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» Introduction

Providing decent employment for the working-age population is a serious challenge for Uz-
bekistan at its current stage of development. Attaining this goal will require a range of measures
promoting employment, as well as enabling effective access to social protection aimed at preventing
and compensating for the negative effects of unemployment.

The existing system of protection against unemployment consists of a) small scale unemploy-
ment benefits, which coexist with b) labour market policies (LMPs); c) assistance to those who are
less competitive in the labour market, and d) severance payments of a limited scope. Unemployment
benefits are paid out from the Employment Promotion Fund of the Ministry of Employment and La-
bour Relations (MELR) with financing coming from a mix of sources, specifically mandatory social
insurance contributions and the state budget. Labour market measures are financed from the state
budget. Severance payments are paid by employers, however this only applies for certain categories
of workers, as prescribed by law. An additional lump sum payment (financed from the state budget)
was provided to support three categories of workers (see Table 3) who lost their income due to the
quarantine imposed during COVID-19.

Workers in the informal sector, despite making up 56.6% (including labour migrants - 13.8%)" of the
employed population, have no social insurance in case of job loss. This large gap in social protection,
including unemployment protection, is a serious challenge to the country’s development because it
is a major obstacle to realizing the Sustainable Development Goals (SDGs), Poverty Reduction Strate-
gy, National Employment Promotion Strategy and National Social Protection Strategy through 20302,
Importantly, this gap may result in deepening and increasing poverty of unemployed persons during
their working age.

The COVID-19 pandemic and its subsequent crises have made this challenge all the greater, given
it has resulted in the dismissal of an additional 1.9 million persons (over 14% of the total employed
population) due to quarantine restrictions®. Given the remaining high degree of uncertainty in global
markets, the recovery of markets in Uzbekistan is likely to be volatile. This means an increased risk
of job loss than in the “pre-COVID” period, while long-term unemployment and the share of inactive
population is likely to increase. Furthermore, Uzbekistan is becoming increasingly affected by recent
global labour market trends, whose impact is even greater under COVID-19. These include rapid ex-
pansion in the scale of non-standard forms of employment (remote, seasonal, temporary, part-time,
and platform employment among others). The existence of an effective mechanism that protects
people when they lose their jobs, which can be extended to workers in all types of working arrange-
ments, has become particularly important as a bulwark against such employment challenges.

—

As of January 1, 2021. Source: Ministry of Employment and Labor Relations.

2 About 12-15% of the population are living in poverty, according to the speech by the President of Uzbekistan at the video con-
ference held on 27 February 2020. Available online at: https://www.gazeta.uz/ru/2020/02/27/poverty/.

3 Source: Report on Assessment of COVID-19 impacts on the socio-economic situation in Uzbekistan (incomes, labour market
and access to social protection): Overview of crisis response and areas for improving public policies. The report was prepared
under the auspices of the MELR with support from the International Labour Organisation Decent Work Technical Support
Team and Country Office for Eastern Europe and Central Asia. The main findings of the report were presented in Tashkent on
16 July 2020.
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Protection in case of job loss is a fundamental component of international social security stand-
ards. In accordance with the ILO Social Security (Minimum Standards) Convention, 1952 (No. 102), the
Employment Promotion and Protection against Unemployment Convention, 1988 (No. 168) and ac-
companying Recommendation No. 176, unemployment benefits are an integral part of social security.
Importantly, such systems of protection against unemployment should contribute to the promotion
of decent work. Together, these standards provide guidance for the design and implementation of
unemployment protection schemes, as well as their coordination with employment policy, notably
through employment services. For example, under Convention No. 168, unemployment insurance
must cover not fewer than 85% of employees, including public employees and apprentices.

The purpose of this report is to provide options for expanding the degree of coverage Uzbekistan's
unemployment protection programmes provide through a) the design of a general social insurance
legal framework with an emphasis on strengthened unemployment insurance; and b) proposing
options for a gradual extension of the coverage unemployment protection provides, starting with
groups of workers in the informal economy that have the capacity to contribute.

The report can serve as a background document to be used in deliberations as part of the Republican
Tripartite Commission, working groups and policy makers drafting the Strategy for Social Protection
for 2022-2030, Employment Strategy and Poverty Reduction Strategy to design measures aimed at
strengthening protection against unemployment in the medium and long terms. Additionally, the
report can be used by social partners to dovetail their actions and advocacy efforts.

The report contains five sections. The first section presents the distinctive features of the current
employment situation.

The second section outlines the legal regulations, mechanisms, and instruments in the current sys-
tem of protection in case of unemployment.

The third section describes the main challenges that current programmes intended to protect in
case of unemployment are not currently able to address. It is based on the findings of three webinars
attended by the MELR’s employment promotion centres (which are directly involved in assigning and
delivering unemployment benefits in Uzbekistan), the Ministry of Finance, government officials, and
social partners®,

The fourth section provides findings based on an analysis of international experience with unem-
ployment insurance, with emphasis on the experiences of developing countries that have successfully
reformed their unemployment protection schemes taking the needs of informal workers into account.

The fifth section offers options for extending the coverage with unemployment protection, as well
as issues that should be considered in the process of selection of options and their implementation.

4 Three webinars were held on 13 November 2020 and on 5 March/14 July 2021 under the framework of UN Joint Programme
Strengthening Social Protection in Uzbekistan in collaboration between the MELR and ILO. See: https://www.ilo.org/moscow/
news/WCMS_775298/lang--en/index.htm
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» 1. Current employment situation

The fundamental driver of an employment situation is the supply of workers being greater
than the demand for them. The share of people of working age as part of the total population has
increased from 53.6% to 58.7%° between 2000 and 2019. The birth rate had been stabilizing until 2005,
however after this year it began accelerating, meaning that from 2021 to 2025 larger cohorts of young
employable people will begin entering the labour market. The working-age population may also in-
crease with the adoption of the Concept for Reform in the Provision of the State Pension, which allows
the option of raising the retirement age to the global average. The increasing working-age population
will determine the supply of workers in the future.

On the other hand, structural reforms and the capital-intensive nature of economic growth are ac-
companied by reduced demand for workers and therefore reduced employment. Between 2000-2019,
the employment rate dropped from 81.6% of the working-age population to 57.3% (Chart 1). The
measures to implement active employment policy that were initiated by the reorganised Ministry® of
Employment and Labour Relations in 2017 brought about a modest improvement in this rate. How-
ever, in 2020 the COVID-19 pandemic halted that trend. The excess supply of workers is currently
a direct contributor to the substantial informal sector of the economy and to external labour
migration.

5 Based on statistics from the State Committee on Statistics.

6  Decree of the President of the Republic of Uzbekistan “On measures to further improve state policy pertaining to employment
and radical improvement of the effectiveness of state labour bodies” No. 5052 dated 24 May 2017.
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The informal sector accounts for 56.6% of total employment. Although it is distinguished by its flexi-
bility and is the source of income for a significant portion of the population, it provides no guarantee
of decent work (low and unstable earnings, infringement of labour rights, lack of social protection,
etc.).

External labour migration reached about 2.0 million persons, giving a misleading picture of the actu-
al shortfall in employment. It is also volatile (waves of returning migrants appeared in 2010 and 2020)
and constitutes the greatest external shock to the internal labour market.

Chart 1: Structural indicators governing employ- Chart 2: Informal employment by world'’s regions
ment, 1991 - 2020 (2018) and informal sector in Uzbekistan (2020), %
: [100 -
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Source: State Committee on Statistics Source: Based on ILO figures, 2018.

In terms of informal employment, it is difficult to compare Uzbekistan with other countries since
Uzbekistan uses the concept of employment in the informal sector while the concept of informal em-
ployment is used in world practice (Box 1). This makes it difficult to assess the real scale of informal
employment and categories of those unemployed in Uzbekistan. Regardless, the combination of a
large informal sector and high levels of labour migration indicate the presence of an elevated risk of
job loss for much of the country’s working-age population, as well as a model of economic growth,
which is not very inclusive. Unemployment protection combined with formalisation and decent job
creation measures must become an integral part of all the strategies for the country through 2030:
Sustainable Development Goals (SDG), Poverty Reduction Strategy, National Social Protection Strate-
gy and National Employment Promotion Strategy.

» Box 1. Definition: informal employment and employment in the informal sector.

The statistical international definition of informal employment differentiates between
three categories of workers: (i) employees, (ii) employers and own-account workers, and (iii)
contributing family workers.*

p In the case of employees, informal employment is defined in terms of employment rela-
tionship. According to international standards, “employees are considered to have informal
jobs if their employment relationship is, in law or in practice, not subject to national labour
legislation, income taxation, social protection or entitlement to certain employment bene-
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Source: Decree of the Cabinet of Ministers “On improving the method for determining the num-
ber of persons in need of employment, including the method for investigating domestic services
in matters of employment, and also preparing a balance of labour resources, employment and
recruitment of the population” No. 1011 dated 22 December 2017.

p Table 1. Basic indicators of the employment situation in Uzbekistan, 2020

Indicator

Total population

Potential workforce:
consisting of:
economically active population
economically inactive population

Total employment
Total unemployment

consisting of:

unemployed in need of work

pupils and students

migrant workers

other categories (voluntarily unemployed,
women on maternity leave or to care for chil-
dren under 2 years of age and others)

Thousands
of persons

34,144.0

19,142.3

14,797.9
4,344.4
13,239.6

5902.7

1,558.3

1,557.4
1,838.2

948.8

Source of statistics

State Committee on Statistics

State Committee on Statistics

Workforce balance, MELR, 2020
Workforce balance, MELR, 2020
Workforce balance, MELR, 2020

Workforce (19,142.3) minus employed (13,239.6)

Economically active (14,797.9) minus total employ-
ment (13,239.6)

Workforce balances, MELR, 2020

Workforce balances, MELR, 2020

Workforce balances, MELR, 2020

Source: based on data of State Committee on Statistics and Workforce balance, 2020.
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» 2. Social protection in case of job loss: legal regulation

The following acts provide the legal framework for support in case of job loss:

» The Law of the Republic of Uzbekistan “On employment”. Until 2021, employment had been reg-
ulated by a version of this law passed in 1998 (No. 616-I dated 1 May 1998). Its current form was
passed on 22 October 2020 and entered into force on 21 January 2021.

» The Labour Code of the Republic of Uzbekistan (passed in 1995). A new version of the Code is un-
dergoing approval procedures with adoption anticipated in 2021.

» Regulations on the procedure for registering citizens with labour bodies, their employment, and
assignment and payment of unemployment benefits (Regulation of the Ministry of Justice No. 831
dated 13 October 1999). This procedure will be modified in accordance with the new version of the
Law “On employment” that was passed in 2020.

People who are unemployed or have lost their jobs can count on the following type of support:
I. Support programmes in case of job loss as prescribed by law.

II. Income security for those unemployed and cannot access existing programmes in case of unem-
ployment.

I1I. Additional lump sum benefit during quarantine restrictions (beginning 19 March 2020) due to
COVID-19 as part of the anti-crisis measures.

I. Support programmes (including mandatory social insurance) as prescribed by law in case of
job loss. The following measures are stipulated:

1. Financial support for the unemployed. A person is deemed unemployed if they are, a) between
the ages of 16 and 55/60 years of age (Article 3 of the Law “On employment”, retirement age in
Uzbekistan is 55 for women and 60 for men); b) lack a job or income-producing employment; c) are
actively seeking work and prepared to begin as soon as the job is offered, or d) prepared to undergo
occupational training, retraining or pursue skills development (the Law “On employment”). To obtain
unemployment status (including new entrants), a person must register with an EPC as seeking work.

» Box 2. Persons who do not qualify for status as unemployed:

b a) persons who have rejected suitable job offers twice within the first 10 days after register-
ing with an EPC

p b) persons who have not appeared at an EPC (without a valid reason) within the first 10 days
after registration in order to receive job offers

b c) students at educational institutions, except those engaged in distance learning
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The state guarantees the following support to the unemployed:

» Unemployment benefit. Currently, procedures regarding unemployment benefits are designed
with an intention to comply with international requirements, with the new version of the Law “On
Employment” aiming to further strengthening this. The table below presents the mechanisms and
requirements necessary for the receipt of unemployment benefits, including the changes that
entered into force on January 21, 2021.

7  Butthey are eligible to receive three other types of benefits: a) antenatal and postnatal benefits for 144 days; b) a lump sum
allowance for the birth of a child and c) benefits to care for a child under the age of two (only for woman worked in a non-bud-
getary organization, budget organizations do not pay this benefit).
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p Table 2. Unemployment benefit amount and categories of recipients, 2021

Category of unemployed Current procedures (introduced on January 21, 2021)

Amount of unemployment benefit

Workers who have lost their jobs and 50% of average wage at the former workplace, but no less than the

earnings minimum national wage (MW)* and no more than the national average
wage that prevails in Uzbekistan at the time when the benefit is calcu-
lated (provided that loss of job and earnings occurred within the last 12

months).
Persons dismissed from military service,  50% of average wage at the former workplace, but no less than the
from law enforcement agencies, the minimum national wage and no more than the national average wage
State Security Service, the National in Uzbekistan at the time when the benefit is calculated (provided that

Guard, and other departments in which  loss of job and earnings occurred within the last 12 months).
military service takes place

Persons seeking work for the first time No less than 75% of the national minimum wage.
and persons who cannot provide docu-
ments to verify their work history

Persons seeking work after lengthy An amount equal to the national minimum wage.
unemployment (over one year)

Unemployed pregnant women (while Anamount equal to the national minimum wage.
the pregnanc?/ has not exceeded 28
weeks) regardless of work history

Maximum duration of unemployment benefit

Persons who have lost their jobs and
earnings or are trying to return to work
after lengthy period of unemployment
(over 1 year)

Persons not previousp/ employed who are No more than 26 calendar weeks in a 12-month period.
seeking a job for the first time

Unemployed pregnant women (while the
pregnancy has not exceeded 28 weeks)
regardless of work history

Grounds for termination of unemployment benefit

Unemployed persons Unemployment benefit is terminated in case:

P if the unemployed has received subsidies to encourage entrepre-
neurship or develop private household plots of land;

P if the unemployed has received a microcredit from the Employment
Promotion Fund at the MELR and other sources.

L?gality of receipt of unemployment ben- Unemployment benefit is terminated in case:
efits
P> the benefit was obtained fraudulently

P the unemployed person has been temporarily employed outside of
Uzbekistan

P> the unemployed person has registered as self-employed.

Source: authors

*Note: The minimum national wage amount (MW) in Uzbekistan does not reflect the minimum standard of living
but is used as a benchmark for calculating the amount for surcharges, bonuses, honoraria, compensatory pay-
ments, withholding, etc. The MW category is also used to assess the need of families for social assistance, as well
as to calculate the amount of unemployment benefit. As of 1 February 2021, the MW amounted to 747,300 UZS
(about 65 USD). According to the State Committee on Statistics, the average national monthly salary in the first
quartr?r of 2021) amounted to 2.8 min UZS (roughly 267,3 USD according to the Central Bank exchange rate as of
March 31, 2021).
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Stipends during occupational training, retraining and pursuit of higher qualification and
inclusion of this period in the work history. Stipends are as follows:

a) those who have had their job terminated by the employer (and are registered at an EPC) receive
an amount no less than their average wage at the previous job for the first three months of train-

ing;

b) other categories of those unemployed receive 50% of the average wage at their last workplace,
but not lower than the national minimum wage amount and no higher than the average wage;

¢) long term unemployed (persons who have not worked longer than a year) or are seeking work
for the first time and need retraining receive no less than the unemployment benefits prescribed
for their respective category, however this amount cannot be higher than the minimum wage.

These benefits cannot be received simultaneously. If an unemployed person begins training, they
receive a stipend, as opposed to unemployment benefits. Candidates who are accepted into training

pro

grammes are required to train for an occupation at a Centre for Occupational Training for 40

weeks. The certification received is the equivalent of a diploma for secondary vocational education
and may be used during recruitment.

>

8

10

Financial assistance to unemployed persons whose right to benefits have expired®. According
to legislation, assistance applies to (but is rarely used in practice because of limited financing):

a) travel by public transport, if the distance from the unemployed person’s residence to the loca-
tion of the job offered exceeds the limit for transport accessibility'";

b) payment of the cost (or a portion of the cost) of meals at an in-patient health care institution;
¢) reimbursement for the cost (or a portion of the cost) of housing and common area services;

d) payment for funeral expenses upon the death of an unemployed person or of a member of
family.

Participation in public works''. The unemployed may receive paid jobs in public works through
a two-month fixed-term employment agreement with the option for an extension. The following
guarantees apply a) the public works period is included in the person’s work history; b) wages'?; c)
social insurance contributions towards old-age pension; and d) support for temporary incapacity
to work (certified illness). Those engaged in public works are exempt from payment of social tax
and tax on income received from the Public Works Fund.

Reimbursement for costs of voluntary relocation to work in a different locality for a job of-
fered by an EPC. This may apply to a) expenses for travel and hauling belongings; b) expenses for
installation at a new locality; and c) other expenses borne by the employee upon consent of the
employer.

The centres are under the MELR. The guidelines for content and methods of trainings are under the oversight of the Ministry
of Higher and Secondary Specialized Education.

Source: Resolution “On the procedure, amounts and conditions applicable to material assistance to unemployed citizens and
allocated from the State Employment Promotion Fund” (Regulation of the Ministry of Justice No. 548 dated 23 November 1998).

The limit of transport accessibility is set by the local governmental bodies (khokimiyats).

Source: Resolution “On the procedure for organising payments for public works” to the Decree of the Cabinet of Ministers “On
organising the Public Works Fund under the Ministry of Employment and Labour Relations of the Republic of Uzbekistan” No.
799 dated 5 October 2017.

If the public works project has been arranged by a budgetary division, the monthly wage of a participant must not exceed five
times the minimum wage. If the public works have been initiated by a business or non-profit NGO, the Public Works Fund will
reimburse 50% of the cost (but no more than 2.5 times the minimum wage for each person per month).
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2. Employment assistance is provided in the following ways:

> Additional assistance is provided to support the employment of persons who cannot com-

pete on equal terms in the labour market. Such persons include:

a) single parents or parents with many children (more than three under the age of 14) or children
with disabilities;

b) young people who have graduated from secondary/higher educational institutions on state
grants;

c) those dismissed from conscription in the Armed Forces of the Republic of Uzbekistan;
d) persons with disabilities;

e) persons approaching retirement age (within 2 years of qualifying for a pension);

f) persons discharged from penitentiary institutions or compulsory treatment;

g) victims of human trafficking;

h) former residents of the Mehribonlik homes (state educational institutions for orphans and chil-
dren without parental care).

These guarantees take the form of jobs reserved (quotas) for employment of hard to employ persons.
Employers are required to allocate certain share of jobs (10% of the average number of employees
at an enterprise, of which 3% are reserved for persons with disabilities) for hiring hard to employ job
seekers from the groups of persons listed above."?

> Subsidies and grants to employers for hiring and training.™

Subsidies are allocated to:

a) employers to offset the costs of retraining employees hired in response to assignment by an
EPC - for 6 months in the amount of 4 BSR (Basic Settlement Rate) for each worker;

b) the unemployed who wish to start a business and have previously registered with an EPC to
offset the costs of setting up a business - 10 BSR;

¢) organisations or companies which hire more persons from the needy segments of the popula-
tion than the minimum number of positions required by quota - 2 BSR for 12 months;

d) for purchase of greenhouse frameworks, grain, seedlings/irrigation equipment - from 3 to 10
BSR.

Source: Decree of the Cabinet of Ministers of the Republic of Uzbekistan “On measures for the further improvement of pro-
cedures for creating and reserving a minimum number of positions for the employment of persons who are in need of social
protection and are experiencing difficulty in finding work and are unable to compete on equal terms in the labour market” No.
965 dated 5 December 2017.

The procedure for issuing them was approved by the MELR (Reg. No. 3163 dated 31 May 2019). The procedure was adopted
by Decree of the President of the Republic of Uzbekistan “On state orders for ensuring employment of the population and
creation of new jobs in 2019” No. 4227 dated 5 March 2019.

The Basic Settlement Rate (BSR) is applied to set the amount of tax payments, fees, fines, duties, payments for state services
and for permits (licences) to carry out particular types of entrepreneurial activities, as well as other payments. The current BSR
is 245,000 UZS.

1
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Grants are available to underwrite:

a) expenses of occupational training institutions for occupational training of the unemployed, es-
pecially returning migrant workers, as well as young women from low-income families;

b) skills development in agricultural technologies, animal husbandry, gardening and vegetable
production, food production, fishing and beekeeping for farmers and dekhkan farmers, as well as
for owners of household plots to attend occupational training, colleges, etc.

Micro-loans on preferential terms amounting up to 500 BSR for up to three years with a 6-month
grace period'® to small enterprises, farmers, and dekhkan farmers/family businesses are available
to:

a) build greenhouses, purchase seed, seedlings, livestock and poultry, tools, and means for irri-
gation (pumps, artesian wells, etc.) in personally operated subsidiary farms and dekhkan farms;

b) purchase small-scale equipment and raw materials for processing, storing, and packaging agri-
cultural products, produce building materials and consumer goods;

c) start-up and outfit service businesses (household, repairs, medical, etc.);

d) develop cottage industries, especially for women in rural areas.

II. Income security for unemployed persons who cannot access existing unemployment pro-
grammes

Certain categories of workers not covered under the social insurance or State budget funded unem-

pl
th
m

oyment protection schemes may be provided income security through social protection benefits. In
eory, this includes persons working in the informal economy, however this is only the case if they
eet the strict eligibility criteria to receive targeted social assistance.

These benefits include:

> social protection cash benefits:"” 1) benefits to care for a child under the age of two; 2) benefits

In

for families with minor children; and 3) a poverty reduction benefit (social assistance). These ben-
efits are intended for families whose combined income does not exceed 52.7% of the average na-
tional monthly minimum wage for each family member (in the 3 months before applying).’® Since
2021, benefit applications are submitted to the body of local government (Mahalla committee).
The benefits are appointed by the Pension Fund and financed from the State budget (the Ministry
of Finance).

recent years, measures have been adopted to encourage self-employed workers to participate

voluntarily in the social insurance system by paying lump sum contributions (as a percentage of BSR).

o]

nce that amount has been sent to the Pension Fund, the contributor may claim a state retirement

16

From 1 January 2021 interest will be at the rate of banks with compensation for a portion of the interest expense. Decree of the
President of the Republic of Uzbekistan “On measures to improve and increase the effectiveness of efforts to ensure employ-
ment of the population” No.3856 dated 14 July 2018.

Source: the Decree of the Cabinet of Ministers of the Republic of Uzbekistan “On approving the Provision on the Procedure for
Assigning and Paying Social Benefits and Material Assistance to Low-Income Families”.

Source: Decree of the President of the Republic of Uzbekistan “On additional measures to support the population, industries
and business entities during the coronavirus pandemic “ No. 5978 dated 3 April 2020.
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pension. Among those included are a) migrant workers (as of 2021 they will be deemed equivalent to
self-employed);' b) persons engaged in raising horned livestock or poultry;?° c¢) members of dekhkan
farms and those with personal plots;?' d) artisans and students at Usta-Shogird schools; and e) the
self-employed.?? However, this mechanism does not apply in case of job loss.

P Severance benefit is paid only in certain cases, specifically:

a) involuntary dismissal by the employer (due to technological improvements or changes in or-
ganisation of production and work; reduction in the number or character of jobs which requires
redundancies; or the liquidation of an enterprise (Art. 100 of the Labour Code). Thus, only a small
proportion of employees, mainly those in public enterprises, have access to severance benefits.
Legislation requires a two-month notice period prior to dismissal.

b) the employee reaching retirement age while having the right to receive a state old-age pension;
c) conscription of an employee for military or alternative service;

d) reinstatement of an employee who previously performed the same work;

e) non-conformity with work performed due to lack of qualifications or poor employee health;

f) termination of the contract due to the employee’s refusal to continue working in new working
conditions;

g) termination of the contract with co-workers in case of admission of another non-co-worker.
The amount of the severance benefit is determined by the average wage over the preceding year.

In addition, financial compensation for unused vacation and support while seeking employment
are stipulated in the following manner:

» average monthly wages, not exceeding two months;

» average monthly wages for a third month, provided that the worker has registered with a local
labour body (the employment promotion centre [EPC]) as an unemployed person within 30 days
of termination and is not employed at the beginning of the third month.

Employers finance severance benefits and are responsible for reserving jobs for those in vulner-
able categories; financial assistance for the unemployed (apart from public works) and employ-
ment assistance programs are charged to the State Employment Promotion Fund at the MELR; pub-
lic works are charged to the State Public Works Fund (under the Ministry of Finance).

19 Migrant workers have their work history counted toward their retirement pensions provided that they have paid an annual
lump sum social payment of 4.5 BSR. However, this mechanism does not provide other kinds of social insurance (for illness, job
loss) which are no less vital for Uzbekistan’s informal sector.

20 This group’s work history is counted toward retirement pension provided they paid an annual lump sum social payment of 1
BSR. This mechanism does not provide other kinds of social insurance (for iliness, job loss).

21 This group’s work history is counted toward retirement pension provided they had paid an annual lump sum social payment
of 1 BSR. This mechanism does not provide other kinds of social insurance (for illness, job loss).

22 Asof 1]July 2020, the number of types of activity in which self-employed people may engage in increased from 24 to 67. Source:
Decree of the President of the Republic of Uzbekistan “On measures to simplify state regulation of entrepreneurial activity and
self-employment” No. 4742 dated 8 June 2020.
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III. Additional lump sum benefits during quarantine restrictions (beginning 19 March 2020) due
to COVID-19 as part of the anti-crisis measures.

In order to mitigate the risks caused by the quarantine imposed in 2020, the government decided to
provide monthly benefits to the following groups:?

» persons who had applied to an Employment Centre for a job after 1 March 2020 and had registered
as seeking work in the nationwide database Mehnat.uz;?*

P persons unable to leave to perform migrant work abroad who were also registered in the Labour
Migration?> database or who held a migration card designated “work” for a foreign country or a
permit for employment (patent) for 2019;

P persons temporarily unemployed who had their employer’s order of dismissal or unpaid leave
dated 1 March 2020 or later and were registered with the Unified National Labour System?® or
approved by tax authorities.

Summarizing the above analysis, the model of protection in case of job loss in Uzbekistan con-
sists of three main components:

1. Mandatory public social insurance with an unemployment benefits scheme, as well as training
and retraining programs for the unemployed. Four institutions jointly carry out the unemployment
insurance programme: i) tax offices, which collect social insurance contributions; ii) Employment
Promotion Fund under the MELR, which receive applications for unemployment benefit and pro-
cesses them; iii) the Ministry of Finance, which allocates transfers (generated from social insur-
ance contributions and state budget. Thus, unemployment benefits are funded through a mixture
of sources.

2. Labour market programs (LMPs). Most active LMPs have been introduced since 2017.

3. Severance payment. This type of support is insignificant, as it is provided to those who are dis-
missed involuntarily and only in special cases. It is difficult to quantify the total amount of sever-
ance payments given because data from enterprises is not available.

The total coverage provided by protection schemes in case of job loss is almost 1,159,981 people
or 8.8% of the employed population (excluding severance payment). Public works make up 45% of
the total coverage, while the State order for new job creation makes up 37% of the total coverage (Ta-
ble 3, part I). Both programmes have a relatively low capacity to create sustainable and decent jobs.
Moreover, the effectiveness of the second program (State order for new job creation) is difficult to
evaluate since support is provided in the form of preferences rather than funding.

23 Decree of the President “On additional measures for financial assistance to groups of the population in need of assistance and
social protection during the coronavirus pandemic” No. 6038 dated 30 July 2020.

24 The information and computer centre Menhat.uz is under the MELR. It is a consolidated database within the Unified National
Labour System.

25 The Labour Migration database under the MELR is a consolidated database on citizens of Uzbekistan who are migrant workers
abroad within the Unified National Labour System information files.

26 The Unified National Labour System is the interdepartmental set of software consisting of a combination of resources, technol-
ogies and channels of communication by means of which information is collected, stored and compiled concerning registered
employment agreements and work histories (electronic work histories); job openings; and the structure of demand and supply
for labour as it impacts regions and industries.
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p Table 3. Types of support in case of a job loss: categories, coverage, amounts paid and

sources of funds, 2020

Coverage Amounts paid
Persons = % of the Average Average
total em- Total monthly payment/
Type of support ployed amount, payment, = Average na- Source of
(schemes) million UzS ~ thousand  tional gross funding
uzs monthly
wage, %*

I. Support schemes (including social insurance) as prescribed by legislation: workers in the formal sector

Severance pay and asso- n/a n/a n/a Employers
ciated payments
Unemployment benefit 89,651 0.7% 22,312.6 248.9 9.3% Employment
Promotion
Fund at MELR
Stipend for the unem- 52,217 0.4% 25,511.0 488.6 18.3% (social insur-
ployed during retraining ance contribu-
period tions supple-
mented b
Financial assistance for = - - - state funding
the unemployed who from

are not entitled to un-
employment benefits

Compensation for costs - - = = -
of relocating for a job

Subsidies to employers 521732 3.9% 496 303.3 951.3 35.7% State budget
for wage paid to em-
ployees of public works

Reserved/ quota= jobs 507 0.0% 1143.7 2255.8 84.6% Employers,
for vulnerable persons state funding
Subsidy to register as an 6491 0.04% 1699.0 261.7 9.8% State budget
entrepreneur and banks
Subsidies to employers 4481 0.03% 9778.4 2182.2 81.8% Employment
for costs of workers’ Promotion
re-qualification Fund at MELR
Subsidies for personal 35702 0.3% 109 467.6 3066.2 114.9%

subsidiary farm ex-

penses

Pre-exit training of labor =~ 21400 0.2% n/a - -

migrants

Total: 11 schemes 732181 5,6% - - -

State order for the new 427 800 3,2% n/a - - In form of
jobs creation privileges
Total: 12 schemes 1159 8.8%

981
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Coverage
Persons = % of the
Type of support total em-
(schemes) ployed

Amounts paid

Average Average
monthly payment/
payment, Average na-
thousand tional gross
uzs monthly
wage, %*

Source of
funding

II. Income security for categories not covered in case of job loss and meet poverty targeting
criteria: Social assistance

Benefit for families with
children under 2 years 399 800
of age

Benefits for low-income

families with children 700933

below the age of 14

Benefit to low-income

families 100 000

Total: social benefits 1200
733

3.0%

5.3%

0.8%

9.1%

376576.1 14.1%
131 000.0 -

304 000.0 4.9% - 11.4%
326 000.0 -

653 000.0 4.9% - 11.4%

III. Additional lump sum benefit during COVID-19 quarantine) **

Lump sum benefit for -
those who registered in
ECPs after 1 March 2020

Lump sum benefit for -
persons prevented

from becoming migrant
workers

Lump sum benefit for -
persons temporarily
unemployed

Total: 1 scheme 650,0

Source: Ministry of Finance, MELR.

Notes:

* The average national gross monthly wage in 2020 was 2,667,600 UZS. Source: State Committee on Statistics
(SCS). This indicator is calculated by the SCS based only on enterprises which are part of the corporate sector of

4,9%

n/a n/a
n/a n/a
n/a n/a
n/a n/a

State budget

State budget

economy (enterprises which have the status of legal entity). At the same time, categories such as individual en-

trepreneurs, the self-employed, labour migrants, and other categories belonging to the non-corporate sector do
not provide data regarding wages to the State Statistics Committee. Thus, thisis not reflected in the average gross

monthly wage in the economy.

** In accordance with the Decree of the President “On additional measures for material assistance to segments

of the population in need of assistance and social protection during the coronavirus pandemic” No. 6038 dated

30 July 2020.
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» 3. Challenges facing the current model of protec-
tion from job loss

The current model of protection from job loss has several restrictions and challenges.

1. Low level of effective coverage, no protection for workers in the informal sector. Throughout
the world, protection from unemployment for workers in the formal sector is typically provided at a
high level (Chart 3). This is arranged through unemployment insurance (from contributions of em-
ployers and workers) and severance benefits (at the expense of employers).

Given that protection in case of unemployment is often provided through formally recognised em-
ployment relationships, workers in the informal economy and informal workers in formal economy,
who are often the most vulnerable groups in the labour market, are not covered by these schemes.
In some cases, such workers can access non-contributory means tested benefits aimed at preventing
and reducing poverty. However, workers employed in the informal sector have the lowest level of
protection in case of job loss. In the literature, this condition in social protection has been termed the
phenomenon of the “missing middle”.

Uzbekistan’s situation is different. The effective coverage of protection from job loss for workers in
the formal sector is low (8.8% of employed persons). For the reasons described above, workers in the
informal economy are not covered by the mandatory social insurance scheme. Some informal work-
ers have the ability to access means tested non-contributory benefits, however in practice, coverage
of these is limited. This is because these workers are mostly not regarded as “sufficiently impover-
ished” because, based onto the method used to assess eligibility for social assistance, they have as-
sets disqualifying them for these benefits.

2. Ambiguity in the implementation of eligibility criteria for unemployment insurance benefits.

In the legal sense, unemployment benefits are provided through a mandatory social insurance mech-
anism. This means that unemployed members of this scheme are entitled to unemployment benefits
provided they meet the necessary contributory conditions (i.e., contributions having been made by
the worker and employer to the Employment Promotion Fund), or rather, are employed formally. In
practice, however, unemployment benefits are often received by persons even if they do not meet
the minimum qualifying conditions (being formally employed at least 12 weeks in the last 12 months
or register as a job seeker for the first time).?” A practice like this has an important impact on the fi-
nancial sustainability of the scheme given that the equilibrium between the contributions made and
benefits paid out, evaluated by actuarial studies, is effectively broken.

The urgency of improving the mechanism for assigning and paying unemployment benefits increased
in 2021 due to the changes that entered into force after the adoption of the new version of the law
“On Employment.” The level of unemployment benefits rose to the minimum wage (i.747,300 UZS,
3.0 times higher than in 2020 when it amounted to 239,000 UZS). The Employment Promotion Centre
estimates that this will result in unemployment benefit claims doubling or tripling in number.?

27 Source: A webinar held on 13 November 2020 within the UN Joint Programme on Strengthening Social Protection System in
Uzbekistan with support from ILO Regional Bureau Bangkok. Officials of the EPCs from all of Uzbekistan’s regions, who are
working assigning and paying unemployment benefits, took part in it.

28 Source: the Estimate announced at the webinar held on 13 November 2020.
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3. Diminished financial potential in the mandatory social insurance system due to tax reform.
Until 2019, social insurance had been financed through insurance contributions from workers and
employers (Table 4), as well as through additional funds from the state budget. Modifications to the
tax system (begun in 2019 and strengthened in the new version of the Labour Code, in effect from 1
January 2020) led to some substantial changes:

P since 2019, workers no longer contribute to social insurance. Until 2019, they made contributions
of 8% (of accrued salary) for the Extra-budgetary Pension Fund and 2% (of income tax for individ-
uals) for an individual accumulative retirement account (IARA) in Khalk bank (People’s Bank of
UZB).2% Since 2019, workers no longer make social insurance contributions from the salaries to the
Extra-budgetary Pension Fund, while insurance contributions to the IARA decreased from 2% to
0.1%, (see Table 4 for 2019 under the “for workers” category).

P since 2019, insurance contributions from employers have decreased. Employers still make contri-
butions but at a lower rate. This particularly applied to small and micro-businesses, which provide
the main share of employment in the country. The rate for social insurance contributions for those
businesses was decreased from 15% in 2018 to 12% in 2019 (see Table 4 for 2019 under the “for
employers” category).

P as of 2020, social insurance contributions from employers were further decreased. This is because
the rate was reduced to 12% even for the enterprises that had contributed 25% in 2019 (state-
owned enterprises, those in which the state holds 50% or more of charter capital, as well as those
in which 50% or more of charter capital is held by a legal entity with 50% or more state-owned
charter capital and their subdivisions [Table 4, 2019-2020 circled]).

The model of taxation was changed for the purpose of reducing the tax burden incurred by formal-
ising informal labour relations. However, the transition to payment of social tax for employers and
revocation of insurance contributions for workers made state social insurance less viable, despite the
amount of insurance contributions to the Employment Promotion Fund increasing (from 0.1% in 2008
to 0.4-0.8% in 2019 and 2020). The result was that social insurance contributions as source of financ-
ing unemployment benefits (which were already inadequate before 2019 because of low contribution
levels to the Employment Promotion Fund) are insufficient and the size of the unemployment benefit
provided to workers in the formal sector does not perform the function of income replacement. Be-
cause the model of taxation is unlikely to change in the near future, identifying sources of financing
for social insurance schemes is becoming a key issue in providing sustainable protection, not
only in case of job loss, but also generally.

29 2 categories of citizens are legislatively defined: 1) paying mandatory contributions to IARA - everyone who works under a la-
bor and civil law contract; 2) paying voluntary contributions to IARA - persons engaged in entrepreneurial activities (individual
entrepreneurs, members of dekhkan farms, etc.). Interest income is accrued on funds available at IARA. IARA is regulated by
the Citizens’ Funded Pension Act No. 702-II of 02.12.2004, the Regulation on the Procedure for IARA Opening and Maintaining
in the People’s Bank and Making Compulsory and Voluntary Contributions to IARA of 21.12.2004, as well as by Cabinet of Minis-
ters Resolution No. 238 of 26.03.2018, which approved the regulations on registration of citizens in the funded pension system.



» Social Protection in case of Job Loss: Possible Options to Expand the Coverage

with Unemployment Protection Programmes in Uzbekistan

p Table 4. Tax rates and social insurance contributions from 2018 to 2020 (before and after

the introduction of the new version of the Tax Code on 1 January 2020)

2018 *

Tax rate

Unified Social
Payment from
the Wage Fund

15% - for small
and micro-busi-
ness

25% - for other
taxpayers

Personal income
tax with progres-

sive brackets

Distribution

Small and micro-
business:

14.8% - to the
Pension Fund
0.1% - to the
Employment
Promotion Fund
EPF) at MELR
.1% - to the
Council of the
Federation of
Trade Unions

Other taxpayers:

24.8% - to the
Pension Fund
0.1% - to the EPF
0,1% - to the
Council of the
Federation of
Trade Unions

1) 8% - to the
Pension Fund of
accrued wage.

2& 2% - to the
IARA - withheld
from accrued
income tax)

From 1 January 2019 **

Tax rate

Distribution

FOR THE EMPLOYERS

Unified social

ﬁ.‘ayment from

e Wage Fund

25% - for public
enterprises and
state owned
enterprises

12% - for other

taxpayers

Public enterpris-
es and state-
owned enter-
prises:

99.2% - to the
Pension Fund
0.4% - to the EPF
0.4% - to the
Council of the
Federation of
Trade Unions

Other taxpayers:

98.4% - to the
Pension Fund
0.8% - to the EPF
0.8% - to the
Council of the
Federation of
Trade Unions

FOR THE WORKERS

Flat-rate personal

income tax of 12%
*kkhkk*

0.1% - to the IARA

(out of the 12%
tax withheld)

For those who
make contribu-
tions voluntarily
- the contribution
can be paid in
any amount.

From 1 January 2020 ***

Tax rate

Unified social
tax

25% - for pub-
lic enterprises

12% -for
state-owned
enterprises
and for other
taxpayers

with the effect
of COVID-19
taken into
account ****

Flat-rate per-
sonal income
tax of 12%

Distribution

Public enter-
prises:

99.2% - to the
Pension Fund
0.4% -to the
EPF

0.4% - to the

Council of the
Federation of
Trade Unions

State-owned
enterprises
and other
taxpayers:

98.4% - to the
Pension Fund
0.8% - to the
EPF 0.8% - to
the Council of
the Federation
of Trade Unions

0.1% - to the
IARA (out of
the 12% tax

withheld)

For those who
make contribu-
tions voluntarily
- the contribu-.
tion can be paid
in any amount.
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Source: authors
Notes:

* Source: Annex No. 23 to Decree of the President of the Republic of Uzbekistan “On the prognosis for macroeco-
nomic indicators and parameters of the State Budget of the Republic of Uzbekistan for 2018” No. 3454 dated 29
December 2017.

** Source: Annex No. 8 to Decree of the President of the Republic of Uzbekistan “On the prognosis for macro-
economic indicators and parameters of the State Budget of the Republic of Uzbekistan for 2079 and budgetary
guidelines for 2020 and 2021" No. 4086 dated 26 December 2018.

**%* Source: Point 11 of Decree of the President of the Republic of Uzbekistan “On measures to ensure the exe-
cution of the Law of the Republic of Uzbekistan ‘On the state budget of the Republic of Uzbekistan for 2020 and
budgetary guidelines for 2021 and 2022'" No. 4555 dated 30 December 2019.

*#%%% In order to counteract the effects of COVID-19, in May and June 2020 the rate of the social tax was reduced
from 12% to 1% for micro firms and small companies (Decree of the President of the Republic of Uzbekistan “On
subsequent measures to support the population and entrepreneurial businesses during the coronavirus pandem-
ic” No. 5996 dated 18 May 2020). In July the benefit was extended through the end of 2020 (Decree of the President
of the Republic of Uzbekistan “On additional measures to support the population, entrepreneurial businesses and
the fields of public dining, retail sales and services in order to ameliorate the negative impact of the coronavirus
pandemic” No. 6029 dated 20 July 2020).

**%+% Until 2019, there was a progressive personal income tax in the country. After 2019, a flat-rate personal
income tax was introduced. Source: Decree of the President of the Republic of Uzbekistan “On the concept for
improving the tax policy of the Republic of Uzbekistan” No. 5468 dated 29 June 2018.
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» 4. International experience insuring against job
loss: applicability to Uzbekistan

Fewer than 80 countries are currently providing unemployment insurance. This branch has historically
been developed after other branches of social security, often due to the technical and administrative
difficulties involved in the planning and implementation of such schemes and notably the need for the
satisfactory operation of public employment services.

Developed countries. The objective of unemployment insurance is to provide income security and
income replacement for persons who have lost their earnings due to an inability to obtain suitable
employment in the case of a person capable of working, available for work, and actively seeking work.
In most cases, insurance contributions are made both by employers and workers. As soon as a worker
meets the minimum requirements for the length of employment and amount contributed, they are
entitled to unemployment benefits. The amount ranges from 40% to 75% of worker’s earnings in their
former job, and benefits are often conditional on the recipient actively seeking a new job. The main
criticism of unemployment insurance benefits is that it may impair the society’s productivity because
recipients may prolong their job search. However, empirical evidence shows that the positives out-
weigh the negatives. First, a relatively high level of benefits allows the unemployed to maintain an ac-
ceptable standard of living during their search for a new job. Second, long-lasting benefits allow more
time to find the most acceptable job that matches their experience and training without being forced
to accept the first offer they come across. This is beneficial for society even when the time spent seek-
ing work is longer. Finally, unemployment insurance acts as an economic stabilizer by contributing to
the growth of aggregate demand during recessions caused by shocks (such as COVID-19).

» Box 3. Unemployment insurance in developed countries: from voluntary to compulso-
ry insurance

Unemployment insurance first appeared in Europe as an initiative by trade unions, which
proposed voluntary insurance and unemployment benefits for their members as a means of
offsetting the loss of wages during economic contractions. The flaws in systems run by trade
unions became evident in the 1920s. Membership was often permitted only to highly paid
workers, with others being left without insurance. The long-term and large-scale unemploy-
ment during the years between wars brought on a deluge of claims for benefits that quickly
exhausted the funds of the trade unions. The demand arose for government involvement
in ensuring and financing unemployment insurance. The models adopted during the 1920s
were either the Ghent system (state subsidies for a voluntary system under the control of
trade unions - named after the Belgian city where it was first introduced in 1901) or a com-
pulsory state system. The Ghent model was dominant in Europe during the 1920s (Belgium,
the Netherlands, France, and Switzerland). After World War II, however, most countries re-
placed the Ghent system with compulsory insurance, which had been adopted in Austria,
Italy, Great Britain, and Germany. Today, membership in unemployment insurance funds
is compulsory for most workers, although the systems themselves are administered by the
state. Voluntary unemployment insurance controlled by funds associated with trade unions
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remain only in Denmark, Sweden, and Finland.

Crises prompted the creation of unemployment insurance in other developed countries. The
USA and Canada created their systems in 1935 and 1940 in response to the Great Depression
of the 1930s. The expansion of South Korea's insurance for employed persons in 1998 was
due to the Asian financial crisis of 1997.

Source: Comparative review of unemployment and employment insurance experiences in
Asia and worldwide/ John Carter, Michel Bedard, Celine Peyron Bista. Promoting and Build-
ing Unemployment Insurance and Employment Services in ASEAN, ILO Regional Office for
Asia and the Pacific. - Bangkok: ILO, 2013.

Developing countries began introducing unemployment insurance much later and covered only
those in formal employment. Insurance systems are charged not only with assuring financial pro-
tection for the unemployed, but also with supporting their re-integration into the labour market (via
retraining, preferential loans to start businesses, etc.). The realisation gradually dawned that ensur-
ing the stability of society meant extending insurance in case of job loss to workers in the informal
economy.

Two basic approaches to this task can be discerned. These approaches are not mutually exclusive
and may in fact supplement each other. In general, developing countries have combined the two
approaches in comprehensive dual strategies that follow the principle of universal social protection
taking into account the contribution of different population groups. This has resulted in a) higher
adequacy of social protection in case of unemployment for workers in informal employment, and b)
facilitation of the transition of workers from the informal to the formal economy.

The first approach can be formulated as “formalization to broaden social protection from unem-
ployment”.° It employs the already existing instruments of social protection for groups of workers
who are close to the formal economy and have the potential to make insurance contributions and
therefore may be covered by social protection relatively easily. This strategy includes:

> applying/adopting existing legislation to make sure that these groups of workers are under the
purview of law;

» improving the way insurance contributions are made by a) introducing measures that remove
administrative barriers to contributions from those groups of workers, and b) adjusting rates for
contributions and benefit packages to suit their level of income and needs including subsidies.

Examples of this approach in developing countries which faced both high unemployment and large
informal sectors are:

1. Facilitating registration, taxation, and collection of insurance contributions by levying a single (uni-
fied) tax (Argentina,3' Uruguay).

2. Inclusion of domestic workers in unemployment insurance, as well as maternity payments, in
South Africa. Payments are issued by the Unemployment Insurance Fund (UIF) under the Ministry
of Employment and Labour.

30 Source: Extending social security to workers in the informal economy: Lessons from world experience, ILO, 2019.

31 Argentina’s experience is detailed in Annex 2.
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3. Brazil's programmes (beginning in the 2000s) aimed at simplifying administrative procedures and
adapting social insurance contributions to the income level of the self-employed and micro-entre-
preneurs.3?

4. In China, unemployment insurance also covers internal labour migrant workers who have signed
employment agreements with employers in rural locations (particular situation in China).33

5. Subsidising social insurance contributions in South Korea (since 2012) for low-income workers in
enterprises with fewer than 10 employees who had not previously participated in the insurance
system. The purpose was to extend social insurance coverage and to carry out the national pro-
gram to ensure pensions for the elderly.3*

6. Differentiated social packages for informal workers and the self-employed in Thailand.®

The second approach could be termed “broadening social protection regardless of employment
status”. It extends unemployment insurance to groups that, regardless of their employment status,
previously enjoyed no protection. The idea is to establish a minimum national level of social protection
which guarantees a basic level of social security for everyone and provides a minimum guaranteed
income (sometimes along with access to healthcare). Financing is arranged through a combination of
insurance contributions and funding from the state budget. This approach presupposes that a higher
guaranteed income will allow people to take more risks when seeking work or starting new business-
es, which will in turn facilitate the formalisation of their employment at a later stage.

Examples of this approach in developing countries are:

1. Conditional government transfers (grants) for minimum social welfare of children and low-income
families (Argentina, Brazil, Colombia, Mexico, Peru, Nicaragua, the Philippines, and Mongolia).

2. Aminimum social pension for the elderly (in Lesotho, Mauritius, Namibia, Nepal, and South Africa)
and for disability (in South Africa).

3. Guaranteed Minimal Standard of Living Programme (Dibao) for urban dwellers in China. The pro-
gramme began in 1998 and was extended to rural residents in 2006. This benefit from the state
budget is for those below the poverty level. The benefit is assigned to various groups, including the
unemployed, the elderly, children, and persons with special needs.?’

Chile’s mixed unemployment insurance model is a special case (introduced in 2002 outside of the
principles embedded in ILO standards.3® It combines 1) individual savings accounts (financed by work-
ers and employers), and 2) the Solidarity Fund (financed by social contributions from the employers
and by the state budget). When workers lose their jobs, they are entitled to tap into their accumulated
savings in their individual bank accounts. If that money is not enough for them to survive five months
without work, they are entitled to receive a subsidy from the Solidarity Fund under certain conditions.

32 Brazil's experience is detailed in Annex 3.
33 China’s experience is detailed in Annex 4.
34 The Republic of Korea's experience is detailed in Annex 5.

35 Thailand's UI experience was presented at a webinar about principles of social insurance held on 12 November 2020. It was
organized for employees of the Ministry of Finance by the UN Joint Program Strengthening Social Protection System in Uzbek-
istan.

36 Conditional cash transfers are provided by the government to recipients who meet certain criteria (children, families, vulner-
able women, etc.) provided that they take specific actions for obtaining the grants, such as sending children to a state school,
undergoing regular medical examinations and vaccinations, etc.

37 China’s experience is detailed in Annex 4.

38 Chile's experience is detailed in Annex 6.
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The financing mechanism of the Chilean model consists of employer contributions amounting to 1.6%
of wages into the workers’ individual bank accounts that are set up as a type of pension account.
Workers also contribute 0.6% of their monthly wages to these accounts. In terms of contributions to
the Solidarity Fund, employers contribute 0.8% of the income, while additional funding is provided
from the state budget. Other conditions apply to workers on fixed-term contracts: employers must
pay 3% of a worker’s monthly income into their accounts while the contract is in effect. The maximum
period for making insurance contributions is 11 years. If a worker has been employed at the same job
for more than 11 years, contributions stop because the individual account of the worker is considered
to have enough accumulated money to weather any period of unemployment. If a worker changes
jobs without becoming unemployed, they are entitled to withdraw the accumulated money or leave it
in their account, which has no bearing on the payment obligations of the new employer.

The Chilean system’s shortcomings have become more evident with time. It requires individuals,
mostly workers in formal employment, to accumulate savings in individual accounts which provide
an income stream in case of unemployment. However, such savings schemes lack the key design ele-
ment of risk-pooling; the savings need to be set at a sufficiently high level to be at a high enough level
to compensate for lost earnings. They thus provide only limited protection for those who have difficul-
ty in building up sufficiently high savings, if any, due to their work patterns - for example, temporary
and seasonal workers, workers in declining economic sectors, and young workers among others. As
unemployment is far more likely to be found among low-income individuals, individual account ben-
efits and coverage levels are likely to be low.3°

Summarizing the world practice, unemployment protection benefits are provided through different
types of schemes or combinations (Chart 3). Fewer than half (98) of the 203 countries for which data
are available in the ILO database have an unemployment protection scheme anchored in national
law. In 92 of these, unemployment protection benefits are provided through periodic cash benefits to
unemployed persons meeting the prescribed qualifying conditions. Public social insurance is by far
the most common mechanism used to provide such regular income replacement. In some countries,
contributory mechanisms are complemented with social assistance.

Among the 105 countries which have no unemployment benefit scheme anchored in national leg-
islation, 50 countries provide severance payments for workers covered by the Labour code, which
provides a limited level of protection to some workers.

39 Source: OECD, 2010; Peyron Bista and Carter, 2017.
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p Chart 3: Overview of unemployment protection schemes worldwide, by type of scheme and

benefit (2075 or latest available year)

Information available for 203 countries (100%)

No unemployment benefit

Unemployment scheme anchored in national legislation scheme anchored in national
98 countries (48%) legislation
105 countries (52%)
- . ) Lump sum
Periodic cash benefits 92 countries (45%) 6 countries (3%)

Social insurance (manda- Only social assis- Individual savings for
tory public) 82 countries  tance unemployment
(40% 5 countries (2%) 1 country (1%)
Subsidized voluntary Provident funds drawing No severance
insurance 3 countries on pensions rieevr?trsaaﬁig?{r} ogas{w:%te

9 6 countries (2% X
(1) ez the labour code) anchored in
Mandatory individual ) legislation
savings account 1 coun- 50 SOUniES :
try (1%) Only mandatory (25%) 55 c(ggor)t)rles

0

individual savings
account (periodic)
1 country (1%)

Main scheme

Additional social assis-
tance programme

24 countries (12%)

Additional
scheme

Source: ILO, World Social Protection Report 2017-19 (WSPR 2017-19): Universal social protection to
achieve the Sustainable Development Goals. Link: https://www.ilo.org/global/publications/books/
WCMS_604882/lang--en/index.htm

Note: The schemes presented are not mutually exclusive. In many countries, unemployment insurance coexists
with severance payments, unemployment assistance, and public employment programs. Countries that were clas-
sified as having severance payment have no unemployment benefit program anchored in national legislation.
Also, it should be noted that severance pay does not include redundancy pay. The share is expressed as a percent-
age of the total number of countries (203 countries = 100%). Sources: ILO, World Social Protection Database; ISSA/
SSA, Social Security Programs throughout the World; European Commission Mutual Information System on Social
Protection (MISSOC). See also Annex IV; table B.6 of WSPR 2017-19.
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» 5. Options to expand protection in case of a job
loss: recommendations

According to ILO standards agreed upon by constituents (states, workers, and employers), unem-
ployment protection schemes should comply with the following principles: a) the overall and general
responsibility for the due provision and the proper administration of the schemes lies with the state,
b) social solidarity and collective financing should be provided through taxes, contributions, or a com-
bination of both, c) coverage should be*’, and d) participatory management with representatives of
persons protected and employers, in particular when the administration is not entrusted to a govern-
ment department.

Taking into account international labour standards and as illustrated through country experience,
the recommendations are aimed at expanding the coverage of Uzbekistan’'s unemployment protec-
tion programmes through the combination of different interventions, specifically: a) strengthening
job loss protection in accordance with ILO standards; b) proposing options to gradually extend the
coverage with protection against unemployment through the adoption of a phased approach for cer-
tain groups of workers in the informal economy; and c) advocating for the Unemployment Insurance
element of the national legal framework and for the proposed new National Strategy for Social Pro-
tection for 2022-2030.

Expanded coverage of protection in case of job loss in Uzbekistan could be achieved through a phased
transition of different categories of informal workers into the formal economy. Through this, all cat-
egories of informal workers will either join existing social insurance programmes (mandatory social
insurance scheme or partial social insurance scheme for the self-employed) or be covered by employ-
ment promotion programmes combined with non-contributory social protection benefits.

40 According to Social Security (Minimum Standards) Convention, 1952 No. 102, voluntary schemes can be considered on an ex-
ceptional basis and only if they meet the requirements of Article 6. Article 6 For the purpose of compliance with Parts II, III, 1V,
V, VIII (in so far as it relates to medical care), IX, or X of this Convention, a Member may take account of protection effected by
means of insurance which, although not made compulsory by national laws or regulations for the persons to be protected, (a)
is supervised by the public authorities or administered, in accordance with prescribed standards, by joint operation of employ-
ers and workers; (b) covers a substantial part of the persons whose earnings do not exceed those of the skilled manual male
employee; and (c) complies, in conjunction with other forms of protection, where appropriate, with the relevant provisions of
the Convention.
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» 5.1 Strengthening mandatory social insurance for
workers in the formal economy

Strengthening mandatory social insurance requires the creation of a legal base and an assessment
of sources of financing (including the composition and size of social insurance contribution rates).
The tax model has blurred the lines between tax and social insurance contributions for particular
social risks and has reduced the overall contribution rates for certain contributors. This model was
introduced to reduce the tax burden, which has resulted in increased attractiveness of investing in the
country and formalisation of enterprises.

However, this reform appears to have not succeeded in terms of formalising informal employment
relations in either the informal or formal sector. Furthermore, the state budget will not be able to
withstand the potential increased need for allocations to protect people in case of a job loss and other
social risks. This implies the need to seek different options to increase financing and identify fiscal
space for social protection. Such options should be codified as part of the national legal framework
(specific law with related and required amendments in applicable laws) and thorough actuarial as-
sessments with model scenarios.
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» 5.2 Extending coverage with the mandatory social
insurance for workers in the informal economy

1. Extending the coverage of the mandatory social insurance coverage to all forms of employment
through revision of relevant legislation.

2. How to organize the process of the coverage expansion?

P Thereis always a risk is that employers can force informal workers to switch to self-employment, making
social insurance registration partial and voluntary in order to avoid making social insurance contributions
(although in the current tax model for employers the rate of contributions is already low).

P To avoid this risk, it is proposed to start with the improved enforcement of the law by ensuring that all
workers in the formal sector are registered, as well as to apply a phased registration of “semi-formalised”
groups of informal employees who a) work in formal enterprises, b) have the financial capacity to make
social insurance contributions, and ¢) can be covered relatively easily in case of the need to providing
additional incentives for employers or for employees (conditions of registration, obtaining a patent, rules
of reporting, etc.).

Based on quarterly labour force surveys carried out by the Institute of Labour (the Scientific Centre) of the
Ministry of Employment and Labour Relations of Uzbekistan (MELR), there are six (6) distinct categories of
informal workers that can be distinguished between). These are presented below in terms of decreasing
degree of readiness for formalisation and financial opportunities. In order t