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ABSTRACT 

This paper uses confidential tax returns data from sole-proprietor businesses to estimate behavioral 
responses to the introduction of Form 1099-K, a third-party income reporting law that requires credit 
card companies to report to the Internal Revenue Service the gross amount of all payment transactions 
that businesses receive through their electronic payment systems. We estimate the causal impact of 
Form 1099-K on business reporting by exploiting a natural experiment in which many cities in the U.S. 
passed their own ordinances mandating taxicab drivers install credit card readers in their vehicles, while 
other cities did not pass such ordinances. We find that taxpayers respond to third-party information 
reporting in offsetting ways. In particular, we find that firms from cities with mandatory credit card 
ordinances reported more receipts after the introduction of Form 1099-K compared to similar firms from 
cities without mandatory credit card ordinances, but they also reported an essentially offsetting 
increase in expenses. Overall, the net impact of third-party information reporting led to small and 
statistically insignificant changes in taxable income. These results are robust to a variety of alternative 
specifications and placebo tests. 
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