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Annotation: Informal employment in the labor market negatively affects economic
stability and social protection. This article analyzes strategies for expanding formal job
opportunities and promoting employment by reducing informal employment. The study
examines mechanisms such as tax incentives, improvements in labor legislation, support for
vocational education, and entrepreneurship, providing recommendations based on best
practices. The article is of particular relevance to policymakers, researchers, and labor
market participants.

Annotatsiya: Mehnat bozorida norasmiy bandlik igtisodiy bargarorlik va ijtimoiy
himoyaga salbiy ta’sir ko‘rsatadi. Ushbu maqgolada norasmiy bandlikni kamaytirish orqali
rasmiy ish o‘rinlarini kengaytirish va bandlikni rag‘batlantirish strategiyalari tahlil gilinadi.
Tadqgiqotda soliq imtiyozlari, mehnat qonunchiligini takomillashtirish, kasbiy ta’lim va
tadbirkorlikni qo‘llab-quvvatlash kabi mexanizmlar ko‘rib chiqilib, ilg‘or tajribalar asosida
tavsiyalar beriladi. Maqola siyosatchilar, tadgiqotchilar va mehnat bozori ishtirokchilari
uchun dolzarb ahamiyat kasb etadi.

AnHoTanmsa: HegopmanbHas 3aHITOCTh Ha PBIHKE TPYy/Ja OTPUIATEIIHHO CKA3bIBACTCS
Ha DKOHOMHUYECKOH CTAa0WJIBHOCTH MW COLMAJLHOM 3amuTe. B JaHHOW cTaThe
aHAM3UPYIOTCS CTPATETUH pacIIUpeHusi popMalbHBIX pabodYux MECT U CTUMYJIHUPOBAHUS
3aHATOCTH TYTEM  COKpamieHuss HedopmanmpbHOW  3aHsTocTH. B nccnenoBanuu
pacCMaTpuBarOTCA TAaKHUC MCXAaHU3MbI, KaK HAJOI'OBBIC JIbI'OTbI, COBCPHICHCTBOBAHHUC
TPYAOBOTO  3aKOHOAATEIbCTBA, TOJJIEPKKA MPO(EecCHOHATBHOTO  O0pa3oBaHUS H
NpCANPUHHUMATCIBCTBA, a4 TAKXKC AAKOTCA PCKOMCHAAIWKW Ha OCHOBC IICPCAOBOIO OIIBITA.
Cratpd uMeeT AKTYaJIbHOC 3HAYCHUC MOJId ITOJIMTHUKOB, HCCHC}IOB&TCH@ﬁ H YYaCTHUKOB
pBIHKA TpYyJa.
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I. INTRODUCTION

The labor market is a crucial component of any country's economy, and its efficiency
directly affects economic stability and social development. A high level of informal
employment slows down economic growth, reduces state budget revenues, and leaves
citizens without social protection.1 This issue is also relevant in Uzbekistan, where, as of
January 2024, the share of the workforce employed in the informal sector reached 39%.

This article analyzes the effectiveness of strategies aimed at reducing informal
employment. In particular, it discusses government reforms, including tax incentives,
improvements in labor legislation, the development of vocational education, and
mechanisms to support entrepreneurship.

Informal Employment and Its Impact on the Economy

Informal employment refers to work that is not based on official labor laws, is not
taxed, and operates outside state control.” Such employment weakens workers' rights and
contributes to the shadow economy.® Individuals working in the informal sector often
engage in temporary, seasonal, and uncertain jobs, which limits their legal protection.

In Uzbekistan, measures are being implemented to assess and reduce the scale of the
shadow economy. On January 16, 2024, during a video conference chaired by the President
of Uzbekistan, Shavkat Mirziyoyev, the issue of the shadow economy was recognized as
one of the most pressing concerns in ensuring macroeconomic stability and economic
growth.

According to official statistics, as of January 1, 2024, 39% of the total employed
population in Uzbekistan worked in the informal sector, amounting to approximately 5.5
million people.

In recent years, the proportion of the working-age population engaged in informal
employment in Uzbekistan has declined to some extent (2020 — 42.8%, 2023 — 39.0%),

! Schneider, 2012.The Shadow Economy and Work in the Shadow: What Do We (Not) Know?

2 (ILO) 2018. "Women and Men in the Informal Economy: A Statistical Picture"

> Williams &Horodnic, 2015. "Explaining Participation in the Informal Economy: An Institutional
Incongruence Perspective™
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meaning that over the past four years, informal employment has decreased by 3.8
percentage points or 0.2 million people.

One of the main reasons for this decline is the government’s support for self-
employment. Additionally, there is a direct correlation between the reduction in
unemployment (by 3.7 percentage points between 2020 and 2023) and the decrease in
informal employment.

Observations indicate regional disparities in informal employment levels. The highest
rates of informal employment are found in:

Namangan (50%)

Surkhandarya and Jizzakh (49%)

Kashkadarya (48.4%)

The lowest rates are in:

Tashkent city (10.9%)

Navoi (21.8%)

Bukhara (32.3%)

Tashkent region (34.9%)

Except for Tashkent city, the difference in informal employment rates between regions
IS 2.3 times.

The reduction in the number of individuals employed in the informal economy is
largely due to a decrease in temporary, one-time, and seasonal workers (94.4 thousand
people) and a significant drop in the number of individuals informally employed in non-
registered farming households (141.2 thousand people).

Although positive changes have been observed in reducing informal employment,
challenges remain unresolved. In the coming years, efforts to significantly shrink the
shadow economy will be intensified to promote fair competition and private business
development. The "Uzbekistan - 2030" strategy highlights the importance of expanding the
tax base by reducing the shadow economy.

This strategy also emphasizes increasing employment levels and ensuring labor market
stability by creating decent working conditions.

Strategies for Reducing Informal Employment

1. Improving and Incentivizing the Tax System

The high level of informal employment is often linked to excessive taxation.

Reducing the tax burden for small and medium-sized businesses, introducing tax
incentives and subsidies, can encourage businesses to operate within the formal sector.

2. Reforming Labor Legislation

Employers need more flexible labor laws to formalize informal employment.

Improving working conditions in the formal sector and simplifying the process of
legalizing employment can encourage workers to transition from the informal economy.

3. Developing the Vocational Education System

Strengthening vocational training and skills development will enhance the
competitiveness of the workforce and expand formal employment opportunities.
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4. Supporting Entrepreneurship and Expanding Access to Credit

Providing preferential loans, simplifying business registration, and strengthening state
support for businesses will help shift economic activity into the formal sector.

5. Engaging Local Governance and Community Structures

Encouraging local authorities and community organizations to register businesses and
promote formal employment can accelerate the transition to the formal sector.

Il. LITERATURE REVIEW

The issue of informal employment and its reduction strategies are closely tied to
economic policies, the labor market, and the fiscal system. Internationally, organizations
such as the World Bank, the International Labour Organization (ILO), the International
Monetary Fund (IMF), the OECD, and McKinsey Global Institute publish key reports on
the economic impact of informal employment and effective reduction strategies.

Key researchers in this field include:

Hernando de Soto (1989)

Schneider & Enste (2000)

Feld & Schneider (2010)

La Porta & Shleifer (2014)

Their studies highlight the main reasons for the expansion of the informal economy,
such as excessive government regulation, heavy taxation, and insufficient institutional
reforms.

In Uzbekistan, several national strategies have been implemented to address informal
employment, including:

"Digital Uzbekistan-2030" Program — aims to automate employment systems and
increase transparency in taxation.

"Development Strategy of Uzbekistan 2022-2026" — focuses on formalizing the
economy, optimizing taxes, and improving labor laws.

Presidential Decree (February 17, 2021) — outlines measures to attract the workforce to
the formal sector and optimize tax policies.

According to the State Statistics Committee and the Ministry of Labor, as of 2024,
informal employment in Uzbekistan was 39%, down from 42.8% in 2020.

The World Bank (2023) emphasizes the need to:

Simplify taxation

Encourage formal employment

Introduce digital technologies

Harvard Business Review (2021) highlights that reducing informal employment
positively impacts economic growth.

I11. RESULTS AND DISCUSSION

Findings suggest that the high level of informal employment in Uzbekistan is linked to
several key factors:

Heavy taxation — High tax rates encourage businesses to operate in the informal sector.
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Complex regulations — Complicated bureaucratic procedures discourage workers from
joining the formal economy.

Lack of incentives for formal employment — There are insufficient benefits to motivate
workers to leave the informal sector.

Slow adoption of digital technologies — The digitization of labor and tax systems is not
fully implemented.

Shortage of skilled workers — The lack of qualified professionals makes it difficult to
transition workers to the formal economy.

IV. CONCLUSION AND RECOMMENDATIONS

To accelerate the reduction of informal employment in Uzbekistan, the following
measures should be prioritized:

1. Tax Optimization — Reduce tax burdens and create incentives for businesses to
operate legally.

2. Digital Transformation — Automate employment registration, ensure transparent
labor contracts, and digitize the labor market.

3. Vocational Training — Strengthen professional development programs to increase
the supply of skilled workers.

Uzbekistan's reforms to reduce informal employment must be intensified through
fiscal incentives, digital solutions, and a modernized workforce training system. Effective
collaboration between the government, private sector, and civil society will be essential in
achieving this goal.
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