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EXECUTIVE SUMMARY

Informality accounts for a significant share of economic activity in emerging
market and developing economies (EMDEs), representing roughly one-third of output
and two-thirds of employment.! Although informality has declined since 1990, it remains
widespread and is strongly associated with lower GDP per capita, extreme poverty, and
weak governance. Informal workers and firms typically face lower productivity, lower
wages, and limited access to social protection.

Informality is driven both by necessity and by efforts to avoid regulatory requirements.
It is concentrated in labour-intensive sectors such as agriculture and low-end services. High
levels of informality are also associated with weaker human capital outcomes, including
lower life expectancy and lower levels of education, as well as inadequate infrastructure,
such as limited access to electricity and paved roads, and reduced government capacity
to finance public services. Informal output tends to move in line with the formal economy,
while informal employment often does not. As a result, workers in the informal economy
may be left without income during economic downturns. In countries with high levels of
informality, limited social insurance coverage and shallow financial systems also reduce
the effectiveness of macroeconomic stimulus measures. Effective formalization requires
a comprehensive policy package rather than isolated reforms. Policy responses must
be tailored to country-specific drivers and should focus on long-term development,
digitalization, and social protection for vulnerable groups, including women and youth.

For the United Nations Development Programme (UNDP), addressing informality
is a core priority because it directly affects the organization’s mandate to reduce poverty
and inequality. UNDP’s inclusive growth strategy is grounded in the principle of leaving
no one behind, and informal workers, who often lack access to social protection, are
among the groups most vulnerable to exclusion.

The food service sector has become one of the most dynamic segments of
Uzbekistan's economy. Its contribution to GDP increased from 4.4 per cent to 5.6 per
cent between 2018 and 2024, reflecting its growing role in employment, household
consumption, and urban service provision. However, this rapid expansion has been
accompanied by persistently high levels of informality. In 2024, the non-observed economy
accounted for 87 per cent of food service activity, including 83 per cent attributable
to the shadow economy, making the sector one of the most informal in the country.?

The analysis shows that informality in food services is driven primarily by structural
financial incentives. As businesses grow, they face a sharp increase in tax and compliance
obligations, which encourages the underreporting of turnover and labour. Survey data
indicate that the average tax burden in the sector is 15.9 per cent, including 7.2 per cent
on turnover?, while informal practices allow businesses to reduce their effective costs
significantly. The problem is further amplified by informality in supply chains. Sixty-four
per cent of enterprises procure core food products from traditional markets, and
only 54 per cent of purchases are supported by formal invoices, limiting traceability
and reinforcing cash-based operations. Given that 52 per cent of sectoral inputs are

1 Ohnsorge, Franziska, and Shu Yu, eds. 2022. The Long Shadow of Informality: Challenges and Policies.
Washington, DC: World Bank. doi:10.1596/978-1-4648-1753-3

2 National Statistics Committee of the Republic of Uzbekistan; 2025

3 Tax Committee of Uzbekistan, Food-service sector tax data of 2024-2025.



agricultural products, and that 64 per cent of agricultural production takes place in
the non-observed economy, informality is transmitted along the value chain.

Institutional factors further reinforce these incentives. While Uzbekistan'’s labour
legislation aims to protect workers, penalties for informal employment remain low
relative to the costs of compliance. Employing an unregistered worker is penalized at
5-10 base calculation amounts, rising to 10-15 for repeated violations (USD 135-406),
which is well below the annual tax and social contribution costs of formal employment
(approximately USD 683 for a worker earning 3 million UZS per month). Survey results
show that 17-23 per cent of workers in food service establishments are employed
informally, with informal employment most prevalent among waitstaff, cleaners, and
interns. Despite recent reforms, such as a 1 per cent social tax rate, a 50 per cent reduction
in corporate income tax, VAT refunds, and electronic labour contracts, 40 per cent of
entrepreneurs remain unaware of existing state support measures.

Social and behavioural factors also play a critical role. Workers' limited awareness of
labour rights and social guarantees, combined with labour market competition and high
turnover, leads many to accept informal employment. Nearly 47 per cent of employees
receive their wages entirely in cash, and 37 per cent of customers never request
fiscal receipts, reducing demand-side pressure for formalization. At the same time,
survey evidence suggests strong latent demand for formality. Seventy-three per cent
of workers would prefer formal employment under equal conditions, and 77 per cent
of business owners recognize the importance of formal operations. This indicates that
informality is driven more by incentives and constraints than by resistance to regulation.

Policy implications. Reducing informality in the food service sector requires
a balanced policy approach that aligns compliance costs with enforcement, strengthens
formalization across the value chain, and increases awareness of existing reforms.
According to the study’s estimates, a one-percentage-point reduction in informality
could generate an additional UZS 119 billion in budget revenues.“ Priority actions include
further simplifying labour formalization for high-turnover occupations, strengthening
invoice-based procurement mechanisms for agricultural inputs, expanding digital
accounting solutions, and improving communication and outreach on available tax and
social incentives. Together, these measures could accelerate the sector’s transition to
formality while preserving employment and sustaining growth.

4 Authors' estimates.



INTRODUCTION

In developing and transition economies, the informal economy is widely recognized
as one of the major factors constraining economic growth, slowing the development
of economic institutions, and undermining trust in those institutions. For this reason,
bringing businesses out of informality, creating the legal and institutional conditions
for their formal operation, and developing incentives that encourage compliance have
become pressing priorities for many developing countries.

Effective efforts to address the informal economy require, first and foremost,
regular assessment of its scale, in-depth analysis of its root causes, the elimination
of gaps in legislation, and a clear understanding of the channels and incentives that
encourage or compel businesses to operate informally. A high level of informal activity,
together with the factors that sustain it, has serious negative consequences for the
national economy.> Empirical evidence suggests that a one-percentage-point increase
in the share of the informal economy relative to GDP is associated with a 0.5-percentage-
point reduction in GDP growth.?

Because the informal economy encompasses a wide range of economic activities,
providing a precise definition is inherently challenging. This requires distinguishing
between goods and services produced, distributed, and consumed by households; informal
employment and informal economic activity; and shadow or criminal economic activities.

At the same time, the large scale of the informal economy adversely affects the
sustainable development of the national economy. It creates imbalances in the production
and consumption of goods and services, public sector revenues and expenditures, household
income distribution, the sectoral structure of the economy, and labour and financial markets.

1

These imbalances reduce public revenues, limit social protection and workers
labour rights, constrain financing for social and infrastructure programmes, and increase
risks in labour relations.

Informal activity may also fuel corruption by enabling the legalization of illicit
income through schemes that circumvent legal norms, distorting income distribution
and reducing the efficiency of formal businesses. This, in turn, fosters unfair competition,
erodes trust in public institutions, and heightens social instability, contributing to rising
inequality and poverty.” In this context, the persistence of the informal economy should
be regarded as a threat to economic security and sustainable development.

The expansion of the informal economy is driven by a range of systemic challenges,
including weaknesses in the regulatory and legal framework, gaps in customs, tax, and
labour legislation, limited transparency in resource allocation, and weak mechanisms
for regulating financial relations. These factors increase reliance on cash transactions
and informal financial services.

The persistence of these challenges limits opportunities for business formalization and
pushes economic activity further into the informal economy. Moreover, the criminalization
of economic relations poses risks to personal security, the legal protection of businesses,
and the overall stability of the national economy.

5 Medina, L. & Shneider, F. 2018; Goel and et al. 2017

6 Medina, L. & Shneider, F. 2018
7 Ouédraogo, ., 2017; Shneider and Byun, 2006; Mishra and Rey, 2010




At the same time, informal employment ultimately contributes to consumption
demand and GDP. Income earned in the informal economy is used to purchase formal
goods and services and subsequently enters the formal economy, where it may be taxed
and invested in the productive or financial sectors.

Informal economic activity can also help prevent bankruptcy for some individuals
and enterprises and may perform a buffer function within the economy by reallocating
resources between the formal and informal sectors and softening sharp declines in
economic activity during periods of crisis. It can create additional jobs and help ease
social tensions in the labour market, thereby reducing the risk of social conflict.

For these reasons, studying the scale of the informal economy and identifying
ways to reduce it remains an important issue for all countries, including Uzbekistan.

Given these constraints, however, analysing informality across the entire economy
is neither practical nor sufficiently precise. Economy-wide studies require significant time,
financial resources, and institutional capacity, while often failing to capture the specific
drivers of informality in individual sectors. Each sector differs in its economic structure,
regulatory environment, cost composition, and behavioural patterns, making a single,
unified approach ineffective. For this reason, UNDP, the Center for Economic Research
and Reforms (CERR), and relevant government ministries agreed to focus on a sector
with a high level of informality. Following consultations among the ministries, the food
service sector was selected for in-depth analysis, as it remains under-researched, exhibits
one of the highest rates of informality within the services sector, and is experiencing
rapid growth. Accordingly, this study focuses on informality in the food service sector
as its main area of analysis.

Against this background, the main objective of the study is to identify effective
measures to reduce the scale of the informal economy in Uzbekistan's food service sector.

To achieve this objective, the study pursues the following tasks:

» to conduct a comprehensive analysis of the underlying causes and causal
relationships related to informal employment and informal economic activity
in the food service sector;

» to review national legislation and administrative procedures governing the
food service sector;

» toexamine international guidelines, good practices, and country experiences
in regulating and formalizing food service providers;

» to conduct a survey and focus group discussions with entrepreneurs and
workers in the food service sector, including those operating in street cafés,
markets, and unregistered establishments, in order to identify the drivers and
challenges of informal employment and informal economic activity.

The report is structured as follows. Section | presents the theoretical foundations and
drivers of the informal economy. Section Il examines the food service sector in Uzbekistan
and the share of informality within it. Section Il analyses the factors driving informality
in the food service sector. Section |V reviews the legal framework in Uzbekistan. Sections
V and VI present the results of the survey on informality in the food service sector and
the resulting policy recommendations.



THE CONCEPT OF INFORMALITY
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FOR ITS STATISTICAL MEASUREMENT




DEFINITIONS AND CLASSIFICATION
OF THE INFORMALITY

The concepts of the informal economy and the shadow economy are of significant
scientific and practical importance for national economies. These activities take place
outside the official reporting system, making their identification and measurement an
important public policy priority.

1. International Labour Organization (ILO) For many years, the International
Labour Organization (ILO) has played a leading role in developing conceptual frameworks
and statistical methodologies related to informality.

The first international statistical standard devoted to the measurement of informality
was adopted in 1993 and focused on employment in the informal sector. In 2013, the 19th
International Conference of Labour Statisticians (19th ICLS) adopted a resolution that
laid the foundation for the modernization of international labour statistics standards.

This resolution introduced the first internationally agreed statistical definition of
work and classified work into five categories based on its purpose and form of performance:

» own-use production work;
employment (including paid employment and self-employment);
unpaid trainee work;

volunteer work; and

vVVvy VvVYy

other work activities.

Subsequent ICLS resolutions were developed on the basis of this core framework
and addressed specific priority areas. In particular, the outcomes of the 20th ICLS focused
on improving the classification of status in employment and better reflecting the diversity
and changing nature of labour relations8.

The level of informality has also been included among the indicators used to assess
progress towards the Sustainable Development Goals (SDG indicator 8.3.1). Reducing
informality is also critically important for expanding women's economic opportunities
and promoting gender equality.

The new standards improve the coverage and international comparability of
informality statistics and enable a more accurate representation of working conditions
in the informal economy, which employs approximately 2 billion people worldwide, or
nearly 60 per cent of the global employed population.®

Following the 21st International Conference of Labour Statisticians (21st ICLS,
2023), a new resolution aimed at improving the measurement of the informal economy
was adopted. This resolution provides a detailed statistical foundation for defining the
scope and components of the informal economy, including the informal sector and
informal employment. It refines and replaces previous definitions and recommendations,
facilitates practical implementation, improves data accuracy, and enhances cross-country
comparability.

8 9 New standards, increased visibility: improving measurement of the informal economy, ILO, October
23,2023
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According to the resolution, the informal economy encompasses all production
activities that are not regulated, or are insufficiently regulated, by law. Such activities
may not be registered by the State and may not be fully covered by taxation, social
protection, or labour legislation.

The informal economy is not limited to informal enterprises. It also includes informal
jobs within formal enterprises, activities in which part of the income is not officially
declared despite formal employment, and informal labour undertaken by households
for their own use. Thus, the informal economy should not be viewed as a separate sector,
but rather as a set of informal work and production activities taking place across different
sectors of the economy.

2. System of National Accounts 2008 (United Nations, European Commission,
OECD, IMF, World Bank Group, 2009). Households have distinct economic objectives,
functions, and behavioural characteristics. Although they are primarily regarded as
units of consumption, households may also engage in production activities. In many
cases, such production is carried out on a small scale and includes informal activities
(paragraph 4.21).

A wide range of production activities may be undertaken by informal units. These
units may operate without a fixed location, from small shops or workshops, and may
include activities such as street trading, shoe repair, household and professional services,
garment production, vehicle repair, and other activities requiring limited capital investment
and relatively low skill levels. Many informal enterprises are operated by own-account
workers or rely on the unpaid labour of family members (paragraph 25.9).

In compiling national accounts, strong emphasis is placed on ensuring comprehensive
coverage of all economic activities within the production boundary, referred to as the
“exhaustiveness” of national accounts. This requires the inclusion of illegal, shadow, and
informal activities within national accounting frameworks (paragraph 19.35).

3. Measuring the Non-Observed Economy: A Handbook (OECD, IMF, ILO, CIS
Statistical Committee, 2002). In the compilation of national accounts, activities not
captured by primary data sources are referred to as the non-observed economy. Such
activities include hidden production, illegal production, informal sector activities, and
household production for own final use.

Hidden production. Some activities may be economically productive and legal
but are deliberately concealed from public authorities for reasons such as:

» avoiding income tax, value added tax, or other taxes;
» evading social security contributions;

» failing to comply with legal standards, including those related to minimum
wages, maximum working hours, and health and safety regulations; and

» avoiding administrative procedures, including statistical reporting.

lllegal production. lllegal activities include the production and provision of goods
and services prohibited by law, such as the production and distribution of illicit drugs, as
well as activities that become illegal when conducted without the required authorization,
such as unlicensed medical services. lllegal production is divided into:

n



» the production of goods and services whose manufacture, sale, or possession
is prohibited by law; and

» production activities that are normally legal but are carried out by unauthorized
producers.

Informal sector production. The informal sector comprises activities undertaken
by unregistered individuals for the purpose of generating employment and income.
These activities are typically organized on a small scale, with limited separation between
labour and capital as factors of production.

Most goods and services produced in the informal sector are legal, which distinguishes
informal production from illegal production. The key difference between informal and
hidden activities lies in intent: informal activities are not necessarily undertaken in order
to evade taxes, social contributions, or labour regulations.

Household production for own final use. Production carried out by households
exclusively for their own final consumption is not included in the informal sector and is
therefore treated as a distinct component of the non-observed economy. This includes
subsistence agriculture and livestock production, construction of owner-occupied housing,
the formation of fixed capital for own use, and imputed rent for owner-occupied dwellings.

4. Non-Observed Economy in National Accounts, Survey of National Practices
(UNECE, 2003). The non-observed economy refers to all production activities that may
not be fully captured by the data sources used in the compilation of national accounts.
It includes hidden activities, informal activities (including household production for own
final use), illegal activities, and other activities omitted because of deficiencies in primary
data collection programmes.

The definitions of hidden production, informal activities, and illegal activities are
fully consistent with those set out in the Handbook on Measuring the Non-Observed
Economy (OECD et al., 2002).

In summary, international statistical practice has engaged for several decades in
ongoing discussion regarding the definition and scope of informality and the informal
economy. While the concepts used are broadly consistent, no single unified statistical
framework for measuring the informal economy has yet been established.

Although statistical guidelines for ensuring exhaustive coverage of informal and
non-observed activities are well developed, conceptual ambiguities and measurement
challenges persist, particularly in developing countries. These challenges are further
compounded by constraints in data availability.

Moreover, globalization and digitalization have made the measurement of informal
activities more complex. New business models and emerging forms of employment
are inherently difficult to capture statistically, and appropriate data sources remain
underdeveloped.

The absence of a unified statistical methodology has led countries to apply different
definitions and measurement approaches, thereby limiting international comparability.

Improving the accuracy and quality of informality measurement requires the use
of specialized surveys, improvements to supply-use tables, and the exploration of new
data sources.

12



APPLICATION OF THE CONCEPT
OF INFORMALLITY IN UZBEKISTAN

In national legislation, the terms “informal sector” and “shadow economy” are
used, but they are not explicitly defined. Definitions are provided only in departmental
regulations.

For example, the Methodological Regulation on the Statistical Measurement of the
Non-Observed Economy, approved by Order No. 114 of the National Statistics Committee
of the Republic of Uzbekistan on 27 May 2024, defines the following concepts:

Non-observed economy — economic activities that are fully or partially not covered
by regular statistical observation and are estimated using indirect methods.

Informal economy — economic activities related to the production of goods or
the provision of services carried out by households or individuals without registration
in accordance with established procedures.

Shadow economy — legal economic activities deliberately concealed from public
authorities in order to avoid taxation or compliance with legal requirements.

lllegal economy — economic activities prohibited by law or carried out by
unauthorized persons, resulting in legal liability.

Although these concepts are widely used for statistical purposes, they are not
formally defined in national legislation or other regulatory acts, which leads to inconsistent
classification and interpretation.

For comparison, Kazakhstan has, since 2013, adopted a government-
approved programme every three years aimed at reducing the informal economy.
These programmes provide clear definitions of shadow, informal, and illegal
economic activities and establish quantitative targets for subsequent years.

INTERNATIONAL EXPERIENCE
IN THE CLASSIFICATION AND
MEASUREMENT METHODOLOGIES
OF THE INFORMAL ECONOMY

This section examines how countries that have made progress in reducing
informality classify the informal economy, the methods they use to measure it, and the
indicators applied to identify hidden activities. The review covers the official conceptual
and methodological approaches used in Brazil, Germany, the Republic of Korea, and Italy.
These countries were selected because they represent different economic structures and
institutional models, while also offering documented experience in reducing informality
through measurable, policy-driven approaches. Each case provides a distinct framework
for classifying and measuring informality, supported by officially adopted methodologies
and consistent statistical practice. Taken together, they offer a balanced set of examples
that are both methodologically robust and relevant for comparative analysis.

13



(a) Brazil®
1. Brazil classifies informal economy activity into three categories:

¥» Informal labor activity — the largest category, consisting of individuals working
without formal employment contracts (carteira de trabalho assinada);

» Informal enterprises — firms that evade taxes by underreporting revenues or
operating without registration; and

» lllegal activities — criminal operations such as smuggling, drug production
or trafficking, and other prohibited activities.

2. Brazil's the Brazilian Institute of Economics (IBRE) uses the Informal Economy
Index (IES) to estimate the size of the informal economy. The methodology combines
three approaches:

MIMIC model (Multiple Indicators, Multiple Causes) — an econometric model that
estimates the informal economy on the basis of observable causes and indicators;

Monetary method — based on the assumption that hidden transactions rely heavily
on cash; the share of cash demand that cannot be explained by legal economic factors,
such as GDP growth and interest rates, is treated as an indicator of informality; and

Labour market method — uses household survey data to estimate the share and
income of informal workers.

The IES is calculated as the average of the indicators generated by the monetary
and labour market approaches. The index is expressed as a percentage of GDP.

3. Brazil measures informality using several indicators, including currency in
circulation (measured as the ratio of cash to deposits), the share of informal workers based
on monthly labour force surveys, federal revenue collections, GDP, the unemployment
rate, export data, and the commercial exchange rate.

(b) Germany™

Germany'’s shadow economy was estimated at 11.1 percent of GDP in 2024, compared
with 9.2 per cent in 2021."

1. According to the 1975 Act to Combat lllegal Employment (Gesetz zur Bekdmpfung
der Schwarzarbeit), the shadow economy includes:

» legally permitted economic activity carried out in order to avoid fiscal or
regulatory oversight;

» activities that escape formal detection but still contribute to national accounts;
and

» Ilabour and production that generate income and value added but remain
hidden from the authorities.

9 ETCO and FGV/IBRE, Underground Economy Index (IES) - shadow economy share and methodology
overview; and MIMIC modelling research on estimates of Brazil's informal economy

10 Federal Ministry of Finance (BMF), Undeclared Work and lllegal Employment (Schwarzarbeit und
illegale Beschaftigung); Schwarzarbeitsbekampfungsgesetz (Act to Combat lllegal Employment); OECD
(2017), Shining Light on the Shadow Economy.

11 Schneider, Friedrich (2024). The Shadow Economy in Europe, 2024.
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Criminal activities unrelated to lawful production or taxable value added are
excluded.

2. Germany uses two main approaches:

» cash-demand method — assesses shadow activity through the volume of cash
associated with unreported transactions; and

» MIMIC model — links the unobservable shadow economy to observable causes,
such as the tax burden and unemployment, and to observable indicators, such
as cash volume and GDP.

3. Germany assesses shadow economic activity using several indicators and
techniques, including mirror statistics based on comparisons between indirect indicators
and official data sources such as tax records and surveys, tax gap estimates reflecting
the difference between expected and actual tax revenues, cash in circulation, informal
employment statistics, and commodity-flow discrepancies.

(c) South Korea™

1. Statistics Korea (KOSTAT) does not publish a separate official estimate of the
shadow economy; most available estimates come from independent researchers. For
example, it was estimated at 7.6 per cent of GDP in 2023.

In the Republic of Korea, the shadow economy generally refers to legal economic
activities that are not captured in official statistics. Illegal activities, such as drug
trafficking and smuggling, as well as household production for own use, are excluded
from measurement.

2. Measurement approaches are based on international standards under the System
of National Accounts (SNA) and draw on administrative data, surveys, and modelling
techniques. These include:

» surveys and tax audits — comparing tax-reported sales with expected sales
derived from survey results or value added tax (VAT) data;

» cash-demand (Tanzi) model — interpreting excess growth in cash circulation,
such as the circulation of KRW 50,000 banknotes, as an indicator of informality;
and

» national accounts discrepancies — comparing GDP measured by income and
expenditure approaches, or comparing household income survey data with
tax data.

Sung (2008) estimated informality by comparing household income survey results
with tax data. Park (2009) found that the share of the shadow economy declined from
26.4 per cent in 2006 to 15.8 per cent in 2008, based on tax declaration data.

12 KOSTAT. National Accounts of Korea: Concepts, Sources and Methods; Park, S.-H. (2009). Tax compli-
ance and the underground economy in Korea. Korean Journal of Public Finance; OECD (2017). Shining
Light on the Shadow Economy.
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3. The main indicators used to assess informality include cash turnover, the use
of cheques or payment cards, the tax gap, and informal employment, including workers
without social insurance and persons engaged in unregistered self-employment.

(d) Italy™

1. Italian practice distinguishes three categories within the broader concept of
the shadow economy:

» Underground production — legal economic activity that is intentionally
underreported in order to evade taxes or regulatory requirements;

» Informal economy — production and employment that are not adequately
registered or integrated into the formal economy, including unregistered self-
employment; and

» lllegal activities — criminal activities, such as drug trafficking and smuggling,
which are typically analysed separately.

2. Italy uses several methods to estimate the scale of the shadow economy,
including:

» MIMIC model — linking hidden income to underlying causes, such as the tax
burden and labour market conditions, and to observable macroeconomic
indicators, such as cash transactions and labour market data;

» National-accounts discrepancy method — comparing GDP estimates derived
from the income and expenditure approaches; and

» Energy-consumption proxies — using electricity consumption or other energy
indicators to approximate unreported production.

3. The main indicators used include mirror statistics, tax gap estimates, cash in
circulation, informal employment data, and supply-demand discrepancies and commmodity-
flow gaps.

In summary, these examples show how advanced economies classify informality,
measure its scale, and select relevant indicators. Establishing these theoretical foundations
is an important first step in designing effective strategies to reduce informality. At the
same time, it is essential to understand the key distinctions between the informal
economy and the shadow economy.

13 ISTAT. Measuring the Non-Observed Economy: Concepts, Methods and Results; OECD (2002).
Measuring the Non-Observed Economy: A Handbook
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THE DIFFERENCE BETWEEN
THE INFORMAL ECONOMY AND
THE SHADOW ECONOMY

Informal economy. The informal sector consists of economic units — households,
individuals, or sole proprietors — that carry out production activities without formal
registration as required by law. This sector has several distinctive features:

» Inlow-and middle-income countries, the informal sector is a major source of
employment and income.

» Although activities in this sector are generally legal, they may be partially or
fully concealed from tax or administrative authorities to avoid oversight.

» Participants in the informal sector produce goods and services, own their means
of production, and conduct financial and economic transactions in their own
name, but they often lack the legal capacity to enter into formal contracts with
legal entities.

®» Participantsin this sector produce and sell legal goods and services. Examples
include street vendors, taxi drivers, artisans, and household service providers,
such as domestic workers, childcare providers, and tutors.

» Assignificant share of the informal sector consists of small household-based
production units that rely on family labour.

For example, dehqon (smallholder) farms, despite managing only 14 per cent of
total agricultural land across about 5 million households, produce nearly 65 per cent of
the country’s agricultural output.’

» Participants in the informal sector generally do not maintain formal accounting
records or detailed income and expenditure statements. Nor are they usually
required to keep full tax or cash-register documentation.

» They are observed by State statistical bodies mainly through sample surveys.

However, their income and turnover are only partially captured, reflecting
methodological limitations and incomplete coverage.

» The main advantage of the informal sector is its flexibility and responsiveness.
It can adjust rapidly to shifts in demand and to economic shocks. During
periods of labour market stress, it provides employment for a large share of
the population and offers households an independent source of income.

Shadow economy. The shadow economy includes activities that may be legal in
nature, but whose production volumes, sales, or incomes are deliberately concealed by
economic units in order to avoid taxes and remain outside official statistical reporting.
One common method of tax evasion is the use of unregistered labour.

14 National Committee of the Republic of Uzbekistan on Statistics, 2025.
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The concealment of production and income occurs in both the informal and the
formal sectors. Such practices, for example, may be found among sole proprietors or
construction firms.

The shadow economy may also include activities that are explicitly prohibited by law,
such as smuggling, the cultivation and sale of narcotics, human trafficking, prostitution,
and the unauthorized production of alcohol, pharmaceuticals, or medical services.

Those engaged in such activities avoid official registration, do not obtain required
licences, employ workers without contracts, and deliberately seek to leave no trace in
order to evade legal accountability.

Both the informal economy and the shadow economy represent unreported or
illegal segments of economic activity and have a significant impact on official statistics
and public revenues.

Accordingly, this report examines the structure and drivers of informality in all its
forms within the food service sector.
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THE FOOD SERVICE SECTOR
AND THE SHARE OF THE INFORMAL
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The food service sector was selected as the focus of this study for several important
reasons. Although the sector is expanding rapidly and playing an increasingly important
role in the economy, it has received limited attention in previous research on informality.
At the same time, the sector is characterized by high levels of informal employment,
unregistered business activity, and underreporting of revenues, particularly among small
and microenterprises. The widespread use of cash payments, flexible hiring practices,
and limited regulatory oversight further contribute to informal behaviour. These features
make the food service sector a particularly relevant case for analysing informality and
developing targeted policy measures.

The food service sector® is one of the fastest-growing segments of Uzbekistan's
economy. In recent years, the number of restaurants, cafés, family-run dining establishments,
and small food outlets has increased significantly. The sector’s role in job creation, food
provision, tourism development, and tax revenue generation has grown steadily.

Over the past seven years (2018-2024), the volume of food service activities increased
by 87 per cent, with an average annual growth rate of 9-10 per cent, significantly outpacing
overall economic growth, as GDP grew by 49 per cent over the same period (See Figure1). Asa
result, the sector’s share of GDP rose from 4.4 per cent to 5.6 per cent. During the same period,
total services grew by 58 per cent, industry by 52 per cent, and agriculture by 24 per cent.

Information and commmunication I 277
Financial services I 118
Food services I 87

Trade NN 74

Services overall m——— 58

Industry s 52

Healthcare N 52

Transport I 49

GDP mmmmm 49
Education mmm 28
Agriculture mm 24

Figure 1. Growth by economic sector, 2018-2024 (%)

Source: National Statistics Committee

The sector’s specific characteristics — including a high share of cash-based
transactions, a fragmented sales structure with a large number of low-value receipts,
high customer and transaction volumes, high labour turnover, intense competition, and
seasonal demand — create strong incentives for informal activity.

At the same time, a key factor behind the high share of the informal economy in food
services is the structure of intermediate consumption: 52 per cent of raw material inputs
consist of agricultural products. In turn, 64 per cent of agricultural production in Uzbekistan
takes place within the non-observed economy (National Statistics Committee, 2025).

15 Food service sector — economic activities that prepare and serve food and beverages for immediate
consumption, including dine-in, takeaway, and delivery services (UN ISIC, Revision 4, Section I, Division 56).
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In addition, 98 per cent of food service output is directed towards final household
consumption, which makes it easier to avoid formal recording of transactions, with a
very low probability of detection, and thereby encourages informal practices (National
Statistics Committee, 2025).

This phenomenon is particularly pronounced in Uzbekistan. In 2024, the share of
the non-observed economy in accommodation and food service activities amounted to
87 per cent, including 83 per cent attributable to the shadow economy and 4 per cent
to the informal economy (See Figure 2).

Across CIS countries, the share of the non-observed economy in accommodation
and food service activities stands at 66 per cent in Tajikistan, 47 per cent in Kyrgyzstan,
29 per cent in Moldova, 26 per cent in Kazakhstan, 16 per cent in the Russian Federation,
and 9 per cent in Belarus.

Uzbeldistan [ 57
Tajikistan [N 66
Kyrgyz Republic | 47
moldova [ 29
Kazakhstan _ 26
Armenia _ 23
Rossia _ 16
Belarus [ 9

Figure 2. Share of informal and non-observed economy in accommmodation
and food service activities across CIS countries (%)

Source: National Statistics Committee

In food service establishments, informal activity is primarily manifested in the
following forms:

» underreporting of revenues and tax bases through the improper recording of
payments, the failure to issue fiscal receipts to customers, or the non-issuance
of receipts altogether;

» employment of a significant share of workers without formal labour contracts,
payment of wages “in envelopes” to avoid taxes, mandatory contributions, and
social protection obligations, and exclusion of such payments from official
accounting records;

» procurement of raw materials and inputs without proper documentation,
including the purchase of meat, vegetables, dairy products, semi-finished goods,
and other ingredients from suppliers without primary supporting documents,
such as delivery notes, invoices, or veterinary and sanitary certificates. Such
practices complicate cost verification and weaken the traceability of goods
flows; and
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» operation of unregistered seasonal and mobile food service facilities, such as
seasonal kiosks, unauthorized open-air terraces, mobile pavilions, and mobile
catering formats, including food trucks and temporary stalls, without State
registration or tax authority enrolment. In practice, these facilities operate
outside formal oversight and do not comply with established accounting and
reporting requirements.

For comparison, the average share of the non-observed economy in the economy
as a whole is 34 per cent. The corresponding figures are 64 per cent in agriculture, 49 per
cent in trade, 48 per cent in transport services, 38 per cent in services overall, 36 per
cent in construction, 11 per cent in industry, 9 per cent in health care, and 5 per cent in
education (See Figure 3).

Accommodation and Food Services NG 87
Agriculture NN 64
Trade [N 49
Logistics NN 48
Arts and Entertainment [N 43
Services overall [N 38
Construction G 36
cor N 34
Industry [ 11
Health services [l 9
Education [l 5

Figure 3. Share of the informal and non-observed economy by economic sector In
Uzbekistan (2024) (%)

Source: National Statistics Committee

Despite recent reforms in Uzbekistan, including the introduction of digital solutions,
strengthened oversight of revenue reporting, simplification of certain regulatory
requirements for businesses, and the provision of incentives, no significant changes
have been observed in the behaviour of entrepreneurs in the food service sector. As
a result, the share of the non-observed economy in the sector declined only marginally,
from 90 per cent in 2021 to 87 per cent in 2024.
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ANALYSIS OF THE FACTORS
DRIVING INFORMALITY IN THE FOOD
SERVICE SECTOR
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Figure 4 illustrates the causal factors underlying business informality, based on
established theoretical frameworks. According to the diagram, the informal economy is
primarily driven by three groups of factors: high tax burdens and excessive regulation’;
weak institutions and high levels of corruption'; and low trust in government, combined
with an underdeveloped tax culture in society.’®

These factors expand the scope of the informal economy and, in turn, reduce fiscal
revenues.” Declining tax revenues weaken the government'’s capacity to invest?, which
may lead to infrastructure deficits, slower economic growth, and the reinforcement
of institutional traps.? In essence, the informal economy distorts income distribution
across society and undermines the State’'s fundamental role as the primary redistributive
institution.

Causes Consequences

High Taxes and X
Regulations Reduced Fiscal Revenues
Allingham-Sandmo, 1972 \ / Medina & Schneider, 2018
Weak institutions > Expansion of informal | _5  [RWE LR OIVERTTNPENT
and Curruption [ economy and growth

North, 1990; Friedman et al, 2000 Johnson et al, 1997

Low Trust and Tax Morale Institutional and
Developmental Trap

Torgler, 2007 A & Torgler, 2006 illia 2015
orgler, 2007, Alm & Torgler, 2006 Williams, 2015

Figure 4. Diagram of the drivers and consequences of the informal economy

Source: Prepared by the authors of the report

Based on the issues outlined above, this section examines the financial, legal,
and behavioural factors that drive informality in the food service sector, as well as their
consequences and the conditions under which they may be prevented.

(1) Financial factors

» A key factor is the large difference in tax burdens between small businesses,
sole proprietors, and larger enterprises, which creates strong incentives in
favour of remaining small or underreporting business activity.

16 Allingham & Sandmo, 1972

17 North, 1990; Friedman et al., 2000
18 Torgler, 2007; Alm & Torgler, 2006
19 Medina & Schneider, 2018

20 Johnson et al., 1997

21 Williams, 2015
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In Uzbekistan, the tax regime for sole proprietors currently operates as follows:

» those with annual income below UZS 100 million pay personal income tax at
a rate of 12 per cent; if income exceeds this threshold, they pay 4 per cent of
total turnover or a fixed annual amount, depending on the applicable regime;*

Note: Starting from 1 January 2026, a 1 per cent turnover tax rate
applies to individual entrepreneurs and self-employed persons whose
annual turnover does not exceed UZS 1 billion.

» businesses with annual turnover above UZS 1 billion are subject to VAT (12 per
cent), profit tax (15 per cent), and social contributions for employees (12 per
cent), along with mandatory payments to the pension fund.?

In addition, property tax is set at 1.5 per cent, and social tax is paid at the base
monthly rate (UZS 412,000 in 2025).

This means that as a business grows, its tax burden increases correspondingly.
As a result, business owners often choose to split their operations into several smaller
entities or underreport turnover in order to remain within the lower-tax regime.

» High interest rates on loans

International evidence shows that high lending rates sharply reduce investment
in fixed capital. This limits the creation of new jobs and keeps formal labour market
activity at a low level.

In Uzbekistan, commercial bank lending rates typically range from 22 to 32 per
cent, while microloan rates rarely fall below 30 per cent.?* Such high borrowing costs
make formal business activity expensive for small enterprises and indirectly push
entrepreneurs towards informality.

» Distorted market competition

Intense competition, combined with preferential treatment for some market actors
or the continued operation of unregistered businesses, creates an uneven playing field
in the food service sector. Because competition is strong, food service establishments
compete primarily on price, followed by quality and service.

» Reliance on smallholder suppliers for key food products

Food service businesses often purchase basic food items and meat directly from
small farmers or butchers. These suppliers typically do not issue invoices, which means
that such purchases cannot be fully reflected in formal accounting records. Even where
businesses record these expenses, suppliers are often not VAT payers. As a result, the
VAT burden falls on the food service operator, increasing final prices. Given that food
and meat products are among the largest cost items in the sector, this significantly
encourages informal sourcing.

22 Tax Code of the Republic of Uzbekistan, Articles 408-409, 2020
23 Tax Code of the Republic of Uzbekistan, Article 258, 296, 405, 2020
24 Source: Central Bank of Uzbekistan, CBU Bulletin, September 2025.
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(2) Institutional factors
» Complex labor legislation and low penalties

Although Uzbekistan’s labour regulations are intended to protect workers' rights,
they often create additional burdens for employers. At the same time, penalties for
violating labour legislation remain relatively low, which contributes to the spread of
informal employment.

Compliance with all labour requirements is time-consuming and costly for
employers, while the penalty for hiring an unregistered worker is minimal.

According to the Code of Administrative Liability, the penalty for employing
a worker without formal registration is 5 to 10 base calculation amounts, rising to 10 to
15 base calculation amounts for repeated violations (approximately USD 135-406).

However, if an employer pays a worker a monthly salary of UZS 3 million, the annual
income tax and social tax amount to around UZS 8.6 million (USD 683). Since the fine
is lower than the tax obligations associated with formal employment, employers have
little incentive to reduce informal hiring.

For comparison, fines range from 15 to 50 base amounts in Belarus (USD 915-2,980),%
20 to 30 base amounts in the Russian Federation (USD 4,320-6,480),%° and up to USD
10,000 in the Republic of Korea.?”

» Weak institutional capacity of oversight bodies

Insufficient labour market oversight and weak inspection mechanisms encourage
employers to hire workers without formal contracts, contributing to the growth of
informality.

» Lack of simplified mechanisms to encourage formal employment

The registration of workers, maintenance of personnel documentation, and
payment of social contributions, benefits, paid leave, and dismissal compensation increase
employer costs and push businesses towards informal labour practices.

This is especially common in the food service sector, where waiters and cooks often
change jobs frequently, discouraging employers from formalizing their employment
contracts.

In international practice, for example, Germany’s “mini-jobs” scheme exempts
workers earning up to EUR 538 per month from social contributions while preserving
their full labour rights. The scheme is intended for students, pensioners, homemakers,
and temporary workers.

» Interference from local authorities and weak performance of State institutions

Excessive involvement of local government bodies in business activity, combined
with the weak performance of courts, financial authorities, and law enforcement
institutions, reduces trust among formally operating entrepreneurs. This, in turn, pushes
them towards informal practices.

25 Code of the Administrative Offences of the Republic of Belarus, 2003
26 Code of the Russian Federation on Administrative Offenses, 2001

27 Majungforeign.kr, 2025
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Uzbekistan currently lacks effective public oversight mechanisms for enforcing
labour legislation. Civil society organizations and the media also do not do enough
to raise awareness among entrepreneurs and the general public about the negative
consequences of informality.

» Delays in reforming the judicial, pension, and insurance systems

Unclear legal provisions relating to court procedures, pension entitlements, medical
insurance, and minimum wage requirements do not encourage workers to seek formal
employment.

» Corruption and its link to the informal economy

Corruption is a central driver of informal economic activity. It results from the
inability of State institutions to effectively carry out their regulatory and oversight functions.

According to Transparency International’s 2023 report, Uzbekistan ranked 126th
out of 180 countries, with a score of 31. At the same time, the country has improved by
30 positions since 2016.

(3) Social factors

» Low levels of financial, tax, and legal literacy among businesses

Limited knowledge of tax obligations and legal requirements reduces entrepreneurs’
sense of legal responsibility. As a result, many businesses operate without full formalization.

» Low interest among workers in social protection and guarantees

Workers often have limited knowledge of labour legislation and of the social
protections and guarantees provided by the State or by employers. In a labour market
characterized by strong competition and unemployment, many workers are willing to
accept informal employment.

» Absence of legal and transparent community-level mechanisms to discourage
informal practices

In the absence of such mechanisms, informal activities often become normalized
and socially accepted, reinforcing the persistence of the informal economy.
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Reducing the scale of the informal economy is currently one of Uzbekistan's most
important policy priorities, and broad-based reforms are being implemented in this area.

A number of legal acts have been adopted to regulate the operation of businesses
across sectors, including enterprises engaged in food service activities, and to provide
support, incentives, and preferences that encourage the transition from informal to
formal activity.

1. Resolution No. 75 of the Cabinet of Ministers of the Republic of Uzbekistan,
dated 13 February 2003, approved the Rules for the Production and Sale of Public
Catering Products (Services) in the Republic of Uzbekistan. Paragraph 14 of this
document stipulates that payment for products and services provided in food service
establishments must be made on the basis of a bill issued by the waiter or, in accordance
with the approved format, through cash register receipts and, where required by law,
through online cash registers or virtual cash registers.

Paragraph 21 of the same resolution requires food service enterprises to use special
devices that ensure the proper reading and verification of barcodes and digital marking
codes, as well as online cash registers or virtual cash registers.

It also provides that all food service outlets must have payment terminals to accept
bank card payments.

2. Resolution No. 394 of the Cabinet of Ministers, dated 20 June 2020, On Measures
to Reduce the Share of the “Shadow Economy” in the Republic of Uzbekistan, approved
a roadmap for reducing the shadow economy. The roadmap identifies the following
priority areas:

» implementing structural changes aimed at reducing hidden turnover in the
economy;

» expanding the use of digital technologies and product marking across sectors
and industries;

increasing the volume of cashless payments in the economy;

v

» improving access to banking services;

strengthening mechanisms for identifying entities operating in the shadow
economy;

v

» introducing an effective system to reduce the shadow economy in foreign
trade; and

» conducting broad public awareness and outreach activities to reduce the
shadow economy.

3. In accordance with Presidential Decree No. PD-6098 dated 30 October 2020,
On Organizational Measures to Reduce the Shadow Economy and Improve the
Effectiveness of Tax Authorities, a special national commission and regional commissions
were established to reduce the shadow economy.
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The key tasks of the special commission include:

» creating conditions that encourage businesses to move out of the shadow
economy, simplifying the tax regime, and expanding cashless payments;

» aligning adopted regulatory and legal acts with established business practices;

v

ensuring that tax and customs administration tools promote the completeness
of accounting and revenue reporting, including by identifying and holding
accountable individuals and legal entities that evade taxes;

» coordinating efforts to combat the shadow economy with organizations involved
in anti-money-laundering activities; and

» ensuring openness and transparency, engaging the public and the media in
efforts to combat the shadow economy, fostering social intolerance towards
shadow economic activity, and strengthening the reputation of lawful business
practices.

The main tasks of the regional commissions include:

» assisting entrepreneurs in legalizing their activities and obtaining the necessary
permits, as well as conducting preventive outreach;

» identifying the causes and drivers of the shadow economy and taking measures
to address them;

» combating the sale of illegally imported or counterfeit goods, as well as goods
transported domestically without shipping documentation;

» preventing unregistered business activity and the concealment of income,
primarily by detecting the illegal production, sale, and storage of excisable
goods; and

» identifying and eliminating informal labour practices, especially at construction
sites and in the service sector, including the payment of wages “in envelopes”.

Under this decree, contactless payment technologies were introduced in food
service outlets for consumer payments for goods and services. In addition, integration
was established between the automated accounting software used by entities in the
retail trade and food service sectors and the information systems of the tax authorities.

4. Under paragraph 2 of Presidential Resolution No. PR-104 of 27 January 2022,
On Additional Measures to Develop the Services Sector, the social tax rate for business
entities engaged in food service activities was set at 1 per cent for the period from 1 April
2022 to 1 January 2028.

Starting from 1January 2025, this tax benefit applies to employees under the age of
30, provided that their monthly wage is set at no less than 2.5 times the minimum wage.

The resolution also provides that, if the concealment of employee numbers is
identified, the application of this benefit will be suspended and the financial sanctions
provided for by law will be imposed.
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5. Under Presidential Resolution No. PR-178 of 24 March 2022, On Measures to
Implement the World Bank-Supported “Tax Administration Reform” Project, the
following targets were established for the period 2022-2027:

¥» increasing the level of automation in tax calculation and payment to 90 per cent;

» ensuring full coverage of business entities through electronic services by
expanding the range of electronic services provided by tax authorities;

» raising the VAT collection rate to 75 per cent through the full automation of
VAT collection processes; and

» reducing by up to half the time taxpayers spend preparing and submitting tax
reports and paying taxes.

6. Presidential Decree No. PD-132 of 30 August 2024, On Measures to Implement
the Tasks Set During the Fourth Open Dialogue of the President of the Republic of
Uzbekistan with Entrepreneurs, introduced a range of measures aimed at addressing
existing problems in the food service sector and promoting fair and transparent business
practices.

Under paragraph 7 of the Decree, the corporate income tax rate for food service
enterprises was reduced by 50 per cent for the period from 1January 2025 to 1January 2028.

To ensure implementation of this Decree, the Cabinet of Ministers adopted
Resolution No. 745 of 7 November 2024. Under the approved regulation, a system was
introduced for the period from 1January 2025 to 1 January 2028 to refund part of the
VAT paid by food service business entities from the republican budget, provided that
payments are made by the 25th day of each month, in the following amounts depending
on the share of non-cash turnover, including payments made through payment terminals
or mobile payment systems:

» Wwhere the share exceeds 60 per cent: 40 per cent of the VAT paid to the budget;
» Wwhere the shareis below 60 per cent: 20 per cent of the VAT paid to the budget.

The resolution also stipulates that payments accepted through marketplaces for
goods or services are to be treated as cashless payments for the purpose of VAT refunds.

At the same time, the resolution approved the Regulation on the Procedure
for Issuing Electronic Purchase Documentation When Food Service Enterprises and
Agricultural Exporters Purchase Agricultural Products in Cash from Individuals. This
regulation provides for the electronic issuance of a purchase act through the taxpayer’s
personal account or a dedicated mobile application of the tax authorities. This measure,
in turn, enables the recording of cash purchases made in dehkan markets and allows
entrepreneurs to receive partial VAT refunds, thereby encouraging more formal and
transparent business practices.

In addition, to facilitate hiring, the Decree provides for the introduction of short-term
employment contracts, including daily or piece-rate contracts, concluded electronically
for food service enterprises.
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7. By Resolution No. 971 of the Cabinet of Ministers of 5 December 2019,
On Organizational Measures to Introduce and Ensure the Functioning of the Interagency
Software and Hardware Complex “Unified National Labour System”, a regulation was
adopted governing the conclusion of electronic employment contracts, the registration
of employment contracts, and the creation and maintenance of electronic labour record
books within the Unified National Labour System.

Under this regulation, the interagency software and hardware complex “Unified
National Labour System” (my.mehnat.uz) was introduced. It enables employers to
conclude, terminate, and amend electronic employment contracts with employees.
This facilitates the regulation of labour relations in food service enterprises, simplifies
procedures, improves transparency, and contributes to reducing informality.

Paragraph 3 of the regulation provides that the use of the Unified National Labour
System for labour relations, including the conclusion, termination, and amendment of
electronic employment contracts, is mandatory for all employers.

8. Presidential Decree No. PD-50 of 19 March 2025, On Measures to Increase the
Role of Small and Medium-Sized Businesses in the Economy, introduced measures to
promote business scaling, including among food service enterprises, and established
simplified administrative procedures.

In particular, entrepreneurs who expand their activities to the category of sole
proprietor, microfirm, or small enterprise may access unsecured loans of up to UZS 50
million under the Family Entrepreneurship Development Programme, and up to UZS 150
million under the Comprehensive Programme for Continuous Support to Small Business.
Entrepreneurs who scale up to medium-sized or large business categories are entitled
to an accelerated VAT refund procedure, under which VAT refunds are processed within
seven days over a one-year period.

A moratorium was also introduced until 1January 2028 on the adoption of acts that
would impose new obligations on small and medium-sized businesses. In addition, the
“First Opportunity” principle was introduced, under which small business entities that
commit an administrative offence related to business activity for the first time during
their first year of operation are exempt from administrative liability.

9. Under Presidential Resolution No. PR-5252 of 4 October 2021, On Additional
Measures to Improve the Use of Cash Register Equipment in Retail Trade and the
Service Sector, procedures for settlements in retail trade and services were improved,
modern information solutions were introduced, and conditions were created to reduce
hidden turnover in the economy and strengthen effective public oversight.

Starting from 1 January 2024, individuals who make purchases in retail, food
service, or household service outlets and register the purchase by scanning the fiscal
sign on the receipt in the tax authorities’ dedicated mobile application using a QR code
are entitled to receive 1 per cent cashback to their bank cards. This cashback is paid from
the republican budget and applies to the portion of the purchase amount not exceeding
60 times the base calculation amount.
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10. By Order No. 114 of the National Statistics Committee of 27 May 2024, the
Methodological Regulation on the Statistical Assessment of the Non-Observed
Economy was approved. Under this regulation, official definitions of the concepts of
the non-observed economy, informal economy, shadow economy, and illegal economy
were established in Uzbekistan.

The document also provides a detailed description of the statistical methods used
to assess the size of the non-observed economy, the informal economy, and the shadow
economy across different types of economic activity.

33



V.

SURVEY RESULTS
ON INFORMALITY IN
THE FOOD SERVICE SECTOR




The survey was conducted nationwide in Uzbekistan and covered 1,260 respondents,
comprising business owners (entrepreneurs), employees, and customers of food service
establishments, with 420 respondents in each group. To ensure territorial coverage
while reflecting the structure of the sector, the survey was conducted in 14 cities, with
one city selected from each of Uzbekistan's 14 regions. Given that food service activity is
concentrated predominantly in urban areas and that the key characteristics of informality
in this sector are broadly similar across locations?®, data collection was limited to cities,
specifically regional centres, with the exception of Chirchiq city in Tashkent region. The
regional distribution of the sample was kept broadly even. However, regions with higher
levels of food service output and production were assigned a moderately larger share
of respondents in order to better capture differences in sectoral intensity.

According to data from the State Tax Committee, more than 25,000
enterprises are registered nationwide as legal entities engaged in food service
activities. In the first ten months of 2025, these enterprises recorded a total
turnover of UZS 20 trillion, paid a total of UZS 1.4 trillion in taxes to the State

budget, and received tax incentives amounting to UZS 4.6 billion.

According to the study’s estimates, reducing the shadow economy in
the food service sector by one percentage point could generate an additional
UZS 119 billion in revenue for the State budget.

Table 1. Survey sample across the regions of Uzbekistan

. Food service produc-

Share across

Survey sample
420

regions, %
Republic of Uzbekistan 174938.7
1 Republic of Karakalpakstan 10450.2 6.0 30
2 Andijan region 12247.2 7.0 30
3 Bukhara region 9130.1 52 29
4 Jizzakh region 5452.0 31 27
5 Kashkadarya region 16453.8 9.4 32
6 Navoiy region 5380.8 3.1 27
7 Namangan region 17745.3 10.1 32
8 Samarkand region 19393.6 1.1 33
9 Surkhandarya region 7866.5 4.5 28
10 |Sirdarya region 35225 2.0 25
1 Tashkent region 19417 6.8 30
12 Fergana region 17897.2 10.2 32
13 Khorezm region 10080.3 5.8 30
14 | Tashkent city 273775 15.6 35

Source: National Statistics Committee of the Republic of Uzbekistan

28 Thulare, M.H., 2021
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The sampling strategy covered 420 food service establishments. For each
selected establishment, surveys were conducted with the business owner or manager,
employees working at the establishment, and customers located in the same area.
This approach ensured that the survey captured the perspectives of all key actorsin the
food service sector at the same locations, thereby providing a comprehensive overview
of the experiences of employers, workers, and customers in the surveyed areas.

MAIN FINDINGS

(a) Findings from the survey of business owners

>

>

36

Smaller food service establishments often do not have formal lease agreements,
and a significant share of rental payments continues to be made in cash.

The procurement of basic food products in the food service sector is largely
carried out through traditional markets, which contributes to informality. One
of the key challenges cited is the inability to obtain official invoices.

Payments made through online transfers remain one of the most common
methods used to conceal actual cash turnover in food service establishments.

The installation of digital accounting software in food service establishments,
and its integration with the information systems of the tax authorities, was
identified as a key priority for reducing informality. Enterprises should therefore
be encouraged to adopt such solutions.

Informal employment persists in the food service sector, particularly among
waitstaff, cleaners, and interns.

According to respondents, an average of 18 per cent of employees in food
service establishments are employed informally.

One in five food service enterprises does not pay employee wages fully through
official channels.

High tax burdens were identified as the main financial barrier to transitioning
to formal operations.

Eleven per cent of entrepreneurs reported having encountered corruption
in their interactions with public authorities at least once during the previous
12 months.

Forty per cent of surveyed enterprises indicated that they were unaware of the
State support measures introduced in recent years for food service businesses,
including the 50 per cent reduction in the corporate income tax rate, VAT
refunds, and the introduction of short-term employment contracts.



b) Findings from the survey of employees

» Thereisaneed tointroduce improved standards for working conditions. Reported

working hours often exceed national legal norms, and some respondents
indicated that they work without weekly rest days. On average, employees
reported working around 10 hours per day.

Six per cent of respondents reported working conditions that pose a risk to
life or are harmful to health.

According to employees, the average share of informal workers within their
establishments is approximately 23.5 per cent. Nearly 23 per cent of surveyed
workers reported being employed informally, meaning that they do not have
a formal employment contract.

The main reasons cited for informal employment include receiving wages
in cash and without tax deductions, resulting in higher take-home pay, the
temporary nature of such employment, and the perception that formalization
is unnecessary.

Forty-six per cent of surveyed employees reported receiving their wages entirely
in cash without any formal reporting.

Most employees believe that simplifying, accelerating, and easing formalization
procedures would help reduce informality.

Employees generally prefer formal employment. When given a choice between
formal and informal work under identical wage levels and working conditions,
the majority indicated a preference for formal jobs.

Respondents believe that the Government could effectively reduce informal
employment by increasing legal awareness among workers and lowering tax
and social contribution burdens.

c) Findings from the survey of customers

>

Although payment options in establishments remain largely limited to cash and
bank cards, customers tend to find card payments and newer digital payment
methods more convenient.

Thirty-seven per cent of respondents stated that they always request a receipt
after making a payment.

In cases where a receipt is not provided, 80 per cent of customers indicated
that they do not attach importance to it.

Customers generally perceive fully formalized food service establishments as
providing higher-quality services.
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SURVEY OF BUSINESS OWNERS

I. Key Operational Indicators

1. Among the surveyed enterprises, 45 per cent operate as cafés or canteens,
29 per cent as restaurants, 11 per cent as fast-food outlets, 10 per cent as teahouses
(choykhona), 2 per cent as banquet halls, and 1 per cent as coffee shops (see Figure 5).

Coffee shops Other

1% 1%

Cafe or
Banquet hall Canteen

2% VA

Restaurant

29%

Figure 5. Distribution of surveyed enterprises by type of establishment (%)

In terms of years in operation, 33 per cent of the enterprises have been operating
for 1to 3 years, 43 per cent for 4 to 10 years, and 24 per cent for more than 10 years.

2. Sixty-four per cent of enterprises have a seating capacity of up to 100 guests,
21 per cent can accommodate 100-200 guests, 13 per cent can accommodate 200-500
guests, and 2 per cent have a capacity exceeding 500 guests.

By type of establishment, the average seating capacity is highest for banquet halls,
at 384 seats, followed by restaurants (187 seats), cafés and canteens (94 seats), teahouses
(89 seats), coffee shops (63 seats), and fast-food outlets (61 seats).

cafe and Canteens [[INGEGEEEE 128
Restaurants GG 173
Banquet halls | 234
Fast-food Outlets [[NNENEGGEGEGEGEEE 146
Teahouses | 105
coffee shops IIEIGIGINGNGEG 80
Other NG 135

Figure 6. Average number of daily visitors by type of establishment
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The average number of daily visitors is 134. More specifically, cafés and canteens
receive an average of 128 visitors per day, restaurants 173, fast-food outlets 146, teahouses
105, and coffee shops 80 (see Figure 6).

3. According to respondents, the average customer spends approximately UZS
75,000 per visit. Average spending by type of establishment is reported at UZS 67,000
in cafés and canteens, UZS 99,000 in restaurants, UZS 48,000 in fast-food outlets, UZS
67,000 in teahouses, UZS 56,000 in coffee shops, and UZS 94,000 in banquet halls.

Average daily revenue per enterprise amounts to UZS 10.0 million for cafés and
canteens, UZS 17.9 million for restaurants, UZS 7.5 million for fast-food outlets, UZS
7.1 million for teahouses, UZS 4.8 million for coffee shops, and UZS 21.9 million for banquet
halls (see Figure 7).

Cafe and Canteens N 10,0
Restaurants [IININEGEGEEEE 17,9
Banquet halls NN 21,9
Fast-food Outlets [N 7,5
Teahouses NN 7,1
Coffee shops I 4,8
other NN 10,9

Figure 7. Average daily revenue per enterprise by type of establishment (UZS million)

Il. Drivers of Informal Activity
4. Rental payments for premises

Rental payments for premises are predominantly made in cash. According to the
survey, 62 per cent of enterprises reported that the premises they use are owned by the
business owner, while 38 per cent operate from rented premises. Among those renting
premises, 87 per cent indicated that they have a formal lease agreement, while 7 per
cent reported using the premises free of charge.

Smaller food service establishments are less likely to have formal lease agreements.
Most enterprises operating without such agreements are cafés or canteens with a seating
capacity of up to 100 persons (33 per cent) and fast-food outlets (33 per cent).

Cash continues to dominate rental transactions: 41 per cent of enterprises pay
rent exclusively in cash, 40 per cent use bank transfers, and 19 per cent rely on a mixed
payment method.
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5. Procurement of basic food products through markets

The widespread procurement of basic food products through traditional markets is
an important driver of informality in the food service sector. One of the main challenges
cited is the inability to obtain official invoices.

According to the survey, 64 per cent of enterprises source their main food products
from markets, while 26 per cent purchase them from formal distributors (see Figure 8).

2%

H Self-produced
Markets
B Official distributors
Farmersor dekhkan farms
B Other sources

Figure 8. Main sources of food product supply among surveyed enterprises

More modern food service establishments tend to rely more heavily on formal
suppliers. Specifically, 83 per cent of teahouses and 69 per cent of cafés purchase their
main food products from markets, whereas 36 per cent of restaurants and 31 per cent
of fast-food outlets procure their inputs from official distributors.

When purchasing key food inputs, 58 per cent of enterprises primarily use cash
payments, 33 per cent rely on bank transfers, and 2 per cent use online money transfers.
Notably, 76 per cent of enterprises sourcing their main products from markets make
payments in cash.

According to respondents, 54 per cent of all core purchases are formally documented
with invoices. This share reaches 79 per cent among enterprises purchasing from formal
distributors, compared with only 43 per cent among those sourcing from markets.

The main reasons cited for the non-issuance of invoices include difficulties in
obtaining invoices at markets (43 per cent), a shortage of formal suppliers (36 per cent),
and the fact that cash purchases are faster and easier (35 per cent). Only 19 per cent of
respondents indicated that reducing the tax burden was a motivating factor.

With regard to meat products, 57 per cent of enterprises purchase them from
markets or butchers, while 32 per cent source them from formal suppliers (see Figure 9).
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Figure 9. Main sources of meat product supply among surveyed enterprises (%)

6. Licensing procedures and compliance costs as drivers of informality

Forty-seven per cent of enterprises believe that the complexity and high costs
associated with obtaining licences, such as permits for alcohol sales, sanitary approvals,
and authorization for 24-hour operations, may compel businesses to operate informally,
while 36 per cent consider these factors to have little impact. By contrast, 17 per cent
of respondents identified licensing barriers as one of the primary causes of informality.

7. Use of cash and online transfers to conceal turnover

Cash payments and online transfers remain among the most common methods
used to conceal actual turnover in food service establishments. According to respondents,
on average 59 per cent of customer payments are made by bank card and 45 per cent
in cash. In addition, 30 per cent of enterprises reported that they encourage customers
to make payments via online transfers instead of by card or in cash.

Such practices are more prevalent among teahouses, where 45 per cent of
enterprises reported offering online transfer payments, and banquet halls, where this
share reaches 38 per cent.

Forty-three per cent of food service establishments do not offer QR-code payment
options. The absence of such payment options is most common in teahouses (52 per
cent), coffee shops (60 per cent), and banquet halls (88 per cent).

As the main reasons for not offering QR-code payments, 75 per cent of enterprises
cited insufficient customer demand, while 17 per cent pointed to a lack of technical
knowledge.
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8. cash register equipment and receipt issuance

Enterprises generally do not report major problems with the cash register equipment
provided by the tax authorities. However, shortcomings persist in the practice of issuing
receipts for cash payments. Ninety-seven per cent of enterprises are equipped with
official cash registers. Of these, 94 per cent report using them regularly, while 6 per cent
indicated occasional technical malfunctions.

The installation of digital management software and its integration with the
information systems of the tax authorities should be treated as a key priority for
reducing informality, and enterprises should be encouraged to adopt such solutions.

Only 36 per cent of food service enterprises have installed R-Keeper or similar
management software. Among these, 73 per cent are integrated with the tax system,
which contributes to greater operational transparency.

Eighty-nine per cent of enterprises stated that they always issue official receipts for
all payments. However, when customers pay in cash, 32 per cent of enterprises reported
that they do not always issue an official receipt.

The main reasons cited for not issuing receipts include (see Figure 10):
» poor internet connectivity (26 per cent);

malfunctioning cash register equipment (20 per cent);

customers not requesting receipts (14 per cent);

disruptions in bank connectivity (11 per cent); and

time-consuming procedures and frequent technical failures (8 per cent). At the
same time, 50 per cent of entrepreneurs reported having no problems with
issuing receipts.
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Receipt issuance takes too long [l 8%

Cash register malfunctions [ 20%
Poor internet connection |G 26%

Bank connection issues [ 1%
Device breakdowns [l 9%
customers do not ask |G 14%
Noissues G 507

other |} 2%

Figure 10. Reasons for not issuing receipts (%)
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O. Accounting and tax reporting practices

In most food service establishments, accounting systems are generally well
established. However, many entrepreneurs consider tax reporting to be excessive and
difficult to understand.

In 62 per cent of enterprises, tax reports are prepared by an in-house accountant,
while 25 per cent rely on external accountants. Thirteen per cent of entrepreneurs
reported preparing tax reports themselves.

The main challenges in organizing accounting services include staffing shortages
(30 per cent), high costs (20 per cent), and the complexity or lack of clarity of tax reporting
requirements (9 per cent).

Overall, 55 per cent of entrepreneurs stated that tax reporting is not difficult, 37 per
cent described it as somewhat difficult, and only 8 per cent considered it very difficult.

10. Tax burden in the food service sector

The average tax burden in the food service sector stands at 15.9 per cent. Specifically,
the reported average tax burden is 16.0 per cent for cafés and canteens, 15.6 per cent
for restaurants, 16.1 per cent for banquet halls, 16.1 per cent for fast-food outlets, 16.0 per
cent for teahouses, and 16.5 per cent for coffee shops (see Figure T1).

However, the tax burden varies by the legal form of the enterprise. In particular,
it averages 15.7 per cent for limited liability companies, 14.0 per cent for sole proprietors,
and 10.0 per cent for joint ventures.

According to data from the State Tax Committee, the average tax
burden of enterprises engaged in food service activities, measured as a share
of turnover, amounts to 7.2 per cent.

Forty per cent of entrepreneurs stated that the tax burden does not affect their
business activity, 48 per cent reported that it has a moderate impact, and 12 per cent
indicated that it represents a significant burden.

Cafe or Canteen

16,5
Other, 167" Restaurant
15,5
15 o
Coffee or 14,5
confectionary © ¥ Wedding venue
shops
o
[ ]
Chaykhana Fast food

Figure 11. Average tax burden by establishment type (%)

Although entrepreneurs frequently cite high taxes as a major financial barrier to
formalization, the overall level of taxation in Uzbekistan remains relatively low compared
with that of peer countries.
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In Uzbekistan, enterprises with annual turnover of up to UZS 1 billion
are subject to a turnover tax of 4 per cent, which is to be reduced to 1 per cent
from 2026. In other cases, businesses are subject to the general tax regime,
including value added tax (VAT) at 12 per cent, corporate income tax at 15 per
cent, and social contributions at 12 per cent.?

In Kazakhstan, value added tax (VAT) is set at 12 per cent, with an
increase to 16 per cent planned from 2026, while corporate income tax is
20 per cent and social contributions can reach 24 per cent. Until 1 January
2026, a unified simplified tax regime (retail tax) applies to trade- and service-
related sectors. Under this regime, enterprises with annual turnover not
exceeding KZT 2.1 billion (USD 3.8 million) pay a tax of 8 per cent of turnover,
which is to be reduced to 4 per cent, plus social contributions, from 2026.
From 2026 onwards, this regime will be restructured into three special
tax regimes: one for self-employed individuals, one based on simplified
declarations for legal entities, and one for dehkan and farmer households.3°

In Azerbaijan, enterprises with annual turnover of up to USD 117,000, rising
to USD 234,000 from 2026, are subject to a turnover tax of 8 per cent, or 6 per
cent for non-cash payments. In other cases, VAT is levied at 18 per cent and social
contributions at 25 per cent. A unified simplified tax regime is also in place in
Azerbaijan, under which food service enterprises with annual turnover of up to
AZN 200,000 (USD 117,000) pay 8 per cent of turnover, or 6 per cent in large cities.
From 2025, a mechanism has been introduced to compensate 50 per cent of
the VAT burden on non-cash payments. Starting from 2026, a special simplified
declaration procedure will be introduced for small food service enterprises.”

In Turkiye, food service enterprises are subject to VAT at 10 per cent,
corporate income tax at 25 per cent, and social contributions at 20 per cent.
VAT on food and restaurant services is likewise set at 10 per cent. Since 2024,
enterprises using electronic invoicing (e-Fatura) and electronic receipts (e-Arsiv)
have been eligible for tax credits to offset the cost of payment terminals.
Mandatory POS terminals and digitalization subsidies have contributed to the
expansion of formal operations in the restaurant sector.??

29 Tax Code of the Republic of Uzbekistan; Presidential Decree and amendments to the Tax Code (2024—
2025)

30 Tax Code of the Republic of Kazakhstan; Law on Special Tax Regimes and Retail Tax (2021-2025); Tax
Reform Concept for 2026

31 Tax Code of the Republic of Azerbaijan; Amendments to the Tax Code (2024-2026);

32 Turkish Tax Procedure Law and VAT Law (KDV Kanunu); Corporate Tax Law of Turkey; Turkish Revenue
Administration (Gelir idaresi Baskanhgi)
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Il Informal Employment in the Food Service Sector
T1. Extent and composition of informal employment

Informal employment is present in food service establishments and primarily affects
waitstaff, cleaners, and interns. According to surveyed business owners, an average of
17.1 per cent of employees in the food service sector are employed informally.

For reference: Comparison with data obtained from the State Tax
Committee suggests that the share of informally employed workers in the
surveyed enterprises reaches an average of 27 per cent.

By type of establishment, the share of informal employment is estimated at 17 per
cent in cafés, 16.2 per cent in restaurants, 26 per cent in banquet halls, 16 per cent in fast-
food outlets, 23 per cent in teahouses, and 7 per cent in coffee shops.

Among entrepreneurs who employ informal workers, 73 per cent reported that
waiters constitute the main group of informal employees, followed by cleaners (36 per
cent) and interns (18 per cent).

The main reasons cited for employing informal workers include:
» high employee turnover (75 per cent);

» high tax and social contribution burdens (25 per cent);

» frequent reliance on temporary labour (20 per cent); and

» employees’ unwillingness to formalize employment relationships (19 per cent).

12. partial payment of wages outside official channels.

One in five food service enterprises does not pay employee wages fully through
official channels.

According to respondents, 41 per cent of enterprises pay wages in cash, 35 per
cent via bank cards, and 24 per cent through a mixed method. Nineteen per cent of
enterprises acknowledged that they do not fully report employee wages. Such practices
are most common in coffee shops (40 per cent) and fast-food outlets (21 per cent), while
banquet halls reported fully formal wage payments.

With regard to the share of wages officially reported to the tax authorities, 55 per
cent of enterprises report 50-75 per cent of wages, 27 per cent report only half, 10 per
cent report only the minimum wage, and 8 per cent report only one quarter of wages,
with the remaining amounts paid “in envelopes.”
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IV. Corruption in Relations between Entrepreneurs and Public Authorities
13. Incidence of corruption

Eleven per cent of entrepreneurs reported having encountered corruption in their
interactions with public authorities at least once during the previous 12 months.

Among those who reported experiencing corruption, additional payments or
services were most frequently requested by authorities responsible for construction
(21 per cent), tax administration and emergency services (19 per cent), gas supply (15 per
cent), cadastral services (15 per cent), sanitation and public order (12 per cent), regional
electricity networks (10 per cent), and internal affairs bodies (9 per cent).

Entrepreneurs identified the main purposes of corruption as follows (see Figure 12):
tax evasion (27 per cent);

obtaining construction permits (13 per cent);

securing preferential treatment or benefits (8 per cent);

maintaining favourable relations with public authorities (8 per cent);
continuing business operations (6 per cent);

concealing violations or deficiencies (6 per cent); and
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concealing informal activities (4 per cent).

Don't know/No answer | 427

Had no over choice/felt compelled . 2%
No specific purpose o
(maintaining good relations) - 8%
Connecting to utility services . 2%

Concealing informal activities - 4%
Hiding deficiencies or violations - 6%

Securing permission to continue - 8%

business operations

Compliting or submitting 0%
documents or reports

Gaining access to preferantial treatment - 8%
Obtaining construction permits _ 13%
raxevasion | 27%

Figure 12. Reasons for corruption

Forty per cent of enterprises believe that such corrupt practices can be avoided
by operating fully formally or by ensuring that all documentation is properly completed.

Seven per cent of business owners reported that they had refrained from investing
in their enterprises due to fear of having to make informal payments in order to obtain
necessary services or permits.
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V. Formalization of Informal Activity
14. Perceptions of the scale of informal activity

Among surveyed entrepreneurs, 39 per cent stated that informal activity in the food
service sector exists at a moderate level, noting that fully formal businesses also operate
in the sector. At the same time, 12 per cent believe that informal activity is widespread,
while 17 per cent reported that all enterprises operate fully formally.

15. Financial barriers to formalization

The main financial barriers to transitioning to formal activity, as identified by
entrepreneurs, include (see Figure 13):

» high tax burdens (62 per cent);

» high costs associated with cash register equipment and reporting systems
(24 per cent);

» high costs related to obtaining licences and permits (15 per cent); and

» high fees for banking services, including POS terminals, QR payments, and
bank accounts (10 per cent).

16. Administrative barriers to formalization

The main administrative barriers to formalization were identified as follows (see
Figure 13):

®» lack of clear and stable regulations (26 per cent);
complexity of licensing and permit procedures (22 per cent);

excessive inspections and bureaucratic requirements (19 per cent);
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significant time costs associated with interactions with public authorities
(18 per cent); and

®» lack of clarity in the tax reporting system (15 per cent).

Financial barriers L . .
Administrative barriers

Other - 26% Other _ 28%

Fees associated with banking Lack of clear and consistent 0
services (POS terminals, l 10% regulations _ 26%
QR payments, bank accounts)
e cessive bureaucracy NI 19%
Expenses related to obtaining . 15% y
licenses and permits

Interactions with goverment o
agencies take to much time _ 18 /°
The tax reporting system is unclear - 15%
. o The process of obtainingpermits o
High tax burden _ 62 /° and licensesis complicated _ 22 A’

Figure 13. Financial and administrative barriers
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17. Awareness of State support measures

Forty per cent of enterprises reported being unaware of the State support measures
introduced in recent years for food service businesses, including the 50 per cent reduction
in corporate income tax, VAT refunds, and the introduction of short-term employment
contracts.

18. Conditions for full formalization

Among surveyed entrepreneurs, 33 per cent stated that they would fully formalize
their activities if the tax burden were reduced, while 6 per cent indicated that simplification
of the reporting system would encourage them to do so. However, 10 per cent of
entrepreneurs reported that full formalization is not feasible because of the high level
of informal competition in the market.

19. Concerns related to full formalization

If all receipts and wages were fully formalized, 59 per cent of entrepreneurs reported
that they would have no concerns. At the same time, 26 per cent expressed concern
about higher tax payments, 20 per cent about rising prices, and 17 per cent about losing
competitiveness if their competitors continued to operate informally.

20. Preferred forms of State support

As priority forms of State support to reduce informality in the food service sector,
enterprises identified the following:

» reduction of tax rates (42 per cent);
» reduction of social tax and personal income tax on wages (26 per cent); and

®» introduction of a unified tax regime (13 per cent).

21. Attitudes towards formalization

Seventy-seven per cent of business owners emphasized the importance of
formalizing business activities, citing the value of legal compliance, while only 2 per cent
believed that formalization offers no benefits.

In addition, 77 per cent of enterprises stated that reducing the social tax rate to
1-2 per cent would provide a strong incentive to formalize their operations.
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SURVEY OF EMPLOYEES

1. Demographic profile of respondents

The average age of employees in the food service sector who participated in the
survey was 31 years. In particular, 31 per cent were aged 16-24, 52 per cent were aged
25-40, and

18 per cent were over 40 years of age. Of the respondents, 70 per cent were men
and 30 per cent were women. In terms of education, 58 per cent had completed secondary
specialized education, 18 per cent had only general secondary education, and 23 per
cent had higher education.

2. Type of establishment

Among the survey participants, 46 per cent were employed in cafés or canteens,
33 per cent in restaurants, 10 per cent in fast-food outlets, 7 per cent in teahouses, 2 per
cent in banquet halls, and 1 per cent in coffee shops.

3. Employment status and positions held

A total of 91 per cent of respondents indicated that this job constituted their
main employment. In terms of positions held, 32 per cent were waiters, 25 per cent
were managers or administrators (hall supervisors), 12 per cent were cooks, 12 per cent
were accountants, 9 per cent were assistant cooks, and 4 per cent were auxiliary staff,
including dishwashers and cleaners (see Figure 14).
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6% B Waiter / service staff
B Manager/administrator
B Support worker (dishwasher, cleaner, etc.)
Assistant cook
B Cook
B Other

Accountant

12%
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Figure 14. Distribution of respondents by position held (%)

4. Length of service at the current workplace

With regard to work experience at their current workplace, 34 per cent had been
employed for more than three years, 32 per cent for one to three years, 13 per cent for
up to one year, 17 per cent for one to six months, and 5 per cent for less than one month.
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I. Working Conditions for Employees in the Food Service Sector
5. Working hours and rest days

Some respondents reported that working hours exceed the norms established
by national legislation and that they work without weekly rest days. On average, each
employee reported working 10 hours per day. In this context, administrators work an
average of 11 hours, waiters and auxiliary staff 10 hours, while cooks, assistant cooks, and
accountants work 9 hours per day.

Fourteen per cent of employees reported working without any rest days. Among
those working without rest days, 25 per cent were waiters, 26 per cent were administrators,
and 15 per cent were cooks.

6. Perceptions of wage adequacy

Eighty-two per cent of employees stated that they are adequately compensated
for their work at their current workplace. At the same time, 9 per cent indicated that
their wages are insufficient relative to their workload. This group consisted mainly of
auxiliary staff and waiters.

7. Occupational safety and working conditions

Only 6 per cent of respondents reported the presence of working conditions at
their workplace that were hazardous to health or posed a risk to life. Among them, 85 per
cent cited working hours exceeding established norms, 19 per cent reported the use of
unsafe or defective equipment, 8 per cent indicated insufficient workplace equipment,
and 4 per cent reported non-compliance with safety measures.

il. Informal Employment
8. Estimated share of informal workers

According to employees, the average share of informal workers relative to the total
number of employees in their establishments is 23.5 per cent. This estimate is based on
respondents’ reports of the total number of workers and the number of informal workers
at their workplace.

By type of establishment, the estimated share of informal workers is 29 per cent in
cafés or canteens, 29 per cent in coffee shops, 24 per cent in banquet halls, 23 per cent in
fast-food outlets, 18 per cent in restaurants, and 15 per cent in teahouses (see Figure 15).
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Figure 15. Share of informal workers by type of establishment (%)

9. profile of employees working informally

Twenty-three per cent of employees who participated in the survey reported that
they work informally, meaning that they do not have a formal employment contract.

Among informal workers, 56 per cent were aged 16-24. At the same time, the rate
of informal employment was 4 percentage points higher among women than among
men: 29 per cent of women and 22 per cent of men reported working informally.

By main job function, 52 per cent of informal workers were waiters, 10 per cent
were cooks, and 9 per cent were administrators (see Figure 16).

Accountant Delivery worker
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service staff
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Manager /
administrator

Figure 16. Distribution of informal workers by main job function (%)

10. Reasons for informal employment

Thirty-six per cent of employees reported that they work informally by choice,
52 per cent stated that their employer does not offer formal employment, and 12 per
cent indicated that they are currently working under a probationary arrangement.
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As the main reasons for not working formally, informal workers reported the

following (see Figure 17):

» 47 per cent cited receiving wages in cash and without tax deductions, resulting

in higher take-home pay;

» 36 per cent stated that their employment is temporary and does not require

formalization;

» 16 per cent believed that the formalization process is complex and time-

consuming;

v

11 per cent indicated that it is difficult to find formal employment; and

v
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Figure 17. Main reasons for informal employment (%)

For reference: The report Informal Employment in Uzbekistan
(Central Bank of Uzbekistan, CERR, and UNDP, 2025) indicates that
a significant minority of employers (22.25 per cent) openly acknowledge
hiring informal workers. The rationale for informality appears to be primarily
economic rather than regulatory. Employers cite cost reduction (48.6%),
flexibility (43%), and ease of termination (35.5%) as the main drivers.’?

33 The Central Bank of Uzbekistan, CERR and UNDP, Informal Employment in Uzbekistan, 2025
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Ill. Wages and Payments
1. Wage payment practices

Sixty-nine per cent of employees reported that they are satisfied with their current
workplace and level of wages.

Forty-seven per cent of employees stated that they receive their wages entirely in
cash, 28 per cent receive wages via bank cards, and 25 per cent receive wages in a mixed form.

Among survey participants, 54 per cent reported that their monthly wages are
paid fully through formal channels, while 37 per cent stated that they receive their wages
entirely in cash without any formal reporting. Ten per cent indicated that part of their
wages is paid in cash (“in an envelope”), while the remainder is paid formally.

For reference: The report Informal Employment in Uzbekistan (Central
Bank of Uzbekistan, CERR, and UNDP, 2025) also points to the prevalence of
mixed and semi-formal wage practices. While 72 per cent of firms primarily
use card payments, 26 per cent still rely on cash, and 20 per cent split wages
between digital and informal channels, demonstrating that digital compliance
may coexist with persistent informality. Although 82 per cent of employers
claim to pay 100 per cent of wages officially, only 74 per cent reported wage
increases over the previous two years, pointing to wage stagnation among
a significant minority of workers, many of whom may be informally employed.3*

IV. Formalization of Informal Employment
12. perceived effects of mandatory formalization

Nineteen per cent of employees reported that mandatory formalization across
all establishments could create a risk of job loss, while 2 per cent stated that they could
definitively lose their jobs as a result of such measures.

In the event of signing a formal employment contract, 32 per cent of informally
employed workers stated that their wage level would remain unchanged, 17 per cent
indicated that it could decrease, and 8 per cent reported that it could increase. Forty-two
per cent of informal workers stated that they had no opinion on this issue.

13. Perceived reasons for employers’ reluctance to formalize employment

Employees believe that employers are reluctant to formalize employment for the
following reasons:

» hightax and social contribution burdens (44 per cent of surveyed employees);
» high employee turnover (38 per cent);

» excessive paperwork and administrative procedures (17 per cent);

» the ability to dismiss employees easily at any time (12 per cent); and

®» avoidance of social obligations (7 per cent).

34 The Central Bank of Uzbekistan, CERR and UNDP, Informal Employment in Uzbekistan, 2025
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14. views on reducing informal employment

Forty-seven per cent of employees believe that informal employment can be
reduced by simplifying the formalization process and making it faster and easier.

At the same time, 9 per cent stated that employees themselves prefer informal
work, while another 9 per cent believe that simplification would have no effect because
employers would continue to avoid formalization. Four per cent of employees stated that
simplifying formalization procedures would not be an effective solution for reducing
informal employment.

15. preferences regarding formal and informal employment

Overall, employees tend to prefer formal employment. If given a choice between
formal and informal work under equal wages and working conditions, 73 per cent of
employees stated that they would prefer formal employment.

Moreover, 58 per cent of employees reported that they would prefer formal
employment even if wages were lower, while 29 per cent stated that their choice would
depend on wage levels and that they would prefer informal employment if it offered
higher pay.

16. Importance of formal employment and awareness of labour rights

For 77 per cent of employees, having a formal employment contract is important,
while 23 per cent indicated that it is not of significant importance.

Eight per cent of respondents stated that they do not know their labour rights
at all, 42 per cent reported partial knowledge, and 50 per cent stated that they are well
informed about their rights.

At the same time, employees identified the following as important benefits of
formal employment:

» 76 per cent considered the accumulation of pension service records important;
» 33 per cent considered access to credit important; and

» 15 per cent considered access to social benefits, such as maternity benefits and
temporary disability allowances, important when formalizing employment.

17. confidence in rights protection and barriers to seeking redress

Sixty-seven per cent of employees stated that formalizing employment would
increase their confidence in the protection of their rights, while 17 per cent indicated
that it would have no effect.

Where labour rights are violated, the main reasons employees do not apply to
official authorities to protect their rights are:

» lack of legal knowledge (46 per cent);
®» fear of dismissal (43 per cent);

» complexity of legal procedures (24 per cent);
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» difficulty in obtaining legal assistance (21 per cent); and

» the belief that filing a complaint would not lead to any result (15 per cent).

18. perceived risks associated with informal employment

As potential problems arising from informal employment, employees identified
the following (see Figure 18):

® 51 per cent cited the absence of pension service record accumulation;

» 40 per cent indicated the risk of delayed wage payments or non-payment of

wages;
®» 25 per cent pointed to the lack of legal protection in cases of dismissal;
» 23 per cent reported the absence of financial support during illness;
» 21 per cent noted the absence of rest days and paid leave; and
®» 15 per cent cited the lack of guaranteed working conditions.
Problems caused by informal employment: Measures to reduce informal employment:
. Increasing legal literacy _ 0,
orcrseere [ 40% ameng ks 49%
Strengthening oversight of - 26%
No financial support employers who use informal labor
during illness - 23%

Reducing tax and social _ o,
payment burdens 43 A)
Simplifying the - 24%

formalization process

Lack of legal protection 0,
in case of dismissal - 25% Raising awareness among workers about - 21%

the benefits of formal employment
No accumulation of _ 0, . . . o
pensionable service 51 /o Increasing workplace inspections - 15 A)

Unsafe or non-guaranteed - 15% No measure would be effective I 3%
working conditions

No rest days or paid leave - 21%

Other I 5% other | 5%
Figure 18. Perceived risks of informal employment and measures to reduce it

19. Measures to reduce informal employment

The majority of surveyed employees believe that the State can reduce informal
employment through effective policy measures. In particular, employees indicated that
informal employment could be reduced through (see Figure 18):

» improving legal awareness among workers (49 per cent);
reducing tax and social contribution burdens (43 per cent);
strengthening oversight of informal employers (26 per cent);

simplifying formalization procedures (24 per cent);
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raising awareness among workers of the advantages of formal employment
(21 per cent); and

v

increasing workplace inspections (15 per cent).
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SURVEY OF FOOD SERVICE CUSTOMERS

1. Demographic and income profile of respondents
The average age of customers participating in the survey was 34 years.

Specifically, 18 per cent were aged 16-24, 61 per cent were aged 25-40, and 21 per
cent were over 40 years of age. Among respondents, 79 per cent were men and 21 per
cent were women.

The average monthly income of customers was UZS 6.9 million. In particular, 71 per
cent were classified as having middle income (UZS 3 million to UZS 10 million), 12 per
cent as having low income (up to UZS 3 million), and 17 per cent as having high income
(above UZS 10 million).

2. Frequency of visits

Forty-one per cent of customers reported visiting food service establishments
two to five times per month, 30 per cent visited five to ten times per month, 14 per cent
visited ten to fifteen times per month, and 15 per cent reported visiting almost daily.

3. Average spending per visit

Customers reported spending an average of UZS 81,000 per visit. Specifically,
low-income customers spent an average of UZS 63,000, middle-income customers UZS
77,000, and high-income customers UZS 110,000.

4., Payment methods and customer preferences

Although payment options at establishments remain mainly limited to cash and
bank cards, customers consider bank cards and newer payment methods to be more
convenient. Among the establishments visited by respondents, 51 per cent accepted
cash payments, 42 per cent accepted bank card payments, and 7 per cent accepted
online transfers (see Figure 19).

In terms of convenience, 46 per cent of respondents preferred paying by bank
card, 43 per cent preferred cash payments, and the remaining 11 per cent preferred online
transfers or QR-code payments.

Preferred by
customers

Preferred by

establishments B Cash Bank cards ® P2P QR

Figure 19. Payment methods accepted by establishments and customer preferences (%)
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5. Receipt-requesting behaviour

Thirty-seven per cent of respondents stated that they always request a receipt
after payment, 40 per cent do so occasionally, and 23 per cent never request a receipt.

Among low-income customers, 56 per cent do not request receipts, compared
with 20 per cent of middle-income customers and 13 per cent of high-income customers.

When receipts are requested, respondents reported that receipts are always
provided in 63 per cent of cases, provided occasionally in 35 per cent of cases, and not
provided at all in 2 per cent of cases. When a receipt is not provided, 80 per cent of
customers reported that they do not attach any importance to this.

Among those who do not request receipts, 50 per cent cited embarrassment,
48 per cent cited the small transaction amount, and 50 per cent cited time constraints
as reasons for not requesting one. In addition, 51 per cent of respondents indicated that
they would not request a receipt in exchange for a discount.

6. QR-code fiscal receipts and perceptions of formal establishments

When customers make cash payments, only 24 per cent of establishments provide
a QR-code fiscal receipt. Fifty-seven per cent of customers consider fully formal food
service establishments to provide high-quality services, while 41 per cent consider them
to provide services of average quality.
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CONCLUSION
AND RECOMMENDATIONS




Informal economic activity is one of the main factors in developing and transition
economies that distorts competition, slows economic growth, undermines labour rights,
weakens social protection, and reduces trust in institutions. For this reason, bringing
businesses out of informality, encouraging legal economic activity, and systematically
addressing the factors that drive hidden economic activity require a comprehensive
approach. Reducing the informal economy effectively requires, first and foremost, regular
assessment of its scale, identification of its key drivers, closure of legislative gaps, and a
clear understanding of the channels that push economic activity into informality.

The expansion of the informal economy creates serious imbalances in production,
consumption, public revenues, the labour market, and the financial system. It is associated
with lower tax revenues, weaker labour rights, reduced financing for social programmes,
and an increased risk of corruption. Corruption, in turn, reduces the efficiency of lawful
business activity, intensifies unfair competition, and deepens distrust in State institutions.

The findings of this study indicate that the expansion of the informal economy
is driven by weaknesses in the regulatory and legal framework, gaps in tax and labour
legislation, weak oversight of supply chains, insufficient transparency, and shortcomings
in financial control mechanisms. These factors increase the use of cash and demand
for informal financial services, thereby limiting opportunities for business formalization.

Based on the study, the following conclusions may be drawn. In Uzbekistan'’s food
service sector, the high share of informal supply chains, weaknesses in payment systems,
bureaucratic barriers to formalization, the tax burden, entrepreneurs’ limited awareness
of State support measures and incentives, corruption, weak control mechanisms, and
insufficient fines and sanctions related to informality do not encourage entrepreneurs
to move out of the informal economy.

In particular, the survey results highlight the following:

- Weak supply-chain control: In the sector, 52 per cent of intermediate consumption
expenditure on raw materials relates to agricultural products, which reduces traceability
in the supply chain because of the high level of informality in agriculture. Specifically,
64 per cent of enterprises purchase their main inputs in bazaars, where payments are
made in cash in 58 per cent of cases and invoices are not issued in 43 per cent of cases.

- Weaknesses in the payment system: In addition, 98 per cent of food service
activity is directed towards final household consumption, which makes it easier for
transactions to be omitted from official records, as the probability of detecting violations
is very low, and thereby encourages hidden activity.

- Online transfers and cash remain the most common means of concealing
turnover: On average, 45 per cent of payments are made in cash; 30 per cent of enterprises
encourage customers wishing to pay by bank card to make an online transfer (P2P)
instead; 43 per cent of establishments do not offer QR-code payment options; and 32 per
cent do not issue an official QR-coded receipt when customers pay in cash.

- High levels of informal employment: According to the findings, on average
27 per cent of employees, or roughly one in three, work informally. In addition, 41 per
cent of enterprises pay wages in cash, indicating wage concealment even where workers
are formally employed. As the main reason for using informal labour, 75 per cent of
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enterprises cited high staff turnover, while workers often perceive informal employment
as a normal situation.

Reducing the informal economy requires systemic measures that address the
entire value chain, from raw materials and inputs to final consumption, across all sectors
of the economy. Based on the results of the study, the implementation of the following
proposals is considered appropriate:

1. Develop an institutional reform package to combat the informal economy
and strengthen the tax system

Given that a high level of informality has a significant negative impact on
fiscal stability, formal employment, and the quality of the business environment, it is
recommended that a comprehensive package of institutional reforms be adopted in the
short to medium term, with a view to establishing a stable revenue base and modernizing
tax policy. Such a package should include institutional measures aimed at strengthening
tax administration, improving incentive frameworks, enhancing transparency, and
reducing informal economic activity.

To this end, the following key mechanisms are proposed:
(a) Develop a medium-term strategy for a sustainable revenue policy

To ensure predictable, consistent, and stable growth in public budget revenues, it
is necessary to adopt a strategic document defining the medium-term priorities of the
tax and customs system. This strategy should include mechanisms for reducing fiscal
risks, assessing the economic impact of taxes, and expanding the revenue base.

(b) Develop a strategy for tax system reform and for combating the informal
economy

The main drivers of the informal economy have been identified as imbalances
in the tax burden, the low quality of inspections, unlimited tax privileges, and gaps in
administration. On this basis, it is proposed to develop a comprehensive strategy including
the following measures:

» limiting the granting of new tax privileges and regulating them only under
strict criteria based on economic efficiency;

» developing a methodology for calculating tax expenditures, assessing the
budgetary impact of each privilege, and ensuring their ongoing public disclosure;

» improving the quality of tax inspections, introducing a risk-based inspection
system, and significantly reducing corruption-related factors;

®» defining sectoral and regional targets for reducing the share of the non-observed
economy, together with measurable parameters to be achieved by 2030; and

» strengthening tax administration by expanding real-time monitoring systems,
increasing the level of digitalization, and ensuring full data integration.
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(c) Develop and disseminate a unified methodological guide on the concept
of informality

This should include:

» the development of clear terminology and criteria for defining informal and
shadow activities in Uzbekistan, based on the definitions of international
organizations and relevant foreign experience, including priority directions
for their reduction, for use by public authorities and the general public; and

» the organization of regular training seminars for staff of relevant ministries and
agencies based on the developed methodological guide.

(d) Strengthen the accounting and statistical measurement of informal economic
activity

This should include:

» developing a unified system for the collection, recording, and integration
of statistical data on informal and shadow economic activities, based on
administrative records, sample surveys, tax data, labour force surveys, and
other relevant data sources;

» introducing regular statistical monitoring and estimation methodologies to
measure the scale, structure, and dynamics of informality in accordance with
international statistical standards and good practices;

» improving inter-agency data exchange mechanisms among tax authorities,
labour authorities, statistical bodies, and other relevant institutions to ensure
the reliability and completeness of information on informal activities; and

» ensuring the quarterly publication and dissemination of analytical reports
and statistical indicators on informality, taking into account the quarterly
collection of data on the informal economy, in order to support evidence-based
policymaking.

It is further recommended that an independent annual review mechanism be
established to assess progress against the targets set out in the strategy, with findings
submitted to the Cabinet of Ministers. Without a structured accountability mechanism,
sectoral targets risk becoming nominal. An inter-ministerial coordination body with a
dedicated secretariat should therefore be established to oversee implementation across
agencies and prevent fragmentation of effort.

These reforms would increase the effectiveness of the tax system, reduce the
economic attractiveness of informal activity, and create fair conditions of competition
for business entities.

2. Introduce a single tax payment under a “Special Tax Regime” for the food
service sector to reduce informality

In the food service sector, as in many others, one of the main drivers of informality
is tax evasion. Despite the tax incentives introduced in recent years, businesses have
been slow to legalize hidden turnover.
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In interviews, entrepreneurs emphasized the complexity of current tax reporting, the
high cost of accounting services, and the need to simplify and digitalize tax procedures.

In this context, it would be appropriate to introduce a simplified single tax payment
for the food service sector, where the share of informal activity is among the highest. In
designing this approach, the experience of Kazakhstan and Azerbaijan in the taxation
of food service activities may serve as a useful methodological reference.

According to the Tax Committee, the average tax burden on turnover in Uzbekistan’s
food service enterprises is 7.2%. On this basis, it is proposed to pilot a single tax payment
for the sector at 4 per cent of turnover. Social payments should be set as fixed amounts
depending on wage levels: for wages of up to 10 times the Basic Calculation Unit (BCU)
per month, 1 BCU; up to 20 times the BCU, 2 BCU; up to 30 times the BCU, 3 BCU; and
above 30 times the BCU, 4 BCU.

These measures would reduce the cost of tax administration and, by simplifying
reporting procedures for enterprises, create incentives to bring hidden turnover into
the formal economy.

3. Support the development and adoption of management software integrated
with the tax database

It is proposed to support the development of specialized management software
for the food service sector, including solutions such as R-Keeper, and to ensure its full
integration with the unified database of the tax authorities.

This initiative would enable real-time monitoring of sales operations, ensure
the automatic calculation of taxes through software, and reduce accounting costs for
enterprises.

In addition, large-scale incentives should be introduced to promote the installation
of such software across all food service enterprises. Support for software adoption should
take into account the full cost of transition, not only installation. Many small food service
enterprises lack the technical capacity and staff time needed to adopt new systems
without assistance. It is therefore recommended that the incentive package include:

» subsidized onboarding support for microenterprises;

» a phased compliance timeline that does not penalize enterprises still in
transition; and

» adedicated helpline for technical support.

4., Apply the VAT refund (“cashback”) mechanism only to enterprises using
software integrated with the tax database

To strengthen fiscal discipline in the food service sector, it is proposed that the
existing VAT refund (“cashback”) mechanism be applied only to entrepreneurs whose
management software is fully integrated with the tax database. This approach would
encourage enterprises not to conceal official turnover, to record all sales operations
digitally, and to use transparent systems that are open to State oversight.

62



Under the current procedure established by Cabinet of Ministers Resolution No.
745 of 7 November 2024

» food service enterprises with non-cash turnover of 60 per cent or more receive
a refund of 40 per cent of the VAT paid; and

» where non-cash turnover is below 60 per cent, 20 per cent of the VAT paid is
refunded.

Under the proposed mechanism, these incentives would apply only to enterprises
operating with software integrated with the tax database. This would expand officially
recorded turnover, strengthen fiscal transparency, and promote the transition to a
cashless economy.

At the same time, making VAT reimbursements conditional on software integration
should be accompanied by a clearly communicated transition period of no less than 12
months, during which enterprises may still qualify for the incentive while in the process
of adopting the software. Abrupt conditionality without a transition period risk being
perceived as punitive rather than facilitative and may push enterprises away from the
formal system rather than encourage formalization.

5. Approve a phased inter-agency roadmap to regulate the commercial use of
online transfers by individuals In particular, it is proposed to make QR-code payments
linked to POS terminal settlements mandatory in all establishments.

With the expansion of the digital economy, the use of individuals' bank cards for
informal trade, services, and cash turnover has increased sharply. According to the survey,
one in three enterprises suggests that customers who wish to pay by bank card make
a P2P transfer instead. This practice narrows the tax base, creates unfair competition
for formal businesses, and weakens fiscal discipline. It is therefore proposed to develop
regulatory mechanisms governing the use of individuals’ bank cards for commmercial
purposes and to approve a roadmap for their phased implementation.

Such a mechanism would help identify cases in which individuals use their bank
cards for informal entrepreneurial activity, create transparent monitoring arrangements
for tax authorities, and prevent undeclared turnover.

More specifically, it is proposed to introduce a procedure for calculating personal
income tax on the portion of incoming transfers exceeding UZS 100 million, where
a bank card receives UZS 100 million or more within one month from multiple persons.
Transfers from close relatives, as defined by law, would be excluded from this threshold.

To reduce informal monetary turnover and increase transparency in payment
systems, it is also considered appropriate to promote the widespread use of official
QR-code payments as an alternative to informal P2P receipts. Under this mechanism,
customers would be able to scan a QR code provided by the enterprise through tax-
authority-integrated applications or banking applications and transfer the payment
directly to the enterprise’s bank account. For enterprises, such receipts should be
recorded as official funds received through the POS terminal’'s QR-code function. This
would ensure the real-time formalization of all transactions, their passage through the
banking system, and their integration into the tax database.
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To ensure the full effectiveness of QR-code payments, the following regulatory
measures are required:

» establishing the availability of QR-code payment options as a mandatory
requirement for commercial activity at the local level during the regulation of
P2P mechanisms;

» incorporating this requirement into local trade rules and licensing requirements;
and

» strengthening, in law, the mandatory use of QR-code payments and establishing
appropriate enforcement mechanisms.

» These approaches would make it possible to identify and tax transactions
of a commercial nature without interfering with citizens’ everyday personal
transfers. They would also help prevent undeclared revenues, improve payment
transparency, expand the tax base, and significantly reduce tax-related risks
for enterprises.

6. Strengthen oversight and introduce a monitoring system to increase tax
revenues in food service enterprises

It is proposed that the tax authorities strengthen local oversight measures to expand
the tax base and increase the officially reported turnover of food service enterprises,
including through operational inspection tools such as “mystery shopper” exercises.

In addition, it would be appropriate to introduce a digital system for the regular
monitoring of the sector. Such a system would generate data on key indicators, including
enterprise capacity (hnumber of seats), daily number of visitors, average purchase amount,
number of transactions, and their distribution over time. When compared with tax data,
these indicators would make it possible to identify discrepancies between officially reported
and actual turnover. Based on the imbalances identified, tax authorities could conduct
preventive consultations with taxpayers, promote compliance with legal obligations,
and, where necessary, apply inspection measures.

This monitoring mechanism would help to:

®» reduce hidden turnover;

» increase tax revenues;

» strengthen fiscal discipline; and

» improve the transparency of food service enterprises’ operations.

Strengthened monitoring and inspection should be complemented by formal
grievance and appeals mechanisms for enterprises. Without accessible redress procedures,

increased inspection activity may create risks of informal payments to inspectors rather
than improving compliance. It is therefore recommended that:

» a dedicated complaints channel for businesses subject to inspection be
established and widely publicized;

» all inspection outcomes be recorded in a centralized digital log accessible to
supervising authorities; and
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» inspectors be subject to structured performance reviews that include integrity
indicators. These safeguards are essential to ensure that expanded enforcement
leads to genuine formalization rather than higher corruption-related costs.

7. Reduce informal employment and strengthen labour discipline in the food
service sector

In the food service sector, informal labour relations remain one of the weakest
links. Survey results identify the main reasons as the complexity of labour legislation, low
fines, limited powers of the control system, and the absence of simplified mechanisms
that encourage formal employment. In this context, the following systemic proposals are
put forward to reduce informal employment, strengthen labour discipline, and promote
the full formalization of the sector.

» Develop new procedures and rules for inspecting labour practices at
enterprises

Although existing labour legislation includes provisions aimed at protecting
workers' rights, in market conditions it may place excessive burdens on employers,
complicate documentation procedures, and encourage informal employment. It is
therefore necessary to develop simplified, clearly defined, and criteria-based procedures
for labour inspections. The new procedure should cover:

¥» verification of the formalization of labour contracts;
» confirmation of the existence of documents proving actual employment; and

» regular monitoring of labour discipline and compliance with minimum labour
guarantees.

» Review fines for enterprises employing informal workers and apply them
per worker

Because the current fine levels (5-10 BCU or 10-15 BCU) are far lower than the annual
tax obligations associated with formal employment, employers have limited incentives to
formalize workers. The significantly higher fines applied in Eurasian and Asian countries,
such as Belarus (USD 915-2,980), the Russian Federation (USD 4,320-6,480), and the
Republic of Korea (up to USD 10,000), show that informal hiring is treated as a serious
offence rather than a minor violation. On this basis, it is proposed to:

» apply separate fines for each identified informal worker;

» align fines more closely with the actual tax burden in the labour market; and

» strengthen the deterrent effect of fines so that informal employment becomes
economically irrational.

» Introduce short-term online labour contracts and further reduce the
social tax burden for youth

Given the characteristics of the sector, including high workforce turnover, varying
wage levels, and the complexity of formalizing temporary workers, it would be advisable
to introduce a simplified labour arrangement similar to Germany’s “mini-jobs” model.
Key proposals include:
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» introducing online labour contracts for short-term hiring, including for
employment lasting only a few days or weeks; and

» when employing young people under the age of 24 in their first job, setting the
social tax for the first six months at a fixed level of 1 BCU, regardless of income.

» Strengthen the powers of the labour inspection system and align it with
international standards

It is proposed to:

» expand the powers of labour inspectors in line with international standards;

®» restructure the inspection system on the basis of risk indicators; and

» strengthen data exchange mechanisms for identifying informal employment.

These comprehensive measures would contribute to:

» asignificant reduction in informal employment;
easier access to formal labour markets;

increased tax revenues and stronger budget stability;

fairer conditions of competition for employers;
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expanded formal employment opportunities for temporary and young workers;
and

» stronger protection of labour rights.

At the same time, increasing penalties alone will not achieve formalization objectives
if the administrative cost and complexity of formal employment remain prohibitively
high. It is therefore strongly recommended that penalty reform be introduced alongside,
rather than ahead of, the simplification of formal employment registration. A comparative
assessment of the total compliance cost of formal employment, including registration,
payroll administration, social contributions, and reporting, should be carried out and used
to identify the specific bottlenecks that must be removed as a precondition for stronger
enforcement. Increasing penalties in an environment where formalization remains
genuinely burdensome risks pushing informal employment further underground rather
than bringing it into the formal economy.

8. Formalize bazaar-based procurement in the food service sector and legalize
self-employed vendors

A large share of core inputs in the food service sector, including vegetables,
meat, dairy products, spices, and other raw materials, is purchased in bazaars. Survey
findings show that the absence of invoices from bazaar vendors, weak implementation
of electronic acts and invoices, and the predominance of informal trade make it difficult
for enterprises to document official expenses.

Although an electronic act (e-dalolatnoma) system was introduced in 2025, in
practice it still accounts for only around 1 per cent of total turnover. This suggests that
the system is not yet functioning effectively and that incentives for both sellers and
buyers remain insufficient.
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» Improve the system for the rapid formalization of bazaar purchases
through tax applications

Because the current e-dalolatnoma system does not offer sufficient ease of use
for enterprises and appears complex for sellers, it is proposed to introduce a simplified
electronic receipt or e-dalolatnoma interface that can be completed within seconds
through tax applications. This should include:

®» the addition of QR-scan functionality to automatically identify the taxpayer
identification numbers of both seller and buyer; and

» thegeneration of the e-dalolatnoma in a format that can be automatically recorded
as an enterprise expense. This step would simplify expense documentation and
significantly reduce informal purchases.

» Introduce a special tax regime for self-employed persons trading in bazaars

A major problem is that a large share of bazaar trade remains informal. To address
this, sellers should be offered a tax regime that is simple, understandable, and affordable.
It is proposed to introduce either a 1 per cent turnover tax or a fixed monthly tax of
0.5 BCU. This mechanism would not impose an excessive burden, while creating clear
incentives for formalization. In addition, it is proposed to:

» provide simplified taxpayer registration (STIR);
grant the right to generate e-dalolatnoma; and

4
» establish digital integration with the tax authorities.
>

Set the bank service fee at 0 per cent for three years when self-employed
persons open a bank account

One of the main barriers to formalization among bazaar vendors is the cost of
banking services and account maintenance. It is therefore proposed that, where a self-
employed person opens a bank account, the fee for banking services be set at O per cent
for the first three years. This measure would help shift sellers away from cash-based
transactions towards bank-based trade, bring new clients into the banking system,
increase the share of electronic payments, and expand the number of vendors trading
through e-dalolatnoma.

» Reduce hidden turnover in butchery activity by digitizing conclusions on
the suitability of meat for consumption

Meat is one of the most important inputs in the food service sector. In bazaar
and butchery activities, cases in which product origin, veterinary control, and quality
certification are not fully formalized contribute to hidden turnover, narrow the tax base,
and pose risks to consumer safety. It is therefore necessary to introduce a mechanism for
the full digitalization of all information related to the suitability of meat for consumption.

This requires connecting all slaughter points, butcheries, and processing enterprises
to a unified electronic information system. Such a system should record, in real time, the
origin of the slaughtered animal, its veterinary inspection status, the conclusion on its
suitability for consumption, the slaughter date, the quantity, and information on the owner.
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By integrating the electronic meat-control system with the information system of
the Tax Committee, it would become possible to identify the officially recorded turnover of
meat suppliers, monitor hidden revenues in butchery activities, and create an automatic
mechanism for confirming official purchases by food service enterprises. For example,
on the basis of the electronic conclusion generated at a slaughter enterprise, a purchase
made by a food service enterprise could be automatically recognized as an e-dalolatnoma,
transmitted in real time to the tax database, and used to ensure transparency throughout
the supply chain.

Following the introduction of the electronic system, it would become possible to
trace each batch of meat, strengthen veterinary control, enable consumers to access
official product information through a QR code, improve the risk indicators used by tax
authorities, and significantly reduce the share of informal meat trade in bazaars.

The 1% uptake of the e-dalolatnoma system since its introduction in 2025 is an
important warning sign regarding implementation. Evidence from comparable digital
formalization initiatives suggests that, at this stage, the main barrier is not technical
complexity but the absence of meaningful incentives for sellers, combined with low
levels of awareness. It is therefore recommended that a structured awareness-raising
and outreach campaign be conducted in major bazaars prior to the introduction of any
enforcement measures.

9. Proposals to reduce the informal economy in the food service sector by
addressing social factors

The persistence of the informal economy is linked not only to gaps in the tax and
labour systems, but also to low levels of socio-legal awareness among entrepreneurs and
workers, as well as to the normalization of informal practices within society. Against this
background, the following systemic measures are proposed:

» Introduce practical programmes to strengthen entrepreneurs’ financial,
tax, and legal literacy

It is proposed to develop short 10-15-minute video modules on minimum legal
literacy for food service enterprises; add a beginner’s guide for entrepreneurs’ section to
tax applications; provide newly established enterprises with practical guidance materials
on taxes, labour contracts, social contributions, and formal procurement; and organize
free consultation days through regional Entrepreneurship Centres.

» Introduce incentive mechanisms to increase workers’ interest in formal
labour relations

A key challenge is that many workers do not fully understand the importance
of social guarantees and do not perceive informal work as a risk, instead accepting the
conditions offered by employers. It is therefore proposed to:

» launch a public awareness campaign on the advantages of formal employment,
including pension rights, service records, insurance, sickness benefits, and
maternity benefits;
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» create an online labour-rights portal for workers through tax applications,
allowing them to verify whether a labour contract exists and whether social
tax has been paid;

» develop anonymous hotlines and chatbot-based complaint mechanisms for
informal workers; and

» introduce additional benefits for young people entering formal employment,
such as a1 BCU social tax rate and free legal advice during the first year.

» Strengthen communication, public oversight, and transparency mechanisms
to reduce the social acceptance of informality as “normal”

Beliefs such as “it is enough to sell for cash,” “invoices are unnecessary,” or “the
worker does not need to be formalized for now"” remain widespread and reinforce the
cultural normalization of informality. To address this, it is proposed to:

®» place notices in food service establishments encouraging customers to obtain
a QR-coded tax receipt and informing them of liability for non-issuance;

» launch arestaurant rating platform through which customers can verify receipts
using QR codes and provide immediate feedback; and

» install tax-culture awareness materials in bazaars and food service areas.

In addition, given the success of the QR-coded receipt cashback system during
2022-2024, it is proposed to adjust this incentive mechanism specifically for food service
establishments. In particular, it may be appropriate to replace the current 1 per cent
cashback with a mechanism that refunds the full VAT amount to customers. Under this
approach, customers could receive up to 12 per cent cashback on purchases made in
food service establishments, thereby strengthening incentives to request receipts.

10. Address demand-side drivers of informality among consumers and business
clients

Informal economic activity is sustained not only by suppliers, but also by consumers
and business clients who actively or passively prefer informal arrangements, often because
such arrangements are perceived as less expensive, more flexible, or more convenient.

It is therefore recommended that a demand-side strategy be developed, including
the following elements:

$» consumer awareness campaigns highlighting the civic and personal costs of
informal transactions, including the absence of consumer protection rights,
quality guarantees, and avenues for redress in the event of disputes;

» positive consumer incentives to choose formal providers, building on the QR-
coded receipt cashback mechanism and extending similar approaches to
sectors beyond food service;

» business-to-business formalization incentives, including preferential access
to public procurement for enterprises able to demonstrate full formalization
across their supply chains; and
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» consumer rights information campaigns clarifying that informal transactions
do not provide legal protections and offering practical guidance on how to
verify the formal status of a business before entering into a transaction.

When consumers show a preference for informal arrangements because of lower
prices, greater flexibility, or personal relationships, approaches based solely on supply-side
measures or enforcement are likely to face significant structural resistance. A demand-
side strategy would create market incentives for formalization rather than relying solely
on deterrence, making it a more sustainable approach over the medium to long term.
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