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Abstract

Purpose – The paper investigates the relationship between credit to the economy, foreign direct investment
(FDI) and the unemployment rate in Uzbekistan using macroeconomic time series over 2004–2019.
Design/methodology/approach –The study estimates the relationship by applying a vector autoregression
model, which is considered a “workhorse” model for policy analysis to capture dynamic relationships in
economic time series.
Findings – The results suggest both growth in credit to the economy and FDI Granger cause a change in the
unemployment rate. The authors found 1% increase in bank credits to the economy growth decreases the
unemployment rate by 0.096 pp. over eight years. On the contrary, 1% positive shock to FDI growth increases
the unemployment rate by 0.0036% in the context of Uzbekistan.
Practical implications – Uzbekistan should improve FDI absorptive capacity, particularly human capital
and financial market development, through growth-enhancing structural reforms in the financial sector to
stimulate economic growth and employment. The attracted FDI funds should focus on productive and
economic sectors with high labor-absorptive capacity, such as financial and professional services, healthcare
and biomedicine, creative industries and media, software sector.
Originality/value – The study contributes to the empirical literature on employment effects of FDIs and
credit to the economy of Uzbekistan.
Keywords Unemployment, Credits, Foreign direct investment, Absorptive capacity, Uzbekistan

Paper type Research paper

1. Introduction
The phenomenon of high unemployment rate in Uzbekistan has been persistent despite the
government’s annual programs on job creation and enhancing employment. During 2007–
2017, the unemployment rate in Uzbekistan was around 5%, but it has started to accelerate
since 2018, arising a significant concern. Meanwhile, the positive economic growth rate is not
reflected in an employment growth. The spark of the coronavirus disease 2019 (COVID-19)
pandemic has exacerbated labor market outcome of people, inducing a loss of employment
and primary income sources. The pandemic increased the unemployment rate up to 10.5%
and decreased the economic growth rate by 4% points from forecasted 5.6–1.7%. The
average growth rate of gross domestic product (GDP) in terms of geometric mean has been
around 5.77%, while unemployment has grown by 6.11% during 2010–2020 (see Figure 1).

Under these circumstances, for the Uzbek Government, measures to combat accelerating
unemployment rate have been gaining importance. Being early signs of Uzbekistan’s
transition from current state-led to market-driven growth, the state is beginning reforms in
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business development and improving entrepreneurial activities, reducing inefficient
bureaucratic procedures and improving the business climate. Private sector development
initiatives are reflected upon the reduction of government interventions to the private firms’
operations and regulation across sectors. In addition, reforms on decreasing government
share and sectoral deregulation create ample opportunities for businesses to acquire
provision of government functions and reap benefits.

Particular attention should be given to the programs on developing entrepreneurship that
allocate credits with preferential interest rates. Since 2017, Uzbekistan has been experiencing
a credit boom, which raised concerns about the risk of credit burst driven by the use of credits
for unproductive investments (Lagarde, 2019). As Uzbekistan is experiencing a transition to a
market-led economy, the transition sparks off macroeconomic instability to some extent.
Such macroeconomic instabilities could deteriorate long-term economic decisions on
productive investment and job creation. Similarly, volatility of economic activity, unstable
exchange rates and financial market fluctuations as well as credit boom-and-bust episodes
bring about large economic and social costs, resulting in losses in productive and human
capacities, which would take a long time to be reversed (UNCTAD, 2016). The impact,
however, depends on the magnitude of the instability. As Suyunov (2021) argued, one
standard deviation positive credit shock was translated into 0.44 pp. growth in the economic
growth rate coupled with 2.81 pp. inflationary pressure to the economy. Mild macroeconomic
instability may be acceptable if development is accompanied by changes in socioeconomic
indicators and advancements (UNCTAD, 2016), while high macroeconomic instability is
harmful to national economic development and society’s well-being.

In addition to credit to the economy, another important factor for creating jobs and
improving economic growth is foreign direct investments (FDIs). Unlike credit to the
economy, the FDI is not only an inflow of financial resources to the economy but also an
arguably the cheapest medium of technology transfer (Ek, 2007). Firms related to FDIs in the
receiving country face relatively lower product and process costs as they do not have to spend
a massive amount of money to acquire new technology; they have already been developed in
another part of the world at greater costs (Ek, 2007). This enables FDI recipient countries to
catch up their developed counterparts at a high pace. The FDI, therefore, could be an essential
medium of new technology transfer through which developing economies can acquire
modern technologies at a low cost and enhance national economic growth.

The structure of the research study is organized as follows: In section two, we review the
existing empirical literature on the impact of FDI inflows and credits to the economy on (un)
employment. In Section three, we discuss research methodology and data. Following this, we
present results and discussions in Section four. We conclude and point out the limitations of the
study to be addressed in future studies in Section five. Finally, we provide policy implications.

Source(s): The State Committee of Uzbekistan on Statistics 
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2. Literature review
FDIs have been an important driver of economic growth. Multiple empirical research studies
reported a positive impact of FDIs on economic growth both in the short and long run in the
context of various developing economies (Brincikova and Darmo, 2014; Hansen and Rand,
2006; Joo and Shawl, 2021; Npg and Haiyun, 2017; Siddharthan and Narayanan, 2020;
Sokang, 2018; Xu et al., 2021; Younsi et al., 2021). Therefore, both developing and developed
countries often try to attract FDIs to provide new decent jobs and reaching better living
standards.

As economic growth in the country is fostered by macroeconomic stability, foreign
investors tend to analyze macroeconomic stability and labor market conditions of a host
economy prior to deciding to invest or not in addition to other determinants of FDI, such as
the degree of corruption, political stability and quality of legislation (Strat et al., 2015). Jallab
et al.’s (2008) study andAlguacil et al.’s (2011) study found a positive impact of FDI on growth
undermacroeconomic stability in theMiddle East andNorthAfrica countries (cited in Joo and
Shawl, 2021). Likewise, Mehic et al.’s (2013) study found macroeconomic stability to be a
strong growth driver in European countries (Joo and Shawl, 2021). Investigating the link
between FDI inflows and macroeconomic stability, as proxied by inflation rate and
unemployment rate, has been gaining importance (Strat et al., 2015).

A vast number of studies highlighted strong spillovers from FDIs to host countries
accentuating high importance of the FDI inflow–unemployment relationship for developing
countries (Çolak and Alakbarov, 2017; Joo and Shawl, 2021; Strat et al., 2015). Apart from
direct impacts on employment, investment and trade, the FDI generates additional positive
externalities contributing to productivity growth through the diffusion of new knowledge
and technology from foreign investors to domestic firms and workers; lower prices and
efficient resource allocation (Mkombe et al., 2020; Onifade et al., 2020; Siddharthan and
Narayanan, 2020). On the one hand, empirical studies showed, in addition to productivity
growth, host economies and employees working for foreign-owned enterprises benefit from
the transfer and spillover of management skills, infrastructural development and access to
international markets (Brincikova and Darmo, 2014; Mkombe et al., 2020; Siddharthan and
Narayanan, 2020; Xu et al., 2021). Similarly, Xu et al. (2021) identified possible spillovers from
FDI inflow, such as additional source of capital, elimination of balance of payments
limitations, generation of competitive market conditions in the host economy and a growth in
employment and wages as well as a host country’s exports. Brincikova and Darmo (2014)
pointed out the potential effect of FDIs in creating jobs through forward and backward
linkages generating additional spillovers and adoption of best practices of work organization
in the economy.

While most studies share the conclusion that FDIs are crucial for new job creation and
reducing unemployment, job content of FDIs differs depending on investment type, amount
and intensity. For example, Greenfield investments tend to outperform brownfield
investments because a company in a host country is founded from scratch through
building new production facilities, distribution hubs, offices and living spaces (Brincikova
andDarmo, 2014; Çolak andAlakbarov, 2017; Harms andM�eon, 2011;Mkombe et al., 2020). In
contrast, in brownfield investments, an investing company purchases existing production
facilities to roll out its operations and release a new product. However, empirical studies
suggest FDIs are not as effective as theoretical evidence implies. Mkombe et al. (2020) and
Zdravkovic et al. (2017)’s study reported a statistically insignificant impact of FDI on
reducing unemployment in the Southern African Development Community region and 17
developing economies. Mkombe (2020) attributed the finding to brownfield investments
whose job creation capacity are limited compared to greenfield investments. Çolak and
Alakbarov (2017) argued that in the short run, brownfield investments may increase
unemployment as they bring about a change in technology, equipment and management
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systems. Other research studies did not find any statistically significant relationship between
the FDI and unemployment in Russia (Sadikova et al., 2017) and the CzechRepublic, Hungary,
Poland and Slovakia (Brincikova and Darmo, 2014).

A growing body of empirical literature emphasized the importance of host countries’
absorptive capacity to reap benefits from FDI and spillover effects to absorb the knowledge
and skills generated by foreign investors (Alfaro et al., 2010; Estrin, 2017; Gattini and
Baiashvili, 2020; Joo and Shawl, 2021; Siddharthan and Narayanan, 2020). These absorptive
capacities include, but are not limited to, the development of financial markets (Alfaro et al.,
2010; Joo and Shawl, 2021; Olorogun et al., 2020), technological diffusion (Mahembe and
Odhiambo, 2014; Siddharthan and Narayanan, 2020), political and institutional quality (i.e.
market entry regulations, rule of law, governance) (Estrin, 2017; Gattini and Baiashvili, 2020),
market structure (Estrin, 2017), uncertainty (Nguyen and Lee, 2021), human capital and trade
openness (Estrin, 2017). Therefore, the effectiveness of FDIs is determined by the host
country’s degree of development of key factors we discussed above.

Alfaro et al. (2010)’s study found economies with developed financial markets experienced
twice as the high as growth rate observable in economies with poor financial markets given
that the FDI inflow was the same. Similarly, an increase in the FDI or the productivity of
foreign firms result in higher growth in financially developed economies than financially
underdeveloped counterparts (Alfaro et al., 2010; Joo and Shawl, 2021). In addition, Alfaro
et al. (2010)’s review found that technology-led growth induced by the FDI require a
“minimum threshold of human capital stock” to be met. A recent study of Gattini and
Baiashvili (2020) found an inverseU-shaped relationship between FDI growth and economic
growth. They noted that the impact increases as we move from low-income countries to
middle-income countries, while it decreases for high-income countries.

As the relationship between FDIs and employment (or unemployment rate) varies across
countries and period of study, in host countries the effect generated by FDIs may vary
substantially depending on context due to heterogeneity of the structure of the economy and
type of received FDIs (Mahjabeen andAtaur, 2016; Strat et al., 2015). Given this heterogeneity
in the employment effects of FDI, Mahjabeen and Ataur (2016) pointed out the necessity of
country-specific econometric analysis to shed some light on the relationship to guide
policymakers in adjusting the FDI policy to address unemployment problem.

2.1 Foreign direct investments and employment
A growing body of literature investigated the link between FDIs and their impact on the
unemployment rate. However, most research studies reported contrasting views and
findings. While Bakkalci and Argin’s (2013) study (cited in Bayar and Sasmaz, 2017) and
Mahjabeen et al. (2016)’s research studies argued a direct impact of FDIs on employment,
other researchers (Aktar and Ozturk, 2009) could not find sufficient evidence to support the
existence of causal relationships between unemployment and FDI inflows for the Turkish
economy. Affecting primarily through the transfer of capital and technology, the FDI can
affect productivity since businesses’ employment decisions, which influences overall
employment, are primarily determined by labor productivity (Mahjabeen and Ataur, 2016).
Meanwhile, other empirical studies argue that the FDI is inclined to contribute to economic
growth without creation of new jobs (Abiad et al., 2007; Boeri and Garibaldi, 2006; Jude and
Silaghi, 2016; Zdravkovic et al., 2017).

There are a vast number of empirical studies reporting positive effects on employment
resulted from FDI inflow. Few other studies (Bandick and Karpaty, 2011; Bayar and Sasmaz,
2017; Mahjabeen and Ataur, 2016; Strat et al., 2015; Villa, 2010;Waldkirch et al., 2009) found a
positive employment effects of FDI in the context of various countries. Karlsson et al. (2009)
and Ernst (2005)’s study of manufacturing firms found a positive impact of FDIs on
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employment growth in China and Mexico, respectively. Similarly, in the context of 20
Caribbean countries, Craigwell’s (2006) study found a positive impact of FDI inflow on the
employment rate over the period 1990–2000 (Strat et al., 2015). Balcerzak and Zurek’s (2011)
study found a negative impact of FDI and unemployment over 1995–2009 (Zdravkovic et al.,
2017). In the context of other countries, such as the USA (Ajaga and Nunnenkamp, 2008) and
Fiji (Jayaraman and Singh, 2007), studies reported positive effects of inward FDIs on
employment in the long run. The latter, however, stressed out a unidirectional long-run
causality running from FDI towards employment in Fiji. A causal relationship running from
FDI inflow towards unemployment was identified by Strat et al. (2015) in four out of thirteen
countries, such as Hungary, Malta, Bulgaria and Estonia. This finding highlights the
importance of FDI while designing policies to reduce unemployment rate (Strat et al., 2015).

However, Mahjabeen et al. (2016) found causality which runs from the unemployment
towards the FDI inflows in Romania, Czech Republic and Slovakia. Reverse causality
suggested by the author is plausible as higher unemployment causes higher inflows of FDIs,
proving foreign investors look for locations where the availability of the workforce will not be
a problem (Mahjabeen and Ataur, 2016).

In contrast, other research studies found FDI inflow to increase unemployment rate.
Girma (2005) found FDI inflows negatively affect employment in the United Kingdom
(Mahjabeen and Ataur, 2016). Mucuk and Demirsel’s (2013) study of seven [1] developing
countries over 1981–2009 reported that FDI inflow increased the unemployment rate in
Argentina and Turkey, and due to negative effects of brownfield investments, the
unemployment rate in Thailand decreased (Zdravkovic et al., 2017). Mahjabeen et al. (2016)’s
study argued that an increase in the net inflow of FDI results in a significant growth in the
unemployment rate in Bangladesh. Their study reported the net FDI inflow significantly
increased GDP, though it deteriorated employment. In this case, job destruction caused by
FDIs is greater than created jobs (Mahjabeen and Ataur, 2016). The reason is FDI inflows
introduce foreign technology and knowledge spillovers increasing labor productivity
(Benacek et al., 2000; Conyon et al., 2002; Girma, 2005; Jenkins, 2006; Siddharthan and
Narayanan, 2020). In this case, FDI inflows do not result in job creation. As foreign enterprises
take control of local companies, they introduce technological advancements and automation
to increase firm performance that drive job destruction due to the replacement of labor with
robots (Mahjabeen and Ataur, 2016; Wang et al., 2013).

Strat et al. (2015) identified a positive impact of FDI inflow on the unemployment rate
through two channels. On the one hand, countries experiencing high unemployment rates can
be favorable for foreign investors due to the abundance of labor supply and the likelihood of
finding relatively cheaper workforce, i.e. lower labor costs. On the other hand, too high
unemployment rates can signal to foreign investors an incidence ofmacroeconomic instability,
which would not be appropriate destination for future investments (Strat et al., 2015).

The empirical studies we discussed above highlight remaining ambiguity in terms of the
direction of employment effects resulted from FDI inflow. FDIs affect employment through
various channels both positively and negatively. However, the direction of the net effect is
primarily determined by the strength of positive and negative effects.

2.2 Access to finance and employment
Another important factor contributing to employment growth is access to finance, i.e. credits.
Existing empirical literature argued the existence of the relationship between credit growth
andmacroeconomic indicators, particularly unemployment rate, in advanced and low-middle
income economies (Jaume et al., 2021). Bui and Pham (2021)’s study of low-income andmiddle-
income countries in Europe and Central Asia region, which are suffering from high
unemployment rates, found financing constraints deteriorate employment growth in firms.
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Generally, firms experiencing barriers to access to finance are uncertain about their ability to
attract capital in the future, which decreases firms’ demand for permanent workers
(Garmaise, 2008), though firms suffering from difficulties with accessing finance tend to hire
nonpermanent workers (Fernandes and Ferreira, 2017; le Queux, 2011).

Likewise, Jaume et al. (2021)’s study of credit shocks’ employment effects in Mexico
showed positive credit supply shocks increase employment growth. The authors observed
that one standard deviation positive impulse to credit to the economy results in a 0.45% point
increase in an employment growth. These empirical results suggest facilitating easy access to
finance results in the employment growth. Since the ability of firms to create jobs is
deteriorated by credit constraints, this impact is more harmful in low- and middle-income
countries than in advanced economies.

Entrepreneurial efforts are highly dependent on access to financial resources and
availability of financial services. Access to loans is essential because it allows entrepreneurs
to expand their operations and increase the number of permanent employees, which results in
the employment growth (Ayadi et al., 2021; Rey-Mart�ı et al., 2016). In addition to positive
externalities of financial inclusion in improving employment creation, it strengthens a
country’s institutional quality (Rey-Mart�ı et al., 2016). Favorable financial conditions are
essential for the creation of high-profile businesses (Smirnyagin, 2020). Meanwhile, most self-
employment companies rely on housing wealth, which serves as a direct or indirect (i.e. as a
collateral) source of capital to grow a business (Henley, 2005). Surprisingly, investment
income is not found to be a significant determinant of job creation because capital resources
are often used as collateral, but not as direct financial source. However, entrepreneurial
capital plays an important role in employment generation (Henley, 2005). This implies
successful entrepreneurs are more likely to have had a self-employed parent who was
associated with a higher probability of employing other workers. But in Uzbekistan,
entrepreneurial capital and talent are scarce due to the institutional framework and state-led
markets inherited from the formerUnion of Soviet Socialist Republics (USSR) despite reforms
carried out throughout 1991–2021. In Uzbekistan, on average over 2000–2016, housing
wealth constituted around 53% of total investments, which stress out access to finance was
limited. This figure, however, changed to 38.8% over 2017–2020. Credit to the economy
remains being an important source of financial resources for potential entrepreneurs not
having neither entrepreneurial capital nor housing wealth.

Most empirical studies investigating the link between FDI, credit to the economy and
unemployment rate overlooked the context of Central Asian countries. There are few research
studies that shed some light on the context of Uzbekistan and the short-run employment
effects of FDI inflow and credits have remained unclear. To fill the research gap and
contribute to empirical literature, in this study, we evaluate whether a growth of credit to the
economy and FDI inflow decreases unemployment rate in Uzbekistan.

3. Data and methodology
In the study, we use macroeconomic time series data from the Central Bank of Uzbekistan
(Credit to the economy) andWorld BankWorldDevelopment Indicators (Unemployment rate,
FDI inflow, GDP growth) over the period from 1990 to 2020. Due to data limitations and to
avoid the shock introduced by COVID-19 pandemic, we have narrowed the sample down to
time frame 2004–2019. To investigate the relationship between the FDI and unemployment
rate, Balcerzak and Zurek (2011) suggested using vector autoregression (VAR) models
coupled with additional VAR analysis tools, such as Granger causality, impulse response
analysis to investigate the relationship between multiple covariates over time. In accordance
with the other country-specific empirical studies, we employ the VAR to estimate the reaction
of unemployment rate to credits and FDIs.
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Let in Equation (1) representing a traditional ordinary least squares method,UNEMPt be the
unemployment rate, CREDITt be credit to the economy growth and FDIt be growth in the FDI.

UNEMPt ¼ β0 þ β1CREDITt þ β2FDIt þ ut (1)

As most macroeconomic variables tend to be nonstationary, we take first-order difference
from our variables to account for nonstationarity of time series and ensure overall model
stability.

UNEMPt � UNEMPt−1 ¼ β0 þ β1ðCREDITt � CREDITt−1Þ þ β2ðFDIt � FDIt−1Þ þ ut (2)

This can be expressed as follows:

ΔUNEMPt ¼ β0 þ β1ΔCREDITt þ β2ΔFDIt þ et (3)

We represent the model in VAR form as we are taking past historical values, i.e. lags. We
construct a multivariate VAR model with n lags, i.e. VAR (n). So, Equation (3) can be
expressed as the following three equations:

ΔUNEMPt ¼ β10 þ β11ΔCREDITt þ . . .þ β1jΔCREDITt−n þ β12ΔFDIt þ . . .

þ β1jΔFDIt−n þ e1t (4)

ΔCREDITt ¼ β20 þ β11ΔUNEMPt þ . . .þ β1jΔUNEMPt−n þ β12ΔFDIt þ . . .

þ β1jΔFDIt−n þ e2t (5)

ΔFDIt ¼ β30 þ β11ΔUNEMPt þ . . .þ β1jΔUNEMPt−n þ β12ΔCREDITt þ . . .

þ β1jΔCREDITt−n þ e3t (6)

The model is composed of three dependent variables – ΔUNEMPt, ΔCREDITt and ΔFDIt,
which are endogenous over time.

4. Results and discussion
Regression diagnostics tests show the degree of multicollinearity among covariates is at an
appropriate level, i.e. less than 10. Similarly, White’s test for heteroscedasticity showed the
homoscedasticity of residuals. However, Dickey–Fuller test for stationarity indicated the
nonstationarity of the time series. To ensure all our variables are stationary, we take the first
difference of the variables.

As the results show, all VAR Equations (4)–(6) are overall significant at 1% significance
level. VAR model stability tests indicate the stability of the model; all identified eigenvalues
lie within the unit circle. Our VAR (2) model results (Tables 1 and 2) present both growth in
credit to the economy and FDI Granger cause a change in the unemployment rate. While
credit growth and unemployment rate are negatively correlated, FDI growth and
unemployment rate are positively associated.

The impulse-response analysis results (Figure 2) suggest that 1%, ceteris paribus,
increase in credit to the economy growth results in a decrease of�0.065 pp. in a year after the
shock and cumulative reduction of 0.096 pp. in unemployment rate over eight years (Figure 2
– Left). This finding is consistent with Jaume et al. (2021)’s findings who reported one
standard deviation positive credit shock increased employment growth by 0.45 pp. This
implies credit to the Uzbek economy has been increasing employment.

In contrast, all else being equal, 1% increase in FDI growth raises the unemployment rate
by 0.00364 pp. (Figure 2 – Right). On the one hand, such a discrepancy in the direction of the
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impact raises concerns about the efficiency of investments in stimulating output growth.
Given that the employment structure of the Uzbek labor market, roughly a third of employed
peoplework in agricultural sector, FDIs could be destructing low-productive agricultural jobs

Variables D.unemployment D.growth_credits D.growth_fdi

LD.unemployment 1.324*** (0.263) 25.39*** (6.437) �27.12 (32.31)
L2D.unemployment �0.827** (0.389) �31.83*** (9.515) �60.33 (47.75)
LD.growth_credits �0.0652*** (0.0115) �1.284*** (0.282) 0.977 (1.415)
L2D.growth_credits 0.00863 (0.0254) 0.226 (0.622) �10.86*** (3.121)
LD.growth_fdi 0.00233* (0.00129) 0.00741 (0.0315) �0.785*** (0.158)
L2D.growth_fdi �0.000659 (0.00149) �0.0577 (0.0364) �0.249 (0.183)
Constant 0.136 (0.150) �3.035 (3.674) �12.82 (18.44)
R squared 0.7944 0.7361 0.8783
Observations 13 13 13

Note(s): Standard errors are in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1

Equation Excluded χ2 df Prob > χ2

D_unemployment D.growth_credits 24.565 2 0.000
D_unemployment D.growth_fdi 18.242 2 0.000
D_unemployment ALL 24.865 4 0.000
D_growth_credits D.unemployment 10.779 2 0.005
D_growth_credits D.growth_fdi 7.9124 2 0.019
D_growth_credits ALL 23.798 4 0.000
D_growth_fdi D.unemployment 3.5063 2 0.173
D_growth_fdi D.growth_credits 18.444 2 0.000
D_growth_fdi ALL 22.921 4 0.000

Table 1.
VAR (2) model results

Figure 2.
Cumulative impulse-

response analysis
results

Table 2.
Granger causality test

results
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and creating employment opportunities in industry. Therefore, the net employment effects of
FDI could be negative. On the other hand, those investments could have been directed
towards capital-intensive rather than productive and high labor absorbing sectors.

The structure of FDI inflows across economic activities (Figure 3) demonstrates most FDI
funds were directed to extractive industries, which generated relatively negligible linkages to
the rest of the economy. For example, mining and manufacturing industries make up 75% of
total FDI. Meanwhile, the share of cross-border investments into infrastructure-related
activities has been considerably low as the construction sector represents only 5.7%
(equivalent to $625.2 M) of total greenfield FDI.

As the cumulative amount of FDIs is directed towards capital-intensive extractive sectors
generatingmarginal spillovers to the rest of the economy, FDI inflows do not contribute to job
creation. Usually, capital-intensive industries require primarily skilled workers and generate
few jobs per dollar spent (Jenkins, 2006; Mahjabeen and Ataur, 2016). Our findings confirm
Jude and Silaghi (2016)’s results on the negative impact of FDIs on employment in the short
run, although marginal effects of the FDI alone on employment may not be a sufficient
instrument to boost employment (Jude and Silaghi, 2016; Zdravkovic et al., 2017). Likewise,
the results corroborate other empirical findings (Bayar, 2014, 2017) on positive impact of FDIs
on the unemployment rate. Other studies argued that FDI growth positively affected
employment, contributing to a decrease in the unemployment rate (Balcerzak and Zurek,
2011; Craigwell, 2006; Richards and Schaefer, 2016), which does not align with our findings.
Our results are different than Balcerzak and Zurek (2011)’s results on the short-run negative
impact of FDI inflow on the unemployment rate using the same VARmethodology. However,
our results partially confirm Inekwe (2013)’s empirical results on the negative impact of FDI
on employment in the service sector compared to the positive effects on employment in the
manufacturing sector in the Nigerian context. They attribute such finding to the fact that

Source(s): The authors’ own estimates based on data from State Statistics Committee   
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developing economies often experience low level of human capital, while FDIs usually come
with its own skilled employees for strategic positions in the private sector. Furthermore, since
jobs created by foreign employers require relatively skilled workers, a developing host
country, which is composed of low-skilled workers in a labor market, new job creation may
not necessarily reduce unemployment (Mahjabeen and Ataur, 2016). As workers with low
skills are abundant in developing countries, Inekwe (2013) andMehta (2016)’s results implied
the positive effect of FDI inflow into the manufacturing sector on employment rate.

Another reason why FDI inflow to Uzbekistan may not positively contribute to
employment growth can be related to its absorptive capacity to increase the level of
productivity to the degree of those foreign firms, large technological gaps, weak incentives
and lack of human capital resulted from the deficit of technical training as well as the
shortage of essential skills and effective managing practices (Estrin, 2017). As FDI inflows
are absorbed through the financial sector (Olorogun et al., 2020), low level of financial
development as well as the high dominance of state-owned banks in Uzbekistan could be
inhibiting from taking advantage of FDIs. In addition to FDI absorptive capacity, as argued
by Craigwell (2006) and Udi et al. (2020), healthy macroeconomic environment plays a major
role in using FDI inflows efficiently. In the context of Uzbekistan, two necessary conditions –
FDI absorptive capacity andmacroeconomic conditions – are not fully satisfied starting from
the degree of development of financial markets to macroeconomic instability as shown by the
incidence of double-digit inflation rate and high unemployment.

5. Conclusion
In this study, we investigated the relationship between credit to the economy, FDI and the
unemployment rate in Uzbekistan and contributed to the empirical literature with evidence
from Uzbekistan. We found both growth in credit to the economy and FDI Granger cause a
change in the unemployment rate. The results show that credit growth affects the
unemployment rate negatively, while FDI growth positively affects the unemployment rate,
which could have been attributed to Uzbekistan’s weak absorptive capacity of FDIs and local
macroeconomic conditions.

A major limitation of the study is due to the lack of disaggregated industry-level data on
the FDI and its types, greenfield and brownfield, we used aggregated data on FDI inflow that
do not allow to consider the industry-specific employment effects of FDIs for Uzbekistan.
Future research for Uzbekistan in this domain should focus on the impact of FDI inflows to
employment using a micro-level perspective and industry-specific evidence.

6. Policy implications
From a policy perspective, given that the working-age population has been growing, it is
important for the Uzbek Government to direct FDIs to productive and economic sectors with
high labor-absorptive capacity, such as financial and professional services, opportunities in
healthcare and biomedicine, creative industries and media, software sector.

These measures have to be accompanied by the liberalization of the market of educational
services to meet the growing demand to high-skilled professionals. However, it has to be
admitted FDI is not a panacea for unemployment. To take the best advantage of FDI in
stimulating economic growth and improving employment outcomes, FDI absorptive capacity
should be strengthened. Enhancing Uzbekistan’s absorptive capacity requires growth-
enhancing structural reforms, particularly developing financial markets and inclusivity.
Development of finance and private sector involvement can speed up industrialization and
free government to invest in other important sectors, namely education, healthcare and social
protection system. These policy options require supportive and flexible macroeconomic
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policies fostering productive investments, entrepreneurship and enhance postpandemic
economic recovery.

Note

1. Argentina, Chile, Colombia, Philippines, Thailand, Turkey and Uruguay.
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