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The economic and social consequences of capital flight from developing and
underdeveloped countries indicate the importance of this phenomenon. Capital
flight causes economic and political uncertainty and can be an obstacle to poverty
reduction, economic growth, and domestic and international investments. Also,
capital outflow and public and social expenses will decrease, especially in the
education, water, health, and sanitation sectors, and economic and social
inequalities will become more visible. Also with capital outflow, public and social
expenses will decrease, especially in the education, water, health, and sanitation
sectors, and economic and social inequalities will become more visible. Knowing
more about this phenomenon, such a study can help the literature on this topic in
analyzing the determining factors of capital flight from developing countries. In
this research, using the Erbe-World Bank method, the amount of capital flight was
measured for a sample of 24 developing countries during the period 2000-2021.
Then, to investigate and analyze the determinants of capital flight using the
generalized method of moments (GMM), the effect of institutional and governance
factors and economic factors on capital flight was investigated. The results of the
research show that inflation, sanctions, and economic growth fluctuations have
positive and significant effects, and the corruption control index and the economic
freedom index have negative and significant effects on capital outflow. As a result
inflation, sanctions, and economic growth volatility accelerate capital outflow, and
improvement in institutional quality and governance reduces capital outflow from
developing countries. Countries that are trying to prevent the outflow of capital
should review their governance structures and take steps to eliminate internal
corruption with greater institutional transparency.
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Extended Abstract

Introduction The case studies prepared in relation to capital flight from developing countries show some
important economic consequences, including that capital flight can be an important obstacle to economic growth,
prosperity, and poverty reduction, and by increasing the rate of social and public expenses, it affects government
expenditures (Peprah et al., 2023). The opportunity cost of capital flight for the society is much higher than the
individual return and brings economic and political uncertainty. This increase in the transfer of capital abroad causes
a current account deficit and suitable opportunities to make domestic and international investments decrease because
this capital outflow causes a lack of liquidity in the economy and increases pressure on the interest rate (Ndikumana,
2019; Johannesen & Pirttild, 2016). With the loss of resources, investment within the country has decreased, which
results in a decrease in the rate of capital formation. providing the necessary capital to prepare the country's
infrastructure and half-finished projects has been faced with problems, which weakens the capacity for growth and
development of the domestic economy and has a negative effect on the country's development (Nwolisa et al., 2023).
Various studies show that good governance affects the economic growth of countries, the lack of good governance
shows the inefficiency or structural weakness of the government.

Ndikumana (2014) considers capital flight as a result of failure in economic governance, and Ferdous et al.'s study
(2021) shows that with an increase in institutional quality and governance, capital outflow from countries decreases.
In this research, the data of the Global Governance Index (WGI) are used to investigate the effect of institutional and
governance indicators on capital outflow. According to the economic freedom index and its components, including
ease of doing business, rule of law, free markets, and the size of the government, which is published every year by
the Heritage Foundation, in its latest report for 2023, Iran was ranked 169th out of 176 countries. Although Iran's
rank has improved by one step compared to the previous year; However, in this evaluation, Iran is still considered
one of the non-free or almost non-free economies; Considering the importance of the economic freedom index as an
institutional factor in the decision-making of investors and economic activists (Tag & Degirmen, 2022), in this study
we will examine the effect of this variable on the amount of capital flight from countries. The country's economic,
social, and cultural development program law defines important goals such as economic growth, reducing the
unemployment rate, reducing the inflation rate, attracting foreign investment, and the like in the field of
macroeconomics and outlines the country's five-year horizon; However, the necessary condition for achieving and
realizing these goals is a correct understanding of the factors influencing the outflow of capital from the country, and
this understanding will help the governance system to adopt the necessary policies and measures in order to attract
foreign capital and preserve the existing domestic capital. Capital flight and the factors affecting it are of particular
importance. This research will explore the latter issue.

Method

In this research, the famous Erb-World Bank method is used to estimate the amount of capital flight, which is
modified by the residual method. This method was introduced by the World Bank and is known as an indirect
approach, and by comparing the sources and consumptions of capital inflow, it enables the indirect assessment of
capital flight. Sources of capital inflows refer to the net increase in foreign debt and the net inflow of foreign
investment. The consumptions of these inflows are related to the current account deficit and changes in foreign
reserves. If the sources of capital input are more than its consumptions, this difference is known as capital flight. The
residual method measures all unrecorded private capital outflows as capital flight. In this study, the amount of capital
flight from 24 selected developing countries during the years 2000 to 2021 was calculated according to the data
available on the websites of the World Bank, the International Monetary Fund, and the United Nations Conference
on Trade and Development (UNCTAD). In order to investigate the effect of each of the variables of corruption
control, economic freedom, inflation, economic growth fluctuations and sanctions, we defined an econometric model
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by considering the literature review and the theoretical framework and model used in the article of Okafor & Ede
(2021) and then it was estimated using generalized method of moments (GMM) and its results were analyzed.

Results

Capital outflow in response to economic or political crises is considered capital flight. With the negative effect of
capital outflow on investment and economic growth, the opportunity for the development of the country is lost.
Capital flight is associated with consequences such as increasing poverty, increasing debt, and financial obligations,
and can be considered an obstacle to economic growth and investment and hold the country back from its
development goals, as well as lead to political and economic instability in the country. It leads to the ultimate
reduction of the welfare of the society. In the present study, which was conducted to identify the factors affecting
capital flight, after calculating the amount of capital flight from the selected countries, to check the effect of research
variables on capital flight from the country, the econometric model was defined and then estimated. The
experimental results obtained show that the variable effect of corruption control and economic freedom on capital
flight from countries is negative and significant, and it indicates an inverse relationship between them in such a way
that by improving the indicators of corruption control and economic freedom, capital flight is reduced, although the
effect of the indicator Corruption control is much higher than the economic freedom index on capital outflow. Also,
the results indicate a positive and significant effect of inflation and fluctuations in the economic growth rate on
capital flight, and it is consistent with Okafor and Ede's study of a positive and significant relationship between
fluctuations in the economic growth rate and inflation and capital flight (Okafor & Ede, 2021). It shows the effect of
macroeconomic function on the decision of economic operators and other factors in maintaining their capital in the
country. In addition, the research findings show that the variable effect of sanctions on capital flight is positive and
significant and causes capital to leave the country. Therefore, economic sanctions imposed by international
institutions or other countries with specific goals to change the behavior of the opposite country and through the
channel of economic, political, and military weakening; can affect inflation, production growth, exchange rate, and
import and export with the crises and risks it creates in the macro economy and finally strengthen the motivations for
capital outflow from the country.
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Instrument specification: @DYN(KF .-2) OILR EXVOL TREQU TRULA
TVOAC TPSAYV TGOEF
Constant added to instrument list

Variable Coefficient Std. Error t-Statistic Prob.
KF(-1} 0.247661 0.012777 19.38387 0.0000
CPI 0.161895 0.032596 4 966735 0.0000
GDPVOLATILITY 0.132579 0.038348 3.457283 0.0006
SAN 2164195 0.300068 7.212358 0.0000
COCOoT -7.850928 0.789478  -9.944457 0.0000
EFI -0.344299 0.046721  -7.369254 0.0000

Effects Specification

Cross-section fixed (first differences)

Mean dependent var -0.026537 S.D. dependent var 7.005482
S.E. of regression 7.896558 Sum sguared resid 28933.01
J-statistic 21.32547  Instrument rank 24
Prob{J-statistic) 0.263312

Wb - ¥ )T (yg03T Azt Y- Jouz

Test order m-Statistic rho SE(rho) Prob.

AR(1) -3.105830 -13581.5.. 4376.140... 0.0019
AR(2) 0.114431 202.738089 1771.710... 0.8089
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