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Conclusion

We have shown that investment and poverty reduction are
closely linked. Investment is more strongly associated with
poverty reduction than aid, terms of trade or governance, as
we have measured them and the association remains strong
even after we control for these variables. The association is
somewhat stronger when poverty is high and is present in
both sub-Saharan Africa and South Asia, whether inequality
is high or low. Booms in investment are particularly strongly
associated with rapid poverty reduction.

We should be cautious interpreting statistical associations as implying the
presence of a simple causal link from investment to poverty reduction. The
process of development is complicated and many things happen at oncein a
country when poverty falls. Some of those things, not captured by the other
variables we have included in our analysis, could be driving the statistical
association we report here. If so, that might indicate that a policy or
intervention that raises investment in the absence of these other things could
have less impact on poverty.

However, we know that poverty can only fall when national income grows or it
is distributed more equitably, and that although investment is not necessary for
growth, few would argue with the idea that it is instrumental in growth. We
have shown that sustained episodes of major poverty reduction are
disproportionately associated with elevated levels of investment.

We regard these empirical facts as useful background evidence for forming an
expectation of the impact of DFIs' investments on poverty, although a sharper
prediction would account for how DFIs’ investments translate into changes in
the level of overall investment in an economy and for how DFIs’ investments
differ from average private sector investments.

INSIGHT

INVESTMENT AND POVERTY REDUCTION

19



Appendix A: Regression tables

Table A1: Covariates of poverty rates across countries and over time

I T T BT

Log GDP per head

Gini coefficient

Ratio of GNDI to GDP

Dependent variable: Headcount poverty rate
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

GNDI/GDP

Gini

Model

GDP per head

All3

0.0 0.2 0.4 0.6
Fraction of variation explained

Table A2: Covariates of poverty rates across countries and over time,
South Asia and sub-Saharan Africa

L e e P e ]
_0.17*** _0.19***

Log GDP per head (0.01) (-0.01)
s . o 0.03 0.08***
Gini coefficient -0.02) -0.01)
- 0.02 -0.02*
Ratio of GNDI to GDP 0.02) (-0.01)

Dependent variable: Headcount poverty rate: South Asia and Sub-Saharan Africa
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis
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Table A3: Covariates of poverty rates across countries and over time,
Low- and Lower-Middle-Income Countries

_0'19***
Log GDP per head (0.01)
Gini coefficient
Ratio of GNDI to GDP

0.07***
(-0.01)

384

0.09

-0.01
(-0.01)

0.00

I N BT B

-0.18***
(-0.01)

0.05***
(-0.01)

_0.03***
(-0.01)

388 384

0.69

Dependent variable: Headcount poverty rate: Low and lower-middle income countries
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table A4: Covariates of poverty rates across countries and over time:

squared GDP per head and capital per head

-0.12%**

Log GDP per head (0.00)

Squared diff of log GDP
per head from mean

Log capital services per
head

Log private capital
stock per head

Log public capital stock
per head

Observations 1586

o
o
<)

R-squared

Dependent variable:

IES N N S

-0.10%**
(0.00)
0.05***
(0.00)
-0.10%**
(0.00)
1586 1586
0.72 0.55

***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table As: Doubled poverty line

. 0.23***
_0.24***
Log GDP per head (0.00)
Ratio of GNDI to GDP
Log capital stock per
head

0.23*** 0‘23***
(-0.01) (-0.01)
0.11%**
(-0.01)
0.07***
(-0.01)
1579 1586
0.15 0.07

-0.10***
(0.00)
-0.10%**
(0.00)
1547 1547
0.53 0.41

N N R A

0'23*** 0.23***
(0.00) (0.00)
_0.25***
(0.00)
0.01
(0.00)
-0.02***
(0.00)
_0.23***
(0.00)
1579 1586
0.76 0.71

Dependent variable: Headcount poverty rate (doubled poverty line). Doubled poverty line means using

$1.90 x 2in PovcalNet.

***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis
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Table A6: Halved poverty line

I U N R R
. 0.03*** 0.03*** 0.03*** 0.03*** 0.03***
(0.00) (0.00) (0.00) (0.00) (0.00)
-0.04%** -0.04***
Log GDP per head (0.00) (0.00)
. 0.03%** 0.01%**
GNI index (0.00) (0.00)
. 0.01%** 0.00
Ratio of GNDI to GDP (0.00) (0.00)
. -0.04***
Log capital per head (0.00)
e

Dependent variable: Headcount poverty rate (halved poverty line). Halved poverty line means using
$1.90 x 0.5 in PovcalNet
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table A7: Baseline panel regression

I T T
investment rate (-0.03) (-0.05)
o o

Dependent variable: 3-year change in poverty rate
Column 1is fixed effects; column 2 is pooled; column 3 is first differences.
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table A7A: Baseline panel regression, private and public investment
disaggregated

3-year changein
investment rate

3-year changein
private investment rate
3-year change in public
investment rate

Observations 597

R-squared

0.03 0.02 0.00

Dependent variable: 3-year change in poverty rate
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis
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Table A8: Panel data with interactions

(intercept)

3-year changein
investment rate

Poverty

Investment:p \'4

interaction
Log (GDP per capita)

Investment:log (GDP
per capita) interaction

Observations

R-squared

Dependent variable: 3-year change in poverty rate

0.02

597

***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table A9: Long run regressions

I T T BV

(intercept)

10-year growth in
capital per capita

10-year growth in
private capital per capita

10-year growth in
public capital per capita

Observations

R-squared

-0.02
(-0.01)

-1.58
(-1.15)

27

0.07

-0.02*
(-0.01)

-0.51
(-0.33)

27

0.09

Dependent variable: 10-year growth in poverty headcount rate
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

0.03

-0.03***
(-0.01)

-0.06
(-0.06)

27

0.04

0.04

-0.02*
(-0.01)

-0.44
(-0.35)

-0.03
(-0.07)

27

0.10
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Table A10: Panel data with other regressors
I B R N B
3-year change in -0.12***
investment rate (-0.03)
3-year change in ODA (:3'82)
3-year change in WGI (_%%32)
_ dekde
3-year change in ToT 2320 3)
3-year change in 0.05
commodity share (-0.04)

Dependent variable: 3-year change in poverty rate
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table A11: Other regressors as controls

I BT B BN BT

3-year changein -0.12%** -0.08** -0.14%** 0.01
investment rate (-0.02) (-0.03) (-0.03) (-0.03)

3-year change in terms -0.07***
of trade (-0.02)

3-year change in share of 0.03
commodities and exports (-0.02)

3-year change in share -0.06
of ODA in GDP (-0.04)

3-year change in -0.01
governance (-0.01)

Observations 1428 1165 1028 669

R-squared 0.04 0.01 0.03 0.00

Dependent variable: 3-year change in poverty rate
All continuous predictors are mean-centered and scaled by 1 standard deviation
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis
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Table A12: Extraction control
|2 | s

Fraction of mining and
resources in total value
added

(intercept)

Observations 1400

R-squared 0.04 0.02

Dependent variable: 3-year change in poverty rate
Column 1fixed effects; column 2 pooled; column 3 first differences.
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table A13: Extraction split sample

I

3-year changein -0.12%**

investment rate (-0.02) (-0.03) (-0.02)
Observations 1428 724 692
R-squared 0.03 0.00 0.03

Dependent variable: 3-year change in poverty rate

All continuous predictors are mean-centered and scaled by 1 standard deviation

Column 1 full sample; column 2 below median commodities; column 3 above median commodities.
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis

Table A14: Logistic regression of major poverty reduction episodes
I T B
g 0.17*** 0.36%** 0.21%** 0.25%** 0.04***
lkarasnly) (-0.26) (-0.21) (-0.24) (-0.26) (-0.72)
6.01***
Investment boom (-0.40)
0.71
ODA boom (-0.45)
3.73*%*
Terms of trade boom (0.40)
Commodities share 0.80
boom (-0.56)
5.19
(-0.97)
AIC 162.59 178.25 171.90 121.11 35.98
BIC 168.76 184.34 178.08 126.68 40.27
Pseudo R-squared 0.18 0.01 0.10 0.00 0.11

Dependent variable: odds of top-quartile poverty improvement
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis
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Table A15: Logistic regression of major poverty reduction episodes on
investment booms by sector

I N BT B

0.1 *kk 0 24*** 0 22*** 0 19***

]

(-0.26) (-0.24) (-0.25) (-0.27)

=

boom (-0.41) (-0.44)

boom (-0.41) (-0.44)

s 1 s

s s wox  1sam
IC

Pseudo R-squared 0.18 0.07 0.12 0.15

Dependent variable: odds of top-quartile poverty improvement
***p<0.001; **p<0.01; *p<0.05; standard errors in parenthesis
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Appendix B: Data sources

The analysis in the paper is based on a dataset that is merged from several
sources

The poverty rate is obtained from the PovcalNet dataset produced by the
World Bank. We use the baseline definition of $1.90 per day unless specified
otherwise.

Investment, capital (services) and GDP in PPP dollars come from the Penn
World Table. The investment rate is defined as the current price investment-
to-GDP ratio.

Data on official development assistance comes from the World Bank.

The governance data is from the World Bank'’s Worldwide Governance
Indicators. We take the simple average of the separate governance
indicators.

The GDP-GNDI gap is calculated as the difference between the current
account and the trade balance in the IMF International Financial Statistics.
We then calculate GNDI as GDP plus GNDI, and take the ratio of this to GDP
as our explanatory variable. We use data on private and general government
capital stocks (not services) taken from the August 2019 update of IMF Fiscal
Affairs Department’s Investment and Capital Stock Dataset, 1960-2017.
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