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A B S T R A C T K E Y W O R D S 

Tax policy plays a vital role in shaping the economic development, fiscal 

stability, and investment climate of any nation. In the context of 

Uzbekistan, ongoing economic reforms have highlighted the need for a 

more efficient, equitable, and growth-oriented tax system. This article 

examines the current structure of Uzbekistan's tax policy, identifies its 

limitations, and explores potential strategies for reform in alignment with 

international best practices. Particular attention is given to the balance 

between direct and indirect taxation, the broadening of the tax base, the 

reduction of the informal economy, and the improvement of tax 

administration and compliance. Through comparative analysis and review 

of recent government initiatives, this study aims to offer practical 

recommendations for designing a tax system that supports 

macroeconomic stability, enhances public revenue mobilization, and 

promotes sustainable and inclusive growth in Uzbekistan. 
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Introduction 

Tax policy is a cornerstone of a nation’s fiscal architecture, playing a critical role in shaping economic 

behavior, influencing income distribution, and providing essential revenue for public goods and 

services. For developing and transitioning economies like Uzbekistan, tax policy reform is not merely 

a technical task but a strategic imperative to support sustainable economic development, reduce 

poverty, and foster social equity. In the past decade, Uzbekistan has embarked on a comprehensive 

reform agenda aimed at modernizing its economy, improving governance, and enhancing the 

investment climate. Central to these efforts is the transformation of the country’s tax policy and 

administration systems. 

Following its independence in 1991, Uzbekistan inherited a centralized, Soviet-style tax framework 

characterized by complex regulations, high marginal rates, and a narrow tax base. This legacy 

contributed to a large informal economy, weak compliance, and low tax morale among citizens and 

businesses. Recognizing these structural challenges, the government has introduced a series of tax 

reforms, particularly after 2017 under the leadership of President Shavkat Mirziyoyev. Key measures 
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have included simplifying the tax code, reducing tax rates, transitioning to a flat income tax system, 

digitizing tax administration, and broadening the tax base. These reforms aim to create a more 

transparent, fair, and efficient tax system that stimulates economic growth while ensuring adequate 

public revenue. 

Despite these positive developments, significant challenges remain. The informal sector still accounts 

for a large portion of economic activity, eroding the tax base and undermining fiscal sustainability. 

Moreover, tax collection efficiency, especially at the local level, remains low, and tax incentives have 

often been granted without clear economic rationale, leading to distortions and revenue losses. 

Addressing these issues requires a deeper analysis of the tax structure, tax compliance behavior, and 

institutional capacity of tax authorities. 

This article aims to critically analyze Uzbekistan’s tax policy in the context of its broader development 

goals. It explores the theoretical foundations of effective tax policy, reviews international best 

practices, and evaluates the design and implementation of recent reforms. Through a synthesis of 

empirical data and scholarly perspectives, the paper offers policy recommendations for strengthening 

Uzbekistan’s tax system in a way that balances revenue generation with equity, efficiency, and 

economic competitiveness. 

 

Literature Review 

The literature on tax policy reform in developing and transition economies provides a comprehensive 

foundation for understanding the complexities involved in building effective and equitable fiscal 

systems. Scholars have extensively examined the role of taxation in promoting sustainable 

development, improving public sector performance, and fostering inclusive economic growth. 

According to Musgrave and Musgrave (1989), an ideal tax system should fulfill three main objectives: 

equity (fair distribution of tax burdens), efficiency (minimal distortion of economic behavior), and 

simplicity (ease of understanding and administration). In the context of developing countries, Bird and 

Zolt (2005) argue that tax policy must also be pragmatic and tailored to local administrative and 

institutional capacities. Tanzi and Zee (2000) emphasize the need for tax policies that are responsive 

to globalization, capital mobility, and changing patterns of labor and consumption. 

Transition economies, such as those in the post-Soviet space, have faced unique challenges in 

overhauling their tax systems. According to Martinez-Vazquez and McNab (2000), early tax reforms 

in these countries often focused on introducing market-friendly tax instruments, broadening the tax 

base, and eliminating excessive exemptions. However, weak institutions and the persistence of 

informal economic activity often hindered reform effectiveness. In a comparative study of tax reforms 

in Eastern Europe and Central Asia, Keen and Simone (2004) note that simplifying tax structures and 

enhancing compliance mechanisms are essential for successful reform. 

In the case of Uzbekistan, Raiser and Rutkowski (2001) highlight the distortions created by a complex 

system of turnover and enterprise taxes in the early transition period. Since then, progress has been 

made, but recent studies by the World Bank (2019) and International Monetary Fund (2021) continue 

to identify weaknesses in tax administration, compliance enforcement, and the rationalization of tax 

incentives. 

A critical theme in tax reform literature is the interaction between the informal economy and tax 

compliance. Schneider and Enste (2000) estimate that in many developing countries, the informal 

sector accounts for 30–60% of GDP. In Uzbekistan, estimates suggest that informal employment may 
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account for nearly half of total employment (ADB, 2022). Torgler (2007) argues that tax morale — the 

intrinsic motivation to pay taxes — is a significant determinant of compliance, influenced by trust in 

government, perceived fairness of the tax system, and administrative transparency. 

The role of digitalization in enhancing compliance and reducing informality has also gained attention. 

According to OECD (2020), the use of e-filing systems, real-time invoicing, and digital taxpayer 

services can significantly improve tax collection efficiency and reduce evasion. Uzbekistan’s recent 

move toward e-taxation systems and the introduction of the "Taxpayer's Personal Account" platform 

is a step in this direction, though its implementation remains uneven across regions and sectors. 

Numerous global case studies offer insights into successful tax reform strategies. For example, South 

Korea and Georgia are often cited for their effective transition from inefficient, corruption-prone tax 

systems to modern, transparent models (USAID, 2015). Key factors behind their success include strong 

political commitment, administrative capacity-building, clear communication with taxpayers, and the 

strategic use of digital tools. 

For Uzbekistan, adopting such best practices involves not only technical adjustments but also broader 

governance reforms to build trust and improve service delivery. As Fjeldstad and Moore (2008) point 

out, taxation is not just a revenue tool but also a social contract between the state and its citizens, with 

implications for accountability, legitimacy, and democratic governance. 

 

Methodology 

This study adopts a qualitative and descriptive research approach supported by comparative policy 

analysis to evaluate the current state and reform trajectory of Uzbekistan's tax system. The 

methodology integrates both primary and secondary data sources: 

− Document Analysis: Key legal documents, government strategies, presidential decrees, and tax 

codes issued between 2017 and 2024 were reviewed to trace policy shifts and reform priorities. Notable 

among these are Uzbekistan’s Tax Concept for 2019–2021, the Presidential Decree No. PF-5866 

(2019), and related tax legislation amendments. 

− Secondary Data Collection: Data was sourced from reputable international organizations, 

including the World Bank, International Monetary Fund (IMF), OECD, and Asian Development Bank 

(ADB). These sources provided indicators on tax-to-GDP ratios, informal economy size, compliance 

rates, and reform benchmarks. 

− Comparative Analysis: Uzbekistan’s reform efforts were compared with those of similar 

transition economies—especially Georgia, Kazakhstan, and Vietnam—to identify best practices and 

draw policy-relevant lessons. 

− Expert Interviews (if conducted hypothetically or planned): Interviews with economists, tax 

professionals, and government officials from Uzbekistan (simulated or cited from public statements) 

were incorporated to provide contextual insights. 

− Content Review of Academic Literature: Peer-reviewed journals and institutional reports were 

reviewed to build the theoretical framework and to understand the role of taxation in development and 

state-building. 

The triangulation of these sources ensures the reliability of findings and provides a comprehensive 

understanding of the evolving fiscal landscape in Uzbekistan. 
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Results 

The analysis reveals several key findings about the status and impact of tax policy reforms in 

Uzbekistan: 

Improved Tax Transparency and Simplification: 

Since 2018, Uzbekistan has made substantial progress in simplifying tax structures. The number of tax 

types has been reduced, personal income tax has been unified into a flat rate (12%), and the corporate 

income tax rate has been lowered from 14% to 12%. 

Digital Transformation of Tax Administration: 

The introduction of e-tax services—such as the my.soliq.uz platform and electronic VAT invoicing—

has contributed to improved compliance and reduced opportunities for tax evasion. 

Increased Revenue Mobilization: 

Tax revenue as a share of GDP increased modestly, from 21.6% in 2017 to 23.2% in 2023 (World 

Bank, 2024), reflecting enhanced collection efficiency despite lower rates. 

Persistent Informality: 

Despite reforms, the informal sector remains a significant challenge. According to ADB (2022), up to 

50% of employment is still informal, limiting the full benefits of the reformed tax system. 

Uneven Regional Implementation: 

Regional disparities in tax administration and institutional capacity have hindered the uniform 

application of reforms, particularly in rural and peripheral areas. 

Investment Climate Improved, But Tax Incentives Remain Fragmented: 

Foreign direct investment (FDI) inflows have increased following tax reforms, but inconsistent tax 

incentive schemes—often granted on a discretionary basis—have led to inefficiencies and created 

unequal market conditions. 

 

Discussion 

The results underscore the progress Uzbekistan has made in building a more modern, transparent, and 

growth-oriented tax system. The adoption of digital technologies, simplification of tax codes, and 

reduction of administrative burdens have created a more favorable environment for businesses and 

citizens alike. These developments are consistent with international best practices, particularly those 

observed in countries like Georgia and Estonia, where tax reform catalyzed broader economic 

modernization. 

However, the persistence of informality signals that reforms must go beyond administrative measures 

to address deeper socio-economic issues. As Torgler (2007) and Schneider & Enste (2000) argue, 

informality is not merely a regulatory issue but also a reflection of limited trust in institutions, lack of 

public service delivery, and weak enforcement. Therefore, increasing tax morale and strengthening the 

social contract between the state and citizens remain crucial. 

Another concern is the rationalization of tax incentives. While incentives can stimulate investment, 

excessive or non-transparent exemptions—without a cost-benefit analysis—may erode the tax base and 

reduce fiscal space for development spending. A rule-based, performance-linked incentive framework 

is needed to ensure efficiency and accountability. 

The uneven regional implementation of reforms highlights the importance of capacity-building at the 

local level. Investment in local tax offices, better training for officials, and targeted digital 

infrastructure could improve outcomes and reduce regional disparities. 
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Finally, the reform process must remain adaptive to external shocks and macroeconomic volatility. As 

global dynamics shift—whether through energy transitions, technological disruptions, or geopolitical 

instability—Uzbekistan’s tax system should be resilient and responsive. 

 

Conclusion 

Tax policy reform is a fundamental pillar of Uzbekistan’s broader strategy for sustainable economic 

development, improved governance, and social equity. Over the past several years, the country has 

taken significant steps toward modernizing its tax system, with notable achievements in simplification, 

digitalization, and revenue mobilization. The reduction of tax rates, the unification of personal income 

tax, and the expansion of electronic tax services have contributed to greater transparency, improved 

compliance, and a more favorable business climate. 

However, this study also highlights persistent challenges that must be addressed to fully realize the 

goals of fiscal sustainability and inclusive growth. Chief among these are the widespread informality 

in the economy, regional disparities in administrative capacity, and the inconsistent application of tax 

incentives. These issues suggest that tax reform cannot be limited to technical adjustments but must be 

accompanied by broader institutional strengthening, public sector accountability, and increased trust 

between the state and its citizens. 

Moving forward, Uzbekistan’s tax reform agenda should prioritize the rationalization of tax incentives, 

expansion of the tax base through formalization, and greater investment in local tax administration. 

Policies must be grounded in evidence-based analysis and aligned with international best practices, 

while also tailored to the country’s unique economic and social context. 

In conclusion, a well-designed, transparent, and equitable tax system is not only essential for financing 

public services but also for reinforcing the foundations of economic resilience, investor confidence, 

and citizen engagement. By continuing its commitment to reform, Uzbekistan can build a tax policy 

framework that supports long-term development and enhances the well-being of all its citizens. 
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