




















































































































































































































































































































economy. On the other hand corrupted government officials may also stole public money through
money laundering. These results confirm the result of Murinde, Hermes and Lensink (1996).
/. Financial development

The effect of the availability of credit for private sector on capital flight was negative but
this influence was not found significant in both techniques. That means an increase on the
amount of credit for private sector is not enough to induce investor to stay in the domestic
environment or a decrease on the amount of credit for the private sector doesn’t facilitate
the illegal capital outflow from COMESA member countries. In other words, amount of
credit for private sector is not a central indicator in explaining capital flight from the
COMESA member countries. Although the Ndiaye (2009) has found significant effect on

capital flight from Franco Zone Africa, the magnitude is consistent with this study.
g. Fiscal policy

Consistent with other empirical evidence (Ajayi (1992) Ndikumana and Boyce (2003)
Lawanson (2006)), the impact of budget deficit as a percentage of GDP on capital flight
was negative and statistically significant in both techniques at 5% level of significance.
Although since the government budget deficit is a bad sign that may lead to higher tax
rate in the future and leads to the capital flight from the private sectors, the result
revealed that budget deficit reduce the capital flight from COMESA member countries.
According to Nidya (2009), capital flight is operated by either private actors or
government officials. The activity of private sector in the out flow of capital was

expected to increase if the country suffers budget deficit but the result is the opposite.
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That means the remaining actors to operate capital flight from COMESA member
countries are corrupted government official. Therefore the results suggest that the activity
of  corrupted government official in the COMESA member countries in the operation of
capital flight is much greater than the private actors.

Furthermore this study also confirms the above results by running the robust model.
According to first difference GMM and the system GMM one step result, the coefficients
of the independent variables’ are the same in the case of robust. But the standard error of

the robust model is most likely higher than the standard error of the without the robust

model. The results can be compared by the following table (table 5.4).

Table 5.4 determinants of capital flight with robust standard error

Variable | robust model (system GMM) Robust (first difference GMM)
s Coefficient | Standard Z value | Coefficient | Standard Z value
error (robust) error
(robust)

PCF 0.1268538 0.0519413 2.44* [ 0.1222284 | 0.0439557 | 2.78 **
FDI 1.549098 0.3236466 | 4.79*%* | 1727693 | 0.3220812 | 5.36%*
PS 5616680 9.00E+07 0.06 | -3.05E+07 1.41E+08 [ -0.22
CC 5.40E+08 2.16E+08 2.51% | 2.57E+08 2.01E+08 1.28
GDP 0.0604622 0.0171292 | 3.53** | 0.0544871 | 0.0181078 | 3.01%**
BD -1.82E+07 1.52E+07 -1.2 | -1.78E+07 1.1SE+07 | -3.67

ook
DCP -565849.4 5882524 -0.1 | -1.25E+07 3397208 | -1.55

*at 5% of level of significance

**ar 1% of level of significance
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Generally the research paper has found four significant variables to explain capital flight
from COMESA member countries in both Arellano-Bond first difference GMM and
Blundell- Bond system GMM econometrics techniques simultaneously. Therefore the

four significant variables, past capital flight, FDI, GDP and budget deficit, are selected as

policy variables.
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CHAPTER SIX

6 Conclusion and Recommendation

The issue of investigating the determinants of capital flight from COMESA member
countries is very important. Indeed, if resources that leave a country in the form of capital
flight could be attracted back, they would make a major contribution to economic
development. It is thus necessary to identify and implement policies that may help to
repatriate capital flight. However, identifying which policies can be most effective in
achieving the objective of capital flight repatriati.on depends crucially on what factors

initiated these capital outflows in the first place.

This research paper has examined the determinants of capital flight from COMESA
member countries. The research paper has estimated the magnitude of capital flight from
COMESA member countries by using World Bank 1985 residual method. For the 13
COMESA member countries, the research paper has found, in the period 1990 to 2009, a
massive capital flight that amounts to US$ 126.29 billion (representing US$6.65 billion
per annum). The average annual Capital flight exceeds the levels of averaged annual FDI
and takes a big share of the country’s averaged annual GDP for the great majority of the
countries of the sample during the period 1990-2009, suggesting thus the importance of

investigating the determinants of this phenomenon and of inducing its repatriation.

Since Arellano —Bond first difference GMM econometrics technique gives us appropriate

result when the instrumental variables are not correlated to the error term and the
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Blundell-Bond system GMM also gives us appropriate result when if the first difference
GMM perform poorly because of weak instrurr;ental variables, in order to get the
appropriate and efficient result for the selection of policy variables, the research paper
has used both of econometrics technique to investigate the determinants of capital flight
from COMESA member countries. From the first technique, Arellano-Bond 1991 GMM
first difference, the research paper has found four variables, past capital flight, FDI, GDP
and budget deficit as percentage of GDP, significant to explain capital flight from
COMESA member countries. But other variables, political stability and absences of
violence, corruption control and domestic credit av‘ailable for private sector as percentage

of GDP have insignificant effect on capital flight from COMESA member countries.

The research paper has also used Blundell -Bond 1998 system GMM econometrics
technique. From this technique, the research paper has found five variables significant to
explain capital flight from COMESA member countries. These comprise past capital
flight, FDI, GDP, corruption control and budget deficit as percentage of GDP. From both
econometrics techniques, four variables, past capital flight, FDI, GDP and budget deficit,
are found significant in both techniques simultaneously to explain capital flight from
COMESA member countries. Therefore this research paper presents these variables as

policy variables to reduce capital flight from COMESA member countries.

The empirical results in this study have some policy implications. On looking at the
empirical findings, on the one hand, part of capital flight is operated by government

officials, and on the other hand, another part of capital flight is operated by private actors.
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One, since past capital flight has a positive impact on current capital out flow, it may
reflect a habit-formation effect, as private actors gain experience in capital flight
operations. It may also reflect a contagion effect, a's capital flight corrodes the legitimacy
of capital controls, particularly if the flight capitalists include government authorities.
Therefore the government should control the effect of this variable by controlling the
current capital flight. Since the current capital flight is determined by other policy
variables (FDI, GDP and budget deficit), to control the current capital flight the
government should control variables which are selected as a policy variable and

discussed on the following paragraphs

Two, it is detected that the Foreign Direct Investment (FDI) can explain the capital flight
as most of the research result supports the Discriminatory-Treatment Perspective. All
countries featured in this research have been promoting economic policies that push them
towards the industrialization or semi-industrialization, focusing on creating a rapid
economic growth. Once the countries’ savings cannot accommodate such growth, they
have to draw a huge amount of foreign investment. The governments, then, have to
compete in acquiring investments from overseas. This is, for example, giving privileges
to foreign investors despite the fact that there also exists the same kind of businesses by
local investors. This causes the gap between the investment opportunities for the local
and foreign investors, which drives the disadvantaged local to move their investment to
other countries. From this, the governments should be aware of this fact, consider if their
investment promotion policy would cause the capital flight and find the solutions to the

problem. Therefore, to minimize the impact of this variable on capital flight from
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COMESA member countries, the government of COMESA member countries should
give investment incentives for the domestic private investor similar to the foreign
investors. For example, tax exemption or reduction on the import of capital equipments

such as machineries and vehicles.

Third, although GDP growth is one indicator of macroeconomic stability, the result from
both regression results revealed that it has positive impact on capital flight from
COMESA member countries. According to the portfolio choice theory, a higher return
for investment in the advanced countries attracts capital from developing countries.
Additional funds earned from an increase in GDP fueled outflow of illegal capital from
COMESA member countries by the private sector and government officials. Better return
on investment on advance countries motivate private sector to withdraw their money
from the domestic market and invest it in the advanced countries. Corrupted government
officials also embezzle public money through money laundering. Therefore in order to
reduce the effect of GDP growth on capital flight, government should create conducive
investment environment for the private sectors and also apply tight control on corrupted

government official.

Lastly, the government budget deficit is a bad sign that may lead to higher tax rate in the
future. This condition forced the private sector to withdraw their capital from the
domestic economy and put or invest it in the advanced countries. But in contrary to the
expected positive sign, the result revealed that it has negative relationship with capital

flight from COMESA member countries. This result indicates that capital flight is mainly
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operated by public leader or government officials in COMESA member countries.
Therefore the governments of COMESA member countries should put tight controls on

corrupted government officials to reduce capital flight.
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ANNEX 1

A. Capital flight estimates from COMESA member countries (1990-2009) World

Bank residual method. (US$ 000,000)

Year | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 1996 1997 | 1998 | 1999 | 2000
Burundi | 155.1 76.6 | 118.5 | 136.5 87.4 | 282.7 -1.0 68.5| 1197 339 | 719
1483, —660. | —143,
DRC. 4| 869.3 | 752.4 | 532.0 | 3355 | 973.4 | —961.1 | —581.2 | 432.8 8 8
—596.
Ethiopia | 702.3 | 584.8 | 685.5 | 484.7 | 675.6 | 228.3 79.3 | 375.8 | 375.5 9| 457.6
—146. | —110. | —142. =475, | —179.
Kenya | 558.4 | 169.5 6 1 4 75.3 | =735.9 179.7 | 660.8 9 9
Madagasc —100.
ar | 296.7 | 635.5 | 548.2 | 556.1 | 479.1 | 668.7 | —-41.8 | 290.0 | 5153 | 5682 8
=176. | —170. =310. —-113.
Malawi | 155.3 6 0] —90.5 3 392.0 1219 | -314.9 | 461.3 | 210.2 2
 Rwanda | 180.0 | 147.5 389 | 06| -1521| 121.9 112.8 22.5 76.6 | 320| 634
Seychelle
s 99.6 | 167.7 503 | —429 | 1298 | 114.4 —58.4 104.7 | 1825 | 253.3 | 318.0
-229, —228. | —1350. | —1286. | ~384. | —763.
Sudan { 971.9 6] 1408 | 177.6 | 94.9 2 9 6 8 8| 167.6
Swazilan -122.
d 53.1 | 149.9 | -76.4 86.8 | 84.6 10.8 | —36.5 157.5 4 75.7 | —54.1
-115.
Uganda | 2274 | 477 | 974 | 2318 296.6 | 754 | -26.8| 210.0| —14.1 0| 5404
1096. -593. —434, —384. | —337.
Zambia 51 1747 | 425 6 | 883.0 6| —170.2 | —444.4 | 512.6 2 1
Zimbabw 1462. 1875. | 1035,
e | 5355 | 682.4 8| 733.2 704 | 751.5 | 630.8 | 1885.6 1 8 | 268.0
Continued
Year 2001 2002 2003 2004 2005 2006 2007 2008 2009
Burundi -58.3 240.8 2240 | -88.6 | -92.36 | 192.45| 151.36 4494 | 788.36
—1394, 1104, 1050.1 3505.2
DRC 7 4123 | 1092.1 1| 1104.1 3010.6 2 236.6
1759. | 1037.7| 1824.7 | 1013.7 | 2290.7
Ethiopia | 1153.6 | 2437.5 | 18572 9 5 5 9 51 30774
—-1270. —331. - 1714.6 | 27233 | 1779.6
Kenya 1 424.0 250.8 31 60127 144.31 4 4 5
Madagasca -323. - | 16555 3351.4 | 2821.1
r| —180.8 592.2 509.3 1| 34787 | 13253 2 9 7




7
Malawi 17.9 41.3 156.0 | 189.8 | 198.34 -1969 23.18 | 669.95 | 666.96
Rwanda 9.6 59.6 31.2 50.8 | 254.81 -994 | 195.01 | 380.61 | 488.86
Sevchelles 98.8 424.5 2594 | 2706 | 461.75| 64936 | 867.85 785.2 550.6
2891. | 3733.7| 93869 | 6913.2 | 4194.6
Sudan | —308.2 | —2453 1121.1 9 2 9 9 71 7876.1
Swaziland 8.8 239.7 1822 | 2289 | 15588 | 160.92 | 395.88 | 209.92 93.54
2650.1 2101.3
Uganda —69.9 051.2 835.6 162.1 148.44 1 863.5 964.57
—1603. | —1325. 1330.0 | 2596.4 | 2187.8 | 22083
Zambia 9 3| —473.1 | 517.4 1 8 7 367.08
—~1278. 532.72 | 406.15| 728.95 - | 251.01
Zimbabwe | —125.1 | —686.9 3 28.3 5 9 51 9938% 1

B. Growth of real Gross national product of COMESA member countries (1990-

2009). (%)

1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 [ 1998 [ 1999 | 2000
Burundi 3.50 | 5.00| 1.01| -6.24 | -3.83 | -7.92 | -8.00 | -1.59 | 4.75 | 1.01 | -0.86
Comoros | 5.09| 540 | 8.53| 3.01| -528| 3.61|-1.29| 4.03| 1.28] 1.92| 1.42
DRC 6.57 | 8.42 | 10.50 | 13.47 | -3.90 | 0.70 | -1.02 | -5.62 | 1.62 | 4.27 | -6.90
Djibouti 428 | -0.02 | -6.62 | -0.94 | -3.49 | -4.12| -0.75 | 0.10 | 2.18 | 0.42
Egypt 570 | 1.08 | 443 | 290| 3.97| 4.64| 499 | 549 | 4.04] 6.11| 537
Eretria 13.45| 2122 | 2.86| 926 7.91| 1.77| 0.01]13.12
Ethiopia 273 | 7.14 | -8.67 | 13.14| 3.19| 6.13|1243| 3.13| 3.46| 5.16 | 6.07
Kenya 419 | 144 | -0.80 | 035| 2.63|-4.41] 4.15| 047 329 231 ] 0.60
Libya 3.70
Madagascar | 3.13 | 6.31| 1.19| 2.10] -0.07| 1.71| 2.15| 3.69| 3.93| 4.66| 4.76
Malawi 569 | 8.73] <733 | 9.69 -116.73| 732| 3.79] 3.90 | 3.04 | 1.58
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10.24
Mauritius 719 | 444 6.51 508 4.14| 429| 559 5.69| 6.07| 2.61| 9.03
Rwanda 240 | 2.51 5.87 ] -8.11 | 5025|3522 (12.75|13.85| 886 | 7.58| 8.10
Seychelles 7001276 | 7.16| 620 -0.80| -0.83 | 4.92(11.96| 840 | 1.87| 425
Sudan 547 | 7.51 6.58 | 4.57 1.01 | 6.00| 5.9210.57| 431 3.10| 838
Swaziland 975 | 2.61 1.65| 2.80| 3.80| 294 | 3.59| 3.78| 2.75| 3.47 | 10.07
Uganda 647 | 5.55| 342 833| 6.40|11.52| 9.07| 5.10| 491 8.05| 3.14
Zambia 048 | 0.04 | -1.73 | 6.80| -8.63| -2.82| 6.95| 330| 1.86| 2.22 3.58
Zimbabwe 6.99 | 553 | -9.02 1.05] 924] 0.16 1036 | 2.68| 2.89 | 3.60 | -2.71
Continued
2001 2002 2003 2004 2005 2006 2007 2008 2009
Burundi 2.06 4.45 -1.22 4.83 0.90 5.12 3.60 4.50 3.50
Comoros 3.33 4.15 2.47 -0.24 4.23 1.24 0.49 0.97 1.81
DRC -2.10 3.47 5.79 6.64 6.46 5.08 6.26 6.20 2.83
Djibouti 2.05 2.62 3.20 3.83 3,17 4.80 5.10 5.80 5.00
Egypt 3.54 2.37 3.19 4.09 4.47 6.84 7.09 7.16 4.69
Eretria 8.88 3.01 -2.66 1.46 2.57 -0.96 1.43 -9.79 3.88
Ethiopia 8.30 1.51 -2.16 13.57 11.82 10.83 11.46 | 10.79 8.79
Kenya 3.78 0.55 2.93 5.10 5.91 6.32 7.01 1.55 2.59
Libya -4.30 -1.30 13.00 4.40 9.90 5.90 6.00 3.80 2.10
Madagascar | 6.02 | -12.67 9.78 5.26 . 4.60 5.02 6.24 7.13 -4.58
Malawi -4.97 1.70 5.50 5.50 2.60 7.70 5.80 8.60 7.60
Mauritius 2.57 2.11 3.66 5.75 1.24 3.95 5.88 5.52 3.03
Rwanda 8.50 11.00 2.20 7.40 9.30 9.20 5.50 | 11.20 4.10
Seychelles | -2.27 1.21 -5.89 -2.85 7.47 8.30 9.70 -1.30 0.70
Sudan 6.17 5.36 7.14 1.81 6.33 11.29 10.16 6.84 3.96
Swaziland 1.00 1.83 3.89 251 2.21 2.87 3.51 2.40 0.40
Uganda 5.18 8.73 6.47 6.81 6.33 10.78 8.41 8.71 7.25
Zambia 4.90 3.30 5.10 5.38 5.34 6.23 6.19 5.68 6.40
Zimbabwe 2.66 977 -17.16 -6.88 -6.12 -3.33 0.20 | -17.70 6.00
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ANNEX 11

A. First difference GMM one step result (STATA 11)

. xtabond cf fdi ps cc gdp dcp bd, noconstant Tags(1) artests(2)

Arellano-Bond dynamic panel-data estimation Number of obs = 234
Group variable: countrydummy Number of groups = 13
Time variable: year
Obs per group: min = 18
avg = 18
max = 18
Number of instruments = 162 wald chi2(7) = 460.84
Prob > chi2 = 0.0000
One-step results
cf coef. std. Err. z P>|z| [95% conf. Interval]
cf
L1. .1222284 .058963 2.07 0.038 .006663 .2377938
fdi 1.727693  .1855382 9.31 0.000 1.364045 2.091341
ps -3.05e+07  1.95e+08 -0.16 0.876 -4.13e+08 3.52e+08
cc 2.57e+08  2.94e+08 0.87 0.383 -3.20e+08 8.33e+08
gdp .0544871  ,0142089 3.83 0.000 .0266382 .082336
dcp -1.25e4+07 7800069 -1.60 0.110 -2.77e+07 2827683
bd -1.78e+07 8920007 -2.00 0.046 -3.53e+07 -326317

Instruments for differenced equation
GMM-type: L(2/.).cf
Standard: D.fdi D.ps D.cc D.gdp D.dcp D.bd

. estat abond

Arellano-Bond test for zero autocorrelation in first-differenced errors

order z Prob » z

1 |-7.9787 0.0000
2 11507 0.9084

H0: no autocorrelation

. estat sargan
sargan test of overidentifying restrictions
HO: overidentifying restrictions are valid

chi2(155)
Prob > chi2

213.1661
0.0014

non
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B. System GMM one step result

. xtdpdsys cf fdi ps cc gdp dcp bd, noconstant Tags(1l) artests(2)

System dynamic panel-data estimation Number of obs = 247
Group variable: countrydummy Number of groups = 13
Time variable: year
Obs per group: min = 19
avg = 19
max = 19
Number of instruments = 180 wald chi2(7) = 561.57
Prob > chi?2 = 0.0000
One-step results
cf Coef. Std. Err. z P>|z]| [95% Conf. Interval]
Tef
Ll. .1268538 -048093 2.64 0.008 .0325932 .2211143
fdi 1.545098 .1690003 9.17 0.000 1.217864 1.880333
ps 5616680 1.53e+08 0.04 0.971 -2.94e+08 3.06e+08
cc 5.40e+08 2.16e+08 2.50 0.012 1.17e+08 9.63e+08
gdp .0604622 .0135559 4.46  0.000 .0338932 .0870313
decp -565849.4 6436792 0.09 0.930 -1.32e+07 1.21e+07
bd -1.82e+07 8475650 2.15 0.032 -3.48e+07 -1589328

Instruments for differenced equation

GMM-type: L(2/.).cf

standard: D.fdi D.ps D.cc D.gdp D.dcp D.bd
Instruments for Tevel equation

GMM-type

t LDLef
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