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Annotatsiya. O‘zbekistonda bank islohotlarining faol bosgichida yirik tijorat banklarining korporativ boshgaruv modeli,
xususan, mulkchilik va nazorat tuzilmasining moliyaviy rentabellik hamda risk ko‘rsatkichlariga ta’siri baholangan. Tad-
gigot tanlanmasida davlat nazoratidagi banklar jami aktivlarning qariyb 68 foizini tashkil etgan. Shu bilan birga, mazkur
banklarda aktivlar rentabelligining (ROA) median giymati 0,6 foizni, nodavlat banklarda esa 4,7 foizni tashkil etgan. Kapital
rentabelligining (ROE) median giymati davlat nazoratidagi banklarda 3,7 foiz, nodavlat banklarda esa 27,5 foiz darajasida
gayd etilgan. Nazorat o‘zgaruvchilari hisobga olingan regressiya modellari natijalariga ko‘ra, davlat nazorati ROA ko‘rsat-
kichining 2,7—4,3 foiz punktga, ROE ko‘rsatkichining esa 19-29 foiz punktga past bo‘lishi bilan statistik jihatdan ahamiyatli
bog‘liglikka ega (p < 0,01). Davlat nazoratidagi banklar guruhida 2024-yilda kuzatilgan zarar bilan yakunlangan ikkala
holat ham ilgari ajratilgan korporativ kreditlar bo'yicha katta hajmdagi ehtimoliy yo‘qotishlar uchun zaxiralar shakllantiril-
gan davrga to‘g‘ri kelgan. Davlat nazoratidagi banklarning risk hisobga olingan moliyaviy barqarorlik ko‘rsatkichi (Z = 4,9)
nodavlat banklardagi tegishli ko‘rsatkichdan (Z = 8,8) gariyb ikki baravar past bo‘lgan. Nazorat o‘zgaruvchilari orasida
kapitallashuv darajasi rentabellik ko‘rsatkichlari bilan izchil ijobiy bog‘liglikka ega bo‘lgan yagona omil sifatida aniglangan.

Kalit so‘zlar: korporativ boshgaruv, banklar, davlat mulkchiligi, kuzatuv kengashi, moliyaviy samaradorlik, kredit riski,
O'zbekiston.

AHHOTaums. [lpoBefeHa oLeHKa BMAUSHUA MOAENW KOPNOPATUBHOIO YMPaBEHWUS, XapakTepu3yemon CTPYKTYPON
COBCTBEHHOCTMN M KOHTPOIS, HA MOKa3aTenn peHTabenbHOCTU M PUCKOB KPYMHENLLNX KOMMepYecknx 6aHkoB Y3bekucraHa
B nepuog akTmBHon hasbl B6aHkoBCKUx pedopM. B nccnegyemon Bbibopke Ha 6aHKM € rocyaapCTBEHHbIM KOHTPONeM
NPUXOANNOCH OKONO 68% COBOKYMHbIX akTUBOB. [pn 3TOM MeAuaHHoe 3HadyeHve peHTabenbHocTw aktmeos (ROA) B
AaHHow rpynne coctasnsAno 0,6% npoTtus 4,7% B HerocyaapCTBeHHbIX 6aHkax, a MeanaHHoe 3HavyeHne peHTabenbHOCTU
cobcrBeHHoro kanutana (ROE) — 3,7% npotuB 27,5% COOTBETCTBEHHO. Pe3ynbTaTbl perpeccroHHOro aHanvsa ¢
YYETOM KOHTPOMbHbIX MEPEMEHHbIX MOKa3anu CTAaTUCTUYECKU 3HAYMMYK0 OTpULATENbHYK CBA3b FOCYAapCTBEHHOrO
KoHTpons ¢ nokasatensmu ROA Ha ypoBHe 2,7—4,3 npoueHTHoro nyHkTa u ROE Ha ypoBHe 19—29 NpoueHTHbIX MYHKTOB
(p < 0,01). Ob6a cnyyas yobITOMHOCTY GAHKOB C rOCY4apCTBEHHBIM KOHTPONEM, 3adMKcMpoBaHHble B 2024 roay, coBnanm
€ hOPMMPOBaHNEM 3HAYUTENbHBIX PE3EPBOB MOA BO3MOXHbIE MOTEPU MO PaHee BblAaHHbIM KOPNOPaTUBHBIM KpeanTam.
[Mokasatenb hMHAHCOBOW YCTOMYMBOCTM C YH4ETOM pucka (Z = 4,9) B 6aHkax C rocyfapCTBEHHbIM KOHTPONEM oKasarncs
nNpubnu3nTenbHO BABOE HWXE COOTBETCTBYHOLLErO MoKasaTens HerocyaapcTBeHHbIX 6aHkoB (Z = 8,8). Cpean KOHTPOIb-
HbIX NEPEMEeHHbIX YPOBEHb KanuTanusaummn 6bin onpeaenéH Kak eAMHCTBEHHbIN (hakTop, AeMOHCTPUPYHOLLMIA YCTONYM-
BYIO MOMOXMTENMbHYIO CBA3b C NOKasaTensiMn peHTabensHOCTy.

KnioyeBble cnoBa: kopnopaTvBHOE ynpasrieHue, 6aHku, rocyfapcTBeHHass COOCTBEHHOCTb, HabmnaaTenbHbIA COBET,
hrHaHcoBas aphEKTUBHOCTb, KPEAUTHBIN PUCK, Y30eKMCTaH.

Abstract. The relationship between corporate governance models, characterized by ownership and control structures,
and the profitability and risk profiles of Uzbekistan’s largest commercial banks is examined during the active phase of
banking sector reforms. State-controlled banks accounted for approximately 68% of total assets in the study sample.
However, their median return on assets (ROA) was 0.6%, compared with 4.7% for non-state banks, while median return
on equity (ROE) was 3.7% and 27.5%, respectively. Regression results controlling for other relevant factors indicate
that state control is associated with a statistically significant reduction of 2.7—4.3 percentage points in ROA and 19-29
percentage points in ROE (p < 0.01). Both loss-making observations among state-controlled banks in 2024 coincided
with substantial loan-loss provisioning related to legacy corporate loans. The risk-adjusted financial stability indicator for
state-controlled banks (Z = 4.9) was approximately half that of non-state banks (Z = 8.8). Among the control variables,
capitalization was the only factor consistently associated with higher profitability.

Keywords: corporate governance, banks, state ownership, supervisory board, financial performance, credit risk, Uzbeki-
stan.

266 t.me/scupus_IST2100 https://ist-journal.uz




10/2026 SOCIAL, ECONOMIC, SCIENTIFIC, AND TECHNICAL ACADEMIC JOURNAL

INTRODUCTION

Banks differ from ordinary joint-stock companies in several respects that make their corporate governance
a matter of public interest. Their liabilities consist predominantly of short-term deposits, their assets largely
comprise loans characterized by information asymmetry, and their failures may have systemic implications
through the payment system. Consequently, the quality of bank governance affects not only shareholders
but also depositors, the deposit guarantee fund, and, ultimately, the state budget. The global financial crisis
of 2007-2009 highlighted the importance of these considerations for banking regulation. In response, the
Basel Committee on Banking Supervision revised its guidance and, in 2015, issued the Corporate Governance
Principles for Banks, which place risk oversight at the centre of the board’s responsibilities.

In Uzbekistan, this issue has particular characteristics. For much of the period following independence,
the banking system developed around state-owned banks that financed state enterprises and government
programmes on preferential terms. A. A. Temirov (2022) notes that, at the beginning of the reform period, 13
of the country’s 31 banks had state participation and accounted for more than 85% of total banking assets
[28]. Presidential Decree No. UP-5992" of 12-May-2020 approved the Strategy for Reforming the Banking
System for 2020-2025, which established two interrelated objectives: reducing state participation through
privatisation and improving corporate governance in banks remaining under state ownership [2]. Law No. ZRU-
5802 of 5-November-2019, On Banks and Banking Activity, and the Central Bank’s regulation On Corporate
Governance in Commercial Banks provided the legal framework for implementing these reforms [1].

Existing empirical research on Uzbekistan has primarily examined the determinants of bank profitability
[7], non-performing loans [18], and governance-related variables within the state-owned banking segment [27].
Comparative studies examining state-controlled, privately owned domestic, and foreign-controlled banks using
recent post-reform data remain relatively limited. The present study seeks to contribute to this area of research.

The aim of the study is to evaluate the effectiveness of corporate governance in Uzbekistan’s banks
through observable outcomes, particularly financial performance and risk, and to formulate recommendations
for further governance reform. The specific objectives are:

To systematise the theoretical and empirical findings of international and Uzbek researchers concerning
corporate governance in banks.

To classify Uzbekistan’s largest banks according to their governance models and compare their profitability,
capitalisation, and incidence of losses during 2024—2025.

To estimate the relationship between governance models and ROA and ROE while controlling for bank
size, capitalisation, and year.

To develop policy recommendations concerning privatisation and corporate governance reforms beyond
2025.

LITERATURE REVIEW

The theoretical foundation of corporate governance research is the agency problem between owners and
managers, as described by Jensen and Meckling (1976) [19]. In banking institutions, this problem is further
complicated by an additional potential conflict of interest between shareholders and creditors. Given relatively
limited equity capital and the existence of deposit insurance mechanisms, shareholders may have incentives
to assume greater risks, while a portion of the associated losses may be borne by depositors and financial
safety-net institutions. Macey and O’Hara (2003) argue that bank directors have broader responsibilities than
directors of non-financial companies and should also consider creditors’ interests [23]. Levine (2004) identifies
two additional characteristics: information asymmetry in banking operations, which may limit market discipline,
and extensive regulatory oversight, which can either complement or partially substitute for internal governance
mechanisms [22]. In their literature review, De Haan and Vlahu (2016) conclude that conventional corporate
governance principles designed primarily to maximise shareholder value require appropriate adaptation when
applied to banking institutions [14].

The second strand of the literature examines ownership structures, which represent an important
determinant of corporate governance models in emerging markets. La Porta, Lopez-de-Silanes, and Shleifer
(2002) report an association between government ownership of banks and differences in financial development
and productivity growth across countries[23]. They interpret these findings within the political view of bank
ownership, which examines how public policy priorities and institutional decision-making may influence the
activities of state-owned banks [23]. Micco, Panizza, and Yafiez (2007) find that state-owned banks in developing
countries generally exhibit lower profitability and higher operating costs, with these differences becoming more

1 https://lex.uz/ru/docs/4811037
2 https://lex.uz/docs/4581971
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pronounced during election years [27]. Bonin, Hasan, and Wachtel (2005), examining transition economies,
report that foreign-owned banks demonstrate relatively high efficiency, while the efficiency differences between
government-owned and privately owned domestic banks are not always statistically significant. Their findings
also indicate that privatisation outcomes depend on accompanying institutional and managerial improvements
[11].

The reviewed literature identifies two recurring empirical patterns: state ownership is frequently associated
with differences in bank profitability, while risk-oriented governance mechanisms tend to strengthen risk
management. At the same time, governance models primarily focused on shareholder returns may be
associated with stronger incentives for risk-taking. Existing empirical evidence concerning Uzbekistan largely
covers the period before 2022 or focuses on state-controlled banks. Accordingly, the following hypotheses are
formulated and tested using post-reform data:

H1. Banks under state control exhibit lower profitability, measured by ROA and ROE, than privately owned
domestic and foreign-controlled banks after controlling for size, capitalisation, and year.

H2. Banks under state control may exhibit differences in risk profiles, as measured by loss incidence,
capitalisation, and risk-adjusted solvency.

H3. Higher capitalisation, considered a governance-related financial buffer, is associated with higher
returns across all governance models.

RESEARCH METHODOLOGY

The study sample comprises the 20 largest commercial banks in Uzbekistan, ranked by total assets, for the
financial years 2024 and 2025. The same 20 banks are included in both years, resulting in a balanced panel
dataset containing 40 bank-year observations. Collectively, these banks account for the substantial majority of
total banking sector assets. Their aggregate assets amounted to USD 56.8 billion at the end of 2024, compared
with USD 59.5 billion for the banking sector as a whole. At the end of 2025, the corresponding figures were USD
72.1 billion and USD 76.9 billion, respectively [30; 31].

Bank-level data on total assets, equity, net income, ROA, and ROE, expressed in USD where applicable,
were obtained from the banking sector reviews published in the annual business plans of KDB Bank Uzbekistan
for 2025 and 2026. These reviews compile information from the Central Bank of Uzbekistan. In the underlying
tables, ROA and ROE are calculated by dividing net income by average total assets and average equity,
respectively, where the averages are determined using opening and closing balances. Sector-level aggregates
were obtained from the same sources and the banking activity index published by the Centre for Economic
Research and Reforms (CERR). Ownership status was determined using banks’ official disclosures and publicly
available privatisation records. Ipoteka Bank was classified as foreign-controlled in both years, as its acquisition
by OTP Bank was completed in 2023 [30; 31].

The empirical analysis was conducted in three stages. First, governance models were compared using
medians, means, and measures of dispersion. Differences between state-controlled and non-state banks were
assessed using the Mann—-Whitney U test, a non-parametric method that does not require the assumption of
normally distributed observations.

Second, the relationship between corporate governance models and financial performance was estimated
using pooled ordinary least squares (OLS) regression.

The regression model is specified as follows:

Yii = Bo + B1State; + BoForeign; + B3InA;s + B4EQA; + [sY25; + &

where Y is ROA or ROE of bank i in year t and private domestic banks are the reference group. Standard
errors are clustered by bank to allow for correlation of the two observations of each bank. Third, robustness is
checked by a median (quantile 0.5) regression and by re-estimating the model without the two extreme loss
observations of 2024 (ROA below -5%).

ANALYSIS AND RESULTS

The governance model distinguishes the largest banks into two groups with different financial performance
characteristics. State-controlled banks accounted for 68.6% of the sample’s total assets in 2024 and 67.7% in
2025, while their reported profitability indicators were comparatively lower. All privately owned domestic banks
recorded positive ROA in both years, whereas seven of the nine state-controlled banks reported ROA below
1.5%, including in 2025.
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Table 1. Descriptive statistics by governance model3

Share
Model, of ROA_ ROA ROA ROE_ Equity/ Aggregate net Loss_-
ear Banks | sample | median, | mean, | std. median, assets. % income/assets, | making
y assets, |% % dev. |% 70 % banks
%

State-

controlled, |9 68.6 0.1 -1.19 3.76 1.2 13.9 -0.07 2
2024

State-

controlled, |9 67.7 0.9 0.92 0.67 7.3 14.1 0.94 0
2025

Private

domestic, 8 21.6 4.8 4.58 2.00 30.0 15.8 3.88 0
2024

Private

domestic, 8 22.8 45 4.26 2.06 27.5 16.3 3.57 0
2025

Foreign-

controlled, |3 9.8 4.8 3.30 3.32 18.4 19.3 0.90 1
2024

Foreign-

controlled, |3 9.5 0.7 2.23 3.28 5.3 16.8 1.27 0
2025

When observations from both years are pooled, the differences between state-controlled and non-state
banks are substantial and statistically significant for both profitability indicators (Table 2).

Table 2. Comparison of state-controlled and non-state banks, FY2024-FY2025 [30; 31]*

Indicator State-controlled (n = 18) Non-state (n = 22) Mann-Whitney p-value
ROA, median, % 0.6 4.7 < 0.001

ROA, mean, % -0.13 3.97

ROE, median, % 3.7 27.5 <0.001

ROE, standard deviation 19.7 1.4

Equity/assets, mean, % 14.0 16.6 0.059

Loss-making observations 20f 18 1 0of 22

iéT\fgr:i;;lsk-adjusted 4.9 8.8

The risk indicators reveal additional differences between the two groups. State-controlled banks have
lower equity relative to assets, their ROE exhibits approximately 1.7 times greater dispersion, and their risk-
adjusted solvency indicator is approximately half that of non-state banks. The reported Z-score values of 4.9 for
state-controlled banks and 8.8 for non-state banks indicate differences in the estimated risk-adjusted solvency
measures, subject to the underlying calculation methodology. Sector-level statistics indicate a similar pattern.
According to the Central Bank, as of 1-June-2026, the average non-performing loan (NPL) ratio was 4.0%
among state-owned banks, compared with 3.2% among privately owned and foreign-controlled banks. State-
owned banks accounted for UZS 16.7 trillion of the UZS 23.6 trillion in non-performing loans recorded across
the banking system.

Table 3 presents the regression results, with privately owned domestic banks serving as the reference

group.

3 Source: Author’s calculations. The aggregate net income-to-assets ratio is calculated as the sum of net income for each group divided by the sum
of its year-end assets.
4 Source: Developed by the author.
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Table 3. Relationship between governance models and bank profitability®

Variable (1) ROA, OLS (2) ROE, OLS izg'fez‘:‘i’o':edia" {‘r‘i{an?g OLS, :fi)mRn?eEoi OLs,
State -4.259** (1.211) | -28.966*** (6.989) | -2.846*** —2.715%** -18.826***
Foreign -2.246 (1.437) -14.005 (9.464) | -2.800*** -2.216* -13.759

InA 0.339 (0.711) 3.072 (4.273) -0.371 -0.262 -0.780

EQA 0.295*** (0.051) | 0.656** (0.334) | 0.300*** 0.285*** 0.569*

Y25 0.586 (0.596) 4.140 (4.300) 0.083 -0.134 -0.749
Constant -3.096 (5.488) -8.166 (33.405) | 2.344 1.826 23.908
Observations 40 40 40 38 38

R? 0.562 0.464 0.744 0.632

Notes: Bank-clustered standard errors are reported in parentheses for columns (1) and (2). Columns (4) and
(5) exclude the two observations from 2024 with ROA below —5%. Statistical significance levels: *** p < 0.01,
**p <0.05 *p<0.10.

Three main findings emerge from the regression analysis. First, the coefficient on state control is negative
and statistically significant at the 1% level across all model specifications. Its estimated association with ROA
ranges from —2.7 to —4.3 percentage points, while the corresponding association with ROE ranges from
-19 to —29 percentage points. Excluding the two observations with exceptionally large losses reduces the
magnitude of the coefficients without eliminating their statistical significance. This suggests that the observed
profitability differences are not attributable solely to these two observations and may reflect broader differences
in governance and operating conditions.

Second, bank size does not exhibit an independent statistically significant relationship with profitability after
controlling for ownership structure. The initially negative correlation between bank size and ROA (Spearman’s
p = —0.47) becomes statistically insignificant when ownership is included in the regression model, reflecting the
concentration of larger banks within the state-controlled segment.

Third, capitalisation is positively associated with profitability across all model specifications. Each additional
percentage point in the equity-to-assets ratio is associated with an increase of approximately 0.3 percentage
points in ROA. The coefficient on foreign control is negative but statistically significant only in the median
and trimmed regressions, which may reflect the small size and heterogeneous characteristics of the foreign-
controlled group.

Accordingly, the empirical findings support H1. H2 is supported by the observed differences in capitalisation,
profitability dispersion, risk-adjusted solvency, and asset quality. H3 is also supported by the consistently
positive association between capitalisation and financial returns.

The observed profitability differences between state-controlled and non-state banks are broadly consistent
with the theoretical framework discussed by La Porta et al. (2002) [23] and the cross-country evidence
presented by Micco et al. (2007) [24]. The findings also extend the earlier research of Anvarova and Isakov
(2022), covering 2017-2021 [7], and the observations of Omonov (2022) [25] by incorporating more recent
post-reform data.

The persistence of profitability differences after five years of reform indicates that the effects of governance
changes introduced in state-controlled banks since 2020 may require additional time and complementary
institutional measures to become fully reflected in financial performance. Babasyan et al. (2023) identify
several relevant structural factors, including the relationship between state-owned banks and state enterprises,
preferential financing arrangements, and expectations of capital support [8].

Based on these findings, the following recommendations are proposed.

1. Continue privatisation with the participation of strategic investors. The objective of reducing the number
of state-owned banks to four by 2030 is consistent with the direction of the empirical findings. The experience of
Ipoteka Bank indicates that changes in ownership structure may require time to translate into improvements in
financial performance. Accordingly, privatisation agreements should incorporate commitments to strengthening
corporate governance and improving the quality of loan portfolios.

2. Strengthen the supervisory boards of the remaining state-controlled banks. The governance model
implemented at SQB, where independent members constitute the majority and chair the supervisory board,
may serve as a reference for further institutional improvements. Risk and audit committees should be chaired
by independent members with relevant banking expertise, in accordance with the principles of the Basel

5 Source: Developed by the author.
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Committee on Banking Supervision (BCBS, 2015) [9].

3. Strengthen the direct accountability of risk management functions to supervisory boards. In line with
the findings of Aebi et al. (2012) and Ellul and Yerramilli (2013), the chief risk officer should report directly to
the board’s risk committee. The institution’s risk appetite should be approved and regularly monitored by the
supervisory board [5].

CONCLUSION AND RECOMMENDATIONS

The findings indicate that corporate governance effectiveness in Uzbekistan’s banking sector is closely
associated with ownership and control structures. During 2024—-2025, the nine state-controlled banks among
the country’s 20 largest commercial banks accounted for approximately two-thirds of the sample’s total assets.
Their median ROA and ROE were 0.6% and 3.7%, respectively, compared with 4.7% and 27.5% among non-
state banks.

After controlling for bank size, capitalisation, and year, state control was associated with a reduction of
approximately 2.7—4.3 percentage points in ROA and 19-29 percentage points in ROE. These relationships
remained statistically significant in median regression and after excluding the two observations with the largest
losses. Regarding risk indicators, state-controlled banks exhibited relatively lower capitalisation, greater
variability in financial returns, lower risk-adjusted solvency, and, at the sector level, a higher NPL ratio.

The banking reforms implemented during 2020-2025, including the appointment of independent supervisory
board members, the introduction of key performance indicators (KPIs) for management, and the initial stages
of privatisation, have established an institutional foundation for further improvements in corporate governance.
However, the effects of these measures on financial performance have not yet been uniformly reflected across
the state-controlled banking segment.

The next stage of reform should combine continued privatisation involving strategic investors with stronger
supervisory board independence, enhanced authority for risk committees in banks remaining under state control,
clearer separation of policy-oriented lending from commercial banking activities, and more comprehensive
disclosure of corporate governance practices. Future research should directly examine supervisory board
characteristics and assess the financial performance of privatised banks over longer observation periods.
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