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O‘ZBEKISTONDA SHAXSLARARO MUNOSABATLAR VA RASMIY 
MABLAG`LARDAN NOTEKIS FOYDALANISH 
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 kafedrasi mudiri 
 
Annotatsiya. Markazlashtirilgan tizim isrofgarchilikka olib kelsa, bozor tizimi resurslarni samarali taqsimlaydi. 

Bozordagi nosozliklar va axborot bo'shliqlarini asosiy aybdor deb ko'rsatgan tadqiqotlar resurslarni taqsimlashda institutsional 
va siyosiy omillarning muhim ta'sirini ta'kidlaydi. Bularga tartib va qoidalar singari rasmiy kanallar, shuningdek, siyosiy aloqalar 
va shaxsiy munosabatlar kabi norasmiy kanallar kiradi. Eksklyuziv va shaxsiy siyosiy mansublik rasmiy mablag'larni 
taqsimlashdan keladigan daromadlarning kamayishida alohida rol o'ynaydi. Ushbu maqolada O'zbekistonda rasmiy 
mablag'larning notekis taqsimlanishiga shaxslararo aloqalarning ta'siri kengaytirilgan holda o'rganiladi. 

Kalit so'zlar: bank sektori, moliya, iqtisodiy o'sish, risklarni boshqarish, investitsiyalar, likvidlik. 
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ФИНАНСИРОВАНИЮ В УЗБЕКИСТАНЕ 
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Аннотация. В то время как централизованная система является расточительной, рыночная система 

эффективно распределяет ресурсы. Исследования указывая на недостатки рынка и информационные пробелы в 
качестве основных виновников, подчеркивают важное влияние институциональных и политических факторов на 
распределение ресурсов. К ним относятся официальные каналы, такие как порядок и правила, а также неформальные 
каналы, такие как политические связи и личные отношения. Зачастую исключительная и личная политическая 
принадлежность играет особую роль в падении прибыли от формального распределения финансирования. В статье 
исследуется влияние межличностных контактов на неравномерное распределение официального финансирования в 
Узбекистане. 

Ключевые слова: банковский сектор, финансы, экономический рост, управление рисками, инвестиции, 
ликвидность. 

 
INTERPERSONAL RELATIONSHIPS AND UNEQUAL ACCESSIBILITY TO  

OFFICIAL FUNDING IN UZBEKISTAN 
 

Tojiyev Rakhmatilla Rakhmonovich - 
 Ph.D., prof. Head of Banking and Investments Department  

 
Abstract. While a centralized system is wasteful, a market system allocates resources efficiently. Research citing market 

failures and information gaps as the main culprits highlights the important influence of institutional and political factors on 
resource allocation. These include formal channels such as order and rules, as well as informal channels such as political 
connections and personal relationships. Often, exclusive and personal political affiliations play a special role in the decline of profits 
from formal funding distribution. This article studies the influence of interpersonal relations on the uneven distribution of official 
funds in Uzbekistan. 
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Introduction. Uzbekistan has maintained 

steady economic growth, ranging from 5% to 8% 
since the early 2000s. This seemingly supports the 
government's approach of gradual market-oriented 
reforms to safeguard living standards and bolster 
industry. Surprisingly, despite an abundance of 
skilled, affordable labor, the growth model focused 
on capital-intensive sectors, especially natural re-
sources, with preferential treatment like direct cre-
dit from the banking sector. Consequently, the inc-
rease in per capita income was primarily due to 
capital-to-labor ratio improvements, while the emp-
loyment rate dropped from 71% to 63% (Trushin 
2018). 

The lack of institutional reforms restricted 
economic opportunities, particularly for the labor-
intensive private sector. The government's failure to 
uphold the rule of law and protect private property 
hindered the efficient allocation of resources. 
However, here we should mention about socio eco-
nomic reforms accelerated in the sphere after 
leadership changes in the country, which cause favo-
rable conditions and supportive hands for entrep-
reneurs lacking for a long period of time. Implemen-
ting reforms in these areas encourages private sector 
involvement in wealth creation, leading to sustai-
nable capital accumulation, enhanced economic 
growth, and greater inclusivity.  
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This chapter emphasizes the significance of an 
equitable distribution of bank financing for enter-
prise and overall economic growth. Achieving this 
goal hinges on the government's credible commit-
ment to improving institutions that facilitate market-
based access to formal financing. 

The following sections provide an overview of 
mainstream economic theories on the importance of 
enterprise access to bank financing. While recogni-
zing unequal distribution, mainstream views attri-
bute it primarily to market and information imper-
fections. Institutional economists, however, propose 
an alternative explanation, emphasizing the crucial 
roles of social and political factors alongside infor-
mation gaps. These insights inform the subsequent 
discussion on the interplay between institutions, 
informality, and bank financing allocation in Uzbe-
kistan. Additional factors specific to Uzbekistan's 
context exacerbating formal financing allocation are 
briefly addressed. The chapter concludes with a 
summary of key findings. 

The Significance of Enterprise Access to 
Bank Financing for Growth 

Banks are fundamental to modern economies, 
but understanding how they drive economic activity 
and growth requires a nuanced discussion. The 
emergence of private property and money facilitates 
trade, leading to economic efficiency. However, 
without banks, funding projects relies solely on 
entrepreneurs' resources due to high information 
costs. Savers lack the means and expertise for 
comprehensive project assessment. Consequently, 
not all available savings are utilized for investment. 

Banks act as vital financial intermediaries, 
addressing information and incentive challenges. 
They accept short-term deposits and provide long-
term loans, encouraging saving and reducing credit 
costs fo r businesses. This 'maturity transformation' 
is a key growth-facilitating function. Additionally, by 
pooling risks and diversifying resources, intermedia-
ries enhance savings rates, resource allocation, and 
long-term economic growth. Banks also spur finan-
cial development, enabling international market 
participation, and streamline the payment system, 
expediting transactions and trade. 

Adam Smith attributed Scotland's eighteenth-
century trade and industry growth in part to the 
establishment of public banks in Edinburgh. Coase's 
work on firms applies to banks as specialized finan-
cial intermediaries, efficiently coordinating informa-
tion gathering and assessment. This economizes on 
aggregate information costs, benefiting borrowers. 
By concentrating deposits and loans, banks achieve 
economies of scale and reduce transaction costs. 

Access to formal finance is crucial for invest-
ment and growth. A lack thereof hampers profitable 
entrepreneurial ventures, leading to suboptimal 
operations despite high capital productivity. Studies 

show that financial development helps firms over-
come liquidity constraints, fostering growth poten-
tial. Furthermore, financing from formal sources 
correlates with faster firm growth. 

In summary, financial intermediaries drive 
economic growth through information generation 
and evaluation, risk management, savings mobiliza-
tion, efficient resource allocation, liquidity provision, 
and managing payment systems. While historic 
instances exist where growth occurred without 
extensive financial development, the prevailing 
theoretical and empirical support for the link bet-
ween financial development and economic growth 
remains robust. As Levine aptly stated, there's a fun-
damental relationship between financial develop-
ment and economic growth. 

Factors Influencing Unequal Bank 
Financing Distribution 

Modigliani and Miller (1958; Miller and 
Modigliani 1961) proposed that, in ideal market 
conditions, enterprises should be indifferent to 
funding sources. Yet, in less developed financial 
systems of emerging economies, bank loans are the 
primary external financing option (Cressy and 
Olofsson 1997). Research shows that due to incomp-
lete information, financial intermediaries often allo-
cate formal credit more favorably to larger, establi-
shed enterprises, disadvantaging smaller and youn-
ger firms (de la Torre et al. 2010; Demetriades and 
Andrianova 2004). This unequal distribution ham-
pers investments and growth, as some profitable 
initiatives lack funding (Claessens and Perotti 2007). 

Conventional explanations focus on informa-
tion gaps causing the inequitable allocation of bank 
credit. Smaller and younger enterprises, seen as 
higher risk, often lack acceptable collateral and face 
competition, making cash-flow prediction less 
reliable (Mina et al. 2013). Despite their significant 
presence, banks struggle to benefit from economies 
of scale when lending to them (Beck 2013), resulting 
in higher costs for these businesses (Berger et al. 
2001). 

Recent institutional economic perspectives 
highlight the role of social and political factors along-
side information gaps. They argue that business 
decisions respond not only to market forces but also 
to rules and regulations that shape behavior. 
Bureaucratic organizations under the rule of law 
facilitate exchange and investment, influencing eco-
nomic outcomes (Acemoglu et al. 2005; Goldsmith 
1995; North 1990; Weber 1968). Economic struc-
tures, including networks and bureaucratic institu-
tions, evolve with economic development (Stiglitz 
2001). In underdeveloped markets, credibility-
lacking bureaucratic institutions can be partially 
replaced by interpersonal networks to address allo-
cation questions, including financing (Stiglitz 2001). 
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Political connections are increasingly recogni-
zed as influential in accessing formal financing 
(Boubakri et al. 2013; Bartlett 2023; Cull et al. 2015; 
Faccio 2006; Faccio et al. 2006; La Porta et al. 2002; 
Li et al. 2008). Entrenched elites can create 
unfavorable operational constraints, fostering favo-
ritism, corruption, and bribery, further hindering 
market-based exchange (Fedderke et al. 1999). 

Competing views exist on the impact of cor-
ruption and rent-seeking behavior on social welfare. 
While some argue that productive firms can benefit 
from bribe-giving, this relies on specific assumptions 
and ignores the enduring, interpersonal nature of 
corrupt relationships (Blackburn et al. 2009; 
Duvanova 2014; Li 1998; Manion 1996). 

Additionally, not all entrepreneurs have eco-
nomically valuable networks, and valuable networks 
can be exclusive. Access to certain networks may 
grant access to others, creating further inefficiencies 
(McKean 1992). Corruption and rent-seeking prac-
tices, therefore, not only come at an economic cost 
but also challenge equality of opportunities (Bowles 
and Gintis 2002). 

Institutions, Informality, and Bank Finan-
cing in Uzbekistan 

The fall of Communist regimes in Eastern 
Europe and the former Soviet Union triggered 
significant changes in the 1980s and 1990s. This 
period, known as the 'transition', aimed to establish 
a society guided by democratic values and market-
driven economic relations. Uzbekistan, upon gaining 

independence in 1991, also embarked on this transi-
tion, though it adopted a more gradual and cautious 
approach to economic reforms compared to its 
counterparts (Ruziev 2021), which were justified 
due to caring population from shocking consequen-
ces observed in some countries some years ago. 

While market-oriented factors gained 
strength and bureaucratic organizations became 
more established, they still operate with biases and 
legal shortcomings in Uzbekistan. Socio-economic 
reforms accelerated after a leadership change in 
2016, but the country remains one of the least refor-
med among transition economies. The European 
Bank for Reconstruction and Development's (EBRD) 
assessment of transition quality (ATQ) indices offer 
a useful measure to evaluate Uzbekistan's progress 
in building credible institutions and a functioning 
economy guided by market signals and competition 
(EBRD 2023). 

Figures 10.1 and 10.2 depict two pertinent 
ATQ indices - 'well-governed' and 'competition' – 
comparing Uzbekistan's progress with other transi-
tion countries in 2016 and 2022. These indices gauge 
the quality of institutions, integrity standards, rule of 
law, and control of corruption, as well as efforts to 
shift decision-making from state-driven to market-
driven mechanisms. These factors significantly 
influence the allocation of bank financing based on 
risk and return principles. The figures indicate some 
progress for Uzbekistan between 2016 and 2022 in 
both indicators.

 

Figure 1. The assessment of transition qualities: the well-governed index in  
selected transition economies, 2016 and 2022  

 
However, the country still lags behind most-

transition economies in the sample. 
The literature reveals that in such conditions, 

entrepreneurs and bureaucrats often rely on perso-
nal networks to allocate resources related to finan-
cing, investment, and production. Bureaucratic orga-

nizations tend to personalize positions, using rigid 
rules and regulations for rent-seeking. This leads to 
a misallocation of resources, as entrepreneurs turn 
to interpersonal networks rather than market sig-
nals. This organizational failure has been observed in 
Uzbekistan, according to various empirical studies 
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(Urinboyev and Eraliev 2022; Urinboyev et al. 2018; 
Urinboyev and Svensson 2013; Ilkhamov 2007; 
Veldwisch and Bock 2011; Rusanayagam 2011; 

Oberkircher 2011; Hornidge et al. 2011; Ruziev and 
Midmore 2015).

 

 
Figure 2. The assessment of transition qualities: the competitive index in selected 

 transition economies, 2016 and 2022 
 
These networks play a significant role in 

resource allocation, from water management to 
access to bank financing. However, their exclusive 
nature often benefits members at the expense of 
broader society. Furthermore, informal norms and 
practices can hinder innovation and risk-taking, 
crucial factors for economic growth. 

Studies in the sociology of law also confirm the 
prevalence of informal transactions in Uzbek society. 
Some of these, while legally deemed corrupt, are 
socially accepted as gifts. This dual legal and infor-
mal institutional landscape creates alternative 
norms and orders regulating transactions. Notably, 
the state in Uzbekistan is powerful in maintaining 
security and preventing instability, but weaker in 
enforcing the rule of law and service delivery.  

Finally, empirical literature highlights the 
negative impact of informality and corruption on 
firms' access to formal financing and their subse-
quent performance. While market and information 
imperfections are recognized causes, connectedness 
to exclusive networks significantly influences the 
chances of receiving bank credit. However, receiving 
bank financing does not necessarily lead to enter-
prise growth, as shown in studies for Uzbekistan 
(Ruziev and Midmore 2015). 

Overall, this comprehensive analysis unders-
cores the intricate relationship between institutions, 
informality, and the allocation of bank financing in 
Uzbekistan's evolving economic landscape. 

Additional Factors Impacting Enterprise 
Access to Formal Financing 

In previous sections, we discussed informa-
tion imperfections and institutional quality as key 

contributors to the uneven distribution of formal 
financing for enterprises. Now, we'll explore additio-
nal factors related to financial underdevelopment.  

One crucial factor exacerbating access to bank 
loans in countries with underdeveloped financial 
systems is credit rationing. Banks often require col-
lateral to mitigate risks associated with default. 
However, raising interest rates or collateral require-
ments can lead to adverse selection or moral hazard 
issues. Thus, banks may opt to ration loans rather 
than impose higher costs on borrowers. 

Financial underdevelopment in emerging eco-
nomies, where bank loans are a primary source of 
external financing, limits enterprise access to bank 
financing. This may stem from high fixed costs for 
financial services and strict entry regulations. Addi-
tionally, these economies often lack a sufficiently 
large pool of domestic savings, hindering efficient 
mobilization for financing demands. 

During the transition period in Uzbekistan, 
both per capita income and financial development 
were considerably lower than in advanced econo-
mies. While market-oriented reforms were adopted, 
progress in Uzbekistan was notably slower until 
2016. Despite recent reforms, Uzbekistan remains 
economically and financially underdeveloped com-
pared to its post-Communist counterparts. 

The banking sector in Uzbekistan is one of the 
least reformed and underdeveloped. It heavily relies 
on government deposits and loans, leaving a signifi-
cant portion of enterprises credit-starved. The coun-
try's foreign exchange market also showed signs of 
financial repression before its liberalization in 2017.
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Figure 3. Per capita income levels in selected countries, 2011 vs 2021 

 

Figures 3 and 4 illustrate Uzbekistan's prog-
ress in per capita income and financial development 
compared to other post-Communist economies 

between 2011 and 2021. While there have been 
improvements, Uzbekistan's relative position still 
indicates its lag in these aspects.

  

 
Figure 4. Financial development over time in selected countries, 2011 vs 2021 

 
Despite the importance of bank loans for 

investments in Uzbekistan, only a small fraction of 
enterprises reported access to bank credit. Banks 
also show limited engagement in intermediating 
private sector savings, further constraining access to 
financing. 

While direct evidence is scarce, research in 
post-Communist economies suggests that in regions 
with limited resources, interpersonal networks can 
exacerbate resource misallocation. This implies that 
in economies like Uzbekistan, with constrained 
formal credit supply, those leveraging bureaucratic 
connections may gain disproportionate access, 
contributing to resource misallocation. 

Conclusion. While speaking about economic 
growth of the Republic of Uzbekistan, it would be 
reasonable to divide into three periods: as a part of 

former USSR, post-Communist and after 2016. All of 
them differs due to the socio economic and political 
atmosphere in the country which mostly has closed 
been related to the outlook of the leaders and 
mentality of the nation. 

The idea that transitioning from centrally 
planned to market-based systems would lead to 
efficient resource allocation was a central theme for 
post-Communist economies. However, empirical 
research reveals that inefficiencies persist, particu-
larly in providing financial services to businesses. It's 
evident that formal financing tends to favor larger 
enterprises over smaller, younger ones in market-
based economies. 

Traditional explanations attribute this ineffi-
ciency to market and information flaws. Neverthe-
less, recent literature highlights the significant role 
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of institutional and political factors in resource 
allocation, including bank financing. In countries 
with weak market mechanisms and institutions 
lacking credibility, a select group of well-connected 
entrepreneurs can monopolize resources, leading to 
further inefficiencies. This stands in contrast to 
anonymous market exchanges, which are more 
efficient because the best buyers or sellers aren't tied 
to exclusive networks. Corruption and rent-seeking 
practices not only harm the economy but also 
undermine equal opportunities. 

Growing empirical evidence from transition 
economies shows that well-connected enterprises, 

despite lower capital productivity, receive a dispro-
portionate share of formal financing, resulting in 
resource misallocation. Uzbekistan is no exception, 
facing even more challenges due to credit rationing 
and poor financial intermediation. 

To move forward, policymakers must imple-
ment credible reforms aimed at enhancing institu-
tions that promote market-based incentives. This 
will foster a fairer distribution of financing, particu-
larly in labor-intensive sectors, ultimately spurring 
job creation and inclusive, sustainable economic 
growth.
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Annotatsiya. Maqolada potentsial qarz oluvchilarning kredit qobiliyatini baholash jarayonida raqamli texnologiyalarni 

joriy etish asosida tijorat banklarining kreditlash faoliyatini takomillashtirish zarurligi qayd etilgan. O‘zbekistondagi tijorat 
banklarining kredit operatsiyalari tahlili taqdim etilgan, kredit faoliyati va kredit risklarini boshqarish masalalari, bank 
faoliyatini raqamlashtirishni rivojlantirishning asosiy yo‘nalishlari ko‘rib chiqilgan. 

Kalit so‘zlar: kredit, kreditga layoqatlilik, tijorat banki, qarz oluvchi, moliyaviy barqarorlik, to‘lov qobiliyati, raqamli 
banking, bank faoliyatini raqamlashtirish. 
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