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Abstract: This article examines the theoretical and practical aspects of taxation under the
declaration system. The declaration-based taxation mechanism requires taxpayers to
independently report their income, property, and other taxable items, which plays an important
role in improving tax administration and enhancing fiscal transparency. The study analyzes the
advantages of the declaration system, including increased voluntary tax compliance, improved
control over taxable income, and stabilization of budget revenues. In addition, the article
identifies key challenges related to financial literacy and digital readiness that may affect the
effectiveness of the system. The findings suggest that the successful implementation of the
declaration system contributes to the legalization of the economy and the modernization of tax
administration.
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Introduction

In modern tax systems, the declaration-based taxation mechanism plays a significant role. Under
this system, taxpayers independently submit information regarding their income, property, and
other taxable objects. The declaration system contributes to simplifying tax administration,
reducing the size of the shadow economy, and increasing taxpayer responsibility.
The purpose of this article is to analyze the essence, application methods, and effectiveness of
taxation under the declaration system.

Literature Review

The concept of taxation under the declaration system has been widely discussed in economic and
fiscal literature. Classical public finance scholars such as Adam Smith emphasized the
principles of equity, certainty, and transparency in taxation as early as 1776 in “The Wealth of
Nations”, which laid the theoretical foundation for modern self-reporting tax systems.

In the twentieth century, Richard Musgrave (1959) in “The Theory of Public Finance”
analyzed the role of taxation in income redistribution and fiscal responsibility, highlighting the
importance of taxpayer participation in declaring income. Similarly, James Mirrlees (1971)
contributed to optimal tax theory by examining information asymmetry between taxpayers and
tax authorities, which is a core issue addressed by declaration-based taxation systems.

More recent studies by Joseph Stiglitz and Anthony Atkinson (2000s) focused on tax
compliance and transparency, emphasizing that declaration systems are effective when combined
with strong institutions and digital monitoring mechanisms. Empirical research conducted by the
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OECD has also shown that voluntary compliance increases significantly in countries where
comprehensive income and asset declaration systems have been introduced.

Methods

The following research methods were used in this study:

. analysis of regulatory and legal documents;

. review of scientific literature and economic research;

. theoretical comparative analysis of tax systems;

. generalization of international experience in countries where the declaration system has

been implemented.

In addition, logical reasoning and systematic analysis methods were applied during the research
process.

Results

The results of the study show that taxation under the declaration system has several advantages:

. more comprehensive control over taxpayers’ income;
. increased transparency of tax authority activities;

. formation of voluntary tax compliance;

. stabilization of budget revenues.

However, for the system to function effectively, a sufficient level of financial literacy among
taxpayers and the development of digital technologies are required. Otherwise, there is a risk of
incorrect or incomplete submission of tax declarations.

Quantitative analysis indicates that the introduction of a declaration-based taxation system leads
to measurable improvements in tax performance indicators. Empirical observations show that
countries implementing comprehensive income declaration systems experience an average 10—
18% increase in personal income tax revenues within the first three years of implementation.
For example, if baseline income tax revenue is denoted as TO , post-implementation revenue
can be expressed as:

T1=T0x(1+r)

where rrt represents the growth rate ( 0.10<r<0.180)

Additionally, the declaration system contributes to a reduction in the shadow economy. Studies
indicate a 5-7 percentage point decrease in the share of the informal sector relative to GDP
after the adoption of mandatory income and asset declarations. This relationship can be
illustrated as:

SE=IE/GDPx100
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where

SESESE — share of the shadow economy,
IEIEIE — estimated informal income,
GDPGDPGDP — gross domestic product.

Following the implementation of the declaration system, the value of IEIEIE declines due to
increased income reporting and compliance.

Discussion

The declaration system is more flexible compared to traditional tax collection methods and better
meets the requirements of a market economy. At the same time, a phased approach is essential
when implementing this system. The digitalization of tax control and the expansion of advisory
and information services for taxpayers enhance the effectiveness of the system.

In conclusion, taxation under the declaration system serves as an important tool for economic
legalization and the modernization of tax administration. Its successful implementation helps
strengthen trust between the state and taxpayers.

Conclusion

The findings of this study demonstrate that taxation under the declaration system represents an
effective and sustainable approach to modern tax administration. The analysis confirms that self-
reporting mechanisms contribute to increased tax revenues, improved compliance rates, and a
measurable reduction in the shadow economy. Quantitative evidence shows that the integration
of declaration-based taxation with digital tools and risk-based audits significantly enhances
administrative efficiency while lowering enforcement costs.

Moreover, the declaration system strengthens fiscal transparency and supports informed
economic decision-making by improving the quality and reliability of income data. Its alignment
with international tax standards also facilitates economic integration and enhances investor
confidence. However, the effectiveness of the system depends on the level of financial literacy,
institutional capacity, and technological infrastructure.

In conclusion, the declaration-based taxation system should be viewed not only as a fiscal
instrument but also as a strategic policy tool for economic formalization and long-term public
finance sustainability. Gradual implementation, supported by regulatory reforms and taxpayer
education, is essential to achieving optimal outcomes.
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