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In diesem Beitrag widmen wir uns dem Thema Arbeit aus Sicht der
ökonomischen Wohlbefindensforschung. Wir dokumentieren an-
hand zahlreicher Studien, wie der Erwerbsstatus und das Arbeitsle-
ben das subjektive Wohlbefinden beeinflussen. Im Gegensatz zur
traditionellen Arbeitszufriedenheitsforschung basieren diese Studien
zumeist auf umfassenden Längsschnittanalysen repräsentativer Da-
ten und widmen sich Indikatoren des Wohlbefindens, die nicht spe-
zifisch auf das Berufsleben abzielen. Im Ergebnis stellt sich heraus,
dass insbesondere das Identitätsempfinden von Arbeitnehmern ein
wichtiger Kanal ist, durch den Erwerbsstatus und Arbeitsplatzmerk-
male das Wohlbefinden beeinflussen.

We review the literature on the economics of happiness with respect
to one of the most important areas of life: work. In particular, we
document how different modes of employment, such as unemploy-
ment, self-employment or part-time employment affect subjective
well-being. In contrast to traditional management research, we
mostly rely on studies that use large-scale panel data and measures
of happiness other than job satisfaction. This allows us to reveal the
important part identity seems to play in the life of workers.

Subjektives Wohlbefinden, Lebenszufriedenheit, Identität, Arbeitslosigkeit, irreguläre
Beschäftigung, Arbeitszeit, Selbstständigkeit, Ruhestand

Subjective well-being, life satisfaction, identity, unemployment, irregular employment,
working time, self-employment, retirement

Introduction

Starting with Easterlin’s pioneering research of the relationship between income and sub-
jective well-being, economists have commenced to use subjective well-being data as an im-
portant empirical means to measure welfare. The economics of happiness has tested, refut-
ed and confirmed a wide range of economic models, developed new empirical tools for the
purpose of cost-benefit analysis and derived important policy conclusions.1 Moreover,
studies of subjective well-being constitute a prime example for the usefulness and limita-
tions of survey data in economics and open the interdisciplinary discourse with other so-
cial sciences. In this article, we show how happiness research has informed labour eco-
nomics as well as personnel economics. Specifically, we question how the current mode of
employment, such as unemployment, part-time employment or self-employment, affects

1.

1 For reviews see, e.g., Frey and Stutzer (2002), Frey (2008), Weimann, Knabe, and Schöb (2015) as well
as Frey (in this issue).
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one’s subjective well-being. Based on previous literature, we thereby aim at identifying de-
terminants of worker well-being beyond the role of income and show how a concept of
utility, augmented by an identity component, may explain a wide range of empirical find-
ings.

One focus of ours is on deriving implications for employees and employers. We hereby
have to acknowledge that management research has revealed determinants of job satisfac-
tion as one indicator of employee well-being long before economists discovered the poten-
tial of happiness research for their purposes (see, e.g., Spector 1997, Judge et al. 2001,
Wegge et al. 2007, Fisher 2010). It is therefore not worthwhile to re-examine issues that
job satisfaction research has already conclusively resolved. Instead, we shed light on recent
findings that complement job satisfaction research from an economics perspective by con-
sidering different measures of subjective well-being such as life satisfaction or affect, by
using large-scale representative panel data and by focusing strongly on issues related to
unemployment such as insecure employment (see also Frey in this issue). Even here, we
had to be selective and neglected important parts of related literature, such as the one on
the role that reference income within and outside the firm plays for worker well-be-
ing (e.g. Clark, Kristensen, and Westergård-Nielsen 2009a, 2009b).

We start by reviewing the literature on unemployment and well-being while introducing
the concept of identity-augmented utility (Section 2). Afterwards, we derive implications
from the study of insecure and subsidized employment as well as from the role of working
time in subjective well-being (Section 3). Then we turn to autonomy as an attribute of em-
ployment (Section 4). We finally document how the circumstances of retirement affect life
satisfaction (Section 5) and conclude (Section 6).

In work or out of work: the two principle modes of employment

Unemployment and life satisfaction

For as long as industrial societies have evolved and grown, they have been subjected to
economic crises, causing misery for millions and millions of people losing their jobs. It is
this individual shock, in combination with the inability to regain employment, that en-
ables social scientists from different disciplines to reveal the crucial role that work plays in
human life. The extraordinary suffering of the unemployed, as well as its reasons, allow us
to document how and how much work affects human well-being. Figure 1 documents, ex-
emplarily for Germany, that employed people are much more satisfied with their lives than
unemployed people. While there is no difference between employed men and women, un-
employed men seem to suffer more than unemployed women (e.g. Clark and Oswald
1994, Gerlach and Stephan 1996).

Figure 1 does not show a causal relation between employment status and well-being.
People who are generally less satisfied due to their personality or bad health may also bear
a higher risk of becoming unemployed. Also, unhappy people may have a tendency to-
wards not wanting to work. Winkelmann and Winkelmann (1998) partly resolve these is-
sues as they control for individual fixed effects to eliminate any selection into unemploy-
ment originating from time-invariant characteristics such as stable personality traits. They
nevertheless find a substantially negative effect of unemployment on life satisfac-
tion. Clark et al. (2008) use the same empirical strategy to show how strongly unemploy-
ment affects the same people’s life satisfaction as compared to other life events. They find

2.
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for men that the magnitude of the negative life satisfaction effect of losing work is twice as
high as the positive impact of marriage and three times higher than the benefit from fa-
thering a child. Though less pronounced, these differences also show up in female life sat-
isfaction. Only the death of a spouse is reported to reduce both genders’ well-being
stronger than unemployment.

Figure 1. Life satisfaction and employment status in Germany (2014)
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Source. German Socio-Economic Panel (SOEP 2014), weighted results.
Note. Life satisfaction measured on an 11-point scale from 0 to 10.

Analysing the change in well-being of people who become unemployed due to a plant clo-
sure, i.e. a reason exogenous to their individual characteristics, Kassenboehmer and
Haisken-DeNew (2009) circumvent the time-varying individual heterogeneity that might
simultaneously explain low well-being and losing work. They estimate a similarly negative
impact of job loss in the course of plant closures on life satisfaction as the studies reported
before.

Unemployment may hurt initially, but will the negative impact prevail when unemploy-
ment persists? Many people adapt well to all kinds of life events, such as the death of a
partner. That, apparently, does not hold true for unemployment, after which well-being re-
mains considerably lower compared to the time before the job loss (Clark et al.
2008). Lucas et al. (2004) argue that unemployment even reduces the individually predis-
posed basic level of life satisfaction one gradually returns to after incisive life events. A
logical follow-up question then is whether at least the taking-up of a new job can cure the
negative effects of unemployment. Although life satisfaction increases significantly after
reemployment, it does not reach the level from before unemployment, at least not for
men (Clark, Georgellis, and Sanfey 2001, Knabe and Rätzel 2011a). Repeated unemploy-
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ment experience worsens the situation. Luhmann and Eid (2009) show that each new un-
employment spell reduces the level of life satisfaction of workers further, even while they
are (re-)employed. Psychologists call this phenomenon ‘sensitization’: The more often we
experience an event, the more intensely it affects us.

But why does unemployment have such a strong negative impact on the cognitive well-
being? One natural cause could be the loss of income which is accompanied by a loss of
consumption. Even when allowing for intertemporal consumption smoothing and control-
ling for income reported in later periods, Knabe and Rätzel (2011b) report substantial
losses in well-being that cannot be attributed to the actual loss in income. They estimate
that the cost of unemployment for men in Germany, which is not explained by the actual
and future income loss, roughly equals 80 percent and, for women, 55 percent of former
income.

Often, these additional costs are labelled ‘non-monetary’ or ‘psychological’ costs. Social
psychologists were the pioneers in the investigation of these non-monetary costs. In the
1930’s already, Marie Jahoda, Paul Lazarsfeld and their fellow researchers identified non-
monetary aspects of working in the course of their groundbreaking field study “Die Ar-
beitslosen von Marienthal” (“The Unemployed of Marienthal”). They analyzed the effects
of a textile plant closure on the laid-off workers and other citizens from the town of Mari-
enthal near Vienna in the Thirties of the last century and concluded that

“Employment imposes a time structure on the waking day, implies regularly shared ex-
periences and contacts with people outside the nuclear family, links individuals to goals
and purposes that transcend their own, enforces activity, and defines aspects of personal
status and identity” (Jahoda 1981, S. 188, slightly shortened).

Identity utility and the well-being cost of unemployment: theoretical considerations

To date, economic research on the non-monetary factors that make unemployment so
harmful particularly focusses on the last aspect emphasized by Marie Jahoda, i.e. the loss
of status and identity caused by the violation of the social norm of working. Schöb (2013)
summarizes this part of the literature and attributes a large share of the non-monetary
well-being costs of unemployment to the loss of social identity. In economic terms, the un-
employed lose identity utility.

The identity utility concept by Akerlof and Kranton (2000) is based on the socio-psy-
chological theories of social identity and self-categorization, which are particularly associ-
ated with the work by Henri Tajfel and John Turner (see e.g. Tajfel and Turner 1986).
People form an ideal self-concept from different identities they try to adopt. One’s self-
concept is partly individualistic, but also depends on social solidarity and belonging. Ac-
cording to social categorization theory by Turner (1985), people do not form groups for
the satisfaction of mutual needs, but because they define themselves in terms of member-
ship of a shared social category. A shared social identity emerges on the basis of cognitive
criteria, such as shared fate, situations, or attributes, which can be either positive or nega-
tive (see Turner and Reynolds 2010, p. 20). Belonging to a social group requires the fulfil-
ment of the shared norms of this group, i.e. conforming to a certain group behaviour.

In the world of work, people who have finished their education and are below retire-
ment age normally consider themselves as members of a social grouping of ‘working-age
people’. While employed, they rarely consciously perceive themselves as of ‘working-age’,
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even though they share values and goals similar to members of this social group. Thus, the
belonging to the group of working-age people barely becomes salient. While being em-
ployed, the perceived identity is predominantly built on personal characteristics and
achievements. Concerning employment, it is hence not the fact of being employed, but
rather the individual’s job attributes and job performance that constitute one’s identity. Be-
ing laid off, however, suddenly makes the values and goals of the working-age group very
salient, causing the laid-off individual to feel that he has shifted from the subgroup ‘em-
ployed’ to the subgroup of ‘unemployed’. The perception that one deviates from major
norms of the group of working-age people, i.e. being employed and able to provide for
oneself, dominates the social identity component. As a result, this component influences
one’s self-conceived personal identity to a higher extent than before job loss (see e.g. Turn-
er and Reynolds 2010, p. 21).

Akerlof and Kranton (2000) augment the standard utility function to allow for social
categorization and the minimization of the utility loss from deviating from social norms.
They consider an individual’s (j) utility function consisting of a standard part V j aj, a− j  ,
which results from one’s own actions (aj , e.g. consumption of private goods) and the ac-
tions of others (a− j , e.g. consumption of public goods, externalities) plus an identity utility
component I j , which stands for the set of social categories (cj ) an individual has chosen.
Different categories generate different levels of status and thus utility. In many dimensions,
people can choose to which social categories they want to belong to, for example by
choosing the country to live in, the firm to work for or the way of praying to god. But
choosing the social category can also be very costly. When changing categories becomes
too costly, so that it is optimal not to change one’s social category, one has to adhere to
the group’s rules, over which the individual has hardly any (here assumedly none) control,
which in turn also affect utility (P, ‘prescriptions’). Deviating from the rules results in an
identity utility loss. The success of the self-categorization, i.e. whether one actually feels as
a member of the group or is accepted as such, depends on the individual ability (ε j ) to
meet these group norms. εj thus reflects the deviation of the actual self from the ideal self.
The identity utility component is also influenced by one’s own actions and that of others.
In sum, the utility function, if additively separable, can be written as

U j = V j aj, a−1 + I j aj, a− j, cj, P, ε j  .
By means of this utility function, we can now illustrate the cost of unemployment, i.e.
ΔUj, employed unemployed . Standard utility reduces as less income is available for the consump-
tion of goods. Jahoda’s conclusions make clear that the loss of activity as well as the de-
cline of social interactions outside the family might further enlarge this loss of standard
utility. At the same time, however, people may also benefit from job loss as they gain
leisure time, which microeconomic theory traditionally considers as the main reason why
working comes at a price.

Regarding identity utility, unemployed people, during their working age, obviously do
not conform to the norm to work. This reduces identity utility compared to periods of em-
ployment. When social identity becomes unsatisfactory, people will strive to change their
situation, but unemployed people may be very restricted in their choices and it may be im-
possible, or at least very difficult, for them to divest themselves of the unsatisfactory, un-
derprivileged, or stigmatized group membership (Tajfel and Turner 1986, p. 9). The result-
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ing identity utility loss thus theoretically explains part of the loss of well-being. Note that
the broadness of the identity utility concept may also serve to explain further effects of un-
employment and their impact on well-being, such as losing self-esteem, as one moves away
from one’s ideal self, or feeling less in control of one’s own life, since one cannot easily
change this deviation from the ideal self. 

Schöb (2013) provides some examples that show how the loss of identity utility may be
subject to individual differences. Parents, or, in the traditional family image, particularly
women, may fall back on the traditional role of keeping house when they become unem-
ployed. In the process, they can still contribute to the welfare of the family or society and
are able to at least partly meet the norms of their social category. That could explain why
women suffer considerably less from unemployment than men. Young people, who are at
the start of their career, may choose future norm compliance over current norm compli-
ance and be willing to accept longer periods of job search in order to get a better paid or
more secure job with better career prospects. This is likely to reduce the identity loss of
the current job-seeking unemployment.

Unemployment and standard utility

To separate the effects of unemployment on standard utility from those on identity utility,
we first build on the idea of affective well-being and cognitive well-being as two different
concepts of quality of life (Knabe et al. 2010, Knabe, Schöb, and Weimann 2016, 2017).
Affective well-being covers the positive or negative feelings and moods humans experience
over time. It mostly consists of unconscious, spontaneous responses to events (‘affect’). In
contrast, cognitive well-being represents the current self-evaluation of one’s life on the
whole. Here, people need to make themselves conscious of their own achievements to date
as well as of their future prospects, which obviously requires complex cognitive processes.
Whether or not one’s life corresponds to one’s ideal life should thus mainly affect cognitive
well-being, as it may rather play a part in the evaluation of one’s current achievements
than influencing unconscious emotional responses in daily life. In contrast, other potential
consequences of unemployment may show up in affective well-being too, for example
through losses of social interactions and time structure, fewer consumption or a gain of
free time. Hence, affective well-being can be assumed to empirically measure important
parts of standard utility, while being unaffected from identity utility.

Using self-collected cross-sectional data of employees and long-term unemployed peo-
ple, Knabe et al. (2010) study the effects of unemployment on life satisfaction – as an
overall measure of well-being, covering both cognitive and affective components – and on
measures of affective well-being sampled using the ‘day reconstruction method’. This tech-
nique requires subjects to report their allocation of time over the course of the previous
day as well as the extent to which they experienced a variety of positive and negative emo-
tions during each episode. To calculate the ‘net affect’ as an aggregate number of affective
well-being, the differences between positive and negative emotions during each episode are
computed, weighted by the share of daily waking time spent on that episode, and finally
added up. Alternatively, one can calculate the share of time spent on episodes during
which the strongest emotion was a negative one (‘U-index’, U for unpleasent) or simply
ask people how satisfied they felt in each episode (‘episode satisfaction’).

2.3
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Table 1. Life satisfaction and affective well-being by labour market status

 Life
Satisfaction Net Affect U-Index Episode

Satisfaction

Employed 7.074 4.404 0.142 7.282
Unemployed 4.385 4.572 0.153 7.181

Difference
between
unemployed
and employed

-2.689
(0.000)

+0.168
(0.371)

+0.011
(0.397)

-0.101
(0.334)

Source. Table 4 from Knabe et al. (2010), p. 878.
Note. Life satisfaction and episode satisfaction measured on scales from 0 to 10. The net affect can range
from -10 to +10, the U-index from 0 to 1. P-values in parentheses.

As Table 1 displays, the study replicates the standard result from previous research ac-
cording to which the unemployed rate their life satisfaction much lower than employees.
At the same time, however, all three alternative measures of affective well-being do not
differ significantly between the two groups. While the unemployed report fewer positive
and more negative emotions than employees during the same activities, they are able to
spend more time on pleasurable free time activities. In contrast, the time allocated to
working, as well as to work-related activities such as commuting or job search, are experi-
enced as the least emotionally rewarding. These results have largely been confirmed
by Krueger and Mueller (2012), von Scheve, Esche, and Schupp (2017) as well as Bryson
and MacKerron (2017). Apparently, the non-pecuniary costs of unemployment rather re-
late to the cognitive evaluation of life than to daily experience, which could imply that
identity utility is far more concerned than standard utility.

A second approach to isolating the effect of unemployment on standard utility from its
impact on identity utility is the direct measurement of single components of standard utili-
ty, i.e. Vj is separated further. There is obviously a loss of consumption opportunities,
which, however, can appear fairly small depending on the national welfare state as well as
on the availability of other sources of income existing in the same household. Kunze and
Suppa (2017) moreover find that the impact of unemployment on social participation is
not clear. The time released by job loss enables unemployed people to focus more on pri-
vate social activities, while they seem to appear less in the public. Chadi and Hetschko
(2017) empirically separate utility into measures of satisfaction with different domains of
life, focusing on the roles of time and income. They show that the gain of time is rather
invested in household production than hobbies. Moreover, becoming unemployed increas-
es satisfaction with free time and family life. The loss of work may pay off in particular in
the latter area of life, as it obviously resolves work-family conflicts. In addition, Chadi and
Hetschko (2017) find that job loss reduces satisfaction with income to a higher extent
than people actually lose income. They argue that the effect originates from a loss in both
consumption (and thus standard utility) and identity utility, as the source of income may
reflect compliance with the norm to work. In working age, people are required to provide
for themselves, which is compliable by earning labour income. In contrast, the require-
ment is not fulfilled when people are unemployed and rely on transfers from other mem-
bers of the same household or the same society. This consideration leads us to the empiri-
cal examination of unemployment and identity utility.
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Unemployment and identity utility

Social norms depend on context. Kelvin and Jarrett (1985), for instance, report that in pe-
riods of high unemployment, when more and more ‘ordinary’ people are affected, stigma-
tization of unemployed people rarely occurs. The strength of the social norm to work
could thus depend on the degree to which other members of the group are able to meet
this norm. If the norm is weak, one’s own non-compliance may only slightly reduce iden-
tity utility. Accordingly, unemployed men benefit when their partner or other people from
the same region are unemployed as well (Clark 2003, Powdthavee 2007).2

Stutzer and Lalive (2004) interpret the regional results of a referendum on the amount
of unemployment benefits in Switzerland as a measure of the norm’s regional intensity and
find that the stronger the norm to work, the more the unemployed suffer and search for a
new job. Furthermore, being jobless seems to harm the well-being of protestants in partic-
ular, as a strong work norm is part of their religious identity (Van Hoorn and Maseland
2013).

When people retire, they switch from the social grouping working-age to the group of
retirees for whom the social norm to work is no longer valid, as pensioners are not expect-
ed to work. Hetschko, Knabe, and Schöb (2014) test whether such a change of social cat-
egories affects life satisfaction when unemployed people who violate the social norm of
the working-age group retire from one year to the next. While the transition modifies the
norms to be fulfilled, their daily lives, routines, social contacts and future income
prospects are not systematically altered by leaving the workforce: At the reference point in
time, i.e. less than one year before retirement, they were unemployed and thus already out
of work, hardly searched for a job and could anticipate the timing of retirement as well as
their prospective pension. As Figure 2 illustrates, the life satisfaction of formerly unem-
ployed people improves substantially upon retirement. Since former employees continue to
report the same well-being level on average, the positive change in unemployed workers is
an effect of leaving the status of unemployment and not an effect of entering retirement,
from which employees would benefit too. This may in fact imply that switching from
working age to retirement age makes meeting their ideal selves easier for formerly unem-
ployed people, restoring their identity utility. In turn, the loss of identity utility probably
reduced well-being when they became unemployed and is thus an important component of
the non-pecuniary cost of job loss.

2.4

2 In contrast, unemployed males’ affective well-being reduces when their partners are unemployed,
too (Knabe, Schöb, and Weimann 2016). Hence, an unemployed partner may cause a loss of standard
utility. Referring to the empirical strategy of Clark (2003), Chadi (2014) argues that recipients of wel-
fare benefits do not comply with the norm to be able to provide for oneself and shows that the regional
rate of welfare recipients increases the individual satisfaction of welfare recipients.
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Figure 2. Retirement and life satisfaction
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Panel (SOEP 1984-2010).
Note. Life satisfaction measured on an 11-point scale from 0 to 10. Whiskers denote 95% confidence in-
tervals.

Implications

Well-being research concerning modes of employment is highly relevant not only for social
policy, but also for firm policies. This is mainly because unhappy workers are also unpro-
ductive staff members (Oswald, Proto, and Sgroi 2015). The determinants of employee
well-being may therefore affect the success of the company, too, and are hence of great
interest for managers. As we will show in the following, research on the determinants of
employee well-being provides useful new insights, when implications from the study of un-
employment and happiness are considered.

Insecure and ‘irregular’ employment

Since people suffer a great deal from unemployment, they also strongly fear job loss while
employed, and therefore prefer secure jobs to insecure jobs (e.g. Sverke, Hellgren, and
Näswall 2002, Luechinger, Meier, and Stutzer 2010, Helliwell and Huang 2014). One im-
plication for firms is that mass layoffs, for instance, may not only decrease the well-being
and mental health of people who are made redundant, but also that of workers who sur-
vive in the firm, as observing the decline of employment makes them feel more uncertain
about their own job security (Reichert and Tauchmann 2017). An open question is, how-
ever, whether wage cuts as an alternative way for firms to adjust to negative demand

3.
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shocks are more or less detrimental to business success. From many interviews with busi-
ness leaders, Bewley (1999) concludes that the impact of layoffs on work morale is tempo-
rary, while they bring the additional advantage of increasing productivity as they allow
firms to fire the lowest able workers. Pay cuts, in contrast, may drive the best workers out
of the firm.

Figure 3. The life satisfaction effects of subsidized employment
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Note. Grey bars denote people who switch between two yearly waves of PASS data from unemployment
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As employees appreciate job security, employing people on fixed-term contracts pro-
duces job insecurity and accordingly comes at the cost of reduced employee satisfaction.
The negative effect of a temporary contract is more pronounced in the job satisfaction of
male, highly educated and highly conscientious workers, whose identity may depend
strongly on their roles in working life (Chadi and Hetschko 2016). Hence, employers need
to trade off the flexibility of insecure modes of employment against potential productivity
losses accompanying low employee well-being.

The most disadvantaged group when it comes to job security are temporary agency
workers, which show substantially lower subjective well-being than permanent employ-
ees (Green and Heywood 2011, Busk, Dauth, and Jahn 2017). Besides experiencing com-
paratively high levels of insecurity, temporary agency workers do not equally belong to the
staff of the user firm, though this is the social group with which they may identify them-
selves the most. Hence, their level of identity utility may be lower compared to permanent
employees. This in turn may reduce their work morale as well, since it does not only de-
pend on happiness but also on “especially good personal contact with supervisors, a spirit
of community within the business, and the perception that the company policy is
fair” (Bewley 1999, p. 54).

Flexible modes of employment are often misleadingly referred to as ‘irregular jobs’, at
least in the political arena. Subsidized employment, however, may be subsumed by this
term for much better reasons. For the purpose of job creation, governments either pay
firms to offer jobs (‘wage subsidy’), or workers to supply hours (‘in-work benefit’), in or-
der to bridge the gap between wage offer and reservation wage. Hence, intentionally sub-
sidized employment is a way of fighting unemployment to improve, inter alia, workers’
well-being. This strategy will only have the desired effect, if a subsidized job actually fully
overcomes the drawbacks of unemployment, which is questionable with respect to the loss
of identity utility. As long as people receive in-work benefits, they do not fully provide for
themselves, and continue to depend on public assistance, just as unemployed workers.
Both jobless and subsidized workers in the social grouping working-age may therefore fail
to conform to the norms set by their ideal self-image.

Hetschko, Schöb, and Wolf (2016) empirically examine these considerations using data
of German in-work benefit recipients who switch between modes of employment over
time. Taking up a subsidized job after a period of joblessness improves life satisfaction.
However, leaving subsidized employment for a regular job also has a positive effect on life
satisfaction (see Figure 3). These results continue to hold if the authors account for paral-
lel changes of income, household characteristics and job attributes. Analogously, the study
reveals negative effects for the transitions from subsidized employment to unemployment
and from regular employment to subsidized employment. These results may reflect a loss
of identity utility associated with the receipt of in-work benefits if compared to a regular
job.

The more the merrier? Working time and well-being

The dramatic decline unemployment causes in life satisfaction made researchers wonder if
workers actually face a trade-off between consumption and leisure as usually assumed by
theoretical economics (Rätzel 2012, Van der Meer and Wielers 2013, Chadi and Hetschko
2017, Bryson and MacKerron 2017). If work satisfies so unambiguously, full-time em-
ployed people should generally be happier than part-time employees, and working long
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hours should not reduce well-being at all. This argument runs counter to another argu-
ment that is very prominent in happiness economics. Since people work hard to improve
their relative income position, working hard and long hours may only reflect a harmful rat
race. Accordingly, new taxes that discourage people from working would be beneficial:

“The struggle for relative income is totally self-defeating at the level of society as a
whole. If my income rises relative to yours, your income falls relative to mine by exactly
the same amount. The whole process produces no net social gain, but may involve a
massive sacrifice of private life and time with family and friends. It should be discour-
aged.” Layard (2005, p. 151)

Likewise, the debates about work-life balance, work-family conflict as well as lengthy ne-
gotiations of time regulations between work councils and employers would be obscure if
work made unambiguously happy. But this may only be true for the cognitive dimension
of subjective well-being. As we have learned before, working itself is among the least emo-
tionally rewarding activities, and becoming unemployed increases satisfaction with free
time and family life as it relaxes the scarcity of time. Hence, the relationship of working
hours and employee well-being demands further clarification.

Rätzel (2012) examines this relationship using German panel data. Controlling for in-
come, life satisfaction increases with the number of hours worked until it reaches a peak
and drops when working longer, most likely due to the loss of increasingly scarcer leisure
time (see Figure 4). It thus seems plausible that the respondents accepted to work hours
beyond the satisfaction peak because they were compensated with more income. The
trade-off between consumption and leisure therefore affects life satisfaction, too, but not
across the whole range of hours.

Based on his calculation of the income effect on life satisfaction, Rätzel (2012) com-
putes, for each level of working time, the change of income that compensates the life satis-
faction effect of an additional hour spent working for a permanently employed man (see
again Figure 4). This can be seen as the wage premium that has to be paid if the worker is
required to work one hour longer. At low levels of working time, this premium is negative.
Too few working hours may lower identity utility caused by a partial failure to meet the
social norm to work and provide for oneself, besides bringing about other disadvantages
of the mode of unemployment. At the turning point of roughly seven daily hours, the pre-
mium becomes positive as the drawbacks of working longer outweigh the positive non-
monetary effects. In particular, long hours may reduce the well-being of full-time employ-
ees which is why they usually demand an overtime premium.

Interestingly, the time of day has an effect beyond the amount of hours. Bryson and
MacKerron (2017) make use of British data on affective well-being collected with the help
of a smartphone-app to examine this issue. They find that working on bank holidays, on
the weekend, before six am and after six pm worsens workers’ affective well-being.
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Figure 4. The non-monetary life satisfaction effect of working hours
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Source. Rätzel (2012, p. 1175-1177) based on the German Socio-economic Panel study (1984-2006).
Note. The line predicts how the number of working hours changes the life satisfaction of a permanently
employed male worker as compared to a hypothetical working time of zero hours. Bars depict the change
of income in euros that is required to hold his life satisfaction the same though working time increases by
one additional hour, dependent on his current level of working time. Note that both income effects and
hours effects on life satisfaction are predicted based on an OLS estimation that considers socio-demo-
graphic controls, time and individual fixed effects.

Remarkably, the turning point, from where working more hours makes less satisfied
in Rätzel's (2012) analysis, differs between women and men. German women are most
satisfied with a part-time job (four daily hours) and need to be compensated substantially
to work beyond that. Booth and van Ours (2008, 2009, 2013) analyse this issue for sever-
al countries and conclude that partnered women often prefer part-time jobs or housekeep-
ing compared to a full-time contract, whereas men are most satisfied in full-time jobs.
Gender-specific identities may be part of the explanation as they provide an explanation
for the strong gender differences, in opposition to Gary Becker’s (1973) model of a job-
sharing family.

These empirical findings on the role of working hours again reveal that people also val-
ue time that is available for other activities, for their family, friends and hobbies. A prob-
lem arises if people work less or more than their desired amount of hours and are not
compensated for this mismatch. Such a situation, whether it is overemployment or under-
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employment, reduces workers’ satisfaction substantially (Wooden, Warren, and Drago
2009, Wunder and Heineck 2013). An hours mismatch may result, for instance, from
workers’ varying family commitments, plants’ varying volume of work as well as from
working time regulations at the company, industry or national level, while switching to a
different workplace in order to adjust working hours would be more costly than accepting
the utility loss from the mismatch. Kugler, Wiencierz, and Wunder (2014) document that
substantial shares of Australian and German workers state to be underemployed (12% of
male workers in both countries) or overemployed (30% of Australian and 61% of Ger-
man male workers). Australians’ well-being suffers from overemployment and large
amounts of underemployment. Germans in particular dislike spending less than the
amount of hours they desire to work at their respective wage. Companies requiring em-
ployees to work substantially more or less than the desired amount of hours for a long
time span may therefore have to accept productivity losses.

Self-employment and the special role of autonomy in worker well-being

Up to here, we have learned that the two general modes of employment, being in work
and being out of work, as well as employment submodes, such as working in publicly
funded jobs, strongly affect subjective well-being. A so far neglected reason for well-being
differences among people in work is the role that autonomy plays for the individual iden-
tity as well as for the social identity. As it turns out, a higher degree of autonomy generally
improves satisfaction with work (e.g. Van der Meer and Wielers 2013). Individuals value
the experience of being in charge of their actions and being causal (cf. Frey 2008). Accord-
ing to Ryan and Deci (2000), autonomy reflects one of three main innate psychological
needs (the others being relatedness and competence) that raise motivation, mental health,
and subjective well-being.

Autonomous work as a particularly positive mode of employment, however, ties people
strongly to their jobs, reducing their time for other activities and increasing their fear of
losing work. In turn, the fact that autonomously working people are very satisfied with
their working life does not automatically imply that they are also particularly satisfied
with their lives on the whole (see for example Hansen, this issue). These countervailing ef-
fects become most apparent by looking at people who are self-employed.

Compared to paid employees, self-employed people work far more hours, earn less
money per working hour and experience lower earnings growth (Blanchflower 2000,
Hamilton 2000). It is therefore surprising at first glance that entrepreneurs report higher
job satisfaction than wage workers. They do so for mainly one reason. Greater autonomy
at work overcompensates self-employed people for the drawbacks of their mode of em-
ployment (Benz and Frey 2008a, 2008b, Lange 2012). Feelings of independence directly
improve well-being, while autonomy in carrying out tasks fosters coping with stressful
work (‘job control’) and therefore increases job satisfaction indirectly, too (Hessels, Ri-
etveld, and van der Zwan 2017).3

As positive as being self-employed may be for job satisfaction, its impact on overall
well-being, as measured by life satisfaction, is unclear (Andersson 2008, Aguilar, García
Muñoz, and Moro-Egido 2013). In general, people seem to benefit more from switching

4.

3 In line with these observations, self-employment benefits those workers the most who highly value in-
dependence (Fuchs-Schündeln 2009).
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from a paid job to self-employment than from the transition from unemployment to self-
employment (Block and Koellinger 2009, Binder and Coad 2013). This might reflect two
types of self-employment. Workers who go into business for themselves, although they
could also have stayed paid-employed, may take the opportunity of implementing a great
business idea that is worth giving up a secure job (‘opportunity entrepreneurs’). Job seek-
ers, in contrast, become self-employed especially when they cannot find a paid job (‘neces-
sity entrepreneurs’), which means that the business venture they start is less promising and
rewarding.

Whether or not self-employment improves life satisfaction compared to a paid job also
depends heavily on workers’ current assessments of their future employment
prospects. Based on German panel data, Hetschko (2016) shows that entrepreneurs report
higher life satisfaction than wage earners if both groups consider it fairly unlikely that
they will lose work within the next two years. Once this probability increases, satisfaction
in the two modes of employment decreases, but that of self-employed workers reduces to a
far higher extent. As a result, when the probability of losing work becomes relatively high,
paid workers are better-off than entrepreneurs. In his data, Hetschko (2016) estimates the
turning point at a 58% likelihood of becoming unemployed over the next two years.

Apparently, entrepreneurs fear unemployment more than paid workers, which Hetschko
(2016) suggests to reflect a rational expectation. Becoming unemployed reduces the life
satisfaction of self-employed workers even more than that of wage earners. To some ex-
tent, this result might originate from the severer monetary consequences self-employed

Figure 5. Self-employment and unemployment
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workers have to bear when losing work, i.e. a higher loss of overall income, over-indebt-
edness and low social protection. But the self-employed still suffer more from becoming
jobless when these monetary consequences are controlled for, possibly because their iden-
tity derives stronger from their self-created work and autonomy, and from being successful
in the area of working life compared to wage workers (see also Figure 5).

Interestingly, the additional non-monetary shock of ceasing one’s own business when
becoming unemployed vanishes over time, such that formerly self-employed workers tend
to have a very similar level of life satisfaction as formerly wage earners after some period
of unemployment. Hence, the self-employed may adapt to the particular circumstances of
their job loss, i.e. one’s own business failure, while they do not get used to being unem-
ployed just like paid employees who were laid-off. Likewise, as Figure 5 also shows, the
life satisfaction of people who deliberately gave up a paid job by resigning reduces to a
lesser extent than that of other unemployed workers at first, but also becomes similarly
negative as time passes by.

Retirement: the long arm of employment

We now turn to retirement as the final mode of employment to show how this also relates
to identity and well-being. Whether retirement changes life satisfaction for the worse or
for the better depends on the characteristics of the country of residence (e.g. pension sys-
tem, retirement norms) as well as the individual circumstances of the transition to retire-
ment (Calvo, Haverstick, and Sass 2009, Bender 2012, Nikolova and Graham 2014). Two
factors seem of special importance, the pre-retirement mode of employment as well as the
voluntariness of retirement, and the roles of both can be related to identity utility. Appar-
ently, the ‘long arm’ (Meissner 1971, p. 239) of working life still catches people and af-
fects their well-being when they have long since retired.

In Section 2, we already referred to the findings of Hetschko, Knabe, and Schöb (2014)
that switching the social category from working-age to retirement-age allows unemployed
workers to restore identity utility and to gain well-being accordingly, whereas former em-
ployees do not benefit from the transition on average. Ponomarenko, Leist, and Chauvel
(forthcoming) replicate this analysis for several European countries and come to the same
conclusion. These findings raise the question whether retirement allows unemployed
workers to restore their life satisfaction fully or not. Hetschko, Knabe, and Schöb (2017)
compare the levels of life satisfaction of people who retire from unemployment before the
loss of work and after entering retirement. Though leaving the workforce substantially im-
proves the well-being of the unemployed, the catching-up process remains incomplete. The
experience of unemployment leaves a scar of about 0.5 points on an eleven-point life satis-
faction scale even after retirement.

Ponomarenko, Leist, and Chauvel (forthcoming) also analyse how people who are inac-
tive before retirement, but do not consider themselves as unemployed, such as disability
pensioners, experience retirement. This group gains life satisfaction to a lesser extent than
formerly unemployed workers. Possibly, many inactive persons do not identify themselves
as part of the working population already before retiring, which is why the transition is
less of a relief compared to retiring job seekers, who switch social categories. A prerequi-
site for the unemployed’s gain of identity utility upon retirement is therefore that they
identify themselves as part of the working population before the transition, but not after-
wards.

5.
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Employees, in contrast, may face a reverse issue if they retire involuntarily. They do not
deviate from the social category working-age before retirement, but might not want to
consider themselves as retired afterwards, if they wished to stay employed. The retirement
age in many companies is predefined, often corresponding to a statutory retirement age
such that people have to retire once they reach that age. Also for the purpose of restructur-
ing without having to dismiss people, employers push employees to retire, who are already
eligible for early retirement pensions. In these cases, people retire from employment, but it
may well be that they continue to identify themselves with working people, as they did not
want to exit the workforce yet. To identify involuntarily retired workers, Bonsang and
Klein (2012) use a survey on retired respondents’ intentions to return to the workforce.
People having these intentions suffer a loss of about 0.5 points on the life satisfaction scale
from zero to ten upon retirement, possibly because they do not identify themselves with
the social group of retirees. In contrast, workers who voluntarily continue to work late in
life are happier than the average pensioner (Nikolova and Graham 2014).

Conclusions

Throughout our journey across the research on how different modes of employment affect
workers’ well-being we have emphasized the part people’s self-chosen identity may play. In
traditional market economies, social status and self-esteem seem to depend strongly on a
successful work life, at least if one is of working age. This explains both the dramatic suf-
fering of the unemployed as well as employees’ fear of unemployment, which cannot be
explained by the induced loss in income. It also points to well-being losses of people who
would like to work longer or who are employed, but still unable to make a living without
public assistance as they receive in-work benefits. Finally, the concept of identity utility
helps to explain why self-employed workers suffer in particular from losing work, and
why involuntary retirement reduces life satisfaction.

Having said this, many questions remain for future research. One open issue is to what
extent the loss of identity utility is in fact separable from other suspected negative conse-
quences of unemployment. For instance, people, who do not feel socially accepted any-
more, because they lost their jobs, might avoid social contacts, as meeting people renders
their failure to comply with the norms of their own social category even more salient.
Moreover, the relationship of well-being and productivity is likely to be far more complex
than we have assumed up to here. For instance, while a fixed-term contract could yield
productivity losses as it reduces well-being, it may at the same time increase work morale
if it increases the prospect to achieve a permanent employment contract in the future. This
is just one example of how productivity effects from satisfaction changes may depend on
the particular context, though high satisfaction increases motivation on average.

The possibilities in choosing one’s mode of employment, as well as the constraints on
doing so, are crucial for identity utility and thus for subjective well-being. Studies of sub-
jective well-being can thus contribute to both labour economics and personnel economics.
With respect to the latter, this strand of research establishes an important complement to
the strand of management research that focusses on the determinants of job satisfaction as
one indicator of employee well-being. By considering different measures of subjective well-
being, by using large-scale representative panel data and by focusing strongly on issues re-
lated to unemployment, the economics of subjective well-being allows shedding light on
workers, workplaces and industrial relations from a new angle.

6.
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