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Abstract: This thesis investigates the multidimensional factors that determine regional investment
attractiveness and examines their causal relationship with economic growth outcomes. Drawing upon
contemporary theoretical frameworks — including New Economic Geography (Krugman, 1991), the
Institutional Economics approach (North, 1990), and the Resource-Based View of regional competitiveness
(Porter, 2000) — the study synthesizes empirical evidence from transition economies, with particular
emphasis on Central Asian contexts. The research identifies five principal factor clusters — institutional
quality, infrastructure capital, human capital endowment, innovation ecosystem, and mdcroeconomic
stability — and evaluates each cluster's relative contribution to attracting foreign and domestic investment
flows. The findings suggest that institutional reforms and infrastructure development jointly explain a
significant share of regional investment variance, while innovation capacity serves as a critical amplifier of
long-term growth trajectories. Policy implications underscore the necessity of integrated, territory-sensitive
strategies for regions seeking to enhance their investment climate das a prerequisite for sustainable economic
advancement.

Keywords: regional investment attractiveness, economic growth, institutional quality, foreign
direct investment, infrastructure, human capital, transition economies, Uzbekistan.

The geographical distribution of investment flows remains one of the defining puzzles
of regional economic development. Empirical observation consistently reveals that even
within a single national economy, regions demonstrate profoundly divergent capacities to
attract capital — a disparity that carries lasting consequences for growth, employment, and
social welfare. Understanding the determinants of this divergence is therefore not merely
an academic exercise but a matter of urgent policy concern, especially in developing and
transition economies undergoing structural transformation.

Uzbekistan provides a particularly compelling case study in this respect. Since
initiating its programme of market-oriented reforms in 2017, the country has made
substantial progress in liberalising its investment climate, simplifying regulatory
procedures, and opening its economy to foreign capital. According to the Ministry of
Investment and Foreign Trade of the Republic of Uzbekistan (2023), foreign direct
investment (FDI) inflows reached approximately $9.8 billion in 2022, a figure that reflects
both the scale of the reform momentum and the considerable differentiation that persists
across the country's regions. The Tashkent metropolitan area, Navoi Special Economic
Zone, and select tourism-oriented regions continue to absorb the majority of investment,
while many rural and peripheral regions remain structurally marginalised.
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This pattern of spatial investment concentration motivates the central question of the
present thesis: what factors shape regional investment attractiveness, and through what
mechanisms do improvements in these factors translate into measurable economic growth
outcomes? The research pursues this question by integrating theoretical insights from
multiple disciplines — economics, institutional theory, economic geography, and public
policy — with empirical evidence drawn from both international comparative studies and
region-level data from Uzbekistan.

The thesis is structured as follows. Section 2 reviews the theoretical foundations
relevant to investment attractiveness and growth linkages. Section 3 identifies and
operationalises the core determinant factors. Section 4 examines the empirical evidence
regarding factor-growth relationships. Section 5 discusses policy implications. Section 6
concludes with recommendations for future research.

The relationship between investment attractiveness and economic growth is situated
at the intersection of several major theoretical traditions. Each tradition illuminates a
distinct dimension of the problem and collectively they provide a rich, multifactorial
analytical framework.

The neoclassical growth model, formalised by Solow (1956) and Swan (1956),
establishes investment in physical capital as a fundamental driver of output growth, subject
to diminishing returns. From this perspective, regions that successfully attract investment
benefit from capital deepening — an expansion of the capital-labour ratio — that raises
labour productivity and per capita income. The model further implies that capital should
flow from capital-abundant to capital-scarce regions, creating convergence tendencies.
However, observed patterns of persistent regional divergence suggest that additional forces
counteract this mechanism.

Endogenous growth theory, advanced by Romer (1986, 1990) and Lucas (1988),
addresses this limitation by endogenising technological progress and human capital
accumulation. In these models, investment — particularly in knowledge-intensive activities
— generates spillovers that sustain long-run growth without diminishing returns. Regions
with superior innovation ecosystems and skilled labour pools are therefore predicted to
enjoy self-reinforcing growth advantages, consistent with observed patterns of regional
polarisation.

Krugman's (1991) New Economic Geography models introduce the spatial dimension
explicitly. Centripetal forces — economies of scale, market size effects, and labour market
pooling — drive the agglomeration of economic activity, creating self-reinforcing clusters of
investment and growth. Centrifugal forces — congestion, land costs, and factor price
competition — may eventually counteract agglomeration, but in many empirical contexts
the centripetal forces dominate, producing core-periphery structures that explain
persistent inter-regional investment disparities. This framework suggests that investment
attractiveness is partly a function of a region's existing economic mass and connectivity,
implying path dependencies and the potential value of strategic public investment to shift
regions onto higher-growth trajectories.
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North's (1990) institutional framework redirects attention from factor endowments
to the rules of the game — the formal and informal constraints that structure economic
interaction. Secure property rights, effective contract enforcement, transparent regulatory
frameworks, and low levels of corruption reduce transaction costs and investment
uncertainty. Acemoglu and Robinson (2012) extend this logic by demonstrating that
inclusive institutions consistently outperform extractive ones in attracting investment and
generating sustained growth. For transition economies such as Uzbekistan, institutional
transformation thus constitutes not merely a precondition for attracting investment but the
foundational reform challenge upon which other improvements depend.

Synthesising the theoretical frameworks reviewed above, and drawing upon the
empirical literature on investment location determinants (Dunning, 2000; UNCTAD, 2023;
World Bank, 2022), this study identifies five principal factor clusters that jointly constitute
regional investment attractiveness.

Institutional quality encompasses the reliability and predictability of legal and
regulatory frameworks, the efficiency of public administration, the protection of
intellectual and property rights, and the absence of corruption. Empirical studies
consistently identify institutional quality as among the most influential determinants of
EDI location decisions (Busse & Hefeker, 2007; Faeth, 2009). In Central Asian contexts,
institutional weaknesses — including bureaucratic complexity, inconsistent law
enforcement, and opacity in public procurement — have historically constituted significant
barriers to investment, and their progressive removal has been central to Uzbekistan's post-
2017 reform agenda. The World Bank's Doing Business indicators and the World
Governance Indicators provide quantitative proxies for institutional quality that can be
operationalised in empirical analysis.

Physical infrastructure — including transport networks, energy supply,
telecommunications, and logistics facilities — directly determines the operational costs and
reliability of business activity. Regions with superior infrastructure reduce investor risk
and operating expenses, enhancing return on investment. Calderon and Servén (2008)
demonstrate in cross-country panel analysis that infrastructure investment positively and
significantly affects GDP growth while reducing income inequality. Within Uzbekistan,
regional infrastructure quality varies dramatically: the Tashkent metropolitan corridor
enjoys multimodal connectivity and reliable energy supply, while remote mountainous and
desert regions face acute infrastructure deficits that suppress investment inflows
irrespective of other locational advantages.

The availability of skilled, educated, and adaptable labour is a paramount
consideration for investors in technology-intensive and service sectors. Human capital
endowment encompasses educational attainment levels, vocational skill profiles, labour
productivity, and the presence of research and higher education institutions. Lucas (1988)
demonstrates that human capital externalities generate persistent regional growth
advantages. For Uzbekistan, whose youthful demographic profile represents a potential
dividend, aligning the educational system with investor skill requirements constitutes both
an opportunity and a policy priority.
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The regional innovation ecosystem encompasses research and development (R&D)
expenditure, the density of technology firms and science parks, university-industry
linkages, and the presence of venture capital and startup support infrastructure. Porter's
(2000) cluster theory identifies innovation proximity as a key source of competitive
advantage. Regions with active innovation ecosystems attract knowledge-intensive
investment and generate technological spillovers that sustain long-run growth. In
Uzbekistan, the establishment of the 'Yashnabad' IT Park and the University of
Information Technologies signals an intention to develop innovation capacity, though the
ecosystem remains nascent by international comparison.

Macroeconomic stability — characterised by low and predictable inflation,
sustainable public finances, exchange rate stability, and a credible monetary policy
framework — constitutes a fundamental prerequisite for investment. Investors require
confidence that the returns on committed capital will not be eroded by macroeconomic
volatility. Market size and growth prospects additionally shape investment decisions,
particularly for market-seeking investors (Dunning, 2000). Uzbekistan's population of
approximately 36 million, its central position in Central Asia's emerging single market, and
the potential of deeper regional economic integration offer significant market-size
advantages to investors oriented toward the broader region.

The relationship between investment attractiveness factors and economic growth
outcomes has been extensively investigated using panel econometric methods, spatial
analysis, and case study approaches. This section surveys the most salient findings.

Regarding institutional quality, Alfaro et al. (2004) demonstrate using panel data that
FDI promotes economic growth significantly only in countries with well-developed
financial institutions and strong governance frameworks, suggesting a complementarity
between institutional quality and the growth payoff from investment. Rodrik et al. (2004)
further establish that institutional quality dominates geography and trade integration as an
explanation of income levels across countries, underscoring the primacy of the institutional
factor.

For infrastructure, Easterly and Rebelo (1993) and more recently Calderén and Servén
(2008) confirm positive and statistically robust growth effects of infrastructure investment
across diverse country samples. Infrastructure improvements are estimated to account for
as much as one-third of the growth differential between East Asian high performers and
other developing regions over the 1970-2000 period. These findings carry particular
salience for Uzbekistan's regional development challenge.

Human capital effects on investment and growth are documented in a voluminous
literature. Mankiw, Romer, and Weil (1992) establish human capital as a significant
determinant of cross-country income variation within the augmented Solow framework.
Moretti (2004) demonstrates within-region human capital externalities that raise wages
and productivity for all workers in more highly educated regional labour markets. For
Uzbekistan, UNDP (2022) estimates suggest that improving tertiary education attainment
by 10 percentage points could raise annual GDP growth by approximately 0.4 to 0.7
percentage points.
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Innovation-investment-growth linkages are examined by Audretsch and Feldman
(1996), who identify knowledge spillovers as geographically bounded, implying that regions
with concentrated innovation activity enjoy self-reinforcing competitive advantages.
European Regional Innovation Scorecard data (European Commission, 2022) confirm that
leading innovation regions achieve investment-to-GDP ratios significantly above national
averages, and that innovation performance is a strong predictor of medium-term growth
trajectories.

The joint significance of these factors is perhaps best illustrated by comparative
regional performance within large transition economies. Studies of Russian and Chinese
regional growth patterns (Démurger et al., 2002; Zubarevich, 2019) confirm that regions
combining institutional improvement, infrastructure investment, and human capital
development consistently outperform peers that implement only partial reform packages.
This finding underscores the complementarity among factor clusters and the importance of
integrated policy approaches.

The theoretical and empirical analysis presented in this thesis generates several
concrete policy implications for regional authorities and national governments seeking to
enhance investment attractiveness as a driver of economic growth.

First, institutional reform must be treated as a systemic priority rather than a sectoral
intervention. Improving investment attractiveness requires coordinated reform across
multiple institutional domains simultaneously — commercial law, judiciary, anti-
corruption enforcement, and administrative simplification. Partial reforms that address one
dimension while neglecting others generate limited results, as investors' location decisions
respond to the overall institutional environment rather than isolated improvements
(Acemoglu & Robinson, 2012).

Second, infrastructure investment strategies should be regionally differentiated and
sequenced to maximise network effects. Basic connectivity infrastructure — roads,
electricity, water — must precede more sophisticated digital and logistics infrastructure in
currently underserved regions.

National governments should leverage international development finance — from
institutions such as the Asian Development Bank and the European Bank for
Reconstruction and Development — to supplement domestic fiscal capacity in addressing
infrastructure deficits.

Third, human capital development strategies should be aligned with regional
comparative advantages and investor skill requirements. This necessitates close
collaboration between higher and vocational education institutions, regional authorities,
and the private sector to co-design curricula that produce graduates with labour market-
relevant competencies.

Incentive schemes for skilled worker retention in peripheral regions — including
residential infrastructure investment, public sector salary supplements, and research grant
programmes — may be required to prevent talent concentration in metropolitan centres.

Fourth, regional innovation ecosystems should be developed through targeted
clustering policies — including special economic zones, technology parks, and innovation
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voucher schemes — designed to attract anchor investors whose presence generates
spillovers and supply chain opportunities for domestic firms. The Bukhara and Samarkand
regions of Uzbekistan, for example, could leverage their comparative advantages in cultural
tourism, natural resources, and established industrial bases to develop sector-specific
investment clusters with distinctive regional identities.

Fifth, macroeconomic policy credibility must be maintained and communicated
clearly to international investors. This includes publishing forward-looking medium-term
economic frameworks, maintaining transparent fiscal reporting, and deepening currency
convertibility — all of which reduce investor uncertainty and improve risk-adjusted return
assessments.

Continued engagement with international financial institutions and adherence to
bilateral investment treaty commitments reinforces the signalling value of these policy
commitments.

This thesis has examined the factors that determine regional investment
attractiveness and the mechanisms through which improvements in these factors generate
economic growth.

The analysis confirms that investment attractiveness is a multidimensional
phenomenon that cannot be reduced to any single determinant. Institutional quality,
infrastructure capital, human capital endowment, innovation ecosystem development, and
macroeconomic stability each contribute independently to attracting investment flows, and
their effects are mutually reinforcing: regions that simultaneously improve across all five
dimensions achieve growth outcomes substantially exceeding those that address only
partial reform agendas.

For Uzbekistan — a country undergoing rapid but geographically uneven economic
transformation — these findings carry direct and urgent relevance. The country possesses
favourable foundational conditions: a large and youthful population, strategic geographic
location, significant natural resource endowments, and a reform-committed national
government.

The central challenge is to translate these advantages into consistently investable
regional environments by deepening institutional reform, accelerating infrastructure
development, investing in human capital, and nurturing the innovation capacity that will
sustain competitiveness over the long run.

Future research should address several limitations of the current analysis. Panel
econometric studies employing region-level data for Uzbekistan's twelve regions over the
post-2017 reform period would permit more precise quantification of individual factor
effects and their interactions. Spatial econometric methods could capture spillover effects
across regional boundaries.

Qualitative case studies of specific investment successes and failures would
complement quantitative analysis by illuminating the contextual and institutional nuances
that aggregate models necessarily abstract away. Together, these research directions would
deepen understanding of the investment-growth nexus and inform more targeted regional
development policies.
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