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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 efficiency while maintaining adequate social insurance 

financing. 
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Introduction 

Social taxes — levies 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 
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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 its variation across the wage distribution. 

Interaction with Personal Income Tax 

The social tax on employers interacts with the personal income tax on 

employees to determine the total tax wedge on formal employment — the gap 

between total labor costs to the employer and after-tax take-home pay to the 

employee. The size of this wedge is 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. 
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