








The waiting list for
Basic Sliding Fee child
care assistance stood at
6,140 families as of
August 2008.

Many parents say

they “had to take whatever
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Without help affording reliable child care, parents often have few good options. A
2004 Department of Human Services study found that over a third of low-income
parents and more than a quarter of higher-income parents said they “had to take
whatever child care arrangements they could get.”*

Parents of color also face limited child care options. Over one-third (38 percent) of
parents of color reported feeling they “had to take whatever child care arrangement
they could get,” compared to 28 percent of white parents. The situation is similar for
parents of children with special needs and those whose primary language is not
English.” Nurturing and stable child care is essential for the healthy development of
a child, so the fact that such a large share of parents feel they have no choice when it
comes to child care is troubling.

In recent years, the state has reversed some of the restrictions put on child care
assistance. The 2006 Legislature increased reimbursement rates by six percent,
although they remain far below market levels. The 2006 Legislature also restored the
accreditation rate differential, which helps parents afford high-quality child care
providers.

Further improvements were made in the 2007 Legislative Session, when the
maximum copayment for families receiving child care assistance was lowered from
18 percent to 14 percent of income—the lowest level in the decade. In addition, the
2007 Legislature helped fund a small pilot project that provides scholarships for
parents to participate in high-quality child care. Unfortunately, eligibility for child
care assistance remains at the same level since its drastic reduction in 2003.

Affordable, reliable child care enables parents to work

Despite widespread demand, the cost of many child care options is prohibitively
high for Minnesota families. Child care for a family with two children—

a preschooler and an infant—can cost $12,000 to $16,000 in Greater Minnesota and
$15,000 to $24,000 in the metro area, depending on the type of care.*®

Without reliable child care, both parents and employers suffer. A 2004 Minnesota
Department of Human Services survey found that more than one-third of low-
income parents reported that “child care problems had interfered with getting or
keeping a job the previous year.”* Parents’ missed time at work due to lack of child
care means reduced economic productivity. In 1998, U.S. businesses lost an
estimated $3 billion due to employee absences caused by child care breakdowns.”

It is estimated that less than a quarter of eligible parents actually receive child care
assistance.”* One reason for this low number is that funding is insufficient to provide
child care assistance to all the families that apply, so some families are placed on a
waiting list. The waiting list for Basic Sliding Fee child care assistance stood at 6,140
families as of August 2008.% The actual number of families who could benefit from
child care assistance is likely to be much higher, as many are dissuaded from even
joining the waiting list, given its length.



Minnesota falls far behind other states

Minnesota is exceptional among states in how far it has stepped back from its
commitment to child care assistance for working families. In 2001, Minnesota
ranked 3rd in the country in terms of income eligibility limits for child care
assistance, as a percentage of state median income.? By 2007, Minnesota’s ranking
had dropped to 42nd.

The success of our children is at stake

Deep cuts in the funding of Minnesota’s child care assistance programs have made it
more difficult for some working families to afford reliable, quality child care. Addi-
tional federal funding and a partial recovery of state funding in more recent years have
made up some of the lost ground, but funding remains below FY 2003 levels. Access to
affordable child care is essential for many parents to be able to work and for children to
be fully ready for school; the future success of our youngest citizens is at stake.
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Methodology

» Data sources: The analysis of trends
in child care spending in this section is
based on data from the Minnesota
Department of Finance's General
Fund Fund Balance Analyses and the
Minnesota Department of Human
Services' February 2008 Forecast.

Inflation adjustments: All data
used to examine changes over time
have been adjusted to reflect changes
in the buying power of the dollar using
the Implicit Price Deflator for State
and Local Government Purchases. As a
result, an increase in spending found in
this report means that spending grew
more than inflation. A decrease in
spending includes the nominal cut in
funding plus the lost buying power
due to inflation.
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AFFORDABLE HOUSING
AND HOMELESSNESS
PREVENTION

Though the need for affordable housing increased dramatically in
the 2000s, the funding of these programs has been inconsistent.
Affordable housing and homelessness prevention funding shows a
pattern different from other areas of the budget. It has been one of
gradual decline for much of the decade, interrupted by two years
with large one-time increases. Like most other areas of the budget,

affordable housing and homelessness prevention funding was cut

significantly in 2003, but funding has not seen much of a rebound
since FY 2004, with the exception of the one-time uptick in FY 2008.

Despite increasing need,

Affordable and safe housing is a foundation for strong families and a healthy state Investment in
economy. The economy suffers when employers cannot fill positions because job affordable housing and
seekers are unable to find affordable housing within commuting distance. A child’s homelessness prevention

performance in school suffers when she lives in unstable housing.! And the whole
family suffers when they are forced to make trade-offs between paying for housing programs has gradua”y
and other basic needs like food or transportation. A major medical expense or a job declined in this decade.
loss can tip a family already burdened with high housing costs into homelessness. In

20086, it was estimated that at least 9,200 Minnesotans were homeless on a single

night, including over 3,000 children and youth.?

Minnesota has a high rate of homeownership: in 2007, an estimated 75 percent of
Minnesotans owned their own homes.® But not everyone has had the same access to
the American dream of homeownership. In Minnesota, white homeownership rates
are almost double those of blacks and Hispanics.* And when people of color do try
to buy a home, they may not be offered the best available financing. The Twin Cities
ranked as the sixth worst among 167 metropolitan areas for racial lending
disparities, where people of color were much more likely to be offered high-cost
loans.® With the home often being the largest single asset a family has, making sure
there is equal access to homeownership is an important piece of ensuring that all
Minnesotans have the opportunity to succeed.

Clearly the state has a role to play in preventing homelessness and improving
affordable housing opportunities. Minnesota uses state dollars to fund a number of
affordable housing and homelessness prevention programs, including affordable
rental housing construction, supportive housing, financial counseling and first-time
homeowner loans.

the lost decade | 27



State funding for affordable housing and homelessness prevention
has been inconsistent

Despite increasing need, state investment in affordable housing and homelessness
prevention programs has gradually declined in this decade, a trend that was
interrupted by two years in which funding was increased significantly on a one-time
basis. In this respect, affordable housing shows a different pattern of funding from
many other areas in the budget.

From FY 2001 to FY 20009, state funding for affordable housing dropped 17 percent.
FY 2000 was an unusual year, because a large amount of federal TANF dollars was
used for a one-year boost in funding. Therefore, it would be misleading to use it as a
starting point for understanding funding trends in this decade. There was also a
one-year, temporary increase in funding in FY 2008.

As with other areas of the budget, affordable housing and homelessness prevention
Key findings programs were cut significantly in 2003, as policymakers responded to large budget

« The number of households in deficits by cutting services. As a result of cuts in the 2003 Legislative Session:

Minnesota spending more than + The Minnesota Housing Finance Agency’s general fund allocation was cut by a
half of their income on housing third.®

more than doubled from 1 in 15 '

households in 2000 to 1 in 8 + A 29 percent cut in funding for emergency and transitional housing resulted in
households in 2006. Minnesota had hundreds fewer Minnesotans receiving help or shelter.

the fastest growth in the nation in this

measure. * The state cut funding for 24-hour emergency housing programs for victims of

: domestic abuse and their children by 12 percent.’
 State funding for affordable

housing and homelessness
prevention gradually declined,
with the exception of two one-time
boosts in funding. From FY 2001 to FY
2009, funding fell by 17 percent.

Funding for affordable housing and homelessness prevention
has been inconsistent during the 2000s
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The cuts came at a time when these services were clearly needed: in 2003, more than
1,000 people were turned away from shelters each night.®

Not only have affordable housing and homelessness prevention programs seen their
state general fund dollars drop, they have also become a smaller share of state
general fund spending. From FY 2000 to FY 2009, affordable housing and
homelessness prevention programs’ share of total general fund spending declined
by 52 percent. By FY 2009, affordable housing and homelessness prevention
programs made up just 0.31 percent of the state’s general fund expenditures.

Since FY 2004, funding for affordable housing and homelessness has been relatively
flat, with the exception of FY 2008. Even so, the state has taken some steps forward
in reaching its goals. In 2004, the Governor initiated a public-private initiative to
end long-term homelessness, including the creation of 4,000 housing opportunities
for homeless people by 2010. As of October 2008, the state has financed 2,484
housing opportunities, which includes rental assistance and construction of
affordable housing units.® The state has also provided tax incentives for affordable
housing, and in 2005 reinstated a special property tax classification called “4d” that
lowers property taxes on some affordable rental housing.

State general fund dollars are only part of the picture

State general fund investments make up a small portion of the overall public
resources for affordable housing in Minnesota. A snapshot of the Minnesota
Housing Finance Agency’s budget helps puts state funding in context with other
resources. In FY 2008-09, MHFA's budget was made up of:

* 10 percent state appropriations, which help fund supportive housing programs,
rehabilitation and creation of affordable housing, homeownership loans for
families and other services.

14 percent agency resources (derived from earnings from funds).

24 percent federal funding. Federal dollars are largely used for housing vouchers
for low-income households (the Section 8 program) and affordable housing
creation (the Home Investment Partnership Program).

52 percent from the sale of mortgage revenue bonds. The proceeds of bond sales
are turned into mortgage loans for first-time homebuyers as well as funding for
new rental housing development.®

The need for affordable housing grows

The need for affordable housing in Minnesota grew dramatically in this decade,
even while state funding for affordable housing has been relatively stagnant. The
number of households in Minnesota spending more than half of their income on
housing more than doubled from 1 in 15 households in 2000 to 1 in 8 households
in 2006." Minnesota had the fastest growth in the nation on this measure.*

The need for affordable housing has grown due to a number of factors, including
rising housing costs, the fact that household incomes that have not been able to

The number of households
in Minnesota spending
more than half of their
income on housing more
than doubled from 1 in 15
households in 2000 to

1 in 8 households in 2006.
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In 2007, 1 in 5 renters
in Minnesota paid more
than 50 percent of their
income on housing.

Increase in Twin Cities
metro area housing prices far
exceed income gains
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keep up with inflation, and inadequate federal and state funding. Perhaps the most

obvious contributor to the growing need for affordable housing is the housing
market itself. Housing prices in the 13-county metropolitan area grew nearly three
times as fast as consumer income from 1992 to 2005.%

Clearly the rapid rise in housing prices has come to an end. However, the median
sales price for a home statewide only dropped slightly from 2006 to 2007, the most
recent year for which statewide data is available.*

Renters have also faced difficulty in finding affordable housing. In 2007, 1in 5
renters in Minnesota paid more than 50 percent of their income on housing.*
Federal funding for Section 8 vouchers, which help families afford to rent units in
the private market, has not kept up with demand. Federal policy changes and
funding shortfalls from 2004 to 2006 alone resulted in the loss of housing voucher
assistance for about 150,000 families nationally.*® In fact, some Minnesotans have
been on the waiting list for Section 8 vouchers for an astonishing ten years."



Affordable housing is still out of reach for many

The combined effect of less money from the state and rising housing prices yielded
the obvious result: fewer affordable housing opportunities for low- to moderate-
income households. In 2007, an estimated 28 percent of Minnesota homeowners
and 44 percent of renters lived in unaffordable housing, defined as housing that
costs more 30 percent of a household’s income.** The unmet need for affordable
housing in Minnesota through 2010 has been estimated at 333,000 low-income
households.”* And the difficulties that families face are not just financial. When
families do not have stable housing, it is more difficult for parents to succeed at
work and children to succeed at school. Lack of affordable housing is a stumbling
block on the path to opportunity.
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When families do not have
stable housing, it is more
difficult for parents to
succeed at work and
children to succeed at
schooal.

Methodology

e Data sources: In this section, state
funding for affordable housing and
homelessness prevention is defined as
state general fund dollars for the
Minnesota Housing Finance Agency
and for the following programs within
the Minnesota Department of Human
Services: Flexible Services Fund, the
Runaway and Homeless Youth Act,
Emergency Services Grants,
Supportive Housing Pilot Project and
Transitional Housing Grants. It does
not include the $18 million disaster
relief allocated in FY 2008 related to
housing. The analysis of trends in state
general fund spending is based on data
from the Minnesota Department of
Finance's Fund Balance Analyses and
from Minnesota Department of
Human Services.

Inflation adjustments: All data
used to examine changes over time
have been adjusted to reflect changes
in the buying power of the dollar using
the Implicit Price Deflator for State
and Local Government Purchases. As a
result, an increase in spending found in
this report means that spending grew
more than inflation. A decrease in
spending includes the nominal cut in
funding plus the lost buying power
due to inflation.
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CONCLUSION

Public investment in social goods like a high-quality education system helps makes
our society work. This report has asked whether the State of Minnesota is making
the investments that Minnesotans expect to help produce a high quality of life and
opportunities for all. A robust public debate over how much money is needed to
achieve this is to be expected, particularly as Minnesota once again faces budget
deficits in 2009. This report provides an important context to that debate: in many
areas of investment, state investments have fallen since FY 2003.

Though it is not the focus of this report, the tax system in Minnesota is an
important part of the discussion about how we fund our priorities as a state. Policy
decisions and economic trends have led to two significant changes in our tax system.
First, on average Minnesotans are paying less of their incomes in total state and local
taxes than in the mid-1990s. From 1996 to 2000, the average amount Minnesotans
paid in taxes, measured as a share of income, dropped by 13 percent. However, since
2002, taxes as a share of income have been rising. And second, more of the
responsibility for funding state and local government services has shifted towards
those with low- and middle-incomes.

Minnesota is at a crucial decision point. It is time for a statewide conversation
between the public and policymakers about what kind of society we want, and how
much investment of public resources it will take to achieve it.
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