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Abstract

This study presents an empirical analysis of the impact of capital flight on tax revenue in Nigeria. We made use of
secondary data collected from the Central Bank of Nigeria Statistical Bulletin of various issues, Federal Inland
Revenue Services and National Bureau of Statistics. The empirical measurement covers the sample period between
1980 and 2015. An Ordinary Least Square, Augmented Dickey-Fuller unit root test, Error Correction Mechanism
and Co-integration test was adopted in the study. The results revealed that the Gross Domestic Product has a
significant effect in the positive direction, while capital flight and inflation rate have a significant effect in the
negative direction. The study recommended that the Federal Inland Revenue System, the department saddled with
the responsibility of tax collection, should review the tax system and policies with the aim of plugging loopholes in
the existing tax system thereby preventing organizations from evading and avoiding taxes.
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1. Introduction

For decades, the movement of illicit funds from African countries and developing countries in general to the
developed economies has been the bane of the economic development of these nations. The effect of this has been
the low level of development in these countries, and more often than not, these funds carted away to evade the tax
authorities in the originating country thereby reducing their tax-generating abilities; the host nations’ ability to raise
capital to finance its capital projects is diminished because they do not have full tax revenues and their economic
plans are unnecessarily altered and delayed. Cash outflow without taxation has various economic, socio-political and
developmental consequences. This has a severe militating impact on the development prospects of many developing
countries, leading to the erosion of their tax base and inevitably their ability to invest in infrastructure upon which
broad-based economic growth depends; difficulty in public financial budgeting as actual tax revenue is less than
expected tax revenue and the provision of essential basic public services such as education and healthcare.
Subsequently, Isu (2002) explains the plethora of challenges that surround the issue of capital flight, particularly its
negatives effects on the economic condition of a nation. He went further to assert that the extreme nature of capital
flight is that it reduces the resources available to these countries and impede their ability to address the collective
problems and developmental issues of the country. According to Pastor (1990) and Kapoor (2008), the flights of
capital not only shrink a country’s tax base by shifting wealth and resources beyond the reach of the government but
also make taxes less progressive.

Capital flight is defined in various ways because different scholars see it in different lights and used it in different
studies. Still, its existence is mostly associated with three key reasons — investment, money laundering, and tax
evasion (De Boyrie, 2010). Isu (2002) sees it as all private capital outflows from developing countries, whether
short-term or long-term. One of the motives of capital flight is to avoid taxation on wealth, including that which may
have been acquired illegally. Similarly, tax revenue is regarded as the revenue generated by the government of a
nation through the imposition of taxes on individuals and corporate organizations (Libabatu, 2014). This source of
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government income helps in stimulating the economic performance of a country and also helps the government to
meet the basic social needs of good roads, electricity, health facilities and so on.

In general, capital flight is seen in a negative light virtually in many research works since its inception in the 1970s
(De Boyrie, 2010; Ugwuanyi & Uguru 2010; Olugbenga & Alamu 2013), it is related to corruption, bribery or theft
committed by government leaders and their officials. As a matter of fact, its impacts on macroeconomic variables of
the affected countries, mostly developing countries, Nigeria inclusive have been mostly negative. These negative
consequences are generally seen by the different school of thoughts to include; worsening fiscal balance, increase in
debt burden, budget deficit and reduced private sector investment (Boyce & Ndikumana, 2009; Olugbenga & Alamu,
2013); falling external reserves (Lessard & Williamson, 1987); reduction in a country’s tax base (Ajadi, 2008); slow
economic growth, rising inflation and acute inability to compete globally (Onwioduokit, 2007; Menbere, 2003). It is
purely a criminal activity perpetrated by multinational companies using different means to transfer their profits
abroad and so avoid paying taxes on them (Uguru, 2016).

The negative impacts of capital flight are many and broad in the sense that it affects the entire economic activities of
the host nations, mostly developing countries. In specific terms, Kar and Cartwright-Smith (2010) asserted that
capital flight has led to a substantial reduction in tax payments made by multinational firms and has also contributed
to commercial tax evasion of around 60 to 65 percent of all the capital outflows, in the form of profit, from Africa.
Unfortunately, no one can establish accurately the amount lost due to capital flight due to the hidden nature with
which capital flight is perpetrated. Still, it is roughly estimated to be to the tune of hundreds of billions of dollars. For
instance, FitzGerald (2013) estimates of foregone tax revenue due to capital flight from developing countries and
found that developing countries as a group were losing tax revenue in the order of $200 billion per year, representing
2.5% of their total GDP; Murphy (2007) estimated that the lost tax revenue annually from capital flight is about
US$255 billion on a worldwide basis; The Global financial integrity (GFI, 2010) conducted an analysis of the tax
revenue loss that developing countries suffer due to trade mispricing and found that during the period of 2002
through 2006, the average tax revenue loss to all developing countries was between $98 billion and $106 billion
annually representing an average loss of about 4.4 percent of the entire developing worlds’ total tax revenue;
According to UNCTAD (2015), developing countries lose about $100 billion annually in tax revenues due to inward
investments being routed through offshore financial centers. These figures are reflections of the impact of capital
flight on the overall economy and the scale, more than sufficient to finance economic development and provide basic
social services. However, the worry about capital flight, therefore, centers on what it does to tax revenue. The
magnitude of these problems motivated the present study.

Hence, the study seeks to ascertain the existence of a causal relationship between capital flight and tax revenue as
well as to determine the impact of capital flight on tax revenue. In achieving this, the rest of the study is structured in
four sections. Next to the background of the study is the second section, which contains the review of
literatures-empirical and theoretical review. Section three explains the research methods; section four discusses data
analysis and interpretation, while the last section contains conclusion, recommendation and areas of further research.

2. Literature Review

The literature is loaded with findings which demonstrate the staggering effects of capital flight on the economies of
developing country like Nigeria. Just like other African nations, Nigeria, rather than drawing in capital, she is losing
it. These discoveries set up the effects of capital flight on the different divisions of an economy and all point to a
similar heading that capital is lost to the economy experiencing capital flight. The utilizations to which capital flight
are sent are many (Cardoso & Dornbush, 1989); while a few examinations were essentially done on capital flight
with no connection to some other economic variable and different investigations on capital flight with connection to
an economic variable, for example, GDP, Household Venture (Ajayi, 1997; Agu, 2010; Ajilore, 2010). Strikingly,
few investigations have been completed to decide its suggestions on tax income. This investigation ought to, in this
way, be viewed as an imperative endeavor to fill these gaps identified in the empirical literature.

The investigation of Uguru (2016) on the ramifications of capital flight on tax income in Nigeria, by utilizing
ordinary least squares (OLS) approach and measuring capital flight under Hot cash strategy. It was found that a
partial increment in capital flight prompts two percent decline in tax income in Nigeria. Ndikumana and Boyce (2012)
additionally have demonstrated that nations with higher capital flight will generally have lower taxable incomes.
Taking an instance of capital flight on tax income and the real sector, Uguru (2011) utilizing the ordinary least
square, assesses the job of capital flight on the execution records of benefit, cost of creation and expense paid by
some chosen worldwide partnerships in Nigeria and found that corporate benefits which are expected to be
reinvested into the economy are moved abroad. Also, the investigation further expresses that the nearness of
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exchange mispricing and over-invoicing of import increase the production costs of firms, which prompts an increase
in the prices of products in Nigeria, and capital flight decreases government income through tax evasion.

In looking at capital flight from the more extensive point of view, (Obidike, Uma, Odionye, & Ogwuru, 2015)
explored the impacts of capital flights on the economic development in Nigeria. They used Autoregressive
Appropriated Slacked model (ARDL), and the discoveries show that capital flight negatively affected economic
improvement. The investigation of Collier, Hoeffler and Pattillo (2001) has a comprehensive methodology by
considering the effect of capital flight on financial development in Nigeria utilizing time arrangement information
from 1980 to 2012. The investigation assesses capital flight, against external reserves, debt, foreign direct investment,
and current record offset co-integrated with total national output (Gross domestic product) in Nigeria. It accordingly
found that the ascent of capital flight negatively affected the monetary development of the country.

Additionally, Oke and Kolapo (2010) utilized the ordinary least square (OLS) to analyze the impact of the
determinants of capital flight on the Nigerian economic growth amidst 1985 and 2010. Total national output (Gross
domestic product) was utilized as the development pointer. In contrast, foreign direct investment, inflation rate,
conversion standard and monetary deficiency were utilized as the determinants of capital flight. The investigation
observed foreign direct investment to be the major cause for capital flight in the short-run while both inflation and
trade rates fundamentally decide capital flight over the long haul, which thus antagonistically impacts economic
growth. Utilizing a two phases least-square strategy for the period 1970-2008, Saheed and Ayodeji (2012) analyze
the impact of capital flight on the Nigerian economy and found that capital flight adversely and essentially impacts
on financial development and that non-execution of residential assets can trigger capital flight. Olugbenga and
Alamu (2013) inspected the effects of capital flight on Nigeria economic growth over a time of 30 years (1981 —
2010). The Johansen Co-coordination test was used to explore the dynamic connection between capital flight and
economic growth. The outcome demonstrates that capital flight has a negative effect on economic growth in the
short-run and otherwise over the long time period.

Onoja (2015) analyzed the dynamic impact of capital flight on genuine conversion scale of the naira, utilizing
quarterly time series data covering 1981-2009 period. In particular, the investigation discoveries demonstrate that
capital flight had a significant impact on genuine conversion scale, even at 10 percent probability level. Conversely,
the investigation of Saheed and Ayodeji (2012) limited its very own degree by utilizing the ordinary least square
(OLS) on auxiliary information gotten from National Bank of Nigeria (CBN), and National Bureau of Statistics
(NBS). The examination insists that capital flight impacted the conversion scale in Nigeria over the period
considered. The investigation built up that capital flight has no association with the genuine conversion scale of a
country. Ajilore and Taiwo (2010) did an experimental investigation on the effect of capital trip on domestic
investment. Utilizing the ordinary least square strategy, the examination found a negative yet insignificant effect of
capital trip on domestic investment.

2.1 Capital Flight: Studies Outside Nigeria

Ndiaye and Siri (2016) considered the drivers of capital flight from Burkina Faso and its effect on tax income.
Utilizing an econometric investigation, they revealed that a decrease in tax income and the Gross domestic product
development rate, changes in monetary arrangement routines, and expansion in characteristic asset rents, external
debt, and political viciousness prompt significant capital flight. The outcomes demonstrate a negative effect of
capital flight on tax income. Beja (2007), in his investigation of capital flight and monetary execution of the
Philippines, noticed that capital flight irritates assets limitations and along these lines debilitate long haul financial
development. Maski and Wahyudi (2012) utilized the regression model to examine the impact of Gross domestic
product development, foreign direct investment, exchange rate, and inflation on the presence of capital flight and
found that even though the monetary development in Indonesia moves towards positive development rate and very
high, the issue of abnormal state of capital flight out of the nation has a negative impact on the development
possibilities. Furthermore, the investigation likewise discovered that just foreign direct investment has an impact on
capital flight, while other factors had no impact.

Utilizing Cameroon and some developing nations, Beja (2006) individually saw that capital flight negatively impact
monetary development. Also, Cardoso and Dornbusch (1996) examine utilizing a little board of change economies
presents proof that high expansion, extensive spending deficiencies, quick swapping scale deterioration, and low
genuine loan costs are altogether connected with expanded capital flight. Utilizing Kenya as a contextual
investigation, DevKar and Cartwright-Smith (2008) directed an examination for the entire scope of developing
nations and nations experiencing significant change from 2002 through 2006, evaluating capital flight utilizing the
Hot Cash, the World Bank and exchange mispricing measures. The general discoveries of the examination show that
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unlawful monetary streams are developing in volume on a yearly basis with the biggest recorded surges originating
from Asia and Europe while the Center East and North Africa continent exhibit the quickest yearly development.

2.2 The Tax- Depressing Theory

The tax depressing theory hypothesize capital flight prompts potential loss of tax income since money held abroad are
outside the control of the host government and can't consequently be taxed or use for residential financial development
and advancement. The fall in government income confounded the errand of the politico-monetary building to advance
development and improvement. The ramification of this is the decrease in debt— adjusting limit of the administration,
which thus expands the obligation trouble. Capital flight consequently disappoints residential asset preparation, and the
immediate results of capital flight is the decrease in income creating capability of government.

3. Data and Methodology

This study adopted the pooled OLS research design (Adegboyegun et al., 2020a; Ademola et al., 2020b). Data were
collected annually across the sample period (1980-2015) model from the Central Bank of Nigeria (CBN) statistical
bulletin, Federal Inland Revenue Services and the National Bureau of Statistics (Lawal et al., 2016; Eluyela et al.,
2018a, 2018b; Asaleye, Adama & Ogunjobi, 2018; Oladipo et al., 2019a, 2019b). The outputs of the OLS regression is
subjected to statistical tests which include R?, t-test, and F-test to determine the significance of each independent
variable stated in the model (Adegboyegun et al., 2020b; Nwanji et al., 2020). Other tests used include the Unit Root
test, Co-integration and Error Correction Model (Asaleye et al., 2019; Lawal et al., 2018; Eluyela et al., 2019a, 2019b).
A model is therefore built to capture the objectives of the study at a glance, and it is a reflection of the model already
used by (Eluyela et al., 2019c; Uguru, 2016).

Hence the study adapted and modified the model used by Uguru (2016) in which tax revenue is expressed as a function
of capital flight. However, the model was modified to include other relevant variables such as real gross domestic
product, a measure of economic growth, and inflation rate in Nigeria as used and specified in the works of Ndiaye
(2009) and Menbere, (2003) who examined the implications of capital flight for domestic investment and economic
growth. Official statistics on Capital flight do not exist because these outflows escape the detection of regulatory
agencies. Since a country’s official statistics do not directly record the outflows of illicit capital, researchers have
developed several proxy measures to study the phenomena (Dev Kar & Devon, 2006; Ozordi, 2019).

However, there are different measures of capital flight. They include the Residual (or broad) method; Morgan
Guaranty; Dooley method; Hot money method and the Trade mis-invoicing method (Oke & Kolapo, 2012). However,
the residual method is adopted in this study due to the popularity and wide acceptability of the methods among scholars
— it has been used over time and in different capital flight-related works; it has been used in related studies which
affected Nigeria and due to the availability of data for its elements (De Boyrie, 2010; Ndiaye, 2009; Gusarova, 2009;
Popoola et al., 2018; Otekunrin et al., 2018; Ozordi et al., 2020). The period was selected based on the availability of
data (See Ademola et al., 2020a; Umukoro et al., 2020)

The residual method takes capital flight as a residual of four balance-of-payments components: the increase in debt
owed to foreign residents, the net inflow of foreign direct investment, the amount of the current-account deficit and the
increase in foreign-exchange reserves. Thus, capital flight is computed as:

CPF = AEXT + FDI — (CA+ ARES) D

Where CPF is the capital flight; AEXT is the change in the external debt (adjusted for cross-currency exchange rate
fluctuations); FDI is net foreign direct investment, CA is current account deficit, and ARES is the net additions to the
stock of foreign reserves.

The premise is that the two sources (inflows) finance the two uses (outflows) so that any inability of the two “sources
of funds” to finance the two “uses of funds” is indicative of capital flight; that is, if the capital source is larger than the
capital uses, then capital flight occurred due to the fact that any inflow that does not finance the current account deficit
or add to reserves flees the country in the form of capital flight. One of the first measures of the residual method of
capital flight was first used in “World Development Report” by the World Bank in 1985 (WDR85). The method
attempts to measure the buildup of net foreign claims by the private sector without trying to distinguish between
speculative or non-speculative flows or between “normal” and “abnormal” flows (Collier, Hoeffler, & Pattillo, 2001;
Okere et al., 2019).

A further step used in the calculation of the estimates of capital flight is allowing for the mis-invoicing of both exports
and imports; Trade Mispricing model since the largest means of shifting capital out of Nigeria is reckoned to be
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transfer mispricing (Murphy, 2005). This trade-mispricing from both exports and imports are calculated and added
together. The results are then added on to previous estimates of capital flight to generate new sets of estimates. Thus,
we have equ (2):

CPF = AEXT + FDI —(CA+ ARES) + MISINV (2

Where MISINV is net trade mis-invoicing.

This generates illegal funds that are shifted abroad. To estimate the trade mis-invoicing, a developing country’s exports
to the world are compared to what the world reports as having imported from that country and also a country’s imports
from the world are compared to what the world reports as having exported to that country. Any discrepancies in
partner-country trade data, after adjusting for the cost of freight and insurance implies over-invoicing of imports and
under-invoicing of exports, indicating capital flight. Trade mis-invoicing is calculated as follows:

Xmis = Xct — Mwrld / ax
Mmis = Xct — Mwrld / ax

Where Xmis and Mmis stand for export and import mis-invoicing respectively; Xct represents exports as reported by
the country; Mwrld imports from the country as reported by the world; Mct indicates the imports reported by the
country; Xwrld exports sent to the country as reported by the world’s imports from that country and ax is the cost of
freight and insurance.

Hence the model for the study is presented below in equ (3)

TXR = f (CPF,RGDP, INF) @®)

Assuming a linear relationship between our dependent variable and the independent variables, the statistical equation
of the above function is written, as shown in equ (4):

TXR, = o, + ¢,CPF, + ,RGDRP + o, INF, + 6, 4)
Where: ag, 01<0, 0,> 0, 03< 0
And:
TXR = Total tax Revenue in Nigeria.
RGDP= Real Gross Domestic Product of Nigeria
INF = Inflation Rate in Nigeria

Where: oy, 04, 0 and o are parameter estimates and 6 is the error term. A positive sign is expected from the parameter
of RGDP, while a negative sign is expected from the parameters of CPF and INF.

4. Result and Discussion

Table 1. Unit Root Test using ADF Test

VAR ADF TEST | ADF TEST | ADF TEST | MACKINNON CRITICAL VALUE | ORDER OF
AT LEVEL | AT AT SECOND INTEGRATION
FIRST DIFF | DIFF 1% 5% 10%
TXR -3.19415 -4.844456 -4.24364 | -3.54428 | -3.20469 1(1)
CPF -2.15371 -6.140820 -4.24364 | -3.54428 | -3.20469 1(1)
RGDP 0.14391 -1.763984 -5.782076 | -4.24364 | -3.54428 | -3.20469 1(2)
INF -3.48056 -5.428906 -4.25287 | -3.54849 | -3.20709 1(1)
Source: Author’s Computation (2018)
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Table 1 shows the stationarity of the variables at different levels of differencing. It could be seen that TXR, CPF and
INF attain their stationarity at the first difference. Therefore, these variables are integrated of order one. On the other
hand, RGDP attains stationarity at the second difference. Hence it is integrated of order two.

Table 2. Johansen Co-Integration Test using long-run model

Eigenvalue Trace Statistic 0.05 Prob. ** Hypothesized No of CE
Critical (s)
Value
0.605489 61.85622 47.85613 0.0014 None *
0.404008 30.23257 29.79707 0.0445 Atmost1*
0.298419 12.63665 15.49471 0.1288 Atmost 2
0.017099 0.586407 3.841466 0.4438 At most 3

* means a hypothesis is rejected at 0.05 probability level
Source: Author’s Computation (2018)

Table 2 demonstrates that there are two (2) co-integrating factors in the outcome. This infers the null hypothesis of
no co-integration among the factors ought to be rejected at five (5) percent probability level. In this regard, the
alternative hypothesis of co-integration in the model should be accepted. The suggestion is that there is a long term
relationship among the factors — TXR, CPF, RGDP and INF.

Table 3. Error Correction Model (ECM)

Variables Coefficients Std Error | t-Statistic | Probability
TXR(1) Parameters Values
C g -3.769468 0.329565 | -11.43772 0.0000
CPF(1) (051 -0.0000002 1.94E-06 | -1.072188 0.2935
RGDP(2) oz 0.948443 0.051599 18.38092 0.0000
INF(1) o3 -0.004817 0.001991 | -2.419603 0.0228
ECM(-1) (071 0.001028 0.002129 0.482682 0.6334
Rsquared 0.967357
Adjusted Rsquared 0.962335
F-statistic 192.6241
Prob(F-statistic) 0.000000
Durbin-Watson Stat 1.271866

Source: Author’s Computation (2018)

Table 3 indicates that the lagged error correction term (ECM;) which shows the long-run relationship. The
co-efficient of the error (0.001028) indicates that a long-run relationship does not exist, so there is no adjustment in
the economy. If there should be disequilibrium in the economy, there will be no adjustment of 0.1 percent to the
equilibrium in the short run neither by the market mechanism, government intervention, nor both.

4.1 Regression Analysis

Table 4 below shows that the co-efficient of the constant parameter is positively related with the TXR. This indicates
that if all explanatory variables are held constant, TXR will increase by 241.0551units. The co-efficient of the CPF is
-0.025987, indicating a negative relationship exists between TXR and CPF expectation meaning that a unit increase
in CPF will lead to -0.025987 decreases in TXR. The analysis of the study model reveals that a hundred per cent
increase in the capital flight causes a 2.5 percent reduction in tax revenue in Nigeria and vice versa, provided all
other variables such as RGDP and INF are held constant. Conversely, a hundred percent increase in the Real Gross
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Domestic Product of the nation leads to 0.004 percent increase in the tax revenue and vice versa, provided all other
variables such as CPF and INF are held constant. Also, a unit increase in the inflation rate dampens the tax revenue
by 5.01 percent and vice versa, provided all other variables such as CPF and RGDP are held constant.

Table 4. Regression Analysis

Variables Coefficients Std Error | t-Statistic | Probability
TXR Parameters | Values
C o 241.0551 130.5302 1.8467338 0.0741
CPF o -0.025987 0.005930 -4.382647 0.0001
RGDP oz 0.000044 6.56E-06 6.728380 0.0000
INF o3 -5.014784 4324714 -1.159564 0.2548
Rsquared 0.936061
Adjusted Rsquared 0.930067
F-statistic 156.1599
Prob(F-statistic) 0.000000
Durbin-Watson Stat 1.136731

Source: Author’s Computation (2018)

The R-squared and Adjusted R% The R? indicates that the independent variables account for 93.6 per cent of the
variation or changes in the output of the tax revenue of Nigeria. This captures the explanatory power of the model.
The remaining 6.4 per cent is caused or explained by other factors not considered in the model of this study.

The t-statistic: The regression result reveals that CPF and RGDP are statistically significant, but INF is not
significant. From the t-test, the t-statistic value of -4.382647 for CPF and 6.728380 for RGDP are more significant
than 2 while -1.159564 for INF is less than 2. Therefore, it is not significant. Hence these variables have a significant
influence on the dependent variable.

F-statistic: The F-calculated (statistic) of 156.1599 measures the overall statistical influence of the explanatory
variables in explaining the dependent variable with the corresponding probability value of 0.00000 shows that the
model is well fitted and the explanatory variables are statistically significant because it is higher than the tabular
value of F distribution (indicated by the adjusted R). Therefore, the explanatory variables of Capital Flight, Real
Gross Domestic Product and Inflation Rate are statistically significant.

Decision
F —calculated F —tabulated Ho H;
99.68012 2.84 Reject accept

5. Conclusion and Recommendations

The direct economic impacts of capital flight from developing countries in general and Nigeria, in particular, cannot
be precisely quantified. It is, however, empirically proven that not only are they negative, but also of significant
consequence. In the final analysis, capital flight is a perennial scourge that must be curbed. As long as there is an
influx of foreign direct investments in the country, capital flight is a possibility. Capital flight undermines tax
revenue in the country and denies the country, the economic opportunities inherent in this illicit cash outflow. It may
be difficult to eliminate capital flight from the system, but it can be controlled, and its economic impact reduced to a
considerable extent.

This study, at this juncture, intends to make recommendations, based on the findings of this study. These
recommendations can help in curtailing the practice of capital flight within the Nigerian economy and allow
resources to be channelled to productive activities in the country.
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First and foremost, the study revealed that capital flight had a negative impact on tax revenue. In the light of this, it is
suggested that Federal Inland Revenue System, the department saddled with the responsibility of tax collection,
should review the tax system and policies with the sole aim of plugging loopholes in the existing tax system thereby
preventing organizations from evading and avoiding taxes. Interestingly, the Federal Inland Revenue Service (FIRS)
seems to have woken up to this realization as captured in This Day daily publication of 3rd of March 2017, where it
was reported that the West African Union of Tax Institutes’ (WAUTI) met to brainstorm and propose
recommendation on how to boost domestic resource mobilization and check revenue leakages, in the face of a global
fall in commodity prices and almost non-existent donor support. With the loopholes fixed, a mechanism can be
designed to monitor the illicit movements of financial resources from indigenous and multinational firms in the
country to other countries and equally play the role of a “whistleblower” that alerts the authority about illicit
activities of foreign and indigenous firms in Nigeria. With this, the mechanism will serve as a deterrent to illicit
activities of foreign and indigenous firms. These flights of capital will only lessen if the reputational and financial
risks increase due to whistle-blowers, tax leaks and improved international cooperation on tax matters. Also, the
development of robust monitoring and frequent audit framework focused on the activities of the Multi-National
Companies (MNCs) will go a long way in preventing capital flight.

Furthermore, the government should review its trade and investment policy and insert stiff penalties into it to punish
companies that perpetrate capital flight and deter the possibility of perpetuating it in the future. There is nothing
more deterring to the crime of capital flight than the knowledge of being fined heavily should the crime be
discovered. The act of imposing heavy fines on erring organizations is a norm in many advanced countries, and it is a
huge source of extra revenue for those governments. Hence the government or tax authority in the country can
borrow a leaf from this approach. In the same vein, the study shows that economic growth, measured by the real
gross domestic product, enhanced the performance of tax revenue. It is therefore suggested that the government
should stimulate the economic growth of the country by focusing on continual capital projects’ investment and
implementation, its monitoring and fixing, in addition to regulation, frequent checks and balances while making the
business environment conducive for economic activities. Increase in economic activities will inadvertently increase
tax revenues generated for the government.

Lastly, the study outcome shows that inflation rate undermined tax revenue in Nigeria. In other words, the inflation
rate raises the general price level and thereby reduces the purchasing power of the consumers. In return, the
aggregate level of demands falls and forces firms in the real sector to reduce productive activities. A reduction in
productive activities automatically reduces the tax revenues government derives from these firms. It is therefore
suggested that appropriate monetary and fiscal policies should be adopted to curb the persistent rise in the general
price level. The findings support that of Uguru (2016), Ndiaye & Siri (2016) and also the tax- depressing theory of
capital flight.

5.1 Suggestions for Further Studies

In this study, the impact of capital flight on tax revenue in Nigeria between 1980 and 2015 was considered. This
study did not delve into critical research about the determinants or elements of capital flight in Nigeria. There are
components or determinants of capital flight, researching into these determinants of capital flight may give insights
into how best to curb the menace of capital flight in Nigeria and all developing countries at large. Hence this study
will be better appreciated if it is complemented by another independent study on the components of capital flight.
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