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Abstract: This article analyzes the impact of inflationary processes on the problem loans portfolio of commercial banks.
The study theoretically and practically highlights the relationship between inflation and the quality of the loan portfolio.
Statistical data on inflation indicators and the dynamics of problem loans were obtained and practically analyzed from a
special electronic website of the Central Bank of the Republic of Uzbekistan. It was also analyzed how the growth rate
of prices in the macroeconomic environment affects the solvency of borrowers, real interest rates, and the level of risk of
banks. At the same time, this article theoretically analyzes the direct and indirect impact of inflationary processes on the
loan portfolio of commercial banks of Uzbekistan, in particular, on the share of non-performing loans. At the same time,
recommendations have been developed aimed at ensuring the stability of the banking system.

Key words: inflation, bad loans, real income, profitability, interest rates, loan portfolio quality, cash flow.

Annotatsiya: Mazkur maqolada inflyatsion jarayonlarning tijorat banklari muammoli kreditlar portfeliga ta’siri tahlil gilingan.
Tadgiqotda inflyatsiya darajasi bilan kredit portfeli sifati o‘rtasidagi bog'liglik nazariy va amaliy jihatdan yoritib berilgan.
O‘zbekiston Respublikasi Markaziy bankining maxsus elektron veb-saytidan inflyatsiya ko‘rsatkichlari hamda muammoli
kreditlar dinamikasiga oid statistik ma’lumotlar olinib, amaliy tahlil gilingan. Shuningdek, makroiqgtisodiy mubhitda
narxlar o'sish sur’atlarining qarz oluvchilarning to‘lovga layoqatliligi, real foiz stavkalari va banklar risk darajasiga ta’siri
o‘rganilgan. Shu bilan birga, maqolada inflyatsion jarayonlarning O‘zbekiston tijorat banklari kredit portfeliga, xususan,
ishlamaydigan kreditlar ulushiga to‘g‘ridan-to‘g‘ri va bilvosita ta’siri nazariy jihatdan tahlil gilingan. Tadgigot yakunida bank
tizimi bargarorligini ta’'minlashga garatilgan tavsiyalar ishlab chigilgan.

Kalit so‘zlar: inflyatsiya, muammoli kreditlar, real daromad, rentabellik, foiz stavkalari, kredit portfeli sifati, pul ogimi.

AHHOTauusA: B ctatbe npoaHanusnMpoBaHO BAVSHWE WMHMMASLMOHHBIX NMPOLECCOB Ha MopTdens NpobneMHbIX KpeauTos
KOMMepyeckux GaHKoB. B uccnegoBaHuv TEOPETUYECKM M NPaKTUYECKM packpbiTa B3aMMOCBSA3b MEXAY YPOBHEM
WHMNSLUMM 1 Ka4eCTBOM KpeauTHoro noptdens. Ha ocHoBe CTaTUCTUYECKUX AaHHbIX, MOMYyYeHHbIX ¢ ouLMansHOro
aneKkTpoHHoro cawta LleHTpaneHoro 6aHka Pecnybnuvku Y3bekuctaH, npoBedeH MpakTUYecKMn aHanua nokasatenem
NHMNSLUM M SUHAMUKM NPOBreMHbIX KpeanToB. Takke MccrnegoBaHo BNNSHNE TEMMNOB POCTa LIEH B MaKpO3KOHOMUYECKOWN
cpefe Ha nnaTexecnocobHOCTb 3aeMLUMKOB, pearibHble NMPOLEHTHbIE CTaBKM M ypOBEHb GaHKOBCKUX pUCKOB. Bmecte
C TEM B CTaTb€ TEOPETMYECKM NPOaHann3vpoBaHO NPSAMOE U KOCBEHHOE BO34EeVCTBME MHMMALMOHHBLIX NMPOLECCOB Ha
KpeauTHbIN nopTdens KoMMmepyeckmx 6aHkoB Y3beknctaHa, B YHaCTHOCTM Ha AoMnto HepaboTatoLwmx kpegntos. Mo ntoram
nccrnenoBaHus pa3paboTaHbl pekoMeHaaummy, HanpaBneHHble Ha obecneyeHre YCToOMYMBOCTM GaHKOBCKOW CUCTEMBI.

KntoueBble crioBa: MHANALMA, NPoBneMHble KpeauTbl, pearnbHble A0X0Abl, PEeHTabenbHOCTb, MPOLIEHTHbIE CTaBKMU,
Ka4yeCcTBO KpeauTHOro NopTiens, AEHEXHbIE MOTOKM.

INTRODUCTION

In recent years, against the backdrop of global economic changes, the intensification of inflationary
processes has had a significant impact on the banking and financial systems of the countries of the world.
In the economy of Uzbekistan, the trend of changes in the inflation rate is also showing high rates. This, in
turn, directly affects banks’ loan portfolios, savings, investment volume, and the solvency of the population
and business entities. As a result, an increase in the inflation rate leads to an increase in problem loans in the
banking system. This negatively affects the liquidity, profitability, and overall financial stability of commercial
banks.
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The growth of non-performing loans jeopardizes not only the activities of banks, but also the stability of
the entire economic system. Therefore, the study of the mechanism of influence of inflationary processes
on problem loans, the analysis of this process, and the development of scientifically based proposals for its
mitigation is a relevant scientific and practical issue today.

The purpose of this article is to study the impact of inflationary processes on problem loans using the
example of commercial banks of Uzbekistan, to analyze their interrelationships, and to develop proposals and
recommendations for reducing problem loans.

REVIEW OF LITERATURE ON THE SUBJECT

Several scientists have conducted research on the influence of macroeconomic factors, in particular
inflation, on problem loans. In particular, according to Gelmanova Zoya Salikhovna, inflation can significantly
increase the financial burden for borrowers who have received long-term loans, for example, a mortgage loan.
As a result of inflation, increased payments and a decrease in real incomes make it difficult to pay debts on
time, which can lead to the accumulation of overdue debts. In his research, T. Ptashits theoretically asserted
that if interest rates do not change in nominal terms, inflation reduces the real value of debt, therefore the
lending process becomes easier, and this, in turn, leads to a decrease in the volume of problem loans. At
the same time, Maja Ristevska, Hemlata Sharma, Aparna Andhalkar, Oluvaseun Ajao, Bayode Ogunleye
showed that inflation, unemployment, and other macroeconomic factors are associated with credit risk. Such
foreign scientists as P.L.Dimitrios, T.V.Angelos, and L.M.Vasilios have determined the degree of influence of
macroeconomic factors, including inflation, on problem loans.

In his article “Factors Affecting Non-Performing Loans: Empirical Evidence from Commercial Banks in
Uzbekistan,” published in 2024, Uzbek scholar Ulmas Isakov assessed the main factors influencing the level
of NPL for banks in Uzbekistan using econometric models, and also took indicators such as GDP growth,
interest rates, exchange rates, and inflation as macroeconomic factors and determined their relationship with
NPL. In his article “Trends and Patterns of Accumulation of Non-Performing Loans in the Banking Sector of
Uzbekistan,” Jonibek Rustamov analyzed the structure and growth dynamics of NPLs in the banking system
of Uzbekistan, and also detailed and analyzed how fluctuations in economic conditions (including inflationary
changes and exchange rate fluctuations) affect the quality of loans.

RESEARCH METHODOLOGY

In this study, the influence of inflationary processes on the quality of the loan portfolio of commercial
banks, in particular, the share of non-performing loans (NPL), was theoretically and practically analyzed. The
methodological basis of the research consists of methods of economic analysis, statistical assessment, and
empirical observation. Through the method of theoretical analysis, the economic content of such concepts as
inflation, problem loans, interest rates, solvency, their interrelationships, and mechanisms of influence were
studied based on scientific literature, international experience, and national legislation. Through comparative
and dynamic analysis methods, the inflation rate and the trend of changes in the share of non-performing loans
in the banking system of Uzbekistan in recent years (2020-2025) were analyzed in a comparative aspect.
Based on this, scientifically based recommendations were developed to reduce the impact of inflation on
problem loans.

ANALYSIS AND RESULTS

As we all know, inflation means a decrease in the purchasing power of the national currency. As a result
of rising prices for goods and services, the purchasing power of the population decreases and real incomes
decrease, savings depreciate, and this situation negatively affects economic stability.

Inflation is a continuous increase in prices in a country and on the world market. Inflation is a major source
of risk for any macroeconomic system. It is known that a decrease in the quality of the loan portfolio and an
increase in the share of non-performing loans threaten the stability of the banking system. At the same time,
the impact of inflation on the bank loan portfolio and the volume of non-performing loans remains a pressing
issue in the conditions of Uzbekistan.

Inflation occurs in the economies of almost every country, however, in some countries it is at a lower level,
and in others - at a very high rate. Central banks try to keep inflation at a certain level, because moderate
inflation stimulates economic growth, but excessive inflation increases economic risks.

Inflation occurs on the basis of various factors, which can be divided into the following groups:

1. Factors related to money circulation - the outflow of unfunded money into the economy.

2. Anincrease in production costs is an increase in the price of raw materials, fuel, or labor.
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3. The factor of inflationary expectations in public opinion is the anticipation of price increases by the
population and entrepreneurs.

Typically, the following types of inflation are distinguished:

- Demand-pull inflation. Demand inflation occurs when aggregate demand exceeds the supply of goods
and services in the economy. For example, if the population’s income increases and purchasing power increases,
but production volume cannot meet this demand, prices will rise. For example, although the construction of new
housing has slowed down, prices will rise as a result of increased demand for housing.

- Costinflation. This type of inflation is associated with an increase in production costs. When the price of
wages, energy, or raw materials rises, producers add the costs to the price of the product. For example, when
the price of fuel or gas increases, transportation and production costs also increase. This will lead to a general
increase in prices.

- Expectancy inflation. Expected inflation occurs as a result of participants in economic segments acting
with the expectation that prices will rise in the future. For example, entrepreneurs raise prices in advance,
thinking prices will rise; the population buys more. This process will further accelerate inflation.

- Import inflation. When the prices of imported goods and raw materials rise, the national currency
depreciates, resulting in inflation.

- Structural inflation. This inflation is caused by imbalances in the economy. For example, we can cite
the weakness of the logistics system and the financial and economic backwardness of certain sectors. The
emergence of such discrepancies leads to a slowdown in commodity and money circulation. As a result, inflation
increases (Figure 1).

UZBEKISTAN’S AVERAGE INFLATION RATE IS
EXPRESSED IN %
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Figure 1. Inflation rate dynamics in Uzbekistan

According to the above graph data, the inflation rate in the economy of Uzbekistan for 2016-2025 was
variable, but had a downward trend. In 2017, inflation increased sharply, reaching 18.8 percent, and in
subsequent years, a gradual decline will be observed. The projected value for 2025 is around 8 percent, which
is almost 2.3 times lower than the 2017 level. In 2017, after the free convertibility of the national currency,
the official exchange rate was brought closer to the market rate. As a result, imported goods became more
expensive, and, naturally, domestic prices rose. Many state-regulated prices, such as fuel, transport, electricity,
and utilities, have also been liberalized. Due to this, the inflation rate reached a high level in 2017.

This situation shows that the inflation targeting policy pursued by the Central Bank is yielding results, and
the price growth rate is gradually stabilizing.

The relationship between inflation and interest rates is one of the most important macroeconomic
relationships in the economy. They directly influence each other and play a key role in determining the country’s
monetary policy.

Simply put, interest rates usually rise when inflation rises, because this is one of the measures taken by
the Central Bank to curb inflation by raising the refinancing rate. As a result, the share of financial resources
allocated for economic development decreases, interest rates decrease when inflation decreases, which serves
to stimulate economic activity.
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Inflationary processes directly affect the functioning of the banking system, especially the quality of the
loan portfolio of commercial banks. When the inflation rate increases, not only prices but also credit risks also
increase. Because inflation changes the real value of loans, reduces borrowers’ solvency, and increases interest
rate volatility. Therefore, inflation is one of the most important macroeconomic risk factors for commercial banks.

When inflation increases, the real value of borrowed funds decreases, meaning they actually pay off their
debts with cheaper money. On the one hand, this situation seems favorable to borrowers, but it is detrimental
to banks, as they lose the real value of the loan they provided.

However, in the long run, inflation puts pressure on income and production costs, resulting in a deterioration
in borrowers’ solvency. Thus, payment discipline on the loan will be violated, the number of overdue debts and
problem loans will increase.

During periods of high inflation, household savings decrease because real incomes fall. As a result, bank
deposits decrease, which reduces banks’ lending capabilities. This weakens bank liquidity and slows down the
growth of the loan portfolio.

Inflation leads to an increase in costs in manufacturing sectors. In some industries, demand decreases,
and the competitiveness of products is lost. Therefore, loans issued to these sectors become risky assets
(Figure 2).

‘ Rising inflation ’

a

‘ Increase in refinancing rate ’

2

‘ Increased interest rates ’

"

‘ Loan appreciation ’

Figure 2. The effect of inflation on bank interest rates

The financial stability of commercial banks is directly related to the quality of their loan portfolio. Loans
constitute the main part of bank assets, therefore a decrease in their quality affects the reliability of the entire
banking system. Loans in the loan portfolio with a violation of repayment terms, overdue interest payments, or
not paid at all are called problem loans.

A problem loan is a loan that is not repaid by the client in a timely manner in accordance with the terms of
the contract, interest payments are delayed, or are not paid at all.

In other words, in cases where loan obligations are overdue by more than 90 days, it is classified as a
problem loan (according to Basel Committee standards).

The presence of non-performing loans negatively affects the adequacy of bank capital, profitability, and
liquidity. When the NPL share increases, the bank’s profit decreases, the reserve requirement increases, and
lending volume decreases (Table 1).

Table 1. Loans allocated by commercial banks of the Republic of Uzbekistan from April 1, 2020 to the present (in
national currency and soums) billion soums

of which problem loans
Years Total credits
amount Share of the total (in %)
As of 1 April 2020 221,934.00 5,021.00 0.86
2020 276,975.00 5,785.00 2.09
2021 326,386.00 16,974.00 5.20
2022 390,049.00 13,992.00 3.59
2023 471,406.00 16,621.00 3.53
2024 533,121.00 21 185.00 3.97
As of September 1, 2025 581,057.00 21,802.00 3.75
Total 2,578,994.00 101,380.00 3.93
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As can be seen from the table, in the period from the beginning of 2020 to September 2025, the total
volume of loans issued by commercial banks increased more than 2.6 times, from 221.9 trillion soums to 581.1
trillion soums. This indicates a sharp increase in the volume of satisfying the loan demand of economic entities
in the country. In 2020 and 2021, a sharp increase in problem loans was observed due to the global pandemic.
However, by 2022, after the pandemic, due to the restoration of production volumes and logistics chains,
export activity, and the recovery of domestic demand and supply, cash flows began to flow to enterprises,
resulting in the possibility of repaying loans. Also, due to the policy of banks to extend loan repayment terms for
clients affected by the pandemic, a number of relief measures were provided for loan payments. Due to similar
reasons, the share of non-performing loans sharply decreased in 2022.

Inflationary processes directly affect the quality of the loan portfolio in the banking system. Problems with
the repayment of bank loans arise as a result of price increases, changes in interest rates, and a decrease in
the real income of borrowers. Therefore, inflation is one of the most important macroeconomic factors leading
to the growth of NPLs.

When inflation rises, prices for goods and services rise rapidly, but the population’s wages and businesses’
incomes do not grow as rapidly. As a result, real incomes decrease, purchasing power decreases, and it
becomes difficult for borrowers to make timely loan payments.

For example, if the average monthly wage increases by 10%, but inflation is 15%, real income actually
decreases by 5%. This leads to the untimely repayment of loans. As a result, the share of overdue and bad
loans in the bank’s portfolio will increase.

When the inflation rate increases, the Central Bank increases the key interest rate to curb it. This will force
commercial banks to raise interest rates on loans. As a result:

* new loans become more expensive, the demand for them decreases;

» Payment burden on existing loans increases;

» Debtors’ solvency deteriorates.

This process will lead to an increase in the share of nonperforming loans. This risk is especially high for
loans issued based on a variable interest rate .

Inflation is usually accompanied by the devaluation of the national currency. In the case of Uzbekistan,
when inflation increases, the value of the soum against the US dollar decreases.

If the enterprise received a loan in foreign currency, then the amount of payment in sums will increase.
Therefore, repayment of the loan becomes even more difficult for the borrower. As a result, the risk of NPL on
loans issued in foreign currency will be high.

Inflation is also dangerous for manufacturing enterprises. An increase in prices for raw materials, fuel,
transport, and energy increases costs, reduces profits, and decreases cash flow. This reduces the enterprise’s
ability to repay debts. Increase in production costs, decrease in profits, delay in payments, creates a chain of
problem loans growth.

CONCLUSIONS AND SUGGESTIONS

To reduce the impact of high inflation on the conversion of bank loans into problem loans, the following
measures can be taken:

1.Changing interest rate policy. Instead of a floating interest rate based on the central bank’s key interest
rate, offer loans with a fixed interest rate or with a fixed rate limit (i.e., the rate changes within a certain range,
but not indefinitely) taking into account the dynamics of inflation changes;

2.Diversification of the loan portfolio. Diversify the loan portfolio by industry, currency, and term, limit the
volume of lending to import-dependent industries, as well as expand lending to export-oriented enterprises and
clients with foreign currency earnings.

3.Conducting the credit allocation process based on real cash flows. Many problem loans are allocated
based on collateral rather than the client’s real solvency. Therefore, banks should consider the borrower’s cash
flow as the primary object of analysis. At the same time, it is advisable to conduct a detailed analysis of the
client’s real financial indicators.

4 Re-restructuring of loans. Under inflationary pressure, businesses face temporary financial problems.
However, to keep them healthy, banks need to implement the following actions in a way that does not affect
their profitability:

- extension of the loan payment term;

- temporary restriction of interest payments;

- introduction of mechanisms for the payment of principal debt in installments in a seasonal manner.

Although the risk of problem loans during inflation is an integral part of the economic system, there is an
opportunity to reduce them. Commercial banks in this process should be guided by the principles of prewarning,
risk diversification, credit quality monitoring, and customer cooperation .
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Inflation has a significant impact on the activities of banks, especially on the quality of the loan portfolio.

The rise in prices reduces the solvency of the population and enterprises, leading to an increase in the number
of non-performing loans. When inflation is high, banks should carefully pursue credit policy and strengthen risk
mitigation measures.

Maintaining a stable inflation rate, balancing monetary policy, and improving banks’ risk management

systems will also help reduce the volume of non-performing loans.
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