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Abstract. This report provides a comprehensive analysis of capital management,
examining its evolving definition, theoretical underpinnings, and critical significance in the
contemporary global economy. It extends beyond traditional financial metrics to encompass
natural, social, and human capital, reflecting a paradigm shift towards integrated value creation.
The report details prevailing global trends and challenges, including economic slowdowns,
inflationary pressures, divergent monetary policies, and the pervasive impact of geopolitical
risks on capital allocation. A dedicated section explores Uzbekistan's unique capital
management landscape, highlighting its ambitious reform trajectory, advancements in financial
sector stability, and the dynamics of corporate financing. Through a rigorous comparative
analysis, Uzbekistan's approaches and performance are benchmarked against international
standards, revealing areas of strength, persistent challenges, and strategic opportunities for
further development. The findings underscore the imperative for integrated and proactive risk
management, both globally and within emerging economies like Uzbekistan, to foster resilience
and sustainable economic growth.
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Introduction.

Capital management, in its essence, represents the strategic process of overseeing and
controlling an entity's financial resources to ensure optimal efficiency, sufficient liquidity, and
sustainable long-term growth. This encompasses both the short-term operational aspects,
commonly referred to as working capital management (WCM), and the more enduring strategic
decisions related to capital structure and investment. Effective capital management is
paramount for a company's survival and prosperity. It enables businesses to maintain sufficient
cash flow to pay bills, reduce financial risk, optimize resource utilization, and lay the foundation

for sustainable growth, particularly during periods of economic stress. Furthermore, it allows
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for strategic investments aimed at earning returns higher than the cost of capital. At the
macroeconomic level, economists closely analyze financial capital flows and structures to
understand their profound influence on national and global economic growth.? International
financial management, a key component, facilitates cross-border investment, promotes global
trade by enabling businesses to manage currency rate risks and secure foreign funding, and
significantly accelerates economic development by facilitating the transfer of capital,

technology, and job creation across national borders.

Literature Review.

The field of modern finance, established as a positive science, has been fundamentally
reshaped since 1958 by the development of several seminal and internally consistent theories.
Central to the understanding of corporate finance are the contributions of Modigliani and Miller
(M-M) concerning capital structure and firm valuation. The Modigliani-Miller (MM) Theory
without Taxes (1958), under a set of idealized assumptions including frictionless capital
markets, no taxes, and no bankruptcy costs, famously concluded that the value of a firm and its
weighted average cost of capital (WACC) are entirely independent of its capital structure. This
proposition is supported by arbitrage arguments, demonstrating that investors can create
"homemade leverage"” to replicate the financial leverage of a firm, thereby neutralizing any
value derived solely from capital structure. MM Proposition Il (without taxes) further posited
that the cost of equity increases linearly with financial leverage, but this increase is precisely
offset by the lower cost of debt, resulting in a constant WACC. Recognizing the practical reality
of corporate taxation, the Modigliani-Miller (MM) Theory with Corporate Taxes (1963) later
introduced corporate taxes into their framework. This modification led to the conclusion that
debt financing adds value to a firm due to the tax deductibility of interest payments, creating a
"tax shield". This implies that, to maximize value, firms should theoretically utilize 100% debt
financing. In this revised model, the WACC decreases monotonically as leverage increases.
Beyond MM, other critical theories underpin modern financial economics. These include: (1)
Utility Theory, which establishes the basis for rational decision-making in the face of risky
alternatives; (2) State-Preference Theory, which describes the objects of choice under
uncertainty by considering different possible future outcomes or “states of the world™; (3)
Mean-Variance Theory and the Capital Asset Pricing Model (CAPM), which provide
frameworks for portfolio selection and asset pricing based on risk and return; and (4) Arbitrage

Pricing Theory, an alternative model for asset pricing. These theories collectively address the
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fundamental economic question of how individuals and society allocate scarce resources
through a price system based on the valuation of risky assets. Foundational theories like the
Modigliani-Miller theorems, while revolutionary in establishing the theoretical underpinnings
of capital structure and valuation, were initially limited by their simplifying assumptions,
rendering them less directly applicable in practice. Their enduring value lies in providing a
robust conceptual framework that serves as a departure point for more nuanced and realistic
models. The initial limitations of the Modigliani-Miller (MM) theory, particularly its
assumption of infinite company lifetime and simplified tax structures, spurred extensive efforts
to modify and generalize the theory to better reflect real-world conditions.

Early modifications included the Hamada Model (1961), which notably united the MM
theory with corporate taxes and the Capital Asset Pricing Model (CAPM), providing a formula
for the cost of equity of a leveraged company that explicitly incorporated business and financial
risk premiums. Subsequent work by Stiglitz (1969) and Rubinstein (1973) demonstrated that
even when debt is considered risky, the fundamental MM results regarding firm value in a no-
tax environment remain consistent, though the cost of debt itself becomes variable. The Miller
Model (1997) further advanced the theory by accounting for both corporate and individual
taxes, introducing a more complex term for the gains from debt capital.

A significant breakthrough came with the Brusov-Filatova-Orekhova (BFO) Theory
(2008-Present), which directly addressed the MM theory's primary restriction concerning the
infinite lifetime of a company. The BFO-1 Theory, applicable to companies of arbitrary age,
revealed that the classical MM theory, due to its perpetuity assumption, systematically
underestimates the cost of capital and substantially overestimates company value, leading to a
dangerous underestimation of financial risks. BFO also explored the impact of inflation on
capital costs and company value, and demonstrated that under conditions of increased financial
distress and bankruptcy risk, the traditional "trade-off theory™ (which suggests an optimal
capital structure balancing debt benefits and costs) might not hold, implying no optimal capital
structure exists.

The most recent stage of theoretical evolution, from 2019 to the present, focuses on
adapting both MM and BFO theories to the intricate realities of established financial practice.
This includes incorporating factors such as advance payments of profit tax, arbitrary frequency
of tax payments (e.g., monthly, quarterly), and variable income streams. These generalizations
have led to significant changes in MM's core provisions, often bringing it closer to the BFO

theory. Notably, this adaptation has uncovered "qualitatively new effects," such as the existence
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of "golden and silver ages"” for a company (periods of minimal WACC and maximal company
value) and an "anomalous dependence™ where the cost of equity can decrease with leverage at
certain company ages and tax payment frequencies — effects absent in the perpetual MM limit.
The progression from the simplified MM model to the BFO theory and its subsequent
adaptation to real conditions illustrates a clear trajectory in financial economics: moving from
abstract, static models to more complex, dynamic ones. The discovery of these effects is not a
minor adjustment; it is a fundamental shift in understanding that arises only when real-world
complexities like finite lifespans, variable income, and tax payment schedules are integrated.
This highlights the practical necessity of dynamic modeling for accurate financial forecasting
and risk assessment.

Methodology.

The report employs a multi-faceted analytical approach to provide a comprehensive
understanding of capital management:

Descriptive Analysis: This involves defining key concepts, outlining theoretical
frameworks, and describing current capital management practices, both globally and within
Uzbekistan.

Trend Analysis: Historical and projected data, primarily spanning 2023-2025 (with some
data extending to 2026, 2028, or 2029), are examined to identify significant patterns, growth
rates, and shifts in the capital management landscapes. This allows for an understanding of
dynamic changes over time.

Comparative Analysis: Uzbekistan's capital management practices, financial sector health
(e.g., Capital Adequacy Ratios, Non-Performing Loans), and investment climate are
systematically benchmarked against global averages, regional peers, and developed economies.
This comparison highlights areas of convergence with international best practices, as well as
unique divergences and specific challenges.

Qualitative Synthesis: Qualitative information derived from the provided materials,
pertaining to regulatory reforms, policy initiatives, and underlying market dynamics, is
integrated into the quantitative analysis. This synthesis provides essential context and depth,

fostering a holistic understanding that goes beyond mere numerical data.
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Analysis and Discussion. The global economic landscape for 2024-2025 is characterized
by a projected deceleration in growth and persistent uncertainties. The OECD forecasts global
growth to slow from 3.3% in 2024 to 2.9% in both 2025 and 2026.This sentiment is reinforced
by Morgan Stanley, which predicts a global expansion rate of 2.9% in 2025, down from 3.3%
in 2024, largely attributing this slowdown to the impact of higher U.S. tariffs. JPMorgan also
indicates that recession risks have intensified.

Inflationary pressures are expected to moderate globally, with Morgan Stanley projecting
a slowdown to 2.1% in 2025, driven by factors such as weaker demand, currency appreciation,
and lower oil prices. However, the United States presents an exception, where inflation is
anticipated to accelerate and potentially peak between 3% and 3.5% in the third quarter of 2025.
This is attributed to companies passing on tariff-related costs to consumers and potential labor
shortages stemming from immigration restrictions.

In response to moderating inflation and slower growth, central banks globally are likely
to be more inclined towards reducing interest rates. Conversely, the U.S. Federal Reserve is
expected to maintain its current rates until March 2026, prioritizing the containment of inflation
over immediate employment concerns. The European Central Bank (ECB), however, is
forecasted to continue its easing cycle, with policy rates potentially dropping to 1.50% by
December 2025. The anticipated divergence in monetary policy stances among leading global
economies, particularly between the United States and the Euro Area, is poised to significantly
influence international capital flows and currency valuations.

Governments in major economies, including the U.S., Europe, and China, are anticipated
to increase public spending to stimulate their economies, which will likely lead to an increase
in public deficits.

Conditions in global private markets were notably mixed in 2024. Dealmaking remained
subdued, and fundraising across all asset classes fell to its lowest level since 2016. Despite these
challenges, distributions to Limited Partners (LPs) finally surpassed capital contributions for
the first time since 2015, and dealmaking experienced a rebound, particularly for large private
equity (PE) deals exceeding $500 million. General Partners (GPs) are demonstrating innovation
by accessing alternative capital sources such as separately managed accounts, co-investments,
and partnerships, and by attracting funds from non-institutional investors. While real estate
returns remained negative, new opportunities are emerging in private credit, with over $620

billion in high-yield bonds and leveraged loans approaching maturity in 2026-2027.
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Infrastructure is identified as a particularly strong investment area, driven by global trade

expansion, the energy transition, and increasing power demand.
Table 1: Key Global Economic Indicators and Risks (2024-2025)

Indicator/Risk 2024 Value/Status 2025 Value/Status

Global  GDP 3.3% 2.9%
Growth (OECD)

Global Inflation 6.2% 3.6%
(G20 Average)

us Inflation 2.4% 3-3.5% (peak Q3)
(Morgan Stanley)

US Fed Policy Steady Steady until March 2026
Rate Forecast

ECB Policy N/A 1.50% by Dec 2025
Rate Forecast

Key Risks Trade Trade

fragmentation/tariffs,

geopolitical risks, persistent
inflation, higher debt payments,
reduced capital investments,

supply chain disruptions

fragmentation/tariffs,

geopolitical ~ risks, persistent

inflation, higher debt payments,
reduced

capital investments,

supply chain disruptions

Uzbekistan has embarked on an ambitious and extensive economic reform agenda since

2016-2017, marking a significant pivot from a centrally planned, state-driven model towards a

market-based economy. These reforms include the liberalization of currency controls, the

privatization of state enterprises, and the establishment of special economic zones designed to

attract international investors.

The country has achieved remarkable success in attracting capital. Total utilized funds in

fixed capital surged by 127.6% in 2024, reaching an impressive 493.7 trillion UZS, equivalent

to $39.03 billion. Over the past five years, the volume of investments in fixed capital has

increased nearly 2.3 times. Foreign investments constitute a substantial share of this growth,
amounting to 333.8 trillion UZS ($26.39 billion) in 2024, representing a 152.1% increase
compared to 2023. Major investing countries include China (27.9%), Russia (13.2%), and
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Turkey (6.8%).* Key industries attracting these investments are manufacturing (35.7%),
electricity and gas supply (19.5%), and mining (17.1%).

Foreign Direct Investment (FDI) inflows into Uzbekistan have shown strong growth,
increasing from $2.53 billion in 2021 to $2.27 billion in 2022, primarily driven by a doubling
of reinvested earnings to $1.2 billion. By the end of 2022, the total FDI stock was estimated at
$13.63 billion, accounting for approximately 16.9% of the country's GDP. The Institute of
Macroeconomic and Regional Studies (IMRS) reported that Uzbekistan attracted $7.5 billion
in FDI within the first nine months of 2023. The National Investment Program for 2023-2025
includes 768 initiatives valued at $55.4 billion, demonstrating the government's commitment to
attracting private investment, including $70 billion in FDI over the next five years.

Uzbekistan's economy has demonstrated robust growth, with real GDP growth reaching
6.5% in 2024, supported by strong domestic demand and fixed investment. Projections indicate
continued strong growth at around 6.0% in 2025 and 5.5% in 2026.The ADB forecasts slightly
higher GDP growth at 6.6% in 2025 and 6.7% in 2026. Inflation remains elevated, with a
headline reading of 10.3% year-on-year in March 2025, reflecting increases in energy tariffs
and other administered prices. The Central Bank of Uzbekistan has maintained its key interest
rate at 14% per annum to mitigate inflationary pressures and aims for a medium-term inflation
target of 5%. Inflation is expected to moderate to slightly above 8% by end-2025 and gradually
decline thereafter. The ADB forecasts inflation at 8.0% in 2025 and 7.0% in 2026.

Public debt remains relatively low, with the consolidated government deficit (CGD)
falling to 3.2% of GDP in 2024, largely due to reduced energy subsidies and better-targeted
social expenditure. Public and publicly guaranteed debt as a share of GDP was 61.3% in 2023
and projected at 60.9% in 2024. The external current account deficit narrowed to 5.0% of GDP
in 2024, supported by strong remittances and high commaodity prices.

Table 2: Uzbekistan Key Financial Indicators (2023-2024)

Indicator 2023 Value 2024 Value

Real GDP Growth 6.3% 6.5%

Consumer Price Inflation (end of 8.8% 11.5%
period)

Current Account Balance/GDP -8.6% -7.6%
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External Debt/GDP 61.3% 60.9%
Investment in Fixed Capital (USD) $17.18 billion $39.03
billion
FDI Inflows (USD) $7.5 billion (9 $26.39
months) billion
Banking Sector Capital Adequacy N/A 17.4%
Ratio (Dec)
Banking Sector NPL Ratio 3.5% (June) 4.1% (Sep)
Corporate Loans to GDP 11.7% growth 10.2%
growth (24% of
GDP)
Financial Liabilities to Assets (200 N/A 206% (Sep)
largest JSCs)
Interest Coverage Ratio (200 N/A 249% (Q3)
largest JSCs)
ROE (200 largest JSCs) N/A 8%
ROA (200 largest JSCs) N/A 5%

The increase in the debt burden for Uzbekistan's largest joint-stock companies, with a
financial liabilities to assets ratio of 206% in September 2024 and a declining interest coverage
ratio, indicates rising corporate leverage and potential financial strain. This contrasts with the
US private non-financial sector, which had a debt service ratio of 14.7% in September 2024.
While direct comparisons of debt-to-equity ratios for non-financial corporations across all
global benchmarks are limited by available data, the trend in Uzbekistan's large enterprises

suggests a need for careful monitoring of corporate financial health and debt sustainability. The
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decline in ROE and ROA for these companies further underscores this point, indicating a
potential decrease in profitability relative to assets and equity.

Conclusion.

Capital management in the modern world is undergoing a profound transformation,
moving beyond a narrow financial focus to embrace a holistic view that integrates natural,
social, and human capitals. This expanded paradigm is driven by the increasing complexity and
interconnectedness of global markets, coupled with the escalating impact of macroeconomic
shifts and geopolitical risks. Effective capital management, underpinned by robust theoretical
frameworks and best practices in integrated risk management, is no longer merely about
optimizing financial returns but about building systemic resilience and ensuring sustainable
value creation across all forms of capital.

However, challenges persist. Uzbekistan's inflation, while moderating, remains higher
than global averages, necessitating continued vigilance in monetary policy. Furthermore, the
increasing debt burden and declining profitability metrics observed in some of its largest
corporations signal a need for enhanced corporate financial management practices and a more
diversified approach to financing beyond traditional debt. The ongoing dominance of state-
owned enterprises also presents a structural impediment to fully unlocking private sector

potential and optimizing capital allocation.
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