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PROBLEMS OF THE INWARD PROCESSING
CUSTOMS REGIME AND WAYS TO ELIMINATE
THEM

Abdullaev Shakhzodbek

Lecturer, Department of Military and Combat Training,
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Abstract: This article examines the economic, organizational, and legal challenges encountered under the inward
processing customs regime and proposes ways to address them. It also analyzes international practices and provides
recommendations adapted to the context of Uzbekistan.

Key words: customs regime, inward processing, economic problem, organizational and legal issue, optimization.

Annotatsiya: Ushbu maqgolada bojxona hududida qayta ishlash rejimida uchrayotgan igtisodiy, tashkiliy va huquqiy
muammolar hamda ularni bartaraf etish yo'llari yoritilgan. Shuningdek, xalqaro tajribalar tahlil qilinib, O‘zbekiston
sharoitiga mos takliflar berilgan.

Kalit so‘zlar: bojxona rejimi, qayta ishlash, iqtisodiy muammo, tashkiliy-huqugiy muammo, optimallashtirish.

AHHOTauusi: B paHHOW CcTaTbe paccMaTpuBalTCs 3KOHOMUYECKWE, OpraHu3alMOHHble U MpaBoBble MPOGMEMSI,
BO3HMKAOLME B paMKax pexuma nepepaboTkM Ha TaMOXEHHOW TeppuTopuu, a TakkKe MNpeanaraloTcs MmyTu KX
yCTpaHeHusl. Kpome Toro, aHamuavpyetcsi MexXayHapOAHbIM OMbIT M [aloTCs PeKoMeHZauuu, afanTUpoBaHHble K
ycrnosusm YsbekvcTaHa.

KnioyeBble CcroBa: TaMOXEHHbI pexum, nepepaboTka, 3SKOHOMMYeckas npobrnema, OpraHv3auMOHHO-NpaBoBas
npobnema, onTuMmn3aums.

INTRODUCTION

The inward processing customs regime plays a crucial role in stimulating industrial development, export
growth, and the competitiveness of national economies. This regime allows enterprises to import raw materials,
components, and semi-finished products without paying customs duties and taxes, provided that the processed
goods are subsequently exported. Such an approach promotes industrial modernization, technological
upgrading, and integration into global value chains. However, despite its advantages, the effective application
of the inward processing regime faces several institutional, legal, and administrative challenges.

In many developing countries, including Uzbekistan, the regime’s potential remains underutilized due to
complex customs procedures, insufficient digitalization, weak coordination among customs authorities and
businesses, and limited awareness among entrepreneurs. Moreover, gaps in the regulatory framework, the lack
of automated monitoring mechanisms, and difficulties in verifying export obligations create risks of misuse and
reduce the attractiveness of this regime for investors and exporters.

Therefore, identifying the existing problems in the implementation of the inward processing regime and
developing evidence-based recommendations for their elimination is of great importance. A comprehensive
analysis of international best practices—particularly those of the European Union, China, and South Korea—can
serve as a foundation for improving the efficiency, transparency, and sustainability of the regime in Uzbekistan’s
context. This study aims to explore the main shortcomings of the inward processing system and propose
effective institutional and digital reforms to enhance its role in supporting export-oriented industrial growth.

REVIEW OF LITERATURE ON THE SUBJECT

The inward processing customs regime has been extensively examined in international economic and trade
literature due to its critical role in promoting export-oriented industrialization. According to the World Customs
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Organization (WCO), inward processing allows for the temporary importation of goods for manufacturing or
repair without payment of customs duties, provided that the finished products are subsequently re-exported.
The WCO emphasizes that the regime enhances global value chain participation and trade facilitation by
reducing production costs and improving competitiveness.

The European Commission highlights that within the European Union, the inward processing regime
supports efficient supply chains by introducing simplified declaration procedures and digital monitoring systems.
This model ensures faster clearance times and strengthens cooperation between customs authorities and
enterprises. The EU experience demonstrates that predictable regulatory frameworks and electronic customs
management significantly improve business liquidity and transparency in foreign trade operations.

Scholars such as Kim have analyzed China’s and South Korea’s “processing trade” systems, which serve
as functional equivalents to the inward processing regime. Kim finds that in China, processing trade has
contributed substantially to industrial upgrading, export growth, and technology transfer, yet challenges remain
in regulatory complexity and compliance monitoring. Similarly, South Korea’s system has leveraged bonded
zones and free trade areas to attract foreign investment and integrate local producers into regional production
networks.

Research conducted by the Organisation for Economic Co-operation and Development (OECD) and
the World Bank further underscores that administrative burdens, insufficient digitalization, and institutional
fragmentation are common obstacles in developing countries. These organizations recommend the adoption of
risk-based customs control, electronic documentation, and integrated information systems to reduce transaction
costs and prevent misuse of the regime.

In the context of Uzbekistan, Azizov & Partners and the U.S. Department of Commerce note that although
recent reforms have introduced simplifications under the “Processing in the Customs Territory” framework,
several challenges persist. These include limited automation, inconsistent coordination between agencies, and
delays in export verification. Addressing these barriers requires greater alignment with international practices,
broader implementation of digital customs systems, and improved training for both customs officials and private
sector participants.

Overall, the literature suggests that while the inward processing regime is a valuable trade facilitation
instrument, its success depends on three interrelated factors: robust institutional frameworks, comprehensive
digital transformation, and active collaboration between government and business stakeholders. Strengthening
these elements can significantly increase the regime’s effectiveness in supporting export diversification and
industrial competitiveness in Uzbekistan.

RESEARCH METHODOLOGY

The research methodology is based on a combination of qualitative and quantitative approaches. Data
were obtained from official customs statistics, government reports, WCO and OECD publications, and expert
interviews. The collected information was analyzed using comparative, descriptive, and content analysis
methods to identify key problems of the inward processing regime and propose practical improvement measures.

ANALYSIS AND RESULTS

Modernizing the economy of the Republic of Uzbekistan, expanding industrial capacity, and increasing the
share of competitive products in international markets are among the key priorities of the current state policy.
In recent years, consistent reforms have been implemented to boost export volumes, simplify foreign trade
operations, and create new employment opportunities.

Within this process, special customs regimes play an essential role. One of the most significant among them
is the inward processing customs regime, which enables enterprises to import raw materials or components
from abroad, process them domestically, and then export the finished products. This mechanism contributes to:

« the creation of added value,

* an increase in foreign currency inflows,

« the generation of new jobs, and

« the enhancement of industrial competitiveness.

The Presidential Decree No. PQ-122 of March 2025 and the Cabinet of Ministers Resolution No. 244 of
April 19, 2025, marked an important milestone toward simplifying the inward processing regime and facilitating
conditions for producers. These documents granted enterprises the right to independently determine output
norms and introduced new provisions for managing waste generated during processing [1].

However, practical evidence indicates that the effectiveness of this regime can be significantly enhanced
through modernization of infrastructure, optimization of transportation costs, introduction of stronger financial
incentives, streamlining of administrative procedures, and strengthening of monitoring mechanisms (Figure 1).

https://ist-journal.uz t.me/scupus_IST2100 @




SOCIAL, ECONOMIC, SCIENTIFIC, AND TECHNICAL ACADEMIC JOURNAL 12/2025

UZBEKISTAN'S TOP 10 EXPORT DESTINATIONS

Pakistan
$106.4 mn

Tajikistan 3 " Kazakhstan
$146 mn $383.9 mn

France : S Afghanistan
{0 AT

Figure 1. Export and Total Foreign Trade Indicators

The modernization of the Republic of Uzbekistan’s economy, the expansion of industrial capacity, and
the increase in the share of competitive products on international markets remain among the state’s top
policy priorities. In recent years, the country has consistently implemented reforms aimed at increasing export
volumes, simplifying foreign trade procedures, and creating new jobs.

According to official data, Uzbekistan’s exports (goods and services, excluding gold) for the January—
November 2024 period amounted to USD 17,596.4 million, representing a 16.9 percent increase year-on-
year. This indicates steady growth in export activity. At the same time, for January—July 2024 exports totaled
USD 14,786 million while imports reached USD 22,049 million. The short-term decline in exports and the
rise in imports during this period highlight the need for deeper analysis of trade-balance dynamics and for
strengthening structural diversification.

One promising direction is to increase the share of high value-added products in the export mix. Expanding
inward-processing activities, introducing innovative technologies, and aligning production systems with
international standards are essential to this goal. Modernizing production infrastructure, renewing equipment,
and deploying advanced technologies across industrial enterprises can enhance export potential. Public—
private modernization programs play a crucial role in attracting foreign investment and fostering the production
of competitive goods.

In transport and logistics, optimizing external trade costs through effective use of international corridors,
construction of new rail and road links, and development of logistics hubs is planned. These measures will
reduce production costs and facilitate export growth. Enhancing financial incentives—such as temporary relief
from customs duties, concessional loans, and expanded state subsidies—will further increase the attractiveness
of the inward processing regime.

Streamlining paperwork and digitizing procedures, together with the introduction of modern information
systems, will save time and resources for businesses. At the same time, widespread deployment of electronic
tracking and monitoring systems will improve the regime’s efficiency.

Notable legal and regulatory developments have already taken place: Presidential Decree PQ-122 of
25 March 2025 and Cabinet of Ministers Resolution No. 244 of 19 April 2025 granted producers the right to
independently set output norms. Going forward, these reforms should be supported by practical mechanisms
and a broader implementation of customs audit practices to strengthen transparency and effectiveness.

In the European Union, simplified declaration procedures for goods placed under inward processing
provide speed and convenience for businesses. In China and South Korea, the regime is fully controlled
through electronic systems, which not only improve efficiency but also help prevent illicit operations. Adapting
these international best practices to the Uzbek context will assist in the effective implementation of the inward
processing regime. [5]
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CONCLUSION AND RECOMMENDATIONS

In conclusion, the inward processing customs regime plays a vital role in the national economy. However,
existing economic, organizational, and legal challenges hinder its full-scale implementation. Therefore, a
comprehensive approach is required—first and foremost, by developing transport and logistics infrastructure to
reduce external trade costs. Simplifying customs clearance procedures, minimizing bureaucratic barriers, and
expanding the use of electronic systems will significantly enhance operational efficiency.

Implementing automated control systems for processing operations will ensure transparency in monitoring
and reduce human-related errors. Aligning the regulatory framework with international standards will strengthen
Uzbekistan’s reliability in foreign trade. Moreover, increasing entrepreneurs’ awareness of the benefits of the
inward processing regime will foster their active participation.

If these measures are consistently implemented, Uzbekistan’s export potential will expand, the efficiency
of the customs system will improve, and the country’s overall economic competitiveness will grow stronger.

List of used literature:

1. O'zbekiston Respublikasi Prezidentining qarori, 25.03.2025 yildagi PQ-122-son, 19.04.2025 yildagi 244-soni Vazirlar
Mahkamasining garori va O‘zbekiston Respublikasi Bojxona kodeksi. — T.: Adolat, 2021.

2. Jahon bojxona tashkiloti. Customs Procedures and Trade Facilitation Reports. — Brussels, 2020. https://www.wcoomd.
org

3. World Customs Organization. WCO Handbook on Inward and Outward Processing Procedures. — Brussels: WCO
Publications, 2017. — 184 p.

4. European Commission. Customs Procedures with Economic Impact: Inward Processing. — Brussels: Taxation and
Customs Union, 2020. — 142 p.

5.  Kim, B. What Has China Learned from Processing Trade? — Journal of Economic Structures, Springer, 2017. — 12 p.

6. Organisation for Economic Co-operation and Development (OECD). Trade Facilitation and the Global Economy. —
Paris: OECD Publishing, 2018. — 190 p.

7.  World Bank. Doing Business 2020: Comparing Business Regulation in 190 Economies. — Washington, D.C.: World
Bank Group, 2020. — 179 p.

8. United Nations Conference on Trade and Development (UNCTAD). World Investment Report 2023: International
Production Beyond the Pandemic. — Geneva: United Nations, 2023. — 260 p.

9. Azizov & Partners. Uzbekistan Simplifies the Customs Regime “Processing in the Customs Territory”. — Tashkent:
Legal Report, 2022. — 36 p.

https://ist-journal.uz t.me/scupus_IST2100




Proofreader: Zokir ALIBEKOV
Layout and Designer: Oloviddin Sobir ugli

2025. Ne 12

© When materials are reproduced, the INNOVATION SCIENCE AND TECHNOLOGY journal must
be cited as the source. Authors are responsible for the accuracy of the information in materials and
advertisements published in the journal. Editorial opinions may not always align with those of the
authors. Submitted materials will not be returned to the editorial office.

To publish articles in this journal, you may submit articles, advertisements, stories, and other creative
materials through the following links. Materials and advertisements are published on a paid basis.

You may subscribe to the journal at any time using the following details. Once subscribed, please
send a screenshot or photo of your payment confirmation to our Telegram page @iqtisodiyot 77.
Based on this, we will send the latest issue of the journal to your address each month.

“The journal “INNOVATION SCIENCE AND TECHNOLOGY” has been registered by the
Agency for Information and Mass Communications under the Administration of the
President of the Republic of Uzbekistan from 09.10.2024 under the registration number Ne390637.
License number: C-5669633. PNFL: 30407832680027

Our address: Tashkent city, Yunusobod district, 19th block,
House 17.



TASHKENT STATE
UNIVERSITY OF ECONOMICS

Google ULRICHS\/EB ‘
|'L IN IE:'\E‘:‘*'I EVBERLtHIHI{H “Eﬂl’

NUMBER N Acceptance of articles

Published every
_ HAYYHAS SAEKTPOHHAS monthly

| BUBAMOTEKA
_ RaAD & LIBRARY.RU

s\,
INDEX@ COPERNICUS " @

Crossref Directions
Digital 0 8
d Object gfr' . T.: ClteFaCtor - B Social, economic, political,
Identifier ©,-° ..0.. 4> 4008 technological, scientific
Scopus || Scientific electronic journal specializing in Scopus
CONTACT:

CERTIFICATE NUMBER: N2390637

\. Contact us

ORDER NUMBER ACCORDING TO +998 50 737 87 88

THE LICENSE REGISTER: C-5669633
Telegram channel
5 t.me?scopus_lSTﬂDO
e Journal official website
X7 https:/[ist-journal.uzf/index.php/IST




