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Summary: This paper offers a descriptive portrait of in@mpoverty among children in
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1. INTRODUCTION

Despite half a century of considerable economic growth and largeases in per
capita income, child poverty is still prevalent in the world@stmadvanced countries.
According to Corak (2005) the proportion of children living in households wéth le
than one-half of median income in the OECD countries ranges frarthas 3 per
cent to more than 25 per cent, and in the majority of countries i® avavin ten. At
the same time many observers fear that growing up in poverty mimger the well
being and opportunities of children, possibly leading to learning difiésliower
levels of schooling, higher probabilities of delinquent behavior and unemefdy
and ultimately to a self-enforcing spiral of poverty across génas

While there are more than a million children in Germany dependingaal s
transfer benefit payments (BMA 2001), little is known about child pggvend its
dynamics. There is a growing literature dealing with poverhorsg the German
population at large, as evidenced in the overview by Hauser and rB2EKS), but
only a few studies specifically addressing children. Schluter (20@hkins, Schluter
and Wagner (2003), and Jenkins and Schluter (2003) are notable exceptions. The
major findings from this research suggest that child povertyonas downward trend
in West Germany during the 1980s, but then started to rise in tlyel®80s. The
findings also suggest that children in East Germany, those ile giagent households,
and children of guest workers (Gastarbeiter) face higher povatés. Those in
households receiving means-tested assistance do relatively vaethiding the risk of
poverty. Very few children spend long periods of time in low incatmeugh this is
less so for children in the higher risk groups, and the major easatxiated with
starting a spell of poverty are related to family and labowketachanges. Marital
separation or the job loss of the household head are the most likelys d@oe
precipitate a spell of low income. Escaping poverty is more doaiptl, certainly
associated with the formation of dual parent households and job findingyobut
exclusively as many poor children live with two working parents.

The objective of this paper is to supplement and update existingaledsa
offering a portrait of child poverty in Germany and its dynamicsnduthe 1980s
through to 2001, with a focus on the last ten years. The 1990s areicalpdyt
important period to review because the onset of the decade wasdnbgrimlitical
unification and major economic changes, and also by a commitmenetprgivity to
the rights and the welfare of children as reflected in the gawent’s support of the
Convention on the Rights of the Child. To this end, we utilize data the German
Socio-Economic Panel and estimate poverty rates, entry ancatst as well as the
duration of poverty spells and time spent out of poverty. The andb®ises upon
comparisons between eastern and western Germany, comparisonsiyptiaciure,
and comparisons by citizenship status. Furthermore, we relate pa¢erns to the
central constituents of the German tax and transfer systemgl@ath family income
and child poverty, and how they have changed over time.

We find that, according to one of the measures put forward, sligiaig than
one in ten children in Germany live in poverty. In 2001 the rate ¢d ploverty was
10.2 per cent, implying that 1.4 million children lived in low incor@&ild poverty



rates are significantly higher in the East with 12.6 per cenhitdren in low income,
compared with 9.8 per cent in West Germany. This said our analgsisuggests that
these levels are sensitive to the particular definition of thernpoline employed. But
regardless of which of several alternatives are used thatisit has deteriorated.
Child poverty has drifted upward in Germany since the late 1980s alyd1880s.
Furthermore, children now face a slightly higher risk of low incdhaan the average
member of the population, a reversal of their relative standirtheaonset of the
1990s.

Our analysis also finds that the upward drift in child poverty duhiggdecade
is in large part associated with the deterioration of the mituatf children in
households headed by non-citizens. These children experienced an almeblthre
increase in the risk of poverty. The upward trend in child poversyss due to both
higher chances of falling into low income and lower chances of egrapiough the
differences between groups — between the East and West, and beitizeers and
non-citizens — is for the most part the result of differencelsarchances of starting a
spell of low income. Further, by all accounts German children nglesiparent
households face the most precarious circumstances. Their povisyar@ much
higher than other groups, reflecting higher probabilities of stadinmpverty spell,
lower probabilities of leaving, and greater risk of falling backhould they be lucky
enough to leave. Indeed a large fraction of all children who haaped low income
hover just above the poverty line with 50 per cent destined to feltl ibawithin five
years.

Finally, our brief review of the German tax-transfer systmggests that
government budgets play an important role in reducing market gesheasts of child
low income and clearly embody a preference for children. Howgvsrunlikely that
changes during the 1990s strengthened this role, and there remainsrabiesideed
to understand the impact of the system on the particular groups imesabt

2. EMPIRICAL FRAMEWORK

Our analysis is based on data from the German Socio-Economic (&8@EP), a
representative longitudinal survey of private households in Germdny. shrvey
collects information on all members of sampled households including likivggin

the old and new German states, foreigners who have entered they ¢odhé& 1960s

and early 1970s, and recent immigrants. The information collectkal@schousehold
socio-economic composition, occupational biographies, employment, income and
earnings, as well as health and life satisfaction indicators.

The income data we use refer to the period 1983 to 2001 for West Germans
and non-citizens, and to 1991 to 2001 for East Germans. Central to oursaisalye
calculation of household income, which we measure in year 2000 Euros areltdef
include: (1) labor income including income from self-employment; §8gtiincome;

(3) income from private and public transfers; and (4) pension incornm fhese we
subtract tax payments and social security contributions. In es#@scefers to the
total money income available to the household after taxes and saaisfiers. While
income is measured at the household level, our primary unit of anasyshe
individual. Household income is allocated equally to all household members



including the children who are defined to be those individuals younger thgeats$
of age — after accounting for economies of scale using the saqumrefrthe number
of household members as the equivalence scale. As such we acilgxadsuming
that net household income is distributed equally among all household members
irrespective of their age, and do not address the appropriateribss assumption. It
may well be that the sharing of resources within households andefamihy occur in
very different ways — possibly to the extra benefit or to theaedetriment of children
— but examining this issue in detail is beyond the scope of our analy§sr
formulation is in accord with much of the literature on internati@eahparisons of
poverty rates as reflected, for example, in the Luxembourg Inconty 8ata, Chen
and Corak (2005) offering one recent example.

Information from all the GSOEP samples, except the ‘High IncBareple’, is
used. Due to a refreshment of the GSOEP in 1999, the samplensizases
considerably for the years after 1999. An important methodologies sncerns the
definition of a poverty line. First, it should be made explicit tatfocus on what
might more strictly be called ‘low income’, putting the emphasisnonetary aspects
of poverty. It may well be that other non-monetary charactesisti the household are
relevant to the definition of poverty as stressed by, among otBers(1999). This
choice emphasizes that the objective of our research is totléfdiroadest possible
picture in a way that relates most directly to the incomestea policies of
governments, and in a way that might facilitate comparisormssagroups within the
country and internationally. Incorporating non monetary measures taintgr
important, but it would relate the policy focus to a whole host of optimy®nd
simply income transfers. In any case, since the appropriatsunesamay be very
different in different regions this would complicate the abildymake comparisons
across time and space. We use the terms ‘poverty’ and ‘low &idaterchangeably
in the remainder of the text.

Second, following standard practice for high-income countries we fogus
what is often termed ‘relative’ poverty by defining the threstativeen the poor and
non poor to be a given fraction of the ‘typical’ individual income llewdich for the
most part we take to be 50 per cent of the prevailing median incbnie choice
masks a number of issues, some of which are discussed more thorou@iuyak
(2005). Linking the poverty line to the prevailing median income imphas it will
change from year to year with changes in the median. Thisteetlexperspective that
poverty is a relative concept having to do with not being ableféodathe goods and
services that most would consider necessary to live and paticimamally in
society. In fact, little in practice rests on the use of alguelative poverty line, or on
the specific choices made. We also calculate and examine poattybased upon a
fixed median income which, by not changing through time, comes closan t
‘absolute’ poverty line. In fact, since median incomes have baely tonstant in
Germany over this period fixing the comparison on the typical incomeipng in
the early 1990s leads to results very similar to those based upedian income that
changes from year to year.

1 There is a growing and important literature oe $aring rules adopted by households, but it tsyabclear what
generalities can be made for international comperatesearch. See for example, Browning (1992), wBing,
Bourguignon, Chiappori, and Lechene (1994), LungbBollack, and Wales (1997), and Phipps and By(6a5).



Figure 1 makes clear that the poverty line based on 50 per cethie of
prevailing median income does not change much during the period underisanalys
reflecting the fact that Germany has not experienced notable lgrowmedian
incomes. In 1991 the poverty line based upon the median income for the entire
country was 8248 Euros, while in 2001 it was 8702 Euros. The use of a moving
threshold, reflecting a relative notion of poverty, or a fixed tioks reflecting an
absolute notion of poverty, is likely not to make much difference toctireent
analysis. This said, it is not self apparent just what fvaatif prevailing income is the
appropriate cut-off, and we examine the robustness of choosing 50 pebycent
examining a host of alternative proportions. This offers a bridgeaimomplementary
analysis of the income distribution for those below the poverty ligetlae degree to
which the incomes of the poor fall short of the poverty threshold, dhealted
‘poverty gap’.

Figure 1: Individual equivalent median income and poverty lines
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However, it is also clear from the information in Figure 1 tiet level of
median incomes differs considerably depending upon geographic region. Since
median (net) equivalent income in East Germany is somewhat tbain the West,
the poverty line in the eastern part of Germany is below th#{edt Germany. The
overall poverty line for the entire country lies between theoregpecific poverty
lines since it is calculated as a weighted average.

This raises a more subtle and just as important definitional aarjast which
median income is considered to mark the prevailing norms in socCldtig?is a
concern in all international studies but is raised more starklthéyfact that East



Germany was the first society to experience the transition ooommand to a
market economy, and that this transition was also marked by politiccation.
Should the income level considered typical be measured as the rivediare of the
country as a whole? Or should it be the median income of the Eastastd
separately, each region having its specific poverty line?elgesstions are important
not only for the conduct of our analysis but more generally for thgsisaf poverty
in regions like that of the European Union, where the very notion andtbhreé
markets and communities continue to change.

The nature of the data dictate that our analysis for the pre-1991 Eebased
solely on West Germany, using the median income there as tleftwasalculating
the poverty line. But afterwards more choices are availahid, the appropriate
calculation reflecting the nature of comparisons that the ty@eaman would make
in assessing his or her standard of living. It is not self appamv to proceed. It can
guite reasonably be argued that West Germans might well continuset West
German income levels as their reference standard in spitee adrlargement of the
country. A country-wide median income that incorporates lower Eash&h incomes
will be lower than a strictly West German median income, andéalso imply lower
poverty rates in the West. But West Germans may not congiderselves to be
relatively better off because the median income in East Ggriisdower than in the
West. It can also be quite reasonably argued that East Gerbadindefore and after
unification, gauged their relative well-being by a comparison e YWestern
standards, rather than just relative to those prevailing indabe Ehis is a specific and
starker illustration of a concern that will have increasingeseé in the enlarged EU.
We are sensitive to this issue and begin our analysis by offeltexnative poverty
rates based upon different poverty lines.

3. AFIRST LOOK AT CHILD POVERTY RATES

The evolution of child poverty, as measured by the proportion of childitm w
individual equivalised net income below 50 per cent of median inconodfeied in
Figure 2 for various measures of median income. The first pomttefollows from
considering just the information on West Germany. This is the lorgesistent data
series available to us, and suggests that child poverty waedimthethe decline during
the 1980s, reaching a low of 4.5 per cent in 1989, but that the upwarsimrédtthat
time noted by Schluter (2001) has not been reversed during the ldtef thal 1990s.
Indeed, the fraction of children in poverty based on a West Germantyptiverin
2001 stood at 10.5 per cent, an all time high. This is equivalent tmilli@ West
German children living in relative poverty This pattern continues to hold when the
country as a whole is examined. Child poverty rates were below@&pein the early
1990s, but closer to and indeed above 10 per cent in 2000 and 2001. In 2001, 10.2 per
cent of German children, or 1.4 million, lived in poverty accordinthé poverty line
for the entire country.

2 The information for 1999 suggests a sharp falpaverty rates for that year, raising the suspidizat it may be a
statistical artifact. This drop, however, showsregardless of the choice of poverty line. Sevezakgivity tests were not
able to reveal the reason. In particular it is asgociated with the use of the “refreshment sathple] we are left to
conclude that it represents actual developments.



In addition, the information in this figure and the formal statdtiests
provided in Table Al of Appendix 1 illustrate that these rates dsfgnificantly
between the two regions of the country, being almost three percetiage higher in
East Germany in 2001 (12.6% versus 9.8%). But Figure 2 also itestthat the
poverty rates are sensitive to which median income is used tih@eglative poverty
comparison. When the country-wide median income is used child povesty aee
slightly lower in West Germany than the overall country ratelmat they would be if
West German median incomes were used. Similarly they arbelydtagher in East
Germany, and are higher still if the West German median incemesed as a
yardstick for relative standards of living. These patternkeaethe differences in
median incomes in the two parts of the country noted in Figure 1.

Figure 2: Child poverty rates by region and for different poverty lines
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In addition, the information in this figure and the formal statdtiests
provided in Table Al of Appendix 1 illustrate that these rates dfgnificantly
between the two regions of the country, being almost three percetiage higher in
East Germany in 2001 (12.6% versus 9.8%). But Figure 2 also itestthat the
poverty rates are sensitive to which median income is used tih@eglative poverty
comparison. When the country-wide median income is used child povesty aee
slightly lower in West Germany than the overall country ratelmat they would be if
West German median incomes were used. Similarly they arbelydtagher in East
Germany, and are higher still if the West German median incemesed as a
yardstick for relative standards of living. These patternkeaethe differences in
median incomes in the two parts of the country noted in Figure 1.



In spite of these differences in levels it is in all cas@gropriate to conclude
that child poverty in Germany is, at the very least, not lawehe early years of the
new millennium than it was a decade earlier at the time tmwe&htion on the Rights
of the Child came into force. Indeed, it is very likely higheowdver, not only has
the child poverty rate increased in Germany during the last dewase, it is also
increased more than the rate for the overall population. As mention2@01 the risk
that a German child was living in low income is over one-inf@n.the population of
adults not living in households with children it is lower at 8.8 pat (t@e difference,
as illustrated in Table Al, being statistically significamtthe 10 per cent level of
confidence). Figure 3 illustrates that this is a notable change darly in the decade.
Between 1991 and 1993 the child poverty and the overall poverty ratevemsre
similar, and not significantly different from the rate for asluiving in childless
households. Since 1994 the opposite has been the case, with childrentii@cing
highest risk of poverty. Given that the overall poverty ratdudes children, and
given that by construction all adults in households with poor childrertheithselves
also be considered to be poor, the more appropriate comparison group ntighsde
adults in households without children. However, the patterns in Figurggest this
distinction does not make much difference as after 1993 this skrsetydfollows the
overall poverty rate. In sum, children in Germany face a highiacreasing risk of
low income, and they will increasingly be likely to face & risgher than other
members of society if existing trends continue.

Figure 3: Child poverty ratesrelative to the overall population and adult
households without children
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Child poverty rates also differ significantly by citizenshigtgs. In fact,
Figure 4 makes clear that the upward drift in child poverty rdtesmg the 1990s is
due to the situation of children in households whose head is not a cifizen.
information depicted in this figure is exclusively for West Gemynasing the poverty
line based upon 50 per cent of the country wide median income. Therelwinas
trend in the poverty rate of West German children living in househwdsled by
citizens: the rate stood at 7.6 per cent in 1991, and ended up at 8dnpardecade
later. But for children living in households headed by non-citizengrbieability of
poverty almost tripled from about 5 per cent at the beginning of thedp® 15 per
cent at the end.

Figure 4: Child poverty ratesin West Germany by citizenship status
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Note: The poverty line is defined as 50 per cent of thedian country wide individual equivalised
income.

The extended coverage of the GSOEP in the mid 1990s to include a sémple
more recent immigrants offers information to suggest that treyan important role
in these patterns. Children of the older, guest worker generatiomagrants have,
at about 10 per cent, higher poverty rates than citizens but stthe time lower
poverty rates than all non-citizens. This is depicted by thesskeeginning in 1995 in
Figure 4. Children of more recent immigrants experience the higloeerty rates,
almost one in five during 1996, and for the most part higher than 15 pemceall
other years since 1995.

The sharpest contrasts, however, are found for children livinghghesparent
households. Four out of ten children in single parent households lives intypover



compared to only four in one hundred from two parent households. The povesty rate
of children in lone parent households, however, did not increase during the 1990s

The analysis of child poverty by household type allows us to addssemt
policy debate in Germany in which children are often perceivedpmverty risk for
families. This is not to say that children are ‘blamed’ for piyveRather, many
observers of the phenomenon fear that the economic situation of many hdssshol
so precarious that the birth of a child increases the chancemily faill face
poverty® As a consequence they call for higher benefits for familigsahildren.

In order to address this issue in at least a descriptive waywieh the unit of
observation from children to households. Figure 5 presents household patestipy
family type. The corresponding t-tests are presented in Tabia Appendix 1. The
respective poverty line is the individual equivalised income. Atwsehold type is
determined by the characteristics of the household head, whose indedgizalised
income is compared to the poverty line. This leads to a householdypmtertgiven
our assumption that all household resources are distributed equally atsong
members. This assumption implies that if one member of the housshptmi, all
others must also be poor.

Figure5: Household poverty rates by family type (entire country)
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Notes: Poverty rates are defined as the proportion osébalds living in poverty, not the proportion of
individuals in poverty. The poverty line is stikfined as 50 per cent of the median country wide
individual equivalised income.

3 For instance the former German president, JotsaR@a&, addressed this issue in his annual Christpesch in 2002.
In a current opinion poll among young adults orsces for not (yet) having children, 47% reported fibar of financial
burden as a major factor (IfD 2004).



Our results indicate that single adult households display a eiathigh
incidence of poverty. However, single adults with children exhibgigaificantly
higher poverty incidence than their counterparts without kids. Foresamllts, the
average poverty rate more than doubles from 17 per cent to 38 péar tenpresence
of children. In contrast, having children does not raise the chancpevefty for
households with two adults. The differences in poverty rates betweaple
households with less than three children and those without children mafioant.
Along the same lines, our results also suggest that couples wite than two
children experience poverty rates that are not significantly rdiffethan those for
couples with fewer or no children. Whether and to what extent thisn§ndi the
result of a positive selection mechanism — that is, only velgtiwell off households
have children because they can afford to do so — remains a questiamtter
research. Yet, the findings suggest that having children dogsense constitute a
poverty risk and therefore a general expansion of child care beinefgsendently of
household income might not be appropriate to reduce child poverty. Rathears-
tested support of families with children or more attention to howctineent system
treats single parent households appears to be a more promising approach.

4. ALTERNATIVE MEASURES OF CHILD POVERTY

The choice of poverty lines is not just a technical issue, bigtctefvalue judgments
concerning the appropriate basis of the distinction between living ierfyoand not.
We explore three issues to determine the sensitivity of our nfiajdings to the
choices we have made to this point.

The first concerns the distinction between a ‘relative’ and dsolate’
poverty line. Figure 6 illustrates that the overall level pattern in poverty among
children living in Germany is not very sensitive to this issiee information in this
figure compares the poverty rate based upon 50 per cent of the ipgevaddian
income in each year, a relative low income concept, to the paetet based upon 50
per cent of the median income in 1991, one version of an absolute low income
concept. As outlined in Corak (2005) these concepts are based on veryrdiffalue
judgments: a moving poverty line using contemporaneous median incomestsugg
that the well being of poor children would improve only to the extenttheat is a
fall of inequality in the lower part of the prevailing income rilisttion; a fixed
poverty line using median income in a given year suggests #ihb&ing should be
judged only by the standards prevailing at some point in the past.

During the 1990s both poverty lines led to almost identical child poveatey,
though there is a divergence in 2000 and 2001. This pattern is siomilawth parts of
the country, though the divergence between the two series at tlué #redperiod is
more pronounced in the East than the West. Overall this simpiiarresults from the
two alternative definitions implies that the risk of poverty amoiddren is no lower
and indeed was higher in 2001 than a decade earlier even when the isomsr
based upon the living standards of the early 1990s. In a growing ecohsny the
least stringent test by which to assess changes in the staiasr children: even by
the standards prevailing in the past the risk of child poverty isvmer in Germany.

10



Figure 6: Child poverty ratesfor relative and absolute thresholds
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Given the use of a relative low income line, the second issuescanthe
choice of the fraction of median income to represent the thresholckdretthose
living in poverty and those not. The choice will determine thel lefvthe poverty rate
and the absolute number of individuals judged to be living in poverty. Tibare
clear answer to what fraction is correct. Fifty percent eflian income is an often
used standard in the academic literature dealing with cross-carorrparisons of
poverty and child poverty, as reflected for example in the develupmok the
Luxembourg Income Study data sets. This is also a standard employsoimay
statistical agencies, but not exclusively so. Some of the idscaised to guide
developments in social policy by the European Union are based upon 60 pef cent
median incomes, and in Ireland and the U.K. 70 per cent of median iriscahso
part of the policy discussion.

Our empirical results will clearly be sensitive to the chaif 50 per cent of
median income. Table 1 clarifies this by offering the child pgvextie for the country
for a variety of thresholds, ranging from as low as 30 per cemiedian income to as
high as 70 per cent. At one extreme the child poverty rate is ghjye2.cent in 2001,
while at the other it is 25.2 per cent. However, the child povaté/has risen over the
course of the 1990s regardless of which threshold is used. Thisstsated in Figure
7, drawing information from 1991 and 2001 in Table 1. Where ever the lined®
the poor and non poor is drawn, the child poverty rate is higher in 200Inthi&91.
This pattern is particularly clear once thresholds of 40 per certighrer are
considered. At this threshold and beyond the difference between thectigs s
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about two percentage points at its lowest and is just above foumtsgeepoints
when 60 per cent of median income is used as a threshold.

The third issue concerning the sensitivity of our findings has to do tv
focus on the so-called ‘head count’ ratio as a measure of povertgoiAted out by
numerous observers, using the ratio of the number of individuals beluwshold to
the total number in the population of like individuals can be potentiaiieading.

Table 1: Child poverty ratesin Germany using a range of possible poverty lines,
1991-2001

Year Child poverty rate (%)

Threshold between poor and non-poor as a peréem¢dian income

30%

35%

40%

45%

50%

55%

60%

65%

70%

1991 2.3 3.8 4.4 5.6 7.6 10.0 12.8 17.7 22.7
1992 14 3.1 3.8 5.0 6.9 10.3 14.2 19.1 24.2
1993 2.2 2.9 3.9 5.7 7.6 9.7 12.9 16.8 22.8
1994 2.9 4.2 54 7.0 9.3 11.4 14.8 19.7 25.3
1995 2.7 4.0 5.0 6.6 8.6 10.8 14.6 19.6 23.5
1996 24 3.3 4.5 6.2 8.4 10.7 13.7 18.0 22.9
1997 24 3.1 4.2 5.9 7.9 11.0 14.4 18.2 23.0
1998 1.9 3.5 5.0 6.2 8.3 10.7 13.6 17.6 21.7
1999 13 25 3.4 4.6 6.7 8.7 11.3 14.9 18.6
2000 2.9 4.3 6.2 7.6 9.5 12.1 15.0 19.3 24.4
2001 2.8 4.1 6.2 7.8 10.2 13.2 16.9 211 25.2

Note: The alternative poverty lines are expressed a@ptage of the German median income in each year.

This measure gives equal weight to all individuals below the liblésand
explicitly assumes that poverty is a discrete event assdciaith being above or
below a given line. Someone one Euro below the threshold is givenathe s
consideration as someone at the very bottom of the income distributipart, the
appropriateness of this assumption will depend upon the theoretical peespsed.
For example, Atkinson (1998) offers one interpretation of a rights perspe
suggesting that the headcount ratio is, in fact, the approprétistisal indicator. In
his view a right is an either-or concept: it is either beiegpected or it is being
violated. In this sense an indicator based upon a view that pogewdydiscrete
condition reflecting less than a minimum acceptable income mightidweed as
appropriate. But other interpretations, and indeed other interpretétisesl upon a
rights perspective, might quite reasonably suggest that indivibe&dsy the poverty
threshold should not be weighted equally. The situation of those verylvelamh the
poverty line might in some sense matter more than those just.b&l@msheadcount
ratio could after all be lowered by taking enough money from the peoyest and
transferring it to those hovering just below the poverty line in adaenove them just
above. This sort of policy, which would lower the headcount ratiohtmigt have a
good deal of intuitive appeal to many observers. Or referringifsdly to our
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findings the poverty rate may well have risen in Germany, listrhight imply only
slight falls in the relative income of those just above the ppviere and may also
mask improvements in the circumstances of those very much below.

This discussion follows that of Atkinson (1987), who also points out that a
depiction of the sort used in Figure 7 can potentially clarify ensitiSince the curves
for the two years do not cross at any point we can unambiguously corichidbe
rate of child poverty has increased for a wide range of possib&tpdliresholds, but
also for a range of possible poverty indicators. Since the amatyBigure 7 involves
charting out the mass of the distribution in the lower tail of Miterne distribution it
also offers information on the severity or depth of poverty, somethingumb¢nt by
looking solely at a single headcount ratio. The curve for 2001 in Figulies
everywhere above that for 1991, and therefore poverty has in fact éecare
severe. The possible exceptions to this are at the lowest tldestid0 per cent and
35 per cent of median income, where the curves for the two yearegy close to
each other. At the 30 per cent threshold the poverty rate rosefBper cent to 2.8
per cent, and at the 35 per cent threshold it went from 3.8 perocérit per cent over
the course of the decade. It is unambiguously the case that pas=tior thresholds
of 40 per cent and higher. Indeed, there is a deterioration in thenstances of those
even at the highest thresholds being considered in European socialdistiggsions.
Our conclusion that the situation has deteriorated for German chittbes not
depend upon our use of the head count ratio as an indicator of poverty.

Figure 7: Child poverty ratesfor varying per centages of median equivalised
income
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5. POVERTY DYNAMICS

Income poverty rates are often supplemented with other measumsgatfetrm well
being such as housing conditions, health status, or the consumption dtalgraset
of necessities like clothing or food. This is done because annual imoasneot be a
completely appropriate measure of well-being, and in part is atetivby a
theoretical orientation viewing well-being in more subtle wagsoeiated with the
capabilities of individuals rather than simply with their purchagiogrer (Sen 1999).
In part it also reflects a more pragmatic view recogniziveg annual measures of
income are imperfect indicators of the economic circumstancesliefduals, being
subject to a good deal of year-to-year variation associatedtentporary income
fluctuations, and only roughly indicating the full access that householts tioa
economic resources.

Our approach to this issue is to rely on the longitudinal nature otwdatiable
to us, which tracks the same set of households in West Germaryl8i&4, and for
East Germany since 1992. In this way we can gauge the extent ¢b imbcbme
poverty is a transitory phenomenon or a long-lasting one. We cargigksanore
precision to the differences and trends observed in child poversy eatd begin in a
descriptive way to offer explanations. This shifts the focus dfysisato the chances
of beginning a spell of low income, the chances of escaping frandtultimately to
the length of time spent in poverty. Experiencing a short bout of powecty during a
childhood may be a very different event with very different consempse than
spending a considerable fraction of a childhood, either through manyeae sgetlls
or through a few very long spells, in low income. This is a aekttieme of the essays
in Bradbury, Jenkins and Micklewright (2001).

The average duration of a spell of poverty is one indicator ofeterity of
low income and, as illustrated in Table 2 in our data, is about &ar4 jer the entire
country. This does not vary markedly across the sub-populations thaedecus of
our analysis. The average duration of low income is slightly loageng children in
the East than in the West and does not significantly differ betwiigens and non-
citizens. It is also somewhat longer among those living in esipgrent households
than for children overall.

While statistics of this sort are important in beginning to gahgeseverity of
low income and to understanding the reasons for differences in the guveaty
rates, there is a sense in which they conceal as much asetle®y. First, a single
statistic like an average cannot paint a full picture of lovonme if many spells are
very short and others very long. In fact, the information in Taldaggests that there
is a good deal of variation in outcomes.

The lower panel of the table indicates that while many childremdsigss than
a year in poverty, a substantial proportion experience spells oforaryjengths. The
majority of children who begin a spell of low income escape poweittyin a year.
For the country as a whole 60 per cent of low income spells end vWiZhmonths.
About four-in-ten poverty spells last at least a year (39.9%)oteHin-ten are as long
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as three years. About three to four percent of child poverty spellst least five years
in length.

Table 2: Average duration of low income and proportionsstill in poverty by spell
duration, 1991-2001

Entire West East West Germany Single West
Germany
(1983-
Country  Germany Germany  Citizen non Parent 2001)1
Citizen
(years)
Average spell duration 1.40 1.36 1.51 1.39 1.29 521. 1.48
Standard error 0.035 0.039 0.073 0.048 0.061 0.060 0.042
Years since poverty Proportion remaining in poverty
spell started (%)
1 39.9 38.3 44.4 41.5 33.8 54.6 38.6
2 19.3 16.5 27.2 14.6 20.4 28.7 19.1
3 9.6 8.0 14.4 7.7 8.9 14.4 10.5
4 5.3 4.5 7.7 3.3 6.5 8.1 6.7
5 3.9 3.8 3.8 3.3 5.2 4.9 3.0
6 3.2 3.1 3.8 0.0 5.2 2.4 2.2
7 1.9 15 3.8 2.6 2.4 1.9
8 1.9 15 3.8 2.6 2.4 14
9 1.9 3.8 2.4 0.7
10 0.7
11 0.7
12 0.7
13 0.7
14 0.0
Tests of statistical significance in differences
West and East Citizens and
non Citizens
Average spell duration (t-statistic) -1.84* 1.29
Survivor function (chi2-statistic)? 5.82** 0.01

Notes: The calculations of the survivor function aredzhspon Kaplan-Meier estimates for the years 1981t2The
poverty threshold is 50 per cent of the countryanitedian income.
1 Based on West German poverty line for the per8312001.

2 Equality of survivor functions analyzed using kamk test. Test statistic indicates significanc&-al%-level, **
5%-level, * 10%-level.

These measures may also not paint a full portrait of the expesi@fchildren
because they refer to the time spent in a single bout of low @mc8wme children

15



may repeatedly experience bouts of low income so that while théhlehgny one
particular spell may be short the total time in low income coulguite long.

Information on the probabilities of beginning as well as ending a spell
poverty is necessary to examine these issues, and to offer dxplarfar the trends
and differences in poverty rates over time. Tables 3 and 4 pitheset annual entry
and exit rates. (A set of t-tests for the significance dedhces between groups of
children are provided in Table A3 in Appendix 1.) Both rates vary fsgnily from
year to year, reflecting cyclical and structural changetheneconomy as well as
statistical uncertainty associated with the calculations. tBet averages over the
period tell a story that sheds light on the trends and differenqas/arty rates noted
in Section 3. In Table 3 the entry rate refers to the percechilfren who begin a
new spell of low income per year, while in Table 4 the exitisatke fraction of those
currently in a spell who leave that spell within a year.

Table 3: Entry rates (proportion of children not in poverty beginning a spell per
year)

Entire West East West Germany Single West
non
Country Germany  Germany Citizen Citizen Parent Germany

1984 4.34

1985 3.71

1986 2.26

1987 4.58

1988 2.40

1989 1.53

1990 3.50

1991 3.95
1992 2.86 2.27 4.73 191 3.61 22.32 3.10
1993 3.61 3.10 5.41 2.80 4.52 23.77 3.62
1994 4.59 4.26 5.76 3.98 5.04 22.28 4.63
1995 3.79 3.13 6.31 2.59 5.32 21.06 4.34
1996 3.32 3.36 3.14 3.17 4.10 24.35 3.53
1997 4.35 4.62 3.19 4.85 3.73 30.24 4.39
1998 4.33 4.27 4.57 3.59 6.84 21.80 4.47
1999 2.97 2.94 3.08 2.58 4.22 16.59 3.17
2000 3.13 2.99 3.79 3.18 2.34 21.59 3.18
2001 4.31 4.15 5.14 3.46 6.38 22.92 4.64

Average
(1992 to 2001) 3.73 3.51 451 3.21 4.61 22.69 3.91
Average
(1984 to 1991) 3.28

Note: Entry rates based on poverty threshold of 50cpet of the country wide median income.
Y Based on West German poverty line
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Table 4: Exit rates (proportion of children in poverty leaving a spell per year)

Entire West East West Germany Single West
Country Germany  Germany Parent German§7
Citizen non Citizen

1984 48.0
1985 50.1
1986 43.6
1987 45.1
1988 52.1
1989 60.9
1990 46.8
1991 44.0
1992 48.1 47.7 49.3 41.8 86.4 29.79 47.1
1993 42.7 48.6 32.4 41.3 69.4 29.44 51.5
1994 415 40.1 44.5 41.3 33.9 33.06 42.6
1995 48.6 46.0 55.4 50.0 42.8 28.19 45.4
1996 48.5 47.9 50.2 61.4 23.4 41.13 48.7
1997 60.4 61.3 58.3 66.9 52.4 54.61 58.9
1998 41.4 38.8 49.9 42.0 30.6 35.65 34.7
1999 42.4 46.0 32.3 47.5 43.7 30.74 48.2
2000 48.3 50.1 43.5 42.3 62.5 38.00 47.3
2001 41.9 37.7 55.0 41.3 32.6 37.81 38.2
Average
(1992 to 2001) 46.4 46.4 47.1 47.6 47.8 35.84 46.3
Average
(1984 to 1991) 48.8

Note: Exit rates based on poverty threshold of 50 pet of the country wide median income.
) Based on West German poverty line

These figures suggest that the upward trend in child poverty ih @é&many
since the mid 1980s has to do both with a higher risk of falling intoroame and
lower chances of leaving. Between 1984 and 1991 the chances a childstn We
Germany fell into low income were on average just over threeepe(3.28%), but
since 1992 have been on average close to four percent (3.91%). Attbdisie the
odds that a spell of poverty ends fell from 49 per cent to about 46eper Child
poverty has gone up because both its probability and severity havesettrea

Exit rates do not differ very much between East and West. Howengy
rates do vary, suggesting that the major reason for higher poa&es in the East has
to do with higher risks of falling into poverty. On average betwi®? and 2001 the
probability that a child fell into low income is a full percentggent higher in the
East than in the West (4.5% versus 3.5%). This reflects mublerhénptry rates in the
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early part of the decade, particularly before 1996, whereas difésences became
insignificant afterwards.

The differences in poverty rates between citizen and non-citizigren have
to do with a higher risk of experiencing poverty, and not with the chasfdesving
poverty. The risk of starting a spell of low income is 4.6 pert ¢er children in
households headed by non-citizens, but only 3.2 per cent for those in households
headed by citizens. The most striking differences in Tables 3 hadetto do with the
circumstances of children in single parent households, who experienvera20 per
cent chance of starting a spell of low income and only a one-thirtceh{85.8%) that
it will end within a year. This entry rate is close to dimds higher than for the
country as a whole, while the exit rate is about one-fourth lower.

As a refinement we also examine the extent to which exit eagedriven by
rather small changes in income leading individuals to hover neaetpaverty line.
(These small income changes might even be due to measuremans). efhis
exercise provides exit rates in the same manner as Table 4hebutnderlying
calculations record an exit from poverty to have occurred only ifinbeease in
income places the child 10 per cent or more above the poverty leecdntrast
between these two sets of results demonstrates that a substzentgaof all children
leaving poverty cross the poverty line only marginally. Forcthentry as a whole the
average annual poverty exit rate between 1992 and 2001 is 36 per cent whe
calculated in this way, substantially lower than the 46 per epdrted in Table 4
using the narrower definition. The contrast is more striking fat Egrmany, where
the chances of leaving poverty are only 30.6 per cent on averageebe1992 and
2001 (versus 47.1% from Table 4). A large fraction of children wheel&av income
might be more accurately considered as hovering just above theypbmertand
hence likely facing a risk of falling back into poverty.

To investigate the extent to which children climb out of poverty omlfal
back in within a short time period we examine the duration of timatspet of
poverty after a previous spell. In other words, we estimatelthece of staying out of
poverty a specific number of years for those children who havedetrty at least
once during the sample period. This provides an estimate of thefrfsiling into
poverty conditional on ever having left it.

The results as reported in Table 5 suggest that poor childrensaepsible to
repeated spells of poverty. About 50 per cent of those who left lawnestatus have
returned within four years. The chances of falling back in are rigtter in the East
than in the West of Germany. This is especially apparenttafteyears. Only 42 per
cent of children in East Germany have not fallen back into povédy three years,
and only about 17 per cent stay out for five years.

There are also significant differences between citizen and tiaarci
households: 88 per cent of children in non-citizen households who have dver lef
poverty stay out for at least two years compared to 65 per cehosé in citizen
households. This is the only respect in which children from non-citibeiseholds
appear to face better circumstances than their counterparts: dbems to be less
likelihood of experiencing repeated spells of low income if a child elmsisehold
head is a non-citizen manages to escape poverty. In Appendix 2 wewaffence to
suggest that this might in part be a statistical artifa€tecting selective attrition from
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our sample. Non-citizen households exhibit significantly higher iattritand being
poor in a given year significantly increases the probability of dnoppiut of the
sample in the next year. Finally, once again children in singknp&amilies have the
most tenuous time with about half falling back into poverty after twtyyears since
their last spell ended.

Table 5: Proportion of children remaining out of poverty by years since last spell

ended
Years since poverty Entire West East West Germany ingleS West
spell ended Country Germany Germany  Citizen non Parent Germany

Citizen ('83-'01f
1 77.3 80.5 71.7 71.7 91.7 66.7 76.6
2 71.8 74.8 66.2 64.8 88.1 51.9 64.6
3 53.0 58.6 41.8 44.0 83.2 28.8 57.3
4 49.8 58.6 335 44.0 83.2 28.8 51.4
5 46.7 58.6 16.7 44.0 83.2 14.4 435

6 46.7 58.6 44.0 83.2 40.3

7 46.7 58.6 44.0 40.3

8 40.3

9 40.3

10 40.3

11 26.8

Test on significance of differences
between
West and East Citizens and
non Citizens
Survivor function (chiz-statistic)? 5.12** 9.95%**

Notes: The calculations of the survivor function are dzhsipon Kaplan-Meier estimates for the years 19812 The
poverty threshold is 50 per cent of the countryanigedian income.

Y Based on West German poverty line for the per@g312001.

2 Equallity of survivor functions analyzed using lagk test. Test statistic indicates significancé*atl%-level, ** 5%-
level, * 10%-level.

6. FAMILY INCOME, TAXES AND BENEFITS

With these facts in mind it is natural to ask what role goventirpelicy plays in
determining both the level and direction of changes in child povetgg.ré full
assessment of this issue is beyond the scope of our researciebubgi objective of
offering a descriptive portrait of developments we examine povatgs pre- and
post-government taxes and transfers, and relate this to theustro€tthe tax-benefit
system.

The German tax-transfer scheme plays a large role inngjterarket outcomes
for children. Poverty rates before taxes and transfers are higicer than after. This

19



is evident from Figure 8, which contrasts the child poverty rate¢le country as a
whole for 1991 and 2001 using market incomes and using incomes after naxes a
transfers have been taken into account. The difference betweernypgatestbased on
pre- and post-government income is large, but decreasing in peeéstag over the
1990s. In 1991 the difference between pre and post government povestyveste
about 52 per cent (=[(15.7-7.6)/15.7]x100), but in 2001 somewhat lower at 44 per
cent. The impact of the tax/transfer system is pronounced inGggistany, with the
poverty rate based upon market incomes falling 67 per cent in 1991 andcshper
2001. The difference between pre- and post-government child povegysamaller

in West Germany, though at around 40 per cent still substantiale Wl is not a
perfect nor a complete way of assessing government policy aitfirst step for any
more detailed analyses attempting to account for the behavigratirof government
programmes. It is also consistent with the analysis of reasonshanges in child
poverty rates offered by Chen and Corak (2005).

Figure 8: Child poverty rates before and after taxes and transfers
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On this basis alone government transfers in Germany play an anpaste in
lowering child poverty in East Germany, and in narrowing the gapeeet the two
regions. The extent of the impact seems to have fallen oveothee of the decade.
In this regard it is important to appreciate the nature of and ebaingthe most
important constituents of the German tax and benefit systemdetatamily income.
A much more detailed overview than we are able to offer is gedvin Rosenschon
(2001). In the German tax and benefit system child care benefitsaradlowances
provide the most important support for parents with children. In addpenments are
eligible for maternity and parental leave, child raising bésefree coverage of
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children in the public health care system and of parents during pateatad.
Furthermore, they receive higher unemployment and social assistantpared to
families without children. Finally, there are several othertlypanon-pecuniary
benefits: the consideration of child raising periods for the caloolatf pension
entitlements or lower fees for children in, for example, pubdingport and museums.

From 1983 to 1996 parents received tax allowances and child benefits
simultaneously. The yearly tax allowance increased from 432 DIP&38 to 2,484
DM in 1986 and further to 3,024 DM in 1990. Child care benefits were 50 DM pe
month for the first, 70 to 100 DM for the second, 140 to 220 DM for the &nidd140
to 240 DM for each additional child during these yéars.

In 1996 the system changed considerably. Since that time parents leave be
free to choose between a yearly tax allowance of 3,132 DM in 1996 (3M5éoh
1997 and afterward) per child and parent or a fixed amount of child casditee
depending on what is more favorable for them. (The tax allowanmelyisfavorable
for high income families with a yearly income of more than 100,000.)Die
monthly child benefit was equal to 200 DM for the first and second &0l@,DM for
the third and 350 DM for each additional child in 1996 and since then has been
increased stepwise for the first and second child up to 270 DM in 2000/@le S
parent households with children receive an additional tax allowancéi8 BM per
year (1990-2002).

Mothers are eligible for maternity leave six weeks beforeeggtut weeks after
childbirth. This benefit is a compensation for income loss during gbigod and
equals the average income the mother received before mateanig; Additionally,
there is a ‘child raising benefit’ for parents not working abalpart-time and who are
mainly occupied by raising their children. This benefit is equ&lO® DM per month
since 1986 but its actual amount depends on total income. The periodipf vexe
extended from 10 months in 1986 to 2 years from 1993 onward.

Since 1986 mothers (parents) are entitled to parental leave, whiolw up to
36 months. During this time parents are covered by the public heaéhsgstem for
free. (Children have always been free in the public healthsyatem as long as their
parents are covered.)

Unemployment benefits and unemployment assistance are higher fatspare
with children. In 2000 the replacement rate of unemployment benefi6wasr cent
of the former wage for parents with children and 60 per cent for thitkeut, and
respectively 57 per cent and 53 per cent in unemployment assissac@d.assistance
is also higher for families with children. The household head reseiiixed amount
of welfare and each additional family member receives aidraof this amount. The
fraction varies by age of the family member. Children belogvageceive 50 per cent
of the amount, those aged 7-13 years receive 65 per cent and chdearidl7
receive 90 per cent.

That the tax-transfer system in German plays a central motae lives of
children is evident in Figure 9, which illustrates the age incielenfc taxes and
transfers for the year 2000 using information in Corak, Lietz and Garlde(2005)
developed from the EUROMOD micro-simulation model. Unfortunatelyarmeenot in

4 At the time of the € conversion the exchange wnate fixed at 1.96 DM/E.

21



a position to examine similar information for a period in the ed990s. Doing so
would offer a clearer impression of how the above policy changaallgcteflected
changes in the priority given to children in government budgets. Thala@bn of
taxes and transfers received by children assumes that the inaothésx obligations
of each household are shared equally among its members. (In thikevanediating
role of the family and differences in family structures anthgjvarrangements are
explicitly recognized but on the basis of an assumed equal sharinghideparallels
our derivation and analysis of child poverty). The information in [eigurs meant to
offer one possible indicator of the age priorities embedded in govetroudgets.

Figure 9: Thedistribution of taxes and transfer s acr oss age gr oups
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The German transfer system favours younger children, particutathe case
of the low income population. Children under the age of 12 receive abofiftbrod
their economic resources through state transfers. This istaa$i@bs per cent for low
income children under five, and 75 per cent for low income children bat&vand 11
years of age. But these proportions fall off rapidly after theohdd years. While this
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preference is clear in the system overall our analysis stgytigt there is a need for a
more detailed understanding of how the tax-transfer system playsroparticular
groups, most notably those in the East, those in non-citizen households, and
particularly those in single parent families.

7. CONCLUSION

This paper provides a portrait of child poverty in Germany and iardics since the
mid 1980s. Our analysis of data from the German Socio-Economic B&red
estimates of poverty rates, entry and exit rates as wélleaduration of poverty spells
and time out of poverty for the country as a whole as well aseleetiast and West
Germany, citizenship status, and family structure. The majoings suggest that
poverty rates among children declined moderately during the 1980s buhbessased
since the beginning of the 1990s. For the most part child poverty iratEast
Germany are significantly higher than in the western part ofdbetry, and increased
more over the decade.

The situation of children has also deteriorated relative to the grapulation,
and the adult population in households without children. During the 1980s and early
1990s children faced risks of poverty no different and indeed slightigritvan those
faced by the average member of the population, but since thenhhates of living
in poverty have increased compared to the rest of the population. &heatdr
changes in German society and economy, involving unification andficamgti
economic adjustments, are associated with a deterioration ielt#i®ve situation of
children.

Child poverty is also notably higher and increasing among children in
households headed by non-citizens, and particularly among children in garglet
families. The upward trend in child poverty rates is linked withditerioration of the
situation of children in non-citizen households, particularly morenteeerivals.
Children in single parent families, however, face the mostaicemstances of all,
with much higher poverty rates. They have a 23 per cent likelihoodeperoy falling
into low income compared to only about 4 per cent for the entire population of
children. Once in low income they face much longer spells, with anbne-third
chance of leaving within a year. The comparable rate forhétiren is almost one-
half. Finally once out of poverty over half fall back in with twasse

Our analysis of poverty rates by household type indicates that sauyllt
households with children exhibit significantly higher poverty rates giagle adults
without children. We also observe that risk of low income is noréifftamong the
average couple with children as it is among the average coupleuvchildren. Thus,
in terms of the current policy discussion in Germany, having childoes not per se
constitute a poverty risk. It may be the case that this finditige result of a positive
selection mechanism, with only those couple households which can affbadeat
children. An assessment of the interrelationship between fedititl poverty risk is
beyond the scope of this paper and requires additional research. Howeversults
suggest that a general expansion of child care benefits independehibyusehold
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income might not be appropriate to reduce child poverty. RathetegmEtention to
how the current benefit structure responds to the needs of single patesatolds
and means-tested support for families with children appear to be pnomgEsing
approaches.

Clearly, our analysis is descriptive. The results neitherigeoan answer to
the question of which events are associated with entering or lepewveyty, nor
explain the duration of poverty spells. But we also point out that #ren&h tax-
transfer system plays an important role in reducing the chancpevefty among
children. Though there is a clear preference for children embodiadwnthe tax-
transfer system works, it is likely that this has weakenedesdrat during the 1990s
and may not be fully addressing the needs of high risk groups.
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Appendix 1

Table Al: t-tests on significance of differencesin child poverty rates

Adult poverty rate (no kids

Year Child poverty Child poverty in HH) vs.
East vs. West Non Citizen vs. Citizen Child poverty rate

1991 0.70 -0.94 0.60
1992 1.96** -1.02 1.87*
1993 2.88*** 0.75 -0.02
1994 2.65%** 1.03 -1.62
1995 1.74* 4. 37%* -0.87
1996 1.84* 3.36*** -0.44
1997 0.51 1.92* -0.67
1998 1.88* 2.23* -1.52
1999 2.32% 2.22% 0.56
2000 2.50** 4.,09%** -1.79*
2001 1.84* 3.38*** -1.85*

Note: t-statistic indicates significance at *** 1B#vel, ** 5%-level, * 10%-level. Poverty line for
entire country.

Table A2: t-tests on significance of differencesin household poverty rates by

family type
Single Parent with Couple with 1 or 2 Couple with 1 or 2
Year Children Children Couple with > 2 Children Children
VS, VS. VS. VS.
Single Adult no Children Couple no Children Couple no Children Couple with > 2 Children

1991 3.87**x -0.03 -0.17 0.13
1992 3.49%** -3.17%* -0.87 -1.07

1993 4.85%** -1.62 0.36 -1.24
1994 4. 78** 0.18 2.41* -2.34**
1995 4.76%** -0.66 1.28 -1.56
1996 5.07*** -1.31 1.35 -1.91*
1997 3.76%** 0.44 -0.16 0.38
1998 4.76%** -0.51 1.43 -1.57
1999 3.90%** -1.56 0.41 -0.95
2000 5.13*** 0.53 1.72* -1.41
2001 6.42%*x -0.16 1.29 -1.32

Note: Unit of observation for poverty rates is trreisehold, not the individual. t-statistic indicagggnificance at *** 1%-level,
** 5%-level, * 10%-level. Poverty line for entireantry.
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Table A3: t-tests on significance of differencesin entry and exit rates from low
income status

Entry rate of children Exit rate of children
Year East vs. West Non Citizen vs. Citizen East vs. West Non Citizen vs. Citizen
1992 2.89%** 1.60 0.16 4,417
1993 2.00** 0.80 -1.78* 2.24*
1994 1.49 0.90 0.41 -0.33
1995 2.04** 2.32* 1.32 -0.81
1996 -0.24 0.87 0.24 -4.30%**
1997 -1.34 -0.79 -0.28 -1.17
1998 0.24 1.94* 1.08 -0.85
1999 0.15 1.25 -1.46 -0.29
2000 0.47 -0.58 -0.61 1.21
2001 0.98 2.23* 2.26** -1.03

Note: t-statistic indicates significance at *** 1%-ley&t 5%-level, * 10%-level. Poverty line for entiuntry.
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Appendix 2

In this appendix we investigate the extent to which our results h@hkbntaminated
by selective panel attrition. To this end, we estimate a probdel for the period
1992-2002 in which the probability of dropping out of the sample is explaineddty a s
of indicator variables. Specifically, the dependent variable takdbe value of 1 if an
individual drops out of sample, in other words is never observed wiith im@aome
information after a specific year, and 0 otherwise. The explanatoiables comprise
year indicators (1992-2000), an indicator for East Germans and nomsitizavell as
an indicator for being poor in the year before a specific sample farthermore, we
employ two interaction terms indicating poor non-citizens and poor&ashans in
the year before the observation year.

The estimation results, which are reported in Table A-4, indite&te non-
citizen households have a statistically significantly higher poitibaof 2.6 per cent
of dropping out of sample. Furthermore, being poor in the year beforeutrentc
observation year significantly increases the probability of droppinidy around 4.9
per cent. No statistically significant differences betweastland West Germans are
found and no significant deviation for poor non-citizens. However, poorG&asians
display a significantly lower probability of dropping out than poor Westn@ns
(2.9% compared to 4.9%).

Table A-4: Estimation results for panel attrition, 1992-2001

Marginal

Co-variate in probit model Effect t-value
East German -0.0011 -0.38
Non-Citizen 0.0263 8.48
Poor in year before attrition 0.0488 6.44
Poor non-citizen in year before
attrition -0.0132 -1.58
Poor East German in year before
attrition -0.0201 -2.36
Year dummy 1992 -0.0016 -0.29
Year dummy 1993 -0.0082 -1.53
Year dummy 1994 -0.0065 -1.23
Year dummy 1995 -0.0039 -0.72
Year dummy 1996 0.0170 2.95
Year dummy 1997 0.0060 1.06
Year dummy 1998 0.0070 1.24
Year dummy 1999 0.0170 2.89
Year dummy 2000 0.0670 11.35

Note: Number of observations is 41,019.
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In general, these results suggest that being poor in a specficngeeases the
probability of panel attrition considerably and that our results nsigtiér to a certain
extent from selective non-response. The extent to which this pasggoas problem
depends on the poverty duration of those having left the sample. ¥ t#res
individuals with an above average poverty duration our results miglgrestimate
poverty incidence as well as poverty dynamics and duration. Howsnee we do
not observe these individuals, this question must remain an unresssued i
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