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THE IMPACT OF INFLATION AND EXTERNAL
ECONOMIC SHOCKS ON THE NATIONAL
ECONOMY

Suvonov Tolmasjon Faxritdinovich
Tashkent State University of Economics

tolmasjon1212@gmail.com

Abstract. This thesis analyzes the impact of inflationary processes and external economic shocks on the national
economy. The study examines the causes of inflation, the transmission channels of external shocks, mechanisms for
ensuring price stability, and inflation control policies in Uzbekistan.

Keywords: inflation, external economic shocks, price stability, monetary policy, economic growth, transmission channels.

Annotatsiya. Ushbu tezisda inflyatsion jarayonlar va tashqi igtisodiy shoklarning milliy igtisodiyotga ta’siri tahlil gilinadi.
Tadgiqgotda inflyatsiyaning yuzaga kelish sabablari, tashqgi shoklarning uzatish kanallari, narxlar bargarorligini ta’minlash
mexanizmlari hamda O‘zbekistonda inflyatsiyani nazorat gilish siyosati o‘rganilgan.

Kalit so'zlar: inflyatsiya, tashqi iqtisodiy shoklar, narxlar bargarorligi, monetar siyosat, igtisodiy o‘sish, uzatish kanallari.

AHHOTauus. B gaHHOM Tesnce aHann3npyeTca BnndaHune MHNALUMOHHBIX MPOLIECCOB M BHELUHEIKOHOMUYECKMX LLOKOB
Ha HaUuWMOHalbHYO 3KOHOMMWKY. B uccnepgosaHum N3y4eHbl NPUYnNHbI MHNAUUK, KaHanbl nepefayn BHELLUHUX LUOKOB,
MeXxaHU3Mbl 06ecrneyeHnsi LLeHOBOW CTabuIbHOCTK, a Takke NnonuTmka KOHTPONSA MHGNALMK B Y3bekncraHe.

KntoueBble crnosa: VIHq)J'IHLl,I/Iﬂ, BHELLHE3KOHOMMNYEeCKne LOoKKU, LieHoBas CTabunbHOCTb, MOHEeTapHaa nonnTuka,
3KOHOMMNYECKUN POCT, KaHanbl nepegayu.

INTRODUCTION

Inflation is one of the most pressing issues in the modern economy, and its formation is influenced by both
internal and external factors. External economic shocks — particularly fluctuations in global energy prices,
increases in the prices of imported goods, exchange rate volatility, and economic instability in neighboring
countries — directly affect the national economy.

Understanding the relationship between inflation and external shocks is of significant importance for
central banks and ministries of finance. Especially in an open economy, external shocks can rapidly influence
the domestic price level. The economy of Uzbekistan is also affected by external economic processes, as its
development is closely connected with import and export activities.

In recent years, the inflation rate in Uzbekistan has demonstrated noticeable changes. In particular,
inflation amounted to 10.0% in 2021, 12.3% in 2022, 8.8% in 2023, and 9.0% in 2024. The fluctuation of these
indicators reflects the influence of both domestic and external economic factors. Therefore, implementing an
effective inflation control policy and strengthening resilience against external shocks remain important priorities
for ensuring macroeconomic stability.

Milton Friedman is considered one of the leading scholars in the analysis of inflation theories. In his works,
he emphasized that inflation is “always and everywhere a monetary phenomenon,” scientifically substantiating
that excessive growth in the money supply leads to an increase in the general price level.

Researchers such as Laurence Ball and N. Gregory Mankiw conducted important studies on the impact
of external shocks on the domestic economy. In their research, they analyzed price stickiness and shock
transmission channels, explaining the mechanisms through which external economic shocks influence the
national economy.

Lutz Kilian made significant scientific contributions to the study of the relationship between energy prices
and inflation. In his research, he examined the effects of oil price fluctuations on macroeconomic indicators,
including inflation and economic growth. Kilian explained that energy shocks are transmitted through channels
such as household consumption and production costs.
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International Monetary Fund and Bank for International Settlements have also carried out extensive
research on combating inflation and mitigating the effects of external shocks. These organizations recommend
that central banks maintain institutional independence, pursue transparent monetary policies, and implement
inflation-targeting regimes to strengthen macroeconomic stability.

Local scholars and researchers also play an important role in studying inflationary processes and the impact
of external shocks in Uzbekistan. Their studies analyze the factors influencing inflation formation in the country
and develop proposals aimed at ensuring price stability and improving the effectiveness of macroeconomic
policy.

Inflationary processes arise due to a combination of various internal and external factors. External factors
include fluctuations in global commodity prices, increases in energy prices, higher costs of imported goods,
and exchange rate volatility. These factors directly influence domestic production costs and consumer prices,
especially in economies that are closely integrated into international trade.

Internal factors include growth in the money supply, budget deficits, production imbalances, and pricing
pressures associated with limited competition in certain sectors. In particular, excessive monetary expansion
without corresponding growth in production capacity may increase aggregate demand and contribute to higher
inflationary pressures. At the same time, structural constraints in production and supply chains can also affect
price stability.

The interaction of these factors influences the overall inflation environment and macroeconomic stability.
Therefore, maintaining balanced monetary and fiscal policies, supporting competitive market conditions, and
strengthening domestic production capacity are considered important measures for ensuring sustainable price
stability (Figure 1.).

=@~ Inflation (Uzbekistan)
16 - -l Energy Price Growth

14 -

12.3%

12+

10 4

Rate (%)

2020 2021 2022 2023 2024 2025

Years

Figure 1. Dynamics of inflation and energy prices (2020-2025)!

The impact of external shocks on the national economy is transmitted through several important channels.

First, through the import prices channel, increases in the prices of imported goods and raw materials
contribute to a rise in the domestic price level. This is especially significant for economies that rely on imports
for consumer goods, equipment, or energy resources.

Second, through the export revenues channel, changes in external market conditions influence the income
of exporting enterprises. Fluctuations in global demand and commodity prices may affect export earnings,
investment activity, and overall economic growth.

Third, through the exchange rate channel, changes in the value of the national currency influence both
import and export prices. Exchange rate volatility can increase the cost of imported products while also affecting
the competitiveness of domestic producers in international markets.
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Fourth, through the energy prices channel, increases in global energy prices lead to higher production and
transportation costs. As a result, these changes may contribute to broader inflationary pressures across various
sectors of the economy.

These transmission mechanisms demonstrate that external economic shocks can influence macroeconomic
stability through multiple interconnected pathways. Therefore, strengthening economic resilience, diversifying
production, and implementing effective monetary and fiscal policies remain important priorities for mitigating the
effects of external shocks (Figure 2).
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Figure 2. Impact of external shock transmission channels (2022 vs 2024)?

In Uzbekistan, several measures should be taken to control inflation and ensure price stability. First,
the Central Bank should pursue an independent, consistent, and transparent monetary policy. Second, it is
important to maintain effective control over the state budget and strictly avoid excessive monetization of budget
deficits.

Third, the domestic market should be strengthened through the development of agriculture, energy, and
transport sectors. These measures can help reduce supply-side pressures and support stable production.
Fourth, price rigidity can be reduced through economic diversification and the improvement of the competitive
environment.

Overall, these measures can contribute to lowering inflationary pressures, strengthening macroeconomic
stability, and increasing the resilience of the national economy to external shocks.

CONCLUSION AND RECOMMENDATIONS

This study analyzed the impact of inflationary processes and external economic shocks on the national
economy. The analysis showed that inflation is a complex and multifactorial process influenced by both internal
and external factors.

The impact of external shocks on the domestic economy is transmitted through several main channels,
including import prices, export revenues, exchange rates, and energy prices. These channels are particularly
relevant for Uzbekistan, as its economy is developing in an open economic environment.

To control inflation and strengthen resilience against external shocks, it is necessary to improve monetary
policy, maintain strict control over the state budget, promote economic diversification, and enhance the
competitive environment. Future research should focus more deeply on inflation transmission mechanisms, the
effectiveness of monetary policy, and ways to increase the resilience of the national economy.
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