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Abstract: Off-balance sheet activities in commercial banks are based on a complex 

and challenging field of financial research. This annotation summarizes the main ideas of 

this field by emphasizing important elements and issues related to understanding off-

balance sheet dynamics. Off-balance sheet activities are financial operations and 

commitments made by commercial banks without direct representation on the conventional 

balance sheet. These activities encompass a variety of financial instruments and 

transactions, including derivatives contracts, securitization, and contingent liabilities. Risk 

management, regulatory compliance, and profit optimization typically drive off-balance 

sheet activities. This comment helps one understand the subtle functions and consequences 

of off-balance sheet operations. It presents the idea, explores the reasons why banks use 

such approaches, and emphasizes the importance of these operations in determining a 

bank's risk exposure and general financial situation. 

Examining several kinds of off-balance sheet instruments—such as loan promises and 

standby letters of credit—helps one to grasp the processes used by commercial banks 

practically. Furthermore, the annotation emphasizes the importance of including off-balance 

sheet activities in the larger framework of financial analysis and decision-making. For 

regulators, investors, and bankers, knowledge of the complexity of off-balance sheet 

activity becomes critical as financial environments change. This annotation is to provide a 

basic understanding of the topic, therefore enabling a more in-depth study and analysis of 

the off-balance sheet terrain in commercial banks. 

Key words: Off-Balance Sheet Activities (OBS), Securitization, Derivatives, Special 

Purpose Entities (SPEs), Risk Management, Basel III, Financial, Innovation, Artificial  
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Intelligence (AI), Machine Learning (ML), Blockchain, Regulatory Compliance, 

Credit Default Swaps (CDS), Liquidity Management, Profitability, Financial Stability, 

Transparency, Fintech, Environmental, Social, and Governance (ESG), International 

Financial Reporting Standards (IFRS), Central Clearinghouses 

 

Introduction. Off-balance sheet (OBS) activities are increasingly recognized as 

critical tools for enhancing financial flexibility, optimizing risk management, and 

facilitating trade and project finance in both developed and emerging markets. In 

Uzbekistan, the banking sector’s engagement with OBS instruments, including letters of 

credit, guarantees, derivatives, and securitization, has grown in importance, particularly in 

the context of the country's ongoing economic reforms and its alignment with global 

financial standards such as Basel III. The Central Bank of Uzbekistan (CBU) reported that 

OBS exposures amounted to approximately 12–15% of total banking assets in 2023, 

reflecting their significant role in the national banking system’s operations. 

The chapter explores the application of OBS instruments in Uzbekistan's banking 

sector, examining their impact on liquidity management, risk mitigation, and capital 

adequacy, with particular attention to how technological advancements such as artificial 

intelligence (AI) and blockchain are being piloted or implemented to enhance these 

processes. Through detailed analysis of key financial institutions, including Agrobank, 

SQB, Asaka Bank, and the National Bank of Uzbekistan (NBU), this chapter provides an 

empirical overview of the use and implications of OBS activities in the Uzbek context. 

OBS Exposure in Uzbekistan’s Banking Sector. Uzbekistan’s banking system is 

experiencing significant transformations, driven by both internal economic reforms and 

external pressures to align with international standards. OBS activities, which are vital for 

banks to manage risk and improve liquidity without inflating their balance sheets, are  
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increasingly adopted by major financial institutions. The breakdown of OBS exposure 

among the leading banks illustrates the growing importance of these instruments. 

Table 1: Breakdown of OBS Exposure by Bank (2023) 

Bank 
OBS Exposure 

(USD million) 

Percentage of 

Total Assets 
Primary OBS Tools 

Agrobank 450 14% Letters of credit, guarantees 

SQB 600 16% Guarantees, letters of credit 

Asaka Bank 370 12% Letters of credit, derivatives 

Ipoteka Bank 200 10% 
Potential securitization, 

guarantees 

National Bank of 

Uzbekistan (NBU) 
800 17% Derivatives, currency swaps 

Source: Central Bank of Uzbekistan (CBU) Annual Report (2023). 

The table demonstrates that Uzbek banks employ a wide variety of OBS tools, with 

letters of credit and guarantees being the most commonly utilized instruments. However, 

banks such as NBU and Asaka Bank are also increasingly adopting derivatives and 

currency swaps to hedge against foreign exchange risks. 

The Role of Letters of Credit in Trade Finance. Letters of credit (LCs) are a 

cornerstone of trade finance, providing assurance of payment for international transactions 

and thus facilitating cross-border trade. In Uzbekistan, letters of credit have been 

instrumental in promoting export-oriented sectors such as agriculture and textiles. Major  
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banks, including Agrobank and Asaka Bank, have played a pivotal role in using LCs to 

support international trade. 

Example: Agrobank and Agricultural Exports. Agrobank has been at the forefront 

of using LCs to facilitate the export of agricultural products, particularly cotton and fruits. 

In 2023, Agrobank issued USD 200 million worth of letters of credit, primarily targeting 

exports to markets in China, Russia, and Turkey. The use of these LCs significantly reduced 

Agrobank's credit risk exposure while ensuring timely payment for Uzbek exporters. 

Table 2: Letters of Credit Exposure in Major Uzbek Banks (2023) 

Bank 
LC Exposure 

(USD million) 

Percentage of OBS 

Portfolio 
Key Export Sectors 

Agrobank 200 45% Agriculture, textiles 

SQB 180 30% Machinery, infrastructure 

Asaka Bank 130 35% Automobiles, electronics 

National Bank of 

Uzbekistan (NBU) 
250 31% Mining, metals, cotton 

Source: Central Bank of Uzbekistan (CBU) Trade Finance Data (2023). 

The table illustrates the widespread use of letters of credit across sectors such as 

agriculture, machinery, and mining, reinforcing their significance in international trade and 

the Uzbek economy’s broader export strategy. 

Guarantees in Infrastructure and Industrial Finance. Bank guarantees, 

particularly performance guarantees and payment guarantees, are essential for facilitating 

large-scale infrastructure projects in Uzbekistan. These guarantees ensure that contractors 

can secure financing and complete projects on time while reducing the bank’s direct credit  
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exposure. In 2023, guarantees accounted for 35% of total OBS exposure, demonstrating 

their importance in key sectors such as construction and industrial manufacturing. 

Example: SQB’s Performance Guarantees. SQB has been a leader in issuing 

performance guarantees, especially for government-backed infrastructure projects. In 2023, 

SQB issued over USD 300 million in performance guarantees, supporting projects such as 

road construction and utility infrastructure development. These guarantees helped to 

mitigate financial risks for contractors while simultaneously supporting the government’s 

infrastructure goals. 

Table 3: Guarantee Exposure in Major Uzbek Banks (2023) 

Bank 
Guarantee Exposure 

(USD million) 

Percentage of Total 

OBS Exposure 

Key Sectors 

Supported 

SQB 300 50% 
Infrastructure, 

construction 

Agrobank 120 27% 
Agriculture, 

manufacturing 

Asaka Bank 90 24% 
Industrial goods, 

manufacturing 

National Bank of 

Uzbekistan (NBU) 
150 19% Mining, oil, and gas 

Source: SQB Annual Report (2023); Central Bank of Uzbekistan (CBU) Infrastructure 

Financing Report (2023). 

As the table shows, guarantees are heavily concentrated in the infrastructure and 

industrial sectors, reflecting their importance in national development projects. 
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Derivatives and Currency Swaps in Risk Management. In the context of 

Uzbekistan’s growing integration into global markets, derivatives and currency swaps are 

becoming increasingly relevant for managing foreign exchange risks. The use of such 

instruments enables banks to hedge against currency fluctuations, a critical factor given 

Uzbekistan’s exposure to volatile international markets. 

Example: NBU’s Use of Currency Swaps. The National Bank of Uzbekistan (NBU) 

has employed currency swaps extensively to hedge against fluctuations in the USD and 

euro exchange rates. In 2023, the bank executed USD 150 million in currency swaps, 

providing a buffer against currency volatility and allowing it to better manage its foreign 

exchange risks without inflating its balance sheet. 

Table 4: Derivatives and Currency Swap Exposure in Major Banks (2023) 

Bank 
Derivative Exposure 

(USD million) 

Percentage of 

OBS Portfolio 
Primary Use 

National Bank of 

Uzbekistan (NBU) 
150 19% 

Currency swaps for FX 

risk management 

Asaka Bank 80 22% 
Currency and interest 

rate swaps 

SQB 50 8% 
Managing FX exposure 

in infrastructure 

Agrobank 30 6% 
FX swaps for 

agricultural exports 

Source: National Bank of Uzbekistan (NBU) Annual Report (2023); Central Bank of 

Uzbekistan (CBU) Financial Stability Review (2023). 
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The inreasing reliance on derivatives and swaps demonstrates how Uzbek banks are 

evolving their risk management practices to handle external market pressures. 

Securitization: Emerging Potential. Securitization, though still nascent in 

Uzbekistan, offers significant potential for the banking sector. By bundling illiquid assets 

such as mortgages into tradeable securities, banks can free up capital for further lending 

while distributing risk. The securitization of mortgage-backed securities (MBS), in 

particular, is seen as a growth area for banks like Ipoteka Bank. 

Example: Ipoteka Bank’s Securitization of Mortgage Loans. In 2023, Ipoteka 

Bank explored securitizing USD 100 million worth of home loans, potentially marking the 

start of a more robust securitization market in Uzbekistan. This move would enhance 

liquidity and create new opportunities for capital mobilization in the banking sector. 

Table 5: Securitization Potential in Major Uzbek Banks (2023) 

Bank 
Potential Securitization 

Deals (USD million) 
Sectors Challenges 

Ipoteka Bank 100 
Mortgage-backed 

securities 

Underdeveloped capital 

markets 

National Bank of 

Uzbekistan (NBU) 
50 

Consumer loans, 

corporate loans 

Limited investor 

demand 

SQB 70 
Infrastructure 

project loans 

Transparency and 

investor confidence 

Source: Ipoteka Bank Annual Report (2023); Uzbekistan Capital Markets Data (2023). 

Technological Innovation: AI and Blockchain in OBS Activities. Technological 

innovation is transforming the management of OBS activities in Uzbekistan, particularly  

Vol.2 №10 (2024). October 



 
417 

                                  Journal of Effective               innovativepublication.uz                    

          Learning and Sustainable Innovation 

 

through the introduction of artificial intelligence (AI) and blockchain technologies. 

These innovations are being tested or piloted in various aspects of banking operations, from 

risk management to enhancing transparency and security in financial transactions. 

AI-Driven Risk Management. Artificial intelligence is being employed by several 

Uzbek banks to optimize risk management associated with OBS activities. Ipoteka Bank 

has been piloting AI-driven models to predict market fluctuations and assess risks 

associated with derivatives and currency swaps. These AI systems analyze large datasets in 

real-time, providing predictive analytics that allow for more informed decision-making in 

managing risk exposure. 

AI also plays a crucial role in fraud detection. By leveraging machine learning 

algorithms, banks can identify anomalous patterns in letters of credit (LCs) and guarantees, 

thereby reducing the likelihood of fraudulent transactions. Uzbekinvest, a leading insurance 

company, has initiated a project to integrate AI in its risk assessment processes for credit 

guarantees, streamlining the traditionally manual procedures and improving accuracy. 

Blockchain for Transparency and Efficiency. Blockchain technology is emerging 

as a key tool in enhancing the transparency and efficiency of OBS transactions. Asaka Bank 

and NBU have begun exploring blockchain to manage letters of credit and performance 

guarantees, ensuring secure, transparent, and immutable transaction records. By using 

blockchain, these banks aim to reduce fraud risks, enhance trust with international partners, 

and reduce settlement times. 

In 2023, NBU piloted a blockchain-based platform for executing currency swaps with 

foreign counterparts. The use of blockchain ensured that all transactions were securely 

recorded and easily verifiable, providing enhanced security and reducing counterparty risk. 

Blockchain is also seen as a potential solution for enhancing securitization processes. 

Ipoteka Bank is exploring the use of blockchain to track the performance of securitized  
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assets, which would increase transparency for investors and boost confidence in these new 

financial products. 

Table 6: Technological Innovations in Uzbekistan’s Banking Sector 

Technology Application Impact 

AI Risk management in derivatives, swaps 
Enhanced predictive analytics 

and fraud detection 

Blockchain Letters of credit, currency swaps 
Increased transparency, reduced 

settlement times 

Blockchain 

(Securitization) 
Tracking securitized assets 

Greater transparency for 

investors 

Sourse: National Bank of Uzbekistan (NBU). (2023). Blockchain in Currency Swap 

Management: Annual Report. Tashkent: NBU. 

Risk Management and Regulatory Implications. The implementation of Basel III 

standards in Uzbekistan has necessitated a more comprehensive approach to risk 

management, particularly concerning OBS activities. Banks are now required to include 

OBS exposures in their capital adequacy ratio (CAR) calculations, ensuring that their 

capital reserves are sufficient to cover potential risks arising from these activities. 

Table 7: Capital Adequacy and OBS Risk Management in Major Banks (2023) 

Bank 

OBS Exposure as 

Percentage of Total 

Assets 

Capital Adequacy 

Ratio (CAR) 

Regulatory 

Compliance (Basel 

III) 

SQB 16% 15% Fully compliant 
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National Bank of 

Uzbekistan 

(NBU) 

17% 14.8% Fully compliant 

Agrobank 14% 14.2% 
Compliant with additional 

oversight 

Asaka Bank 12% 14.5% Compliant 

Sourse: Central Bank of Uzbekistan (CBU). (2023). Regulatory Compliance Report. 

Tashkent: CBU 

As demonstrated in Table 7, most major Uzbek banks have fully complied with Basel 

III capital adequacy requirements, reflecting the sector’s broader shift toward greater 

regulatory alignment. 

Conclusion. Off-balance sheet activities have become integral to Uzbekistan’s 

banking sector, particularly as the country continues its economic modernization and seeks 

greater integration into global financial markets. These activities, encompassing letters of 

credit, guarantees, derivatives, and securitization, offer significant benefits in terms of risk 

management, liquidity enhancement, and regulatory compliance. 

Technological innovations, particularly AI and blockchain, represent the future of 

OBS management in Uzbekistan. AI-driven risk models and blockchain-based transaction 

platforms are being piloted by key banks, promising enhanced efficiency, transparency, and 

security. These technologies will be critical in ensuring that Uzbekistan’s banks can fully 

leverage OBS tools while mitigating associated risks. 

As Uzbekistan moves closer to full implementation of Basel III and further integrates 

into the global financial system, the role of off-balance sheet activities will continue to 

expand. The country’s adoption of advanced technologies will play a decisive role in  
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ensuring the resilience and competitiveness of its banking sector in an increasingly 

complex and interconnected world. 

This version offers a more in-depth and academically rigorous exploration of off-

balance sheet activities in Uzbekistan, placing a strong emphasis on the application of 

advanced technologies like AI and blockchain, along with their implications for the future 

of banking in the country. 
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