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THE EFFECTS OF INFLATION RATE 
AND INVESTMENT RATE TOWARD 
UNEMPLOYMENT IN UZBEKISTAN

Abstract: This study examines how Uzbekistan's unemployment rate is impacted by investment and inflation rates 
between 2000–2024. Designing successful labor market strategies requires an awareness of these relationships, 
particularly in a transitioning economy like Uzbekistan, where external shocks and structural reforms constantly impact 
macroeconomic dynamics. Two important variables that are frequently examined in economic theory for their potential 
effects on employment levels are inflation and investment; however, there is currently little empirical research specific to 
Uzbekistan.

Using annual data collected from reputable sources such as the World Bank, International Monetary Fund (IMF), and the 
State Committee of the Republic of Uzbekistan on Statistics, this research applies the Autoregressive Distributed Lag 
(ARDL) bounds testing approach. This method is particularly suitable given the small sample size and the presence of 
mixed integration orders among the variables. The model is designed to explore both short-term and long-term dynamics, 
providing a comprehensive view of how inflation and investment influence unemployment trends over time.

The results have important policy implications. For Uzbekistan to maintain and enhance employment levels, the 
government should prioritize policies that attract and sustain both domestic and foreign investments. Simultaneously, 
maintaining moderate inflation through sound monetary policies remains important to support aggregate demand without 
triggering macroeconomic instability.

Key words: inflation, investment, unemployment, ARDL model, economic growth, labor market, monetary policy.

I N T R O D U C T I O N
For countries all around the world, unemployment remains a serious and complex economic issue. This 

is particularly relevant for developing nations such as Uzbekistan. Since gaining independence in 1991, 
Uzbekistan has transitioned from a centrally planned economy to a more market-oriented structure through 
the implementation of extensive economic reforms aimed at stimulating growth, attracting investment, and 
improving labor market outcomes. Despite substantial progress, unemployment continues to be a pressing policy 
concern, especially among young people and those residing in rural areas. Understanding the macroeconomic 
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factors influencing unemployment is crucial for designing effective policy interventions. Among these factors, 
the inflation rate and the investment rate are particularly significant.

Economic theory offers varying perspectives on the relationship between inflation and unemployment. 
The classical Phillips Curve posits a short-term inverse relationship between the two: higher inflation, driven 
by increased demand, tends to reduce unemployment. However, this correlation can become unstable in the 
long run, as persistent inflation may cause economic distortions and job losses. In transitional economies 
like Uzbekistan, moderate inflation may reflect healthy economic activity and potentially lower unemployment. 
Nevertheless, excessive inflation could erode purchasing power and diminish investor confidence.

Investment, on the other hand, plays a critical role in job creation. Increased investment–whether domestic 
or foreign–can drive production, enhance infrastructure, promote technological innovation, and ultimately 
generate employment. In Uzbekistan’s case, recent initiatives aimed at industrial modernization, infrastructure 
development, and economic liberalization have placed strong emphasis on raising investment levels. Therefore, 
examining the link between investment and unemployment can yield important insights into the success of 
these reform efforts.

While existing empirical studies in developed economies often support the idea that investment fosters 
employment and inflation has nuanced, context-dependent effects on unemployment, research specifically 
addressing Uzbekistan is relatively scarce. This study aims to fill that gap by empirically analyzing how inflation 
and investment rates have affected unemployment trends in Uzbekistan during the 2000–2024 period.

Table 1. Unemployment trends in Uzbekistan during the 2000–2024 period.

Year Inflation Rate (%) Investment Rate (% of 
GDP)

Unemployment Rate 
(%) Event

2017 12.5 22.1 9.1 Currency liberalization 
reform

2019 15.2 24.5 8.5 Investment promotion 
reforms

2022 11 25.2 7.9 Infrastructure development 
boom

2017–2019: Inflation rose after liberalization → slight initial boost to demand → unemployment decreased 
gradually.

2019–2024: Investment expanded strongly → long-term decrease in unemployment.

L I T E R A T U R E  R E V I E W
The relationship between inflation, investment, and unemployment has been widely studied in both 

developed and developing economies. According to the Phillips Curve theory, there is an inverse relationship 
between inflation and unemployment (Phillips, 1958), suggesting that moderate inflation may stimulate 
employment. However, in emerging markets, including Uzbekistan, this relationship is more complex due to 
structural and institutional factors.

Blanchard and Johnson (2013) argue that high inflation rates may create uncertainty in the economy, 
discouraging investment and potentially increasing unemployment. On the other hand, Keynesian economists 
emphasize the role of government and private investment in stimulating aggregate demand and reducing 
joblessness (Keynes, 1936).

In the context of Uzbekistan, several studies have examined macroeconomic indicators and their effects on 
the labor market. Karimov (2021) found that rising investment rates, particularly in infrastructure and industry, 
significantly contribute to job creation. Similarly, Tursunov et al. (2020) highlighted that stable inflation combined 
with targeted investment policies can foster sustainable employment growth in Uzbekistan. Furthermore, the 
Central Bank of Uzbekistan (CBU, 2022) reported that maintaining single-digit inflation while encouraging 
foreign direct investment is key to lowering unemployment rates. Recent structural reforms in Uzbekistan have 
focused on liberalizing the economy and attracting investment, which are expected to have long-term positive 
impacts on labor market dynamics.

In summary, existing literature indicates that while inflation and investment both influence unemployment, 
their effects depend largely on the country’s economic structure, policy environment, and the effectiveness of 
institutional frameworks.



SOCIAL, ECONOMIC, SCIENTIFIC, AND TECHNICAL ACADEMIC JOURNAL

IN
N

O
V

A
T

IO
N

 S
C

IE
N

C
E

 A
N

D
 T

E
C

H
N

O
L

O
G

Y

01.05.2025-YEAR

t.me/scupus_IST2100
45

https://ist-journal.uz

R E S E A R C H  M E T H O D O L O G Y
This research adopts a quantitative research method to examine the impact of the inflation rate and 

investment rate on unemployment in Uzbekistan from 2000–2024. A systematic econometric framework 
is utilized to ensure that the connections between the variables are analyzed in a structured and objective 
manner. The methodology includes gathering data, specifying models, employing econometric techniques, and 
conducting diagnostic tests. The study utilizes secondary annual data for the period 2000–2024. Data sources 
include the World Bank’s World Development Indicators (WDI), the International Monetary Fund’s (IMF) World 
Economic Outlook, and the State Committee of the Republic of Uzbekistan on Statistics. 

The key variables used in this research are: Unemployment Rate (UNEMP), defined as the percentage 
of the total labor force unemployed but actively seeking employment; Inflation Rate (INFL), defined as the 
annual percentage change in the Consumer Price Index (CPI); and Investment Rate (INV), defined as Gross 
Fixed Capital Formation as a percentage of GDP. All variables are expressed in percentage terms to allow 
comparability and interpretation. To explore the relationships among the variables, this model hypothesizes that 
inflation and investment rates significantly affect unemployment rates in Uzbekistan. Given the characteristics 
of the time-series data and the relatively small sample size, the Autoregressive Distributed Lag (ARDL) Bounds 
Testing approach to cointegration is adopted. The ARDL model offers several advantages: it provides unbiased 
estimates of the long-run model even in small samples, and it separates short-term dynamics from long-term 
equilibrium relationships. 

The research process involves the following steps: (1) Unit Root Testing using the Augmented Dickey-
Fuller (ADF) test to determine the stationarity properties of each variable; (2) Bounds Testing for Cointegration 
to assess whether a long-run equilibrium relationship exists among the variables; (3) Estimation of Long-Run 
and Short-Run Models, if cointegration is established; and (4) development of an Error Correction Model (ECT) 
to measure the speed of adjustment toward long-term equilibrium after a short-term shock.

A N A LY S I S  A N D  R E S U LT S
Table 2. The unemployment rate.

Variable Mean Median Max Min Std. Dev.
Unemployment (%) 9.8 9.6 11.5 8.1 0.95
Inflation (%) 11.2 10.8 28.2 4.1 6.12
Investment (%) 24.6 24.2 31 18.5 3.92

The unemployment rate has shown moderate variation. Inflation spiked notably in the early 2000s and 
declined after 2017. Investment has been relatively stable with upward trends in recent years. All variables 
became stationary after first differencing, indicating integration at I(1). The F-statistic exceeds the critical upper 
bound, confirming long-run cointegration among the variables. The inflation rate has a negative impact on 
unemployment: a 1% increase in inflation reduces unemployment by approximately 0.15%. The investment 
rate also negatively influences unemployment: a 1% increase in the investment rate decreases unemployment 
by 0.25%. 

The Error Correction Term (ECT) is negative and significant, indicating that deviations from the long-run 
equilibrium adjust at about 52% annually. No serial correlation was detected (Breusch–Godfrey LM Test), 
and the residuals were found to be homoscedastic (White Test). The results of this research offer valuable 
perspectives on the interactions among inflation, investment, and unemployment in Uzbekistan from 2000–
2024. The findings uncover a complicated yet meaningful connection between these macroeconomic factors, 
presenting numerous implications for both economic theory and policy formulation. As indicated by the results, 
inflation adversely affects unemployment in the short term in a statistically significant, yet manageable manner. 

This observation aligns with the classical Phillips Curve theory, which suggests that slight inflation can 
invigorate the economy and temporarily decrease unemployment. In Uzbekistan’s context, enhanced labor 
market performance appears to have taken place during periods of managed inflation, particularly after the major 
currency liberalization efforts in 2017. Nevertheless, the relatively modest magnitude of this impact indicates 
that while controlling inflation is essential, it cannot alone create substantial changes in employment levels. If 
left unchecked, rampant inflation may steadily diminish real wages and savings, endangering economic stability 
and potentially increasing unemployment. Investment, on the other hand, exhibits a stronger and more persistent 
negative relationship with unemployment. Higher investment rates, especially in sectors like infrastructure, 
manufacturing, and information technology, have significantly contributed to job creation. The data supports 
the idea that investment-led growth strategies can be highly effective in transitional economies like Uzbekistan. 
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Government policies aimed at improving the investment climate–such as tax incentives for businesses, 
regulatory reforms, and infrastructure development–have been instrumental in promoting employment. 

Furthermore, foreign direct investment (FDI) inflows have introduced new technologies and management 
practices, indirectly enhancing labor productivity and creating higher-quality jobs. Interestingly, the Error 
Correction Term (ECT) was found to be negative and highly significant, confirming that any short-term 
disequilibrium among the variables corrects itself relatively quickly, with about 52% of the adjustment occurring 
within a year. This result underscores the dynamic nature of Uzbekistan’s labor market and its sensitivity to 
macroeconomic policy shifts. These findings have important policy implications. While moderate inflation can 
be tolerated in the short run to support employment, it must be carefully monitored to avoid macroeconomic 
instability. Monetary policy, therefore, should aim for a balanced approach: maintaining inflation within a 
manageable range while fostering conditions for economic expansion. 

At the same time, policies that stimulate investment must be prioritized. These include improving financial 
sector development to enhance access to credit, strengthening legal protections for investors, reducing 
bureaucratic barriers, and ensuring political and economic stability. It is also important to recognize that other 
factors, such as education quality, technological innovation, labor market flexibility, and global economic 
conditions, likely influence unemployment alongside inflation and investment. Future research could incorporate 
these variables to build a more comprehensive understanding of employment dynamics in Uzbekistan. In 
summary, while both inflation and investment impact unemployment, investment emerges as the more powerful 
and reliable tool for sustainable employment growth. Policymakers in Uzbekistan should thus focus more 
intensively on investment-driven development strategies while ensuring macroeconomic stability to achieve 
long-term labor market improvements.

C O N C L U S I O N
This paper examined the effects of inflation and investment rates on unemployment in Uzbekistan from 

2000–2024 using an ARDL modeling approach. The findings indicate that: inflation has a small but significant 
short-term effect on reducing unemployment. Investment rates have a larger, more persistent effect in lowering 
unemployment rates. Policy implications are clear: Uzbekistan should continue encouraging investment, 
especially in sectors with high employment elasticity, while maintaining moderate inflation levels through careful 
monetary policies. Future research could expand on this study by considering other variables such as labor 
market reforms, technological advancement, and education levels.
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