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We investigate the response of small businesses operating as sole proprietorships to Form 1099-K, an informa-
tion report introduced in 2011 which provides the Internal Revenue Service with information about electronic
sales (e.g., credit card sales). The overall impact of the policy appears to be relatively small. However, theory
and distributional analysis isolates a subset of taxpayers expected to be especially sensitive to reporting, who re-
port receipts equal to or slightly exceeding the receipts reported on 1099-K. Among this set of taxpayers, infor-
mation reporting induced more complete tax reporting–30% of sensitive taxpayers filed a return declaring
business income for the first time, and among those that were already filing, we estimate an increase in reported
receipts by up to 24%. These taxpayers largely offset increased reported receipts with increased reported ex-
penses, which do not face information reporting, diminishing the impact on reported net taxable income.
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Data from randomized audits and other administrative data sug-
gest that, in 2006, $385 billion in taxes legally owed to the United
States government were not remitted, amounting to about 14.5% of
total tax payments required by the law (Internal Revenue Service,
2012). To combat tax evasion, Congress has historically subjected
various types of income to third-party information reporting,
which dramatically increases compliance for those income types. In
2006, for example, 99% of wage and salary income subject to infor-
mation reporting and withholding was, according to the IRS, proper-
ly reported and taxed, compared to an estimated 44% compliance
rate for taxable income subject to little or no information reporting
(Internal Revenue Service, 2012). While subjecting individual wage
and salary income to information reporting by employers has proved
successful at sustaining very high rates of compliance, tax

http://crossmark.crossref.org/dialog/?doi=10.1016/j.jpubeco.2017.02.010&domain=pdf
http://dx.doi.org/10.1016/j.jpubeco.2017.02.010
mailto:michael.sebastiani@irs.gov
http://dx.doi.org/10.1016/j.jpubeco.2017.02.010
http://www.sciencedirect.com/science/journal/00472727
www.elsevier.com/locate/jpube


2 J. Slemrod et al. / Journal of Public Economics 149 (2017) 1–19
enforcement for small businesses is more challenging. Small busi-
nesses often collect receipts in cash, keep poor or no records, have
no external financial reporting requirements, and are closely
held—all factors that can facilitate under-reporting of tax liability.1

In this paper, we study a recent attempt to curb small-business tax
evasion in the United States. Beginning in 2011, electronic payments re-
ceived bybusinesses (for example, credit card payments)were reported
to the IRS and businesses by the firms processing these payments, via
the new Form 1099-K—“Payment Card and Third Party Network
Transactions”.

There is good reason to suspect the effect of the Form 1099-K
might differ from that of existing information reporting. Taxpayers
can still be noncompliant by under-reporting their cash receipts,
and they can substitute expense over-reporting for receipt under-
reporting.2 Economic theory predicts that businesses affected by
Form 1099-K should report their receipts close to the amount report-
ed on Form 1099-K. These firms should have (1) a high propensity to
under-report receipts prior to the introduction of information
reporting, and/or (2) a high share of true receipts subjected to infor-
mation reporting. When a firm reports very little to the IRS before
the Form 1099-K appears (the first trait), and the 1099-K then in-
forms the IRS about a large amount of their receipts (the second
trait), that firm is likely to increase its reported receipts in response
to the policy change. These two firm-level traits are likely to be close-
ly linked in our setting, due to the paper trail created by electronic
payments: firms that are noncompliant because their sales are pre-
dominantly transacted in cash will also have a small share of their re-
ceipts subjected to information reporting.

We test these predictions using newly available confidential data
from the Internal Revenue Service (IRS), consisting of the universe of
sole proprietors' tax returns (Form 1040, Schedule C) and the infor-
mation reports about these sole proprietors from tax years 2004 to
2012.3 The empirical analysis suggests that the aggregate effect of
the Form 1099-K on reported receipts was small, but also confirms
the prediction of the theory: approximately 10% of Schedule C
firms report their gross receipts within 5% of the gross amount on
the 1099-K's they receive. We estimate that Form 1099-K caused
up to 30% of taxpayers in this particular group to start filing Schedule
C. For firms in this group that had already been filing Schedule C,
1099-K caused increases in reported receipts of up to 24%, although
these firms also increased their reported expenses by as much as
13%.

We conduct additional analysis to deepen our understanding of
the results. First, we examine different reasons a firm might bunch
where reported receipts are equal to or just above the 1099-K
amount. Bunching may occur because firms believe that reporting
receipts above the 1099-K amount avoids triggering an audit by con-
tradicting third-party information, or because all or virtually all of a
firm's receipts are subjected to credit-card information reporting
(as may be the case with exclusively online businesses). However,
1 Throughout the paper we use the terms “taxpayer”, “small business”, and “firm” to re-
fer to the taxpayers receiving the 1099-K. Schedule C – “Profit of Loss From Business (Sole
Proprietorship)”filers are traditionally thought of as owners of small businesses, but in re-
ality the income of some rather large entities is reported on Schedule C. There are a variety
of definitions for “small business” in the literature, and not all taxpayers in our samplewill
fit these definitions. Throughout our paper, our entities of study can most accurately be
called “Schedule C Filers”.

2 Firms could also stop accepting payment cards, incent cash payments by offering dis-
counts for using cash, or take action to avoid certain thresholds that trigger 1099-K
reporting. We are limited by our data in our ability to detect these responses. However,
any such actions taken by firms would limit the impact of 1099-K on reported receipts
and net incomes, and they would have an ambiguous effect on the tendency to report re-
ceipts equal to 1099-K amounts.

3 Note that amore complete analysis of the initiative's impactwould require a reviewof
audit data, but such audit datawill not be available in the near future. Note also that many
non-Schedule C entities also receive the 1099-K, and these are absent from our analysis. In
total, 34% of the 7.4 million valid, non-duplicate 1099-K's are matched to a Schedule C.
for various reasons we would expect it to be unusual to observe re-
ported receipts equal exactly to the 1099-K amount.4 Based on their
reported sectors (which isolates firms that are likely accepting
some cash) and the types of entities issuing their 1099-K's (which iso-
lates firms that are likely online-only), we conclude that both of these
potential drivers of bunching in response to Form1099-K are supported
by the data. Businesses that were previously subjected to information
reporting under Form 1099-MISC5 were less likely to bunch where re-
ceipts approximately equal 1099-K amounts, but those that did bunch
displayed similar increases in their reported receipts and expenses.
We fail to find any substantive differences based on whether the tax-
payer used a paid preparer, and no evidence that the Form 1099-K
caused firms to begin using a paid preparer.

Taxpayers also bunch where reported receipts are exactly equal to
reported expenses, and firms bunching at where receipts equal the
gross 1099-K amount are disproportionately likely to do so. We also
find that the subset of taxpayers that received Form 1099-K but did
not file in previous years weremuchmore likely to report expenses ex-
actly equal to receipts, consistent with our claim that increased
reporting of receipts (on the intensive and extensive margin) was ac-
companied by offsetting increases in expenses. Finally, we examine
the composition of expenses to see precisely where taxpayers increased
expense reporting to offset increased receipts reporting, and find in-
creases occurred primarily in the “Other Expenses” line item.

This paper contributes to the academic literature examining tax ad-
ministration, enforcement and compliance, as detailed in Slemrod and
Gillitzer (2013), andexpands this literature to investigate the effects of in-
formation reporting on sole proprietors. The paper also contributes to a
nascent but rapidly growing empirical literature on tax systems, especial-
ly that considering the role of information in business taxation (e.g.,
Pomeranz, 2015; Almunia and Lopez Rodriguez, 2014; Carrillo et al.,
2014; Naritomi, 2014; Best et al. 2015; Bachas and Soto, 2015). A com-
mon theme in much of this work and in our own findings is that it is im-
portant to consider a business's decision to report receipts and expenses
jointly. In addition, policymakers are likely to find these results useful
when considering a further expansion of information reports or changing
the requirements around existing returns. Finally, the results can be used
by the IRS to better target audits toward taxpayers receiving 1099-Kwho
are relatively unlikely to be reporting truthfully.
2. Background and institutional details

The tax authority's lack of information is a ubiquitous problem in tax
enforcement, and one that is especially pervasive for smaller businesses
where formal records of financial transactions are often not well main-
tained. They also frequently accept payments in difficult-to-monitor
cash, exacerbating the tax enforcement problem (Gordon and Li,
2009). Indeed, Morse et al. (2009, 39) assert, based on extensive inter-
views with small business owners and their accountants, that income
source is “by far the most important determinant of tax compliance…
Taxpayers report cash income less accurately than income subject to
third party reporting.”

The introduction of Form1099-K is part of a recent trend in theUnit-
ed States and elsewhere toward expanding third-party information
reporting, providing tax authorities with relatively objective informa-
tion from a third party, thereby increasing the likelihood of detecting
4 For example, if firms allow customers to include sales taxes with their payment card,
the sales tax amountwill be reported on1099-K, but, will not be included in gross receipts.
Similarly, if firms allow customers to return goods purchasedwith a payment card, it may
also cause a discrepancymaking it so the 1099-K amount cannot equal true receipts exact-
ly. Finally, the purchase of gift cards by credit card that are not ultimately redeemed,
redeemed in a different period that purchased, or purchased at a store other than where
redeemed, can result in a discrepancy between 1099-K receipts and true receipts.

5 Form 1099-MISC is provided to independent contractors providing a service, and re-
quires that payments of $600 or more for services provided in a given year be reported
to the IRS by the entity purchasing the service.
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evasion and therefore, through a deterrence effect, increasing compli-
ance at low cost to tax authorities (Lederman, 2010). There is a strong
association between the amount of information reporting associated
with a type of income or deduction and the reporting compliance for
that item (Internal Revenue Service, 2012; Kleven et al., 2011). Past in-
creases in information reporting requirements caused dramatic im-
provements in compliance: the introduction of the requirement that
dependent exemption claims be accompanied by a Social Security num-
ber of the dependent was followed by a decline of 7 million (mostly
fraudulent) claims (Szilagyi, 1991).

TheHousing Assistance Act of 2008 required that payment settlement
entities (PSEs)whomake payments in settlement of payment card trans-
actions (e.g. Visa) and third-party-settlement entities (TPSEs, e.g. PayPal)
file a Form 1099-K on behalf of their customers, effective for payments
made beginning on January 1, 2011.6 The first information returns for
tax year 2011 were provided in early 2012.7 The law mandates that the
taxpayer, the IRS, and, in some cases, the state tax agency, receive a
1099-K containing the gross value of transactions, the value of transac-
tions for eachmonth of the tax year, the gross number of payment trans-
actions as well as any federal or state income tax withheld.

Some transactions are exempt from the 1099-K filing requirement,
including payments to parties outside the United States. Payments
made through TPSEs such as PayPal are only required to be reported
on Form 1099-K when the annual gross amount of transactions of a
business is greater than $20,000 and the total number of transactions
is N200. The Form 1099-K was an addition to, and in some cases a re-
placement for, other third-party reports. For example, Form 1099-K
reporting directly replaced Form 1099-MISC reporting for some pay-
ments, most notably payments by a business to an independent con-
tractor exceeding $600 and transacted via payment card or TPNE.

Table 1, Panel A provides statistics on taxpayers that file Schedule C
and the gross receipts from Form 1099-K. We provide summary statis-
tics for the year before and the year of the introduction of Form 1099-
K. Of the 23 million Schedule C filers, about 1 million, or 5.1%, received
at least one 1099-K. According to income reported on returns, those
that received a Form 1099-K were roughly three times larger than
those that did not, both before and after the introduction of the form.
Between 60 and 84% of Schedule C filers e-file their return and about
70% of these taxpayers engage a paid preparer to assist with the filing
of their return.

About 10.3million 1099-K'swerefiled in tax year 2011.We limit our
analysis to 7.4 million 1099-K's, due to duplicate filings and other
issues.8 Of these 7.4 million information returns, 2.5 million (34%)
6 The introduction of Form 1099-K led to some initial confusion regarding how payers
and payees should comply with the new reporting requirements. In response, in Novem-
ber 2011 the IRS notified taxpayers that for 2011, taxpayers who demonstrated a “good
faith effort” to complywould receive penalty relief for failure to accurately report informa-
tion required by the new form. To the extent thiswaswidely known, itmight explain a de-
layed response until 2012 to the 1099-K initiative.

7 Throughout the paper, we assume that taxpayer's behavioral response to the 1099-K oc-
curred, at the earliest, in 2011. It is possible that taxpayers may have anticipated the 1099-K
and increased receipts in 2010. Such action by taxpayers would work against our finding a
response to the 1099-K in 2011. Given the characteristics of the taxpayers we are examining
(relatively unsophisticated Schedule C taxpayers), we consider it most likely that any re-
sponse was a reporting response starting in 2011. Incidentally, Google-related 1099-K
searches and searches on IRS.gov for the 1099-K increased dramatically starting in January
of 2012. This attention to the 1099-K is mirrored in page view data provided by the
IRS—indeed, there were over 850,000 page views on IRS.gov of 1099-K related web pages
during the time period January–April 2012 (see Hoopes et al. (2015) for a discussion regard-
ing inferring taxpayer information sets from Google Trends and IRS.gov data).

8 The 7.4 million figure excludes 1099-K's where the same payer TIN-payee TIN combi-
nation appears more than once, which usually occurs due to the presence of corrected or
amended 1099s, but can also be due to a payee filing multiple Schedule Cs for different
businesses. It also excludes returnsfiledwith invalid payee TINs,which cannot bematched
to Schedule Cs, as well as returns filed with an employer identification number (EIN) as
the payee TIN for a non-sole proprietorship business, which should not be matched to
Schedule C returns that are intended for sole proprietorships only. We apply these filters
to the full population of 1099-K's as part of the Schedule C matching process. Refer to
the Online Appendix of this paper for further detail.
were matched to Schedule C taxpayers appearing in our data,
representing $160 billion (3%) of the total $5.3 trillion of receipts re-
ported to the IRS on all 10.3 million 1099-K's through this new infor-
mation reporting program. Unmatched 1099-K's report information
for other types of business entities, such as partnerships. Table 1,
Panel A, also provides summary data for the group of taxpayers re-
ceiving 1099-K who filed in every year from 2004 to 2012. These tax-
payers form the balanced panel used throughout in the paper to
study intensive margin effects, and they tend to report slightly
higher receipts than the typical 1099-K recipient. There are 6.6 mil-
lion taxpayers filing in every year from 2004 to 2012, 644,000 of
whom received a 1099-K.

Table 1, Panel B provides details on the different sectors represented
by Schedule C taxpayers. The first column lists the percentage of all
Schedule C taxpayers in a sector that receive a 1099-K at any time
(i.e., in 2011 or 2012) during our sample period. For example, 3.2% of in-
dependent artists and 38.8% of grocery stores in our sample received a
1099-K sometime during our sample period. The second column tabu-
lates the percentage of all taxpayers in the sector that receive the
much more common 1099-MISC any time in our sample period. Form
1099-MISC requires that payments of $600 or more for services provid-
ed in a given year be reported to the IRS by the entity purchasing the
service. The final column tabulates the percentage of all Schedule C tax-
payers in each sector. In this table, the first 10 sectors (those above the
bold line) represent the 10 highest populated North American Industry
Classification System (NAICS) codes among all Schedule C taxpayers.
The second 10 sectors represent those sectors with the highest percent-
age of 1099-K recipients, conditional upon having at least 0.10% of all
Schedule C taxpayers in the sector.

3. Conceptual framework

In this section we describe a model of the firm's decision to report
receipts and deductible expenses to a tax authority, based on the
seminal theoretical work of Allingham and Sandmo (1972) and
Srinivasan (1973).We only briefly summarize the theory tomotivate
our empirical analysis; the Online Appendix contains more nuanced
discussion and exposition. Several of these results are similar to
those of Carrillo et al. (2014), who use a related model to motivate
their analysis of the effects of expanded information reporting in
Ecuador.9

Consider the reporting of receipts and deductible expenses by a risk-
neutral business.10 Firm i chooses the level of receipts Ri and expenses Ei
to report to the tax authority, given true receiptsQi, true expensesDi and
the amount of receipts reported to the tax authority by third parties, Ki.
The firm's problem is:

maxRi ≥0;Ei ≥0Qi−Di−t Ri−Eið Þ−pi Ri;Qi; Ei;Di;Kið Þs Qi−Dið Þ− Ri−Eið Þ½ �
ð1Þ

where t is the income tax rate, assumed to be constant for simplicity,
and pi(.) is the probability of detection and punishment of evasion. In
the event that the firm reports Ri−EibQi−Di and is detected, it is sub-
ject to a fine equal to the fraction sN t on its unreported income.

Wewill focus on the case where the firm has positive true profits for
simplicity, so Qi≥Di. Using an approach similar to Phillips (2014), we
9 The two approaches were developed independently of one another.
10 The important predictions of themodel discussed herewould all obtain ifwe assumed
thefirmwere risk-averse rather than risk-neutral.Wewill not consider real but unobserv-
able decisions, such as output responses or firms' attempts to influence the share of re-
ceipts subject to information reporting by, for example, offering discounts for cash
payments. While interesting, our data do not provide us a means of examining them.



Table 1
Descriptive statistics and sample composition.

Panel A. Descriptive statistics on sole proprietorships and 1099-K recipients, 2010–2011

Tax year 2010 Tax year 2011

Mean STD p25 Median p75 Obs Mean STD p25 Median p75 Obs

All taxpayers
1099-K amounts by tax year 116126.17 3567810.1 6937 25769 73386 1192249
Gross receipts by tax year 49056.53 795774.5 2500 9891 29960 23238458 51209.62 955726.06 2500 10000 30030 23437174
Cost of goods sold deduction 14718.44 626055.74 0 0 0 23238458 15270.47 578174.59 0 0 0 23437174
Total deductions 38157.67 969252.84 681 4795 17640 23238458 38945.02 777722.62 681 4812 17837 23437174
Depreciation deduction 1460.67 224389.78 0 0 45 23238458 1424.55 77355.24 0 0 0 23437174
1099-K amount/total reported receipts 250.61 102832.14 0.15 0.4 0.78 1181094
Percentage using a paid preparer 0.71 0.46 0 1 1 23238458 0.7 0.46 0 1 1 23437174
Wages deduction 3029.96 81974.28 0 0 0 23238458 3071.34 86048.93 0 0 0 23437174
All taxpayers that ever got a 1099-K
1099-K amounts by tax year 116126.17 3567810.1 6937 25769 73386 1192249
Gross receipts by tax year 203083.45 981348.82 21788 63372 184300 1252027 204141.69 1393254.3 21891 60862 176839 1423862
Cost of goods sold deduction 87310.72 756542.68 0 2000 46469 1252027 90117.11 1104443.6 0 2261 45053 1423862
Total deductions 180836.08 1502074.4 16078 50019 156362 1252027 181252.86 1486692 16725 48821 150797 1423862
Depreciation deduction 5164.88 378829.8 0 99 2942 1252027 4709.16 106608.76 0 0 2503 1423862
1099-K amount/total reported receipts 250.61 102832.14 0.15 0.4 0.78 1181094
Percentage using a paid preparer 0.78 0.41 1 1 1 1252027 0.78 0.42 1 1 1 1423862
Wages deduction 21593.13 131860.81 0 0 2300 1252027 20809.84 236982.74 0 0 0 1423862
All taxpayers that ever got a 1099-K and file
Schedule C 2004–2012

1099-K amounts by tax year 106666.97 1386932 9728 32054 90782.5 558280
Gross receipts by tax year 268848.9 1063049.3 38060 98846 265702 644307 285428.32 1213257.3 39773 102384 274590 644307
Cost of goods sold deduction 113861.73 844632.39 0 7860 71438 644307 124050.59 908539.96 0 8700 74680 644307
Total deductions 233028.94 1356843.6 27435 77973 218241 644307 246712.79 1212256.4 29233 81137 225460 644307
Depreciation deduction 6605.45 527521.03 0 514 4000 644307 5984.23 76940.57 0 433 3864 644307
1099-K amount/total reported receipts 5.89 1037.62 0.12 0.33 0.63 555984
Percentage using a paid preparer 0.82 0.39 1 1 1 644307 0.82 0.39 1 1 1 644307
Wages deduction 30578.15 164072.58 0 0 19960 644307 31519.85 141673.83 0 0 20580 644307

Panel B. Information reporting of Schedule C filers, by NAICS code, for common NAICS codes

Percentage of all taxpayers in sector that ever
received a 1099-K

Percentage of all taxpayers in sector that ever
received a 1099-MISC

Percentage of C filers in
this sector

All other personal services 4.00% 71.89 6.87%
Independent artists, writers, &
performers

3.19% 85.67% 4.52%

Offices of real estate agents & brokers 1.12% 94.72% 4.08%
All other professional, scientific, &
technical services

2.85% 88.33% 4.35%

Other direct selling establishments 5.11% 66.17% 4.33%
Educational services 1.95% 85.61% 3.06%
Management, scientific, & technical
consulting services

1.68% 88.89% 2.79%

Child day care services 1.27% 57.02% 3.79%
Janitorial services 0.80% 66.49% 3.04%
Legal services 6.25% 90.40% 1.80%
Grocery stores 38.78% 70.08% 0.22%
Offices of chiropractors 36.61% 93.00% 0.21%
Offices of optometrists 36.12% 95.59% 0.11%
Dry cleaning & laundry services 35.04% 53.24% 0.13%
Florists 31.43% 60.11% 0.15%
Sporting goods stores 29.91% 58.28% 0.12%
Other amusement & recreation industries 10.79% 70.55% 0.24%
Travel accommodation 24.76% 71.66% 0.22%
Other clothing stores 24.55% 53.41% 0.14%
Jewelry stores 24.44% 55.56% 0.18%

Notes: Panel A provides some descriptive statistics on Schedule C filers in our sample. In Panel B, the first column lists the percentage of all Schedule C taxpayers in a sector that ever receive a
1099-K at any time during our sample period. The second column tabulates the percentage of all taxpayers in the sector that receive the 1099-MISC any time in our sample period. The final
column tabulates the percentage of all Schedule C taxpayers in each sector. The first 10 sectors (above the bold line) represent the 10 highest populated NAICS codes among all Schedule C
taxpayers. The second 10 sectors represent the 10 sectors with the highest percentage of 1099-K recipients, conditional upon having at least 0.10% of all Schedule C taxpayers in the sector.
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specify a probability of detection as follows:

pi Ri;Qi; Ei;Di;Kið Þ ¼ 1; if RibKi
qi Ri;Qi; Ei;Dið Þ; if Ri≥Ki

�
ð2Þ

where qiRb0 and qiEN0. In words, contradicting third-party information
results in immediate detection of any evasion, and otherwise reporting
greater receipts and/or less expenses decreases the probability of
detection.
Wewill assume the existence of an interior solutionwith positive re-
ceipts and expenses reported to the tax authority. Solving the firm's
problem and considering an increase in Ki yields the following three
predictions:

1. All firms affected by an increase in third-party reported receipts Ki,
along the intensive or extensive margin, report Ri=Ki after the
increase.

2. A firm's propensity to report Ri=Ki is increasing in Ki/Qi and qiR.



5J. Slemrod et al. / Journal of Public Economics 149 (2017) 1–19
3. When qiER≤0, increases in receipts due to increases in Ki will be at
least partially offset by increases in Ei.11

These are the three main empirical predictions we test in Section 6.
Further analysiswithin this conceptual framework suggests that the im-
pact of Form 1099-K is likely to be heterogeneous, depending on two
key factors: a firm's tendency to comply prior to the policy change,
and the fraction of a firm's receipts subjected to information reporting.
Factors causing firm-specific variation in prior compliance include the
size of the business, how much income the business owner has from
other sources, the salience of tax enforcement, intrinsic preferences
for compliance (Erard and Feinstein, 1994), and, importantly, the
share of transactions conducted in cash, which are more easily hidden
from the tax authority than payment card transactions. The last of
these is important because it can cause prior noncompliance to be cor-
related with the other key determinant of the impact of Form 1099-K,
the fraction of receipts subjected to information reporting, in a way
that limits the overall impact of Form 1099-K on compliance. The frac-
tion of receipts subjected to information reporting may also vary by
how much business the firm conducts online and/or with individual
consumers (rather than businesses). Notably for our empirical analysis,
online-only businesses will have all of their receipts subjected to infor-
mation reporting, and they are likely to receive 1099-K's from TPSE's
(such as PayPal) only, rather than payment card entities. In Section 6
we shed some empirical light on heterogeneous responses to 1099-K
using the sectoral composition of the 1099-K recipients that bunch
where reported receipts are close to the gross 1099-K amount, and
whether 1099-K's came from payment card entities or TPSEs.

The predictions described above do not rely heavily on the sharp fea-
tures of themodel. For example, allowing for the possibility thatfirms in
sectors with high rates of cash use may not wish to report receipts too
close to the 1099-K amount would lead to the prediction that firms af-
fected by 1099-K report receipts slightly in excess of the 1099-K amount
but not exactly equal to it. We could also allow for the possibility that
firms could decrease Ki at some cost, either by incentivizing cash pay-
ments or by declining to accept some payment methods subject to in-
formation reporting. Our data do not provide a credible means of
examining whether firms respond to the Form 1099-K in this way. If
they do, however, its effect would be smaller than predicted in the
model presented here, but qualitatively similar.12 Finally, we could in-
corporate into the model the notion that a firm that does not submit a
Schedule C may face a lower probability of detection than a firm filing
a Schedule C and declaring arbitrarily small receipts and expenses, be-
cause the tax authority may be unaware of the existence of firms that
do not report anything.13

Several possible additions could yield the prediction that some firms
report Ri=Eiwhen theywould otherwise report RibEi. For example, we
could include in themodel aspects of the tax code that limit businesses'
ability to claim losses (such as hobby loss rules or which expenses are
11 The assumption that qiER≤0 is satisfiedwhen, for example, the probability of detection
depends on the reported rate of profit, i.e.qi ¼ qðRi−Ei

Ri
Þ;with q′b0,q″N0, as in Carrillo et al.

(2014), or when the probability of detection depends only on reported profits i.e. qiER=-
q(Ri−Ei) with q′b0,q″N0. In the latter case, increases in receipts are offset by expense in-
creases exactly one-for-one, a prediction we are unable to test in our data because we do
not observe offsetting behavior cleanly at the individual level: fully compliant firms that
have true receipts increases will also tend to have expense increases. Even if qiERN0, the
model predicts that some offsetting will occur so long as qiER is sufficiently small. See the
Online Appendix for further discussion.
12 Wefindno “hole” in thedistribution of 1099-K amounts around thedeminimis restric-
tions applying to third-party network vendors. This fact suggests that firms are notwilling
and/or able to decrease their receipts from third-party network transactions to avoid in-
formation reporting from third-party network vendors, at least along the intensive mar-
gin. This finding is consistent with the findings of Arango and Taylor (2008) and Jonker
(2011), whose work suggests that many firms have limited capacity to manipulate the
share of receipts from various transactions types.
13 This extension doesweaken the result that everyfirmaffected by Form1099-Kwill re-
port receipts equal to the 1099-K amount. Instead, only some fraction of affectedfirmswill
do this.
“above-the-line”), an increase in the perceived detection probability
where reported net income becomes negative in the presence of true
profits, or reference dependence in income reporting, as in Rees-Jones
(2014). In every case, these alterations would yield the prediction that
an increase in information reporting increases firms' propensity to re-
port receipts exactly equal to expenses.

4. Data and empirical strategy

4.1. Data

We examine data from the universe of tax returns and information
reports filed with the IRS, accessed via the Compliance DataWarehouse
(CDW), the IRS's research repository of tax return data. Specifically, we
use data from taxpayers' Form 1040 Schedule C from 2004 to 2012, as
well as Form 1099-K and Form 1099-MISC. All identifying information
is masked to the researchers to protect taxpayer privacy. The informa-
tion reports from the payment card and other payment processing com-
panies can be matched to the businesses whose income details are on
the Schedule C. Details on the matching and data gathering process
are in the Online Appendix.

Wemainly analyze datasets containing 1) all Schedule C filers in each
year, and 2) a balanced panel of taxpayers filing Schedule C in every year
from 2004 to 2012. Broadly speaking, we use the first of these to exam-
ine overall effects of 1099-K and extensive margin effects, while we use
the balanced panel to look for intensive margin effects within particular
subgroups. We also select at times on other taxpayer characteristics for
the purposes of achieving compelling identification of the effects of
Form 1099-K and the potential mechanisms behind these effects, as de-
scribed below.

4.2. Empirical strategy

Our main analysis has four components: an examination of overall
aggregate trends in the outcomes of interest, a difference-in-differences
analysis using 1099-MISC recipients, a bunching analysis of the ratio of
1099-K amounts to reported receipts (K/R), and an analysis of heteroge-
neous treatment effects using this same ratio.

We begin by simply plotting the evolution of total net income and
the growth of receipts and expenses reported by 1099-K recipients
and other Schedule C filers over time. The calculation of these overall
trends is methodologically straightforward, but the trends should not
be interpreted causally. The Form 1099-Kwas not assigned to a random
subset of sole proprietors. Consequently, those Schedule C filers who do
not receive a 1099-K may not be a valid control group, especially if re-
cipients and non-recipients of the Form 1099-K have receipts and ex-
penses that grow at different rates prior to treatment (they do).
Nevertheless, the aggregate analysis provides a starting point, establish-
ing, for example, useful facts about how receipts and expenses grow
over time on average in these groups.

Our next strategy for estimating a causal effect of Form 1099-K uses
as a control group 1099-K recipients who received a Form 1099-MISC
prior to the introduction of Form 1099-K. This research design is moti-
vated by the idea that firms already subject to (some) information
reporting may be less affected by new information reporting. In fact,
as mentioned above, Form 1099-K reporting directly replaced Form
1099-MISC reporting for some payments.14 We conduct a difference-
in-differences analysis on the balanced panel, comparing taxpayers re-
ceiving Form 1099-MISC consistently from 2004 to 2010 to taxpayers
14 We focus only on1099-K recipientswho received a Form1099-MISC prior to receiving
a Form 1099-K, not requiring that the taxpayer stopped receiving the 1099-MISC the year
their 1099-K appeared. We do not directly use 1099-K's that appear to directly replace
1099-MISC empirically because many relevant taxpayers receiving 1099-K may still re-
ceive 1099-MISC (e.g. from cash payments), and anecdotal evidence suggests that there
was some confusion that caused taxpayers to receive both the Form 1099-K and the Form
1099-MISC for a given receipt.



19 It might be tempting to use 1099-K amounts in 2011 compared to receipts in 2010 to
perform a similar analysis, based on the idea that receipts in 2010 are not endogenous to
1099-K amounts. However, such an analysis would not be credible: firms with receipts
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whonever received a Form 1099-MISC.15 To facilitate comparison of the
results with our later results, we conduct this analysis by graphically
depicting the evolution of the mean growth rate of reported receipts.
In this analysis and elsewhere in this paper, we calculate amean growth
rate as themean of the difference in log receipts16 from tax year t-1 to t
(which mechanically equals the difference in the mean of log receipts).

Our third empirical strategy tests the prediction from the model in
Section 3 that the 1099-K initiative should cause affected firms to report
receipts near the 1099-K amount.We take this prediction to data by an-
alyzing the distribution of the ratio of the 1099-K amount to reported
receipts, K/R. We also examine the rates of sharp bunching (i.e., where
K/R = 1 exactly) and diffuse bunching (K/R between 0.95 and 1.05) in
several subpopulations of interest, to help shed light on what motivates
taxpayers to bunch in this fashion. Specifically, we wish to examine the
possibility that (1) firms report close to the 1099-K amount because
their true receipts are close to the amount reported to the tax authority,
or that (2) firms report close to the 1099-K amount in response to a per-
ceived audit threat triggered by reporting less receipts than receipts re-
ported to the IRS. Because exact measures of the share of true receipts
subject to information reporting are not available in the data, we take
two indirect approaches, one based on the firm's self-reported sector
and the other based on the nature of the entity issuing the 1099-K.
First, we select firms in sectors that are likely to have a substantial frac-
tion of receipts in cash. In one specification we restrict our analysis to
firms that priorwork by Frisch (2005) suggests have either an especially
high or especially low rate of payment-card acceptance.17 In another
specification, we focus on firms in sectors where the overall share of
firms receiving Form1099-K is especially high or low. Second,we utilize
additional information captured from 1099-K's in 2012 only, which tells
us whether the reporting entity was a payment-card entity or a TPSE.
We use this to compare firms receiving 1099-K's from payment-card
entities only with those receiving 1099-K from TPSEs only. The latter
are much more likely to be remote-only businesses with a high share
of sales, perhaps 100% of sales, done via transactions subject to 1099-K
reporting.

The model makes the stark prediction that no firms should ever re-
port R b K, but one can imagine several reasons why this strong predic-
tionmay not obtain in the empirical data (see, for example, Footnote 4).
First, some credit-card charges reported on Form 1099-K, such as
charge-backs for returned items or state sales taxes, are not taxable re-
ceipts. Second, some individuals may fail to pay attention to the 1099-K
they receive, not understand its ramifications, or theymaynever receive
it due to some administrative failure. Aswe document below, about 10%
of firms report receipts less than the 1099-K amount, and only about
2.5% of firms report receipts N5% below their 1099-K amount. As such,
we will not focus on the few firms reporting receipts well below the
1099-K amount, and we will use our diffuse bunching concept to ac-
count for firms reporting receipts b5% below their 1099-K amount.18

Building on the bunching analysis, our fourth empirical strategy
looks for evidence that the effect of the Form 1099-K was concentrated
among firms reporting receipts near the 1099-K amount, in accordance
with the theory above.We present descriptive evidence for this hypoth-
esis by plotting growth rates for receipts and expenses, alongwith rates
at which firms previously filed Schedule C, for firms with K/R in differ-
ent ranges. Building on the results of this descriptive evidence, we
then conduct a formal analysis that tests for heterogeneous treatment
effects by K/R. We primarily focus on heterogeneity by K/R in 2011,
15 We obtain similar results ifwe use taxpayers that received 1099-MISC in somebut not
all years, with the exception that these taxpayers tend to havemuch lower receipts in the
years they did not receive 1099-MISC, for obvious reasons.
16 Recall that the construction of the balanced panel requires strictly positive receipts in
every year, so this logarithm will exist.
17 We thank Fumiko Hayashi for providing us this data.
18 Relatedly, for situations in which not all receipts are taxable, it is possible that some
firms report receipts over the 1099-K amount and then deduct the portion that are not ac-
tually taxable as business expenses.
the year of the policy change; the results using K/R in 2012 are qualita-
tively similar, but the effect on firmswith K/R near one is diffused across
2011 and 2012.

In essence, we treat the firm's K/R as revealing its type. Our theory
suggests that, based on prior noncompliance and the share of true re-
ceipts subject to information reporting, some types of firms aremore af-
fected by 1099-K than others, and that once the policy is in place, this
type is revealed by whether the firm reports receipts at or near the
1099-K amount.

When we interpret K/R in this fashion, however, it is important to
keep inmind that K/R is itself an outcomevariable.19 Creating treatment
groups based in part on firms' reporting of receipts requires caution:we
must ensure that what we interpret as the effect of Form 1099-K on re-
ported receipts (or expenses) is not an artefact of the selection mecha-
nism. With a typical “selection on dependent variables” problem, for
example, assigning firms that report higher receipts than other firms
to a treatment group will mechanically bias the estimated effect up-
wards. In contrast, this research design conditions on reporting receipts
relative to the 1099-K amount at particular values, especially the point
where receipts and the 1099-K amount are nearly equal. The only rea-
son firms' choices would affect the estimates employing this condition-
ing would be if the firm deliberately increased its receipts report to
match the amount on the 1099-K, which is precisely the type of hetero-
geneity in the treatment effect we are attempting to identify.

Using this conceptual framework, we estimate treatment effect het-
erogeneity relative to a “baseline” treatment group of firms reporting K/
R b 0.5. Strictly speaking, this design allows us to estimate the average
treatment effect for a given treatment group (e.g., firms with K/R = 1)
relative to the baseline group. However, theory and the earlier evidence
we present suggests that the treatment effect in the baseline group
was near zero. As such, we may actually interpret these relative treat-
ment effects as group-specific average treatment effects.

To estimate intensive margin effects, we use a random growth
model (Heckman and Hotz, 1989). We estimate the parameters of the
following regression equation on the balanced panel20:

yit ¼ ∑b∈B1
Ki2011

Ri2011
∈b

� �
αbt þ ηt þ γi þ ϵit; ð3Þ

where yit is one of three outcome variables (either logged receipts,
logged expenses,21 or (the level of) net income), b is a set of binned
values of K/R and B is the set of bins with K/R N 0.5. This model implies
thatwe can estimate the effect of Form 1099-K on firms in group b on yit
relative to the baseline group as:

D̂b ¼ αbt−αbt0
� �

− t−t0ð Þ αbt0−αbt0−1

� �� �
; ð4Þ

where t is a post-treatment year (2011 or 2012) and t′ is a pre-treat-
ment year, which will be 2010 in our preferred specification. The first
term of Eq. (4) captures how receipts grew for firms in a given K/R bin
before and after treatment, and the second term compares this growth
to how much faster these firms were growing relative to the baseline
group prior to treatment.
well in excess of their 2011 1099-K amount might be the firms more likely to be affected
by 1099-K, as our model would suggest, but they could also be firms that experienced large
actual real receipts growth for idiosyncratic reasons. Analyzing the receipts growth of firms
with 1099-K's in 2011 well in excess of receipts in 2010 would therefore introduce prob-
lematic selection bias.
20 We obtain similar results if we run the analysis on the full sample and drop missing
and zero observations.
21 Cases inwhich a firmfiled in every year but did not report positive expenses in a given
year were dropped from the estimation of Eq. (4) when examining log expenses. This re-
striction eliminates just under 1% of the observations for the expenses specification of
Eq. (4). Very few firms receiving 1099-K report receipts but no expenses.



Fig. 1. Aggregate trends for Schedule C taxpayers. Notes. This figure presents aggregate comparisons suggesting that the aggregate impact of the Form 1099-K on sole proprietors was
limited. Panel A depicts total income reported on Schedule C, using aggregate data from the IRS Statistics of Income Division. Panel B depicts the trends in receipts growth reported on
Schedule C by whether the taxpayer received a 1099-K in 2011 and 2012. We restrict our analysis in Panels B and C to firms filing Schedule C in every year from 2004 to 2012, and we
exclude firms receiving a 1099-K in 2011 but not 2012, or in 2012 but not 2011. Growth rates of a variable are calculated as the first difference of the mean of logged receipts within a
group. Panel C shows trends in receipts growth for firms that did, or did not, receive a Form 1099-MISC prior to 2011. We restrict the comparison in Panel C to firms that received
1099-MISC continuously from 2004 to 2010 and firms that never received 1099-MISC in that period.
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The identifying assumption for this analysis is that the counterfactu-
al deviations from the group-specific trend—those occurring if 1099-K
had not been introduced—were the same in the K/R bin group(s) and
in the baseline group. To validate this assumption,we also report the re-
sults of several placebo tests, in which t is some pre-treatment year and
t′= t−1.22 The placebo tests cannot ensure that our estimates using
these identifying assumptions are entirely free of bias, but they do pro-
vide a sense of themagnitude of the bias, suggesting it is quite small rel-
ative to the estimated effects. Importantly, this identification strategy
does not require that firms in treatment and control groups grow at
the same rate prior to the policy change—in fact we shall see that they
did not. Differing prior trends could arise, for example, due to Inter-
net-based firms, which naturally feature a higher proportion of sales
using electronic payment, growing faster than others. They could also
arise out of anticipation of the 1099-K initiative as firms anticipating
the policy might have increased their reported receipts (and expenses)
in 2009 and/or 2010 to avoid a large (and suspicious) increase in 2011. If
this anticipatory response occurred, our specification under-estimates
the total effect of Form 1099-K.

Similarly, to estimate the extensive margin effect, i.e. the fraction of
firms with K/R near one induced to file by the policy change, we com-
pare the new filer rates by K/R before and after the policy. We define a
new filer as an individual who files Schedule C in year t but did not
file Schedule C in year t–1.We obtain similar results using a more strin-
gent definition, such as not filing Schedule C in the previous two years.
We estimate the extensive margin effect as the change in the new filer
rate from 2010 to 2011 for firms with K/R near 1, relative to the same
change for firms with low K/R. The identifying assumption is that in
the absence of the policy change, the change in the new filer rate from
2010 to 2011 would have been the same in the K/R near 1 group as in
the low K/R group. One caveat to this approach is that our analysis of
new filer rates must always condition on filing Schedule C in 2011, as
only then do we observe K/R. However, the changes in new filer rates
for low K/R firms and for firms with K/R near 1 in prior years (both es-
sentially zero) suggest that this additional conditioning does not intro-
duce bias into the results, and that the identifying assumption is
satisfied to a reasonable approximation.

Our analysis concludes with two pieces of supplementary evidence,
using similar methodology to our earlier analysis. First, we examine the
tendency of firms to report receipts equal to expenses in various groups.
Second, we examine effects on specific line items of reported expenses.
Fig. 2. Distribution of 1099-K amount scaled by reported receipts. Notes. This figure
provides evidence that firms were disproportionately likely to report their receipts
exactly equal to their gross 1099-K receipts. Panel A depicts the ratio of 1099-K receipts
to reported receipts, in 2011. The shape of this distribution in 2012 is very similar. Panel
B focuses on bunching in this distribution around the point where receipts exactly equal
the 1099-K amount, for both 2011 and 2012.
5. Aggregated time-series analyses

5.1. Overall aggregates

As a first pass we examine the population micro-data in order to
focus on the firms actually subject to 1099-K reporting. Fig. 1 Panel A
demonstrates that the aggregate reporting of net income by Schedule
C taxpayers did not increase suddenly with the introduction of the
form. Next we focus on receipts growth in more detail. We restrict our
attention to taxpayers filing a Schedule C in each year of 2004–2012,
and focus on receipts growth. We graph the mean growth rates over
time in Fig. 1 Panel B.23 It is evident that the reported receipts of firms
that received a 1099-K grew more quickly from 2010 to 2011 on aver-
age than non-recipients. However, they also grew at a similar rate
22 It is the results of these placebo tests that led us to prefer the random growth model
specification to a differences-in-differences design (Heckman and Hotz, 1989).
23 Those receiving a Form 1099-K in either 2011 or 2012, but not in both years, are ex-
cluded from this graph. There is a large negative growth rate from 2011 to 2012 for the
2011-only 1099-K recipients that is attributable to selection out of the 1099-K population.
This negative growth rate obscures themore important patterns in Fig. 1whenwe include
these firms in the analysis. Selection out of the 1099-K recipient population could be driv-
en by the payment substitution responses alluded to above, but it is difficult to separate
these types of response from real decreases in receipts that could coincide with no longer
receiving a 1099-K.
between each pair of years from 2004 to 2010. Firms not receiving the
Form 1099-K cannot therefore be used as a control group in a differ-
ence-in-differences analysis. Nevertheless, it is apparent that there is
no strong break from trend in the treatment group (firms that received
the Form 1099-K), as we would expect if the counterfactual deviation
from trend were sufficiently small and the treatment effect sufficiently
large. Absent reason to believe that there would have been a large neg-
ative break from trend in the counterfactual,wemay therefore rule out a
large positive impact of the 1099-K initiative on reported receipts.

5.2. Firms previously receiving 1099-MISC as a control group

We next define treatment and control groups based on whether
firms were previously subject to some information reporting. For rea-
sons described above, firms that received 1099-MISC in each year of
the sample period prior to 2011 are a natural control group for such
an analysis. Panel C of Fig. 1 depicts the evolution of log receipts and



Table 2
Transition matrix from 2011 to 2012 in bins of K/R.

Number of observations in K/R bin in 2012

Did not file
Schedule C in
2012

Did not receive
1099-K in 2012

K/R in 2012 in
(0, 0.25]

K/R in 2012 in
(0.25–0.50]

K/R in 2012 in
(0.50–0.75]

K/R in 2012 in
(0.75–0.95]

K/R in 2012 in
(0.95–1)

K/R in 2012
= 1.0

K/R in 2012 in
(1–1.05]

K/R in 2012
≥1.05

Total

Number of
observations in K/R
bin in 2011

Did not file
Schedule C in
2011

97.52% 0.65% 0.39% 0.34% 0.24% 0.27% 0.25% 0.04% 0.31% 5,722,517
25.55% 8.63% 8.77% 9.36% 10.36% 19.96% 31.35% 14.48% 21.68%

Did not receive
1099-K in 2011

26.30% 72.66% 0.50% 0.17% 0.13% 0.08% 0.05% 0.03% 0.01% 0.08% 22,143,039
97.63% 73.67% 25.97% 14.72% 13.75% 13.14% 13.43% 14.50% 14.53% 21.00%

K/R in 2011 in
(0, 0.25]

9.94% 20.68% 53.57% 10.52% 2.75% 1.13% 0.42% 0.25% 0.12% 0.62% 425,687
0.71% 0.40% 53.02% 17.57% 5.64% 3.69% 2.33% 2.36% 3.37% 3.23%

K/R in 2011 in
(0.25–0.50]

10.03% 10.76% 13.61% 45.69% 14.44% 2.74% 0.84% 0.49% 0.21% 1.19% 254,760
0.43% 0.13% 8.06% 45.67% 17.73% 5.33% 2.80% 2.75% 3.50% 3.70%

K/R in 2011 in
(0.50–0.75]

10.29% 8.84% 5.16% 12.45% 45.08% 12.54% 2.07% 0.86% 0.50% 2.20% 188,416
0.33% 0.08% 2.26% 9.20% 40.94% 18.07% 5.12% 3.55% 6.28% 5.05%

K/R in 2011 in
(0.75–0.95]

10.73% 8.74% 3.46% 4.62% 14.81% 41.02% 8.61% 1.97% 1.76% 4.27% 113,257
0.20% 0.05% 0.91% 2.05% 8.08% 35.53% 12.78% 4.91% 13.28% 5.88%

K/R in 2011 in
(0.95–1)

15.94% 11.14% 2.07% 2.25% 4.82% 13.75% 28.82% 12.32% 3.93% 4.96% 61,716
0.16% 0.03% 0.30% 0.55% 1.44% 6.49% 23.31% 16.74% 16.12% 3.72%

K/R in 2011
= 1.0

24.56% 14.10% 2.15% 2.03% 3.56% 5.45% 21.13% 21.56% 1.97% 3.48% 36,043
0.15% 0.02% 0.18% 0.29% 0.62% 1.50% 9.98% 17.11% 4.73% 1.52%

K/R in 2011 in
(1–1.05]

13.27% 9.87% 2.79% 3.18% 6.45% 14.87% 20.74% 6.31% 11.23% 11.27% 15,399
0.03% 0.01% 0.10% 0.19% 0.48% 1.75% 4.19% 2.14% 11.50% 2.11%

K/R in 2011
≥ 1.05

24.66% 17.79% 2.83% 2.95% 4.72% 6.31% 5.42% 2.43% 2.14% 30.74% 85,819
0.35% 0.07% 0.57% 0.99% 1.95% 4.14% 6.10% 4.60% 12.21% 32.10%

Total 5,964,500 21,839,998 430,094 254,898 207,455 130,770 76,300 45,418 15,039 82,181 29,046,653

Notes: This table shows the relative frequencieswithwhich firms had particular values of K/R (the ratio of 1099-K amounts to reported receipts) in 2011, relative to their value of K/R in 2012. The sample is all taxpayers filing Schedule C in either 2011
or 2012. The value in the top right corner of each cell is the number of taxpayers with a given value of K/R in 2012 as a fraction of total taxpayers with a given value of K/R in 2011. The value in the bottom left corner of each cell is the number of
taxpayers with a given value of K/R in 2011 as a fraction of total taxpayers with a given value of K/R in 2012. The diagonal of the table highlights that conditional on filing Schedule C and receiving a Form 1099-K in both years, values of K/R
were relatively stable over the two years.
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Table 3
Rates of bunching where reported receipts equal the 1099-K amount in select subpopulations.

(1) (2) (3) (4) (5) (6) (7) (8)
Tax
year

All 1099-K
recipients in
the given tax
year

New Schedule
C filers
receiving
Form 1099-K

1099-K
recipients filing
in every year of
2004–2008

1099-K recipients in
sectors where we have
Visa data on
credit-card use

1099-K recipients in
sectors with
above-average
credit card use

1099-K recipients in
sectors with
below-average
credit card use

Firms receiving
1099-K from
payment cards
only

Firms
receiving
1099-K from
TPSEs only

Percent
with R
= K

2011 0.030 0.119 0.011 0.019 0.016 0.021 – –
(0.00016) (0.00085) (0.00014) (0.00028) (0.00039) (0.00040)

2012 0.036 0.100 0.013 0.025 0.020 0.029 0.018 0.171
(0.00017) (0.00081) (0.00015) (0.00032) (0.00043) (0.00045) (0.00013) (0.00101)

Percent
with R
within 5%
of K

2011 0.094 0.260 0.052 0.093 0.063 0.118 – –
(0.00027) (0.00115) (0.00030) (0.00060) (0.00075) (0.00090)

2012 0.109 0.223 0.060 0.110 0.072 0.140 0.063 0.423
(0.00028) (0.00112) (0.00032) (0.00065) (0.00079) (0.00094) (0.00024) (0.00133)

Number of
taxpayers

2011 1,184,359 146,182 546,601 232,600 104,721 127,979 – –
2012 1,225,694 139,152 557,299 232,600 106,019 137,621 1,008,507 138,585

Notes: Rates of bunching where reported receipts equal the 1099-K amount, as a fraction of all Schedule C filers in the given tax year, are provided in the first four rows of the table. We
denote reported receipts by R and the gross amount from 1099-K's by K. By R= K in the first row, wemean firms reporting a dollar amount of receipts exactly equal to the gross amount
from Form1099-K's. In column (2), “new filers” refers tofirms notfiling Schedule C in the previous tax year. Columns (4) through (6) are constructedwith data on Visa acceptance rates by
sector from Frisch (2005). Standard errors for the rates of bunching are provided in parentheses below point estimates.
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the corresponding receipts growth rates, based on whether the firm re-
ceived a 1099-MISC prior to 2011, and whether the firm received a
1099-K. The growth rates for 1099-MISC recipients and non-1099-
MISC recipients co-move closely prior to the introduction of Form
1099-K especially for firms receiving 1099-K, so that growth rates are
nearly identical.

Given that the common-trend assumption is satisfied, we can more
confidently interpret any divergence in trends occurring in or after 2011
as rising from thedifferential impact of 1099-K on the two groups. How-
ever, no such divergence occurs: post-1099-K receipts growth is very
similar between the two groups. The high levels of growth observed
in Fig. 1 Panel C occur in both groups, and the very high growth from
2010 to 2011 also occurs in both groups—as well as the low growth
rates in 2012 for both groups. The group of taxpayers subjected to infor-
mation reporting for the first time under 1099-K behave no differently,
on average, than the group of taxpayers subject to information
reporting prior to 1099-K due to 1099-MISC, suggesting that the overall
initial effect of the new form on aggregate reportingwas small. In unre-
ported analysis, we observe very similar trends in expense and net in-
come reporting.

6. Bunching in the reporting of receipts and expenses

For taxpayers that bunch or report receipts near the bunching
threshold, we examine changes in receipts, expenses, and Schedule C
filing behavior to examine the differential impact of 1099-K on these
specific groups. A secondary bunching analysis concerns taxpayers' ten-
dency to report receipts exactly or nearly equal to expenses.

6.1. The cross-sectional relationship between receipts and 1099-K amounts

Fig. 2 depicts the distribution of the ratio of 1099-K amounts to re-
ported receipts, in the top panel among all 1099-K recipients and then
in Panel B zooming in around where the ratio is equal to 1. About 8%
of the overall population bunches at a K/R value between 0.9975 and
1.0025 (the bin width in Panel B is 0.005). The amount of bunching in-
creased from 2011 to 2012: 9% of firms have a ratio between 0.95 and
1.05 in 2011, while in 2012 the corresponding figure is 11%.24 That
this type of bunching increased from 2011 to 2012 is notable because
the IRS was presumed to be more heavily relying on 1099-K reporting
for audit allocation decisions in 2012 than in 2011, and therefore we
might expect to see the behavioral responses to 1099-K reporting in-
crease in 2012.
24 In 2011, 88% of firms with K/R between 0.95 and 1.05 had K weakly below R (see the
previous footnote). In 2012, this number was 91%.
Given that we will use the value of K/R in 2011 to construct compar-
ison groups for estimating the heterogeneous effect of Form 1099-K, it is
useful to knowwhether firms' K/Rmoved significantly from year to year.
Table 2 reports a transition matrix for several bins of K/R between 2011
and 2012. Examining the entries on and around the diagonal of the
table, we can see that among firms filing Schedule C and receiving a
Form 1099-K in 2011 and 2012, most firms had similar values of K/R in
both years. Note, however, that there is substantial movement into and
out of filing a Schedule C and receiving a 1099-K, and that the rate of
churn is especially high for firms reporting their receipts just above or ex-
actly equal to their 1099-K amount in 2011.Weuse this last fact in our in-
terpretation of our extensive margin analysis in Section 6.2.

Recall that bunching may occur for two distinct reasons—firms may
manipulate receipts to line up with 1099-K receipts, or, they may actu-
ally receive all—or nearly all—of their receipts in forms reported on the
1099-K. To shed some light on the relative likelihood of these possibili-
ties, we examine the rate of bunching in several subpopulations. Table 3
tabulates the rate of sharp bunching (bunching exactly at R = K) and
diffuse bunching (reporting receipts within 5% of the 1099-K amount)
for 2011 and 2012 in these subpopulations.

Column 1 of Table 3 indicates that 3 to 4% of firms report receipts ex-
actly equal to the 1099-K amount, and 9 to 11% report receipts very
close to the 1099-K amount. Columns 2 and 3 show that both types of
bunching are significantly more pronounced for new Schedule C filers
than for firms filing Schedule C in every year. About 10 to 12% of Sched-
ule C filers who did not file in the previous year report receipts exactly
equal to their 1099-K amount, compared to just 1% of firms who filed
in each year covered by our data. This finding foreshadows the results
on extensive margin effects in the next section, suggesting that the
Form 1099-K caused many firms reporting receipts near the 1099-K
amount to file Schedule C. In Columns 4 to 6 of Table 3, we select on
whether firms are in sectors that have high or low rates of cash use ac-
cording to Frisch's (2005) data. A high degree of bunching persists near
where receipts equal the gross 1099-K amount. For firms in sectors that
have lower-than-average payment card acceptance rates (Column 6),
we observe slightly less sharp bunching (2–3%) and about the same
amount of diffuse bunching (12–14%) compared to the population. Re-
latedly, the two most common sectors (according to the 6-digit NAICS
classification system) in the bunching population are nail salons (5756
sharp bunchers, 8564 diffuse bunchers), and beauty salons (3555
sharp bunchers, 6296 diffuse bunchers). Firms in these sectors likely re-
ceive a substantial fraction of their receipts in cash.

Columns 7 and 8 present rates of bunching for firms receiving 1099-
K's from payment cards only or TPSEs only, respectively. Bunching is
slightly less common for firms receiving 1099-K from payment-card-
only firms. Strikingly, bunching is extremely common for firms



Table 4
Summary statistics for bunching firms, 2010–2011.

Tax year 2010 Tax year 2011

Mean STD p25 Median p75 Obs Mean STD p25 Median p75 Obs

All taxpayers in sample every year with R within 5% of K
in 2011
1099-K amounts by tax year 159272.5 599050 33068 159340 72798 29814
Gross receipts by tax year 137619.3 490323.8 25065 138431 59966 29814 160550.7 602977.2 33257 161125 73543 29814
Cost of goods sold deduction 52719.37 361579 0 33596 4303 29814 61724.06 469768.7 0 42600 8777.5 29814
Total deductions 120282 477741.8 19503 116186 48097.5 29814 140470 581929.6 27150 135058 59987.5 29814
Depreciation deduction 2950.39 21646.68 0 1856 0 29814 3261.37 36048.65 0 1832 0 29814
1099-K amount/total reported receipts 0.99 0.02 0.98 1 1 29814
Percentage using a paid preparer 0.75 0.44 0 1 1 29814 0.75 0.43 0 1 1 29814
Wages deduction 8779.8 53209.11 0 0 0 29814 9279.52 50817.93 0 0 0 29814

All taxpayers in sample every year that had R exactly
equal to K in 2011
1099-K amounts by tax year 79193.51 140422.8 22855 86655 41330 6058
Gross receipts by tax year 59708.47 106564.9 13000 67435 31129.5 6058 79193.51 140422.8 22855 86655 41330 6058
Cost of goods sold deduction 20751.78 76035.43 0 14825 0 6058 29069.73 97662.53 0 24685 5045 6058
Total deductions 50549.6 96439.18 10167 54622 24995.5 6058 68438.8 128571.9 18578 71901 34855 6058
Depreciation Deduction 1178.11 4186.09 0 639 0 6058 1169.12 3980.43 0 501 0 6058
1099-K amount/total reported receipts 1 0 1 1 1 6058
Percentage using a paid preparer 0.7 0.46 0 1 1 6058 0.71 0.45 0 1 1 6058
Wages deduction 991.26 7486.91 0 0 0 6058 1076.97 8236.96 0 0 0 6058

Notes: This table presents summary statistics, similar to Table 1, forfirms in the balancedpanelwith receipts equal to the 1099-K amount either approximately (in the toppanel) or exactly
(in the bottom panel).

25 As mentioned above, we obtain very similar results for the intensive margin analysis
in here and in Section 6.3 if we condition on K/R in 2012 instead of K/R in 2011. We also
obtain nearly identical intensive margin results if we restrict our analysis to firms filing
Schedule C in 2004–2011 instead of 2004–2012, so we conclude that the potential
endogeneity of filing Schedule C in 2012 is not confounding the results.
26 We report median rather than average income in Panel C because large outliers fre-
quently occur in the level of net income. The logarithmic transformation largely eliminates
this concern for receipts and expenses on their own, but we cannot use the logarithmic
transformation for net income due to the presence of negative values of the variable. We
observe a qualitatively similar pattern to the one in Panel C of Fig. 3 if we instead plot
the change in median income instead of the percent change.
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receiving 1099-K from TPSEs only, with 17% reporting receipts exactly
equal to the 1099-K amount and 42% reporting receipts very close to
the 1099-K amount. We observe nearly identical results if we perform
multivariate probit or logit regression on a binary dependent variable
indicating whether a firm was a sharp or diffuse buncher.

Theory suggests that firms should bunch at K = R if (1) the fraction
of true receipts subjected to information reporting is very high, or (2)
compliance in absence of information reporting is low. The results in
Table 3 suggest that both factors matter. Seeing TPSE's bunch at very
high rates implies that firms with a large fraction of true receipts
bunch. Seeing that firms in sectors with high rates of cash also bunch
at high rates suggests that prior noncompliance also matters. Note
that these two do not directly contradict one another: noncompliance
is typically presumed to be especially high in sectors with high cash
use due to the lack of any paper trail for cash transactions, so these
firms may bunch at K = R even though (mechanically) not all their re-
ceipts are subject to information reporting.

It thus appears that Form 1099-K induces somefirms to change their
reported receipts, although the effect we can detect is limited to the
roughly 10% of Schedule C filers who receive Form 1099-K and report
receipts very close to the amount reported on the1099-K. Summary sta-
tistics for bunching firms are provided in Table 4. These firms tend to be
significantly smaller than the typical 1099-K recipient. In the next sec-
tion we reconcile the observation that these firms' reporting behavior
was affected by Form 1099-K with a difficult-to-detect aggregate effect.

6.2. Trends based on percent of reported receipts subject to 1099-K
reporting

In the previous section, we documented a large amount of firms
bunching at or near where reported receipts exactly equal the total dol-
lar amount of receipts reported on Form 1099-K. This section analyzes
differential post-2010 trends among 1099-K recipients based on the
value of the ratio of the gross amount froma taxpayer's 1099-K's and re-
ported receipts, denoted K/R. If the observed bunching is an indication
thatfirms respond to Form1099-K by increasing their reported receipts,
as suggested by the theoretical model in Section 3 and the evidence in
the previous section, then firms with K/R close to one should be the
most likely to have been affected by Form 1099-K.

Fig. 3 depicts annual growth trends of reported receipts, expenses,
and net income, as well as Schedule C filing behavior, based on the
value of K/R in 2011. Note that for firms not receiving a 1099-K, K/R
equals zero. The first three panels analyze trends in reporting for tax-
payers filing Schedule C in all years 2004–2012, and Panel D analyzes
the extensive margin of Schedule C filing behavior.25

For firms with a total 1099-K amount b75% of reported receipts we
observe similar growth in receipts in Panels A to those documented
above: growth rates of 3 to 7% both before and after the introduction
of 1099-K. In stark contrast, firms with K/R close to 1 report large in-
creases in their receipts and expenses from 2010 to 2011. In Panel A,
we observe 10 to 18% growth in reported receipts for firmswith K/R be-
tween 0.8 and 1, and almost 30% receipts growth for firms with K = R
exactly. These increases are not plausibly attributable to differing pre-
trends, which we should observe if, for example, the patterns in the
2010–2011 line in the figure were driven by the rapid growth of (com-
pliant) credit-card only or TPSE-only firms. We plotted receipts growth
rates prior to 2010–2011 for comparison; firmswith K/R close to but b1
were growing slightly faster (about 7–11%) before the introduction of
1099-K, but the changes from 2010 to 2011 still represent an enormous
deviation from trend. Firms with K = R exactly actually had a lower
growth rate than other firms prior to the introduction of Form 1099-K.

Thus, the introduction of the Form 1099-K appears to have had a siz-
able causal impact on the subset of firms that reported receipts close to
the amount reported on the new form. However, this finding is not the
end of the story. While rapid growth in receipts among these firms sug-
gests the possibility that the Form1099-K increased reported sole propri-
etorship income, Panel B of Fig. 3 documents a markedly similar pattern
in growth rates of reported expenses. Putting receipts and expenses to-
gether, in Panel C we observe little to no growth in median net incomes
attributable to Form 1099-K for firms with K/R close to 1.26 We interpret
these findings as support for the predictions of the theoretical model



Fig. 3. Trends in reporting by binned values of the ratio of receipts subject to reporting by Form 1099-K in 2011. Notes: This panel depicts the large effects of Form 1099-K for firms
reporting receipts equal to their 1099-K amount. Vertical red lines in all figures highlights the bin where receipts exactly equal the 1099-K amount. The sample for Panels A-C is those
filing Schedule C in every year of 2004–2012; the sample for Panel D is all Schedule C filers in 2011. Growth rates of a variable are calculated as the first difference of the mean of
logged receipts within a group. New filer rates are defined as the share filing Schedule C in a given year who did not do so in the previous year.
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suggesting that, when induced to increase their reported receipts in re-
sponse to new information reporting, many taxpayers also increased
their reported expenses, leaving net income largely unaffected.27 In
large part because of the increase in reported expenses, the percent
change in median net income was only about 2.5% higher than the per-
cent change from the previous year for firms with K/R close to one, and
this is difficult to distinguish from idiosyncratic variation in median
incomes.

We also find evidence of a large extensive margin response among
the same class of firms—those with K/R close to one—that is consistent
with the theoretical model. Panel D of Fig. 3 shows that firms with K/R
close to one in 2011 are much more likely to be new Schedule C filers.
For most values of K/R significantly below one, just under 10% of
1099-K recipients in 2011 had not filed in 2010, compared to
49%—five times as high—of firms reporting K = R. Just as these firms
27 This behavior was also found by Pomeranz (2015) in a very different setting.
had slightly different receipts growth rates before the policy change,
prior to 2011, firms with K/R near one also had a slightly higher new
filer rate (about 18%) than low K/R firms. However, this difference is
small compared to the difference in 2011 and is fairly constant from
2008 to 2010. We account for this difference in our estimate of the ex-
tensive margin effects in the next subsection.

We next explore differences in these trends among subgroups of in-
terest. Fig. 4 reports patterns in receipts growth, as in Panel A of the pre-
vious figure, based on characteristics of interest.28 First, motivated by
the reasoning in Section 5, we examine firms receiving 1099-MISC
from 2004 to 2010 and compare them to firms never receiving a
1099-MISC. Firms receiving 1099-MISC were far less likely to report K
= R (the second graph in Panel A), but the few hundred firms that did
28 In all cases, the patterns in expenses resemble the pattern for receipts, andmedian in-
come changes very little with the introduction of 1099-K, even for firms with K/R close to
1.



Fig. 4. Trends by the 1099-K-amount-receipts ratio in select subpopulations. Notes: This figure examines the impact of Form 1099-Kwithin in three subgroups of interest. Growth rates of
receipts are calculated as thefirst difference of themean of logged receiptswithin a group. The right-hand side depicts the distribution of K/R in 2011 in each subgroup. The sample consists
of individuals filing Schedule C in every year of 2004–2012.
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report K=R after receiving a 1099-MISC actually reported higher re-
ceipts growth from 2010 to 2011 than the firms that did not receive a
1099-MISC. These are likely firms for whom the 1099-MISC previ-
ously only reported some small fraction of their receipts, while
1099-K reports a larger fraction. Receipts growth for firms with K/R
significantly less than one are very similar for 1099-MISC and non-
1099-MISC firms, which we should expect given the results shown
in Fig. 1, Panel C.

Panels B and C of Fig. 4 report the same estimates for payment-card-
only and TPSE-only recipients of 1099-K, respectively. We plot these
patterns using a coarser binning of K/R because the latter groups are
smaller in the sample of firms filing Schedule C in all years. The



Table 5
The heterogeneous impact of Form 1099-K, by the ratio of 1099-K amounts to reported receipts.

Receipts Expenses

Tax year 2007 2008 2009 2010 2011 2012 2007 2008 2009 2010 2011 2012

K = R −0.0146 0.0114 −0.0158 −0.0193 0.2030 0.2547 −0.0356 −0.0171 −0.0040 0.0164 0.1673 0.2278
p value 0.6910 0.7558 0.6666 0.6004 b0.0001 b0.0001 0.2145 0.5493 0.8901 0.5667 b0.0001 b0.0001
K/R in (0.95,1.0) −0.0161 −0.0033 −0.0049 0.0274 0.1551 0.1981 −0.0067 −0.0002 −0.0053 0.0321 0.1497 0.2473
p value 0.4342 0.8712 0.8111 0.1840 b0.0001 b0.0001 0.7537 0.9923 0.8036 0.1319 b0.0001 b0.0001
K/R in (0.9,0.95) −0.0225 −0.0042 −0.0008 0.0137 0.0821 0.1350 −0.0168 0.0018 0.0039 0.0118 0.0714 0.1650
p value 0.3856 0.8704 0.9756 0.5976 0.0015 b0.0001 0.5321 0.9467 0.8845 0.6602 0.0077 b0.0001
K/R in (0.85,0.9) −0.0024 −0.0112 −0.0118 0.0151 0.0803 0.1403 0.0114 −0.0262 −0.0149 0.0200 0.0735 0.1737
p value 0.9261 0.6605 0.6440 0.5542 0.0016 b0.0001 0.6671 0.3216 0.5716 0.4480 0.0053 b0.0001
K/R in (0.80,0.85) −0.0219 −0.0166 0.0093 0.0276 0.0521 0.1135 −0.0201 −0.0028 0.0007 0.0142 0.0544 0.1398
p value 0.3791 0.5055 0.7073 0.2669 0.0362 b0.0001 0.4351 0.9119 0.9787 0.5817 0.0342 b0.0001
K/R in (0.75,0.80) −0.0159 −0.0022 0.0116 0.0042 0.0491 0.0935 −0.0019 0.0067 0.0070 0.0004 0.0386 0.1143
p value 0.5078 0.9281 0.6306 0.8616 0.0407 b0.0001 0.9384 0.7873 0.7787 0.9865 0.1197 b0.0001
K/R in (0.70,0.75) −0.0033 −0.0052 0.0107 0.0113 0.0304 0.0915 0.0067 0.0032 −0.0025 0.0110 0.0309 0.1177
p value 0.8865 0.8238 0.6450 0.6263 0.1885 b0.0001 0.7803 0.8927 0.9153 0.6442 0.1958 b0.0001
K/R in (0.65,0.70) 0.0020 0.0019 0.0057 0.0167 0.0394 0.0925 0.0032 −0.0011 0.0115 0.0147 0.0345 0.1186
p value 0.9279 0.9313 0.7988 0.4569 0.0786 b0.0001 0.8897 0.9618 0.6186 0.5262 0.1354 b0.0001

Notes: This table presents estimates of the heterogeneous impact of Form1099-K on reporting using a randomgrowthmodel specification (see Eqs. (3) and (4)), aswell as placebo tests of
the identification strategy. The baseline group for this analysis consists of firms receiving 1099-K but with K/R b 0.5.We estimate a differential impact for higher values of K/R. The sample
for this analysis consists of businesses filing Schedule C in every year of 2004–2012.We report the estimated effect in 2011 and 2012 of Form 1099-K on firms with a given set of values of
K/R in 2011, alongwith placebo results for pre-2011. Thep-values for thehypothesis test that each effect is zero is provided in italics below thepoint estimates. The 2011 effect andplacebo
effects are calculated using Eq. (4) with the pre-trend calculated using the one- and two-year lags of the variable. The pre-trend for the 2012 effect is calculated using the two- and three-
year lags of the variable. See Section 4 of the paper for further details.

30 We obtain similar results if we use an alternate estimation strategy based on the tran-
sitionmatrix in Table 2. In Table 2, the rate of entry and exit into the Schedule C filing pop-
ulation in the lowK/R groups is equal (at about 10%). Supposing that counterfactual rate of
entry also equals the rate of exit in the K= R group gives a counterfactual rate of entry of
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qualitative pattern is the same as before for both groups: firmswith K/R
= 1 (in 2012, when we have data on entities issuing 1099-K) experi-
ence large receipts growth when 1099-K is introduced in 2011. Other
firms grow only very slightly faster from 2010 to 2011. Perhaps unsur-
prisingly given the stark differences in bunching rates between these
groups, however, TPSE-only firms appear much more strongly affected
by Form 1099-K than payment-card only firms.

We also examine the role of paid preparers in the response to Form
1099-K. In unreported analysis, we examine receipts growth by K/R bin
separately for firms that do and do not use a paid preparer in 2011.We ob-
serve little difference in the impact of 1099-K by preparer use. We might
expect differences along these lines if taxpayers with paid preparers were
more or less likely to be compliant, but we find no evidence of this. We
also examine whether the increased complexity of preparing a tax return
caused affected taxpayers to seek out a tax preparer; once againwe obtain
a null result, suggesting that Form 1099-K had little effect on preparer use.

6.3. Estimating heterogeneous treatment effects using receipts relative to
1099-K amounts

The results in theprevious section suggest thatfirmswith lowvalues
of K/R behaved similarly to firmswith high K/R prior to the introduction
of the Form 1099-K, but only the latter were noticeably affected by the
introduction of 1099-K. Here we report the results from analysis that
uses firms with K/R below 0.5 as a baseline group and explicitly tests
for such heterogeneous effects. We divide other treated firms—those
with K/R N 0.5—further into bins based on K/R to reflect that treatment
intensity should be weaker for firms with K/R just above 0.5 than for
firms with K/R equal to or very close to one. As discussed in Section 4,
estimating the heterogeneous treatment effects relative to the baseline
group effectively identifies themagnitudes of the causal effect of 1099-K
onfirmswith high K/R, because Figs. 1C to 4 all suggest that the effect on
the baseline group was likely quite small.

Table 5 reports the results of the random growth model analysis de-
scribed in detail in Section 4, along with p-values for the test that the es-
timates constructed using Eq. 4 are zero. Fig. 5 illustrates these same
results visually, reporting for several K/R bins the log deviation from
trend relative to the baseline group in 2007 to 2012.29 In Panel A we see
29 We omit some binswith K/R only slightly above 0.5 for clarity; the estimated effect on
these bins is very small. We also omit the results for firms with K/R N 1.
that the effect of 1099-K on receipts is rapidly increasing as K/R moves
close to one, reaching 0.203 (i.e., a 20.3% increase in receipts) for firms
with K = R in 2011. The increase in receipts due to 1099-K for diffuse
bunchers (those with 0.95 b K/R b 1) was 15.6% in 2011. Panel B of Fig.
5 depicts a very similar pattern for expenses, with slightly smaller effect
sizes of 16.7% for the sharp bunchers and 15.0% for the diffuse bunchers.
All of these effects are statistically significant at well beyond the conven-
tional 5% level; in fact, the p-values are b0.0001. The p-values for lower K/
R groups are generally b0.05 untilwe reach the pointwhereK/R is around
0.75, at which point some effects are not statistically significant from zero
at the 5% level, all of which is unsurprising given that the point estimates
shrink in size as K/R decreases. The placebo tests universally result in a
small and statistically insignificant estimated effect relative to the esti-
mated effect of the policy change, as we should expect if the identifying
assumption is satisfied to a reasonable approximation. In Panel C, we
see there is little discernible effect on net income.

Panel D of Fig. 5 reports our estimates of extensive margin effects. We
estimate that 30% of firmswith K=R filed Schedule C because of the pol-
icy,while 16% offirmswith Kwithin 5% of R did so. Although these results
compare the change in new filer rates from 2010 to 2011 in the K = R
group minus the change in the new filer rate in the baseline, K/R b 0.5
group, the latter group saw no change in the new filer rate (see Fig. 3
Panel D). As a result, the results are virtually identical to the results we
would obtain if we simply calculated the change in the new filer rate in
the K/R near 1 groups. For all groups, between 2006 and 2010 the new
filer rates were essentially constant, suggesting that, despite the fact
that the newfiler rate is slightly higher in theK=Rgroup, our identifying
assumption is satisfied to a reasonable approximation.30

We perform several robustness checks for this analysis. First, the in-
tensive margin analysis was limited to firms filing Schedule C in every
year from 2004 to 2012 to alleviate concerns about firms endogenously
selecting into and out of the population of Schedule C filers during the
sample period. If we ignore the selection issue and estimate Eq. (3) on
all firms filing Schedule C at least once in 2004–2012, we obtain similar
about 24.6% in the K = R population. This counterfactual would imply that about 25% of
firms reporting K = R in 2011 were induced to file Schedule C by Form 1099-K, which is
similar to the estimate above.



32 For example, taxpayers may not deduct expenses in order to meet the presumptive

Fig. 5. Random growth model estimates. Notes: This figure presents estimates of the heterogeneous impact of Form 1099-K. The baseline group for all estimates analysis consists of firms
receiving 1099-Kbutwith K/R b 0.5.Weestimate a differential impact for higher values of K/R. Panels A throughC present the intensivemargin results on reporting using a randomgrowth
model specification (see Eqs. (3) and (4)), as well as placebo tests of the identification strategy. The sample for this analysis consists of businesses filing Schedule C in every year of 2004–
2012. Plotted is the estimated effect in 2011 and 2012 of Form 1099-K on firms with a given set of values of K/R in 2011, along with placebo results for pre-2011. The 2011 effect and
placebo effects are calculated using Eq. (4) with the pre-trend calculated using the one- and two-year lags of the variable. The pre-trend for the 2012 effect is calculated using the two-
and three-year lags of the variable. Panel D reports the extensive margin estimates of the fraction of the given K/R group that were new filers, calculated as the change in the new filer
rate in that group relative to the baseline group. Tax year 2012 is omitted from Panel D because the estimation strategy, using whether a taxpayer filed in the previous year, is
inapplicable once the policy has been in place for two years. See Section 4 of the paper for further details.
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results. Second, our estimate of Eq. (3) included firms filing Schedule C
and receiving 1099-K in 2011. A few firms receive 1099-K in 2011 but
not 2012, and removing them from the analysis changes very little.
Third, although our preferred specification includes all firms with K/R
b 0.5 in the control group,we obtain very similar results when designat-
ing firmswith K/R b 0.3 or K/R b 0.7 as the control group. Finally, we ob-
tain similar results if for 2011 and the placebo years we let t′=t−2 in
Eq. (4), instead of t′=t−1.

6.4. Receipts and expenses

Schedule C filers have a tendency to report receipts exactly equal to
expenses, compared to having reported receipts just above or below ex-
penses. There are two potential reasons this may occur. First, taxpayers
may target zero business tax liability when underreporting receipts
and/or overstating expenses.31 Second, for various reasons, taxpayers
31 Overstating expensesmay result in some expenses getting disallowed under audit. As
a result, the response of net income we document may represent a lower bound given
that, under audit, some improperly claimed expensesmay be disallowed. Some taxpayers
may also accelerate real expenses into a yearwith otherwise positive profits in order to ze-
ro out tax liability from the business.
may not claim legitimate expenses in excess of receipts, resulting in re-
ported expenses exactly equaling receipts.32 If taxpayers fail to report all
valid expenses, preferring instead to merely report no (as opposed to
negative) business income, then an increase in reported receipts in-
duced by 1099-K may merely be met with an increase in the reporting
of valid expenses.

Fig. 6 shows thatfirms receiving a Form1099-K in 2011 became sub-
stantiallymore likely to report receipts almost exactly equal to expenses
(R/E = 1) in 2011 than in 2010. Of all 1099-K recipients in 2011, 0.47%
report receipts exactly equal to expenses in 2010, and 1% do so in 2011.
Of 1099-K recipients in 2012, 0.45% report receipts exactly equal to ex-
penses in 2010, 0.64% do so in 2011, and 1% do so in 2012. This finding
corroborates the evidence in Sections 6.2 and 6.3 suggesting that those
taxpayers whose reported receipts rose due to Form 1099-K also
rule of IRC §183(d), underwhich firms that show profit three out of five years are deemed
not to be subject to the hobby loss rules (they can still deduct business losses against or-
dinary income). Further, some expenses, such as for a home office, may not be deducted
in excess of gross income (IRC §280A(c)(5)). Other items, such as the carrying forward
or back of net operating losses, may also simply be too complex for unassisted taxpayers
to understand and claim (Mahon and Zwick, 2014).



Fig. 6. Distribution of reported expenses divided by reported receipts, by 1099-K receipt in 2011. Note: This figure documents the large number of firms reporting receipts equal to
expenses, and shows that firms receiving 1099-K in 2011 became more likely to do so in that year. The sample consists of anyone filing Schedule C in 2010 and 2011. Panel A depicts
the distributions over a broad range, and Panel B focuses on firms reporting expenses very close to their reported receipts.
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increased expense reporting, substantially diminishing its effect on
overall tax revenues, and possibly diminishing the effect on reporting
compliance by offsetting more accurate receipts reporting with less ac-
curate expense reporting. It also corroborates the findings of Carrillo et
al. (2014), who uncover evidence of a similar kind of evasion substitu-
tion in response to expanded information reporting in Ecuador (see
also Pomeranz, 2015; Morse et al., 2009).

Table 6 reports rates of expenses-equal-to-receipts bunching in sever-
al subpopulations.33 Of particular interest are the results related to new
33 For selection criteria appearing in Table 3 but not Table 6, such as whether the firm is
in a high-cash sector or received 1099-K fromTPSEs only, we do not observe any stark dif-
ferences in the rate of bunching where receipts equal expenses between groups.
Schedule Cfilers. Overall, newSchedule Cfilers are not disproportionately
likely to report receipts equal to expenses: Column 1 indicates that about
1% of these Schedule C filers report receipts equal to expenses. This pro-
portion is similar to the value for all 1099-K recipients—in 2011, 1% of
1099-K recipients have R=E. This is notmarkedly different from the pro-
portion of new Schedule C filers with R= E, 1.4%, in Column 3. However,
in Column 4, we see that about 4.3% of new Schedule C filers receiving a
Form 1099-K in 2011 report receipts equal to expenses—four times as
many as typical Schedule C filers. In contrast, firms filing Schedule C in
every year of 2004–2012 were unlikely to report receipts equal to ex-
penses, even if they got a 1099-K (Columns 4 and 5). Thisfinding suggests
that new Schedule C filers induced to file by 1099-K were disproportion-
ately likely to offset their receipts with expenses.



Table 6
Rates of bunching where reported receipts equal reported expenses in select subpopulations.

(1) (2) (3) (3) (4) (5) (6) (7)
Tax
year

All firms All 1099-K
recipients in the
given tax year

New
Schedule C
Filers

New Schedule C filers
receiving 1099-K in the
given tax year

Firms filing in
every year of
2004–2012

1099-K recipients filing
in every year of
2004–2012

Firms
reporting
R = K

Firms
reporting R
within 5% of K

Percent with
R = E

2009 0.011 – 0.015 – 0.007 – – –
(0.000022) (0.000050) (0.000032)

2010 0.011 – 0.014 – 0.007 – – –
(0.000022) (0.000049) (0.000033)

2011 0.011 0.010 0.014 0.043 0.008 0.004 0.069 0.042
(0.000022) (0.000091) (0.000049) (0.000524) (0.000034) (0.000084) (0.001339) (0.000602)

2012 0.011 0.010 0.014 0.032 0.009 0.005 0.066 0.042
(0.000022) (0.000091) (0.000050) (0.000494) (0.000037) (0.000092) (0.001174) (0.000551)

Number of
taxpayers*

2010 22,896,179 – 5,645,463 – 6,454,500 – – –
2011 23,083,651 – 5,717,308 – 6,454,500 – – –
2011 23,181,066 1,184,359 5,785,811 149,152 6,454,500 546,601 35,720 111,639
2012 22,622,981 1,225,694 5,598,704 127,242 6,454,500 557,299 44,508 133,108

Notes:We denote receipts by R, expenses by E, and receipts by K. By R=E in thefirst row, wemean the fraction offirms reporting receipts exactly equal to expenses. The selection criteria
in columns (6) and (7) are exactly the same as those used to calculate the percentages in Table 3. *Number of taxpayers here refers to taxpayers reporting either positive expenses or pos-
itive receipts. A small number of Schedule C filers report either zero expenses or zero receipts. If we limit the study of R= E bunching to firms reporting both positive receipts and positive
expenses, the percentages in the top half of the table all increase mechanically, but the qualitative patterns are unaffected. Standard errors for the rates of bunching are provided in pa-
rentheses below point estimates.
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In the final two columns of Table 6, we focus specifically on firms
reporting receipts exactly near the 1099-K amount, as we have seen in
earlier sections that these firms appear especially likely to have been af-
fected by increased information reporting. These firms are much more
likely to bunch than any others we observe: about 7% of firms reporting
receipts equal to the 1099-K amount also report expenses equal to re-
ceipts,while 4% offirmswith receiptswithin 5% of the 1099-K amount re-
port receipts equal to expenses. Much of this is driven by payment-card-
only firms: 9% of payment-card-only 1099-K recipients with receipts
equal to the 1099-K amount also report receipts equal to expenses,
while only 4% of TPSE-only 1099-K recipients with receipts equal to the
1099-K amount do so. To summarize, when we focus on those firms we
believe to have been especially strongly affected by 1099-K, we see
more bunching atwhere receipts equal expenses, which suggests that ex-
pense offsetting did occur in response to the policy change.
6.5. Which expenses increased?

Our analysis suggests that firms that increased their reported re-
ceipts as a result of 1099-K reporting may have simultaneously in-
creased reported expenses.34 There are several reasons a taxpayer
might increase reported expenses upon receiving a Form 1099-K. First,
taxpayers may want to minimize their tax liability through any means
necessary, and take expenses to which they are not legally entitled. As
tax liabilities and marginal tax rates increase as a result of 1099-K, the
marginal benefit of overstating expenses increases. Second, taxpayers
may have previously not reported all valid expenses.35 The logic de-
scribed in Section 3 suggests that higher reported receipts make
reporting those expenses more desirable on the margin. Third, for cer-
tain expenses, such as Section 179 expenses and home office expenses,
expense deductions statutorily cannot be so large as to create negative
net business losses. Fourth, and finally, there is anecdotal evidence
that in some instances inconsistencies between true receipts and what
is reported on 1099-K may have induced increased expenses. The first
two explanations are consistent with our theoretical model explaining
expense offsetting; the others are institutional nuances not present in
our model.
34 Given that the burden of proof for suspected expensemisreporting is on the taxpayer,
whomust typically provide receipts justifying expenses on audit, a shift from receipts un-
der-reporting to expense over-reportingmay actually result in the detection of more non-
compliance on audit for affected 1099-K recipients.
35 For example, the firm may wish to avoid reporting a suspiciously low rate of profit
(Carrillo et al., 2014).
In this section we examine which expenses increased as a result of
1099-K reporting. In doing so, we are able to reject that the third expla-
nation discussed above contributed substantially to the increase in ex-
pense reporting. Specifically, we examine the average ratio of
particular expense line items on the Schedule C, as a fraction of total ex-
penses, for firms in different binned values of K/R. We do this by year,
and look for specific expenses that increased in 2011 and 2012 for K/
R-close-to-one firms. We began by examining all expense line items
available to us—wage expense, cost of goods sold, home office deduc-
tion, other expenses (Line 27a on Form 1040 Schedule C), depreciation
expense, insurance expense, legal expenses, meals and entertainment,
mortgage expenses, office expenses, repairs and maintenance, travel
expense, utilities, automobile expense, and the aggregate of all other ex-
penses not individually examined. Of these, only “other expenses,”
(Line 27a on Form 1040 Schedule C) increased as a percentage of total
expenses in 2011 and 2012 for K/R-close-to-one firms.

Fig. 7, Panel A, illustrates the share of income devoted to “other ex-
penses,” averaged by K/R bin, and then differenced by year. Panel B de-
picts the share of taxpayers reporting at least some other expenses.
Panel C depicts the change over time in the ratio of expenses devoted
to other expenses, from Panel A. In the graph, for K/R = 1 firms, it is
clear that the change in 2010–2011 was the most dramatic of all the
other years. Panel B suggests that an increase in other expense reporting
happened not only at the intensive margin, but, also at the extensive
margin. For K/R = 1 firms, the percentage of firms claiming other ex-
penses increases dramatically in 2011 and 2012. In Panel D, we show
that taxpayers' use of the home office deduction, the most likely candi-
date for the third explanation above, reveals no discernible trend from
2010 to 2011 for K/R = 1 firms that is different from other years.

This analysis suggests that as taxpayers reported additional revenue
in response to 1099-K reporting, they increased expenses to offset some
of the increase, specifically opting to increase “Other Expenses.” We
cannot rule out that some of the expense increases occur because
some taxpayers are now forced to declare new expenses such as com-
missions to reconcile their receipts with the Form 1099-K—the fourth
explanation above. Commissions could be claimed in the “other” cate-
gory where the increases occurred. However, the pattern of reported
sectors of bunching firms, discussed in Section 6.1, suggests that expla-
nations involving commissions and the like are unlikely to account for
most of the observed offsetting behavior: many bunching firms exist
in sectors where commissions and the like should not be common.
The remaining explanations for expense offsetting are consistent with
our theory, so we conclude that much of the observed expense offset-
ting results from taxpayers' taking calculated risks in tax compliance.



Fig. 7. Examining specific expense line items. Notes. This panel highlights that we observe expense offsetting primarily through the “other expenses” line on the Schedule C (line 27a), and
not through below-the-line deductions like the one for business use of one's home (line 30). Panel A depicts the ratio of Other Expenses to total expenses (line 28 plus line 30) of Schedule
C, by year and bins of the firms reported value of receipts on 1099-K in 2011 divided by reported receipts on Schedule C in 2011. Panel B depicts the percentage of firms in each bin of K/R
that had a non-zero value of Other Expenses on their Schedule C. Panel C depicts the change in the average share of receipts appearing asOther Expenses, from one year to the next, by K/R.
Panel D depicts first differences in the share of expenses appearing as business use of home expenses, calculated in the same way as Panel C.
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7. Conclusions

U.S. tax policy hasmade expanded third-party information reporting
a centerpiece of its enforcement policy, with a prime example being the
new Form 1099-K that applies to business receipts processed through
payment cards and third-party payments. At first blush this would
seem to increase compliance, as the IRS would more easily learn when
the reported receipts of a business fell short of now-known receipts.
However, both because Form 1099-K does not apply to cash transac-
tions and because business expenses are not currently subject to
third-party information reporting, there could be leakage in the impact
on tax revenue.
We first document that aggregate trends in the behavior of Schedule
C filers do not reveal a sharp break in 2011, even among 1099-K recip-
ients. We then focus on the type of firms that theory suggests are
most likely to be affected by Form 1099-K: those reporting receipts
close to the amount reported on 1099-K's. The analysis shows clearly
that taxpayers were disproportionately likely to self-report receipts
very close to the amount reported to the IRS on 1099-K forms, even in
sectors where substantial cash use should be typical. We estimate that
the introduction of the Form 1099-K prompted a 24% increase in report-
ed receipts on average for firms reporting receipts exactly equal to the
1099-K amount. Strikingly, this group of firms also increased reported
expenses by 13%. This offsetting moderated the impact of 1099-K on



19J. Slemrod et al. / Journal of Public Economics 149 (2017) 1–19
total tax liability, even in groups strongly affected by 1099-K. Finally, we
estimate a sizable extensive margin effect for bunching firms, with 30%
of firms with receipts exactly equal to the 1099-K amount filing Sched-
ule C because of the 1099-K initiative. In sum,we find evidence suggest-
ing that this group of firms increased their reporting of revenues
dramatically, along both intensive (reporting compliance) and exten-
sive margins (Schedule C filing compliance), in response to the intro-
duction of Form 1099-K. One can reconcile this finding with the small
average effect of the form: the affected group was small enough—only
about 10% of the population of 1099-K recipients—that the effect the
policy had on their reporting is lost in the noise when examining all
1099-K recipients.

For information reporting to have a strong effect on tax compliance,
it must target a noncompliant group of taxpayers and it must subject a
large share of their income to information reporting. The subset of
firms we identify as being affected by 1099-K constitutes about 10% of
all sole proprietorships receiving 1099-K. After all, much noncompli-
ance among small businesses is related to cash use, which the 1099-K
initiative does not address. Even for affected firms, expenses are subject
to no information reporting. As a result, the overall change in reported
tax liability through this channel is small. Future research should exam-
ine the impact of the 1099-K initiative on small partnerships and corpo-
rations, and consider what other initiatives could consolidate its
compliance gains. Further, as audit data from theNational Research Pro-
gram become available, the net effects from the 1099-K may be better
understood.

Appendix A. Supplementary data

Supplementary data to this article can be found online at http://dx.
doi.org/10.1016/j.jpubeco.2017.02.010.
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