Ruhr
Graduate

/ . School
econ in Economics

- = = ~I "Inthis paper, we examine neighborhood peer elects in use of-social Bnalysis of welfare use subject to neighborhood welfare culture, Dependent variable Welfare use Welfare use Welfare use
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S ) ) OLS FinallV OLS Finallv OLS Final IV
. . . and individual socioeconomic status. “Neighbourhood share of ALGII  0.0124* 0.0082" 0.0137* 0.0154** 0.0134* 0.0140*
! Social benepbt in Germany: Arbeitslosengeld Il (ALG I1) a"er the Hartz IV recipients (%)
reform in 2004 Hedonic control yes yes yes

! Following Bayer and Ross (2009), we estimate a hedonic rental p Fixedeffects yes yes yes yes yes yes
regression as an empirical control for the neighborhood unobservily 40478 40478 18700 18700 8902 8902
regression ¢ P! N 9 ‘R 0014 0014 0003 0034 0022 0011
in the individual social benebt receipt regression.
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" " Step 2: Individual Social Benebt Receipt Regression

Panel structure

" Waves: 2007,2008,2009 and 2010 e etl e s s ) '
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" Use of social benebt (ALG II: yes\no)
" Age (15-65)
" Gender(women: yes\no) IV Estimation :
" Marital status (married: yes\no)
" Higher education (college graduates: yes\no) Identifying assumption: cells based means of neighborhood attributes
" Place of residence (urban area: yes\no) conditional on observed individual attributes are linked to welfare use of it = i
" Number of children in household (0-7) individuals only through neighbrohood observable | i Wi 3 '
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| O#cial neigborhood statistics from the German Federal ! Constructing 1V: " .
Employment Agenc! ’
= oy " Group individuals into cells conditional on observed characterisf C I uslio ’
' Debnition of neighborhood: Postcode areas and annual household income.
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f 9 a"er controlling for sorting bias. .
" Share of social benebt recipients (%) ) ments for observed neighborhood attributes. ;
! Share of collt_ege graduates (%) These instruments are predictive location choice and uncorrelatgd tIQ/ estimates of the control function show that 10 percentage poin;s'
Share of foreigners (%) unobserved individual attributes . . - . .
0 e o . increase in neighborhood share of welfare recipients raises individual
Neighborhood demographic information ’ L o .
~ . ) ) , probability of receiving social benept by :
S Population size (1,000)

7 8.2% for our full sample

! Rental price data from the ImmobillienScout24 14 % for immigrants

The largest online platform for real estate transactions 15.4 % for renters

in Germany:
3.29 million appartment rental offers during 2007-2010

6.8 % for native German

Dependent variable Mean Mean Mean " 1.1 % for home owners
N All Renters Immigrants . e .
s | Sample size: Welfare use of individuals (%) 7 11,8 135 ! IV estimates show that heterogeneity in neighborhood elects and
N N No. person-year obs. 40478 18700 8902 patterns of sorting bias.
« Total no. person-year observations in the merged dataset: 40478 Data Source: GSOEP " . . . -
2007: 12316 For our full sgmple, there is upward sorting bias arising
2008: 10467 . from OLS estimates
2009: 9370 Depend a " For renters and immigrants, there is downward sorting bias arising
2010: 8325 . o from OLS estimates
N Neighbourhood characteristics
N Sl : : | OLS estimates are downwards biased for subgroups with low
. ~ Beighboutoediattibitesy H= R ear socioeconomic status, suggesting that:
. . All West East
. \:"::: ::::;‘:g':::::::‘;‘:)"“ (%) g ;Sj ggg 81'93;5 " Socially disadvantaged households tend to sort into neighborhoods
N . Share of foreigners (%) 10134 10.861 2413 with better prospects in leaving poverty, and
N Population size (1,000) 8.524 10.861 2.443 " The neighborhood quality is positively correlated to individual
. No. posteode areas 2163) 197 187 ‘. unobservable that contribute to leaving welfare.
. Data Source: German Federal Employment Agency ’ l
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N " Individual characteristics " " " "
L Individual and Household attributes: Mean Mean Mean P (0] I IC y Im p I catio
N Al Renters Immigrants
. Age 40.772 39.088 37.946 i - .
S . 2 Women 0515 0.524 0.518 ! Place based policies such as target transfers or subsidies towards
S » Marital status 0.466 0.439 0.477 particular geographic areas are elective in reducing welfare
~ N i i . . :
< N Higher education 023 0172 0.162 dependency of socio-economically disadvantaged households
G e N Living in urban regions 0.598 0.627 0.675 d thus helning th h
No. Children in household 0.026 0.026 0035 and thus helping them escape the poverty trap.
No. person-year obs. 40478 18700 8902
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