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Abstract: The gross domestic product has been the traditional indicator used to
measure economic growth, with almost every country having national policies that
are growth-centric in nature. Underlying this practice is the assumption that higher
income levels precede higher levels of utility, or well-being. However, the Easterlin
paradox discovered by Easterlin in the 1970s contradicts this economic assumption
and has subsequently ignited interest in the study of subjective well-being and its
determinants. Using the countries’ responses to the life satisfaction question in the
World Values Survey as the measure of subjective well-being over a period of time, this
study utilises panel data techniques to identify the key determinants of life satisfaction
for developing and developed countries. The study also determines the relative
importance of these key determinants for the two groups of countries. The findings of
this study show that the determinants of life satisfaction differ across developed and
developing countries, with religiosity being the only common determinant. The policy
implications of these findings are discussed.
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1. Introduction

The well-being of a nation has traditionally been associated with its socio-economic
progress, measured by its gross domestic product (GDP). Underlying this notion is
the utility theory which posits that high levels of utility are preceded by high levels of
income. This is further evidenced by the frequent association of GDP with social welfare
or the ‘standard of living’ (Van den Bergh, 2009).

In recent times, however, GDP is increasingly viewed as an inadequate measure of
well-being. Macroeconomic data such as GDP reveals very little about how people feel,
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and how it affects them psychologically (Perovic & Golem, 2010). As aptly put by Di Tella
and MacCulloch (2006), “Economists are trained to infer preferences from observed
choices; that is, economists typically watch what people do, rather than listening to
what people say” (p. 25). Subsequently, there has been a departure from this tradition
and a growth in interest among economists on the determinants of subjective well-
being, defined as people’s own affective and cognitive evaluation of their lives (Vittersg,
Biswas-Diener, & Diener, 2005). Some identified determinants in the literature include
unemployment (Clark & Oswald, 1994; Ohtake, 2012), health (Deaton, 2008), and social
capital (Helliwell, 2006). However, the literature has been inconclusive for some of the
determinants due to the following plausible reasons: first, many studies investigated the
determinants individually and separately, ignoring potential estimate biases that may
arise from omitting other relevant and important factors. Second, the empirical findings
may be dependent on the sample of countries used in the study (Bjgrnskov, 2003),
which are predominantly developed countries due to the availability of data.

Generalising the findings for developed countries “to populations and settings
other than those studied” (Lucas, 2003), such as developing countries, may not be
an accurate representation. In particular, Clark, Etilé, Postel-Vinay, Senik and Van der
Straeten (2005) noted that there is no justification to accept that the determinants
of well-being are indistinguishable across people. For example, Delhey (2010) found
that there was “convincing evidence for a systematic difference in the determinants of
happiness” (p. 81), where “happiness tends to be pretty materialist in poorer places,
and more post-materialist in richer ones” (p. 81). To this extent, relatively little is still
known about the determinants of happiness for developing countries (Concei¢do &
Bandura, 2008).

At this juncture, it is helpful to distinguish the terms ‘happiness’ and ‘life satis-
faction’. Although both are components of subjective well-being, happiness is an
affective element, while life satisfaction is a cognitive element (Conceigdo & Bandura,
2008). Nevertheless, economists have commonly used these terms interchangeably as
measures of subjective well-being (Easterlin, 2004). However, on the basis of this study’s
data set, this study ascribes to life satisfaction as the measure of subjective well-being.

There is generally a wide consensus on the main determinants of life satisfaction
at the individual level. In contrast, cross-country differences in life satisfaction have yet
to reach a consensus in identifying the national-level variables that are important for
well-being, except for national income (Bjgrnskov, Dreher, & Fischer, 2008). Specifically,
Bjgrnskov et al. (2008) noted the contrasting statistical significance of several aggregate
variable determinants across various research studies. Therefore, there is a gap in the
literature on national-level determinants of well-being.

Using countries’ responses to the life satisfaction question in the World Values
Survey (WVS) from Wave 3 to Wave 6 (1995-2014) as the measure of subjective
well-being across time, this study has a three-fold contribution to the literature. First,
this study draws upon previous works and adopts a holistic approach by collectively
considering the few key country-level determinants of life satisfaction identified in the
literature, thereby reducing the chances of omitted variable bias. This is in contrast
to most studies that have examined only a subset of factors at any one time. Second,
this study employs panel data methods, a robust econometric analysis that allows
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for improved inference of model parameters (Hsiao, Mountain, & Illman, 1995), and
that accounts for the impact of omitted variables that are largely unobservable. This
improves upon previous studies that ignore the individual heterogeneity amongst
countries that may result in biased estimates (e.g. Helliwell & Wang, 2013). Finally, in
comparison to most studies that are either country or region specific, this study seeks
to identify the specific factors that influence subjective well-being for a sample of
developing and developed countries. This study will therefore also add to the relatively
scant literature on the determinants of well-being for developing countries.

The study also determines the relative importance of the key factors influencing
subjective well-being for developing and developed countries. This has important policy
implications. The findings from this study can provide valuable insights to policy makers
into the key factors that should be prioritised by providing an enabling environment
based on what society values most to improve the level of subjective well-being,
especially for developing countries where resources are constrained (Deaton, 2008;
Easterlin, 2013).

The paper is organised as follows. Section 2 reviews the literature on some of
the key determinants of subjective well-being identified in the literature. Section
3 describes the sources and computation of the data and explains the panel data
methodology employed in the regression analysis. The estimation results and discussion
are presented in Section 4. Section 5 summarises the results and discusses the policy
implications. Section 6 concludes.

2. Literature Review

Numerous determinants of life satisfaction have been identified in the burgeoning
literature on subjective well-being. There are primarily two strands of literature
— determinants of life satisfaction at the individual level and determinants of life
satisfaction at the national level. This section will review some of the key determinants
of well-being from both strands of literature. In particular, this section will review the
following determinants that will be used in our empirical analysis: income, income
inequality, unemployment, health, religiosity, institutional factors and social capital.

At a specific time point for both within and between countries, a higher income
is correlated with a higher level of subjective well-being. However, over time, a higher
income would not raise the level of subjective well-being infinitely. This phenomenon
is referred to as the Easterlin paradox. The paradox was first discovered by Easterlin
(1974) for the United States, with the paradox also being subsequently observed
in other nations (Becchetti & Rossetti, 2009; Blanchflower & Oswald 2004; Frey &
Stutzer, 2002). In a more recent article, Easterlin, Angelescu McVey, Switek, Sawangfa
and Zweig (2010) expanded the scope of study to include more developed and
developing countries that spread across Asia, Africa, Latin America and East Europe,
and found further evidence reinforcing its initial findings — whilst there is a short
term positive correlation between income and subjective well-being, there is no
long term relationship between them, even for developing countries. This is due to
diminishing marginal utility, whereby additional increases in absolute income results in
proportionately smaller increases in subjective well-being.
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Cross-country evidence shows that this positive relationship tapers for countries
with higher levels of income, suggesting a nonlinear relationship between income and
subjective well-being (Helliwell, 2003; Inglehart, 2000). Once countries move beyond a
certain stage of economic development, societies will begin to demand a better quality
of life that pertains to more intangible aspects such as relationships and protecting
the environment (Clark, Frijters, & Shields, 2008). This explanation is in tandem with
Delhey’s (2010) conclusion that subjective well-being tends to be more post-materialist
in richer countries.

In comparison to the large body of research on income and subjective well-being,
there is relatively less research investigating the relation between income inequality
and subjective well-being. Existing research on this relation has also produced mixed
results, with the significance and direction of relation still being widely disputed. While
a few studies show that income inequality has no relationship with subjective well-
being (Helliwell, 2003; Senik, 2002), using the Gini coefficient as a measure of income
inequality, Alesina, Di Tella and MacCulloch (2004) discovered that income inequality
has a stronger effect on subjective well-being in Europe than in the USA. The authors
attributed this observation to the characterisation of European society as being socially
less mobile (i.e. less ability for individuals to move up the income brackets), causing
an aversion to inequality. Studies by Graham and Felton (2006), Oshio and Kobayashi
(2011) and Schwarze and Harpfer (2007) also reported a negative relationship between
income inequality and subjective well-being.

In contrast, some studies have shown a positive relationship between income
inequality and subjective well-being. For example, in Britain, Clark (2003b) found
that whilst well-being falls with the increase in the average income of the reference
group, there is a significant positive association between well-being and reference
group income inequality. In other words, as the income distribution of an individual’s
reference group widens, the well-being of the individual increases — individuals appear
to be “inequality-loving rather than inequality averse” (p. 11). In such situations, Clark
(2003b) argued that inequality contains an aspect of opportunity for individuals.

Studies have consistently shown the negative effect of individual unemployment on
subjective well-being to be huge (Clark & Oswald, 1994; Di Tella, MacCulloch, & Oswald,
2001; Helliwell, 2003). Frey and Stutzer (2002) explained this negative association by
noting that the low levels of subjective well-being experienced among the unemployed
is due to non-pecuniary costs such as psychic cost and social cost. Moreover,
unemployment also leads to feelings of reduced control and helplessness (Goldsmith,
Veum, & Darity, 1996).

From a macro perspective, studies have also found that general unemployment
may decrease overall levels of subjective well-being, even amongst the employed
(Alesina, Di Tella, & MacCulloch, 2004; Di Tella, MacCulloch, & Oswald, 2001; Frey &
Stutzer, 2002). This could be attributed to either the employed feeling bad about the
unfortunate plight of the unemployed, or it could stem from the worry of potential
hikes in taxes that may occur in order to fund unemployment contributions. During
periods of high unemployment, the employed may also worry about losing their jobs.

Despite the negative impact of unemployment on subjective well-being, this impact
is dampened if unemployment is socially accepted due to its widespread nature (Clark,

88 Malaysian Journal of Economic Studies Vol. 56 No. 1, 2019



Determinants of Well-being for Developing and Developed Countries and their Role in Policy-making

2003a; Frey & Stutzer, 2002; Layard, 2005). For example, as an extreme case, Graham
(2009) found that a higher unemployment rate was positively correlated with subjective
well-being in Russia and Latin American countries, lending support to the debate that
being unemployed against a backdrop of high unemployment rates reduces the social
ignominy of being unemployed.

Several individual-level studies that examined the relationship between health
and subjective well-being concentrate on the subjective well-being of people who
suffer from illnesses or are recovering from serious accidents (Easterlin, 2003; Oswald
& Powdthavee, 2008). As reviewed by Easterlin (2003), victims of serious illnesses or
accidents will first report a great reduction in life satisfaction. Although people may
adapt to circumstances and recover from the initial drop in life satisfaction, the recovery
is not substantial and hence, such incidents will still have a lasting negative effect on
life satisfaction (Oswald & Powdthavee, 2008). Similarly, Diener and Seligman (2004)
reviewed literature in the medical field and found that people with severe illnesses do
not always adapt to them.

Also considered in empirical studies is the relationship between self-reported
health and subjective well-being. Easterlin (2003) found that self-reported health
declines throughout one’s lifetime, and that people who report themselves as less
healthy are also less happy. Easterlin (2003) concluded that detrimental health
changes have a permanent and negative impact on subjective well-being, and that
adaptation is incomplete to deteriorating health. Helliwell (2003) also found that when
life expectancy is used as a measure of health, there was no significant relationship
between life-expectancy and subjective well-being at the national level.

There is relatively consistent evidence that frequent participation in religious
activities improves subjective well-being (Clark & Lelkes, 2005; Hayo, 2004). Using the
rating of the importance of God in one’s life, and frequency of church participation
as proxies for religiosity from the WVS, Helliwell (2003) reported a strong positive
linkage between these religiosity variables and life satisfaction, with the importance
of God on happiness being almost three times larger than that of frequency of church
attendance. This implies that the impact of support provided by religious beliefs on
subjective well-being is different from the effects of receiving social support from
attending church activities.

Religion has also been found to have a buffering impact on subjective well-
being against economic stressors such as unemployment, poor financial status and
widowhood for individuals (Clark & Lelkes, 2003). Lelkes (2006) revealed that the
association between income and subjective well-being for religious individuals is weaker
than that of their non-religious counterparts, leading Lelkes to suggest that religiosity
may insure uncertainties from economic changes. This suggestion was also supported
by Popova (2014).

There is also evidence that the level of subjective well-being is independent of
the religion to which one belongs to (Rehdanz & Maddison, 2005). However, within a
religion itself, there tends to be a huge variation in the levels of subjective well-being
amongst the followers and believers (Haller & Hadler, 2006; Cohen, 2002).

Institutional factors that have been investigated in the literature include democracy
and the quality of governance. In relation to democracy, Frey and Stutzer (2000)
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contended that direct democracy should increase the well-being of citizens because
politicians are held more accountable due to the active monitoring role of citizens.
Therefore, government decisions will be more aligned to the needs and interests of the
nation, thereby raising the level of well-being of people (Frey & Stutzer, 2000). Owen,
Videras and Willemsen (2008) attributed the positive association between democracy
and well-being to the opportunity to engage in the political process. In addressing
whether various ways of institutionalising democracy affects well-being, Altman, Flavin
and Radcliff (2017) employed individual and aggregate-level data for OECD countries
from 1981-2008 and found robust evidence that the influence of the different types of
democratic institutions for subjective well-being are substantial.

On the other hand, studies (e.g. Bjgrnskov et al., 2008) have found no direct
relationship between democracy and subjective well-being. In addressing the causality
question if democracy causes subjective well-being, Inglehart (2006) argued that if a
society’s level of subjective well-being is determined hugely by the level of democracy,
the explosion of democracy which happened in around 1990 should have been
accompanied by sharp increases in the level of subjective well-being. However, this
did not happen. On the contrary, the correlation between subjective well-being and
democracy became weaker.

Helliwell (2003) and Helliwell and Huang (2008) investigated the effect of quality
of governance and other societal variables on the level of subjective well-being.
Constructing an index to measure governance quality, Helliwell (2003) reported that
a higher quality of governance was statistically significant in increasing the average of
life satisfaction. This is because a higher quality of governance implies the provision of
a higher quality of government services for its people which can be depended on with
confidence, meeting the demands of the economy and expectations for the future.

Social capital has been prevalent in the field of social sciences since the work of
Coleman (1988, 1990). Coleman (1988) defined social capital by its function whereby,
“it is not a single entity but a variety of different entities consisting of two common
components: they all consist of some aspect of social structures, and they facilitate
certain actions of individuals within the structure” (p. S98). In particular, Coleman
proposed thrust and obligations as one of the three distinct forms of social capital, the
other two being information channels, and norms and effective sanctions.

The measure of trust towards other people has been used as a key proxy for social
capital in the well-being literature. Helliwell (2003, 2006) found that trust in most other
people results in higher levels of well-being. Similar findings are also reported by Li,
Pickles and Savage (2005) for the United Kingdom, where the authors concluded that
neighbourhood social trust increases life satisfaction. Besides trust of other people,
trust in the legal and public institutions is also positively correlated with increased well-
being (Hudson, 2006).

Using people’s attitude towards cheating on taxes as a measure of social capital
(defined under the category of norms and effective sanctions), Helliwell (2003) found
that at the individual level, individuals who believe that evading taxes is unjustifiable
are more satisfied with life than those who think otherwise. At the national level, a
broad acceptance of cheating on taxes reduces average life satisfaction.
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Much of the literature has examined only a subset of the factors that are important
for well-being. As such, this study takes a more holistic approach by examining the
key determinants that contribute to well-being of countries using a robust estimation
method.

3. Data and Methodology
3.1 Data and Variables

This study involved a sample size of 90 countries, with the countries categorised as
either developing or developed, following the classification scheme proposed by the
World Bank.! Based on this classification scheme, there are 55 and 35 developing and
developed countries, respectively. The classification of these 90 countries is attached
in Appendix A. Data for the variables considered in this study was extracted from the
following databases: World Values Survey (Inglehart et al., 2014), World Development
Indicators and Worldwide Governance Indicators (World Bank).

The dependent variable in this longitudinal study is subjective well-being measured
by the life satisfaction indicator from the four waves of the WVS?, ranging from year
1995 to year 2014. These four waves subsequently form the four time periods in the
longitudinal study. Life satisfaction is measured on a scale ranging from 1 to 10 in
response to the question: “All things considered, how satisfied are you with your life as
a whole these days?” A score of 1 refers to being “completely dissatisfied” while a score
of 10 refers to being “completely satisfied”. Therefore, the dependent variable for each
country in each wave of the survey was computed by averaging the life satisfaction
scores of the individual respondents in that country for that particular wave.

The explanatory variables identified in the literature and used in this study are
income, income inequality, unemployment, health, religiosity, governance quality and
social trust. The explanatory variables are measured as follows:

e INCOME: GDP per capita based on purchasing power parity; in constant 2011
international dollars.

e INCOME INEQUALITY: Measured on a Likert scale from 1 to 10 to reflect
individuals’ views on income inequality. A score of 1 refers to individuals
agreeing completely with the statement “Incomes should be made more
equal”. A score of 10 refers to individuals agreeing completely with the state-
ment “We need larger income differences as incentives for individual effort.”?

1 Developing countries are classified based on: low income (Gross National Income (GNI) per-capita of
$1,045 or less in 2013), lower-middle income (GNI per capita of more than $1,045 but less than $4,125)
and upper-middle income (GNI per capita of more than $4,125 but less than $12,746). Developed
countries belong to the high-income group (GNI per capita of $12,746 or more).

2 The four waves were in 1995-1998 (Wave 3), 1999-2004 (Wave 4), 2005-2009 (Wave 5) and 2010-2014
(Wave 6).

3 This subjective measure of income inequality has also been used in Beja (2014). While most studies
employ the Gini coefficient as a measure of inequality, we use the measure from the WVS as it is a good
reflection on an ‘endogenous Gini’ calculated from individual responses as opposed to the ‘exogenous
Gini’ that is extracted from national level data (Ngamaba, Panagioti, & Armitage, 2018).
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e  UNEMPLOYMENT: Share of the labour force that is without work but is avail-
able for and seeking employment.

e HEALTH: Proxied by life expectancy at birth* — the number of years a newborn
infant would live if current mortality patterns remained the same throughout
his/her life at the time of birth.

e  RELIGIOSITY: Measured on a Likert scale from 1 to 10 in response to the WVS
question “How important is God in your life?” A score of 1 refers to “Not at all
important” and a score of 10 refers to “Very important”.®

e GOVERNANCE QUALITY: Following Helliwell (2003), governance is a composite
index computed as the simple average of the six composite indices — (1)
control of corruption, (2) government effectiveness, (3) political stability and
absence of violence/terrorism, (4) rule of law, (5) regulatory quality, and
(6) voice and accountability. The composite index is measured in units of a
standard normal distribution, ranging from approximately -2.5 to 2.5. The
definitions for each of the six component indices can be found in Kaufmann,
Kraay and Zoido-Lobatén (1999).

e  SOCIAL TRUST: Measured by the proportion of survey respondents who picked
the answer ‘most people can be trusted’ to the WVS question “Generally
speaking, would you say that most people can be trusted or that you need to
be very careful in dealing with people?”®

Data for the income, unemployment and health variables were extracted from the
World Development Indicators’, while data for the six composite indices used in
constructing the governance variable was obtained from the Worldwide Governance
Indicators. Data for the religiosity, income inequality and social trust variables were
obtained from the WVS.

3.2 Methodology

To estimate the relationship between the explanatory variables and subjective well-
being, we model the average life satisfaction of countries as a linear function of the
independent variables considered in this study. Given that the data set used in this study
is a panel data, characterised by observations from a cross-section of countries over
multiple time periods, we estimate the following unobserved effects model given by:

LSy = Xipf + h; +uye (1)

i=1,2,.,N, t=1,2,.T, where LS, is the average life satisfaction for country i in time
period t and X, is the vector of independent variables described in Section 3.1 for

4 We follow Helliwell (2003) in using life expectancy at birth as the proxy for physical health.

> We follow Helliwell (2003) in using “How important is God in your life?” as the proxy for religiosity.

& This measure of social trust has been widely used in the literature (Bjgrnskov, 2006; Helliwell, 2003;
Helliwell & Wang, 2011).

7 Data for income, unemployment and health were based on the years in which each of the four waves of
the WVS was conducted for the respective countries. For example, since Wave 6 of the WVS for Malaysia
was conducted in 2012, the data for Malaysian income, unemployment and health was also for 2012.

92 Malaysian Journal of Economic Studies Vol. 56 No. 1, 2019



Determinants of Well-being for Developing and Developed Countries and their Role in Policy-making

country i in time period t. In this study, N = 90 for the combined sample of countries,
while N, = 55 and N, = 35 for the sub-samples of developing and developed countries
respectively. Also, T = 4, representing the four waves from Wave 3 to Wave 6 in
the WVS. The idiosyncratic error is denoted by u,. The variable h;, is referred to as
the unobserved effects — unobserved random variables that differ across the cross-
section units (i.e. countries) but are time invariant. The inclusion of these unobserved
effects in equation (1) extends the study of Helliwell and Wang (2013) by explicitly
controlling for the presence of omitted variables that are largely unobservable,
allowing consistent estimators to be obtained under certain assumptions. Ignoring
the presence of these unobserved variables in a panel data framework may result in
estimates that are biased and inconsistent. The presence of unobserved effects was
formally tested using the Breusch and Pagan (1980) Lagrangian multiplier test, and
the null hypothesis of no unobserved effects in the model was rejected at 5% level of
significance.

The choice of the estimator, which is either the fixed effects (FE) estimator or the
random effects (RE) estimator, depends on whether there exists a correlation between
the unobserved effects and the explanatory variables. The Hausman (1978) test was
used to test for such a correlation, and it can be concluded that there is insufficient
evidence at conventional levels of significance to reject the null hypothesis of no
correlation between the unobserved effects and the explanatory variables. Hence, the
RE estimator, a consistent and efficient estimator, is used to estimate the unobserved
effects model in equation (1).

It can be shown that the RE estimator is a feasible generalised least squares
estimator given by:

Bre = (X'Q7'X)7'X'07y (2)
where
of :I— of ) o oo 3’%
o= o oi+tai : (3)
| o oF - o2 + 02|

The matrix X in equation (2) represents the matrix of observations of explanatory
variables for the sample of countries across all time periods, while y represents the
vector of average life satisfaction responses of the sample of countries across all

time periods. o in equation (3) represents the estimated conditional variance of the

unobserved effects while o2 represents the estimated conditional variance of the idio-

A

syncratic error term. Taken together, the form of £ in (3) is referred to as the random

effects structure.
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4. Empirical Results

4.1 Descriptive Statistics

Table 1 presents the descriptive statistics for each of the variables corresponding to the
respective samples of developed and developing countries. From Table 1, the average
life satisfaction for the developed countries, across all four waves of the study period,
is higher than that of the developing countries. However, the difference in average life
satisfaction is only 0.85, considering that the average income for developed countries
is approximately four times higher than that of developing countries. It is also noted
that the range of life satisfaction scores for the developing countries is larger than that
of the developed countries. However, for both samples of countries, the maximum
average life satisfaction scores reported are approximately equal.

The average values of health (proxied by life expectancy at birth) and governance
quality for the developed countries are also higher than that of developing countries,
consistent with expectations. A negative average score for governance quality is noted
for developing countries, reflecting a poor level of governance for these countries.
The developed countries also perform better in terms of unemployment relative to
developing countries. With regards to perceived income inequality, there is not much to
differentiate between the developed and developing countries. It is also observed that
developing countries are more religious than developed countries, with a considerably

Table 1. Descriptive statistics of variables for the sample of developing and developed countries

Mean Value Minimum Value Maximum Value

Developing Developed Developing Developed Developing Developed

Life Satisfaction 6.24 7.09 3.73 4.45 8.51 8.49
(1.09) (0.76)

Income ($) 8,134.49 32,220.23 847.15 8,744.23 23,032.10 127,235.70

(5,337.64) (16,681.70)

Income 5.97 5.45 3.51 3.37 8.23 7.48

inequality (1.04) (0.95)

Unemployment (%) 9.81 7.81 0.60 0.40 34.50 23.10
(6.71) (4.01)

Health (life expec- 67.98 77.42 43.25 65.22 79.85 82.84

tancy in years) (7.41) (3.88)

Religiosity 8.51 6.39 3.47 3.65 10.00 9.78
(1.59) (1.70)

Governance -0.47 1.07 -1.93 -0.74 0.93 1.91

quality (0.48) (0.62)

Social trust 0.20 0.32 0.03 0.03 0.60 0.74
(0.12) (0.16)

Note: Standard deviation of variables are in brackets.
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higher average religiosity score of 8.51, reflecting a higher importance of God in their
lives. For social trust, a larger proportion of survey respondents in the developed
countries agree that most people can be trusted.

Overall, the descriptive statistics reflect what one would expect of developed
countries — better economic performance, better health care, stronger governmental
institutions and a greater level of trust, each of which may contribute to a subsequent
higher level of subjective well-being.

4.2 Regression Results

Table 2 reports the random effects estimation results for the unobserved effects model
in equation (1), with columns (1) and (2) reporting the unstandardised estimated
coefficients, and columns (3) and (4) reporting the standardised coefficients, for
the sample of developed and developing countries. An additional variable, income
squared, has been included in the regression model to capture any potential non-linear
effects of income on subjective well-being. The reported signs of the coefficients for
all the variables, except for income inequality and social trust, are the same for both
developed and developing countries.

The empirical results show that only unemployment and religiosity are found to
be significant determinants of average life satisfaction for developing countries. For
developed countries, income, income squared, religiosity and governance quality are
significant factors influencing the average life satisfaction. Health, income inequality
and social trust have no significant effect on the level of subjective well-being in either
developed or developing countries.

GDP per capita is statistically significant at the 5% level of significance in deter-
mining the average life satisfaction for developed countries, with an increase in income
over time raising the average life satisfaction. However, the negative coefficient and
statistical significance of the quadratic income variable implies that this increase in
subjective well-being with income over time is only up to a certain income threshold
level. Based on the estimated coefficients in column (1), this threshold level can be
inferred to be $73,563 for developed countries. This observation is consistent with Frey
and Stutzer (2002) who found diminishing marginal utility from increased income levels
for developed countries.

Income is not a significant variable in explaining the average life satisfaction in
developing countries. Whilst this result is counter-intuitive, Diener and Seligman (2004)
noted that it is possible for income variables to become statistically insignificant once
other variables are statistically controlled for. Therefore, based on the results in column
(2) for developing countries, once unemployment and religiosity have been statistically
controlled for, income plays an insignificant role in explaining average life satisfaction.

While income is statistically insignificant for developing countries, its practical
(or economic) significance must not be ignored. By comparing the magnitude of the
coefficients of income for the developed and developing countries, an increase in GDP
per capita across time results in a greater improvement in average life satisfaction for
developing countries than for developed countries.
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Table 2. Estimated unstandardised and standardised beta coefficients of equation (1) for the
sample of developed and developing countries

Variable Unstandardised Standardised
Developed Developing Developed Developing
(1) (2) (3) (4)
Income 0.0000512* 0.0000751 0.854* 0.401
(0.025) (0.347) (0.025) (0.347)
Income squared -3.48e-10% -8.33e-10 -0.677* -0.0924
(0.021) (0.789) (0.021) (0.789)
Income inequality -0.0219 0.0363 -0.0209 0.0379
(0.633) (0.731) (0.633) (0.731)
Unemployment -0.0113 -0.0415*** -0.0454 -0.279%**
(0.558) (0.000) (0.558) (0.000)
Health 0.0289 0.0431 0.112 0.320
(0.314) (0.107) (0.314) (0.107)
Religiosity 0.225%** 0.259%** 0.383*** 0.411%**
(0.000) (0.008) (0.000) (0.008)
Governance quality 0.465** 0.188 0.290%** 0.0912
(0.002) (0.415) (0.002) (0.415)
Social trust -0.385 0.445 -0.0615 0.0549
(0.357) (0.501) (0.357) (0.501)

Note: p-value in parentheses; significance level: ***0.1%, **1% and *5%.

Unemployment is a significant factor at the 0.1% level of significance in explaining
the differences in average life satisfaction across developing countries over time, but
not for developed countries. In particular, an increase in unemployment rate by 1
percentage point over time will reduce the average life satisfaction of a developing
country by 0.0415 points on the life satisfaction scale on average, ceteris paribus. As
postulated by Frey and Stutzer (2002), the reduced levels of subjective well-being from
unemployment could be due to psychic and social costs, and the general worry of being
laid off by employers during periods of high unemployment.

It is interesting to note that for developed countries, income is a significant factor in
explaining average life satisfaction, but not unemployment, while the reverse is true for
developing countries. A plausible explanation could be that if unemployment rates were
to increase in a developed country, the average level of subjective well-being will not
be impacted much as citizens are able to fall back on established social security systems
that will look after their welfare (Dethier, 2007). Moreover, shocks in the unemployment
rates of developed countries may only be temporal in nature (Roman & Brat, 2014). On
the other hand, high unemployment rates in developing countries may be prolonged,
and social security systems may also not exist in these countries. Therefore, employ-
ment could be a buffer against economic shocks and subsequently provide a sense of
security that boosts the level of well-being for people in developing countries.
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Religiosity is both practically and statistically significant in determining average life
satisfaction in both developed and developing countries, whereby the coefficients are
statistically significant at 0.1% and 1% level of significance respectively. For developed
countries, the national average life satisfaction would increase, on average, by 0.225
points on the 10-point scale when the perception of the importance of God increases
by 1 unit on the 10-point scale over time, ceteris paribus. The corresponding increase
in the national average life satisfaction for developing countries is marginally higher
at 0.259. Therefore, religiosity impacts the level of well-being in developing countries
more than developed countries. Nevertheless, this marginal difference between the
two sample groups of countries may be surprising given the increasing secularism
amongst developed countries due to the rise in the chase for material goods (Sachs,
2013). Therefore, one would have expected religiosity to not have an important role in
determining subjective well-being for developed countries.

Governance quality is not a significant variable in determining the well-being
of developing countries, but is very significant for that of developed countries. It is
expected that an increase in governance quality by 1 unit on its scale over time will raise
the developed countries’ average life satisfaction by 0.465 points on the 10-point scale,
ceteris paribus. This result confronts the findings of Helliwell and Huang (2008) who
found that governmental quality has a stronger impact on well-being for poorer nations.

The reported unstandardised beta coefficients in Columns 1 and 2 of Table
2 are not able to identify the relative importance of each statistically significant
determinant. Therefore, Table 2 also presents the corresponding standardised beta
coefficients to determine the relative importance of the determinants of well-being
for both developed and developing countries in order to inform policy formulation.
The standardised beta coefficients are interpreted as the change in the average life
satisfaction score from a one standard deviation increase in the explanatory variable
over time, ceteris paribus. Therefore, an explanatory variable with a larger beta
coefficient can be interpreted as having a larger effect, and hence importance, on
subjective well-being.

The magnitude of the coefficients in Table 2 show that the determinants of
life satisfaction for developed countries, in order of importance, are: (i) income, (ii)
religiosity and (iii) governance quality. For developing nations, the determinants of life
satisfaction, in order of importance, are: (i) religiosity and (ii) unemployment. These
findings will provide insights into the prioritisation of determinants for countries at
different stages of development.

5. Policy Implications

The empirical findings from Section 4 show that the determinants explaining the
average life satisfaction for developed and developing nations are different, with
religiosity being the only common determinant. For developed countries, the important
determinants of average life satisfaction are income, religiosity and governance
quality, while for developing nations, religiosity and unemployment are the two key
determinants. Health, income inequality and social trust do not impact average life
satisfaction amongst developed and developing countries.
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These empirical results have important implications for policy makers in the respec-
tive groups of countries. It is especially important for developing countries where they
have limited resources and hence encounter higher opportunity costs in implementing
all the policies. Therefore, careful understanding of the relationships between the key
factors of well-being and a country’s stage of development will enable the country to
prioritise resources according to the importance of the factors. In this context, Easterlin
(2013) and Deaton (2008) suggested that for governments to be effective, it is essential
that they provide an enabling environment that delivers better public services such as
health and education and also to ensure a stronger social safety net which can enhance
the well-being of society. This ensures that policy makers take into consideration the
factors of well-being that society value and introduce initiatives and specific policies
that addresses these concerns. These key factors are discussed below.

Religiosity still remains as an important factor in determining the levels of
subjective well-being for both developed and developing countries. However, policy
makers are confronted with difficulties in developing and implementing policies to
promote religiosity amongst its people, as religion has often been a source of conflict
that gives rise to animosity and war (Reychler, 1997). The promotion of religiosity can
also be easily misinterpreted as one that promotes a particular religion, causing other
religions to be discriminated against.

However, as pointed out by Sachs (2013), all major religions share basic ethical
principles. Therefore, the starting point for policy makers is not to promote religion,
but rather to promote these shared ethical principles — principles that support the
universal value of treating others as we want them to treat us. As such, at the national
levels, policy makers could consider a renewed push towards either introducing or
strengthening religious and moral education as part of the educational reforms.
Religiosity could be promoted by establishing initiatives such as creating awareness
by inviting spiritual leaders and teachers to give talks and discourses on religion in
institutions of learning and also in organisations. Further, establishing an inclusive
consultative committee with prominent non-political leaders and experts in various
fields may help resolve conflicts in any religion and find solutions to these problems.
This rational consultative public discussion may alleviate misunderstandings within and
between religions in a community.

On a worldwide level, movements could target for a revival of virtue ethics. For
example, Sachs (2013) cited Action for Happiness as one of the movements who asks its
members to live in a way that “produces as much happiness and as little misery as they
can” (p. 93). Another example of a worldwide organisation that can aid in promoting
religiosity is the Council for a Parliament of the World’s Religions.? It began in 1893 and
has since held the Parliament of the World’s Religions in various locations around the
world. Its mission is to “cultivate harmony among the world’s religious and spiritual
communities and foster their engagement with the world and its guiding institutions
in order to achieve a just, peaceful and sustainable world.” It seeks to promote
harmony between religions, and not unity, as the latter will risk the erosion of the

8 http://www.parliamentofreligions.org/
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unique characteristics of each individual religion or spiritual tradition. Interestingly, the
Council also recognises that “the well-being of the Earth and all life depends on (the)
collaboration (among the world’s religious and spiritual communities).”

Income has remained as the most significant determinant of subjective well-
being for the sample of developed countries involved in this empirical analysis. Whilst
promoting per capita GDP remains important, maintaining economic stability and
sustainability is of paramount importance. During the Global Economic Crisis (also
known as the Global Financial Crisis), market incomes fell considerably (OECD, 2013),
causing a negative impact on well-being (Hannon, 2013). This outcome can be explained
by the loss-aversion theory (Kahneman, Diener, & Schwarz, 1999), whereby the well-
being loss resulting from a fall in income is disproportionately higher than the well-
being gain from an equal rise in income. Hence, it is important for policies to aim at
stabilising economic growth to ensure stable incomes, and also at taking precautions in
buffering against economic recessions.

Moreover, in developed countries, government initiatives such as social security
programs may lead to better life satisfaction among people as these programs provide
financial access to people, especially among the lower strata of society and helps to
reduce stress and pressure to seek employment. For example, in Denmark, government
benefits of this nature is accepted and are not perceived as a social stigma. This also
bridges the income gap between the ‘have’ and ‘have not’s and may lead to a less
polarised society.

Given that governance quality also has significant influence on subjective well-
being for developed countries, considerable efforts should be directed towards
improving governance quality. As such, reforms aimed at further strengthening the
institutional and political environment can be devised, such that developed countries
continue to be governed with accountability, honesty, stability and integrity. For
example, a mechanism can be developed for grievance redress where people are able
to provide evaluative feedback to policy makers on public services by expressing their
concerns and preferences. This allows the government to understand the experiences
and problems that people face when interacting with government services through
inclusive participatory policies and ensure accountability in the delivery of public
services. This will subsequently help to enhance the government services, eventually
leading to better well-being of its people. In collaboration with the feedback system,
governments should also establish a government networking system to foster stronger
relationship between people and institutions to work together to solve problems. In this
way, governing institutions can apply the concept of dynamic capabilities, specifically
the absorptive capabilities, to acquire and assimilate from the valuable external
knowledge generated from the people and through leveraging on the feedback of
people, using adaptive capability to improve the delivery of public programs.

Another way to enhance governance quality is through direct democracy
and fiscal decentralisation as proposed by (Frey et al., 2008). Frey et al. (2008, p.
178) defined direct democracy as “shifting the final rights of making decisions to
the citizens”. Referenda are one of the ways for such a direct democracy process,
whereby a government is obligated by the constitution to put a decision made by the
people in the referendum into action. However, direct democracy is a difficult task
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to achieve as politicians in many countries would not be keen to execute the process
since it may restrain their power and subsequently hinder them from pursuing their
personal interests.

The findings from the empirical analysis showed that for developing countries,
policies aimed at growing the economy is not as important as combatting unemployment
issues. Therefore, for developing countries, policy makers should focus on job creation
to bring down unemployment, and not on policies that boost national income per se.
This is because the benefits from policies aimed at boosting GDP per capita may not
be felt by the masses. For example, developing countries may expand their economy
through increased exports of commodities (e.g. oil in Nigeria), but with the earnings only
benefitting the elite few (Iwuji, 2014). Through the provision of employment, people are
able to gain security in income earnings. Moreover, permanent employment, even if it
means having a job that is not fully satisfactory, is still better than no job at all (Griin,
Hauser, & Rhein, 2010). However, identifying the right strategies and initiatives that a
government needs to introduce to reduce the scale of unemployment is dependent on
identifying the underlying causes of unemployment that the country is facing.

An approach that can be adopted to alleviate unemployment, which may be more
of structural unemployment in developing countries, is for the government to provide
training services to enhance labour skills and job matching services to hasten the job
search process or to take up new jobs. Further, incentives in the form of subsidies and
grants can also be given to encourage firms to relocate to areas of high employment,
and also to spend on training initiatives to empower individuals with new skills or to re-
skill the unemployed to make them employable.

6. Conclusion

Although GDP has been a dominant indicator that has guided governments in develop-
ing policies directed at growth over the past decades, there has been a growing call to
develop new measures of welfare that look beyond GDP (Van den Bergh, 2009; Bleys,
2012; Fleurbaey, 2009). An outcome of this has been the growing emphasis on looking
at measures of subjective well-being.

Given the increased studies on the subject matter of subjective well-being, this
study has contributed to the literature by determining the key macro factors influencing
life satisfaction in developed and developing countries using panel data techniques.
In particular, the findings of this study reported different determinants in explaining
average life satisfaction for developed and developing countries, with religiosity being
the only common determinant across the two groups of countries. The determinants
of average life satisfaction for developed countries, in order of importance are income,
religiosity and governance quality, while the corresponding determinants for developing
countries are religiosity and unemployment. This study has also discussed potential
policy implications arising from the findings, helping to bring subjective well-being to
the forefront of policy.

A systemic effort was taken to study the key determinants of well-being for
developing and developed countries. However, this study is subject to the limitation
of panel data analysis as this method tends to generalise the findings of the study.
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While there are concerns with regards to generalisability, the application of panel data
analysis is still considered a more robust technique compared to cross-sectional and
time series methods of analysis.
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Appendix A

Table of developed and developing countries

Developed Countries

Australia Canada Chile Croatia Cyprus
Estonia Finland France Germany Hong Kong
Israel Italy Japan Latvia Lithuania
Netherlands New Zealand Norway Poland Puerto Rico
Qatar Korea, Republic Russian Federation Saudi Arabia Singapore
Slovak Republic Slovenia Spain Sweden Switzerland

Taiwan, Republic of China Trinidad and Tobago United Kingdom United States Uruguay

Developing Countries

Albania Algeria Argentina Armenia Azerbaijan
Bangladesh Belarus Bosnia and Herzegovina  Brazil Bulgaria
Burkina Faso  People’s Republic of  Colombia Dominican Ecuador
China Republic
Egypt El Salvador Ethiopia Georgia Ghana
Guatemala Hungary India Indonesia Iran, Islamic
Republic
Iraq Jordan Kazakhstan Kyrgyz Republic ~ Lebanon
Libya Macedonia Malaysia Mali Mexico
Moldova Morocco Nigeria Pakistan Peru
Philippines Romania Rwanda South Africa Tanzania
Thailand Turkey Uganda Ukraine Uzbekistan
Venezuela Vietnam Yemen Zambia Zimbabwe
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