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Abstract

Using data from the German SOEDP, this paper analyses whether there have
been (a) any significant changes in poverty rates and poverty intensities be-
fore and after the Hartz IV reforms and (b) whether there have been observ-
able changes in the effect of employment in reducing the threat or intensity of
poverty. Using multivariate analyses we can find no evidence of increases in
poverty rates comparing the time period 2002-2004 with that of 2005-2006.
Further we find no change in the effect of employment in reducing the proba-
bility and intensity of poverty during this time period. The “working poor”
phenomenon in Germany remains relatively small and statistically unchanged
by the Hartz reforms.
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1 Introduction and Background

For many years Germany has been experiencing high and persistent levels of
unemployment. In the years 2003-2005, the German government introduced
a series of labour market reforms, intending to reduce this high level of un-
employment by creating new incentives for those unemployed or simply not
participating in the labour market. Jacobi and Kluve (2007) give an excellent
and comprehensive overview of the Hartz IV reforms and the changes asso-
ciated with the unemployment insurance and unemployment benefit system.
At the same time, there has been an increasing worry about the seemingly in-
creasing share of the “poor” and more recently the so-called “working poor”
as described in Ehrenreich (2001); those indeed working, yet still not earning
more than the poverty line (the potential “Americanisation of Germany”) as
described in Strengmann-Kuhn (2003), RWI (2005), Nollmann (2009) and
Rhein (2009). Nollmann (2009) compares the situation of the working poor
in Germany and the United States. He suggests that the risk of being “work-
ing poor” has increased recently in Germany, primarily being driven by the
full /part-time employment dichotomy, and claims, “A common development
is the successive devaluation of fulltime employment by sector risks which
are growing into the fulltime labour market even in Germany.”

Since the start of the implementation of the Hartz IV reforms, there has
been substantial interest in evaluating the reform effects (see Jacobi and
Kluve, 2007, Schmidt, 2001 and Kluve, 2004). Schmitz and Steiner (2007)
analyses the Hartz Reforms ex-ante and suggest that the overall effects on
the labour market will be small, though significant effects in the reduction
of long-term unemployment are to be expected, especially for older work-
ers. Miiller and Steiner (2008) analyze the impact of benefit sanctions on
the transition from unemployment to employment in Germany. They find,
that sanctions can be very effective, but only when they occur early in the
unemployment spell. Wilke (2005) uses data up to 1997 to find the major
factors contributing to unemployment and unemployment duration in Ger-
many. They show that low education is the greatest risk factor.

The aim of this paper is to analyse whether there have been (a) any
significant changes in poverty rates and poverty intensities before and after
the Hartz reforms and (b) whether there have been observable changes in
the effect of employment in reducing the threat or intensity of poverty in
a multivariate analysis. Section 2 introduces the data used in the analysis;
section 3 describes the empirical strategy and section 4 reports the empir-
ical results. Finally, section 5 concludes and discusses the implications for



economic policy.

2 Data and Descriptive Results

The German Socio-Economic Panel Study (SOEP) is a representative longi-
tudinal study of private households in Germany. Starting in 1984, the same
private households were followed each year. In 1990, after reunification,
the panel was extended to the former German Democratic Republic (GDR).
Apart from the samples for east and west Germany, the SOEP consists of
five other subsamples, such as the Immigrant Sample which was integrated
in 1994 (see Haisken-DeNew and Frick, 2005 for more technical information
on the SOEP).!

As the main household income indicator, we use the net household income
from the SOEP portion of the Cross-National Equivalent File (see Frick,
Jenkins, Lillard, Lipss, and Wooden, 2007). We equivalise the income vari-
able controlling for the household structure, according to the standardised
OECD criteria?. Further, we deflate all income measures by the standard-
ised price deflators available from the German Statistical Office. All those
households having an equivalized net household income of less than 60% of
the yearly median income are considered to be “poor”. All persons in a
household have identical equivalised incomes. We use all appropriate person
weights for use with the descriptive statistics.

Figure 1 refers to the overall poverty rates for all households (point es-
timates with confidence intervals), calculated using the year-specific poverty
lines, and also based on the poverty line anchored at 1992. Over the 15
year period, 1992 through to 2006, we observe a significant increase from
around 12% to about 18% based on the year-specific poverty lines. Anchor-
ing to the poverty line from 1992, we observe an increase from 12% to about
16%, although this increase is not significant (compare the overlapping con-
fidence intervals in 1992 and 2006). Conditioning on the existence of at least
one working person in the household, as shown in Figure 2, we see reduced
poverty rates over all time periods, going from about 10% to 16%-points over
the same time period. Similarly anchoring on the poverty line of 1992, we

!The dataset was extracted using PanelWhiz. See Haisken-DeNew (2007) and
Haisken-DeNew and Hahn (2006). For more information on the SOEP, please see
http://www.diw.de/soep.

2Weights are 1.0 for the first adult, 0.5 for all other persons 14 years and older, and
0.3 for all remaining persons 13 years and younger.



observe an almost flat development over time hovering at around the 10%
mark, with no significant increases in poverty.

Figure 3 splits the sample of working households into two groups: (a)
those households with at least one person working fulltime or a fulltime
equivalent, defined to be at least two persons working part time and (b) those
households with only one part-time person. We examine case (a) first and
observe that the poverty rates increase over time (based on the year-specific
poverty lines) from about 8% to 12% over the 15 year period. However
only starting in 2005 are the poverty rates significantly higher than in 1997.
The years 2002 through 2006 are statistically identical. For case (b), those
households exhibiting only one part-time person have poverty rates hovering
steadily around the 18% mark over the entire time period. The overlapping
confidence intervals indicate that no significant changes have taken place over
this time period. It is especially worthy of note that for the entire sample,
the working sample, the fulltime sample and the part-time sample, at the de-
scriptive level, there have been no significant changes in poverty rates from
2002-2004 (before the Hartz IV reforms) as compared to 2005-2006 (after the
reforms).

3 Empirical Strategy

Controlling for many personal and household characteristics in a multivari-
ate setting, we estimate a binary probit model, analogous to the FGT(0)?
measure or head-count-ratio, for each individual year 1997 and 2002 through
2006 whether the individual, based on his equivalence income as defined by
standard OECD criteria, is below the yearly poverty threshold of 60% of each
year’s median income. The subscript ¢ represents the ¢’th individual and ¢
the specific year in the panel dataset.

Poory =a+bXy + ey (1)

Given than a person falls below the poverty line (Poory = 1), we esti-
mate by ordinary least squares a measure of poverty intensity (Intensity; >
0|Poor;; = 1), analogous to the FGT(1) measure or the absolute mean
poverty gap, corresponding to the distance below the poverty line. As the
poverty intensity increases, one is further away from the poverty line and
closer to zero income. We estimate the correlated factors associated with

3See Foster, Greer, and Thorbecke (1984) for more information.



greater poverty intensity (absolute poverty gap).

(Intensity;|Poory = 1) = a+ X + €4 (2)

in which our standard controls X;; include (reference categories in round
brackets): an East-West region dummy, foreigner dummy, disabled dummy,
years of education (also interacted with foreigner dummy), marital status
dummies: married, (single), widow, divorced, separated; children: (no chil-
dren), 1 child, 2 children, 3+ children (also interacted with foreigner dummy);
age categories: (24 and under), 25-49, 50-64, 65+; household typology: Sin-
gle woman, (Single man), Couple without children, Single parent, Couple
with children less than 16, Couple with children at least 16, Couple with
children older and younger than 16.

4 Empirical Results

The probit and linear regression results are summarised in Table 1. To illus-
trate the movements before and after the Hartz IV reforms, the coefficients
with respect to poverty probability and poverty intensity together with their
respective confidence intervals are shown in Figure 4 and Figure 5.

In Figure 4 (referring to column 1 of Table 1) we observe that employ-
ment is crucial to reduce the probability of poverty. Especially the existence
of a fulltime equivalent job reduces the probability of poverty by around
30%-points (as compared to no employment) over the entire time period
1997-2006. Although from year to year, there are some slight (and signifi-
cant) movements up or down, the general development is a simple flat line.
There is no evidence that the positive effect full time employment in reduc-
ing the risk of poverty has changed since the Hartz reforms. With respect
to part-time work, poverty is reduced by anywhere from 2.5 to 4.5%-points
(as compared to no employment), also with some significant changes over
the years. Part-time work significantly reduces the probability of poverty by
4.5%-points in 2006, which is significantly lower than in 2002, however this
is unchanged compared to 1997. All in all, it must be concluded that the
effect part-time work has in reducing the probability of poverty is very small
and unchanged over the time period. Focussing on households in which at
least on person works (in column 3 of Table 1), given that the household
has only one person working part-time, we observe a 22 to 26%-point higher



probability of poverty.

Figure 5 displays graphically the results of column 2 in Table 1, such that
the intensity of poverty is analysed. Given that the household is by defini-
tion poor, how far under the poverty line is it? Given that a poor household
works fulltime, it is between €1,266 and €1,466 less poor (i.e. better off)
than by not having any employment. Similarly, only having one person in
the household with a part-time job reduces the intensity of poverty from
€475 to €661 as compared to not having any employment. We can identify
no significant changes in the effect of employment affecting the intensity of
poverty comparing the time period before the Hartz reforms to that after-
wards. Focussing now only on working households (in column 3 of Table 1),
the intensity of poverty increases for those household only having one part-
time job by a factor anywhere from €610 to €888 over this period, although
there is no steady pattern.

Employment remains a strongly dominant factor in determining the prob-
ability and intensity of poverty. Especially fulltime employment reduces the
risk and intensity of poverty dramatically (as compared to part-time or no
work). To a much lesser extent, only a single part-time worker in a house-
hold does very little to reduce the probability and intensity of poverty in
Germany. These effects and indeed the poverty rates themselves appear not
to have changed by any noticeable degree since the years prior to the Hartz
reforms, indicating that the so-called “working poor” problem is unchanged,
relatively small and indeed, in no way acute.

5 Conclusions

For many years Germany has been experiencing high and persistent levels
of unemployment. In the years 2003-2005, the German government intro-
duced a series of labour market reforms, intending to reduce this high level
of unemployment by creating new incentives for those unemployed or simply
not participating in the labour market. At the same time, there has been
an increasing worry about the seemingly increasing share of the “poor” and
more recently the so-called “working poor”; those indeed working, yet still
not earning more than the poverty line.

This paper uses data from the German SOEP to analyse whether there
have been (a) any significant changes in poverty rates and poverty intensi-



ties before and after the reforms and (b) whether there have been observable
changes in the effect of employment in reducing the threat or intensity of
poverty. We compare the time period before the Hartz reforms and there-
after. At the descriptive level, we find no evidence of any change in overall
poverty rates comparing before (from 2002) and after the Hartz reforms (ei-
ther using year-specific poverty lines or anchoring at the poverty line from
1992). Conditioning on part-time or fulltime employment being prevalent in
the household, there is also no evidence of any change in poverty rates since
2002.

Using binary probit models to estimate the probability of poverty, the im-
portance of fulltime employment remains strong over the entire time period,
reducing the probability by approximately 30%-points. Substantially smaller
is the effect of part-time employment, reducing the probability of employment
by around 3%-points. For both fulltime and part-time employment, there is
no evidence that the Hartz reforms have had any impact in changing the
magnitude of the effect of employment on the poverty probability. Fulltime
employment has steadily reduced the intensity of poverty (given that one is
poor) by about €1,400 of yearly equivalised income. With only one person
having part-time employment, the intensity of poverty is reduced by around
€600 of equivalised income. For both fulltime and part-time employment,
there is no evidence that the Hartz reforms have had any impact in changing
the magnitude of the effect of employment on the poverty intensity. Thus,
fulltime employment remains a strong and unchanging factor in reducing
the probability and intensity of poverty in Germany. Even if those working
fall under the poverty line, Kassenboehmer and Haisken-DeNew (2009) show
that own-earned income is valued by the recipients so much more than sim-
ple welfare payments due to the negative externalities of stigma and social
jealousy.



Figure 1: Overall Poverty Rates: Current Year and Anchoring
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Figure 2: Working HH Poverty Rates: Current Year and Anchoring
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Figure 3: Fulltime and Part-time HH Poverty Rates:

Current Year
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Figure 4: Poverty Rates (Binary Probit): Fulltime and Part-time
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Figure 5: Poverty Intensity (OLS): Fulltime and Part-time
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