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Abstract: This paper examines the role of social assistance payments (SAP or Sozialhilfe) in deter-
mining levels of life satisfaction in Germany using the SOEP 1995-2004. We find strong evidence
that individuals in Germany are negatively influenced by increased SAP payments controlling for
income, whether or not they actually receive such payments (stigma and social jealousy). While
there are obvious benefits to making SAP to those needy, there are substantial negative externali-
ties experienced by those who neither receive SAP nor qualify (counterfactual SAP). Furthermore,
these negative effects are even stronger for those who do receive benefits (stigma) suggesting that
social jealousy and stigma are a force to be reckoned with when evaluating social policy. We show
that the added benefits of increasing SAP are reduced by 50 to 100% because of social jealousy
and stigma costs, whereas child benefits (Kindergeld) are seen to enhance life satisfaction over and
above a simple income effect. Further, own-earned income, over and above the SAP subsistence
level is valued much higher than transfer payments at the SAP subsistence level, suggesting a
policy focus on increasing employment integration efforts for SAP recipients as opposed merely to
providing SAP transfers.
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