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Executive Summary 
    

Low income families may have access to a number of different types of federal and state 
programs designed to improve their economic welfare and security.  These include both federal 
and state tax credits as well as a wide variety of direct assistance programs targeting basic 
household needs like health care, child care, food, and shelter.  These programs are in place to 
help many households escape poverty and improve their overall economic circumstances.   
 
However their design also creates a potential unintended consequence.  As families move from 
welfare to entry level work to higher paying jobs, their earnings and taxes increase.  The 
combination of rising income tax rates and reduced eligibility for means-tested programs can 
create situations in which a dollar of additional earned income is partially, totally, or even more 
than offset by taxes and benefit losses.   
 
To explore the potential severity of this problem in Minnesota, the Minnesota Center for Public 
Finance Research developed a spreadsheet based model (the Minnesota Family Assistance 
Model) that examines the interactive effects of 16 different state and federal programs providing 
cash and non cash assistance to households at earned incomes up to $52,000.  The model 
calculates the value of tax credits, other cash assistance, and value of non-cash benefits for which 
households are eligible.  Model calculations take into account all income offsets, co-payments, 
phase-out ranges, and other eligibility considerations.  The sum of the credits, benefits, and after 
tax household income constitutes “total income and wage assistance.”  Average effective 
marginal tax rates  (MTRs) – a measure of the severity of the disincentives to earn problem -- are 
calculated by comparing the two resulting totals for a given household at different earned income 
levels. 

 
MCPFR conducted a variety of model runs for different household sizes and dependent ages, 
different household earning assumptions (one versus two earners), different household locations, 
and different combinations of program use.  MTRs are highly variable from household to 
household because of differences in household make-up (number of dependents, number of 
income earners), actual earned income, and program usage.  The permutations of factors affecting 
household MTRs are nearly limitless.  As a result, there is no “typical” marginal tax rate schedule 
affecting Minnesota households.  Even though general conclusions about the severity of MTR 
problems are difficult to derive, several general findings about the nature of high MTRs and their 
relationship to household demographics merit attention:    

 
• Lower income households can face very high marginal tax rates.  Rates from 60% to over 

100% are common for households using a standard “package” of assistance programs that 
include health care, child care, available tax code provisions, and welfare cash and food 
assistance benefits.   

 
• There is often tremendous volatility in MTRs across earned incomes.  Programs can interact 

with each other causing household average marginal tax rates to spike up and down in 
unpredictable ways.  A one parent/two child household using welfare cash and food 
assistance benefits, all generally available tax provisions, and direct subsidies for health 
insurance and child care faces marginal tax rates ranging from 50% to 250% between 
incomes of $23,500 and $41,700.  Between $33,000 and $34,000, this household loses nearly 
$2.50 in benefits for the additional dollar of earned income.   
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• Households above the poverty line face some of the greatest disincentive to earn challenges.  

Access to wage assistance programs at near or fully subsidized levels combined with earned 
income tax credits does make work pay for the lowest income households.  This is reflected 
in marginal tax rates below 20% for most households earning the annual equivalent of the 
current minimum wage or less.  However once the phase out of tax credit and wage assistance 
programs begin, the households routinely face potential MTR in excess of 60% and can 
exceed 100%.  For a single parent with two children (30 months and 61 months) in 
Minneapolis using all programs for which the household is eligible, the average MTR is 
133.7% between an annual salary based on minimum wage ($12,800) and an annual salary of 
$44,000.  Over this $31,000 earned income range, over 90% of the assistance program 
benefits and nearly 50% of the tax credits for which the household is eligible at a minimum 
wage salary are phased out.  The approximately $23,600 gain in after tax income over this 
range is more than offset by an estimated $30,600 loss in tax benefits and wage assistance. 

 
• Location can significantly influence effective marginal tax rates.  For rental assistance and 

child care, the amount of subsidy provided in assistance programs is also a function of 
location to reflect the cost differentials which may exist across different geographical areas.  
As a result, the disincentives to earn problem as defined by effective marginal tax rates can be 
twice as high in urban areas than in rural outstate areas.   

 
• Policy objectives of “living wage” proposals can be undercut by MTR effects.  A single 

parent in Minneapolis with a 30 month old child could face up to a 71% average marginal tax 
rate moving from the current state minimum wage to the new Minneapolis living wage of 
$12.09 per hour. 

 
The magnitude and extent of the problem as reflected in actual MTRs faced by real Minnesota 
households is essentially unknowable.  The fragmented nature of work support and assistance 
programs, the influence of household demographics, and the relative lack of information on 
programs and program combinations actually used by households makes such calculations 
practically impossible.  This inability to quantify and qualify the problem more accurately is in of 
itself a concern.   
 
This lack of information should not discourage efforts to create a more economically rational 
safety net.  Better coordination in program design is a natural starting point, and the state has 
demonstrated sensitivity to this issue in the past in the redesign of the Minnesota Working Family 
Credit.  However, the significant influence of the federal government in the design and funding of 
these programs makes greater coordination a difficult task.   
 
There is an increasing use of the tax system for improving the economic well-being of low and 
moderate income households – the federal and state earned income tax credit being the prime 
example.  Reforms to the way other tax code benefits are provided to households also offers some 
potential for reducing marginal tax rate problems.  Replacing deductions and exemptions with tax 
credits ensures uniformity and equity since the same incentive is provided to all households.  
Making the tax credits fully refundable ensures that households receive the full value of that 
credit, even if it exceeds their income tax liability.  It is the only way to ensure an incentive or 
benefit reaches households with no positive income tax liability.  More than 35% of households 
during any give year have no income tax liability, and these households are home to almost half 
of all American children.  Eighty percent of children in single parent households live in 
households that have no income tax liability in any given year. 

 



 iii

Because of high MTR effects associated with income-tested programs, policies designed to 
enable households to meet basic needs often unintentionally erect barriers to self-sufficiency and 
reduce economic opportunity.  Programs which incentivize asset building and saving can be an 
important complement to these traditional income support programs.  Individual Development 
Accounts (IDAs) is one approach gaining greater interest and acceptance nationwide.  
Minnesota’s early experience with IDAs has been favorable and demonstrated its potential for 
improving the economic self sufficiency of households.  This ability to invest in asset building 
and education may be especially valuable for households who have risen above federal poverty 
levels but find themselves in high MTR situations where there is little or no economic gain from 
working harder or longer in their current occupations. 
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Introduction:  Five Questions About Disincentives to Earn 

1.  What is the “Disincentives to Earn” Problem? 
  

Low income families may have access to a number of different types of federal and state 
programs designed to improve their economic welfare and security.  These include both federal 
and state tax credits as well as a wide variety of direct assistance programs targeting basic 
household needs like health care, child care, food, and shelter.   
 
Each program comes with its own separate set of eligibility rules that typically include a measure 
of household income.  Most often these programs are designed so that the amount of benefits 
available to the household declines as household income increases.  Benefits are phased-out over 
progressively higher levels of income and are eventually eliminated completely.   
 
These programs are in place to help many households escape poverty and improve their overall 
economic circumstances.  However their design also creates a potential unintended consequence.  
As families move from welfare to entry level work to higher paying jobs, their earnings and taxes 
increase.  The combination of rising income tax rates and reduced eligibility for means-tested 
programs can create situations in which a dollar of additional earned income is partially, totally, 
or even more than offset by taxes and benefit losses. 
 
This phenomenon has also been described as the “poverty trap,” the “welfare wall” and “working 
in place.”  All of these descriptive titles capture the essence of the problem—assistance program 
phase outs over higher earned incomes can make it difficult to improve economic well being even 
if you work more or get a better paying job. 

2.  How do you measure disincentives to earn? 
 
The “disincentive to earn” effect can be described and measured by effective marginal tax rates.  
The marginal tax rate (MTR) is simply the amount of tax paid on an individual’s last dollar of 
earned income.  For example, in Minnesota, state tax brackets for married joint filers are 5.35% 
for the first $29,070 of taxable income, 7.05% on taxable income between $29,070 and $115,510, 
and 7.85% for taxable income over $115,510.  Thus the marginal tax rate for a married couple 
earning $40,000 is 7.05% --  for state income taxes only.  A household’s actual marginal income 
tax rate also includes the effects of federal income, Social Security, and Medicare taxes as well.  
Exhibit 1 presents the combined impact as “base” marginal tax rates for single parent households 
in Minnesota.  Note that these base marginal rates in this graph do not include the impact of 
changes in assistance program benefits as earned income increases.   
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Figure 1:  Base Marginal Tax Rate For One Parent Families with One, Two and Three Children 
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Marginal tax rates pertain to the next dollar of earned income.  Average effective marginal tax 
rates can be used to describe the disincentives to earn over a range of earned incomes.  For 
example as illustrated above the average effective marginal tax rate for a single parent with two 
children between $16,000 and $22,000 is slightly over 15% although it is 7.65% at the one end of 
the range and 23% at the high end.  

3.  Is the “Disincentives to Earn” Problem Unique to Minnesota? 
 

Not at all.  High effective marginal tax rates will exist in any situation where benefits are reduced 
as earned income increases.   
 
There are three competing goals of anti-poverty programs: 1) insuring an adequate income for 
needy households, 2) promoting employment, and 3) minimizing public costs.  There are inherent 
trade-offs between these objectives.  Without income supports, there is a strong incentive to work 
and low public costs, but households without work would have inadequate income.  A universal 
guarantee of some minimum level of income would ensure adequate support but at a high public 
cost with reduced work incentives.   
 
In an attempt to balance these competing objectives, the preferred policy strategy is to means test 
programs to help “target” support to needy households.  This costs much less than universal 
supports.  When work requirements are also included as a condition of receiving the benefits, the 
three goals of anti-poverty programs are all addressed to some extent.  However, a consequence 
of means testing is high effective marginal tax rates as benefits are lost with higher incomes. 
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This problem has been called “the iron law of welfare.”  It has received a significant amount of 
attention by researchers, and the nature of the problem has been documented in many states: 

 
• A study by University of Massachusetts found that for every additional dollar a Boston 

family made in moving from $6.78 per hour ($14,000 per year) to $17.00 per hour ($35,000 
per year), the family would realize only 32 additional cents of additional resources (a 68% 
effective tax rate) after factoring in the effects of phasing out of temporary assistance, food 
stamps, health care, and refundable tax credits. 1 

 
• A University of Wisconsin study concluded that a single parent with two children in 

Wisconsin receiving temporary assistance, earned income tax credits, food stamps and 
Medicaid faced effective marginal tax rates ranging from 39% to 94% depending on 
earnings.2 

 
• An examination by the Employment Policies Institute concluded that a one parent, two 

children household receiving Temporary Assistance to Needy Families earning around $7.00 
an hour can face effective marginal tax rates of up to 109.2% (a loss of over nine cents on 
every dollar of additional earned income) if they also receive a federal housing subsidy.3 

 
Minnesota’s marginal tax rate problem has also been a topic of investigation.  A 2004 report by 
Minnesota House Research examined effective marginal tax rates for a single head of household 
living in Minnesota with two children ages 2 and 5 over four income ranges. 4  It assumed the 
household used welfare cash and food assistance benefits, all generally available tax provisions, 
and direct subsidies for health insurance and child care.  The authors estimated that marginal tax 
rates averaged from 12% up to $10,800 in earned income to 104% at the $23,500 - $41,700 range 
of earned income.  At this upper end, this family would on average be worse off by $4 for each 
$100 of earnings.  In other words, under these assumptions of program use, this household would 
be no better off earning $11 per hour than they would be earning $20 per hour.  The study 
concluded that the system provided a strong incentive to work at the lowest income ranges, but 
the gain in net income becomes significantly weaker at the point in which a parent has just 
worked their way off welfare. 
 
Why is there so much variability in these estimates from study to study?  The nature and severity 
of the problem varies for several reasons:   

 
• Program design differences -- With the federal welfare reform act of 1996, states have 

significantly more latitude in designing safety net programs for their citizens.  States use 
TANF money to provide a wide range of new and expanded services such as child care, early 
childhood education, after school programs, child welfare, and marriage and fatherhood 
programs.  As a result of this flexibility, marginal tax rate problems vary considerably from 
state to state.   

  

                                                 
1 Albeda, Randy “Structuring Benefits to Promote Mobility for Low Wage Workers” Center for Social Policy, 

University of Massachusetts, Boston.  September, 2005 
2 Wolfe, Barbara.  “Incentive Challenges and Dilemmas of TANF” Institute for Research on Poverty, University 

of Wisconsin, Madison., May, 2000 
3 Shaviro, Daniel  “Effective Marginal Tax Rates on Low Income Households” Employment Policies Institute. 

February, 1999 
4 Wilson, Paul and Hirasuna, Donald.  “Changes in Effective Tax Rates Facing Minnesota’s Low and Moderate 

Income Workers: 1998-2004”  January 2005. 
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• Supplemental state efforts -- Many states have also established their own low income 
assistance programs funded with non-federal dollars.  The variability across states with 
respect to the existence of these assistance programs – along with their own unique design 
features – also contributes to differences in effective marginal tax rates. 

 
• Household characteristics -- Household size and composition (e.g. number of children, age of 

children, married vs. single) all affect the amount of benefits for which a household is eligible 
and will impact marginal tax rates accordingly.   

 
• Household use of programs – Not all households use programs for which they are eligible.  

Sometimes, as is the case with federal housing assistance, the limiting factor is money 
resulting in waiting lists for benefits.  More often, households simply do not take advantage 
of programs which they can access.  For example, the IRS has estimated that about 75% of 
those eligible for the Earned Income Tax Credit actually claim it.5   Similar uptake issues 
exist in state sponsored programs as well.  Researchers have found several reasons for not 
claiming available benefits including a lack of knowledge of the program, program 
complexity, a need to dispose of assets to qualify, administrative requirements and hassle, 
and the perceived stigma of receiving assistance.  Even if households are identical in make-
up, their marginal tax rates will be different if program use is different.    

4.  Do these “disincentives to earn” really affect participation in the labor force or otherwise 
change household behavior? 

 
High marginal tax rates mean that the economic gain from working more and/or moving to higher 
paying jobs is low.  When marginal tax rates exceed 100%, more work actually makes one worse 
off – at least in the short run.  As a result high effective marginal tax rates could be expected to 
discourage work effort 
 
Surprisingly, some previous research has shown that high MTRs do not seem to have much of an 
effect on work force participation among lower income households.6  In other words lower 
income workers do not decrease their hours at the point where additional earnings are taxed at 
higher rates.  Explanations for this seemingly counterintuitive finding typically center on two 
issues that are especially relevant to lower income workers. 
 
First, many lower income workers may not have discretion over their work effort.  If workers 
cannot select the amount of time they work, the only choice is either working or not working at a 
given job. 
 
Second, many lower income workers do not understand marginal tax rate effects.  Frontline case 
workers typically do not have the information to explain them, and even fiscal policy experts 
have a difficult time calculating them.  The simple behavioral belief that more work should lead 
to a better economic situation may cause lower income households to behave in ways that might 
not be completely in their self interest.  Even when low income households understand that 
changes in program benefits from higher incomes are forthcoming, the precise earnings point 
where changes occur may not be understood and the magnitude of the change may take them by 
surprise. 

                                                 
5 Internal Revenue Service   http://www.irs.gov/newsroom/article/0,,id=106429,00.html 
6 Research suggests this is far less true for higher income households who have been shown to respond to higher 

marginal tax rates by working fewer hours.  For example see “Physician Behavioral Responses to Variation in 
Marginal Income Tax Rates: Longitudinal Evidence “Applied Economics 34 (16): 2093-2104, 2002. 
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However MTR effects are real and felt by households.  One study of note tracked 40 families over 
three years to determine how low income households perceived MTR effects and how they actually 
responded to them in their daily lives.7   
 

• MTR effects were often unpredicted.  Benefit cuts often come as a surprise.  Although 
households may have limited awareness of eligibility rules, exact phase out schedules were 
not known, and time lags between work effort and benefit reductions may further confuse 
recipients.  

 
• The effects of multiple, interactive programs on MTRs are often too complex to affect work-

related behaviors.  Prospective counseling by case workers with respect to MTR effects was 
rare.  Learning from peers was also difficult because MTR schedules are so dependent on the 
specific combinations of program use, earned income, and household make-up.   

 
• When MTR effects occurred they generated considerable anger among program beneficiaries.  

Increased earnings from higher wages or more work helped reduce some stress but often did 
not appreciably change their overall economic situation.  However, the loss of eligibility in a 
program from these earning increases often has far more material impact on a household’s 
actual economic welfare.  Thus, when benefits were subsequently lost, households frequently 
expressed anger, resentment, and doubt about the validity of the “welfare to work” reform 
premise. 

 
• Some program recipients did engage in some strategic responses to MTR effects.  These 

included unreported income, strategic non-reporting of changes, selective reporting and 
misreporting.  Evidence was found of caseworkers and service providers helping to facilitate 
these actions, while one caseworker advised a recipient to ask for a wage cut.   

 
The study concluded that given the number of financial dimensions that must be considered in 
making decisions about how much to work, the instability of the lower wage job market, and 
other household priorities (spending time with children, personal safety, respect, and sleep) it 
makes sense that workers do not appear to respond predictably to high MTRs. 

5.  Why should we care about high MTRs and disincentives to earn if the impact on labor 
participation is not that great and people are still better off with assistance programs than 
without them? 

 
From the standpoint of good public policy, the concept that work should pay relative to receiving 
economic assistance is a basic principle with bipartisan political and considerable public support.  
To the extent that high MTRs violate this principle, there is a violation of a social contract 
between citizens and society.   
 
Compared to the alternative of not receiving an assistance program benefit in the first place, a 
phaseout of an existing benefit never leaves anyone worse off.  However, from the standpoint of 
the welfare of households, especially those attempting to escape poverty, high MTRs reflect 
policies that create powerful obstacles to upward mobility and self-sufficiency.  Even if 
households have no other choice but to continue to work and passively accept these high marginal 

                                                 
7 Romich, Jennifer. “Difficult Calculations: Low Income Workers and Marginal Tax Rates”  Social Service 

Review University of Chicago.  March, 2006 
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tax rates, it is more difficult engage in long range planning and have better control family well-
being when the household’s economic circumstances change surprisingly and deteriorate with 
greater work effort.   
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Evaluating Disincentives to Earn in Minnesota:  The Minnesota Family Assistance Model 
 

Determining the severity of the disincentives to earn problem in Minnesota and the effective 
marginal tax rates faced by lower income households is an exceptionally challenging task.  
Ideally, information on different program usage by households would be assembled and cross 
referenced to determine the extent and magnitude of the problem.  However such information is 
essentially impossible to gather.  Privacy concerns often make it impossible to link program 
usage to households.  In addition, cross referencing multiple program use among households is 
challenging given the privacy concerns and number of different agencies and departments 
managing these programs.   
 
Absent data on actual households, the only way to evaluate the nature and severity of the MTR 
problem is to develop a model based on program designs with assumptions about program use.  
Such is the approach used by investigators in the MTR studies described previously.  It is also the 
basic conceptual approach used in this report.  MCPFR developed a spreadsheet based model (the 
Minnesota Family Assistance Model) that examines the interactive effects of various state and 
federal programs providing cash and non cash assistance to households at earned incomes up to 
$52,000.  
 
Model-based studies on MTR problems are all predicated on some necessary assumptions 
regarding the use of assistance programs.  Typically these studies include four basic types of 
assistance programs: health insurance, child care, assistance with food purchases, and cash 
supplements to earned income (principally cash-based welfare and earned income tax credits).  
These programs likely reflect the core work support system that most lower-income families 
actually use.  As a result they provide reasonably conservative estimates of the disincentive to 
earn problems lower income households actually experience.   
 
However, the universe of programs offering income assistance and other benefits can be much 
larger.  For example, housing expense typically comprises a substantial share of a household’s 
monthly budget.  Because of limited resources, federal housing assistance is rationed, and waiting 
lists exist for income-eligible households.  Yet for those households who do receive this benefit, 
the benefit phase out over higher earned incomes can have a substantial impact on the marginal 
tax rates households face in their planning and decision-making.   
 
More generally, in 2004 the U.S. House Committee on Ways and Means documented 85 different 
transfer programs providing everything from cash aid to energy assistance at the federal level 
alone.8   State programs add to the complexity.  The support “system” which arises out of these 
initiatives was developed with little regard for coordination among various tax and welfare 
programs.  Individually, very few of these programs may have the ability to materially affect 
household marginal tax rates, but cumulatively they may have more of an impact. 
 
Our Minnesota Family Assistance Model includes a broader array of assistance programs, by 
including estimates of the value of non cash benefits received by households – that is treating the 
value of services provided as household income -- and by incorporating both into MTR 
calculations.  There is a potential disadvantage of including a broader array of programs is that 
the results can exaggerate the dollar value of benefits actually received by many households and 

                                                 
8 Forman, Jonathan. Making America Work Urban Institute Press Washington DC, 2006   p. 161 
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overstate the magnitude of the MTR problem as compared to what most households actually 
experience.  As discussed earlier, use of available assistance programs, or “program uptake” in 
the language of assistance providers, is often much lower than the total number of eligible 
households.  However, the ability to turn programs “on” and “off” in the data entry field of the 
Minnesota Family Resources Model can be used to address this potential disadvantage.  
However, in this report we assume household use of all programs for which they are eligible 
(unless otherwise noted).   
 
Our Family Assistance Model also treats the dollar value of non-cash benefits received through 
assistance programs as income.  There are both advantages and disadvantages to this 
methodological approach: 

 
• One disadvantage is that the approach can distort the magnitude of effective marginal tax 

rates actually felt by households, especially in circumstances where assistance program 
eligibility turns on or off.  At those points where households become eligible or ineligible for 
programs, the model output reflects hundreds even thousands of dollars worth of benefits 
suddenly gained or lost.  In reality, households are not likely to feel an impact of such 
magnitude because non-governmental options likely exist.  For example, a household 
becoming eligible for free child care under MFIP will likely have had some child care 
arrangement in place prior to program eligibility which is not valued by the model.  The 
household will not feel thousands of dollars of new assistance program benefits suddenly 
available to them.  Similarly, the loss of eligibility for Minnesota care—and the 
corresponding value of medical benefits—likely coincide with access to employee sponsored 
health plans.  In the former child care case, the MTRs reported through our model spike 
negatively as households receive “new” benefits, and in the latter health care case the MTRs 
spike positively as potentially thousands of dollars of health care benefits are no longer 
available.  In each instance the MTRs overstate what the household is actually experiencing.   

 
• A more fundamental disadvantage lies in deriving and assigning values to non-cash benefits.  

The actual dollar value of these benefits to households will vary tremendously based both on 
household choices, preferences, and the intensity of program use.  For example, the value of 
child care benefits will be much greater for a household using market rate day care 5 days a 
week as compared to a household which uses market rate day care only as a partial 
supplement to an existing no-cost family care arrangement.  Assigning a value to health care 
benefits is especially problematic.  

 
• The primary advantage of including estimates of the value of non-cash benefits is that it is 

more reflective of the economic circumstances and real decision-making context facing lower 
income households.  Child care, health care, and other benefits have real economic value to 
households. Although these benefits are not actual income in the traditional sense, households 
would have to use income to purchase these benefits if government assistance were not 
available.  In circumstances which individuals would lose all eligibility for participating in a 
program or programs as a result of higher earned income, an MTR calculation which factors 
in these lost benefits is more representative of the potential economic impact on the 
household.   

Model Description  
Table 1 lists the 16 programs incorporated into the Minnesota Family Assistance Model.  They 
include federal and state tax credits, refunds, cash benefits, and subsidized non-cash benefits.  
Appendix A provides additional information on these programs including a brief description of 
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the purpose and design of each program, eligibility requirements, and available data on program 
use and spending.  

 
Table 1:  Programs Included in the Family Assistance Model 

 
Tax Credits and Related 

 
• Federal EITC 
• Federal Dependent Care Credit 
• Federal Child Tax Credit 
• MN Working Family Credit 
• MN Dependent Care Credit 
• MN Marriage Credit 
• Property Tax Refund 

 

 
Direct Assistance Programs 

 
• MFIP  
• Section 8 Housing 
• MN Child Care Assistance (Basic and 

Sliding Scale) 
• MN Medical Assistance 
• Minnesota Care 
• School Lunch 
• Food Stamps 
• Women Infants and Children (WIC) 
• MN Energy Assistance 

 
 
 

Figure 2 presents the summary page of the Family Assistance Model.  Basic information 
regarding the household is manually entered into the section entitled “Model Inputs”9  The 
spreadsheet then calculates the value of tax credits, other cash assistance, and value of non-cash 
benefits for which households are eligible.  Model calculations take into account all income 
offsets, co-payments, phase-out ranges, and other eligibility considerations.  The sum of the 
credits, benefits, and after tax household income constitutes “total income and wage assistance.”  
Average effective marginal tax rates are calculated simply by comparing the two resulting totals 
for a given household at two different earned income levels. 
 
As mentioned earlier, assumptions must be made about the nature and extent of program use  in 
deriving marginal tax rates.  Appendix B describes in detail the assumptions used in the design of 
the model.  Health care access presents a special challenge to MTR calculations because the 
benefit received is a range of services rather than a fixed dollar benefit.  Moreover, the loss of 
eligibility for subsidized health insurance due to higher earned incomes is not likely to trigger out 
of pocket payments for services provided.  A more likely scenario is that a household will either 
successfully gain access to employer provided health care, purchase a health care policy, or go 
uninsured. 
 
In developing the Family Assistance Model, we have used the findings of the Jobs Now Coalition 
which developed cost of living budgets for households in Minnesota.  Under this approach, health 
care benefit estimates are based on a computed weighted average of the costs of employee 
contributions under employer sponsored plans, under government sponsored plans, and under 
private non-group coverage.  Out of pocket costs are then added to this weighted average.   

 
 
 

                                                 
9 The information needed for the full price school breakfast and school lunch fields must be obtained from 

school district websites.   
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Figure 2:  Data Entry and Summary Page, Minnesota Family Assistance Model 

 

Program On/Off Switches 0 = Off, 1 = On
Annual Earned Income
Unearned Income MFIP
Family Size Medical Assistance
Age of Child 1 (in months) MinnesotaCare
Age of Child 2 (in months) Child Care
Age of Child 3 (in months) MFIP Child Care Only
Age of Child 4 (in months) BSF Child Care Only
Pregnant Adult? (Yes or No) Food Support
County of Residence WIC
School District Section 8 Housing
Full Price School Breakfast Energy Assistance
Full Price School Lunch School Lunches
Filing Status = Married? (Yes or No) Federal EITC

Minnesota WFC
Federal Child Credit
Federal Child and Dependent Care

Federal EITC Minnesota Child and Dependent Care
Minnesota WFC Minnesota Marriage Credit
Federal Child Credit Minnesota Property Tax Refund
Federal Child and Dependent Care
Minnesota Child and Dependent Care
Minnesota Marriage Credit
Minnesota Property Tax Refund

Total Credits

MFIP
Medical Assistance
MinnesotaCare
Child Care
Food Support
WIC
Section 8 Housing
Energy Assistance
School Lunches

Total Benefits

Total After-Tax Income

Total Income and Wage Assistance

Annual Estimated Benefits

Model Inputs

Tax Credits

Minnesota Family Assistance Model
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Model Findings: The Severity of the Disincentives to Earn Problem 
 
As described earlier MTRs are highly variable from household to household because of 
differences in household make-up (number of dependents, number of income earners), actual 
earned income, and program usage.  The permutations of factors affecting household MTRs are 
nearly limitless.  As a result, there is no “typical” marginal tax rate schedule affecting Minnesota 
households.   
 
We conducted a variety of model runs for different household sizes and dependent ages, different 
household earning assumptions (one versus two earners), different household locations, and 
different combinations of program use.  Even though general conclusions about the severity of 
MTR problems are difficult to derive, several general findings about the nature of high MTRs and 
their relationship to household demographics merit attention.   
  

There is tremendous volatility in MTR across earned incomes.   
Average MTR calculations over broad ranges of earned income can mask severe results in more 
narrowly defined income ranges.  Large volatility can exist across income ranges.   
 
To illustrate MCPFR ran the model using the same hypothetical one parent/two child household 
and set of assistance programs in the previously discussed Minnesota House Research analysis.  
That study found an average MTR of 104% between incomes of $23,500 and $41,700.  Again, 
this means that over this income range, a family receiving the package of tax credits, health care, 
and child care benefits would be financially worse off on average by $4 for each additional $100 
of earnings.  
 
While this finding alone is a cause for concern,  Exhibit 3 presents the findings in terms of 
average MTRs as earned income increases in smaller $1,000 increments.  The earned income 
range from $23,500 - $41,700 is highlighted and the average 104% MTR is superimposed on the 
graph in this range.  The graph illustrates that MTRs ranged from slightly less than 50% to nearly 
250% over this range of earned income.  Between $33,000 and $34,000, the household loses 
almost $2.50 in benefits for the additional dollar of earned income. 
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Figure 3:  MCPFR Marginal Tax Rates Compared to the Wilson Paper (One Parent, Two Child 
Family)** 
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** NOTE: The steep and sudden drop in the graph around the $6,000 gross earned income level is based on model 
assumptions of child care benefits being made available where no benefits were available before.  The model assumes that 
one parent must be working 20 hours per week at minimum wage to get child care and two parents must be working 60 hours 
a week (one parent at 40 hours, one parent at 20 hours).  These assumptions were reviewed and deemed reasonable by staff 
at the Department of Human Services.    For modeling purposes, child care program entry points have dramatic MTR effects 
since the value of these benefits received are so high. 
 
However it is highly unlikely that any actual households would experience anything resembling this negative MTR effect.   The 
benefits received are not cash income and have no effect on household disposable income     In addition, in many cases 
subsidized child care may be replacing various informal low or no cost child care arrangements which are not valued in the 
model.   Thus, this “off the chart” drop in MTRs which will be found in every analysis including child care is best interpreted as 
an idiosyncrasy of modeling rather than representation of economic incentives faced by low income households.   

 
 
The volatility illustrates how MTR effects are compounded when households participate in 
multiple programs and their associated phase out schedules and co-pay requirements all interact 
together.  The spike between $33,000 and $34,000 is especially notable.  Over this income range 
annual federal and state earned income credits are cut by about $210 and $103 respectively and 
Minnesota Care annual co-pays increase by $96.  But the major influence is higher co-pays in the 
Basic Sliding Fee Child care system.  This particular earned income range features a very 
aggressive subsidy phase-out.  Households moving from $15.86/ hour to $16.34/hour (a 3.0% 
wage increase) must pay an additional $141 per month in child care fees – an increase of over 
40% or nearly $1,700 per year.  Volatility such as this is the norm in model runs featuring any 
combination of household parameters and program use.   
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Program use has a major influence on MTRs 
While households will never be worse off not participating in an assistance program, greater 
program use does magnify the disincentives to earn problem.  To illustrate the influence of 
program use we modeled a one parent, two children household (one of whom is of child care age) 
in Minneapolis accessing all model programs and compared it to the same household with no 
access to the two major benefits programs for which waiting lists exist: basic sliding fee child 
care and Section 8 housing assistance.  Figure 4 presents the results. 
 
 
 
 
 
 

Figure 4:  Queuing Effects—One Parent, Two Child Family 
All Programs vs. No Section 8 or Basic Sliding Fee (BSF)** 
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 ** See Note accompanying Figure 3 
 

Even though it is clearly advantageous for households to have access to rental and child care 
assistance, it is also clear that households on these programs declining subsidies and eventual loss 
of benefits under these programs creates major MTR issues and complicates household decision-
making about increasing work income.  At equivalent earned incomes, MTR for those able to 
take advantage of these programs can be 25 to over 250 percentage points higher.  As a general 
rule of thumb, the inclusion of rental assistance benefits alone increases the MTR faced by 
households by 30 percentage points.  Yet even for those without access to these high value 
benefits programs, MTRs are routinely in excess of 70% for households earning more than 
$25,000 per year or about $12 per hour. 
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The spike that is literally “off the chart” illustrates the importance of policy maker intervention in 
high MTR situations.  This “super spike” represents the point where households leave MFIP and 
child care -- previously free through MFIP -- is unavailable through a rationed basic sliding fee 
program.  The impact would be clearly devastating to households (as reflected in a MTR of 
1117%).  Fortunately state policy makers have assured that those leaving MFIP still have access 
to subsidized child care through a special transition program and also receive priority in basic 
sliding fee enrollment lists.   

 

Households Above the Poverty Line Face Some of the Greatest Disincentive to Earn 
Challenges. 
The Minnesota House Research study points to a paradox in the design of the health and human 
service safety net:  households that have escaped poverty as defined by federal income standards 
face some of the highest marginal tax rates.  Welfare reforms have focused on creating work 
incentives for poorest households and providing various assistance programs to enable the poor to 
enter the workforce.  However the “near poor” face some of the highest marginal tax rates 
because they are too wealthy to take advantage of fully subsidized direct assistance, but too poor 
to take advantage of favorable tax treatments afforded higher income households like non 
refundable child care credits.  Such circumstances lead to the “working in place” findings of 
House Research for households with earnings between 150% of poverty and 266% of poverty.   
 
Our analysis generates similar results.  In many circumstances the “problem range” of income in 
which average MTR equal or exceed 100% is much greater than the $18,200 range of earnings 
identified in the House Research report.  Each of the following examples assumes participation in 
all programs for which the household is eligible and no transition into employer-based or private 
health insurance. 

 
• For a single parent with two children (30 months and 61 months) in Minneapolis, the average 

MTR is 133.7% between an annual salary based on minimum wage ($12,800) and an annual 
salary of $44,000.  Over this $31,000 earned income range, over 90% of the assistance 
program benefits and nearly 50% of the tax credits for which the household is eligible at a 
minimum wage salary are phased out.  The approximately $23,600 gain in after tax income 
over this range is more than offset by the estimated $30,600 loss in tax benefits and wage 
assistance. 

 
• For a married couple with one child under 5 in Minneapolis, total earned income and wage 

assistance peaks at $23,000.  MTR for this household exceeds 100% over 11 of the next 12 
earned income increments of $1,000. 

 
• For a married couple with 3 children, two of whom are in child care, total income and wage 

assistance remains nearly constant from $20,000 to the near end of the range of modeling at 
$50,000.  Although after tax income increases by $22,336 over this range, tax credits and 
wage assistance declines by $23,953. 

Location can significantly influence effective tax rates 
For rental assistance and child care, the amount of subsidy provided in assistance programs is also 
a function of location to reflect the cost differentials which may exist across different 
geographical areas.  As a result, the MTR problem may be substantially greater in certain areas of 
the state than others. 
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Figure 5 presents the MTR changes for a single parent two child household in three different 
Minnesota locations.  The chart reflects use of all programs for which the household is eligible 
including rental assistance.  Day care rates and fair market rents in Minneapolis ($148.50 and  
$928 respectively) are larger than in outstate locations ($87.50 and $425 respectively) in Rock 
County) yielding larger dollar values of assistance.  As the programs are phased out, MTR for 
Minneapolis households also exceed their outstate counterparts. 
 
 
 
 
 
 
 
 
 

Figure 5:  Locational Effects on Marginal Tax Rates:  One Parent, Two Child Family** 
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 ** See Note accompanying Figure 3 
 

Of the 16 tax credit and assistance programs that are included in the model, only a few have 
major marginal tax rate implications.  For example, Exhibit 6 illustrates the relative contributions 
of each of these programs to total household income and wage assistance for a single parent with 
one child in school and the other in day care in Minneapolis.  
  

Figure 6:  Relative Contributions of 16 Credit and Assistance Programs in the Model,  
One Parent, Two Child Family (Age 30 and 61 Months), Minneapolis** 
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** See Note accompanying Figure 3 
 
It becomes obvious that child care must be the focus of attention in any disincentives to work 
investigation, not only because child care is often a prerequisite for work participation but also 
because of its large influence on marginal tax rates.  These potential disincentives to earn 
increases when more than one child is in need of care.  Recent history in Minnesota suggests that 
the MTR effects are real and acted upon as evidenced by the report of an employee asking his 
employer to make at least two dollars an hour less to preserve child care subsidies.10    
 
To some extent, the MTR problems are ameliorated when taking a longer term perspective.  
Households, as they increase their income, take a short term “hit,” but as their children age and 
attend school full time, the full benefits of higher earned incomes are realized.  Nevertheless as 
legislators debate the merits and designs of new child welfare and educational programs such as 
all day kindergarten and early childhood education, MTR and work incentive implications should 
be included as part of the analysis.   
 
Child care issues also illustrates the unintended consequence of greater assistance program 
“targeting” in times of budget cuts – such as that which occurred in 2003 when $86 million of 
low income child care assistance was cut.  Ensuring that the most needy are held harmless in 
times of tightened program budgets is a natural policy impulse.  However by concentrating 
program resources over a smaller eligibility base and shortening phase out schedules, larger 
segments of the population are then subject to higher marginal tax rates problems. 
 
This graphical presentation also helps illustrate the coordination and synergistic effects existing 
programs do have.  As MFIP benefits phase out, the magnitude of tax credits available to this 
household increases resulting in a more or less even transition through higher incomes.  The same 
can be said of the Medical Assistance / Minnesota Care interaction. 

                                                 
10 State Plummets in Ranking of Child Care Generosity Minnesota Public Radio , January 29,2004 
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Conclusion and Recommendations for Future Investigation 
 

High effective marginal tax rates among low income households represent a powerful paradox in 
the design of assistance programs.  Policies that work to ensure that basic household needs are 
met also create barriers to greater economic security.  “Adequacy” policies can unintentionally 
reduce opportunity among the very classes it attempts to serve.   
 
While households at or below poverty lines may receive substantial political attention, it is the 
“near poor” and even middle class households which may face the brunt of the disincentives to 
earn problem.  Access to wage assistance program at near or fully subsidzed levels combined 
with earned income tax credits makes work pay for the lowest income households.  This is 
reflected in marginal tax rates below 20% for most households earning the annual equivalent of 
the current minimum wage or less.  However once the phase out of tax credit and wage assistance 
programs begin, the households routinely face potential MTR in excess of 60% and can exceed 
100%.  The problem is exacerbated when benefits are concentrated among the lowest income 
households which can result in crushing marginal tax rates for the near poor.   
 
High effective marginal tax rates also have implications for other policy debates like minimum or 
living wage laws.  The policy objectives and potential improvements in household welfare behind 
such proposals can be undercut by marginal tax rate effects.  In a study of marginal tax rate 
effects in Wisconsin, one home health care worker found her food stamps and housing assistance 
were reduced after receiving a legislatively mandated hourly wage increase, prompting her to say 
“it’s like being persecuted for getting a raise.”11 
 
The Minneapolis city council has passed a “living wage” ordinance requiring certain employers 
which obtain a certain amount of city subsidies to pay their employees at least $12.09 per hour if 
they do not provide employer based health insurance benefits.  Exhibit 7 compares total income 
and wage assistance under both the current minimum wage and under a living wage scenario for a 
single parent with a 30 month old child in Minneapolis accessing all programs for which the 
household is eligible.  Gross income would nearly double under a living wage and after tax 
income increases by approximately $9,600 dollars including credits.  However this single parent 
would lose approximately $6,000 in related wage assistance benefits.  The net effect is that 
household is only about $3,600 better off translating into a MTR of approximately 71%.  Similar 
living wage proposals should be examined in light of marginal tax rate effects. 

 
 
 

                                                 
11 Holt, Stephen and Romich, Jennifer.  “Marginal Tax Rates Facing Low Income Workers Who Participate in 

Means Tested Transfer Programs.”    Publication forthcoming in National Tax Journal 
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At Minimum Wage At Living Wage
Federal EITC 2662 944
Minnesota WFC 666 334
Federal Child Credit 269 1000
Federal Child and Dependent Care 0 870
Minnesota Child and Dependent Care 720 468
Minnesota Marriage Credit 0 0
Minnesota Property Tax Refund 434 364
Total Credits 4751 3980

MFIP 257 0
Medical Assistance 2820 0
MinnesotaCare 0 1200
Child Care 5200 2620
Food Support 0 0
WIC 804 0
Section 8 Housing 518 0
Energy Assistance 204 0
School Lunches 0 0
Total Wage Assistance 9804 3820
Total After Tax Income (inc credits) 11813 21416

Total Income and Wage Assistance 21617 25236

Exhibit 7
Net Changes to Total Income and Wage Assistance at "Living Wage"

 
 
 

All these model simulations reflect the potential of the problem based on the current economic 
design of the low income safety net.  These simulations overstate the actual MTR faced by real 
Minnesota households today since no household in the state takes advantage of all 16 programs 
under the specific assumptions incorporated into the model.  However, efforts exist in the state to 
improve program uptake by eligible households.  Success in these marketing and educational 
efforts has implications for the nature and extent of the “poverty trap” in Minnesota.  If program 
uptake improves, the extent of the disincentives to earn problem becomes worse. 

What Can Be Done? 
 

Many scholars have examined and documented marginal tax rate problems especially among 
lower income households.  Despite the attention the topic has generated, solutions to the problem 
are elusive.  There are two primary reasons why the problem is so seemingly intractable.   
 
First, MTR effects are heavily influenced by decisions made outside of state legislatures.  The 
federal government is a major player in affecting marginal tax rates both directly through the 
design of federal tax programs (like the federal EITC and child and dependent care credit) and 
indirectly through the size of block grants given to states for their assistance programs.  Even if a 
state made it a policy priority to address this issue, change is difficult to implement given the role 
and influence of the federal government. 
 
Second, and very much related, the simplest remedies will always require more money.  Any 
program that is phased out over higher incomes will contribute to MTR effects.  Thus, the most 
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straightforward strategy to reduce the severity is to phase out benefits more gradually and over 
greater levels of earned income.  Slowing phaseouts often lead to efficiency gains with 
progressive redistribution.  However, as phase out ranges increase, either program spending must 
increase or benefit levels must be reduced to cover more households.  Any additional proposed 
spending for income maintenance and safety net programs inevitably competes with other 
spending priorities such as transportation and education.   
 
Improving the design of the income support programs is a starting point.  Program rationalization 
offers potential benefits outside of MTR issues.  The multiplicity of programs—each with its own 
application processes and eligibility criteria—makes the current system expensive to administer.  
The challenges of navigating this complexity one of the primary reasons why uptake of these 
programs is lower than what might otherwise be expected.  Marginal tax rate problems add yet 
another incentive for thinking strategically about consolidating and aligning the economics of 
these programs.  Three particular design themes offer potential for improvement. 

 

Better Coordination and Integration 
Better coordination and integration appears great in theory but is difficult to achieve in practice. 
There are many barriers to synchronizing programs.  The large number of agencies, advocacy 
organizations and committees overseeing the system makes coordination efforts problematic.  
Politics also generally works against efforts as the desire to protect turf and budgets and cater to 
particular constituencies makes integration difficult. As noted tax policy expert Henry Aaron 
once stated, “the goal of simplicity has been singularly without appeal to the framers of our tax 
and welfare laws.12 

 
The new federalism which gives states more latitude and flexibility in the design of assistance 
programs offers some hope for modest improvement in program integration.  A recognition of 
MTR issues should be incorporated into any program design modifications to ensure new MTR 
problems are not unintentionally created.  Minnesota lawmakers have in the past demonstrated 
sensitivity to this issue.  For example the Minnesota legislature reformed the state working family 
credit into a two tiered design in response to very high MTRs and also adopted changes to MFIP 
program design to avoid piggy-backing of benefit phase outs.  More ambitious efforts to 
coordinate and integrate safety net programs would likely require federal waivers. 
 

Think Cash  
Federal and state tax codes have long been used to incentivize behavior.  The federal tax code 
provides about $500 billion each year in incentives to encourage socially-valued activities like 
homeownership, charitable contributions and work support.  These tax code provisions affect 
household behavior by linking household decisions to after-tax cash income effects.  The tax code 
is also a major source of supplemental cash assistance for lower income households through state 
and federal earned income tax credits.  
 
The success of the earned income tax credit is well documented.13  It has been shown to have 
large and positive effects on reducing welfare use and increasing employment among single 
parents. It has played a important role in increasing employment rates among low skilled workers.  
Its administrative costs (estimated 1% of payments) are low compared to other welfare programs 

                                                 
12 Forman, Jonathan. Making America Work Urban Institute Press, Washington DC  p. 172 
13 Wirtz, Ronald. “Anti Poverty Design - The Cash Out Option”  The Region  Federal Reserve Bank of 

Minneapolis, June 2003. 
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which can run as high as 15%.  Assistance in the form of supplemental cash has the attractive 
feature of allowing the recipient to determine the highest value use of the money for household 
spending decisions.   
 
Many economists believe that efforts to ensure households have access to basic needs would be 
better advanced by framing the issues as a lack of income than as a need for the subsidization of 
specific goods or services.  For example, in a 2002 report examining the causes of affordable 
housing problems in the Twin Cities, the Federal Reserve Bank of Minneapolis concluded that at 
its essence the affordable housing problem is a low income problem.  In other words, the best 
response to improve housing affordability is not to subsidize production or consumption of 
housing but to facilitate the ability of low income households to acquire non-housing necessities.  
The report concludes that the provision of cash and cash like assistance subsidies is the most 
effective way of assisting low income households from acquiring the goods and services that high 
housing costs crowd out.14   
 
Supplemental cash assistance has limitations in the context of obtaining merit goods.  Merit 
goods are something that society believes everyone should have whether or not they are willing 
or able to buy it – health care being a prime example.  The usual economic considerations in 
favor of cash transfers over in-kind subsidies may not apply to merit goods –especially in the 
context of welfare of children since they have little say over how the household adults spend the 
cash grant.  Nevertheless, there is considerable interest in the use of cash-like subsidies like 
vouchers to obtain these needs.  Others have called for the elimination of programs that subsidize 
the consumption of specific goods like the food stamp programs to free up resources for the 
expansion of cash-based income supplement programs.15 

 

Replace deductions and exemptions with universal refundable credits. 
Reforms to the way tax code benefits are provided to households also offers some potential for 
reducing marginal tax rate problems.  Even if a program has a long and gradual phase out period, 
the phase out itself will trigger some MTR effects.  One way to avoid this is to provide a 
universal credit available to all households.  By making these universal credits fully refundable, 
more of the benefit is targeted to lower income households. 
 
Refundable credits are an alternative to exemptions, exclusions, and deductions within the tax 
code.  Over 80% of tax code incentives operate through deductions, exemptions and exclusions 
that link the size of the tax break to a household’s marginal tax bracket.  As a result, the 
incentives are more valuable to households in higher tax brackets since they reduce tax liability.  
For example, the current personal exemption is worth $924 to taxpayers in the 28% federal tax 
bracket but just $330 to taxpayers in the 10% bracket.   
 
Many researchers have noted that the combination of highly targeted credits combined with non-
refundable credits and exemptions creates a “U-shaped” benefits curve.  Higher and lower income 
households receive the greatest benefits while lower and middle class households receive little if 
any benefit.  For example, one study concluded that the largest child–related tax benefits are 
concentrated in the $10,000 - $12,000 and $75,000 - $100,000 ranges of earned income.16  

                                                 
14Feldman, Ron.  “The Affordable Housing Shortage: Considering the Problem, Causes, and Solutions”  The 

Region. Federal Reserve Bank of Minneapolis,  September 2002. 
15Forman, Jonathan  Making America Work Urban Institute Press Washington DC p. 180 
16Ellwood, David and Liebman, Jeffrey.  “The Middle Class Parent Penalty: Child Benefits in the U.S. Tax 

Code” National Bureau of Economic Research.  Working Paper 8031.  December 2000. 
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For some socially-beneficial activities like charitable contributions, the use of deductions may be 
an advantageous approach encouraging high income households to give more.  For others, such as 
the purchase of a home, it makes much less sense.  Exemptions and deductions exclude many low 
and moderate income households who have no tax liability to offset.  According to the Brookings 
Institution, more than 35% of households during any give year have no income tax liability, and 
these households are home to almost half of all American children.  Eighty percent of children in 
single parent households live in households that have no income tax liability in any given year.17 
 
For those provisions intended to promote socially-valued activities like work support, the use of 
exemptions and deductions misses opportunity to increase efficiency.  The value of refundable 
credits does not depend on a household’s marginal tax bracket.  A tax credit of $100 is worth 
$100 regardless of earnings.  It ensures uniformity and equity since the same incentive is 
provided to all households.  Refundability ensures that households receive the full value of that 
credit, even if it exceeds their income tax liability.  It is the only way to ensure an incentive or 
benefit reaches households with no positive income tax liability.  
 
Economists who have studied marginal tax rate problems have developed many proposals that 
combine these three themes of program consolidation, cash-orientation, and full refundability.  
One of the more interesting proposals is the Unified Universal Child Credit (UUCC), an 
integrated work-conditioned tax credit for households with children.18  The UUCC would  
transform the current federal child exemption into a tax credit and combines it with the EITC, the 
federal child credit and the additional child credit (the refundable portion of the federal credit) 
into a single refundable tax credit.  Although design specifics would affect the degree of 
influence, the UUCC would help reduce the MTR problem faced by many low wage households 
by eliminating part of the EITC’s benefit reduction.  It could be designed to merge seamlessly 
with tax based benefits for children available to those in the middle income tax bracket while at 
the same time enabling more lower-income households to take advantage of non refundable 
credits available to higher income households like the dependent care credit and other credits for 
education and care of elderly.  Administratively, it would simplify the EITC by merging the 
credit directly with the income tax structure and provide an incentive for low income households 
to report all earnings. 

 

Shifting from Adequacy to Opportunity 
 

The premise behind income tested assistance programs is to ensure adequate support to meet 
basic needs.  However the high marginal tax rates associated with income-tested programs means 
that adequacy policies often erect barriers to self sufficiency and reduce opportunity among the 
very classes it works to serve.   
 
As a result, income maintenance programs are a necessary but insufficient condition for economic 
self sufficiency.  To move up the economic ladder, households must be able to accumulate assets 
and savings as well.  Savings not only provide an economic cushion for difficult circumstances 
but also can be used to invest in appreciable assets or activities that support higher earning 
potential like education or a small business.   

                                                 
17 Reforming Tax Incentives into Uniform Refundable Credits, Brookings Institution Policy Brief, August 2006, 

Washington, DC 
18 Sawicky, Max. “Giving Tax Credit Where Credit is Due”  Working Paper,  Economic Policy Institute, April 

2000. 
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Lower income households may have difficulty saving since their available income is often tied up 
in purchase of basic necessities.  In addition, there is concern among lower income households 
that acquiring savings would negatively affect eligibility for means tested programs.  Thus, even 
when low income households are able to generate savings, they may be unwilling to do so. 
 
Policies to promote savings and asset building are not new; however, the benefits of these polices 
accrue to wealthier households.  Almost 60 percent of federal tax expenditures reflect subsidies to 
asset building in the form of tax deductions for interest and capital gains on homeownership, 
pension accounts, and tax benefits to stock and bond holders. More than half of homeownership 
tax benefits and two-thirds of pension tax benefits go to families with incomes above $100,000.  
Some economists argue that part of the rationale for using public resources to promote savings 
and asset accumulation for the poor is that these higher income households already receive 
substantial subsidies for asset accumulation through tax benefits.19   
 
The primary programmatic vehicle to build wealth among lower income households is the 
relatively new Individual Development Account (IDA).  Structured similarly to 401k plans, IDA 
programs are savings accounts that provide matching funds to encourage and promote savings.  
Every dollar a participant contributes to his /her account is matched with one to three dollars from 
other sources.  Accountholders are required to use the savings generated for specific investment 
activities such as continuing education, starting a business, or buying a home.  IDA programs 
typically set annual caps and establish minimum savings periods before which participants can 
withdraw without losing matching funds.  Most programs also require that accountholders receive 
financial management training to develop the necessary skill sets for economic self sufficiency.  
They are typically administered by non-profit organizations in partnership with financial 
institutions. Importantly, assets built through these programs do not affect eligibility requirements 
for traditional income maintenance programs. 
 
The greatest challenge in funding IDA programs is securing a portfolio of funding that covers 
both program administration and matching costs while complying with programs restrictions of 
each funding source.  Three main sources of funding are federal funds, state funds and private 
sources: 
 
• Federal funds -  Funds from seven different federal programs can be used to support IDA 

accounts.20 In addition to competitive grants from a program administered by the Department 
of Health and Human Services specifically for IDAs, funds from other programs such as 
TANF and community development block grants can be used for administering or funding 
IDAs. 

• Direct state funds.  Several states tap their general funds through direct appropriations or 
through tax credits  

• Private sources – Numerous philanthropic organizations provide funding to community 
organizations administering IDAs.  The availability of tax credits provides further incentive 
for individuals and businesses to contribute. 

 
Minnesota’s own statewide foray into IDAs is the “Family Assets for Independence in 
Minnesota” (FAIM)  program.  Created in 1998 with bipartisan support, the FAIM program was 

                                                 
19 Assets for the Poor: The Benefits of Spreading Asset Ownership. Edited by Thomas Shapiro and Edward 

Wolff. New York: Russell Sage Foundation, 2001 
20 Miller, Michelle.  Encouraging Savings: “Financing Individual Development Accounts”  The Finance Project, 

October 2002 
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launched in 2000 as a four year pilot project.  The Minnesota Legislature appropriated $1 million 
for matching funds which were matched by $500,000 in federal funds and $500,000 in private 
funds.  Over the course of four years, 718 accountholders saved over $550,000 which was 
matched by nearly $900,000 to help reach asset goals.  Over this period 119 accountholders 
purchased a home, 111 established a small business, and 105 pursued post secondary education.21 
 
The experiences of the FAIM pilot program reinforce the notion that one size fits all policies for 
assistance are not optimal.  Many households are not “asset ready” in the sense that they need 
financial coaching to help with debt reduction and credit repair.  Some need every available dollar 
to meet current spending needs or to pay off debt.  Yet the evaluation report concluded that the 
majority of families were able to save in spite of their challenging situations. 
 
It is worth noting the comparative difference in spending between traditonal income maintenance 
programs and asset building programs.  The state continues to commit $500,000 annually or $1 
million per biennium to IDA account administration and matching.  In contrast state expenditure 
on MFIP and child care programs alone totaled approximately $145 million in 2005. 
 
Should Minnesota wish to embark on a more ambitious effort to supplement traditional income 
maintenance programs with asset-oriented programs, the experiences of other states in IDA offer 
some policy ideas.  One approach is to offer tax credits to individuals and businesses who make 
charitable contributions to IDA accounts for program administration and matching.  As of 2004 
10 states offered credits ranging from 5% - 75%.  The experience of these states suggest that IDA 
tax credits can be a useful tool to widen the base of interest in IDAs and help create a more 
sustainable funding stream.22 

Conclusions 
 
Knowing the size and distribution of high MTRs could help policy makers and researchers better 
understand the relationship between earnings and financial well-being of households.  But 
calculating the actual distribution of MTRs faced by Minnesota households is currently an 
impractical task.  Creating such estimates requires both household level tax data and program 
participation data.  As the state of Wisconsin has demonstrated, it is possible with some effort to 
create a unique data set which merges necessary tax and program administrative data to calculate 
a population distribution of MTRs.23   Federal and state governments invest considerable sums in 
these assistance programs.  Given the potential value in helping policymakers understand the 
possible impact of changes to individual programs to the overall system of support and improve 
overall spending efficiency, the creation of such a dataset in Minnesota has considerable merit.  
 
High marginal tax rates can be a real and potentially significant impediment to improving the 
economic self sufficiency of lower income households and families.  Our analysis concludes that 
based on the benefits adjusted marginal tax rates commonly exceeds 100% based on household 
program eligibility.  Actual marginal tax rates experienced by households are lower due to the 
fact that actual household use of these 16 programs is much less than 100%.  Nevertheless a 
typical set of assistance programs targeting food, medical insurance, child care and supplemental 
cash routinely creates MTR in excess of 70%.  

                                                 
21 “FAIM 1 Pilot Program Results January 2000 – June 2004”   Family Assets for Independece in Minnesota. 
22 Gunn, Gena. “Tax Credits and IDA Programs” Center for Social Development,  Washington University July 

2003. 
23 Holt, Stephen and Romich, Jennifer.  “Marginal Tax Rates Facing Low Income Workers Who Participate in 

Means Tested Transfer Programs.”    Publication forthcoming in National Tax Journal 
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The magnitude and extent of the problem as reflected in actual MTRs faced by real Minnesota 
households is essentially unknowable.  The fragmented nature of work support and assistance 
programs, the influence of household demographics, and the relative lack of information on 
programs and program combinations actually used by households makes such calculations 
practically impossible.  However, this lack of understanding should not discourage efforts to 
create a more economically rational health and human service safety net. 
 
Our model illustrates the influence of subsidies for medical care and child care.  While the 
importance of the programs with respect to supporting and enabling work is generally well 
recognized, the work incentives and disincentives created by their economic designs are less well 
understood.  The policy impulse to “hold harmless” the most needy in times of budget restraint by 
concentrating resources can substantially reduce the economic gain from work for many low and 
even moderate income households and can have important implications for household planning 
and efforts to achieve economic self-sufficiency. 
 
Solutions are not easy to come by.  Extending phase-out schedules requires either additional 
spending or a willingness to reduce the absolute level of benefits to accommodate larger numbers 
of clients.  Both are politically challenging and both only reduce MTR effects.  Creating a 
universal benefit eliminates the MTR problem as it pertains to a particular assistance program but 
is likely to be expensive.  Moreover, the role and influence of the federal government confounds 
the best efforts by states to address these issues.  However even if MTR effects can’t be 
eliminated, the knowledge of their present structure can be useful to policymakers in deciding 
how to better rationalize the overall design of assistance programs and where to best spend 
incremental dollars.  
 
The same diversity that makes estimating MTR among households so challenging also illustrates 
the need to create additional flexibility in program design to allow households latitude to tailor 
assistance to best fit their economic circumstances.  Cash-based assistance through refundable 
credits creates greater flexibility but even these more efficient program designs have limits.  
Programs which incentivize asset building and saving can be an important complement to these 
traditional income support programs.  Having the ability to dedicate some portion of a refundable 
credit into a matching savings account—which does not decline with higher earned incomes—
enables assistance programs to be more responsive to the unique economic circumstances and 
conditions individual homeowners face.  This ability to invest in asset building and education 
may be especially valuable for households who have risen above federal poverty levels but find 
themselves in high MTR situations where there is little or no economic gain from working harder 
or longer in their current occupations. 
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Appendix A:  Overview of Assistance Programs Contained in the Minnesota Working Family 
Model 

Minnesota Family Investment Program 
Description 
Minnesota’s version of the federal Temporary Assistance for Needy Families (TANF), itself a 1996 
reform of the former AFDC federal program. 
 
Funding Sources and Administration 
Federal and state, administered by counties. 
 
Population Served and Eligibility 
Target population: low-income families with children.   
 
Administrative requirements: Minnesota resident; either U.S. citizen, or non-citizen lawfully resident 
in the United States; assign all rights to child support, spousal support, child care support and medical 
supports to the state as pass-through to recipients; and received less than 60 months of AFDC or 
MFIP assistance since July 1, 1997. 
 
Eligibility—Employment Component 
“Work activity” each week, broadly defined to include employment, unpaid work experience, job 
searching, job readiness education, job skills training directly related to employment, and certain 
other limited activities.  Time requirements are 30 hours per week for 8 weeks, then: 

Number of 
Parents in Familiy  

Number of 
Children Under 

Age 6 
Hours of Work 

Activity Per Week 
1 1 or more 20 to 35 
1 0 30 to 35 
2 Any number At least 55 

Eligibility—Income Limits 
Income limits for MFIP participants vary according to family size and whether there is an unrelated 
member who does not meet one of the statutory exceptions (boarder, a minor child < 18, or recipient 
of public assistance benefits).  Income limits are also calculated differently for entry into the program 
versus continuation in the program.  
 
Household income calculation for entry into the program: 

    Gross earned income  
  18% of gross earned income  

 actual dependent (child) care costs paid, (capped at $200 per month for children under 
          age 2, $175 per month for each child aged 2+) 
 child support payments made by an applicant for children outside the family unit. 
 allocation for the unmet need of an ineligible spouse or dependent 
+ all unearned income that is not otherwise specifically excluded 
= Net monthly income 

 
For continued eligibility in the program, net income is calculated as: 

   Gross earned income  
 37% of gross earned income  
= Net monthly income 
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The table below provides the entry and exit points for MFIP, by family size and household relation 
(where appropriate). 
 

MFIP Monthly Income Limits, Effective October 1, 2005 through September 30, 2006 
 Earnings After Disregard 
 Program Entry Program Exit 

Family Size Transitional Shared 
Household 

Family Wage 
Level 

1 $382 $357 $420 
2 679 635 747 
3 884 831 972 
4 1,046 984 1,151 
5 1,193 1,123 1,312 
6 1,365 1,288 1,502 
7 1,488 1,403 1,637 
8 1,641 1,549 1,805 
9 1,791 1,693 1,970 

10 1,936 1,833 2,130 
Over 10 additional 144 additional 139 additional 158 

Source: House Research 
 
If net monthly income < appropriate standard for the appropriate family size, household is eligible for 
MFIP assistance. 
 
Eligibility—Asset Limits 
For initial qualification:  $2,000 or less in assets 
Continuing participants:  $5,000 or less in assets 
Some items that are excluded from the calculation of assets: homes, ordinary household goods, loan 
value of vehicles up to $7,500, assets used to produce income for self-support.   
 
Premiums Paid by Recipient 
None. 
 
Calculation of Benefits 
Benefits are calculated differently depending on whether the recipient household has income.   
1. If the recipient household has no income, its MFIP benefit is equal to the transitional 
standard. 
2. If the recipient household has income, then the benefits are calculated as follows: 
 

    Family wage level 
 Net household income 
= MFIP benefit 

 
To illustrate, assume a family of four, already in the MFIP program, with household income of 
$1,100 per month. 
 
Step 1: Calculate earnings after disregard 
 

    Monthly earnings   $1,100 
 Earned income disregard (37%)      407 
= Earnings after disregard  $   693 

 
Step 2: Calculate grant 
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    Family wage level   $1,151 
 Earnings after disregard       693 
= MFIP benefit    $   458 

 
Households leave MFIP after 60 months of benefits or when their household income reaches the 
family wage level (15% above the federal poverty level). 
 
Fiscal and Usage Data 
 

Minnesota AFDC/MFIP Recipients and Costs: 1996 - 2005 

Fiscal Year   

Monthly 
Average 

Number of 
Persons   

Total Annual 
Cost   

Federal 
Dollars   State Dollars   

County 
Dollars   

1996 174,478 $344,360,240 $187,469,924 $135,439,720 $21,450,596 
1997 161,736 317,146,651 172,073,317 125,478,002 19,595,332 
1998 152,480 317,052,729 184,854,278 132,198,452 0 
1999 135,642 335,887,283 236,485,394 99,401,889 0 
2000 126,004 311,508,280 217,415,353 94,092,927 0 
2001 121,323 304,469,398 198,041,221 106,428,177 0 
2002 127,578 321,887,947 249,609,388 72,278,559 0 
2003 129,443 336,116,332 283,371,388 52,744,944 0 
2004 125,436 319,321,527 250,387,622 68,933,905 0 
2005 112,970 288,248,835 209,665,750 78,583,085 0 
Source: Fiscal Facts for Minnesotans, Minnesota Taxpayers Association from various DHS publications 
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Medical Assistance 
Description 
Affiliated with the federal “Medicaid” program, Medical Assistance provides health care services to 
low-income Minnesotans. 
 
Funding Sources and Administration 
Funded jointly by the federal and state governments.  Administered jointly: federal Department of 
Health and Human Services sets broad rules and guidelines, Minnesota Department of Human 
Services administers the plan at the state level, and county human services agencies determine 
eligibility. 
 
Population Served and Eligibility 
Target population: low-income families and individuals.   
 
Administrative requirements: Minnesota resident; either U.S. citizen, or non-citizen lawfully resident 
in the United States.  Persons must also fall into one of the following eligible categories of 
individuals: families with dependent children; pregnant women; children under age 21; aged, blind 
and disabled persons; children eligible for or receiving state or federal adoption assistance payments; 
or persons with excess income belonging to a group eligible for Medical Assistance coverage who 
qualify by spending down their income.  
 
Eligibility—Income Limits 
Income and asset limits for Medical Assistance participants vary according depending on age, family 
size, and whether someone is blind, disabled or pregnant.  For eligibility purposes, Medical 
Assistance calculates household unit incomes on a gross basis; i.e. before taxes, with some minor 
disregards. 
 
The following table details the monthly household income limits for participation in Medical 
Assistance for the 2006-07 state fiscal year.  Note that this table is incomplete since it does not 
include the aged, blind or disabled; or certain Medicare beneficiaries.  Those groups are beyond the 
scope of this study, which is limited to working families. 
 
Monthly Household Income Limits for Medical Assistance Eligibility, by Eligible Category and 

Household Size, Effective July 1, 2006 through June 30, 2007 
 Children   

Category  
Income Limit  

Child < age 2 
(280% of FPG*) 

 Child aged 2-18 
(170% of FPG) 

Child aged 19-20 
(100% of FPG) 

Pregnant women 
(275% of FPG) 

Parents 
(100% of FPG) 

Household Size      
1 $2,287 $1,225 $817 NA $817 
2 3,081 1,650 1,101 $3,026 1,101 
3 3,875 2,075 1,385 3,806 1,385 
4 4,669 2,500 1,669 4,586 1,669 
5 5,463 2,925 1,953 5,366 1,953 
6 6,257 3,350 2,237 6,146 2,237 
7 7,051 3,775 2,521 6,926 2,521 
8 7,845 4,200 2,805 7,706 2,805 
9 8,639 4,625 3,089 8,486 3,089 

10 9,433 5,050 3,373 9,266 3,373 
Over 10  additional 794  additional 425 additional 284 additional 780 additional 284 

Source: Minnesota Department of Human Services (DHS) 
*FPG = Federal Poverty Guidelines 
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Individuals with incomes over these limits (but who qualify in all other respects) can also qualify for 
Medical Assistance through a spenddown.  Under a spenddown, an individual must incur medical 
bills in an amount that is equal to or greater than the amount by which the individual’s income 
exceeds the spenddown limit of 100 percent of the federal poverty guidelines for each of these 
eligible groups. 
 
Eligibility—Asset Limits 
For a household of one person:  $10,000 or less in assets 
For a household of two or more persons:  $20,000 or less in assets 
Some items that are excluded from the calculation of assets: homes, ordinary household goods, motor 
vehicles for persons employed or seeking employment, capital and operating business assets up to 
$200,000 and individual retirement accounts.   
 
Note that pregnant women and children are exempt from the asset limit.  
 
Premiums Paid by Recipient 
None 

 
Calculation of Benefits 
Numerous in-patient and out-patient benefits are available thorough Medical Assistance.  Both House 
Research and the Department of Human Services have information about these services on their 
websites (http://www.house.leg.state.mn.us/hrd/ and http://www.dhs.state.mn.us/ , respectively).  
Medical Assistance recipients are required to make the following co-payments for these services: 
 

Co-payments Required by Medical Assistance 
Service or Item Provided Co-Payment 

Non-preventative visit $3 
Services delivered in an ambulatory setting by a physician or physician 

ancillary, chiropractor, podiatrist, nurse midwife, advanced practice 
nurse, audiologist, optician or optometrist $3 

Eyeglasses $3 
Non-emergency visit to a hospital emergency room $6 
Prescriptions $3 for brand name 

$1 for generic 
$20 per month cap 

Source: House Research. 
 
Fiscal and Usage Data 

Medical Assistance Recipients and Costs: 1996 - 2005 

Fiscal Year 

Monthly 
Average 
Eligibles 

Total Annual 
Payments 

Federal 
Payments 

State 
Payments 

County 
Payments 

1996 428,467 $2,804,765,937 $1,510,883,089 $1,130,072,465 $155,230,668 
1997 414,467 2,797,123,122 1,507,656,874 1,141,353,384 143,509,842 
1998 387,891 2,917,280,324 1,540,548,206 1,219,199,763 153,798,407 
1999 370,054 2,997,342,458 1,546,436,542 1,284,963,033 162,684,867 
2000 367,737 3,233,037,250 1,663,241,882 1,381,055,009 178,103,455 
2001 378,884 3,582,007,369 1,827,695,691 1,509,852,115 226,283,942 
2002 403,668 4,136,273,027 2,075,340,640 1,957,751,445 85,005,321 
2003 442,595 4,760,984,422 2,370,615,539 2,244,718,414 128,316,750 
2004 463,650 4,991,493,610 2,633,416,401 2,260,593,309 85,264,425 
2005 482,861 5,193,157,519 2,586,420,299 2,463,586,966 124,887,148 

Source: Fiscal Facts for Minnesotans, Minnesota Taxpayers Association from various DHS publications 
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MinnesotaCare 
Description 
Provides state-subsidized health care services to Minnesotans meeting the eligibility requirements. 
 
Funding Sources and Administration 
Federal, state and enrollee (through co-pays and premiums); administered by Minnesota Department 
of Human Services. 
 
Population Served and Eligibility 
Target population: low and moderate income families and individuals who are ineligible for Medical 
Assistance.   
 
Administrative requirements: Minnesota resident; either U.S. citizen, or non-citizen lawfully resident 
in the United States; Social Security number (exemption for religious objections); not have had health 
insurance for at least four months; and not be able to get health insurance through an employer who 
offers to pay at least half the monthly cost for at least 18 months.  Persons without children or whose 
children are older than 21 are also required to have lived in Minnesota for six months.  Individuals are 
prohibited from refusing Medicare coverage in order to qualify for MinnesotaCare 
 
Eligibility—Income Limits 
Income and asset limits for MinnesotaCare participants vary according depending on age and status 
as a parent.  For eligibility purposes, MinnesotaCare calculates household unit incomes on a gross 
basis; i.e. before taxes, again with some minor disregards.  The following table describes the different 
categories and their eligibility criteria. 
 

Eligibility Criteria for MinnesotaCare 
Eligible Categories Household 

Income Limit 
Other Eligibility Criteria Cost to Enrollee 

Children from lower 
income families 150% of FPG* 

Not otherwise insured for the covered 
services; residency requirement 

Annual premium 
of $48 per child 

Other children; 
pregnant women 

275% of FPG 

No access to employer-subsidized 
coverage; no other health coverage; 
residency requirement 

Premium based 
on sliding scale 

Parents and relative 
caregivers 

275% of FPG 

No access to employer-subsidized 
coverage; no other health coverage; 
residency requirement; asset limit 

Premium based 
on sliding scale 

Single adults, 
households without 
children 175% of FPG 

No access to employer-subsidized 
coverage; no other health coverage; 
residency requirement; asset limit 

Premium based 
on sliding scale 

Source: House Research. 
* Federal Poverty Guidelines 
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The following are the monthly household income limits for MinnesotaCare eligibility for the state’s 
2006-07 fiscal year: 
 

Monthly Household Income Guidelines for MinnesotaCare,  
Effective July 1, 2006 through June 30, 2007 

Household 
Size 

Lower Income Families – 
Children Only 

Adults without Children Families with Children; 
non-Lower Income 

Children 
1 $1,225 $1,430 $2,246 
2 1,650 1,926 3,026 
3 2,075 Not Eligible 3,806 
4 2,500 Not Eligible 4,586* 
5 2,925 Not Eligible 5,366* 
6 3,350 Not Eligible 6,146* 
7 3,775 Not Eligible 6,926* 
8 4,200 Not Eligible 7,706* 
9 4,625 Not Eligible 8,486* 

10 5,050 Not Eligible 9,266* 
Over 10  additional 425 Not Eligible additional 780* 

Source: Minnesota Department of Human Services (DHS) 
*Note: At these income levels, parents are ineligible for MinnesotaCare, but children remain eligible. 

 
Eligibility—Asset Limits 
For a household of one person:  $10,000 or less in assets 
For a household of two or more persons:  $20,000 or less in assets 
Some items that are excluded from the calculation of assets: homes, ordinary household goods, motor 
vehicles for persons employed or seeking employment, capital and operating business assets up to 
$200,000 and individual retirement accounts.   
 
Note that pregnant women and children are exempt from the asset limit.  
 
Premiums Paid by Recipient 
MinnesotaCare charges program recipients a monthly premium.  The premium is set on a sliding 
scale; with a charge ranging from 1.5% to 9.8% of gross family income and a minimum monthly 
premium of $4 per person.  Children from lower income families (at 150% of the federal poverty 
guidelines or below) pay the minimum monthly premium regardless of income, although their parents 
may be charged more than the minimum.  The most recent premium table published by the Minnesota 
Department of Human Services is summarized on the following page. 
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Monthly Premiums for MinnesotaCare, Effective July 1, 2006 through June 30, 2007 
 Household Size*# 

Gross 
Monthly 
Income 

1 2 3 4 5 

$0 $4 $8 $12 $12 $12 
$250 4 8 12 12 12 
$500 9 8 12 12 12 

$1,000 36 23 18 18 18 
$1,500 80 65 54 35 35 
$2,000 167 106 86 71 56 
$2,500 Not Eligible 209 133 107 90 
$3,000 Not Eligible 295 208 160 129 
$3,500 Not Eligible Not Eligible 345 240 186 
$4,000 Not Eligible Not Eligible Not Eligible 336 276 

*Does not address cases including lower-income children.  In those cases, determine the adult premium, and then add $4 per 
child. 

# Assumes all family members are enrolled in MinnesotaCare. 
Source: Minnesota Department of Human Services (DHS) 
 

Calculation of Benefits 
There are three sets of benefits available to program participants, depending on the eligibility 
category.  House Research has prepared a summary table reproduced below. 
 

MinnesotaCare Covered Services and Cost-Sharing 
Eligible 

Categories 
Income 

Limitation 
Covered 
Services 

Benefit Limitations Cost-Sharing 

Pregnant women 
and children 

None 

Medical 
Assistance 
(MA) benefit 
set None None 

Parents 

175% FPG* 
Most MA 
services 

Limits on dental services 
and $500 cap 
Limits on outpatient 
mental health services 

$25 eyeglasses 
$3 prescriptions 
50% restorative dental 

Parents 

275% FPG 
Most MA 
services 

Limits on dental services 
and $500 cap 
$10,000 annual limit for 
inpatient hospital 
Limits on outpatient 
mental health services 

$25 eyeglasses 
$3 prescriptions 

Adults without 
children 

75% FPG 
Most MA 
services 

Limits on dental services 
and $500 cap 
$10,000 annual limit for 
inpatient hospital 
Limits on outpatient 
mental health services 

$25 eyeglasses 
$3 prescriptions 
10% inpatient hospital, up 
to $1,000 
50% restorative dental 

Adults without 
children 

175% FPG 

Limited 
benefit set: 
inpatient 
hospital, 
physician and 
other 
specified 
services 

$10,000 annual limit for 
inpatient hospital 
$5,000 annual limit for all 
other services 

$50 emergency room 
10% inpatient hospital, up 
to $1,000 
$5 nonpreventative visits 
$3 prescriptions ($20/ 
month max) 

Source: House Research. 
* Federal Poverty Guidelines 
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Fiscal and Usage Data 
MinnesotaCare Recipients and Costs: 1996 - 2005 

Fiscal Year 

Monthly 
Average 

Enrollees 
Medical 

Payments 

Revenue from 
Enrollee 

Payments Federal Total Net Cost 
1996 90,199 $84,802,158 $17,423,732 $18,018,882 $49,359,544 
1997 96,229 107,118,680 19,199,105 17,249,691 70,669,884 
1998 101,701 119,747,695 21,312,888 19,709,638 78,725,169 
1999 106,552 164,473,128 26,777,698 38,153,055 99,542,375 
2000 113,373 207,746,962 32,855,069 60,015,284 114,876,609 
2001 127,245 261,127,797 37,796,238 72,957,898 150,373,661 
2002 143,832 372,798,856 38,688,457 128,623,153 205,487,246 
2003 154,290 448,905,357 42,725,000 148,035,513 258,144,844 
2004* 148,505 486,637,906 41,310,283 175,170,956 270,156,667 
2005 141,820 409,086,565 38,972,178 142,860,899 227,253,488 
* Fiscal year 2004 includes 13 monthly payments. 
Source: Fiscal Facts for Minnesotans, Minnesota Taxpayers Association from various DHS publications 
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Child Care Assistance Programs 
Description 
Child Care Assistance Programs provide child care subsidies to low-income Minnesota families with 
children.  Services are provided through two different programs.  MFIP participants have child care 
funded while in the program, and funding continues for 12 months after leaving the MFIP program.  
Persons not in MFIP or in the MFIP transitional year may participate in the Basic Sliding Fee (BSF) 
child care program.  MFIP and transitional year participants are guaranteed funding; participation in 
the BSF program is limited by total funding.   
 
Funding Sources and Administration 
Both programs are funded jointly by the federal and state governments.  Administered jointly: federal 
Department of Health and Human Services sets broad rules and guidelines; Minnesota Department of 
Human Services provides technical support and centralized services, while counties administer the 
program. 
 
Population Served and Eligibility 
Target population: low-income families and individuals.   
 
MFIP and Transitional Year Administrative and Eligibility Requirements:  same as those described 
earlier for MFIP. 
 
Basic Sliding Fee Administrative requirements: All parents in household must participate in an 
authorized work, education or training activity and cooperate with child support enforcement.  U.S. 
citizenship is not required, but federal money cannot be expended on behalf of non-citizens.   
 
Basic Sliding Fee Eligibility—Income Limits 
Families earning 175 percent of the federal poverty guidelines or less are eligible for entry into the 
Basic Sliding Fee program.  Families leave the program when household income is 250 percent of the 
federal poverty guidelines, or when their copayment exceeds their cost of care. 
 

Monthly Household Income Guidelines for Child Care Assistance Program Eligibility,  
Effective as of January 1, 2006 

 MFIP BSF 
Family Size Entry Exit Entry Exit 

2  up to $675  over $743  up to 1,926 over 2,673 
3 876 964 2,422 3,352 
4 1,036 1,140 2,918 4,031 
5 1,180 1,298 3,414 4,710 
6 1,350 1,485 3,910 5,390 
7 1,472 1,619 4,406 6,069 
8 1,623 1,785 4,902 6,748 
9 1,772 1,949 5,398 7,427 

10 1,915 2,107 5,894 8,106 
Source: House Research and Minnesota Department of Human Services. 

 
Basic Sliding Fee Eligibility—Asset Limits 
None. 
 
Co-payments Paid by Recipient 
Families whose annual income are above 75% of the federal poverty guidelines are required to make 
a monthly co-payments, regardless of the child care assistance program in which they are 
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participating.  Income guidelines with minimum and maximum guidelines by family size are as 
follows: 
 

Co-payment Schedule for Child Care Assistance, as of January 1, 2006 
 Annual Income Monthly Copayment 

Family Size 75% of FPG* 250% of FPG Minimum Maximum 
2  $802 $2,673 $5 $481 
3 1,006 3,352 5 603 
4 1,209 4,031 5 726 
5 1,413 4,710 5 848 
6 1,617 5,390 5 970 
7 1,821 6,069 5 1,092 
8 2,024 6,748 5 1,215 
9 2,228 7,427 5 1,337 

10 2,432 8,106 5 1,459 
* Federal Poverty Guidelines 
Source: House Research and Minnesota Department of Human Services. 

 
 

Benefits 
Current state statute (Minnesota Statutes 2005, 119B.13) requires the commissioner of human 
services to survey child care rates by county at least every two years.  The maximum benefit to be 
paid is to equal the 75th percentile for like-care arrangements by county.  The 2006 Legislature 
mandated a 6% increase in the maximum county rates that were set January 1, 2006; effective July 1, 
2006.  The range of maximum weekly child care rates, as reported by development region is as 
follows: 
 

Range of Weekly Family Child Care Rates by Region and Age of Child, as of July 1, 2006 
Region Infant Toddler Pre-school School age 

 Minimum Maximum Minimum Maximum Minimum Maximum Minimum Maximum 
1 94.37 107.86 94.37 107.86 94.37 107.86 94.37 106.00 
2 106.00 119.78 106.00 116.60 106.00 116.60 106.00 116.60 
3 121.34 134.82 119.25 134.82 107.86 134.82 107.86 134.82 
4 94.37 121.34 94.37 107.86 94.37 107.86 94.37 107.86 
5 113.25 132.50 106.00 132.50 106.00 132.50 106.00 121.34 

6E 107.86 121.34 107.86 121.34 107.86 115.94 106.00 121.34 
6W 99.77 107.86 97.07 107.86 94.37 107.86 94.37 107.86 
7E 107.86 134.82 106.00 132.50 106.00 132.50 97.07 121.34 
7W 107.86 134.82 107.86 118.65 102.46 107.86 97.07 107.86 
8 92.75 121.34 92.75 119.25 92.75 119.25 92.75 119.25 
9 97.07 134.82 94.37 121.34 94.37 121.34 94.37 121.34 

10 121.34 151.00 107.86 138.05 107.86 134.82 106.00 132.50 
11 134.82 167.17 124.03 160.17 113.25 145.60 107.86 134.82 

Source: Minnesota Department of Human Services. 
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Range of Weekly Center Child Care Rates by Region and Age of Child, as of July 1, 2006 
Region Infant Toddler Pre-school School age 

 Minimum Maximum Minimum Maximum Minimum Maximum Minimum Maximum 
1 107.86 134.82 102.46 113.25 91.68 107.86 107.86 119.25 
2 -- 212.00 121.90 212.00 116.60 151.05 80.89 159.00 
3 145.60 194.14 124.03 161.79 134.82 148.30 118.65 153.70 
4 140.22 151.00 113.25 145.60 115.94 129.43 98.42 129.43 
5 92.75 134.82 121.34 134.82 118.65 134.82 121.34 134.82 

6E 142.04 212.00 118.65 145.60 113.25 127.27 107.86 127.20 
6W 119.25 121.34 -- 108.65 -- 108.65 108.65 113.25 
7E 145.60 185.51 124.03 155.31 107.86 144.53 107.86 134.82 
7W 163.94 183.36 145.60 160.71 133.74 145.60 112.17 124.03 
8 136.17 169.88 129.43 153.69 124.03 134.82 116.60 134.82 
9 129.43 161.79 121.34 144.53 108.94 140.22 108.94 132.50 

10 146.28 237.28 128.26 196.30 107.06 167.17 110.24 161.79 
11 230.82 277.19 200.62 226.50 177.96 203.85 161.79 190.91 

Source: Minnesota Department of Human Services. 
 
Fiscal and Usage Data 

Child Care Assistance Recipients and Costs: 1999 - 2005 

Fiscal 
Year 

Monthly 
Average 
Eligibles 

Monthly 
Average 
Cost per 
Family 

Total Annual 
Payments 

Federal 
Payments 

State 
Payments 

County 
Payments 

1999 20,951 $607.87 $152,827,916 $48,540,773 $99,374,403 $4,912,740 
2000 19,755 670.78 159,014,138 67,927,209 88,145,000 2,941,929 
2001 20,762 723.64 180,286,202 101,611,404 75,733,153 2,941,645 
2002 21,307 789.63 201,900,915 84,660,918 114,298,762 2,941,235 
2003 22,738 826.30 225,460,963 95,977,854 126,547,993 2,935,116 
2004 18,325 786.31 172,909,280 72,313,494 97,648,786 2,947,000 
2005 16,915 828.49 168,162,804 95,202,988 70,018,581 2,941,235 

Source: Minnesota Department of Human Services 
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Food Support 
Description 
Also known as “Food Stamps”, the program enhances the grocery purchasing power of low-income 
Minnesotans. 
 
Funding Sources and Administration 
The program is funded solely by the federal government.  Counties administer the program under the 
supervision of the federal Department of Agriculture and the Minnesota Department of Human 
Services. 
 
Population Served and Eligibility 
Target population: low-income families and individuals.  MFIP households are generally 
categorically eligible for Food Support benefits, but the benefits are usually paid as a portion of the 
overall benefit received through MFIP.  Households consisting entirely of General Assistance or 
Supplement Security Income (SSI – generally provided as Social Security) are also categorically 
eligible for Food Support.  However, these populations fall outside the scope of this report. 
 
Administrative requirements (non-categorically eligible): U.S. citizens (some noncitizens may 
qualify), must reside in a “household”, must register for work and fulfill job requirements, must 
provide a Social Security number and must comply with monthly reporting requirements.   
 
Eligibility—Income Limits(non-categorically eligible): 
Households whose gross monthly income (i.e. before deductions) is at or below 130 percent of the 
federal poverty guidelines and whose net monthly income is at or below 100 percent of the federal 
poverty guidelines are eligible for the Food Support program.  Net monthly income is calculated as 
follows: 
 
Household net income calculation: 

    Gross earned income  
  20% of gross earned income  
  standard disregard of $134 for a household size of one to three people 

 actual dependent (child) care costs paid, when the care is related to a household members 
  job, job search or job training (capped at $200 per month for children under age 2, 
  $175 per month for each child aged 2+) 

 excess shelter cost deduction for families who must pay more than 50 percent of their  
  monthly income for shelter, including utilities (maximum is $378 for families  
  without a disabled or elderly member) 

 legally owed child support payments 
= Net monthly income 
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Monthly Household Income Guidelines for Child Care Assistance Program Eligibility,  
Effective as of October 1, 2005 

Family Size Gross Monthly 
Income Limit 

Net Monthly 
Income Limit 

1  up to $1,037  Up to $798 
2 1,390 1,070 
3 1,744 1,341 
4 2,097 1,613 
5 2,450 1,885 
6 2,803 2,156 
7 3,156 2,428 
8 3,509 2,700 

additional  additional 354 additional 272 
Source: House Research. 

 
Eligibility—Asset Limits 
$2,000 or less in assets; $3,000 for households with at least one member who is age 60 or older. 
Some items that are excluded from the calculation of assets: homes, ordinary household goods, state 
and federal earned income tax credits, energy assistance payments, business assets.   
 
Co-payments Paid by Recipient 
None. 
 
Benefits 
Most Food Support recipients are provided with an Electronic Benefit Transfer (EBT) card, similar to 
a debit card.  Benefits accrue in the accounts, and recipients use the cards at grocery stores to 
purchase food (excluding alcohol, tobacco and pet food) or plants and seeds used to grow food.  The 
benefits can also be used at authorized sites for Meals on Wheels and Congregate Dining.  The 
maximum monthly food support benefits are as follows: 
 

Maximum Monthly Food Support Benefits, as of October 1, 2005 
Family Size Maximum Benefit 

1  $152 
2 278 
3 399 
4 506 
5 601 
6 722 
7 798 
8 912 

additional  additional 114 
Source: House Research. 
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Fiscal and Usage Data 
Food Support* Recipients and Costs: 1996 - 2005 

Average Issuance 
Fiscal 
Year 

Monthly 
Average 

Households 

Monthly 
Average 

Recipients 
Monthly 

Issuance Value Total Value 
Per  

Household 
Per  

Recipient 
1996 127,729 299,827 $18,911,089 $226,933,064 $148.06 $63.07 
1997 114,978 271,054 17,067,899 204,814,789 148.44 62.97 
1998 98,979 227,092 14,269,448 171,233,380 144.17 62.84 
1999 95,047 210,594 14,416,326 172,995,908 151.68 68.46 
2000 91,716 198,440 13,958,838 167,506,059 152.20 70.34 
2001 91,780 195,193 14,187,828 170,253,932 154.59 72.69 
2002 99,720 212,361 16,319,286 195,831,429 163.65 76.85 
2003 107,878 230,000 18,496,897 221,962,765 171.46 80.42 
2004 115,296 244,714 20,352,414 244,228,971 176.52 83.17 
2005 113,882 250,859 22,008,426 264,101,108 193.26 87.73 

* Includes benefits issued through MFIP. 
Source: Minnesota Department of Human Services 
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Housing Choice (Section 8) Voucher Program 
Description 
Colloquially known as “Section 8”, this program provides rent subsidies for low-income individuals 
and families.  Benefits are provided through one of two programs: “project-based” Section 8 provides 
assistance to families living in a particular housing unit; “tenant-based” Section 8 provides assistance 
to families living in any privately-owned housing that meets program requirements.  Unlike “project-
based” vouchers, “tenant-based” vouchers are portable, and program participants may continue to 
receive benefits if they move.   
 
Funding Sources and Administration 
The program is mainly funded by the federal government, through the Department of Housing and 
Urban Development (HUD).  Local governments may provide additional funding.  Local entities 
called “Public Housing Authorities” (PHA) administer the program. 
 
Population Served and Eligibility 
Target population: low-income families and individuals. 
 
Administrative requirements: U.S. citizens (some noncitizens may qualify).   
 
“Project-based” Eligibility—Income Limits: 
Families whose gross monthly income is at or below 80 percent of the median income of the county 
or metropolitan area in which the family lives are eligible for the Section 8 program.  By law, a PHA 
must provide 75 percent of its public housing units to applicants whose incomes do not exceed 30 
percent of the area median income, as determined by HUD. 
 
“Tenant-based” Eligibility—Income Limits: 
Families whose gross monthly income is at or below 50 percent of the median income of the county 
or metropolitan area in which the family lives are eligible for the Section 8 program.  By law, a PHA 
must provide 75 percent of its funds to applicants whose incomes do not exceed 30 percent of the area 
median income, as determined by HUD. 
 
The following table provides annual gross household income guidelines for Section 8 eligibility, by 
Minnesota metropolitan area or county: 
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Annual Household Income Guidelines for Section 8 Eligibility, Effective as of October 1, 2005 
 Portion of Area Median Income 

Metropolitan Areas (County) 30%  50% 80% 
Duluth (St. Louis) 16,700 27,850 44,550 
Fargo (Clay) 19,500 32,500 52,000 
Grand Forks (Polk) 17,450 29,100 46,550 
La Crosse (Houston) 17,750 29,600 47,350 
Mpls-St. Paul-Blmngton 
(Anoka, Carver, Chisago, 
Dakota, Hennepin, Isanti, 
Ramsey, Scott, 
Sherburne, Washington, 
Wright) 23,550 

39,250 

59,600 
Rochester (Olmsted) 22,300 37,150 59,450 
Saint Cloud (Benton and 
Stearns) 18,550 

30,900 
49,450 

Non Metropolitan Counties    
Blue Earth 18,050 30,100 48,150 
Brown 17,850 29,750 47,600 
Cook 16,950 28,250 45,200 
Douglas 16,600 27,700 44,300 
Goodhue 20,000 33,350 53,350 
Kandiyohi, Meeker 17,250 28,750 46,000 
Lake 16,850 28,050 44,900 
Le Sueur 19,000 31,650 50,650 
Lyon 17,450 29,100 46,550 
McLeod 19,700 32,850 52,550 
Nicollet 19,950 33,250 53,200 
Rice 20,200 33,700 53,900 
Sibley 17,600 29,350 46,950 
Steele 19,400 32,300 51,700 
Wabasha 18,200 30,350 48,550 
Waseca 17,950 29,950 47,900 
Wilkin 16,700 27,800 44,500 
Winona 17,900 29,850 47,750 
All Other 16,550 27,550 44,100 

* Calculations are for four-person households.  Roughly, one can calculate the same statistics for households with less than 4 
people by subtracting 10% for each person under four; and for households with more than four people by adding 8% for each 
person above four. 
Source: U.S. Department of Housing and Urban Development. 

 
Eligibility—Asset Limits 
House Research indicates that the Section 8 program does not have asset limits.  However, where a 
family has net assets in excess of $5,000 (excluding necessary items such as household goods and 
automobiles), the actual or imputed income from these assets must be included in the family’s annual 
income (imputed income equals the value of the assets multiplied by the current passbook savings 
rate). 
 
Co-payments Paid by Recipient 
None. 
 
Benefits 
Each PHA determines a payment standard that is the amount generally needed to rent a moderately-
priced dwelling unit (the Fair Market Rent) in the local housing market.  This serves as the standard 
against which the benefit is determined.  The maximum housing assistance is generally the lesser of 
the payment standard minus 30% of the family’s monthly adjusted income. 
 

 



Appendix A:  Overview of Assistance Programs Contained in the Minnesota Working 
Family Model

 

42 

Federal Fair Market Rents, by County or Metropolitan Area, as of October 1, 2005 
 Number of Bedrooms 
Metropolitan Areas (County) 0 1 2 3 4 

Duluth (St. Louis) 351 427 539 677 862 
Fargo (Clay) 373 443 563 812 939 
Grand Forks (Polk) 363 456 559 708 963 
La Crosse (Houston) 359 420 553 734 901 
Mpls-St. Paul-Blmngton (Anoka, Carver, Chisago, Dakota, 
Hennepin, Isanti, Ramsey, Scott, Sherburne, Washington, 
Wright) 598 705 855 1,119 1,258 
Rochester (Olmsted) 520 556 730 947 988 
Saint Cloud (Benton and Stearns) 428 472 565 799 928 

Non Metropolitan Counties      
Aitkin 361 424 557 695 752 
Becker 326 386 503 630 654 
Beltrami 349 413 525 722 921 
Blue Earth 411 514 594 855 1,045 
Brown 372 423 508 608 625 
Carlton 351 427 539 677 862 
Crow Wing 372 435 574 736 861 
Douglas 355 423 532 771 843 
Fillmore 346 417 520 679 851 
Freeborn 326 382 503 600 791 
Goodhue 402 472 620 789 854 
Itasca 340 420 523 633 743 
Kanabec 393 461 606 756 817 
Kandiyohi 405 415 515 694 715 
Le Sueur 447 461 555 773 797 
Lyon 384 431 530 661 680 
Martin 417 418 503 730 752 
McLeod 468 469 581 832 859 
Mille Lacs 423 435 573 710 788 
Morrison 336 400 517 618 907 
Mower 337 394 503 625 644 
Nicollet 466 478 562 737 760 
Nobles 331 414 503 667 688 
Otter Tail 328 390 503 613 632 
Pennington 328 387 503 635 694 
Pine 403 437 564 737 760 
Rice 489 511 672 803 933 
Roseau 326 388 503 627 734 
Steele 391 474 599 754 982 
Stevens 327 410 503 606 818 
Wabasha 358 398 510 638 896 
Waseca 361 424 557 666 696 
Winona 367 433 565 781 991 
Big Stone, Grant, Pope, Swift, Traverse and Wilkin 326 397 503 643 665 
Cass and Koochiching 326 417 503 634 653 
Cook and Lake 326 414 503 630 649 
Kittson, Marshall, Norman and Red Lake 331 396 503 640 750 
Clearwater, Hubbard, Lake of the Woods, Mahnomen 352 397 503 635 882 
Cottonwood, Faribault, Jackson, Murray, Pipestone, Rock 
and Watonwan 368 402 503 641 671 
Chippewa, Lac qui Parle, Lincoln, Redwood, Yellow 
Medicine 385 419 503 602 621 
Renville and Sibley 404 421 519 678 698 
Todd, Wadena 363 408 504 608 808 
All Other      

Source: House Research. 
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Fiscal and Usage Data 
Section 8 Housing Recipients and Costs: 1996 – 2005 

 
Information not readily available.
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Energy Assistance 
Description 
The Low-Income Home Energy Assistance Program provides grants to help low-income Minnesotans 
pay energy bills. 
 
Funding Sources and Administration 
Federally funded through a block grant.  Administered by counties under the supervision of the 
Minnesota Department of Commerce. 
 
Population Served and Eligibility 
Target population: low-income families and individuals.   
 
Administrative requirements: Minnesota resident; either U.S. citizen, or non-citizen lawfully resident 
in the United States. 
 
Eligibility—Income Limits 
Households must be at or below 50% of the state median income, as adjusted for family size, in order 
to be eligible for the program.  Eligibility requirements for federal fiscal year 2006 are as follows: 
 

Eligibility for Energy Assistance, as of October 1, 2005 
 Household Income Limits 

Family Size % of Median Income Annual 3 month 
1 26% $19,948 $4,987 
2 34% $26,088 $6,522 
3 42% $32,224 $8,056 
4 50% $38,364 $9,591 
5 58% $44,504 $11,126 
6 66% $50,640 $12,660 

Over 6 additional 1.5% additional $1,152 additional $288 
Source: Minnesota Department of Commerce. 

 
Eligibility—Asset Limits 
None. 
 
Premiums Paid by Recipient 
None. 

 
Benefits 
Benefits are provided based on family size, income, type of fuel used and the actual cost of heating 
fuels for 12 consecutive months during the previous heating season (October 1 through May 31).  
These inputs are then entered into the state-determined formula, and enrollees are paid anywhere from 
$100 to $1,200. 
 
Fiscal and Usage Data 

Energy Assistance Recipients and Costs: 1996 – 2005 
 

Information not readily available. 
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Women, Infants and Children 
Description 
The Special Supplemental Food Program for Women, Infants and Children (WIC) provides diet 
supplements to low-income women, infants and children at risk for nutritional deficiencies. 
 
Funding Sources and Administration 
Funded primarily by the federal government.  Administered by the Minnesota Department of Health 
through local WIC agencies, usually public health agencies. 
 
Population Served and Eligibility 
Target population: low-income women, infants under age one and children under age five at risk for 
nutritional deficiencies.  There are two major types of nutrition risks: medically-based risks such as 
anemia, underweight, overweight, history of pregnancy complications, or poor pregnancy outcomes; 
and dietary risks, such as failure to meet the dietary guidelines or inappropriate nutrition practices.   
 
Administrative requirements: Minnesota resident. 
 
Eligibility—Income Limits 
Participation is automatic for persons already participating in Food Stamps, MFIP or Medical 
Assistance.  Pregnant women or children aged 2 and under may also participate if they qualify for 
enrollment in Medical Assistance.  For persons not enrolled in other assistance programs, eligibility is 
determined by income as adjusted for family size.  Families are eligible for the program if their 
income is at 185 percent of the federal poverty guidelines or below.  
 
For the 2006-07 state fiscal year, the U.S. Department of Agriculture has published the following 
annual family income limits for WIC eligibility. 
 

Monthly Household Income Guidelines for WIC, Effective July 1, 2006 through June 30, 2007 
Household 

Size 
Monthly Income 

1 $1,511 
2 2,035 
3 2,560 
4 3,084 
5 3,608 
6 4,132 
7 4,656 
8 5,180 

Over 8  additional 525 
Source: Food and Nutrition Service, U.S. Department of Agriculture 

 
Eligibility—Asset Limits 
None. 
 
Premiums Paid by Recipient 
None 

 
Benefits 
Program participants are given vouchers to purchase certain amounts of foods which contain protein, 
calcium, iron, vitamin A and vitamin C; which are generally lacking in the WIC population.  
Maximum monthly allowances are as follows 
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WIC Food Package Maximum Monthly Allowances, by Eligibility Category 
 Eligible Groups 
 Infants (age in months) Children Women 

Foods 0 – 3  4-12  
Children or 

Women 
with 

Special 
Dietary 
Needs 

1 – 5 years Pregnant 
and Breast-

feeding* 

Non-breast-
feeding Post-

partum** 

Breast-
feeding 

Enhanced 
Package*** 

Infant formula 
(concentrated 
liquid) 
(powdered) 
(ready-to-feed) 

403 fl. oz. 
8 lbs. 
806 fl. oz. 

403 fl. oz. 
8 lbs. 
806 fl. oz. 

403 fl. oz. 
8 lbs. 
806 fl. oz.     

Juice  
(reconstituted 
frozen) 
(single strength 
adult)  

96 fl. oz. 
92 fl. oz. 

144 fl. oz. 
138 fl. oz. 

288 fl. oz. 
276 fl. oz. 

288 fl. oz. 
276 fl. oz. 

192 fl. oz. 
184 fl. oz. 

336 fl. oz. 
322 fl. oz. 

Infant Cereal  24 oz.      
Cereal (hot or cold)   36 oz. 36 oz. 36 oz. 36 oz. 36 oz. 
Milk#    24 qt. 28 qt. 24 qt. 28 qt. 
Cheese       1 lb. 
Eggs 
(fresh) 
(dried)    

2 – 2½ doz. 
1.5 – 2 lbs. 

2 – 2½ doz. 
1.5 – 2 lbs. 

2 – 2½ doz. 
1.5 – 2 lbs. 

2 – 2½ doz. 
1.5 – 2 lbs. 

Dried Beans/Peas 
and/or 
Peanut Butter    

1 lb. 
or 
18 oz. 

1 lb. 
or 
18 oz.  

1 lb. 
and 
18 oz. 

Tuna (canned)       26 oz. 
Carrots  
(fresh or frozen) 
(canned)       

2 lb. 
32 – 40 oz. 

* Up to one year postpartum. 
** Up to six months postpartum. 
*** Available to breastfeeding women whose infants do not receive formula from the WIC program. 
# Cheese may be substituted for fluid whole milk at the rate of 1 pound per 3 quarts, with a 4 pound maximum. 
Source: Food and Nutrition Service, U.S. Department of Agriculture 

 
 
Fiscal and Usage Data 

WIC Recipients and Costs: 2001 - 2005 

Fiscal Year 
Total 

Participation 
Total Federal 

Payments Food Cost 

Nutrition 
Service and 
Admin Costs 

2001 96,192 49,769,223 35,801,748 13,967,475 
2002 102,008 54,676,991 39,733,970 14,943,021 
2003 110,117 61,640,120 42,803,813 18,836,307 
2004 116,677 65,476,303 48,012,407 17,463,896 
2005 123,275 71,695,172 51,682,911 20,012,261 

Source: Food and Nutrition Service, U.S. Department of Agriculture 
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National School Lunch and Breakfast Programs 
Description 
Provides free or subsidized school breakfasts and lunches to low-income Minnesota children. 
 
Funding Sources and Administration 
Federal and state funding, administered by the Minnesota Department of Education. 
 
Population Served and Eligibility 
Target population: low-income children.   
 
Administrative requirements: Any child in a public school is eligible, so long as he or she meet the 
income criteria. 
 
Eligibility—Categorical 
Children from households currently certified to receive Food Stamps or MFIP benefits are 
categorically eligible for free breakfasts and lunches. 
 
Eligibility—Income Limits 
Students whose household income is less than 130 percent of the federal poverty guidelines qualify 
for free meals.  Students whose household income is greater than 130 percent of the federal poverty 
guidelines but not above 185 percent of the federal poverty guidelines are eligible to receive reduced 
price school meals.  For the 2006-2007 state fiscal year, income guidelines are as follows: 
 

Monthly Household Income Guidelines for National School Lunch and Breakfast Programs, 
Effective July 1, 2006 through June 30, 2007 

 Type of Meal 
Household Size Free  Reduced-Price 

1 $1,062 $1,511 
2 1,430 2,035 
3 1,799 2,560 
4 2,167 3,084 
5 2,535 3,608 
6 2,904 4,132 
7 3,272 4,656 
8 3,640 5,180 

Each additional  additional 369 additional 525 
Source: Minnesota Department of Education. 

 
Eligibility—Asset Limits 
None. 
 
Premiums Paid by Recipient 
None. 
 
Calculation of Benefits 
As noted earlier, participants in the program are provided with free or reduced-price school breakfasts 
and lunches.  The maximum reduced-price lunch charge is 40 cents.  Since the price charged for 
school breakfasts and lunches varies from district to district, the amount of the benefit received is not 
standard.  Generally, however, the benefit does not exceed $2.15 per meal. 
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Fiscal and Usage Data 
National School Lunch Program and School Breakfast Program Recipients and Costs: 

2001 - 2005 
 National School Lunch Program School Breakfast Program 

Fiscal Year 
Total Annual 
Participation 

Total 
Lunches 
Served 

Cash 
Payments 

Total Annual 
Participation 

Total 
Breakfasts 

Served 
Cash 

Payments 
2001 571,547 92,929,218 71,145,411 104,147 17,305,859 15,495,700 
2002 572,720 94,249,255 76,317,984 117,043 19,902,192 17,359,222 
2003 577,652 95,057,125 80,179,245 117,540 19,915,057 17,769,220 
2004 583,459 94,509,395 83,660,734 121,496 18,978,566 18,215,196 
2005 590,159 96,307,731 89,188,572 117,121 19,633,390 19,814,647 

Source: Food and Nutrition Service, U.S. Department of Agriculture. 
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Federal Earned Income Tax Credit 
Description 
A refundable federal tax credit that reduces or eliminates a citizen’s tax liability (including FICA 
taxes).  In some cases, the credit acts as a wage subsidy.  
 
Funding Sources and Administration 
Federal, administered by the Internal Revenue Service. 
 
Population Served and Eligibility 
Target population: low and moderate income families.   
 
Administrative requirements: U.S. citizen, or non-citizen lawfully resident in the United States; must 
have earned income; cannot filed married-separate; cannot be a qualifying child of another person; 
cannot have investment income of more than $2,700 (tax year 2005). 
 
Eligibility—Income Limits 
Income limits for the Federal Earned Income Tax Credit vary according to the number of “qualifying 
children” in the household.  Children qualify by passing three tests: relationship (child, step-child, 
foster child, sibling, step-sibling, half-sibling or descendants of any of the previous); age (must be 
under 19, under 24 if a full-time student or any age if permanently and totally disabled); and 
residency (must live with claimant in the United States for more than one-half of the tax year).  For 
tax year 2006, earned income and adjusted gross income limits are as follows:  
 

Maximum Credit and Earned Income and Adjusted Gross Income Limits for Federal Earned 
Income Tax Credit, Effective for Tax Year 2006 

Household 
Size 

Earned Income and 
Adjusted Gross Income 

Limits* 

Maximum 
Credit 

0 $11,750 $399 
1 31,030 2,662 

2+ 35,263 4,400 
*Add $2,000 if filing married-joint. 

 
Eligibility—Asset Limits 
None. 
 
Calculation of Benefits 
The benefit is calculated by multiplying earned income times the applicable credit percentage.  Credit 
percentages vary according to income and number of qualifying children.  The table below outlines 
total EITC credits at various income points and numbers of qualifying children. 
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Federal Earned Income Tax Credit Amounts, Various Income Levels and For 0-2+ Qualifying 
Children, Tax Year 2005 

Filing 
Status  

Single, Head of Household, Qualifying 
Widower 

Married-joint 

Earned 
Income* 

No Children 1 Child 2+ Children No Children 1 Child 2+ Children 

$2,500 $193 $859 $1,010 $193 $859 $1,010 
5,000 384 1,709 2,010 384 1,709 2,010 
7,500 323 2,559 3,010 399 2,559 3,010 

10,000 132 2,662 4,010 285 2,662 4,010 
12,500 0 2,662 4,400 94 2,662 4,400 
15,000 0 2,558 4,262 0 2,662 4,400 
17,500 0 2,158 3,736 0 2,478 4,157 
20,000 0 1,759 3,209 0 2,078 3,630 
22,500 0 1,359 2,683 0 1,679 3,104 
25,000 0 960 2,156 0 1,279 2,577 
27,500 0 560 1,630 0 880 2,051 
30,000 0 161 1,103 0 480 1,524 
32,500 0 0 577 0 81 998 
35,000 0 0 50 0 0 471 

* All wages, salaries, tips, and other employee compensation, plus the amount of the taxpayer’s net 
earnings from self-employment (determined with regard to the deduction for one-half of self-employment taxes). 

Source: Internal Revenue Service 
 
Fiscal and Usage Data 

 
Federal Earned Income Tax Credit Recipients and Costs: 1996 - 2005 

Tax Year   Recipients   Cost 
Cost per 
Recipient 

1996 219,805 $282,797,000 $1,287 
1997 221,730 295,830,000 1,334 
1998 217,542 305,541,000 1,405 
1999 210,724 305,481,000 1,450 
2000 209,999 305,302,000 1,454 
2001 218,063 320,973,000 1,472 
2002 248,357 378,156,000 1,523 
2003 258,529 396,726,000 1,535 

2004 
Data not 
available

Data not 
available

Data not 
available

2005 
Data not 
available

Data not 
available

Data not 
available

Source: Internal Revenue Service.  Calculations by MCPFR/MTA. 
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Minnesota Working Family Tax Credit 
Description 
Minnesota’s version of the federal Earned Income Tax Credit. 
 
Funding Sources and Administration 
State, administered by the Minnesota Department of Revenue. 
 
Population Served and Eligibility 
Target population: low-to moderate-income families.   
 
Eligibility requirements: Eligibility for the federal Earned Income Tax Credit (see above). 
 
Calculation of Benefits 
The benefit is calculated by multiplying earned income times the applicable credit percentage.  Credit 
percentages vary according to income and number of qualifying children.  The table below outlines 
total Working Family Credit credits at various income points and numbers of qualifying children. 
 

Minnesota Working Family Credit Amounts, Various Income Levels and For 0-2+ Qualifying 
Children, Tax Year 2005 

Filing 
Status  

Single, Head of Household, Qualifying 
Widower 

Married-joint 

Earned 
Income 

No Children 1 Child 2+ Children No Children 1 Child 2+ Children 

$2,500 $49 $217 $255 $49 $217 $255 
5,000 97 429 505 97 429 505 
7,500 81 642 755 100 642 755 

10,000 33 666 1,005 71 666 1,005 
12,500 0 666 1,100 23 666 1,100 
15,000 0 782 1,100 0 782 1,100 
17,500 0 770 1,246 0 797 1,246 
20,000 0 627 1,540 0 741 1,540 
22,500 0 483 1,303 0 598 1,509 
25,000 0 340 1,046 0 455 1,252 
27,500 0 197 788 0 311 994 
30,000 0 54 531 0 168 737 
32,500 0 0 273 0 25 479 
35,000 0 0 16 0 0 222 

Source: Minnesota Department of Revenue 
 
Fiscal and Usage Data 

 
Minnesota Working Family Credit Recipients and Costs: 1996 - 2005 

Tax Year   Recipients   Cost 
Cost per 
Recipient 

1996 N.A. N.A. N.A. 
1997 N.A. N.A. N.A. 
1998 N.A. N.A. N.A. 
1999 N.A. N.A. N.A. 
2000 203,500 $100,707,589 $495 
2001 212,709 107,457,153 505 
2002 245,967 128,346,242 522 
2003 N.A. N.A. N.A. 
2004 N.A. N.A. N.A. 
2005 N.A. N.A. N.A. 

Source: Minnesota Department of Revenue.  Calculations by MCPFR/MTA. 
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Federal Child Tax Credit 
Description 
Provides a federal tax credit for children. 
 
Funding Sources and Administration 
Federal, administered by the Internal Revenue Service. 
 
Population Served and Eligibility 
Target population: families with children.   
 
Administrative requirements: U.S. citizen, qualifying child who is a child.  Children qualify by 
passing five tests: relationship (child, step-child, foster child, sibling, step-sibling, half-sibling or 
descendants of any of the previous); age (must be under 17); residency (must live with claimant for 
more than one-half of the tax year); support (cannot have provided over half of his or her own support 
during the tax year); and citizenship/residency (must be a U.S. citizen, a U.S. national or a resident of 
the United States). 
 
Eligibility—Income Limits 
The credit phases out above the following income levels: $110,000 modified adjusted gross income 
(modified AGI) for married-joint filers, $55,000 for married-separate filers and $75,000 for single 
taxpayers. 
 
Eligibility—Asset Limits 
None. 
 
Calculation of Benefits 
The maximum benefit is $1,000 per child.  The credit is reduced by $50 for each $1,000 or fraction 
thereof above the threshold amount.   
 
Fiscal and Usage Data 

 
Federal Child Tax Credit Recipients and Costs: 1996 - 2005 

Tax Year   Recipients   Cost 
Cost per 
Recipient 

1996 N.A. N.A. N.A. 
1997 N.A. N.A. N.A. 
1998 465,251 $309,942,000 $666 
1999 482,071 395,957,000 821 
2000 484,713 396,486,000 818 
2001 486,036 456,920,000 940 
2002 475,042 437,706,000 921 
2003 470,747 457,918,000 973 

2004 
Data not 
available

Data not 
available

Data not 
available

2005 
Data not 
available

Data not 
available

Data not 
available

Source: Internal Revenue Service.  Calculations by MCPFR/MTA. 
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Federal Dependent Care Tax Credit 
Description 
Nonrefundable credit for a portion of qualifying child or dependent care expenses paid so that the 
taxpayer can be gainfully employed. 
 
Funding Sources and Administration 
Federal, administered by the Internal Revenue Service. 
 
Population Served and Eligibility 
Target population: families with children.   
 
Administrative requirements: U.S. citizen, or non-citizen lawfully resident in the United States; the 
taxpayer must incur employment-related expenses in providing care for: a dependent who is under the 
age of 13 or a dependent or spouse who is physically or mentally incapable of caring for herself or 
himself, and who lives with the taxpayer for more than one-half of the year.  Recipients may not file 
married-separate. 
 
Eligibility—Income Limits 
None. 
 
Eligibility—Asset Limits 
None. 
 
Calculation of Benefits 
The maximum amount of employment-related expenses to which the credit can be applied is $3,000 
for one qualifying child and $6,000 for two or more qualifying children.  Actual child care 
expenditures (to these caps) are multiplied by a percentage, which is determined by the taxpayer’s 
adjusted gross income as follows: 
 

Child and Dependent Care Tax Credit Percentages, Effective Tax Year 2005 
Adjusted Gross Income  

Over Not over Decimal  
Amount 

$0 $15,000 .35 
15,000 17,000 .34 
17,000 19,000 .33 
19,000 21,000 .32 
21,000 23,000 .31 
23,000 25,000 .30 
25,000 27,000 .29 
27,000 29,000 .28 
29,000 31,000 .27 
31,000 33,000 .26 
33,000 35,000 .25 
35,000 37,000 .24 
37,000 39,000 .23 
39,000 41,000 .22 
41,000 43,000 .21 
43,000  No limit .20 

Source: Internal Revenue Service 
 
The maximum credit is $1,050 for one child and $2,100 for two or more children.   
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Fiscal and Usage Data 
Federal Child and Dependent Care Tax Credit Recipients and Costs: 1996 - 2005 

Fiscal Year   Recipients   Cost 
Cost per 
Recipient 

1996 127,095 $47,906,000 $375 
1997 128,349 48,923,000 381 
1998 132,910 50,711,000 382 
1999 134,860 51,645,000 383 
2000 135,862 52,473,000 386 
2001 131,299 50,862,000 387 
2002 129,882 49,984,000 385 
2003 143,548 61,743,000 430 

2004 
Data not 
available

Data not 
available

Data not 
available 

2005 
Data not 
available

Data not 
available

Data not 
available 

Source: Internal Revenue Service, calculations by MCPFR/MTA. 
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Minnesota Dependent Care Tax Credit 
Description 
Nonrefundable credit for a portion of qualifying child or dependent care expenses paid so that the 
taxpayer can be gainfully employed. 
 
Funding Sources and Administration 
State, administered by the Minnesota Department of Revenue. 
 
Population Served and Eligibility 
Target population: low and middle income families with children.   
 
Administrative requirements: Same as the federal credit above.  Licensed daycare providers who 
provide care for their own children under the age of 6 qualify for the Minnesota credit.  Filers who 
add a child to their family through birth or adoption during a tax year may claim the Minnesota credit 
for that year even if only one spouse has earned income.  
 
Eligibility—Income Limits 
Household income must be $34,070 or less. 
 
Eligibility—Asset Limits 
None. 
 
Calculation of Benefits 
The maximum amount of employment-related expenses to which the credit can be applied is $3,000 
for one qualifying child and $6,000 for two or more qualifying children.  The table below outlines 
total Minnesota Child and Dependent Care Credit amounts at various income points. 
 

Minnesota Child and Dependent Care Tax Credit Amounts,  
By Income and Number of Dependents, Tax Year 2005 

Earned 
Income* 

1 Child 2+ Children 

$2,500 $720 $1,440 
5,000 720 1,440 
7,500 720 1,440 

10,000 720 1,440 
12,500 720 1,440 
15,000 720 1,440 
17,500 720 1,440 
20,000 720 1,440 
22,500 612 1,224 
25,000 468 936 
27,500 342 684 
30,000 216 432 
32,500 90 180 

* All wages, salaries, tips, and other employee compensation, plus the amount of the taxpayer’s net 
 earnings from self-employment (determined with regard to the deduction for one-half of self-employment 
 taxes). 

Source: Minnesota Department of Revenue 
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Fiscal and Usage Data 
 

Minnesota Child and Dependent Care Tax Credit Recipients and Costs: 1999 – 2005 
 

Fiscal Year   Recipients   Cost 
Cost per 
Recipient 

1999 35,020 11,982,640 342 
2000 35,741 10,887,630 304 

2001 
Data not 
available 

Data not 
available

Data not 
available 

2002 37,180 11,659,307 314 
2003 36,184 13,270,369 367 
2004 36,135 12,855,588 356 
2005 37,008 15,242,936 412 

Source: Minnesota Department of Revenue, calculations by MCPFR/MTA. 
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 Minnesota Property Tax Refund for Renters 

Description 
Provides a property tax refund for renters.  
 
Funding Sources and Administration 
State, administered by the Minnesota Department of Revenue. 
 
Population Served and Eligibility 
Target population: low to moderate income Minnesotans.   
 
Administrative requirements: Minnesota resident; either U.S. citizen, or non-citizen lawfully resident 
in the United States; renter. 
 
Eligibility—Income Limits 
Income limits for the renter’s property tax credit vary according to the number of dependents in the 
household as follows: 
 

Minnesota Renters’ Property Tax Refund Income Limits, Tax Year 2005 
Number of 

Dependents 
in Household 

Income Limit 

0 $47,350 
1 51,830 
2 55,990 
3 59,830 
4 63,350 

5 or more 66,550 
Source: Minnesota Department of Revenue 

 
Eligibility—Asset Limits 
None. 
 
Calculation of Benefits 
Filers receive 19 percent of the rent paid during the tax year. 
 
Fiscal and Usage Data 
Renters’ Property Tax Refund Recipients and Costs: 1996 - 2005 

Fiscal Year  Filers   
Total Annual 

Cost   
1996 N.A. $85,562,000 
1997 N.A. 100,722,000 
1998 N.A. 108,137,000 
1999 N.A. 101,526,000 
2000 N.A. 108,777,000 
2001 N.A. 115,389,000 
2002 N.A. 118,961,000 
2003 N.A. 130,849,000 
2004 N.A. 143,381,000 
2005 N.A. 145,931,000 

Source: Fiscal Facts for Minnesotans, Minnesota Taxpayers Association from various DOR publications. 
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Minnesota Property Tax Refund for Homeowners 
Description 
Two programs, the regular property tax refund and the special (“targeted”) property tax refund, 
provide property tax refunds to qualifying homeowners.  
 
Funding Sources and Administration 
State, administered by the Minnesota Department of Revenue. 
 
Population Served and Eligibility 
Target population: low to moderate income Minnesotans (regular refund), Minnesotans with quickly 
escalating homestead taxes (special refund).   
 
Administrative requirements: Minnesota resident; either U.S. citizen, or non-citizen lawfully resident 
in the United States; homeowner who owns and resides in the home on January 2 in consecutive 
years.  For the special property tax refund only, the annual net property tax on the homestead must 
increase by more than 12 percent and that increase must be at least $100. 
 
Eligibility—Income Limits 
There are no income limits for the targeted property tax refund.  Income limits for the regular 
homeowner’s property tax refund vary according to the number of dependents in the household as 
follows: 
 

Minnesota Regular Homeowners’ Property Tax Refund Income Limits, Tax Year 2005 
Number of 

Dependents 
in Household 

Income Limit 

0 $87,780 
1 92,260 
2 96,420 
3 100,260 
4 103,780 

5 or more 106,980 
Source: Minnesota Department of Revenue 

 
Eligibility—Asset Limits 
None. 
 
Calculation of Benefits 
Regular refund: the size of the refund depends on: the amount of property tax paid, household income 
and number of dependents in the household.  The maximum refund is $1,640. 
Special refund: the refund is 60% of the property tax increase in excess of the greater of 12 percent or 
$100, with a credit cap of $1,000. 
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Fiscal and Usage Data 
 

Homeowners’ Regular and Targeted Property Tax Refund Recipients and Costs: 1996 - 2005 

Fiscal Year   Filers   
Regular 
Refund 

Targeted 
Refund 

1996 N.A. $84,350,000 $3,811,000 
1997 N.A. 81,411,000 1,424,000 
1998 N.A. 78,821,000 1,292,000 
1999 N.A. 78,783,000 1,560,000 
2000 N.A. 72,792,000 1,601,000 
2001 N.A. 68,189,000 1,163,000 
2002 N.A. 72,851,000 3,293,000 
2003 N.A. 86,883,000 690,000 
2004 N.A. 129,799,000 14,558,000 
2005 N.A. 147,080,000 7,309,000 

Source: Fiscal Facts for Minnesotans, Minnesota Taxpayers Association from various DOR publications. 
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Appendix B:  Assumptions Used in the Development of the Family Assistance Model 
 
 
Earned Incomes and Wages 
 
Minnesota’s minimum wage increased during calendar year 2005, from $5.15 per hour to $6.15 per 
hour on August 1, 2005.  For instances when MCPFR staff calculated a minimum wage standard, a 
weighted average of $5.5692 per hour was used. 
 
Earnings are assumed to be split between earners on a 60/40 basis except for total household earnings 
under $23,168 (the amount at which two persons work full-time at minimum wage).  Under this 
amount, we assume that one parent works full-time, while the second parent works gradually less 
until he or she no longer works.  Based on conversations with Department of Human Services staff, it 
is more likely that one parent will work full-time and one parent will work part-time than it is that 
both parents will work part-time.  
 
Benefits programs: 
 
Benefits programs in the model reflect eligibility requirements and benefit levels in effect during 
Federal Fiscal Year (FFY) 2005 (for federally-administered programs) and State Fiscal Year (SFY) 
2006 (for state-administered programs).  We used FFY 2005 since it covers the bulk of calendar year 
2005.  Each state fiscal year covers six months of calendar year 2005; therefore, we used SFY 2006 
(which covers the second half of calendar year 2005) instead of SFY 2005 because it is much easier 
to find the necessary data.   
 
Tax credits 
 
We used tax year 2005, which corresponds to calendar year 2005 for virtually all individual income 
tax filers.  We assumed that the model families had no interest or capital gains income, and that all 
families claimed the standard deduction.  Minnesota Department of Revenue staff indicated that our 
assumption regarding the standard deduction is appropriate. 
 
MFIP:  
 
As per Minnesota Statutes 256J.37 subd. 3a, monthly Section 8 housing benefits to a maximum of 
$50 were subtracted from the total MFIP grant.  We assumed that the model families do not receive 
income from Social Security.  Based on a conversation with Minnesota Department of Human 
Services staff, we assume that MFIP recipients who do not meet the hourly work requirements 
through paid employment supplement that time with job search activities, and therefore do not have 
MFIP benefits reduced through sanctioning. 
 
Medical Assistance and MinnesotaCare: 
 
The benefit provided by these programs is a government subsidized health care plan.  We assume that 
the benefit is equal to the cost that someone would pay to replace the plan, if it were not available.  
Given that the benefit provides a range of services rather than a fixed-dollar benefit, estimating the 
dollar value of the benefit poses certain problems. 
 
We have borrowed from the work of the JOBS NOW coalition in addressing this problem.  JOBS 
NOW regularly issues information regarding the cost of living in Minnesota.  These cost of living 
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budgets are based on a “no-frills” standard of living that falls short of a middle-class existence.24  
Given that claim, it is unlikely that JOBS NOW’s figures would overstate the cost of health care, 
which in turn would overstate the value of benefit. 
 
JOBS NOW’s assumptions are as follows: 
 

Health care costs include both out-of-pocket expenses and the family share of insurance 
premiums. Out-of-pocket expenses are based upon data from the 2002 Medical Expenditure 
Study, which includes age-specific data. Adjustments for inflation are based upon the health 
care rate reported by the U.S. Consumer Price Index-Urban for Medical Care (CPI-U). 
 
Insurance premium costs are divided between the employee share of employer-sponsored 
insurance and the costs of non-group or private insurance policies. According to the 2004 
Current Population Survey, 66.7% of the Minnesota population under 65 is covered by 
employer-sponsored insurance, and 24.4% is either covered by no insurance or by privately 
purchased insurance. In this study, since health care insurance coverage is considered a basic 
need, we assume that this 24.4% would have to purchase private non-group insurance. The 
remaining 8.9% of the population is covered by Medicare/Medicaid at no cost to the insured. 
 
Monthly healthcare costs are arrived at by computing a weighted average of the costs of 
employee contributions under employer-sponsored insurance plans, under 
Medicare/Medicaid, and under private non-group coverage. Out-of-pocket costs are then 
added to this weighted average. Costs for employee contributions varied, depending on 
whether the employee purchased single coverage, employee-plus-one, or family coverage. 
JOBS NOW applied the appropriate costs based on family size. 
 
Costs for non-group, private insurance premiums are based upon the cost of coverage for a 
policy from Health Partners for the family types we have defined. We assume both single and 
married parents to be twenty-five years old and non-smokers. We also assume an only child 
to be two years of age and two children in a family to be two and six years of age. The policy 
has a $500 deductible and 20% coinsurance with no additional copay. Data were obtained 
from www.ehealthinsurance.com.25 

 
The benefit is calculated based on the number of family members qualifying for either Medical 
Assistance or MinnesotaCare.  The benefit provided by MinnesotaCare and Medical Assistance is 
deemed to be equal, but MinnesotaCare benefits are reduced by the appropriate copayment. 
 
The model does not capture the costs that MinnesotaCare and Medical Assistance recipients pay for 
eyeglasses ($3 for Medical Assistance, $25 for MinnesotaCare) and for prescription drugs ($3 per 
brand name prescription and $1 per generic prescription for Medical Assistance; $3 per prescription 
for MinnesotaCare).  To the extent that the model family purchases eyeglasses or prescription drugs, 
the model overstates the medical benefits provided by the state.  However, even assuming 24 
prescriptions and 2 pairs of eyeglasses per year, the benefit is only overstated by $122 annually for 
MinnesotaCare and from between $18 and $42 per year for Medical Assistance. 
 
 
 

                                                 
24 The Cost of Living in Minnesota, 2004, JOBS NOW Coalition, http://www.jobsnowcoalition.org, p. 1 

(accessed August 9, 2006). 
25 Op cit., p. 39. 
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Child Care: 
 
The model assumes that child care benefits are only provided to one-parent when that parent works 
20 hours per week at minimum wage, and are only provided to two-parent families when both parents 
work a total of 60 hours per week.  Minnesota Department of Human Services staff indicated that our 
assumption regarding these cutoffs regarding the provision of child care benefits is appropriate. 
 
The model assumes that families pay an hourly rate for child care up to the point where the hourly 
rate exceeds the weekly rate.  At that point, we assume that families pay the weekly child care rate. 
 
The model assumes that, provided work requirements are met, MFIP-qualifying households are 
automatically provided with child care assistance.  Families that do not qualify for MFIP may qualify 
for Basic Sliding Fee childcare, provided they meet the income guidelines. 
 
The model assumes that non-school age children (under age 5) consume “full-time” child care and 
that school-age children (age 5 and older) consume “full-time” child care for 14 weeks per year 
(summer vacation), and consume 2.5 hours of child care weekly for the remainder of the year.  This 
assumption was also used by the Office of the Legislative Auditor in its January 2002 program 
evaluation report Economic Status of Welfare Recipients. 
 
Since the benefit payments are set at the 75th percentile of the median rate for each county, it is 
assumed that the family consumes the maximum benefit.  We assume that families pay the county 
median rate for childcare, and that the family contributes the difference between the child care rate 
and the state-provided benefit.  Similarly to the Legislative Auditor’s study, the model assumes that 
the children are placed in an in-home day care facility (as opposed to a day care “center”).  
Applicable co-pays are automatically subtracted from the benefit. 
 
Women, Infants and Children (WIC): 
 
WIC provides vouchers for the purchase of certain foods.  The value of the benefit will vary 
somewhat from family to family for two reasons.  First, prices for the same products fluctuate from 
store to store.  Secondly, each family will have different tastes and preferences.  The following prices 
were recorded at Cub Foods in Saint Paul during August of 2006, and were incorporated into the 
model: 
 
Type of food Food assumed purchased per month   Size(s) of Purchase Cost 
 
Infant Formula Enfamil EnfaCare Lipil 22 Calorie Milk Power 12.9 oz   12.99 
Juice  Minute Maid Orange Juice Concentrate - Frozen 16 oz   2.59 
Infant Cereal Gerber Mixed Cereal    16 oz and 8 oz  5.18 
Cereal  Cheerios      0 oz X2 and 15 oz 8.87 
Milk  Kemp's 1%     1 gal   3.69 
Milk  Kemp's 1%     1/2 gal   2.29 
Milk  Kemp's 2%     1 quart   1.69 
Eggs  Eggs       12 ct.   1.79 
Peanut Butter Flavorite     18 oz   1.99 
 
Section 8 Housing: 
 
The model assumes that families of 1 or 2 persons occupy a one-bedroom apartment, and that a 
family of 3 to 6 persons occupies a 2 bedroom apartment.  We assume that model families occupy 
apartments renting at the county median.  To determine this, we first apply the median rent for the 
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appropriate county and apartment size (either one or two bedrooms) as determined by the Department 
of Housing and Urban Development.  However, we realize that tastes and preferences in housing will 
vary considerably with income.  Therefore, we gathered data on Wisconsin’s Renters Tax Credit, 
which provides information on credits per capita by income strata.  We used this information to adjust 
rent paid based on income as follows: 
 
Gross Income Adjustment from Median Rent 
Less than $5,000   72.46% 
Above $5,001   76.09% 
Above $10,001   84.06% 
Above $15,001   90.58% 
Above $20,001   97.10% 
Above $25,001   102.90% 
Above $30,001   111.59% 
Above $40,001   121.01% 
Above $50,001   129.71% 
 
Note that the Wisconsin data is presented in terms of Wisconsin Adjusted Gross Income (WAGI).  
We assume that the households modeled in this report do not have the additions (including: state and 
municipal interest; capital gain/loss addition; or farm losses) or the subtractions (including: state 
income tax refunds; interest or mutual fund dividends from U.S. bonds; or social security 
adjustments) that would make WAGI differ from Federal Adjusted Gross Income (FAGI).  Since 
FAGI is virtually identical to gross income for the households under consideration in this report, we 
substituted gross income for WAGI when adjusting rents paid based on the data in the Workers Tax 
Credit. 
 
Food Support (Food Stamps): 
 
The model incorporates the rent and child care assumptions already discussed.  Utility consumption is 
determined by combining expenditure-by-household income data (provided by the federal Energy 
Information Administration) with the $35 telephone allowance. 
 
Energy Assistance: 
 
The “Alliance for Energy and Economic Growth” indicates that 79% of Minnesota households rely 
on natural gas for heat, so the model home was assumed to be heated with natural gas.  The model 
does not utilize the “cost-based” matrix (which requires information about the previous heating 
season’s heating costs), but instead utilizes the “back-up assistance” matrix. 
 
National School Lunch/Breakfast Programs: 
 
Assumes meals are consumed for 180 days of the calendar year. 
 
Federal Child Care Credit: 
 
Assumes that income is split between earners as described above.  Assumptions regarding total child 
care payments are identical to those described above under Child Care.   
 
Minnesota Marriage Credit: 
 
Assumes that income is split between earners as described above. 
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Minnesota Property Tax Refund: 
 
The model incorporates rent assumptions discussed above.  The state disallows Section 8 benefits 
from being considered in the property tax refund; therefore, the benefit was calculated based on rent 
paid out-of-pocket only. 
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