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MEMORANDUM

To: 	Citizens League
From: 	Common Grounds: Conditional Cash Transfers Subgroup
Re: 	Conditional Cash Transfers
Date: 	November 22, 2010

Introduction to Conditional Cash Transfer Programs

Conditional Cash Transfer (CCT) programs are a new innovation in social development and poverty prevention. CCT programs financially incentivize certain social behaviors for people of the poorest socioeconomic status. Traditionally, they have promoted three major areas: education, employment and health. 

The first prominent program was Mexico’s Oportunidades (now Progressa) program, which gave families financial compensation for keeping their children enrolled in primary and secondary school. This program increased enrollment by 12% in secondary school, keeping many poor children out of the workforce as minors.[endnoteRef:1] According to the World Bank, CCT programs have raised consumption levels among beneficiaries.  Nicaragua’s Red de Protección Social (RPS) demonstrated interventions targeting consumption can ameliorate poverty levels from 9 points to 5 points in 2002.[endnoteRef:2] Another significant benefit is the increased use of preventive health care services in Colombia, Honduras, Mexico, and Nicaragua by between 8% and 33% points.  [1:   De Janvry, Alain and Sadoulet, Elisabeth, “Making Conditional Cash Transfer Programs More Efficient: Designing for Maximum Effect of the Conditionality,” World Bank Economic Review (2006) 20(1):1-29.]  [2:   Conditional Cash Transfers: Reducing Present and Future Poverty.” 2010. The World Bank 
Policy Research Report.http://go.worldbank.org/UV867IQJ70. (Accessed: October 26, 2010)] 


CCT programs have been implemented primarily outside of the United States, with the exception of New York City’s “Opportunity NYC” program. This program targeted six low-income communities in New York City with the objective of testing “the impact of monetary incentives on children’s education, family health and adults’ workforce outcomes.[endnoteRef:3]”  Results of this program are in formative stages and will be released in the unspecified future. [3:   About Opportunity NYC Family Rewards.” 2010. http://opportunitynyc.org/about.  
(Accessed: October 28, 2010). ] 


Minnesota and CCT-Type Programs

Minnesota currently has programs that are similar in structure to conditional cash transfers, which could function as platform for improved prosperity policies.  Individual development accounts (IDAs) are matched savings accounts that low-income residents can use for savings towards housing, education or business start-up.  These cash matching programs are designed to incentivize financial education and influence monetary saving behavior towards productive long-term investments.  IDAs are the key incentive in two CCT-type programs currently in Minnesota.  Table 1 includes further information about the IDA programs in Minnesota.  

The first program, Family Assets for Independence in Minnesota (FAIM), operates as a state-wide program, since 2003.[endnoteRef:4]  FAIM provides matching grants to participants who save money each month for asset purchase and complete mandatory financial education training.  Since 2003, nearly 2,500 IDAs generated more than $1.5 million in assets for low-income families.  [4:   Minnesota Statute 256E.30] 


In 2008, a second IDA program was started, Payne-Phalen Saves 3:1.  It is a partnership project between Thrivent Financial, Lutheran Social Services and the East Side Financial Center in St. Paul. The program is similar to FAIM, providing both matching savings and financial education classes.  As of April 2010, Payne-Phalen had 107 active accounts and 30 graduates.  According to Lutheran Social Service’s IDA Coordinator, Pha Chia Moua, the true value of the program involves the training and educational components, “these are the tools that our participants need to improve their circumstances [and] make a better life for their families.[endnoteRef:5]”   [5:   Telephone interview with Pha Chia Moua, November 11, 2010.] 


Both of these programs use conditional cash incentives as a poverty reduction strategy to help Minnesotans build and maintain financial assets, in line with a suggestion given by the 2009 Commission to End Poverty Final Report that states “Public assistance policies that encourage maintenance of assets; banning of predatory financial practices; restrictions on the use of personal credit information, and financial literacy education.[endnoteRef:6]” [6:   Minnesota Legislative Commission to End Poverty Final Report  (http://www.commissions.leg.state.mn.us/lcep/LCEP_Final_Report_SinglePgs.pdf)] 


International evidence highlights educational incentives as a primary purpose of one of the main CCT programs (Please see Appendix for description of multiple international programs).  The Commission to End Poverty support this evidence and believe early childhood education and technical education as effective interventions in the cycle of poverty. Table 2 shows that higher poverty rates are present in populations with lower levels of education. 

Table 1
	Program Name
	Process
	Funding
	Administration

	Family Assets for Independence in Minnesota

(Contact: Heather Thormodson, Family Self-Sufficiency Counselor
218-685-4486, heathert@wcmca.org)



	· Matched savings accounts: used for home purchase, college tuition, business start-up
· Mandatory financial education courses

	· The West Central Minnesota Initiative Fund
· The McKnight Foundation.[endnoteRef:7] [7:   West Central MN Communities Action, Inc. (http://www.wcmca.org/programs_faim.cfm)] 

· Federal Gov’t
· State Gov’t

	· Fiscal Agent -West Central MN Communities Action, Inc
· State-wide  Community Action Agencies (CAAs)
· FAIM Council.[endnoteRef:8]  [8:   FAIM Policies and Procedures Manual (http://www.minnesotafaim.org/staff.cfm)] 



	Payne-Phalen Saves 3:1

(Contact:
May Xiong, East Side Financial Center, 651-771-2566 ext. 200)


	· 3:1 match saving to buy home, college tuition or bus. start-up
· Mandatory financial education & counseling 

	· Thrivent Financial 
· US Department of Health and Human Services

	· East Side Financial Center
· Lutheran Social Services




Table 2
POVERTY RATE FOR THE POPULATION >25 YEARS FOR WHOM POVERTY STATUS IS DETERMINED BY EDUCATIONAL ATTAINMENT LEVEL
	Subject
	Total
	Male
	Female

	Less than high school graduate
	22.2%
	17.6%
	27.3%

	High school graduate (includes equivalency)
	9.3%
	7.8%
	10.8%

	Some college or associate's degree
	6.2%
	5.0%
	7.2%

	Bachelor's degree
	2.9%
	2.7%
	3.0%

	Graduate or professional degree
	2.3%
	2.2%
	2.5%



	

Implementation of CCT Programs

There are a number of implementation aspects common to all social assistance programs, however, this section focuses on those unique to CCT programs.  Each section below addresses key design features and considerations based on the experiences of previous CCT programs. 

Early planning for strong monitoring and evaluation systems: data collection  
In a study conducted by Laura Rawlings, all but one program surveyed included collecting baseline data before program implementation. She noted that this “permit[s] comparisons of households in the treatment and control groups before and after program implementation.[endnoteRef:9]” Building evaluation and data collection into the design early allows programs to assess the efficiency and effectiveness of their implementation strategy. It also allows the program to recognize and correct for unexpected challenges or barriers as they arise. [9:   Rawlings, Laura B. and Rubio, Gloria M., “Evaluative the Impact of Conditional Cast Transfer Programs,” The World Bank Research Observer (2005) 20(1):29-55, 43.] 


Assessing program impact and operational performance requires consistent data collection that examines: the programs’ administrative adequacy, the extent to which programs reached targeted areas and households, the presence and size of expected impacts, any unanticipated effects, stakeholders’ perceptions about the program, and the cost-effectiveness of delivery mechanisms.[endnoteRef:10]  Capturing this data may be done through the use of household surveys, records (school attendance, etc.), and qualitative interviews with participants. One study evaluating the impact of CCT programs found household surveys as the main source of data collection: “Each questionnaire contains a core set of questions about the demographic composition of the household, household expenditures and remittances, and socio-economic status, education, health, migration, and labor market participation of household members.[endnoteRef:11]” It further noted that “school and health center surveys and community questionnaires are also frequently used for evaluation.[endnoteRef:12]” [10:   Id. at 39. ]  [11:   Id. at 43.]  [12:   Id. at 44.] 


Defining the target population
CCT programs can be large and expensive to operate.  In order to ensure the maximum impact, they should target individuals and families who are unlikely to take the desired action without the transfer.[endnoteRef:13]  For example, rather than serving all high school students from low-income families, a CCT program might focus only on those with the greatest risk of dropping out.  Most programs rely on both geographical and household targeting.[endnoteRef:14] [13:   De Janvry and Sadoulet, 5.]  [14:   Rawlings, 36] 


Selecting the appropriate conditions and size of the transfer
The size of the transfer is an equally important component of program design, and can be tested in pilot groups to determine the most efficient amount required to reach the programs goals. For example, a study of CCT programs in Cambodia found that a relatively small cash transfer, equal to approximately 2% of the consumption of the median recipient household, increased school attendance by approximately 25 percentage points.  Slightly larger transfers did not increase attendance rates above this level.[endnoteRef:15]  [15:   Filmer, Deon and Schady, Norbert, “Does More Cash in Conditional Cash Transfer Programs Always Lead to Larger Impacts on School Attendance?” Journal of Development Economics, Article in Press, 
available online 21 May 2010.] 


Regarding selection of the appropriate conditions, there are two factors that deserve special consideration, as they may undermine the program.
· Fungibility: “Individuals undermine the rationale of the program by changing their consumption of investment patterns for a close substitute of the conditioned-on good.[endnoteRef:16]” One example would be decreasing food intake at home when given food in school. “The choice of the type of good on which the condition is imposed is crucial. In particular, the extent to which the good is fungible makes a significant difference, depending on the underlying motivation for the program.[endnoteRef:17]”  [16:   Das, Jishnu, Quy-Toan Do, and Berk Ozler, “Reassessing Conditional Cash Transfer Programs,” Oxford University Press, World Bank (2005) 20:57-80, 75.]  [17:   Id. at, 76.] 

· Benefit: Very low participation in the program can occur because the benefit of the transfer is less than the cost of the condition. “This is due to either poor design (too little cash in the design of the program) or poor implementation (corruption, leakage).[endnoteRef:18]” [18:   Id. at 75.] 


Setting entry and exit rules
The World Bank Policy Research Report encourages setting clear entry and exit rules in order to avoid confusion among program participants, reduce the potential for fraud, and minimize unintended incentive effects.  Possible solutions may include a time limit on benefits or a system of graduated benefits.[endnoteRef:19]  [19:   Rawlings, 43.] 


Complementary interventions
A critical inquiry must be made into what supply-side support is required for any CCT program to function correctly.  For example, a CCT program that aims to increase vaccination rates of young children will only be successful if parents have access to a clinic administering vaccinations.  As one study reports: “No program should be conditioned on the mandated use of poor-quality, ineffective services.[endnoteRef:20]” [20:   Id. at 36.] 


Possible challenges with implementation
In addition to the implementation hurdles that accompany any new program, implementation of CCT programs have presented some distinct challenges.  Disappointing participation and outcomes may result from improper condition selection.  Also, successful CCT programs often incorporate rigorous evaluation into the project.  Studies have noted the difficulty of coordinating impact evaluations with the implementation schedule and the challenge of winning the political support required for a successful impact evaluation.  Many CCT programs have used control or comparison groups in order to generate a valid assessment of program impact.  Denying some groups of people program benefits might lead to criticism and political and media pressure to extend benefits to those groups.  Careful design and communication with stakeholders help to mitigate barriers to implementation.  

Barriers to Implementation in Minnesota

One of the key barriers to implementing a CCT program in Minnesota is the fact that we would be one of the first states to do so.  There is no case-study of successful targeting methods of CCT programs in the United States.  It will be difficult to define the target beneficiaries in urban and rural settings in Minnesota.  Building a far-reaching CCT program from scratch will be a complex task for Minnesota policymakers, and the design must be rigorous enough to accumulate political support.

Despite success, CCT programs encounter resistance from civil society and government.  Critics of Opportunity NYC said the program was condescending and that people should not be rewarded for accomplishing simple tasks like attending a parent-teacher conference[endnoteRef:21]. The success of international programs is partly due to a different set of opportunity costs decisions for households that are distinctly different than large metropolitan centers in developed countries. The public will want evidence that CCTs enhance individuals’ chances for prosperity, but the long-term nature of this outcome may make it hard to observe before the program exhausts political support.  Political support will be critical to implementation because CCT programs require coordination across different sectors in the government, particularly education, health, and social welfare.[endnoteRef:22] [21:   Bosman, Julie. "City Will Stop Paying the Poor for Good Behavior." The New York Times, March 30, 2010: A1.]  [22:   Hyun Son, "Conditional Cash Transfer Programs: An Effective Tool for Povery Alleviation?," 
ERD Policy Brief Series 51 (2008).] 


Even if a privately funded pilot program is successful, a long-term, large-scale program will need to be publicly funded.  Given Minnesota Management and Budget’s projection of a $5.8 billion budget shortfall for FY 2012-2013, funding for a large-scale CCT program would likely have to be shifted from current programs.[endnoteRef:23] Although there would be some overlap of the target populations, many current welfare recipients could experience a sharp decrease in aid depending on their eligibility for the CCT programs. [23:   Minnesota Management & Budget, “February 2010 Forecast Highlights,”February 2010. (http://www.mmb.state.mn.us/doc/fu/10/summary-feb10.pdf.)] 


[bookmark: _GoBack]Opposition to allocating funding to CCT programs is likely to arise due to the relatively large administrative costs compared to other forms of welfare. Out of its $40 million budget, the Opportunity NYC program spent $10.2 million on operating costs on top of $9.6 million worth research and evaluation expenses.[endnoteRef:24]  However, there is some indication that overhead costs would decrease as the program matured. The Progresa program in Mexico, for instance, increased the percentage of total costs transferred to recipients from 8% in 1997 to 41% in just three years.[endnoteRef:25]  The administrative costs would also decrease as the scale of the program increased.  In order to compensate for the lower ratio of cost to benefits received, the CCT program will have to be significantly more effective than the programs that it replaces in order to provide an economically efficient outcome. [24:   Hyun Son, 51.]  [25:   Hyun Son.] 
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