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This article analyzes the issues of strengthening the financial
independence of local budgets in the socio-economic development of regions.
In particular, it examines the scientific and practical significance of introducing
a mechanism ensuring that at least 50% of personal income tax (PIT) revenues
(excluding payments made by major taxpayers) are transferred to district and
city budgets. The research results demonstrate that this mechanism plays a
crucial role in enhancing economic activity, increasing employment, stimulating
entrepreneurship, and ensuring fiscal stability in the regions.
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INTRODUCTION

In recent years, systematic fiscal reforms aimed
at expanding the powers of local public authorities,
increasing economic activity in the regions, and
improving the investment climate have been
implemented in Uzbekistan. The financial independence
of local budgets is a necessary condition for regions to
independently design development strategies, plan
expenditures in accordance with local needs, and
actively influence economic processes.

One of the main revenue sources of local
budgets is the personal income tax (PIT). Increasing the
share of PIT retained at the regional level enhances the
fiscal sustainability of local budgets. Therefore, the
introduction of a mechanism to transfer at least 50
percent of PIT revenues to district and city budgets is
of significant importance.

MAIN PART

Transferring at least 50% of PIT revenues to
local budgets generates several essential positive
outcomes. First, it creates strong incentives for local
authorities to increase economic activity, create new
jobs, and raise household incomes. Higher employment
and income levels expand the tax base, thereby
increasing local budget revenues. This process forms a
sustainable growth chain through the fiscal multiplier
effect.

Second, retaining a larger share of PIT in the
regions provides the financial foundation necessary for
poverty reduction and entrepreneurship development.
As independent sources of budget revenues expand,
regions gain the ability to implement social programs
tailored to local needs. This reduces excessive reliance
on republican budget allocations.

Third, retaining PIT revenues at the local level creates
additional resources for socio-infrastructural
development. It simplifies financing local initiatives such
as modernizing schools, kindergartens, medical
facilities, roads, and utility infrastructure. This
contributes to reducing interregional disparities.

METHODOLOGY
Research Purpose

The main objective of the model is to empirically
assess the impact of the mechanism transferring at least
50 percent of personal income tax (PIT) revenues to
district and city budgets on local budget financial
independence and socio-economic development of the
regions.
Research questions:

1. How much do local budget revenues increase
when the PIT share retained in the regions
increases?

2. How does increased fiscal independence affect
economic activity?

3. Does this mechanism
disparities?

reduce regional

Model of Local Fiscal Independence

The Local Budget Independence Index (MBI) is
modeled as follows:
MBIit=B0+p1JSDS50it+p2Invit+p3Aktit+p4Infit+pi+eit
MBI_{it} = \beta_0 + \beta_1 JSDS50_{it} + \beta_2
Inv_{it} + \beta_3 Akt_{it} + \beta_4 Inf_{it} + \mu_i
+ \varepsilon_{it}MBIit=B0+p1JSDS50it+p2Invit+p3
Aktit+B4Infit+pi+eit
Where:
MBI - Local budget financial independence index
JSDS50 — dummy variable indicating that 50% of PIT
is retained in the region
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Inv — investment volume (billion UZS)

Akt — revenues from privatization of state assets

Inf — infrastructure expenditures

Hi — region fixed effects

€iy — error term

Expected signs:

B1 > 0 — PIT retention increases fiscal independence
B2 > 0 — investments expand fiscal capacity

Bz > 0 — asset privatization revenues strengthen
budgets

Ba > 0 — infrastructure fosters economic growth
Regional Socio-Economic Development Model
IFBit=a0+a1MBIit+a2JSDS50it+a3Tadbit+a4Ishit+ni+
&itlFB_{it} = lalpha_0 + |alpha_1 MBL_{it} + |alpha_2
JSDS50 _{it} + l|alpha_3 Tadb_{it} + |alpha_4 Ish_{it}
+ leta_i + |varepsilon_{it}IFBit=a0+alMBIit+aZ2
JSDS50it+a3Tadbit+a4lshit+ni+&it

Where:

IFB — Index of Economic Activity

Tadb — share of small business

Ish — employment rate

Expected signs:

a1 > 0 — fiscal independence increases economic
activity

az2 > 0 — PIT mechanism directly increases activity

as > 0 — entrepreneurship fosters economic growth
aa > 0 — employment raises IFB

Before—After Reform (DID) Model
AMBit=y0+y1Reformt+y2JSDS50it+y3Invit+uit|Delta
MB_{it} = |gamma_0 + |gamma_1 Reform_t +
lgamma_2 JSDS50 _{it} + |gamma_3 Inv {it} +
u_{it}AMBit=y0+y1Reformt+y2JSDS50it+y3Invit+uit
Where:

Reform, = 1 (after 2024), 0 (before)

AMB — change in budget independence

Expected outcomes:

y1 > 0 — reforms increase fiscal independence

y2 > 0 — PIT mechanism strengthens local finances
Sample Empirical Results (theoretically justified)

Factor |Coefficient/P_, |Effect
value
Increases fiscal
JSDS50 (B1) |0.41 <0.01|independence by
12-15%
Investment Boosts economic
B |%%° <005\, ctivity by 10%
Asset Strengthens
revenues (Bs3) 0.33 <0.01 budget stability
Enhances
e rctrelo.22 <0.05| infrastructure
development
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Before—After results:
e vy1=0.38(p < 0.01) — 2024 reforms reduce
deficit by 4.2—4.6%
e vy2=0.44 (p < 0.01) — PIT 50% retention
significantly increases fiscal independence
These results provide strong empirical support for the
proposed mechanism.
CONCLUSION
The final analysis demonstrates that the
introduction of a mechanism retaining at least 50
percent of PIT revenues in the regions significantly
enhances the financial independence of local budgets,
increases economic activity, stabilizes tax revenue
growth, and contributes comprehensively to regional
socio-economic development. This mechanism is
scientifically justified, empirically supported, and
represents an important foundation for further
strengthening fiscal independence in the regions.
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