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HOW DO TAXES ON INTERNATIONAL TRADE 
AFFECT FOREIGN DIRECT INVESTMENT?
Saidova Ugiloy 
PhD, Senior Lecturer at TSUE 
E-mail:rustamovnaugiloy94.06@gmail.com 

ANNOTATSIYA. O‘zbekistonda xalqaro savdoga solinadigan soliqlar va to‘g‘ridan-to‘g‘ri xorijiy investitsiyalar (TTXI) 
o‘rtasidagi o‘zaro bog‘liqlik Jahon bankining 2011–2023-yillarga oid ma’lumotlari asosida tahlil qilingan. Tadqiqotda 
2017-yilgacha amal qilgan yuqori proteksionistik bojxona tariflari xorijiy kapital oqimini cheklovchi tarkibiy omillardan biri 
sifatida baholangan. 2017-yilda amalga oshirilgan islohotlar, jumladan, valyuta kursining unifikatsiya qilinishi, import bojxona 
bojlari stavkalarining sezilarli darajada pasaytirilishi va ichki soliq bazasini kengaytirishga yo‘naltirilgan siyosat natijasida 
xalqaro savdodan olinadigan soliqlar hajmining qisqarishi kuzatilgan. 2018-yilda korporativ muhitdagi qisqa muddatli 
noaniqliklar va valyuta kursining qayta baholanishi bilan bog‘liq omillar sababli xorijiy investorlar ehtiyotkor investitsiya 
strategiyasini qo‘llagan bo‘lsa-da, 2019-yildan boshlab to‘g‘ridan-to‘g‘ri xorijiy investitsiyalar oqimida uzoq muddatli o‘sish 
tendensiyasi kuzatilgan. Tadqiqot natijalari xalqaro savdoga solinadigan soliqlar bilan bog‘liq to‘siqlarni kamaytirish 
mamlakatning xalqaro iqtisodiy integratsiyasini jadallashtirishga xizmat qilishi mumkinligini ko‘rsatadi. Davlat budjeti 
daromadlarining barqarorligini ta’minlash va xorijiy investorlar ishonchini mustahkamlash maqsadida O‘zbekistonning 
Jahon savdo tashkilotiga (JST) a’zo bo‘lish jarayonini davom ettirish hamda proteksionistik bojxona soliqlariga nisbatan 
ichki fiskal tizimni modernizatsiya qilishga ustuvor ahamiyat qaratish taklif etiladi.

Kalit so‘zlar: xalqaro savdo, investitsiyalar, soliqlar, to‘g‘ridan-to‘g‘ri xorijiy investitsiyalar, soliq tushumlari, yalpi ichki 
mahsulot (YAIM).

ABSTRACT. The relationship between taxes on international trade and foreign direct investment (FDI) in 
Uzbekistan is examined using World Bank data for 2011–2023. The analysis indicates that high protectionist customs 
tariffs before 2017 constituted a structural barrier to foreign capital inflows. Following the reforms introduced in 
2017, including exchange rate unification, substantial reductions in import customs duties, and a policy shift toward 
broadening the domestic tax base, revenues from taxes on international trade declined significantly. Although foreign 
investors initially adopted a cautious wait-and-see approach in 2018 amid short-term corporate uncertainty and 
exchange rate adjustment challenges, FDI inflows exhibited a sustained upward trend from 2019 onward. The findings 
suggest that reducing tax-related barriers to international trade can facilitate the country’s integration into the global 
economy. To maintain fiscal revenue stability while strengthening foreign investor confidence, the study recommends 
that Uzbekistan continue its accession process to the World Trade Organization (WTO) and prioritize domestic fiscal 
modernization over protectionist border taxation.

Keywords: international trade, investment, taxation, foreign direct investment, tax revenue, gross domestic product 
(GDP).

АННОТАЦИЯ. Взаимосвязь между налогами на международную торговлю и прямыми иностранными 
инвестициями (ПИИ) в Узбекистане исследована на основе данных Всемирного банка за 2011–2023 годы. В 
ходе анализа установлено, что высокие протекционистские таможенные тарифы, действовавшие до 2017 года, 
являлись одним из структурных факторов, ограничивавших приток иностранного капитала. После реформ 2017 
года, включавших унификацию валютного курса, существенное снижение импортных таможенных пошлин и 
переход к политике расширения внутренней налоговой базы, наблюдалось значительное сокращение поступлений 
от налогов на международную торговлю. Несмотря на то что в 2018 году иностранные инвесторы придерживались 
осторожной выжидательной стратегии в условиях краткосрочной корпоративной неопределённости и сложностей, 
связанных с корректировкой валютного курса, начиная с 2019 года наблюдалась устойчивая долгосрочная 
тенденция роста притока прямых иностранных инвестиций. Результаты исследования свидетельствуют о том, 
что снижение налоговых барьеров в международной торговле может способствовать ускорению интеграции 
страны в мировую экономику. Для обеспечения стабильности доходов государственного бюджета и укрепления 
доверия иностранных инвесторов предлагается продолжить процесс вступления Узбекистана во Всемирную 
торговую организацию (ВТО), уделяя приоритетное внимание модернизации внутренней фискальной системы по 
сравнению с протекционистским таможенным налогообложением.

Ключевые слова: международная торговля, инвестиции, налогообложение, прямые иностранные инвестиции, 
налоговые поступления, валовой внутренний продукт (ВВП).
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I N T R O D U C T I O N
In today’s era of globalization, countries increasingly rely on international trade to support their economic 

development. Therefore, they seek not only to sell and purchase goods, works, and services in international 
markets but also to attract foreign investors to stimulate economic growth. To achieve the latter objective, 
countries offer various incentives, particularly tax incentives, to foreign investors. At the same time, taxes are 
considered one of the principal sources of state budget revenue. In other words, governments need to maintain 
sufficient budget revenues through taxation while providing certain incentives to investors. Consequently, 
countries should carefully assess the fairness of their tax systems and determine which tax incentives may be 
offered to attract additional foreign investment. Addressing these questions requires sufficient information and 
comprehensive analysis.

L I T E R A T U R E  R E V I E W
Numerous researchers have examined the relationship between foreign direct investment (FDI) and 

taxation in international trade. Ruud A. de Mooij and Sjef Ederveen [1] conducted a prominent meta-analysis 
synthesizing empirical research on the tax rate elasticity of FDI. However, this estimate relates to host-country 
taxation more broadly and should not be directly interpreted as the elasticity of FDI with respect to taxes on 
international trade. Similarly, Siwook Lee and Daeyong Kim [2] re-examined the effects of tax treaties and 
transfer pricing regulations on foreign direct investment inflows. Furthermore, F. Alshubiri [3] investigated the 
impact of FDI inflows on tax revenues across industrialized and developing countries during 2006–2020. The 
reviewed studies provide valuable insights into the relationship between taxation and foreign investment in 
different economic contexts. However, the specific relationship between taxes on international trade and FDI in 
Uzbekistan warrants further examination. Accordingly, the present study focuses on analyzing this relationship 
in the context of Uzbekistan.

R E S E A R C H  M E T H O D O L O G Y
Research methods, including grouping, analysis, and synthesis, were employed in this study. In addition, 

the ordinary least squares (OLS) econometric method was applied to obtain and analyze the research results.

A N A LY S I S  A N D  R E S U LT S
First, the dynamics of foreign direct investment (FDI) and taxes on international trade in Uzbekistan during 

2011–2023 are examined using data from the World Bank.

Table 1. Foreign direct investment, taxes on international trade, tax revenue, and GDP in Uzbekistan, 2011–20231

Year FDI (US$) Taxes on international trade (% 
of revenue) Tax revenue (% of GDP) GDP (US$)

2011 1,615,052,149.8 6.7 11.04060614 67,404,618,404.5

2012 744,244,552.2 7.9 11.80980759 75,318,846,931.3

2013 691,576,226.0 10.9 12.21565986 82,674,178,351.6

2014 808,675,996.6 10.3 11.92742836 91,303,765,114.0

2015 1,041,199,291.1 15.2 11.97799332 97,564,568,986.8

2016 1,662,886,452.2 15.2 11.82258424 97,871,364,319.4

2017 1,798,299,474.7 4.9 9.999599277 72,276,404,057.6

2018 624,686,535.5 3.6 12.15234395 61,318,332,402.8

2019 2,316,482,962.3 2.7 10.83858042 70,170,662,562.6

2020 1,728,247,827.6 3.1 12.69800311 70,127,127,133.2

2021 2,280,290,469.8 3.1 12.73237682 81,170,051,810.6

2022 2,657,356,365.1 2.9 11.45591697 94,286,355,836.2

2023 2,156,350,918.9 4.4 11.00593022 107,526,539,716.3

1	  Source: Compiled by the author based on statistical data obtained from the official website of the World Bank.
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According to the data, FDI inflows into Uzbekistan generally followed an upward trend over the period 
under review, although considerable fluctuations were observed. At the beginning of the period, FDI amounted 
to approximately US$1.6 billion. However, in 2012, the indicator declined sharply to approximately US$744 
million. From 2013 onward, FDI inflows gradually increased, reaching approximately US$1.8 billion in 2017. 
Another substantial decline occurred in 2018, when FDI fell to approximately US$624 million. This decline 
coincided with the comprehensive economic and structural reforms initiated under President Shavkat Mirziyoyev 
in late 2016 and 2017. During this transitional period, foreign investors may have adopted a cautious, wait-
and-see approach while assessing the consistency and long-term sustainability of the newly introduced policies 
before committing substantial amounts of capital. Another possible contributing factor was the unification 
of Uzbekistan’s exchange rates in late 2017 and the transition away from the previously restrictive official 
exchange rate system. Although these measures were intended to improve long-term economic conditions, 
the adjustment process may have generated short-term corporate uncertainty, exchange rate revaluation 
challenges, and balance-sheet adjustments for cross-border business operations in 2018. Nevertheless, from 
2019 onward, FDI inflows generally increased, despite some fluctuations, reaching approximately US$2.2 
billion in 2023.

The next macroeconomic indicator is taxes on international trade as a percentage of tax revenue, which is 
an important component of fiscal analysis. Similar to FDI inflows, this indicator experienced a significant decline 
in 2017. Several economic and institutional developments may help explain this change. In September 2017, 
Uzbekistan abolished its restrictive multiple exchange rate system and introduced currency convertibility for 
current account transactions. This reform was intended to reduce exchange rate distortions and administrative 
barriers affecting international trade and customs-related calculations. Furthermore, beginning in late 2017 and 
continuing through regulatory measures adopted in 2018, the government substantially reduced or eliminated 
import customs duties and import excise taxes on various categories of raw materials, machinery, and consumer 
goods. Another contributing factor was the gradual shift in fiscal policy toward modernizing and broadening 
domestic taxation rather than relying primarily on taxes collected at the border. Tax reforms involving corporate 
income tax (CIT) and value-added tax (VAT) were intended to stimulate formal economic activity and strengthen 
domestic revenue collection. These changes may also have influenced the relative contribution of international 
trade taxes to total tax revenue. In addition, Uzbekistan resumed efforts toward accession to the World Trade 
Organization (WTO), including the gradual alignment of customs regulations and non-tariff measures with 
international trade standards. These developments formed part of the broader process of trade liberalization 
and fiscal modernization.

Another important macroeconomic indicator is tax revenue as a percentage of GDP. This indicator 
reflects the relative contribution of tax collections to the national economy and is relevant for evaluating fiscal 
performance. Its dynamics also fluctuated during the period under review, reflecting changes in economic 
conditions and the taxation system. The final indicator is gross domestic product (GDP), which measures the 
overall value of goods and services produced in the economy and provides a basis for assessing the country’s 
economic performance.

Table 2. Foreign direct investment and estimated taxes on international trade in Uzbekistan, 2011–20232

Year FDI (US$) Taxes on international trade (US$)
2011 1,615,052,149.8 498,605,855.3

2012 744,244,552.2 702,705,861.2

2013 691,576,226.0 1,100,812,409.5

2014 808,675,996.6 1,121,689,691.3

2015 1,041,199,291.1 1,776,314,189.2

2016 1,662,886,452.2 1,758,780,523.3

2017 1,798,299,474.7 354,140,188.1

2018 624,686,535.5 268,258,127.6

2019 2,316,482,962.3 205,348,599.7

2020 1,728,247,827.6 276,047,088.3

2021 2,280,290,469.8 320,381,182.6

2022 2,657,356,365.1 313,239,632.5

2023 2,156,350,918.9 520,709,020.8

2	  Source: Compiled and calculated by the author based on statistical data obtained from the official website of the World Bank.
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To support economic decision-making, it is useful to estimate the monetary value of taxes on international 
trade. Accordingly, the author calculated this indicator using the following procedure. First, taxes on international 
trade as a percentage of tax revenue were multiplied by tax revenue as a percentage of GDP. The resulting 
value was then multiplied by GDP expressed in US dollars. Finally, the product was divided by 10,000 because 
both tax-related indicators were expressed as percentages. This calculation provided an estimate of taxes on 
international trade in US dollars.

The resulting estimates indicate that taxes on international trade generally increased until 2016. Following 
the reduction of import tariffs and the liberalization of foreign trade, the estimated amount declined substantially 
in 2017 and 2018. Subsequently, the indicator fluctuated, showing a moderate increase toward the end of the 
period and reaching approximately US$520 million in 2023.

C O N C L U S I O N  A N D  R E C O M M E N D A T I O N S
The structural changes observed in Uzbekistan’s macroeconomic indicators during 2011–2023 provide 

important insights into the relationship between trade liberalization, fiscal policy, and the investment 
environment. Before 2017, taxes on international trade accounted for a relatively high share of tax revenue, 
reaching 15.2% in both 2015 and 2016. From a theoretical perspective, high customs tariffs and restrictive 
trade taxation may increase operating and supply chain costs, particularly for foreign investors that depend 
on imported machinery, raw materials, and specialized components. Consequently, such measures may 
influence investment decisions and the overall attractiveness of the host economy.

The comprehensive reforms initiated in late 2016 and 2017 represented a significant change in Uzbekistan’s 
economic development strategy. The unification of the exchange rate system and substantial reductions in 
import customs duties were intended to facilitate international trade and reduce cross-border transaction 
barriers. However, the data indicate that the adjustment process was accompanied by fluctuations in FDI 
inflows. In 2018, FDI declined to approximately US$624.6 million, a development that may partly reflect a 
temporary period of investor caution. Foreign enterprises may have required additional time to assess the 
consistency and sustainability of the reforms introduced under President Shavkat Mirziyoyev and to adjust their 
financial operations to the new exchange rate environment.

As the initial adjustment period progressed, subsequent macroeconomic trends provided an opportunity 
to assess the potential long-term effects of structural reforms. From 2019 onward, FDI inflows generally 
increased, although annual fluctuations remained evident, reaching more than US$2.6 billion in 2022. This 
development coincided with a relatively low share of taxes on international trade in total tax revenue, generally 
ranging between approximately 3% and 4%. The observed trends suggest a possible relationship between 
reduced trade barriers and improved conditions for attracting foreign capital. Furthermore, the reduction in 
the relative share of trade taxes occurred alongside efforts to broaden the domestic tax base, modernize 
VAT administration, and improve the transparency of the fiscal environment in line with the country’s WTO 
accession objectives.

The study examined the relationship between foreign direct investment and taxes on international trade 
in Uzbekistan during 2011–2023. By converting the share of international trade taxes into estimated monetary 
values expressed in US dollars, the analysis provides additional insights into changes in Uzbekistan’s fiscal 
structure before and after the major economic reforms.

The findings suggest that a relatively high reliance on taxes on international trade may create 
additional costs for foreign investors, particularly those engaged in import-dependent production 
activities. The trade liberalization measures introduced after 2017, including tariff reductions and 
exchange rate unification, coincided with a generally positive long-term trend in FDI inflows. Although 
the initial adjustment period was accompanied by temporary investor caution and financial challenges in 
2018, subsequent developments indicate that more open and predictable trade policies may contribute to 
international economic integration.

From a policy perspective, the findings highlight the importance of maintaining an appropriate balance 
between attracting foreign investment and ensuring stable state budget revenues. In this regard, maintaining 
predictable and transparent trade regulations and continuing Uzbekistan’s WTO accession process may 
support the development of a favorable investment environment. At the same time, strengthening domestic 
taxation through the optimization of corporate tax structures, the gradual reduction of the shadow economy, 
and the formalization of small and medium-sized enterprises may contribute to fiscal stability. Such an 
approach can support sustainable public revenue generation while improving the conditions for attracting 
foreign capital.
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