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ABSTRACT

One of the main economic outcomes of the recent great recession was the
decrease of labour earnings in many countries. The relevant literature
indicates that earnings and other socioeconomic predictors can influence
psychological well-being. The same holds true for job satisfaction. This
chapter tests the effect of pay cuts on the psychological well-being and job
satisfaction. The data used in this chapter was drawn from the 5™ European
Survey on Working Conditions which focuses on European countries. The
methodological tools for analyzing the data are the ordinary least-squares
(OLS) regression, the Probit regression, and the marginal effects method.
The results point to a negative statistical significant effect of pay cuts
(decrease labour earnings) on psychological well-being. The results also
indicate that pay cuts have a negative statistical significant impact on job
satisfaction.
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INTRODUCTION

One of the main characteristics of the Great Recession of 2008 was the reduction of
labour earnings in many countries for a substantial number of employees. Although, this
was particularly the case for European countries like Ireland, Spain, Portugal and
Greece, other countries also experienced this trend (Jenknins et al, 2013). Apart from the
obvious effects of pay cuts on purchasing power and living standards, falling labour
earnings also affect psychological well-being and job satisfaction (for studies focusing
on the link of earnings to well-being, see Sloane & Williams, 2000; Helliwell, 2003;
Gasper, 2005; Clark, Frijters, & Shields, 2008; Studger, & Frey, 2010). Understanding
the employees’ well-being is important because working exhibits a substantial
psychological dimension for self-identity and sense of purpose. Furthermore, it
contributes substantially to overall subjective well-being from a duration weighted
perspective given that adults spend an average of about 33.6 hours per week at work
(Kahneman et al., 2004; Tay & Harter, 2013). In addition, health and well-being at work
are key dimensions of the overall European strategies for growth, competitiveness and
sustainable development. It can be argued that low levels of health and job satisfaction
are linked to falling worker productivity and to lower potential longevity and quality of
life. In addition, work related stress is the focus of increased attention, as it can lead to
incapacity for work (World Health Organization, 2011; Eurofound, 2012).

In order to reinforce the above, employees with high levels of psychological well-
being and job satisfaction tend to be more productive, confident and motivated, make
higher quality decisions, show greater flexibility and originality, are more mentally and
physically healthy and are less likely to engage in a variety of harmful and unhealthy
behaviors (such as smoking, drinking alcohol, unhealthy eating). Moreover, high levels
of psychological well-being and job satisfaction are related to low levels of sickness

absence, injury related absenteeism, accident frequencies and labour turnover (see for
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instance, Furnham, 2005; Cabrita & Perista, 2006; Drakopoulos & Grimani, 2013a).
Hence, improving psychological well-being of a workforce has social and economic
effects, since it brings benefits for both the employees and the organization and
influences individual’s social behavior, employment relations and productive
performance in the workplace (Danna & Griffin, 1999; Lyubomirsky et al., 2005; Grant
et al., 2007; Panos & Theodossiou, 2007).

Psychological well-being has been defined as a combination of feeling good (hedonic
perspective) and functioning effectively (eudaimonic perspective). The hedonic
component is concerned with subjective experiences of pleasure while eudaimonic
component is concerned with fulfillment and the realization of human potential and
actualization (Deci & Ryan, 2008; Steptoe et al., 2008; Huppert, 2009). High levels of
psychological well-being at workplace allow employees to flourish and achieve their full
potential for the benefit of themselves and their organization (Grant et al., 2007).

Job satisfaction is generally defined as an employee’s attitude toward the job and the
job situation. In particular, Robbins et al. (2003) define job satisfaction as the difference
between the rewards employees receive and the reward they believe they should receive.
Thence, the higher this discrepancy, the lower job satisfaction will be. This deterioration
causes deceleration of the work, job success and job productivity, and increases
occupational accidents and complaints (Brooke & Price, 1989; Iverson & Deery, 1997;
Lum et al., 1998; Kilic & Selvi, 2009).

This paper tests the above idea by employing data drawn from the 5" European
Survey on Working Conditions (2010). The structure is as follows: Section 2 will present
an extensive literature survey concerning psychological well-being and job satisfaction
and their relationship to labour earning changes. The following sections will concentrate
on the data and the empirical methodology as well as the research findings. A conclusion

will close the section.
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LITERATURE REVIEW

Aristotle has been cited as the first written source of the idea that all human action is
implicitly motivated by a desire to increase individuals’ subjective well-being or
eudaimonia, which referred to specific psychological experiences that were seen as the
essence of a good life. He believed that only ethical actions were successful in achieving
this goal. Modern Rational choice theory suggests that revealed preferences imply
motivation which means that individuals who strive for money, believe (at some
conscious or unconscious level) that it will increase their happiness (Ahuvia, 2008).
Similarly, the employees’ psychological well-being in the workplace is an important
concern and it deserves detailed study. Psychological well-being refers to an overall,
long-term state of well-being that includes both cognitive and affective components
(Ahuvia & Friedman, 1998; Malka & Chatman, 2003). In addition, psychological well-
being essentially stresses pleasant emotional experience and can be treated as two
independent dimensions which are called pleasure and arousal. Competence, autonomy,
aspiration and self-esteem are also aspects which determine the level of an individual’s
affective well-being as they tend to be valued as indicators of good mental health (Danna
& Griffin, 1999).

Job satisfaction which is commonly conceptualized as a positive emotional state
resulting from an assessment of an individuals’ job experience, relates to many personal
and work related outcomes, such as health, life satisfaction, intentions to stay in the job
and contextual performance (Locke, 1969; Brown & Lent, 2005; Gyekye, 2005). The
correlations are relatively small considering that the outcomes are complex and
influenced by a number of factors such as physical, chemical, socio-psychological and
biological. Moreover the distribution of job satisfaction is negatively skewed which

means that people generally tend to be satisfied with their job (Brown & Lent, 2005). Job
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satisfaction is also closely related to individual performance and efficiency and it is
greatly affected by personal and job characteristics. Several theories and models have
been developed to explain the level of employees’ job satisfaction. According to the
literature, workplace, work role stressors, motivating factors, success, income, perceived
risk of job loss, safety perception were some of the main characteristics which influence
job satisfaction (Benson & Dundis, 2003; Barling et al., 2003; Fairbrother & Warn,
2003; Brown & Lent, 2005; Gyekye, 2005; Christen et al., 2006; Fischer & Sousa-Poza,
2009; Zatzick & Iverson, 2011; Bonsang & van Soest, 2012; Gyekye et al., 2012).

Many studies have suggested that greater income is associated with greater life
satisfaction (see for instance: Easterlin, 1995; Helliwell, 2003). The same positive
relationship seems to exist between income and job satisfaction (Sloane & Williams,
2000; Grund and Sliwka 2007). There is also recent evidence from psychology that high
levels of income are associated with lower levels of psychopathology (e.g., Wood,
Boyce, Moore, & Brown, 2012). Given these findings, it is reasonable to assume that
wage cuts would have the opposite effects on life and job satisfaction and on
psychological well-being. However, there is no much relevant work examining the
effects of wage cuts on these variables. One plausible explanation for this, might be that
until the Great Recession of 2008 nominal wage cuts was a rare phenomenon in most
western counties. On a theoretical level, the concept of loss-aversion which implies that
“losses loom larger than gains” seems to be relevant in this context. The concept
originated by Kahneman & Tversky, (1979), and it has since been shown to be useful in
a range of real-world contexts (for example, Camerer, 2000). In particular, under
experimental conditions a loss is typically estimated to have twice the influence on
decisions as equivalent gains (Novemsky & Kahneman, 2005). One of the few papers
that have employed this idea in the subjective well-being framework found that
experienced falls in income have a larger impact on well-being than equivalent income

gains (Boyce et al, 2014). Another recent paper indicated mixed results concerning the
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presence of loss aversion, and suggests that the relationship between pay growth and job
satisfaction is less steep for cuts than for raises (Smith, 2013). This work aims to provide

some additional insights into these relationships.

EMPIRICAL ANALYSIS

Data and Participants

The data used in this chapter was drawn from the 5™ European Survey on Working
Conditions', which aimed to provide a comprehensive picture of the everyday reality of
men and women at work. The research was conducted in the first half of 2010 (face to
face interviews) and contains data from thirty three European countries and Turkey. The
target sample size of 1000 interviews was set for most countries. The participants were
adults (aged 18 to 65), were in employment at the time of the survey and were selected
by the method of multi-stage stratified random sample. They responded to a
questionnaire of about 44 minutes duration, comprising of 89 questions relating to issues
such as working time duration and organization, work organization, learning and
training, physical and psychosocial risk factors, health and safety, work-life balance,
worker participation, earnings and financial security, as well as work and health.

The questionnaire data of interest included psychological well-being, job satisfaction
and labour earning changes variables. It also included type of occupation (four dummy
variables: High skilled clerical, low skilled clerical, high skilled manual, low skilled
manual), previous occupational status (seven dummy variables: Employed with an
indefinite contract, employed with a fixed term contract, employed with a temporary
employment agency contract, employed, unemployed, in education or training, other)

and working hours per week. In terms of countries, the sample consisted of thirty four

' Further information on the project can be found at www.eurofound.europa.eu/surveys/ewcs/

index.htm.
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dummy variables: Albania, Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech
Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy,
Kosovo, Latvia, Lithuania, Luxembourg, Former Yugoslav Republic of Macedonia or
FYROM, Malta, Montenegro, Netherlands, Norway, Poland, Portugal, Romania,
Slovakia, Slovenia, Spain, Sweden, Turkey, United Kingdom. Finally, the data contained
personal variables such as age and age squared, gender and educational level (three
dummy variables: None & primary education, secondary, including lower, upper & post
secondary education and tertiary, including advanced level of tertiary education (see
Table 1 and Table 2).

The psychological well-being (PWB) variable covers five positively worded items,
related to positive mood (good spirits, relaxation), vitality (being active and waking up
fresh and rested) and general interests (being interested in things), all experienced over
the previous two weeks. Each of the five items is rated on a 6-point Likert scale from 1
(= at no time) to 6 (= all of the time). In addition, of the five scores created an index,
which was linearized by using z-scores transformation. The negative values of the z-
scores were transformed into positive and the natural logarithm (In) was estimated.
Reliability and validity estimations were conducted prior to index variable construction.
The internal consistency approach (Cronbach’s a) was employed in order to assess the
reliability of the scale. According to the results, the Cronbach’s a of the psychological
well-being scale was 0.8814. This suggests that the internal reliability of the scale is
high, since an instrument with an internal consistency coefficient of 0.80 (scale total) or
higher is considered to be adequate (Cronbach, 1951; Nunnaly, 1978). The validity of the
scale was assessed by construct validity, using factor analysis. The results are considered
to be satisfactory, since the loadings were far from 0 and uniqueness less than 0.50. In
addition, job satisfaction was measured by self-reports (“On the whole, are you satisfied
with working conditions in your main paid job?”), using a 1-4 Likert scale (1 was “very

satisfied” and 4 was “not at all satisfied”). Subsequently, two grouped scale points were
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created, combing the first two scale points (1 and 2: Satisfied) and the last two (3 and 4:
Not satisfied). The labor earning changes variable was assessed reporting a change in
their salary comparing their current situation with that of a year ago (three dummy
variables: Pay cuts (decrease labor earnings), no change labor earnings, increase labor
earnings).

Table 1. Definitions of variables

Variables/ Definitions

Ln Psychological well-being

France = 1, otherwise = 0

Job Satisfaction (satisfied = 1, not at all
satisfied = 0)

Ireland = 1, otherwise =0

Males = 1, Females = 0

Italy = 1, otherwise = 0

Age (18 — 65 years)

Luxembourg = 1, otherwise = 0

Age’

Netherlands = 1, otherwise = 0

Primary Education = 1, otherwise = 0

UK =1, otherwise =0

Secondary Education = 1, otherwise = 0

Bulgaria = 1, otherwise = 0

Tertiary Education = 1, otherwise = 0

Cyprus = 1, otherwise = 0

Low skilled manual = 1, otherwise =0

Czech republic = 1, otherwise = 0

Low skilled clerical = 1, otherwise =0

Estonia = 1, otherwise =0

High skilled manual = 1, otherwise =0

Hungary = 1, otherwise =0

High skilled clerical = 1, otherwise =0

Latvia = 1, otherwise = 0

Working hours per week (1 — 84)

Lithuania = 1, otherwise =0

Pay cuts (decrease labor earnings) = 1,
otherwise =0

Malta = 1, otherwise =0

No change labor earnings = 1, otherwise
=0

Poland = 1, otherwise =0

Increase labor earnings = 1, otherwise =
0

Romania = 1, otherwise =0

Belgium =1, otherwise = 0

Slovakia = 1, otherwise = 0

Denmark =1, otherwise = 0

Slovenia = 1, otherwise = 0

Germany =1, otherwise = 0

Turkey = 1, otherwise = 0

Spain = 1, otherwise = 0

Croatia = 1, otherwise =0

Finland = 1, otherwise = 0

Norway = 1, otherwise =0

Austria = 1, otherwise =0

FYROM =1, otherwise =0

Portugal = 1, otherwise =0

Albania = 1, otherwise =0

Greece = 1, otherwise =0

Kosovo = 1, otherwise = 0

Sweden = 1, otherwise = 0

Montenegro = 1, otherwise = 0
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Empirical Methodology

In the econometric models which will be employed in this chapter, psychological
well-being and job satisfaction will be the dependent variables. Both are determined by a
number of variables including labor earning changes. The methodological tool for
analyzing psychological well-being data is the ordinary least-squares (OLS) regression.
The job satisfaction variable is binary, which implies that the weak assumptions of the
linear regression model are not satisfied, giving very misleading results. Therefore, the
Probit regression model has been suggested as more appropriate (see for instance,
Greene, 1993). Moreover, because of the lack of interpretation of the coefficients in the
Probit regression, the marginal effects method will be utilized, estimating the partial
effects on the predicted probabilities. The marginal effects methodology is employed in
order to interpret the statistical output substantively and also to report standard errors and
discrete changes (Williams, 2008; Green & Hensher, 2010).

Before we proceed to the report of the results, we should also mention a limitation of
the present study that needs to be acknowledged. The limitation concerns the survey
instrument employed, which was a self-reporting measure of psychological well-being
and job satisfaction. This implies that the information presented by the participants is
based upon their subjective perceptions. Although participants were assured of
confidentiality, it is possible that they either over- or underreported their level of
psychological well-being and job satisfaction. However, self-reporting measures are
widely used in many similar contemporary empirical studies (for instance, see Fordyce,
1988; Danna & Griffin, 1999; Charness & Grosskopf, 2001; Senik, 2005; Kahneman &
Krueger, 20006).
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Results

In line with the theoretical part and with our discussion of the empirical methodology

section, our equation of interest is:

PWB,=ag+0; LEi+0,X;+¢; (1)

It is assumed that the psychological well-being is determined by a variety of factors.
These factors are: LE is the labor earning changes (three dummy variables: Pay cuts
(decrease labor earnings), no change labor earnings, increase labor earnings), which is
the basic independent variable; X is a vector of other individual socioeconomic
variables, such as age, age’, gender, education level, type of occupation, hours of work,
country dummy variables, assumed to influence psychological well-being (Ferrer-i-
Carbonell, 2005; Panos & Theodossiou, 2007; Dolan et al., 2008). The o and b are the

associated coefficients, and &; is a normally distributed error term.
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Table 2. Summary statistics of variables

Variables Mean SD
Ln Psychological well-being 1.046 0.525
Job Satisfaction 0.794 0.403
Pay cuts (decrease labor earnings) 0.199 0.399
No change labor earnings 0.535 0.498
Males 0.511 0.499
Age 41.088 11.385
Age’ 1817.864 943.852
Primary Education 0.057 0.233
Secondary Education 0.644 0.478
Working hours 39.292 11.992
Low skilled manual 0.181 0.384
Low skilled clerical 0.430 0.495
High skilled manual 0.156 0.363
Belgium 0.082 0.274
Bulgaria 0.022 0.149
Czech Republic 0.022 0.147
Denmark 0.029 0.168
Germany 0.053 0.224
Estonia 0.022 0.147
Spain 0.022 0.147
France 0.073 0.261
Ireland 0.023 0.152
Italy 0.027 0.164
Cyprus 0.024 0.153
Latvia 0.023 0.151
Lithuania 0.020 0.143
Luxemburg 0.019 0.136
Hungary 0.025 0.158
Malta 0.022 0.149
Netherlands 0.026 0.159
Austria 0.020 0.140
Poland 0.028 0.167
Portugal 0.021 0.145
Romania 0.022 0.147
Slovenia 0.036 0.187
Slovakia 0.023 0.153
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Table 2. (Continued)

Variables Mean SD
Finland 0.026 0.160
Sweden 0.025 0.157
UK 0.029 0.168
Croatia 0.026 0.161
FYROM 0.026 0.159
Turkey 0.051 0.220
Norway 0.027 0.164
Albania 0.022 0.147
Kosovo 0.023 0.150
Montenegro 0.020 0.141
Observations 32839

The results of the OLS regression models (with robust standard errors (Table 3,
column A) reveal a negative statistical significant effect of pay cuts (decrease labor
earnings) on psychological well-being. Most of the predictors exhibited significant
relationship to (In) psychological well-being at 1% or 5% level. The predicted value is
higher for males, which implies that women’s psychological well-being is worse than
that of men. With regards to age, a negative relationship with psychological well-being is
revealed. In addition, individuals of high skilled clericals and tertiary education have
higher psychological well-being. Moreover, working hours are associated with a
decrease in the levels of psychological well-being. Greece being the omitted country
seems to have higher psychological well-being compared to most of the European
countries.

As has been mentioned in the empirical methodology section, the other equation of

interest is:

J Si=bo+b1LEi+b2Xi+8i (2)
As before, it is assumed that work-related stress, the ordinal dependent variable

(scale points 1-5) is determined by a variety of factors: LE is the labor earning changes
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(three dummy variables: Pay cuts (decrease labor earnings), no change labor earnings,
increase labor earnings), which is the basic independent variable; X is a vector of other
individual socioeconomic variables, such as age, agez, gender, education level, type of
occupation, hours of work, country dummy variables, assumed to influence
psychological well-being (Dolan et al., 2008). The a and b are the associated

coefficients, and ¢; is a normally distributed error term.

Table 3. Dependent variable - Ln Psychological well-being: OLS model (column A); Dependent
variable - Job Satisfaction: Probit model (column B), Marginal effects after Probit model

(column C)
Variables (A) OLS model (B) Probit (C) Marginal effects
model

Ln Psychological Job Satisfaction

well-being
Pay cuts -0.1097 [10.77  [-0.5417 [20.37 [-0.162" [18.50
No change 0.003 0.53 -0.1257 1570 [-0.0327 [5.73
Males 0076 [12.17 |0.118" [6.49 [0.0317 |[6.48
Age -0.0107 [5.83 -0.011" [2.19 [-0.003" [2.19
Age’ 0.00009™" [ 4.35 0.0001" [2.53 [0.00004" [2.53
Primary Education [-0.096" [5.14 -0.1977 [4.72 [-0.056" [4.41
Secondary -0.007 [1.01 -0.0817 [3.48 [-0.0217 [3.52
Education
Working hours -0.0017 [3.66 -0.0037 [4.73  |-0.0009" [4.73
Low skilled manual [-0.116" [10.51  [-0.528" [17.37 [-0.159" [15.74
Low skilled clerical [-0.032" [4.38 0.185" [7.17 [-0.0497 [7.11
High skilled manual [-0.046" [4.44 203987 [12.53 [-0.117 |[11.45
Belgium -0.016 [0.95 0.648" [11.61 | 0.129" |16.44
Bulgaria 01557 [5.19 0.279" |4.14 [0.064" |4.80
Czech Republic -0.184" [7.36 0376 |5.44 10.0837 [6.72
Denmark 0.1127 6.66 1.0647 [12.85 [0.1647 [29.22
Germany 0.002 0.14 0.677" [11.27 [0.131"  [16.90
Estonia -0.012  ]0.56 04317 [6.23 [0.0927 [8.01
Spain 0.1157 [5.95 0.447" 635 [0.095° |8.26
France -0.039° [2.27 02827 [5.21 [0.066° [5.94
Ireland 0.126° [5.87 0.965" [12.36 [0.155" [25.55
Italy -0.1147 [4.78 03107 [4.72 [0.0717 [5.57
Cyprus -0.084" [3.01 0.6717 [9.13 [0.127 |14.22
Latvia 0.1167 [4.71 0.428" [6.35 [0.0927 [8.12
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Table 3. (Continued)

Variables (A) OLS model (B) Probit (C) Marginal effects
model
Ln Psychological Job Satisfaction
well-being
Lithuania 0.1777 |6.72 0.257" [3.78 0.060" [4.32
Luxemburg -0.027 [1.17 0.607" |7.67 0.118" [11.38
Hungary -0.154" [6.59 0277 |4.24 0.064" [4.91
Malta 0.0517 [2.44 0.588" [7.93 0.116° [11.52
Netherlands 0.032 1.48 0.787" [10.10 [0.1407 [17.50
Austria 0.021 [0.94 0.789" [9.67 0.1397 [16.95
Poland -0.083" [3.51 0.582" [8.63 0.116~ [12.38
Portugal -0.067" [2.67 0.556 |7.53 0.1127 [10.66
Romania -0.048 |[1.94 0.458" |6.61 0.097" [8.67
Slovenia 0.105" |4.67 0.147° [2.48 0.036" [2.66
Slovakia 0.0717 [3.27 0.4257 16.23 0.0917 [7.96
Finland 0.055" |[3.23 0.734" 19.77 0.134" [16.06
Sweden 0.059" [3.21 0.529" [7.09 0.108" [9.79
UK -0.060° |2.52 0.882" [11.55 [0.150" [21.78
Croatia 0.1157 |5.14 0.316" [4.91 0.0727 [5.81
FYROM 0.029 [1.15 -0.021 [0.35 -0.006 [0.35
Turkey 02157 [9.36 -0.021 [0.38 -0.005 |0.37
Norway 0.054" [2.70 0.825" [10.47 [ 0.144" |18.75
Albania 0.156" |6.13 0.1697 [2.61 -0.047" [2.45
Kosovo 0.0717 [3.11 -0.2597 [3.94 -0.076" [3.60
Montenegro -0.044" [1.96 0.119 1.76 0.029 |[1.86
Constant 14177 |36.92 1.2017 |10.19
Observations 32839 32839 32839
R’ 0.059
Pseudo R* 0.097
y 0.818

Note: Robust t-statistics (for OLS) and z-statistics (for Probit and marginal effects
after Probit) in parentheses. Significant at 5%; ~ significant at 1%.

The results of Probit model (with robust standard errors (Table 3, column B) are not
straightforward (see also Greene, 1993). We can identify the significance of the variables

but neither the signs nor the magnitude of the coefficients are informative about the
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results, and this makes the direct interpretation of coefficients fundamentally ambiguous.
Therefore, we will report the marginal effects for better interpretation.

The empirical results (Table 3, column C) indicate that pay cuts have a negative
statistical significant impact on job satisfaction. Most of the predictors exhibited
significant relationship to job satisfaction at 1% or 5% level. In addition, high educated
and high skilled clerical male workers have higher levels of job satisfaction. Age and
working hours are negatively correlated to job satisfaction. With respect to Greece, job

satisfaction levels are significantly lower compared to most of the European countries.

CONCLUSION

Falling labour earnings were observed in many countries since the Great Recession.
Given that there is not much work on this important issue, the main aim of this chapter
was to investigate the way that falling labour earnings affect the workers’ psychological
well-being and job satisfaction. The chapter utilized a large sample to test the above
relationships by using data from thirty three European countries and Turkey. In
particular, the results indicate that pay cuts have a highly significant negative effect on
the psychological well-being and job satisfaction. This implies that pay cuts reduce
workers’ psychological well-being and job satisfaction compared to those whose pay
does not change or increase.

Although the relevant literature is not very extensive, some prior empirical research
on psychological well-being and job satisfaction in general provides some insights
regarding the main variables (see Smith, 2013; Boyce et al, 2014). Our results indicate
that males demonstrated higher levels of psychological well-being than females.
Previous evidence on gender differences in their associations with psychological well-

being has been inconsistent. Available literature implies that women tend to report
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higher happiness (for instance, Dolan et al., 2008; Huppert, 2009; Drakopoulos &
Grimani, 2013b) but worse scores on mental health assessment scales (Alesina et al,
2004), although a few studies report no gender differences (for instance, Louis & Zhao,
2002). On the other hand, Stevenson and Wolfers (2009) study showed that measures of
subjective well-being indicate that women’s happiness has declined both absolutely and
relative to men. One of the main explanations for these results might be that women may
simply find the complexity and increased pressure in their modern lives to have come at
the cost of happiness.

Furthermore, our findings point to a negative relationship between age and
psychological well-being, which is consistent with other studies such as Van Praag et al.
(2003) and Drakopoulos & Grimani (2013a). Many papers on the determinants of
happiness and well-being, suggest a U-shaped relationship between age and well-being
where the youngest and the oldest are happiest while the middle age groups are the least
happy (Drakopoulos & Grimani, 2013b). One explanation here has to do with the higher
expectations of the younger age group compared to older individuals (Clark and Oswald,
1994; Gerdtham and Johannesson, 2001). In addition, tertiary education and high skilled
clerical were related to the highest psychological well-being and job satisfaction (see for
instance: Drakopoulos & Grimani, 2013a). A negative relationship was also found
between working hours and psychological well-being, implying that individuals who
have longer work hours report lower psychological well-being. The evidence is
consistent with other empirical work such as Galay (2007). Finally, psychological well-
being is higher for Greece while job satisfaction is lower compared to most of the
European countries.

The above empirical findings link psychological distress issues to financial loss, and
this is consistent with other available studies. In spite of these indications, many
companies have nonetheless been slow to adopt innovative mental health management

practices in the workplace (Williams, 2003). Thus in terms of policy issues, rising



The Effect of Pay Cuts on Psychological Well-being ... 17

psychological well-being not only benefits the employees themselves, but it can also
save companies substantial costs, since employees will show up for work and be more

efficient and productive in their work environment.
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