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THE EFFECT OF FOREIGN AID, FOREIGN DIRECT INVESTMENT AND FOREIGN TRADE

IN REDUCING POVERTY IN LOW-INCOME COUNTRIES (ECONOMETRIC STUDY USING
THE PANEL METHODOLOGY)
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Abstract:

Against the background of the controversy surrounding the effects of foreign aid, foreign direct investment
and foreign trade on economic growth, we seek through this paper to examine the impact of these flows on
reducing poverty rather than economic growth in low-income countries in sub-Saharan Africa, using the
panel data methodology during the period 1990 -2018, where the results of the study indicate that foreign
direct investment has a weak positive impact and foreign aid and foreign trade have a negative impact on
reducing poverty in the countries covered by the study, where the study concluded with a set of guesses and
recommendations.
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Dependent Variable: HDI_?

Method: Pooled Least Squares

Date: 06/26/20 Time: 17:16

Sample: 1990 2018

Included cbsermnvations: 29
Cross-sections included: 5

Total pool (balanced) observations: 145

Wariable Coefficient Std. Error t-Statistic FProb.
Fal_? 0002846 0000842 3.379129 0.0009
FDI_7? 0007572 0002850 2. 6565332 00088
GCF_7? 0.004718 0001095 4. 2077324 0.0000
PoP_7 0075057 0007163 1047782 0. 0000
TRD_? -0.001905 0.001006 -1.892086 00504
R-squared -0.F 74659 Mean dependeaent var 0. 2556500
Adjusted R-squared -0.825363 S 0. dependent var 0.058356
S E. ofregression o.0801932 Akaike info criterion -2 174879
Sum squared resid 0900336 Schwarz criterian 2072233
Log likelinood 1626787 Hannan-Ciuinn criter. -2.133170
Curbin-VWatson stat 0513727

2 gl
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Depondont Variable: HDI__7?

Method: Fooled Least Sguares

Date: 0G/26/20 Time. 17 19

Sample 1990 20186

Included obsaervations: 29
Cross-sections Included: 5

Total pool (balanced) observations: 145

Variaole Coamaciant 51 Error 1-Statistc Pron,
[ 0.2886312 0019851 14. 42324 0.0000
FAD_? ~0.002037 0.000679 “3.001242 c.o032
FODI_7 0.005003 0.0016G63 32.04376G1 oc.oo0z2s
GCF_7 -0.000368 0.001171 -0.315383 a.7s20
PO _? Q.025040 00059685 4. 197927 0 0000
TRO_ 7 ~-0.002997 0000710 -4, 221954 0. 0000
Fixad Effects (Cross)
o1 “0.011761
oz--c ~0.001336
03— -0.0049653
04— 0047001
05—-C -0.028950

Effects Specification

Cross-section fixed (dumMmy varnaoles)

R-squarad 0473410 Maan dependant var 0 355600
Adjusted R-squared 0. 438304 S D dependaent var 0.059358
S E ofregrossion 0.04a8a48% Akalke Info criterion 3. 320854
Sum squared resic 0267154 Schwarz criterion 3118562
Log llkelhhooao 250 7619 Hannan-Quinm criter -A.237437
F-stausuc 1D 48514 Durbin-Watsan stat 0O aanOz4
Proo(F-statistic) 0000000

3 el
Depenceant VarimSile: L7
Motnod Poolod EGLES (Croco Sootion randoan offocts )
Date: OS/2G6/20 Tirmvea: 1722
Sample: 1990 2018
INciuded ObhaurIvationas. =9
rams-asections Included o
Total poal (DLalaNced) oS arvallons 145
[wwamrmiy anc Arors setirmator of camponeant varances

Varimtile ComfMMciont Htct. Errar t-SHtmtimtic Prao
[ =3 o.zanxoae o.o1s5z205 1T 54440 O.0co000
EFAD _ 7 O 000600 0000503 1. 3INETa0s O 1914
~olL_ 0.007s=20 0.0015=20 S5 O0T4030 . 0000
POP 7?7 O 017805 O 005151 F AaTa0060 0. 0007
TROD ™ 0. 0000 c.o0O0sTs ~4. 008459 o ocoon
Random Effects (Chrams)
0N ~1.90E=E-14
o2 -—Cc -5 . RIAE-15
o3 S5 AZE-16
o4 T.20E-14
OS5 a4 TI2E-1a
Effocts Specificatnon
=0 reno
Croms-=ecton randonr 1 T4E=-08 o o000
Ilamynoratic randaon O O0O4aaz3z30 1 0000
VWeiaghtead Statintics
FR-mecyuimrect O az=z2a5D Momm depeancdent var O Aassaoo
Adjustoc IR-squaraa O 303300 = 0O depondoent var 0050356
4O E ofregremmion 0049540 Huarm maumrec rewsict O .45 0
Frotatistuc 16 . 67220 Durnin-wWats on otoat O a17aa0
Mrooorm-statistic) o.000000
Unwaignled Stansucs
e Saguaraa O . S22us3 Moanmn depanadant var O 385800
[Ty mgumrect resict O 343628 Dursin-wWatsxan stat 41780
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Correlated Random Effects - Hausman Test

FPool: BASIC

Test cross - -soction random effacts

Tast Summary Chi-5q. Statistic Chi-Sq. af Proo
Cross-section random 38 806346 a 00000

Cross-section random effacts test comparisons

Vanaole Fixea Random Varcoin ) Proo
FAD_7 -o.0o02Z2112 0.000G0G0 0. 000000 0. 0002
FDI_? 0.004953 0007620 O0.000000 0.0000
POP_7 0.024757 0.017895 0.000008 0.0153
TRD _7 -0.002859 -0.002065 0000000 00002

Cross-section random effect= test equation
Dependoent Variable: HDI_7?

Mathod: Panel Least Squares

Date: 06/26/20 Time: 17:25

Sample 1990 2018

INncluded obpsarvations. 29
Cross-sections included: S
Total pool (balanced) observations: 145
Varianla Coefficient Sta. Error t-Statistic Proo
[ 0.2830a45 0018318 16.5025a 00000
FAD_7? -0.002112 0. 000G32a -3.332624 0.0011
FDI_7? 0.004953 o.001621 3.0555906 0.0027
POP_7? 0.024757 0.0085877 4.212285 0.0000
TRD__7 -0.002859 0.000558 -5 125136 00000

Effects Specification

gl

1- Adams, S. (2009). Foreign direct investment, domestic investment, and economic growth in Sub-Saharan Africa.
Journal of Policy Modelling, 31(6), pp939-949.

2-Lean, H. H., & Tan, B. W. (2011). Linkages between foreign direct investment, domestic investment and economic
growth in Malaysia. Journal of Economic Cooperation and Development, 32(4),pp 75-96.

3- Ulasan, B. (2015). Trade openness and economic growth: Panel evidence. Applied Economic Letters, 22(2),
ppl63-167

4- Alvi, E., & Senbeta, A. (2012). Does foreign aid reduce poverty? Journal of International Development, 24(8), pp
955-976

5- Mosley, P. (1986). Aid effectiveness: The micro-macro paradox. IDS Bulletin, 17(2),pp 22-27.

6- Reis, A. B. (2001). On the welfare effects of foreign investment. Journal of International Economics, 54 (2),pp 411—
427

7- Alfaro, L., Chanda, A., Kalemli-Ozcan, S., & Sayek, S. (2000). FDI and economic growth: The role of local
financial markets. Journal of International Economics, 64(1), 89-112.

8- Kobrin, S. (2005). The determinants of liberalization of FDI policy in developing countries: 1991-2001.
Transnational Corporations, 14(1),pp 67-103

9- Kumar, N., & Pradhan, J. P. (2002). FDI, externalities, and economic growth in developing countries: Some
empirical explorations and implications for WTO negotiations on investment. RIS Discussion Paper No. 27/2002

10 - Buckley, P. J., Clegg, J., Wang, C., & Cross, A. R. (2002). FDI, regional differences and economic growth:
Panel data evidence from China. Transnational Corporation, 11(1),pp 1-23

11- Gohou, G., & Soumare, I. (2012). Does foreign direct investment reduce poverty in Africa and are there regional
differences? World Development, 40(1), pp 75-95.

12- Mirza, H., & Giroud, A. (2004). Regionalization, foreign direct investment and poverty reduction: Lessons from
Vietnam in ASEAN. Journal of Asia Pacific Economics, 9(2),pp 223-248

13- Javorcik, B. S. (2015). Does FDI bring good jobs to host countries? The World Bank Research Observer, 30(1),pp
74-94

14- Tambunan, T. (2005). The impact of foreign direct investment on poverty reduction: A survey of literature and a
temporary finding from Indonesia. Consultative Meeting on “Foreign Direct Investment and Policy Changes: Areas
for New Research” (pp. 12—13). Bangkok: United Nations Conference Centre.

15 - Fauzel, S., Seetanah, B., & Sannassee, R. V. (2015). Foreign direct investment and welfare nexus in Sub-
Saharan Africa. The Journal of Developing Areas, 49(4),pp 271-283.

16



JF daisie Jg5 ¢ AN e A1 G iyl Bylaedly ALl ) el Aoy Olas bt

(18- 1 :pa ua) (Panelisgs alusuwl iwld iuy)

16 - Magombeyi, M. T., & Odhiambo, N. M. (2017). Causal relationship between FDI and poverty reduction in
South Africa. Cogent Economics and Finance, 5(1), pp1-18

17 - Fowowe, B., & Shuaibu, M. 1. (2014). Is foreign direct investment good for the poor? New evidence from
African countries. Economic Change and Restructuring, 47(4),pp 321-339.

18 - Sharma, B., & Gani, A. The effects of foreign direct investment on human development. (2004). Global
Economy Journal, 4(2), 1850025. Article 9.

19 - Mahembe, E., & Odhiambo, N. M. (2019). Foreign aid and poverty reduction: A review of international
literature. Cogent Social Sciences, 5(1)

20 - Riddell, R. C. (2008). Does foreign aid really work? Oxford University Press

21 - Lensink, R., & White, H. (2000). Aid allocation, poverty reduction and the ‘Assessing aid’ report. Journal of
International Development, 12(3), pp399-412.

22 - Mosley, P., & Suleiman, A. (2007). Aid, agriculture and poverty in developing countries. Review of
Development Economics, 11(1), pp139-158

23 - Burnside, C., & Dollar, D. (2000). Aid, policies, and growth. American Economic Review, 90(4),pp 847-868.
24 - Rajan, R. G., & Subramanian, A. (2008). Aid and growth: What does the cross-country evidence really show?
The Review of Economics and Statistics, 90(4),pp 643-665.

25 - Boone, P. (1996). Politics and the effectiveness of foreign aid. European Economic Review, 40(2), pp289-329.
26 - Chong, A., Gradstein, M., & Calderon, C. (2009). Can foreign aid reduce income inequality and poverty? Public
Choice, 140(1-2),pp 59-84

27 - Easterly, W., Levine, R., & Roodman, D. M. (2004). Aid policies, and growth: Comment. American Economic
Review, 94(3), pp774-780.

28-Guillaumont, P., & Wagner, L. (2014). Aid effectiveness for poverty reduction: Lessons from cross-country
analyses, with a special focus on vulnerable countries. Revue D’Economie du Développement, 22 (HS01), pp17-261.
29-Michaelson, B. (2015). Foreign aid and economic growth: A post-soviet analysis of emerging markets. Stevenson
Center for Community and Economic Development to Stevenson Center for Community and Economic Development
30-Kosack, S. (2003). Effective aid: How democracy allows development aid to improve the quality of life. World
Development, 31(1),pp 1-22.

31- Tawiah, V. K., Barnes, E. J., & Zakari, A. (2019). Does aid effectiveness differ per political ideologies?
International Economic Journal, 33(2),pp 270-285.

32- ljaiya, G. T., & ljaiya, M. A. (2004). Foreign aid and poverty reduction in Sub-Saharan Africa: A cross-country
investigation. South African Journal of Economic and Management Sciences, 7(3), pp542-552

33- Evans, O., & Kelikume, I. (2018). The effects of foreign direct investment, trade, aid remittances and tourism on
welfare under terrorism and militancy. International Journal of Management, Economics and Social Sciences, 7(3),
pp206-232.

34- Arvin, B. M., & Barillas, F. (2002). Foreign aid, poverty reduction, and democracy. Applied Economics, 34
(17),pp 2151-2156.

35-Gnangnon, S. K. (2018). Multilateral trade liberalization and economic growth. Journal of Economic Integration,
33(2), pp 1261-1301.

36- Zahonogo, P. (2016). Trade and economic growth in developing countries: Evidence from Sub-Saharan Africa.
Journal of African Trade, 3(1-2), pp41-56.

37-Were, M. (2015). Differential effects of trade on economic growth and investment: A cross-country empirical
investigation. Journal of African Trade, 2(1-2),pp 71-85.

38- Wacziarg, R., & Welch, K. H. (2008). Trade liberalization and growth: New evidence. The World Bank Economic
Review, 22(2), pp 187-231.

39- Guillaumont-Jeanneney, S., & Kpodar, K. (2011). Financial development and poverty reduction: Can there be a
benefit without a cost? Journal of Development Studies, 47(1), pp 143-163

40- Le Goff, M., & Singh, R. J. (2014). Does trade reduce poverty? A view from Africa. Journal of African Trade,
1(1), pp 5-14.

41- Singh, R., & Huang, Y. (2011). Financial deepening, property rights and poverty: Evidence from Sub-Saharan
Africa. IMF Working Paper, WP/11/196. International Monetary Fund

42- Balistreri, E (2018). Poverty, welfare and income distributions of reducing trade costs through deep integration
in Eastern and Southern Africa. Journal of African Economies, 27(2), pp 172-200.

17



) diadsen J9d 8 A8 e A 3 dery) Bylrally LK s Y1 jlazielg domy 31 il
93 & o 3 4y o)lndly paldl (o3 9 4y s

(18- 1 :pa ua) (Panelisgs alusuwl iwld iuy)

43- Santos-Paulino, A. U. (2017). Estimating the impact of trade specialization and trade policy on poverty in
developing countries. The Journal of International Trade & Economic Development, 26 (6), pp 693-711
44- Fosu, A., & Mold, A. (2008). Gains from trade: Implications for labour market adjustment and poverty reduction
in Africa. African Development Review, 20(1),pp 20-47.
45- Onakoya, A., Johnson, B., & Ogundajo, G. (2019). Poverty and trade liberalization: Empirical evidence from 21
African countries. Economic Research-Ekonomska Istrazivanja, 32(1), pp 635-656.
46-Uttama, N. P. (2015). Foreign direct investment and the poverty reduction nexus in Southeast Asia. Poverty
Reduction Policies and Practices in Developing Asia, pp 281-298

pole A8 Jia sall Andlas dilimn ) o slall A8 jall Alaall (A6 sliall 5 AU A shall ULl 3l 8 3 sadll 331 (2012) (22 LSS Jwa-47

271-270 ua = ¢ oadl (lpaly 5 Slalad)

2 222l Al g sbai@U 4 i) jal) ddaall ¢ A jall Jsall 8 salaBBY) saill Ao pads 8 JHL il 2 3lad aladiad ¢(2015) ¢ Aadi ) 2ense 48

156- 155 o= ¢ i el

49-Jerry A. Hausman and William E. Taylor. Panel Data and Unobservable Individual EffectsEconometrica.
Published By: The Econometric Society. pp. 1377-1398

50- World Bank (2019d). Poverty overview. bThe World Bank. https://www.worldbank.org/en/topic/poverty/ overview

suw 3.’.4\; A.pl..alﬁ‘z{\ ?}h fgdS co\J)SSJ EJLQ_& d.._uj dadia 3;})}:\ ‘gauﬁY| }A.\S\ L_Ac u)mll Aday) ):\:\‘U c(2015) Jl.u.@_ﬁa Lﬁ}‘)m‘51
202-201 g= = ¢ A5

18


https://www.asjp.cerist.dz/en/PresentationRevue/306
https://www.asjp.cerist.dz/en/PresentationRevue/306
https://www.asjp.cerist.dz/en/PresentationRevue/306

