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Abstract. This article examines the role of economic openness in enhancing the competitiveness of
the service sector. It analyzes how trade liberalization, foreign investment, and technological innovation
contribute to the structural transformation of services and strengthen their position in international
markets. The research highlights the relationship between a country's integration into the global economy
and the performance of its service exports. Using the case of Uzbekistan, the study identifies current
challenges, including limited diversification of service exports, underdeveloped infrastructure, and
regulatory barriers. The paper proposes solutions aimed at improving institutional frameworks, fostering
innovation, and aligning the service sector with international standards to achieve sustainable
competitiveness.
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In the context of globalization, the role of the services sector in shaping a nation's
economic growth and competitiveness is steadily increasing. As economies become more
open and integrated into the global market, trade in services is becoming a critical driver of
productivity, innovation, and employment. Economic openness — reflected through
reduced trade barriers, liberalization policies, and greater foreign investment flows — plays
a pivotal role in enhancing the competitiveness of service industries.

For countries like Uzbekistan, which are undergoing economic transformation,
improving the competitiveness of the services sector is closely linked to the level of
economic openness. The ability of domestic service providers to access international
markets, attract foreign capital, and adopt modern technologies is largely influenced by
how open the national economy is to global trends and competition.

This article explores the theoretical and empirical relationship between economic
openness and the competitiveness of service industries. It assesses the structural
composition of service exports, evaluates the degree of Uzbekistan’s economic openness,
and identifies the main challenges and policy directions for strengthening service sector
competitiveness in an open economy.

The relationship between economic openness and the competitiveness of the
services sector has been the subject of extensive scholarly attention. Numerous studies
emphasize that liberalization of trade and investment flows positively influences
productivity, innovation, and the global integration of service industries.

Paul Krugman and Maurice Obstfeld (2009) explain in their work on international
economics that economic openness enhances market efficiency, encourages specialization,
and fosters the exchange of knowledge and technologies, all of which contribute to the
development of competitive service markets. According to Krugman, a country’s trade
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openness can stimulate growth in high-value service exports by increasing access to
international demand.

Michael Porter (1990), in his theory of competitive advantage, highlights that
government policy, innovation capacity, and infrastructure development are essential
factors in improving the competitiveness of service-based economies. He argues that an
open economic environment promotes dynamic competition and supports the emergence of
knowledge-intensive services.

Bela Balassa (1965) introduced the concept of 'revealed comparative advantage' to
explain how countries can specialize in sectors where they hold competitive strengths. He
noted that trade liberalization leads to resource reallocation, which benefits service sectors
with export potential.

Jeffrey Sachs (2001) further elaborated on the connection between globalization and
competitiveness, asserting that open economies tend to grow faster due to increased capital
inflows, improved institutional quality, and access to global service markets. He
emphasized that the services sector is particularly sensitive to external market conditions
and requires supportive policies to ensure international competitiveness.

In the context of Uzbekistan, local scholars such as Eshbekov T., Mamatqulov D.,
and Abdullayeva N. have studied the influence of economic openness on the structure and
export capacity of the national services sector. Their findings confirm that improving
openness indicators — such as reducing regulatory barriers and encouraging foreign
investment — can significantly enhance the performance and competitiveness of domestic
service providers.

Despite a rich body of theoretical literature, there is still a need for country-specific
empirical analysis, particularly for developing economies like Uzbekistan, where the
services sector is undergoing structural transformation. This paper contributes to the
existing literature by examining the linkage between openness and service competitiveness
in the Uzbek economy.

As global markets become increasingly interconnected, the role of the services sector
in national economies has grown rapidly. Services now contribute significantly to GDP,
employment, and trade. In this environment, economic openness — characterized by trade
liberalization, foreign direct investment (FDI), and policy reforms — is a critical factor in
fostering a more competitive and dynamic service industry.

For developing countries like Uzbekistan, transitioning to an open and diversified
economy is essential for achieving sustainable growth. The services sector, particularly in
areas such as transport, finance, ICT, and tourism, offers substantial potential for
integration into global value chains. However, to unlock this potential, structural reforms
and proactive strategies are needed to enhance service competitiveness.

Uzbekistan has made significant progress in recent years toward liberalizing its
economy. Reforms aimed at improving the business climate, simplifying trade procedures,
and attracting FDI have contributed to the expansion of the services sector.

Service Sector Composition. As of 2023, services account for over 35% of
Uzbekistan’s total exports, with key sub-sectors including transport, telecommunications,
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education, and tourism. However, the majority of exports remain commodity-driven, and
service exports are concentrated in a few low-value-added areas.

Openness Indicators. Indicators such as the trade-to-GDP ratio, FDI inflows, and
tariff liberalization show a steady improvement. Yet, the country still ranks lower than
regional peers in terms of openness indexes, particularly in services.

Linkages Between Openness and Competitiveness. Empirical data suggests that
countries with higher openness levels experience faster service sector growth. In
Uzbekistan, openness has:

. Increased competition, prompting firms to modernize;
. Facilitated the entry of foreign service providers;
. Improved access to international markets and standards.

Challenges in Enhancing Service Competitiveness. Despite positive trends, several
constraints hinder the full realization of economic openness benefits:

. Weak institutional frameworks and excessive bureaucracy limit business
agility;

. Inadequate infrastructure (e.g., digital connectivity, transport logistics)
affects service quality;

. Skills gap and labor market mismatch reduce productivity;

. Low diversification of service exports limits resilience to external shocks;

. Barriers to entry in certain regulated service sectors (e.g., finance, insurance)

reduce competition.
Policy Recommendations and Solutions. To strengthen the competitiveness of
Uzbekistan’s service sector through economic openness, the following measures are

proposed:

L. Deepen trade liberalization in services, especially under WTO accession
frameworks;

2. Enhance institutional capacity and simplify regulatory procedures for service
providers;

3. Promote public-private partnerships to invest in logistics and digital
infrastructure;

4. Strengthen human capital through vocational training and digital skills
programs;

5. Encourage innovation and adoption of global service standards;

0. Facilitate export diversification by supporting high-tech and knowledge-
based services.

Table 1

Policy recommendations and solutions table

Identified Problem Policy Recommendation Expected Outcome

L Limited Support export-oriented Increased share of high-
diversification of service | service industries (ICT, finance, | value-added services in total
eXpOrts education, logistics) eXpOrts

2. Underdeveloped Invest in  public-private Improved service delivery
digital and transport | infrastructure  projects;  expand | capacity and access to global
infrastructure digital access in regions markets
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3. Weak institutional
and regulatory framework

Streamline licensing
procedures, ensure transparency and
consistency in regulation

Enhanced ease of doing
business and reduced barriers to
entry

4. Low foreign Offer tax incentives and legal Growth in FDI inflows and
investment in the service | protections for foreign investors international service partnerships
sector

5. Lack of skilled Launch vocational and digital Higher labor productivity

labor in service industries

skills training programs

and innovation in service delivery

6. Inadequate
alignment with international
service standards

Develop certification systems
and adopt global quality benchmarks

Enhanced trust in domestic
services and competitiveness in
international markets

7. Barriers to cross-
border service provision

Negotiate regional trade

agreements focused on services

Expanded regional trade in
services and greater integration

into value chains

Economic openness is a powerful enabler of service sector competitiveness,
particularly in developing and transitional economies. For Uzbekistan, continuing
structural reforms, strengthening institutions, and integrating more deeply into global
markets are essential steps toward building a modern, diversified, and competitive services
economy. This process requires a coordinated effort between government, private sector,
and international partners to ensure sustainable and inclusive growth.
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