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Abstract. We employ German Sample Survey Income data to examgnene inequality and
the financial situation of elderly citizens for tiperiod from 1978 to 2003, focussing on
differences between retired and non-retired eldany between elderly with residence in the
Old and the New German Laender. Inter-temporal obsng income inequality are also
decomposed by income sources. To our knowledge, thiseididt study that provides
comparable and detailed longitudinal income statistcsghfe German elderly. We find some
remarkable inter-temporal patterns. First, the finainsituation of the elderly has improved
substantially over time. This is true especially for M@wv Laender, although elderly with
residence in the Old Laender remain financially peyed. Within the same age cohort, we
also find that non-retired, on average, are findlyclaetter-off compared to retired elderly.
For reunified Germany, inequality is astonishingly stabwber time, but rises significantly

since 1993 in the New German Laender.

Key Words: Pensioner, Inequality, Inequality Decomposition, Geri@ample Survey
Income data

JEL Codes: D31, H31, H55, J14

* Author of correspondence. Email: carsten.schra@@eomomics.uni-kiel.de.
* Acknowledgements. We would like to thank the isgrants of the ¥ Meeting of the ECINEQ Society in
Berlin for helpful comments. Furthermore, we aratgful to Henning Stolze for his technical support.

1



1 Introduction

This study investigates the financial situation of Geralderly, being defined as persons age
55 and older, during two and a half decades fromn ¥8@8 to 2003. Amongst other reasons,
this era is interesting as several regulations of thatetyg German pay-as-you-go (PAYG)
old age pension system have been modified. In thelBis, the German pension system
was expanded to one of the World’s most generous on#s,rbterms of replacement rates
and early retirement provisions. Despite distinct Gipewth, a raising fiscal imbalance —
driven by population ageing, German reunificatiod argh unemployment rates in the mid
1980", in the 1998 and early 2000 — served as an argument to scale down the pension
system. Several measures have been implemented, encompassingst others, a raise of
the eligibility age, replacement-rate reductions, aunldsidies for private old-age provisions.
An overview of 12 major reforms between 1977 and 2&4i8be found in the Appendix (see
Table Al). Since 2003, further reforms have been imphlged or are currently being
discussed. These reform measures are likely to have pervagiications for the financial
situation of the future elderly. Taking a stock o financial situation of the elderly in recent
years and in the past, therefore, can provide a ugafdstick for taxing the costs and benefits
of the ongoing reform processes.

However, it is an open question as to who benefitedsirhow much, and what the
implications for inequality are. We provide represé¢ine data on the financial situation of the
elderly, also decomposed by different age cohortsyeiyement status (yes/no), and by
residence (New vs. Old German Laender). More precimiyhe entire time horizon and for
each sample, we examine material well-being in termegafvalent incomes, and also how
much different income sources contribute to equivalegame and to inequality. To the best
of our knowledge, this is the first study providing rhanized and detailed longitudinal
statistics on income inequality among German elderlytlagid financial situation.

We find some remarkable inter-temporal patterns. Rinstfinancial situation of the
elderly, measured by means of price-adjusted gross eemivaicome, has improved
substantially over time. Interestingly, it turns outttlrcome growth was rather stable over
time in case of the retired, but quite volatile, anidroring the German business cycles, in
case of the non-retired elderly. In this sense, then@empension system has been an effective
insurance device against aggregate GDP shocks. Settundhon-retired are financially
better-off compared to the retired elderly, andghme holds for those with residence in the
Old compared to those with residence in the New Geroaander. Concerning the issue of

income inequality, the distribution of equivalentaonees turns out to be rather flat among
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elderly households. For example, comparing averagwagnt incomes in the fourth (eight)
and the first decile in 2003, the ratio is 1.93 (3@%ly. The income composition of high- and
low income elderly, however, is rather different. iDgrthe whole period, retirement pensions
from public pension fund and social benefits accounafmut 80 percent of total equivalent
income in the first decile, but only for about 8 mecin the tenth decile. The group of elderly
with high incomes is still active in the labour markéisposes of capital, or has been civil
servants in their active period. For reunified Germamgquality is astonishingly stable over
time, but we find a significant increase of inequatityce 1993 in the New German Laender.
The remainder of this article is organized as followecti®n 2 discusses candidate
German databases and results from previous studies. S@axplains the technical details
regarding the data processing. In Section 4 we priefplain the inequality measures
employed in the empirical analysis that follows in Set®. The final section contains some

concluding remarks.

2 Candidate databases and results from previodgestu

Our study is based on six cross sections of the German S&@upley of Income and
Expenditure (EVS), collected in years 1978, 1988819993, 1998, and 2003. The EVS is
provided by the German Statistical Office, conducttd5-year intervals, and contains
representative household-level income, wealth, am$umption data.The sizes of the cross
sections range between 40,000 to 60,000 observatimss€hold units). An important
advantage compared to several other German databatest e EVS encompasses the
entire elderly population, both the non-retired and tbired. Yet, the EVS also suffers from
some limitations: persons living in communal establishments iastitutions, and also
households with a monthly net household income excgedlithreshold income, e.g., EUR
18,000 in year 2003, are not included.

Previous studies concerning the financial situatiorthef German elderly usually
provide rather aggregated statistics, in general riefeto a single period. Most related to
ours is the work of Borsch-Supan et al. (2001) who aegmpverage incomes of the elderly,
decomposed by several age cohorts and household tygks)sm some aggregate income-
inequality indicators. Their analysis is static, resddcto EVS 1993. For EVS 1993 and EVS

1998, aggregate statistics on pensioners’ incomes, waadticonsumption are provided by

2 For further information, see German Federal StesisOffice (2007a).

3 According to the German Federal Statistical Off2@07a), the number of top-income households @patiing
in the EVS is not sufficient to provide reliabléddmmation. Income cut-offs for earlier periods frices of 2003)
are: €18,811in 1978; €18,546 in 1983; €17,4970881 €20,788 in 1993; €19,131 in 1998.
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Minnich (2001). Schnabel (1999) estimates life-cyntmmes based on four EVS cross
sections (1978 to 1993) combined with social securitg.dacome inequality, however, is
not an issue of Schnabel’s study.

Frommert and Heien (2006) study the role of the Gerstatutory pension insurance
for old age income, Kirner et al. (2000) the linkafetween pension-system financing modes
and old age income security. They employ AVID — ‘Adtasrsorge in Deutschland’ (Old-Age
Provision in Germany). AVID provides micro-level datatypes and amounts of entitlements
to old-age incomes for thon-retiredpopulation only. For this reason, AVID is inapprofeia
for status-quo and retrospective analyses such as”® oWSID, ‘Alterssicherung in
Deutschland’ (‘Old Age Insurance in Germany’) is a can@ntary database to AVID,
providing information about the incomes of the popataage 55 and aboveYet, so far,
only three waves (1992, 1995, and 1999) are publstgilable. The ‘Pension Access
Statistic’ (Rentenzugangsstatistik) of the ‘German Pensilmsurance’ (Deutsche
Rentenversicherung) only contains micro-level datahonseholds with members being
entitled to public pensions.

Employing German Socioeconomic Panel (GSOEP) Y8iddiqui (1997) simulates
the effects of the German 1992 Pension Reform Act @n ftbquency distribution of
retirement ages using a discrete-time hazard model.giddi997, p. 482, Table 4) predicts,
already in the short run, an increase in the aveaageof retirement. Berkel and Boérsch-
Supan (2003) expect similar effects. Our data dopnotide evidence in favour of their
predictions. With GSOEP data, Mantovani et al. §0@vestigate the impacts of alternative
pension reforms on old age poverty rates, Schwarzd-ackl (2000) the distribution among
the elderly from the mid-1980to the mid-1998. Schwarze and Frick find inequality to be
U-shaped over time, and slightly increasing in morentegears of the observation period.
On the opposite, we find a slight decrease for the g@mied. Yet, several technical details
make their analysis incommensurable with ours, partigulaith regard to the income
concept: disposable income in case of Schwarze ankl 2060) vs. pre-tax post transfers in
our case.

Finally, Borsch-Supan et al. (2005) and HallbergO@O0calculate inequality and

poverty indices for the German elderly using the ‘8yref Health, Ageing and Retirement in

* The ‘Federation of German Statutory Pension Insea Institutions’ (‘Verband Deutscher
Rentenversicherungstrager’, ‘Deutsche Rentenvezgicly Bund’ since 2005) (VDR) and the German Fddera
Ministry for Labour and Social Affairs commissiondtie Institute of Social Research (‘TNS Infratest
Sozialforschung’) to carry out the AVID surveys §3nd 2005. See TNS Infratest Sozialforschung (2pamd
(2007b).

® Further details are provided in Federal Ministfy.abour and Social Affaires (2005).

® For a detailed description of the GSOEP databas&grman Institute for Economic Research (2007).
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Europe’ (SHARE). SHARE is a cross-country micro-legtatabase of individuals age 50 or
older! Unfortunately, up until now only a single cross settio year 2004 has been
collected.

3 Data processing and harmonization

For each year, our database of elderly subjects isseesaball EVS households, restricted to
persons age 55 and older. A minority of these eldeibyests had to be excluded from the
database for technical reasons. First, intra-famiéikationships remain unclear in some cases.
This especially applies to households with three or netderly. Second, income sources
sometimes can not be assigned to the household membewmtwétkira assumptions. To
reduce the inaccuracies resulting from these obstamiésthe first two elderly persons from
every household unit are included in our databake.€liminated fraction of elderly persons
due to this procedure is small, e.g., 4.3 percent @828nother concern is over- and under-
sampling. Compared with the German micro-census, EVSsamaples people in their 70ies
on the account of subjects age 80 and older. TthditGerman micro-census statistics, we
have re-weighted the EVS data according to theopytbased minimum information loss
principle®

We distinguish several types of elderly subjects. Ifouin database, a subject draws
retirement or civil servant’s pensions we call her engioner;’ else a ‘non-pensioner.” This
differentiation should effectively distinguish subjeetso draw retirement or civil servant’s
pensions from subjects that do not. Of course, sevdral options for differentiation exist.
Labour market withdrawal, lack of earnings, receiptretirement incomes, and age are
typical criteria to define pensioner/retirement unitkernative definitions of retirement and
their empirical implications are discussed in Smeedin@@L9For Germany, see also
Minnich (2001) and Munnich and lligen (2000).

Furthermore, we distinguish subjects with residence en@id from subjects with
residence in the New German Laender, and split the samplvo age cohorts. The cohort
‘C1’ consists of all subjects age 55 to 64; ‘C2’ encompmasdlesubjects age 65 and older.
Unweighted numbers of observations for the differentsarhbples are provided in Table A2
of the Appendix. Those figures indicate small sample sizease of the sub-sample of non-
pensioners belonging to cohort C2, especially in ohige New Laender. Deaton and Paxson

(1994, p. 441), however, argue that even small sasipés (34 households in their study)

’ Seehttp://www.share-project.ordor further information.
8 Details on the re-weighting procedure can be plediby the authors upon request.
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should give “fairly accurate measures of inequalityctérding to their assessment, number
of observations in our study should be sufficient exdeptthe New Laender C2 non-
pensioner sub-sample.

Income reported throughout this paper is yearly,-tesepost-transfer’ equivalent income
in prices of year 2003For each EVS cross section, Table A4 in the Apperdimmarizes
the EVS variables pertaining to each income sourd®idDsly, income variables in one
survey do not necessarily coincide with those in amothevey. Subject to this technical
limitation, we have computed the following income cepts:

e ‘incomes from employment:’ earned income and self-emplayeome;

e ‘old-age pensions:’ retirement pensions from public mendund, civil servant’s

pensions, company pensions, and other pensions;

e ‘transfers:’ benefits related to former employment, doassistance, family-related

benefits, and other transfers;

e ‘income on investments,’ and

e ‘other incomes,” which is a residual component thatnoanunambiguously be

assigned to the previous five income concepts.
The definition of a ‘pre-tax-post-transfer’ equivaleimcome requires several technical
assumptions. First, as we want to ‘control’ for changethe financial situation of other
(younger) household members, individual incomes receigdnon-elderly household
members are ignored. This is in line with the income ephsuggested in Johnson and Stears
(1996). Second, not all incomes are available ainitigidual level but at thénousehold-level
This problem applies, especially, to ‘other incomes’ ‘ambme on investments.’ Let the size

of the original EVS household unit b then we add/nth of the same income source to the

sum of individual incomes of each of its memb@&rgiving a ‘total individual income.’ Third,
to account for the fact that two-member elderly hoakiEhcan benefit from economies of
household size and income pooling, we transform indalidocome into the one-member
household’s welfare ‘equivalent income.” This is the sdrtodal individual incomes’ of the

elderly household members divided by the modified OEGDwalence scale, which is 1.5

® Incomes of EVS cross sections 1978-1988 have aejisted using consumer-price for the Old Laenditer
the German reunification, consumer price indicegtie whole of Germany have been employed. Alldadiare
taken from the German Federal Statistical Offic@0{@b), and are reported in Table A3 in the Appendix

19 For further details see the technical explanatinfi&able A4.
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for a couple and 1.0 for the solitary elderyEquivalent income is then assigned to each
elderly person.

As the number of elderly persons living in an EVS hoakklunit is not necessarily
concordant with the number odll household members, our income concept might
underestimate the true level of household-size ecorsoameé underestimate the access to
financial resources. For example, elderly living wythunger high income recipients may
benefit from intra-household income pooling. In thissserour income concept is only a
lower bound for the ‘true’ level of material comfoBy contrast, our income concept controls
for changes in household arrangements and incomes ofi@ogunbjects when making inter-
temporal comparisons of income.

One might also argue that a pre-tax-post-transfer inamneept is a biased estimate of
peoples ‘true’ living standards, as consumption and sawitigately depend omposttax-
post-transfer incom¥. Yet, observations in our database usually cannotdstet as tax
units, and computing post-tax-post-transfer income (espefor different income sources)
would urge us to make strong assumptions on indivithxaliabilities. Finally, pre-tax-post-
transfer income is less sensitive to changes in the ta®, ot thus might be a better
indicator for assessing the impacts of previous pensiammefon the financial situation of

the elderly.

4 Gini decomposition by income sources
Our inequality measure is the Gini coefficie®, twice the area between the Lorenz curve
and the uniform distribution line. The Lorenz curseobtained by sorting all elderly persons
in increasing order of equivalent income. Hence,Llithenz curve displays the percentage of
total equivalent income for the bottor¥% of the elderly population. Typically, several
income sources determine individual income, and resygeictcome shares might alter as we
move from the bottom to the top of the distributiond@composition analysis by income
sources, therefore, might provide interesting insights.

We proceed by briefly summarizing the Gini decompositipn income sources

suggested in Rao (1969 Let i(i :L...,I) be an income source, ang mean equivalent

™ This conversion is in line with the OECD modifieduivalence scale. It assigns a value of 1.0 tootie
member household, an increment of 0.5 to each iadditadult household member. See OECD (2007) for
details and alternative sets of equivalence scales.

12 The suitability of different income concepts franwelfare perspective is discussed in Podder amdt€fee
(2002).

13 Our presentation is a brief summary of the analysitlined in Podder (1993) and and Podder andt€ e
(2002), where further details are provided.
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income of source . Total average equivalent income is representeg: bffhenw, =, / u

is the contribution of income sourcé average equivalent income and the Gini indgxjs

where C, is the concentration coefficient of The concentration coefficient is twice the area
between the concentration curve and the uniforrmmibligion line. As the concentration curve
of i is derived by sorting all observations in ascegdirder oftotal equivalent income — and
not by the equivalent income of sourcethe concentration coefficient range(is11). It is,
therefore, the spread of an income source overahge of total equivalent income that
determines whether that source has an inequatitgasing or decreasing effect.

The impact of a change in mean equivalent incomie afi G can best be captured by
the Gini elasticity
@ = =$%=é[“7(c —G)} with Zn ~0.
The Gini elasticityrn, gives the percentage change in the Gini coefficrdth respect to a

percentage change in equivalent income of incomecso . From equation (1) follows that

|
>w(C, -G)=0.If (C,-G)>0, the effect of income sourdeon G is positive, i.e., it has
i=1

an inequality-augmenting effect. Correspondingly(cti —G)< 0, income source has an

inequality-reducing effect. From (1) it can also d#en that an income source affects total
inequality through two different channels: (a) tngb its relative share in total equivalent

income, w, ; (b) through its spread over the range of totaielent incomeC,. The changes

in w,, C. andG between two periods andt — x, can be examined by,
(3) AGt = Gt - Gt—x .

Let Aw,, =w,, —w, _, be the change in the share of income sourbetween period$ and

t—x. Moreover, let the change in the concentratiorffdent of income source between

the same two periods b&C,, =C,,-C, _,. If w, and C, are functions of time, the total

derivative of (3) equals



d ! oW ' oC.
4 —=>C Ty w Ly
( ) dt ; 1t 6t ; 1t 6t
and
L(C.,+C LlwW, +W
(5) AGt ~ it 1,t—Xx AVVI . + Z it 1,t—X ACI o
i1 2 By 2 ’

for discrete period$! Equation (5) decomposes the change in the Girfficieat over two
. . I Cit +Ci t—x . .
periods in two components. The s T Aw . is the change of the Gini
i=1
coefficient as a result of changes in the sharediffdrent income sources in total equivalent

LW W
income, the share effect.The second termZ(%JACm , quantifies the impact of
i=1

changes in the concentration coefficients on olarafuality, the toncentration effect

5 Empirical results
5.1 A snapshot for year 2003

Financial situation

The first row of Table 1 gives the average equivalecomes for 2003 for the whole sample
and for each sub-sample. Underneath, we repogdbiralent income shares of the five main
income sources (rows entitled “total share”), amdcdonstituting income sub-aggregates. The
figures reveal that, on average, non-pensioners fiaancially better-off compared to
pensioners, and the same applies, as one wouldtexpelderly living in the Old compared
to those with residence in the New Laender. In cds®n-pensioners the OL/NL difference
in equivalent income is in particular high, abod6&23. Also the income composition is
specific to the place of residence. Ceteris pariblderly in the New Laender rely much more
on public transfers. For example, in case of pems® (non-pensioners) in the New Laender,
the income share of ‘retirement pensions from $osecurity’ (‘transfers total share’)
amounts to 76.33% (15.64%), compared with only ¥4 34.29%) in the Old Laender. The
opposite holds for ‘income from investments.’ lie @3ld Lander, the respective income share

is about eight percentage points higher (17.30%pewed with 9.13%). Most interestingly,

14 podder and Chatterjee (2002, p. 8) have suggestedveraging of the two periods’ estimates as a
“compromise — and for a better approximation,”’fss ¢hanges can both be measured with respectitm geor
with respect tat —1.

15 See Podder and Chatterjee (2002, p. 8) for details
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despite 13 years of German reunification, New Laemdderly still do not receive significant
‘civil servant’s pensions’ or ‘company pensionshebe patterns are also reconfirmed by
Table 2, where conditional means of the respeativeme source are reported.

Table1 about here

Table 2 about here

Yet, maybe there is evidence of OL/NL convergeincease of the ‘younger’ cohort.
To investigate this possibility, Table 3 provideshert specific statistics on the financial
situation of the elderly. Cohort C1 encompassedndlividuals age 55 to 64, and C2 all
individuals age 65 and older. But also for the ygamcohort, OL/NL differences remain
substantial. On average, equivalent income in ddbbrin the Old Laender is €11,236 higher,
even €15,508 higher in case of non-pensioners. cbhert C1 with residence in the New
Laender also relies more on public transfers. Tigerés also suggest that, with the single
exception being New Laender pensioners, the cabiris financially better-off compared
with C2. Reasons for this include a higher laboarkat participation rate in C1, as mirrored

in high levels of ‘earned income’ and ‘self-empldyacome.’

Table 3 about here

Average equivalent incomes tell little about theome distribution among the elderly.
Table 4, therefore, provides decile specific esta®eaof equivalent incomes and income
shares. The entries are computed by arrangingltielye in ascending order of equivalent
income. For each decile, the first row of Table ideg mean equivalent income. Income
shares are reported underneath. Altogether, tlmemadistribution is rather flat. For example,
the ratio of average equivalent incomes for thetfoand the first decile is 1.92 only, and
4.10 for the ninth and the first decile. When mgvirom the bottom to the top of the income
distribution, the income composition systematicalhanges. Whereas ‘retirement pensions
from social pension fund’ (64.74%) and transfes§1%) have a share of about 80% in total
equivalent income in the first decile, the fract&teadily drops to 8.63% in the tenth decile.
Otherwise, the share of work-related incomes (saiployed income’ and ‘earned income’)
rises from 4.54% in the first to 40.13% in the kemlecile. The income share of ‘civil

servant’'s pensions’ increases from 0.58% to 13.689d, from 7.68% to 17.95% in case of
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‘income on investments.” Summing up, the finangidetter-off are still active in the labour

market, dispose of capital, or have formerly baeih gervants.
Table4 about here

Table 5 portraits the composition of the samplerdfie income distribution. For each
decile, the first column gives the number of peneis, N, relative to all elderly persons,

N . : . . e

N PN , with N, being the number of non-pensioners. This ratgt fircreases and then
p T Nyp

decreases when moving from the bottom to top ofrtbeme distribution. In fact, the fraction

of pensioners is rather low at the two marginshefdistribution, with a peak in the third and

the fourth decile. The decile-specific fractionsebderly with residence in the Old Laender,

L, are given in column two. It is transparent thatd Qaender elderly are
NOL+NNL

overrepresented in the higher deciles. The lasineolof Table 5 gives the decile-specific
. N e .
shares of elderly belonging to the cohort C3,—**— | indicating that cohort C1 is over-
C1 + C2

represented at the two tails of the income distitiou
Table5 about here

Income inequality
Year 2003 Gini estimates are summarized in TablBh@&se estimates indicate a remarkable
OL-NL difference in inequality of 9.14 Gini pointsr the whole sample (column ‘pensioners
& non pensioners’). To some extent, low inequalitythe New Laender may echo a flat
income distribution in the former German Democr&&Epublic. Yet, also the share of non-
pensioners, among whom inequality is especialli higrather small in the New Laender.
Cohort-specific Gini indices indicate higher ineliiyaamong pensioners of cohort
C1. We will further comment on this finding in thext paragraph. However, the opposite is
true for the sub-sample of non-pensioners. Here Gii coefficient related to cohort C2 is
15.88 points highef® A more thoroughly investigation of the socio-ecmmo characteristics

of C2 non-pensioners helps explaining the hugesdifice. Among C2 non-pensioners, there

% The Gini coefficient of 5.65 for C2 non-pensioneiith residence in the New Laender is owed to #ikar
small number of observations for this sub-sample.
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is a number of rather rich self-employees (6.29%th& observations) with an average
equivalent income from self employment of €68,1934&nd a number of rather poor subjects
predominantly relying on social welfare (57.06%la# observations).

Table 6 about here

The results of the Gini decomposition by incomerses are summarized in Table 7.
For each income source and for each of its subeggies, the respective concentration
coefficient is reported. ‘Income from employmenther incomes,” as well as ‘income on

investments’ turn out to be inequality-augmentirigr (these income sources;, > G).

‘Incomes from employment’ has the highest concéiomacoefficient, followed by ‘other
incomes’ and ‘income on investments.” In particlylaitransfers’ but also ‘retirement
incomes’ are inequality-reducing. This finding éeonfirmed for all sub-samples.

The estimates concerning the income sub-aggregateal several additional insights.
First, the inequality-reducing effect of ‘totaliretnent income’ is solely driven by ‘retirement
pensions from public pension fund,” whereas ‘cisdrvant’s pensions,” eminently boost
inequality. The inequality-reducing effect of ‘tsdars,” above all, is due to ‘social
assistance,” whereas concentration coefficientiaofily related transfers’ and ‘total incomes
from employment’ are about equally high. An intéireg finding concerns the estimates for
elderly from the Old and New Laender. Typicallytiragtes in the Old Laender are higher,
consistent with the OL-NL Gini index differencentome on investments,” however, exhibits
a higher coefficient in the New Laender. This islime with the ‘income on investments’
estimates provided in Table 1 and Table 2: InNbw Laender, the share of elderly actually
drawing some ‘income on investments’ is rather mal

Informative as they are, concentration coefficiezdn only partly explain the overall
picture. The impacts of changes in particular ine@ources on inequality can be measured

by means of Gini elasticitieg s, provided in Table 8. As explained earlier, thei @lasticity

pertaining to income sourdegives the percentage change in the Gini coefficigtih respect

to a percentage change in equivalent income ofcsour All Gini elasticities reported in

Table 8 are stated in percent. Concerning the eerg@mple, an increase in ‘retirement
pensions from public pension fund’ causes the nsighificant decrease of the Gini
coefficient, indicating its potential relevance fpolicies concerned with old-age income
inequality. The same applies to ‘benefits relatedidrmer employment’ in case of non-
pensioners with residence in the New Laender. @nctintrary, elasticities with respect to
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‘earned income’ followed by ‘civil servant’'s pens& and ‘income on investments’ are

usually high and positive.

Table7 about here

Table 8 about here

5.2 Inter-temporal changes of incomes and inequalit

Financial situation

Table 9 shows the inter-temporal changes in thenfiral situation in terms of income growth
rates. All entries are mean equivalent incomesricep of year 2003. Figures in rows 1-3
(rows 4-6) are income growth rates comparing ye€&d83 and 2003 (1978 and 2003).
Underneath, growth rates for consecutive crossosectre reported. All numbers indicate a
substantial improvement of the financial situatiohGerman elderly. Between 1978 and
2003, average equivalent income of an elderly pegew by 37.60% in case of the Old
Laender. In reunified Germany, the increase waS785.between 1993 and 2003. Different
sub-samples experienced quite different income troim case of pensioners, growth rates,
for example, are clearly higher compared to norsjmerers, and the same applies to cohort
C2 compared to C1. Growth paths in the Old and Kesman Laender differ as well, and
indicate a substantial catch-up process to theftbaieNew Laender elderly. Between 1993
and 2003, incomes in the New Laender grew by 33.tB%pared to 13.59% in the Old
Laender. Another interesting finding concerns thieritemporal volatility of growth rates.
Except for the period 1978 to 1983, pensioners maipeed rather stable income growth,
about 8% within a 5-years period. By contrast, meogrowth rates of non-pensioners are
rather volatile and typically mimic the German Imesis cycle. In combination, these two
patterns suggest an insurance effect of the Gepeasion system against cyclical income

variations over the business cycle.

Table9 about here

Income inequality

Table 10 provides Gini coefficients for each of @woss sections. For reunified Germany,
there are no apparent systematic changes in inggaaice reunification. Results are more
sophisticated if we decompose the sample by reseddRegarding the Old Laender elderly,
inequality is slightly on the decline from 199320603, continuing a slight tendency already
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transparent before reunification. This result mordirmed in case of Old Laender pensioners,
whereas inequality remains remarkably stable am&lg Laender non-pensioners.

Concerning the latter, Gini coefficients in 1978182003 differ by 0.94 points only. The

picture in the New Laender is rather different. é¢jemequality is on the rise since

reunification. Taking New Laender pensioners aseaample, the increase of the Gini

coefficient is 15.70%; and 19.89% in case of nonspeners. Another robust finding across
all samples and periods in unison is the higheeltewof inequality for cohort C1 compared

with cohort C2. This is due to the higher shareimfomes from employment’ in case of

cohort C1, a rather unequally distributed incomarse (see Table 3 in combination with

Table 7).

Table 10 about here

For the better understanding of the driving foroekind these patterns, Tables 11la-c provide
an inter-temporal inequality decomposition by ineosources. As explained in Section 4,
inequality can be decomposed into the changes anirtbome shares of different income
sources and the changes in the inequality withéniticome sources themselves. So, we can
investigate inter-temporal differences in overakquality by quantifying, for each income
source, the differences of income shares and otesdration coefficients for any two
consecutive periods, andt—5. In order to keep the analysis tractable, we fardeom
reporting cohort-specific estimat¥s.

We comment on the period since reunification fildbst remarkably is the sharp
decrease in the share of ‘retirement incomes,iniglby 2.59 percentage points from 51.14%
between 1993 and 1998, and then increasing agath 7y percentage points between 1998
and 2003. However, we would like to stress thatcthaditional means of different sources of
‘retirement incomes’ remained rather stable over same decade. For example, PAYG
‘retirement incomes’ (‘civil servant’s pensionst) year 1993 amount to €10,557 (€18,843),
€11,396 (€19,482) in 1998, and €12,439 (€20,819003. Hence, changes in the share of
‘retirement incomes’ must be put down to other esus(a) a change in the sample
composition, scrutinized in the last paragraphho$ section; (b) changes in the shares of
other income sources. Indeed, from 1993 to 1998sktare of ‘income on investments’ rises
by about 1 percentage point (continuing, for thd Odender, a positive trend dating back to
1988), and, in 2003, falls back to about its oritt993 level. This is in concordance with the
long run trend of the German stock index (DAX). \Beén 1988 and 1993, the DAX

7 Cohort specific results can be provided by théanst upon request.
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experienced a 46.7 percent growth, even 120.6 pefmetween 1993 and 1998. Between
1998 and 2003, the DAX incurred a loss of 20.7 @erof its valué® The drop of the
‘income from employment’ share is a mirror imageising unemployment rates in Germany,
especially in the New Laender. In reunified Germangemployment increased from 8.1
percent by the end of 1993 to 8.8 percent in 1998 @4 percent in 2003. Typically,
patterns concerning the income shares can alsedmmfirmed for each of our sub-samples,
although amplitudes of changes are typically highercase of the New Laender. The
aggregate effect of changes in the income sharésegpuality is the share effect. Comparing
years 1993 and 1998, it is high and positive, sanadl negative between 1998 and 2003. This
means that changes in the income shares incre@agukility between 1993 and 1998, but had
an inequality reducing effect between 1998 and 2003

There are no apparent patterns concerning intepdesth differences of concentration
coefficients in reunified Germany. Most remarkaldythe high positive value for ‘income
from employment’ concerning the period 1993 to 19@8licating that this income source
over time became more unequally distributed. listangly, the same difference is negative
for the two sub-samples of pensioners and non-peess. Then ‘income from employment’
should have become more unequally distribubetiveennon-pensioners and pensioners.
Indeed, between 1993 and 1998 the difference sofime from employment’ (price-adjusted)
between these two sub-samples increased by €88t,§22,394 in year 1993 to €23,225 in
1998. The concentration coefficient of ‘income mvdastments’ also incurs a substantial
increase between 1993 and 1998 of 4.20 percentaiggspindicating that especially the
financially better-off benefit from higher returfi®m capital in this period. Bearish stock
markets lead to an inverse effect between 19982808. The aggregate measure of inter-
temporal changes in the concentration coefficiemsnequality is the concentration effect.
Comparing 1993 and 1998 for reunified Germany, ¢becentration effect is small, even
negative in case of non-pensioners (irrespectivéhefplace of residence). However, it is
alwayspositive concerning the years 1998 and 2003, atthig increasing inequality levels
within the income sources themselves.

Table 11b contains all necessary information coniog the pre-reunification period
in the OId Laender. Altogether, the distributiontle Old Laender is rather stable over time.
However, between 1983 and 1988 inequality dropscealbly. Basically, this can be

18 At year-end, the German stock index was 1,328tpain1988; 2,267 points in 1993; 5,002 pointd #98;
3,965 points in 2003.

19 All numbers according to the ILO unemployment aptc Data can be downloaded from the German
Statistical Office.

15



explained by a decreasing share of the rather walgqudistributed ‘income from
employment,” in combination with falling concentoat coefficients of ‘retirement incomes’
and ‘income from investments.” The decreasing slb&rencome from employment’ can be
explained by the recessive period with rapidly éasing unemployment rates beginning in
the early 1989.

Table11.a-c about here

Sample composition

We next turn to the question as to whether the awmitipn of the elderly population has
changed over time. We are especially interestedvierage age and in the fraction of
pensioners in the entire elderly population. Bdttistics are provided in Table 12. The first
column gives the average age in the (sub-)samplestbe observation period. For both the
period before and after reunification, we find tbat sample ages slightly. Average age rises
from 67.37 to 67.68 between 1978 and 1988, fallsaoaverage of 67.20 years after
reunification (1993) and then again rises to 68ygars in 2003. In the three adjacent
columns, we provide fractions of pensioners amoegn@n elderly. In reunified Germany,
the share of pensioners is increasing in accordaitbesample ageing. Only focusing on the
Old Laender, the share of pensioners drops sligintign 81.95 percent in 1978 to 78.80
percent in 1998, and then sharply increases to08getcent in 2003. In 2003, almost the
entire Old Laender cohort C2, receives retiremecdmes (99.26 percent of the sub-sample),
compared to 96.81 percent in 1978. It is intergstnote that even in case of cohort C1, the
fraction of pensioners is more than 50%, despiticeable replacement rate reductions in
recent years. In case of the New Laender, thestidrns are still higher. This especially
applies to the cohort C1. In case of this sub-santpe share of pensioners sharply rises from
49.23 in year 1993 to 66.74 percent in 1998, aightyy falls to 63.25 percent in 2003.
Obviously, early retirement facilities are stilamtageous for many insurants, particularly in
the New Laender, where favourable early retirennegtilations were implemented to reduce

official unemployment rates.

Table 12 about here

6 Concluding remarks

This paper has described the financial situatiahinnome inequality among German elderly
over the period 1978 to 2003, using harmonized sesestional German Sample Survey
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Income data. To our knowledge, this is the firsigitudinal analysis providing comparable
estimates for Germany at such a level of detail. {@ulings, therefore, throw new light on
the incomes of the elderly over a period where G@yrexperienced both, long stable phases
of income growth, recessions, significant changethe basic conditions due to population
ageing and the German reunification, and a flooshajor and minor pension reforms.

Our findings document that the incomes of the ryydacreased substantially during
the two and a half decades we have studied, edlyanizhe New German Laender. From all
income sources, ‘income on investments’ increasedt reignificantly. Income growth rates
were remarkably stable for retired, but quite vitdain case of non-retired elderly. In this
sense, the German pension system is an effectstgance device against aggregate GDP
shocks. Concerning the issue of income inequalig/find that the income distribution of the
elderly is both rather stable and flat. In the Qdetnder, the Gini coefficient indicates slightly
less inequality in recent years. In the New Gerrbaender, however, inequality increased
significantly since reunification, conforming toetl®ld Laender level. From the distinguished
five income sources, the distribution of ‘incomesni employment’ and ‘income from
investments’ are most uneven, whereas ‘retiremecbmes,” especially PAYG pensions,
have an inequality reducing effect.

Recent reforms of the German pension system iechugaradigm shift towards a
more funded pension scheme and a raise of themedimt age from 65 to 67. To compensate
for the resulting lowering of future replacementesa in year 2001 the German government
started to promote the development of private merssby means of special saving subsidies
and tax incentives (Riester-scheme). As the Gemstality with respect to PAYG pensions is
negative and positive with respect to ‘income owesiments,’ these reform measures are
likely to increase income inequality among eldenythe future. Moreover, recent work has
shown that the Riester-scheme, so far, has neaitbezased the fraction of households with
positive savings, nor saving rates (for details Gemeo et al., 2007). It is, therefore, likely
that old-age poverty will become a more importasue in future decades. We hope that our
work can serve as a useful yardstick for evaluatiregpros and cons of the implemented and

scheduled pension-system reforms.
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Table 1. Equivalent incomes and equivalent-income shaf@33 2

income source Ofzrlllsli_oners 8(;Lnon-pensi,:|)|r_1ers oLenL pgzsioners " oLenL nogl-_perrsioneNL
total gross mean equivalent income 26,752 28,122 20,563 24,748 25,818 20,104 36,336 ,6838 23,263
total share W, 20.69 21.58 15.16 6.73 6.87 5.99 66.14 66.61 61.75
incomes from .
employment self-employed income W, 4.02 4.38 1.83 1.66 1.84 0.68 11.71 12.14 7.67
earned income W, 16.66 17.20 13.33 5.07 5.03 5.31 54.43 54.47 54.08
total share W, 53.34 51.20 66.57 67.77 65.80 78.74 6.33 6.50 4,73
_ PAYG W, i 36.33 31.89 63.77 47.49 42.31 76.33 0.00 0.00 0.00
:ﬁé'ém_im other pensions W, 2.46 2.54 2.00 1.32 1.29 1.47 6.20 6.37 4.66
company pensions Wiq 4.29 4.95 0.24 5.57 6.52 0.28 0.13 0.13 0.07
civil servant’s pensions W, 10.25 11.82 0.55 13.39 15.68 0.66 0.00 0.00 0.00
total share W, 2.31 1.94 4.59 1.36 1.17 2.41 5.40 4.29 15,64
former employment related benefitsv,, 1.32 1.04 3.09 0.47 0.35 1.14 412 3.16 13.00
transfers social assistance W, 0.27 0.27 0.26 0.15 0.16 0.11 0.65 0.60 1.05
family-related benefits W, 0.04 0.05 0.01 0.01 0.02 0.00 0.14 0.15 0.06
other benefits W, 0.67 0.59 1.22 0.73 0.65 1.16 0.50 0.39 1.52
income on investments w, 16.16 17.30 9.13 17.24 18.68 9.16 12.67 13.07 8.98
other incomes W, 7.51 7.98 4.55 6.90 7.48 3.70 9.47 9.53 8.90

5

Note All shares are reported in percent. Abbreviatidesote the followingOL: Old LaenderNL: New Laender; PAYG: retirement pensions from pupknsion fund;
K: unconditional mean equivalent incore; income share of main income aggregate;: income share of income sub-aggregatencerning.
Source German Sample Survey of Income and Expenditup@8.20wn calculations.




Table 2. Conditional means of equivalent income in 2003

. pensioners & non-pensioners pensioners non-pemnsione
income source
OL&NL oL NL OL&NL OL NL OL&NL OL NL
incomes from self-employed income 14,328 15,207 7,734 7,765 8,22 4,238 23,535 25,092 12,330
employment oo med income 15,569 16,707 10,090 6,774 7074 8553 25682 27,147 17,093
PAYG 12,439 11,713 15,387 12,439 11,713 15,387
Retirement  Other pensions 7,799 8,314 5,248 4,533 4,667 3,975 15,565 16,132 10,783
Incomes company pensions 3,672 3,788 761 3,657 3,771 736 1789, 10,768 2,521
civil servant’s pensions 20,819 20,824 20,25 29,81 20,824 20,259
former employment related benefits 6,877 7,421 5,971 5,080 5,438 4,573 7,911 8,453 146,9
social assistance 2,016 2,284 1,16 1,261 1,429 639 3,699 4,408 2,000
Transfers
family-related benefits 1,707 1,715 1,550 1,212 08,2 1,299 1,984 2,001 1,666
other benefits 3,450 3,157 4,756 3,323 3,041 4,682 4,216 3,935 5,064
income on investments 5,779 6,362.41 2,78 5,743 3606, 2,733 5,945 6,374 3,116
other incomes 3,602 3,845.70 2,137 3,383 3,638 1,893 4,256 4,458 2,938

Note Conditional means are calculated if householtsunhere the respective income share is positibbréviations denote the followin@L: Old LaenderNL: New
Laender; PAYG: retirement pensions from public pem$und.
Source German Sample Survey of Income and Expenditup88.20wn calculations.




Table 3. Mean equivalent incomes by age cohorts in 2003

] age pensioners & non-pensioners pensioners non-pemnsione
income souree cohort OL&NL  OL NL  OL&NL OL NL  OL&NL OL NL
. . Cl1 30,549 32,529 21,293 26,241 27,708 20,067 36,515,9138 23,403
total gross mean equivalent income H
C2 | 24,186 25,113 20,093 24,158 25,078 20,119 28,494,8429 7,806
self-employed income W, C1 7.07 7.54 3.71 2.58 2.86 1.01 11.53 11.95 7.69
incomes from C2 1.42 1.58 0.55 1.27 1.40 0.55 21.51 21.87 0.00
employment carned income w, C1 33.65 34.11 30.41 12.32 11.98 14.27 54.89 54.96 2354,
2 c2 2.16 2.25 1.66 1.96 2.01 1.65 28.59 29.01 4.41
PAYG w,, C1 18.32 15.83 36.14 36.73 32.62 60.63 0.00 0.00 0.00
c2 51.70 46.09 82.67 52.10 46.51 82.73 0.00 0.00 0.00
other pensions w, C1 4.14 4.22 3.62 2.05 1.90 2.90 6.23 6.40 4.68
retirement Cc2 1.03 1.06 0.89 1.00 1.03 0.89 4.69 4,77 0.00
incomes company pensions w, C1 2.57 2.89 0.29 5.04 5.83 0.43 0.12 0.12 0.07
Cc2 5.77 6.77 0.22 5.80 6.82 0.22 0.78 0.79 0.00
L , . C1 7.08 7.96 0.80 14.20 16.41 1.3 0.00 0.00 0.00
civil servant’s pensions W,

Cc2 12.95 15.22 0.38 13.05 15.36 0.38 0.00 0.00 0.00
C1 2.73 2.09 7.31 1.29 0.92 3.43 4.17 3.20 13.04
Cc2 0.12 0.11 0.21 0.12 0.10 0.21 1.02 1.04 0.00
C1 0.29 0.27 0.41 0.12 0.12 0.16 0.46 0.42 0.77

former employment related benefits W,

ial assi W
f social assistance %2 C2 025 026 017 016 018 009 1122 979  94.92
S elated benefie w CL 008 009 003 003 004 00l 014 015 0.6
Y 3 Cc2 0.01 0.01 0.00 0.01 0.01 0.00 0.32 0.33 0.00
. Cc1 061 0.53 1.16 0.73 0.70 0.91 0.48 0.37 1.53

other benefits W,
c2 o073 0.63 1.26 0.73 0.63 1.26 1.21 1.23 0.00
come on investments " Cl1 | 1483 1556 963  17.08 1829 1006 1259 1298  9.00
5 c2 | 1730 1884 878 1730 1885 879 1717 1746 0.0
. C1 | 861 8.91 6.50 7.83 8.34 4.86 9.40 9.45 8.92

other incomes W,

c2 6.56 7.16 3.22 6.51 7.10 3.23 13.50 13.71 0.67
Note Shares are reported in percent. Abbreviationgtaethe following:OL: Old LaenderNL: New Laender; PAYG: retirement pensions from pupknsion fundjt:
unconditional mean equivalent income; income share of income sub-aggregatencerning. C1: cohort age 55 — 64;2: cohort age 65 and older.

Source German Sample Survey of Income and Expenditup@8.20wn calculations.




Table 4. Equivalent incomes by deciles in 2003

income source Decile
1 2 3 4 5 6 7 8 9 10
mean gross equivalent income 9,758 13,852 16,445 ,7628 20,984 23,544 26,843 31,682 39,966 65,659
. total share 4.54 4.88 6.21 6.06 7.53 9.13 15.34 8720. 28.15 40.13
incomes from ;
employment self-employed income 0.94 0.84 1.11 1.18 1.15 1.32 1.72 2.90 3.09 10.63
earned income 3.60 4.04 5.10 4.88 6.38 7.81 13.62 7.971  25.06 29.50
total share 67.22 74.21 74.45 73.53 72.75 67.54 9%9. 52.38 44.69 27.51
PAYG 64.74 68.62 67.62 65.65 61.46 54.10 41.99 @7.9 17.50 7.85
retirement other pensions 0.67 1.71 1.30 1.50 1.92 2.67 3.12 .99 2 3.12 2.64
incomes company pensions 1.23 3.12 3.63 4.11 4.38 5.11 5.14 5.44 5.29 3.39
civil servant’s pensions 0.58 0.76 1.90 2.27 499 .665 9.74 15.96 18.78 13.63
total share 14.87 5.29 2.67 2.15 1.53 2.31 2.52 716 144 0.78
former employment related benefits 8.60 3.80 1.86 1.48 1.09 1.35 1.34 1.05 0.39 0.30
transfers social assistance 5.58 0.60 0.08 0.13 0.08 0.05 3 0.0 0.01 0.01 0.01
family-related benefits 0.01 0.01 0.00 0.02 0.01 050. 0.03 0.04 0.09 0.07
other transfers 0.68 0.88 0.73 0.52 0.35 0.86 1.12 0.57 0.95 0.40
income on investments 7.68 11.12 13.00 14.34 14.4217.01 17.75 18.38 16.78 17.95
other incomes 5.69 4.49 3.67 3.92 3.77 3.99 4.38 6.70 8.95 13.64

Note Unconditional means are calculated for the wisal@ple including household units where the respeaticome share is zerAbbreviations denote the followin
PAYG: retirement pensions from public pension fund.
Source German Sample Survey of Income and Expenditup88.20wn calculations.




Table5. Composition of the elderly population by decile2003

Decile $ L k
NP + NNP NOL + NNL Nc1 + ch
overall sample 82.71 81.88 34.21

1 79.10 76.55 42.94

2 90.27 77.64 33.56

3 92.74 75.66 30.03

4 92.46 73.09 31.12

5 92.40 72.52 29.59

6 90.16 78.79 30.76

7 84.24 84.11 41.45

8 79.14 90.45 47.75

9 69.86 93.81 52.94
10 56.68 96.13 63.11

Note All numbers are reported in percent. Abbreviaidenote the followingN: number of

artificial one-member household unik; pensionersiNP: non-pensioner)L: Old LaenderNL:
New LaenderC1: Cohort age 55 — 64;2: Cohort age 65 and older
Source German Sample Survey of Income and Expenditu®88.20wn calculations.

Table 6. Gini coefficients in 2003

age cohort pensioners & non-pensioners pensioners non-pemnsione
OL&NL oL NL OL&NL oL NL OL&NL oL NL
all 30.12 30.77 21.63 27.05 27.89 19.1¢ 34.96 34.01 7831.
Ci 33.05 32.75 27.08 28.81 28.90 23.1% 34.55 33.54 5631.
C2 26.40 27.54 17.45 26.18 27.30 17.37 50.43 49.66 5 5.6

Note Gini coefficients are reported in percent. Ablméens denote the followingL: Old LaenderNL: New Laender;
PAYG: retirement pensions from public pension fu@d; Cohort age 55 — 64; C2: Cohort age 65 androlde
Source German Sample Survey of Income and Expenditud88.20wn calculations.




Table 7: Inequality decomposition by income sources in 2003

| pensioners & non-pensioners pensioners non-pemnsione
neome souree OL&NL  OL NL  OL&NL oL NL | OL&NL oL NL
total C, 63.97 63.53 60.64 58.88 57.49 66.50 41.72 40.20 5843.
Incomes from ‘¢ e mployed | C, 7232 7219 5903 7283 7110  79.60 5681  56.95 5W%B8
employment self-employed income 11 . . . . . . . . .
earned income C, 61.96 61.33 60.87 54.30 52.50 64.81 38.48 36.47 294,
total C, 13.15 13.84 9.69 18.22 19.74 10.98 20.53 15.96 534.0
PAYG C, -4.44 -5.66 7.65 1.38 0.95 9.41
retirement . -
incomes other pensions C,, 42.70 40.11 49.89 36.95 34.02 51.15 19.81 15.10 8234.
company pensions C,. 33.84 28.49 39.24 40.50 35.85 45.21 55.73 57.42  .0518
civil servant’s pensions C.. 59.76 54.65 86.55 66.84 62.57 88.06
total C, -13.64 -14.96 -3.88 591 0.79 24.1C -41.13 -41.69 24.13
former employment related benefitsC,, -22.75 -18.08 -25.36 -7.61 0.89 -14.73 -43.59 434 -27.92
transfers social assistance C,, -79.31 -79.19 -85.42 -70.13 -69.97 -79.98 -82.54 4.28 -78.77
family-related benefits C. 61.38 0.57 78.09 58.89 53.28 94.64 35.77 30.67 51.7
other benefits C., 25.36 0.14 67.39 29.25 16.63 71.80 11.25 11.27 743.0
income on investments C, 37.93 35.41 38.22 40.10 37.78 40.59 31.64 29.20 6528.
other incomes C, 53.98 51.82 58.89 54.2¢ 52.01 60.2¢ 45.22 43.72 50.16

Note All numbers are reported in percent. Abbreviagidenote the followingOL: Old LaenderNL: New Laender; PAYG: retirement pensions from prupknsion
fund; C;: concentration coefficient of main income aggrega€;: concentration coefficient of income sub-aggregai@ncerning.
Source German Sample Survey of Income and Expenditup@8.20wn calculations.




Table 8. Gini elasticities in 2003

. ensioners & non-pensioners ensioners non-pegrsion
Income scource otent oL TN | oLeL oL N | olen. ol NL
total m 23.26 22.98 27.34 7.92 7.28 14.8( 12.79 12.13 2291
incomes from X
employment self-employed income M 5.64 5.89 3.17 2.81 2.85 2.15 7.32 8.19 1.64
earned income Ny, 17.62 17.09 24.17 5.11 4.43 12.65 5.47 3.94 21.27
total n, -30.05 -28.18 -36.76 -22.12 -19.24 -33.61 -2.61 453. 0.34
PAYG M, -41.69 -37.75 -41.22 -45.07 -40.87 -38.82 - -
retirement other pensions M 1.03 0.77 2.61 0.48 0.28 2.46 -2.69 -3.54 0.45
incomes company pensions 7,  0.53 -0.37 0.20 2.77 1.86 0.38 0.08 0.09 -0.11
civil servant’s pensions M4 10.08 9.17 1.65 19.70 19.49 2.37
total 7, -3.36 -2.89 -5.41 -1.06 -1.13 0.63 -11.76 -9.55 527
former employment related benefitsy,, -2.33 -1.65 -6.72 -0.60 -0.33 -2.02 -9.25 -7.19 424
transfers social assistance N3, -0.97 -0.96 -1.30 -0.54 -0.56 -0.55 -2.17 -2.09 673.
family-related benefits N 0.05 0.04 0.03 0.02 0.02 0.02 0.00 -0.01 0.04
other transfers Naa -0.11 -0.32 2.58 0.06 -0.26 3.18 -0.34 -0.26 0.54
income on investments n, 4.20 2.61 6.99 8.31 6.62 10.25 -1.20 -1.85 -0.88
other incomes s 5.95 5.46 7.84 6.94 6.46 7.94 2.78 2.72 5.14

Note All numbers are reported in percent. Abbreviaidenote the followingdL: Old LaenderNL: New Laender; PAYG: retirement pensions from pupknsion
fund; #;: Gini elasticity of main income aggregate;: Gini elasticity of income sub-aggreggteoncerning.
Source German Sample Survey of Income and Expenditup@8.20wn calculations.




Table9. Income growth rates, 1978-2003

age cohort pensioners & non-pensioners pensioners non-pensioners
OL&NL OL NL OL&NL OL NL  OL&NL OL NL
all 1557 1359 33.18 1958 1751 41.37 11.78  7.621.40
Has _11.100 C1 1413 1255 22.03 19.60 19.36 28.01 1216 7.89 (2.1
Hhoss c2 19.80 16.97 4830 19.96 17.09 4853 -2.29 1.05 .2%4
all 37.60 42.56 24.78
Haoos _11.100 C1 26.54 31.56 20.46
Hhors C2 47.07 47.78 47.03
o all 5.15 4.50 7.15 9.12 831 11.71  0.36 094  -7.02
—=-1{-100 C1 3.10 2.33 -0.46 7.36 6.50 2.7C 0.31 0.89 -6.79
Fassn c2 10.78 9.77 18.72 1074 971 18.82 1529 16.53 4.0
all 9.91 869 2429 958 849 2655 11.38 6.62  30.57
(”1998 1/-100 c1 10.70  9.99 2259 1140 1208 2464 1181 694  30.99
Froma c2 8.15 6.56 2491 832 6.72 2501 -1525 -13.28 8.3
all 9.98 9.67 7.42
(“1993—1 1100 C1 6.14 3.08 6.43
Hases c2 13.31 13.19 39.17
all 9.76 9.31 13.73
(@—1 1100 c1 8.01 8.78 5.11
Hases c2 12.88 10.47 132.96
all 0.35 1.19 -5.09
(@—1 1100 C1 -1.93 1,71 -0.20
Fhra c2 11.70 0.94 55.12

Note All incomes in 2003 prices. Abbreviations denibte following: OL: Old LaenderNL: New LaenderC1: cohort age
55 - 64,C2 cohort age 65 and oldgr;: total gross mean equivalent income in petiod
Source German Sample Survey of Income and Expenditu®@&8-P003. Own calculations.




Table 10. Trends in inequality, 1978-2003

pensioners & non-pensioners pensioners non-pemnsione
year agecohort  hienL oL NL  OL&NL OL NL | OL&NL OL NL
all 30.12 30.77 21.63 27.05 27.89 19.16 34.96 34.01 7831.
2003 C1 33.05 32.75 27.08 28.81 28.90 23.13 34.55 33.54 5631.
C2 26.40 27.54 17.45 26.18 27.30 17.37 50.43 4966 5 5.6
all 30.74 31.17 23.32 26.97 27.63 19.€1 33.32 32.52 4031.
1998 C1 32.30 32.15 26.33 27.31 27.75 21.76 33.16 32.33 29%1.
Cc2 26.64 27.36 17.86 26.52 27.24 17.80 39.75 39.12 6932.
all 31.32 31.21 20.71 27.43 27.37 16.56 35.15 33.64 5126.
1993 C1 32.90 32.49 23.32 26.77 26.71 17.75 34.84 33.22 5126.
C2 27.83 27.79 15.36 27.59 27.52 15.24 52.82 53.09 323.
all 31.13 27.55 32.84
1988 C1 31.59 27.06 32.09
C2 27.50 27.19 48.72
all 33.26 29.17 36.38
1983 C1 31.84 27.93 31.10
Cc2 30.81 29.06 65.80
all 33.14 29.89 33.07
1978 C1 31.97 29.04 30.38
C2 30.30 29.45 49.68

Note Gini coefficients are reported in percent. Abliméwns denote the followingL: Old LaenderNL: New LaenderC1:
cohort age 55 — 64;2: cohort age 65 and older.
Source German Sample Survey of Income and Expenditu®@8-2003. Own calculations.




Table 11a. Inequality Decomposition 1993-2003, Old and Newehder

pensioners & non-pensioners pensioners non-pensione

1998-1993 2003-1998 1998-1993 2003-1998 1998-1993 003-2998
change in Gini AG -0.58 -0.62 -0.47 0.08 -1.83 1.64
income from employment Aw, -0.58 -5.43 -1.27 -1.65 -5.64 -3.26
retirement incomes Aw, -2.59 6.74 -3.94 2.37 -6.20 5.64
transfers Aw, -4.55 -0.85 0.21 -0.47 1.45 -1.01
income on investments Aw, 0.57 -0.83 0.81 -1.12 1.72 -0.99
other incomes Awg 1.08 0.36 4.18 0.87 8.67 -0.37
income from employment AC, 5.49 -1.84 -0.92 -5.84 -6.72 2.82
retirement incomes AC, -2.60 5.55 -1.94 1.39 28.31 22.96
transfers AC, -2.07 -9.83 12.64 0.29 -2.39 -7.24
income on investments AC, 4.20 -1.47 -1.68 -2.60 -3.74 -0.27
other incomes AC, -1.89 5.87 20.80 11.32 12.46 3.02
share effect SE 25.53 -2.88 0.19 -0.67 1.87 -0.90
concentration effect CE 0.21 2.26 -0.65 0.76 -3.71 2.54

Note All numbers are reported in percent. Abbreviatidenote the followingiw;: change of share of main income aggre@at€;: change
of the concentration coefficient of main income raggate.
Source German Sample Survey of Income and Expenditu®88 and 2003. Own calculations.




Table 11b. Inequality Decomposition 1978 — 2003, Old Laender

pensioners & non-pensioners

pensioners

non-pemnsione

1983- 1988- 1993- 1998- 2003- 1983- 1988- 1993- 1998- 2003-; 1983- 1988- 1993- 1998- 2003-

1978 1983 1988 1993 1998 1978 1983 1988 1993 1998 1978 1983 1988 1993 1998
change in Gini AG 0.13 -2113 0.08 -004 -040 -073 -162 -0.18 0.20.26 331 -354 -081 -1.12 1.48
income from employment Awy -043 -212 101 -328 -497 -0.75 -159 0.07 -2.08.04 -168 -153 -0.34 -894 -3.03
retirement incomes Aw, -1.74 117 -259 -411 648 -118 050 -2.13 -3.92.05 -1.15 099 -0.16 -1.87 5.78
transfers Aw, -049 034 037 011 -065 -068 0.00 0.01 -0.03.29C -0.03 126 112 0.29 -0.89
income on investments Aw, 265 010 431 143 -122 262 021 513 138 -15282 -026 246 179 -144
other incomes Awg 0.01 050 -310 585 035 -001 0.87 -3.08 462 508005 -046 -3.08 874 -0.43
income from employment AC, -1.18 044 -160 -115 -196 -212 054 -440 036730 246 -1.81 160 -2.04 250
retirement incomes AC, -0.09 -135 -1.03 -1.55 544 -082 -1.12 -094 80.71.26 | 24.33 -14.73 095 -9.53 23.39
transfers AC, -1472 272 297 7.82 -12.8523.09 896 6.25 1331 -561 -1.96 -13.061.25 5.97 -8.78
income on investments AC, 429 -263 219 -135 -070 354 -240 371 -104.76 683 -1.73 -161 -199 0.19
other incomes AC, -3.15 -3.25 -14.6226.50 7.30 -454 -2.44 -16.921.96 1241 -0.77 -1.22 557 12.62 5.37
share effect SE 049 -114 115 -0.19 -270 027 -059 081 -01®47 0.20 -1.12 -050 -0.18 -1.20
concentration effect CE -0.36 -099 -1.07 0.16 229 -1.00 -1.03 -099 04%.73  3.11 -242 131 -094 2.68

Note All numbers are reported in percent. Abbreviatidenote the followingdw;: change of share of main income aggre@at€;: change of the concentration

coefficient of main income aggregate

Source German Sample Survey of Income and Expenditu®88 and 2003. Own calculations.




Table 11c. Inequality Decomposition 1993 - 2003, New Laender

pensioners & non-pensioners pensioners non-pensione

1998-1993 2003-1998 1998-1993 2003-1998 1998-1993 003-2998
change in Gini AG 2.62 -1.69 3.26 -0.66 4.90 0.38
income from employment Aw, 3.55 -8.32 3.75 -4.97 18.71 -5.70
retirement incomes Aw, -11.39 8.66 -8.49 4.46 -38.35 4.28
transfers Aw, 3.13 -2.05 1.21 -1.41 10.96 -0.88
income on investments Aw, 1.17 1.35 1.27 1.07 0.55 2.29
other incomes Awg 3.54 0.36 2.25 0.85 8.13 0.02
income from employment AC, -9.83 -6.73 -1.63 -6.62 -19.23 2.00
retirement incomes AC, -1.88 6.97 -2.48 2.87 18.92 24.17
transfers AC, 7.01 -7.95 23.41 5.71 -5.39 -1.65
income on investments AC, 7.23 -1.23 7.02 -2.74 7.13 2.70
other incomes AC, 44.19 -3.01 44.69 5.16 38.22 -9.35
share effect SE 4.00 -4.05 3.31 -2.41 10.65 -0.65
concentration effect CE -1.38 2.36 -0.05 1.75 -5.76 1.03

Note All numbers are reported in percent. Abbreviatidenote the followingiw;: change of share of main income aggre@at€;: change
of the concentration coefficient of main income raggate.
Source German Sample Survey of Income and Expenditu®88 and 2003. Own calculations.




Table 12. Trends in the composition of the elderly populati®978-2003

year  age cohort _2verage NP/( N + NNP)
sample age g g oL NL
all 68.11 82.71 82.10 85.46
2003 C1 59.79 58.07 56.96 63.25
C2 73.73 99.35 99.26 99.79
all 67.23 79.58 78.80 82.99
1998 C1 59.43 56.62 54.00 66.74
Cc2 73.94 99.36 99.29 99.73
all 67.20 79.25 80.06 75.32
1993 C1 59.14 54.53 55.73 49.23
C2 73.80 99.45 99.37 99.89
all 67.68 81.55
1988 C1 59.46 58.54
Cc2 73.89 98.93
all 67.55 80.33
1983 C1 59.34 60.90
Cc2 74.05 95.72
all 67.37 81.95
1978 C1 59.08 58.67
C2 72.66 96.81

Note All ratios are reported in percent. Abbreviasatenote the followingN:
number of artificial one-member household urftspensionersiNP: non-
pensionersQL: Old LaenderNL: New LaenderC1: cohort age 55 — 642
cohort age 65 and older

Source German Sample Survey of Income and Expenditup88.20wn
calculations.




Table A1l. Main pension reforms in the period 1978 — 2003

Year of

Coming

: Reform act Individual pension level
Passing: Into Effect
1977 01/1978 - 20nd Rentenanpassungsgesetz Reduced assessnmauntaifan and training periods for future pensiaimb
01/1979
1978 07/1978 - 21nd Rentenanpassungsgesetz Pensions grow legyrtisanvages
12/1981
1982 01/1983 Haushaltsbegleitgesetz 1983 Furtllerctimn of assessment of education and training@erfor future pension claim
1985 01/1986 Gleichstellung von Mannern und Fréaweirden Equal treatment of widows and widowers, and redunctif surviving dependants’
Hinterbliebenenrenten pensions beyond specified income levels
1989 01/1992 Rentenreformgesetz 1992 Further rextuct assessment of education and training pefi@d&iture pension claims
Stepwise increase of retirement age
Increase of minimal term of insurance
Change of pension adjustment procedure to net gesijustment
Introduction of adjustment costs for retirementdoefage 65
1996 10/1996 | Wachstums- und Beschaftigungsforderungsgesetz éfurtduction of assessment of education and tipémiods for future pension claim
01/1997 Stepwise process of retirement age is accelerated
1997 07/1998 - Rentenreformgesetz 1999 Introduction of a ‘demagi@factor’ to link pensions with demographic chang
01/2000 Increase of retirement age and lowering of penlgvels for several insurant segments (
particular for highly disabled and surviving depants)
1998 04/1999 - Rentenkorrekturgesetz Adjournment of the Rentennefesetz 1999 until Dec. 31, 2000
06/1999
1999 04/1999 Gesetz zur Neuregelung der geringéingig Tax exceptions for active pensioners
Beschaftigungsverhaltnisse
1999 01/2000 Gesetz zur Sanierung des Bundeshgishal Change of pension adjustment procedure to adg@mgtaccording to inflation
2001 01/2001 - | Altersvermdgensergénzungsgesetz No pension adjostoreyear 2001
01/2002
2001 01/2002 Gesetz zur Verbesserung des Hintbdvlenrechts Increase of surviving dependants’ pagsi

n




Table A2. Unweighted number of observations, 1978-2003

unweighted age

unweighted number of observations as share of sagipd

year . ensioners & non-pensioners ensioners non-pensione
sample size cohort (TGS 5 JOMPERUIER oL oL N | oLant ob TN

all 100.00 79.43 20.57 77.17 61.07 16.10 22.83 618.3 4.47
2003 26,504 C1 49.40 38.89 10.51 26.93 20.88 6.05 22.47 18.02

C2 50.60 40.53 10.07 50.24 40.19 10.05 0.36 0.34

all 100.00 76.66 23.34 75.40 56.75 18.64 24.60 9.9 4.70
1998 28,923 C1 54.38 40.57 13.81 30.03 20.90 9.13 24.34 19.67

c2 45.62 36.08 9.54 45.36 35.85 9.51 0.26 0.23

all 100.00 78.91 21.09 73.80 60.12 13.68 26.20 88.7 7.41
1993 23,004 C1 51.99 38.35 13.65 26.15 19.90 6.26 25.84 18.45

Cc2 48.01 40.56 7.45 47.65 40.23 7.42 0.36 0.33

all 100.00 77.51 22.49
1988 24,988 C1 49.64 27.63 22.00

C2 50.36 49.88 0.49

all 100.00 75.75 24.25
1983 24,375 C1 52.04 31.05 20.99

Cc2 47.96 44,71 3.25

all 100.00 77.60 22.40
1978 29,087 C1 46.97 26.09 20.88

C2 53.03 51.51 1.52

Note Shares are reported in percent. Abbreviationgtaethe following: OL: Old LaenderNL: New LaenderC1: cohort age 55
— 64;C2: cohort age 65 and older
Source German Sample Survey of Income and Expenditu®@&8-2003.




Table A3. Consumer-price indices for Germany

Year oL NL
1978 54.36
1983 68.92
1988 73.05
1993 86.08 85.09
1998 93.54 94.62
2003 100.00 100.00

Note For 2003, consumaarice indices are available for -
whole of Germany only.

Source Own calculations from data oBerman Feder
Statistical Office (2007b).




Table A4. EVS income variables

EVS field-identification number
2003 1998 1993 1988 1983 1978
251-256; 258-263; 272-

income source components

carmned i”CO”feigé-ltl)géloz; 103; 104,277; 279-284: 286-291303-308: 429-434 égi 188; 190; 192; 293?;; 189; 191; 193; 30%23; 151; 153; 155; 262-
incomes from ! 314-319; 405-410
employment . i 324-329; 331-336; 338194-199; 201-206; 208195-200; 202-207; 209157-162; 164-169; 171-
isneggﬁgp'oyed 122; 123; 124 223'333' 335-340; 3423 13- 345.351: 352-357213: 215-220; 222-227214: 216-221: 223-228176; 178-183: 185-190;
359-364 229-234 230-235 192-197
] ) 349-354; 377-382; 356366-371; 373-378; 380236-241; 243-248, 250237-242; 244-249; 251199-204; 206-211; 213-
PAYG 125;126; 127 361 385 255 256 218
civil §ervants 158: 159 566-571: 573-578 520-525; 527-532; 534383-388; 390-395; 397377-382; 384-389; 391332-337; 339-344; 346-
pensions 539 402 396 351
retrement  company 160: 130" 131 580-585; 384-389; 391541-546; 548-553; 387404-409; 411-416; 278398-403; 405-410; 279353-358; 241-246; 248-
incomes pensions ' ' 396 392; 394-399; 401-406283; 285-290; 292-297284; 286-291; 293-298253; 255-260
408-413; 415-420; 422 220-225; 227-232; 234-
. ) ) ) 398-403; 503-508; 524-,, _. . an- . 10-297-262; 264-269; 271258-263; 265-270; 2723, . g ] ;. ]
other pensions 132; 147; 150; 156 520: 559-564 gi;;fg 490; 492 497276; 362-367: 369-374277: 356-361: 363-368232’_32:; 295; 297-302;
former 135; 136; 137; 138; 14419-424; 426-431; 433436-441; 443-448; 450306-311; 313-318; 320307-312; 314-319; 321269-274; 276-281; 283-
employment 155 438; 440-445; 496-501455; 592; 593; 478-483325; 455; 466; 334-33B26; 448; 459; 328-333288; 394; 410; 325-330;
related benefits 552-557 506-511 348-353 342-347 311-316
soc!al 141; 143; 144; 157 461-466; 475-480; 482'589; 464-469; 596; 597 452; 355-360; 456; 467 848-354; 449; 460 391; 318-323; 395; 411
transfers assistance 487
family-related CAC 1A 447-452; 454-459; 468- _ _ _ _
benefits 139; 140; 142; 145 473: 489-494 588; 457-462; 471-476 451; 341-346; 327-332 445:3%0 390
other transfers 151 152; 153; 154 gjégggj 538-543; 499-504; 600; 601 376-381; 459; 470; 370-375; 4563, 325-330; 398; 414

income on investments 47; 177; 162 121; 617; 5P91-59 103; 614; 625 24; 453; 488 33; 446; 481 388; 382; 426

other incomes

Note ‘Other incomes’ is the income residual that cdrbeassigned to the eleven other income soutted978, 1983 and 1988 ‘earned income’ is repoftedhe household head,
the spouse (if present), and ‘children’ (if pre3eRbr ‘other’ household members, only an aggregateunt is reported. In this case, we divide thgregate amount by the number
of ‘other’ household members and assign this tatieach household member age 55 and above that ikenhousehold head and not his/her spSudthough this position should
be classified as ‘other pensions’ we reclassifgiireasons of better comparison as ‘other trapsfer

Source German Sample Survey of Income and Expenditu®&8-2003.
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