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WORK AND WELL-BEING

ANDREW E. CLARK*

Introduction

A perhaps apocryphal story has a departmental sem-
inar speaker starting their presentation with the line
“Today I'd like to talk to you about my research on
XXX...”. A hand immediately goes up for the first
question from the audience: “Why?”

I suspect that all researchers have come across this
kind of reaction at some point in their career. Its pre-
valence surely depends on the discipline in which
one works. Those carrying out medical research or
working on renewable energy may never have come
across it; economists who suggest that asking people
how happy they were is a good research strategy are
likely more familiar with it.! In this context, I would
like to consider two broad research questions in the
realm of labour economics in which subjective well-
being information has played a key role. The word
“key” is undoubtedly over-used, and not only in eco-
nomics and by me, but I think that it is warranted
here, in the sense that I have difficulty in seeing how
the research in question could have been carried out
without appealing to this kind of subjective data.

The first of the two research questions in the world of
work has to do with worker allocation on the labour
market: we see some people working and others not,
and amongst those who are in employment there is
considerable heterogeneity in the type of jobs that
they do. Why do these patterns of labour-market sta-
tus pertain? One useful distinction here is between
optimal choice and constraints. Is unemployment cho-
sen by the unemployed? Do the self-employed think
they have the best of all labour-market statuses, or
could they not find anything better? Understanding
whether choice is constrained in this way is important

for policy purposes: if individuals are making the
best choice out of all labour market statuses, then all
is well. If on the other hand individuals are making
constrained choices then there are potential welfare
gains: individuals may well be better off in other la-
bour force statuses, and we should consider how we
can loosen the constraints in question.

The second research area is quite simply that of the
distribution of well-being. This distribution may be
at a point in time — between individuals, occupations
or even between countries — or it may be over time
within a country.

Allocation on the labour market

There are a number of different statuses on the la-
bour market: why do people end up where they do?
In what follows, I am going to take it for granted that
subjective well-being scores do contain useful inter-
personally-comparable information.2 By treating sub-
jective well-being scores as an index of whatever it is
that people are trying to maximise, we can arguably
make progress in determining whether different
labour market statuses result from unconstrained
choices or not.

Probably the first question to be asked here con-
cerns unemployment. This has been one of the prin-
cipal areas of research in the subjective well-being
literature, along with the relationship with income.
We would like to know here to what extent unem-
ployment is voluntary and to what extent involun-
tary, and we can use well-being scores to help answer
it. If unemployment is chosen (and well-being scores
are comparable between individuals) then in cross-
section data, ceteris paribus, the employed and the
unemployed should report similar well-being scores.
However, if the unemployed are found to report
lower well-being scores than do the employed then
either unemployment is not a choice, or it is a choice
and it is systematically chosen by individuals who
have lower levels of well-being.

* Paris School of Economics and IZA.
! This is less true now than it was in the past: my most raucous sem-
inar audiences were in the first half of the 1990s.

2 There is by now a considerable amount of disparate research
which suggests that this is the case: some of this is reviewed in
Clark, Frijters and Shield (2008).
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This kind of analysis is illustrated

simply in the Table, using data
from the first 17 waves of the

Self-employed Employed Unemployed

Note: Satisfaction measured on a one to six scale.

Source: ECHP, 1994-2001.

The results here are arguably unequivocal. The ana-
lysis of cross-section data reveals that the unem-
ployed report significantly lower well-being scores
than do the employed. The estimated regression co-
efficient here is both very significant and very large
in absolute size. This is illustrated in the Figure,
where the raw data from eight waves of the Euro-
pean Community Household Panel (ECHP) (1994
to 2001) have the unemployed reporting life satisfac-
tion scores almost two points lower than those of the
employed, on a scale that only goes from one to six.
In this sense, unemployment is one of the most neg-
ative events to be identified in the typical panel data
to which happiness economics appeals (such as the
British Household Panel Survey (BHPS) and the
German Socio-Economic Panel (GSOEP)).

This negative correlation between unemployment
and well-being is robust to the addition of explana-
tory variables (including income) in multivariate re-
gression analyses (amongst many others, see Clark
and Oswald 1994 and Winkelmann and Winkelmann
1998). If we believe that well-being scores are com-
parable between individuals, then the conclusion is
that unemployment is associated with far lower well-
being, and this lower well-being is largely not ex-
plained by the associated lower income.

The issue of well-being score comparability, such
that it is those with low well-being scores who end up
unemployed, can be addressed by appealing to the
increased development of panel data sets including
well-being questions over the past 25 years. By re-
interviewing individuals at regular (very often one-
year) intervals, fixed psychological factors or re-
sponse style systematically affecting well-being scores

BHPS. I here consider those aged

Not in the

labour force

16 to 65, who are either working
(employed or self-employed) or
unemployed. I use two well-being
measures. The first is the zero to
twelve General Health Questionnaire Caseness score
(as used in Clark and Oswald 1994), reflecting overall
psychological functioning, which is available in all
waves. The second is a “standard” overall life satisfac-
tion score, on a one to seven scale, which was record-
ed in waves 6-10 and 12-17. In both cases larger num-
bers reflect higher levels of well-being.

The message from the first panel of the Table is that, as
in the Figure, the unemployed report lower well-being
scores than do those in work. The difference in well-
being by labour-force status is significant at all conven-
tional levels for both measures. The second and third
panels report “within-subject” analyses of the same
relationship. These are presented as transition matrices,
and measure the average change in well-being accord-
ing to both last year’s and this year’s labour-force status.
The diagonal terms show that there is little change in
well-being from year to year for those who do not
change labour-force status. However, the off-diagonal
elements suggest substantial movements. Someone who
was employed last year but is now unemployed has an
average drop in well-being of 1.07 points; when individ-
uals move from unemployment back to work their well-
being rises by about 1.3 points. Both of these figures are
similar to the simple cross-section difference in the first
panel of the Table. The same conclusion, to a somewhat
lesser extent, holds for life satisfaction. Were it to be the
case that the unhappy are more likely to become unem-
ployed, the within-subject work-unemployment well-
being difference would be smaller than that between
subjects. The Table provides only little evidence of this.

3 A useful analogous analysis of marriage using panel data con-
cluded that most of the reason why the married were more satisfied
than singles in cross-section data was that more satisfied people
were more likely to get married (Stutzer and Frey 2006).




Table
Well-being, employment and unemployment: BHPS

Employed(t)  Unemployed(t)
GHQ-12 10.36 9.19
Life satisfaction 5.24 4.61

Transition matrix: GHQ-12

Employed(t-1) -0.039
Unemployed(t-1) 1.305

-1.066
-0.011

Transition matrix: Life satisfaction

Employed(t-1) -0.020 -0.370
Unemployed(t-1) 0.358 0.025

Source: BHPS, 1991-2007. Life satisfaction measured
on a one to seven scale; GHQ-12 on a zero to twelve
scale.

The conclusion from the well-being analysis of un-
employment is then that it is associated with signifi-
cantly lower levels of well-being than working, both
between individuals and within-individual. This is
not consistent with unemployment being a choice.
Second, most of the well-being impact of unemploy-
ment seems to be non-pecuniary. Both of these find-
ings should influence labour-market policy.

Unemployment is not the only labour-force status of
interest. There is also a small literature which has
looked at well-being and self-employment.* Al-
though the self-employed do worse than the em-
ployed with respect to many aspects of the job, they
systematically (at least in rich countries) report high-
er levels of overall job satisfaction than do the em-
ployed. If, as well-being data suggest, self-employ-
ment is better than employment, why aren’t more of
us self-employed? Two broad explanations have been
proposed. One is in terms of matching on the labour
market. Some individuals may really like autonomy
but not be particularly risk-averse: with these prefer-
ences, they will prefer self-employment to employ-
ment. Others may have different preferences that
lead them to prefer employment. Certain parameter-
isations of the utility will yield greater satisfaction for
those who choose self-employment than for those
who choose employment, even though both are
happy with their choice.

The second explanation is in terms of barriers to
entry into self-employment: some people really want
to be self-employed but can’t, so that their choices
are constrained. These barriers are often imagined in
terms of capital constraints. A well-known contribu-

4 Two examples are Blanchflower and Oswald (1998) and Bianchi
(2010).

tion by Blanchflower and Oswald (1998) appeals to
satisfaction data to provide some evidence in favour
of this capital constraints story. The authors use the
National Child Development Study (NCDS) data to
show that those who receive an inheritance are more
likely to become self-employed (and control for en-
dogeneity by instrumenting inheritances with the
death of a parent). They also show that the self-em-
ployed in their sample report higher job satisfaction
on average than do the employed. However, they
then separate the sample to show that this gap is
only found for the self-employed who did not re-
ceive an inheritance. The self-employed who have
received inheritances actually report the same level
of job satisfaction as do employees. This finding is
consistent with capital constraints, in the sense that
self-employment is a choice for those who have enough
resources, but is simply not available for some others.
Without the analysis of subjective data, not only would
the “problem” of the satisfied self-employed not have
been apparent, but the interpretation via capital con-
straints would likely have been more difficult to show.

The same comparison of labour-force statuses can
also be carried out with respect to retirement. One
crucial piece of information in terms of the debate
over different retirement ages is the effect of retire-
ment on both health and overall well-being. While
there is an enormous literature on well-being and
age — and on older individuals and retirees specifi-
cally — that on changes in well-being attendant on
retirement is not particularly large. The analysis here
is complicated by serious problems of endogeneity
(those in worse health and with lower levels of well-
being tend to choose to retire earlier). These are
dealt with by looking for exogenous movements in
retirement age or benefits. Some contributions along
these lines are Charles (2004) who finds that, when
retirement is instrumented, it reduces both depres-
sion and loneliness, Coe and Lindeboom (2008) who
find no overall effect of retirement on health, and
Dave et al. (2008), who suggest that retirement is
associated with worse mental health. In general, the
results in this small literature are ambiguous, and
more work on this particular aspect of well-being
and labour supply, especially in the context of the
greying population, would seem of great use.

Subjective well-being and job quality

Following on from the broad idea of subjective well-
being as reflecting the relative attractiveness of dif-
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ferent labour-market outcomes, it seems reasonable
that individuals should leave lower-satisfaction for
higher-satisfaction jobs. This is in fact what they are
observed to do in panel data: job satisfaction at time t
has been shown to be a good predictor of future quits
(Clark 2001 and Lévy-Garboua et al. 2007, amongst
others). This role of job satisfaction in predicting la-
bour-market mobility continues to hold regardless of
the observable job characteristics which are added to
the quit equation. This underlines that both jobs con-
sist of more than just wages and hours and other
observables, and that job satisfaction does a good job
of picking up these unobservable job characteristics
(which are important to workers, as they are observed
to seek them out).

This brings me to the second topic, that of the distri-
bution of well-being at work. As the quits literature
has intimated, not all jobs are the same. Further-
more, they are not the same in ways that are not only
reflected in wages and hours of work. This allows us
to make some progress in talking about job quality.
This is a topic that has interested me since the mid-
1990s. The central questions here are whether some
jobs seem to be systematically better than others,
and whether jobs have been getting worse over time.

There has in the past been a tendency to examine job
quality as purely a function of income, and perhaps
hours of work. There is no guarantee that these on
their own will provide an adequate description of job
quality, however. The job values questions in the
three “Work Orientations” waves of the Internatio-
nal Social Survey Programme (ISSP) (1989,1997 and
2005), suggest that the job aspects that both men and
women consider to be the most important are job
security and the interest of the job (Clark 2010).
These are followed by independence and whether
the job allows the individual to help others. Only
around a quarter of ISSP respondents consider hav-
ing a job with a high income as very important. These
most important aspects of the job would seem to be
very difficult to measure objectively, and any evalua-
tion of job quality based only on income and hours
of work will miss out on many job domains that
workers value.

One approach, followed in Clark (2010), is then to
construct a series of indicators using the ISSP data to
evaluate worker’s subjective evaluations of pay,
hours of work, promotion and job security, the diffi-
culty of the job, job content, and interpersonal rela-
tionships at work. These are complemented with a

20

job satisfaction score which arguably summarises all
of the aspects that workers appreciate or dislike about
their job, some of which are explicitly measured in the
ISSP and some of which are likely not.

The analysis of movements in these subjective job
quality measures over time reveals that while some
of them dropped between 1989 and 1997, there has
been a recovery up to 2005. This is particularly the
case for promotion opportunities and job security.
Concentrating on the overall measure, job satisfac-
tion rose for both men and women. The analysis
shows that this was partly, but far from entirely, due
to the movements in income and hours of work over
the period in question.

The regression analysis of both the six specific do-
mains of job quality, as well as the overall measure of
job satisfaction, underline that there are systematic
differences between both types of individual and
types of job in terms of well-being at work. In partic-
ular, men are less satisfied with their jobs than wom-
en, ceteris paribus, and older employees and the
married are more satisfied. A number of the country
dummy variables are also significant: workers in Hun-
gary,Japan and France are relatively miserable, while
the most satisfied on average are found in Denmark,
Switzerland and the US. Last, it is very typically found
that both industry and occupation are significantly
correlated with subjective measures of job quality.
As such, jobs are not homogeneous, and in ways
other than just earnings and hours of work. When
sufficient numbers of different waves of data are
available, it can also be shown that the trends in job
satisfaction are not the same across different groups
of workers (Clark 2005 carries out this exercise using
BHPS data). Subjective well-being data thus allows
us to identify which groups of workers are doing
worse than others, and those who are falling behind.

Let’s put it all together

Understanding the distribution of well-being across
society, and here across workers, is surely a useful
piece of information in its own right. Yet we can also
consider it as a complement to the analysis of worker
behaviour sketched out in the section on the labour
market. Empirical analysis shows that the well-being
of the unemployed is lower than that of the em-
ployed, on average. But of course no-one is average.
The systematic heterogeneity in job quality discussed
above will translate into heterogeneity in the employ-




ment-unemployment well-being gap. Put simply, some
will lose more psychologically from unemployment
than others. Sceptics may claim that changes over
time in life satisfaction scores are going to be too
noisy to reflect this phenomenon. Yet the drop in
well-being on entering unemployment is correlated
with both the search intensity of the unemployed, and
the speed at which they consequently find a new job
(see Clark 2003, using BHPS data, and Clark et al.
2010, in GSOEP data). This seems like an important
piece of information. As is arguably the case with all
individual choices, it is not the level of utility that
counts, but the level of utility compared to the other
options. In this context, shorter unemployment spells
will not result from making unemployment a miser-
able experience, but from making sure that employ-
ment is attractive relative to unemployment: it is the
delta that counts (and the latter also sounds rather
more palatable as a policy proposition).

Taking heterogeneity seriously may also help us to
understand why the results regarding retirement are
so mixed: some may experience a drop in well-being
on retirement, and others a rise. This is obviously
linked to the type of job that the individual had;
however, it is also linked to the type of retirement
that the individual can expect too. As the results in
Clark and Fawaz (2009) demonstrate, a simple tax-
onomy of “good jobs” doesn’t necessarily do a good
job in predicting the change in well-being on retire-
ment. Those who had bad jobs may equally have poor
pensions: as such, they may not always experience
much of a well-being benefit from stopping work.
Again, behaviour is driven by a comparison of avail-
able options on the labour market, and subjective well-
being information would seem like a useful way of
summarising how attractive these different options are.

Despite the increasing amount of work using well-
being data, in particular over the past ten years or so,
there are still enormous gaps in our knowledge.
Taking well-being data seriously as both an index of
the distribution of well-being and a driver of individ-
ual behaviour will likely remain a very fruitful area
of research for the foreseeable future, not only in
economics but across all of the social sciences.
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