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Chapter 4

The Impact of F orelgners
on the Public Purse’

Ralf Ulrich

1. Introduction .

; Most West European countries have experienced high immigration and
. growing ratios of foreign-born residents among their populations in the
. lastdecades. Opinion polls and a growing record of violent attacks against
. foreigners indicate increasing hostility and resentment against foreign-
born residents (see for Germany: Wiegand, 1992). There are various
reasons’ for the resistance to accept immigrants. Resentment- against
forelgners Is sometimes rational, sometimes purely irrational.

. The.negative assessment of immigration is especially fuelled by wide-
spread fears that immigrants adversely affect the economic welfare of the
1rrd1genous population. Potential redistribution by way of public finances
is an important subject in the public debate on immigration policy. In some
European countries, transfers from the welfare state constitute a relevant
share of GDP. The relevance of the redistribution argument is also
reflected in opinion polls. In a representative inquiry in 1982, German
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citizens were asked about their perceptions of foreigners. When asked ‘Is
it true that foreigners with many children often come to Germany only
because of the high subsidies for children?’ 76% answered ‘Yes’.
(Wiegand, 1984, p.13) There are few scientific inquiries trying to verify
these perceptions.

This chapter deals with the direct impact of immigration on public
revenues and expenditure in Germany. Firstly, previous approaches to this
problem are examined. Secondly, methodological aspects of the question
are discussed. Thirdly, micro-data from the German Socio-economic

Panel (SOEP) are used to make an estimate for 1984 and to identify
important determinants. It is shown how the demographic and economic
characteristics of immigrants determine their effect on public finances.
Immigrants’ features are specific in different host countries and thcy may
change over time. In a final section, the impact of foreigners on Germany’s
public purse is analyscd in a dynamic view, using available macro-data.
The paper comes-to the conclusion that labour mlgrants have been, and
are still an asset for the- pubhc purse in Germany However, this might
change in the future if certain trends continue. -

2. Previous studies of the subject

Several studies on the impact of immigrants on the public purse are
available for the US. In a recent article, Rothman and Espenshade review
17 articles on this subject. (Rothman/Espenshade, 1992)

An influential contribution has for instance been made by Julian Simon
(1977). He used micro-data from the 1976 Survey of Income and Educa-
tion (SIE) to estimate tax payments and the use of social services for
natives and immigrants in the US. He looked at the household level, since
some transfer payments are addressed to the household rather than the
individual. Simon included all natives in one group. He divided.the
immigrants into several groups according to the year of their arrival in the
US and excluded those families from the analysis who immigrated before
1950, because they ‘... must now be seen as part of an ongoing system’
(Simon, 1984, ‘p. 59). However, these families made up about half of ali
immigrant families. If they entered the US before 1950 it is obvious that
they represent mainly the older age groups among the immigrants. Simon
hence compares one group of natives representing all age groups with
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several groups of immigrants together representing only the younger
proport:on of immigrants.. ‘

. Data on important transfer payments was included in the SIE sample,
as well as income data: Simon roughly estimated the: tax payments of
various groups by multiplying their income with a ‘mean’ tax rate of 29%.
The effects of progressive taxation are therefore excluded. According to
the SIE data, the income of immigrants grew with the length of their stay
in the US.

Immigrants who had been in the US longer than four years and less
than 25 had a higher income than the native average. The cohorts that
Simon excluded from the analysis had an average income below the
average of natives. This is not surprising, since a significant proportion
of native families were of pensionable age. [According to Simon’s results,
the use of transfer payments by immigrants grows with the length of their
stay in the US. The highest transfer payments were received by families
who came to the US before 1950.) : :

- Julian Simon’s analysis concludes that immigrants oontnbutc more to
the public purse than they take from it. However, this result is only valid
for the younger half of the immigrants that came to the US after 1950,
This result was effectively determined by the question Simon asked. If he
considered on the immigrant side only the younger half of the population
while including the older half on the native side (with their lower tax
payments and higher use of transfer payments) no calculations were
necessary to predict the result. This could be avoided by controlling for
age. . : _ e . :
Francine Blau (1984) used the same data set as Simon to compare
transfer payments of immigrants and natives in the US. Blau differentiates
between welfare payments and social insurance payments. The first are
financed by tax payments, the second by fees. These two categories are
also different in terms of eligibility requirements. Blau calculates the
average use of transfer payments for all immigrants. In this analysis the
average transfers reccived by immigrant households are found 1o be
higher than those received by native households. Immigrant households
with a male head received 50% more transfer payments than native
households with'a male head In the case of houscholds headed by females
the dlfference is not that Iarge but comparable
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Blau indicates that these differences were mainly determined by dif-
ferences in the age structure of immigrants and natives. Within the same
age groups, immigrants received less transfer payments than natives. Blau
explains the high proportien of older immigrants by reference to the
restrictive immigration policy of the United States during the 1920s.

The analysis by Ather Akbari (1989) for Canada is in line with Simon’s
method. Akbari uses data from the 1981 census. He shows that the income
and the corresponding tax payments of immigrants grow with the duration
of their stay in Canada. The average tax payments of all immigrants are
higher. than those of natives. On the other hand, on average immigrants
use more transfer payments than natives, The net balance of both factors,
tax and transfer payments, is stightly positive. This means that immigrants
in Canada pay more in taxes than they receive in transfer payments.

Although Germany has a substantial foreign population of about six
million, few studies of their impact on the public purse are available.
Miegel (1984) and Wehrmann (1989) analysed this subject by use of
macro-data and indirect estimates. They came to the result that, today,
foreigners take more from the public treasury than they give. But in some
areas their conclusions are too shortcut. They used the difference in
unemployment rates between natives and foreigners to draw direct con-
clusions about reliance on unemployment benefits. A later section of this
chapter shows that this is not justified.

Gieseck/Heilemann/von Loeffetholz (1993) deal w1th the subject in a
broader study on economic consequences of immigration to Germany.
They used macro-data to make some rough estimates of additional tax
revenues and expenditure due to immigration. Their main result is that
foreigners have a positive impact on the public purse. In their calculations
they implicitly assumed that foreigners have the same average income,
labour force participation and unemployment rate as Germans. This is
obviously not the case. The impact of immigrants due to their specific
position in the German labour market is therefore excluded.

3. Method of Analysis

The approach suggested in the following section is based on the above
mentioned studies. Obviously the analysis of macro-data has to be sup-
ported by the use of micro-data. This will allow a deeper insight into the
differences between natives and foreigners with regard to tax payments
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and fees on one hand and the use of transfer payments and the eonsump-
tion of publicly financed goods on the other. Studies for the US and
elsewhere have shown the advantages of this approach. This has not been
done so far for Germany. Ideally, we would like to have a set of micro-data
available for a longer time period to see. things in development. The
German Socio-Economic Panel seems to be such a data set. As will be
shown later, this does not apply to a significant comparison over time for
this specific question. Therefore the SOEP data are used for a detailed
analysis for one year only. This analysis will identify major determinants
like age structure, labour force participation; unemployment rate etc., and
their impact. Once the impact of these factors has been shown with
micro-data, it is easier to make mdlrect estimates for a period of time based
on macro-data.

Several problems in methodoiogy and data avallablilty have to be
discussed in advance. _

An important determinant of the impact of immigration are legal
regulations on the immigrants’ entitlement to welfare transfers, on their
contributions to the social security system and on their tax payments.
Conceming these regulations _there are three groups of immigrants in
Germany.

[ Asylum seekers: A legal decision on their application can take years,

In the past, asylum seekers’ access to the German labour market has

. been delayed for several years. Since July 1991, however, asylum

seekers have been able to enter the labour market without any delay.

In practice their labour force participation rate is very low. They are

entitled to certain social welfare benefits, which are the basic source

of their subsistence. Applicants for political asylum are clearly a

burden on the public purse, since they generally do not pay taxes or
- fees. -

(3 Labour migrants: They current]y constitute a foreign population of
more than five million people. Foreign workers are generally entitled
to most of the social services which are available for Germans. On

the other hand, they pay taxes and social security fees like German
citizens. The impact of this large group on public finances can only
be evaluated by empirical estimates. The following part of this paper
mainly concentrates on this group.
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O Ethnic Germans from Eastern Europe (Aussiedler): They are German
citizens and have the same rights and obligations as German ‘natives’

. after their arrival. This group is supported in their economic integra-
tion by substantial transfers: Gieseck/Heilemann/von Loeffelholz
estimate 6 billion DM in 1992 for the Aussiedler who migrated
between 1988 to 1992 (1993, p. 37). Aussiedler are statistically almost
invisible a few months after their arrival. Today they are not covered
as‘a ‘stock’ by official statistics, only as a ‘flow” when they arrive.
There are very few micro-data sets available on Aussiedler. That is
why the impact of this group of immigrants could not be included in
this paper.

Direct and indirect effects have to be distinguished when evaluating the
impact of immigrants on the public purse. There are many indirect effects
resulting from the impact on overall economic growth, the dynamics of
wages and profits in the given tax system, etc. There may be scale effects
for certain areas of the public sector. Some government expenditure is
strongly linked to the size of the population and is therefore elastic to
immigration. Other categories of expenditure are independent from the
size of population, like defence expenditure, science, external relations,
development aid etc. For these services there is no dilution effect. These
items amount to one third of the central government budget in Germany.
Once immigrants pay taxes, these services become cheaper for the na-
tives. Several other ways may be identified in which immigration indi-
rectly influences the public purse. But some of these indirect effects are
very speculative and it is nearly impossible to estimate how far they reach.
This paper concentrates on the direct impact of foreigners on the public
purse in Germany.

For most of the indirect effects, the actual number of immigrants is
relevant. For the direct effects it is more the quality of immigrants, their
age structure, labour force participation, unemployment rate, income
level, ete. If i immigrants were totally like the natlves, their direct impact
on publtc expenditure and revenue would be minor.

The demographic and economic structure of immigrants is specific to
each host country. It is influenced by push and puil factors that determine
the migration stream and by its temporary or permanent character. Mi-
grants are not the ‘average’ citizen of their countries of origin. The push
and pull factors result in a selection and self-selection of migrants. So we
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should not expect the same effects of immigration in all countries or at
any time in history. - S : :

An important aspect is the tlme scale for an evaluatlon Usually the
balance of the public purse is seen as the outcome of revenue and
expenditure, i.e. in terms of flows. 2The view. on current flows is relevant
for all areas where contributions and use or entitlernent to services fall
into the same period, like health 1nsurance and unemployment insurance.
Thisis dlfferent with the pension insurance system. Here entitlements are
accumulated during one perlod whlle paying contrtbutlons Servnces are
received decades later, after reachmg pensionable’ age. This has to be
oon51dered when comparmg current contnbuttons and payments In all
cases €xcept the pens1on msurance system thls paper conccntrates on
current flows. In relation to the penswn system, pl‘OjCCthl‘lS for the foretgn
populatton have been made to estimate the future develepment of thetr
age structure.

Finally, how can we compare tax payments and fees on one hand with
benefits and consumption of publicly financed goods on the other? Ideally
we would like to have a complete account of both sides. But this is not
possible and we should not expect both sidesto be balanced First, not all
taxes paid are direct taxes. Indirect taxes and their i income elasttcnty should
be considered. On the other hand the public purse is also financed by
sources other than households. This is true for corporate tax elc., but also
for the employers contribution to social security fees. On the consump-
tion side, monetary transfers cover only a part. The use of publicly
financed goods like mfrastructure etc. by natives and immigrants might
be different, but we w1Il hardly ever know somethmg concrete about it.
Even in the case of health insurance, there are no data available on the
actual costs per person or per household These things are not covered by
Macro or mlcro -data sets. For some areas indirect estimates are possible.
Given these limitations, the study has to concentrate on the relation
between fees F and received transfers T for Germans G and fore1gners F,
where data are available. Differences between these relations for both
groups in the parts of the social security system

Fr Fg
will indicate a potential redistribution. Beside that we can compare tax

payments. On a few areas of public expenditure, like subsidies for children
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and social welfare payments, German official statistics differentiate be-
tween German and foreign recipients. Here we can directly compare the
consumption by both groups. .

.- An Estimate with SOEP Micro-Data

The Soc10-Econom1c Panel is a longltudmal sample survey conducted
annually in Germany. It contains representanve micro-data on persons,
families and households The panel started in 1984, questioning about
6,000 households thh more than 12, 000 persons. Immlgrants from the
main ‘guest ’.worker nationalities (Turklsh Greek, Italian, Yugoslav and
Spamsh) were over-representcd in the panel, with a total of 1,415 house-
holds in 1984. The intention was to allow conclusions not only for foreign
workers as a group but aiso for the main nationalities themselves
Forelgners with other nationalities such as American, Austrian or Polish
were included in the ‘Germans’ group. There are no representatwe data
for these natlonahtles in the panel.

* 1deally, we would like to compute results for all eight years covered by
the SOEP so far. This would allow conclusions about some changes in
this penod Most panels have the problem of panel mortality: during the
years the number of contmumg respondents is declining. There are some
estimation techniques available to control for this problem. But the
number of cases should always be Iarge enough to get significant results.
Unfortunately this is not so in our case.

Tax payments are made only by a fraction of households for example
not by most students or penswners So, the number of valid cases is much
smaller here than the total number of respondents For some transfer
payments (like unemployment benefits) the absolute number of cases is
even lower. For the first year, a test of One—way variance had shown that
averages for the native and foreigner subgroups were mgmf:cantly differ-
ent. Unfortunately, this has been proved to be not given for the following
years. The number of respondmg households in some categories became
very small in the years after 1984, For the later years the average for some
categories of transfer payments would have to be calculated on the base
of only a few dozen households. One-way calculations showed that the
averages for natives and foreigners were not significantly different. The
standard deviation within the subgroups was higher than within the entire
dataset. Calculations for the later years of SOEP would not lead to serious
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results for the different types of transfers. Therefore this analysis had to
be limited to the year 1984 with the maximum number of respondents.
The results have been successfully tested for significance.

The questions of the panel cover a wide ‘area: composition of house-
holds, labour force participation, occupational structure and mobility,
income; education, health, use of disposable time, etc. Questions on
different sources of income and different transfer payments received were
included. There was a good coverage for some kinds of transfer payments,
while for other types there was a rather high incidence of missing, or ‘Not
available’ answers. The explicit responses to questlons on tax payments
have been shown to be partly 1ncon51stent Many reSpondents could not
recall properly their'tax payments made one year ago. This was a reason
to develop micro-simulation models to calculate consistent synthetic data.

A group of researchers at the Sonderforschungsbereich 3 at Frankfurt
University constructed a micro-simulation model for the SQEP. data
(Berntsen, 1989). This model calculates income tax payments for each
respondent according to his income by applying the German tax regula-
tions. Tax reductions due to the number of children, married siatus etc.
are considered in this way. Some of the data gaps on transfer payments
are filled by the model, considering factors on the eligibility of respond-
ents for certain payments. The synthetic data of the SOEP micro-simula-
tion model for 1984 has been used in this analysis to estimate tax
payments, contributions to the social security system and the transfer
payments of Germans and foreigners. 3

Additionally, estimates for the value added tax (VAT) paid by house-
holds have been calculated for this analysis. These calculations are based
on Helmut Kaiser’s estimates of households’ VAT payments, depending
on their income (Kaiser, 1989). According to Kaiser, VAT as a proportion
of household income declines with increasing household income. A
household with 1,000 to 1,500, DM monthly income (after income tax)
paysa VAT equ1va1ent to 6.6% of its income. A household with a monthly:
income between 7,500, and 10,000, DM pays 4.9% VAT etc. Kaiser’s
twelve income groups with the corresponding value added ‘tax rates’ were
applied to calculate the respective VAT paid by each individual household
in the sample.

For a few households important information was not available. They
had to be excluded to keep the sample consistent. The micro-data esti-
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mates for this analysis are calculated on a sample of 5,269 households
with 10,310 adult persons. German and foreign households were grouped
according to the head of the household. - -

Table 1 gives an .overview of the main-results of the mlcro-data :

calculations on household level.* o :
The results of the calculations show. that forelgn households payed
Jower taxes in 1984 than German households, but higher contnbutlons to

social security insurance. :

Table 1: :
Contributions to Socml Securlty Insurance, Tax Payments
and Transfers, DM per Average Household, 1984 '

~Germans. Forelgners ,

Social security contrlbutaons 4,249 ... 6,550
Unempioyment msurance -- 560 874
Health insurance 1,435 2,159
Pgns_lon_msurance | 2',2‘5'44 7 3,517
Tax payments: _ .8,050 - 7,129
Incometax - 6083 . 5266
Value added tax 2,018 1,863
Selected transfers received: 7,475 = 3,683
Uhemployment benefits ' -4__16'3'_ 1,140
Pensions . 5917 365
Children allowances* -~~~ 390 1,143
Social security benefits * - 705 - 1,035

Calculations with SOEP data, except * data from Statrstrsches
Bundesamt

Accordmg to these data, the German average household paid 6,033 DM
income tax and 2,018 DM value added tax in 1984 The average forelgn
household pald 5,266 DM income tax and 1,863 DM value added tax in
the samc year. Since we know that forelgners have on average lower
incomeés than Germans, we are not surprised that their average tax
payments are lower; they reach 89% of Germans’ tax payments. The
dlfferences are greater for the progresswe income tax than for degressive
VAT.
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{. Fignre 1: Age Structure 1984 .
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: As will be shown later, these differences are even greater if fully
employed Germans are compared wifh fullyéinployed foreighers. This is
partly compensated by the fact-that part-time workers and persons noti
economically active constitute a greater part of the-Germian than of theP
foreign populatlon ‘We presume that the age structure of foreigners also!
has a favourable effect. Figure 1 shows the age structure;' of the. forelgn_
and German populatlon in; . i faisubstantwl
difference in the.share.of Germans and_\
foreigners, Since the ’
for single year age 'grdu
Germans this group: g0 bey
In order to estimate he __
employment structute another ; alcy latlo;ns has- been done. Thls
time, transfers were calcu[at'-' on the T pet:sonal Jevel. By c,alculatmg
average transfers for flve-year age groups it was possibleito standardlse
foreigners’ transfer payments to the. age structure of Germans. The same.
has been done with employment status Average payments have been
calculated for the following groups: o

|.:| fully employed
O part time employed
O unemployed. .

O not gﬁinfnlly emploj'ed s :

Again the.average transfers for fo gners have | n-ealculated assuming
the same structure of employmenf stat: Gerlnans.-Téble 2 shows the'
main results. The contrlbutlons of fo igne telﬁ'te social security system
would have been substanttﬂﬂy Tow if they had the age structure:
of Germans. This effect would have beén even stronger if the employment'3
structure of Germans had been apphcd Actually there are two. relevant
aspects inherent i m the employment structure of foreigners: thelr labour
force partlclpatton was shghtly hlgher but thcu unemployment rate was:
also higher. ' , .

These calculations confirm for Germany the results of other research on'
the important effect of age and employment structures of i 1mm1grants for,
the host country, It is mainly their juvenile age structure and their htgherf
labour force participation that makes them an asset for the pubhc purse.;
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;,; able 2: TR

ransfer: Payments in DM pei'r Person, 1984
‘ C'Geérmans - Foreigners <
T dhelandard, standardized
e Age " Employment
et G Structure . Structure
Contributions to the soclal security system
teoeg T 444 - 339 317
765 . . 109 858 786 -
1,201 1,786 1365 1276
sived Transfer Payments
g4 - 8B4 - 456 445
82087 185 1,181 271"
3,195 . 2,879 2,027 1,914

These factors ogerpompensate the lower average income of foreigners up
to now. Sirice it was not possible to include all kinds of transfers this
picture is: far from: complete But the transfers included in this analysis
constitute'azrtiaj'on-.part of all transfers.

5. Ma]or Cnmponents and Determinants: a dynamic
perspedtlve

grants) depencis obv10usly on the following factors:
77
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[] the share of households paying fees, or taxes, or receiving benefits

compared with all households in the subgroup, for example the share. . .. -

of foreign households receiving child allowances among all foreign
households. In other words: the average probability to pay fees or to
, receive benefits among Gcrmans and foreigners.

O the average amount of fees or beneflts per paymg (or reoelvmg)
household. : A :

The avetage risk to pay .fees or to receive benefits is determined by

different factors in the parts of the social security system respectively, as

is the average amount of fees or payments. -

5.1. Unemployment Insurance

Unemployment insurance payments are stnctly pr0p0rt10nal to the con-

tributions paid by each individual. Thus, the average amount of payments
per recipient and the average amount of contributions can cause no
difference between natives and immigrants. If there are differences be-
tween Germans and foreigners they should result from the probability of

receiving unemployment benefits.

Figure 2: Unemployment rate for all employees and for
foreigners _

percent

16
14 i
12 |
10 i

All| Foreigners
. A— _.. -
Data: Bundesanstalt fiir Arbeit
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- Figure. 2-shows. the unemployment rate: for all employees and for
foreigners in Germany between 1960 and 1992, Unitil 1973 the unemploy-
ment rate of foreigners was always below the unemployment rate of
Germans. Later on, the unemployment rate was permanently higher
among foreigners than among Germans. There are several reasons for this.

~ Afirst reasoni is the reaction of foreign labour to unemployment after
the modification in official German policy toward foreign workers in
1973. Prior to 1973, foreign workers often went back to. their home
countries when unemployed and returned when the situation in the labour
market had improved. After the so-called recruitment stop, this became
risky for foreign . workers from non-EEC countries. Once back in their
country of origin, they could not rely on being able to return to Germany,
even if the labour market were to-recover. Under these conditions, the
share of unemployed foreign workers who returned home remained much
lower than before 1973. The proportion of unemp]oycd forexgn workers
registered in Germany went up. :

The higher unemployment of foreigners in thc last two decades,
however, also has more substantial reasons. Usually immigrants cannot
fully transfer their human capital with migration. Beside the language
barrier there are incompatibilities in professional profiles etc. The average
level of general education and professional education of foreigners in
Germany is below the native level,

In the *fifties and ’sixties there was a good matching between the
educational and professional profiles of the ‘guest’ workers and the needs
of the German labour market for unqualified labour. Foreign employees
in Germany are traditionally concentrated in certain branches. But these
branches have been most heavily affected by recession and structural
change (Dietz 1987, Bach 1987). The sectoral change in the German
economy favours branches in the tertiary sector requiring a higher educa-
tional level. In aggregate, more jobs have been created in the tertiary sector
than lost in the primary and secondary sectors. But this is net true for
foreign workers. 519,000 foreigners employed in manufacturing and
another 137,000 foreign workers employed in construction lost their jobs
between 1974 and 1991. But in the tertiary sector only 124 thousand
foreigners could find a riew job. While the overall number of employees
increased in this period by 2.2 million, the number of foreign employees
decreased by 489,000. In other words, the increased unemployment of
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foreigners reflects their gradual displacement from the German labour
market. ‘

¢ The boom induced by German umﬁcatlon has only temporanly modi-
fied the picture. Foreigners’ unemployment rate decreased from 12.2% in
1989 to 10.9% in 1990, but reached 12.2% again in 1992. The absolute
number of registered unemployed forelgners climbed by 22.2% from
1991 t0.1992.

‘The higher unemployment among fore1gners after 1973 suggests that
the share they receive from unemployment insurance is larger than that
of the Germans, This has been concluded by Miegl (1984) and Wehrmann
(1989). But it is not necessarily true, since the risk of unemployment is
not identical with the prebability of receiving unemployment benefits.
Employees are entitled to receive unemployment benefits only after a
certain period of contribution payments before unemployment, usually
one year. For Germans this. is only relevant at the beginning of their
professional career. Because of the high fluctuation of foreign workers,
however, the proportion of people paying contributions but still not being
entitled to receive benefits if they become unemployed is large. In practice
the share of unemployed who do not receive benefits is much higher
among foreigners than among Germans. In 1984 it was 28% of unem-
ployed Germans, but 37% of unemployed foreigners (Bach, 1987, p. 171).

It is obvious that, until 1973, foreign workers paid more contributions
to unemployment insurance than they took benefits from it, because their
unemployment rate was lower than that of the Germans’. The SOEP
micro-data showed that for 1984, foreigners took more from unemploy-
ment insurance than they paid in contributions. Evidence on the changed
position of foreigners on the German labour market and their high
unemployment suggests that this relation remains.

5. 2 Public Health Insurance |

Health insurance is different from unemployment insurance because it
also covers people who do not pay contributions: members of the family
of the contributor. The benefits in case of illnes$ are independent of the
amount of contributions paid in the past. In Germany this is called the
‘solidarity principle’ of public health insurance. The potential factors that
could determine a difference between Germans and foreigners are: the
relation between the number of contributors and eligible persons, the
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average amount of contributions, the share of ill people and the average
costs. For none of these factors are direct macro data available.

In the ’sixties, many foreign workers came to Germany without their
families. The foreign population had a specific age and sex structure, with
a high share of single persons. We can thus assume that there were fewer
family members entitled to health .insurance benefits without paying
contributions themselves. Figure 3 shows the share of foreigners in the
population, among employees and among the contributors to public health
insurance. Even at the end of the ’sixties, the share of foreigners among
contributors was more than double their share in the population, i.e.
among potential receivers. During the seventies, when more and more
foreign workers brought their families to Germany, these flgures ap-
proached one another.

The second factor on the contributions side is the average amount of
income, which determines the size of contributions. Data from SQOEP and
from several other sources (for example Rehfeld, 1991) show that the
average income of foreigners in Germany is lower than that of Germans.
Section 4 estimated above average contributions to health insurance per
household. This includes both effects: the number of contributors-in the
population and their average income. In 1984, German households paid

Figure 3: Share of foreigners of total population, of employees
and of persons paying contributions to health insurance

| Data: Wehrmann, 1989; Stat. Bundesamt
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1626 DM, while foreign households paid 2337 DM. This difference is
basically due to the higher share of older people among Germans, who do
not pay health insurance contributions any more or much less. .

If foreigners pay more contributions than Germans, what about their
use of services? :

Figure 4 shows the share of health insured employees who are UI.lﬁt for
work. Until the mid ’seventies this figure was lower among foreigners;
later it became increasingly unfavourable for them. There is a controversy
about the reasons for this development (Land, 1984). However,
Wehrmann (1989) concluded from these figures that foreigners receive
more services from health insurance than Germans. But this depends not
only on the share of ill people, but also on the cost of the respective
medical treatments.

For Germany, Camphausen (1983) has shown that the costs of medical
treatment are highly age-dependent. Tf older people get ill, their treatment
is on average much more expensive than in the case of younger people.
Since the foreign population in Germany is much younger than the
German one, this should have an effect on the receipt of health services.
Figure 5 shows age-specific shares of the overall costs in the health system

Figure 4: Share of employees who are unfit for work
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Data: Wehrmann, 1989; AOK Bundesverband
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and the share of the foreign population in the respective age groups.
Foreigners are over-represented in younger groups which incur only a
small share of the overall costs. Among those age-groups with the higher
cost share foreigners are under-represented. If the costs in the health
system were distributed only according to the age structure, the average
foreigner would incur costs of 964 DM, an average German 1,470 DM
(in 1984).

Although it is impossible to make a sound estimate that links all
different aspects, it appears that foreigners have, up to now, been an asset
for health insurance. They pay moré contributions and they incur lower
costs. In the past they were evén more favourable for health insurance
than today. As the foreign populat:on in Germany grows- older, however,
their positive effcct on health i msurance will decrease

5.3. Pensmn Insurance System

Asin unemployment msurance, the md1v1dua1 pensmns pald are propor-
tional to the contributions made in the past. A specific factor here is the
large time lag between the payment of contributions and the receipt of
benefits. Immigrating foreign workers were young. Thus, starting from
the moment when the foreign population in Germany began to grow, its
impact was only on contributions. During this period and still reoently
they are obv1ously a positive factor. Decades later these people will i incur
costs for the pension insurance system.

Rehfeld (1991, p.491) has calculated contributions and pensions for
Germans and foreigners for 1989. With 12.8 billion DM, foreigners paid
7.8% of all contributions. They received 3.7 billion DM in pensions 1.9%

of all pensmns paid. The surplus of 9.1 billion DM paid in conttibutions

by foreigners could be used to finance pensions for Germans. That was
about a quarter of the transfcrs from taxation to the pension insurance
system, i

Inevitably the foreign population in Germany will grow older in the
future if there is no exponential increase in immigration. The growing
share of foreigners among pensioners can already.be seen. At the begin-

-ning of 1991 the share of foreigners among all pensioners was 5.3% ,

while their share among new pens1oners in 1990 was 9.4% (Rehfeld,
1991, S. 487).
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Figure 5: Age-groups’ share of the cost for medical treatment
and foreigners’ share of age-groups, 1984
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Data: Camphausen 1983; Statistisches Bundesamt

Figure 6: Age-dependency ratio for the foreign population in
Germany, 1990-2030
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The future relationship between foreign contributors and pensioners
depends on the future age structure and the development of the labour
force participation rate (LFPR). The LFPR of foreigners in Germany in
the sixties was higher than the German LFPR, while it has adjusted closely
to German figures during recent years. The future age structure of the
foreign population can be projected in a rather narrow error margin,
depending on assumptions about fertility and net immigration. This has
been done with a simple cohort-component projection. Figure 6 shows
the future development of the age-dependency ratio (persons older than
60 in relation to persons between 20 and 60) under various assumptions‘5

In 1987 the age-dependency ratio for Germans was 38 percent. It is
widely assumed (Barth/Hain, 1990; Rosenberg, 1990) that Germans will
have an age-dependency ratio of over 70% in the year 2030. Foreigners
had an age-dependency ratio of 6.3% in 1987. Scenario 1 implies conti-
nued net immigration of 200,000 foreigners annually. This was the level
reached in the sixties, when there was a build-up of the foreign population
in Germany. Here the age-dependency ratio of foreigners would £row to
50% in the year 2030. We would then have a foreign population of 5.6
million people in that year. Scenario 2 assumes a linear reduction in net
immigration to zero by the year 2000. Then the ageing of the foreign
population would develop even faster and reach an age-dependency ratio
of 60% in 2030. The foreign population in Germany would then amount
to 4.6 million people. This shows that a continued net immigration at a
high but realistic level (200,000 persons per year in scenario 1 could slow
the ageing of the foreign population slightly, but cannot stop it. A third
scenario shows the impact of a stall in fertility decline. In this case net
immigration was reduced as in scenario 2, but the total fertility rate would
increase to 2.1 in the year 2000 and then remain constant at reproduction
level. In this case the age-dependency ratio would increase only to 53.8%
in 2030.

These simulations show that the positive effect of foreigners on the
pension insurance system is of temporary nature. It will be reduced in the
next years. This would even be the case if there were continued net
immigration on the average level of the sixties, as assumed in scenario 1.
The surplus of foreigners’ contributions in the past allowed a level of
pensions today that will be difficult to maintain in the future. Thus, for
the pension insurance system, the redistribution between generations
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seems to be more important in the long run than a potential redistribution
between Germans and foreigners.

5.4. Child allowances 4 _

Foreigncrs. in Germany are eligible for child allowances. In the past this
applied even if their children lived in their countries of origin. Macro-data
shows that the proportion of foreigners among eligible parents and among
children is higher than their share of the population. Thus, they receive a
higher percentage of child allowances than Germans. This is mainly due
to the higher number of children in average foreigners’ families. Acco-rd-
ing to German regulations, children.of a higher parity (second, third,
fourth etc. child) receive more allowances than the first child. Thus, for
foreigners even the allowances per child are higher than for Germans.
During the ’seventies foreign workers increasingly brought their families
to Germany. The allowances paid for children were higher if they were

living in Germany. That s the main reason for the growing receipt of child

allowances by foreigners. | o s _
There is another, less important reason. German regulations on child

allowances have changed several times since 1970. During certain periods
there was a limit in household income for the receipt of child allowances

Figure 7: Receipts of Social Security Benefits
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so that households which had a higher income could not receive them.
There were proportionally more German households than foreign ones
above this limit. So, while these regulations were applied, the share of
foreigners among recipients increased. _

The higher receipt of child allowances among foreigners should not
only be seen as a cost factor. Since their children will pay taxes and
contributions tomorrow, it is also an investment in the future. However,
since the fertility of foreigners in Germany is rapidly declining, the
difference in child allowances will gradually disappear in the future.

5.5. Social Security Benefits

Foreigners are eligible for social security benefits under the same criteria
as Germans. This also includes applicants for political asylum. The
Federal Department of Labour (Bundesanstalt fiir Arbeit) releases data on
the receipt of social security benefits for foreigners and Germans. Appli-
cants for political asylum are included in these figures as foreigners.
Figure 7 shows recipients of social security benefits per 1,000 inhabitants.
Foreigners’ use of social security benefits increased rapidly after 1973.
After 1980 it was higher than among Germans. This tendency reflects the
position of foreigners on the German labour market which is worse than
before 1973. Additionally, the change in the reaction of foreigners to
unemployment, staying in Germany instead of returning, had an impact.
* Until recently, for older Germans, insufficient pension entitlements
were often a reason for the receipt of social security benefits. This has lost
its importance in recent years. Thus, for the future we can expect an
increasing number of older foreigners who are below the poverty level
with their pensions. In 1989 the averagé period of past contribution
payments for foreigners over age 60 was one third of the corresponding
figures for Germans (Rehfeld, 1991, S. 486). Even if foreigners receive
pension transfers from their countries of origin, these will often not cover
their living costs in Germany, We can expect a growing need for social
security benefits with the ageing of the foreign population.
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6. Conclusions

The effect of foreign immigrants on Germany’s public purse have been
discussed in this paper. It was not possible to give a complete and

comprehensive picture of all aspects of the problem. Nevertheless, this

analysis went beyond previous studies for Germany.
The main results are: ‘ ' '
O In the past, foreigners paid md_re .to the public purse than they
received. This remains today the case mainly because of their large
net contribution to the pension system.

[J Thejuvenile age structure of foreigners is one of the main reasons for
this balance. ' ' B

L1 In the ’sixties there were additional reasons including a higher labour
force participation rate, lower unemployment rate and less absence
due to illness. These disappeared in the past decades. These factors
do not now favour foreigners’ impact on the public purse. '

I 1tis reasonable to assume that the foreign population in Germany will
inevitably grow older. If the juvenile age structure loses its impact,
foreigners might become a net burden for Germanys’ public purse in
the future, ) ‘

Some of the fields not explicitly covered by this study could usefully be
subject to future research. The consumption of publicly financed goods,
like education, infrastructure etc. might be attributed to both subgroups
by means of indirect estimates. This has been done for other countries,

(see for Switzerland: Straubhaar/Bernd, 1993) But it is not expected that

this will substantially change the picture.

Animportant area for future research seems to be the changing position
of foreigners on the German labour market. Only if immigrants succeed
on the labour market will they continue to be a positive economic factor
for Germany as in the past. There seems to be evidence that foreigners’
labour market position became more difficult after unification and that
they have in the past been displaced by migrants and commuters from
East Germany. Active support for language training and vocational quali-
fications for foreign workers — as has been given to immigrants of
German ethnic origin (Aussiedler) — might prove to be a good invest-
ment. '
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