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Chapter 6 

Do individuals maximize their 
satisfaction with life? 

6.1 Introduction 

In this chapter, we investigate whether the choice behavior of individuals 
is consistent with the idea that they try to maximize self-reported levels 
of general satisfaction. Our purpose is to assess the possible usefulness 
of satisfaction questions for economics in general and policy questions in 
particular. If individuals try to maximize self-reported satisfaction levels, 
then a satisfaction level corresponds to the economic notion of an ordinal 
utility level. Moreover, as satisfaction levels also have normative connota
tions in the classical utilitarian sense, they may be used to make normative 
statements about policies. 

In this first section, we use the psychological literature on satisfaction 
levels to build a descriptive model which explains how individuals answer 
satisfaction questions. We then derive two predictions as to the verbal and 
choice behavior that would be consistent with the idea that individuals try 
to maximize their general satisfaction level. 

In the second section, the predictions are tested on large Russian and 
German panel data sets with parametric and semi-parametric techniques. 
The main theoretical prediction is that individuals will want to make 
changes in those areas of their lives that they are unsatisfied with. This 
will be investigated with the help of partial satisfaction levels, which are 
the levels of satisfaction that individuals enjoy in specific areas of their 
lives. We investigate whether a low level of satisfaction in a particular 
area of life is correlated with the plan to change current conditions in 
that area, for several partial satisfactions of individuals, namely satisfac
tion with marriage, satisfaction with the current job, and satisfaction with 
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138 Chapter 6 

current housing conditions. 
We then study panel data sets to see whether low satisfaction in a 

specific area of life in a previous period has led to changes in those areas 
of life this period. Finally, we investigate whether individuals tend to find 
those areas of life important which gave them a lot of satisfaction in the 
past, since one of the easiest ways for an individual to be satisfied in general 
is to concentrate on those areas with which he is satisfied. 

Although the results give some support to the predictions, it turns out 
that there is a lot of variation at the individual level: most decisions and 
intentions are not fully explained by satisfaction levels and the other in
dividual characteristics measured. Our preliminary conclusion is therefore 
that there may be some truth in the hypothesis that self-reported satis
faction is the maximand of individual behavior, but it cannot be affirmed 
with any confidence. 

6.1.1 current findings 

In the psychological literature there are several theories as to the meaning 
of self-reported satisfaction levels1. Rather than discussing them all one 
by one, the interpretation used by Kahneman (1998) is followed because it 
is intuitively attractive and lends itself well for hypothesis building. 

Like other invertebrates, humans have specific brain centers which con
tinuously evaluate current experiences so as to allow them to make deci
sions about the continuation of current activities and to decide on their 
response to experiences (see Shizgal (1988)). These 'instant evaluations', 
which in the human case are self-reported on a good/bad scale2 are termed 
'momentary satisfaction levels' (MSLs). In the conception used by Kahne
man, which goes back to at least Bentham (1798) and Edgeworth (1881), 
self-reported levels of satisfaction are an aggregate of these MSLs. In its 
simplest form, satisfaction with life, also termed general satisfaction, is a 
weighted average of the MSLs over the period T\ to T^. 

GS%= ƒ 2 {mu(MSLut) • MSLü}dt 

and 

2mit(MSLi,t)dt = 1 
/ , 

1See e.g. Veenhoven (1996), Diener et al. (1997), Van Praag and Frijters (1998) and 
the chapters in Kahneman, Diener and Schwartz (eds, 1998) for overviews. 

2Different studies use different wordings (good/bad, negative/positive, favor
able/unfavourable, etc.). Individuals seem to interpret these words in roughly the same 
way. 
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where GSi denotes the satisfaction with life as a whole as reported 
by individual i, and m(.) denotes a memory function which weights each 
momentary satisfaction level of the individual at time t, denoted by MSLit. 
The memory function depends on t and on the whole stream of MSLs, 
which is denoted by M S Li. The idea that general satisfaction is a weighted 
average of momentary satisfactions, is reflected by the condition that the 
memory weights mu add up to one. This way of arriving at a self-reported 
general satisfaction level is illustrated in Figure 1.1, where we have taken 
m(.) to be a constant and hence show the case where all MSLs have equal 
weights: 

The flow of MSLs and general satisfaction 

GS 

1 2 

t —-> 

Figure 6.1: General satisfaction as the integral of a flow of momentary 
satisfaction levels (MSL). m(MSL,t)= 0 iff t < l , t>2. 

General satisfaction equals the average level of momentary satisfactions 
from Ti to T2 and equals the shaded area as time weights are to equal 1 in 
this example. In principle, the method allows for the idea that individuals 
include all the MSLs they ever had and anticipations of MSLs in the future 
into their general satisfaction level. This way of conceptualizing satisfac
tion levels also allows for an interpretation of partial satisfaction levels. A 
partial satisfaction level is also a weighted average of MSLs but each par
tial satisfaction has its own weight function: the moments an individual 
counts as relevant for a particular domain have a higher memory weight 
than the moments an individual does not deem relevant for that domain. 
Some moments may be relevant for many domains and individuals may 
have other ideas about the boundaries of domains. 

Three issues are elaborated, keeping in mind that we want to use the 
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framework to assess whether individuals use satisfaction levels to make 
choices: how do individual circumstances affect MSLs, how do individu
als construct the memory weights mit, and how do individuals evaluate 
possible future events? Below, some empirical results on each of these 
questions will be presented and discussed. In each case, the literature will 
be used to formulate falsifiable hypotheses as to the behavior which would 
be consistent with the idea that individuals try to maximize their general 
satisfaction levels. 

It has been found that the level of momentary satisfaction individuals 
derive from an experience depends on a reference position, which in turn 
depends on previous and anticipated experiences. Put simply, the 'higher' 
the reference position, i.e., the higher the level of anticipations, of an in
dividual, the higher the outcome must be in order to achieve a certain 
momentary satisfaction level. Because the reference position adapts with 
new experiences, this finding is known best under the name adaptation 
theory3. The expectations an individual has of future experiences will de
pend on the ability of an individual to obtain favorable experiences. This 
in turn is determined by external constraints and individual abilities. For 
example, an individual's expectation of his future income depends on the 
availability of work and on the ability of the individual to find work and 
perform complicated tasks. If the realized experiences are better than ex
pected, then the individual will not expect to be able to improve on these 
circumstances. If the realized experiences are worse than expected, an in
dividual will hope to improve them by changing his circumstances. This 
leads to the hypothesis that individuals will intend to change the areas of 
their lives with which they are unsatisfied this period and will have changed 
those areas of their lives they were unsatisfied with last period. We split this 
hypothesis in two parts in the results section. First, we consider whether 
the intentions of the individual are related to low satisfaction levels with 
respect to the area involved. Secondly, we look at whether we can explain 
some actual choices made by individuals by looking at the satisfaction 
values in the previous period. 

The memory weight m,t of an MSL has been found to depend on its 
relative position in a stream of MSLs (Kahneman et al. (1993)). If the 
MSL of a specific moment is particularly pleasant or unpleasant relative to 

3There is a whole host of theories which consider the idea that the reference position 
can be formed by comparisons with the experiences of oneself or of other individuals, 
such as the prospect theory of Kahneman and Tversky (1979). Some psychological 
works on this issue: Helson (1964), Brenner (1993), Cohen and Axelrod (1984), Gilad 
et al. (1987); some economic work on this issue: Veblen (1898), Duesenberry (1949), 
Van Praag (1971), Kapteyn (1977), Clark (1998). 
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what has preceded or followed in a certain time period, the MSL of that 
moment will have a disproportionately large influence on self-reported sat
isfaction levels. Extreme experiences are remembered better and, because 
remembering is a form of consumption, have a large influence on subsequent 
MSLs. It has also been found to be the case that the last MSLs in a period 
are of particular importance for self-reported levels of satisfaction. This 
finding has been termed the peak-end rule by Kahneman et al. (1993). 
To clarify, suppose that in a medical operation without anaesthetic, the 
pain (negative momentary satisfaction) experienced first increases, reaches 
a peak, and then decreases. The evaluation that an individual gives of 
this operation can then be well-predicted by the level of pain experienced 
at the peak and at the end: the pain at other moments has hardly any 
perceptible influence on the evaluation. 

An important point to watch out for in empirical analyses is that these 
memory weights are very easily manipulated by the researcher (see e.g. 
Schwarz (1995) for an extensive discussion of this issue): the momentary 
satisfaction levels associated with the experiences an individual is reminded 
of just before answering satisfaction questions, are more important for that 
reported satisfaction level. As a demonstration of this bias, we report 
the results of a simple OLS-analysis. The data comes from a sample of 
Russians in 1995 and will be described later in detail. The endogenous 
variable is the answer to the question "how satisfied are you with the 
financial situation of your household on a scale from 1 to 10, where 1 
stands for very unsatisfied and 10 for very satisfied". The first exogenous 
variable is the household income from all activities before tax. The second 
is the log-mean of the Income Evaluation Question (see previous chapters). 
Now, the financial satisfaction question happens to have been posed twice 
in the same interview. The first time, it was posed before the exogenous 
variable-questions and the second time it was posed after. Regressing both 
endogenous variables on the same exogenous variables yields: 

The importance of the order of questions for financial satisfaction* 
Financial Satisfaction 1 t-value Fin. Sat. 2 t-value 

ln(Income) L6Ö 8.2 1.90 22~X 
M -1.39 6.4 -1.62 17.1 

N 1442 1442 
R2 0.04 0.26 

*Financial Satisfaction 1 denotes the endogenous variable posed first. 
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Looking only at the differences in the coefficients, we see from these 
OLS regressions that the effects of the exogenous variables were some 20% 
greater when the question on financial satisfaction was asked immediately 
after these questions than when the question was asked before. Also, the 
empirical fit has increased substantially, witness the large increase in R2. 
As these particular exogenous variables, income and the financial needs of 
a family (//), are major elements in the life of the respondent so that he 
will often be reminded of them anyway, the effect of posing these questions 
just before the satisfaction question will probably be a lot less than for 
questions on otherwise less important and less remembered subjects. The 
20% bias found here may be seen as a lower bound. 

Not only a questionnaire can trigger memory: individuals have limited 
control over what they remember. Selective memory effects are known 
from the theory of cognitive dissonance (Festinger (1957)) which shows 
that individuals are more likely to remember things if they fit in with 
their pre-conceived ideas. It has also for long been known that individuals 
use their memory to explain events and occurrences in a way beneficial 
to their own circumstances. For example, Pettigrew (1979) showed that 
successful individuals attributed success in general to personal factors or 
factors under their control, whereas unsuccessful individuals attributed 
theri lack of success to bad luck or other factors outside their control. 
Both groups interpreted reality in such a way that it promoted their own 
satisfaction and remembered those facts beneficial to their point of view. 

The possibility of a selective memory leads us to expect that individuals 
increase the memory weight of more pleasant events in their lives and 
reduce the memory weight of unpleasant events (repress them). This leads 
to the hypothesis that the importance of an area of one's life will increase if 
the individual was more satisfied with this area in previous periods. In other 
words individuals wanting to be satisfied should only pay attention to those 
areas of their lives that they were satisfied with in the past. We will test 
this prediction in two ways in the results section. Firstly, we will examine 
survey questions about the importance of several sub-areas of life for an 
individual, where we expect that individuals who are more satisfied with 
a particular area of their lives will tend to find that area more important. 
Secondly, we will investigate how the importance of partial satisfactions 
for general satisfactions changes over time. We will then try to explain the 
weight of several sub-areas of life for general satisfaction using the answers 
concerning partial satisfactions in the previous period. The thought behind 
this is that individuals cannot change the importance of an area instantly 
and that they therefore slowly increase the importance of areas with which 
they are most satisfied and slowly decrease the importance of areas that 
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they are less satisfied with. If this adaptation takes some time, we should 
see a significant effect of a partial satisfaction in the last period on the 
weight of that partial satisfaction for general satisfaction this period. We 
expect to see that the weight of the partial satisfaction areas for general 
satisfaction increases if the individual was more satisfied with the area 
involved in the previous period. 

Predictions of individuals of the satisfaction value of future events are 
prone to human deficiencies. Firstly, individuals seem unable to anticipate 
changes in their reference position. As a result, they fail to anticipate 
that they will value something higher when they possess it. In Festinger's 
(1957) experiment for instance, the subjective desirability of a consumer 
good as reported by test persons increased markedly after an individual 
had chosen that consumer object: an object that was purchased appeared 
more beautiful and more useful than it had done before the purchase. The 
finding that individuals fail to anticipate before a purchase their change in 
evaluation after a purchase is known in economics as the endowment effect 
(Thaler (1980)), and has been replicated in many psychological choice-
experiments (e.g. Kahneman et al. (1991), Loewenstein and Adler (1993), 
Simonson (1990) and Kahneman and Snell (1992)).4 

Another problem individuals face when they anticipate future outcomes 
is that they overestimate small probabilities and underestimate large prob
abilities, as demonstrated by Kahneman and Tversky (1979), Van de Stadt 
et al (1984) and Tversky and Fox (1995). This helps explain gambling, in
surance and tournaments (see Frijters (1998c)). The point of these two 
findings for this chapter is that it is hard to infer from the satisfaction 
effect of choices whether individuals were trying to maximize their satis
faction levels or not. Individuals may be unsuccessful in maximizing their 
general satisfaction because they fail to take a change of reference posi
tion into account and they cannot deal with small probabilities. We can 
therefore only check whether the individual's intentions and choices are 
consistent with the idea that they try to maximize general satisfaction. 

6.2 Data, methods and results 

The first panel data set used is the Russian National Panel data set, from 
which we used the first two waves, collected in 1993 and 1994. The second 

4I t has been argued that this effect is evolutionary driven because individuals who 
have learned to value what they have will defend it more rigorously and will also have 
a better bargaining position when others want to offer them alternatives (they can 
credibly say no to unfair offers). 
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panel data set is the German Socio-Economic Panel (GSOEP), described in 
Wagner et al. (1993)5, of which we used the 1992 and 1993 West-German 
waves. Both data sets have extensive information on socio-economic vari
ables of individuals, such as on income, demographic composition, and 
education. These panel data sets also have extensive information on the 
general satisfaction levels of the respondents and on satisfaction levels with 
particular areas of their lives. Furthermore, both panel data sets have some 
information on the intentions of individuals to change areas of their lives 
and have information on the actual changes made since the last interview. 
The precise definition of the variables used in this chapter is given in the 
appendix. For both data sets, reweighting measures were used initially to 
see whether sample-selection biased the results, but as they did not influ
ence the results significantly, the results shown are on unweighted samples. 
A general discussion of selection issues and general characteristics of the 
Russian data set can be found in the chapter on poverty in Russia (chapter 
2). 

Consider first the binary endogenous variables, i.e., intentions and ac
tions. Denote such an endogenous variable of an individual i by y{ which is 
1 if an individual has-an intention to take an action (or has acted), and 0 
otherwise. Now, we want to explain this variable by a vector of exogenous 
variables x*. It is then standard to presume that there is a latent variable 
y* which is continuous and influences y{ in the following way: 

y*i = x'iß + ei 

yt = 1 i f fy*>0 

yi = 0 i f fy*<0 

The problem of how to estimate ß depends on the assumptions we make 
about the distribution of e{. First, we make the standard assumption that 
ti is normally distributed, which allows us to find ß with the use of the 
Probit technique. There is no real reason however why e* should be nor
mally distributed. We also use a semi-parametric method which makes few 
assumptions on the error-distribution, i.e., the maximum score estimation 
method, mainly in order to see whether the standard assumption makes a 
big difference to the results or not. 

The GSOEP is a longitudinal household survey sponsored by the Deutsche 
Forschungsgemeinschaft and organized by the German Institute for Economic Research 
(Berlin), and the Center for Demography and Economics of Aging (Syracuse Univer
sity). We are grateful to these institutes and the project director Dr. G. Wagner for 
making this dataset available. 
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maximum score estimation 

Manski (1975) suggested estimating ß by maximizing the score, which is 
defined as: 

score = £ ( 2 i f c - l ) f c 
i 

m = 1 iSx'^>0 

ik = o iffx;/3<o 

e, as an alternative to assuming a certain error-distribution for _, 
Consider what this score is: If Vi = 1, then the score for that individ

ual will be 1 if fa is 1 and 0 otherwise. If Vi = 0, then the score for that 
individual will be -1 if yt is 1 and 0 otherwise. Translated in terms of the 
present study, this means that the score of the event that individuals have 
changed their situation equals the number of individuals who have been 
correctly predicted to change their situation minus the number who have 
incorrectly been predicted to change their situation. The basic idea of a 
maximum score is hence to look only at whether x\ß is greater or less than 
zero and to maximize the number of times that this sign is correctly pre
dicted. This only requires mild conditions on the distribution of ez. It will 
also be clear though that the score will not be a continuous and smooth 
function of ß, which makes estimation very difficult. We therefore use the 
smoothed maximum score estimator of Horowitz (1992, 1993). This estima
tor maximizes SMS=£(2y* - \)${x'$/h) where h is a small number and 
$(.) denotes the cumulative normal distribution. Hence in this version, 
Vi = ^{x'iß/h). We can see that for very small values of h, the smoothed 
maximum score will be very close to the maximum score as $(x'$/h) will 
be 1 if x'ß > 0 and h is relatively small. Üfäß/h) will be 0 if x'j3 < 0 and 
h is relatively small. The advantage of this version of maximum score es
timation is that the smoothed maximum score is a continuous and smooth 
function of ß, which facilitates estimation and makes deriving inferences 
easier (see Horowitz (1992,1993) for a fuller exposition). The smoothed 
maximum score has many local optima though, which required a global 
optimum searching algorithm to find the global optimum. For this, we use 
the fast simulated annealing technique by Szu and Hartley (1987), which 
was adapted for smoothed maximum score estimation6. The bandwidth 
h is chosen with Horowitz' (1992) plug-in method. After the simulated 
annealing program has yielded a point near the global optimum, we use a 

I thank Joel Horowitz for supplying a copy of the original program. 
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Newton-Raphson procedure to find the global optimum. As the likelihood 
surface is very flat in the optimum, we use bootstrapping to obtain con
fidence intervals. In the analyses of actual choices, however, the optimal 
point of the maximum score estimator corresponded to the situation that 
all yiS were predicted to be zero (because the percentage of individuals ac
tually changing circumstances was typically about 5%). In that case, the 
maximum score estimator is undetermined7 and is hence not shown. For 
the other analyses, the coefficients of the SMS are only determined up to 
scale and we have to fix the coefficient of one of the variables and normal
ize the other coefficients. We chose to make the SMS-results comparable 
to Probit results. This means that for each analysis, we chose a variable 
whose Probit-coefficient is significantly positive as the normalization vari
able and assigned the Probit-coefficient to that variable. Consequently, the 
variable which has been normalized may differ in different analyses. 

6.2.1 The intention to change in Russia and Germany 

In the Russian panel data set we have information available on the inten
tions of individuals to change their circumstances in three spheres of their 
lives, namely the intention of individuals to change their family conditions, 
their housing conditions and their job conditions. In Table 1, we report 
the effect of various factors on the probability that an individual intends 
to make specific changes to an aspect of his life. The dependent variable 
equals one if an individual indicated a specific intention to change an area 
of his life, and equals zero otherwise. We include variables denoting the 
ability of the individual to change an area of his life, such as income, age, 
education, the financial needs of the household (denoted by //) and gender 
as explanatory variables. The financial need of the household here refers to 
the income the household claims to need to label that income level as 'not 
good, not bad'. We also include variables denoting the current satisfaction 
levels of the individual and the relative place of the partial satisfaction 
level involved. We include two dummies, one that denotes whether the 
partial satisfaction involved is the maximum satisfaction level of all the 
partial satisfaction levels reported, and a second which denotes whether 
the partial satisfaction level equals the minimum partial satisfaction level 
as an indication of the relative place of a partial satisfaction level in the 
set of partial satisfactions. 

7For instance, if x\ß = ß0 + xußlt then it can easily be seen that if ß0 + i K f t is 
less than zero for all i, then ß0 - a + xußi will also be less than zero for all i for any 
positive value of a. Hence both lead to the same score. 
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Table 1: Concrete intentions to change an aspect of one's life by personal action in Russia 
Family situation housing situation job situation 

Probit SMS Probit SMS Probit SMS 

circumstances 
ln(income) 0.06 0.06a 0.22*** 0.23*** -0.07 -0.06*** 
education 0.02* 0.02*** 0.01** 0.02*** 0.01 0.01 
male -0.12 -0.24*** 0.03*** 0.03a 0.26*** 0.26° 
ln(age) i i 4*** 11 4#*# -0.97*** -0.97*** -1.04*** -1.05*** 
In2(age) -1.72*** -1.72*** 

ß 0.02 0.02* 0.04 0.03 0.19*** 0.19*** 
satisfactions 

life satisfaction -0.07* -0.07* -0.03 -0.05 -0.04 0.09 
satisfaction with this sphere -0.30*** -0.31*** -0.26*** -0.26*** -0.44*** -0.38*** 
maximum satisfaction? -0.003 -0.01 -0.41*** -0.25*** -0.11 -0.16*** 
minimum satisfaction? -0.21 -0.20*** -0.23*** -0.24*** 0.01 0.05 

-2Log(L) 1685.2 2845.3 1365.4 
Score 21 27 215 223 9 10 
number of y; equal to 1 446 446 994 994 311 311 
N 1646 1646 2522 2522 1693 1693 

A polynomial age-profile was tried for all intentions. It was retained only if significant. 
*significant at 90% confidence level. ***significant at 99% confidence level. 
Constants are not shown. 
a The coefficients in this column have been normalised to this variable 
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First we look at the Probit results. The explanatory variables have been 
grouped into individual circumstances and individual satisfaction variables. 
Looking at the individual circumstances, we find that age is by far the most 
important. A higher age decreases the intention to change, in the case of 
family life even quadratically so (from 20 years of age onwards, the older 
the respondent gets, the increasingly unlikely becomes the intention of 
making changes in family life). As change brings fixed costs, it may be 
expected that younger individuals have longer to retrieve these costs. An
other explanation for the strong negative influence of age on the intention 
to change is that older respondents have already made all the changes they 
believe could increase their general satisfaction. 

Another individual circumstance, income, plays a less significant role 
in the intention to change. Only the intention to change one's housing 
conditions is significantly increased by a higher income. As changes in 
housing are likely to be costly, this was to be expected. The fact that 
higher income is negatively related to the intention to change one's job 
conditions is also understandable, as those with a high income will not 
want to change jobs. On the other hand, a high level of financial need 
affects the intention to change. Individuals with relatively high financial 
needs may look for a higher paying job. 

Of the other non-satisfaction variables, gender is relevant for increasing 
the intention to change job-conditions.8 A possible explanation is that men 
are more ambitious in the workplace then women. 

As to the influence of satisfaction variables, the most important factor 
in all three areas of satisfaction is the absolute satisfaction level of the 
particular sphere involved. The relative place of the partial satisfaction 
amongst all reported partial satisfaction levels is less important. The fact 
that a maximum partial satisfaction with respect to housing reduces the 
likelihood that an individual intends to change his housing conditions, con
firms our expectation that an individual will put least priority on changing 
the sphere of his life with which he is most satisfied. On the whole though, 
there is no overall pattern which would suggest that an individual makes 
priorities in his intentions. It seems rather that individuals intend changing 
any sphere with a low satisfaction value. 

If we now look at the SMS-results, the estimated coefficients are very 
close, both in size and significance, to the Probit coefficients. The sig-

8 An interesting sideline is that when individuals are asked whether they intend to 
change anything, males are much more likely to say they will change something. When 
however asked about the specific changes they intend to make (for which we report 
the results), the gender effect reduces. It seems that more men than women intend to 
change an area of their lives while having no firm plans as to what to change. 



Do individuals maximize their satisfaction with life? 149 

nificance of the estimates, measured as the number of significant coef
ficients, is somewhat higher for the SMS-technique though, as was also 
found by Horowitz (1993). It hence seems that the employment of the 
SMS-technique adds little extra insight in this case, except that the as
sumption of normally distributed error terms seems a good approximation 
for this problem, which suggests robustness of the results. 

In Table 2, the results are given for the probability that German re
spondents intend changing their housing conditions: 

Table 2: Intentions to change the housing situation by personal action in Germany 
housing sit. 

Probit SMS 

circumstances 
ln(income) -0.02 -0.02* 
education 0.07*** 0.07a 

male 0.02 0.01 
ln(age) 4.22*** 4.25*** 
In2 {age) -0.68*** -0.69*** 

satisfactions 
life satisfaction -0.02 -0.02 
satisfaction with this sphere -0.12*** -0.12*** 
maximum satisfaction? -0.10* -0.10 
minimum satisfaction -0.06 -0.06* 

-2Log(L) 4147.7 
Score 10 11 
number of yj equal to 1 988 988 
N 4119 4119 
*significant at the 90% confidence level, ***significant at the 99% confidence level 
a results are normalised to this variable 
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Again, the absolute level of the partial satisfaction involved is an im
portant variable with the expected sign. As in Russia, the higher the 
education, the more likely an individual is to intend to change. With re
spect to age, we find again that the higher the age (from the age of about 
11 upwards), the lower the probability of intent to change. The difference 
between the outcomes of the two methods, Probit and SMS, is small, which 
also suggests robustness of the results in the German case. 

6.2.2 Actual changes 

Here we look at whether individuals in Russia have actually made changes 
from period 1 to period 2 for the areas of work and of housing. Because the 
SMS-estimates were not unique, they are not shown and only the results 
from the Probit-procedure are presented. 

Table 3: Choices in housing and work in Russia from 1993 to 1994 (Probit) 
housing sit. t-val job sit. t-val 

circumstances in 1993 
ln(income) 0.13 1.7 -0.02 0.2 
education 0.02 1.8 -0.01 0.8 
male -0.02 0.3 0.53 4.2 
ln(age) 0.89 0.4 12.6 2.3 
ln2(a^e) -0.0001 0.5 -1.75 2.4 

ß -0.04 0.5 -0.004 0.1 
satisfactions in 1993 

life satisfaction 0.01 0.3 0.06 0.8 
satisfaction with this sphere 0.08 1.1 -0.21 2.1 
maximum satisfaction? 0.07 0.6 0.12 0.7 
minimum satisfaction 0.04 0.4 0.11 0.6 

-2Log(L) 1374.8 536.2 
number of y* equal to 1 272 84 
N 1432 968 

Table 6.3: a real change in an individual's housing conditions is defined to 
have occured when the individual moved to another house, bought or rented the 
current house, repaired his own house, had a lodger move in, or made another 
change specified by the respondent. A real change in an individual's job con
ditions occurred when the individual went to work for another organisation or 
started his own business. 
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The results for Russia in Table 3 reveal a tale of insignificance. Only 
gender, age and job satisfaction are significant explanatory variables for 
whether a change occured in the job situation. As expected, males are more 
likely to change their job. Until 18 years of age, the likelihood of changing 
one's job situation increases, whereafter the likelihood decreases ever more 
sharply. The fact that the higher the satisfaction with the job the previous 
year, the less likely a change is, is consistent with maximizing behavior 
of respondents. The explanatory power is weak, may be due to the high 
volatility of the situation in the Russian republic over the 1993-1994 period: 
in the present uncertain Russian situation events which are uncontrollable 
and unforeseen by respondents may be the main determinants of changes. 
We also noted that the number of actual changes is less than the number 
of intended changes. 

As for housing changes,there were no significant factors. A test for 
general insignificance of all variables could not be rejected for housing 
changes. There simply seem to be too many random changes in between 
years for the variables of previous years to have any significant influence 
on the housing changes. 

For Germany, Table 4 shows more significant results: 

Table 4: Real changes from 1993 to 1994 in jobs and family life in Germany* 
Divorced/separated? t-val Quit job? t-val 

circumstances in 1993 
ln(income) -0.07 1.0 -0.05 0.7 
education 0.04 1.7 0.02 1.2 
male -0.08 0.6 -0.13 1.5 
ln(age) -0.02 5.0 0.05 1.5 
In2 (ape) -0.0012 2.5 

satisfactions in 1993 
life satisfaction -0.10 1.6 0.03 0.5 
satisfaction with this sphere* -0.20 2.4 -0.15 2.2 
maximum satisfaction? 0.19 1.2 0.12 1.0 
minimum satisfaction -0.53 2.8 -0.06 0.3 

-2Log(L) 495.3 868 
number of y, equal to 1 51 122 
N 4119 2328 

*For the family situation there was no clear corresponding 
partial satisfaction. The one used is satisfaction with leisure time. 
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We find again that the more dissatisfied an individual was with the area 
in question the previous year, the more likely it was that an individual 
would choose to change his circumstances . Also, the tendency of older 
respondents to be less likely to change is again reflected here. When it 
comes to quitting the job, we find that the probability increases until the 
respondent is about 25 years of age, after which the probability decreases, 
reflecting the high job-turnover of younger employees. 

On the basis of the results for Germany and Russia it seems that satis
faction variables have little explanatory power for choices and intentions. 
There are so many changes from one year to the next and there are so 
many circumstances beyond the control of the individual (opportunities 
for promotion, the attitudes of other household members, luck, etc.), that 
the relationships between the explanatory variables and actual changes 
is rather tenuous. This holds especially for the data set of the Russian 
Republic and less so for the West-German data set. 

Nevertheless, the significant relationships are as expected: the lower 
the partial satisfaction with an area in the last period, the higher the 
probability of a change in this period. 

6.2.3 importance factors and weights 

Now we look at whether individuals find the areas of their lives with which 
they are satisfied, more important. First, we analyze the question posed in 
the German panel data set of whether success in the job was important to 
the individual (many other importance questions were posed, but only this 
one has a clear corresponding partial satisfaction question to accompany 
it). Keeping in mind that the higher the dependent variable, the more 
important an individual thinks that success in his job is to him, we find 
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Table 5: The importance of job succes in Germany 
import, of job t-val 

circumstances 
ln(income) 
education 
male 
age 
age2 

satisfactions 
life satisfaction 
satisfaction with job 
maximum satisfaction? 
minimum satisfaction 

-2Log(L) 8634.4 
_N 4005 

The method used is ordered-probit. The intercepts are not reported. 

0.08 2.9 
0.007 0.9 
0.36 9.5 
0.68 0.8 

-0.23 1.8 

0.001 0.0 
0.12 7.2 
0.12 2.2 

-0.04 0.5 
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Here the results rather conform to expectation, as the importance of 
work increases with the satisfaction with work. The coefficients of the 
dummies denoting the relative place of satisfaction with work are also as 
expected. 

The fact that older individuals find work less important fits neatly with 
the fact that they are less likely to intend to change their work situation: 
why change something that is not deemed important? We also find that 
male respondents are more likely to find their job important, which may 
indicate a higher level of ambition. We may hence confirm the hypothe
sis that satisfaction with work is positively correlated with the subjective 
importance of work. 

The second way we investigated whether individuals adapt their opin
ions as to how important several areas of their lives are for their general 
satisfaction, was by postulating that if an individual was very satisfied 
with a subfield in the previous period, this subfield is going to be more 
important to the individual in this period. If for instance an individual is 
very unsatisfied with his housing conditions, he may adapt to the situation 
by spending less and less time in his house and may try to spend less time 
thinking about his housing conditions. The mechanism of reducing the 
importance of those areas of one's life with which one is very dissatisfied 
may hold for all partial satisfactions. We thus predict that the importance 
of an area of one's life for current life satisfaction depends on the partial 
satisfactions of the previous period (PEjit-i): 

M 

GElife>t= X'ß+ J2 (aj+-yjPEjtt-1)PEjt+6GElife<t-1+eit 
j = i 

The prediction is that jj , which denotes the influence of the partial 
satisfaction in the previous period on the weights of the partial satisfaction 
in this period, is positive.9 As to specification, we present both the results 
when the term 6GEufeit-i is included and when it is not. When 8GEnfe^i 
is included, the implicit assumption on the error-structure is that eit and 
eit_i are not correlated10. 

We must mention that we tried a least-absolute-deviations (LAD) esti
mator with bootstrapped confidence intervals in order to see whether the 
assumption of normality of the error-terms had any effect in this case. The 

9 The results for this reduced-form model are only used for this hypothesis. For 
a much more in-depth analysis of the explanation of life-satisfaction from the partial 
satisfaction, see chapter 5. 

10See the previous chapter for a discussion on the problems that alternative specifi
cations, which could take more complex interdependecies into account, entail. 
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LAD-estimator minimizes Y\GEHfe<t - GEHfe,t\ over all individuals and 
only assumes that the error term has expectation zero. As the differences 
were minute, we have not shown the results here as they merely suggest 
that the assumption of normally distributed error-terms seems a reasonable 
approximation in this case. 

The results for Germany and Russia are: 

Table 6: The weights of satisfactions in previous years on general satisfaction 
Russia 1994 Germany 1993 

GS. t-val GS t-val GS t-val GS t-val 

job sat a 0.15 3.9 0.16 4.0 0.14 8.0 0.15 8.2 

7 -0.002 0.6 0.005 0.9 0.004 1.4 0.008 3.0 

fin sat a 0.27 6.8 0.28 6.8 0.14 6.7 0.15 6.8 

7 0.005 0.8 0.01 1.6 0.006 1.5 0.02 4.5 

housing sat a 0.08 2.2 0.09 2.3 0.10 5.2 0.10 5.4 

7 0.009 1.2 0.01 1.7 0.002 0.9 0.005 2.1 

health sat a 0.19 9.6 0.21 10.4 

7 -0.006 2.3 0.001 0.4 

family sat a 0.18 5.3 0.19 5.4 

7 -0.001 0.5 0.006 0.1 
social sat a 0.17 4.8 0.17 4.7 

7 0.002 0.7 0.005 1.1 

leisure sat a 0.08 4.6 0.09 5.2 

7 0.007 2.8 0.01 3.7 

gen sat t_i 0.14 3.8 0.26 12.4 

X'ß 
ln(income) -0.05 0.7 -0.05 0.7 0.02 0.8 0.02 0.9 

education 0.01 1.5 0.01 1.6 0.003 0.6 0.002 0.4 

male -0.01 0.4 -0.02 0.3 -0.03 1.2 -0.03 1.0 

ln(age) 0.08 0.3 0.07 0.2 -0.22 1.4 -0.29 1.8 

In2 (ape) -0.0001 0.6 -0.0001 1.2 0.0001 1.6 0.001 2.1 

M 0.04 0.7 0.04 0.5 

R2 0.38 0.36 0.50 0.42 

N 622 622 2080 2080 

Satisfaction with environment is insignificant and not shown for Germany. 
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The results tell a mixed tale: when the general satisfaction of the pre
vious period is not used as a control, all the 7's are positive and their 
combined effect is significantly positive. When the general satisfaction of 
the previous period is used as a control, virtually all the 7's are positive, 
but most are insignificant. It hence seems likely that part of the effect of 
the 7's in the specification without the general satisfaction of the previous 
period pick up part of the effect of the omitted variable GElife}t-i. As most 
of the 7's are positive in both tables though, there is some indication of a 
selective memory effect. 

It may be the case that adaptation takes less than one year, the time 
between the available panel waves. An individual experiencing a very low 
satisfaction level in one area of his life may start ignoring this area of his 
life in a matter of weeks rather than years. Indeed, the study by Suh et al. 
(1996) suggest that only the events of the last 3 months are relevant for self-
reported satisfaction levels. If this is also the case in the yearly panel data 
we use here, we would expect more significant results with more frequently 
interviewed respondents. 

We thus find some evidence that respondents claim to find an area more 
important if they were more satisfied with that area in the past. 

6.3 Conclusions 

We set out trying to see whether individual's verbal and choice behavior 
was consistent with the hypothesis that they are trying to maximize self-
reported levels of satisfaction. 

The respondents we investigated were more likely to intend to change 
those areas they are unsatisfied with this period, were more likely to ac
tually have changed those areas they were unsatisfied with last period, 
and tended to find the areas of their lives they are dissatisfied with less 
important. An analysis as to the sensitivity of these results to the max
imization criterion chosen suggested that the results were more reliable 
for the GSOEP data set than for the Russian data set. The combined 
results give some (tenuous) support to the hypothesis that individuals in
deed try to maximize self-reported levels of satisfaction. At the very least, 
self-reported levels of satisfactions were more significant determinants of 
intentions and choices than 'objective' variables such as age, education, 
gender and income. 

One of the implications for future research is that year-by-year ob
servations on individuals may be spaced too far in time to capture the 
importance of satisfaction levels on choices because circumstances change 
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quickly and the memory of many events fades rapidly. 

Appendix to chapter 6 

In this appendix, the variables used in the analyses are defined and ex
plained. 

Satisfaction questions 
The satisfaction questions are all translated from a 0-10 scale to an 

(-00, +00) scale by inversely relating them to the empirical distribution 
amongst households. It may be noted that re-scaling makes it easier to 
work with these variables without changing the preference structure or 
qualitatively altering any of the results one would get by analysing the 
raw questions. Some of the satisfaction questions are differently worded 
amongst the two panels, but the differences are assumed to be small, unless 
mentioned as otherwise in the main text. Definitions: 
Life satisfaction in Russia: "How satisfied are you with your life as a whole 
in the present time on a scale of 1-10". 
Life satisfaction in Germany: "How satisfied are you with your life as a 
whole in the present time on a scale of 0-10". 
Financial satisfaction (R): "How satisfied are you with the financial situa
tion of your family in the present time on a scale of 1-10" 
Financial satisfaction (G): "How satisfied are you with your household in
come on a scale of 0-10" 
Housing satisfaction (R): "How satisfied are you with your current housing 
conditions (1-10)" 
Housing satisfaction (G): "How satisfied are you with your current dwelling 
(0-10)" 
Job satisfaction (R): "How satisfied are you with your current job (1-10)" 
Job satisfaction (G): "How satisfied are you with your current work (0-10)" 
Family satisfaction (R): "How satisfied are you with your marriage at the 
current time (1-10)" 
Family satisfaction (G): "How satisfied are you with your leisure time at 
the current time (0-10)" 
Social satisfaction (R): "How satisfied are you with your social contacts at 
the current time (1-10)" 
Health satisfaction (G): "How satisfied are you with your health time at 
the current time (0-10)" 
Environment satisfaction (G): "How satisfied are you with your environ
ment at the current time (0-10)" 
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From these raw numbers, call them Syt (the satisfaction level of individ
ual i in sphere j in period t), we get the empirically used S^t defined by the 
following transformation: S^t = N~1(sijt;Sjt,var(sijt)) whereby sjt denotes 
the empirical average of the satisfaction sphere j and var(sijt) denotes the 
empirical variance of the satisfaction sphere j at time t. See the previous 
chapter for a more detailed explanation of how this works. 

Intentions 
The dummy designating the intention to change the family situation 

(R) is defined as one if the respondent gave an answer indicating a specific 
intent to act to the question: "How are you going to change your family 
life" 

The dummy designating the intention to change the housing situation 
(R) is defined as one if the respondent gave an answer indicating a specific 
intent to act to the question: "How are you going to change your housing 
situation" 

The dummy designating the intention to change the job situation (R) is 
defined as one if the respondent gave an answer indicating a specific intent 
to act to the question: "How are you going to change your job life" 

The dummy designating the intention to change the job situation (G) 
is defined as one if the respondent gave a specific area of housing which he 
intended to improve in the coming years. 

Importance factors, personal characteristics, financial need: 
The importance of the job (G) was defined by the answer to the ques

tion: "How important is success in your job to you: very important/impor
tant/not very important/unimportant". This question was analyzed with 
ordered-Probit techniques. The higher the latent variable the more impor
tant the sphere. 

Education is defined in years attained. 
ß denotes the empirical log-mean of the five questions: "how much 

household income would your family need before taxes each month to say 
that your income was: very good/good/so-so/bad/very bad". Analyses on 
Russia are reported with fi, given the emphasis on the analysis of fi in our 
other publications. The insignificance of the variable for the intentions, 
importances and changes is also present for Germany, where we report the 
analyses without /x as a large proportion of German respondents do not 
have /x—values. It may be noted that for the smaller sample of individuals 
for which we did have German //—values, it was found to be an insignificant 
variable. 

The dummy variable Separated (G) is defined as one when the respon-
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dent indicates that (s)he has been separated from his/her partner over the 
last year. If the individual has quit the job or terminated the contract 
prematurely, the individual is regarded as having quit the job. 

All intentions and actual changes are (0,1) dummy variables. 
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