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IMPLICATIONS FOR EXTENSION:

Educational efforts should continue to focus on increasing knowledge of the Earned Income Tax Credit (EITC) and Volunteer Income Tax Assistance (VITA) among low- and moderate-income consumers.  Research has shown that this knowledge and banked status lead to a lower reliance on alternative financial services.  Bringing the unbanked into the financial mainstream is crucial.

Lim, Livermore, and Davis (2011) used 2008 survey data of EITC-eligible households who visited VITA sites to document their tax filing behavior and the use of alternative financial services (AFS).   AFS providers include:

· Check cashing outlets

· Payday lenders

· Pawnshops

· Title lenders

· Tax refund anticipation lenders

· Small loan firms

· Rent-to-own stores

Specifically, they looked at the differences in tax filing and AFS use between banked and unbanked EITC-eligible households.

Their findings reveal that unbanked status is associated with a lower likelihood of 

· receiving a federal tax refund for the 2007 tax year,

· filing a federal tax return for the previous tax year, and

· receiving tax refunds via direct deposit or cashing at banks.

They also found that unbanked status is associated with a higher likelihood of using cash cashing stores.  

In an earlier study, Lim, Livermore, and Davis (2009) examined how knowledge of the EITC influenced the financial behavior of low- and moderate-income consumers.  Those with an understanding of EITC were:

· less likely to be uncertain about actually receiving the EITC (which implies they would be less likely to overlook other credits for which they are eligible).

· more likely to file tax returns and use a VITA site.

· more likely to have had their tax refund check directly deposited into a bank account and less likely to use AFS.

