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Abstract: 
 

The link between the "growth, inequality and poverty" triangle and the FDI is viewed as the basis for 

understanding the FDI contribution to poverty reduction in Northern Africa. On this account, a question for 

our investigation: What is the effect of FDI on inequality? To answer this question, we have adopted a 

simultaneous equation systems analysis for Northern African countries.  

The results showed a positive effect of FDI on economic growth, however, the effect on increasing inequality 

is very important; finally, FDI reduces poverty but is not statistically significant. 
 

JEL Classifications: C32, F21, F63, I32. 
 

Introduction 
 

FDI is considered as a central driver of deeper international economic integration process (Resmini, 

2003), creating direct and lasting links between economies. The triggering of FDI is not a recent phenomenon, 

as being interessed by the behavior of multinational companies over a long period of time. Moreover, 

multinationals from industrialized countries remain the main source of this type of investment (Fouda 2005). 
 

This trend has been favored in recent years by many factors, including trade liberalization, technical 

innovations, economic and political environment which is more favorable to foreign ownership of domestic 

companies. Thus, FDI intervenes in the development of local enterprises and can act by improving the 

competitive position of the host economy. FDI encourages the transfer of technology and know-how between 

countries and enables the economy to promote its products more widely on international markets.  
 

 FDI represents all financial and administrative operations intended to influence the management of 

companies established in another country. It is a control of production, distribution and all activities in the 

host country (MOOSA, 2002). FDI is seen as a representation of economic globalization. Firms are linked to 

profit, they divide their production chains over several countries. 
 

African countries have not done well in stimulating a development process. Since the beginning of the 

postcolonial period, it has experienced several fluctuations at the political, economic and social levels, which 

have plunged the populations into poverty. It is considered as a state of individual or collective destitution that 

places man in a situation of lack of his basic vital needs.  
 

It can be characterized by a monetary aspect where taking into account the incomes of the poorest 

quintiles helps to understand their ability to meet their basic needs. It can also be characterized by a non-

monetary aspect where consideration of social needs is crucial to understanding the level of human 

development. 
 

Poverty can be indicated by several indicators such as: infant mortality rates, illiteracy rate, 

elementary school enrollment, life expectancy and access to basic needs (drinking water, health care spending, 

etc.). According to the World Bank, the study of these indicators shows that the African continents have the 

highest poverty rates in the world. As far as access to social needs is concerned, the situation is just as 

dramatic.  
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Health services are increasingly inadequate in relation to demand in most northern African countries. 

This translates into an average child mortality rate of 53%. The real problem then is to know: Has the 

attractiveness of FDIs contributed to poverty reduction in Northern Africa? This question can be subdivided 

into several issues. Indeed, the impact of FDIs on poverty is essentially indirect, between an economic 

phenomenon based on reasons of profitability or global strategies and another fundamentally social and 

intrinsically economic phenomenon. The basic question entails another question: what are the instruments 

that link FDI to poverty reduction? 
 

1. Review of empirical literature (FDI, Growth and Poverty)  
 

 FDI and Growth  
 

Xiaoying Li (2005) studied whether foreign direct investment (FDI) affects economic growth based 

on a panel of data for 84 countries over the period 1970-99. Single equation system and simultaneous equation 

techniques are applied to examine this relationship. A significant endogenous relationship between FDI and 

economic growth is identified from the mid-1980s onwards. FDI not only directly promotes economic growth 

by itself, but indirectly through its interaction terms. The interaction of FDI with human capital has a strong 

positive effect on economic growth in developing countries, while the interaction of FDI with the technology 

gap has a significant negative impact.  
 

The study by Sasi Iamsiraroja and Mehmet Ali Ulubaşoğlub (2015) explored the overall relationship 

between FDI and growth through econometric analysis, using a global sample of 140 countries over the period 

1970 to 2009, their study conclusively documents that FDI positively affects economic growth. Moreover, 

they found that this association is globally as strong as in the developing world. Finally, the appropriate 

indicators of absorptive capacity for positive growth are identified as trade openness and financial 

development rather than education. 
 

The paper by Mohammad Amin Almfrajiab and Mahmoud Khalid Almsafira (2014) reviewed a 

number of research studies examining the relationship between FDI and economic growth, including the 

effects of FDI on economic growth from 1994 to 2012. The results show that the main finding of the FDI-

economic growth relationship is significantly positive, but in some cases it is negative or even zero. And 

within the relationship, there are several influencing factors such as adequate levels of human capital, well-

developed financial markets, complementarity between domestic and foreign investments and open trade 

regimes, etc.  
 

The different links between foreign direct investment (FDI), financial markets, and economic growth 

have been analyzed by Laura Alfaroa et al (2004). They determined whether countries with better financial 

systems can exploit FDI more effectively. The empirical analysis, using cross-country data between 1975 and 

1995, showed that FDI plays an ambiguous role in contributing to economic growth. However, countries with 

well-developed financial markets benefit significantly from FDI. The results are robust to different measures 

of financial market development, to the inclusion of other determinants of economic growth, and to the 

consideration of endogeneity.  
 

Steve Loris and Gui-Dibyab (2014) examined the impact of foreign direct investment (FDI) on 

economic growth in Africa and presented estimates based on panel data from 50 African countries between 

1980 and 2009, and the generalized system-wide method (SYS-GMM) estimators as proposed by Blundell 

and Bond (1998). They found that FDI inflows had a significant impact on economic growth in the African 

region during the period of interest. They also noted that while the low level of human resources did not limit 

the impact of FDI, the impact of FDI on economic growth was negative between 1980 and 1994 and positive 

between 1995 and 2009.  
 

The impact of foreign direct investment on economic growth in Asian countries was examined by 

Aviral Kumar Tiwari, Mihai Mutascu 2011. They conducted their analysis in a panel for the period 1986 to 

2008. They also examined the non-linearities associated with foreign direct investment and exports in the 

economic growth process of the Asian countries under study. They found that foreign direct investment and 

exports improve the growth process. In addition, labor and capital also play an important role in the growth of 

Asian countries. The authors suggested an export-led growth path, especially in the initial stage of growth, and 

in the later period, reliance on FDI might be a feasible option.  
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 FDI and Poverty : 
 

Meltem Şengün Ucal2014, assessed the relationship between foreign direct investment (FDI) and 

poverty in selected developing countries. The contribution of host countries to FDI can take several forms, 

such as technology transfer, human capital development, increased competition in domestic markets, and the 

generation of tax revenues for businesses, among others. The paper develops a dataset and an econometric 

model to analyze FDI flows and poverty relationships to the panel dataset at the macro level. The results show 

that there is a statistically significant relationship between FDI and poverty and it is evident that FDI reduces 

poverty in some developing countries.  
 

Gaston Gohou and Issouf Soumaré 2012 re-examined the relationship between foreign direct 

investment (FDI) flows and welfare (or poverty reduction) in Africa. Using net FDI inflows per capita and the 

United Nations Development Programme's Human Development Index as the main variables, our analyses 

confirm the positive and highly significant relationship between net FDI inflows and poverty reduction in 

Africa. 
 

The authors also found that FDI has a greater impact on welfare in poor countries than in richer 

countries. For example, while the relationship between FDI and poverty reduction is positive and significant 

for economic communities in Central and East Africa, it is insignificant in Northern and Southern Africa. 

Moreover, the relationship has been found to be ambiguous in West Africa. Our results are robust to many 

model specifications.  
 

To study the impact of foreign direct investment (FDI) and its sustainability in poverty reduction in 

South Africa from 1980 to 2014, Magombeyi and N.M. Odhiambo 2018, used three poverty reduction 

indicators, namely: household consumption expenditure, infant mortality rate and life expectancy are used.  
 

Using the autoregressive distributed lag (ARDL) approach, the empirical results of this study reveal 

that the impact of the EDI on poverty reduction is sensitive to the poverty reduction indicator and time 

considered. the short term. When the infant mortality rate is used as a proxy indicator of poverty reduction, the 

EDI has a positive impact on poverty reduction in the long term and a negative impact on poverty reduction in 

the short term. However, when poverty reduction is measured by household consumption expenditure and life 

expectancy, the study found no significant relationship between the EDI and poverty reduction in South 

Africa.  

Intan Maizura et al (2016) aimed to empirically examine the determinants of foreign direct investment 

(FDI) in the agricultural sector for selected high-income developing countries. Agricultural sectors respond as 

important keys in the expansion of any economic growth to eliminate poverty problems. The authors reviewed 

agricultural investment experiences in selected member countries with a view to identifying the potential roles 

of countries seeking FDI and their development partners.  
 

Uttama N.P (2015) empirically investigated the determinants of foreign direct investment (FDI) and 

related factors on poverty reduction in the Association of Southeast Asian Nations (ASEAN), focusing on the 

quantitative empirical evidence available in the ASEAN region. The analyses confirmed the significant 

positive relationship between FDI flows and poverty reduction in ASEAN, both individually and spatially. 

Nevertheless, this relationship is significantly different between other factors and poverty reduction in 

ASEAN. The study concluded that EDI is conducive to poverty reduction. It supports the idea that improving 

the regional value chain on FDI flows is beneficial for the region.  
 

The relationship between foreign direct investment (FDI) flows and welfare (or poverty reduction) in 

Africa has been analyzed by Gaston Gohou and Issouf-Soumaré, 2012. Using net FDI inflows per capita and 

the United Nations Development Programme's Human Development Index as the main variables, their 

analyses confirmed the positive and highly significant relationship between net FDI inflows and poverty 

reduction in Africa. The authors also found that FDI has a greater impact on welfare in poor countries than in 

richer countries.  
 

 Growth and poverty 
 

Richard H and Adams Jr., 2004, used a set of data from 60 developing countries to analyze the 

elasticity of poverty growth, that is, how poverty rate declines in percentage terms with a given percentage of 

economic growth. The study shows that while economic growth does reduce poverty in developing countries, 

the rate of poverty reduction depends very much on the definition of economic growth.  
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Through controlling income inequality, when economic growth is measured by changes in average 

income (consumption), the elasticity of poverty growth (excluding Eastern Europe and Central Asia) is -2.79. 

However, when growth is measured by changes in GDP per capita, the elasticity of poverty growth is 

statistically insignificant -2.27, which is lower than previously estimated. 
 

Malaysia's success has been highlighted by the remarkable social transformation and poverty 

reduction that has accompanied rapid economic growth. Three decades ago, more than half the population was 

poor, the number of illiterate people was high and the average person could only hope to live to the age of 48.  
 

The proportion of poor people is currently 5.6%, 90% of adults are literate, and life expectancy is 68 

years.  

Although Malaysia's population has grown from about 10 million in the 1960s to about 28 million in 

2010, the number of poor people has declined significantly over this period.  
 

Dullah Mulok et al 2012, attempted to determine the empirical relationship and importance of growth 

for poverty reduction in Malaysia. The results showed that growth explains many, but not all, of the changes 

in poverty. Economic growth is necessary but not sufficient to reduce poverty, especially if the objective is 

rapid and sustained poverty reduction. This study proposes that if the objective of a policy is poverty 

reduction, both poverty reduction and economic growth should be simultaneously considered as the ultimate 

target.  
 

Despite the impressive overall growth of developing countries over the past 25 years, its benefits have 

reached the poor only to a very limited extent. Not only have the poorest countries experienced relatively slow 

growth, but the growth processes are such that in most developing countries the incomes of the poor are rising 

much less than average. Although many policies have been proposed to counter these trends, little has been 

done to estimate the potential for significantly reducing global poverty within a reasonable time frame. 
  

Montek S. Ahluwalia et al , 1979, This paper develops a quantitative framework for projecting 

poverty levels under different assumptions about population growth of GNP and changes in income 

distribution. Although the interactions between development processes and policy instruments are not 

modeled in detail, the results serve to clarify the nature of the problem.  
 

The policy simulations show that eliminating absolute poverty by the end of this century is a highly 

unlikely prospect; even a substantial reduction will require a combination of policies aimed at accelerating 

growth in poor countries, distributing the benefits of growth more equitably, and reducing population growth.  
 

Stephan Klasen 2008, This article first reviews the debate on the definition of pro-poor growth and 

argues that a relative definition has merit for defining the state of pro-poor growth, while an absolute 

definition is the most appropriate for analyzing the rate of pro-poor growth. The second contribution is to 

extend the pro-poor growth toolkit to non-income indicators. 
 

The analysis, applied to Bolivia, showed that this extension greatly improves our understanding of the 

distribution of change in non-income indicators, the links between progress in the income and non-income 

dimensions of poverty, and the incidence of progress in non-income. outcomes along the income distribution.  
 

The slow pace of poverty reduction in Brazil from the mid-1980s to the mid-2000s reflects both low 

growth and a low elasticity of poverty reduction with respect to growth. Using GDP data disaggregated by 

state and sector over a 20-year period, Francisco H.G. et al. 2010 found considerable variation in the 

effectiveness of growth in reducing poverty across sectors, space, and time. Growth in the services sector was 

significantly lower than growth in agriculture or industry.  
 

The growth of the industry has had different effects on poverty in different states and its impact has 

varied with the initial conditions related to human development and worker empowerment. But because there 

was so little of it, economic growth played a relatively modest role in reducing poverty in Brazil between 

1985 and 2004. The impoverishment of hyperinflation (in 1994) and a substantial increase in social security 

and social assistance transfers accounted for most of the overall poverty reduction. 
  

Joel D. Moorea and John A. Donaldson 2016, have attempted to answer the following question: Under 

which conditions does economic growth be profitable for the poor? One way to answer this question is to 

identify and compare positive and negative outliers, those that experience greater or lesser poverty reduction, 

respectively, than was expected given their level of economic growth.  
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The more similar these areas are, the more leverage there is to unearth the factors that enable the poor 

to benefit from growth.  
 

The authors in their articles used an inductive approach to glean possible pathways out of poverty 

from two very similar underdeveloped neighboring provinces in northeastern Thailand. Through extensive 

fieldwork and interviews, they explored the factors that may explain why one province is reducing poverty at 

a faster rate than expected, even though the other has not channeled its faster growth into significant poverty 

reduction.  
 

The authors found in their study that in Surin province, a network of local NGOs working closely with 

provincial leaders, national policies targeting the poor have found fertile and prosperous ground. Small-scale, 

low-technology, rural-oriented initiatives, including organic rice, artisanal production and rural tourism, have 

helped reduce initially high levels of poverty.  
 

Although many of the initiatives at Si-Saket have been carried out under many initiatives, they have 

been structured to promote economic growth, but have largely failed to be beneficial for poor farmers. Further 

research may examine whether this type of "micro-oriented" path to rapid rural poverty reduction is useful in 

other contexts. 
 

2. Presentation of the model and variables  
 

2.1: Presentation of the model  
           

   To show the effects of FDI on poverty in Northern Africa, a simultaneous equation model is used. These are 

based on the relationship between growth, inequality, and poverty. 
 

In fact, there are mechanisms that contribute to poverty reduction, such as Dollar and Kraay (2000), 

which show that with an increase in average income, poverty can be reduced, either through better income 

redistribution, which leads to a reduction in inequality, or through a combination of both policies. 
 

Economic theories have shown a close relationship between FDI and inequality. They claim that FDI 

is very sensitive to inequalities in host countries. Indeed, the coefficient of FDI is positive and significant. 

Political economy models are adequate for understanding this result. Indeed, these models show that 

multinational firms indirectly reinforce the concentration of income at the top of the distribution, i.e. at the 

level of elites. 
 

 In this model, the introduction of FDI plays the role of the exogenous external shock. Their effects on 

poverty are estimated by taking into account above all their simultaneous effects on growth and inequality. 
 

 The three types of equations are estimated at the same time in order to introduce the existing 

interactions between endogenous variables and the indirect effects of instrumental variables. The explanatory 

variables are divided into three categories: endogenous variables, common explanatory variables and specific 

explanatory variables. The sets are used in the following models: 
 

For the first equation, it is constructed using Barro's (2001) standard growth models. It is enriched by 

models that introduce the effects of FDI (Borenztein et al. 1998) and the effects of inequalities (Ahluwalia, 

1976; Forbes, 2000 Lundberg and Squire; 2003). The role of this equation is to explain GDP growth. 
 

For the second equation, it explains inequality (Gini coefficient), which is the most widely used 

measure in most empirical work on income inequality. 
 

For the last equation, she explains poverty. As such, it is based on an indicator that is sufficiently 

available in the World Bank for the countries of northern Africa. This indicator is the "human development 

index" and corresponds to the absolute poverty approach. 
 

Growth equation:  𝑪𝒊,𝒕 =  𝜷𝟏𝑰 + 𝑬𝟏𝑰𝑫𝑬𝒊,𝒕 + 𝑫𝒊𝑿𝒊,𝒕 + 𝝁𝒊,𝒕   (1) 

Inequality equation:   𝑰𝒊,𝒕 = 𝑨𝟐𝑪𝒊,𝒕+ 𝑬𝟐𝑰𝑫𝑬𝒊,𝒕 +  𝑫𝟐𝑾𝒊,𝒕 +  𝒆𝒊,𝒕   (2) 

Poverty equation: 𝑰𝑷𝑯𝒊,𝒕 = 𝑨𝟑𝑪𝒊,𝒕 +  𝜷𝟑𝑰𝒊,𝒕 + 𝑬𝟑𝑰𝑫𝑬𝒊,𝒕𝑫𝟑𝒁𝒊,𝒕+𝜺𝒊,𝒕  (3) 
 

Our study is distinguished by the addition of an equation for poverty that allows the totality of interactions 

within the triangle "growth, inequality and poverty". The substitution of equation (1) in (2) and then in (3) 

allows us to identify the total effect of all the variables tested in the three equations on poverty.  
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2.2 : The data  
 

The data on inequality and poverty (which is replaced by HDI) in Northern Africa are taken from the 

Bank of Africa and World Bank database. As for the explanatory variables, they are distributed according to 

the theoretical objectives of the three equations.  
 

The ratings of the " 𝐶𝑖,𝑡  "», « 𝐼𝑖,𝑡"The "HDI" are: GDP growth, income inequality (Gini coefficient), 

and finally the human development index. The FDI is assumed to be the only explanatory variable in all three 

equations. As for the specific variables, they are represented by the following vectors: 

"X": represents the vector of variables specific to economic growth (inflation, education, trade openness, 

investment).  
 

"W": represents the vector of variables specific to income inequality (Gini Index) such as corruption, inflation, 

trade openness, investment.  
 

"Z": which represents the vector of poverty-specific variables. It mainly includes population, drinking water 

connection, inactive populations and education. In each equation, the choice of specific variables was made in 

order to minimize the risk of correlation with endogenous variables in the other equations. 
 

2.3. Estimate  
 

A. Correlation matrix 
 

The correlation matrix is used to examine whether or not there is an auto-correlation between the 

variables. The creation of a correlation matrix allows a two-by-two analysis of the correlations between the 

explanatory variables. Correlation coefficient values greater than 0.8 are indicative of a problem of multi-

collinearity between the variables concerned. 
 

Baltagi (2001a, 2001b) and Hsiao (1986a, 1986b) show that the methodology of panel data controls 

for individual heterogeneity, reduces problems associated with multi-collinearity and bias in the estimates, as 

it specifies a time-varying relationship between independent and dependent variables. The results of the 

variable correlation matrix are shown in the following table: 
 

Correlation matrix between variables 

 
gdp ide inv Inf gini idh educs ouv ccrp bdp popinac pop 

Pib 1 

           Ide 0,60 1 

          Inv 0,83 0,67 1 

         Inf -0,14 0,09 -0,21 1 

        Gini -0,29 -0,09 -0,09 -0,39 1 

       Idh 0,38 0,19 0,12 -0,02 -0,05 1 

      Educs 0,76 0,52 0,62 0,01 -0,51 0,24 1 

     Open -0,45 0,00 -0,18 -0,07 0,51 -0,17 -0,19 1 

    Ccrp -0,17 -0,18 0,06 -0,10 0,25 -0,35 -0,33 0,14 1 

   Bdp 0,65 0,48 0,60 -0,08 -0,10 0,25 0,43 -0,32 -0,5 1 

  Popinac -0,70 -0,63 -0,72 0,26 -0,17 -0,25 -0,70 -0,14 0,2 -0,45 1 

 pop  -0,64 -0,40 -0,51 0,38 -0,12 -0,21 -0,54 0,15 0,1 0,54 0,73 1 

 

The correlation matrix showed a low correlation between the different variables in the model.  
 

B. Heterskdasticiy test 
 

White's test and the breush-pagan test showed an absence of heteroskedasticity between the variables in the 

model. Therefore we reject the null hypothesis of heteroskedasticity and accept the alterative hypothesis of 

homooscedasticity. 
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Heterskdasticiy test 

 

White's test  Breusch-Pagan / Cook-Weisberg test  

Ho: homoskedasticity Ho: Constant variance (heteroskedasticity ) 

Ha: heteroskedasticity  Variables: fitted values of lpib  

chi2(27)         =      93.22 chi2(1)           =      3.56 

Prob > chi2 = 0.    0000 Prob > chi2 = 0.   0591 
 

C. Estimation results 
 

 

𝑪𝒊,𝒕 = 𝜷𝟏𝑰𝒊,𝒕 + 𝑬𝟏𝑰𝑫𝑬𝒊,𝒕 +  𝑫𝟏𝑿𝒊,𝒕 + 𝝁𝒊,𝒕 

variables INV IDE OPEN GINI EDUCS INFL C 

Coefficient 0,026 0,108 0,023
 

-0,289 0,01 -0,045 11,370 

Probability 0.420 0.006 0.046 0.005 0.021 0.513 0.000 

RMSE  0.472 R² 0.8854 Chi2 137.72 P 0.0000 

 

𝑰𝒊,𝒕 = 𝑨𝟐𝑪𝒊,𝒕 + 𝑬𝟐𝑰𝑫𝑬𝒊,𝒕 + 𝑫𝟐𝑾𝒊,𝒕 + 𝒆𝒊,𝒕 

variables GDP IDE Inv inf ccrp Open C 

coef -0,183 0,113 0,063 -0,295 2,741 0,114 5,024 

Prob 0.044 0.042 0.288 0.181  0.000  0.060  0.246  

RMSE  0.061 R² 0.6588 Chi2 220.07 P 0.000 

 

 

𝑰𝑷𝑯𝒊,𝒕 =  𝑨𝟑𝑪𝒊,𝒕 + 𝜷𝟑𝑰𝒊,𝒕 + 𝑬𝟑𝑰𝑫𝑬𝒊,𝒕 + 𝑫𝟑𝒁𝒊,𝒕 + 𝜺𝒊,𝒕 

Variables GDP IDE gini educ POP BDP POPINAC C 

coef 0,098 -0,029 -0,143 0,040 -0,122 0339 -0,038 7,135 

Prob 0.527 0.067 0.006 0.073 0.395 0.026 0.220 0.219 

RMSE  0.346 R² 0.4551 P 0.000 Chi2 95.19   
 

1. Interpretation 
 

Equation (1) is used to explain the effects of the variables: FDI, inequality, and other variables that 

determine the growth equation in Northern Africa. The results of the first equation show that the trade 

openness variable is positive and significant. 
 

This result shows that the ratio of trade openness is an important indicator in openness policies in 

Northern Africa. This finding was countered in the case of Sub-Saharan Africa, which, according to the 

empirical results of Noomen Lahimer (2009), the trade openness ratio is not a good indicator for economic 

openness policy.  
 

Similarly, the results show that education has positive and significant effects on growth in Northern 

Africa. This comes down to the role of the institutional environment in the countries studied that encourages 

people with access to education and engagement in research. 
 

The impact of FDI on economic growth is not significant and positive. These FDIs do not generate 

positive technological externalities as in endogenous growth models.  
 

After analyzing the impact of FDI on growth and demonstrating the effects of income inequality on 

growth in Northern Africa, the work of Addison and Cornia (2001) is used to test the existence of an inverse 

"U" relationship from inequality to growth because the existence of high inequality is detrimental to the 

sharing of the fruits of growth. To this end, the Gini index is introduced into the growth equation. 
 

An increase in the Gini index of 1 point causes a decrease in growth of 0.289. The results of these two 

estimates are closer to the work of Noomen Lahimer (2009), who found a coefficient of between 0.130 and 

0.63. 
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The results of the growth equation provide some very important insights. The first remark regarding 

the relationship between FDI and economic growth, estimates show that FDI is not too encouraging for 

economic growth in Northern Africa. This is due to their concentration in low value-added activities or the 

exploitation of natural resources.  
 

In addition, the trade openness ratio is an important indicator of openness policies in Northern Africa. 

On the other hand, domestic investment is not significant on growth, which is due to the crowding out effects 

of multinational firms on national firms. 
 

The second point is the relationship between inequality and economic growth. The results show that 

inequality has negative effects on growth. These effects can be explained by blockages between different 

social categories as well as by economic distortions.  
 

A final remark concerns the relationship between education and growth. Education has a positive and 

significant effect on economic growth. According to Collier (2007), the concentration of access to education 

on only one part of the population can result in disparity and subsequently exacerbate inequalities with 

institutional distortion. Analysis of the function of economic growth shows the determinism of income 

inequalities. To understand the impact of the EDI on poverty reduction, the second instrument is the 

relationship between inequalities and the other variables of the model (EDI, growth and institutions). 
 

3.3: The inequality equation:  
 

In this equation we will verify the effects of FDI, the effects of institutional variables and growth on 

inequalities. The level of inequality in Northern Africa is explained by the institutional characteristics of these 

countries. In this framework, we test the effect of controlling corruption on inequality. Increasing the 

corruption control variable by 1 point, implies an increase in inequality in Northern Africa of 2.741. 
 

This effect shows that the fight against corruption does not have a favorable effect on the reduction of 

inequalities in Northern Africa. This is because corruption directly affects the interactions between economic 

agents such as contract enforcement, property rights, administrative procedures and the functioning of the 

public sector. 
 

Reduced corruption means more equal access to opportunities. Thus, this reduction provides 

arguments in favor of a fairer redistribution that is likely to promote the reduction of inequalities. 
 

The positive effects of FDIs are qualified by institutional mechanisms adapted to northern Africa. 

Maria. Angels et al (2002), studied the relationship between political institutions and FDI and inequality in 

119 developing countries. They conclude that the Corruption Control Index has a positive and significant 

effect on investment in these countries, because a good democracy encourages foreign direct investment, 

which is an input to a country's economic growth. 
 

The authors recommend that governments must strive to develop and guarantee the rule of law and 

transparency. Henri (2013), recognizes that political stability and the regulation of economic activity have a 

positive influence on economic growth in Africa. Some countries in Northern Africa receive a high level of 

FDI attraction but they have high levels of regional inequalities.  
 

3.3.  The poverty equation  
 

The analysis of the poverty equation focuses on the study of the effects of FDI, income growth and 

inequality. The estimation of this equation is the main objective in this work. 
 

An increase in FDI of 1 point gives a decrease in HPI of 0.029 points. The results show that inward 

FDIs in Northern Africa have a direct positive impact on the HPI. 
 

These results trigger many comments: 
 

 First, they indicate the importance of FDI for the sustainable development of Northern Africa, particularly for 

the improvement of social conditions and the standard of living of the population. Indeed, the fact that FDI 

inflows are a determinant of the HDI confirms certain theses defended by the theories of endogenous growth 

and those favorable to sustainable development; for these, the integration of foreign investment into the local 

economy has important direct effects for national enterprises and the active labor force. Consequently, the 

arrival of FDI has a positive impact on the quality of life and the qualification of workers in Northern Africa. 
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 The coming of foreign investors and foreign workers also has ripple and imitative effects on the population. 

Indeed, the major efforts of these companies and the State to create a workforce capable of meeting the needs 

of these investments lead to a change in the structure of society which seeks to adapt to new lifestyles. The 

involvement of multinational companies in the construction of rural works for access to education, drinking 

water and rural electrification plays an undeniable role in this regard. 

 On the one hand, the economic performance that has attracted FDI in Northern Africa, and on the other hand, 

FDI flows are not large enough to improve and create sustained growth; there are shortcomings in the 

orientation of FDI by sector of activity and in the national space.  

This observation may also reflect shortcomings in the choices of development strategy based on an 

extroverted agricultural economy that gives little opportunity for internal competitiveness. It is also explained 

by the great vulnerability of this economy to the international economic and financial situation; the attention 

paid to foreign investors can have limits and does not produce the expected economic effect. These 

shortcomings could also justify the lowest increase in the HPI. 
 

The effect of economic growth on the poverty indicator in Northern Africa is small depending on the 

outcome of the poverty equation. An increase in growth of 1 point implies an increase in the Human 

Development Index (HDI) of 0.098. According to the World Bank's annual Human Development Report, 

most countries in the world have a high rate of GDP per capita growth that is accompanied by an increase in 

the HDI that tends to converge towards higher standards. 
 

When economic growth is higher than population growth, it is translated into an increase in the 

standard of living roughly measured by GDP per capita. This increase in material wealth per capita translates 

into an increase in people's well-being and an increase in human development. The accumulation of physical 

human and technological capital is sufficient to ensure a better quality of life for the population.  
 

Growth has also reduced the poverty in which an individual or household is unable to meet its 

physiological needs (absolute poverty) or its social needs (relative poverty). 
 

Growth reduces poverty for two reasons: 

 It increases people's ability to act more autonomously, to go beyond the simple stage of daily subsistence and 

to take control of their destiny. 

 It enables the State to raise resources to finance assistance services for the poor or to set up infrastructures that 

reduce illiteracy and life expectancy. 
 

The effect of education on poverty reduction is positive and significant. With an increase in education of 1 

point implies a slight increase in the HPI of 0.040. On the other hand, inactive populations have significant 

negative effects, this variable acts negatively on the HPI. Second, infrastructure (the connection of drinking 

water) has positive and significant effects on the HPI. 
 

Conclusion  
 

The empirical study of the complex relationship between FDI, growth, and poverty has yielded 

several important results for Northern African countries. It has shown that the effects of FDI on poverty 

reduction can be broken down into three cause and effect relationships. The first relationship is the positive 

effect of FDI on economic growth. They contribute to increased social and overall welfare. However, the 

landlocked nature of FDIs in the panel countries does not show the existence of technology transfer with local 

firms. 
 

The second relationship focuses on the effect of FDI on inequalities. Through the empirical result, of 

the equation in question, FDIs have contributed to the increase of inequalities in education in Northern Africa 

which is the result between multinational firms and the nature of institutions. For example, with a corrupt state 

and with political instability, they give rise to social conflicts. 
 

As For the last link, a proposal to study the reciprocal effect between growth and inequality. The 

results show that the effects of growth on inequality are negative. On the Kuznets curve, a country's situation 

depends on institutional characteristics. The empirical results show that with the decline in the control of 

corruption, inequality increases. 
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For the direct effect of FDIs on poverty reduction, the results show that FDIs reduce poverty but are 

not statistically determinant; because poverty reduction is not directly and strongly related to the effects of 

FDIs.  However, the most effective institutional policy that controls all types of corruption contributes to a 

reduction in inequality, which, in turn, has positive effects on poverty reduction. 
 

In conclusion, and based on the three above-mentioned relationships regarding the total effects of FDI 

in poverty reduction, FDI has a positive but smaller effect on growth and a negative effect on inequality.  

This is robust with the results of our model, which shows that EDIs are not capable of reducing the 

incidence of poverty. These effects are explained by the poor consolidation between institutions and 

multinational firms, which have negative effects on the distribution of wealth to the whole population, 

especially the most diminished. 
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