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The number of participants in the Madison County VITA program has increased

each year (see Fig. 2). Approximately 35% of the VITA participants do not qualify

for the EITC. Since the goal of the paper is to analyze the effectiveness of the EITC,

we restrict our sample to EITC recipients, leaving us with 282 observations for the

descriptive analysis presented below.5 It is important to note that some of the clients

are likely to be repeat customers6; therefore, the data set does not represent 282

unique households. In addition, because filers are given the option to not respond to

some of the questions, the sample is unbalanced.

Madison County is an upstate rural county located in the center of New York

State. Since its beginning, Madison County’s economy has been lead by agriculture;

however, the employment in this sector has declined over the past 30 years and the

service, wholesale and retail trade sectors have grown in importance. The proximity

to the cities of Oneida and Utica provides employment opportunities to many

Madison County residents. The New York State Department of Labor reports that

private sector employment in Herkimer, Madison and Oneida counties remained

relatively stable in recent years, decreasing slightly from 102,900 in 2002 to

100,000 in 2003 and then increasing to 100,100 in 2004.7 At the same time, the

unemployment rate in the region declined slightly over the time period from 5.4% in

2002 to 5.3% in 2004.8

Madison County contains one city (Oneida), 15 towns and 10 villages. Between

1970 and 2000, the population grew by 10.5%. Although population has actually

declined in much of the upstate region in recent years, the population of Madison
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39% of participants having at least one credit card, followed by a car loan (31%) and

mortgage (28%). Those with credit cards have an average balance of $2,272.

Almost three-quarters of the participants also have a checking account, but less than

half have a savings account, with an average balance of $623.

According to a comprehensive study of EITC recipients in New York City by

Rhine et al. (2005), 40% of eligible EITC recipients in New York City did not have

a checking or savings account (prior to the 2003 tax year). This compares with 26%

of EITC recipients in our sample. Based on estimates in Bucks et al. (2006) using

the 2004 Survey of Consumer Finances, 75.5% of households in the lowest income

quintile in the nation (i.e., those earning less than $18,900) held transaction accounts

(defined as checking, savings or money market accounts), with an average balance

of $600. These estimates are very close to our sample of EITC recipients in rural

central New York, of which approximately 70% are in the lowest national income

quintile. Thus, our sample seems to be typical of low-income households in the

U.S., at least with respect to their use of transaction accounts.

Effects on Poverty

Table 6 summarizes average tax refunds received by Madison County VITA

participants. The average total refund is $3,420, with $2,720 coming from the

federal government and $700 from the state. However, there is significant variance

in refunds across the sample; the highest total refund is almost $7,300. Total refunds

represent more than 25% of total household income for the sample. Participants

receive $2,108 in total EITC on average, of which $1,649 is federal and $460 is

state. The EITC represents 61.6% of the participants’ total refund and 15.5% of total

household income. Additional tax refunds for our VITA clients are commonly from

Child Tax credits, Dependant Care credits, Lifetime Learning and HOPE credits,

retirement contribution credits, and overwitholdings.

Given that the EITC is an anti-poverty program, it is important to understand its
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the poverty gap in our sample. The average total EITC received by households in

poverty is $2,089 and the average poverty gap is $6,841 (in 2004 dollars). Thus, the

EITC helps households in poverty get 30.8% closer to the poverty line.

Intended Uses of the EITC

Following the methodology of Smeeding et al. (2000), an important series of

questions on the survey address the intended uses of the tax refund. Taxpayers are

asked to rate their top three priorities for their refunds. Figure 5 shows the

frequency in which each category was listed as one of the three top priorities by

the participants. The most common use of their tax refund is to pay bills, with

more than 60% reporting this as a first priority, consistent with Smeeding et al.

(2000), who find that bill paying was the most important use for one-half of EITC

recipients in Chicago. After paying bills, purchasing items and paying housing

costs are also cited as high priorities in our sample.16 Savings is not deemed a top

priority for most households in the sample, but it is cited by more than 10% of

respondents as a second or third priority. This compares to Rhine et al. (2005) who

find that only 11% of EITC recipients in New York City intend to save a majority

of their refund.

In a different set of questions, we ask participants to identify what types of bills





Specifically, we compare single parent households, married parent households and

households with no children. Single parent households represent 46% of our sample,

with most (92%) being mothers. Married households with children account for 27%

of our sample. The remaining 27% of the sample consists of households without

children, who are almost all single (91%). The means of all of the relevant variables

and the results of the difference of mean tests across the three household types are

presented in Tables 10, 11 and 12.

Refund Size

Several studies have documented that the EITC can generate sizable marriage

bonuses or penalties depending on the structure and income level of the family.17

While married parents earn almost 40% more than single parents in our sample

($19,317 compared to $13,775 for single parents), they receive less EITC on









by the EITC would also benefit from further utility assistance. One possibility

would be to expand the Home Energy Assistance Program (HEAP) in New York

State or to introduce a similar federal program. In addition, the high frequency of

using tax refunds to pay credit card bills suggests that credit counseling and

financial literacy programs may be beneficial for EITC recipients, especially single

mothers.

It appears that more needs to be done to help these families achieve economic

mobility. While a significant proportion of our sample intends to use their refunds to

buy a car, which is a critical step toward sustained employment and self sufficiency

in a rural area such as Madison County, both the size of the average refund and the

other claims on it (basic needs, bills) make the EITC insufficient in helping families

achieve economic mobility. Clearly, the EITC is not sufficient on its own and in its

current form to move families toward economic self-sufficiency. These families also

need programs that subsidize investments in the future, such as cars, education and

child care.

Use of Transaction Accounts and Credit

Comparing the use of credit across household types shows striking differences (as

displayed in Table 10). Married households with children are more likely to use

credit, with more than two-thirds reporting to have a credit card or loan, while

households without children have less credit, with fewer than 40% reporting to have

some form of credit. Interestingly, single parent households use credit almost as

frequently as married parent households, with 62% having some form of credit,

despite their lower average income. However, the amount of credit is directly

related to income levels; households with the highest average income (married

households with children) have the most credit while the poorest households

(singles without children) have the least.

In comparing the fraction of households with savings accounts, we find no

significant differences across household types. However, single households with

children have significantly higher average savings account balances than married

couples with children despite the fact that their average household income is

significantly lower. Thus, single parents seem to insure themselves better against

risk via their savings accounts than other types of households who are EITC

recipients. However, we find little evidence that the EITC is being saved by

recipient households, at least as a top priority. Less than 3% of the sample cites

saving their refund as a first priority and only 25% of the sample list savings as one

of the top three priorities for their refund (see Fig. 5). This suggests that perhaps it is

not optimal for EITC recipients to save their refund, as it would mean incurring late

fees or increased interest charges on bills or other existing debt.

Government Assistance

Are there significant differences in participation in government assistance programs



of all three household types are enrolled in one of these government assistance

programs. Thus, while the EITC is important in improving the economic well-being

of households, it complements, rather than substitutes for, other government

assistance programs. As shown in Table 10, EITC recipients with children are
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