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Abstract

In Germany, not only long-term unemployed but asgloyed persons are entitled to the so-
called Unemployment Benefit Il if the total inconge below a legally binding subsistence
level. Almost every third employable recipient bist means-tested benefit has actually been
an employed person in 2012. Adding a regional amlpf recent developments to the
existing literature, this paper concludes that Gernfederal states generally drift apart
regarding employed recipients of Unemployment BieriefWe encourage researchers and
policy makers to consider these regional differenire working poverty, which might be
driven by a potentially higher social acceptancéowof paid jobs in federal states with higher
shares of employed Unemployment Benefit Il recitgen

Keywords B-convergence, divergence, regional developmentrlatarket, unemployment
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1. Introduction

The so-called Hartz-reforms are considered onehef hajor post-war reforms of the
German social security system (Moller and Walw@09. A very important contribution of
these reforms is the combination of the former usleyment assistance
(“Arbeitslosenhilfe”) and social assistandgSozialhilfe”) to the so called Unemployment
Benefit Il (hereafter: UBII) that was introducedJdanuary 2005.

UBIl is means-tested on the level of the so-call@mmunity in need
(“Bedarfsgemeinschaft’) which is a legal concept closely related but iolentical to the
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household. It aims at covering basic living expereed terminating or reducing neediness by
supporting re-integration into the labor marketsiBally, every individual aged 15 to 64 who
is capable of working and whose household or conityiug in need is entitled to UBII.
Hence, not only (long-term) unemployed but also leygx persons might receive UBII if the
total eligible income of the community is beloweglly binding subsistence level. Here, we

concentrate on the working individuals with incorbetow this particular threshold.

Taken as a whole, almost every third employablereat of UBII was actually employed
in 2012. From 2005 to 2008, the total number of leygx UBII recipients increased from
0.86 million to 1.32 million persons. However, lhgest severe economic crisis does not seem
to have considerable impact on the total numbengbloyed UBII recipients. Current figures
for March 2013 show that the situation virtuallysha@ot changed since 2008. Similar to the
previous years, about 1.3 million employed persmteive additional UBII-payments in
Germany because of their low incomes (Bundesagéintérbeit, 2013).

Although this development motivated research orkimgrpoor in Germany, recent papers
give some first hints that there are regional défees with respect to employed persons
whose incomes are below the legally fixed subststdavel (e.g. Koller et al., 2012 or May-
Strobl et al., 2011). As individuals conduct incoommparisons (Hamermesh, 1965; Frank,
1984), we expect from a theoretical point of vidwattindividuals are more likely to accept
low-income jobs in regions with a high share of éayed UBII recipients. The rationale for
this hypothesis is that individuals are more likedybe in contact with low-income peers,
which might strengthen the perception that workmtpw-wage jobs is kind of a social norm
(Clark, 2003). The potentially higher acceptancdosi wages might also attract low-wage
firms. Individual as well as firm behavior mightstét in regional divergence with respect to
employed recipients of UBII, whereas regions withially higher shares of employed UBII
recipients might experience higher growth than aegiwith low initial levels. Moreover,
detailed knowledge about the regional developmaitemployed UB Il recipients in
Germany is generally important for policy makersomter to decide about regional labor
market policy. This paper contributes an analysisonvergence across German federal states
in order to conclude about the regional developméemployed persons receiving UBII.

2. Methods

We utilize the concept ¢f-convergence (Baumol, 1986; Sala-i-Martin, 1996;r8and Sala-
i-Martin, 2003) to examine the development of emgplb persons receiving UBII across
regions in Germany. This procedure is embeddedneaxlassical framework and relies on
decreasing marginal returns. Regions that perforwade in the initial period are presumed
to perform better over time than the initial riokgions. In other words, the initially poor
regions should grow faster than the initially riggions. The endogenous growth literature
(Lucas, 1988) or the new geography literature (Krag, 1991; Ottaviano and Ounga, 1998)
challenge this concept and also provide explanationdivergence.

Convergence (divergence) is indicated when theorsgwith an initially high level of
UBII recipients exhibit lower (higher) growth thdhe regions with initially low levels. In
addition, we conduct conditionfifconvergence estimates in order to check the robastof
our results. This procedure allows controlling édher factors that might drive the regional

! We do not utilize the term working poor as iffiequently applied in the context of employees véttiaries
lower than 60 percent of the median wage. Workingrpthus, is associated with relative poverty, levioiur
definition applies to absolute poverty, as defibgdaw (Social Security Code II).
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development and, thus, might yield more distincinatasions about convergence or
divergence.

3. Data

We utilize monthly census data on the actual totahber of UBII recipients provided by the
German Federal Employment Agen@undesagentur fur ArbeitOn a monthly basis, data
are only available from January 2005 to Septemb6band from January 2007 onwards. For
technical reasons, the Federal Employment Agenayisable to provide any data for the
described gap in the time-series.

It is possible to combine this data with thikkrozensusprovided by the German Federal

Statistical Office $tatistisches BundesamiThis data set reveals the number of all employed
persons that are at least 15 years of age and atokkast one hour a week. From 2005
onwards, the Mikrozensus only provides annual ayesgStatistisches Bundesamt, 2011).
For this reason, the following calculations aredoasn annual averages for each federal

3 . . . .
state Finally, the combined data allow for an interredatiof the total number of employed
UBII recipients and the total number of all empldygersons for any given federal state and
year.
Equation 1 shows the calculation of the changeha gshare of the employed in basic
security for federal state t, describes the initial year of observation (2002007) whilet
corresponds to the latest observation in year 2010.

employedJBI -recipientsj _(employedJBIl -recipientsj )
t t

Aemployed_, =
ployed_, ( all employedpersons all employedpersons

4. Results

Figure 1 displays the initial level of employed ga@ns receiving UBII of all 16 federal states
in the year 2005 and its growth between 2005 arid Z8employego10-2009. Across all 16
federal states, the average share of employed tgBipients in 2005 was equal to 3.1 percent
(see Table 1), while the average growth betweerdb 20@ 2010 was equal to 1.4 percentage
points. It becomes obvious that the federal stati#is low proportions of the employed in
basic security (e.g., BY, BW) exhibit lower gromithen compared to federal states with
higher level of employed individuals receiving UBRB.g., MV, BE). Specification (1) in
Table 2 shows that the estimated slope coeffiagehighly significant and positive which is
in line with B-divergence across German federal states betwe¥na@l 2010.

2The data consist of an annual representative samfiflé of the German population.

¥ As monthly data in the year 2005 are only availdbten January to September, we calculate the annual
average with respect to this particular period.

* See Table Al in the appendix for a list of abbaions.
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Figure 1.p-divergence from 2005 to 2010
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Table 1. Summary statistics for employed UBII résrips

2005 2006 2007 2008 2009 2010

Number of employed UBII recipients

) 857,816 - 1,221,0271,323,941 1,325,438 1,381,382
in Germany (annual average)
Share of employed UBII recipiepigin %)
Mean 3.0875 4.1625 4.4688 4.4563 4.5313
Standard deviation 1.3812 i 1.8384 2.0545 2.0113 1.9558

We also utilize monthly data on the employed URdtipients which are available from
2007 onwards for a robustness check. Figure 2 pieghe initial shares of the employed
persons receiving UBII and the corresponding dearaknt between 2007 and 2010 across
German federal states.
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Figure 2.p-divergence between 2007 and 2010
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The average initial level of the employed UBII ments was higher than in 2005 (see
Table 1). We also find lower average growth whiofoants to 0.4 percentage points between
2007 and 2010. Mecklenburg-Hither Pomerania (MMhes only federal state with a decrease
in the proportion of employed UBII recipients indlparticular period (-0.3 percentage points)
while in all other federal states the correspondprgportion increased. Regardirfyy
convergence, we also estimate a positive slopeficeet which indicates divergence.
According to specification (6) in Table 2, the pivg slope coefficient is statistically
insignificant. For this reasofi;divergence is less pronounced in the period fré@@72o 2010
when compared to the period from 2005 to 2010. Whght be explained by the fact that the
regional increase in employed UBII recipients waghést between 2005 and 2007 (see Table
1).

As the previous approach does not account for plesdifferences in economic structures
across regions, we also conduct conditiofaonvergence estimations. First of all, we
account for structural differences between East ®Wwekst Germany via inclusion of a
corresponding dummy variable which equals one se cd a West German federal state. The
results are presented in columns (2) and (7) ofeTabHowever, the slope coefficients of the
initial proportion of employed UBII recipients aséll of main interest. Both coefficients are
positive and statistically significant, which atether indications of-divergence.
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Mean (1) (2 3) 4) (5) (6) (7 (8) 9) (10)
Variables (Std. Dev.) Aemployedo0.2005 Aemployedoo.2007
Share of employed UBII recipienigos 3.0875 0.358** (0.311** 0.395** 0.719***  0.338*
(1.3812) (0.113) (0.111) (0.127) (0.180) (0.160)
Share of employed UBII recipienjg,, 4.1625 0.0464  0.142* 0.182** 0.163** 0.165
(1.8384) (0.0696) (0.0694) (0.0828) (0.0558) (0.101)
West Germany 0.6250 -0.161  -0.0900 -1.539 0.0521 0.417**  (0.392* -0.731 0.504**
(0.5000) (0.473) (0.434) (0.912) (0.411) (0.123)(0.187)  (0.510) (0.207)
GDP, 2010GDP, 2005 16,037.6250 8.66e-06
(16,175.1575) (7.04e-06)
unemp 2010UnNempzgos -4.7500 0.658*
(1.9037) (0.312)
ING; 2015INC; 2005 1,654.5000 -0.000882
(338.8187) (0.000617)
GDP, 2010GDP, 2007 4,150.0625 5.44e-05*
(3,672.9630) (3.01e-05)
unemp 2010UnNemp o7 -1.6937 0.520**
(1.2572) (0.204)
ING; 2015INC; 2007 1,002.1875 -0.000267
(315.5918) (0.000428)
Constant 0.337 0.584 0.141 3.313* 1.826 0.176  -0.482* -0*858 1.029 -0.366
(0.239) (0.656) (0.564) (1.715) (1.410) (0.212) 247) (0.403) (0.777) (0.368)
R? 0.446 0.450 0.471 0.711 0.602 0.055 0.151 0.401 060.6 0.200
Observations 16

Notes: *** p<0.01, ** p<0.05, * p<0.1. Robust staadd errors in parentheses.
Source: Data and statistics of the Federal Stat#tDffice and Federal Employment Agency, 20030tt02own calculations.
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The specifications shown in column (3) and (8) ablg 2 also control for changes in GDP
in order to account for the economic developmenbsscregions. Again, the coefficients of
the initial proportion of employed UBII recipiengse positive and statistically significant.
Our result orp-divergence is also robust to accounting for thenoployment rate on the base
of the civilian active population (see specificaga} and 9). Finally, we control for disposable
income of private households per inhabitants ircigigations (5) and (10). The results still
advert to divergence, but for the period from 2@072010 the coefficient is statistically
insignificant. As further robustness checks (resulbt shown), we alternatively measure
changes in GDP by using In(GDR)In(GDP)o and changes in income by application of
In(Inc)201In(INC)o. The coefficients op-divergence for the time horizon from 2007 to 2010
are positive, but statistically insignificant. Fperiod 2005 to 2010, we find significant
evidence for divergence across federal states.

5. Concluding remarks

This paper shows that the proportion of employedlUW&cipients increased in all German
federal states between 2005 and 2010. Furtherrtieregsults indicate that growth in regions
with a low initial proportion of employed individlsareceiving UBII was, on average, lower
than in regions with comparatively high levels ®08. Moreover, conditiondd-convergence
estimations reveal robust results adverting-divergence for the time period from 2005 to
2010. Additional results for the time period fro®0Z to 2010 are in line with divergence but
the estimated coefficients are partly insignificadénce -divergence is less pronounced in
the period from 2007 to 2010 in comparison to teeqga from 2005 to 2010.

We find that German federal states generally dfart regarding employed recipients of
UBII. Awareness of the observed divergence is irtgrdrfor policy makers who want to
improve the situation of employed UBII recipientsreduce working poverty in Germany,
respectively. It also may foster further reseaiudtt xplains the described development in
more detail. As we take economic differences atrédgeonal level into account, our results
may also stress the importance of social convesti@pecifically, self-employed and paid
employees might perceive wages below the subsestEwel as a kind of social norm. In
other words, it might be easier to establish empleyt relationships with salaries below the
subsistence levels in federal states with an Ihjitiagher level of employed persons receiving
UBII because of a potentially higher acceptancsuch jobs in the local labor force.
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Appendix

Table Al. Federal states in Germany

Federal state Abbreviation
West Germany
Schleswig-Holstein SH
Hamburg HH
Lower Saxony NI
Bremen HB
North Rhine-Westphalia NW
Hesse HE
Rhineland-Palatinate RP
Baden-Wuerttemberg BW
Bavaria BY
Saarland SL
East Germany
Berlin BE
Brandenburg BB
Mecklenburg-Hither Pomerania MV
Saxony SN
Saxony-Anhalt ST
Thuringia TH
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