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1 Assessment and policy options

Valentina Sara Consiglio, Christian Geppert, Sebastian Kénigs, Horacio Levy and Anna Vindics

This chapter gives an overview of the main findings presented in this report.
It starts by presenting trends in the size and composition of Germany’s
middle class since the mid-1990s. It then discusses the major labour
market developments for middle-class workers in Germany, looking at
changes in occupational structure, the incidence of non-standard work,
developments during the COVID-19 crisis, and projected employment
trends. The chapter proceeds by providing an overview of trends in income
mobility in Germany, focusing on the risks and opportunities of
middle-income people as well as on the chances for low-income people of
rising into the middle. The final section discusses policies to strengthen
Germany’s middle class by raising the employability of middle-class
workers, creating good-quality, future-oriented jobs, and boosting
middle-class disposable incomes.
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Strong and thriving middle classes support healthy economies and prosperous societies. Middle-class
citizens strongly contribute to the foundations of inclusive societies, to social and political stability, and to
economic growth. They consume the bulk of economies’ goods and services, simply by virtue of making
up such a large share of countries’ population and overall income, and play an essential role in
accumulating savings, investing in human capital, safeguarding democratic institutions, and supporting
good-quality public services. Societies with a strong middle class experience higher levels of social trust,
but also better educational outcomes, less crime, better health outcomes, and higher life satisfaction.

This review uses an income-based definition of the middle class and focuses on the middle-income group
as a proxy for the middle class, following the approach used in the OECD recent flagship publication Under
Pressure: The Squeezed Middle Class (OECD, 2019). It defines the middle-income group as people
living in households with disposable incomes between 75 and 200% of the national median after
adjustment for household size. This corresponded to a monthly disposable income between about
EUR 1 500 and EUR 4 000 for a single person and between EUR 3 000 and EUR 8 000 for a couple with
two children in 2018. People in households outside of the middle-income group are defined as “low-income”
if they live on incomes below 75% of the median, while people with incomes above 200% of the median
considered as “high-income”."

1.1. Trends in the size and composition of Germany’s middle class

Using the above income-based definition, about two-thirds (64%) of people in Germany belonged to the
middle class in 2018, slightly more than across OECD countries on average (62%). Across countries, the
size of a country’s middle-income group closely relates to the country’s level of income inequality, because
income groups are defined using thresholds expressed relative to the median income. It is larger in many
Central and Eastern European and the Nordic countries, where income inequality is comparatively low,
while being smallest in Mexico, Chile and the United States, where income inequality is greatest. Around
one-in-three people (29%) in Germany belong to the low-income group of which 10% are poor, while 7%
are in the high-income group.

1.1.1. After one-and-a-half decades of real income stagnation, middle-income
households in Germany experienced healthy income growth from 2015

Middle-income households in Germany experienced only modest real incomes growth for over two
decades from the mid-1990s, before income growth picked up from 2015. Between 2000 and 2014, the
median disposable household income stagnated in real terms, implying that many middle-income
households in Germany experienced no rise in living standards over that period. Meanwhile, income
disparities widened: while in the late 1990s, top, median and bottom incomes had still grown in lockstep,
top incomes decoupled from stagnating median and declining bottom incomes in Germany between 2000
and 2014. This mirrors a trend towards higher income inequality compared to the mid-1990s in many other
OECD countries. Since 2015, Germany experienced a healthy rise in disposable household incomes for
households across the income distribution. In 2018, the median disposable household income was 17%
higher in real terms than it had been in 1995; incomes of the top 10% of households had grown by 28%,
those for the bottom 10% of households by only 7%. The available evidence on income developments
during the COVID-19 crisis up to January 2021 suggests that disposable incomes slightly grew on average
for workers in low- and middle-income households, thanks to the comprehensive government support,
while they substantially dropped for high-income households.
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1.1.2. The German middle-income group has shrunk in the late-1990s and early-2000s,
mostly at the lower end, and has not recovered since

The German middle-income group is smaller than it was in the mid-1990s. Between 1995 and 2018, it
shrunk by 6 percentage points, from 70 to 64% of the population. Most of this decline occurred in the early
2000s, when income disparities in Germany widened. The German middle-income group did not recover
in spite of the positive employment growth after 2005 as disposable incomes for lower and middle-income
households stagnated in real terms. The decline in the middle-income group in the early 2000s mostly
reflects a shrinking of the lower middle-income group, i.e. in the share of households with incomes of 75
to 100% of the median; the mid middle-income group (100-150% of the median) and the upper middle-
income group (150-200% of the median) have remained broadly stable. In the meantime, the share of both
low- and high-income households increased.

The shrinking of the middle-income group since the mid-1990s has been faster in Germany than in most
OECD countries. Only in Sweden, Finland and Luxembourg, the middle-income groups declined faster.
Across all 26 OECD countries with available data, the size of the middle-income group even slightly
expanded on average, by 0.3 percentage points. This reflects growing middle-income groups in some Latin
American, Southern European and European English-speaking countries, where income inequality usually
declined.

Also the income share of the middle-income group relative to total population income has fallen in
Germany, from 74 to 67% between 1995 and 2018, indicating declining aggregate economic influence.
Again, however, this decline occurred over the first decade of the observation period, between 1995 and
2005. It reflects almost entirely the shrinking size of the middle-income group (i.e. in its population share),
and only to a very small extent the fall in relative income levels of middle-income people compared to
people in other income groups.

1.1.3. The middle-income group pays more in income taxes than it receives in social
benefits, but most redistribution takes place within the middle-income group

The German middle-income group is, on average, a net contributor to the tax and benefit system: the sum
of taxes and social-security contributions paid on income exceeds the total value of social cash benefits
received, at 39 vs 27% in 2018. However, those figures neither account for indirect taxes paid (incl. VAT)
nor for in-kind transfers received in form of public services, such as healthcare or education. Within the
middle-income group, only the mid and upper middle are indeed net contributors. Lower middle-income
households receive about 40% of their disposable income in transfers, while only paying 29% in taxes and
contributions, i.e. they are net beneficiaries of the tax-benefit system. The middle-income group’s net
contribution in 2018 was slightly lower than in 1995.

However, most redistribution takes place over the life course within the middle-income group, between
working-age people and the elderly. Indeed, 18-64 year-olds in the middle-income group are heavy net
contributors, with taxes and social-security contributions exceeding benefits received by 33% of disposable
income on average. Meanwhile, senior middle-income people (65+) are clear net beneficiaries: they derive
nearly all of their disposable income from social transfers, namely public pensions, and pay only little taxes
and social contributions.
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1.1.4. The German middle-income group has been changing its socio-demographic
composition

The middle-income group has considerably changed its socio-economic composition over the last decades
as a result of its declining size, and trends in living arrangements, labour force participation of women and
young people, as well as the economic well-being of different age groups. In particular,

The German middle-income group has aged more quickly than the general population, and
particularly young people find it increasingly difficult to secure their place in the middle-income
group. Older people instead managed better to hold on to their middle-income status. In 2018,
older working-age adults (45-64 years) and seniors (65 years and older) made up more than half
(55%) of middle-income people, up from around 40% in 1995. Young people have been
disproportionally affected by the shrinking of the middle-income group. They are on average 10
percentage points less likely to be in the middle-income group than in the mid-1990s, a decline
nearly twice the population average. However, this drop again occurred in the years up to 2005.
The size of the middle-income group has continuously declined from one generation to the next
since the baby boomers. When aged in their 20s and 30s, 71% of the baby boomers belonged to
the middle-income group, while for the Generation X (i.e. people born in the mid-1960s to early
1980s) and the Millennials (born in the early 1980s to mid-1990s), the shares had declined to 68%
and 61% at the same age. The gradual decline in the size of the middle-income group from one
generation to the next also holds when looking at people’s income status in their childhood, youth,
and early adulthood (0-10s, 10-20s, and 20-30s).

Working couples make up nearly half (44%) of middle-income households, and have increased
their relative chances of living on middle incomes. The middle-income group has even expanded
for one-and-a-half earner couples, though “traditional” one-earner couples still make up the majority
of working couples in the middle-income group. The growing share of one-and-a-half earner
couples reflects the risen female labour force participation, often in part-time work, and points to
the growing importance of having a second earner for securing middle-income status. Couples with
two full earners increasingly make it into the high-income group, as does a growing share of
single-earner couples with high earnings. Meanwhile, working singles increasingly find themselves
in the low-income group.

Educational attainment has been rising, but adults with an upper- and post-secondary qualification
still make up the bulk of the middle-income group. They accounted for 58% of all middle-income
adults in 2018, while those with tertiary education make up 33% of middle-income adults; 9% have
less than upper-secondary education. Educational attainment in the middle-income group has risen
faster than in the overall population. Particularly for the younger generation (25-35 year-olds)
having tertiary education has become crucial for making it into the middle-income group: since the
mid-1990s the chances of making it into the middle-income group have declined by -27 percentage
points (from 67 to 40%) for young adults with less than upper-secondary, by -12 percentage points
(from 73 to 61%) for those with upper- and post-secondary, and by -5 percentage points (from 76
to 71%) for those with tertiary education.

Immigrants are less likely than in the mid-1990s to be part of the middle-income group, but this
may reflect the changing composition of Germany’s migrant population. The share of people born
abroad in the middle-income group rose by 2 percentage points, only half as much as the rise in
the immigrant share in the overall population. At the start of the observation period, in 1995, most
immigrants originated from Central and Eastern European countries, Turkey or Italy. The inflow of
humanitarian migrants from 2015 led to an increase in the share of immigrants from Syria, Iraq and
Afghanistan, who may take longer to integrate into the labour market and rise into the
middle-income group.
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e The size of the middle-income group varies substantially between regions, and it has declined
much more strongly in cities than in rural areas. Among the German states, Bremen has the
smallest middle-income group, at only 54%, and also four of the six eastern German states have
middle-income groups of below 60% of the population. Meanwhile, over 65% of people in southern
German Baden-Wurttemberg and Bavaria and eastern German Brandenburg and Saxony belong
to the middle-income group. The middle-income group has declined slightly faster in urban than in
rural areas since the mid-1990s, such that cities now tend to have somewhat smaller
middle-income groups than rural areas. However, one needs to be somewhat careful in interpreting
these regional and rural-urban middle-income shares simply as measures of regional living
standards, because they do not account for geographic disparities in the cost of living.

1.2. The labour market trends of middle-income workers in Germany

1.2.1. Most middle-income workers are employed in middle- and high-skilled
occupations, and the occupational distribution has become more polarised

Most middle-income workers in Germany, i.e. working-age people employed full-time or part-time and living
in middle-income households, work in high-skilled and middle-skilled occupations. In 2018, the largest
occupational groups among middle-income workers were high-skilled technical occupations / associate
professionals, who accounted for nearly 30%, and high-skilled professionals, at 19%. Middle-skilled crafts
and trades workers, as well as clerks, each accounted for 10%. However, a significant share of
middle-income workers (about 19%) also worked in low-skilled occupations in 2018, notably in services
and sales.

The occupational distribution also differs by gender. Male middle-income workers are strongly represented
among high-skilled managers and professionals and middle-skilled crafts and trade workers. Female
middle-income workers have moved up in the occupational distribution over the last decades. While they
remain strongly overrepresented among the low- and lower middle-skilled occupations (elementary
workers, service and sales workers, as well as clerks), many work also as high-skilled associate
professionals and professionals.

The occupational distribution in Germany has become substantially more polarised since the mid-1990s,
across all workers as for middle-income workers more narrowly, though this trend has been less
pronounced than in other OECD countries. The shares of middle-skilled craft and trades workers, machine
operators, and clerks declined, while those of high-skilled professionals and technical occupations /
associate professionals, but also of low-skilled service and sales workers, has grown. However,
middle-income workers have not been affected more than other workers by this polarisation trend: the
decline in employment shares in middle-skilled occupation and the rise in high- and low-skilled occupations
in Germany is very similar in magnitude for middle-income workers as for workers overall.

1.2.2. Middle-income workers have shifted out of manufacturing towards public services,
which together account for more than half of all middle-income jobs

Workers in public services —i.e. in the public administration, the education sector, and the health and social
sector — and in manufacturing are the backbone of middle-class employment, accounting for more than
half (54%) of middle-income workers.? Particularly in public services, middle-income workers are
overrepresented relative to workers from other income groups. The shift in employment shares across
economic sectors in Germany over the last decades particularly affected middle-income workers. The
manufacturing sector substantially lost in relative importance, with an employment share among
middle-income workers that was 7 percentage points lower in 2018 than in the mid-1990s, while the share
of workers employed in public services increased by 8 percentage points.
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1.2.3. Non-standard work has become more frequent among middle-income workers, but
it remains much less widespread than for workers in other income groups

Non-standard forms of work, i.e. temporary and part-time work and self-employment, are much less
widespread among middle-income workers than among other groups of workers in Germany:

e Few middle-income workers are employed on temporary contracts, about 12% in 2018. This is less
than on average across OECD countries with available data, and only about one-third the rate for
low-income workers in Germany.

e Part-time work is widespread only among female middle-income workers. About 46% of female
middle-income workers worked part-time in 2018, compared to 7% of male middle-income workers.
However, rates of part-time work for middle-income workers are only about half as high as for
low-income workers.

e Few middle-income workers in Germany are self-employed. The share of middle-income workers
who report self-employment as their main activity status is low (6%), only about one-fourth the rate
for high-income workers.

Rates of temporary and part-time employment are higher in Germany than they were in the mid-1990s,
including for workers in middle-income households. However, most of this expansion occurred in the late
1990s and early 2000s, i.e. before the 2005 “Hartz reforms”. Low-income workers were much more strongly
affected than middle-income workers, while there are few systematic differences within the middle-income

group:

e The share of middle-income workers on fixed-term contracts has risen by 3 percentage points since

the mid-1990s. However, this is less than the increase for either low- or high-income workers.

Workers in the lower middle-income group experienced a much stronger expansion though, at +7
percentage points. For workers across all income groups, this expansion happened before 2005.

e Also part-time employment has become more widespread among middle-income workers, with the
share of those on part-time contracts having risen by 8 percentage points since the mid-1990s.
This primarily reflects rising labour force participation of women, who are much more likely to work
part-time, but also a growing incidence of part-time work among men. Again, however, the rise in
part-time work was only about half as strong as for low-income workers, while there are no large
differences in the rise in part-time work across income levels within the middle-income group.

e Rates of self-employment have slightly declined since the mid-1990s for middle-income workers in
Germany, as for low-income workers, but risen among high-income workers.

1.2.4. A sizeable minority of middle-income full-time workers are in low-paid jobs, but
low-paid employment has risen only for low-income workers

About one-in-six (18%) middle-income people working full-time earn less than two-thirds of median
earnings. One explanation for why they nonetheless make it into the middle-income group can be that they
live in a household with a higher-earning partner. Some of them may also have other sources of income
besides earnings from work, such as capital income. However, the low-pay rate is four times higher for
low-income workers (75%). The share of low-paid workers in Germany has strongly increased relative to
the mid-1990s among those living in low- and lower middle-income households (again before 2005), but it
has remained stable among those living in mid middle-, upper middle- and high-income households.

1.2.5. One-in-six middle-income workers in Germany work in jobs facing high risk of
automation

Recent OECD work has quantified the share of jobs at risk of automation across OECD countries based
on expert assessments of the ease, or difficulty, of automating specific tasks and information on the
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relevance of these tasks for different occupations (OECD, 2019j2;). Based on data from OECD Survey of
Adult Skills (PIAAC), this work estimated that 14% of jobs OECD-wide, and 18% of jobs in Germany, are
highly automatable, i.e. they face a probability of automation of at least 70%. Another 32% of jobs
OECD-wide, and 36% in Germany, have an automation risk of between 50 and 70%, i.e. there is a
possibility of significant change in the way these jobs are carried out as a result of automation. This leaves
Germany with one of the highest shares of jobs likely affected by automation across the OECD countries
included in the analysis.

Matching these results with data on the occupational distribution of workers across income groups shows
that middle-income workers in Germany face a slightly lower — but still substantial — automation risk, with
about one-in-six (17%) working in jobs that are highly automatable. As in other OECD countries,
middle-income jobs are much less likely to be automated than low-income jobs (22% of jobs at high risk of
automation in Germany), but substantially easier to automate than high-income jobs (10%). Among
German middle-income workers, drivers and mobile plant operators, labourers in mining, construction,
manufacturing and transport, and clerical support workers face the highest automation risk. Some other
occupational groups — such as different types of associate professionals (in business and administration,
health, and science and engineering) and sales workers — include a lower share of at-risk jobs, but
nonetheless significantly contribute to the overall automation risk because they account for a relatively
large share of middle-income employment. Male middle-income workers in Germany are somewhat more
likely than female workers to be employed in occupations with high automatability.

1.2.6. Forecasts show positive employment growth for middle-income occupations, but
also further occupational polarisation

Employment growth forecasts by occupational group — which however pre-date the COVID-19 pandemic —
indicate that the occupations of current middle-income workers can expect positive employment growth up
to 2030, by approximately 4.5% overall (or an annual 0.3%). This is higher than across the occupations of
low-income workers (+3.8%), but lower than for high-income occupations (+5.8%). Those forecasts also
point towards potential further polarisation of the occupational distribution in Germany. Predicted
employment growth is expected to be strong in high-skilled occupations, such as professionals, technical
occupations and associate professionals, and managerial occupations, and also positive in low-skilled
elementary occupations and service and sales workers. By contrast, growth forecasts for middle-skilled
occupations are more pessimistic, with negative employment growth predicted for craft and trades workers
and clerks.

1.2.7. Short-time work prevented larger employment losses for middle-income workers
in the initial phase of the COVID-19 crisis

The rapid extension of Germany’s short-time work (Kurzarbeit) scheme was a key factor in preventing
larger employment losses for workers across all income groups up to January 2021.3 SOEP-CoV data
show that in the initial phase of the COVID-19 crisis, in April-June 2020, around 16% of all workers
employed in 2019 participated in the scheme. Workers across all income groups were put on Kurzarbeit,
with the shares varying from 13 to 19% for high- and low-income workers. By January 2021, the share of
workers on Kurzarbeit had halved for workers in middle- and high-income households, to 7%, while it
remained high for low-income workers, at 12%. Those differences in the decline of the participation in
Kurzarbeit likely reflect differences in sectoral composition across workers in different income groups.

In spite of employers’ massive use of Kurzarbeit, employment declined significantly, particularly among
low-income workers. By January 2021, 8% of middle-income workers and 6% of high-income workers who
had been employed in 2019 were out of work; among low-income workers, the share was three times as
high, at 22%. Many of these workers were likely working in jobs that did not qualify for Kurzarbeit including
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workers in marginal employment (Minijjobs) and the self-employed. These numbers include workers who
left the labour market for retirement.

Those numbers are mirrored by a decline in employment (outside of short-time work) across the different
employment types. Out of all middle-income people in work before the crisis in 2019, the share of those in
full-time, part-time, and Minijobs and not on short-time work had dropped by 9, 4 and 2 percentage points
by January 2021. This drop had happened entirely in the initial months of the crisis, i.e. by April-June 2020.
However, those declines were much more modest than those for low-income workers. Out of all
low-income people in work before the crisis, the shares of those working full-time, part-time, and in Minijobs
declined by 16, 13 and 6 percentage points. Overall, the employment rate in Germany was about 1.5
percentage points lower than its pre-crisis level in the third quarter of 2021.

1.3. Income mobility in the German Middle Class

The level of social mobility is an important characteristic of a social market economy. The promise of
moving up the income ladder, and the welfare state’s capacity to protect people from substantial income
losses and to guarantee a minimum standard of living, are cornerstones of an inclusive growth regime that
encourages risk taking by limiting possible downsides for each individual. At the same time, access to
economic opportunities for all groups in society is important to promote social cohesion and secure broad
support for democratic institutions. This in turn promotes economic stability.

The general claim towards the social market economy in Germany is that educational achievement and
hard work are rewarded with palpable opportunities for upward mobility independently of one’s
socio-economic background and thus pay off over the course of a career. A certain degree of downward
mobility from higher-income groups is acceptable, but should be cushioned by the welfare state, offering
social security to everyone.

1.3.1. Incomes in Germany are highly persistent, more so than they were in the late
1990s

Incomes in Germany are rather persistent over a short time horizon (4-year period), particularly in the
middle and at the top of the income distribution, and income persistence has risen in nearly all income
groups since the late 1990s. The rise in income persistence was particularly pronounced for people in the
lower parts of the distribution, i.e. for the poor (less than 50% of the median), by 11 percentage points from
34 to 45%, and for the vulnerable (50-75% of the median), by 5 percentage points from 38 to 43%. Only
for people in the lower middle-income group (75-100% of the median), income persistence declined as
downward mobility increased. For people on low incomes, greater income persistence largely came at the
cost of reduced upward mobility; for people on mid- and upper-middle incomes (100-150% and 150-200%
of the median) and high incomes (more than 200% of the median), it is mirrored also in a reduced risk of
downward mobility.

1.3.2. People in the lower (and mid) middle have low chances of rising to the top, and a
high and rising risk of slipping out towards the bottom

While people living on lower and mid-middle incomes only have a very small chance of moving into the
high-income group (between 0.5 and 3%) after four years, the chances are rather good for upper
middle-income people (13 to 19%). Meanwhile, more than one-in-five people on lower middle incomes
slide down into the low-income group, i.e. into economic vulnerability or poverty; this is a three to six times
greater share than for people in the mid and upper middle.
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Income mobility in Germany has become less favourable over the observation period, especially with the
general economic slump in the mid-2000s. Around that time, for people in the upper middle, the chances
of rising into the high-income group fell, while for people in the lower middle the risk of dropping out of the
middle instead peaked. As a consequence, for people living on lower middle incomes, the risk of sliding
into vulnerability or poverty is around 4 percentage points higher today than it was in the late 1990s. This
may be a sign of weaker income protection for workers and households in the lower middle of the income
distribution following the reforms to the German social protection system in the early 2000s. Another
explanation could be the increased share of migrants in the population, many of whom are in the lower
income groups.

1.3.3. Meanwhile, upward mobility into the middle-income group has declined

People on lower middle incomes are not only more likely to drop out of the middle, but they also find it
harder to rise (back) into the middle-income group. The chances of rising into the middle-income group
have declined substantially, by more than ten percentage points, since the late 1990s. Still, people living
on low incomes in Germany have substantial chances of moving into the middle-income group. Among
those living on incomes that classify them as “poor” or “vulnerable”, one-in-three make their way up into
the middle over a four-year-period.

1.3.4. Income mobility patterns have become less favourable in particular for more
disadvantaged labour market groups

Labour market groups in Germany that are generally considered more vulnerable often also have less
favourable income mobility patterns. In particular:

e Young people experience much stronger income dynamics than other age groups. 18-29 year-olds
face twice the risk of dropping out of the middle compared to the older working-age adults (19%,
relative to less than 10% for 45-64 year-olds). They also have higher chances of moving up into
the middle from the bottom (39%, compared to 30% for older working-age adults). High downward
mobility may reflect at least partly that many young people experience a drop in (household)
income when they move out of their parents’ home (i.e. when picking up academic studies or
starting an apprenticeship). High upward mobility will in many cases be the result of strong earnings
growth at the beginning of their careers.

e People living in eastern Germany still experience less favourable income dynamics. Despite
considerable efforts to realign living conditions and economic opportunities between the “old” and
“‘new” federal states since the early 1990s, structural differences remain salient. The risk of
dropping out of the middle-income group is higher for people living in the east compared to the
west (12% vs. 9%). Also, their chances of rising into a middle-income position from the bottom are
lower (26% vs. 38%) and have decreased stronger in the past decades than in western Germany.

e Migrants face a greater risk of downward income mobility than people born in Germany. The risk
of dropping out of the middle-income group is higher for people born abroad than for native-borns
(14% vs. 9%). Amongst the native-borns, downward mobility is greater for those born to immigrant
parents, but it has substantially decreased since the late 1990s/early 2000s. Migrants’ chances of
rising into the middle-income group are similar as for people born in Germany.

e For workers in “typical” middle-class occupations, the chances of making it into the middle-income
group have decreased. People with low educational attainment and those in lower occupational
classes have a greater risk of dropping out of the middle. The risk of losing a middle-income
position is around four times larger for non-skilled workers (16%) and those with less than
upper-secondary education (22%) than it is for managerial and professional workers (4%) and for
those with tertiary education (6%). They also have poorer chances of rising into the middle.
However, workers in “middle-class occupations” were particularly affected by a decline in upward
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mobility: skilled manual and routine non-manual workers saw their opportunities to rise up into the
middle-income group deteriorate from around 50% in the late 1990s/early 2000s to 32% and 37%
in the 2010s. This confirms the tendency towards greater occupational polarisation in Germany.

1.4. Policy options for a stronger German middle class

The overall picture emerging from the statistical analysis carried out for this review is that of a rather robust
middle class in Germany. The middle-income group in Germany is broadly comparable in size to those of
Germany’s peer countries, such as Austria, France, Sweden, Switzerland, and the United Kingdom, but it
is markedly smaller than it was in the mid-1990s. After one-and-a-half decades of real income stagnation,
disposable incomes for the median household — and for households in the bottom of the income
distribution — have finally grown again in real terms between 2015 and 2018. Analysis of the labour market
outcomes of workers in middle-income households in Germany shows that, so far, they have weathered
rather well the big structural challenges posed by globalisation, demographic change, digitisation, and
automation. The labour market in Germany has been polarising, and middle-skilled occupations have lost
importance, but less so than in other OECD countries. Employment growth has been much stronger for
high-skilled than for low-skilled occupations, also because a growing share of working women have been
pushing into high-skilled jobs. Fixed-term, part-time and low-paid employment have become more
widespread in Germany, but this trend largely occurred in the late 1990s and early 2000s, and it primarily
affected workers in low-income households. First data on employment and income trends by income group
during the COVID-19 crisis, currently lasting up to January 2021, suggest that the widespread use of short-
time work (Kurzarbeit) prevented larger employment losses among middle-income workers. The net
incomes of middle-income workers may even have slightly risen in nominal terms between 2019 and
January 2021. In the third quarter of 2021, the employment rate in Germany stood about 1.5 percentage
points below its pre-crisis level.

However, the analysis also describes a number of trends that give reason to concern. In particular,

e The generational divide in the size of the middle-income group has been growing: since the baby
boomers, each successive generation has found it harder to make it into the middle-income group;
the middle-income group has declined most strongly for young people, and particularly for those
without tertiary education the middle-income group is getting out of reach.

e Regional differences in the size of the middle-income group are large in Germany, and even just
within eastern Germany, mirroring the still large disparities in economic and labour market
outcomes more broadly. Social mobility patterns into and out of the middle-income group remain
substantially less favourable in eastern than in western Germany.

e Income mobility has become substantially less favourable, which points towards greater
vulnerability and raises doubts about access to opportunities. People in lower middle-income
households face a growing risk of slipping out of the middle-income group, and — if they do — a
greater risk of falling into poverty. Meanwhile, upward mobility into the middle-income group has
declined, and particularly for workers in “typical” middle-class occupations. Also, the high incidence
of part-time and low-paid jobs among low-income workers rises doubts about workers’ chances to
rise up into the middle-income group.

e Middle-income workers in Germany face further substantial structural change: one-in-six (17%)
middle-income workers in Germany are employed in jobs that are highly automatable, with the risk
being largest for drivers and mobile plant operators, labourers in mining, construction,
manufacturing, and transport, and clerical support workers. Employment forecasts point to further
occupational polarisation, with job growth predicted to be positive for high-skilled professionals,
associate professionals and technical occupations, and managerial occupations, positive also for
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low-skilled elementary occupations and service and sales workers, but negative for the largest
middle-skilled occupations.

The review discusses different policy options for a stronger middle class in Germany by raising the
employability of middle-class workers, creating good-quality, future-oriented jobs, and boosting
middle-class disposable incomes.

1.4.1. Building pathways into the middle class for the young generation

Most young people in Germany have a smooth school-to-work transition, and Germany fares well on youth
labour market outcomes in international comparison. Against the background of falling unemployment
rates in Germany, also labour market outcomes for young people have continuously improved since 2005
up until the COVID-19 crisis. In 2020, 9.4% of 15-24 year-olds were not in employment, education or
training (NEET) in Germany, much below the OECD average of 16.1%. Still, about one-in-seven (13%)
young people between 25 and 34 in Germany do not have an upper-secondary qualification. Ensuring that
every young person has the opportunity to obtain at least an upper-secondary qualification is both a matter
of fairness and an economic imperative, given demographic change and the growing shortage of skilled
labour in Germany.

Young people interested in taking up an apprenticeship have been heavily affected by the COVID-19 crisis.
By the start of the training year in September 2020, the number of apprenticeship positions offered by
companies had declined by 7.3% relative to the previous year, and the number of applicants was down by
7.6%. Monthly evidence up to May 2021 suggests that both the number of applications and places available
had not recovered to pre-crisis levels. Business survey data show that particularly small companies and
those in sectors most heavily affected by the crisis indicated to reduce apprenticeship places in response
to uncertain business prospects and financial difficulties. The drop in apprenticeship applications is a
reason for concern because many of these young people may still apply later, which would lead to a larger
number of unmatched applicants.

One option of ensuring that every young person gets the chance to obtain a qualification is through a
vocational training guarantee, as it exists in Austria since 2008. Under the Austrian Ausbildungsgarantie
scheme, every young person below the age of 25 is entitled to an apprenticeship place. Young people who
cannot find a company for an apprenticeship receive their practical training through an accredited provider
at so-called “supra-company” workshops. Supra-company training accounts for nearly 7.7% of overall
apprenticeship participation in Austria, and participants’ employment outcomes and incomes have been
encouraging. Simulations suggest that a similar policy could substantially increase the supply of skilled
labour in Germany, and that the financial benefits would exceed costs within relatively short time.

1.4.2. Enabling and encouraging middle-class workers to upskill and reskill throughout
their careers

In light of the rapid transformation facing OECD economies and labour markets, a good-quality education
or vocational training obtained in young adulthood will often no longer be sufficient to guarantee a secure
job and income for the entire working life. New job opportunities arise in occupations and industries that
are different from those in which jobs are lost. Existing jobs will change as well as the sets of skills they
require. The extent to which middle-class workers can reap the benefits of these transformations, or risk
losing out from them, will heavily depend on whether they manage to develop, and maintain, skills over
their careers that are needed in those rapidly changing labour markets. This also means ensuring that
workers have the foundational numeracy and literacy skills that are often essential for further training and
that will only become more important with the digital transformation.

However, participation in adult education or training in Germany is just above the OECD average, and lags
considerably behind comparable countries such as Austria, the Netherlands, and Switzerland. Low
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participation in Germany is not primarily a question of financial costs, but rather reflects workers’ shortage
of time because of work and family responsibilities (OECD, 20213). One way to overcome this issue can
be to provide adults with a right to substantial paid training leave, independent from the employer. In
Austria, workers with entitlements to unemployment benefits can pursue any job-related training or formal
qualifications for 2-12 months, with a maximum of 12 months over the course of four years. During the
training, they receive a compensation at the level of unemployment benefits. Around 0.4% of the
working-age adult population in Austria received paid training leave in 2016.

For workers with medium to high levels of education in Germany, i.e. most workers in middle-income
households, the lack of perceived need of, and reward for, training are important obstacles to training
participation. More generally, a higher share of workers with lower qualification levels report barriers to
training participation, including that they perceive their qualifications to be sufficient. This illustrates the
importance of reaching out to workers to help them identify their learning gaps, educate them about the
necessity to up- and reskill and the potential benefits of training, and guide them to suitable training
programmes. Germany’s current career guidance landscape can be confusing to navigate and impedes
equal opportunities across regions. Good international practice includes the UK’s Unionlearn Programme,
where trained representatives in each company promote the value of learning, support adults in identifying
their training needs, and arrange learning opportunities. Evaluations have demonstrated its high return on
investment and tangible benefits for all stakeholders. Also, workers’ opportunities to reskill remain limited
in Germany, which creates an obstacle to sectoral mobility. And while the structural transformation of the
labour market will change skill demand and likely amplify regional imbalances, Germany largely lacks
forward-looking skills management.

1.4.3. Improving the working conditions and pay of care professionals

Care professions will likely experience substantial employment growth over the coming years and decades.
In health care and long-term care, qualified staff were already in short supply in Germany’s booming labour
market prior to the COVID-19 crisis, and the demand is projected to grow further as a result of population
ageing. In the child care sector, many facilities are already understaffed, and the demand for qualified staff
will increase because of rising child care participation rates, the shift towards full-day care and more flexible
opening hours, and larger birth cohort sizes in recent years. This could be an opportunity for the creation
of a large number of middle-class jobs. Occupations in nursing are one of the largest groups of associate
professionals, who account for a growing share of middle-income jobs particularly among women. Health
and personal care assistants are important groups among the lower-skilled service workers, many of whom
live in middle-income households.

However, for the care sector to become a job engine for good middle-class employment, Germany will
need to substantially boost job quality in these professions, and particularly so in long-term care. Pay is
low, particularly for long-term care and child care workers. Working conditions are unattractive, with a high
incidence of fixed-term contracts (e.g. for child care workers), part-time work because of high work strain
(for long-term care and health care workers), and low potential for career development. The COVID-19
pandemic has exacerbated some of these challenges.

Better coverage of care professionals through collective agreements can be one way of improving their
working conditions and pay, but Germany will likely also need to further increase public spending. Public
spending on long-term care in Germany has risen over the last decade, but it remains much below the
levels achieved in Belgium, Denmark, the Netherlands, Norway, and Sweden, all of which have much
smaller population shares of elderly people than Germany. There remains substantial scope also for raising
public expenditures for early childhood education and care (see below). Since the public sector is the
largest employer of care professionals in Germany, spending increases could directly translate into better
working conditions and higher wages for care workers.
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1.4.4. Creating middle-class jobs by renewing Germany’s infrastructure

Germany will require large investments in its public infrastructure in the coming decades to address
successfully the profound structural challenges arising from an ageing population, the digital
transformation, and climate change. Infrastructure investment over the last two decades has been low in
Germany, with stretches of negative net public investment in the mid-2000s and mid-2010s. And while
Germany has stepped up public investment since 2014, including in its educational infrastructure and
energy grid, general government investment remains at one of the lowest rates across OECD countries,
at 2.5% of GDP in 2019 (3.7% in the OECD on average). This has created a considerable backlog, with
substantial investment needed in digital infrastructure, social housing, and child care and education
infrastructure. Large investments will be required also to decarbonise Germany’s economy, notably into its
electricity grid and into low-emissions transport infrastructure.

The public infrastructure investment needed for Germany to master the structural transformation of its
economy has the potential to become an engine of employment growth, and to create quality middle-class
jobs. Investment in digital infrastructure —including in broadband internet and better mobile
connectivity outside urban areas — could help boost the productivity and innovative capacity of companies
in Germany, hence contributing to job creation including in rural areas. The renewal of key public
infrastructure in Germany, also as part of the greening of Germany’s economy, would directly create many
jobs, including in structurally weaker regions. Indeed, several OECD countries have announced
investments in public infrastructure to boost job creation as part of their post-COVID recovery plans. Most
notably, the U.S. American Jobs Plan foresees public infrastructure spending of about USD 2 trillion, or
about 9.5% of 2020 GDP, by 2030 to address some of the same key challenges facing also the German
economy. In particular, the U.S. plan focuses on funding climate and clean-infrastructure projects in
regions that are lagging or affected by the transition to clean energy, the creation and improvement of
caregiving jobs, and investments in transport infrastructure, the electric grid, and broadband internet in all
parts of the country. Already before the crisis, France announced a Grand plan d'investissement, to invest
EUR 57 billion over 2018-22 to respond to the country’s four major challenges: carbon neutrality, skills and
employment, better competitiveness through innovation, and digitalisation.

1.4.5. Reducing the labour tax burden for middle-class workers

The disappointing growth in earnings and incomes since the early 2000s is likely one reason for why many
people in Germany feel that middle-income households pay too much of their gross income in taxes. This
partly reflects the fact that middle-income households — in Germany as elsewhere — play an important role
for the financing of public expenditures through their taxes and social security contributions. However,
substantial income redistribution also takes place within the middle-income group: from working-age to
elderly households, and from upper and mid middle-income households to lower middle-income
households.

Still, middle-income households in Germany face a comparatively high effective tax burden on their labour
income. For a single person without children earning the average wage in Germany in 2021, deductions
for income taxes and social security contributions net of benefits equalled 38% of gross household income,
more than in countries such as Austria, Denmark, France, the Netherlands, and Sweden.* This reflects a
very steep rise in marginal tax rates at low to middle earnings, the so-called Mittelstandsbauch (i.e.
middle-class bulge). Meanwhile, tax progressivity is much lower at higher earnings levels.

Germany could reduce the labour tax burden for middle-class workers by changing the income tax
schedule and moving its tax mix away from labour taxation. Options for changing the income tax schedule
could be to lift the lower thresholds of the income tax brackets applying to middle-income earners or
reducing marginal tax rates to reduce or eliminate the Mittelstandsbauch. This could be complemented
—and partly financed — by an increase in marginal tax rates at the top. Other options could include lifting
social-insurance contribution ceilings, which are lower in Germany than in most other OECD countries,
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and shifting the tax burden away from labour income towards other types of taxes, e.g. by strengthening
capital income taxation and removing exemptions to inheritance taxation (OECD, 20204)).

1.4.6. Enabling and incentivising women to expand labour force participation

Employment rates in Germany are only little lower for women than for men (73 vs. 79%), but women are
four times more likely than men to work part-time (37 vs. 9%) and more likely to be overqualified for their
job. Those are part of the reason why women in Germany earn only about half as much as men over their
lifetime, and for why the gender gap in labour income in Germany is among the largest among European
OECD countries. By enabling, and incentivising, women to work more hours in better-paid jobs, Germany
could help households increase their income from work, strengthen the income position of middle-income
households, and help low-income households rise up into the middle-income group.

The German tax system comes with low work incentives for second earners, in most cases women, to take
up work and to increase earnings by working more hours or moving to better-paid jobs. A household in
which a person takes up work, and in which there is already a person earning 100% of the average wage,
pays nearly half of their additional earnings in net taxes: the so-called “participation tax rate” for a second
earner that also starts working at the average wage equals 46%, the sixth-highest rate across the OECD.
Second earners in Germany also have low incentives to increase their earnings, because the German tax
system, with its income splitting option (Ehegattensplitting), favours married couples with unequal earnings
levels. Minijobs, marginal jobs with earnings up to EUR 450 per month that are exempt from income
taxation and nearly all employee social security contributions, are a second salient feature of the German
tax-benefit system that generates incentives for second earners to work low hours.

Also, access to flexible, good-quality institutional child care, including for school-age children, remains an
obstacle to paid work and career progression for women in Germany. Recent large investment in early
childhood education and care have led to an impressive rise in child care participation rates, which reached
95% for 3-5 year-olds and 38% for 0-2 year-olds in 2018. Still, participation rates for the youngest continue
to lag those in neighbouring countries such as Belgium, Denmark, France, and Luxembourg, where they
reach 55-65%, and the insufficient flexibility of opening hours remains an issue. The shortage of qualified
child care workers is a constraint for the further rapid expansion of child care services. In spite of
Germany’s large recent investments in all-day primary schools, the lack of afternoon education and care
remains a major obstacle to full-time employment for parents of school-aged children.

A great number of reform scenarios of the income splitting for married couples have been discussed in
recent years. Even some of the more modest options promise stronger work incentives for second earners,
a modest rise in female employment rates, and notable increases in women’s hours worked. A restriction
of Minijobs, for instance by targeting them only to pupils, students and pensioners, or by restricting them
to private households, could improve work incentives, particularly when combined with a broader reform
of social-security contributions for low-income earners. A more comprehensive joint reform of the income
splitting and the Minijobs could move more than an additional 100 000 women into employment without
burdening public budgets, according to recent microsimulations. A further expansion of institutionalised
child care will likely require raising public expenditures for early childhood education and care, which at
around 0.7% of GDP remain a little below the OECD average and two to three times lower than in some
Nordic countries and France.
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Notes

' Disposable household incomes are adjusted for household size using the square-root method (dividing
the household income by the square root of the household size) to account for within-household sharing
of resources.

2 Not all of these jobs in public services are necessarily also public-sector jobs. This group also includes
people working in private hospitals and non-governmental childcare institutions.

3 The results presented draw from a policy brief produced in collaboration with the Bertelsmann Stiftung
and the German Institute for Economic Research, DIW (Braband et al., forthcomingj1o)).

4 Results for Germany for 2021 are preliminary; for the other countries, results refer to 2020.

IS THE GERMAN MIDDLE CLASS CRUMBLING? RISKS AND OPPORTUNITES © OECD 2021



From:
» Is the German Middle Class Crumbling? Risks and
| Opportunities

Access the complete publication at:
https://doi.org/10.1787/845208d7-en

@))OECD

Please cite this chapter as:

OECD (2021), “Assessment and policy options”, in Is the German Middle Class Crumbling? Risks and
Opportunities, OECD Publishing, Paris.

DOI: https://doi.org/10.1787/082f2e57-en

This work is published under the responsibility of the Secretary-General of the OECD. The opinions expressed and arguments
employed herein do not necessarily reflect the official views of OECD member countries.

This document, as well as any data and map included herein, are without prejudice to the status of or sovereignty over any
territory, to the delimitation of international frontiers and boundaries and to the name of any territory, city or area. Extracts from
publications may be subject to additional disclaimers, which are set out in the complete version of the publication, available at
the link provided.

The use of this work, whether digital or print, is governed by the Terms and Conditions to be found at
http://www.oecd.org/termsandconditions.

&) OECD


https://doi.org/10.1787/845208d7-en
https://doi.org/10.1787/082f2e57-en
http://www.oecd.org/termsandconditions

	1 Assessment and policy options
	1.1. Trends in the size and composition of Germany’s middle class
	1.1.1. After one-and-a-half decades of real income stagnation, middle-income households in Germany experienced healthy income growth from 2015
	1.1.2. The German middle-income group has shrunk in the late-1990s and early-2000s, mostly at the lower end, and has not recovered since
	1.1.3. The middle-income group pays more in income taxes than it receives in social benefits, but most redistribution takes place within the middle-income group
	1.1.4. The German middle-income group has been changing its socio-demographic composition

	1.2. The labour market trends of middle-income workers in Germany
	1.2.1. Most middle-income workers are employed in middle- and high-skilled occupations, and the occupational distribution has become more polarised
	1.2.2. Middle-income workers have shifted out of manufacturing towards public services, which together account for more than half of all middle-income jobs
	1.2.3. Non-standard work has become more frequent among middle-income workers, but it remains much less widespread than for workers in other income groups
	1.2.4. A sizeable minority of middle-income full-time workers are in low-paid jobs, but low-paid employment has risen only for low-income workers
	1.2.5. One-in-six middle-income workers in Germany work in jobs facing high risk of automation
	1.2.6. Forecasts show positive employment growth for middle-income occupations, but also further occupational polarisation
	1.2.7. Short-time work prevented larger employment losses for middle-income workers in the initial  phase of the COVID-19 crisis

	1.3. Income mobility in the German Middle Class
	1.3.1. Incomes in Germany are highly persistent, more so than they were in the late 1990s
	1.3.2. People in the lower (and mid) middle have low chances of rising to the top, and a high and rising risk of slipping out towards the bottom
	1.3.3. Meanwhile, upward mobility into the middle-income group has declined
	1.3.4. Income mobility patterns have become less favourable in particular for more disadvantaged labour market groups

	1.4. Policy options for a stronger German middle class
	1.4.1. Building pathways into the middle class for the young generation
	1.4.2. Enabling and encouraging middle-class workers to upskill and reskill throughout their careers
	1.4.3. Improving the working conditions and pay of care professionals
	1.4.4. Creating middle-class jobs by renewing Germany’s infrastructure
	1.4.5. Reducing the labour tax burden for middle-class workers
	1.4.6. Enabling and incentivising women to expand labour force participation

	References
	Notes




