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Z The German middle class -
a statistical profiling

Sebastian Kénigs and Anna Vindics

This chapter examines trends in the size and composition of Germany’s
middle class, proxied by the middle-income group, i.e. people living in
households with disposable incomes between 75 and 200% of the national
median. The chapter starts by looking at the share of people belonging to the
middle-income group, at how this share changed over time, and at income
trends for middle-income people. It then analyses changes in the
composition of the middle-income group along various socio-demographic
dimensions, including by age, household type, level of educational
attainment, migrant background, and region of residence.
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2.1. The economic, political and social importance of a thriving middle class

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 goods and services, accumulate savings, invest in human capital,
safeguard democratic institutions, and support good-quality public services. Societies with a strong middle
class experience greater levels of social trust, but also better educational outcomes, less crime, better
health outcomes, and higher life satisfaction (Kelly, 2000p1;; Lynch and Kaplan, 19972;; Thorson, 20143)).
In particular, strong middle classes promote:

e Education: The middle class forms the bulk of the population, and typically invests more in their
own education and that of their children than the low-income group. By doing so, it increases
current and future human capital (OECD, 2019u4;) and supports well-being and economic growth.
Human capital accumulation is an important mechanism through which changes in the income
share held by the middle class affect economic growth (Brueckner et al., 20175)). As populations
achieve higher levels of educational attainment, citizens become more productive, healthy, resilient
and engaged in society.

e Consumption and entrepreneurship: The middle class have played an essential role in the
expansion of market economies, trade, and hence economic growth. They have more disposable
income than the low-income group, and consume a higher share of it than the high-income group,
hence fuelling demand for goods and services and creating jobs (Pressman, 2007). People living
on middle incomes contribute to physical capital accumulation essential for investment, and the
small and medium enterprises that they establish and run constitute the backbone of strong
economies. Economic growth and incomes are higher in countries with greater middle-class
income shares (Easterly, 2001(7;). Strong middle classes increase social trust, which reduces
transaction costs and promotes innovation (Gould and Hijzen, 2016g)).

e Social and political stability: The middle class champions political stability and good governance
through their involvement in public affairs and the power of the mass of their voices. Their
intolerance of corruption and trust in their fellow citizens and in democratic institutions are essential
for functioning liberal democracies. A strong middle class prevents political polarisation that can be
harmful for government performance (Madland, 2015p;). Middle classes provide a solid basis for
democratic governance by having capacity to demand regulation, enforcement of contracts, and
the rule of law (Birdsall, 2010p101). Strong middle classes are the main financers of social protection
systems through their taxes and contributions, which support stable and just societies.

However, there are signs that, in many OECD countries, the middle classes are not as stable as they used
to be. The recent OECD flagship publication Under Pressure: The Squeezed Middle Class (OECD, 20194))
documented three main challenges facing middle classes in many countries (see Box2.1):
(1) socio-economic outcomes are increasingly perceived as unfair. Middle incomes have been growing
much more slowly than higher incomes in many OECD countries for more than three decades. (2) The
middle-class lifestyle is becoming more expensive. The cost of essential parts of a middle-class lifestyle
has increased faster than income in many countries, notably of housing and higher education. (3) Life
outcomes have become more uncertain. Job polarisation and insecurity has risen in the context of rapidly
transforming labour markets.

This report, which provides a comprehensive assessment of the situation of the German middle class,
focuses on the first and the third of these challenges, i.e. on trends in disposable incomes and on labour
market developments. It does not provide detailed evidence on the second challenge, i.e. changes in
middle-class expenditure patterns, hence also not covering the importance of changes in the cost of
housing or energy for middle-class households.
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Box 2.1. Main insights from Under Pressure: The Squeezed Middle Class

The OECD flagship publication Under Pressure: The Squeezed Middle Class (OECD, 20194)) provided
a comprehensive assessment of the economic situation of the middle classes in OECD countries,
looking at trends in incomes, consumption behaviour, and labour market outcomes. It documented that
middle classes in many OECD countries find themselves increasingly under pressure facing stagnating
incomes, rising expenditures, and greater labour market uncertainty.

Socio-economic outcomes are increasingly perceived as unfair

Middle incomes have been growing much more slowly than high incomes for more than three decades.
Over the past 30 years, across the OECD, median incomes increased by a third less than the incomes of
the richest 10%. Moreover, in many countries, incomes at the very top have surged. In the United States,
for example, the share of the top 1% in total income almost doubled over the past three decades, from
about 11 to 20%; almost half of all income growth over this period accrued to this group (Forster, Llena-
Nozal and Nafilyan, 2014113; Saez, 201812;). In Germany, the top-1% income share rose from around 12%
in 2000 to a post-war high of more than 14% in 2008; it then dropped to 13% during the financial crisis,
and remained stable thereafter until 2014, the year with the latest available data (Bartels, 201913;). The
middle classes have lost in economic influence as a result. Three decades ago, the aggregate income of
all middle-income households was four times that of upper-income households across the OECD on
average; today, this ratio is less than three. Meanwhile, many people, especially in lower middle-income
households, feel that they contribute much more to the welfare state, through taxes and contributions,
than they receive in return in benefits and services. Opportunities to climb up the social ladder have
become rarer for middle-class people and their children, while social risks have increased.

The middle-class lifestyle is becoming more expensive

This sluggish income growth coincided with an increase in the costs of a middle-class lifestyle. Prices
for housing, health, and education increased faster than inflation across the OECD. Ageing and new
medical technologies have driven up the cost of health services. The widespread trend towards tertiary
education is pressing parents and young people to invest more in education, while education has
become more costly in many countries. Also in Germany, the cost of education increased faster than
median incomes, by 23 vs. 9% between 1995 and 2015. This likely reflects primarily a rise in the cost
of attending higher education. Meanwhile, the geographic polarisation of jobs is pushing up housing
prices in urban areas. Housing constitutes the largest expenditure item for middle-income households
in Germany, at around one-third of disposable income relative to one-quarter in the mid-1990s. This is
the second largest increase among the countries with available data. Such rising expenditures squeeze
middle-class households’ finances and reduce their ability to save. More than one-in-five middle-income
households spend more than they earn across the OECD in the mid-2010s.

Labour market trajectories have become more uncertain

People in middle-class households are concerned that the digitalisation and automation of the economy
will destroy their jobs. One-in-six middle-income workers are employed in jobs that face high risk of
automation across the OECD on average, close to the corresponding share among low-income workers
(one-in-five). Rapid integration of global supply chains, fast and transformative technological change,
and population ageing have resulted in labour market polarisation, i.e. a shift in employment towards
high-skilled and low-skilled non-routine jobs and a hollowing-out of middle-skilled jobs. In many cases,
having medium skill level no longer guarantees the way up into the middle-income group. Almost half
of middle-income workers across the OECD are in high-skilled occupations, compared to one-third two
decades ago. Meanwhile, job security and the level of income support in case of job loss have declined
in many countries, up until the COVID-19 crisis.

Source: OECD (2019uj). Under Pressure: The Squeezed Middle Class, https://dx.doi.org/10.1787/689afed1-en.
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This chapter describes income trends for the German middle class, and provides a socio-economic profile
of middle-income individuals in Germany. It provides evidence on the size of the German middle-income
group, its composition, and the most important trends over the past two-and-a-half decades since the
mid-1990s. It sets the scene for Chapter 3, which discusses trends in labour market outcomes for
middle-income workers in Germany.

2.2. Who counts as “middle class” in Germany?

2.2.1. The middle class is a complex social construct

The middle class is a complex social construct and has no unique definition. Indicators used to define, and
study, the middle class vary significantly, within and across disciplines. Some measures and indicators are
based on occupation and employment status, relating, for example, to certain aspects of job quality
(Goldthorpe, 2016114;). Others are based on social, cultural, or economic criteria, such as income level,
educational attainment, as well as values and attitudes (Savage et al., 201315; Pressman, 2007)). Yet
other definitions are consumption-based, with households being defined as middle class if they are able to
buy a home, afford certain type of cars, or holidays (Reeves, Guyot and Krause, 20181). In a
comprehensive analysis of social class in Germany, Reckwitz (201917;) argues that besides the old middle
class — a group of middle-skilled workers that is shrinking in size and losing prestige — a new middle class
has emerged made up of academics working in knowledge-based jobs in urban areas. Recent empirical
studies of the economic situation, social mobility and social risks of the middle class in Germany have for
example defined middle-class households based on occupation class (Lengfeld and Ordeman, 20161s))
and income (Burkhardt et al., 2013y1gj; Niehues, 2017205; Zucco and Ozerdogan, 2021p21)).

An alternative approach is to define the middle class based on subjective self-identification. On average
around two-thirds of the population in OECD countries consider themselves as belonging to the middle
class (Figure 2.1). In Germany, 73% of people self-identify as middle class, around 10% more than belong
to the group according to the income-based definition used in Under Pressure. In some other countries,
the difference between self-perceived and income-based middle-class status is even larger. The fact that
many people self-identify as middle class even though their socio-economic circumstances may suggest
otherwise is referred to as “middle-class bias” (Evans and Kelley, 200422; Bellani et al., 2021;23). One
reason can be that people compare themselves to their immediate peer group, i.e. family members,
neighbours, and co-workers, who tend to have a similar living standard, rather than to look at living
standards across society more broadly. It can therefore be problematic to rely (alone) on self-identified
middle-class status when studying the economic well-being of middle-class households.

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



31

Figure 2.1. More people self-identify as middle class than belong to the middle-income group

Percentage of the population in the middle-income group and percentage share of people considering themselves
as “middle class”, 2018 or latest available year
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Source: OECD calculations based on data from the LIS Cross-National Data Center, SILC, Eurobarometer, Gallup and the World Values Survey.

2.2.2. An income-based definition of the middle class

There is a strong rationale for looking at incomes when defining people’s middle-class status for the
purpose of comparative statistical analysis. Income is a key determinant of people’s living standards and
of many aspects of their well-being. It permits households to consume goods and services, including
housing, education and health care, and to build up savings as an insurance against shocks. Income also
strongly correlates with other determinants of social class, such as occupation, education, and
self-perceived class.” From an analytical point of view, the benefit of employing an income-based definition
of the middle class is that income data are readily available across countries for long periods. The same
does not necessarily hold for information on self-perceived class or other socio-economic outcomes.

This review therefore uses an income-based definition of the middle class, i.e. it focuses on the
middle-income group as a proxy for the middle class. Following the approach used in Under Pressure, it
defines the middle-income group as people living in households with disposable incomes between 75 and
200% of the national median. In 2018, this corresponded to a monthly disposable income of around
EUR 1 500 to EUR 4 000 for a single person, and EUR 3 000 to EUR 8 000 for a couple with two children.
Within the middle-income group, the review further distinguishes the lower middle (75 to 100% of the
median), the mid middle (100-150%) and the upper middle (150-200%). Disposable household incomes
are adjusted for household size using the square-root method to account for within-household sharing of
resources. This approach follows the methodology used for inequality and poverty measurement, including
in the OECD Income Distribution Database (OECD, 202124}).2

The review defines low- and high-income groups by analogy. People in households with incomes
below 75% of the median are considered “low-income”. This group is, in some parts of the analysis, further
subdivided into two groups: people living in households on equivalised household incomes less than 50%
of the median are classified as “poor”, following standard OECD practice;® those with incomes between
50% and 75% of the median as “vulnerable”. At the other end of the income distribution, people with
incomes above 200% of the median are considered as “high-income”.
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Figure 2.2. The middle-income group is slightly larger in Germany than across OECD countries on
average

Panel A. Percentage share of the population by income group, 2018 or latest available year
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Panel B. Upper-bound income thresholds of different income groups for a single person for selected countries, 2018
or latest available year, 2017 USD
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Note: In Panel A, results refer to the year 2018, except for the United States (2019), Belgium, Canada, Chile Israel, Switzerland (all 2017),
Austria, the Czech Republic, Denmark, Estonia, Finland, Greece, Italy, Norway, Poland, Spain (all 2016), Hungary, Slovenia (2015), Australia
(2014), Japan, Luxembourg (2013), and Korea (2012). The OECD average gives the unweighted average over the 33 countries included in the
figure. In Panel B, income thresholds are expressed in 2017 USD using purchasing power parity. The income group thresholds displayed for
Germany are rounded.

Reading note for Panel B: A single person in Germany with an annual disposable income between USD 23 000 and USD 30 000 is considered
to be part of the lower middle-income group; a person with a disposable income between USD 46 000 and USD 61 000 is part of the upper
middle-income group.

Source: OECD calculations based on data from the LIS Cross-National Data Center, except for France, Latvia, Portugal and Sweden, which are
based on data from the European Union Statistics on Income and Living Conditions (EU-SILC).
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When applying this income-based definition,

The bulk of the population is part of the middle-income group in almost all OECD countries. Across
the OECD, almost two-in-three (62%) people belonged to the middle-income group in 2018
(Figure 2.2 Panel A). In Germany, the share was slightly higher, at 64%. In many Central and
Eastern European and the Nordic countries, the middle-income group is larger than in Germany,
while it is smaller in many English-speaking, Southern European, Latin American and Asian
OECD countries.

Around one-in-three people are part of the low-income group across OECD countries. Again, the
figure for Germany lies close to the OECD average, with 30% of people living on low incomes, and
10% living below the poverty line.

The high-income group is usually smallest, but varies most strongly in size: it makes up 7% of the
population in Germany, and 8% in the OECD on average. In some OECD countries, the
high-income group makes up only a few percent of the population, while it reaches 14% or more
in Mexico, Chile, and the United States.

The country ranking in Figure 2.2, Panel A is relatively robust to using other thresholds to define the income
groups (OECD, 2019).# For an overview of the nominal values of the income thresholds for a selection
of countries expressed in USD, see Figure 2.2, Panel B.

The size of a country’s middle-income group closely relates to the level of income inequality. This is
because income groups are defined using thresholds expressed relative to the median income. In
OECD countries where inequalities are large, such as Mexico, Chile and the United States, incomes are
widely dispersed around the median, and the middle-income group is consequently smallest (Figure 2.3).
Meanwhile, in the more egalitarian countries in Central and Eastern Europe (e.g. the Czech Republic, the
Slovak Republic, and Slovenia) and Northern Europe (Denmark, Finland and Norway), a greater share of
households live on incomes close to the median, and the middle-income group is larger.

Figure 2.3. The size of countries’ middle-income group is closely tied to the level of income
inequality

Percentage share of the middle-income group against the Gini coefficient of disposable household income, 2018 or
latest available year
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Source: OECD calculations based on data from the OECD Income Distribution Database, https://oe.cd/idd, LIS Cross-National Data Center
European Union Statistics on Income and Living Conditions (EU-SILC) for France, Latvia, Portugal and Sweden.
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2.3. Trends in middle-class incomes in Germany

Under Pressure documents that middle classes in many OECD countries have been suffering from
stagnating real incomes over the last decades — a trend that often brought about a decline in the size of
middle-income groups. This section updates and revisits this analysis with a particular focus on the
developments in Germany. It demonstrates that also the German middle-income group has shrunk since
the mid-1990s, and more rapidly so than middle-income groups in other OECD countries. This has entailed
a decline in the income share of the middle-income group out of total income in Germany, implying
shrinking economic influence. However, most of these changes have occurred prior to 2005.

2.3.1. German middle-income households have experienced very modest income growth
since the mid-1990s, and income disparities in Germany have widened

Middle-income households in Germany experienced only modest income growth since the mid-1990s. The
median disposable household income, i.e. the income for the household precisely in the middle of the
income distribution, has stagnated in real terms in Germany for nearly one-and-a-half decades (Figure 2.4,
Panel A). This implies that many middle-income households experienced essentially no rise in living
standards between 2000 and 2014. The trend has been much more positive since around 2015, when the
real median income started growing.

Income disparities have widened over the observed period. In the late 1990s, top and bottom incomes still
grew in lockstep with the median. From 2001, a gradual decoupling took place, with top incomes steadily
growing while median incomes stagnated. Households in the bottom of the income distribution even
experienced a decline in real incomes after 2001, up to a rebound from around 2017. In 2018, the
household incomes of the top 10% of households were 28% higher in real terms than in 1995, compared
to a real income growth of 17% at the median, and only 7% for the bottom 10% of households. Slow growth
and widening disparities in disposable incomes reflect a very similar trend for earnings, see Chapter 3,
Figure 3.9. Also, levels of subjective well-being appear to have diverged between people of different
income groups in Germany, see Box 2.2.

While the developments in Germany mirror a trend towards rising income inequality across the OECD
more broadly, the pattern has not been uniform across all countries (Annex Figure 2.A.1). In some
countries, such as the Netherlands, the Czech Republic and Turkey, middle-income households did better
than households in the top and bottom of the income distribution. Meanwhile, in Italy, Greece, and Japan,
households all across the income distribution experienced stagnating or declining incomes. Some other
countries, such as the Nordics and the United Sates, show patterns similar to those in Germany, in some
cases even more pronounced.

Germany holds a mid-table position in median income growth among OECD countries since the global
financial crisis (Figure 2.4, Panel B). Thanks to the uptick in income growth since 2015, median incomes
grew on average by a bit more than 1% per year over the period 2008-18. This is slightly above the OECD
average (0.7%). Annualised median income growth during this shorter period has been higher in some
Central and Eastern European countries (the Czech Republic, the Slovak Republic, Poland and some of
the Baltics), but also in Canada, Israel, Ireland, and Sweden. In a number of countries heavily affected by
the global financial crisis, median household incomes remain substantially below their pre-financial-crisis
values, notably in Greece, Spain, Iceland and Italy.

By contrast, median income growth in Germany has been among the lowest across OECD countries when
considering the entire period since the mid-1990s. Among the 21 countries with income data for that period,
only Japan, Greece, ltaly and Belgium recorded lower real median growth rates.
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Figure 2.4. Median income growth in Germany picked up in 2015 after a long period of income
stagnation

Panel A. Real average equivalised disposable household incomes by income level (1995=100), 1995 to 2018
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Source: OECD Income Distribution Database, https://oe.cd/idd.

Box 2.2. Subjective well-being by income level in Germany

Income is a key determinant of people’s well-being, as noted in Section 2.2, and higher-income people
generally fare better along many dimensions of subjective well-being (OECD, 2020;25]). The increase in
income inequality in Germany since the mid-1990s, shown in Figure 2.4, is also mirrored in growing
inequalities in subjective well-being between people from different income groups. This holds true for
different dimensions of subjective well-being, as illustrated in Figure 2.5:
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e Life satisfaction: the share of people in middle-income households in Germany reporting high
life satisfaction, i.e. a level of 7 or higher on a scale from 1 (dissatisfied) to 10 (satisfied), was
84% in 2017, compared to 90 and 67% among high- and low-income people. Disparities
between people in the high- and low-income group have widened from 5 to 23 percentage points
between 1997 and 2017.

e Trust in other people: less than half (45%) of people in the German middle-income group say
that “most people can be trusted”. High-income people are much more likely to report high levels
of trust (61%), while the opposite is true for low-income people (33%). The share of people who
say they trust in others has greatly increased over time in Germany, but only for high- and (to a
lesser degree) middle-income people.

e Freedom of choice and control: measured again on a scale from 1 (none at all) to 10 (a great
deal) the share of high-, middle-, and low-income people in Germany who reported high
perceived freedom of choice and control over their lives stood at 78, 71 and 65% in 2017.
Disparities by income group substantially widened after the late-1990s, but seem to have
narrowed again in the most recent data for 2017.

Figure 2.5. Disparities in subjective well-being by income group have grown in Germany

Subjective well-being by income group (percentage of respondents), Germany, 1997-2017
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Note: High life satisfaction is defined as the share of people reporting life satisfaction of 7 or above (with 1=Dissatisfied, 10=Satisfied). Trust
is defined as the share of people replying most people can be trusted. High sense of freedom of choice and control is defined as the share
of people reporting freedom of choice and control of 7 or above (with 1=Not at all, 10=A great deal). Income groups are defined based on
respondent’s subjective assessment of their household income on a 10-point scale, with people in the bottom three income deciles
categorised as low income, those in the top three income deciles as high income, and the middle four as middle income.

Source: European Value Study and World Value Survey 1981-2017.

2.3.2. 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, at the time of widening income disparities (Figure 2.6). In spite of the positive employment growth
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after 2005, the German middle-income group did not recover afterwards, as a result of stagnating
disposable incomes for lower and middle-income households. This decline largely reflects a shrinking of
the lower middle-income group, i.e. the share of households with incomes of 75 to 100% of median. Their
share declined by 4 percentage points, to 21% in 2018. Meanwhile, the mid middle-income group
(100-150% of the median) and the upper middle-income group (150-200% of the median) remained
broadly stable, at 32% and 11% of the population.

The shrinking of the middle-income group is mirrored by a growing share of low- and high-income
households. In particular, the share of households living below the poverty line (50% of median income)
has increased since the mid-1990s, by 3 percentage points. Similarly, the share of vulnerable households,
i.e. those who live on incomes above the poverty line but not enough to reach the lower middle-income
group (50-75% of the median), increased by 2 percentage points. At the upper end of the distribution, the
share of high-income households (above 200% of the median) expanded by 1 percentage point. As before,
these changes largely occurred up to 2005, although the share of poor households continued to rise
thereafter.

Figure 2.6. The German middle-income group shrank in the late-1990s and early 2000s, and has not
recovered since
Percentage share of the population by income group, Germany, 1995-2018
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Source: OECD calculations based on data from LIS Cross-National Data Center.

2.3.3. Germany experienced a faster decline in the middle-income group than most other
OECD countries

Relative to the mid-1990s, the middle-income group has declined faster in Germany than in most
OECD countries.® 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 (Figure 2.7). This reflects a strong growth in
the share of middle-income households in such countries as Ireland, Hungary, Belgium, and Chile.
Compared to Germany, the shrinking of the middle-income group was more pronounced only in Sweden,
Finland and Luxembourg. Countries, where the middle-income group declined — such as the Nordics, some
Central and Eastern European and Northern American countries — nearly all experienced income
polarisation, i.e. an expansion of both the low- and high-income groups. In countries where the
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middle-income group grew — such as Latin American, Southern European and European English-speaking
countries — income inequality usually declined.

Figure 2.7. Relative to the mid-1990s, the middle-income group shrank faster in Germany than in
most other OECD countries

Changes in the population shares of the middle-income groups in OECD countries, mid-1990s to 2018 or latest year,
in percentage points and percentages
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Note: OECD refers to the unweighted average across 26 countries with available data. Results are for 2018, except for the United States (2019),
Belgium, Canada, Chile, Israel, Switzerland (all 2017), Austria, the Czech Republic, Denmark, Estonia, Finland, Greece, Italy, Norway, Poland,
Spain (all 2016), Hungary, Slovenia (2015), Australia (2014), Japan, Luxembourg (2013) and Korea (2012). The percentage-point change (bars)
refers to the difference between the mid-1990s and the latest year, while the percentage change (diamond) shows the relative change compared
to the mid-1990s.

Source: OECD calculations based on data from LIS Cross-National Data Center, except for France and Sweden, which is based on data from
the European Union Statistics on Income and Living Conditions (EU-SILC).

2.3.4. The German middle-income group accounts for a declining share of total
household income

In line with its shrinking size, also the income share of the middle-income group has fallen in Germany
relative to total population income, indicating declining overall economic influence. While total disposable
income across all middle-income households was — in real terms — 2.1 higher in 2018 than in 1995, total
population income grew by a factor of 2.3 (Figure 2.8). Consequently, the income share of the
middle-income group declined from 74 to 67% of total income between 1995 and 2018. Again, this decline
occurred over the first decade of the observation period, between 1995 and 2005. Almost all of it is due to
the shrinking population share of the middle-income group, as opposed to a decline in the relative average
income of middle-income households in comparison to the other income groups.®
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Figure 2.8. The middle-income group accounts for a declining share of total income in Germany

Income shares of the different income groups in Germany, 1995-2018
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Note: Income growth in real terms, adjusted for inflation.
Source: OECD calculations based on data from LIS Cross-National Data Center.

2.3.5. 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

There is a widespread sentiment in many OECD countries, including in Germany, that taxes are too high
for lower- and middle-class households, see also the discussion in Chapter 5, Section 5.4. OECD
calculations based on data from the International Social Survey Programme for 2016 show that around
half of people in Germany, and across OECD countries, find that taxes for middle-income households are
“too high” or “much too high” (48% of respondents in Germany, 51% across 25 OECD countries on
average). Even around three-in-four respondents (75% in Germany, 72% in the OECD on average) find
taxes too high for low-income households.” Meanwhile, recent results from the OECD Risks that Matter
Survey indicate that, on average, 58% of middle-income households in OECD countries consider that they
do not receive a fair share of public benefits for the taxes and social-security contributions that they pay
(OECD, 2019p¢)).

Across OECD countries, the middle classes indeed play a crucial role for the financing public expenditures
(and are main beneficiaries of these expenditures), and often pay on average more in direct taxes than
they received in cash social benefits. However, substantial redistribution takes place also within the
middle-income group:

e Across income groups: while people the mid and upper middle-income group in Germany indeed
pay on average more direct taxes than they receive in cash benefits, the lower middle is a net
beneficiary of the tax-benefit system (Figure 2.9, Panel A). Overall, across the entire
middle-income group, the sum of taxes and social-security contributions paid on income exceeded
the total value of social cash benefits received by 12% of disposable income in 2018.8 The
middle-income group’s net contribution slightly declined between 1995 and 2018 (Figure 2.9,
Panel B).

e Across age groups: redistribution through income taxes and social transfers has a strong
intertemporal component. The social contributions paid by workers on today’s earnings given them
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entitlements to future social transfers in case of job loss or sickness, after childbirth and in old age.
Substantial redistribution therefore takes places over the life course, and notably between
working-age people and seniors. Indeed, 18-to-64-year-olds in the middle-income group are heavy
net contributors, with taxes and social-security contributions exceeding benefits received by on
average 33% of disposable income. Meanwhile, middle-income people over 65+ years are clear
net beneficiaries: they derive nearly all of their disposable income from social transfers, notably
public pensions, and pay only little taxes and social contributions (Figure 2.9, Panel C).

All of these calculations do not account for any indirect taxes paid (incl. VAT), nor for in-kind transfers
received, for example, in form of public services, such as health care or education.

Figure 2.9. The lower middle is a net beneficiary of the tax-benefit system, but most redistribution
takes place within the middle-income group, between working-age people and seniors

Income components relative to disposable income (=100), as percentages
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Note: Net direct redistribution is the sum of transfers minus taxes and social security contributions. Private transfers, which typically make up
less than 1% of disposable income, are not shown.
Source: OECD calculations based on data from LIS Cross-National Data Center.
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2.4. Changes in the composition of the middle-income group in Germany

Against the context of a decline in the German middle-income group compared to the mid-1990s, this
section presents evidence on the changing socio-demographic composition of middle-income households,
and on the implied chances for people from different population groups of making it into the middle-income
group. Specifically, it provides evidence on two different but related questions:

1. What share of the middle-income group does population group X — say young people, or
working-age couples — account for, and how has this evolved over time? This first question is
concerned with the composition of the middle-income group.

2. What is the likelihood for a person from population group X to be in the middle-income group, as
opposed to the low- or high-income group, and how has this likelihood changed over time? This
second question is about people’s chances of making it into the middle-income group, or the
group-specific size of the middle-income group.

The two questions are clearly related, but can yield at times, what seems like conflicting conclusions. This
is because the socio-demographic composition of the overall population has changed. For example, as
shown below, the share of working singles in the German population has strongly increased over the
observation period, and consequently working singles make up a growing share of middle-income
households. (This is the response to Question 1 above, about the composition of the middle-income
group). However, the share of working singles grew more slowly in the middle-income group than in the
overall population. As a result, the chances for working singles of making it into the middle-income group
have declined. (This is the response to Question 2 above, about the odds of making it into the
middle-income group). Indeed, working singles have become more likely to be in the low-income group.

This section provides evidence on the above two questions about the composition of the middle-income
group and the group-specific chances of making it into the middle along different dimensions: by age group,
household type, level of educational attainment, migrant background, and region of residence.®

2.4.1. The German middle-income group has aged more quickly than the general
population, and young people find it difficult to secure their place

The German middle-income group has aged significantly since the mid-1990s. 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 (Figure 2.10, Panel A). Meanwhile, prime working-age adults
(30-44 years), young people (18-29 years) and children (below 18 years) account for declining shares.

This trend does not simply reflect general population ageing: While the share of people living on middle
incomes has shrunk in each of the age groups, young people have been disproportionally affected. 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 (-5.7 percentage points; Figure 2.10, Panel B). However, this
drop occurred entirely in the years up to 2005, while the middle-income share among young people
remained stable thereafter. Meanwhile, among older working-age adults and seniors, the size of the
middle-income groups has declined by less than average (-3.8 and -4.3 percentage points), and just over
the period since 2005 it has even expanded for older working-age adults. Particularly for young people and
prime working-age adults, the shrinking of the middle-income group coincided with a strong expansion of
the low-income group. Meanwhile, for older working-age adults, the high-income group expanded most
strongly.
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Figure 2.10. Older generations account for a growing share of Germany’s middle-income group

Panel A. Percentage breakdown of the middle-income population by age groups, Germany, 1995-2018
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Panel B. Percentage-point change in the population share belonging to different income groups 1995-2018 (left
axis) and percentage belonging to the middle-income group in 2018 (right axis) by age groups, Germany
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Reading note for Panel B: The share of young people (18-29 years) in the middle-income group has declined by 10.0 percentage points between
1995 and 2018. Meanwhile, the shares of 18-29 year-olds in the low-income group and the high-income group have expanded by 9.0 percentage
points and 0.9 percentage points.

Source: OECD calculations based on data from LIS Cross-National Data Center.

Trends in labour force participation behaviour over people’s lives can partly explain the changes in the age
structure of the middle-income group. Young people increasingly obtain tertiary education and thus remain
in education for longer than they did two decades ago. They are therefore older when entering the labour
market and earning their first own income, which can explain part of the decline in the size of the
middle-income group among young people. Meanwhile, older workers retire later and often continue
earning good incomes up to a higher age, which can explain the relative rise in the size of the
middle-income group — and the high-income group — among older working-age adults.
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Yet, the changing age composition of the middle-income group certainly also reflects trends in the relative
financial well-being of different demographic groups. Today’s senior generation is, on average, financially
much better off than previous generations of elderly (OECD, 201727)). This applies particularly to the baby
boomers, many of whom have been able to contribute to the pension system throughout their entire
working life and to accumulate, sometimes significant, private wealth, often in the form of housing (Balestra
et al., forthcomingpzs)). This is reflected in the growing share of older working-age people and seniors in the
middle-income group.

Indeed, since the baby boomers, the size of the middle-income group has continuously declined from one
generation to the next (Figure 2.11). When aged in their 20s and 30s, 71% of the baby boomers belonged
to the middle-income group. 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 consistent 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 and youth (0-10s, 10-20s and 20-30s).
This confirms that senior’s growing relative representation in the middle-income group, and the decline of
the middle-income group for young people (as observed in Figure 2.10), is not alone a consequence of
changing labour force participation behaviour.

Figure 2.11. Since the baby boomers, the size of the middle-income group has declined generation
by generation

Percentage share of the population belonging to the middle-income group, by cohort and age, Germany
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Reading note: In their 20s and 30s, 71% of the baby boomers belonged to the middle-income group. For the Generation X (i.e. people born in
the mid-1960s to early 1980s), the share had declined to 68% at the same age.
Source: OECD calculations based on data from LIS Cross-National Data Center.

2.4.2. Working couples, and particularly one-and-a-half earner households, have been
much less affected by the decline in the middle-income group

Household composition and living arrangements have considerably changed over the past decades, in
Germany as in other OECD countries. The share of single-person and senior households increased
because of later family formation and gains in longevity. The share of households with children declined,
as more couples decide to have children later, or not at all. These changing family structures are closely
tied to, and interact with, the two larger trends of population ageing and rising female labour market
participation.
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These trends have also changed the composition of the German middle-income group since the mid-1990s
(Figure 2.12, Panel A), and changed the likelihood for different types of households of belonging to the
middle-income group (Panel B):

e Working couples — with one, one and a half, or two earners — make up nearly half (44%) of
middle-income households, and they were more likely in 2018 than in the mid-1990s to live on
middle incomes. Indeed, while their share among middle-income households declined, it declined
by less than in the overall population. In particular, the one-and-a-half earner couples have greater
chances of being in the middle-income group. “Traditional” one-earner couples still make up the
majority of working couples in the middle-income group, but are increasingly found in the
high-income group; also two-earner couples are increasingly found among high-income earners.

e Working singles are less likely than in the mid-1990s to make it into the middle-income group, even
as their share among middle-income households has been growing. The reason is that their share
in the overall population has grown by even more, and particularly so among low-income
households. In 2018, working singles made up about one-in-five (22%) middle-income households.

e Workless households, many of whom are households of seniors, account for a stable share of
about one-in-three middle-income households. They have been somewhat less affected by the
decline of the middle-income group than the overall population, i.e. their relative chances of making
it into the middle-income group have risen. This is in line with seniors’ relative increase in the
chance of being in the middle-income group (see Figure 2.10).

The increasing share of one-and-a-half-earner couples in the middle-income group points to the growing
importance of having a second earner in the household for generating the income necessary to make it
into the middle-income group. It also reflects the rapidly risen labour force participation among women in
Germany, with nearly every second working woman in the German middle-income group working part-time
(see Chapter 3, Figure 3.8)."° Households with two full earners increasingly make it into the high-income
group. Meanwhile, there also appears to be a growing share of one-earner couples with earnings high
enough for high-income status.

Trends for the presence, or absence, of children in middle-income households are less striking (results not
shown). About half of middle-income households have children: 45% coupled households with children,
plus 6% single parents in 2018. While this is less than in the mid-1990s (51% vs 60%), this decline fully
reflects the growing share of childless households in the overall population. For both couples and singles
with children, the likelihood of being in the middle-income group declined to similar extents, by less than
the population average (by -3.4 and -2.0 percentage points). Couples with children have become
somewhat more likely to be in the high-income group, while single parents face a greater risk of finding
themselves in the low-income group.
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Figure 2.12. Working couples make up nearly half of all middle-income households, and their
chances of being in the middle-income group have increased relative to working singles

Panel A. Percentage breakdown of middle-income households by household structure and work intensity, Germany,
1995-2018
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Panel B. Percentage-point change in the share of households belonging to income groups 1995-2018 (left axis),
and percentage belonging to the middle-income group in 2018 (right axis), by household structure and work
intensity, Germany
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Source: OECD calculations based on data from LIS Cross-National Data Center.

2.4.3. People with upper- and post-secondary education still make up the bulk of the
middle-income group

Adults with upper-secondary or post-secondary non-tertiary education remain the backbone of the
middle-income group. In 2018, they accounted for 58% of all middle-income adults; 33% of adults in the
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middle-income group had completed tertiary education; a small minority, the remaining 9%, had less than

upper-secondary education (Figure 2.13, left Panel A)."

The level of educational attainment in the middle-income group has clearly risen since the mid-1990s, over
and above what would be implied by rising educational attainment in the population overall. People with
upper-secondary and post-secondary, non-tertiary education were affected more strongly than those with
tertiary education by the decline in the middle-income group since the mid-1990s (-7 and -5 percentage
points; Figure 2.13, Panel B). The likelihood of being in the middle-income groups dropped dramatically

for people with less than upper-secondary education (-15 percentage points).

Figure 2.13. Adults with upper-secondary education still make up most of the middle-income

group, but the share of tertiary-educated has been rising particularly among young people

Panel A. Percentage breakdown of middle-income adults by educational attainment, Germany, 1995-2018
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These trends are even more marked for young people. Among them educational attainment has risen
much faster, and having tertiary education has become key for making it into the middle-income group.
Among 25-35 year-olds in the middle-income group, those with at-most upper- or post-secondary
education only make up 47%, much less than among adults more generally and down from 68% in 1995.
Meanwhile, those with tertiary education account for 44%, substantially more than in the general population
and up from 23% in 1995. The likelihood of belonging to the middle-income group decreased heavily for
young adults with at-most upper- or post-secondary education (-12 percentage points) or less then
upper-secondary education (-27 percentage points). By contrast, young adults with a tertiary degree were
somewhat shielded by the decline in the middle-income group: for them, the middle-income share declined
by 5.2 percentage points, less than the population average.

2.4.4. Immigrants are much less likely than in the mid-1990s to make it into the
middle-income group in Germany

Immigrants are much less likely to be part of the middle-income group compared to the mid-1990s. While
the share of people born abroad in the middle-income group is slightly higher than in the mid-1990s, the
immigrant share in the overall population rose by twice as much (+2 vs. +4 percentage points, not shown).
As a result, immigrants’ likelihood of being in the middle-income group declined by 9.4 percentage points
since the mid-1990s (Figure 2.14). Meanwhile, their share among low-income people rose significantly
(7.7 percentage points). In 2018, about one-in-eight (12%) people in the middle-income group had been
born abroad (not shown). The LIS data used for this analysis do not permit separately identifying people
born in Germany to immigrant parents.

Figure 2.14. The likelihood of belonging to the middle-income group declined considerably for
immigrants over the past decades

Percentage-point change in the population share belonging to income groups 1995-2018 (left axis) and percentage
belonging to the middle-income group in 2018 (right axis) by immigrant background, Germany
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Source: OECD calculations based on data from LIS Cross-National Data Center.

Immigrants’ lower chances to be part of the middle-income group likely reflects compositional changes in
the immigrant population in Germany over the last decades. At the start of the observation period, in 1995,
one-in-four immigrants originated from Central and Eastern European countries (incl. Poland, the
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Czech Republic, and the Russian Federation), and another one-in-five from either Turkey or Italy. The
composition of the immigrant population changed over the observation period: notably, the inflow of
humanitarian migrants into Germany from 2015 led to an increase in the share of immigrants from Syria,
Iraq, and Afghanistan. Migrants from such countries may take longer to become part of the middle-income
group even if they possess similar skills as migrants from European countries. Main challenges are a lack
of German language skills, different work habits, uncertainty regarding the length of stay in Germany, and
difficulties in having their qualifications recognised (Degler and Lieblig, 201729)).

2.4.5. The size of the middle-income group varies substantially between regions in
Germany, and it has declined much more strongly in cities than in rural areas

Regional differences in the size of the middle-income group in Germany are substantial, including, but not
only, differences between east and west. The middle-income group is smallest in the northern city-state of
Bremen, at only 54% (Figure 2.15). Also four of the six eastern German states (Berlin,
Mecklenburg-Vorpommern, Saxony-Anhalt, and Thuringia) have middle-income groups of below 60% of
the regional population. Meanwhile, over 65% of people in southern Germany (Baden-Wirttemberg and
Bavaria) and the two remaining eastern German states (Brandenburg, Saxony) belong to the
middle-income group. Trends in change in size of the regional middle-income group since the mid-1990s
vary substantially across the states, ranging from stable or even increasing middle-income shares in
eastern German Brandenburg and Saxony, to hefty two-digit declines in the western German Saarland,
the two city-states of Berlin and Hamburg, and eastern German Saxony-Anhalt (results not shown).

Cities tend to have somewhat smaller middle-income groups than rural areas (at 63% vs 65%; Figure 2.16).
This reflects a much more pronounced decline of the middle-income group in urban than in rural areas
since the mid-1990s. Among people living in urban areas — a little more than two-thirds of the population
in Germany — the share living in middle-income households declined by 6.9 percentage points relative to
1995. This compares to a minus of 3 percentage points among the remaining one-third of people living in
rural areas. Trends differed mainly in the period after 2005, when the middle-income share in rural areas
increased. These trends partly reflect demographic changes, with younger people and prime working-age
people increasingly living in cities, and older working-age people and seniors increasingly in rural areas.
However, those trends appear to hold also within demographic groups: among older working-age people
and seniors living in rural areas, the share belonging to the middle-income group increased over the past
decades, while it decreased for those living in urban 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. Middle-income groups tend to be smaller in lower-income regions, because
they are measured against the national median household income, which can lie substantially above the
regional median (Koénigs and Vindics, forthcomingiso). However, also the cost of living — and notably
housing — is often lower in those regions, and in some cases substantially so. Similarly, the costs of living
are usually much higher in urban than in rural areas, and have risen sharply in some of the most dynamic
areas in recent years (Fink, Hennicke and Tiemann, 201931). A lower middle-income household in a
high-income region or city may hence have a lower living standard than a household classified as
“vulnerable” (based on the lower nominal income) living in a low-income region or rural area.
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Figure 2.15. Regional differences in the size of the middle-income group are substantial

Percentage share of the population belonging to the middle-income group, German states, 2018
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Figure 2.16. The middle-income group has declined more strongly in urban than in rural areas

Percentage change in the share of households belonging to income groups 1995-2018 (left axis) and percentage
belonging to the middle-income group in 2018 (right axis) by degree of urbanity, Germany
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Note: Households in urban and rural account for 69% and 31% of the population.
Source: OECD calculations based on data from LIS Cross-National Data Center.

2.5. Conclusions

Middle-income people make up nearly two-thirds (64%) of the German population, a slightly larger share
than across OECD countries on average. After having substantially shrunk in times of rising income
inequality in Germany in the late 1990s and early 2000s, the German middle-income group did not recover
again after 2005 in spite of the positive employment growth. Since 2015, middle- and lower-income
households in Germany experienced the first growth in real disposable household incomes in nearly two
decades.

The composition of the German middle-income group has changed over the last decades as a result of
demographic change, rising educational attainment, and changes in labour force participation. It has aged
more quickly than the general population, as particularly young people find it difficult to secure their place.
Working couples, and particularly one-and-a-half earner couples, have increased their chances of being in
the middle-income group relative to working singles. Educational attainment is rising faster in the
middle-income group than in the overall population, and particularly for young people holding a tertiary
qualification is becoming important for securing a place in the middle-income group. Regional disparities
in the size of the middle-income group are large in Germany, and cities have been more strongly affected
than rural areas by the decline in the middle-income group.
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Annex 2.A. Income trends in selected

OECD countries

Annex Figure 2.A.1. Trends in top, median and bottom incomes across selected OECD countries

Real average equivalised disposable household incomes by income level (1995=100), 1995 to 2018
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Notes

' Some other important aspects of people’s well-being, such as their work-life balance or the quality of their
social connections, relate less directly to income (OECD, 2020ps)).

2 Unless specified otherwise, the results presented in this chapter pertain to the whole population
irrespective of their age or labour market status. Children and young people have the income status of the
household they live in. Chapter 3 of this review, which presents evidence on the labour market trends for
middle-income workers, focuses on working-age people (18 to 64 years) who are in employment.

3 Some other organisations, such as Eurostat, use a poverty threshold of 60% of the median income.

4 Indeed, earlier studies from Germany have used different income thresholds to define the middle class.
A recent study on the income situation and perceived social risks of middle-class households (Zucco and
Ozerdogan, 2021121) and an earlier comprehensive review of the economic well-being of the German
middle class (Burkhardt et al., 201319)) both use a narrower definition focusing on households with incomes
between 70% and 150% of the median. In another earlier review of the size and composition of the German
middle class, Niehues (2017 207) distinguishes between a more narrowly defined middle class (80-150% of
the median), lower-income / lower middle-income households (60-80%), and higher income / higher
middle-income (150-250%).

5 Germany holds a mid-table position when looking at the change in the size of the middle-income group
since the mid-2000s, just below the OECD average.

6 This decline of the middle-income share in Germany reflects two factors: First, for a given income level,
the income share of the middle-income group declines as its population share declines (“population-share
effect”). Second, for a given population share, the income share declines if incomes of the middle-income
group decline relative to those of other groups (“relative-income effect”). A decomposition shows that the
former effect is more important: out of the 7 percentage point decline in the middle-income groups’ income
share, 6 percentage points reflect the decline in its population share, and the remaining 1 percentage point
the decline in its relative income, notably with respect to the high-income group.

7 Only a minority (10% in Germany, 20% in the OECD) find taxes too high for high-income households.

8 Disposable income is the sum of labour income, capital income, and social transfers, minus income taxes
and social-security contributions. Labour income is larger than disposable income, because it is measured
before income taxes.

% The section does not provide a gender breakdown. The reason is that the analysis focuses on household
incomes, such that any gender differences would largely reflect income differences between male and
female single-person households. Chapter 3 provides detailed analysis of gender differences in labour
market developments for middle-income workers, and Chapter 5 discusses the importance of raising
female employment in Germany for boosting middle-class disposable incomes.

10 Labour force participation of women in West Germany nearly doubled between 1973 and 2012, from 6
to 12 million people. Meanwhile, the number of weekly hours worked only increased by 50% (Bdnke,
Harnack and Wetter, 2019;32)).

" This part of the analysis is restricted to adults aged 25 years and older. Levels of educational attainment
are difficult to interpret for younger people, many of whom will not yet have completed their studies.
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