ISSN 2304-1692 ®IHAHCOBUW NPOCTIP 2021 No 1 (41)

DOI: https://doi.org/10.18371/fp.1(41).2021.476365

JEL Classification F 36, G 20

DEVELOPMENT OF THE BANKING SYSTEM OF THE REPUBLIC OF
UZBEKISTAN IN THE CONDITIONS OF ECONOMIC REFORM

ZAYNALOV Djaxongir
Doctor of Economics, Professor

Samarkand Institute of Economics and Service
ORCID ID: https://orcid.org/0000-0001-5141-544X

e-mail: dz50@mail.ru

KHOTAMKULOVA Madina
Student of Samarkand Institute of
Economics and Service

e-mail:khotamkuloval8madina@gmail.com

Abstract. The article analyzes the current
situation in the banking sector of Uzbekistan,
shows the presence of a number of systemic
problems that impede development of the bank-
ing sector in accordance with economic trans-
formations and needs of society. The necessity
of reformation the banking system of the country
is scientifically substantiated, the main direc-
tions are determined and the effectiveness of its
implementation is assessed.
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Formulation of the problem. The
banking system of Uzbekistan is an inte-
gral part of the country's financial sys-
tem, is the circulatory system of the
economy. The development of the bank-
ing and financial system in our country,
increasing stability, effective cash flow is
one of the necessary conditions for the
openness and competitiveness of the
economy. The development of banking

AHHOTAUMA. B cmamve ananusupyemcs me-
Kywas cumyayus 8 OaHKOBCKOM cekmope Y30e-
KUCMAHA, NOKA3AHO HAauyue psiod CUCTEeMHbIX
npobiem, NPensmcmeywux paseumuio OaH-
KOBCKO20 CEeKMopa 6 COOMBEmMCmeuu ¢ KOHO-
MUYECKUMU Npeodpazosanusimu u nompeoHoc-
mamu oowecmea. Hayuno obocnosano neodoxo-
oumocmos  pehopmuposanusi O6AHKOBCKOU CUC-
membl CIMpaHvl, onpeoeneHbl OCHOBHbLE HANPAs-
JIeHUsl ee peanu3ayuu no NoGululeHUur 3¢pgex-
musHocmu u obecneyeruro GuUHaAHco8oU cma-
OUIbHOCMU OAHKOBCKOU CUCMEMbL, CHUNCEHUO
20Cy0apcmeenHoll 00U 8 6AHKOBCKOM CeKmope,
NOBbIULEHUIO OOCMYNHOCMU U KA4ecmea uHaH-
COBBIX YCILye.

KawueBble cJI0Ba: MOOepHU3ayusi 3KOHO-
MuKu, uHancooe nocpeonuyecmeo, OAHKOS-
cKas cucmema, ynpasieHue puckamu 8 OaHKax.

infrastructure is a factor that ensures the
consistency of an effective mechanism
associated with the flow of financial re-
sources moving between economic enti-
ties, satisfying their financial needs.
Therefore, reforming the banking system
based on the development of the finan-
cial market, expanding the sphere of ser-
vices in banks, as well as attracting mon-
ey from the population to bank savings is
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one of the priority tasks for the develop-
ment of the country's economy. As part
of the implementation of the State Pro-
gram, approved by the Decree of the
President of the Republic of Uzbekistan
“On the Strategy for Reforming the
Banking System of the Republic of Uz-
bekistan for 2020-2025” [1], a Compre-
hensive Plan of Measures for Reforming
the Banking System was developed and
approved, and it yielded results. At the
same time, an analysis of the current sit-
uation in the banking sector shows the
presence of a number of systemic prob-
lems that impede the development of the
banking sector in accordance with eco-
nomic transformations and the needs of
society, such as a high share of the state's
presence in the banking sector, insuffi-
cient quality of management and risk
management in banks with state partici-
pation, low level of financial intermedia-
tion in the economy.

Analysis of recent research and pub-
lications. For the study, the works of
domestic and foreign scientists were
studied: A.V. Vakhobov, E.J.Dolan,
E.F. Zhukov, J.R. Zainalov, A.V. Kotov,
O.l. Lavrushina, V. Ten etc.

The purpose of the article. The hy-
pothesis of the work consists in the scien-
tific substantiation of reforming the
country's banking system and assessing
the effectiveness of its implementation.
The practical significance of the work
lies in the fact that the main provisions
and conclusions of the work can be used
in the development of financial and eco-
nomic policies by local authorities in re-
lation to the development of the banking
system, as well as in the possibility of
improving financial and credit support
for the real sector of the economy.

Presentation of the main research
material. With the creation of commer-

cial banks on a joint-stock basis, the
amount of banks' own funds increased
significantly. For three years, enterprises
and cooperatives bought shares of com-
mercial banks and their effective demand
decreased by the same amount. Of
course, these funds are now used to fi-
nance the needs of enterprises, but on a
repayable basis. Thus, in particular, the
creation of commercial banks influenced
the improvement of the material and fi-
nancial balance of the economy.

The increase in the share of banks'
own funds in the total volume of their
credit investments increased the stability
of the banking system. After all, these
funds can be used to cover losses, the
probability of which was growing at the
first stage of the transition period to the
market. And for shareholders, money
invested in the capital of commercial
banks began to serve as a source of addi-
tional profit.

To maximize this profit, banks must
be completely independent in deci-
sionmaking, an impartial approach to
lending, giving preference to highly prof-
itable and competitive borrowers. While
receiving dividends on invested capital,
shareholders at the same time could not
qualify for concessional lending.

Credit intermediation was the main
task of commercial banks. To this end,
they found in the money market and
bought temporarily free funds on condi-
tions acceptable to both sides and pro-
vided them to needy enterprises. The
lender of last resort was the Central Bank
of the republic. By expanding or narrow-
ing lending to commercial banks, they
have a direct impact on the mass of mon-
ey in circulation.

An equally important task of the bank-
ing system is intermediation in payments.
The importance of this issue has in-
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creased especially in the market econo-
my. Calculations mediated the relation-
ship in which goods are exchanged for
money. Needless to say, the importance
of uninterrupted settlement for sellers is
essential. As for buyers, timely payment
for goods is an indicator of their financial
stability, on which relations with both
counterparties and banks largely depend-
ed in determining the creditworthiness of
borrowers.

It should be noted that the problem of
the timeliness of settlements lay mainly
on the side of the payers themselves, who
had to have funds to pay off all their ob-
ligations. The task of the banks was to
create an efficient payment mechanism.
Gone are the days when banks were en-
trusted with constant and abundant *lu-
brication™ of this mechanism by issuing
payment loans. Many enterprises could
not do without such "lubrication”, and
without receiving it, they delayed pay-
ments. As a result, in the years under re-
view, the mutual indebtedness of enter-
prises has increased significantly. This
greatly complicated the situation of sup-
pliers, who were forced to increase de-
mand for credit in order to compensate
for the shortfall in receiving funds from
payers.

Factoring operations of banks contrib-
uted to the mitigation of payment diffi-
culties, but they were still underdevel-
oped at that time. More promising is the
legalization of commercial lending, i.e.
organization of circulation of bills.

Commercial banks satisfied the needs
of state, private, joint-stock enterprises,
and public organizations. At the same
time, self-employed enterprises, tenants,
and farmers were not adequately includ-
ed in the sphere of banking services.
Many banks, to put it simply, did not get
their hands on them.

To expand and facilitate credit servic-
ing of these spheres of labour activity of
the population, it was advisable to restore
the credit cooperation that existed in our
country until 1930 as an independent
type (along with production and consum-
er). Credit cooperation is still successful-
ly functioning in many countries with
different levels of development. But in
our republic, preference was given to
credit unions and microcredit banks.
Thanks to this, tenants, farmers, and oth-
er self-employed persons living both in
the city and in the countryside had access
to a loan from these banks. The creation
of a wide network of such banking enti-
ties throughout the country brought them
closer to the population, made it possible
to solve several problems: first, to accu-
mulate funds of citizens, which were kept
in stockings, egg-boxes, etc.; secondly, to
make it easier for them to obtain loans
for the development of their labour activ-
ity. Finally, the creation of credit unions
and microbanks has made it possible to
further democratize banking by introduc-
ing the population to it. Knowing well
the property status of their clients, these
banks accordingly began to build credit
and interest rate policies. They had the
right to participate in the creation of
similar banks, to receive loans from other
banks of their choice. And banks have
become more confident in the repayment
of loans.

The means of including credit institu-
tions in solving the problems of state
monetary policy were the regulatory re-
quirements of the Central Bank for these
institutions. They were of an economic
nature and were aimed primarily at pro-
tecting the interests of creditors and bank
depositors.

The central bank constantly monitored
commercial banks' compliance with
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regulations because they were risky and
some banks were tempted to overstep its
boundaries. The effectiveness of banking
supervision largely depended on the reli-
ability of the materials on the basis of
which it was carried out. In this regard,
the creation of independent audit firms,
designed to confirm the correctness of
the balance sheets of commercial banks,
the compliance of their operations with
the current rules, acquired great im-
portance. The presence of external audit
has become a more solid basis for the
relationship of commercial banks with
their partners, who should have been
confident in the stability of banks.

The granting to the Central Bank of
the republic of the right to issue licenses
to conduct banking activities should not
have led to a decrease in exactingness,
the establishment of numerous excep-
tions to the rules. As a result, unequal
competitors could appear on the money
market, i.e. banks operating in different
modes. Not to mention the fact that
banks will be created in this or that terri-
tory, which could establish the most fa-
vourable conditions for them. Competi-
tion in this matter could lead to a weak-
ening of the exactingness and financial
instability of banks, and hence to their
bankruptcy, with corresponding negative
consequences for the economy. The only
reasonable alternative to such competi-
tion was the observance of uniform re-
quirements throughout the country in the
creation and operation of banks. Of
course, such requirements had to be
worked out with the participation of all
commercial banks. Uniform require-
ments were also necessary for the effec-
tive supervision of the activities of com-
mercial banks. After all, then many of
them created branches in the regions of

the republic, and this process is still go-
ing on.

In the conditions of the emergence of a
market economy, the complication of the
banking system, the rapid expansion of
the number of commercial banks and the
variety of their operations, it was neces-
sary to constantly improve the content
and methods of banking supervision.

A characteristic feature of this period
was the creation of credit and financial
organizations that discussed individual
sectors of the economy. This specializa-
tion was due to the need to finance cer-
tain industries and sectors of the national
economy (automobile industry, aircraft
construction, agriculture, etc.). Subse-
quently, specialized banks expanded the
range of their operations and clients in
accordance with the requirements of the
business environment and a new level of
development of the republic's economy.

The established banks were distin-
guished by a wide variety of banking
methods. This was determined by the fact
that they were completely independent in
the conduct of credit policy, were not
bound by centrally issued instructions on
lending, conducting a number of other
operations. The democratization of the
banking system sharply reduced its assis-
tance to the prompt resolution of banking
ISsues.

The processes of formation of the Cen-
tral Bank of the Republic of Uzbekistan
as a regulatory and supervisory body of
the banking sector continue. A qualita-
tive update of the legislative base, provi-
sions, which are being carried out in ac-
cordance with international banking
practice, began to be carried out.

Banks on a share basis began to vary
greatly in size: their authorized funds
fluctuated up to several million soums.
The organization of small commercial
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banks was one of the most effective
means of countering gigantomania in
banking. Small banking institutions were
much better able than large ones to re-
solve issues of local, territorial im-
portance, related, for example, to meet-
ing the needs of the population.

At the same time, the main volume of
credit and settlement operations was car-
ried out until recently by state specialized
banks: Uzpromstroybank, Agroprombank
and Zhilsotsbank, which had over a doz-
en branches in almost all regions and dis-
tricts of the country, which significantly
exceeded the number of commercial
banks. In such conditions, it was difficult
to expect significant competition be-
tween banks on a share basis with spe-
cialized banks throughout the country in
the coming years.

This process intensified after the pro-
vision of incentives for opening banks
with a share of individuals' capital of at
least 50% [2]. 1997 went down in the
history of the development of the bank-
ing sector in connection with the intro-
duction of information systems into the
activities of banks. Until that time, al-
most all calculations on the territory of
the republic were carried out during the
day. Since March 1997, new software
has been introduced and all calculations
have been transferred to automatic mode.
This allowed payments within the repub-
lic to pass within 15 minutes, and within
Tashkent within 3 minutes.

A settlement mechanism is being de-
veloped and a modern system of inter-
bank electronic payments is being intro-
duced. The banks were given a unique
opportunity for those times to equip de-
partments with modern computer and
telecommunication equipment. As al-
ready mentioned, they were exempted
from paying a number of taxes, so that

the freed up funds could be used to mod-
ernize equipment. All this contributed to
the emergence in the country of qualita-
tively new consumers of financial and
economic information - domestic foreign
investors.

The country's banks in 1998 began to
gain strength so much that it began to
facilitate their work in accordance with
the Basel recommendations. Based on
the recommendations of the Basel Com-
mittee on Banking Supervision and In-
ternational Practice, a set of regulations
was developed to regulate the activities
of commercial banks within the frame-
work of international financial reporting
standards. At the same time, the principle
of early identification of problems in the
balance sheet of a commercial bank and
taking preventive measures to prevent the
depletion of capital and reduce the bank's
liquidity in order to give financial stabil-
ity to commercial banking structures was
used.

Carrying out further liberalization of
foreign exchange policy in 1999-2000,
Uzbekistan began to develop and intro-
duce a mechanism for the sale of foreign
currency in the over-the-counter foreign
exchange market.

This mechanism involves the purchase
of foreign currency by authorized banks
from their clients on a contractual basis
at a free exchange rate, based on supply
and demand in the foreign exchange
market.

It should be noted that the years 2000-
2010 in the activities of banks were gen-
erally characterized by serious achieve-
ments in strengthening the banking sys-
tem. The creation of an efficient banking
sector with a modern infrastructure was
carried out. The banking system was
faced with strategic tasks that were sup-
posed to determine the prospects for the
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development of the banking sector in
Uzbekistan. The first was to increase the
financial stability of banks and expand
the range of financial services in the do-
mestic market. The second is the activa-
tion of the banks of Uzbekistan in the
international capital market.

During this period, the 1st President of
Uzbekistan Islam Karimov pays even
more attention to the development of the
country's financial and banking system,
its strengthening and qualitative im-
provement of its activities so that its sta-
bility and stability can withstand crises.
In this regard, important decisions were
made to increase the level of capitaliza-
tion of a number of leading banks (JSCB
“Uzpromstroybank”, JSCB “Asaka”,
etc.). Decree of the President of the Re-
public of Uzbekistan “On measures to
further expand the activities of JSCB”
Microcreditbank “to support business
entities” qualitatively changed the activi-
ties of this bank, turning it into one of the
main credit centers for financing small
businesses and private entrepreneurship.

Each year of this period became a new
stage in the overall progressive develop-
ment of the country's banking and finan-
cial system.

At the same time, it is still too early to
talk about a complete recovery of the
credit system: a significant number of
banks are problematic and had a not en-
tirely positive capital value, the total cap-
ital of banks is insufficient for large-scale
servicing of the economy, bank assets in
real terms did not reach the required size,
bank loans did not took their due place in
the development of the real sector of the
economy and the economic environment
for the banking business leaves much to
be desired.

Since July 1, 2001, small businesses
have been able to export goods (works,

services) of their own production for
cash foreign currency through the cash
desks of bank institutions with the trans-
fer of foreign currency earnings to their
accounts in accordance with the estab-
lished procedure. The government has
taken a decisive step to stimulate the de-
velopment of small business, private en-
trepreneurship and expand their foreign
economic activity. Nevertheless, a Con-
solidated Stabilization Fund in freely
convertible currency is being created,
which has become not only a serious in-
strument for the further development of
the over-the-counter foreign exchange
market, but also an important factor con-
tributing to the development of coopera-
tion between the private sector and the
banking sector, the partnership has grad-
ually improved the quality of banking
services, engendered competition in
banking environment, business entities
received financial and credit support,
which laid the foundation for a balanced
policy of lending to banks, a careful
study of customer requests and a quick
response to the needs of their business.
These positive trends made it possible in
2002 to improve the reliability and effi-
ciency of the mechanism for protecting
household deposits in banks. In order to
implement this mechanism within the
framework of the Law of the Republic of
Uzbekistan “On guarantees of protection
of citizens' deposits in banks”[3]. The
Fund for Guaranteeing Citizens' Deposits
in Banks was founded, whose members
(except for the People's Bank) were all
commercial banks operating in the repub-
lic. Reliability, high quality of service,
partnership with clients have become the
main principles in the work of banks in
Uzbekistan. Along with this, the main
thing during this period was the deci-
siveness of the measures taken to im-
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prove the institutional framework for the
functioning of the banking system.
Moreover, the adoption of policy docu-
ments in 2002 aimed at liberalizing bank-
Ing activities predetermined an increase
in the efficiency of its activities. They
were based on the principles of a system-
atic and phased process of liberalization
of banking activities, which made it pos-
sible to strengthen public confidence in
domestic banks. This was a great
achievement in the field of creating a
stable and reliable banking system. It
should be noted that the effect of liberali-
zation depended on the stage of devel-
opment and is closely related to the level
of development of the state regulation
system.

At the initial stages, in the conditions
of the unformed institutional foundations
of market relations, liberalization did not
have a significant impact on economic
growth and, in accordance with the start-
ing conditions and the shocks of the tran-
sition period, its impact was negative.
However, with the formation of new in-
stitutions, it has become the main factor
in GDP growth.

The processes of liberalization and re-
form covered all aspects of the economy
and directions of economic policy. At the
same time, it was important to monitor
the achieved level of liberalization of the
economy as a whole. For this purpose,
various liberalization indices were used,
periodically determined by international
rating agencies in various countries.

One of these indices, most often used
In macroeconomic analysis, was the in-
dex of economic freedom, which charac-
terizes the effectiveness of reforms in the
sphere of economic liberalization. This
index was developed and is still being
developed by the international rating
agency The Heritage Foundation in 178

countries of the world. It shows the "ad-
vancement" of economic reforms in gen-
eral. The index is ranked in the range
from 0 to 100, where a value of O corre-
sponds to the level of lack of economic
freedom.

At the same time, it would be wrong to
view liberalization as the main source of
economic growth. Moreover, rapid and
insufficiently thought-out reforms during
the transition period can do more harm
than good. A cross-country analysis of
the relationship between liberalization
and growth, carried out at the Center for
SocioEconomic Research, showed that at
the initial stage of the change in the in-
dex of economic freedom (up to about
60%), the growth of liberalization does
not have a significant impact on the level
of economic development, and only after
passing this range can one expect signifi-
cant growth in GDP per capita.

Consequently, liberalization in itself
was not a sufficient condition for the
prosperity of the economy; it is necessary
to create other factors and conditions that
affect the dynamics of economic devel-
opment.

This conclusion was obtained by Rus-
sian economists. Studies conducted on
the example of 28 countries with econo-
mies in transition, including China and
Vietnam, aimed to assess the relationship
of GDP dynamics with the main factors
and conditions in the first ten years of the
transition period. The list of analyzed
factors included the starting conditions
(the initial level of income of the popula-
tion, the degree of distortion of the struc-
ture of the economy, the available public
debt, etc.), the level of development of
formal and informal institutions, as well
as the parameters of the economic policy
pursued in the countries. The results
showed a weak impact of liberalization

53



ISSN 2304-1692 ®IHAHCOBWW NPOCTIP 2021 No 1 (41)

on GDP dynamics at the initial stage of
the transition period (1989-1995). Other
factors (for example, inflation) had a sig-
nificantly stronger effect on GDP dynam-
ics than the liberalization index [4].

The years 2002-2004 became the years
of development of the banking regulation
system with a special emphasis on fur-
ther liberalization and deepening of re-
forms, on the achievement of which the
direction of the future development of
banks depended - strengthening public
confidence in all banking activities, turn-
ing banks into a financial support for the
reforms carried out in the republic.

Over the years, the processes of corpo-
ratisation of enterprises have intensified
and their forms of ownership have
changed. Banks, following the concept of
their development, improved their strate-
gies in accordance with the requirements
of a new stage of economic development.
The expansion of the resource base and
the increase in the level of capitalization
were carried out mainly due to during
this period, the main emphasis was
placed on the money supply, based on
the inflow of foreign exchange, but this
did not give a complete picture of the
real need of the economy for monetary
resources. Therefore, special attention
should be paid to the expansion of the
tools used, such as: pledges and the
promptness of the funds provided.

Of no small importance was the in-
creased role of interest rates in the con-
duct of monetary policy, which, in turn,
turned the refinancing rate into a real in-
strument. This presupposes the modifica-
tion of a number of approaches and
mechanisms, primarily the money sup-
ply. At the same time, it was advisable to
consider the possibility of expanding the
elements of the financial market (securi-
ties) accepted as collateral. Then we

could only talk about such instruments of
the non-state sector as corporate bonds
and other securities, which should have
contributed to a more even formation of
liquidity and its inflow, firstly, not in ex-
port industries, but, secondly, in the area
of strategically important industries. con-
tributing to their development.

With adequate optimization of the reg-
ulatory framework for derivatives, creat-
ing the possibility of using optimal forms
and methods of covering such transac-
tions, for example, the use of NOTSs,
which allow splitting the total loan
amount into parts, which will significant-
ly increase the ability of lenders to re-
finance individual loan shares in the
market, providing the necessary liquidity.

Factors related to the continuation of
the process of liberalization of the for-
eign exchange market and the creation of
the necessary conditions for ensuring the
convertibility of the soum on current in-
ternational transactions began to have a
direct impact on the work of banks. In
October 2003, the Republic of Uzbeki-
stan accepted the obligations of Article
VIII of the Agreement of the Internation-
al Monetary Fund, as a result of which,
relying actually on its own resources and
without attracting external borrowings,
the measures taken contributed to the ex-
pansion of the activities of domestic en-
trepreneurs who received access to the
conversion of the national currency. The
number of exchange offices was iIn-
creased, the procedure for buying foreign
currency was simplified.

It was a stage of intense and produc-
tive work. The policy of the Central
Bank, along with curbing inflation and
preventing sharp fluctuations in the ex-
change rate of the national currency, was
aimed at stimulating exports and efficient
use of foreign exchange resources. The
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favourable pricing environment for the
main export goods of Uzbekistan in
world markets, as well as the implemen-
tation of an export-oriented foreign ex-
change policy, contributed to an increase
in export volumes and an increase in gold
and foreign exchange reserves.

Work on reforming the banking sys-
tem continued intensively. Its main direc-
tions were: strengthening the corporate
governance system by enhancing the role
of shareholders in bank management;
increasing the financial stability of banks
by improving the quality of their assets,
including foreign currency; further im-
provement of banking and expansion of
the types of banking services provided;
increasing the role of commercial banks
in investment processes and improving
the mechanism of access of entrepreneur-
ial structures of all forms of ownership to
credit resources, including through inter-
national financial organizations.

In the conditions that began in 2005-
2006. reviving the economy, reducing
inflation, it was important to strengthen
the national currency and thereby ensure
the rate of real GDP growth. The most
important macroeconomic indicator that
is used in world practice to compare the
levels of economic development of dif-
ferent countries is the gross domestic
product (GDP). Since 2000 the economy
of Uzbekistan is developing at a high and
stable pace. In the last seven years, the
annual GDP growth has ranged from
3.8% to 7.3%.

World Bank estimates obtained using
purchasing power parity support the con-
clusion that the country's economy is
growing steadily. GDP per capita in-
creased from $ 1516 in 2000. to $ 1869
in 2004 and $ 171.416 billion in 2014

[5].

It is also appropriate to note here that
the forecasts of a number of international
organizations about a slowdown in the
rates of economic development of Uz-
bekistan, made by them 2-3 years ago,
did not justify themselves. According to
the forecast of the International Monetary
Fund, it was assumed that GDP growth
in Uzbekistan will be in 2005. at the level
of 7.0%. In 2006, according to the esti-
mates of the same organization, econom-
ic growth was projected at 4.0%, which
turned out to be noticeably lower than the
actual value of this indicator - 7.3%.

If in 2000-2003 the GDP growth rate
was about 4%, then since 2004, they in-
creased to 7% or more. At the same time,
the rates of GDP growth in the last three
years are distinguished by a higher level
of stability than in individual CIS states,
in particular, in Ukraine and Russia.

The high rates of economic develop-
ment were facilitated by the expansion of
both internal and external demand. The
growth in domestic demand was reflected
in the growth of retail turnover (from
2.1% in 2002 to 7.3% on average over
the past four years). The emphasis on the
priority development of the service sector
Is beginning to bring its results, as can be
seen from the dynamics of paid services,
the growth rates of which increased from
8.6% in 2002 to 19.3% in 2006 and sig-
nificantly outstripped the GDP growth
rates for the entire analyzed period [6].

Expansion of external demand mani-
fested itself in outstripping export growth
rates, which amounted to about 18% in
2006. Since 2003, the rate of export
growth has consistently outstripped the
rate of GDP growth, reflecting the pro-
cess of increasing the competitiveness of
the national economy. At the same time,
it is important to note the qualitative
changes in the structure and geography
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of exports, where favorable growth
trends of finished products have re-
mained - in the last three years alone, the
share of machinery and equipment in the
structure of exports increased from 5.9%
to 10.1%, and the share of food products
- from 2.7% to 7.9% [6].

In addition, 2005-2006 became a peri-
od of increasing the level of capitaliza-
tion of banks and attracting them to par-
ticipate in investment processes and
structural transformations of the econo-
my. Exemption of banks from tax on
profits received from the provision of
investment loans to domestic enterprises
for a period of more than three years and
directed to increase equity capital, was
considered by the government as another
reserve for increasing banking activity.
In addition to this, expenses of commer-
cial banks for opening mini-banks creat-
ed in accordance with approved state
programs were excluded from the taxable
base.

In the same period, the emphasis was
on the implementation of specific
measures to strengthen monetary circula-
tion and increase the stability of the na-
tional currency, its exchange rate. This
significantly activated the population,
which readily demonstrated their confi-
dence in banks by opening deposit ac-
counts with them. The volumes of the
banks' deposit base increased. The bank-
Ing services market was formed, the line
of banking products was replenished with
new types, for example, leasing. The de-
velopment of retail services contributed
to the creation of banks with a wide at-
traction of international banking and fi-
nancial capital. The banking market of
the republic was seriously changed as a
result of the formation of banks with
100% private capital. Private banks in-
tensified competition in the service mar-

ket, which became one of the most im-
portant stages in the development of the
domestic banking system. The govern-
ment and the Central Bank began to
stimulate their development in every pos-
sible way, providing tax incentives and
technical support for personnel training.

Stimulation of the development of pri-
vate banks in the republic contributed to
increased competition, improved quality
of provided banking services, and effi-
cient market distribution of financial re-
sources. This, in turn, had a positive im-
pact on the development of private entre-
preneurship.

Currently, the economy of the Repub-
lic of Uzbekistan faces the challenge of
supporting progressive structural chang-
es. It is also necessary to take into ac-
count the fact that the economy is be-
coming more and more open, and there-
fore cross-border risks may increase.
Therefore, the monetary policy should
provide for the use of emergency mecha-
nisms that provide instant liquidity at ac-
ceptable price parameters and facilitated
procedures. In connection with the cur-
rent economic and social trends, there is
an objective need to reduce some admin-
Istrative barriers and other obstacles.

The development of monetary policy
is closely related to the presence in the
banking system of the optimal amount of
money that enterprises need for invest-
ment. However, the relatively low capi-
talization of banks and related standards
do not allow banks to fully meet the in-
vestment demand of the non-financial
sector. The need of enterprises for funds
Is compensated by self-financing and (or)
external borrowing. Temporary tax
breaks for credit institutions, including
for their shareholders when channeling
funds for the capitalization of banks, as
well as raising funds through an IPO (Ini-
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tial Public Offering), help stimulate the
growth of capitalization. The involve-
ment of resources withdrawn from the
economy, for example, part of pension
savings, etc., can have a great effect. In
addition, it is necessary to reduce the
temporary non-core responsibilities of
credit institutions, to optimize the report-
ing process for territorial divisions. Legal
entities and individuals should have more
opportunities to purchase securities of
commercial banks, in particular, through
the use of credit resources and simplifi-
cation of the registration process by the
Central Bank of the issue of securities of
commercial banks.

The world experience in overcoming
low capitalization and maintaining it at a
level that ensures the stable operation of
the banking system still consists of two
main approaches. In the first approach,
the main source of capital growth should
be own profit in combination with for-
eign capital - this is how banks of practi-
cally all countries of Central and Eastern
Europe act. The second approach should
involve the intensification of government
measures to increase the capitalization of
banks - this method was used by the gov-
ernments of Japan, Norway, Chile, etc.
etc.

In modern conditions, the following
actions can be envisaged in monetary
policy: first, to optimize tax incentives
for funds aimed at capitalizing banks,
and secondly, to increase the investment
of financial resources in the banking sec-
tor. In addition, in order to maintain the
interbank trading system, it is necessary
to consider the mechanism for the sale of
securities of commercial banks by banks
with state participation. This can be done
through subsequent sales of banking
shares by the state, which are likely to be
valued at a higher price level, which will

make this operation even more economi-
cally feasible.

The  implementation of  these
measures, in our opinion, can stimulate
both an outrunning growth in the capital-
ization of the banking sector and the full-
scale participation of banks in the im-
plementation of programs of economic
transformations in the country.

In Uzbekistan in 2006-2007 credit pol-
icy has undergone a number of changes.
This period was marked by the possibil-
ity of the emergence of mortgage lend-
ing. The benefits of this form of banking
were quickly appreciated by the citizens
of Uzbekistan. A new source of funds
and forms of their social protection, es-
pecially for young people, was supported
by two important laws: “On consumer
credit” [7] and “On mortgage” [8].

The provisions of the Law of the Re-
public of Uzbekistan “On Consumer
Credit” [7] are aimed at protecting the
rights and interests of consumers and
have significantly expanded the possibili-
ties of the population to improve their
living conditions, which contributed to a
significant increase in consumer lending
in banks.

In October 2006, the Law of the Re-
public of Uzbekistan “On Mortgages”
came into force. Its adoption marked a
new stage in the development of bank
mortgage lending, defining the legal
mechanism for issuing loans for the ac-
quisition of real estate. The main purpose
of the document was to regulate relations
arising from the application of real estate
pledge. The appearance on the consumer
market of a new type of services - mort-
gages - helped to improve the living con-
ditions of the population. Within the
framework of the existing decree of the
President of the Republic of Uzbekistan
dated February 16, 2005 “On the further
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development of housing construction and
the housing market” [9], a number of
new mechanisms are being introduced in
the system of long-term mortgage lend-
ing for housing construction; lending.

The banks' strategies were focused
primarily on strengthening cash circula-
tion, creating cash reserves in branches,
and increasing the efficiency of their ac-
tivities.

The implementation of the measures
of the Presidential Decree “On the strate-
gy of reforming the banking system of
the Republic of Uzbekistan for 2020-
2025” [1] contributed to the further re-
form and liberalization of the banking
system, thereby ensuring sustainable
growth and a significant increase in the
level of capitalization. At the same time,
the priority areas were strengthening
monetary circulation, increasing the sta-
bility of the national currency and its ex-
change rate, stimulating an increase in
household deposits in bank deposits. The
modern benefits provided by the gov-
ernment to the country's commercial
banks, the constant stimulation of their
striving for development predetermined
the formation of the banking and finan-
cial market, in which credit institutions
began to develop and offer their new in-
struments in order to track the bank's de-
velopment trend and predict the pro-
spects for cooperation.

An example is the fact that the as-
signment of a rating by one of the largest
rating agencies was a guideline for for-
eign investors in choosing a partner bank
when making investments, assessing
risks and determining the volume of
capital investments.

In the context of a consistent deepen-
ing of economic reforms, expansion of
integration processes and increased com-
petition in the market of banking prod-

ucts, banks have been and still remain the
main source of financing for the real sec-
tor of the economy, the development of
small business and, therefore, these are
new jobs, which results in an increase in
the welfare of the population of the re-
public.

In recent years, the basis for the devel-
opment of the entire banking sector has
been the far-reaching and more than once
approved in practice decrees and decrees
of the President of the Republic of Uz-
bekistan, decrees of the Cabinet of Min-
isters of the Republic.

The increase in the number of banks
that have received an assessment of sus-
tainable by the largest international agen-
cies is a practical embodiment in the
practice of the Decree of the President of
the Republic of Uzbekistan Sh. Mir-
ziyoyev "On the strategy of reforming
the banking system of the Republic of
Uzbekistan for 2020-2025" and achiev-
ing high international rating indicators.

Also of undeniable importance are the
new requirements of the Basel Commit-
tee on Banking Supervision and the ways
of their implementation in practice, and
this is the minimization of credit and op-
erational risks, consolidated supervision,
approaches to risk management and their
assessment.

The principles of the Basel Committee
on Banking Supervision are aimed at de-
veloping a system of banking risk man-
agement and a system of supervision
over banks.

The criteria put forward allow the
banking supervisory authorities to choose
the method of assessing the risks arising
in banking, which most contributes to the
current development of the level of bank-
ing development and the characteristics
of the markets in which these banks op-
erate.
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The main goal of banking supervision
in the Republic of Uzbekistan is to en-
sure the stability of the banking system,
which has been proven in the context of
the global financial and economic crisis.
In turn, the stability of the banking sys-
tem is an increase in the confidence of
the population and investors in the coun-
try's banking system, it is the protection
of the interests of depositors, it is an in-
crease in prosperity.

The well-coordinated work of this
chain depends on the state and directions
of the transparent policy of the Central
Bank of the republic.

On the part of the Central Bank, re-
quirements for the republic's commercial
banks are imposed on the basis of the
recommendations of the Basel Commit-
tee in the field of banking risk manage-
ment. This, in turn, meant strengthening
the role of credit institutions in economic
reforms by ensuring the stability of the
banking system and improving the quali-
ty of its services.

These factors were the key to ensuring
the stability of the banking system and its
activity in the processes of economic re-
forms.

Undoubtedly, all this not only in-
creased the level of capitalization of
banks, but also strengthened the confi-
dence of the population and business en-
tities in the banking system and the legal-
ization of their income, which will un-
doubtedly increase the volume of depos-
its in deposit accounts and reduce the
out-of-bank circulation of cash.

For 2010-2011 a great deal of work
has been done to further strengthen li-
quidity and increase the stability of the
country's financial and banking system.
The aggregate capital of commercial
banks in 2010 increased by 36% and the
achieved capital adequacy level of 23%

was 3 times higher than generally ac-
cepted international standards.

Until 2012 more than half of the oper-
ating commercial banks of the republic
were rated “stable” from leading interna-
tional rating agencies such as Fitch Rat-
ings, Moody's and Standard & Poor's
[10].

Positive changes took place in the
credit and investment activities of banks.
It is characteristic that the share of loans
issued from internal sources in the total
loan portfolio of commercial banks is
85.1%. External borrowings were attract-
ed mainly on a long-term basis solely to
finance investment projects to modernize
strategic sectors of the economy, support
small businesses and private entrepre-
neurship.

The highest appraisal was given to the
activities of commercial banks in the fi-
nancial rehabilitation of bankrupt enter-
prises transferred for debts to the balance
sheets of banks. The introduced mecha-
nism provides for the restoration of pro-
duction activities at bankrupt enterprises,
additional investment by banks in mod-
ernization, technical and technological
renewal of production, financial recov-
ery, the introduction of new types of
products and management methods, as
well as restoration and creation of new
jobs. Thus, efficient, operating at a high-
er technological level, updated produc-
tion facilities become much more attrac-
tive for new investors, who are already
actively purchasing them from banks to-
day.

Until 2012, out of 147 bankrupt enter-
prises transferred to the balance sheets of
commercial banks, 140 enterprises were
restored, of which 64 enterprises were
sold to new investors. The banks invested
156 billion soums on their modernization
and technological re-equipment, over 21
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thousand jobs were created. The volume
of production at the restored enterprises
amounted to 460 billion soums, products
worth over 165 million dollars were ex-
ported [11].

All this confirmed the need not only to
strengthen, but also to deepen the inter-
connection and interdependence of na-
tional financial systems. A practical solu-
tion to this problem will be the basis of
global trends in the future. Against this
background, any changes in regulation in
international financial markets will have
an impact on the development of national
financial sectors.

Conclusions. If we sum up the impact
of the increase in the number of banks
that received the rating of the “best” by
international agencies, then we can trace
the positive results, which are cited in all
speeches of the President of the Republic
when analyzing the main macroeconomic
indicators. Therefore, the purposeful
work of commercial banks to further im-
prove mechanisms and increase lending
to small businesses and private entrepre-
neurship, ultimately, serves to increase
the welfare of the population and, most
importantly, the power of the country.
Development of retail banking products,
both for the population and for entrepre-
neurs, is becoming an important area of
the banks' activity in 2008-2020. Banks
have structured their work in this direc-
tion, proceeding from the "golden” prin-
ciple of world practice: the attractiveness
of services for the population is propor-
tional to the increase in the availability of
loans to entrepreneurs. Ongoing reforms
have stepped up the activities of banks in
line with the previously adopted laws
that are of great social importance and
contributed to improving the living
standards of the country's population -
"On consumer credit" and "On mort-

gage". The coronavirus pandemic, which
has hit the entire global economy, con-
tinues to test our strength. The crisis
came to us from the outside. Its origins
are not within the country, but are hidden
in the imbalances of the world economy.
The crisis could not be avoided and eve-
rything was foreseen. The world's lead-
ing economies have spent trillions of US
dollars to overcome the coronavirus cri-
sis. But the situation did not change for
the better overnight. The crisis has con-
sistently drawn the American continent,
Europe and Asia into its orbit. The re-
sponse of most states to the emerging
global crisis was the adoption of packag-
es of stimulating economic measures.
Uzbekistan became one of the first states
in the world that promptly responded to
the growing turbulence of the global
economy and began to implement proac-
tive measures. To preserve the stability
of the financial system, we have provided
banks with additional liquidity. This was
done to ensure the economic activity of
small businesses and large enterprises.
The amount of guaranteed compensation
for deposits of individuals was increased.
The government helped to reduce the
risks of the banking sector associated
with external borrowing and capital ade-
quacy. Several billion soums were allo-
cated to support housing construction and
solve the problems of equity holders. To
maintain business activity, unprecedent-
ed financial support was provided to
small businesses. Work continued to
drastically reduce administrative barriers.
A new Tax Code was put into effect,
which significantly reduced the rates on
main taxes for enterprises making in-
vestments, temporary measures were in-
troduced to reduce taxes and fees, and
tax collection for certain enterprises was
suspended. Tax preferences were also
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provided. Hundreds of billions of soums
have been allocated for the development
of the agro-industrial complex and the
implementation of infrastructure projects.
In general, additional resources have
been directed to the country's economy
for anti-crisis purposes, which has be-
come a powerful incentive to overcome
the consequences of the global crisis. Re-
sponding to the challenges of new reali-
ties both in the republic itself and in the
world banking community, commercial
banks of Uzbekistan for 2017-2021. ex-
panded the range of services offered,
launched new banking products on the
market and at the same time actively
generate international standards for the
activities of financial institutions. It
should also be noted that commercial
banks took an active part in preventing
the factors of the coronavirus crisis.
Along with this, the commercial banks of
Uzbekistan in the context of anticrisis
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