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Abstract. This article analyzes the structure and dynamics of credit services provided by commercial
banks in the Republic of Uzbekistan. The study examines the main areas of the lending system, including the
financing of small businesses, consumer loans, mortgage loans, and digital lending processes. In addition, the
article considers existing problems in lending practice and proposes ways to address them.

Keywords: commercial banks, lending, loan portfolio, mortgage loan, consumer loan, digital banking
services, credit risks, financial literacy.

AHHOTauusA. B ctatbe aHanM3upyrTcs CTPYKTypa M AMHAMUKa KPEOUTHbIX YCNyr, NpenocTaBnsieMblxX
Kommepyeckumn GaHkamyn Pecnybnukm Y3bekuctaH. K3yyaloTcd OCHOBHbIE HamnpaBreHuUsi CUCTEMbI
KpeaMTOBaHUsl, BKMYas UHaHCUMpoBaHWE Marnoro Ou3Heca, MNoTpebuTENbCKME KpeauTbl, WMNOTEYHOe
KpeavMTOBaHWe, a Takke NpoLecchl LMGPOBOro KpeaMToBaHus. Kpome Toro, paccMaTpuBatoTCcsl CyLLECTBYOLME
npobnembl KPEAUTHON NPaKTUKN 1 NpeanaraTcs NyTu UX peLLeHust.

KnroueBble cnoBa: KoMMep4yeckne OaHKu, KpeauToBaHWE, KPeOUTHbIA nopTdenb, UMOTEYHbIA KPEeauT,
NnoTpedbUTENBLCKUIN KPeauT, LMpoBble GaHKOBCKME YCIYrX, KPEAUTHbIE PUCKU, (DUHAHCOBAsi TPaMOTHOCTb.

INTRODUCTION

In the context of globalization, the banking system is one of the most important sectors of the economy
[17]. As a result of ongoing reforms and modernization measures implemented in the Republic of Uzbekistan,
the lending activities of commercial banks have reached a new stage of development [8]. Credit services play
an important role in stimulating economic growth, attracting investment, and improving the living standards of
the population [17].

LITERATURE REVIEW

A number of laws and subordinate regulatory documents related to the research topic were examined in
detail. In particular, the adoption of the new edition of the Law of the Republic of Uzbekistan “On the Central
Bank of the Republic of Uzbekistan” dated November 11, 2019, as well as the new edition of the Law of the
Republic of Uzbekistan “On Banks and Banking Activity” dated November 5, 2019, indicates that the banking
and financial sector of the country is being consistently reformed. As a result, a number of measures are
being implemented to create the necessary legal conditions for conducting modern banking activities and
strengthening the competitive environment in this sector [1; 2; 8].

In addition, the adoption of the Law of the Republic of Uzbekistan No. LRU-765 “On Non-Bank Credit
Organizations and Microfinance Activities” dated April 20, 2022, systematized the norms regulating the activities
of microcredit organizations, pawnshops, and mortgage refinancing organizations that have the right to carry
out certain types of financial operations. The law also defines the list of financial services provided by non-bank
credit organizations, taking into account the specific features of their activities [4].

The Law of the Republic of Uzbekistan “On Payments and Payment Systems” dated November 1, 2019,
also plays an important role in the development of the financial services market [3]. This law serves as the legal
basis for regulating relations between individuals and legal entities that act as payment service providers and
payment service users in the process of making payments and providing payment services.

One of the important issues of the credit mechanism is the organization of reserve allocations intended
to cover possible losses arising from loans [10]. According to Instruction No. 2696 of the Central Bank of
the Republic of Uzbekistan dated July 14, 2015, “On the Procedure for Classifying the Quality of Assets in
Commercial Banks and Forming and Using Reserves to Cover Possible Losses on Assets”, the transfer of
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“hopeless” assets and accrued interest on them from balance sheet accounts to off-balance-sheet accounts
does not mean the cancellation of debts on these assets and interest on them. Therefore, such debt and
accrued interest must be reflected in off-balance-sheet items for a period of not less than five years from the
date of transfer to these accounts.

If the debt on an asset recorded in off-balance-sheet items is not paid by the debtor within five years after
being transferred to these accounts, despite all measures taken by the commercial bank to collect the debt, the
asset, including both the principal debt and accrued interest, may be written off based on the decision of the
Council of the commercial bank approved at the general meeting of shareholders.

Reserve allocations are formed for all five categories of classified loans, and the rates are established as
follows: standard loans — 1%,; substandard loans — 10%; unsatisfactory loans — 25%; doubtful loans — 50%;
and hopeless loans — 100%.

Another important issue of the credit mechanism is the establishment of prudential requirements for the
lending activities of commercial banks by the authorities supervising the banking sector. In accordance with
the Law “On the Central Bank of the Republic of Uzbekistan”, the Central Bank establishes restrictions on
transactions with persons related to banks, including the granting of loans to such persons. It also determines
the procedure for calculating prudential standards and the permissible values of these standards for banks,
including systemically important banks, as well as banking groups, microfinance organizations, and mortgage
refinancing organizations.

RESEARCH METHODOLOGY

In order to assess the current state of the credit mechanism, this study analyzes indicators characterizing
the structure and dynamics of loans issued by commercial banks, as well as their profitability and credit risk
levels.

The analysis is based on official statistical data from the Central Bank of the Republic of Uzbekistan and
financial statement data from the commercial banks selected as the objects of the research [11; 12; 15; 16].

ANALYSIS AND RESULTS

Table 1
Structure of assets of commercial banks of the Republic of Uzbekistan, in percent?
Asset structure 2020 2021 2022 2023 2024
Cash assets, including: 17.3 18.1 20.0 15.1 16.3
Cash in hand and other payment documents 2.7 24 3.5 23 3.1
Funds in the Central Bank 5.1 71 6.6 3.7 5.1
Funds in other resident banks 3.6 3.0 3.1 3.9 3.7
Funds in other non-resident banks 5.9 5.6 6.8 5.2 4.4
Investments in securities 2.6 4.4 5.7 5.0 5.0
Liabilities on customers’ financial instruments 0.4 0.3 0.3 0.4 0.5
Loans 73.8 71.1 68.1 71.2 70.2
Fixed assets 2.3 25 26 29 3.0
Accrued interest on assets 2.2 21 22 3.1 3.0
Other assets 1.4 1.5 1.1 2.3 2.0
Total assets 100.0 100.0 100.0 100.0 100.0

As can be seen from the data in Table 1, loans accounted for the largest share of the total assets of
commercial banks in the Republic of Uzbekistan during 2020-2024. This indicates that lending remained the
main area of activity for commercial banks in the country during the analyzed period.

The data in Table 1 also show that investments in securities accounted for a relatively small share of
the assets of commercial banks in Uzbekistan in 2020—-2024. From the perspective of diversifying banking
activities and strengthening the role of banks in the development of the national economy, this situation requires
further improvement. In developed countries, investments in securities are considered an important condition
for ensuring the financial stability and liquidity of commercial banks.

The sectoral structure of loans is analyzed in Table 2.

1 author’s development
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geelgtlgril structure of loans of commercial banks of the Republic of Uzbekistan, in percent?
Sectors 2020 2021 2022 2023 2024
Industry 36.9 36.0 32.5 29.7 28.8
Agriculture 101 10.7 10.8 10.0 9.4
Construction 2.7 2.8 2.7 26 24
Trade and general services 7.2 8.4 7.4 6.9 7.2
Transport and communication 9.6 8.8 7.6 7.3 6.2
Material and technical supply 1.4 1.2 1.0 0.9 0.8
Housing and communal services 14 0.7 0.5 0.5 0.4
Individuals 19.8 213 259 31.5 33.3
Other sectors 10.9 10.0 1.7 10.6 11.5
Total loans 100.0 100.0 100.0 100.0 100.0

Itis evident from the data presented in Table 2 that, during 2020-2024, loans issued to industrial enterprises
accounted for the largest share in the sectoral structure of loans provided by commercial banks in the Republic
of Uzbekistan.

The data in Table 2 also show that loans issued for material and technical supply, as well as for housing
and communal services, accounted for a relatively small share in the sectoral structure of commercial bank
loans during the analyzed period. This can be explained by the relatively low profitability of these sectors and
the existence of state support mechanisms for them.

The above circumstances indicate the need to further diversify the loan portfolios of commercial banks by
sectoral characteristics.

In order to deepen the analysis, the lending practices of JSC National Bank for Foreign Economic Activity
of the Republic of Uzbekistan and JSCB “Asakabank” are examined below (Table 3).

Table 3
Amount and level of loans of the NBU “National Bank” 3

Indicators 2020 2021 2022 2023 2024

Loans, billion soums 65,597.9 74,033.5 89,410.1 99,423.3 108,014.2

Share of loans in the \;olume 821 82.3 74.6 78.0 80.0
of gross assets, %

As can be seen from the data presented in Table 3, loans accounted for a significant share of the total
assets of the NBU “National Bank” during 2020-2024 [15].

However, during the analyzed period, the share of loans in gross assets showed a downward trend. This
can be explained by the increase in the share of investments in securities within the structure of gross assets.

The data in Table 3 also indicate that the share of loans in the total assets of the NBU “National Bank”
increased in 2020-2021, while the most significant decline in this indicator occurred in 2022 compared with
2021. In 2022—-2024, the dynamics of this indicator reflected changes in the structure of the bank’s assets and
the gradual diversification of its investment activities.

In order to continue the analysis, the lending practice of another commercial bank selected as a research
object, JSCB “Asakabank”, is examined below (Table 4).

2 author’s development
3 author’s development
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Table 4
Amount and level of loans of J[SCB “Asakabank” *
Indicators 2020 2021 2022 2023 2024
Loans, billion soums 34,122.3 37,685.4 36,741.7 39,213.3 38,717.3

Share of loans in the

volum of gross assets, % 75.0 74.2 71.8 67.6 66.6

The analysis of the data presented in Table 4 shows that, during 2020—2024, loans accounted for a
significant share of the total assets of JSCB “Asakabank”. However, over the same period, the share of loans
in total assets showed a declining trend [16]. This can be explained by the increase in the share of investments
in securities within the bank’s asset structure during the analyzed period.

The data in Table 4 also show that the total volume of loans issued by JSCB “Asakabank” increased during
2020-2024. This trend can be considered positive from the perspective of improving the bank’s credit service
practices.

The growth in the loan volume of JSCB “Asakabank” during 2020-2024 can be explained by the following
three factors:

Active participation of JSCB “Asakabank” in state programs [7]. As a state-owned bank, Asakabank has
actively participated in financing state programs, which played an important role in increasing the volume of its
loans.

Increase in the prices of goods and services used as lending objects under the influence of inflation.
Inflation-driven price increases in lending objects contributed to the growth of the loan volumes of commercial
banks.

Depreciation of the national currency against foreign currencies [14]. As a result of exchange-rate
depreciation, the national-currency equivalent of loans issued in foreign currencies increased at a relatively
high rate.

Based on the data presented in Table 4, it can be concluded that the share of loans in the gross assets of
JSCB “Asakabank” declined during 2020—2024. This was mainly due to the increase in the share of investments
in securities and cash funds held in Nostro correspondent accounts within the structure of gross assets.

One of the indicators characterizing the improvement of banks’ credit services is the positive change in the
structure of classified loans during the analyzed period (Table 5).

g?rbulitire of classified loans of the NBU “National Bank”, in percent®
Indicators 2020 2021 2022 2023 2024
Standard loans 88.31 84.85 73.39 50.52 49.18
Substandard loans 8.86 10.69 23.66 46.36 47.79
Unsatisfactory loans 1.06 1.55 0.54 0.72 0.87
Doubtful loans 0.46 0.51 0.73 0.63 1.00
Hopeless loans 1.31 2.41 1.69 1.76 1.16
Total 100 100 100 100 100

The results of the analysis show that, according to the data presented in Table 4, the structure of classified
loans of the NBU “National Bank” changed significantly during 2020—-2024. In particular, in 2024, compared with
2020, the share of standard loans in the total volume of classified loans decreased by 39.13 percentage points.
At the same time, the share of substandard loans increased by 38.93 percentage points.

4 author’s development
5 author’s development
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During the analyzed period, the shares of unsatisfactory and hopeless loans in the total volume of classified
loans showed unstable dynamics. In addition, the share of doubtful loans increased by 0.54 percentage points

in 2024 compared with 2020 (Table 6).

Table 6

Amount and level of reserve allocations intended to cover losses from loans in the NBU “National Bank” ¢

assets (%)

Indicators 2020 2021 2022 2023 2024
Amount of reserve aIIocatlor?s. intended to 1,536.3 28815 3,012.1 6.116.7 53597
cover losses from loans, billion soums
Level of reserve allocations intended to
cover losses from loans relative to gross 1.9 3.2 25 4.8 4.0

As can be seen from the data in Table 5, during 2020-2024, the amount of reserve allocations intended
to cover loan losses at the NBU “National Bank” and their share in total assets showed an upward trend.
This situation can be explained by the changes in the structure of classified loans during the analyzed

period.

An increase in the share of higher-risk classified loans leads to a rise in reserve allocations intended
to cover possible loan losses. This, in turn, affects loan profitability and may reduce the amount of net

profit.

Above, the structure of classified loans of the NBU “National Bank” was analyzed. The following table,
Table 7, examines the structure of classified loans of JSCB “Asakabank”. It should also be emphasized that
positive changes in the structure of classified loans during the analyzed period indicate an improvement in the

quality of banks’ credit services (Table 7).

Table 7

Structure of classified loans of JSCB “Asakabank”, in percent’

Indicators 2020 2021 2022 2023 2024
Standard loans 86.91 92.03 85.95 93.80 92.24
Substandard loans 9.84 3.14 9.40 1.78 3.24
Unsatisfactory loans 0.67 3.20 2.66 3.27 4.25
Doubtful loans 1.04 0.81 1.33 1.07 0.20
Hopeless loans 1.54 0.82 0.66 0.08 0.07
Total 100 100 100 100 100

It can be seen from the data presented in Table 7 that the structure of classified loans of JSCB “Asakabank”
changed positively during 2020-2024. In particular, in 2024, compared with 2020, the share of standard loans
in the total volume of classified loans increased by 5.33 percentage points, while the share of hopeless loans

decreased by 1.47 percentage points.

At the same time, the share of substandard loans decreased by 6.6 percentage points in 2024 compared
with 2020. However, during the analyzed period, the share of unsatisfactory loans increased by 3.58 percentage
points. The share of doubtful loans in the structure of classified loans showed unstable dynamics during 2020—

2024 (Table 8).

6 author’s development
7 author’s development
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Table 8
Amount and level of reserve allocations intended to cover losses from loans in JSCB “Asakabank” 8

Indicators 2020 2021 2022 2023 2024

Amount of reserve allocations intended to

. 1,234.4 1,326.0 1,315.4 1,393.3 1,073.9
cover losses from loans, billion soums

Level of reserve allocations intended to
cover losses from loans relative to gross 27 2.6 26 24 1.8
assets (%)

As can be seen from the data presented in Table 8, during 2020-2024, the amount of reserve allocations
intended to cover loan losses at JSCB “Asakabank” and their share in total assets showed a declining trend.
This situation can be explained by the improvement in the structure of classified loans during the analyzed
period.

An improvement in the structure of classified loans in the loan portfolio of commercial banks leads to a
decrease in reserve allocations intended to cover possible loan losses. This, in turn, has a positive impact on
loan profitability and contributes to an increase in net profit.

The depreciation of the national currency may increase the cost of credit resources and affect general
economic and financial activity by raising the financial burden on the population, businesses, and entrepreneurs.

From this perspective, the dynamics of the nominal exchange rate of the national currency, the soum,
against the US dollar are analyzed by year in Figure 1.

31.12.2024-y. 12 920,48

31.12.2023-y.

12 338,77

31.12.2022-y.

11225,46

31.12.2021-y. 10 837,46

31.12.2020-y. 10 476,92

- 2 000,00 4 000,00 6 000,00 8 000,00 10 000,00 12 000,00 14 000,00

Figure 1. Nominal exchange rate of the national currency, the soum, against 1 US dollar, in soums®

As can be seen from the data presented in Figure 2, during 2020-2024, the depreciation of the national
currency, the soum, against the US dollar remained significant and showed a steady upward trend. This led to
a rapid increase in the national-currency equivalent of loans issued in foreign currency.

Another important indicator characterizing the development level of credit services is the ratio of reserve
allocations intended to cover possible loan losses to total assets (Figure 2).

8 author’s development
9 author’s development
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Figure 2. Level of reserve allocations intended to cover losses from loans
relative to gross assets in JSCB “Asakabank” and the NBU “National Bank”, %"

The data presented in Figure 2 show that, during 2020-2024, the ratio of reserve allocations intended to
cover possible loan losses to total assets in JSCB “Asakabank” and the NBU “National Bank” was higher than
the normative level of this indicator. The normative level of this indicator is considered to be 1.0%. This situation
indicates the need to further improve the quality of credit services in these banks.

An increase in reserve allocations intended to cover possible loan losses may negatively affect the liquidity
and financial stability of commercial banks. This is explained by two main factors. First, an increase in such
allocations indicates a deterioration in the quality of the loan portfolio. Second, the growth of reserve allocations
reduces the net profit of commercial banks, thereby limiting their capacity to expand lending and maintain
financial stability (Table 9).

Table 9
Average interest rate on loans issued in national currency by commercial banks of the
Republic of Uzbekistan, the refinancing rate of the Central Bank, and the annual inflation rate, in percent!!

Indicators 2020 2021 2022 2023 2024

Interest rate on commercial bank loans 22.3 20.8 21.9 231 23.7
Central Bank refinancing rate 14.0 14.0 15.0 15.0 14.0
Annual inflation rate 1.1 10.0 12.3 8.7 9.8

The analysis of the data presented in Table 9 shows that, during 2020—2024, the average annual interestrate
on loans issued in the national currency by commercial banks of the Republic of Uzbekistan remained relatively
high. Moreover, in 2024, this indicator increased significantly compared with 2020. From the perspective of
improving banks’ lending practices, this situation requires further attention [13].

As can be seen from Table 9, the refinancing rate of the Central Bank remained relatively high during 2020—
2024. This can be explained by the high inflation rate observed during the same period. Under conditions of

10  author’s development
11 author’s development
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elevated inflation, the Central Bank has limited opportunities to reduce the refinancing rate, since an excessive
reduction may contribute to further inflationary pressure.

The data in Table 9 also show that the inflation rate in the Republic of Uzbekistan remained high during
2020-2024. At the same time, in 2023—-2024, inflation declined compared with 2020-2022. However, in 2024,
the inflation rate increased by 1.1 percentage points compared with 2023.

CONCLUSION AND RECOMMENDATIONS

Lending is one of the main areas of activity of commercial banks in the Republic of Uzbekistan. The role of
banks in the development of the national economy is reflected primarily in their provision of credit resources to
enterprises in the real sector of the economy.

One of the key issues of the credit mechanism is the establishment of requirements for loan collateral,
including pledge collateral. Another important issue is the organization of reserve allocations intended to cover
possible losses arising from loans.

During 2020-2024, loans accounted for the largest share of the total assets of commercial banks in the
Republic of Uzbekistan. This indicates that lending remained the main direction of banking activity during the
analyzed period.

In recent years, the practice of credit services provided by commercial banks in Uzbekistan has developed
significantly [8]. Digitalization processes, state policy measures, and increasing competition among banks are
contributing to the improvement of the efficiency of this sector. In the future, further improvement of the lending
system will play an important role in ensuring sustainable economic growth.
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