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Abstract

Do you feel more satisfied with life when you think you are richer? How does the
perception of your own economic welfare affect your life satisfaction? This study
draws from the Russia Longitudinal Monitoring Survey (RLMS) from years 1994
to 2018 to investigate the effects of self-perceived economic welfare on subjective
well-being (SWB). Moreover, we aim to better understand why life satisfaction fol-
lows the trends in income in transition economies, contradicting the Easterlin para-
dox. The paradox posits that an increase in income does not increase life satisfaction
over time, which extant literatures have found to not hold in transition economies
(Easterlin Easterlin, J Econ Behav Organiz 71:130-145, 2009; Gruen and Klasen
2012; Selezneva Selezneva, Econ Syst 35:139-157, 2011). Our results suggest that
the way one perceives their own economic welfare is a significant determinant of life
satisfaction. We suggest that the general increase in life satisfaction in Russia since
the 1990s, which follows the increase in income during the time-period, is partially
driven by the overall changes in perceived economic welfare as a result of the transi-
tion, as well as the vast economic and political reforms that followed.
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Introduction

What determines life satisfaction? Can money buy happiness? There are studies
that examine the effects of income on subjective well-being (SWB) (Easterlin 1974,
1995, 2003, 2017; Oswald 1997; Diener and Oishi 2003; McBride 2001; Frey and
Stutzer 2000; Hagerty and Veenhoven 2003; Veenhoven and Hagerty 2006; Frijters
et al. 2004; Kahneman and Deaton 2010; Angeles 2011), as well as studies that
examine subjective measures of the economic welfare of individuals and societies
(Ravallion and Lokshin 2001, 2002; Lokshin and Ravallion 2005; Mangahas 1995;
Pradhan and Ravallion 2000; Lokshin, Umapathi and Paternostro 2006). We aim to
bridge the gap between these two groups of literature and ask a similar question with
a slight twist: does the perception of your own economic welfare affect your SWB?
In this study, we empirically examine the effects of perceived economic welfare on
SWB.!'We hypothesize that an improvement in one’s perception of their own eco-
nomic welfare will increase their life satisfaction.

To examine this hypothesis, we draw from the Russia Longitudinal Monitoring
Survey (RLMS), which are longitudinal survey data that are nationally representa-
tive of the Russian population in both individual- and household-level. We specifi-
cally focus on Phase II of the survey that has taken place almost every year from
1994 to 2018.

Russia experienced an economic transition from communism to a free market
economy in the early 1990s after the collapse of the Soviet Union, and it underwent
various economic liberalization reforms (Kozyreva, Kosolapov, and Popkin 2016).
By the late 1990s and throughout the 2000s, Russia experienced large economic
growth (Gimpelson and Kapeliushnikov 2011).

In addition to increases in the gross domestic product (GDP) throughout this time
period, Fig. 1 and Fig. 2 show that individuals in Russia have, on average, experi-
enced a slight decline in both life satisfaction and self-perceived economic welfare
between 1994 and 1998, then a general increase in both measures between 1998 and
2018. In both figures, we find that the trend remains consistent across different age
groups and income levels. Those who were 45 years or older at the time of the sur-
vey were less satisfied with life and ranked themselves lower on the economic rank
than those who were younger than 45 years old. Those whose income was above the
average income of the year at the time of the survey were both consistently more
satisfied with life and ranked themselves higher on the economic rank than those
whose income were below the year’s average. Despite the differences across differ-
ent demographic groups, the trend remains consistent throughout time. We find this
to hold true when we disaggregate mean life satisfaction and mean self-perceived
economic welfare across sex and attitudes about the future (if one expects to live
better or worse in the upcoming year, or if they believe in neither), although we do
not show these findings on the figures. The consistent trend across different groups

! More specifically, we examine life satisfaction, an evaluative dimension of SWB, which is one of the
three dimensions of SWB; the other dimensions are hedonic and eudaimonic (Graham and Nikolova
2015; Frijters 2020).
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Fig. 1 Trends in Mean Life Satisfaction Rank from 1994 to 2018
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Fig.2 Trends in Mean Self-Perceived Economic Welfare Rank from 1994 to 2018
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suggests to us there is some force that is affecting everyone consistently throughout
time, which may be the effects of the economic transition in Russia during this time.

The Easterlin paradox describes a phenomenon in which at a point in time, those
who are richer are also happier, yet an increase in income does not increase happi-
ness over time (Easterlin 1974 1995, 2003, 2017). Following the Easterlin paradox,
life satisfaction should have stagnated in Russia despite the increase in GDP over
time, yet we find otherwise in Fig. 1. Interestingly, Easterlin finds that the paradox
does not seem to hold in transition economies, including Russia (2009). This study
aims to better understand the gap between the paradox and the contradictory find-
ings in transition economies, and more specifically, examine whether the increase in
average life satisfaction has been led by the overall changes in perceived economic
welfare throughout the transition in Russia. The advantage of studying Russia is
that the country went through vast economic and political reforms during this time
period as it transitioned into a market economy. The reforms included privatization,
freely fluctuating market prices, private land ownership, and labor market changes
(Kozyreva, Kosolapov, and Popkin 2016), which are factors that are likely to change
one’s perception of their own economic welfare. Figure 2 shows that the average
self-perceived economic welfare has changed throughout the transition. By exam-
ining our hypothesis on Russia using this longitudinal data, we aim to empirically
examine how the changes in perception over time affect life satisfaction.

The implications of the results of this study are two-fold. First, since there are
few existing studies that empirically examine self-perceived economic welfare as a
determinant of individual’s SWB, this study adds to the existing literature on the
determinants of SWB, specifically life satisfaction. Secondly, this study aims to bet-
ter understand how the overall life satisfaction changes in a transition country, as
they experience vast political and economic changes that may impact how one views
their own economic welfare.

The rest of the paper is organized as follows. We discuss existing literature in
Sect. 2. Methodology is in Sect. 3, and empirics is in Sect. 4. In Sect. 5, we summa-
rize our findings and discuss possible extensions.

Insights from the literature

The following section examines existing literature on topics related to subjective
measures of economic welfare and SWB. We first focus on existing literature that
examines the effects of economic welfare on SWB. Next, we discuss previous stud-
ies that examine subjective measures of economic welfare. Finally, we give a brief
overview of Russia during the transition, and we discuss the studies that examine
SWB in transition economies.

Economic welfare on subjective well-being (SWB)

There are various studies that examine how economic welfare affects SWB. One
prominent concept is the Easterlin paradox, in which Easterlin finds that while a
higher income means higher happiness on average at a point in time, an increase in
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income does not increase happiness over the long term (1974, 1995, 2003, 2017).
Easterlin’s findings have been influential in studying SWB, and there are various
studies that test the paradox (Oswald 1997; Hagerty and Veenhoven 2003; Frijters
et al. 2004; Veenhoven and Hagerty 2006). Some studies find that there is a dimin-
ishing marginal gain in SWB with an increase in income (Deaton 2008; Stevenson
and Wolfers 2008, 2013), while some studies find that there is a satiation point in
which a rise in income no longer increases SWB (Frey and Stutzer 2002; Clark,
Frijters and Shields 2008; Di Tella and MacCulloch 2010). Kahneman and Deaton
find that there is a 75,000 USD threshold for short-term happiness, in which happi-
ness plateaus after the threshold, but finds that long-term life satisfaction continues
linearly with increase in income (2010). As their study suggests, the relationship
between income and SWB differs in the different dimensions of SWB (Graham and
Nikolova 2015; Nikolova and Graham 2020). Some studies also examine the hetero-
geneity in the relationship between income and SWB in different societies, including
different roles of social ties (Bockerman et al. 2015), welfare regimes (Dominko and
Verbic¢ 2020) and societal values (Lim et al. 2020).

Following Easterlin’s line of research, there has been an increase in numbers
of studies that examine the importance of studying relative economic welfare and
society’s well-being (McBride 2001; Clark, Frijters and Shields 2008; Di Tella and
MacCulloch 2008; Easterlin and Plagnol 2008; Zhang and Wang, 2020). Despite
the growing literature on relative economic welfare and its effects on SWB, there
is a lack of research that examine the effects of self-perceived economic welfare on
SWB. This paper aims to contribute to this literature by empirically examining the
effects of subjective economic welfare on life satisfaction.

Self-Perceived economic welfare

We aim to examine whether a subjective measure of economic welfare, specifically
self-perceived economic welfare, is a determinant of one’s SWB. To better under-
stand self-perceived economic welfare and to provide insight into the importance of
studying it, this subsection explores previous studies that use subjective measures of
economic welfare.

Importance of studying self-perceived economic welfare

Some studies examine economic welfare using subjective measures rather than more
common and objective measures, such as income and find importance in using sub-
jective measures (Mangahas 1995; Pradhan and Ravallion 2000; Lokshin, Umapa-
thi and Paternostro 2006). Mangahas (1995) examines poverty in the Philippines
between 1981 and 1992 using self-rated poverty, and the author emphasizes the
importance of examining poverty from a bottom-up perspective, rather than a more
common top-down perspective. They argue that using a self-rating approach allows
one to better study time trends in poverty, as it allows poverty to be surveyed more
frequently than if it were to be measured using income or expenditures, given that
collecting the necessary data to measure poverty using the more common measures
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such as income is more expensive. They also argue that self-rating is advantageous
because it cannot be institutionally manipulated, unlike official poverty lines. The
other two studies find that subjective poverty measures align well with objective
poverty measures (Pradhan and Ravallion 2000; Lokshin, Umapathi and Paternostro
2006).

Self-perceived economic welfare of individuals using the RLMS

There are studies that examine self-perceived economic welfare using the RLMS
data, such as a study by Ravallion and Lokshin (2002). They use the self-perceived
economic welfare question asked in the RLMS to find that while there is a positive
correlation between subjective economic welfare and income, there are also large
discrepancies between the two measures of economic welfare. They further find that
in many cases, where people placed themselves on the welfare ladder did not neces-
sarily match where they would be placed using an objective measure. Ravallion and
Lokshin’s earlier study (2001) examines the different factors that affect individual’s
subjective economic welfare, which includes income, as well as ill-health and unem-
ployment. In Lokshin and Ravallion’s later study (2005), they examine the effects of
income and subjective economic welfare on self-rated power, in which they find a
positive correlation between the two. In all three studies, they use the self-perceived
economic welfare measure, as well as other self-ranked measures that are available
in the RLMS.

Rationale for studying subjective measures of economic welfare

Some studies have found that subjective measures of economic welfare affect indi-
viduals’ policy preferences (Ravallion and Lokshin 2000; Alesina and La Fer-
rara 2005; Cruces, Perez-Truglia and Tetaz 2013). Alesina and La Ferrara (2005)
explore the different determinants of preferences for redistribution in the US, and
they find that preferences depend on future income prospects, using both subjec-
tive and objective measures of future mobility. Similarly, Cruces, Perez-Truglia and
Tetaz (2013) examine how biased perceptions affect preferences for policies, specifi-
cally how biased self-perceived economic welfare affects preferences for redistribu-
tion policies. They find that those who overestimate their economic ranking and are
then informed of their true lower ranking prefer higher levels of redistribution. An
earlier study by Ravallion and Lokshin (2000) uses the RLMS to examine the deter-
minants of individuals’ preference to redistribute in Russia, and they find that those
who expect their economic welfare to fall in the future tend to support redistribution
policies.

Another subjective measure of economic welfare includes perceived economic
inequality. Some studies have suggested that perceived economic inequality may
have an impact on life satisfaction (Alesina, Di Tella and MacCulloch 2004; Sch-
neider 2011). A study by Schalembier (2018) empirically examines the effects of
perceived income on SWB. They find that although the effects of perceived income
inequality on SWB are not significant on average on a national level, they find a
negative effect for those with lower income and those with lower perceived mobility.
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These studies show that it is important to investigate subjective measures of eco-
nomic welfare, but more research is needed to better understand their relationship
with SWB. A few studies have used the RLMS to explore self-perceived economic
welfare, and we aim to add to the existing literature by examining how self-perceived
economic welfare affects life satisfaction, and its possible policy implications.

Russia in transition

In 1992, after the collapse of the Soviet Union, Russia underwent rapid economic
and political reform, including liberalization of prices and privatization of state
enterprises, which was followed by significant labor market changes. The market
liberalization led to a rapid increase in the private sector in the 1990s, which meant
reallocation of labor from the public sector to the private sector (Gimpelson and
Treisman 2002; Estrin, Svejnar and Hanousek 2009). However, the transition also
meant labor market adjustment to the declining economy. GDP fell significantly by
the end of 1990s, which led to an increase in unemployment, decrease in working
hours and real wages, as well as wage arrears (Desai and Idson 2000; Gimpelson
and Kapeliushnikov 2011). However, starting in 1999, the Russian economy started
a steady recovery, with the Russian GDP almost doubling from 1998 to 2008.
The economic recovery also brought improvements in labor market performance
(Gimpelson and Kapeliushnikov 2011).

Such big changes in the economy also brought changes in Russians’ SWB. Stud-
ies find that the decline in income in the 1990s led to a decline in SWB, and this
phenomenon was not only unique to Russia but in other transition economies as well
(Sanfey and Teksoz 2007; Easterlin 2009; Guriev and Zhuravskaya 2009; Nikolova
2016). Interestingly, with economic recovery starting in the late 1990s, studies find
that SWB eventually recovered to the level at the beginning of the transition. More
broadly, studies find that there is a large gap in life satisfaction between transition
countries and non-transition countries and that SWB generally follows the trends
in income over time in transition economies, which is at odds with the Easterlin
paradox found in higher-income countries (Easterlin 2009; Gruen and Klasen
2012; Selezneva 2011). A recent working paper demonstrates that there are per-
sistent effects of having connections to the communist regime on life satisfaction
(Otrachshenko, Nikolova, and Popova 2021). Another study suggests that the uncer-
tainty and changes in expectations that come with labor market shocks during the
transition lead to increase in dissatisfaction and people’s perception of being poorer
than when classified using income measures in Western Balkans (Koczan 2016).
The deviation from the Easterlin paradox in transition economies may be due to
changes in life experiences during the transition affecting SWB.

Transition economies provide an interesting case to study as they have not only
experienced changes in income over time, but also many other life experiences that
may affect one’s perception of themselves as well as society. This study takes advan-
tage of the life changes experienced by Russians during the transition following
the fall of the Soviet Union to empirically examine how changes in self-perceived
economic welfare affect SWB. The study contributes to the current literature by
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providing evidence of the effects of perception on SWB, specifically life satisfac-
tion, as well as an attempt to better understand changing life satisfaction in transition
economies. Moreover, we aim to better understand the gap between the Easterlin
paradox and the contradictory phenomenon in transition countries. The following
section outlines the methodology of this study.

Methodology

To learn more about the effects of subjective economic welfare on life satisfac-
tion, we use the RLMS, Russian longitudinal data that span from 1994 to 2018. We
anchor our methodology on multiple studies that employ ordered probit models to
examine the self-perceived economic welfare measure and other self-ranked meas-
ures in RLMS, specifically, Ravallion and Lokshin (2001, 2002) and Lokshin and
Ravallion (2005). Ordered probit models allow us to account for both the categorical
and ordinal aspects of the ‘life satisfaction’ variable as we aim to identify the effects
of self-perceived economic welfare on life satisfaction.

For simplicity, we first focus on the relationship between the latent variable and
the main explanatory variable, perception; (self-perceived economic welfare). All
other control variables will be denoted as the error term, ¢;, for now. The model is
given in the following Eq. (1):

y; = Pperception; + €, )

To account for omitted variable bias, we also control for other factors that may
affect life satisfaction. We control for income and unemployment since much of
the existing literature has found that they are important contributing determinants
(Easterlin 1974, 1995; Clark and Oswald 1994; Gerlach and Stephan 1996; Korpi
1997; Oswald 1997; Theodossiou 1998; Winkelmann and Winkelmann 1998;
Diener and Oishi 2003; Clark, Frijters and Shields 2008; Di Tella and MacCulloch
2008; Hagler, Hamby, Grych and 2016). We use the natural logarithm of monthly
income to account for the right-skewed nature of the monthly income variable. We
also include other determinants of life satisfaction, such as gender, age, marital sta-
tus, self-rated health, education, and Russian ethnicity. Household size and differ-
ent household assets are also included. We also control for different attitudinal vari-
ables, including one’s expectations for the future, self-perceived power and respect,
job insecurity, as well as their confidence in being reemployed if unemployed.

The following is the model given in Eq. (1) with other controls and fixed effects:

y;'ka = p,perception;, + p,lnincome;, + psunemployed;, + ay, + A, + A; + €, (2)

where the variable lnincome, 1s monthly income in natural logarithm (rubles) for
individual i in region j at time ¢, and unemployed;, is whether the individual i is
unemployed in region j at time 7. The variable a;;, represents a matrix of control
variables included in the model. We include year fixed effects 4, to account for other
time-variant factors that are not controlled for in the model, such as the Russian
economy and changes in income inequality. We also include regional fixed effects

ijt
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4; to account for differences across different regions. We include eight different fed-
eral districts in Russia, including Central, Northwestern, Southern, North Cauca-
sian, Volga, Ural, Siberian and Far Eastern Federal Districts. Standard errors are
clustered at the individual level to account for heteroskedasticity across individuals.
We hypothesize that there will be a positive correlation between self-perceived eco-
nomic welfare and life satisfaction; specifically, that the probability of an individu-
al’s life satisfaction rank increases with self-perceived economic welfare.

Empirics

The RLMS Phase II is an unbalanced panel dataset that is nationally representa-
tive of Russia starting in 1994°. Phase II started in 1994 with a target sample of
around 4000 households with the goal of providing data on a nationally representa-
tive sample in Russia. In each of the interviews, interviewers visited each selected
dwelling up to three times to conduct the interview. Following the first round in
Phase II (round V) in 1994, interviewers attempted to return to the same dwellings
of the selected households. Starting in round VII (1998), the RLMS attempted to
follow individuals and households when they moved out of the household units and
attempted to find households who moved between rounds V and VII (Kozyreva,
Kosolapov, and Popkin 2016).

The individual-level survey includes a question on SWB, specifically on the life
satisfaction of individuals. Individuals are asked to rank their life satisfaction on a
scale ranging from 1 to 5, with 1 being fully satisfied and 5 being the least satisfied.
The life satisfaction question is phrased as follows: “To what extent are you satis-
fied with your life in general at the present time?” Originally, the responses were
coded as 1 being fully satisfied and 5 being the least satisfied, but in order to make
the coefficients in the regression more intuitive, we modified the way this variable
is defined to make 5 being fully satisfied. Given the way in which the question is
phrased, the answer to this question measures the evaluative element of SWB, in
contrast to hedonic and eudaimonic elements of SWB (Graham and Nikolova 2015;
Frijters 2020).

The self-perceived economic welfare variable is on an interval scale, based on
a question that asks individuals to rank their own economic welfare on a nine-step
ladder, with 1 being the poorest and 9 being the richest. The question is specifically
phrased as follows for all 23 rounds:

2 RLMS Phase II was conducted by Higher School of Economics and ZAO “Demoscope” together with
Carolina Population Center, University of North Carolina at Chapel Hill and the Institute of Sociology
RAS. The survey was not conducted in 1997 and 1999 due to funding lapses (Kozyreva, Kosolapov, and
Popkin, 2016). The survey’s Phase I initially began in 1992 as a way to obtain accessible and objective
data on the social, medical and economic aspects of the Russian state of affairs after the major economic
liberalization reforms in 1992. The RLMS Phase I data did not provide a representative profile of the
Russian population (UNC Carolina Population Center).
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Table 1 Summary statistics

# of observations ~ Means SD Min Max

Life satisfaction 169,291 2.96 1.15 1.00 5.00
Self-perceived economic rank 169,291 3.87 1.48 1.00 9.00
Monthly income in rubles 169,291 6,063.84 12,322.33 1.00 430,000.00
Monthly income in natural log 169,291 3.99 4.48 0.00 12.97
Unemployed 169,291 0.06 0.24 0.00 1.00
Male 169,291 0.41 0.49 0.00 1.00
Age 169,291 45.93 18.57 13.00 102.00
Marital status

Single 169,291 0.27 0.44 0.00 1.00

Married 169,291 0.46 0.50 0.00 1.00

Divorced 169,291 0.08 0.27 0.00 1.00

Widowed 169,291 0.13 0.34 0.00 1.00

Non-Russian 169,291 0.17 0.38 0.00 1.00

There are 55,660 distinct individuals that participated in the 23 rounds of the RLMS with 353,827 obser-
vations total. This means that an individual on average participated in approximately six rounds of the
survey, although in reality, the participation of individuals spanned the entire range. In our analysis, we
limit the individuals to those who have participated in at least five rounds. The data also includes post-
stratification weights on both household and individual-levels, which adjust for both design factors of
the survey as well as deviations from the census characteristics. Our final weighted sample contained
169,291 individual-year observations with 21,109 distinct individuals.

“Please imagine a 9-step ladder where on the bottom, the first step, stand the
poorest people, and on the highest step, the ninth, stand the rich. On which
step are you today?”

The data also includes an extensive list of household and individual-level survey
questions, which we use as demographic controls in our models. These controls are
further discussed in the following section. (Appendix A).

Summary statistics

Table 1 shows the summary statistics for some key variables in our model. There
are 23 different rounds and representation from all 8 federal districts of Russia in the
dataset. There are 169,291 observations from 21,109 distinct individuals. The mean
value of life satisfaction is approximately 2.96 on a scale of 1 to 5, and the mean
value of the self-perceived economic welfare rank is approximately 3.87 on a scale
of 1 to 9. Please refer to Appendix B for all other variables that are included in our
model.

We also include individuals’ monthly income using the natural logarithm.? In the
survey, those that are unemployed are not asked for their monthly income, so we
assume that they have a monthly income of zero. However, since the logarithm of

3 Russia had a monetary reform in 1998, in which starting January 1, 1998, 1000 rubles became worth 1
ruble. In order to account for this, we divided the income value by 1000 for responses before 1998.
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zero is undefined, simply taking a natural logarithm of monthly income removes
individuals with no income from the sample, which leads to selection bias in our
results. To include unemployed individuals and those with no income in our analy-
sis, we assign them a monthly income value of 1 ruble so that the natural logarithm
of their income becomes 0. We also include an unemployment dummy variable to
control for whether they are unemployed at the time of the survey. We also include
different occupations for those that are currently employed.

Other demographic controls, such as self-assessed health, gender, age, marital
status, education, whether one is an ethnic minority, household size, ownership of
household assets, and other attitudinal variables are included in the model. Only
a small proportion of the sample, around 17%, are not ethnically Russian, but we
include the dummy variable in the model to account for the effects of being an eth-
nic minority on life satisfaction (Utsey, Payne, Jackson and Jones 2002; Verkuyten
2008). In addition, only a small proportion of the sample is divorced (8%) or wid-
owed (13%), but we include these individuals in the model separately to account for
the difference in the effects of the two marital statuses (Chen 2001; Lucas, Clark,
Georgellis and Diener 2003; Lucas 2007).

Empirical results and analysis

Table 2 shows the empirics, where column (1) is the first baseline model without
any controls or fixed effects, shown in Eq. (1). Columns (2) to (5) include year and
regional fixed effects. Column (2) is the baseline model with the fixed effects, and
Columns (3) and (4) are baseline models that include other measures of economic
welfare as control variables. Column (3) includes monthly income in natural loga-
rithm and Column (4) includes both income and unemployment status. Column (5)
is the result of estimating Eq. (2), which includes the rest of the control variables
as well as a year and regional fixed effects. All standard errors are clustered at the
individual level.

For the baseline model in Column (1), the coefficient for self-perceived economic
welfare is approximately 0.306 and it is statistically significant at the 1% level. The
coefficient is positive, indicating that the probability of ranking higher on the life
satisfaction rank increases when self-perceived economic welfare increases.

Figure 3 visualizes the predicted probabilities of each life satisfaction rank for
each self-perceived economic welfare rank for the baseline model in Column (1).
The figure is limited in that it does not account for other control variables or fixed
effects, but it provides a simple visualization of the predicted probabilities. As
self-perceived economic welfare increases, the predicted probability of life sat-
isfaction being ranked between 1 and 3 (“not at all satisfied”, “less than satis-
fied”, and “both yes and no”, respectively) generally decreases. The probability of
life satisfaction being ranked at 4 (“rather satisfied”) generally increases with an
increase in self-perceived economic welfare rank, peaking at the economic rank
of 7, then slightly decreasing at ranks 8 and 9. Lastly, the probability of life satis-
faction being ranked at 5 (“fully satisfied”) increases steeply with an increase in
self-perceived economic welfare rank. The findings support our hypothesis that
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Table2 Ordered probit regression results

1 ) (3) (G} 5
Baseline (1) with FE  (2) with income (3) with unemployed (4) with
additional
controls
Perception 0.306%%* 0.299%#* 0.293 %% 0.2927%#%%* 0.179%%%*
(0.00295) (0.00298)  (0.00299) (0.00299) (0.00329)
Lnincome 0.0161%#%* 0.0115%** 0.0191%#**
(0.000955) (0.000990) (0.00152)
Unemployed — 0.398%** — 0.459%**
(0.0142) (0.0152)
Cutoffs
H —0.133%**  (,]192%** 0.212%%* 0.170%%%* 0.3827%#%*
(0.0131) (0.0203) (0.0204) (0.0205) (0.0533)
My 0.827%#%%* 1.218%** 1.242%%% 1.206%** 1.485%%%*
(0.0133) (0.0204) (0.0206) (0.0207) (0.0533)
Hs 1.4771%%%* 1.907%** 1.933 %% 1.900%** 2.23]%%*
(0.0140) (0.0209) (0.0211) (0.0212) (0.0534)
Hy 2.806%#* 3.204#%% 3.321%H* 3.202%#% 3.722% %%
(0.0166) (0.0230) (0.0232) (0.0233) (0.0548)
# of observations 169,291 169,291 169,291 169,291 169,291
Pseudo R2 0.0568 0.0901 0.0916 0.0941 0.134
Year FE No Yes Yes Yes Yes
Region FE No Yes Yes Yes Yes
Individual controls No No No No Yes

Columns (5) include occupation, gender, household size, ownership of household assets, and other attitu-
dinal variables that are not reported in the table above. Refer to Appendix B for a full list of variables and
their definitions. Robust standard errors in parentheses. *** p <0.01, ** p<0.05, * p<0.1

there is a strong positive correlation between self-perceived economic welfare
and life satisfaction.

It should be noted that the coefficients for self-perceived economic welfare remain
stable even with the inclusion of year and regional fixed effects in Table 2 Columns
(2) through (5), and other control variables in Columns (3) to (5). In Column (2), the
coefficient remains stable at around 0.299 with region and year fixed effects. Col-
umn (3) includes individual’s monthly income using natural logarithm, and Column
(4) includes both income and unemployment status. Even with the inclusion of these
economic welfare measures, the coefficient for self-perceived economic welfare
remains stable at around 0.293 in Column (3) and around 0.292 in Column (2). In
Column (5), the inclusion of other control variables shifts the coefficient to around
0.179, but it remains positive and statistically significant at the 1% level.

The consistently significant coefficients for self-perceived economic welfare rank
across all 5 columns suggest the robustness of the results. The stability of the coef-
ficients across different models suggests that the effects of omitted variable bias in
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Fig.3 Visualization of the Predicted Probabilities based on the Baseline Model

our results may be limited. Although the addition of control variables in Column (5)
slightly shifts the coefficient, the coefficient remains positive and statistically sig-
nificant, suggesting that the effects of unobservable factors may be limited in our
results. This further strengthens the finding that life satisfaction rank increases with
an increase in self-perceived economic welfare.

In addition, using a cardinal scale of the dependent variable, we estimated a lin-
ear model with individual fixed effects to examine within-individual variations in
life satisfaction with a change in self-perceived economic welfare. The results are
reported in Appendix C. We find statistically significant results that is consistent
with our main analysis, which suggests robustness of our results. These regressions
provide credence to our main ordered probit results reported in this paper.

Table 2 also shows the cutoffs of each of the models. In the final model in Col-
umn (5), the cutoffs are approximately 0.382, 1.485, 2.231, and 3.722, from y, to
Hy4, respectively. If the latent variable, the unobservable true life satisfaction of an
individual, is y;." < 0.382, then the individual will rank their life satisfaction as 1. If
1.485 < y:.‘ < —=2.231 then the individual will rank their life satisfaction as 2, and so
on until y;‘ > 3.722, where life satisfaction will be ranked as 5. For each of the mod-
els, the cutoffs are used to calculate the marginal effects of self-perceived economic
welfare on the probability of each of the life satisfaction rank outcomes.

Table 3 shows the marginal effects of the mean self-perceived economic welfare for
the five models above. The results reveal similar findings to those in Table 2. It further
shows how an increase in self-perceived economic rank by 1 unit affects the probability
of an individual choosing each of the 5 life satisfaction ranks. In Column (5) of Table 3,
which includes controls and fixed effects, when the self-perceived economic welfare
rank increases by 1 from its mean of 3.87 while controlling for all other variables at
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Table 3 Marginal effects of a one-unit change in self-perceived economic welfare rank on the probability
of the life satisfaction rank outcome

1 2 (3) (G} (5)
Model Baseline (1) with FE (2) with income  (3) with unem-  (4) with
ployed additional
controls
- 9PO=1) — 0.0506%%** — 0.0430%%** — 0.0425%%#%* — 0.0225%%%* — 0.0506%%*%*
)perception;
(0.000646) (0.000603) (0.000600) (0.000472) (0.000646)
_0PG=2) — 0.0635%** — 0.0656%** — 0.0658%** — 0.0429%3#* — 0.0635%%#%*
dperception;
(0.000734) (0.000775) (0.000779) (0.000827) (0.000734)
_9PG=3) —0.00332%**  —(0.00291%%*  — 0.00287*** — 0.00213%** — 0.00332%**
dperception;
(0.000402) (0.000395) (0.000395) (0.000244) (0.000402)
- 9PO=4) 0.08427%#** 0.0837%#** 0.0837%#** 0.0540%** 0.08427%**
)perception;
(0.00101) (0.000997) (0.000999) (0.00103) (0.00101)
9PG=5) 0.03327%** 0.0278%#** 0.0274%** 0.0136%** 0.03327%**
dperception;
(0.000460) (0.000432) (0.000427) (0.000316) (0.000460)
# of Observa- 169,291 169,291 169,291 169,291 169,291
tions

% p <0.01, #* p<0.05, * p<0.1

their mean, the probability of the individual choosing the life satisfaction rank of 1
decrease by 5.06%. The probability decreases by 6.35% for rank 2, while it decreases
only slightly by 0.332% for rank 3. The probability increases by 8.42% for rank 4, and
finally, increases 3.32% for rank 5, the highest life satisfaction rank.

These results support the hypothesis that an increase in self-perceived economic
welfare increases life satisfaction. In other words, for an average individual in our sam-
ple, an increase in a unit of self-perceived economic welfare increases the probabil-
ity that the individual would choose a higher life satisfaction rank (rank 4 or 5) while
decreasing the probability of choosing a lower rank (rank 1 or 2). Interestingly, the
probability of choosing a life satisfaction rank of 2 decreases more than it does for rank
1, and similarly, the probability increases more for rank 4 and rank 5. This suggests the
sensitivity of life satisfaction rank to a change in self-perceived economic welfare; the
probability of choosing the extreme ends of the rank, either 1 or 5, are less sensitive to a
change in self-perceived economic welfare.

Conclusions, policy implications, and possible extensions

Using a transition economy as a case study, our analysis provides evidence that is
consistent with our hypothesis that self-perceived economic welfare is an impor-
tant determinant of life satisfaction. Our results suggest that for an average indi-
vidual, an increase in self-perceived economic welfare increases the life satisfac-
tion of the individual, holding other control variables constant. This is especially
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underscored by the robustness of our results. In other words, our findings sug-
gest that how people perceive their own economic welfare matters for their life
satisfaction. The findings from this paper are consistent with previous literature,
which suggests that better economic welfare is in fact correlated with higher life
satisfaction in general. More importantly, the findings from this paper contribute
to the limited existing literature that examines subjective economic welfare as a
determinant of life satisfaction.

Life satisfaction generally seems to follow the trend in income in Russia since the
1990s, which contradicts the Easterlin paradox as also suggested by earlier studies
that examine the phenomenon in transition economies (Easterlin 2009; Selezneva
2011). Our findings help better understand why the Easterlin paradox may not have
held up in transition economies. Figure 2 shows that the overall self-perceived eco-
nomic welfare has generally increased over time since 1998, perhaps due to a collec-
tive change in Russians’ perception of their own economic welfare throughout the
transition after the fall of the Soviet Union. Our empirical findings confirm that self-
perceived economic welfare was an important determinant in the overall increase
in life satisfaction in Russia over time. An important extension of our study would
be to determine specific policies or structural changes that improve people’s self-
perceived economic welfare and life satisfaction.

Given our findings, we suggest that relationships between redistributive policies,
economic inequality, subjective measures of economic welfare, and SWB should
be further examined. Previous studies have shown that subjective measures of eco-
nomic welfare affect individuals’ policy preferences, specifically that those who per-
ceive worse economic welfare for themselves support redistribution policies (Rav-
allion and Lokshin 2000; Alesina and La Ferrara 2005; Cruces, Perez-Truglia and
Tetaz 2013). Another line of studies has examined the effects of economic inequality
on life satisfaction, some finding negative effects (Alesina, Di Tella and MacCulloch
2004; Blanchflower and Oswald 2004; Verme 2011; Lei, Xiaoyan, Shen, Smith, and
Zhou 2018), some finding positive effects (Ott 2005; Berg and Veenhoven 2010),
and some finding mixed effects (Zagorski, Evans, Kelley and Piotrowska 2014;
Reyes-Garcia et al. 2018; Ding, Salinas-Jiménez and Salinas-Jiménez 2020). While
the effects of economic inequality on life satisfaction remain inconclusive (Schnei-
der 2015), a few studies have suggested the importance of perceived income inequal-
ity on life satisfaction (Alesina, Di Tella and MacCulloch 2004; Schneider 2011),
although not many empirical studies have been conducted yet. One recent study by
Schalembier (2018) empirically examines the relationship, in which they find that
although the effects of perceived income inequality on life satisfaction is not signifi-
cant on average on a national level, they find a negative effect for those with lower
income and those with lower perceived mobility. More happiness research should
focus on better understanding the determinants of happiness to better guide policy
recommendations (Frey 2019). Future research should examine objective and per-
ceived economic inequality, as well as redistributive policies, in relation to subjec-
tive economic welfare and life satisfaction to guide policy recommendations.
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org/10.1007/s43546-023-00447-y.
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