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ABSTRACT 
 

Dominance of short-term foreign capital in Indonesia is still quite large, giving rise to the phenomenon of the 
capital flight.  The purpose of this study is to describe and identify factors that support the capital flight in 
Indonesia during the period 2000-2009. Regression model used in the study in order to investigate the influence 
of GDP growth, foreign direct investment, exchange rate, and inflation on the existence of capital flight.  The 
study found that although the economic growth in Indonesia moves towards positive growth rate and quite high.  
However, on the other hand, Indonesia has problems enough attention, which is still a high level of capital flight 
out of the country.  In addition, the estimation regression found that only foreign direct investment that have 
effect on capital flight, while others variables had no effect. 
Keywords: capital flight, economic growth. 
 

INTRODUCTION 
 

Indonesia's economic liberalization that began in 1967 with the implementation of free foreign 
exchange system, was support the Indonesia's financial system to be integrated with world financial system.  As 
a result is more increasingly open the flow of foreign capital in term of free exit and entry.  If the capital 
outflows very high, the phenomenon indicates that there has been a capital flight. Generally, the phenomenon of 
foreign capital flight is usually indicated by the type of short-term investments such as investment in portfolio.  
Investments in portfolio could be affecting the domestic financial market with transaction forms such as equity 
and cash securities.  In Indonesia, the flow of foreign capital is important as the source of financing for 
investment and also consumption, as well as to strengthen the country's foreign exchange reserves. 

During 1990 to 1997, the flow of foreign capital in Indonesia has grown significantly, which at this 
period the flow of capital in the form of foreign direct investment (FDI) was dominated the composition of 
foreign capital.  Recently, phenomenon that arises is, the increasing flow of foreign portfolio capital, bonds, 
stocks, equity, and other short-term instruments compare to long-term FDI.  In terms of investments, the 1997 
economic crisis was showing that composition of portfolio have increased in comparison with the FDI flows.  
Further, data collected from Bank Indonesia show that there is surplus of capital and financial balances in 2006 
which has increased by US$ 2.5 billion compared to $ 0.3 billion in the previous period.  The purpose of this 
study is to (1) describe the capital flight in Indonesia during the period 2000-2009, and (2) identify factors that 
support the capital flight in Indonesia. 

Several empirical studies have tried to analyze the impact of capital flight on macroeconomic variables, 
and by using different perspectives [1][2][3][4].  Kouri [1] and Dornbush [2] tried to distinguish between regular 
and portfolio diversification incentives relative risk.  The aim of the study is to show that except from the usual 
portfolio diversification, agents have an incentive to change the foreign capital, due to macroeconomic 
instability and other factors.  Further, Kouri [1], Dornbush [2], and Sheets [3] showed that there are allows 
multiple channels of capital flight.  First, macroeconomic and political instability could increase the variance of 
domestic assets, which in turn reduces the demand for domestic assets.  Second, although the expected return on 
assets is higher in transition countries, in-efficient financial sector, the heavy tax burden, and loose monetary 
policy can reduce the rate of return on domestic capital and the resulting decline in demand for domestic assets. 
This in turn, result in illegal capital flows, is intended to avoid the heavy tax burden and as a result of loose 
monetary policy.  

Kant [4] tested the factor analysis to determine whether capital flight co-integrated with 
macroeconomic variables.  In his study, he found that more than 40 percent of loans guaranteed by the 
government have left the developing countries as capital flight.  However, few empirical studies that attempt to 
analyze the impact of capital flight on economic growth.  Among these studies, the most relevant is the model of 
endogenous economic growth, determining the impact of external debt, and are rarely specific to the problem of 
capital flight itself. 

Lawanson [4] use a portfolio approach to analyzing capital flight in Nigeria 1970-2001 periods.  By 
using the econometric analysis, Lawanson found that many factors are systematically able to explain the 
behavior of healthy portfolio holders in Nigeria.  The analysis show that the choice of private portfolio holders 
in Nigeria is influenced by domestic macroeconomic policies such as the size of real economic interest rate 
differential, the misalignment of exchange rate, fiscal deficit and changes in inflation rate.  Meanwhile, the 
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structure of debt in the form of debt at home and abroad also contributed to the occurrence of capital flight in 
Nigeria.  On the other hand, political variables would also affect even though weak, however, still have a 
significant effect in the model. 
 

MATERIALS AND METHODS 
 

This study use quarterly time series data started from the first quarter 2000 to third quarter 2009.  The data 
is obtained from several sources and documentation of the parties which is linked with problems of the study.  The 
data sources are from International Financial Statistics, World Development Indicators, financial statistical data 
issued by Bank Indonesia and the Center for Statistical Office (BPS), as well as previous research journals. 
 

Model Specifications 
Regression model is used to investigate the factors that contribute to the occurrence of capital flight in 

Indonesia.  Specification of the model was adopted and modified from the model used by Al-Fayoumi et.al. [5],  
in her study of the factors that affect the capital flight in the Middle East countries and North Africa. 

As quoted by Al-Fayoumi et.al. [5] of Ndikumana and Boyce [6], argued that existing theories do not 
clearly indicate what factors actually affect the occurrence of capital flight.  But some of the existing literature 
[6][7][8][9] suggests that variables such as real exchange rate, real GDP growth, foreign direct investment, 
external debt, the rate of return differential, uncertainty, and inflation has a significant influence on the 
occurrence of capital flight.  Accordingly, the modification referred to in the study is to eliminate the variable 
external debt, rate of return differential, and uncertainty of the model due to technical reasons such as unclear 
measurement methods and data availability.  Therefore, the simple model in this study is: 

CFit  = α + β1 GDPit + β2 FDIit +  β3 ERit + β4 INFit +µit ……………………………..(1) 
where CF is capital flight, GDP is the real GDP growth, FDI is the net foreign direct investment, ER is the 
exchange rate, and INF is inflation.  Based on the literature, there are several methods to calculate capital flight 
[10][11] which were referred to the World Bank [12], Morgan Guaranty Trust Co. [13], and Cuddington [14].  
These three methods are more often used by various researchers in calculating capital flight.  However, this 
study only uses one method as suggested by the World Bank to calculate capital flight as follows: 

CFW B= ED + FDI + CAS + FR,……………………………………………………………..(2) 
where CF is capital flight, ED is the external debt, FDI is foreign direct investment, CAS is a current account 
surplus, and FR is the change in foreign reserves. 
 

Methods and Procedures Analysis 
Ordinary least squares (OLS) method is used to estimate the effect of independent variables (real GDP 

growth, foreign direct investment, exchange rate, and inflation) on the dependent variable (capital flight).  The 
model used in this study was modified from the study Al-Fayoumi et.al. [5].  Further, to ensure that the 
estimation model is valid and not biased, it will be tested using classical assumption test: multicollinearity, 
autocorrelation, and heteroscedasticity [15]. 
 

(a) Multicollinearity Test. The term of multicollinearity originally refer to a perfect linear relationship between 
the independent variables in the regression model.  The test is intended to test whether there is a linear 
relationship is perfect or nearly perfect among some or all of the independent variables that explain the 
regression model.  

If there is multicollinearity in the model, it will cause: (1) coefficient of regression for each variable is 
not statistically significant and therefore difficult to investigate which variables affect the dependent variable, 
and (2) the sign of coefficient will contains an opposite sign as predicted theoretically, consequently the 
probability of accepting a false hypothesis increases.  The existing of multicollinearity can be detected from the 
VIF (Variant inflating Factor).  If the VIF value of each independent variable is less than 10 then it can be said 
that no multicollinearity in the model, and vice versa. 
 
(b) Autocorrelation Test. Autocorrelation is refer to correlation between members of the series of observations 
arranged in chronological order (such as time series data) or by order of place or space (such as cross section 
data), or correlation to himself.  To determine whether there is autocorrelation in the equation estimators can be 
seen from the Durbin-Watson d-statistic as follows: 
if   d du< = it means there is positive autocorrelation (area A) 

dl d du< < = means the area without decision (area B) 
4du d du< < - = means there is no autocorrelation (area C) 

4 4du d dl- < < - = means the area without decision (area D) 
4d dl> - = means there is a negative autocorrelation (area E) 

Description: 
dl  = Lower limit on the Durbin-Watson table 
du = Upper limit on the Durbin-Watson table 
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In this case the null hypothesis (Ho) states there is no positive or negative autocorrelation. Whereas the 

alternative hypothesis (Hi) states there is positive or negative autocorrelation.  It can be illustrated graphically as 
follows: 
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Figure 1 Durbin – Watson d-statistic 

 

c) Heterokedasticity Test. Heteroscedastisity is state as where each disturbance error has different variants.  This 
test is intended to test whether the variance of the disturbance error not constant for all values of the independent 
variables. To determine whether there is heterokedastisity can be seen from the spearman correlation using the 
rules of decision if the significance is greater than 0.05 then there is no heteroscedastisity symptoms. 
 

RESULTS AND DISCUSSION 
 
Development of the Indonesian Foreign Debt 

Foreign debt is defined as the debt of the population who live in an economic territory to non-residents.  
Indonesia's foreign debt can be divided into the government's foreign debt, central banks, and private.  
Government foreign debt is debt held by the central government, consisting of bilateral debt, multilateral, export 
credit facilities, commercial, leasing and Bonds (SBN), published in foreign and domestic owned by non-
residents.  SBN consists of Government Securities (GS) and State Sharia Securities (SBSN).  SUN consists of 
government bonds with a maturity of more than 12 months and the State Treasury Bills (SPN) with a term of up 
to 12 months.  SBSN consists of long-term SBSN (Ijarah Fixed Rate/IFR) and the Global Sukuk. 

The central bank's foreign debt is debt held by Bank Indonesia, which is applied in order to support the 
balance of payments and foreign reserves.  There is also owed to the non-residents who have placed their funds 
in Bank Indonesia Certificates (SBI), and debt in the form of cash and deposits and other liabilities to non-
residents.  Private sector debt is foreign debt of the population to non-residents in foreign currencies or dollars 
and debt agreement (loan agreement) or other agreements, cash and deposits owned by non-residents, and other 
obligations to non-residents.  Private sector debt includes bank and non-bank debt.  Non-bank external debt 
consists of debt-Bank Financial Institutions (LKBB) and the company rather than individual financial 
institutions, including non-resident parties.   

Based on data from Indonesia's external debt statistics, published by Bank Indonesia [16] note that 
since 2005 to 2009, position of Indonesia's foreign debt was increase of USD38, 366 million (22.19%).  The 
increase occurred both in the government's foreign debt and private debt.  Nevertheless, some indicators related 
to Indonesia's foreign debt burden has shown significant improvement. The position of Indonesia’s Foregin 
Debts is presented as in Table 1. 

 

Table 1 The Position of Indonesia’s Foreign Debts (millions USD) 
No Description 2005 2006 2007 2008 2009 
1 Government and Central Bank 80,184 75,820 80,615 86,600 99,265 

 1.1 Government 69,273 73,055 76,920 85,136 90,853 

 1.2 Central Bank 10,911 2,765 3,695 1,464 8,412 
2 Private 54,321 56,813 60,565 68,480 73,606 

 2.1 Bank 7,797 8,459 9,934 11,593 9,530 
  2.2 Non-Bank 46,523 48,354 50,631 56,887 64,076 
 TOTAL 134,505 132,633 141,180 155,080 172,871 

  Source: Indonesia’s Foreign Debts Statistics, Bank Indonesia. 2011 [16] 
The high magnitude of Indonesia's foreign debt is inseparable from the economic contribution based on 

sectors as shown in Table 2.  In general, the percentage of foreign debt for each sector showed increasing trend 
during the period 2005-2009.  Financial sector and manufacturing sector were the two largest contributors of 
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Indonesia’s foreign debt.  In addition, based on data, there are three sectors also showed considerable 
contribution towards the establishment of Indonesia's foreign debt, such as services sector, other sectors, 
electric, gas, and clean water?   
 

Table 2 The Position of Indonesia’s Foreign Debts based on Sector (%) 
No. Sector 2005 2006 2007 2008 2009 

1 Agriculture 2.1 2.6 3.3 3.4 3.4 

2 Mining 3.6 4.3 4.8 5.7 7.4 

3 Manufacture 15.3 15.7 14.6 14.7 12.5 

4 Electrical, Gas, and Clean Water  9.8 9.9 9.8 9.1 8.8 

5 Construction 8.1 7.9 7.3 7.3 7.3 

6 Trade, Hotel, and Restaurant 2.0 2.3 2.1 2.6 2.6 

7 Communications and Transportations 4.2 4.3 4.4 4.4 4.1 

8 
Financial, Real Estate, and Company 
services 26.6 25.5 29.1 30.3 34.1 

9 Services 10.0 10.5 10.1 10.0 9.2 

10 Others 18.3 17.0 14.5 12.4 10.6 
  Source: Indonesia’s Foreign Debts Statistics, Bank Indonesia. 2011 [16] 
 

Meanwhile, based on the largest creditor nation, Indonesia's foreign debt position is shown in Table 3.  
Of at least 21 other creditor countries, the four largest creditors are Japan, USA, Germany, and France.  
Proportions lending the four countries during the period 2005-2009 showed the largest proportion and show a 
stable trend.  Aside from a creditor nation, Indonesia's foreign debt also came from organizations and 
international financial institutions such as ADB, IBRD, IDA, IDB, IMF and other institutions.  These 
international organizations was gave contribute loans significantly to the Indonesia. 

 
Table 3 The Position of Indonesia’s Foreign Debts based on the Highest Creditors (%) 

No. Country 2005 2006 2007 2008 2009 
1 Japan 26.8 24.8 22.8 24.4 20.7 
2 USA 9.0 9.4 9.3 10.9 11.7 
3 Germany 3.8 3.8 3.8 3.0 2.4 
4 France 2.1 2.0 2.0 1.8 1.8 
5 International Organization 19.8 14.3 13.7 13.3 14.4 
6 Others 7.8 10.5 12.7 10.7 12.7 

Source: Indonesia’s Foreign Debts Statistics, Bank Indonesia. 2011 [16] 
 
The development of Economic Growth 

An indicator of a country’s economic growth is represented by the process of the production capacity 
of an economy that embodied in the form of increased national income.  Generally, economic growth is used to 
measure changes in indicators of Gross Domestic Product (GDP).  Picture of economic growth in Indonesia 
during the period 2007-2009 at current prices (ADHB) and at constant prices 2000 (ADHK) are shown in Table 
4.  In 2009, Indonesia's economy was grown by 4.5 percent compared to 2008.  The value of Gross Domestic 
Product (GDP) at constant prices (ADHK) in 2009 reached Rp2.177, 0 billion, while in 2008 and 2007 is 
Rp2.082 trillion and Rp1.964 trillion,  respectively.  When viewed by current prices (ADHB), GDP in 2009 rose 
by Rp662 billion, from Rp4.951, 4 trillion in 2008 amounted to Rp5.613, 4 trillion in 2009. 

During 2009, all economic sectors experiencing growth.  The highest growth occurred in transport and 
communications sector which was reached 15.5 percent, followed by sector electricity, gas and clean water 
(13.8 percent), construction sector (7.1 percent), services sector (6.4 percent), the financial, real estate, and 
company services (5.0 percent), mining and quarrying (4.4 percent), agricultural (4.1 percent, and trade, hotel 
and restaurant (1.1 percent).  GDP growth in oil and gas in 2009 reached 4.9 percent. 
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Indonesia's GDP by nine sectors of economic activities during 2007-2009 period shows that the largest 
contributing sector is manufacturing, followed by agriculture and services sectors.  While the sector with 
smallest contribution is electricity, gas, and water.  The contribution of agriculture sector continued to decline, it 
demonstrates the ongoing structural transformation in Indonesia (Table 4). 

 

Table 4 Indonesia’s GDP, 2007-2009  

No Sectors 
Current Prices  

(Billion Rupiah) 
Constant Prices 2000  

(Billion  Rupiah) 
2007 2008 2009 2007 2008 2009 

1 Agriculture 531.9 716.1 858.3 271.5Z 284.6 296.4 
2 Mining 440.6 540.6 591.5 171.3 172.4 180 
3 Manufacture 1,068.7 1,380.7 1,480.9 538.1 557.8 569.5 
4 Electrical, Gas, and Clean Water  34.7 40.9 46.8 13.5 15 17.1 
5 Construction 305 419.6 555 121.8 131 140.2 
6 Trade, Hotel, and Restaurant 592.3 691.5 750.6 340.4 363.8 367.9 

7 Communications and 
Transportations 264.3 312.2 352.4 142.3 165.9 191.7 

8 Financial, Real Estate, and 
Company services 305.2 368.1 404.1 183.7 198.8 208.8 

9 Services 398.2 481.7 573.8 181.7 193 205.4 
GDP 3940.9 4951.4 5613.4 1964.3 2082.3 2177 
GDP Non-Migas 3,534.4 4,427.2 5,146.5 1,821.8 1,939.5 2.035.1 
Source: BPS, 2010  

 

Compared with 2007 and 2008, in 2009 there was an increase in some sectors except: Industry Sector, 
Trade Sector, Hotel and Restaurant, Mining and Quarrying, and the Financial Sector, Real Estate and Business 
Services.  The Role of Agriculture Sector increased from 14.5 percent to 15.3 percent, services sector from 9.7 
percent to 10.2 percent, construction sector from 8.5 percent to 9.9 percent, while the Transport and 
Communications Sector and the Sector Electricity, Gas and Water respectively provide the same role from 2008 
that is equal to 6.3 percent and 0.8 percent.   While the Manufacturing sector fell from 27.9 percent to 26.4 
percent, Trade Sector, Hotel and Restaurant down from 14.0 percent to 13.4 percent, Mining and Quarrying 
sector decreased from 10.9 percent to 10.5 percent, and the Financial Sector, Real Estate and Business Services 
dropped from 7.4 percent to 7.2 percent.  Furthermore, if viewed in total, the role of oil and gas GDP rose from 
89.4 percent in 2008 to 91.7 percent in 2009. 
 

Table 5 The Structure of Indonesia’s GDP (%) 
No. Sectors 2007 2008 2009 
1 Agriculture 13.7 14.5 15.3 
2 Mining 11.2 10.9 10.5 
3 Manufacture 27 27.9 26.4 
4 Electrical, Gas, and Clean Water  0.9 0.8 0.8 
5 Construction 7.7 8.5 9.9 
6 Trade, Hotel, and Restaurant 15 14 13.4 
7 Communications and Transportations 6.7 6.3 6.3 
8 Financial, Real Estate, and Company services 7.7 7.4 7.2 
9 Services 10.1 9.7 10.2 

GDP 100 100 100 
GDP Non-Migas 89.5 89.4 91.7 
Source: BPS, 2010  
 

Regression Test Results: OLS Method 
Test results using the OLS regression model obtained the following results: 

 

Table 6 Model Estimation Result  
Dependent Variable: CF   
Method: Least Squares   
Sample: 2000 2009   

     Variable Coefficient Std. Error t-Statistic Prob.   
C 368828.8 127206.7 2.899446 0.0338 

GDP -10884.80 6108.214 -1.781994 0.1348 
FDI 5.597415 1.085030 5.158765 0.0036 
ER -21.93202 13.88713 -1.579305 0.1751 
INF 792.2047 1139.689 0.695106 0.5180 

R-squared 0.899634     Mean dependent var 136232.5 
Adjusted R-squared 0.819341     S.D. dependent var 22961.41 
S.E. of regression 9759.519     Akaike info criterion 21.51673 
Sum squared resid 4.76E+08     Schwarz criterion 21.66802 
Log likelihood -102.5836     Hannan-Quinn criter. 21.35076 
F-statistic 11.20441     Durbin-Watson stat 1.601814 
Prob(F-statistic) 0.010369    

                Source: Data Estimated, 2011 
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From the estimation results in Table 6, the variables of economic growth (GDP), exchange rate (ER), 
and inflation (INF) showed no significant influence on the occurrence of capital flight (CF) in Indonesia.  While 
the variable foreign direct investment (FDI) affects the occurrence of capital flight (CF) in Indonesia.  Overall, 
the ability of independent variables in explaining the variation in the occurrence of capital flight in Indonesia is 
quite high, which amounted to 89.9%. 

Testing the assumptions of the model based on classical estimation results are as follows: 
1) Multicollinearity. Multicollinearity is the condition of a perfect linear relationship between the independent 
variables in the regression model.  Based on the results of OLS estimation (Table 4.6), it can be seen that the 
ability of the model in explaining the variation in the dependent variables (CF) is high enough as 89.9%. 
However, the high value of the coefficient of determination (R2) is apparently not parallel with the significance 
of each independent variable, whereas only one variable (FDI) that showed a significant effect, while the other 
three variables had no significant effect. This means that the OLS estimation has multicollinearity problems. 

As explained previously that multicollinearity is a problem of high collinearity among the variables in 
the model.  Thus, to detect the cause of the existence of multicollinearity can be seen from the relationship 
(correlation) between variables as shown in Table 7. 

 
Table 7 Correlation Matric 

 CF GDP FDI ER INF 
CF  1.000000  0.429060  0.880014 -0.444594 -0.346825 

GDP  0.429060  1.000000  0.696115 -0.092554  0.095374 
FDI  0.880014  0.696115  1.000000 -0.231140 -0.196168 
ER -0.444594 -0.092554 -0.231140  1.000000  0.737992 
INF -0.346825  0.095374 -0.196168  0.737992  1.000000 

     Source: Data Estimated, 2011 
 

2) Autocorrelation. Autocorrelation is the correlation between members of the series of observations arranged 
in chronological order (such as time series data) or by order of place or space (such as cross section data), or 
correlation to himself.  Based on the OLS estimation results in Table 4.6, it is known that the Durbin-Watson 
statistic is 1.60, while the DW table is 0376 (dl) and 2414 (du), it means that problem autocorrelation in the 
model cannot be decided. 
 
3) Heteroscedasticity. Heteroscedastisity is a state where each disturbance error has different variants.  Test 
results using the Breusch-Pagan-Godfrey test gives results as shown in Table 8.  To determine whether there is a 
problem with heteroscedasticity in the model tested using the F test with the null hypothesis (Ho) is the 
independent variable has no significant effect on the residual.  Based on estimates of Breusch-Pagan test-
Godfrey test is, it is known that the F-statistic model not significant at the 5 percent confidence level.  This 
means that the null hypothesis (Ho) accepted, then the regression model did not have problems 
heteroscedasticity. 
 

Table 8 Heteroscedastisity Test 
Heteroskedasticity Test: Breusch-Pagan-Godfrey 

     
     F-statistic 1.140309     Prob. F(4,5) 0.4336 

Obs*R-squared 4.770550     Prob. Chi-Square(4) 0.3117 
Scaled explained SS 1.364389     Prob. Chi-Square(4) 0.8504 

     
                      Source: Data Estimated, 2011 

 
 
 
 

CONCLUSION 
 

During the period 2000 to 2009, Indonesia's macroeconomic data suggests that economic growth in 
Indonesia moves towards positive economic growth rate is quite high. On the other hand, Indonesia is also 
experiencing problems enough attention, which is still a high level of capital flight out of the country. Several 
suggestions and recommendations are as follows: (1) the need for appropriate policies that were taken and run 
the government of Indonesia to prevent capital flight. Improvement of the investment and licensing procedures 
in Indonesia should be re-examined, so that capital flight can be prevented and further not to interfere the 
process of economic growth, (2) necessary efforts to promote economic growth in Indonesia. Although 
Indonesia's economic growth performance has been pretty good, but needs to be improved and maintained so 
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that growth occurs truly reflect the level of welfare of society as a whole. Several attempts to improve economic 
growth is to maintain the stability of inflation and exchange rates, increased domestic production and encourage 
export activities, and (3) reduce dependence on foreign aid or financing. The higher foreign debt, the high 
economic growth will never be enjoyed by the public, otherwise used for debt repayments and interest from 
time to time due to the increasingly burdensome in the long run, fluctuations in inflation rates, as well as the 
exchange rate is difficult to control. 
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