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ABSTRACT

The study anal ysesthetrend of capital outflow une npl oy ment and economi ¢ growthin N geria;
and i nvestigated the i npact of capital flight on une nployment in N geria. It also anal yses the
relati onshi p bet ween capita flight and economc growhin N geria These were wththe viewt o
deter mning the relationship anmong capital flight, unenploynent and economc growh in
N geriafor the period 1980 to 2013

Secondary data were used for the study. Annual data on gross donestic product, capital flight,
une npl oy nent, exchange rate and interest rate covering the period from 1980 to 2013 were
sourced fromthe World Developrent Indicators (WD) of World Bank. Data collected were
anal ysed using descriptive statistics such as charts, tables and graphs; and econonetrics

techni ques of vector aut o-regression (VAR and aut oregressi ve distributed lag (ARDL) nodel.

The result shows that capital flight represented by outflows which shows a higher figure of N3
billion, NO hillion, MN10 billion and N13 billion in 1998 1990, 1993 and 2000 respecti vel y,
while there was drops in capita outflowin 2003 2004, 2005 2006 and 2007 which stood at
NA. 7 billion ML 6billion, A2 hillion MN2. 6 billionand N3. 3 billionrespectively. S mlarly, from
the trend of unenploynent rate it was revealed that unenploymnent rate increases as the
popul ationincreases. The appraisal of economc grovihshows that econonic grow h proxy by
gross donestic product in N geria has wtnessed an upward grow h since 1980. In 1986, out put
growvthrecordedthe | east val ue of 1. 8%dueto SAP, output grewto 49%and 54 %in 1987 and
1989 respectively i mmediately after SAP. The esti mates reveals that capital flight had a
significant and positive effect on une nploynent (t =2 6 p <0.05). S mlarly, exchange rate had

a positive and significant effect on une nploynent (t =3 35 p <0.05). On the other hand, the
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study foundt hat capital flight had a negative and significant effect oneconomc grovth(t =-6.7,
p <0.05). Further nore, une npl oy nent had a negative effect oneconomc growthin Ngeria(t =
-49 p <0.05. Asq exchange had a negative and significant effect on econonmc growhin

N geria (t =-33 p<005).

The study concluded that capital flight and une nploynent reduces economic gowhin Ngeria
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CHAPTER ONE

I NTRODUCTI ON

11 Backgroundtothe Sudy

Capital flight according to Schneider (2003) is the outflows of resident capital or
resources which are notivated by economc and political uncertairties inthe hone country.
Si mlarly, World Bank (1985) opines that capital flight isthe changeina nation’s forei gn assets.
Economc theory suggests that capital flight phenonenonis driven bath by private actors and
public aut horities ( Ndi kumana and Boyce, 2003 2008 and 2011b; Aayi, 2007, Ndiaye, 2009a
and 2014). The process of unrecorded accunul ation of foreign assets by the private sector is
referredto as “capital flight” which, especially after the debt crisis of the 1980s, has cone to be
viewed as one of the major econonic problens in many devel opi ng countries. Macroecononic
uncertai nty, political and institutional i nstahility, less devel oped fi nancial syste m and hi gher rate
of return differentials abroad are sone of the factorsthat affect capital flight by private actors.
These factors lead toincreasing risks of 1osses inthe real val ue of domestic assets of private
agents, forcing themto shift their portfdio in favour of foreign assets. S mlarly, public
aut horities can also contribute to capita flight under conditions of poor governance and bad
institutional quality. In such a situation corrupt public authorities take advantage of their
favourable positionto amass a personal wealth abroad ( Boyce and Ndi kummana, 2001). As t hese
resources held overseas are donestic public resources, capita flight operated by public
authorities’ leads to a reduction in public resources, thereby causing a reduction in public
invest nent, and increasing une npl oy nent rate inthese countries.

Inrecent ti nes, capital flight from Latin Anerica and African countries has been put at

the forefront of the developnent policy debate. Further nore, considerable attertion has been
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drawntothe extent to which capital flight has a detri nental i mpact on econonic devel opnent of
African countries especially N geria which has the highest capital outflowin Africa (United
Nation Devel opnent programme UNDP, 2011). The poor perfor nance of t he econony andthe
persistent negative trade bal ance recordedin nost devel opi ng courtries have been attributedto
capital flight which has a direct linkto une npl oy nent i nthese countries ( Aayi, 1995). Indeed,
theincreasinglevels of capita flight pose serious challenges for donesticresource nobilization
in support of invest nent and growth in Africa (Fofack & Ndikunmana 2010). Inadequate
financia resources for appropriate economc devel opnent has pushed most African countries
including N geriaino external borrowng to augnent domnestic resources in their quest for
reductionin une npl oyment and i ncrease in economc grovth Acquisition of foreign assets by
residents has escalated even as devel oping countries search for external borrowng to boost

capital inflowintothe country.

International capital nove nments have grown in N geria since financial deregulation of
the 1980s by African countries andt he adoption ofthe Sructural Adj ust nent Programne (SAP).
Obi echina (2010) observed t hat the abrogation and subsequent entrenchment of certainlaws of
invest rent as well as the introduction of structura refor ns facilitated the substartia flow of
capital. Various macroecononmc polides by N gerian governnent have been unable to achieve
sustai ned price stability, reductionin une npl oyment and sustained growt h. The fl uctuations in
the economy have confir ned the need to nanage the econony effectively. The essence of
macroeconomc nmanagenment underlines the rationale of the governnent as a vita economc
agent. However, it appearsthat governnent i ntervention has not been able tocurbtheincreasing

trend of capita flight that affects une mpl oy ment inthe econony
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12 State nent of Research Proble m

In Ngeria one of the unresdved and perturbing macroeconomc problens for the past three
decades is the growng rate of capital flight and increasing une nployment, and the gl obal
financial crisisin 2005 andits generated probdemof massive nmovenent of funds out of the
country. Statistics fromthe I nternationa Mbonetary Fund (I M, 1996) showed that N geria
suffered a defidt of $7,573 nillion bet ween 1972 and 1989 to capitd flight. Out of thistotal
captd flight, the sumof USS7,362 nillion was | ost bet ween 1972 and 1978 agai nst a capitd
inflow of $S270 mllion wthin the same period. Corroborating this, |nternationa F nancid
Corporation in 1998 observed that Ngeriais among many African economes that have
achieved significant |ower invest ment levds as a resut of capitd flight. Such low | evd
invest ment brought about by high rate of capitd flight in Ngeria also has multidier
consequences on ot her aspect of the econony. These negative multi dier effects on N gerian
econony i ncl udes anong others the alar mmng rate of unenpl oy ment as well as pronounced
regressive eff ects ont he distri buti on of wealthin N geria | nanot her rd ated study carri ed out
by United Nati on Conf erence on Trade and Deved op ment ( UNCTAD) i n 2007, their report shows
that around $13 hillion per year have | eft the African continent i nter mof capitd outflow
bet ween 1991 and 2004. Thisrepresents alarge chunk of Africancontinent tota income, wth
N geria havi ng t he hi ghest percentage of thetotal share Further nore thetotd stock of illiat
outflows from N geria bet ween 2002 and 2011 was put at $142, 274 nillion (G oba Financid
Integrity, 2013). In 2008, over $20 hillion| eft the country as a resut of capitd flight. Capitd
flight has beenregarded as one of the msj or factors contri butingtotherisi ngfore gn debt and

retard ng devd opnent efforts of the econonies of thethird worl dcountries. Inaddtiontothe
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continued increase in capital flight, N geria’s une npl oynent rate increased to 23.9 percent in

2011 conpared wth 211
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