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1 Introduction

Means-tested social benefits targeted at the veoy @re a pillar of modern welfare states. As
a “last safety net,” they are designed to ensueryemember of society the possibility to
participate, at least at a minimum level. Howevecent literature provides evidence that a
substantial number of people do not claim the $d&aefits they are eligible for. Reviewing
the international literature, van Oorschot (199998) finds that non-take-up is at least 20%
in all countries observed and even higher in mases, depending on the type of benefit. For
Germany, recent studies of non-take-up of socsiksice estimated non-take-up rates rang-
ing from 43.3% (Wilde/Kubis 2005) to 63.1% (Kays$eitk 2001; see also Riphahn 2001 and
Becker/Hauser 2005). In other words, means-testedhlsbenefits seem to fail the goal of
providing the whole population with a minimum okoeirces needed to participate in social
life, which can be interpreted as a lack of welfstiage efficiency.

Still, the understanding of the empirical findinghagh non-take-up rates is a puzzle. In line
with economic theory, it is usually taken for gmhtin social policy that individuals will
maximise their profits from any relationship witretwelfare state. Preoccupied by the idea of
rational, profit-seeking individuals, social polibgps been much more concerned with misuse
and over-consumption of social benefits, thus widglecting or playing down the problem
of under-consumption (van Oorschot 1998: 101f.)t, ¥enpirical investigations have pro-
vided evidence that non-take-up is a serious proldé social policy, related — among other
factors — to stigmatisation, information deficitsdacomplex claiming schemes. Especially in
the case of benefits targeted at the very poor éiatenaintaining minimum living standards
— which are at the focus of this paper — non-tgkeaints to a severe failure of the social

security system.

In recent years, the scope and determinants otaid@up of social assistance has become an
important issue in social policy related reseaiidiis is most important for micro-simulation
models focussing on the evaluation of social polefporms that often implicitly assume a
complete take-up of social benefits, i.e., a nd&e-tap rate of zero percent. Also, monitoring
trends in poverty and social exclusion by analyshmegpopulation of social benefit recipients
might be misleading if non-take-up is not accourftad resulting in a significant underesti-

mation of the population in need and even arridhgrong conclusions if trends in non-take-
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up counteract the observed trends in take-up (sssd€/Frick 2001: 28 and Riphahn 2001:

379 for more arguments on the relevance of nontigke

In this paper we estimate the incidence and thernpial determinants of non-take-up of social
assistance in Germany for the year 2002. Howevepjrical estimation of non-take-up rates
is a difficult enterprise. The simulation of elidity depends heavily on the scope and quality
of the available data. Even if perfect informatisare available — at least the same informa-
tion that social assistance agencies request finein ¢laimants — the decision on eligibility is
still at the discretion of the social assistantrenye leaving room for individual judgements by
the social administrator. But most important, thi@imation available in the survey data may
not cover the complete information required in di@ming process, and the information

available is most likely afflicted with measurementor.

Therefore, in this paper the scope and relevanaeezsurement error will be addressed in
detail at the various stages in the simulation @sec We provide different measures of non-
take-up rates arising from modifications of the @imtion model and its inherent decisions,
and we address the impact of measurement errtveimformation on incomes and needs by
means of sensitivity analysis. For our analysesuse micro-data from the German Socio-
Economic Panel Study (SOEP) that provides us witlida range of relevant information. All

information on needs, housing costs, incomes antilsassistance (SA) receipt refer to the
same point in time: the month of the interview. Brer, and in addition to previous litera-

ture on non-take-up of social assistance in Germaryare able to draw on detailed personal
information on wealth and assets collected in theey year 2002. This allows us to consider
wealth and assets according to the subsidiarity muplemented in the underlying means

testing schemes.

The paper is organised as follows. In Section Zovewide a brief overview of the social as-
sistance scheme and the development of socialt@sstsin Germany since the 1980s. In
Section 3 we discuss the previous literature onirtbiglence of non-take-up of SA in Ger-
many by means of various data sources as well glaretory models on non-take-up behav-
iour. The reference simulation model of eligibilftyr social assistance is developed in Sec-
tion 4, while Section 5 provides an in-depth distms of quality problems and alternative
specifications of the simulation model, and thentdization of non-take-up households. In

Section 6 we provide regression analyses on nagHigkbehaviour, and Section 7 concludes.
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2 Social Assistance in Germany

In Germany, like in many other European countrileg,social security system relies heavily
on social insurance schemes that are upstream asviested benefits like housing benefits
or social assistance. Within the social securitytay, social assistance operates as a last-
resort safety net. It is aimed at “enabling to tleeipt to live a life consistent with human
dignity. The aid should, as far as possible, endli#erecipient to live without it, and the re-
cipient must contribute his/her utmost to achievihg.” (81 BSHG, authors’ translation).
According to the principle of subsidiarity, a parse eligible for social assistance only if all
other means of making ends meet have been exhaids$tisdncludes all incomes and down-
stream benefits as well as the consumption of patsassets and wealth as well as labour

market activity.
The social assistance system, as of 2002, offersriain types of benefits:

e The first type of benefit provides regular supptartcover living expensedH{lfe zum
laufenden LebensunterhallLU) to households that would otherwise be unablenain-
tain minimum living standards. It provides montidgyments, and for unemployed but
employable persons, also offers assistance inrfgndi new job Kilfe zur Arbeit)! The
regular subsidization of living expenses for nostiationalized recipients, who are the
focus of this study, will be described in more datathe following sections and referred

to as “regular SA”.

» The second type of benefit provides support cogeaitditional living expenses in special
situations Hilfe in besonderen Lebenslagetibl). It is targeted at households facing spe-
cial circumstances whose extra costs require teanpar prolonged financial support. The
most important special social assistance of tipe ig aid for the rehabilitation and reinte-
gration of disabled persons into the working wofghecial social assistance also covers

nursing care, aid to young families, blind persats,

* The third type provides one-time benefil@nmalige Hilfen zum Lebensunterhadts fi-
nancial stand-alone funding for goods and senvikasare needed but are either not cov-

ered by regular SA payments or too costly for lomeime budgets. This type of benefit is

1 As of the reference year of this study, 2002, the support for labour market reintegration operates separately from
the official labour offices at the level of the local authority. The recent labour market reforms (“Hartz” Acts) aimed
to overcome this double structure by unifying the former labour market activities of the SA agencies with those of
the labour offices. However, these new regulations are ignored in this paper.

7
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usually given to households already receiving d@gaistance, but could also be given to
other households. Roughly approximated, it accofantas much as ten percent of regular
social assistance payments (Becker/Hauser 2005:Hslyever, given that this kind of
benefit is conditional on passing the means tesHidJ and is paid on top of the regular
payments, it will not be considered in the simwalatof eligibility.

The social assistance (SA) system in Germany dietels to the social assistance act of 1962
(BundessozialhilfegeseBSHG). At the time of initial implementation, perty was in sharp
decline compared to high post-war poverty in Geynand was expected to decline further.
The political decision makers who drafted the doassistance act (BSHG) explicitly stated
that the most important part of the new SA systeould be the benefits for special living
conditions (HbL). The largest group of long-termipéents of regular SA were older women,
mostly widows, who had lost their husbands in Wakldr 11 and were otherwise receiving no
or inadequate old age pensions (Hauser et al. I881). In light of the economic prosperity
and full employment that continued over the 1960svas expected that the population in
need of longer-lasting support would steadily dexliln this period, the thresholds defining
basic needs for living expensdsckregelsatzewere also constantly rising in line with the

rising living standards.

Over the course of the 1970s this development didkmut-face. In contrast to the short re-
cession of 1967, mass unemployment did not recafter the 1973 oil shock and could not

be reduced to its former level of full employmelnt.1981, unemployment rates again in-
creased sharply to more than 9% and could notdwecesl thereafter. Along with this gradual

increase in mass unemployment, income inequality @overty as well as the population

share of SA recipients continuously increased dher 1980s and 1990s (Becker/Hauser
2003; Frick et al. 2005). Contrary to the initiabectations, the overall raise in SA recipients
was driven entirely by the increase in the numbieegular SA recipients, whereas the rates
of recipients of benefits for special living condits (HbL) remained almost unchanged. Fig-
ure 2.1 shows this increase in the number of restpias well as total expenditures for regu-
lar SA.



AIM-AP National Report for Germany on “Non Take-Up  of SA”
2 Social Assistance in Germany

Figure 2-1:
Recipients and Expenditures of Regular SAin German vy, 1980-2004
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Expenditures on SA increased from €2.2 billion B8Q to almost €10 billion in the late
1990s, and over the same period, the number olae@A recipients increased from 850
thousand to nearly three million. However, thisrgase would have been much greater if
there had been no attempts to cap it. These atsemgtided refraining from adjusting the
basic rates of SA and the introduction of morerieste conditions for eligibility, such as
workfare programs combined with stronger sanctiohgejections of workfare programs
(Semrau 1990: 112; Hauser/Hubinger 1993: 50ff.; mg&teffen 1998: 34-52;
Becker/Hauser 2005: 49f.). Another important chaimgthe institutional setting was the ex-
clusion of whole groups of potential beneficiariés.1993, asylum seekers were excluded
from the eligible population and a new kind of bignecheme was introduced for them
(AsylbLG), which is below the minimum level establed by regular SA. In 1994, when the
“care insurance” Rflegeversicherungwas introduced as a new component of the soctal i
surance system, many elderly recipients of SA —yna@nwhom were, until then, receiving
aid for special living conditions — also began reiog upstream social benefits. The rise in
the SA budget over the last two decades was acatetphy a structural change of the popu-
lation in need. Whereas the receipt of benefitdinled steadily among the elderly, the corre-

sponding numbers for children increased. A shacpesse in SA rates was also experienced
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by single-parent households and by foreigners ammdigrants (Hauser/Hubinger 1993: 55ff.),
with the latter being most severely affected byniassive unemployment due to the lack of

additional means of compensation (e.g. capitalrimep

As such, the main pressure on the social secur#ttes) came from the return of mass unem-
ployment. Of course, there are other social benel#signed to protect households against
unemployment. One is unemployment insurance, wisiddased on contributions by the em-
ployed, and another is unemployment assistanceshwbia means-tested benefit financed by
taxes. However, these benefits, which are upstreai®A, failed to absorb the increasing
numbers of unemployed people and were subjectettteasing restrictions in terms of eligi-
bility conditions, benefit amounts, and maximal ation of receipt. Thus, the German SA
became a kind of permanent de facto basic incomédge numbers of needy people al-

though initially designed only as a means of terapoaid?

3 Non-Take-Up of SA — Literature Review and Researc h
Questions
3.1 Incidence of Non-Take-Up in Germany — Trends ov  er Time and

Comparability Problems

A few studies have addressed non-take-up of saskiktance (SA) in Germany. The overall
focus of these studies has been on the incidencemtake-up rates of SA and descriptive
estimates of non-take-up rates for various subgraighe population such as the elderly or
families with young children. Compared to other minie¢s, non-take-up rates seem to be quite
high in Germany, in particularly if more recentdis are considered. The continuous but
still sparse literature on non-take-up of SA in Bany allows at least some suggestions about
its development over time. An overview of the estied non-take-up rates is given in figure
3-1. However, it has to be noted that comparabdityong these studies and their results is

hampered by the use of different data sources #dsawalifferent simulation models. Con-

2 Since 2002 there have been reforms of the social security system in Germany, but these are beyond the scope
of this paper. For example, in 2003, a basic income for the elderly was introduced, not least to reduce the high
stigma costs and other barriers to taking up social assistance for this group of the population. Finally, in 2005 the
so called “Hartz” reforms led to a realignment of the social security system by unifying all labour market related
activities (at so-called job centres) as well as all benefits for employable persons to the new unemployment assis-
tance type Il (ALG Il). These changes actually left only persons out of workforce at the focus of the rearranged
“social assistance” system. See Becker (2007) for a first analysis of non take-up of the new designed unemploy-
ment benefit (ALG II).

10
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cerning the population covered, the data set mibsh @mployed, the German Income and
Consumption SurveyHinkommens- und VerbrauchsstichproB&'S) which is a quota sam-
ple of households with top-capped incomes, is atsorepresentative for the overall popula-
tion, in that foreigners and immigrants are higimig- and underrepresented. A correct repre-
sentation of this group is very important giventtin@grants tend to be overrepresented
among SA recipients, not because they differ fratives with respect to their take-up behav-
iour but just because of above-average eligib{l@gstranova et al. 2001). While older studies
using data up to 1990 focused solely on West Geynrsome recent studies include or focus
mainly on East Germany and others do not. Althomgbmes in East Germany are consid-
erably lower than in the western states, non-tgkefuSA has been found to be higher in the
East during the 1990s when the West German SAmyiséel just been introduced, with some
regional adjustments for East Germany, and wdsastibvelty there. Easterners knew less on
average about claiming procedures, had highernmdtion barriers as well as higher stigma-
tisation due to the history of social security Heéaen the GDR.

Figure 3-1:

Non-Take-Up Rates for Germany
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Hauser et al. (1981) and Semrau (1990) providedistamt time series estimates of non-take-
up rates based on EVS data showing a monotonieadsgerin non-take-up during the 1960s
and 1970s. However, more recent studies basedrausalata sets show significantly higher

rates of non-take-up for the 1990s. Due to the lEHckonsistent time series analysis for the

11
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time period spanning the 1980s, one can only speethat non-take-up rates increased again
in line with the overall U-shaped pattern of poyendtes in post-war Germany (see above,
section 2) although there appear to be some endaggmoblems due to rising poverty rates

induced by (increasing) non-take-up of SA.

Given the substantial differences in estimated tade-up rates and the unclear picture across
time, differences in the simulation model — duehe different information available in dif-
ferent data sets — have gained a great deal oftiattein the recent literature (Wilde/Kubis
2005; Becker/Hauser 2005). Becker and Hauser (2piB)ided a comparative analysis on
non-take-up of SA based on the three most impogantey data sets for Germany: EVS,
SOEP and NIEP (a panel study of low-income housishbdliedrigeinkommenspanéKort-
mann et al. 2003)). They worked out a “basic sitiatamodel” that could be applied almost
identically to the three data sets, in order tovdeestimates of non-take-up that mainly reflect
differences in the sample selection and data queafitthe three surveys. And in fact, non-
take-up rates differed markedly, ranging from 55%MNIEP to 66% for EVS, with the SOEP
showing an intermediate rate of 61%. In a secoep, diauser and Becker developed differ-
ent simulation models for each data set in ordefully exploit the available information.
Resulting from this, the rates of non take-up, Wwhaeclined overall due to an improved
simulation of wealth holdings, were much closengiag from 45% (EVS) and 46% (NIEP)
to 50% (SOEP).

Thus, adapting simulation models to the peculesitf the data set will result in more reli-
able measures of non-take-up rates than tryindipalate a standardised but rather general
and rough simulation model on the data. One ofntlest crucial parameters in a simulation
model affecting the measurement of non-take-uphsther and how wealth and assets are
taken into account. Table 3-2 shows the impactanfsicering such wealth controls in the
eligibility simulation as reported by Riphahn (200Wilde/Kubis (2005) and Becker/Hauser
(2005) in their different studies. As can be sdba,estimated rate of non-take-up decreases

by almost 20% once wealth is controlled for.

3 The strong decline of non take-up rates estimated by Neumann and Hertz (1998) between 1991 and 1995 is
guestionable for methodological reasons, since for example non take-up rates are estimated comparing eligibility
in the SOEP micro data with SA rates derived from official statistics. However, a declining trend of non take-up
between 1995 and 1998 might also be in line with a decline in poverty rates, following the labour market fluctua-
tions during this period following the German unification boom of the early 19902. Also, time series analyses
provided by Becker and Hauser (2005) for the years 1993, 1998 and 2003 show a minor decline of non take-up
rates from 48% to 45%, but a further increase to 51% thereafter.

12
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Table 3-2:
Impact of Wealth Control on Non-Take-Up Rates
non-take-up prior non-take-up after reduction in %
Study dataset (year) to wealth control wealth control
Riphahn 2001 EVS (1993) 76,8 62,6 18,5
Wilde/Kubis 2005 NIEP (1999) 54,5 43,3 20,6
Becker/Hauser 2005 EVS (1998) 65,7 47,5 27,7
SOEP (1998) 61,4 49,1 20,0
NIEP (1999) 55,4 49,6 10,5

However, substantial differences in the estimamdtake-up rates remain constant across the
studiest Also, non-take-up rates may still remain remarkdbgh even after controlling for
wealth, as shown by Riphahn (2001) based on EV& fdat1993 and by Kayser and Frick
(2001) based on SOEP data for 1995, who are bptirtreg a hon-take-up rate of about 63%
after considering wealth in the simulation modéiu3, differences in the reported non-take-
up rates cannot be attributed to different consitilens of wealth, as suggested by Wilde and
Kubis (2005).

Summing up the results of these extremely divergebloadly comparable previous studies
suggests that over the last twenty years, nondpketes of SA in Germany have generally
followed the overall U-shaped development of povedates. However, this conclusion still
lacks detailed empirical substantiation throughsistent time series analysis and should thus
be taken with caution. But if it is true, it wouddntribute to the discussion about determi-
nants and causes of non-take-up, pointing to thp®rtance of macro-level factors that might
affect the structure of needs as well as the dblieperceptions and attitudes towards social

assistance, which certainly affect the stigmash#éd to receiving SA.

This paper contributes to the existing literaturet only by providing estimates of non-take-
up for a more recent point in time, but also byuing on the role of measurement error in
simulating eligibility and estimating non-take-ugthough the recent literature has begun to
examine the impact of alternative specificationshef simulation model on non-take-up rates
(see Riphahn 2001; Kayser/Frick 2001; Wilde/Kubd®2, Becker/Hauser 2005), the sensi-
tivity analysis and robustness checks on data tyuate still incomplete. In particular, the

phenomenon of a “beta error” has been widely igthereéhat is, the ratio of households re-

4 Another important parameter in the simulation models that highly affects non-take-up rates which has not re-
ceived much attention in the previous literature is the way housing costs are dealt with in the simulation model
(see Kayser/Frick 2001: 36; Becker/Hauser 2005: 56ff., 61; see also below, section 4.2).

13
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porting SA receipt but being simulated as non-Bleg which also gives indications about
the quality of the simulation model. Furthermomsues of measurement error in survey in-
formation on income and needs are also widely wégdein the literature so far. Notable

exceptions include Duclos (1995) and more recefiésnandez/Pudney (2007).

3.2 Determinants of Non-Take-Up Behaviour

Explanations for the high non-take-up rates of $Andd in Germany have been proposed in
detailed studies based on standardised or evemtinvarrinterviews with smaller samples
(Hartmann 1991; Hubinger/Neumann 1997). Only a &udies have tried to analyse the
determinants of non-take-up by means of regressinahysis based on survey data (Riphahn
2001; Kayser/Frick 2001; Wilde/Kubis 2005). As withe international literature, these
analyses are mainly rooted in a rational choicenéwaork, attempting to model non-take-up

behaviour as the result of balancing expected Iitsregfainst the costs of claiming SA.

The evidence provided by early studies of non-taie- in Germany as well as elsewhere —
can be summed up in the words of the Supplemermanefit Commission as cited in van
Oorschot (1998: 114).... [R]eluctance to claim appears to come from somixture of
pride, ignorance, a sense of stigma, reluctanceéke the efforts which a claim calls for, a
desire for self-sufficiency on the part of an indial or family, an unwillingness to become
involved with a government agency and a feeling tthe@ whole business is not worthwliile
(SBC 1978: 7)

A first breakthrough to a more systematic undeditapof the causes of non-take-up behav-
lour was brought about by “threshold” model firspposed by Kerr (1983). In his model, the
decision to claim or not to claim a given sociah&i# depends on six stages or “thresholds”
of the decision-making process that have to be npaide to a claim. The failure to pass at
any one of the thresholds would result in not ciagrthe benefit at all. Kerr’s six thresholds
were the following: (1) perceiving a need, (2) beany aware of the existence of a benefit,
(3) having a self-perception of eligibility, (4) meidering the benefit useful in meeting one’s
needs, (5) judging the benefit as positive andalar line with one’s attitudes, and (6) being
in a stable position of need. Kerr's model has baéitised as modelling the decision proc-
ess too restrictively with respect to the striajugntial ordering, as well as for being incom-
plete, for example, with regard to the important&me and triggers that may induce take-up
behaviour, or the importance of strong negativieudts towards social benefits that might
14
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block the decision process in very early stages Ys@ Oorschot 1998: 115f. for a more de-

tailed review).

Building on this critique and on modifications oéK’'s model, van Oorschot (1998) provides
a more comprehensive explanation of non-take-upatisa enlarges the model by taking into
account the administrative and benefit levels rath@n attributing the causes for non-take-up
solely to the clients’ behaviour. Van Oorschot’sdalbconsists of only three stages that have
to be passed sequentially, each of which entailermomplex processes. The first stage is the
“threshold” stage, at which the benefit has to Ineesalient, which involves becoming aware
of the existence of a benefit that might help irkimg ends meet. However, there are some
factors that might prevent people from further stigation during the decision-making proc-
ess, such as strong attitudinal barriers agairgalsbenefits, or a very unstable situation en-
tailing periodic eligibility/ineligibility. At thesecond stage, the so-called “trade-off” stage,
people that have passed the threshold stage adlétoff factors promoting a claim (like the
perception of longer-lasting needs, of utility aslehibility) and factors inhibiting a claim
(like perceptions high time or stigma costs of mliaig benefits). If the perceived utility from
claiming exceeds the perceived costs of claimiegpte will claim the benefits. Finally, van
Oorschot adds a third stage to the process: thglitafion” stage. At this stage, claimants
may still withdraw from the claiming process if,rfexample, they feel humiliated by the
social agency or if they had overestimated théyaihd/or underestimated the costs of claim-
ing. On the other hand, the claim might also beated on behalf of the social agency, what

even might happen erroneously.

The importance of this third “application” stagearplaining non-take-up may be increased
further by recent social policy reforms introducimgstrengthening workfare elements or case
management regulations regarding social benefitstf@ one hand, these policies usually
intend to enhance non-monetary support for getijap or for coping with the difficulties of

everyday life, but on the other hand, they oftarolme stronger social controls and sanctions
by the social agency. As a consequence, they naalyttehigher rates of withdrawal from the

claiming process. One of the most striking findirigsn the longitudinal analysis of social

assistance was carried out in the city-state ofriérein the 1990s. It showed a high rate of
claimants withdrawing from the claiming process toknown reasons (according to the
social assistance agency documents from legal gsesg One explanation described this

behaviour as a reaction to being offered workfaog@ams (Buhr 1995: 128).
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The model offered by van Oorschot also draws atterto the timing of the claiming process,
with the possibility of delays, triggers, interrigots, and starting over again, and explicitly

allows for different paths or routes through th&mling process.

However, given the restrictions of survey data tivat not designed to measure and explain
non-take-up in the first place, this theoreticald®locan only serve as a general guideline to
derive hypotheses that can be tested within a wauisite regression framework. Using non-
take-up vs. take-up of social benefits as a bimartgome variable, conditional on a simula-
tion of eligibility, it is assumed that householdsl claim social benefits if the expected util-
ity from claiming exceeds the costs of claimingténms of the more comprehensive thresh-
old model of van Oorschot, only the second “appilicé stage is considered by such a re-
gression framework. Alternatively, it may also béerpreted as a simplification and unifica-
tion of the threshold model, assuming that the ggees in the first and third stage of the
claiming process can at least be approximated tiydimg it in only one unique equation,
where for example the inhibiting factors operatatghe first stage of the von Oorschot model
as well as the factors causing withdrawals froninglag at the third stage are jointly mod-
elled with stigma and other claiming costs operptih the second stage. Such a regression

model can be estimated as:
P(SA)*=a +h * Xc + by * X, + € with P(SAF1 if P(SA)>p andP(SAFO0 if P(SA)%<p,

whereP(SA)* denotes the unobserved probability of claiming (soeed by the binary out-
come of receiving vs. not receiving SA, linkedR¢SA)* via a thresholdo), X. denotes a
vector of variables approximating the costs ofrmlag andX, a vector of proxies for the
expected utility from claimindy. andb, the corresponding coefficiensthe constant anela

random error term.

Indeed, all the various aspects that are relevanietermining non-take-up according to the
theoretical model can only be measured by proxyrimétion. This is at least how most of the
literature on non-take-up proceeds. Since proxgrimétion within surveys is limited, it often

appears that a given variable serves as a proxgifierent and maybe even divergent proc-
esses. Education, for example, might serve as @ydor the individual's capacity to deal

with information costs, assuming that more hightiueated household heads will have an
easier time filling out the application forms amderacting with the social administrator (see
Kayser/Frick 2001). At the same time, educationhmajso serve as a proxy for the expected

utility from claiming, assuming that more highlyuséited household heads will manage more
16
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easily in finding a new job and thus in reducing tturation of needs (see Riphahn 2001). In
other words, higher education serves as a proxidtr lower claiming costs and lower util-

ity from claiming (Bargain et al. 2007).

So far, little attention has been focused on seledssues and the simultaneity of labour
supply and take-up decisions. In a recent studh®fGerman case, Wilde and Kubis (2005)
criticise the previous literature for this lack aoebvide empirical evidence on simultaneous
decision processes using a simultaneous two-equatadel, one for labour supply and one
for take-up of SA. Since the argument that (gengrsocial benefits will create disincentives
for the poor to work is widespread and commonlyduse social policy debates, it seems
important to address this argument explicitly inds¢s of non-take-up of social benefits.
Therefore, in this paper, the potential selectino eligibility will be controlled for by means

of a Heckman selection model.

4 Simulating Eligibility — Data & Methods

In this section we describe the simulation modelda in Germany, based on the representa-
tive micro-data of the Socio-Economic Panel (SO&®lected in the survey year 2002. The
SOEP is a wide-ranging representative longitudstadly of private households that provides
yearly information on all household members, cdamgisnot only of Germans living in the
old and new German federal states, but also foeesggyand recent immigrants to Germany
(Haisken-DeNew/Frick 2005; SOEP-Group 2001; Wagptaal 2007). The panel was started
in 1984, and in 2002, there were over 12,000 hanldstwith more than 30,000 persons sam-
pled. For the purpose of studying non-take-up of th& SOEP provides monthly information
on income, needs and housing costs, as well agla range of personal and behavioural
characteristics that are of interest in assesdiegdeterminants of non-take-up behaviour.
Moreover, the 2002 SOEP questionnaire includedlddtpersonal information on wealth that

has not been used in previous non-take-up studissdoon SOEP data.

The simulation model consists of the following steffter (1) defining the analysis popula-

tion, we (2) define the needs, including housingt€o(3) define the allowable income, ac-
cording to the rules of SA, (4) for households wieds exceeding allowable income, we
carry out further checks of properties and asdsst ltave to be exhausted before claiming

benefits according to the subsidiarity principldnel (5) we make some brief remarks on
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editing and imputation in case of missing inforraatand (6) describe the final classification

of households according to “take-up”, “non take-apt “beta error” households.

Before describing the setup of the simulation madehore detail, we first present informa-
tion on the number of SA recipients and the amotetteived according to the SOEP data as
compared to official statistics (see Table 4.1)e Humber of households reporting receipt of
SA is only somewhat above 50% of the number of seatts receiving regular SA by the
end of the year 2002 according to official statstiNearly the same rate of coverage is ob-
tained comparing the aggregated benefit amouns Whderestimation may result stem from
the fact that low income households tend to be wegeesented in household surveys in
general which cannot be fully compensated for bighteng techniques. However, compara-
bility of these two data sources is restricted Hiy flact that the figures from official statistics
are based on the households’ claiming status & ddecember 2002, when labour market
conditions as well as the Christmas season may leaw® above-average SA receipt. On the
other hand, the SOEP micro data focuses on themajrihe interview, which for about 70%

of all surveyed households is January to March.

Table 4-1:
Receipt of Social Assistance in SOEP vs. Official S tatistics
Recipients Amount
of Regular SA of Regular SA
Official Statistics 1,443 thousand needs units 571 Mill. €
(per 31 Dec. 2002) (mean per month in 2002)*
SOEP 779 thousand households 296 Mill. €
(in month of interview 2002) (in month of interview 2002)
“coverage” 0 o
(SOEP in % of Official Statistics) 54.0% 51.8%

Source: StaBuA 2003 (Tab. A2.6.1); SOEP 2002

4.1 Restricting the Population

In Germany, all individuals are eligible for SA eyt ofasylum seekeygor whom a separate
benefit scheme was introduced in 1993 (in readiioa major increase in the number of asy-
lum seekers during the early 1990s), as weltadents and apprenticegho are eligible for
educational subsidies. For this reason, studemtdled at universities as well as any persons
in training receiving educational benefits are ageld from the needs calculation in our simu-

lation model.
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We also restrict the population to individualgnivate householdenly. Although the institu-
tionalised population — in addition to a large nembf asylum seekers in special residences
and students in student accommodations, this alegpises elderly people in nursing and
retirement homes — is at least partly covered eyS®EP due to the follow-up concept, we
have excluded them from our analysis. Whereasithetivo aforementioned groups are not
eligible for SA, the latter groups of elderly peephainly receive support for special living
conditions (HbL), e.g., for nursing care. Thus, likelihood of measurement error on the type
and amount of SA, as well as on needs (incl. hgusasts) and income is especially high for

this population.

Likewise in previous studies, one major restrictadnthe simulation model applied here is
that the unit of the eligibility simulation is th@usehold and not theeeds unitis defined by
the SA law. However, as reported by Becker and Bla(B005: 243ff.), almost 90% of the
recipients of SA live in households that comprisdycone needs unit. In the other cases,
needs units according to the SA law are subgro@ifzechousehold they reside in. For exam-
ple, parents may not be responsible for supporinlgiren in the same household if over the
age of 18 or if they have already started a fawiltheir own but are still residing in the same
household with the (grand-) parents. Although ituldobe possible to identify such needs
units within survey households, information on $&eipt is only surveyed at the household

level and thus cannot be attributed correctly te ofthe needs units within the househfold.

As a consequence, only in the case of householuprising at least one needs unit eligible
for SA and at least one needs unit not eligibleSéy;, we will either over- or underestimate
the number of eligible individuals when judging theusehold as one entire needs unit. Obvi-
ously, this phenomenon is closely linked to whdt ke dealt with as “beta-error” in the fol-
lowing analyses. Given that the rate of non-takasupalculated by dividing the number of
eligible persons that do not report receipt of SAthe number of all persons eligible accord-
ing to our simulation procedure, we will subseqlyeaver- or underestimate the rate of non-
take-up as well. In case of multiple needs unitsheeisehold with all needs units being either
eligible or non-eligible, however, simulation basedthe entire household will result in cor-

rect classifications, although the estimated amobt&A might be wrong.

5 Trying to identify needs units within households with SOEP data is somewhat tricky because the interrelation-
ship of the various household members is only given with respect to the relation to the household reference
person, i.e., there exists no ego-centered relationship matrix.
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Another source of misclassification of non-takeegmes from eligible individuals who claim
SA but are denied it because they have rejectedffelbs from the SA agency. According to
the principle of subsidiarity, individuals are gwd to fully exploit their work possibilities in
order to remain eligible for SA. On these grourttie, SA agency is also entitled to test the
willingness to work by offering its clients work&programs. Rejection of such offers may
lead to substantial cuts in SA payments and, ie cdsepeated rejections, even to reductions
of SA to the absolute minimum required for survi(@18-19, BSHG). However, these are
probably rare exceptions. What appears more soagmifiis that offers of workfare programs
often lead to abstention from (further) SA clainysdlaimants themselves. As such, this is an

important determinant of non-take-up behaviour.

4.2 Defining Needs and Housing Costs

Total needs under the SA scheme are composed dirggular needslefined on the basis of
region-specific thresholds for single aduEckregelsatgzand adjusted to family composition
by means of the BSHG equivalence scale. The holdgéiead is assigned the weight of 1,
and the weights of all additional members of thedseunit are defined by age (0.5 for chil-
dren aged 0 to 7, 0.65 for children aged 8 to 14,for children aged 15 to 18 and 0.8 for
each additional adult). In principle, regional strelds for a single adult vary across federal
states and are adjusted evetyof July. During the first half of 2002 they ranfyem €274 -
287 and from €279-294 for the second half of 200% thresholds are applied to the micro-

data according to the month of interview.

Second, in addition to the regular neeatiditional needsire considered for pregnant women
(starting from week 12 of pregnancy), elderly peoplith walking impairments, disabled
people receiving reintegration benefits or unablevork, and people in need of special diet.
Except for the latter additional need of a spediat, where information is missing in SOEP,
all other sources of additional needs can be itledtor at least proxied by survey informa-
tion. For pregnancy, we used information on chitdfbfrom the subsequent panel wave 2003
— which, however, is missing for survey dropoutsalkihg disabilities are approximated
using information on the question whether the redpats are “severely” or “slightly” af-
fected by their health status when climbing the@st®ersons are identified as unable to work
if they report an official disability status of kast 30% reduction in their earnings capacity
and if they are receiving some kind of pensionh@lgh younger than 65). Finally, disabled
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persons with reintegration benefits are identifigda reported disability status of at least 30%
and by being in training. Each additional need am®uo either 20% or 40% of the regular
needs, but the aggregation of these may not ext@@d of the regular needs of a given indi-

vidual.

Needs are also defined hgusing costsin principle, the actual housing costs (includoogts

for heating) of SA recipients will be paid directly the SA agency, but only up to appro-
priate amount. This is dealt with differently for tenamisd homeowners. In case of tenants
with rents far higher than the typical local rethie SA agency may request the claimants to
move to another home in order to maintain eligipilin the case of homeowners, housing
costs (including interests, but excluding repaymeate also covered up to an appropriate
amount and in cases of housing costs exceedingath@int, the SA agency might request
that claimants sell the house. However, for thesmtalities no clear-cut thresholds or well
defined rules exist. In other words, the definitminthe appropriate amount of housing costs
is largely at the discretion of the SA agency. Efae, a rough approximating rule has to be
applied in the simulation process. Within the htere, it is usually assumed that the appro-
priate amount of housing costs can be derived fitmencorresponding thresholds for house-
holds receiving housing allowances (Becker/Hau8862see also Kayser/Frick 2001). Hous-
ing benefits are calculated on the basis of wdlindd tables that distinguish by household
size, age of the building, sanitary facilities anthst important, an official regional rent index
that distinguishes among six rent levels. Howesierge SA is the last safety net and housing
benefits are upstream benefits to SA, the eligibilhreshold underlying housing benefits
might be seen as too restrictive for approximatimg respective thresholds of housing cost
maximums within the framework of SA. In fact, haugibenefits for recipients of SA are

more generous than for households that receivermpatiowances only.

In simulating these housing costs, we applied marinthresholds that were derived from

regression analysis of actual rents (paid by ndssislized renters in the dataset) on a set of
covariates that include (the logarithm of) housdhsize, the regional rent level and the year
of construction. We assumed that the mean housistg ©f actual rents for comparable types
of houses are more suitable approximations of hihesholds that SA agencies might use in
their decision-making. In fact, the resulting thvelsls derived from the regression analysis

are quite similar to those given by the officiglures on housing allowances.
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Given the actual housing costs and the derivedstimld of maximum acceptable housing
costs, we applied three different rules in the $tmon model. In our “reference simulation
model”, we assume that the actual housing costsarered by the SA agency only up to the
maximum threshold. Thus, housing costs above thamen thresholds are simply not con-
sidered in defining a given household’s needs. $a@nd, more restrictive simulation model,
we assume that in case of housing costs exceedengnaximum threshold, the household
will fail the eligibility criterion, since the SAgency will force the household to move to
another house (or to sell the owner-occupied hameyder to become eligible for SA. In a
third, more generous simulation, we assume thahailsing costs, whatever they might
amount to, are covered by the SA agency. Thesalt®mative models, the restricted and the
generous one, might serve as extreme scenarids,tint “true” eligibility decision some-
where in between. Whereas the reference simulatmael of considering housing costs up to
the maximum threshold provides a solid approxinmatibthe true decision-making processes,
at least at an aggregated level, it should be nibigdin individual cases the SA agency has to
decide between the alternatives of accepting agihgdhe entire amount of housing costs or

rejecting the whole claim.

Summing up, total needs N for a given househalith household membersre given by
|

N, =D RN*@1+ AN)* ) + HC (1)
i=1

where RN defines regular needs (depending on @ge)defines additional needs (with a
maximum of ANna=1), T gives the regional thresholds for the fetlstatek the households
resides, and HC defines housing costs (with a maxirof HG,.«x derived from regression

analysis).

4.3 Defining Allowable Income

The total needs of a given needs unit are comgar#te allowable income in order to decide
whether the needs unit is eligible for SA. Allowabhcome includes all kinds of incomes
except benefits for war victims and child-rearingnéfits. Starting from this gross income
several income allowances are deducted in ordebtain the allowable income. Deductions
include taxes and social security contributiongome allowances for employed persons
graded by disability status, and allowances forsebolds with children. Furthermore, ex-
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penses for old-age provision, contributions to gev health insurance, as well as non-

obligatory private transfers can also be dedudtdtey seem appropriate to the SA agency.

In simulating allowable income, we start from madwpthet household income at the time of
the interview as reported by the household headveder, if this self-reported monthly in-
come falls short of the computed sum of all indidtincomes reported in the personal inter-
views with household members plus the householéetiemwome components, the aggregated
income measure is used instead of the income sErelenthe net income measure, taxes and
social security contributions are by definition notluded, whereas social assistance pay-
ments are included and thus of course have to tectled. Whereas income allowances for
employed persofnsand for children are quite well defined, we could only approximate
ther deductions for private insurance and transéagain a decision that is at least partly at the
discretion of the administrative agency. Thus, rfdsustness purposes, we derive a more re-
stricted measure of allowable income, includingyamlstandard set of well defined employ-
ment and child allowances, and a more comprehensaasure of allowable income that also

includes approximations of further deductions.

4.4 Applying the Subsidiarity Rule — Wealth Check

In principle, any needs unit with an allowable inmof less than its total needs is eligible for
SA. However, according to the subsidiarity rulethder checks are necessary, controlling for
whether the already demonstrated needs can be yn#trdugh other available resources.
These checks consist of a screening of any kingseéts and properties, and of a check for
whether there exist third persons that are respten$or (and able to) support the needs unit
at hand. Again, these checks are highly at theetist of the SA agency and therefore hard
to simulate. For example, a car is, by law, consideroperty that has to be sold before being
eligible for SA payments, unless there are cleaswas why the possession of a car is neces-
sary, e.g. to keep a job or because of a disabHiowever, in practice, this rule often seems
to be interpreted to the advantage of the clainfBatker/Hauser 2005: 60). For this reason,
the possession of a car should not be considesedfiaient indicator of non-eligibility, even

in cases where no employed or disabled personslitree household.

6 Employment allowances amount to 25% to 50% of earnings, depending on total labour income. In case of
disability these rates vary from 30% to 80%. A minimum allowance of 30€ is given to any employed person.
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However, as previous studies have shown, a finaltheheck seems crucial for the simula-
tion model (see also above, section 3.1). For tireey year 2002, the SOEP contains per-
sonal information on different kinds of assets egal property that can be used to simulate a
wealth checR. We first calculated the sum of all financial, tdrlg and business assets and
the net worth of other properties owned (gross woftother properties minus possible debt
on other properties). If these assets exceed theed exempt amounts (e.g. €1279 for the
household head), the household is considered ibiifpr SA according to the wealth check.
Furthermore, we separately calculated total agsdisd for owner-occupied housing and life
insurance, for which more generous but not cledelfyned thresholds exist. We apply a rather
high threshold obtained by multiplying the housef®lexemption for financial and other
assets by a factor of 20. In addition to direcspaal wealth information, we also checked for
income from capital, assuming that a household ggs&s financial assets above the exemp-

tion limit if it receives annual interest paymeaigceeding €250.

The reduction of the number of households simulaee@ligible due to the wealth check is
given in figure 4.2. We simulated 645 householdbeiag eligible for SA considering only
the income and needs situation. Of these househbdd@swere found to possess financial and
other assets above the exemption limits. Howevagrg them are six households that actu-
ally report receiving SA. After carefully checkiradl relevant available information on these
households in a case-wise procedure, we foundrdéicaipt of SA was in fact plausible from
the personal characteristics and the kind of agsetsessed (e.g. single-parent households,
elderly women). In other words, after simulatingiadividual case management process by

the SA agency, we reclassified those six houseladdseing eligible for SA.

7 Child allowances are granted only for single children up to 18 years of age and amount to 10.25€ for the first
child and 20.50¢€ for each additional child (in 2002).

8 Furthermore, the SOEP household questionnaire regularly contains information on incomes from capital, which
can also be used as a proxy for financial assets (see e.g. Kayser/Frick 2001).
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after individual

Figure 4-2:
Wealth Check
elligbile HH
according to
income situation
645
———
. non elligible HH
elligible HH
after wealth check total as‘setsl'GT
499 exemption limit
146
I—I—I
elligible HH .
(with SA receipt) non elligible HH

(no receipt of SA)
140

case checking: 6

Source: SOEP 2002 (unweighted households)

4.5 Dealing with Missing Information — Editing and Imputation

In order to avoid losing observations and runnimg selectivity problems we imputed miss-
ing information whenever possible. For instance nvbalculating actual housing costs, we
substituted missing information on heating costshimmeowners or missing information on
actual rents for tenants by means of regressiotysiaghot deck imputation). In cases of
missing information on monthly nébusehold incomeave replaced this information by 1/12
of the household’s annual post-government incommblke (see Grabka 2007; Grabka/Frick
2003).

Most important, the available survey data may &s& information on theeceipt of SAIn

16 cases (with as many as 56 individuals livingh@ households), we imputed information
on the amount of SA received by households repptiivat they do receive SA payments,
again within a regression framework. The filter sfien of whether or not the households
received SA at the time of interview does not, @shs contain item non-response, since it is
asked within a series of questions focusing onréeeipt of various public transfers. At the
end of this block of the questionnaire, howeveer¢hs a control question whether the house-
hold did not receive any of the benefits asked Hfiothis control question was not answered,
we may also lack information on the general receffA. We did not impute this (possibly)
lacking information, but we checked for the podgipin cases of households that were simu-

lated as eligible on a case-by-case basis.
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4.6 Identifying Non-Take-Up & “Beta Error”

With valid information on total needs, includingusing costs, allowable income and wealth,
the eligibility condition can be summed up as thiersection of those households with in-

comes below needs and wealth below the exemptiait i
|

Elig=1, if (Z RN*(L+ AN)* ) + qu> AY n W< W, 2
i=1

where, in addition to formula (1), AY denotes tHiwable income of household W de-

notes total net worth of househgldnd W,ax the according exemption limit.

Given the (simulated) eligibility, we can than dabulate eligibility with (reported) SA

receipt:
Table 4-3:
Cross-Tabulation of Eligibility and SA Receipt

SA receipt no SA receipt
eligible (1) take-up (2) non take-up
ineligible (3) «beta error» (4) ineligible

From a perspective of benefit targeting, the diajaells (1) “take-up” and (4) “ineligible”
households are not problematic. Households thaiotioeport receipt of SA but are simulated
as eligible constitute the group most interestioigthis paper, i.e., (2) “non take-up” house-
holds. Finally, we also find households that aneusated as not eligible for SA, but in fact do
report receipt of SA. These households might berredl to as “over-consumption” of SA or
as “misusing” the social security system. HowevRis interpretation is only valid if the
strong assumption holds that our simulation ofileligy as well as the responses to the re-
ceipt of SA question are correct and, thus, thasehhouseholds must have been underreport-
ing their income to the SA agency in order to beeaingible for SA. We do not believe that
these strong conditions can be met by our simulatibeligibility and by the information
available on SA receipt. On these grounds — tdddmoeated in more detail below — we prefer
to label those households as (4) “beta error” hiooisks.

What is problematic in applying the cross-clasatimn of eligibility and SA receipt to our
data is not only the uncertainty of the simulatiadel with respect to eligibility (given that

information is somewhat incomplete and contamindgdneasurement error), but also with
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respect to the information on SA receipt. For timeetof the interview, to which all other
information refers, we only have information on theneral receipt of some kind of SA
within the household. In other words, we cannotimiisiish between receipt of regular social
assistance (HLU) and social assistance for spéeiab conditions (HbL) for the time of
interview. Data from the following panel wave (gatbd in survey year 2003) contains more
detailed retrospective information on the househadeipt of regular social assistance
(HLU), social assistance for special living corafits (HbL) and one-time supplements (or
any combination thereof) during the calendar ye&d22 Since this information is not at all
available for dropouts between 2002 and 2003, hecetmight also be problems with chang-
ing household composition as well as recall errthns, data was not considered regularly in
the classification algorithm. Rather, we assume @hgeneral reporting of SA receipt for the
time of interview does in fact indicate receiptregular SA (HLU) at least for those house-

holds that are simulated as eligible.

However, in cases of “beta error”, i.e., househdddehg simulated as ineligible although
reporting receipt of SA, we consulted the d