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Abstract. Social tax — listed as the ninth tax in the enumeration of Article 17

of the Tax Code of the Republic of Uzbekistan (2019) — constitutes a critical link
between the fiscal system and social insurance financing. This article examines the
structure of the Uzbek social tax, its incidence on employers and employees, its labor
market effects, and the fiscal sustainability implications of its current design.
Drawing on labor economics literature and evidence from comparable transition
economies, the study analyzes how social tax rates and bases affect formal
employment, wage levels, and the incentive to operate in the informal sector. The
paper finds that high marginal social tax burdens on formal employment are a
significant contributor to informality in Uzbekistan and proposes a reform

framework for improving efficiendy viai ind e social insurance
financing.
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Social tax on wage income designated to finance social insurance
programs including pensions, healthcare, and unemployment benefits — occupy a
unique position in the fiscal system. Unlike general revenue taxes, social taxes are
nominally linked to specific social benefits, creating an arguable relationship
between contributions and entitlements. However, in practice, this link is often
indirect, particularly in transition economies where social insurance systems are
undergoing reform.

The social tax as established in the 2019 Tax Code of Uzbekistan applies to wage
payments by employers, with implications for both the cost of formal labor and the
financing of social protection programs. Its design parameters — rates, bases,
thresholds, and exemptions — have important implications for labor market
outcomes, incentives for formal employment versus self-employment or informality,
and the long-run sustainability of social insurance financing.

Literature review

The economic literature on payroll taxes and social contributions is extensive.
Gruber (1997) analyzes the incidence of employer social security contributions in
Chile, finding that a reduction in contributions was fully shifted to higher wages,
suggesting that workers bear the burden of employer-side payroll taxes. Saez,
Matsaganis, and Tsakloglou (2012) examine similar issues across European




o DEVELOPMENT AND INNOVATIONS IN SCIENCE o

’ International scientific-online conference ’

NETHERLANDS NETHERLANDS

countries, finding more heterogeneous patterns of incidence depending on labor
market institutions and wage-setting mechanisms.

For informal economies, Loayza (1996) and Schneider and Enste (2000)
examine how tax burdens on formal labor interact with regulatory compliance costs
to determine the equilibrium size of the informal sector. Their findings suggest that
high combined social and income tax burdens on formal wages are among the most
significant determinants of informality in developing and transition economies.

The uzbek social tax: structure and incidence

Tax Base and Rate Structure

The social tax applies to the payroll of employing organizations, with rates
established in the relevant provisions of the Tax Code. The tax base is broadly
defined to encompass remuneration paid to employees in connection with their
employment. The rate structure — including whether it applies uniformly or with
floors, ceilings, or differential rates for different employee categories — determines
the effective marginal labor cost and itsWariatio e Wage'distribution.

Com

inteFact ith er income tax on
tax wedge on formal employment — the gap
employer and after-tax take-home pay to the
the critical parameter for informality incentives:
a large wedge creates strong incentives for both employers and employees to
structure remuneration outside the' formal payroll system.

Labor market effects and reform options

The labor market effects of the social tax depend on the elasticities of labor
demand and supply. If labor demand is elastic (responsive to wage costs), employers
will reduce formal employment in response to social tax increases; if labor supply is
elastic, workers will shift to informal self-employment. Empirical evidence for

Uzbekistan and comparable transition economies suggests significant elasticities in
both directions, implying that the current social tax structure has material effects on
formal employment levels.

Reform options include: reducing the combined tax wedge through rate
reductions offset by broadening the tax base; introducing graduated contribution
rates that reduce the marginal burden on lower-wage workers; and strengthening
the contributory link between social tax payments and social insurance benefits to

improve the perceived legitimacy of contributions and reduce evasion incentives.
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Conclusion

The social tax as established in the 2019 Tax Code of Uzbekistan plays a
critical role in financing social insurance programs but creates labor market
distortions that contribute to informality. Priority reform areas include analysis
of the optimal rate level consistent with fiscal sustainability and formality
incentives, development of a clearer contributory link between social tax
payments and social insurance benefits, and consideration of measures to extend
the social tax base to include self-employment income, reducing the differential
treatment of wage employment and independent work.

References:
1.Tax Code of the Republic of Uzbekistan. Adopted December 30, 2019.
2.Gruber, J. (1997). The Incidence of Payroll Taxation: Evidence from Chile.
Journal of Labor Economics, 15(S3), S72-S101.
3.Saez, E., Matsaganis, M., and Tsakloglou, P. (2012). Earnings Determination and
Taxes: Evidence From a Cohort-Based \Pay ece. Quarterly
Journal of Econonai (1),493-H33.
4.Loayza, N. ( ; Economics of the/Inférma I: le Model and
Some Empiri i rnegie{Rochester Conference Series on Public Policy,

45,129-162.

, D. (2000). Shadow Economies: Size, Causes, and
Consequences. Journal of Economic|Literature, 38(1), 77-114.
6.Lehmann, E. and Marical, F. (2018). Social Security Contributions and Returns

to Employment. European Economic Review, 57, 28-42.

7.ILO (2020). World Employment and Social Outlook 2020: Trends. International
Labour Organization, Geneva.

8.World Bank (2021). Uzbekistan: Labor Market Assessment. World Bank Group,
Washington, D.C.

9.Magapaxumos, K. 3. (2024). PECIIYBJIMKA XYJAYAJAPUHUHT UKTUCOUM
PUBOXXJIAHUII IAPAYKACHUHU TAXJINJI KUJIUIII. Scientific Journal of Actuarial
Finance and Accounting, 4(05), 126-131.

10.Jumaniyozov, F. (2024). Opportunities to create new jobs in the context of the
transition to a ‘green’economy. University Research Base, 264-267.
11.Magpaxumos, K. 3. (2024). MUHTAKABUN UKTUCOJUNW CUECATHWHT
MAKCAJZIJIU AMAJITA OIIIMPUII MYHAJIMILJIAPH. Scientific Journal of Actuarial
Finance and Accounting, 4(04), 231-239.

12.Jumaniyozov, F. & Xudarganov, T. (2025). Hududlar iqtisodiyotining
innovatsion rivojlanishining xorij tajribasi. YHuBepcanbHBIH  UMHAEKC

O6MOJMOTEKH MOJIOABIX yYeHbIx, 3(18), 25-30.

113



o DEVELOPMENT AND INNOVATIONS IN SCIENCE o

’ International scientific-online conference ’

NETHERLANDS NETHERLANDS

13.Romani, Y., Shichiyakh, R., Mamadiyarov, Z. Mirzayev, B., Akhmedov, S,
Rashidov, S., ... & Parmanov, S. (2025, September). Optimal Energy Scheduling in
Smart Electrical Systems Considering Economic and Emission Objective
Functions. In Operations Research Forum (Vol. 6, No. 4, p. 140). Cham: Springer
International Publishing.

14.Hudayberganov, D., Zaripova, M., & Yusupova, F. (2020). Development
possibilities of investment process in Uzbekistan. Central Asian Problems of
Modern Science and Education, 15-24.

15.Jumaniyozov, F. (2024). Opportunities to create new jobs in the context of the
transition to a ‘green’economy. University Research Base, 264-267.

Kamil, S., & Muso o‘gli, M. A. (2025, June). WELFARE AND SOCIAL EQUITY AN
ANALYSIS OF STATE POLICY IN UZBEKISTAN. In CONFERENCE OF MODERN
SCIENCE & PEDAGOGY (Vol. 1, No. 3, pp. 25-28).

16.Marksov , A. . (2025). O‘ltBEKISTON RESPUBLIKASI OLIY TA’LIM
MUASSASALARINING MARKETING LASHTIRISH:
HUQUQIY ASO STRATEGIK a U UHHOBAUMA,
3(10),115-1
17.Dilshod o
IQTISODIYO
Innovative Tech

YASHIL IQTISODIYOT MEXANIZMLARINI MINTAQA
QO ‘LLIASHDA XORI]J TAJRIBALARI. Economics and
3(2), 74479.




