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Capital Flight in Southeast Asia

This peper outlines the capital flight wovement in East Asia south
of Hong Koug, trying to analyze the causes of the flight and describing

the technique of filight operation,

The peeuliarity of the capital £light in Southecast Asia is a £light

from developing to developing countries, unlilke the £light from other

to developed countries.

4

yegions which is more ox less fxom developing
Tt i likely that the bulk of the £1llight in Southeast Asia does not

enter Junte any statistical recozd. Therefore the convent:ional method

of picking up quantitutive clues fiom official records appearing in the

jnternational balance of payments s not so reliable as penerally be-

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

mentioned in this paper, is meant foz {1lustration purposes only.

This papen indicates chet the ¢iight prollen in Asia le wore sericus

DET .
than gencrally hnowm both qualitatively and quantitatively, and suggests

that the ultimate remedy should come from the velevant national governuents.
This is only a prelininary study. Much wmoze necds to be done in the

form of organized fleld work on an international and on a regional bases.
Such field work will demand considerable tact end imaginative technlque:

reliable informaticn on the subject matter is Very difficult to obtain.

I. Capital Flight as a World Phanomenon

Since 1946, capital flight appears to have becowme a world problem,

no more considered as a particular plienouwcnon of any particular country

or region.l

In studies of cconomic development, capltal formation through



internstional ald hos Lecu oopherniead
t

international oronnisations.

statesmen are econcernad
private cepital {leeiun
to ygo in.

The phenomenon has becong

It is ounly nutuial that both economists

by ecounmists, governnoents,

with the question why there 1s some domestic

{roa countrics wherce foreign capital 15 invited

sodisturbing that decpite its embarrassment

to a number of govern.onts it hes been discusccd officially in the United

Nations and its speeiazlized ageacies,

On the national Jevel, the central

bank of at leict ene uctcional povernent has peinted out in its annual

report thot

‘eopital Flicht" bas couwsed the over-all deterioration in the

baiance of inirnational puyzents of the country.”

IT. Yeculinziow

round

Althouch capital Lli bt is

Flizhg

s the

[N

developed ceimtrios, it
ing") countiices thett hos aroused wore
on capital flight frem Lotin Anerica
thatt such fiicht is
such as

developed countrices

This pepoer is 2

the Unjted States,

iu Soulhoeor ¢ Asia

in both the developed and under=
from the undexdeveloped (or "develop-
Studies

attentiocn and concewrn.

and Afvicun countries have concluded

cenerally fren developing countries to the more

4
France, Switzerland, cte.

study on the capltal £light in Asia in general, and

vithin the region of Snutheast Asia in particular, vhich is characteristi-

cally a flight from one developing country to auwother devcloping country,

with the Eritish Croun Colony of long Kong as the major recipient in

particular.,
The fact that llong ong
of flight capital from other

by Hong Kong Government publications.

has been and still is the major recipient

Southcast Asion countries, has been confirmed

A report of a bank-economist
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appoiuted by the Coverroent of long Yo to study the Hong long; banking
systen and financial market covering 1956-61 deserves particular attention.
The rapid grouth of banking in Nong Keng as evidenced by thetremendous
increase of depeeits (time deposits grew over cight=-fold and savings
deposits mearly Cive-fold in six years) is mainly ascribed Inter alia to
Ygubotantiol inflov of fuads [rom neighboving territories...(ohich) are
thought to coae, in the wain from oversnas Chinecse vho for one yeason or
anothey, consider that long ileny represents 4 gafcr or wmore profitable

. . . 5 . .
haven than their country of wcsidence."” A review srticle on the 1964
t

capitvel market of Hong iong aleo mentjons that the wanual Yenoroous

amount of copital inflew from everseos Chincse' Las substantially
.. N b} HIF ) "w ¢ . ~ oy . 6
stren: thoned the foce market" foundation ol Eonpy Koeni.

Lfter Hong Kona, Singosore comas nelt as the haven for flicht capital

from unearby counivics, espurenally Lrow irgoncunid.  Yoe surplus in Mine

visible trancections ond adjvotments' in the Singopore internoticnal
balancecf payments has registered more thom 107 eitler of totnl impovts

.

or totul exports. The Central Nank of Ialaysia in its 1963 Jyinunl Report

has referred to thie surplus as "a notable featurc of the balauce of pay-
ments structure of Singapore.”

As Singapore and Hong long are esscutially trading ports, the invisible
and adjustment itewm may include many other conventional service payments.
The question is: how much therein may have been flight capital? The
question is hoard to ensvoer. fccording to the ofdicial estimate, the
national inceme of Singrpore for 1963 was equivalent to US $876,667,000,
while the "invisible transaction and adjustment' item was a nct receipt
of US $182,067,0C0 spprouimutely 21% of tue national incomc.8 For com-

parison, the inflow of capital to Noung Rong duxring the period 1948-55
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wlym
wog estivotod to heve o ohod 254 of the long Vowg notioncl income.
Althoush it sy be cverybody's guecs as regards the percentages of

flight copital in these Ltems, both are lavee cnough to varrent funther

study,

TIT. Poctors Covsiny Conitol Flicht

e LA 14 P e At At § % 0 %

Capital flipght is a planned action of an ouner of wealth to transfer
assets ovt of a country lepally or Lllegally, becavse of fear of loss
if the assets revoin.,  Tn Southeact Asia, the following factors, one or
more, arc roesponsible:

A. Use oy tho thre - of wor,

Pr—— e, < — ——- -~

This cause vill Le gpeclally compelling, if the var, donzstic

of internalionl, javolves the pogsibility of a drastic chenge of government

0510

ceonomic potisy; fov carnle Chinn 10435

”

tn

B _Tnirrnkisn
Whore there is fear of inflation, and no adequate stock market

facilities to vce as a hodge, domostic private capital will flow into
hoarding gold ox jeuelyy, or other durable property and, probably in large
amounts, eseina abroad.ll In countrics where inflation is rampant, all
privace purchascs of foreign cquitiecs and foreign currcncies can be
classified as ccpltal flight. Table 1 (Comparison of Inflotion from
1955-04) reflects a fulrly accurate picture of capital flight in relotion
to the degree of inflation (with the euception of Talwen for particular
reacons).

C. Disnnrity of TUrchane~ Rotes.

ov—

Continuing inflation causes disparity between the official

fixed rate of exchange and the black or free market rate (Table 1).



~5-
Taking, the dirpavity betuwzen local currenny and U.S. dollars as a measure,
figures in Table 1 reflect fairly well the degree of capital {light from
those countries vhose currcncies depreciate most in terns of free ex-
chanpe, e.g., Ldenesia on the side of out-flight and Hong Kong on the
side of in-flight (cce section V following). When a national currency

- oy 13 , . . .
is overvalued officially, cnd a domestic resident obtains foreign ex-
change through scre concezled meesure such as under-invoicing of an ex-
port, he will prabubly keep thne whole or part of the forcign cxchange
1) . o -3 I * 1 14

abroad, thereby eifecting a crpltal Llight,

D. Policy of soclalin-tion,

Socialivation weans converting privately-owned capfital into
publicly-scwued. In Asia, thic lias been done with or without cermpensation,
with or without criangering the persons of the owners. 'To the ouners,

211 countyies in deia

sncialisation raree a lees.  Tn onecent decodes,

have pone through crastic cuenzos of gevernment and political structure,

and the majority of theanuiging political parties clcoim to be socialist.
Whether the compatpuing partics actually get elecked or not, the threat
of sociallzation has causcd [lights of capital.

The owners hinve sold thelr properties outright ox methodically
mortpaged them and uunaged to transfer the money out. In so doing, they
gradually relinquish the cimorship of property in their own countrics
and become non-rcsident owness of capital in other countries. The owners
often accept a bookkeeping loss in eff{ceting the transfer, but they
reason, better svir- loss thun the risk of losing all.

E. Limiting ounershiy richts of forxcigners (Policy of Nationalism)

Often foreigners are legally forbidden to own or control certain

catepories of capital (including land) or have their rights linmited.
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The policy ~i- s o& clfeetive control of copitsl by loeal citizens, The
policy vy cover all kinds of copitel and oll cectors of industries,
or it way be selective, coverving cextatn categorics and certain secctors
only. In Southeast Asia only a few years ago wost buainess capital was
cither ovand by forcigners or by establisliwents regletered in foreimm
Countrics.lé Tn the Chilippines, for example, as soon &5 @ "aationalization
policy" was wlopted (1954), theve started and continued "“an wnending £light

of canitadr, for which there was still evidence through 1964,

', DicericieUlon o soritlien,

1n all the countrins within the reoglon of Southeast Asia, there
arc rocial cnd rolisious or lracuage minorities who appear richex than
the mujority geovpe  These minovities oy have resided in the countries
for gouerations, but for one weason or cuather, have not become cillzens,
Due to the gpperevt or fvplicd diserimipoiion auninet thow, particvlarly
after 1946, theve winovitice liwe been toyling to trausfer some or all of

.
their copital out of the land, thereby contributivg to the capital {light.”
G. Tox evesine.

This is on old and general factor causing capital flight from
many countrics, high income ¢ad lovw incowe, in all parts of the world.
In Southeast Asia, the effect worked out curicusly due to the newness
of the income tax system and the traditional structurc of the local
business orpanization. TFirst, many businessmen did not report fally their
income vhen ineo: o Lax systens were sot up until it was vealized that
heavy penalties would be imposed if their un=-xeported wealth was dis-
covercd. They therefore adepted the policy of transferring some part of
their ecepital repulorly out of the country to avoid both the current tax
and the risk of penalties, including expensive and embarrassing law suits,

confiscation, and imprisomment. In time the capitalists discovered that such
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.
evasion had cleoacd the Jdoor to recallin, theiv £1i:ht cepital bhecause
it reculled, the Yieoo o Touw fethority vonld ool "hovw did you gat such
money from wbroad"?  Sccond, wony businnss unlts in Southeast Asia ave
organiied on nole-preprictorship or partnership patterns, and wany are
family concernu. Such organizstinue do not posscss as a rule aceurate
cost uceounting eystemsy and, {vem their traditional records, the taxable
income or profilts nuy often appear lerger than it Is in fact. After a
certain azmount of pvofitc or capital had been concecled or underyeporxted,

it is difficult fov them to repart later, because it will invite a host

of enguirics, with cudless troulles, not cnly conceyiing the emount but
i ] ) J O

R . o i9 . .
also the source of the copitcl. The weay out is "{licht". Bong Kong
3§ o (s p )

has become the cownspicious heven of flipght capital Lacouse the govern-

ment ncever questions the source of eopict,
!

cud the tax on incoewe 1s much
lower than elsavhoere (e.g., 12-1/2% as coupered to 407% in HMalaysia-

Singupore).

IV,  Conital Flicht ond GIffodin

For many reasons, governments very soldon offilcially admit that
there is capital flight either into or poing out of the country. All
the governments in Asia have foseciga-exchaage contvols. Copital flight,
in or out, if it is included iu officlel records at all, is hidden some-
vhere mmongst the many items of the country's internntional balance of
payments. It hag been stated in officilal quarters that the over-all resi-
dual itcw called “ervors and omission" veflects capital flight.”  But

flights can leave no mavk at all in the statistics on which the balance

of payments is based.21

Table 2 deplcts the international balance of payments of some Asilan



oy
cot:trics, vhich can be censidered as an officlal view of capital movemant,
reeocdad ples vnvevordid.s Tun these data mey or may not help us to fom

any valld judiieat. Tt s evecybody's puess as vegards, first, the accuracy

of the statistices) second, their relation to copital flight; and third,

XA

the proportien of flight capital contained thercin 1f any.
Duspite the "eec=no=-flight, hear-no~{light and talk-no-flight" atti-

tudes of the goveraments, howvever, all of them knou there is flight and

.23

gome try to do semething about it.

P and Ueoificiel Fstinates

All estinates on Flight capital are unofficial and subject to dispute.
For instance, unoificial cotinates on f1lclit from Latin Awmerica as a
whole during tle past decada, had put it as an average one billion U.S.
dollars per anuune This was challenged ¢ exaggerated: a United RNatiens
. R 24
revort cureestod instesd U.8. dollave 300 million per anmr. On the
otl.x hiend, a speclal study had estimated that the net capltal outflow
frou: Veneruela for the yeor 1960 alone had added vp to U.S. $483.0
. . 25.-, i . . [IP-L I A RPN T K - ~ai1n?
miliion, The real question is: how much "flight' is contained thexrein?
There is yet no such estimete for Asia or Southeast Asia. On the
national level, a figure which wmay or may not sexrve as & reference has
been piven by the Central Boak of the Philippincs: that the net capital
outfluw from the Philippines had reached U.S. $23 million in 1963 and
196 1,2 : , , 26
U.S. $41 million in 196%, vhich may include some copital fliht.
If this YPhilippine flight can be detected frem the international
balance of payments items in Table 2, it wight be reflected frem the larvge

proportion of miunus entries in "errors and omissions,' which averaged a

net U.S, $48 million per annum.
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Table 3 is corpiled mnd presented with the view of, hopefully, de-
tecking come of the wnvecorded eapital moverents; those reflected in
black mavket dealines for gpoods, gold and remittances. But these data
can poini to only a part of crpital flight, since the bulk of it is

believed to have been concealed by "operation invoicing” as described in

Scction VI Lelow. 'Ihe Table czn be treated only as a faint shadow of
the £light operation.

Cowparing Teble 2 and Table 3, however, the folloving analysis helps
to confira the genersl iupression of the Llight direction in Southcast
Asian countries:

First, the following countries arc pwobably the rceipients of the
flipht copltals

(a) ‘Thailand: ‘Table 2 shows considerable amounts of net
errors cod omiscions with plus signs, in eddition to
the concistent inus sigu under the monetary authorities
iteq.

(b) Jepean:  Table 2 depicts the seme favoruble indications as
those for Thudliad.

(¢) Taiwun: Yhe sune faovoreble picture, but to a lesser degree
(sec note 12).

(d) loug Fonz: Lt is belicved that the larpest recipient as
well as the most ingortont tvansit country of flight
capital is lonpy Long, wnose dealinegs in U.S. curicency alonc
has reachsd U8, 53 million per day (sce Table 3).

(e) Malaya sud Singerpore:  They ave considered recipient and
tyansit eountryiss,  The Ualayan data in Table 2 are com-
plicated beeause they are interrelated with Singapore
wvhose data are not iuciuded.

Second, the following are probably the countries from which there

was capital flight:

(a) Indoncsia: Whose item of net errors and omissions averaged
a nepative U.S. $20 million per annum in addition to the
average positive transactions by monetary authorities of
U.S. $40 million, making a total of about U.S. $60 million
per annum (fable 2).
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() The Philippines:  Same as Indonesia, only to a lesser
deoree, The combination of the two items produced an
ennual averese outilow of U.S. $33 million during the

| 195963 perdod, with an abnormally large proportion of
negative errors and omissions (Table 2).

(c) Ccylon: The monetary authorities item indicates a large
proportion of outflow, As this item ig duly recoxded,
it way refilect capital £light to other Sterling countries
(see Note 16).

(d) India: Table 2 shows an annual average during the five-
| year period of wminus U.S. $25.2 million net in erroxs and
| cmissions, and a decrease of U.S. $32.7 million in monetary
| authoritivs, making an averaue total of UGS' $58 million
pexr annum which may reiflect scoue outflow.” Referving
to Table 3, it is believed that. the bulk of the blacl
market curreney dealings is for payment of the unlicensed
gold imported for private hoawvding,

(e) Burma: The fluid situation in Purma makes any assestment
doubtful, After the socialization of international trade,
"gperation invoicing!' becomes limited if not impossible.

As flight is meant primarily that sectox of private

capital {loving ovt with & view to escaping loss, it is
only lopicil to conclude that a socialist country becomes

a flight country vhere private capital is being repatriated
legally or illegally.”™

() Viet Neuw:  The war in Viet Hem also makes any estinate
ofi capital filight doubtful. It is belicved there 13 con=
siderable capital £light at the same time as considerable
foreign funds are flowing in. Since the inflow can be a

sun as large or even larger than the outflow, it is
therefore difficult to detect the flight from its inter=
national balance of paymentsa.
In conclusion, it is necessary to point out that there is a paucity
of information. For instance, neither Table 2 nor Table 3 can indicate
the position of Pakistan, Knowing the techniques of "flight operation",

this paper is wary of suggesting any quantitative conclusion at this

stuge.zg

VI. The Forms of Capital Flight

| There are different wmethods known to be cmployed in fiight operation

which chanpe according to circumstances, The following are the main ones:
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A, Monppeion 0t Ffieiolnd
Certain flizht, though under different nomes, is officially
recorded and legally knoun, whother the govervment losing the copital
1ikes it or not. Tthis is found in particular among countries belonging
to the s:me currci-oy-bloe where capitalists cuzn transfer their fuuds
freely ai the ofifcial rate of exchange. Tox instence, liong Koug and
London bave been the recipients of £1light capital from many Asim Stexrling
bloe countrics. wui, hou nweh of the £1l:ht cepltel remalns dn Long

3

~ 1o

. 30 -
Zong and London i another goestion. “Ornovation Officiele" nay also
include o certain portinu of “{fiight copitzl in treonsit'. Yor exauple,

copital feom Indencsia, the Philippines, and thoe formor Indo-China

1

States vhich has oserpad to Singapete, Bnphok, Horg Xong, ete. nay
; . s 31
turn up in London, Jasterdaon, Gwitnecleond, Pavis, Tokyo or New York.
B. Sonepling

This category of operction has been Mnown Lo cxist for a leng
time. licvever, cosparved to other operatinag, the smount of flight capital
involved, as defined herein, muy be insignificont. Capital esployed in
smuggling is used primarily as working copital in the purchase and sale
of controband. Couscquently, it is not gunerally wotivated to "escape'.
For the following rcasons, f£light capitel will resort to this operation
only as the last wmnasureld

(a) Smugpling loca) banknotes of the country is not very use-
ful for cffectine conital flights  banlinotes are bully; while the physical
risk involved is cnorwous, not so much from discovery in custous as from
theft.

(b) Surcgling foreigi banknotern out of the country is also

1inited for the smme reatons, in addition to the fact that the holding of

HEaIn
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forveieon baulnostes Lo usually illepel in the countrios of residence.
() Sumuggliug of ;01d and jeweluy out is limited for the

same roeasons, and It difficult to dispose of as a regular operation

is
for £li;ht purporcs.32
C. . Onexrtion fondpiaont
This operation tronsiers the funds from hand to hand at both
ends.  The transferer pays the intevmediory in local cwrrency according
to the prevailing black warket wate of cuchange, while the transfeorce
reecives Lt oat the other end in local currency. To eunsure that this

~

trancicy will leave no trace in any record of capitol wovement, both

"

currencies are bandled in cash frem hand to hand, hence the name.
Because the cash involved at both ends is the lepal tender, there is no
risk of confincolion, even Lf caupht red-honded, This operation can
reach a mlllion dollavs in on: dcnl.za The techniqu2 of operation varies,
but the payment iniormation j¢ transmitted usually through codes gpecifi-
cally designed oo the operition. Such codes can be transmitted through
the repalar channelis of cormunicatien including post, cables, radio and
telegrins ox tu](phuncs.ss

D Qperation Tavoleing

This technique is the king pin of the whole operation and is

respensible for the largest value of capital flight., It may or may not
leave any trace of capital wmovement in the balance of international
poyments.  As long as there is international trade ceploying the pro-
cedure of invoicing, there will be such a facility available for flight.

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

their exports.  Such £flight will neither be recorded in the errors and

omissions 1tem, noy leave any trace in international payments under the
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tizde dtem. The not v ocults are: (1) the enport statistics of the
country cve undewrecordad'y cnd favestment by residents abroad is "under-
recorded", vhile (L1) th~ import statistics of the recipient country
arc aleco “"underrccorded". The only fact which may reflect the £light
is the assets remeining in the recipient country either in the form of
cash, gold bLacy round'  {uched cuoy in safety boxes, deposits in various
banks in various forms undar various naacs (or various nuwbers), sceurities,
or reul estate and othor forms of crpltal,

Importers can avvance £light out Hf the conntry by over-iuvoiciuy
the goods impoxted from cbroad, thereby transfemring the over-invoiced
smount to the countyy ewporting tha poeds,. The transfer is made through
nornal bankivg procedurecs by paving the amount stipulated din the inwand
bill. The off{icial isport statistics record, for instance, an imported

valua of 10 willion dollorz while th: noten? valee of the foported poods

cmovnts o 9 million doliore, The over~imvoiced difference of a million
7
6]

dollars can be kept abroad as fliyht capital.”™ Both methods of invoicing
can bz done singly and independently eor coverally and jointly, at the
same tinme or at different times. The official trade stativtics appearing
in the international balunce of poyments will therefore present an in-
accurcte pictureof the true value of imports and exports,37 and capital
flight vill not appear.

It is to be noted that these mcthods of operation are not exclusive of
each other. Professional iutersadiaries are vell orgenized, utilizing
the most appropriate combination of techniques to arrange inward or out-

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

to stem the flow are to little avail.
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VIT. Gen International Acencies Holp to Mitipate Capital Flipht?

International ageuciles providing aid and investment in the form
of capital inflow to developing countries often find the paradoxical
phenomenon of domastic capital flowing out at the same time. In the case
of Latin Ausrica, capital f£light is believed to have reached as high as

38

one~third of the foreign capital flowing in. In Southeast Asia, the
£light proportion may be higher because while there is a sign of continuous
flight:, yet there are no signs jndicating that the formex colonial
Europesn powers are willing to finance the regilon.

When international agencies borrow from international markets to
finance some econouic develepment projects in Southeast Asia, it is a
| paradox to discover that purchasers of the international bonds had in-
cluded some banks which were clther originated in Asia or whose main
operating theatre is in Soutuoist Asin.ﬁn

From the analysis of the factors causing copital flight, it is fairly
ovident that the wemedy lies with the nutional governments: if they can
manage to create political stability, atable economic policies that do
not threaten segmeats of the population, realistic exchange rates, freedom
to transfer capital, and taxes well-enforced and at levels near those of

| relovant other countries--if all these pleasant conditions are achiecved,

then capital flight will decrease.

Corek




-15~-

Pable 1i Connarisan of Infletifon lvsbsloncs, 11965=6

(Gompdlid upi ot ch, LGS sunless specificd)

|

| Puzcliagingiboveriofiiiational Currency
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| Over-all JFrice Index Free wote U8, § Offical de- Age ot

| Countxyy estimate 1963 exchange  free rate A+ G valuation  currency

| 1955-65  (base 1958) to U.5.9  premium on 2 of nation- since .

| larch 31,'65 al currency last de-
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Indonesia =99% 1,254 ~99% 3,500%4 ~99% 8 11/12
Taiwan © =53° 148 -4, 18- 47 5 R

South K
Roxea -81 140 -51 54 -81

Viet Nam =31 119 =63 386 =47
India -38 116 -37 79 -38
Burina -11 99 -5% 263 -33
Ceylon -10 104 -49 215 ~30

| Phili-
| ppines  ~-18 117 -30 96 =24

Cambodja N.A. 130 ~60 214 -
1.n08 N.A. 256 =50 358 ———

1/12

(=) (=) (=) () R

= N~ N
o

| Pakistun 21 105 -25 8% -23

Japan -28 127 12
Thailond =22 105 4
Malaya =2 103 -2
Singapore -2 103 -2

N N O U
| SESULHS BB |
N N O
(=) (=) 2 (=)
=
{85

Hong Keng =2 - 105 435 0 1

| U.S. o R self self -14 0 31

U.K, 25 I 3 2 XD 0 15

Compiled from Rick's Currency Yenrbook. 1064=65 (New York: Pick
Publishing Company, 1965); cucept (B) Lrom Pecononic Survey of Asia and the
| For Fast (Banohok, U.N., ECAVE, 1964), p.273; aad (£) which is only for




w] (G

Tablo 2: Intornzﬂigyjlmﬁaij“rnmnF_anfhpp;hgf_Snloctvd Asian Countries

Wbd=60 (dnldoled HNGni)
Country Year  Trade Rrivate Private  Commercial lMonetary Net
talance Transfer  Capital  Bank Assets Author- ELrrors &
(Coods) N.I.L. ities  Omissions

Burma 1959 124 ~13 17 2 ~121 -14
(million Kyats)l960 8 -13 4 -8 30 3
1961 93 ~15 -13 ~31 46 =45
1962 182 -4 -2 -22 -225 22

1963 2310 emm=- ~068 =46 ~101 22
Ceylon 1959 -183 ~50 2 13 96 3
(million Rupe=- 1960 ~203 -31 -5 ~1.0 188 30
es) 1961 -83 ~30 7 7 106 -20
1962 -145 ~30 -2 4 70 31

1963 =163 ~30 ). -4 a8 3

Taiwan 1959 -1.07 10 29 XX 7 1
(million US§) 1960 =122 6 45 "o =19 1
1961 ~134 14 35 21 -38 2
1962 -110 15 13 25 6 -2

1963 - 24 14 40 ~63 =53 12

Tndia 1959 =~3,098 490 ~108 40 =430 -321
(nillion Rupe- 1960 =4,304 390 -34 3 357 «107
es) 196). =3,576 349 -48 6 278 42
1862 =~4,118 338 582 ~45 684 -89

1963 -3,950 386 124 17 -110 =408

Indonesia 1958 235 - 1 ~32 ~110 ~23
(million USS) 1250 132 ———— 20 -28 -68 -3
1961 ~290 -——— -11 -63 231 4

1962 -206 - 12 122 46 -42

1063 90 coeo ) ot 98 ~38

Halaya 1960 902 =240 150 ~11 - 346 -139
(million M$)  1Y61 528 ~235 103 64 ~149 -89
excluding 902 311 -204 156 =61 -7 -3
Sinpanone 1963 305 -214 104 10 13 1.0
Pali.stan 1959 871 4 25 22 =390 16
(ni.llion Rupe= 1960 792 -3 38 31 =101 48
es) 1961 -1,184 9 138 -12 288 -33
1962 -1,365 8 100 -9 -31 ~50

1963 =2,137 40 345 =23 =197 -123

Philippines 1959 6 81 58 -22 ~48 =59
(million USS) 1960 =L 80 73 5 =25 ~35
1961 -112 75 =24 12 70 -31

1962 -31 78 -47 -12 =9 44

1963 109 22 -3 ~12 -66 =161

(Continucd next page)
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nable 2 (continu.d)

Counbiny

Year

Traidlo
Nalance

(lnoda)

Private

Transicr

Private
Capital
NI,

Commereial
Bank Assets

17

Author-
ities

Monaotaxry Not

Y

Lrrors
Omisgions

Thailand
(ri.Jlion US$)

1959
1960
1961
1962
1263

-(67.0
~42.4
-6.0
-806.8
~142.7

~] ~I (o

1
=1 1
wWwrHEroOwWN

I
—

-6
~41
-83
~69
=52

9.9
28.4
9.0
16.6
28.8

c
Ly

Viet Nam
(milllon US

1961
1962
1963

-201,
-220
~224

HNDO [N, Oo

i
DN

. 8 e

~NoOoOFs (v YW

41
22
=92

1.8
"0-3
0.5

Japean
(billion Yen)

1059
1960
1961
1962
1963

131,
97
=201
145
-55

-175
-179
146
-82
=87

20
12
7
2
22

Source:
RCATR), Annual 16962 fox L1959 and 1900 date,
The LCARL data do not include

for 1951-1¢63 Jdata, pp.2067-268.

Beonomic Survey for Asia_esnd the Far Ea

Hong long and Singaporc.

lote:

Gt
AL
Ve

(Bangkok:

pp.218~220; and Annual 1664

U.N.,
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Country Estimated Value Rolurtd to Capital Flight

U.S.$million  ILtems of (U.S.$ milllion)
Hovemoent

Bura $ 6 Currency and imported gold, Knownto have in=
creased after
1962 (value not
known)

Ceylon $ 8 Payment fox imported gold and capital flight,

(10 for 1961)

India $ 46 Payment for impoxted gold.
$100 Dealings in curzency.
Indoncsia $i3 Foxr currency only.

(Othexr not included.)
(525 for 1961)

Fox iwport-exzpoxi only.

L

Rored (South) &

Believed to have
reached $50
million to US
alone for one
time (exact value
not known).

Believed con~
siderable, had
reached $40 million
to US alone at

one time.

(not kunown cxact-
ly)

Pakistan $ 30 Currency and gold imported. (Mot known).

Philippines § 60 Currency and gold imported. Not knownexactly,
but Central Bank
reported net out-
flows reached
$41-56 million for
1964,

Viet Wam $ 14 Currcncy, imported gold, and capital flight.

Source: Pick's Currency Yearboolk 1964=65 (New York:

Pick Publishing

Company, 1965), except” ivem the 1964 Avmunl Report of the Central Bank of

the Thilippines, pp.6 and 98. In addition, active movements

are known to exist

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

gencrally 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.)
Qfificially x;cs,"<ﬁ Hong long gold iuports as quoted by the 1965 long Nong

Fconemic 2 ﬁ"ﬂ! (in Ghlwofe), Part I, p. 186, amounted to a daily average
of upprnvln‘thy U.S5. $90,000 in ]964 (Nlong Konz Leonomic llerald, 1965).
Bangkolk, Singapore and Japan ave also the "recipicnts! It is bulioved there

is considerable private capital flight from Southeuast Asians in Switzerland,
U.K., France and the U.S, ‘laiwan 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 LEconomic Affairs).

¥
Converted to U.S. $§ based on free market rate of exchange.
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1. Canital flicht is considered as that portion of private capitel
out flow that loaves Ghe countzy with the purpose of "avoiding an antici-
pated loss!: i.c., that which possesses an "ageapist" motive, Capital
romitted out for financing normal trade, debt payments, ctc. is not
included, nox are overseas residents' remittances back home to support
families included (B.g., cuch remittonces frow Singapore and lialaya to
India and Ceylon were recovded in 1956 at U.S. $7,000,000 and to Mainland
China at about U.S. 84,000,000, althouph remittances from Indonesia to
China were not wecorded and, as a rule, went through the same channels
as flight cepital.) Flight capital may be oripinated from within or
without the owner's country of residence. Repardless of whethexr or nol
1t is recordad, as long as its ouner prefers to transfer the capital abroad
just to avoid possible loss, it ie treated as flight capital. Cf. Arthur
Bloomiicld, Snoculative cnd Flight iovenents of Capital din Postwar

Titervnational T icoton.

“aace (Princeton: Princeton University Press, 1954), See

also Note 2 below.

2. Sece, International Monestavy Fund, Flow of Private Capi.tal Fron
Dovelopine Lo Developed Countries, prepared fox the United Nations
Conforcnce on “irade and Dovelopment,' Geneva, March-June, 19064 (L/COuE .
46/20). The document concludes with a passage from the Fund's 1963

"The reeent rise in the flow of total financial resources from the
industrial eountricsto the leos developed countries appears to
have becn offsel, to some extent, by incrcased outflow of domestic
capital frem these countrics, which: in some justances has had the
character of a capital flisht. This problem has reached substantial
proportions only in some of the overseas franc area countrics and
in Latin Auorica. To both groups of countwies, the outfilow of
capital ccems oiten to have bzen related to political events ox un=
cextaintices, although, of course, inflation in mdme countries has
also boen an impoxtant f£factor. The establishment of national
governments in sone of the former ¥rench colonies has been accomns
penied by a large-scale cmigratiinof Luropeans, but there is no
statistical basis for appraising the magnitude of the capital mover
ments acceinpanying this migration. The outflow of capital from
Latin Awarica has aroused much public attoention, andthere have
been some very hiph cstimates of the total. The information avail~
able to the Fund sugcests that this outflow (much of which has been
in spurts) may have averaged about $300 million annually during
the fiftics (or about onc thixd of the inflow of new private in-
vestment capital). It seews to have becn somewhat larger during
the last few years.'"
Son aloo: Poul Host-ilideen, “How Much Capital Flipht from Developing
Countries," Mincaes and Development (Harch 1965). The author, an officer
of the Research and Statictics Department of the Fund, notes, "the mag=-
nitude of the flow of private capital frem the developing Lo the developed
countries is one of Lhe most difficult questions in the ficld of inter-
national payments. Nodoby would quastion that this flow has in some
periods and in some arcits of the world been very large, or that it de-
serves serious consideration...' (p.25). 1964 Annual Report of the
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GoantnaliPank o f tho Bhidi y, Manila. TFor the year 19G4, the 'met

T Ca D ubae st S oh tinitdd kol be U. S 841 million, andifor 19635
MG R e alEE R n S asEas e tifiope dign Wlisinvestnent! about U.S.
$3 willion for 1964 (pp.Y6-99). Reesons given for the "capital flight!

and outflows ineluded speculative flurries, invisible disbursement and
payment for smuggled goods (p.6).

3., Tor instance, it is saild there is considerable U.S. capital
remaining abxoad in nature of flight. But this is considered helpful
to tiwe recipirnt aud developing countries. Dr. Franz Piclk, author and
publishes of Pi t"_.t-‘#.(‘—;::r‘{* oy Yearbook (see Table 1 and Table 3), has
estimated in lYo5 that the total CLplt1l £11 it (not including normal
investnent) feom the U.S. might have veached U.S. $18-20 billion, TFrom
personal discussion with him, I gained the impression that the recipients
of such U.S. ccw;tal included Menlco, Durmuda, Lebanon and Western Euxope.
Mie causes of tha U.S. capiial £light included, in particularn, tax
evagion. Seoe, otuuluy Pemy, 'Money on the Run', The Wall Strcet Journal
(July 14, 1966).

4. In zddition to documents (1) and (2) mentioned in Note 2, sce
2lso M.F. Hassan, 'Copital Flight: Venczuela 1958-60,'": Intexr-/American
Econcnic Affaiws, Vol. 17, No. 2 (1263).

5, H.J. Tomkins, Repsrt on the Wong Kong Pénking : System (llong Kong:
Hong Kong Govermnent Printer, 1962), p.l. Similen views are “found in

Hore Kong Cowmncrec. Indusbey and Finduce Dircctory 1964 (an annual

official publication of Lie IGD“ Kong Government ). “The analvsis of the
i bo oy be ay . ~ Frnnle

yalanzae of tyade of Houg long began with this statament: Hiano Hongoe

L u
concistently adverse h:l&nc: of visille trade is not a mettex of concern
becanse, in a sinsge, the Colony has no payment boundaries...the adverse
balonce is necessarily made up by income on invisible account--remittances
from Chincse poople resident oversea:, exchange, shlpping ana insuxance
profits, expenditures by tourists and military personnel either stationed
in the Colouy or on leave, and in recent years a substantial inflow of

capital from other Far Eastern terrxitories! (p.ll). Also see, The
Houg ¥ons 16965 (an annual Government Report for the yaar 1965, published

by Lhe ilong Neng Government, 1966). Chaptex 1, in reviewing the general
situation, pointed out that incidents such as a run on the two local
banlks in January 1965 could not harm "the Colony's reputation overseas
as a banking und business center', as cvidenced by the fact that ”money
was continuing to come in from Southcast Asia and from elscwhere." (p.8)

6. Sneelal Fdition on 1965 Honc Xong Banking (llong Kongi Economic
Herald, Decewber, 1965 in Chinese), p.3. Further evidence includes. the
financial neus publiched u‘11y by Sincapore Nanyang Siang Pau and llong
Konig newspepans (in CGhincae), YQuotations in the long Kong market at the
closing bovr od business en 19 Iebruavy (Saturday) 1966 included the
following: To US TT $100 at HK $574.754 spot (banknotes) U.S. $100 at
HR §573.50; pold (bar form) of 945 at HK $263.37 per ounce; to Amoy
(Mainland China) 11 U.S. $§100 at HK $563.50." '"long Kong offered a
sccured refupe for nervous capital, a steady flow of money from center
after centex kept entexing the Colony as unrest kept breaking out in other
countries,' and '"the existence of the open market (for U.S. dollars) in
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fang liong contributes to the maintenance of the Colony's position as the

foronost Lankilng cunter and entrepot of the Pax East!t. From Eonw Tong:
Dusiney s G ey Genayddiiimnrodieatitiled Lve Vicus (Hong Rongs:

Soutlt China uérninﬁjkuﬁi'llh:, 1957), pﬁ:b)nﬂﬁ&_ZﬁO respectively.

7. Annual Reporvk 1963 (Kuazla Lumpur: Central Bank of Malaysia, En-
glish Edition). From the statistilcs of the CGovernment 'of Singapoye
covering the four years of 19£60-63 inclusive, Singapore's totai imports
wverce ecquivalent to U.S5.54,814,000,000; total exports were U.S. $4,016,200,000;
while the total invisible inflow amounted o U.S. $499,700,000 belng 12.4%
of exports or 10.4% of impezts. 4s the total trade deficit amounted to
U.S. $797,8300,000, the invisible capital inflow had reduced the deficit
by 62.6%. (The U.S. dollar couversion is by official rate of U.S. Sl to
Singapore $3).

8. According to the Government of Singuporu's FEconomic Development
Board snnual Repont: 1963 (p.3), the total national income estimated for
1963 was local curroncy $2,630,000,000. Fox receipt of invisibles, sece
the Ceuntral Bank's Neport eited iu Note 7, p.22, which gives an estimate
of $546,200,000 (U.5. $182,067,000) for 1963.

9. According to E.F. Suczepanik, The lcencmic Growth of Hong Kong
(Oxford; OCuford University Preus, 1958), p.183, the total liong Kong
national income covering the scven year period of 1948-55 was abouf: HK
$18.1 billion, while during the same perilod Hong Kong had received a
total of 1K §7.1 billion as "inflow of capital from abroad plus net
balanca of dinvisible earnings plus net balance of governmental and private

transfoere!'. fowevern, this Ls supposedly the Urecorded! ecapital inflow.

10. The "refuvee cepital frcm lainland China to Hong Kong during
1949-50 wus estimated to have neached at least U.S. $107 million in that
one ycar, Wong Po-sShang, The [nilux of Cinese Capital into longs Konw
Since 1937 (Hong Kougz: Kal-liiny Puess, 19548, pe.5. There arc many
ditiforoent ostimates on the caprtal £low to Hong Kong during 1946~060, but
all the estimates include capital from different countiies as well as
the normal family wemittaonces., All estimates agree the there is a
continuous inflow of capital from overseas Chinese to llong Kong more or
less in the nature of flight canital, but "in the absence of many gtatistics,
it is not: possible to assess at this moment:...while the range of magnitude
of the sums involved is knwon, the precisc amounts (of flight capital)
are yet to be revealed or may never be,'" T.C. Lee, "The Economy of Hong
Kong Since World War II," Sviposium on Economic and Social Problems of
the Far East, edited by E.I. Suezepanik (Hong Kong: Hong Kong University
Press, 1962), p.l76.

11. A systematic treatment of the subject of inflation, capital flight
and gold wovements can be found in Pick's Currzency Yearhook (New Yorlk:
Pick Pulilishing Co., 1955-065). The relation of stoclt market to domestic
capital accumulation can be found in Richard Hooley, Savings in the Phili-
ppines 1950-60 (Manila: University of the Philippines, 1963), pp.65 ff.

12. The reasons may be attributed to the following: (1) the rapid
rchabilitation and development of Taiwan after 1952, with an average annual
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77 growih in national income recorded in the past decade; (ii) the economic
and politicel stability due to the island's geo-politics and U.S. policy;
(iii) proteective and positive policy to invite foreign investment along

the conventional capitalistic lines; and (iv) as an outlet (haven) for

some of the flight capital owned by overseas Chinese from other Southeast
Asian countrics. The linictry of Econemic Affairs announced that firom

1951 to 1964, the total investment capital in Taiwan industrial projects
coming from abyoad was U.S. $17G.3 million, of which $114.6 million was
from "overseas Chinese!. Sce 1966 Yearbook of Far Dasteryn Economic

Review (Hong LKong), p.320.

13. Yor example, the following market analysis was repoxted in a
Singapore paper (Manyane Siang Rau) on 13 February 1866: ''Due to the
officilal over-valuation of Indizn rupees, India was losing her gunny-sack
markef: to Thai exporters in Sinpanore, the price quated was local $1.35
(Indian) versus $1.28 (Thai) per unit! It was also reported that 'due
to the disparity of official versus free exchange rates of the rupees,
there have been more and more Siupapore imports of gunny-sacks thmwugh
special arvongenent £rom India, therefore, a slight drop oI the official
Tndian quotation has not influcnced the local market.'" On 20 February
1966, the same paper reported: '"Pue to inflation in India thereby causing
the increase of domaskic cost of production, while the black market rate
of Tupces deprecicces further, more and more Iundian expoxts are reaching
Singapore morket via concealed and indirect routes. By official rate,
the Indian CIF quotation should be $1,51. They have, however, lowexed it
down to 41.29-1.32, but still cannot compete with the Thai quotation at
$1.20-1.26", In June 196b, Inuia devalued tie rupee, .76 to 7,50 pex
U.S. dollars, and has officlally declared: 'the whole purpose of de=
valuation was to increase expoxts.' See fndizeram No. 83, a news letter
issued by the Imbassy of India, Washington, D.C., June 16, 1966.

J4. The followina statement is a refilection of such a situation:
"Gome Pakistoni industrialists were stated (ond accused by the Govern-
went of Palkistan), no doubt correctly, to be holding in Swiss banks
foreign cichonge carned by undex-iunvoicing exports, over-invoicing imports
aud other subterfuges. Latex, it seemed, some of the noney would be
transferred to London or llong Kong, there to be sold for Pakistan xrupees
around Rs.23 to the pound as against the official rate of about Rs.l13".
1966 Yearbook of Far Lastern Feconomic Revicw, long Kong, p.9l.

15. It will be interesting to find out the nonresident accounts kept
in countries such as Switwerland, Lebanon, llong Kong, U.S. etc. known
to be the havens of flight capital., According to one estimate for the
U.S. alone, bank deposits and short-term investments, held by 'private
foreigners' amounted to U.S. $11.6 billion in October 1965, in addition
to the fact that Amerdean stocks and bonds ave 'widely held abroad.'
First National City Bank, Monthly Iiconomic Letter (February, 1966), p.23.
Sec also Note 31 of tlis paper.

16, For instance, the flight from Ceylon to U.K. ctc. (recorded)
during 1856-59, was mainly duc to this factor (Pick, op. cit., 1962;.p.94).
It is to be noted that some'repatriated" funds which sre legally taken
out of a country when the owners choose to leave (e.g., pension funds) «

patds

Feodtan
A
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are not considercd as flight capital. Nowever, weparding other catepories
offinvettuantscshital ithe ciountiwhichicantber e onlly riplilltLCd is
unnally LindCed (even swithin vhe sama currenoy. blOL). It is belicved the
poi:tion left behind becomes flight capital in due coursc. loreover, many
fortiyn capitalists wish to take out their money after the repatriation
period has expircd, or afiter a new situation has devcloped. See The Annual
Repoxt of the Central Bank of Ceylon, inter alia, 1954, 1957 and i
1959, pp. 27, 36-=37, aud 47 respectively.

17. DBenito Legarda, "Stages of Growth and the Philippine Experience,
Symposium on Beonomic and Soctal Prablems of the I'ax East, edited by

E.I'. SdCaLpdnLh| Op. cit., pe. L82. Alvo scec Note 2.

18. The minorities being discriminated against are not only the
Chinese, Indian or other recial groups, but also some nationals that
originated in neighboring countries. The United Nations has mentioned
in-thetEconoinfc Survev-ofduiaand-theMar-Fast=19605=that=speculative
Ps ychoJochui “Eendencics' have led to Veapital fiight" in Indonesia in
1959 (p.45). 'This general statement may be interpreted to include all
the thrce factors mentioned under socialization, nationalization and
discrimination, Up to 1963, the Dutch propertics confiscated by the
Indoncsian government were estimated to be worth U.S. $1.3 billion, while
the confiscated Chinase properties about the same value, of which the
properties of Kian Guan Company alone (known as the Sugar King) reached
U.S. $75 nillion. Sece Oversens hinese Eeonony Yeacbooik 19063 (Taipeis
Overseas Chinese Commission, 19863), p.272. Racial discrimination against
both the Chinese and the Duteh in Indonesia during 1949-63 caused capital
flight frxom Indoneeia tolfingapoze and Halaya,fwhide at ithe same time
there were sipus of capital £light from Singeporce and dalaya to London
and liong Kong., Such discrimination may be based on either national
(citizenship) o1 racial (ethnic) digstinctions. o a lesser dogree it
may also take thie form off “protection' by reserviug certain privileges
or speclal rights exclusively for certain races. For instance, certain
categorics of land and agricultural pursuits and/or certain industries
and trade are ucserved for certain races. Such policies have sonetimes
caused capital flight beecause the discriminated minorities decided thexe-
upon to pack up due to being denied "egual opportunity" inthe country
of residence. Howvever, because of the special privileges (often times
monopolistic), thereserved trade/industries are profitable, and more often
thaniot, develops in duc course a peculiar economic system. The
"privileged race: ! becomes a sleeping paxtner, or even a sort of parasitic
capitalist class, that reaps profits without cffort, because it is being
"paid off" by the discriminated race that runs the business in all re-
spects except in name. (ihe privileged race nominally owns the business.)
This practice is known in many countries in Southeast Asia, for instance:
(i) The Deputy Premier of linlaysia officially announced that the Malaysian
Governument has establishod an aboriginal trust bureau (probably the Mojlis

Amanah Ra'avat, known as MARA, translated to mean the Council of Trust

for the Indipenocus People), to buy up the 8,000 acres of palm plantations
reserved for Malays with a view to preventing any "Ali-Baba" or "Ali-John"
scheming (lfalaysia Nan=Yang Sianpg Pau, (27 April 1966)). In Indonesia
there is also operation known as "Ali-Singh!". "Ali' represents the lepal
title of the firms. (ii) Dunito Legarda,op. cit., p.187, when analyzing
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the copital investioat in the Dhilippine industries, mentioned that "some
Chincae Gapatalistidvedl their pactlcipaticn in cconowic activities by
plecing their business in the names of Filipinos.'! Naturally this “ali-
Whatnot" business has contributed to the country's capital flight becuuse
such schemes are not cxpected to last.

19. The chainoan of the Singapore Chinese Chamber of Commerce has
written an article anpealing to the Singopore government that such "re-
turning capital' remitted from abroad should be exemnted from all tax
enquiriecs and assesspent o that Siasapore could compete with Hong Kong
as a reclpient country of flight capital. Sun Peng Yam, Manyang Siang
Pau (Janvary 1, 1966). It appeers that all govermments ave awWare of “this,
for exam vle, the government of Jndia promulpated its ''matlonal defense
remittance scheme! in October, 1965 with the following clause: “Recipients
of such remittances (from abroad) are not liable to income tax therecon.
The dncome tax avthorities will not question the sources of such re-
mittances receivad from abroad through banling channels'. In February,
1965, the Indonesizn povernment lagalized private bank accounts hield
abroad, apparently with a view to inviting some of the flight capital to
return homa.

20. Jn addition to the two axticles mentioned in lote 2, the following
cxplanation is found in the Economic Survev of Tatin fnerica 1963 (New York:
United Nations), p.238: "...errors and omigssions rxepresented a nepotive
sum of nzarly U.S. $1,300 million for Latin America... The very fact
that eryors and emissions are zo large obviously reducces the scope of any
analysis of capital tratsactions between Latin America and the rest of
the world, and therefore vaicses the ouvestion of their exact significance...
the nost significant of the unraenistered outflows correcpnnd to new shorte
or lonpg~term investirent abroad cfifecced by private porsons resident in
Latin America (£light of CZ?it‘l) Thus, in spite of the fact that the
amount of ccroxs -« omisslons does not provide an accurite measurement
of the flight of cepital, chances in their level give a rough idea of the
trend of Slight. In other vwords., it may be assumed that the flight of
private copiltal accelerates whenever negative errors and omissions
are shown ot incxease, and slackens off whencver the errors and oinissions
arce positive, provided that no other factors have intervenede..'

21l. Sce the following section on "Flight Operation',

22. In addition to the thres documents mentioned in Note 20, see
also Poul Host-Madscen, '"Balacce of Payments,' Finance and Developuent (March'66).

23. TFor Instance, United Nationg, Feonomic Survey of Asia and the Far
Fast 1964, notes thats (L) in Burma after the socialiuation policy,
Buyizse production declined by one-tenth in 1963-64, and the government
attributed this to the obstructive actions of foreign and national capital=-
ists vwho gave up maintaining industrial equipment or closed factories,
hoarded vast sums as cash and smuggled money out of the country (p.208).
(11) In Indonesia measures were taken by the Indonesian government to
“"reverse outflows of capital from the country' by excmpting from
price control those jmports financed from private holdings of foreign
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exchanze (abroad) shether "legally or illegally acquired! provided that

a one percent 'madeption charge! was paid, and also by lifting the ban

on nrivate lolding of forcifn exchanpe. Dospite all those measures, the
Indonesiun imports did not improve as traders vere cautious in ''exposing
their assots or in cenverting thewm into rupiah even at apparently high
profits." (p.205). The Central Bank of the Philippines in its 1964
Lnnunl Poport put is as follouws: 'The outflow of capital from the
Philippines vhich etarted to assume considerable propoxrtion, particularly
after the institution of decontrol, continued to increase in 1964... Sig=-
nificantly, the over-all tone of restraint in the fiscal and monctary
sectors (by the povarnment) failed to stew the outflow of capital..."(p.98).
The Unitcd Nations Reonomic Commission for fsia and the Far East (HCAFE)
in a roviow article on the regional '"Problcms of Lxternal Payments and
Finance" covering 1953-60, notes that the anuual average of the apgregate
current account position of the eight countries (BDurma, Ceylon, lndia,
Tndonesia, South Koxea, Pakistan, the Philippines and Thailand) ex-

pericnced a marked deterioration,nanely, from a modest: annual deficit of
U.S. $330 million (1953-55 averape), to a defiicit of U.8, $1,200 million

(1959-60 average), Eeononic Suriay of Asia and ghe Far liast, pp. 106-118.
However, there is no mention in the xeview that such a deterioraticn has
anything to do with copital flight, mnor has it hinted that the deterioration
might not have been so marked if the Singapore-Malaya and long Kong

accounts (considercd as the recipient countyies of the flight capital)

were included.

24. See references in Note 2.

25, M.F. Hassen, Copital Tlinots Venornola 1986-00, op. elv. It
was Bs.l,620 million, convexted into U.S. dollare by official rate of Bs.
4.35 to U.S. $1. The official rate was devalued to 4,50 bolivars in 196%
which was only to confizm the black market rate (being 4.50 since 1960).
Tn addition to the recovded cepltal outflow, Hassan gives the following
figures as the "unvecorded! capital outflow: for 1958, U.S. $211 million;
1959, $65 million; and for 19060, $199 willion. According to Piclk, op. cit,,
the Venezuclan political unrest in 1958 led to Meapital £light'' which a-
mounted o almost one billion dollars net for the three years of 1959-61,
and for 1961 alone the flight might have reached as high as U.S. $500

million (pp.500-50%4).

4, op. cit., p.98. On page 6 of
the szme Report, it was pointed out "there was substanti al showt-term
capital flight'. The Report did not specify the amount of flight, however.

26. The Bank's Annual Reports 1964
i ol e et m— . 3

27. The official rate of exchange is used for converting all monetary
authoritics' data (U.S. $1 = Rp. 4.76), but data in errors :and omlssions
are converted by the average black market rate of U.S. 81 = Rp. 7 (the
range durirg 1959-63 was Rp. 5.00 to 7.72). If both items are converted
into U.S. currency by official rate, the total is U.S. $69.7 million
instcad of $58 million. For ell the exchange rates, Pick, op. cit.

28. There was an agrcement made between the Burmese and Indian govern-
ments regarding the repatriation of Indiang from Burma. The Burmese
government however, has attributed the decline of Burmese production in 1964
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to the illeeal flight of capital.. Reonomle Survey of Asia and the Far

R IS el ARk

29. To repcat, all data cited in this paper in rclation to capital
movemants are meant only for illustration purposes, as it is difficult
to puss judgewant on unofiicial estimates in general, and the £light portion
contained therein in panxticular. The following are typical: (1) The
1966 Yearbook of Far Eastern lLeonomic Review comnents, 'how such unofficial
cetimates could be wade was not: at all clear', but neverthlo s reproduces
the following unofificial estimates of uwarecorded capital inflow to
Hong Kong during the period of January-July, 1965 (p.91): UK $100 million
i]ﬁw Indounesia and Malaysia, I $70 million from IJndochina and Thailand,
HK 840 million from the Philippines, HK $30 million from Taiwvan, the U.a.,
hustralia, India and Japan. Most of this come via assoclated Hones (fizms)
from countries which prevent remittances through normal banking channels,
The Yearbook also reports that during the past decade, the montbly inflow
of capital to long Kong from Southeast Asizn countries ranged from LK $30
to 80 million. (ii) 1965 Mono Kone i ﬁg:g1ﬂ Annnal (in Chinese), presents
estimates covering the whole yeur of Lyih of capical inflows to long Kong
as follows, including family vemittonces: HK $200 million from Indonesia
and lalaysia; 11K $200 million from (udochina and Thailand; NK $120 million
from the Bhilippines; HEK $70 milllion f£rom U.S., Australia, Taiwan, Japan,
South Korea and India; 1 $20 million from Great Britain as femily re-
mittance by 2,000 Chinecse westaurants ond 35,000 oversecas Chinese employed
there (pp.!“’w*“t of Part I). (iii) An expcot fxom the Bavk of England,
has also conc]ulLd that thore was considerable inflow of capital to Hong
Kong but '"mo statlstics are available'. See H.J. Tomking, op. cit., p. ?.

30. For inctance, it was estimated, cirea 1957, that about 70% of
overseas remittance to Horg Kong reoiined in Houg l\onﬁ. Scee Vong Yo~Shang,
op. cit., p. 9. lMowever, how wmuch of this 70% was flight capital is un-
knoin.

31. Reviewing "Asia's Imports from Western Europe and Problems of
Tmport Financing', the United Nations LCAFE concluded, 'During the post-
war period, the role of Vestern Eurcpe as a provider of capital funds to
the region has been minimal. Since the war, moxe often thanmtb there has
been a net outflow of capital from the region to Western Lurope. This
is indeed regrettable in view of the political and economic links which
for so long existed betwoen the two reglous and of the large trade surplus
which Western Europe has enjoyed with the region. The future outlook does
not look promising..." BEcononic Survey of Asia znd the Far East 1962, p. 118,
Analyzing the international CJpLL“l maricet of iJJJ, the First National
City. imk pointed out: (i) a large portion of foreign capital issues
publicly offered in the U.S. capital market had been purchased by investors
who wore not U,S. residents; (ii) funds in the Burepean capital markets
do not couwe from Europe alone, but also from other parts of the world,
particularly the lMiddle Last and Latin America; (iii) London generally
acts as an entrepot for capital of third countries (Monthlv Economic Letter,
May 1966, p.57). A newsreport printed In Nanvane Siang Pau on April
7, 1966, rcad as follows: '"long Kore Associated Press news relcase dated
April 6, veported that Honpg Kong banking circles believed that: President
Sockarno of Indonesia possesses personal savings abroad of at least
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| U.5. $60 million, of which $41 million is in Swiss banks and $20-21

| million is in Japancse banka, and it is beliceved that all these savings
wese accunulated after thie independence of Indonesia dn 1949-50".

32. Smugsling motivated by evasion of custom duties (smuggling in and out)

or by beating cxport control, ete. are looking for profits and thercfore
does not irvol-cmital flight in the sense defined herein, loreover,
profits and procceds obtained cthrough such smuggling are usually em-
ployed for other cconomic activities and therefore may be recorded in the
balance of payments when they come back. Although the smugglers may
keep part of the sales proceeds inforeign countrics for "rainy days', this
is incidental and insignificant. sor exanple, according to one estimate,
Singapore could still obtain ''snuggled rubbexr' amounting to about 40,000
tons per year from Indonesia despite the Tndonesian confrontation (normal
Singapore imports from Indoncsia were previously about 350,000 tons pex
year), 1266 Yearhool of Far Instern Feonomic Roview, pe..7l. In '

H banking circles, it is generally koown that Tndonesian exports somehow
reached Malaycia (Singapore ond Penang in particulax) in 1964 "I

by indirecct
voutes! despite the confrontation, Annual Report of the Honm Konz and
Shanghai Barking Corporation 1964, (ilong Leng, 1965), p.4l. Dank
Tndonesia (the hdtional Centrnl Bank) uoted in its Annual Roeporl 1956=57,
p. 15 that the Indonesian central government's decline in export proceeds
(foreign cxchange) was due to, inter alia, “political difficultics:"
whereby the regiloncl governmenls rcfuscd Lo cooperate (GGuplying . therein
a sort of armed-escort smuggling). lowaver, such operations usually end
up as barter trade, and conscquently do not cause capital flight.

33, According to Piclk, on. cit., payment Rangoon has markets in

Danghok, Hong Kong, Tokyo, Prl-istan and fndia (p.98); payment Cembodia

has markets in Viet Nam, Laos, Heng Kong, Paris, Banghkok and Siungapore

(p. 103); payment Colombo has markets in ladras, Calcutta, Bangkok,

| Hong Kong (p. 115); payment India has murkets in. Hongz Kong, Kuwait,
Bangkole, Rangoon, Tckyo, Karachi, Beirut, Hew York and Milan (p. 258);
payment Indonesia has markels in Singapore, Banglkok, Hong Koung, Tokyo,

| Bowbay, samsterdam, Zurich and New York (p. 226); payment Laos has markets

in loug Kong, Paris, Singapore and Dangkok (p. 320); payment Pakistan

has markets in Bombay, and Calcutta.(p.378); payment Thilippines is largely
done in llong Kong (p. 396). Payment Bangkok is fairly centralized in
Hong Kong (p. 461).

34. This is one reason why there have been millions of units of hard
| cash stored (hoarded) in private rented safety boxes in bank vaults., I
| have scen operators carrying cnormous auounts of cash to and from various
banks in onc operation. This operation is well known to the governments,
and at least one government tried to challenge it by reducing the value
of banknotes overnicht as a measure of "reform'. Indonesia enacted a
"mouctary reform! on 25 August 1959: (i) banknotes of Rupiah 500 and
1,000 were reduced in value by 90% and to be withdrawn from circulation, and
to be replaced by newly printed notes in due course; (ii) bank deposits
of over 25,000 Rupials were frozen to 90% and could be utilized only
to purchase government bonds Gf which 2 billion Rupiahs were issued. The
| Leoncmic Survey of Asia and the Far Last 1950 repoxted: '"...there was
sign of flight in Indenesia before a proposed currency reform, and persons
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dealing in illegal transaction avoided placing woney in deposit accounts
Liable Lo official duspection and investigation and hoarded the money...!
(Il. 'ﬁl})a

35. In such an operation, the transferors of the flight capital ave
generally known to the intermediary personally, but the transferce may
or may not know the agent of the intermediary at the receiving end.,
The transferce will be pald after conparing codes. Codes or identification
can be carxied by couriers ox by the regular postal service--which have been
known to be transmitted by post cards. As a rule, all the intermediarics
arc fairly well-established who have agents at many ports, or are importers=
exporters themselves.

36. Over and under-invoicing is apparcntly well known to the autho-
ritics, See, for instance, the ECALNL analysis of the reduction of the
Indenesian government necéipts both indreign exchange and trade tax
revenue.  The decline was in part attributed to "the preseuce of illegal
trade in violation of export, import and domestic regulations.! Economic
survey of Asia and the Far Dast 1959 (Dangkok: ECAFE, 1960), p. 45. Sce

oee s bt e

also Hote 1é4.

37. Tox exomple, vhen a countyy's actual cxvorts are $10 million but
only $9 million is recorded, while actual impoxts are $9 million but
of fictally recoxded as $10 million, then a trade deficit of $1 million will
appear in the ofificial international balance, instcad of a $1 million
surplus. It is possible that there are other operations whizh may offset
these imbalances, but sufifice it to say that over and undex-invoicing can
Vitiote the oillcial trade statistics, Tlhose who suspect there ig, or who
are puzzled by the diverpence of statistics. between capitel accounts and
trade accounts might well look for thoe reasons concealed under Operation
Invoicing.

38. See liote 2,

39. The following statement sunmarizes the situation: "On the whole
in many Asian countries the stream howeward (to Western Europe) of private
capital from underdeveloped countiics has probably been scmewhat larper
than 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 betveen the various countries.! Gunnar Myrdal, An Tnternational
Leonomy, Problems and Prospects (lew York: Harper & Row, 1956), p. 108.
Sce also Note 3L of this paper. Incidentally, it is interesting to
analyze the sources of foreign capital financing Singapore development
during 1959-63 period: which shows only 177 from Western Lurope, including
only 4% from Creat Britain. The total foreign investment in "pioneer in-
dustries" during the period, was U.S. %29,520,000; with Japan's $9,077,000
and U.8. $06,100,000 accounting for more than half of the total. The
rest included: Western Nurope'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
Kong §2,667,000; Taivan $737,000; Australia and New Zealand $866,000; and
IBRD $5,067,000. lconomie Doveleprent Board Annual Report 1963 (Singapore:
Government of Singapore, 1965), p»16. (The above values in U.S. dollars are

P



http:Ntatisti.cs

-20-
converted by official rate of local thzee dollars to U.S. $1.)

40, Tor instance, dccording the THRD's Annual Report 1964-65 (Washington:
IR, 1966), p. 74, the Hong Kong and Shanghai banking Coxporation and the
charterad bunk have subscribed to the IBRD's bond financing of a Malayan
project. It is possible therefore that those international bonds
financing national projects floated in the U.S., Switzerland, ete. are
being bought by the flicht capital from the countries being financed.

Seet also Hote 31. Finally, the following concluding remark of a study

on internaticnal capital markets by the First National City Bank is

worth quoting: 'There is ivony hexe. For the new international capital
maricet is the product of westrictions and negulations of private capitul
investment. Yet, at the same time, the naxket is a practical answer

to controls and regulations--an answer that, along with the international
short-term warket, is cflectively loosening the constraints in domestic
financial marlets,' lNonthly Beeonomic Letter (liay 1966), p.53.
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