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Abstract The paper investigates the extent to which life-satisfaction is biased by peer-
comparison by looking at the relative value attached to the different domains of life-satis-
faction, as suggested by Easterlin (Economics and happiness: framing the analysis, Oxford
University Press, New York, 2005), by social group. We postulate that group membership
influences the ranking of the satisfaction domains affecting subjective well-being which
allows individuals to go back to their individual threshold over time. Using ordered probit
models with random effects, the evidence for professional (self-employed vs. employee)
and social (male vs. female) groups using the British Household Panel Survey and Under-
standing Society—UK Household Longitudinal Study from 1996 to 2014 shows that the
ranking of the satisfaction domains is group-based suggesting a “keeping up with the Jone-
ses” effect linked to the housing bubble.
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1 Introduction

The literature on subjective well-being (SWB) has made significant progress over the past
20 years, yet little is known the influence of group membership on SWB, and in particular
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on the relative value of the different domains of life-satisfaction. SWB tends to move
around an individual setpoint and most unexpected life circumstances will move people
temporarily away from that setpoint (Kahneman and Tversky 2000; Easterlin 2005; Frey
2008). Adaptive behaviour then tends to bring individuals back to their setpoint of happi-
ness over time (Binder and Coad 2010, 2011). An economic shock such as the 2008 finan-
cial crisis is therefore expected to have moved people away from that setpoint, at least in
the short-run. One of the reasons put forward which has led to the financial crisis is that,
“keeping up with the Joneses” or imitation behaviour to enhance personal social status has
helped to build up of the housing bubble in the US (Arestis et al. 2015). This paper inves-
tigates the extent to which subjective well-being by group rather than individual has been
affected by the housing bubble in the built-up towards the financial crisis and in the after-
math of the crisis. Our research objective is to understand the extent to which remembered
utility (Kahneman and Tversky 2000) is biased by peer-comparison by looking at, as sug-
gested by Easterlin (2005), the relative value attached to the different domains of life-satis-
faction for professional (self-employed vs. employee) and social (male vs. female) groups,
and the extent to which they are coherent within and between groups before and after 2008.

The methodology used to estimate the determinants of subjective well-being (SWB)
matters to understand its dynamics (Ferrer-i-Carbonell and Frijters 2004; Binder and Coad
2010). While OLS models in psychology and probit/logit models in economics are used on
individual data, we build from recent developments in the literature around group mem-
bership (Akerlof and Kranton 2010; Goette et al. 2006; Charness and Sutter 2012; Brown
and Yang 2015) to assess SWB by socio-economic group. As such, group membership
is expected to affect the ranking of life domains while the financial crisis is expected to
change this ranking over time. The empirical hypotheses tested here are whether the rank-
ing of the determinants of life-satisfaction are group-based, and whether they are similar
prior and after the crisis. Using an ordered probit model, we test for the determinants of
SWB in the UK for professional (self-employed vs. employee) and social (male vs. female)
groups from 1996 to 2014. The data used is from the British Household Panel Survey
(BHPS) for the periods 19962000, and 2002-2008, and its follow-up dataset Understand-
ing Society—UK Household Longitudinal Study (UKHLS) for the period 2009-2014. The
estimations are carried out separately for each period and separately for employees and
self-employed individuals, whether they are men and women.

The paper is organized as follows: Sect. 2 looks at the SWB literature on the SWB
threshold and on the impact of external shocks on this threshold. Section 3 explains the
model based on group membership, methodology and data used in the context of the UK.
The empirical results are presented in Sect. 4 before concluding in Sect. 5.

2 Subjective Wellbeing and External Shocks

Several studies have pointed out the dynamic character of individual SWB whereby an
individual facing a choice will seek the happiest outcome. Kahneman and Tversky (2000)
and Layard (2005) for example have brought utility maximization into a dynamic process
between time —1 and time ¢ whereby an individual perception of SWB results from a
decision prior to taking that decision. Similarly, in Rayo and Becker’s model of happiness
(2005), the happiness function depends extensively on whether current success exceeds
a given threshold of reference. In that view, unexpected changes will affect happiness by
moving away from this threshold. While it is not clear how the threshold is set in absolute
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terms, the impact of surprise tends to decrease marginally over time via adaptation to life
circumstances and peer comparison. In the context of the 2008 financial crisis, our interest
is to understand how the very nature of such event linked to a housing bubble and related
group behaviour impacted on this SWB threshold.

The presence of a threshold in relation to SWB came to light with the Easterlin Para-
dox (Easterlin 1974, 1995, 2005). In Easterlin’s (1995: 35) own words: “within a coun-
try at a given time those with higher incomes are, on average, happier. However, raising
the incomes of all does not increase the happiness of all”, and beyond a certain income
level, any further increase in income makes little or no difference to overall SWB levels
(Easterlin 1995; Pouwels et al. 2008). It is however not clear how individuals adjust back
to that threshold when economic shocks occur. The role of relative income has been the
most common way to explain the Easterlin Paradox (McBride 2001). Individuals compare
personal income to their peers, so that the impact of the increase in their own absolute
income on SWB can be cancelled out by their peers’ relative income increases. Hence,
such explanation signals a group effect on how individuals assess and re-assess their life
circumstances in comparison with “peers”. In other words, group membership means that
individuals share comparable circumstances and experiences with group members that can
thus be qualified as peers.

Peer comparison leads individuals to compare themselves with other individuals with
whom they perceive to belong to the same group(s). Such group effect is unconscious and
leads to cognitive biases in individual decision-making (Akerlof and Kranton 2010), as
shown for example by Bertrand et al. (2005) with the instance of implicit discrimination.
The literature on group membership also shows that group behaviour tends to be more
self-centred and predictable than individual behaviour (Bornstein et al. 2004; Charness
and Sutter 2012; Brown and Yang 2015). In the experimental laboratory setting, Bornstein
et al. (2004) provide evidence from experiments with strategic games that group members
are more rational in terms of maximising the payoff for each group member, and that they
are less pro-social toward other groups. Group players assume that players in other groups
behave similarly which triggers a self-reinforcing norm to maximise the group’s aspirations
for higher payoffs. Outside the laboratory setting, Brown and Yang (2015) show that the
relative social value between men and women leads women to be underestimated by the
betting system in jump racing, where, as jockeys they can compete equally. In the social
setting, group membership strongly affects the individual’s perception of life circumstances
through peer comparison. As pointed out by Dolan et al. (2008: 105), “perceptions of our
circumstances can be very important predictors of life satisfaction”. In effect, in their com-
prehensive literature review of the factors associated with SWB, the word “perception”
itself appears six times for six different factors. Hence, since group membership influences
the individual’s perception of life circumstances, we wonder the extent to which group
membership influences SWB.

We postulate that group membership influences the ranking of the life domains affect-
ing SWB which then allows individuals to go back to their individual threshold. Personal
circumstances such as health-related or the loss of relatives will however move individuals
away from their individual threshold without a resilient effect (Easterlin 2005). To assess
this proposition, we need to assess SWB by group and its evolution over time. Most stud-
ies in economics and psychology relate to SWB from the point of view of the individual
(Diener and Suh 2000; Kahneman and Tversky 2000). In most cases, SWB refers to the
self-evaluation of people’s lives but the way group membership influence self-evaluation is
not clear. Kahneman and Krueger’s work (2006) helps our understating in that respect since
they have been investigating the difference between the affect an individual experiences at
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time #— 1, what is called experienced utility, and the way individuals remember this affect
at time ¢, what is called remembered utility. The time difference leads to a systematic bias
of perception between the two, and that it is linked to the judgement individuals make at
time ¢ over an experience occurring at time 7— 1. Personal judgement is thus influenced by
peer-comparison, involving the different social groups to which individuals belong and to
self-define as ‘peers’. Kahneman and Krueger (2006) further show that life circumstances
have a greater impact on experienced rather than remembered utility which means that
external shocks on an individual’s subjective well-being will have an impact on experi-
enced utility, which will then be biased by peer comparison with remembered utility. Urry
et al. (2004) have also shown that the correlation between remembered utility and brain
readings is minimal (around 0.30), which tend to suggests that reporting at time ¢ a level
of utility experienced at time f—1 gives an inaccurate picture of experienced utility. Such
findings support the view that investigating self-reported satisfaction levels in different
domains of life accurately measure remembered utility biased by peer comparison, and not
experienced utility. This is important when considering the impact of a peer or group effect
on individual behaviour because individual choice is based on remembered utility rather
than experienced utility.

At the level of remembered utility, group membership influences individual SWB
by affecting the hierarchy of life domains in the SWB function. For example, the domi-
nant norm for self-employed individuals may be to value their job on a higher scale than
employed individuals. Here, the argument is not concerned with the heterogeneity versus
homogeneity of groups but rather that, since remembered utility is affected by peer com-
parison, individual perception of life circumstances is influenced by the hierarchy of the
life domains of the groups to which they belong. Then, since each individual belongs to
multiple groups, the ranking of the life domains should be revealed at the group rather than
individual level, and it should also differ according the intersection of groups investigated,
for example, a female self-employed plumber versus a male employed plumber. In effect,
as pointed out by Crenshaw (1989), the intersectionality of group memberships can lead to
different normative outcomes compared with considering groups separately.

Together with peer comparison, adaptation to life circumstances through adaptive pref-
erences or hedonic adaptation has been highlighted as another important factor that will
return SWB to its individual threshold (Clark et al. 2005, 2008; Binder and Coad 2010,
2011). From the happiness perspective, the “endowment effect” (Huck et al. 2005) or
“treadmill effect” Kahneman and Tversky (2000) shows that people have a tendency to get
used to life circumstances in the sense that they adapt their perceptions and judgments to
get back to their individual threshold. Further evidence of adaptive preferences has been
gathered by Burchardt (2005) in the context of constant and increasing incomes, link-
ing the argument to the risk-aversion of individuals. The argument put forward by Rabin
(2001) however is that risk aversion is intrinsically linked to utility derived from wealth
rather than income. In effect, March (1988) shows that risk aversion and risk-taking behav-
iour depend on wealth outcomes compared to aspiration levels of wealth. Since housing
is a major component of wealth (Campbell and Cocco 2007), SWB housing factors are
expected to affect negatively the SWB setpoint when a house bubble bursts as life circum-
stances changes the aspiration levels on wealth, at least in the short-run. Other life cir-
cumstances such as marriage, serious injuries, death of relatives or job loss also tend to
“deflect a person above or below this setpoint, but in time hedonic adaptation will return
an individual to the initial position” (Easterlin 2005: 29). SWB is therefore an evolutionary
process (Rayo and Becker 2005) with peer comparison and adaptation to life circumstances
as two major vehicles allowing external shocks to impact on the individual SWB threshold.
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Drawing on both psychological and economic empirical studies, Easterlin (2005) demon-
strated that SWB depends on a variety of pecuniary and non-pecuniary domains and that their
relative value for individuals is essential in influencing this threshold. The insight of Easter-
lin’s work that this research is starting from is that attainment in each domain is not the key to
happiness, but rather the relative value attached to all domains. In particular, we postulate that
this relative value depends on adaptive and interdependent preferences vis-a-vis other group
members and between groups. As such, external economic shocks affect the relative value
of domains within and across groups. While economic shocks are likely to have an impact
on net affect, or experienced utility at time 7— 1, by affecting life circumstances, it does not
necessarily show in life satisfaction figures which are biased by peer comparison. The evi-
dence collected by Dolan et al. (2008: 106) on attitude towards unemployment and inflation by
political groups in effect “lend support to the idea that the impact of external circumstances is
dependent upon perceptions and attitudes”. Hence, economic shocks that have a group effect
component, such as herd behaviour leading to a housing bubble, is likely to influence the bias
brought about by peer comparison that affect life satisfaction or remembered utility at time ¢.

3 Subjective Wellbeing and Group Membership: Model
and Methodology

This section introduces the SWB model aggregated at the group level to show the impact that
the intersectionality of group membership has on the ranking of the domains of life-satisfac-
tion. For this purpose, the model follows the existing literature (Van Praag et al. 2003; Fer-
rer-i-Carbonell and Frijters 2004) making life satisfaction dependent on observable domain
satisfactions, and unobserved variables which include the bias brought about by group mem-
bership and that this analysis seeks to reveal. The model is then estimated using the BHPS and
UKHLS data from 1996 to 2014 on two professional groups (self-employed and employee)
with two layers of group membership (male and female) leading to four different groups,
namely male/self-employed, male/employee, female/self-employed, and female/employee
categories.

3.1 Ordered Logit Model with Random Effect

At the group level, General Satisfaction (GS) depends on the domain satisfactions and a latent
component Z for unobserved variables. Following Van Praag et al. (2003), the model assumes
that there is a set X of objectively measurable explanatory variables X;,..., X,, that explain the
various domain satisfactions denoted DS,..., DS,,. GS is described as:

GS, = GS(DS,.....DS,:Z) j=1.2,....] (1
and the domain satisfactions by a set of functions,

DS, =DS,(x,,Z) n=1,2,....N 2)

where x, stands for the sub-selection of x observable variables for the domain 7.

The ranking of DS, in GS, varies across groups and in the event of an external shock on
GS;, the ranking of DS, will change to adjust GS;, back to its individual threshold through
peer-comparison within and across groups. At the individual level i = 1,2, ..., 1, we use the
assumption that GS is ordinally comparable between individuals with the main model of latent
variable form being (Ferrer-i-Carbonell and Frijters 2004):
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GS: = x,p +¢,
« (3)
GSy=ke A <GS;, < Ay

where g;, L x;; GS;, is the latent variable and GS,, is observed general satisfaction. We use
statistical assumption from Ferrer-i-Carbonell and Frijters (2004) that unobserved factors
in g, are related to observed factors: ov(g;, x;,) = z;,, where z;, = f(je;,_;, x;;) with j rep-
resents the unknown bias brought by group memberships in ¢;_; from experienced util-
ity at time r—1 to remembered utility at time ¢. Being an individual experience per se,
experienced utility is difficult to assess empirically except with instant MRI scans of the
brain (Kahneman and Krueger 2006). Instead, here, group membership is captured by esti-
mating model (3) at different points in time. Estimating GS,, at time t—1, ¢, and #+1 is
thus expected to reflect remembered utility at three different points in time to show the
evolution of group biases on the ranking of domains satisfaction. Model (3) can be esti-
mated with random effects, which is in line with the methodology suggested by Ferrer-i-
Carbonell and Frijters (2004).

3.2 Data Analysis

The data used is from the British Household Panel Survey (BHPS) for 19962000, and
2002-2008, and from its follow-up data set Understanding Society—UK Household Lon-
gitudinal Study (UKHLS) for 2009-2014. The BHPS started in 1991 and follows the
same representative sample of individuals and their households where each adult mem-
ber is interviewed. BHPS was then integrated into the UKHLS in 2009. Both surveys are
designed to capture life in the UK and how it is changing over time and contain informa-
tion about individuals’ social and economic circumstances, attitudes, and health outcome.
A key attribute of the UKHLS is its large sample size of 40,000 households (Knies 2015).
The SWB variable is measured based on the question “how dissatisfied or satisfied are you
with your life overall?” The answer runs from 1 (not satisfied at all) to 7 (completely satis-
fied). For the BHPS, the sample period included here is 1996-2000, and 2002—-2008, waves
6-10, and waves 12—18, as this question starts from wave 6 (1996) only and was not asked
in wave 11 (2001). The pre-crisis era will therefore be from 1996 to 2008 in line with the
trend that in that period, the price of an average home increased by 215% (The Economist
2008). We complete the sample by using UKHLS, waves 1-5, for the post-crisis period
2009-2014. We use income, home ownership, house rented, problem paying for housing,
hours worked, spouse/partner’s pay, age, marriage, marital status, housing, health and edu-
cation as explanatory variables.

Using cross-section survey data, research has found a positive impact of income on
SWB up to a certain threshold, for both developed and developing countries (Blanchflower
and Oswald 2004; Lelkes 2006). The dynamic relation between income and SWB, i.e., how
changes in income affect changes in SWB, has also been estimated using panel data to
control for unobserved individual effects to find that there is a causal effect of income on
SWB (Ravallion and Lokshin 2002; Frijters et al. 2006). To account for nonlinearity, we
include income squared, spouse/partner’s pay squared, and age squared since using log-
income in SWB equations may hide important departures from log-linearity (Clark et al.
2008). Other research use household income as income variable (Boes and Winkelmann
2004; Stutzer and Frey 2006; Booth and van Ours 2009; Ferrer-i-Carbonell and Frijters

@ Springer



Economic Shocks on Subjective Well-Being: Re-assessing the...

2004; Giusta et al. 2011). We however include both own income and spouse/partner’s pay'
as they are likely to affect the peer comparison effect we seek to capture. Health is another
important determinant of SWB as pointed out above that makes individuals depart from
their individual (Easterlin 2005). We therefore use four health dummy variables: excellent
health, good health, poor health and very poor health, with fair health as reference.

4 Results and Discussion

Consistently with the research objective of understanding how a particular intersectional-
ity of group memberships affects the ranking of domains satisfaction over time, the results
presented here provide a classification of SWB domain coefficients by size for all three
periods tested across the four groups. In particular, the results show how time, i.e. estimat-
ing the same equation in three different periods, change the ranking of domains consist-
ently for each group. In particular, a feature of the 2008 Great Recession around the house-
hold debt crisis is reflected in the results whereby housing domains have steadily increased
in ranking across groups up to 2008 before collapsing to the lowest ranks of SWB domains
in the post-2008 era.

The results for periods 1996-2001, 2002-2008, and 2009-2014 are presented in
Tables 1, 2, and 3, respectively. Looking at Tables 1, 2 and 3, the results are consistent
with the existing literature whereby own income, partner’s pay, marital status (married,
divorced or separated), and good health tend to have a positive effect on SWB, while poor
health, age, and working hours—apart for self-employed men from 1996 to 2008, tend
to have a negative effect. The age effect on SWB is similar to the results in the existing
literature whereby SWB initially falls with age and bottoms out around 40 for British peo-
ple before increasing again (Blanchflower and Oswald 2004; Chang 2011; Oswald and
Powdthavee 2008). In terms of income, our “income squared” variable has a negative influ-
ence on SWB, which is significant at the 1% level for male and female employee. Raising
the income increases the SWB, with the peak being reached at a very high level of income.
However, this effect becomes smaller for higher incomes before eventually turning nega-
tive. Our results are consistent with Mentzakis and Moro (2009) who use different specifi-
cation to find that higher absolute income increases SWB up to a certain threshold.

Home ownership has a positive effect on SWB, which is consistent with the findings
of D’Ambrosio and Frick (2012). In Tables 1 and 2, home rental has a positive impact on
SWB from 1996 to 2008, but the coefficients become negative in Table 3 from 2009 to
2014 which is likely to be linked to the 2008 financial crisis. Across the period 1996-2014,
problems paying for housing are detrimental for SWB and are comparable to having poor
health; though no where near as bad as very poor health. For the four groups, the health
variables are significant at the 1% level for all levels of health with poorer health ratings
linked to high negative coefficients. In Table 1, very poor health is the highest coeffi-
cient influencing SWB for male employees, female self-employed and employees, while
the highest coefficient for self-employed men in that 1996-2000 period is linked to social

! Data is not available for the variable “spouse/partner’s pay” in the UKHLS, so it cannot be included in
the estimation for the period 2009-2014.

2 Gash et al. (2012) find that decreases in working hours for women bring positive and significant improve-
ment in SWB.
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Table 1 Determinants of well-being using Ordered Probit Model (1996-2000)

Male Female
Employee Self-employed Employee Self-employed
Income 0.13227%#: 0.0749 0.0437 0.3923
(0.015) (0.064) (0.029) (0.257)
Income?/100 —0.1774%%* 0.3345 —0.2661 —11.55
(0.033) (0.745) (0.308) (13.25)
Hours worked —0.0022%* 0.00897#7#* —0.0006 0.004*
(0.001) (0.001) (0.001) (0.002)
Spouse/partner’s pay 0.1273%%* 0.1005* 0.0807%#%%* 0.1357%*
(0.027) (0.053) (0.013) (0.046)
Spouse/partner’s pay>/100 —0.829%* —0.6639* —0.1301%#** —0.3594#*
(0.307) (0.378) (0.0309) 0.171)
Age —0.1257%#%* —0.1058%##* —0.104%#%* —0.1303#%*
(0.008) (0.021) (0.009) (0.035)
Age?/100 0.1555%#* 0.1287#%%* 0.13427%%% 0.1558%#*
(0.011) (0.021) (0.0107) (0.038)
Married 0.2108%%** 0.40527%#%* 0.28727%%% 0.5115%*
(0.045) (0.109) (0.047) (0.182)
Separated —0.0409 0.6191%* —0.1641%* —0.0088
(0.099) (0.201) (0.084) (0.287)
Divorced 0.1865%* 0.0787 0.0303 0.3466
(0.073) (0.153) (0.063) (0.235)
Widowed —0.0457 -0.5107 —0.0376 0.1501
(0.193) (0.391) (0.112) (0.416)
House owned or on mortgage 0.3413%%* 0.5461%%* 0.5341%%* 0.8724%%%*
(0.067) (0.1412) (0.067) 0.214)
House rented 0.3031#%#* 0.4624%%* 0.4417%#%% 1.001 %%
(0.073) (0.151) (0.071) (0.235)
Problems paying for housing —0.2957%#%%* —0.4089%#%%* —0.3849%** —0.5923#%%*
(0.044) (0.105) (0.041) (0.157)
Excellent health 0.3285%#* 0.3699%#* 0.3698%#* 0.4761%+**
(0.028) (0.065) (0.029) (0.106)
Good health 0.1368%##* 0.0543 0.10571 %% 0.1207
(0.015) (0.052) (0.021) (0.083)
Poor health —0.6921##* —0.3418%* —0.4806%** — 1.2549%#*
(0.066) (0.151) (0.052) (0.228)
Very poor health — 1.0893 —0.5783%* —0.6442%%%* — 1.3034%#%%*
(0.163) (0.301) (0.129) (0.479)
Higher degree —0.0107 0.2748 —0.0061 —0.7633%*
(0.099) (0.258) (0.114) (0.344)
First degree —0.0906 0.1751 —0.0237 —-0.1336
(0.058) (0.1373) (0.057) (0.189)
Alevel 0.1504#* 0.3833%#* 0.0661 —0.2664*
(0.045) (0.105) (0.044) (0.1608)
O level 0.1978%#* 0.1782* 0.0017 —0.0512
(0.043) (0.096) (0.039) (0.153)
No of observations 16,232 3210 16,937 1316
Log likelihood -21,633 —4330 —23,502 —1816
LR chi2(22) T56%** 225%** TI5%** 1447k

Data from British Household Panel Survey, 1996-2000

* sk kkkDenote significance at the 10, 5, and 1% level, respectively. Standard errors are in parentheses
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Table 2 Determinants of well-being using Ordered Probit Model (2002-2008)

Male Female
Employee Self-employed Employee Self-employed
Log (Income) 0.1184#:#:* 0.1237%* 0.0467 %% 0.1417
(0.011) (0.054) (0.014) (0.101)
Log? (Income) —0.1655%%#* —-0.5672 —0.1067%#%*%* —1.3021
(0.031) (0.961) (0.025) (2.022)
Hours worked —0.0029%#* 0.0079%#%* —0.0043%%%* —0.0024
(0.001) (0.001) (0.001) (0.0021)
Log(spouse/partner’s pay) 0.0982%#%* 0.1206%* 0.0626%%*%* 0.0559*
(0.019) (0.048) (0.009) (0.029)
Log? (spouse/partner’s pay) —0.6134%* —2.1515%* —0.1179%%%* —0.0979
(0.311) (1.04) (0.043) (0.081)
Age —0.1094%** —0.0796%*** —0.0595%%* —0.0817%%*
(0.006) (0.015) (0.006) (0.026)
Age?/100 0.1334%%* 0.0978%##* 0.0707##%* 0.0907##*
(0.007) (0.016) (0.007) (0.028)
Married 0.2136%** 0.1369* 0.217 %% 0.1707
(0.036) (0.079) (0.036) (0.202)
Separated —0.1392% —0.0733 —0.0334 0.2019
(0.076) (0.162) (0.065) (0.274)
Divorced 0.14437%* 0.1201 —0.0035 0.126
(0.059) (0.114) (0.049) (0.175)
Widowed —0.1261 —0.4264 —0.0972 —0.0278
(0.146) (0.325) (0.096) (0.347)
House owned or on mortgage 0.6869%** 0.8688#** 0.7761%*%* 1.2331%%*
(0.047) (0.105) (0.044) (0.173)
House rented 0.6258%%#* 0.8172%%% 0.748 1% 1.1895%#*
(0.053) (0.122) (0.049) (0.201)
Problems paying for housing —0.3414%%%* —0.4116%%* —0.3587%#** —0.6342%%%*
(0.041) (0.095) (0.037) (0.151)
Excellent health 0.6494 4 0.6243%#* 0.6317%#* 0.9027##*
(0.029) (0.066) (0.027) (0.105)
Good health 0.3415%#* 0.3852%#* 0.32571 %% 0.6145%#*
(0.024) (0.056) (0.023) (0.091)
Poor health —0.2651 % —0.277%* —0.3408%##* 0.0603
(0.049) (0.121) (0.041) (0.155)
Very poor health —0.5055%#* —0.406 —0.5456%** —0.3929
(0.121) (0.297) (0.094) (0.371)
Higher degree 0.0184 0.0788 0.0189 —0.2506
(0.072) (0.169) (0.075) (0.264)
First degree 0.0497 0.0033 0.0598 —0.0089
(0.045) (0.105) (0.042) (0.151)
Alevel 0.1364##* 0.1354* 0.0861%* 0.0785
(0.035) (0.0807) (0.034) (0.132)
O level 0.2672%#* 0.1739%* 0.0589* 0.1315
(0.035) (0.0791) (0.033) (0.129)
No of observations 23,449 4919 25,614 1887
Log likelihood —30,686 —6437 —34,482 —2481
LR chi2(22) 1649%** 364#4* 15617%*%* 1847k

Data from British Household Panel Survey, 2002-2008

* sk kk¥Denote significance at the 10, 5, and 1% level, respectively. Standard errors are in parentheses

@ Springer



A. Charles et al.

Table 3 Determinants of well-being using Ordered Probit Model (2009-2014)

Male Female
Employee Self-employed Employee Self-employed
Income 0.2851%** 0.0315 0.1574%** —0.0053
(0.005) (0.021) (0.008) (0.031)
Income?/100 —1.9944%%* —0.1589 — 1.1869%%** —0.0227
(0.057) (0.167) (0.101) 0.274)
Hours worked —0.0056%** —0.0010* —0.0081 %% —0.0015%*
(0.001) (0.0005) (0.001) (0.0007)
Age —0.0681%** —0.0317%** —0.0307%#* —0.0352%**
(0.002) (0.004) (0.002) (0.006)
Age*/100 0.0799%** 0.0403*** 0.0344%** 0.0409%**
(0.002) (0.005) (0.002) (0.007)
Married 0.1689%** 0.3895%** 0.3491%*** 0.2536
(0.034) (0.069) (0.046) 0.161)
Separated —-0.1370 0.4001 0.3562%* —0.9010
(0.127) (0.334) (0.138) (0.798)
Divorced 0.2530%** 0.5477%** 0.5325%** 0.8195%%**
(0.078) (0.154) (0.083) (0.220)
Widowed 0.2013 1.7528%%*%* —0.5495%* —0.7381
(0.254) (0.657) (0.274) (0.721)
House owned or on mortgage 0.0957%#%*%* —0.0078 0.1277%%* 0.1187%#%*
(0.014) (0.026) (0.014) (0.037)
House rented 0.0025 —0.1178%** —0.0608%** —0.1699%**
(0.013) (0.031) (0.012) (0.046)
Problems paying for housing —0.0511%%* —0.1794%** —0.1415%%** —-0.0912
(0.021) (0.043) (0.019) (0.067)
Excellent health 0.3392%** 0.4156%** 0.4292%** 0.5914%%*%*
(0.013) (0.027) (0.012) (0.037)
Very good health 0.2150%** 0.2859%** 0.2123%** 0.3514%%*
(0.011) (0.022) (0.010) (0.032)
Fair health —0.2693%** —0.2093*** —0.28097%** —0.2482%**
(0.016) (0.032) (0.015) (0.050)
Poor health —0.5328%%* —0.4163%** —0.7048%** —0.3270%**
(0.036) (0.082) (0.029) (0.100)
Higher degree —0.3264%** —0.5035%** —0.4110%** —0.5681%**
(0.039) (0.088) (0.048) (0.178)
First degree —0.2523%%%* —0.3136%** —0.2876%** —0.1630
(0.252) (0.093) (0.043) (0.145)
Alevel —0.1045%** —0.5338*** —0.3289%%*%* —0.6030%*
(0.037) (0.100) (0.046) (0.304)
O level —0.13771%** —0.5204%** —0.2639%%* —0.4286**
(0.025) (0.055) (0.032) 0.167)
No of observations 55,574 13,029 64,720 6627
Log likelihood — 84,547 —19,785 —101,427 —10,143
‘Wald chi2(20) 564445 845k 4620% % 544k
LR test 89.697%#* 33.07%%* 101.7%%%* 4.35%*

Data from Understanding Society-UK Household Longitudinal Study: Wave 1-5, 2009-2014

* k% kk¥Denote significance at the 10, 5, and 1% level, respectively. Standard errors are in parentheses
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Economic Shocks on Subjective Well-Being: Re-assessing the...

status with the positive coefficients linked to the variables squared partner pay and being
separated.

Turning to the SWB domains, Table 4 shows the ranking of the different domains classi-
fied by the size, in descending order, of the statistically significant coefficients in each group
for the three periods. The domains linked to housing have been shaded to highlight the dis-
crepancies in rating prior to and after the 2008 crisis. In effect, the striking element of Table 4
is that housing factors have improved in ranking from 1996 to 2008 to end at the top of the
classification across groups in 2008 before dropping considerably in the post-2008 period.
For example, home ownership was classified from 2nd place for female employees to 4th
place for other groups in the period 1996-2000, jumping to the 1st rank for male employees,
all women, and 2nd rank for self-employed men in the period 2002-2008, and then drop-
ping to the 10th place for self-employed women, 13th place for male employees, 16th place
for female employees and not being statistically significant for self-employed men. Similarly,
the ranking of the variable “problem paying for housing” followed the same trend of home
ownership over the entire 1996-2014 period, when we could expect that such variable would
become of great significant in the event of the Great Recession in the post-2008 era. Instead,
in the post-2008 era, we observe a different pattern of ranking by professional group. The first
satisfaction domain affecting the SWB of employees is the squared income variable, which
means that the prospects of income opportunities and associated rising level of uncertainty
linked to the Great Recession negatively affect SWB, whether men or women. Poor level of
health is the second domains affecting negatively employees’ SWB.

In terms of the ranking of life domains by social group, there is some evidence of a
group effect being consistent per group. For example, looking at the domain ranked first
after 2008, it differs between the self-employed group as a whole—with family status
being the major contributor to SWB, and the employee group as whole—with income sta-
bility being the major contributor to SWB. Looking at a gender group effect within the
self-employed group, being divorced or separated used to be important for self-employed
men in affecting positively SWB prior to 2008, and it has become the first domain for self-
employed women too from 2009. Hence, to a certain extent there is a sense that the finan-
cial crisis may have reinforced professional group identity. However, the evidence on group
effects need further investigation to unpack the overlap of group memberships in SWB
measurement. As an area for future research, partitioning SWB samples into subgroups (by
social group) could be a way forward to understand the domains valued by these groups
and the way the ranking of life domains defines group membership. Similarly, the same
ranking methodology on SWB samples of countries not affected by the housing bubble
could be compared with the UK group effect.

5 Conclusion

Since the Easterlin paradox was unveiled, empirical studies have confirmed its validity,
yet the individual mechanisms as to why this phenomenon occurs are not clear. Perception
of SWB, via adaption to life circumstances and peer-comparison, has been put forward
has an essential element shaping the income threshold in the Easterlin paradox (Mentzakis
and Moro 2009) and SWB outcomes in general (Dolan et al. 2008). Our paper provides
evidence on the importance of perception in SWB assessment by investigating the bias in
individual perception created by group membership from experience utility at time t— 1 to
remembered utility at time 7. We do so by assessing the ranking of the domains of SWB

@ Springer
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by professional and social group prior to and after the 2008 crisis. The findings suggest
a “keeping up with the Joneses” group effect on remembered utility, or life satisfaction,
whereby housing domains have steadily increased in importance in influencing SWB up to
2008 before collapsing to the lowest ranks of SWB domains in the post-2008 era. Another
group effect appears within each professional group whereby the rankings tend to be simi-
lar within the self-employed group or the employee group, with minor gender discrepan-
cies, especially after 2008. Such evidence confirms the presence of peer-comparison in
SWB, and raises the issue of the extent to which the Easterlin paradox could be understood
in terms of group comparison and the associated relative value of satisfaction domains
within and across groups, however defined. As such, for policy-making purpose, especially
in a Brexit era, it is important to grasp the extent to which group membership affects indi-
vidual SWB. In effect, based on the perceived group boundaries of each individual, group
membership enables individuals to adapt to any external policy circumstances. Ethical con-
siderations therefore need to account for the positive and negative impact of policy on sub-
jective well-being.

Open Access This article is distributed under the terms of the Creative Commons Attribution 4.0 Inter-
national License (http://creativecommons.org/licenses/by/4.0/), which permits unrestricted use, distribution,
and reproduction in any medium, provided you give appropriate credit to the original author(s) and the
source, provide a link to the Creative Commons license, and indicate if changes were made.
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