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Abstract. The article is devoted to the study of theoretical aspects and an empirical study
of the fiscal illusion concept. Author investigated the dynamics of the six basic taxes (includ-
ing pay-roll taxes) rates during 1999-2019 and found a trend to general liberalization of eco-
nomic activity, which is emerging in lowering base rates. The unique economic-mathematical
model of personal income taxation is developed. This made it possible to assess the general
level of income taxation and substantiate using of two indicators: the fiscal illusion coeffi-

cient (Kg) and the fiscal illusion scale (Sf).
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Using of indirect taxes as a major
source of tax revenue for the central and
local budgets can solve the problem of
ensuring the stability of revenues. In
macroeconomic theory, direct taxes are
seen as a built-in stabilizer that automati-
cally regulates aggregate demand within
the economic cycle. The perception of
the «price» of governmental public good
production depends on behavioural fac-
tors. Individual entrepreneurs are more
sensitive to changing a taxation schema
they make it themselves.

The purpose of the work is in studying
and developing the theoretical aspects of
fiscal illusion, and using the author's
model, which allows evaluating empiri-
cally the dynamics of fiscal illusion indi-
cators.

VAT in the post-Soviet countries has
traditionally been seen as a source of cor-
ruption and financial fraud, linked to the

creation of fictitious firms, the overesti-
mation of tax credit and the formation of
counterfeit export transactions. Lowering
the base rate of VAT will reduce the
profitability of such transactions and re-
duce the fiscal illusion.

Investigating the dynamics of the six
basic taxes (including pay-roll taxes)
rates during 1999-2019 we found a
trend to general liberalization of eco-
nomic activity, which is emerging in
lowering base rates. The unique eco-
nomic-mathematical model of personal
income taxation is developed. This
made it possible to assess the general
level of income taxation and substanti-
ate using of two indicators: the fiscal
illusion coefficient (Ky) and the fiscal
illusion scale (Sg). Analysis of its dy-
namics in Ukraine and RF in 1999-
2019 is allowed to draw a conclusion
these countries are a similar taxation
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system and characterised by reducing
the total level of income taxation. Co-
efficients assessing allows concluding
the fiscal illusion in both countries re-
mains quite high. Step-by-step reduction
of the VAT basic rate to 16% (by 1% per
year) in Ukraine, with the simultaneous
increasing an individual pay-roll rate to
3% should improve the taxation system,

increase the level of direct taxation and
make a correspondence between the taxa-
tion and value of public goods. The ap-
plication of such «tax manoeuvre» will
lead to the fact that the share of potential
income, which is redistributed by the
government, will remain almost un-
changed, and the scale of fiscal illusion
will decrease from «2,292» to «1,992».
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