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Summary

There are good reasons to expect that the 1980/1982 economic recession has “hurt' the average
citizen in afflicted countries, in particular that it has impaired mental and physical health and
has lowered satisfaction. Yet, there are also good reasons to doubt these claims. It is worth
knowing whether the recession has in fact done damage or not, and - if so -, whom it has hurt
most. 1t is fairly well possible to find that out.

This book tries to assess whether and to what extent the last macro-economic recession has
caused harm at the individual level, by taking stock of the available time series data on “health’,
‘mental disturbance’ and “satisfaction’. These data are compared through time, between nations
and across social categories.

Economic recessions are believed to involve more than just temporary discomfort. They are seen
to disorganize the lives of a great many, thereby causing lasting harm. This "harm' is thought to
manifest itself in, among other things, poorer health, psychological disturbance and dis-
satisfaction. The purpose of this book is to check this assumption on the case of the last worldwide
economic recession, which took place in the years 1980 1982.

To that end, time series will be considered on ‘mortality’, ‘mental disturbances' and ‘dis-
satisfaction' in different countries. It will be checked whether these data do indeed show
peaks after the onset of this recession. If such peaks do appear, it will be investigated whether the
different aspects of individual well-being under consideration are equally sensitive to the
economic tide.

Before starting on that analysis, let us first consider in more detail what the last recession was like,
why it is believed to have hurt and why that belief needs an empirical check anyway.

THE 1980-1982 ECONOMIC RECESSION

The economic recession under review started with a stagnation of economic growth in 1980.
That stagnation was followed by a decline in economic activity in the years 1981 and 1982.
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Industrial production and world trade dropped 5 to 10 per cent. In 1983, the decline stopped, but
no real recovery set in. Up to the present time (1988) growth has been slow.

This recession hit most countries in the world, though some more than others.
Developing countries were generally more afflicted than industrialized nations. Among the latter
Japan did better than the EC-countries. Scheme 1 displays the average trend in the seven major
OECD countries (US, Japan, Germany, France, UK, Italy, Canada). The decline in economic
activity was paralleled by a drop in consumption and a sharp rise in unemployment. These
changes are depicted in more detail in the schemes 2 and 3. In scheme 2 we can see that the
growth of consumption stagnated in the years 1980 to 1982. In several OECD countries it even
declined: in Germany, the UK, and in most of the smaller countries. Recently growth has
resumed, but rates are still below the average level of the 1960/80 period.

Scheme 3 shows the development in unemployment. It rose sharply during the recession
and has remained at a high level ever since. The rise was greatest in the EC-countries.
Unemployment doubled in Germany, the UK, the Netherlands and Spain. Japan managed to
maintain a low level of unemployment.

Causes

The 1980/82 economic recession was preceded by an earlier one in 1974/75. That recession
came about when in 1973 oil prices quadrupled, causing all import prices to increase
dramatically. The consequences became visible after a time lag of one to two years: world trade
receded considerably, economic growth figures decreased, and unemployment figures increased.
In 1975 an actual decrease in Gross National Product was found in all OECD countries. See once
more scheme 1.

This first oil crisis and its economic implications came as a shock to most people after the
prosperous sixties, when affluence became to be considered a permanent fixture, following the
reconstruction of the national economies devastated in the second world war. Confrontation with
an economic crisis affected government policy in various ways. The higher number of
unemployed implied a larger share of transfer incomes in national income. This increase in social
security benefits, combined with a Keynesian policy of increased government expenditures (in
order to compensate for the reduced consumer demand) resulted in a steadily increasing share of
public expenditures in GNP. Governments tried, more or less successfully, to control wages. In
spite of these attempts inflation increased dramatically in most countries.

A second major increase in oil prices, in 1979, accelerated these developments and led to
the 1980/1982 recession. Recent years have shown a slight recovery in growth figures and world
trade. Inflation has been reduced significantly in most countries, and although unemployment is
still extremely high, it is no longer increasing in most countries.

Comparison with the "Great Depression’

The recent recession has sometimes been compared to the "Great Depression' in the 1930s.
However, that latter recession was different in many respects. Real national income decreased
much more, unemployment was higher, and social security systems hardly existed. The material
level of living was far lower. As a result the recent recession did not involve the mass poverty of
the Great Depression.

The Great Depression was different in other respects as well: rather than the high inflation
we saw in the last recession, an actual deflation took place in the thirties. Keynes declared the
(too) low level of consumption and investment to be one of the causes of the first crisis, and
suggested increased government expenditures, even at the risk of a budget deficit. In spite of this
advice government intervention was minimal in most countries. Though the Keynesian diagnosis
was generally accepted, governments were unwilling to increase their expenditures. In the recent
recession, however, the Keynesian solution was readily adopted in many countries, without,
however, acknowledging its structural causes. Finally, the larger international cooperation in
recent years has to some extent prevented the downward spiral of increasing protectionism.
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REASONS FOR EXPECTING HARMFUL EFFECTS

Economic recessions are generally believed to bring about social and psychological malaise. Not
only does the general public think so, but many scientists as well. There is a vast literature on the
scars left by the Great Depression (i.a. Jahoda 1933; Milkman 1976; Elder 1985). Claims about
the effects of minor recessions in our days are equally alarming. Brenner (1976) for instance
claims that a 1% increase in the US unemployment rates will cause an extra 36.887 deaths over
the course of the following six years: according to this theory the last recession is expected to
have caused harm as well (see Brenner's contributions in this book: chapters 10 and 12).

Obviously that recession did make itself felt financially for a great many people. But why
expect more harm than that? The worst afflicted still lived at a level that was considered
luxurious in the 1930s. So, why would this step back embitter life and increase vulnerability to
illness and mental disturbance? Going through the literature we come across various points of
view, framed in several different theories.

Claimed negative effects

It is commonly contended that the last recession involved more than just a temporary “step-back'.
It is said to have reduced a great many to "poverty', bringing people below the standard of living
they consider as reasonable, and in some cases even by causing "deprivations' in health care and
housing. Thereby, the crisis is said to have sharpened "social inequality' and undermined “trust in
society'. Unemployment in particular is seen to have done so. Let us consider these claims in
more detail.

Loss of income

As noted above, the recession reduced the income of both individuals and governments, which
required cuts in consumer expenditures. This lowering of the material standard of living is
believed to have involved genuine "deprivation' rather than merely doing away with the frills.

Cutting down expenses by individuals has been said to involve large scale economizing
on food and health care. There are accounts of changes to cheaper but less healthy diets and of a
growing reluctance to consult a doctor. Such risky economizing would not only be dictated by
sheer poverty, but would depend on custom and budget flexibility as well. In some instances cuts
on seemingly luxury matters are said to have caused deprivation as well. Elderly people who
gave up the telephone are seen to have become isolated: youngsters whose parents could not
afford their sportsclub are seen to have missed out on a chance to develop a healthy lifestyle,
social networks, etc.

Likewise, cuts in government expenditure are seen as not only having affected
superfluous items. The curtailments on health care that took place in many countries are said to
have caused a loss of lives. Skimping in social security, municipal cleaning and police
surveillance are said to have created an atmosphere of social decay in which people are unable to
flourish. It is currently remarked that a simple step back is almost impossible: during the rich
years, the expansion of the welfare state is considered to have drained those institutions which are
now needed to fill in the gaps. As a result individuals as well as governments are seen to have
applied the axe to "vital' expenditures.

Apart from these ‘absolute' deprivations, the recession is seen to involve ‘relative'
deprivation as well. It brought many below the standard of living that is currently seen as “decent’
(mostly referred to as the “poverty line'; usually in the lowest 30%). This development is seen to
have created dissatisfaction.
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Unemployment

The recession involved a sharp rise in unemployment: a lot of adults lost their job and many
school-leavers did not get one. Apart from the financial deprivations discussed above this
development is said to involve high "psychological costs'.

First of all, workers who lost their job are seen to have problems in adjusting to the
situation which sometimes involves facing the possibility of never being employed again. This
painful process and its background are vividly described in the early psychological literature (i.a.
Eisenberg & Lazersfeld 1938) and in recent accounts of plant closures (Kasl et al. 1975). One of
the problems is finding a new identity (Kelvin 1981). Adjustment is often complicated by guilt.

Young people who fail to find a new job do not go through such loss. Yet they are also
seen to meet with problems of identity and self-respect: prolonged but vain attempts to find a job
drains their belief in themselves and in society; the lack of control and the search for alternative
ways of passing the time would encourage them to develop deviant lifestyles which marginalize
them even more in the long run.

Hard competition

The recession is said to have affected those who remained employed as well. The usual stress of
work in a capitalist economy - so vividly described by Bravermann (1974) - is seen to have
increased in many instances. The battle for survival would require higher work pressure and
much reorganization. Unions being in a weak position, employees are seen to be faced with more
insecurity and had to accept less favorable work conditions. Cuts in government expenditures and
cancellation of tenure positions are said to have brought similar stress to civil servants. Brenner
(1976) holds this effect responsible for the increased heart disease mortality which he observes in
the years following recessions.

Threatening information

The media brought the recession home to everybody; even to those not (yet) afflicted financially.
Plant closures were extensively reported, comparisons with the Great Depression often made.
This is also said to have involved harmful effects. There are claims that the mere fear of job loss
tends to be stressful (Kasl et al. 1974, Dooley & Catalano 1980). It is currently suggested that the
recession created anxiety about one's personal future and that it shattered beliefs in social
progress. These effects are thought to be particularly painful because the most recent recession
coincided with a rising pessimism in western nations.

Presumed links to illness, disturbance and dissatisfaction

Some of the above effects are presumed to harm health and happiness more or less directly. The
loss of income, for instance, is expected to lower satisfaction right away. Yet most of the harmful
effects are presumed to be brought about by intermediary processes:

Declined care

Cuts in preventative and curative health care by individuals and governments are said to have
lowered the quality of that care and access to it. As a result the level of physical and mental health
would have declined. This reasoning starts from the assumption that the high level of health in
the rich countries was largely accomplished by improvements in professional health care and
concludes that deterioration of that care would therefore lead to a decrease in health.
Deterioration of health is expected to lower satisfaction with various aspects of life and with life
as a whole, in particular if not considered inevitable.
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Unhealthy lifestyle

As noted above, loss of income is said to give rise to cuts in food and health care. On the other
hand, the stress of the recession is seen to increase the consumption of stimulants: alcohol and
tobacco in particular (Brenner 1975). Together this would build up a real threat to health,
materializing in lower subjective health, more visits to the doctors and declining longevity.

Frustrated needs

In line with the thinking of Maslow (1965) it is assumed that humans not only have organic needs
such as ‘food' and “rest', but various "psychological needs' as well, such as “security', “esteem' and
‘meaning'. Frustration of these psychological needs is believed to be just as harmful as the
insufficient gratification of organic needs. Before real harm occurs, a kind of biological alarm
starts ringing; the individual experiences negative affect. If frustration continues, damage will be
done in the long run: both mental and physical. The longer the frustration lasts, the more serious
the harm done.

Several of the above mentioned negative effects of the recession are said to have involved
frustration of psychological needs: the need for “esteem' is said to be frustrated by unemployment,
the need for “security' thwarted by threatening media coverage, etc. These blockades to need-
gratification are seen to add to already existing ones, and thus bring many people below a
tolerable level. Increases in dissatisfaction and ill health would be the result.

Chronic stress

Another prominent idea is that the human organism is equipped with some kind of “emergency
gear'. If faced with danger or extraordinary challenge, energy reserves are mobilized: this
involves, for example, a faster heart beat and the production of biochemical peps. Though quite
suited for temporary survival spurts, this condition has the disadvantage that it wears down the
organism when used chronically. Anxiety stress in particular is believed to inhibit the immune
system. Again, the alarm of negative affect is seen to warn the individual. If neglected, a
breakdown follows in the long run; physical and/or mental. The break takes place at some weak
point in the psycho-organic chain (Seyle 1976).

In this context, several of the above mentioned negative effects of the recession are said
to induce such ‘chronic states of alarm'. The higher work-pressure for the employed, the
continuous problem of making ends meet for the unemployed, and the general sense of insecurity
for all, are claimed to bring people into chronic vigilance, thus exhausting them in the long run.
These troubles are again seen to add to the burdens of life that already exist. It is commonly
assumed that life in modern society involves much stress anyway. Many people being on edge
already, the damage of the extra stress caused by the recession would be disproportionally high.

Impaired coping

A related view is that stressful life-experiences impair the capacity to deal with the problems of
life, thus increasing the vulnerability to other problems. Apart from the general exhaustion
discussed above, more specific impairments have been described. One is that continuous
adversity, from which one cannot escape, tends to demoralize people. It emphasizes their
helplessness and thus makes them slide into apathetic depression, which makes things even
worse. This is called learned helplessness (Seligman 1975). Another commonly described
impairment is disorganization of the self-concept. As people deal with the world on the basis of a
conception of who they are and what they want, they deal less effectively if this conception is
blurred or gets linked with repulsive connotations. This is commonly referred to as identity-crisis
[term coined by Ericson (1969) who used it more specifically for a general developmental
process]. Further patterns of impairment due to overburdening are chronic anxiety, uncontrolled
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aggression and defensive withdrawal from reality. In fact, most maladaptive behaviours are
believed to result from excessive life demands in some way.

The recession is said to have done harm in this way as well. The uncontrollability of the
economy and the lack of prospects for the poor is said to have caused ‘learned helplessness'.
Unemployment is said to have led to ‘identity problems', the climate of uncertainty to have
created ‘chronic anxiety', etc. Again, these noxious effects are seen to occur in an already
insecure society, thus reducing mental health quite drastically.

Undermined social support

It is generally contended that people can take more blows if supported by intimates. This support
consists first and foremost in the comforting idea of being surrounded by affection and further
involves ‘advice', "behavioral correction' and ‘material help' (i.a. Cobb 1979). There is much
evidence that social support does indeed buffer the effect of stressful life events (such as divorce
and illness) on health and satisfaction.

In this context the crisis is said to have weakened supportive networks. Unemployment is
said to have done so by depriving the afflicted of contacts with colleagues and by making them
withdraw socially because of shame and lack of money. Among people still in the working force,
competitive pressures drain intimate networks by claiming all energy and requiring disruptive
moves. Once more these effects are mostly believed to exacerbate an already alarming tendency
in modern society.

All these reasons for expecting harmful effects are summarized in scheme 4. Together they make
a good case.
Presumed effects of macro-economic decline on individual well-being

REASONS FOR DOUBTING HARMFUL EFFECTS

There are several reasons for reservation. Firstly, the income losses involved in the recession do
not necessarily involve a lowering of the material standard of living. Secondly, the recession may
have involved several positive effects. Thirdly, our view on the effects of recessions may be
biased negatively.

Individual economic welfare has not necessarily declined

Traditional neo-classical micro-economics assumes that consumers (for the time being supposed
to be individuals, not households) derive "utility' or “individual welfare' from the consumption of
market goods and services. The needs of individuals, which may vary according to their
individual preferences, are supposed to be insatiable; more goods will always bring about more
utility. The extra utility, derived from an extra unit of goods, is assumed to decrease when the
amount of goods already in possession increases. According to this view the only limitation the
consumers face in their attempt to meet their unlimited needs is the restriction of their budget;
they cannot spend more than their income on consumer expenditures. The more (real) income
they have, the more goods and services come within their reach, and the higher their welfare is
supposed to be.

Within this traditional framework the link between an economic recession and individual
welfare is straightforward: for individuals experiencing economic growth, welfare is increasing;
for individuals faced with a reduction in income, welfare is decreasing. This neo-classical model,
however, has been challenged in several ways.

Compensations in extra time and do-it-yourself productivity
An important modification of the theory is given by Becker (1965), who stated that utility is not
derived from the possession of goods per se, but from the consumption of goods, which takes
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time, as well as goods. He pictured the consumer as a small entrepreneur, who ‘produces'
commodities, using time and money as inputs. Because consumers may choose between goods-
intensive production processes and time-intensive production processes, it is not the actual
income which is relevant for their welfare, but their potential of full income: the income level
they might obtain if they would devote all available time to earning money. Hence, decreasing
income does not necessarily imply a lower standard of living: one might voluntarily have
“bought' consumption time, rather than consumption goods. To some extent, this has indeed been
the case during the twentieth century: an increasing number of holidays and a decreasing length
of the working weeks show that at least some substitution of income for time has taken place.
One might conclude, then, that economic growth figures with respect to income alone are not
sufficient: one should correct them on the basis of a possible voluntary increase in leisure.
However, the increase in leisure has usually taken place in a period of high economic growth,
when it was possible to increase both income and leisure. Moreover, the model presupposes a
free choice in the number of hours worked, which is clearly not always applicable to a situation
of mass unemployment.

A modified version of Becker's model is presented by Gronau (1973, 1977), who concentrated
on the ‘production processes' taking place at home. Rather than calling all available time
‘productive’, in the sense that commodities are produced, Gronau reserved the term “productive'
for housework and do-it-yourself activities: time input that results in commodities which might

have been produced by somebody else. Gronau, and several others in this track’, tried to estimate
the value of home production, and added it to monetary income in order to obtain an estimate of
the total command over resources. An important implication of this recognition in the present
context was stated by Kuznets (1941:10): "A severe depression with its attendant unemployment
may force many individuals to return to household tasks that in prosperity are performed by hired
labor or by manufacturing enterprises; and an opposite shift may take place during prosperity'.
The income decrease, resulting from unemployment, thus results in a shift of resources to the
household economy. The net welfare loss is therefore less than more income figures might

sugges‘[.ii

Adaptation of wants
A second modification of the neo-classical model is the mitigation of the assumption that utility
depends on the individual's present consumption of goods and services only. This assumption has
been changed in two respects.

The first change is, that utility of present consumption is now supposed to be a function of
consumption in the past. This phenomenon is called habit formation (see e.g. Peston 1967,
Gorman 1967 and Pollak 1970). In this theory, previous consumption experiences are assumed to

affect tastes."" This shift in tastes as a result of an adaptation to a higher level of expenditure has
been coined “preference effect' by Van Praag (1971).

An alternative interpretation of the empirical evidence that consumption of goods does not
change drastically over time, is that the utility derived from the consumption of goods depends on
the consumption patterns of other relevant people in society. This interdependence of buying
behavior of different consumers is sometimes called the social reference effect.

The consequence of both preference and reference effects on the welfare of individuals may
be very large: if tastes shift, as a result of an increase in income, the actual welfare increase
perceived is confronted with disappointment with respect to one's expectations. A similar effect
may be the result of the reference effect: if everyone in one's peer group - excepting oneself - has
received an increase in salary, then one's own utility will decrease. This effect is the economic
interpretation of the sociological concept of ‘relative deprivation'. If the preference effect and
reference effect are large, one may even discover that general wage increases do not increase
perceived utility at all (see e.g. Van Praag, Kapteyn and Hagenaars 1986).

The implication of this modification is that decline in macro-economic growth is not
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necessarily followed by dissatisfaction at the individual level. Adaptation processes may reduce
the effect of the income loss, in particular if everybody experiences the same income loss.
However, habit formation and reference effect do not necessarily react symmetrically to positive
and negative changes in income. The extent to which reference and preference effects influence
the perceived welfare in an economy is an area that calls for empirical testing.

Adjustment of household size

A third adaptation of the neo-classical model is the implicit assumption that the consumer is an
individual. Most people belong for the greater part of their lives to a multi-person household, in
which both revenues and expenditures are shared. Economies of scale ensure that a couple does
not need twice as much income for a certain welfare level as a single person.

This implies that the effect of macro-economic growth or recession on individual welfare has
to be corrected for the size and composition of the households in society to arrive at some
measure of “equivalent GNP per person'. As the composition and size of households may change
as a result of economic conditions - for instance if young people postpone marriage or childbirth
because of unemployment or low income levels - these endogenous changes also have to be taken
into account. The reverse holds as well: more or less independent trends, like the increase of
divorce, have an impact on the number of households in society, and require a larger amount of
GNP for the same level of welfare, due to the decrease in economies of scale. These demographic
trends also distort the impression that income figures give of the welfare level.

Buffering by the State

Finally, it should be noted that the neo-classical model assumes a society without a government
sector: no taxes, social benefits or public expenditures. In the real world, the public sector has a
large share in GNP. Taxes and benefits are not equally distributed over households. Hence, at the
micro level of households, the effect of taxes and social security premiums should be taken into
account, as well as the extent to which households benefit from the public goods provided by the
government (e.g. Buhman 1987). The budget cuts that most governments have faced in the recent
recession, may also have differing effects on households in different situations. A reduction in
hospital beds, for instance, implies a greater need for household care; this may be hard to obtain
for single persons or households where both spouses are participating in the labor market.

Possible positive effects of the recession

Attention is heavily focused on the harmful effects of economic decline. Yet there are goods
reasons to expect positive effects as well. Possible positive effects which may counterbalance - or
even override - the negative ones. Going through scheme 4 from a different point of view, we can
note the following counterclaims:

Firstly, the recession may have forced people towards more healthy, rather than less healthy
lifestyles. Cuts in consumption expenditures may have reduced drinking, smoking and
overeating. Reduced employment may have given time for healthy leisure activities.

Likewise, the recession may have facilitated need gratification in some ways. Mass-
unemployment may have freed many people from a situation in which their needs for “belonging',
‘esteem’' and ‘'meaning' were, in fact, frustrated. Work is clearly not a blessing for everybody, in
particular not for workers in low-skilled, closely supervised and repetitive jobs. Questioning the
belief in social security from the cradle to the grave may have worked out positively as well in
some cases. It may also have provided some people with a challenge they missed in the secure
old days.

Stress-reducing effects may have been involved as well. Lay-offs will have prevented a
breakdown in many cases: in particular because personnel reductions were largely accomplished
by selective dismissal. Overburdened employees were often discharged as medically unfit or
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were offered the chance of earlier retirement. Forced dismissals were more frequent among less
enthusiastic workers. The recession can also have facilitated the adjustment of aspirations which
were in fact too demanding. It is easier to settle for less because of bad times, than to admit to
have bitten off more than one can chew. Further, it is not unlikely that the reorganizations
induced by the recession have cleared away stressful organizational deadlocks.

Likewise, one can imagine cases in which the recession strengthened psychological
effectiveness rather than lowered it. Remaining in business when the papers are full of closures is
likely to bolster self-esteem, in particular because people tend to attribute positive events to their
own competence: remember that the vast majority of the work force survived on the recession.
New challenges and reorganizations are moreover likely to have provided developmental
impulses. Similarly, the recession may have contributed to “social support'. Loss of income is
likely to have slowed down individualization of households and to have made reciprocal help
more valuable. Unemployment freed time for social contacts. Bad times made people cling
together.

Furthermore, we should not forget the vast literature on the negative effects of economic
growth. All classic sociologists have bemoaned the alienation and social disruption involved in
the 19th century “industrial revolution'. Recently the "zero-growth movement' in economics has
depicted the defaults of the 20th century "consumer society' in great detail. That latter criticism is
particularly relevant in this context, because in fact the recession provided the medicine
advocated. It stopped growth for a while, thereby protecting us from the denounced over
consumption. See Zolatas (1981) for a review of the presumed harms of affluence and a related
charge of Diekstra (1984) against the "hypomanic' economic activity of our days.

Actually there is some evidence that upward changes in the economy hurt more than
downward ones. Durkheim (1897) already found a greater rise in suicide in periods of fast
economic growth than during recession. Likewise, Brenner (1979) found that mortality rose more
after rapid economic recovery following recession, rather than after the recession itself. This rise
would occur mainly among persons in the work force, whose reminiscences of the recession
made them work too hard.

Colored outlook

Lastly, we should not forget that our view of the recession can be biased. The outlook may be
colored by materialistic values, by salient reminiscences and by incorrect theories.

Possible value bias

We live in a growth-oriented culture. Our recent history witnessed an unprecedented economic
development, which helped us to relieve several pressing social problems. The leading nations of
our time owe their position largely to their economic power. Hence growth and its associated
virtues are high in our hierarchy of values: religions that focus on acquiescence to the
imperfections of life are on the retreat. As a result, we tend to associate "economic growth' with
“social progress' and ‘stagnation' with “decay'.

Reminiscences of the Great Depression
Next to this general cultural bias, our reminiscences of earlier recessions may be cheating us.
These reminiscences are heavily dominated by the Great Depression of the 1930s. That Great
Depression colors our perceptions of the last one because it has left such vivid memories. We all
knew the pictures of queues for the labor offices, rows of mothball ships in the harbor and sad-
looking, cap-wearing workers on the streets. They represent a common theme in films and
writing and are linked to our notions of the outbreak of World War II. We have less vivid
memories of the Korea recession in the 1950s and of the oil crisis a decade ago.

Yet comparison to the Great Depression is inappropriate in many respects (remember the
differences enumerated in par. 1) and our recollection of it oversimplified. We nevertheless tend
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to see the last recession in the same light, both because of a general tendency to focus on the
salient and because several groups with access to publicity have an interest in stressing the
harmful effects of the last recession: right wing governments wish to legitimate a “back to growth'
policy, left wing opposition parties wish to present themselves as a shield to the poor and the
helping professions by fighting cuts in state sponsored care. As always, the media have a built-in
tendency to overstress the exceptional and dangerous.

Inferences from a different situation
Most of the arguments which are used to stress the harmful effect of the last recession draw on
research about earlier economic dips and unemployment. Yet things can work out differently in
different situations. As noted above, the social situation of the 1930s differed in many respects
from the situation in the early 1980s.

For similar reasons, findings on unemployment in the 1960s and the 1970s cannot just be
projected into the 1980s. It is possible that unemployment in bad times is less painful than in
good times, because more people share the same fate and there is less ground for remorse. The
people who lose their jobs in good times probably represent a different selection as well.

Lastly, we should not forget that the cultural revolution of the late 1960s was not just a
temporary phenomenon: the so-called "post-material' values did indeed win ground and support
for the "Protestant Work Ethics' declined.

Dubious validity of earlier findings
Still another reason for caution is that several observations on the effects of earlier economic dips
are not beyond doubt. To mention a few examples:

The classic study of the *Arbeitslosen von Marienthal' (Jahoda et al. 1933) labors under
many of the limitations characteristic of participant observation and seems to have concerned a
rather exceptional case (Fraser 1980).

The bulk of studies on unemployment that followed was largely correlational and could not
prove that the lower well-being observed among the jobless was a ‘consequence' of
unemployment rather than an “antecedent' (see i.a. Warr 1982). This tradition also leaves us with
a queer inconsistency: how can unemployment hurt so much while retirement generally pans out
beneficially?

As a last example: Brenner's well-known findings about the relation between unemployment
rates and mortality have recently been attacked on methodological grounds (Wagstaff 1985).

Dubious assumptions

Several of the claims mentioned in paragraph 2 draw on implicit but doubtful assumptions.
Firstly, it is not at all sure that the cuts in health care have reduced quality and access that much.
Neither has it been established that a real decline of care affects health considerably: at least not
in the richer countries where the marginal utility of health care seems low. Another dubious
assumption is that the level of stress is already so high in modern society that the addition of extra
recession-related stress is too much for a great many. Nor has it been established that the
recession undermined social support.

RELEVANCE OF KNOWING

Why try to find out whether the recession did indeed hurt or not? What is the use of knowing
what damage was involved, in which countries and to what kind of people?

Social relevance
The question links up with at least two issues in the ongoing discussion about the legitimacy of
our social order. Firstly, it is of relevance in evaluating the capitalist economic system. An often
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mentioned drawback of that system is that it involves periodical ups and downs. If the downs
appear to be less harmful than generally assumed, that argument loses its strength. Secondly, the
matter is of relevance in the current discussion about the retreat of the welfare-state. One of the
things expected from the welfare-state is that it smoothes the hard edges of the capitalist
economy, for example by buffering the effect of economic swings and by preventing
“Verelendung' of the lowest social class. If the welfare states turn out to have performed as
expected, then that is a credit worth acknowledging.

The question is also relevant to some dilemma's in economic policy. Should anticyclic
policies be pursued, even at the cost of slowing down the rate of development? If economic dips
appear to harm citizens considerably, governments will be more inclined to pursue such policies.
Likewise, the priority awarded to full employment depends to some extent on the harm actually
involved in unemployment. Verified facts are badly needed in these discussions, the view on
reality being clouded by a Babel of speculative and ideologically loaded claims.

For the purpose of social policy it is relevant to know which social categories were hurt most.
That information is needed for setting priorities in redistribution of income and the allocation of
welfare services. Currently the attention is heavily focused on “poverty'. Yet the poorest are not
necessarily the ones who suffer most. In the absence of sound data on this matter the scene is
dominated by conflicting claims of various interest groups.

Scientific relevance

Knowing whether this crisis has hurt or not can contribute to our understanding of both societal
development and of individual coping. For one thing, it helps to delineate the validity of the
common hypothesis that economic decline raises "frustration' and thereby sets the scene for social
change such as religious revival and political protest. It also sheds a light on the mostly implicit
theory that latent social conflict in present societies can be appeased only by continuous
economic growth.

At the individual level, this case can provide some new views on the processes involved in
well-being. If, for instance, people remain equally happy throughout the recession, then this is an
indication that judgments of life tend to be socially relative, which would fit in with the
‘comparison' theory of happiness. If, on the other hand, happiness is shown to be sensitive to the
economic tide, then this would support the ‘need' theory of happiness. If the recession only
affects the happiness of young people, but not that of the middle-aged and the elderly, a case can
be made for the “trait'-theory of happiness, which claims that judgments of life tend to freeze into
attitudes which are - once formed - no longer sensitive to variations in the quality of living
conditions. If, on the other hand, the recession can be shown to have had no effects at all, this
would favor theories stressing inner processes over and above explanations that hold the outside
world responsible.

POSSIBILITY OF KNOWING

Assessing the impact of economic variations on individual well-being is more difficult than it
may seem at first sight. To mention a few problems: 1) Indicators may be biased systematically,
for instance, doctors may be more inclined to report suicide in bad times; 2) Other developments
may cloud the effects, for instance, unrelated changes in the opinion climate; 3) Certain problems
may be ‘uncovered' by the recession rather than “provoked', for instance, more admissions to
mental hospitals because families are less able to afford home care; 4) Effects may manifest
themselves at different intervals; some right away, and others only after some years. In the case at
hand here, further complications are that the recession was short-lived and not very serious. We
are still too close to it to observe its long-term effects.

Can we still expect to find out whether it really hurt? There are reasons for modest optimism.
Firstly, we are now better aware than ever of the methodological problems involved. This enables
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us at least to check some of the possible distortions. Secondly, data are richer than ever. We now
have time-series on several aspects of well-being in many countries. As many of the above
problems are particular to specific measures and specific countries, a combined view is less
vulnerable for distortion. Lastly, analytic methods have improved considerably and several of the
available data-sets allow their application.

Still, it is unlikely that we are able to map all the “scratches' the recession left. At best we can
expect to establish, more or less, whether it left serious "wounds': For the present purpose that is
sufficient.

GOAL OF THIS BOOK

The goal of this book is to consider the effects of the 1980/1982 economic recession on a broad
range of indicators of well-being in different countries. The approach is comparative in three
ways: comparative across time, comparative across nations, and comparative between aspects of
well-being. Contributors are investigators who have access to relevant data sets, i.e. time series
on well-being covering the period before and after the economic crisis. Each will inspect his/her
data with the following questions in mind:

1. Did the individual well-being deteriorate during, or shortly after, the economic crisis?

2. Did the crisis harm specific social categories, such as the less well-educated, school-leavers
or the unemployed? Did the crisis increase inequalities in well-being? For instance, did the
lower income categories become relatively more unhappy, possibly in spite of an otherwise
stable level of unhappiness in the country?

3. Did effects differ between countries? Was well-being, for instance, more stable in the rich
countries than in the third world? Did the welfare-states “buffer' the crisis better?

4. 1If the average citizen did not appear to be notably hurt, did effects differ between aspects of
well-being? Does satisfaction, for instance, appear more sensitive to the economic tide
than mental health? Are effects stronger at the extremes than at modal levels, and there-
fore more visible in suicide- and death-rates than in average scores of mental and physical
health?
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Notes

See e.g. Goldschmidt, Clermont 1982; Hawrylyshyn 1976 and Homan 1988 for surveys of methods and results.

" The opposite holds in times of prosperity: not all income increase results in a welfare increase: part of it

is needed to compensate for the loss in household production. The same phenomenon has been described in

so-called "buffer theories', implying that the household sector is the first to adapt to a shock of diminishing income
of the possibilities of an expanding economy (see e.g. Milkman 1976).

i Stigler and Becker (1977) conclude, using the “home production model' discussed above, that the technology used
in producing commodities may change, as a result of previous experiences, rather than tastes.
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Scheme 1

Economic growth and decline in major seven OECD countries 1960-1985.
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Real private final consumption expenditures in OECD countries 1967-1986.
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Scheme 3

Standardized unemployment! rates in sixteen OECD countries 1971-1986.

Per cent of total labour force.
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Scheme 4
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