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ABSRTACT 
 

In the last two decades, corporate governance issues have become the most popular 
research areas in the global financial system due to the worldwide financial crises. During 
these periods, Uzbekistan has also paid more attention for corporate governance issues 
in the financial sector development by accepting several financial reforms and policies; 
however, most banks are still underdeveloped in corporate governance practices. Since 
Uzbekistan’s economy is the bank-dominated economy, its development highly relies on 
the soundness of banking sector. But unfortunately, there is a lack of related academic 
works and studies to corporate governance issues in banking sector soundness in case 
of Uzbekistan. For this reason, this paper empirically studies the relationship between 
corporate governance of banks and banking sector soundness in Uzbekistan through 
stock market development. In this paper, we employ a multiple regression model with 
panel data for 29 banks of Uzbekistan over the period of 2003 to 2017. To carry out our 
investigation, we use the multiple regression model on the natural logarithm of the Z-
score to measure the effects of internal and external corporate governance on banking 
sector soundness in Uzbekistan. The main results of this paper are that internal and 
external corporate governance do not directly impact on the soundness of the banking 
sector in both short-run and long-run. More interestingly, external corporate governance 
along with stock market jointly impacts on the soundness of banking sector for the 
analyzed period in Uzbekistan. However, internal corporate governance of banks does 
not fully work in the banking system. To sum up, we find that corporate governance itself 
is not enough for increasing the soundness of banking sector, stock market development 
is also considered as a key driver for improving on the soundness of banking sector in 
Uzbekistan. 
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1. INTRODUCTION 
 
In recent years, Uzbekistan’s financial system has also experienced through tremendous changes in the 
financial market due to the worldwide the financial crises. As a matter of fact, corporate governance 
issues are researched as main sources of the financial crises in recent numerous financial studies have 
brought great attention to prevent further occurring similar ones in globe. Furthermore, during the 1990s 
and early 2000s bank governance in the world countries was enormously changed, mainly due to bank 
ownership structure was altered, such as privatization, mergers and acquisitions (Berger et al. 2005). 
Thus, corporate governance becomes one of the most important research topics in the international 
financial system, since corporate governance of banks will directly and indirectly influence on the 
performance of banking sector (Binh and Giang, 2012). Over the last two decades, Uzbekistan has also 
paid more attention for corporate governance issues in the financial sector development by accepting 
several financial reforms and policies; however, most banks are still underdeveloped in corporate 
governance practices. More importantly, effective corporate governance of banking system is a key driver 
to banking sector soundness itself and to provide macroeconomic and financial stability of the country 
(Andres and Vallelado, 2008) as well as achieving a strong confidence in front of foreign investors, 
customers and depositors in the banking system. On the other hands, Daily and Dalton (1992) confirmed 


