Socia Exclusion and Socia Class —

How Class Structures are Shaped by Rising Poverty
in West and East Germany after Reunification

Olaf Groh-Samberg (SOEP @ DIW-Berlin)
CarstenKeller (Centre Marc Bloch, Berlin)

RC28 Spring Meeting
May 24-27, 2007, Brno, Czech Republic

Research Questions

» Socid Class Socia Exclusion

— both concepts refer to structural divisions
between social groupsin terms of living
circumstances aswell as behavioural
characteristics (class culture <-> culture of
poverty)

— trends in contemporary societies: declining
significance of class —emerging new patterns
of social exclusion ?
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Research Questions

 Different hypothesis:
(1) “socia exclusion”: social exclusion replacing class
inequalities (Dubet/L apeyronnie 1992)
(2) “changing classes’: emerging service proletariat

replacing industrial working classes (Esping-Andersen
1993)

(3) “working class poverty”: social exclusion as a result
of reinforcing class division between (unskilled)
working classes and higher classes (Nolan/Whelan 1999)

NB: Hypothesis 2 & 3 refer to consequences of de-industrialisation
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Research Strategy

» Analysing trendsin the relationship
between social class and economic, social
and cultural exclusion

 Indicators of “socia exclusion”: taking
multidimensionality and time into account
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The Case of the German Re-Unification

» East-Germany: Chock-therapy of privatisation and
liberalisation of market economy + highly subsidised
welfarisation

» Rapid de-industrialisation and increasing income
inequalities and unemployment rates (starting from low levels)

* West-Germany: longer lasting process of de-
industrialisation and mass unemployment since mid
1970ths

» Economic policy changes from Keynesianism to neo-
conservative, neo-liberal and third-way politics
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|. Measuring Poverty (1)

o Multidimensionality
— combining indirect (incomes) & direct (deprivation)
indicators of poverty (Ringen 1988; Nolan/Whelan 1996)
— “truly poor”: economically enforced lack of necessities
of daily life (Mack/Lansley 1984; Hallerod 1995)
— latent class models mismatch between income poverty
& deprivation (Whelan et al. 2004)

— time-lagged relation between incomes & consumption
-> taking time into account
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|. Measuring Poverty (2)

* Poverty Dynamics
— usually based on one-dimensional poverty
measures (income poverty, social assistance)

— markov models: measurement error most
Important (Breen/Moisio 2003)

— however, measurement error also frequent in
deprivation measures (Moisio 2004; Whelan/Maitre 2005)
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|. Measuring Poverty (3)

e Combining Multidimensionality &

Dynamics

— mismatch between income poverty &
deprivations is reduced, but not diminished in
longitudinal perspective

— dynamic of poverty is reduced, but not
diminished in a multidimensional perspective

— so far: no simultaneous modelling of
multidimensionality & dynamic
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Il1. Data

» German Socio-Economic Panel (SOEP)

* Indicators of poverty:
— income poverty
— housing condition
— financial assets deprivation
— unemployment

» Successive 4-year-panels (balanced)
— West: 1984-87 ;198588 ; ..... ; 2002-05
— East: 1992-95;1993-96 ; .....; 2002-05
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[11.1 Combined Poverty Indicator
(West Germany 2002-05)
4-yearsaverage averaged yearsin stagesof ...
persons ) . fragile | incon- R
in% income deprivation pros- pros | sistent vul.n.era simple’| extreme N
position score perity perity | poverty bility |poverty] poverty
Zone of Prosperity 40.1 138 0.05 37 03 0.0 0.0 0.0 0.0 6707
Zone of unstable
Prosperity 28.2 R 044 09 26 0.2 0.3 0.0 0.0 4599
Inconsistent 50 & 080 | 00 | 07| 20 | 01 |02 0o | se8
Poverty
Temporary
Poverty 4.9 70 0.92 09 09 03 0.3 10 05 650
Zoneof
Vulnerability 10.8 62 107 01 0.7 05 1.7 09 01 1724
Zone of persistent
Poverty 11.0 2 188 0.0 0.0 01 0.2 18 19 1482
Total 100 100 055 18 10 03 0.3 04 02 | 15730
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The combined poverty indicator is based on information on relative income position (income
poverty) as well as housing conditions, financial assets and unemployment (deprivation
indicators) of four subsequent years (see Appendix A for more details).

For example, for the period from 2002 to 2005, 11% of the population was found to be in
“persistent poverty” in West-Germany. The averaged (or “permanent”) income position of
this group accounts to almost 42% of the mean hh-income. On average, nearly two (1.88) of
the three selected indicators of the living standards show a deprivation. In contrast to this zone
of persistent poverty, 40% of the population was found in stable prosperity, with an averaged
income position of 138% of the mean and at least no deprivations.

Interestingly, the average income position and deprivation incidence are quiet similar for the
three groups of vulnerability, inconsistent and temporary poverty. However, their experiences
over the course of the 4 year-period are very different. Individuals assigned to the zone of
vulnerability live — on average — for nearly two years (1.7) in the stage of vulnerability (with
incomes between 50% and 75% of mean incomes and deprivations in one of the three
indicators) and for nearly another year (0.9) in the stage of “simple poverty” (i.e. combining
either income poverty with one deprivation or low incomes (50-75%) with multiple
deprivations). The individuals assigned to the group of inconsistent poor are continuously
Situated in an inconsistent stage (of either income poverty without any deprivations or
multiple deprivations with higher incomes), whereas the temporary poor are defined by
experiencing stages of extreme poverty as well as stages of prosperity — they are almost
evenly spread over the possible stages.



[11.2 Poverty Trends
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V. From Poverty to Social Exclusion

» Socia exclusion as a process of cumulative
detachments from socia life
 |Indicators of social exclusion (4-year-panels)
— Poverty
* as defined below

— Labour-market exclusion

* low wages, insecure employment relations, low skilled
(“everybody”) segment of LM, unemployment*

— Cultural exclusion

* low activitiesin popular and high culture, sports, political and
honorary participation (information missing for several waves)

*NB: Unemployment is already included in poverty indicator — however, in
connection to different indicators (across dimensions and time).
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The concept of social exclusion is broader than the concept of poverty, assuming a process of
cumulative exclusions in various dimensions of life. However, there is very little agreement
how to empirically apply the concept of social exclusion. Moreover, most surveys provide
rather few and indirect information on the interesting processes.

We derived two additional indicators from the SOEP data, again based on 4 Y ear-Panels in
order to take into account longer lasting forms of exclusion:

The indicator of the labour market position is based on yearly persona information on
employment status and job characteristics. Besides unemployment, marginal labour market
positions are indicated by hourly wages below mean wage, precarious employment relations
(like short-term contracts or jobs not covered by the social insurance system) and jobs that do
not require any education and training. In a first step, individual labour market positions are
derived for each 4-Year-Panel, distinguishing between individuals continuously well
integrated in the labour market (1), continuously unemployed or in margina positions (4),
temporarily integrated as well as temporarily marginalised, i.e. “fluctuating” (3), continuously
not working (0) and all others (2). In a second step, the household context is controlled for by
assigning the labour market position of the hh head to al those not in the labour force and by
“upgrading” individual labour market positions for al those living together with a
continuously well integrated hh head.

The indicator of cultural exclusion is based on 5 items from an activity scale, asking for the
incidence of attending popular culture events, high culture events, sports, participating in
political groups and engagement in honorary activities. Individuals are classified as culturally
excluded if they report to “never” be engaged in these activities over a given 4-Y ear-Period.
Since cultura participation is very much age-dependent, only the information of the head of
the hh and its eventual partner is used and applied to every menber of the hh. However, the
activity scale is not included in the SOEP questionnaire for every year. Thus, for each 4-Y ear-
Period, the activity information is repeated for 2 to 4 times, and therefore, the marginal
distributions of the cultura exclusion indicator varies over time due to this measurement
issue.




V. Modelling Trends in Social
Exclusion (1)

 Log-linear Modelling

Poverty

Time | —— L abour market
/ exclusion

Culturd

exclusion

» Time entering as a grouping variable in the contingency table PLC
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If there exists a trend towards increasing socia exclusion, the interrelations between poverty,
labour market exclusion and cultural exclusion should become stronger over time. This
hypothesis can be examined by means of log-linear models that allow to analyse the trendsin
the interrelations of the three indicators independently from any changes in the incidence (or
marginal distributions) of the three indicators. By constraining the parameters within (e.g.
assuming linear relations) and across (e.g. homogeneous grouping effects of time) subtables,
more specific assumptions can be tested.

V. Modelling Trends in Social
Exclusion (1)

 Log-linear Modelling
Results show a very moderate trend towards
increasing social exclusion:

- relation between the zone of persistent poverty
and labour market exclusion is becoming stronger

- no clear trend in the relation between cultural
exclusion and the other two indicators
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-- Parameter estimates are not reported here due to complexity --




V. Modelling Trends in Social
Exclusion (2)

» Latent ClassModelling

Labour market Cultural
Po erty exclusion exclusion

Social
[ |— R
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Most interesting for our purpose, the Latent Class Analysis (LCA) allows explicit testing of
the assumption that the derived indicators (poverty, labour market exclusion and cultura
exclusion) form part of a unique latent dimension of “social excluson”. LCA models the
relation between the observed indicators as being driven by an unobserved latent state of
“social exclusion”.

Moreover, by introducing time and social class as exogenous variables, various assumptions
on the relation between social and social exclusion, as well as trends in this relation, can be
tested.

As afirst step, we test whether the selected indicators form part of a unique latent dimension
of socia exclusion. We use collapsed versions of the poverty and labour market indicators,
distinguishing between (1) prosperity (incl. unstable prosperity), (2) vulnerability (including
inconsistent and temporary poverty) and (3) persistent poverty and between (1) integration in
the labour market, (2) all others (including not working) and (3) marginalised labour market
positions (including longterm unemployed).

To analyse trends over time, we assume a homogeneous measurement model. However, since
our indicator of cultural exclusion is not consistent over time, we alow for time-specific
conditional probabilities of being culturally excluded for each of the latent classes.
Results are given in the next dide.



Trends of Social Exclusion — West Germany

Risk Profiles
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We obtain an acceptable fit of the model by assuming four latent classes. Each of the latent
classes has a homogeneous risk profile over time(with the exception of the risks of being
culturally excluded — in this figure, the means are given).

Trends of Social Exclusion — East Germany
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Social Exclusion by Social Class—
West Germany
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Zone of Inclusion

1984-1991 1988-1993 1991-1996 1994-1999  1997-2002 2000-2005 1984-1991 1988-1993 1991-1996  1994-1999  1997-2002  2000-2005

Skilled Manual Unskilled Manual

sow+—  |—

53838333
£ S E3

Zone of Detachment
Zone of Exclusion

o _’:H:H:t—
10%4— |
I Y I |

1984-1991 1988-1993 1991-1996 1994-1999  1997-2002 2000-2005 1984-1991 1988-1993 1991-1996  1994-1999  1997-2002  2000-2005

”
{ w Lentre Mare Bloch )
. ‘) by b bl RC28 Spring Meeting 2007 '
. A 1 ot

In the next step we now introduce social class as an exogenous variable. In order to avoid
sparse cells in the contingency tables, we further collapse the 19 4- year-periods into 6 broader
time periods.

The first model builds on the previous one (assuming a unique latent dimension for the
entire population) and analyses the relations between social exclusion and socia class by
conditioning the risks of belonging to one of these latent groups on socia class membership.
Results: We find a strong relationship between social class and socia exclusion: The risk of
belonging to the latent class of socia exclusion accounts to more than 30% for the unskilled
manual class, but less than 5% for the service classes. Furthermore, also the risks of being
detached from socid life is also much higher among the working classes, whereas the latent
state of vulnerability seems to be a phenomenon typicaly for the middle classes. — With
respect to trends over time, we find that the risks of becoming socially excluded are slightly
increasing for the service classes as well as for the working classes. At the same time, the
probability of belonging to the latent class of well integrated is risng as well in both the
skilled and the unskilled manual class, but decreasing for the higher classes. In other words:
There seems to be a process of polarisation going on within the working classes.

Following this impression, the second model assumes that each social class is internally
divided into (three) distinct groups of excluded, vulnerable and integrated individuas. Of
course, the risk profiles of these three latent groups are differing across social classes.
However, the results obtained are quiet similar to the results of the first model (but less
illustrative — see Appendix C for more details). Most interestingly, we find that there is indeed
a process of polarisation going on within the working classes, whereas for the higher classes
we find evidence for a process of growing uncertainty.



Social Exclusion by Social Class—
East Germany
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V. Conclusion

 Improving the measurement of poverty and social
exclusion by combining multidimensionality and
dynamics

» Consistent trend of rising poverty aswell as social
exclusion after the German re-unification

» Strong evidence for the prolonged relevance of
social class

— some evidence for a polarisation process within the
working classes

> need for further research
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Appendix

A. Construction of acombined poverty indicator
B. Socid Class

C. Socia Exclusion by Socia Class

D. References
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A. Construction of a combined poverty

indicator (1)
Income Position
Y early stages
<50% | 50-75% | >75%
Depri- “§mple’ incon-
' A ple .

vation 2-3 deprivations sistent
L

“simple” | vulnera- fragile

1 deprivation poverty | bility | prosperity

incon- fragile
no deprivation sistent :
poverty prosperity
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A. Construction of a combined poverty
indicator (2)

All Persons:
4—Yea1Period

1. De-Structuration
Experiencing
temporary -« contradictions ~ inconsistent
poverty poverty
2. Structuration
Zone of Experiencing stability & \ Zone of
persistent consistence .
poverty — prosperity
3.Vulnerability
Experiencing Zone of
Zone of
uncertain
vulnerability « id ~ ;2?:3%

Wi Contre Mare Blach .
| kel RC28 Spring Meeting 2007 '
A 1 ot

B. Socia Class

» Erikson-Goldthorpe-Portocarero Class Scheme
(SOEP generated variable)

e Classassignment:

(1) individua class positionsin survey year

(2) individual class positionin previousyears (if available from
previous waves)

(3) class position of household head and its partner (male — female)

(4) class position of father/mother (if available from biography
guestionnaire)

(5) imputation of class position by means of multinomial regression

» no missing values on class position

* Classposition is assumed to be persistent within
each 4-year-panel (indicating social class membership)
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C. Social Exclusion by Social Class—West Germany

Service Classes Middle Classes
100% 100
0% 0%
B0% 80%
0% 0%
60% 60%
so% so%
aom aom
0% 0%
20% 20%
10% 10%
10841991 1988-1993 19911996  1994-1999 1997-2002 2000-2005 10841991 1988-1993 19911996  1994-1999 1997-2002 2000-2005
Skilled Manual Unskilled Manual
100%
0% 0%
8o% 0%
0% 70%:
60% 609%:
50% so%
aom %
3% 0%
200 209
10% 10%.
-
10841991 19681093 19011996  1004-1909  1997-2002  2000-2005 980191 19019 19110 19941999 19972000 2000205
service classes middle classes skilled manual unskilled manual
nclusion_vulnerabilit exclusion|inclusion_vulnerabili exclusion finclusion _vulnerabili exclusion|inclusion _vulnerabilil exclusion
P= 0.94 0.88 0.11 0.91 0.86 0.00 0.83 0.35 0.16 0.80 0.33 0.18
P= 0.06 0.12 0.50 0.08 0.14 0.54 0.17 0.38 0.42 0.20 0.40 0.35
P= 0.00 0.00 0.39 0.01 0.00 0.45 0.00 0.27 0.43 0.00 0.27 0.47
w 1.00 0.24 0.17 0.88 0.18 0.08 0.73 0.21 0.22 0.54 0.07 0.14
w 0.00 0.67 0.46 0.11 0.70 0.40 0.23 0.79 0.00 0.35 0.93 0.00
w=3 0.00 0.09 0.36 0.01 0.12 0.52 0.04 0.00 0.78 0.11 0.00 0.86
o, E=2(Meal 0.02 0.07 0.25 0.02 0.13 0.28 0.07 0.43 0.40 0.09 0.48 0.40
'
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C. Socia Exclusion by Social Class— East Germany

Service Classes Middle Classes

100%
05
0w o
son o
so%
a0 o
20 o

19911995 1994-1999 1997-2002 2000-2005 1991-1996 19941990 1997-2002 2000-2005

Skilled Manual Unskilled Manual

100%
0% -

a0% <
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a0 o

s0u <

0%

300 4
205 <

105 <

0%
1091-1996 1094-1999 1097-2002 2000-2005 1991-1996 1994-1999 1997-2002 2000-2005.

service classes middle classes skilled manual unskilled manual
inclusio vulnerat exclusidinclusio vulneratexclusi¢inclusio vulnerat exclusidinclusio vulnerat exclusic

P=1 0,94 0,59 0,50 0,91 0,84 0,00 0,81 0,75 0,10 0,82 0,62 0,00
P=2 0,06 0,37 0,11 0,09 0,16 0,52 0,19 0,25 0,42 0,17 0,28 0,34
P=3 0,00 0,05 0,39 0,00 0,00 0,48 0,01 0,00 0,48 0,01 0,10 0,66
wW=1 0,80 0,12 0,37 1,00 0,00 0,12 1,00 0,00 0,17 0,75 0,08 0,00
W=2 0,20 0,39 0,63 0,00 0,81 0,27 0,00 0,77 0,35 0,13 0,68 0,00
W =3 0,01 0,49 0,00 0,00 0,19 0,61 0,00 0,23 0,48 0,12 0,24 1,00

E=2 (Mean)| 0,01 0,09 0,63 0,03 0,11 0,28 0,04 0,17 0,38 0,03 0,34 0,33
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