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Abstract
How can we explain why some regions experienced large decreases in subjective well-
being during the 2008 recession, while in other regions, the changes were only very
modest? Building on the literature on resilience in subjective well-being during periods
of crisis, this article explores a related but undervalued factor that moderates the
localized relationship between macroeconomic developments and life evaluation: re-
gional quality of governance. We use individual-level data on life satisfaction and
personal information taken from Eurobarometer for 89 European regions in the EU-28
for the period of 2005–2014, combined with macroeconomic variables and regional
quality of governance data to test for the hypothesized moderating effect of quality of
governance. The results demonstrate that increased regional unemployment and finan-
cial stress have a less aggravating effect on subjective well-being in regions character-
ized by a high quality of governance. These results support the capacity of quality of
governance to buffer the negative effects of adverse macroeconomic conditions, most
likely through generating trust and providing a safety net.

Keywords Subjective well-being . Economic crisis . Europe . Quality of governance

Introduction

Over the past few years, there has been increasing attention to subjective well-being,
also known as happiness or life satisfaction (Veenhoven 1984), in public policy and
popular culture. In 2012, the General Assembly of the United Nations adopted a
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resolution that governments should try to increase the subjective well-being of their
citizens. Along these lines, one of the key objectives of the 2020 European Strategy
(European Commission 2010) is the promotion of subjective well-being. However,
subjective well-being as a policy issue is not confined to central governments, in that
several regional and local authorities have also started to implement subjective well-
being in policy (Burger 2015; Morrison and Weckroth 2018). At the same time, the
increasing public appreciation of subjective well-being is evidenced—amongst
others—by the widespread media attention to rankings of places on the ‘happiness
ladder’ as well as the fact that subjective well-being is currently rated the second most
important component for a better life in the OECD Better Life Index, mattering more
than topics such as education, income, and civic engagement.

Several European regions experienced substantial declines in subjective well-being
during the Great Recession that started in 2008. Particularly, regions in Greece, Spain,
Italy and Portugal suffered from substantial declines in subjective well-being between
2008 and 2013 (see also Eurobarometer). For instance, whereas in 2005, 63% of the
adult population in Athens considered themselves fairly satisfied or very satisfied, this
figure had dropped to 43% by 2014, with a low of 34% in 2012. However, in all West-
European regions, the decrease in subjective well-being was limited and in most cases
negligible during the Great Recession, even in West-European countries and regions
that were hard hit during the economic crisis. Most notably, subjective well-being did
not decrease in Iceland (Gudmundsdottir 2013) after the collapse of the banking
system, while in Ireland, the share of the population who considered themselves fairly
or very satisfied with life only slightly decreased, from 91% in 2005 to 89% in 2014,
with a low of 83% in 2013.

How can we explain why some regions experienced large decreases in subjective
well-being during the crisis, while in other regions, the changes were only very modest?
On the one hand, differences in subjective well-being development between regions
can be explained by uneven regional development in unemployment rates and income
losses. In Ireland, for example, although unemployment rates increased to almost 15%
during the Great Recession, it would be fair to say that the unemployed experienced
less hardship than Andalusia and the Canary Islands, where unemployment rates
increased to over 30%. At the same time, research shows that during the most recent
recession of 2008, the Mediterranean countries experienced much larger declines in
subjective well-being than what would be explained or even predicted from losses in
income and unemployment rates (World Happiness Report (WHR), 2013; Helliwell
et al. 2014).1

Indeed, some regions appear to be more resilient in regard to subjective well-being
than other countries and regions.2 Research has shown that unexpectedly large changes
in subjective well-being are conditional upon other economic and social factors (WHR
2013; Gonza and Burger 2017; Helliwell et al. 2014; Bjørnskov 2014; Mikucka et al.
2017). More specifically, institutional and social trust (Helliwell et al. 2014), social
capital (Gudmundsdottir 2013), and the presence of unemployment support

1 Indeed, cross-country comparisons show that the international differences in subjective well-being during the
Great Recession are explained by other factors than economic outcomes per se (WHR, 2013).
2 In addition, there has been a literature that examines how personality affects resilience in times of economic
crisis. However, a discussion of this literature (see e.g., Arampatzi et al. 2018) is beyond the scope of this
article.
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programmes and employment protection legislation (Morgan 2018) have been identi-
fied as factors that can alleviate the negative impact of an economic crisis on subjective
well-being.

Building on the literature on resilience in subjective well-being during periods of
crisis, this article explores a related but understudied factor that moderates the localized
relationship between macroeconomic developments and life evaluation: regional qual-
ity of governance. Europe is a heterogeneous continent with a significant large variation
in quality of governance between regions.3 The positive association between quality of
governance and subjective well-being has been well-established in the literature on
subjective well-being (Ott 2010; Alvarez-Diaz et al. 2010; Helliwell and Huang 2008).
Good governance entails numerous characteristics that are associated with subjective
well-being, such as inclusive law-making and ensuring that policy-making procedures
are fair (Frey and Stutzer 2000a; Helliwell et al. 2015), political participation (Frey and
Stutzer 2000b; Dorn et al. 2007), and fighting corruption (Tay et al. 2014). In this
article, we argue that good regional (and national) governance can also provide a buffer
against the negative impact of the crisis through generating trust and providing a safety
net. We use individual-level data on life satisfaction and personal information taken
from Eurobarometer for 28 European countries for the period of 2005–2014, combined
with macroeconomic variables and regional quality of governance data to test for the
hypothesized moderating effect of quality of governance.

This paper adds to the existing literature in two distinct ways. First, it is, to the best
knowledge of the authors, the first paper to explore the moderating role of regional quality
of governance as an alleviating factor in response to the Great Recession in terms of
subjective well-being. Second, our study explores these data on quality of governance at
the regional level (NUTS 1) in Europe by using the combined Quality of Governance Index
(see also Rodríguez-Pose and Di Cataldo 2015; Charron et al. 2011; Charron et al. 2014).
This links to the article by Cortinovis et al. (2017), who show that formal institutions, like
quality of governance, are necessary conditions for economic development, and for infor-
mal institutions like trust and social capital to interact with development regionally.

The remainder of the paper is organized as follows: Section 2 gives an overview of
the findings on economic crises and subjective well-being and introduces quality of
governance and its relationship to subjective well-being. Section 3 outlines the data and
methodology used. Section 4 presents the results, and Section 5 concludes.

The Great Recession in Europe and Subjective Well-Being

National and Regional Variations

Over the past few years, several studies have assessed the effects of economic crises on
subjective well-being (e.g., Frey and Stutzer 2002; Di Di Tella et al. 2003; Arampatzi
et al. 2015; O’Connor 2017). In these studies, joblessness and loss of income are found

3 European agencies are pioneers in the measurement of quality of governance focused on the regional level,
with the first attempts to measure regional variation in the quality of governance in Europe taking place in
2010 with the initiative of European Commission and at the University of Gothenburg (Charron et al. 2011;
Charron et al. 2014).
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to be among the most important factors affecting the subjective well-being of individ-
uals in times of economic crisis (Di Tella et al. 2003). However, the effects of economic
crises are not limited to the subjective well-being of people who experience job loss or
income decrease (Deaton 2011; Arampatzi et al. 2015; O’Connor 2017). Controlling
for individual unemployment and income, Di Di Tella et al. (2003) found a negative
effect of macroeconomic unemployment and economic decline on subjective well-
being. Likewise, increasing unemployment rates during the Great Recession affected
the subjective well-being of the employed population, especially of those employees
who experienced financial distress (Arampatzi et al. 2015).

Notwithstanding the considerable efforts to examine how subjective well-being
fluctuates with macroeconomic changes, it is fair to say that the effect of the Great
Recession on subjective well-being is not homogeneous across countries (Deaton 2011;
Gudmundsdottir 2013; O’Connor 2017; WHR 2013). The effect of the Great Recession
on subjective well-being in the United States was only short-lived (Deaton 2011), while
the collapse of the banking system in Iceland and consequent unemployment and
income losses were not found to be consistently associated with lower happiness levels
(Gudmundsdottir 2013). In contrast, the 2013 World Happiness Report documented
substantial losses in life evaluation during the economic downfall in Europe after 2007.
Using data from Gallup World Poll, it was found that in the European Union, the
Mediterranean countries in particular reported sizable declines in subjective well-being,
the magnitude of which could not be explained by macroeconomic conditions alone.
Greece ranked second in the worldwide list, with the largest declines in well-being
between 2005 and 2012, followed by Spain, Italy and Portugal in the sixth, eighth and
twentieth positions, respectively (WHR 2013).

At the same time, there were considerable differences in subjective well-being
developments within these countries. For instance, people in the Cataluña and Centro
regions of Spain experienced hardly any decline in subjective well-being during the
Great Recession, while the Northwest of Germany (Niedersachsen and Hamburg)
experienced declines in subjective well-being when the rest of Germany was experienc-
ing an increase in subjective well-being. Likewise, macroeconomic developments and
quality of governance can also vary substantially between regions within countries
(Charron et al. 2014), especially in countries such as Germany (East vs. West) and Italy
(North vs. South). Formal institutions like property rights, rule of law, competition
monitoring and contractual agreements, are recognised as essential for economic
growth and innovation (Acemoglu and Johnson 2005), mostly referring to the coordi-
nation and uncertainty-reduction effects of formal institutions. When political author-
ities set clear rules, are prevented from taking advantage of their positions (like unduly
extracting benefits from economic activities), and provide incentives stimulating the
activity of economic actors, they can contribute to the growth and dynamism of an
economy (Acemoglu and Robinson 2012). Within a set of clear and inclusive rights and
rules, individuals are able to pursue their economic interests. In such an environment of
lower risks and uncertainties, well-functioning governments may implement policies
making especially local actors better able to take advantage of the inflow of ideas,
products and knowledge relating to region-specific specializations (Sterlacchini 2008;
Charron et al. 2014). While research on formal institutions is conducted primarily at the
country level, even more pronounced arguments apply to the regional level. Significant
within-country variations in the quality of formal institutions are expected to be
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important for economic development in interaction with well-being (Rodriguez-Pose,
Rodríguez-Pose 2013). Regions characterized by quality government institutions are
found to perform better in terms of socio-economic development (Charron et al. 2014),
growth and convergence (Arbia et al. 2010) and innovation (Crescenzi and Rodríguez-
Pose 2013).

The Mitigating Effect of Regional Quality of Governance

The idea that there are certain conditions that can mitigate or intensify crisis-related
costs in terms of social-economic development and well-being is highly relevant for a
body of literature that has examined why the crisis had a more aggravating impact on
the happiness of certain people, regions and countries (e.g., Bjørnskov 2014; Helliwell
et al. 2014; Morgan 2018; Carr and Chung 2014; Wulfgramm 2014).

Among the moderators, the quality of the social fabric has been found to alleviate
the impact of an economic crisis (WHR 2013). Helliwell et al. (2014) found that
communities with higher social capital and trust were happier during the crisis.
Gudmundsdottir (2013) suggests that in the case of Iceland, the effect of the economic
crisis was limited, a phenomenon that can be explained by the good social relationships
of its citizens. Along similar lines, Mikucka et al. (2017) found that in the long run,
economic growth improves subjective well-being when social trust does not decline.

On a different note, differences in unemployment benefits between countries have
been found to be a factor that moderates the relationship between poor macroeconomic
conditions and subjective well-being (Morgan 2018; Carr and Chung 2014;
Wulfgramm 2014). Voßemer et al. (2017) found that considerable unemployment
benefits can mitigate the negative effects that unemployment has on subjective well-
being.

This paper examines the moderating effect of good regional governance in
explaining the differences in how European countries responded to the economic crisis.
Substantial work has focused on the role of good governance as a determinant of
subjective well-being. However, quality of governance, or what we call Bgood
governance^, is not strictly defined. Moreover, in empirical research, a large variety
of indicators have been used as proxies for quality of governance, including institu-
tional performance (Frey and Stutzer 2000b), the quality of institutions, the ideological
orientation of the elected government, economic freedom (Spruk and Kešeljević 2016),
the welfare state, civic rights, political participation and fairness (Stutzer and Frey
2003). In this research, we take the most comprehensive and commonly used
operationalization in economics: the Quality of Governance Index (QoG) by Kaufmann
et al. (2011).4 The six components developed to measure quality of governance are
Government Effectiveness, Regulatory Quality, Rule of Law, Control of Corruption,
Political Stability and Absence of Violence, and Voice and Accountability, which are all
found to be positively related to subjective well-being. Whereas the first four elements
capture the quality of delivery or responsiveness of governments in their design and

4 Kaufmann et al. (2011) define quality of governance as Quality of governance is defined as Bthe traditions
and institutions by which authority in a country is exercised. This includes (1) the process by which
governments are selected, monitored and replaced (2) the capacity of a government to effectively formulate
and implement sound policies and (3) the respect of its citizens and the state of institutions that govern
economic and social interactions among them^ (Kaufman et al. (2011), p4).

International Journal of Community Well-Being (2019) 2:111–133 115



delivery of services, the last two components capture democratic quality (Helliwell and
Huang 2008). In our research, we focus primarily on the quality of delivery or
responsiveness of governments in their design and delivery of services and we follow
the literature referring on European regions (Charron et al. 2014).5

In the context of economic crises, good governance signals the ability of govern-
ments and their institutions to handle and cope with adversities. It is therefore expected
that the beneficial outcomes of good governance are even more important during
economic downturns. At the same time, limited attention has been given to the role
of quality of governance as a mitigating factor in times of crisis, especially at the
regional level.6

Regional quality of governance can be expected to have a buffering effect due to its
inherent power to Bprotect^ subjective well-being. This protective function is well-
established in political science. In times of economic turbulence, economic instability
affects the financial safety of individuals (Radcliff 2001), resulting in distress (Brenner
1977). Governments can play an important role here by protecting well-being of
individuals from the ‘market forces’ (Radcliff 2001). In this regard, the generosity of
the welfare state has been found to be positively related to both quality of governance
(Rothstein et al. 2012) and life satisfaction (Ott 2010), where particularly more leftist
governments and social-democratic welfare systems (Pacek and Radcliff 2008) provide
more welfare benefits that are conducive to subjective well-being. Specifically,
Rothstein et al. (2012) perceive quality of governance as a precondition for support
of the welfare state and find that good governance is positively related to the size and
generosity of the welfare state. In addition, public spending becomes more efficient
with good governance (Rajkumar and Swaroop 2008). In times of crisis, this would
mean that funds are more effectively allocated, such that they can alleviate the negative
effects associated with the loss of income and jobs and can safeguard the quality of life
in a region.

Second, good governance creates trust, which in turn can increase subjective well-
being by promoting the feeling that ‘everything will be alright’. Indicators of good
governance are not strictly related to the way governments function but extend to
citizens’ perceptions. In that respect, institutional trust has also received considerable
attention in research. Institutional trust is defined as the expected utility of institutions
performing satisfactorily (Mishler and Rose 2001), and it can be considered a subjec-
tive measure of good governance. Institutional trust can be highly dependent on
institutional performance, and hence, it is often suggested to be endogenous. When
institutions underperform and the institutional trust of the citizens is damaged, people
tend to show less-cooperative attitudes (e.g., are more likely to evade taxes; Orviska
and Hudson 2003) and are generally less satisfied with their lives (Helliwell et al.
(2014). In this regard, Helliwell et al. (2014) find that the decline in different types of
trust, including generalized social trust and trust in institutions, could explain decreases
in life evaluation that cannot be attributed to changes in GDP and unemployment in

5 Following Charron et al. (2014), we use four pillars to measure QoG at the national level: Control of
corruption, Rule of law, Government effectiveness, Voice and accountability.
6 A notable exception is Bjørnskov (2014), who examines the role of easy market regulations and institutions
as moderators that alleviate negative impacts during recessions.
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times of crisis. The regional context of daily urban systems and localized institution-
alized labour and housing policies is highly conditioning on this process.

Data and Model

Data: Dependent and Independent Variables

Economists increasingly use subjective well-being measures as proxies for experienced
utility (see, e.g., Clark and Oswald 1994; Di Tella et al. 2001; Easterlin 1974; Freeman
1978; Frey and Stutzer 2000a, b; Kahneman et al. 1997), especially due to their
compliance with the idea that individuals depart from the classic utility model when
it is assumed that actual choices represent preferences or expected utility. Subjective
well-being can be defined as ‘the degree to which an individual judges the overall
quality of his/her own life-as-a-whole favorably’ (Veenhoven 1984, Chapter 2).7

In our study, we primarily use the Eurobarometer survey for the period 2005–2014.
Overall, our sample consists of well over 250,000 observations for the period 2005–

2014 for 89 regions in the EU-28 countries. Subjective well-being is measured using a
4-point scale measure of life satisfaction on the following question: BOn the whole, are
you very satisfied, fairly satisfied, not very satisfied, or not at all satisfied with the life
you lead?^ Possible answers are (1) Not at all satisfied, (2) Not satisfied, (3) Fairly
satisfied, and (4) Very satisfied. This life satisfaction question is one of the most
commonly used measures of subjective well-being in economics (Di Tella et al.
2003; Arampatzi et al. 2015).

In addition, respondents reported on their current unemployment status and the
financial situation of their household. The latter is used as proxy for income mainly
due to the lack of a real income metric at the individual or household level. Individuals
are asked to rate their financial situation based on the following item: BHow do you
judge the current situation in each of the following? Your financial situation^. Re-
sponses range from 1 to 4, where 1 is BVery good^, 2 BRather good^, 3 BRather bad^
and 4 BVery bad^. We use a wide set of additional individual-level information such as
gender, age, education level, marital status and socio-economic characteristics as
control variables (Table 1).

The individual-level data from Eurobarometer in our study are complemented with
regional-level and country-level characteristics from two sources. First, we use infor-
mation from Eurostat on regional (NUTS-1) unemployment rate (as a percentage of
active population) and regional GDP growth for the same period. For the purpose of
this paper, we account for regional positive and negative growth separately. The GDP
growth rate was split into positive and negative to observe the asymmetric effect of
growth, as suggested in previous studies (De Neve et al. 2017). Inflation rates are taken
from the World Development Indicators of the World Bank.

7 Consequently, the terms happiness and life satisfaction are often used interchangeably for subjective well-
being as two measures of overall appraisal. As noted by Veenhoven (1984), happiness, or the affective
component of subjective well-being, is determined by the overall impression of how people feel most of the
time; life satisfaction, or the cognitive component of subjective well-being, incorporates a cognitive judgment
of standards of living. Happiness and life satisfaction are found to be highly correlated and to behave similarly
in many cases (Fordyce 1988).
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Moderator Variable: Regional Quality of Governance

For our moderator variable, we obtained data from the University of Gothenburg on
regional quality of governance and constructed the Regional Combined EQI (see
Charron et al. 2014). To achieve that, we use the combined EQI Index (Rodríguez-
Pose and Di Cataldo 2015; Charron et al. 2014) for 89 regions (NUTS 1) within EU
Member States. Table 2 presents the descriptive statistics of the macro variables.

The data on quality of governance are almost exclusively focused on the
national level. The most widely used national-level information on quality of
governance in Europe, the World Governance Indicators (WGI; Kaufmann et al.
2009), is available from the World Bank. Based on the WGI indicators and
survey questions on citizens’ perceptions on quality of governance8 Charron
et al. (2014) measured regional quality of governance in Europe for 2010 and
2013.

The index currently constitutes the most elaborate source of quality of governance at
the regional level in Europe. Unfortunately, repeated measurements of regional quality
of governance are not available for years other than 2010 and 2013, a limitation that
drives the general unavailability of research on good governance at the regional level.
To estimate the regional quality of governance for missing years, we follow Charron
et al. (2014) and Rodríguez-Pose and Di Cataldo (2015) by implementing their
combined Quality of Governance Index.

To construct the combined Quality of Governance Index, we follow Charron
et al. (2014) and use the four out of six pillars of quality of governance at the
national level: (i) Control of Corruption, (ii) Rule of Law, (iii) Government
effectiveness and (iv) Voice and Accountability. We combine these pillars with
regional quality of governance data for 2010 and 2013,9 applying the following
estimation (Rodríguez-Pose and Di Cataldo 2015, Charron et al. 2014):

8 The survey includes 34,000 respondents and addresses three questions related to perception of quality,
impartiality and corruption of public services.
9 Following Charron et al. (2014), we account for 4 out of 6 pillar of quality of governance. Political Stability
and Regulatory Quality are therefore excluded.

Table 1 Descriptive statistics: Microdata from Eurobarometer 2005–2014

(1) (2) (3) (4) (5)

Variables N mean sd min max

Life Satisfaction 255,374 2.896 0.804 1 4

Sex 255,374 1.546 0.498 1 2

Age groups 255,374 2.934 1.033 1 4

Marital Status 255,374 1.799 1.044 1 5

Education 255,374 2.232 1.162 1 5

Employment status 255,374 1.949 0.957 1 3

Financial Situation of hh 255,374 2.379 0.763 1 4
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CombinedEQIregionXcountryY ¼ WGIcountryY þ RqogregionXcountryY−CRqogcountryY
� �

where Combined EQI is the final score from each region X or country Y in the EQI;
WGI is the national average governance score for each country Y; Rqog is each region’s
X score from the regional survey; andCRqog is the country weighted average in country
Yof all regions within country Y from the regional survey. To make it comparable to the
EQI index, we normalize the Combined Index and its components to make them range
from 0 to 1. Figure 1 shows regional averages of the Combined EQI Index for selected
EU regions between 2005 and 2014. More-detailed information on economic develop-
ment and quality of governance scores can be found in Appendix A.

Model

To examine the moderating effect of good governance, we estimate the following
reduced subjective well-being equation:

SWBijt ¼ b0 þ V* þ b1Individualijt þ b2RegMacroeconomicjt þ b3Combined EQIjt

þ xij þ tt þ εij

where V* is a vector of interaction effects of the following:

Table 2 Descriptive statistics of macro determinants

(1) (2) (3) (4) (5)

Variables N mean sd Min max

Regional Positive GDP Growth 89 4.459 4.961 0 29.63

Regional Negative GDP Growth 89 1.241 3.680 0 27.59

Regional Unemployment Rate 89 9.096 4.584 2.7 35.1

Inflation 28 2.530 2.234 −4.479 15.40

Regional Combined QoG 89 0.00221 0.999 −2.686 1.789

Fig. 1 Combined EQI Index in 89 EU regions, 2005–2014 Averages
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V* ¼ b1 Combined EQI*RegUnemployment½ �jt
þ b2 Combined EQI*RegionalGDPGrowth½ �jt þ b3 Combined EQI*Inflation½ �jt
þ b4 Combined EQI*Unemployed½ �ijt
þ b5 Combined EQI*Financial Situation½ �ijt

where
SWBijt is the reported subjective well-being for individual i in region j in year t.

Individualijt is a vector of individual characteristics—including the financial situation of
the household and unemployment status, gender age, marital status, educational level
for individual i in region j and year t. RegMacroeconomicjt is a vector macroeconomic
indicators, including regional unemployment rate, regional economic growth rate and
national-level inflation. xi is a vector of region dummies, and tt is a vector of year
dummies. With regard to the vector of interaction effects, the Combined EQIjt is the
Combined EQI Index in region j in year t. We examine the buffering effect of quality of
governance at both the individual and national level by interacting quality of gover-
nance with (1) regional unemployment rate, (2) regional positive and negative growth
rates, (3) inflation, (4) individual unemployment status, and (5) financial status of the
household.

Results

Given the categorical nature of our dependent variable, all models were estimated using
ordered logistic regression. All of our models were estimated using cluster-robust
standard errors (NUTS 1).10 Table 3 (Column 1) show the effects of regional quality
of governance on life satisfaction. Controlling for region fixed effects (at the NUTS 1
level), year dummies and individual characteristics, the regional quality of governance
has a positive and statistically significant effect on the probability that individuals will
report higher life satisfaction levels; the higher the score is, the more satisfied individ-
uals are. Table 3 (Column 2) differentiates between regional and national quality of
governance as shown in Eq. 1. Both components are strongly and positively related to
the dependent variable; life satisfaction, indicating that sub-national variations in
quality of governance matter.

At the same time, we can see that adverse economic circumstances are negatively
associated with individuals’ subjective well-being. In line with previous literature,
regional unemployment (Table 3, Column 3) and negative growth (Table 3, Column
4) are negatively associated with subjective well-being. The effects of regional unem-
ployment remain unchanged when we condition on other factors, indicating its

10 In our research, we avoid an ecological fallacy by including data that have been measured at different levels
of aggregation (individual-level, regional-level, and country-level) and clustering the standard errors (Primo
et al. 2007). An alternative here would be the use of multilevel models, which have elsewhere been discuss in
the regional studies literature (see e.g., Van Oort et al. 2012). Comparing the two types of modelling strategies,
Primo et al. (2007) have suggested that calculating clustered standard errors is a more straightforward and
practical approach. We also experimented with the multilevel model, however the multilevel models did not
converge.
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persistent negative influence on life satisfaction, as suggested in the literature. Negative
growth loses its significance when controlling for quality of governance and the other
macroeconomic factors. In contrast, the association between inflation and subjective
well-being becomes statistically significant after controlling for regional quality of
governance and the other macroeconomic factors (Table 3, Column 7). When we turn
to the individual components of unemployment and income, we find, in line with the
existing literature, that negative personal circumstances are negatively associated with
subjective well-being in that unemployed individuals and individuals with a worse
financial situation report significantly lower subjective well-being scores.

Turning to the main focus of the paper, Table 4 tests the mitigating effect of
regional quality of governance. Although regional unemployment has a negative
effect on life satisfaction, this negative effect disappears in the presence of high
quality of governance (Column 1). At the same time, the interaction effects
between negative growth and regional quality of governance (Table 4, Column
3) and inflation and regional quality of governance (Table 4, Column 3) are
statistically insignificant.

With regard to the cross-level interactions (Table 4, Column 5), we find—in
line with our expectations—that the effect of being in a bad financial situation
is less severe in regions characterized by good governance. In contrast, the
effect of being unemployed on subjective well-being is more negative in
countries characterized by good governance. Although this result is surprising,
one explanation offered in the literature is that countries with good governance
are also characterized by lower levels of unemployment and that being unem-
ployed has a less detrimental effect on subjective well-being if there is high
unemployment in the immediate vicinity. An explanation for this is that when
unemployment is the social norm, becoming unemployed has little effect on
social status (Clark 2003). At the same time, a further analysis in which we
examined how the interaction effect varied across welfare regimes revealed that
the negative effect is primarily driven by regions with a Christian Democratic
or Bismarckian welfare model (Austria, Belgium, France, Germany, and Lux-
embourg) and when adding an interaction. Bambra and Eikemo (2008)—who
similarly found a large gap between self-reported health between employed and
unemployed living in this welfare regime type—highlighted restricted access to
social insurance benefits, the relatively short length of entitlement, and the
stigma on unemployment originating from an emphasis on a male breadwinner
model as potential reasons for this gap. However, more research is necessary to
explain this finding.

Figure 2 presents the marginal effects of regional unemployment on the
probability that individuals will belong to any of the four categories of the
dependent variable life satisfaction (Outcome 1: Not at all satisfied, Outcome 2:
Not very satisfied, Outcome 3: Fairly Satisfied, Outcome 4: Very Satisfied) with
higher Combined EQI Index values. The decreasing marginal value of regional
unemployment on the first three outcomes of life satisfaction (Outcome 1: Not
at all satisfied, Outcome 2: Not very satisfied, Outcome 3: Fairly Satisfied
Outcome 4: Very satisfied) indicates that individuals are less likely to report
one of the aforementioned outcomes with increasing values of quality of
governance. Therefore, higher values of regional unemployment in combination
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with increasing values of regional quality of governance have a strong positive
association with the probability of reporting being very satisfied.

Conclusions

Surveys from international and European agencies have recorded considerable losses in
happiness and life satisfaction scores during the Great Recession in Europe
(Eurobarometer, Gallup). Previous research has shown that disproportionate changes
in subjective well-being measures can been partly attributed to the different degrees to
which the crisis hit European regions (WHR, 2013). We confirm previous findings on
the negative impact of individual unemployment, financial difficulties, and regional
indicators of unemployment, negative growth and inflation on life satisfaction amongst
the European population during the Great Recession by accounting for the sub-national
variation of the respective macroeconomic changes.

Our most remarkable findings, however, support that differences in quality of
governance have a mitigating effect in times of crisis and that the additional
gaps that are not explained by macroeconomic indicators are significantly
predicted by these formal and predominantly localized institutions. The results
demonstrate that increased regional unemployment and financial stress have a
less aggravating effect on subjective well-being in regions characterized by a
high quality of governance. These results support the capacity of quality of
governance to buffer the negative effects of adverse macroeconomic conditions,
most likely through generating trust and providing a safety net. Although these
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Fig. 2 Marginal Effects of Regional Unemployment by increasing values of QoG Combined: Outcome 1: Not
at all satisfied, Outcome 2: Not very satisfied, Outcome 3: Fairly Satisfied, Outcome 4: Very satisfied
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results are in line with earlier findings that trust and social capital moderate
negative effects of the economic crisis, quality of governance indicators are less
likely to be endogenous to life satisfaction compared with trust and social
capital (Frey and Stutzer 2000a, b,; Dorn et al. 2007).

A final issue is the question of whether and how policies can be informed
from the recent findings, a question that should be addressed with caution. We
acknowledge that quality of governance is an important determinant of subjec-
tive appreciation of life. More importantly, quality of governance is a protective
mechanism in terms of well-being during adversities, indicating that societies
are less fragile in terms of well-being when there are indications that govern-
ments can properly and effectively function. With respect to public-policies,
however, findings based on cross-national and sub-national variations in quality
of governance might be less informative. Within regions, quality of governance
is relatively stable over time, indicating that changes might not be easily
implemented. For this reason, further research focusing on the impact of
improvements in specific pillars of quality of governance at the regional level
on subjective well-being is needed.
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Appendix 1

Table 5 Average regional GDP growth, combined EQI Index, 2005–2014

NUTS1 Regional
GDP
Growth

Combined EQI
2010

NUTS1 Regional
GDP
Growth

Combined
EQI 2010

AT1 3.04 1.18 FR7 3.36 0.73

AT2 2.72 0.71 FR8 2.62 0.08

AT3 3.01 0.91 UKC/UKD/UKE 3.31 0.80

BE1 −1.66 −0.96 UKF/UKG/UKH −16.89 0.66

BE2 3.73 1.23 UKI/UKJ −14.30 0.52

BE3 1.97 −0.26 UKK 4.75 1.06

DE1 3.16 1.14 UKL 3.56 0.58

DE2 2.03 0.50 UKM 8.19 1.28

DE3 4.61 0.97 UKN 5.80 0.80

DE4 2.37 1.14 EL3 −8.09 −0.33
DE5 2.17 1.10 EL4 −5.13 −1.02
DE6 2.56 0.89 EL5 −2.42 −2.22
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Table 5 (continued)

NUTS1 Regional
GDP
Growth

Combined EQI
2010

NUTS1 Regional
GDP
Growth

Combined
EQI 2010

DE7 2.42 0.56 EL6 −3.10 −1.68
DE8 3.54 0.84 IE0 −2.47 0.66

DE9 2.41 0.93 ITC −2.45 0.22

DEA 3.41 0.44 ITH 0.32 0.90

DEB 2.14 0.67 ITI 3.22 −0.49
DEC 3.24 1.26 ITF 1.10 −2.17
DED 4.90 1.08 ITG −2.75 −1.70
DEE 1.60 0.81 LU0 0.65 0.99

DEF 3.01 1.63 NL1 3.38 1.77

DEG 1.07 1.60 NL2 2.17 1.04

DK0 −3.70 1.49 NL3 −0.24 1.18

ES1 6.19 0.54 NL4 2.76 0.77

ES2 0.71 0.46 PT0 4.43 −0.18
ES3 6.95 −0.33 SE1 8.96 1.29

ES4 0.53 −0.07 SE2 −17.73 1.46

ES5 0.00 −0.37 SE3 3.58 1.14

ES6 −2.29 −0.02 CY0 −2.94 −0.07
ES7 0.50 0.33 CZ0 −2.68 −0.59
FI1 4.66 1.39 EE0 17.36 −0.14
FR1 0.39 0.47 HU1 2.01 −1.15
FR2 0.00 0.18 HU2 −1.16 −0.47
FR3 0.81 0.50 HU3 3.23 −0.53
FR4 3.80 0.27 LV0 21.79 −0.81
FR5 3.49 0.88 MT0 0.00 0.06

FR6 3.19 0.81 PL1 −13.39 −0.75
PL2 14.06 −1.06 BG3 0.00 −1.98
PL3 11.94 −0.59 BG4 1.59 −1.17
PL4 4.81 −0.44 RO1 22.22 −0.99
PL5 17.46 −0.84 RO2 3.57 −1.86
PL6 15.79 −0.78 RO3 24.42 −2.62
SK0 4.62 −0.68 RO4 22.73 −1.73
SI0 1.67 −0.20 HRO −0.96 −1.28
LT0 14.86 −0.86
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Appendix 2: Additional estimations

Table 6 EQI 2013, Ordered logit regression: Dependent variable life satisfaction

Variables (1) (2) (3) (4) (5) (6)

Life
satisfaction

Life
satisfaction

Life
satisfaction

Life
satisfaction

Life
satisfaction

Life
satisfaction

QoG Combined Index 2013 0.368*** 0.226***

(0.072) (0.070)

Regional Unemployment −0.021*** −0.023*** −0.019***
(0.003) (0.004) (0.004)

Positive growth (regional) 0.001 0.002 0.003

(0.002) (0.002) (0.003)

Negative growth (regional) −0.011*** −0.004 −0.003
(0.003) (0.003) (0.003)

Inflation −0.002 −0.016*** −0.014**
(0.005) (0.005) (0.005)

Unemployed −0.450*** −0.441*** −0.450*** −0.452*** −0.441*** −0.442***
(0.020) (0.020) (0.020) (0.020) (0.020) (0.020)

Other 0.049*** 0.050*** 0.050*** 0.050*** 0.050*** 0.050***

(0.013) (0.013) (0.013) (0.013) (0.013) (0.013)

Financial Situation:
Rather good

−1.312*** −1.309*** −1.313*** −1.313*** −1.309*** −1.309***
(0.028) (0.028) (0.028) (0.028) (0.028) (0.028)

Financial Situation:
Rather bad

−2.914*** −2.907*** −2.916*** −2.916*** −2.907*** −2.907***
(0.039) (0.039) (0.039) (0.039) (0.039) (0.039)

Financial Situation:
Very bad

−4.282*** −4.269*** −4.283*** −4.286*** −4.268*** −4.268***
(0.050) (0.050) (0.050) (0.050) (0.050) (0.050)

Regions fixed effects YES YES YES YES YES YES

Year fixed effects YES YES YES YES YES YES

Personal controls YES YES YES YES YES YES

Number of NUTS1 89 89 89 89 89 89

Constant cut1 −6.153*** −6.610*** −6.464*** −6.484*** −6.641*** −6.409***
(0.094) (0.075) (0.073) (0.072) (0.081) (0.106)

Constant cut2 −3.924*** −4.380*** −4.236*** −4.256*** −4.411*** −4.178***
(0.088) (0.070) (0.066) (0.066) (0.076) (0.102)

Constant cut3 −0.333*** −0.788*** −0.646*** −0.666*** −0.819*** −0.586***
(0.086) (0.063) (0.060) (0.061) (0.070) (0.098)

Observations 255,374 255,374 255,374 255,374 255,374 255,374

Clustered at NUTS1 year, Robust standard errors in parentheses *** p < 0.01, ** p < 0.05, * p < 0.1.
Combined Index based on 2010 values. Values of Quality of governance combined Index are standardized
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Table 7 EQI 2013, Moderation effects: Ordered logit regression: Dependent variable life satisfaction

Variables (1) (2) (3) (4) (5) (6)

Life
satisfaction

Life
satisfaction

Life
satisfaction

Life
satisfaction

Life
satisfaction

Life
satisfaction

QoG Combined Index 2013 #
Regional Unemployment

0.013*** 0.013***

(0.004) (0.004)

QoG Combined Index 2013 #
Negative growth (regional)

0.004 0.003

(0.002) (0.002)

QoG Combined Index 2013 #
Inflation

−0.006 0.002

(0.005) (0.005)

QoG Combined Index 2013 #
Unemployed

−0.038* −0.085***
(0.023) (0.023)

QoG Combined Index 2013 #
Other

0.028** 0.018

(0.012) (0.012)

QoG Combined Index 2013 #
Financial Situation:
Rather good

0.250*** 0.251***

(0.027) (0.027)

QoG Combined Index 2013 #
Financial Situation:
Rather bad

0.333*** 0.337***

(0.031) (0.032)

QoG Combined Index 2013 #
Financial Situation:
Very bad

0.356*** 0.362***

(0.041) (0.042)

QoG Combined Index 2013 0.074 0.216*** 0.235*** 0.218*** −0.058 −0.216**
(0.082) (0.069) (0.070) (0.070) (0.075) (0.089)

Regional Unemployment −0.013*** −0.019*** −0.019*** −0.019*** −0.019*** −0.013***
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004)

Positive growth (regional) 0.002 0.003 0.002 0.003 0.004 0.003

(0.002) (0.003) (0.003) (0.003) (0.003) (0.003)

Negative growth (regional) −0.002 −0.002 −0.003 −0.003 −0.003 −0.001
(0.003) (0.003) (0.003) (0.003) (0.003) (0.003)

Inflation −0.018*** −0.012** −0.019** −0.014** −0.013** −0.013*
(0.005) (0.006) (0.007) (0.005) (0.005) (0.007)

Unemployed −0.443*** −0.442*** −0.442*** −0.456*** −0.448*** −0.474***
(0.020) (0.020) (0.020) (0.021) (0.020) (0.021)

Other 0.050*** 0.050*** 0.050*** 0.049*** 0.049*** 0.048***

(0.013) (0.013) (0.013) (0.013) (0.013) (0.013)

Financial Situation:
Rather good

−1.309*** −1.309*** −1.309*** −1.308*** −1.494*** −1.493***
(0.028) (0.028) (0.028) (0.028) (0.030) (0.030)

Financial Situation:
Rather bad

−2.909*** −2.907*** −2.907*** −2.904*** −3.068*** −3.065***
(0.039) (0.039) (0.039) (0.039) (0.040) (0.040)

Financial Situation:
Very bad

−4.269*** −4.268*** −4.269*** −4.265*** −4.412*** −4.407***
(0.050) (0.050) (0.050) (0.050) (0.054) (0.053)

Regions fixed effects YES YES YES YES YES YES

Year fixed effects YES YES YES YES YES YES
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