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Introduction

The sharp fluctuations observed in the world financial and stock markets
require the improvement of bank capital management mechanisms. The latest
changes to the Basel III requirements developed by the International Basel
Committee for commercial banks were implemented from January 1, 2023,
resulting in a minimum requirement for capital adequacy

It is expected to increase by 2.4% compared to December 2020, and
gradually increase by 3.3% until 2028. For example, in China, after the
introduction of Basel III requirements in 2013, it was noted that the possibility of
granting loans to state organizations has increased to 27%. Taking into account the
risks that may arise in financial transactions with large banks of other countries,
the largest banks of the US state have increased the size of their assets calculated at
2.5% risk according to Basel III requirements, as a result, the opportunities for
improving the domestic financial situation of the country have expanded.

In order to improve the methods used by banks in risk management,
scientific research is being conducted to study the impact of the capital adequacy
requirements of commercial banks on macroeconomic indicators, the impact of the
implementation of Basel IIl requirements on financial control systems, and the
analysis of the dynamics of capital resources. Scientific recommendations are
given by researchers on determining the ratio of reserve allocations to gross assets,
on the impact of minimum capital requirements of commercial banks on the risk
levels of allocated loans, on the issues of improving the mechanisms of influencing
the activities of commercial banks through financial control of the Central Bank.

Based on the international experience in the development of the banking
system in Uzbekistan, a legal framework has been created and attention is paid to
the measures of its development. The task of "successful implementation of the
reforms planned for the financial stability and durability of the banking sector and
strengthening the confidence of business and the population in the national
banking system" has been set in the republic. Analyzing the capital adequacy of

commercial banks to ensure the fulfillment of this task, substantiating scientific



proposals and practical recommendations related to the assessment and
management of risks affecting banking activities is one of the urgent issues.As of
28 January 2022.

PD-60 "on the development strategy of the new Uzbekistan for 2022-2026",
PF-5992 of May 12, 2020 "on the strategy for reforming the banking system of the
Republic of Uzbekistan for 2020-2025", PF-5877 of November 18, 2019 "on
improving monetary policy by gradual transition to inflation targeting regime",
PD-on June 16, 2017 Resolution No. 3066 "on additional measures to increase the
level of financial stability and capitalization of commercial banks, The decision of
the management of the central bank on July 6, 2015 "on approval of the regulation
on requirements for the monandity of the capital of commercial banks"and the
study of this dissertation will serve to some extent in the implementation of the
tasks set out in other regulatory documents related to this area.

President of the Republic of January 28, 2022 PD-60 "on the development
strategy of the new Uzbekistan for 2022-2026", PD-5992 of May 12, 2020 "on the
strategy for reforming the banking system of the Republic of Uzbekistan for 2020-
2025", PD-5877 of November 18, 2019 "on improving monetary policy by gradual
transition to inflation targeting regime", PD-on June 16, 2017 Resolution No. 3066
"on additional measures to increase the level of financial stability and
capitalization of commercial banks, The decision of the management of the central
bank on July 6, 2015 "on approval of the regulation on requirements for the
monandity of the capital of commercial banks"and the study of this dissertation
will serve to some extent in the implementation of the tasks set out in other

regulatory documents related to this area.



CHAPTER 1. THEORETICAL, METHODOLOGICAL AND LEGAL
BASIS OF THE ECONOMIC ASSESSMENT OF THE CAPITAL OF
COMMERCIAL BANKS

1.1. Capital of commercial banks and theoretical basis of their

assessment

It is known from economic theory that land, capital, natural resources,
human capital and entrepreneurship are important for the organization of any
economic system. To implement any economic relations and business ideas, it will
be necessary to provide capital. The emergence of money as the main means of
payment showed the need to effectively organize its movement and distribution.
As a result, banks began to appear and became an integral part of the economic
system.

The scientific analysis of the development of the banking system of the
Republic of Uzbekistan and the improvement of its efficiency is of urgent
importance. In the conditions of globalization of the economy, it is necessary to
protect the independence of the national economic system and national economic
interests. It is important that the level of development and level of capitalization of
countries and other financial organizations are different. Also, various economic
crises, increasing risks affecting the economy and the banking system require
scientific analysis of every economic activity, effective use of resources and their
correct distribution.

Analyzing the banking system, first of all, it is necessary to clarify the
history and concept of the emergence of modern banks. There are different views
on the history of the emergence of the first banks, and the exact information is not
proven. Today's financial institutions first appeared in England in the 16th century.

Banks with the name tirobank and which were engaged in almost full-
fledged banking activities appeared in major cities of Europe in the XVI-XVII
centuries. In 1587 in Florence and Venice, later in 1605 in Amsterdam and in 1618
in Hamburg, Milan and Genoa, girobanks were established by large merchants.

These banks are specialized in carrying out mutual non-cash settlements to the



large traders who have established them and are constantly economically related to
each other.

In the economic literature, there are different views on the concept of
banking and its essence. Looking at the etymology of the origin of the word
"bank", the word "bank" comes from the old French "banque" and the Italian
"bansa", which means "exchange table".

Many scientific works have been done, books have been written and
definitions have been given on the bank and its activities. According to Russian
economists N.G.Antonov and M.A .Pessel: "a bank is a commercial body designed
to serve all market relations." Analyzing this definition, market relationships are
very complex and it is almost impossible for banks to serve all market
relationships.

For example, not all regions of the country are equally developed, in some
regions the participation of banks in mutual trade and other market relations is not
well developed.

According to Russian economists O.I. Lavrushin, V. 1. Bukato, Yu. I. Lvov:
"a bank is an organization or monetary credit institution that regulates cash and
non-cash payment transactions." O.l.Lavrushin, V.I.Bukato, Yu.l.Lvov defined the
concept of bank based on the control and regulation functions of the state in the
banking system and state administration system during the USSR.

In the conditions of the market economy, it is impossible to fully control and
regulate economic relations, money circulation. This definition is mostly correct in
defining the Central Bank, because the regulatory function is mainly handled by
the Central Banks.

According to the Russian economist A.G. Kulikov: "a bank is a commercial
enterprise that trades with monetary capital and makes settlements between
enterprises and organizations." Even this definition of Kulikov does not fully cover

the banking functions. The sentence that a business in this definition is a



commercial organization that performs calculations between organizations is both
philosophically and economically incorrect. Because banks do not carry out
calculations between enterprises and organizations, but act as intermediaries in
transferring money to the second or other participants according to the consent and
order of one party in the relations between them.

According to Uzbek economists A.A. Omonov and T.M. Koraliev: "a bank
1s an institution that collects, stores, and performs credit-account and other
intermediary operations." This definition mainly consists of bank's asset
operations, and the concept of bank is not fully disclosed. Because banks carry out
not only active operations, but also passive operations.

According to Sh.Z.Abdullaeva's definition: "a bank is a financial institution,
a commercial organization that attracts temporary free funds from the society
under appropriate conditions and gives them to legal entities and individuals who
need these funds on the basis of repayment, term, solvency and security". This
definition is more like the definition of a loan than a bank. Sh. Z. Abdullaeva's
definition of a bank does not fully reveal the concept of a bank. The principles of
repayment, maturity, solvency and security listed in this definition are the basic
principles of credit.

According to the legislation of the Republic of Uzbekistan: "a bank is a legal
entity that is a commercial organization that performs a set of operations defined as
banking activity on opening and maintaining bank accounts, making payments,
attracting funds to deposits (deposits), granting loans on its own behalf." This
definition 1s given in Article 3 of the Law of the Republic of Uzbekistan dated
25.04.1996 "On Banks and Banking Activities" No. 216-1 of the Republic of

Uzbekistan, which clarified the concept of a bank more broadly.



Table 1.1

Definitions given by economists to the concept of banking '

Authors Definitions of the concept of bank
N.G. Antonov, | A bank is a commercial institution designed to serve all market relations.
M.A. Pessel
O.I. Lavrushin, | A bank is an organization or financial institution that regulates cash and
V.L Bukato, | non-cash payment transactions.
Yu.l. Lvov
A.G. Kulikov A bank is a commercial enterprise that trades with monetary capital and
makes settlements between enterprises and organizations.
A.A. Omonov, | A bank is an institution that collects, stores, and performs credit-account

T.M. Koraliev

and other intermediary operations.

Sh.Z.Abdullaeva

A bank is a financial institution, a commercial organization that attracts
temporary free funds from the society under appropriate conditions and
provides them to legal entities and individuals who need these funds on the

basis of repayment, maturity, solvency and security.

According to the
legislation of the

A bank is a legal entity that performs a set of operations defined as banking

activities on opening and maintaining bank accounts, making payments,

Republic of | attracting funds to deposits (deposits), granting loans on its own behalf.
Uzbekistan

Author It is a commercial organization established for the purpose of profit through
description an appropriate license, which has the right to carry out financial operations

related to banking activities not prohibited by law, which has the ability to
attract funds from its own resources, including the funds of legal entities

and individuals, and use them on its own behalf.

The banking system of the Republic of Uzbekistan consists of the Central

Bank and commercial banks. The central bank is established by the government to

perform certain functions. These functions include: stabilization of money

circulation, regulation and control of the mass of money in circulation,

coordination of the activities of commercial banks, etc. Commercial banks carry

out banking operations with the help of banking resources on the basis of a license

in order to make a profit.

Based on the above definitions, it should be noted that bank resources must

be available to organize and conduct banking activities. In order to effectively

organize the bank's activities, it is necessary to ensure maximum attraction of

! The table was compiled by the author.




resources to the bank and its proper use. Banks use their resources for commercial
and economic activities. Issues of effective organization of bank resources are the
primary goal for smooth and reliable banking activities.

Depending on the size of the resource base of commercial banks and the
composition of the resource sources, it is possible to know the reliability of the
bank, the attractiveness of attracting customers, the existence of a "safety cushion".
In order to understand the composition of the resource base of commercial banks,
it 1s necessary to analyze the history of the resource itself and the study of bank
resources.

Resource is derived from the French word "resourse" and includes the
meanings of money, auxiliary funds, opportunity, reserve, source of funds and
opportunities, source of income, raw material.

In economic literature, resources are divided into the following
groups:

- natural resources;

- financial resources;

- human resources;

- land resource;

- and other resources.

Based on the purpose of the scientific work, bank resources, which are a

component of financial resources, were also analyzed.
The author analyzed the scientific works of the following foreign and domestic
scientists on bank resources, their organization, resource management by
commercial banks: N.I. Valentseva, E.N. Vasilishen, E.F. Zhukov, G.A. Kozlov,
V. .I. Kolesnikov, O. I. Lavrushin, N. I. Kulikov, E. Gill, E. Dj. Dolan, R. Kotter,
D. Polfreman, J. Rivoire, E. Reid, Dj. F. Sinki, R. .Smith, F.Ford, Yo.Abdullaev,
A.A.Omonov, T.Koraliev, N.G.Karimov, Sh.Z.Abdullaeva, U.Azizov and others.

According to D.Polfreman and F.Ford, bank resources were accepted as
bank liabilities and they were made up of bank shareholders' funds and depositors'

funds.
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Economist Peter S. Rose explained that the strategic management of
commercial banks' resources is based on the strategies of liabilities and funds
management, taken separately.

1. According to him, banks restructure sources of funds in accordance with two
specific goals:

2. 2. Use of resources that minimize the cost of raising funds. This allows the
bank to have plenty of new funds at its disposal to increase its profits and
capital.

3. Choosing the optimal ratio between deposits, loan funds and capital amounts
that provide the desired level of stability of funds so that the bank can keep
high-yielding assets.

4, 1. Scientists under the leadership of the Russian economist O.l.
Lavrushin defined bank resources as follows: "resources of commercial
banks, or bank resources, are the sum of funds available to banks and used
for their asset operations."

According to N.I.Kulikov, N.P.Nazarchuk: "resources of commercial banks

are their capital and funds, as well as funds attracted as a result of passive

operations and used for asset operations."

U.Azizov, T.Bobakulov, Sh.Abdullaeva, Z.Kholakhmadov, O.Ortikov,
D.Saidov and others under the leadership of Professor T.Karaliev. a team of
authors such as defined bank resources as follows: "bank resources are a set of
reserves and capabilities that can be used for the implementation of banking
activities within the framework of banking policy, consisting of the bank's own
funds and borrowed funds, which are the basis for the bank's income."

Regarding resource theories and bank resources, the scientific research of Uzbek
researcher I. Kh. Rakhmanov is noteworthy, he discussed the following points:
"The theory of the resource base of commercial banks is to attract stable resources
within the limits of the banks' competences and to deploy them effectively in order
to ensure competitiveness in the conditions of the free market economy. is

considered a strategic approach. In general, from the point of view of economic

1"



theory, the resource theory of commercial banks should be focused on solving the

conflicting relationship between the unlimited need for bank resources and limited

resources in the economy.

Table 1.1

Definitions given by economists to the concept of bank resources

Authors

Definitions of bank resources

D. Polfreman, F. Ford

These scholars considered bank resources as bank liabilities and
noted that they consist of bank shareholders' funds and depositors'
funds.

Peter S. Rose

This author has covered the strategic management of commercial
banks' resources based on the strategies of liabilities and fund
management taken separately

O.I. Lavrushin and | Resources of commercial banks, or bank resources, are the sum of
others funds available to banks and used for their asset operations.
N.I. Kulikov, The resources of commercial banks are their capital and funds, as

N.P. Nazarchuk

well as funds raised as a result of passive operations and used for
asset operations.

T. Karaliev, U. Azizov,
T. Bobakulov, Sh.
Abdullaeva, Z.
Kholmakhmadov, O.
Artikov, D. Saidov

Bank resources are a set of reserves and capabilities that can be used
for the implementation of banking activities within the framework of
the bank's policy, consisting of the bank's own funds and borrowed
funds, which are the basis for the bank's income.

1. Kh. Rakhmanov

The theory of the resource base of commercial banks is a strategic
approach that envisages the attraction of stable resources and their
effective deployment within the limits of the banks' powers in order
to ensure competitiveness in the conditions of a free market
economy.

Author description

The resources of commercial banks are a set of funds and other
securities, which are at the disposal of the banks and are created as a
result of the authorized capital and passive operations of the bank.

Summarizing the bank's resources, we can say that the bank's resources are

funds in the form of the initial charter capital attracted for the organization of the

bank's activities, which are later attracted through the bank's passive operations,

and are an indicator of the bank's liquidity and reliability, and the effective

operation of a commercial bank depends on the size of the bank's resources. will be

In the existing economic literature, we can find different definitions of bank

resources and bank capital. When analyzing the scientific literature on the subject,

bank resources consist of bank capital, borrowed funds and borrowed funds..

12




According to the sources of formation, bank resources
are divided into the following groups

vy

w

!

Own funds Involved Funds Loan funds
— Authorized - interbank loan:
capital Deposit funds are the Central Bank loan,

Reserve capital
Emission income
Income from

property

revaluation

Reserve formed

from net profit

Retained earnings

of previous years
Subordinated debt

result of passive
operations carried out by
attracting the bank's
customers' material
assets, mainly money,
for a specific period or
for an indefinite period,
based on interest.

commercial bank
loan, foreign bank
loan,
- income from
issuing bonds
- net proceeds
from the sale of
securities
- loans received from
non-banking

funds organizations.

Figure 1.1. Composition of bank resources

Before analyzing the effectiveness of bank capital and ways to increase it, it
1s necessary to analyze capital and bank capital, its functions and structure. Capital
1s a combination of material, intellectual and financial resources used for profit and
production of additional material goods.

In scientific literature, it is noted that the first scientific views on capital
belong to Aristotle. Later, classical economists A. Smith and D. Riccardo noted
that capital is created through labor and reserves. According to A. Smith, "capital
1s the reserves used in production processes, from which the owner of the capital
expects to make a profit."

About capital, K. Marx in his work "Capital" based the initial philosophical
and economic knowledge about the formation and composition of capital. Taking

into account the material structure of capital, Karl Marx noted that it consists of

13




labor tools, raw materials, means of living, material products, a certain amount of
goods, and exchange values.

According to John Bates Clark, the famous American economist, the
founder of the American Marginalism school, "capital is the reserves that are in
constant motion, that is, they are always in circulation."

Swedish scientist Knut Wiksell (1851-1926) carried out an effective
scientific activity on the analysis of interest, capital and money theories through
mathematical models. His main works are: "Value, capital and rent" (1893),
"Interest and prices" (1898).

American economist Irwin Fisher (1867-1947) is a scientist who perfected
the theories of capital, interest and money. In particular, his book "The Theory of
Percent" (1930) made a great contribution to the development of theories of
capital, money and interest. According to him, capital is a stock of all natural and
valuable resources, it includes money, equipment, infrastructure, land, human labor
used in production.

According to the Russian economist G.V. Savitskaya, "capital is the means
used by a business entity to realize its activities in order to make a profit."

According to another Russian economist V.V. Kovalev, "capital is money. It
is the sum of the subject's total funds.

The capital analysis is summarized in the table below:

Figure-1.3
Definitions given to the concept of capital by economists

Authors Definitions of the concept of capital

A.Smith Capital is the reserves used in production processes, from which the
owner of the capital expects to make a profit

K. Marx Taking into account the material structure of capital, it consists of labor

tools, food, means of living, material products, a certain amount of goods,
exchange values

DJ B. Clark Capital is reserves that are constantly in motion, that is, always "in
circulation".
Irwin Fisher Capital is the stock of all natural and valuable assets, including money,

equipment, infrastructure, land, and human labor used in production.

* Compiled by the author on the basis of research.
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G. V. Savitskaya | Capital is the means used by a business entity to carry out its activities in
order to make a profit

VV Kovalev Capital is money. It is the sum of the total funds of the entity
Author Capital is a means that has the characteristic of bringing profit to its
description owner, and is used in the creation and production of additional value, as

well as in the implementation of financial relations. These assets can be in
the form of funds, equipment, land, intangible assets, and securities.

Based on the purpose of the research, scientific works on bank capital are
analyzed. According to the famous Russian economist O.1. Lavrushin, bank capital
1s a broader concept than the bank's personal capital, which includes the sum of
funds organized to gain the trust of creditors and depositors and to carry out its
activities. According to the author, the equity capital of the bank consists of the
shares of the founders in the formation of the authorized capital.

According to Ukrainian economists, "Bank capital is a set of capitals
attracted by a bank, used by them in the form of bank resources for credit,
settlement and other operations. The bank's equity capital (authorized capital and
reserve capital) is the smallest part of the bank's capital. Unlike commercial or
industrial capital, the bank's equity capital is used in banking activities and brings
the bank's profit.

American economists Chris D.J. According to Barltron and D. McNaughton,
bank capital is a sufficient reserve to prevent various contingencies that occur in
banking activities, and helps to eliminate the inability to make payments that occur
when adapting to changing conditions.

According to T.M.Karaliev, O.B.Sattarov, [.F.Sayfiddinov, the capital of a
commercial bank is a stable source of financing the bank's activity, and it is a
special means of protection that allows to compensate for losses that occur
unexpectedly from the bank's operational process.

The scientific literature co-authored by Yo.Abdullaev, T.Karaliev,
Sh.Tashmurodov, S.Abdullacva gives the following definition: "bank capital
means funds and reserves specially organized for the purpose of ensuring stable

operation of the bank and compensation for extraordinary losses".

15



Although the Regulation "On requirements for the capital adequacy of
commercial banks" registered by the Ministry of Justice of the Republic of
Uzbekistan on July 6, 2015 with the number 2693, the concept of capital reserves
is not defined. "Capital reserves - reserves formed at the expense of net profit or
undistributed profit of previous years after paying taxes and other mandatory
payments. They can be used to cover any losses arising in the banking activity as
soon as they occur without any restrictions.

Analyzes of bank capital are summarized in the following table:
Figure-1.4°
Definitions given by economists to the concept of bank capital

Authors Definitions of bank capital

O.I. Lavrushin Bank capital is a broader concept than the bank's own capital, which
includes the sum of funds established to gain the trust of creditors and
depositors and to carry out its activities. According to the author, the
equity capital of the bank consists of the shares of the founders in the
formation of the authorized capital

S.I. Lukash, A.A. | Bank capital is a set of capitals attracted by the bank, used by them in
Malyutina the form of bank resources for credit, settlement and other operations.
The bank's equity capital (authorized capital and reserve capital) is the
smallest part of the bank's capital. Unlike commercial or industrial
capital, a bank's equity capital is used in banking operations.

D.J. Barltron, D. | A bank's capital is a sufficient reserve to prevent various contingencies
McNaughton that arise in banking operations, and helps to overcome the inability to
make payments while adapting to changing conditions.

T.M.Karaliev, O.B. | Capital of a commercial bank is a stable source of financing the bank's

Sattarov, activities, and is a unique protection tool that allows to compensate for
I.F. Sayfiddinov unexpected losses from the bank's operational process.

Yo.Abdullaev, Bank capital means specially organized funds and reserves for the
T.Karaliev, purpose of ensuring the stable operation of the bank and covering
Sh.Tashmurodov, | emergency losses.

S.Abdullaeva

According to the | Capital reserves are reserves formed at the expense of net profit or
legislation of the | retained earnings of previous years after paying taxes and other
Republic of | mandatory payments. They can be used to cover any losses in banking
Uzbekistan as soon as they occur without any restrictions.

Author description | Bank capital is private capital in the liabilities of the bank's balance
sheet, which is necessary for the implementation of commercial and
financial activities by banks. Bank capital should be a guarantee of the
risks taken by depositors, creditors and founders in order to profit from
banking activities.

? Compiled by the author on the basis of research.

16



Analyzing the scientific views of foreign and Uzbek economists on bank capital, it
can be concluded that bank capital is the sum of initial material resources for the
organization of banking activities, and should be a guarantee of the risks taken by

depositors, creditors and founders in order to profit from banking activities.

1.2. The structure, functions and methods of economic assessment of the
capital of commercial banks

Today, the use of banking services, credit relations is one of the developed
areas. The bank's private capital plays an important role in organizing the bank's
activities and maintaining its position in the competitive environment. Analyzing
the adequacy of bank capital, its efficiency, and increasing bank capital increases
the competitiveness of banks, expands financing of asset operations.
2019 by the Ministry of Justice of the Republic of Uzbekistan according to the
decision of the State Tax Committee of the Republic of Uzbekistan, the Ministry of
Finance of the Republic of Uzbekistan, the Board of the Central Bank of the
Republic of Uzbekistan No. 3178 "On approval of the forms of financial
statements submitted by commercial banks to the state tax authorities", the private

capital of commercial banks consists of the following .

Figure-1.5
Composition of private capital of commercial banks
Equity structure

String | Account Indicator name At the | By the end of
code | code beginning of | the reporting

the reporting | period

period
2000 | 30300 Authorized capital
2010 | 30600 Additional capital
2020 | 30900 Reserve capital
2030 | 31200 Retained earnings

2040 | Total private capital (sum of rows 2000-2030)

The authorized capital of a commercial bank is the starting point for the
organization of banking activities. The charter capital is formed at the time of
establishment of the banking activity at the expense of the share contributions of

the founders of the commercial bank.
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Additional capital of commercial banks is formed at the expense of the
positive difference between the nominal and real values of the ordinary and
preferred shares issued by the bank, as well as at the expense of the positive
difference between the bank's purchase of its shares from shareholders and their
resale.

The reserve capital of commercial banks is formed from the net profit left at
the disposal of commercial banks after paying taxes and other mandatory payments
at the end of the year to cover the costs of asset operations. Reserve capital serves
as a source of payment for interest on bank bonds and preferred stock dividends
when a commercial bank makes a loss at the end of the year, and to cover losses
when the value of securities falls. The reserve capital of commercial banks is
formed based on the decision of the bank's management board and based on the
bank's accounting policy, at the expense of a certain amount of funds allocated
from the net profit every year.

Retained earnings is a part of the profit that remains at the disposal of a
commercial bank after the payment of dividends and allocations to reserve funds.

Bank capital and its size are of great importance in the composition of bank
resources. But the composition of the bank's resources is wide, and the share of the
bank's capital can be up to twenty percent. We can know the position of bank
capital in bank resources through its functions.

The capital of commercial banks performs the following functions:

— financing function;

— protection function;

— operational function in ensuring the stability of the bank's activity;

— regulatory function.

The capital of commercial banks performs the function of financing when
the bank is established. The capital of the bank, in the initial state where deposits
are not attracted through passive operations, finances the costs of establishing

banking activities, organizing work, and starting to implement activities.
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The protective function of bank capital, through the capital of built-up
reserves and insurance funds, performs tasks such as paying dividends to
shareholders, interest due on deposits, when the bank ends the financial year with a
loss or goes bankrupt.

When there is a need to finance high-risk bank operations and there are no
funds in the bank's main accounts, private equity reserves can be quickly used.

The regulatory function of the capital of a commercial bank is mainly
derived from the requirement imposed by the Central Bank on the amount of
authorized capital. It allows to control and regulate the banking activity according
to the minimum standard of the authorized capital of the bank, its liquidity
coefficients and many other indicators.

The purpose of analyzing the adequacy of the private capital of the bank is to
study the ability of the bank to protect the interests of the shareholders and
depositors in the bank's charter, how it withstands various risks that may arise
during the operation of the bank. In addition, the amount of bank capital plays a
big role in protecting the banks and credit organizations of developed and rich
countries from actions aimed at derailing the activity of the national banking
system.

In world practice, there are many ways to analyze bank capital adequacy.
The requirements of the Basel Committee on Banking Supervision are important in
determining the capital adequacy of commercial banks.

The Basel Committee develops the principles of banking supervision for the
countries of the world, and in the regional banking supervision, the principles of
banking activities and their supervision are developed, and the countries adapt it to
the standards of banking supervision based on their economic situation.

Basel III (approved in November 2010 in Seoul), these regulations were
supposed to be implemented in 2013-2018. As the main changes of Basel III
compared to Basel II, prudential requirements for capital and prudential
requirements for liquidity were included in the capital calculation of banks. A

number of changes were made to Basel III regulations in 2019.
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Basel III standards consist of three main parts:

— the first part describes the interrelationship of capital requirements
with risks - "Basel III general approach aimed at increasing the stability of banks
and the banking system";

— the second part is dedicated to liquidity risk control in banks - "Basel
I international approach to liquidity risk measurement, standards and
monitoring";

— and in the third part: "Banks of international system importance:
Determining the possibilities of recognition of losses and additional requirements
for it".

A number of measures were implemented to increase the stability of the
banking system, to strengthen the resource base of commercial banks and to
create conditions for their growth, to stimulate the investment activity of banks,
and the conditions of Basel III international standards were gradually introduced

during 2015-2019.

Composition of regulatory capital of commercial
banks

!
| !

Tier I capital Tier 11 capital

v

Y v
Tier I additional capital

Tier I main capital

Figure 1.2. Components for determining the capital ratio of commercial
banks

Regulatory capital is the bank's capital, which is determined by calculation

for the purpose of regulating banking activities and calculating prudential

regulations.
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The purpose of analyzing the capital adequacy of commercial banks,
ensuring its adequacy, increasing the confidence of customers in banks, increasing
the country's investment attractiveness and increasing resources by achieving a
stable rating of international credit organizations.

Regulatory capital = Tier I capital (of regulatory capital

must not be less than 75 percent) + Tier II capital (1)

It should be noted that if the amount of Tier II capital exceeds one third of
Tier I capital, the increased amount is not included in the regulatory capital.

I-tier capital = I-tier core capital (I-tier core capital should not be less than
60% of the bank's regulatory capital) + I-tier additional capital (2)

According to the requirements of the existing legislation, the composition of
the main capital of the first level consists of the following:

— a) fully paid ordinary shares of the bank or instruments equivalent to
ordinary shares when the bank is organized in a form other than a joint-stock
company. Such shares or instruments must satisfy the following conditions:

— when the bank is liquidated, the demands on them are satisfied after all the
demands of the bank (demands of depositors and other creditors of the bank,
subordinated debt, preferential shares, etc.);

— the owners have the right to receive the part of the assets remaining at the
disposal of the bank after all requirements are satisfied upon liquidation of
the bank, in accordance with their share;

— non-payment for an indefinite period and in cases other than liquidation of
the bank, with the exception of cases of repurchase established by law

— when it is issued, the bank does not act on its repurchase or cancellation, and
legal and contractual requirements do not have the characteristics of causing
such a situation,;

— that it is not guaranteed and secured by the issuer or its related persons, and
in case of liquidation of the bank, its order of payment (subordination) has

not been changed by any contract;

21



b) added capital of the bank is the amount paid above the nominal price of

ordinary shares at the first placement;

c¢) undistributed profit (loss):

— capital reserves and other reserves formed at the expense of the
undistributed profits of previous years in the bank balance sheet
(except for free property (30905) and the increased amount of the
appraisal value compared to the initial value of fixed assets and
intangible assets (30908));

— remaining undistributed profit from previous years, except for unpaid
dividends;

— uncompensated losses of previous years and losses of the current
year;

g) shares of minority shareholders in enterprises that merge into the bank
balance sheet. This share arises when the accounts of subsidiaries are consolidated
in the bank's financial statements and the bank's share is less than 100 percent of
the capital of such enterprises.

d) devaluation reserve. This reserve is formed from funds set aside from
retained earnings to cover the bank's liabilities in the event of a significant
devaluation of the national currency.

According to the current legal requirements, the structure of additional
capital of level I consists of the following:

a) fully paid non-cumulative preference shares. Such actions must satisfy the

following conditions:

— not having a specific purchase date or conditions;

— cannot be purchased at the will of the owner;

— after the bank is liquidated and the demands related to them are satisfied
after the demands of the bank's depositors, creditors and subordinated debts
are met;

— these shares have not been placed as a guarantee and security for other

assets by the issuer or related persons;
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— the possibility of not paying dividends in accordance with the decision of
the general meeting of bank shareholders;

— non-payment of unpaid dividends for the previous period;

— the bank can only buy shares that are not less than 10 years old and with the
prior permission of the Central Bank of the Republic of Uzbekistan, and
after exchanging the purchased amount for the same or a higher type of
capital, or after showing that the bank's capital is higher than the minimum
capital requirement;

b) added capital of the bank - the amount paid above the nominal price of
preferred shares at the first placement;

v) Capital-equivalent instruments issued by subsidiaries that meet the
conditions for inclusion in Tier I additional capital and held by third parties, as
well as shares of minority shareholders in enterprises that merge into the bank's
consolidated balance sheet.

Tier II capital includes:

a) net profit for the current year;

b) reserves created for standard loans (assets) in an amount not higher than
1.25% of the sum of assets taking into account risk after discounts;

c) mixed liabilities (instruments with equity and debt capital characteristics)

in an amount not exceeding one third of Tier I capital after deductions.

Mixed obligations, as well as preferred shares not included in Tier I capital,

are included in Tier II capital if they meet the following conditions:

— paid in full;

— not secured by collateral;

— when the bank is liquidated, their claims are satisfied after the claims of
bank depositors and other creditors of the bank are met;

— cannot be paid at the initiative of the owner of the share and without the

prior consent of the Central Bank of the Republic of Uzbekistan;
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— covering all reserves of the bank and not giving the right to declare the bank
insolvent;

— if the bank did not make a profit during the last 3 quarters, or shares that

may be delayed at the issuer's discretion when making a decision not to pay
dividends (interest) on ordinary or preferred shares;
g) subordinated debt is a form of debt obligations of the bank, which after
calculations for the purpose of determining the bank's capital should not
exceed one third of the I-level capital. Subordinated debt, which is part of
capital of the second level, must meet the following requirements:

— lack of collateral security;

— when the bank is liquidated, the requirements for these obligations are
fulfilled after the requirements of the depositors and other creditors of the
bank are satisfied;

— the initial payment period is after 5 years;

— the debtor has not pledged other assets as a guarantee and security by the
bank or its related persons, and in the event of the bank's liquidation, its
order of payment (subordination) has not been changed by any contract,
that i1s, it has not been equalized to the requirements of the bank's
depositors and creditors;

— early repayment with the permission of the Central Bank of the
Republic of Uzbekistan.
— Recognition of subordinated debt as II-level capital of the bank is carried
out in the following order:

— 1n the period exceeding 5 years before the initial payment period - in full;

during the 5 years prior to the initial payment period:

in the 1st year - 80 percent of the subordinated debt balance;

in the 2nd year - 60 percent of the subordinated debt balance;
in the 3rd year - 40 percent of the subordinated debt balance;
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in the 4th year - 20 percent of the subordinated debt balance;

0 in the 5th year

d) the amount of 45 percent of the increased amount of the appraisal value
compared to the initial value of the assets.

Deductions from capital are deducted from Tier I capital before capital
adequacy ratios are calculated.

The following are deducted from Tier I capital:

— intangible assets, excluding bank software;

— the sum of all investments in the capital of unincorporated business
entities, including debt obligations that make up the capital of such
business entities;

— 1investments in the capital of other banks.

The adequacy of the bank's capital, that is, the amount of capital necessary
for the efficient operation of the bank, taking into account the risks, and the
minimum requirements set for it are calculated:

TAUS = Sum of balance and off-balance sheet assets + (OT) + (BT) (3)

In this case, TAUS is the total amount of risk-adjusted assets, OT is the sum
of operational risks, BT is the sum of market risks.

OT = (100 / the minimum level of the specified K1) x (the average sum of
the gross income of the Bank in the last three years x 15 %) (4)

Gross income = (interest income - interest expenses) + (non-interest income
- non-interest expenses) (5

If gross income is zero or negative in any year, it should be excluded from
the denominator and figure when calculating the average.

BT = (100 / minimum level of specified K1) x (Total amount of open currency
positions x 10 percent) (6)

When calculating the total amount of open currency positions, the largest
absolute indicator of the sum of the total long or total short indicators of

foreign currencies is taken.
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The ratio of regulatory capital to the total amount of risk-adjusted assets should
not be less than 13 percent. The ratio of regulatory capital K1 is calculated as
follows: K1 = RK / TAUS (7)

The monad ratio of Tier I capital is determined as follows:

K2 = defined as Tier I capital/ TAUS (8)

K2 coefficient should not be less than 0.10 (10.0%), taking into account that
3.0% of all assets taking into account the risk of the capital conservation buffer
will be quality I-level capital.

The monad ratio of Tier I fixed capital is determined as follows:

K3 = Tier I capital/TAUS (9)

determined as, its smallest level should not be less than 0.08 (8.0 percent).

These capital adequacy requirements are defined based on the requirements
and norms of the Basel Committee on International Banking Supervision. All
commercial banks need to calculate capital adequacy, taking into account the risks
affecting their activities.

The Basel Committee on International Banking Supervision determines
capital adequacy requirements of commercial banks based on global economic
changes and their impact on banking activities.

When determining the requirements for the adequacy of bank capital and the
level of capital, it is necessary to take into account the risks affecting the bank's
activity. It would also be appropriate to study the international experience of
banking supervision and regulation. Therefore, in the next plan of Chapter I, the
current legal framework and international experience related to banking activities

will be analyzed.

1.3. Legal basis of capital assessment of commercial banks and foreign

experience

When analyzing the activities of banks, it is important to analyze the current
legislation of the country where the bank operates. Each country determines how to

conduct monetary policy based on its political and economic goals. In addition, it
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is necessary to acquire the necessary knowledge and experience as a result of
studying foreign experience in this direction. Based on the relevance of the topic,
this section analyzes the legal basis of capital assessment of commercial banks and
foreign experience.

Today, the banking system and banking activities in the Republic of
Uzbekistan are regulated by the new version of the Law "On Banks and Banking
Activities" adopted by the Law of the Republic of Uzbekistan No. ORQ-580 on
November 5, 2019.

The banking system of the Republic of Uzbekistan consists of a 2-tier
system, consisting of the Central Bank of the Republic of Uzbekistan and
commercial banks.

The Central Bank of the Republic of Uzbekistan is a state body that
regulates the field of banking activity and exercises powers on licensing, regulation
and prudential control.

— The requirements for the authorized capital of the bank are defined in the
above law, according to which the minimum amount of the authorized
capital of the bank must be one hundred billion soums.

— The authorized capital of the bank is formed in the national currency of the
Republic of Uzbekistan and consists of funds contributed by the founders
and shareholders of the bank or state securities, with the exception of the
following cases:

— placing the bank's shares among the bank's creditors and paying them by
taking into account any rights (claims) of the bank in terms of monetary
obligations to the creditors;

— exchange of securities for bank shares;

exchange of one type of bank shares for another type of shares of this bank.
It is not allowed to use loan, pledged funds, as well as other pledged funds to
form the authorized capital of the bank.

The minimum amount of the authorized capital of the bank must be entered

by the founders of the bank before the application for state registration and
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licensing of the bank is submitted. Funds included in the charter capital are
transferred to the savings account opened in the bank.

In the event of a systemic financial crisis, bank shares can be purchased by
the Ministry of Finance of the Republic of Uzbekistan at the expense of state
securities.

The Central Bank is considered a state body for banking supervision, and in
the interests of bank customers and economic interests, it determines mandatory
regulatory norms that commercial banks must follow during their activities.

In order to ensure the financial stability of banks and protect the interests of
depositors and creditors, banks and banking groups must comply with the
prudential regulations, which are determined by the Central Bank.

— Prudential regulations include:

— - monanding coefficients of capital;

— - the maximum amount of risk for one borrower or a group of interconnected
borrowers;

— - the largest amount of large credit risks and investments;

— - accumulation (concentration) coefficients in sectors;

— - liquidity coefficients;

— the maximum amount of risk for the related persons of the bank;

— -maximum amount of unsecured loans (credits based on trust);

— requirements for the classification of the bank's assets and their quality
assessment, the formation of reserves against possible losses on the bank's
assets based on the classification of assets;

— requirements for calculating interest on bank assets and including them in
the bank's income account;

— the maximum amount of purchased shares and shares in the authorized
funds (authorized capital) of legal entities;

— requirements for the purchase and ownership of real estate and other

property;
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— open currency position limits;
— other prudential regulations determined by the Central Bank in accordance
with generally accepted international practice.

In order to reduce the risk of losses on assets, banks should maintain
sufficient capital and liquid resources, form reserves against possible losses on
assets based on asset classification, and also ensure diversification of their assets.

The Central Bank has the right to set additional increments to the liquidity
and capital adequacy ratios for banks, a group of banks and systemically important
banks in order to compensate for possible losses that may occur during the most
significant changes in the risk factors specific to this bank, a systemically
important bank and a group of banks.

Future changes to prudential regulations will be officially announced by the
Central Bank at least one month before the implementation of these changes.

One of these prudential regulations is the capital requirements of commercial
banks. This regulatory document is the Regulation "On the requirements for the
capital adequacy of commercial banks", registered by the Ministry of Justice of the
Republic of Uzbekistan on July 6, 2015 with the number 2693.

The requirements of the Regulation on the requirements for the capital
adequacy of commercial banks determine the minimum levels of capital of
commercial banks based on international experience.

This regulatory document defines the components and requirements related
to capital formation:

— requirements for the minimum level of capital;

capital structure;

— risk-adjusted assets;

— off-balance sheet instruments;
— derivative instruments;

— calculation of capital ratio;

— consists of final regulations and annexes.
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The requirements for the capital adequacy of commercial banks are determined

based on the requirements of the International Basel Committee on Banking

Supervision.

Table 1.6

The main requirements of Basel III regulatory standards and the difference

between Basel I and 11

Elements Basel I/I1 requirements New requirements(Basel IIT)
Minimum Tier 1 core capital/risk ratio (RM) > 2%; | Tier 1 core capital/ risk ratio
capital (RM) > 4.5%;
requirements Tier 1 capital/ RM > 4%

Tier 1 capital/ RM > 6%
Total equity/RM > 8%
Total equity/RM > 8%
Innovative Part of Tier 1 capital (but not more than | Step by step deduction
instruments 15% of Tier 1 capital)
Tier 3 capital It should not exceed 250% of Tier 1 | Cancelled
capital intended to cover market risks
YexoBnap Tier 2 capital < Tier 1 -capital; | Cancelled
Subordinated debt obligations < 50% of
Tier 1 capital
Correction/disco | 50% from Tier 1 capital and 50% from | 100% from Tier 1 capital
unts (except | Tier 2 capital
goodwill)
Conservation Not available Additional 2.5% on Tier 1
buffer capital/RM of 4.5%
Countercyclical | Not available in the amount of 0-2.5% of RM
buffer

The regulatory norms of the international Basel committee on banking

supervision are determined based on the trend of economic changes around the

world. As the main changes of Basel III compared to Basel II, prudential

requirements for capital and prudential requirements for liquidity were included in

the capital calculation of banks.

The main directions offered by "Basel III" are as follows:

- introduction of new requirements for the minimum level of the first-tier

capital and its component core capital, gradual reduction of the recognition of

hybrid instruments in the capital, the list of regulatory deductions from the capital

1s being clarified;
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- tightening of requirements for banks' capital and introduction of new
liquidity standards into practice - short-term (see Liquidity Coverage Ratio - LCR)
and long-term (see Net Stable Funding Ratio - NSFR), use of the "Leverage"
indicator.

- as well as the introduction of additional capital buffers: conservation buffer

(incl. Capital Conservation Buffer) and countercyclical buffer (engl.
Sountercyclical Buffer).

Therefore, Basel III envisaged the formation of two buffer capital:
conservation buffer and countercyclical buffer. The main purpose of the
formation of the conservation buffer is a "simple" increase to the minimum
requirements for maintaining the level of capital adequacy to cover bank losses
during a systemic economic depression. In order to provide a conservation buffer,
banks will have to limit profit sharing.

The commercial banks of the Republic of Uzbekistan are also fulfilling the
regulatory requirements of the International Basel Committee and the Central
Bank of the Republic of Uzbekistan. Capital adequacy, liquidity ratios and many
other ratios of commercial banks are calculated and reported to the Central Bank.

The following table shows the dynamics of the minimum amount of commercial
banks' capital and relevant ratios according to the rules and requirements of Basel
IIT over the years.

Table 1.7

Capital requirements of commercial banks of the Republic of Uzbekistan
based on the basic requirements of Basel I1I regulatory standards

. Effective date
Indicators
01.09.2015 2016 2017 2018 2019

Regulatory capital, (K1)* 10% 11,5% | 12,5% 13,5% 14,5%
Tier I capital, (K2)* 7,5% 85% | 9,5% 10,5% 11%
Tier I capital 6% 7% | 7,5% 8,5% 9,5%
Leverage ratio, (K3) 6% 6% 6% 6% 6%
Current liquidity ratio, (CLR) 30% 30% 30% 30% 30%
Liquidity coverage ratio (Lcr) i R0% 90% 100% 100%
Net stable funding rate ratio,

(NSFRR) - - - 100% 100%
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The regulatory requirements and minimum standards listed in the table
above are mandatory for all commercial banks in our republic. It should be noted
that there is a state share in the shareholding of a number of commercial banks in
the Republic of Uzbekistan. This increases their financial opportunities compared
to private commercial banks and may cause a violation of the principle of fair
competition. The analysis of this situation in the next sections of the scientific
work will confirm how correct or incorrect this theoretical view is. According to
the regulatory standards of the International Basel Committee, the adequacy of
bank capital 1s determined based on the ratio of bank capital to total asset
operations and risky assets.

Another system for assessing bank capital adequacy and requirements is the
CAMELS system for assessing bank capital adequacy used in the United States.

CAMELS is a banking analysis methodology introduced in 1978 by US
regulatory authorities after the decision to standardize systems for analyzing the
financial condition of commercial banks and other credit organizations.

CAMELS is an abbreviation of the initial letters of the analyzed
components.

C — capital adequacy. It is a set of standardized requirements that determine
the minimum values of the capital of banks and other credit organizations and how
much it should be.

These requirements are designed to protect banks themselves, their
customers and the country's economy by establishing rules and principles that
should ensure the safety and efficiency of banking activities that can withstand any
possible difficulties.

The following two important coefficients should be calculated:

1) the ratio of total capital to the sum of assets and off-balance sheet items

weighted by risk level;

2) the ratio of the main capital to the sum of assets and off-balance sheet

items weighted by the level of risk.
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A — asset quality. Asset quality is linked to the left side of the bank's
balance sheet. Bank management should control the quality of bank loans, because
the income of commercial banks depends on the loans granted. Credit and asset
quality are two terms that basically mean the same thing. In the analysis of the
quality of assets, the increase in credit risk, the impact of problem loans on
banking activity is analyzed.

At this stage of the analysis, assets are divided into the following three
groups: non-standard assets, doubtful assets and losses. In addition, an overall
weighted classification is made, including assets classified as 20% non-
performing, 50% doubtful and 100% impaired.

The ratio of the total weighted classification to the total capital is the main
indicator that determines the quality of assets.’

M - management, quality of management. The quality of bank
management is determined based on the evaluation of whether it works in
accordance with the laws and the instructions adopted by the control system.

When assessing the quality of management, the following are analyzed:

— effectiveness of bank management;

— the influence of objective and subjective factors, for example, capital
adequacy, asset quality and profitability;

— professional skills of management staff;

— existence of the internal procedures of the bank and the level of compliance
with them;

- level of preparation for future changes in banking activity, their planning

and reduction of existing risks.
E - earnings, profitability (profitability). In evaluating the efficiency of the
bank's activity, the sources of the bank's profit are analyzed and the future
development of the bank is forecasted by increasing the profit. In assessing the
bank's income, the structure and composition of the income is analyzed based on
the profitability of the bank's assets in the last three years.Return on Bank Assets =
Net Income / Average Total Assets (10)
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L - liquidity. In the CAMELS system, banks' liquidity is analyzed in terms of
timely fulfillment of bank obligations. Bank liquidity is the ability to meet
obligations without incurring excessive losses. Liquidity management is a day-to-
day process that requires bankers to monitor cash flow. It is important to maintain
a balance between short-term assets and short-term liabilities.

The liquidity of banks is evaluated on a scale from 1 to 5, and at this stage
the following are analyzed: volatility of deposits, degree of dependence on credit
resources, sensitivity to changes in interest rates, availability of liquid assets,
availability of access to money markets, efficiency of asset and liability
management, etc.

S — sensitivity to risk. At this stage, the dependence of the bank's financial
condition on changes in interest rates is analyzed. As a result of these analyses, the
effectiveness and flexibility of the CAMELS system of banking system evaluation
has been proven.

FIMS system of analysis of banking activity. After the CAMELS system
justified itself, the mechanisms of analysis of the banks' activities became more
and more sophisticated. The FIMS method of monitoring the financial stability of
banks was created and put into practice. The purpose of this system is to
continuously monitor the bank's activities based on its reports. As a result,
deficiencies identified as a result of various inspections are eliminated in advance.

This system involves the calculation of two complementary ratings: the
FIMS rating and the FIMS risk category.

The FIMS rating is an assessment of the current state of the bank based on
the changes in a number of financial indicators in the last quarter and the analysis
of the results of on-site inspections. The CAMELS methodology is used in this
rating and the bank's condition is evaluated using a rating score from 1 to 5.

In the FIMS rating, the following coefficients are calculated in relation to
bank assets: equity capital adequacy, net income, reserves, liquid assets, main

deposits, by type of loans, etc. In the FIMS risk analysis, the possibility of
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realization of forecasts of the bank's activity for the next period, the impact of risks
affecting the bank's activity are analyzed.

RATE system of analysis of banking activity. The RATE system has been
used by the Bank of England since 1997 to assess the financial stability of banks.
This system includes three interrelated blocks: Risk Assessment - risk assessment
(risk assessment), Tools - control tools, Evaluation - evaluation of the effectiveness
of the use of control tools.

In the RATE analysis system used in the banking business, analyzes are
carried out in 9 areas. During the analysis, it is important to study the importance
of the following factors: capital, assets, market risk, profitability, liabilities and
business.

The analysis of these factors is carried out on the basis of the financial

statements of banks.
There are many other methods of effective analysis of banks' activities, which are
determined based on the requirements of the country's banking system. It can be
said that in today's era of developed international economic relations, the economic
status and assets of banks are in the main attention of not only domestic market
entities, but also foreign economic entities. This, in turn, requires effective
organization of banking activities, reduction of risks affecting its activities,
increase of bank's capital and profit, production and implementation of a reliable
and effective system of bank activity control.

Summary and suggestions for the first chapter.

The importance of capital in the development of the country's economy is
higher than other economic resources. Effective use of available economic
resources, achieving economic well-being through proper distribution of capital
has been important in all eras. The role of banks in the proper distribution of
capital and the provision of funds to developing sectors and sectors of the economy

1s incomparable.
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It is known that an increase in cash in circulation leads to inflation and a
decrease in the purchasing power of the population. Therefore, analysis of banking
system activity is of urgent importance.

Based on the relevance of the topic, in the first chapter of this scientific
work, the capital of commercial banks and the theoretical basis of their evaluation,
the composition and functions of the capital of commercial banks and the methods
of its economic evaluation, the legal basis of the evaluation of the capital of
commercial banks and foreign experience were studied and analyzed.

As a result of scientific research in the first chapter, the following scientific

results and news were obtained:

1) The concept of a bank was given an author's definition based on its
functions today, according to which a bank is a for-profit organization established
through an appropriate license, having the right to carry out financial transactions
related to banking activities not prohibited by law, using its own resources,
including legal and is a commercial organization that has the ability to attract
funds of individuals and use them on its own behalf;

2) Based on the confusion in the definition of the concepts of resources and
capital of commercial banks today, the resources of commercial banks were
defined as follows, i.e. the resources of commercial banks are the funds at the
disposal of the banks, which are the authorized capital and funds generated as a
result of passive operations of the bank and other valuable assets. is a complex of
papers.

3) Also, the scientific works and conclusions of local and foreign scientists
about capital were studied and analyzed, as a result, the following author's
definition of the concept of capital was given. Capital is a means that has the
characteristic of bringing profit to its owner, and is used in the creation and
production of additional value, as well as in the implementation of financial
relations. These assets can be in the form of funds, equipment, land, intangible

assets, and securities.
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4)  According to the results of the analysis, taking into account the
existing shortcomings in the scientific conclusions on bank capital, the following
author's definition was given: bank capital is the private capital in the liabilities of
the bank balance, which is necessary for the implementation of commercial and
financial activities by banks. Bank capital should be a guarantee of the risks taken
by depositors, creditors and founders in order to profit from banking activities.

5) In addition to these scientific achievements, the national legal framework
and foreign experience of bank risk management, monitoring of bank capital
adequacy, liquidity, asset and liability operations, and foreign experience were
studied and analyzed.

Based on the existing experience and the results of scientific research, the
second chapter of this scientific work aims to analyze the banking system of the
Republic of Uzbekistan, the economic situation and opportunities of commercial
banks, the influence of bank capital on regional economic development, and the

methods of monitoring bank activity.
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CHAPTER II. EVALUATION OF CAPITAL EFFICIENCY OF
COMMERCIAL BANKS

importance of commercial banks in the country's economy

2.1. Analysis of the banking system of the Republic of Uzbekistan and the

In the development of the economic system of the Republic of Uzbekistan, it is

necessary to establish the activity of the national banking system effectively and

conduct continuous analysis. The purpose of regulating and controlling banking

activities is to develop the national economic system, maintain the stability of the

banking system, and protect the interests of bank shareholders, as well as bank

depositors and creditors.

Table 2.1
The role of the banking system in the economy (billion soums)
N Indicator name 01.01.2019 | 01.01.2020 | 01.01.2021 | 01.01.2022 | 01.01.2023
1 3 4 5 6 7
1 | GDP 406 648,50 | 510117,20 | 580 203,20 | 738 4252 888 341,7
2 | Bank assets 214 419,60 | 272726,90 | 366 121,10 | 444 922.5 556 746,3
Ratio of assets
3 | to GDP, in 52,7 53,5 63,1 60,3 62,7
percent
4 | Loan deposits 167 390,60 | 211 580,50 | 276 974,80 | 326 385,6 | 390 048,9
Ratio of credit
5 | deposits to 41,2 41,5 47,7 44,2 43,9
GDP, in percent
6 | Deposits 70 001,40 91 009,00 | 114 746,90 | 156 189,8 | 216 737,5
Ratio of
7 | deposits to 17,2 17,8 19,8 21,2 24,4
GDP, in percent
8 | Capital 26 678,90 51 030,70 | 58 351,30 | 70917,6 79 565,4
Ratio of capital
9 | to GDP, in 6,6 10 10,1 9,6 9,0
percent

From the statistical data presented in Table 2.1, we can see that in recent

years, the assets and capital of banks have been growing along with the gross
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domestic product of our country. In particular, the volume of GDP increased by
481,693.2 billion soums or 2 times compared to 2019 at the beginning of 2023,
while bank assets increased by 342,326.7 billion soums or 2.6 times at the
beginning of 2023 compared to the beginning of 2019. The fact that bank assets
make up 55-63% of the country's gross domestic product also confirms the high
importance of banks in providing the economy with funds, in the movement of
money, which is a universal commodity, and in bringing economic benefits. In
addition, we can see in this table that the capital of the bank increased by almost 3
times, or by 52,886.5 billion soums at the beginning of 2023 compared to the
beginning of 2019, and by 298% as a percentage. By further analyzing such a high
growth of bank assets and capital and analyzing its structural changes, the
dynamics of interregional distribution, it is possible to develop proposals for
measures to identify and eliminate existing shortcomings.

Table 2.2
Credit organizations operating in the Republic of Uzbekistan and their
structural structure

Ne | Credit organizations 01.01.2017 | 01.01.2020 | 01.01.2022 | 01.01.2023
1. Tot.al n'umber qf credit 103 147 177 199
1| organizations registered by MB
2 | including:
1.1. Commercial banks, of
' 27 30 33 32
3 | which:
4 | State-owned banks 10 13 12 12
5 | Private commercial banks 17 17 21 20
1.2. -bank i
g | 13- Non-bank credit 76 117 144 167
organizations, of which:
7 | Microcredit organizations 29 56 70 85
8 | Pawn shops 47 61 73 81
Mortgage refinancin
S48 ' s 0 0 1 1
9 | organizations
2. Branches of commercial 855 350 360 332
10 banks, total
3. Banking services office
. . 999 1050 1244 1543
11 | (including ATMs)
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Table 2.2 shows the statistics of credit organizations registered in the
Republic of Uzbekistan. Today, the economic reforms carried out in our country
have a positive effect on the banking system.

Facilitation created for the organization of the activities of credit
organizations, including the entry of credit organizations resident in foreign
countries into the market of Uzbekistan, will have an impact on the country's
economy. As a result of the open economic policy carried out in the last 5 years,
the number of commercial banks registered by the Central Bank of the Republic of
Uzbekistan increased from 27 in 2017 to 32 by the beginning of 2023. This in turn
means new investment in the economy, new jobs and competition.

According to the information of the Central Bank, we see that the number of
commercial banks operating in our republic has increased from 27 to 32, or by
18.5% compared to 5 years ago. Of these, the number of banks with a state share in
their capital is 12, and the number of private banks without a state share in their
capital is 20. In addition, 96 credit organizations were established from 2017 to the
beginning of 2023, and a total of 199 credit organizations were registered by the
Central Bank as of January 1, 2023. To conclude, the activity of credit
organizations in our country is changing in a positive direction as a result of the
ongoing economic reforms.

Also, the fact that their assets and capital are increasing provides an
opportunity to allocate additional financial resources to the real economic sector.

It should be noted that the growth of microcredit organizations among credit
organizations creates an additional competitive environment for commercial banks.
For example, at the beginning of 2017, there were 76 non-bank -credit
organizations, and by the beginning of 2023, their number has increased to 167.

According to the classical theory of the economy, the "invisible hand" i.e.
demand and supply controls the market. Compliance with this rule is also
important in the banking system. In this case, it is enough if the Central Bank
controls the compliance of the activities of private commercial banks with legal

norms.
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Table 2.3
Amount of assets of commercial banks (billion soums)

From this:
Ne Years Total assets State-owned banks State share in capital
non-banks
amount | share, in % amount share, in %

I | 01.01.2017 84 075,0 64 981,7 77,3 19 093,3 22,7
2 | 01.01.2018 166 631,8 | 136 505,0 81,9 30 126,8 18,1
3 | 01.01.2019 214 419,6 | 180 155,0 84,0 34 264,6 16,0
4 | 01.01.2020 272 726,9 | 2301264 84.4 42 600,5 15,6
5 | 01.01.2021 366 121,1 | 310 729,5 84.9 55391,6 15,1
6 | 01.01.2022 444 9225 | 3624219 81,5 82 500,6 18,5
7 | 01.01.2023 556 746,3 | 435135,6 78,2 121 610,7 21,8

As shown in Table 2.3, the assets of commercial banks in the national
currency, the soum, have grown dramatically in recent years. At the beginning of
2023, the volume of assets of commercial banks will be almost 6.6 times higher
than in 2017, or 472,671.3 billion. increased to soum. According to the state of
bank assets at the beginning of 2023, the total assets of banks with a state share
make up 78.2 percent of total bank assets or about 435,135.6 billion soums.

The assets of private banks amounted to 121,610.7 billion soums or 21.8
percent. Since 2017, the increase in assets of commercial banks has recorded an
average increase of 21% compared to the previous year. We can conclude that the
state's share of the assets of commercial banks continues to be high, there is a need
to increase the assets of private banks to adapt them to the principles of the free
economic market or to make the industry more competitive by reducing the state's

intervention in the banks' activities

Table 2.4
Volume of loans from commercial banks (billion soums)

Total From this : . .
Ne years amount of State-owned banks State share in capital

loans non-banks

amount Share in% CyMMa Share in%

1 | 01.01.2017 52 610,5 44 281,6 84,2 8328,9 15,8
2 | 01.01.2018 110 572,1 97 778,4 88,4 12 793,7 11,6
3 | 01.01.2019 167 390,6 148 796,0 88,9 18 594,6 11,1
4 | 01.01.2020 211 580,5 186 630,3 88,2 24 950,2 11,8
5 1 01.01.2021 276 974,8 244 483.9 88,3 32 490,9 11,7
6 | 01.01.2022 326 385,6 280 073,6 85,8 46 311,9 14,2
7 | 01.01.2023 390 048,9 324 680,8 83,2 65 368,2 16,8
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Table 2.4 presents statistical data on the volume of loans of commercial
banks, and the volume of loans has also achieved a sharp increase. At the
beginning of 2023, the volume of loans of commercial banks increased by almost
7.4 times compared to the volume at the beginning of 2017, or 337,438.3 billion.
increased to soums. Since 2017, the volume of loans provided by commercial
banks has recorded an average increase of 20% compared to the previous year.

An increase in the allocation of loans by commercial banks should serve to
meet the capital requirements necessary for economic development. Target
allocation of loan funds, constant monitoring of whether they bring economic
benefit or work as a bad loan to the detriment of the bank is required. For this
purpose, it is proposed to develop and put into practice a methodology that shows
the return of loans allocated in commercial banks, for what purpose they are used,
and methods of analyzing the work of employees working in credit departments.

Detailed information on this proposal will be given in detail in the third chapter of

the research paper.
share, in %

HIYH/IaH:

The total State-owned banks State share in capital

Ne years amount of non-banks

deposits amount share, in amount share, in

% )
1 | 01.01.2017 37 183,2 24 812,0 66,7 12 371,2 33,3
2 | 01.01.2018 59 578,7 39 270,1 65,9 20 308,6 34,1
3 | 01.01.2019 70 001,4 47 659,4 68,1 22 342,0 31,9
4 | 01.01.2020 91 009,0 65 739,5 72,2 25269,5 27,8
5 | 01.01.2021 114 746.,9 82 460,8 71,9 32 286,0 28,1
6 | 01.01.2022 156 189,8 104 248,0 66,7 51941.,8 33,3
7 | 01.01.2023 216 737,5 135 534,4 62,5 81 203,1 37,5

The dynamics of deposits of commercial banks is presented in Table 2.5,
and an increase in this indicator means that confidence in the banking system is
increasing. An increase in the volume of deposits made by legal entities and
individuals leads to an increase in the working capital of the bank.

If commercial banks make good use of these additional resources, they will

be able to increase their profits and capital. At the beginning of 2023, the volume
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of deposits of commercial banks increased by almost 5.8 times compared to the
volume at the beginning of 2017, or 179,554.3 billion. increased to soums. As of
the beginning of 2023, 62.5% of the volume of loans allocated belongs to
commercial banks with a state share in their capital, and 37.5% to private
commercial banks.
It should be noted that the increase in assets, capital and attracted deposits of
commercial banks is increasing the volume of allocated loans. This will serve to

expand the possibility of providing real sectors of the economy with loans on time.

Table 2.6
Amount of capital of commercial banks (billion soums)
HIYHJIAH:
Amount of State share in capital

Ne Years total bank State-owned banks non-banks ’

capital share,in share,in
amount % amount %

1 | 01.01.2017 8 981,3 65729 73,2 2408.4 26,8
2 | 01.01.2018 20 676,1 16 671,6 80,6 4 004,6 19.4
3 | 01.01.2019 26 6789 21 743,1 81,5 4935.,8 18,5
4 | 01.01.2020 51 030,7 44 266,8 86,7 6 7639 13,3
5 | 01.01.2021 58 351,3 48 995,3 84,0 9356,0 16,0
6 | 01.01.2022 70917,6 57 695,2 81,4 13222,4 18,6
7 | 01.01.2023 79 565.,4 61919,2 77,8 17 646,3 22,2

The amount of capital of commercial banks is important in the development
of the country's economic system. Just as initial capital is the driving force behind
the economic machine, the capital of commercial banks is essential for the
establishment and expansion of banks. Analyzing the statistical data presented in
Table 2.6, the capital of commercial banks at the beginning of 2023 compared to
the beginning of 2017 was 70,584.1 billion. we can see that it has increased to
soums or 8.9 times. It will be possible to increase the volume of private funds by
diverting undistributed profits to reserve capital in order to fulfill the minimum
requirements for capital adequacy of commercial banks and to increase the volume
of capital. It is proposed to direct not less than 15% of undistributed profit of

commercial banks to the reserve capital. As a result of the increase in the market
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value of reserve capital and securities, there is an opportunity to increase the bank's
capital by up to 25%. At the beginning of 2023, the total capital of commercial
banks is 79,565.4 billion. amounted to soums, of which 77.8% is the share of state-
owned commercial banks, and 22.2% is the share of private commercial banks.

As a result of the analysis, it is shown that in recent years, the assets of the
commercial capital, the volume of loans, the volume of deposits and the bank's
capital have been growing in terms of national currency. It should be noted that
such economic growth was directly influenced by economic policy results such as
the liberalization of the foreign exchange market and the devaluation of the Uzbek
soum in September 2017. In order to analyze the real volume of economic growth
in the banking system, it is necessary to deeply analyze the changes in the capital

structure of commercial banks, the structure and condition of loans, the structure of

profits and expenses of commercial banks.
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Figure 2.1. Growth dynamics of total assets and capital of commercial

banks of the Republic of Uzbekistan

Figure 2.1 graphically depicts the information received by the Central Bank
from commercial banks. We can see that the volume of total assets of commercial
banks is higher than the volume of capital of commercial banks.

We can analyze it in the table below:
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Years

2017

2018

2019

2020

2021

2022

Volume of CB
assets (billion
soums)

166 631,8

214 419,6

272 726,9

366 121,1

444 922,5

556 746,3

CB capital
volume (billion
soums)

20 676,1

26 6789

51 030,7

58351,3

70 917,6

79 565,4

In 2017, the volume of total assets of commercial banks was 8 times more than the

capital of commercial banks, and by the end of 2022 it was 7 times more. That is,

by the end of 2022, the ratio of the capital of commercial banks to the volume of

assets of commercial banks decreased due to the increase in the capital of banks.

This, in turn, shows that it is being achieved by commercial banks by fulfilling the

capital adequacy requirements of the International Basel Committee.

Table 2.7
National ranking of commercial banks based on some indicators
>
= < o
S S| & | % =
EE|Zz| 5|5 2%| rE | £ %
S |23 < = E £ R~ = =
Ne | Commercialbankname | § S | §=| <« S | ghem g 5 5 =
EE|ES| 3| 8| E€| S5 | & | ¢
— b = S » S m >
E S <= <
: Q
1 | Capital Bank 3 4 30 9 17 5 14 1
2 | Universal Bank 4 10 26 1 19 6 17 2
3 | Agricultural Bank 9 19 7 17 6 3 6 3
4 | OFB Bank 13 14 17 4 5 13 5 4
5 | Contact bank 11 7 13 18 20 8 22 5
6 | Partner bank 18 5 29 28 14 1 7 6
7 | Invest Finance Bank 8 18 28 3 16 19 20 7
8 | Ravnak bank 5 6 11 16 28 28 19 8
9 | Trust bank 15 16 21 21 21 7 3 9
10 | Asia Alliance Bank 10 13 31 22 22 9 8 10

Table 2.7 presents the rating data of commercial banks operating in our country

today on some indicators, and shows the list of banks included in the first 10. The

information in this rating of commercial banks is compiled based on the analyzes

of the National Research Center. Today, commercial banks without a state share in

their capital, which are gaining the trust of the people, occupy the top places in the
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rating. The commercial banks that recorded the last places are banks with small

capital and assets, which were established for specific purposes.

Table 2.8
Composition of assets of commercial banks
0LOLIT 0101201 01012019 01012020 01012021

Kypearsaranap own Mg, oo ymyum, %o pa, ¢ |y, %o|anp, iy, o puapa ¢ vy, % enp, i vy, o
Kaccanars Haks myn sa Gommka Tios
XyKRATTAH 359 Lo) 48409 29 5293 13| o3) 24 9T
Mapwesmit Oamtarn valnarnap | 119578)  142] 149091 B9 114288 33| 147690 54 8814 5
otka atcrapnar MaOaenap -
DESHTGHTTA) AR5 51 oTIRS] 40 0343 30| 100894 37 13160 3
otka Gatcrapiar MaOaenap -
HODESITEHTIE) 03873 78| 183463 ILO] 135454 63 154199 57 A0S 39
Ileecrinsnap & Oommka
KINMATIH KOFO32) L8 L8 Tedbe L) 22100 LI 31T L) 94T b
Mickosmapaier Momisaii
HHCTYMETIA) OFifiea
MaROypIATIApI PN 13 24659 LS) IS83 09 4l0e 02 15789 04
Kpeurr fifumanapn, cog S5 019 1084072 651 16467011 o8 070403 e[ 202128 738
Acocit Bocimanap, cof T4 L1 20500 14 348820 Lo STBI Al 834 3
Axrinep OFifisa wicoGatan
oz I 07 T34 08 JMLT 13 3363 1) T8Le 2D
hamkemar Ooma xyeyeniiwymenepi | 38600 05 2083 02 B0 01 38 01 IBLY 03
ot axTiBIa) B8 300 SIN4 30 Ml LI S0l L9 4IN) Ll
Kavi axrignap SEOTS0  1000] 166318 1000 2144196 1000 2727269 100,0| 366 1200 100,

Table 2.8 shows information on the assets of commercial banks operating in

our country. We can see that the main part of assets is made up of net credit

investments, including in 2017, net credit investments made up 62% of total assets

and amounted to 52,045.1 billion. was equal to 270,212.8 billion soums by 2021.

of total assets equal to soums
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It was 73.8 percent.

230000 Assets of commercial banks
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01.01.2017 01.01.2018 01.01.2019 01.01.2020 01.01.2021

Money order and other payment documents at the cash register
® Funds in the Central Bank
B Funds in other banks - residents
® Funds in other banks - non-residents
H Investments and other securities
m Obligations of clients on financial instruments
Fixed assets, net
® Interest accrued on assets
m Other private properties of the bank
H Other assets

Figure 2.2. Assets of commercial banks of the Republic of Uzbekistan
(billion soums).

The analysis of commercial banks' assets shows that net loan investments
have the main share. At the beginning of 2017, net loan deposits made up 61.9% of
the total assets of commercial banks, and at the end of 2020, this indicator made up
73.8%. It should be noted that the assets of commercial banks in the Central Bank
are decreasing. At the beginning of 2017, the funds of commercial banks in the
Central Bank amounted to 11,957.8 billion. soums or 14.2 percent of the total
assets of commercial banks, at the end of 2020 this indicator will be 18,851.4

billion. soum or 5.1 percent of the total assets of commercial banks.
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Commercial banks' net fixed assets have grown over the past 5 years. Net
assets of commercial banks at the beginning of 2017 amounted to 1,794.4 billion.
soums or 2.1 percent of the total assets of commercial banks, at the end of 2020
this indicator will be 8314.2 billion. soums or 2.3 percent of the total assets of
commercial banks. That is, the net volume of fixed assets of commercial banks in
the last 5 years is 6519.8 billion. per soum, or increased by 463 percent compared
to the base year.

Analyzing the assets of commercial banks, it is necessary to recognize the
reforms being carried out in our country. The volume of investments in the
economy will not remain unaffected by the further activities of commercial banks.
It is common in today's banking practice that commercial banks also invest in the
real sector of the economy and make a profit.

If we analyze the assets of commercial banks operating in our country in
terms of investments and other securities, the investments and other securities of
commercial banks at the beginning of 2017 amounted to 1,491.8 billion. amounted
to 9,447.7 billion soums at the end of 2020. amounted to soum. That is, the volume
of investments and other securities of commercial banks in the last 5 years
amounted to 7,955.9 billion. per soum or 633 percent compared to the base year.

The total assets of commercial banks at the beginning of 2017 amounted to
84,075.0 billion. amounted to 366,121.0 billion soums at the end of 2020.
amounted to soum. The total assets of commercial banks in the last 5 years
amounted to 282,046.0 billion. increased by 435 percent compared to the soum or
the base year.

Of course, the increase in the volume of assets of commercial banks is a
positive thing. However, the factors that caused the increase in assets should also
be taken into account. For example, in the last 5 years, how much has the value of
the national currency changed in relation to international currencies, how much has
the amount of the state's external debt increased, and how does this affect the loans
of commercial banks. In the following sections, it is appropriate for us to analyze

these questions in detail when analyzing the activities of commercial banks.
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Table 2.9
Composition of liabilities of commercial banks (billion soums)
y 01.01.2017 01.01.2018 01.01.2019 01.01.2020 01.01.2021
K¥pcarkudamap Homu - 5 . 5 - 5 - 5 - 5

MIpA. cyM | yrynm, % |Mapa. cyM | yrynm, % |Mapa. cyM |yrymm, % [Mapa. cyM | yaymm, % [Mapa. cym | yaymm, %
Jlenosutnap 371832 494| 595787 40,8] 700014 37,3] 910090 41,1] 114 746,9 373
Mapxkasuii GaHKHHHT
XucoOBapaKIapu 2634 04 537,0 04 497,6 03] 1686,6 08 10892 04
Bouka 6anknapHusr
MaOJaFIapy - pesujeHTIap 39794 53] 56413 391 63907 34/ 98694 4,5 130014 42
Bouka 6anknapHuHr
MaOmnarnapH -
HOPE3HJICHTIAP 15,2 0,0 121,2 0,1 S1L6 0,3 9223 04] 31754 1,0
OnuHran KkpeauTiap Ba
JM3UHT 26 785,6 35,7] 728193 49.9] 104 378,8 55,5 1052522 473 151 704,0 493
UnKapumiard KUMMATIH
KOF0371ap 216,3 0,3 190,3 0,1 10,0 00 28727 13 95230 3,1
Cy0opmmHap Kapsnap 0,0 0,0 0,0 0,0 2719 0,1 39783 18] 39995 1,3
Tynanuim no3um 6yran
Xuco0naHraH ouznap 3747 05 10492 0,71 21814 1,2] 23312 L1 37148 1,2
Bouka Max0ypustiap 62759 8,4 60186 411 34910 19 37745 1,7] 68156 2,2
Kamu maxOypustnap 75093,7]  100,0] 145955,6]  100,0] 187 740,4]  100,0{ 221 696,2|  100,0] 307 769,8]  100,0

The balance sheet liabilities of commercial banks consist of capital and liabilities.

Table 2.9 provides information on the obligations of commercial banks operating

in our country.
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Figure 2.3. Obligations of commercial banks of the Republic

Uzbekistan (billion soums)
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From the data in the above table, we can see that the liabilities of
commercial banks in the last 5 years amounted to 232,676.1 billion. increased by
410 percent compared to the soum or the base year. If we analyze the composition
of liabilities of commercial banks, 49.3 percent of the main part of liabilities or
151,704.0 billion soums are loans and leases, 37.3 percent or 114,746.9 billion
soums. deposits amounting to soums.

The volume of loans and leases received by commercial banks at the
beginning of 2017 was 26,785.6 billion. amounted to 151,704.0 billion soums at
the end of 2020. amounted to soum. The volume of loans and leases received by
commercial banks in the last 5 years is 124,918.4 billion. per soum, or increased by
566 percent compared to the base year.

The volume of deposits in commercial banks at the beginning of 2017
37 183.2 bln. if it amounted to soum, this indicator at the end of 2020
114,746.9 bln. amounted to soum. The volume of deposits placed in commercial
banks in the last 5 years is 77,563.7 billion. increased by 308 percent compared to
the soum or the base year.

Table 2.10
Capital composition of commercial banks (billion soums

Indicators | 01.01.2018 | 01.01.2019 | 01.01.2020 | 01.01.2021 | 01.01.2022 | 01.01.2023
Authorized

capital 16306,7 | 19673,2| 41877,0| 446558 | 54760,0 | 59856,7
Additional

capital 68,4 89,4 142,7 434,6 675,5 997,5
Reserve

capital 1792,8 2937,6 3844,5 5205,9 8 452,2 7320,6
Retained

earnings 2508,3 3978,8 51664 8 055,0 7029,9 | 11390,6
Total capital |  20676,2 | 26679,0 | 51030,6| 58351,3| 70917,6 | 795654

Information on capital dynamics of commercial banks

It is presented in table 2.10. The total capital of commercial banks at the
beginning of 2017 was 8981.4 billion. amounted to 79,565.4 billion soums at the
beginning of 2023. amounted to soum. The total capital of commercial banks in the
last 7 years is 70584.0 billion. per soum or increased by 8.9 times at the beginning

of 2023 compared to the beginning of 2017. Based on the above analysis, it can be
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said that in order to fulfill the Basel III requirements of the International Basel
Committee, banks are proposed to create an additional reserve in the amount of
3.0% of the assets taking into account the risks of the capital conservation buffer in
order to guarantee the provision of the capital reserve.

The authorized capital of commercial banks at the beginning of 2018 was
16306.7 billion. amounted to 59,856.7 billion soums at the beginning of 2023.
amounted to soum. The authorized capital of commercial banks in the last 7 years is
54,051.6 billion. per soum or increased 10 times compared to the beginning of 2017.

Also, the undistributed profit of commercial banks at the beginning of 2018
was 2508.3 billion. amounted to 11,390.6 billion soums at the beginning of 2023.
amounted to soum. It is possible to increase the level of capitalization and financial
stability of commercial banks by allocating not less than 15% of their undistributed
profits to reserve capital.

As we conclude on chapter 2.1, economic reforms and international economic
cooperation carried out in our country have an impact on the country's banking
system. Growth is noted on all indicators, in the real economic situation it is important
to analyze how positively or negatively these changes affect the economic system, as

well as how much they affect commercial banks themselves.

2.2. Analysis of the impact of the main macroeconomic indicators on the
credit and deposit policy of commercial banks

The activity of commercial banks is directly related to all economic
processes. Our analyzes in chapter 2.1 analyzed that the main indicators of the total
balance of commercial banks consist of lending and receiving, deposit operations
and bank capital in terms of asset and liability operations.

As a result of these analyses, we found out that the capital, profit, asset and
passive operations of commercial banks operating in our country have been
growing sharply in recent years compared to previous years. It would be
appropriate for us to determine how much real benefit this economic growth brings

and whether the real value of the new economic value created has increased or
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decreased compared to the previous one. For this, we will select some of the main
macroeconomic indicators and analyze their dynamics. We analyze the correlation
of these macroeconomic indicators with the weighted interest rates of loans and

deposits.

Dynamics of refinancing rate and inflation

2September 2

—= inflation Refinancinar

o

Figure 2.4. Dynamics of refinancing rate and inflation

Figure 2.4 shows the inflation recorded in our republic from January 2016 to
September 2021 and the dynamics of the refinancing rate set by the Central Bank.
We can see that in the first months of 2016, the rate of inflation was less than the
refinancing rate, and by the middle of the year it started to grow. In 2017, a number
of drastic changes were made in the monetary policy of our country. In particular,
the foreign exchange market was liberalized, large-value banknotes were issued,
and protectionist barriers began to be removed. And this did not leave its influence
on the market. In 2017-2018, the inflation rate continued to increase, and according
to official statistics, it was in the range of 10% to 20%. This, in turn, led to an
increase in the rate of refinancing by the Central Bank. The refinancing rate was
9% from January 2016 to June 2017, 14% from August 2017 to September 2018,
16% from October 2018 to April 2020, 15% from May 2020 to September 2020,

52



and from October 2020 It was set at 14%. It can be seen that as a result of the
ongoing economic reforms, the volume of entrepreneurship and production in the
country began to increase. This leads to a decrease in inflation and refinancing
rates.

Figure 2.5 shows the dynamics of the exchange rate of our national currency, the
soum, against 1 US dollar, set by the Central Bank. As we mentioned above, one
of the reforms in the currency policy was the abandonment of the binary standard

in setting foreign exchange rates.
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Figure 2.5. Dynamics of MB exchange rate of som against 1 US dollar
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Table 2.11

The exchange rate of the soum against 1 US dollar is set by the MB*

Cymunnr 1 AKII Cymuunr 1 AKII Cymunnr 1 AKII
JOJIapHra JloMIapura JOJIapHra
Hasp HI/IC6aTHI,)H Mb Hasp HI/IC6aTEII)H Mb Hap HI/IC6aTEI:H Mb
KypcH KypcH KypcH

Susaps 2016 2823,97| Oxts6ps 2017 8 061,32 Wrons 2019 8 594,53
®Oespans 2016 2 844,19  Hosbps 2017 8077,02{  Asrycr 2019 9 029,80
Mapr 2016 28606,71| Hexadps 2017 8 101,31 Cents6ps 2019 9401,30
Anpens 2016 2891,06] SnBaps 2018 8 145,92| Oxrs6ps 2019 9 447,63
Maii 2016 2914,40| ®espaib 2018 8 183,15  Hosibps 2019 9 484,66
Wions 2016 2936,33 Mapr 2018 8 143,54| Jlexabpp 2019 952187
Wromp 2016 2956,33| Anpens 2018 8 087,30  Amsaps 2020 9 533,50
Asryct 2016 297941 Maii 2018 8 032,43| ®espanb 2020 9 537,49
Cents0pb 2016 3002,58|  Mions 2018 791498 Maprt 2020 9518,28
OxTs0ps 2016 3056,16|  Mroms 2018 7812,69]  Ampens 2020 9 860,11
Hos6ps 2016 3139,06] Asrycr 2018 7796,76 Mait 2020 10 133,19
Jlexabpp 2016 3210,67| Cents6ps 2018 793782 Wrons 2020 10 156,53
Ausapp 2017 3249,54| Oxts0ps 2018 8 194,09 Wromp 2020 10 193,60
®eppanb 2017 3314,73] Hos6ps 2018 8 265,75]  Asrycr 2020 10 234,87
Mapr 2017 3490,74| Iexabps 2018 8 320,84| Cents6ps 2020 10 290,48
Anpens 2017 3656,38| Snpaps 2019 8 355,12| Oxrs6ps 2020 10 352,80
Maii 2017 377191 ®espanb 2019 839541  Hos6ps 2020 10 386,02
Wions 2017 3899,94]  Mapr 2019 8386,07| Jlexabps 2020 10 454,26
Wroms 2017 4 021,711  Anmpens 2019 8440,32|  Ausapp 2021 10 485,61
Agrycr 2017 4 147,14 Maii 2019 8457,82| ®espanp 2021 10 535,62
Cents6ps 2017 7568,78]  Mions 2019 8 526,92 Mapr 2021 10 504,92

Table 2.11 shows the dynamics of the exchange rate of the soum against 1

US dollar, set by the MB. This information is used in the analysis of the impact of

the depreciation of the soum against currencies on the real growth of the capital of

commercial banks and the total balance sheet. As a result of these analyses, it helps

to analyze not only the activity of commercial banks, but also the state of our

national economy.

In addition to these main indicators, in this section we will analyze the credit and

deposit rates of commercial banks. Commercial banks also provide bank loans in

foreign currencies. Fluctuations in exchange rates play an important role in this

This table was compiled by the author based on the statistical data of the Central Bank of the Republic of Uzbekistan.
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situation.

Interest rates on bank loans in national currency
(weighted average interest rates, annualized)

30,0

25,0

20,0

15,0

10,0
50
00
O ¥ 0 O O O8N MNSMN MBSO OO0 0O OO0 00 OO0 0 0 0 0 W oHE o oe o o=
el ™ e o o e e o e o o e e ™ e o o e e ™ e o o W NN NN N NN NN NN
© © 0 0 C 0 0 O 0 0 20 00 0 00 0 00 C O Lo QOO0 0O o0 QOO0 S O o0
NN AN N A SN N AN N N A SN N &N N S S N S N N & & N &SN NS S N SN N KN
»E > > = = £ > > & = £ > > & & £ > 2= = 5 £ > 5 &= & 5 £ > > =
BEEESEEEEEEEEEEEEEREE SN EEEEEEEEERE:
= & = 959 F £ 3 g2 5 ® 2 3 3 £ § ¥ 3 g = 9 E 3 & i 2 T B g = O #
E £ 2 < E £ E = E & E = E E E = E & B ¢ £
; z e @ @ 9 9 g e P g = D P 8 = Q@ @ g -
35 829 2 3 3 2 3 3 8 3 9 2 3 9 g
8 3 ¥ 3 8 3 £ 3 5 3 5
& i & 3 ) @
w— U 10 60 days oM 61 days to 90 days — to 180 da
From 181 days to 365 days — | 10 ] years —
o 3104 years o 4 10 5 years —
e More than 10 years

Figure 2.6. Interest rates on bank loans in national currency (weighted
average interest rates, annualized)

Figure 2.6 shows the dynamics of interest rates (weighted average interest
rates, annualized) on bank loans in national currency. We can see that interest rates
on bank loans in national currency depend on inflation and refinancing rates,
repeating the dynamics of the growth trend. Interest rates on loans have increased
steadily from 2017 to 2020, and in 2020

It began to fall in the second quarter. Higher interest rates may make

commercial banks more profitable in the short term, but real economy growth is
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adversely affected by high interest rates.

Interest rates on bank loans in foreign currency
(weighted average interest rates, annualized)

P = T e = e T - - T = I B |

2021
2021

o
~
o o
~

020
2020
viarch 2020
021

July £

Septemibe

T
January 202

Figure 2.7. Interest rates on bank loans in foreign currency (weighted
average interest rates, annualized)

Figure 2.7 shows the dynamics of interest rates (weighted average interest
rates, annualized) on bank loans in foreign currency. Different interest rates are set
according to credit terms, taking into account the fact that the exchange rate and
purchasing power of the national currency against foreign currency are constantly
changing, and its value is low. Short-term loans have a higher interest rate than
long-term loans.

Issuance of loans by commercial banks and profit from them are asset
operations. In return for loans, commercial banks receive income in the form of
interest, which in turn leads to an increase in the profits of commercial banks.’

In addition, commercial banks carry out deposit operations, which are one of the
passive operations. If a commercial bank pays a certain percentage of deposits to
the bank, commercial banks can use the deposit funds and make a profit by
converting them. Therefore, in this section we will also consider the analysis of

deposit rates.

56



2.12-table

Average interest rates on time deposits of individuals in national currency

JKucMoRHI WaXCTAPHIHT MALIHI BATOTAJATA KucMORHIT WaXCTAPHIHT MALTHI BATIOTAJATA
MY[IaTI Jeno3uTapH 0¥iinda prada (ous MyLTaTIH Jeno3utapy O¥itnda yprada Gous
CTaBKATAPH CTaBKATAPH
Jlagp 31 91 181 | Jlagp 31 91 181 |
30 | KyHZaH | KyHTH | KyH/aH 30 | KyHI2H | KYHIOH | KYHTH
i i i innan YA yi Y Annan
kynrada| 90 180 | 365 kynrada| 90 180 | 365
I0KOpH 10KOpH
KYHaya | KyHraya | KyHraya KYHTa4a | KyHraya | KyHraya

Supapp 2016 | 176 | 179 | 179 | 186 | 19,5 Okrs0ps 2018 13,9 | 144 | 159 | 158 | 172
Geppams 2016| 174 | 181 | 184 | 188 | 179 Hosops 2018| 14,1 | 146 | 160 | 162 | 180
Mapr2016] 181 | 178 | 183 | 190 | 180 | Jlexadpr2018| 142 | 145 | 160 | 183 | 185
Ampens 2016/ 178 | 179 | 181 | 190 | 183 Supapp 2019] 142 | 147 | 161 | 175 | 190
Maii 2016| 180 | 178 | 188 | 189 | 182 | espann2019| 148 | 149 | 156 | 18,1 | 192
Mons 2016) 17,7 | 182 | 187 | 188 | 18,6 Mapr 2019 16,0 | 156 | 155 | 176 | 189
Mioms 2016 15,9 | 181 | 187 | 190 | 19,0 Anmpens 2019 159 | 158 | 157 | 181 | 19,0
Asryer 2016/ 158 | 182 | 186 | 186 | 179 Mait 2019 16,0 | 151 | 157 | 181 | 190
Centstopp 2016] 162 | 183 | 185 | 186 | 18,1 Miows 2019 158 | 159 | 164 | 179 | 191
Okrs0ps 2016/ 16,5 | 18,1 | 185 | 185 | 178 Woms 2019 16,1 | 158 | 161 | 174 | 190
Hostp 2016] 14,0 | 178 | 186 | 181 | 175 Apryer 2019 151 | 168 | 158 | 182 | 19,5
Jlexabps 2016] 17,8 | 183 | 186 | 184 | 174 | Cenraops2019| 149 | 167 | 17,0 | 20,1 | 199
Supapp 2017) 180 | 183 | 184 | 185 | 162 | Okradps2019] 150 | 16,5 | 180 | 20,0 | 20,5
Geppams 2017| 17,7 | 183 | 179 | 186 | 158 Hosops 2019 148 | 169 | 175 | 202 | 204
Mapr2017) 17,7 | 182 | 180 | 185 | 147 | [Jlexadpr2019| 149 | 17,01 | 199 | 205 | 204
Ampens 2017) 176 | 182 | 182 | 185 | 157 Supaps 2020 150 | 185 | 200 | 205 | 211
Maii 2017) 17,5 | 183 | 181 | 185 | 16,5 | ®empams2020[ 14,6 | 166 | 182 | 203 | 21,0
Mons 2017 17,5 | 184 | 180 | 185 | 16,8 Mapr2020] 156 | 162 | 181 | 198 | 209
Moms 2017 176 | 182 | 17,7 | 187 | 171 Anpens 2020( 159 | 16,0 | 189 | 202 | 209
Asryer 2017|168 | 17,5 | 178 | 188 | 172 Maii 2020 16,0 | 16,6 | 191 | 209 | 21,0
Cenrs0ps 2017 17,7 | 181 | 182 | 188 | 185 Mions 20200 162 | 162 | 185 | 210 | 208
Okta0ps 2017) 168 | 176 | 181 | 188 | 18,6 Mioms 20201 163 | 157 | 160 | 190 | 188
Hosps 2017 16,6 | 174 | 179 | 183 | 184 Apryer 20201 149 | 150 | 158 | 166 | 171
Jlexaops 2017) 164 | 173 | 178 | 178 | 183 | Cenraops2020] 14,6 | 147 | 156 | 181 | 183
Stueapp 2018 16,1 | 164 | 174 | 182 | 184 | Oxraops2020| 134 | 141 | 153 | 184 | 176
Geppams 2018) 150 | 159 | 170 | 173 | 168 Hosops 2020{ 138 | 145 | 153 | 184 | 178
Mapr2018| 14,7 | 155 | 168 | 168 | 184 | [Jlexabps2020| 148 | 152 | 153 | 179 | 177
Ampens 2018] 13,9 | 153 | 160 | 163 | 174 Supaps 2021 12,6 | 155 | 160 | 176 | 177
Maii 2018] 138 | 152 | 158 | 161 | 165 | ®espams2021| 139 | 163 | 158 | 185 | 189
Mions 2018 139 | 151 | 160 | 156 | 159 Mapr2021] 188 | 16,0 | 156 | 186 | 197
Moms 2018| 14,0 | 148 | 164 | 153 | 155 Anpens 2021{ 138 | 160 | 16 | 194 | 20,
Asryer 2018 142 | 149 | 163 | 152 | 154 Maii 2021] 14,1 | 162 | 166 | 190 | 203
CenrsOps 2018| 14,1 | 148 | 160 | 152 | 157 Mons 2021) 14,5 | 159 | 166 | 189 | 202
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Interest rates on bank loans in foreign currency
(weighted average interest rates, annualized)
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Figure 2.8. Average interest rates on time deposits of individuals in
national currency

Figure 2.8 shows the dynamics of average interest rates on time deposits of
individuals in national currency, that the interest rates of deposits have an almost
similar trend of growth and decline. It was also noted that the deposit rates were
high compared to the refinancing rate and the inflation rate. Paying a higher
interest rate on deposits than the existing depreciation, and being able to return

deposits at the time of demand, serves to increase the confidence of commercial
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banks n front of customers.

Average interest rates on time deposits
of natural persons in national currency
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Figure 2.9. Average interest rates on time deposits of legal entities in
national currency

Figure 2.9 shows the dynamics of average interest rates on term deposits of
legal entities in national currency. These deposit interest rates, adjusted for
inflation and the interest rate, have been below 10% from early 2016 to September
2017, but have increased since September 2017. It was noted that the dynamics of
the above data affect the main macroeconomic indicators on the bank's activity, its
asset and liability operations. We will analyze the extent of this relationship using
correlation analysis. For this we introduce the following variables:

Period - period, InterestRate - refinancing rate, InflationRate - inflation,
AverageExchangeRateUZSUSD - exchange rate of one US dollar against the
soum, interest rates on bank loans in national currency (weighted average interest
rates, annualized): CR60uzs - up to 60 days, CR90uzs - from 61 days to 90 days,
CR180uzs - from 91 days to 180 days, CR365uzs - from 181 days to 365 days,
CR2uzs - from 1 to 2 years, CR3uzs - from 2 to 3 years, CR4uzs - from 3 to 4
years, CR5uzs - from 4 from 5 to 5 years, CR10uzs - from 5 to 10 years, C10Ruzs
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- from 10 years, interest rates on bank loans in foreign currency (weighted average
interest rates, annualized): CR180C - from 91 days to 180 days, CR365C - from
181 days to 365 days, CR2C - from 1 to 2 years, CR3C - from 2 to 3 years, CR4C -
from 3 to 4 years, CR5C - from 4 to 5 years, CR10C - from 5 to 10 years, CIOCR -
more than 10 years, Average interest rates on time deposits of individuals in
national currency: DJSH30 - up to 30 days, DJSH90 - from 31 days to 90 days,
DJSHI180 - from 91 days to 180 days, DJSH365 - from 181 days to 365 days,
DJSHI1 - over 1 year, Term deposits of legal entities in national currency average
interest rates on: DYSH30 - up to 30 days, DYSH90 - from 31 days to 90 days,
DYSH180 - from 91 days to 180 days,

DYSH365 - from 181 days to 365 days, DYSHI - over 1 year.

Moments
M 59 Sum Weights ahs ]
Mean - 1331533406 Sum Observations - o1
S5td Deviation 27083784 Variance - ¥.33802217
Skewness -0.85011563 Kurtosis -} 96235924
Uncorrected 55 12739 Corrected S5 455 935507
Coeff Variation - 20.3386952 Std Error Mean - 032611064

Basic Statistical Measures

Location Variability
Mean 13 31554 Std Dewviation 2. 70835
Median 14 D000 Variance T.33802
Mode - 14 0000 Range T.ooDooo

Interguartile Range T oo

Tests for Location: Mul=0

Test Statistic p Value

Student's t t 40.84148 Pr > |t] =, 000
Sign M 345 | Pr>—= M| | <0001
Signed Rank s 1207.5 Pr == | 5] - = D001

Te=st=s for Normality

Test Statistic P Value

Shapirc-Willk W 0. 749354 Pr < W =0 D031
Kolmogorowv-Smirmow (] 0.338399 Pr > D =0 010
Cramer-von Mises W-Sq 1.2404535 Pr > W-5q =0 Q050
Anderson-Darling A-_5q 7. 3383317 Pr = A-5q =0 Q050

Quantiles (Definition 5)

Figure 2.10. Checking the normality of indicators in the correlation test
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To verify the correlation of the above indicators, it is necessary to test them for
normality. Each parameter was tested for normality. In Figure 2.10, the main
statistical indicators were calculated in the moments section, the normality of the
indicator was checked in the tests for normality section by 4 tests, and the p Value
value was less than <0.01 in 4 tests, which tells us that the indicators are correlated

using Spearman, Pearson, Fisher =~ methods. allows checking.
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Figure 2.11. A graphical representation of the standard deviation of the
inflation indicator
Figure 2.11 shows the degree of deviation of the inflation indicator from a straight
line graph. We can see that the indicators did not deviate from the straight-line
function, which indicates that the periodicity and accuracy of the inflation

indicators can be accepted for analysis.

The UNIVARIATE Procedure

Q- Plot for AverageExchangeRatelZSUSD
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Figure 2.12. A graphical representation of the exchange rate standard

deviation
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Figure 2.12 shows the degree of deviation (quantile - quantile) of the
exchange rate of 1 US dollar against the soum from a straight line graph.

Statistical information on the exchange rate of 1 US dollar against the soum
is obtained from the fixed value of 1 US dollar against the soum of the Central
Bank. We can see that as a result of the determination of the exchange rate by the
Central Bank and the devaluation carried out in 2017, a break in the statistical
relationship is clearly visible in the graph. In the conditions of the market
economy, the exchange rate should be determined based on supply and demand,
and any mandatory measures have positive and negative sides. It is desirable to

reduce the harmful effects of negative aspects and increase the benefits of positive

Pearson Correlation Coefficients
Prob = Ir| under HO: Rho=0
Number of Observations

Rate | InflationRate | AverageE ateUZSUSD | CREQuzs | CR90uzs | CR180uzs | CR265uzs | CR2uzs | CR3uzs | CR4uzs | CRSuzs | CR10uzs | C10Ruzs
InterestRate 1.00000 062911 0.83453 | 085624 | 07931 0.34071 092952 | 081380 | 088015 | 000879 | 0.82652 | 090582 | 090418
<0001 <0001 <000 <0001 <0001 <0001 | <0001 | <0001 | <0001 | <0001 <.0001 <0001
50 50 50 50 Lt} L L ] 50 ] i 60 50
InflationRate 0.62011 1.00000 0.42384 | 0.49380 | 0.33848 0.42801 0.44080 | 0.46122 | 0.42805 | 0.53450 | 0.48660 | 042788 | 0.47843
<0001 0.0003 <0001 0.0011 0.0003 0.0001 | <0001 | 0.0002 | <0001 | <0001 0.0002 <0001
50 59 59 50 38 =) =) 1] 59 1] 69 i 69
AverageExchangeRateUZ SUSD 0.85453 0.42384 1.00000 | 070111 | 072342 0.82184 0.88822 | 0.87285 | 0.82227 | 0.85184 | 0.80373 | 091227 | 0.88152
<0001 0.0002 <000 <0001 <0001 <0001 | <0001 | <0001 | <0001 | <0001 <0001 <0001
i i i 52 i} i} i} i) i 1] i i 52
CRENuzs 0.85524 042289 070111 | 1.00000 | 079488 0.83585 0.87420 | 0.88344 | 0.90013 | 0.87481 | D.86628 | 083668 | 0.84578
<0001 <0001 <0001 <0001 <0001 <0001 | <0001 | <0001 | <0001 | <0001 <0001 <0001
50 50 50 50 ] &0 L @ 50 ] 69 g 50
CRA0uzs 078381 0.38348 0.72342 | 079483 | 1.00000 0.39488 0.88570 | 0.88487 | 0.90165 | 0.81761 | 0.86531 | 087620 | 084275
<0001 0.0011 <0001 <000 <0001 <0001 | <0001 | <0001 | <0001 | <0001 <0001 <000
it} it} it 58 it} it} it} 38 52 1] ik it} it}
CR180uzs 0.84071 0.42801 0.82184 | 083505 | 089488 1.00000 093276 | 083318 | 0.93818 | 088082 | 002338 | 093223 | 092164
<0001 0.0002 <0001 <0001 <0001 <0001 | <0001 | <0001 | <0001 | <0001 <0001 <0001
50 50 50 50 Lt} &0 L) 1] 50 ] i 60 50
CRI65uzs 0.92852 0.44080 082822 | 0.87420 | 0.83570 0.03276 1.00000 | 008732 | 0.95001 | 0.03622 | 0.06040 | 095588 | 0.03107
<0001 0.0001 <0001 <0001 <0001 <0001 <0001 | <0001 | <0001 | <0001 =.0001 <000
59 59 59 50 =} =) =) a8 59 1] 69 it 59
CR2uzs 0.91289 0.46123 0.87286 | 088344 | 0.53487 093818 098733 | 1.00000 | 0.97835 | 0.85040 | D.97453 | 095028 | 093338
<0001 <0001 <0001 <0001 <0001 <0001 <0001 <0001 | <0001 | <0001 =.0001 <0001
i i 59 52 it} i) i} 3 59 ] 82 i 59
CR3uzs 0.8e813 0.43803 093818 093801 | 087335 | 1.00000 @ 082287 | 0.95068 | 094304 | 093060
<0001 0.0002 <0001 <0001 | <0001 <0001 | <0001 <0001 <0001
50 50 &0 &0 21 50 ] i 80 50
CR4uzs 0.90879 0.52450 0.33082 093822 | 085049 | 0.92207 | 1.00000 | 0.94302 | 092452 | 092433
<0001 <0001 <0001 <0001 | <0001 | <0001 =.0001 =.0001 <000
i 62 i) i) ] i 1] 82 il i
CR3uzs 0.92852 0.48360 092388 093940 | 087453 | 093068 | 084382 | 1.00000 | 096415 | 095337
<0001 <0001 <0001 <0001 | <0001 | <0OO1 | <0001 <0001 <0001
50 50 &0 L) @ 50 ] 69 80 50
CR10uzs 0.80582 0.42783 093223 095588 | 0.85028 | 0.94304 | 002452 | 0.05415 | 1.00000 | 0.93020
<000 0.0002 <0001 <0001 | <0001 | <0001 | <0001 | <0001 <00M
59 59 ) =} 38 59 1] 89 i 59
C10Ruzs 0.90418 0.47843 0.02164 0.03107 | 003338 | 0.92060 | 0.02433 | 0.05337 | 0.96020 | 1.00000

<0001 <0001 <0001 <0001 | <0001 | <0001 | <0001 | <0001 <.0001
i i i) i) i) i ] i it i

Figure 2.13. Correlation of indicators according to the Pearson method
— With the help of the analysis, it was determined that the correct correlation
of the refinancing rate with the indicators of interest rates (weighted average

interest rates, annualized) on bank loans in national currency is as follows:
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- CR60uzs - correlation dependence on loans up to 60 days 85.62%;

- CR90uzs - correlation dependence on loans from 61 days to 90 days is 79.38%;

- CR180uzs - correlation dependence on loans from 91 days to 180 days is 84.07%;

- CR365uzs - correlation dependence on loans from 181 days to 365 days is 92.95%;

- CR2uzs - correlation dependence on loans from 1 to 2 years is 91.39%;

- CR3ugzs - correlation dependence on loans from 2 to 3 years 89.92%;

- CR4uzs - correlation dependence on loans from 3 to 4 years is 90.88%;

- CR5uzs - correlation dependence on loans from 4 to 5 years is 92.65%;

- CR10uzs - correlation dependence on loans from 5 to 10 years is 90.58% and

CIORuzs - correlation dependence on loans over 10 years is 90.42%.

Spearman Correlation Coefficients, N = 69
Prob > |r| under HO: Rho=0

InterestRate | InflationRate | AverageExchangeRateUZSUSD W CR180C | CR365C W CR2C | CR3C  CR4C | CRC | CR1C C10CR

InterestRate 1.00000 0.56358 062283 | 0.03126 | 0.06336 | 027938 | 040759 000986 031882 | 0.35385 | 0.48113

<0001 <0001 | 07986 | 06049 | 00201 00005 09359 | 00076 | 00029 | <0001

InflationRate 0.56358 1.00000 020413 | 0.22712 | 0.09735 | 030351 | 042732 003562 | 0.12324 | -0.09251 | 0.05911

<0001 00925 00605 04262 00112 00003 07714 | 03130 | 0449 06295

AverageExchangeRateUZSUSD 062283 0.20413 1.00000 | -0.38481 | 043251 | 0.25020 | 018573 045631 | 0.14609 | 038473 0.28553

<0001 0.0925 0.0011 | 00002 | 00381 | 01184 <0001 | 02310 | 00011 00174

CR180C 003128 0.22712 £.38481 | 1.00000 040934 = 021195 | 039126 048138 | 0.17513 | 007945  0.15476

0.7986 0.0605 0.0011 0.0005 00804 00009 <0001 01501 | 05164 02042

CR365C 0.06338 0.09735 043251 | 040934 | 1.00000 | 035731 | 0.32547 040320 | -0.11841 | -0.17147 | -0.01457

0.6049 0.4262 0.0002 | 0.0005 0.0026 | 0.0064 00006 | 03325 01589 | 09054

CR2C 0.27938 0.30351 0.25020 | 0.21195 | 0.35731 | 1.00000 | 047791 033431 | 0.11943 | 0.06456 = 0.11279

0.0201 0.0112 0.0381 | 0.0804  0.0026 <0001 00050 | 03283 | 05982 | 0.3561

CRIC 040759 042732 0.18973 | 0.39126 | 0.32547 | 047791 | 1.00000 046933 | 0.32629 = 0.09221 0.15989

0.0005 0.0003 0.1184 | 0.0009 0.0064 <0001 <0001 | 00062 04511 01894

CRAC 0.00986 0.03562 {45631 | 048136 | 0.40320 033431 | 046933 1.00000 | 027776 | 0.11855 | 0.19071

0.9359 0.7714 <0001 | <0001 | 0.0006 | 0.0050 | <0001 00208 | 03320 0.1165

CR3C 0.31882 012324 0.14609 | 047513 | -0.11841 | 011943 | 032629 027776 | 1.00000 | 0.34242 | 0.24926

0.0076 0.3130 02310 | 04501 03325 | 03283 00062  0.0208 0.0040 00389

CR10C 0.35385 -0.09251 038473 | 0.07945 | 017147 | 0.06456 | 0.09221 0.11855 | 0.34242 | 1.00000 @ 0.44558

0.0029 0.4496 0.0011 | 05164 | 01589 | 05982 | 04511 03320 | 0.0040 0.0001

C10CR 0.45118 0.05911 026553 | 0.15476 | -0.01457 | 0.11279 | 015989 0.19071 | 0.24926 | 0.44558 | 1.00000
<0001 0.6295 00174 | 02042 | 09054 | 0351 01894 0165 | 0.0389 0.0001

Figure 2.14. Correlation of indicators according to the Spearman
method
With the help of the conducted analysis, it was found that the refinancing rate and
inflation indicators have almost no correlation with the indicators of interest rates
(weighted average interest rates, annualized) on foreign currency bank loans. We
can note this as the factors affecting the stability of the value of foreign currencies
against the soum, the depreciation of the soum against foreign currencies, as well

as the low and almost no unexpected changes in foreign currency loan interest
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Figure 2.15. Correlation of indicators according to the Pearson method

Pearson Correlation Statistics (Fisher's 2 Transformation)

Variable With Variable N | Sample Correlation | Fisher'sz | Bias Adjustment | Correlation Estimate | 95% Canfidence Limits PH";NR”;;UUF
InferestRate InflationRate G 0691 07399 000483 06631 | 0457434 071978 <0001
InferestRate AverageExchangeRatelZSUSD | 69 086453 131100 0.0063 086291 0786956 0913108 <0001
InferestRate DJSH3 8 D552 Q58670 00038 QSUT ) D6TT8Y | Q328875 <001
InferestRate DJSH30 G 085843 179004 00434 (65568 D7TME1 0495965 <0001
InferestRate DJSHIA0 G 045453 49039 00034 Q45187 0B2008 0240960 <0001
InterestRate DJSH85 il 003829 Q03830 -0.0002815 0%00 | 027037 0200479 07557
InferestRate DJSH1 G 04593 043645 0.0033 043660 024685 0TI <001
InferestRate DYSH30 i 056762 13230 0.00638 086603 | 0791613 0915136 <0001
InferestRate DYSH G 088012 137630 0.00647 087863 0810531 0923320 <0001
InferestRate DYSH1E0 G 085157 | 126185 0.00626 084984 0767548 0904378 <0001
InferestRate DYSH365 il 036477 13195 0.0083 08635 074736 0913263 <0001
InferestRate DYSHY G 094619 179410 0.006% 094545 0913105 0965980 <0001
InfiationRate AverageExchangeRatelZSUSD | 69 (42384 045238 0.00312 042128 0209038 05801 00002
InflationRate DJSHI il 026062 Q26677 00182 25083 0466910 002588 0030
InfiationRate DJ5H30 G D42041 44840 000310 Q41686 D594 Q20222 00003
InfiationRate DJSHI0 8 02698 027674 0001% 26004 047412 D03 0024
InflationRate DJSH85 il 03334 23647 000245 3906 0526488 0002404 0004
InfiationRate DJSH1 G 006003 Q0600 00004414 05859 029214 07969 062
InflationRate DYSH30 il 035003 037482 0.00263 035573 0120994 0546406 00023
InfiationRate DYSH 8 Q41575 044254 0.00308 041322 Q19576 0592001 00003
InfiationRate DYSH1B0 G 03418 03565 0.00252 03399 | 012315 053697 00038
InflationRate DYSH365 il 035759 | 037412 0.00263 035530 0120508 0546058 0.00M4
InfiationRate DYSH1 G 04818 053891 0.00362 043941 0205043 08B0TIE <0001

Figure 2.16. Fisher's Z transformation of the correlation dependence
according to the Pearson method

At the next stage of the research, the average interest rates of the refinancing
rate and inflation indicators on term deposits of individuals in national currency:
DJSH30 - up to 30 days, DJSH90 - from 31 days to 90 days, DJSH180 - from 91
days to 180 days, DJSH365 - from 181 days to 365 days, DJSHI - from 1 year

average interest rates on term deposits of legal entities in national currency:
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DYSH30 - up to 30 days, DYSH90 - from 31 days to 90 days, DYSH180 - from 91
days to 180 days, DYSH365 - from 181 days to 365 days, DYSHI - over 1 year
were analyzed.

As can be seen from the data in Figures 2.15 and 2.16, the refinancing rate is
inversely related to the average interest rates on time deposits of individuals in
national currency, and positively depends on the average interest rates on time
deposits of legal entities in national currency. Inflation level has almost no or low
dependence on deposit rates.

— We can conclude the following from our analysis conducted in Chapter 2,
Section 2 of the scientific study:

— - changes in the monetary and credit policy carried out at the national level
have an impact on the banking system in the short term;

— - in recent years, the indicators of the aggregate balance of banks have
increased dramatically due to the influence of factors such as the devaluation
of the national currency, the high level of inflation;

- interest on loans allocated by commercial banks directly depends on the

refinancing rate (with the exception of preferential and targeted loans), so

the refinancing rate determined by the Central Bank does not fail to have a

direct impact not only on interest on loans, but also on the country's

economy;

- it was found that the inflation level has little effect on bank loans and

deposits, which increases the possibilities of advance forecasting in banking

activity. Based on the above, at the next stage, the activity of commercial

banks will be analyzed more widely.

2.3. Analysis of the main indicators and capital assessment model of
commercial banks
In this chapter, we select a number of commercial banks as the object of research
and conduct a study on the development of a model for evaluating their indicators

and capital.
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Table 2.13
The main indicators of the total balance of commercial banks (in
thousands of soums).

| Baxom Kypc;;iimp Wi | 02w | 03w | Wldim | 0w | V6w | 00 | WiSEm | 0w | 200im
Akriprap 107285495,0/198219.972,0] 272619 8840] 490254 5530 927732 318,0] 1711275 567,0] 3997175 622,0/ 3878 203 000,0( 4408 147000,0( 5126 175 000,
MakOypustrap | 926673680| 178 0816830 246 515 50L,0] 4257296970 808 608 5930/ 1531 1502440] 3555 767994,0[ 3248 248 000,0( 3 542711 000,0] 4034789 000,0
Verap kamiramn | 132020000] 132020000] 223860000 418860000 52357500,0( 109297039,0( 170514 188.0] 4025760000 562 171000,0 768 500 000,0
~ |Kunara kanytan 00 00 00 89290, 8929000 21052730 210527301 210500000 21050000, 21050000
1| Opuerr Gunanc Gank
Botka Mabnaznap
B2 30NDATAD 00 00 00 00] 46605400 0 000 407500000 635100000 78740000
TaxcivnanMaran
doiiza 1416 12700 69362890(  3718383,0] 225495660 600445350] 68 723011,0] 268788 167.0) 221199.000,0{ 294809 0000 312907000,
Akinap 522 846 642,01 723 349 762,0/ 1 096 439 982,0[ 1 738 518 872,02 966 964 730,0] 3995 970 837,0] 5433 750 986,0[ 6785 099 463,0[ 8 823 076 219,0] 10287 089 495,0
MaOypnrnap | 447618 922,01622 011 7340|955 078 528,0] 1 528 969 830,02 665 502 042,0/ 3 587706 127,0] 4893 325 726,0[ 5984421 318,0 7626586 739,0] 8 708 607237,0
Verap xammamt | 31153 97L0] 405539710 S0787379,0] 681797200] 7956832601 795683260, 79568 326,0[ 1045406990 109928 8010 1099288010
2| Yowopiam Kymmran kamiman | 13090040] 13850540 138505400 123139940] 1231399401 123139940  123139940[ 123139940] 777513870 777513870
Botka Mabnarnap
BA 30NDATAD 00 270510 270510 00 00 0 00 00 00 00
TaxcivnanMaran
foiiza 42764 7450] 593719520 89161 970,00 129055328,0] 209580368,0] 3163823900 4485429400 683 823 452,0 1008 809 292,01 1390802070,0
Akinap 503.972.335,0] 688 685 260,0] 934 845 383,01 199253 508,0{ 1 830 827440,0 2647726 008,0[ 3 668 930222,0 4808 008 309,01 5370 624 599,0] 7210423 4850
Maxoyprsmaap 1475 630 096,0/654 238 609,01 878 955 969,01 112378 721,0(1 647721 906,0{ 2411676 977,0{ 2411676977,0] 4410633 619,0] 4823 008 068,0] 64670229570
Verap kamiramn | 3163179700 339171900] 4163179700 4163179700 803317970[ 8033179700 80331 797.0] 104363 852,0] 154363 859,01 172569 836,0
. |Kymuman kamman ) 1500000 22786600 3500000]  3500000] 3500000 350000,0 350000,0 350 000,0 35000000 573120860
3| Kamuman Gank
Boua wabmarnap
B2 30D 00 00 60, 00] 5078245000 374000200] 112795 73L0[  19245290( 19805 707,0) 192115360
Taxcummanvaran
foiiza S4395580)  3015950] 1390755700 448929900 STe41287.0] 1179%72140] 1372630150 29073630900 3730969650 4943070500
Akinap 038 846 153,01 816 557 791,0[ 1014 520 643,01 1 273 271 788,0| 1 762348 062,0] 2285 596 822,0 3244730 769,0] 3954 898 379,01 5328 199 000,0] 69007190000
MagOyprrraap | 582 701 385,01 740318 597,00 911623 031,011 153 163 135,0( 1 613 449 480,0[ 2076 563 666,0[ 2907 640 489,0] 3 452 862 559,0] 4 598 950 000,0] 5 779 938 000,0
Verap kamiramn | 36931 783,0) 453713570 624604500) 7697340900 9417340900 112653409,0( 1618734090 28277340900 40641300001 534 1940000
oo o |Kyumra kanviran 00 00 00 102950000  14595000[  14595000[ 23195000  2659500,0] 266000001 130441000,
4| Hnax it Ganx -
Bomka wabnaenap
BA 30NDATAD 140127500 1562699,0(  16227200] 174 1540 00 00 000 1412012900 201430000] 20648 000,0
Taxcivnanvaran
foiina 17811710,01 293051380 3881444201 41468599.0] 5326567301 9492024701 1728973710/ 20248178200 300033 000,0] 435498 000,0
AkiBnap 489,509 971,01 588 257255,0 7034124990 831959 859,01 1168 866 917,01 1333 645 114,0] 1807253 962,0| 2942920000,0| 5571 529073,0( 98789347700
MakOypusrrap |326286449,0140 011 857,0| 494 944 666,0 623751495,0] 932938 312,0] 1145 764 167,0] 1204 856 909,0[ 2246798 580,0( 3911 514399,0] 8 1915822590
Veras kamimamt | 157030 5450/ 160 480 5450 200446 510,0] 2004465100] 225446 510,0] 250446 510,0] 593 032833,0] 694465 804,0] 1642009 001,0] 16423525110
5 | Miporgen s Kiumaran kanuran 00 00 00 00 00 0, 00 00 00 00
Botka Mabnaznap
BA 30NpATAD 98475600 235354300 220632000 22765550 24951800] 27525870 00 00 00 00
TaxcivnanMaran
foiiza SA820L00 S4U131000  STISO0LO] 548529900  79869150[ -653181500[ 93642200 16556160 1800567301 453435100
Akinap 452,903 09401649 3592290 618866 075,00 590759 629,0] 702906 740,0] 874 065 081,0] 1519 158 055,0| 3 049 678 0320/ 5 864 635 000,0] 8439355 000,0
Makoyprsmaap 1425 198 721,0/614 208 528,0] 718021220 S289278780( 625748 5440 788 941093,0( 1196.209967,0] 2226 692 069,0] 4 842 381 000,0] 74009410000
Veras xammamt | 26466413,0) 366664130 426674130] 486684130) 526685130] 52668 513,0] 280 647462,0( 768 027462,00 8872730000 887273 000,0
6 Typoan Kymmran kamnman | 554380 884040 [1342020)  19398L0] 2186750 286750 286750 2186750 2186750 286750
Bouka Mabnaznap
BA 3aXIpatap 36572801 841550 45684, 4568400 583379401 215843601 200413601  87319680] 166973250[ 226903150
TaxcimnanMaran
foiiza 81677400 188827100  42165940] 129236730] 1843721401 3007836401 400778150]  46007858,0] 118.065000,0{ 1282320000

In the above table, the aggregated balance sheet data of Orient Finans Bank,
Hamkor Bank, Kapital Bank, Silk Road Bank, Mikrokredit Bank and Turonbank
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selected as research objects are presented. Based on these data, we will first

analyze the state of

economic

growth

n

commercial
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Figure 2.17. Dynamics of assets of commercial banks

2018
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38782
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30496
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88230
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Figure 2.17 was chosen based on the principle that the assets

banks.

2020
nmn
51261
10 287
72104
69007
98789
84393

of our

commercial banks analyzed as the research object should be almost close to each

other. As can be seen from the above table and figure, the volume of assets of

commercial banks has been growing in recent years. If we analyze the growth of

the assets of commercial banks selected in this chapter as the object of research,

the assets of Hamkorbank and Microcredit banks amount to 10 trillion. It is noted

that the soum is within the target range, and Orient Finance's bank assets have

increased by 150 times compared to 2010.
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Figure 2.18. Dynamics of obligations of commercial banks

Figure 2.18 shows the dynamics of liabilities of commercial banks. It goes
without saying that the increase in the liabilities of economic entities is
proportional to the increase in their assets. Therefore, it is appropriate to analyze
the ratio of liabilities to assets of commercial banks.

The difference between the ratio of liabilities to assets of commercial banks
from 100% is their capital and profit. From the data in the table, we can see that the
liabilities of Orient Finance Bank were at a high level from 2011 to 2017, and
started to decrease by 2018, which is definitely a positive result. The lowest
indicator according to this indicator belongs to Kapital Bank, the indicator of 90%
is recorded.

A number of risks arise in the implementation of asset and liability
operations of commercial banks. In order to prevent this and maintain the capital of
commercial banks, justify the trust of depositors and continue commercial
activities, it is 1mportant to constantly monitor bank operations and capital
movement, to ensure its stability.

Based on the requirements of the International Basel Committee and the Central

Bank of the Republic of Uzbekistan on minimum requirements for bank capital,
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we analyze the capital adequacy of commercial banks, which are the objects of

analysis.

Table 2.14

According to the Regulation of the Central Bank of the Republic of
Uzbekistan No. 2693, capital adequacy indicators of ADB "Kapitalbank" (in
thousands of soums)

Ne Indicators 2018 2019 2020
1 | Fully paid shares 105732055 155732062 | 172569856
2 | Added capital 350000 350000 57312086
3 | Retained earnings 275498646 350775662 | 494307050
4 | Intangible assets (8655917) (14130929) | (75275862)
Investments in the capital of non-
S | consolidated economic entities (70220) (70220) (70220)
6 | Tier 1 capital (adjusted) 372854564 492656575 | 648842910
7 | Tier 2 capital (adjusted) 82253858 168929168 | 221918432
8 | Total cost of capital (including risk) 455108422 661585743 | 870761342
9 On-balance sheet and off-balance sheet
assets (taking risk into account) 3330209340 | 4380338544 | 5822026847
10 | Operational risk 250908295 321410403 | 407617020
11 | Market risk 5955882 | 16735363 | 35947663
12 | Total value of assets (including risk) 3587073517 | 4718484310 | 6265591530
Indicators of capital adequacy
13 | Level 1 capital adequacy 10,39% 10,44% 10,36%
14 | Level 2 capital adequacy 12,69% 14,02% 13,90%

Analytical data of capital adequacy of commercial banks of ATB

"Kapitalbank" and capital adequacy indicators according to Regulation No. 2693

of the Central Bank of the Republic of Uzbekistan are presented in Table 2.14.

According to the Regulation of the Central Bank of the Republic of Uzbekistan

No. 2693, the minimum requirement for Tier 1 capital of commercial banks is set
at 10.0%, Tier 1 capital of ATB "Kapitalbank" is 10.39% in 2018, 10.44% in 2019,
and 10.44% in 2020 It was 10.36%, and according to Regulation No. 2693, the

requirement for Tier 1 capital was fulfilled.’

According to the Regulation of the Central Bank of the Republic of

Uzbekistan No. 2693, the minimum requirement for Tier 2 capital of commercial

banks is set at 13.0%, Tier 2 capital of ADB "Kapitalbank" is 12.69% in 2018,



14.02% 1in 2019, and 2020 It was 13.90%, and the requirement for Tier 2 capital
according to Regulation No. 2693 was fulfilled.

Based on the analysis above, after discounts in banks

It is recommended to increase the volume of additional capital by 15% on
the basis of mixed obligations in the amount not exceeding one third of the I-level
capital.’
When analyzing the capital adequacy of commercial banks, we should consider not
only their financial indicators, but also their capabilities based on their
organizational and legal form. From this point of view, in our research, we divided
the commercial banks operating in Uzbekistan into the following groups and came

to the following conclusions regarding the problems arising in increasing bank

capital:

Table 2.15
Grouping of commercial banks on effective organization of capital

Ne | Grouping of | Problems Offers
commercial
banks

1 | State In the formation of bank capital, itis | 1. Continuous analysis of areas
commercial possible to ensure capital adequacy and regions where problem
banks through financing from the state loans are increasing in the

budget. However, during their financing of social programs
activities, state banks can direct their | implemented by the state on the
capital and economic asset funds for | basis of loans from commercial
the development of the sectors banks and timely elimination of
determined by the state, which can problems;

lead to a decrease in the economic 2. Continuous monitoring of the
profit of these types of commercial state of loans and capital
banks and a decrease in the speed of | movement allocated to social
capital movement in the market programs, implementation of a
economy. transparent system of evaluation

of employees' performance.

2 | Private Private commercial banks are | 1. In order for the founders of
commercial independent in the formation of their | private commercial banks to
banks own capital. But due to the high level | increase their bank capital, it is

of market risk, the founders of private | necessary to improve the
commercial banks are less confident | regulatory framework for
to benefit from capital increase. ensuring the inviolability of
property;
2. To prevent shareholders of
commercial banks from
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withdrawing undistributed
profits in the form of dividends
and to direct them to increase
bank capital.

3 | Abroad Work on increasing the capital of | 1. When expanding the activities
foreign banks depends on interstate | of foreign commercial banks, it
economic relations and the economic | is suggested to monitor their
policy of foreign commercial banks. | economic nature and the credit
Today, foreign commercial banks | policy of local commercial
operating in Uzbekistan have limited | banks.

the scope of their activities, which
prevents their economic
development.

It is possible to reduce market risks and create a competitive banking system
by developing a methodology for assessing the capital of commercial banks in the
conditions of Uzbekistan. By grouping commercial banks in Table 2.15, it is
possible to form new ideas in evaluating their activities.

It is no secret that commercial banks with a state share in their capital
participate in the financing of many state social projects and social programs. As a
result of diverting the bank's capital to social goals, avoiding market rules, the
efficiency of capital use may decrease. In order to ensure the adequacy of the
bank's capital and prevent risks, it is necessary to study and analyze many cases,
such as the rate of return, effectiveness of the funds directed to each social
program, and the influence of the human factor. For this, it is appropriate to adapt
the international methods considered in our research and develop optimal solutions
for reducing risks.

In order to increase the efficiency of commercial banks with a state share in
their capital, it is necessary to improve their management system. In commercial
banks with a state share, capital adequacy can sometimes be financed by the state,
which allows to meet the requirements of the International Basel Committee on
capital adequacy. But in the long term, only if every commercial bank can increase
its capital through economic means, competition will begin in the market and the

quality of banking services will increase.
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Today, in Uzbekistan, mainly private commercial banks have problems in
fulfilling the requirements of the International Basel Committee on capital
adequacy. In our analysis above, we have seen that rather than constantly
increasing the capital of private commercial banks, they are limited by existing
regulatory requirements. This can be explained in two ways, the first one is that the
founders of private commercial banks are not very confident in the future of
banking business, there are risks regarding the contribution of capital that is
introduced for the development of commercial banks. The second reason is that the
founders of private commercial banks receive retained earnings in the form of
dividends and direct their other businesses to financing purposes. In this case, a
certain amount of guaranteed dividend received is currently satisfying the founders
of the bank. Another noteworthy point is that the level of economic development
of the administrative-territorial units of the Republic of Uzbekistan is not the same.
As a result, the founders of private commercial banks are establishing their capital
and banking business mainly in areas with high profit margins.

The advantage of private commercial banks over commercial banks with a
state share is that these types of banks are independent in conducting their
activities and have a low participation in the financing of social projects and
programs of the state. This allows private commercial banks to increase profits by
independently managing their own capital.

In order for private commercial banks to increase their capital, they must
gain confidence by ensuring the inviolability of property rights by the state. In this
case, the founders should also understand that they must conduct their business
activities within the law, and the Central Bank should have sufficient financial
control mechanisms.

In the present conditions, commercial banks with shares of foreign banks or
organizations are not operating in Uzbekistan, their main purpose is not to expand
banking activities, but to finance the tasks set by their governments or to provide
banking services to their citizens. The main reason why there is no problem in

fulfilling capital adequacy requirements in commercial banks with shares of
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foreign banks or organizations is based on the wide range of funding opportunities
from the head office of these types of banks.

In addition, it is important to increase private capital through the
privatization of commercial banks and the issuance and sale of additional
securities. For this purpose, in the development of the Bank's emission policy, it is
considered appropriate to implement the procedure for selling shares up to 2%
through public auctions, based on the principle of "one share - one lot" in the
public IPO.

As a result, the Decree of the President of the Republic of Uzbekistan dated
January 17, 2019 No. PF-5635 "On the State Program for the Implementation of
the Strategy of Actions in Five Priority Areas of Development of the Republic of
Uzbekistan in 2017-2021" No. PF-5635 In order to fulfill the tasks of reforming
and introducing modern market mechanisms in the sector, there will be an
opportunity to develop a long-term strategy for the development of commercial
banks and to gradually reduce the state share in banks.

Timely repayment of loans allocated as the main risk plays an important role
in ensuring capital adequacy of commercial banks. Therefore, it is natural to take
into account the level of risk on the allocated loans when ensuring capital
adequacy.

But in this situation, it would be more useful to follow the laws of the
market.

Risk assessment of commercial banks' loans is always taken into account when
calculating capital adequacy. In Appendix 3 of the Regulation "On Requirements
for the Capital of Commercial Banks", the Central Bank's determination of the
level of risk in the assessment of credit rates creates a number of difficulties in
practice today. In our study, analyzing the problems in practice on this issue, we

made the following comments.
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Table 2.16
Risk levels of loans allocated to legal entities and individual entrepreneurs

Risk level for loans that are
T/p Annual interest rate Risk level in litigation and (or) have

outstanding debts

the main rate of the Central Bank in
1. | national currency + 6 percent band and 100%

below,

loans in foreign currency at interest rates
2. 150%
of 6 percent and below 200%

in the national currency from the main
rate of the Central Bank + 6 percent

3. 200%

band to the main rate of the Central

Bank + 9 percent band,

From the data of Table 2.16, we can see that firstly, the credit rate is strictly
linked to the refinancing rate of the Central Bank, and secondly, the level of risk
increases with the increase of the credit rate. When this mechanism works,
commercial banks limit the possibility of setting the loan rate depending on the
activity of business entities. As a result, the credit rate for reliable customers will
be the same as the credit rate for newly established customers with uncertain
performance. In this situation, commercial banks are forced to either offer a loan at
a high rate to a trusted client or delay providing a loan to a newly established
client. In both cases, the commercial bank loses.

In order to solve this problem, it is suggested that it is economically justified
to ensure the independence of commercial banks in determining the credit rate, to
create the opportunity to offer loans at different rates to customers with the same
organizational, legal form, and type of activity based on the economic activity of
their customers when forming the credit rate.

In the new standards of the Basel Committee, he proposed a new system of
approach to the loans allocated by the bank. Today, the monitoring process carried
out by commercial banks in relation to loans is in most cases a part of officialdom,

and it is certainly a pity that the bank employees are informed when the debtor is
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unable to fulfill his obligations under these loans, and the client is in a financial
crisis. At the next stage, the bank will begin the actions aimed at the recovery of
loan funds as soon as possible and will try to make the client go bankrupt and
focus on the loan collection against the collateral property. However, the reality is
that when the client declares bankruptcy and the foreclosure is focused on the
collateral, the realization of this property, litigation processes increase the bank's
costs, and in some cases, the value of the collateral does not cover the amount
owed.

The proposal of the committee is that after the loan funds are allocated, the
client's activities are constantly analyzed by the bank's credit inspector and other
qualified staff, when certain negative situations, such as the beginning of the
process of "eating" working capital by the client or investing in poorly studied
areas of the economy, and other situations are detected, it is possible to know
before the client that the client's activity is beginning to face a crisis.

It helps to prevent negative consequences and establish a long and effective
cooperation with the client by providing timely warning and professional advice.
Because a financially stable client not only repays the loan funds on time, but also
constantly uses various services of the bank, which ensures the stability of the
commercial bank's source of income.

Based on the recommendation of the Basel Committee, a new approach by
commercial banks to their lending process is the need of the hour. Continuous
analysis of each borrower's activities from the time of loan allocation to the full
repayment of these funds, the possibility of knowing financial difficulties that may
arise in the client's activity before the client, providing qualified consultative
advice on the client's activity, that is, not interfering with the client's activity, but
the client activities should be approached on a partner-partner basis, if necessary,
extending the loan amount, reducing the loan percentage for short periods, etc.
measures will have a positive effect not only for the client, but also for the bank.

In order to successfully implement the requirements of the Basel Committee,

measures are being taken by the central banks of developed countries to expand the
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scope of highly liquid yielding assets in the composition of assets so that the
provision of high liquidity by commercial banks does not have a negative impact
on their profitability, including by the authorized body of these countries. In
addition to state treasury obligations, securities with a stable high listing are also
recognized as highly liquid assets, which increases the possibility of increasing the
profitability of commercial banks' liquid assets.
In our opinion, the implementation of this practice in our republic will undoubtedly

have a positive result.

Conclusion and suggestions for the second chapter.

Evaluating the capital of commercial banks is a complex process, as well
as various economic and financial indicators, as well as the analysis of risks,
risks, and the relationship of macroeconomic indicators, which are related to
each other, was proven as a result of our research.

As a result of scientific research in the second chapter, the following

scientific results and news were obtained:

1. It is necessary to improve the methodology in accounting for the capital
of commercial banks. It should be noted that such a methodology should
not be in a fixed form. That is, it is more effective to use a methodology
that is able to respond quickly to market relations and macroeconomic
changes.

2. In order to ensure financial stability by increasing the authorized capital
of commercial banks, it is proposed to sell stock packages of up to 2%
through public auctions on the basis of the principle of "one share - one
lot";

3. Profit or loss of commercial banks directly depends on their credit
policy. It is important to use international experience in estimating the reduction
of monthly payments on unsecured loans. It is recommended to use CAMELS

and FIMS methods to create a universal methodology, adapting the guidelines
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for risk assessment, liquidity consideration and the influence of the human
factor to the conditions of Uzbekistan;

4. It 1s proposed to create an additional reserve in the amount of 3.0% of
the assets taking into account the risks of the capital conservation buffer in
order to guarantee the provision of the capital reserve of the banks;

5. After disbursement of credit funds, the client's activity is constantly
analyzed by the bank's credit inspector and other qualified staff, when certain
negative situations, for example, the beginning of the process of "eating"
working capital by the client or investments in poorly studied areas of the
economy, and other circumstances, the client's activity is detected. it is possible
to inform the client before the beginning of a crisis. It helps to prevent negative
consequences and establish a long and effective cooperation with the client by
providing timely warning and professional advice. Because a financially stable
client not only repays the loan funds on time, but also constantly uses various
services of the bank, which ensures the stability of the commercial bank's
source of income.

6. Annex 3 of Regulation AV 2693-6 No. 3 "On requirements for the
capital adequacy of commercial banks" defines the conditions for accounting for
credit risk. In this case, firstly, the credit rate is strictly tied to the refinancing
rate of the Central Bank, and secondly, as the credit rate increases, the level of
risk also increases. When this mechanism works, commercial banks limit the
possibility of setting the loan rate depending on the activity of business entities.

7. As a result, the credit rate for reliable customers will be the same as the
credit rate for newly established customers with uncertain performance. In this
situation, commercial banks are forced to either offer a loan at a high rate to a
trusted client or delay providing a loan to a newly established client. In both
cases, the commercial bank loses. In order to solve this problem, it is suggested
that it is economically justified to ensure the independence of commercial banks
in determining the credit rate, to create the opportunity to offer loans at different
rates to customers with the same organizational, legal form, and type of activity

based on the economic activity of their customers when forming the credit rate.
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CHAPTER III. IMPROVING THE MECHANISMS OF INCREASING THE
EFFICIENCY OF THE USE OF THE CAPITAL OF COMMERCIAL
BANKS

3.1. Improving the reduction of the negative impact of financial
operations of commercial banks on banking activity

All economic facts show that any economic process is interrelated with
another. We can clearly witness this especially when analyzing the activity of
commercial banks.

Commercial banks depend not only on their development strategy, but also
on the country's macroeconomic situation, the level of development of
international economic relations, and the socio-economic situation in society.

From our analysis in Chapter 2, we can see that most of the commercial
banks operating in the banking system of Uzbekistan have a share of the state. This
means that commercial banks can sometimes direct their capital to targeted
programs of the state. This may cause the market to violate the rule of the invisible
hand or the employees operating in the banking system to make wrong decisions in
their own interests. When analyzing the activity of commercial banks, it is
appropriate to study the interdependence of asset and passive transactions of banks,
to evaluate their influence on each other.

Commercial banks operating in our country not only provide banking
services to the population and clients, but also commercialize access to capital
through lending.

When we analyzed the composition of assets, liabilities and other key
performance indicators of commercial banks in the previous sections, we witnessed
that the lending practice is one of the most important indicators.

The credit policy of commercial banks directly affects all its activities. In
particular, it is important to increase the capital of a commercial bank, increase the
prestige of the bank in front of customers, increase the value of bank shares, and

form the composition of assets of commercial banks.
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Summarizing the above points, we see that it is relevant to analyze how
effective it is to properly organize the credit policy of commercial banks.

The fact that today the state pays a lot of attention to social protection, and
insufficient analysis by commercial banks in the allocation of social loans, may
affect the independence of banks and the safety of their capital in the future.

Starting from 2017, great emphasis is being placed on providing social loans
to the population. Every year, 7-10 trillion soums are allocated to social credit
through various channels under the motto of reducing poverty and making
entrepreneurs out of the poor. Most of the preferential loans allocated have become
problematic. The largest amount and share of problem loans was formed in the
regions where the most preferential loans were allocated. Due to the fact that loans
are allocated on preferential terms, it is impossible to use market and legal
mechanisms in their collection, focusing on property and other means. In this
situation, the state and its agent banks are facing problems affecting their financial
stability. For every sum collected, more money is being spent than was collected.

Therefore, it is necessary to improve the loan allocation mechanisms. The
relevance of this issue is that the position and financial condition of banks directly
affects the economic security of the country.

In August 2021, lending activity was recorded in commercial banks of our
republic. During the whole month, bank loans increased by 1.5%. Also, the total
balance of problem loans decreased by 400 billion soms and amounted to 18.5
trillion soms. This means 6% of total loan deposits (-0.2%). In this month, the
largest increase in problem loans was recorded among state banks in
Mikrokreditbank (+200 billion soums) and among private banks in Savdogarbank
(+55 billion soums). It is noteworthy that TBC Uzbekistan Bank, which actively
pursues an online lending policy, has started to significantly increase the balance of
problem loans (this may be within the accepted internal risk parameters). Banks'
profitability stabilized for a while and began to decline again in a situation where
the growth of interest expenses is accelerating due to the growth of interest

income, and the process of creating provisions for losses continues.
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1) Also, while analyzing the information announced by the Central Bank of
the Republic of Uzbekistan in August 2021, we should pay attention to the
following:

2) the difference between the rates of retail loans and retail deposits in the
national currency decreased to 2%. Since November last year, the price of retail
deposits has been steadily increasing, and since April, the price of retail loans has
been falling. In any case, it is clear that the banking system cannot continue
operating at 2% margins for long, as the retail market is exposed to and
accumulating risks. Soon either the cost of loans should start to rise or the cost of
deposits should start to fall. Otherwise, dangerous risks may affect the activity of
commercial banks, which enter the retail market without taking into account
relative advantages and future losses.

3) the difference between the interest rates of retail and corporate deposits in
national currency reached 4.8%. This was last recorded in January 2018. The
difference between corporate and retail deposits is difficult to explain in economic
terms. Moreover, if the mandatory reserve norms for both categories are the same.
Unfortunately, the only explanation goes back to corrupt reasons. That is,
corporate depositors do not place their deposits with banks at market rates unlike
retail deposits. Separate closed arrangements have their place, and the rates in
these arrangements are only increasing, and these differences continue to be
absorbed by the management of corporate depositories, which are mostly
government entities. The time has come to create a single open market - a platform
for placing corporate deposits in Uzbekistan.

4) excessive volatility of rates of corporate deposits in foreign currency cannot
be ignored. Last month, the average rate of corporate deposits in foreign
currency increased from 3.5% to 4.3%. This month, these rates decreased
from 4.3% to 3.2%. This happens only when a large depositor (most likely a
state-owned fund) that occupies at least half of the foreign currency deposit

market places and withdraws the deposit.
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5) Based on the fact that lending operations, which are the main activity
indicator of commercial banks, have a great impact on the formation and
increase of bank capital, we can reduce the risks that may negatively affect
the future activity of commercial banks by evaluating the process of loan
allocation.

To do this, we will be able to divide the loans allocated by commercial banks into
the main groups and develop a mechanism for evaluating their impact.

It is necessary to group the loans provided by commercial banks according to a

number of characteristics.

Grouping by loan object

legal entities natural persons

3.1-picture. Credit facilities provided by commercial banks
In turn, we can achieve the set goal through a broader analysis of the above groups.

— state organizations

non-governmental organizations

— commercial organizations

Borrowing legal entities

3.2-picture. Borrowing legal entities
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Figure 3.2 shows the group of legal entities receiving loans, and below we
will analyze their impact on banking activity by assessing the risks arising from
credit obligations.

When analyzing legal entities receiving loans from commercial banks, it is
necessary to analyze the purpose of the loan, guarantors for security and a number
of other factors.

We can reduce credit risks by grouping individuals who use loans from
commercial banks. As a result, the loss that can occur through improper use of
bank capital is avoided.

The activity of commercial banks affects all economic processes. In addition
to the above points, we can say that the economic relations between the
participants of today's economic relations are closely related to each other. In
particular, the fact that the demand for initial capital necessary for economic
relations is met by commercial banks increases their importance. On the other
hand, there is an urgent task of protecting the capital of commercial banks and the
interests of clients. For this, it is necessary to take into account the requirements of
the international Basel Committee, which develops regulatory and legal standards
to regulate the activities of commercial banks.

The International Basel Committee has developed a number of measures and
principles for the organization of banking supervision. In this scientific work,
based on international experience, we will perform the task of developing a
methodology for assessing the adequacy of bank capital to effectively organize the
use of bank capital and reduce risks.

This methodology includes the recommendations of the International Basel
Committee and serves to ensure effective capital management through risk
management in commercial banks.

In controlling the activities of commercial banks, the International Basel

Committee requires adherence to the following principles:
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1. Commercial banks must have a capital adequacy assessment
methodology. This methodology should assess the risks affecting the activity of
commercial banks and have a strategy for ensuring capital adequacy;

2. The competent state bodies controlling the activity of commercial banks
should monitor the strategy of ensuring the capital adequacy of commercial banks
and its implementation. If commercial banks do not comply with the requirements
for capital adequacy, the competent state body should have influence measures to
regulate the activities of commercial banks.

3. The authorized state bodies controlling the activities of commercial banks
may demand from commercial banks the adequacy of bank capital, which is higher
than the minimum requirement for capital adequacy, taking into account market
risks that are difficult to predict in advance.

4. If the capital adequacy of commercial banks is not ensured or if it falls short
of the established minimum standard, the competent state bodies controlling
the activity of commercial banks should have measures to apply quick action
measures and ensure the fulfillment of the minimum capital requirements.

5. Regulation of the activity of commercial banks depends on the proper
organization of the work of the bank management and internal control
department. In order for commercial banks to be prepared for unexpected
risks and to ensure the timely fulfillment of the requirements of the
competent state body or the International Basel Committee, the bank's board
of directors must have sufficient financial instruments and a methodology
for calculating capital adequacy.

It is considered appropriate to organize the work of the bank
management board as follows:

These analyzes are important for the effective organization of bank
supervision and are widely used in international experience.

A capital adequacy analysis based on Figure 3.3 includes the following

elements:
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1. Existence of processes and procedures for identification, assessment and
elimination of significant risks that may have a negative impact on the bank's

activities;

Based analysis of capital adequacy

Assessment of risks
affecting the bank's
activity

Monitoring of bank
documents and activities

Results of staff capacity
assessment

Board of Directors

Indicators that must be
monitored by the Bank's

Evaluation of the
effectiveness of internal
control

Figure 3.3. Bank control elements

2. Analysis of correlation of risks to bank capital;
3. Ensuring the adequacy of the bank's capital in determining the
strategic plans and business plans of the commercial bank;

4. Availability and effectiveness of internal control, audit and monitoring
departments in order to ensure generality in the management of the commercial
bank.

Bank control elements help to ensure the adequacy of capital of commercial
banks, as well as to ensure the continuity of their activities through a complex form
of management.

In order to effectively introduce the new standards of the Basel Committee,
in addition to the capital adequacy and liquidity requirements of commercial

banks, we believe that it is an important aspect to create an internal risk assessment
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system aimed at identifying, evaluating and eliminating risks. involvement serves
as an advantage in the safe operation of commercial banks in the process of
integration into the world financial system.

World experience shows that in the last 30 years, financial activities have
been organized on the basis of high risk, as a result of which the level of
intersection of interests at the global level has increased and their protection has
become more complicated. This, in turn, shows that it is necessary to prepare in
advance to be ready for unexpected changes, to protect commercial interests in the
conditions of financial stagnation and crisis.

Commercial banks mainly organize their activities based on the capital of a
large number of shareholders, as a result of which there is a need to protect the
interests of not only banks, but also shareholders. It should be noted that the
primary goal of this activity is to make a profit and increase the initial capital.
Therefore, when organizing the management of commercial banks, it is necessary
to choose such a strategy, which should increase profits, increase capital and
reduce the consequences of unexpected risks under any circumstances.

When organizing the management of the bank, it is appropriate to use the
analysis of the risk management and analysis, internal audit, monitoring
departments of the board of shareholders, the management body in making their
decisions.

It is recommended to develop the bank's development strategy for the long-
term perspective rather than taking into account the short-term perspective when
fulfilling the requirements for capital adequacy of commercial banks of the

International Basel Committee.
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Below we present the algorithm of risk management in the management of bank

capital:

N
* Development of the structure and management strategy of the
management body that checks the bank's capital adequacy

J

"

* Development of a risk identification algorithm

 Assessment of the impact of risks and their grouping

* Generalization of risks and assessment of general impact

* Grouping of bank capital and determination of normative values

* Risk monitoring and summary preparation

7

\
* Development and implementation of a mechanism for internal and
external evaluation of the quality of this system

7

€E€€€CE€€L

3.4-picture General structure of risk management affecting capital adequacy
in commercial banks
3.4 represents the sequence of actions used for risk assessment based on the

algorithm presented in Figure 4. International foreign experience was used to
create this algorithm.

]The development of the structure and management strategy of the
management body that checks the adequacy of bank capital is an organizational

issue, and its organization is carried out by the Board of Directors of a commercial

bank.
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Development of a risk identification algorithm includes the identification
and grouping of total risks that are likely to have a negative impact on the
operations of commercial banks.

The issues of determining expected losses (EL) or unexpected losses (UL)
by grouping risks are solved at the stage of risk assessment and grouping and risk
generalization and general impact assessment.

At the stage of grouping and determining the normative values of bank
capital, the correct assessment of the impact of risks is carried out by dividing the
capital of commercial banks into groups such as internal bank capital, economic
capital and regulatory capital.

At the stage of risk monitoring and preparation of a conclusion, it is
necessary to monitor the interdependence of risks affecting the capital of
commercial banks, how much they affect in which case, with the help of economic
indicators, and use the obtained results in making management decisions.

In order for the above algorithm to work correctly and efficiently, it is
important to establish appropriate departments in a commercial bank and create
favorable conditions for qualified personnel, which will allow shareholders and the
board of directors to obtain important analytical information in the management of
the bank's capital.

At the next stage, we will analyze the issues of determining the risks affecting the
capital adequacy and safety of commercial banks, setting their regulatory norms
and reducing their impact.

3.2. Improvement of the methodology of identification and management of

risks affecting the activity of commercial banks
Commercial banks develop and implement strategic development programs

in the course of their activities. Today, in the conditions of economic relations

based on high risk, it is important to reduce the consequences of lower risk.
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Therefore, it is necessary to take risks into account in the development strategy and

ensuring the adequacy of bank capital.

1 stage. Development of risk management strategy. Grouping of risks and their
normative levels are determined for this purpose. The risk management strategy
should be reviewed annually.

<:

2 stages. Accurately defining the goals and objectives of the risk management
strategy and continuously monitoring their implementation.

<:

operations of commercial banks, assessment and analysis of their impact, ensuring
performance of risk reduction tasks.

<:

4 stages. Identifying risks that have a significant impact on the profit or loss of
commercial banks and developing measures to reduce their impact.

A -

5 stages. Continuous monitoring of regulatory documents, minimum requirements

[ 3 stages. In the complex of risk management, identification of risks in all
[ for commercial banks, preparation of conclusions for management decisions.

—_— ~— . ~— .  ~— 0 ~—J

Figure 3.5. Risk management strategy

Figure 3.5 shows the risk management algorithm, which 1s an important
element in ensuring capital adequacy of commercial banks.

Now we will group them to control the ricks. In this case, we use the method
of transition from general to specific. Because each risk has a specific effect, we
can analyze their significance in detail through the deduction method.’

Common risks are:

- Credit risk;
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- Liquidity risk;

- Shareholder risk;

- Market risk (stock exchange risk, interest rate risk, currency risk);

- Operational risk;

- Profit and loss risk;

- Counterparty risk;

- Insurance risk;

- Image and reputation risk of the commercial bank;

- Issuer risk;

- Inflation risk;

- Political risk;

- Social risk;

- Administrative risk;

- Strategic risk and other risks.

There are many factors and risks that can affect the activity of commercial
banks, and the main group of risks was noted above. It would be appropriate to
assess each of these risks using a deductive method and determine regulatory limits
for commercial banks.

— Among the general risks, the following directly affect commercial banks,
that is, if their share is higher than 2%, we group them as risks related to the
activity of commercial banks:

- Credit risk;

- Liquidity risk;

- Shareholder risk;

- Market risk (stock exchange risk, interest rate risk, currency risk);

- Operational risk;

- Profit and loss risk;

- Counterparty risk;

- Insurance risk;

- Image and reputation risk of the commercial bank;
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- Issuer risk;

- Strategic risk.

When evaluating the impact of non-controllable risks on commercial banks,
we divide them into controllable and non-controllable risks. It is necessary to
determine that the share of risks in total risks, which are not applicable to
commercial banks, does not exceed 10%. Directly affecting risks, in turn, are again
divided into groups and the share of each is determined.

If the total impact of the risk is higher than 3%, such risks are considered

significant risks for commercial banks and we group them as follows:

According to According to quality
quantitative indicators indicators
credit risk liquidity risk
commercial bank
market risk image and reputation
risk
operational risk strategic risk

Figure 3.6. Risks that are important for commercial banks
After grouping the risks, we will identify them in the process of practical activity

and analyze the impact assessment.

é ) é N\ 4 N
Main commercial . Regulation of
. Business management : o
activity commercial activities
. S \ S \ S
a ™ - ™ - ™~
Active operations Strategic management Qualified legal service
\, v \, v \, y,

Management of

Passive operations :
financial resources

Reports

Figure 3.7. Hierarchical arrangement of business processes
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In order to analyze capital in the activity of commercial banks and use it
effectively, it is necessary not only to assess risks, but also to understand the
essence of commercial activity. In Fig. 3.7, we hierarchically divided the activities
of commercial banks into 3 main groups from the point of view of doing business.
As a result of this grouping, it becomes easier to identify the stage of occurrence of
the risks and the affected object.’

The risks we considered directly and indirectly affect the financial condition
of commercial banks. As a result, the capital of commercial banks may suffer a
certain amount of damage. In order to effectively evaluate and manage the capital
of commercial banks, and to compensate for losses caused by risk-based activities,
we analyze the capital by grouping it based on its economic nature.

The capital of commercial banks is divided into the following groups: internal
capital consists of economic capital and regulatory capital. Through this grouping
of capital, the internal control methodology for assessing the capital adequacy of

commercial banks is developed.

Grouping of commercial banks in terms of capital adequacy

Regulatory capital is the
Internal capital - capital Economic capital - capital set by the Central
intended to cover losses capital used to cover Bank and the
from expected risks and | losses from expected and International Basel
to carry out banking unexpected risks over Committee on the
activities time adequacy of commercial
banks.

Figure 3.8. Grouping of bank capital

Capital adequacy requirements of commercial banks are intended to protect
the interests of shareholders and bank customers, as well as to protect national
economic interests by ensuring the continuity of banking activities.
To achieve the above goals, we recommend that commercial banks use the
following methodology in their activities, analyzing several new methods used in

global practice today:
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""Going concern"
method

Economic capital

Commercial bank ""Going concern”
capital (domestic method
capital)
Regulatory At the request of the
(normative) capital Central Bank

Figure 3.9. Methods of assessing risk impact on bank capital Figure 3.9.
Methods of assessing the impact of risk on bank capital

We have touched enough on regulatory capital in our analysis above. Using
the "Going concern" and "Gone concern" methods used in the assessment of
economic capital, it is used to assess the impact of risks on the capital of
commercial banks. When applying the requirements of the International Basel
Committee, it is desirable to prevent commercial banks from operating only for
official requirements or statistical indicators, and to reduce the impact of real
economic threats and manage them effectively. According to him:

"Going concern" method is a capital assessment criterion for the purpose of
ensuring the continuity of activity, taking into account the impact of risks on the
activity of credit organizations. The confidence level should be more than 90%.

"Gone concern" method is a method of assessing the capital of credit
organizations to obtain reliable rating points in international ratings, which takes
into account all types of risks that may affect the activities of credit organizations.
The reliability (confidence level) of achieving the adequacy of bank capital and the
principle of continuity of activity should not be less than 99.9%.

Identifying risks for banks and reducing their impact is of great importance
for Uzbekistan today. Effective use of capital of commercial banks, support of
entrepreneurship has risen to the level of state policy, the relevance of this topic
increases even more.

When looking for an optimal solution for risk assessment in commercial

banks, each factor that causes the emergence of risks should be considered. In turn,
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we can divide the factors into such groups as economic, human factor and other
unexpected factors.

Based on the standards of the International Basel Committee, it is based on
the need for commercial banks to create internal systems and methods of risk
assessment, as well as an individual approach to risks.

It is possible to develop effective methods of operational risk assessment as
a result of grouping credit risk according to indicators such as customer category,
type of activity and financial stability, as well as developing bank internal credit
rating, introducing currency risk management practices by creating market risk
assessment systems. This is of great importance in ensuring the stability of our
national banking system, which is increasingly integrated into the world financial
system.

It is also important that in the research process, the lack of information
transparency in the banking system to ensure the reliability and reality of the
analysis, the lack of statistics of many cases in the banking practice or the lack of
reliability of the data, as well as interruptions in the periodicity of the data,
interruptions in the generality of the indicators have shown that it is somewhat
difficult to analyze the prospects of banking activity.

Therefore, by strengthening the requirements for ensuring the transparency
of information on the activities of commercial banks, the requirement of promoting
market discipline should be introduced into the banking control system of our
republic. The main reason for this is that by fulfilling this requirement, the
published information should allow market participants to make conclusions about
the level of risk sensitivity of the bank's activity, capital adequacy and the level of
risks.

In the course of our analysis, we have seen that the volume of reserve
allocations intended to cover losses from loans in large commercial banks of the
Republic of Uzbekistan is relatively high. In particular, according to the
recommendation of the experts of the Basel Committee, the amount of reserve

allocations of commercial banks intended to cover possible losses from loans
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should not exceed 0.5 percent of gross assets. In many large banks of our country,
this indicator is higher than 1 percent.

Due to the fact that reserves of commercial banks intended to cover possible
losses from loans are made at the expense of bank expenses, the increase in the
amount of reserves creates a strong negative impact on the financial stability of
commercial banks.

Also, the wide range of powers and responsibilities of employees in banking
activities not only reduces the productivity and quality of work as a result of
increased workloads, but also leads to exceeding the level of operational risk.

A special feature of the banking system of Uzbekistan is that the country's
economy has a strong degree of specialization in relation to large banks, medium
and small banks. As a result of the violation of the principle of diversification of
the loan portfolio in the large commercial banks of our country, the level of credit
risk increases, and a negative effect on their profitability occurs. In order to solve
these problems, it is important to develop and put into practice specific
methodological recommendations for allocated loans.

A special feature of the banking system of Uzbekistan is that the country's
economy has a strong degree of specialization in relation to large banks, medium
and small banks. As a result of the violation of the principle of diversification of
the loan portfolio in the large commercial banks of our country, the level of credit
risk increases, and a negative effect on their profitability occurs. In order to solve
these problems, it is important to develop and put into practice specific

methodological recommendations for allocated loans.

Table 3.1
Criteria for evaluating the performance of an employee working in the credit
department
Criteria for evaluating the work of an official dealing with issues of credit allocation in
commercial banks
The employee's | The duration of | The indicator | According to | Annual
background in the | the employee's | that the | the attestation  of
banking industry: | work  in  the | employee qualification of | the employee
1) "5" points with | banking sector, in | received a | the employee: | on changes and
a higher | particular in the | disciplinary 1) "5" points | innovations:
education in the | credit department: | punishment: that have been | 1) "5" points
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field of banking; | 1) "5" points with | 1) "5" points for | improved assigned to
2) "4" points with | work experience | not  receiving | during the last | "excellent"
higher education | of 10 years or | disciplinary one year; grade;
in other areas of | more; punishment in | 2) "4" points, | 2) "4" points
economics; 2) "4" points with | the last 5 years; | who have | assigned to
3) "3" score with | work experience | 2) "4" points for | improved their | "good" grade;
secondary- of 5 years or|not receiving | qualifications 3) "3" points
specialized more; disciplinary during the last | assigned to
education in the | 3) "3" points with | punishment in | two years; "satisfactory"
field of | work experience | the last 3 years; | 3) "3" points | grade;
economics; of 2 years or|3) "3" score for | for advanced | 4) "2" points
4) Not an expert | more; not  receiving | training during | assigned to the
in the field, score | 4) "2" points with | disciplinary the last three | "unsatisfactory"
"2"; less than 2 years | punishment years; rating;
of work | during the last 1 | 4) "2" points,
experience; year; who did not

4) "2" points for | improve their

receiving qualification

disciplinary over the last

punishment three years;

during the last 1

year;
Regarding the | Regarding the | According  to | According to | Problematic
employee's employee's service | the areas of | the elements of | level of loans
service to legal | to individuals: credit allocation | the allocated by the
entities: 1) did not expect | of the | administrative- | employee:
1) score "5"|any material | employee: territorial unit | 1) 30 < x <50
without expecting | benefit, no| 1) "5" points |to which the | but less than
any material | negative opinion | allocated to | loan was | 200 million
benefit, without | score "5"; credit in various | allocated: soums s
negative opinion; | 2) "4" score for | fields; 1) "5" points | score;
2) "4" score for | shortcomings, low | 2) "4" points for | allocated to|2) 50 < x <75
shortcomings, quality of service; | a large volume | more than 50 | but less than
low quality of|3) there are|of loans to | NCC and VCC; | 300 million
service; kinship ties with | individuals; 2) "4" points | soums,  score
3) There are | clients, score "3"; | 3) separate | allocated to | "4";
kinship ties with | 4) "2" points for | types of loans | NCCand VCC | 3) 75 < x <100

the officials of the
YuSh, score "3";
4) "2" points for
those who made
gross  mistakes
and violated the
principles of
fairness

those who made
gross mistakes and

violated the
principles of
fairness

less than 10 "3"

points;
4) "2" points
less than 5

allocated credit
types;

less than 40< x
<50;

3) "3" points
allocated to
NCC and VCC
less than 30< x
<40;

4) "2" points
assigned to less
than 30 NCCs
and VCC s;

but up to 500
million soums,
score "3";

4) More than
100 and more

than 500
million "
points.
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Based on the information in the above table, the work performance of the official
dealing with the issues of credit allocation in commercial banks is evaluated. We
present our evaluation proposals in the table below.

Table 3.2
Standards and results of employee performance evaluation

Standards and |50 > x up to >43 |43 > x > 35|35 > x > 30| Less than 30
results of employee | points points points
performance If  the score | If the score | If the | If the
evaluation ( x here | received by the | received by the | employee's employee's
is the score | employee falls | employee falls | score falls | score falls
received by the | within this range, | within this | within this | within this
employee) encourage this | range, range, range, review
employee and | consideration of | qualification the
create  conditions | issues of | improvement, | employment
for him to conduct | qualification retraining  or | contract
his work in this | improvement transfer to | concluded with
way in the future. and promotion another him
position

This assessment should be conducted by commercial banks once a year, and
the results should be analyzed. Regardless of the field, if we take into account that
the final result is formed based on the decision made by a person, we can achieve
the effectiveness of the activity through the analysis of personnel and their work.
In addition, it is important to conduct a general analysis and draw a conclusion on

other risks affecting the bank's capital adequacy.

Conclusion and suggestions for the third chapter

To sum up, Basel standards should be introduced to the bank control system
of our republic by strengthening the requirements for ensuring the transparency of
information on the activities of commercial banks, promoting market discipline
and enforcing discipline. By fulfilling this requirement, the published information
should allow market participants to draw conclusions about the level of risk
sensitivity of the bank's activity, capital adequacy and the level of risks.
In the third chapter of the scientific work, the mechanisms of increasing the
efficiency of capital use of commercial banks were analyzed. As a result, the issues

of reducing the negative impact of financial operations of commercial banks on
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banking activities were analyzed, and a risk assessment methodology was
developed for the purpose of increasing bank capital adequacy, and a proposal was
sent for implementation. Also, a methodology for reducing risks by evaluating the
performance of employees responsible for increasing the resource base for bank
capital, preventing problem loans in commercial banks was developed and a

proposal was sent for implementation.

CONCLUSION

The importance of capital in the development of the country's economy is
higher than other economic resources. Effective use of available economic
resources, achieving economic well-being through proper distribution of capital
has been important in all eras. The role of banks in the proper distribution of
capital and the provision of funds to the developing sectors and sectors of the
economy is incomparable.

It is known that an increase in cash in circulation leads to inflation and a
decrease in the purchasing power of the population. Therefore, analysis of banking
system activity is of urgent importance.

Based on the relevance of the topic, in the first chapter of this scientific
work, the capital of commercial banks and the theoretical basis of their evaluation,
the composition and functions of the capital of commercial banks and the methods
of its economic evaluation, the legal basis of the evaluation of the capital of
commercial banks and foreign experience were studied and analyzed.

In addition to these scientific achievements, the national legal framework
and foreign experience of bank risk management, monitoring of bank capital
adequacy, liquidity, asset and liability operations, and foreign experience were
studied and analyzed.

The following scientific and practical recommendations were developed
in accordance with the conclusions formed based on the research results:

1. The concept of the bank was given an author's definition based on its functions

today;
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2. Today, due to the confusion in the definition of the concepts of resources and
capital of commercial banks, the resources of commercial banks were defined
as follows, that is, the resources of commercial banks are the funds at the
disposal of the banks, the authorized capital and the funds generated as a result
of passive operations of the bank and other valuable assets. is a complex of
papers.

3. According to the results of the analysis, the following author's definition
was given to the concept of bank capital: bank capital is private capital in the
liabilities of the bank balance, which is necessary for the implementation of
commercial and financial activities by banks. Bank capital should be a guarantee of
the risks taken by depositors, creditors and founders in order to profit from banking
activities.

4. In order to fulfill the requirements for the adequacy of the capital of
commercial banks, it is necessary to analyze its composition, assess its current and
future status, and increase the volume of additional capital by 15% on the basis of
mixed obligations in the amount of not more than one third of the I-level capital
after discounts in order to improve management efficiency. identified; It is
necessary to improve the methodology in accounting for the capital of commercial
banks. It should be noted that such a methodology should not be in a strict form.
That is, it is more effective to use a methodology that is able to respond quickly to
market relations and macroeconomic changes.

5. 5. It was determined that there i1s an opportunity to increase the financial
stability and capitalization level of commercial banks up to 25% by allocating not
less than 15% of their undistributed profits to reserve capital.

6. The conditions for accounting for credit risk in Annex 3 of Regulation
AV 2693-6 No. 3 "On the requirements for capital adequacy of commercial banks"
create difficulties in the activity of commercial banks. It is suggested that it is
economically justified to ensure the independence of commercial banks in

determining the credit rate, to create the opportunity to offer loans to customers at
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different rates based on the economic activity of their customers when forming the
credit rate.

7. Implementation of the requirements of the International Basel Committee
as a result of the use of the "Going concern" and "Gone concern" methods in the
methodology for assessing the capital adequacy of commercial banks and the need
to create an additional reserve in the amount of 3.0% of the capital conservation
buffer taking into account the risks recommendations on capital formation were
developed;

8. Based on the results of the analysis of loans that affect the capital formation of
commercial banks and their timely repayment, it is recommended to put into
practice the methodology of assessing the performance of employees to prevent

credit risks.
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