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Abstract

Overly expansionary monetary and Siscal
repressive set of financial policies desig,
widespread distortions and imbalanc
important symptom of these policy
the short-term outflows resulting f
involves 'hot money’ that respon
tightening of capital controls or 1
inflationary conditions. In other
investment guided by long term considerations
loss.! Capital flow can typically refer to the short-
this symptoms directly by imposing capital contro
a long-term antidote for destabilizing exchange-r
controls, the threat of capital fligh

INTRODUCTION

Until recently, the issues raised by capital out
flows, especially from developing countries to
developed countries have been overshadowed
by the concerns, over the over the growth of their
gross external debt.? Large-scale capital flight is
often mentioned as a prime contributing factor to
the foreign-debt problems of developing
countries. Short term capital flight can be
triggered-off not only by shifts in domestic
portfolios toward foreign liquid assets byt also
by changes in trade credit.

Inthe face of large international interest
rate differentials or imminent devaluation for
example, domestic firms will slash their trade-
related borrowing denominated in foreign
currency. They may, at the same time, show
increased willingness to engage in trade-related
lending denominated in foreign currency. When

this mechanism becomes excessive, it seems

policies, an incompatible exchange-rate policy, and a
ned to divert resources toward the public scctor will clanse
es even in the short run. In this respect Capital flights is f"’
- induced distortions. Capital Nlight is generally associated with
om economic or political uncertainties in the home country. It
ds to political or financial crises, heavier taxes, a prospective

najor devaluation of the domestic currency, or actual or excessive
words, it is money that is

Sleeing firom country rather than external

» lacking protection against the possibility of a large
term speculative capital outflow. While attucking
Is may be essential in a crisis, it hardly represents
ate, fiscal, and financial policies. Without capital
t might impose much needed discipline on policy makers.

reasonable to label it “capital flight”. At one
extreme, all private capital outflows from
developing countries, be they short or long term,
port folio or equity investment, could be termed
as capital flight. This is because developing
countries are poor and should be net borrowers
in the developing process, with domestic savings
supplemented with external finance. Some
authors define capital flight more broadly as the
gross value of all capital exports from an
economy, regardless of whether they reflect the
purchase of foreign financial assets or real assets
(such as real estate) or direct foreign investment
by domestic residents.

Others would even consider the massive
emigration of highly trained prot‘cssionals wl;(;
fear financial or political collapsc at hone- toi
a form of capital flight, namely, human 'capi .;5
flight.Practically, capital flight can be defincy ‘q
the difference between total private capit
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outflows and the part for which interest income
is identified and reported.

Other writers define capital flight as
capital export by the private non bank sector,
although in some cases banks and official entities
may engage in it.Capital flight appears also in
form of smuggling or under-invoicing of exports
and over-invoicing of imports.’ As long as
foreign currency receipts from smuggled goods
are kept abroad and cannot be observed by the
domestic authorities, neither the outflows of the
goods nor the corresponding increase in domestic
holdings of the assets abroad will be recorded in
the balance of payments. This is true also for
exports, and imports with “faked invoices”. The
falsified valuation shows up in the balance of
payments - accounts. The difference between the
faked amount and the true amount of contract,
Wwhich represents a capital outflow or inflow is
not recorded any-where in the trade accounts nor
in financial inflows or in errors and omissions.
Other forms of capital flight, are difficult to
document. In that case they are recorded as an
omissions and agents’ fees paid by foreign
contractors directly into the banks accounts of
residents setting up dummy foreign branches. of
companies to transfer funds abroad, and keeping
part of foreign borrowings abroad.t is not the
outflow of private capital only that creates the
problem of capital flight, but rather, that part of
the outflow that is in some sense lost to the
country.

While total wealth (domestic p!us
foreign) of nationals may be unchanged by capital
flight when the government is unaware of the
returns from foreign assets accumulated by
domestic residents, earnings from these assets,
either remain outside the home country through
unofficial channel. Such foreign income and
wealth of domestic residents can not contribute
to the servicing of the country’s debt or the
financing of its development program. This also
could be termed as some form of capital fight.

Estimating Capital flight-Dimensions
of the Problem
Regardless of how broadly or narrowly one
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defines capital flight, assessing its quantitative
importance is difficult® . It is ordinately difficult
to measure. Its relationship to capital outflows
as noted above are highest on motives and
perceptions that are both difficulty to measure and
subject to abrupt shifts in response to changing
circumstances.. This is true, even in countries that
impose no restrictions on capital outflows,
because financial transactions are often reported
imprecisely in countries’ balances of payments.
The measurements problems become more severe
in countries with capital controls, because capital
outflows must be concealed, and they must be
used to estimate capital flight, which means
measuring inflows rather than measuring the gross
capital outflows.’

Despite the conceptual and
measurement problems encountered by Gulati
(1985), some rough estimates of net capital flight
are possible’ Cuddington (1983) and Guaranty
(1986) analysed capital accounts of balance of
payments for eight heavily indebted countries
namely Argentina, Brazil, Chile, Korea, Mexico,
Peru, Uruguay and Venezuela.

In each case they included the errors
and omissions category in the measure of capital
flight because of the widespread belief that errors
and omissions largely reflect unrecorded short
term capital flows.

They also included sub categories of the
line item “other short-term capital, other sector”.
i.e. excluding the official sector and money banks.
A judgment on what to include in capital flight
had to be made on a country-by-country basis.
The objective was to isolate short term capital
movements that might reasonably be considered
capital flight.  To get some indication of its
relative importance, their measure of a capital
flight in each year (from 1974 - 1982) was
compared to the growth in each country’s foreign
debt in that year. Their results were noteworthy.
First, the importance of capital flight varied
tremendously from country to country.
Argentina, Mexico, Venezuela showed heavy
capital flight over the period, while in Brazil,
Chile, Korea and Peru the aggregate amount of
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capital flight was insignificant. (Table 1) Second,
the severity of capital flight varied considerably
from year to year. Capital flight can also be
measured by one of the broad ways defined as
identical acquisitions of external assets except
official reserves, plus recorded errors and
ommissions in the balance of payment accounts.
Errors and omissions are thus implicitly attibuted
in their entirely to capital transactions that can be
regarded as capital flight.

Although cumulative capital flight from
Uruguay was moderately large, it was
insignificant for Peru despite the heavy capital
flight that occurred in 1974 - 1976.

Even if it has been small relative to the
increase in foreign debt, as in the Peruvian case,
capital flight may have had a significant effect at
times on the authorities ability to carry out micro
economic policy. A third feature to note analysed
in these countries was capital flight seemed to
have become relatively more important in the late

1970s and early 1980’s when the developing
countries were heavily indebted.¢

Capital Flight: An attempt to ex
causes
In this section a discussion of the causes of Cap;

| this. apital
ﬂlght.ls mafie. The starting point is on discus[s)ing
questions like, why is it that when an American
puts money abroad it is

called “Forei
Investment” but when an Ar JEn

me gentinian doe:
same It is called “capital flight*y S the

concerns are why is it that v
company puts 30% of its equi
“strategic diversifj
businessman puts o
of confidence»??

plain the

cation” and Wwhen a Boljy;
ian
nly 4% abroad it i called “lack

There is no reas
export and import of
undesirable,

on why the
Capital js
n the contrary, the g

imultaneoys
necessarily
Imultaneoyg
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integration With world capital markets and the
availability of opportunities for risk sharing.
Similarly, long term inflows may be offset Py
short term’ capital outflows, when ﬁnanc‘lal
intermediaries engage in maturity transformation
of the international level.

In a number of developing countries,
there are extensive controls on interest rates and
other aspects- of the financial markets. Often,
these practices result in nominal interest rates that
are below the rates on comparable foreigh
financial instruments as well as in negative real
rates (defined'as nominal interest rate adjusted
for anticipated inflation).

A rational domestic investor would See.k
foreign assets that yield high returns. Domestic
residents’ can invest abroad because of paucity
opportunities for investing in the domestiC
securities market and the lack of full or crediblé
insurance on assets held in banking system. These
make domes}ic investments riskier than foreign

assets. However foreigners continue to lend funds
to such countries.

From the above, simultaneous inﬂow’s’
and outflows are not necessarily a “problem
either for developing countries or for financially
sophisticated industrial countries. The following
discussion focuses on how capital flight coul
Pose as a problem to concerned countries.

A variety, of often related factors lead
to capital flight. Some can be attributed_ to
government policies in the countries 105iN8
capital, while others are outside official controls-

Consequences of Capital flight

Capital flight Destabilizes Interest Rates

and Excahnge Rates and Reduce
Monetary Control.

There is a consensus that one of the princilf’al

causes of capital flight (that which is caused by
speculat!ve capital flows) is the likelihood of 2
change in the’exchange rate and that they ar¢

fiestabi.li.zing\" When there is political or financial
Instabikity or.when major changes in macro
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economic policy are anticipated, mobile capital
will move quickly from the risky country to a
safe ‘heaven’. These movements induce large
and rapid adjustments in interest rates and
exchange rates, perhaps with considerable
exchange-rate “overshooting”.  If the Central
bank intervenes in an attempt to stabilize the
exchange rate, foreign-exchange reserves may be
exhausted and the domestic money supply may
contract sharply. Other things being equal, an
expected depreciation of domestic currency, for
whatever reason would cause residents to switch
from domestic assets to foreign assets.

This is the same rationale as for currency
substitution i.e. substitution of foreign currency
for domestic currency. While it is difficult to
measure exchange rate expectations, precisely it
is reasonable to assume that if the current real
exchange rate is viewed by potential investors as
overvalued then it is likely that the currency
would be devalued.

In such circumstances, residents wogld
try to avoid the potential capital loss by converting
domestic wealth into foreign claims. This
happened in Mexico in late 1975 and early 1976.
The growing probability of large currency
devaluation undoubtedly contributed to the shift
of domestic wealth into foreign assets.'’

Capital flight Reflects Discrepancies
between private and social Rates of
Return

The social rate of return on capital invested in
f!eveloping countries is higher than on capltz.ll
Invested in industrialized countries. Capital is
Scarce in developing countries to an extendd that
aflow of capital from developing countries should
impair the efficient world wide allocation of
resources. Yet the private incentives faced by
firms ang individuals may not accurately reflect

the structure of social returns.

. In classical welfare economics,
discrepancies between private and social benefits,
?nd Costs provide the justification for government
Intervention as opposed to laisser-faire.
Discrepancies between private and social rates
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of return can arise for a number of reasons
including:

(a) differences between the returns domestic
savers can earn on domestic and foreign
assets that cannot be explained by
differences in risk.

differences between private return on
savings from holding either domestic or
foreign financial assets and the return on
real capital investment in the developing
country and;

differences between the private and social
returns on foreign borrowing or lending.

®

(©)

Reasons (a) and (b) are common in countries
following repressive financial-sector policies,
where interest-rate ceilings keep rates on deposits
well below their market - clearing levels and the
inflation tax is a major source of finance for large
fiscal deficits. These policies, coupled with high
reserve requirements, drive a large wedge
between domestic lending and deposit rates, and
this wedge gets larger as the inflation rate rises.
Thus, even if banks’ lending rates accurately
reflect the productivity of their customers’ capital
investments (which may not be true, particularly
when credit is allocated by administrative
mechanisms to “priority” sectors), the return that
savers receive on time deposits may be far below
the social return on domestic investment. When
these savers are given the option of holding
foreign assets that pay uncontrolled interest rates,
“too much” domestic saving will flow abroa.d.
Policy makers may hence feel justified in
restricting capital flight, as well as longer-term
capital outflows in an attempt to enforf:e the
investment of domestic savings within the

company.

The incentives for capital flight created
when domestic interest rates are kep? below
market clearing levels, causing a .large interest-
rate differential in favour of f_orelgn assets, are
accentuated by expectations of major
devaluations. These expectations often deve!op
in response to chronic fiscal df:ﬂC}ts, the high
inflation resulting from m(.)netllzatlon of th.ose
deficits and timidity in adju§t|ng the nominal
exchange rate. If domestic interest rates Were
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market-determined, growing expectations of
devaluation would cause domestic rates to rise,
and this equilibrating movement of interest rates
would reduce the amount of capital flight. But
the requisite movement is prevented by
administrative controls on interest rates. As the
domestic currency becomes increasingly
overvalued, the real exchange rate severely
distorts the relative prices of foreign goods and
financial assets. In particular the privately
perceived prices of imported goods fall below
their true social prices. Capital flight is bad in so
far as it facilitates the resulting misallocation of
resources. In such a situation, the domestic
authorities may advocate foreign exchange
controls, at least as a short-run crisis management
tool. In the longer run however, controls are no
substitute for a realignment of the exchange rate.

Capital flight contribute to erosion of the
Domestic Tax base

Generally capital flight from major debtor
countries is associated with growing fiscal
deficits. A widening fiscal deficits financed by
printing money creates inﬂationary pressures
which in turn, provides an incentive for residents
to reduce their domestic money balances to avoiq
erosion of the value of these assets by inflation
The purchase of foreign assets is one way o'f
avoiding this inflation tax. Even if fiscal deficits
are financed through the sales of, for example

bonds or external borrowing, domestic resident,
may expect that at some point in the future theS:
government wogld have either to monetize the

Capital flight ma
of

. Yy great]
efficacy of the inflatiop, tax on donzlegteiduce the
holdings - a tax on which ¢ money

: many develgpi
?;?g:,i lrnust rely heavily on becayse theyﬁ:;ﬁ
oped financia) markets (or ng financial

€re, governments i

generate distortiong,

A government may for example borrow abroad
to invest in social-infrastructure, projects such as
highways or hydroelectric projects. These
projects, which often have a high social value,
can not be financed by levying direct user charges.
Hence they must be financed by government tax
increases. Although the private sector benefits
from such projects, individuals may escape the
taxes levied to pay for them by holding much of
their increased wealth abroad.  Since the
governments ability to tax this wealth is limited,
it may encounter debt-servicing problems even

when it borrows to undertake socially beneficial
public-invested projects.

Capital flight Reduces Domestic
Investment and makes the Investment
Risky

There is a relatively large perceived risk
associated with investments in different countries
e.g. developing countries whereas most industrial
countries have well established political systems
with constitutional arrangements that provide for
an institutional infrastructure that is conducive
to saving and investing. Adequate institutional
and legal aspects arrangements for the protection
of private property may not exist, periods of of
political instability may be relatively more
frequent, and there may be dramatic political and
€conomic regimes. Investors in such countries
will be faced by many risks such as expropriation
and the imposition of exchange controls i.e. the
domestic residents face the possibility of losing
the value of their assets without compensatiot?,
Wwhereas the risks of similar assets held abroad is
lower. The domestic investors would thus have
a preference for foreign assets.

In countries where domestic interest
rates are severely repressed, restrictions on the
purchase of ‘safe’, high-yielding foreign assets
may dramatically reduce the domestic saving rate-
When a major devaluation of the domestic
eurrency is imminent, there may be a surge in
'mports of consumer durables and luxury goods
financed by a reduction in saving. In short. when
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severe economic disequilibrium creates strong
incentives for capital flight, capital controls may
not succeed in redirecting domestic savings from
foreign to domestic investment. Instead, they may
depress the incentives to save or divert savings
toward inflation hedges such as real estate,
thereby reducing the country’s growth potential
as well as its investment income from abroad. In
such asituation capital flight is merely a symptom
of inappropriate financial, macro economic, and
exchange-rate policies. The symptom may or
may not disappear when controls are imposed on
short term capital outflows.

Capital flight increases the marginal costs
of foreign borrowing.

When the government is unable to tax assets held
abroad, capital flight may lead indirectly to larger
borrowing abroad by the government or by public
enterprises. This is because as was analysed in
the preceeding section, capital flight erodes the
tax base and thus increases the public sector
deficit. But as foreign borrowing rises, the
marginal cost of borrowing rises (Edwards, 1984).

If a government could tax the foreign
assets or incomes of its citizens, international
lenders might reasonably be expected to regarfi
those assets as collateral, broadly defined, for their
own loans to the government and borrowing costs
would depend on a country’s net exte.rnal
indebtedness (public and private debt minus
official reserves and net private-sector assets
abroad). Ifa government cannot tax foreign assets
or incomes, borrowing costs come to depend on
the country’s gross external indebtedness. Thgs
capital flight that necessitates an increase In
foreign borrowing, raises the national costs of that
borrowing.

The interest rates earned on assets held
abroad do not increase with the amount inves{ed,
but the interest rate paid on foreign borrowing
increases with the amount borrowed. Therefore,
private investors actions inflict a loss on the
country as a whole because they have no reasons
to internalize the negative effect of their actions
on the government’s foreign borrowing .costs.
Governments optional policy response in this case
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is to tax private capital outflows in order to
eliminate the discrepancy between private and
social costs of acquiring and holding foreign
assets. Ifthis is not feasible, capital controls may
be an appropriate policy response.

Capital flight erodes the legitimacy of
mixed economic systems.

Authors, including Dias-Ale jandro (1984) have
analysed the distinction between private assets
and public liabilities, emphasizing its broad
political consequences. Ale jandro (1984) views
capital flight as part of a larger problem.

A country’s foreign debts have been
assumed by the public sector even if they were
contracted initially by the private sector, yet the
foreign assets of the private sector remain strictly
private. By 1984 for example most of the private
external debt had been ‘socialized’ or its servicing
is being subsidized via special exchange rates
repayment schedules or tax concessions. The
private assets abroad, however, have remained
strictly private. “Public” debt is public for being
both the responsibility of the state and for being
highly publicized”. “Private” assets belong
mostly to households and are also surrounded by
secrecy. This situation reduces the political
legitimacy of efforts to service the external debt,
indeed, it has generated a legitimacy crises for
the role of the private sector in Latin American
development.!' Diaz-Adejandro emphasizes that
industrial countries have unwillingly encouraged
this erosion of legitimacy by maintaining banking
- secrecy laws and eliminating withholding taxes
on foreigners investment earnings.

These regulations encourage capital
flight and tax erosion and they make it more
difficult for developing countries governments to
tax their nationals wealth in order to service their

massive foreign debts.

Capital flight: - The case of Tanzania
Unfortunately the Bank of Tanzania does not have
atrack record of Capital flown out of the country.
(Kimei, - 1997). However, the truth remains that
since Tanzania has got a back ground of foreign
exchange controls especially when the country
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the country of origin, or at least their outflow
significantly reduced, the heavily indebted
countries would be in a better position to adjust
to fall in external financing. Providing a stable
financial and microeconomics environment
would go a long way towards reducing domestic
uncertainty and arresting capital flight.

Research shows that capital flight is
more rampant in countries with higher and more
variable rates of inflation, larger fiscal deficits
and generally overvalued currencies, adopting
microeconomics policies with the appropriate
exchange rates i.e. that are more on line with those
available internationally and in line with the
expectations of private sector, will reduce the
resource transfer abroad. There is need to ' zep
fiscal deficits at prudent levels in order to avoid
triggering expectations of increased taxation
tightened capital controls and accelerated
inflation. It might be useful for countries to
provide securities that are competitive, and to
create a wider menu of domestic financial assets
for local investors. Guarantees to investors in
the event of a government expropriation or
imposition of exchange controls are other
possibilities. Government in developing
countries could also utilize tax holdings or
Provide foreign - currency denominated assets to
achieve the same objective.

It may be necessary for the recipient
Countries to alter policies regarding taxes on
Interest income of non-residents, the provision
of deposit insurance on the non-residents deposits,
sales of bearer bonds to non-residents and perhaps
mCr.ease the reporting of the assets held by non-
fesidents (o their respective governments.
Avoidance of financial repression together with
the development of an efficient system of

OMmestic financial intermediation would seem to
© especially useful in achieving this objective

and reducing countries vulnerability to flight in
the futyre_

rooteq o Cal{ital flight however is not necgssarlly
°fCapitar|“y. in domestic distortions. This form
unwilip, flight stems rather from an underlying

8Ness of both foreign and at the margin
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domestic servers to invest in the economy in
question. The adoption of sound policies would
certainly contribute to easing the country’s
difficulties.

The intractability of the debt problem
and the evident unwillingness of private foreign
creditors to lend a range of developing countries
suggest that the belated adoption of sound
national policies may not in itself always be
sufficient to eliminate real capital flight. Existing
levels of indebtedness may be such as to continue
to discourage investors, be they domestic or
foreign and thereby sap the potential for credit
worthiness through higher growth. As such,
capital flight is a part of the much wider set of
issues associated with the debt situation and the
need to restore growth in the developing world.

The phenomenon of capital flight and
the inability to remove the outflow may also
become a factor in the provision of new lending
to countries that need external finance to support
their adjustment efforts. Foreign bankers, for
example, may be unwilling to make loans that
would merely finance future capital flight. Future
lending to developing countries will therefore
hinge responses to the problem of capital flight
by both borrowers and lenders. 1t is highly

unlikely that a government will be able to prevent

all private capital outflows even in the best of
circumstances since many of the causes are
beyond control. What authorities can do is to try
and change existing incentives in the economy
to minimize the amount of capital flight as well
as to attract capital from abroad, and thus direct
more resources, both domestic and foreign,
forward expanding the productive base of the
economy. Capital flight can however, be
returned for the private investor but may hafve
significant costs for the country as a whole i.e.
private marginal benefits are.outWelghed by social
marginal benefits Cuddington argued that
offering debt equity swaps provides an approach
to encourage the return of Capital.'*

Cocluding Remarks
In making a case that capital flight is bad and

should therefore be controlled by “appropriate”
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policy action, interventionists presume that these
consequences of capital flight inflict welfare
losses on the economy as a whole. Not only will
capital flight exacerbate existing economic
distortions in the short run, but it may also have
adverse implications in the long run. It should
be emphasized that the implicit premise
underlying assessments of this sort is that capital
flight is caused by factors beyond the policy
makers control. In many cases, however, capital
flight is a direct private-sector response to ill-
conceived or poorly executed domestic policies.
In such circumstances, it would be more

appropriate to condemn the controversial policies
than the capital flight.

Inflationary
macroeconomics policies, political instability, or
a lack of confidence in the economy.

Were itnot for the threat of ¢
governments might be tempted to adopt even

worse monetary and fiscal policies. The loss in
welfare from these imprud ici

even greater than the Jogs
flight. The ability of private
its feet” may prevent politicians from eroding
natiqnal wealth by adopting policies favouring
special - interest groups at the expense of the
country as a whole.

pital flight,

attributed to capital
capital to “yote with
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restricting speculative capital ’
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Cite any other literature on the ditticult of
measuring capital flight

Morgan Quaranty (1986). Eslimm.ed
Capital flight for eighteen developing ‘
countries (Argebtina, Venczucla., MexIco,
Peru etc.).

World Bank Report (1984).

Stephen Charles Kanitz (1984) Sao Paulo
Economists).

Khan and Ul Hague )

See, among other, Friedman's (1953)
Lewis (1976)

Political legitimacy is eroded because the
general public becomes increasingly
unwilling to bear an onerous debt budget
as it realizes that the growth ofpubl!c
sector debt has facilitated the amassing o
foreign assets by the privileged of society-
International Financial Services Jan 1997
Studies in International Finance Dec.
1986. ot
Most countries report balance-of-payme?
information to the international monetary
Fund in units of domestic currency. The
fund converts the figures to SDRs when
compling the Balance of payments year
book using the period average exchang®
rate of country’s currency against the y
SDR. All U.S dollar figures in this stu );s
calculated by multiplying the SDR “gf'r
in the year book by the period-averagt
U.S dollar SDR exchange rate.
Cuddington (1986) p.
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TABLE 1

EsTivares oF Carrran FLicur
(in milhons of U S _dbollars:
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195 1975 1976 197 197y 197y 1950 1981 19s2 Total
Captal Hight 36 -163 266 =615 1497 -1693 2301 650 497 13.355
Change in foreien delt 11w [ w L¥0 3160 6,70%) 9.000) G400 1.0 2,60
Cagal el change w b (% 3 -4l 66 -1l +H -2 26 G2 4 47
Rean!
Cupetdd fhight &l 25 - 4% 615 =299  -1.2207 351 - 390 Ty 206
Charze i foreign deba 5,90 8,6i0) 7500 S.200 16,50 S.6M 120 1290 1250 93.500
Capstal theht change in debt (% 1 3 -6 5 -2 =4 3 3 J n
Chale
Captal theght 4T =25 -2 -3 =20 -416 -482 -FW 92 - LS
Chonge i Fareign debt 0 L500 - N 0 L 2,100 3.2 4500 2000 15,400
Caprtal Biehe change in bt 154 32 -2 126 -15 -2 -5 -9 " -1
| STTRNY
Caital flight - -3 =112 121324 =518 -1607 4% L2 55
Change in foreizn debt 1,70 27w 2,000 2,400 4,30 3.300 5.500 3,900 3.50m 33,600
Capital flightchange in debt %) -4 =17 -6 0 33 -10 -29 S 34 2
Mearon. - N
Capital flizhet 1,272 L2s5 3.331 917 8IT 1447 4,826 11,510 7.535% 32.662
Chanze in foreign delit 4.500 5.000 6.600 6.600 4300 5.500 16,400 22700 T 52,610
Capatal fiszhe'change in debt % B 23 b 14 12 16 2 31 105 a0
ree 329 n 31 1 S Y AT
Ciputal theht 72 26 ot - 2 © T 4 167
Chanee in frrvign debt Liw 24 1.3 1.000 S00 ) 604 W 2w 10700
L " - g 3 s -
Caginal fzht/change in delt %) : H % u ° : i 52 . n
Uriaeua
Capriol gt 02 3 13 -2 - 5 N TY R RS 193
Tapital firg 3 - » b - e
Chinze in loreign delit 30 I:L' 30 |;i {‘l’l!"‘ -°: _“;; 3:; ?(:: 2, IB!
Caprta) flight'change in debt i%) 204 3l L] i - = - 55
Venesnel
eresmel s 153 TR ] =235 ER LN U AR 76
~] o Gr -0 6w SE0 0 BAM AN dia 2T
- 25 -7 -5 165 ! 2
Capital flizhit change o delit &) - -3 n i 17y " 4

NOTE ] “Change in forcign debt”™ figures are fe.
relevant capitul inflow s using Balance of Puyments Yearbovk.

NOTE 2- Ay deseribied w test. capital-flight estinates are G
Lsined ins the descripti  fotnotes in Balance of Puyments Yer K

Argentina Net errars and umissions plus “short term, ather sectors.

anlk: Net errors aml aanssions.
Chile: Net errors and nnissions p
Korea, Net errors and amissions phes “short teem. of
Metict Net crrors amd omissions plus “short term. ot "
Pern Net ernors :uul‘m-ui»-‘mm‘ plus “shart term. nther sectors, other asels.
Ure Neterrots and amissions.

Nenvrnels Net errors and omissions plus sl terin, othe

lus “short term, other sectors.
her sevtors.

(er sectors, nther assets

£ acetors” phins “other bondy aveets

o Douley ot al (1956) except in the case of Uriguay. where figures are oltained by cnmnlating

deulated in slightly different way s across conntries, depending on the information con-
arheok. The precie definitions are as follows
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APPENDIX

CapitaL FLicuT Exrcuren BY UNDERINVOICING EXPORTS

Underinvoicing exports is an important mechanism for cvading capital con-
trols in many developing countries. Gulati (1955) has recently compared the
exports reported by individyal developing countrics with imports from each
country reported by its industrial-cuuntry trading partners. Gulati's paper
presents the average extent of underinvoicing for the 193783 period, but he

has kindly provided these vear-by-vear percentages of reparted exports for
each country:

1977 1936 1979 1950 1931 1952 1953 Average
Argenting 20.6 2.2 18.9 174 19.2 21.0 19.5 19.6
Braail 11.2 8.0 171 14.5 114 159 9.8 125
C-hile 14.0 25 14.8 13.8 9.6 12.0 6.5 125
Korea 2.0 -0.9 -0.7 0.5 -335 -6.1 =3.1 -23
Mesico e 26.8 424 7.6 26.9 26.5 33.8 336
Pery 28 15.6 8.9 144 18.1 10.0 9.6 129
l{mguay 15.0 113 137 143 185 64.1 32.6 27
Venezuely T8 6.1 0.7 4.2 9.5 59 9.4 6.9
—_—
NoTE: Becayse €XD0rts are reco;

rded f.0.b. gnd imports CIF, a difference of approsinately
B proxituately 10
Eie;:nl isto be expected. Thus, only nagnitudes shove 1 percent should be regardad as capital
Soukce: Gulay (1585 and privay

€ correspondence).
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