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Abstract

Current levels of social and economic inequalities are an enduring
challenge for policymakers concerned with sustaining high levels

of prosperity and social mobility. Understanding which types of in-
equalities people in Germany regard as important is crucial. Using

survey data, this paper presents evidence that misperceptions about
inequality among the German population are common. Inequality is
perceived as a problem and most respondents would prefer a more
egalitarian society. However, people still underestimate the extent
of inequality in important ways. This suggests that there is the po-
tential for a policy agenda that emphasizes progressive and egali-
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Introduction and overview

Concerns about inequality are widespread in Germany and high on the political
agenda: people are increasingly worried about growing economic and social dis-
parities.! Besides income inequality, their worries encompass whether there are
enough opportunities to get ahead in life independent of parental background and
concerns about there being insufficient social mobility. This is tied to concerns
about the future, in particular the worry that the younger generation will have less
opportunities than their parents did. Concerns about inequality and the future are
especially acute against the backdrop of the unfolding social and economic conse-
guences of the COVID-19 pandemic. Increasingly, people in Germany, in particular
young people, state that they are worried about the future.2 Even though inequality
trends are less worrisome in Germany than in other countries, in particular the United
States, there is empirical evidence that there is a high degree of wealth inequality
and increasing wage polarization in Germany, which are likely to be significantly re-
inforced by the COVID-19 pandemic.3 Accordingly, inequality as a topic is likely to
be one of the major concerns in the election year 2021.

If the public perceives inequality to be an important problem one might expect to
see increasing public demand for decisive policy measures to counteract it. Yet poli-
cy responses remain limited. One reason for this could be that while people worry
about inequality and social mobility, it is difficult for them to grasp the actual extent
of it.4 This is likely to be partly due to the complex and multifaceted nature of in-
equality as awhole. Yet it is also likely to be related to the biases people are subject
to and the way they draw information from their surroundings as well as to politically
motivated framing of problems by the political elite.5

Perceptions (and misperceptions) of inequality matter, however: The extent to which
people perceive inequality to be a problem is likely to strongly influence their policy
preferences and ultimately political behaviour when voting. For example, if people
underestimate the level of income inequality they are less likely to support policies
that aim to redistribute or mitigate inequality. Consequently, it is important to un-
derstand how people actually perceive inequality, including how they perceive the
different aspects and types of inequality.

In this policy paper, we describe how people in Germany see different facets of
inequality and social mobility and outline the implications of (mis-)perceptions of
inequality with regard to policy attitudes and vote choices.



Our Data

The data we analyze stems from the first wave
of the survey project “Inequality Barometer”,
which we conducted at the Cluster of Excel-
lence “The Politics of Inequality” at the Uni-
versity of Konstanz. The survey was imple-
mented by a professional survey company
(Kantar) in the fall of 2020 via an online ac-
cess panel, covering about 6,000 respon-
dents distributed across the whole of Germany.
The survey is representative of the German
adult resident population.

Figure 1: Self-placement on the income ladder
compared with actual income

Explanation: the left figure displays the actual
position on the income ladder in our sample, the
right figure shows where people with different
incomes tend to place themselves.

Numbers show by how many deciles (10-percent
steps) respondents misperceive their own relative
position on the income ladder.

O Actual income
@ Perceived income

6 Cf.OECD (2019). Under Pressure: The Squeezed
Middle Class, OECD Publishing, Paris.
7 Cf. Clark and Senik (2010).
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A bias towards the middle: underestimating privilege and poverty

We study (mis-)perception of inequality from different angles and perspectives. A
first way to measure how people perceive inequality is to ask them to locate them-
selves in the distribution of incomes and then compare these self-assessed place-
ments with the actual distribution of incomes. In the survey, we visualize the income
distribution as a ladder with 10 rungs and ask people to place themselves on this
ladder. The analysis shows that, compared to their actual income, respondents
showed a considerable bias towards the middle: many more thought they were
closer to the middle in terms of relative income than they actually were. This implies
that those who are, in fact, lower on the ladder tend to overestimate their relative
income position and those on top of the distribution tend to underestimate their rel-
ative placement. This means that respondents with lower incomes have a positive
bias, while those with higher incomes have a negative bias. This is depicted in Figure 1.

10 % with the highest income

10 % with the lowest income

Respondents with higher incomes are more likely to be mistaken about where they
are placed and their bias tends to be larger, as shown in Figure 1. Accordingly, the
tendency of the rich to underestimate their income position is more pronounced.
This suggests that people tend to underestimate the level of inequality that exists
when comparing their income with that of others. This phenomenon has also been
documented in other OECD countries and it can be partly explained by the fact
that the income level that people consider as a minimum threshold for being middle
class tends to be substantially lower for poorer people and noticeably higher for
richer people.6 It is also likely to be related to exactly who people compare them-
selves to: namely, people with whom they interact regularly and share characteris-
tics.?

People in Germany overestimate income inequality, yet wealth
inequality matters, too

In the next step, we compare perceptions about income inequality with perceptions
of inequality in other dimensions — wealth inequality, health, political participation
and education. In order to get an idea of how people perceive inequality independen-
tly of their own position we asked respondents to what extent they think the differ-
ence inincome is between the 10 percent with the highest and the 10 percent with

the lowest income. There were five possible responses: “no difference”, “very small”,
“rather small”, “rather large”, and “very large”. Our results show that an overwhelming



Figure 2: Types of income distribution in society
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majority of respondents (72.6 percent) think that the difference in income is very
large. This measure clearly illustrates that people are aware of inequality when com-
paring the top earners with the poorest 10 percent.

However, income is only one facet of economic inequality. Wealth, such as property
and various other assets, also contributes greatly to economic inequality, and in fact
the distribution of wealth is much more unequal than the distribution of incomes, in
both Germany and other countries.8 We asked respondents the same questions as
set out above, but with regard to how large they think the difference is between the
wealthiest 10 percent and the least wealthy 10 percent of the population. Again, a
majority (65.7 percent) thinks that the difference is very large. Yet, the proportion
of respondents who selected this answer was lower than when they were asked to
consider income disparity (72.6 percent). Hence, overall, income inequality is per-
ceived to be larger than wealth inequality. This is a clear misperception — wealth in-
equality is about three times larger in Germany than income inequality. The Gini-co-
efficient® — the standard measure of inequality — is considerably higher for wealth
than it is for income: it was around 0.3 for income and close to 0.8 for wealth in
Germany in 201710 In fact, wealth inequality is substantially higher in Germany than
in other countries and recent new data on top income shares has revealed that it is
even greater than previously thought.11 The political implication of this finding is that
people severely underestimate the extent of wealth inequality in Germany, which is
likely to reduce average support for measures such as increasing inheritance taxa-
tion and introducing a wealth tax.

Inequality in German society: how it is perceived and what people
wish for

Athird way of studying people’s perceptions of inequality is to ask them what they
think society looks like overall. In order to do this, we showed respondents five po-
tential shapes of society (see Figure 2) and asked them to indicate both what Ger-
man society currently looks like and what kind of distribution they would want in an

ideal world.
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majority of people  more people in peopleinthevery  the middle class and fewer in the
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We found that people perceive inequality in Germany as a whole to be quite high.
When asked what society in Germany looks like currently, most respondents picked
figures displaying very unequal societies, notably type A and type B (see Figure 2).
This shows that more than 50 percent of respondents think that the largest group
in Germany is the group with the lowest incomes. Compared to actual income
data from Germany,12 respondents overestimated the share of the lowest income
groups, even though they consider themselves to be members of the middle class
(as we found above).13



Figure 3: Perception and expectation of the
shape of society

A: Small elite, smaller middle class,
majority of people in the lowest class
® B: Small elite, bigger middle class,
more people in the lowest class
® C: Small elite, bigger middle class,
fewer people in the very lowest class
@ D: Majority of people belonging to
the middle class

E: Many people close to the elite and
fewer in the lower class

The left-hand pie chart shows responses to the
question what general type (see Figure 2) German
society actually most looks like.

The right-hand pie chart shows the reponses to
the question what type it should ideally look like.

East and West

Comparing mobility experiences and inequa-
lity perceptions of respondents from East
and West Germany, we find that people
living in East Germany are less likely to have
experienced upward mobility and more likely
to have experienced downward mobility than
respondents from West Germany, which is
to be expected. Further, on average, people
in East Germany place themselves — as well
as their parents — on a lower step on the
income ladder. At the same time, they are
more pessimistic regarding the chances for
upward social mobility. Overall, our survey
therefore confirms the commonly held view
that perceptions of upward social mobility are
less optimistic in East Germany than in West
Germany.
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Perception of actual society Expectation of ideal society

Type A
=+ 1,8%

Type E
3’8 0/0 .......... H

Type A
25,5%

Type B
33,1%

When asked what the income distribution in Germany should look like, most re-
spondents chose a figure with a much larger middle class (type D or type E). Thus,
there is quite a strong mismatch between what respondents perceive the current
state of German society to be and how they would like it to be. On average, people
in Germany prefer a substantially more equal society. Almost half of the respon-
dents differed in what they think German society actually looks like and what they
think it should look like — hence we find a large potential for a policy agenda that
emphasizes redistributive, progressive and egalitarian policies.

Comparing these results with our finding that respondents showed a considerable
bias towards the middle concerning their own income position in society, a certain
contrast in our findings becomes evident: on the one hand, respondents tended to
overestimate the degree of inequality there is in society as a whole (they were more
pessimistic), while on the other hand they tended to underestimate inequality when
asked about their own income position. While this may seem paradoxical, it likely
indicates that respondents’ abstract perception of the degree of inequality in so-
ciety does not translate into what they infer from their own income level and that of
people around them. This may imply that while people see inequality in general as
a problem, they have difficulty in relating this to actual income levels and their own
situation.

An imperative for political action: the prospects of young people
moving up the social ladder are perceived to be bleak

Whether people consider inequality to be too high and whether they see a need
for this to be changed is likely to be related to their belief that things will get better
in the future, either for themselves or for their children. If people think there is the
possibility for those in poorer segments of society to move upwards to higher in-
come levels, in particular from one generation to the next (upward social mobility),
they may consider existing inequality to be less problematic and potentially even
necessary to set economic incentives.

In our study we also looked at how people perceive their own experience of mo-
bility. As well as asking respondents to place themselves on the income ladder,
we also asked them to do so for their parents at approximately the same age. By
comparing the two responses, we get an idea of how respondents feel their in-
come situation has changed compared to the situation of their parents when they
were at a similar point in life. AiImost half of our respondents have experienced



Over- and underestimated inequality

We found that respondents with lower in-
comes and lower levels of education appear
to be more optimistic than those with higher
incomes and levels of education. Compared
with other respondents, they perceive income
and wealth inequality in society to be lower.
This is the case for all dimensions of inequal-
ity, but is most pronounced for inequality in
income and wealth. Further, they are more
optimistic about the chances of upward
social mobility in society. This is an important
finding because, to put it bluntly, it indicates
that those at the bottom of the income and
education scales overestimate their ability
to move up (underestimate inequality), which
could reduce overall levels of support for a
more ambitious redistributive policy agenda.

Figure 4: Social mobility of the lowest income
group

We asked different groups of respondents about
the prospects of children from the lowest income

quintile (lowest 20 percent) to remain in the lowest

or move to a higher income group.

Responses were sorted according to the respon-
dents’ education (top chart) and income status
(bottom chart).

Average responses to the question:
“What percentage of children from the lowest
income group will grow up to be in...”

@ “..the lowest income group
(bottom 20 percent)?”
® “.the middle income group
(middle 20 percent)?”

“..the highest income group
(top 20 percent)?”
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upward mobility, a third have experienced downward mobility, and the remaining
20 percent see themselves in the same decile as their parents were at their age.
Respondents in younger age groups were somewhat more likely to state that they
have perceived downward mobility. Overall, a minority of respondents had experi-
enced downward mobility (subjectively perceived). However, one’s own experienced
mobility lies in the past. Perceptions regarding mobility today and with respect to
society in general may be quite different.

Our study suggests that people in Germany are pessimistic regarding the current
chances for upward social mobility in society as a whole. We asked respondents
about the chances of children from families in the lowest 20 percent income quin-
tile to either stay in the same income group or move up to higher ones. In this re-
gard, respondents in Germany are less optimistic than respondents in other Euro-
pean countries or the US:14 Respondents expect only an average 7.62 percent of
children from the lowest income families to move up to the highest income quin-
tile. The percentage that is expected to remain in the lowest income group is 37.7
percent. In comparison, the respective figures are 11.7 percent and 32.2 percent
inthe US.15

Summarizing the perceptions of social mobility: Even though the majority of re-

spondents think they themselves have moved upward on the income distribution
scale or have stayed on a similar level compared to their parents, the perception

of social mobility in society today is bleaker (Figure 4).

Perception of social mobility, by education groups

o
©
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Low Education Average Education High Education

Perception of social mobility, by income groups

40

20
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14 See Alesina, A., Stantcheva, S.and Teso, E.(2018).
Intergenerational Earnings Mobility and Preferen-
ces for Redistribution. American Economic Review,
108(2): 521-554.

15 Cf, Alesina et al. (2018).
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Policy implications

Our findings have a number of important implications for the debate on inequality
and social mobility in Germany. Broadly speaking, our analysis shows that most peo-
ple underestimate the extent of inequality in Germany in important ways. Although
people think inequality in society in general is a problem, they appear to find it diffi-
cult to relate this to actual income levels, including to their own position. The extent
of inequality among the German population appears to be underestimated when
people view it from the perspective of their relative position on the income distri-
bution ladder. The less well-off tend to overestimate their relative income position,
whereas the better-off underestimate theirs. Further, the extent of wealth inequality
is underestimated — although in fact it is substantially higher than income inequality
in Germany.

The political implication is clear: if the less well-off overestimate their income rela-
tive to the population in general, they may fail to grasp the extent to which they
would benefit from more redistributive policies. Thus, misperceptions, especially
among the less well-off, may lead to lower support for measures to reduce inequal-
ity, and our analysis shows that there is a large potential to be tapped by political
actors for egalitarian and progressive policies. To allow for more informed voting
and ultimately policy decisions, the public debate about inequality in society needs
to intensify and be fueled with more information about the actual extent of inequality
in Germany.

In particular, the role of wealth inequality should be made even clearer to the gener-
al population. More and better information on how income inequality is related to

disparities in other dimensions is also needed. In addition, our results imply there is
a need for more information, not only on the extent of inequality as a whole, but also
on how this relates to concrete life situations, in particular for less privileged parts of
society. One cause of people misperceiving their relative income is that they often
compare themselves only with people who are similar to themselves, so it is of con-
siderable importance to create public spaces in which people interact more widely.
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Recommendations

Summing up, we arrive at three main results to inform our recommendations for
political action:

— Germans perceive income inequality to be a significant problem
— Germans overestimate income inequality, yet wealth inequality matters

— Respondents consider the prospect of moving up the social ladder to be bleak

Policy recommendations: addressing inequality in Germany

The results show that there is a large potential for a policy agenda that emphasizes
redistributive, progressive and egalitarian policies. Inequality is seen as a general
problem and a more egalitarian society is preferred by a majority of citizens.

Yet, important specific aspects of inequality are underestimated. The true extent of
income and wealth inequality are significantly misperceived. Consequently, several
measures are needed to change the perception and discussion on inequality:

1. Betterinformed public debates are crucial to raise public awareness of
the importance of wealth inequality. People need to be able to better relate
abstract notions of inequality to their concrete situation.

2. Public spaces in which people from different backgrounds interact
should be promoted and created in order to broaden people’s perceptions
on inequality and provide new reference points for individual comparison.

3. Itisimperative for political parties to offer a vision and policy agenda
that addresses how to strengthen equality of opportunity and increase
prospects for upward mobility, given the bleak view of respondents on social
mobility. This need is particularly acute in the midst of a pandemic and in the
face of the challenge to transform Germany and Europe into a carbon-free
society and economy.
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