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Abstract
While many low-income Americans have costly debt, they typically spend only a small
proportion of their tax rebates to repay those debts. In partnership with Baltimore CASH,
researchers are introducing postcards that encourage low-income tax filers to use their tax
rebates to pay off debt, and varying the timing of postcard delivery, to evaluate the impact of
these nudges on debt repayment.

Policy Issue
Many Americans, especially those who are low- or middle-income, have costly debt in forms
such as credit cards, late utility bills, and payday loans. In 2011, 69 percent of US households
held some form of debt, and the poorest fifth had a median unsecured debt of US$5,000.

[1],[2]

When debt becomes overly burdensome, households may either pay late or fail to pay at all,
which adversely affects credit and can have implications for employment, housing, and
insurance eligibility.

[3]

 Thus it can be more advantageous for households to focus on reducing
their debt before building up their assets.

Tax rebates, whether via overpaid taxes throughout the year or programs like the Earned
Income Tax Credit, may provide a sum of money that taxpayers can use to pay off part of
their debt. Despite many people saying they plan to use some of their rebate to pay off debt,
one study suggested that rebate recipients spend only 6 to 10 percent of their rebate on debt
reduction (around US$35-50 as of 2008).

[4]

 
[5]

 Procrastination or limited attention might explain
in part why taxpayers often do not act on these plans.

[6]

 Can nudges to use tax refunds to pay
off debt lead to higher debt repayment rates among low-income tax filers?



Context of the Evaluation
Baltimore CASH Campaign is a non-profit that works to increase the financial security of low-
income individuals and families. Their Volunteer Income Tax Assistance (VITA) program
provides free tax preparation at around 18 different sites around the Baltimore area and
serves around 9,000 households per year. This evaluation takes place among Baltimore-area
residents who had their taxes prepared by Baltimore CASH in 2014. As part of their
programming, Baltimore CASH sends yearly postcard reminders for clients to return to the
VITA site for assistance in preparing their taxes.

Details of the Intervention
Researchers partnered with Baltimore CASH to conduct a randomized evaluation that tested
the impact of nudges to use tax rebates to pay off debt, in the form of postcards, on debt
repayment.

The research team randomly assigned 8,364 clients who filed a tax return with Baltimore
CASH in the 2014 tax year to one of two postcards:

Appointment reminder (4,181 people): These tax filers received the standard1.
postcard sent by Baltimore CASH in early January reminding them: (a) of the services
that Baltimore CASH offers and (b) to schedule an appointment to prepare their taxes
with Baltimore CASH.
Appointment reminder plus debt payment encouragement (4,183 people): These2.
tax filers received postcards in early January with the same information as the
appointment reminder group, plus a simple encouragement to use a portion of their tax
refund to pay off debt.

To examine the importance of timing of the nudges, in addition to the above postcard, 3,325
individuals were randomly assigned to receive an additional postcard in early March (two
months later and near the time when tax refunds would be received). This postcard reminded
them to use their tax refund to pay off debt and provided them with information about
available credit counseling and debt management services.

To measure the impact of these messages, researchers collected credit reports and survey
data about a year to a year and a half after the postcards were sent, in December 2016 to
May 2017.

Results and Policy Lessons
Project ongoing; Results forthcoming.
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