwartgdydarly lose of fund which impacts
adversely on the lives of the populace.

Africa Europe Faith and Justice Network (AEFINDX3) reports that annually, the sum of
US$1.6 trillion to 1.44 trillion disappear withotrace from developing countries and end up in
tax haven or rich countries. A good proportion oist capital flight is transferred by
multinational companies aiming at evading tax whbeg/ operate. This illicit capital flight is ten
times the annual global aid flow and twice the amaf debt developing countries repay each
year. This is highly devastating, considering thegén revenue it does deny Africans. One
annoying thing is that citizens of the African ctiigs aid in this transfer at the expense of their
home economy. In similar vein, the Central BankNageria Governor, Sanusi points out that
from 2008 to 2009, Nigeria has lost a colossal sfi®20 billion due to capital flight. Whereas,
the total net flow of capital into Nigeria is vesynall when compared to the amount of capital
taken away (The Vanguard Newspaper, 2009; CBN BunJI2008).

One disgusting issue about illicit capital flightNigeria is the existence of various regulatory
bodies, yet money laundering and capital flightissng every year. Just as Kingston (2011)
points that there are laws put in place and dicetiigorevent and regulate money laundering and
other economic crimes, which include: the Banks @tiaer Financial Institutions Act 1991; the
Money Laundering (Prohibited) Act 2004; the Failahks (Recovery of Debts) and Financial
Malpractices in Banks Act 1994, the Advanced FemuBirand Other Fraud Related Offences Act
1995 and the Money Laundering Act 1995. The regujabody empowered to enforce the anti-
money laundering and all economic crimes is thenBoac and Financial Crimes Commission
(EFCC) that was established in 2004. It is realghdartening that these bodies have been in
place, yet every year we have cases of capitditflig

Provisions of all that a country needs for transfation of its economy hinge on capital which
is highly scarce relative to its demand. The pnobte growthlessness in Nigeria is associated
with poor leadership quality and corruption thategrise to mismanagement, underutilization,
misallocation of resource and illegal diversionaaipital, and thereby creating deficiency of
capital for provision of infrastructure, industrsgtion and education reform. When investible
capital is taken away from a country, the multipbéfect it ought to create and positive increase
in aggregate economic activity, measured by rezdgdomestic product is entirely withdrawn.

One of the reasons for deficit financing in anremmy is to accelerate economic development.
In Nigeria, it is difficult to believe that the érd borrowed external funds for developmental
purposes were brought into the country. To enhamoductivity, borrowed funds are usually
invested in productive venture capable of repaymEme reverse is the case in Nigeria over the
years. This is the reason behind the articulatedvsiof (Cuddington, 1987; Pastor, 1990) that
the less developed countries’ borrowed funds aresiderably diverted into private assets in
foreign countries, thereby, a large chunk of wikasupposed be public fund is made to become
private fund, however, leaving the entire debt leartb the country, and mischievously depict a
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picture of external debt that do consume publiceexiture. This accounts for the accumulation
of external debt in some developing countries. €keessive desire by many in position of
authority to acquire foreign asserts have promatgaltal flight in many developing countries.

The rise in external debt over the years is assatmith capital flight. Sanusi (2003) notes that
a rising debt burden may constrain the ability ogrnment to undertake more productive
investment programmes in infrastructure, educadimh public health.

Kapoo (2007) is of the view that changing the drancapital flight has the potential of assisting
domestic resources retention in developing countkieich will definitely help bringing in a new
way in the development of countries which invaryallill reduce corruption, crime and
terrorism, among others.

It is also pertinent to mention that the cartedyawapital in any way denies the country the tax
revenue that is supposed to be gained if suchifmdcirculation. So, the loss is a thing to reall
worry about as every effort is necessary to see th@ndeveloping economy can re-position to
tackle the problem of development. The capitahtliopn Nigeria just for half a decade is enough
to revive the epileptic power supply and poor etincasector in Nigeria. Unwanted economic
abnormalities, developmental disequilibrium andaficial constraints can be rectified with
considerable control of capital flight. This aspetteconomic sabotage is easier for public office
holders. In other words, it is mostly the prerogatof few Nigerians making life difficulties for
numerous member of the society. This is why Cen{2@06) points that capital flight is a
response to unhealthy domestic policies and palititstability of a country.

The table below shows the net flows in Nigeria fr@870 to 2008 as represented on the table
below:

Net Flows
vear Net Flows| Year Net Flows in | Year in
in million million million

1970 9.8 1983 90 1996 708
1971 28 1984 53 1997 462
1972 16 1985 59 1998 4385
1973 37 1986 94 1999 378
1974 -39 1987 153 2000 144
1975 30 1988 287 2001 -53

1976 64 1989 525 2002 777
1977 35 1990 517 2003 1266
1978 17 1991 669 2004 2504
1979 79 1992 227 2005 3256
1980 51 1993 5011 2006 5209
1981 42 1994 430 2007 6511
1982 66 1995 10858 2008 4817

Source: CBN Statistical Bulletin, (2008)
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Changes in Foreign Share Capital (Net) in
Nigeria
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This problem as seen is more pronounced in thel®&Ds, with low values (1965, 4.2, 1966,
2.8) of net capital flow. The worsening situatioasarecorded in 1974 and 2001 with -39.3 and -
53.4 respectively. Although this situation appresmiain 2002, it started falling back in 2008.

In view of the above situation, the main objectofethis study is to examine empirically the
effect of capital flight on the real growth of thegerian economy. On this note, the paper will
be presented in this order: section two is theditee and empirical review, section three will
focus on the data sources, nature of data and whathgy while section four presents results of
data analysis, discussion of results, recommena®atod conclusion.

2.0 Literatureand empirical review

In literature, there have been controversies entehm capital flight due to the various notions
held about the term. While some see it as negabitreers are of the view that it is a normal
capital movement. The disagreement is that wheitatapoves from an advanced country to a
developing country, it is referred to as foreigredt investment, but when the reverse is the case;
it is termed capital flight (Onwioduokit 2002). this regard, different definitions have been
made about capital flight. For instance EpsteinO8)0defines capital flight as the transfer of
assets in foreign country with the motive of redgcioss of principal, loss of return, or loss of
control of one’s financial wealth owing to governm@approved activities. Capital flight is
considered to consist of international capital flthat is aimed at avoiding government controls
or the results of government action. He furthemgihat people have the notion that capital
flight is often because of the desire to avoid tiaxa avoid confiscation, in search of better
treatment, or of higher returns somewhere else. rgifo Guaranty Trust Company (1986)
defined capital flight as involving given reportdanot reported acquisition of foreign assets by
non-bank private sector and members of the pulelatos. In  Cuddington (1986) conception
capital flight is short-term capital outflows made of hot money which responds to political or
financial crises, unfavourable taxes, an expectelyerse capital control or domestic currency
devaluation and possible rising hyperinflation.
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To Walter (1987) capital flight is capital thaufraway’ which includes international assets
redeployed or portfolio adjustment owing to sigrafit realised worsening in risk return profiles
that relates to assets existing in a particulaneny. This ‘run away’ capital presupposes non -
accounted capital movement from the society whieghimbe handled either by the private or
public officers. Makochekanwa (2007) perceived tglight to include private outflows of any
kind motivated by the desire of a member or membérs country to lessen the actual and/or
potential level of government regulation (includingk of expropriation) over such capital as
well as to acquire assets. This view captured nobsthe considered issues in the other
definitions of capital flight just like Harrigan @t (2007) point that capital flight is that cagbit
that is running away from the domestic financiarkein order to guard against losses which is
really in disagreement with the aspirations, inde&sedesires and the intentions of the domestic
economy. The main point in all the definition shathe division of capital flight into legal and
illegal, and positive and negative movement of @pi

Most of the definitions did not say anything abdutman capital flight aspect that has
contributed to the manpower deficiency needed fretbpment and also to the problem of
growthlessness in the developing countries. DilaL8en Barka, the Deputy Executive-
Secretary of the Economic Commission for Africa esotthat the emigration of African
professionals to the West is one of the greatestacles to Africa’s development and that
African governments have a great responsibilityensure that brains remain in the continent;
otherwise, in 25 years’ time, Africa will be empby brains (Sivia, 2007; Thalasa, 2010).
Specifically, the International Organisation for gvlaition (2013) points that the number of
Nigerian migrants living abroad has increased fth& million in 2004 to 3.4 million in 2012.
Although, remittances are made by Nigerians in poaa but the high level of contributions in
the domestic economy by the migrated high level poarer in monetary term is a colossal loss
to the society.

Cald (1969), Adepoje, (1974), Greenwood (1975) la@aly (1976), and others point that the
controversy on the negative effect of migrationthat the rate of outflow of emigrants is
calculated to be colossal loses of critical humaypital, which a country has invested resources
through education and specialised training and iidt compensated by the recipient economy.
On this basis, brain drain is viewed as internaidransfer of resources in the form of human
capital which is not accounted for in the balantpayments statistics.

The cost can be seen on the estimate of UNCTADat #hhighly trained African migrant
between 25-35 years, the age group of Africans wsually travel abroad represents a monetary
value of US $184,000 at 1997 prices (Kartz, 200@nd& 2008). The equivalent of this
contribution to receiving countries cannot be rémitback home and aggregate costs sacrificed
and subsidized in training the emigrated membensaabe recovered. It also presupposes that
expenditure on education in developing countrie® ian extent more beneficial to the Western
countries that enjoy the best and brightest brapoor countries and continue to be richer at the
expense of the poor nations.

In consideration of the aforementioned, it is thtemtion of this study to operationally see capital
flight as both normal and abnormal movement of tedgincluding human aspect) on the basis
of the perceived positive gains and interests ef@bonomic agent and the adverse impact of
such on the society.

The problem of capital for development is amongdbesidered factors in developing countries
market liberalization and globalization. This igpparted by the classical economists’ theory of
trade. The external liberalization of national emwmies involves elimination of national
obstacles to economic activities, giving room teager openness and integration of countries in
the world markets. In many countries of the worldtional barriers are being removed in the
area of finance and financial markets, trade amectliforeign investment (Khor, 2000). This
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intention is aimed at accelerating capital infloar flevelopment which in different ways has
empowered operators to illegally move scarce chpitay to the detriment of the domestic
economy. Hence, Obiechina (2010) points that imtegr financial markets and high capital
mobility made possible by the increasing globaiaatof world economies predisposes
economies, especially developing ones to the \ijadif capital flows.

Eboh et al (2010), point that development involadst of activities on the part of the leaders of
a country, which ensures positive changes in alMrious sectors of the economy that improve
the standard of living. Onah (2007) notes thateNayas a developing country is interested in
enjoying the merit of globalisation in the form ofcreased foreign trade, foreign direct

investment, foreign aid and international borrowiBgit many Nigerians have now employed

this positive developmental intention to personainghrough diversion of needed capital for

development for increased personal acquisitionoofifn assets which the benefit is exclusive
for the diverter. Consequently, there is skewedflowis of capital from the developing country

not matched by the inflows.

Zakaree & Ayodeji (2012) note that capital flightolves taking away domestic private savings
to foreign country which it continuous transferuksnto serious fall in aggregate domestic
savings. This situation does reduce domestic baakigg and thereby retard credit facilitating
ability. The effect is highly disadvantageous floe tountry in particular and Africa as a whole,
given that it drains the foreign reserves, increaflation, decreases tax collection or reduces
aggregate tax revenue, reduces investment andraimer free trade.

However, it was reported by the Eurodad et al (2008t the International Monetary Fund
(IMF) has the responsibility for international fim@al system regulation, hence has encouraged
liberalization and deregulation of financial masket most developing countries. Consequently,
the developing economies were made more vulnetatdgternal shocks and capital flight. Illicit
capital flows are made up of three major types,ctvhare flows emanating from criminal
activities as the drug trade, capital flight duetoruption, and commercial illicit flows resulting
to manipulation and abuse of transfer pricing atftkiotax evasion and avoidance actions of
those in position of authority in both private apdblic sectors. Really, commercial flows
account for about two-thirds of the illicit capitaltflows from developing economies and very
high when compared with the benefits from increasddr debt relief. Behold, it can be pointed
that there is lack of effective policy to tacklestibapital drain.

There has been much attention on the issue ofatdipght, the world over. The development of
developing countries has a strong reliance on alpiflow from developed foreign countries
which can be termed capital flight but perceivedhasnal. This presupposes that positive capital
flight is when capital abundant individuals, cormuer bodies or the government of a foreign
economy make investment in capital deficient econo®n the contrary, the negative capital
flight stem from the unapproved huge movement pitaafrom the developing countries retard
development.

Empirical review

Actually, different studies about capital flight different countries have come up with various
findings. For instance Zakaree & Ayodeji (2012)their examination of the impact of capital
flight on exchange rate and economic growth in Nagemployed ordinary least square (OLS)
and found that capital flight has a positive anghsgicantly impact on the exchange rate in
Nigeria. And also capital flight has a positiveeseff on economic growth in Nigeria. One may
really wonder how capital flight has a positiveeetf on economic growth given the fact that the
opportunity cost of foreign reserve use for persdoeeign investment is the inability of the
country to acquire equipment, plants and toolgiarelopmental purposes.
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Beja (2007) in his studyof capital flight and eoaric performance of the Philippines, points
that capital flight aggravates resources conssaemd plays a role to weaken long-term
economic growth and also that sustained capiigthtfifor over three decades implies that the
Philippines economy would be repositioned to Idsedpportunity to achieve economic takeoff.
This is really devastating and necessitates pesaotion to address the issue of capital flight.

In his study of capital flight and the Nigerianoeomy Umoru (2013) empirically analyse the
relative effect of capital outflows on the growth gross domestic product (GDP). The study
reveals amongst others that capital flight doesiogntly impact adversely on the growth rate
of GDP; capital control is insignificant in stimtittg GDP growth rate and exchange rate
controls are also weak.

Kolapo and Oke (2010) examine the effect of themeinants of capital flight on the Nigerian
economic growth between 1985 and 2010. The growthcator used was Gross domestic
Product (GDP) while the variable used as detern#nanh capital flight were foreign direct
investment, inflation rate, exchange rate and fideficit. Employing ordinary least square in the
data analysis, the study found that in the shartaapital flight is mostly caused by inflation
while the long-run result showed that both inflatiand exchange rates significantly determine
capital flight which in turn adversely influencesoeomic growth.

Maski and Wahyudi (2012) in their study of capfteght and its impact on economic growth: a
case of Indonesia adopted regression model to tigags the influence of Gross Domestic
product growth, foreign direct investment, excharage, and inflation on the existence of capital
flight. The study reveals a high level positive \gtio rate and only foreign direct investment
have effect on capital flight.

Makochekanwa (2007) studied the causes of cdfigat from Zimbabwe for the period 1980-
2005. The outcome shows external debt, foreigrcdirerestment inflows, and foreign reserves
as the major causes of capital flight and also doilnat economic growth is negatively correlated
with capital flight.

Samson and Edeme (2012) examine the effect otatdpght on the Nigerian economy of
using two stages least square method for the pd@d®-2008. The result shows that capital
flight negatively and significantly impact on econic growth and also that non-performance of
domestic resources can trigger capital flight.

Kingston (2011) investigated the association ohaylaundering through the private schools
and churches using multiple regression analysise $tudy's proposition is that money
laundering in Nigeria is enhanced by uprising ofirches and private schools through which
finances easily leave due to defective banking legmguns, lack of government control of the
funds of private schools and faith group; insuéidi enforceability of anti-money laundering
laws and corruption. The study revealed that tlaee serious loopholes in Nigeria’s money
laundering laws which enables criminal assets tprieserved and protected under the auspices
of schools and church’s assets.

Ajilore (2010) embarks on the analysis of the dieiof capital flight flows in Nigeria for the
periods 1970-2004 using the residual method ofmedion, including adjustments to account for
the influence trade faking and exchange rate mow&sndhe study found, among others, that
trade faking is an important means through whicpitah flight is effected in Nigeria, with
evidence that confirmed the existence of financéalblving poor relationship between capital
flight and external indebtedness in Nigeria.

Osu et al (2012) investigated the effect of caglight on the Nigerian economy employing
Normal Inverse Gaussian (NIG) distribution from 391089. The study found, among others
that the period of oil wealth (economic boom pesjoth Nigeria is associated with capital
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repatriation or capital inflow. The buoyant economituation encourages capital flow and the
years with poor economic environment and poor gpoassociated with capital outflow.

3.0 Definition of model variables and methodology

Annual series data was used for this analysisveamsl sourced from Central Bank of Nigeria
statistical bulletin (2011) and World Developmentitators (2011). The study covered the
period 1980 to 2011. The choice of this periodni®imed by the financial reforms that took
place in the country during this period as wellpaditical stability that has taken place since
1999 till date.

Following the adaptive expectation hypothesis whipbsits that investors form their
expectations based on past market information, Atregressive Distributed Lag (ARDL)
model due to Pesaran and Shin (1999) is shall h#osed to capture the effect of the previous
state of the economy. The rationale for this maesi@redicated on the fact that improvement in
the economy is also enhanced by the policies andrammes in the previous state of the
economy. The functional form is stated as:

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

where GDP = Gross domestic product, GDP(-1) =iptevstate of the economy, CPF = Capital
flight measured as the sum of net increase inreakalebt, net inflow of FDI, current account

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

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

control variables to avoid the problem of omittediable bias in the model. In order to estimate
equation 1, we specify it in econometric form as:

GDP =g + f1GDP(-1) +B.CPF + S3INF + S4EXR +5INT + p...(2)

Wherep, = interceptsi (where i =1, 2, ..., 5) = parameters to be egtohqu = iid stochastic
error term.

Following Cameron (1994) and Ehrlich (1996) thaggested that a log- linear form is more
likely to find evidence of a deterrent effect thanlinear form, we therefore log-linearized
equation 2 as:

In GDP =py + f1In GDP(-1) +p2In CPF + B3In INF +84In EXR +85 In INT + p...(3)
In = natural log of their respective variables.

To fully explore the data generating process, wst #xamined the time series properties of
model variables using the Augmented Dickey- Fu{lebF) unit root
test.

The ADF test regression equations with constant are

k
AYT =ay +a1\4—1+z g A ¥—1+ 2 (4)
j=1
where A is the first difference operates is random error term that is iid k = no of lagged
differences Y = the variable. The unit root testisn carried out under the null hypothasis 0

against the alternative hypothesis of < 0. Once a value for the test statistics
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ADF a (5.is computed we shall compare it with the relevaitical value for

the Dickey-Fuller Test. If the test statistic i®gter (in absolute value) than the critical value a
5% or 1% level of significance, then the null hypegis ofa = O is rejected and no unit root is
present. If the variables are non-stationary atlléerm and integrated of the same order, this
implies evidence of co-integration in the modele o-integration equation is stated in equation
6 as:

Co integrated equation

P n
N.109GDR =a, +> a/,.Z, —{qmlog GDR-) B X+ ytﬂ .............. (6Where
i=1

i=2

n,,10gGDP —Z,BXH} is the linear combination of the non co integratedtors,

i=1

X is a vector of the non co integration variabl€ke individual influence of the co integrated
variables can only be separated with an error cbare mechanism through an error correction

model as shown below. The Error Correction M odel
. P
Equatlor{nm logGDPR, =a,+ > a#,Z,~(AECM_ + gt)} .................... (7
i=2

Where —A€ciris the error correction mechanismd is the magnitude of error corrected each
period specified in its a priori form so as to oest;JogGDP; to equilibrium

4.0 Resault and discussions
Unit Root Test Result:

Table 2: ADF Unit Root Test Result

Variable DCPF DGDP DINF DINT DEXR
| ~ (d) 1 1 1 1 1
Lag length 1 0 1 1 1

Level form | -0.262988 -0.688931 | -2.344973 -2.401156 -0.332790
t — adf
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Ist diff. -5.143786** | -3.535593* | -4.936971*f -6.2323901*-3.815136**
t — adf

Critical @ | -3.6661 -3.6959 -3.6661 -3.6661 -3.6661
1% -2.9627 -2.9750 -2.9627 -2.9627 -2.9627

& 5%

values

NB ** indicates significance at both 5% and 1%icst value
* indicates significance at 5%
D= number of differencing

Variable DCPF DGDP DINF DINT DEXR
| ~ (d) 1 1 1 1 1

Lag length 1 1 1 1 1
Level form |-1.11 -1.77 -1.53 -3.49 -1.99

t — adf

Ist diff. -10.25** -14.15** -13.54** -16.69** -14.15**
t — adf

Critical @ | -3.52 -3.52 -3.52 -3.52 -3.52
1% -2.89 -2.89 -2.89 -2.89 -2.89

& 5%

values

NB ** indicates significance at both 5% and 1%icst value
* indicates significance at 5%
D= number of differencing

As shown in ; all the variables examined were stationary ($icgunt) at first
differenced; that is, they were integrated of omiee (I ~ (1)). In effects, the order of integratio
as shown by the unit root clearly left us with ghespicion of evidence of co-integration from the
variables. And for this reason, we conduct co-irdggn test using Engle-Granger procedure.
The result is shown in table 2 below:

Results from co-integration test

Given the unit root properties of the variables, pveceed to implement the Engle-Granger co-
integration procedure. All the variables have thme order (I ~ (1)) of integration; we estimate
their linear combination at their level form withet intercept term and obtain their residual
which is then subjected to co integration testraswvé in Table

Table : Co-integration tests
Model | Variable | t-adf Lag | 5%Critical va | 1% Ciritical \al
1 Residue | -4.395983 |1 -2.959: -3.657¢

From the table, the residual t-adf of -4.39598®&gtlength 1 is greater than 5% critical value of

-3.6576 in absolute terms. This means that thelwasis stationary at level form and hence there
is long-run linear relationship or co-integratian@ng the variables. Consequently, we estimated
long run relationship among the variables.
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To check the robustness in the long run relatigngtmong the variables, we turn to ARDL
model. The result of the ARDL is shown in tabledvel

: ARDL Test Result

Dependent variable: Log (GC
Variable: Coefficien Std. Erro t- sta Prob
Constar 13.4222*** 1.73710! 7.72679¢ | 0.000(
Log (CPF -0.07587** 0.02511! -3.02086:; | 0.034:
Log (INF) 0.02997! 0.16769% 0.17876' | 0.859¢
Log (INT) -0.86709: 0.68530: -1.26526! | 0.219(
Log (EXR) 1.07070*** 0.14113: 7.58621! | 0.000(
GDP(-1) 7.97E-08*** 2.03E-08 3.92734. | 0.000:
ECM (-1) -0.04306** 0.01752. -2.45760: | 0.043(
F- Stat 81.9682%*** 0.000(
R“=0.95718 Durbin Watson =
Adj. R*=0.945505 1.709178

***x[**] (*) denotes significant of variableat 1% [5%] (10%) significance level respectively.
The estimated models can be shown as:
GDP =13.422 — 0.0759 CPF + 0.029 INF — 0.867 f\NI.071 EXR + 7.97E-08 GDP (-1)...(8)

From the results in table 5 and equation 8 aboapital flight has a negative but significant

impact on economic development in Nigeria. Thiscasistent with theoretical postulates

implying that increase in capital flight will haweelverse effect on the economic development of
a country. This result corroborates the findings fakochekwa (2007) for Zimbabwe, Beja

(2007) for Philippines, Kolapo and Oke (2010), Samand Edeme (2012) and Umuru (2013)
all for Nigeria.

Interestingly, previous state of the economy hath lpositive and significant impact on its
present state implying that previous state of teemy also enhances the economic situation of
the country in current period.

Inflation has positive but insignificant impact e@sonomic development in Nigeria given the
probability level of t- statistic (ie 0.86 > 0.05)he implication is that the inflation is not the
major problem in the Nigerian economy.

As expected, exchange rate has positive and signifimpact on the economy development in
Nigeria. This is in line with “a priori” expectatiovalidating the Mundell-Flemming rule which
says that depreciation in exchange rate increageste and hence total output of a country. This
result corroborates the findings of Samson and Ed@h12).

Interest rate has negative and insignificant impaceconomic development implying that a rise
in interest will worsen the economic situation afjétia since a rise in interest rate will deter
investors from taking loan from the financial imstions and hence a decrease in total output.

The results show that the error correction termNE@r the estimated equation is statistically
significant and negative. Thus, it will rightly atd correct any deviations from long-run
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equilibrium. Specifically, if actual equilibrium ige is too high, the ECM will reduce it, while if
it is too low, the ECM will raise it. The coeffigie of -0.043 denotes that 4.3% of any past
deviation will be corrected in the current peridthus, it will take about twenty three years and
four months for any disequilibrium in the econoraegulted from capital flight to be corrected.

The coefficient of determination and its adjusteel @957 and 0.946 respectively suggesting that
there exists goodness of fit in the model. This msethat about 95.7% of the deviations in
economic development is accounted for by variatiorthe exogenous variables. The overall
regression is significant at 1% level of significanimplying that the joint effects of all the
included variables are significant.

The Durbin Watson statistic shows evidence of n&t firder serial autocorrelation in the model
given that it is approximately 2.

Short and long run diagnostic test
Short and long run diagnostic test were also cduoig to know the validity of these results. The
summary of the result is presented in table 4 below

Heteroskedasticity Test = 1.585981 (0.098702)
Jarque- Bera = 0.368816 (0.831597)

Heteroskedasticity test result showed no evldefteterokedasticity in the model implying that
the conditional variances of the error terms angaedrhe Jarque — Bera statistic showed that the
error term is normally distributed since the Jarfeea statistic is not significant at 5% level.

Finally, we examined the stability of the long rparameter of the model. Thus we relied on
Cumulative Sum (CUSUM) and Cumulative Sum of SgsigleUSUMSQ) test proposed by
Borenstein et al (1995). The same has been us&kdgran and Pesaran (1997) and Mohsen et
al (2002) to test the stability of the long run eTlesults are presented in figures below:

1.6
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As observed in the figures, the plot of CUSUM andSUMSQ statistics stay within the critical
5% bound for the period.

5.0 Conclusion and policy recommendations

The study has investigated the impact of capitghtlon the economic development in Nigeria.
Following the behavioural pattern of the variabless adopted Autoregressive Distributed
Lagged model (ARDL) in the study.

The result of the Auto Regressive Distributed Lab{®&RDL) model showed that capital flight
has negative but significant impact on economicetigyment in Nigeria. In the light of the
finding of this study, the following recommendatsoare considered necessary for short, medium
and long term implementations.

Since capital flight has negative but significampact on economic development in Nigeria,
policies that will discourage capital flight shoub@ pursued. To achieve this, policy should
focus on:

(i) Government should take concerted step to impecurity of life and property in the country
because security lapse is a threat to investmenwedls as business. Where business and
investment are threatened as a result of youtiveestss in the country, investors will be forced
to move their assets abroad. The Amnesty Prograextemded to militants in the Niger Delta
region should also be sustained and strengtheneordar to boost or stabilize economic
activities which could lead to sustained economaagh and development in the country.

(il The government should partner with anti-grafeacies to ensure that all the channels through
which public office holders launder money abroae stopped. In addition, international anti-
corruption law should be implemented to reduceqentum of launder money. Efficient public
finance management discipline is imperative. A lIstalfinancial and macroeconomic
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environment that would reduce domestic economi@uamty, reverse capital flight and attract
foreign direct investment should also be created.

(inProper management of foreign direct investmiafibws is needed to avoid possible leakages
of the same money as capital flight. Besides, eetbfunds need be adequately documented
and publicly intimated to the citizens and possiidyused for productive investment capable of
interest service and loan repayment.

Disclaimer: - This manuscript was presented in the conference IISE available link is
http://www.iises.net/proceedings/3rd-economics-finance-conference-rome/table-of-
content?cid=11&iid=37&rid=3051 Rome in April 2015
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