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The Effects of Welfare Reform in Rural Minnesota: Experimental Findingsfrom the
Minnesota Family I nvestment Program

ABSTRACT

Unlike well-documented patterns in urban areas, welfare caseoad declinesin rurad areas have
not been pardlded with increases in employment or reductions in poverty. Recognizing how the
effects of wefare policy may differ given the important differencesin the lives and work
behavior of urban versus rurd low-income families has been relatively understudied. This paper
examines the effects of an experimenta welfare waiver evauation — the Minnesota Family
Investment Program (MFIP) — on the employment and earnings of long-term welfare recipients
in rura and urban Minnesota. In contragt to its large and consistent effects on employment and
earnings in urban counties, MFIP s effects on rurd recipients employment and earnings faded
consderably over time, particularly in one rura county. Differencesin observable
characterigtics between rurd and urban recipients, particularly prior marita status and work
experience, explain the smaller effects of MFIP in three of the rurd counties. However, and
surprisngly, these factors explain only a part of the story in the one rurd county that was
affected the least positively by MFIP. These findings highlight the role that regiond differences
should play in formulating welfare and employment policies



Introduction

Though issues of poverty affect families and children in both urban and rurd aress of the
U.S, the plight of the urban poor rings nearer for many researchers and policy makers. Infact,
child and adult poverty rates vary consderable across regions being highest in highly urban
aress (i.e. centrd cities) and in nonmetropolitan areas, and lowest in the suburbs. A number of
trends in the 1990s—declining welfare casel oads, increased labor force participation among the
poor and decreased child poverty—also show substantial variation across region (Rura Policy
Research Indtitute, 1999). Unlike patternsin urban areas, casdload declinesin rura aress have
not been paralleled with increases in employment or reductionsin poverty. These trendsin part
reflect the unique chalenges that face the poor and welfare recipientsin rurd aress; the most
prominent being access to child care and trangportation and the availability and qudity of
employment opportunities.

Despite these regiond differences the landmark 1996 wefare reform legidation (the
Persond Respongbility and Work Opportunity Reconciliation Act, PWORWA) treats eigibility
and requirements for welfare assstance receipt in rura and urban areas dike. The effects of this
legidation on rurd compared to urban regions are not well understood and are relatively
understudied. Fortunately, prior to the passage of PWORWA, a number of states were
granted federal waiversto implement and test innovative welfare reform policies. Using two
years of follow-up data, this pgper examines the effects on employment and earnings of one
such experimental welfare waiver evaluation—The Minnesota Family [nvestment Program
(MFIP—on long-term recipientsin rura counties. The MF P evauation included welfare

recipients who resided in both urban and rurd counties, dlowing a comparison of its effects



across adiverse cross-section of counties. MFIP was first implemented on afied trial basisin
April 1994, in the three urban counties of Hennepin (Minnegpalis), Anoka and Dakota and the
four rural counties of Mille Lacs, Morrison, Sherburne and Todd.

Recent findings show that MFIP had arange of positive effects on long-term recipients
families, increasing parents employment, earnings, and income and improving their children’s
behavior and school performance (Miller et d., 2000; Gennetian & Miller, 2000). These
findings dso showed, however, that MFIP s effects for long-term recipients differed somewhat
for thosein urban versus rurd counties. In particular, in contrast to the large and lasting
employment and earnings increases in urban counties, average employment increases by the
second year of follow-up were much smdler for recipientsin rura counties. In addition, MFIP
did not Sgnificantly increase rurd recipients average earnings.

This paper examines MFIP simpactsin the rurd and urban areasin more detall and
attempts to explain why the impacts were smdler in the rurd counties. The paper makesa
number of contributions. Firg, it adds to emerging findings about the effects of welfare reform
interventions on single-parent families who are long-term welfare recipients. Second, the MFIP
data provide a unique opportunity to examine the effects of an identicd intervention in two very
different local contexts—rura versus urban areas. Third, the wesdlth of detalled information
about economic and demographic characteristics and behavior dlow an in-depth analysis of
why or how wefare reform interventions such as MFI P might have different effects for urban
and rurd recipients. Findly, perhaps unlike many other experimentd evauations, because the
current statewide verson of MFIP isvery smilar to the program implemented for the evauation,

these findings are revant to informing current state policy.



Wefind that rurd recipient families differ from urban recipient families both in terms of
their demographic characteristics and in terms of their work experience and attitudes or
perceptions about welfare and work. In particular, compared to urban recipients, more rura
recipients are white, more had been previoudy married, and more had recent work experience
prior to entering the evaluation. Moreover, compared to urban recipients, rurd recipients are
more likely to report a sense of stigma associated with receiving welfare. These differencesin
observable characteridtics, particularly prior marital status and work experience, can explain a
subgtantid part of the difference in impacts for three of the rural counties. However, we dso
find that MFIP' s most negative effects were confined to one particular rural county, and that
differencesin observable characterigtics explain very little of the impact difference in this county.
The differencesin MFIP s effectsin this one county may be due to aspects of the loca
economy that were unique to this county or to unobservable differences between these
recipients and recipients in other counties. Nonethdless, the results highlight the role that
regiond differences should play in formulaing wefare and employment policies.

The remainder of this paper is organized asfollows. The next section describes the
primary components of the MFIP model, the MFIP evauation and the expected effects of
MFIP. Section Il summarizes the data sources and methods used in the empirical analyss.
Section IV outlines the expected effects of MF P on the employment and earnings of welfare
recipients and describes the empirica estimation. Section V presents MFIP simpacts on
employment, earnings, and welfare receipt for urban and rurd sngle-parent families. Section VI
presents andyses that attempt to explain why MFIP affected urban and rurd families differently.

A discussion of the findings and policy implications conclude the paper.



The MFIP Model and Evaluation
MFIP Model

MH P integrated severd programs in the Minnesota welfare system. These included not
only AFDC (the core of the traditiond system), but dso STRIDE, the sate' s employment and
training program for AFDC recipients," which operated on a voluntary basis for certain targeted
groups, the state-run Family General Assstance (FGA) progrant, which alowed some low-
income familiesto qudify for wefare who would not qudify under AFDC; and the federdly
funded Food Stamp program, which provided assstance in the form of coupons to be spent on
food.> MFIP did not replace or change Medicaid, the federa-state hedlth program serving low-
income families, which is available equaly to recipients of MFIP or AFDC.

MH P differed from the AFDC system in three fundamenta ways. First, MFIP
made work pay for families on wefare. This was accomplished primarily by decreasing the
extent to which families' welfare grants were reduced when they went to work. For afamily on
AFDC, some earnings were disregarded when benefit amounts were calculated, but benefits
were gill reduced subgtantialy for each dollar of earnings. Under MFIP, much more of a
family’ s earnings were disregarded when determining benefit levels. MFIP s more generous
disregard ensured that working always resulted in more income than not working. For example,
in 1994 a single parent with two children who had no income from work received the same
$769 in monthly welfare benefits under MFIP or the AFDC system. If she worked 20 hours

per week at $6 per hour, her grant was reduced by $237 less under MFIP than it would have



been under the AFDC system. This raised the reward for working—the difference in total
income between working and not working—from $255 to $492, or an increase of 93%.

MFIP child care payments also encouraged work because MFIP paid child care
expenses directly to the provider, leaving recipients with no up-front costs. AFDC recipients, in
contrast, had to pay for child care up-front, and those costs could be subtracted from their
income when their AFDC grant was cadculated. Although AFDC recipients were eventudly
reimbursed for child care expenses, this process could take up to two months.

Second, MF P required long-term public assistance recipients to participate in
employment and training services. Under MFIP, single parents who had received public
assigtance for 24 of the past 36 months were required to participate in employment and training
activitiesin order to continue receiving their full grants. Individuas were exempt from
participating if they had a child under the age of 1, if they had other “good cause” reasons, or if
they were working at least 30 hours per week. For sngle parent families, MFI P s employment
and training services were a substitute for those provided under AFDC through the STRIDE
program. MFIP differed from STRIDE in two sgnificant ways. STRIDE was essentidly a
voluntary program and had a strong focus on education and training, whereas MFIP was
mandatory for long-term recipients and placed greater emphasis on rapid entry into
employment.

Third, MFIP consolidated benefits and streamlined public assstance rules and
procedures. MFIP combined the benefits of AFDC, Family Generd Assstance (FGA), and

Food Stamps into a single program, so families on MF P encounter asingle set of rulesand



procedures. In addition, recipients received Food Stamp benefits as part of their cash public
assistance grant, instead of separately as coupons (as they did under the AFDC system).

As mentioned above, Minnesotaimplemented arevised verson of MFIP in January
1998 asits response to new flexibility under federd TANF rules. The many smilarities between
the origind MFIP program and statewide MFIP make the eva uation results a good starting
point for predicting the likely results of statewide MFIP, even though the many changesin the
program make it difficult to make such predictions with accuracy. The biggest policy changesin
the new program are amed at reducing costs and increasing the urgency of the employment
message. These include the five year time limit; the reduced basic grant; the reduced earnings
threshold for leaving wedfare; the more immediate participation mandate; tighter sanctions, and
the increased orientation toward full time work. The statewide program may exhibit other
strengths and wesaknesses relative to the fidld trids which is true of many programs that move
from an experiment to awider application. On the one hand, the results presented here may be
more favorable than would be the case in a statewide program, because each county in the
datewide program will probably recelve less intengve “hand-holding” by state staff than was
truein thefidd trids, and staff may be less enthusiagtic than the staff in counties that volunteered
to participate in thefidld trids. In addition, as more welfare recipients are subject to work
requirements, any employment impacts that resulted from “jumping the queue’ of employment
over other workers may be more difficult to achieve as more of those workers become subject
to the same requirements. On the other hand, the new program has the advantage of potentia
“community effects,” or change in community norms that will occur now that MFIP is satureting

the entire state casd oad rather than affecting just a subset of families within particular counties.



The MFIP Evaluation

The MHP fidd trids began in 1994 and included single-parent and two-parent families
in seven urban and rurd counties. The box in Figure 1 shows the generd location of these
seven counties: the three urban counties of Hennepin (Minnegpalis), Anoka and Dakota and
the four rurd counties of Mille Lacs, Morrison, Sherburne and Todd. Random assgnment
began in April 1994 and concluded in March 1996, after atota of 14,639 families had entered
the research sample. Welfare recipients dready on the AFDC casel oad were randomly
assgned to either group when they camein for their annual redetermination or recertification of
eigibility. The random assgnment process began a the time an individua applied or regpplied
for assstance. At thistime, single parent familiesin urban and rurd counties could be assgned
to one of two research groups—the MFIP group or the AFDC group.” All single parent families
assigned to the MFI P group received the full MF P program. Thisincluded MFIP s benefit
dructure, itsfinancia incentives, and, once they had received public assistance for 24 of the past
36 months, the requirement to participate in MFIP' s employment and training services. Single
parent families assigned to the AFDC group were digible for the benefits and services offered
by Minnesotal s AFDC system. They were subject to the financid rules of the AFDC and Food
Stamp programs’, and if in a STRIDE target group were digible to volunteer for STRIDE

sarvices.



Data and Descriptive Characteristics

There are two main samples in the MFIP eva uation—the full evauation sample and the
sndler survey sample that was interviewed three years after random assgnment. Administrative
records data are available for two and ahdf years after random assgnment for the full
evduation sample. The adminigtrative records data include public assstance benefit records
provided by Minnesota’ s Department of Human Services and unemployment insurance records
provided by Minnesota s Department of Economic Security. These data are used to construct
average quarterly measures of employment, earnings and welfare receipt. A client survey was
administered gpproximately three years after random assgnment collecting information about the
characterigtics of employment, family structure and a number of other measures of family wel-
being.

This paper focuses on long-term recipients, defined as single-parent families who have
been on welfare for 24 months or more at the time of random assgnment. The primary reason
for defining long-term recipients in thisway is because these recipient families were required to
participate in employment servicesif they did not aready work at least 30 hours per week.®
The samplein this paper is comprised of 2373 single-parent recipient families—1780 urban and
593 rura—uwith administrative records data, and 976 single-parent recipient families—724
urban and 252 rurd—uwith survey data.’

Table 1 presents descriptive characteristics by area of resdence for single-parent
recipients® The data used to calculate these descriptive characteristics come from a Basdine
Information Form that each parent completed at the time of random assignment. The mgority

of the sample was white, most were never married, most had some work experience, and over
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half had been on welfare for 5 or more years when they entered the evauation.® The MFIP
evauation sample, as awhole, looks quite Smilar to the Minnesota casdoad in 1994, with the
exception that adightly lower proportion of the evauation sample was white. However, a
depiction of the nationa welfare casdoad in 1994 shows that the MFIP sample, compared with
recipientsin other states, had a higher proportion of white families, alower proportion of
Higpanic families, and recipients had higher levels of education (U.S. House of Representatives,
1996).

Urban and rurd single-parent recipients were different in a number of ways. (Sgnificant
differences are shown in the last column of Table 1 with the dagger symbol). Approximately 81
percent of the urban recipients lived in Hennepin County (which includes Minnegpalis, not
shown); 43 percent were white and 68 percent were never married. In contrast, 92 percent of
the rural recipients were white and 45 percent were never married. Parentsin rura counties
also appear better prepared to enter the work force; 64 percent had worked full-time at some
point and 21 percent had worked in the year prior to random assignment, whereas about 15
percent of urban recipients had recent work experience. Recipientsin rurd counties were dso
more likely than urban recipients to have completed some kind of secondary education; for
example, rurd recipients were 5 percentage points more likely than urban recipientsto have a
high school diploma. The bottom part of the table shows that the local environments al'so
differed. Therurd areas had higher unemployment ratesin 1997 and rdatively more
employment in the agriculturd sector.

Table 2 presents information about recipients’ attitudes and opinions about work and

wefare usng data from a Private Opinion Survey administered to them at the time of random
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assgnment. Although alarge mgority of the sample reports a preference to work part-time or
full-time (not shown), amgority aso reports at least one barrier to part-time employment,
induding problems with arranging child care, trangportation problems, and hedth and emotiona
problems. Many respondents report being ashamed for being on welfare and that people
looked down upon them for being on welfare, yet most till believed that welfare provided
better than work.

These attitudes and perceptions differ consderably among urban and rurd recipients. It
is particularly striking that compared to urban recipients, rurd recipients are much more likely to
perceive igma associated with welfare, i.e. ashamed to admit being on welfare. Yet, a the
same time, those in rurd counties were more likely to agree that welfare provides a better
dternative than work. The other driking difference is that rurd recipients were less likdly than
urban recipients to report a barrier to part-time work. In particular, rurd recipients were more
than 6 percentage points less likely to report trangportation as a barrier to part-time employment

and 16 percentage points less likely to report child care as a barrier.

Expected Effectsand Basic Empirical Estimation

Expected Effects

Both of MFIP s primary components, enhanced financia incentives and mandatory
employment-focused activities, should affect parents employment decisions, dthough not
adwaysinthesameway. When thinking about ther effects, it is hepful to congder what

parents would have done in the absence of the program. As an extreme example, if dl people
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on welfarein Minnesota typicaly went to work soon after they started receiving benefits, the
program would have no effect on employment rates. In redlity, however, some parents return to
work quickly, some after several months, and others do not work.

The mandatory employment and training activities were purposefully targeted to parents
who have stayed on welfare for along period without working, or parents who would not have
worked in the absence of MFIP. By requiring participation in case management and
employment preparation activities if individuas are not employed at least 30 hours per week,
the mandates should increase full-time employment. By increasing full-time employment, the
mandates should decrease wedlfare receipt. The mandates will have little effect on people who
would have worked full-time anyway.

Financid incentives have somewhat different effects. A single-parent can obtain a
higher total income under MFIP than AFDC if she works ether part-time or full-time. For
parents who would not have worked under AFDC, MFIP should increase their incentive to
take ajob. MFIP sincentives were relatively more generous for part-time work. Thus, parents
who go to work may be more likely to take a part-time than afull-time job.

Some parents, however, would have returned to work in the absence of MFIP.
Providing them with more generous benefits will not affect their decison about getting a job, but
it may affect the intendity of their work effort. First, it might decrease work intensity. Consider
aparent working 30 hours per week. MFIP provides her with higher benefits than she could
have obtained under AFDC and, therefore, higher total income. If she cut back her hours
worked, subgtituting earnings for welfare benefits, however, she could receive the same tota

income as she would have received under AFDC but with lesswork. Note that she will not be
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encouraged to leave her job, because MFI P s more generous benefits are only provided to
parents who work. Second, it might increase work intensity. Because she can keep more of
her benefits under MFIP, compared with AFDC, as her earnings increase, she may be
encouraged to increase her earnings by increasing her hours worked.

Thus, for parents who would have worked in the absence of MFIP, its incentives may
ether increase or decrease work intendty, depending on which of these two effects dominates.
For those who would not have worked in the absence of MFIP, the incentives should increase
employment. It may produce large increases in part-time employment, however, sinceits
incentives are more generous for part-time work. The incentives should also increase welfare
receipt, at least in the short term, since they alow families who earn more to il receive some
benfits.

How do we expect MFIP s effects to differ in urban versus rurd counties given the
differences in characterigtics previoudy noted? On the one hand, because rurd recipients have
more recent work experience and more of a sense of welfare stigma they generdly may be
more likely to go to work in the absence of MFIP. In this case, we would expect MFIP to
have less of an effect on their employment and earnings compared to urban recipients. On the
other hand, MFIP s participation requirements may be more effective for a group of wefare
recipients who are better prepared to work, such asthe rural recipients, and, in this case, MFIP

may have a more positive effect on rura recipients compared to urban recipients.
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Basic Empirical Estimation

To evauate the effects of MFIP relative to the AFDC system, a random assignment
design was used, with recipients of public assstance assgned to ether the AFDC system or the
MFIP sysem. The process of random assgnment provides a powerful tool for estimating the
program effects. Because sample members were assgned randomly in a lottery-like process,
the characterigtics of individuasin each research group should not differ systematicdly a the
time of random assgnment or at “basdineg’. Therefore, any differences in outcomes between
these research groups can be attributed to the program, and a comparison of the outcomes for
families assigned to each group provides ardiable esimate of MFIP simpacts.

The estimating equation to assess MF P s effectsis as follows:

K
(1) Yi=a +biPi + 8 b +e

k=2

where Y represents the outcome of interest (either average quarterly employment or average
quarterly earnings); P is an indicator for whether or not a sample member was randomly
assigned into the MF P group; X represents a vector of basgline and pre-random assgnment
characteristicsand e isarandomly distributed error term. In the discusson that follows P
represents the “impact” of MFIP. Note that because analyses reved that random assignment
worked (see footnote 7), the absence or presence of X will not affect the coefficient on P, the
program impact. Nonetheless, X isincluded to ensure that baseline characteristics do not
confound the effects of MFIP. These basdline and pre-random assignment characteristics

include: prior marital history, number of children, race/ethnicity, age, education, prior years of
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welfare receipt, prior earnings, prior employment, and quarter of random assgnment. Because
changes in employment and earnings somewhat mirror changes in the receipt of welfare or the
amount of welfare payments, the focus of this sudy is on earnings and employment rather than

welfare receipt or payments.

A unique feature of the MF P evauation is that both rural and urban counties were
included in the evaluation. To assess whether or not MFIP s effects differed by region,

equation (1) was estimated separately for recipients in urban counties and rura counties.

Impactsin Rural and Urban Counties

This section presents MFIP'simpacts on single parents employment, earnings, and
welfare receipt. Table 3 presentsimpacts for two years after random assignment using
adminigrative records data on employment from unemployment insurance records and welfare
receipt from welfare benefit records. The left pand presents impacts in the urban counties. The
top rows show average quarterly employment rates during years 1 and 2 after random
assgnment. For example, 32.8 percent of parentsin the AFDC group worked each quarter
during year 1 and 39.3 percent worked during year 2. MFIPsimpacts are estimated as the
difference in employment rates between the MFIP and AFDC groups. MFIP increased
quarterly employment rates by 13.3 percentage pointsin year 1 and 13.9 percentage pointsin
year 2. Average earnings per quarter were aso higher for the MFIP group; during year 2, for
example, the MFIP group earned $1,129 per quarter, compared with $913 for the AFDC

group, for an impact of $216.
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The bottom rows present impacts on welfare receipt (welfare is defined as the receipt of
AFDC, Food Stamps, Generd Assistance or MFIP benefits). Although the numbers show that
many recipients leave wefare over time, the MF P group left lessrapidly. Inyear 2, for
example, 81 percent of the MFIP group received welfare each quarter, compared with 75.7
percent of the AFDC group. MF Psimpacts on welfare receipt are the result of its enhanced
incentives that alow more working families to remain igible for benefits.

The right panel present impactsin the rurd counties. A comparison of urban and rurd
AFDC groups shows that adightly higher fraction of the rurd group was working during year 2
(44.5 percent versus 39.3 percent). In addition, the rurd AFDC group left welfare more
rgpidly than the urban group; by year 2, 69.5 percent of the rura group received benefitsin
each quarter, compared with 75.7 percent of the urban group. In terms of impacts, MFIP
increased employment ratesin rura countiesin years 1 and 2, but the size of theimpact in year
2 ismuch smdler than in the urban counties. The impact of 5.8 percentage pointsin the rurd
countiesis sgnificantly different from the impact of 13.9 percentage points in the urban counties.
The effects on average earnings follow asimilar pattern. In fact, by year 2 the MF P group had
lower earnings on average than the AFDC group (dthough the impact is not satisticaly
ggnificant), despite having somewhat higher employment rates. Positive impacts on employment
rates without pogitive impacts on earnings suggests that some parents in the MFI P group who
would have worked anyway reduced their hours worked. As noted earlier, thisis one of the
potentia effects of enhanced financid incentives.

MF Psimpacts on welfare receipt are larger in the rurd counties. Inyear 2, for

example, MFIP increased quarterly welfare receipt by 12.4 percentage pointsin rura counties,
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compared with 5.3 percentage points in urban counties. The larger impactsin the rurd counties
seem to be due to the fact that more of the rurd group would have left welfare in the absence of
the program (as shown by the behavior of the AFDC group). Though not shown, MFIP
increased income (measured from welfare and earnings) for recipients in urban and rura
counties. However, income increases were from more earnings and more welfare for urban
recipients and primarily from more welfare for recipientsin rura counties,

Table 4 presents data from the 36-month survey on the types of jobs recipients
currently held or last held as of the survey interview date. (Note that the outcomes are
caculated over the full sample, including those who did not work, so that the impacts are
experimenta. Thus, the percent working at various wage rates, for example, sumsto the
percent who reported working during the period.) Although there are some differencesin
impacts, the data highlight differences in the types of jobs recipients get in rurd versus urban
areas. A comparison of the two AFDC groups, for example, shows that athough more rura
reci pients reported working during the period, more of them were working part-time (24.4
percent versus 18.1 percent). In addition, their wages were lower on average--a higher fraction
of rural workers earned $5-$7 per hour.

In terms of program impects, the data for the urban counties suggest that MFIP
increased employment in moderate quality jobs--full-time, moderate wage jobs that offered
hedlth benefits. In contrast, MFIP increased employment modestly (by 4.5 percentage points)
intherurd areas, and most of the increase in employment was part-time employment and
employment in jobs that did not offer hedlth insurance. However, none of the impacts for the

rurd survey sample is satigticaly sgnificant, owing in part to the smal sample sze.
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The survey data dlowed estimation of program impacts on arange of other outcomes,
such as household composition and maritd status. Impacts on salected outcomes are shown in
Appendix Table A. In generd, the impacts were Smilar in urban and rurd counties. For
example, MFIP generdly had no effect on household composition, sources of household
income or mohility for recipientsin urban aswell asrura counties except that rurd recipients
were more likely to report some earnings in the month prior to the survey which is somewhat
consigtent with employment impacts found from adminidrative records datain Table 3.
However, note that dthough MFIP s effects on marital status were not significant for urban and
rurd recipients, its effects were much larger in rura counties.

Tolook in more detail a the impacts in the rurd counties, Table 5 presents MFIP' s
impacts for each individud rurd county, usng adminidrative records data for the full sample.
Because the sample szes for each individud county are fairly smdl, none of the impactsis
datigticaly sgnificant. Nonetheless, the table shows that the impacts are smdler in the rura
counties when grouped together largely because of MFIP s negative effectsin Sherburne
county. In Sherburne county, MFIP decreased average earnings $305 for the MFIP
compared to the AFDC group and employment rates were 4.5 percentage points lower. This
table aso shows, however, that MFIP s effectsin Sherburne county does not explain the whole
story. MHP simpactsin the other three rurd counties are aso, on average, smaller than those
in the urban counties.

Part of the explanation for the different impactsin Sherburne county may be that
employment and earnings were very high for the AFDC group; 54.6 percent of the AFDC

group worked in each quarter, compared with only 33 to 43 percent in the other counties.
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Programstypicdly have a harder time increasing employment when so many of the participants
would have worked anyway. Also, as mentioned earlier, MFIP sfinancid incentives might
reduce earnings on average for recipients who would have worked anyway by causing some of
them to cut back on their hours worked. This type of effect was found in the urban counties for
recent gpplicants and for a subgroup of long-term recipients with recent work experience (see
Miller, et a., 2000).

In addition, as shown in Table 6, Sherburne county differed from the other rura
countiesin number of ways, one being its lower unemployment rate. Although dl of the rurd
counties are concentrated in the eastern part of the state, Sherburne is closest to the urban
areas, boarding Anoka county (see Figure 1). In generd, rurd counties that were close to
urban areas may have experienced faster job growth during the early 1990s than more remote
rura areas (Conoway, 1998). Recipientsin Sherburne county aso differed in many ways from
recipients in the other three rurd counties. Table 6 shows that they were somewhat younger on
average, more of them were white, and they were more likdly to have had children under age 6
when they entered the sudy. In terms of employment prospects, recipientsin Sherburne county
were more likely than other rura recipients to have had recent work experience and more of
them had obtained a high school diploma or ahigher degree. Thosein Sherburne county were
aso much more likely to have been enrolled in education or training (primarily vocationd
education/skills training) at the time of random assgnment. All of these differences are
congstent with the fact that the AFDC group in Sherburne county had much higher employment
rates and average earnings than the AFDC groups in the other three counties (see Table 5).

Recipientsin Sherburne county were dso more likely to perceive stigma associated with welfare
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compared to their rurd counterparts, and, they more likely to report trangportation and child
care as barriers to employment (not shown).

In sum, MFIP increased employment in both urban and rurd counties. However, in
contragt to the large and lasting employment increases in urban counties, the MFIP s effects
faded condderably by year 2 inthe rura areas. The types of jobsrurd recipients obtained
were aso somewhat different from those of their urban counterparts. An examination of
impacts by county showed that much of the difference for the rurd countiesisdrivenby MFIP's
negative effectsin Sherburne county. However, MFIP s effects in the other three counties are
gill, on average, smdler than in the urban counties. 1n the next section we attempt to explain
these differences found between MFIP simpactsin urban and rurd countiesin generd, and

more specificaly between Sherburne county and other counties.

Explaining M FI P’ s Different Effectsin Urban versus Rural Counties

There are anumber of possible reasons why MFIP s effects differed in rurd versus and
urban counties. Firgt, the recipients themsaves may differ in ways that are related to how they
are affected by the program. As previoudy discussed, urban and rurd recipients differ acrossa
range of demographic characteristics and thus may have been affected by the program
differently. As previoudy mentioned, it is easy to imagine, for example, that MF P might have
amaller impacts on recipients who had recent work experience, snce many of them would
probably have worked in the absence of the program. If rurd recipients on average were more
employable than urban counterparts, then MF P might have produced smaler impactsin rurd

areas for this reason.
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Another possible reason for the different effects is that MFIP may have affected other
agpects of family life differently in urban versusrurd aress which inturnled to different effects
on employment and earnings.”® As mentioned earlier, MFIP s effects on increasing marriage
for the full sample of long-term recipients was likdy driven by MFIP slarger effect on marriage
inrura areas. Recipients who get married may reduce their work effort relative to those who
remain dngle. Findly, the differences in program impacts across the two areas may be dueto
differencesin the locd environments. It is not dways clear how the loca economy might affect
aprogram’simpacts, but perhaps jobs were more readily available to recipientsin urban
counties.

Of dl of the hypotheses raised to explain the urban-rurd differences, the firds—
differences in characteristics between urban and rurd recipients—is the focus of this section,
ganceit isthe most clearly testable hypothesis given the avallable data. Of coursg, it isimportant
to remember that urban and rurd recipients may differ in terms of characterigtics that were not
measured for the evauation or that are not quantifiable, such as motivation or work orientation.
In what follows, we examine whether differences in observed characteristics can account for the

different impacts.

Differencesin Characteristics
Subgroup impacts—The previous section showed that rurd recipients differ from urban
recipientsin anumber of ways. More of the rurd recipients are white, more had been

previoudy married, and on average they seem to be more employable, i.e., more of them had
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recent work experience. In addition, recipientsin Sherburne county appear to be the most
employable, snce they had more work experience, higher education levels, and more
participation in employment and training activities than recipientsin the other rural counties.

However, if these differences can explain the differencein MFIP simpacts, it should be
the case that the program’ s effects varied according to some of these characteristics. Asafirst
look at this, Table 7 presents MFIP s effects for subgroups defined by severa characterigtics.
Because nearly dl of the familiesin rurd areas are white, only subgroup impacts for whites are
shown for rurd counties. (Results are not shown separately for Sherburne, given the smdl sze
of each subgroup with the individua rurd counties).

The reaults show that the impacts in urban counties are quite robust across a variety of
subgroups. MF P increased earnings by a similar amount for black and white recipients,
athough the employment increase was somewhat smaler for black recipients. In addition, the
program increased employment by a smilar amount for groups defined by marita status and the
age of the youngest child. The earnings impacts, however, were somewhat smaller for
previoudy married women and for women with older children. The impacts were most different
for groups defined by prior work experience and housing status. MF P increased employment
and earnings substantialy among those without recent work experience and those in
public/subsidized housing, but had much smdler effects on their subgroup counterparts.

In the rurd aress, the pattern of impactsis amilar for afew of the subgroups. For
example, the impacts on earnings and employment were smdler (actualy negative) for
previoudy employed recipients. In addition, the impact on earnings for previoudy married

women isnegative in year 2. In the urban areas, dthough thisimpact is not negative, it is
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noticesbly smdler than that for never-married women. Also, the impact on earnings for rurd
recipients with older children is smdler than that for recipients with younger children, a pattern
found in the urban counties. Where the subgroup impacts differ dramaticaly is with respect to
housing satus. MF P had its most positive effects in the urban counties for recipients in public
or subsdized housing. In the rurd counties, in contras, the effects were smdler for this group,
reldive to the effects for those in private housing. Public and subsidized housing may mean
something very different in urban versus rurd aress.

The results suggest that differences in characteristics may help to explain some part of
the program’ s varying effects across rurd and urban aress, in particular, prior work experience,
and to alesser degree, maritd status and the age of the youngest child. Theimpactsin rurd
counties could be smdler, for example, because more of the rura recipients had been previoudy
employed and because the program generdly had smdler impacts for previoudy employed
recipients. Difference in race, on the other hand, are unlikely to explain the urban-rurd
difference in impacts given that the program had smilar effects on black and white recipients. In

the next section we examine this question formaly by estimating conditiona impact models.

Conditional impact analysis—To examine the role of observable basdine characteritics, we
expand the impact modd described in section V. In particular, we pool the urban and rurd
samples and add an interaction of the program group indicator variable with each of the above-
mentioned characteridtics, including an interaction of the program group indicator with rura
datus Thistype of analysisis referred to as conditiona subgroup andysis.** The coefficient on

the interaction of rurd status and program status gives an etimate of the difference in impacts
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between the urban and rurd areas. Including the other interactions accounts for the possbility
that the program affected subgroups differently. If these characterigtics explain the urban-rura
difference in impeacts, then the coefficient on the interaction of rurd status with program satus
will diminish.

Table 8 presents the results for employment and earnings in year 2, the period in which
the urban and rural impacts differed the most.”? This table shows the difference in the impacts
between the urban and rura counties (or the coefficients on the interaction term of rura status
with program status) and the difference in the impacts between Sherburne county and the urban
counties (or the interaction of Sherburne status with program status). The first row presentsthe
vauesfor these coefficients when no other interactions are included. In other words, prior to
accounting for other subgroup differences, the impact on average earnings in year 2 was $53
lessin rurd counties, compared with urban counties, and $540 less in Sherburne county (only
the latter coefficient is Satigticdly sgnificant). MFIP simpact on average employment ratesin
year 2 are dso 2.7 percentage points lower in rural counties and 15.4 percentage points lower
in Sherburne county.

Once an interaction of program status with marital satusisincluded, the differencein
rurd counties dropsto -$7 and the difference in Sherburne dropsto -$503. For the three rural
counties, marital status, prior work, and child care problems explain alot of the rura-urban
difference. In contragt, these variables individudly explain less than 7 percent of the Sherburne
difference. Including dl of the interaction terms together (last row of each panel) accounts for
al of the lower impactsin the three rurd counties and 14 percent of the differencein Sherburne

county. The differencesfor the average quarterly employment rate follow asmilar pattern.
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Differencesin MFIP's Effectson Other Aspects of Family Life

The conditiond impact results suggest that prior employment and marita status can
account for most of the difference in impacts for the three rurd counties. In addition, prior
marita satus explansardativey higher fraction of the differencein Sherburne county than do
the other variables. It iseasy to understland why MHP simpacts might differ by prior
employment status, since its employment impacts are likely to be smdler for agroup in which
many recipients would have worked anyway. But why would its effects vary by prior marita
datus? One hypothesisisthat rurd recipients who are more likely to have been previoudy
married may aso be more likely to recelve child support income. This, in turn, may dlow them
to rely lesson thelr own earnings. For example, a previoudy married rurd welfare recipient
may be more likdly to cut back work effort in response to MFIP compared to urban recipients
both because they have the safety net of MFIP s additiond benefits and because they receive
child support income. Appendix Table A offers some support for this hypothess. Rura
recipients in both the MFIP and control group are nearly twice as likdly to receive child support
income in the month prior to the survey compared to urban recipients.

An dterndtive hypothessisthat prior marital statusis predictive of the likelihood of
remarriage or cohabitation during the follow-up period, which in turn may affect individua work
effort. Table 9 uses data from the 36-month survey to examine the fraction of recipients who
were married a the three-year point, by maritd status at random assgnment. The table shows
that previoudy married women were more likely than never-married women to be formally

married by the end of the third year, but they were not more likely to be cohabiting (either
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formadly married or living with a partner) with the exception of Sherburne county. 1n addition,
recipientsin rural areas were more likely to be married or coupled than urban recipients,
regardless of their prior marital status.

MHF P might have had different effects on women who became coupled after random
assgnment, snce they would have less of aneed to work. (Note that MFIP s participation
mandates only require that one parent work or participate in services, and either parent can fill
thisrequirement.) In fact, for two-parent recipient families, MFIP did not affect the likelihood
that at least one parent was employed but did decrease the likelihood that both parents worked,
i.e. a least one parent cut back their work effort (Miller et d., 2000). Furthermore, results
from the Negative Income Tax experiments and, more recently, from research on the Earned
Income Credit, show that married women reduced their labor supply more, relative to sngle
women, in response to extra financid benefits (Munnéll, 1986; Eissa & Hoynes, 1998).

Unfortunatdy, we cannot test ether of these hypotheses directly using the conditiond
impact modd since marriage or cohabitation and the receipt of child support income was itsdalf
affected by the program. Instead, we relied on avariable at random assgnment that is
correlated with subsequent marriage - prior marital status. As Table 9 showed, however, prior
marita gatusisonly loosaly correlated with subsequent marriage and not correlated with
coupling. Impacts estimated by marital status as of the 36-month point would be
nonexperimenta and thus lessreliable. Nonethdess, such a nonexperimental andysis does
suggest that MFIP had larger employment effects for women who were not married or

cohabiting at the time of the survey versus those who were.
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Differencesin the Local Economy

As shown in Table 1, unemployment rates were higher in the rural counties, and the mix
of employment by industry aso differed during the evauation period. Though it is unclear how
the locd economy may affect MFIP simpacts on employment and earnings, the subgroup
impact findingsin Table 7 provide some evidence that the local economy done can not explain
the differencesin MHP s effectsin urban versus rurd counties. If the locd economy wasthe
primary factor that could explain MFIP s effects than we would expect that most subgroups of
the population in rura counties would be equdly affected by MFIP. Ingtead, we found that
MFIP had very different effects on different groups of individudsin rura counties, the most
striking being those who were or were not previoudy married.®* Unfortunately asimilar kind of

analyses could not be conducted separately for Sherburne county.

Conclusion

Unlike patterns in urban areas, caseload declinesin rural areas have not been pardlded
with increases in employment or reductions in poverty. Furthermore, the effects of the 1996
welfare reform legidation on welfare recipientsin rura compared to urban regions are not well
understood. Prior to the passage of thislegidation, a number of states were granted federd
walvers to implement and test welfare reform policies. One of these, the Minnesota Family
Investment Program (MFIP), was an innovative program designed to increase employment and
make families better off. MFIP operated as a demondiration in seven Minnesota urban and

rurd counties from April 1994 through 1998.
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To inform the gap in this research about the role of regiona differencesin wdfare
policy, this paper examined MFIP s effects on employment and earnings for long-term
recipientsin rurd counties, and compared these effects with the program’s effect in urban
counties. In contrast to the large and lagting effects on employment and earnings in urban
counties, MFIP s effects on employment faded considerably in the rura counties by the second
year. Moreover, the program’ s impacts became negative in the second year in one of the rura
counties.

This paper raised severd hypotheses to explain this pattern of impacts. Some of them
were testable with these data and some were not. One hypothesisisthat rurd recipients differ
in many ways from their urban counterparts. The evaluation data show that rurd recipient
families differ from urban recipient families both in terms of thelr demographic characteristics
and in terms of their work experience and attitudes or perceptions about welfare and work. In
particular, compared to urban recipients, more of the rura recipients are white, more had been
previoudy married, and they appeared better prepared to enter the work force. Moreover,
compared to urban recipients, rurd recipients were more likely to report a sense of stigma
associated with receiving welfare.

Wefind that differencesin observable characteridtics, particularly prior marita status
and work experience, can explain much of MF P s different effects in three of the rurd counties.
However, these factors explain little of the different effectsin the one remaining rura county with
negative impacts. The different impactsin this county may be due to the effects of the local
economy, or other aspects particular to that county, or to unobservable differencesin

characterigtics between its recipients and other recipients. The findings in this paper provide
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evidence that regiond differences play an important role in mediating the effects of welfare and
anti-poverty policies on the employment behavior of wefare recipients, and lend support to
recent efforts to consder regiond differencesin formulating wefare and employment policies.
The current statewide version of MFIP is one example of such an effort, as counties, rather than
the state, are dlowed to determine the length of time of welfare recipient prior to imposing

participation requirements.

30



REFERENCES

Conoway, C. 1998. “From Uncertainty to Optimism: Minnesota's Rurd Workforce in the
1990's.” in Minnesota Economic Trends. Research and Statigtics Office of the
Minnesota Department of Economic Security.

Eissa, N. and H. Hoynes. 1998. “The Earned Income Tax Credit and The Labor Supply of
Married Couples.” Mimeo. Department of Economics, University of Cdifornia,
Berkeley.

Gennetian, L. and C. Miller. Forthcoming, August 2000. Reforming Welfare and Rewarding
Work: Final Report on the Minnesota Family Investment Program. Volume 2:
Effects on Children New York, NY: Manpower Demonstration Research
Corporation.

Miller, C., V. Knox, L. Gennetian, JA. Hunter, M. Dodoo and C. Redcross. Forthcoming,
August 2000. Reforming Welfare and Rewarding Work: Final Report on the
Minnesota Family Investment Program. Volume 1. Effects on AdultsNew Y ork,
NY: Manpower Demonstration Research Corporation.

Miller, C., V. Knox, P. Auspos, JA. Hunter and A. Orengtein. 1997. Making Welfare Work
and Work Pay: Implementation and 18-Month Impacts of the Minnesota Family
Investment Program. New York, NY: Manpower Demonstration Research
Corporation.

Munndl, A.H. 1986. Lessons from the Income Maintenance Experiments Proceedings of
a Conference Held in September 1986. Federd Reserve Bank of Boston and The
Brookings Inditute.

Rurd Policy Research Indtitute. 1999. Rura Americaand Wefare Reform: An Overview
Assessment.  Http://Aww.rupri.org/pubs/archive/oldiwe fare/p99-3/index.html. April 3,
2000.

U.S. House of Representatives, Committee on Ways and Means. 1996. 1996 Green Book:
Background Material and Data on Programs Within the Jurisdiction of the
Committee on Ways and Means. Washington DC: U.S. Government Printing Office.

31



Endnotes

!STRIDE was operated with funding from the Job Opportunities and Basic Skills Training (JOBS) program,
which was established by the Family Support Act of 1988 and designed to move people from welfare to work
through education, training, and work experience.

*The FGA program was designed to allow certain types of families to receive cash assistance who did not
qualify for AFDC. In particular, some two parent families who did not quality for AFDC due to the stringent
work history regquirements or the 100 hour per month restriction on working in the AFDC-UP program could
reapply and qualify for the FGA program. Benefit levelsfor familiesthat qualified for the FGA program were
thesameasin AFDC.

*Throughout this paper, the terms “welfare” and “public assistance” are used to represent the range of
benefits that are provided in either the MFIP or AFDC systems, including MFIP, AFDC, FGA, and Food
Stamps.

*In urban counties, single-parent families could also be randomly assigned to The MFIP Incentives Only
group. These families were not required to participate in employment related services. InHennepin County
(Minneapolis) only, some families were also randomly assigned to afourth group, an AFDC/No Services
group. Thisgroup continued to receive assistance under the AFDC system but was not eligible to receive
STRIDE services, to allow an evaluation of the STRIDE program compared to providing no employment and
training services.

® A small proportion of the AFDC group received cash assistance from the FGA program instead of AFDC.

® In fact, because random assignment occurred at annual re-certification, all recipients had to have been on
welfarefor at least one year and were subject to the mandate.

" The survey sample s representative of the full administrative records sample. Nonresponse analyses also
indicate that random assignment worked; baseline characteristics of experimental group members are similar
to the characteristics of control group members (see Miller et al., 2000).

8 This sample sizes do not reflect the composition the casel oad in the seven counties, because only a
fraction of the caseload in the three urban counties was included in the evaluation. Intherural counties, in
contrast, the entire caseload was randomly assigned to either the MFIP or AFDC research groups.

° Over 95 percent of the sampleisfemale.

1% One other aspect of family life that may explain MFIP’ s differing impacts is the likelihood of moving.
Appendix Table A suggests that urban and rural recipients have similar mobility rates, and that MFIP had
no effect on mobility.

" The estimating equation for conditional subgroup analysisis:

K M
Y -a +biPi+b2R + bsRPi + § biXi+ § buXPi+e

k=4 m=K

12 Because MFIP' simpacts on employment are related to itsimpacts on welfare receipt, we only analyze
impacts on employment and earningsin this section.

B Theinformal economy may also have arolein affecting MFIP’ s differing impacts in urban versus rural
counties. Findings from the 36-month survey may help us determine whether some of the differencein
impacts can be explained by theinformal job market. If theinformal job market had abigger roleto play for
recipientsin rural areas then (assuming that respondents are honest about their employment and earnings
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on the survey) survey outcomes on employment and earnings should differ from these outcomes as
measured from unemployment insurance records. A comparison of employment asit isreported on the
survey with employment asit is reported on administrative records reveals that employment levels are
similar.
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