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Too Poor to Grow
Higher poverty leads to slower
growth by deterring investment
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rapidly growing theoretical
literature has suggested a variety of mechanisms through
which poverty may deter growth and
generate self-perpetuating poverty
traps. But a basic implication of the
theoretical models—that countries
suffering from higher levels of poverty should grow more slowly—has
remained untested. Instead, the
empirical literature has focused on
the poverty-reducing effects of growth
or the consequences of inequality for
growth. A recent paper by Lopez and
Servén attempts to bridge this gap by
offering a first empirical assessment
of the impact of poverty on growth.
The paper’s strategy involves estimating a growth equation with poverty
added to an otherwise standard set of
growth determinants. The framework
is very close to that used in recent
empirical work studying the effects
of inequality on growth. It retains
inequality as a control variable, but
shifts the emphasis from inequality to
poverty. The data used consist of an
unbalanced panel of nonoverlapping
five-year periods spanning the years
1960–2000 for 85 countries.
The results reveal a consistently
negative impact of poverty on growth,
a result that is both economically
and statistically significant: a 10 percentage point increase in the poverty
headcount rate is estimated to reduce

Figure 1. Relationship between Headcount Poverty and Investment
a. Poverty and countries by income rank
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