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Abstract: Commercial banks are one of the most important institutions of the economy, playing a
crucial role in the efficient allocation of financial resources and attracting investments. Managing
the credit portfolio is one of the central aspects of banking activities, directly affecting its financial
stability, liquidity level, and profitability. The credit portfolio represents the overall structure of
loans issued by a bank, consolidating all credits in one place. Effective management of the credit
portfolio provides several advantages for commercial banks. Firstly, it helps minimize credit risks.
Assessing and analyzing credit risks in advance reduces the bank's potential losses. Additionally,
diversification prevents bank loans from being concentrated in a single segment, thereby enhancing
financial stability. In conclusion, this article explores the concept of the credit portfolio, methods for
its effective management, issues related to providing credit resources to various sectors of the
economy, and opportunities for developing long-term and reliable cooperation with clients.

Keywords: commercial bank, loan portfolio, credit risk, risk management, bank liquidity,
investments, diversification, financial stability.

1. Introduction

Currently, commercial banks play a crucial role as a key component of the financial
system in ensuring economic growth and stability. By providing loans, banks stimulate
economic activity, contribute to business development, increase consumer demand, and
expand investment flows. From this perspective, the issue of managing the credit portfolio
of commercial banks is one of the most pressing topics today, as banks strive to minimize
credit risks, maintain liquidity, and enhance profitability.

Commercial banks must adhere to several key principles when forming and
managing their credit portfolios. In shaping their credit policies, banks should conduct an
in-depth study of supply and demand in the credit market, assess customers'
creditworthiness, analyze borrowers’ payment capacity, and consider macroeconomic
factors. Poorly managed credit portfolios can negatively impact a bank’s financial stability
and may even lead to bankruptcy.

In today's global financial environment, effective credit portfolio management is
essential for ensuring the competitiveness of commercial banks. The rapid development of
digital technologies, financial innovations, and big data analysis is providing new
opportunities for shaping credit policies. For example, artificial intelligence and machine
learning algorithms enable banks to accurately assess credit risks and analyze customers'
payment capacity in advance. Additionally, continuous monitoring of the structure and
quality of the credit portfolio is crucial. The repayment rate of loans, the share of overdue
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debts, and the quality of assets reflected on the bank's balance sheet are key indicators of
the efficiency of the credit portfolio.

Therefore, commercial banks must enhance their risk management systems, improve
credit analysis, and implement effective monitoring mechanisms to improve the quality of
their credit portfolios. It is also important for commercial banks to develop and implement
specific strategies for forming their credit portfolios. A bank's credit strategy should align
with economic growth conditions and include coordinating short-term and long-term
credit policies, diversification, and offering new financial products. In particular, banks
can ensure the profitability of their credit portfolios by expanding loans to small and
medium-sized businesses, increasing their share in the mortgage and consumer credit
markets, and financing investment projects.

Macroeconomic factors also have a significant impact on the quality of the credit
portfolio. Inflation rates, the central bank's interest rate policies, the stability of the national
currency, and economic growth rates directly influence the formation of banks’ credit
strategies. Therefore, when managing their credit portfolios, commercial banks must take
into account not only microeconomic conditions but also macroeconomic factors.

2. Materials and Methods

The economic essence and importance of organizing credit portfolio management in
commercial banks lie in its ability to balance risk and return, thereby ensuring the bank's
profitability and stability. Effective credit portfolio management is crucial for maintaining
a bank's competitive position in the financial market, especially in times of economic
uncertainty. It involves a strategic approach to managing credit risks, optimizing the loan
portfolio, and ensuring compliance with regulatory requirements, which collectively
contribute to the bank's financial health and its role in stimulating economic growth.

Importance of Credit Portfolio Management

- Risk Management: Credit portfolio management is essential for mitigating
credit risks, which are inherent in lending activities. By employing strategies such as
diversification and risk assessment models, banks can minimize potential losses and
enhance the quality of their loan portfolios (Kovalova & lorgachova, 2024) (Marchenko et
al., 2022).

- Profitability and Stability: The primary source of income for banks is the
interest earned from loans. Effective management of the credit portfolio ensures that the
bank can maximize its risk-adjusted returns, thereby maintaining profitability and
financial stability (Marchenko et al., 2022) (Msrkosa et al., 2021).

- Regulatory Compliance: Adhering to regulatory frameworks like Basel III is
crucial for banks to manage their credit exposure and maintain adequate capital reserves.
This compliance helps in reducing leverage and increasing liquidity, which are vital for
the bank's long-term success (Malla, 2018).

Strategies for Effective Credit Portfolio Management
- Diversification: Diversifying the credit portfolio across different sectors and

loan types helps in spreading risk and reducing the impact of defaults in any single
sector(Msrkosa et al., 2021) (Drobyazko et al., 2019).

- Credit Risk Assessment: Utilizing advanced models such as Value-at-Risk
(VaR) and Monte Carlo simulations allows banks to assess and predict potential losses,
enabling them to make informed lending decisions (Kochorba & Kolomiiets, 2024).

- Problem Asset Management: Developing strategies for managing non-
performing assets is crucial for maintaining the quality of the credit portfolio. This includes
regular monitoring and reporting to ensure timely interventions (Zharikova et al., 2023).

Economic Impact
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- Stimulating Economic Growth: By efficiently managing their credit portfolios,
banks can support investment activities and economic growth. Lending to non-financial
corporations and households can drive economic development by providing the necessary
capital for expansion and consumption (Kovalova & Iorgachova, 2024).

- Crisis Management: In times of financial crises, effective credit portfolio
management becomes even more critical. It helps banks navigate economic downturns by
stabilizing their portfolios and ensuring continued lending to key economic sectors
(Zharikova et al., 2023) (Iskakova et al., 2023).

While credit portfolio management is vital for a bank's success, it also presents
challenges. The complexity of managing diverse credit risks and the need for sophisticated
risk assessment tools can be resource-intensive. Additionally, external factors such as
economic sanctions or global financial crises can impact the effectiveness of credit portfolio
strategies, requiring banks to continuously adapt and innovate their approaches (Iskakova
et al., 2023) (Tokaev & Gokoev, 2023).

RESEARCH METHODOLOGY. Managing the credit portfolio of commercial banks
is a process aimed at ensuring the bank’s financial stability, minimizing credit risks, and
increasing profitability. This process is economically significant as it helps maintain the
quality and efficiency of bank assets. Effective credit portfolio management requires a
comprehensive approach to risk management, liquidity maintenance, diversification,
compliance with regulatory requirements, and profitability enhancement. Therefore,
developing and implementing effective credit portfolio management strategies is crucial
for commercial banks. The article emphasizes a systematic approach, economic-statistical
analysis, and classification methods as the primary tools.

3. Results

The results of active operations are reflected in the asset side of the bank's balance
sheet, providing an opportunity to assess the state of resources allocated by the bank over
a given period. The largest share of active operations consists of loans issued to enterprises,
organizations, and the population. This trend is also confirmed in the practices of
commercial banks in our country. The dynamics and share of loans in balance sheet assets
are shaped by various factors, including bank policy, as well as the economic and political
conditions of the country.

Despite the Central Bank and government policies aimed at reducing inflation and
the high efficiency of financial market operations, the low productivity of the
manufacturing sector has had a decisive impact on the volume and nature of commercial
banks' credit operations.

Active operations of commercial banks refer to activities related to generating
income using own funds and attracted resources. In carrying out active operations, banks
create various investments that generate income in the form of interest, dividends, or
shares in joint ventures. In this process, compliance with liquidity indicators and rational
risk distribution of responsible category investments is ensured.

The active operations of commercial banks can be classified into four groups:
e  Credit operations that form the bank’s credit portfolio;

e Investment operations that constitute the foundation of the investment
portfolio;

e  Cash and settlement services, which are one of the main service types provided
to customers;
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e Other active operations related to establishing a balanced infrastructure to
ensure the successful execution of all banking services.

The loans provided by the bank can be categorized in the following manner (Figure
1):

Grouping of bank loan portfolio

:
2

\ Y\ Y\ Y\ Y\

2
]
=

Figure 1. Grouping procedure for effective management and analysis of a bank's
loan portfolio

Source: Compiled by the author.

Despite the high efficiency of pure financial operations, the manufacturing sector
remains low-income and constantly in need of additional resources. This situation limits
the ability of commercial banks to allocate their resources to the manufacturing sector and
forces them to direct their active operations primarily to the financial market. Even though
the profitability level is low, commercial banks have continued to increase the volume of
lending to the service sector of the production industry, albeit at a slower rate than the
growth rate of financial market resources.

Commercial banks' credit activities include two types of operations:
e  Providing cash funds on a repayable basis.

e  Issuing guarantees and sureties, where the bank assumes the obligation to
cover the loan in case of partial or complete default by the client.

Credit Functions

Economic literature offers different interpretations of credit functions. Some sources
emphasize a single credit function, while others describe multiple functions, such as
distribution, redistribution, cash substitution, and accumulation of funds. The seeming
contradiction between these functions can be reconciled by considering their role in the
overall production process or within an individual economic entity’s financial cycle.

The concept of credit functions is derived from the dialectical relationship between
generality and uniqueness. The general function of credit manifests in the process of social
production turnover, while the unique function appears in the individual turnover
process. Within the framework of national production, credit serves two primary
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functions:
¢  Ensuring monetary circulation in the national economy.
e  Temporary transfer of idle monetary funds.

For the national economy to function properly, there must be an equivalent
monetary mass sufficient for the volume of material goods in circulation. Thus, value
simultaneously exists in both commodity and monetary forms. Based on their intended
use, bank loans can be classified as monetary credit or capital credit.

From this perspective, it is important to note that some bank loans facilitate
economic circulation by supporting the production of new material goods, while others
contribute to expanding production assets and redistributing resources. The monetary
equivalent of newly created gross domestic product serves as the material basis for the first
type of credit, while the accumulated and redistributed part of the national gross product,
concentrated within the credit system, forms the material basis for the second type.

Credit Resources and Their Mutual Interdependence

The issue of the mutual balance between credit disbursements and credit resources
is a crucial consideration in the lending process. The issuance of credit and the formation
of credit resources are interdependent and cannot exist separately. The link between credit
resources and loans extended for material and commodity circulation lies in the fact that
issuing credit leads to the creation of new resources.

Short-term and long-term loans for the development of production assets should be
limited to the volume of credit resources accumulated by the bank. This suggests that
lending in the sphere of circulation should not be strictly confined to bank resources, as
each loan backed by material goods inherently contributes to the creation of new resources.

Lending for the formation of production assets requires the prior accumulation of
resources. In both cases, credit resources take the form of monetary equivalents of material
and commodity wealth:

J In the first case, these are funds entering the sphere of circulation.
. In the second case, these are funds exiting the sphere of circulation.

At present, commercial banks have defined key theoretical guidelines for forming
their resources when providing specific types of loans. The described procedures indicate
that while commercial banks issue loans, they simultaneously create credit resources
backed by real material goods moving along the "producer consumer" path. Large banks
issuing loans should ensure that the allocated funds continue to circulate within their
clients' accounts. If these credit-based resources exit the bank system, it may create
liquidity issues at the Central Bank's settlement accounts.

If the issuance of credit for settlements is delayed without economic justification, it
may disrupt the continuous circulation of funds in individual organizations and,
ultimately, negatively affect the overall production process. These disruptions often
manifest as systematic payment delays.

The Redistribution Function of Credit

From the perspective of the reproduction process, the second function of credit is
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the redistribution of idle funds across industries and sectors of the economy.

Credit also plays an essential role in individual turnover cycles when it serves as a
source for forming working capital. Economic funds, which are in constant motion during
their circulation cycle, take three forms:

. Cash,
) Production assets,
e  Finished products.

Thus, while part of an enterprise's funds remains engaged in production, another
part participates in circulation.

During different periods of the turnover process, enterprises may experience both a
need for additional funds and the presence of surplus funds. If organizations maintain
working capital based on their maximum annual needs, a portion of these funds becomes
excessive, reducing operational efficiency. Conversely, if they maintain working capital at
the minimum required level, they may experience cash shortages at certain periods,
negatively affecting their business operations.

If organizations form their working capital based on average needs, fluctuations will
still arise, creating financial imbalances. Therefore, managing working capital requires
maintaining proportionality in fund availability and needs, ensuring continuous
production and sales processes. This balance is achieved by defining working capital
sources as either internal or external (bank loans or credit from other lenders).

Credit system

Lending methods and types of credit accounts

loan documents

process of granting a loan

loan repayment procedure

4{ control over the lending process

Figure 2. Lending system of commercial banks
Source: Compiled by the author.
Credit as a Necessity in the Reproduction Process
Fluctuations inherent in reproduction cycles and the resulting variable demand for
production and working capital objectively necessitate credit. Credit helps resolve the

contradiction between available funds and funding needs.

As a form of movement of loan capital, credit is used to satisfy the changing financial
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needs of enterprises that cannot fully meet them with their own funds. By providing
working capital in the form of loans without altering a company’s own capital, commercial
banks enable enterprises to obtain financial resources in line with their actual credit needs.

Principles and Methods of Lending

Despite the diversity of lending objects and subjects, as well as the variety of loans
granted to legal and physical entities, the lending system forms a unified structure that
includes the following components (Figure 2).

Banks provide loans to legal and physical entities while adhering to the
fundamental principles of lending. These principles are applied together and complement
each other, forming the foundation of the lending process (Figure 3).

provision

repaymen

Lending
principles

[

percentage

purposefulness

Figure 3. Basic principles applied by commercial banks in lending

Source: Compiled by the author.

Principles and Methods of Lending

The objects and subjects of lending can vary, and the types of loans provided to legal
entities and individuals may differ. However, the lending system, in terms of its
characteristics, constitutes a unified system that includes the components listed below
(Figure 2).

Banks provide loans to legal and physical entities while adhering to the
fundamental principles of lending. These principles, which are applied together and
complement each other, form the basis of lending (Figure 3).
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4. Discussion

Loan Security

Loan security means that the granted loan is guaranteed by specific material assets,
financial documents, or the right to receive financial resources. In some cases, loans are
granted to large, reliable borrowers based on their "corporate image" as collateral.
However, even in such cases, the borrower's assets are still considered as a form of security
for the granted loan.

The real aspect of loan security is reflected in the temporary transfer of ownership
rights to a portion of the borrower's assets (which, in most cases, are acquired using the
granted loan). These assets may include real estate documents, equipment, inventory,
securities, goods, and other valuable items, which serve as collateral for the bank-lender.

Loan Repayment

Loan repayment refers not only to the return of the loan at the end of its term but
also to the possibility of intermediate repayment as a result of completed operations (e.g.,
commercial transactions, production achievements, housing sales in the construction
sector, etc.).

Loan repayment is not ensured in two cases:

1. If the loan is not used for its intended purpose.

2. If the transaction being financed has not been properly analyzed or if the bank
has not adequately assessed the likelihood of loan repayment.

Loan Maturity

Loan maturity is closely related to its intended use and repayment. The bank grants
loans for specific purposes with the condition of repayment, meaning that the loan should
be automatically repaid as a result of the borrower's cash flow cycle.

The maturity of a transaction depends on the purpose for which the loan is used and
the timing of cash flow release during the production or sales cycle.

Loan Purpose

The purpose of a loan refers to the borrower's activities, which are known and
approved by the bank in advance. In some cases, this purpose is clearly defined (e.g.,
forming working capital, financing specific commercial transactions, etc.). In such cases,
the bank can directly assess the feasibility and security of the specific operation being
financed.

However, in some instances, loans may be provided for the general financing of a
borrower’s operations. In these cases, the bank makes decisions based on available
information about the firm and monitors the targeted use of the borrowed funds.

Lending Methods

A lending method can be determined based on the set of techniques banks use to
provide and repay loans. There are three main methods of lending;:

1. Turnover-based lending method
2. Balance-based lending method
3. Turnover-balance lending method

Turnover-Based Lending
In turnover-based lending, loan funds follow the movement and turnover of the
lending object. The loan finances the borrower’s expenses when their own funds are
insufficient. As the objective need for credit increases, the loan amount expands, and as
the need decreases, the loan is repaid.
This method represents a continuous, self-renewing process, ensuring that credit
moves in sync with changing needs.
Balance-Based Lending
In balance-based lending, the loan is directly linked to the stock of tangible assets
and expenses that created the need for credit. In this case, an organization initially
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purchases the necessary assets using its own financial resources and then, by pledging
these assets as collateral, applies for a loan from the bank.

The pledged stock of tangible assets ensures the loan's security, but the credit is
provided not to finance purchases but to compensate for previous expenses. Compared to
turnover-based lending, balance-based lending accounts for a smaller portion of the total
loan volume.

Turnover-Balance Lending

In practice, turnover-based and balance-based lending methods can be combined,
forming the turnover-balance lending method.

In the first stage, credit is provided when the need for funds arises. In the second
stage, it is repaid according to a fixed schedule, although the volume of released resources
may not always be sufficient.

In the first stage, credit is granted at the initial stage of the movement of tangible
assets and expenses. In the second stage, the credit is repaid based on the borrower's
outstanding obligations to the bank.

Loan Accounts

Loan transactions are recorded in credit accounts opened by the bank for the client.
A credit account is an account where the borrower’s debt, loan disbursement, and
repayment transactions are recorded.

All credit accounts follow a unified system:

. Loan disbursement is recorded on the debit side of the credit account.

J Loan repayment is recorded on the credit side of the credit account.

J The client’s outstanding debt to the bank is reflected on the debit side of the
credit account.

Types of Credit Accounts

Although the scheme for recording loan disbursement, repayment, and debt remains
unified, credit accounts can differ based on their purpose and the nature of cash flows.

Deposit-Credit Accounts

Credit accounts may be structured as deposit-credit accounts. In this case, the client
is entitled to a loan only after exhausting their own funds deposited with the bank. This
type of account is commonly used by individuals who save money in bank deposits and
take out loans when necessary. When a debit balance appears in these accounts, they
transition from deposit accounts to credit accounts.

Current Credit Accounts

Credit accounts linked to cash flow turnover are widely used in industries with
seasonal production cycles, trade, agriculture, and procurement organizations, where
goods and materials are supplied daily. One specific type of such an account is the
contocorrent account.

A contocorrent account records all payments related to a company’s main activities,
as well as expenses associated with expanding and modernizing fixed assets. This type of
credit account is particularly convenient for clients with a high credit rating and strong
financial stability.

Flexibility of Modern Lending Practices

Modern lending practices differ from a rigid, standardized approach. Instead, they
offer multiple options based on the borrower’s needs. The bank’s client selects the most
convenient lending method, the appropriate type of credit account, and a suitable loan
repayment schedule.

5. Conclusion

The management of the credit portfolio of commercial banks is a crucial process
aimed at ensuring financial stability, minimizing credit risk, and increasing profitability.
Effective management not only helps maintain the bank’s liquidity and profitability but
also contributes to economic growth. By diversifying the credit portfolio, optimizing risks,
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and complying with regulatory requirements, banks can provide high-quality services to
their clients. Therefore, through strategic credit portfolio management, commercial banks
not only strengthen their financial position but also contribute to the sustainable
development of the economy.

The effective management of the credit portfolio of commercial banks positively
impacts the bank’s financial stability and economic development. Below are some scientific
recommendations for improving this process:

J Enhancing the credit risk assessment system: It is necessary to implement
artificial intelligence technologies to quickly determine customers’ creditworthiness,
predict credit risks in advance, and monitor them in real-time.

J Diversifying the credit portfolio: Distributing loans across various industries,
customer segments, and credit types helps to reduce overall risks. In particular, it is
advisable to expand retail lending rather than relying solely on large loans.

. Improving the bank’s credit policy: Optimizing interest rates in accordance
with market conditions and developing new financial instruments and innovative credit
products is appropriate.

. Strengthening credit monitoring and control systems: Identifying problematic
loans in advance, improving mechanisms for their repayment, and continuously analyzing
credit portfolio quality indicators are essential.

. Integrating digital technologies and big data: The use of big data, blockchain
technologies, and other digital tools in assessing customers’ creditworthiness is required.
Additionally, it is necessary to develop a fast credit issuance system through mobile
applications and online platforms (Mamadiyarov, 2022).

The implementation of the above recommendations will enable commercial banks to
improve the quality of their credit portfolios, increase profitability, and ensure the stability
of the banking system.

REFERENCES

1.

Kovalova, O., & lorgachova, M. (2024). Peculiarities of Managing Credit Portfolio and Credit Risks of Commercial
Bank in the Context of Stimulating Investment Processes in Economy. Ekonomika: Realii éasu, 1(71), 32-39.
https://doi.org/10.15276/etr.01.2024.4

Marchenko, O. V., Petrykiva, O., & Korobko, K. O. (2022). Minimizing Credit Risk and Improving the Quality of
the Bank’s Loan Portfolio. Business Inform, 11(538), 205-210. https://doi.org/10.32983/2222-4459-2022-11-205-210
Markosa, M. B., Kysmemnosa, E. I, & IHmakmua, T. E. (2021). ®opmuposaHme KpeAUTHOIO IOpTdeas
KoMMepyeckoro H6anka. 508-517. https://doi.org/10.25806/UU3-22021508-517

Malla, B. K. (2018). Credit Portfolio Management in Nepalese Commercial Banks. 10(1), 101-109.
https://doi.org/10.3126/JNBS.V10I1.19138

Drobyazko, S., Bondarevska, O., Klymenko, D., Pletenetska, S., & Pylypenko, O. (2019). Model for forming of
optimal credit portfolio of commercial bank. Journal of Management Information and Decision Sciences, 22(4).
https://www.abacademies.org/articles/model-for-forming-of-optimal-credit-portfolio-of-commercial-bank-
8761.html

Kochorba, V. Yu., & Kolomiiets, Y. (2024). Improvement of the credit portfolio default risk assessment system of
a commercial bank. Infrastruktura Rinku, 78. https://doi.org/10.32782/infrastruct78-14

Mamadiyarov, Z., & Asqarov, S. (2024). Analysis of the Impact of Retail Banking Services on the Efficiency of
Banking Activity. Miasto Przysztosci, 49, 1669-1676.

Zharikova, O., Pashchenko, O., & SMALYUH, M. (2023). Ensuring effective management of the credit portfolio
of a commercial bank in the conditions the modern crisis. Bioekonomika Ta Agrarnij Biznes, 14(2).
https://doi.org/10.31548/economics14(2).2023.046

Mamadiyarov, Z. (2024). INSURANCE OF COMMERCIAL BANKS'CREDIT FACILITIES AND CREDIT RISK
MANAGEMENT. Journal is edited and published by the responsibility of Antis International Publisher, 1(9), 79-
85.

Middle European Scientific Bulletin 2025, 45(1), 1-11 https://cejsr.academicjournal.io/index.php/journal/



11

10. Mamadiyarov, Z. (2024). Improving the Practice of Insurance of Credit Objects of Commercial Banks. European
Journal of Business Startups and Open Society, 4(11), 54-61.

11.Iskakova, Z., Gusmanova, Z., & Kurmanalina, A. (2023). Loan portfolio management of commercial banks of the
Republic of Kazakhstan in conditions of increasing cross-border impact of sanctions on the economy. /.H.
I'ymunaes AteiHgarsl EYY Xabapisiceiabsig DxoHoMuKa Cepuisicel, 1, 275-284. https://doi.org/10.32523/2789-4320-
2023-1-275-284

12. Mamadiyarov, Z., & Yuldoshev, R. (2024). WAYS TO IMPROVE LENDING PROCESSES IN COMMERCIAL
BANKS. Gospodarka i Innowacje., 52, 100-106.

13. Tokaev, N., & Gokoev, A. (2023). Commercial bank credit risk management. Russian Journal of Management.
https://doi.org/10.29039/2409-6024-2023-11-2-82-90

14. Toshtemirovich, M. Z. (2023, April). O ‘zbekistonda Chakana Kreditlash Amaliyotini Raqamlashtirish. In
Conference on Applied and Practical Sciences (pp. 95-99).

15.Mamadiyarov, Z. (2022). PAKAMAV TPAHCO®OPMAIIVS XKAPAEHMAA BAHK XV3MATAAPVHUA
MACO®AAAH KYPCATUIITHM MHHOBALIMIOH PUBOXAAHTUPUIL WCTUKBOAAAPU  3oxup
Mamagusapos. Scientific Journal of “International Finance & Accounting.

16. Mamadiyarov, Z., Hakimov, H., & Askarov, S. (2024). DEVELOPMENT OF RETAIL BANKING SERVICES IN
THE CONTEXT OF DIGITAL TRANSFORMATION. Financial & Credit Activity: Problems of Theory & Practice,
1(54).

Middle European Scientific Bulletin 2025, 45(1), 1-11 https://cejsr.academicjournal.io/index.php/journal/



