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Out of Africa: Rich continent, poor people!
By Jomo Kwame Sundaram?

Capital flight from the global South is immense, with widespread adverse effects. A new
book proposes measures to curb, even reverse capital flight from Africa. It also offers
pragmatic lessons for many developing countries.

Out of Africa
On the trail of capital flight from Africa extends pioneering work begun much earlier. The

editors — Leonce Ndikumana and James Boyce — estimate Sub-Saharan Africa has lost
more than US$2 trillion to capital flight in the last half century!
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Sub-Saharan Africa currently loses US$65 billion annually — more than yearly Official
Development Assistance (ODA) inflows. The book’s studies carefully investigate natural
resource exploitation — of South African minerals, Ivorian cocoa, and Angolan oil and
diamonds.

T First published on Interpress Service, on May 3, 2022 at https://www.ipsnews.net/2022/05/africa-
rich-continent-poor-people/.

2 Jomo Kwame Sundaram, a former economics professor, was United Nations Assistant Secretary-
General for Economic Development, Assistant Director-General of the UN Food and Agriculture
Organization FAO) and received the Wassily Leontief Prize for Advancing the Frontier

Economic Thought in 2007.
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Such forensic country analyses are crucial to more effectively check capital flight. Outflows
since the 1980s from the three countries have been massive: US$103 billion from Angola,
US$55 billion from Cote d’lvoire, and US$329 billion from South Africa in 2018 dollars.

Capital flight has been much more than cumulative external debt. Annual outflows were
between 3.3% and 5.3% of national income. Nigeria, South Africa and Angola account for
the most capital outflows from Sub-Saharan Africa, with Céte d’lvoire seventh.

Resource booms

As governments get more revenue from natural resources, the fiscal ‘social contract’ is
eroded. When people pay taxes, they expect state spending to benefit the public. But with
more revenue from resources — via state monopolies, royalties and taxes — governments
become less accountable to their own citizens.

Gaining and maintaining access to foreign credit has similar effects. Developing country
governments then focus on ingratiating themselves with friendly foreign donor
governments to get Official Development Assistance, and on enhancing their credit ratings.

Hence, such regimes have less political need to provide ‘public goods’, including services,
let alone accelerate social progress. Thus, erosion of the fiscal ‘social contract’
undermines not only public wellbeing, but also state legitimacy.

To secure power, ruling cliques often rely on ‘clientelism’ — patronage or patron-client
relations — typically on regional, ethnic, tribal, religious or sectarian lines. Their regimes
inevitably provoke dissent — including oppositional ethno-populism and civil unrest, even
armed insurgencies.

Unsurprisingly, such regimes believe their choices are limited. Another option is repression
— which typically rises as the status quo is threatened. The resulting sense of insecurity
spreads from the public to the elite, worsening capital flight.

Exploiting valuable natural resources not only generates export earnings, but also attracts
foreign investments. One result is ‘Dutch disease’ as the national currency rises in value —
reducing other exports and jobs, inevitably hurting development prospects.

Thus, vast private fortunes have been made and illicitly transferred abroad. Ruling elites
and their allies rarely only rely on either state or market to become richer. The book shows
how both state and market strengthen private and personal power and influence.

Plundering Africa

The book’s case studies show how resource extraction has been central to capital flight. In
all three countries, the efficacy of fiscal policy tools — especially to foster investments for
development — has been undermined.

Outflows have increased with economic liberalization, as unrecorded financial outflows —
via the current account — grow with freer trade. Thus, trade-related financial transactions
enable corruption and capital flight.


https://peri.umass.edu/images/CapFlightAfrica-5-28-21.pdf

In Cote d’lvoire — the world’s top cocoa producer — rents initially came from supply chains
connecting farmers to consumers. Corrupt partnerships — connecting domestic elites to
foreign businesses — have been crucial to such arrangements.

Thus, natural resource primary commodity exports have enabled illicit capital flows. lvorian
cocoa exports have been consistently under-reported — with trade statistics of major
importers showing massive under-invoicing by exporters.

Post-colonial political settlements have given a few privileged access to resource rents.
With capital flight thus enabled, successive Ivorian regimes have been less obliged to
spend more on development or public wellbeing.

Due to the cocoa boom, the post-colonial ‘lvorian miracle’ ended when prices fell. The bust
triggered a political crisis, culminating in civil war. But the crunch also meant the country
could no longer service its foreign debt.

In Angola too, natural resources worsened its protracted civil wars. After these ruinous
conflicts, oil rents enriched the triumphant nepotistic regime. This enabled the control to
gain control of more, even as most Angolans continued to live in destitution.

Angola’s massive oil exports mainly benefited the small elite of cronies around the
president. They failed to develop the economy or improve most lives. All this has been
enabled by ‘helpful’ professionals who have enriched themselves doing so.

While benefiting its elite and foreign transnationals, Angola’s ‘oil curse’ has blocked
balanced and sustainable development of its economy. Despite rapidly depleting its oil
reserves, Angola and most Angolans have benefited little.

South Africa — Sub-Saharan Africa’s second largest economy after Nigeria — seems less
reliant on natural resources. Post-apartheid economic liberalization has enabled capital
flight as private corporate interests — especially the influential minerals-energy complex —
quickly took advantage of the new dispensation.

By under-invoicing their exports, mineral interests have been engaged in massive capital
flight and tax evasion. Meanwhile, business cronies have enriched themselves in new
ways, e.g., in the state’s electric power sector. Such abuses were exposed by the Gupta
family scandal, leading to then President Jacob Zuma’s downfall.

Stemming capital flight

‘State capture’ by politically influential nationals have undermined government regulatory
capacities with help from transnational enablers. Ostensible ‘good governance’ reforms
have enabled capital flight and tax evasion — by undermining ‘developmental governance’,
including prudential regulation.

Institutional environments, mechanisms and enablers facilitate capital flight, tax evasion
and wealth accumulation offshore. With often complex, varied and changing facilitation,
capital flight has shifted massive wealth abroad for elites.

Transnational financial networks have eased capital outflows — at the expense of
productive investments, good jobs and social wellbeing. Capital flight has worsened
financing, including budgetary gaps — aggravating related social deprivations.
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Wealth creation enhances the economic pie, but distribution depends on who appropriates
it. Improved understanding of such varied and ever-changing relations of appropriation is
crucial to effectively curb this haemorrhage.

Greater awareness should inspire and inform better measures to check capital flight from
the global South. Instead of the Washington Consensus ‘good governance’ mantra, a
developmental governance agenda is needed.

Hence, curbing capital flight is crucial for financing sustainable development. Checking
capital flight and related abuses — such as trade mis-invoicing, money laundering, tax
evasion and public asset acquisition by elites — requires well-coordinated efforts at both
national and international levels.

All researchers, policymakers and regulators will gain from the book’s forensic analyses of
financial, fiscal and other such abuses. International financial institutions now have little
excuse for continuing to enable the capital flight and tax evasion still bleeding the global
South.

Further readings:

- Ndikumana L. and J. K. Boyce, On the Trail of Capital Flight from Africa - The Takers
and the Enablers, Oxford Universith Press, 2022.
- Sundaram, J.K. and M.T. Clark, The Good-Governance Trap, Project Syndicate, 2015.

Selection of earlier articles on hungerexplained.org related to the topic:

- Official Development Assistance, a drop in an ocean of needs, 2018.

- Growing inequalities are a threat to world social and political stability, 2017.

- How tax evasion reinforces financial power, weakens public institutions and policies and
perpetuates dependence, 2017.

= Plundering Africa (Season 2), 2017.

= Plundering Africa, 2015.
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