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Abstract
Blockchain technology offers transformational potential in various fields,
including tax administration. In the context of tax administration, blockchain
introduces significant opportunities such as increased transparency, efficiency,
and security of tax transactions. The technology enables an immutable
decentralized ledger, reduces the risk of fraud, and speeds up the audit and
verification process, thereby increasing public trust in the tax system. However,
blockchain implementation is also faced with various challenges. The complexity
of the technology requires specialized knowledge and skills that may not yet exist
in many tax administration staff. This requires substantial investment in training
and education to ensure successful implementation. Integration with existing tax
systems can also be a costly and time-consuming process. Other challenges
include issues of security and data privacy. While blockchain offers increased
security, the technology remains vulnerable to cyberattacks, especially against
connected applications and hardware. In addition, the government must ensure
that the use of blockchain does not compromise the confidentiality of taxpayer
data. Adjustments to existing regulations are also needed to accommodate this
new technology and ensure adequate legal compliance. With a comprehensive
implementation strategy, cross-sector collaboration, and adjustments to the
regulatory framework, blockchain has great potential to revolutionize tax
administration. The government needs to make careful planning and appropriate
investments to overcome these challenges and fully capitalize on the
opportunities offered by this technology. These efforts can make blockchain
technology the foundation for a more modern, efficient, and reliable tax systemin
the future.
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Introduction

In the increasingly advanced digital era, technology plays an important role in
modernizing various aspects of life, including in tax administration. One of the most
promising and revolutionary technologies is blockchain technology. Since then, this
technology has grown rapidly and offers a wide range of applications beyond the
financial sector, including in tax administration.

Blockchain is a distributed ledger system that is highly secure and transparent.
In the context of tax administration, this technology can offer solutions to various
problems that are prevalent in traditional systems, such as lack of transparency, high
administrative costs, and risk of fraud. (Laturkar & Laturkar, 2023). With transactions
permanently recorded and accessible to all stakeholders, blockchain can increase trust
and efficiency in tax management. (Petroni & Pfitzner, 2021)..

Blockchain technology offers unprecedented transparency in the tax
administration system. Every transaction recorded on the blockchain is permanent and
visible to all stakeholders involved. This means that any data entry cannot be altered
without the knowledge of all parties involved. As a result, this technology has the
potential to significantly reduce corruption, fraud, and tax evasion. (Lee, 2022). With
this layer of transparency, taxpayers and tax authorities can have more trust in the
system, which in turn can increase the level of tax compliance. (Hermawan, 2022).

Blockchain also offers high operating efficiency. In traditional tax administration
systems, the process of tax reporting and verification can be time-consuming and costly.
Decentralized blockchain technology allows for the automation of many of these
processes, from reporting to verification (Wan et al., 2023). With smart contracts, for
example, tax collection mechanisms can be automated based on predefined conditions,
reducing manual work and administrative costs. This not only speeds up the process but
also reduces the risk of human error, which is often a source of problems in traditional
systems. (Thakur, 2021).

Data security is another aspect where blockchain plays an important role in the
modernization of tax administration. Blockchain uses advanced cryptographic
techniques to protect the data stored on it. This makes the data extremely difficult to
hack or unauthorizedly alter. In the context of tax administration that involves sensitive
financial information of individuals and companies, this high level of security is crucial.
With blockchain, tax data can be better protected from cyber threats, and tax
authorities can rest assured that their databases are safe from outside intervention.
(Agbesi & Tahiru, 2020).

However, despite its great potential, the application of blockchain in tax
administration also faces various challenges. One of the main challenges is the issue of
regulation. As blockchain is a relatively new and complex technology, many countries
are still trying to incorporate its legal aspects into their existing regulatory frameworks.
(Ha & Phuong, 2023). The lack of clear and consistent regulations may create ambiguity
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and potential legal risks for tax authorities and taxpayers. In addition, some countries
may have difficulty in adopting consistent international standards regarding the use of
blockchain in tax administration, which may hinder global interoperability and
collaboration (Yent, 2020). (Yent, 2020).

Another significant challenge is the cost of implementation and technology
adaptation. Building the necessary blockchain infrastructure for national tax
administration is a costly endeavor and requires huge investments in terms of time,
budget, and human resources. In addition, there is a need to train tax staff as well as
taxpayers in using this new technology, which can be a complex and time-consuming
process. (Xu & Zhang, 2022). Resistance to change from various stakeholders who are
already comfortable with the existing system can also be a major obstacle in the
widespread adoption of blockchain. Therefore, while the potential is great, these
challenges need to be carefully managed for the successful and sustainable
implementation of blockchain in tax administration. (Mik & Noked, 2021).

Therefore, it is important to further understand the opportunities and risks
presented by blockchain technology in tax administration through anin-depth literature
review.

Research Methods

The study conducted in this research uses the literature research method.
Literature research is a research method that involves reviewing and analyzing existing
literature on a particular topic. The main purpose of this research is to identify, evaluate,
and synthesize relevant research results to provide in-depth insight into the topic. (Fadli,
2021); (Setiowati, 2016); (Syahran, 2020).

Results and Discussion
Blockchain Technology

Blockchain technology is a decentralized system of record designed to increase
the security, transparency, and reliability of the data stored on it. Blockchain consists of
a series of blocks that are connected to each other using cryptography. Each block
contains a set of transaction data that has been verified by a network of users spread
across multiple locations. (Miller, 2020).

The basic principles of blockchain technology include several key elements:
decentralization, transparency, and security. Decentralization refers to the distribution
of data across a network of interconnected nodes, so that no single party has complete
control over all data. (Sobolewski & Allessie, 2021).. Transparency is achieved through
public ledgers, where all transactions are visible to all network participants. Security is
enhanced through the use of cryptographic and consensus mechanisms, such as proof-
of-work or proof-of-stake, which ensure that each transaction is verified and stored in a
way that is immutable and cannot be forged. (Mahajan, 2021).
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The advantages of blockchain in terms of security and transparency have driven
its adoption in various industry sectors. In finance, for example, blockchain is not only
used for cryptocurrencies but also for smart contracts that enable the automation of
complex transactions without the need for intermediaries. (Kim, 2021). In other sectors
such as the supply chain, blockchain can improve reliability and efficiency by providing
a clear and irreversible audit trail of the entire process of shipping and receiving goods.
It is also beneficial in healthcare for storing medical records that are secure and easily
accessible to authorized parties, as well as in identity management that allows for
secure and quickly verifiable storage of personal data. (Gerger, 2021). Thus, blockchain
technology has great potential to transform various aspects of business and daily life.

As such, blockchain technology is a revolutionary innovation that offers a
decentralized record-keeping system that enhances data security, transparency, and
reliability. Its core principles of decentralization, transparency, and security allow
blockchain to be a robust and reliable platform for applications beyond finance. With its
immense potential, blockchain is capable of transforming various industry sectors,
ranging from finance, supply chain, healthcare, to identity management, making it an
essential solution for improving the efficiency and integrity of business processes and
everyday life.

Blockchain Implementation in the Tax System

The implementation of blockchain technology in the tax system offers the
potential for increased efficiency and transparency in tax collection and management.
By adopting blockchain, governments and tax agencies can create an immutable and
transparent record-keeping system, where all tax-related transactions and data are
securely stored and traceable. This will increase public trust in the tax system and help
reduce the rate of tax evasion and tax fraud. (Gerger, 2021).

One of the main advantages of blockchain in the tax system is transparency. With
a ledger that is open and accessible to all authorized parties, every tax-related
transaction can be verified and tracked in real-time. This allows for greater scrutiny of
tax compliance and helps detect anomalies or suspicious behavior quickly. In addition,
blockchain guarantees data security through encryption and consensus, thereby
reducing the risk of data manipulation and cyberattacks. (Kana'an & Al-Zoubi, 2024).

Blockchain also facilitates automation through smart contracts, which are digital
contracts that are self-executing when certain conditions are met. In the context of
taxation, smart contracts can be used to automate the process of calculating,
withholding, and paying taxes. (dlnes & Jansen, 2021). For example, value-added tax
(VAT) can be automatically calculated and deducted as transactions occur, and sent
directly to the state treasury. This not only reduces the administrative burden for
taxpayers and tax officials, but also improves efficiency and accuracy in tax recording
and payment (Lyutova & Fialk, 2021). (Lyutova & Fialkovskaya, 2021)..
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While it offers many advantages, the implementation of blockchain in the tax
system also faces a number of challenges. One of the main challenges is the integration
of the technology with existing tax systems, which could require significant investments
in infrastructure and human resource training. (Sullivan, 2021). In addition, policies and
regulations need to be harmonized to accommodate these new technologies. However,
if these challenges can be overcome, blockchain has the potential to expand its reachin
various aspects of government administration, not only limited to taxation but also in
other areas such as aid disbursement, voting, and identity data management, advancing
transparency and efficiency in public services as a whole. (Mazur, 2021).

The implementation of blockchain in the tax system will require acceptance and
adaptation from various stakeholders, including the government, taxpayers, and tax
officers. The government needs to provide education and training to ensure all parties
understand how this technology works and its benefits. In addition, it will also require a
clear and robust regulatory framework to govern the use of blockchain technology in
the context of taxation. Adherence to existing regulations as well as updating tax laws
relevant to digital technologies are important steps. (Wang, 2023).

As such, the implementation of blockchain technology in the tax system offers
an innovative solution to improve transparency, security, and efficiency in tax collection
and management. With an open and traceable ledger, smart contracts for automation,
and enhanced data security through encryption and consensus, blockchain can help
reduce tax evasion and increase public trust in the tax system. While there are
challenges in terms of technology integration and regulation, experiences from
countries that have undertaken early implementations show the great potential that
can be achieved. With proper acceptance and adaptation from various stakeholders,
blockchain can play an important role in modernizing the tax system and public services
as awhole.

Blockchain Implementation Opportunities in Tax Administration

The implementation of blockchain technology in tax administration offers a great
opportunity to increase transparency and public trust. In a blockchain system, every
transaction is recorded in a decentralized and immutable ledger, enabling easier
auditing and protecting against data irregularities. (Dimitropoulou et al., 2023).. With an
open ledger accessible to authorities, the process of tax monitoring and reporting
becomes more transparent, reducing opportunities for data manipulation and tax
evasion. Public trust in the tax system can increase because all transactions can be
verified independently (Tiwari et al., 2023). (Tiwari et al., 2024)..

Blockchain enables the automation of various administrative processes through
the use of smart contracts. Smart contracts are computer programs that automatically
execute transaction records when certain conditions are met. In the context of
taxation, this can be used for the automation of tax billing, calculation, and payment
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(Kisi¢ & Vréek, 2024). For example, value-added tax (VAT) or income tax can be
automatically calculated and deducted at the time of the transaction, reducing the
administrative burden for taxpayers and tax officers. This automation also reduces the
risk of human error and increases overall operational efficiency (Adelekan et al., 2024).

One of the main opportunities in the implementation of blockchain in tax
administration is the reduction of costs and time required to process taxes. With a
blockchain system, the tax data verification process, which is usually time-consuming
and involves multiple parties, can be simplified. The technology allows transactions to
be recorded and verified in real-time, which means that tax collection and transaction
settlement can be done quickly and efficiently. In addition, by reducing the need for
intermediaries and manual processes, operational costs can be significantly reduced.
(Post & Cipollini, 2023).

Blockchain can also be an effective tool in tackling tax fraud and improving tax
compliance. Since all transactions are permanently and transparently recorded,
attempts to commit fraud become more difficult. With this technology, the government
can quickly detect irregularities in tax reports or tax evasion through analyzing
suspicious transaction patterns. (Wang, 2023). In addition, taxpayers who know that
their transactions are permanently and transparently recorded are more likely to report
their taxes honestly. The implementation of blockchain can help create an environment
where tax compliance becomes the norm due to fear of automated enforcement and
effective auditing. (Aithal & Dias, 2021).

Another opportunity offered by blockchain implementation in tax administration
is improved data protection and security. Blockchain technology uses complex
encryption to secure every transaction and stored data. Thus, the risk of data leakage
or unauthorized access can be minimized (Verma, 2021). In addition, the decentralized
nature of blockchain ensures that data is not stored in a single location that is vulnerable
to cyberattacks. This means that even if a portion of the blockchain network is
compromised, the data remains secure and cannot be altered easily. This enhanced
security can provide additional protection against data infiltration and theft, protecting
sensitive taxpayer information. (Hasanzadeh & Jamali, 2023).

However, while this huge opportunity is exciting, the implementation of
blockchain in tax administration also faces various challenges. One of the main
challenges is the wide-scale adoption of the technology. This requires significant
investment in new technological infrastructure and training for staff involved in tax
administration. (K, 2020). While blockchain itself is a secure technology, the systems
connected to the blockchain, such as user hardware and software, must also be
protected from cyber threats. In addition, the integration of blockchain with existing
tax systems may require the redesign or customization of existing business procedures
(Taufick, 2023). (Taufick, 2023).

304



The legal and regulatory framework is also an important challenge in the
application of blockchain in taxation. The government needs to ensure that adequate
regulations are in place to support the effective and transparent use of this technology.
This includes regulations that govern how data is collected, stored, and protected when
using blockchain. (Mohammed & Wahab, 2023). In addition, governments need to
consider the international implications of using blockchain in taxation, given that
business transactions often cross national borders. International cooperation and
regulatory standardization may be needed to address this challenge thoroughly.
(Owens & HodZi¢, 2022).

As such, blockchain implementation in tax administration offers a great
opportunity to revolutionize the way tax management is done. With increased
transparency, efficiency, reduced costs, and enhanced security, this technology has the
potential to increase taxpayer trust and compliance. However, realizing this potential
requires collaboration between the government, private sector, and other stakeholders
to overcome existing challenges in technology adoption, implementation of necessary
infrastructure, and establishment of an appropriate regulatory framework. With proper
implementation, blockchain can make a significant contribution to the modernization
of the tax system and strengthen the foundation of a fairer and more transparent
economy.

Blockchain Implementation Risks and Challenges in Tax Administration

One of the main risks in the implementation of blockchain in tax administration
is the complexity of the technology itself. Blockchain is a relatively new and complex
technology, so it requires specialized knowledge and skills to manage and maintain.
Many staff in tax administration may not have sufficient technical background to
understand or operate blockchain-based systems. (Kurni et al., 2021). Therefore, the
government needs to invest considerable time and resources in training and education.
Lack of understanding and skills can cause problems in the management of these new
systems and hinder the full benefits of blockchain technology.

Integrating blockchain with existing tax systems also presents significant
challenges. Traditional tax systems are often already highly complex and involve a
variety of different technological infrastructures. Blockchain integration requires major
adjustments to this infrastructure, which can be costly and time-consuming. In addition,
there is a risk of incompatibility between blockchain technology and existing systems,
which could lead to disruptions in tax administration services and processes while the
new system is implemented. Careful planning and extensive testing are required to
ensure a smooth transition. (Dziundziuk& Dziundziuk , 2022).

While blockchain offers increased security through encryption and decentralized
ledgers, there are still some security risks to be aware of. One of the main risks is the
potential for cyberattacks against applications and hardware connected to the
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blockchain system. (MOHAMMAD & RIAHI, 2020). For example, if the computers or
mobile devices of tax staff are compromised, then sensitive data could be targeted. In
addition, although the data in the blockchain itself cannot be changed, this does not
prevent incorrect inputs or false data from being entered into the system in the first
place. Regarding privacy, the government must also ensure that the use of blockchain
does not compromise the confidentiality of taxpayer data. (Gupta & Bharadwaaj, 2021).

Another significant challenge is ensuring compliance with existing regulations
and establishing a new legal framework to govern the use of blockchain in tax
administration. Current laws and regulations may not be sufficient to address the
challenges posed by this new technology. For example, clarification is needed on the
legal status of transactions conducted through blockchain, data access rights, and
liability in cases of error or fraud. (Basnukaev & Madaeva, 2022). The difficulty in gaining
international agreement for blockchain regulation can also be a major obstacle, given
the global nature of financial transactions and taxation. Close cooperation between
governments, policymakers, and technology experts is essential to create effective
regulation and ensure full compliance (Franceschetto, 2022). (Franceschetto, 2022).

As such, blockchain implementation in tax administration offers the potential for
significant transformation in terms of transparency, efficiency, and security. However,
challenges such as technological complexity, integration with existing systems, data
security and privacy, and regulatory customization must be addressed with a well-
thought-out strategy and cross-sector collaboration. With the right approach in
planning, training, regulation, and infrastructure investment, the government can
capitalize on the opportunities offered by blockchain to create a more modern, fair, and
reliable tax system. This success will be a strong foundation for more sustainable and
inclusive economic development in the future.

Conclusion

The implementation of blockchain technology in tax administration brings a
variety of exciting opportunities. Among them are increased transparency, efficiency,
and security in the management of tax transactions. With a decentralized ledger that
cannot be modified, blockchain can reduce the risk of fraud and speed up the audit and
verification process, thereby increasing public trust in the tax system.

However, blockchain implementation is not free from challenges either. The
complexity of this technology requires specialized knowledge and skills, which many
staff in tax administration agencies may not yet possess. Therefore, heavy investment
in training and education is essential to ensure successful implementation. In addition,
integration with existing tax systems can be a costly and time-consuming process.

Other challenges include security and privacy issues. Despite offering increased
security, blockchain remains vulnerable to cyberattacks, especially against connected
applications and hardware. In addition, governments must ensure that the use of
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blockchain does not compromise the confidentiality of taxpayer data. Adjustments to
existing regulations are also needed to accommodate this new technology and to
ensure legal compliance.

With the right approach, ranging from a comprehensive implementation
strategy, cross-sector collaboration, to adjustments to the regulatory framework,
blockchain has great potential to revolutionize tax administration. The government
needs to make careful planning and appropriate investments to overcome these
challenges and take full advantage of the opportunities this technology offers. Through
these efforts, blockchain technology can become a strong foundation for a more
modern, efficient, and reliable tax system.
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