
________________________________________________________________ 

"Экономика и социум" №6(133) 2025                                      www.iupr.ru 

GLOBAL DYNAMICS OF THE SHADOW ECONOMY AND MODERN 

STRATEGIES FOR COMBATING IT IN THE REPUBLIC OF 

UZBEKISTAN 

Mansurov Zikriyo Muxsinjon ogli 

Doctoral student at the Scientific 

Research Center “Scientific 

Foundations and Problems of 

Uzbekistan’s Economic 

Development” under TDIU 

 Abstract: This article provides a fundamental and practical in-depth 

analysis of the historical origins of the shadow economy, its scope in modern 

conditions, and the comprehensive measures being implemented to combat this 

sector in the Republic of Uzbekistan. As research methodology, institutional 

analysis, comparative research methods, statistical data processing, temporal 

analysis, and synthetic generalization methods of expert assessments have been 

widely used. The article systematically examines the historical genesis of the 

shadow economy, its evolutionary development stages, various manifestation 

forms, sectoral distribution, and the multifaceted, often contradictory impact on the 

economies of developing and developed countries. The empirical part of the 

research covers the latest trends in world practice, statistical indicator dynamics, 

and regional characteristics. 
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 The shadow economy, encompassing all economic activities that operate 

outside official regulatory frameworks and tax systems, has emerged as a persistent 

global phenomenon affecting both developed and developing nations. Defined as 

economic activities that generate income but remain unrecorded in official 

statistics and untaxed by government authorities, the shadow economy poses 

significant challenges to fiscal policy, economic planning, and sustainable 

development. 

 The conceptualization of shadow economy activities gained academic 

prominence in the 1970s when economist Peter Gutmann first systematically 

analyzed unrecorded economic activities in the United States, estimating their 

contribution at approximately 10% of GDP. Since then, scholarly understanding of 

shadow economy dynamics has evolved considerably, encompassing various 

theoretical frameworks and empirical methodologies for measurement and 

analysis. 



________________________________________________________________ 

"Экономика и социум" №6(133) 2025                                      www.iupr.ru 

 This study addresses the critical need for comprehensive analysis of shadow 

economy dynamics in the context of economic transition and development, with 

particular focus on the Republic of Uzbekistan's experience since 2017. The 

research objectives include examining global shadow economy trends, analyzing 

causal factors contributing to shadow economic activities, evaluating Uzbekistan's 

comprehensive reform strategies, and assessing the effectiveness of implemented 

policy interventions. 

 The shadow economy encompasses diverse economic activities ranging from 

completely illegal operations to legal activities conducted outside regulatory 

oversight. Schneider and Enste (2000) classify shadow economy activities into four 

categories: illegal activities, unreported income from legal activities, unrecorded 

income from legal activities, and income not captured in official statistics due to 

statistical shortcomings. Theoretical explanations for shadow economy emergence 

include institutional theory, which emphasizes the role of weak governance 

structures and regulatory inefficiencies, and economic theory, which focuses on tax 

burden optimization and regulatory compliance costs. The dual economy model 

suggests that shadow activities emerge when formal sector regulations impose 

excessive costs on economic actors. 

 Shadow economy measurement remains methodologically challenging due 

to the inherently hidden nature of these activities. Primary approaches include 

direct methods (surveys and tax auditing), indirect methods (electricity 

consumption, currency demand, labor force participation), and model-based 

methods (Multiple Indicators Multiple Causes models, Dynamic General 

Equilibrium models). Recent advances in digital analytics and big data applications 

have enhanced measurement precision, enabling more sophisticated tracking of 

shadow economy indicators through financial transaction analysis, digital payment 

monitoring, and cross-reference verification systems.  

 Shadow economy activities generate complex economic effects. Negative 

impacts include reduced government revenue, distorted competition, inadequate 

worker protection, and compromised statistical accuracy for policy formulation. 

However, some scholars argue that shadow activities may provide economic 

flexibility, employment opportunities during economic downturns, and 

entrepreneurial development platforms. 

 The net economic impact varies significantly across countries and 

development stages, with developing economies typically experiencing more 

pronounced negative effects due to limited institutional capacity and greater 

dependence on formal sector tax revenue. According to International Labour 

Organization estimates, over 2 billion individuals worldwide participate in 

informal economic activities, representing approximately 60% of global 
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employment. This participation rate varies significantly across regions, with Sub-

Saharan Africa showing the highest rates (70%), followed by South Asia (68%), 

East Asia (58%), Latin America (45%), Eastern Europe (32%), Western Europe 

(18%), and North America (10%). 

 The World Bank estimates global shadow economy value at 30-35% of 

world GDP, equivalent to approximately $30-35 trillion annually. This substantial 

economic activity remains largely outside official regulatory and taxation 

frameworks, representing significant lost potential for economic development and 

social protection systems.  

 Shadow economy activities concentrate in specific sectors characterized by 

labor-intensive operations, limited capital requirements, and minimal regulatory 

oversight. Construction and repair services account for 25-30% of shadow 

activities, followed by retail trade and personal services (20-25%), transportation 

and logistics (15-20%), agriculture (10-15%), and various other sectors (20-25%). 

 The COVID-19 pandemic significantly impacted shadow economy 

dynamics, with an estimated additional 100 million individuals transitioning to 

informal activities due to formal sector job losses and economic disruption. This 

shift highlighted the shadow economy's role as an economic buffer during crises 

while simultaneously demonstrating its vulnerability to external shocks. 

Approximately 93% of shadow economy participants live near or below poverty 

thresholds, lacking access to social security, healthcare, and retirement benefits. 

This concentration of vulnerable populations in shadow activities perpetuates 

cycles of economic insecurity and social exclusion. 

 Uzbekistan’s transition from a centrally planned to market-oriented economy 

created conditions conducive to shadow economy expansion. Historical factors 

including limited private sector development, extensive regulatory barriers, 

complex bureaucratic procedures, and restrictive foreign exchange policies 

contributed to informal activity growth. 

 Prior to 2017, Uzbekistan’s shadow economy was estimated at 

approximately 49% of GDP, significantly above regional averages and 

representing substantial lost economic potential. This high level of informal 

activity reflected systemic challenges including tax system complexity, regulatory 

uncertainty, limited access to formal financial services, and weak institutional 

frameworks. Key challenges contributing to shadow economy expansion included 

excessive tax burdens on small and medium enterprises, complex licensing and 

registration procedures, limited access to formal credit markets, currency exchange 

restrictions, and inadequate legal protection for business activities. These factors 

created strong incentives for economic actors to operate outside formal regulatory 

frameworks. 
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 Additionally, limited digitalization of government services, lack of 

transparent regulatory processes, and weak rule of law contributed to informal 

activity prevalence. The formal sector's inability to provide adequate employment 

opportunities further drove individuals toward shadow economy participation.  

 Uzbekistan implemented comprehensive tax reforms beginning in 2017, 

significantly reducing tax rates and simplifying tax procedures. Corporate income 

tax rates were reduced from 12% to 9%, with further reductions for small 

businesses. Value-added tax rates were decreased, and numerous tax exemptions 

were introduced for priority sectors. The introduction of simplified tax regimes for 

small and medium enterprises, including fixed tax payments and turnover-based 

taxation options, substantially reduced compliance costs and administrative 

burdens. These reforms made formal sector participation economically attractive 

for previously informal operators. 

 Regulatory simplification initiatives eliminated numerous licensing 

requirements, streamlined business registration procedures, and established "single 

window" systems for government services. Business registration time was reduced 

from several months to 2-3 days, while required documentation was minimized 

significantly. The establishment of business ombudsman institutions provided 

entrepreneurs with advocacy and support in resolving regulatory disputes. Free 

economic zones were expanded with enhanced incentives, creating attractive 

formal sector opportunities for businesses previously operating informally. 

 Digital transformation initiatives played a crucial role in formalizing 

economic activities. The implementation of electronic tax filing systems through 

the “Soliq.uz” platform simplified tax compliance and reduced interaction with tax 

officials, minimizing corruption opportunities. Electronic payment systems were 

promoted through reduced fees and enhanced accessibility, enabling better 

transaction tracking and formal sector integration. Blockchain technology 

applications in customs and trade facilitated transparent and efficient formal sector 

operations. 

 Criminal law liberalization reduced penalties for economic offenses, while 

administrative liability measures were softened to encourage voluntary 

compliance. The judicial system underwent reforms to enhance commercial 

dispute resolution and strengthen property rights protection. Anti-corruption 

measures were intensified through institutional reforms, digital systems 

implementation, and enhanced transparency requirements. These changes 

improved business confidence in formal sector operations and reduced informal 

activity incentives. 

 Banking sector reforms enhanced access to formal financial services, with 

simplified loan procedures and reduced collateral requirements for small 
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businesses. Microfinance institutions were developed to serve previously unbanked 

populations, facilitating formal sector integration. 

 Foreign exchange liberalization eliminated black market currency trading, a 

significant component of shadow economy activities. The introduction of market-

based exchange rates reduced arbitrage opportunities and encouraged formal sector 

participation.  

 Uzbekistan’s comprehensive reform program achieved remarkable results in 

shadow economy reduction. Official estimates indicate a decrease from 49% of 

GDP in 2017 to 38% by 2024, representing an 11 percentage point reduction over 

seven years. This improvement significantly exceeded regional averages and 

demonstrated the effectiveness of comprehensive policy interventions. 

 Government revenue increased by 25% between 2017 and 2024, reflecting 

improved tax compliance and economic formalization. Formal sector employment 

expanded substantially, with official job creation rates increasing by over 40% 

during the reform period. Different economic sectors experienced varying degrees 

of formalization success. The services sector showed the most significant 

improvement, with formal registration rates increasing by over 60%. Construction 

and trade sectors also demonstrated substantial progress, though at lower rates due 

to traditional informal practices. 

 Agricultural sector formalization proved more challenging due to seasonal 

employment patterns and rural infrastructure limitations. However, even in 

agriculture, formal cooperation development and value chain integration initiatives 

showed promising results. 

Formal sector expansion enhanced worker protection through social security 

coverage, healthcare access, and legal employment protections. Small and medium 

enterprise development accelerated, contributing to economic diversification and 

innovation. 

 Investment climate improvements attracted increased foreign direct 

investment, with formal sector transparency and legal certainty serving as key 

factors. Economic statistics accuracy improved substantially, enabling better policy 

formulation and economic planning. 

 Uzbekistan’s shadow economy reduction success compares favorably with 

regional experiences. While neighboring countries typically experienced modest 

improvements or stagnation in shadow economy indicators, Uzbekistan achieved 

substantial progress through comprehensive reform implementation. 

 Key success factors in Uzbekistan’s experience include comprehensive 

approach integration, addressing multiple causal factors simultaneously rather than 

focusing on isolated interventions. Stakeholder engagement throughout the reform 

process ensured business community buy-in and reduced resistance to change. 
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 Gradual implementation timelines allowed for adjustment and refinement, 

while clear communication strategies helped build public understanding and 

support for reforms. Digital technology utilization enhanced efficiency and 

transparency while reducing corruption opportunities. Despite significant progress, 

challenges remain in Uzbekistan's shadow economy reduction efforts. Rural areas 

continue experiencing higher informal activity rates due to limited infrastructure 

and service access. Cross-border trade informalization persists due to regional 

regulatory differences and enforcement challenges. Certain sectors, particularly 

agriculture and construction, retain traditional informal practices that resist 

formalization efforts. Cultural attitudes toward informal activities require 

continued education and incentive programs to achieve comprehensive change. 

 Accurate shadow economy measurement remains challenging, with official 

estimates potentially underestimating actual improvement rates. Enhanced 

monitoring systems and methodological refinements are needed for precise impact 

assessment. International comparison difficulties arise from methodological 

differences and data availability variations across countries. Standardized 

measurement approaches would enhance policy learning and best practice 

identification. 

 Sustaining shadow economy reduction requires continued reform 

momentum across multiple dimensions. Tax system simplification should proceed 

with further rate reductions and procedure streamlining. Digital system expansion 

must continue with enhanced cyber security and user accessibility. Rural 

development initiatives should prioritize infrastructure improvement and service 

access expansion. Cross-border cooperation mechanisms need strengthening to 

address informal trade activities effectively. 

 The reduction of shadow economy participation from 49% to 38% of GDP 

between 2017 and 2024 represents substantial progress that benefited both 

government finances and economic development. Enhanced formal sector 

participation improved worker protection, business development opportunities, and 

overall economic stability. 

 Key success factors include comprehensive approach integration, 

stakeholder engagement, gradual implementation, digital technology utilization, 

and sustained political commitment. These elements provide valuable lessons for 

other developing countries seeking to address shadow economy challenges. 

 However, continued efforts are required to sustain progress and address 

remaining challenges. Rural area development, sectoral-specific initiatives, 

enhanced monitoring systems, and regional cooperation mechanisms will be 

crucial for long-term success. 
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 The Uzbekistan experience contributes significantly to understanding 

effective shadow economy reduction strategies and provides a valuable case study 

for international policy learning and development cooperation initiatives. 
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