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WAYS OF EFFECTIVE USE OF BANK LOANS TO ENSURE
EMPLOYMENT OF THE POPULATION

Sodikov Sardorbek Rozikjon ugli
Graduate student of the Banking and Finance Academy of the
Republic of Uzbekistan

Abstract: This article examines the effective utilization of bank loans as a means of
ensuring household financial stability. Access to affordable credit plays a crucial role in
empowering individuals and families to manage their finances, address immediate needs,
and invest in long-term goals. However, the successful utilization of bank loans requires
careful planning, responsible borrowing, and strategic decision-making.

The paper begins by discussing the importance of household financial stability in promoting
overall economic well-being and social cohesion. It highlights the role of bank loans in
providing households with access to funds for various purposes, including education, healthcare,
housing, and entrepreneurship.

Keywords: Bank loans, population employment, job creation, economic development,
entrepreneurship support, targeted lending programs, inclusive financing, monitoring and
evaluation, public-private partnerships, financial inclusion, access to finance

Introduction:

Access to financial services is fundamental for fostering economic development and
promoting social inclusion within a society. However, a significant portion of the global
population, particularly in developing countries, remains unbanked or underbanked,
lacking access to basic banking products and services. This financial exclusion perpetuates
poverty, hinders entrepreneurship, and limits opportunities for socioeconomic
advancement.

In recent years, there has been growing recognition of the role that banks can play
in addressing financial exclusion and promoting financial inclusion. One key mechanism
through which banks can contribute to financial inclusion is by extending credit to
underserved populations, including individuals and small businesses with limited access
to traditional financial institutions.

This article explores the importance of effectively utilizing bank loans as a means of
ensuring financial inclusion and enhancing the overall well-being of communities. It
examines various strategies and best practices for maximizing the impact of bank loans
on improving access to finance, empowering individuals, and stimulating economic
growth.

By analyzing successful initiatives and case studies from around the world, this article
aims to provide insights into the potential benefits and challenges of leveraging bank
loans for financial inclusion. It will delve into topics such as targeted lending programs,
entrepreneurship support, inclusive financing mechanisms, and the role of technology
in expanding access to credit.

Overall, the effective utilization of bank loans has the potential to significantly
contribute to addressing financial exclusion, reducing poverty, and promoting inclusive
economic development. Through innovative approaches and collaborative efforts, banks
can play a vital role in expanding access to finance and empowering individuals and
communities to achieve their full economic potential.
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Literature Review:

Bank loans play a crucial role in stimulating economic growth and fostering employment
opportunities within societies. This literature review aims to explore existing research
and scholarly works on the effective utilization of bank loans for ensuring population
employment. By synthesizing key findings and insights from various studies, this review
seeks to identify strategies and best practices for maximizing the impact of bank credit
on job creation.

Numerous studies have highlighted the importance of SMEs in job creation and
economic development (Beck et al., 2010; Ayyagari et al., 2011). Access to finance is
consistently cited as a critical factor influencing SME growth and employment generation
(Beck et al., 2008). Research suggests that banks are the primary source of external
financing for SMEs, and tailored lending programs can significantly impact SME
expansion and job creation (Beck et al., 2014).

Infrastructure development projects, such as transportation, energy, and
telecommunications, have the potential to create significant employment opportunities
(Estache et al., 2017). Banks play a crucial role in financing infrastructure projects
through project finance, loans, and bonds (Bhattacharya et al., 2013). Research suggests
that infrastructure investments can have multiplier effects on employment, stimulating
demand for labor and fostering economic growth (Guasch et al., 2013).

During the research of foreign economists Lumini?a Cernenco, Marilena Pieleanu
Lazarenco, "The duration of loans to individuals, their issuance and guarantee, are
carried out on the basis of the contract according to the creditor's internal procedures
approved by the responsible authorities".

According to L.V.Tatarinova, "The distinguishing feature of retail banking business
from corporate business is the establishment of individual, personal relationships and
the implementation of the concept of "client-manager".

Professor F. Kholmamatov in his research "suggested to increase the level of
diversification of the credit portfolio of commercial banks by increasing the amount of
retail loans to individuals." The author focuses on retail loans, which are the most basic
of retail services, and suggested to increase the level of the bank's overall loan portfolio
by increasing retail loans. This proposal is extremely appropriate and serves to increase
the diversification of the bank's loan portfolio, increase the bank's income, and reduce
credit and market risks in banks. (Kholmamatov et al., 2023)

Economist I.Qulliev noted the following conclusions on the efficiency of retail loans:
"Assessing the efficiency of lending by banks is a process of systematic analysis of the loan
portfolio in order to improve the quality of loans, ensure high income and identify
directions for improving lending." (Qulliev et al., 2023)

In summary, the literature underscores the multifaceted role of bank loans in promoting
employment and economic development. By supporting SMEs, entrepreneurship,
infrastructure development, workforce training, and inclusive finance, banks can
contribute to job creation, poverty reduction, and sustainable growth. However, further
research is needed to evaluate the effectiveness of different financing models and policy
interventions in maximizing the impact of bank loans on employment generation and
population welfare.

Research methodology. Grouping, comparative and economic analysis, induction
and deduction, economic-statistical methods, expert assessment, economic-mathematical
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modeling and forecasting methods are widely used in this article.

Analyzes and results

Retail credit products are allocated on the basis of the loan agreement in accordance
with the principles of repayment, repayment and maturity. The principle of security is
determined by the Head Office Committee in the retail credit product passport. The
type, term, amount, interest, benefits and other terms of allocation of retail credit
products are determined by the Head Office Committee and approved in the form of a
Retail Credit Product Passport.

Retail credit products are allocated to borrowers with a stable income sufficient to
meet monetary obligations under the contract for the terms specified in the contract. It
is prohibited to allocate new retail credit products to individuals in the presence of
unextinguished overdue debt on previously received loans (debts). Retail credit products
are issued in the national currency of the Republic of Uzbekistan.

Table 1
The share of commercial banks' credit investments by sectors , in percent
01.01.201 | 01.01.202 | 01.01.202 | 01.01.20 | 01.01.202
9 0 1 22 3

Industry 39.80 35.7 36.9 36.0 32.5

Village economy 5.60 8.1 10.1 10.7 10.8

Construction field 3.50 2.8 2.7 2.8 2.7

Trade and common service 6.40 6.8 7.2 8.4 7.4

Transport and 12.50 1.1 9.6 8.8 7.6

communication

Material and technical 1.60 16 14 12 10

support development

Housing communal 1.10 1.2 1.4 0.7 0.5

service

Physical persons 14,60 18.9 19.8 213 259

Other fields 14,90 13.7 10.9 10.0 11.7
Total loans 100.0 100.0 100.0 100.0 100.0

If we analyze the classification of the credit portfolio of commercial banks by sectors,
then loans allocated to industry we can see that it takes the main share. However, its
share decreased by 7.3 percentage points in the last 5 years and reached 32.5% by the
beginning of 2023. We can evaluate this situation positively. In international practice,
industry experts recommend that the maximum limit of loans to one branch be 25
percent. The banking system of our country is approaching this norm.

The share of loans granted to individuals in the total loan portfolio increased from
14.6% to 25.9% over the last 5 years can be explained by the increased interest of banks
in transactions with individuals. In addition, it can be justified by the increase in the
types and forms of loans granted by commercial banks to individuals, and retail credit
products. This situation is positive for the banking system.
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Table 2.

Dynamics of total loans allocated to the population in national currency in 2020-
2022 , billion soums

2020 2021 2022
billion billion billion

Credit type soums share soums share soums share
Mortgage loan 9121.9 26.7 9794.2 19.9 14 371.2 16.6
Consumption credit 7578.2 22.2 9 666.6 19.6 215774 | 249
Auto loan 5586.8 16.4 8497.6 17.2 19,599.7 22.6

Education credit 59.5 0.2 266.3 0.5 1771.1 2.0
Microloan 5836.2 17.1 9,950.8 20.2 16,696.1 19.3
Microcredit 3672.7 10.8 6 865.6 13.9 9160.6 10.6

Overdraft 1309.7 3.8 25753 5.2 1 849.4 2.1

Other 947.9 2.8 1 668.4 3.4 1 633.7 1.9
Total 341129 100.0 49 284.8 100.0 86 659.3 | 100.0

The volume of retail lending allocated to the population by the commercial banks of
our country is increasing year by year. In particular, in 2020 it was 28,466.6 billion
soums, in 2021 it was 405,290.9 billion soums, and in 2022 it was 65,288.5 billion
soums. This situation testifies to the development of interbank competition in the lending
to individuals and retail credit market among commercial banks.

Mortgage loans, consumer loans and auto loans occupy the leading positions in
allocated loans. The high percentage of these loans is justified by the high amount of
these loans. Microloans issued by banks recorded a rapid growth rate in 2022. The main
reason for the sharp increase in car loans is the increase in the volume of secondary car
loans by banks. The share of education loans, microloans and overdrafts compared to
other retail credit products is noticeably low and their situation is not stable.
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Table 3.
Structure of retail loans allocated in 2022 , billion soums
Mortgage Consumptl Autoloan Educat}o Microloan Mlcr.ocre Overdraf | Othe
loan on credit n credit dit t r
2022 year 1
14 371.2 215774 19,599.7 17711 16,696.1 9 160.6 1849.4 | 633.
7
January 683.9 617.6 605.9 7.9 738.9 51.2 181.6 50.7
February 1.069.8 879.2 853.2 16.3 1.209.6 304.9 187.9 67.8
March 1075.7 1447.7 14143 24.6 1263.9 777.8 216.1 91.2
April 13113 1533.0 1503.0 20.8 11857 1041.3 211.4 114'
May 1066.5 13105 | 1289.0 13.0 10469 | 8677 | 1784 |
June 1324.0 1692.2 1 669.8 8.8 1190.6 1009.1 166.1 1698'
July 1096.3 1714.2 1694.8 5.8 13823 652.8 152.1 1%1'
August 1503.8 2032.0 1993.9 14.4 19279 11555 1552 1770'
September 1211.2 2303.2 1821.3 459.6 1731.6 782.1 1244 1598'
October 11724 2 666.0 2014.5 620.7 17268 886.1 104.6 1%8'
November 1206.3 2 895.8 25224 340.1 1693.9 871.2 88.6 122'
December 1650.2 2 486.0 2217.6 239.0 1597.8 760.9 83.1 1‘(‘)0'

In 2022, the volume of retail loans of the republican banking system has increased
significantly compared to previous years. Mortgage loans, consumer and auto loans
occupy the main place in retail loans. We can witness that education loans increased
sharply mainly in September and October. The main reason for this is the beginning of
studies in higher education institutions. In September compared to August, it increased
by 31.8 times and amounted to 459.6 billion soums. The annual increase in the volume
of this loan can be explained by the increase in the number of higher education
institutions and the increase in quotas for admission. The amount of overdraft loans is
not stable, it varies unevenly based on supply and demand.

All information about the borrower, including information about the risks of the
borrower, is recorded in the personal file of the borrower. The information used by the
credit organization in assessing the quality of the loan, together with the assessment of
the borrower's financial condition, should be available to the management bodies,
internal control units of the credit organization, auditors and bank supervisory authorities.

The next factor affecting the retail lending activity of banks is the interest rate level
of loans. Interest rates on retail loans in banks are formed based on the bank's capabilities
and demand and supply. When determining the interest rate, the bank develops and
implements a reasonable interest rate, taking into account its margin. In this case, it is
appropriate for the bank to analyze the factors affecting each retail credit product and
their level of influence clearly, concisely and reasonably. Because the main income of
banks is formed through the interest rate, a large part of the resources is directed to
credit operations.

In the U.S. experience demonstrates the effectiveness of leveraging bank loans to
ensure population welfare through various initiatives such as the Community Reinvestment

e i



International Journal of Business,
Management and Accounting (Vol.-4 No.I)

Act, Small Business Administration loans, Community Development Financial
Institutions, workforce development financing, affordable housing finance, and financial
education programs. By adopting a holistic approach to financial inclusion and economic
empowerment, banks can play a pivotal role in improving the lives of individuals and
communities across the country.

In Germany, effective utilization of bank loans for ensuring population welfare has
been a cornerstone of economic policy and development strategies. The German experience
offers valuable insights into various approaches and initiatives aimed at promoting
financial inclusion, entrepreneurship, and job creation through access to bankcredit.In
summary, the German experience demonstrates the importance of effective utilization
of bank loans in ensuring population welfare through initiatives such as SME support,
public-private partnerships, vocational training, inclusive finance, and support for
innovation. By leveraging these approaches, Germany has been able to foster economic
growth, promote social inclusion, and create sustainable employment opportunities for
its population.

Japan has a rich history of effectively utilizing bank loans to ensure population welfare
and security. Throughout its economic development, Japan has implemented various
strategies to promote access to finance and stimulate employment opportunities through
bank credit.

One notable aspect of Japan's experience is its focus on supporting small and medium-
sized enterprises (SMEs). Japanese banks have played a crucial role in providing financing
to SMEs, which are considered the backbone of the economy. By offering tailored
lending programs, preferential interest rates, and financial advisory services, banks in
Japan have enabled SMEs to expand their operations, invest in technology, and create
job opportunities.

Furthermore, Japan has prioritized infrastructure development as a means to boost
economic growth and employment. Bank loans have been instrumental in financing
large-scale infrastructure projects such as transportation networks, energy facilities, and
urban development initiatives. These projects not only create jobs during the construction
phase but also contribute to long-term employment through maintenance and operation
activities.

China's rapid economic growth and urbanization have posed significant challenges in
ensuring population welfare and security. This paper examines China's experience in
effectively utilizing bank loans to address these challenges and promote inclusive economic
development. By analyzing key initiatives and policy interventions, this study aims to
provide insights into the strategies and best practices for leveraging bank credit to ensure
population welfare. Overall, China's experience demonstrates the importance of effective
utilization of bank loans in promoting population welfare and inclusive economic
development. By implementing targeted lending programs, investing in infrastructure,
promoting inclusive finance, and supporting social sectors such as education and
healthcare, China has made significant strides in improving the well-being of its population
and reducing poverty.

Summary and Recommendations:

Access to bank loans plays a crucial role in ensuring population welfare by stimulating
economic activity, promoting entrepreneurship, and creating employment opportunities.
This summary highlights key findings from the literature review and provides
recommendations for maximizing the impact of bank loans on population welfare.
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Key Findings:

1.Small and Medium Enterprises (SMEs) Financing: SMEs are significant contributors
to job creation and economic growth. Access to finance is critical for SMEs to expand
their operations and hire additional employees.

2.Entrepreneurship and Start-Up Support: Bankloans can empower entrepreneurs
to start new ventures, innovate, and create jobs.Supporting entrepreneurship through
access to finance and business support services is essential for fostering economic
dynamism.

3.Infrastructure Financing: Investments in infrastructure projects, financed through
bank loans, have the potential to generate employment opportunities and stimulate
economic development. Infrastructure development contributes to long-term employment
sustainability and improved living standards.

4 Workforce Development Initiatives: Investing in workforce development programs,
supported by bank loans, enhances individuals' employability and reduces unemployment
rates. Vocational training, apprenticeship programs, and job placement services are
effective in bridging the skills gap and promoting workforce participation.

S.Inclusive Finance: Inclusive finance initiatives, including gender-inclusive lending
programs and microfinance schemes, empower marginalized communities and promote
social inclusion. Ensuring access to finance for underserved populations is essential for
reducing poverty and promoting inclusive economic growth.

Recommendations:

1.Tailored Lending Programs: Banks should design specialized lending programs
tailored to the needs of SMEs, entrepreneurs, and underserved communities. These
programs should offer flexible terms, lower interest rates, and targeted support services.

2.Capacity Building: Banks should invest in capacity building initiatives to enhance
financial literacy and entrepreneurship skills among the population.Providing training,
mentorship, and technical assistance can help individuals make informed financial
decisions and succeed in business.

3.Public-Private Partnerships: Collaboration between banks, government agencies,
and other stakeholders is essential for maximizing the impact of bank loans on population
welfare. Public-private partnerships can leverage resources, expertise, and networks to
address complex socio-economic challenges.

4.Monitoring and Evaluation: Establishing robust monitoring and evaluation
mechanisms is crucial for assessing the effectiveness of bank loan programs in promoting
population welfare. Banks should track key performance indicators, measure outcomes,
and adjust strategies accordingly.

5.Policy Support: Policymakers should create an enabling environment for bank
lending by implementing supportive policies and regulations. Measures such as credit
guarantees, interest rate subsidies, and tax incentives can incentivize banks to increase
lending to priority sectors.

In conclusion, effective utilization of bank loans is essential for ensuring population
welfare and promoting inclusive economic development. By implementing targeted
lending programs, supporting entrepreneurship, investing in infrastructure, fostering
workforce development, and promoting inclusive finance, banks can play a pivotal role
in improving the lives of individuals and communities.
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