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Abstract

This study investigated the impact of capital flight on Nigeria’s economic growth from 1980 to 2023. Preliminary analyses,
revealed that variables were stationary at level and first difference, 1(0) and (1), respectively. Given the data characteristics, the
Autoregressive Distributed Lag (ARDL) bounds testing approach to cointegration was applied. The results from the ARDL
model confirmed a significant long-run relationship between capital flight and economic growth, indicating an inverse
relationship in both the short and long run. Specifically, external debt exerted a negative effect on growth in the short run (-0.94)
but turned positive in the long run (-0.86). Insecurity, with coefficients (-1.06) and (-4.76), had a consistently negative and
statistically significant impact on economic growth in both the short and long run. Similarly, the exchange rate negatively
influenced growth in the short run (-0.02) but showed a positive long-run relationship (0.002). The current account balance, on
the other hand, had a positive effect on economic growth in both the short run (0.0024) and the long run (0.0003). The Error
Correction Model (ECM) reparameterization of the ARDL framework indicated a speed of adjustment of 95%, which was
statistically significant and correctly signed, suggesting a strong tendency toward long-run equilibrium. Based on these findings,
the study recommends that the Federal Government of Nigeria adopt comprehensive measures to curb the drivers of capital
flight—such as macroeconomic instability, institutional weaknesses, and external incentives—through sound economic policies,
political stability, and institutional strengthening. Furthermore, the government should intensify efforts to combat insecurity by
equipping security agencies with modern technology and incentives, ensuring effective protection of lives, property, and the
overall social, political, and economic development of the nation.
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1. Introduction

For several decades, the phenomenon of capital flight from
developing nations, including Nigeria, has attracted signifi-
cant scholarly attention, notably from researchers such as [1,
3,5, 6, 8,11, 20, 28, 30, 37]. Numerous scholars have expressed
profound concerns regarding the magnitude, origins, and impli-
cations of capital outflows from developing economies. These

apprehensions stem largely from the chronic inadequacy of finan-
cial resources required to sustain meaningful economic develop-
ment, which has compelled many Sub-Saharan African na-
tions, including Nigeria, to resort to external borrowing as a
means of supplementing domestic capital in their pursuit of
economic growth. A central constraint to Nigeria’s economic
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advancement remains the persistent scarcity of financial re-
sources, compounded by ineffective governance and the mis-
management of available assets. Currently, the country faces
widening fiscal and financing deficits that continue to under-
mine both private and public investment, generate macroeco-
nomic instability, and deepen economic stagnation.

Against this backdrop, the Nigerian government has be-
come increasingly indebted to international financial institu-
tions in an attempt to bridge the prevailing resource gap. The
concept of capital flight generally refers to the large-scale
transfer of financial assets from one economy to another, typ-
ically motivated by the desire to avoid country-specific
risks—such as inflation, political instability, or exchange rate
volatility—or to secure higher returns on investment else-
where [23]. The scale, persistence, and structural nature of
capital outflows from Nigeria indicate that their underlying
determinants extend beyond purely economic variables, en-
compassing significant political dimensions and the interplay
between political decision-making and the broader economic
environment.

The Nigeria economy political unpredictability, insecurity,
bad leadership, labor conflict, mis-management of fund and
corruption have amplified the strength of capital flight with
the 1985 military coup incidence, which conveyed General Ib-
rahim Babangida to power, 1987 coup, and 1991 bade coup
against President Babangida etc. Though, Nigeria capital
flight became further noticeable between 1976 and 1991 the
periods it books for an average of about 7.4 percent of the
GDP (Gross Domestic Product), and the movement has been
aggravating since [33]. Between 1981 and 1990, the trend in-
creased by over 511.17 percent as match to the economic
growth of only 30.89 percent within the observed period. Also,
within 1990 and 1999, the proportion increased, where capital
flight and economic growth were estimated at 1,825.57 per-
cent and 19.63 percent respectively, Then between 1999 and
2007, the increase rate in capital flight tended to be on de-
crease, as it increase by just 268.70 percent compare to previ-
ous decade, while the economy gross domestic product also
grew by 61.34 percent relative to the earlier decade [33].

Meanwhile, between 1992 and 1993, Nigeria experienced
an increase in the exchange rate from ¥17.30 to :¥22.07 per
US dollar, accompanied by a rise in capital flight from
US$2,346 million to US$3,307 million, while GDP expanded
from US$337.29 million to US$342.54 million—signifying
an upturn in economic activity during the period. However,
throughout much of the 1990s, the country was characterized
by persistent incidences of capital flight. Specifically, capital
outflows were recorded at US$103 million in 1990, US$2,346
million in 1992, US$3,307 million in 1993, US$1,405 million
in 1994, US$1,496 million in 1997, and US$3,337 million in
1999 [6].

Using the residual method of measuring capital flight, neg-
ative values denote net capital inflows or reversals, while pos-
itive figures indicate outflows. Periods such as 1988, 1991,
1995, 1996, 1998, 2001, and 2004 recorded negative capital
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flight values of —-US$149 million, —-US$3,680 million, —
US$2,576 million, —US$3,484 million, —US$5 million, and —
US$1,508 million respectively, suggesting capital reversals
during these years [6, 21, 22]. Such reversals are typically
linked to reduced or abrupt halts in foreign direct investment
inflows, often resulting from unfavorable domestic conditions
such as political instability and economic downturns. These
conditions discourage foreign investment, trigger liquidity
challenges, and compel the government to utilize foreign ex-
change reserves for debt servicing—thereby exacerbating cur-
rency depreciation, inflation, and recessionary pressures [25,
38].

Conversely, the years showing positive capital flight val-
ues—such as 1986, 1987, 1989, 1990, 1993, 1994, 1997, 2000,
2002, 2003, 2005, 2007, 2008, 2009, 2010, 2011, 2012, 2013,
2014, and 2015—reflect substantial outflows of domestic cap-
ital to foreign economies, with corresponding figures ranging
from US$372 million to US$7,065 million. Notably, the pe-
riod between 2016 and 2018 witnessed an unprecedented out-
flow totaling approximately US$53.935 billion, largely at-
tributed to increased external investments by Nigerian inves-
tors seeking higher returns abroad and illicit capital transfers
by corrupt public officials. These developments considerably
diminished investible capital within the domestic economy [3,
6].

Furthermore, a marked decline in capital flight occurred be-
tween 2014 and 2015, dropping from US$7,065 million to
US$1,675 million, alongside an increase in GDP from
US$67,152.79 million to US$69,780.69 million [21, 22]. This
pattern suggests notable economic improvement and a reduc-
tion in capital outflows during the period. The improvement
may be linked to the anti-corruption initiatives of the admin-
istration of former President Muhammadu Buhari, which fo-
cused on curtailing illicit financial outflows and facilitating
the repatriation of stolen public funds to support domestic eco-
nomic growth and development [6].

Over the years, concerns about the rising incidence of cap-
ital flight in Nigeria and its implications for economic growth
have continued to intensify, prompting several research inves-
tigations into the issue. Capital outflow occurs when financial
resources exit the country, leading to potential losses in eco-
nomic sustainability. This situation is particularly critical for
economies that rely heavily on external financing, such as in-
ternational aid and support, to sustain development efforts [15,
34].

Presently, attention is being diverted in the direction of an
oil based mono-cultural economy making it more challenging.
Thus, irrespective of numerous government efforts towards
embracing foreign capital inflows, the impacts of these in-
flows towards economic revolution precisely and economic
growth in general is still hindered and/or mired. The primary
aim of macroeconomic policy is to enhance the overall perfor-
mance of the economy. Consequently, achieving and sustain-
ing key objectives such as a reasonable level of employment,
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efficient resource utilization, a stable balance of payments, eg-
uitable income distribution, price stability, and continuous
economic growth remain central to macroeconomic manage-
ment. Among these objectives, sustainable economic growth
stands out as the one most directly influencing the standard of
living of individuals [7]. Despite the importance of this issue,
limited scholarly attention has been devoted to it, thereby un-
derscoring the author’s interest and the necessity of this study.

Based on the above discretion, the research is to disparag-
ingly examine the determinants of capital flight as major ob-
jective and its impact on economic growth of Nigeria. Specif-
ically, the other objectives include:

i. To determine the significant relationship between capital
flight and Nigeria’s economic growth.

ii. To assess the impact of external debt servicing on the
growth performance of Nigeria’s economy.

iii. To analyze the influence of insecurity on Nigeria’s
Gross Domestic Product (GDP).

iv. To investigate how fluctuations in the exchange rate af-
fect Nigeria’s Gross Domestic Product (GDP).

v. To evaluate the effect of current account balance on the
overall growth of Nigeria’s economy.

2. Literature Review

This section centers on relevant literatures that were de-
duced from different scholars appraising capital flight and im-
pact on growth of economy to find the research gaps and to
fill them appropriately. The section was sub-divided into three
reviews, that is, conceptual, theoretical and empirical review.

2.1. Conceptual Review

2.1.1. Concept of Capital Flight

Bonilla describes capital flight as the transfer of funds and
investments from a domestic economy to foreign destinations
perceived as safer and more profitable. The underlying moti-
vation, according to him, is often to conceal assets from regu-
latory or governmental authorities [10]. Schneider defines
capital flight as the portion of resident capital outflows pri-
marily induced by economic and political insecurity [35]. In a
similar view, Mahon considers capital flight as a mechanism
through which individuals protect their savings from exploita-
tion by corrupt or unstable political regimes [18].

Otene further describes capital flight as the large-scale re-
location of financial resources between countries, typically to
avoid political or economic turbulence or to pursue higher re-
turns on investment. The illegal movement of capital across
borders, therefore, implies that such transfers can be either au-
thorized (legal) or unauthorized (illegal). In this context, ab-
normal capital flows refer to movements that are not sanc-
tioned by the government [31].

According to Adekunle, capital flight involves the transfer
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of funds from domestic investments to foreign assets as a re-
sponse to country-specific risks such as hyperinflation, politi-
cal instability, or the expected depreciation of the domestic
currency, or in pursuit of greater profitability abroad. Capital
flight is recognized as a critical factor that exacerbates exter-
nal debt burdens and impedes developmental progress in de-
veloping countries [2]. Furthermore, persistent capital out-
flows aggravate the international financial challenges of heav-
ily indebted poor nations, as institutions such as the Interna-
tional Monetary Fund (IMF) and other external financiers may
become hesitant to extend further assistance due to the erosion
of confidence in the domestic economy [2].

Accordingly, this study investigates the impact of capital
flight on Nigeria’s economic growth, viewing it as both legal
and illegal transfers of capital and resources from the domestic
economy to foreign destinations, primarily motivated by po-
litical and economic uncertainties.

2.1.2. Concept of Economic Growth

Economic growth refers to the sustained increase in the
market value of goods and services produced by an economy
over time and is conventionally measured as the percentage
change in real gross domestic product (GDP). Todaro and
Smith define economic growth as a long-term process through
which the productive capacity of an economy expands, result-
ing in rising levels of output and income [36]. Amos and
Obansa interprets economic development as the continuous
improvement in the living conditions of a country’s popula-
tion, deriving from an enhanced ability of the people to solve
social and economic problems [7].

Todaro and Smith identify three fundamental components
of economic growth: capital accumulation, population growth,
and technological progress. Capital accumulation encom-
passes new investments in both physical and human capital
through education, health, and skill development. The authors
emphasize that investment in human resources can yield as
significant, or even greater, productivity gains as investments
in machinery, infrastructure, and equipment [36].

They also posit that population growth, accompanied by an
expansion in the labor force, can stimulate economic perfor-
mance by increasing productive capacity and broadening the
domestic market—provided the economy can effectively ab-
sorb and utilize its workforce. Technological progress, the
third major determinant, involves the adoption of new and im-
proved methods of production that enhance efficiency across
various sectors, including agriculture, industry, and services.

According to Todaro and Smith, technological progress can
be classified into three types: labor-saving, neutral, and capi-
tal-saving. Neutral technological progress occurs when higher
output levels are achieved using the same combination of in-
put factors. Labor-saving innovations—such as automation,
computerization, and mechanization—reduce dependence on
manual labor, while capital-saving innovations, especially in
developing economies, involve creating low-cost and efficient
production techniques that conserve capital resources [6]. In
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this study, economic growth is measured using Nigeria’s real
gross domestic product growth rate (GDPGR). The use of real
GDP, which accounts for inflation, enables accurate compari-
sons across time periods.

2.2. Theoretical Framework

This study was premised on theory of capital flight which
was postulated by Cuddington and is categorized into two
namely: The Investment Diversion and Debt-driven Capital
Flight Theory [12]. Therefore preferably, debt-driven theory
is relevant to the study because it focused on the impact of
capital outflow, diversion of investment and servicing of ex-
ternal borrowing on the growth of an economy which is focus
of this study.

2.2.1. The Investment Diversion Theory

The investment diversion theory holds the view that due to
macroeconomic and political uncertainty in developing coun-
tries and simultaneous existence of better investment opportu-
nities in advanced countries like high foreign interest rates,
wide array of financial instruments, political and economic
stability and favourable tax climate, investors usually divert
scarce capital resources to advanced countries. The notion of
this theory is that owing to the macroeconomic and political
uncertainty in emerging nations and the simultaneous pres-
ence of better investment opportunities in developed countries
i.e. high foreign interest rate, vast range of financial instru-
ments, favourable tax climate, political and economic stability
and secrecy of accounts. Some, corrupt, fraudulent leaders and
bureaucrats usually cart away with scarce capital resources
from their nations to advanced countries. These funds are thus,
not accessible for investment in their nation’s leading to a de-
crease in aggregate investment, low economic boom, there-
fore declining the employment, increase in dependency ratio
and high mortality rate. This stirs up the need for countries
affected by these negative macroeconomic effects to borrow
from abroad to service the domestic economy, which occa-
sionally is still siphon thus prompting external dependency
and indebtedness. Ajayi expressed that depreciation of domes-
tic currency may arise owing to the liquidity constraint or
crowding-out effect if the authorities are operating a floating
exchange rate system. The exchange rate if attempted to be
defended at this time would result to a loss of international
reserves [3]. The investment diversion thesis offers one of the
renowned negative consequences of capital flight in the coun-
tries in concern [4].

2.2.2. Debt-driven Capital Flight Theory

This theory is also known as debt-overhang theory which
states that capital flight reduces the encouragement to save
and invest. The assumption is that; with large foreign debt,
there is the expectation of exchange rate devaluation, fiscal
crisis, and the propensity of expropriation of assets to pay for
the debt. Capital flight leads to poor growth, which calls for
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the necessity to borrow from abroad. Further borrowing or in-
debtedness promotes capital flight, which in turn, leads to
poor economic growth, and the cycle continues [28] and [37].

The theory also believed that there is a loss of prospective
income due to capital flight for the fact that the domestic ad-
ministration could not control and tax the wealth held in over-
sea. This government revenue reduction makes the task of po-
litico-economic business in promoting growth and develop-
ment more worrisosme and problematic. Invariably, it will
bring the government a decrease in their debt-servicing ability
and as a result, the debt burden will rise and have pressures on
trade and industry advancement. Consequently, capital flight
openly shows a reduction in the government income creating
potential.

2.3. Empirical Review

Several studies have examined the relationship between
capital flight and economic growth in Nigeria, employing dif-
ferent methodologies and timeframes. For instance, Oladimeji,
Adebayo and Ohiaeri analyzed the impact of capital flight on
Nigeria’s economic growth between 1980 and 2019, using an-
nual time series data and the Ordinary Least Squares (OLS)
estimation technique. The study found that capital flight ex-
erted a significant negative influence on economic growth
(GDP), while gross capital formation (GCF) and foreign direct
investment (FDI) positively affected growth. It concluded that
capital flight, FDI, and GCF jointly exerted significant long-
run effects on the Nigerian economy [26].

Similarly, Orji, Ogbuabor, Kama, and Anthony-Orji inves-
tigated the nexus between capital flight and economic growth
in Nigeria for the period 1980-2017 using the Autoregressive
Distributed Lag (ARDL) bounds testing approach. The find-
ings revealed that capital flight significantly reduced eco-
nomic growth in both the short and long run. Other determi-
nants such as money supply, credit to the private sector, and
domestic investment were also found to have significant im-
pacts on economic growth [29]. The study further highlighted
Nigeria’s vulnerability to persistent capital outflows relative
to other African nations.

Makwe and Oboro examined the effect of capital flight on
Nigeria’s economic growth between 1990 and 2017. Employ-
ing co-integration analysis and Augmented Dickey-Fuller
(ADF) tests for stationarity, the study adopted the OLS tech-
nique for estimation. The T-test results indicated a strong re-
lationship between capital flight and GDP, suggesting that
variations in capital flight significantly influenced economic
growth [19].

Nelson, Krokeme, Markjarkson, and Timipere explored the
relationship between capital flight and the real exchange rate
in Nigeria from 1990 to 2014. Using unit root, co-integration,
causality, and OLS tests, the study examined five independent
variables—capital flight, FDI, current account balance, for-
eign borrowing, and external reserves—against the real ex-
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change rate. Results showed a positive and significant rela-
tionship between foreign borrowing and the real exchange rate,
while capital flight exhibited a negative but insignificant rela-
tionship [24].

Egbuwalo and Abere empirically analyzed the impact of
capital flight on Nigeria’s economic growth using the World
Bank residual approach to measure capital flight. Employing
the ARDL model, the study established a long-run negative
relationship between GDP and capital flight, indicating that
rising capital outflows dampen long-term growth [14].

Lawal, Kazi, Adeoti, Osuma, Akinmulegun, and Ilo as-
sessed the determinants and impact of capital flight on the Ni-
gerian economy between 1981 and 2015 using the ARDL
framework. Their model included current account balance,
capital flight, FDI, foreign reserves, inflation, external debt,
and real GDP. Findings confirmed a long-run relationship
among the variables, with capital flight exerting a negative ef-
fect on economic growth [17].

Adedayo and Ayodele conducted an empirical investigation
of the relationship between capital flight, GDP, and exchange
rate from 1980 to 2014 using OLS and co-integration analysis.
Their findings indicated a significant positive relationship
among the variables, suggesting that capital flight influences
macroeconomic stability through exchange rate fluctuations
[1].

Kingsley and Eberechi studied the influence of capital flight
on budget implementation in Nigeria for the period 1986—
2014, using co-integration and vector error correction meth-
ods. The results established a long-run relationship between
capital flight, government expenditure, external debt, govern-
ment revenue, economic openness, and the real exchange rate.
Notably, capital flight exhibited a positive and significant ef-
fect on government spending [16].

Olatunji and Oloye evaluated the impact of capital flight on
economic growth between 1980 and 2012 using Johansen co-
integration, OLS, and an error correction mechanism. Varia-
bles examined included capital flight, foreign reserves, exter-
nal debt, FDI, current account balance, and GDP. The results
revealed that capital flight negatively influenced economic
growth, consistent with prior empirical findings [27].

Saheed and Ayodeji explored the effects of capital flight on
exchange rate and economic growth using OLS analysis of
secondary data from the Central Bank of Nigeria and the Na-
tional Bureau of Statistics. Their findings diverged from most

prior studies, showing a positive and statistically significant
relationship between capital flight and both exchange rate and
economic growth [32].

Lastly, Uguru investigated the effect of capital flight on the
performance of selected multinational corporations in Nigeria
using OLS regression. The findings showed that profit repat-
riation, transfer mispricing, and over-invoicing increased pro-
duction costs and consumer prices, while tax evasion through
capital flight reduced government revenue [35].

Collectively, the reviewed studies underscore a consistent
pattern: capital flight tends to impede Nigeria’s economic
growth, especially in the long run, while other macroeconomic
factors such as FDI, gross capital formation, and monetary
variables can either mitigate or amplify its effects depending
on the prevailing economic conditions.

3. Materials and Methods

The study employed an ex post facto research design and
utilized the Ordinary Least Squares (OLS) estimation tech-
nique for data analysis. The methodological framework was
adapted from Olatunji and Oloye, which is based on the World
Bank residual approach, with certain modifications to suit the
objectives of this study [27, 39]. According to Erdogdu and
Cicek, an Autoregressive Distributed Lag (ARDL) Model is
essentially an ordinary least squares framework that incorpo-
rates lagged values of both the dependent and explanatory var-
iables among its regressors [13].

In the model, insecurity was incorporated as a dummy var-
iable, where years characterized by stability and security were
assigned a value of one (1), and periods marked by insecurity
were assigned zero (0). The inclusion of the exchange rate var-
iable aimed to capture the impact of government policy
measures intended to curb capital outflows, which ultimately
influence the nation’s economic growth. Meanwhile, the anal-
ysis was carried out within two months.

Accordingly, the model was specified in its implicit func-
tional form as:

GDPGR = f(CAPFT, EXTD, INSCT, EXG, CAB) (1)

The implicit function in equation 1 could also be offered in
a linear functional method as follows:

GDPGR: = Po + PiCAPFT; + B.EXTD; + BsINSCT: + B4EXG; + PsCAB; + & )

In order to linearize the variables the semi log-linear specification was expressed as:

GDPGR; = Po + B1INCAPFT, + BoINEXTD; + BsINSCT: + BsEXG: + BsCAB; + & 3)

Where:

GDPGR; = Gross Domestic Product Growth Rate
CAPFT, = Capital Flight

EXTD; = External Debt

INSCT: = Insecurity

EXG; = Exchange Rate

CAB: = Current Account Balance
Ln = Log Linear

& = Error term

Bo = Constant or intercept term
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B1, B2, Ps, Ba, and Ps, = Parameters to be estimated. and CAB. The parameters of the respective functions are Bi
The equations above shows that the endogenous variable is wherei1=0,1,2,3,4 ... n.
GDPGR while independent are CAPT, EXTD, INSCT, EXG The short-run relationship model is specified in below:

AGDPGR=Bo+Y 2, B;AINCAPFT Y2, B AINEXTD Y2, B3 AINSCTAY 4, By AEXGeH X5, BsiACAB: + AECTwi + e (4)
Conversely, for the long-run relationship model;

AGDPGR=B¢+Y 2, B1;AInCAPFT+Y 12, B, AINEXTD+Y 12, B5;AINSCTHY 1, BLHAEXG +Y1°, BsiACAB: &1t (5)

4. Results

4.1. Results Presentation

The analysis started with the descriptive statistics which shown below using E-Views 9.0, see appendixes.

4.2. Descriptive Statistics of Data

Table 1 shows the descriptive statistics and revealed that all variables exhibited moderate dispersion, indicating stable series
suitable for regression analysis.

Table 1. Descriptive Statistics.

GDPGR CAPFT EXTD INSCT EXG CAB

Mean 3.190055 2913.743 1958.245 0.227273 132.6170 -23.54864
Median 4.200375 2738.000 669.3250 0.000000 115.1250 2.980000
Maximum 15.32920 8285.000 9022.420 1.000000 647.2700 5178.000
Minimum -13.12800 5.000000 1.980000 0.000000 0.550000 -7282.000
Std. Dev. 5.162448 2288.920 2336.525 0.423915 141.2430 2061.113
Skewness -0.930955 0.628509 1.347102 1.301583 1.538603 -1.138488
Kurtosis 5.167793 2.443315 3.935964 2.694118 5.585196 8.331699
Jarque-Bera 14.97107 3.464988 14.91373 12.59506 29.61280 61.62133
Probability 0.000561 0.176843 0.000577 0.001841 0.000000 0.000000
Sum 140.3624 128204.7 86162.79 10.00000 5835.150 -1036.140
Sum Sq. Dev. 1145.987 2.25E+08 2.35E+08 7.727273 857832.4 1.83E+08
Observations 44 44 44 44 44 44

Source: Computed using E-view 9.0

CAB, and EXG) went through unit root test using Augmented
4.3. Stationarity Result Dickey Fuller (ADF) and were all statistically significant at 1%
level. The ADF test confirmed stationarity at mixed levels,

The six variables (GDPGR, INCAPFT, InEXTD, INSCT, justifying the ARDL approach.
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Table 2. Unit Root Stationarity Results.

Variables ADF Statistics Critical Value P-Value Order of Integration

-3.6010 (1%)
GDPGR -3.7082 -2.9350 (5%) 0.0075 1(0)
-2.6058 (10%)

-3.5922 (1%)
INCAPFT -4.7976 -2.9314 (5%) 0.0003 1(0)
-2.6039 (10%)

-3.5966 (1%)

INEXTD -6.7348 -2.9332 (5%) 0.0000 I(1)
-2.6049 (10%)
-3.6105 (1%)

INSCT -7.5032 -2.9390 (5%) 0.0000 I(1)

-2.6079 (10%)

-3.6056 (1%)
EXG -5.2069 -2.9369 (5%) 0.0001 I(1)
-2.6069 (10%)

-3.6394 (1%)
CAB -6.8283 2.9511 (5%) 0.0000 I(1)
2.6143 (10%)

Source: Computed using E-view 9.0

Table 3. ARDL Bounds Test for Co-integration.

Null Hypothesis: No long-run relationships exist
Test Statistic Value k
F-statistic 5.514790 5

Critical Value Bounds

Significance 10 Bound 11 Bound
10% 2.26 3.35
5% 2.62 3.79
2.5% 2.96 4.18
1% 341 4.68

Source: Computed using E-view 9.0
Note:* indicates significant at 0.05 level (that is, F-Statistic>3.79 Critical Value)

The table above, shows the F-statistic is higher than the upper-bound critical value (3.79) at the 5% level. This suggests that
the null hypothesis of no cointegration was rejected.
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Table 4. ARDL Test Equation Analysis.

Variables Coefficient Standard Error T-statistics Prob.
C 28.98130 9.501482 3.050188 0.0086
ALnCAPFT(-1) -2.194874 0.454690 -4.827189 0.0003
ALnEXTD -0.935961 1.023351 -0.914605 0.3759
AINSCT -1.670313 1.313347 -1.271799 0.2242
AEXG -0.021745 0.013251 -1.641036 0.1231
ACAB 0.002448 0.000636 3.848132 0.0018
ECMt1 -0.950108 0.178550 -5.321255 0.0001

Model: Short-run Model Result

Source: Computed Using E-View 9.0

R%=0.882277

Adj. R?=0.67205

Standard Error Estimates = 2.132429

F-Statistics = 4.196915

Durbin Watson = 2.265145
Variables Coefficient Standard Error T-statistics Prob.
C 30.503176 9.188051 3.319875 0.0051
Ln(CAPFT) -3.984864 1.018669 -3.911836 0.0016
Ln(EXTD) 0.857580 0.551711 1.554400 0.1424
INSCT -4.761765 4.091616 -1.163786 0.2640
EXG 0.002413 0.010263 0.235130 0.8175
CAB 0.000310 0.000830 0.373818 0.7141

Model: Long-run Model Result
Source: Computed Using E-View 9.0
R2=0.920798

Adj. R?=0.77936

Standard Error Estimates = 2.132429
F-Statistics = 6.510538

Durbin Watson = 2.265145

The ARDL bounds test established a long-run relationship
among capital flight, GDP, exchange rate, debt servicing, in-
security, and current account balance. The short-run coeffi-
cients showed that capital flight has a negative and statistically
significant effect on GDP growth. This implies that the out-
flow of resources reduces domestic investment and savings,
thereby lowering output. Showing that the long-run equilib-
rium is corrected in the current period at an adjustment speed
of (0.950108) i.e. 95%, statistically significant and negatively
signed. It shows the rate at which the economy is converging
to equilibrium in the long-run. Exchange rate volatility was
also found to negatively influence economic growth in the
short run due to sustained demand for foreign currency and
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exchange rate misalignment. External debt servicing had an
adverse effect on growth, suggesting that high repayment ob-
ligations crowd out funds for productive investment. Insecu-
rity was found to have a negative but statistically insignificant
effect on GDP, reflecting its indirect impact through deter-
rence of investment activities. The long-run results corrobo-
rate the short-run findings: capital flight and external debt ser-
vicing exert persistent negative effects on economic growth,
while external reserves promote it.

4.4. Trends Analysis

The trend analyses are shown below graphically:
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Figure 1. Trends Analysis.

From the Figure 1 above, the macroeconomic indicators
show an inconsistent trend except insecurity that takes the
value of zero (0) since year 2000 till 2023. This was as a result
of frequent insecurity in Nigeria in recent decades. There was
upward and downward movement in respective year periods
under review. These fluctuations could serve as a potential
catalyst for capital outflow, driven by factors such as capital

flight, political instability, inadequate infrastructure, rising ex-
ternal debt, exchange rate distortions, interest rate differentials,
and unfavorable terms of trade that have characterized the
country over the years. The observed pattern now exhibits ir-
regular movements but tends to revert to its mean value, main-
taining a relatively stable variance.

Table 5. Heteroscedasticity Test: Breusch-Pagan-Godfrey.

F-statistic 0.553264

Obs*R-squared 19.87898

Prob.
Prob.

F(25,14)
Chi-Square(25)

0.9046
0.7531
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Scaled explained SS 1.794004

Source: Computed Using E-View 9.0

From Table 5, considering the prob. Chi-Square values of
0.9 which was greater than 0.05 level, the decision is to reject
the null hypothesis of no serial correlation in the model. Het-
eroscedasticity test shows that the variance of the analysis is
constant over time with the F-probability of 0.8.

5. Discussion

The findings of this study indicate that capital flight exerts
a negative and statistically significant influence on Nigeria’s
Gross Domestic Product (GDP) growth rate in both the short
and long run. This adverse effect stems from the erosion of
domestic savings and investment levels caused by capital
flight, which subsequently constrains national output. This
outcome aligns with the work of Lawal, Kazi, Adeoti, Osuma,
Akinmulegun, and llo, who employed the Autoregressive Dis-
tributed Lag (ARDL) model to examine the impact and deter-
minants of capital flight in Nigeria, and similarly found that
capital flight negatively affects economic growth [17]. The re-
sult also corroborates the findings of Olatunji and Oloye, who
investigated the relationship between capital flight and eco-
nomic growth in Nigeria from 1980 to 2012 using Johansen
co-integration, Ordinary Least Squares (OLS), and the Error
Correction Mechanism (ECM). Their study revealed that cap-
ital flight, alongside variables such as foreign reserves, exter-
nal debt, foreign direct investment, and current account bal-
ance, significantly influences GDP, with capital flight exert-
ing a negative effect on economic growth [27].

Furthermore, this study found that external debt has a sig-
nificant negative impact on economic growth in the short run
but turns positive in the long run. This implies that, irrespec-
tive of the time frame, external borrowing influences Nige-
ria’s economic performance. However, the short-run negative
effect suggests that rising external debt does not necessarily
translate into economic expansion, possibly due to the mis-
management or unproductive use of borrowed funds. This ob-
servation is consistent with Sami and Mbah, who examined
the nexus between government external borrowing and eco-
nomic growth and reported a negative and significant associ-
ation between the two variables [33].

The study also established that exchange rate fluctuations
have a negative effect on economic growth in the short run.
This outcome is attributed to the persistent demand for foreign
currencies—particularly the U.S. dollar—which induces cap-
ital outflows, exerts pressure on the exchange rate, and conse-
quently weakens the Nigerian naira. This result is in line with
the findings of Attah-Obeng, Enu, Osei-Gyimah, and Opoku,
who analyzed the relationship between GDP growth and ex-
change rate in Ghana from 1980 to 2012 and reported a similar
negative short-run effect [9].

Prob. Chi-Square(25)
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1.0000

In addition, the study revealed that insecurity significantly
undermines economic growth in both the short and long run.
This finding corroborates the work of Rosenje and Adeniyi,
who examined the effects of banditry on Nigeria’s security
during the Fourth Republic, particularly in the North-West re-
gion. Their descriptive analysis showed that pervasive ban-
ditry hampers peace, stability, and regional development,
driven by weak governance, high unemployment and poverty
rates, porous borders, ineffective security frameworks, and the
proliferation of small arms [32].

Finally, the study found that current account balance exhibit
a positive relationship with Nigeria’s economic growth—statisti-
cally significant both in the short run and in the long run. Overall,
the findings underscore that insecurity, capital flight, and ex-
change rate volatility have adverse and statistically significant ef-
fects on Nigeria’s economic growth in both time horizons.

6. Conclusions and Recommendations

6.1. Conclusion

The findings demonstrate that external debt has a negative
and significant impact on Nigeria’s economic growth in both
the short and long run. This suggests that increasing external
borrowing does not contribute positively to economic growth.
Similarly, capital flight was found to have a negative and sig-
nificant relationship with GDP growth in both periods, indi-
cating that the outflow of capital reduces domestic savings and
investment, ultimately leading to a decline in national output.
Moreover, exchange rate fluctuations were observed to nega-
tively influence economic growth, though the effect was only
significant in the short run.

6.2. Recommendations

The study recommended that for a capital flight reversal to
transpire, there are steps to be taken by federal government to
shun the causes (such as risks, financial sector constraints, ex-
ternal incentives, etc.) these steps involves promising eco-
nomic guidelines, guaranteeing political firmness and estab-
lished developments. In view of the fact that gross domestic
product enhances and raises the level of external reserves po-
sition of a country, government is, therefore, anticipated to im-
plement policies so that the level of gross domestic product
growth in Nigeria will improve, so as to raise the level of the
nation’s external reserves. Also, the federal government
should sustain the efforts in prosecuting the war against the
welfare of its people as well as equip the security forces with
modern equipment and necessary incentives to enable them
carry out their duty without hindrances. Federal government
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should provide adequate security to improve both food and
human as well as its political and economic development.

Abbreviations

ARDL Autoregressive Distributed Lag
CAPFT Capital Flight

CAB Current Account Balance

EXR Exchange Rate

ECM Error Correction Mechanism
FDI Foreign Direct Investment
GCF Gross Capital Formation
GDPGR Gross Domestic Product Growth Rate
INSCT Insecurity

IMF International Monetary Fund
Ln Log Linear

oLS Ordinary Least Squares
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