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Abstract

Since the liberalization of the foreign exchange market in 2017, the Central Bank of Uzbekistan
(CBU) has operated under a "Principle of Neutrality"—selling foreign currency reserves only
to sterilize the liquidity generated by domestic gold purchases. This paper analyzes the efficacy
of this mechanism during the volatility of 2024—2025. By correlating gold price fluctuations
with CBU intervention volumes, we demonstrate that the stability of the Uzbek Soum (UZS)
has become structurally dependent on global gold markets rather than domestic productivity.
While this "Gold-FX Shield" successfully limited depreciation to ~4.7% in 2024, our results
suggest it creates a "Neutrality Trap," where a significant correction in gold prices would force
the regulator to choose between abandoning neutrality or permitting a destabilizing currency
shock.
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Introduction

Uzbekistan’s monetary policy occupies a unique position in the developing world. Unlike
typical inflation-targeting central banks that accumulate foreign reserves via export surpluses,
the CBU accumulates reserves primarily by buying gold from domestic producers (Almalyk
and Navoi Mining Combinats) in local currency (Soum). To prevent this massive injection of
Soum from causing hyperinflation, the CBU sells an equivalent amount of US Dollars into the
domestic market. This mechanism is known as the "Principle of Neutrality."

For the past five years, this system has functioned as a de facto stabilizer. High gold prices
have allowed the CBU to supply the market with abundant Dollars, keeping the exchange rate
relatively stable (annual depreciation of 3—6%) despite chronic trade deficits. However, as of
late 2025, with gold prices exhibiting heightened volatility and import demand surging,
questions arise about the resilience of this framework. This paper investigates whether the
"Neutrality Principle" is a sustainable monetary anchor or a fair-weather policy vulnerable to
commodity shocks.
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2. Methods
This study applies a quantitative analysis of CBU intervention data and exchange rate dynamics
over the period Q1 2023 — Q3 2025.

2.1. Data Sources

o Intervention Data: Monthly net foreign exchange sales by the CBU (sourced from CBU
Statistical Bulletins).

e Gold Price: Daily LBMA Gold Price (London fix).

o Exchange Rate: Daily official UZS/USD reference rate.

2.2. Analytical Model

We utilized a Sterilization Coefficient Model to measure adherence to the neutrality principle:
S = FX sales / Gold purchases

o Where S approximately 1 implies perfect neutrality.

e S>1 implies the CBU is dipping into reserves to defend the Soum (burning reserves).

e S <1 implies the CBU is accumulating reserves (allowing depreciation).

We also calculated the Correlation Coefficient ($r$) between the global gold price and the
monthly volatility of the UZS/USD exchange rate to test the hypothesis that "Gold dampens
volatility."

3. Results

3.1. The "Golden" Correlation

The data reveals a strong inverse correlation (r = -0.78) between gold prices and UZS volatility.
. 2024 Observation: In periods where gold prices averaged above $2,300/0z, the CBU’s
monthly FX sales averaged $850 million, and the Soum depreciated by an annualized rate of
only 3.2%.

. 2025 Divergence: In Q2 2025, a brief dip in gold prices coincided with a spike in
import demand. To maintain stability, the CBU’s Sterilization Coefficient S rose to 1.15,
indicating that the regulator sold more Dollars than it bought in gold, effectively intervening to
support the currency.

3.2. Depreciation Dynamics

Despite the trade deficit widening to ~8% of GDP in 2024, the Soum depreciated by only 4.7%
against the US Dollar [4]. This is significantly lower than the inflation rate (~8-9%), resulting
in a Real Effective Exchange Rate (REER) appreciation.

. Impact: While this shields the population from imported inflation (pass-through
effect), it renders Uzbek non-gold exports (textiles, agriculture) less competitive in global
markets.

4. Discussion

4.1. The "Neutrality Trap"

The results highlight a structural vulnerability: the CBU’s ability to sterilize liquidity is tethered
to the price of gold.

23



European Journal of Economics, Finance and Business Development
ISSN (E): 2938-3633

Volume 3, Issue 12, December - 2025

. Scenario A (High Gold): CBU has ample Dollars to sell. The Soum remains stable,
but the non-oil economy suffers from "Dutch Disease" (currency overvaluation).

. Scenario B (Low Gold): If gold prices fall by 20%, the CBU must cut FX sales by
20% to maintain neutrality. This would cause a "liquidity shock" in the local FX market,
forcing a sharp devaluation of the Soum.

. The Trap: To avoid Scenario B, the CBU is forced to intervene beyond neutrality (as
seen in Q2 2025), effectively turning a "floating" regime into a "managed" one.

4.2. The Psychological Anchor

The study finds that the exchange rate remains the primary anchor for inflation expectations in
Uzbekistan [6]. Even small depreciations trigger disproportionate price hikes in retail goods
(high pass-through effect). This "Fear of Floating" compels the CBU to smooth volatility more
aggressively than its "Inflation Targeting" mandate theoretically allows.

4.3. Absence of Hedging

A secondary finding is the near-total absence of corporate hedging [8]. Less than 5% of Uzbek
importers use forward contracts. This forces the CBU to be the sole provider of liquidity and
stability, exacerbating the systemic risk.

5. Conclusion

The "Neutrality Principle" has served as an effective bridge for Uzbekistan’s transition
economy, but it has reached its limits. The stability of the national currency is currently
"outsourced" to the London gold market.

To exit this "Neutrality Trap," policymakers must:

1. Deepen the Derivatives Market: The CBU must incentivize banks to offer currency
forwards/swaps, shifting the risk management burden from the state reserves to the private
sector.

2. Allow Asymmetric Volatility: The regulator should tolerate faster depreciation during
periods of low gold prices to break the market's psychological expectation of a "stable" Soum.
3. Decouple Liquidity: Gradually move toward sterilizing gold purchases via domestic bonds
(CBU notes) rather than solely through FX sales, decoupling money supply management from
the exchange rate.

References

Primary Data & Official Reports

1. Central Bank of the Republic of Uzbekistan (CBU). (November 2025). Monetary Policy
Guidelines for 2026—2028. Tashkent: CBU Press.

2. International Monetary Fund (IMF). (June 2025). Republic of Uzbekistan: 2025 Article
IV Consultation — Staff Report. Washington, D.C.: IMF Country Report No. 25/112.

3. World Gold Council. (2025). Central Bank Gold Reserves Survey 2025: Trends in
Sovereign Buying. London: WGC.

4. The State Committee of the Republic of Uzbekistan on Statistics. (2025). Foreign Trade
Turnover of Uzbekistan: January—September 2025. Tashkent.

24




European Journal of Economics, Finance and Business Development

ISSN (E): 2938-3633

Volume 3, Issue 12, December - 2025

5. Lafarguette, R., & Veyrune, R. (2021). Foreign Exchange Intervention Rule for Central
Banks: A Risk-Based Framework. IMF Working Paper WP/21/32.

6. Center for Economic Research and Reforms (CERR). (2024). Exchange Rate Pass-Through
to Domestic Prices in Uzbekistan: 2020-2024 Analysis. Tashkent: CERR Economic
Review, Vol. 12.

7. Eichengreen, B. (2023). The Sterling Trap and the Future of Reserve Currencies. (Adapted
context for commodity-backed currencies).

8. Asian Development Bank (ADB). (2024). Local Currency Bond Markets and Derivatives

in Central Asia. Manila: ADB.

25




