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Abstract Can governance impact directly on well-being? In this paper we examine
subjective well-being using data for a cross section of countries from the World Values
data set. We find that regional democratic satisfaction impacts on both individual happi-
ness and life satisfaction. However, the impact is less evident for women, rich people and
for those in rich countries. The fact that the governance variable analysis is based on
regional differences in democratic satisfaction reminds us that governance and indeed
happiness often differs within countries as well as between them. The use of regional
satisfaction in this manner helps overcome endogeneity problems which would be present
if we were to use individual democratic satisfaction. Other significant determinants of
happiness include settlement size, marital status, income, unemployment and being part of
a linguistic minority/majority grouping.

Keywords Democracy - Happiness - Regions

1 Introduction

There is now a substantial literature on “happiness”. Reviews can be found in Frey and
Stutzer (2002a, b), Kahneman et al. (1999), Layard (2006) and Dolan et al. (2008). Much
of the literature has focused on both countries (e.g. Deaton 2008) and individuals within
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cross section analyses, aimed at exploring the socio-economic determinants of “happi-
ness”. It is an important area of research in which a substantial number of economists and
others are now working. The research has focused on linking wellbeing to socio-economic
variables such as income, age, gender, marital status and level of education. There has also
been increased research into the impact of factors external to the individual. Included in
this have been aspects of governance.

Governance will be the specific focus of this paper, concentrating on the impact of
democracy on well-being. There have been some studies which have analysed this,
although there is some disagreement on the nature, if any, of the relationship. Theoretically
it seems plausible that there should be such a relationship. Dorn et al. (2007) argue that
democracy facilitates outcomes closer to citizen preferences. They also argue that the act
of participating in the democratic process may in itself increase well-being. However,
empirical problems may arise in detecting such a relationship because of the impacts
governance may have on other variables, such as prosperity, and also because of the
potential impact of variables such as culture on both democracy and well-being. There are
also potential endogeneity problems when we use individual perceptions of democracy to
explain individual wellbeing. In our analysis we focus on the impact of satisfaction with
democracy on individual wellbeing. Endogeneity problems are overcome by using the
average democratic satisfaction of others in the individual’s region as an explanatory
variable, rather than individual satisfaction. This focus on regional impacts is almost
unique in the literature. Pittau et al. (2010) are one of the few papers that analyse life
satisfaction at the regional level, in their case within the EU. They find wide variability
within countries, particularly for Belgium, Germany, Spain, Italy and Portugal.

The main findings are that regional democratic satisfaction impacts on happiness. This
is the case even when account is taken account of life satisfaction. Such views we argue
reflect the actual state of democracy in the region. This impact is however less significant
for women and rich people. It is also not in evidence for richer countries as a whole. The
fact that the analysis is based on regional differences in democratic satisfaction reminds us
that governance and indeed happiness often differs within countries as well as between
them. We also find that many of the factors which have been found to impact on wellbeing
in other studies mainly based in developed countries, also apply more generally and in
particular to less developed countries.

The paper will proceed as follows. In the next section we will review the literature, first
focusing on the specific impact of governance and then the more general determinants of
well-being. The theoretical analysis follows after which the data will be described and the
empirical results reported. Finally we will conclude the paper.

2 Literature Review
2.1 The Impact of Governance on Wellbeing

Many of the factors we discuss below, e.g. income and unemployment, are ones on which
governance can have an impact. But is there, as we suggested in the introduction, a more
direct impact on happiness? The evidence, particularly recent evidence, would suggest yes,
but not unambiguously so. Dorn et al. (2007) in empirical work based on 28 countries find
a significant effect for democracy once they have allowed for socio-economic, demo-
graphic and cultural variables. Owen et al. (2008) find a contemporaneous positive cor-
relation between democracy and individual well-being after controlling for individual and
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country characteristics as well as for country dummy variables that are likely to capture the
cumulative effects of democracy on the quality of institutions. Inglehart et al. (2008) also
found evidence for the impact of freedom, and hence democracy, on well-being. In related
work, Hudson (2006) concludes that institutional trust, and hence the quality of institu-
tions, impact on satisfaction. Bohnke (2008) in an analysis of the EU countries concludes
that variations in life satisfaction between countries can be explained to a large extent by
taking into consideration the economic performance, the social security level, and the
political culture in a country. Alvarez-Diaz et al. (2010) conclude that life satisfaction
responds to state differences in governance and state policies in the USA. This emphasises
not just that governance matters but, particularly in a federal system, it can matter in
different ways in the same country.

However, Helliwell and Huang (2008) using World Values Survey data, aggregated to
the level of the country find only a qualified link between life satisfaction and governance.
The ability of government to deliver services efficiently is of critical importance for low
income, poor governance countries. But when we move to countries characterized by
higher levels of trust, efficiency and incomes, more importance is attached to democratic
institutions. Similarly, Veenhoven (2000) concluded that economic, but not political
freedom contributes to happiness particularly in poor countries, whilst political freedom
contributes to happiness in richer countries. Inglehart and Klingemann (2000) find well-
being to be clearly linked to governance, however, they point out that many post-com-
munist societies which have experienced an increase in democracy, have also seen a
reduction in well-being. Further qualifications are found in Schyns’ (1998) analysis based
on a sample of about 40 nations drawn from the World Values Survey, A positive and
significant correlation between culture, based in part on the Freedom House Democracy
Index, and self-reported happiness becomes insignificant once the different national
income levels are controlled for.

2.2 Other Influences on Well-being

Income is the basic starting point for much of this research (for example, Easterlin 2001;
Deaton 2008; Caporale et al. 2009). At the aggregate level, amongst countries with per capita
income above a certain level there seems little correlation with higher income and average
well-being per se (Frey and Stutzer 2002b)."' There does appear to be such a link for countries
with income below 1995 US$10,000 per capita. However, as Frey and Stutzer also point out
it is not clear whether this is due to rising income or other facets of a country, such as the rule
of law and stable government which tend to increase with income up to a certain level.
Di Tella et al. (2001, 2003) note that GDP per capita in the respondent’s country has a
positive impact on life satisfaction. Fahey and Smyth (2004) also examine the impact of GDP
per capita on life satisfaction, finding a nonlinear relationship peaking at approximately
$24,0007 for a range of 33 European countries. When we turn to relative incomes within a
country there is some evidence that this does impact on happiness (Cullis et al. 2011).
Other variables which the literature suggests are important include unemployment status
(Di Tella et al. 2001; Clark and Oswald 1994) and marital status (Diener et al. 2000; Frey
and Stutzer 2002b). Age too has been found to have an impact upon happiness. In particular
a U-shaped relationship has been found for many countries and Clark et al. (1996) report it
at a minimum for people in their late 30s and early 40s with respect to job satisfaction. Other

! Using data from the World Values Survey.
2 At 1997 prices.
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possible explanatory variables include education (Hayo and Seifert 2003; Cullis et al. 2011)
and gender. The evidence on gender differences is somewhat inconclusive and although Di
Tella et al. (2001) conclude, that females are more satisfied with their life than males, Frey
and Stutzer (2000) using Swiss data find no significant differences.

There are also a growing number of papers which focus on factors other than socio-
economics ones. These include the impact of geographical location on well-being. Royuela
and Surinach (2005) argue for a complex relationship between several quality of life
indicators and location, with large cities enjoying some agglomeration economies with
respect to education and health provision and also the wealth of the inhabitants, but in
several respects smaller towns appear to have advantages over larger cities. Henderson
(1985) has argued that people who live in larger cities enjoy benefits such as a greater
range of shops, restaurants and cultural activities and possibly better health and education
facilities, but may suffer from increased pollution, congestion and in some cases crime.
There has also been some work which examines the impact of religion and language, often
linked to culture. Religious beliefs provide value systems and often help to define what a
full life constitutes (Dorn et al. 2008), hence they may impact on aspirations. They also
show that Christians are happier than others. Ferriss (2002) also finds that religious
denomination impacts differentially on happiness.

Most studies of well-being have focused on developed countries. But there is a growing
number of exceptions. Selim (2008) looks at life satisfaction and happiness for Turkey,
finding generally similar results as for developed countries but there are some differences.
For example, the upper education level is insignificant in the life satisfaction
model. Namazie and Sanfey (2001) examine happiness in Kyrgyzstan, a country under-
going transition, and conclude that many of the results that characterize the work in
developed countries are still valid, e.g. the impact of unemployment, relative income and
marital status. However gender and, once more, education are both insignificant.

3 Empirical and Theoretical Issues
3.1 The Impact of Democracy on Happiness

The traditional approach of the economist to the individual’s problem is to assume utility
maximization subject to constraints. The constraints generally include income and some-
times time. Income is largely endogenous to the individual’s maximization problem being
dependent upon the number of hours people choose to work. Skills and education become
relevant in determining the average hourly pay. Skills, education and age can also impact
on the maximization problem in potentially impacting on the household production
function. Within this context gender may be relevant if there is a gender pay gap. Gender
may also impact on the time constraint, as may age. Of course happiness is also the
consequence of social relations and socio-economic variables such as marital status, gender
and age can also impact on these in quite different ways to productivity in the labour
market or household production.

One important factor impacting on both the labour market and the household production
function are public goods, and more generally services facilitated by regional and national
government, such as education, health, law and order and transport infrastructure. This is
supported by Wagner et al. (2009) who conclude that higher-quality institutions increase
satisfaction with democracy. For this reason good governance can also impact on happi-
ness in a meaningful manner. Bohnke (2008) uses perceptions of governance in analysing
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well-being. This is a perception based measure and hence subjective rather than objective,
but the assumption is that such perceptions are based on reality. Better rule of law, lower
corruption, less regulation of political participation are all associated with higher degrees
of satisfaction with democracy. It has also been suggested that participation in the dem-
ocratic process yields utility to the citizen (Dorn et al. 2007). For example, Fiorina (1976)
argues that the utility from voting depends upon the act of expressing a preference similar
to applauding a fine symphony performance. However democracy is not without its flaws.
Fosu et al. (2006) are sceptical of the value of democracy within the context of Africa
arguing that politically accountable governments are associated with a greater risk of
political disorder, which may also impact adversely on well-being.

3.2 Dealing with Endogeneity

There are obvious problems of endogeneity in using individual perceptions of democracy
to explain well-being. Satisfied or happy people may be more likely to voice approval of
institutions and governance, i.e. causality could plausibly run from well-being to satis-
faction with governance as well as vice versa (Frey and Stutzer 2002b; Graham and
Pettinatio 2001). The argument is that happy or satisfied people are more likely to be
benign in their judgments of both people and institutions. However, there are also problems
at the aggregate level, for example, with a potentially simultaneous relationship between
well-being and democracy and democratic institutions (Frey and Stutzer 2002b).

We will go some way to meeting these issues by (1) focusing on individuals rather than
countries and (2) in explaining individual well-being using regional measures of the state
of democracy rather than individual measures. This regional variable will for the i’th
individual, represent the average response of others in the region on democratic satisfac-
tion. This is based on 388 regions. Its use allows us to capture the impact of governance on
individual attitudes to democracy provided governance differs between regions of the
country. If it does not, if governance and attitudes to democracy are the same within each
country, then the country fixed effects will pick that up and this variable will neither vary
greatly across regions within a country, nor be significant. But much that impacts on
individuals, particularly in federal systems, is done at the regional level and differs
between regions. This includes the police, possibly the courts, local offices of national
bodies and regional governance. Even in non-federal systems much is decentralised to both
the region and the municipality (Work 2002). In addition in the absence of decentralization
spatially distributed heterogeneity of citizen preferences can in itself lead to different
levels of democratic satisfaction.

This deals with part of the endogeneity problem, but not fully with the issue raised by
Frey and Stutzer (2002b) that a satisfied population may foster democracy and democratic
institutions. Our approach to this rests on the assumptions that at the regional level (1) life
satisfaction impacts on both democracy and happiness and (2) life satisfaction also impacts
on democracy and democratic satisfaction. Hence in the regressions, democratic satis-
faction may be picking up the impact of life satisfaction on happiness. We thus include a
second regional variable, regional life satisfaction. Any impact of regional democratic
satisfaction will then be in addition to that of regional life satisfaction. This is thus a strong
test for the impact of democracy on happiness.

The literature tends to support the validity of these assumptions. Most research has
recognized that life satisfaction and happiness are different but then proceeded to analyze
both as being representative of subjective well-being. An exception is Tsou and Liu (2001)
who argue that with respect to Taiwan the effects of individual characteristics on happiness
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and satisfaction with different aspects of life are fundamentally different. Selim (2008) and
Gitmex and Morcol (1994) also argue that although there is some correlation between the
two they are nonetheless distinct concepts. Selim also argues that satisfaction is a cognitive
evaluation that, apart from comparisons with others, is dependent upon an evaluation with
respect to an individual’s desires, expectations and hopes. In contrast happiness is defined
as ‘an emotional state’ produced by positive and negative events and experiences in the life
of an individual. Tsou and Liu, building on the work of Vermunt et al. (1989), also define
happiness as an emotional state which is subject to sudden mood changes whilst life
satisfaction is a cognitive state which refers to an assessment of life as whole. Pittau et al.
(2010) argue that life satisfaction and happiness are broadly consistent measures of sub-
jective well-being, but are different. Happiness is a more volatile concept of current
emotional state, while life satisfaction is closer to the concept of an overall and more stable
concept. Given this we would expect happiness to be impacted on by the more stable
individual life satisfaction and thus positively linked to regional satisfaction. We might
also reasonably expect the more stable life satisfaction to facilitate democracy more than
happiness per se. This is consistent with Inglehart’s (1999) argument that that high sat-
isfaction with life in a population increases the legitimacy of the political regime in power
and may thus foster democracy.

Using regional averages also helps with a second problem with using individual
responses. These may give substantially different measures with respect to democracy for
individuals in the same region. But, if it is the impact of democracy on well-being we are
seeking to analyse rather than individual perceptions, the averaged view of all other
individuals in the region is preferable. This is also why we choose not to endogenize
individual democratic satisfaction within an instrumental variable framework. In any case
the instruments would be the regional based measures and hence in practice the two
approaches are largely similar.

Hence, the equation we will estimate will include the standard socio-economic and
cultural variables the literature suggest are important, plus the regional variables and
country fixed effects. We will (1) be estimating regressions for both happiness and life
satisfaction with just regional democratic satisfaction and not regional life satisfaction and
(2) for happiness based on all the explanatory variables including regional life satisfaction.
Finally we will do separate regressions for different socio-economic groupings and
countries in seeking to inform us on whether the impact of democratic satisfaction is
homogenous across these groups.

4 The Data and Empirical Formulation

The World Values Survey data has become increasingly well-known in recent years, and,
in addition to the research already referred to, have been utilised in hundreds of publi-
cations. Recent examples, many linked with research into well-being, include Guiso et al.
(2008), Bonini (2008), Bruni and Stanca (2008), Snoep (2008), Tesch-Romer et al. (2008)
and Sanfey and Teksoz (2007). It is a worldwide investigation of socio-cultural and
political change conducted by a network of social scientists at leading universities all
around the world. Interviews are carried out with nationally representative samples of the
publics of more than 80 countries covering 85% of the World’s population. Five waves of
surveys have been carried out in 1981, 1990-1991, 1995-1996 and 1999-2001 and 2005.
Each sample contains at least 1,000 respondents. In more recent years greater emphasis has
been given to obtaining better coverage of non-Western societies and analysing the
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Regional Happiness

Regional Democratic Satisfaction

Regﬂona\ Variables are the average of individual views in the region;
Higher values indicate both greater happiness and democratic satisfaction

Fig. 1 Regional happiness and democratic satisfaction

Regional Happiness

T T T T T

-5 0 5 1 1.5
Regional Democratic Satisfaction

Regional Variables are the difference of average of individual views in the region from those
in the country; Higher values indicate both greater happiness and democratic satisfaction

Fig. 2 Adjusted regional happiness and democratic satisfaction

development of a democratic political culture in the emerging democracies. The results in
this paper are based on the fourth wave.’

The dependent variables relate to standard questions on happiness and life satisfaction.
Because of the discrete nature of the data, we use ordered probit regressions to estimate the
equations. Happiness is measured on a four point one. The governance variable relates to
satisfaction with the way democracy is developing in the respondent’s country. It will thus
reflect (1) the extent to which the country and region is democratic, (2) any movement in
that situation and (3) the extent to which the democratic system is delivering satisfactory
outcomes. Figure 1 shows a clear relationship between average regional happiness and
satisfaction with democracy. Regions where people tend to be satisfied with democracy are
also regions where people are happy. But is this picking up anything more than variations
between countries? Is there also a relationship within countries? Figure 2 suggests that
there is. It plots the deviations of regional well-being and democratic satisfaction from the
country averages. The figure shows that regions where people are more satisfied with

3 Certain key variables are not included in the fifth wave. These include democratic satisfaction.
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democracy than the average for the country also tend to be happier regions than the
average. Of course this could be picking up spatial factors, such as population density. But
the regression analysis which follows will allow for such possibilities.

Included in this regression analysis, apart from the regional variables relating to dem-
ocratic and life satisfaction, we will include control variables as suggested by the literature.
These will include gender, age, education, relative income, savings, marital status, health,
whether unemployed, whether the individual has children, locality, religion, and religious
and linguistic minority variables. With respect to savings, which has not been previously
used in this type of analysis, the expectation is that people who have had to borrow money
in the previous year are more likely to be struggling and hence less likely to be happy or
satisfied. It thus helps augment the data on income, All variables are defined in a data
appendix where there is also a list of countries.

5 The Empirical Results

Table 1 shows the correlation matrix between the variables. Partly because of the large
sample sizes most correlations are significant, even though in many cases the correlations
are quite small. Focusing on the impact of regional democratic satisfaction, we note the
positive correlation with happiness and life satisfaction, i.e. people in regions with high
levels of democratic satisfaction tend to be happier and more satisfied.

Table 2 shows the regression results. The first two columns show the results for life
satisfaction and happiness without including the regional well-being variable. In both
regressions, regional democratic satisfaction is significant at the 1% level. Surprisingly
perhaps the impact is greater in the happiness equation. The remaining columns show the
regressions with happiness as the dependent variable and including regional life satisfac-
tion. Regional democratic satisfaction is positively significant at the 1% level in the
regression for the full sample of countries. In other regressions however, it is less sig-
nificant for women and rich people. It is also not in evidence at all for richer countries as a
whole. The significance of democratic satisfaction despite the inclusion of regional life
satisfaction is a strong result. This both addresses the problem that the impact of demo-
cratic satisfaction may be picking up the possibility that satisfied regions tend to be more
democratic ones, due to a greater ease of governance. It also largely addresses the problem
that regional democratic satisfaction may be proxying other regional variables which
impact on happiness. This significance is robust to specification and remains if we correct
the standard errors allowing for intra-country correlation of the error term. In these
regressions, regional life satisfaction has a non linear impact on happiness, there were no
such nonlinearities present for regional democratic satisfaction.

With respect to the control variables, the impact of the socio-economic variables is
largely as in other studies and thus we will focus on the differences. Being married
increases happiness for everyone, but being a widower has no significant impact on men,
richer people and in richer countries. Having children reduces happiness, possibly because
of the impact on the time and income constraints. The linguistic minority variables are
generally not significant, but become so if we omit regional life satisfaction. The religious
minority variable is only weakly significant although Protestants, and to an extent Cath-
olics, tend to be happier than other people.*

4 We include country fixed effects, hence the impact of religion is related to the individual rather than on the
culture of the country.
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6 Conclusions and Policy Implications

We have found that regional democratic satisfaction impacts on happiness. This is the case
when account is taken account of regional life satisfaction. Under the assumption that
democratic satisfaction is based on the actual state of democracy, as suggested in the
literature, this further leads us to conclude that democracy itself impacts on well-being.
The fact that the analysis is based on regional differences in democratic satisfaction
emphasises that governance often differs within countries as well as between them. This
impact is however less significant for women and rich people. It is also not in evidence for
richer countries as a whole. This latter result contradicts the findings of Veenhoven (2000)
who concluded that economic, but not political freedom contributes to happiness partic-
ularly in poor countries, whilst political freedom contributes to happiness in richer
countries. To an extent too it is also at variance with the conclusions of Helliwell and
Huang (2008), The reduced impact on rich people may be because government provides
publicly provided goods and richer people are more able to compensate for poor public
provision in areas such as health, education and even security than poorer people. The
analysis also confirms Pittau et al. (2010) conclusion that well-being varies within coun-
tries as well as between them. We already knew this to be the case for differences based on
socio-economic, demographic, cultural and spatial variables. We now know it is true for
different regions within countries.

Data Appendix: Variable Definitions

Attitudinal Variables

Happiness A dependent variable; coded 1 if the individual responded that
taking all things together they were not at all happy to 4 very
happy

Life satisfaction A second dependent variable; scaled from dissatisfied (1) to

satisfied (10)

Democratic satisfaction Coded 1 if the respondent is very dissatisfied satisfied with the
way democracy is developing in their country to 4 (very
satisfied)

Socio Economic Variables

Male Binary variable, coded 1 if the respondent is a man

Age Age of the respondent in years

Married Binary variable, coded 1 if the respondent is married

Widow Binary variable, coded 1 if the respondent is widowed

Children Binary variable, coded 1 if the respondent has children

Education Coded from 1 (no formal education) to 9 (university level education
with degree)

Income Coded from 1 to 10 reflecting increasing levels of household

income—the exact classification varies from country to country. In
effect this is a relative income measure
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Savings Coded 1 if the respondent’s family saved money in the previous
year to 4 if they spent savings and borrowed money

Poor health The self-perceived state of the individual’s health. A Binary
variable, coded 1 if in poor or very poor health

Unemployed Binary variable, coded 1 if the respondent is unemployed

Location Coded 1-8 (large city) reflecting the size of the settlement in which
the individual lives

Religious Group Binary variables, coded 1 if the individual identified themselves as

members of a religious group (Catholic, Protestant, Orthodox, Jew,
Muslim, respectively)

Linguistic Minority The proportion of the country’s population having as their first
language the same as the respondent, where first language is defined
as the one normally spoken at home

Religious Minority  The proportion of the country’s population having the same religion
as the respondent

GDPPC The level of GDP per capita in the individual’s country in the year
2000 in US$ purchasing power parity (Source: World Bank data set)

Countries included: Albania, Argentina, Bangladesh, Bosnia, Canada, Chile, Egypt, India,
Indonesia, Iran, Japan, Jordan, Kyrgyz, Macedonia, Mexico, Moldova, Montenegro,
Morocco, Peru, Philippines, Puerto Rico, Serbia, South Africa, Spain, Tanzania, Uganda,
USA, Vietnam,
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