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Abstract 
A growing literature suggests social democratic policies, as exemplified by the welfare state and 
active labor market policies, promote higher levels of life satisfaction compared to the neo-
liberal agenda of austerity, smaller government, and more “flexible” labor markets. In this paper, 
we extend this inquiry to low-income countries. We first develop a theoretical argument for why 
labor market regulation (rather than social welfare spending or the general size of government) is 
a more appropriate locus of attention outside of the industrial democracies. We then empirically 
evaluate the relationship between labor market regulation and several measures of well-being, 
finding robust evidence that people live more satisfying lives in countries that more stringently 
regulate their labor market. Moreover, we find that positive benefits of labor market regulation 
on well-being are the largest among individuals with lower incomes. The implications for public 
policy and the study of human well-being are discussed. 
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Introduction 

A central axis of political conflict in market societies is the degree of government intervention in 

the economy. Scholars have long understood that once market principles come to structure 

economic production and exchange, and thereby permeate the wider social order, political 

competition naturally focuses on regulation of the market. Such conflict is surely one of the 

major political and ideological-ideational fault lines in the contemporary world. 

At the risk of oversimplifying, the basic issue is the degree to which economic life should 

be left (mostly) to the control of a self-regulating market as opposed to being subordinated (to 

some significant degree) to political control. The conventional Left argues for a program of 

supplementing market outcomes with political interventions that are argued to better serve 

human well-being, as does (in different ways and for other agendas) some nationalist or  

religious movements that are also skeptical about ceding too much to market forces. However, 

the general trend of policy since the 1980s has been that of austerity, “market fundamentalism,” 

and the hegemony of a neo-liberal agenda often labelled the “Washington Consensus.” As 

Chaudhry (1993) observed more than two decades ago, there was already an emergent “new 

orthodoxy” that focuses on liberalism as the only sensible path of development. The explicit 

assumption of this perspective is that “interference” with the market inhibits efficiency, to the 

detriment of the population. The most obvious form of such intervention is the regulations of the 

labor market. 

In this paper, we thus focus on how political regulation of the market affects the lives of 

ordinary people in the most fundamental sense: the extent to which individuals positively 

evaluate the overall quality of their lives. In particular, we ask whether cross-national differences 

in political control of the market determine the degree to which citizens lead lives that they 
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themselves regard as positive and rewarding. The issue if of course not one of regulation being 

either inherently good or bad, but rather finding the level with the best overall trade-off between 

the positive and negative aspects of limiting business freedom in the name of fairness to workers. 

Our work is motivated by the logic of using life satisfaction as an evaluative metric, as it 

provides a method by which to judge the total net effects (good and bad) of any public policy.  

This type of research is now possible given the development of a sophisticated literature 

devoted to studying life satisfaction. With the refinement of the tools necessary to measure how 

people subjectively evaluate the quality of their lives, we are now capable of testing how 

observable economic and political factors tend to affect subjective well-being. In sum, we are 

capable of studying life satisfaction in the same manner, and using the same methodological 

tools, that we would approach any other human attribute (for a review, see Radcliff, 2013). In 

this paper, we consider whether the findings of a large body of research on politics and well-

being in the industrial democracies apply to a larger global context. In the industrial 

democracies, as we review below, there is ample evidence to believe that human happiness is 

best served by state interventions in the market that are specifically designed to protect workers. 

Does the same conclusion apply to the rest of the world? 

In what follows, we ask whether relatively strong labor market protections have the 

intended consequence of improving human life, or the unintended consequences of harming it, 

using subjective well-being (SWB) as our evaluative standard. To anticipate our results, we find 

robust evidence that people live more satisfying lives in countries that more stringently regulate 

their labor market. Moreover, we find that positive benefits of labor market regulation (LMR) on 

well-being are the largest among individuals with lower incomes (contrary to conventional 

arguments that it is the poor who suffer from the toll regulation takes on the economy).  
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Politics, Markets, and Human Well-Being 

Within the political economy literature, the argument over the wisdom of market regulation is 

often couched in terms of the familiar language of choosing between the primacy of the market 

vs. that of politics (e.g., Lindblom 1977). As these, alongside the family, are the fundamental 

mechanisms through which well-being can be produced and distributed (Esping-Andersen 1990), 

they are the natural focus of attention for those seeking to understand how different political 

outcomes may affect quality of life. 

At the most basic level, the issue at hand is whether to leave the generation and allocation 

of well-being to the “invisible hand” of the capitalist economy, or to make it at least in part 

subject to the political decisions of voters. Those favoring the latter ultimately do so because, as 

Lane (1978: 16) puts it, markets are “indifferent to the fate of individuals.” Esping-Andersen 

(1990: 36) summarizes the argument succinctly when he notes that while capitalism certainly has 

many positive aspects that doubtlessly do contribute to quality of life, in the end “the market 

becomes to the worker a prison within which it is imperative to behave as a commodity in order 

to survive.” As it is presumably not controversial to suggest that human beings do not enjoy 

being reduced to commodities – or to being imprisoned – such that it seems equally 

unremarkable to suggest (if we accept the metaphor) that peoples’ lives are likely to be less 

rewarding the more they are subject to the insecurities inherent in the market. Put differently, the 

more individuals are “decommodified” by social policy, the greater should be their well-being, to 

the extent that the critics of markets are correct in their socio-analysis of capitalism. 

The counter-arguments are equally straightforward. Two are especially worthy of note. 

The first, most familiar to students of political economy, is the conventional one of the 
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“unintended consequences” of the “market distortions” politics produce. Such claims are 

animated by sophisticated (if not universally accepted) economic theory and (equally disputed) 

empirical evidence. If the defenders of unfettered markets are right, “decommodification” 

becomes an ideological mask for inefficiency and wastefulness, which will impose itself as costs 

on the population (by inhibiting economic growth, employment, and wages), so as to lower the 

general level of happiness. In this view, the state’s efforts at redistribution and provision fail 

because they actually reduce both the “quantity” and the “quality” of wellbeing, relative to 

markets. This is principally because they displace the church and the family as sources of 

emotional support and, more critically, because they encourage “collectivization” with 

deleterious consequences for individual privacy, freedom, and autonomy (for a detailed review, 

see Veenhoven 2000). 

Another related but logically distinct line of argument, popularized by Murray (1984) and 

analyzed as a more generalized “ideational” phenomenon dating from the nineteenth century by 

Hirschman (1991), is what has become known as the “perversity thesis”: efforts to ameliorate 

problems created by the market in turn create “perverse incentives” to the “clients” of such 

institutions. In this approach, insulating individuals from the market is construed as imposing 

moral costs on society, sometimes expressed in ways that do not lend themselves to ready 

falsification using conventional economic indicators. Somers and Block (2005), for instance, 

document the way in which this argument, utilized in both England during the debate over the 

1834 “New Poor Law” and in the United States during the Reagan and Clinton administrations, 

was deployed by elites to suggest that protecting citizens and workers from pure market forces 

induces “laziness” and “moral degradation.” As a consequence, again, the greater the level of 

political intrusion into the market system, the less satisfying life becomes, in this interpretation. 
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These abstract arguments can be reduced to an obvious, tangible question: Do 

interventions into the market designed to protect citizens against the insecurity and inequality of 

the market ultimately contribute to greater or lesser levels of subjective well-being? Radcliff and 

colleagues have presented a series of papers arguing that an expansive welfare state and other, 

similar social democratic policies are strongly related to higher levels of life satisfaction (e.g. 

Radcliff 2001, 2005, 2013; Pacek and Radcliff 2008a, 2008b; Flavin, Pacek, and Radcliff 2014). 

Generally similar results are also reported by others (e.g. DiTella, MacCulloch, and Oswald 

2003; for an extensive discussion, see Anderson and Hecht, 2015). Indeed, Okulicz-Kozaryn, 

Holmes, and Avery (2014) summarize their review of the literature by concluding that the 

collective evidence suggests that “societies lead by leftist governments (also referred to as 

welfare states)” have the highest levels of satisfaction – a finding that their own empirical 

analysis confirms. Research on tax policy is consistent with this pattern, suggesting as it does 

that the greater general level of government consumption, and a higher, and especially more 

progressive, tax burden fosters greater subjective well-being (Flavin, Pacek, and Radcliff 2011; 

Radcliff, 2013; Akay et al. 2012; Kohei 2012; Oishi and Diener 2012). 

Considering labor market regulations per se, there is again much evidence from high 

income countries suggesting that pro-worker labor market regulations do have important 

consequences for quality of life. Radcliff (2013) reports that conventional indices of the extent 

that labor markets are designed to protect workers (rather than foster “flexibility”) are associated 

with greater levels of subjective in high-income countries (see also Flavin, Pacek, and Radcliff 

2014). The same pattern seems to apply when considering LMR and SWB across the American 

states (Alvarez-Diaz et al. 2010). Wulfgramm (2014) similarly finds that the life satisfaction is 
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improved by active labor market policies 21 European countries, with similar results reported by 

Ochsen and Welsch (2012).  

The obvious limitation of this work is that it is entirely based on the experience of the 

industrial democracies. It thus remains to be seen if LMR have the same commendatory results 

outside of that setting.  

 

The Political Economy of Low-Income Countries 

The traditional focus of scholarship on (re)distributive public policy has been focused on the 

experience of early industrializing countries, in which a social insurance model of the welfare 

state emerged (it is argued) from the logic of capitalist development. However useful this 

approach has proven to be, its application to low-income countries is highly problematic (e.g. 

Rudra 2005, 2007; Franzoni 2008). Simply put, the traditional welfare state in its paradigmatic 

form emerged through the industrial revolution’s creation (as with the Enclosure Acts in Britain) 

a workforce suitable for a market economy. In particular, industrialization produces (to use 

Rudra’s [2005] phrase), a workforce that had been “proletariatized,” i.e. the labor force is 

converted into wage or salary workers, dependent for their employment on the jobs provided by 

the capital-owning class. The craftsman, the crofter, the small farmer or herder were all stripped 

of their traditional rights to work the land or otherwise independently earn their marginal keep; 

they instead had to seek employment as laborers in the capital accumulating sector.  

The result is the transformation into a relatively pure market economy based on the 

private ownership of the means of production and the creation of a class of dependent workers 

appropriate for such an economy. The human hardships that this transformation produced in turn 

outstripped the ability of traditional forms of public aid (the Church and families) to provide for 
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the old, the sick, and the unemployed. An embryonic welfare state emerged as a result of (a) 

political pressure by a (relatively) easily organized urban proletariat and (b) from the natural 

incentives of capital to maintain a reasonably peaceful, healthy, educated workforce. The 

resulting “class compromise” between labor and capital included a system of social insurance as 

its foundation. This process was made easier by the vast wealth the market system generated – 

that is, industrialization provided the economic resources to ameliorate at least the worst of its 

negative externalities while still maintaining high levels of profitability. 

 The low-income world deviates from this general model in several potentially important 

fashions. The first and most important is that many low-income countries followed a different 

economic path. Once colonized nations had yet to industrialize, to say nothing of the fact their 

pre-independence economies were (in varying degree and form) subordinated to the needs of the 

colonizer specifically, and to the global economic system more generally. It is thus often argued 

that many low-income countries are burdened by a historical legacy of colonization (such as a 

focus on commodity exports). More generally, low-income countries were (and, arguably, are) in 

what world system theorists would call the “periphery” of the global economy. To the extent that 

industrialization is taken as the model, low-income countries thus suffer from difficulties in the 

process of the “primitive accumulation” of capital necessary to jumpstart the system (the way, 

again, that Enclosures worked to this effect in Britain). A further deviation from the European 

model is the absence in most low-income countries of a powerful, independent organized labor 

movement capable of representing the material interests of working people, so that this critical 

“power resource” supporting the welfare state is absent, with obvious consequences for welfare 

state development. 
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 While it is now widely agreed that industrialization (much less the welfare state) should 

not be conceived of as a necessary part of a linear path of economic “development” predicated 

upon the European experience, the concepts may travel well. In particular, there are certainly 

incentives for low-income countries with (or aspiring to have) successful market economies to 

pursue “prolaterization.” Whatever particular strategy low-income countries adopt in pursuit of 

economic growth, these are likely to include diversification, moving from primary economic 

activities and commodities to manufacturing and commerce, and, more generally, creating a 

capital-intensive economy (that in turn hopes to attract foreign capital investment). As Rudra 

(2005, 2007) implies, this means states have incentives to actively work to eradicate the 

remnants of the traditional economy in their efforts to produce the kind of workforce appropriate 

for the “market society” they are seeking to produce. 

 This has obvious implications for social protection. First, in the absence of the wealth 

(and the decline in inequality in its distribution) that markets are thought to foster, most low-

income countries lack the fiscal capacity to fund even a modest Western-style welfare state. For 

example, a commonly used measure of comparative spending on security programs is the 

percentage of gross domestic product devoted to government (or otherwise legislatively 

mandated) programs guaranteeing minimum income, health care, unemployment insurance, and 

pensions. Examining such data from the International Labour Organization reveals an enormous 

gulf between low- and high-income countries, with the former on average spending around 5% 

of gross domestic product on social security, and the latter pending more than 20%, on average.1  

                                                           
1 See ILO Social Security Expenditure Database (http://www.ilo.org/dyn/ilossi/ssimain.home). 

http://www.ilo.org/dyn/ilossi/ssimain.home
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The inability of low-income countries to heavily tax their relatively weak economies, 

coupled with the fact that the tax base may rest on a relatively narrow (and thus powerful and 

easily organized) class that will resist taxes, almost necessarily produces a nation that is not able 

to fund an extensive welfare state. Thus, to the extent conventional Western-style “protective” 

welfare state institutions exist in this context, they typically provide very limited access to public 

social services and transfers (with only a few exceptions, such as Costa Rica or Chile). Where 

access does exist, recipients confront scarce services and low levels of transfers – that is, a policy 

regime that has very limited coverage, low levels of benefits for those who apply, other 

limitations (Rudra 2005; see also Gough and Wood 2004; Franzoni, 2008).  

Thus, if we think of the conventional welfare state as predicated upon the idea of 

decommodification (Esping-Andersen, 1990) – of using the power of the state to limit worker 

dependence on selling their labor power as a commodity – we see the obvious impediments to 

such in low-income countries: (a) they lack the fiscal resources necessary, and (b) their state may  

wish to actively “prolaterization” (i.e. commodification), rather than (directly) seek to protect 

people from it (and doubly so, since the greater formal sector labor market participation that 

prolaterization encourages, the greater the ability of the state to tax and otherwise influence the 

economy). 

Given these factors, states may instead seek to improve quality of life in other ways. For 

instance, in their attempts to facilitate investment, countries are naturally inclined to invest in 

those specific kinds of public ventures that are most likely to attract investors. This means that 

scarce state resources will be devoted to “modernizing” (e.g., infrastructure or investment in 

human capital) as opposed to social insurance schemes. It is for this reason that Rudra (2007) 

conceives of the most successful welfare states in the low-income world as being “productivist” 
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 (rather than “protectionist”),” i.e. that whose “welfare” focus is actually on attracting 

investment, using state resources to facilitate investment, and encouraging higher levels of 

(formal sector) labor market participation. Thus, this kind of welfare state emphasizes not 

“production from the market, but access to the market” (Rudra 2005). In this model, then, human 

welfare is thought to follow from economic growth, so that the state becomes less a provider of 

protection from the market (decommodification) than a force actively promoting the 

development of an economy attractive to (foreign) capital.  

In sum, the literature suggests that the traditional decommodifying welfare state is not the 

place to look for evidence of the state positively intervening in the market in low-income 

countries. The conventional welfare state based on transfer payments is not likely to exist. When 

European-style schemes do exist, they are likely to cover only a small, restrictive part of the 

population. This tendency is exacerbated by the existence of a substantial informal economy, 

whose workers fall outside the gambit of social security in any case. This suggests greater 

attention to another way that the state can actively promote the interests of workers and their 

families: through labor market regulations. 

 

Labor Market Regulation in Low-Income Countries 

While the state might lack the ability (or, indeed, the political desire) to tax and spend (especially 

on decommodifying policies, given that commodification is often actually a goal of policy), it 

can still regulate the economy so as to protect the interests of workers and their families. Rudra 

(2007: 383; 2008: 94), for instance, notes that governments in low-income countries are much 

more likely to intervene in the economy through labor market protections than through a 

protective welfare state. In this strategy, the state shifts at least the nominal costs of providing 
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what amounts to benefits to workers (e.g. higher minimum wages) to employers. While this 

strategy cannot be carried too far, and will engender political opposition just as other activities 

considered potentially harmful to the interests of firms, it is a far easier path than massive tax and 

spending programs. Political resistance can be further limited by “buying off” capital through 

tariffs, subsidies, and other privileges (Rudra 2007).2  

If, as it seems, low-income countries are better able to regulate the labor market than 

create European-style decommodifying welfare states, making regulation a natural tool, do such 

regulations actually translate into better lives? In other words, the state can regulate the 

economy, even in low-income countries – but to what effect? As reviewed, LMR seem to 

promote well-being in rich countries, but are there reasons for doubt in low-income contexts? 

Two potential obstacles present themselves. 

The first is enforcement or compliance. The state may pass laws, but are such laws 

enforced? As this is an empirical question, we address it at the appropriate point in the data 

analysis by fitting interaction terms between a measure of governmental quality and our LMR 

indicator. This allows us to test whether the positive relationship between LMR and quality of 

life differs significantly over the observed variance in our quality of government measure. 

                                                           
2 Rueda (2015) also argues that LMR may have stronger effects on the quality of human life than even 

social protection. This is because LMR have strong effects on the economy (“whether by promoting 

employment or by mitigating the effects of unemployment”) such that they ultimately play “one of the 

most redistributive roles of the welfare state.” Further, LMR are particularly felt by the most “vulnerable 

portion of the population” such that they can have (even more than conventional decommodification 

policies) “significant effects over the distribution of income” (i.e. decreasing inequality). 
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The importance of the informal sector in low-income countries is also relevant. We 

address this matter empirically by accounting for the size of the informal sector when modeling 

the relationship between LMR and life satisfaction. We find that accounting for the size of the 

informal sector does not attenuate the statistical relationship between LMR and well-being, but 

think it profitable to comment briefly. As noted earlier, if workers exist outside of the formal 

sector, they cannot by definition be covered by labor market regulations. That does not, however, 

imply a strict division between the informal and formal sectors. Instead, that boundary is widely 

agreed to be porous, such that labor market conditions inside the formal sector may have strong 

impacts on the informal sector. This is seen most clearly in what is perhaps the most studied of 

LMR in low-income countries: the minimum wage. It is now generally (if by no means 

universally) agreed that increasing the minimum wage (by definition affecting directly only those 

in the formal sector) has spillover effects into the informal sector. Not only do workers earning 

more have more to spend, such that those in the informal sector may find more business and thus 

earn a higher income, but the higher wages in the formal sector may encourage workers from the 

informal sector to move into the formal sector to take the now higher-paying jobs there. Further, 

higher wages in the formal sector may increase wages in at least part of the informal sector, as 

those who employ informal sector workers face greater competition for good workers, who 

consequently may demand higher wages. 

Thus, Freeman (2009) finds that in low-income countries higher minimum wage laws do 

in fact “make minimum wages binding in the formal sector” (that is, changes in the law are 

actually enforced, pursuant with the compliance issue raised above)  and also, more importantly 

still, “spike earnings in the informal sector” as well. Fajnzylber (2001) comes to similar 

conclusions. Betcherman (2014) argues that in low-income countries higher minimum wages 



13 
 
 

“have a positive impact [on wages] in both formal and informal sectors.” Terrell and El-Hamidi 

(2001) show that increase in minimum wage in low-income countries is associated with a general 

reduction in wage inequality across the economy (and an increase in employment in the formal 

sector). Lustig and Macleod (1997) found that in these countries, there is a strong inverse 

connection between minimum wages and poverty in both formal and informal sectors. 

In sum, labor market regulations suggest themselves as a particularly viable strategy by 

which governments in low-income countries might successfully strive to improve the lot of 

ordinary people, in that they require less public investment and are (perhaps) less likely to face 

resistance from the politically powerful. In any event, this is the hypothesis we propose to test in 

the empirical analysis that follows: that greater pro-worker labor market regulations are 

correlated with higher levels of human well-being, controlling for other factors. 

 

Data and Empirical Strategy 

We examine the relationship between labor market regulation (LMR) and subjective well-being 

by modeling well-being as a function of a country’s LMR and a set of theoretically derived 

control variables. We do so with two different datasets, the World Values Survey (WVS) and the 

Gallup World Poll (GWP). The former is the dataset most familiar to scholars in the comparative 

study of subjective well-being. It commends itself to us not only for that reason but also, 

importantly, because (a) the WVS is available over a long span of time and (b) it allows us 

access to data on individual respondents. The GWP data suffer in comparison by only being 

available as country averages, but warrant attention because they offer a wider set of well-being 

measures and provide data on a substantially larger set of less developed countries. The two 

datasets thus offer us complementary properties: the WVS provides individual-level data over 
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time, while the GWP provides aggregate data over more countries and additional measures of 

well-being. Most importantly, if we uncover similar results across two different datasets, then we 

can be more confident in the robustness of our empirical findings.  

We utilize pooled WVS data for 1991-2014. To measure respondents’ self-assessments of 

their own well-being, we use two items that are common in the literature on subjective well-

being. The first is life satisfaction, relying on the standard question: “All things considered, how 

satisfied are you with your life as a whole these days?” There are ten response categories (1-10), 

with higher values indicating greater satisfaction with one’s life. The second is the survey item 

on happiness: “Taking all things together, would you say you are very happy, quite happy, not 

very happy, or not at all happy?” This item is coded 1-4 with higher values indicating greater 

happiness.  

Because the WVS provides individual-level data, we are able to include both individual 

and country-level control variables in our statistical models. At the individual level, we replicate 

the model specification recently used by Flavin, Pacek, and Radcliff (2014). It includes as 

controls measures of a respondent’s self-reported health, interpersonal trust, church attendance, 

(un)employment status, education,3 income, marital status, number of children (if any), gender, 

                                                           
3 Education has not been asked in a uniform way across all countries over the timeframe of the WVS. To 

rectify this problem, we use variable x025 (highest level of education attained, coded 1-8) and then fill in 

any missing values with variable x023r (age when education completed, coded 1-10). Because the second 

measure ranges 1-10, we collapse all 9 and 10 values for that variable into the 8 category. We are 

confident that both measures of education are roughly comparable note that for the cases for which both 

education measures are available, they correlate at .71. 
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and age.4 At the country level, we include as controls measures of GDP per capita (from the 

Penn World Table), unemployment rate (from the International Labour Organization),5 level of 

democracy (from Polity IV), the percentage of workers employed in the informal sector (from 

Elgin and Oztunali 2015)6, the country’s population (also from the Penn World Table), and two 

measures of national culture that we compute by collapsing WVS variables by country-year. The 

first is a measure of social connectedness that computes the percentage of respondents in a 

country-year who answer “most people can be trusted” to the question: “Generally speaking, 

would you say that most people can be trusted or that you need to be very careful in dealing with 

people?” The second is a measure of religiosity that computes the average response in a country-

                                                           
4 We include a covariate for both age and age squared because of our expectation of a curvilinear 

relationship such that both young and old respondents tend to, on average, be more happy/satisfied with 

their lives than those who are middle aged. 

5 It is possible that stricter LMR might lead to a higher unemployment rate in a country, so by including 

unemployment rate as a control variable in the regression models we may be overestimating the 

relationship between LMR and well-being. To address this concern, we reran every regression (both the 

individual-level and country-level models) but dropped the unemployment rate variable from the 

specification. After dropping unemployment rate, the regression results are substantively identical to 

those reported below. 

6 Our definition of informality relies on Schneider (2005), using data reported in Elgin and Oztunali 

(2015). The informal economy is defined as "all market based legal production of goods and services that 

are deliberately concealed from public authorities (1) to avoid payment of taxes; (2) to avoid payment of 

social security contributions; (3) to avoid having to meet certain labor market standards; and (4) to avoid 

complying with certain administrative procedures. The definition excludes underground criminal 

activities. 
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year for religious service attendance that ranges on a 1-8 scale from “never” to “more than once 

a week.”7 

In our analysis using the WVS, we also consider models that include an interaction 

between a respondent’s level of income and LMR in their country, given the possibility that the 

relationship between LMR and well-being might vary by socioeconomic status (with presumably 

lower-income people more likely to be affected). To account for the pooled structure of the data 

– that is, to account for all of the other structural ways in which countries are different from one 

another (their history, culture, etc.) that we do not specifically model, we include country fixed 

effects that fit separate intercepts for each country (excepting a reference category). Similarly, to 

account for the impact of time, we also include year fixed effects that fit separate intercepts for 

each year (again, excepting a reference category). In all of our models using WVS data, we use 

OLS regression and report robust standard errors that are clustered by country, which further 

corrects for the pooled structure of the data.8 Using this specification, we have data for 37 low-

income countries for 1991 to 2014.9 

                                                           
7 Descriptive statistics for all variables included in the analysis are reported in Tables A-1 and A-2 of the 

Appendix. 

8 We follow the convention of the literature in treating these as interval variables and use OLS regression, 

but there are no material differences in the results if we instead use an ordered probit estimator. We also 

obtain substantively identical results when we instead use a multi-level (individuals nested within 

countries) linear model that includes a random effects intercept for each country. 

9 The 37 countries included in the analysis of WVS individual-level data are: Argentina, Armenia, 

Azerbaijan, Bangladesh, Brazil, Bulgaria, Colombia, Cyprus, Ecuador, Egypt, Ethiopia, Georgia, 

Guatemala, India, Indonesia, Jordan, Kazakhstan, Kyrgyzstan, Malaysia, Mali, Morocco, Nigeria, 
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 Next, the Gallup data allow us to measure citizens’ well-being in three different ways. 

First, we compute country averages for 2012-2014 for the GWP basic question on subjective 

well-being, usually known by its Gallup Label as “life today”: “Please imagine a ladder with 

steps numbered from 0 at the bottom to 10 at the top. Suppose we say that the top of the ladder 

represents the best possible life for you, and the bottom of the ladder represents the worst 

possible life for you. On which step of the ladder would you say you personally feel you stand at 

this time, assuming that the higher the step the better you feel about your life, and the lower the 

step the worse you feel about it? Which step comes closest to the way you feel?” We compute 

the average value across the three year range of 2012-2014 to maximize the sample (because not 

all countries were asked this item in all years). This procedure yields a very large and diverse 

sample size of fully 72 low-income countries, with life evaluation values that range from a low 

of 3.47 to a high of 7.23.10 

                                                           
Pakistan, Peru, Philippines, Rwanda, Singapore, South Africa, Taiwan, Thailand, Trinidad and Tobago, 

Tunisia, Ukraine, Uruguay, Venezuela, Vietnam, and Zimbabwe. 

10 The 72 countries included in the analysis are: Albania, Angola, Argentina, Armenia, Azerbaijan, 

Bangladesh, Bolivia, Botswana, Brazil, Bulgaria, Cambodia, Cameroon, Chad, China, Colombia, Costa 

Rica, Cote d`Ivoire, Croatia, Cyprus, Dominican Republic, Ecuador, Egypt, El Salvador, Ethiopia, 

Georgia, Ghana, Guatemala, Honduras, India, Indonesia, Iran, Jamaica, Kazakhstan, Kenya, Kyrgyzstan, 

Latvia, Lebanon, Lithuania, the Former Yugoslav Republic of Macedonia, Madagascar, Malawi, 

Malaysia, Mali, Mauritania, Moldova, Mongolia, Morocco, Nepal, Niger, Nigeria, Pakistan, Panama, 

Paraguay, Peru, Philippines, Russia, Rwanda, Senegal, Sierra Leone, South Africa, Taiwan, Tajikistan, 

Tanzania, Thailand, Trinidad and Tobago, Uganda, Ukraine, Uruguay, Venezuela, Vietnam, Yemen, and 

Zimbabwe. 
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 Second, we compute country averages for 2012-2014 for the percentage of respondents 

who were classified as “thriving” by the GWP. Gallup classifies respondents as “thriving” if they 

rate their current life a seven or higher (on a 0-10 scale) and their future life an eight or higher 

(again on a 0-10 scale). The percentage of respondents who are thriving in the countries in our 

sample ranges from 1.9% to 60.2%. 

 Third, since we are particularly interested in the impact of labor laws around the world, 

we use a GWP item aggregated by the Human Development Report for 2007-2012. The item 

asks respondents: “Are you satisfied or dissatisfied with your job?” Similar to the two other 

measures of well-being, the fact that there is substantial cross-national variation for this measure 

affords us ample leverage to evaluate what factors contribute to a higher quality of life.11  

To account for possible alternative explanations for cross-national variation in well-being 

and to isolate its independent relationship with LMR, we include the same series of country-level 

control variables as we do in our analysis of the WVS data (described above). However, we 

measure two of the control variables – social connectedness and religiosity – using data from the 

GWP (which allows us to have a much larger sample size). Specifically, we measure social 

connectedness as the percentage of GWP respondents in a country who answer “yes” to the 

following survey item: “If you were in trouble, do you have relatives or friends you can count on 

to help you whenever you need them, or not?” And, we measure a country’s religiosity as the 

percentage of GWP respondents in a country who answer “yes” to the following survey item: “Is 

religion an important part of your daily life?”  

                                                           
11 The sample size of the model with job satisfaction as the dependent variable is 68 countries because 

there are no data available for: Cote d`Ivoire, Ethiopia, the Former Yugoslav Republic of Macedonia, and 

Taiwan. 
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 To measure our independent variable of interest – government regulation of the labor 

market – we use data from the Fraser Institute’s “Economic Freedom of the World” report. The 

Fraser Institute compiles data on government spending and regulation around the world, 

assigning higher scores to countries with smaller government sectors, less regulation, and (in 

their estimation) more “freedom.” The authors note that we are keenly aware of possible 

shortcomings and limitations of this data set (for further discussion see Aleksynsk and Cazes 

2014).  

We are particularly interested in a subcomponent of their regulation index (5B) that 

measures the (de)regulation of labor markets using laws from the following areas: (i) Hiring 

regulations and minimum wage, (ii) Hiring and firing regulations, (iii) Centralized collective 

bargaining, (iv) Hours regulations, (v) Mandated cost of worker dismissal, and (vi) 

Conscription.12 The Fraser Institute aggregates values for each of these six dimensions and 

assigns a composite score from zero to ten, with higher values indicating less regulation and 

greater economic freedom. For ease of interpretation, we “flip” this variable (by multiplying the 

                                                           
12 The Fraser Institute summarizes the measure as the following: “Many types of labor-market regulations 

infringe on the economic freedom of employees and employers. Among the more prominent are 

minimum wages, dismissal regulations, centralized wage setting, extension of union contracts to 

nonparticipating parties, and conscription. The labor-market component (5B) is designed to measure the 

extent to which these restraints upon economic freedom are present. In order to earn high marks in the 

component rating regulation of the labor market, a country must allow market forces to determine wages 

and establish the conditions of hiring and firing, and refrain from the use of conscription” (Gwartney, 

Lawson, and Hall 2012, 7). Note that the reported results are unchanged if we remove conscription from 

the index (the index with and without it correlates near unity). 
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index by negative one), so higher values indicate greater labor market regulation.13 We focus on 

the Fraser Institute data in our analysis primarily because it is available across a wide timespan 

and for a large set of low-income countries.14 

 

Analysis 

Turning first to our analysis of the World Values Survey individual-level data, we find in Table 1 

that the coefficient for labor market regulation is positive and statistically different from zero 

(p<.05) in the model with life satisfaction as the dependent variable (Column 1) as well as in the 

                                                           
13 The Fraser Institute’s measure of labor market regulation is available annually for 2000-2012. Prior to 

the year 2000, data is only available every five years. Because of these time-series gaps in the data, we 

“fill forward” by using the data for 1990 for 1991-1994 and the data for 1995 for 1996-1999. Since the 

Fraser data only runs through 2012, we also fill forward using the 2012 value for 2013 and 2014.13 

Because the WVS is conducted in waves that occur at least five years apart, each country-year in the 

dataset has a unique value (unless labor market regulation was unchanged from one time period to the 

next).The WVS has conducted six waves of surveys: 1981-1984, 1990-1994, 1995-1998, 1999-2004, 

2005-2009, and 2010-2014. 

14 To make sure that our empirical results are not driven by our choice of measurement for LMR, we reran 

the country-level analysis reported in Table 3 using data on the rigidity of employment protection 

legislation (LAMRIG) compiled by Jeffrey Nugent that reports data for over 70 non-OECD countries 

(Campos and Nugent 2015). When we rerun the three models we find that the coefficient for labor market 

rigidity is positive and statistically different from zero for Life Today and % Thriving, but not for % 

Satisfied With Job. Because the results are similar (though not identical) to those in the main analysis 

using the Fraser data, we believe this additional analysis allows us to be more confident in the robustness 

of our findings. 
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model with happiness as the dependent variable (Column 2). Simply stated, respondents living in 

countries with more stringent regulation of the labor market systematically report higher levels 

of life satisfaction and happiness. In substantive terms, the positive relationship between LMR 

and quality of life is sizable when compared with the other covariates included in the models. 

This is most easily seen when considering the substantive effect of a one standard deviation 

increase in LMR in terms of the predicted change in (standard deviations) of the dependent 

variables considered individually. Doing so shows that the positive effect of labor market 

regulation on human well-being is roughly equivalent to the positive effect of social 

connectedness (or the negative effect of the country’s unemployment rate), and just slightly less 

than the impact of a standard deviation increase in GDP per capita. In sum, the positive statistical 

relationship between LMR and quality of life is statistically significant and substantively 

important.15 

[Table 1 about here] 

 To assess the possibility that the relationship between LMR and subjective well-being 

might vary based on one’s socioeconomic status, we also perform the same analysis as above but 

with an interaction between a respondent’s income and LMR added to the model. As reported in 

                                                           
15 As a robustness check, we replicated these results when removing from the sample the handful of cases 

with nominally large df-betas or standardized residuals. The results also prove to be substantively 

identical if we remove from the sample cases that were more than one standard deviation below the mean 

on the democracy measure, more than one standard deviation above the size of the informal sector, and 

those that were more than one standard deviation below the mean for GDP per capita. Thus, the results 

are robust in the face of removing the least democratic countries, those with the largest informal sector, 

and those with the lowest levels of economic development. 
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Table 2, we find evidence of a conditional relationship based on income. Namely, for both life 

satisfaction and happiness, the main effect of LMR remains positive and significant, while the 

LMR x income interaction term is negative and significant. This finding suggests that the 

positive benefits of labor market regulation on well-being are larger among individuals with low-

incomes (or, conversely, smaller among individuals with high incomes). To better understand the 

nature of these results (Brambor, Clark, and Golder 2005), Figure 1 visually displays the 

estimated marginal effect of LMR on well-being across the range of respondent incomes for life 

satisfaction (Panel A) and happiness (Panel B). The graph for life satisfaction shows that the 

statistical relationship between LMR and well-being declines all the way down to zero among 

higher income respondents. In contrast, the graph for happiness as the dependent variable shows 

that the relationship between LMR and well-being is bounded above zero across the entire range 

of incomes. Most importantly, both graphs illustrate that the relationship between LMR and 

well-being is the largest among individuals with lower incomes and then declines as we proceed 

up the income ladder. 

[Table 2 and Figure 1 about here] 

 Next, we report the results from our estimations using data from the Gallup World Poll in 

Table 3. Recall, one important feature of the GWP data is that it allows us to assess the 

relationship between LMR and well-being across fully 72 low-income countries. Looking first at 

Column 1 with “life today” as the dependent variable, we find that the coefficient for LMR is 

positive and statistically different from zero. In practical terms, this finding indicates that citizens 

are more satisfied with their lives as the degree of labor market regulation increases. Turning to 

the other two models in Columns 2 and 3, we uncover substantively similar results. Namely, 

there are more citizens “thriving” and more workers satisfied with their jobs in countries with 
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more stringent regulations on the labor market. Reading down the columns for the three models, 

we also find (as previous studies lead us to expect) that countries with a higher GDP per capita, 

that are more democratic, and exhibit greater social connectedness have more satisfied citizens, 

while countries with higher unemployment rates have less satisfied citizens. Most importantly, 

the three country-level models using GWP data point us to the same conclusion as our 

individual-level analysis of WVS data above: people find life to be more positive and rewarding 

when they live in a country with an economy that has a more regulated labor market.16 

                                                           
16 One potential additional confounding factor is the quality/functioning of government such that citizens 

report higher levels of subjective well-being in countries where government operates more effectively and 

efficiently. To investigate this possibility, we gathered data on four widely recognized measures of the 

quality/functioning of government institutions: (1) International Country Risk Guide’s quality of 

government, (2) Freedom House’s functioning of government, (3) the Bertelsmann Stiftung’s 

Transformation Index basic administration measure, and (4) the Bertelsmann Stiftung’s Transformation 

Index rule of law measure. We then separately include each of these four measures as a control variable in 

the country-level analysis of our three dependent variables (Life Today, % Thriving, and % Satisfied 

With Job) for a total of 12 regression models. The coefficient for labor market regulation (LMR) remains 

positive and statistically different from zero in all 12 regression models while, notably, the coefficient for 

quality of government is positive and significant in only two of the models. Therefore, we conclude that 

accounting for quality/functioning of government does not alter the main conclusion in Table 3. 

Moreover, it is also possible that quality of government may condition the relationship between LMR and 

well-being, so we separately create an interaction term with LMR for each of the four quality of 

government measures detailed immediately above. We then model our three dependent variables as a 

function of the interaction term, the main effects, and the same series of covariates as reported in Table 3. 

We find that the interaction term for LMR with quality of government is not statistically different from 
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[Table 3 about here] 

 

Discussion 

In this study, we set out to investigate what impact, if any, political interventions in the market 

have on the well-being of citizens beyond the advanced industrialized democracies. To this end, 

we relied on a particular concept – labor market regulation – that allows us to avoid the obstacles 

presented by previously used measures of spending on social programs. Controlling for a wide 

range of other factors, we find that government intervention in the form of labor market 

regulations increases the likelihood that citizens find their lives satisfying. Moreover, when we 

turn to individual-level data, we find evidence that this relationship is the strongest among 

citizens with lower incomes. These findings survive a number of checks for robustness, such that 

we are reasonably confident in the results.  

We hasten to add, though, that we are not making strong claims about causality – our 

results, like most those relying on a quasi-experimental design, must be interpreted as 

correlational. We also by no means wish to suggest that our findings settle the scholarly debate 

about the wisdom of strong labor market regulations in low-income countries around the world. 

However, we do hope that our findings here may generate further empirical inquiry. 

By conducting this analysis, we also hope to move the discussion of the political 

determinants of well-being away from a limited focus on the affluent, democratic, peaceful 

industrial societies toward a more diverse range of countries. Again, we make no grandiose claim 

                                                           
zero in any of the 12 regression models. In short, there is little evidence that quality of government 

conditions the positive relationship we uncover between LMR and quality of life. 
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that in the abstract “more government is better,” particularly since we focus on only one specific 

kind of state intervention in the economy. What we have shown, though, is of some moment: 

even in low-income countries, conventional pro-worker interventions in the labor market are 

linked to higher quality of life. More specifically, labor market regulation is associated with 

higher life satisfaction, greater happiness, a higher propensity to consider one’s life closer to the 

best possible, greater levels of “thriving” in several salient domains of life, and being satisfied 

with one’s job.  

 This study also sheds light on the larger debate about the impact of globalization and neo-

liberal reforms. Without rehashing the voluminous and detailed assessment of this agenda, some 

obvious facts can be highlighted. Held (1987: 243) succinctly summarizes neoliberalism as a 

series of policies aimed at “stripping the state of excessive involvement in the economy and 

society.” For example, Structural Adjustment Programs were devised and implemented with the 

express purpose of redirecting government programs away from public services, privatizing state 

industries, and slashing state spending overall (Sheahan 1992; Martin 1993). While scholars 

debate whether the state was minimized or redirected, there is little ambiguity as to whether its 

role in peoples’ lives, directly and indirectly, was dramatically changed. Although scholars have 

explored, in considerable detail, the impact of these changes on domestic economic and political 

trends in low-income countries, there has been little attention directed towards their impact on 

the extent to which citizens deem their lives satisfying, overall. We hope that our study furthers 

more discussion in this area.  
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Table 1: Individual-Level Analysis of Labor Market Regulation and Human Well-Being 
 

 (1) (2) 
   

Dependent variable: Life Satisfaction Happiness 

   
Labor Market Regulation 0.121* 0.050* 

 [0.039] [0.006] 
   

Self-Reported Health 0.614* 0.291* 
 [0.031] [0.013] 
   

Interpersonal Trust 0.130* 0.036* 
 [0.040] [0.010] 
   

Church Attendance 0.043* 0.013* 
 [0.010] [0.003] 
   

Unemployed -0.287* -0.065* 
 [0.062] [0.024] 
   

Education 0.009 0.005 
 [0.011] [0.003] 
   

Income 0.214* 0.037* 
 [0.020] [0.004] 
   

Married 0.238* 0.131* 
 [0.037] [0.014] 
   

# of Children 0.014 0.003 
 [0.010] [0.003] 
   

Male -0.088* -0.040* 
 [0.033] [0.012] 
   

Age -0.037* -0.014* 
 [0.004] [0.002] 
   

Age2 0.000* 0.000* 
 [0.000] [0.000] 
   

GDP per capita ($1000s) -0.031 -0.001 
 [0.027] [0.005] 
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Unemployment Rate -0.103* -0.008* 
 [0.010] [0.001] 
   

Democracy (Polity) 0.051* 0.019* 
 [0.025] [0.005] 
   

Social Connectedness 6.722* 0.574* 
 [0.836] [0.146] 
   

Religiosity -0.086 -0.014 
 [0.054] [0.008] 
   

% Informal Labor 0.271* 0.056* 
 [0.026] [0.006] 
   

Populations (millions) 0.020* 0.003* 
 [0.003] [0.000] 
   

Constant -2.863* 0.595* 
 [0.834] [0.169] 
   

Country Effects? Yes Yes 
Year Effects? Yes Yes 

   
R2 .24 .24 

# of Countries 37 37 
N 82,390 82,424 

 
Dependent variable listed above each column. Cell entries are OLS regression coefficients with 
standard errors clustered by country reported beneath in brackets. * denotes p<.05 using a two-
tailed test. 
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Table 2: Individual-Level Analysis of Labor Market Regulation and Human Well-Being, 
Conditional Effect of Respondent’s Income 

 
 (1) (2) 
   

Dependent variable: Life Satisfaction Happiness 

   
Labor Market Regulation x -0.032* -0.006* 

Income [0.014] [0.003] 
   

Labor Market Regulation 0.310* 0.084* 
 [0.103] [0.017] 

   
Self-Reported Health 0.614* 0.291* 

 [0.031] [0.013] 
   

Interpersonal Trust 0.127* 0.036* 
 [0.041] [0.010] 
   

Church Attendance 0.043* 0.013* 
 [0.011] [0.003] 
   

Unemployed -0.288* -0.065* 
 [0.061] [0.024] 
   

Education 0.011 0.005 
 [0.010] [0.003] 
   

Income 0.027 0.004 
 [0.088] [0.016] 
   

Married 0.239* 0.131* 
 [0.036] [0.013] 
   

# of Children 0.014 0.003 
 [0.009] [0.003] 
   

Male -0.088* -0.040* 
 [0.033] [0.012] 
   

Age -0.036* -0.014* 
 [0.004] [0.002] 
   

Age2 0.000* 0.000* 
 [0.000] [0.000] 
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GDP per capita ($1000s) -0.036 -0.002 

 [0.028] [0.005] 
   

Unemployment Rate -0.093* -0.007* 
 [0.010] [0.002] 
   

Democracy (Polity) 0.050 0.019* 
 [0.026] [0.005] 
   

Social Connectedness 6.521* 0.539* 
 [0.790] [0.144] 
   

Religiosity -0.082 -0.014 
 [0.055] [0.009] 
   

% Informal Labor 0.274* 0.056* 
 [0.027] [0.006] 
   

Populations (millions) 0.021* 0.003* 
 [0.003] [0.000] 
   

Constant -2.076* 0.733* 
 [0.912] [0.190] 
   

Country Effects? Yes Yes 
Year Effects? Yes Yes 

   
R2 .24 .24 

# of Countries 37 37 
N 82,390 82,424 

 
Dependent variable listed above each column. Cell entries are OLS regression coefficients with 
standard errors clustered by country reported beneath in brackets. * denotes p<.05 using a two-
tailed test. 
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Table 3: Cross-National Analysis of Labor Market Regulation and Human Well-Being 
 

 (1) (2) (3) 
    

Dependent variable: Life Today % Thriving % Satisfied  
With Job 

    
Labor Market Regulation 0.144* 2.057* 3.477* 

 [0.064] [0.976] [0.899] 
    

GDP per capita ($1000s) 0.068* 0.981* 1.043* 
 [0.017] [0.265] [0.289] 
    

Unemployment Rate -0.023 -0.260 -1.128* 
 [0.015] [0.233] [0.245] 
    

Democracy (Polity) 0.034 0.552* 0.365 
 [0.018] [0.272] [0.246] 
    

Social Connectedness 0.030* 0.530* 0.187 
 [0.010] [0.146] [0.135] 
    

Religiosity 0.001 0.108 0.051 
 [0.005] [0.075] [0.068] 
    

% Informal Labor 0.002 0.051 -0.173 
 [0.009] [0.131] [0.119] 
    

Populations (millions) 0.000 0.008 -0.001 
 [0.000] [0.007] [0.006] 
    

Constant 3.000* -25.036 80.833* 
 [1.141] [17.502] [16.048] 
    

R2 .53 .51 .51 
N 72 72 68 

 
Dependent variable listed above each column. Cell entries are OLS regression coefficients with 
standard errors reported beneath in brackets. * denotes p<.05 using a two-tailed test. 
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Figure 1: Marginal Effect of Labor Market Regulation on Human Well-Being  
is the Largest Among Respondents with Lower Incomes 

 
Panel A: Life satisfaction (1-10)  
 

 
 
Panel B: Happiness (1-4) 
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Appendix 
 
 

Table A-1: Descriptive Statistics for Variables in Analysis for Tables 1 and 2 
 

 Mean Standard 
Deviation Minimum Maximum 

Life Satisfaction 6.54 2.51 1 10 
Happiness 3.11 0.76 1 4 

Labor Market Regulation -5.92 1.22 -8.47 -2.90 
Self-Reported Health 3.86 0.87 1 5 
Interpersonal Trust 0.20 0.40 0 1 
Church Attendance 5.18 2.51 1 8 

Unemployed 0.11 0.31 0 1 
Education 4.41 2.34 1 8 

Income 4.57 2.19 1 10 
Married 0.64 0.48 0 1 

# of Children 2.04 1.91 0 8 
Male 0.49 0.50 0 1 
Age 39.06 15.28 15 99 

GDP per capita ($1000s) 8.40 9.36 0.80 51.15 
Unemployment Rate 9.26 6.70 0.60 28.60 
Democracy (Polity) 4.20 5.55 -7.00 10.00 

Social Connectedness 0.20 0.13 0.03 0.52 
Religiosity 5.17 1.13 2.40 7.63 

% Informal Labor 36.16 11.98 12.10 65.90 
Populations (millions) 111.50 241.30 0.77 1157.04 

 
N=82,390 for all variables except Happiness (N=82,424). Data are for 37 countries for 1991-
2014. Individual-level variables are from the World Values Survey, data sources for country-
level variables are described in the text. 
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Table A-2: Descriptive Statistics for Variables in Analysis for Table 3 
 

 Mean Standard 
Deviation Minimum Maximum 

Life Today 5.07 0.93 3.47 7.23 
% Thriving 21.50 13.96 1.94 60.29 

% Satisfied With Job 71.37 12.46 43.00 97.00 
Labor Market Regulation -6.11 1.28 -8.90 -2.80 
GDP per capita ($1000s) 6.59 6.00 0.46 34.12 

Unemployment Rate 8.02 5.73 0.30 29.60 
Democracy (Polity) 4.74 5.13 -7.00 10.00 

Social Connectedness 77.47 9.92 54.00 93.00 
Religiosity 79.41 20.77 13.50 99.00 

% Informal Labor 36.10 10.86 11.50 63.30 
Populations (millions) 69.83 212.56 0.82 1324.35 

 
N=72 for all variables except % Satisfied With Their Job (N=68). Data sources for all variables 
are described in the text. 
 


