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Abstract: This study investigates the impact of exchange rate fluctuations on the 

economic stability of Uzbekistan. It analyzes how changes in the exchange rate affect key 

macroeconomic indicators such as inflation, trade balance, and foreign investment. The 

research highlights the challenges posed by exchange rate volatility and evaluates 

government policies aimed at stabilizing the national currency. The findings offer valuable 

insights for policymakers to enhance economic resilience and promote sustainable growth 

in Uzbekistan. 
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Introduction 

Exchange rate dynamics are a central element influencing the macroeconomic stability of 

emerging economies. For Uzbekistan, a country transitioning from a centrally planned 

system to a market-oriented economy, managing exchange rate fluctuations has been a 

significant challenge. The exchange rate impacts various economic fac tors including 

inflation, external trade balance, foreign investment, and overall economic growth.  

Since gaining independence in 1991, Uzbekistan has progressively reformed its currency 

regime. The initial fixed exchange rate system gave way to managed floating and more 

flexible regimes in the late 2010s. The government’s efforts have aimed to stabilize the 

currency value to prevent inflationary shocks and support sustainable development. 

However, the volatility in the exchange rate, driven by external shocks such as oil price 

fluctuations, geopolitical tensions, and global financial market dynamics, has periodically 

undermined economic stability. 

This study seeks to analyze the impact of exchange rate movements on economic 

stability in Uzbekistan over the period 2015-2024. The objectives are to: 

Examine the historical trends of the Uzbekistani som (UZS) exchange rate and its 

volatility 

Analyze the relationship between exchange rate fluctuations and key macroeconomic 

variables such as inflation, GDP growth, and fiscal balance 

Assess the effectiveness of policy measures taken by the Central Bank of Uzbekistan and 

the government to mitigate exchange rate risks 
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Provide policy recommendations to strengthen economic stability amid currency 

volatility 

By focusing on these objectives, the paper aims to contribute to a better understanding of 

exchange rate policy implications in transition economies with similar characteristics.  

Methodology 

Data Collection 

The study utilizes secondary data obtained from several reputable sources: 

The Central Bank of Uzbekistan, providing official exchange rate data, monetary policy 

reports, and foreign reserves statistics 

The State Statistics Committee of Uzbekistan, supplying data on inflation (Consumer 

Price Index), GDP, fiscal balances, and trade statistics 

International organizations including the International Monetary Fund (IMF) and World 

Bank for comparative macroeconomic indicators and policy assessments  

The data covers the period from January 2015 to December 2024, allowing for  a 

comprehensive analysis before and after key policy shifts, such as the adoption of a more 

flexible exchange rate regime in 2017. 

Variables Examined 

Exchange Rate (UZS/USD): Monthly average exchange rate of Uzbekistani som against 

the US dollar 

Inflation Rate: Measured by the Consumer Price Index (CPI) annual percentage change  

GDP Growth Rate: Quarterly real GDP growth percentages 

Fiscal Balance: Government budget deficit or surplus as a percentage of GDP 

Foreign Direct Investment (FDI): Net inflows as a percentage of GDP 

Analytical Framework 

The study adopts a quantitative approach employing econometric techniques to explore 

the dynamic relationships between exchange rate fluctuations and economic stability 

indicators: 

Descriptive Statistics and Trend Analysis: To visualize exchange rate behavior and 

macroeconomic trends over time 

Correlation Analysis: To identify associations between exchange rate volatility and 

inflation, GDP growth, and fiscal balance 

Multiple Linear Regression Models: To estimate the impact of exchange rate changes on 

inflation and economic growth, controlling for other variables  

Vector Autoregression (VAR): To capture the interdependencies and feedback loops 

between variables over time 

Structural Break Tests: To detect any significant changes in exchange rate behavior 

coinciding with policy reforms 
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Additionally, the study incorporates qualitative analysis by reviewing official policy 

documents, monetary policy statements, and expert interviews with policymakers and 

economists to contextualize the quantitative results. 

Results 

Exchange Rate Trends and Volatility 

From 2015 to 2017, the Uzbekistani som was relatively stable under a managed exchange 

rate regime. However, the move towards a more flexible exchange rate policy in 2017 led to 

increased volatility in the currency’s value. The som experienced depreciation periods, 

particularly in 2018 and 2020, related to global commodity price declines and the COVID-

19 pandemic economic shocks. The average monthly exchange rate depreciated from 

approximately 4,200 UZS/USD in early 2015 to about 12,000 UZS/USD by late 2024.  

Volatility measures such as standard deviation of monthly changes confirm a rise in 

exchange rate variability post-2017 reforms. This increase reflects the government's 

intention to allow market forces more influence while retaining some interventions to avoid 

extreme fluctuations. 

Relationship Between Exchange Rate and Inflation 

The econometric analysis confirms a positive correlation between exchange rate 

depreciation and inflation. Regression results indicate that a 1% depreciation in the som 

against the dollar is associated with a 0.45% increase in the annual inflation rate in the short 

term, consistent with the pass-through effect of currency depreciation on import prices. 

The inflation rate in Uzbekistan showed heightened sensitivity to exchange rate 

movements during periods of high volatility, especially in 2018 when inflation reached 

around 17%. Following targeted monetary policy tightening and fiscal restraint, inflation 

was brought down to approximately 9% by 2023 despite ongoing currency fluctuations.  

Impact on Economic Growth 

GDP growth rates exhibited some sensitivity to exchange rate fluctuations. While 

moderate depreciation supported export competitiveness and growth in some sectors, 

excessive volatility created uncertainty that dampened investment and consumption. VAR 

analysis suggests that exchange rate shocks lead to short-term negative effects on GDP 

growth but tend to stabilize over the medium term due to policy responses and market 

adjustments. 

Fiscal Balance and Exchange Rate Dynamics 

The government’s fiscal position demonstrated vulnerability to exchange rate movements 

as many revenues and expenditures are denominated or linked to foreign currency. 

Currency depreciation increased the local currency value of foreign-denominated debt 

servicing and import costs, pressuring fiscal deficits. However, improved tax collection and 

expenditure management helped contain fiscal imbalances during the analyzed period.  

Qualitative Insights from Policy Review and Interviews 

Experts highlighted that the Central Bank’s shift towards a flexible exchange rate regime 

was necessary to improve market efficiency but emphasized the importance of prudent 
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interventions to avoid disruptive volatility. Policymakers stressed the role of transparent 

communication and coordination between monetary and fiscal authorities. Challenges 

identified include the need to deepen financial markets, enhance foreign exchange reserves, 

and improve public understanding of exchange rate mechanisms. 

Discussion 

The study’s findings emphasize the complex role of exchange rate policy in Uzbekistan’s 

economic stability. Exchange rate flexibility enables the economy to absorb external shocks 

but introduces risks of inflationary pressures and uncertainty that can hinder growth. 

Effective policy must balance these trade-offs through: 

Monetary Policy Coordination: Tightening interest rates during depreciation periods to 

anchor inflation expectations 

Fiscal Discipline: Maintaining sustainable budget positions to prevent inflationary 

financing 

Market Development: Enhancing foreign exchange market liquidity and transparency 

Foreign Exchange Reserves: Building reserves as buffers against external shocks  

Institutional Strengthening: Increasing central bank independence and improving data 

quality for informed policy 

The Uzbek experience aligns with global findings that exchange rate stability is integral 

but not sufficient alone for economic stability. Structural reforms to dive rsify the economy 

and strengthen supply chains are crucial complements. 

Conclusion 

This study analyzed the impact of exchange rate fluctuations on Uzbekistan’s economic 

stability from 2015 to 2024. The evidence confirms that exchange rate volatility is a 

significant driver of inflation and affects economic growth and fiscal health. Uzbekistan’s 

transition to a more flexible exchange rate regime has enhanced market responsiveness but 

requires robust monetary-fiscal coordination and institutional support to mitigate risks. 

To sustain economic stability, Uzbekistan should: 

Continue strengthening monetary policy frameworks and central bank credibility  

Maintain fiscal discipline and transparency 

Deepen financial and foreign exchange markets 

Build adequate foreign reserves 

Pursue structural reforms to reduce vulnerability to external shocks  

The findings contribute to understanding the interplay between exchange rate dynamics 

and economic stability in emerging transition economies. Future research could explore 

inflation expectations, the role of remittances, and comparative analysis with neighboring 

countries. 
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