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Abstract

Unveiling Informal Income of Non-Standard

Economic Activities:
An Estimation and Policy Implications

Moon Jung Kim and Inhyuk Choi

Despite improved tax administration of the National Tax Service (NTS),
there are still incomes that are difficult for NTS to capture in the context
of increasing non-standard economic activities, Disclosure of hidden
incomes has significant implications for taxation, social insurance and
fiscal policies, We pose the following research question: How will income
and expenditure (from a government perspective) and subsidies and
payments (from an individual or household perspective) change when
hidden income is revealed? To answer this question, we focus on three
types of non-standard works: (1) delivery services or quick services, (2)
elder caregiver, tutor, and babysitter services, and (@) services related to
online content creation, We conduct a survey where a respondent is
asked whether he or she is engaged in such types of non-standard works,
and, if so whether they recognize that they have to report such incomes
to NTS as business incomes, and whether they have ever experienced
reporting such incomes in the previous years. From the survey, we
estimate the probability of each individual with some characteristics being

engaging in the aforementioned types of economic activities and the

Abstract © 167



expected income they could earn when they were engaged in the
activities, Through the survey, we estimate the probability that individuals
with certain characteristics will engage in the aforementioned types of
non-standard economic activity and the expected income they will receive
from the activities, Estimated mapping from individual and household
characteristics to hidden income for non-standard economic activity is
projected into the Survey of Household Finances and Living Conditions
(SHFLC). In the simulation, we consider two possibilities, Government
revenues from social insurance certainly increase when hidden incomes of
low-income individuals are uncovered, but government income tax
revenues may not necessarily increase because the range of tax-exempt
incomes is expansive, In addition, while government expenditures related
to basic livelihood benefits may decrease, expenditures related to earned
income tax credits may increase. On the other hand, if the disclosed
incomes were mainly the incomes of those with relatively high level of
formal-sector incomes, it could boost government revenues in terms of
both social insurance and income tax, Note that, in contrast to the case
of low-income individuals, the income tax will increase significantly due
to the progressive tax system of the current income tax system, The
policy implications convey the message that, when new types of
economic activity increase, the government must consider linkages and
ripple effects between institutions rather than single institutions in order to

achieve existing tax equity and redistribution,
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