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1. INTRODUCTION:
Effects of economic recession on life satisfaction
Economic crises are often characterized as periods of rising unemployment and inflation as well
as decreasing material well-being. Not surprisingly, the most recent economic crisis in Europe
has accompanied considerable losses in life satisfaction, particularly in several Mediterranean
countries (Veenhoven, 2013) in which regional unemployment rates rose as high as 35%.
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The negative relationship between unemployment and subjective well-being is well documented
in the economic literature and is explained by income loss and by the psychic costs of
joblessness related to identity problems, psychological distress and low selfesteem (Veenhoven
and Hagenaars, 1989; Gallie and Russell, 1998). However, economic crises also tend to affect
the subjective well-being of those who manage to keep their jobs (Di Tella et al., 2003). As noted
by Frey (2007), this phenomenon can be explained not only by the effect of economic crises on
crime, public expenditures and income inequality but also by their effect on the financial distress
of households. This financial distress can originate from the need to support unemployed family
members, increased inflation, reduced average well-being and career prospects (Blanchflower
and Oswald, 1994), longer working hours without overtime compensation (Stewart and
Swaffield, 1997) and increased fear of becoming unemployed in the near future and losing
material well-being (Luechinger et al., 2010). There is a growing body of literature on the
relationship between job insecurity and subjective well-being in times of crisis (e.g., Clark et al.,
2010; Luechinger et al., 2010; Green, 2011), but there is relatively little empirical evidence on
how financial distress moderates the relationship between macroeconomic conditions and the life
satisfaction of employees (for an exception, see Gudmundsdottir, 2013). It can be expected that
the more an employee is attached to and reliant on his job to make ends meet, the higher the fear
of losing this job and the more that worsening macroeconomic conditions negatively affect the
employee’s life satisfaction. Employees who are highly dependent on their jobs typically include
blue-collar workers (Naswall and De Witte, 2003) and employees with lower education or in
low-skilled occupations (Fugate et al., 2004). These groups have the lowest-paying jobs and a
lower degree of employability or substantially lower chances to find alternative employment
(Sverke et al., 2004).
2.

ECONOMETRIC FRAMEWORK
To examine the relationships among financial distress, macroeconomic conditions and life
satisfaction, we specify a simple reduced-form life satisfaction model (see also Di Tella et al.,
2003; Frey et al., 2009): vector of time dummies included to capture global time-related external
shocks and j is a residual error.

3. DATA
Annual data on life satisfaction and personal characteristic variables for employees in the EU-28
(excluding Malta) and Iceland are taken from the Eurobarometer Survey Series. Overall, our
sample consists of approximately 50 000 observations between 2008 and 2012.
Subjective well-being is measured using a 4-point scale measure of life satisfaction on the
following question: ‘On the whole, are you very satisfied, fairly satisfied, not very satisfied, or
not at all satisfied with the life you lead?’. Possible answers are (1) not at all satisfied, (2) not
satisfied, (3) fairly satisfied and (4) very satisfied.
To capture an employee’s financial distress, we include variables related to the financial
situation of the household and the future financial expectations of the household. The financial
situation of the household corresponds to the following question: ‘How would you judge the
current financial situation of your household?’. Respondents choose between ‘very bad’, ‘rather
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bad’, ‘rather good’ and ‘very good’. Likewise, our measure of financial expectations is measured
by a self-report measure asking ‘What are your expectations for the next twelve months: will the
next twelve months be “better”, “worse”, or the “same”, when it comes to the financial situation
of your household?’.
Other personal characteristics included in the analysis are related to gender, age, marital
status, household composition, education and occupation type.3 With respect to macroeconomic
conditions, we include variables related to the unemployment rate, GDP per capita and inflation.
Data on the unemployment rate are measured at the regional level (NUTS- 2) and obtained from
Eurostat. Information on GDP per capita and inflation rates (consumer prices) are measured at
the national level and obtained from the World Bank Development Indictors.4 An overview
where LSju is a self-report measure of life satisfaction for individual j in region i in year t,
Financial Distressjit is a vector of self-report measures of financial distress, Macroit is a vector of
macroeconomic characteristics in region i in year t, Personaljit is a vector of other personal
characteristics of the employees, ei is a vector of region (NUTS-2)1 dummies2 to control for
time-invariant regional characteristics, Xt is a of all variables included in the analysis and
descriptive statistics are provided in Appendices 1 and 2, respectively.

4.

EMPIRICAL RESULTS
Given the categorical nature of our dependent variable LSjit, all models were estimated using
ordered probit regressions.5 Table 1 presents the results using the full sample of employees.
Financial distress is negatively associated with life satisfaction (column (1)). Compared to
employees who are in a good to very good financial situation, employees who are in a bad or
very bad financial situation are less satisfied. Likewise, employees who expect that the future
financial situation of their household will worsen are generally less happy than employees who
expect that the future financial situation of their household will improve or remain the same
(column (2)). Turning to the effects of macroeconomic conditions on life satisfaction (Table 1,
columns (3) and (4)), we find that the regional unemployment rate and inflation are negatively
associated with the life satisfaction of employees. By contrast, we find no significant correlation
between GDP per capita and individual life satisfaction.
Tables 2 and 3 examine the hypothesis that the relationship between macroeconomic
conditions and life satisfaction is contingent on the financial distress levels of employees. Here,
we partition the sample by (1) the financial situation of the household and (2) the financial
expectations of the household. Table 2 presents the results by the financial situation of the
household. Although we find evidence of a strong negative association between the regional
unemployment rate and life satisfaction for employees in a very bad financial situation, the
regional unemployment rate is not correlated with the life satisfaction of employees in a very
good financial situation. The regional unemployment rate is also negatively associated with the
life satisfaction of employees who are in a rather good or rather bad financial situation, but these
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groups seem to be less deterred by increasing unemployment rates. Similar results are found with
regard to inflation, whereas the effect of GDP per capita does not seem to vary by the financial
situation of the household. Table 3 shows the results for the different groups delimited by
expectations regarding the financial situation of the household. The results support the notion
that the responsiveness of life satisfaction to macroeconomic conditions differs between the three
groupings. Whereas regional unemployment and inflation are negatively correlated with the life
satisfaction of employees who expect that the financial situation of their household will worsen
in the near future, regional unemployment and inflation are not
associated with the life satisfaction of employees who expect that the financial situation of their
household will improve.6
The reported differences between the different groups are not only statistically significant but
also meaningful from a substantive point of view. Table 4 shows the percentage point change for
those who become unhappy (not at all satisfied or not satisfied) by changes in the regional
unemployment rate. In line with expectations, it appears that a 5-percentage- point increase in the
regional unemployment rate would increase the percentage of unhappy employees who are in a
bad financial situation by 6.4 percentage points. An equal increase in the regional unemployment
rate would increase the group of unhappy employees in a rather good financial situation by only
1.1 percentage points. Similar conclusions can be drawn when comparing employees by
expectations.
5.

DISCUSSION AND CONCLUSION
Employees who are in financial distress are negatively affected by rising unemployment and
inflation, but financially safe employees are not. Because employees in financial distress can be
disproportionately found in groups that are already generally less satisfied with life (i.e., lowereducated, low-skilled, blue-collar workers), economic crises can increase inequality in subjective
well-being. This finding should be further examined in future research.
Such an effect should be interpreted with caution. The indicators regarding the measurement
of financial distress (financial situation of the household and future expectations) are subjective.
It is possible that individuals change their reference point when their evaluation of financial
matters is performed during recession periods. Decreased life satisfaction during recessions
cannot be justified only by financial difficulties. Future research could address whether other
social and economic conditions, such as increased crime, reduced public expenditures or income
inequality (Frey, 2007), moderate the relationship between crisis and life satisfaction.
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NOTES
1

The Nomenclature of Territorial Units for Statistics (NUTS) classification is a geocode standard
to subdivide the economic territory of the European Union. NUTS-2 regions are basic regions for
application of regional policies and normally have a population of 800 000 to 3 million.

2

The dummy controls for 205 European regions for which coefficients were found to be
significant.
3

Type of occupation distinguishes between blue-collar versus white-collar labour and low-skilled
versus high-skilled occupations according to ’Eurostat’s Adult Education Survey.

4

Unfortunately, there were no recent GDP per capita and inflation data available at the regional
level.
5

A challenge here is that unhappiness and financial distress often go hand in hand and may, in
fact, aggravate each other. Moreover, there is a possibility of reverse causality, with increasing
unhappiness exacerbating financial distress. One solution to this problem would be to instrument
financial distress, but finding credible instruments is difficult. Instead, we recognize this problem
and caution that our results should be interpreted as conditional associations rather than
reflecting causal relationships.
6

The negative and significant correlation for GDP per capita in the regression for employees who
expect that the financial situation of their household will worsen may be explained by social
comparison effects and requires further examination.
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Table 1.
Life satisfaction of the employed, ordered probit regressions

Notes: Cluster-robust SEs are given in parentheses. **p < 0.01.
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Table 2.
Life satisfaction of the employed by financial situation, ordered probit regressions

Notes: Cluster-robust SEs are given in parentheses. **p < 0.01.
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Table 3.
Life satisfaction of the employed by financial expectations, ordered probit regressions

Notes: Cluster-robust SEs are given in parentheses.
**p < 0.01.
*p < 0.05.
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Table 4.
Percentage point change of employed that are unhappy (rather dissatisfied or very
dissatisfied) by financial situation and financial expectations
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