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ABSTRACT 

The st udy anal yses  t he trend of  capital  outfl ow,  une mpl oy ment  and economi c gr owt h i n Ni geri a; 

and i nvesti gat ed t he i mpact  of  capital  fli ght  on une mpl oy ment  i n Ni geria.  It  also anal yses  t he 

relati onshi p bet ween capital  fli ght  and econo mi c gr owt h i n Ni geria.  These were wit h t he vi e w t o 

det er mi ni ng t he rel ati onshi p a mong capital  fli ght,  une mpl oyment  and econo mi c gr owt h i n 

Ni geria for t he peri od 1980 t o 2013.   

Secondary dat a were used f or  t he st udy.  Annual  dat a on gr oss  do mestic product,  capital  fli ght, 

une mpl oy ment,  exchange rat e and i nt erest  rat e coveri ng t he peri od from 1980 t o 2013 were 

sourced from t he Worl d Devel opment  I ndi cat ors ( WDI)  of  Worl d Bank.  Dat a collect ed were 

anal ysed usi ng descri ptive st atistics  such as  charts,  t abl es  and graphs;  and econo metrics 

techni ques of vect or aut o-regressi on ( VAR) and aut oregressi ve distri buted lag ( ARDL) model.    

The result  shows  t hat  capital  fli ght  represent ed by outfl ows  whi ch shows  a hi gher  fi gure of  N8 

billi on,  N9 billi on,  N10 billi on and  N13 billi on i n 1998,  1990,  1993 and 2000 respecti vel y, 

whil e t here was  dr ops  in capital  outfl ow i n 2003,  2004,  2005,  2006 and 2007 whi ch st ood at 

N4. 7 billi on,  N1. 6 billi on,  N2 billi on,  N2. 6 billion and N3. 3 billi on respectivel y.  Si mil arl y,  from 

the trend of  une mpl oyment  rat e,  it  was  revealed t hat  une mpl oy ment  r at e i ncreases  as  t he 

popul ati on i ncreases.  The appraisal  of  econo mi c gr owt h shows  t hat  economi c gr owt h pr oxy by 

gr oss  do mestic pr oduct  in Ni geria has  wit nessed an upwar d gr owt h si nce 1980.  In 1986,  out put 

gr owt h recorded t he l east  val ue of  1. 8 % due t o SAP,  out put  gre w t o 49 % and 54 % i n 1987 and 

1989 respecti vel y i mmedi at el y after  SAP.  The esti mat es  reveals  t hat capital  fli ght  had a 

si gnificant  and positi ve effect  on une mpl oy ment  (t  = 2. 6,  p < 0. 05).  Si mil arly,  exchange rat e had 

a positi ve and si gnificant  effect  on une mpl oyment  (t  = 3. 35,  p < 0. 05).  On t he ot her  hand,  t he 
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st udy f ound t hat  capital  flight  had a negati ve and significant  effect  on econo mi c  gr owt h (t  = - 6. 7, 

p < 0. 05).  Furt her more,  une mpl oy ment  had a  negative effect  on econo mi c gr owt h i n Ni geri a (t  = 

-4. 9,  p < 0. 05).  Al so,  exchange had a  negati ve and si gnificant  effect  on econo mi c gr owt h i n 

Ni geria (t = -3. 3, p < 0. 05).  

The st udy concl uded t hat capital flight and une mployment reduces econo mic growt h i n Ni geria.     
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CHAPTER ONE 

I NTRODUCTI ON 

1. 1 Background to the St udy 

Capital  fli ght  accordi ng t o Schnei der  ( 2003)  i s  t he outfl ows  of  resi dent  capit al  or 

resources  whi ch are motivated by econo mi c and political  uncertai nties  in t he ho me  country.  

Si mil arl y,  Worl d Bank (1985)  opi nes  t hat  capital  fli ght  is  t he change i n a nati on’s  f orei gn assets. 

Econo mi c t heory suggests t hat  capital  fli ght  pheno menon i s  dri ven bot h by pri vat e act ors  and 

public aut horities  ( Ndi ku mana and Boyce,  2003,  2008 and 2011b;  Aj ayi, 2007;  Ndi aye,  2009a 

and 2014).  The pr ocess  of  unrecorded accumul ation of  f orei gn assets  by t he pri vat e sect or  i s 

referred t o as  “capital  flight ” whi ch,  especi ally after  t he debt  crisis of  t he 1980s,  has  co me  t o be 

vi ewed as  one of  t he major  econo mi c pr obl e ms  i n many devel opi ng countries.  Macr oecono mi c 

uncertai nt y,  political  and instit utional  i nst ability,  less  devel oped fi nancial  syst e m,  and hi gher  rat e 

of  ret urn differentials abroad are some  of  t he factors  t hat  affect  capital  flight  by pri vat e act ors. 

These fact ors  l ead t o i ncreasi ng risks  of  l osses  in t he real  val ue of  do mestic assets of  pri vat e 

agents,  forci ng t he m t o shift  t heir  portfoli o i n f avour  of  f orei gn assets.  Si mil arl y,  publi c 

aut horities  can al so contribute t o capital  fli ght  under  conditi ons  of  poor governance and bad 

instit utional  qualit y.  In such a  sit uati on,  corrupt  public aut horities  t ake advant age of  t heir 

favourabl e positi on t o amass  a personal  wealt h abr oad ( Boyce and Ndi kumana,  2001).  As  t hese 

resources  hel d overseas are do mestic public resources,  capital  fli ght operat ed by publi c 

aut horities’  l eads  t o a  reducti on i n public resources,  t hereby causi ng a reducti on i n publi c 

invest ment, and i ncreasi ng une mpl oy ment rate i n these countries.  

In recent  ti mes,  capital  flight  from Lati n Ameri ca and Afri can countries  has  been put  at 

the f orefront  of  t he devel opment  policy debat e. Furt her more,  consi derabl e attenti on has  been 
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dra wn t o t he ext ent  t o whi ch capital  fli ght  has  a detri ment al  i mpact  on econo mi c devel op ment  of 

Afri can countries  especiall y Ni geria whi ch has  the hi ghest  capital  outflow i n Africa ( Unit ed 

Nati on Devel opment  pr ogra mme  UNDP,  2011).   The poor  perfor mance of t he econo my and t he 

persistent  negati ve trade bal ance recorded i n most  devel opi ng countries  have been attri but ed t o 

capital  fli ght  whi ch has  a direct  li nk t o une mpl oy ment  i n t hese countries ( Aj ayi,  1995).  Indeed, 

the i ncreasi ng l evels  of  capital  fli ght  pose seri ous  challenges  f or  do mestic resource mobilizati on 

in support  of  i nvest ment  and gr owt h i n Africa ( Fofack & Ndi ku mana,  2010).  Inadequat e 

fi nancial  resources  f or  appr opriate econo mi c devel opment  has  pushed most  Afri can countries 

incl udi ng Ni geria i nt o ext ernal  borrowi ng t o aug ment  do mestic resources  i n t heir  quest  f or 

reducti on i n une mpl oyment  and i ncrease i n econo mi c gr owt h.  Acquisiti on of  f orei gn assets  by 

resi dents  has  escal ated even as  devel opi ng countries  search f or  ext ernal  borrowi ng t o boost 

capital infl ow i nt o the country.  

Internati onal  capital  move ment s  have gr own i n Ni geria si nce fi nancial  deregul ati on of 

the 1980s  by Afri can countries  and t he adopti on of  t he Struct ural  Adj ust ment  Pr ogra mme  ( SAP). 

Obi echi na ( 2010)  observed t hat  t he abr ogati on and subsequent  entrenchment  of  certai n l a ws  of 

invest ment  as  well  as  t he i ntroducti on of  struct ural  refor ms  facilitated t he subst antial  fl ow of 

capital.  Vari ous  macr oecono mi c policies  by Ni gerian government  have been unabl e t o achi eve 

sustai ned pri ce st ability, r educti on i n une mpl oyment  and sust ai ned gr owt h.  The fl uct uati ons  i n 

the econo my have confir med t he need t o manage t he econo my effectivel y.  The essence of 

macr oecono mi c management  underlines  t he rational e of  t he government  as  a  vital  econo mi c 

agent.  Ho wever,  it  appears t hat  government  i nt erventi on has  not  been abl e to cur b t he i ncreasi ng 

trend of capital flight t hat affects une mpl oyment i n the econo my 
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1. 2 St ate ment of Research Probl e m 

In Ni geria,  one of  t he unresol ved and pert urbi ng macr oecono mi c pr oble ms  f or  t he past  t hree 

decades  i s  t he gr owi ng r at e of  capital  fli ght  and i ncreasi ng une mpl oyment,  and t he gl obal 

fi nancial  crisis i n 2005  and i ts  generat ed pr obl e m of  massi ve move ment  of  f unds  out  of  t he 

country.  Stati sti cs  from t he I nt ernati onal  Monet ary Fund (I MF,  1996)  s howed t hat  Ni geri a 

suff ered a defi cit  of  $7, 573 mi lli on bet ween 1972 and 1989 t o capi tal  flight.   Out  of  t hi s  t ot al 

capi tal  fli ght,  t he su m of  US$7, 362 mi lli on was  l ost  bet ween 1972 and 1978 agai nst  a capi tal 

i nfl ow of  $270 mi lli on wi t hi n t he sa me peri od.  Corroborati ng t hi s,  I nternati onal  Fi nanci al 

Cor porati on i n 1998 observed t hat  Ni geri a i s a mong many Afri can econo mi es  t hat  have 

achi eved si gnifi cant  l ower  i nvest ment  l evel s  as  a r esul t  of  capi tal  fli ght.  Such l ow l evel 

i nvest ment  br ought  about  by hi gh rat e of  capi tal  fli ght  i n Ni geri a al so has  mul ti pl i er 

consequences  on ot her  aspect  of  t he econo my.  These negati ve mul ti pli er  eff ects  on Ni geri an 

econo my  i ncl udes  a mong ot hers  t he al ar mi ng rat e of  une mpl oy ment  as  well  as  pr onounced 

regressi ve eff ects  on t he di stri buti on of  weal th i n Ni geri a.  I n anot her  rel ated st udy carri ed out 

by Uni ted Nati on Conf erence on Trade and Devel op ment  ( UNCTAD)  i n 2007,  t hei r  report  shows 

that  ar ound $13 billi on per  year  have l eft  t he Afri can conti nent  i n t er m of  capi tal  outfl ow 

bet ween 1991 and 2004.  Thi s  represents  a l arge chunk of  Afri can conti nent  t otal  i ncome,  wi t h 

Ni geri a havi ng t he hi ghest  percent age of  t he t otal  share.   Furt her mor e,  the t ot al  st ock of  illi cit 

outfl ows  from Ni geri a bet ween 2002 and 2011 was  put  at  $142, 274 mi l li on ( Gl obal  Fi nanci al 

I ntegrity,  2013).  I n 2008,  over  $20 billi on l eft  t he country as  a r esul t  of  capi tal  fli ght.  Capi tal 

fli ght  has  been r egar ded as  one of  t he maj or  f actors  contri buti ng t o t he risi ng f orei gn debt  and 

retardi ng devel op ment  eff orts  of  t he econo mi es  of  t he t hi rd worl d countri es.  I n addi ti on t o t he 
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conti nued i ncrease i n capital  fli ght,  Ni geria’s  une mpl oyment  rat e i ncreased t o 23. 9 percent  i n 

2011 compared wit h 21. 1 


