LifeisGettingWorsein
ESSData: IsThisDueto
MicroorMacroFactors?
Nadir Preziosi

DEPARTMENT OF
EUROPEAN ECONOMIC STUDIES

Bruges European Economic Research Papers

28 / 2013

About the author:
Nadir Preziosi holds a degree in Economics and Social Sciences (DES) from Bocconi
University and a Master in Analyse et Politique Economiques (APE) from the Paris School
of Economics. He is a PhD candidate of the Vilfredo Pareto Doctorate in Economics of
University of Turin and Collegio Carlo Alberto, currently working as Academic Assistant at
the College of Europe in the Department of European Economic Studies.

Address for correspondence:
Nadir Preziosi: nadir.preziosi@coleurope.eu

Acknowledgements:
The author is grateful to Professor Claudia Senik for her support and guide in the writing
process of this paper, and to Professor Phedon Nicolaides for his suggestions and comments.
The usual disclaimer applies.

i

Life is Getting Worse in ESS Data:
Is This Due to Micro or Macro Factors?
BEER n°28
Nadir Preziosi

Abstract
In order to evaluate the success of a society, measuring well-being might be a fruitful
avenue. For a long time, governments have trusted economic measures, Gross Domestic
Product (GDP) in particular, to assess their success. However GDP is only a limited measure
of economic success, which is not enough to show whether policies implemented by
governments have a positive perceived impact on the people they represent. This paper
belongs to the studies of the relationship between measures of well-being and economic
factors. More precisely, it tries to evaluate the decrease in happiness and life satisfaction that
can be observed in European countries in the 2000-2010 decade. It asks whether this
deterioration is mainly due to microeconomic factors, such as income and individual
characteristics, or rather to environmental (macroeconomics) factors such as unemployment,
inflation or income inequality. Such aggregate factors could impact individual happiness per
se because they are related to the perception of an aggregate risk of unemployment or
income fall. In order to strengthen this interpretation, this paper checks whether the type of
social protection regime existing in different countries mediates the impact of
macroeconomic volatility on individual well-being. To go further, adopting the classification
of welfare regimes proposed by Esping-Andersen (1990), it verifies whether the decreasing
pattern of subjective well-being varies across these regimes. This is partly due to the
aggregate social protection expenditure. Hence, this paper brings some additional evidence
to the idea that macroeconomic uncertainty has a cost in terms of well-being. More
protective social regimes are able to reduce this cost. It also proposes an evaluation of the
welfare cost of unemployment and inflation (in terms of happiness and life satisfaction), in
each of the different social protection regimes. Finally different measures of well-being, i.e.
cognitive, hedonic and eudaimonic, are used to confirm the above mentioned result.
Keywords: Happiness, Well-Being, Macroeconomics, Social Protection, Welfare Capitalism
JEL codes: E66, D60, I31
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1 Introduction

Does subjective well-being change over time?
According to a large body of the literature, levels of subjective well-being perceived by
individuals do not significantly change over time. As the wealth of nations progresses,
relative improvements and losses offset each other in a given population, resulting in the
absence of a general change in the happiness level of a given nation (Easterlin, 1974).
Therefore the trend of subjective well-being over time is supposed to be somewhat constant.
Either a rise or a drop in perceived happiness would have the only consequence of bringing
back individuals to their initial levels of well-being after a period of adjustment, generating a
phenomenon initially called “hedonic treadmill” (Brickman and Campbell, 1981).
The main explanations for this pattern concern the importance of adaptations and social
comparisons effects in the society. The concept of adaptation relies on the fact that changes in
the living and economic conditions of individuals have only a temporary effect on their level
of well-being. Rising wealth or experiencing serious life issues do not significantly affect
happiness because in the long period people will come back to their starting level of wellbeing, either at the individual or the country level (Blanchflower, 2008).
Social comparison theory (Easterlin, 1974; 2003) instead states that individuals are concerned
only by their relative position with respect to a certain reference group of people, carefully
chosen, to which they decide to compare themselves (Layard et al, 2009; Di Tella et al, 2007;
Ferrer-i-Carbonnell, 2005; Diener et al. 1993). These comparisons create the level of
aspirations and desires associated to every individual and offer another explanation for the
stability of the aggregate happiness of nations. In every country, the relative attainments and
failures of each individual offset each other causing no substantial changes in the level of
subjective well-being perceived by the entire society. Assuming happiness as mainly
dependent by individuals’ relative position in a society implies that - even if the whole
economy of a country gets better off, only those with above-average enhancements will
experience higher well-being, and these increases will be compensated by decreases among
those with below-average improvements.
In spite of these theories some more recent works have tried to shed more light on the time
patterns of well-being over countries. According to Stevenson and Wolfers (2008) and
1
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Inglehart (2009) in the long run well-being varies over time and over countries, increasing in
some of them while decreasing in others. For instance, they observed that well-being has
increased in many Western European countries but decreased in the United States. However,
Easterlin and Angelescu (2009) showed that Stevenson and Wolfers did not take into account
the differences between the short and long-run relationship of subjective well-being and
income. Indeed these are correlated in the short-term but not in the long run.
In addition there is also an open debate on the possibility that instead of a treadmill, that tends
always in one direction, happiness is characterised by a homeostatic behaviour. Individuals
preserve almost constant levels of well-being all over their lives, regardless of the events
arising in their environment. Diener and Fujita (2005) analysed the stability of subjective
well-being over time and found that there may be a stable range in which the level of
satisfaction fluctuates. They also argue that level of life satisfaction is more stable in the long
period than in the short run, and that those with a greater average level of life satisfaction also
exhibit more stable levels of subjective well-being.
Those studies, however, do not offer an explanation for the cross-country differences in the
trends of subjective well-being. Although they offer some evidence on how adaptation and
social comparisons do not totally compensate changes in happiness, they do not explain why
the trends of well-being vary across different countries.
To fill this gap, this paper runs a cross-sectional analysis of the trends of happiness and life
satisfaction in a sample of 25 countries over a period from 2002 to 2008. Interestingly, the
result is of a decreasing pattern in both happiness and life satisfaction over time in the period
covered. Although this decrease is concomitant with a reduction of personal income in the
sample, neither income nor other microeconomic characteristics explain this trend.
Conversely, this pattern seems to be explained away by the introduction of macroeconomics
factors. This is consistent with a small literature that has shown aggregate happiness to be
sensitive to the business cycle. (Di Tella et al, 2001; Wolfers, 2003).
Consequently, we introduce macroeconomic magnitudes in the estimates to evaluate the
factors of the decreasing subjective well-being over time. Considering the influence of
macroeconomic variables as reflecting environmental changes in the perception of the wellbeing in a given country, this choice allows us to include in the analysis how individuals
perceive fluctuations in the aggregate economic conditions of the country in which they live.
Since on a 8-year basis macroeconomics variables are more time dependent than individual
characteristics (age, gender, marital and unemployment status for instance), we can consider
2
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the effect of these environmental changes to have a higher explicative power for the time
trend of well-being. Therefore, assuming the environmental factors as associated to crossregion differences in well-being over time, we can use these variables to assess which and
what kind of effect matters more for the puzzle suggested by the data.

Decreasing patterns of subjective well-being
Besides analysing the typical socio-demographic and microeconomic variables, we can also
investigate the influence of macroeconomic variables on subjective well-being. To be precise,
happiness and life satisfaction surveys do not directly ask people whether and how much they
like inflation or unemployment. Instead, respondents are only asked how happy they feel, but
by analysing both their answers and macroeconomic variables, it can be shown that these
answers move together with macroeconomics figures and that it's worth to investigate this
relationship.
The aim of this paper is to provide an explanation for the decreasing pattern in the perceived
well-being conditions through their determinants at a micro and in particular macro-level, in a
sample of 25 countries representing the Euro area and its main partners. According to the data
collected by the European Social Survey (ESS) happiness, life satisfaction and income all
decrease over the 4 rounds of the ESS, covering a period from 2002 to 2008 (Table 1). If on
one hand the decreasing well-being over time is in contrast with the literature related to the
hedonic treadmill, on the other it also leads us to verify whether conditions similar to the ones
of the hedonic treadmill are completely absent from our sample or instead they do have a role
even just in some countries rather than others. Considering all the countries together, if the
decreasing trend in well-being suggested by the descriptive analysis is not confirmed for each
nation then this can let us think that other factors are at play. In particular, if we observe that
well-being is somewhat stable for some group of countries instead of others, then we may
suspect that there are some factors, shared over some specific countries and over time dampening the determinants of the fall in subjective well-being observed in the sample as a
whole.
Although at an aggregate level the decreasing pattern of subjective well-being is associated to
a corresponding drop of individual income in the sample (Table 1), when we try to investigate
this figure at a micro level, personal income does not succeed in explaining this pattern (Table
2). Furthermore, if we consider each country separately, many of them do not show a strong
3
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association between income and happiness over time, regardless of the differences in the level
of income in each country (descriptive statistics available on request). In addition, countries of
interest show overall a constant relative-to-the-mean pattern for happiness and life satisfaction
values over time (results available but not shown). Combining this result with the previous
ones reinforces the idea of a stable decrease over time, not determined by outlier observations
that might drive the patterns of well-being when we pool together all the countries in the
sample. Over four ESS rounds countries generally keep their position either if it’s above or
below the mean. This evidence increases the reliability of the analysis previously introduced:
the general trend for subjective well-being is downward sloped and it’s not due just to some
extreme values of some particular countries in the sample. Therefore, according to the
information collected by the European Social Survey, individual subjective well-being
actually suggests that life perceived conditions are generally worsening over time in our
countries of interest.
Introducing macroeconomics variables, we are able to better explain the decreasing values of
subjective well-being over time, but if we run a separate analysis for groups of countries we
can see as macro indicators have less power on well-being in some of them (particularly the
Nordic countries). This result calls into question the differences in social protection
expenditure over the countries in the sample, offering an explanation to why happiness
decreased sensibly less or remained somewhat constant in some countries rather than others
over the years. This also opens for an evaluation of the role of the risk aversion in a society as
well as its elicitation in terms of subjective well-being.
One of the most important study of the relationship between subjective well-being and
macroeconomics variable comes from Di Tella et al. (2001). Considering a country-year panel
they found that life satisfaction decreases with unemployment and inflation, controlling for
country and year fixed effects. Their work was based on an unbalanced panel of
Eurobarometer survey data and it focuses on 12 European countries on a 16-years period,
from 1975 to 1991. Di Tella et al. also find out that in those European countries, people would
trade-off a 1 percentage point increase in the unemployment rate for a 1.7 percentage point
decrease in the inflation rate. Their finding is that a “misery index” that attaches equal weight
to both inflation and unemployment would underestimate the cost of falling unemployed,
since the inflation coefficient is smaller than the one of unemployment. Consequently
unemployment can be considered as more important than inflation in terms of happiness cost,

4
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so that a higher weight has to be put on it, given the traditional unemployment and inflation
rates.
This paper starts performing the same kind of analysis, but using cross-sectional data
surveyed over a 8-years period divided in biannual waves, covering a higher number of
countries, i.e. 25, and with a higher number of macroeconomics indicators as well. Moreover,
it shows that the categories of social regimes proposed by Esping-Andersen are relevant to the
analysis of the subjective welfare cost of macroeconomic fluctuations.

Conceptual issues in measuring well-being
As highlighted by Clark et al (2006), a question asking about current happiness status on
some ordinal scale is not sure will provide a good assessment of current conditions related to,
for example, family life, job and income, since its score may carry on also transitory factors of
daily life event. In addition, the comparability of responses across different people and the
chances to carry on inter-personal or inter-temporal comparison of happiness scores are
questionable. Measurement issues on the reliability and validity of the replies, whether
respondents report their true feelings, and on possible biases arising from the context in which
every question is asked have been the subject of several studies and the general conclusion is
that indicators of subjective happiness and life satisfaction even though are not perfect, do
provide an effective way to measure well-being. Indeed psychologists who worked with this
kind of data (i.e. Eckman to cite one among many) have provided a variety of evidence
showing that well-being data are correlated with physical reactions, associated in turn with
true happiness.
While many studies consider happiness and life satisfaction to be synonymous, there is an
increasing and considerable body of research showing that measures of happiness and life
satisfaction are not so interchangeable (Cummings, 1998). Measures of subjective well-being
are constructed by asking individuals to choose a point in an ordinal scale concerning their
level of happiness or life satisfaction. One problem that stems from the use of this kind of
variables in economics is that well-being is considered as made of two main components. The
first one is affective, referring to hedonic valuations lead by emotions and feelings, the other
main component is cognitive, expressing an information-based assessment of one’s life.
While the first one is hard to disentangle when we ask individuals to express their level of
well-being, the second is more easily observable since it express the effect of observable and
5
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measurable factors on the gap between expected and actually experienced life. In general, life
satisfaction is considered as referring to rational states of consciousness, whereas happiness is
emotional and mainly associated to intimate matters of life. Therefore, while the hedonic
dimension is more present in the happiness variable, life satisfaction is instead supposed to be
representative of the cognitive aspect of well-being.
Although many economists make no distinction between these two measures, psychologists
instead carefully separate them. Di Tella et al (2003) justify this similarity on the basis of a
correlation between the two variables of 0.56 for the period 1975-86 using Eurobarometer
data. Other studies found similar results but however the correlations are not close enough to
suggest that the indicators are necessarily representing the same concept. Besides this, it has
also been emphasized that even if the concepts of happiness and life satisfaction have
different meanings in English, they do translate in a much more similar way into other
languages, and so the correlations between these terms stems from the translation process.
This interpretation is supposed to be a good point in favour of collecting data on subjective
well-being independently and in different ways, as well as to consider happiness and life
satisfaction separately in our analysis.

ESS worlds of welfare capitalism
In The three worlds of welfare capitalism (1990), Esping-Andersen suggested a classification
for OECD welfare states based on three principles:
1. De-commodification - the extent to which an individual's welfare is reliant upon the
market, particularly in terms of pensions, unemployment benefit and sickness
insurance.
2. Social stratification - the role of welfare states in maintaining or breaking down social
status.
3. The private-public mix - the relative roles of the state, the family, the voluntary sector
and the market in welfare provision.
The concept of de-commodification is particularly interesting. According to Esping-Andersen,
social rights depends on citizenship and not on the performances on the market. If social
services provision is not dependent on market performances but is offered as a part of
people’s rights, the individuals are no longer dependent on their relationship with money and
they are therefore no longer "commodified", so that they are no more a commodity
6
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themselves to which we can assign a value depending on a money relationship – decommodification is an essential notion when we want to analyse specific types of welfare
states. If the level of de-commodification is high, the well-being of individuals is no more
completely reliant on the market and the money relationship. If social rights are assured by
the government, the commodity status of individuals is reduced and benefits are then
available as individuals’ rights. Welfare states differ for their level of de-commodification.
While in some countries, as for instance the Nordic, social services are usually provided as a
part of people’s rights, in others (as the Liberals) benefits will depend more on individuals’
performances in the market.
This classification brought to three worlds of welfare capitalism through which classify
European countries:
1. Conservative-corporatist - countries with a strong preservation of status differentials.
2. Liberal - belonging to modest social insurance countries.
3. Social democratic - with universal transfers and a high level of de-commodification.
In the beginning only 18 countries belonging to the central Euro area were included in these
typologies, but some critics and further development lead to the inclusion of Eastern and
Southern Europe (or Mediterranean) countries.
Considering the work of H.J.M. Fenger (2007), Cerami (2008) and J. Gal (2009) with the
Esping-Andersen’s theory we can indeed derive the following classification for the countries
in our sample:
1. Conservative Corporatist: Austria, Belgium, France, Germany, Luxembourg and The
Netherlands
2. Liberal type: Great Britain, Ireland and Switzerland
3. Social-Democratic: Denmark, Finland, Norway and Sweden
4. Eastern countries: Bulgaria, Czech Republic, Estonia, Hungary , Slovakia and
Slovenia
5. Mediterranean countries: Cyprus, Greece, Italy, Portugal, Spain and Turkey
While the 3 categories suggested by Esping-Andersen are generally accepted by the literature
as the foundation of the welfare states classification, the presence of Eastern and
Mediterranean regimes requires a more exhaustive explanation.
With respect to the existence of a Central-Eastern regime, H.J.M. Fenger (2008) performed a
hierarchical cluster analysis by grouping countries different from the traditional OECDs but
7
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with similar characteristics through which he revealed that the Central-Eastern welfare states
differ significantly from the types that are defined by Esping-Andersen. The periods of
transformation experienced by Central and Eastern European countries carried on an
economic crisis in the shape of higher inflation, unemployment and poverty, rising an
imperative call for a higher degree of social protection. The acceptance of the new form of
government in these countries depended on the ability to offer satisfactory social policies in
response to these needs. The responsibility of handling the consequences of this economic
downturn explains the introduction of better defined unemployment, disability, sickness and
early retirement schemes in these countries. Nevertheless, the disparities with respect to the
Western countries mostly arise from differences in the social situation, and not so much from
differences in the governmental programs. In particular, the level of trust as well as the level
of social programs and social situation are significantly lower than in other European
countries. Because of the post-transition introduction of new social protection schemes, we
can look at the Eastern group as a combination of some elements of the conservativecorporatist and, to a minor extent, the social-democratic group.
Considering the Mediterranean group, regardless of each specific characteristics belonging to
the each Mediterranean state, according to J. Gal (2009) those countries have in common
several specific features that allow us to separate them from other welfare categories. Indeed
Mediterranean countries are characterized by somewhat low levels of economic production,
with a GDP per capita lower than in other more industrially developed societies. Concerning
the social protection expenditure those countries have started instead a catch-up process that
brought them to levels higher than those of liberal countries, even if still lower than socialdemocratic and conservative ones (Figure 4). They also share low levels of female labor
market participation, which is associated, according to the literature, to the kind of economic
development of these societies as well as to the prevalence of the male bread-winner model.
Last but not least, as a consequence of the relatively low social protection expenditure and
female labor market participation, we find in those countries a low ability to handle poverty
and inequality, and in turn, to manage social disparities.
The introduction of this classification in our sample is very useful to draw some more general
cross-border considerations, allowing us to better take into account what countries have in
common, as well as showing more precisely in which aspects do they differ with respect to
changes in the determinants of subjective well-being. In addition, through these typologies we
can also extend the analysis carried on by Di Tella et al (2001) deriving the happiness and life
8
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satisfaction’s loss for a change in social transfers in each category of the countries considered.
Furthermore, we are also able to figure out how many percentage points of social transfers we
need to increase to keep the happiness and life satisfaction index constant, for a given value of
the unemployment-inflation ratio.
The methodology followed in this paper consists of, first, showing that subjective well-being
surveyed in the sample is significantly different across countries and it decreases over time;
then, microeconomic factors as personal revenue and individual characteristics are regressed
on both happiness and life satisfaction confirming that micro correlates of well-being do not
sufficiently explain the decreasing well-being. Afterwards, macro determinants as the GDP
per capita, Gini coefficient, social protection expenditure, unemployment and inflation rate
are introduced to show that environmental factors significantly help in explaining time fixed
effects of well-being. All the macroeconomics variables are also compared to each other to
determine which one affects more happiness and life satisfaction, and marginal rate of
substitution between macro factors are computed to determine the full social costs of an
increase in these variables. Finally hedonic and some suggestions of eudaimonic (multi-item)
measures of well-being are compared to provide an analysis of the similarities and differences
between these measures with respect to both micro and macro determinants of well-being.
The analysis of time trends in well-being in a cross-sectional dataset with respect to either
single than multi-item measures of well-being, as well as the development of welfare regime
classes inspired to the Esping-Andersen’s work, want to extend the scope of traditional
studies on subjective well-being. While many papers account for the effect of both micro and
macro factors on individuals’ well-being, social protection expenditure is often absent from
the sets of macroeconomics correlates. In addition, the analysis of the temporal effects of
micro and macro factors on well-being is somewhat omitted from cross-sectional studies.
Filling this gap with lines of research derived from the literature on welfare regime typologies
and eudaimonic indicators aims to go beyond the limitations imposed by survey data
traditionally used to analyze well-being, and it constitutes an interesting contribution to the
literature on subjective well-being.
The paper is organised as follows: Section 2 describes the data presenting the datasets features
and highlighting why they have been chosen for this study; Section 3 presents the
econometric model as well as the empirical strategy followed, introducing the conceptual
issues standing behind this analysis, and relating them to the existing literature; Section 4
describes the empirical findings, while Section 5 introduces some alternative methodologies
9
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and their outcomes to measure subjective well-being. Section 6 finally concludes with also
some suggestions for further improvements.

2 Data Description
The European Social Survey
The analysis is based on a cross-sectional dataset, the European Social Survey (ESS), which
contains nationally representative samples of individuals from more than 20 countries. The
ESS examines the interaction between Europe's changing institutions and attitudes, beliefs
and behavioural patterns of its different populations and it describes itself as a
“methodologically bullet-proof study of changing social attitudes and values”. Through its
sampling and translation methodology the ESS ensures that data are comparable between
countries.
In addition, ESS data are collected, where possible, through face to face interviews lasting
about one hour. This allows the interviewers to clarify their questions and the subjects to
develop their answers, so we can expect high quality data from the survey design, which also
includes high quality controls as random probability sampling and minimum target response
rates. The questionnaire includes two main sections: a “core” module which is repeated in
each survey round, and a series of “rotating” modules, varying in each biannual round. In the
rotating part every wave includes two specific topics that can change from a wave to the
other. The fixed part instead includes questions that are present in every ESS wave. This
module includes basic socio-economic and demographic background information, as well as
some questions regarding respondents' satisfaction in different domains. The main purpose of
this survey is to outline the attitudes of different regions towards religion, politics and moral
issues, describing also their social habits and how they are changing over time.
The ESS provides two general well-being questions, the first is related to happiness where
respondents are asked:
“Taken all thing together, how happy would you say you are?”
with answers on a 0 to 10 scale, where 0 corresponds to ”Extremely Unhappy” and 10 to
“Extremely Happy”.

10
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Similarly, the life satisfaction question asks:
“All things considered, how satisfied are you with your life as a whole nowadays?”
Answers are again on a 0 to 10 scale, where 0 corresponds to “Extremely Unsatisfied” and 10
to “Extremely Satisfied”.
The cumulative data from four waves of the ESS includes 29 countries of which 25 are
included in this analysis. Precisely those are:
Austria

Belgium

Bulgaria

Cyprus

Czech Republic

Denmark

Estonia

Finland

France

Germany

Greece

Hungary

Ireland

Italy

Luxembourg

Netherlands

Norway

Portugal

Slovakia

Slovenia

Spain

Sweden

Switzerland

Turkey

United Kingdom

Eurostat New Cronos
To include macroeconomics determinants of well-being in the analysis it is necessary to link
micro data from ESS to macro data from a different dataset, the Eurostat New Cronos.
Eurostat is the statistical body of the European Union and responds directly to the European
Commission. Together with OECD, it works on issues concerning the cross-national
comparability of economic, social, demographic and other indicators, producing detailed
statistics on the member states of the EU. Eurostat does not collect data itself since this is
done by the statistical authorities of each EU member state, but it gathers the data ensuring
that all methodologies are harmonized and providing the European Union the evidence
necessary to define policies and make comparisons between countries and regions. In
addition, Eurostat also produces the data for EU structural policies and the macroeconomic
data used by the European Central Bank in the development of its monetary policy.
The main database produced by Eurostat is the New Cronos, which include detailed data on a
wide range of social and economic themes either at national or regional level. New Cronos is
sub-divided into nine themes, including several domains, each covering a specific sector.
Each domain is identified by an alphanumeric code, and consists of collections concerning the
11
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economic and social indicators involved. The data are structured in multidimensional tables
where the dimensions specify the country, the economic and social variable as well as the unit
and the frequency. Its tables cover candidate member countries, central European countries
and the main partners of the European Union as well.
For this study the variables chosen from this dataset are:
•

Unemployment rate by sex, age groups and nationality (%)

•

Annual average change in Harmonised Indices of Consumer Prices (HICPs)

•

Real Gross Domestic Product (RGDP) per capita, either in levels as in percentage
changes on previous periods

•

Full unemployment benefits as percentages of GDP

•

Gini coefficient of inequality, which varies between 0, representing complete equality,
and 1, indicating complete inequality, i.e. one person has all the income or
consumption whereas all others have none

•

Social protection expenditure of each country as percentage of GDP

•

Healthy life years (HLY) at birth by gender, i.e. number of years that a person is
expected to live in a healthy condition

In some cases, in particular for Turkey and Switzerland, Eurostat data are missing for the
variables representing the Gini coefficient of inequality, social protection expenditure and
healthy life years. For the first two, Eurostat data are combined with the statistics database of
the Organisation for Economic Co-operation and Development (OECD). The variable
representing healthy life years is instead filled with data coming from the World Health
Statistics (WHO). The next section will explain in detail all the reasons behind the presence of
each variable and how do they enter in the econometric model.

3 Empirical Strategy
The Econometric model
In terms of econometric analysis, empirical models of subjective well-being are typically
estimated through ordered probit (or logit) models since the happiness variables have multiple
values ordered such that to higher scores correspond greater happiness. Even though
happiness scores are ordinal rather than cardinal, Frey & Stutzer (2000; 2002) argued that
12
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ordinal and cardinal treatments of life satisfaction generate quantitatively very similar results
in micro-econometric analysis. This is confirmed by Ferrer-i-Carbonell & Frijters (2004) and
Clark & Senik (2010a) who showed that the results from cardinal analysis using OLS are very
similar to those from ordinal analysis. Although the main use of happiness scores in
economics is not to compare levels of subjective well-being in absolute terms, but instead to
examine the determinants of the well-being perceived by individuals, the interpretation of the
results of this study would significantly benefit from a cardinal rather than ordinal use of
happiness and life satisfaction variables. Therefore to ease the analysis of the relationship
between subjective well-being and a set of micro and macro factors, this paper’s choice has
been of an OLS approach that produces very interesting results.
A typical micro-econometric happiness equation has the standard form:

where the left-hand side is the individual reported happiness of individual i, who lives in
country s, at time t, the vector
respondents,

is the set of aggregate variables at the country level that vary within

each year. The term
effects, and

is the set of individual characteristics of the

represents country fixed effects, while

stands for wave fixed

is the error term capturing unobserved characteristics and measurement errors.

Interactions between macro variables and individuals characteristics are excluded on purpose
since this might let us wonder about the use of a multi-level approach, given that macro
correlates as GDP, unemployment or inflations belongs to countries, whereas personal
revenue, unemployment and marital status belongs to the individual. The interaction between
variables associated to units of different levels is questionable if it is not performed through
multi-level analysis, in particular in a cross-sectional design.

Microeconomics determinants of well-being
The microeconomic variables used in much of the existing literature include: gender, marital
status, income group, employment status, education and age variables, and all of them are
included in this analysis. Traditional findings are that happiness is higher for women, married
people, more educated people, those with higher income, the young and the old (so that it is
U-shaped in age) and the self-employed.
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The ESS data provides information on a large set of standard demographic and labour market
characteristics that are used as controls in the life satisfaction and happiness regressions. Such
controls include personal characteristics, education, labour force status, income and health. A
variable representing the income category to which an individual belongs is built to account
for possible group effects in the variations of income. Moving from an income group to
another better embodies income adaptions and aspirations effects, and it should also have a
stronger impact when we try to explain time patterns of well-being. Considering instead the
marital status, according to Frey & Stutzer (2004) it is very important to control for the effect
of having a partner when we analyse well-being. This is due to two main reasons: first,
partnership may provide a way to increase self-esteem by escaping from every day's stress;
second, people in partnership experience lower probabilities to be affected by loneliness.
Individuals' answers to well-being questions can be influenced by order and framing effects
within a survey, and by the number of available answer categories. Some of these problems
may be reduced by averaging across a large number of observations, and by the inclusion of
country fixed effects in the regressions. The analysis is also restricted to individuals whose
age ranges between 15-64 to have a more homogenous sample. Respondents younger than 15
years old are excluded because they may have biased levels of happiness due to particular
financial or family difficulties. Those older than 64 instead may have distortions due to the
effect of age on subjective well-being, which is considered to be U-shaped according to most
relevant literature (Blanchflower & Oswald, 2004), with happiness reaching the minimum in
middle age (controlling for differences in income, health, and education).
Controlling for health is also important, since healthy individuals tend to be better off in many
fields. The choice to include a national indicator instead of the ESS variable for individual
health is due to two reasons: the first one is that since the ESS only provides a measures of
self-assessed health condition, it is fairly reasonable to assume this as included in the
happiness dependent variable. Therefore Healthy Life Years (HLY), a health expectancy
indicator which combines information on mortality and morbidity, has been chosen for this
study. This indicator is based on the age-specific prevalence (shares) of the population in
healthy and unhealthy conditions and age specific mortality information. In this setting, a
healthy condition is defined by the absence of limitations in functioning/disability. Therefore
we can consider this variable not only as a better predictor of subjective well-being, but also
as more correlated than individual health to macroeconomics variables, since it can also
reflect the effect of the macroeconomic situation on health.
15
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Macroeconomics determinants of well-being
Considering the macroeconomics determinants of well-being, normally the included variables
are the unemployment and inflation rate, GDP per capita and/or growth, and unemployment
benefits or a measure of income inequality, and that's exactly what this paper does as well. In
addition, the introduction of the Esping-Andersen typologies opens for testing the effect of
changes in social protection expenditure on subjective well-being. This may be very important
because, following the same reasoning of Di Tella & MacCulloch (2005), if the level of
personal income declared in the surveys of the ESS is net of taxes and we do not take into
account for what those taxes are used, then we may be miscalculating the movements in
happiness that we are trying to explain. To represent what people buy with the taxes they pay,
a measure of government expenditure as the GDP share in social protection is therefore
included.
Although psychologists do not agree, it is normally assumed that higher GDP increases well being, This is of course challenged by the Easterlin paradox, which is usually explained
through the hypothesis of relative income and adaptations. According to the latter, people
change their aspirations as their income rises, so that an increase in income does not result in
an equal increase in happiness. Moreover, rich people are not necessarily happier than the
poor ones within the same country since it's the individual relative income position that
influences more people's happiness. Individuals indeed do not consider the absolute level of
income, but rather they make comparisons with respect to the income of relevant people, i.e.
their reference group (Frey & Stutzer, 2002a). Therefore, GDP variable should be included in
the happiness equation in two ways: to assess the impact of one's relative income position, the
income group to which an individual belongs has to be taken into account. Furthermore, we
should also consider the general level of income of the population by including the GDP per
capita as an additional variable. This is possible because as showed by Di Tella &
MacCulloch (2005) we can express the individual net income as the product of the
individual's income relative position in each country times the country mean, i.e.

.

By using the properties of the log-operator we can then express the logarithm of income as
. The presence of both these two terms is very useful since it allows to
separate the effect of an increase in income relative to the rest of the population (status or
16
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relative income effects) from the effects of a general increase in the income of the population
itself.
The growth rate of GDP is also included because changes in income can influence happiness
further than a level effect. The effect of higher income may be only temporary as individuals
adjust to their better living conditions. Even future expectations may affect current levels of
well-being, hence as suggested by Di Tella & MacCulloch (2005) a simple indicator of future
potentials outlooks is given by the growth rate of the economy, which is supposed to capture
also some potential effects on employment status.
Consumption smoothing is a typical assumption when we try to figure out the patterns of
economic growth. The presence of benefits for the unemployed allows individuals to better
allocate their consumption choices over time. Since the cost of falling employed depends also
on the income received during this condition, unemployment benefits in the shape of
percentages of GDP are taken into account. Unemployed individuals are expected to gain
more from these benefits but also the employed may take advantage of them thanks to general
welfare improvements associated to their presence. Unemployment benefits are also
correlated with the level of inequality in a society. As emphasized by Alesina et al (2001),
inequality is a determinant of low social mobility that weakens the progress of a society. For
this reason, the Gini coefficient is introduced in the regressions to measure the impact of
income inequality on well-being.
Because of the lack of longitudinal data and of repeated measures of wellbeing over time, we
are not able to determine to what extent micro and macro factors lead to changes in levels of
happiness. Consequently, we are not able to say much about causality and selectivity issues,
and one may argue that reverse causality is also at play for some variables, so this work has to
be considered more for its relative viewpoint than for the degree at which it is possible to
generalize the results. Despite these issues it is possible, however, to introduce a temporal
dimension in the data. That's the reason why the cumulative dataset representing the four
available waves of the ESS has been chosen for this study. This approach allows also to
maximize the number of observations by country so that all the regressors vary not only by
country but also with time. An economic or institutional shock in a country at a given time
may influence how individuals perceive their well-being condition, as well as the quality of
the public institutions and services provided. This shock is supposed to be unobservable and
therefore it can be a source of distortions for the estimates of the country level indicators on
the outcome variable. In this framework, a statistically significant effect may turn out to be
17
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not significant anymore. The paper’s strategy in response to these potentially unobservable
shocks in the perception of individuals' well-being is to introduce a temporal dimension in the
analysis in order to account for well-being sudden variations.

4 Results of the Analysis
Descriptive analysis
Happiness and life satisfaction are highly correlated in our sample (Figure 1), but looking at
average scores for each country we notice as both measures show similar patterns only if they
both exhibit high values for the same country (Figure 2). If instead life satisfaction is low in a
given country, then happiness scores are noticeably higher. This confirms that happiness and
life satisfaction do not exactly represent the same concept and it points in favour of separating
these two variables in the analysis.
Pooling together all the countries in the sample in Table 1 we see as both well-being measures
decreases over the four ESS rounds. At an aggregate level this is associated to a decrease in
individual income over time, but looking at each country separately as in Table 2 we notice
that the relationship between income and either happiness or life satisfaction is not
unidirectional.
Implementing the classification of welfare regimes inspired by the work of Esping-Andersen
provides remarkable insights (Table 3). Countries are allocated over five categories according
to the relevant literature about welfare typologies suggested by Esping-Andersen and other
authors of the same field. The resulting categories tells us that happiness and life satisfaction
do not decrease wherever, but conversely they both rise over time in Social Democratic
countries, i.e. the Nordic ones. Most interestingly, the increase in well-being is not associated
to a comparative increase in income, which actually ends up in the fourth round as lower than
ever before for this group.
This evidence suggest that some factors are at play for those countries, which is worth to
investigate in order to understand, through their influence, what determines the well-being
patterns in our sample as well as which factors are able to produce such different figures for
this group of countries respect to the others.
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Focusing on Nordic countries not only they exhibit the highest scores of happiness and life
satisfaction in the sample (Figure 3), but they also rank first for the expenditure in social
protection, an important determinant of well-being either at individual or country level
(Figure 4). Since this is the only group of countries in which both happiness and life
satisfaction increase, although slightly, over time (Table 3), the marked differences in social
expenditure in favour of the Social-Democratic countries could be the critical factor to explain
the well-being fall observed in the other group of countries.

Explaining well-being patterns
To analyse the time dimension of well-being in a cross-sectional dataset, the ESS provides
four round dummies who are supposed to control for some time fixed effects due to the fact
that data are collected in different years, specifically from 2002 to 2008. In this way we can
control for time varying effects, either at micro or even macroeconomics level, which may
influence happiness and life satisfaction scores over time. To this aim Table 5 performs a
regression of those two variables on ESS round dummies, which all show an increasingly
negative trend of subjective well-being over time, significant at 1% level. The dummy
coefficients for the 4th round of both happiness and life satisfaction are twice the ones for the
2nd round.
This negative pattern does not cancel out after controlling for systematic differences in the
level of happiness across 25 analysed countries (Table 6). Excluding one positive (but not
significant) coefficient for the 2nd ESS round in the life satisfaction regression, all but one are
significant at the 1% level. In addition, the estimates once again almost double from the 1st
round to the 4th, and this trend holds for both happiness and life satisfaction. Table 6 also
reports statistically significant cross-country differences in well-being levels for both
happiness and life satisfaction. Denmark is taken as reference country in the regressions since
the descriptive analysis reveals that Denmark is the country which exhibits highest levels of
subjective well-being (Figure 2). All the countries show statistically different levels of
happiness and life satisfaction with respect to Denmark, and not surprisingly, they also show
lower levels of both happiness and life satisfaction (Table 6).
After observing the sign and size of the time fixed effects, it is possible to try to explain the
time evolution through the determinants of subjective well-being. Controlling for country and
time fixed effects, Table 7.1 and 7.2 regress happiness and life satisfaction on
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microeconomics factors, including in turn only one of these groups of variables each time:
individual and family traits, unemployment status, and income categories. Among these
groups of correlates, only income categories have some impact in explaining time fixed
effects, whose otherwise remain negative and 1% significant over all the different
specifications. In the happiness regression, as a response to the inclusion of income
categories, all but one ESS round dummies turn to be non-significant, even though they are
still all negative. Income group seem to have a stronger impact on life satisfaction instead: all
round dummies coefficients are now positive, although only 2 of them are significant and not
at 1% level. However if we do not controls for cross-country differences in the life
satisfaction regression, the impact of income categories does not explain time fixed effects
which come back to be all negative and strongly significant (results not shown but available
on request).
In Table 8.1 and 8.2 microeconomic factors are in turn progressively introduced in the
econometric specification, up to be all included together with income categories in the last
regression of each table. As before, only the presence of income groups has some influence,
but this time it’s even lower. In Table 8.1 indeed happiness time fixed effects are completely
unaffected by microeconomics determinants of well-being, since the only impact is of a
reduction in the level of significance, from 1% to 10%, of the dummy variable for the 1st ESS
round. As before, life satisfaction is relatively more influenced, but not strongly enough to
point in a particular direction: only the dummy for the 4th round is significant (10%) and
positive at the same time, while the others are of opposite sign and anyway not significant at
all.

Actual determinants of well-being over time
Microeconomics determinants, therefore, do not explain away the observed negative trend in
subjective well-being, and even the higher impact of the income group to which an individual
belongs does not produce enough evidence in favour of a satisfactory micro explanation of the
decreasing well-being over time. In response to this need, Table 9.1 and 9.2 regress happiness
and life satisfaction on the full set of macro and micro determinants of subjective well-being.
The introduction of the macro correlates strongly influences time fixed effects: all the ESS
round dummies turnabout from positive to negative, and if the GDP share of social protection
expenditure is included, they become all significant (Table 9.2). With respect to the
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microeconomics regressions of Table 8.1 and 8.2, the change in sign of the round dummies
from negative to positive, as well as in the level of significance, reflect a higher explicative
power embedded in macroeconomics factors about time fixed effects.
Controlling for micro and macro variables at the same time we can see as unemployment
reduces well-being more than inflation, likewise all the most relevant literature. Surprisingly
although an increase in the growth rate of GDP increases well-being, an increase in the level
of GDP reduces both happiness and life satisfaction. If we analyse separately each macro
factors (Table 10.1 and 10.2), the level and the growth rate of GDP are instead respectively
positive and negative, and if we control even just for country fixed effects (result available but
not shown), they both turn out to be positive, although the level of GDP is not significant
anymore. Consequently, we can infer that the change in their sign might be due to the
interaction with the other variables and fixed effects, and this can be clarified through an
environmental explanation that the effect of an increase in GDP may have.
An increase in the growth rate of the standards of living of the economy increases subjective
well-being because it increases the expectations of future wealth among the population. This
can explain why the GDP growth rate coefficient is negative in absence of any other controls,
and turn to be positive once we control at least for country fixed effects. People can think of
the increase in the GDP growth rate as a direct improvement in their revenue condition, which
positively affects both measures of well-being at a micro level. The negative impact of a rise
in the level of GDP instead represent an environmental effect of income comparison. While
the GDP growth makes people believe they can be better off in the future, the increase in the
level of wealth of the whole population makes people more concerned about their relative
level of wealth, decreasing their perceived well-being because of a negative comparison
effect. Indeed knowing that everyone in a country is supposed to be in good economic
conditions can make individuals less satisfied about their own status.
Another counter-intuitive figure is the negative impact of social protection expenditure on
well-being (Table 9.2). This effect fades away in Table 11.1 and 11.2 where the impact of
each macro correlate is considered individually on well-being. However once we account for
non-linear behaviours, social expenditure present a U-shaped relationship with respect to both
happiness and life satisfaction (Table 12.1 and 12.2). Although at first sight this may seem
pointless, there are several explanations provided by the literature in this case. Since people
generally have a preference for lower taxes to increase their levels of available income which in turn rises their happiness levels as well - and government expenditures are financed
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partially through taxes, an increase in social expenditure can induce a decrease in happiness
through the effect of citizens’ expectations about changes in the tax burden. This may be the
reason behind the negative association between social protection expenditure and subjective
well-being. In addition, people may consider the expenditure in social protection as directly
related to government size. Since an increase in government expenditure (to which social
protection is related) can increase the power of the bureaucracy, this would reduce the level of
citizens’ trust in their government because of the expectations for higher inefficiencies,
corruption and taxes (Brennan & Buchanan, 1980). On the other hand, when the increase in
social expenditure becomes relevant enough to be translated into concrete investments in
public goods and services, social protection expenditure has a positive impact on well-being.
This can explain the U-shaped relationship found in Table 12.1 and 12.2.
Having assessed the importance of macroeconomics factors in the analysis of subjective wellbeing over time, we can benefit of these variables and their interaction with the different
welfare regimes to eventually disentangle the puzzle presented by the data. Table 13 confirms,
if there was still any need, that all the country groups perform worse in terms of happiness
and life satisfaction with respect to the Social Democratic (Nordic) group. These differences
hold over time, as showed in Table 14 when we include time fixed effects and their
interactions with country groups.
Considering the effect of macro characteristics on country typologies, in Table 15.1 and 15.2
we can see as all the counter cyclical variables produce more pronounced negative effects in
all country groups compared to the Social Democratic one. This reflects the influence of a
higher protective system existing in Nordic countries, which dampens or partially absorbs the
negative effects of increases in unemployment, inflation or inequality. Despite the negative
effect of social expenditure, which has been assumed as related (linearly) to the rise of
governments sizes and inefficiencies, is reduced respect to the other country categories. This
represents the higher trust in government of the citizens in Social Democratic countries,
which translates into a reduced fear for inefficiencies and corruption of the administration.
The higher resistance of happiness and life satisfaction scores in the Social Democratic group
to changes in micro and in particular macroeconomic factors shows a connection with the
degree of social protection present in the Nordic countries. Considering individuals as
happiness maximisers, so that they will always prefer to be happier than otherwise, this
finding suggest a preference for risk aversion in the shape of a preference for a high degree of
social protection. We can therefore assume that in the choice between living in his own
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country or moving to another one, a citizen of a Social Democratic country could generally
prefer to remain in his homeland because of the fear of incurring a happiness loss. This
alternative elicitation of a preference for risk aversion in terms of subjective well-being seems
to be very attractive but it also requires a deeper investigation which goes beyond the scope of
this paper.

Social costs of recessions
The introduction of macroeconomics determinants of well-being allows us to derive some
measures of the happiness costs of unemployment and inflation as in Di Tella et al (2001).
According to the coefficients of Table 9.2, a percentage point of unemployment causes 1.25
times more unhappiness and 1.24 life dissatisfaction than a percentage point of inflation. This
result is lower than in Di Tella et al (2001), who found that unemployment reduces happiness
almost 2 times more than inflation. Although this study does not report the same results, in the
same way as Di Tella et al (2001) finds that unemployment can be considered as more
important than inflation in terms of happiness and life satisfaction costs, so that a higher
weight should be assigned on it for policy purposes. Moreover, concerning the difference in
the size of the ratios between the two analysis, much is contingent on the equation
specification, and therefore should not be over-interpreted.
Table 10 reports the unemployment-inflation ratios for each welfare regime. The regression
equations from which those ratios are computed are contained into an appendix available on
request. These ratios suggest that happiness and life satisfaction reflect different concepts
since a change in the unemployment-inflation trade-off produces different consequences for
these two measures by each group of countries. Concerning the size of these magnitudes,
many of the coefficients from which the ratios are derived are not significant, therefore we
cannot say much about the size of their effect. Nevertheless, it’s interesting to see that only
for the Social-Democratic countries the unemployment-inflation trade-off is the same for
either happiness or life satisfaction. This may be a consequence of the enhanced social
protection system implemented by these welfare regimes, which balances the well-being
trade-off of unemployment and inflation over these two measures.
Table 9.2 also gives us the chance to compute some measures of the costs of recessions in the
shape of the marginal rate of substitution between GDP and, in turn, unemployment, inflation
and social expenditure. For each 1% point increase in the unemployment rate, individuals
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need to receive, to keep happiness constant, an additional amount of

in addition to a compensation for the drop in the GDP. This amount is higher for life
satisfaction, rising to

. However, to compute the full social cost of an

increase in the unemployment rate we need to add the individual cost of being unemployed to
these computations.
In happiness terms this will be (

)

for someone who is

unemployed but actively looking for a job. If instead an individual does not search a job we
have: (

)

. Since according to our estimates a 1%

increase in the unemployment rate has a utility cost of (

) , an individual who

loses his job in time of recession experiences a happiness loss of
(

if he’s actively looking, while

)

(

)

if he’s inactive.

Considering now the life satisfaction, the cost for each percentage point increase in the
unemployment rate is: (

)

for individuals without a job but

actively looking for one. For the inactive we have (

)

.

Given the utility cost of a 1% point increase in the unemployment rate for life satisfaction, i.e.
) , someone who loses his job in time of recession experience a life satisfaction

(
loss of

(

inactive we have:

)

in case he still looks for another occupation. If he is
(

)

.

On the other hand, in terms of inflation individuals should receive for each percentage point
increase an amount of

to keep their happiness level constant. Life

satisfaction instead needs a compensation of

.

Concerning the expenditure in social protection, we can determine how many percentage
points we need to increase the GDP share of this figure to keep subjective well-being
constant, for a given value of the unemployment-inflation ratio. From Table 9.2 we can see as
in response to an increase of 1% point in the unemployment-inflation ratio, the expenditure in
social protection needs to be increased by 3% points to keep happiness constant, and by 4.5%
points for life satisfaction.
1

As in Di Tella et al (2003) GDP is rescaled back by a factor of 10 000
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From these results we can derive some interesting considerations. Happiness is more
expensive to compensate than life satisfaction in response to increases in the unemployment
rate. Nevertheless, the higher cost of being unemployed in terms of life satisfaction makes
less expensive to compensate the happiness social cost of losing a job with respect to the one
associated to life satisfaction. Fluctuations in the inflation rate are also less expensive for
happiness, and correspondingly, compensating happiness losses with increases in social
expenditures is also less costly than for life satisfaction. Because the sensitivity to changes in
the unemployment-inflation ratio is higher for life satisfaction than happiness, we can
conclude that life satisfaction seems to be more sensible to macroeconomic fluctuations than
happiness scores. This is consistent with a broader view of the notion of happiness, where the
impact of economic factors may be mitigated by factors affecting individual well-being in the
domain of life satisfaction, a domain that according to these results may be considered as
more specific than the one surrounding happiness.

5 Alternative Measures of Subjective Well-Being in the
ESS
Single vs Multi-Item measures of well-being
Surveys containing measures of subjective well-being as happiness and life satisfaction have
been questioned because of their dependence on single-item measures of well-being, instead
of implementing more sophisticated, multi-item measures. Although most of the major
surveys make frequent use of single-item measure, their answers are supposed to be biased by
background elements as for instance the answers collected for former items in the survey
schedule. In response to this problem, multi-item indicators of well-being have been created
and their importance is raised by a considerable evidence indicating that those measures are
significantly less influenced by income than by other key aspects of people's lives. This is
very important because only a small share of variation in subjective well-being is considered
to be associated to material circumstances. About half of this variation is instead related to
stable features as personality, genes and environmental elements, while the remaining is due
to the intentional activities that people choose to undertake, as well as the goals they set for
themselves.
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Research on well-being usually distinguishes between two different theoretical approaches:
hedonic and eudaimonic. The hedonic approach is concerned with pleasure, enjoyment and
satisfaction, and it's generally defined as the presence of positive affect at the same time as the
absence of negative ones. The eudaimonic approach instead is concerned with functioning and
the realization of individual potential, and it's focused on living life in a fully and deeply
satisfying way. If we suspect that individuals' reports of being happy do not mean that they
are also psychologically well, then well-being involves something more than just happiness,
and this is usually called eudaimonia, a crucial notion used to characterize multi-component
indicators of well-being.
Eudaimonic measures combine a more various set of principles than hedonic equivalents,
which focus more on pleasure. Standard single-item measures of well-being are essentially
hedonic, as they are the more detailed domain-specific questions that examine satisfaction in
life domains such as work, finance, relationships and health. On the other hand, the
eudaimonic view stems from Aristotle's work on the well-lived life, linking personal
happiness to more public aspects as competencies, freedoms and opportunities. These
measures have the advantage of incorporating either the development process than the
outcome of subjective well-being, connecting both instrumental and intrinsic meaning. Even
though the ESS module for subjective well-being is not present in the cumulative data, this
paper wants to try to apply the same methodology used by Clark & Senik (2010) to derive
eudaimonic measures from many different survey questions present in the ESS. Hence, an
indicator of Flourishing in the style of Huppert & So (2009) is constructed based on a
combination of variables reflecting human scale values. In a similar way, according to the
methodology described by the New Economics Foundation, indices for Vitality, Optimism
and Trust, and Positive Functioning are proposed.
As the module for eudaimonic well-being is defined only for the 3rd wave of the ESS,
analysing the cumulative data we can just find some kind of proxies of the measures usually
adopted to build eudaimonic indicators. Unfortunately this drawback imposes some important
limitations on the measures we can derive from the aggregate data. Therefore, given that we
can only try to get close as much as possible to a more adapt set of questions to carry on the
analysis, the following indicators have to be intended as desire or aspirations towards the
original eudaimonic measures. Of course, while the feeling of happiness is associated to
psychological well-being, its search is not supposed to be necessarily healthy either. But it is
also true that since we can look at these two components as independent, then analyzing the
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latter may result in some non-ignorable results for research purposes on subjective well-being
over time.
The Flourishing measure is defined by the following questions reflecting human values:
• Importance to try new and different things in life.
• Importance to be successful and that people recognize achievements.
• Importance to be humble and modest, not draw attention. (reverse coding)
• Importance to have a good time.
• Importance to seek adventures and have an exciting life.
• Importance to help people and care for others well-being.
As in Huppert and So (2009) this measure is constructed as agreement with the first two
questions which are considered the core module, and agreement with at least three of the four
other questions.
The indexes trying to mimic the New Economics Foundation methodology instead are
constructed as the un-weighted sum of the answers to a number of z-score transformed
questions, so that each one has zero mean and unitary variance. One of the major issues
concerning merging or comparing different types of information is that they are measured in
different units and on different scales, and this is even more true when we use survey data.
Standardised scores then are very useful since each transformed questions is expressed in the
same way, i.e. the distance from the mean or how many standard deviations an individual
response is higher than the mean response for a particular question.
The Vitality measure is the sum of the answers to the following questions:
• Compared to other people of your age, how often would you say you take part in social
activities?
• How often do you meet socially with friends, relatives or work colleagues?
• How is your health in general?
• Are you hampered in your daily activities in any way by any longstanding illness, or
disability, infirmity or mental health problem? If yes, is that a lot or to some extent?
• Importance to seek adventures and have an exciting life
• Importance to seek fun and things that give pleasure
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Optimism and Trust instead is defined by the answers to:
• Would you say that most people can be trusted, or that you can't be too careful in dealing
with people?
• Do you think that most people would try to take advantage of you if they got the chance, or
would they try to be fair?
• Would you say that most of the time people try to be helpful or that they are mostly looking
out for themselves?
• Which of the descriptions comes closest to how you feel about your household's income
nowadays?
• Importance to be humble and modest, and to do not draw attention (reverse coding).

Positive Functioning finally is represented by the answer to these questions:
• Importance of thinking new ideas and being creative.
• Importance of trying new and different things in life.
• Importance to make own decisions and be free.
• Importance to be successful and that people recognize achievements.
• Importance to show abilities and be admired.
• Importance to have a good time.

Hedonic vs Eudaimonic regressions
The scope of these measures is not to repeat the analysis previously introduced but instead life
satisfaction and happiness single-item indicators will be compared to these eudaimonic multiitem indicators in line with the idea that if similar determinants of subjective well-being are
found to be important for one measure of well-being in a particular country, then we can use
the same model as a control framework to test the influence of those variables on the other
well-being measures.
Table 16 reports Cronbach’s alpha coefficients for the indicators created. This is a measure of
internal consistency or reliability for a psychometric indicator. It measures to what extent a set
of variables or items succeed in measuring a single, one-dimensional underlying aspect of
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individuals. Its importance relies on the fact that sometimes we need to deal with quantities
we are not able to explicitly measure. In these cases, one of the few possible solutions is to
ask a sequence of questions and combine the answers into a single numerical value, expressed
by this statistic. Since Cronbach's alpha rises as the correlations between the items increase,
we can refer to this coefficient as the internal consistency of the test.
All the scores mimic pretty well the ones in Clark & Senik (2010) with all values greater or
equal than 0.60. Only the score of the vitality index is lower than in Clark & Senik (2010),
while the score for positive functioning is even higher, and the one for functioning has the
same value. It’s worth stating that due to the limitations of the cumulative dataset we are not
able to derive a proxy-indicator for the resilience measure. Nevertheless we can consider the
indicator for optimism as in some sense close to resilience, at least in some of its components,
and its pretty high alpha score enhance its reliability.
Comparing the results from hedonic and eudaimonic regression, first of all we can point out
that there are 2 levels on which we can focus the attention: the individual and the aggregate
level, respectively represented by micro and macro control variables in our regressions. From
Table 17 we can see as the individual level variable for which eudaimonic variables shows a
different pattern from hedonic counterparts are the ones representing the male fixed effect and
marital status. As in Clark & Senik (2010), income does not seem to play a role in
distinguishing eudaimonic and hedonic well-being at an individual level. Time fixed effects
instead assume positive values here, but the feeling is that this may be due to the absence of
macroeconomics controls since we can consider these as more influential in the perception of
well-being conditions over time with respect to individual variables, as they represent the link
between well-being and environmental factors which embody several aspects of human life at
the same time.
Indeed in Table 18 and 19 with the introduction of macroeconomic variables we have that for
flourishing and functioning the time fixed effects turn out to be negative, while for vitality
there is a non-clear direction and only optimism time fixed effects are still positive. Therefore
we may suspect that the conflicting pattern previously observed in the eudaimonic
microeconomics regressions is driven by an individual feeling of optimism present in the
sample over the years.
At a macro level the variable for which we have a disagreement between hedonism and
eudaimonia are the unemployment rate and the GDP, either in log or growth rate. Neither
inequality (represented by the Gini coefficient) or social protection expenditure show different
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behaviours. Hence we can infer that changes in variables associated to material aspects of life
(as inflation for instance) are perceived in a similar way by individuals, while variables linked
to psychological aspects as the unemployment status or the economic wealth in a country
have different effects depending on the measure of well-being we chose to adopt. The
differences in the effect of the unemployment rate may reflects differences between changing
a job or losing it, as well as a different psychological impact of unemployment status on
individuals. The different signs of the GDP per capita and its growth rate, respectively
positive and negative, is instead harder to interpret, but it might explain, on one hand, the
psychological importance of the current economic condition of a society, and on the other, the
negative effect of the growth rate might represent the negative feeling of individuals for
increases in the economic size of the countries where they live. Considering the fear of
economic crisis as to some extent more associated to wealthier countries, the negative sign of
GDP growth for eudaimonic indicators might represent this effect.

6 Conclusion
The results derived from the analysis of welfare regimes confirm the thesis initially proposed.
Macroeconomic determinants matter more than micro characteristics in determining patterns
of well-being over time. Indeed it is only by introducing macro factors taken from Eurostat
database that we are able to explain the decreasing pattern of subjective well-being suggested
by the ESS data. Among the macroeconomic indicators, countries in our sample differ by
their level of social protection expenditure - and in turn, by their welfare regimes. Only
Social-Democratic countries (which include Nordic countries) do not exhibit a decreasing
pattern in subjective well-being. With respect to this specific group, all the other country
categories exhibit lower well-being levels over time. Their inhabitants are more sensitive to
the cyclical macroeconomic magnitudes. Social-Democratic countries, besides showing the
highest scores of both happiness and life satisfaction, they also exhibit the highest GDP shares
dedicated to social protection expenditure. Classifying the countries in the sample according
to this criterion allows us to explain why the indicators of subjective well-being do not
decrease over time for the group constituted by the Nordic countries.
This result opens for an alternative method to elicit a preference for risk aversion among
individuals of Social Democratic countries, whose well-being scores significantly depend on
the level of social protection present in the system.
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Following Di Tella et al (2003), this paper applies the same methodology to compute sacrifice
ratios between unemployment and inflation for both happiness and life satisfaction for each
country category. Measures of the costs of economic downturns are also derived, suggesting
that changes in life satisfaction induced by macro factors are more costly to compensate than
happiness equivalents. In addition, the higher sensitivity exhibited by life satisfaction points
in favor of a different use and interpretation of happiness and life satisfaction as well-being
indicators, instead of the similarity normally adopted in the literature.
This study also tries to run a comparison between hedonic - single-item - and eudaimonic multi-item - measures of well-being, controlling for country and time fixed effects. The
cumulative dataset for all 4 rounds of the European Social Survey does not provide the
variables normally used to derive eudaimonic indicators. Therefore referring to the work of
Clark and Senik (2010), this paper has tried to propose some proxies for the eudaimonic
variables usually derived from ESS data by the literature. This measure confirms the greater
explicative power of macroeconomic factor suggested by prior analysis, and might be a
starting point if not a benchmark, for future eudaimonic analysis including time fixed effects.
The attempt of explaining the temporal evolution of well-being in a cross-sectional dataset
through the implementation of a welfare regime classification is an element of innovation
with respect to the field literature of subjective well-being. Furthermore, the expenditure in
social protection - crucial in this analysis - is somewhat absent in most well-being research.
This variable allows to expand the scope of the analysis to several different classes of
countries, whereas traditional research focuses mainly on developed economies. The
suggestions for a new method of risk aversion elicitation is another original insight. Last but
not least, introducing eudaimonic indicators in a temporal analysis of well-being do consists
in an enlargement of the body of a pioneering literature as the one concerning subjective wellbeing.
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