INTERNATIONAL JOURNAL OF RESEARCH IN BUSINESS AND SOCIAL SCIENCE §(5)(2019) 237-250

= Research in Business & Social Science
IJRBS VOL 8 NO 5 ISSN: 2147-4478

Available online at www.ssbfnet.com
Journal homepage: https://www.ssbfnet.com/ojs/index.php/ijrbs

Business & Social Science

IJRBS

Relationship between corruption and capital flight in Kenya: 1998-
2018

Mercy W. Mwangi®”, Amos G. Njuguna®, George O. Achoki¢ ¥ Crossref

“b¢Chandaria School of Business, United States International University — Afiica, Nairobi, Kenya

ARTICLE INFO ABSTRACT

Article history: The study established the ‘relatia;"tship between carruptian and‘capit‘alﬂight in Kenya over the period

. 1998 to 2018. Quarterly time series data for calculation of capital flight and for GDP growth rate and
Received 14 July 19 exchange rates were collected from the Central Bank of Kenya and Kenya National Bureau of
Received in revs. form 05 August 19 Statistics. Corruption perception index data was collected from the Transparency International
Accepted 12 August 19 website. Two Autoregressive Distributed-lagged models were fitted. Regression coefficients for
corruption were -0.114 and 0.066 in the short run and -0.501 in the long run and the p values were
0.523 and 0.691 and 0.558 respectively, indicating no significant relationship. Regression results
Keywords: showed a coefficient of 0.01 and 0.003 for the Gross Domestic Product growth rate in the short run,
and 0.049 in the long run. The p values were 0.670, 0.855 and 0.578 respectively denoting no

Capital Flight significant relationship. Regression results showed a coefficient of 0.002 and 0.003 for the exchange
Corruption rate in the short run, 0.43 for the exchange rate in the long run. The p values were 0.891 and 0.584
Exchange Rate and 0.095 respectively indicating that a one % increase in the exchange rate would lead to a 0.043 %
GDP Growth Rat increase in capital flight in the long run. Regression results of lagged capital flight on capital flight
rowth Kate showed a coefficient of 0.904. The p-value was 0.000 meaning that a one % increase in lagged capital
JEL Classification: Slight would lead to a 0.904 % increase in capital flight. The study recommended that the government
D72 devises policies that would prevent further capital flight and generate capital flight reversal.
D73
F31
010
© 2019 Bussecon International Academy. Hosting by SSBFNET. All rights reserved.
Peer review under responsibility of Bussecon International Academy & SSBFNET.
Introduction

Capital flight has negative impact on economic growth, macroeconomic stability, income distribution and welfare and undermines
the effectiveness of poverty reduction policies (Moulemvo, 2016; Nkurunziza, 2012, 2015). Fighting capital flight is therefore an
important driver of development for poor countries like Kenya whose GDP growth rate has been deteriorating since the 1970s
(Kimenyi, Mwega and Ndung’u, 2016). According to Letete (2015) Kenya has faced high corruption levels for the past four decades
of the post-independence. Several incidences of grand corruption scandals concerning the transfer of illicit money by the reigning
political elites from the 1970s to the 21st century have been reported. They are claimed to have exhausted the already inadequate
public resources and led to sub-optimal investment, and increasing debt levels, as well as weakened tax moral responsibility between
public and the government. They have also added to the growing horizontal disparity in the country (Letete, 2015).

Kenya is also on the top 20 list of African states with capital flight (Hope, 2014). In year 2015 capital flight stock in Kenya was
US$29.4 compared to debt stock of US$ 19.1.4; it was 30% of GDP (Ndikumana and Boyce, 2018). Despite the serious capital flight
problem in Kenya, few country-specific studies have investigated capital flight. The few that exist include (Ng’eno, 2000); Kipyegon
(2004); Moeva (2007), Mudida (2011); Letete (2015); Muchai and Muchai (2016); Gachoki and Nyang’oro (2016); Letete and Sarr
(2017) and recently Barasa (2018). They have examined portfolio diversification motives, political and macroeconomic uncertainty,
fiscal deficits, and devaluation of local currencies as some of the factors causing capital flight.
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None of these studies have examined how corruption influences capital flight in Kenya, though Kenya is still classified as one of the
most corrupt countries in the world (Hope, 2014; TI, 2016). Moeva (2007) did not investigate corruption in their study due to lack of
data.This study intended to contribute to the empirical literature by bringing in corruption as an important institutional governance
factor and examined its relationship with capital flight in Kenya. The study attempted to address the following question; Has
corruption in the Kenyan economy intensified the intensity of capital flight? The study added to the other studies that attempted to
understand capital flight and corruption from Africa. These included those by Yalta and Yalta (2012); Ndikumana and Boyce (2008,
2011); Ali and Walters (2011); Fofack and Ndikumana (2010); Cerra et al. (2008). In order to avoid variable omission bias, the study
controlled for GDP growth rate and exchange rate.This study contributes to the literature on capital flight from Kenya by filling this
gap by bringing in corruption as one of the variables in the study. Corruption was measured by the annual corruption perception
index (CPI) provided by Transparency International (TI). The objectives of the study were to determine the relationships between
corruption, GDP growth rate and exchange rate and capital flight. The study tested the following hypotheses

H1 There is no positive significant relationship between corruption and capital flight.
H2 There is no significant relationship between GDP growth rate and capital flight.
H3 There is no positive significant relationship between real exchange rate and capital flight.

The rest of the paper is outlined as follows. The next section, section two presents a review of the key theories forming the foundation
of the study and the conceptual framework. An empirical review of studies conducted on the topic, was reviewed based on the specific
objectives. Section three presented the methods used in the study. In section four, the empirical data and analysis and results and
discussions were reported while section five gives the conclusions of the study.

Literature Review

Theoretical review

The study is underpinned under two theories, political economy theory and theory of capital flight.
Political economy theory

Its origin can be found in the work of Adam Smith’s Wealth of Nations, of David Ricardo and Karl Marx (Smith, 1976; Ricardo,
1951; Marx, 1961). According to the political economy literature, capital flight is the result of rent extraction by unconstrained
corrupt practices of political rulers and their elite groups. Alesina and Tabellini (1989) noted that the rulers and elites knew that even
if they accumulated foreign debt, they would not inherit the burden, which would be placed on future (possibly rival) regimes. Capital
flight arises through the desire to hide illegally accumulated wealth abroad and not necessarily due to interest rate differentials
between countries or macroeconomic policy distortions as postulated under the portfolio choice theory approach (Kar and Cartwright-
Smith, 2008, 2010). Thus, capital flight from African countries can be understood to be a result of corruption by African leaders and
the politically connected (Heggstad and Fjeldstad, 2010)

Theory of capital flight

Latest economic literature is not continuously clear as to what institutes capital flight, and the elusiveness of the term both hampers
the development of a theory of capital flight. The theory of capital flight is therefore still evolving (Abalkin and Whalley, 2002).
There are two alternative approaches in literature to identify the capital flight phenomenon: motivational and normative (Abalkin and
Whalley, 2002). The motivational approach concentrates attention on considering the reasons of economic agents for exporting
capital. The motivational approach was originated by Kindelberger (1937) and is rooted in political and economic uncertainty of the
domestic economy. The normative approach to measuring capital flight focused on the macroeconomic consequences of the capital
flight, i.e. the negative effect on the country’s economic development.

Ndiaye (2014), Ndikumana and Boyce (2011) and Ajayi, (2007) notes that the theory of capital flight proposes that the occurrence
is motivated by private players due to macroeconomic volatility, political and institutional uncertainty, less developed financial
system, and greater rate of return variances abroad. Public authorities also contribute to capital flight under circumstances of poor
governance and bad institutional quality (Ndikumana and Boyce, 2003; Le and Rishi, 2006; Cerra et al, 2008 and Ndiaye, 2011). In
such a situation, corrupt public authorities take advantage of their favourable position to accumulate a personal fortune abroad (Boyce
and Ndikumana, 2001). As these resources held overseas are local public resources, capital flight operated by public authorities leads
to a decline in public resources, thereby encouraging a fall in public investment and, therefore, a decline in growth. According to the
theory, under situations of poor governance and bad institutional quality corrupt public authorities take advantage to accumulate
personal wealth abroad (Onodugo, Kalu, Anowor and Ukweni, 2014).

Conceptual Framework

Figure 1 below shows the relationship between corruption; exchange rate and GDP growth rate, the control variables of the study
and their relationship with capital flight.
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Independent Variables Dependent Variable
Corruption / \
e  Corruption perception index
H1
\ Capital flight
GDP Growth Rate . .
o GDP growth rate H2 . e  Capital flight/GDP

Exchange Rate / K /
e  Real exchange rate

Figure 1: Conceptual Framework
Source: Authors’ Compilation
Empirical Review
Capital flight

Every year over US$ one trillion vanishes without a trace from developing countries, ending up in tax shelters or rich nations.
Raymond Baker, High-ranking Fellow at the US Centre for International Policy, has described this as the ugliest stage in worldwide
economic affairs since slavery (Waris and Froberg, 2011). The phenomenon of capital flight can be traced back to the 17th century
in Europe and to the 20th century in USA (Wujung and Mbella, 2016). Up to and until the early 1990s, it was treated as an entirely
Latin America problem. Focus on capital flight on the African continent started in the latter part of the 1990s (Kindleberger, 1987)
Mpenya, Metseyem and Epo (2016) records that the issue of capital flight, which was the focus of attention for some economists in
the 1980s (Erbe, 1985; and Deppler and Williamson, 1987), has drawn increased interest ever since the early part of years 2000s.
This revitalized attentiveness was because of works of Boyce and Ndikumana (2001), Ndikumana and Boyce (2003) and Collier,
Hoeffler and Pattillo (2004), which showed that since the 1970s, substantial amounts of funds fled from Africa. The interest arose
due to, among other reasons; the potential positive role that external assets stored away in foreign economies can play, if left in the
domestic economy. For instance, these moneys could have been invested domestically to fuel economic development and reduce
unemployment (Kipyegon, 2004).

Capital flight is a complex phenomenon that is difficult to define and has is no commonly accepted definition (Olawale and Ifedayo,
2015). Due to this there is no theoretical standard measure of capital flight leading to different methods of its computation and
consequently to divergent estimates (Hermes, Lensink and Murinde, 2002). The study adopted the definition of capital flight by
Epstein (2005) who defined capital flight as the transfer of assets overseas in order to lessen loss of principal, loss of return, or loss
of control over one’s economic wealth due to government-sanctioned activities. Developing countries whose financial status are often
not strong enough to endure huge amount of capital flight are mostly affected (Liew, 2016). Kar and Spanjers (2015) reported that
approx. USS$ one trillion in capital flight was relocated out of developing states in 2012. This was ten times the sum of Oversees
Development Aid (ODA) received that year. It was also four times higher than the US$40-60 billion required every year to meet the
Sustainable Development Goals (SDGs) by 2030 (Waris and Froberg, 2011). Capital flight from Africa has been denoted as an
illustration of the Lucas paradox (Lucas, 1990) (Ndikumana and Sarr, 2016). Ndikumana and Boyce (2018) gives evidence that
African countries lose more through capital flight than they receive in the form of aid or foreign private investment. When capital
flight is scaled as a proportion of GDP, Sub-Sahara Africa tops the list, with capital flight averaging 6.1 % of the region’s
GDP.Ndikumana and Boyce (2018) estimated that in 2015, the East African Community had capital flight stocks of USD 124.6
billion, of which Uganda accounted for USD 23.3 billion, Kenya USD 29.4 billion, Tanzania USD 41.2 billion, Burundi USD 5.8
billion and Rwanda USD 24.9 billion on average. Expressed as ratio to GDP, capital flight was 30% in Kenya, 63% in Tanzania,
83.7% in Uganda, 213.7% in Rwanda and 181.8%.Between the year 2003 and 2012 cumulative capital flight from Kenya was US$860
million (Kar and Spanjers (2014). Ironically, over the same period, the net ODA received by Kenya amounted to US$1106 million
(Republic of Kenya, 2013). In 2015, Ndikumana and Boyce (2018) reported that capital flight in Kenya was 30% of the GDP.

Corruption and capital flight

Domfeh et al. (2018) examined capital flight and institutional governance in SSA: the role of corruption in thirty-two (32) countries
in SSA for period 2000-2012. Result of the empirical estimation proved that corruption had a positive and statistically significant
influence on capital flight.
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Orkoh, Claassen and Blaauw (2018) examined the influence of corruption control and political constancy on capital flight in SSA.
Results indicated that at 1 % level of significance, 1 % increase in the corruption control score of a country reduces capital flight by
about 1.5 %.

Abotsi (2018) conducted a study established on secondary data (panel) obtained from the GFI, World Development Indicators and
WGI. The study found that corruption had a significant positive effect on capital flight.

Trabelsi, Kharrat and Feki (2018) analysed the root causes of Capital flight in Tunisia using annual data between 1984 and 2014.
The results indicated that the major incentive for capital flight was corruption.

GDP growth rate and capital flight

Salandy and Henry (2018) examined capital flight in Trinidad and Tobago during the pre and post financial liberalization. The
results indicated GDP growth rate and capital flight had a positive and significant relationship.

Forson et al. (2017) investigated capital flight in Ghana using the ARDL estimation technique. The results showed that capital flight
and GDP growth rate had long run and short-run negative relationship.

Uddin, Yousuf and Islam (2017) examined the factors that caused capital flight from Bangladesh for the period 1993 to 2013. The
findings were that GDP growth rate had an insignificant relationship with capital flight in two of the models.

Pradhan and Gourishankar (2017) examined the causes of capital flight in India for the period 1990 to 2012. The empirical result
showed that capital flight and GDP growth rate had a positive and significant relationship.

Bekele (2017) examined the determinant of capital flight from nine Eastern Africa countries for the period 2006 - 2015. GDP growth
had negative effect on capital flight at 5% level of significance in the Eastern African countries. A 1% change in economic growth
was associated with a 0.95% change in capital flight.

Real exchange rate and capital flight

Pradhan and Gourishankar (2017) examined the determinants of capital flight in India for the period 1990 to 2012. The empirical
results suggested that exchange rate influenced capital flight negatively and significantly.

Cheung et al. (2016) examined China’s capital flight pre- and post-crisis experiences. The findings indicated that capital flight was
influenced positively by exchange rate variability.

Ahmad and Sahto (2016) studied the relationship between capital flight in Pakistan and its determinants, which included exchange
rate. The results of the study indicated that there existed a positive relationship between capital flight and exchange rate in the long
run.

Investigating if a long-run relationship exists between real exchange rate and capital flight in Nigeria, Egbe (2015) used quarterly
time series data for the period 1981 to 2009. The results showed that capital flight and real exchange rate have no significant
relationship.

Research and Methodology

Data collection and analysis

The study employed ARDL (Autoregressive Distributed Lag Model) procedure to analyse the data and answer the research question.
The intention of choosing ARDL was because it was more appropriate for the sample due to particular reasons such as, small number
of observations and mix of I (0) and I (1) variables in the sample. Secondary data collection sheet was used to collect quarterly time
series data for calculation of capital flight and for GDP growth rate, real exchange rates from the central bank of Kenya (CBK) and
Kenya national bureau of statistics (KNBS). CPI data was collected from the TI website.

Secondary quarterly time series data was analyzed using STATA 13. Tests carried out before fitting the models included tests for
multicollinearity, optimal number of lags and stationary. Upon estimation of ARDL model, post estimation diagnostic tests were
carried out to determine the fitness of the models fitted. They included; Model fitness test, Multicollinearity, Heteroschedasticity,
Autocorrelation Test and Test for cointegration - Bound test

Model specification for capital flight and estimation technique

The study used quarterly time series data for the period Q1 1998- Q1 2018 obtained from the CBK and KNBS. The study used an
estimation technique developed by World Bank- residual method in order to generate data for capital flight as follow (World Bank,
1985):

KFi = (ADBlt + NFDlt) - (CAit + AFth) (1)
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Where: KF= capital flight,

ADB=change in total debt outstanding,
NFDI=net foreign direct investment,
CA=current account balance,

In addition, AFR=change in foreign reserve.

The study examined the relationship between CPI the independent variable; real exchange rate and GDP growth rate which were the
control variables and capital flight in Kenya.

The specification of the capital flight econometric model was supported by the studies conducted by Geda and Yimer (2016), Forson
et al. (2017), Hasnul and Masih (2016), Alam and Quazi (2004), Gusarova (2009), and Liew et al. (2010). The final econometric
model of capital flight, therefore, was presented below:

KF; = By + B1FX + B,GDP + [3C; +&; 2)

Where KF=Capital Flight capital flight expressed as a percentage of GDP in time t
FX= Real Exchange Rate in time t
GDP= GDP growth rate in time t
C=Corruption measure as CPI,
In addition, &= the error term.

Whereas B, B1, 2, B3 and 4 are partial regression coefficients of independent variables which can through their signs, determine
the direction of the relationship between the independent variable and the dependent variable.

Findings and Implications
Empirical Data and Analysis
Descriptive Statistics of variables

Table 1 presents the variables descriptive statistics. Capital flight for the period under review ranged between -0.9874 to 0.3627 with
an average value of -0.4147 and a standard deviation of 0.3073. CPI had a minimum index of 1.9 index against a maximum index of
2.7 index with a mean index of 2.3 and a standard deviation of 0.3. GDP growth rate ranged between -2.500 % to 8.30 % with a
mean value of 4.4160 and a standard deviation 2.2327. Exchange rate measured by the rate between Kenyan shilling and US dollar
ranged between 62.65 and 103.5 with a mean value of 82.03 and a standard deviation 10.

Table 1: Descriptive Statistics of capital flight, CPI, GDP growth rate and exchange rate

Capital Flight CPI GDP growth rate Exchange Rate
Mean -0.4147 2.3 4.416 82.03
N 81 81 81 81
Sd 0.3073 0.3 2.233 10.21
Min -0.9874 1.9 -2.500 62.65
Max 0.3627 2.7 8.300 103.50
Skewness 0.7344 0.4 -0.870 0.79
Kurtosis 3.0742 1.7 3.506 2.9

Source: Authors

The normality and the distribution of the variables analysis results are also presented in Table 1. They reveal that capital flight, GDP
growth rate and Exchange rate were normally distributed with kurtosis value of 3.0742, 3.5063 and 2.9160 respectively which were
close to three. From statistics, the kurtosis value of a normally distributed variable is always equal to 3.0. CPI was non-normally
distributed with a kurtosis value of 1.7000.0n the distribution of the variables as measured by the skewness of the variables, capital
flight CPI and exchange rate were positively skewed meaning that majority of its observations lay on the right of the average value.
The supported by figure 1 that gave the K — density of capital flight, figure 2 that gave the k — density of all the CPI and figure 4 that
give the k — density of Exchange Rate respectively. On the distribution of the variables as measured by the skewness of the variables,
the summary statistics reveal that the GDP growth rate was skewed to the left implying that majority of the observations lay to the
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left side of the average value. The conclusion made regarding the distribution of the variables as measured by the skewness and
kurtosis values was supported by figure 3 that give the k — density of GDP growth rate.

Kernel density estimate
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Figure 3: k — Density of GDP growth rate

Trend Analysis of the Variables
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Figure 4: k — Density of Exchange Rate

Figure 5 shows the trend analysis of the variables over the period Q-1 1998 to Q-1 2018.
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Figure S: Trend analysis of the variables
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Table 2 shows amounts of capital flight in Kenya over 1998 to 2018.
Table 2: Capital flight in Kenya 1998-2018

Year kshs Year kshs

1998 - 183,183,427.15 2009 - 5,057,659,357.81
1999 - 247,636,027.23 2010 - 4,868,731,345.73
2000 - 587,528,893.18 2011 - 5,384,626,830.06
2001 - 1,461,847,201.35 2012 - 6,965,421,091.52
2002 - 1,515,040,940.10 2013 -7,700,015,579.96
2003 - 1,777,441,901.22 2014 -9,250,364,167.98
2004 -2,046,931,341.89 2015 - 4,877,943,247.65
2005 -2,383,779,548.24 2016 1,857,007,141.48
2006 - 3,205,953,486.37 2017 3,527,111,441.42
2007 - 4,073,416,279.34 2018 4,426,982,562.92
2008 -4,472,811,899.14

Source: Owners Computation
Diagnostic Tests
Tests for multicollinearity

From the correlation matrix results (Table 3) there exist no significant correlation between any of two the model variables given that
no correlation coefficient is more than 0.8 for it to qualify to be a strong correlation (Green, 2012). From the results, all the variables
other than GDP growth rate are positively correlated to the capital flight.

Table 3: Correlation coefficients between variables

Capital Flight GDP Exchange Rate CPI
Capital Flight 1
GDP -0.032 1
0.7767
Exchange Rate 0.3188#** 0.1926* 1
0.0037 0.0849
CPI 0.0696 0.3491 *** 0.6553%** 1
0.5371 0.0014 0

Note the p — value for all the test statistics are in parenthesis. Note: ***, ** *denote significance level at 1%, and 5% & 10% respectively
Source: Authors
Tests for stationarity of data

Unit root tests were conducted to determine the order of integration of the variables prior to the empirical model estimations. This is
because estimation of the empirical model without prior knowledge on the order of integration of the variables would lead to spurious
regression results. Augmented Dickey — Fuller (ADF) tests and the Phillip - Peron were applied in testing the presence or the absence
of unit root in each series. The order of integration is summarized in Table 4

Table 4: Order of integration for variable

Variable At level At first difference Order of Integration
GDP Growth Rate Stationary - 1(0)
Exchange rate Non — stationary Stationary I(1)
CPI Non — stationary Stationary I(1)
Capital Flight Non — stationary Stationary I(1)

Source: Authors
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Optimal number of lags

The optimal number of lags was determined in order to establish the number of lags that ought to be applied when running the ARDL
model. Green (2012) asserted that the lag length selection test could be based on various criteria such as the Schwarz' Bayesian
Information Criterion (SBIC), Hannan-Quinn Information Criterion (HQIC), Final Prediction Error (FPE) and Akaike Information
Criterion (AIC). The overall results as presented in Table 5 reveal that the optimal number of lags for all variables is one, which is
significant at one percent significance level as evidenced by the respective p — value.

Table 5: Determination of the maximum number of lags for model variables

Selection-order criteria

Sample: 1999q1 - 2018q!1 Number of observations = 77

Lag LL LR df P FPE AIC HQIC SBIC
0 0.435 17.68 11.38 11.42 11.47
1 - 255.80 358.7* 9.00 0.000 0.211%* 6.97* 7.13* 7.32%
2 -252.34 6.99 9.00 0.64 0.02 7.13 7.35 7.74
3 - 249.85 4.98 9.00 0.84 0.29 7.27 7.63 8.18
4 - 249.85 4.98 9.00 0.84 0.29 7.27 7.63 8.18

Source: Authors

Therefore, the results for the optimal number of lags imply that when running the ARDL model, one lag is applied for all the variables
in the model.

ARDL Model
Overall Results of the Model

Table 6 gives the overall results of the model. The effect of the independent and control variables on capital flight was insignificant
at all levels of significance levels (1, 5 and 10 percent). However previous quarters’ capital flight significantly affected current
quarter’s capital flight. One percent increase in the previous quarters capital flight increases current capital flight by 0.904 ceteris
peribus.

From the coefficient of determination R — square, results indicate that 82.91 percent of all changes in the current quarter’s capital
flight is determined by previous quarter’s capital flight, current quarters and previous quarter’s GDP growth rate, exchange rate and
corruption. Only 17.01 percent of the total changes in the current quarter’s capital flight is determined by the variables outside the
model.

Table 6: Overall ARDL Model results

Sample: 199993 - 2018q1 R-squared = 0.8442

Adj R- squared = 0.8291

Coef. t [95% Conf.

Std. Err. P>t Interval]
Capital Flight 11. 0.904 0.053 17.19 0.000* 0.799 1.009
Exchange Rate 0.001 0.006 0.14 0.891 -0.011 0.012
Exchange Rate L1. 0.003 0.006 0.55 0.584 -0.009 0.016
Gdp growth 0.003 0.008 0.43 0.67 -0.012 0.019
Gdp growth L1. 0.001 0.008 0.18 0.855 -0.014 0.017
Corruption -0.114 0.177 -0.64 0.523 -0.467 0.24
Corruption L1. 0.066 0.165 0.4 0.691 -0.262 0.394
Cons -0.287 0.141 2.04 0.045**  -0.568 -0.007

Note: *** ** *denote significance level at 1%, and 5% & 10% respectively
Source: Authors

ARDL Model with Long Run and Short Run Models

The overall model was decomposed into the long run and short run models in order to determine the relationship between capital
fight and the determinants. The results are presented in Table 7. The results indicate that capital flight has a long run relationship
with some variables implying that in the long run they move together. First, the results give an evidence for cointegrating model with
the coefficient of -0.10 significant at 10 percent significance level. This implies that the short run disequilibrium in the models are
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corrected as a rate of 20 percent quarterly to arrive at the long run stability. Looking at the long run model, results posit that exchange
rate have a long run relationship with the capital flight at 10 percent respectively significantly implying that in the end they move
together as evidenced by their respective probability values of 0.095. The short run model upholds the results for the pervious overall
ARDL.

Table 7: ARDL model with long run and short run models

Coef. Std. Err. t P>t [95% Conf. Interval]
ADJ
Capital Flight -0.1 0.05 -1.83 0.071%* -0.201 0.01
Long Run
Exchange Rate 0.043 0.025 1.69 0.095%* -0.008 0.094
GDP Growth Rate 0.049 0.088 0.56 0.578 -0.127 0.226
Corruption -0.501 0.85 -0.59 0.558 -2.196 1.194
Short Run
Exchange Rate -0.003 0.006 -0.55 0.584 -0.016 0.009
GDP Growth Rate -0.001 0.008 -0.18 0.855 -0.017 0.014
Corruption -0.066 0.165 -0.4 0.691 -0.394 0.262
_Cons -0.287 0.141 -2.04 0.045 -0.568 -0.007

Note: *** ** *denote significance level at 1%, and 5% & 10% respectively
Source: Authors

Effect of CPI on Capital Flight
Correlation analysis between CPI and capital flight

The correlation analysis results for CPI and capital flight indicated a Spearman's correlation coefficient -0.1557 for CPI. The P values
is 0.1650 suggesting that CPI and capital flight were negatively but insignificantly related.

Relationship between CPI and Capital Flight

The results of the regression analysis extracted from the ARDL model are shown on Table 8. The coefficients for CPI were -0.114
and 0.066 for previous quarters and -0.501 for CPI in the long run. The p values were 0.523 and 0.691 and 0.558 for CPI respectively.
The results indicated that the previous quarters CPI is positively related to capital flight though not significantly, since the p values
are not less than 0.1. The current quarters CPI and CPI in the long run however were negatively related to capital flight but not
significantly.

Table 8: Relationship between CPI and Capital Flight

Coefficient Std. Errors. t-statistic P>t [95% Conf.  Interval]
CPI -0.114 0.177 -0.640 0.523 -0.467 0.240
CPI (-1) 0.066 0.165 0.400 0.691 -0.262 0.039
Long run
CPI -0.501 0.850 -0.590 0.558 -2.196 1.194

Note: *** ** * denote significance level at 1%, 5% and 10% respectively
Source: Authors

Hypothesis testing

The null hypothesis would be rejected if the p value was less than or equal to 0.1, 0.05 and 0.01. The p values were for CPI in the
short run and CPI in the long run.0.523, 0.691 and 0.558 respectively. They were not less than 0.05. The null hypothesis was not
rejected. The conclusion therefore was that CPI had no significant relationship with capital flight.

Effect of GDP growth rate on Capital Flight
Correlation between GDP growth rate and Capital Flight

The correlation analysis results for GDP growth rate and capital flight indicated a Spearman's correlation coefficient of -0.0575 with
a P value of 0.6104. This denoted that, GDP growth rate and capital flight had a negative but insignificant relationship since the P
value was not less 0.05.
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Relationship between GDP growth rate and Capital Flight

The regression results between GDP growth rate and capital flight shows correlation coefficient of 0.01 and 0.003 for GDP growth
rate in the short run, and 0.049 for GDP growth rate in the long run (Table 9). The results were extracted from the ARDL models.
This indicated that capital flight and GDP growth rate had a positive relationship both in the short and long run. The p values were
0.670, 0.855 and 0.578 respectively meaning that quarterly GDP growth rate and capital flight had an insignificant association both
in the short run and in the long run.

Table 9: Regression results for GDP growth rate and capital flight

Short run Coeft. Std Errors t p>t 95% conf.
-0.012
GDP 0.003 0.008 0.43 0.67 0.019
GDP 0.001 0.008 0.18 0.855 -0.014 0.017
Long Run
GDP -0.127
0.049 0.088 0.56 0.578 0.226

Note: *** ** * denote significance level at 1%, 5% and 10% respectively
Source: Authors

Hypotbhesis testing

The null hypothesis will be rejected if the p value was less than and equal to 0.1, 0.05 and 0.01. The p values were 0.670 and 0.855
GDP growth rate the short run and 0.578 for the long run respectively. The p values are not less than 0.05 or .10. The null hypothesis
was therefore not rejected. In conclusion, GDP growth rate and capital flight had no significant association both in the short run and
in the long run.

Effect of Exchange Rate on Capital Flight
Correlation between Exchange Rate on Capital Flight

The correlation analysis results for exchange rate and capital flight indicated a Spearman's correlation coefficient of -0.0289 with a
P value of 0.7977. This meant that exchange rate and capital flight had a negative and statistically insignificant relationship since the
P value was not less 0.05.

Relationship between Exchange Rate on Capital flight

The regression analysis results extracted from the ARDL models between capital flight and exchange rate are shown on Table 10.
The coefficients were 0.002 and 0.003 for exchange rate in the short run, 0.43 for exchange rate for long run. This meant that exchange
rate had a positive relationship with capital flight both the short run and long run. The p values were 0.891 and 0.584 and 0.095
respectively. This signified that exchange rate and capital flight had positive and statistically insignificant relationship with capital
flight in the short run. However, in the long run the p value of 0.095 signified that the relationship was statistically significant at 10%
level of significant in the long run. A one % increase in exchange rate would lead to a 0.043 % increase in capital flight.

Table 10: Regression results for exchange rate on capital flight

Short run Coeft. Std Errors t p>t 95% conf.
Exchange rate 0.001 0.006 0.14 0.891 -0.011 0.012
Exchange rate 11 0.003 0.006 0.55 0.584 -0.009 0.016
Long Run

Exchange rate 0.043 0.025 1.69 0.095%* 0.008 0.094

Note: *** ** * denote significance level at 1%, 5% & 10% and respectively
Source: Authors

Hypothesis Testing
The null hypothesis will be rejected if the p value was less than and equal to 0.1, 0.05 and 0.01. The p values are 0.891 and 0.584 for
exchange rate in the short run. The p values are not less than 0.05 and 0.1 therefore the null hypothesis not rejected and was adopted.

On the other hand, the p value for exchange rate in the long run was 0.095. This was less than 0.1 and the null hypothesis was rejected
and alternate adopted. In conclusion, exchange rate had a significant and positive association with capital flight in the long run.
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Other findings: Effect of Lagged Capital Flight on Capital Flight
Relationship between lagged capital flight and capital flight

Table 11 showed the regression results of previous quarter’s capital flight on capital flight. The coefficient was 0.904. This indicated
that capital flight had a positive relationship with lagged capital flight. The p value was 0.000 meaning that the relationship was
statistically significant. A one % increase in previous quarter’s capital flight would lead to a 0.904 % increase in capital flight.

Table 11: Regression results for lagged capital flight on capital flight

Short run Coefficient Std. Errors.  t-statistic P>t [95% Conf. Interval]

Capital Flight 11. 0.904 17.190 0.000%** 1.009
0.053 0.799

Note: *** ** * denote significance level at 1%, 5% & 10% and respectively
Source: Authors

Results and discussions

The first research objective was to determine the relationship between corruption and capita flight. The null hypothesis was not
rejected. The results therefore indicated that CPI and capital flight did not have a significant relationship. The main explanation for
the insignificant influence could be due to the fact that the fight against corruption in Kenya is bearing some fruit. Latest statistics
from TIs CPI demonstrates that the situation on fighting corruption is getting better. Kenya ranked 143 out of 180 countries compared
to its ranking in 2016 which was 145. Kenya’s CPI score also improved in 2017 to a score of 28 from the preceding 26. In SSA
Kenya ranked 28 out of the 49 nations that were surveyed. Kenya was also below the SSA regional average of 32. A higher score in
the index echoes less corruption and improved measures to prevent corruption findings that CPI and capital flight had no significant
relationship was consistent with findings reported by Wujung and Mbella (2016). The findings were also not consistent with the
political economy theory that supports a positive relationship between CPI and capital flight. The findings were also inconsistent
with the theory of Capital flight which argues that under situations of poor governance and bad institutional quality corrupt public
authorities take advantage to hoard personal wealth overseas.Several studies have also given inconsistent findings from our study
findings and they include, studies by Domfeh et al. (2018), Orkoh, Claassen and Blaauw (2018); Abotsi (2018) and Trabelsi, Kharrat
and Feki (2018) which reported positive relationship and Asongu and Nwachukwu (2016) who found a negative relationship.

The second research objective was to determine the relationship between GDP growth rate and capital flight. The null hypothesis
was not rejected. The results indicated that GDP growth rate did not affect capital flight in Kenya in the period of study. The findings
were consistent with findings by Domfeh et al. (2018) and Uddin, Yousuf and Islam (2017 who reported that GDP had no significant
relationship with capital flight. The findings however were inconsistent with several studies carried out by Forson et al. (2017) and
Bekele (2017) who reported a negative association and Salandy and Henry (2018) and Pradhan and Gourishankar (2017) who reported
a positive relationship.

The third research objective was to determine the relationship between real exchange rate and capital flight. The null hypothesis was
rejected and this indicated that exchange rate and capital flight had a positive long run significant relationship. This finding implied
that capital flight was sensitive to currency depreciation. Future expectations of a deterioration in real exchange rates would alert
capital owners to the likelihoods of impending currency depreciation and prompt them to send their capital abroad. The findings were
consistent the theory of Capital flight. The findings were consistent with findings by Pradhan and Gourishankar (2017); Cheung et
al. (2016) and Ahmad and Sahto (2016) but inconsistent with study by Egbe (2015) whose results showed that capital flight and real
exchange rate had no significant relationship.

Results disclosed that the relationship between lag of capital flight and current values of capital flight was positive and statistically
significant at 0.01 level in the short-run. This indicated that there was a tendency for hysteria in events of capital flight. This result
was in line with the studies by (Al-Fayoumi et al., 2012; Geda and Yimer, 2015; Ndikumana and Boyce, 2008; Nyoni, 2000 and
Forson et al., 2017). Collier, Hoeffler, and Pattillo (2001).

Conclusions

The findings of the study were that corruption did not have a significant relationship with capital flight. This implies that Government
should intensify its fight on corruption as it seems to be bearing fruit. All institutions charged with fighting corruption should continue
fighting corruption. All key law enforcement agencies such as Ethics and Anti Corruption Commission needs to fight corruption in
order to encourage capital inflows as opposed to capital flight. This study provides a contribution by providing evidence that
Exchange rate and capital flight had a positive statistically significant long run association. Central Bank of Kenya should adopt the
foreign exchange system that keep the value of the country’s currency as realistic as possible. The macroeconomic policies should
anchor the exchange rate volatilities and build more foreign reserves to stabilize the exchange rate. The findings of the study were
that GDP growth rate did not have a significant relationship with capital flight. Central Bank of Kenya should implements sound
macroeconomic policies, which stimulate economic growth since, increase in economic growth reduces capital flight and when
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combined with the other variables; they have a joint effect on the level of capital flight. The results also indicated that there was a
short run relationship between lagged capital flight and current values of capital flight, which was positive and statistically significant.
This research therefore, provides input to regulators showing that it would be necessary to devise policies that would prevent further
capital flight and generate capital flight reversal e.g. repatriation of flight capital to enhance the growth initiatives with indiscriminate
controls on capital outflow. The government also needs to enact a law-protecting Kenyans involved in capital flight to enable them
repatriate this stolen money back home which would indirectly go a long way to reduce unemployment and improve the living
standards of the citizens. The study used the World Bank method of measuring capital flight, it is expected that further research could
use different measures of capital flight and compare the analysis of results to each other.
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