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Abstract

Using time series data for Portugal between 1973 and 2016, this paper examines to
what extent, inward FDI contributes to income inequality and poverty in the long-run.
It was found that increased flows of inward FDI are associated with a less unequal
income distribution and lower poverty rates. The results further suggest that, in the
Portuguese case there is mutual causality between inward FDI and poverty in the long
run, i.e., FDI significantly reduces poverty, and lower levels of poverty lead to higher
inward FDI flows. In the case of inequality, the evidence shows that FDI does not
contribute to higher (or lower) income inequality. Instead, more unequal income
distributions significantly and negatively impact on inward FDI in the long run. Finally,
human capital emerged as a key determinant to mitigate income inequality and
circumvent poverty, contributing, indirectly, to fostering additional FDI inflows. Such
results call for integrated public policy interventions that emphasize social and institu-
tional dimensions.
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