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Chinese proverb

With money you can buy a house, but not a home.
With money you can buy a clock, but not time.
With money you can buy a bed, but not sleep.

With money you can buy a book, but not knowledge.
With money you can buy a doctor, but not good health.
With money you can buy a position, but not respect.
With money you can buy blood, but not life.

With money you can buy sex, but not love.

Acknowledgement

I would like to extend my greatest gratitude to my supervisor PhDr. Jaromir Baxa for
leading my bachelor thesis, to PhDr. Pavel Stika for useful comments, patience and
inspiration, to Dr. Carlos Maria Fernandez-Jardon for consultation of econometric models,

and to Stacey Nuzbach for revising my English writing.



Abstract

This paper analyzes the relationship between an individual's capacity to trust and their
overall satisfaction with life in countries of European Union. It concretely focused on four
countries selected Denmark, as the most satisfied country in the world, Spain, Czech Republic
and Bulgaria as the less satisfied in European Union. Two kinds of trust were examined:
general trust referring to interpersonal trust and institutional trust referring to trust in
parliament. The trust in people was concluded as more significant for the overall satisfaction
of an individual satisfaction than trust in parliament. For example, higher trust in people
makes the general public more satisfied. Furthermore, in Denmark and Spain considered to be
wealthier countries with higher reported level of satisfaction and trust, the interpersonal trust

as well as institutional have less influence on satisfaction than in the average of EU countries.

Key words: happiness, subjective well-being, satisfaction, interpersonal trust, trust in
institutions, relative income, Easterlin paradox, aspiration level

Abstrakt

Tato prace rozebira vliv divéry na spokojenost v zemich Evropské unie, konkrétné se
zaméfuje na 4 vybrané zemé, Dénsko, jakoZto nejspokojenéji zemi svéta, Spanélsko, Ceskou
republiku a Bulharsko, nejnespokojenéjs$i stat Evropské unie. Dva druhy davéry byly
zkoumany, obecnd duvéra reprezentovand davérou Vlidi a instituciondlni divéra
spokojenost nez diivéra v parlament a pozitivné ovliviiujici spokojenost neboli vyssi divéra
v lidi dé&la lidi spokojen&jsi. Navic, v Dansku a Spanélsku, povazované za bohatsi a s vyssi
mirou spokojenosti 1 divéry, divéra vlidi 1 institucionalni divéra maji niz§i vliv na

spokojenost nez v priméru staty EU.

Klicova slova: §tésti, subjektivni blahobyt, spokojenost, diivéra lidem, diivéra institucim,
relativni ptijem, Easterliniiv paradox, aspiracni Groven
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1. Introduction

The objective of this essay is to examine and interconnect two developing disciplines
of economics: the economics of happiness and the economics of trust. There is both concrete
and theoretical support for the merging of these ideas, as well as great criticism. “Happiness”,
like “trust” is an abstract term. Happiness is frequently understood as a goal of the life (Frey
& Stutzer, 2002) and trust as an indispensable ingredient not only for business, or monetary
transactions, but also for the daily activities. Does trust enable us to be happy? Does trust

affect our happiness?

The concept of trust introduced by Francis Fukuyama is derived from economics.
Fukuyama does not agree with neoclassical concept of homo economicus, supposing that
people are highly rational and economical system independent of surrounding conditions.
Fukuyama considers a cultural dimension of economic life as crucial (Sedlackova, 2001). In
his book Trust: The Social Virtues and The Creation of Prosperity (1995) Fukuyama proposes
that the well-being and competitiveness of a state is conditioned by the level of trust in society
(Fukuyama, 1995).

Formal discussions regarding the relationship between satisfaction and trust are quite
new but here are a few examples of case studies being done. Mueller (2008) analyzed data
from European Values Study (1999/2000) for 33 European countries to observe the influence
of trust and distrust on reported personal satisfaction. He concluded that distrust in others has
a negative impact on satisfaction. Other factors aside, Mueller concluded that distrust in
others is constant while the trustworthiness of the police has positive influence on satisfaction,
the trustworthiness of civil service and justice do not have any influence on satisfaction at all.
Hudson (2006) took institutional trust as a proxy variable for institutional quality, and using
econometric models, tested the influence of institutional quality, on satisfaction. He used data
from Eurobarometer (April/May, 2001). The variables of trust in institutions were included as
binary variable (trust or do not trust) and Hudson concluded his conclusion was that trust had

a significantly positive relationship to satisfaction.

Micoch (2006) discusses trust noting that if a country as a whole possesses a general
sense of trust, the country prospers. On the contrary, if the trust fails, a crisis will occur. This
essay aims to elaborate on the idea of countries having higher levels of trust (in government

3
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and in fellow citizens). The levels also generate a higher satisfaction rate among the general
public, not only regarding financial success and prosperity. It looks to prove that higher levels
of interpersonal and institutional trust contribute to the successful growth of political and

economic establishment.

The essay is divided into two main parts, theoretical and empirical. The theoretical
portion is primarily focused on, first of all, on subjective well-being, history, how to measure
subjective well-being and its determinants, including also Easterlin paradox and its
explanation and aspiration level. Second, trust is explored by way of its importance for the
society, different kinds of trust, and relation with subjective well-being. In the empirical
section data from Eurobarometer Survey (August 2009) is used to provide practical evidence
about level of satisfaction as a measure of subjective well-being and trust in countries of
European Union. Four representative countries were selected. Denmark is the country of the
highest level of happiness in the world, Spain and Czech Republic are situated somewhere in
the middle, and Bulgaria is the less satisfied member of European Union. In the study graphs
were plotted and econometric models were used to examine the relation of trust to
satisfaction. Two types of trust were included - trust in people in general (interpersonal trust)

and institutional trust represented by trust in parliament.

Various econometric analyses of trust and satisfaction seek to address three primary
questions. First, can trust alone have a positive impact on satisfaction? In conjunction with
other studies, Mueller’s (2008) and Hudson’s (2006), results suggest that the link is positive
and significant - higher trust brings higher happiness. Second, what type of trust has a more
prominent impact on satisfaction? Studies suggest that general trust in people is much larger
in comparison to the trust in parliament. Finally, how does the influence of trust on
satisfaction differ in the four given states? The conclusion shows Denmark and Spain as

having a below average correlation between trust and satisfaction.
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2. Subjective well-being

2.1. Economics of happiness®

In the time of Adam Smith, economics was part of social studies. Also the classical
economists, David Hume and Karl Marx, John Stuart Mill and Jeremy Bentham considered
happiness to be an interesting topic and frequently examined it in detail. At the beginning of
twenty century, happiness was excluded from economics. The influence of behaviorism
suggested that happiness should not be examined as a subjective perception, but rather only as
decisions observed in behavior. The theory of preferences was crucial and proposed a natural
instinct within a person that will always select the superior option when given the ability to
choose between two objects. Economists studied the external behavior but not the internal
feelings. They evaluated the action taken, but neglected the reasons why such decisions were
made. The way of measuring of happiness used today by questions feelings and motives, was
not considered scientific enough because it is not objectively measurable. Economics started
to be a mathematical science which did not have anything in common with psychology or any
other social science. All postulates had to be highly objective and demonstrable. During the
sixties behaviorism replaced cognitivism and human feelings gained a new level of
importance. At the end of seventies, behavioral economics was born; a movement connecting
economics and psychology once again. Critical works were written by Amos Tversky and
Daniel Kahneman in 1979. They tried to fill holes which economical models had by using
knowledge of cognitive psychology. They especially focused on irrational behavior in making
decisions. The psychological theories highlight how neoclassical economics neglected many
important parts of real life and characteristics of real people like comparison, envy, name,

status, addiction, education, etc.

The birth of modern economics is associated with Adam Smith and his book The
Wealth of Nations, published in 1776. He thought that people’s egoism was important for
prosperity. He discussed the “invisible hand” which guides the market. Smith proposed that
a country would prosper if every person followed his proper needs and wishes, as well as the
needs of his family. Individuals have an innate sense of what is right for them. If there is no

outside interference the money would flow freely to sellers who made the best product at the

! This section closely follows Asenjo (2008)
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best price and the market would be efficient. Smith was also interested in people’s feelings
and wrote another book in 1795 called The Theory of Moral Sentiments (1759). He considered
sympathy as an important part of ethics. Sympathy is ability to empathize with someone else.
If the other person is happy | am happy, too. If the other person is sad, | feel the sadness with
him. Smith realized before many of his colleagues that our happiness depends on the people
surrounding us. According to Smith’s theories the earth is not occupied by rational people,
passive and thinking just about themselves, but multidimensional, realistic human being with
emotions and variable feelings. It is evident that the science of economics and the study of
human beings are innately intertwined. The question is, if the economic science began as
a field about people, at what stage of development did it lose focus on humanity and turn
toward “homo economicus”, mathematical models without any interest in people and real
life? Asenjo (2008) mentioned that may be if The Theory of Moral Sentiments was considered
as a primary book of economics, economics would have continued in more human way. Does
studying economics of happiness give new life to economics in the realm of human behavior?
Will economists and politicians focus more vigorously on the final goal happiness of the
people in addition to growing GDP? Will economy serve the people instead of the people

serving the economy?

One hundred and forty years later in 1899 Thorstein Veblen, another renowned
economist, published the book The Theory of the Leisure Class, which is a combination of
sociology and economics. He talked especially about rich people, the class, which did not
work, but only consumed and did not contribute to productivity in society. Veblen witnessed
these changes take place in the United States. He concluded that people do not want to be rich
to live in higher comfort, but rather to have a great prestige and reputation compared to
others. When a person reaches certain level of income the relative income is more crucial than
absolute income. Veblen considered that richness to be a symbol of a good reputation and
prestige. His work is used to explain, one of the three explanations of the Easterlin paradox,

the social comparison (Asenjo, 2008).

Although scientist, theorists, nor economists are unable to answer the philosophical
question “What is happiness?” they are all able to clarify causes of happiness. A good
economic policy should lead to happier people. It is not uncommon to hear economists today
pose search for answering to:“What makes people happy?” “What makes society satisfied?”

Is it having a high income? Being married? Being healthy? Or living in a democratic state?

6
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Follow up questions then incorporate concepts of economic policy and the state striving for a
higher GDP and economic growth. In order to reach accurate conclusions that will lead to
effective solutions, theorist developed the economics of happiness.

The economics of happiness is a collaboration of economics theories and
psychological concepts. The combination of these sciences allows for an investigation into the
intricacies of human welfare. Psychologists have used surveys and questionnaires to learn
about people’s well-being. Economists measure value based solely on income where as
consumers make decisions according to their preferences within individual’s budget
constraint (Graham, 2009).

What caused the search for happiness to be so significant? Some people would even
claim that happiness is the ultimate goal of life. The whole life they are striving for being
happy. Let us try to pose reverse question: “Who would like to be unhappy?” (Frey & Stutzer,
2001).

2.2. Why should economics be interested in people’s happiness?

“Economic things matter only in so far as they make people happier” Andrew Oswald (1997)

In theory, a consumer considered “homo economicus” is always rational, has all
information, and makes the best decisions to increase his wealth. In reality, people are
irrational, make decisions based on emotions, and do not have all accessible information. The
definition of welfare is not always the same as well-being. Frequently persons prefer job with
lower salary but with a more collaborative environment and pleasant coworkers. Actions like
buying more expensive shampoo only because a person prefers not to break a routine, does

not fall into the category of economically rational.

The new period of economics research tends to be more sympathetic and realizes that
people are not robots but human beings. Some new modern fields of economics have
abandoned the theory of human as “homo economicus” and have adopted the novel

perspective of the economics of happiness.
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The concept of “bounded rationality” spurred new discussion in the realm of economic
studies. This theory most prominently argues that people are only as rational as the available
of information, intellect, and current situation allows (Graham, 2009).

The concept of happiness in conjunction with economics appeared in the early 1970s
and was introduced by Richard Easterlin. Easterlin suggested a paradox that people’s
happiness does not grow proportionately with rising income but much slower or even stay the
same later (1974). Other economists became interested in the topic of happiness and its
relationship to such variables as health, income, marital status, GDP, political orientation,

smoking, trust and others.

Traditional economics is not able to explain the Easterlin paradox. An increase in
income results in higher purchasing power. This simultaneously offers a wider variety of
available products, and therefore increases the value of the purchase. If somebody does not
want to select the new options will not select them and his utility will stay the same. Those
who opt to vary their economic choices are considered to reach a higher level of utility
(Asenjo, 2008). Despite economist’s certainty in the accuracy of this model, people’s actions

very often do not follow suit.

Easterlin’s paradox is supported heavily by social comparison, adaptation, and error of
future affective estimation. In neoclassical economics people are considered as absolutely
rational individuals, but it is evident in writings by Smith and Veblen, as well as by modern
experiments, that people are influenced by social comparison, adaptation process and their
aspirations. Neoclassical models proceed with perfect competition and perfect information as
a good approximation of reality. Today, more complicated but more realistic models appear
with preconditions of imperfect competition and imperfect information. Perfect rationality is
replaced by more realistic concepts. The combination of psychology and sociology could
direct economics sciences closer to the reality. In particular, the evaluation of people’s
satisfaction and the dependency of satisfaction on income, unemployment, inflation,
economic growth or expectation could be a great step toward more coherent political and
economical decisions. Perhaps modern economics should revisit the thoughts of Smith,
Veblen and others to benefit from the findings of psychology, sociology and philosophy to

a larger extent.
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2.2.1. Happiness — better measure than GDP

In the last decade, there has been a growing trend to focus economic policy more on
subjective well-being rather than monetary growth. Economic growth does not necessarily
imply higher subjective well-being. Studies have shown that after a certain level of income
called “subsistence level” people begin to value their personal relationships with family and
friends more than the rise of their income. The subjective well-being in developed countries
does not directly depend on economic growth. Many countries reached a sufficient level of
wealth, and are therefore less dependent on income. In developing countries the economic
growth has higher influence on life satisfaction (Clark et al. 2008).

Just as Gross Domestic Product (GDP) or Gross National Product (GNP) is an
important measurement in societal economics, so too is the Gross National Happiness (GNH).
The only country, until now, maximizing GNH instead of GDP is Bhutan (Priesner, 2004). To
increase GNH it is important to know its determinants Therefore, economists are conducting
many studies and developing econometric models to clarify the determining factors of
happiness. Although, Bhutan is a poor country and ranks 135" place in the world in the scale
of GDP, it ranks the 8" place in the scale of happiness. This fact does not only supports the
idea of Easterlin paradox but even more the theory that wealth is not what really make us
happy. However, from the twenty happiest countries in the world, not one has anywhere near
the substantially low GDP as Bhutan. The topic of GNH was elaborated by a student of

Institute of Economic Studies, Ariunaa Davaadorj (2009).2

2.3. Happiness — philosophical point of view

“What is happiness?”’

As it was said already, most people would even argue that happiness is the ultimate
goal of life. This opinion will seem to be more understandable if we pose the inverse question:

“Who really would like to be unhappy?” Although it is universally accepted that every

2 Ariunaa Davaadorj (2009) Economic of Happiness: Bhutan’s Vision of Development and its Challenges to Europe, Bachelor
thesis, Institute of Economic Studies, Charles University, Prague, consultant PhDr Stika, P.

9
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individual shares the common goal of achieving happiness, those who live solely with
motivation to “obtain happiness” are often most disappointed by with short bursts of
temporary emotions. Conversely, those whole live life without searching intently are more
likely to be completely satisfied and happy with their lives (Frey & Luechinger, 2007). This
provides strong evidence that happiness is not a tangible object that can be directly obtained,
but rather it is a by-product of living life to the fullest. The resulting state of happiness is an

incentive and motivating factor to continue life in a productive and valuable fashion.
Three concepts of happiness (Nettle, 2005):
1. “Happiness” understood as feelings of joy and pleasure in a certain moment
2. “Life satisfaction” , person is satisfied with his or her life in general

3. “Eudaimonia” or “good life” , people are fulfilling their potential. Eudaimonia is a
Greek word where “eu” means “good or well-being” and “daimonia” signifies “spirit”.
It can be understood as a deep feeling of satisfaction which does not depend on the

circumstances.

The most interesting for economists is the second concept “life satisfaction”. A lot of
data currently exists, and studies continue to produce new analyses. The level of satisfaction
one has with life serves as a measurement of happiness. The concept of eudemonia is a bit
more challenging for economists to understand and utilize to their advantage. In this case,
they turn to psychological theorists for further explanation. Ryff (1989) presents
“psychological well-being” as a primary idea. She discusses the importance of personal
growth, self-realization and open-mindedness as key characteristics of the fully functioning

person®.
2.3.1 Subjective Well-Being

Subjective well-being is a superordinate term to happiness and satisfaction. It is a term

by which economists and theorists alike can measure an individual’s happiness and

3 For more see Ryff, C.D., 1989. Happiness is everything, or is it? Explorations on the meaning of psychological well-being.
Journal of personality and social psychology, 57 (6), pages. 1069-1081.

10
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satisfaction. The definition can be formulated as follows: subjective well-being presents

a people’s own evaluation of their level of happiness and satisfaction with life.

Peir6 (2001) distinguished happiness from satisfaction as follows: Satisfaction
presumes cognitive process which covers also aspirations and comparativeness of individuals.
To the contrary happiness is an affective and emotional result. The sense of happiness and

satisfaction is very similar with slight distinctions in cognitive awareness (Peir6,2001).

Moreover, Peiro identified in his study of happiness in Spain three variables associated
with the happiness and satisfaction clearly significant: age, health and marital status (using the
data from the year 1995 given by World Values Survey). He also concluded that
unemployment had little influence on happiness but greatly affected life satisfaction and
economic satisfaction. Despite the effect income has on an individual s economic satisfaction,

it has much less of an impact on their happiness and life satisfaction (Peir6,2001).

The relationship that the above variables have with happiness versus life satisfaction is
very similar. However, more in depth analyses conclude that income has a stronger impact on
life satisfaction than it does on the emotional happiness of a person (Peiro, 2002). Depending
on the researcher and their specific hypothesis, happiness and life satisfaction can be
interpreted as separate entities. Not all authors differentiate happiness from satisfaction
though, and therefore, in the following text happiness and satisfaction will be used
interchangeably.

2.4 How to measure subjective well-being

There are many psychological concepts referred to when measuring happiness (life
satisfaction). Two of the most popular concepts are objective happiness and subjective

happiness.
2.4.1. Objective happiness

Objective happiness refers to physiological results, for example brain waves.
Measuring of brain waves and evaluating them according to external rules gives exact
numbers about a person’s satisfaction. Everyone’s happiness is evaluated with the same

standards, and therefore the method is considered objective. The process of measuring brain
11
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wave activity relies on electro-encephalography (EEG). Electrodes are placed on the scalp and
records electrical activity. If a person is happy, the left prefrontal cortex tests higher than the
right.

2.4.2 Subjective happiness

Subjective happiness trusts that a person’s evaluation of their feelings about life
satisfaction provides the most accurate view of their current well-being (Frey & Luechinger,
2007). For example, the use of questionnaires is a technique that presumes that every
individual is the best judge of his feelings of happiness or satisfaction (Easterlin, 1974).
Questionnaires can be designed to present a single question (single-item) or several questions

(multi-item).

The lack of concrete metrics when measuring subjective answers produces questions
of stability and validity in the resulting data. Stability in questionnaires was examined in a
study done by American Institute of Public Opinion (AIPO) in September 1956. This study
asked the same group of people the same questions about happiness after a two week period
has passed, and again six months later. The results of each questionnaire were virtually
identical each time. The validity of questionnaire based research was examined by
comparison with objective types of tests. The results were summarized by Wilson (1967) as
quiet similar. There was a clear correlation between the results of many subjective and

objective tests.

Researchers also tend to be a bit skeptical about questionnaire results because it is not
uncommon for people to provide what they believe to be a more socially desirable answer
about their personal level of happiness. Happiness, in general, is evaluated in the society as a
good thing, and can therefore invoke a more positive trend in the data gathered. The sequence
of questions can influence the answers. If the question about happiness is posed immediately
after the question about income, the perspective that person has about their income can be
reflect in their answer about the level of happiness they feel. The phrasing and formatting of
questions can also have an impact on the way the questions are answer (Easterlin, 1974).
There are a multitude of factors that influence responses to questionnaires which will not be

examined in this paper. For more information see Easterlin (1974,p.96).

12
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Surveys
Single-item question

General Social Survey use a single-item question on three-point scale: “Taken all
together, how would you say things are these days — would you say that you are very happy,

pretty happy, or not too happy?”

World Values Surveys use a scale from one (dissatisfied) to ten (satisfied). They pose a
question: “All things considered, how satisfied are you with your life as a whole these days?”
The first survey was done in 10 countries in Western Europe in the year 1981. The four point
scale is used for the questions about happiness. “Taking all things together, (In general) would

you say you are very happy, rather happy, not very happy or not at all happy?”

The Eurobarometer Survey, used a similar four point scaled to rate questions like: ”On
a whole, are you very satisfied, fairly satisfied, not very satisfied, or not at all satisfied with
your life you lead?” Today, theorists have started to use 10 point scale which gives more
exact results when asking a question like, “All things considered, how satisfied would you say
you are with your life these days? Please use a scale from 1 to 10 where [1] means ‘very
dissatisfied' and [10] means ‘very satisfied”. The questionnaire is used in the empirical part of
the study. Note that these scales are primarily used when questions address satisfaction rather
than happiness (Frey& Luechinger, 2007).

Multi-item question

Satisfaction with Life Scale is composed of 5 questions with answers from 1 to 7, where
number one means “strongly agree” and number seven “strongly disagree”.

1. “In most ways my life is close to ideal.”

2. “The conditions of my life are excellent.”

3. “Iam satisfied with my life.”

4. “So far I have gotten the important things I want in life.”

5. “If I could live my life over, I would change almost nothing.”

The multi-item question gives a better picture about individual s satisfaction.

13
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It is necessary to mention that a subjective evaluation of happiness includes biases.
These can be caused by the order of questions in the questionnaire, the use concrete words, or
the person’s current situation. (Frey& Luechinger 2007).

Despite these biases, subjective well-being reports measure the satisfaction level of
individuals very well and can be used in economics or econometrics models detecting
dependency on income, GDP, unemployment or marital status, age or level of education.
Having an understanding of these dependencies helps economists to guide the economy
toward a collective happier life. As John Whitmore (2002) said: "The economy should serve
the people not people serve the economy.” The comparison of self-reported subjective well-
being questionnaires and surveys has a strong relationship to the results of brain wave tests,

proving that subjective methods of testing provide equally reliable data.
Other methods of measuring SWB
Experience Sampling Method

Individuals who take part in and experience sampling test have an electronic diary
where they record the affects of certain moments in their natural environments on their
subjective well-being. Individuals in this study immediately answer questions about their
current feelings, positive or negative. This method is more costly and therefore not used as

often as surveys.
Day reconstruction method

The subjects in a day reconstruction experiment have to describe their previous days in
as much detail as possible and answer questions about their feelings in particular episodes of
the day. For example, they will describe the time at work they felt happy or frustrated. When
recounting positive emotions, people may use words like happy, warm, friendly and enjoying.
Conversely, words like angry, hostile, and nervous are common when describing negative
feelings. Participants are also asked if they felt competent or tired in that certain time. This
method gives a much broader perspective on people’s feelings in concrete episodes of their
lives. Day reconstruction method is quite new and it gives more support to the concept
“happiness” rather than “life satisfaction”. It only evaluates certain moments in the day,

proving to be less useful for economics. (Frey & Luechinger, 2007)
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2.5. World map of happiness

The first ever World Map of Happiness was produced by Adrian White, Analytic
Social Psychologist at the University of Leicester in the year 2006. He used data published by
UNESCO, the CIA, the New Economics Foundation, the WHO, the Veenhoven Database, the
Latinbarometer, the Afrobarometer, and the UNHDR to create a global projection of

subjective well-being.*

A Global Projection of Subjective Well-being:
The First Published Map of World Happiness

Map created by Adnan White, Anal/tic Social Peychologist. University of Leiceter (2008)

Map and farther anadysis incorporates dota putinhed by UNESCO. the WHO. the New Economics
Foundaton e Veermoven Datatose. Te Latinbarometer, e ABodassimater the CLA. and P UN
Humas Cevelopeent Regon

Avet

Magey

— Avetage Urhdggry

Canographic Unk + Universty of Leicester

According to the research the 20 happiest countries in the world are 1 — Denmark, 2 —
Switzerland, 3 — Austria, 4 — Iceland, 5 - The Bahamas, 6 — Finland, 7 — Sweden, 8 — Bhutan,
9 — Brunei, 10 — Canada, 11 — Ireland, 12 — Luxembourg, 13 - Costa Rica, 14 — Malta, 15 -
The Netherlands, 16 - Antigua and Barbuda, 17 — Malaysia, 18 - New Zealand, 19 — Norway,
20 - The Seychelles. Position of other states: 23 — USA, 35 — Germany, 41 — UK, 62 — France,
82 — China, 90 — Japan, 125 — India, 167 — Russia. The three least happy countries were: 176 -
Democratic Republic of the Congo, 177 — Zimbabwe, 178 — Burundi.

* Source: official web page of the University of Leicester, 22th of February 2011.
http://www?2.le.ac.uk/ebulletin/news/press-releases
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As you can see Bhutan, the state maximizing GNH instead of GDP mentioned above,

occupies the eighth place in the world happiness scale.

2.6. Determinants of subjective well-being

Before reviewing the econometric models in chapter 5.2., it is necessary to present case

studies that have been presented regarding this topic.
Frey and Stutzer (2000) established three primary sources of individual happiness:

1. Personality and demographic factors — This is a field studied especially by
psychologists. This field covers personal aspects as materialism, self-confident,
altruism, setting and achieving goals in life, optimism and demographic factors as area
of living, number of children, marital status and other. Economists propose that even
personality can be influenced by economic conditions. During a time of economic
prosperity, a person is much more likely to have an optimistic attitude than during
economic depression. By definition, optimists are happier than pessimists. It is not
uncommon for demographic characteristics of a society to be influenced by economic
conditions. For example, divorce rates fluctuate depending on economic conditions
(Frey & Stutzer 2001).

2. Micro- and macroeconomic factors — These elements focus on studies primarily
regarding the effect of income on subjective well-being. Higher personal income
corresponds with higher happiness, but happiness does not rise proportionally with the
income (further details regarding Easterlin paradox will be explained in later
chapters). Sometimes it is not the income of the household that measures the wealth,
but rather the amount of debts. Other factors taken into consideration are

unemployment, inflation or GDP (Frey & Stutzer, 2001).

3. Institutional conditions — According to previous research, more active roles of citizens
and higher political participation is connected with higher happiness. The feeling of
freedom and possibility of making decisions about their lives makes people happier in
general. More recent studies have begun to focus on trust, trust in people, institutions,

state, European Union etc.
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ADD 1.

Although personality traits are elements typically based in psychology, economists see
these attributes as having a great influence on the perception of subject well-being. Set point
or dynamic equilibrium theory of subjective well-being describes the influence of personality
on happiness and vice versa. The theory proposed that individuals have their set point of
being happy which never change, even after a huge change in their life (i. e. winning a huge
sum of money in lottery). During the time, the individual will inevitably return to their
equilibrium point (Headey & Wearing, 1989). There have been cases in which returning to the
set point has taken a considerable amount of time. A survey in 2005 provided evidence to
support an elongated return time, which resulted in revisions to the theory. The new research
showed that people who scored high on the scale of extraversion and/or neuroticism and/or
open-mindedness are more likely to experience a shift in their personal level of satisfaction
(Headey, 2006).

Socio-demographic factors are included in economics analyses of subjective well-
being. The most significant determinants of satisfaction are age, gender, marital status and
health. Other contributing factors are ethnicity, close relationships, intelligence, education,

religion, number of children, etc. (Frey & Stutzer, 2001).

Prior to the year 2000, conclusions about the relationship between age and happiness
were contradictory. Clark and Oswald (1994) found U-shaped pattern for UK, Winkelmann
and Winklelmann (1998) found an increase in age had only negative effects on happiness,
while Easterlin and Schaeffer (1999) proposed that there was no relation at all. Van Praag
found an inverted U-shape. After the year 2000, more studies were conducted, and economists
concluded that the relationship between age and happiness ceteris paribus can be graphed in a
U-shaped. Blechflower and Oswald (2007) used data from USA, Europe and the World Value
Survey about 60,000 participants from around 60 countries, and a U-shape in the relationship
of age and happiness was found. Persons start to be less happy when they turn out 18 years
until they reach 50 The shift can be as much as 1,5 on a 10 point scale of satisfaction
(Blanchflower & Oswald 2008). A U-shaped relationship of age and happiness was proved
also by Clark (1996) report the minimum along late 30s and early 40s (Hudson, 2006).

Gender is other aspect which influences reported level of satisfaction by participants

of socio-demographic studies. Women on average report higher happiness than men, but the

17



Subjective well-being and trust 2011, Charles University

difference is rather small. Women experience much more extreme emotions and are more
likely to report being very happy and also being very unhappy. Women have higher intensity
of feelings which may explain why women are considered happier. Some studies proposed
that women have lower aspiration levels than men. This would result in average lower
income, and therefore less happiness. One study that took place in America from early 1970s
to the late 1990s suggested that women have experienced a decline in reported subjective
well-being and men have not. These decades were connected with lower discrimination

against women and their fuller integration in working life (Frey & Stutzer, 2002).

Health is an extraordinarily prominent variable included in studies of happiness.
Researcher Adrian White has proven that health levels have a stronger correlation with a
nation’s level of happiness than with any other factor (correlation of .62)°. According to
research in United States in 1960 the most influential factors in Americans’ happiness were
broken down into nine primary categories. Health was second (48%) just after economic
category (65%) (Cantril, 1965). This case study supports the idea that money buys happiness.
Yet this cannot be a completely accurate conclusion because although money can support a
higher quality medical care, hospitals and doctor’s offices do not always have the guaranteed
solution to all life’s problems (Easterlin, 1974).

In addition to health, marital status has been greatly supported as being an influential
factor on an individual’s happiness. On average, married people are happier than those who
are single, divorced or widowed (Balchflower & Oswald, 2000). Two main claims support the
theory that married people are happier. The partner is a source of support, self-esteem and
they suffer less from loneliness (Frey & Stutzer, 2001). Bruno S. Frey (2008) investigated
these ideas with data from German Socio-Economic panel as a foundation. This study is based
on 21 809 observations for 1 991 people in Germany between 1984 and 2000. He compared
the shift in satisfaction before and after marriage. The results showed that the reported life
satisfaction increased around the time of marriage but after some time started to decrease

again. The phenomenon can be explained by one of two things: either people become

> Source:official web page of the University of Leicester, 22th of February 2011,
http://www?2.le.ac.uk/ebulletin/news/press-releases
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accustomed to life with another person and revert to their original set point, or their love

simply fades with time (Frey, 2008).
ADD 2.

As far as economic factors are concerned, modern studies focus mainly on the impact
of income and unemployment. Numerous studies also evaluate the effects of wealth,

possession, leisure, benefits, win profits, heritage, GDP, and level of taxation.

The question of income is the most interesting for economists, but also the most
complicated with diverse conclusions. Working and making money does not make people
happier solely because they can afford more material goods. It is an achievement in society,
and a feeling of increased value and worth. There are three main findings in a relationship
between income and happiness. Firstly, people with higher income are happier then people
with lower income. However, this relationship is not proportionate. Also people in richer
countries are happier than in the poor countries. Secondly, as an individual’s income
increases, so too does their happiness. Yet this is not a proportional correlation, because this
personal achievement results in higher aspirations and expectations. Thirdly, an increase in
incomes of all people does not result in a rise in global happiness. Everything is relative.
Imagine that your income increased but the income of others not. Would you feel better?
Many people would answer “yes”. Effect of higher income is nullified by higher living level
norms (Easterlin 1995).

Easterlin (1995) theorized that richer people are on average happier than less wealthy people,
but if the level of income increases throughout a whole society, people will not be happier
because their income did not increase in comparison to others’ incomes. Comparison is
asymmetric; people look upward when they compare (Frey & Stutzer, 2001). As a result,
economists refer to economic gains using the term “relative income”. If an individual’s
income increases and the income of others stays the same, his relative income has increased
and he should theoretically be happier. If his income increased at the same rate as others’
around him, the relative income remained the same and everyone maintains the same level of

happiness (Asenjo,2008).

In the practical part of this essay, concretely in the econometric models, relative income is
used in place of absolute. The source of data which is used do not include question about

absolute income, furthermore, people are often hesitant to share exact numbers of their
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income. Even without exact figures of absolute income, studies using relative income have

proven nearly as valuable.

Mc Bride (2001), Blanflower and Oswald (2004) conducted a study with a reference
group that resulted in a negative relationship between happiness and income of reference
group negative relationship between happiness and income of the reference group. Reference
group, in this case, refers to a group of people with which the individual compares himself.
Although they used varying techniques to settle reference group on the same data (from
United States) they reached the same conclusion. Lévy-Garboua and Montmarquette (2004)
collected data from Canada while Sloane and Williams (2000) used the data from Britain, and
they too came to the same result, relation between income of reference group and happiness

of individual is negative and significant (Asenjo, 2008).

Frey and Stutzer (2001) propose another perspective on this complex relationship.
Income positively influences happiness until it reaches a certain level. Once an individual
exceeds this income cap, monetary gains have little to no influence at all on his or her

happiness.

The relation of income and happiness is the most intricate from the perspective of
economists despite disparity in final conclusions. Therefore, to better understand the
importance of relative income, two additional chapters will be devoted to this topic. Chapter
2.7. will be dedicated to Easterlin, his findings, the Easterlin paradox, and its detailed claims.
Chapter 2.8. will be focused on adaptation and aspiration level resulting in a negative

correlation between income on happiness.

Unemployment has a significant effect on happiness. The intentions of studying the
effects of unemployment status on happiness is to provide evidence verifying that involuntary
unemployment generates unhappiness, i.e. unemployed are less happy than employed (Clark
& Oswald, 1994 & Gerlach & Stephan, 1996).

There is no question that involuntary unemployment decrease happiness. Employment does
not only play an economical role in a person’s life, but also helps obtain a sense of fulfillment,
belonging, and self-worth. Loosing of a job can also cause depressions, place a great strain on
interpersonal relationships and ultimately result in lower confidence levels. Conversely, if a
job is causing undue stress and discontent, then voluntary unemployment can have a positive

effect on personal happiness (Frey & Stutzer, 2001).
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It is necessary to find equilibrium between work and leisure. If people work too much, even if
they have a very high income, they are very often unhappy because they do not have time to
enjoy the benefits of their wealth. Finding this work-life balance is not a simple task.

ADD 3.

Although the aforementioned traits play a major role in measuring happiness, institutional
conditions such as the stability of a political system and its level of democratic involvement
also influence personal perceptions of contentment (Peir6, (2001). Trust both in people and
the state have been less prominent in these discussions, but is equally as significant. Hudson
(2006) divided trust into two primary categories. First, dyadic trust depends on interpersonal
relationships, while social trust, later referred to as institutional trust, political and
international trust. Judging by the significance of his research, trust in people and in the

institution are worthy of in depth discussion and will be examined in chapter 3.

2.7. Easterlin
2.7.1 Easterlin paradox

The topic of relationship between happiness and income is complicated it is proofed
by heterogeneity of empirical evidence. Early discussions about this topic were initiated by
Easterlin’s 1973 and 1974 works. Easterlin used different aggregates of data such as
international cross-section data, time-series for United States and cross-section data from

different countries.

Easterlin made three main conclusions; first, the relationship between the income and
happiness inside of the countries appeared as positive, second there was no difference in
subjective well-being among rich and poor countries, and third, in the time period 1945-1970
in United States the income per capita increased doubly but the subjective well-being stayed
the same. The Easterlin paradox states that wealthier countries do not have higher subjective
well-being, and while the GDP per head is growing, the average subjective well-being in

those countries remains unmoved.

Easterlin first experimented with surveys about people’s happiness during World War
I1 until 1974. He studied the relationship between happiness and income in nineteen countries

both developed and less-developed. His research sought to conclude whether or not members
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of wealthier societies are happier than of poorer ones. Should inhabitants of more developed
countries be expected to have a higher level of happiness? Does the economic growth of
country cause increase of happiness (Easterlin, 1974)?

Easterlin used two types of data in his research. The first was implemented by Gallup,
and quickly spread throughout the researching community using simple question: ”’In general,
how happy would you say that you are-very happy, fairly happy or not very happy?” Soon
after, alternative surveying methods turned to the four and ten point scales for more accurate
results. The second, less common but more sophisticated method, was devised by Cantril
(1965), and used the technique he called “Self-Anchoring Striving Scale”. In the first step a
person is asked to create his own ladder to define “top” and “bottom”, “good” and “bad”, the
“best” and the “worst” life which he could imagine. The responder uses his own extremes to
evaluate his level of happiness on a 10 points scale, where O represents the worst possible life
and 10 represents the best possible life, and the words “worst” and “best” already the person
had defined by himself.

Happiness is the product of a multitude of variables in addition to wealth or economic
growth. As a central concept of his paper Pigou stated, “that there is a clear presumption that
changes in economic welfare indicate changes in social welfare in the same direction, if not in
the same degree [p. 3].“ He was looking for empirical evidence to validate this claim. A bold
conclusion from Abramovitz was right to point out that economics dominate Pigou’s dictum
and ignore the possibility of divergences between economic wealth and happiness. Increase in
output generates higher level of people’s aspirations and negates the positive increase of well-

being (Easterlin, 1974). Goals and aspirations will be discussed in further chapters.

First, Easterlin evaluated data from survey of the American population, conducted in
December 1970, and proved that higher income is connected with higher happiness. These
results were reaffirmed in additional 29 surveys using both types of poles (13 of Cantril type),
10 of them related to United States (1946-1966) and 19 to other countries, 11 of them
including Asia, Latin America and Africa. All reports determined that people from higher
status group are, on average, happier that people from lower one. Inkeles (1960) concluded
that people with higher income, higher education, and a better job which requires more skills,
evaluate themselves as happy, satisfied, laughing and free of sorrow. This data was based on

studies involving 15 countries. He challenged the spreading idea of the “carefree but happy
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poor”. Easterlin states that similar conclusions are reached by Bradburn (1969), Robinson and
Shaver (1969), Wilson (1967). and Gurin er al. (I960)” (Easterlin, 1974).

Second, Easterlin examined level of happiness in 14 countries: United States, Cuba,
Egypt, Israel, West Germany, Japan, Yugoslavia, Philippines, Panama, Nigeria, Brazil,
Poland, India, Dominican Republic. The differences among economical statuses in each
country proved to uphold divergent levels of happiness. The same result would be expected at
the international level in cross-country research; that is, rich countries should prove higher
average happiness than the poor ones. Easterlin’s analysis among 14 countries, disproved this

hypothesis (Easterlin, 1974). This revelation was termed as “Easterlin paradox.”

In his other examination of happiness at the international level, Gallup-poll type of
data was used. In 1965, the standardized question was used only in 7 countries including
Great Britain United Sates, West Germany, Thailand, Japan, Philippines, Malaysia, France
and lItaly. In addition, there was a survey distributed in 1958 in Japan and 1966 in United
States. These results did not prove any consistent relationship between happiness and GDP as
in the case of within-country studies of the relationship between happiness and economic
status. The four countries with the lowest GDP did not prove to have a high level of average

happiness nor the lowest one; their results were located somewhere in the middle.

The third topic that Easterlin investigated was the question: ”Will raising the incomes
of all increase the happiness of all ...?" (Inkeles, 1960). Unfortunately, the inconsistencies in
questions about happiness did not allow him a perfectly clear analysis. He was able to put
together only time-series data from United States from 1946 until 1970. He pointed out the
importance of posing the question respectively, as well as the options for answers given. In
the first seven surveys, the multiple choice answers were “very happy”, “fairly happy” and
“not very happy”. When the last option was negatively altered to read “not happy” it resulted
in lower quantity of participants choosing the last option and substituting for the middle
option “fairly happy”. Therefore, only the highest evaluation of happiness remained
unchanged. Because of that Easterlin emphasized the “very happy” category.

It is only natural for human beings to compare themselves to one another and the level
of happiness is dependent on with which reference group they compare. Imagine a family
having a nice house and a good car. If their house is bigger and the car better than those of

their neighbors they are happy. They can have the same house and the same car in a richer
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part of the town full of villas with swimming pool on the garden and Porsche in the garage
and it is possible they will still be unhappy. Therefore, if people’s income increases generally
the level of happiness remains the same. But if only the income of one individual increases
and all others remain the same, the individual will become happier. This is one of explications

of why even if the GDP grows, the reported happiness remains the same.

Easterlin described so called “consumption norm”, which provides standards about
when to be happy and when to be unhappy. These norms are included in society and people
are following them unknowingly. These measurements are likely to increase with the rise of
prosperity of the country. This proves why happiness remains constant. Another explanation
given by Easterlin is that the economic growth is redeemed by higher pollution, more traffic,

stressful life or depressions (Easterlin, 1974).

There is a positive correlation between the growth of economic development and
aspirations for material objects. The tastes or standards of people shift with the economic
growth, and therefore the positive effect on subjective-well is smaller or even totally offset

from what was expected in the economic theory (Easterlin, 1974).

In summary, within the countries, income influenced level of happiness, and people
from higher income category reported higher subjective well-being. However, when
comparing these countries to each other, the same conclusions were not valid because
countries with higher GDP per capita did not necessarily report higher subjective well-being
on average. In one national time series the happiness does not grow with the income. The
reason for this is explained by growing aspiration levels which offsets the positive impact of
rising income and adaptation. Relative status consideration involved in Duesenberry-type
model has a big influence on happiness. The people evaluate their happiness comparing their
situation with standards settled by society (Easterlin, 1974). The only moment when the
increase of income causes an increase of happiness is when income is lower than the
subsistence wage (Asenjo, 2008). Easterlin’s work caused an expansion of sampling data of
individual well-being and main socio-economic information about individuals as income, age,
nationality. Measuring of the quality of the life has expanded. Some of the current studies
supported Easterlin while others questioned him. New theories concluded that well-being
does not increase with income only because of comparison and aspiration, but also because of

human’s expectations.
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2.7.2. Explanation of Easterlin paradox

The first element of Easterlin paradox is the concept of social comparison. The amount
of money in the bank, or an increase in income does not make people happy, but rather a rise
in satisfaction is derived from comparison, with our colleagues, with our neighbors, and the
worth the people all around (Asenjo, 2008). One proverb says: “In the land of the blind the
one-eyed man is king.” This explains how perception of happiness is relative based on your
surroundings. With a regular house in a small village surrounded by small and old house you
would feel like a millionaire (and neighbors would share this perception). The same house on
the edge of town, surrounded by beautiful and huge villas would be perceived as the property
of a poorer individual. An individual earning an income of 1000 euro per month within a
collective of people with average income of 800 euro, would feel satisfied while someone
earning the same income 1000 euro per month within people with average income of 1200
euro is likely to feel unsatisfied. This sense of competition is what continues to drive society
toward a model of progress. It is a power which moves mankind to be better, more efficient,
discover new things. For those that are less wealthy, absolute income appears to have a more
significant impact on happiness. Once an individual has reached a certain level of income,
they begin to focus more on their economic status in comparison to their peers, and therefore

relative income plays a more prominent role in happiness (Asenjo, 2008).

Veblen talks about the importance of reputation and prestige in the question of
happiness. His primary claim argues that people strive to be rich not because of purchasing
more material goods but to outperform the others in a question of reputation and prestige. The
wealth is appreciated because it brings honor and reputation. Smith posed the same question
about the reason for an accumulation of wealth and came to a very similar conclusion. He
wrote that what we are really interested in is our pride, not calmness and pleasure (Smith,
2004). Wealth is desired because of the prestige and attention associated with it. It is the
desire to be admired and arouse feelings of envy towards him. The significance of relative
income was proved by American professors (Solnick & Hemenway, 1998) from the Harvard
University. They prepared a questionnaire containing two situations where an individual has
the same costs of living. In the first, the participant would have the salary of 50 000 dollars
USD for a year and the others 25 000 dollars USD. In the second scenario the participant
would have 100 000 dollars USD of income for a year and the others 200 000 dollars USD for

a year. Participants had to choose in which situation they would prefer to live. The majority
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chose the first scenario even if in the second one would have double amount of money. They
preferred to be poorer where relative income was higher. This survey proves priority the
importance of social comparison. This situation was visible in a case between East and West
Germany, although, the wages had increased the happiness reduced. Again the comparison
between poorer East Germany with richer West caused the decrease in happiness (Asenjo,
2008).

The second element of Easterlin paradox is an adaptation. In the stimulation where
motivating factors are repeated or constant, the pleasure reduces. If a small child gets a bar of
chocolate only sometimes, you can see its sparkling eyes and happy face. Getting chocolate
everyday would make this occasion ordinary and would not evoke as much happiness.
Satisfaction is dependent change. Novelty results in higher satisfaction, yet as the newness
wears off, the gratification decreases level again. The theory of adaptation was introduced by
Adam Smith. He wrote that the mentality of people will always return to its natural and
habitual level. During prosperity it decreases to its usual state and during adversity increases
to its natural level again (Smith, 2004). Asenjo states (2008,p.34): “There is no fullness of

human’s desires.”®

. After achieving one goal, there is always further aspiration. The model of
economic increase supports the theory that what is a luxury for one generation will be a
necessity of the next generation (Asenjo, 2008). For example, it was not long ago when the
mobile phone was a luxury of rich people , and today it is commonplace for children to have
them. Now, the majority of people in developed countries cannot imagine life without mobile
phone, and frequently in this rushed world it is not even possible. People believe that they
need only 15 or 25 % more than their current income to be totally happy. However, the desire
for this marginal gain remains even after the increase in income. It has been said: “A lot is
never enough”. Veblen explains this in relation to the concept of adaptation On the one hand,
adaptation is a good characteristic of a human being, because in a case of an accident, people
are able to be happy again even after tragic event. Conversely, this ability also contributes to
complacency in what would have once been perceived as contributing to much higher levels
of happiness. This theory is supported in a study performed by Brickman, Coates and Janoff-
Bulman (Brickman et al., 1978). They compared the level of happiness within three groups of
people, those who won the lottery, people who experienced an accident which left them

paralyzed, and a control group. They came to the conclusion that the happiness was not

® Liberal translation by author: “No hay saciedad de los deseos humanos.”
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significantly different among the three groups. The people in the two experimental groups
adapted to their new standard of living. Already Smith discussed this ability at length. He
wrote that a man with an artificial limb would adjust and start to enjoy the pleasures of life
again (Asenjo, 2008).

The third component of the Easterlin paradox is the error of future affective estimation
(aspiration); the cognitive decision to set expectations above and beyond the norm, or
conversely, to exaggerate the level of discontent in a less than ideal situation. Again Smith
deals with overestimation and the difference between the level of happiness in actual situation
(Smith, 2004). An experiment on this topic took place at Harvard University (Wilson and
Gilbert, 2003). Participants were asked about the level of happiness that they would associate
with different events in life. Later, when the events really occurred, researchers reevaluated
the questions about actual happiness. More than 95% of participants responded with a lower
level of happiness than expected. The estimation of future happiness is evaluated based on
current preferences. When the event happens, happiness is evaluated from the new
perspective that is inevitably different than the previous. They did not realize that their point
of view had changed. This method is also valid for evaluation of past experiences. We value
the past based on perspective at the present time and forget that it may have been different in
the past. Smith said that the expectation of being rich or successful provides more pleasure

than the actual increase in income (Asenjo, 2008).

2.8. Adaptation and aspiration level

Kahneman (2000) discusses a theory called treadmill effect in relationship to
aspirations. He follows the study done by Brickman, Coates, and Janoff-Bulman (1978), who
pointed out that after a period of time the lottery winners did not show a higher level of
happiness than the control group, and the paraplegics were not noticeably unhappier.
Brickman and Campbell 1971 used the term “hedonic treadmill” for such observations based
on aspiration level. Helson (1964) introduced adaptation level as explanation of perception
and judgment. People are fully capable of adapting to different temperatures. Imagine
jumping into a cool swimming pool or running to the warm water in the sea. After a while

people’s feeling about the temperature of the water adjusts and they feel neither cold nor hot.
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Brickman and Campbell proposed that hedonic value of life is connected with a similar
process of adaptation (Kahneman, 2000). As we are able to adapt to the cold water in the
swimming pool we are able to adapt to circumstances happening to us, such as higher income

or worse health.

Kahneman (2000) himself questioned the theory of treadmill effect. A study among students
in California and in the Midwest was done to examine the widespread opinion that
Californians are more satisfaction with the life than Midwesterners (Schkade & Kahneman,
1998). The study showed that both groups report the same level of satisfaction. From the
objective point of view, it could be said that Californians are more satisfied because their lives
are richer in pleasures, less burdened by hassles and they are, on average, in better mood.
Treadmill effect occurs only because the Californians used different scale of happiness. The
same occurred in Japan when, despite a large rise in the standard of living, the reported
satisfaction remained the same in the years 1958 and 1987. This would mean that perhaps the
life circumstances affect happiness but the surveys on subjective well-being are not able to

measure it.

Brickman and Campbell explained the treadmill effect using adaptation level expound by
Helson (1964) expounded upon their explanation by developing the term hedonic treadmill.
Kahneman (2000) clarified the treadmill effect with the psychological concept of aspiration
level (Irwin, 1944). He called his hypothesis a satisfaction treadmill. The aspiration level is
situated between realistic expectation and reasonable hope. Achievement of aspiration level
makes the person satisfied and quiet satisfied if come closer to achieving the aspiration level.
The aspiration level is determined by past attainment. For example, current level of income is
the most important determinant of income necessary for the household to be considered as

satisfactory (Van Praag & Frijters, 1999).

With rising income the reported satisfaction level remains the same, and according to hedonic
treadmill theory, it is because of the ability to adapt accordingly. When income rises, pleasure
exceeds the adaptation level for a while, but with the time the adaptation level will catch up to
the new income and we adapt to the new level of income just as we adapt to colder water in
the swimming pool, and the pleasure will return to the original level. Satisfaction treadmill
theory explains the phenomenon of changing aspiration level. As an individual experiences
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the pleasure of higher income his aspiration level also rises and therefore the satisfaction falls
again to the original level. Kahneman posed an additional assumption to the satisfaction
treadmill theory connected with happiness: “People require a certain balance of pleasures

and pains to report themselves happy or satisfied with their lives.” (Kahneman, 2000, p.18)

Frey and Stutzer (2001) were also interested in aspiration level. Our own experiences
and experiences of others form our aspiration level. People behave according to their past
experiences, the expectations of the future that form their aspiration level. Their aspiration
level, current living situation and, of course, their personal qualities decide their feeling of
satisfaction. At the beginning, a raise of our income makes us happier but we get accustomed
very fast. Frey and Stutzer combine the two theories, the theory of adaptations and
aspirations, saying that hedonic adaptation leads to higher aspiration levels. Shifting
aspiration levels can lead to an inverse relationship between income and happiness, higher
income leading to lower happiness level (Frey and Stutzer, 2001). As it is said: “More is
never enough.” This pressure gives mankind motivation to develop, discover, probe etc.; it is
a force for progress. Aspiration level theory also assumes that happiness is determined by gap

between aspiration and achievement (Michalos 1991, Inglehart 1990).
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3. Trust

3.1. Economics of trust

Trust is a traditional topic examined in Sociological Sciences, and more currently,
economists have showed interest in the concept of trust. All economic transactions have a
precondition and the precondition is reciprocal trust. The markets could not exist without the
trust. Kenneth Arrowed, 40 years ago, called it “invisible assets”. On the other hand, “visible
assets” exists as capital and labor. Kenneth Arrow claimed that backwardness in some
countries is caused by lower level of reciprocal trust in the country. If the country has a strong
atmosphere of trust, the country prospers. If the trust fails, a crisis will come (Ml¢och, 2006).
Whether or not this holds true for subjective well-being will be examined in this essay. Does
trust also imply subjective well-being of the inhabitants and not only general prosperity of the
country? Does lower trust bring “crisis of happiness or satisfaction”? Similar to the economics
of happiness, the economics of trust records large expansion. Oliver Williamson, exponent of
microinstitutional economics, had studied the concept of trust. Francis Fukuyama wrote a
book about trust in 1995. Also, Mark Casson wrote a book related to trust, and the phrase
“economics of trust” appears in a subheading of the book (Micoch, 2006). The trust in
economics science experiences the same troubles as the concept of subjective well-being.
Trust and well-being are both underestimated because they are hard to measure and are also
intangible, they cannot be bought or sold.

3.2. Trust

Harford (2010) gave a nice example about life without any trust. Imagine that you go
to a shop to buy milk and a refrigerator is locked. You ask a shopkeeper to give you the milk
and (he or she) will start to argue whether you pay first or get the milk first. The only solution
you find is exchange money and milk hand by hand. Now, imagine arranging a mortgage, to
get a loan the bank needs to trust you. Would you be happy in a world without trust? Trust
enables people to do business with each other and earn money (Harford, 2010) but not only to
do business, trust enables people to live, to spend time with other people, to have fun, to do
what makes them happy, to do sports, go skiing in the mountain, travel, build a house or even

get married and have children.
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From the end of 70" last century an interest for trust started to rise. Georg Simmel said
about trust that fluctuates between total knowledge and total uncertainty. If a person knows
everything, would not need to trust, if the person does not know anything, would not be able
to trust rationally. It also works like this in the economy, people have some information, but

not all of it therefore trust is important.

Trust reduces a rate of uncertainty, in which we would otherwise have to live with, it
makes the world a more pleasant place to live. Those who trust believe there exists a limited
number of possibilities in the future, which makes it easier for them to make decisions. Try to
choose among unlimited number of possibilities or among only three. This is the opinion of
German sociologist Niklas Luhmann. A disadvantage is that the trust supposes that we are

dependent on the concepts and people we trust in (Ml¢och, 2006).

The economics distinguish between trust personal (trust in people), informal trust,
coming from that you are nice to your neighbors and trust impersonal (trust in institutions),
which enable to settle a bank account or get a number of your credit card in internet. These
two kinds of trust influence the other. We are more willing to trust in people if we know that
we can call a police if necessary or sue somebody for something if we are protected by the
law. The institutions have a task to create a good environment of trust (Ml¢och, 2006).
Therefore trust in people, which will be examined in the practical part of this essay, can be

interpreted as a efficiency of institutions in a given state.

The level of trust in society is hard to measure. Trust, like subjective well-being can be
measured using questionnaires and posing questions “How much do you trust in...?”
Objectively, the drawback of trust can be noticed. For example, if the people lose a trust in
market, they will start to invest less. The externality of distrust can be macroeconomical loss
(MlI¢€och, 2006).

Literature occupying the topic of trust has been growing very rapidly lately. Part of the
literature uses surveys such as World Values Survey or Eurobarometer to examine the
difference of trust in the countries. A prominent theme in the data from this research is that
most forms of trust are lower in Eastern European countries than Western ones. Another part
of the literature looks for causes of trust and aims to define which are useful for building

trustworthy political and social institutions. The third part of literature is about the
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consequences of trust f.e. functioning of institutions (Mueller, 2008). Until now, there existed
only a few papers on the influence of interpersonal or institutional trust on life satisfaction
(e.g. Bjornskov, 2003, Hudson, 2006 or Mueller, 2008).

3.3. Trust and subjective well-being

Why would trust have impact on subjective well-being? Imagine a world without any
trust. Imagine for example that you have a partner in whom you cannot trust. Would you be
happy with him/her? Would the relationship make you happy? Imagine that you would like to
settle a family and build a house. Now imagine if you did not trust banks with your money,
and also imagine lenders did not trust you with a mortgage. Or you would like rent skis at a

ski resort and have some fun with your friends but the rental would not trust in you.

Trust in others reduces the transaction costs of agreements and also uncertainty about
the future because it is presumed that the other party will stick to the promises. It also reduces
suspicion about breaking the agreement and therefore avoids interpersonal conflict. To
summarize, trust in others increases the satisfaction of the trust giver because of increased
certainty about the future and reductions in: transaction costs, interpersonal suspicions, and
conflicts (Mueller, 2008).

It was found that institutional and constitutional factors also have an influence on
well-being. Economic freedom increases well-being in poor countries and quality political
system in rich countries (Veenhoven, 2000). Although, this research was focused mainly on
direct Democracy and Federalism. Frey and Stutzer (2002) prod into more analyses of well-
being in connection to other institutions such as Central bank or Corporatism. Hudson (2006)
uses data related to EU countries from Eurobarometer in the year 2001 to analyze the
relationship between well-being and institutional trust. He poses the question: “Does
institutional trust have such an importance on well-being, and to what extent?” Dyadic trust is
trust in individuals, which is close to social trust- the fact that you can trust to strangers
(Freitag, 2003), (Uslaner, 2002), (Hudson,2006). There is more research on social trust than

institutional trust. This paper will take into consideration both of them.
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3.3.1. Trust in people

Sztompka (1999), a sociologist, distinguishes trust by the following categories:
personal, categorical, positional, group, institutional, commercial and systemic. All are
working at the same basis because in the background of all of them the trust in people and

their behavior stands.

American psychologist Julian B. Rotter (2007) in her paper Interpersonal Trust,

Trustworthiness, and Gullibility states that high trusting people are less likely to be unhappy.

Mueller (2008) made analyses for 33 European countries, 14 East European countries
and, 19 West European countries using the variables: distrust in others, trustworthiness of
state (police, justice system and civil service), For his analyses data was taken from the
European Values Study (1999/2000). He observed the difference in trust between East and
West, and the influence of trust on satisfaction. Mueller tested three hypotheses about the
impact of trust on satisfaction. First, distrust in others has a negative impact on satisfaction.
Second, the higher the trustworthiness of the state, the closer to zero is the negative impact of
distrust in others — creating a buffering effect. Third, the trustworthiness of state agencies has
a positive direct effect on the satisfaction, other factors such as distrust in others being
constant. The analyses confirmed the first hypothesis; only Spain and Turkey recorded a
positive coefficient in distrust. And in Iceland, Portugal and Romania the significance level
was only 5%. In 28 out of 33 countries was vindicated that distrust influences their
satisfaction negatively. In testing of the second hypotheses the buffering effect on coefficient
of distrust in others effects the trustworthiness of civil service. In relation to the third
hypotheses, the trustworthiness of the police has a much higher impact on satisfaction than
other institutions of the state and even more in East countries, because post-totalitarian East is
more sensitive to behavior of the police than the West. The other two institutions (civil

service and justice) do not seem to have any impact on satisfaction (Mueller, 2008).
3.3.2. Trust in Institution

Why should one examine trust in institution? Trust in an institution depends on the
quality of the institution. People evaluate and set up the level of trust according to previous
experiences. The evaluation of trustworthiness gives a real picture about the quality of the
current institution, which is important for improving its state (Hudson, 2006). If the trust is

lost it is hard to restore. Therefore f.e. trust in parliament is a way to measure efficiency of
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this institution. According to their experiences people evaluate positively if the parliament

keeps promises and rules well.

Happiness is influenced by socio-economic variables such as income, age, marital
status, employment and education. Institutional quality has influence on socio-economic
variables and therefore also implicitly influences the level of happiness. Since the quality is
hard to measure. Hudson (2006) introduced the relationship between quality and trust. He
summarized: “Institutional trust, when conditioned by socio-economic variables, is a proxy
for institutional quality” (p.13). Hudson tested a relationship between satisfaction and

institutional quality which is represented by institutional trust (Hudson, 2006).

Hudson used the data from Eurobarometer from the year 2001(April/May) for his
research. The question about happiness was posed as usually: “On the whole, are you very
satisfied, fairly satisfied, not very satisfied or not at all satisfied with the life you lead? Would
you say you are......2 " Possible responses were: (i) very satisfied, (ii) fairly satisfied, (iii) not
very satisfied and (iv) not at all satisfied. He included in the econometric model trust variables
as binary variables number 1 representing trust of institution, and number 0 representing “do
not know or do not trust”. The trust in the national government, the ECB, the police, big
business and the UN occurred significant at the 1% level and in the law at the 5% level and all

showed a rise in life satisfaction (Hudson, 2006).

There could be considered also the opposite direction in the relation of happiness and
trust. Do happier people trust more in institutions? Or the fact that institutions are trustworthy
makes the people happier? In the case of unemployment — happiness is settled the same
question. Are unhappy people more likely to be unsuccessful in their lives? Frey and Stutzer
(2002) concluded that more important is the direction from unemployment to unhappiness.
Currently, there is not much literature available about the relationship between happiness and
institutional trust. Therefore, the same direction as in the case of unemployment will be
assumed in this paper the untrustworthiness makes the people unhappy. Hudson (2006)
mentions “underlying mistrust” caused by dissatisfaction of a person with everything, which

does not reflect the institutional trust very well.
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3.4. The determinations of trust

Hudson used the same data from Eurobarometer for an econometric model with trust
in institutions as a dependent variable. The results are as follows; divorced people trust less in
institutions as the law, the police, the national government and the voluntary organizations
because of the contact and experiences with these groups during a difficult phase of life.
People living in villages are more trustful with the police than inhabitants of large cities but
this can be caused by behavior of the police in different parts of the state. Women trust in
police more than men. Widowers show a higher level of trust across the main parts of
institutions. They maybe facilitate the trust to reduce feelings of loneliness, or the generosity
of others helps them to trust more. The unemployed tend to show lower trust than others but
only in particular institutions. As relative income and education quality rise, so does the trust
in institutions. The trust declines to a certain age and then turns to rise again, the turnings
points were age 44 for trust in the UN, age 56 in unions, age 53 in big business, age 48 in

voluntary organizations and age 44in EU (Hudson, 2006).
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4. Methodology

4.1. Econometric model

In this paper, the relationship between trust and satisfaction was tested. In the
Econometric model, two kinds of trust were examined. Firstly, general trust in people,
secondly, trust in Parliament, as a form of institutional trust. How trust influences satisfaction,
which kind of trust is more important, and how the influence differs in four selected countries
of the European Union was observed. All econometric models were exposed in the program
Gretl 1.9.2cvs. The aim is to evaluate the theoretical implications of the relation of these two
concepts as mentioned by Mueller (2008) and Hudson (2006). Mueller (2008) concluded
general distrust in people as significant, and negatively related with satisfaction, and that the
trustworthiness of state agency has a positive direct effect on the satisfaction. Hudson (2006)
showed as significant, and positively related, trust in the national government, the ECB, the
police, big business and the UN (see chapter 3.3.).

Ordinal logit model

Because the type of data used is an ordinal scale, and we are interested in finding out
the probability of a person choosing a certain level of satisfaction, the ordinal logit model is
the most accurate model to use. The ordinal logit model is also used the most in analysis of
happiness.

The binary logic regression model that shows “what function of the probabilities

results in a linear combination of parameters is”:

n prob event
1- prob event

] = Po+ BiXi+ B X+t B XKy

The “logit is the term given to the quantity on the left hand side of the equation. It is the
logarithm of the probability of an event occurring in relation to the odds given. You divide the
probability of the event occurring by the probability of the event not occurring. The amount of
change that takes place is represented by the value of the coefficient in the regression model.
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By defining the probabilities differently, the binary logistic regression model can be
adjusted to include the ordinal nature of a dependent variable. The probability of the event
and all events that are ordered before it needs to be considered, instead of only considering the
probability of one specific event, as in the example above.

In our case, satisfaction has a scale from 1 to 10. The following odds are modeled:

6, = prob scoreofl / prob score greaterthén

6, = prob scoreofl o2 / prob score greater th@n

6, = prob scoreofl, o2, or3 / prob score greater thah

6, = prob scoreofl, o2, o13,...,0r9 / prob score greatertha®

Due to the fact that the probability of scoring up to and including the last score is 1, the last
category does not have an odds associated with it.

General record of odds is:

0, = prob(score< J/ prolp score )] .i.e 6 = prdb score )/j prib searj)

J
The ordinal logit model for single independent variable follows next equalization:

In(9,) =, — BX
where j goes from 1 to the number of categories minus 1. In the case of satisfaction used in
following analysis as a dependent variable the categories are from 1-‘very dissatisfied' to 10-
‘very satisfied' and therefore j=1,2,...,9. That means that each logit has its own ¢; term but

the same coefficient S (SPSS, Ordinal regression).

4.2. Data

4.2.1. Source of data - Eurobarometer

As a source of data for the examination, graphs and econometric analysis, The Special
Eurobarometer 72.1 August-September survey’ will be used. This survey was created between
the 28"™ of August and the 17" of September 2009 and it is based on single-item questions.

Eurobarometer gives a description of the survey:

’ The data available to download at http://zacat.gesis.org/webview/index.jsp
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“The Eurobarometer 72.1 covers the population of the respective nationalities of the
European Union Member States, resident in each of the Member States and aged 15 years
and over. The basic sample design applied in all states is a multi-stage, random (probability)
one. In each country, a number of sampling points was drawn with probability proportional
to population size (for a total coverage of the country) and to population density. All
interviews were conducted face-to-face in people's homes and in the appropriate national
language”

To summarize, the participants were selected so that each sample of every member of

European Union represents its population in general very precisely.

4.2.2. Measurements

The metric measurement of happiness “life satisfaction” was used, which is based on
the answer to the following question: “All things considered, how satisfied would you say you
are with your life these days? Please use a scale from 1 to 10 where [1] means ‘very
dissatisfied' and [10] means ‘very satisfied".””® The participants were shown a table with a 10
point scale of which only the two extreme values (very dissatisfied and very satisfied) were

verbalized.

Two more important and observed variables were trust in people and trust in
institution. The question about trust in people was posed as follows: “Generally speaking,
would you say that most people can be trusted, or that you can't be too careful in dealing with
people? Please use a scale from 1 to 10, where [1] means that ‘you can't be too careful’ and
[10] means that ‘most people can be trusted'.* Trust in institution is referred to as trust in
parliament and trust in government. The question posed: “Please tell me how much you
personally trust each of the following institutions (The Parliament, The Government) using a
scale from 1 to 10 where [1] means ‘you do not trust the institution at all' and [10] means
‘you trust it completely'*. It will be focused on trust in parliament as one representative of
trust in institution, the similarity of trust in parliament and government will be assumed and
considered the fact that the question about government is immediately placed behind the

question about parliament and therefore the participant could be influenced.

® For the exact formulation of the guestion see Appendix 1.
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The real GDP in the year 2009 in euro per inhabitant was used. As a source of data the
Eurostat database was used”.

In the econometric model, more variables were selected according to literature
mentioned in the theoretical part of the paper and limitedness of the questionnaire. Source of
the data was Eurobarometer 72.1 August-September survey as well, containing the previous
questions about satisfaction and trust. Satisfaction was set as a dependent variable while trust
in people and institution were independent variables. To further the model, the age of the
subject (given in number of years) and age squared is incorporated into the equation to
provide a “U” shaped relationship as studies suggest it should. Gender (men, women) and
marital status divided in 4 groups: singles, singles with partner, married, divorced or
widowed. Further, economical factors appear employment was divided into two groups:
unemployed and otherwise; the ability of a household to make ends meet; and their relative
income. The question of relative income consists of two parts; in the first section the
participant confirms the amount of income that he/she considers as a lowest net monthly
income that his/her household would need in order to have a minimum acceptable standard of
living. The following question asks if his/her monthly income is “1-Much higher, 2-Higher, 3-
More or less the same, 4-Lower, 5-Much lower as this figure."* Another measurement of an
individual s economic status was wealth of household. Social factors included optimism about
future of the participant. As mentioned in chapter 2.6., economists suppose that even
personality can be influenced by economic conditions, for example, during economic
prosperity a person’s optimism is likely to be higher than during economic depression (Frey
& Stutzer, 2001) The area in which the participant is living (living in a city and countryside is
different) as well as the social level (in which level in society would the participant place

himself) has a great effect on the results of the aforementioned studies.

Individuals taking part in the surveys have the option to answer “DK” (=do not know)

to all of the posed questions. In my research, these answers will not be included because they

° Data available to download at
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/search_database
Y For questions in full see Appendix 1
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do not give any evidence of people’s satisfaction; it means that sets of answers gave by

responders with DK in any of used variables will be cut.

To simplify the analyses and econometric models, the study was focused mainly on
four states chosen: Denmark as a happiest country in the world according to previous
research, Spain and Czech Republic placed in the European scale of satisfaction somewhere
in the middle, and Bulgaria as less satisfied country in European Union. In this paper, ceteris
paribus, the cultural heterogeneity will be assumed based on the fact that countries with very
similar cultural background will be examined, excluding countries from, for example, Africa

where the concept of happiness can be perceived diversely.

4.2.3. Graphs
A) Life satisfaction — Members of EU

Graph 1
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Source: Eurobarometer 72.1, August-September 2009

Denmark is a member of European Union with the highest average of life satisfaction
8,16, on the opposite site stands Bulgaria with only 4,42. Spain and Czech Republic are
situated in the middle part of the life satisfaction scale with the average 6,95 and 6,54, in the
order given. The chosen states are marked in the graph with green color. EU average with

6,71 is marked by red color (Graph 1).
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The answers about satisfaction in four states selected were plotted in pie graphs

(Graph 2) for better visualization the structure of answers in given countries.

Graph 2
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Source of data: Eurobarometer 72.1, August-September 2009**

" N=the number of observations: Denmark n=1014; Spain n=1014; CZ n=1009; Bulgaria n=1020
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It is clear that in Denmark the most frequent answer given was the number 10, the
highest evaluation representing “very satisfied”, and the answers from 5 until 1 forms
negligible part. However, in Spain the number of participants evaluating their satisfaction as
“very satisfied” is drastically smaller. The most common answers are numbers 8 and 7
forming the half of the pie, answers from 5 to 1 occupy less than one quarter of the pie. In
Czech Republic the main answers were also 8 and 7 but also the number 5. The answers 8 and
7 do not occupy the half as in the case of Spain, to form the half the answer 6 needs to be
included. The answers from 5 to 1 occupy more than quarter. In addition, the evaluation 5 was
almost as frequent as 8 or 7. The structure of answers about satisfaction given was the
complete opposite in the Czech Republic. The highest evaluations from 10 until 6 form
slightly more than quarter of the pie, and the answers from 5 to 1 occupy less than three-
quarters of the pie. The most frequent seems to be number 5 followed by 4 and 3. The lowest
evaluation number 1 representing “very dissatisfied” was rather common. In these graphs
there is a comparatively outstanding difference of satisfaction in states belonging to European
Union. Denmark as a rich and well developed country on the one side and Bulgaria as a

poorer and still developing country.

B) Trust in people and parliament — men vs. women

The next chapter will be dedicated to trust in people and trust in parliament in each of
the four countries. It the graphs below (Graph 3) the answers about trust in people are plotted
where 1 means ‘you can’t be too careful’ and 10 means ‘most people can be trusted’, and trust
in parliament where 1 means ‘you do not trust the institution at all’ and 10 ‘you trust it

completely’. Answers are differentiated by gender.
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Source of data: Eurobarometer 72.1, August-September 2009*

2 Denmark n(m)=500,n(w)=505; Spain n(m)=469, n(w)=510;CZ n(m)=414,n(w)=510;Bulgaria n(m)=394,n(w)=540
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In Denmark the most frequent answer for trust in people was number 8 then 7, 5, 6 and
10. The answers of men and women were very close to the same. In the case of trust in
parliament most of the answers fell between 5 and 10 as in the case of trust in people, but the
men scored higher numbers than women. In Spain, most of the answers for both trust in
people and parliament were in the middle between 3 and 8, and in the case of parliament 1(do
not trust at all) was a more common answer. Women seem to trust a little bit less than men,
but the difference in Spain was not as visible as in Denmark. Czech Republic reported the
most 1 (do not trust at all) in both cases. Bulgaria scores mostly between 1 and 5. Because of
such drastic differences it was necessary to consult the theoretic works for further
explanation. The results corresponded to the literature, proving that most forms of trust are
lower in the post-totalitarian Eastern European countries than in the Western ones (Mueller,
2008), see chapter 3.2 and 3.3.1.

The results of the questions regarding trust in Czech Republic are not surprising.
Distrust is a learned characteristic within Czech culture. Looking at Czech politicians today, it
is obvious why Czech people do not trust institutions or have confidence in private pension
funds and capital markets. They do not have confidence in private pension funds nor capital
markets. Czech politicians are not able to admit that they are partially responsibly a low level
of trust in Czech Republic (MI¢och, 2006).

Why is there such a large deficit of trust in Czech society? History provides the most
accurate explanation. The most common Czech interpretation of the Munich Agreement
projects a sentiment of “about us without us”. The Czech Republic placed trust in countries
that they viewed as allies, and were no sooner ‘sold out’ buy those nations. Great Britain, and
France retreated to Hitler looking for peace. The Czech vision of trust in state institutions took
another hit when after such a bold gesture, a war broke out anyway. After World War 1l the
Cold War started there remained an atmosphere of existential feelings of anxiety and fear
resulting from lack of trust. The blatant distrust and overly cautious attitudes that are a result
of these unpleasant experiences are still present, especially in older generation as seen in the
graphs above. Later waves of emigration came that created an even larger gap in Czech
society. Anyone could betray you, you did not know to whom you could trust. Czech society
was trained to be cynical and suspicious of everyone. The post-communist societies suffer
from an inability to trust. Therefore not only in Czech Republic but also in other post-

communist countries should be invested in trust (Mlcoch, 2006).
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Prevention of any betrayal or untrustworthy action is necessary for change. It is
extremely difficult to regain trust once it is lost. This loss of trust in people can take place just
as quickly with institutional trust. This is the case of Czech Republic because the people lost
trust a long time ago and still report high distrust (Ml¢och, 2006). How much time do you
need to trust again to someone who betrayed you? A few months, a few years, or maybe an

entire lifetime? Gaining trust after it is lost requires a lot of patience and time.

C) Satisfaction and trust

A possible relationship between satisfaction and trust will be evaluated.

Figure 1

1.|Denmark 8,158 6,470 6,371 5,941 32 900 1005
2.|Finland 7,929 6,693 6,693 5,759 28 800 1005
3.|Sweden 7,813 6,170 6,146 5,911 33 200 993
4.|Netherlands 7,779 6,061 5,455 5,472 28 400 983
5.|Luxembourg 7,714 5,666 5,826 6,134 57 700 350
6.|Belgium 7,471 5,331 4,777 4,742 26 200 968
7.|lreland 7,412 5,516 3,824 3,568 30 400 905
8.|United Kingdom 7,418 5,315 3,695 3,544 29 400 1264
9.|Austria 6,996 4,721 5,516 5,543 28 300 981
10.|Germany 6,981 4,487 4,424 4,299 26 500 1543
11.|Spain 6,939 5,163 4,340 4,324 16 900 979
12.[Malta 6,907 4,670 4,902 4,959 11 700 461
13.|Cyprus 6,877 2,109 4,812 4,812 16 500 478
14.|Slovenia 6,862 4,957 3,754 3,921 13 600 1007
15.|France 6,842 5,511 4,339 4,314 24800 1023
16.|Poland 6,551 4,400 2,789 3,084 6 900 993
17.|Czech Republic 6,526 3,912 3,253 3,424 7 800 1001
18.|Italy 6,513 4,894 4,241 4,128 20 000 1058
19.|Slovakia 6,403 4,582 4,074 4,211 6 200 1045
20.|Greece 6,392 4,269 4,269 3,396 16 106 1007
21.|Estonia 6,263 4,726 3,955 4,143 6 500 975
22.|Lithuania 6,109 4,766 2,688 3,069 5 600 1007
23.|Romania 5,724 4,903 3,372 3,357 2900 983
24.|Portugal 5,685 3,735 4,014 3,949 12 600 1019
25.|Latvia 5,320 3,821 2,178 2,250 6 600 977
26.|Hungary 5,054 4,173 2,993 2,787 5400 992
27.|Bulgaria 4,409 3,978 4,084 4,623 2 900* 934
(p)=provisional value; (b)=break in series,(*)=figures fror

Source of data: Eurobarometer 72.1 August-Septemb
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Frey and Stutzer (2002) mention that people living in rich countries are, on average, more
satisfied than people living in poor ones. The numbers given in Figure 1 reflect this, but not
perfectly. For example, Denmark is the most satisfied country, and has a relatively high GDP
but not the highest one. The highest GDP score belongs to Luxembourg and yet on the
satisfaction scale they are in the fifth position. The lowest GDP scores are from Romania and
Bulgaria, and Bulgaria is the least satisfied country in the EU. When evaluating the average
level of trust, it can be concluded that there is a relationship with the level of satisfaction.
Denmark occupies second place in the scale of trust in people and trust in parliament. Finland
is the only country to score higher than Denmark regarding trust. Finland is a close second as
the most satisfied country in the EU. Bulgaria did not score the lowest regarding trust in
people but rather Bulgaria is the fifth lowest. The correlation between satisfaction and trust is

plotted below.

Figure 2
Satisfaction-trust in people
satisfaction
9,0
y=0,6287x + 3,6553
R?=0,4387
8,5
Denmark
Finland
" Luxembourg 5"‘9“”
7,5 Belgium ¢ etheflands
, & Sirel
LUK
7,0 Germany  Austria -
' ¢ Cyprus Valta ; UO France
Czech Republic Maltad Ovenia
6,5 ? oJaridy jtaly
’ Gr @S|ovakia
Estonia
00 tithuania
¢ Portugal * )
5,5 Romania
@ Latvia
5,0 @ Hungary
e @ Bulgaria
4’0 ‘ ! ! T T T 1
1 2 3 4 5 6 ; .
trust in people

Source: Eurobarometer 72.1, August-September 2009
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This scatter plot of satisfaction and trust in people was plotted (Figure 2) to display a
relationship between satisfaction and trust in people. There is a clearly positive correlation
between the two. R? is 0,44 which proves a strong positive relationship. Additional trust
brings more satisfaction but at a lower proportion. Until the average of 5,5 in level of trust in
people and 7 of satisfaction the curve rises rapidly. However, once it reaches 5,5 and 7 the
rate of increase is much slower. This data proves that once society reaches a certain level of
trust, any additional increase in satisfaction requires much more effort. This is one notable
outlier, Cyprus, which despite a very low average trust in people reported a medium level of

satisfaction.

Figure 3

Satisfaction-trustin parliament
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Also the second graph Satisfaction-trust in parliament (Figure 3) indicates a strong
correlation between satisfaction and trust in parliament. The line of the trend in the graph of
satisfaction and trust in parliament is also positively directed with but is a little bit flatter than
in the case of trust in people. This indicates a lower increase of satisfaction with additional
growth of average trust in parliament. R? is 0,51 in this case, which also means quite a strong
value of the trend. In the first graph only Cyprus was an exception to the common trend. In
the case of trust in parliament, Bulgaria is the outlier because despite of nearly average score

for trust in parliament they still remain the lowest average in satisfaction.

According to the combined results in chapter 5.2, and economic model can be concluded that
satisfaction depends on both trust in people and trust in parliament where trust in people

appears to have a more significant influence on satisfaction.
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5. Results

5.1. Object and hypothesis

The objective of the following econometric analysis is to first examine if trust has an
influence on satisfaction, and then distinguish which kind of trust has a more significant
impact on the satisfaction of society as a whole and, finally, determine if some differences

appear among the four countries selected.

In the previous chapter, the hypothesis was formulated to argue that life satisfaction
depends on both trust in people and trust in parliament, where trust in people tends to be more
important for the satisfaction of society as a whole. The accessible literature of such theorists
as Hudson (2006) and Mueller (2008) also supports the stated hypothesis (see chapter 3.3.).

5.2. Models

The logit ordered was used for the econometric analysis. Satisfaction with life is the
dependent variable in this model. At first the extended model was discussed with explanatory
variables: age, age squared, gender (dummy variable women), marital status (dummy variable
married, single with partner, divorced or widowed), unemployed (dummy variable), optimism
of the responder, risk of being over-indebted, ability of a household to make ends meet,
relative income, wealth of the household, area of living, level in society, trust in parliament,

respectively®®. All variables have been analyzed in depth in the chapter 4.2.

BAll original questions used in the Eurobarometer survey are disposal in Appendix 1
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Table 1. Ordered logit models for satisfaction

Denmark Spain Czech Republic Bulgaria

coefficient | p-value | coefficient | p-value | coefficient | p-value | coefficient| p-value
Age -0.073 0.001**  [-0.079 0.0008*** (-0.046 0.056* -0.051 0.038**
sq_Age 0.0008 0.0007** | 0.0006 0.010** 0.0003 0.142 0.0004 0.114
Women 0.157 0.239 0.095 0.489 0.244 0.063* 0.051 0.700
Married 0.452 0.021** 0.440 0.012** 0.234 0.162 0.143 0.610
Singlewp -0.037 0.872 -0.351 0.305 0.165 0.500 -0.302 0.361
Divandwidow ]-0.188 0.403 0.128 0.687 0.069 0.799 -0.185 0.569
Unemployed 0.026 0.904 0.140 0.467 -0.113 0.570 0.153 0.461
Risk_overindebt | 0.202 0.069* 0.059 0.419 0.104 0.228 0.098 0.245
Ends_meet -0.222 0.002*** |-0.154 0.033** -0.226 0.010** -0.286 0.0008***
Income_relat -0.035 0.714 -0.176 0.023** -0.112 0.106 0.154 0.147
Wealth_house |0.139 0.030** 0.262 0.0003** [ 0.246 0.0002** | 0.533 6.54e-01*
Optimism -0.580 3.28e-09**-0.305 0.0002** 1-0.352 0.0001** (-0.178 0.021**
Where_live -0.326 0.0008*** (-0.123 0.123 0.106 0.193 0.038 0.636
Social_level 0.048 0.410 0.199 0.008*** 0.224 0.0002** | 0.371 4.14e-07**
Trust_people 0.062 0.050* 0.047 0.161 0.078 0.005*** 0.074 0.026**
Trust_parl -0.027 0.445 0.026 0.459 0.001 0.968 0.076 0.006***
N 771 752 851 775
Cases 'correctly 279 (36,2%) 226 (30.1%) 224 (26.3%) 223 (28.8%)
predicted’
Akaike criterion 2564.372 2787.568 3289.527 2767.487

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.

In the first extended econometric model (Table 1.) “age” is significant in all four
countries; Denmark and Spain at the 1% significance level, Bulgaria at the 5% significance
level and Czech Republic only at the 10% significance level. The “age squared” appears
significant only in Denmark and Spain at the 1% and 5% significance level, respectively. The
dummy variable for gender in this model is represented by “women” and appears significant
only in the Czech Republic and only at a 10% significance level. The dummy variable
“married” proves to be significant in Denmark and Spain, but only at the 5% significance
level. “Risk of over-indebt” (the feeling of being at risk for great amounts) appears significant
at the 10% significance level only in Denmark. However, “ends meet” (the ability of
household to make ends meet) is significant in all four states; in Denmark and Bulgaria at the
1% significance level and in Spain and the Czech Republic at the 5% significance level.
“Relative income” is only a prominent factor in Spain at the 5% significance level.
“Household wealth” is even significant at the 1% significance level in three countries, Spain,
the Czech Republic and Bulgaria and at the 5% significance level in Denmark. While
“optimism” is significant in all four countries, in the first three it is at the 1% significance
level while in Bulgaria it reaches a 5% significance level. The variable “where live”
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(geographic location saying if individual lives in a rural area, a small city or a large town)
appears significant only in Denmark at the 1% significance level. Likewise, “social level”
(where an individual would place himself in relation to others in society) is significant at the
1% significance level in Spain, the Czech Republic, and Bulgaria. Trust in people appears to
be the most interesting variable in that is significant at the 1% significance level in the Czech
Republic, 5% significance level in Bulgaria, and at the 10% significance level in Denmark.

Trust in parliament shows significant only in Bulgaria but at the 1% significance level.

Table 2. Ordered logit models for satisfaction

Denmark Spain Czech Republic Bulgaria

coefficient p-value coefficient p-value coefficient p-value coefficient p-value
Age -0.052 0.014** -0.057 0.006*+* -0.038 0.080* -0.055 0.005*+*
sq_Age 0.0006 0.001*** 0.0004 0.025** 0.0003 0.153 0.0004 0.021**
Income_relat -0.311 0.0002***  |-0.326 2.85e-06*** [-0.293 2.20e-06** [-0.176 0.070*
Social_level 0.231 4.48e-06*** | 0.369 3.60e-09*** | 0.500 1.45e-027*+ 0.823 6.39e-053**4
Trust_people 0.078 0.009*** 0.059 0.069* 0.093 0.0008*** 0.098 0.002*+*
Trust_parl 0.029 0.377 0.061 0.072* 0.037 0.183 0.085 0.001**
N 771 752 851 775
oIt 250 (32.4%) 213 (28.3%) 221 (26.0%) 226 (29.2%)
predicted'
Akaike criterion 2685.211 2775.205 3331.894 2837.350

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.

The less significant variables and variables that showed little to no change across the
studies were gradually eliminated, creating the restricted model visible in Table 2. The
difference between the quality of the extended model and the quality of the restricted one is
negligible. Although, the number of cases ‘correctly predicted’ only decreased slightly, the
Akaike criterion has diminished. Lower Akaike criterion implies a more accurate model. The
percentage of cases ‘correctly predicted’ range is from 26% to 32%. This could be result of
‘special cases’ outlying data, lack of homogeneity of the data points, or errors in the data
given by Eurobarometer. While this percentage of error may seem quite high, it is consistent
across most research on this topic done by even the most renowned economists. Even with
this seemingly low percentage of successful predictions, the data that is correct is still quite

significant to economic research.
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“Age” appears significant at the 1% significance level in Spain and Bulgaria, at the 5%
significance level in Denmark, and at the 10% significance level in the Czech Republic. The
“age squared” is significant at the 1% significance level in Denmark, at the 5% significance
level in Spain and Bulgaria, and is not significant at all in the Czech Republic. The age is
represented by a parabola y=Ax? + Bx + C where A="coefficient by age squared” is positive
and therefore is represented visually in shape of a “U”. The B="coefficient by age” is
negative, so that the parabola is more closed and grows faster. The fact that satisfaction is U-
shaped in age just as it is discussed in economic literature, written by a majority of renowned
economists of the millennium. As previously mentioned, Clark and Oswald (1994) found a U-
shaped pattern for the UK similar to the results of Oswald with Blechflower (2007) in studies
done in the USA, Europe and the World Value Survey (about 60,000 participants from around
60 countries). A U-shaped relationship between age and happiness was also proved by Clark
(1996) (see chapter 2.6.).

“Relative income” shows significant in all four countries at the 1% significance level
in Denmark, Spain, and in the Czech Republic, and at the 10% significance level in Bulgaria.
In addition, the coefficients of relative income are negative in all four cases. As previously
mentioned, the question of relative income consists of two parts; in the first part the subject
settles on an amount of income which is considered the lowest net monthly income that
his/her household would need in order to have a minimum acceptable standard of living. The
following question which is included in the model asks if his’/her monthly income is “1-Much
higher, 2-Higher, 3-More or less the same, 4-Lower, 5-Much lower as this figure.”** The
terms of the scale used in the above questionnaire result in a negative coefficient of relative
income. When an individual intends to show their relative income has increased, their score
decreases. Therefore, it can be concluded that there is a positive relation between relative
income and satisfaction. By using of relative income as a primary variable, social comparison
is excluded and the finding of positive influence of relative income corresponds to the
conclusions of Easterlin (1974). It proves based on data from survey of the American
population (December 1970), that higher income implies higher happiness. He confirmed the
results using additional 29 surveys, 10 of them related to United States (1946-1966) and 19 to
other countries, 11 of them including Asia, Latin America and Africa. His conclusion is that

people from higher social status are, on average, happier that people from a lower class.

" For questions in full see Appendix 1
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Similar conclusions were made also by Inkeles (1960), Bradburn (1969), Robinson and
Shaver (1969), Wilson (1967) and Gurin er al. (1960) (Easterlin, 1974) (see chapter 2.7.1.).
Also Asenjo (2004) mentioned that people compare themselves to others, and therefore the
higher absolute income is not what makes us more satisfied but the relative income does (see
chapture 2.6.). The importance of relative income was proven by American professors
(Solnick & Hemenway,1998) from the Harvard University. They made a short experiment
where the subjects had to choose if they prefer to live in world where they have salary of 50
000 dollars USD for a year and the others 25 000 dollars USD or in other world with 100 000
dollars USD of income for a year and the others 200 000 dollars USD for a year. The majority
chose the first one even though the second would have doubled the absolute income (see
chapter 2.7.2.).

“Social level” (where an individual would place himself in society) is significant at
1% significance level in all four countries. The coefficients are positive which means that the
feeling of being a part of a higher level in society brings higher satisfaction. People appreciate
friends, partners, the people around them and being a part of a “high” society. It makes them
happy to be appreciated by others. Thorstein Veblen in 1899 mentioned the idea that the
people do not want to be rich to live in higher comfort, but to have a great prestige and
reputation in comparison with others. The result of the model follows the idea that prestige

and reputation in society are important to people.

“Trust in people” is a significant factor in all four countries even in Spain only at the
5% significance level. The coefficients are positive which means the higher possibility of
being able to trust others causes a higher satisfaction level. It confirms the results of Mueller’s
research (2008). He put into the model the level of distrust and in 28 out of 33 countries and
received a negative coefficient. Also psychological literature supports the theory that high
trusting people are less likely to be unhappy (Rotter,2007). Sztompka, (1999) a sociologist
engaged in studies about trust, distinguished many types of trust, but posed that all are
working at the same basis because in the background of all of them the trust in people and
their behavior stands (see chapter 3.3.1.).

“Trust in parliament” only shows significant in Spain at the 10% significance level
and in Bulgaria at the 1% significance level. The coefficients are positive which implies a

positive relationship between satisfaction and trust in parliament. Mueller (2008) in his
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analyses concluded that trustworthiness of the police has much higher impact on satisfaction
than other institutions of the state especially in post-totalitarian East countries, because they
are more sensitive to behavior of the police than the West (see chapter 3.3.1.). Hudson (2006)
used the data from Eurobarometer from the year 2001 (April/May) for his research. He
included trust variables as binary variables, with number 1 representing trust to institution and
number 0 do not know or do not trust. Trust is significant and contributes to the rise of life
satisfaction (see chapter 3.3.2.). In this case trust in parliament rise of satisfaction but does not

appear to be as significant in all countries.

This model provides support for the first and second questions about the relationship
of satisfaction and trust. Trust influences satisfaction in a positive direction, and trust in

people is more important than trust in parliament™.

Table 3. Ordered logit models for satisfaction — all countries — trust in people

coefficient p-value
Age -0.055 6.98e-044***
sq_Age 0.0005 1.01e-039***
Income_relat -0.395 5.48e-240***
Social_level 0.429 0.0000***
Trust_people 0.103 4.65e-059*+*
Trust_parl 0.117 5.15e-084***
Denmark 1.062 1.33e-07**
Spain 0.579 0.0007***
Ccz 0.224 0.0645*
Bulgaria -0.787 9.27e-09***
Denmark*Trust_people -0.079 0.006***
Spain*Trust_people -0.082 0.007*+*
CZ*Trust_people -0.037 0.166
Bngaria*Trust=peopIe -0.021 0.476
N 19 982
Cases 'correctly predicted’ 5541 (27.7%)
Akaike criterion 75852.62

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.

> Additional results are shown in Appendix 2
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To show differences for satisfaction and trust among the countries, the model in Table
3 was created. Data for all EU members, variables for all four examined countries and two
new variables: “COUNTRY” and “COUNTRY*TRUST IN PEOPLE” were included. The

quality of the model is almost the same as the previous ones.

The average satisfaction in Denmark is approximately three times higher'® than the
average of satisfaction in the other countries of European Union. The average of satisfaction
in Spain is also higher than the average in EU, but a little bit lower than in Denmark, (only
almost 2 times higher'’ than the average in the other EU countries). In the Czech Republic
according to significance only at the 10% significance level the average can be considered
almost the same as in other EU countries. In Bulgaria the average is smaller, almost the half'®
of the average of EU countries. In Denmark it is more likely that an individual records a
higher level of satisfaction than in other EU countries. And in Bulgaria the opposite is true.
Frey and Stutzer (2002) pose that studies provided convincing evidence that, on average,
people from rich countries are more likely to be satisfied than the people living in poor
countries. Denmark is a rich country with real GDP in 2009 (euro/inhabitant) 32 900 and
Bulgaria has only 2 900 (figure from the year 2008). Spain had 16 900 GDP and Czech
Republic 7 800."° The observation goes against the Easterlin paradox in that a wealthier
country does not imply happier inhabitants (see capture 2.7.). But only four countries are

examined therefore no general conclusion can be given.

The new included variables “COUNTRY*TRUST IN PEOPLE* in the model above
demonstrate the changes in influence of trust in people on satisfaction. The effect of trust in
people on satisfaction is lower in Denmark and Spain than in the other members of EU,
proving this shows the negative coefficient and significance at the 1% significance level. The
inclination of the line representing the relationship between satisfaction and trust in people is
lower than average in EU countries. A certain level of satisfaction and trust can exist and from
that level with higher trust will not be higher level of satisfaction then in the rest of the
countries. The growing level of trust in people in Denmark has a less drastic effect on

satisfaction that it does on other EU countries. In Spain the same change occurs, but not at the
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level that it does in Denmark. Czech Republic and Bulgaria have the same inclination as the
average of EU countries because the variable “CZ*Trust people” and
“Bulgaria*Trust_people” are not significant at all. Therefore the effect in these two countries
is the same as average. On the topic of trust and satisfaction, low number of studies has been
done and not very much literature exists. Therefore, some explanation was found in literature
about satisfaction and income. Frey and Stutzer (2002) mentioned that income provides
satisfaction at low levels of development, but after an individual reaches a certain level of
income, income has just a little or no influence at all. Analogically, the trust provides higher
satisfaction only until certain level of trust. After reaching a sufficiently high level of trust in

society, trust will start to be commonplace, and the effect on satisfaction decreases.

Table 4. Ordered logit models for satisfaction — all countries — trust in parliament

coefficient p-value
Age -0.055 3.93e-044***
sq_Age 0.0005 5.38e-040***
Income_relat -0.391 1.25e-234**
Social_level 0.430 0.0000***
Trust_people 0.095 2.50e-057***
Trust_parl 0.132 4,99e-092*+*
Denmark 1.373 4.50e-010***
Spain 0.665 1.35e-05***
cz 0.408 0.0002 ***
Bulgaria -0.673 2.36e-08***
Denmark*Trust_parl -0.130 5.39e-05***
Spain*Trust_parl -0.117 0.0002***
CZ*Trust_parl -0.099 0.0003*+*
Bngaria*TrustEparI -0.052 0.039**
N 19 982
Cases 'correctly predicted' 5576 (27.9%)
Akaike criterion 75825.97

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.
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The last econometric model has the same structure as the previous one only the
variables “COUNTRY*TRUST IN PEOPLE* were replaced by “COUNTRY*TRUST IN
PARLIAMENT*. The results are very similar; only some differences occur. Now, the average
of satisfaction in Denmark is almost four times higher®® than the EU average. This shift is
caused by different variables in the model. The difference in Spain is just two times higher as
in the previous model®’. This variable in the Czech Republic is significant at the 1 %
significance level, meaning that the difference is visible and it is 1,5 times higher than average
of EU members. In Bulgaria the average is again lower than half of the average of EU

countries. The explanation has already been given in the model above.

The trust in parliament affects satisfaction in Denmark less, and the difference is well-
marked as in the case of trust in people. The inclination of the line representing the
relationship between satisfaction and trust in parliament is lower than in the average of EU
members than for trust in people. In Spain, the difference is just a bit smaller than in case of
Denmark and in Czech Republic. In Bulgaria, the inclination of the line representing the

relationship between satisfaction and trust is more similar to the one for EU average.

It could be derived that from certain advanced level of a state from more points of
view, the trustworthiness is the order of the day (is something “normal”, ordinary) and do not
have such an influence on satisfaction. In conclusion, it would be necessary to make analyses

that included more states and using large sets of data.
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6. Conclusion

The issue of trust proves to be crucial in a world of international finance and global
capital markets. This essay proposes the importance of trust in relation to subjective well-
being and suggests that this connection is becoming more and more pertinent to economic

studies.

The graphs plotted in chapter 5.1.2. show that in the Czech Republic and Bulgaria the
reported level of trust in people and parliament is drastically lower than in Denmark and
Spain, and moreover, the most frequent answer in Czech Republic was “do not trust at all”.
Previous studies have discussed lower reported trust in East European countries as post-
totalitarian countries (Mueller, 2008). Mlcoch (2006) explains low trust in Czech society as
something learned during last century as a result of the Munich Agreement (about us without
us), Hitler, World War Second, the Cold War, waves of emigration and denouncing of people.
The scatter plots representing the relationship between satisfaction and trust and econometric
models show dependency of satisfaction on trust, and moreover there is a stronger correlation
between satisfaction and trust in people than trust in parliament.

In the restricted econometric model was concluded that the satisfaction is “U” shaped
in age, relative income is positively related with satisfaction, i.e. higher relative income makes
people more satisfied. Moreover, social level proved to be just as significant and positively
related to satisfaction. When being compared to others, appreciation of personal status results
in higher satisfaction. The trust in people was significant in all four countries - in three of
them at the 1% significance level and only in Spain at 10% significance level and positively
associated with satisfaction. The result confirmed the hypothesis posed according to the
graphical part of the essay. The findings support existing literature in economics and also in
psychology. Mueller (2008) concluded general distrust in people negatively influences the
satisfaction, and the psychological literature states the same high trusting people are less
likely to be unhappy (Rotter 2007). The trust in parliament was significant only in Spain at the
10% significance level and in Bulgaria at the 1% significance level. The topic of trust in
institutions is more complicated because in different states different institution can be less or
more important. For example, Hudson (2006) in the econometric model for EU members
found significance in the level of trust in the national government, the ECB, the police, big

business and the UN, but not trust in unions, voluntary organizations, NGOs and the radio.
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The conclusion is that trust influences the satisfaction positively and general trust in people is

more important than the trust in parliament.

The second section of econometric analysis concluded that trust in people affects the
satisfaction in Denmark less than in Spain, and in Spain less than the average. In the Czech
Republic and Bulgaria trust in people is related to satisfaction at the same level as the average
EU country. In the case of trust in parliament almost the same has occurred; the only
difference was that in the Czech Republic trust in parliament has less of an than the average
but more than in Spain. It is possible that after a state reaches a certain level of trust and
perspective, that satisfaction will increase at a lower rate. To confirm this hypothesis it would

be necessary to conduct more studies using larger sets of data from more countries.

In conclusion, trust affects the level of reported satisfaction. The trust in people has a
more significant impact on satisfaction than trust in parliament. Therefore, politicians and
economists should invest more time into establishing trust among the nation. This would
result in higher productivity as well as increase the level of satisfaction with life of its
citizens. More so than other EU nations, post-communists countries like the Czech Republic

and Bulgaria are in need of this change in economic policy.
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7. Appendix

Appendix 1

Explanatory variables

Age: Age of the individual in years
Sq_age: Square of age

Women: Dummy variable that takes value equal to 1 if the individual is a women and 0
otherwise.

Married: Dummy variable that takes value equal to 1 if the individual is married and 0
otherwise

Singlewp: Dummy variable that takes value equal to 1 if the individual is single but with
a partner and 0 otherwise

Divandwid: Dummy variable that takes value equal to 1 if the individual is divorced or
widowed and 0 otherwise.

Unemployed: Dummy variable that takes value equal to 1 if the individual is “unemployed or
temporarily not working” or “responsible for ordinary shopping and looking after the home
or without any current occupation, not working” and 0 otherwise.

Optimism: Answer to question: “Please tell me whether you I1-strongly agree, 2-tend to
agree, 3-tend to disagree, 4-strongly disagree with each of the following statements. | am
optimistic about the future.”

Risk_overindebt: Answer to question: ”Please tell me how much you feel you are at risk of
being over-indebted.1-A high risk, 2-Some risk, 3-Not very at risk, 4-Not at all at risk.”

Ends_meet: Answer to question: ”A household may have different sources of income and more
than one household member may contribute to it. Thinking of your household’s total monthly
income, is your household able to make ends meet...?1-Very easily, 2-Easily, 3-Fairly easily,
4-With some difficulty, 5-With great difficulty”

Income_relat: Answer corresponds to two questions: “In your opinion, what would be the very
lowest net monthly income that your household would need in order to have a minimum
acceptable standard of living, given the present circumstances and composition of your
household? Net income is after tax and National Insurance contributions have been deducted,
and after including any social benefits you are entitled to.”

Following question: “Is the total net monthly income of your household higher, lower or more
or less the same as this figure?1-Much higher, 2-Higher, 3-More or less the same, 4-Lower,
5-Much lower.”
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Wealth_house: Answer to question: “On this screen, please select the letter that would best
describe the situation of your household. E(1)-Very poor, B(2), V(3), Z(4), R(5), P(6), A(7),
G(8), O(9), T(10)-Very wealthy.”

Where_live: Answer to question: “Would you say you live in a 1-Rural area or village, 2-
Small or medium-sized town, 3-Large town/city?”

Social_level: Answer to question: “Could you please tell me where you would place yourself
on the following scale? Where ‘1’ corresponds to ‘the lowest level in society’ and ‘10’
corresponds to ‘the highest level in society.”

Trust_people: Answer to question: “Generally speaking, would you say that most people can
be trusted, or that you can't be too careful in dealing with people? Please use a scale from 1
to 10, where [1] means that ‘you can't be too careful’ and [10] means that ‘most people can

be trusted'.”

Trust_parl: Answer to question: “Please tell me how much you personally trust each of the
following institutions using a scale from 1 to 10 where [1] means ‘you do not trust the
institution at all’ and [10] means ‘you trust it completely’. Parliament/Government IN YOUR
COUNTRY. ” (Government was not included in the model).
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Denmark
Model 1 Model 2 Model 3 Model 4 Model 5
coefficient p-value coefficient p-value coefficient p-value coefficient p-value coefficient p-value
Age -0.073 0.001*** -0.036 0.078*
sq_Age 0.0008 0.0007** 10.0005 0.014*
Women 0.157 0.239 0.094 0.468
Married 0.452 0.021** 0.838 7.53e-07**
Singlewp -0.037 0.872 0.187 0.397
Divandwidow -0.188 0.403 0.058 0.765
Unemployed 0.026 0.904 0.294 0.054*
Risk_overindebt | 0.202 0.069* 0.270 0.0117**
Ends_meet -0.222 0.002*** -0.331 5.68e-06"*
Income_relat -0.035 0.714 -0.024 0.798
Wealth_house 0.139 0.030** 0.177 0.0019**
Optimism -0.580 3.28e-09*** -0.6679 6.08e-012***
Where_live -0.326 0.0008*** -0.422 5.08e-06***
Social_level 0.048 0.410 0.202 3.81e-05*+*
Trust_people 0.062 0.050* 0.1006 0.0009*** 0.080 0.0079*** 0.072 0.018** 0.051 0.0929*
Trust_parl -0.027 0.445 0.055 0.0931* 0.046 0.1721 0.020 0.544 -0.007 0.8241
N 771 771 771 771 771
E::isc;‘;’,'e“'y 279 (36,2%) 251 (32,6%) 250 (32,4%) 250 (32,4%) 259 (33,6%)
Akaike criterion 2564.372 2700.105 2688.027 2625.110 2625.139

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.

Spain
Model 1 Model 2 Model 3 Model 4 Model 5
coefficient p-value coefficient p-value coefficient p-value coefficient p-value coefficient p-value
Age -0.079 0.0008*** -0.050 0.015%
sq_Age 0.0006 0.010** 0.0003 0.076*
Women 0.095 0.489 0.006 0.963
Married 0.440 0.012** 0.065 0.661
Singlewp -0.351 0.305 -0.331 0.338
Divandwidow 0.128 0.687 -0.471 0.064*
Unemployed 0.140 0.467 -0.138 0.331
Risk_overindebt | 0.059 0.419 0.048 0.499
Ends_meet -0.154 0.033** -0.193 0.005*+*
Income_relat -0.176 0.023** -0.194 0.011**
Wealth_house | 0.262 0.0003*+* 0.358 8.07e-09***
Optimism -0.305 0.0002*+* -0.347 2.06e-05***
Where_live -0.123 0.123 -0.170 0.029**
Social_level 0.199 0.008*+* 0.502 7.07e-018*
Trust_people 0.047 0.161 0.104 0.001*+* 0.113 0.0005*** 0.050 0.129 0.071 0.032**
Trust_parl 0.026 0.459 0.106 0.002*+* 0.1003 0.002%+* 0.041 0.225 0.017 0.601
N 752 752 752 752 752
Cas:f 't“:l"’ed'v 226 (30.1%) 200 (26,6%) 204 (27,1%) 222 (29.5%) 222 (29.5%)
predicte
Akaike criterion 2787.568 2861.561 2876.915 2772.252 2787.945

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.
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Czech Republic

Model 1 Model 2 Model 3 Model 4 Model 5

coefficient p-value coefficient p-value coefficient p-value coefficient p-value coefficient p-value
Age -0.046 0.056* -0.008 0.685
sq_Age 0.0003 0.142 -8.876 0.684
Women 0.244 0.063* 0.124 0.325
Married 0.234 0.162 -0.166 0.399
Singlewp 0.165 0.500 -0.139 0.605
Divandwidow 0.069 0.799 -0.789 0.0006***
Unemployed -0.113 0.570 -0.336 0.018**
Risk_overindebt | 0.104 0.228 0.090 0.286
Ends_meet -0.226 0.010** -0.363 1.70e-05***
Income_relat -0.112 0.106 -0.095 0.157
Wealth_house | 0.246 0.0002*+* 0.387 1.55e-011*
Optimism -0.352 0.0001*** -0.455 2.54e-07**
Where_live 0.106 0.193 0.055 0.483
Social_level 0.224 0.0002*+* 0.496 9.45e-028***
Trust_people 0.078 0.005*** 0.127 4.10e-06** 10.131 2.30e-06*** 10.085 0.002**+* 0.093 0.0008***
Trust_parl 0.001 0.968 0.077 0.006*** 0.067 0.019** 0.034 0.230 0.017 0.556
N 851 851 851 851 851
g':‘::isc't‘;‘:f“t'y 224 (26.3%) 199 (23.4%) 191 (22.4%) 209 (24,6%) 216 (25,4%)

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.

Bulgaria
Model 1 Model 2 Model 3 Model 4 Model 5
coefficient p-value coefficient p-value coefficient p-value coefficient p-value coefficient p-value
Age -0.051 0.038** -0.053 0.006***
sq_Age 0.0004 0.114 0.0002 0.183
Women 0.051 0.700 0.069 0.592
Married 0.143 0.610 -0.739 0.0006***
Singlewp -0.302 0.361 -0.329 0.323
Divandwidow  ]-0.185 0.569 -1.664 4.91e-011***
Unemployed 0.153 0.461 -0.245 0.079*
Risk_overindebt | 0.098 0.245 0.098 0.225
Ends_meet -0.286 0.0008*** -0.403 1.09e-06***
Income_relat 0.154 0.147 0.116 0.267
Wealth_house ] 0.533 6.54e-01** 0.818 6.76e-033***
Optimism -0.178 0.021** -0.285 0.0001*+*
Where_live 0.038 0.636 0.084 0.276
Social_level 0.371 4.14e-07** 0.824 4.43e-059***
Trust_people 0.074 0.026** 0.167 2.30e-07** | 0.177 5.79e-08*** | 0.086 0.007*+* 0.081 0.012**
Trust_parl 0.076 0.006*** 0.144 7.59e-08*** 10.138 3.28e-07** ]0.095 0.0004*** 0.067 0.014**
N 775 775 775 775 775
Cases correctly 223 (28.8%) 168 (21,7%) 180 (23,2%) 229 (29,5%) 230 (29,7%)
predicted'
Akaike criterion 2767.487 3183.804 3194.017 2799.235 2837.098

Estimates of coefficients in ordered logit models for happiness and corresponding p-values. *, ** and *** denote
significance at the 10%, 5% and 1% significance level, respectively. N denotes the sample size. See Appendix 1 for
more details on the explanatory variables.
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Charakteristika tématu, sou€asny stav poznani, ptipadné zvlastni metody zpracovani tématu:

Subjective well-being is a quite new branch in economics science. Its measuring can
be very useful for economic policy. High subjective well-being of individuals should be an
implicit aim of economics.

There are two concepts of measuring subjective well-being. It can be measured either
as happiness or life satisfaction. Each concept measures different perception of well-being and
depends on different variables. First, the difference between happiness and life satisfaction
will be clarified. Second, 1 will focus on life satisfaction of individuals in 15 European
countries. 1 will use econometric models to show on which socioeconomics data the life
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or marital status, for example, will be used as independent variables. In the third part of my
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6) Conclusion
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