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Step in the Right Direction:
Recent Declines in Refund Loan Usage
Among Low-Income Taxpayers
Alan Berube and Tracy Kornblatt

METROPOLITAN POLICY PROGRAM

“Declines in

refund loan

usage among

EITC earners,

while occurring

 nationwide,

varied

considerably in

magnitude

among states and

cities.”

Findings
An analysis of IRS data from tax years 1999 through 2002 reveals that:

After climbing between tax years 1999 and 2001, usage of refund anticipation
loans (RALs) declined nationwide in tax year 2002.  While the overall number of
EITC recipients who used RALs declined only slightly (1.9 percent), strong overall
growth in EITC claims meant that the share of EITC recipients purchasing RALs
declined significantly, by 4.6 percent.

The percentage of EITC recipients using RALs declined in every region between
TY 2001 and TY 2002, most dramatically in the Midwest.  The South continues to
dominate the RAL market, as more than half of all EITC recipients who purchased a
RAL lived in that region.  The largest declines at the state level occurred in
Wisconsin, Michigan, Illinois, Nebraska, Arizona, Oklahoma, West Virginia, and
Delaware.

Among large cities, Milwaukee, WI boasted the sharpest decline in the share of
its EITC recipients purchasing RALs between tax years 2001 and 2002.  The
trend was less positive in and around New York City, where RAL usage among
EITC earners remained steady over that period.  Despite drops in most places, more
than half of EITC recipients continue to use RALs in several southeastern cities.

Most of the change in RAL usage among EITC earners across cities cannot be
explained by the changing income profile of credit recipients or the relative
presence of paid versus volunteer tax preparers.  However, there is some evidence
that cities with greater concentrations of commercial preparers witnessed smaller
declines in RAL usage, and that cities with a greater presence of volunteer low-
income tax preparation saw larger declines in RAL usage.

The nationwide decline in RAL usage among low-income working families is a promising
trend, one that will hopefully accelerate as consumers learn more about the high costs
of these products and alternatives for receiving their refund dollars.  At the same time,
in a number of cities where as many as 60 percent of EITC recipients continue to use
refund loans, greater efforts are needed to heighten local awareness of the problem and
to monitor the RAL marketplace more closely.
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Introduction

Most people pay someone to
do their taxes.  This is understand-
able, considering how complicated
the federal income tax code has
grown.  The proportion of tax filers
using a paid preparer is especially
high among some classes of low-
income taxpayers, particularly
those who claim the Earned Income
Tax Credit (EITC).  Some of these
filers pay reasonable fees for
convenience and professional
service, and some receive expert
advice and assistance in negotiat-
ing complex tax rules that affect
lower-income families.  Others pay
significant sums to file simple
returns.  A 2002 survey of tax
preparers in the Washington, D.C.
area revealed that several charged
lower-income clients at least $200
for preparing and filing a return
that included a claim for the EITC.1

More troubling than the prices
EITC earners pay for tax prepara-
tion, however, is their frequent use
of refund anticipation loans
(RALs).  RALs are loans originated
by tax preparers, and funded by
their bank partners, based on the
taxpayer’s anticipated income tax
refund.  Typically, RALs advance
to the taxpayer the proceeds of her
tax refund, minus fees for the tax
preparation and the loan, within
one to two days.  Recent evidence
suggests that for the average
EITC-related refund claimed by a
family with children, the price of a
RAL hovers around $130.2  In light
of the short time period in which
the IRS processes refunds for e-
filed returns (typically one to two
weeks), the annualized interest
rates on these loans generally
exceed 200 percent, and can be
much higher in some cases.  These
loans provide poor value for
money, and take a significant
chunk of low-income taxpayers’

refund dollars (including those
related to the EITC)—an estimated
$740 million in 2003.3

Recently, RALs have attracted
increasing attention from research-
ers, legislators, consumer advo-
cates, and the media.  In addition,
class-action lawsuits filed against
major commercial tax preparers,
charging that they failed to
disclose the true costs of RALs,
have lifted the visibility of these
products and led to some changes
in the way they are marketed and
sold.

In light of these develop-
ments, this report offers an in-
depth look at recent trends in RAL
usage, especially among the EITC
recipient population.  After
discussing various reasons why
people may use RALs, the report
examines RAL trends at the
national, regional, state, and city
levels.  Furthermore, it explores
whether the variation in recent
patterns of RAL usage across the
United States relates to prevailing
differences in the characteristics of
taxpayers and the places they live.
The report concludes with brief
thoughts on what these trends
imply for future efforts to provide
low-income taxpayers with
affordable access to their refund
dollars.

Methodology

The primary data source for
this analysis is the IRS–Stake-
holder Partnerships, Education,
and Communication (SPEC) Return
Information Database, which
contains data extracted annually
by the IRS’s Wage and Investment
Research Unit from the Electronic
Tax Administration Marketing
Database.  Original return data are
summarized to provide counts of
individual income tax return

characteristics for all U.S. ZIP
codes, and then grouped for higher
geographic levels, including
places, counties, and states.  The
analysis draws on databases for
tax years 1999–2002, which
correspond to returns filed in
calendar years 2000–2003.4

The IRS-SPEC database
contains return information
aggregated within each geography
by “market segment,” one of which
pertains to returns claiming the
EITC.  Within each segment, the
database provides counts of
“estimated RALs,” which corre-
spond to the number of returns for
which a tax preparer made a debt
inquiry in advance of issuing a
refund anticipation loan.  The Debt
Indicator (DI) Program was
initiated by IRS during the year
2000 filing season.  Under that
program, in exchange for agreeing
to report information to the IRS
regarding “fraudulent” or “poten-
tially abusive” returns, tax
preparers can receive from the IRS
an indicator that a return’s refund
amount will be paid and not offset
by other taxpayer obligations
collectible by the federal govern-
ment (e.g., back taxes, child
support, student loan debt).5  If the
IRS indicates to the tax preparer
that the anticipated refund will be
offset for any reason, the preparer
will generally not sell the taxpayer
a RAL, and in many cases will
“default” her into a non-loan
financial product such as a refund
anticipation check (RAC).6  The DI
Program has thus greatly reduced
the non-payment risk assumed by
tax preparers and their bank
partners in connection with making
these loans.7

In 1993, under the DI
Program’s predecessor (the Direct
Deposit Indicator), the approval
rate for RAL applications was 92
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percent.8  This report, however,
generally treats the number of
preparer debt inquiries as equiva-
lent to the number of originated
RALs associated with those
returns.  It makes this assumption
because: (a) the IRS data may not
capture a number of tax refund
loans arranged by non-tax prepara-
tion firms that are not EROs, and
thus do not participate in the DI
Program, such as Indian Country
trading posts and used car and
furniture stores;9 and (b) the IRS
data do not report ZIP code
preparer debt inquiry totals of less
than ten, causing the analysis to
miss perhaps several thousand
inquiries and associated RALs.

The market segmentation of
these RAL data within the IRS
database permit one to view
separately RAL usage among EITC
filers and other filers.  The report
focuses largely on RAL trends
among the EITC claimant popula-
tion, because the nationally
applicable guidelines for the credit
help to control for income variation
across geographies that may result
in different levels of RAL usage.10

The share of EITC filers (and other
filers) receiving their refunds via
RALs is generally expressed here
as a percentage of those taxpayers
who received a tax refund, since
those with a remaining tax obliga-
tion to the IRS at filing time would
not qualify for the product.

In investigating the factors
that may help to explain the RAL
trend in recent years, the analysis
draws on a few other variables in
the IRS–SPEC database, including
the amount of EITC claimed, and
the number of returns prepared by
volunteer income tax assistance
(VITA) programs.  In addition, it
also draws on an IRS national
database of electronic return
originator (ERO) name and address

aspects of the product and the
purchase.  First, some survey
evidence suggests that many
RAL users are unaware that
the product is actually a loan,
due to the way in which it is
marketed, or to an inability to
understand the various
disclosures that accompany a
RAL application.12  Second,
they may have only a limited
understanding of what the
product costs, since the fees
are often bundled together
with those for tax preparation.
Third, they may not know
about other options for
receiving their refund dollars
quickly from the IRS, which
can process a return and direct
deposit a refund to the
taxpayer’s bank account
within eight to 15 days (and
even more rapidly early in the
filing season).

• “Windfall” effect.  For
most taxpayers who receive
the EITC, tax refunds are the
largest cash infusion they
experience all year long.  Even
though these individuals
would presumably hesitate to
pay $100 to $150 out-of-pocket
for a financial product like a
RAL, in the context of a $2,000
tax refund, RAL fees may not
look as expensive.  By
contrast, in 2004, only 4
percent of individual income
tax filers who had a balance
due to the IRS at tax time used
a credit card to pay that
balance—presumably because
they hesitated to part with the
2.5 percent transaction fee for
using the card.13  In this sense,
some low-income working
families who use RALs may
treat their EITC and related
refund as a “bonus,” rather
than a pay raise.

information to quantify the
presence of paid tax preparers at
the local level.11

Background—Why Do
People Use RALs?

To many people, RALs simply
look like a terrible deal financially.
The circumstances facing low-
income taxpayers, however,
suggest several reasons why
millions purchase these products,
year after year:

• Real or perceived need
for immediate cash.  Many
low-income taxpayers live,
literally, from paycheck to
paycheck.  They lack the
financial reserves to cover
economic contingencies, and
any unexpected expenses may
leave them with new debt and/
or in delinquency for other
budget items.  Accumulated
debt and consequences of
delinquency, which could
include eviction or loss of
utilities, may boost demand for
quick cash at tax time.  Some
taxpayers may actually “spend
ahead” during the holidays on
gifts or travel, knowing that
the tax refund they receive in
the first part of the new year
will help them cover those
arrears.  The need for quick
cash can become especially
great among taxpayers who
lack a bank account, and who
must therefore wait weeks for
the IRS to process a tax refund
check.

• Lack of information
about the product.  Taxpayers
who purchase a RAL may
generally understand that they
are opting to get their money
with 1-–2 days.  However, they
may possess less-than-perfect
information about other
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• Inability to pay for tax
preparation out of pocket.   A
taxpayer claiming the EITC can
expect to pay at least $100 to
$150 for the preparation and
filing of her tax forms, whether
or not a RAL is purchased.
However, many low-income
taxpayers lack the up-front
cash to pay these expenses.
RALs and other tax refund
financial products permit fees
for tax preparation to be
deducted from the refund
proceeds, obviating the
taxpayer’s liquidity issues.
Unfortunately, those con-
straints effectively result in a
doubling of the taxpayer’s fees
when a RAL is purchased.

• Peer effects.  The signifi-
cant variation in RAL usage
from community to community
suggests that the experience
of friends and neighbors may
affect a taxpayer’s perceptions
of and propensity to use
RALs.  The concentration of
tax preparation firms and
refund loans in some areas
may indicate that low-income
taxpayers in those neighbor-
hoods know little about ways
other than via a RAL to
receive their tax refunds, or
that they have learned to
distrust conventional methods
for receiving refund dollars.

Some combination of these
reasons probably convinces the
typical RAL user to purchase the
product.  However, even if it is
understandable why low-income
taxpayers opt for these products,
the fact remains that the sale of
RALs exploits the precarious
financial circumstances and limited
information possessed by many of
these individuals, and deserves
continued scrutiny by policy
makers and the public.

Findings

A. After climbing between tax
years 1999 and 2001, usage of
refund anticipation loans (RALs)
declined nationwide in tax year
2002.

In tax year 1999, the introduc-
tion of the Debt Indicator Program
reduced tax preparers’ risk in
making RALs, and the product’s
use began to proliferate.  H&R
Block, the nation’s largest commer-
cial tax preparation firm, had fewer
than 3 million RAL customers
during the 1999 filing season, but
in 2001 processed nearly 4.5 million
RALs.14  Not surprisingly, the
national trend in RALs followed
Block’s trend.  Between tax years
1999 and 2000, the number of
RALs purchased by all taxpayers
grew rapidly, by more than 13
percent (Figure 1).  The following
tax year, RALs rose by a further 8
percent, so that more than 14
million were issued.  As Figure 1
demonstrates, more than half (55
percent) of all RAL users in tax
year 2001 were EITC recipients,

while those filers made up only 15
percent of all taxpayers.

After this growth spurt,
though, RAL usage nationwide
declined slightly from 14.1 million
to 13.4 million (4.6 percent)
between tax years 2001 and 2002.
This was consistent with the
pattern seen at Block, where RALs
dropped by a little less than 1
percent over that period.  The
overall decline in RAL usage
among non-EITC taxpayers (7.6
percent) surpassed that among the
EITC population (1.9 percent).

Between these tax years,
however, the number of taxpayers
claiming the EITC increased by
almost 10 percent, largely in
response to weak economic
conditions that made more people
eligible for the credit.  Therefore,
even though RALs issued to EITC
recipients declined only slightly
between tax years 2001 and 2002,
the percentage of EITC refund
recipients using a RAL declined by
an impressive 4.6 percentage
points over that one-year period
(Figure 2).

Figure 1.  RALs Issued to Taxpayers by Receipt of 
EITC, Tax Years 1999-2002
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Figure 3a.  RALs Issued to EITC Recipients by Region, 
Tax Years 1999-2002
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Still, RALs remain a prominent
fixture in the low-income taxpayer
marketplace.  Taxpayers claiming
the EITC remain more than five
times as likely to use RALs as
other taxpayers.  Moreover, the
total number of RALs purchased in
TY 2002 continued to exceed totals
for tax years 1999 and 2000.  At the
same time, although IRS data on
RALs for TY 2003 are not yet
available, signs do continue to
point in a positive direction.  H&R
Block, for instance, reported that it
issued 8 percent fewer RALs in the
2004 filing season than in 2003.15

Meanwhile, Jackson Hewitt, the
nation’s second-largest commercial
tax preparer, facilitated 10 percent
more RALs in 2004 than 2003, but
this was closely in line with overall
growth in the firm’s offices and
total tax returns prepared.16  In
light of the trends at these industry
leaders, additional declines in the
share of taxpayers using RALs in
TY 2003 might be expected.

B. The percentage of EITC
recipients using RALs declined in
every region between TY 2001
and TY 2002, most dramatically
in the Midwest.

Previous research has demon-
strated that RAL usage is highly
uneven across the United States,
even among similar taxpayers.17  In
this and subsequent sections, we
focus on RAL usage among the
EITC recipient population.  RAL
usage among these families is
especially concerning, since it
drains the benefits of an important
wage subsidy.  In addition, for
purposes of the analysis, studying
these particular filers helps to
control for the income differences
across places that may drive
varying levels of RAL usage.

In TY 2002, as in previous
years, most EITC earners who
purchased RALs lived in the

Figure 2.  Percentage of Refund Returns with RAL, by 
EITC Receipt, Tax Years 1999-2002
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Figure 3b.  Percentage of EITC Refund Recipients with 
RALs by Region, Tax Years 1999-2002
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South.  More than half of all EITC
recipients (4.3 million, or 56
percent) who used a refund loan
lived in the South (Figure 3a).

The South also led all other
regions in the frequency with
which these low-income filers
accessed their tax refunds via a
RAL.  In the most recent tax year,
48 percent of EITC recipients in the
South used a refund loan, much
higher than in the other regions
(Figure 3b).  Midwestern EITC
earners were the next most likely to
use RALs, followed by those in the
Northeast and those in the West.

Over time, the four regions
have tended to mirror the nation
itself in their RAL usage, with
growth from tax years 1999 to 2001,
followed by decline from 2001 to
2002.  That decline was strongest
in the Midwest, where the share of
EITC refund recipients using
refund loans dropped nearly 6
percentage points from tax year
2001 to 2002.  The South was not
far behind, with a decline of 5
percentage points.  The Northeast
and West experienced smaller
reductions, though they started
from lower baseline RAL usage.
Still, stark disparities remain among
regions in the propensity of EITC
earners to use RALs.

Some states clearly outpaced
the pack in the degree to which
refund loan purchases fell among
EITC filers.  Four states in the
Midwest (Wisconsin, Michigan,
Nebraska, and Illinois) saw the
share of their EITC recipients who
used RALs drop by at least 6
percentage points from tax year
2001 to 2002 (Figure 4).  States
joining them in that category
included Oklahoma, Delaware,
West Virginia, and Arizona.  About
half the states saw a decline of
between four and six percentage
points in this measure.  The fall-off
in RAL usage was somewhat less
dramatic in the Pacific coastal

Figure 4.  Change in Percentage of EITC Refund Returns with RALs, TY 2001 to TY 2002

Source: Brookings analysis of IRS data
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states, and in New York and
Minnesota, though EITC recipients
in all those states exhibited below-
average usage of refund loans.
Alaska was the only state in which
EITC recipients grew slightly more
likely to purchase a RAL between
tax years 2001 and 2002.  Overall,
however, declines in RAL usage
among low-income working
families were significant and
widespread.

C. Among large cities, Milwau-
kee, WI boasted the sharpest
decline in the share of its EITC
recipients purchasing RALs
between tax years 2001 and 2002.

At increasingly lower levels of
geography, variation in the usage
of RALs generally becomes

examines the trends across cities in
tax years 2001 and 2002, and the
subsequent section probes the
factors that could explain these
patterns.

Across the 122 large cities
identified for this report, RAL
usage among the EITC population
in TY 2002 ranged dramatically,
from 10 percent at the low end (San
Francisco) to 64 percent at the high
end (Memphis) (Table 1—the
Appendix contains information on
trends in all 122 cities).18  These
city-level statistics hewed to
broader regional patterns.  All ten
of the cities with the highest
percentages of EITC recipients
using RALs were located in
southeastern and Deep South

greater.  While EITC recipients earn
incomes below the same threshold
regardless of their location, place-
specific characteristics can
influence the degree to which
these filers purchase refund loans.
Some cities have poorer EITC
recipients than others, which may
correlate with higher average
refund amounts and higher RAL
demand.  Some cities—and the
neighborhoods where their EITC
earners live—are heavily saturated
with commercial tax preparers,
which may induce further demand
for the products.  Others may be
more successful at “spreading the
word” about RALs, and encourag-
ing their low-income filers to seek
other options for accessing their
refund dollars.  This section

Table 1.  Top Ten and Bottom Ten Large Cities, by Percentage of EITC Refund Claimants with
RALs, TY 2002

EITC Refund
EITC Refund Claimants with Percentage with Average EITC

Rank City Claimants RAL RAL Amount
1 Memphis, TN 102,194 65,948 64.5% $2,045
2 Birmingham, AL 48,262 29,213 60.5% 1,969
3 Norfolk, VA 25,786 15,089 58.5% 1,890
4 Greenville, SC 16,096 9,363 58.2% 1,735
5 Atlanta, GA 76,773 44,320 57.7% 1,929
6 Newport News, VA 18,458 10,646 57.7% 1,875
7 Little Rock, AR 20,567 11,734 57.1% 1,919
8 Columbia, SC 26,284 14,699 55.9% 1,826
9 Jacksonville, FL 73,278 40,912 55.8% 1,812
10 Charleston, SC 14,155 7,731 54.6% 1,797

113 Arlington, VA 6,722 1,222 18.2% 1,448
114 San Jose, CA 35,805 5,871 16.4% 1,512
115 Thousand Oaks, CA 2,131 345 16.2% 1,397
116 Sunnyvale, CA 2,972 458 15.4% 1,283
117 Fremont, CA 5,354 811 15.1% 1,415
118 Livonia, MI 2,105 318 15.1% 1,325
119 Santa Clara, CA 2,705 396 14.6% 1,296
120 Bellevue, WA 2,842 400 14.1% 1,326
121 Cambridge, MA 3,414 448 13.1% 1,238
122 San Francisco, CA 33,308 3,741 11.2% 1,216

All large cities 5,792,354 2,318,673 40.0% $1,803

Source: Brookings analysis of IRS data.
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states.  There, average EITC
amounts claimed were generally
$100 to $300 higher than the
national average.  At the bottom of
the list, EITC recipients in higher-
income California cities used RALs
rather infrequently, as did their
counterparts in suburban cities like
Livonia, MI (outside Detroit),
Bellevue, WA (outside Seattle),
and Cambridge, MA (outside
Boston).  This lower RAL usage in
these places tracked the smaller
average credits claimed by their
families and workers.

Regional patterns were less
plain, but still apparent, in chang-
ing RAL usage across cities from
tax year 2001 to 2002 (Table 2).

Milwaukee far outpaced other
cities in the degree to which RAL
purchases fell among its EITC
earners, from 49 percent in TY 2001
to 36 percent in TY 2002.  A few
additional midwestern cities ranked
among the top 10 decliners,
including Madison, Omaha, and
Detroit.  In Detroit, more than half
of EITC earners purchased a RAL
in TY 2002, but this represented a
significant decline from the prior
year.  The remaining cities that
boasted the largest declines were
scattered around the United States,
from Bakersfield, CA to New
Haven, CT.

In the ten cities at the bottom
of the list, the percentage of EITC

recipients using RALs generally
fell by one percentage point or less
from tax year 2001 to 2002.  Most of
these cities already exhibited
below-average RAL usage—four
ranked among the bottom ten in
Table 1.  Some sub-regional
patterns were apparent; Minneapo-
lis and St. Paul saw declines of
only one percentage point, and
EITC recipients in New York and
Newark showed no change in their
propensity to use RALs amid the
broader national decline.  Only
Oxnard, CA, in Ventura County,
witnessed a significant increase in
the proportion of EITC filers
purchasing a RAL in TY 2002.

Table 2.  Top Ten and Bottom Ten Large Cities, by Change in Percentage of EITC Refund
Claimants with RALs, TY 2001-2002

Change in
Percentage with Percentage with percentage with

Rank City RAL, TY 2001 RAL, TY 2002 RAL
1 Milwaukee, WI 50.1% 36.8% -13.4%
2 Bakersfield, CA 46.9% 37.2% -9.7%
3 Madison, WI 35.9% 26.3% -9.6%
4 Raleigh, NC 57.9% 48.5% -9.4%
5 New Haven, CT 52.3% 43.0% -9.3%
6 Omaha, NE 44.7% 35.6% -9.1%
7 Pittsburgh, PA 43.0% 34.2% -8.8%
8 Poughkeepsie, NY 43.5% 34.8% -8.8%
9 Rochester, NY 50.4% 41.7% -8.7%
10 Detroit, MI 61.0% 52.6% -8.4%

113 Minneapolis, MN 34.6% 33.3% -1.2%
117 Bellevue, WA 15.2% 14.1% -1.1%
118 Arlington, VA 19.3% 18.2% -1.1%
114 Santa Ana, CA 26.0% 25.0% -1.1%
116 Sunnyvale, CA 16.5% 15.4% -1.0%
115 Saint Paul, MN 28.5% 27.5% -1.0%
119 Thousand Oaks, CA 17.0% 16.2% -0.8%
120 Newark, NJ 50.6% 50.2% -0.3%
121 New York, NY 25.5% 25.8% 0.3%
122 Oxnard, CA 20.2% 24.9% 4.7%

All large cities 42.9% 38.3% -4.5%

Source: Brookings analysis of IRS data.
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D. Most of the change in RAL
usage among EITC earners
across cities cannot be explained
by the changing income profile of
credit recipients, or the relative
presence of paid versus volunteer
tax preparers.

Declines in RAL usage among
EITC earners, while occurring
nationwide, varied considerably in
magnitude among states and cities.
Several factors could hypotheti-
cally explain this variation.

• The number of taxpayers
claiming the EITC rose from
TY 2001 to TY 2002, and an
increased number of credit
recipients had incomes in the
“phase-out” range of the
credit, where income exceeded
$20,000.  This may have owed
to the state of the national
economy, with more families
facing unemployment or
reduced employment that
lowered their incomes into the
EITC-eligible range.  In
addition, changes to tax law
that extended the income
eligibility range for married
couples took effect in TY
2002.19  Both factors could
have increased the average
income of EITC filers, and
reduced the average refund for
which they qualified.  RALs
may be less attractive for
taxpayers expecting smaller
refunds, as Table 1 demon-
strates.  Thus, changes in the
income profile of the EITC
recipient population may have
dovetailed with decreases in
demand for, and usage of,
RALs.

• The early part of this
decade witnessed new efforts
in hundreds of localities to
make eligible families aware of
the availability of the EITC
and other tax credits, and to

RAL usage declined among
the EITC population.

This section exploits the variation
in these three factors across cities
to investigate whether they bore
any relationship to changes in the
usage of RALs among EITC
earners at the city level, from TY
2001 to TY 2002.

• The role of income
changes in the EITC popula-
tion is explored using the
percentage change in
average EITC amount
between those two years.
• The effects of EITC
outreach campaigns and free
tax preparation within cities is
tested using the ratio of tax
returns completed by
volunteers to all EITC
returns.22

• The influence of commer-
cial tax preparers is measured
using the number of EROs
per 1,000 filers claiming the
EITC.

Including these variables in a
multiple regression equation, along
with dummies for U.S. region,
yields a model that explains only 15
percent of the variation among
large cities in the decline of EITC
recipients who used RALs from TY
2001 to TY 2002.  This suggests
that the majority of the decline, and
its variation across places, was
driven by larger economic or
informational factors not captured
by simple city or taxpayer charac-
teristics.

One possibility is that
changes in how RALs were sold in
the early part of this decade
stemmed demand for them.  In
2001, pursuant to a U.S. District
Court ruling, H&R Block was
ordered to stop using the term
“rapid refund” to describe its RAL

provide them with access to
free tax preparation and filing
services.20  The share of tax
returns completed by VITA
volunteer programs increased
from TY 2001 to TY 2002,
though overall numbers
remained small.  Even if those
programs served a limited
number of taxpayers, however,
broader outreach campaign
messages may have con-
vinced a larger number of low-
income taxpayers that RALs
were a poor deal financially,
and that better options existed
for accessing refund dollars.
Media represented one
potentially important medium
for spreading these messages,
and the number of news
articles nationwide that
discussed RALs or “rapid
refunds” increased nearly 50
percent between the 2002 and
2003 filing seasons.21

• Commercial tax preparers
are not spread evenly across
U.S. cities.  Some cities
contain up to double the
number of paid tax preparers
per filer as other cities.  In
addition, the degree to which
preparers cluster in neighbor-
hoods with the largest
presence of EITC filers varies
as well, with Southern cities
exhibiting especially high
concentrations in high-EITC
areas.  Taxpayers in cities with
high numbers of preparers
may face more intense
marketing and advertising
around RALs; alternatively,
preparers may choose to
locate and stay in places
where taxpayer demand for
RALs was higher in the first
place.  Either way, their
presence may affect—or
reflect—the degree to which
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declines in RAL usage among
EITC recipients, holding all else
constant.  Figure 5 shows that the
two raw measures exhibit a positive
association—the more preparers
per filer, the smaller the decline in
the percentage of EITC recipients
purchasing RALs.24  While
statistically significant, the
magnitude of the relationship is
small; an additional 7 tax preparers
for every 1,000 EITC filers (the
standard deviation among cities on
this measure) was associated with
only a 0.7 percentage point
increase in EITC-RAL usage,
holding other factors constant.
Again, this may reflect a higher
latent demand for refund loans in
cities where preparers are concen-
trated, or it may signal that
preparers kept RAL demand higher
in the places where they were most
clustered.

In addition, cities with a larger
VITA presence typically saw larger
RAL declines.  The ratio of VITA-
prepared returns to EITC returns
was negatively associated with the
change in refund loan use among
EITC recipients (Figure 6).  Consid-
ering the small “market shares” for
VITA in many cities, this might
indicate that the proportion of
returns completed by volunteers
serves as a proxy for the scale of
EITC-related outreach campaigns
at the municipal level.  Those
campaigns, rather than actual
volunteer return preparation, were
likely the mechanisms influencing
EITC filers at the margin to access
their refund dollars through
vehicles other than RALs.  The
magnitude of this relationship was
small as well; an increase of 4
percentage points in the VITA/
EITC ratio (the standard deviation
among cities) was associated with
a half-percentage point decline in
EITC-RAL usage, holding other
factors constant.25

Figure 5.  Tax Preparer Concentration Versus Change 
in EITC-RAL Usage, TY 2001 to TY 2002
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Figure 6. VITA Market Share Versus Change in EITC-
RAL Usage, TY 2001 to TY 2002
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product.23  Subsequently, Block
and other large commercial chains
like Jackson Hewitt began to refer
to their RAL products as “loans” in
their advertisements.  Today, the
advertised name for the conven-
tional RAL at both chains is, in fact,
“refund anticipation loan.”  These
changes likely rippled through the
marketplace over time, and modified
the way that the products were
advertised and sold at tax prepara-
tion firms of all sizes.  To the extent
that these nationwide marketing

changes made some consumers
more aware of the nature of these
products, they may have brought
about a broad decline in RAL
demand among EITC recipients.

Although the factors we
identified explained only a minority
of the variation in RAL decline
across cities, the model indicated
that they did exert some influence
at the margin.  Cities with a higher
presence of paid tax preparers per
EITC filer experienced smaller
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While these factors may have
influenced RAL trends at the
margin, the majority of the varia-
tion across places could not be
explained by these city-level
factors.  Much of the decline may
simply reflect a “reversion to the
mean,” wherein cities with very
high levels of RAL usage among
EITC earners—perhaps associated
with fleeting economic circum-
stances—saw the product’s sales
drop farther than places with small
market penetration of RALs.

Conclusion

In the end, the trend in RAL
usage among low-income working
families explored here is positive
news.  The product seems to have
decreased in popularity between
tax years 2001 and 2002.  This
means that a greater proportion of
EITC dollars were likely directed to
claimants, rather than tax preparers
and their bank partners.

The positive news should not,
of course, overshadow the fact
that roughly 40 percent of low-
income taxpayers—and even
greater proportions in the South—
still use refund loans to access the
EITC and related tax benefits.
Leaders at the national, state, and
local levels should continue to
mount efforts aimed at reducing
both the demand for, and supply
of, high-cost financial products
that drain valuable refund dollars
from workers who can least afford
them.  This analysis indicates that
states and cities concerned with
achieving further reductions in
RALs should consider:

• Examining closely the way
in which these products are
marketed and sold, to ensure
that taxpayers have maximum
information as to product

costs and the menu of options
for receiving refund dollars;

• Targeting messages about
the costs of RALs to low-
income filers in places and
neighborhoods where com-
mercial preparers are most
concentrated; and

• Continuing to support
low-income taxpayer outreach
and volunteer tax preparation
campaigns that assist filers
while they spread messages
about alternatives to high-
priced commercial tax products
and services.

Future trends bear monitoring
as well.  Data from the largest firms
indicate that RAL usage probably
continued to decline in TY 2003.
Other non-loan products, such as
refund anticipation checks (RACs),
may be growing in importance.
The IRS is still working on techno-
logical updates that would deliver
most refunds via direct deposit
within 48 to 72 hours, and perhaps
obviate the need for RALs among
many low-income taxpayers with
bank accounts.  Also worthy of
ongoing attention are the effects of
legislation in some states and
cities, adopted after the 2003 filing
season, that aimed to provide
consumers with better disclosures
about RALs.  Finally, some within
the low-income taxpayer outreach
world have argued that banks,
credit unions, and tax preparers
should partner to build “better
RALs” that are less expensive and
provide a gateway to basic
transaction accounts.26  Local
researchers should monitor growth
in these types of market-based
alternatives, and whether they
affect local RAL demand.
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