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Abstract. This article examines the necessity of central banks in contemporary 

economies, with particular emphasis on their evolving functions, challenges, and adaptation 

strategies. Central banks today play a crucial role in maintaining monetary stability, managing 

inflation, supervising financial systems, and acting as lenders of last resort. The paper analyzes 

global challenges such as inflationary pressures, financial globalization, sovereign debt 

constraints, digital transformation, and the increasing demand for climate-related policies. It 

further explores the tools central banks have adopted worldwide, including inflation targeting, 

macroprudential regulation, unconventional monetary policies, and Central Bank Digital 

Currencies (CBDCs). Special attention is given to Uzbekistan’s central banking experience, from 

its post-Soviet legacy to recent reforms such as currency liberalization, transition to inflation 

targeting, banking sector privatization, and modernization of monetary instruments.  

Comparative insights are drawn from both emerging and advanced economies, 

highlighting the importance of central bank independence, transparency, and innovation. The 

article concludes with global and Uzbekistan-specific policy recommendations, stressing the 

need for institutional strengthening, financial market development, and digital readiness to 

ensure sustainable and resilient central banking in the 21st century. 

Key words: Central Bank; Monetary Policy; Inflation Targeting; Financial Stability; 

Digital Currency; Central Bank Independence; Crisis Management; Uzbekistan; Banking 

Reform; Global Economy. 

НЕОБХОДИМОСТЬ ЦЕНТРАЛЬНЫХ БАНКОВ В СОВРЕМЕННОЙ 

ЭКОНОМИКЕ: ВЫЗОВЫ, АДАПТАЦИЯ И ОПЫТ УЗБЕКИСТАНА 

Аннотация. В статье рассматривается необходимость центральных банков в 

современной экономике, с особым акцентом на их эволюционирующие функции, вызовы и 

стратегии адаптации. Центральные банки сегодня играют ключевую роль в обеспечении 

ценовой стабильности, управлении инфляцией, надзоре за финансовыми системами и 

выполнении функции кредитора последней инстанции. Анализируются глобальные 

вызовы, такие как инфляционное давление, финансовая глобализация, государственные 

долговые ограничения, цифровая трансформация и возрастающий спрос на 

климатическую политику. Рассматриваются инструменты, которые центральные банки 

внедряют во всем мире: таргетирование инфляции, макропруденциальное регулирование, 

нетрадиционные меры денежно-кредитной политики и цифровые валюты центральных 

банков (CBDC). Особое внимание уделяется опыту Центрального банка Узбекистана — 

от постсоветского наследия до недавних реформ, включая либерализацию валютного 

режима, переход к таргетированию инфляции, приватизацию банковского сектора и 

модернизацию инструментов денежной политики. В статье приводятся сравнительные 

примеры из практики развивающихся и развитых стран, подчеркивающие важность 

независимости центрального банка, прозрачности и инноваций. Завершается работа 

глобальными и специфическими для Узбекистана рекомендациями, подчеркивающими 
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необходимость институционального укрепления, развития финансовых рынков и 

цифровой готовности для обеспечения устойчивости и надежности центральных банков 

в XXI веке. 

Ключевые слова: Центральный банк; денежно-кредитная политика; 

таргетирование инфляции; финансовая стабильность; цифровая валюта; независимость 

центрального банка; антикризисное управление; Узбекистан; банковские реформы; 

мировая экономика. 

 

The central bank as an institution has its origins in the early modern period of European 

history, when governments required reliable mechanisms to manage public debt, issue currency, 

and stabilize monetary systems. The first widely recognized central bank, the Sveriges Riksbank, 

was established in Sweden in 1668, followed by the Bank of England in 1694, which was created 

to finance government debt during wartime1. These early institutions had dual functions: serving 

as lenders to governments and providing a trusted medium of exchange for economic actors. By 

the 19th century, central banking expanded beyond debt management into monetary 

stabilization, particularly after the Industrial Revolution increased the demand for a stable 

financial infrastructure2. The rise of international trade and industrial capitalism necessitated 

more sophisticated monetary tools, including the regulation of commercial banks, the control of 

inflation, and the stabilization of exchange rates. The role of central banks evolved considerably 

in the 20th century, particularly after the Great Depression of the 1930s and the Bretton Woods 

Agreement of 1944. These events underscored the importance of central banks not merely as 

financial intermediaries but as macro-economic stabilizers3. The creation of the International 

Monetary Fund (IMF) and the World Bank institutionalized a global framework in which central 

banks had to interact with each other through exchange rate systems and monetary cooperation. 

In the late 20th and early 21st centuries, central banks increasingly assumed responsibility for 

inflation targeting, financial sector supervision, and systemic risk management. For example, the 

U.S. Federal Reserve introduced aggressive monetary policies during the 2008 Global Financial 

Crisis, including quantitative easing, to stabilize markets4. Similarly, the European Central Bank 

(ECB) developed unconventional monetary tools to preserve the eurozone5. Thus, central banks 

today are far more than currency issuers; they have become multifunctional guardians of 

economic stability. Thus, central banks today are far more than currency issuers; they have 

become multifunctional guardians of economic stability. Crisis management is one of the 

defining characteristics of contemporary central banks. Historical evidence shows that financial 

crises—whether triggered by banking failures, asset bubbles, or external shocks—almost always 

result in central banks stepping in to act as lenders of last resort6. For instance, during the 

COVID-19 pandemic, central banks worldwide adopted unprecedented measures, including 

cutting interest rates, purchasing government bonds, and providing liquidity support to banks and 

non-bank institutions7.  

                                                      
1 Capie, F. (2010). The Bank of England: 1950s to 1979. Cambridge University Press. 
2 Goodhart, C. A. E. (1988). The Evolution of Central Banks. MIT Press. 
3  Eichengreen, B. (2008). Globalizing Capital: A History of the International Monetary System. Princeton 

University Press. 
4 Bernanke, B. S. (2015). The Courage to Act: A Memoir of a Crisis and Its Aftermath. W.W. Norton & Company. 
5 Draghi, M. (2012). Speech at the Global Investment Conference. London. 
6 Kindleberger, C. P., & Aliber, R. Z. (2011). Manias, Panics, and Crashes: A History of Financial Crises. Palgrave 

Macmillan. 
7 IMF (2020). Global Financial Stability Report. International Monetary Fund. 
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These interventions were essential to prevent systemic collapse, maintain investor 

confidence, and support real economic activity. In transition economies, the stabilizing role of 

central banks is even more critical. Many of these countries face fragile financial systems, 

underdeveloped markets, and structural imbalances. Here, central banks serve as both stabilizers 

and reform drivers, balancing immediate crisis management with long-term modernization 

goals8.  

One of the most fundamental functions of a central bank is to ensure monetary stability 

by maintaining control over inflation and preserving the purchasing power of money. Price 

stability is not only an end in itself but also a precondition for sustainable growth, investment, 

and employment. When inflation is high and volatile, it undermines consumer confidence, erodes 

savings, and distorts investment decisions9. Central banks achieve monetary stability primarily 

through monetary policy instruments, including interest rate adjustments, reserve requirements, 

and open market operations. In the modern era, many central banks such as the Bank of England, 

the European Central Bank, and the U.S. Federal Reserve have adopted explicit inflation 

targeting frameworks, whereby they announce target inflation rates (typically around 2%) to 

anchor public expectations 10 . Empirical evidence demonstrates that countries with credible 

central banks are more successful in maintaining stable inflation. For example, the inflation-

targeting frameworks adopted in New Zealand (1990) and later in Canada, the UK, and Sweden, 

significantly reduced inflation volatility and anchored expectations11. For emerging markets, 

monetary stability is even more vital. In countries like Uzbekistan, where structural reforms are 

ongoing, high inflation risks undermining public trust in both financial institutions and 

government policies. Thus, the central bank plays a crucial role not only in controlling inflation 

but also in building credibility in the reform process. In addition to controlling inflation, central 

banks are essential in managing exchange rates and ensuring the credibility of national 

currencies. Exchange rate volatility can have severe consequences, especially for economies that 

rely on imports, exports, or remittances. A stable exchange rate enhances investor confidence, 

supports foreign trade, and protects citizens against the negative effects of currency 

depreciation12. Some central banks adopt fixed or managed exchange rate systems, while others 

allow floating exchange rates, intervening only when necessary to prevent extreme volatility. For 

example, the People’s Bank of China uses a managed float system, while the U.S. Federal 

Reserve allows the dollar to float freely in international markets. In Uzbekistan, the liberalization 

of the currency regime in 2017 marked a turning point, as the Central Bank of Uzbekistan 

abandoned multiple exchange rates and moved toward a more market-based system. This reform 

improved transparency, reduced distortions in the foreign exchange market, and increased 

investor confidence13. However, it also placed new responsibilities on the central bank to ensure 

smooth functioning of currency markets while managing external vulnerabilities. Another 

essential role of central banks is to ensure the soundness of the banking and financial system. By 

supervising commercial banks and other financial institutions, central banks protect depositors, 

prevent banking crises, and promote financial inclusion.  

                                                      
8 Dabla-Norris, E., & Unsal, D. F. (2013). Capital Account Liberalization and Financial Depth. IMF Working Paper. 
9 Mishkin, F. S. (2019). The Economics of Money, Banking, and Financial Markets. Pearson. 
10  Svensson, L. E. O. (1997). Inflation Forecast Targeting: Implementing and Monitoring Inflation Targets. 

European Economic Review. 
11 Bernanke, B. S., Laubach, T., Mishkin, F. S., & Posen, A. S. (2001). Inflation Targeting: Lessons from the 

International Experience. Princeton University Press. 
12 Krugman, P., & Obstfeld, M. (2009). International Economics: Theory and Policy. Addison-Wesley. 
13 IMF (2018). Republic of Uzbekistan: Staff Report for the 2018 Article IV Consultation. Washington, DC. 
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The 2008 Global Financial Crisis demonstrated that weak regulation can have devastating 

consequences. In response, many central banks adopted macroprudential policies, such as stress 

testing, capital adequacy requirements, and liquidity ratios14. In emerging economies, financial 

regulation is even more critical because banking sectors are often dominated by state-owned or 

poorly capitalized institutions. In Uzbekistan, for instance, the central bank has been tasked with 

reforming state banks, introducing risk-based supervision, and encouraging greater participation 

of private banks15. These measures are vital for fostering competition, improving efficiency, and 

reducing fiscal risks from non-performing loans. Perhaps the most visible role of central banks is 

their function as the lender of last resort. During financial panics, when depositors withdraw 

funds en masse or when financial institutions face liquidity shortages, central banks intervene to 

provide emergency liquidity. This function prevents the collapse of financial systems and 

restores confidence. The classical doctrine of the lender of last resort was articulated by Walter 

Bagehot in 1873, who argued that central banks should lend freely, at a high rate, against good 

collateral to solvent institutions facing liquidity crises16. This principle remains relevant today, as 

seen during the COVID-19 pandemic when central banks injected trillions of dollars into global 

financial markets17. For developing economies like Uzbekistan, where financial markets are less 

developed and vulnerabilities are greater, the lender of last resort role is indispensable. Without 

central bank intervention, even temporary liquidity shocks could escalate into systemic crises.  

Finally, central banks play a crucial role as managers of expectations. Economic behavior 

is strongly influenced by what businesses, investors, and consumers believe will happen in the 

future. If people expect high inflation, they may demand higher wages, businesses may raise 

prices, and investors may avoid long-term investments thus creating a self-fulfilling prophecy.  

Through transparent communication, forward guidance, and consistent policy, central 

banks shape expectations and stabilize economic decision-making18 . For example, the U.S. 

Federal Reserve and the European Central Bank frequently use public speeches and reports to 

signal future policy moves, reducing uncertainty in financial markets. In Uzbekistan, the central 

bank has begun publishing more regular reports on monetary policy and inflation outlooks. This 

step is critical in building credibility and aligning public expectations with official policy goals.  

Central banks achieve monetary stability primarily through monetary policy instruments, 

including interest rate adjustments, reserve requirements, and open market operations. In the 

modern era, many central banks such as the Bank of England, the European Central Bank, and 

the U.S. Federal Reserve have adopted explicit inflation targeting frameworks, whereby they 

announce target inflation rates (typically around 2%) to anchor public expectations (Mishkin, 

2019).  

Central banks achieve monetary stability primarily through monetary policy instruments, 

including interest rate adjustments, reserve requirements, and open market operations. In the 

modern era, many central banks such as the Bank of England, the European Central Bank, and 

the U.S. Federal Reserve have adopted explicit inflation targeting frameworks, whereby they 

announce target inflation rates (typically around 2%) to anchor public expectations. 

                                                      
14  Claessens, S., Ghosh, S., & Mihet, R. (2013). Macro-Prudential Policies to Mitigate Financial System 

Vulnerabilities. Journal of International Money and Finance. 
15 World Bank (2022). Uzbekistan to Reform its Financial Sector with World Bank Support. Washington, DC. 
16 Bagehot, W. (1873). Lombard Street: A Description of the Money Market. London. 
17 BIS (2020). Central Banks’ Response to COVID-19. Bank for International Settlements. 
18 Blinder, A. S., Ehrmann, M., Fratzscher, M., De Haan, J., & Jansen, D. J. (2008). Central Bank Communication 

and Monetary Policy: A Survey of Theory and Evidence. Journal of Economic Literature. 
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Inflation management has re-emerged as one of the most significant challenges for 

central banks worldwide. Following a long period of relatively low inflation during the 1990s 

and early 2000s, recent years have seen dramatic inflationary pressures caused by supply chain 

disruptions, commodity price shocks, and geopolitical tensions19 . The COVID-19 pandemic 

disrupted global supply chains, reducing supply while fiscal stimulus increased demand, creating 

inflationary pressures across advanced and emerging economies20. The Russia–Ukraine conflict 

further exacerbated inflation by driving up global food and energy prices, forcing central banks 

to adopt aggressive tightening measures 21 . Emerging economies, such as Uzbekistan, face 

additional risks due to higher reliance on imports and remittances. In such economies, imported 

inflation (particularly from energy and food) can quickly undermine macroeconomic stability, 

even if domestic demand is relatively weak22. Globalization has deepened financial integration, 

creating both opportunities and vulnerabilities. Cross-border capital flows allow emerging 

economies to access foreign investment, but they also expose them to sudden stops and capital 

flight during crises 23 . The Asian Financial Crisis of 1997 demonstrated how rapid capital 

outflows can destabilize entire regions. Similarly, the 2008 Global Financial Crisis revealed how 

failures in one country’s financial institutions could rapidly transmit across borders due to 

interconnected markets 24 . For central banks, this requires a careful balance: maintaining 

openness to international markets while building foreign exchange reserves, implementing 

capital flow management measures, and ensuring cooperation with international financial 

institutions25. Another pressing challenge is the pressure on central banks to finance government 

deficits. In many emerging markets, fiscal dominance undermines monetary independence: 

governments may pressure central banks to maintain low interest rates or directly finance debt26. 

For example, in countries with weak institutional independence, central banks have historically 

monetized deficits, leading to episodes of hyperinflation—such as in Zimbabwe or Venezuela27. 

Even in advanced economies, debates over the balance between monetary and fiscal policy 

emerged during the COVID-19 pandemic, when central banks engaged in large-scale 

government bond purchases28. For Uzbekistan, ensuring the central bank’s independence from 

fiscal pressures is crucial. With ongoing reforms requiring public investment, the temptation to 

use central bank resources for fiscal purposes remains significant 29 . The rapid rise of 

cryptocurrencies (e.g., Bitcoin, Ethereum) and private stable coins (e.g., Tether, Diem) presents 

challenges for central banks’ control over money supply and financial stability30. While these 

innovations improve efficiency and inclusion, they also create risks of illicit transactions, 

volatility, and reduced monetary sovereignty. In response, many central banks are exploring 

Central Bank Digital Currencies (CBDCs).  
                                                      
19 Borio, C. (2021). Monetary Policy Frameworks in a Changing World. BIS Papers. 
20 IMF (2021). World Economic Outlook: Recovery During a Pandemic. Washington, DC. 
21 World Bank (2022). Commodity Markets Outlook. Washington, DC. 
22 IMF (2022). Regional Economic Outlook for Central Asia. Washington, DC. 
23 Obstfeld, M. (2012). Does the Current Account Still Matter?. American Economic Review. 
24  Reinhart, C., & Rogoff, K. (2009). This Time Is Different: Eight Centuries of Financial Folly. Princeton 

University Press. 
25 BIS (2019). Capital Flows and Emerging Market Vulnerabilities. Basel. 
26 Sargent, T., & Wallace, N. (1981). Some Unpleasant Monetarist Arithmetic. Quarterly Review, Federal Reserve 

Bank of Minneapolis. 
27 Hanke, S. H., & Kwok, A. (2009). On the Measurement of Zimbabwe’s Hyperinflation. Cato Journal. 
28  Blanchard, O., & Pisani-Ferry, J. (2020). Monetary-Fiscal Interactions in the Post-COVID World. Peterson 

Institute for International Economics. 
29 World Bank (2023). Uzbekistan Economic Update: Transition and Reform. Washington, DC. 
30 Narula, N. (2019). The Risks and Opportunities of Cryptocurrencies. MIT Media Lab. 
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According to the Bank for International Settlements, more than 80% of central banks are 

engaged in CBDC research or pilot programs31. China has already advanced with its digital yuan, 

while the European Central Bank and U.S. Federal Reserve are evaluating potential designs. For 

Uzbekistan, where digital payments and fin tech adoption are growing, exploring a potential 

digital som could enhance financial inclusion but must be carefully designed to protect stability 

and public trust. Central bank independence is widely regarded as essential for credible monetary 

policy. Independent central banks are better able to commit to long-term price stability without 

yielding to short-term political pressures. However, independence must be balanced with 

accountability and transparency. For example, the U.S. Federal Reserve reports regularly to 

Congress, and the European Central Bank communicates with the European Parliament. Such 

practices build public trust while maintaining operational independence. In Uzbekistan, 

strengthening legal guarantees of independence and institutional capacity for the central bank 

remains a priority. Without independence, monetary credibility is undermined, making it harder 

to anchor expectations and control inflation. A new challenge for central banks is their role in 

addressing climate change. Increasingly, financial risks are linked to environmental factors such 

as extreme weather, resource scarcity, and energy transitions. The Network for Greening the 

Financial System (NGFS) has encouraged central banks to integrate climate-related risks into 

their supervisory frameworks32. Some central banks, such as the Bank of England, have already 

implemented climate stress testing for financial institutions, while the European Central Bank 

has integrated sustainability into its monetary operations33. For Uzbekistan, where the economy 

is dependent on energy-intensive industries and agriculture, the central bank will need to 

gradually align with global trends in green finance, including green bonds and climate risk 

monitoring34.  

Over the past three decades, inflation targeting has become the dominant framework for 

monetary policy in both advanced and emerging economies. The central idea is that by explicitly 

announcing an inflation target (e.g., 2%), the central bank anchors expectations and enhances 

credibility35. New Zealand pioneered inflation targeting in 1990, followed by Canada, the United 

Kingdom, Sweden, and eventually dozens of other countries. The success of these frameworks 

lies in their ability to reduce inflation volatility and strengthen accountability through transparent 

communication. In emerging markets, inflation targeting is often combined with exchange rate 

flexibility, allowing central banks to better absorb external shocks. For example, in Poland and 

Brazil, inflation targeting frameworks helped stabilize economies following periods of high 

inflation36. For Uzbekistan, adopting a formal inflation targeting regime is part of its broader 

monetary modernization strategy. The Central Bank of Uzbekistan has announced plans to 

gradually reduce inflation to single-digit levels, recognizing that stable inflation is critical for 

investor confidence and sustainable growth37.  

                                                      
31 BIS (2020). Survey on Central Bank Digital Currencies. Basel. 
32 NGFS (2020). Guide to Climate Scenario Analysis for Central Banks and Supervisors. Paris. 
33 Bank of England (2021). Climate Biennial Exploratory Scenario (CBES). London. 
34 OECD (2022). Green Finance and Investment in Central Asia. Paris. 
35 Mishkin, F. S. (2019). The Economics of Money, Banking, and Financial Markets. Pearson. 
36 IMF (2014). Monetary Policy in Emerging Markets: Inflation Targeting Frameworks. Washington, DC. 
37 Central Bank of Uzbekistan (2020). Monetary Policy Strategy for 2021–2023. Tashkent. 
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The 2008 Global Financial Crisis underscored the importance of macroprudential 

regulation policies designed to safeguard the stability of the financial system as a whole rather 

than just individual institutions 38. 

Examples of macroprudential tools include: 

1. Countercyclical capital buffers: requiring banks to hold extra capital during booms to 

absorb losses in downturns. 

2. Loan-to-value (LTV) ratios: limiting mortgage borrowing relative to property value to 

prevent housing bubbles. 

3. Stress testing: simulating adverse scenarios to evaluate financial system resilience. 

Central banks such as the European Central Bank (ECB) and the Bank of England have 

implemented comprehensive macroprudential frameworks to monitor systemic risks 39 . In 

Uzbekistan, macroprudential supervision is relatively new but growing in importance. The 

Central Bank has begun introducing risk-based supervision and adopting international standards 

such as Basel III, with the support of the IMF and World Bank . Central banks have also 

developed unconventional monetary policies to address crises when traditional tools (interest 

rates, reserve requirements) are insufficient.  

1. Quantitative Easing (QE): Central banks purchase government and private securities to 

inject liquidity into the economy. The U.S. Federal Reserve, Bank of England, and Bank of 

Japan have all used QE extensively.  

2. Negative Interest Rates: The European Central Bank and the Swiss National Bank 

experimented with negative rates to stimulate demand and counter deflationary pressures.  

3. Forward Guidance: Central banks communicate their future policy intentions to shape 

expectations and influence market behavior.  

During the COVID-19 pandemic, central banks expanded their role as crisis managers by 

not only providing liquidity but also supporting credit to households and firms through targeted 

lending programs40. For Uzbekistan, while QE or negative interest rates may not be immediately 

applicable, strengthening liquidity management frameworks and emergency lending mechanisms 

remains crucial. The digital revolution has forced central banks to adapt their roles in payments, 

money supply management, and financial regulation. Central Bank Digital Currencies (CBDCs) 

are at the forefront of this transformation.  

China’s Digital Yuan is one of the most advanced CBDC projects, already piloted in 

several cities41.  

Sweden’s E-Krona represents an experiment in replacing cash in an increasingly cashless 

society42. 

 The Bahamas’ Sand Dollar is the first fully launched retail CBDC, aimed at improving 

financial inclusion in remote islands43.  

CBDCs can enhance payment efficiency, reduce transaction costs, and increase inclusion, 

but they also raise questions about privacy, cybersecurity, and monetary transmission. For 

Uzbekistan, the adoption of a digital som could expand access to financial services, particularly 

                                                      
38  Claessens, S., Ghosh, S., & Mihet, R. (2013). Macro-Prudential Policies to Mitigate Financial System 

Vulnerabilities. Journal of International Money and Finance. 
39 Bank of England (2019). Financial Stability Report. London. 
40 IMF (2021). Central Banks’ Response to COVID-19. Washington, DC. 
41 People’s Bank of China (2021). Progress of Research and Development of E-CNY in China. Beijing. 
42 Sveriges Riksbank (2020). E-Krona Project Report. Stockholm. 
43 Central Bank of The Bahamas (2021). Sand Dollar Project. Nassau. 
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in rural areas. However, it would require strong digital infrastructure and robust regulatory 

frameworks to ensure security and trust44. Central bank communication has become an integral 

part of modern monetary policy. By providing forward guidance, publishing detailed reports, and 

explaining decisions to the public, central banks influence expectations and enhance credibility45.  

The U.S. Federal Reserve’s practice of publishing minutes of Federal Open Market 

Committee (FOMC) meetings, the ECB’s regular press conferences, and the Bank of England’s 

Inflation Reports all serve as examples of effective communication strategies. In Uzbekistan, the 

central bank has begun issuing quarterly monetary policy reviews and inflation reports, marking 

progress in building transparency. However, improving consistency and clarity of 

communication remains a key objective. Global financial integration means that central banks 

cannot operate in isolation. Institutions like the Bank for International Settlements (BIS), the 

International Monetary Fund (IMF), and regional arrangements (e.g., European System of 

Central Banks, Eurasian Economic Union coordination) play a critical role in facilitating 

cooperation46. During the 2008 Global Financial Crisis and the COVID-19 pandemic, central 

banks engaged in swap line agreements to provide each other with foreign exchange liquidity, 

helping stabilize global financial markets. For Uzbekistan, regional cooperation is particularly 

relevant. Engagement with the IMF, World Bank, and regional partners can help strengthen 

institutional capacity, improve financial regulation, and reduce vulnerability to external shocks.  

The Central Bank of the Republic of Uzbekistan (CBU) was established in 1991 

following the country’s independence. Its origins lie in the Soviet-era banking system, where the 

State Bank of the USSR (Gosbank) functioned as both a central and commercial bank, heavily 

centralized and subordinate to state planning47. In the early 1990s, Uzbekistan inherited this 

highly centralized system, characterized by weak institutional independence, poor supervisory 

capacity, and limited monetary tools. Initially, the CBU’s role was largely administrative—

distributing state-directed credit to priority sectors, managing foreign exchange allocations, and 

ensuring liquidity for state-owned enterprises. Over the following decades, gradual reforms 

transformed the CBU into a more independent and market-oriented institution. However, the 

transition was uneven, with significant state intervention persisting in the financial sector until 

the late 2010s48. One of the most significant turning points in Uzbekistan’s monetary history was 

the currency liberalization reform of September 2017. Prior to this reform, Uzbekistan 

maintained multiple exchange rates, strict currency controls, and an overvalued official rate. This 

discouraged investment, distorted trade, and fostered a large black-market for foreign currenc49.  

The 2017 reform unified exchange rates, abolished mandatory surrender requirements for 

exporters, and allowed the som (UZS) to float more freel. This marked a fundamental shift 

toward market-based monetary policy. 

The effects were immediate: 

1. Transparency improved, as official and market rates converged. 

2. Investor confidence increased, leading to rising foreign investment. 

3. Inflation spiked temporarily, as import prices adjusted to the new exchange rate. 

                                                      
44 IMF (2023). Digital Finance in Central Asia: Opportunities and Risks. Washington, DC. 
45 Blinder, A. S. (2018). Through a Crystal Ball Darkly: Central Bank Transparency. AEA Papers and Proceedings. 
46 Borio, C., & Disyatat, P. (2014). Global Liquidity, Cross-Border Banking, and Monetary Policy. BIS Working 

Papers. 
47 Bonin, J., & Wachtel, P. (2003). Financial Sector Development in Transition Economies: Lessons from the First 

Decade. Financial Markets, Institutions & Instruments. 
48 IMF (2016). Republic of Uzbekistan: Staff Report for the 2016 Article IV Consultation. Washington, DC.  
49 World Bank (2017). Uzbekistan: Toward a Market Economy. Washington, DC. 
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The CBU played a central role in managing this transition by increasing policy interest 

rates and introducing new monetary policy tools to contain inflationary pressures.  

The CBU is also responsible for supervising and regulating Uzbekistan’s banking sector, 

which historically has been dominated by state-owned banks. As of 2018, state banks accounted 

for more than 80% of total assets, providing preferential loans to state-owned enterprises50.  

Recent reforms aim to: 

1. Privatize large state-owned banks, such as Ipoteka Bank and Asaka Bank. 

2. Strengthen risk-based supervision in line with Basel III standards. 

3. Encourage the growth of private and foreign banks to foster competition. 

4. Enhance financial inclusion by promoting digital banking and fintech solutions. 

In 2020, the Uzbek government, in collaboration with the World Bank and IMF, launched 

a banking sector transformation program. This initiative focuses on reducing non-performing 

loans, improving corporate governance, and diversifying credit away from state-directed 

projects51. A defining feature of Uzbekistan’s financial reforms is the gradual reduction of state 

dominance in the banking sector. Historically, banks functioned as intermediaries for 

government-directed credit, limiting efficiency and competition. Since 2020, several banks have 

been slated for partial or full privatization, with international investors encouraged to participate 

[73]. The privatization strategy not only aims to improve efficiency but also to introduce modern 

banking practices, risk management, and customer-oriented services. This transition, however, 

presents challenges including: 

1. Ensuring transparency in privatization processes. 

2. Attracting credible strategic investors. 

3. Balancing rapid reforms with financial stability. 

To support reforms, the CBU has modernized its monetary policy toolkit. Key 

developments include: 

1. Introduction of policy rate adjustments as the main anchor of monetary policy. 

2. Development of open market operations (OMO) to manage liquidity. 

3. Strengthening of foreign exchange reserves to cushion external shocks. 

4. Introduction of repo and deposit auctions to improve money market efficiency. 

Moreover, the CBU is working to deepen domestic financial markets by issuing 

government securities, developing interbank lending markets, and promoting secondary market 

activity. These measures are essential for creating a more robust monetary transmission 

mechanism. 

Despite progress in adopting inflation targeting, Uzbekistan continues to face difficulties 

in stabilizing prices. Inflation has remained in the double digits in several years since 2017, 

largely due to price liberalization of state-controlled goods and services (e.g., utilities, fuel); 

currency depreciation, particularly in response to external shocks; high food prices, driven by 

global market fluctuations and domestic supply constraints 52 . While the Central Bank of 

Uzbekistan (CBU) has raised interest rates to curb inflation, monetary policy alone is 

insufficient. Structural reforms—such as improving agricultural productivity, enhancing 

competition in consumer markets, and modernizing supply chains—are also necessary to reduce 

                                                      
50 EBRD (2019). Uzbekistan: Financial Sector Assessment. London. 
51 IMF (2021). Republic of Uzbekistan: Financial Sector Assessment Program. Washington, DC. 
52 Asian Development Bank (2022). Uzbekistan: Country Economic Outlook. Manila. 
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inflationary pressures53. One of the biggest challenges for the CBU is maintaining independence 

from political and fiscal pressures. Although reforms in recent years have granted the central 

bank greater autonomy, risks remain that fiscal needs—such as financing state-owned enterprise 

reforms—could undermine monetary policy objectives. Legal frameworks provide some 

guarantees of independence, but effective enforcement depends on political will and institutional 

capacity. The IMF has recommended enhancing governance structures, reducing quasi-fiscal 

activities, and strengthening accountability mechanisms to reinforce CBU credibility54.  

Uzbekistan is highly dependent on external factors such as remittances (mainly from 

Russia) and commodity exports (cotton, gold, natural gas). This creates vulnerabilities to 

external shocks: 

1. Fluctuations in remittances directly affect household incomes and consumption. 

2. Global commodity price swings influence export revenues and exchange rates.  

For instance, the economic slowdown in Russia in 2022–2023 significantly reduced 

remittance inflows, weakening the som and fueling inflation. Managing these vulnerabilities 

requires building foreign exchange reserves, diversifying exports, and developing domestic 

capital markets. Uzbekistan’s integration into international financial markets is still at an early 

stage. While reforms have improved the investment climate, challenges remain limited depth of 

domestic capital markets, underdeveloped government bond markets and weak integration with 

international rating agencies and foreign investors55. Greater participation in global financial 

systems would allow Uzbekistan to attract long-term investment, issue sovereign bonds more 

effectively, and enhance the role of the som in regional trade. However, this requires 

strengthening investor protections, improving corporate governance, and ensuring the 

independence of financial regulators. As digitalization accelerates globally, Uzbekistan must 

prepare for the future of finance. The growth of mobile banking, fintech, and electronic 

payments has already transformed the financial landscape in the country56. A potential Central 

Bank Digital Currency (CBDC)—the “digital som”—has been under consideration. The benefits 

could include expanding financial inclusion in rural areas, reducing transaction costs and 

enhancing transparency and combating the shadow economy. However, challenges include 

ensuring cybersecurity, avoiding disruption of commercial banking, and safeguarding privacy. A 

phased approach, beginning with pilot projects, is likely the most appropriate path forward. 

Looking ahead, the sustainability of central banking reforms in Uzbekistan will depend on 

several factors: 

1. Institutional strengthening: Enhancing governance and independence of the CBU. 

2. Policy credibility: Maintaining consistent inflation targeting and resisting political 

interference. 

3. Financial sector development: Deepening capital markets and encouraging private 

banking growth. 

4. Global adaptation: Integrating into international financial frameworks while managing 

external risks. 

5. Digital readiness: Preparing for the future with a potential CBDC and regulatory 

oversight of fintech. 

                                                      
53 World Bank (2021). Agricultural Market Reforms in Uzbekistan. Washington, DC. 
54 IMF (2020). Technical Assistance Report on Central Bank Governance in Uzbekistan. Washington, DC. 
55 Fitch Ratings (2021). Uzbekistan Sovereign Rating Report. London. 
56 Central Bank of Uzbekistan (2022). Report on Digital Payments and Banking Modernization. Tashkent. 
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If these objectives are achieved, Uzbekistan’s central bank can serve as a cornerstone of 

economic stability, facilitating sustainable growth and supporting the country’s broader 

transition to a modern market economy.  

This study shows that central banks remain one of the most important institutions in 

modern economies. They are not only responsible for issuing money but also for keeping 

inflation under control, ensuring the stability of financial systems, and protecting national 

currencies. Their actions influence how people, businesses, and governments behave in the 

economy. In recent years, central banks around the world have faced many challenges. Inflation 

has become a serious problem again, especially after the COVID-19 pandemic and global 

political tensions. Financial globalization has made countries more connected, which means that 

a crisis in one country can quickly spread to others. At the same time, new technologies such as 

digital currencies and fintech have changed how money moves, creating both opportunities and 

risks. Central banks have responded to these changes by adapting their strategies. Many 

countries have moved to inflation targeting, which helps to build trust and predictability. They 

have also developed new policies to deal with financial crises, such as quantitative easing and 

forward guidance. In addition, central banks are paying more attention to communication with 

the public and to global issues like climate change and green finance. For Uzbekistan, the central 

bank has made big progress since independence. The most important reforms were the 

liberalization of the national currency in 2017 and the gradual move toward inflation targeting. 

Efforts have also been made to modernize monetary policy tools, reduce state control over 

banks, and encourage private sector participation. These reforms are still ongoing, and there are 

challenges with inflation, external shocks, and building stronger financial markets. Overall, the 

findings suggest that central banks are essential for both global and national stability. They must 

remain independent, flexible, and innovative to deal with future crises and to adapt to the digital 

and globalized world. For Uzbekistan, continuing reforms and building credibility will be the 

key to long-term success.  

Central banks in today’s world need to focus on three main things: independence, 

flexibility, and trust. Independence means they should not be pressured by governments to make 

short-term decisions that harm long-term stability. Flexibility means they must adapt to fast-

changing conditions, such as global crises or digital transformation. Trust comes from being 

open, transparent, and consistent in their policies. To succeed, central banks should continue 

using inflation targeting, but also strengthen their crisis-management tools. Communication with 

the public and financial markets is just as important as adjusting interest rates. In the future, 

digital currencies, green finance, and cross-border cooperation will also become part of central 

banks’ everyday responsibilities. 

For Uzbekistan, the central bank has already taken big steps forward, but more work is 

needed. The most important priority is to build strong independence, so that monetary policy is 

not weakened by political or fiscal pressures. Inflation targeting should be applied more 

consistently, with clear communication to the public. Uzbekistan should also deepen its financial 

markets by encouraging private banks, developing capital markets, and reducing reliance on 

state-owned institutions. Since the economy depends heavily on remittances and commodity 

exports, the central bank must also prepare to manage external shocks. Finally, digital finance 

and green finance offer new opportunities that Uzbekistan should gradually explore, while 

making sure that risks are well controlled. 
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Looking ahead, central banks everywhere will need to handle more complex and 

interconnected problems. Globalization means that crises will spread quickly across borders, 

while digital innovation will change how money works. Climate change will also put pressure on 

financial systems. In this environment, central banks will remain key actors in keeping 

economies stable. For Uzbekistan, the future of central banking depends on whether current 

reforms can be fully implemented and maintained. If the central bank remains independent, 

modernizes its tools, and earns public trust, it will become a strong foundation for economic 

growth. By balancing local needs with global trends, Uzbekistan can create a central bank that is 

both modern and reliable. 
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