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The Take-up of Social Assistance Benefits

In several countries social assistance dependence has been increasing since the 1980s.
After surveying the theoretical and empirical take-up literature, this study presents estimates
of recent rates of non take-up of social assistance benefits. Once methodological
shortcomings of prior estimations are corrected, the results show that take-up has fallen
recently and thus cannot explain the rising welfare receipt. Following theoretical predictions,
the probability that a rational individual takes up social assistance increases with the
expected benefit amount and duration, and falls with application cost and stigma. More than
half of all households eligible for transfers under the German social assistance program did
not claim their benefits.
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1. I ntroduction

Recently the issue of benefit take-up in public transfer programs has received increasing
attention in economic research (e.g. Anderson and Meyer 1997, Duclos 1995, Y aniv 1997). At first
sight, it appears counter to the predictions of economic theory that individuals would not collect
benefitsavailableto them. Y et, van Oorschot (1994) citesevidence of at |east 20 percent non take-up
ratesin state transfer programs, and others point to even higher rates. The study of take-up behavior
isdriven by an interest in explaining this economic puzzle.

In addition, investigations of take-up address at |east four important questions. First, rising
take-up rates over time may explain part of the upsurge in welfare receipt, observed in numerous
countriesover thelast decades (OECD 1998a, 1998b). Second, if transfer programsare administered
inaway which detersindividual sfrom using them, the programsmay fail to reach their objectives. In
the case of poverty aleviation, this can have dramatic effects for the wellbeing of the poor. Third, if
social assistance programs effectively eliminate poverty when transfers are recelved, then the rate of
non take-up provides arelevant measure of post-transfer poverty. Fourth and from a different
perspective, estimates of take-up rates are important information when calculating potential
expenditure effects of policy reforms.

Theinternational literature provides various theoretica modelling approaches for take-up
behavior and has empiricaly investigated the role of economic incentivesin the take-up decison for a
number of transfer programs. Prior contributionson take-up in the German social ass stance program
only evaluated take-up rates at different pointsin timein adescriptive manner. Thisstudy extendsthe
literature in four important ways. First, it isthe first to empirically test hypotheses explaining the

puzzling non take-up behavior for Germany. Second, following Duclos (1995), who draws attention



to theissue of measurement error in take-up studies, it improves on prior methods of caculating the
rate of nontake-up. Severa shortcomingsof past take-up ca culationsare pointed out, and sengitivity
anayses show that their effectsare mgjor. With the corrected methodol ogy, the popul ation share of
households not taking up their benefitsisonly half that found in prior studies. Third, whileamost the
entire literature on non take-up in the socia ass stance program is based on data from the 1960s and
1970s, this study applies more recent data from 1993. The data from the German Income and
Expenditure Survey (EV'S, Einkommens- und Ver brauchsstichprobe), is highly suitable for this
purpose since it provides precise information on household finances for over 40,000 households. In
addition, the 1993 wave of the EV Sisthefirst to dso consder East German and foreign households.
Findly, this paper provides acomprehensive survey of research on non take-up in generd, and for the
German social assistance program in particular.

In contrast to Anglosaxon terminology, in this study a household is considered to be poor if
low income and wedl th ownership render it eigiblefor socia assstance benefits (detailed digibility
conditionsare described bel ow). German government language maintainsthat househol ds, whorecelve
social assistance transfers, are no longer poor, as their poverty is fought off through transfers.
However, householdsremainin"hidden poverty" if they aredigiblefor socia ass stance benefits, but
"hide" their poverty by not taking up socid assstance. Thusit is"hidden poverty" that isof principal
interest in this study.

Themainfindingsarethregfold: First, non take-up in the German income support program has
increased to about 60 percent of the eigible households. Therefore the observed increase in welfare
receipt reflectsareal change in the underlying income distribution, rather than amere adjustment in

take-up behavior. Second, estimation results confirm the theoretically predicted impact of benefit



amounts, of the expected duration of benefit payments, and of application costsand stigmaeffectson
take-up decisons. Findly, transfer paymentswould increase by more than 16 percent, weredl digible
households to take up their benefits.

The paper first reviewstheinternationa literature and prior German contributions on take-up
in sectionstwo and three. It then briefly describesthe ingtitutiona framework of the social assistance
program in section four. Next, the data and the procedure used to calculate take-up rates are
discussed. Sectionsix presentsan empirica anaysisof the determinants of non take-up and the paper

concludeswithasummary of themainfindingsand adiscussion of policy implicationsin section seven.

2. Modelling Take-up Behavior

The determinants of benefit take-up in transfer programs have been on the agenda of
economic researchfor along time (for early contributions see Moffitt 1983, or Ashenfelter 1983), but
amore intense discussion of the subject took place only recently (for surveys see Craig 1991, or van
Oorschot 1991). The literature provides participation studies for various U.S. and U.K. transfer
programs. Blank and Ruggles (1996) study take-up in U.S. welfare programs; Anderson and Meyer
(1997), Blank and Card (1991), and McCall (1995) focus on participationinthe U.S. unemployment
insurance; Fry and Stark (1989) and Duclos (1995) investigate take-up in the U.K. Supplementary
Benefit program, Atkinson (1989) reviewstake-up of U.K. one-parent benefitsand family income
support, Kim and Mergoupis (1997) evaluate participation in the U.S. food stamp program, and
Blundédll et a. (1988) review the case of the U.K. housing benefit program. While not all of these
studies provide atheoretical model to derive their hypotheses, among those who do, static and

dynamic approaches to describe the program participation decision can be distinguished.



Examplesof astatic approach are Moffitt (1983), Blundell et al. (1988), and Y aniv (1997).
Y aniv (1997) setsup autility maximizing framework where utility depends positively onincomeand
negatively on the number of weeksworked. Individuas choose the optima number of weeksto work,
giventhat income can aso bereceived asatransfer. The optimality condition statesthat the person
should participate in the program until the marginal disutility of work equals the stigma adjusted
effective benefit (SAEB) per week of participation. SAEB increases with benefits, and declineswith
the degree of discomfort and of work requirement in the welfare program. Based on this theoretica
andysis, Y aniv concludesthat stigmamight well congtitute astronger deterrent to participationthanan
expected penalty for dishonest claming.

In contrast to Y aniv, Moffitt (1983) and Blundell et d. (1988) present empirical tests of their
theoretical approaches. Moffitt (1983) alows stigmato affect utility either as a constant factor
connected to program participation, or asafactor which varieswith the benefit amount. The model
yields testable hypotheses on the effects of marginal income tax rates, of wages, hours worked,
nonwage income, and benefit levels. Moffitt estimates atwo equation model for |elsure demand and
program participation, and concludes that stigmais appropriately represented by afixed factor of
disutility.

Inthe modd of Blundell et a. (1988) stigmaeffects and application costs are not parameters
intheutility function - asin Moffitt’ ssetting - but considered inan explicit cost function, whichimposes
afixed stigma effect. Whereas Moffitt derives the functiona form of the estimated indirect utility
function from alabor supply modd, Blundell et a. formulate linear gpproximationsto the utility and
cost functions. The participation probability equalsthe probability that the utility difference when

participating vs. when not participating exceeds the application and stigma cost. It can be



approximated by alinear combination of relevant factors, such as the benefit amount, prior income,
and sociodemographic characteristics. Whilethe authors cannot rigoroudly derive hypothesesfrom
their theoretical model, they posit plausibly that the higher the benefit the higher the chance of
compensating for thefixed stigmacost of participation. Thisreasoning isconfirmedintheir empirical
anaysis.

Anderson and Meyer (1997) extend the static model s by explicitly considering the impact of
the expected duration of (unemployment) benefit receipt in theindividual participation decison. An
individual will take up benefitsif over the expected length of an unemployment spell the utility
difference with and without benefits exceedsthecost of take-up. The utility differenceisdetermined
by the expected benefit duration and amount. Based on the optimality condition for benefit take-up, a
number of hypothesesare derived: Higher benefits, lower take-up costs, and alonger benefit duration
are expected to increase the probability of program participation. Anderson and Meyer test these
predictions and find that a 10 percent increase in benefits would raise take-up by about 2 percentage
points, and a 10 percent longer benefit duration would increase participation probabilities by about one
percentage point. The theoretical framework of Anderson and Meyer is adopted here to guide the

empirical analysis.

3. The German Literature

In contrast to the international literature on take-up behavior, German studies provide mostly
descriptive evidence on the magnitude, sociodemographic distribution, and potentia explanations of
non take-up. The contributions on "hidden poverty", i.e. non take-up of income support benefits, are

surveyed by Adam (1977), Schulz (1989), and Neumann and Hertz (1998). | focus on studies, which



generated nationally representative results (summarized in Table 1).!

Early resultson poverty in 1970s Germany are presented by Kortmann (1978) and Klanberg
(1979). Their cdculations are based on the most frequently applied dataset in German poverty studies,
the EV S (Income and Expenditure Survey). Kortmann (1978) finds an overal poverty rate of 0.7
percent for 1969. Klanberg (1979) evauated the 1969 and 1973 EV S surveys and, depending on the
calculation method, finds poverty rates between 1.1 and 5.1 percent for households in 1969 and
between 1.6 and 4.6 percent in 1973.

An influential study was that of Transfer-Engquéte-Kommission (1981), a government
commission studying theimpact of public transferson household incomes. Thecommission based its
estimates on the 1973 wave of the EV'S, and concluded that of the 350,000 German householdswho
had pre-transfer incomes bel ow the income support level, about onethird lived in hidden poverty. It
estimated the amount by which those in hidden poverty remained bel ow the income support minimum
income: Thispoverty gap amounted to on average between 5 and 10 percent of the income support
benefit. Three main reasons for non take-up of benefits were identified: (i) ignorance about the
program, (ii) misconceptions about eigibility conditions, and (iii) fear of causing problemswith family
relations, who might haveto reimbursethe socia assistance administrationfor thetransferstotheir
relatives.

Hauser et al. (1981) took advantage of three waves of comparable EV S data and presented
poverty rate caculations for the years 1963, 1969, and 1973. They found that the rate of poverty

declined between 1963 and 1969, but increased again in 1973. The authors explain that the socia

! Additional contributions are surveyed in Riphahn (1999).
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assistance minimum income was particularly low in 1969, which leaves a smaller fraction of the
population with incomes bel ow that minimum, and poverty ratesartificialy depressed. Hidden poverty
apparently decreased from about 60 percent of all poor householdsin 1963, to about 50 percent in
thelater years. It isparticularly frequent among those not in the labor force, and among elderly single
women. Hauser et al. (1981) show that hidden poor householdsfall on average 16 (13) percent short
of the minimum incomein 1969 (1973), exceeding the levels cal culated by the Transfer-Enquéte-
Kommission (1981).

Hartmann's 1985 study is based on data from arepresentative survey of 25,000 households,
gathered in 1979. His results confirm the figures presented by Hauser et a. (1981): He considers
about five percent of the population to be poor, and of these 48 percent are in hidden poverty,
suggesting that the situation did not change much after 1973. Hartmann confirms that the poor
population mostly consistsof femal e el derly individua s and pointsto the concentration of the hidden
poor inrura areas. Unfortunately, he provides no information asto how he calculated incomes and
whether heconsidered wedth in determining igibility. Similarly brief isthe discussion providedin
Hauser and Semrau (1990). The authors applied EV S datafrom 1983, and found anon take-up rate
of about 30 percent. Thisindicatesasignificant declinefrom thelast available measure of 48 percent,
as measured by Hartmann (1985) for 1979.

Neumann and Hertz (1998) providethelatest representative study on non take-up and hidden
poverty, using the German Socioeconomic Pand (GSOEP), anindividua and household level dataset,
to measure hidden poverty in 1991 and 1995. Thisisthe first study to consider East German and

foreign households in addition to the West German population. Again, no correction for wealth

2 For adiscussion of the determination of social assistance minimum income see section 4 below.
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ownership isconsdered in the determination of benefit eigibility. Neumann and Hertz calcul ate that
about 3millionindividuaslivein hidden poverty, with theoveral rate declining from 3.7 to 3.4 percent
of the population between 1991 and 1994. The decline is due to adrop in East German rates of
hidden poverty from 5.6 to 4.2 percent, while the West German rates remained constant at 3.2
percent. Hidden poverty is much higher among foreign than native households. The authors show that
the average hidden poor West (East) German household fell about 18.3 (19.7) percent short of the
minimumincome. Thehigh nontake-up figuresfor East Germany asof 1991 might be explained by the
fact that the social assistance administration therewasbarely functioning when theinterviewstook
place. Relating the number of hidden poor individuas to the officially registered income support
beneficiaries, yields shares of about 59 and 52 percent of non take-up. Relative to the measure of
Hauser and Semrau (1990) based on 1983 data, thisrepresents asteep increasein hidden poverty. |

investigate below whether this increase can be confirmed using the 1993 EV S data.

4, A Brief Introduction to the German Social Assistance Program

4.1.  General Features

The German social assistance program consists of two parts, income support (Hilfe zum
Lebensunterhalt) and support for special circumstances (Hilfe in besonderen Lebenslagen). The
purpose of the income support system isto guarantee that every resident can lead a‘ dignified’ life
based onasocio-culturaly determined minimumincome. Generdly, every individua withlessthanthis
minimum income must be financially supported, in order to enable the recipient to participate in
community life and to regain economic independence. Support for specia circumstancesisintended

for individuas, who might be able to meet their subs stence needs, but who are unable to carefor their



specid needs. Thelaw lists 13 such circumstances when the social assi stance administration might
becomeinvolved. The most frequently occurring ones arerelated to support for the handicapped, for
long-term care, and for health care.

Income support and support for specid circumstances differ in that the income support system
typically uses standardized payments. Given the variety of needs covered by support for special
circumstances, thesebenefitsareindividuaized. Also, the meanstestsregarding disposableincomeand
property are more lenient in the case of support in specia circumstances than for income support.

Asof 1998 theincome support part of the pogram accounted for 46 percent and support in
specid circumstancesfor 54 percent of total social assistance expenditures. Real expenditureson
income support grew by 29 percent between 1994 and 1998. Tota expendituresfor socia assistance
asafraction of GDP increased from .5 percent in 1970 to about 1.5 percent in the nineties. The
number of West German income support recipientsrose from 0.92 million in 1980, to 1.8 in 1990,
and 2.5 million in 1998, when 3.7 percent of the population were supported (2.7 percent in East

Germany, cf. STBA 1999)

4.2  Benefitsand Eligibility Conditions

In the case of income support, four types of financia benefits are available: Standard rate
benefits, hous ng support, one-time payments, and supplementary benefits. The standard rate benefits
are paid as monthly lump sum amounts for each member of the household.? In 1998 the average

standard rate for the household head was about DM 541. Age-adjusted, reduced rates are paid for

3 The amounts are adjusted annually by regiona governments, to account for regional cost of living
differences. Figure 1 presents the development of average (real) standard rates over time. For a review of the
discussion on how standard rates are to be determined see Riphahn (1999).
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each additional household member.# In addition to standard rate benefits, expenses for rent and
heating aretypicaly fully covered by income support. One-timepaymentsare availablefor stuations
of specid need, e.g. if the household hasto move. Since certain groups of recipientsincur expenditures
above the average, supplementary benefits provide premiaon top of the standard rates:. recipients
above age 65, disabled persons, and pregnant women receive another 20 percent of the standard rate,
and for single parents or handicapped individuals premiaof 40 or 60 percent of the standard rate are
possible.

In contrast to theincome support program, benefits of support in specid circumstances are not
standardized. Thelaw regulates each special situation separately, therefore we do not discussthese
itemsin detail (see Schulte and Trenk-Hinterberger 1986).

Incomesupport digibility followsif first, anindividua’ sneed exceedstheavail ablenet income,
and second if that need cannot be met by other means, e.g. from wealth or property sale. Whilein
principle al property needs to be sold before social assistance benefits can be claimed, a few
exceptionsare granted. Most importantly small homes, in which theindividuas householdsreside, do
not necessarily haveto be sold, particularly when the need appearsto be temporary. Anindividual
may not be eligiblefor support if the need can be met out of the disposable income or property of a
spouse or unmarried partner who lives in the same househol d.

Thedigibility requirementsfor support in specia circumstances are not as harsh and do not

4 Another 50 percent of the standard rate is paid for children under age 7, another 65 percent for children
up to age 14, 90 percent for those aged 15 through 18, and 80 percent for other adults in the household. The
eligibility determination accounts for the household situation of the core family or "community of need"
(Bedarfsgemeinschaft). Since this"community of need" istypically identical with the household, it is approximated
here using the household structure, which is available in the data.
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require theindividua to first use al net income and to liquidate al property items.® The law here
gpecifiesmoregenerousearningsdisregards, i.e. limitsbe ow whichindividua sand househol dswill not
be asked to utilize their incomes. The applicable type of income disregard again varies with the

particular type of circumstance.

5. Data

51 TheEVSData

Thiseva uation of take-up behavior and its determinants appliesthe most recent available EVS
dataof 1993, which, to my knowledge, has not been analysed for this purpose before. Therearea
number of advantagesto using the EVS: (i) Using the same database as past researchers permitsa
comparison of findings, and an evaluation of changes over time. (ii) The EV Sfocuses on incomesand
expenditures and therefore yields potentially more precise information and suffers less item-non-
response than comparable datasets. (iii) The EVS gathers information for a large number of
households. The data used here contains the response of 40,230 households (by comparison, the
German Socioeconomic Panel covers 7,000 households).

The EV Sdataconsistsof abasalineinterview (Jan. 1, 1993), continuous annual data, and a
conclusion interview (Dec. 31, 1993) in which property and wealth information are gathered.
Participation in the EV S survey requires the households to continuously note maor incomes and
expenditures during the calendar year. During one month participants write down every expenditurein
certain categories in great detail. Given the burden that the survey imposes on the respondents,

between 60 and 70 percent of arandomly selected samplewould refuseto participate (Euler 1992).

5 Asof 1998 individuals receivi ng income support could keep up to DM 2,500 in passbook savings, while
those receiving e.g. support for integration of the handicapped, could keep savings of up to DM 4,500.
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Therefore the survey is not representative and purposdly sdectsits sample based on the distribution of
certain househol d characteristicstaken from the Mikrozensusof the preceding year.® In addition, high
income households are excluded from the sample because they tend to be particularly reluctant to
provide financia information (the cutoff in 1993 was at a monthly income of DM 35,000, about
21,000 1993 USD). Individudsin ingtitutions and those without a permanent home, are not surveyed.
In contrast to prior EV S surveys, the 1993 wave wasthefirst to consider foreign and East German
households.

As in other studies, the problem of non-representative data is addressed through the
application of sample weights. The sample weights provided with the EV S data are based on the
Mikrozensus of the year preceding the EV'S. The 40,230 households observed inthe EVS data are

weighted to represent the 35.6 million actual German households as of 1993.

5.2  Measuring Non Take-up

To determine whether a household takes up income support, first its eigibility hasto be
established. Asdescribed above, digibility requiresthat actua household netincomefallsshort of the
(household size adjusted) minimum income, and that the property and financia wealth of eligible
households remains below a household size adjusted maximum. Therefore four figures must be
calculated to determine digibility: (i) actua household net income (i) household specific minimum

income, (iii) actual household wealth, and (iv) household specific maximum wealth.

® The Mikrozensus is an obligatory annual representative survey of one percent of the German
households. The considered household characteristics are age, labor force and marital status of the household
head, household size, and household income (Euler 1992). Typically EV S households receive a bonus of DM 100
after completing the final questionnaire, an amount too small to be a participation incentive or a payment for the
inconveniences.
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Most complex isthe ca culation of household specific minimum income (itemii). It consstsof
standard rate benefits, supplementary benefits, one time benefits, and the reimbursement of rent and
heating expenditures. Standard rates are determined annually at the state level and adjust for regional
cost of living differences. The age adjusted standard rates are then summed up for al household
members (cf. footnote 4).

Based on dataavailability, the following supplementary benefits are considered: (i) 20 percent
for those above age 65, (ii) 40 percent for sngle parents with either one child under age 7, or two or
three children under age 16, (iii) 60 percent for single parentswith four or more children, and (iv)
supplements of an "appropriate amount” for employed individuals.” This appearsto be the first time
that this employment supplement isconsidered in astudy on hidden poverty in Germany. Findly, an
overdl adjustment for onetime benefits at 10 percent of the standard rate aswell asrent and heating
expenditures are added to yield the household specific minimum income (item ii).2

Thisminimum income then hasto be compared to actua household net income (itemi), which
isprovided directly inthe data. However, thisannua incomefigureincludes benefitsreceived from the
socid assstance program. Clearly, thisamount hasto be deducted from household net income, before
eligibility for income support benefits is determined. After the correction for the labor force

supplement, consideration of this deduction is the second important aspect in which our calculation

" In June of 1993 the regulation on supplementary benefits for employed income support recipients was
modified. However, inspite of complicated calculation procedures this change made no differnce for any given
individual, leaving our calculations unaffected (for details see Bécker and Hanesch 1998).

8 For renters the expenditure categories "rent" and "energy" were considered. For home owners, the EVS
presents a "rental value of owned appartment” which was used as a conservative approximation of rent
expenditures in these households. Clearly, the imputation of the rental value introduces measurement error into the
calculation. If it overestimates the dwelling expenditures relative to the calculation procedures of the social
assistance administration, the number of poor households will be overestimated for the group of home owners, and
vice versa.
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procedure improves on the existing literature.

A thirdimprovement consstsof controlsfor the second stepin thedigibility determination, i.e.
the comparison of household financia wealth (itemiii) to the maximum permitted wealth under
entitlement conditions (itemiv), which wasignored in prior studies. These conditions demand thet (as
of 1993) a household may possess the sum of DM 2,500 for the head, 1,200 for apartner or spouse,
and DM 500 for each child (itemiv). The EV S conclusion interview investigatesin detall the financia
and property weal th of each household, based onwhich actua household wealthiscalculated.® Those
househol dsfor which actua wealth exceedsthe maximum permissiblelevel (itemiv), arenot digible
for income support benefits.

Oneremaining imperfection in the calculation isthat it does not account for the restrictive
effectsof property ownership onincome support digibility. However, theregulationson permissible
home ownership are not sufficiently clear to impute their effect on individua households.™® If we
assumethat property and financia wealth of households are highly correlated, then controlling for
financid wedthwill already correct for much of the measurement error. Section 5.3 presents sengitivity

tests on the improvements in our cal culation approach.

5.3  Descriptive Statistics
Table 2 describesitems (i) through (iv) used in the determination of income support digibility.

Poor, i.e. benefit eligible households clearly have lower incomes and financial wealth than the full

9 The considered items describe: Total sum of buildi ng society savings agreements, bonds, shares in
mutual funds and stocks, savings accounts, other financial assets, and sum of checking account balances, which
may be negative.

10 \While some home ownership is acceptable for income support recipients, other property holdings will
be deemed too valuable. The determination of this issue is legally complex and is determined by factors such as

household composition, value and size of the property, as well as the alternative local cost of renting appartments.
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sample. Interestingly, the hidden poor households, i.e. those who do not take up their benefits, appear
to be dightly better off in terms of household net income than those who take up state transfers. The
low minimumincome and permissible wealth among poor householdsrelateto their relatively small
household size.

Poor househol dsare morefrequent among single person and single parent householdsthanin
the overall sample. Their heads are typically female, dightly younger, and less educated than the
sample average. Poor households are morelikely to resdein large towns, morelikey to bein West
Germany and much more likely to be of non German nationality.

Threemeasures are gpplied to describe the extent and degree of hidden poverty: (i) Theshare
of the hidden poor among the poor and among al households, (ii) the amount of income that hidden
poor householdsfall short of the minimum (poverty gap), and (iii) the share of thisgap in minimum
income (degree of poverty). Table 3 provides these indicators.

Prior to income support payments 3.25 percent of all househol ds have incomes and wedlth
below the poverty limits as defined by theincome support program. Thisrate shrinksto 2.04 percent
once we take out those households who indicate receipt of income support. Thisimpliesanon take-up
rate of 62.7 percent, arate above the figures obtained for past years(cf. Table 1). Hartmann found
non take-up of 48 percent for 1979, Hauser and Semrau (1990) even mentioned non take-up of
about 30 percent for 1983, and Neumann and Hertz (1998) concluded that non take-up reached 59
and 53 percent of the poor households in 1991 and 1995.

To describe the effects of our calculation procedure on the results, Table 3 reports on
senditivity tests: Taking the employment related supplemental benefit into account increased the

measure of overall and hidden poverty. When thisfactor isomitted, hidden poverty would amount to
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58 percent instead of 62.7 percent of al poor households. Wefind alarge effect of the "no wealth
condition." Without screening out householdswhich areindigible because they own too much wedlth,
we would have obtained an overall poverty rate of over 7 vs. 3.25 percent now.! Omitting onetime
benefits from the minimum income cal cul ation reduces the share of poor households, because the
ca culated minimum income declinesand more househol ds passthelowered limit. Scenario four shows
the expected increase in poverty rates following the correction for income support benefitsin the
calculation of actual incomes. The smulation presented in thelast row of Table 3 showsthat had we
applied the procedures common to prior studiesin thisliterature, the rate would have been even
higher, at 84 percent and households who are not taking up their benefits would have accounted for
over four percent of all households. Thisshowsthat theimprovementsin cal culation procedureshave
Sizeable effects.

Whereasthe poverty and take-up ratesvary largely across scenarios, the average poverty gap
and degree of poverty are remarkably stable. Hidden poor househol ds on average forgo about DM
240 per month, i.e. about 13 percent (one seventh) of the average minimum income.

Table 4 describes the frequency of hidden poverty across household types. Thefirst four rows
depict the probability of hidden poverty by households rank in the distribution of unmet needs, i.e. the
absolute poverty gap and the relative poverty degree. Clearly, take-up increases with expected
benefitsandislowest among householdswith small clams. Thisconfirmsthe hypothesesderivedinthe
models of Anderson and Meyer (1997), or Blundell et a. (1988).

East German househol ds appear to be morelikely to remain in hidden poverty than their West

German counterparts, and foreign households seem to be more likely to take up benefits. The

1 Kortmann (1978, p.132) cites a finding of Klanberg that about 20 percent of poor households have
wealth beyond the maximum disregard. In our data that share is much higher.
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univariatefrequenciesconfirmurban/ rura differencesintake-up rates (Hartmann 1985). Theeffects
of human capita on take-up are inconclusive: Take-up is high among those with low degrees of
schooling and with high vocational degrees. Based on the age effects, the take-up rate seemsto
decline over the life cycle of the household head. Single parent households have very low and
households without children have high rates of non take-up. Thejoint effects of these factors are

analysed next.

6. Empirical Tests of Hypotheses

6.1  The Specification

This section extends the analysis of non take-up to a multivariate framework, to test the
hypotheses derived in the theoretical model s described above. Thereason for not claming benefitsis
generaly moddled inform of animplied cost, such that benefit take-up ismore likely if benefitsare
high, if the duration of benefit receipt islong, and if take-up costs are low (Anderson and Meyer
1997). Based on these arguments we test the effects of benefit amount, and of variables which
approximate benefit duration, application cost, and stigma.

To evauate the effects of benefit entitlement the poverty gap and poverty degree measuresare
applied. A number of variables can be used to approximate benefit duration: If e.g. the head of a
household is retired and retirement benefits are insufficient, the need for public support will be
permanent. Thereforewe control for whether the household head reached retirement age (age 65) and
expect apositive effect on the take-up probability. Information on handicap statuswould also bea
suitableproxy variable, but unfortunately the datadoes not providethisindicator. Further, we usethe

presence of young children under age seven in Sngle parent households as aduration indicator. These
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householdsare likely to depend on outside support for another few years, during which employment
opportunities of the single parent are limited dueto child care obligation. Finaly, we use variables
describing the earnings potential of ahousehold to gpproximate the duration for which the household
will need income support. If the head of ahousehold iswell educated, it is hypothesized that benefit
receipt may be short term and therefore take-up can be expected to be lower. The same reasoning
applies when we compare househol ds who own and rent an gppartment: If owner households have on
average higher earnings potentia sthey may need assistancefor shorter periodsand will belesslikely
to take up benefits.'?

To operationalize application cost we consider whether ahousehold isof German or foreign
nationdity, assuming that it ismore difficult for aforeign household to obtain the necessary information.
This suggests that foreign households are less likely to take up benefits.

Theamount of stigmaahousehold feelsis approximated by four measures. First, theageand
sex of the household head isincluded: Sociad normsmay render asituationinwhich anindividua isnot
ableto providefor one' shousehold amore stigmatizing event for men than for women. Thismay aso
vary across birth cohorts. Second, living in asmall community will make it harder to shield the
information on income support dependence from the public. Therefore we expect householdsin towns
with lessthan 20,000 inhabitantsto be lesslikely to take up benefits. The opposite effect holds for
bigger cities, where anonymity may protect the applicant from stigmati zation and take-up could be
higher. Third, we know that social assstancein former East Germany, where individuas not only had

the right but also the obligation to work, had a negative connotation (Neumann and Hertz 1998).

12 Additionally, footnote 8 pointed out the potential for measurement error in the imputed value of home
ownership. By considering the indicator for home ownership in the specification, the potentially biasing effect of
the measurement problem can be controlled for.
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Therefore sigma effects may be higher in East than in West Germany, yielding potentidly lower take-
up there. Finally, the presence of children may beamoativation for parentsto ensure that the means of
subsistence are provided. While adults might save and make do with fewer resourcesif it concerned
only themselves, take-up is hypothesized to respond positively to the presence of children.
Descriptive statisticson theexplanatory variablesused intheregression analysisare provided
in the second column of Table 5. The relevant sampleisthe group of householdswho are poor prior
to income support transfers. The dependent variableis coded one for househol dswho do not take up

income support, and zero for beneficiaries of the social assistance program.

6.2  Estimation Results

A probit estimator is applied to the dichotomous dependent variable. Estimation resultson
three alternative specifications are presented in the columns (1) through (3) of Table 5. Thethree
specificationsdiffer inthat thefirst controlsfor the absolute amount of monthly benefits (the poverty
gap), the second controlsfor therelative degree of poverty, and thefina specification reestimatesthe
second adding controls for state fixed effects. Such fixed effects are controlled for, since states
regul ate some administrativeissues connected to the socia assistance programs, most importantly the
dandard rates. Insofar as different sandard rates and state leve regulationsinduce different behaviors,
these effectsare controlled for by statefixed effects. Additionally, the fixed effects control for the take-
up effects of overall macroeconomic and labor market conditions, which vary vastly by state.

Theestimation results broadly confirm our hypotheses: Higher benefit clamssignificantly
reduce the probability of non take-up, confirming the findings of the international literature (cf.

Anderson and Meyer 1997, or Blundell et a. 1988). Since for inter-household comparison ardative
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benefit measure (e.g. the poverty degree) appears more appropriate than the absol ute benefit amount
(i.e. the poverty gap), and because specification (2) yields a higher log likelihood val ue, the poverty
degreeispreferred for thefinal specification in column (3).2 Simul ation experiments (not presented)
yield that aten percent increase in either benefit measure yields aresponse in the probability of non
take-up of about two percentage points or three percent, which is the same magnitude Anderson and
Meyer (1997) found in their study. However, relative to the margina effects of other household
characteristics (discussed below, see Table 5) this effect isindeed modest.

With the exception of the insignificant "head of retirement age" effect, all measures
approximeating the duration effect on benefit take-up confirm our hypotheses, severd a highlevelsof
satistical sgnificance. With respect to having ahousehold head of retirement ageweneedtokeepin
mind that the specification a so controlsfor the age of the head asastigmavariable. Thereit hasthe
expected negative Sign, indicating that older heads are correlated with lower rates of non take-up, the
hypothesized duration effect.'*

As expected, Sngle parents with young children have sgnificantly lower rates of non take-up.
Themargind effectsin Table5indicatethat being asingle parent with children reducesthe dready low

non take-up rate in househol dswith children by another 17 percent.® Having ahousehold head with

13 An estimation which controlled for both, the absolute amount and the relative size of the potential
benefit, resulted in an insignificant coefficient estimate for the latter and a highly significant estimate with a nearly
unchanged coefficient for the poverty degree.

1% n test runs, which did not control for age, the "head of retirement age” variable had a negative effect
on non take-up, confirming the duration hypotheses, even though it was statistically insignificant.

15 The sizeable interaction effect obtains even if additional separate indicators for single parent
households and for households with children under age 7 are considered. In this scenario however it loses its
statistical significance, possibly because the effect of children is overspecified in such a model. Also more than 92
percent of the single parent households are female headed and this effect is also already captured in a different
variable.
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littleor average schooling reducestherate of non take-up. The suggested interpretationisthat relative
to householdswith highly educated headsthese househol ds cannot expect to improvetheir economic
stuation fast, astheir human capita islow. Sincethereforethe expected duration of transfer receiptis
longer, the probability of non take-up declines.!®

Finally, home ownership, interpreted as the outcome of a superior earnings profile, is
significantly correlated with amuch higher rateof benefit non take-up. The interpretation may either
follow that of human capitd variables, or onemay consder the significant home ownership effect asan
indicator of overestimated imputed renta va ues of owned homes. Among the dichotomousindicators,
home ownership hasthe largest marginal effect, increasing the probability of non take-up by 35.6
percent (see Table5).

The proxy variable chosen to reflect application costsisforeign nationdity. It hasthe expected
positive effect on non take-up. Though it isimprecisay estimate, this suggests that foreign households
arelesslikey to take up the benefit they areentitled to. Thisisareversa of theeffect intheunivariate
satisticsin Table 4 and shows that once other characteristics are controlled for, non take-up ismore
frequent among foreign than among observationdly equivaent German households, aso confirming the
result of Neumann and Hertz (1998).

Whereas we expected asignificant differencein take-up behavior between maleand femae
household heads, this hypothesisis not borne out by the data. The community s ze effects confirm that
individudslivinginlargecitiestend to have (inggnificantly) higher take-up rates, and thoseresding in

smdl townsare agnificantly lesslikely to take up their benefits. East German households do not differ

18 prior estimations we additionally controlled for the effect of vocational training. However, even when
no further human capital indicators were considered, these variables did not significantly improve the explanatory
power of the model. Therefore they are excluded in the final specification.
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significantly fromtheir western counterpartsin their responseto the presence of thetransfer program.
Thehypothesison thesignificant impact of the presence of children on household take-up behavior is

impressively confirmed.

7. Summary and Conclusion

This paper investigates the phenomenon of non take-up of public transfers: its theoretical
explanation, its extent at the example of German social assistance program, and its empirical
determinants. German studies identified a downward trend in non take-up from 61 percent of all
eligible households in 1963, to 48 percent in 1979, and down to 30 percent in 1990. Recently,
Neumann and Hertz (1998) found evidence for an increase in non take-up rates, back to 59 and 52
percent for the years 1991 and 1995. They applied data from the German Socioeconomic Panel,
which had not been used for thistype of anaysisbefore. Their conclusions are confirmed here based
on information from alarge 1993 dataset with more than 40,000 households: About 63 percent of al
poor households did not take up the income support benefits available to them. This amounts to about
2 percent of all German households, about 700,000 households with approximately 1.3 million
individuals. If every household were to take up available benefits, actua expenditures on income
support for noninstitutionalized househol dsin 1993 would haveincreased by 16.8 percent.!” Since
take-up rateshavefadleninrecent years, the secular increase inincome support dependence cannot be

dueto adeclinein take-up rates.

17°700,000 households with an average clam of DM 272 per month generate an additional annual
expenditure of DM 2.28 hillion, which is compared to actual gross expenditures of DM 13.6 hillion on general
income support for noninstitutionalized households in 1993 (cf. Neuhduser 1995). Relating it to the gross income
support expenditures for all households, yields an increase by 12.7 percent, whereas relative to the entire social
assistance program’s gross expenditures, i.e. including support in special circumstances, expenditures would have
increased by only 4.7 percent.
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The modd first presented by Anderson and Meyer (1997) showsthat the cost of applying for
income support benefits, the amount and duration of the expected benefits, aswedll asfactors affecting
individudly perceived sigmaarelikely determinantsof benefit non take-up. An empirica test of these
hypothesesyielded generally confirming evidence: A risein expected benefitsby 20 percent would
increase the rate of benefit take-up by about six percent. Expectation of along benefit duration
increases the tendency to take up the available provisons. Foreign househol ds, whose gpplication cost
likely exceed those of natives, have (insignificantly) lower rates of take-up, and individuas, who by
livinginasmal community might besubject to stigmati zation, area solesslikdly to clamthetransfers.

Whilethese estimates test the microeconomic conditions for income support take-up, they
cannot explain the shiftsin take-up ratesover time. The sengtivity analyses presented above show that
the findings on hidden poverty vary depending on the applied calculation procedures. In fact, not
correcting for prior methodologica shortcomingswould have yielded arate of hidden poor households
in the population twice that found here. It would therefore be aworthwhile future research endeavour,
to ca culate non take-up by homogenous proceduresfor al available EV S datasetsover the last three
decades. Oncereliable estimates of the trend in take-up rates are availabl e, its determinants can be

evaluated.
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Table 1: German Studies on Social Assistance Take-up

Author Publication Data Source Data  Number of Sharein All  Number of Share of
Y ear Year Poor Households Hidden Poor  Hiddenin All
Househol ds? Households?  Poor
Households
(2) Kortmann 1978 IMDAF (based on EVYS) 1969 na 0.7% n.a n.a
(2) Klanberg 1979 EVS (Income and Expenditure 1969 69a 237,000 69a11% n.a n.a
Survey) 1973 73a: 343,000 73a:1.6%
73b: 100,0002 73b: 0.5%
(3) Transfer-Enquéte- 1981 EVS (Income and Expenditure 1973 350 16% 116.667 33%
Kommission Survey)
(4) Hauser et al. 1981 EVS (Income and Expenditure 1963, 63: 1,160,000 63:5.8% 63: 709,000 63: 61 %
Survey) 1969, 69: 778,000 69: 3.6 % 69: 352,000 69: 45 %
1973  73: 962,000 73:4.4% 73: 457,000 73: 48 %
(5) Hartmann 1985 Survey of 25,000 Households 1979 1,144,000 5.0% 550000 48 %
(6) Hauser and Semrau 1990 EVS (Income and Expenditure 1983 n.a. n.a n.a 30 %
Survey)
(7) Neumann and Hertz 1998 German Socioeconomic Panel 1991, n.a?® n.a® n.a® 91: 58.7 %
1995 95: 52.3 %

Note:

if they do not claim income support benefits available to them.
2) Klanberg distinguishes a net income concept from a ‘full income’ concept. Figures based on the former are labelled a, the latter b.
3) The calculations by Neumann and Hertz are in terms of individuals as opposed to households.

1) Households are considered poor if their income falls below that minimum determined by the income support program. They arein hidden poverty,



Table 2: Descriptive Stetistics

Variable Description Full Sample All Poor Hidden Poor
Households Households
Household Characteristics
i) Household net income 52,316 15,878 17,750
(in DM per year) (35,775) (9,352) (9,433)
i) Minimum Income 26,482 21,207 20,647
(in DM per year) (12,701) (10,291) (10,823)
iii) Actual wealth 40,609 -271 -554
(inDM) (76,227) (8,309) (10,287)
iv) Permissible wealth (in DM) 3,545 3,166 3,082
(880) (865) (856)
Household size 2.27 2.01 1.80
(1.24) (2.37) (2.27)
Single person household .33 51 .60
(.47) (.50) (.49)
Single parent household .05 22 A3
(.22) (.41) (.33)
Number of children under 16 45 .60 43
(.85) (1.03) (.95)
Number of children under 7 21 27 18
(.54) (.612) (.51
Characteristics of Household Head
Female .35 .60 .58
(.48) (.49) (.49)
Age 50.8 48.1 49.6
(16.6) (18.5) (19.9)
Schooling: None or basic 43 .56 54
(.49 (.49) (.50)
Schooling: Medium (Realschule) 27 23 23
(.44) (.42) (.42)
Schooling: 12/ 13 years .30 21 .23
(.46) (.41) (.42)
Vocational Training: None A2 .33 35
(.33) (.47) (.48)
Vocational Training: Apprenticeship .68 .60 .60
(.46) (.49) (.49)
Vocationa Training: Univ. degree 19 .07 .06
(.40) (.25) (.23)
Nationality and Residence
Town < 20,000 inhabitants .35 .33 37
(.48) (.47) (.48)
City > 100,000 inhabitants .35 42 .38
(.48) (.49) (.48)
East German .23 14 A7
(.42) (.34) (.38)
Foreign nationality .02 .04 .03
(.13) (.20) (.18)




Note:

1) Presented are the variable means with standard deviations in parentheses.

2) All statistics are weighted by EV S sample weights for the full sample.

3) Poor households are defined by a positive difference between the minimum household
income calculated by social assistance rules and the actual net income available to the
household (net of social assistance benefits), who also do not possess more than the maximum
permissible wealth. Hidden poor households are those poor households who are not taking
up their social assistance benefits.

Table 3: Sensitivity of the Hidden Poverty Measure to Various Assumptions

Scenario Poverty Hidden Poverty Poverty Gap Degree of
Rate in percent (inDM per  Poverty
(in of Poor Hh. of All month) (in perct.)
percent) Hh.
Base Case 3.25 62.7 2.04 241.5 13.6

Specification Tests:

1) No correction for labor 2.75 58.0 1.59 236.9 131
force participation

2) No wealth condition 7.12 77.0 5.48 296.9 14.1
3) No one-time benefits 2.89 59.2 171 232.7 129
4) No correction for social 2.77 73.7 2.04 241.5 13.6
assistance income

5 1+2+4 5.16 84.2 4.34 297.5 13.6

Note: 1) Poverty Rate describes the share of poor households in the total population in percent.

Hidden Poverty describes the share of hidden poor households among poor households and
in the total population (i.e. non take-up) in percent. Poverty Gap describes the difference
between minimum and actual income for households in hidden poverty in DM, and the Degree
of Poverty calculates the ratio of poverty gap to minimum income, in percent, again only for
households in hidden poverty.

2) Scenario 5 applies restrictions 1, 2, and 4 jointly, to generate a measure aong the
procedures applied in past reseach on hidden poverty, which generally did correct for onetime
benefits.

3) All statistics based on weighted data.



Table 4: Non Take-up Rates Among Poor Households by Characteristics

Characteristic Rate of Non|Characteristic Rate of Non
Take-up Take-up
All poor households 62.65
First quartile of poverty gap 89.91 |First quartile: Poverty degree 88.45
Second quartile of poverty gap 79.51 |Second quartile: Poverty degree 80.80
Third quartile of poverty gap 60.02 |Third quartile: Poverty degree 65.61
Fourth quartleof poverty gap 2117 _|Fourth quartle: Poverty degree 1571
West German households 60.23  |Household head < age 30 68.27
East German households 77.96 |Household head < age 40 53.27
German households 63.16 |Household head < age 50 54.10
Foreign households 50.87 |Household head < age 60 63.57
Towns < 20,000 inhabitants 70.17 Household head < age 70 68.11
Cities > 100,000 inhabitants 56.22  |Household head > age 69 72.92
Household owns home 87.69 |Single person household 73.80
Household rents home 57.66 |Single parent household 36.42
Head schooling: none/ basic 60.76  |Married couple, no children 73.86
Head schooling: Medium 63.80 |Married couple, with children 55.70
Head schooling: 12/ 13 years 66.31 |Cohabiting couple, no children 81.92
Head voc. traing.: None 65.91 |Cohabiting couple, with children 47.84
Head voc. traing.: Apprenticeship 61.86 |No child under 16 72.11
Head voc. traing.: Univ. Degree 53.60 |One child under 16 40.96
Household head female 60.92 | Two children under 16 44.35
Household head male 65.21 |Three children under 16 39.72
Four children under 16 45.69

Note: 1) All statistics based on weighted data.



Table5: Estimation Results: Probit Estimation of Hidden Poverty Determinants

Mean D 2 (3) Marg.
(Std.Dev.) Effects
Hidden poverty (dependent variable,0/1)  .604 - - - -
(.489)
Benefit Effect
Poverty gap 4643  -.0018 ** ; ] ]
(489.6)  (.0002)
Poverty degree .249 - -4.143**  -4.174** -161
(.245) (.337) (.342)
Duration Effect
Head retirement age (0/1) 178 101 160 131 .050
(.383) (.239) (.246) (.250)
Single parent&child under age 7 (0/1)  .123 - 476 * -.356 -419"  -165
(.329) (.214) (.218) (.221)
Head: Schooling basic or none (0/1) 519 -426 **  -B54**  -BE3**  -210
(.500) (.156) (.172) (.174)
Head: Schooling medium (0/1) 231 -.248 -344 " -322" -126
(.422) (.175) (.188) (.187)
Own home (0/1) .180 1613 ** 1.102** 1.120** .356
(.384) (.254) (.196) (.194)
Application Cost and Stigma Effect
Foreign Household (0/1) .049 232 .283 .220 .082
(.215) (.248) (.255) (.268)
Head: Female (0/1) 551 -.087 .018 .002 .001
(.498) (.129) (.127) (.129)
Head: Age 45.3 -011 -.014 * -.015 * -.006
(16.7) (.006) (.006) (.006)
Town < 20,000 inhabitants (0/1) .305 293 " 345 * 401 * 150
(.461) (.163) (.154) (.172)
City > 100,000 inhabitants (0/1) ..453 -.118 -.030 .059 .023
(.498) (.142) (.147) (.161)
Household in East Germany (0/1) 118 73 235 -.065 -.025
(.322) (.199) (.203) (.606)
Children < age 16 in household (0/1) .388 -.248 " =726 ** =727 **  -279
(.488) (.150) (.149) (.151)
Constant - 1735 **  2274**  2337** -
(.273) (.308) (.315)
State Fixed Effects - no no yes -
Number of observations 740 740 740 740 -
Log likelihood - -331.85 -30541  -300.19 -




Table5:

Note:

Figure 1:

continued

1) Columns (1) through (3) describe alternative specifications. Presented are coefficient
estimates with standard errorsin parentheses. ** *,** indicate statistical significance at the 1,
5, and 10 percent level respectively. The standard errors are Huber-White corrected. The
estimation is performed on unweighted data.

2) Specification (3) controls for state fixed effects which are not presented.

3) Thelast column describes the marginal effects of the covariates based on specification (3).
For the continuous explanatory variables (poverty degree and age of household head) the
effect is calculated as the change in the probability of non take-up following an infinitessmal
change in the explanatory variable; for the remaining dichotomous measures the marginal
effect describes the discrete change in the probability after the indicator variable takes on the
valuesOor 1.
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