
Review of Income and Wealth 
Series 46, Number 1, March 2000 

INCOME INEQUALITY IN GERMANY DURING THE 

1980s AND 1990s 

University of Heidelberg 

TL'.. - 
I I I I ~  paper estimates a variety of ineqiiality measares for three sub-samples of the German population 
using cross-sectional data on equivalent income from the German Socio-Economic Panel (GSOEP). 
The sub-populations under consideration are residents of West Germany including foreigners for the 
years 1984 to 1996, residents of East Germany for the years 1990 to 1996 and a comprehensive 
German population for the years 1990 to 1996. Bootstrap methods are applied to test whether changes 
in inequality are statistically significant. In order to account for panel attrition and over-sampling, 
sample weights are incorporated into the estimation procedure. The empirical results confirm the 
relative stability of the West German income distribution. While income inequality in West Germany 
has generally not altered in an economically relevant way over the period 1985 to 1996, inequality in 
East Germany has increased after reunification. Despite this increase, inequality remains substantially 
higher in the western part of the country. Convergence of eastern mean income to the western level 
generally overcompensated the rise in inequality in East Germany, so that the level of inequality in 
unified Germany is lower in 1996 than in 1990. 

Distributional issues have experienced a renaissance in recent years, 
especially as a consequence of the discussion on the increase of earnings inequality 
in the United States [for a survey, see Levy, Murnane (1992)l. While earnings 
inequality or wage inequality may be interesting for its own sake, e.g. when study- 
ing changing conditions on the labor market, it does not tell the whole story, if 
one is interested in the distribution of individual welfare in a population. 

This is particularly true of European countries, where the income distribution 
is affected by state interventions to a much greater extent than in the United 
States. It is generally accepted that a good method to study the distribution of 
welfare across individuals is to consider the distribution of equivalent income. 
This approach can account for two important facts in the distribution of income, 
namely that income is shared in households and that this sharing of resources 
generates economies of scale. 

In a recent study for the OECD, Atkinson, Rainwater, Smeeding (1995) take 
equivalent income as a basis to examine, among other aspects, the evolution of 
income inequality in OECD countries. Their results suggest that income 
inequality has considerably increased in some countries, especially in the United 
States and Great Britain, while it remained nearly constant in other countries, 
e.g. in Canada and France. For Germany, Atkinson, Rainwater, Smeeding (1995) 
only present an inequality estimate for the year 1984. 

Note: I would like to thank Christoph M. Schmidt, Ralph Wiirthwein, Joachim Frick, Christian 
Schluter, an anonymous referee and participants of the Third International GSOEP-Users Conference 
for many helpful comments and suggestions. The remaining errors are my own. 



The aim of this paper is to study in detail the evolution of inequality in 
three sub-populations of Germany, namely residents of West Germany including 
foreigners, residents of East Germany and a comprehensive German population, 
using cross-sectional data from the German Socio-Economic Panel (GSOEP). 
Moreover, the so-called immigrant sample of the GSOEP is used to investigate 
whether recent immigration has increased inequality or not. 

Related studies are that of Burkhauser, Crews, Daly (1997), Schwarze (1996), 
Bedau, Frick, Krause, Wagner (1996) and Becker, Hauser (1997). Burkhauser, 
Crews, Daly (1997), examine how the income distribution of working-age house- 
holds evolves over the business-cycle of the 1980s using 90110-percentile ratios 
and kernel density estimates. Unfortunately, their comparisons only comprise the 
trough year 1984 and the peak year 1991 so that long-term conclusions on the 
trend of inequality might be affected by the state of the business-cycle. 

Schwarze (1996) decomposes inequality levels and trends for the years 1990 
to 1992 into eastern and western components in order to determine the effect of 
the massive public transfers from West to East in the post-reunification period. 
Bedau, Frick, Krause, Wagner (1996) relate inequality in the immigrant popu- 
lation to that of the German population as a whole. They conclude that income 
inequality is not substantially enhanced by immigration. The study that is most 
similar to the present one is that of Becker, Hauser (1997). Their book examines, 
among many other things, income inequality for various years from 1962 to 1995 
using data from the Statistisches Bundesamt and the GSOEP. 

From a statistical point of view, these studies suffer from two weaknesses. 
The first one is that they use unweighted data to compute inequality indices [an 
exception is Becker, Hauser (1997)l. In the following, sample weights will be 
incorporated into the estimation procedure of the different inequality measures. 
This also allows me to take account of the group of foreigners in an adequate 
way, a group which amounts to about ten percent of the West German population 
and the well-being of which might substantially influence the picture of inequality 
in Germany. Foreigners were grossly over-sampled in the GSOEP to ensure a 
sufficient sample size for a separate analysis. 

This paper also considers another statistical aspect of the estimation of the 
different inequality indices, which seems to be particularly important when the 
dynamics of a notoriously stable income distribution like the German one is under 
consideration. To assess the variability of the inequality estimates, bootstrap con- 
fidence intervals and bootstrap standard errors are calculated. To the knowledge 
of the author, this paper is also the first one to present inequality estimates for a 
longer period-the first seven years-for reunified Germany. 

The rest of the paper is organized as follows. Section 2 presents the data, 
while Section 3 introduces the employed inequality indices and the statistical 
methods. In Section 4, the empirical results for the respective sub-populations are 
discussed. Section 5 concludes. Some numerical results appear in the Appendix, 
all other numbers are available from the author on request. 

This paper uses cross-sectional data from the GSOEP [for an introduction 
to the GSOEP, see Burkhauser, Kreyenfeld, Wagner (1997)l. Four kinds of 



samples will be considered. The first sample with thirteen cross-sections ranging 
from 1984 to 1996 is that of the West German population. It includes foreigners 
living in West Germany who mainly represent the so-called guest-workers and 
their families. 

In the GSOEP, foreigners have a sampling probability four times as high as 
that of non-foreigners in order to allow separate analyses of this socio-economic 
sub-population. This fact has to be taken into account by using the appropriate 
sample weights delivered with the GSOEP. These sample weights are estimates of 
the reciprocal inclusion probabilities. For details, see DIW (1997, Chap. 5). 

Cross-sections of the East German population are not available until 1990, 
the year of reunification. For East Germany, seven cross-sections ranging from 
1990 to 1996 will be examined. As a consequence of the longitudinal design of 
the GSOEP, its cross-sections may lose representativeness over time, due to the 
fact that persons immigrating into the population have zero sampling probability. 
In order to solve this problem, the so-called immigrant sample of the GSOEP 
was created in 199411995, This third sample consists of households with persons 
who have immigrated to West Germany after 1984. Two cross-sections of this 
sample are available for the years 1995 and 1996. 

The fourth sample is that of a comprehensive German population including 
all individuals who belong to either of the first three samples. This last sample 
consists of seven cross-sections, ranging from 1990 to 1996. The only group of 
individuals that is not covered by these samples is the institutionalized residents. 

Following a generally accepted methodology, the concept of equivalent 
income will serve as a substitute for personal income, which is unobservable. 
Equivalent income y is calculated as follows. In a first step, household income h 
is adjusted for by household type 0 using an equivalence scale e(0) .  This adjusted 
household income y = h l e ( 8 )  is then attributed to every member of the given 
household, which implies that income is distributed equally within households. 

In this paper, the monthly net household income variable in the GSOEP 
serves as the basis for all income calculations. The GSOEP net household income 
definition includes the income of all household members inclusive of transfers 
and exclusive of taxes and social security contributions. The choice of this vari- 
able-which is a direct answer to a survey question-has the disadvantage that 
respondents may be less precise when answering this question. However, a yearly 
income measure would be very tedious to construct and would lead to much more 
missing observations. Moreover, the choice of monthly income reduces the chance 
of household composition changes since the interview period. The remaining few 
observations with zero or negative net household income were deleted from the 
sample. Household income is reported in prices of the respective year, except for 
the comprehensive sample, where East German incomes were adjusted upward to 
account for the higher purchasing power of the West German currency in the 
East, especially in the first years following reunification. The choice of nominal 
income for individual sub-samples is unproblematic, since all of the employed 
inequality indices are invariant with respect to changes in the price level. 

In order to see whether empirical results depend qualitatively on the specific 
choice of the equivalence scale, two alternative scales are employed. The first scale 
has bcen repeatedly used by the Federal Statistical Office of Germany [compare 
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for example Statistisches Bundesamt (1997)l. According to this scale, the house- 
hold head gets a weight of 1, whereas any other member of the same household 
gets a weight of 0.7, if 15 years or older and a weight of 0.5 otherwise. As an 
alternative, the so-called OECD-scale is used, which deflates household income 
by the square root of household size. The economies of scale implied by this scale 
are very large. For this reason, the exposition will concentrate on the results 
implied by the scale of the Statistisches Bundesamt. 

As mentioned before, the cross-sections of a panel may lose representa- 
tiveness with respect to the target population due to several reasons. That individ- 
uals immigrating into the population have no chance to get into the sample is 
o d y  one reason. Other reasons are non-response, panel-attrition and deliberate 
over-sampling. (See DIW, 1997, Chap. 5.) While omitting immigrants and panel 
attrition only have a gradual effect, non-response and over-sampling directly 
influence the composition of the panel from the first wave on. 

These systematic biases in the selection of the sample may lead to biased 
estimates of the distribution of population characteristics and result in misleading 
conclusions. Estimation and inference for inequality indices has therefore taken 
into consideration differences in sample selection probabilities. 

The strategy used here is to estimate in a first step the population distribution 
of equivalent personal income F by  using the different inclusion probabilities. In 
a second step, this estimated distribution F is employed to calculate the respective 
inequality measures. For the following and for alternative modelling strategies in 
inequality measurement from sample surveys, see Nyggrd, Sandstrom (1989). 

Let U denote the target population of size N and let sc U be a random 
sample of size n. Then P ( i ~ s )  represents the inclusion probability of individual i 
in the sample. Estimates of inclusion probabilities are delivered with the GSOEP. 

with N = Cs l / P ( i ~  s) and 1 { . ) the indicator function. 
In the following, a variety of inequality indices will be estimated. The reason 

for using many alternative measures is to ensure that observed trends in inequality 
do not depend on the inequality measure chosen. An inequality measure is a 
functional f (F) of the population distribution fullction F. [For a general dis- 
cussion of inequality measures and their properties, see Cowell (1995, 1998).] The 
measures considered in this paper are the Gini coefficient, the Theil measure, the 
coefficient of variation, the Atkinson index for inequality aversion parameter 
E E  {0.5,2), the logarithmic variance and the second Theil measure, the mean 
logarithmic deviation. They are defined as 



logvar(F) = I[ log (-x)]~ dF(x),  
p (F) /  _I 

mld(F) = -1 log (L) dF(x),  
P ( F )  

where p ( F )  denotes the mean of F 

In some cases, the income shares 

q~ (0.2, 0.4, 0.6, 0.8, 1 } of the quintiles 

will also be considered. Note that Q(F, 0.5) = median(F) is the median of the 
distribution. 

The estimate F of F can then be used to calculate point estimates of the 
various inequality measures Y ( F )  by replacing F by F in the above formulas. It 
is often overlooked in applied studies that calculating inequality measures Y (a 
for a sample population produces only a point estimate for inequality in the 
population distribution Y (F) .  This point estimate does not take into account the 
sampling variability inherent in random sampling. A way to determine this sam- 
pling error is by the method of bootstrapping. For a discussion of the bootstrap 
approach, see Efron (1982) and Ha11 (1992). 

In the context of inequality measurement, bootstrapping was applied by 
Mills, Zandvakili (1997). In thc present study, percentile confidence intervals are 
calculated on the basis of the bootstrap [compare Hall (1994, p. 2,348)]. This kind 
of confidence interval [ Y F) - t ,  F )  + t] satisfies the equation 

The bootstrap procedure is based on a so-called resample. For this purpose, 
an artificial sample of incomes ( y : ,  yz,  . . . , yz )  is drawn from the sample distri- 
bution function F. This artificial sample has the empirical distribution function 



F*( y )  = n-'#{iIy,* 5 y }  and can be used to calculate the different inequality meas- 
ures r (F*). The bootstrap approach estimates t in the population equation (12) 
by f which solves the sample equation 

(13) P ( P ( F * )  -t"I P ( F )  I Y ( F * ) +  f lF)  = 0.95 

The sample equation (13) is just the population equation with F and F replaced 
by F and F*. 

In the present context, (13) cannot be solved analytically, so that one has to 
resort to Monte-Carlo simulation. Since (13) is equivalent to 

given F, repeated resamples F t ,  b = 1 ,  . . . , B are used to empirically determine the 
distribution of I p ( F )  - Y (P)l. Here, B denotes the number of Monte-Carlo rep- 
etitions. In Section 4, B was set to 1,000. The confidence interval is asymptotically 
valid. in the sense that 

as n + ~  [see Ha11 (1994, p. 2,366)]. 

This confidence interval [ Y ( F )  - f ;  Y ( F )  + f ]  can then be used for hypothesis 
testing. Since (1 5) or 

is equivalent to 

given that Ho: P ( F )  = P o  is true, Ho is rejected, if P ,, is not contained in the 
confidence interval. 

In Section 4 it will be necessary to test whether inequality in one period 
f (F,,) differs from inequality in another period Y(F12). To this endAa bootstrap 

confidence interval ( I  5) will be computed for the difference 5'= Y (F,,) - v (F,,). 
The change in inequality '1 will be said to be statistically significant if zero is not 
contained in this confidence interval. The distribution of '/ will be simulated as 
above, but now by drawing independently from F,, and F ~ , .  

In the context of the longitudinal design of the GSOEP, this may seem prob- 
lematic since the draws F ~ ,  and F,, from F,, and FI, are not really independent 
[compare the discussion in Mills, Zandvakili 1997)l. The problem does not arise, 
if measures are compared across independent subpopulations such as West Ger- 
many and East Germany. 

Bootstrap standard errors 

(I8) ~ t d h o o t (  (F)I2 = varbout( (F ) )  

were also calculated, but will not be reported in detail. 



In order to reduce computational costs, the bootstrap test was only used for 
long-term comparisons and comparisons of different subpopulations. An alterna- 
tive test was applied for the year-to-year comparisons. This test makes use of 
asymptotic normality, which was proved for most of the distribution measures 
[compare Cowell (1989), Thistle (1990) and Nygiird, Sandstrom (1989)l. The test 

statistic under H,: 9 (F, ,)  = Y (F,,) is 

where cov( i' (FJ ,  Y (F,,)) is set to zero in analogy to the bootstrap test, where the 
resampbg from different time periods was independent. The variances 
vau( P (F,,)) and vau( ,@ (F,,)) are estimated by ( 1  8). 

The test statistic (19) shows that statistical significance is understated in this 
test and the corresponding bootstrap procedure if 9 (F,,) and (F,,) are positively 
correlated. This makes it necessary to modify the rejection rule. A rejection of 
the null hypothesis carries over, but a non-rejection is now uninformative [com- 
pare Schluter (1998) for a similar situation]. 

This section presents empirical results for every sub-population as well as 
comparisons between the different sub-populations. More specifically, inequality 
will be examined to see whether it has significantly changed from one year to 
another and over the relevant period of the respective sample. For the latter 
question, it is important to take account of a possible dependence of inequality 
on the state of the business cycle. Figure 1 shows growth rates of GDP for West 
Germany from 1980 to 1996 and for East Germany from 1991 to 1996. (Exact 
numbers are given in the Appendix.) 

With respect to West Germany, this figure suggests a comparison of the years 
1985 and 1996, as both follow a recession with a lag of three years. Since it is 
rather difficult to identify any business cycle in the East German case, inequality 
in 1996 will be compared to that in 1990. 

4.1. West German Sumple 

Figures 2 and 3 present the estimates i' (F) of the diverse inequality measures for 
the West German sample. In most cases, the direction of change and its statistical 
significance is independent of the chosen index. All measures note a significant 
decrease in inequality from 1984 to 1985. 

From 1984 to 1985, the Atkinson index with high inequality aversion param- 
eter E =  2, which puts more weight on individuals with low income shows a 





Year 

Figure 3. Inequality Indices for West Germany 

(Source: GSOEP, own calculations) 

particularly sharp drop in inequality. This suggests that the overall drop in 
inequality was caused by an improving relative welfare position of poor individ- 
uals. However, in view of the results in Pannenberg, Rendtel (1996), this might 
be due to measurement error since 1984 was the only year where attrition was 
significantly biased towards very low income receivers. 

From 1990 to 1991, inequality once again dropped significantly for all meas- 
ures except the Gini coefficient and the logarithmic variance. Between 1992 and 
1993 however, the Gini coefficient, the Atkinson index with E = 2, the logarithmic 
variance and the mean logarithmic deviation increased significantly. The same is 
true between 1994 and 1995 for the Gini coefficient, the Theil measure, the coef- 
ficient of variation and the Atkinson index with low inequality aversion parameter 
E = 0.5. This development is reversed by a significant decrease of all measures 
from 1995 to 1996. 

To sum up the year-to-year changes, one can say that the development of 
inequality in the period under consideration was characterized by a slight drop 
in the mid 1980s and a kind of hump in the period 1991 to 1996, but generally 
remained very stable over the whole period. While this evidence does not directly 
correspond to any development of the business cycle, the latter hump might have 
something to do with the so-called reunification boom, in which the West German 
economy was confronted with considerable extra demand from the eastern part 
of Germany. 

The year-to-year development is confirmed by the direct comparison between 
1985 and 1996. All measures show a decrease, which is statistically significant 
only for the logarithmic variance, the mean logarithmic deviation and the Atkin- 
son index with high inequality aversion parameter E = 2. 



It is very difficult to assess whether this long-term drop has any political or 
economic relevance [compare the discussion in Cowell (1995, p. 132)l. A convinc- 
ing method to assess the economic significance of a change in inequality is only 
available for the Gini coefficient. The method was proposed by Blackburn, 1989, 
and makes use of the relation Gini(F') - Gini(F) = k/2y (F), where F" is the distri- 
bution that results if a lump sum tax of k is imposed on the poorest 50 percent 
of the population in order to finance a transfer of the same amount to every 
individual belonging to the richest 50 percent. 

With respect to the comparison between 1996 and 1985, this means that 1.3 
percent of the mean income in 1996, i.e. 27 deutschmarks, would have to be 
redistributed from every person with income lower than the n~edian(R,~~,) to every 
individual with income higher than the median in oider to reach the higher level 
of inequality in 1985 ~ i n i ( ~ , & .  This, of course, does not amount to a major 
redistribution. 

In comparison to this long-term development, the drop in inequality from 
1995 to 1996 would correspond to a redistribution of 3.6 percent of the mean 
income in 1996, i.e. 75 deutschmarks, from every individual above the median to 
every individual below the median. This might already be considered as a percep- 
tible change in inequality. 

In order to get an impression of the shape of the distribution, weighted kernel 
density estimates of the distribution of normalized income--i.e. equivalent income 
normalized by mean income -for both 1985 and 1996 are given in Figure 4. One 
can see that the shape of the distribution has not altered dramatically, but that 
its mode at about three-quarters of mean income has become more marked 
resulting in a slightly lower level of inequality. 

A ---- L- - 

1 - -r ---- 7- - 
0 1 2 3 4 5 

Normalized Income 

Flgure 4 Dens~ty of Income Normalized by Mean, West Germany 

(Source: GSOEP, own calculations) 
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4.2. East German Sample 

Figures 5 and 6 present the evolution of inequality indices over the period 
1990 to 1996. All indices note significant increases from 1990 to 1991 and from 
1992 to 1993. However, the peak of this development seems to be passed in 1995, 
where inequality falls significantly for all measures. 

Coefficient of Variation Y' 

Year 

Figure 5. Inequality Indices for East Germany 

(Source: GSOEP, own calculations) 

While the overall development with a kind of hump in the first half of the 1990s 
is very similar to that in the West German data, the hump in the Eastern part seems 
to be considerably more marked. This could be explained by the aforementioned 
reunification boom. This boom brought extra profits for West German entrep- 
reneurs entering the East German market as well as quick income increases for 
the few East Germans who could cope with the conditions of a market economy. 

The results in Burda, Schmidt (1997) show that the observed patterns of 
inequality are unlikely to be explained by the development of wages alone, as the 
period of rapid wage growth ended in 1992. Other explanations should identify 
developments affecting both parts of Germany, but with stronger effects on the 
economy in transition. 

The long-term comparison 1990 to 1996 shows, that this still amounts to a 
significant increase in inequality for all measures. This is consistent with the evol- 
ution of the income shares in Figure 7. For the long term, this figure shows a 
significant increase of the top share S(F; 1) at the expense of S(F; 0.8) and the 
lowest share S(F; 0.2). Most of the redistribution seems to have happened in the 
upper part of the distribution. 

Judged by the Gini coefficient, the increase from 1990 to 1996 would corre- 
spond to a redistribution of 3.8 percent of the mean income in 1996, i.e. 63 





Normalized Income 

Figure 8. Density of Income Normalized by Mean, East Germany 

(Source: GSOEP, own calculations) 

deutschmarks from each individual of the poorer 50 percent to each individual 
of the richer 50 percent of the East German population. This change can be 
considered as economically quite significant. 

Figure 8 presents the density estimates for years 1990 and 1996. Note that 
the tails of the distribution have become fatter. This apparent widening of the 
distribution is consistent with the noted increase in inequality. 

4.3. Comprehensive Sample 

The comprehensive sample for Germany consists of seven cross-sections 
ranging from 1990 to 1996. It comprises individuals from West and East Germany 
and-from 1995 on-recent immigrants. The inclusion of the latter leads to a 
slight structural break in 1995, which is acceptable in view of the higher represen- 
tativeness of the sample. Another important point is that prices in East and West 
differed substantially in the first years after reunification [compare Hauser (1992)l. 
To account for this difference in purchasing power, East German incomes were 
adjusted upward by using the estimates in Krause (1994), for 1990 to 1994. 
According to these estimates, nominal income is multiplied by 1.433 in 1990, 
1 .Xi6 in 1991, 1.178 in 1992, 1.127 in 1993 and 1.124 in 1994. These factors were 
extrapolated for 1995 and 1996 assuming that their difference to one declines 
exponentially. The resulting numbers are 1 .O75 for 1995 and 1 .O54 for 1996. 

Figures 9 and 10 show the development of inequality indices for this compre- 
hensive sample. From 1990 to 1991 all measures except the Gini coefficient, the 
Atkinson index with r = 2 and the logarithmic variance decreased significantly. 
In the following years, inequality gradually rises again, but these changes do not 





seem to be statistically significant until 1995. From 1994 to 1995 all indices 
increased significantly. Part of this increase can be explained by the inclusion of 
recent immigrants from 1995, but there remains a weaker but significant increase 
if immigrants are excluded. However, from 1995 to 1996, the development is more 
than reversed by a statistically significant drop. In sum, inequality in reunified 
Germany first fell in the first two years after reunification, gradually increased 
afterwards, and decreased again in 1996. 

This seems to be the result of two countervailing tendencies. On the one 
hand, the rise in inequality in East Germany ceteris paribus increases overall 
inequality. On the other hand, the convergence of eastern mean income to its 
westerr, c~ur,te:part reduces inec;ua!ity belween the two n a r t ~  Y L b u  thcs  so redwino D 
overall inequality. In the long term 1990 to 1996, there remains a slight but stat- 
istically significant drop, which is comparable to a redistribution of 1.4 percent 
of 1996 mean income (in the comprehensive population) from the richer half to 
the poorer one. The comparison of the two distributions in Figure 11 reveals that 
the new densitv of 1996 is more centered. i.e. less uneaual. 

7- -- 7 -- - 
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Normalized Income 

F~gure 11 Denslty of Income Normahzed by Mean, Unlhed Germany 

(Source GSOEP, own calculat~ons) 

4.4. Comparison of Sub-Populations 

The next step is to compare the measures of certain sub-populations. With 
respect to inequality, all measures are significantly lower in East Germany than 
in West Germany. To assess what this means economically, the Gini criterion can 
be used. According to that calculation, 11.1 percent of western mean income, i.e. 
231 deutschmarks, would have to be taken from every individual belonging to 
the western population with income higher than the median in order to give the 
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same amount to every individual in the same population with income below the 
median to reach the same level of inequality as in East Germany. This is a percep- 
tible difference indeed. 

Figure 12 sums up the differences between the three samples using weighted 
kernel density estimates. Thc distribution of the West German and the compre- 
hensive sample are considerably more skewed than that of the East German 
sample, resulting in less inequality for the latter. Density and inequality of the 
West German sample differ only slightly from those of the comprehensive sample. 
The inclusion of the sample of recent immigrants into the West German or the 
comprehensive sample of 1996 increases inequality only very slightly, which can 
he interpreted as evidence for the hypothesis that immigration does not enhnce  
inequality substantially [compare Bedau, Frick, Krause (1996) for a similar com- 
parison for 19951. 

, L- I - -  - - - L 

7- - -7 ---- 1 - --7 
0 1 2 3 4 5 

Normalized Income 
Flgure 12. Densities of Normallzed Income for 1996 

(Source GSOEP, own calculations) 

The main results of this paper are the following. Inequality in the distribution 
of equivalent income in West Germany slightly fell over the period 1985 to 1996, 
but was generally very stable. The long-term decrease in inequality was not econ- 
omically or statistically significant, however. In East Germany, inequality has 
significantly increased over the period 1990 to 1996. This rise in inequality can be 
compared to a redistribution of about 4 percent of mean income from every 
individual below the median to every individual above the median. Despite this 
increase, inequality still remains substantially lower in the eastern part of the 
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country. It has to be noted that the higher level of inequality in West Germany 
is accompanied by a still considerably higher average income. The development 
of income inequality in unified Germany is the result of two countervailing tend- 
encies. On the one hand, the noted increase in inequality in the East also increased 
ceteris paribus inequality in the overall population. On the other hand, conver- 
gence of eastern mean incomes to the western level, led to a reduction in overall 
inequality. This tendency seems to be stronger in the long term 1990 to 1996. The 
induced drop in inequality is statistically significant but seems to be rather negli- 
gible from an economic standpoint. 

Finally, all findings are generally independent of the employed equivalence 
sca!e. Hswever, the s!ight fa!! ir, ir,eqAitji ir, West Gerrnazjr becomes more 
marked when the OECD-scale instead of the scale of the Statistisches Bundesamt 
is used, whereas the rise in inequality in the Eastern part loses statistical signifi- 
cance when the first of the two scales is used. 

TABLE 1 

W ~ s r  GERMANY, EQUIVALENCE SCALE OF THE STATISTTSCHF s BUNDESAMT 

Year Mean Gin1 The11 CV Atkmson (0 5) 

Year Atkinson (2.0) Log. Variance MLD Observations Growth GDP 

Source: GSOEP, Statistisches Bundesamt, own calculations 
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TABLE 2 

EAST GERMANY, EQUIVALENCE SCALE OF THE STATISTISCHES BUNDESAMT 

Year Mean 

. . 
year S(i .Oj Gini T'neii 2\; Aikinaon (0.5) 

Year Atkinson (2.0) Log Variance MLD Observations Growth GDP 

Source: GSOEP, Statistisches Bundesamt, own calculalions. 

TABLE 3 

UNIFIED GERMANY, EQUIVALENCE SCALE OF THE STATISTISCHES BUNDESAMT 

Year Mean Gini Theil CV Atkinson (0.5) 

Year Atkinson (2.0) 

0.199633 
0.193934 
0.190282 
0.205952 
0.201615 
0.211658 
0.192561 

Log Variance 

0.228263 
0.223096 
0.218361 
0.234013 
0.232104 
0.246213 
0.220335 

MLD 

0.1 13358 
0.10741 1 
0.105973 
0.111359 
0.112197 
0.124048 
0.107257 

Observations 

Source: GSOEP, Statistisches Bundesamt, own calculations. 
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