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THEORETICAL AND METHODOLOGICAL BASES
OF FINANCING THE ACTIVITIES
OF BUSINESS ENTITIES

INTRODUCTION

In the context of a modern market economy, the successful performance of
business entities largely depends on their degree of provision with financial
resources. Financing refers to the process of forming, distributing, and utilizing the
monetary funds necessary for a company or business entity to conduct its current
operations, implement investment projects, and ensure innovative development.

The development of entrepreneurship has been designated as a priority direction
of state policy in Uzbekistan. The «Uzbekistan — 2030» Strategy, approved by
Presidential Decree No. PF-158 dated September 11, 2023, identifies increasing the
share of small business and private entrepreneurship, as well as further expanding
lending to promising investment projects and small business entities, as key
objectives. In addition, Presidential Decree No. PF-37 dated February 21, 2024, on
the State Programme for Implementing the «Uzbekistan — 2030» Strategy in the
«Year of Support for Youth and Business», sets out as a specific task the expansion
of preferential lending volumes for business entities and the improvement of financial
support mechanisms. At the same time, a number of theoretical aspects of business
entity financing remain insufficiently studied in academic literature — indicating the
need for in-depth scholarly investigation in this area.

The purpose of this article is to systematically examine the theoretical and
methodological foundations of financing business entity activities, to classify the
forms of financing, and to conduct a comparative analysis of contemporary
approaches.

METHODOLOGY

The following scientific methods were employed in the study: abstract-logical
analysis, systemic approach, comparative analysis, induction and deduction, as well
as economic-statistical methods. Bibliographic and content analysis methods were
applied in reviewing the academic literature.

The theoretical basis of the study consists of works by economists such as
J.Schumpeter, F. Modigliani, M. Miller, M. Jensen, W. Meckling, S. Myers, and
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A. Majluf, as well as scholarly contributions from Uzbek economists including
Sh. Toshmatov, B. Kalandarov, A. Rashidov, and others. The empirical data base
draws on materials from the Statistics Agency of the Republic of Uzbekistan, the
Central Bank, and international financial institutions (World Bank, IFC, OECD).

RESULTS AND DISCUSSION

The essence of the concept of financing. In economic literature, the concept of
«financingy is interpreted through various approaches. In the broad sense, financing
Is the process of attracting, forming, and utilizing the monetary funds necessary to
sustain the activities of an economic entity. In the narrow sense, it refers to the
provision of funds for the implementation of a specific project or operation of a firm.
In this study, financing is examined in its broad sense and is understood to perform
three core functions: the resource function (attracting funds), the distribution
function (channeling funds toward designated purposes), and the control function
(ensuring financial discipline).

Classification of financing sources. In contemporary financial theory,
financing sources are classified according to two principal criteria: (1) by origin —
internal sources (own funds: profit, depreciation charges, reserve funds) and
external sources (attracted funds: bank loans, bonds, shares, government grants,
venture capital); (2) by maturity — short-term (up to 1 year), medium-term (1-5
years), and long-term (over 5 years). Business entities, particularly small and
medium-sized enterprises (SMEs), primarily rely on internal sources and bank
credit. However, venture capital and government grants are becoming increasingly
significant for innovative activities.

Capital structure theories. The Modigliani—Miller theorem (1958)
demonstrated that, under ideal market conditions, the financing structure does not
affect the value of a firm. However, once tax benefits, financial distress costs, and
information asymmetry are taken into account, the existence of an optimal capital
structure becomes apparent. According to the «Pecking Order» theory proposed by
Myers and Majluf (1984), firms prefer to draw first on internal funds, then on debt,
and resort to issuing new equity only as a last option. These theoretical frameworks
are finding confirmation in Uzbekistan's entrepreneurial practice as well.

The problem of asymmetric information. Jensen and Meckling (1976), on the
basis of Agency Theory, established the «principal-agent» problem in financing:
the information asymmetry between the investor (principal) and the entrepreneur
(agent) increases the cost of financing and complicates optimal investment. This
problem is particularly acute for small business entities, which, due to the
underdevelopment of financial reporting systems, are compelled to obtain funds
from credit institutions under less favorable terms. The same phenomenon is clearly
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visible in Uzbekistan's commercial banking practice — loans extended to innovative
firms account for only 3.2% of the total credit portfolio.

The state of business financing in Uzbekistan. Statistical data indicate that, in
2023, business entities in Uzbekistan had significantly lower access to financing
compared to developed countries. The share of innovation-related expenditure in
GDP stood at 0.8%, which is 3.4 times below the OECD average of 2.7%. At the
same time, the increase in the private sector's share in innovative financing from
28.4% to 35.8% over the period 2019-2023 is assessed as a positive trend.

CONCLUSION

Based on the findings of the research conducted, the following conclusions are
drawn:

1. Financing of business entities should be interpreted not merely as the
attraction of funds, but as a complex economic mechanism encompassing resource,
distribution, and control functions.

2. The Modigliani—Miller theorem, the Pecking Order theory, and Agency
Theory constitute the theoretical foundation of modern business finance; adapting
these frameworks to the conditions of Uzbekistan carries both scientific and
practical significance.

3. Information asymmetry and collateral constraints remain the primary
obstacles to business financing in Uzbekistan; credit bureaus, technological
guarantee funds, and mechanisms for accepting intellectual property as collateral
may play an important role in addressing these challenges.

4. The diversification of financing sources for innovative projects — combining
bank credit, venture capital, government grants, and FinTech solutions — represents
the optimal approach to minimizing financial risk and enhancing efficiency.
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