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Abstract

The aim of this study is to explore the relationship between globalization and life satisfaction in
Europe and Central Asia over the period of 2005 to 2018. Using the KOF index of globalization,
we documented the non-linear (U-shaped) relationship between globalization and subjective
wellbeing. Once we account for endogeneity and simultaneity with the aid of a two-step GMM
estimator, the turning point is 66 points, which is approximate to the levels of globalization in
Albania in 2018. We also report that the sub-dimension of globalization (political, economic and
social) are also non-linearly related to life satisfaction. The results are robust to a number of tests.
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1. Introduction
A well-known paper, Easterlin (1974), shows that, in the US, income positively correlates with
subjective wellbeing in short run, but also that this correlation vanishes in the long run, in the so-
called Easterlin Paradox. A number of further studies have confirmed this relationship for other

countries (Veenhoven et al., 1993; Blanchflower & Oswald, 2004). As a result, other lines of
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research studies have emerged exploring non-monetary determinants of life satisfaction across
nations. For example, life satisfaction has been correlated to the strength of democracy (Dorn et
al., 2008; Owen et al., 2008), religiosity (Lim & Putnam, 2010), women’s political status (York
and Bell, 2014), intelligence (Obydenkova & Salahodjaev, 2017) and tolerance (Salahodjaev,
2021), air pollution (Luechinger, 2010), social capital (Elgar et al., 2011) and governance (Li &
An, 2020), among others. The goal of this study is to expand the interdisciplinary research on life
satisfaction by exploring the relationship between globalization and life satisfaction in Europe and
Central Asia (ECA). This is important for a number of reasons. First, we have selected Europe
and Central Asian countries as they have experienced different socio-economic reforms which
influenced average levels of life satisfaction. As Easterlin (2009 p. 130) notes, “1990s transition
from socialism to capitalism in Eastern Europe life satisfaction followed the collapse and recovery
of GDP but failed to recover commensurately.” In a similar vein, Béhnke (2008 p. 189-190)
highlights that “life satisfaction is quite heterogeneously distributed across countries of the
enlarged European Union...[and] life satisfaction differs a great deal between individuals and
between European countries.” Moreover, within ECA countries, the KOF index of globalization
in 2018 ranged from 41 in Turkmenistan to 91 in Netherlands.

Second, while a number of studies have explored the relationship between globalization and
subjective wellbeing, the results are mixed at best. For example, Tsai et al. (2012) explores the
relationship between individual globalization and SWB in a sample of 14 Asian countries. The
results show that various proxies for globalization (foreign language, exposure to global contacts)
have a positive influence on individual happiness. Lin et al. (2017) applies 2SLS (two stage least
square) regression on a sample of 145 countries in order to assess the spatial influence of

globalization on happiness. While overall globalization is positively correlated with happiness, “as



nearby communities become more globalized the level of happiness of the community under study
decreases” (Lin et al., 2017 p. 1855). In the most recent study, Kumari (2021), using a PMG
estimator for lower middle-income countries in Asia, finds that in the short-run globalization
reduces life satisfaction, while in the long-run it enhances SWB.

We are suggesting a number of pathways via which globalization can have an impact on life
satisfaction. For example, research shows that globalization may have an influence on life
satisfaction via its effects on quality of life. For example, globalization has positive effect on
economic progress, which in turn is positively correlated with SWB. Gurgul and Lach (2014)
explored the relationship between globalization and economic growth in a sample of Central and
Eastern European Countries (CEE) over the period of 1990 to 2009. The empirical results show a
significant growth-inducing impact of globalization in this region. The positive effect of
globalization on economic growth is also confirmed for the EU (Gunduz, 2020), Russia
(Kadochnikov et al., 2016), and Caucasus (Chang et al., 2013). In a similar vein, economic growth
is reported as a source of improving life satisfaction in Europe (Jagodzinski, 2010) and CEE
countries (Rodriguez-Pose & Maslauskaite, 2012). Apart from GDP, globalization enhances both
accumulation of and investment in human capital (Blanchard & Olney, 2017; Hickman &
Olney, 2011), which is a significant antecedent of life satisfaction (Nikolaev & Salahodjaev, 2016).
Another means through which globalization may increase SWB is by promoting access to
innovation that is related to various domains of human life such as medicine, energy, environment,
information and communication technologies (ICT), and others. Such technologies are not
affordable for individuals in less developed, closed countries. For example, Haseeb et al. (2019),
using data for BRICS over the period of 1994 to 2014, finds that globalization-induced ICT sector

development improves environmental quality.



Although many channels presented above imply a positive link between globalization and life
satisfaction, there are a number of arguments for a negative association. First, globalization at the
early stages of economic development may reduce life satisfaction via changes in GDP structure
towards more polluting industries. Some facets of global integration may lead to a rise in pollution,
deforestation, and poor governance of common pool resources. Liu et al. (2020), using data for G7
countries over the period 1970-2015, documented an inverted U-shaped relationship between the
globalization index and CO2 emissions. Kalayci (2019), using data for NAFTA countries over the
period 1990-2015, found that energy consumption and globalization increase CO2 emissions,
confirming the Pollution Haven hypothesis.
In addition, globalization may reduce SWB due to its role in the faster spread of infectious diseases.
Gushulak and MacPherson (2004 p. 1743) highlight: “as migration continues in an increasingly
globalized world, health care providers at the primary care and specialist level can expect to be
faced with the challenges of recognition, diagnosis, and management of diseases that are
themselves the consequences of international factors.” In a recent study, Farzanegan et al. (2021),
using data for more than 150 nations, found that COVID-19 fatality rates in 2020 were positively
correlated with globalization, even after controlling for geography, health care outcomes, and
quality of institutions.
Our empirical results suggest that there is a nonlinear relationship between globalization and life
satisfaction. Once we account for endogeneity and simultaneity, the turning point is 66 points,
which is approximate to the levels of Albania in 2018. We also document that sub-dimensions of
globalization (political, economic and social) are also nonlinearly related to life satisfaction.

2. Methods and Data

2.1.Methods



To reach the aim of this study, we have estimated an econometric model, which links

globalization to life satisfaction and to a vector of control variables:

LS;t =a+ X;fp1 + Zi,tﬁz + &t (1)

where LS is life satisfaction, X is a set of measures of globalization, Z is a set of control
variables and ¢ is an error term. Following visual association between globalization and life
satisfaction in Fig. 1, we have included squared index of globalization to account for a nonlinear
relationship between globalization and life satisfaction. We applied a number of empirical
techniques to estimate Eq. (1). We first used conventional ordinary least squares (OLS) in order
to obtain benchmark results. However, the research on globalization suggests that in the case of
non-spherical residuals, standard errors are biased and not efficient (Bergh and Nilsson, 2010). A
fixed effects (FE) estimator is a viable solution in the presence of heteroskedasticity and
correlation across panels. Nascent research also suggests that globalization increases
interlinkages across regions and markets. As a result, the error terms may be correlated across
countries. Therefore, we have used linear regression with panel-corrected standard errors

(PCSE).

Finally, following extant cross-national research on globalization, we used a two-step GMM
estimator (Huang et al., 2021; Gaies et al., 2019; Samimi & Jenatabadi, 2019). This method has a
number of advantages relative to OLS and FE. The two-step GMM estimator resolves the
problem of simultaneity and endogeneity. It is particularly efficient in the cases when the number
of countries exceed the number of years and when there is high correlation between a dependent

variable and its lagged term.



Our dataset fits all of the above-mentioned conditions and, hence, we have used the following

specifications in level (2) and 1* difference (3) forms:
LSy = 09 + 01LS; ¢ + 02X + Z§=1 OnZnit—r T Vie )

LS — LSit—r = 0y (LSi,t—‘r - LSi,t—Z‘E) + 0, (Xi,t - Xi,t—‘r) + Zﬁ=1 On (Zh,i,t—'[ - Zh,i,t—ZT) -

Wit — Vie—1) 3)

where oo constant; ¢ and  are parameters to be estimated; X is a set of control variables; T denotes

the parameter of auto-regression; v is the disturbance term.

2.2.Data

Our dataset comes from several sources and covers the years of 2005 to 2018. The dependent
variable in our study is the life satisfaction index from Helliwell et al. (2021). The life satisfaction
scores are based on responses to the core life evaluation question asked in the survey. This is called
the Cantril ladder: it asks respondents to think of a steps on a ladder, with the best possible life for
them being at step 10, and the worst possible life being 0. They are then asked to rate their own
current lives on that 0 to 10 scale.” As a measure of globalization, we use the KOF index which
assesses three core dimensions of globalization: the economic, social and political dimensions of
globalization. The data comes from Gygli et al. (2019). The scores for the overall index and its
sub-dimensions range from 0 to 100, where higher values reflect more globalization.

Following extant research on life satisfaction, we included a set of controls in order to reduce the

omitted variable bias. To control for the level of economic development, we included GDP per
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capita from the World Bank. We used data on urbanization (a proxy for demographic transitions)
from the World Bank. The overall governance index is estimated based on the principle component
analysis from 6 dimensions of governance: Voice and Accountability, Political Stability and
Absence of Violence/Terrorism, Government Effectiveness, Regulatory Quality, Rule of Law, and
Control of Corruption. The data comes from World Bank (Fereidouni et al., 2013). Social support
is the national average of the binary responses (either 0 or 1) to the GWP question “If you were in
trouble, do you have relatives or friends you can count on to help you whenever you need them,
or not? .” The democracy index is obtained from the Polit V project. The descriptive statistics and

variables description are presented in Table 1.

Life Satisfaction

40 50 60 70 80 90
KOF index of globalization

non-linear fit

® observation

Fig. 1. Scatterplot between globalization and life satisfaction

Table 1. Descriptive statistics



Variable | Description Mean e Min Max
Dev.

LS Average national life satisfaction 5.92 0.99 3.68 8.02

KOF KOF index of globalization 72.72 14.04 37 91

KOFECGI | Economic globalization 71.53 12.11 33 92

KOFSOFI | Social globalization 76.09 12.39 33 92

KOFPOGTI | Political globalization 72.25 | 25.03 2 98

URB Urbanization rate, % 66.66 18.50 14.30 | 100.00

GOV Governance index 0.00 2.32 -5.30 3.39
GDP per capita adjusted for purchasing

GDP 9.62 1.31 6.40 12.25
power parity, logged

SOC Social support level 0.87 0.09 0.50 0.98

DEM Democracy index 6.86 5.57 -9 10

3. Main results

The baseline empirical results are reported in Table 2. Columns 1-3 present OLS estimates. In
columns 1 and 2, excluding control variables, we find that the KOF index of globalization has a
U-shaped association with life satisfaction. In column 3, the U-shaped link remains significant
even after including control variables. The turning point which suggests that KOF index is equal
to 77 points, indicating that globalization has its strongest negative impact on SWB here, excluding
control variables. Further, an increase in globalization leads to an increase in life satisfaction. The
U-shaped link between KOF index and life satisfaction is significant when we apply an FE
estimator (column 4) and add lagged values of life satisfaction (column 5). Finally, column 6
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reports the results from the two-step GMM estimator. The AR(2) and Hansen p-values suggest

that our coefficients are valid and reliable. The results for control variables are mixed. While

quality of governance and social capital have positive effects on life satisfaction, the estimates for

GDP per capita and democracy are negative. The U-shaped relationship between the KOF index

and life satisfaction is again significant at the 1% level. Once we account for endogeneity and

simultaneity, the turning point is 66 points, which is approximate to the levels of Albania in 2018.

Therefore, the results in Table 2 suggest that overall globalization is nonlinearly related to life

satisfaction.

Table 2. Main results

I 11 III |AY% \Y VI
OLS OLS OLS FE FE GMM
KOF -0.3309 -0.3284 -0.1340 -0.1243 -0.1064 -0.1437
(16.97)%**  (16.20)%** (6.29)%** (2.30)** (2.16)** (4.87)%*
KOF? 0.2749 0.2729 0.0868 0.0873 0.0760 0.1084
(19.90)%**  (19.07)%** (5.55)%** (2.29)** (2.28)** (4.25)%%*
GDP 0.2589 1.4879 1.1101 -0.1099
(10.66)*** (3.50)%** (4.07)%* (2.07)**
URB -0.0027 -0.0469 -0.0394 0.0002
(1.42) (2.46)** (1.90)* (0.07)
GOV 0.2470 0.2605 0.1204 0.0963
(9.97)%** (2.08)** (1.17) (2.64)**



DEM

SOC

LSe1

0o 14.8194
(22.11)%**

R? 0.61

Year fixed -

effects

Turning point 60.2

AR(2)

Hansen p-

value

N 560

-0.0205 0.0037
(3.04) %% (0.18)
3.4478 2.2990
(14.91 %%+ (3.88) %
15.0916 5.9280 -2.7474
(21.18)%*x (7.75)%%* (0.60)
0.62 0.81 0.35
- + +
60.2 77.2 71.2
560 543 543

0.0108

(0.86)

1.7208

(2.82)%**

0.3944

(7.68)***

-2.1973

(0.75)

0.48

+

70.0

449

-0.0192

(2.65)%*
1.9717
(5.93)**
0.6384

(15.91 )%

6.1999

(6.28)%**

66.3
0.613

0.219

449

* p<0.1; ** p<0.05; *** p<0.01

In Table 3, we have tested the robustness of our baseline results for sub-dimensions of

globalization: economic globalization (KOFEF), social globalization (KOFSO), and political

globalization (KOFPO). Again, the U-shaped relationship between dimensions of globalization

and life satisfaction is significant. We find here that the highest turning point is documented for
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political globalization. These results are similar to Bergh and Nilsson (2010), who showed that

political globalization has a negative effect on life expectancy in a sample of 92 countries. The

regressions using PCSE in Table 4 further confirm the nonlinear relationship between

globalization and life satisfaction in Europe and Central Asia.

Table 3. Main results: sub-dimensions of globalization

I 11 11
GMM GMM GMM
LSt 0.6922 0.6283 0.6238
(18.96)*** (14.96)*** (15.00)***
KOFEC -0.0456
(3.22)%**
KOFEC? 0.0409
(3.57)%**
KOFSO -0.1469
(4.71)%**
KOFSO? 0.1180
(4.42)%%*
KOFPO -0.0651
(2.54)**
KOFPO? 0.0407
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(2.14)%*

URB 0.0060 -0.0013 -0.0030
(2.05)** (0.43) (0.77)
GOV 0.0249 0.0860 0.1846
(0.54) (2.16)** (4.17)**
GDP -0.1141 -0.1055 -0.0311
(1.98)* (1.75)* (0.59)
SOC 1.7168 1.9407 2.2302
(6.20)*** (5.54)k+x (7.23)**
DEM 0.0096 -0.0320 -0.0233
(1.66) (2.54)* (2.29)%*
0o 2.1541 6.1013 3.5796
(2.39)* (6.28)*** (2.52)%*
AR(1) 0.679 0.719 0.534
Hansen p-value 0.173 0.304 0.164
Turning point 55.7 62.2 80.0
N 449 449 449
* p<0.1; ** p<0.05; *** p<0.01
Table 4. Robustness test
I II 11 v
KOF -0.0440
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KOF?

KOFEC

KOFEC?

KOFSO

KOFSO?

KOFPO

KOFPO?

LSt

URB

GOV

GDP

(3.13)**

0.0313
(3.10)%**
-0.0280
(2.76)%%*
0.0206
(2.79)*
-0.0325
(2.35)%*
0.0236
(2.30)**
0.7422 0.7602 0.7535
(25.76)%**  (27.92)%%%  (27.00)***
-0.0019 -0.0025 -0.0016
(1.84)* (2.50)** (1.62)
0.0390 0.0481 0.0370
(2.59)%** (2.67)%** (2.08)**
0.0534 0.0458 0.0480
(2.80)%** (2.33)** (2.52)%*

-0.0187

(2.06)**

0.0123

(2.09)**

0.7592

(27.58)%**

-0.0028

(2.60) %%

0.0551

(4.02)%%

0.0427

(2.16)**
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SOC 0.9911 0.9671 1.0047 1.0703

(6.39)%** (6.43)%** (6.37)%** (6.52)%**
DEM -0.0025 -0.0034 -0.0030 -0.0061
(0.65) (1.04) (0.83) (1.72)*
0o 1.8247 1.2910 1.3721 1.0312
(3.59)%** (3.04)%** (2.82)%* (2.86)%**
R? 0.99 0.99 0.99 0.99
N 449 449 449 449

* p<0.1; ** p<0.05; *** p<0.01
As a final robustness test, we re-estimated Eq. (1) by substituting some of the control variables
(Table 5). We replaced the Governance index with a corruption perception index (CPI) from
Transparency International (column 1), democracy index with Economic freedom index from
Heritage Foundation (column 2), governance index with the share of women in national parliament
(column 3), urbanization rate with age dependency ratio (column 4) and GDP per capita with CO2
emissions per capita from Carbon Atlas (column 5). Again, the U-shaped relationship between the

KOF index of globalization and life satisfaction is confirmed at 1% of 5% significance.

Table 5. Alternative controls

Column | Relationship Significance Empirical model

1 Non-linear relationship | Confirmed at 1% level | Governance = CPI
between KOF and life

satisfaction
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Non-linear relationship
between KOF and life

satisfaction

Confirmed at 5% level

Democracy >

Economic freedom

Non-linear relationship
between KOF and life

satisfaction

Confirmed at 5% level

Governance >
Representation of

women in parliament

Non-linear relationship

Confirmed at 1% level

Urbanization - Age

between KOF and life dependency ratio

satisfaction
5 Non-linear relationship | Confirmed at 1% level | GDP per capita > CO2
between KOF and life per capita
satisfaction
Conclusion

In the light of ongoing debate regarding the relationship between economic development, post-
Communist varieties of socio-political regimes in European and Central Asia, as well as life
satisfaction (Kaiser & Vendrik, 2019; Opfinger, 2016, Iman et. al. 2022; Nazarov and Obydenkova
2020), scholars have shifted their attention towards other socio-economic determinants of life
satisfaction as well as the role of political regimes, historical legacies, and membership in regional
international organizations (e.g., Lankina et. al. 2016b; Hall et. al 2021; Izotov and Obydenkova

2021). Indeed, even across non-democratic polities such as China and Russia, the public
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perceptions and public behavior is very different and culturally conditioned (e.g., Demchuk et. al.
2021). On the other hand, membership in such organizations as, for example, the European Union,
can also affect significantly the level of democracy (associated with transparency and freedom of
mass media) that all contribute to dynamics in subjective well-being, trust to institutions, and
public opinion, among other issues (e.g., MiSi¢ and Obydenkova 2021; Lankina et. al. 2016a;
Obydenkova and Arpino 2018). Other studies indicate that even membership in regional
development banks (associated with loans and diffusion of ideas) can matter in not only for public
opinion but also affect viewpoints of policy-makers and their strategies (e.g., Ambrosio et. al.
2021; Obydenkova and Rodrigues Vieira 2020). Some other studies demonstrated, for example,
how post-Communist states are different in their perception of political institutions and how the
EU membership impact on public trust, quality of air (environmental issues), perception of
corruption, and also public health — all these factors are crucial in subjective well-being (e.g.,
Arpino and Obydenkova 2020; Nazarov and Obydenkova 2021a; 2021b). While the membership
in international organizations (both regional and global ones) is highly important issue affecting
public opinion, trust, and well-being, the nexus of membership and subjective happiness should
be left for future investigation and analysis. The goal of this study is to examine the relationship
between globalization and its three dimensions and life satisfaction in a sample of Europe and
Central Asia over the period of 2005 to 2018.

Our empirical results confirm a robust U-shaped relationship between globalization and subjective
wellbeing. For example, once the overall KOF index exceeds 66 points, further processes of
globalization have a positive impact on life satisfaction in the region. Our empirical results remain
significant for a number of robustness checks. The results in this study offer a number of

implications for policymakers in Europe and Central Asia. First, considering that globalization
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leads to a decrease in poverty and rise in productivity (Wade, 2004), it will indirectly improve
subjective wellbeing via income. Therefore, it is important that globalization in ECA countries
should be associated with the transfer of technology, improvements in working conditions, and the
creation of jobs in productive economic sectors. Second, globalization leads to an increase in
financial development and inflow of funding from international financial institutions. Therefore,
it is essential that leaders ensure globalization induced financial development which should lead
to the reduction in poverty, improvements in health care, and sustainable development which in
turn has positive impact on life satisfaction. At the same time, as suggested by Dollar (2001 p.
830), “globalization can have adverse effects on health as well. The adverse effects originate most
clearly as side-effects of travel and migration, though trade in food and other products can spread
disease as well.” Therefore, global integration should not increase the exposure of countries to
different health threats. Policymakers should clearly assess the economic benefits and social risks
of globalization while at the same time developing policies aimed at further global integration.

Our study has a number of limitations which can serve as point of expansion for future studies.
First, we do not consider which variables may offset the negative effects of globalization on life
satisfaction in countries with a KOF index below threshold levels. For example, extant research
shows that democratization and human capital may mediate the relationship between globalization
and quality of life (Jahanger, 2021; Welander et al., 2015). Second, our empirical analysis only
relies on the effect of globalization on subjective wellbeing. It is crucial for future studies to assess
the effects of globalization on hard indicators such as suicide rates and homicide rates in the ECA
region. Extant research has attempted to unbundle this relationship for other regions (Milner et al.,
2012) and other variables (Parmova et al., 2024;. This study does not consider whether individual

attitudes toward globalization is significantly related to life satisfaction in ECA countries.
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