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THE EFFECTS OF FOREIGN DIRECT INVESTMENTS
ON EXPORT PERFORMANCE IN CENTRAL ASIAN COUNTRIES

It is recognized in the economic literature that foreign direct investment (FDI) has many potential im-
pacts on countries. These include; FDI’s capital, production and management knowledge will bring new
technologies, increase competitiveness and productivity in the national industry, increase the amount
of low-cost and high-quality products, facilitate trade in goods and services, positively affect export
performance, accelerate economic growth and positively contribute to employment. It can be deemed
to contribute. For this reason, countries try to attract investment from foreign countries by improving
the investment climate in order to benefit from foreign direct investments. In this context, Central Asian
countries (Kazakhstan, Kyrgyz Republic, Turkmenistan, Tajikistan and Uzbekistan) have started to imp-
lement various reforms and incentive policies to attract foreign capital after gaining their independence.
The main purpose of this study is to investigate the effect of foreign direct investments directed towards
Central Asian countries on exports, with reference to the effects of foreign direct investments on interna-
tional trade. For this purpose, it has been tested with the panel data method using the quarter data of the
Central Asian countries for the period 2000-2019. The study is expected to contribute to the economics
literature on Central Asian countries.

Key words: foreign direct investment, Central Asian countries, exports, panel data analysis.
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LLleTeAAiK TikeAel MHBECTULIMSIAQPADIH,
OpranbiK, A3usi eAaepiHAeri 3KCrnopTKa acepi

IKOHOMMKAABIK, 9AEOMETTEPAE LIETEAAIK TIKEAEN MHBECTUUMSAAPAbIH E€AAEP YLIIH KenTereH
bIKTMMaA acepAepi 6ap Aen KabbiapaaHaAbl. EAre KeAeTiH WeTeAAIK MHBECTULMSAAP OHAIPICTIK XXoHe
6acKapyLIbIAbIK, aknapaTTapAbl, KaHa TEXHOAOTMSIAAPAbI OKEAEAI, YATTbIK &HepkacinTe 6acekeAecTik
MeH eHIMAIAIKTI XXOFapblAaTaAbl, ap3aH >KOHE CarnaAbl ©HiM KOAEMIH apTTbIPbIM, TayapAap MeH Kbi3MeTTep
cayAacblH XKeHiaaeTeal. byA akcnopTt kepceTkiliTepiHe >KaFbIMAbI 8Cep eTeAl, SKOHOMMKAABIK, OCYA|
JKEAGAAETEAI >KOHE >XKYMbICTIEH KamTyFa OH biknaA eteai. Ocbl cebenTi eapep TiKeAen LETEAAIK
MHBECTMUMSIAAPAAH MarAa Taby yLIiH MHBECTULMSABIK, KAMMATTbl >KaKCapTy apKblAbl LLIETEAAEPAEH
MHBECTUUMSIAAPAbI TapTyFa Thipbicaabl. Ocbl TypFblaa OpTanbik A3us eaaepi (KasakcTaH, KbipFbl3cTaH,
TypikmeHcTaH, ToxxikcTaH XoHe ©306eKCTaH) TOYeACI3AIK aAFaHHAH KeWiH LIETEAAIK KaruTaAAbl TapTy
YLWiH TYPAiI pecbopMarap MeH bIHTAAAHABIPY CasicaTbiH >KYprise 6acTasbl. 3epTTeyAiH Herisri makcarbl
— TiKeAel LWeTeAAIK MHBECTUUMSIAAPABIH, XaAblKapaAblK, caypara acepiHe cyreHe oTbipbin, OpTaAbIk,
A3uns eapepiHe GaFblTTaAFaH LIETEAAIK TIKEAE MHBECTULIMSIAAPABIH SKCMOPTKA 8CEPiH 3epTTey GOAbIMN
Tabbiraabl. OCbl MakcaTTa MaHEAbAIK AEPEKTEPAI Taasay aaicimen OpTaablk, A3us eapepidib, 2000-
2019 >XbIAAQP apaAbIFbIHAAFbI TOKCAHABIK, MBAIMETTEPIH KOAAAHA OTbIPbIM CbiHAAAbL. 3epTTey OpTaAbIk,
A3us eapepiHe KaTbICTbl 3KOHOMUKAAbIK, 9AEOMETTEPre YAEC KOCaAbl A€M KYTIAyAE.

TyiiH ce3aep: Tikeaen wweTeAaik MHBecTMUMSIAADP, OpTaAblK, A3Usi eAAepi, IKCMOPT, AePeKTEPA
naHeAbAIK TaAAay.
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BAusiHMe NpSIMbIX MHOCTPAHHbIX UHBECTULLUI
Ha 3KCIMOpPTHbIe Nnoka3aTeAn cTpaH LieHTpaabHOM A3nu

B 3koHOMMueckomn ANTEPATYypE MNPU3HaAETCAd, YTO Npgamble MHOCTPaHHble WMHBECTUUMN UMEKoT

MHOXECTBO MOTEHLMAAbHbIX MOCAEACTBUN AAS CTpaH. VlHOCTpaHHble MHBECTUNK, NocCTynakroume
B CTpaHy, NMPUHOCAT MNPOU3BOACTBEHHYIO WM YMNpaBA€HYECKYlO I/IHCbOpMaLI,l/IIO, HOBbl€ TEeXHOAOI'nH,
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MOBbILIAIOT KOHKYPEHLMIO 1 MPON3BOAUTEABHOCTb B HAaLMOHAABHOM MPOMbILUAEHHOCTH, YBEAMYMBAIOT
KOAMYECTBO HEAOPOrMX M BbICOKOKAYECTBEHHbIX MPOAYKTOB M OBGAEryaloT TOProBAKD TOBapamm M
YCAyramu. IDTO MOAOXKMTEAbHO MOBAMSET Ha MokasaTeAu 3KCMopTa, YCKOPUT S3KOHOMUYECKUI POCT M
MOAOXMUTEAbHO MOBAMSIET Ha 3aHATOCTb. [10 3TOM NpMYMHE CTpaHbl NbITAOTCS NPUBAEYb MHBECTULIMM
n3-3a pybexka nyTem YAYyYLIEHUS! MHBECTULIMOHHOTO KAMMATA, YTOObI MOAYUMTb BbIFOAY OT MPAMbIX
MHOCTPaHHbIX MHBECTULMIA. B 3TOM koHTekcTe cTpaHbl LleHTpaabHOM A3un (KasaxcTtaH, Kbiprbidckas
Pecny6amka, TypkmeHuctaH, Taakukuctad n Y306eKncraH) HauaAm NpoOBOAUTL PasAMUHble pedhopMmbl
M MOAUTUKY CTUMYAUMPOBAHUSI AASl TMPUMBAEYEHMS MHOCTPAHHOrO KammMTaAa MocAe oOpeTeHust
He3aBUCUMOCTU. OCHOBHas LleAb 3TOM0 MCCAEAOBAHUS — M3YUUTb BAMSIHME MPSMbIX MHOCTPAHHbIX
MHBECTUUMIA, HaNpaBASIEMbIX B CTpaHbl LleHTpaAbHOM A3MKM, Ha 3KCMOPT, UCXOAS U3 BAUAHUS MPAMbIX
MHOCTPAHHbBIX MHBECTULIMIA Ha MEXAYHAPOAHYIO TOProBAKD. AAS 3TOro OH ObIA MPOTECTMPOBAH
METOAOM MaHEeAbHbIX AQHHbIX C MCMOAb30BAHMEM KBAPTaAbHbIX AAHHbIX CTpaH LleHTpaAbHOM A3un 3a
nepuoa 2000-2019 rr. OXKMAQETCH, YTO UCCAEAOBAHME BHECET BKAQA B IKOHOMMUECKYIO AUTEpPaTypy

no cTtpaHam LleHTpaAbHOM A3nn.

KAroueBble cAoBa: npsamble MHOCTPaHHble MHBECTUMLMK, CTpPaHbl Ll,eHTpa/\bHOl;l A3VII/I, 3KCNopT,

dHAaAU3 NaHEAbHbIX AaQHHbIX.

Introduction

Economic globalization has gradually increased
and strengthened economic ties between countri-
es. With globalization, countries have begun to be
open to foreign trade and capital movements. Anot-
her important dimension of globalization in econo-
mic terms has manifested itself as the globalization
of production through foreign direct investments
(FDI). FDI, which has become an important tool for
the elimination of capital shortage for developing
countries that do not have sufficient capital accu-
mulation, has also gained importance for increasing
employment in the host country, eliminating prob-
lems in the balance of payments and technology and
infrastructure development, and countries and inf-
rastructure facilities to attract more FDI to their own
countries.

After gaining their independence, the Central
Asian countries, (Kazakhstan, Kyrgyz Republic,
Turkmenistan, Tajikistan and Uzbekistan) their
economic structures and inadequate investment
capabilities, which were re-arranged during the
transition to the market economy, pushed these
countries to provide foreign capital and they imp-
lemented various reforms in order to get a share
from the cake shared by developed countries in
the world. Depending on the policies implemented
and the natural resource wealth of the countries,
the economic growth performances of the Central
Asian countries follow a different course from each
other (Syzdykova, 2018: 88). On the other hand,
there are significant differences in the amount of
FDI flowing into these countries. These countries
apply various incentives to attract foreign invest-
ments from abroad in order to maintain their eco-
nomic development.
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This interest in FDI has also led to significant
increases in academic studies dealing with FDI.
While some of the studies on FDIs dealt with the
effects of FDI on the economy of the country whe-
re the investment is made (Pegkas, 2015; Hassan,
2020), other studies have examined the causes of
FDI (Pham and Wongsurawat, 2020; Dorakh, 2020).
Studies focusing on the effects of FDI have focused
especially on the economic growth of the investing
country, employment and wage level, technology
level, foreign trade and its effects on the balance
of payments. Likewise, in studies investigating the
causes of FDI, the market and population sizes of
the countries where more investments are made, the
richness of production factors such as raw material
opportunities, capital and technology level and labor
force, the differences in the legal regulations applied
in countries (in areas such as tax, environment and
bureaucracy), its proximity to markets, its commer-
cial openness to the world economy and so on. It has
been tried to draw attention to the elements.

The purpose of this study is to examine the re-
lations between FDI and exports in different Central
Asian countries, with both FDI entries and export
performances and production structures in recent
years. In the empirical part of the study, panel data
analysis was carried out considering the period
between 1995-2019. For this purpose, the study has
been shaped under 4 main headings after the intro-
duction. In the following title of the study, the mac-
roeconomic outlook and export performances of the
Central Asian countries are evaluated. In the second
chapter, the relations between FDI and exports are
discussed in a theoretical and empirical framework.
In the title of data and methodology of the study, the
panel data analysis methods that will be used after
transferring the variables and data sources are intro-
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duced. Under the title of empirical findings of the
study, the results obtained from the analyzes will be
given and the findings obtained in the last part of the
study are evaluated.

Macroeconomic Outlook of Central Asian Coun-
tries and their Export Performance. The Central
Asiaregion is located at the crossroads of the Middle
East, South Asia, China and Russia. The term “Cen-
tral Asia” was used for the regions that remained
in Asia during the Tsarist Russia period. After the
dissolution of the USSR in 1991, five independent

republics were established in Central Asia. These
countries are Kazakhstan, Kyrgyzstan, Uzbekistan,
Tajikistan and Turkmenistan. Central Asian coun-
tries have a multi-perspective and dynamic develop-
ment, an important geo-strategic importance, largely
natural resources, great energy potential and a young
population. Central Asian countries have an area of
4 million km2 and a total population of around 70.2
million (Syzdykova, 2018). Table 1 below contains
information on the basic macroeconomic indicators
of the Central Asian countries.

Table 1 — Main Macro Economic Indicators of Central Asian Countries

Kazakhstan Kyrgyzstan Tajikistan Turkmenistan Uzbekistan

Population (million people) 18,1 6,2 8,9 5,8 32,4
GDP (billion dollars) 162,9 75,7 71,5 37,9 49,7
GDP growth (% per year) 4.10 4.58 7.62 6.50 5.30
GDP per capita (dollars) 9030,3 1220,4 801,0 6586,6 1533,8
Total reserves (billion dollars) 30,7 21,7 12,9 - 26,8
ggﬁ;’rrs of goods and services (million 55907,2 2570,1 1129,2 8940,8 5850,8
g:)‘ﬁ;rs of goods and services (million 42942,0 5079,2 27648 5543,1 10170,8
Inflation (% per year) 7.44 3.18 6.00 6.17 5.7
l;(())lrleaiir)l direct investment (million 4634.9 947 1413 23143 9.1
Unemployment (%) 4.90 6.89 10.74 3.69 4.97
Source: World Bank data, 2019

Among the Central Asian countries, Uzbekistan
is the most populous country in terms of population,
and the total population of this country is 32.4 mil-
lion people. It is seen that the country with the high-
est GDP is Kazakhstan with 162.9 billion dollars.
Considering the average national income per capita;
Again, Kazakhstan is the country with the highest
per capita national income with 9030 dollars per
capita. This country is followed by Turkmenistan,
Uzbekistan and Kyrgyzstan, respectively. With a
national income of 801 dollars per capita, Tajikistan
ranks last.

In Table 2, the structure of GDP in Central Asian
countries and the main products in their exports are
given. Considering the structure of the GDP, the
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share of the industrial sector in the GDP is 32% in
Kazakhstan, 31% in Turkmenistan and 30% in Uz-
bekistan, while it remains below 30% in Kyrgyz-
stan and Tajikistan. Kazakhstan and Turkmenistan
economy is predominantly concentrated in the en-
ergy sector. 68% of Kazakhstan’s exports consist of
petroleum, petroleum products and natural gas. The
share of petroleum products in Turkmenistan’s total
exports is 81%. As can be seen from Table 2, among
the Central Asian countries, the country with the
highest share of agriculture in GDP structure is Ta-
jikistan. As a matter of fact, approximately 10% of
the country’s total exports consist of cotton yarn. On
the other hand, raw aluminum is the leading product
exported by Tajikistan with a share of 58.4%.
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Table 2 — GDP and Export Structure in Central Asian Countries

Agriculture Industry Services Major products in exports
(%) (%) (%) (as% of total exports)
Petroleum and natural gas (66.09%), Metals (12.9%), Chemicals
Kazakhstan 4.43 32.00 57.45 (6.4%), Food products (4.2%)
Precious metals and stones (40.2%), Chemicals (18%), Mineral
Kyrgyzstan 12.33 26.46 50.38 products (16.3%), Textile (7%)
s Aluminum (58.4%), Cotton Thread (9.9%)
Tajikistan 20.38 27.24 42.25 Electricity (6.3%)
0, 1 0,
Turkmenistan 1043 31.09 4921 Petroleym products (81%), Agricultural products (10%)
Industrial products (7%)
. Gold (40%), Natural Gas (10.37%), Pure cotton yarn (6.5%),
Uzbekistan 17.32 30.05 42.47 Radioactive Chemicals (4.1%)

Source: World Bank data, 2020

Literature Review

The main differences between developing and
developed countries are the scarcity of capital stock,
insufficient domestic savings, lack of qualified wor-
kforce to develop and use advanced technology,
lack of knowledge and opportunity to market their
products abroad, and insufficient foreign exchange
revenues. However, FDI provides capital inflow to
the country it goes to, brings its own technology,
production, management and marketing knowledge
with it, plays a positive role in closing the foreign
currency deficit of the country, can export more ea-
sily thanks to its external connections and thus can
make a significant contribution to the development
of the country’s exports (Sakyi and Egyir, 2017;
Mohanty and Sethi, 2019). For this reason, deve-
loping countries that want to make their economic
growth faster and more stable see FDI as a good so-
lution tool in this regard. It is predicted that FDI will
mediate technology transfer and increase economic
growth permanently (Jayachandran & Seilan, 2010).
Technology increase will bring along an increase in
production and exports. Technology and free fore-
ign trade will support economic growth. Export and
FDI will contribute to economic stability by relie-
ving exchange rate pressure.

If FDIs come to a country for the purpose of
searching for resources and / or efficiency such as
labor and raw materials, the foreign company may
sell the products it will produce cheaply to the world
markets with the cost advantage it will get in that
country and cause the country’s exports to increase.
In such a situation, FDIs can increase their exports
by (i) increasing domestic capital, (ii) enabling the
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export of new products and technology transfer, (iii)
facilitating access to new and large foreign markets,
and (iv) increasing the qualifications of the workfor-
ce and improving technical and management skills
can lead to an increase. It is accepted that FDI will
support economic growth and exports more than
domestic companies. Because FDIs work more ef-
ficiently than domestic companies with their high
technology, qualified management staff and tech-
nical staff, universal experience in production and
marketing, large production scale and wide marke-
ting network (Sekuloska, 2018; Okechukwu et al.,
2020). On the other hand, FDIs may negatively af-
fect the export of the invested country. For example,
FDIs can (i) lead to a decrease in domestic savings
and investments, (ii) cause a low level of technology
transfer or are not suitable for the factor endowment
of the invested country, (iii) target the domestic
markets of the invested country, (iv) the potential to
become an exporter. and (v) prevent the emergence
of dynamic comparative advantages of the country
in the future due to the heavy use of raw materials
and cheap labor by the foreign firm (Zhang, 2006).
As aresult, in the light of this information, since the
relations between FDI and exports will differ depen-
ding on the nature of FDI (horizontal and vertical
investment), it is not possible to make definitive ju-
dgments about these relationships.

The differences in the theoretical explanations
on the subject have led to an intensive empirical
analysis of the relationship between FDI and ex-
ports in recent years. In empirical studies examining
the causality relationship between FDI and exports,
different results have been obtained. Zhang and Fel-
mingham (2001) found a two-way causality relati-
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onship between FDI and exports in the Chinese eco-
nomy and Pacheco-Lopez (2005) in Mexico. Sultan
(2013) found a one-way causality relationship from
FDI to exports in the Indian economy. Similarly, a
recent study by Mohanty and Sethi (2019) examined
the relationship between export and FDI in India,
over the time 1980-2017 by using ARDL)-bound
testing co-integration approach and found that the
insignificant negative impacts of FDI on real exports
in long run but not in short run. The study concluded
there is a unidirectional causal relationship existing
between the variables where FDI has a Granger ca-
use to export. Constant and Yaoxing (2010) exa-
mined the effects of FDI on exports and economic
growth for the Ivory Coast, with data for the period
1980-2007, using boundary test and Granger cau-
sality analysis methods. As a result of the analysis,
it has found a one-way causality relationship from
FDI to export. He also concluded that FDI and ex-
ports have a significant impact on economic growth.
In addition, it has achieved a causality relationship
from FDI to export in the long run.

Pramadgani, et al. (2007) and Jayachandran and
Seilan (2010) could not find a causal relationship
between FDI and exports in the Chinese economy.
Anwar and Nguyen (2011a) investigated the effe-

Table 3 — Summary of existing empirical studies

cts of FDI on net exports in 19 countries, including
Vietnam, for the period 1990-2007, by dividing it
into 3 sub-periods, using the gravity model based
on panel data method. While the effect of FDI on
net exports was insignificant during the whole time,
it turned out to be significant and positive after the
Asian crisis, and it was concluded that FDI increased
exports and imports. Anwar and Nguyen (2011b)
examined the effect of FDI on exports in the Viet-
namese economy in terms of horizontal and vertical
connections. It has been determined that FDI incre-
ased the country’s exports by both its own exports
and by positively affecting the exports of domestic
companies.

Bhasin and Paul (2016) analyzed the rela-
tionship between exports and FDI in 10 Asian
countries with a panel causality test for the peri-
od 1991-2012. According to the findings, while
a causality relationship from export to FDI was
determined in the long term, a causality relations-
hip from FDI to export could not be found. In the
short run, no causality relationship was observed
between exports and FDI. Table 3 contains the
findings of some studies that deal with the rela-
tionship between FDI and exports with various
econometric methods.

Author (s) Countries Results
Doyle (1998) Ireland FDI < EXP
Thailand, Ecuador, Portugal and Greece EXP — FDI
Singapore FDI — EXP
Jun and Singh (1996) Colombia, Costa Rica, Egypt, Malaysia, EDI # EXP
Mexico and Nigeria
Zhang and Song (2000) China FDI — EXP
Zhang and Felmingham (2001) China FDI < EXP
Pacheco-Lopez (2005) Mexico FDI & EXP
Dasgupta (2007) India FDI — EXP
Pramadgani vd. (2007) China FDI # EXP
Jayachandran and Seilan (2010) China FDI # EXP
Altintas and Oz (2010) Turkey FDI <> EXP
Yilmazer (2010) Turkey FDI # EXP
Constant and Yaoxing (2010) Ivory Coast FDI — EXP
105 developed and developing countries

low and middle income countries FDI — EXP

Harding and Javorcik (2012) some developing countries and developed
countries FDI#EXP
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Table continuation

Author (s) Countries Results
. . . EXP — FDI in the long run;
Bhasin and Paul (2016) 10 Asian countries FDI # EXP in the short run
Chang et al.(2017) China FDI # EXP

—, <>, and # indicate the unidirectional causality hypothesis, Bidirectional hypothesis, and neutral hypothesis, respectively.

Note: compiled by authors

It is not possible to reach a universal result ba-
sed on the findings of the studies given in Table 3.
Although the obtained findings show that FDI posi-
tively affects the exports of the invested countries,
some studies have found opposite relationships and
some others have found insignificant relationships.
This diversity of findings in the empirical literature
arises from the differences in the countries conside-
red, the variables used, the period considered, the
nature of the FDI and the analysis methods discus-
sed. The main motivation for this study is to contri-
bute to the literature using the example of Central
Asian economies and the latest data.

Methodology

In this study, the effect of FDI on the export per-
formance of Central Asian countries (Kazakhstan,
Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan)
has been investigated. After these countries gained
their independence, in order to ensure the growth
rate of their economies in the process of adapting
to the free market system, they produced a number

of economic policies and tried to make legal regula-
tions during the transition period in order to attract
foreign investments as foreign finance. In this con-
text, it is the main purpose of this study to inves-
tigate empirically to what extent the FDI entering
these countries affects export performance.

In the study, data on foreign direct investment
was used as the ratio of FDI to GDP for each coun-
try. Export refers to the ratio of the total export
amount of each country to the GDP of each country.
Apart from this, in addition to FDI as independent
variables, the ratio of imports to GDP of each coun-
try and per capita GDP data are also included in the
model. Data on GDP used in the study are from the
Interstate Statistical Committee of the Common-
wealth of Independent States (http://www.cisstat.
com/), export and import data from the Trade Map
database (https://www.trademap.org/), Data on FDI
was obtained from the United Nations Conference
on Trade and Development (UNCTAD) electronic
data distribution system (http://unctad.org/en/Pages/
Home.aspx).

The model equation used in the study is as follows:

EXPy = @y + Pricfdiye + Poie9dpir + P3icimpic + &t

M

i=1234,5; t =1995,..2018

where exp is export, fdi is foreign direct invest-
ment, gdp is gross domestic product, imp is import
¢, refers to the term stochastic error. In the above
equation i = 1,..., denotes 5 countries and ¢ = 1,...,
t time period. Stata 11.0 econometric package pro-
gram was used in the analysis, using Panel data es-
timation method.

Panel data regression model was used as an eco-
nometric method in this study investigating the ef-
fect of FDI on exports in Central Asian countries.
Panel data is created by combining the time series
of economic individuals with the cross-sectional
dimension. Panel data analysis can generally be
shown as follows (Baltagi, 2005: 11):

Ye=a+X,B+uri=1.,N;t=1,.,T 0))
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where, 1 — refers to individuals, firms, countries,
while t indicates time. In this context, i represents
the cross-sectional size while t represents the time
series dimension. Yit — i refers to the dependent
variable value of the cross-section unit at time t, a
constant, Xit — k explanatory variables, and uit the
error term.

In panel data analysis, equations based on more
than one variable are estimated with least squares.
Statistical information can also be obtained between
groups of variables and between time periods. Two
models can be used to reveal this information. The
first of these is the Fixed Effects Model or the Least
Squares Model with Dummy Variables, which assu-
mes that individual effects are related to Xi. The se-
cond is the Incidental Effects Model, which accepts
that individual effects are not related to Xi (Greene,
2003: 287-299).

One of the assumptions on which the estimation
results presented by the pooled least-squares model
are based is the admission that there is no difference
between the cross-section (N) data matrices. In ot-
her words, this model estimates a common constant

term for all horizontal sections (a common constant
for countries) (Asteriou, 2006: 369). In the model,
which can be represented with the pooled least squa-
res equation, the data of all countries are collected in
a pool without dummy variables reflecting the spe-
cific effects of each horizontal section (country or
group) and the effects of the independent variables
on the dependent variable are investigated.

Analysis Findings. Cross Section Dependency
Test results. Firstly, cross section dependency was
checked with LM tests in the study. Testing the
cross sectional dependency is important in choos-
ing the unit root tests to be applied. Because there
are two generations of unit root tests, first generation
unit root tests can give incorrect results in case of
cross sectional dependency between series.

Three LM tests were applied to check the cross-
sectional dependence. One of these, LM1, was de-
veloped by Breusch Pagan (1980). Other LM tests
are LM2 and LM tests developed by Pesaran (2004).
The results obtained from the LM tests are shown
in Table 4. The null hypothesis for LM tests is that
there is no cross-sectional dependency.

EXPy = ay + Pricfdiye + Prie9dpir + P3icimpie + &t (3)

Table 4 — Cross Section Dependency Test Results

Variables CD,,, CcD,,, CD,,,
exp 476.56** 16.88%* -2.97
fdi 356.89* 10.39%* 3. 7%**
gdp 395.86** 11.02%* -3.9%
imp 409.65%** 13.09%** 4.01%*

Notes:

and -3.55, respectively.

1) * and *** show that the null hypothesis is rejected and the significance level of 10% and 1% respectively;
2) Critical values are taken from Pesaran ‘(2006) Table C. Critical values at 1%, 5% and 10% significance level are -4.96, -4.00

As can be seen from Table 6, the null hypothesis
that argues that there is no cross-sectional depen-
dency has been rejected, so there is a cross-sectional
dependency among the Central Asian countries in
the selected series. Considering that the economies
of the countries today are in close relationship with
each other, it is a realistic approach that the coun-
tries that make up the panel are affected by a shock
coming to one of the countries.
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Panel Unit Root test. Since there is a cross se-
ctional dependency in the series used in the study,
the second generation unit root test, which takes this
into account, was applied (Table 5). Pesaran’s CADF
test was used for this type of analysis. Pesaran (2007)
proposed a simple method to eliminate the correlati-
on between units instead of estimating factor loads.
Instead of a unit root test based on taking the differen-
ce from the estimated common factors, he added the
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cross section averages of the lagged levels and first
differences of the individual series as factors to the
DF or ADF regression. Therefore, in this method, the
extended version of the ADF regression with lagged

Table 5 — CADF Unit Root Test Results

cross-sectional means is used, and the first difference
of this regression eliminates the inter-unit correlation.
this test has been named “cross section widened Dic-
key Fuller (CADF)”.

exp fdi gadp imp
Cadf Stat Lag Cadf Stat Lag Cadf Stat Lag Cadf Stat Lag
Kazakhistan -8.06** 1 -6.65%* 1 -2.7* 2 -2.8%* 3
Kyrgyzstan -1.87%* 1 -5.78%** 1 -2.888 5 -4.60%* 2
Tajikistan =247 2 -3.81%* 3 -5.85%#* 1 -8.13* 4
Turkmenistan -3.33% 1 -4.04%* 5 -3.37*% 3 -3.76 2
Uzbekistan -5.4%%* 1 -5.20%%* 1 -4.732%* 1 -2.09%* 2
Panel -4.32%* -4 .87** -4.193%*
Notes:
1) The constant term and trend are included from the determenistic components;
2) *, ** and *** show that the null hypothesis is rejected and the significance level of 10%, 5% and 1% respectively;
3) Critical values are taken from Pesaran (2006) Table C. Critical values at 1%, 5% and 10% significance level are -4.96, -4.00,
and -3.55, respectively;
4) Lag lengths were chosen according to the Schwarz information criteria.

As a result of the unit root test, it is seen that the
level values of the series both on individual country
basis and throughout the panel are stable and carry
an I (0) process.

Hausman Test Results. In the Hausman test con-
ducted to determine the suitable model for analysis,
HO: “The random effects model is suitable”. In order

Table 6 — Estimation of the Fixed and Random Effects Model

to apply the Hausman test, both the fixed and the
random effects model must be estimated separately
(Table 6).

After the fixed and random effect models are es-
timated, Hausman test statistics can be calculated ba-
sed on the difference between the variance covariance
matrices of these two model estimators (Table 7).

Fixed Effect Model Random Effect Model
Coefficient Standard t statistics | Possibility | Coefficient Standard Z statistics | Possibility
error error
fdi 0.6301 0.2492 2.89 0.002 0.5653 0.1024 5.52 0.000
gdp 0.2093 0.4688 2.29 0.023 0.0379 0.0517 0.73 0.234
imp 0.3089 0.1094 2.75 0.006 0.5573 0.0709 7.79 0.000
R 0.8634 R 0.8912
F 109.12 0.0000 w 616.30 0.000
Note — compiled by authors
Table 7 — Hausman Test Results
Chi-square Statistics Possibility
26.78 0.0000
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As can be seen from the results in Table 7, the
value of Hausman test statistic is 26.78 and it is sta-
tistically significant at 1% significance level. Ac-
cording to these results, the HO hypothesis stating
that “there is no relationship between the indepen-
dent variables and the error term” was rejected and
the use of fixed effects model was deemed appro-
priate in the analysis. The estimation results of the
model are included in Table 8.

When the findings in Table 8 are evaluated,
it is seen that the model is significant in terms of

Table 8 — Test Results of Fixed Effect Model

F statistic and probability value. In addition, it is
seen that the power of the independent variables
together to explain the dependent variable is 76%.
It is seen that FDI and IMP variables except GDP
in the model are significant at the 10% significan-
ce level. Accordingly, when a 1% increase in FDI
occurs, exports increase by 0.16%, while a 1%
increase in imports increases exports by 0.22%.
On the other hand, it is seen that the relationship
between the GDP variable and exports is insigni-
ficant.

Coefficient Standard Error t-statistics Probability
LGDP 0.7481 0.4634 1.61 0.121
LFDI 0.1689 0.0547 1.99 0.009
LIMP 0.2287 0.1845 1.78 0.029
R? 0.7657
F 101.36 0.0000

According to the findings, FDI affects exports
positively in Central Asian countries. In this con-
text, it is possible to talk about the high impact of
FDI towards the countries of the region on exports,
and the contribution of FDI to exports in these coun-
tries. Coinciding with theoretical expectations, it
can be said that FDI is predominantly export-orien-
ted in Central Asian countries. Another variable that
positively affects exports in Central Asian countries
is imports, and it is clearly seen that the degree to
which it affects exports is high. As a result, it is pos-
sible to mention that the export structure of these
countries is highly dependent on imports. In additi-
on, considering the import of intermediate and capi-
tal goods of foreign investors in the import structure
of these countries can be effective in revealing the
effect of FDI on exports. The only independent va-
riable that does not have a significant effect on the
dependent variable in the model is GDP per capita.
This result shows that the production structures of
Central Asian countries should be transformed to
contribute to exports.

Conclusion

After gaining independence from the Former
Soviet Union, Central Asian countries made it the
main target to attract FDI. Because choosing this
model has been one of the inevitable ways in order
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to transition to a market economy and to process the
natural resources they have. The fact that countries
such as Kazakhstan, Turkmenistan and Uzbekistan
are rich in oil and natural gas made these countries
attractive for FDI compared to other countries in the
region. In this study, based on the effect of FDI on
international trade, the effect of FDI on exports for
5 countries in the Central Asia region has been anal-
yzed for the period 1995-2019. Export, FDI, GDP
per capita and import data were used annually as de-
pendent and explanatory variables in the analysis.
According to the empirical findings obtained, FDIs
affect exports positively in Central Asian countries.
In general, the finding that FDI affects exports posi-
tively in Central Asian countries, it is believed that
countries in the region, especially countries that face
constant foreign trade deficit such as Uzbekistan,
Kyrgyzstan and Tajikistan, can benefit more from
FDI in order to gain a more advantageous position in
foreign trade. is an important finding supporting. In
this context, it is important for policy makers in the-
se countries to design the investment environment of
the country in accordance with foreign investors and
to shape economic policies in this direction. Thus,
one of the main recommendations of this study is
to prefer export-oriented FDI in foreign investments
towards Central Asian countries.

One of the variables that positively affects
exports in Central Asian countries is imports.
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In addition, the import coefficient was found to
be the highest among other independent variab-
les. Thus, it is concluded that exports in these
countries are highly dependent on imports. On
the other hand, the fact that the coefficient of
gross domestic product per capita is statistically

insignificant does not allow an assessment of the
effect of growth performance on exports in Cen-
tral Asian countries. This result also reveals the
need to revise the production structures of Cen-
tral Asian countries in a way that will contribute
to exports.

References

Anwar, S. & Nguyen, L. P. (2011a). Foreign direct investment and trade: The case of Vietnam. Research in International Busi-
ness and Finance, 25(2), 52.

Anwar, S. & Nguyen, L. P. (2011b). Foreign direct investment and export spillovers: Evidence from Vietnam. International
Business Review, 20, 177-193.

Bhasin, Niti and Justin Paul (2016). ‘‘Exports And Outward FDI: Are They Complements Or Substitutes? Evidence From
Asia?’’ Multionational Business Review. 24(1): 1-31.

Chang, H.L., Su, C.W. & Dai, Y. 2017. Does Foreign Direct Investment promote exports in China? China Finance Review
International, 7(2):185-202.

Constant, N. B. Z. S., & Yaoxing, Y. (2010). The relationship between foreign direct investment, trade openness and growth in
Cote d’Ivoire. International Journal of Business and Management, 5(7).

Dasgupta, N. (2007). Examining the long run effects of export, import and fdi inflows on the fdi outflows from India: A causality
analysis. University of Maryland, Baltimore County, USA.

Dorakh, A. (2020). FDI Determinants in the European Union: Empirical Application. Scientific Annals of Economics and Bu-
siness, 67(2), 193-217.

Doyle, E. (1998). Export-output causality: The Irish case 1953-1993. Atlantic Economic Journal, 26 (2), 147-162.

Harding, T.- Javorcik, B. S. (2012). Foreign Direct investment and Export Upgrading. The Review of Economics and Statistics,ss.
964-980.

Hassan, K. G. (2020). FDI & economic growth in selected Country groups for (1989-2018). Academic Journal of Nawroz Uni-
versity, 9(3), 196-207.

Jayachandran, G., & Seilan, A. (2010). A causal relationship between trade, foreign direct investment and economic growth for
India. International research journal of finance and economics, 42, 74-88.

Mohanty, S., & Sethi, N. (2019). Does inward FDI lead to export performance in India? An empirical investigation. Global
Business Review, 0972150919832770.

Okechukwu, O. G., De Vita, G., & Luo, Y. (2018). The impact of FDI on Nigeria’s export performance: a sectoral analysis.
Journal of Economic Studies.

Pacheco-Lopez, P. (2005). Foreign direct investment, exports and imports in Mexico. The World Economy, 28(8), 1157-1172.

Pacheco-Lopez, P. (2005). Foreign direct investment, exports and imports in Mexico. The World Economy, 28(8), 1157-1172.

Pegkas, P. (2015). The impact of FDI on economic growth in Eurozone countries. The Journal of Economic Asymmetries,
12(2), 124-132.

Pham, L. H., & Wongsurawat, W. (2020). FDI determinants: dynamic extreme bounds analysis. International Journal of Emer-
ging Markets.

Pramadgani, M., Bissoodeeal, R. & Driffield, N. (2007). FDI, trade and growth, a casual link? Economics and Strategy Group:
Aston Business School.

Sekuloska, J. D. (2018). Causality between foreign direct investment in the automotive sector and export performance of Mace-
donian economy. Equilibrium. Quarterly Journal of Economics and Economic Policy, 13(3), 427-443.

Sultan, Z. A. (2013). A causal relationship between FDI inflows and export: The case of India. Journal of Economics and Sus-
tainable Development, 4(2), 1-9.

World Bank. (2020). Available at: http://data.worldbank.org/. Accessed on 28 June 2020

Yilmazer, M. (2010). Dogrudan yabanc1 yatirimlar, dis ticaret ve ekonomik biiylime iliskisi: Tiirkiye lizerine bir deneme. Celal
Bayar Universitesi Sosyal Bilimler Dergisi, 8(1), 241-260.

Zhang, K. H. (2005). How does FDI affect a host country’s export performance? The case of China. International Conference
of WTO, China and the Asian Economies, I1I. Xi’an, 25-26 June, China.

Zhang, K. H. (2006). FDI and host countries’ exports: The case of China. Economia Internazionale/International Economics,
59(1), 113-127.

Zhang, Q., & Felmingham, B. (2001). The relationship between inward direct foreign investment and China’s provincial export
trade. School of Economics, University of Tasmania.

72



