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l. Introduction

Uzbekistan’s labor market is marked by a persistently high share of informal employment,
a condition rooted in both structural and institutional dynamics. Informality prevails in key
economic sectors such as agriculture, construction, trade, and services, often affecting
youth, women, and rural populations disproportionately. Despite ongoing reforms and
economic modernization, informal labor remains a significant challenge, undermining
social protection, job security, and decent work standards.

This report, prepared under the UNDP “Aid for Trade in Central Asia” Phase V Project,
aims to deepen the understanding of the drivers, characteristics, and sectoral dynamics
of informal employment in Uzbekistan. It provides an evidence-based foundation for
the design of policies that can foster the transition to formal employment and expand
decent work opportunities. The study was undertaken in collaboration with the Center
for Economic Research and Reforms (CERR) under the Administration of the President,
engaging national stakeholders and applying innovative methods of data collection
and analysis.

The main objectives of this study are to:

1. Assess the size, composition, and key drivers of informal employment in Uzbeki-
stan, with disaggregation by gender, age, region, and sector;

2. Examine structural and institutional factors that sustain informality in the economy;

3. Understand the motivations and constraints faced by employers and workers
engaged in informal labor;

4. Map the specific challenges and needs of vulnerable groups such as youth, wom-
en, and rural populations in the informal sector;

5. Review and adapt global and regional best practices for formalization strategies
relevant to the Uzbek context;

6. Provide actionable policy recommendations to reduce informal employment and
support decent work and inclusive labor market policies.

The study employed a mixed-methods approach, combining quantitative and qualitative
research tools:

e Literature Review and Policy Mapping: Analysis of existing studies, statistical re-
ports, regulatory documents, and institutional frameworks related to informality
and labor regulation in Uzbekistan. Statistical and econometric tools were used to
assess the scope and determinants of informality, including behavioral and struc-
tural drivers. Comparative analysis of international experiences was also conducted.

e Survey Design and Implementation: Between February and March 2025, the
Center for Economic Research and Reforms (CERR), with the support of UNDP,
conducted three nationally representative surveys targeting employers (N=481),
self-employed individuals (N=461), and employees (N=2,008) engaged in informal
work across Uzbekistan. Stratified sampling ensured sectoral, geographic, and de-
mographic representativeness. The survey design included gender-disaggregated



and informality-sensitive questions. These surveys form the empirical foundation
of the present report, offering a data-driven understanding of the drivers, dynam-
ics, and implications of informal employment in the country.

e Validation and Expert Consultations: A validation workshop was held in Tash-
kent in May 2025 with key stakeholders to discuss the findings of this study and
agree on next steps. Qualitative data was also gathered through interviews with
government officials, development partners, employers’ representatives, fintech
companies, and other stakeholders.

To effectively address informality, the study distinguishes between two distinct but over-
lapping phenomena: the informal sector, which encompasses unregistered enterprises
and self-employed individuals operating outside the regulatory framework; and infor-
mal employment, which refers to unregistered or non-compliant work arrangements
within formal enterprises. The report is structured accordingly, with dedicated sections
analyzing each of these dimensions. In addition, a separate section examines the role of
financial inclusion-particularly access to formal banking and digital payment systems,
in shaping informal labor dynamics and facilitating transitions toward formalization.

The report is structured as follows:

examines the scope and underlying structural drivers of informal employment
in Uzbekistan. It traces the historical evolution of informality, analyzes economic growth
patterns that have enabled its persistence, and assesses both structural economic con-
ditions and behavioral or institutional factors that contribute to informal labor practices.

presents the demographic profile of informal workers. It explores age dis-
tribution, urban-rural disparities, regional variations, gender dimensions of informality,
and the influence of education on informal labor force participation.

focuses on the formalization of the informal sector. It assesses the regulatory
framework governing recent formalization initiatives in Uzbekistan, evaluates sector-spe-
cificimpacts, and considers gender and regional dynamics. The section also reviews the
social protection landscape for self-employed individuals, discusses enforcement and
compliance challenges, and highlights international good practices in informal sector
formalization.

addresses informal employment within formal enterprises, drawing on
a sectoral analysis of construction, retail, and agriculture. It examines the drivers and
manifestations of informality in these sectors.

addresses a critical driver of the informal economy in Uzbekistan—the in-
terplay between formal and informal financial systems. It explores levels of financial
inclusion and bank account ownership, the prevalence of peer-to-peer (P2P) transac-
tions and cash-based payments, and the broader implications of payment channels on
the persistence of informality. The section further assesses recent regulatory measures
aimed at reducing informal financial flows.

outlines recommendations that pertain to all issues covered in the previous
chapters.



Il. Scope and Trends of Informal Employment
in Uzbekistan (1990-Present)

(a) Historical Evolution of Informal Employment in Uzbekistan

In the early 1990s, Uzbekistan’'s labor market underwent a turbulent shift from the Soviet
planned system to a nascent independent economy. Under Soviet rule, formal employ-
ment was nearly universal. However, the collapse of state-owned industries and collec-
tive farms after 1991 triggered widespread economic hardship and gave rise to a large
informal sector. With formal jobs rapidly disappearing, many workers turned to informal
activities-ranging from small-scale bazaar trading to subsistence farming-to survive.

Throughout the 1990s, Uzbekistan pursued a policy of gradual reform, deliberately avoid-
ing rapid privatization. This approach preserved a large state sector but constrained the
emergence of a dynamic formal private sector, pushing many into informal livelihoods.
By the 2000s, analysts noted a growing “polarization” in the economy: capital-intensive
modern industries (e.g., car manufacturing, mining) coexisted with a low-productivity
informal economy dominated by underemployment, small family farms, and petty trade
(ETF, 2005). The informal sector thus functioned as a critical safety net during a period
of slow structural transformation.

By the 2010s, informal employment had become a defining feature of Uzbekistan’s labor
market. Estimates placed the shadow economy at 45-52% of GDP. In 2019, it stood at
52.1%-higher than in Tajikistan (41%) and Kazakhstan (37%)-underscoring the entrenched
nature of informality, despite modest improvements since 2018 (~50%) (Kun.uz, 2019;
ILO, UNICEF & World Bank 2020; Kun.uz, 2021). Informal employment was similarly wide-
spread. Between 2018 and 2019, approximately 58-60% of the labor force-around 7.8 to
8 million people-worked informally (Spot, 2023; Foreign Policy Centre, 2020; World Bank,
ILO, UNICEF, 2020). This figure included domestic informal workers, seasonal laborers,
and over 2.6 million Uzbek labor migrants abroad.

Until 2017, informal employment remained largely unacknowledged by the state, there
was no official definition, measurement, or policy response (CABAR.asia, 2023). This
changed after President Shavkat Mirziyoyev took office in 2016. The government began
recognizing the scale of informality and initiated data collection and reform efforts.

The official unemployment rate rose to 9.3% in 2018 due to improved measurement, but
informality remained the primary fallback for those without access to formal jobs (ILO,
UNICEF & World Bank 2020). Economic liberalization measures introduced in 2017, cur-
rency convertibility, tax code reform, and streamlined business procedures, contributed
to a slight decline in the shadow economy to 45-46% by 2019 (Kun.uz, 2019). Additional
measures, such as pension guarantees for working pensioners, marked a shift toward
more inclusive formalization policies.

By 2022, the Ministry of Employment and Poverty Reduction reported that the informal
employment share had declined to approximately 41% of the workforce, about 6 million
people (CABAR.asia, 2023). This apparent drop from nearly 60% in 2018 reflects not only
real progress but also improved data and the formal reclassification of many previously
informal workers as self-employed. Nonetheless, informal work remains widespread and
deeply embedded in Uzbekistan's economy.



Box. 1 Comparison with Central Asian Peers

Uzbekistan's experience is in many ways mirrored across Central Asia, though the scale of infor-
mality differs by country. The table below compares the share of informal employment in total
employment for the five former Soviet republics of Central Asia:

Kazakhstan ~36% (Ismailov, 2025) 2023 (survey)
Kyrgyzstan 71.8% (Tilekeyev, 2021) 2019
Tajikistan ~60% (Ashurov & Kuddusov, 2019) 2016
Turkmenistan 7.5% (Progres Online, 2024) (official) 2015
Uzbekistan 59.8% (Tashkent Times, 2018) 2018

Sources: National surveys and reports (see citations). Turkmenistan’s figure is an official estimate likely understating

true informality.

As the table suggests, Kyrgyzstan and Tajikistan have extremely high informality, with roughly
two-thirds or more of workers outside the formal sector. In Kyrgyzstan, the share reached about
72% by 2019 (Tilekeyev, 2021)—an even higher proportion than Uzbekistan's at that time. This
reflects Kyrgyzstan's small formal industrial base and heavy reliance on agriculture and bazaar
trade. Tajikistan likewise has a predominantly informal labor market (around half to three-fifths
of workers), which was estimated at 53% in 2004 and roughly 60% by the mid-2010s (Ashurov
& Kuddusoy, 2019).

Kazakhstan stands out with a much lower informal share. Thanks to larger inflows of investment
and a diversified oil-driven economy, Kazakhstan has been able to create more formal jobs.
Approximately one-third of Kazakhstani workers labored informally as of the early 2020s. A
recent survey found 36% of workers in Kazakhstan working without formal contracts or tax reg-
istration (Ismailov, 2025). Still, even this relatively low rate means over one in three workers lack
social protections—a significant “shadow” workforce.

Turkmenistan is difficult to assess. Officially, Turkmenistan long claimed minimal informal em-
ployment (only 7.5% of employed people in 2015 were in the informal sector according to a state
report (Progres Online, 2024). In reality, independent observers suggest much higher hidden
unemployment and informality. Turkmenistan'’s rigid state-dominated model likely masks un-
deremployment (people nominally on payroll but not fully utilized) and informal activities driven
by survival needs. Some estimates put Turkmenistan's true jobless rate at 50-60%, implying many
must rely on informal work or subsistence farming to get by (Progres Online, 2024).

In short, all Central Asian countries have sizable informal economies, but Uzbekistan, Tajiki-
stan, and Kyrgyzstan have historically led in the share of labor outside the formal sector, whereas
Kazakhstan (and officially Turkmenistan) report comparatively lower rates.

Regional commonalities: Across Central Asia, the informal sector tends to absorb those whom
the formal economy cannot. Factors such as the collapse of Soviet-era industries in the 1990s,
rapid population growth, and limited formal job creation have contributed to persistent infor-
mality from 1990 to present.



(b) Economic Growth Patterns and Informal Labor Dynamics

Uzbekistan has experienced substantial economic growth since the late 1990s, with annual
GDP growth often reaching 5-8% during the 2000s and 2010s. However, this growth did
not lead to proportional increases in formal employment. A key feature of Uzbekistan’s
development has been the persistence of a dual economy: a capital-intensive formal
sector alongside a labor-intensive informal sector (ILO, 2020a). State-led investments and
capital-heavy industries such as natural resource extraction (e.g., gas and gold) generated
high output but few jobs. Formal employment in the state-controlled corporate sector
remained stagnant, while job creation primarily occurred in the non-corporate private
sector, small businesses, farms, and sole proprietors, much of which remains informal
(ILO, 2020a).

The 1990s were marked by GDP contraction, leading to rising poverty and informal work.
Growth resumed in the early 2000s (4-5% annually), but with low employment elasticity,
new jobs did not keep pace with labor force expansion (ILO, 2020a). Sectoral employ-
ment patterns changed little: agriculture still made up nearly 30% of jobs, and services
about half, well into the 2000s (ILO, 2020a; World Bank, 2021). Productivity gains, such
as in agriculture, often meant job losses due to mechanization and consolidation, push-
ing surplus labor into informal work or migration. Policy choices, tight control over the
cotton sector and slow privatization, also constrained formal employment in agriculture
and industry. Workers leaving state farms and factories often became informal wage
earners or traders (ILO 2020a).

In the 2010s, despite GDP growth averaging 6-7% annually, informal employment re-
mained high at around 57-60% through 2018 (World Bank, 2018). Much of this growth
was driven by infrastructure investments and commodity exports, areas that tend to
generate temporary or informal jobs, rather than by a flourishing formal SME sector. Only
after 2017 did Uzbekistan begin market-oriented reforms, such as currency liberalization
and business climate improvements. Before that, complex taxes and heavy bureaucra-
cy made formality unattractive, pushing many entrepreneurs into the informal sector
(Eurasia.net, 2020).

One notable feature of Uzbekistan’s growth has been the expansion of informal agricul-
ture. Although agriculture’s GDP share declined (from ~30% in 2000 to ~25% in recent
years), it continues to employ a large and mostly informal workforce. When collective
farms were reorganized, many rural families received small land plots (dekhan farms),
leading to widespread informal self-employment without social insurance coverage (ILO,
2020a). Similarly, growth in services—especially in trade and local markets- contributed
to GDP, but many vendors and shuttle traders operated informally.

Overall, economic growth in Uzbekistan has not automatically led to labor formalization.
Instead, until recent reforms, it reinforced a dualistic labor market with a stable core of
formal jobs and a growing periphery of informal work (ILO, 2020a). The ILO emphasizes
that while Uzbekistan achieved high productivity and macroeconomic growth, this did
not translate into widespread decent employment.



(c) Structural Economic Drivers of Informality

Several structural challenges contribute to the persistence of informal employment in
Uzbekistan:

The Uzbek economy has not
created enough formal jobs for its growing labor force. Official unemployment rates of
9-11% in the 2010s understate true job scarcity, as many accept informal work to avoid
being officially unemployed (Tashkent Times, 2018; NSDG, 2025). In 2020, unemployment
was 10.5%, but the government acknowledged persistent low economic activity and
widespread informality (NSDG, 2025). Underemployment, especially in rural, seasonal
work- pushes many to take on multiple informal jobs.

Agriculture still accounts for about 27% of employment (2021),
with much of this work informal or unpaid family labor. The sector cannot productively
absorb the rural workforce, leading to disguised unemployment. Subsistence farming
and unpaid family work dominate, placing much of the rural population in de facto
informal employment. With limited structural transformation, rural workers moving to
cities often enter urban informal sectors instead.

Historically, Uzbekistan lacked a clear definition of informal
employment and had no integrated strategy (CABAR.asia, 2023). Burdensome registra-
tion, high taxes, and strict labor codes deterred formalization. Small entrepreneurs often
faced excessive inspections and paperwork. Recent reforms reduced income taxes and
simplified registration, but formalization remains unattractive. The ILO recommends
further incentives such as reduced small firm taxes, better credit access, and extending
social protection to informal workers (ILO, 2020a).

Weak safety nets also reinforce informality. Until
the recent reform that eased in 2023 the registration process for self-employed informal
workers, they were excluded from pension entitlements, unemployment insurance, and
health coverage. This increases vulnerability and discourages formalization, workers prefer
cash-in-hand, and employers avoid benefit costs. Strengthening inclusive social protec-
tion, such as voluntary insurance schemes for informal workers, could reduce this trend.

Most of the labor force has only secondary educa-
tion, and technical training is not sufficiently tied to market needs and has been under-
funded (ILO, 2021). This skills gap limits access to formal jobs in industry or technology.
Employers face shortages of qualified workers, while many youth remain informally
employed or unemployed.

Uzbekistan's public employment service has focused on
registration rather than job placement. As a result, most job searches happen informally
via personal networks, excluding many from formal opportunities (World Bank, 2021).

Informality can be sustained by local corruption. Businesses
may avoid registration to sidestep unofficial payments, and some local authorities might
tolerate informal operations.



A young labor force, agricultural surplus, weak formal institutions, and reg-
ulatory burdens have entrenched informality. Though reforms have begun, sustained
progress will require economic diversification, education and skills development, and
stronger social protection. The government’s 2022 roadmap aims to reduce informal
employment gradually through 2026, contingent on these systemic changes.

(d) Behavioral and Institutional Drivers of Informality

Several behavioral and socio-cultural factors drive individuals and firms in Uzbekistan
to participate in the informal economy. These include personal motivations to maximize
income, aversion to the risks or costs of formalization, long-standing cultural norms, and
economic rationales shaped by decades of experience in a partially informal system.

i. Behavioral Factors
1. Income Maximization and Tax Avoidance

A primary driver of informality is the desire to avoid taxes and maximize take-home
income. Entrepreneurs and farmers often perceive formalization as costly due to taxes,
license fees, and social contributions (Spot, 2023). Even with tax reductions post-2019,
limited access to credit or procurement reduces the incentive to formalize. Envelope
wages and underreporting persist, especially among micro-businesses.

2. Necessity-Driven Employment

Informality frequently reflects necessity. Each year, around 650,000 new entrants join
Uzbekistan’s labor market (Prague Process, 2024). Many turn to survivalist occupations,
informal farming, vending, day labor, or migrate abroad, often working without formal
contracts (Digital manufacturing revolutions as political projects and hypes). Surveys reveal
widespread perception of informal self-employment as last-resort options for livelihoods.

3. Risk Aversion and Bureaucratic Disincentives

Despite improved regulations (Uzbekistan ranked 12th globally in 2019 for ease of start-
ing a business), fear of inconsistent enforcement, arbitrary inspections, and corruption
discourages formalization (World Bank, 2020a). Many perceive remaining “off the radar”
as safer than navigating burdensome bureaucracy.

4. Cultural Norms and Informal Networks

Cultural and historical legacies reinforce informality. Under Soviet rule, informal practices
emerged as alternatives to rigid state systems. Community-based networks like mahal-
la support systems and rotating savings groups (gap) continue to mediate economic
activity based on trust and reciprocity rather than legal contracts (Informal economy,
informal state: The case of Uzbekistan). Gender norms also drive informality, especially
for women engaged in home-based or family work (World Bank, 2020).

5. Preference for Flexibility

Informality offers perceived advantages: independence, flexible hours, and rapid response
to market changes. Informal taxi driving illustrates this: many rural migrants use personal
vehicles for work due to its autonomy and earnings potential, despite lacking licenses
(Driving in the shadows). Surveys show strong interest in entrepreneurship, but many
operate informally to avoid perceived rigidity in the formal sector (World Bank, 2021).



These behavioral factors collectively reinforce informal practices. Public campaigns have
begun promoting the advantages of formal work, legal protections, pension rights, but
altering long-standing norms remains a slow process (Spot, 2023).

i. Institutional Factors Sustaining Informality

While personal motivations are significant, the persistence of Uzbekistan’s informal
economy is also rooted in institutional and structural factors. These include the legacy
of regulations and barriers that have historically made formalization difficult, limitations
in enforcement capacity, gaps in social protection systems, and the structure of taxation
and labor market policies. Together, these factors have created an environment where
informality can thrive.

1. Regulatory and Administrative Burdens

Historically, Uzbekistan's regulatory regime was cumbersome. Multiple permits, inspec-
tions, and fees disincentivized formalization. Post-2017 reforms simplified registration
and reduced licensing requirements, but implementation gaps persist (World Bank,
2020). Entrepreneurs still cite unclear rules and local-level inconsistencies as obstacles.

2. Weak Enforcement and Corruption

Effective regulation of informal activity remains limited. With millions working informally,
labor and tax inspectors face capacity constraints. Historically, selective enforcement
and corruption weakened compliance. Petty bribes were common, effectively enabling
informal operation. Transparency International ranked Uzbekistan 126th out of 180 in
2023, though digital governance initiatives- e-taxation, e-procurement, are improving
oversight (Spot, 2023; Akhmedov, n.d.). The use of digital POS systems and increased
banking penetration are reducing cash-based informality in retail and services.

3. Social Protection Gaps

Until recently, informal employment brought limited social security. In 2018, 40% of
the working-age population were classified as “vulnerable”, own-account workers or
unpaid family laborers without pension accruals (ILO, UNICEF & World Bank, 2020). This
discouraged formalization, especially where benefits were perceived as minimal. New
policies, such as unified social payments for the self-employed and pension portability,
aim to rectify this imbalance (Akhmedov, n.d.).

4. Tax Structure and Labor Market Policies

Pre-2019, Uzbekistan's tax structure imposed high payroll costs, incentivizing informal
wage payments. The 2019 tax reform introduced a flat 12% personal income tax and re-
duced social contribution rates, enhancing compliance incentives (World Bank, 2020b).
Rigid labor laws such as hiring quotas also prompted employers to use informal contracts
to maintain flexibility. Recent labor code modernization seeks to reduce this burden, but
informal employment remains more adaptive for many small firms.

5. Economic Structure and State Legacy

Uzbekistan’s legacy of state-dominated industry created dual labor markets. Outside
of formal public-sector jobs, many found work in informal agriculture, trade, construc-
tion, and services (Digital manufacturing revolutions as political projects and hypes).



In agriculture, state monopolies on cotton and wheat constrained formal diversification.

The gradual removal of quotas and promotion of cooperatives and agribusiness clusters
is now enabling some formalization.

In summary, the institutional landscape in Uzbekistan has historically not been condu-
cive to formalization. Burdensome regulations and taxes provided “push” factors out of
formality, while weak enforcement and social policies provided few “pull” factors into
formality. Informality remains deeply rooted due to:

e Structural constraints: insufficient formal job creation, particularly in rural areas;
dominance of low-productivity sectors like agriculture, trade, and services;

« Institutional weaknesses: limited labor inspection, inconsistent enforcement,
and poor labor market intermediation;

e Behavioral dynamics: perceived advantages of flexibility, risk aversion, and low
awareness of legal protections and formalization benefits.

The past few years have seen substantial reforms—easing business procedures, lowering
taxes, digitizing enforcement, and expanding social insurance to the self-employed—
which are slowly changing this calculus. However, changing institutions is a slow process;
the persistence of a 50% informal economy suggests that many of these reforms are still
taking hold. Continued efforts to simplify the formalization process and strengthen the
benefits of being formal (access to credit, legal protections, social safety nets) are needed
to fundamentally alter the institutional equilibrium that has long favored informality.



Il. Demographic Profile of Informal Workers

(a) Age and Informality

The incidence of informality in Uzbekistan also varies across age groups, reflecting the
life-cycle stages of workers. Youth (ages 15-29) and older workers (approaching or past
retirement age) are two groups with particularly high levels of informal employment
or economic activity.

« Youth and Early-Career Workers

Young people in Uzbekistan face significant employment challenges, and many turn to the
informal economy by necessity. Each year, roughly 650,000 youth enter the labor market
(Prague Process, 2024), as population growth has been robust. The formal economy has
not kept pace with this influx. Young people in Uzbekistan face significant challengesin
transitioning from school to stable employment. With a bulging demographic of youth,
formal job supply is insufficient, leading to high youth underemployment and informality.
More than half of young workers under 30 are engaged are self-employed, most like-
ly as contributing family members. Roughly one in five workers is engaged in agricul-
ture (World Bank 2021). Many rural youth thus end up in informal farm work or day labor.

Nationally, the unemployment among young people (aged under 30) was at 15.9%, and
among women—I13.4 %.youth unemployment (aged under 30) in 2018 (Tashkent Times,
2018). Yet this understates the issue—a large share of youth are neither in school nor
formally employed. The NEET rate (Not in Employment, Education, or Training) for ages
15-29 was estimated at 42% in 2018. Especially among young women the NEET rate is
huge (around 66%, vs 34% for young men, implying many young women are at home
(likely doing informal family work).

When they cannot find formal sector openings, young people often pursue two main
informal avenues, dubbed “stress self~-employment” and “stress migration” (UNDP 2024).
The former means starting any small income-generating activity (from taxi-driving to
petty trade), and the latter means going abroad (usually Russia or Kazakhstan) to work
informal jobs. Both routes involve insecurity. Focus groups with Central Asian youth
reveal common sentiments: “There are no factories... | graduated but there are no jobs”;
“Even those with education, there is no job.. many young people have a diploma but
nothing to do” (UNDP 2024). Such frustrations illustrate why so many turn to informal
work or leave the country.

The consequence is that youth are overrepresented in sectors like bazaars, ride-sharing,
gig work, and seasonal agriculture—all informal. This has long-term consequences: en-
tering the labor market through informal employment can lock individuals into lower
lifetime earnings and exclude them from social protection systems, no contributions
mean no future pension, no health insurance, and no access to maternity benefits. The
government, alarmed by the youth employment situation, declared 2021 the “Year of
Supporting Youth and Strengthening Public Health” and rolled out programs like Youth
Entrepreneurship support and expanded vocational training (World Bank, 2021). These
programs aim to give youth skills to compete for formal jobs or start businesses legally.
Additionally, youth internship and job matching services are being improved. However,



given the labor supply-demand mismatch, informal work will likely remain a major em-
ployer of youth in the near term. Encouragingly, younger workers might also be more
open to new formal opportunities (e.g. IT sector jobs, startup culture) if such avenues
grow. The challenge is to ensure that temporary informal stints do not become perma-
nent for the youth.

¢ Older Workers and Pensioners

At the other end of the age spectrum, older Uzbeks (above 50 or past retirement age)
also engage in considerable informal economic activity. The official retirement ages were
55 for women and 60 for men (now gradually being raised to 60 and 65 respectively).

Uzbekistan ranks among the lowest globally in terms of pension adequacy and sustain-
ability. The minimum old-age pension is reported at 918,000 soms (about $71), which is
described as barely enough for basic needs like a couple of trips to the supermarket. The
pension system'’s coverage is also low, with only 38% of the population covered, largely
due to high informal employment (BEARR, 2024; Kun.uz, 2024c).

As a result, many older citizens continue working informally to supplement their pen-
sions or because they are still fit to work. It has been quite common for retirees to take
up or continue jobs in the informal sector—for example, doing consulting, farming their
household plot, trading in farmers’ markets, or helping in family businesses—because
if they worked formally, historically they risked losing part of their pension (CABAR.asia,
2023; ILO, 2023; BEARR, 2024). Until recently, a pensioner who took a formal job might
have their state pension payments reduced or suspended. This policy effectively pushed
working pensioners into informality.

In 2019, acknowledging this issue, President Mirziyoyev enacted a decision to allow
pensioners to receive their full pension even while employed (Akhmedov, n.d.). This
was aimed at incentivizing seniors to formalize any work they do. The move was well-re-
ceived by older workers, as it meant they could “legally register for work without losing
pension income”. Early results showed more retirees officially registering employment
after this change.

Beyond retirees, those in the 50-60 age bracket also face vulnerabilities. Some may
have been laid off from formal jobs during economic transitions and then ended up in
informal work (e.g. trading or day labor) as a bridge to retirement. Employers can be
hesitant to hire older workers formally, so informal work becomes a fallback. This group
has skills and experience, but if not captured in formal roles, it's a loss to the economy’s
productivity. A positive note is that many older workers are in skilled trades or advisory
roles informally—such as an experienced mechanic working from home, or an agrono-
mist consulting farms privately. Formalizing these roles (for instance, through part-time
contracts or encouraging them to become registered self-employed consultants) could
both improve their security and utilize their expertise more broadly.

o Middle-Age Core Workers

Those in the prime working ages (30s and 40s) are the most likely to have formal em-
ployment, especially men. They make up the bulk of government and corporate sector
employees. However, even in this group, not all are formal; many in their 30s may have

1 https://www.gazeta.uz/ru/2025/06/03/pensions/



https://www.gazeta.uz/ru/2025/06/03/pensions/

started in informal work and gradually moved to formal jobs as opportunities arose. The
prime-age bracket also includes most of the current migrant workers who travel abroad
for labor—typically men in their 20s, 30s, 40s. When these migrants return in older age,
they often continue working informally (using savings to start a small business, etc.).
Thus, the boundaries are fluid.

Regional differences intersect with age as well. For example, the youth in some regions
face especially dire job markets—a UNDP study highlighted that the male youth NEET
rate was only 11% in the capital Tashkent, but a staggering 63% in the relatively poor
Khorezm region (UNDP 2024). This indicates entire cohorts of young people in certain
areas are disengaged from formal work, likely either idle, helping in informal family
farms, or planning to migrate. Regional youth training and job creation programs are
attempting to address this imbalance.

In conclusion, youth comprise a large share of the informal labor force due to insuf-
ficient formal opportunities, while older individuals often resort to informal work to
augment their incomes. Each group requires different policy responses. For youth, the
focus is on expanding quality education-to-work pathways, apprenticeships, and en-
try-level jobs in the formal economy, as well as supporting startups. For older workers,
policies ensuring that working longer (if desired) is feasible and formally—such as the
removal of pension disincentives and flexible work options—are key. The government’s
labor market strategy explicitly notes the need to accelerate job creation for the grow-
ing youth population and to accommodate the extension of working lives as retirement
ages rise (ILO 2021). Successfully bringing both the young and the elderly into formal
economic participation would greatly reduce overall informality and improve social
outcomes (young workers would gain skills and security, older workers would gain legal
income and social contributions).

(b) Urban vs. Rural and Regional Variations

There is a strong urban-rural divide in informal employment. In rural areas, formal job
opportunities are limited, and many people engage in family farming or odd jobs. Rural
areas exhibit higher informality largely because the rural economy is dominated by
agriculture and small-scale trade. For example, in neighboring Kyrgyzstan, informal
employment encompassed 76% of rural workers vs. 64% of urban workers in 2019
(Tilekeyev, 2021). Uzbekistan's rural population (still around 50% of the total) traditionally
works in agriculture, much of which is informal or semi-formal (small dehgan farms, day
labor on larger farms, etc.). Rural workers have fewer formal job opportunities, factories
and offices are concentrated in cities—so most rural residents engage in farming or
local services informally.

Urban areas, particularly Tashkent city, have a more diversified economy with more for-
mal employers (government agencies, universities, hospitals, corporations, etc.), which
lowers the share of informal employment in the city. For example, Tashkent City's labor
market includes a large number of formal public sector jobs and international compa-
nies, making its profile more formal. In contrast, a rural province like Surkhandarya or
Namangan will have the majority of its workforce in farming, bazaar trade, and craftwork,
with perhaps only a small fraction in formal jobs like teaching or local government.



However, urban areas are by no means free of informality. In cities, informal sectors thrive
in the margins—e.g. in markets, transport, construction, and street vending. The capital
Tashkent has entire informal markets (like the famous Chorzu bazaar) and thousands
of informal taxi drivers and traders. The difference is that cities also have a substantial
formal sector that coexists alongside the informal, whereas many villages have virtually
no formal employers at all besides maybe a school or clinic. Peri-urban areas (the out-
skirts of cities and small towns) often combine the worst of both: not enough formal
jobs to absorb the growing population, and a reliance on commuting or migrating. It is
reported that a high percentage of labor migrants originate from rural and peri-urban
areas, reflecting the lack of local formal employment (World Bank 2021). Many of these
peri-urban residents end up as informal urban labor (for example, commuting into a city
for day labor in markets or construction).

Uzbekistan’s regions vary in economic development, which correlates with informality
levels.

These areas have the lowest rates of informal employment relative to other regions,
largely due to their high concentration of formal-sector enterprises, better administrative
oversight, and digital infrastructure. However, informal employment within formal firms
still occurs in construction, hospitality, and private healthcare. Wage underreporting
and informal hiring are common in the restaurant and service industries, particularly
among migrants from other regions. Tashkent is also a hub for internal migration, and
young workers arriving from rural areas often take informal “starter jobs” in shops, lo-
gistics, and delivery services without contracts.?

The Fergana Valley is densely populated and has one of the highest concentrations of
informal sector activity, especially in agriculture, services, and petty trade. Informality
here is driven by a large base of family-based and smallholder economic activity, as well
as weaker state capacity to monitor employment practices. In Andijan and Namangan,
informal garment production (home-based tailoring, embroidery) employs many women
without formal contracts or tax records®. In Fergana, both men and women frequently
engage in informal cross-border trade or small-scale manufacturing. Informal employ-
ment within formal SMEs is also widespread, especially in the textile and food processing
industries, where firms underreport their workforce to avoid payroll taxes.

These western regions exhibit very high levels of informal agricultural labor. Karakalpak-
stan, in particular, has high poverty rates and limited industrial development. Here, infor-
mality is largely rural, with seasonal farm labor making up the majority of employment.
In Khorezm, smallholder horticulture and livestock farming dominate, with family labor
(especially female) often going unrecognized. Enforcement is particularly weak due to
administrative capacity gaps, and public awareness of legal rights is low. Government
outreach campaigns have targeted this region with pilot programs for registering
household plots and expanding access to microloans.

2 https://www.ilo.org/sites/default/files/wcmsp5/groups/public/%40europe/%40ro-geneva/%40sro-moscow/documents/
publication/wcms_782059.pdf

3 https://ophi.org.uk/sites/default/files/2024-03/CERR_UNDP_Uzbekistan _MPI|_2023.pdf
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These regions, with strong service and tourism economies, see substantial informal work
in hospitality, construction, and bazaars. Many historical site maintenance workers, tour
guides, and hotel assistants work informally within formal tourism businesses. Bazaars in
Samarkand operate under weak oversight, with many vendors using “single-employee”
business registrations while relying on family or casual workers. In both regions, efforts
to formalize self-employment have had moderate success, with growing uptake of
self-employed status among craftsmen and women artisans (especially in embroidery,
ceramics, and silk production).

In these southern regions, informal agricultural labor and male out-migration are dom-
inant labor trends. Many households rely on remittances, and returning migrants often
enter the informal construction sector. Informal employment within formal construction
enterprises is especially acute here, where firms engage returning laborers for short-
term contracts paid in cash. Women in these regions often engage in home-based food
production and informal caregiving, typically unregistered. These regions have lower
rates of formalization and limited access to employment services.

Some data points underscore these differences. The Ministry of Economic Development
in 2021 acknowledged that the shadow economy is sizeable across various regions and
that it had been “growing since 2003” (CERR 2023). Although exact regional breakdowns
of informality are not publicly released, there have been efforts to estimate unobserved
economic output by region. An IMF-assisted study (2017-2023) assessed the contribution
of informal and shadow activities to regional GDP and found that incorporating these
increased nominal GDP by about 10-12% (Tatar Inform, 2024). This indicates that some
regions’ output was undercounted significantly due to informality. For instance, anec-
dotal evidence suggests border regions with significant bazaars (like Andijan with the
Karasuu market on the Kyrgyz border) have thriving informal trade economies not fully
reflected in official figures.

Internal Migration and Urban Informal Sector: A phenomenon linking regions is internal
migration—people from rural or economically depressed regions moving to Tashkent
or other cities in search of work. Often, these internal migrants swell the ranks of the
urban informal workforce (for example, as market porters or construction hands). They
may remain officially registered in their home region (due to the propiska residence
permit system) but work informally in the city. This makes it challenging to attribute
informality to a single region: is a Namangan native working informally in Tashkent
counted in Namangan'’s labor stats or Tashkent's? Typically, labor force surveys would
capture them where they actually work (if at all). The government’s easing of the prop-
iska rules recently might allow more of these migrants to register and take formal jobs
in cities eventually, but in the meantime, they constitute a floating informal labor force
bridging regional disparities.

In a nutshell, employment in rural Uzbekistan is largely informal by default, while
urban Uzbekistan has a dual economy—a formal core and an informal periphery. Regions
that are less developed or more rural have higher proportions of informal employment,
contributing to inequality. The informal economy both results from and reinforces re-



gional inequality: poorer regions depend on informal livelihoods (or remittances from
migrants) for survival, but that in turn means less tax revenue and less formal investment
flows into those regions, perpetuating a cycle.

(c) Gender

Informality in Uzbekistan’s labor market has a pronounced gender dimension. Men and
women experience informality differently due to disparities in labor force participation
and prevailing social norms. Women are generally less likely to participate in the labor
force, and when they do, they are disproportionately represented in informal or vulner-
able employment (ILO, UNICEF & World Bank, 2020).

Female Labor Force Participation

Uzbekistan continues to exhibit a wide gender gap in labor force participation. In 2018,
only 33% of working-age women were economically active, compared to around 74%
of men. As of 2024, female participation has risen to 39.4%, while male participation
stands at 72.3% (World Bank Gender Data Portal, 2025). Despite this progress, women'’s
participation remains below global and regional averages. Moreover, an estimated 20%
of young women in 2023 were not in education, employment, or training (NEET), high-
lighting barriers to economic inclusion (UNDP, 2025).

Labor force participationrate, total (% of total population ages 15-64)
(modeled ILO estimate), 2024

Female Male Total
World 49.1% 73.2% 61.1%
Uzbekistan 39.4% 72.3% 55.8%
Kazakhstan
Tajikistan 31.8% 51.3% 41.2%

Kyrgyz Republic

Source: World Bank Gender Portal https./liveprod.worldbank.org/en/indicator/sl-tif-acti-zs?view=trend&geos=WILD_UZB_
KAZ TIK_KGZ

Structural and cultural constraints continue to restrict women’s formal employment.
Family responsibilities, especially childcare and eldercare, often limit women'’s availability
for full-time work. Traditional norms reinforce these roles: a 2018 ILO survey found that
80% of respondents believed men should be household heads, while women should
manage domestic responsibilities (UNDP, 2025). These views reinforce informal, home-
based economic activity as the most socially acceptable form of work for women.

Yet, being outside formal employment does not imply economic inactivity. Many women
engage in productive but informal activities such as raising livestock, sewing for sale, or
assisting in family-run businesses. These forms of labor often go unrecorded in official
statistics but are critical to household survival.
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Women in Informal Employment

Among employed women, a substantial proportion remains in informal or vulnerable
work. As of 2023, 22% of women were classified as vulnerable workers (own-account or
unpaid family labor), and 51% of non-agricultural female workers were employed infor-
mally (ILO, 2023; World Bank, 2023). Social care obligations remain the leading barrier to
formalization, surpassing financial and regulatory constraints (UNDP, 2025).

Sectoral Segmentation by Gender
Women are overrepresented in sectors with high informality:

In 2021, agriculture accounted for 25.2% of national employment, with
over 77% of these jobs being informal. Women constitute a significant share of
this workforce (ILO, 2023).

Many women operate home-based
businesses (bakeries, embroidery, beauty services) typically unregistered. The
2020 self-employment reform enabled easier registration for such entrepreneurs,
particularly benefiting women

Women make up 73.8% of the education sector and
77.3% of the healthcare and social services workforce. While public-sector jobs are
mostly formal, women unable to secure such roles often turn to informal alterna-
tives, including private tutoring and childcare (ILO, 2023).

nformality remains high, with 61% of female private-sector em-
ployees working without formal contracts (ILO, 2020a).

Women dominate informal retail trade in bazaars and street stalls,
often in family-run operations. Conversely, men dominate informal construction,
transport, and labor migration.

This gendered segmentation reflects broader labor dynamics: men are more likely to
engage in wage-based informal work or migration, while women tend toward unpaid
family labor or self-employment in low-capital, home-based ventures.

Economic Consequences

Informality offers women flexibility to balance domestic responsibilities with income
generation. However, it also exposes them to legal and economic vulnerability. Informal
workers lack access to maternity leave, job security, and safe working conditions. By
2018, over 40% of employed women had no formal social protection coverage (ILO 2020)
This leaves women at heightened risk in old age or during crises, such as the COVID-19
pandemic, which disproportionately affected households reliant on informal self-em-
ployment (UNICEF, 2021).

Employer reluctance to hire women of childbearing age due to the cost of maternity
benefits, has contributed to their exclusion from formal employment. Recognizing this,
the government has shifted some maternity benefit financing to the state and is ex-
panding childcare services, to reduce the burden on employers and encourage female
formal employment (ILO, UNICEF & World Bank, 2020; UNDP 2023).



Voice and Representation

Women in the informal economy often lack representation and bargaining power. With-
out access to unions or professional associations, their needs, such as flexible hours, fair
pay for piecework, or protection for domestic workers, are frequently overlooked. Policies
aimed at reducing informality must incorporate a gender-sensitive approach. For instance,
enforcement against unlicensed vendors without alternatives may disproportionately
harm women dependent on informal trade for household income.

Female Migration

Although labor migration is predominantly male, an increasing number of women, par-
ticularly divorced or financially independent, also migrate informally, often to work as
caregivers or service workers in countries like Turkey. These women face compounded
vulnerabilities as both informal workers and migrants (World Bank, 2021).

Regional Comparisons

Similar patterns are evident across Central Asia. Kyrgyzstan and Tajikistan report lower
female labor force participation than Uzbekistan, with most women working informally
in agriculture or family enterprises. In Kazakhstan, formal urban employment is more
accessible, but informal female workers face the same lack of protections. A regional
study highlighted that women tend to cluster in small-scale trade or unpaid family work,
both low-paid and highly informal (OECD & World Bank 2021) In Uzbekistan, women
who do not migrate often shoulder sole responsibility for households, supplementing
income through informal activities.

Policy Shifts and the Way Forward

Government and development partners have recently increased support for women'’s
employment. Initiatives include entrepreneurship programs, training, and small grants.
The Women's Committee and related agencies assist women in job placement and
enterprise development. Efforts to formalize women's work such as recognizing home-
based labor and organizing craft cooperatives, are gaining momentum.

Nonetheless, closing the gender gap in employment requires more than administrative
reform. Deep-seated norms continue to steer women into informal roles. As the World
Bank observed, “social stereotypes and cultural norms have a profound impact on young
women's participation in economic activities, access to good employment opportuni-
ties, and the gender pay gap” (World Bank, 2021). Overcoming these barriers will require
sustained investments in education, public awareness, and the promotion of female role
models in the formal economy.

(d) Education

Informal workers typically have lower formal education on average than formal sector
workers, though there are exceptions. Limited skills and education can confine individu-
als to low-paying informal jobs. A World Bank study found that in Uzbekistan youth with
tertiary education had much higher employment rates (mostly formal) than those with
only secondary or vocational training (World Bank, 2021). Many of those in informality
possess at most high-school or technical school education.



The Asian Development Bank has pointed to the low level of education among parts
of the population as one driver of high informality (ADB, 2020). In Uzbekistan's case,
while basic education is nearly universal, access to higher education was very restrict-
ed until recently (only around 10% of young people entered university as of mid-2010s).
Consequently, a large cohort of workers with secondary education often ended up in
trades, services or farming jobs that are not formally registered. It's important to note,
however, that informal employment is not limited to the uneducated—even individuals
with higher education may work informally if they cannot find jobs in their profession.
For instance, some university graduates turn to driving taxis or tutoring informally. Still,
the most vulnerable informal workers tend to have fewer educational qualifications,
limiting their options in the formal labor market.



lll. Formalizing the Informal Sector

In the past five years, the Uzbek government has pursued an ambitious formalization
agenda focused on integrating informal workers into the formal economy. A cornerstone
of this effort was the introduction of a self-employment status in 2020, which created a
simplified pathway for individuals in informal jobs to register officially as self-employed.

(@) The Regulatory Framework

Uzbekistan launched a formal self-employment policy in mid-2020 as a means to absorb
informal workers into the formal system. President Mirziyoyev's June 2020 Resolution
“On measures for simplification of state regulation of business activity and self-employ-
ment” established the legal framework for this initiative (Presidential Resolution No.
PP-4742,2020). Key features of the self-employment policy include:

As of July 1, 2020, individuals engaged in 67 types
of small-scale economic activities (e.g. tutoring, handicrafts, home-based services, small
farming) were allowed to register as self-employed without forming a legal entity (Kun.
uz, 2020). (The list was later expanded to over 100 activities by 2023, then streamlined to
72 categories slated for 2026 (Kun.uz, 2025c). This ensured that a wide swathe of previ-
ously informal occupations became eligible for formal registration.

The registration process was made extremely simple and acces-
sible. Self-employed workers can register through a notification via a mobile application
or online portal, receiving a QR code as proof of registration (Presidential Resolution
No. PP-4742,2020). There are no fees for registration and no complex paperwork, which
lowered barriers to formalization.

Self-employed persons in Uzbekistan are exempt from personal income
tax on annual earnings up to UZS 100 million (approximately USD 9,000), as stipulated
in Presidential Resolution No. PP-4742 (2020). This exemption removes a significant dis-
incentive to formalization for small-scale earners. Instead of income tax, self-employed
individuals are only expected to pay a flat-rate social tax, which contributes toward their
pension coverage. In 2020, this social tax was set at 50% of the Basic Calculation Amount
(BCA) for the year, equating to approximately UZS 250,000-300,000 annually per person.
All proceeds from this payment are directed to the pension fund.

If a self-employed person’s income exceeds the UZS 100 million threshold, they do not
need to re-register as an individual entrepreneur. However, they must begin paying
a turnover tax (typically 4% of gross income) on the amount exceeding the threshold,
effective from the month the excess occurs. This ensures that larger-scale earners con-
tribute proportionally, while retaining the benefits of simplified registration.

Payment of the social tax secures an individual’s inclusion
in Uzbekistan's pension system. Each contribution made by a self-employed person is
credited toward their formal work history, thereby accumulating pensionable service
years (Kun.uz, 2025b, Over 140,000 citizens registered as self~employed in January). For
instance, private taxi drivers, recognized as a self-employed category, may voluntarily pay
an annual social tax equivalent to one BCA to ensure coverage for old-age pensions.



This mechanism offers a pathway to formal social protection for individuals previously
excluded from the contributory system due to informal employment.

However, compliance with this system is largely voluntary. While registration as self-em-
ployed grants access to the pension scheme, there is no strict enforcement mandating
payment of the social tax. Consequently, coverage gaps may persist for those who register
but do not contribute. In addition, this simplified arrangement does not include other
social benefits, such as unemployment insurance or employer-based health coverage,
limiting its comprehensiveness as a social protection mechanism.

Self-employed individuals under this scheme cannot hire employees
and cannot simultaneously be an employer (Presidential Resolution No. PP-4742,2020).
The status is meant for own-account workers only; if a business grows to need employees,
it is expected to transition to a small enterprise form. This restriction prevents abuse of
the system (such as businesses misclassifying workers as “self-employed”).

The timing of the reform in mid-2020 was significant. The new self-em-
ployment status was introduced in part as a response to the COVID-19 crisis, which had
impacted many informal workers' livelihoods (ILO, 2020). By creating a legal status for
self-employed work and waiving income taxes, the government sought to cushion the
pandemic’s blow to informal earners and bring them under the umbrella of formal as-
sistance programs. Indeed, uptake was immediate—over 100,000 people registered as
self-employed within the first two weeks of the reform’s launch.

The State Tax Committee (STC) was tasked with implementing the
self-employment registration system. A dedicated mobile app (“Soliq” tax app) and the
unified e-government portal (my.gov.uz) were launched to enable one-click registra-
tion and automatic tax ID assignment. Public outreach campaigns informed citizens of
the opportunity to legalize their side businesses or freelancing activities. The process
was deliberately kept cost-free and fast—by September 2020, just three months into
the program, more than 400,000 citizens had officially registered as self-employed
(Kun.uz, 2020). This early wave of formalization covered a range of occupations, from
hairdressers and artisans to tutors and farmers.

To reinforce these efforts, in October 2020 a Presidential Decree “On organizational
measures to reduce the shadow economy and improve tax administration” established
a dedicated Department for Analysis of the Shadow Economy under the Ministry of
Finance (UNDP, 2024). This body was charged with developing digital tools to detect
undeclared activities and streamline business registration and tax compliance (UNDP,
2024). Such institutional measures indicate that the push for formalization via self-em-
ployment was part of a broader strategy to reduce the shadow economy.

Overall, Uzbekistan’s self-employment framework since 2020 has provided a simple,
incentivized on-ramp to formality for individuals engaged in informal work. By dramat-
ically lowering taxes and registration hurdles, the policy directly addressed prior barriers
that kept workers in the informal sector. The next sections examine the impacts of this
policy across different sectors, demographics, and regions of the economy.



Box 3. Distinction between self-employed and individual entrepreneurs.

In Uzbekistan, the distinction between self-employed individuals and individual entrepre-
neurs is rooted in differing regulatory, occupational, and tax frameworks. Self-employed
persons are restricted to a government-approved list of low-risk, home-based activities
(e.g., tailoring, tutoring, taxi driving), cannot hire workers, and benefit from a highly
simplified regime: they are exempt from income tax on earnings up to UZS 100 million
and pay only a modest flat social tax.

In contrast, individual entrepreneurs have broader occupational scope, may employ
others, and are subject to formal registration and a 4% turnover tax on gross income. The
intention behind the self-employment reform, launched in 2020, was to lower the barriers
to formalization, enabling informal workers to register easily, gain pension coverage, and
enter the formal economy without burdensome compliance. However, the distinction
between these two categories is largely administrative and somewhat artificial, as many
other countries treat all sole proprietors under a single, unified framework, regardless
of income level or business complexity.

(b) Pathways into Formalization: UNDP/CERR Survey Findings

The UNDP/CERR survey conducted in preparation of this study covered 461 self-em-
ployed individuals, who were primarily engaged in the services (30%) and agriculture
(29%) sectors, mirroring broader trends in Uzbekistan’s informal labor force. The cohort
was gender-diverse (43% women), with relatively low educational attainment (only 4%
held higher education), and highly family-centered (90% married with children). These
characteristics reinforce the broader demographic profile of informal workers across all
three surveys: under-skilled, family-dependent, and concentrated in sectors with low
entry barriers and weak formal job creation.

Main Motivations for Registering as Self-Employed
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A striking 68% of respondents had registered as self-employed over two years ago,
underscoring the strong early uptake of Uzbekistan’s 2020 self-employment reform.
Their primary motivation was access to social protection (64%), followed by improved



access to finance (37%), echoing similar findings from the employer survey, where
firms cited social contribution burdens as a major reason for hiring informally. Howev-
er, awareness of available benefits prior to registration was limited (only 64% had some
knowledge), highlighting persistent communication gaps. Many respondents did not
know key benefits like training or financial incentives, highlighting the need for better
information dissemination, especially outside Tashkent. This echoes the main report’s
critique of weak public outreach and the need for targeted communication strategies,
particularly for rural and female workers.

Local authorities and social media were the dominant information channels, while
business associations played a negligible role (2%)—suggesting a weak culture of col-
lective representation among micro-entrepreneurs and informal workers. This aligns
with the institutional analysis in the main report, which noted the absence of strong
worker or SME associations in Uzbekistan's informal economy.

92.5% of respondents found the registration process easy, most completing it in under
three days. This confirms the major policy success of the 2020 reform, which dramat-
ically simplified legal onboarding for own-account workers via digital tools. This ease
of registration contrasts with the experiences reported in the employer survey, where
formal hiring was still seen as burdensome, especially for small businesses, suggesting
that streamlined procedures are more effective at the individual level than at the en-
terprise level.

Perceived Benefits of Self-Employment Registration
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According to the UNDP/CERR Survey (2025), while 91% of self-employed workers felt
they benefited from registration, the advantages cited skewed heavily toward social and
financial access (59% and 34%, respectively), with fewer recognizing benefits like legal
protection (16%) or business development (11%). This suggests that many self-employed
operate in a “semi-formal” zone: legally visible, but without leveraging full business ser-
vices or protections. The employer survey echoes this duality, many formal enterprises
continue hiring workers informally, even while maintaining registration themselves.

Despite general satisfaction (83%), 77% of self-employed respondents emphasized the
need for subsidized credit, and 34% requested simplified tax and reporting mechanisms.



These demands align with findings from employers, who noted that fiscal burdens and
poor access to finance were key barriers to formal hiring. In contrast, interest in marketing,
collaboration, or training was low, perhaps reflecting limited entrepreneurial orientation
among respondents, many of whom engage in subsistence-level activities.

Encouragingly, according to the UNDP/CERR Survey (2025), 79% of respondents intend
to continue self-employment, with 65% planning to expand their activities, pointing to
strong potential for business growth and local development if the right support mecha-
nisms are put in place. However, this growth ambition contrasts with structural limitations
identified in the employer and employee surveys, where formality remains hindered by
skills mismatches, tax burdens, and administrative complexity.

(c) Sectoral Impacts of Formalization

The introduction of the self-employment status has significantly affected the com-
position of Uzbekistan's informal economy, with certain sectors experiencing espe-
cially large shifts from informality to formality. Household services and small-scale
agriculture—traditionally two of the largest informal domains—saw the highest uptake
of self-employed registration, alongside rapid growth in new areas like ride-hailing ser-
vices. Table 1 summarizes the distribution of registered self-employed individuals by
broad sector as of early 2025 (with comparisons to initial 2020 figures where relevant).

Table 1. Registered Self-Employed by Sector in Uzbekistan (as of January 2025)
(Kun.uz, 2025b, Over 140,000 citizens registered as self-employed in January) (Kun.uz,
20253, Self-employed population in Uzbekistan reaches 4.4 million with a 76.5% increase

in 2024)

Sector (Examples) Registered Self-Em- Registered Self-Em-
ployed (2020 launch)# ployed (2024-25)°

Household/Personal Services ~113,000 (Sep 2020) 1,912,000 (Jan 2025)
(e.g. beauty salons, home repair)
Agricultural Activities (e.g. small farming, ~87,200 (Sep 2020) 1,106,500 (Jan 2025)
livestock)
Social Services (e.g. tutoring, childcare) ~74,000 (Sep 2020) 496,900 (Jan 2025)
Passenger Transport (taxis, ride-hailing) n/a (not in 2020 list) 707,300 (Jan 2025)
Industrial Crafts/Services (e.g. carpentry, ~66,900 (Sep 2020) 418,900 (Jan 2025)
plumbing)
Home-Based Manufacturing & Trade ~54 400 (Sep 2020) 417,800 (Jan 2025)
(e.g. food prep, market sales)
Information & Communication Tech ~7,500 (Sep 2020) 119,700 (Jan 2025)
(IT freelancing, digital content)

Sources: State Tax Committee data as reported by Kun.uz (Number of self-employed citizens exceeds 400 thousand in
Uzbekistan) (Self-employed population in Uzbekistan reaches 4.4 million with a 76.5% increase in 2024). 2020 figures are
cumulative registrations by Sept 2020; 2024-25 figures are total registered as of Jan 1, 2025.

4 Kun.uz, Number of self-employed citizens exceeds 400 thousand in Uzbekistan

5 Kun.uz, Self-employed population in Uzbekistan reaches 4.4 million with a 76.5% increase in 2024




As Table 1 illustrates, personal services constitute the largest segment of formalized
self-employment. By early 2025, over 1.9 million self-employed were working in household
and personal service trades—roughly 42% of all registered self-employed. This category
includes beauticians (hairdressers, manicurists), domestic services, repairmen, tailors,
and other home-based service providers. The very strong uptake here (from ~113 thou-
sand to over 1.9 million) reflects how many urban and rural service providers have come
forward to legalize their one-person businesses. The sector’s growth was extraordinary,
more than doubling (+104% year-on-year in 2024 alone). Clearly, reducing tax burdens to
near zero provided a powerful incentive for these informal service workers to formalize.

The agriculture sector—especially smallholder farmers and auxiliary agricultural
workers —is another major area impacted. Over 1.1 million self-employed are engaged in
agricultural activities as of 2025, making up about one-quarter of all formalized self-em-
ployed. Many rural residents who operate dehkan (small family) farms, raise livestock, or
work seasonally on household plots have registered to gain official status. This indicates
progress in formalizing rural informal labor, although it's noted that some small farmers
still remain informal if they do not register or pay social contributions. Nonetheless, the
data show a huge shift: in the initial months, about 87,000 self-employed were in agri-
culture, whereas now ten times that number are formally registered, aided by simplified
procedures and perhaps by government encouragement in rural areas.

Social services (educational tutoring, caregiving, home-based medical services, etc.)
also saw substantial formalization. About half a million self-employed now work in these
roles, up from ~74,000 in 2020. This has particular significance for women, as many tu-
tors, child-care providers, and home service workers are women who previously labored
informally. The formalization of social services suggests improved recognition and po-
tentially better earnings stability for those in these traditionally informal jobs.

A notable development was the formalization of the transportation sector, specifically
taxi and ride-hailing drivers. Initially, private passenger transport was not on the ap-
proved self-employment list in 2020. However, by September 1, 2022, Uzbekistan allowed
self-employed individuals to legally engage in passenger transport (taxi services). This
policy change led to an explosion in registrations: as of January 2025, over 707,000 taxi
drivers were registered as self-employed, with about 450,000 of those signing up in 2024
alone. By effectively legalizing freelance taxi work (and waiving standard taxi taxes/
licenses in favor of the simple self-employment regime), the government managed to
formalize a huge portion of what was an informal urban transport economy. The official
taxi market is now substantial—nearly 320 million rides in 2024 were recorded, as drivers
used the formal system and even processed 23.7% of payments via cards. This is a prime
example of how targeted inclusion of a previously informal occupation (ride-sharing) can
rapidly bring it into the formal economy’s fold.

Other sectors that showed significant formalization include industrial crafts and ser-
vices (skilled trades like woodworking, metalwork, appliance repair, etc.) with ~419,000
self-employed, and home-based manufacturing and petty trade (such as preparing
food items, sewing clothing for sale, or hawking goods at local markets) with ~418k
formalized participants. Even the IT and digital freelancing sector—though smaller in
absolute terms—grew notably under the self-employment scheme, reaching about 120k
registered tech freelancers by 2025. The 2020 resolution explicitly gave IT freelancers the



ability to receive foreign currency payments and work online under self-employed status,
which has incentivized young professionals in IT, design, and online content creation to
register rather than operate informally.

In sum, Uzbekistan’s informal economy has undergone a transformation: millions of
one-person businesses in services, agriculture, and other domains have entered the
tax and social security system via self-employment. The greatest impacts have been
seen in household services and agriculture, the backbone of the informal sector, as well
as new economy jobs like ride-hailing. These shifts are a positive sign that formalization
policies, if well-designed, can achieve broad uptake across diverse economic activities.

(d) Impacts by Gender and Region
i. Gender

The formalization of informal workers through self-employment appears to have ben-
efited both men and women, though men still constitute a slight majority of those
formalized. According to official statistics, about 58% of registered self-employed in-
dividuals were men and 42% were women (Kun.uz, 20253, Self-employed population
in Uzbekistan reaches 4.4 million with a 76.5% increase in 2024). This gender breakdown
is notable in context: women'’s labor force participation in Uzbekistan has traditionally
been much lower than men’s (for example, only around 27% of working-age women
were recorded as economically active in some recent estimates, compared to over 50%
of men). That women comprise 42% of the newly formal self-employed suggests the
program successfully reached a large number of women who were previously working
informally at home or in family businesses. In absolute terms, roughly 1.8 million women
have gained formal work status as self-employed, which is a significant step toward the
economic inclusion of women. Many of these female registrants are likely concentrated
in sectors like personal services (beauty, food preparation, tailoring) and social services
(tutoring, caregiving) which were explicitly covered by the self-employment regime and
traditionally have high female involvement.

It's also instructive to compare this with international experience: in Uruguay’s long-run-
ning monotax formalization scheme, about 57% of those formalized were women (ILO/
WIEGO, 2024), indicating that women often stand to benefit from formalization incentives.
Uzbekistan’s outcome (42% women) is slightly lower, but still a substantial improvement
over earlier times when women in informal work had no legal recognition (ILO, 2023).
Going forward, ensuring that even more women can take advantage of self-employment
status (through outreach, training, and perhaps adding more female-dominated occu-
pations to the allowed list) could further reduce gender disparities in the labor market.

Other global examples reinforce the value of gender-responsive formalization strategies.
In India, the Self-Employed Women's Association (SEWA), founded in 1972, organizes wom-
en informal workers, especially self-employed, into cooperatives and unions to improve
livelihoods and legal recognition. With over 3.2 million members, SEWA offers integrated
services such as microfinance, childcare, health insurance, and legal support, helping
many women transition from informal work to greater economic security (SEWA, n.d).

In Latin America, Brazil's constitutional reforms extended formal labor rights and social
protection to domestic workers, over 90% of whom are women (ILO, 2022). Peru’s licensing



campaigns have brought large numbers of female street vendors into municipal regu-
latory frameworks, providing access to public services and legal safeguards (ILO, 2019).
These cases underscore that simplification, legal guarantees, and attention to women's
unpaid care burdens are critical for inclusive formalization.

ii. Regional Uptake of Self-Employment Registration

The impact of self-employment formalization has varied across Uzbekistan’s regions,
largely correlating with population size and the prevalence of informal work. As of early
2025, the regions with the highest numbers of self-employed registrants are Samar-
kand, Tashkent, and Kashkadarya provinces. Samarkand region tops the list with over
526,000 self-employed residents, followed by Tashkent region (456,300) and Kashkadarya
(453,900) (Kun.uz, 2025b, Over 140,000 citizens registered as self-employed in January).
Other densely populated regions in the Ferghana Valley also show high participation - for
instance, Andijan has ~412,800, Fergana ~411,500, and Namangan ~409,200 self-employed
registered. By contrast, the capital Tashkent City, while economically dominant, ranks
only seventh with about 405,500 self-employed (Kun.uz, 2025b, Over 140,000 citizens
registered as self-employed in January).

This pattern suggests that formalization via self-employment has been particularly
impactful in regional towns and rural areas. Regions like Samarkand and Kashkadarya
have large rural populations where informal agriculture and trading were common—the
self-employment scheme gave those workers an avenue to register. Tashkent City's lower
ranking likely reflects its more formalized economy to begin with (many workers there
have formal jobs or operate formally registered businesses), as well as possibly higher
thresholds for informal workers (who might opt to register as full entrepreneurs to access
bigger opportunities). It is encouraging that every region has seen tens of thousands
of residents formalize; even the smallest provinces count in the hundreds of thousands
of self-employed. This broad geographic uptake implies that the policy was rolled out
nationwide effectively, without being limited to just the capital.

However, some regional disparities may need attention. The poorer or more remote
regions (for example, those not listed among the top) might have lower awareness or
less access to the digital registration tools. Continued monitoring of regional enroliment
rates and targeted promotion in lagging areas could help ensure more equal benefits of
formalization across the country. Additionally, the fact that Samarkand alone has over
half a million self-employed suggests local authorities there may have actively promoted
the scheme—sharing such best practices of local outreach with other regions could be
beneficial.

In summary, both women and men across all regions have taken up the self-employ-
ment status, though men and certain regions currently lead in numbers. The gender
gap among formalized self-employed (58% men vs 42% women) is narrower than the
overall gender gap in employment, indicating progress in women's inclusion. Regionally,
heavily populated provinces like Samarkand have emerged as leaders in informal sector
formalization, while ensuring uniform adoption in every region remains an ongoing task.



iii. Regional Formalization Initiatives

Uzbekistan has implemented a range of regional initiatives to reduce informal labor across
sectors like transportation, tourism, care, and agriculture. These initiatives complement
national legal reforms, such as the legalization of self-employment and simplified tax
regimes. The following sections outline regional examples and assess the effectiveness
of these measures.

Tashkent pioneered the formalization of taxi services in 2022,
when the government enabled drivers to register as self-employed via the national e-gov-
ernment portal (Kun.uz, 2022). This reform relaxed previously burdensome requirements,
such as vehicle age restrictions and licensing hurdles, making it easier for informal drivers
to transition into the formal economy. By 2024, over 113,500 self-employed drivers were
active on ride-hailing apps monthly, generating 9.7 billion UZS in taxes over just three
months (Yuz.uz, 2024).

The State Tax Committee also collaborated with ride-hailing platforms such as Yandex
Go, integrating them into the national tax system. These platformes, initially operating in
Tashkent, had expanded to 10 cities, including Samarkand, Andijan, and Nukus, by early
2024 (The Diplomat, 2024). Fiscal incentives were introduced to support compliance:
drivers earning less than 100 million UZS per year were exempted from income tax, fur-
ther incentivizing formalization.

In 2018, the Cabinet of Ministers launched a nationwide pro-
gram to legalize family guesthouses. Samarkand, Bukhara, and Khorezm regions (key
tourist destinations) were the first to benefit. The program included simplified certifi-
cation procedures, subsidized loans through commercial banks, and a fixed tax regime
(cbtuzbekistan.uz, 2018).

The number of registered guesthouses grew from zero in 2017 to over 2,365 by 2021, con-
tributing around 20,000 legal bed spaces (World Tourism Organization 2023). Notably,
many of these enterprises were established in rural areas, including Konigil village near
Samarkand. Local tourism clusters were developed to integrate accommodation with
crafts and food services under a formal business umbrella.

The National Agency for Social Protection (NASP) launched the INSON
project in 2024 with World Bank support. This initiative is establishing 50 Territorial Social
Service Centers across all regions, designed to provide care for 50,000 vulnerable individ-
uals and create 1,200 jobs for people with disabilities (World Bank, 2024). These centers
aim to professionalize caregiving, which had traditionally been informal and unpaid.

Uzbekistan's cotton sector underwent substantial reforms beginning
in 2017, aimed at eliminating forced labor and improving picker compensation. Picker
wages increased significantly, reaching an average of 1.54 million UZS for 21 days of work
in 2020. Monitoring by the International Labour Organization confirmed that 96% of the
2.6 million seasonal workers in 2020 were engaged voluntarily (ILO, 2021b). Regional
hokimiyats, particularly in the Fergana Valley and Karakalpakstan, implemented struc-
tured recruitment systems and trained local officials in fair labor practices. Contracts for
seasonal workers and pilot payment systems via bank cards were introduced. In Andijan,
rural cooperatives led by women received support to form legal entities and employ
workers under formal contracts. In Ellikkala district (Karakalpakstan), a 2022 farmer co-



operative was formally registered, although it later faced regulatory pushback favoring
clusters (Human Rights Watch Uzbekistan, 2023).

Led in integrating ride-hailing platforms into the tax system; incentiv-
ized drivers with exemptions and streamlined registration.
Focused on tourism-driven formalization; success
seen in legalizing family guesthouses and supporting tourism clusters.
Advanced fair recruitment practices in agriculture
and supported cooperative formation.
Pioneered family-based preschool and community care
centers, integrating informal care work into regulated structures.

Effectiveness and Remaining Gaps The regional initiatives benefited from simplified
procedures and targeted financial incentives. Effectiveness was most pronounced in
urban transport and tourism, with high compliance and tax revenue gains. In care and
agriculture, the shift toward formal employment is ongoing, with challenges related to
cultural norms, infrastructure gaps, and enforcement capacity.

(e) Social Protection Mechanisms for Self-Employed Workers

One of the core objectives of Uzbekistan's self-employment reform is to extend basic
social protection to informal workers, particularly pension coverage, which they previ-
ously lacked. Under the current scheme, registration as a self-employed person grants
access to certain elements of the national social security system, though in a more limited
form than for formal employees. The primary mechanism is the social tax, a flat annual
contribution (originally set at 50% of the Basic Calculation Amount, or BCA) paid by the
self-employed into the Pension Fund (Presidential Resolution No. PP-4742, 2020). Each
year of payment counts toward the contributor’s pensionable work record, enabling
them to qualify for old-age benefits (Kun.uz, 2025b, over 140,000 citizens registered as
self-employed in January). This represents a significant step forward for informal workers
who previously had no path to retirement security.

By 2022, over 256,700 self-employed individuals paid a combined UZS 65.35 billion in
social tax, evidence of new contributors entering the formal social insurance system
(Kun.uz, 2023a, Tax Code on self~-employed citizens may be amended). To encourage
early compliance, the government introduced incentives such as a 30% discount on the
annual social tax if paid within 10 days of registration. As of early 2025, the number of
registered self-employed individuals had risen sharply to more than 4.4 million, reflect-
ing a 76.5% increase in 2024 alone. However, despite the rapid growth in registrations,
contribution compliance remains low: the latest available figures still point to only a
small share (roughly 11% as of 2022) consistently paying the required social tax. While
official figures for 2024-2025 are unavailable, reports from various stakeholders indicate
that contribution levels have remained relatively low during this period. This gap poses
a serious risk to the scheme’s long-term impact, as individuals who register but do not
contribute remain ineligible for pensions.

Given the lack of enforcement mechanisms, there is no employer responsible for
withholding the tax, many self-employed individuals either delay or skip payments.



In response, the government has begun piloting automatic deduction mechanisms. For
example, digital platforms are now required to withhold taxes at source for high-earning
self-employed workers, such as ride-hailing drivers and couriers earning above UZS 100
million annually (Kun.uz, 2025c, Aggregators to pay taxes on behalf of self-employed taxi
drivers and couriers).

Beyond pensions, the self-employment regime does not currently provide access to
broader social insurance benefits such as unemployment protection, paid sick leave,
or maternity coverage. Unlike formal employees, self-employed workers lack employer
co-contributions, and the scheme does not yet include disability, accident, or health
insurance options. In contrast, some international models, such as Uruguay’s monotax,
allow self-employed workers to access expanded benefits in exchange for higher con-
tributions (ILO/WIEGO, 2024).

Some self-employed individuals voluntarily contribute above the minimum, either to en-
hance their own pension or to secure coverage for a spouse. Others benefit from newly
gained access to services previously unavailable in the informal economy. For instance,
being formally registered helps individuals apply for small business loans, entrepreneur-
ship support programs, and government grants. During the COVID-19 pandemic, the
government was able to more effectively extend financial relief to registered self-em-
ployed workers than to those operating entirely outside formal systems.

In summary, Uzbekistan's self-employment reform has succeeded in bringing millions
of previously informal workers into the formal registry, offering them a pathway to
pension coverage and basic legal recognition. This marks a major social policy advance.
However, without improvements in contribution compliance and broader benefit
coverage, there is a risk of entrenching a second-tier formality where self-employed
individuals are nominally registered but remain vulnerable.

(f) Enforcement and Compliance Challenges

Implementing a formalization reform of this scale inevitably comes with enforcement
and compliance challenges. While Uzbekistan’s self-employment initiative has been very
successful in raw numbers, several issues have emerged that require ongoing attention:

The self-employment system largely relies on
voluntary compliance—individuals are expected to register themselves and pay the
social tax on their own. Given the zero-income tax rate, monetary non-compliance
mainly involves failing to pay the social tax. As noted, a significant number of regis-
tered self-employed did not pay their contributions in full. Some may register just to
obtain the certificate (for legal recognition or to avoid penalties if checked) but then
remain economically inactive or under-report income. Since the system does not
demand regular income declarations for those under the threshold, a person could
register and then effectively “hide” considerable earnings. To combat this, the tax au-
thorities are developing digital tracking of transactions. For example, new systems to
track personal incomes (including via bank data or platform data) are being piloted
(Kun.uz, 2025¢, Aggregators to pay taxes on behalf of self-employed taxi drivers and
couriers earning over 100 million UZS). The recent rule that ride-sharing platforms must
withhold taxes for high-earning drivers is one approach to ensure those surpassing
the exemption threshold comply automatically. Expanding such third-party reporting
could improve compliance.




A key rule is that self-employed individuals
cannot hire others. However, enforcing this can be tricky on the ground. There is a
risk of businesses misclassifying workers as “self-employed” contractors to avoid
labor laws—a phenomenon seen in other countries’ gig economies. For instance, a
workshop could pressure its workers to each register as “self-employed” rather than be
employees, thus evading employment taxes and obligations. Uzbekistan's authorities
must remain vigilant through labor inspectors and community reporting to prevent
disguised employment relationships. The existence of over 4 million self-employed
should not come at the cost of undermining standard employer-employee jobs where
appropriate. So far, no major cases of abuse have been reported publicly, but this is
a known challenge from international experience. A potential mitigation measure
could be sharing inspections and inspection reports between NASP and STC.

There is an inherent tension in the simpli-
fied regime: it provides a comfortable ceiling (no taxes up to ~100m soum) that may
encourage micro-entrepreneurs to stay small. If a self-employed person’s business
grows, the jump to the regular tax system could be seen as burdensome, potential-
ly prompting them to split their business or under-report to remain under the cap
(UNDP, 2024). This can discourage expansion and job creation, as noted in analogous
“patent” regimes in other countries. In Uzbekistan, we see the government is aware
of this—the plan to reduce the list of permitted self-employment activities from 104
to 72 in 2026 (Kun.uz, 2025c, Aggregators to pay taxes on behalf of self-employed taxi
drivers and couriers earning over 100 million UZS) is likely intended to push some larger
operations into formal SME status. The challenge is to calibrate the system so that
it remains attractive for genuine own-account workers but does not become a tax
loophole or a trap that stunts business growth. Creating a graduated transition (e.g.
a slightly higher flat tax tier for those just over 100m soum before full taxation) might
alleviate the cliff effect.

In the initial phase, the sheer speed of registrations (with
minimal verification) means there could be phantom or duplicate registrations. For
example, an individual might register in one activity and later in another category.
Ensuring the database is clean and each person is counted once is an administra-
tive task. Also, the definition of “employed” in labor force surveys had to be updated
since previously many of these self-employed would have been considered informally
employed or even unemployed. There is some evidence that changes in definitions
affected informality statistics (UNDP, 2024). Transparent accounting of these formal-
ized workers in employment data is needed to measure true progress.

Despite millions formalizing, pockets of the informal
economy remain unaddressed. Not all informal work types made it to the allowed list
(initially things like passenger transport were omitted, later added). Some workers
may still not see the benefit of registering, especially if their incomes are extremely
low or irregular (e.g., casual day laborers). Additionally, informal wage employment
in formal enterprises is a different challenge—some companies might hire workers
off the books to avoid taxes, a practice not solved by the self-employment scheme.
(See analysis in Section IV below).



Uzbekistan has been proactive in addressing some of these challenges. The creation of
the Shadow Economy Analysis Department and the use of digital tools (QR code regis-
tration, database cross-checks, transaction monitoring) show a commitment to mod-
ernize enforcement. The government has also started tightening rules at the margins
for example, by mandating that once a self-employed person earns above a threshold,
they are transitioned to paying a turnover tax just like any registered sole proprietor.
And as noted, from 2025 aggregators (online platforms) must act as tax agents for their
gig workers beyond a certain income (Kun.uz, 2025c, Aggregators to pay taxes on behalf
of self-employed taxi drivers and couriers earning over 100 million UZS), which is an inno-
vative enforcement mechanism.

In conclusion, while compliance has been strong in terms of registration numbers,
ensuring sustained tax contribution and preventing abuse are the main challenges
ahead. Continuous refinement of the policy (as seen with recent amendments) and bol-
stering oversight capacity will be important to maintain the integrity of the formalization
drive. Overall, Uzbekistan’s experience so far demonstrates that simplifying formalization
can drastically reduce informality, but it must be accompanied by vigilant monitoring
to avoid creating new loopholes or leaving segments of workers behind in informality.

(g) Global Good Practices in Informal Sector Formalization

Uzbekistan’s approach to formalizing informal workers via a simplified self-employment
status is part of a broader global trend. Many countries have implemented similar schemes
to encourage informal micro-entrepreneurs to formalize, often by lowering taxes and
offering social benefits. Examining a few international best practice cases can shed light
on what works well and what pitfalls to avoid. Table 2 highlights three such examples
Brazil, Uruguay, and Russia each of which has relevance for Uzbekistan'’s policy.

Table 2. Comparative Examples of Informal Worker Formalization Schemes

Country Key Features of Scheme Outcomes and Impact

& Program

Brazil—*MEI" Mi- | Simplified Tax Regime (Simples | Over 2 million informal entrepreneurs

cro-Entrepreneur | Nacional): formalized in first 5 years. By 2014, ~4
(2009) (ILO, 2014) ; million MEls registered; by 2021, over 13
IBGE (2023) One-stop registration for individual | mjjlion. Significantly increased tax reve-

micro-entrepreneurs (MEI); very | nyes and social security coverage, while
low flat monthly tax (~R$50) cov- | the number of employees with formal
ering both tax and social security. | contracts also rose. A key to success was
Includes access to public pension, | that formalization offered tangible ben-
health care, and credit. efits (retirement, healthcare, business
opportunities) in exchange for a minimal
tax. Brazil's case shows that reducing
the cost of formalization and bundling it
with social protection can yield massive
uptake.




Country
& Program

Uruguay—Mono-
tax (Monotributo)
(2001, reformed
2007) (ILO/WIEGO,
2024)

Key Features of Scheme

Unified tax and social contribu-
tion for small informal businesses
(owners + up to 2-3 family workers).
Single monthly payment gives
access to pension, and via a Social
Monotax variant, to maternity and
health insurance for low-income
entrepreneurs. Gradual phase-in
of full contributions over 3 years.
Special focus on poor and women
entrepreneurs.

Outcomes and Impact

Informal employment fell from 43%
(2001) to 21.5% (2022) nationwide (), and
monotax is credited as a contributing
factor. Today ~40% of all own-account
workers are under Monotax. Notably,
57% of Monotax participants are wom-
en, indicating strong uptake by female
entrepreneurs. The scheme proved ef-
fective in extending social security to
tens of thousands of micro-businesses. A
challenge has been that Monotax creates
a somewhat lower tier of benefits, and
transitioning enterprises into the gen-
eral regime (with higher taxes) remains
difficult. Still, Uruguay’s long-term ex-
perience underscores the importance of
continuous refinement and the positive
impact of coupling formalization with
social inclusion.

Russia—Self-Em-
ployed “Profes-
sional Income
Tax” (2019) (Mos-
cow Times, 2022);
EEC, 2022)

App-based voluntary registration
for self-employed individuals earn-
ing under ~2.4 million RUB/year.
Tax rate is only 4% (on services to
individuals) or 6% (if serving com-
panies) on gross income. No fixed
fees, no paperwork—everything
is done via a mobile app (My Tax)
which generates receipts and
automates tax payments. No re-
quirement to pay into pension, but
option to contribute voluntarily to
state pension fund.

Rapid uptake: 4 million people registered
in the first three years. As of early 2022,
~7,000 new self-employed were signing
up daily. Many were in ride-sharing, deliv-
ery, freelancing and benefited from the
hassle-free system. The average user age
is 35, and gender split is 58% male / 42%
female, very similar to Uzbekistan's sta-
tistics. The program successfully brought
a large portion of the gig economy into
the tax net with minimal resistance. The
Russian case highlights the power of
digital solutions—a user-friendly app
and integration with platforms made
compliance almost effortless, which is
instructive for ongoing digital improve-
ments in Uzbekistan.

These examples provide valuable lessons:

Make Formalization Attractive: Brazil's and Uruguay’s experiences show that when
informal workers see clear benefits (health coverage, pension, access to formal markets)
and low costs, they are willing to formalize in large numbers. Uzbekistan’s policy of
zero income tax and a token social tax aligns with this principle, effectively removing
the “cost” barrier. To further this, Uzbekistan could consider additional benefits for
the self-employed (for instance, easier access to microcredit or training programs),
so that staying formal is linked with opportunities for growth.




Both Brazil and Uruguay managed to incorporate large numbers
of women through their schemes (Uruguay intentionally targeted women in its de-
sign). Uzbekistan's 42% women participation is a good start; learning from Uruguay’s
approach (e.g., outreach via social programs, tailoring schemes for home-based fe-
male businesses) could boost female formalization. This might include adding more
female-dominated occupations to the self-employed list or providing childcare support
for women entrepreneurs.

A common challenge (noted in Uruguay and relevant to Uz-
bekistan) is enabling businesses to “graduate” from the simplified regime to the
standard regime as they grow. If the gap is too wide, enterprises may linger in the
simplified system or under-report income. Brazil's multi-tier Simples Nacional and
Uruguay's gradual contribution increase offer models for a smoother transition. Uz-
bekistan’s recent policy to start taxing high-earning self-employed at 4% turnover tax
is essentially creating a bridge to the normal regime. Continuing to refine such tiered
arrangements (perhaps introducing an intermediate “micro enterprise” status between
self-employed and full SME) could sustain business growth without encouraging a
slide back into informality.

Russia’'s success underscores the importance of technology. Uz-
bekistan has already utilized mobile apps and e-government portals for registration
and reporting. Continuing to innovate, such as integration of payment systems, auto-
mated tax calculation, and real-time data analytics, will make compliance easier for
self-employed workers. Uzbekistan could also explore partnerships with gig economy
platforms, as Russia did, to auto-enroll service providers. The use of a QR code for each
self-employed (already implemented) could be expanded so that clients can verify
a worker's status and perhaps even pay them digitally through the tax app, leaving
a transaction trail.

Formalization works best as part of a broader strategy. Brazil's case
involved not just a new tax regime but also labor inspections, business development
services, and campaigns to change norms. Similarly, Uzbekistan may amplify the im-
pact by coupling the self-employment scheme with other reforms—e.g., simplifying
small business licensing, strengthening labor rights enforcement in formal firms,
and improving education and skill development to increase formal job opportunities.
The end goal is not just to count more formal workers, but to improve job quality and
productivity.

In essence, global best practices affirm Uzbekistan’s general approach (simplification,
incentives, social inclusion), and also provide a roadmap for sustainable formalization
one that continuously adapts as the economy matures. They also caution that formal-
ization is an ongoing process: policies need updates, and there must be pathways for
micro-enterprises to evolve.



IV. Informal Employment in Formal
Enterprises in Uzbekistan

Uzbekistan’s labor market is characterized by a high overall rate of informality, even within
the formal enterprise sector. As of 2020, roughly 13.54 million people were employed in
Uzbekistan, but only 5.7 million held official (formal) jobs, about 8 million workers (nearly
60%) were engaged informally (UzReport.news, 2020). These informal workers include
not only those in unregistered businesses, but also many employed inside formal firms
without proper contracts or social benefits. This section begins by presenting the key
findings of the 2025 UNDP/CERR Survey on employers and informal employees, offer-
ing insights into the scale and nature of informality across different enterprise types.
It then proceeds to an in-depth examination of three critical sectors (construction, retail
trade, and agriculture) which together account for a substantial proportion of informal
employment. These sectors are analyzed to illustrate prevalent informal labor practices
and highlight structural patterns that sustain informality in Uzbekistan’s labor market.

(a) Findings from the UNDP/CERR Survey of Employers (2025)

1. Business Landscape and Informality Structure

The survey covered 481 enterprises, which were overwhelmingly small and legally reg-
istered: 86% operate as LLCs or private entities, with 47.6% employing just 2-3 workers.
Despite this formality, the prevalence of informal practices remains high. Informality
is not confined to unregistered entities, but thrives within micro-enterprises in formal
sectors such as trade, services, and construction, echoing patterns identified in the in-
formal employment within formal firms analysis.

Main Sectors of Employer Survey Respondents Firm Size Distribution
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The limited participation of women (36.6% of firms employ none) further aligns with the
broader gender disparity in informal employment, also highlighted in the employee and
self-employed surveys. This demonstrates that micro-enterprises are not only informally
operated but often exclude women from wage-earning roles altogether.



2. Informal Hiring: Motivations and Practices

A significant minority of employers (22.25%) openly admit to hiring informal workers.
While the numbers per firm remain low (1-2 workers per enterprise), this still suggests
pervasive underreporting and misuse of informal arrangements across the economy.

Reason for Hiring Informally

Lower Costs

Flexibility
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The rationale behind informality is primarily economic not regulatory. Employers cite cost
reduction (48.6%), flexibility (43%), and ease of termination (35.5%) as top drivers. Legal
complexity or lack of awareness play a marginal role, challenging the assumption that
informality is driven by confusion or bureaucracy. This corroborates findings from the
self-employed survey, where registration was largely perceived as easy and beneficial.

3. Wage, Payment, and Transparency Practices

The survey confirms mixed and semi-formal wage practices. While 72% of firms primarily
use card payments, 26% still rely on cash, and 20% split wages between digital and infor-
mal channels demonstrating how digital compliance often masks persistent informality.

Importantly, 56% of employers say informal and formal workers earn the same, while
41% admit formal workers earn significantly more. This suggests that formalization may
come with tangible wage premiums, but also reflects selective underpayment of infor-
mal staff who lack bargaining power and protections.

While 82% of employers claim to pay 100% of wages officially, only 74% report wage
increases in the past two years, pointing to stagnation among a significant minority of
workers, many of whom may be informal.

4. Recruitment and Seasonal Labor Practices

Seasonal work is common but rarely formalized: of the 20.4% of firms that hire seasonally,
73.5% do not formalize these workers. Informal recruitment channels dominate: worker
referrals (49%) and brigadiers/team leaders (39%) vastly outweigh use of public employ-
ment services (<10%). These findings align with both the employee and self-employed
surveys, which note reliance on personal networks and word-of-mouth as primary job
channels.



5. Job Quality and Social Protections

The survey confirms that working conditions in micro-enterprises remain poor. Few firms
offer basic facilities like rest zones (28%) or medical support, and fewer than 10% provide
maternity leave or paid sick days. Only 30% offer paid annual leave, and just 20-25% give
bonuses or financial assistance.

Job Quality Provisions Offered
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These gaps mirror the vulnerabilities highlighted by employees and self-employed re-
spondents, particularly for women and rural workers. Despite legal registration, many
micro-enterprises operate as de facto informal employers when it comes to labor standards.

6. Employer Attitudes and Awareness

While 60% of employers are aware of recent reforms (e.g., tax cuts), only 26% report re-
ceiving social tax refunds. Notably, 44.5% are unaware of legal consequences for informal
hiring. This low compliance awareness, despite overall high bank trust and digital literacy,
points to weak enforcement, rather than incapacity or resistance.

Responsibility attribution is split: 57% accept that employers contribute to pension gaps
among informal workers, but 40% deny responsibility altogether, mirroring ambivalence
observed among employers in other regions with weak labor enforcement mechanisms.

7. Reform Preferences and Policy Attitudes
The strongest support is for tangible, financial incentives:

e  69.4% of employers want lower taxes;

e 46% favor lower social contributions;

e Only 18-20% support administrative simplification, training, or legal assistance.
This pragmatism echoes the behavior of self-employed individuals, who are driven pri-
marily by access to finance and social protection. Both groups show little appetite for

bureaucratic outreach or capacity-building unless accompanied by direct economic
benefit.



(b) Findings from the UNDP/CERR Survey (2025)
of Informal Employees
1. Demographic and Sectoral Profile: Who Are Informal Workers?

The survey covered 2,008 respondents. The demographic profile of respondents confirms
the dual social and economic vulnerability of informal workers:

¢ Gendered labor segmentation: 70% of respondents were men, many engaged
in construction and transport, while women dominate in lower-visibility service
work, as shown in the self-employed survey.

« Limited education: 88% had only secondary or vocational education, echoing the
skills mismatch highlighted in the broader report.

 Regional representation: High informality regions like Kashkadarya, Fergana,
and Andijan were prominently represented, reinforcing geographic disparities in
access to formal employment.

By sector, construction (27%) and trade/hospitality (20%) dominate, mirroring both the
employer survey (Where 60% of firms were in these sectors) and the self-employed sur-
vey (which found high concentrations in services and agriculture). Informal workers are
most often found in labor-intensive, low-barrier sectors where informality is the default
rather than the exception.

2. Earnings and Working Conditions: Widespread Vulnerability

Informal employees face precarious working conditions, despite many viewing their
jobs as “stable™

o 84% earn less than 6 million UZS/month, placing them near or below subsistence
levels.

e« Cash payments dominate (91%), aligning with the employer survey (85%) and
the self-employed survey (83%) a clear sign of informality in wage administration.

e Protections are minimal: 83% receive no paid leave, 80% no pension contributions,
and 73% work without safety protocols. Employers confirmed in their own survey
that such provisions are rarely offered due to financial or capacity constraints.
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This precariousness reinforces the finding from the broader report that informal em-
ployment in Uzbekistan provides income but lacks essential elements of decent work:
security, dignity, and opportunity for mobility.

3. Motivations and Perceived Benefits: Necessity Over Choice
Most informal employees engage in such work due to necessity:
e 58% cite lack of formal job opportunities.
e 48% mention qualification gaps.

¢ Only14% mention tax avoidance, disputing the notion that informal work is driven
by a desire to escape regulation.

Main Motivations for Informal Employment
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While some appreciate flexible hours or higher perceived earnings, more than half (55%)
say they would formalize if viable options existed corroborating the self-employed and
employer survey findings. Informality is often a stopgap, not a preference.

4. Barriers to Formalization: Structural, Not Procedural

Consistent with the self-employed and employer surveys, the employee survey reveals
that:

e« Complexity and cost of formalization are not major barriers.

¢ Instead, lack of formal job openings (44%), employer unwillingness (19%), and
skills deficits (20%) are primary impediments. This underlines the need to invest
in job creation, skills upgrading, and employer incentives, rather than focusing
solely on administrative simplification.

5. The Role of the State: What Informal Workers Need

Workers identified six key state interventions to support formalization:
e Registration and job matching support (41%)
e Training and skills development (37%)

¢ Financial incentives (38%)



e Information and outreach (34%)
e Legalaid (33%)
e Access to social protection (25%)

These align closely with employer priorities (tax relief, payroll subsidies) and self-em-
ployed demands (access to finance and social protection). Across all three groups, there
is a strong demand for state-facilitated pathways to formality not coercive enforcement.

(c) Informal Arrangements in the Construction Sector
i. Extent of Informality

Construction is widely recognized as one of the most informality-prone industries in
Uzbekistan. According to one analysis, about 14% of all informal workers in Uzbekistan
were in construction making it, alongside trade, a top contributor to informal employment
(Karimova 2025). Perhaps most strikingly, a survey of formal construction firms revealed
severe under-reporting of employees: out of some 27,000 registered construction com-
panies, 41% (around 11,000 firms) claimed to have only one official employee on their
payroll (Karimova 2025). This suggests that the vast majority of their actual workforce is
kept off the books. In other words, many formal construction enterprises are essentially
shell entities with one legally registered staff member (often the owner or manager), while
all other builders, craftsmen, and laborers are informally employed with no contract or
tax record. This practice contributes to the millions of workers nationwide who receive
wages informally without any tax or social insurance contributions (Karimova 2025).

ii. Common Informal Practices

Informal employment in construction typically takes the form of short-term or casual
labor arrangements. It is common for companies or individual foremen to hire day la-
borers (locally known as “mardikor” workers) for construction projects, paying them
in cash with no written contract. Until recently, regulations made it difficult for small
contractors or independent tradesmen to operate formally, so many skilled tradespeo-
ple (masons, painters, carpenters, etc.) worked unofficially. For example, prior to 2023,
a bricklayer or painter could not easily register as a sole proprietor to offer services to
clients, so they often worked informally for cash. In September 2022, the government
acknowledged “thousands of Uzbeks” were illegally performing basic construction
and repair work (like concrete pouring, plastering, and tiling) under the radar of the
law (Podrobno, 2022). Employers in the sector often avoid standard labor contracts, in-
stead using verbal agreements or “service” contracts that evade labor law. Wages may
be partly undeclared (“envelope wages”), where a worker is officially paid a minimum
amount and the rest off-the-record, to reduce payroll tax. The subcontracting chain in
large construction projects also enables informality—a formal general contractor may
outsource to smaller crews or individuals who are not registered employees. This results
in widespread undocumented work: workers lack official job titles, social security, and
protections despite working on sites owned by formal firms.



iii. Regulatory Gaps & Enforcement

Several factors enabled persistent informality in construction. Historically, labor inspec-
tion in construction was weak—decentralized work sites and the transient nature of jobs
made detection of unregistered workers difficult. Until recently, the legal framework
itself had gaps: there was no clear mechanism for sole traders in construction to formal-
ize, and formal firms faced onerous hiring costs, incentivizing off-book labor. In 2019, the
government moved to reduce disincentives by cutting payroll taxes (e.g. introducing a
flat 12% income tax and lowering employer social contributions) (World Bank 2020c),
aiming to encourage formal hiring.

A major reform came into force on Jan 1, 2023, allowing individuals to register as self-em-
ployed builders and perform small construction jobs legally (Podrobno, 2022). Under
this reform, an individual entrepreneur can do basic construction/repair work (masonry,
painting, carpentry, etc.) and even be contracted by larger construction companies
(Podrobno, 2022). Formal construction firms are now permitted to hire these registered
sole proprietors on a contractual basis for specific tasks, which helps bring previously
informal day labor into the legal realm. Additionally, a sole proprietor in construction
is allowed to hire up to five workers officially (Podrobno, 2022), creating a pathway for
small crews to formalize. These measures address a key gap by legalizing forms of work
that were happening anyway.

Nonetheless, enforcement challenges remain. The Labor Inspectorate must oversee
thousands of small construction sites and companies—a daunting task with limited in-
spectors. Prior to reforms, 41% of construction firms reporting only one employee was a
clear indicator that enforcement was not catching massive non-compliance (Karimova
2025). Improved coordination between the tax authorities and labor authorities is needed
to flag companies with suspiciously low staff. The government’s new approach—incen-
tivizing formalization (through tax subsidies and even equipment grants for those who
formalize three or more workers (Podrobno, 2022)—shows an understanding that pure
crackdowns were insufficient. Early signs indicate more previously informal builders
are registering but ensuring that on-site every worker wears a legal status (not just a
hardhat) will require sustained inspection and awareness efforts.

(d) Informal Arrangements in the Trade Sector
i. Extent of Informality

The retail and wholesale trade sector in Uzbekistan also harbors extensive informal
employment, largely due to the prevalence of micro-businesses and family enterprises.
Trade (commerce) accounts for roughly 14% of all informal employment in the country,
on par with construction (Karimova 2025). Official statements frequently single out trade
as a sector with a high share of unreported economic activity (Karimova 2025). This is
unsurprising given the structure of the retail sector: it ranges from bazaars and small
neighborhood shops to larger stores—but a significant portion are small, privately-owned
outlets where formal hiring practices are often ignored.

An ILO country study noted that in the private sector overall (which is dominated by
services and trade), 61% of women and 73% of men employees lacked social security
coverage in 2018 (ILO 2021): In practice, lacking social security means these workers



were not officially registered—a strong indicator of informality even within ostensibly
“formal” private businesses. The trade sector’s informality is also intertwined with the
shadow economy of services; many trading businesses operate at the edge of legality,
with partial reporting of sales and staff.

ii. Common Informal Practices

A typical scenario in retail is a small shop or market stall that is legally registered to
one individual (the owner/proprietor) but relies on several helpers or salesclerks who are
never formally hired. These workers might be family members or unrelated employees
paid in cash. Such shops rarely issue formal labor contracts to their staff. As a result,
employees do not appear on any official payroll - mirroring the “one employee compa-
ny” phenomenon seen in construction. Uzbek media reports have described numerous
informal entrepreneurial activities in the retail/services domain: for instance, individuals
engaging in home-based retail trade without registration, or running unlicensed stalls,
are commonplace (Kun.uz, 2018). The Respublika Labor Research Center found that peo-
ple were engaging in activities like selling goods from home, operating informal repair
shops, or running unregistered market stands as a means of livelihood (Kun.uz, 2018).
All these are examples of trade-related work occurring outside the formal framework.

In formal retail enterprises (e.g. a registered store or chain), informal practices include
“envelope wages"” (paying part of the salary off the record to reduce taxes) and abuse
of temporary or part-time designations. It is not unusual for a business to officially list
an employee as working half-time at minimum wage, but then have them actually work
full-time for additional pay given under the table. Some companies also use civil-law
contracts (for services) in lieu of proper labor contracts, thereby avoiding obligations like
social insurance. Contract avoidance is thus a key informal practice—employers prefer
not to sign standard employment agreements with shop assistants, loaders, or seasonal
salespeople. In bazaars (traditional markets), many vendors rent their stalls from the ba-
zaar administration and are classified as “individual entrepreneurs” themselves, which
means any helpers they bring (often relatives) are simply not registered at all. This leads
to a large number of undocumented workers in retail trade.

iii. Regulatory Gaps & Enforcement

The persistence of informality in Uzbekistan’s retail sector has been facilitated by reg-
ulatory gaps and historically burdensome procedures for business registration. For
years, launching a formal enterprise in trade entailed high taxes and strict licensing
requirements, which discouraged compliance and pushed many micro-entrepreneurs
into informality. Tax reforms initiated in 2019 sought to reverse this trend by lowering
barriers to formalization. Notably, a unified 4% social tax for individual entrepreneurs
was introduced, and many petty traders became eligible to operate under a simplified
patent (fixed tax) system (Podrobno, 2022).-These reforms aim to support the legalization
of activities by bazaar merchants and small shop owners, as well as the formalization of
their workforce.

In parallel, Uzbekistan introduced an online registration mechanism in 2020 for self-em-
ployed persons across dozens of occupational categories. Registration is low-cost and
streamlined, and by the mid-2020s, hundreds of thousands including traders and artisans,
had obtained legal self-employed status and tax identification numbers. While this has



legitimized many informal operators, the mechanism primarily applies to solo workers
and does not extend to employees within larger retail establishments.

Oversight of the retail sector is distributed among the State Tax Committee and local
authorities (responsible for business registration), and the Labor Inspectorate (tasked
with employment compliance). A significant implementation challenge lies in the sheer
volume of micro-enterprises scattered nationwide. Labor inspectors face limited capacity
to monitor employment conditions across every small outlet (as there are only around
300 labour inspectors). Compounding this, many retail workers themselves prefer in-
formal arrangements due to the appeal of higher take-home pay untaxed and without
deductions, or the perceived risk of job loss if they insist on formalization.

To incentivize formal hiring, a targeted measure was piloted in the food service sector,
offering employers a substantially reduced social tax rate of 1% for formally registering
waitresses. However, this initiative reportedly had little effect on hiring behavior and
failed to substantially reduce informality in a sector already known for its cash-based
operations, high turnover, and weak enforcement mechanisms. These structural features
likely outweighed the benefits of the tax incentive.

Regulatory gaps have also hindered enforcement. Until the adoption of the new Labor
Code in 2023, there were no explicit legal provisions covering gig-like or ultra-short-term
employment, such as weekend-only shop assistants. The updated legislation is now
gradually adapting to these realities, introducing allowances for part-time contracts
and potentially simplifying rules for seasonal hiring (e.g., for holiday markets). Still, these
changes are nascent. The government’s 2022-2026 national strategy to combat infor-
mality (outlined in Presidential Decree PQ-366 of August 30, 2022) specifically identifies
informality in the trade sector as a priority issue.

Public outreach has been deployed as part of this strategy, including media campaigns
highlighting the risks of informal employment to encourage both employers and work-
ers to transition into formal arrangements. Nonetheless, meaningful change hinges on
enhanced enforcement, particularly in urban markets and shopping centers.

A notable step in this direction was the May 1, 2025, Presidential Decree granting tax in-
spectors broader authority to identify informal workers based on four indicators: absence
of formal employment contracts, use of off-the-books cash payments, inconsistencies
in declared employee records, and non-payment of mandatory social tax contributions.
While the decree’s full text has not been publicly disclosed, this shift is expected to bol-
ster enforcement efforts significantly (Joint SDG Fund, 2025).

Penalties for employing unregistered workers have been toughened, though consistent
enforcement remains a persistent challenge. In summary, Uzbekistan has made com-
mendable strides toward facilitating formal business operations in the retail sector. Yet,
transforming long-standing informal practices embedded in the bazaar economy into
sustained formal employment relationships will require sustained enforcement, regu-
latory refinement, and behavioral change across both employers and workers.



(e) Informal Arrangements in the Agriculture Sector
i. Extent of Informality

Agriculture is traditionally the sector with the largest number of workers in Uzbekistan,
and it also has the highest informality rate. In 2018, over 26% of all jobs in Uzbekistan
were in agriculture, and these were mainly in the informal economy (ILO, 2020). In fact,
agriculture, forestry and fishing together account for the single biggest share of informal
employment in the country—about 34% of all informal workers are in these rural sec-
tors (Karimova 2025). Put differently, a majority of agricultural workers are not formally
registered.

Various estimates indicate that upwards of 80-90% of agricultural employment is in-
formal, consisting of family labor, seasonal workers, and smallholders who do not have
formal employment status (ILO, UNICEF, World Bank 2020; UNDP, 2024). The ILO has
noted that most dehgan farms (small household farms in Uzbekistan) are informal by
nature, as they are not registered as legal entities nor do they pay into state social in-
surance (ILO, UNICEF, World Bank 2020). Thus, although agriculture is a “formal” sector
of the economy, much of its labor force works outside any formal firm or contract (or
within nominally formal farms but without formal hiring). Moreover, it is estimated that
nearly two-thirds of the gross domestic product (GDP) in the agriculture, forestry, and
fishing sectors originates from shadow economic activities, which include unregistered
and informal employment (Eurasianet, 2025).

ii. Common Informal Practices

The nature of agricultural work—seasonal, task-based, and often family-run—lends it-
self to informal arrangements. A prevalent form of informal labor is seasonal field work.
During planting and harvest times, larger farms and agribusinesses engage hordes of
seasonal workers (for picking cotton, fruits, vegetables, etc.) without formal contracts.
These laborers might be paid a piece-rate (e.g. per kilogram of crop harvested) or a daily
wage in cash. Their employment is temporary (lasting a few weeks or months) and usu-
ally undocumented. The UNDP notes that in agriculture, informality is mainly associated
with seasonal work, and seasonal farm workers are a particularly vulnerable group.®
They typically have no written agreement, no social protection, and can be subject to
exploitation (long hours, below-minimum wages) with little recourse.

Another common practice is reliance on unpaid family labor on small farms. Many rural
households cultivate land (cotton, wheat, horticulture, livestock) under family arrange-
ments. Family members (including women and children in some cases) work on the
farm without any formal employment relationship—their labor is not registered, and
they are not counted as employees. This is culturally normal in rural areas but means
a significant portion of agricultural work goes unrecorded. Even in larger formal farms
(e.g.commercial farms or former state farms now operating as cooperatives), it has been
reported that managers keep only a fraction of workers on official payroll and bring on
additional hands informally during peak seasons.

Forms of contract evasion are also present. For example, some farms use informal agree-
ments with local labor recruiters or brigade leaders who supply workers for harvesting;

6 https://www.undp.org/sites/g/files/zskgke326/files/2024-07/report_-_ii_-_informality - 22072024 - final iii.
pdfff:~text=Within%20agriculture%2C%20informality%20is%20mainly,policy%20and%20programme%20work%20should




these workers are not entered into any official records. In past decades, the cotton sector
infamously relied on mobilized labor (including forced and child labor), which operated
outside standard employment law. While Uzbekistan has made strides in ending forced
labor in cotton, the replacement has partly been market-driven informal labor—now
farmers hire pickers, but often still informally. There are also cases of “under the table”
land rentals and sharecropping: an official farm enterprise might informally subcon-
tract a piece of land to an individual to farm, rather than hiring them, blurring the lines
between self-employment and employment. These practices result in widespread in-
formal agricultural employment, where workers have no contracts, no pensions, and
often are paid in cash or in-kind (such as a share of the crop).

iii. Regulatory Gaps & Enforcement

The agricultural sector historically had a lack of legal frameworks for short-term and
seasonal labor, contributing to informality. Uzbekistan’s labor code did not explicitly cater
to seasonal agricultural work until recent reforms. This gap meant that farms had little
choice but to use informal labor for seasonal peaks, as hiring someone formally (even
for a month) incurred the same paperwork and taxes as a year-round hire.

Recognizing this, the government in 2022 announced specific measures to formalize
agricultural labor. One resolution instructed the Ministry of Agriculture and Ministry of
Employment to develop a mechanism for seasonal labor contracts in agriculture, with
durations as short as 7 days and up to 11 months (Presidential Decree PQ-366 (30 Aug
2022)). The idea is to allow farms to sign a simple short-term contract with a picker or
farmworker for the season, and to register that worker as temporarily employed.

To incentivize this, the authorities also contemplated reduced social tax rates for sea-
sonal agricultural workers and even organizing labor brigades that can be officially
registered (Presidential Decree PQ-366 (30 Aug 2022)). As of 2025, these changes have
started taking effect: farms can legally hire seasonal workers and pay a proportionally
smaller social insurance contribution for them. This directly addresses a key regulatory
gap that kept many farm workers informal. However, stakeholder consultations indicate
that legal awareness remains low and 7-day contracts, although legal, are underutilized
due to mistrust.

Another area of reform is the formalization of dehgan farmers. Since dehgan (smallholder)
farms produce a large share of agri-output, the government has encouraged their legal
registration or integration into cooperatives. However, many dehgan farmers remain
essentially self-employed and do not contribute to formal employment statistics. En-
forcement in rural areas is also difficult: Labor inspectors rarely visit farms, and many
rural workers may not even know their labor rights.

The government’s informality reduction plan (2023-2026) targets agriculture as a prior-
ity, calling for publicizing positive examples of farms that have legalized their workers
(Presidential Decree PQ-366 (30 Aug 2022)).

One innovative approach is the creation of “daily laborer centers” in villages (Kun.uz
reported plans for such centers) to register day-workers and connect them to employers
formally ((Presidential Decree PQ-366 (30 Aug 2022)). This could help capture casual farm
labor in official records. Additionally, since a lot of rural labor migration occurs (people
leaving to work abroad rather than work informally at home), Uzbekistan is working



on bilateral agreements to recognize overseas work periods for pension—indirectly
encouraging people to formalize either at home or abroad (Presidential Decree PQ-366
(30 Aug 2022)).

Despite these efforts, enforcement of labor standards in agriculture is in its infancy.
The labor inspectorate has only recently begun to monitor farms, historically focusing
more on industrial enterprises. Also, many agricultural informal workers do not see
immediate benefit in formalization, given that informal arrangements are long-stand-
ing and culturally accepted (especially within families). The challenge for regulators is
balancing the flexibility needed in farming with the protections of formal employment.

As noted by the ILO, ensuring legal and social protection for all categories of workers,
including rural and agricultural workers, is critical (ILO 2018). Uzbekistan's ongoing
agricultural reforms (such as the Strategy for Agriculture Development 2020-2030)
acknowledge that raising productivity and incomes in agriculture will require bringing
workers into the formal system. This includes extending labor rights and safety nets
(like injury compensation, which informal farm workers now lack) to those currently
toiling informally. Over the next few years, success in the agricultural sector will heav-
ily depend on how well the new seasonal contract mechanisms are implemented and
whether farmers comply. Improved data collection (through labor force surveys) is also
key—the State Statistics Committee has begun to measure informal employment more
systematically, which will help track progress.

(f) Conclusion and Key Insights

Across construction, retail, and agriculture in Uzbekistan, informal employment within
formal enterprises remains a significant issue, though the dynamics vary by sector. Es-
timates suggest that a majority of construction and agriculture workers, and a large
share of retail workers, are informally employed—either working for formal firms
without proper documentation or in unregistered micro-enterprises. In all three sectors,
informal workers often outnumber formal ones, exemplified by data like the 41% of
construction firms with only one declared employee or the 73% of private-sector men
without social security.

Qualitatively, several common threads emerge: employers often avoid formal contracts
to save on taxes or due to rigid regulations, resulting in widespread undocumented labor
(daily hires, family help, etc.). Practices such as paying wages off the books, under-re-
porting staff, and using loopholes (e.g. civil contracts or part-time status as a guise) are
prevalent in formal businesses. In construction, this translates to day labor and bogus
headcounts; in retail, to family-run shops with no contracts; in agriculture, to seasonal
hiring with a handshake rather than a contract. These informal arrangements leave
workers without legal protections—no pension accrual, no health or injury insurance,
no paid leave—and undermine labor rights.

The 2025 UNDP/CERR Survey reveals that employers predominantly engage informal
workers due to economic considerations rather than regulatory ambiguity. Key moti-
vations include reducing labor costs (49%), maintaining workforce flexibility (43%), and
simplifying termination procedures (36%). In contrast, regulatory uncertainty ranks sig-
nificantly lower as a factor. Job quality for informal workers remains notably poor: only



30% of employers provide any form of paid leave or medical support, and a mere 10%
offer maternity or sick leave. Additionally, 44.5% of surveyed employers are unaware of
existing penalties for informal hiring.

Findings from the employee survey present a stark counterpart. Informal workers face
pervasive precarity and low compensation: Social protections are minimal—80% lack any
form of pension coverage, and 73% work in environments with no occupational safety
standards. Their participation in informal employment is primarily driven by necessity:
58% cite the absence of formal job opportunities, while only 14% indicate tax avoidance
as a motivating factor. 91% are paid exclusively in cash.

Regulatory gaps historically contributed to these practices. Until recently, Uzbekistan
lacked tailored legal instruments for flexible work (short-term jobs, seasonal work,
independent contractors), effectively pushing such work into the informal sphere.
Enforcement challenges from under-resourced labor inspections to difficulty monitor-
ing dispersed worksites, further allowed informal employment to persist with little con-
sequence. However, both the government and international partners (ILO, World Bank,
UNDP) have identified these issues and initiated responses. New policies (2019-2023)
have been geared toward facilitating transition to formality: simplifying tax and business
registration, introducing seasonal and self-employment statuses, and strengthening
the labor code to cover non-standard workers. For example, Presidential Decree PQ-366
(Aug 2022) specifically aims to reduce the informal employment share by legalizing
work in high-informality sectors like agriculture and construction.

Going forward, bridging the gap between policy and practice will be crucial. Uzbekistan's
own targets are to cut the informal employment rate from an estimated ~40% in 2022
to 30% by 2026 ((Presidential Decree PQ-366 (30 Aug 2022)). Achieving this will require
continued focus on these key sectors. In construction, enforcing that companies register
their true workforce (and extending social security to construction crews) is a priority;
the allowance for individual contractors is a positive step (Podrobno, 2022). In Wretail,
fostering an environment where small traders prefer to be formal through microcre-
dit, simplified licensing, and market facilities for registered businesses, can gradually
diminish the bazaar informality culture. And in agriculture, formalizing seasonal labor
and supporting small farmers to register (perhaps via cooperatives) will integrate more
rural workers into the formal economy.



V. Formal vs Informal Financial Systems
in Uzbekistan: Impact on the Informal Economy

Uzbekistan’s economy features a large informal sector, and the ways people transact
whether through formal bank accounts or informal means like cash and peer-to-peer
(P2P) payments, play a significant role in sustaining this shadow economy. In 2019, an
estimated 59% of all employed people in Uzbekistan were working informally (Visa, 2023)).
Low financial inclusion and heavy reliance on cash have historically made transactions
opaque and hard to tax. Over the past decade, however, Uzbekistan has embarked on
reforms to expand formal financial access and promote cashless payments. This section
analyzes recent (2015-2025) data on formal account ownership and usage (including
disparities by gender and region), the prevalence of P2P and cash transactions, and
how these trends influence informal economic activity. It then provides evidence-based
recommendations, drawing on global best practices (from Central Asia and the broader
Global South) for increasing formal financial inclusion and curbing the use of cash/P2P
channels in the informal economy.

(a) Financial Inclusion and Bank Account Ownership in Uzbekistan

Formal financial inclusion in Uzbekistan has improved
markedly in the last 10 years. The share of adults with a bank account nearly doubled
from about 23% in 2011 to 44% in 2021 (Visa, 2023); (IFC, 2020). Growth has accelerated
since the late 2010s: Uzbekistan’s financial reforms after 2017 catalyzed a surge in ac-
count access. According to World Bank Global Findex data, 44% of Uzbek adults had an
account as of 2021 (Visa, 2023). This represents substantial progress, yet still lags behind
the Europe and Central Asia (ECA) regional average (World Bank, 2022b). By 2022, banks
had opened over 30 million individual accounts (in a country of ~20 million adults) (Visa,
2023). In parallel, the number of debit cards in circulation jumped from 16 million in 2016
to 34.2 million by the end of 2022 (Visa, 2023)—indicating many people hold multiple
cards, often linked to salary accounts.

The gender disparity in account ownership, while present, is relatively
modest by global standards. In 2021, about 39% of women in Uzbekistan had an account,
compared to roughly 50% of men (Visa, 2023). This ~10 percentage-point gap has nar-
rowed in recent years. Survey data from 2020 likewise found a “fairly low" gender gap,
with female account ownership only slightly behind males (IFC, 2020). Uzbek women'’s
access to mobile phones (62% vs 77% of men) and lower workforce participation con-
tribute to the gap (Visa, 2023). Still, continued efforts are needed to ensure women are
not left behind in the push for financial inclusion.

Financial inclusion varies dramatically by region and urbanization.
Urban residents are far more likely to use formal financial services than rural residents.
Around 43% of adults in urban areas have a bank or mobile money account, versus only
27% in rural areas (IFC, 2020). The distribution of financial access points is heavily skewed
toward cities (World Bank, 2022), making it harder for rural populations to open or use
accounts. Table 3 summarizes account ownership by gender and region, highlighting
the stark contrasts across Uzbekistan's population.



Table 3. Bank Account Ownership in Uzbekistan (Share of Adults with an Account) (IFC, 2020;
Visa, 2023)

Category Account Ownership Rate (%)
National Average (2021) 44%
Women (2021) 39%

Men (2021) ~50% (estimate)

Urban Residents (2020) 43%
Rural Residents (2020) 27%
Navoi Region—Highest (2020) 80%
Surkhandarya—Lowest (2020) 17%

Sources: Global Findex 2021; IFC Financial Capability Survey 2020.

The regional gap is especially striking—in the industrialized Navoi region, an estimat-
ed 80% of adults have an account, whereas in agrarian Surkhandarya only 17% do
(IFC, 2020). Most other regions fall somewhere between 20% and 55% account coverage
(IFC, 2020). These disparities reflect uneven development and access: regions with more
infrastructure, formal jobs (which pay via bank transfer), and outreach by banks enjoy
higher inclusion, whereas remote rural provinces lag behind.

Account ownership is only the first step
how actively those accounts are used for payments is equally important. In Uzbekistan,
usage of accounts for transactions has grown alongside ownership. As of 2021, about
42% of adults had made or received a digital payment in the past year (Visa, 2023), up
from just 16% in 2014 (per World Bank data). This indicates that a significant share of
account-holders are now utilizing their accounts for payments, not just storing money.
A key driver has been the proliferation of salary cards and fintech payment apps. The
government has required many salaries, pensions, and social benefits to be paid into
bank cards, fostering habitual account usage (Visa, 2023). By 2022, of the 34 million
banking cards in circulation, a large share were salary or debit cards used for routine
transactions (Visa, 2023).

The COVID-19 pandemic further accelerated digital payment adoption. In 2020 alone,
the user base of remote banking services (online/mobile banking) expanded by 43%,
reaching 14.5 million users, as banks rapidly rolled out apps for contactless services (Visa,
2023). By early 2023, Uzbekistan had over 434,000 point-of-sale (POS) terminals installed
in stores and service points, up from only 180,000 in 2016 (Visa, 2023). Likewise, the ATM
network grew tenfold (from ~2,000 to 20,000 ATMs). This expansion of digital infrastruc-
ture—cards, POS, ATMs, and mobile apps—has made it much easier for account-holders
to transact without cash, at least in urban centers.

Reforms in financial sector policy
and regulation underpinned these inclusion gains. After 2017, Uzbekistan liberalized its
banking and currency regimes, enabling competition and innovation in payments. The
government introduced a second national payment network “Humo" in 2019 to compete
with the Uzcard system, and allowed international card schemes (Visa, MasterCard) wider
entry. This increased competition led to better services (e.g. contactless payments, in-
teroperable ATMs) and reduced costs. In addition, the Central Bank of Uzbekistan (CBU)



promoted digital onboarding—regulations were enacted to enable remote identification
of customers, so that people could open accounts via mobile phone or internet (Visa,
2923). This e-KYC innovation helped push account registrations above 30 million by 2022
(Visa, 2023). The government also launched a National Financial Inclusion Strategy (NFIS)
around 2021, aiming to extend banking services especially to rural and female popula-
tions (IFC, 2020).

Despite progress, surveys indicate that many unbanked Uzbeks still feel they have “no
need for an account” or “not enough money” to justify one (IFC, 2020). In one 2020 study,
30% of respondents cited lack of sufficient funds as the top reason for not using banks,
and 26% said they simply did not see a need for an account (IFC, 2020). Such attitudes
highlight the importance of making financial services more relevant and affordable to
low-income and informally employed people. Other barriers like distance to bank branch-
es (3% cited) and lack of documentation (2%) were less commonly reported (IFC, 2020),
thanks in part to the spread of mobile connectivity. Notably, nearly 20% of the unbanked
had no specific reason for avoiding banks (IFC, 2020)—suggesting that limited financial
literacy or trust may be at play. Addressing these demand-side issues is critical to further
increase account uptake.

(b) P2P and Cash Payments in the Informal Economy

While formal account usage has grown, informal payment methods—especially peer-to-
peer (P2P) transfers and cash—remain deeply ingrained in Uzbekistan's economy. Easy-
to-use mobile payment apps (linked to bank cards but used for instant person-to-person
transfers) have effectively blurred the lines between formal and informal channels. On
one hand, these fintech platforms (such as PayMe, Click, Apelsin, etc.) expand digital
payments; on the other, they are frequently used to facilitate off-the-record transactions
between individuals and unregistered businesses.

The past five years have seen explosive growth in P2P money
transfers in Uzbekistan. Total P2P transfer volume through banking apps reached UZS
2243 trillion in 2023 (approximately $18.2 billion)—a 56% increase from 2022 (IntelliNews,
2023). To put this in context, the value of P2P transactions now exceeds the volume of
many formal retail payment streams. According to Central Bank data, in 2022 individu-
als transacted UZS 1,103.4 trillion through bank cards (including all card payments and
withdrawals). Remarkably, over half of that (about UZS 582.3 trillion) was conducted as
P2P transfers between individuals, representing 52% of total card-based transaction
value (Rakhmanov, 2024). In other words, person-to-person digital payments have be-
come the dominant form of non-cash payment for Uzbeks. This reflects the popularity
of apps that allow instant transfers by phone number or card number—a convenient
substitute for hand-to-hand cash. Urban, younger, and higher-income groups are es-
pecially avid users of mobile payment apps: one survey found 48% of urban residents
had used a service like Click/PayMe, compared to 36% in rural areas (IFC,2020). Men
also reported slightly higher usage of mobile payment apps (about 26% of men vs 20%
of women in one sample) (IFC,2020), likely correlating with men’s greater phone access
and presence in the labor force.



Despite the digital surge, Uzbekistan remains a largely cash-based
economy by total volume of transactions. Most small retail purchases, informal salaries,
and rural transactions are still done in cash. Precise figures are hard to obtain (given cash
by nature isn't directly measured), but various indicators show cash’s enduring role. For
example, even as of 2021, only 42% of adults had made a digital payment in the past year
(Visa, 2023)—implying the majority (58%) still relied solely on cash or in-kind payments.
Cash is preferred for bazaars, agricultural trade, and any dealings where parties want to
avoid documentation. The informal economy’s reliance on cash is a well-recognized issue.

The convenient P2P payment systems—while part
of the banking infrastructure—have inadvertently become tools for businesses to oper-
ate informally. Peer-to-peer transfers in Uzbekistan are defined as non-cash transfers
between individuals (personal accounts) for goods, services, or other purposes (Digital
Tax Technologies, 2023). By design, these are meant for private, casual use (e.g. sending
money to a family member). However, a growing number of entrepreneurs and even
companies have exploited P2P channels to bypass formal commercial payment sys-
tems. Instead of using a business bank account or point-of-sale device (which would
automatically record sales and VAT), a merchant may ask customers to send payment
to a personal account via PayMe/Click. To the bank, these look like person-to-person
transfers and do not incur business transaction taxes.

Small retail shops, online sellers
on social media, service providers (like tutors or handymen), and even some larger stores
have embraced this practice. The Tax Committee of Uzbekistan recently investigated
196 business entities suspected of accepting payments via P2P; all 196 were confirmed
to be doing so A notable case was a cell phone store (“KEGEYLI PHONE STORE"” LLC)
that had funneled sales proceeds through an individual’s card account—receiving about
UZS 542.5 million this way. Upon audit, the authorities calculated M130.7 million (Uzbek
soums equivalent) in taxes and VAT had been evaded, and subsequently recovered those
amounts (Rakhmanoyv, 2024). This example illustrates why P2P payments are attractive
to sellers: by treating commercial transactions as personal transfers, they avoided an
estimated 24% tax on each sale (income tax plus 15% VAT) until caught.

Several factors drive both
consumers and businesses to use these informal payment methods:

e Tax Evasion: The primary motive for businesses is to evade taxes. Cash and unreported
P2P payments leave no official sales trail, allowing firms to under-report revenue. As
noted, tax authorities see significant potential tax base slipping through P2P channels
(Digital Tax Technologies, 2023). In Uzbekistan, where VAT is 15% and income tax for
businesses ranges from 7.5% (for small firms) to higher, avoiding these legally gives an
illicit cost advantage. Until recently, enforcement was weak—making the risk/reward
calculus favor informality.

e Convenience and Low Cost: For consumers, paying via a quick P2P app or cash is often
easier than using a card machine - especially if the merchant has no POS terminal or
charges extra for card payments. The fintech apps in Uzbekistan are user-friendly and
free for senders, encouraging widespread adoption (Visa, 2023). Many people simply
find it faster to transfer to a friend’s card or pay cash, particularly for peer transactions
like splitting bills or buying second-hand goods.



e Access Gaps: In rural areas and among older generations, limited access to digital in-
frastructure makes cash the default. If a village has few POS terminals or poor internet
connectivity, even those with bank cards will withdraw cash to transact. As of 2020,
only 14% of Uzbekistan’s population had access to fixed broadband internet (others
rely on patchy mobile data) (Visa, 2023). These gaps mean digital payments have not
fully penetrated remote communities.

e Trust and Famiiliarity: Decades of cash-based commmerce under the old system fostered
a cultural norm of using cash. Some citizens distrust banks or fear fees and prefer to
hold cash for security. Likewise, small entrepreneurs may distrust government and
choose informal dealings to stay “off the radar.” The inertia of these habits is evident
in survey responses where many unbanked simply cite “no need” for bank services
(IFC, 2020).

¢ Regulatory Loopholes: Until recently, there were no strict rules against individuals
receiving large amounts in personal accounts. This gray area enabled pseudo-business
transactions via P2P. Only in 2023 did regulators move to monitor and limit such prac-
tices (see next section). The lack of prior oversight effectively encouraged the trend.

In summary, the degree of reliance on P2P and cash remains high in Uzbekistan: Over
half of all non-cash transactions by individuals are P2P transfers (Rakhmanov, 2024),
and a majority of all transactions (especially by value in sectors like wholesale markets,
real estate, etc.) are still done in cash. Rural residents and women tend to rely more on
cash (owing to lower access to digital tools), whereas urban men have embraced P2P
apps more—yet even tech-savvy users often prefer cash for larger or sensitive deals. This
extensive use of informal payment methods is a double-edged sword: it has sped up the
adoption of digital finance on one hand, but it also props up the shadow economy by
enabling unreported commerce on the other.

(c) Impact of Payment Channels on the Informal Economy

Access to formal finance versus usage of informal payment channels has a direct influence
on the size and character of Uzbekistan’s informal economy. When large segments of
the population lack bank accounts or choose not to use them for transactions, economic
activity shifts outside the purview of regulators and tax authorities. A few key linkages
can be observed:

Until financial inclusion reaches this
demographic, their earnings and spending remain unrecorded. The availability
of cash makes it feasible for employers to avoid registering workers. Conversely,
if all wages were paid into bank accounts (as formal jobs do), it would be harder
to completely conceal those employment relationships. Thus, expanding account
ownership (especially in rural areas where informal agriculture labor is common)
is crucial to formalizing labor. Uzbekistan’s 2019 labor tax reform—which removed
a punitive tax on firms with >100 employees—Iled to a spike in formal job regis-
trations (Visa, 2023).

The widespread use of P2P transfers has, in effect,
become an informal POS system for micro-businesses. While it leverages digital
technology, the outcome is similar to cash: sales go untaxed and unreported. The



Account Type

Tax Committee’s recent push to obtain data on all P2P payments is directly aimed
at uncovering hidden business turnover (Kun.uz, 2023b). Officials estimate that a
“significant portion” of P2P flow represents taxable business income ((Digital Tax
Technologies, 2023). However, a heavy-handed crackdown on P2P could backfire
—if authorities simply ban or tax all P2P, many traders might revert entirely to
cash, which is even more opaque (Digital Tax Technologies, 2023). This dynamic
illustrates the delicate balance: formal electronic payments create a data trail that
can help formalize the economy, but if individuals fear scrutiny, they may opt out
of digital systems. Therefore, building trust and intelligent monitoring is key.

v Money Laundering and lllegal Trade: Beyond tax considerations, heavy reliance
on cash can facilitate illicit activities (smuggling, corruption) by obscuring money
trails. Uzbekistan's progress in digitizing payments can help combat these issues
by making transactions traceable. However, criminals can also exploit P2P networks
if not monitored. Ensuring that large or suspicious P2P transactions trigger alerts
is an important aspect of formal financial system regulation.

In summary, increasing formal financial access and usage tends to shrink the space in
which the informal economy operates. Yet, as Uzbekistan's case shows, introducing digital
payments without appropriate safeguards can simply create new channels for informal-
ity (e.g. P2P tax evasion). Thus, the impact on informality depends on complementary
policies: encouraging genuine business use of formal payments, closing loopholes, and
incentivizing both merchants and consumers to favor officially recorded transactions.

(d) UNDP/CERR Survey (2025) Findings

The survey's financial data underscore that cash-based and disconnected financial be-
haviors are both symptomatic of, and contributing factors to, labor market informality.

Self-Employed. Among self-employed respondents, only 55% held a personal bank
account, and a mere 2% maintained a business account. A strong preference for cash
transactions (67%) was evident, driven by perceptions that banking services are irrelevant,
costly, orincompatible with irregular incomes. These patterns closely mirror those found
in the employee survey, where most informal workers were unbanked. Cash remained
the dominant mode of transaction (83%), with moderate reliance on peer-to-peer (P2P)
transfers (50%) through platforms such as Oson and Click.
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Barriers to broader P2P adoption included security concerns and technical limitations,
such as daily transaction caps. Notably, trust in banks was reported to be high (95%),
suggesting that low uptake of banking services stems more from usability challenges
and affordability issues than from institutional distrust. These findings reinforce the main
report’s financial sector analysis, which emphasized the need for tailored digital banking
and payment solutions for informal and micro-scale actors. The strong preference for
cash, even in the context of high trust in banks, underscores behavioral inertia as a key
constraint, not merely structural exclusion.

Survey results reveal widespread use of mixed and semi-formal wage pay-
ment practices. While 72% of firms primarily rely on card payments, 26% continue to
pay in cash, and 20% split wages between digital and informal channels indicating that
surface-level compliance often conceals deeper patterns of informality.

Although 91.5% of employers reported having bank accounts, only 2.4% held more than
two, and many relied on a single personal or hybrid account, blurring the line between
business and personal finances. Employer use of P2P transfers remains limited overall
(10.6%), but is often deployed strategically for small or off-the-books payments, mirroring
informal practices observed across other segments of the economy. Financial inclusion
among employees is similarly uneven: 16.4% of firms reported that some or all employ-
ees do not possess bank cards, typically due to a preference for cash or highly irregular
income flows.

Informal wage administration is evident in the near-universal use of cash:
91% of workers are paid in cash, consistent with findings from employers (85%) and the
self-employed (83%). Only 49.1% of employees hold bank accounts, and most use them
solely to receive wages, not for saving, credit, or other services.

Reported barriers to financial inclusion include lack of access (49%), low financial liter-
acy (52%), and distrust in banks (39%). Despite increasing visibility of apps like Click and
PayMe, just 4% of workers prefer P2P, and 72% still prefer cash. Critically, 52% of employ-
ees reported having no choice in how they are paid, pointing to employer preferences
and inertia rather than employee demand as the main drivers behind continued use of
informal payment mechanisms.

These patterns, reflected consistently across all survey groups, reinforce the broader re-
port’s conclusion that improving financial inclusion and formalizing payment channels
is essential to reducing informality across Uzbekistan’s labor market.

(e) Recent Regulatory Measures to Curb Informality

The Uzbek government has recognized the need to tighten controls on informal pay-
ment practices. Several measures in the past couple of years target the misuse of P2P
and excessive cash transactions:

In February 2023, a Presidential decree was issued
requiring that tax authorities be informed of al/l P2P transfers conducted through banks
and payment systems (Kun.uz, 2023b). From May 1, 2023, banks and payment organiza-
tions must generate electronic invoices for every money transfer and submit these to
the tax committee (Kun.uz, 2023b). This controversial move essentially lifts bank secrecy
for P2P transactions—a step justified by the government to gather data on informal



turnover. However, legal experts argued it conflicts with privacy laws (since not all P2P
are business-related) (Kun.uz, 2023b). The intent is clear: to allow the tax authority to an-
alyze patterns and identify businesses hiding within personal transfers. As of mid-2023,
officials reassured the public that individuals would not be immediately taxed on P2P
receipts like gifts or support (Kun.uz, 2023b); the data collection is mainly for intelligence
on shadow economic activity. This measure signals to informal entrepreneurs that their
once-invisible digital payments are now being watched.

A notable regulatory development is the imposition of
an upper limit on cash transactions. As of February 2024, it was announced that begin-
ning April 1, 2024, cash transactions exceeding 100 million UZS (approximately $8,000),
or 300 basic calculation units (BCUs), would be prohibited (Kun.uz, 2024b). Transactions
above this threshold particularly within wholesale and bulk purchasing, must now be
conducted via non-cash payment methods. Concurrently, the government is mandating
that certain sectors shift entirely to cashless operations. Wholesale trade in goods histor-
ically associated with shadow transactions such as sugar, automobile tires, timber, and
metal rebar, will now require digital or banking transactions (Kun.uz, 2024b). A related
draft resolution further proposes that payments for utilities, legal entity rental proper-
ties, fuel, and newly built residential units be conducted exclusively through bank or
card payments (Kun.uz, 2024b). These regulations are designed to bring more economic
activity into traceable channels and impede under-the-table compensation practices
common in informal employment.

Alongside sticks, the government is
also using some carrots and system improvements. In late 2023, officials announced
plans to expand electronic payment systems integration for various services (Kun.uz,
2024b). All budget-funded organizations serving the public, fuel stations (selling gaso-
line/CNG), property rental companies, and real estate developers are to connect to elec-
tronic payment and invoicing systems (Kun.uz, 2024b). By mandating these sectors to
issue electronic receipts and accept digital payments, the government closes avenues
for underreporting. For instance, gas stations historically dealt in cash, but now must
report electronically. Moreover, a real-time inventory and sales tracking system (E-aktiv
/ E-Ombor) is being rolled out to register goods purchased with cash (Kun.uz, 2024b).
This will help reconcile inventory with reported sales, flushing out any discrepancy that
might indicate off-book cash sales.

The central bank and regulators are also
increasing oversight on the fintech side. From 2024, new rules classify frequent or high-val-
ue P2P transfers as subject to scrutiny (KPMG, 2024). Payment service providers will be
obliged to flag and report unusual P2P patterns (to distinguish genuine person-to-person
payments from business flows). Additionally, the licensing and capital requirements for
payment organizations (like the fintech apps) are being raised (KPMG, 2024), partly to
ensure these intermediaries cooperate fully with compliance norms. The creation of a
single national switch for instant payments (operated by the National Agency of Per-
spective Projects) is under discussion (KPMG, 2024), which could give authorities more
control and visibility over digital payments.

These measures represent a concerted effort to formalize the economy by reducing
anonymous transactions. International experience supports such moves: for example,



countries like Italy and Greece have long imposed cash ceilings (often around €1,000-
€10,000) to fight tax evasion, and mandating e-invoicing is increasingly common globally
(ICTD, 2023). However, successful implementation will depend on careful calibration.
Uzbekistan’s policymakers are aware of the risks—as one analyst noted, if people feel
over-penalized on P2P, they could regress to pure cash (Digital Tax Technologies, 2023).
Thus, the strategy must pair enforcement with education and incentives to bring
transactions into the open without discouraging the use of convenient digital channels.



VI. Recommendations

This section presents targeted policy recommendations to address the three core chal-
lenges identified in the preceding analysis: (1) formalizing the informal sector, particu-
larly among self-employed individuals; (2) tackling informal employment within formal
enterprises; and (3) deepening financial inclusion to reduce cash-based transactions
and bring informal economic activity into the formal financial system. Building on re-
cent reforms, survey findings, and international best practices, the proposed measures
aim to support a more inclusive, transparent, and resilient labor market and financial
ecosystem in Uzbekistan.

(a) Formalizing the Informal Sector

Uzbekistan's efforts over the past five years have substantially formalized the informal
sector by integrating millions of self-employed workers into the formal economy. This
has been a landmark achievement in expanding the tax base and social protection. The
recommendations above aim to build on this momentum—by enhancing social benefits,
fine-tuning the tax structure, tightening enforcement where necessary, and ensuring the
policy remains inclusive and development-oriented. With these measures, Uzbekistan
can further solidify the gains from formalization, drive inclusive economic growth, and
serve as a model for other countries seeking to transition workers from the informal to
the formal economy.

Building on the analysis above and lessons from international experiences, the following
recommendations are proposed for Uzbekistan to deepen and sustain the formalization
of its informal sector, and to enhance inclusion and job quality for self-employed workers:

While the current
scheme covers pensions, Uzbekistan should gradually extend additional social protec-
tions to self-employed workers. For example, introducing voluntary enrolment in health
insurance or maternity benefit schemes for self-employed women would address crit-
ical gaps. The government could allow self-employed individuals to opt into the general
social insurance system by paying a slightly higher contribution if they desire coverage
like paid sick leave or maternity leave. Providing such options (with clear information on
benefits) would increase the attractiveness of formalization for those who need more
than just a pension in the long run. However, it would have to be guaranteed that peo-
ple pay regularly, and not only when they need the benefit. Ensuring that the social
tax contributions are regularly adjusted (in line with inflation and benefit levels) and
making payment as easy as possible (through mobile apps, payment reminders, and
perhaps quarterly or annual payment plans) will improve compliance and coverage rates.
The government would also need to consider the fund’s actuarial balance if too many
subsidized benefits are provided.

To avoid trapping enter-
prises at the micro level, Uzbekistan could refine its tax structure for small businesses.
Building on the current 100 million UZS threshold and the new turnover tax for those
exceeding it, the government might create an intermediate “micro-business” tier.
For instance, businesses earning just above 100 million UZS could pay a slightly higher



flat tax or a low-rate simplified tax, rather than immediately bearing the full burden of
standard taxation. This would ease the transition to becoming a larger formal business.
Such a graduated formalization ladder (self-employed » micro enterprise + SME) would
incentivize self-employed entrepreneurs to expand and hire, knowing they will not face
a sudden tax shock. Clear communication about these steps and how to “graduate” will
be important. Additionally, offering mentorship or training programs for self-employed
who wish to scale up could help them navigate the shift to a formal enterprise with
employees.

The government should conduct ongoing public awareness campaigns
about the benefits of self-employment status. Testimonies of successful self-employed
individuals (both men and women) could be showcased to inspire others. Special focus
should be on reaching women in traditional communities—possibly through mahalla
(local community) networks and women’s committees—to inform them how they can
register activities like sewing, baking, tutoring, etc., and why it might help them (e.g., for
pension security or accessing microloans). In rural and remote areas, not everyone has
smartphones or internet access; thus, maintaining alternative registration channels via
Public Service Centers is important so that the digital divide does not exclude poten-
tial beneficiaries. Extension workers in agriculture and rural advisors can be mobilized
to help illiterate or less tech-savvy informal workers formalize. By making the process
inclusive, Uzbekistan can further reduce disparities in who formalizes.

Uzbekistan is already moving in
this direction, but should push further on the digital front. All major gig economy and
contracting platforms operating in the country (e.g., taxi apps, delivery services, online
freelance marketplaces) should be integrated with the tax system. A policy could require
these platforms to only engage registered self-employed individuals and to automat-
ically report or withhold taxes for their earnings (as is being done for high-earning taxi
drivers). This essentially outsources enforcement to the platforms and ensures compliance
at scale. Additionally, integrating databases (tax, social security, business registration,
and payment systems ) under the Digital Uzbekistan initiative will allow for better mon-
itoring and service delivery. For example, if a self-employed person consistently earns
above a threshold (as seen through banking data) but isn't registered, the system could
flag this and send them a notice or an invitation to register. Advanced data analytics can
help identify sectors or regions where informal activity remains high, guiding targeted
policy responses.

Following the cautionary note from Uruguay, Uzbekistan should be careful that the
self-employed do not become stuck in a marginal status with fewer rights. One recom-
mendation is to periodically review the list of permitted self-employment activities and
remove any that are no longer just single-person endeavors. The 2026 planned reduction
of categories from 104 to 72 is a step in this direction (Kun.uz, 2025c, Aggregators to pay
taxes on behalf of self-employed taxi drivers and couriers earning over 100 million UZS).
Those in removed categories would presumably need to register as regular businesses,
which should come with guidance and support. Another aspect is to synchronize the
benefits, for instance, if a self-employed person transitions to being a small business with




employees, they should not lose their accrued social security rights; the systems should
recognize their contributions seamlessly. Moreover, exploring options like group insurance
or cooperatives for self-employed (where they can pool resources for things like health
insurance or loan access) might mitigate the disadvantages of being a one-person en-
terprise. The overarching goal must be to ensure that formalization leads to continuous
improvement in workers’ livelihoods, rather than creating a static category.

To ensure that formalization leads
to meaningful improvements in workers' lives, legal protections must be reinforced and
made accessible. Many informal and self-employed workers are unaware of their rights
or lack the means to assert them. Uzbekistan should invest in legal aid services, mobile
legal clinics, and public campaigns, particularly in rural areas and marginalized commu-
nities, to raise awareness of labor rights, entitlements, and formalization benefits. Clear,
user-friendly guidance should be developed on contract rights, dispute mechanismes,
and available protections. Strengthening the legal framework for self-employed workers,
including protections against exploitation and access to grievance redress, is essential
for fostering trust in the formal system and encouraging sustained engagement.

Finally, Uzbekistan should keep learning from both its
own implementation and international cases. Continued engagement with organizations
like the ILO and World Bank for technical assistance can help refine the formalization
strategy. Conducting impact evaluations, for example, tracking incomes of self-employed
before and after formalization, or assessing how many have moved to SME status, will
provide evidence on what is working. If certain sectors (say, street vendors or artisans)
are still mostly informal, investigate why, perhaps additional incentives or different
approaches (like organizing them into associations) are needed. Also, as the economy
changes (with more digital work, for instance), the policy should adapt to cover new
forms of work. By treating the formalization policy as a dynamic process, Uzbekistan can
adjust its course to maximize formal job creation and social inclusion.

(b) Tackling Informal Employment Within Formal Enterprises

Informal employment within formal enterprises where registered businesses hire workers
without contracts or social protections, remains a significant challenge in Uzbekistan.
It undermines labor rights, excludes workers from essential benefits, and results in
considerable losses to government revenue and social protection systems. As Uzbeki-
stan works to modernize its labor market, international experience highlights effective
strategies. Drawing on ILO Recommendation No. 204 (ILO, 2015), this section outlines
how a mix of enforcement, incentives, digital tools, and social dialogue can help reduce
informality within formal firms.

Stronger enforcement of labor laws is a direct and proven method for reducing infor-
mality. Romania’s 2011 labor code reform-imposed fines of up to €4,300 per undeclared
worker and criminalized the employment of more than five informal workers, coupled
with surprise inspections and more flexible contract types (Eurofound 2017). In Mexico,
over 480,000 random labor inspections in the 2010s doubled the likelihood of formal-
ization in the following quarter, though some firms responded by reducing headcount
(Samaniego de la Parra & Fernandez Bujanda 2024).).



Modern approaches enhance enforcement through digital tools. Romania’'s REVISAL
system, for example, enables real-time verification of contract registration during inspec-
tions. Greece and ltaly use conditional penalties like temporary business closures, while
publicizing offenders to deter non-compliance (European Commission 2019). In China, the
2008 Labor Contract Law mandated written contracts and levied financial penalties for
violations, resulting in higher formal contract coverage and expanded social insurance
enrollment (Song, Appleton, & Liang, 2016).

Recommendations for Uzbekistan: Uzbekistan should expand the scope and capacity
of its labor inspectorate, introduce digital pre-registration of contracts linked to existing
PINFL IDs, and enable cross-checks between tax, social insurance, and labor data. In-
spectors should be equipped with digital tools, and enforcement should be paired with
flexible contract types to avoid discouraging hiring.

Countries have also pursued incentives to reduce the costs of formal hiring. Turkey offers
subsidies to firms hiring women, youth, or long-term unemployed, along with a 5% rebate
for all compliant employers (C&F, 2025)). Brazil's SIMPLES tax regime reduced burdens
for small firms (Gescon Consultoria 2022), while Argentina cut employer contributions
for new or low-wage hires, successfully formalizing thousands of jobs (Bertin et al. 2024).
Colombia offered “registration amnesties,” enabling firms to bring informal workers into
compliance without penalties (Bahar et al. 2020).

Administrative simplicity is another critical enabler. Uruguay’'s monotributo system
allows micro-entrepreneurs to pay a flat fee to cover taxes and social contributions
(El Pais Uruguay, 2014). Brazil created a portal to streamline household worker registra-
tion and compliance.

Recommendations for Uzbekistan: Introduce targeted tax rebates or contribution dis-
counts for firms formalizing vulnerable workers (e.g., youth, women, or first-time hires).
Consider offering temporary registration amnesties paired with compliance support.
Administrative reforms would further reduce barriers such as simplified digital onboard-
ing, unified registration portals, and low-cost compliance options for small firms.

Digital systems help reduce informality by improving transparency and lowering the
cost of compliance. Brazil's eSocial integrates payroll, tax, and social security reporting
(Oracle, n.d.), while Romania’s REVISAL allows inspectors to verify contracts on-site. Bel-
gium'’s digital check-in system for construction workers and Italy’'s DURC compliance
certificate are further examples.

Tools that empower workers are also emerging. In Colombia and Peru, apps let workers
check their registration status and report non-compliance.

Recommendations for Uzbekistan: Expand digital infrastructure for labor regulation,
including e-registration of contracts, integrated data systems, and real-time cross-ver-
ification of employment status. Develop mobile tools for workers to check registration
status and lodge complaints. Start with large and medium enterprises, and gradually
expand coverage.



Social dialogue supports compliance and improves labor market outcomes. Uruguay's
sectoral wage councils helped reduce informality from 43% in 2001 to 21.5% in 2022 by
extending labor protections to underserved groups (ILO & Wiego 2024). In Brazil, unions
once played a key role in enforcement (Kohli 2024).

Recommendations for Uzbekistan: Support the development of worker committees
and emerging unions, especially in construction, agriculture, and textiles. Create legal
space for sectoral dialogue and collective agreements, even if full union structures are
not yet in place. Pilot dialogue mechanisms involving worker representatives in policy
formulation and compliance oversight.

Several countries have tailored solutions by sector:

e Construction: Belgium's Check-in@Work and ID-linked insurance systems in
Poland/Ukraine help formalize labor.

o Public Procurement: Moldova and China bar firms with labor violations from
public tenders.

e Agriculture: Kazakhstan and Kyrgyzstan use voucher systems to register seasonal
workers and offer basic protections.

Recommendations for Uzbekistan: Develop sector-specific formalization strategies. In
construction, mandate on-site worker registration linked to tax/social security systems.
In agriculture, consider seasonal work registration through mobile or voucher-based
systems. In public procurement, introduce labor compliance requirements for bidders.



To reduce informal employment in formal enterprises, Uzbekistan should adopt a coor-
dinated strategy that includes:

1. Strengthened enforcement, backed by digital tools and real-time contract da-
tabases.

2. Incentives for formal hiring, especially for small businesses and priority worker
groups.

3. Simplified administrative processes to lower the cost of compliance.
4. Digital monitoring systems integrated with existing government databases.

5. Sectoral dialogue and worker representation to promote rights awareness and
voluntary compliance.

6. Tailored sectoral interventions, especially in construction, agriculture, and retail.

Legal aid and awareness campaigns to ensure workers understand and can
claim their rights.

Countries such as Romania, Brazil, and Uruguay demonstrate that sustained, well-cal-
ibrated interventions can significantly reduce informality within formal firms. For
Uzbekistan, adapting these lessons to local conditions can ensure that the benefits of
formalization are widely shared and sustainable while maintaining political commitment
and institutional capacity.

(c) Deepening Financial Inclusion

Uzbekistan has made notable progress in expanding access to formal financial services.
However, significant gaps remain, particularly in the persistent use of cash and peer-to-
peer (P2P) transfers for informal transactions. These informal financial behaviors are both
a symptom and a driver of informality in the labor market and the broader economy. To
break this cycle, Uzbekistan must pursue a comprehensive financial inclusion strategy
that goes beyond account access to actively promote the use of formal financial tools
for everyday transactions. Drawing on successful international experiences, particularly
from Central Asia, South Asia, and Latin America, this section outlines strategic recom-
mendations across five core pillars: access to financial services, digital infrastructure,
tax policy and incentives, behavioral change, and regulatory safeguards.

¢ Simplify Account Access and Onboarding: Despite notable gains in account
ownership, access gaps persist, particularly in rural areas. Uzbekistan should ex-
pand agent banking by allowing banks and licensed fintechs to partner with local
shopkeepers, post offices, and other non-bank outlets to offer banking services
(IFC 2020). Countries such as Pakistan and Bangladesh have leveraged agent net-
works (e.g., Easypaisa, JazzCash) to extend financial access to tens of millions in
rural and low-income communities. Mobile banking vans and community-based
onboarding drives should be used in remote areas to bridge the urban-rural divide.



Adopt Tiered KYC Regimes: Many informal and low-income individuals lack the
documentation or income history required for full-service bank accounts. Uzbeki-
stan should introduce tiered Know-Your-Customer (KYC) regulations that allow
individuals to open low-risk, basic accounts with only a national ID and phone
number, with modest monthly transaction limits. India’s Jan Dhan Yojana program
used such a model to open over 545.8 million basic accounts, out of which 55.7%
held by women (Government of India, Ministry of Finance, 2025).

Integrate Accounts with Government Transfers: A powerful incentive for main-
taining a bank account is if it becomes the default channel for receiving public
payments. Uzbekistan already pays most public sector wages and pensions into
bank accounts. This model should be extended to all government-to-person (G2P)
transfers, including scholarships, maternity benefits, and disaster relief. Kazakh-
stan’s eGov system requires bank authentication for many digital services, nudging
citizens toward account usage.

Target Underserved Groups: Gender and regional disparities in financial access
must be addressed through targeted campaigns. The government should partner
with mahalla (community) networks and women’s committees to deliver finan-
cial literacy programs, especially for women in traditional communities. Female
mentors can help build confidence in using mobile apps and ATMs. For remote
districts like Surkhandarya, banks and mobile operators should be incentivized to
establish service points through mini-branches, mobile ATMs, or partnerships with
Uzbek Post, similar to Mongolia’s postal banking network, which helped achieve
over 90% account penetration (Development Asia, 2021).

Develop Mobile Wallet Ecosystems: While Uzbekistan has seen growth in card-
linked P2P apps (e.g., Click, PayMe), there is a need for standalone mobile wallet
services that do not require a bank account. The Central Bank should allow telecoms
and fintechs to offer regulated stored-value wallets with interoperability across
banks. Bangladesh’s bKash model offers valuable lessons: it enabled millions of
unbanked users, especially rural women, to save, pay bills, and transfer money
via mobile phones.

Tax Incentives for Digital Payments: Small businesses often avoid digital payments
due to tax exposure or transaction costs. Uzbekistan can encourage adoption
by piloting tax incentives, for example, temporary VAT rebates or simplified tax
rates for businesses that process over 50% of their sales digitally. Internationally,
Uruguay offered a 4% VAT discount for card payments; South Korea provided tax
deductions for consumers; and Colombia offered VAT refunds for card purchases
each driving a significant uptick in card usage, though long-term fiscal sustain-
ability was mixed (ICTD, 2023).

Expand POS and QR Infrastructure: Many informal vendors and microenterprises
lack access to digital payment infrastructure. The government should subsidize
the distribution of point-of-sale (POS) terminals and promote smartphone-based
QR payment systems. Argentina waived POS rental fees and offered tax credits,
while Mexico distributed subsidized POS tablets to small businesses. Uzbekistan



should ensure all registered businesses are equipped with standardized QR codes
linked to their formal accounts. India’s Unified Payments Interface (UPI) and Ma-
laysia’s QRIS have shown that QR-based systems can bring even street vendors
into the formal financial system.

Simplify Taxation for Micro-Enterprises: Many micro-businesses operate infor-
mally to avoid complex tax obligations. Uzbekistan should consider introducing
a simplified, presumptive tax regime with fixed quarterly fees or turnover-based
rates for businesses below a certain revenue threshold. This model has been used
in Uruguay (Literal E regime) and across Latin America to encourage informal
entrepreneurs to register without fear of overwhelming tax burdens (Brockmey-
er & Sdenz Somarriba, 2025). Coupling such measures with limited amnesties for
past non-compliance could incentivize many P2P-based businesses to enter the
formal system.

Run Public Campaigns: Many consumers and merchants are unaware that P2P
payments to personal cards for business purposes are considered informal and
may carry legal risks. Public awareness campaigns should explain the benefits of
using formal channels such as easier access to credit, legal proof of transaction,
and customer protections, and highlight successful examples of businesses that
transitioned to digital.

Consumer Incentives and Nudges: Uzbekistan should explore behavioral nudg-
es such as receipt lotteries and digital payment rewards. Brazil and Taiwan have
successfully used receipt-based lotteries to incentivize consumers to demand
formal receipts and reduce under-the-table transactions. Uzbekistan could pilot
a monthly prize draw for shoppers who pay via official channels, funded by incre-
mental tax revenue.

Expand Instant Payment Infrastructure: To compete with the convenience of
informal P2P, Uzbekistan must ensure that formal digital payments are fast,
seamless, and free or low-cost. Brazil's Pix system, launched by the Central Bank
in 2020, facilitated over 110 million users within one year. Similarly, India’s UPI
supports billions of real-time transactions each month. Uzbekistan can build on
its national real-time payment system and integrate fintech apps into a common
national switch, allowing smooth transfers across all providers.

Leverage Data for Risk-Based Enforcement: As digital payments increase, tax
authorities will gain access to valuable transaction data. Modern data analytics
and machine learning can help identify unusual patterns such as high-volume
transfers to personal cards or discrepancies between declared turnover and POS
transactions. Kazakhstan’s digitized VAT system successfully used data analysis
to improve collection efficiency. Uzbekistan should invest in similar capabilities
and collaborate with international partners for technical support.



e Protect Consumers: People will not use digital channels unless they trust them.
The Central Bank and financial regulators should ensure robust consumer protec-
tions, e.g., rapid dispute resolution, fraud prevention, and guarantees on deposits.
Clear policies should also delineate those ordinary personal P2P transfers (e.g.,
family remittances) will not trigger audits or taxation.

e Clarify P2P Monitoring: Recent regulatory steps to monitor P2P transactions must
be accompanied by clear communication. Authorities should publish thresholds
and criteria to reassure the public that regular usage will not be penalized. Kun.
uz (2023b) reported that monitoring is aimed at identifying business misuse of
personal accounts, not personal transfers. This distinction must be continuously
emphasized to prevent a return to cash.

e Promote Financial Literacy: Formal finance cannot thrive without public under-
standing of its benefits. Ongoing financial literacy programs should highlight the
value of saving, digital budgeting tools, and credit-building through documented
income. Uzbekistan’'s deposit insurance scheme should also be widely publicized
to reassure users that their funds are protected.

o Kazakhstan: Fintech-led platforms like Kaspi.kz have popularized QR payments
even in informal markets, while tax modernization improved compliance and
digital uptake (MasterCard 2023).

¢ India: The Jan Dhan-Aadhaar-Mobile (JAM) trinity combined biometric IDs, ze-
ro-balance accounts, and real-time payments to drive mass financial inclusion.

e Turkey and Greece: These countries tied tax deductions to electronic spending
to promote non-cash transactions and reduce evasion (ICTD, 2023).

¢ Uruguay and Brazil: Uruguay’s 2014 financial inclusion law and Brazil's Pix system
offer lessons on integrating infrastructure, incentives, and enforcement to shrink
the shadow economy.

e Maexico: Provided free POS devices to small merchants, but early adoption strug-
gled due to low digital literacy, highlighting the need for complementary educa-
tion efforts.

Uzbekistan stands at a crucial moment in its journey to formalize its economy. While
the foundation for financial inclusion is in place, future progress depends on translat-
ing access into usage. That requires systemic reforms: making digital payments more
attractive and convenient than cash, ensuring businesses and consumers benefit from
using formal channels, and building trust through transparency and strong consumer
protections. International experience shows that a mix of incentives, infrastructure,
and public engagement is essential to drive change. If implemented effectively, these
reforms will reduce informality, expand the tax base, and foster an inclusive financial
ecosystem that empowers citizens and supports sustainable economic development.
Uzbekistan’s model could serve as a regional benchmark for balancing digital innovation
with inclusive policy.



VII. Concluding Remarks

This report has provided a comprehensive and data-driven examination of informal em-
ployment in Uzbekistan, drawing upon nationally representative surveys of employers,
employees, and self-employed individuals. The findings offer a clear and nuanced picture
of informality’s scope, persistence, and evolving nature in the country’s labor market.
Uzbekistan has made notable progress in reducing informality, particularly through the
2020 self-employment reform, which enabled over 4 million individuals to register and
gain basic legal and social protection status. The simplicity and accessibility of registra-
tion, coupled with income tax exemptions and modest social tax obligations, created
a compelling incentive structure for formalization. Crucially, this approach reached not
only urban entrepreneurs but also rural and female informal workers, historically among
the most marginalized groups in the labor force.

Yet this transition to formality remains partial. Many self-employed individuals do not pay
the required social tax, and most continue to operate outside of the financial system, 83%
use cash, and only 2% maintain business bank accounts. Likewise, only 49% of informal
employees have bank accounts, and even fewer use them for transactions beyond wage
receipt. The preference for cash persists despite high levels of trust in banks, indicating
that behavioral barriers, usability concerns, and the lack of tailored financial products
outweigh distrust as core constraints. This systemic financial exclusion acts both as a
symptom and a driver of informality limiting access to credit, social benefits, and formal
business services while reinforcing informal transaction norms.

Moreover, a second axis of informality is the persistence of informal work within formal
enterprises too often overlooked. The employer survey reveals that a significant share of
registered businesses, particularly in trade, construction, and services, continue to hire
workers off the books. These informal arrangements are rarely driven by administrative
confusion; instead, they reflect calculated decisions to reduce costs, maintain workforce
flexibility, and circumvent labor obligations. Employers often pay only part of the wage
officially, split payments between card and cash, and avoid providing social protections
even when digitally compliant. This duality, legal formality coexisting with informal
practice, reflects systemic enforcement gaps and a misalignment of incentives within
the business environment. The employee survey confirms that informal jobs are often
taken out of necessity, not choice, reflecting a shortage of formal job opportunities, skills
mismatches, and limited labor market intermediation. Informality provides survival in-
come but fails to deliver on the promise of decent work, particularly for women, youth,
and rural populations.

The persistence of informal employment, despite widespread reform, signals the
need for a broader, more integrated strategy. A few key takeaways merit emphasis:

Limited formal job creation, especially outside
urban centers, remains a root cause. Agriculture, construction, and informal ser-
vices continue to absorb surplus labor. In parallel, financial exclusion, education
gaps, and outdated vocational training systems hinder the shift to formality.

While simpli-
fying registration and reducing taxes were essential first steps, they must now



be accompanied by strategic enforcement, expanded benefits, and pathways for
growth. Otherwise, micro-entrepreneurs may remain stuck in low-productivity
informality despite being formally registered.

For employers, formal hiring should
be linked to tangible incentives such as access to subsidized loans, tax relief, and
government contracts. For workers, legal status must bring real benefits: pen-
sions, insurance, and financial inclusion. Trust is not the issue, survey data show
high levels of confidence in banks and public authorities. The challenge lies in
relevance, accessibility, and cost.

Without access
to affordable, usable financial tools, even registered individuals and enterpris-
es remain outside the functional bounds of formality. Payroll-linked accounts,
agent banking networks, mobile banking vans, and subsidized digital payment
platforms are among the practical measures that can extend banking into un-
derserved geographies and worker categories. The government, in collaboration
with banks and fintech providers, must prioritize inclusion as both a social policy
and a productivity-enhancing tool.

Gender and regional disparities must be explic-
itly addressed. Outreach to female informal workers, integration of informal care
work, support for female-dominated sectors like home production, and attention
to lagging regions such as Khorezm and Karakalpakstan are all critical.

Expanding partnerships with
ride-hailing and gig platforms, automating social tax payments, and linking QR-
based worker IDs to benefit systems can bridge the gap between formality and
convenience. Uzbekistan’s embrace of digital tools should continue to evolve
toward integrated, inclusive service delivery.

Tackling informal employ-
ment requires alignment between labor, tax, finance, and social protection sys-
tems. Fragmented approaches whether in enforcement, benefit provision, or data
collection limit impact. A whole-of-government response, supported by external
partners like UNDP, is essential to sustain reform momentum.

In sum, Uzbekistan’s efforts have already brought millions closer to the formal econo-
my, this is a significant achievement. The challenge now is to deepen that progress: to
transform formality from a legal checkbox into a meaningful pathway toward economic
inclusion, security, and dignity for all workers. A coherent, well-targeted, and adaptive
policy framework will be key to realizing this goal rooted in local realities and informed
by global best practices.
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