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ABSTRACT

The Income Portfolio of Immigrants in Germany -
Effects of Ethnic Origin and Assimilation
Or:
Who Gains from Income Re-Distribution?”

This paper deals with the economic performance of various population groups in Germany
giving special attention to ethnic origin of immigrants as compared to the native born
German population. In addition, winners and losers of the re-distribution process, induced by
the tax and social security system, are identified. This is done by considering different
components of market and non-market income as well as taxes and social security
contributions.

This income portfolio analysis is based on data from the German Socio-Economic Panel
covering the observation years 1995 to 1997. Population subgroups are made up of West
Germans, East Germans, and immigrants; the latter being split into Ethnic Migrants
(Aussiedler) and foreigners. Immigrants are differentiated according to their state of
assimilation: those immigrants living together with a native born adult German (,mixed,
immigrants) and others (,pure, immigrants). In order to control for any retirement related
impact we run all analyses for the total population as well as for those who live in
households with a head of prime age.

Our results show that immigrants are a very heterogeneous group with respect to their
economic performance. The well-assimilated ,mixed, immigrants have an even better
relative income position than the autochthonous West German population.

In general, we confirm the well-known poor market performance of immigrants. However,
also immigrants” non-market incomes are atypically low (except for those of ,pure,
Aussiedler), mainly due to their age structure, resulting in lower eligibility for and receipt of
old age pensions. Non-market incomes of younger immigrants are somewhat higher than
those of the autochthonous West German population, but still much lower when compared to
the East German population.

" This paper was presented at the IZA Workshop "Ethnic Migrants in Labor Market and Society:
Integration Experience in Comparison”, Bonn, January 29-31, 2000.



Analyzing the re-distribution effect caused by public transfers, old age pensions, and tax and
social security contributions, we find that immigrants as a whole are (slightly) net payers.
Again, ,pure, Aussiedler are an exception. When focusing only on younger people, the
situation is reversed, and immigrants profit slightly. This is due to above average non-market
income of ,pure, immigrants. However, East Germans are still much better off.

The question which remains to be answered is whether these differences stem from an
immigrant specific effect per se or whether they are influenced by underlying social structure
differences. Using random-effects models to control for various socio-economic measures,
we find that non-German immigrants remain net payers. In addition, immigrants’ need of
being subsidized by the re-distribution process rapidly and strongly decreases with
progressing duration of stay in Germany. On the other hand, the subgroups substantially
profiting from the re-distribution process are ,pure, Aussiedler and East Germans. This
means --at least in our static ,snapshot, analysis-- that the ,classic, immigrants (of non-
German nationality) are no economic burden to the autochthonous population.

JEL Classification: J61, J15, J18, D31

Keywords: Immigration, migration policy, income, income re-distribution

Felix Buchel

Max Planck Institute for Human Development
Lentzeallee 94

14195 Berlin

Germany

Tel.: +49-30-82406-427

Fax: +49-30-82499-39

Email: buechel@mpib-berlin.mpg.de



I. Introduction

The long-term stability of the --up to now-- well-functioning German corporatist social security
system, which in large part is based on a pay-as-you-go mode, is severely endangered by low fertility
rates and increasing life expectancy in the autochthonous population. While demographers (cf. United
Nations Population Division 2000") discuss enforced immigration as a possible solution to this lurking
most substantial societal problem, the public opinion, including influential politicians, still associate
immigration with a burden rather than a relief. It is feared that a below average skill level of
immigrants impedes their labor market integration and therefore leads to above average take-up rates
of public transfers. In addition, the general ability and willingness for appropriate assimilation is
doubted in general. As a consequence, current public discussions tend to focus on how to avoid
immigration and not how to support it (Rotte 1998). The former Kohl administration reported: ,,(As

before), today’ s Germany has no need for further immigration of foreigners, .

Although immigration rates to Germany over the last decade were the highest among European
countries (when neglecting Luxembourg and Switzerland)?, the officia governments policy was
alwaysto consider Germany not as an immigration country. The former Kohl administration explicitly
denied the existence of an active immigration policy and, as a consequence, the need for a steering
immigration law*. Since the elections in October 1998 which led to the change in federal
administration, the German Social Democrats realized some steps towards easing the naturalization
and allowing temporary dual citizenship for children. Until then, the typical German concept of
ethnicity and citizenship was in place, based on ,cultural, linguistic and ethnic, considerations (see
Hailbronner 1992). According to this concept a person born in Germany did not automatically receive
German citizenship as would be the case in most other countries (ius soli), but rather that of the
parents. On the other hand this concept allows people of German ethnic origin (Aussiedler)® who live
outside Germany to claim German citizenship basically when crossing the borderline (ius sanguinis).
Nevertheless, plans for a new immigration law are still on hold (Witzsch 1999). The most recent
official position is to wait for an immigration law initiative on behalf of the European Union. On the
one hand, such a solution would be the most efficient one (Zimmermann 1994b, 1995, Gusy 1994,

Gusy and Ziegler 1997, Lohmann 1997). On the other hand, due to generally long decision processes

1 The ongoing United Nations project ,Replacement Migration: Is it a Solution to Declining and Aging

Populatlons’> suggests a,, Replacement Migration, of about 500.000 immigrants p.a. for Germany.

» Deutschland hat auch heute keinen Bedarf flir einen weiteren Zuzug von Ausléndern.,, (Bundesregierung der BRD
1996 p. 2)

Source for al numbers and empirical trends in this Section: Lederer , Rau, and Rihl (1999).

4 Bundesregierung der BRD (1996, p. 2).
5 Ethnic Germans (,,[Spét-]dussiedler,) are German natives and their descendants who lived in Eastern Europe or in
the area of former Soviet Union, most of them for generations. According to the German constitution, these people are
awarded German citizenship in the case of ,re-,immigration to Germany, if they can proof some basic German language
knowledge and German cultural identity (for details see e. g. Zimmermann 1999). The immigration of Ethnic Germans to
Germany dropped from about 400.0000 persons in 1990 to about 40.000 persons in the first half of 1999 (see Lederer, Rau,
and RUhl 1999).



at the European Union level and discrepancies between the interests of the member states
(Zimmermann 1994a), it is evident that this strategy much more favors the status quo than a change®.
However, the pressure to change the unsatisfactory situation are becoming stronger and considerations
about an immigration law are becoming more and more concrete (Wollenschldger 1997, Gobel-
Zimmermann and Masuch 1998). Neglecting the option to actively steer immigration (e. g. with
respect to age structure, educational and occupational background, and ethnic origin; cf. Simon 1994)
means to abstain from the opportunity to raise welfare in a controlled way (Dicke and Glismann 1995,
Scholten and Thum 1996).

In most recent years, immigration patterns in Germany have changed substantially (see figure 1).
During the 1960s and early 1970s immigration to Germany was heavily influenced by migrant
workers from Mediterranean countries (the so-called ,, guest-workers, ), which was clearly reduced by
the recruitment halt (Aufnahme-Stopp) in 1973. The inflow of Aussiedler from former Eastern Block
countries peaked in the years 1989 and 1990 at about 400,000 persons annually; these figures are
meanwhile down to about 100,000 persons per year. On the other hand, the number of asylum seekers
and refugees drastically increased until 1992 (mainly due to the Yugoslavian conflict as well as the
persecution of Turkish Kurds). When evaluating this process one should also keep in mind changesin
the institutional settings like the so-called , Dritt-Staaten-Regelung, introduced in 1993." After
peaking in 1992 at about 1.5 million persons per year, the total number of immigrants declined almost
continuously to about 800,000 in 1998, while the number of persons leaving Germany remained pretty

stable in arange of ¥ million +/- 100.000 persons per year.

-- Figure 1 about here --

As a consequence, immigration surplus dropped from plus 782,000 persons in 1992 to aimost zero
(47,000) in 1998.2 On the one hand, this development aggravates the demographic problem with
regard to the future of the German social system severely. On the other hand, it may open the door for
discussions of the advantages and disadvantages of immigration under less tensioned social conditions

than in former times.

However, German society and political players are insufficiently equipped with substantial facts for
such a discussion. Even official general population statistics are in rather bad shape or at least do not

sufficiently differentiate between migrants and foreigners. Due to data privacy laws recent Aussiedler

6 However, this position is very different than that of most German scientists working in this field (Gobel-

Zimmermann and Masuch 1998, Zimmermann 1999). Decidedly opposite opinions such as those of Felderer (1994a) and
Birg (1995) are expressions of aminority.

7 According to this rule persons coming to Germany through a so-called , safe country, were no longer allowed to
apply for asylum. Germany as such is surrounded by ,, safe countries,, which clearly reduces the number of eligible asylum
seekers.



might not be explicitly shown in some official statistics; they rather appear as Germans without being
mentioned as immigrants. In addition, there are inconsistencies between the main statistics and
specialized subsystems’; even the central register of foreigners is blamed for an exaggeration of the

real number due to alack in coverage of re-migration.™

Better access to a range of important aspects in the immigration issue is given by the findings of
micro-economic analyses. Main fields of research cover social behavior or assimilation of immigrants,
including take-up of socia transfers, immigrants’ labor market integration, and effects of immigration
on loca labor markets (see Section Il). From an economic point of view, the question whether
immigrants --or specific subgroups among them-- are rather enriching or burdening the native-born
population is another important issue: ,,(The) cost-benefit calculation will surely be a key component
of the immigration debate that is likely to dominate domestic public policy in the next decade, (Borjas
1995b, p. 279).

Most of the work in this specific field focuses on differences concerning the receipt of public benefits
between immigrants and the native-born population, but neglects the other side of the cost-benefit
calculation: ,,An overall judgment on the effects of immigrants on future government expenditures
should take account the tax contributions of immigrants and natives as well as the expenditures for
them. However, no recent study provides data on household incomes of natives and immigrants; hence
there is no solid basis for estimating the taxes paid by the two groups., (Simon 1996, p. 107). Only a
very few studies take this into consideration like Bérsch-Supan (1994). It is our goal to give a small
contribution to this underexposed field of research. After al, the crucial question is. ,,Do (immigrants)
consume more services from the public sector than they pay for in taxes?, (Schulz 1998: 245) or more
specific: ,Who's financing whom? Do immigrants subsidize the native population or vice versa? Is
immigration a cost factor or a net benefit for the public transfer system?, (Weber and Straubhaar 1996,
p. 350)."

In this paper, we use representative micro-data taken from the German Socio-Economic Panel Study
(GSOEP) in the period 1995 to 1997 (Wagner, Burkhauser, and Behringer 1993; Projektgruppe SOEP
1995). This dataset has sufficiently differentiated information on ethnic origin of immigrants as well as
on income. We distinguish between native-born West Germans, East Germans, foreigners and Ethnic
German immigrants (Aussiedler). For the latter two groups, we differentiate between households of

~pure, ethnicity and those of ,mixed, ethnicity, where adults with German nationality are living in a

8 For more detailed information cf. Sommer and Voit 1999.

o Comparing the total of immigrants from the aggregated statistics (1998: 802.000) with that of the specialized
subsystem which differentiates between ethnic groups (1998: 631.000), there remains a substantial unexplained difference
(Lederer et al. 1999, p. 45.)

1o In 1987, the year of the last officia census, there was a difference of 600,000 foreigners between the central
register and the census results (see Lederer, Rau, and Ruhl 1999).



household with a non native-born head. Thisis done to cover the assimilation status in a more specific
way than usually done. For some analyses which concentrate on the immigrant population we

additionally control for duration of stay in Germany.

For these different ethnic groups we analyze volume and structure of pre-government income
(=market income) and non-market income. We consider payments of taxes and other contributions to
the German tax and welfare system as well as the receipt of public transfers and benefits in order to
shed some light on the individual performance of households within the process of income re-
distribution. Market income consists of employment income, capital income, and private transfers,

whereas non-market income components are old age pensions and other public transfers.

Since we are interested in differences in the income performance across the ethnic groups, we first
compare relative positions for all income components. Secondly, we calculate for each ethnic group
separately: @) the population share receiving a specific income component, b) the most important
income component, and c) the various income components as a share of total income (,portfolio
structure,). Two indicators are used to describe the re-distribution impact. In a ,,head count, approach
we simply calculate for each subgroup the respective share of ,,winners, and , losers,; winners being
defined as those persons whose post-government income position is above that based on pre-
government income. We also use the absolute difference between post- and pre-government income

positions as a metric measure of individual re-distribution performance.

Basically, we run al analyses first for the entire population of persons living in private households in
Germany (the ,,social burden approach, ), and secondly only for persons in households with a head of
prime age (the ,labor market integration approach,). This differentiation is thought to take into
account expected age effects, which are closely related to different positions in the re-distribution
process. This is especially necessary, since the age structure of the considered ethnic groups is most
likely to be different.

Additionally, we apply multivariate analyses to find out if differences in the behavior of our selected
subgroups are given for those persons per se or if these are just the result of a different social structure.
We apply random-effects models to the pooled data-set based on three cross-section years.
Simultaneously controlling for various SES measures we repeat the descriptive analyses on pre-
government and post-government incomes as well as changes in the relative income position due to
the re-distribution process. This provides us with the information on how the different population
groups are profiting from the tax and welfare system, and which of them are overall contributing to it,

net of all control variables.

un The same aspect is pointed out by Wellisch and Wildasin (1996, p. 125).



IL. Background

The existing literature contains a large variety of research designs that tackle the question whether

immigrants are ,, burdening, the native-born population or not in a more or less specific form.

A most unspecified form of analysis is just using adummy variable to control for foreign nationality or
immigration when analyzing any social phenomenon (e.g. for the transition from school to work, see
Helberger, Rendtel, and Schwarze 1994). In general, immigrants or foreigners on average show a
weaker socio-economic position than the native-born population which very often is interpreted as an
indication for immigrants as a whole lowering the welfare position of the autochthonous population.
But due to the most heterogeneous socia structure of immigrants this standard interpretation is
definitely too rash.

Most empirical research which explicitly focuses on immigrants can be clustered into some very few

sub-topics (for an overview see Schultz 1998).

A variety of analyses deal with the question of social integration of immigrants. Reitz (1998)
approaches this topic in a broader way, taking into account institutional settings. Frick, Smeeding, and
Wagner (1999) consider the social heterogeneity of the immigrant population by controlling for
differences in labor market behavior and income for different ethnic groups and immigration cohorts.
A lack of assimilation is considered to complicate the labor market integration process (Zimmermann
1999). Reversing the research angle, Dustmann (1996) found that economic success as a condition for
assimilation seems to be of less importance. There are some studies with special focus on ethnic
migrants. Koller (1997) states a generally high tendency for assimilation in this group. Dietz (1999)
finds that moving into an existing social network eases the way to economic integration for them. The
same is stated by Bauer and Zimmermann (1997); however, they also find that social networking
within the group of ethnic origin lowers the chances for social assimilation. When analyzing social
integration, a long-term perspective is of specia interest. In this context, longitudinal data are very
helpful (cf. Fielding 1995). Seifert (1997) shows clear differences between first and second generation
immigrants” behavior. In general, changes in the social structure of immigrants (e.g. Borjas 1985,
1994, 1995a) have an effect on assimilation opportunities, too. Another approach is to focus on
intergenerational status mobility, e.g. with respect to educational behavior (Biichel and Wagner 1996,
Haisken-DeNew, Biichel, and Wagner 1997, Gang and Zimmermann 1999).



Another type of analysis focuses on labor market integration of immigrants. Broad approaches to the
topic are rare (Velling 1995, Bauer 1998). In general, the earning patterns of immigrants are compared
to those of the native-born population (cf. Schmidt 1993, 1997, Winkelmann and Winkelmann 1998,
Reitz et a. 1999). Chiswick and Miller (1994) analyze immigrants” investments in human capital.
With respect to ethnic migrants, some specific studies are available (Ulrich 1994b, Dunn, Kreyenfeld,
and Lovely 1997, Bauer and Zimmermann 1999).

An important topic is the effect of immigration on the structure of the host country’s labor markets. A
extended attempt to answer this question was made by Hatton and Williamson (1994). In general, the
effects are considered to be low (cf. LaLonde and Topel 1991, Gang and Rivera-Batiz 1994, Velling
1995, Pischke and Velling 1997). DeNew and Zimmermann (1994) found a negative impact of
immigration on wages in Germany. This is the result theoretically to be expected (von Zameck 1993).
Nevertheless, an opposite result for Austria was presented by Winter-Ebmer and Zweimdiiller (1996).
Bdrsch-Supan (1994) finds that only gross wages, but not net wages are negatively affected by
immigration. Axelsson and Westerlund (1998) find no significant effect on real disposable household
income from migration for Sweden over the period of the 1980s. Frick et al. (1997) as well as Grabka,
Schwarze, and Wagner (1999) extend the field of analysis by focusing on changes in the income
distribution due to immigration. They both find arather small increase in inequality. A related topicis
analyzed by Mller (1995) who comes to the unsurprising result that assimilation among immigrantsis

easier for those who are able to import higher capital resources than for others.

Another major field of research isthat of take-up of public transfers. The receipt of welfare benefitsis
of special interest (cf. Jensen 1988, Maani 1993, Khoo 1994, Gustman and Steinmeier 1998, Riphahn
1998, Hu 1998). The general expectation is that take-up intensity among immigrants decreases with
increasing duration of stay (Buchel, Frick, and Voges 1997, Voges, Frick, and Biichel, 1998).
However, a contrary result is presented by Baker and Benjamin (1995) as well as by Borjas and Trejo
(1995). This could be explained by varying institutional settings between countries. Borjas and Hilton
(1996) believe that social networks among immigrants lead to higher take-up rates of this group.
However, thisis challenged by Zavodny (1997). Voges, Frick, and Biichel (1998) aswell as Bird et al.
(1999) state that welfare recipiency is higher among immigrants than among native-born people, and
the latter even find that take-up shares among immigrants are above average in the case of dligibility.
However, both studies conclude that this is due to the less favorable social structure of immigrants, i.e.

that different ethnic origin is not arisk factor per se.

Analyses considering the structure of the whole welfare system are rather rare compared to those
following ,traditional,, empirical designs. Sinn (1997) suggests -- with special regard to immigration --
at least a partia transition from the existing pay-as-you-go system to a funded system.



Finally, some studies exist in the field we are especially interested in, i.e. the analysis whether a given
society is economically burdened or -- in contrast -- is profiting by immigration. Trying to find an
answer to this question requires a design considering both aspects simultaneously, the receipt of
benefits and the contribution to the tax and welfare system. LalLonde and Topel (1991) report that
immigrants to the USA have lower incomes, but bear this burden for themselves, that is without
affecting the native-born population in a severe way. Simon (1996) confirms this finding for the USin
the 1970s, however the picture for more recent periods is not that clear. The study of Rirup and
Sesselmeier (1994) states that immigrants to Germany are net payers with respect to the
unemployment insurance and the medical aid system; with respect to the old age pension system, the
results seem too be less obvious because of uncontrollable and unpredictable interdependent effects.
For Switzerland, Weber and Straubhaar (1996) find that immigrants are net payers to the tax and
social security system™. The following empirical work for the case of Germany should be seen in the

tradition of this type of immigration research.

I11. Data and Methods

Data and Observation Period

All following empirical analyses are based on representative micro-data from the German Socio-
Economic Panel (GSOEP), which is an ongoing panel survey with a yearly re-interview design. This
data-set provides data at the household and the individual level (Wagner, Burkhauser, and Behringer
1993) as well as specific information about ethnic origin of respondents and household structure. We
match the German portion of the PSID-GSOEP-Equivalent File (Burkhauser, Butrica, and Daly 2000)
for most detailed information about various components of household income®. We analyze data
collected in years of interview from 1995 to 1997, which include data from a new sub-sample started
in 1994/95 which is especially designed to cover immigration to Germany since 1984 (see figure 1)
when the original sample was drawn (Burkhauser, Kreyenfeld, and Wagner 1997). Because we
analyze retrospectively asked income information concerning the year preceding the interview, our
analysis covers incomes for the years 1994 to 1996. In the descriptive analyses, appropriate weighting
factors are applied. Our pooled three-years sample contains 52.050 persons with valid income
information, 45.495 of them living in households with a head of prime age, and 12.564 of them living
in immigrant households™.

12 Additional studies are reported in Weber and Straubhaar (1996, Table 1, p. 335).

13 Since the GSOEP callects only information on gross income, a simulation module is being used to calculate
individual tax and social security contribution (c.f. Schwarze 1995).

14 Note the oversampling of immigrants in the GSOEP population. We consider this aspect using appropriate weights.



Level of Analysis and Definition of Ethnic Groups

Unit of analysisis the individua in his respective household context. Households are categorized into
different ethnic groups according to the ethnicity of the adult™ household members. The ethnic origin
of the head of household determines the main categorization. Contrary to the more technical definition
of the GSOEP administration, we define the household member earning the highest individual income
to be the head of household®®. After categorization at the household level, al members of a household
(including dependent children) are given the same status concerning ethnicity, regardless of their legal

nationality.

In West Germany, we distinguish between: i) Native-born Germans; ii) ,Pure, Ethnic Germans (all
adults household members are Ethnic Germans); iii) ,Mixed, Ethnic Germans (head of household is
Ethnic German; at least one other adult household member is native-born German); iv) , Pure,
foreigners (no adult household member has German nationality); v) ,Mixed, foreigners (head of
household has no German nationality; at least one other adult household member is native-born
German)*’. Due to still persisting strong differences in income structures between West and East

Germany, we finally differentiate vi) East Germans'®.

Income Components, Relative Income Positions, and Re-Distribution

Although we analyze income at the level of persons, income information is calculated at the household
level™. The underlying assumption of this approach is that all members of a specific household pool
their resources and share the same utility from a given household income. Consequently, we match the
information about the various (equivalent) income components of a specific household to all members

of that household, regardless of age or individual income performance.

In order to adjust for differences in household size, we apply an equivalence scale with an elasticity of
= .5 which approximates the so-called OECD scale. All income components are deflated and

15
16

The GSOEP defines ,,adults, as persons aged 17 years and older.
In case of different adult household members showing the same individua income, the head of household
accordl ng to GSOEP definition is the person who knows best about the household' s socio-economic conditions.

We analyze all German households. Some very few ,, mixed, households with Ethnic Germans and foreigners are
grouped into the , pure, Ethnic German category. Note: the foreigners” group contains some few asylum seekers living in
private households (the vast mgjority of asylum seekers lives in institutional arrangements which are not part of the GSOEP
sample). See Schmidt and Weick (1998) for some more detailed information on the increasing number of partnerships and
marriages between German and foreign citizens.

18 To be more precise: ,,households in East Germany,,. This includes some very few foreigners as well. Note that the
use of the term ,,ethnic group, has no substantial meaning when distinguishing between East and West Germans (who are of
same ethnic origin, of course).

1 This is done because the receipt of some income components (like socia assistance) is related to the households as
awhole and not to specific individuas living in a household.



expressed in 1995 DM. The amounts are adjusted for purchasing power differences between West and
East Germany (about 7% p.a.). We apply a bottom and top trimming by eliminating the lowest and
highest .5 percent of per capita post-government incomes to reduce the effect of extreme income
outliers. Finally, we pool the observations across all three cross-sectional years; the results yield the
average of the period 1994 to 1996.

Given our interest in differences between immigrants and the autochthonous population, we analyze
the following income components for each of the subgroups described above: i) employment income;
i) capital income (including imputed rent for owner-occupied housing); iii) private transfers
(including old age pensions from former employers or firms®). Adding these three components, we
obtain the pre-government income. Adding iv) old age pensions and v) public transfers to it, and
subtracting vi) taxes and social security contributions from the pre-government income results in post-

government income.

All income components are standardized by relating individual income to the respective mean of the
total German population (Total Mean = 100%). The effect of re-distribution is measured by two
indicators: i) subtracting for each individual the relative income position based on pre-government
income from the one based on post-government income yields a metric measure which is positive
(negative) for those who improve (worsen) their income position due to re-distribution process; ii) a

second indicator is given by a dummy-variable just indicating winners and losers of re-distribution.

Steps of Analysis

We start by comparing the relative income positions within all analyzed income components by ethnic
group. In afirst step, we focus on aggregates (market income, non-market income, taxes and social
security contributions; Table 1a, 1b). In asecond step, we split market and non-market income into the
components mentioned above (Table 1b). After that, we calculate for each ethnic group: @) the
population share receiving a specific income component (Table 2a), b) the most important income
component (Table 2b), and c) the various income components as a share of total income (,, portfolio
structure,; Table 2¢). The final part of the descriptive analyses is based on the direct measurement of
the re-distribution process. For each individual we calculate both indicators based on the difference of
post- and pre-government income position; group-specific means and population shares, respectively,

are presented in Figures 2a and 2b.

2 We categorize this type of old age pensions as private transfers, since they are explicitly not related to public

transfers (c.f. Schwarze 1998).
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In order to control for eventual (pre-)retirement effects, al analyses are executed separately for the

total population and those living in households with a head of prime age (20 to 60 years).*

In our multivariate analyses, we apply random-effects models (GL'S regressions™ and probit models)
controlling for various SES measures to analyze relative income positions based on pre-government
(Column 1 of Tables 3a-3c) and post-government incomes (Column 2) as well as changes in the
relative income position due to the re-distribution process within the tax and welfare system. With
respect to the latter, we analyze the dimensions of wins and losses (changes in relative income position
from pre- to post-government; Column 3) and identify winners and losers in an head count approach
(Column 4). This provides us with information about which of the considered population groups on

average are profiting from the tax and welfare system, and which of them are contributing to it.

Results of the regression models are given for the entire population (,,social burden approach, in Table
3a), those living in households with a head of prime age (,,[abor market integration approach, in Table
3b)%, and those living in immigrants” households with a head of prime age (Table 3c), separately. This
step of analysis is done in order to isolate the effect of ethnic origin as precise as possible. For that
purpose, we control for year of observation, population density of place of living, employment
structure of household members (metric unemployment index)?, household type, age, education, and
health status of head of household, and --in case of immigrant-specific models-- date of immigration to
Germany by terms of interaction (ethnic group * immigration date®). The latter is done to test whether
assimilation, measured by duration of stay, has different impacts across ethnic groups. Means and

standard deviations of all model variables are documented in Appendix Table A5.

IV. Empirical Results

IV.1 Descriptive Results

2 Detailed information on the distribution of pre- and post-government income (quintiles, poverty measures) are

presented in Appendix Tables A3a, A3b. The Appendix also contains information on population shares of ethnic groups
(Table Al), typical immigration periods by ethnic groups (Table A2), and absolute means of equivalent pre- and post-
government incomes by ethnic group (Table A4).

2 Breusch-Pagan Lagrange multiplier test results suggest that random effects models should be estimated rather than
pooled regressions. Additionally, Hausman’s specification test returned a significant result, which can be interpreted that the
random effects and the regressors are correlated. Unfortunately, if using fixed effects models, we would lose insight into the
effects of our most interesting variable, the ethnic group, because this variable remains unchanged for the vast majority of
analyzed persons over this short period of observation. A methodologically unproblematic solution would be to accept aloss
of information and just to analyze a single year of observation. However, the loss of cases would be substantial. We therefore
decided to run random-effects models, keeping in mind, however, that the results should be interpreted with some caution.

z Based on the regression estimates for the metric re-distribution measure (Column 3 in Tables 3a and 3b) we re-
calculate the information presented in Figure 2b net of the impact of all considered SES information (Figure 3).
2 This index is calculated on the basis of employment information on the previous year across all household
members of employable age: (number of months in unemployment/(number of months employed plus number of months in
unempl oyment))* 100.

Mean year of immigration of all immigrants in household.
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Relative Income Position in Various Types of Income

In a first step, we focus on pre-government (=market) income, non-market income, taxes and
contributions, and finally, post-government income. The mean of each of these income types, based on
the overall German distribution, is standardized to 100. We then present relative positionsin all of the
income types for the population groups of interest. This gives a first hint about the economic
performance of various ethnic groups (the underlying information on absolute values -- expressed in
DM as of 1995 -- can be found in Appendix Table A4).

--- Table 1a about here ---

The upper panel of Table 1a shows the results based on the total population. In West Germany, the
native-born German population has a somewhat higher market income than the German average
(+9%); the non-market income of this group is about that of the overall population living in Germany.
As a consequence, the contribution of the native-born West German population to the tax and social

security system is above average, too (+9%), as well as the avail able post-government income (+7%).

The market income of immigrants holds a medium position between native-born West Germans and
East Germans, who have the lowest incomes. Among immigrants, however, there are remarkable
differences between ethnic groups. Whereas especiadly the ,pure, Aussiedler have very low market
incomes, people living in ,mixed, households are even better off than the native-born West German

population.?®

All immigrant groups have substantially lower non-market incomes than the latter group (e.g. , pure,
foreigners: -43%), with one outstanding exception, the ,pure, Aussiedler (+15%), who are on asimilar
level as East Germans (+16%).

As in the group of the native-born West German population, the relative position with respect to
contributions to the tax and social security system is almost identical to that with respect to the market

income for all ethnic groups, which indicates a , fair, tax and social contribution system?’.

% A look at income distribution, inequality and poverty across ethnic groups reveals some additional information.

The upper panel of Table A3a in the Appendix shows pre-government income quintiles based on the total population.
Corresponding to their above average income position, both , mixed, immigrant groups also exhibit above average sharesin
the second highest and the highest quintiles. Especially ,,mixed, foreigners are substantially over-represented in the top
quintile. East Germans are strongly under-represented in this top income group, but have no remarkable overrepresentation
in lower quintiles, which resultsin a rather low income inequality. Worst off are ,pure, immigrants with only less than 10%
having top quintile equivalent incomes; at the same time, about 60% of incomes of these ethnic groups are concentrated in
the lowest two quintiles. This pattern remains almost unchanged when focusing only on households with a head of prime age
(lower panel of Table A3a).

z Taxes and Social Security Contributions in the Equivalent Data File are the result of simulation procedures which
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Comparing market income and post-government income position, immigrants as a whole seem to be
slightly worse off after re-distribution. This gives afirst hint that immigrantsin general at least do not
economically , burden, the native-born population. The economically powerful ,, mixed, groups of
immigrants are those net paying most. Again, the group of , pure, Aussiedler is an exception being the
only immigrant group profiting from re-distribution: they improve their relative income position from

66% of average pre-government income to 76% of average post-government income.?®

Special attention needs to be given to East Germany. The average market income there is the same as
that of ,pure, foreignersin West Germany (21% below population mean). However, in other income
types we can observe substantia differences between those two groups. Compared to ,,pure, foreigner
households in West Germany, non-market incomes in East Germany are substantially higher. In
combination with the somewhat higher taxes and social security contributions paid by ,pure,
foreigners, this leads to remarkable differences in post-government income position (-27% for ,, pure,

foreigners versus -12% only for East Germans).

Summing up, it seems that , pure, Aussiedler and East Germans are the two groups in Germany which
on average are profiting most from non-market transfers, and these two groups are the only winnersin
the re-distribution process. Main net contributors to the system are the economically most successful
groups of ,mixed, ethnicity. Native-born West Germans do not change their income position
substantially.

But this view, based on the entire population, is most likely heavily influenced by clear differencesin
the age structure of the ethnic groups under consideration. Nevertheless, looking at the results based
only on persons living in households with a head of prime age (lower panel in Table 14), the overall
pattern remains pretty similar to the one found for the total population. However, there is one striking

difference.

Concerning non-market income, the younger immigrants have a substantially higher relative income
position than the older ones. This change is especially high in the group of , pure, foreigners (from —
43% to —2%). The explanation for this result is described in more detail in the following section: lower
eligibility and receipt of old age pensions, and high eligibility for other public transfers, e. g.
unemployment benefits and social assistance, due to the weaker |abor market position. However, it has

to be pointed out that the relative position in non-market income of , pure, foreigners living in prime

take into account progression rules and basic allowances only (cf. Schwarze 1995); thus, they do not consider any additional
alowances which otherwise might influence our results.

% Regarding the distribution of post-government income (Table A3b in Appendix) we see both , pure, immigrant
groups to be highly concentrated at the lower end. Corresponding to this finding are very high poverty rates among these
two immigrant groups, while , mixed, immigrants are in the most advantageous position.
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age headed households is still below the overall German average. Thisis mainly due to the very high
relative position in non-market income recipiency among East Germans (+40% versus —12% for

native-born Germans living in West Germany).

Relative Income Position for Market and Non-market Income Components

From the results presented in Table 1b, we get a deeper insight into differences between the group-

specific relative income positions only roughly described above.

--- Table 1b about here ---

With respect to employment income, we find a corresponding situation to the total market income
analyzed above. Within the total population (upper panel in Table 1b), the total of immigrants holds a
middle position (-6%) between native-born West Germans (+6%) and East Germans (-16%). Again,
there are substantial differences between the immigrant groups. The best positions are held by the

economically powerful ,,mixed, ethnic groups; worst off are ,pure, Aussiedler (-31%).

As expected, capital income differs strongly between groups. The relative position of native-born
West Germans (+26%) is similar to that of the ,,mixed, groups. East Germans realize less than half the
national average (—55%), and the capital stock of ,pure, foreignersisthe lowest (-77%).

Private Transfers from outside the household are concentrated on native-born West Germans (+27%).
With the exception of ,,mixed, Aussiedier, all immigrant groups have very low incomes from private
transfers (on average —37%). It is remarkable that East Germans have the lowest position in this

income component (-63%).%°

Concerning non-market income components, we find most substantial differences across ethnic
groups. Old age pensions are the highest among the , pure, German population, that is native-born
West Germans, ,,pure, Aussiedler, and East Germans. The receipt of old age pension is the lowest in
the foreigner groups, especialy among , pure, foreigners (-76%)*. The remarkable difference between
old age pensions of Aussiedler and foreignersis clearly caused by ingtitutional regulations which favor
the former group because of their German citizenship (cf. Bundesminister fir Arbeit und

Sozialordnung 2000). While foreigners' pensions are calculated according to their actual working

® Further analyses will show that this income component basically can be neglected (less than 2 percent of total

portfolio).
30 When interpreting this result, however, one has to take into account that substantial transfers from the German old
age pension system to re-migrated ,, guest-workers, exist. For example, in 1996 about 30,000 Turks living in their home
country received old age pension payments from Germany worth 251.1 Million DM (BMA 2000a). This aspect can not be
considered in our analysis.
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biography, those of Aussiedler are based on average careers in less-developed West German regions

without necessarily having paid contributions.

With respect to our specific research motivation, public transfers (excluding old age pensions) are of
specia interest. Indeed, native-born West Germans have the lowest relative position in this income
component (-26%). This result is the main one driving the political discussion about burdens with
respect to immigration. On average, immigrants have a relative position within this income component
of +26%; among immigrants, the , pure, foreigners are those with highest recipiency (+43). This again
is consistent with some crude arguments used in the political discussion. However, this result is only
part of the story, as shown above in the discussion of the results of Table 1la. At least as remarkable is
the extremely high relative public transfer position among East Germans (+66%). In any case, this
result can be driven by a variety of factors that are linked to public transfers: e.g. child benefits or

unemployment compensation. This increases the need of multivariate analyses.

When focusing only on people living in households with a head of prime age (lower panel of Table
1b), again the principle structure of results remains fairly stable. Private transfers play now a bigger
role within the ,,pure, immigrant groups and in East Germany, that is the groups with the weakest
labor market positions. The relative income positions according to old age pensions now reflect
different living arrangements across different ethnic groups. with the exception of , pure, Aussiedler,
al immigrant groups in prime age headed households have relative old age pension positions above
those based on the total immigration. This means that immigrants of non-German nationality tend to

live more often together with elder family members than people with German nationality do.

A remarkable result is given with respect to the public transfer recipiency among younger immigrants:
whilst there is no age effect among native-born West and East Germans, the relative public transfers
income position of younger immigrants (+15%) is lower than that among the entire immigrant
population (+26%). This is due to effects within the foreigner groups, and may be important when

thinking about steering immigration by law.

Population Shares Receiving Specific Income Components and Paying Taxes and Contributions

In this section, we analyze which ethnic groups receive specific income components, and which are

paying taxes and contributions at all, that is regardless of the magnitude of income flows.

--- Table 2a about here ---
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Starting with the analysis for the total population (upper pand in Table 2a), we can state that the share
of those not being fully dependent on old age pensions or public transfers is remarkably high. Among
West and East German native-born citizens, ailmost all have access to at least one component of
market income. 7% of immigrants have no access, this share being highest among ,pure, Aussiedler
(12%).

Due to different age composition, this pattern is reversed regarding employment income. Less than
80% of native-born Germans in West and East Germany receive employment income, but 85% of the
immigrants. The only immigrant group with remarkable lower shares are again , pure, Aussiedler
(74%).

In most ethnic groups, almost 90% of the respective population can rely on some capital income. The
only exceptions are both ,pure, immigrant groups (Aussiedler: 67%, foreigners. 64%). This is most
likely the result of reduced opportunities to build up or accumulate stocks of wealth. Since this
measure also includes imputed rents for owner occupiers, this results also reflects the rather high share

of renters, especially those migrants who arrived most recently.

Private transfers are received by only 8% of the total German population. The lowest share can be
found among East Germans and ,pure, immigrants, the highest share among native-born West
Germans (10%), which also reflects their above average chances to receive old age pensions from their

former firm or employer.

For all ethnic groups, the share of payers of taxes and contributions is pretty much in line with that of
employment income recipients. The only remarkable point is that these two shares are exactly identical
within the group of native-born West Germans, whereas in all other groups the share of tax and

contributions payersis 2 to 4 percentage points lower than that of employment income recipients.

When focusing only on those people living in households with a head of prime age (lower pand in
Table 2a), again the general pattern of results according to differences between ethnic groups remains

almost unchanged.

Not surprisingly, the shares of those receiving market incomes is now even higher than in the total
population and close to 100% in all groups. The most remarkable point in this respect is not
differences, but similarities between groups. As expected, the shares of --in tendency younger-- people
receiving employment or capital income are higher, and the shares of those receiving private transfers

are lower compared with the total population.
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The reduction in the shares receiving non-market incomes is small, the highest within the group of

native-born West Germans and the lowest in the total of immigration groups.

A most remarkable difference when switching from the total population results to those based on the
younger population comes with public transfers. Whilst this share is 12 to 16 percentage points higher
in al of the three ,pure, German groups compared to the respective shares in the total population, the
total of (younger) immigrants shows only a5 percentage points increase compared to the share of total

immigrants covering all age groups.

Nevertheless, among young immigrants as well as East Germans about 80% receive some public
transfer while this share is less than 2/3 among young native born West Germans. Since the receipt of
certain public benefits is not means tested (e.g. child benefits) but rather linked to specific socio-
demographic characteristics, however, this is not an indicator for missing economic self-sustaining
capability of immigrants per se. Rather a simultaneous control for social structure information and

ethnic origin deems necessary.

Most Important Single Income Components

In a next step, we address the question which is the most important component of the income

portfolios across the various ethnic groups.

--- Table 2b about here ---

Focusing on the total population (upper panel of Table 2b) shows that employment income makes the
most important (=highest) income component for about 70% of native-born West and East Germans.
Consistent with previous results, this share is higher among immigrants (79%). Once more, ,pure,

Aussiedler are a noticeable exception (66%).

Capital income as the most important component is very rare in Germany. Not surprising, we find the
highest share among native-born West Germans (4%); in al other groups this share is 2% or lower.

The share of people relying mainly on private transfersis even lower (less than 2% in all groups).

Old age pensions are the most important income component for one fifth of all native-born Germans,
in West as well asin East Germany. This share is much lower among immigrants (11%). However, the
Aussiedler population makes a striking exception with shares of 15% for , mixed, Aussiedler and even

23% for ,,pure, ones. Among foreigners this type of income rarely is the most important one, given the
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above mentioned household composition which sees elderly foreigners living in multi-generation

households more often.

Public Transfers are the main income component for only 4% of native-born West Germans, but for
8% among East Germans and immigrants to West Germany. Again, we can observe a strong
heterogeneity among the immigrants: among the obviously positively selected ,, mixed, immigrants,
public transfers as the income component are even less common (2%) in contrast to the ,pure,

immigrant groups (8% and 12%, respectively).

Restricting the sample to househol ds with a head of prime age (lower panel in Table 2b) yields just the

expected results.

The share of those receiving employment income as the most important income component rises now
close to 90%. Again, we can observe the highest shares within the , mixed, groups of immigrants and
the lowest among ,pure, Aussiedler. The importance of capital income and private transfers as a

highest income component remains very low.

The receipt of old age pensions in this age group is by definition of rather low importance across all
considered subpopulations (between 2% and 5%). The pattern concerning public transfer receipt
remains the same as for the total population: public transfers are of higher importance among East
Germans and ,,pure, immigrants (9% to 11%), of less importance for native-born West Germans (5%),

and of lowest importance for ,, mixed, immigrants (2%).
Although not fully comparable due to a somewhat different categorization of ethnic groups, data base,

and period of time under consideration, our results with respect to the foreigners groups are in line
with those presented by Velling (1995, p. 153).

Income Components as a Share of Total Income

The results of the most comprehensive description of the income portfolio is given in Table 2c. For

each individual, we relate components of market income, non-market income, and taxes and

contributions to a standardized post-government income (=100).

--- Table 2c about here ---
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Again, we first look at results based on the total population (upper panel in Table 2c). Concentrating
on the totals of the three income aggregates, we find a very clear pattern: we observe two ethnic
groups whose economic performance is clearly above average compared to the overall German
situation (, mixed, Aussiedler and ,,mixed, foreigners), two groups with medium performance (native-
born West Germans and ,,pure, foreigners), and two groups with low performance (East Germans and

~pure, Aussiedler).

The portfolio of the two groups with the best market performance (with ,mixed, foreigners being
somewhat more successful than ,,mixed, Aussiedler) consists of 110% to 115% market income and
17% to 22% non-market income; deducting taxes (33% in both groups) results in 100% of their
individual portfolio. Among ,, mixed, Aussiedier, old age pensions play a somewhat greater role than
among ,,mixed, foreigners. This is compensated by a somewhat higher importance of employment

income among ,, mixed, foreigners (102%) compared to that of , mixed, Aussiedler (98%).

The income portfolio of the two groups with medium performance (with ,,pure, foreigners even being
dlightly better off than native-born West Germans) consists of 103% to 106% market income, about
25% non-market income, and is reduced by about 30% of taxes and contributions. Among native-born
West Germans, capital income plays a greater role than within the group of , pure, foreigners (13%
versus 3%). This is compensated by a much higher importance of employment income within the
.pure, foreigners group (102% versus 88% within the native-born West German group). A
contradicting pattern between these two groups is also given for non-market income: whereas in the
native-born West German group old age pensions contribute 19% and public transfers only 7% to the

income portfolio, thisrelation is reversed among ,,pure, foreigners.

The portfolio of the two groups with lowest performance (with ,,pure, Aussiedler having a somewhat
worse position than East Germans) consists of 85% to 90% market income and 35% to 38% non-

market income. The deduction by taxes and contributionsis only about 25% in both groups.

This clustering of groups according to their economic performance is clearly changed when focusing
only on people living in households with prime age head (lower panel in Table 2c). The three clusters
are now reduced to only two: on the one hand the economically better performing group, consisting of
»mixed, foreigners, ,mixed, Aussiedler, and native-born West Germans, and on the other hand ,,pure,

foreigners, , pure, Aussiedler, and East Germans building the less well performing cluster.

The income portfolio of the better performing cluster among the younger population consists of higher
shares of market income (122% to 124%) and rather low shares of non-market income (12% to 14%);

it is deducted by shares of taxes and contributions between 35% and 37%. The proportions within the
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specific income components are remarkable similar. This result clearly confirms the expectation that
immigrants tend to behave similar to native-born people, if assimilation has proceeded up to a certain
level (in our analysis operationalized by the existence of at least one adult with German nationality in
the household).

On the other hand, the cluster with lower performance among the younger population is much worse
off. The income portfolio of these persons consists only of 107% to 110% market income, but includes
22% to 23% of non-market income; deduction by taxes and contributions by 30% to 32% make it
100% of the individual portfolio. Asin the better performing cluster, the structure of sub-components
of income is strikingly similar between the three groups. Disregarding the very special situation in
East Germany, we can state that the low assimilation status of the two , pure, immigrant groups is a

keystone in understanding the lower performance of these households.*

Winners and Losers of Income Re-Distribution

A straightforward way to define winners of income re-distribution is based on those individuals who
improve their relative income position when moving from pre- to post-government income. Figure 2a

shows the percentage share of winners for each ethnic group considered.

--- Figure 2a about here ---

In line with previous results based on the total population, we find more than half of East Germans and
~pure, Aussiedler to be relatively better off after re-distribution. Immigrants in general and ,pure,
foreigners in particular are surprisingly similar to native-born West Germans (about 40% winners).
Both ,mixed, immigrant groups seem to profit the least from re-distribution (about 30% winners).
This picture is consistent with the findings concerning the very favorable position in the income
distribution for these groups (Appendix Table A3aand A3b).

Reducing the population of interest to those who are living in households with prime age heads, in
principle, shows the same structure on alower level. However, the similarity between immigrants as a
whole (33% winners) and the West German autochthonous population (27%) disappears. While it is
obvious that this process is driven by differences in the age structure, it is up to a multiple regression

to find out which other factors help to explain the remaining differences (see section 1V .2).

3 For some more detailed information on the distribution of ethnic groups by immigration period see Appendix Table

A2. Again, this argues for the need of multiple regression models in order to find out if there is a significant assimilation
effect once we control for other SES information.
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This head count approach does not take into account the magnitude of wins or losses in the course of
the re-distribution effects. Thus, we add a metric measure given by the individua difference of post-
and pre-government income position. Figure 2b shows the mean of these individual differences for

each ethnic group.®

--- Figure 2b about here ---

Again, based on the total population ,pure, Aussiedler and East Germans are clear winners of re-
distribution, improving their relative income position on average by about 10 percentage points. All
other groups are on average financing this process, though it is again ,, mixed, immigrants who pay the

most.

Based on the prime aged population, the picture changes more than probably expected from the
previous descriptive findings (in Table 1a), where the differences between the group-specific mean
income positions appeared to be rather small. According to our individual metric re-distribution
measure, all ethnic groups are -- on average -- contributing to the re-distribution process. However,
principle inter-group differences remain: , pure, immigrant groups as well as East Germans on average
lose 5 to 8 percentage points, only, while ,mixed, immigrant groups as well as native born West

Germans are mgjor financiers (-18 to -20 percentage points).

32 Note that results based on this new piece of information do not necessarily coincide with previous results

concerning a comparison of average pre- and post-government income positions (see Table 1a). This new variable is the
mean of individual differences, and as such it is very sensitive to bigger individual changes from pre- to post-government
income: on the one hand these changes are caused by the progressive tax system, on the other hand by the old age pension
system. While these effects are less important when comparing means of pre- and post-government income (as shown in
Table 1a), the new measure reacts most sensitive. Thisis especialy true when looking at the younger population only, since
this clearly reduces the above mentioned impact of the old age pension system.
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IV.2 Results from Random-Effects Models

In our multivariate analysis, we try to isolate the effect of ethnic origin by controlling for various SES
measures. As dependent variables, we use the natural logarithm of the relative pre-government income
position (1st columns in Tables 3a-3c), the natural logarithm of the relative post-government income
position (2nd columns in Tables 3a-3c), the individua difference between the relative post-
government income position and the relative pre-government income position to identify gains and
losses of the income re-distribution process (3rd columns in Tables 3a-3c), and finally, the sign of the
previousy described variable to identify winners and losers of re-distribution within a head count
approach (4th columns in Tables 3a-3c). The first three columns report results gained from random-

effects GL S regressions, the fourth ones are based on random-effects probit models.

Income Positions and Re-Distribution Effects Among the Total Population

Asafirst step, we again base our analysis on the total population (Table 3a).

--- Table 3a about here ---

Focusing on pre-government income and controlling for important individual and household
characteristics (column 1), we can state that people living in ,,mixed, immigrant households have
similar income positions as the reference group of native-born West Germans: while the income of
~Mmixed, Aussiedler do not significantly differ from those of the reference group, ,, mixed, foreigners
show a very small, but statistically significant lower position. ,,Pure, foreigners have a substantially
lower position as do East Germans. The lowest position is observed for ,pure, Aussiedler, which
indicates that this group ceteris paribusis economically weaker than the reference group of native born

West Germans, even after controlling for all the other SES information.

The effects found for the control variables are as expected. The highest equivalent incomes are earned
by couples without children. Singles have lower incomes as well as couples with kids; the incomes for
the latter groups continuously decrease with increasing number of children. In the context of
household composition, the worst income position is observed for single parents. The income rises
with the age of the head of household; this effect being reversed for elderly people. The higher the
education of the head of household, the higher the income. A bad hedth status of the head of
household lowers the income position, as well as unemployment affection of the adult members of the
household. Market incomes are lower in metropolitan areas, and real wages decreased over the

observed period. Basically, the results (structure and statistical significance) for these control variables
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remain very stable for the different model specifications. For this reason, we concentrate on variables

identifying ethnic groups when interpreting the results of the following regression models.

The estimation results for post-government income (column 11) are in line with those presented above,
though basically all coefficients are somewhat smaller in absolute terms. This is due to the levelling

effect of taxation on the one hand and public transfers receipt on the other hand.®

However, the magnitude of the re-distribution effects shows big differences between the various ethnic
groups (column 111). Compared to native-born West Germans, ,, mixed, Aussiedler neither profit nor
lose from this re-distribution process. Foreigners are net payers, especialy the ,,mixed, ones. East
Germans and ,, pure, Aussiedler are substantially profiting from the re-distribution process; they both
improve their relative income position from pre- to post-government income on average by 8
percentage points. Turning to a head count approach (column 1V), this pattern does not change very

much®,.

The message to keep in mind from this analysisis that foreigners are contributing above average to the
support of the weakest ethnic groups in Germany, both of them of German nationality: ,pure,
Aussiedler and East Germans. In other words: with respect to the pure fact of not having a German
passport, foreigners as a whole (,pure, and ,,mixed, households) are not burdening the German tax
and social security system. In contrast, their relative contribution to that system is the highest among
all ethnic groups in Germany. In addition, it should be noted that concerning the group of
economically rather weak , pure, foreigners, a common principle of progressive tax systems seems to
be violated: in contrast to other groups with low pre-government income like , pure, Aussiedler and

East Germans they do not profit from the re-distribution process.

Income Positions and Re-distribution Effects Among the Younger Population

In anext step, we restrict our sample to persons living in households with a head of prime age (Table

3b). The structure of the research design remains the same asin the preceding section.

--- Table 3b about here ---

3 It is also necessary to consider that the overall explanatory power of this model is clearly reduced when comparing

the results to those attained for pre-government income (adjusted R? = .50 and .32, respectively). Thisis not surprising, since
most of our control variables (e.g. education) are typically better suited for explaining variation in market income.

34 The only remarkable point is that more people among the ,pure, foreigners are losers of the re-distribution than
among the ,, mixed, foreigners. In light of the different picture found in column 111, this means that there are some few most
successful , mixed, foreigners paying high amounts of taxes and contributions.
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The results for the younger population are pretty much in line with expectation, i.e. most changes --
when compared to the results for the total population (Table 3a) -- seem to be related to the age-
selection imposed. Both types of ,, mixed, immigrant groups are economically as strong as native born
West Germans, given that even after controlling for education, etc. we do not find any significant
differences in the respective pre-government income positions (column I). However, ,mixed,
foreigners show a somewhat reduced post-government income position (column 11). Based on the
~metric approach,, younger ,pure, foreigners are c.p. no longer net payers to the re-distribution
process (column 111); although the results of the head count approach (column V) still suggest that a
significant proportion among this group is losing from re-distribution. However, already well-
assimilated ,,mixed, foreigners again are paying significantly higher net amounts to the re-distribution
process than native-born West Germans do. As was found for the total population, younger East
Germans and ,pure, Aussiedler are profiting substantialy from the re-distribution process.
Concerning the head count results (column V), there is no change from the all age population analysis
to the prime age restricted one: ,,Pure, foreigners run a high risk to lose in the re-distribution process,
this risk being somewhat lower for ,mixed, foreigners, whereas East Germans and ,,pure, Aussiedler

have good chancesto profit from it.

Applying the regressions estimates (Columns 3 of Tables 3a and 3b) to an average observation
(individual in households) we re-calculate the metric contribution to the tax and welfare system for
each ethnic group after controlling for a variety of SES measures (Figure 3). Figure 2b presented the
corresponding results based on pure descriptive findings for these groups, i.e. without controlling for
other social structure information. Thus, any change in the results from Figure 2b to Figure 3 for a

given ethnic group is driven by between-group differencesin social structure.

--- Figure 3 about here ---

In principle, the overall pattern in both figures is fairly similar. However, there are two most
remarkable findings. First, concerning the total population, the severe re-distribution losses among the
»Mmixed, immigrant groups are now strongly reduced (from -15% to -6 percentage points for ,, mixed,
Aussiedler and from -9% to -2 percentage points for ,mixed, foreigners, respectively). Secondly,
when focusing only on the younger population, the net contribution position of ,pure, foreigners
changes from -8% to -17 percentage points. This indicates that the social structure of ,mixed,
immigrants is highly above average and that of young , pure, foreignersis highly below average with
respect to the entire population of Germany. This result changes especially the recognition of the re-
distribution performance of younger , pure, foreigners. when controlling for differences in socio-

economic measures, now both foreigner groups (as well as ,mixed, Aussiedler) show a similar
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behavior in the re-distribution process as the native-born West Germans. Y ounger ,,pure, Aussiedler

aswell as East Germans, however, still are contributing to a much lower degree.

Income Positions and Re-distribution Effects Among Immigrants

Finally, we restrict our sample to immigrants living in households with a head of prime age only
(Table 3c). This is done to avoid misinterpretations caused by ,untypical, correlations between
covariates and dependent variables when pooling immigrants and native-born (West and East)
Germans. In addition, this gives us a better insight into the specific economic performance between
immigrant groups. The only change in the modeling --compared to the previous steps of analysis-- is
the inclusion of another relevant control variable, the time period of immigration. This variable is
controlled for each ethnic group separately, e.g. we use interaction terms for immigration status and
immigration cohort. The reference group is now made up by , pure, foreigners who immigrated before
1981. This group consists to a great extent of migrant workers from Mediterranean countries (,, guest-

workers*).*®

--- Table 3c about here ---

With respect to pre-government income (Column I), we find --in tendency-- a positive effect of
duration of residence in Germany for al ethnic groups. With the exception of , mixed" foreigners who
seem to assimilate very fast, other ethnic groups immigrated after 1990 show substantial lower
incomes than the reference category of early immigrated guest workers; the loss is highest for recently
immigrated , pure” foreigners. Among those groups with longer duration of stay, the , pure’ groups
with in tendency poor assimilation show similar (low) incomes, and both ,mixed" groups perform
significantly better. Therefore, both indicators for assimilation (, mixed" vs. ,,poor* and duration of
stay in Germany) simultaneously show the positive correlation between assimilation and labor market
success. Combined with the observed differences across ethnic groups, these results are in line with
those found by Winkelmann and Winkelmann (1998) for New Zealand. In addition, the negative effect
found for ,,born in Germany, (,second generation,) signals that this characteristic per se is not an
indicator for perfect societal integration. These persons are worse off compared to ,,pure” foreigners
with early immigration date. The effects found for the other control variables show a mostly similar
pattern than those for the total prime age population including West and East Germans. Thisis at least
remarkabl e with respect to the positive effect of higher education on market income, which could give
a hint for formulating an efficient immigration steering law -- if politically desired. In principle, the

results for post-government income (Column 1) are in line with those presented for pre-government

35

group.

See Appendix Table A2 and A5 for detailed information on the distribution of immigration periods by ethnic
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income. As was the case in the previous analyses (Tables 3a,b) post government income distribution

shows smaller differences between the ethnic groups without leveling them completely.

Column I11 shows that all ethnic groups living in Germany for along time have similar positionsin the
redistribution process; an exception is made by the economically most successful , mixed* foreigners
who contribute above average. When compared to the reference group of long-term resident guest-
workers this population contributes significantly more already after short duration of stay in Germany.
Those who immigrated in most recent years profit more from re-distribution than first generation
immigrants; this is clearly less coined for ,mixed* immigrant household. , Pure* foreigners who
moved to Germany during the 1980s do not differ from the reference group: this important finding
shows that the ,burden” effect rapidly decreases with longer duration of stay. Again, ,pure
Aussiedler make an exception: This is the only group profiting more from redistribution than early
immigrants even after having spent a substantial period of time in Germany (immigration period 1981
— 1990). Interestingly, those foreigners born in Germany lose more in the re-distribution process than

early immigrants.

The general pattern of results remains when focusing on re-distribution winners in a head count
approach (Column 1V): Again, as expected, across all ethnic groups the chance of profiting from the
re-distribution process is increasing the shorter the period of residence in Germany. In line with the
guantitative approach above, we find an outlying position for ,, pure" Aussiedler with medium duration
of stay. These persons exhibit a re-distribution behavior comparable to persons of same ethnic origin
who most recently immigrated. On the other hand, foreigners born in Germany ceteris paribus have the
highest risk to be net contributors to the re-distribution process. This means that this specific group --
when controlling for other SES measures-- is the one who economically ,,burdens, the autochthonous
population the least among al immigrant groups. This again is an important message when talking

about the follow-up costs of immigration to Germany.

V. Summary and Conclusions

In this paper, we test the widespread prejudice that immigrants as an entire group are an economic
burden to German society. This prejudice is nourished by the uncontested facts that immigrants in

general show aweaker labor market position and have higher shares of welfare take-ups.

In our analysis, we take into account the heterogeneity of immigrants to Germany by differentiating
three indicators of assimilation and integration. Based on the typical German concept of ethnicity and

citizenship, we first distinguish Ethnic Migrants, who are granted German citizenship when



26

immigrating from former Eastern Block Countries to Germany by constitutional law (Aussiedler),
from other immigrants (i.e. foreigners). Secondly, we use information on household composition as an
indicator for qualified assimilation: ,mixed, immigrant households (at least one adult household
member is a native-born German) are contrasted with ,pure, immigrant households. Finaly, we also
consider time spent in Germany since date of immigration. Thisinnovative form of clustering allows a
better understanding of the relation between the assimilation process and the economic performance of

immigrants.

Based on descriptive results, we find -- with respect to market-income as the main indicator for
economic performance -- that the relative income position of immigrants takes a middle position
between the more successful native-born West Germans and the less successful East Germans.
However, immigrants show a most heterogeneous behavior: ,, mixed, immigrants have an even better
position than native-born West Germans. This result is in line with that of Dustmann (1996) who
reports that marriage to a non-German partner slows down the integration process of immigrants.
»Pure, foreigners perform similar to East Germans. ,,Pure, Aussiedler are by far worst off, i. e. show

the lowest degree of self-supporting capacities.

The well-known lower economic performance of the total group of immigrants as compared to that of
the native-born (West) German population drives the public debate about the social burden caused by
immigration. This neglects our second important finding: immigrants’ receipt of non-market income,
consisting of old age pensions and public transfers, is --with the exception of the group of ,pure,
Aussiedler-- much lower than that of the native-born (West) Germans. This also reflects the clear
differences in the age structure between the ethnic groups. In addition, and this is our third important
result, we can observe that immigrants on average --again with the exception of , pure, Aussiedler--
are the losers in the re-distribution process from pre- to post-government incomes. Whereas native-
born West Germans only lose slightly, immigrants help finance the re-distribution gains alocated to
~pure, Aussiedler and East Germans. This result is mainly due to the fact that non-German immigrants
include a smaller group of persons eligible for old age pensions. As a consequence, we state that (at
least up to now) immigrants with non-German nationality on average are not burdening German
society, but, on the contrary, are net contributors to the German tax and social security system. This
finding isin line with that of previous studies by Lal.onde and Topel (1991), Rirup and Sesselmeier
(1994), Simon (1996), and Weber and Straubhaar (1996).

The income portfolio analysis exhibits three clusters of ethnic groups. the portfolio of , mixed,
immigrant groups shows a most favorable structure with high shares of market income and below
average shares of non-market income, which is similar to the structure of native-born West Germans

income portfalio. ,Pure, foreigners hold a medium position, whereas , pure, Aussiedler and East
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Germans show unfavorable portfolio structures with high shares of non-market income, especialy
concerning public transfers. When focusing only on the younger population of households with heads
of prime age, these three clusters turn into two, consisting of native-born West Germans and both
»mixed, immigrant groups with favorable portfolios on the one hand and East Germans and both

»pure, immigrant groups with unfavorable portfolio structures on the other hand.

We then apply multiple regression models (random-effects GLS and random-effects Probits) in order
to control simultaneously for potential socio-economic differences between various population
subgroups. The results clearly show that immigrants of non-German nationality lose in the re-
distribution process, whereas , pure, Aussiedler and East Germans strongly profit from it. This result
holds when restricting the sample to persons living in younger households. In addition, we can show
that the contribution to the re-distribution process among immigrants on average increases with

duration of stay in Germany.

With respect to market income as well as post-government income, young immigrants in general have
aless favorable income position and portfolio structure than native born West Germans. However, our
results show that the quality of this structure clearly improves with increasing duration of residence in
Germany and especially when ,proving, an advanced assimilation by living together with an (adult)
native-born German. A most remarkable result is that immigrants as a whole are not burdening the
German tax and social security system. A very specific exception is given for , pure, Aussiedler. The
outstandingly favorable position of this group in the re-distribution process -- as well as that of the
East German population -- seems to be caused by political considerations rather than other effects
within a ,,normal,, assimilation process. Finally, the multivariate analyses show that a non-German
nationality per se does not create a risk factor with respect to the ,,burden, aspect, and that all ethnic
groups (with the exception of ,pure” Aussiedler) in tendency have a highly comfortable situation in
the redistribution process only for a short period after immigration. These findings could become most

relevant when thinking about the drafting of a future German immigration law.

We conclude by admitting some shortcomings of our analysis. Due to data limitations, we could not
take into account old age pension receipt of re-migrated foreigners who spend the eve of life in their
home countries. Considering this aspect might affect our results in such away that the net contribution
of non-German immigrants would be reduced. In addition, we could not include those public
expenditures related to immigration which are not directly related to individual households. These
costs --if above average, compared to expenditures specifically concentrated on the autochthonous
population-- would affect our interpretation, too. Furthermore, our analysis has a static character.
~Immigration has afar-reaching and long-lasting impact, (Borjas 1994, p. 1713). It is not our ambition

to forecast the economic consequences of future developments, like those influenced by
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intergenerational transmissions in educational behavior and changes in social structure of immigrant
cohorts. With respect to the social security system, e.g., the old age pension system, the interdependent

effects of various demographic parameters are the most complex (Schméhl 1995)%.

Further research should try to internalize those aspects, especialy when done with regard to giving
advice for immigration politics; however, the methodological problems seem to be amost
insurmountable in this respect. Beyond these reservations, we believe that our results are valid enough
to defeat the common prejudice that the existing population of immigrants in Germany is burdening

the economic system.

% In general, the limitations explicitly listed in Weber and Straubhaar (1996, p. 351) affect the interpretation of our
results as well.
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Table 1a: Relative Income Position in Various Types of Income in Germany, 1995-1997",
by Ethnic Group

Total Population of Persons in Private Households

35

West Germany East Germany
Germany
Type of Income Immigrants
Native Total » Pure, ~Mixed, ~Pure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Pre-Government 109 20 66 118 79 126 79 100
(=Market) Income
Non-Market Income 102 74 115 84 57 60 116 100
(Pensions and Public
Transfers)
Taxes and Social 109 92 67 122 81 125 77 100
Security Contributions
Post-Government 107 86 76 109 73 112 88 100
Income
Persons in Private Households with Head of Prime Age
West Germany East Germany
Germany
Type of Income Immigrants
Native Total »Pure, ~Mixed, L Pure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Pre-Government 110 84 70 112 70 115 81 100
(=Market) Income
Non-Market Income 88 99 115 109 98 77 140 100
(Pensions and Public
Transfers)
Taxesand Socid 111 85 71 115 71 112 79 100
Security Contributions
Post-Government 107 86 74 111 73 112 89 100
Income

Average of 1994-1996 income years.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors™ calculation.




Table 1b: Relative Income Position for Market- and Non-Market Income Components
in Germany, 1995-1997", by Ethnic Group

Total Population of Persons in Private Households

36

West Germany East Germany
Germany
Income Components Immigrants
Native Total »Pure, ~Mixed, JPure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Pre-Government
(=Market) Income
Employment 106 oY) 69 119 86 127 84 100
Income
Capital Income 126 59 42 113 23 131 45 100
Private Transfers 127 63 60 106 51 66 37 100
Non-Market Income
Old Age Pensions 112 53 109 78 24 45 98 100
Public Transfers 74 126 131 97 143 98 166 100
Persons in Private Households with Head of Prime Age
West Germany East Germany
Germany
Income Components Immigrants
Native Total LPure, ~Mixed, L Pure, ~Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Pre-Government
(=Market) Income
Employment 108 87 73 112 75 114 85 100
Income
Capital Income 127 60 38 120 23 135 47 100
Private Transfers 121 75 92 86 72 57 53 100
Non-Market Income
Old Age Pensions 107 72 79 130 59 60 101 100
Public Transfers 76 115 139 95 122 88 165 100

Average of 1994-1996 income years.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors” cal culation.
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Table 2a: Components and Structure of Equivalent Post-Government Income in Germany,
1995-1997", by Ethnic Group:
Population Share Receiving Income Component (in %)

Total Population of Persons in Private Households

Population share receiving income component (in %)

West Germany East Germany
Germany
Immigrants
Native Total »Pure, ~Mixed, LPure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Market Income 96 93 88 97 92 99 97 96
Employment 78 85 74 87 88 92 79 79
Income
Capital Income 88 72 67 88 64 88 88 86
Private Transfers 10 5 4 7 4 8 4 8
Non-Market Income 76 84 89 87 82 82 88 80
Old Age Pension 29 20 31 26 15 16 30 28
Public Transfers 52 73 66 69 7 73 68 59
Taxes and 78 82 72 85 84 89 76 78
Contributions
Persons in Private Households with Head of Prime Age
Population share receiving income component (in %)
West Germany East Germany
Germany
Immigrants
Native Total »Pure, ~Mixed, L Pure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Market Income 99 96 96 100 o) 100 98 98
Employment 94 94 92 98 92 98 94 o2}
Income
Capital Income 89 74 71 91 65 88 88 86
Private Transfers 6 4 2 5 4 7 4 6
Non-Market Income 71 83 86 87 82 80 85 76
Old Age Pension 12 12 12 15 12 9 14 12
Public Transfers 64 78 82 79 78 75 80 70
Taxes and 91 a0 88 96 88 95 91 91
Contributions

Average of 1994-1996 income years.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors” cal culation.
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Table 2b: Components and Structure of Equivalent Post-Government Income in Germany,
1995-1997", by Ethnic Group:
Most Important Single Income Component (in %)

Total Population of Persons in Private Households

Most important single income component (in %)

West Germany East Germany
Germany
Immigrants
Native Total »Pure, ~Mixed, JPure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Market Income
Employment 72 79 66 81 82 88 71 73
Income
Capital Income 4 1 2 2 0 1 1 3
Private Transfers 1 1 1 0 1 0 0 1
Non-Market Income
Old Age Pension 20 11 23 15 5 9 20 19
Public Transfers 4 8 8 2 12 2 8 5
Total 100 100 100 100 100 100 100 100
Persons in Private Households with Head of Prime Age
Most important single income component (in %)
West Germany East Germany
Germany
Immigrants
Native Total »Pure, ~Mixed, JPure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Market Income
Employment 88 88 84 92 86 95 86 88
Income
Capital Income 3 1 2 1 0 1 1 2
Private Transfers 1 1 2 0 1 0 0 1
Non-Market Income
Old Age Pension 3 2 3 5 2 2 4 3
Public Transfers 5 8 9 2 11 2 9 6
Total 100 100 100 100 100 100 100 100

b Average of 1994-1996 income years.

Source. SOEP; PSID-GSOEP Equivaent Data File; authors” calculation.




Table 2c:

Total Population of Persons in Private Households
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Components and Structure of Equivalent Post-Government Income in Germany,
1995-1997", by Ethnic Group:
Income Components as a Share of Total Income (in %)

Income component as a share of total income (in %)

West Germany East Germany
Germany
Immigrants
Native Total +Pure, ~Mixed, L Pure, ~Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Market Income 103 104 85 110 106 115 90 101
Employment 88 96 78 98 102 102 84 89
Income
Capital Income 13 6 6 11 3 12 5 11
Private Transfers 2 1 1 1 1 1 1 1
Non-Market Income 26 26 38 22 25 17 35 28
Old Age Pension 19 12 23 15 7 9 20 18
Public Transfers 7 14 15 7 18 8 15 10
Taxes and
Contributions -29 -30 -24 -33 -30 -33 -25 -28
Total 100 100 100 100 100 100 100 100
Persons in Private Households with Head of Prime Age
Income component as a share of total income (in %)
West Germany East Germany
Germany
Immigrants
Native Total LPure, ~Mixed, L Pure, ~Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Market Income 122 114 107 123 110 124 108 118
Employment 108 107 100 111 107 111 102 107
Income
Capital Income 13 6 6 12 3 12 5 10
Private Transfers 1 1 1 1 1 1 1 1
Non-Market Income 13 19 23 14 22 12 22 16
Old Age Pension 5 4 5 6 4 3 5 5
Public Transfers 8 15 19 8 18 9 17 11
Taxes and
Contributions -36 -33 -30 -37 -32 -35 -30 -34
Total 100 100 100 100 100 100 100 100

1)

Source. SOEP; PSID-GSOEP Equivaent Data File; authors” calculation.

Average of 1994-1996 income years.
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Table 3a: Effects on Relative | ncome Positions and Redistribution Effectsin Germany, 1995-1997:
Results from Random-Effects GL S Regression and Probit M odels,

— Total Population —

In (Relative Income Position)

Variable Absolute changein Positive change
Pre-Gov't Post-Gov't Income Position dueto
Income Income dueto Redistribution
Redistribution (1=yes)
»Pure, Aussiedler -.567** -.314** 8.082** .693**
(.031) (.013) (.988) (.083)
»Mixed, Aussiedler -.063 -.022 .290 -.165
(.044) (.018) (1.362) (.124)
»Pure, Foreigner -.263** - 247%* -1.002+ -410**
(.019) (.008) (.607) (.051)
~Mixed, Foreigner -.074* -.035** -3.760** -.275**
(.031) (.013) (.955) (.087)
East Germany -.391** -.148** 7.956** .611**
(.015) (.006) (.487) (.043)
Single - 437%* -.240** -1.180+ 114
(.021) (.008) (.622) (.072)
Couple, 1 child -.043** -.061** 6.439** A463**
(.016) (.006) (.466) (.050)
Couple, 2 children -.252%* - 172%* 11.862** .964**
(.017) (.007) (517) (.054)
Couple, 3 and more children -.522%* -.248** 19.740** 2.204**
(.022) (.009) (.665) (.067)
Single-Parent -.664** -.333** 12.139** 1.436**
(.022) (.009) (.658) (.068)
Other Type of Household A72%* .061** 1.233* .399**
(.016) (.006) (.486) (.050)
Age (Head of Household) 121%* .025** -3.924** -.440**
(.002) (.001) (.067) (.010)
(Age**2)/100 (Head of Household) - 1525 -.022%* 5.001%* 53g+*
(.002) (.001) (.072) (.012)
Education 9-11 years (Head of Household) .282+* .105** -2.478** -.375%*
(.017) (.006) (.502) (.049)
Education 12-14 years (Head of Household) AL7** A77* -5.360** -.509**
(.019) (.008) (.582) (.057)
Education 15-17 years (Head of Household) .610** .310** -13.491** -1.034**
(.028) (.011) (.835) (.084)
Education 18+ years (Head of Household) I57** .399** -17.905** -1.297**
(.026) (.010) (.797) (.081)
Poor Health Status (Head of Household) 131** -.053** .808* 213**
(.011) (.004) (-306) (.038)
Unemployment Index 1-30% (low affection) 178** -.047** 9.042** .846**
(.009) (.003) (.272) (.031)
Unemployment Index > 30% (high affection) .952** -.165** 27.051** 2.489**
(.012) (.004) (.347) (.044)
Rural Area (< 20.000 inhabitants) -.008 .011* 1.468** .066+
(.014) (.005) (.434) (.040)
Big city (> 500.000 inhabitants) -.083** -.018** 1.396** .021
(.016) (.006) (:492) (.045)
Y ear of observation: 1995 .046** -.015** -1.731** -.337+*
(.006) (.002) (174) (.024)
Y ear of observation: 1996 .006 -.011** -.341* -.140**
(.006) (.002) (173) (.023)
(Constant) 2.252%* 3.917** 51.001** 6.686**
(.053) (.021) (1.552) (.213)
N of Obs/Groups 52050/ 19060
Mean of Dependent Variable (unweighted) 4.102 4.468 -3.549 391
Overall R? | McKelvey-Zavoina R? 50 32 A7 .86
Wald Chi’ 26151.69** 11917.02** 21899.78** 5373.13**
K Average of 1994-1996 income years.
**:p<0.01 *:p<0.05 +:p<0.10. Cadal.I-IlI: Random-Effects GLS Regression; Col. |V: Random Effects Probit.

Ref. Cat.: Native born German living in West Germany; Couple without children; Head of household: less than 9 years of
education; household not affected by unemployment; city size of 20.000-500.000 inhabitants; Y ear of Obs.=1997.
Source: SOEP; PSID-GSOEP Equivalent Data File; authors” calculation.
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Table 3b: Effects on Relative | ncome Positions and Redistribution Effectsin Germany, 1995-1997:
Results from Random-Effects GL S Regression and Probit M odels,
—Population Living in Householdswith a Head of Prime Age—
In (Relative Income Position)
Variable Pre-Gov't Post-Gov't Absolute change Positive change
Income Income in Income dueto
Positiondueto  Redistribution
Redistribution (1=yes)
»Pure, Aussiedler -.434%* -.308** 9.647** T713**
(.029) (.013) (.954) (.087)
»Mixed, Aussiedler .006 -.006 1.927 -197
(.040) (.019) (1.294) (.128)
»Pure, Foreigner -.225%* -.222%* 591 -.308**
(.017) (.008) (.574) (.053)
~Mixed, Foreigner -.016 -.027* -2.098* -.260**
(.028) (.013) (.894) (.088)
East Germany -.249%* -.142%* 9.412%* .634**
(.014) (.006) (.472) (.044)
Single -.430%* -.259** 3.731** .062
(.022) (.010) (.689) (.078)
Couple, 1 child -.161** -.092** 12.156** 462 *
(.015) (.006) (.462) (.053)
Couple, 2 children -.37** -.212%* 17.978** .912**
(.016) (.007) (.516) (.057)
Couple, 3 and more children -.641** -.290%* 26.561** 2.141**
(.021) (.009) (.653) (.070)
Single-Parent -.758** -.356** 15.975** 1.479**
(.020) (.009) (.629) (.070)
Other Type of Household .039* .043** 7.816%* B51**
(.015) (.007) (.487) (.053)
Age (Head of Household) 116** .042%* -3.818** -.314**
(.004) (.001) (.129) (.013)
(Age**2)/100 (Head of Household) - 145+ -.043** 4.637%* 375**
(.005) (.002) (.160) (.017)
Education 9-11 years (Head of Household) .236** .085** -5.045** -.387**
(.016) (.007) (.520) (.052)
Education 12-14 years (Head of Household) 344 * .156** -7.827*%* -.601**
(.019) (.008) (:592) (.060)
Education 15-17 years (Head of Household) .520** 277** -17.964** -1.117**
(.026) (.012) (.824) (.088)
Education 18+ years (Head of Household) .683** .380** -21.784** -1.332%*
(.025) (.0112) (.793) (.085)
Poor Health Status (Head of Household) -.160** -.055** 2.240** 239**
(.011) (.004) (:327) (.040)
Unemployment Index 1-30% (low affection) -.183** -.050** 8.840** .869**
(.008) (.003) (.264) (.032)
Unemployment Index > 30% (high affection) -.899** -176** 25.525** 2.500**
(.011) (.005) (.351) (.046)
Rural Area (< 20.000 inhabitants) -.013 .015* 1.565** .070+
(.013) (.006) (.421) (.042)
Big city (> 500.000 inhabitants) -.066** -.024** 1.047* .019
(.015) (.007) (.477) (.047)
Y ear of observation: 1995 .036** -.013** -1.626** -.320**
(.006) (.002) (.179) (.024)
Y ear of observation: 1996 .009 -.010** -.255 -.136**
(.006) (.002) (.177) (.024)
(Constant) 2.381** 3.640** 47.537** 4.354**
(.080) (.036) (2.473) (.259)
N of Obs/Groups 45495/ 17044
Mean of Dependent Variable gunwei ghted) 4.390 4.475 -12.781 .316
Overall R*| McKelvey-ZavoinaR 36 34 30 63
Wald Chi* 13157.92** 11143.13** 11200.38** 4399.03**
Y Average of 1994-1996 income years.
**:p<0.01 *:p<0.05 +:p<0.10. Col.I-Ill: Random-Effects GLS Regression; Col. IV: Random Effects Probit.

Ref. Cat.: Native born German living in West Germany; Couple without children; Head of household: less than 9 years of
education; household not affected by unemployment; city size 20.000-500.000 inhabitants; Y ear of Obs.=1997.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors” calculation.
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Table3c: Effects on Relative Income Positions and Redistribution Effectsin Germany, 1995-1997":
Results from Random-Effects GL S Regression and Probit Models,
—Immigrant Population Living in Households with a Head of Prime Age—

In (Relative Income Position)

Variable Pre-Gov't Income  Post-Gov't Income  Absolute changein  Positive change
Income Position dueto
dueto Redistribution
Redistribution (1=yes)
+Pure, Aussiedler: Immigration before 1981 -.119 -.085+ 1.637 712
(.113) (.047) (2.767) (.302)
Immigration 1981 - 1990 -.141** -.049** 6.385** .765**
(.043) (.018) (1.072) (.112)
Immigration after 1990 -.542%* - 274%* 8.383** .796**
(.067) (.028) (1.686) (.168)
»Mixed, Aussiedler: Immigration before 1981 .299** .236** -1.597 -.156
(.058) (.024) (1.455) (.157)
Immigration 1981 - 1990 .269** 125** -3.348 -.502+
(.104) (.043) (2.591) (.295)
Immigration after 1990 -.592x* -.237%* 5.539 1.029**
(.141) (.059) (3.500) (.365)
»Pure, Foreigner:  Immigration 1981 - 1990 -.263** -.166** 1.029 .073
(.038) (.016) (0.943) (.1012)
Immigration after 1990 -.936** -.436** 10.052** 702%*
(.073) (.030) (1.809) (.1912)
»Mixed, Foreigner: Immigration before 1981 .118* 132%* -2.775* .075
(.047) (.019) (1.171) (.128)
Immigration 1981 - 1990 217%* 207%* -6.127** -.266
(.068) (.028) (1.685) (.189)
Immigration after 1990 -.147 .020 4.136+ .575*
(.100) (.042) (2.496) (.259)
Born in Germany -.137* -.056* -4.054** -.463**
(.054) (.022) (1.340) (.154)
Single -.298** 197x* .3%4 .076
(.063) (.026) (1.513) (.1912)
Couple, 1 child -.132%* -.070** 9.811** .236*
(.032) (.013) (.771) (.096)
Couple, 2 children -.375** -.201** 15.660* * B672**
(.035) (.014) (.850) (.104)
Couple, 3 and more children -.676** .265** 24.132** 1.922**
(.040) (.017) (.988) (.120)
Single-Parent -.666** .254%* 11.915** 1.360**
(.050) (.021) (1.219) (.148)
Other Type of Household -.007 .019 5.335%* .282**
(.034) (.014) (.833) (.104)
Age (Head of Household) .076%* .023** -2.717** -.257**
(.008) (.003) (.196) (.024)
(Age**2)/100 (Head of Household) -.099** .025+* 3.234** .203**
(.010) (.004) (.245) (.030)
Education 9-11 years (Head of Household) .156** .050** -2.528** -.149*
(.026) (.010) (.626) (.0712)
Education 12-14 years (Head of Household) .138** .056** -.781 -.159+
(.031) (.013) (.754) (.089)
Education 15-17 years (Head of Household) .230** .160** -11.393** -.260+
(.047) (.019) (1.149) (.138)
Education 18+ years (Head of Household) 486** .331** -13.355** -.645%*
(.079) (.033) (1.951) (.238)
Poor Health Status (Head of Household) -179** .072x* 1.881** .193**
(.021) (.008) (.500) (.070)
Unemployment Index 1-30% (low affection) -.193** -.053** 7.835%* .891**
(.017) (.007) (-413) (.058)
Unemployment Index > 30% (high affection) -.891** -.180** 21.522%* 2.199**
(.021) (.009) (.515) (.075)
Rural Area (< 20.000 inhabitants) -.013 .027% 720 117
(.028) (.011) (.696) (.078)
Big city (> 500.000 inhabitants) 142%* -.048** 3.912** 327+ *
(.028) (.012) (.708) (.077)
Y ear of observation: 1995 -.008 -.033** -1.269** -.258**
(.012) (.005) (-291) (.045)
Y ear of observation: 1996 -.006 -.019** -.485+ -.243+*
(.012) (.005) (.288) (.045)
(Constant) 3.289** 3.978** 27.388** 3.113**
(.152) (.063) (3.653) (.443)
N of Obs/Groups 12564 / 4881
Mean of Dependent V ariable (unweighted) 4.175 4.316 -9.564 333
Overdl R’ | McKelvey-ZavoinaR’® 33 31 31 .60
Wald Chi® 3163.42** 2601.69** 3296.52** 1224.12**
7 Average of 1994-1996 income years. ] ]
**:p<0.01 *:p<0.05 +:p<0.10. Cadal. I-IlI: Random-Effects GLS Regression; Col. |V: Random Effects Probit.

Ref. Cat.: ,, Pure, Foreigner, immigrated before 1981; Couple without children; Head of household: less than 9 years of
education; household not affected by unemployment; city size 20.000-500.000 inhabitants; Y ear of Obs.=1997.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors™ calculation.




Appendix:
Table Al: Population in Germany, 1995-1997, by Ethnic Group (in %)
Total Population of Personsin Private
Personsin Private Households with Heads of
Households Prime Age
West Germany
- Native Born German 64.8 63.3
- Immigrants and Foreigners 16.1 17.6
- Aussiedler, total 5.6 5.6
-, Pure, Aussiedler 34 3.3
- ,Mixed, Aussiedler 2.2 2.3
- Foreigners, total 10.5 12.0
- ,Pure, Foreigners 75 8.6
- ,Mixed, Foreigners 3.0 34
East Germany 19.1 19.1
Total Population 100.0 100.0

Source. SOEP; PSID-GSOEP Equivaent Data File; authors” calculation.

Table A2: Population in Germany, 1995-1997, by Ethnic Group and Immigration Period (in %)
Native Immigration Period Total
Born

1949-60  1961-70  1971-80  1981-90 >1990

West Germany
- Native Born German 100 - - - - - 100
-, Pure, Aussiedler - 13 5 9 56 17 100
- wMixed, Aussiedler - 31 34 17 12 6 100
- ,Pure, Foreigners 5 1 19 43 24 8 100
- ,Mixed, Foreigners 24 5 19 20 20 12 100
East Germany 100 - - - - - 100
Total Population 84 1 3 5 5 2 100

Source: SOEP; PSID-GSOEP Equivalent Data File; authors cal culation.




Table A3a: Pre-Government Income Distribution and Inequality in Germany, 1995-1997",
by Ethnic Group

Total Population of Persons in Private Households

West Germany East Germany
Germany
Immigrants
Native Total . Pure, ~Mixed, ~Pure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Income Quintiles
- Lowest 18.8 184 29.2 11.6 185 10.6 25.4 20.0
Second Lowest 17.3 25.9 31.6 15.1 304 155 24.0 20.0
Middle 195 21.3 194 17.8 24.8 171 20.8 20.0
Second Highest 20.6 195 131 29.4 18.6 22.2 18.2 20.0
Highest 23.8 15.0 6.8 26.0 7.7 34.6 11.6 20.0
Persons in Private Households with Head of Prime Age
West Germany East Germany
Germany
Immigrants
Native Tota »Pure, ~Mixed, JPure, ~Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Income Quintiles
- Lowest 16.2 26.2 35.4 12.8 314 12.8 26.9 20.0
Second Lowest 17.3 24.9 27.7 134 29.3 18.7 24.6 20.0
Middle 20.1 19.2 18.6 24.2 19.7 14.9 20.2 20.0
Second Highest 215 16.6 11.2 26.2 14.3 21.4 18.2 20.0
Highest 24.9 131 7.2 234 5.4 32.2 10.1 20.0

2 All measures give the average of 1994-1996 income years.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors” cal culation.
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Table A3b: Post-Government Income Distribution, Inequality and Poverty in Germany, 1995-1997",
by Ethnic Group

Total Population of Persons in Private Households

West Germany East Germany
Germany
Immigrants
Native Total . Pure, ~Mixed, ~Pure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Income Quintiles
- Lowest 17.2 29.3 32.8 11.3 38.2 16.0 21.6 20.0
Second L owest 17.9 21.7 29.2 13.8 23.7 13.8 25.6 20.0
Middle 18.7 20.6 17.4 26.5 215 18.0 23.7 20.0
Second Highest 21.3 15.3 15.2 23.3 11.7 18.8 19.8 20.0
Highest 24,9 13.0 54 25.2 4.9 334 9.3 20.0
Head Count Ratio
based on a poverty
linegivenat ...
50% Mean 109 19.5 234 6.1 25.9 8.9 115 124
50% Median 8.6 15.1 18.8 4.1 20.1 6.0 8.8 9.7
Persons in Private Households with Head of Prime Age
West Germany East Germany
Germany
Immigrants
Native Total . Pure, ~Mixed, ~Pure, »Mixed, Tota Tota
Born Aussiedler Aussiedler Foreigners Foreigners
German
Income Quintiles
- Lowest 16.8 294 32.7 8.3 38.9 15.8 21.9 20.0
Second Lowest 17.7 22.6 32.0 14.3 24.6 134 253 20.0
Middle 189 21.6 20.1 32.0 20.5 18.8 22.3 20.0
Second Highest 215 13.6 10.6 195 11.0 194 20.8 20.0
Highest 251 12.8 4.6 25.8 5.0 32.6 9.7 20.0
Head Count Ratio
based on a poverty
linegivenat ...
- 50% Mean of the 10.6 17.7 21.4 3.8 23.8 8.1 115 12.0
entire population
50% Median of the 8.6 13.3 16.4 1.6 18.4 5.3 9.1 9.5

entire population

2 All measures give the average of 1994-1996 income years.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors™ calculation.




Table A4a: Equivalent Pre- and Post-Government Income in Germany, 1995-1997",

by Ethnic Group

Total Population of Persons in Private Households
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West Germany
- Native Born German
- Immigrants and Foreigners
-, Pure, Aussiedler
- wMixed, Aussiedler
- ,Pure, Foreigners
- ,Mixed, Foreigners
East Germany

Total Population

Pre-Government
(=Market)
Income

41,924
34,754
25,322
45,673
30,315
48,923
30,498

38,581

Non-Market Taxesand
Income Social Security
(Pensions and Contributions
Public Transfers)
in 1995 DM
7,917 12,302
5,739 10,391
8,937 7,539
6,539 13,835
4,453 9,184
4,676 14,237
9,074 8,760
7,786 11,316

Post-Government
Income

37,539
30,101
26,720
38,377
25,584
39,362
30,811

35,050

Persons in Households with heads of prime age

West Germany
- Native Born German
- Immigrants and Foreigners
-, Pure, Aussiedler
- wMixed, Aussiedler
- ,Pure, Foreigners
- ,Mixed, Foreigners
East Germany

Total Population

Pre-Government
(FMarket)
Income

49,693
37,909
31,421
50,572
31,643
51,925
36,493

45,051

Non-Market Taxesand
Income Social Security
(Pensions and Contributions
Public Transfers)
in 1995 DM
3,632 14,950
4,058 11,430
4,747 9,601
4,459 15,466
4,016 9,629
3,202 15,148
5,740 10,631
4,110 13,502

Post-Government
Income

38,320
30,537
26,567
39,566
26,030
39,978
31,602

35,659

b Average of 1994-1996 income years.

Source. SOEP; PSID-GSOEP Equivaent Data File; authors” calculation.
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Table A4b: Pre- and Post-Government Income Percentiles in Germany, 1995-19977,
by Ethnic Group
West Germany East Germany
Germany
Immigrants
Native Total »Pure, ~Mixed, ~Pure, »Mixed, Total Total
Born Aussiedler Aussiedler Foreigners Foreigners
German
Pre-Government
Income
Total Population
10 1795 210 0 6928 247 8163 202 565
50 (Median) 38168 30749 21633 46244 27827 48935 28066 35010
90 85274 69594 55114 81671 58065 85457 63525 77908
Persons in
Households with
Heads of Prime Age
10 12994 7908 6258 18890 3640 18012 8426 10800
50 (Median) 45009 34227 27207 46996 28686 52113 33934 40888
90 90940 70992 60019 83328 58999 88493 66301 82387
Post-Government
Income
Total Population
10 16905 13544 13003 20329 11761 17826 16510 16070
50 (Median) 34145 27743 24850 35630 23640 36895 28799 31705
90 62873 50665 42257 55595 40008 61902 46875 58532
Persons in
Households with
Heads of Prime Age
10 17112 14222 13003 22972 12324 17892 16377 16201
50 (Median) 35016 28284 24876 35741 24080 38385 29401 32560
90 64025 50815 41204 56736 40821 63474 48119 59398

b Average of 1994-1996 income years.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors” calculation.




Table AS: Descriptive Statistics for Random Effects Models in Tables 3a,b,c
Total Population Prime Age Population Immigrant Prime Age Population
(see Table 3a) (see Table 3b) (see Table 3c)
Variable Unweighted Mean (Standard Deviation)
Relative Pre-Government Income 4.102 (1.416) 4.390 (1.067) 4.175 (1.144)
Position (log)
Relative Post-Government 4.468 (.491) 4.475 (.490) 4.316 (.464)
Income Position (log)
Absolute change in Income -3.549 (41.828) -12.781 (32.891) -9.564 (27.732)
Position due to Redistribution
Positive change due to 391 (.488) 316 (.465) 333 (471)
Redistribution (1=yes)
,»Pure, Aussiedler .045 (.209) .045 (.209) -
»Mixed, Aussiedler .018 (.134) .019 (.136) -
»Mixed, Foreigner .040 (.196) .044 (.205) -
Immigration 1971 - 1980 .082 (.275) .091 (.288) -
Immigration 1981 - 1990 .069 (.254) .076 (.265) -
Immigration after 1990 .022 (.147) .024 (.153) -
+Pure, Aussiedler:
Immigration before 1981 - - .009 (.096)
Immigration 1981 - 1990 - - 113 (.316)
Immigration after 1990 - - .037 (.188)
»Mixed, Aussiedler:
Immigration before 1981 - - .049 (.216)
Immigration 1981 - 1990 - - .012 (.111)
Immigration after 1990 - - .007 (.083)
»Mixed, Foreigner:
Immigration before 1981 - - .079 (.269)
Immigration 1981 - 1990 - - .035 (.184)
Immigration after 1990 - - .015 (.122)
»Pure, Foreigner:
Immigration 1981 - 1990 - - .115(.319)
Immigration after 1990 - - .027 (.164)
Born in Germany .753 (.430) .737 (.439) .050 (.219)
Single .083 (.276) .053 (.225) 027 (.164)
Couple, 1 child 214 (.410) 242 (.428) 245 (.430)
Couple, 2 children .203 (.402) .231 (.421) .254 (.435)
Couple, 3 and more children .094 (.292) .107 (.309) .150 (.357)
Single-Parent .053 (.225) .058 (.234) .043 (.203)
Other Type of Household .160 (.367) .169 (.375) .167 (.373)
Age (Head of Household) 43.553 (13.988) 39.919 (10.042) 39.114 (10.517)
(Age**2)/100 (Head of 20.926 (13.853) 16.944 (8.311) 16.405 (8.563)
Household)
Education 9-11 years (Head of .537 (.498) .534 (.498) 416 (.492)
Household)
Education 12-14 years (Head of .195 (.396) 205 (.404) 241 (.427)
Household)
Education 15-17 years (Head of .057 (.232) .060 (.237) .073 (.260)
Household)
Education 18+ years (Head of .082 (.274) .085 (.280) .025 (.156)
Household)
Poor Health Status (Head of .133 (.340) .108 (.311) .124 (.330)
Household)
Unemployment Index 1-30% .181(.385) .199 (.399) 221 (.415)
(low affection)
Unemployment Index > 30% .205 (.404) .132(.338) 173 (.378)
(high affection)
Rural Area (< 20.000 inhabitants) 440 (.496) 445 (.497) 1326 (.469)
Big city (> 500.000 inhabitants) .298 (.457) 293 (.455) 372(.483)
Y ear of observation: 1995 340 (.473) 342 (.474) 350 (.477)
Y ear of observation: 1996 .333(.471) 333 (.471) 330 (.470)
Number of Observations 52 050 45 495 12 564

Source: SOEP; PSID-GSOEP Equivalent Data File; authors' calculation.
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Figure 1:
Migration Patterns between Germany and abroad, 1984-1998"
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* 1984-1990 West Germany.
Source: Statistisches Bundesamt 1999; Enquete-Kommission "Demographischer Wandel" 1998.



Figure 2a: Re-Distribution Effects in Germany,
by Ethnic Groups 1995-1997
- Share of Winners™ -

Nat.-Born | 41
West German | 27

| 39

Immigrants, Total [ 33

"Pure" Aussiedler 45

"Mixed" Aussiedler 2

"Pure" Foreigner | 3‘538

"Mixed" Foreigner 23

| 53

East Germany 43

| 43

Germany, Total 31
| | |

Population Share (%)

"] Total Population || Prime Age Heads

* Relative Post-Government Income Position > Relative Pre-Government Income Position.
Source: SOEP; PSID-GSOEP Equivalent Data File; authors' calculations.
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Figure 2b: Re-Distribution Effects in Germany,
by Ethnic Groups 1995-1997
- Difference of Relative Post- and Pre-Government Income Position* -

Nat.-Born 2
West German -19 ;\

Immigrants, Total -11 £

n " ]
Pure" Aussiedler 6 [

—

"Mixed" Aussiedler 18 | 9

"Pure" Foreigner 86£

"Mixed" Foreigner | 5y |
East Germany 5[]
Germany, Total 15 :0

Difference (%-Points)

"] Total Population | |Prime Age Heads

* Group-specific Means of Individual Differences.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors' calculations.



Figure 3: Re-Distribution Effects in Germany,
by Ethnic Groups 1995-1997
- Predicted Difference of Relative Post- and Pre-Government Income Position* -

Nat.-Born L2

West German | -17 i
Immigrants, Total 17 i
"Pure" Aussiedler 8 :j 6

"Mixed" Aussiedler s i
"Pure" Foreigner 17 -3
"Mixed" Foreigner 19 6 [
East Germany 8 :j 6

m

Germany, Total 1 5

Difference (%-Points)

] Total Population [ | Prime Age Heads

* Based on Results from Random-Effects GLS Models.

Source: SOEP; PSID-GSOEP Equivalent Data File; authors' calculations.
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