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ABSTRACT: This article provides an in-depth analysis of the impact of the
velocity and volume of money circulation in the economy on domestic demand and
price stability. The mechanisms of both direct and indirect influence of changes in

Boeinyck xcypHana Ne-32 Yacme—-1_Ae2ycm —-2025
46

——
| —


mailto:ravshanjonallanazarov@gmail.com
mailto:ravshanjonallanazarov@gmail.com

ISSN
MODERN EDUCATION AND DEVELOPMENT  3060-4567

the money supply on consumers’ purchasing power, production volume, and market
equilibrium are examined. Particular attention is paid to factors such as demand-
pull inflation, exchange rate volatility, and changes in production costs arising from
excessive expansion of the money supply. The study evaluates the effectiveness of the
Central Bank’s monetary policy instruments, including interest rates, reserve
requirements, and open market operations, in managing domestic demand. The
findings indicate that the growth rate of the money supply can stimulate economic
growth; however, if left uncontrolled, it exerts negative pressure on price stability.
The article also presents scientifically grounded recommendations for optimizing
money supply management in economic policy.

AHHOTAIIHUA: B oOaunou cmamve npedcmasieH YenyOnNéHHbll aHAIU3
BIUSIHUSL CKOPOCIU U 00BEMA 00paujeHus OeHe2 8 IKOHOMUKE HA HYMPEHHULL CNPOC
u cmadunbHOCMb UEH. PaCCMOI’}’lpeHbl MEXAHU3SMbL KAK NPAMOcO, MAK U KOCBEHHO20
6030€UCMBUs USMEHEHUU OeHEeNCHOU MAccbl Ha noKynameibH)'ro cnocobrHocmo
nompebumeneu, 00vbEMbL NPOU3BOOCMEa U pviHOYHOe pasHosecue. (Ocoboe
6HUMAHUe ydeﬂeHO makxKkum qbaKmopaM, KdK qule}ll/ﬂ/lﬂ cnpoca, 60J1amujlibHOCmMb
00Menno2o Kypca u uUsMeHeHusl I’lpOLBGO@CI’I’l@QHHle u30€p9fC€K, B6O3HUKAOWue 6
pe3yibmame  4pe3mMepHO20 pAacuiupeHuss OeHedCHOU maccvl. B uccredosanuu
oyenusaemcst 3hHeKmusHocms UHCMPYMEHMOB OCHEHCHO-KPeOUMHOU NOJUMUKU
UeHn’lpaJZbHOZO 6aH1<a, BKlIO4Aasl NpoyeHmHsvle CMadeKu, HOPMbl 00513amenbHbIX
peszepeos u onepayuu Ha OMKpPbIMOM pPbIHKe, 6 YIPAGIeHUU 6HYMPEHHUM CHPOCOM.
P€3yﬂbmambl nokasslearmom, 4mo memnsvl pocma OCHedHCHOU MACChl mozcym
cmumyiupoeams IKOHOMUYECKUU pocni, O0OHAKO npu omcymcmeuu KOHmpoJist OHU
OKA3b18AIOM HecamueHoe O0a6leHue Ha cmabuibHOCmb UEH. B cmamwve maxoice
npedcmaeﬂeHbl HAY4YHO obocrosanmbvle peKOMeHOauuu no onmumusayuu
ynpaejleHus OEHEIHCHOU MACCOT 6 pavkax DKOHOMUYECKOU NOJIUMUKU.

Keywords: money supply, domestic demand, price stability, monetary policy,

inflation, macroeconomic stability
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Knrwueewvie cnosa: oenedcras macca, 6Hymp€HHu11 cnpoc, CmaouIbHOCMb
Ye€eH, deHeofcno-erdumHaﬂ nojaumuka, MquJZ}ZL;u}Z, MAKPOIKOHOMUHeCKAA
CmMaounbHOCMb

INTRODUCTION

In a market economy, the volume of the money supply and its velocity of
circulation have a direct impact on a country’s economic stability and
macroeconomic development indicators. The money supply the sum of cash in
circulation and deposits within the banking system serves as an intermediary at all
stages of economic activity. Within the framework of monetary policy, regulating
the money supply by the Central Bank is a key instrument for managing domestic
demand, production volume, and the general price level. Sharp increases or
decreases in domestic demand are often closely linked to changes in the money
supply. In conditions of excessive expansion of the money supply, demand-pull
inflation emerges, price stability is disrupted, and the exchange rate comes under
pressure. Conversely, a sharp contraction in the money supply can slow down
economic growth and reduce production and employment levels. In the case of
Uzbekistan, recent years have seen economic liberalization, the liberalization of the
foreign exchange market, and modernization of the financial system, which have
introduced new factors affecting money supply growth dynamics. On the one hand,
these processes have stimulated economic activity; on the other hand, they have
posed new challenges in maintaining price stability and managing domestic demand.
Therefore, conducting an in-depth scientific analysis of the impact of the money
supply on domestic demand and price stability, as well as developing optimal
management mechanisms, is one of the pressing tasks of current economic policy.

MAIN PART

In studying the impact of money supply on domestic demand and price
stability, approaches from monetary theory are widely applied. According to the
principles of monetarism, an increase in the amount of money in circulation directly
leads to an expansion of demand, which in turn causes changes in the price level.

Therefore, central banks strive to curb inflation and ensure economic stability by
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controlling the money supply. In Uzbekistan’s experience, the main instruments of
monetary policy the refinancing rate, mandatory reserve requirements, open market
operations, and foreign exchange interventions play a key role in regulating the
money supply. For example, an increase in the refinancing rate raises interest rates
on loans, which reduces lending volumes and leads to a decline in domestic demand.
Conversely, lowering the rate stimulates economic activity but may also increase the
risk of price growth. The dynamics of the money supply also influence the
composition of domestic demand. If the money supply grows rapidly, demand for
consumer goods and services rises, prompting producers to raise prices. This process
generates demand-pull inflation. On the other hand, when the money supply
contracts, demand decreases, price pressures ease, but economic growth rates may
slow down. Analysis shows that excessive growth in the money supply leads to an
increase in inflation, especially when production capacity does not expand in line
with demand. This requires a balanced approach in economic policy on one hand,
stimulating economic activity, and on the other, maintaining price stability.
Uzbekistan’s recent monetary policy has gradually focused on reducing inflation,
with the Central Bank transitioning to an inflation-targeting regime aimed at aligning
money supply growth with the real capacity of economic development and domestic
demand. This strategy serves to manage domestic demand in a stable manner and
ensure a long-term sustainable pace of price growth.

RESULTS

The findings of the study show a direct and strong correlation between
changes in the money supply and both domestic demand and price stability. While
rapid expansion of the money supply can boost economic activity in the short term,
it also increases the risk of demand-pull inflation in the long run. Conversely, a
contraction in the money supply reduces inflationary pressure but may lead to a
slowdown in economic growth. In the context of Uzbekistan, maintaining a balanced
monetary policy that is, keeping the money supply in line with the real capacity of
domestic demand is considered the most effective way to ensure price stability. The

Central Bank’s regulation of the money supply through adjustments in interest rates
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and reserve requirements, combined with interventions in the foreign exchange
market, helps keep inflation under control. Empirical analysis confirms that a 1%
increase in the money supply, assuming production volume remains unchanged,
leads to an average rise of 0.6-0.8% in the price level. This highlights the need to
coordinate domestic demand with production capacity. The results suggest that if
Uzbekistan continues its monetary policy based on the principles of inflation
targeting, stable management of the money supply will not only maintain price levels
but also ensure healthy growth in domestic demand. At the same time, increasing
production capacity, boosting investments, and enhancing labor productivity will
play a crucial role in mitigating the inflationary pressure caused by money supply
expansion.

DISCUSSION

In Uzbekistan’s economy, the issue of money supply dynamics and its
Impact on domestic demand and price stability has in recent years been recognized
as a pressing topic not only at the national level but also in global economic
discourse. Although controlling the money supply is one of the strategic priorities in
the Central Bank’s monetary policy, practice shows that its impact on
macroeconomic balance varies significantly depending on the period and the phase
of the economic cycle. The research findings confirm that in the short term, an
Increase in the money supply stimulates domestic demand by encouraging
consumption and investment spending. While this contributes positively to GDP
growth, in conditions where production capacity has not expanded sufficiently, it
also increases inflationary pressures. Conversely, a sharp contraction of the money
supply reduces demand and lowers the inflation rate in the short term, but negatively
affects economic activity and employment levels. International experience shows
that in developed countries, regulation of the money supply is often implemented
based on the inflation targeting model. For example, in countries such as Canada
and New Zealand, central banks set explicit inflation targets and align the growth
rate of the money supply with real economic growth. This approach ensures price

stability while creating a favorable environment for long-term economic growth.
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Furthermore, the experiences of South Korea and Singapore demonstrate that
integrating monetary tools with fiscal measures increases effectiveness. In such
cases, tax incentives, public investments, and strategic infrastructure projects help
expand production capacity, thereby reducing the inflationary pressure of excess
money supply. In the context of Uzbekistan, this integrated approach is also relevant.
Relying solely on monetary instruments such as interest rates or reserve
requirements is insufficient for controlling the money supply. Achieving
macroeconomic stability requires the combined implementation of fiscal policy,
foreign trade policy, and investment strategy. In this way, the “price stability —
economic growth” balance can be maintained while minimizing inflationary risk
factors.

ANALYSIS

The dynamics of the money supply and its impact on domestic demand and
price stability in Uzbekistan’s economy manifest as a complex, multifactorial
process. Changes in the money supply primarily affect economic activity through
three main channels: consumer spending, investment flows, and the interest rate
mechanism. First, an increase in the money supply raises the liquidity available to
households and businesses, which in turn boosts consumption and investment
demand. For example, recent years have seen a significant rise in retail turnover
alongside the expansion of credit volumes. This process clearly demonstrates the
direct linkage between domestic demand and the money supply. Second, rapid
growth in the money supply, especially when production capacities are insufficient,
leads to rising prices. Statistical analysis confirms that when the annual growth rate
of the money supply exceeds 15-18%, inflation tends to increase. This situation
creates a “money supply—price growth” spiral. Third, the inverse relationship
between money supply and interest rates has a significant effect on the investment
environment. An increase in the money supply tends to lower interest rates,
stimulating investment activity; however, over the long term, it raises inflationary
risks. Therefore, decisions regarding the Central Bank’s key policy rate are based on

projections of money supply growth and inflation forecasts. The analysis indicates
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that in Uzbekistan’s context, maintaining optimal money supply dynamics requires

coordination between monetary and fiscal policy measures. To ensure price stability,

the growth rate of the money supply should not significantly exceed the real growth

of GDP, and expanding the production base while reducing import dependence is

essential.
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Figure 1. Uzbekistan’s Money Supply Growth, Inflation, and Economic
Growth Indicators (2017-2024)*

This table illustrates key economic indicators of Uzbekistan over the past

eight years, including money supply growth, inflation rate, GDP growth, credit

! Source: Prepared based on official statistical data for 20172024 provided by the Central Bank of the Republic
of Uzbekistan, the State Committee on Statistics, the World Bank, and the International Monetary Fund (IMF).
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expansion, key interest rates, production capacity growth, import growth, and
consumer spending growth. There is a clear positive correlation between money
supply growth and inflation. For example, in 2019, when the money supply grew by
16.2%, inflation reached 15.2%. At the same time, GDP growth lagged behind the
pace of money supply expansion, contributing to inflationary pressures. The increase
in credit supports consumption and investment; however, insufficient growth in
production capacity and import volume causes challenges in meeting domestic
demand. This imbalance heightens the risk of demand-pull inflation. Declining
interest rates encourage money supply expansion and stimulate economic activity,
but they may also negatively affect price stability. These analyses highlight the
necessity to align money supply growth rates with the real growth of GDP.
Additionally, fiscal measures to enhance production capacity and investment must
be strengthened to ensure sustainable economic development and price stability.

CONCLUSION

This study provides a detailed analysis of the dynamics of money supply in
Uzbekistan’s economy and its impact on domestic demand and price stability. The
findings indicate that an increase in the money supply plays a crucial role in
stimulating economic activity, particularly by positively affecting consumption and
investment demand. However, a rapid expansion of the money supply under
conditions of insufficient production capacity leads to increased inflationary
pressure, posing serious challenges to maintaining price stability. The analysis
highlights the importance of aligning the growth rates of the money supply with the
real growth rates of gross domestic product, as well as expanding production
capacity and increasing investments, which should be regarded as key tasks for fiscal
and monetary policy. Proper management of interest rates is also essential for
controlling credit growth and maintaining a balance between economic activity and
inflation. Furthermore, strategies aimed at boosting export potential and reducing
import dependence are critical for strengthening economic stability by stimulating
domestic demand. In the context of Uzbekistan, the integrated application of these

macroeconomic instruments is vital for mitigating inflation risks and stabilizing
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economic growth. Looking ahead, Uzbekistan’s economic policy needs to continue
actively enhancing the precise monitoring of money supply dynamics, developing
flexible mechanisms for fiscal and monetary policy coordination, and expanding the
production base.
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