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Cnpital Flight i.n Sotithet Asia. 

movement in East Asia south
TLhi s paper outlines the capital flight 

of the flight and describingof hlong Kng, trying to analyze the causes 

the technique of flight operation. 

in Southcast Asia is a flightThe peculiaity of the capitil flight 

the flight : from other
from dev loping to developing counLries, unlike 

is more or less from developing to developed countries.
regions which 

bulk of the flighnt inSublt-sa*osntI.t 	 is, likely that the 

Therefore the conventiLonal method 
,.ent:er into any stati't"; cal 	record. 

clues from official records appearing in the 
of picking up quantitative 

i. not so reliable as generally be­balance of paymentsinternational 

aopect of the capital involved, if and when
lieved. The quantitative 


only.
for illustration purposesmentioned in this paper, is meant 

serlour
.7per nd ictc,Lc,-.Z th. fl ight prblo-n in Asia iC more

This 

hno .M both qualitatively and quantitatively, and Suggests
than generally 


the relevant national 
governments.
that the ultimate remedy should come from 


to be done in the
 
This is only a preliminary study. Much more needs 

and on a regional bases.
field work on on internationalform of organized 


Such field vork will demand considerable tact and imaginative technique:
 

on the subject matter is very difficult to obtain.
 
reliable information 

I. pitl Fliht as a World Phenomenon 

become a world problem,Since 1946, capital flight appenrs to have 

of any particular countryparticular phenomenonno more considered as a 

or region.
 

In studies of economic development, capital formation through. 
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iritcrrnLjoinl or 'ni:-' .o--;. It is only natural that both economists and 

state!: ;.n concerned tho question ih.,hy there is sose domesticrc with 

private cvpital lefiA frowi comttrics where foreign capital is invited 

to '0 in. 

The phnornon has beco,::e o oi.sturlin-g that de,;pite its emibarrassment 

to a number of -ovcrr...nts it 11: been digcus ;cd officially in the United 

report that "cap ital 1.ijit" 

Nations '1( it'; spccJ.:;cd ncics, On thc national level, the central 

bank of at. l,. : , ona ntional gav,,:, nt has pointed out in its annual 

ha. :.uscd the v:r-alJ. d1cferioration in the 

2 
bi.ance of : r:tonn. p 2y.ent s of t h couetry. 

Atho'.,h cr,qi t £ a: is fry.,nd in both t:W- developed and under­

developed c.I'itrjose, it: J the fl:,,h: fjom . udcrdcw) ;)ed (or "Olcvelop­
3 

ing") couai:5.J.e:.; th ,. h.c.srouscd r atten :nndot cone ncn. Studies 

On capitul flight fr LA.in and couni:ries have concludedLtin A!eica-i Afr'can 

thot such lliht is gerierally frcc.l developiing countries to the more 
4 

as the Unitd State:;, France, 'Switzerland, etc. 
C u trics 'iclhdeveloped 

This ,aPr is a study on the capital flight in Asia in general, and 

within the region of Southeast Asia in particular, which is characteristi­

cally a fli"lht from one developing country to another devcloping country, 

with the ritish Cro.n Colony of )Long 1Kong as the major recipient in 

particular. 

The fact that llong iong has been and still is the major recipient 

of flight capital. from other Southeast Asian countries, has been confimed 

by Hong Kong Government publications. A report of a bank-economist 
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of H: to 1ong Kon;, hankinw"app)oiu:t.d by th Cvuxr1..:nt fongW study the 

deserves pnrticu.ar attention.systcm and financial a.::Mct covering 1956-61 

ing i1e Hong Kong ns evideuccd by thetrumendoushlhe rap id growt:h of b Mar 

(time deposits grew over cight-fold and savingsincreas;e of deprsits 

mainly ascribed :i r,r nlia to
deposits nearly livCfold iQ six years) is 

"Substantial ii. 1ow of funds from neighbov'ing territories ... (:hich) are 

vho for one reason ormrain from ovnrreos Chinesethought to co., iW the 

a sa-fcr or more profit~ablc
anothr, consider that WEu Kong reprs'.ynts 

' 5 on the 1.964
hav:n tihan their country of x:eidonce. A ruview articlc 

of Hnng Wanlco mention th:t the L nual "W):.oua;
capiula]. em.rket 

cpita. inflow from overseas Chinese" ha: substantiallyamount of 

a het" found tl:n of Hong, :ng. 6 
sti n.t'lch ed the W'cr 

as the haven for fli[ht capital
After Oung Kong, Sing.: re coeas u,,:t 

in "in­.onoC:.. surpu.;from.nwarby counti.es;, esp:':.ialiy i" W.o, i~e 

tMu Sing, poru intein:ticnalvisi.', trannactions aad adjo.. t-aents'" in 

than 10 either of total imports
balancecf payent s has regiu.trod rmoro 

of Enlaysia in its 1963 .I:k.2il_or total exports. The CentraM Lank 

surplus as "a notable feature of the balance of pay­
has referred to the 

",7 
of Sinuwpor."7structure 

the invisible 

ments 

hon' are essentially trding ports,As Singapore and Hong 

conventional service payments.
and adjustment it:cmu nay include many othr 

have been flight capital? The
The question is: how much therein mny 


the official estimate, the
-i,.r. According toquestlon is hard to 

of Sing.pore for 1963 was equ.val.ent to US $876,667,000,national income 


item was a net receipt

while the "invisible transaction and adjustment" 

8 

the national income. For com­
of US $182,067,000 apro Otely 21% of 


to Hong Kong during the period 1948-55

the inflow of capitalparison, 

http:counti.es
http:pnrticu.ar
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9 
,
,:s;C:: Ji::to I , r , > 'oof the .,:.Lung a t ion l income.
 

.uy be everytody's guacs as rigard!; the percenitagcs of
A].thcwuh it 

o

fJig., t: c:.i.itin these items, both are la,,72 enough to i'arrent f.i:ther 

s;tudy. 

C,;pil:-i. flight is a planned action o2 an owner of .ealth to transfer 

asswts oout C¢ a coultry .'ngnly or i.ugal.l: , be.cause of fear of loss 

if the a11. r,uin, T i" the oneSouthent ,-a, following factors, or 

nore, arc -:-po;::iblc 

,A. 17 ' ' t.i 1 f ' 

Thi2U; c.'.se be corpolling, if fp,,ar, domestic. peciaJliy 	 the 

o 	 inte-rv l.ionl, iLvolv,cs the pocsibility of a drastic charge of government 

C O:... c :-:-.! C! .: !'.5"50,1 

B. Y'P : in
 

Uhrie th,_c i,,fear of inflation, and no adequate stock market 

facilities to V C as a hedge: doi:z'.Ftic privateu capital w.ill flow into 

hoardin:w gold or jc.;,i'iry, or other durable property and, probably in large 

ai'ouuts, Cscae abroad. In countries Vlliere inflation is rampant, all 

prj.vate purchac.s of forc.gn cquities and fo:cin currencies can be 

classified ,o capita] fl:Jhbt. Table I (C-mrparis.;on of inflation from 

1955-64) reflects a fai.rly accurate picture of capital flight in relation 

to the deg:-:ee of inflation (.'ith the c:nccption of Taiwerl for particular 

rcazn~)12). 1 re.a-l 


C. Di snnritv of TYchnu.:, T, tes. 

Continuing inflation causes disparity bettecn the official 

fi:.-ed rate of exchange and the black or free market rate (Table 1). 
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Tahi Ci; di:..ity 	 local eurr,.v:y and U.S. dollars as a mea:uure,the hetv:en 

fairly vell the degree of capital flight fromfigure; in Table I reflect 

those countries whose currcncies- depreciate most in terris of free ex­

chane, e.g. , hn:iunesia on the side of out-flight and Hong Kong on the 

side of in-f light (:cc section V following). Whcn 	 a national currency 
13 

a donestic resident obtains foreign ex­is overvalued ofi icially, 1-nd 

change through so: (.conce4aled mi.usuroe such as under-invoicing of an ex­

who]e or part of the foreign cxchangepoo';.;ly k:ill th:w 

abroad, thereby edfecting a u:pital ilight. 

port, he 	 :eep 

1). 1P01 c"', of C'].ii~ /I 

Sociai-ation mcan-; convc;'tin, p, ivately-owned capital into 

bee-n done aith or without co.r:pcnsat ion,public.y-ocurd. 'lu Asia, thl. has 

with or without c:r,' ngerin, 1:16- p.rsons of the owners;. To the o%.ners, 

:1. cou.ntr-e .. AsiaSOCi t).izz":t2on r',..r O.!o ; [ ,J..:,et '"t1ac . 

hve tone throuf,h 2astic ciza:j ., of gri.,-:zznnt and political structure, 

and thbe majority of theo, ;gig politic;'( parties claim to be socialist. 

Whether the capWigning p -"tics actually Cet elected or not, the threat 

of socialization has causcd flights of capital. 

h"vc sold thcl.r properties outright: or methodicallyThe owners 

doing, theymortgaged them az.. zaaniged to transfer tb, money out. In so 

their o.;n countriesgradually reizqui:;h the o;.'zirship of -rope)ty in 
15 

in other countries. The owners
and become non-rc.sidont ownes of capital 

often accept a bookkeeping , lo: s in eff(!ctJ.ng the transfer, but they 

loss th.ni the risk of losing all.reason, better sm. 

forei ners _(Policv of Ntionalism)E. 	 Limiting ouershi ri.thts of 

or control certainOften foreigners are legally forbidden to own 

have their rights limited.categories of capital (including laud) or 

http:eff(!ctJ.ng
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i, c c:::.it:'! by' c .icv ..:i": If':ctiv," c(;n.t:r7ol of loc;il cT ti ,ens. 

pol 1c'y :: y covc:r l n.L1ds of c pit:l :n, ll t:(cto . of indLI-trie.0 , 

or it wy be COV Cr:L;.'.n cntdgorir1; an. certain sectorsslectl:vc, cJn 

only. In Southz.st Asia only a Lew yezirs a8o iiost bmcoiness; ca.pital was 

eithcr oxaed by fc'EC i urs or by es tcbi i.dl c:nts r-!,,i!:tred in forcion 

count.lC:; . 1 In tha -hi"liNppu. , for e:<:mpie as soun Ls a "raitionalization 

policy" was duoptcd (1950;), th~re startcd ind continued "an tioending fligit 

of ' wiich tcz,:.as still cvidenice throug;h 3.961t1"for .


I' D r i.v I.'u'= ,;Lor_ 1:1 •
 

l all the countrir:s within t,: region of Southeast Asia, there 

arc r1";Jil :I"! 4 u or L igiaori~s viCo appear richer than 

c'y * Thes;e n]co:! . t ,'u have residcd in the countriestha iviorit-y 

for one ea:;on or auother, have Tiot become citizens.for gcP.raiou : 

f -, p1'1U:i.i 1c.eiy
Due t, t'he pcr, - or1 "a.wt-..(1. 

af :-urIM6, th , o iLi.c2 : :c been , -'i ;to ..... som or all of 

to the capital flight.1 8 
laintl, tlher,:by cc'ntributiivgtheir czi)ital out of the 

This is an old and general factor causing capital flight from 

many countries, hih incomae znd low incom;', in all parts of the world. 

In SouIJ icast .sia, tihe effect worked out curiously due to the newness 

of the incon:e tax system and the tradition l structure of the local 

businc's organization. First, many businessman did not report fully their 

income i;,h.n inco: .:, t.2:: ystcl:i!; w.Kre set: up until it was realized that 

heavy pcnalt-es vowuld be imposed if their un-reported wealth was dis­

covered. They thereforc adopted the policy of transferring some part of 

their c-)itial rogul]rly out of the country to avoid both the current tax
 

and the risk of pcnalties, ilncluding expcnsive and embarrassing law suits,
 

confiscation, and iiprisonincent. In time the capitalists discovered that such 

http:tcz,:.as
http:count.lC
http:Southz.st
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ev ::, I c. , t<,i door to reca.lii t1.-i fli-ht caitnl b tcause1o: l 


"hnw
i rcc.lled, th ' :c'n. T : .1-lI iurity ' -" ld "'!1 did you g't such 

money from broad"' Second, i,-.:ny bus.in!.,s; units in Southeast Asia arc 

orgat rI.:ac d on 5o] c.-u. rc-turs.hip or partnership pattcrns, and wany are 

fanlly concerng. Such orga tinns do not posso:os as a ruleV.z accuate 

cost accountiun s'-,:;tc:s; and, hom their traditiona. record,;, the taxablc 

inco:ume or profits n:' often a;ppar larger than it i!s in fact. After a 

certain amount of profit or c:zpital h:: been conce .. le or undereported, 

it: is difficult for th,.'i to rc.irt lat,,er because it 7ill invit:e-;a host 

Of e,,..,,trics, Ah crdi touu) .s, not cly concc.rti.n- the v:c:ount but 

also the source of the ca.pitAl. The tay out is "flight". Hong K.ong 

has beno,)Le the coinspicious 1hven of fliA.Jit capita], 1;.cuuse the govc]:n­

ment ncver qu : tha -;ou;-ca of c:.pi'1., za:-- thu tax inc. ,-., is muchtiLu'n; on 

lower than else.h.rci (e.g., 12-1/2, as cr,::rcd to /cOY in 1.aaysia­

Sing:o,pore). 

IV. C:' I.t:i. P!1 '.Ilt .t: (; F:'ci:aZ1 . :, r.ds 

For many casons, goverrr":clits vci:v s,ldo: officially admit that 

there is capital fi.ght either into or gc[,.og out of the country. All 

the governients in A!,ia have foreign-exchago controls. Capital flight, 

in or out, if it is included in official records at all, is hidden some­

where amongs;t the many items or the cowiit y's international balance of 

payments. It has been stated in official qua -tcrs that the over-all resi­

dual item calld "errors and onission" roefcts captal flight. But 

flights c-mn leave no mark at all in the statistics on w.hich the balance 

Is based. 2 1of payments 

Table 2 dep:Icts, the internationcl balince of payments of some Asian 
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coti:-trtu:; , :hich caa.be cr'nidcred vs L official view of capital move:n.nt, 

rc .r.1 pla:; ,-r ord.i Put: Lzk d.,ta r:y or r-ay not help us to form 

any valid ju.,i,::at:. It is vvcrybody' s guess as regards, fi:st, the accuracy 

of tLh staListicn; second, their relation to capital flight; and third,
 

the proportion of flight capital contained therein 
if any. 22 

Duspite the "eu-nu-f light, hear-no-flight and talk-no-flight" atti­

tudes of the govarnment;, ho ever, all of them know there is flight and 

23 
do :o;ething abut it.so80e. try to 

V. CQ W 0 W'O! W]:n - -icir'l p'st.:nn'tes
 

All cutimint..s on f2. jt capital are unofficial and subject to dispute. 

For instance, ucofficial c:.ti .ates on flight from lWtin hn.erica as a 

whole during tL.o pa; t d.ca:ne, had put it an an average one billion U.S. 

dolla.rs per anum, This wa challenged us exa gcratcd: a United Nations 

24 
report 7',--::. Wtna, U.S. d.larn 300 ril.o, per annm.w2 On the 

ot,..2 h:r.d, a nccll .tu."y had estima'ed that the neP capital outflow 

fromi Ven yuela for the yu. 1900 alone had added up to U.S. $483.6 

million. 25 The real question is: how much "fliglhi-" is contained therein? 

There ins ytt no such estim-ate for Asia or Southeast Asia. On the 

netional level, a figure which may or nay not serve as a reference has
 

been given by the Central Bonk of the Philippines: that the net capital
 

outflow from the Philippines had reached U.S. $23 million in 1963 and
 

some capital fliht.
2 6
 

U.S. $41 mill.ion in 1.964, which may include 


If this Philippinu iMght cnn be detected from the international 

balance of po.mens items in Table 2, it might be reflected from the large 

proportion of mi s entries in "errors and omissions," which averaged a 

net U.S. $48 million per annum.
 

http:dolla.rs
http:move:n.nt
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Taible 3 is co:.nil'd :ul prcnrentecd with thn view of, hopefully, de­

tectinn :.cmc of th- un '.codcl capital novt::.nts; those reflected in 

black iarket dca]in s for goods, gold and remittances. But these data 

can po:n to only a part of crpitol flight, since the bulk of it is 

belicvcd to have been conccaled by "operation invoicing" as described in 

Section VI below. The Table can be treated only as a faint shadow of 

the fli.ht operation. 

Comparing Table 2 and Table 3, however, the following analysis helps 

to confiya the gnc:n,:ra i;ngressiou of the fliht direction in Southeast 

Asian countries: 

First, the following counLries are problbly the recipients of the 

flight capital: 

(a) 	 Thailand: Tabl. 2 shows considerable c.ouuts of net 

errors Lud omisp ions With pl.us signs, in addition to 
the consistent :inus sigu under the monetary authorities 
itm., 

(b) 	 Japu: Table 2 depicts the same favorable indications as 

(c) 	 Taiw.n: The sn:a favorable picture, but to a lesser degree 
(see note 12). 

(d) 	 11o,, 1,.ong: It is ball vyed that the largest recipient as 
well -s the most i...ortant t:an:.it country of fliht 
capital in E:on; Konj, w*ae e dealings in U.S. cur:ency alone 

has renichd US. $3 willi,,n per da:y (see T.able 3). 

(c) 	 Malaya and Sin :porc: They are considered recipient and 

transit countr.',. Thce a..yan data in Table 2 are com­

plicated bWcausc they are interrelated with Singapore 

whose data are not includcd. 

Second, the following are probably the countries from which there 

was capital flight: 

(a) 	 Indoncsia: Whose item of net errors and omissions averaged 

a negative U.S. $20 million per annum in addition to the 

average positive trnnsactions by monetary authorities of 

U.S. $!10 million, making a total of about U.S. $60 million 

per annum (Table 2). 

http:t:an:.it


negaive errors (Tabl 2). ,nL , ... omisind 

it lec:may rofctipitalafmlghtnto otherea"periofina U.S. $25.2imillin trlingcunrenet -i eros an 

-r 
•~ ~~d Indii,",::ak: 

capitl 
Tabenc 2 shows 

mking u 
ail 

a vew 
verage.... 

totecal g 
thenfie-sd:.. 

oUS. iion.." 

negalle eorseanlly."~ b(ahe ) 

Om fissis an: decrase of U.S. $32.7z iionrvt in: moetr 
gl i or i olegtlly. 

. ... 
(e) 

non wogich my rnflectht socialistutflow. Rtry, oe s 

markegt curncy d~erein-sisatforpial ei eptiatoteulcned 
Bue J'1dlThefindr ,:aio ia Bsm makes any eJcstmt 

do tealr . ATh-ftit o cidoi:fu.theiti of itenatioaled i c­

siemableccapital fliht to othier terin conribe 
(seeim fnot s16). o.in n icetoifowcnb 
sumIdas agle how n ava nnualha avre uiw, te ive 

. 

sfide9a6 pimal nith a armllth s larete ps oni oa 

foreital funds arout. w;itha, view teaingfloss iat isa ".. 
onlysu slag tor cnlare thath soilstcut ufo,, bems. 

dlreoed­oftioalaln otflw. Isisie is 


In conclusion, it isnnecessary to point out that there is a paucity 

Of irtforMation. For-instance, neither Table 2 no Table 3 can indicate 

the position of Pakistan, Knowing the techniques of "flight operation", 

this paper is varyof suggesting any quantitative conclusi o n at this 

stage. 29
 

is elv ,Cbaptll Flothlt. 

There are dofferent ethods knw to be einployed in flight operation 

which chnge according to circumstances. following the min 

VTl., t thof, 

i The are ones: 
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Certai, flight, though under different rai-es, is officially 

recordCe, ,,nd lc 'Jly kno'n, Ow.ither the gov'errt;ent looing the capital 

like.s it: or not. 1t.is is fow:id in pijrticular among countries belonging 

to the 	s::!C cu:rc'y-.bloc ,he:e cmpifallistc c,%n tran:; f r their funds 

&it. the ofr:'.cil .at2 of Fchange.or instnnc:c, Eong anv:gmidfreely 

London iaxe been the r;ecipient:. ol. fgh* c;aita3. frc:¢m, many Asian.;t,:l lag 

'c, haow much oI te fli'.hIt cq'itz I c,.1.ains in h gbloc cc;,t -tir-. .u.-

Kong and London i', another qt,'aon.30 (...... Offiiiele" m:iy ,'!.so 

include a cortair pord.cIn of "flight cap.:ct, -. in tran::it:". )For exa:.pe 

cpital ".on!ndc s.a, t:he Phi'.U.,piu: ald the f :Ir ndo-ChiIna 

States :hi-ch has c cod to .iIim:e Ba;' .,, i.org Jong, etc. inay 

Tokyo or .cwYork.31 
turn up i.n L.ndo... 

his kv;i 	 for a lcn1gThis categ*ory of operzti on b !ol..n to exist 

time. . crr .. to otl; .ropcratcias, the n:,zunt of fli.ght capitalho..vr, a,-c.d 

as dei--d l.croin, be insignificzint. Cipital e:ployec ininvolved, 

smugglinm is used pr,:ilarily as w:orking c:-pital in the purcchase and sale 

to "escape".of contraband. Cow,:;equntly, it: is not L0_vnerally m1otivate.d 

flight capital 'ill resort to this operationFor the following rca:ons, 

only as the last i,:::asure: 

(a) 	 Smu:ggling local banknotes of the country is not very use­

fligt: ba .note; ar0 bIu!h'; While thIe physicalful for cffccti.n' czw.it_.l 

as from
risk involved is enoimous, not so much from discovery in cu-stoms 

theft. 

) ....g!ing foreign ba nknotc,,; out of the country is also 

that the holding of
limited for tile 	 ,"'re. rea::ons, in addition to the fact 

http:qt,'aon.30
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for ,i. bh,.":t:r .L.u.'miJ v lle 11 in i-ha: countri, s of residence, 

(c) ,:8u',gliug of -,Ad and jewc: i:y out is limited for the 

same reason., and .t is diffi.cult to li.,.pose of as a regular operation 

for f].-.ht purpo 3c2;. 

This opcration tr an..Jcrs the funds fro-m hand to hand at both 

ends. '.t,transfercr pays tci intc-mcdI.ry in local currency according 

to the prnwailiii b.k uarr:":t: :ate of r:z'change, x.hile the transferee 

rcceiveos it at the other cnd in local cuw:roncy. To cat,re that this 

tranX.i:fr will )..eavc no trace in any record of capital i.ovcment, both 

33
band, hence the namre3curreicie.s ae l d)..d in eash from hand, to 

Becau:;e the cal itz.,olvCd at bot-h en6 s is t-he legal tender, there is no 

risk o)' ,nfic.t.i. even if: caug;ht red.-h.m.rded. Thi,- operation can 
1,
 

reach a m.llion dolTar.-s in onr, deal. The techniq: D of operation varies, 

but the paymnutr in Ioration .-" tra.mit:cA usunlly throu[;h codes ,specifi­

,Incd the can 

the retlar ch0i.:" of :e;>icatin inuluding post, cables, radio and 

cally d( L f,.: opm;7.tLjon. Such code.; be transmitted through 

35tel er.:.:r or tel c;,ha:es. 

Op,_ra'.t>m ici: .soJ~
) ?. Vnv.. 


This technique i.s the king pitL of the whole operation and is 

rcspc ns .iA ! for 'Lhe largest volue of capital flight. It may or may not 

leave any trace of capital wovcment in the balance of international 

pay;y it,. A:- .o:;, z;,there :i s international trade c-.ploying the pro­

ccdure of invoicing, there wi.ll be such a facility available for flight. 

Exporters can arrange flight out of the country by under-invoicing 

their e::Sort". 5:uch flight will neithir b recorded in the errors and 

omiSsion.s item, nor leave any trace in international payments under the 

http:intc-mcdI.ry
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t',.,':Ie iten. Thr1't r:' .'At: "re: (M) the e:port sta:tistics of the 

coUintry acr'' "und.;LrccorVmd', anrl 5nv.! tment by residents abroad is "uuder­

recorckd", 01h lo (ii) t!", inport st-i'istics< of the reciplent country 

are al.co "tuderrc(coycitdt". The only fact which nay reflect the flight 

is the assets r':mainirl, in the recipient country either in the form of 

cash, gol.d Lws :;ou'i' tuclzed :'. y iin safety bo,,:-s, depos;it.; in va ';.Con:'. 

banks in various form-s ,unidir variouw; nanes (or vi.rious nt iJers), secukiities, 

or real estatv anrd ot:,r ois o c'pital. 

Inport-:s can Mr.;c niugt )f!f the country by ovc"r-.iuvoicilm:; 

the goods i;)orted from abroad, th,::cby transfc ,:c:ing the o\:'er-invoicud 

amount to the country c:-.porting thb_ bocds. The transfer is made through 

normal banki LVprocedu;:-ez by payinw, the amouit ,stipulated in the immw.:d 

bill. The official iii.port £t:atist.cs record, for instance, an imported 

value: of 1-0 ' . "IJ e t., . . c of thL :, ort:c . ,.c'd 

c'niounts to 9 million do",.." ihc overinc.Cd ciiffere, of a million 

dollars can be kept abroz:.J as fli-.z cwp:.tal. Both methods of invoicing 

can b done -i'wly and indepcndontly or ',evcrnlly wnd jointy, at the 

same tie or at different tirms. The official I:rade statistics appearing 

in the intern:al:ional ba) ,oce of pxyr.nts xi"l therefore p .esent an in­

37 
accurate picture of the true value of inmports and exports, and capital 

flight will not appear. 

It is to be noted th.at these methods of operation arc not exclusive of 

each other. Profession:J! iutor.:i- diaries are \:ell organized, utili-ing 

the most :ppropriate conbination of techniques to arrange inward or out­

ward movement as the situation warrents. On the whole, official efforts 

to stem the flow are to little avail. 

http:overinc.Cd
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%IT ir~'or r~cmn1 M~ 	 Flight?o1itis' -tc Cail 

agenicies providing aid and investment in the formwInternational 

countries often find the paradoxicalof capital inflow to developing 

time. In the case 
phenomenon of dormetic capital flowing out at the same 


high as
 
of Latin America, capital flight is believed to 	have reached as 

In Southeast Asia, thecapital flowing in.one-third of the foreign 

higher bec'ause whffiile there is a sign of continuous 
---	 p o a 

-

are no signs indicating that the former colonial.,flih,h yet there 


the region. 
3 9
 

financeare willing to 
Europein powers 

When international agencies borrow from international 
markets to 

a 
finance some economic development projects in Southeast 

Asia, it is 

discover that purchasers of the international bonds had in­paradox to 

banks either originated in Asia or whose maincluded some which were 

in Soutieas:t Asia. :0
 
operatingItheatre is 


of the factors cauuing capital flight, it is fairly
From the analysis 

that the remedy lies with the notional governments: if they can
evident 

manage to create political stability, stable economic 
policies that do
 

freedom
 
not threaten segments of the population, realistic exchange rates, 

transfer capital, and taxes well-enforced and at levels near 
those of 

to 


relevant other countries--if all these pleasant conditions are achieved,
 

then capital flight will decrease.
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n r of? 	 Slectkd Asin C0,1trieisThbir, 2: 

Trzide 	 rrivate Co-,melcrciail Monetary NetCount,1:5 	 Year Ptiv;.tc 
Bal'ance. Transfer Capi~ta]. Bank Assets 	 Author- Errors 

ities Omissions(Goods) 	 N.I.E. 

2 -121 -14Bulrim 1959 124 -13 17 
(mniliion Kyats)31960 8 -13 4 -8 30 3 

1961 93 -15 -13 -31 46 -45 
-2 -22 -225 221962 182 	 -4 

-46 	 -101 22 
_______ 1963 231-------------68 


3
Ceyloln 	 1959 -183 -56 2 13 96 
-10 	 188 30(million Rupe-	 1960 -203 -31 -5 

7 	 -20es) .961 -83 -30 7 106 

1962 -145 -30 -2 4 70 31 
: -34-	 -~ 8 -- --31913 'i3~ 

29 ---	 7 1Tajw:mn 	 1.959 -1.07 10 
19 1(mill3.ion UIS$) 	 1,960 -122 6 45 

21 	 -38 21961 -134 	 14 35 
15 13 25 6 -.21962 -110 

1963 -?!j 14 -353.2 110 

-430 -321Ind ia 	 1959 -3,03 490 -108 40 
(willion Rupe- 1960 -4, 304 390 -34 2 357 -107 

es) 1961 -3,576 349 -48 6 278 4 2 
-45 	 684 -891962 -418. ' 338 	 i582! :: •. •!. :';:i-i h fi:i. >S-:'Y; t% . :i.:"
 

0 3 124 17 -110 -408
1963 -3 

19 59 235 ---- 1 -32 -110 -23Inoaa 
-68 -3
(millionl US$) 	 .. 0 132 ---- 20 -28 


1963. -290 ---- -11 -63 231 4
 
46 -42* 11962 -26 ---- 12 122 

1963 	 99 10 -33 98 -38 

150 -11 -3116 -139laya1960 902 	 -240 
-149 -89
(million 110 	 1961. 52C, -235 103 64 

-61 	 -7 ­ex:c~vdiig 1962 311 -204 	 156 

104 10 13 10
a.963 -214 


PaIj.t;V '.n 1959 871 4 25 22 -390 16
 
.Sj. nore" 	 305 

-101 48(millilon Rupe-	 1960 792 -3 38 31 
9 138 -12 	 288 -33
es) 	 1961 -1,184 


1962 -1,365 8 100 -9 -31 -50
 
-23 -197 -123
1963 -2,137 40 345 


58 -22 -48 -59
Philippines 1959 6 81 

(million US$) 1960 -44 80 73 5 -25 -35
 

12 	 70 -311961 -112 75 -24 
1962 -3]. 78 -47 -12 -9 44 

-1611963 109 22 -3 -12 	 -66 

(Continued next page)
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Table 2 (otnid 

1)riv, Itc P)i.i :~ Con,'crcia1 H'oncfly Nect
Coumtxy yca r T c 

itier! 0mission.,;2 0 4. -- N. I E~ 
1.8 -2.3 -6 9.9...


ilnd1959 	 -67.0 3.1 
-41 28.40.3 -3.9
(million US$) 1960 -42. 4 2.5 

35.7 -10.1 -83 9.61963. -6.6 4.7 

-69 16.6
1.962 -86;8 5.1 71.9 1.6 

-52 28.8
77.4 -13.5
1963 -142.7 7.0 


Viet N:Mq 1961. -201] 8.2 0.7 -6.4 41 1.8 
.22 -0.312.3 -2.8
(miliion US$) 1962 -220 9.5 

... 22 0.5
1.963 	 -224 •14.,2 1.6 0.7 

-29 -43 -175 2011959 31. 15 
36 - -2073 179 -12

(billion Yon) 31960 97 
-7 -83 	 146 71961 -201 21 
92 -31 -82 21962 145 20 
212 -158 	 -87 22
1963 -55 14 


for Asia nd t:Ia (Bangkok: U.N.,Source: Economic Survey 
aind 1960 data, pp.2l 8-2 2 0 ; and Annual 1964

ECF), AnnualZ962 -or 1959 
not includefor 1961-1963 data, pp.2 6 7- 2 68 . l.ote: The ECAFE data do 


11ong Kong and Singapore.
 

L!
 



Country Estimated Value Rglatdd to Capital Flight 

U.S,$million lteim; of million)-(U.S.$ 

IMov ome n t 

Burma $ 6 Currency and imported gold. 	 Knownto have in­
creased after 
1962 (value not 
known) 

Ceylon $ 8 	 Payment for imported gold and capital flight. 

(10 for 1961)
 

$-J.0 Daliigs n crrecy.reached 

Indonesia $ 3 	 For currency only. 
(Other not included.) 

($25 for 1961) 

Kovr!a (South) 4 	 For ii,,,port**expo).t only. 

PaiIa n $ 30 Currency and gold iported. 

Philippines $ 60 Currency and gold imported. 

$50 
cmillion to US 

alone for one
 
time (exact value 
not known). 

Believed con­
siderable, had 
reached $40 illion 
to US alone at 
one time.
 

(not knownm exact­
ly) 

(Not known). 

Not kno exactly, 
but Central Bank 
reported net out­
flows reached 
$41-56 million for
 
1964.*
 

Vict Naml $ 14I 	 Currency, imported gold, and capital flight. 

Source: Pjick' s Cn-urev Ynmboo!k 1964-65 (New York: Pick Publishing 
'eort of CeintralCompasny, 1965), except" frocm tho 196!4 T'u*l the Bank of 

the lhilipines, pp.6 and 98. In addition, active movements are known to exist 

in Cambodia, Laos, Taiwan, Bangkok, Japan and Singapore. Hong Kong is 

generally considered to be the "recipient" country whose daily dealings in 

U.S. currency averaged U.S. $ 3,000,000 and gold U.S. $ 500;000 (Pick, oP. cit.) 
Officially Keced gold as quoted by the 1965 -honr, 1,"onf.fang Kong ii..orts 
Economic Annual (in hinese), Part 1, p. 186, amounted to a daily average 

of approximately U.S. $90,000 in ].964 (long. Kona Economic lerald, 1965). 

Bangkok, Singapore and Japan are also the "recipients". it is believed there 

.is considerable private capital flight from Southeast Asians in Switzerland, 

U.K., France and the U.S. Taiwan reported that the overseas Chinese 

investment (essentially outflow from other Southeast Asian countries) came 

in 1965 to U.S. $8,800,000 (Chinese Ministry of Economic Affairs). 

Converted to U.S. $ based on free market rate of exchange. 

- , . . . . . . . 



1. Ca:pj.t'- f.,i,.ht is consideAQr(ed as Lhat portion of privnte ca'pital. 
oul.flow that ),ayes,, the Cuiiutry ,ith Lthe purpose- of: ",avoiding an antici­

p-ted loss": i~. that whic~h posscsses an "oC"'api,,t iaotivc. Copital 
rnm;itted out ior: financing normal-trade, debt paynen ,et cis not 

rinciiudcd, iO arc. overoea residotto' r emittances back home to support 

failies includud. (1$g. "uch remnittuances from Singapore .and Malaya to 

India and Ceylon were recordud in 1956 at U.S. $7,000,000 and to Mainland 

China it about U.S. $4,000,000, altliough renmittances ffr0mI Indonesia to 
China wocre not a:ecotded and, as a rule, went through the sam channels 

as fighIt capital.) Flight capital nay be originated from within or 

without the Qner's country of residence. Regardless of whother or not: 

it is recordcd, as long as its owner prefers to transfer the capital abroad 

just to avoid possible loss, it is treated as flightcapital. Cf. Arthur 
in TostwarBl.Oomtield,: ,11)culative rnd Flight: overnts.. ol pital 

also Note 2 below. 

2. See, International Monetary Fund, Flow nf Private Capital Fron 

Dlo ~vopedintri, for the United NationsC prepared 
Mi1rch-June,194(lCN.Con ferecice on itaeadDv omn, Geneva, 


46/20). The document conctudes with a passage from the Fund's 1963
 

Annual Repo9:t:
 

"The recent rise in the flow of total financial resources from the 

countries to the less developed countries appears toindustrial 
have been offset, to some extont, by increased outflow of domestic 

.. from these countries, which i sonme instances_ has had thecapital 
has reached substantialcha7:ncter of a capital flight. This problem 

area countries andproportions only in sein of the overseas franc 

in Latin Amn:rica. I,n both groups of countries, the outflow of 

capital seems often to have been related to political events or un­

in q me countries hascertainties, although, of course, inflation 

also been an important factor.. The establishnient of national 

in sonie of the formc!: French colonies has been accom­governments 
panied by a large-scale em..rat':. of- Europeans, but there is no 
statistical basis for apprain the magnitude of the capital move­

ments accompanying this migration. The outflow of capital from 

Latin tawenrica has aroused much public attention, and there have 

been sorae very high estimates of the total. The informatiodavail­

able to the Fund suggests that this outflow (much of ,:hich has been 

in spurts) may have averaged about $300 million annually during 

third of the inflow of new private in­the fifLies (or about one 
seems to have been somewhat larger duringvestment capital). It 

the last few yers." 
"Pow Much Capital Flight from DevelopingSe, alno: Poul I-ot-Vadon 

- cl, -I- (!arch 1965). The author, an officerCountries," Vi,1 
of the Research and Statistics Department of the Fund, notes, "the mag­

of private capital from the developing to the developednitude of the flow 
most difficult questions in the field of inter­countries is one of 	 the 

in somenational payments. 	 Nodoby would question that this flow has 

areas of the world been very large, or that it de­peri.ods and in some 
erves serious consideration,.." (p.25). 1964 Annual Reort of the 

http:f.,i,.ht


UmIr~l.I3,~ or,Ct i ~n' ~ai For theo year 1904, the "net 
t~lc~L i:;~cdto be ~/lmillion, and for 1963,~Tw.~~ U.S. 

:2U a foroign iv i~n'aotnat U.S.$3 Lli'.T 'i 
$3 m illion foi: 10 64i(p -9 Recasons given for the "capital flight" 
and outflows included spc-eculative flurries, invisible disbursement, and 
payment for SMuglcd10( goods (p.6). 

3. For instance, it is said there is considerable U.S. capital
 

remaining abroa inature of flight. But this is considered helpful
 

to the recipiert ind developing countries. Dr. Franz Pick, author and
 

publisher of GPi!,s
urrenev Ycirbooi (see Table I and Table 3), has 
(not including " normaletst,,mated in '1965 that the total capital flight 

reached U.S. $18-20 billion. Frominvestment) from th U.S. might have 
personal iscussion with him, I gained the impression that the recipients 

of such U.S. ccpital included 1e::ico, Burmuda, banon ... Wstern Europe.and 

* The causes of the U.S. c; piLtal flight included, in particular, tax 

(July 14, 1966).
 

4. In addition to documents (1) and (2) mentioned in Note 2, see 

also M.F. llassan. "Capital Flight: Venczuela 1958-60,": Inter-Americnn 

Econom:ic Affafi:s, Vol. 17, No. 2 ("1963). 

lon2 Kong:5. H.J. Tomkins, Report on the Y'on, riankin, System (11ong 

Hong Kong Governmannt Printer, 1962), p.I. Similwcviews are found in 

o. and Fin:-oce Directory 1964 (an annual 

of fl a, publication of tlo Hong Kong Government). The analysis of the 

balaze of tr..; of. gl'o ng ehauant: 113 " ong Kongtcbtg 
a concernco u;gistently adverse balance of visible trade is not matter of 

no pa-ynt boundaries.. the adversebecause, in a mnse, the Colony has 
balance is necessarily made up by income on invisible account--remittances 
from Chinese people resident overseas,-, echange, shipping and insui-ance 
profits, ex:penditures by tourists and military personnel either stationed 

in the Colony or on leave, and in recent years a substantial inflow of 
capitzal from other Far Eastern territories" (p.1.l). Also see, The 

l101n I?,. 1965 (an annual Government Report for the year 1965, published 
Bong ) 1,by the on ,overnment, 1966). Cha.pter in reviewing the general 

situation, pointed out that incidents such as a run on the two local 
banks in January 1965 could not harm "the Colony's reputation overseas 
as a banking and business center", as evidenced by the fact that "money 
was continuing to come in from Southeast Asia and from elsewhere." (p.8) 

6. Snecinl Fdit:ion on 1965 Hon. Kwong Ba3nkinr, (Hong Kong; Economic 
Herald, December, 1965 in Chinese), p.3. Further evidence includes, the 
financial ne::s p'ublished daily by Singapore Nanyang Siang Pau and Hong 
1Ken[ ne'pz;,; (in Chinese), "Quotations in the long Kong market at the 
clos;ing hour of business on 19 February (Saturday) 1966 included the 
following: To US TT $].00 at }1K $574.75; spot (banknotes) U.S. $100 at 
11K $573.50; gold (bar form) of 945 at 11K $263.37 per ounce; to Amoy 
(Mainland China) TT U.S. s100 at H1, $563.50." "Iong Kong offered a 
secured refuge for nervous capital, a steady flow of money from center 
after center kpt entering the Colony as unrest kept breaking out in other 
countries," and "the existence of the open market (for U.S. dollars) in 

http:UmIr~l.I3


Soth Gi81$ 	 - 4- 15-,-our 63 and00 ey 

3 Lumpur: Contral. Bank of 	Malaysia, En­/. AnMnu1lRcpO'tL 96L cl 
glish Editio). From -the sttjstics of the -Governtent'of Sing:ipore 

cover~ing the foul: years of 1960-63 inlsvSngpr' oa imports 
U.S. 
were equivilent to U.S,.S4,814,O0O,00; total exports were $4,016,200,000; 

to U.S. $499,700,000 being 12.4%while the total invisible inflow amounted 

the t6tal trade deficit amounted to
of e::ports or 10.47 of imports;. 	 !As 


U.S. $797,300,000, tha invisible capital inflow had reduced 
the deficit
 

to

by 62.67, (TheU.S..dollar conversion in by official rate of U.S. $1 

Singapore $3). 

to- the Government of Sinp, pore Is Economic Development8. According 
e st-Imatto t..l-.n.tioniai.in com- e- i ao d ..

B6rd -AII.IITh9
8--for 
For receipt of invisibles, see
1963 was l.ocal currency $2,630,000,000. 

p.22, which gives an estimatethe Central. lBank's .,oport citcd in Note 7, 

of $546,200,000 (U.S. $182,067,000) for 1963. 

The Tc:onomic Growth of Honfg.'one,9. 	According to E.F. Szczepanik, 
Kong(Oxford: O:ford University Press, 	 1958), p.83, the total Hong 


year period of 1.948-55 was about IM,
national income co vering the seven 
period 	 received$18.1 billion, while during the same Hong Kong had a 

total of )1K $7.1 billion as "inflow of capital from abroad plus net 

balance. of invisible earnings plus net balanca of governmental and private 
capital inflow.transfere", iiuwevr, this Ds ,p.csedly the "recorded" 

10. 	The "refugee capital" from :Mainland China to Uong Kong during 

at least U.S. $1.67 million in that1949-50 was estimnated to have reached 

one year, Wong Po-Shang, The thfl,:fCY~nesc Camtal into llon. ),on-

Since 1937 Kon: Press, 195), p,5. There arc mauy(Hong ai-;. 

different estimates on the capit'al flow to Hong Kong during 1946-60, but 
as
all the estimates include capital from different count:ies 	as well 

athe normal family remittances. All estimates agree tha. there is 
more orcontinuous inflow of capital. from-overseas Chinese to flong 	Kong 

less in the nature of flight capital, but "in the absence of many statistics, 

it is no: possible to assess at this moment...while the range of magnitude 

(of flight capital)of the suns involved is knwon, the precise. amounts 

are yet. to be revealed or may never be," T.C. Lee, "The Economy of Hong 

Kong Since World War II," Syi ,noVi.um on Economic and Social Problems of 

edited by E.F. Sc.zpanik (Hong Kong: Hong Kong University
the Far East, 
Press, 1962), p.176. 

11. A systematic treatment of the subject of inflation, capital flight 

and gold movements can be found in Pick's Currency Yearbook (New York: 
Pick' Publishing Co., 1955-65). The relation of stock market to domestic 

capital accumulation can be found in Richard Hooley, Savings in the Phili­

ppines 1950-60 (anila: University of the Philippines, 1963), pp.65 ff. 

reasons may be attributed to the following: (i) the rapid
12. The 

rehabilitation and development of 	Taiwan after 1952, with an average annuul 



T4~ grovl,:h i.n national incomo.1 recoirded in the past decade; (ii) the economic 
1 poP'Lticl Ltbiy u o the ,. d ".1d U.S. policy;J110 0010goPoli tiCS 

investment alongWH~) p2otuctivv nd positive policy to invite. foreign f 

the conventi.onal capitatlisti.c lines, and (iv) as an outlet (haven) for 
some of the flight capital owned by overseas Chinese from other Southeast
 

Asi.an countries. The Minitryo Economic Affairs announced that from 
1951 to 1964, the total investment capital in Taiwan industrial projects 

coming froi abroad was U.S. $1763 million, of. which $114.6 million was 
from "overrieas Chinese". Sue 1966 Yearbook of FIr Eastern Economic 
Review (our Kong), p. 320. 

13. For example, the following market analysis was reported in a 
Singapore paper (NLnviani, on 13 February .1966: "Due to theQ Sian, Pau) 
official over-valuation of Indian rupees, India was losing her gunny-sack 

market to Thai exporters in Sing.',orc, the price quated was local $1.35 
...... (16ial.us$.28 per ua.._It also -reported that" 
to the disparity of official versus free e c:cange rates. of the rupees, 
there have been more and more SinaPor e imports of gunny-sacks though 

s;pecial 1r1nge0ent. from India, the-refore, a. slight drop of the official 
Indian quotation has not influenced the local market." On 20 February 
1966, the same paper reported: "Due to inflation in India thereby causing 
the increa'e of dometstic cost of production, whAile the black market rate 

of rupees depreciates further, more and more Indian c:xpo:rts are reaching 

Singapore market via concealed and indirect routes. By official rate, 

the Indian CIFY quotation should be $1.51. They have, however, lowered it 
down to $1.2)- .32, but still cannot compete With the Thai quotation at 

$1.26-1. 2(". In 'June 1966, India devilued "he rupce, 4.76 to 7_50 per 
U.S. dollar,.s, and has off.i.cially declared: "the whole purpose of de­
valuation was to increase e,:ports." See indiagrani No. 83, a news letter 
issued by the Embassy of India, Washington, D.C., June 16, 1966. 

14. The following statement is a reflection of such a situation: 
"Some Pakistani indusirxalists were stated (and accused by the Govern­
ment of Pakistan), no doubt correctly, to be holding in Swiss banks 
foreign ':,chnge earned by under-invoicing e, Vorts, over-invoicing imports 
avd other subterfuges. Later, it seemed, some of the money would be 
transferred to London or ]long Knng, there to he sold for Pakistan rupees 
around Rs.23 t'o the pound as against the official rate of about Rs.l3", 
1966 Yearbook of For E-stern Economic Review, hong Kong, P.91. 

15. It will be interesting to find out the nonresident accounts kept
 
in countries such as Switzerland, Lebanon, Hong Kong, U.S. etc. known
 
to be the havens of flig,,ht capital. According to one estimate for the
 
U.S. alone, bank deposits and short-term investments, held by "private 
foreigners" aouuted to U.S. $11.6 billion in October 1965, in addition 
to the fact that A:,in stocks and bonds are "widely held abroad." 
First National City Bank, INonthlv. Economic Letter (February, 1966), p.23. 
See also Note 31 of tldspaper. 

16. For instance, the flight from Ceylon to U.K. etc. (recorded)
 
during 1956-59, was vminly due to this factor (Pick, op.cit., 1962',, p.94). 

It is to be noted that some"repatriated" funds which are legally taken 
out of a country wien thie owners choose to leave (e.g., pension funds) 0­

http:16ial.us$.28


II(.noit oi n re , if~iht: al fo.-r ote .il cit . , rog€.. tdn cate, 

Srf. o tils !um va0-,;" ivo oh to tnia.. ot hermnyatrte ep ri io 

peridcnpird, hs r ater ne siuinte ba deeops-. See hen nnua 

• :1959"(p.45)of <This neral.Bnstafteylon,! inyier aite' 195,.e1957inde l 

17. Bheniator Le,iada "StaesrofoGrowth at~n tePhilipin Exeince, 

18.imn~in p he beingig doniscriiated r ny theT 93 Dutoriih o bgis 
Cidnesenian Ormet gros Usm n1.atinlsiithate7resimate betwo 
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Hotever, there is no mentiontin the ro v i (ed that sucreadeer

hited tat the deterirationnetaranything to dowLth capital f norhas "it 

t countries of tm, flight capitai)
eaccounts (considered as the reci p i e n 
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U.S million,1935 verage)• wa $30 
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'aod S-,
1Vc yoa,. _,-iiiel 	 ciyn It of* 2pei2n.co a,. asen,et.eitl 

b i 1964
3.359to U'.S $1. The official rate v1as dev4ud to4.5 

the mret rate (beng 4.50since1 0).o
whichwas oly to confirmt blc 

H gives feio atwing
addition to t e recorded capital outflow).no assan theIn 1958, .,S. $211 million;

figures Asthe unresored"capital outflo.: for 

for 1960, $199 million.i According to Pick,.,S1959, $65 million; aind 

mounted to almost one billion dollaruin 195 netle fore "cpia X-hc a­to three yearsflgt capital)the Venezuelan political unrest 
and for 961 alone the flight might have 	 reached as high as U.S. $500 

-' 	 - . ...." " ... . .million.(pp,500-504). . p.98. On page6 of26. She Banks Annual 2.o_ j4o , 

The did amountof 	 flight, however .it was.Reportpoi~nted outnot."therespecifyuwasthesubstnilso,-erthe same flight,.capital Report, 

rate of exchange is used for convertingvalimonetar27. The official 

data inerr an msinauthori tic,' data,(U.S. $1 = Rp. 4.76), but 	 1(icblack market rate (bei. $.50 are convrted by the averagte 
If both items are convertedrange during 1959-63 wastep. 5.00 to 772). 

figueUS currency by official rate theftotalf is U.S. $6927 million 
For all the exchange rates,Pink top.Piinstead of i58 llio n. 

o v e r n
Buese and Indian g ­28h There was an agreement made between 	the 

from Burma The Bumese 6 
ments regarding tl e repatriation of Indians 

decline of Burmese production in 1964
 government however, has attributed the 
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to the .lleg. flight of capfit.I., Economic Survey of Asia and the Far 

29. To repeat, all datai citcdl in this paper in relation to capital< 
ii:moveirments are meant only for illustration purposes, as it is difficult: 
to pa,,sju;g,.3n on unoffi.cial Qa iH.MateS in eerl and the fliGht portion 
contained therein in particular. The following are typical: (i) The 
1966 YearIok)of-'r Eanter.n EcnnomiLc Review co m ents, "how such unofficial 
estimates could be made was not at all clear", but nevertheless reproduces 
the following unoffilcial estimates o f unrecorded capital inflow to 
" ong 1'Kong. during the period of January-July, 1.965 (1,.91): IlK $100 million 
from Indonesia and alaysia, .IIK $70 million from Indochina and Thailand, 

$.0.il1 ion. fa P i i pi e , 111 -. 0-m . . a ......... ....,-b 


Australia, India and Japan. I-lost of, this come via assciatedIonns (fiL-Dis) 
from countries which prevent remittauces through normal banking channels. 
The Yearbook ai.o reports that during the past decade, the :nnfily inflow 
of capital to Hlong Konj, from Southeast Asian countries ransed from IK: $30 
to 80 million. (i) 1965 l on Kone EconomicAnnunl (in Chinese), presents 

estimates covering the- whole year o i964 of r:apital inflows to HonB Kong 

as follows, including family remittances: HK $200 million from Indonesia 

and Malaysia; IK $200 million from .Indochina and Thailand; IlK $120 million 
ftom the Ehilippines; IK $70 million from U.S., Australia, Taiwan, Japan, 
South. Korea and India; 111i $30 million f-rom Great Britain as family re­
mittance by 2,000 Chinese restaurants and 35,000 overseas Cinse employed 
there (pp.225-22 6 of Part I). (iii) An expet from the Bank of England, 
has also concluded that tlhre vas considerable inflow of capital to Hong 

2

Kong but "no statistics are available". See ll.J. Tomkins, op. cit., p. . 

30. For instance, it was estimntcd, circa 1957, that about 70% of 
overseas remittance to Hong Kong rc-.-mined in Hong ,ong. Sea Wong Po-Shang, 
op. cit.., p. 9. However, how much of this 70% was flight capital is un­
known. 

31. Reviewing "Asia's Imports from Western Europe and Problems of 

Import Financing", the United Nations EOAFE concluded, "During the post­
war period, the role of Western Europe as a provider of capital funds to 
the region has been minimal. Since the war, more often tLhannot there has 
been a net outflow of capital from the region to Western Europe. This 
is indeed regrettable in view of the political and economic links which 

for so long existed between the two regions and of the large trade surplus 

which Western Europe has enJoyed with the region. The future outlook does 
not look promising..." Ecnoinoic Sirvv of Asin and the Far East 1962, p. 118. 
Analyzing the international capital arket of 1,.'55, the First: ational 
City. Bink pointed out: (i) a large portion of foreign capital issues 
publicly offered in the U.S. capital market had been purchased by investors 

who were not U.S. residents; (ii) funds in the European capital markets 
do not. come from Europe alone, but also from other parts of the world, 
particularly the Middle East and Latin America; (iii) London generally 
acts as an entrepot for capital of third countries (Mlontldlv Economic Letter, 
May 1966, p.57). A ne report printed in Nanvann. Siang Pau on April 
7, .966, read a-, follows: "Hong Kopc Associated Press news release dated 
April 6, reported that Ilong 1,ong banking circles believed that: President 
Sockarno of Indonesia possesses personal savings abroad of at least 
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U-.$60 million, of whi-chl $41. 1-million -1s in Sviss banks and $20-21 

mlllion is inl Jan! hm's, nd it if- b(lievcd that all. theseo savings 

wc-:e accumult'cd after the inaependcnceof Indonesiii -in 1949-50". 

32. 	 Smugling motivratedI by eVaslonj Of Custom dluties (smuggling in anld out) 

export control, etc. are looking for profits and. therefore 
-- or by bcating 

does not i o20hcoitel flightiin the sense-, defined erein. Moreover, 

- profits and proceeds obtained through such smuggling are usually em­

ployed for othe r economic activities and therefore may be recorded in the 

: balance of payme-ntr; hen they comeback. Although the: smugglers may 

keep part of-the sales -proceeds in -reigii countries for "rainy dlays", -this­

iat r paQ g jone estimnate,- '-' A in cidental-~and. 1 ins ign 
4 

Singapore could still obtain "s9muggled rubber" ainounLing t'oabout ,000- ­

tons per year from Indonesia despite the Indonesian confrontation (normal 

Singapore 	 imports from Indonesia were previously about 350,000 tons per 

y ), 166 Yearbook of Far 1T:rtern Economie Review, p. .71. In 

banking, circles, it is generally kno n that. indonesian exports somehow 

* 	 reached1 M:4alaysia (Singapore and Penang in particular) in 1964 "by indirect 

routes" despite the confrontation, Annual Renort of the Hona onR and 
|Banking Corporati .964, (long Kcng, 1965), p. 4 1. Bank 

Indionesia (the -'rztionnl Central Bank) noted in its A n l Renort 1956-57, 

p. 15 that the Indonesian central government's decline in export proceeds 
ner ali, "political difficulties:' 

(foreign exchange) was due to, 


wheireby thte regional governments rcfuscdl to coopercate (ilnplyin- therein
 

a sort of armed-escort smuggling). llowaver, such operations usually end
 

up as barter trade, and consequently do not cause capital flight.
 

ci., payment Rangoon has markets in
33. According to Pick, on. 


Danghol, lHong Kong, Tokyo, aitan-and India (p.98); payment Cambodia 

Hong Kong, Paris, Bangkok and Singaporehas marknts in Viet iam, Laos, 

(p. 103); payment Colombo has r.arkets in Iladras, Calcutta, Bangkok, 

Hong ]Kong (p. 115); pa-yment India has markets in.!ong Kong, Kuwait, 

Bangkok, Rangoon, Tokyo, Karachi, Beirut, New York and Milan (p. 258); 

paymevnt 	 Indonesia has markets in Singa-ore, Bangkok, long Kong, Tokyo, 

Bombay, Amsterdam, Zurich and New York (p. 226); payment Laos has markets 

in Hog Kong, Paris, Singapore and Bangkok (p. 320); payment Pakistan 

and Calcutta. (p.378); payment Philippines is largelyhas markets in Bombay, 

done in iong Kong (p. 396). Payment Bangkok is fairly centralized in
 

Hong Kong (p. 461).
 

34. 	 This is one reason why there h-ave been millious of units of hard 

in bank vaults. Icash stored (hoarded) in private rented safety boxes 

have seen operators carrying enormous amounts of cash to and from various 

banks in one operation. This operation is well known to the governments, 

and at: least one overnment tried to challenge it by reducing the value 

"reform". Indonesia enacted a
of banknotes overnilit as a measure of 
"monetary reform" on 25 August 3.959: (i) banknotes of Rupiah 500 and 

be withdrawn from circulation, and
1,000 were reduced in value by 90% and. to 

newly printed notes in due course; (ii) bank deposits
to be replaced by 
Were frozen to 90% and could be utilized only
of over 25,000 "upialis 

which 2 billion RIupiahs were issued. The 
to purchase government bonds (I 

Survey of Asia and the rar Eat 1.960 reported: "...there was1€onc.muic
7 

sign of flight in Indonesia before a proposed currency reform, and persons 
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dcIing in i IIo1 transction avoid d placing, mony in deposit accounts 
.i.l.. Lo olfici l inspectioniand investiga ion aid hoarded the money... 

3.5. In such an operzition, the transferors of- the fliplht capital are

generally lmO.n to. tl intermediary personally,, but the transforee may

or may not know the agent: of the intermediary at- the recceiving end.
 
The transferee will be paid after 
comparing codes. Codes or identification 
cn- he carried by couriers or by the regular postal 5service--whichih have been
known to be transamitted by post cards. As a rule; all the intermediaries
 
arc fnirly 11-elstablished who have cagents at many ports, 
 or are importers­
exporters themselIves. 

-/"'---- 6-0vd
-: r n under-invoicing is apparently well-known t~o the autho­
rit:ies. See, for Instance, the ECA'E analysis of the reduction of the 
Indonesian government rc6j.pts both in ibreign e:change and trade tax

* revenue. Th decline was in part attributed to "the presence of illegal
trade in violation of ex:prt, import and domestic regulations." Economic

Surve, of Asia end tlie Far East 1959 (Bangkok: ECAFE, 1960), p. 45. See
 
als;o Note 14.
 

37. For example, when a country's actual exports are $10 million but

only $9 million is recorded, wbhile actual imports are $9 million but

officially recorded as $3.0 million, then 
 a trade deficit of $1 million will 
appear in the official international balance, instead of a $1 million 
surplus. It is possible that there are other operations which may offset

these imbalances, but 
 suffice it to say that over and under-invoicing can 
vitiate the ofjJ.ciai trade Ntatisti.cs. Those who suspect there is, or who
 
are puzzled by [the divergecnce of statistics,'.between capital accounts and

trade accounts might well look for the reasons 
 concealed under Operation
 
Invoicing.
 

38. See Note 2.
 

39. The following statement surmarizes the situation: "On the whole

in many Asian countries the stream homeward (to Western Europe) of private

capital from underdeveloped countries has probably been somewhat larger

thn, new foreign investment, and definitely so if the fleeing capital of

their own citizens is added to the calculation. The Latin American

countries seem, on the whole, to have fared better, though there are great

differences between the various countries." Gunnar l,yrdal, An International

Economy, Problms and Pro:m'cnrts (New York: Harper & Row, 1956), p. 108.
 
See also Note 31 of this pcpcr. Incidentally, it is interesting to

analyze the sources of foreign capital financing Singapore development

during 1959-63 period: which shows only 177% from Western Europe, including

only 4% from Great Britain. The total foreign investment in "pioneer in­
dustries" durin- the period, was U.S. $29,520,000; with Japan's $9,077,000

and U.S. $6,100,000 accounting for more than half of the total. The
 
rest included: Western Europe's $5,017,000 (with the U.K. $1,227,000 being

4% of the total investment which was less than the Swiss $1,767,000); Hong

Kont $2,667,000; 
Taiwan $737,000; Australia and New Zealand $866,000; and

IBMJ) $5,057,000. Econioic DeveopcntBoard AnnuialReport 1963 (Singapore:

Government of Singapore, 1965), p1.6. 
 (The above values in U.S. dollars are
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convcrted by KOKOi~ rate of local three dollars to U.S. 11.) 

Fur ianne. 
11.11), 1966), p. 74, the Hiong, Kong and S inghai O3nki.nt Corpor~ation aind the 
chartercd bank have subscri.bed to the IBRD's bond financing of- a M~alayan 
project. It is possible therefore that those international bonds 
financing national projects*.floated. in the U.S., Switzerland, etc. are 
being bought by the fliqht cag~ial from. the countries being financed. 
Son also Note 31. .Final.ly, the following concluding remark of 'a study 
on international capital markets by the First National City Bank is 
worth quoting: "There in irony boe. For the now internationial capital
market. is. the product of restrictions and rogulations of private capital
Anvisvtnent.. Yet, at.The.same.. time), the~markat is. aprciaanw . 
to controls nnd regulations--an answer that, along with the international 
short-term market, is effectively loosening the constraints in domestic 
financial markets," 1Nonthlv Economic Letter (May 1966), p.58. 

40 o. according tho ThD'.; Ani 1 Rprtr 1964-65 (Was.hington: 

i ; ' 4 ' 7:: . : = ,~ .! ; ) :
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