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Summary

The United States is often considered to be more free-
wheeling and mobile than Germany; however, previous
cross-national studies of income mobility find the opposite
istrue. This paper investigates these surprising results and
finds that they are confirmed when income mobility is mea-
sured by changes in the positions of individuals in the in-
come distribution — members of former West German
households are more income mobile than Americans.
However, when income mobility is measured by absolute
movements in income, Americans are found to be more in-
come mobile than members of former West German
households.

1. Introduction

Burkhauser and Poupore (1997) compared income mo-
bility in the United States and former West Germany over
the six-year period from 1983 through 1988. They were
surprised to find that post-government income mobility
over the period was greater in Germany. Burkhauser, But-
ler and Houtenville (1999) extended this analysis into the
1990s and found that equivalized post-government in-
come mobility decreased for members of former West
German households but remained higher than post-gov-
ernment income mobility in the United States.! These re-
sults run counter to the conventional belief that American
society is more free-wheeling than German society.
Worker credentials and joint union-management-govern-
ment bargaining processes play a large role in the Ger-
man labor market. The German government is more ac-
tively involved in dampening the business cycle than the
United States government, and the German social welfa-
re system is larger (higher taxes and more social welfare
expenditures per capita) than its United States counter-
part. These factors might lead one to expect less income
mobility in Germany than in the United States.

Using similar techniques, Aaberge et al. (1997) compa-
red Sweden, Norway, Denmark, and the United States
from 1986 through 1990 and were also surprised to find
that the United States had less post-government income
mobility than Sweden and Norway. Only Denmark had
less post-government income mobility. They expected the
more extensive Scandinavian social welfare systems to
dampen income mobility.
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The purpose of this paper is to shed light on these sur-
prising findings. The next section of this paper discusses
the two classes of mobility measures. This is followed by
discussions of the data, sample restrictions, results, and
concluding remarks.

2. Two Classes of Mobility Measures

Fields and Ok (1996) made the distinction between two
classes of income mobility measures — non-positional
and positional measures.? Non-positional income mobility
occurs when the incomes of individuals change over time.
A simple way to measure non-positional income mobility
is to calculate the mean absolute value of changes in the
natural log of income from time t to time S,
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where y, ,is the income of individual i in time tand nis the
number of individuals.

Positional income mobility occurs when the positions of
individuals in the income distribution change over time. A
simple way to measure positional movements is to calcu-
late the mean absolute value of changes in deciles of the
income distribution from time t to time S,
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Burkhauser and Poupore (1997) use a more complex
positional measure of income mobility, the Shorrocks
measure, which considers income mobility at points within
the period time t to time S. For example, the Shorrocks
measure considers income fluctuations in all the years in
the period 1983 to 1988, rather than just the difference
between income in 1983 and income in 1988. Income mo-
bility occurs when the positions of individuals in annual
income distributions differ from their positions in the distri-
bution of period income. The Shorrocks measure is
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where t =1, 2, ..., S I(:) is an income inequality index,

such as generalized entropy indices or the Gini coeffi-
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1 The phrase “members of former West German households” is
used because in the years after reunification Burkhauser, Butler
and Houtenville (1999) tracked only those individuals associated
with households that were formed in former West Germany. This
sample restriction is discussed below.

2 Fields, Leary and Ok (1998) use these measures to compare
income mobility in the 1970s and 1980s in the United States.
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cient, and &, is the ratio of mean income in time t to mean
period income.® The latter portion of this formula is the ra-
tio of the inequality of period income to the weighted sum
of income inequality in the increments of time in the pe-
riod. If income is perfectly immobile, then the Shorrocks
measure equals zero. For example, if individuals receive
the same income from year to year, then weighted sum
annual income inequality equals the inequality of period
income. In the results below, the income inequality is cap-
tured by a generalized entropy index known as the
Theil(1) coefficient,
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where m, is mean income.* Positional mobility is depen-
dent upon the dispersion of the income distribution, which
makes cross-national comparisons problematic. If the
populations of two countries exhibit identical changes in
income (non-positional mobility), the population with the
narrower distribution will exhibit more positional mobility.

3. Data

To compare non-positional and positional income mo-
bility in the United States and Germany, it is necessary to
follow individuals over time. The Panel Study of Income
Dynamics (PSID) and the German Socio-Economic Panel
(GSOEP) contain such information. The PSID began in
1968 with approximately 4,800 American households
(about 18,000 individuals). The GSOEP began in 1984
with approximately 5,600 households (about 17,500 indi-
viduals) in former West Germany. These households have
grown and children have split off to form their own house-
holds. Drawing from these growing datasets, the PSID-
GSOEP Equivalent File contains an unbalanced panel of
40,041 individuals in the United States for the period
1980-1998 and an unbalanced panel of 29,219 individu-
als from the original 1984 West German households for
the period 1984-1998.5 6

The 1980-1998 PSID-GSOEP Equivalent File contains
the comparable income and household information
needed to evaluate income mobility in the two nations.
The analysis below focuses on equalized household
post-government income in the year prior to the survey.
For Germans, household post-government income is the
sum of household labor earnings, interest income, divi-
dends, rental income, the imputed rental value of owner-
occupied housing, private and public transfers, and so-
cial security pensions, minus total household taxes. La-
bor earnings include earnings from all sources of
employment (primary, secondary, and self-employment),
plus any bonuses and profit-sharing income. Public trans-
fers include housing allowances, child benefits, subsis-
tence and special circumstance assistance, government
student assistance, maternity benefits, unemployment
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benefits, unemployment assistance, and unemployment
subsistence allowances. The tax burden includes income
taxes and payroll taxes.

For Americans, household post-government income is
the sum of household labor earnings, interest income,
dividends, rental income, the imputed rental value of
owner-occupied housing, public transfers, and Social Se-
curity pensions, minus total household taxes. Labor earn-
ings include earnings from all employment (including both
the asset and labor portions of self-employment earn-
ings), bonuses, overtime, and commissions. Public trans-
fers include AFDC/TANF payments, SSI payments, unem-
ployment compensation, Workers’ Compensation, and the
face value of food stamps. Taxes include payroll taxes plus
federal and state income taxes, which are estimated us-
ing PSID variables and the National Bureau of Economic
Research (NBER) TAXSIM Model.”

In survey year 1993 (income year 1992), the PSID
switched from paper and pencil surveys to computer-as-
sisted interview surveys and also reduced efforts to clean
the data. These changes make it difficult to compare in-
come mobility before and after these changes. Computer-
assisted interviews may capture sources of income that
were not captured previously and that are subject to more
year-to-year fluctuations. In addition, changes in the
cleaning process may also increase year-to-year move-
ments in income.

The results from the PSID are compared to results us-
ing the March Demographic Supplement of the Current
Population Survey (CPS) of the United States. This sur-
vey focuses on sources of household income, government
program participation, and a variety of demographic char-
acteristics. Information is collected from approximately
50,000 households (about 150,000 individuals). In the
March CPS of any given year, approximately half of the
households being surveyed were surveyed the prior

3 Period income represents permanent income. See Maasoumi
and Zandvakili (1986) for a more complete discussion of the
Shorrocks measure and different specifications of permanent in-
come.

4 Previous work has shown that cross-national comparisons of
income mobility using the Shorrocks measure are not dramatically
different when alternative measures of income inequality are used.

5 The PSID-GSOEP Equivalent Data File is a compilation of the
efforts of researchers and staff affiliated with Cornell University and
the German Institute for Economic Research (DIW).

6 These panels are unbalanced in the sense that an individual is
not required to have information in all the years.

7 For more information about the TAXSIM estimates, see Butrica
and Burkhauser (1997). Estimates of inequality and mobility using
the income tax liability reported by the PSID are very similar to the
results below. As was expected when using the PSID figures, in-
equality was slightly higher (due to itemization), but mobility was
virtually unchanged, suggesting that individuals retained their rela-
tive positions in the distribution regardless of which tax measure
was used.



March, while the remaining households being surveyed
are eligible to be surveyed the following March. This fea-
ture makes it possible to measure year-to-year income
mobility. Tax estimates for CPS respondents are not avail-
able; therefore, equivalized pre-government income is
used when comparing results from the CPS and PSID. In
the PSID, household pre-government income is house-
hold post-government income, as defined above, ignoring
household taxes and public transfers. In the CPS, it is the
sum of household income from wages and salaries, farm-
ing, self-employment, rent, interest, dividends, and private
transfers.

In all the results below, the unit of analysis is the indi-
vidual. An individual is given an equal share of his or her
household’s equivalized post-government income.® This
approach approximates an individual’'s access to house-
hold resources.

4. Sample Restrictions

The multi-year nature of the Shorrocks mobility mea-
sure requires persons to be in the data over the entire
period of the specific analysis. Consecutive six-year pe-
riods are used. All samples are restricted to those indi-
viduals who have complete information over a given
six-year period.® All samples are restricted to working-
age individuals (aged 25 through 59) with positive
equivalized post-government income over a given Six-
year period.?® To insure continuity, this restriction is ap-
plied to all mobility indices, even though some of the in-
dices do not require income information for all years in a
period. In order to eliminate potential outliers, in each
six-year period, individuals are ranked according to the
variance in their income profiles and the top 1 percent
are dropped.!t 12

The German sample is restricted to individuals in
households that derive from the GSOEP’s original 1984
sampling of households in former West Germany. Keep in
mind that this sample includes (1) non-German citizens,
(2) individuals in households that have split off the original
1984 sample households, and (3) individuals who have
since become a part of these households, which includes
residents of former East Germany. In addition, after reuni-
fication some members of these households moved to
former East Germany. The phrase “members of former
West German households” is used to describe the Ger-
man sample used in the analysis below. This analysis is
not an analysis of just German citizens or just individuals
living in the western states of Germany.

Comparing results from the PSID and CPS is complica-
ted by changes over the years in the way income is top-
coded in the CPS. When comparing the CPS and PSID,
individuals above the 90" percentile of the annual income
distribution are given the income value at the 90" percen-

tile. This mitigates the influence of top-coding by restrict-
ing mobility in the upper tail.

5. Results

Table 1 contains estimates of the positional and non-
positional equivalized post-government income mobility of
working age Americans and members of former West
German households for consecutive six-year periods be-
ginning in 1979 for Americans and 1983 for members of
former West German households. The first two columns
of Table 1 provide estimates of mean absolute value of
decile changes (positional mobility) for the two popula-
tions.

In the first six-year period in which both groups can be
compared, 1983 through 1988, members of former West
German households were more mobile, moving an aver-
age of 1.64 deciles within their equivalized post-govern-
ment income distribution. In the same period, Americans
averaged 1.53 deciles within their distribution. As can be
seen in the third and fourth columns of Table 1, this finding
is confirmed by the other positional mobility measure, the
Shorrocks measure. Over this period, 18.4 percent of the
equivalized post-government income of members of
former West German households was transitory, as com-
pared to 15.3 percent for Americans.

The opposite holds true when mobility is not a function

8 The United States Detailed Equivalence Scale is used to ad-
just household income for economies of household size. It is also
assumed that individuals share equivalized household income
equally. All dollars and deutsche marks are in 1992 figures. Adju-
sting for exchange rates is not necessary, because the mobility
measures are homogeneous of degree zero.

9 This choice of sample criteria allows as many individuals as
possible for each calculation. While each period’s sample contains
a somewhat different set of people, the sample restrictions are the
same and hence are comparable. An alternative is to draw a sample
for the entire panel (which would require individuals to be in the
sample for the entire length of the panel) and then subdivide the
data into periods. While this would produce a more consistent
sample over time, the sample would be very restrictive. Results us-
ing this more restrictive sample criteria yield similar mobility pat-
terns across countries and over time.

10 Ppositive income values for each individual are necessary be-
cause natural logarithms are used.

11 See Burkhauser, Butler and Houtenville (1999) for more com-
plete discussion of this restriction.

12 Both surveys oversampled certain sub-populations. Roughly
two-fifths of the original PSID households were intentionally drawn
from low-income neighborhoods. About one-fourth of the original
GSOEP households were intentionally drawn from the population
of non-German guest-workers. Both surveys provide sample
weights to adjust for these oversamples. The results below use
these oversamples in conjunction with the individual sample
weights (specifically, the individual sample weight of the last year of
the period). Results derived without using the individual sample
weights and results derived from the primary samples are available
upon request. The results are similar to the results below.

61



‘WBISAS SMaIAIBIUL palsIsSe-1aIndwod 031 payoums AiSd ayl (Z66T Jeak awodul) £66T Jeak AaAIns U] ,
'suolje|nded e Ul pasn s a[eas aouajeainba pajie1sp SN YL q
‘Auew a9 Jo SaIels UIdIsam ay) ul ajdoad AJ9|0s 1o suazio

uewlas A|9|os Jo sisAjeue ue se U3as aq JouU PINoYs SisAjeue siyl ‘Auewlas) 1seg Jawio) 01 PAAOW SPOYISNOY 9S8yl JO SWOS UOIRIIIUNSI J}Je ‘Uoiippe Ul ‘Auew o) 1se JawWioy) Jo suapisal
S9PN|OUI Y2IYM ‘SPIOYasnoy 3Say] JO SISQUBW dW09a(g dIUIS dABY Oym S[enplaipul (€) pue ‘spjoyasnoy ajdwes 86T [eulblio ayl woiy Jjo Nids aney yeyl spjoyasnoy ur sfenpiaipul (g) ‘suaznio
uewla-uou (T) sapnjoul ajdwes siy 1 ‘AuewIas) 1S/ Jowoy) ul spjoyasnoy jo Buidwes 86T [eulblo S,d30OSO ayi WoJj AP Jeyl SPIOYaSNoY Ul SfeNpIAIpUl 0} Pa1ouisal si ajdwes uewas ayl «

"/66T—086T 'S9|l4 Juafeninb3 d30SD-AISd 8yl Buisn suoie|nafes sJoyiny :92n0s

60T°0 [A XA 1620 €EV0 €9T°0 6610 89T 09T 2966T-T66T
60T°0 9T¢0 1620 Gevo 2910 ¢6T°0 99T 96T 2G66T—066T
€0T°0 96T°0 L0€°0 8EV0 6ST°0 G8T°0 09T 6S'T 276616861
¥0T°0 /8T°0 0TE0 1870 S9T°0 8.T°0 69T 99T 2€66T—886T
€0T°0 99T°0 8¢€0 98€0 €9T°0 83T°0 ¥9'T 09T 2C66T—L86T
660°0 Y910 GEE0 v.€°0 8GT°0 8¥T°0 S9'T €91 T66T—986T
9600 19T°0 1S€°0 €8€°0 Y910 8¥T°0 89T €91 066T—S86T
€0T°0 6ST°0 ¥S€°0 88€°0 ¢8T°0 €9T°0 VLT SS'T 68617861
660°0 LST0 9¢€0 9010 ¥8T°0 €9T°0 ¥9'T €91 886T—€86T
— 9vT0 — coro — LST0 — 191 /86T—¢86T
— 444 — L.E0 — LST0 — 09T 986T-186T
— YET0 — 1S€°0 — 6ST°0 — 09T G86T—086T
— 6¢T1°0 — ove0 — 19T°0 — 89T ¥86T—6.6T
spjoyasnoH spjoyasnoH spjoyasnoH spjoyasnoH
uewla uewla uewla uewla pouad JeaA-XIS
suedlBWY suedlBWY suedlBWY suedlBWY
1S9/ JowioH 1S9/ JowioH 1S9/ JowuoH 1S9/ JowoH
JO siIaquiBa JO siIaquiBa JO sIaquBN JO siIaquiBa
awosu|-607 ul sabueyd A 9198 awodu| ur sabueyd
poliad sy} Jo JesA 1sil4 dy) 1o} JO |n[eA a1njosqy uesaiy 2INSESN MNIIGON S320.10US 10 an[eA aInjosqy uesiy
Aurenbauj jo ainsesy (T)19Y.L
ANIIGON [eUOHSOd-UON Ao reuonisod

aw966T PUe 6/6T WO} SPOLISd JESA-XIS dAIINIASUOD 10} SP|OYaSNOH UBWISD 1S9\ JOWI0H JO SI9qWBN pue
sueoliBWY aby-Buyiopy 1oy Alpenbau] aWo0oU| 1UBWUIBA0D-1SOd PazifeAlnb3 pue AlljIGON aWO0oU| JUSWUIBA0D-1S0d PazifeAlnb3 [euoiSod-UON pue [euoilisod JO salewis]

T aIqeL

62



‘WBISAS SMaIAIBIUI pasIsSe-1aIndwod 031 paydums AiSd ayl (Z66T Jeak awodul) £66T Jedk AaAIns U] ,
'966T01 G66T PUE 986T 01 G8ET W04 S[enplAIpul ydrew 03 8|qissod 10U SI 1l ‘'SdO 8yl Ul 4
*SuOITe[NJeD || Ul Pasn S| 9jeds aduajeAinbs pajie1sp SN ayYl e

'666T-086T “AoAINS Uonendod 1UsLIND YoIe 8y} pue ‘/66T-086T 'S9lid UsfeAinbd dIOSD-AISd 8y} Buish suone|nafed sJoyiny :39In0s

89T°0 — ¢6E°0 — 1210 — SE'T — 866T—L66T
T.T°0 — 16€°0 — 6TT0 — 0€'T — L66T—966T
S9T°0 88T°0 G8€°0 ¢LE0 0¢T'0 8600 6C'T 60T 2966T—S66T

— 96T°0 — 8¥€0 — G800 - c0'T 29566 T—V66T
99T°0 60C°0 0.€°0 18€°0 9TT0 0600 9¢'T 70T o766T—€66T
€9T°0 88T°0 S.€°0 06€°0 0TT0 8600 0c'T ST'T 2€66T—C66T
6ST°0 €8T°0 ove0 STE0 00T0 ¢/.0°0 STT 96°0 2C66T-T66T
€9T°0 18T°0 GEE0 9520 L0T°0 €500 6T'T 6.0 166T—066T
99T0 08T0 6€E0 16¢°0 80T°0 1500 [44" 180 066T—686T
99T0 6.T°0 €EE0 6¥C0 ¥0T°0 2S00 8T'T 180 686T—886T
T1ST°0 LLT0 6€E0 €4¢0 L0T°0 1500 0c'T 180 886T—/86T
09T°0 T.T°0 L¥E0 16¢°0 60T°0 2S00 [44" €80 /86T—986T
6ST°0 S/T°0 09€0 09¢0 80T°0 PAS(ON0] 6T'T 180 986T-G86T

— ¢.T0 — 09¢0 — PAS(ON0] — 180 qG86T—¥86T
2910 ¢.T0 ¢8€0 1120 9TT0 1900 [44" 180 ¥86T—€86T
83T°0 €.T°0 6.€°0 020 STT0 6500 [44" 980 €86T—¢86T
0ST0 09T°0 ¢8€0 9620 €¢T0 0900 6C'T 680 ¢86T-186T
o¥T0 99T0 9S€°0 S¥¢0 8TT0 6500 9¢'T 880 186T—086T
o¥T0 8¥T°0 8G€°0 S¥¢0 1¢1°0 6500 8¢'T 880 086T—6.6T
SdO daisd SdO daisd SdO daisd SdO daisd pouad

JeaA-OML
awosu|-607 ul sabueyd 9198 awodu| ur sabueyd
poliad sy} Jo JesA 1sil4 dy) 1o} JO |an[eA aInjosqy uesaiy 2Insea AIGON $40410uS 10 an[eA aInjosqy uesiy
Aurenbauj jo ainsesy (T)19Y.L
ANIIGON [eUOHSOd-UON Ao reuonisod

«(SdD) AanIns uolre|ndod 1ualin) ayl pue (QiSd) sdolweuAg awodu| Jo ApnisS |aued ayl Buisn 66T pPuUe 6/6T WOI} SPOIIad JeSA-OM] SAIINIBSUOD
10} suedlBWy aby-Bunjiop Jo) Alifenbaul swooul JuswuIBAn0D-ald pazifeAlnb3 pue A1IjIGON 8WO0oU| JUSWUIBA0D-31d PazifeAlnb3 [euolliSod-UON pue [euollisod JO Salewis3

¢ d|qeL

63



of the income distribution. In the period 1983 through
1988, non-positional movements in the equivalized post-
government income of Americans were larger than those
of members of former West German households. As can
be seen in the fifth and sixth columns of Table 1, the log
equivalized post-government income of Americans
moved an average of 0.406, as compared to 0.326 for
members of former West German households.

These results show that in the period 1983 through
1988 members of former West German households ex-
perienced smaller movements in equivalized post-gov-
ernment income than Americans. Yet in the same period
members of former West German households experi-
enced larger positional changes than Americans. This
suggests that the distribution of equivalized post-govern-
ment income is narrower among members of former
West German households than it is among Americans.
As can be seen in the eighth and ninth columns of Table
1, this is the case. In the first year of the period (1983),
the Theil(1) coefficient of members of former West Ger-
man households (0.099) is smaller than that of Ameri-
cans (0.157).

Using several measures of mobility, Schluter (1998) ex-
amined the equivalized post-government income mobility
in Germany, Britain, and the United States. When using
positional measures he found greater mobility in Ger-
many, which was due to more positional movement in the
lower portion of the income distribution. He also compared
non-positional movements in the three countries by draw-
ing the distribution of changes in log equivalized post-gov-
ernment income via kernel densities estimation and found
that changes in the United States were larger than those
in Germany.

As can be seen in the other six-year periods presented
in Table 1, these patterns exist until the period 1988
through 1993, when Americans registered unusually large
increases in all three mobility measures and members of
former West German households experienced slight de-
clines in all three measures. Americans moved an aver-
age of 1.66 deciles, as compared to 1.59 for members of
former of West German households. According to the
Shorrocks measure, 17.8 percent of the equivalized post-
government income of Americans was transitory, as com-
pared to 16.5 percent for members of former West Ger-
man households. As for positional movements, log
equivalized post-government income of working-age
Americans moved an average of 0.451, as compared to
0.307 for working- age members of former West German
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households. In the remaining periods, only once did any
of the measures register more mobility for working-age
members of former West German households — mean
absolute value of decile movements in 1989 through
1994,

The change in the relationship between the two popula-
tions coincides with the PSID’s introduction of computer-
assisted interviewer surveys in income year 1992 (survey
year 1993) and a change in the process used to clean in-
come data. In order to investigate changes in income mo-
bility and inequality among Americans in the 1990s, Table
2 duplicates the structure of Table 1 but with results from
the CPS and PSID. However, Table 2 contains results us-
ing equivalized pre-government income and consecutive
two-year intervals.

As can be seen in Table 2, the equivalized pre-govern-
ment income mobility of working-age Americans was in
general higher when using the CPS, but the inequality of
equivalized pre-government income was higher when us-
ing the PSID. The results from both datasets and all three
measures of mobility show an increase in positional and
non-positional mobility in the 1990s. However, the
changes in mobility when using the PSID were much more
dramatic. In 1991-1992 (the first interval to include data
from PSID computer-assisted interviews), the PSID re-
sults show a very large increase in positional and non-
positional mobility, while the CPS results show slight de-
creases in positional mobility and a slight increase in non-
positional mobility. Keep in mind that the PSID income
data for survey years 1994,1995,1996, and 1997 are from
early release files. The PSID staff is working on cleaning
these files. The release of new income files is slated for
September 2000.

6. Conclusions

The results from two different classes of income mobil-
ity measures confirms that, until the 1990s, positional in-
come mobility was higher among members of former West
German households than among Americans, which is
counter to conventional beliefs about the two countries.
However, in line with conventional beliefs, non-positional
income mobility was higher among Americans than
among former West German households. In the 1990s,
income mobility among Americans appears to increase
when using either the CPS or PSID; however, more work
is needed to insure the validity of this finding.
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