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Figure: 1. Life satisfaction
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Abstract This paper investigates the cross-country distribution of the relationship

between economic conditions and well-being. Using a large sample of individuals from 94

countries worldwide, we find that the effect of income on well-being is larger in countries

with lower GDP per capita, while the negative effect of being unemployed is stronger in

countries with higher unemployment rate or higher GDP per capita. Interestingly, the effect

of being unemployed displays positive spatial dependence across countries that is not

accounted for by aggregate socio-economic conditions. Overall, the results indicate that

geography, culture and institutions must be explicitly taken into account in order to

understand the relationship between economic conditions and well-being.

Keywords Well-being � Quality of life � Spatial analysis

1 Introduction

For a long time, economics has largely neglected the study of happiness and its causes. The

determinants of well-being were generally investigated by psychologists, sociologists and

political scientists (e.g. Diener et al. 1999; Veenhoven 1993; Lane 2000). In recent years,

following the seminal contribution by Easterlin (1974), a growing number of economists

have examined the impact of economic conditions on subjective well-being, measured as

self-reported levels of happiness or life satisfaction (see e.g. Di Tella and MacCulloch

2006; Blanchflower 2008; Dolan et al. 2008, for recent reviews).1 This recent literature on

economics and happiness has provided several important policy implications (Frey and

Stutzer 2002b; Layard 2005; Frey 2008).

A large number of studies have focused on the effects of microeconomic conditions on

happiness, while controlling for socio-demographic characteristics, factors related to

L. Stanca (&)
Economics Department, University of Milan-Bicocca,
Piazza dell’Ateneo Nuovo 1, 20126 Milan, Italy
e-mail: luca.stanca@unimib.it

1 See also Oswald (1997) and Frey and Stutzer (2002a) for earlier comprehensive reviews.
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Methods: micro

World Values Survey, 5 waves, 92 countries

Empirical specification:

WBij = α+ β1jECOij + β2jDEMOij + β3jSOCij + εij

Dep. var: Life satisfaction or Happiness
OLS or Ordered Probit
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Table: Determinants of subjective well-being, overall (1/2)
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Income
Unemployed
Education, mid.
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Table: Determinants of subjective well-being, overall (1/2)

LS (OLS) LS (OP) HAP (OLS) HAP (OP)
Income 1.42**
Unemployed -4.15**
Education, mid. 0.92**
Education, upp. 0.94**
Married 1.97**
As married 0.39
Divorced -2.67**
Separated -4.25**
Widowed -0.85**
...
Observations 185573



Table: Determinants of subjective well-being, overall (1/2)

LS (OLS) LS (OP) HAP (OLS) HAP (OP)
Income 1.42** 0.07** 0.33** 0.06**
Unemployed -4.15** -0.19** -0.99** -0.16**
Education, mid. 0.92** 0.04** 0.50** 0.08**
Education, upp. 0.94** 0.03** 0.59** 0.10**
Married 1.97** 0.10** 1.27** 0.22**
As married 0.39 0.02 0.70** 0.12**
Divorced -2.67** -0.13** -1.11** -0.17**
Separated -4.25** -0.21** -1.52** -0.24**
Widowed -0.85** -0.04** -0.87** -0.12**
...
Observations 185573 185573 183778 183778



Table: Determinants of subjective well-being, overall (2/2)

LS (OLS) LS (OP) HAP (OLS) HAP (OP)
...
N. children -0.12** -0.01* -0.04** -0.01**
Age -0.02** -0.00* -0.03** -0.00**
Male -0.63** -0.03** -0.18** -0.03**
Trust in others 2.15** 0.10** 0.68** 0.12**
Freedom 3.20** 0.16** 0.53** 0.09**
Religion 1.14** 0.06** 0.58** 0.10**
Observations 185573 185573 183778 183778



Table: Income and Life Satisfaction, by country

Rank Country Coeff. t-stat Rank Country Coeff. t-stat
1 Morocco 5.07 16.23 47 Montenegro 1.50 5.62
2 Moldova 3.92 17.43 48 Croatia 1.49 5.86
3 Hungary 3.65 7.74 49 Russian Fed. 1.34 11.15
4 Mali 3.57 8.11 50 Trinidad-Tobago 1.32 3.52
5 Macedonia 3.48 7.78 51 India 1.32 7.11
6 Rwanda 3.33 10.26 52 Taiwan 1.31 8.95
7 Burkina Faso 3.20 7.96 53 Singapore 1.28 6.08
8 Viet Nam 3.18 10.78 54 Slovenia 1.24 3.55
9 Cyprus 3.15 7.14 55 Dominican Rep. 1.18 2.43
10 Ethiopia 3.12 10.18 56 Japan 1.10 9.69
11 Philippines 3.11 8.07 57 Hong Kong 1.08 3.47
12 Ghana 3.06 9.53 58 Venezuela 1.06 3.83
13 Bangladesh 2.95 9.49 59 Uruguay 1.00 3.14
14 North Korea 2.92 6.92 60 France 0.99 6.97
15 Georgia 2.77 12.40 61 Andorra 0.89 2.75
16 Poland 2.72 11.03 62 United States 0.88 7.27
17 Iran 2.71 12.80 63 Chile 0.84 5.82
18 Albania 2.64 7.22 64 Spain 0.83 7.80
19 China 2.47 11.91 65 Greece 0.82 2.47
20 Bosnia-Her. 2.43 9.69 66 Finland 0.79 4.57
21 Zambia 2.41 6.26 67 Slovakia 0.74 3.18
22 Armenia 2.27 7.31 68 Czech Republic 0.73 3.99
23 El Salvador 2.27 3.56 69 Switzerland 0.71 4.65
24 Jordan 2.26 5.41 70 Netherlands 0.71 3.89
25 Azerbaijan 2.24 6.03 71 Malaysia 0.68 1.88
26 Romania 2.19 10.95 72 South Africa 0.68 6.09
27 Turkey 2.18 12.03 73 Argentina 0.67 3.05
28 Israel 2.15 5.83 74 Germany 0.67 6.57
29 South Korea 2.14 8.71 75 Belgium 0.61 2.74
30 Ukraine 2.13 10.14 76 Mexico 0.59 5.47
31 Lithuania 2.13 6.86 77 United Kingdom 0.58 3.25
32 Tanzania 1.97 2.99 78 Iceland 0.57 2.61
33 Bulgaria 1.95 7.03 79 New Zealand 0.52 2.83
34 Egypt 1.89 8.72 80 Austria 0.52 2.09
35 Indonesia 1.86 6.77 81 Puerto Rico 0.43 1.49
36 Nigeria 1.85 10.82 82 Canada 0.43 3.52
37 Iraq 1.72 5.52 83 Brazil 0.41 2.30
38 Pakistan 1.72 6.17 84 Colombia 0.41 3.80
39 Algeria 1.72 3.46 85 Sweden 0.35 3.00
40 Latvia 1.71 6.60 86 Australia 0.34 2.87
41 Thailand 1.61 5.17 87 Denmark 0.26 1.59
42 Belarus 1.60 8.11 88 Malta 0.24 0.88
43 Zimbabwe 1.58 2.93 89 Portugal 0.24 0.87
44 Peru 1.55 6.66 90 Italy 0.22 1.29
45 Estonia 1.54 6.92 91 Norway 0.17 1.16
46 Serbia 1.52 7.91 92 Ireland -0.10 -0.34

Note: Source: World Values Survey.



Table: Income and Life Satisfaction, by country

Rank Country Coeff. t-stat
1 Morocco 5.07 16.23
2 Moldova 3.92 17.43
3 Hungary 3.65 7.74
4 Mali 3.57 8.11
5 Macedonia 3.48 7.78
... ... ... ...
... ... ... ...
... ... ... ...
88 Malta 0.24 0.88
89 Portugal 0.24 0.87
90 Italy 0.22 1.29
91 Norway 0.17 1.16
92 Ireland -0.10 -0.34

Note: Source: World Values Survey.



Figure: 2a. Income and Life Satisfaction: World
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Figure: 2b. Income and Life Satisfaction: Europe
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Figure: 3a. Being unemployed and Life Satisfaction: World
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Figure: 3b. Being unemployed and Life Satisfaction: Europe
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Spatial ARMA:

P = ρW1P + Xγ + u (1)
u = λW2u + ε

ε ∼ N
(

0, σ2In
)

P: country-specific sensitivities of well-being to economic
conditions
ε: country-specific error term
W1 and W2: matrices of spatial weights
ρ: spatial lag parameter
λ: spatial error parameter
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Table: Macro determinants of micro effect of income

(1) (2) (3) (4)
Log GDP per capita
Unemployment rate
Inflation rate
Government size
Trade Openness
Log Population
Urban population
Life expectancy
Birth rate
ρ 0.67**
λ
R2 0.15
Observations 92



Table: Macro determinants of micro effect of income

(1) (2) (3) (4)
Log GDP per capita -0.49**
Unemployment rate 0.01
Inflation rate -0.00
Government size 0.00
Trade Openness 0.00
Log Population
Urban population
Life expectancy
Birth rate
ρ 0.67** 0.20
λ
R2 0.15 0.48
Observations 92 92



Table: Macro determinants of micro effect of income

(1) (2) (3) (4)
Log GDP per capita -0.49** -0.46**
Unemployment rate 0.01 0.01
Inflation rate -0.00 -0.00
Government size 0.00 -0.00
Trade Openness 0.00 0.00
Log Population -0.08
Urban population -0.00
Life expectancy -0.01
Birth rate -0.02
ρ 0.67** 0.20 0.17
λ
R2 0.15 0.48 0.50
Observations 92 92 92



Table: Macro determinants of micro effect of income

(1) (2) (3) (4)
Log GDP per capita -0.49** -0.46** -0.45**
Unemployment rate 0.01 0.01 0.00
Inflation rate -0.00 -0.00 -0.00
Government size 0.00 -0.00 -0.00
Trade Openness 0.00 0.00 0.00
Log Population -0.08 -0.08
Urban population -0.00 -0.00
Life expectancy -0.01 -0.01
Birth rate -0.02 -0.02
ρ 0.67** 0.20 0.17
λ 0.22
R2 0.15 0.48 0.50 0.50
Observations 92 92 92 92



Table: Macro determinants of micro effect of being unemployed

(1) (2) (3) (4)
Log GDP per capita
Unemployment rate
Inflation rate
Government size
Trade Openness
Log Population
Urban population
Life expectancy
Birth rate
ρ 0.65**
λ
R2 0.13
Observations 91



Table: Macro determinants of micro effect of being unemployed

(1) (2) (3) (4)
Log GDP per capita -1.14**
Unemployment rate -0.13
Inflation rate 0.00
Government size 0.16
Trade Openness -0.00
Log Population
Urban population
Life expectancy
Birth rate
ρ 0.65** 0.62**
λ
R2 0.13 0.30
Observations 91 91



Table: Macro determinants of micro effect of being unemployed

(1) (2) (3) (4)
Log GDP per capita -1.14** -1.54*
Unemployment rate -0.13 -0.16*
Inflation rate 0.00 0.00
Government size 0.16 0.18*
Trade Openness -0.00 -0.01
Log Population 0.09
Urban population 0.03
Life expectancy 0.02
Birth rate -0.05
ρ 0.65** 0.62** 0.59*
λ
R2 0.13 0.30 0.31
Observations 91 91 91



Table: Macro determinants of micro effect of being unemployed

(1) (2) (3) (4)
Log GDP per capita -1.14** -1.54* -1.41**
Unemployment rate -0.13 -0.16* -0.17**
Inflation rate 0.00 0.00 0.00
Government size 0.16 0.18* 0.35**
Trade Openness -0.00 -0.01 -0.02
Log Population 0.09 -0.38
Urban population 0.03 0.01
Life expectancy 0.02 -0.08
Birth rate -0.05 -0.11
ρ 0.65** 0.62** 0.59*
λ 0.81**
R2 0.13 0.30 0.31 0.12
Observations 91 91 91 91
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Key findings

1 Spatial dependence in effects of economic conditions on
well-being

2 Income: stronger effect where GDP per capita lower
3 Being unemployed: stronger effect in countries where

GDP per capita higher
unemployment higher
government size smaller
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6 Social relations
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11 Freedom
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