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Abstract

Many countries in the Western hemisphere are experiencing a political back-
lash against globalization. When explaining this phenomenon, much of the extant
research draws on the distributional effects of international competition, in particu-
lar the opposition to trade by those who are adversely affected. Using cross-sectional
data on subjective well-being from the World Values Survey and the European Val-
ues Study and combing these self-reports with trade and incomes data, this paper
contributes to this strand of research by focusing on the subjective element in the
formation of anti-trade sentiments. It thus explores how the role of international
trade in the income distribution is being perceived at the individual level. Simula-
tions based on the data reveal that matters of income inequality are evaluated dif-
ferently, depending on how deeply the respective economy is integrated into world
markets: results suggest that the extent of trade globalization amplifies any nega-
tive effect of income inequality on subjective well-being. If the role of international
openness in the income distribution is perceived to be more pronounced than it
actually is, the subjective element has wider politico-economic implications; it car-
ries the risk of costly anti-trade policies without necessarily narrowing the income
distribution.

Keywords Perceptions - Income distribution - International trade - Protectionism -
Globalization

Introduction

Over the last decade, protectionism has gained popularity. While US trade policy

has been very much in the focus (e.g. World Trade Organization 2019; Bown and
Kolb 2021), other countries have made intensive use of restrictive trade measures
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as well, as, for instance, it has been documented for the G20 by Evenett and Fritz
(2021: 51-127) in the Global Trade Alert.

Much of research relates the demand for protectionist policies to adverse labor
market and income effects. Notwithstanding the relevance of actual income effects
because of trade in the discontent with globalization, this paper takes a different
approach, which to the best of our knowledge, has received limited attention so far.
It brings in the subjective element in the interpretation of data on trade globalization
and inequality as another channel possibly fueling anti-trade sentiments. Drawing on
subjective well-being reports provided by the 2017-2020 World Values Survey and
the European Values Study, the paper explores whether matters of income inequality
are perceived differently depending on the degree of trade globalization. Combin-
ing the self-reports on subjective well-being with data on trade globalization and
income inequality in simulation studies, it is found that globalization has a negative
leverage effect on how inequality affects subjective well-being. Seemingly, the data
on inequality are interpreted differently: matters of income inequality are considered
in particular an issue when individuals think of them as being related to trade glo-
balization. Results thus suggest that perceptions about the role of globalization in
income inequality may thus be an additional factor at work in anti-trade sentiments
explaining the widespread support which international trade restrictions received
lately.

Literature review

The relationship between trade globalization and inequality has been the object
of extensive discussion and study. Although not undisputed as to its magnitude, a
great many studies see the spread of anti-globalization sentiments as an outcome
of income effects and insecurities triggered by international trade (see, for instance
contributions by Pavcnik (2011), Nguyen (2017), Rodrik (2018), Hoekman and
Nelson (2018), Wood (2018), Bajo-Rubio and Yan (2019) and Walter (2021)). By
creating winners and losers, international trade is seen as widening the income
inequality within the trading economies, thus triggering a discontent with openness
by those negatively affected. The number of studies on voting behavior, which pre-
sent evidence in support of adverse income effects and job losses of trade is, in fact,
considerable (see, for instance, Che et al. (2016), Jensen et al. (2017) and Autor
et al. (2020) for the US; Guiso et al. (2017) and Colantone and Stanig (2018a) for
Europe; Dippel et al. (2015) and Putzhammer (2018) for Germany; Caselli et al.
(2020) for Italy and Colantone and Stanig (2018b) for the UK). Other studies focus
more closely on preferences over trade policy (see, inter alia, Scheve and Slaughter
(2001), Mayda and Rodrik (2005) and Hanson et al. (2007), and the surveys by the
Pew Research Center (2014) or Bluth (2016)). Nevertheless, they too refer to actual
income effects of trade globalization.

While explaining much of the demand for protection, they are difficult to recon-
cile with the fact that low-skill intensive production in low-skill abundant countries
often also receives protection, although, according to traditional trade theoretic rea-
soning, the low(er)-skilled should experience income gains in these economies. Lii
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et al. (2012) offer inequity aversion as an explanation to this oddity. This effect may
also operate, alas, it remains to be explained why distributional issues are evalu-
ated differently depending on trade with the bias apparently present across the whole
income spectrum.! Research by Mayda and Rodrik (2005) suggests that other socio-
economic aspects, such as nation-centered questions about feeling locally attached
or about being proud of the Home countries’ social and political institutions or eco-
nomic achievements may also be important in explaining the variation in attitudes
over trade (similarly Mansfield and Mutz (2013)). Inglehart and Norris (2016), in
analyzing European Social Survey data on the support for populist parties, find evi-
dence that it is much more cultural values across a wide range of social groups rather
than just the low-skilled low-income groups in skill abundant economies forming
the backbone of the backlash against globalization. Research based on US panel
data by Mutz (2018) adds to the evidence of perceived status threat by previously
dominant groups as main drivers in political attitudes (as opposed to the more nar-
row economic losses of the low-skilled). Likewise, by focusing on support for trade
policies, Fattore and Fitzpatrick (2016) find empirical evidence for Latin America
that it is not only objective measures, but also perceptions with reference to income
distributions which matter.> All of these findings suggest that looking at issues of
(subjective) well-being (rather than exclusively on trade and income inequality data)
might deliver additional information as to possible explanations of this widespread
a backlash.

A number of studies try to add insights along these lines. Looking at (mental)
health issues, Pierce and Schott (2020) find evidence that post-2000 U.S.—China
trade liberalization went in tandem with an increase in suicide deaths in U.S. coun-
ties and by workers specialized in manufacturing. Results are in line with empirical
studies for the U.S. by Case and Deaton (2015), and Graham and Pinto (2019), who
find evidence that the various societal strata show much heterogeneity as to socio-
psychological indicators, such as all-cause deaths and perceptions of stress, insecu-
rity, and, in particular, hope and confidence in the future. Accordingly, poorer rural
whites in their middle ages are the least optimistic about their personal outlook. The
socio-geographic pattern suggests again a relationship to shifts in the demand for
labor because of trade as it was presumably these strata, which were affected the
most by import competition from abroad. On a similar account, Colantone et al.
(2019) present indication for the UK that competition and the associated adjustment
costs cause mental stress. In addition, Hummels et al. (2016) find adverse health
effects of exports in Danish matched worker-firm data.

! Research by Hainmueller and Hiscox (2006) and Feigenbaum and Hall (2015) casts additional doubts
on the linkage as any such link presupposes an understanding of distributional consequences of trade for
which empirical evidence seems to be weak. See also Garrett et al. (2016) and Flynn et al. (2017), both
of which explore (mis-)perceptions in the formation of preferences over policies. Combined with propa-
gation mechanisms inherent to social media, (mis-)perceptions may give rise to what Leitner et al. (2021)
identify as “infodemics”.

2 This relates to studies showing that perceptions about fairness in the income generation process and the
resulting income distribution do have an impact on subjective well-being (Bjgrnskov et al. 2013) and on
preferences over trade policies (Rodrik 2018).
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However, Bjgrnskov et al. (2008), by focusing on life satisfaction as revealed in
self-reports, find that openness of a country is among the small number of variables
that robustly affect individual life satisfaction in a positive way. Dluhosch and Hor-
gos (2013) show that there are various facets of (trade) globalization, which are per-
ceived very differently, some positive, some negative. Moreover, Khun et al. (2015)
find that, on an overall account, trade restrictions correlate with lower, rather than
higher levels of (self-reported) well-being. However, none of these studies explore
whether changes in the income distribution are perceived differently conditional on
the level of globalization.

Whether and how matters of income distribution per se affect subjective well-
being has been at the center of a number of studies, with most of them finding a
depressing effect (e.g. Alesina et al. (2004) and Graham and Felton (2006), but with
results also partly inconclusive (e.g. Hopkins (2008), Rozer and Kraaykamp (2013),
Dluhosch et al. (2014) and Garcia-Muiioz et al. (2019); see also Schneider (2016) for
an overview or the meta-study by Ngamaba et al. (2018)).> Nonetheless, and most
importantly from our perspective, these studies do not account for globalization nor
for any interaction effects of income inequality and globalization in subjective well-
being. Schalembier (2016) identifies measures of comparative performance vis-a-vis
other countries to become more important for subjective well-being as international
exposure increases. He thus explores interaction effects between income inequality
and globalization (or international exposure for that matter), but considering cross-
national comparisons rather than within-country income distributions.

This paper shares some of those perspectives in that the backlash might be rooted
in a much broader sentiment, which shows up in data on (self reports of) subjective
well-being. It goes a step forward though by looking at whether subjective well-
being data reveals that an increase in income inequality is in particular depressing
subjective well-being when accompanied by a deepening of trade globalization.
To gain insights into how income inequality is linked to subjective well-being con-
ditional on how the economy is exposed to international competition, the paper
employs an ordered logistic regression which regresses measures of income inequal-
ity and trade globalization on subjective well-being. The analysis on the conditional
effects is then carried out for different levels of globalization supposing individuals
were exposed to the same (measure of) income inequality.

Simulation studies on the data including the subjective dimension suggest that,
even though the starting level is the same, marginal changes in income inequal-
ity tend to depress subjective well-being more strongly the more open the coun-
try. Income inequality is thus particularly considered an issue in open economies,
although not necessarily being a result thereof. Such varying perceptions on how
domestic and international competition affect well-being might be another avenue

3 Research on the nexus between inequality and subjective well-being has a long tradition. The afore-
mentioned studies focus primarily on macro-micro-mediated effects (as does this paper). However, it
is worth mentioning that there is also a large body of primarily micro-oriented research exploring for
instance peer-group effects. On this, see, for instance, Luttmer (2005), Tsoukis (2007), Clark et al. (2008)
or Van Praag (2011) to name a few.
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leading to a resistance to trade globalization — and a reflection of an “Us vs. Them”
mindset on matters of competition.*

The paper proceeds along the following lines. “Variables and data” and “Styl-
ized facts from 27 countries” provide information on the variables and the data, and
deliver some stylized facts on subjective well-being, international openness and
income distributions. “Empirical strategy” then discusses the appropriate empirical
strategy for exploiting the variance in subjective well-being as a proxy for how the
relationship between trade globalization and income inequality is being perceived
and evaluated at the individual level. “Regression analysis” and “Simulation studies
on the leverage effect of globalization” present the results of the regression analysis
and various simulation studies, respectively. Finally, “Robustness checks on simula-
tion results” checks for the robustness, and “Conclusions” concludes.

Variables and data

To explore whether income inequality has a more depressing effect on subjec-
tive well-being when individuals attribute inequality to globalization, we com-
bine micro- and macro-data at the individual and the national level from different
sources. Data availability and consistency require to adopt a cross-sectional perspec-
tive with 2017-2020 data. Table 1 and the Online Appendix provide an overview of
the data and (access to) the sources.

As to the micro-data, we draw on the World Values Survey (WVS) and the Euro-
pean Values Study (EVS). The 2021 Spring edition of the joint data set (based
on waves 7 and 5, respectively) contains self reports on subjective well-being of
127,358 individuals in 79 countries (45 from the WVS, 34 from the EVS), as well
as opinions on various matters and characteristics of these individuals. Interviews
in the 79 countries took place at slightly different points in time between 2017 and
2020. They are nevertheless cross-sectional data from the same survey round. The
dataset holds information about two dimensions of subjective well-being, satisfac-
tion with life and happiness. Following the classification by Diener (1984), satisfac-
tion with life refers to the cognitive dimension of subjective well-being (in contrast
to the emotional feelings, and thus transitory, happiness). Therefore, it is the relevant
variable for this study. The data are in ordered categorical format (i.e. on a Cantril
ladder), ranging from 1 (“dissatisfied”) to 10 (“satisfied”). The distribution across
ordered categories 1—10 thus constitutes the natural output variable for our analysis.

While the focus of this study is on individual perceptions of how the macro sit-
uation influences life (in particular with respect to how inequality and globaliza-
tion affects well-being), previous research has shown that in any case individual
circumstances matter for subjective well-being (e.g., Scheve and Slaughter (2001)

4 On notions of “Us vs. Them” see Allport (1954) and Bremmer (2018), and the evidence in Mutz and
Kim (2017) on “in-group favoritism”. The role of perceptions as to trade and income inequality also tie
in with experimental studies by Feng et al. (2021) according to which foreign, and especially Chinese,
investment in the US is considered different than domestic investment.
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and Bjgrnskov et al. (2008)). We will account for these findings by controlling for
individual characteristics such as age, gender, level of education, number of chil-
dren, marital status, employment status, union membership, health, where individ-
uals locate themselves in the political and the income spectrum, whether religion
is important to them and whether they rank growth more important than the envi-
ronment. All of the data are from the 2017-2020 joint WVS-EVS dataset. In some
instances, however, we will slightly regroup and recode the raw data so as to better
cater to our focus.

With regard to the macro-data, we first obtain information about income inequal-
ity in the form of the Gini coefficient from the Luxembourg Income Study (LIS)
2021, which is by far the most consistent dataset of disposable (monetary and non-
monetary) income at the household level.” Data referring to the situation around
2017 (wave X, 2021 Spring edition) cover 37 countries, and it also includes the
corresponding market incomes. Although income inequality is the main regressor
in the analysis, it is the interaction with the extent of globalization as individually
perceived, which is of particular interest. Globalization scores prepared by the Kon-
junkturforschungsstelle Zurich (KOF) can be regarded as appropriate, as highlighted
by many studies on the impacts of globalization.® In trying to capture the various
dimensions of globalization (economic, social, political), the KOF publishes a num-
ber of subindices, including the de facto trade globalization indicator (trgidf), which
is the most closely related to sentiments about inequality and globalization. It amal-
gamates information on exports and imports of goods and services, and—by means
of the Herfindahl-Hirschman index—also accounts for trade partner diversity.
Research by Dluhosch and Horgos (2013), though, has established that, in order to
obtain robust and proper information on the exposure to trade globalization, one has
to control for trade policies. Otherwise, trade indicators in regressions pick up two
different issues, namely what individuals see because of trade volumes, for instance,
when buying goods and services and what the business environment is with respect
to trade. Trade policies constitute more of an option value of trade: e.g., goods may
be freely tradable according to policies, but trade volumes may nevertheless be low.
The distinction already shows up in many countries scoring very differently in both
dimensions. Accommodating the need to control for trade policies, the KOF pub-
lishes an index of de jure trade globalization (trgidj) by blending data on trade regu-
lations, tariffs and trade agreements which we will thus use as a control. In addi-
tion, we will control for population size, unemployment rates and (consumer) price
inflation with IMF data. In particular, unemployment and inflation have been shown
by way of a “misery index” to affect subjective well-being substantially in previous
research (e.g. Di Tella et al. (2001) and Dluhosch et al. (2014)).

5 Alternative inequality indices, such as the Atkinson index, give particular weight to the lower parts of
the income distribution. Effects turn out to be slightly less pronounced, but nevertheless similar to the
Gini.

6 See Gygli et al. (2019) on the current edition of the index, Dreher (2006) on previous editions, and,
Potrafke (2015) on the many uses.
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Fig. 1 (Raw) data on trade globalization, income inequality and subjective well-being

Other macro-variables are likely to affect life satisfaction. Potential candidates
discussed in the literature are, e.g., political freedom, civil rights, governance issues,
political stability, quality of government and bureaucracy, social trust and many
other aspects that form the fabric of society. Even sunshine has been identified to
have some impact on well-being (think of suicide rates in some Scandinavian coun-
tries during the comparatively long dark spell of Winter). Diener et al. (2013), or
Helliwell and Wang (2011), to mention just two studies, discuss some of the these
circumstances, thus giving a taste of the many aspects which might be relevant in
one way or another. However, many of these dimensions are somewhat linked to
standards of living or globalization, others are, by all standards, sufficiently uncor-
related, thus not confounding results (see, for instance, Jordahl (2009) or Berggren
and Nilsson (2015)). Merging the relevant data yields a set of 48,683 individuals in
27 countries with overlapping information on all of the variables of interest.

Stylized facts from 27 countries

This section provides some stylized facts based on the data described in “Variables
and data”. Figure 1 displays cross-country information on the association between
subjective well-being and the extent of globalization on the one hand, and subjec-
tive well-being and income inequality on the other hand. The left panel of Fig. 1
plots the mean of self-reported well-being of individuals in each of the 27 countries
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against the globalization index (trgidf), the right panel against the Gini coefficient
(based on disposable household income).

The left panel may suggest a negative nexus between subjective well-being and
(trade) globalization. The downward slope caters to the notion that, on average,
trade globalization depresses subjective well-being, however, with the effect weak as
data points are fairly spread out. The right panel, though, with income inequality as
measured by the Gini coefficient, shows hardly any correlation at all with subjective
well-being. The raw data thus seem at least inconclusive as to how income inequal-
ity per se relates to subjective well-being. This seems to be in line with the hetero-
geneity in the results reported by the extant literature (see the survey by Ngamaba
et al. (2018)), and with some studies even suggesting a (slightly) positive relation-
ship (e.g. Starmans et al. (2017) and Garcia-Mufioz et al. (2019)).

While the two panels in Fig. 1 provide a first glimpse on the main variables of
interest, they come with two important caveats: firstly, in the diagram, subjective
well-being refers to averages. Averages, however, do not account for the variance at
the micro level nor do they account for the fact that the underlying data are in ordi-
nal categorical format (and with the number of categories limited, i.e. with a lower
and an upper bound) for which aggregation into a single number is not trivial. A
thorough analysis should fully exploit all the information in the data, including any
variance at the individual level. This is particularly important since perceptions are
formed at the individual level and may differ even for individuals being exposed to
the same macro data. Considering the properties of the data and our research ques-
tion thus requires to dig more deeply into the actual shape of the individual data and
to focus on various sub-groups. We will deal with this difficulty by analyzing the
impacts of openness and income inequality for each score of subjective well-being
separately. Otherwise, positive and negative impacts are implicitly amalgamated,
thereby masking the information which is of utmost interest to us. Combined with
extensive simulation studies, the disaggregated perspective with respect to scores
will deliver insights on the moderating effect of globalization on the well-being
effects of inequality. The second caveat refers to the issue of covariates confound-
ing the effect of the two variables on subjective well-being. In the present context,
this is not just an omitted variables issue. The bounded nature of the output scale
(subjective well-being) implies that predictions of the impact of changes in the two
variables on the distribution of well-being scores is not independent of the values of
these and all other covariates. The next section will outline the methods that prop-
erly account for these issues.

The shape of the data on globalization and income distribution in itself is
already thought-provoking. Figure 2 seems to challenge the widespread belief
that it is simply negative income effects of trade that fuels the backlash against
globalization: the right panel in Fig. 2 suggests that countries which are more
open to international competition as measured by the KOF index actually are
more homogeneous with respect to disposable household incomes. Clearly,
income cleavages may have many dimensions (with respect to skills, occupa-
tions, regions, age groups, gender etc.), which need not show up in the aggregate.
The overall Gini may nevertheless provide information on the homogeneity of
a society. In trying to reconcile the data with the traditional understanding, one
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Fig.2 (Raw) data on trade globalization and inequality: market vs. disposable income

might argue that the negative correlation between globalization and the Gini of
disposable income results from social policies cushioning income effects of glo-
balization by means of redistribution. Gozgor and Ranjan (2017) actually find
evidence for redistribution increasing in tandem with globalization. The underly-
ing argument is that openness is more likely to be socially accepted and embraced
if income effects are mitigated by social policies (in particular income policies),
thus shielding individuals effectively from income risks associated with trade.
This argument has been prominently advanced by Rodrik (1998), and it has been
propagated by the concept of “embedded liberalism” in its various shadings (see
Lewis (2018) for a discussion including trade). Interestingly, though, the cor-
relation between the Gini coefficient and the globalization index is in any case
negative, no matter whether the Gini coefficient is based on market or on dispos-
able (household) incomes (left versus right panel of Fig. 2). The negative correla-
tion is compatible though with ex ante, that is, before trade, more homogeneous
countries allowing for a higher degree of exposure to international competition.
The interpretation of the macro situation at the individual level may then explain
why nevertheless there is a backlash against globalization, even in comparatively
homogeneous countries in terms of income distributions.

A closer examination of the individual data, which keeps these insights and cave-
ats in mind, shows that there is indeed more in the data than what a first eyeball test
reveals. Explicitly addressing these issues with appropriate methods, which account
for the ordinal character of the individual information and the non-linearity because
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of the bounded nature of the output variable, delivers that macro variables are rated
quite differently at the individual level, depending on their actual combination.

Empirical strategy

Factoring in the nature of the output variable “subjective well-being” calls for an
ordered logistic regression model. This type of model can deal with both issues,
namely that data are in categorical format and that probabilities as well as marginal
effects of the regressors cannot be constant across all levels of well-being with the
well-being domain being bounded. Because of the limited range, changes in prob-
abilities tend to be lower at both ends of the well-being spectrum than those in the
middle of the spectrum.

Within this type of model, we employ an interaction variable approach, which
allows to assess how the degree of globalization affects the link between subjective
well-being and income inequality. We thus estimate the following ordered logistic
regression model

S; =Py + P gini; + prtrgidf; + f5(gini; x trgidf))
+ pytrgidj; + pspop; + Peu_rate; + prcpi; + v X, + €

where S;‘j is the latent (unobserved) variable containing information on (subjective)
well-being of individual i in country j. However, while the latent variable can
assume any value on a real scale, the observed data are in categorical format. Esti-
mating cut-off rates «, which divide the values of the latent variable into groups,
then maps the latent results into categories 1 to 10 on the Cantril ladder of subjec-
tive well-being with Sii = 1 for S:‘j <a, S,_-/- =2fora; < S;‘j < a, etc. etc., and, finally,
S;; = 10 for Sl’.kj > aq. This procedure yields the probability of a particular score of
subjective well-being and thus also the distribution across scores.

With regard to the independent variables, gini; refers to the within-country dis-
tribution of disposable household incomes of country j, trgidf; to de facto globaliza-
tion, (gini; X trgidf;) to the interaction effect on subjective well being, trgidj; to de
jure globahzatlon pop; to the size of the population, u_rate; to the unemployment
rate, cpi; to the inflation rate of (consumer) prices, and matrlx X; to individual con-
trols relating to socio-demographic characteristics of individuals as listed in Table 1.
Because the regression combines aggregate with individual variables, the error term,
€;;, 1s clustered at the country level. To achieve robust standard errors, we apply the

i
Huber/White sandwich estimator.

Regression analysis
Table 2 presents the results of the ordered logit regression. The estimated f coefficients
apparently show how each of the covariates in the model affects well-being. Many of the

variables have the expected sign as suggested by previous research. This applies in particular
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Table 2 Perceptions of
globalization and income
inequality: regression results

Variables Coef. S.E.

Dependent variable: subjective well-being (satisfaction with life)

Key regressors

Globalization (de facto: trgidf) 0.898*#* (0.253)
Income distribution (Gini) 0.160%** (0.0331)
Globalization (de facto) x distribution — 0.0269***  (0.00673)
Controls

Globalization (de jure: trgidj) 0.158* (0.0852)
Population (In) —0.0373 (0.0798)
Unemployment rate —0.0406%* (0.0188)
Inflation rate (cpi) 0.0568 (0.0642)
Age 0.0119%* (0.0256)
Age2 0.0515%** (0.00741)
Male —0.105%**  (0.0267)

Income categories

(Reference: income category 5)

incl — 0.352%**  (0.108)

inc2 —0.185***  (0.0700)
inc3 —0.122%* (0.0646)
inc4 —0.0940%*  (0.0397)
inc6 0.0876* (0.0501)
inc7 0.230%** (0.0531)
inc8 0.3897%** (0.0707)
inc9 0.415%%* (0.0860)
incl0 0.545%%%* (0.0953)
No answer 0.149* (0.0855)

Level of education

(Reference: upper secondary)

No edu —0.0186 (0.209)
Primary 0.254* (0.148)
Lower secondary 0.0577 (0.0602)
Post secondary —0.0268 (0.0713)
Short tertiary 0.0810 (0.0715)
Bachelor equiv. 0.0282 (0.0483)
Master equiv 0.0036 (0.0629)
Doc 0.120 (0.137)
Other 0.0134 (0.162)

Number of children
(Reference: 2 children)

No children —0.0866**  (0.0344)
1 child — 0.0688***  (0.0265)
> 3 children 0.128%%%* (0.0332)
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Table 2 (continued) Variables Coef. S.E.

Marital status
(Reference: married and partner)
Sep., div., wid. — 0.404%**  (0.0441)
Single — 0.242%*%  (0.0436)
Political spectrum
(Reference: center)

Left 0.0047 (0.0242)
Right 0.196%#* (0.0465)
No answer 0.0537 (0.0550)

Priority to

(Reference: environment)

Rather growth —0.128%**  (0.0296)
Other —0.164***  (0.0451)
No answer — 0.146***  (0.0523)

Other (dummy variables)
Unemployed —0.274%*%*  (0.0791)
Union member 0.154%3%:* (00.0524)
Not religious — 0.154%**  (0.0445)
Not good health — L.111***  (0.0730)

Observations 48,683

Clusters 27

Pseudo R-squared 0.0453

Clustered errors YES

Robust standard errors (S.E.) in parentheses
#xxp < 0.01, *#p < 0.05, *p < 0.1

to individual characteristics: lower income strata (based on one’s own perception), bad
health, being single, divorced or widowed, or being male all have a depressing effect on sub-
jective well-being. As to macro circumstances, the unemployment rate turns up significant
and negative. De jure globalization, by contrast, seems to be appreciated, reflecting a posi-
tive option value of trade. Most interesting from our perspective is that the combined effect
of income inequality and trade globalization comes out negative and significant.

However, although seemingly informative, the interpretation of regression results
with ordered categorical data is not straight forward. Even though it is tempting to
infer marginal effects from the individual coefficients in Table 2, one has to keep in
mind that doing so implicitly assumes that coefficients are linear, despite of them
being in fact non-linear. Coefficients are non-linear because the outcome domain
(subjective well-being) is bounded from above (< 10) and below (> 1).7 One way to

7 See, for instance, Norton et al. (2004), Buis (2010) and Williams (2012) for an extensive discussion
of the technical details, and Karaca-Mandic et al. (2012), VanderWeele and Knol (2014) or Norton and
Dowd (2018) of applications, mostly in medical research. Shying away from these challenges, socio-eco-
nomic studies therefore often sacrifice the proper ordered logit model in favor of an OLS estimation as
if preference orderings were numerically measureable (e.g. Hessami 2010; Bjgrnskov et al. 2013). The
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probability of
subjective well-being
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Fig.3 Adjusted predictions for subjective well-being scores 1- 10 at various degrees of globalization
and income inequality

deal with this fact is to hold all controls either at their mean values or as observed
and to estimate the probability of a particular well-being score at various (repre-
sentative) values of the variable of interest, that is, as if all individuals were exposed
to the same value of the variable of interest. For small changes in the variable, the
difference in probabilities can then be interpreted as the marginal effect. They are,
though, adjusted marginal effects. They are derived for particular values of key vari-
ables. As such, they vary with (for instance) the exposure (to trade). Notably, results
from this procedure differ from those listed in Table 2.

Simulation studies on the leverage effect of globalization
Simulation exercises, which track probabilities at various levels of the key var-

iables, provide insights on how globalization modifies the effects of inequality
on subjective well-being. Figure 3 displays results of the first simulation, which

Footnote 7 (continued)

linear approximation might be considered as technically justifiable in case of a large number of ordinally
ranked scores. However, Fig. 4 demonstrates that marginal effects are anything but constant, as assumed
in OLS. Hence, the caveat.

SN Business & Economics
A SPRINGERNATURE journal



SN Bus Econ (2021) 1:167 Page 150f24 167

tracks probabilities of well-being scores 1 to 10, supposing all individuals were
about to face the same degree of globalization, and a particular income inequality
as measured by the Gini. Probabilities are calculated by assuming that the Gini
coefficient takes on values 37.5, 40 and 42.5, and, (2) de facto globalization, as
measured by the KOF-index, were in any case 10, 20, 30, and up to 90, or any
value in between, rather than the value actually observed. The variation in the
Gini coefficient covers the upper part in the actual distribution of the Ginis; the
globalization index spans the whole domain in the dataset. All other variables
listed in Table 1 are assumed to enter preferences as observed.

Two results stand out: (1) for lower scores of well-being, probabilities increase
in openness while for higher scores they decrease. This holds for all of the three
Gini coefficients in the simulation exercise; (2) for each score of subjective well-
being considered separately, there is a pivotal value of the KOF-index. For all
KOF-values above, probabilities for well-being scores at the upper end of the
spectrum are lower the higher the Gini coefficients. The negative differential
effect of a higher Gini coefficient on predicted probabilities even increases in the
globalization index. For all KOF-values below, the reverse holds true.

The first result is consistent with the notion that, on average, de facto globaliza-
tion is anything but welcomed: individuals tend to self-report lower well-being at
higher degrees of globalization. The second result lends support to the belief that
any negative attitude towards inequality is more pronounced the more globalized
the economy—at least for individuals living in countries comparatively deeply inte-
grated into world markets.

The impacts on the probability distribution of subjective well-being scores are
anything but minor. Consider the example of a Gini coefficient of 40, displayed by
the dashed curve in Fig. 3. To avoid possible specifics as to the tails of the well-
being domain, one may focus on changes in the self-reporting to well-being scores
3 and 9. To give an example, if the globalization index increases, say, from 40 to
50, predicted probabilities increase from 2.1 to 2.5 for a score of 3. They decrease,
though, from 15.6 to 14.4 for a score of 9. The discontent continues to hold at higher
levels of globalization: for each step of an increase in the index, for instance, by 5
units, predicted probabilities of score 3 increase by approx. 8%, until almost 5% of
the individuals report a score of 3 at the upper end of the globalization spectrum.
Predicted probabilities of score 9 decrease between 7.4 and 4.3% at each step, until
having almost declined to 60 percent of their initial level. Comparing effects of trade
globalization at different levels of the Gini shows that at higher levels of globaliza-
tion the depressing effect of inequality on well-being is accentuated by globaliza-
tion: consider the largest fraction of individuals in the sample, namely those report-
ing a score of 8: at a Gini of 37.5, the probability of a score of 8 is 1 percent lower as
the globalization index climbs from 60 to 65, at a Gini of 40 it is 2 percent lower and
at a Gini of 42.5 it is even 3 percent lower.

Adjusted marginal effects of variations in the Gini coefficient (from its observed
value) at various levels of globalization further substantiate these findings: Fig. 4
summarizes the effects of a one-percentage point increase in the Gini-coefficient
on predicted probabilities for all scores 1 (bottommost) to 10 (topmost) at differ-
ent values of the globalization index, and including the usual confidence interval.
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effect on probability of
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Fig.4 Marginal effects of an increase in the Gini (based on disposable household income) from its
observed value on the predicted probability of a particular well-being score, at various degrees of glo-
balization

Positive results signal an increase in the probability of reporting the respective well-
being score. Negative results indicate the opposite. According to the leftmost panel
in the top row of Fig. 4, individuals thus become more satisfied with their lives even
if the Gini coefficient increases by one percentage point, provided that openness is
still low. At higher levels of openness, they become increasingly less satisfied with
life. While there is a substantial amount of fuzziness in the data at such a low well-
being score because of the small number of individuals in this group, effects become
sharper at the upper, much more densely populated, scores.

Regarding the topmost scores of well-being, which are displayed to the right of
the bottom row, results show that, at high(er) degrees of globalization, the marginal
effect is negative and significantly so. Moreover, depressing effects become larger as
globalization deepens. Hence, marginal effects of income inequality on well-being
differ, depending on the degree of globalization. Openness thus seems to change
how matters of income distribution are being seen. Rather than toward inequal-
ity per se, the discontent may be directed toward openness with competition from
abroad serving as a scapegoat, thus giving rise to a backlash against globalization,
and to protectionist policies.
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Fig.5 Marginal effects of an increase in the Gini (based on disposable household income) on the pre-
dicted probability of a particular well-being score, at various degrees of import penetration

Robustness checks on simulation results

Results are robust with respect to alternative measures of a country’s openness.
Specifically, indices of import penetration, that is, the ratio of imports to domestic
demand (GDP minus exports plus imports), might be considered an alternative to
the KOF indices of globalization used in the previous Section(s). They are published
regularly by the World Bank in their set of indicators describing the state of the
world economy (see Table 1 and Lindner (2005) on the methodology). Although
being a more narrow concept compared to the KOF indices, import penetration
ratios focus more closely on import competition. The link to perceptions about glo-
balization may thus be even stronger than in case of the KOF indices on trade glo-
balization. The de jure globalization index by the KOF may then be substituted by
corresponding trade freedom data of the Heritage Foundation (see Table A1, Online
Appendix) while the rest of the data from Table 1 remain the same.

Figure 5 displays the results of marginal effects on predicted probabilities, again
disaggregated according to scores of well-being. Predictions are a bit less sharp.
However, the interaction comes out in very much the same way as with the KOF-
indices: a marginal increase in the observed Gini coefficient exhibits an (increas-
ingly) negative leverage effect on subjective well-being — when being accompanied
with a higher import penetration (provided imports have surpassed a pivotal value in
domestic demand).
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Work by Gozgor (2021) suggests that globalization affects trust in government.
Therefore, another (possible) transmission channel worth considering might be that
via trust in government (and its policies) subjective well-being affects macro vari-
ables, including trade exposure and income inequality. However, there is no indi-
cation of any such reverse effect in our data. The 2017-2020 WVS-EVS dataset
provides information on trust in government (as ordered data with categories from
“none at all” to “a great deal”). The polychoric correlation of the data with subjec-
tive well-being of the approx. 50,000 individuals in the 27 countries, that is, the
procedure of calculation, which takes account of the fact that both of the variables
are measured on an ordinal scale, is but fairly low though (0.11). Moreover, all of
the results prove to be robust with respect to the sign and significance of coeffi-
cients, even when segmenting the data according to the level of trustworthiness of
government.

Results also turn out to be robust with respect to different specifications of the
model. Instead of clustering at the country level, one may consider an explicit multi-
level approach by estimating the following model
S;‘j =fy+ ﬁ;XU + ﬂéZJ + B5(gini; X trgidf;) + u; + e;;, with subscripts i and j denot-
ing the individual and the country, respectively.® u; is the random intercept at the
country level, which now explicitly accounts for the impact of unobserved variables
on subjective well-being at the country level, whereas e;"j is the within-country indi-
vidual level disturbance term. Xij contains the set of controls at the micro (that is, the
individual) level; Z; holds the macro (that is, the country) level variables, and the
term (gini; X trgidf;) is supposed to capture again any interaction effect of the main
variables of interest.

In this specification, vectors f, ﬁ; are the coefficients (in the form of fixed
effects), which are to be estimated; f; denotes the coefficient of the interaction term
and g, the coefficient in the null model, that is, disregarding all other variables. Fig-
ure 6 summarizes the (adjusted) marginal effects of an increase in the Gini coeffi-
cient at various levels of the globalization index, however, now estimated by means
of a multi-level ordered logistic regression. The structure of the data (number of
countries vs. number of individuals and variables) might be considered an issue and
thus to weaken results. As can be seen, main results nevertheless stand up to this
variation in the model specification.’

Summing up, there is robust empirical evidence that a widening of the income
distribution is in particular considered an issue if it is perceived as being related to
globalization and competition from abroad.

8 On dealing with macro- and micro-data by means of a multi-level, cross-country, analysis with ref-
erence to subjective well-being, see, e.g., Schyns (2002), Schalembier (2016) or Garcia-Muiioz et al.
(2019).

° Another (alternative) method that might suggest itself is a partial least squares (PLS) approach as intro-
duced into statistical modeling by Wold (1982). The PLS approach tries to identify interaction effects of
variables by means of latent components being extracted from the predictor variables while also factor-
ing in the structure of the outcome variable. The latent components, however, are derived from linear
combinations of the variables while the relationship is actually non-linear. On the crucial issues, which
come with the weights, see, e.g. Ronkko et al. (2016).
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Fig.6 Marginal effects of an increase in the Gini (based on disposable household income) from its
observed value on the predicted probability of a particular well-being score, at various degrees of glo-
balization (multilevel specification)

Conclusion

The backlash against globalization, and international trade in particular, is usually
seen as an outcome of the distributional impact of trade. While generally associ-
ated with welfare gains, not all stand to benefit from trade. Rather, foreign competi-
tion drives some industries out of business, with specialized labor and capital losing
out. This winner—loser perspective has some truth to it, as, for instance, research on
the correlation of regionally concentrated declining industries and (regional) voting
behavior has shown.

However, the fact that anti-trade sentiments have gained political support
across quite broad a range of countries and sectors is a bit difficult to explain by
only referring to the losers in a more globalized economy. Rather, the seemingly
widespread approval of protectionist measures suggests that there is another ele-
ment which adds momentum to the anti-trade climate. In trying to explain this
momentum, the paper focuses on the subjective element in interpreting develop-
ments in trade globalization and income inequality as another channel of discon-
tent besides the actual winner-loser divide. Using 2017-2020 WVS-EVS data on
subjective well-being of approx. 50,000 individuals and 27 countries, it finds that
trade globalization unfolds a depressing effect on how income inequality is being
perceived to affect well-being. Extensive simulation studies based on an ordered
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logit model of subjective well-being suggest that the same level and change in
income inequality is evaluated differently depending on how deeply the respec-
tive economy is integrated into world markets via trade: a one-percentage point
increase in the observed income inequality as measured by the Gini coefficient
tends to lower self-reported scores of subjective well-being, with the adverse
effect accentuated at higher degrees of globalization as measured by various indi-
cators. Accordingly, globalization has a negative leverage on perceptions about
inequality as measured by the Gini. The subjective element in the interpreta-
tion of inequality data suggests that there is also a scapegoat argument at work,
namely that competition from abroad is held responsible for domestic develop-
ments as to the income distribution. If marginal changes in the income distribu-
tion (notably, from the same level of inequality) are ascribed to globalization,
perceptions may give rise to populist policies and costly protectionism, however,
without necessarily narrowing the income distribution. Obviously, this does not
imply that there are no distributional effects of globalization or to negate that
anti-globalization sentiments and protectionist tendencies might be fueled by los-
ers opposing international competition. Rather, these perceptions are to be seen
as an additional channel via which protectionism might gain support.

The analysis lends itself to a number of extensions. One research question worth
exploring may be whether this sentiment is being driven by feelings about a loss
in political sovereignty and a shift in governance from the national to the inter- or
supranational level, which is disapproved by the citizens. At higher levels of glo-
balization local issues of income distribution may be considered more difficult to
address with local policies, no matter whether they are due to globalization or other
factors.
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