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Abstract

Using a longitudinal data of British youths, this paper explores the consequences of past
parental unemployment on the current happiness and self-esteem of the children. We find that
a past unemployment spell of the father has important consequences for their children and
leads to them having both lower subjective well-being and self-confidence. In addition, this
paper also presents evidence that both subjective well-being and self-confidence responds
differently to maternal unemployment compared to paternal unemployment. In our final
table, we show changes in adolescents’ well-being and self-esteem predicts educational
attainments at 16. Together these findings offer new evidence of unemployment scarring on
children’s livelihood.
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1. Introduction

The recent global recession, which has been followed by zero growth for many developed
countries, has led to a sharp increase in the unemployment rates of parents with young
children and adolescents. For example, it has been estimated that approximately 1 out of 9 (or
8.1 million) American children under the age of 18 have an unemployed parent (Lovell &
Isaacs, 2010). Comparable figures can be found for other advanced industrialised countries.
Unless the economic climate improves, many parents who are currently unemployed may end

up spending a significant amount of time in an unemployed state.

There is a general consensus within the economics community that past

unemployment significantly lowers wages and an individual’s employability. These results

continue to hold after reemployment (see, e.g., a special issue in The Economic Journal on
unemployment scarring; Arulampalam, 2001; Gregg, 2001; Gregory & Jukes, 2001). In
addition, the non-pecuniary cost of a long unemployment spell on the psychological well-
being of the unemployed is also now widely studied in economics (see, e.g., Goldsmith et al.,
1996; Clark et al., 2001; Lucas et al., 2004; Clark et al., 2008; Knabe & Ratzel, 2009). Yet
much less is known about the extent of any potential damages to the psychological well-being
of the children that have unemployed parents. The current article aims to fill this research

void.

We contribute to the literature by investigating the previously unexplored relationship
between past parental unemployment and children’s psychological well-being in the United
Kingdom. Using a unique longitudinal data set of British youths aged between 11 and 15
years old, we test whether a previous spell of parental unemployment has a persistent
psychological association with reduced happiness and self-esteem for the teenagers even after

the parents are reemployed. We find that it does, and that changes in these subjective



indicators of child’s well-being may be important useful predictors of future educational

attainments at aged 16.

This paper is structured as follows: section 2 briefly outlines some of the key
literature, section 3 describes the data, and section 4 presents the empirical strategy. Results

are presented in section 5, and section 6 concludes.

2. Literature

Previous studies on the long-run impact of an unemployment spell on prospective labor
market outcomes have produced one major conclusion: other than generating a direct loss of
income for the individual, a spell of unemployment also significantly lowers one’s wages and
employability in the future. Evidence of such ‘scarring’ effect of past unemployment is well-
established in the economics literature. For example, Jacobson et al. (1993) show that
workers in Pennsylvania experience significant earning losses five years after their initial job
displacement and that this relationship continues to hold if they restrict attention to those who
find new jobs in similar firms. Using the British Household Panel Survey, Arulampalam
(2001) shows that an unemployed individual when returning to work will on average earn 5.7%
less during the first year of re-entry compared to what would have occurred in the absence of
unemployment and that this wage penalty reduces to 14.7% after three years of work. Stevens
(1997) finds that the negative effect of past unemployment on wages and earnings in the
United States to be large — around 9% - and persistent up to six years after reemployment.
More recently, Gregg (2001) and Gregg and Tominey (2005) use the National Child
Development Survey to demonstrate that men who experience unemployment as youths tend
to earn significantly lower wages and to also experience disproportionately more

unemployment spells in adulthood than they would have otherwise.



There are several theoretical explanations of the scarring effect of a past
unemployment spell on wages and employability. For example, employers might use
individual’s unemployment history as a signal of some losses of skills during the
unemployment spell to sort good workers from bad workers, thereby resulting in a relative
loss of payment amongst those who have been unemployed longer or more often in the past
(Lockwood, 1991; Pissarides, 1992). The loss of earning may also reflect the fact that
unemployed individuals are willing to incur a relatively lower wage when rehired for various
reasons such as a loss of unemployment benefits that increases the incentives for individuals
to take any job regardless of pay, a loss of health due to changes in lifestyles during the

unemployment spell, or from increased disutility from leisure (Arulampalam, 2001).

There may also be a psychological explanation for the wage and employment scarring
following a spell of unemployment. For example, studies in the field of happiness economics
have found unemployment to be one of the largest depressors of individual’s mental health,
self-esteem, and overall subjective well-being (Clark & Oswald, 1994; Darity & Goldsmith,
1996; Goldsmith et al., 1997; Winkelmann & Winkelmann, 1998). The psychological impact
of unemployment is shown in different data sets to be long-lasting, and often continues to
linger even after individuals have been reemployed; that is, a long unemployment spell scars
the psychological well-being of the unemployed (Clark et al., 2001; Lucas et al., 2004; Knabe
& Ratzel, 2009; Powdthavee, 2012). Since happiness and self-confidence have been
demonstrated to be strong predictors of productivity in the workplace (see, e.g., Oswald et al.,
2008; for a theoretical contribution, see Benabou & Tirole, 2002), it is arguable that the wage
penalty on the unemployed, continues to remain years after reemployment, is attributable to
the low productivity rate amongst relatively unhappy workers caused by the experience of

psychological scarring from their previous unemployment spells.



What has received much less attention is whether past unemployment has different
psychological effects on children whose parents have been unemployed longer or more often
in the past." The answer to the question “If children grow up in households with unemployed
parents, does this significantly influence the way they assess their happiness and self-esteem?”
is not intuitively obvious. Holding family income constant, parental unemployment may have
a positive impact on children’s overall sense of well-being through an increase in the time
available for more parent-child interaction regardless of how it is spent (Levine, 2011).
Alternatively, one could imagine that a long spell of parental unemployment might even
lower children’s happiness and self-esteem through the accumulation of different factors,
such as loss of self-esteem for the parents and heightened parental stress and family conflict,
which together can negatively influence how children come to perceive their parents as role
models (McLoyd, 1989; Flanagan, 1990; Christoffersen, 1994). Consequently, this makes the
actual effects of both contemporaneous and previous parental unemployment on children’s

happiness and self-esteem an empirical question; that is the focus of this paper.

We want to address three relatively unexplored questions. First, are children whose
parents are currently unemployed less happy with life and low in self-esteem than those
whose parents are currently in employment? Second, does a spell of parental unemployment
‘scar’ the well-being and self-confidence of children? Finally, is the impact of current
parental unemployment reduced if the parent has been unemployed longer or more often in
the past? We follow the empirical strategy of Clark et al. (2001) and estimate for the United

Kingdom individual fixed effects models aimed specifically to gauge the impacts of past

' There is some research in this area that has focused on the impact of early parental employment (or
unemployment) on objective indicators, such as cognitive development and behavior problems during early
childhood. Results appear to be mixed. For example, whilst some investigators obtain positive effects of
parental unemployment on early cognitive development (Ermisch & Francesconi, 2000; Ruhm, 2004; 2008),
others have found negative impacts (Belsky & Eggebeen, 1991; Stevens & Schaller, 2010; Coelli, 2011; Levine,
2011), or results that differ with the timing of job-holding or specific group or outcome analysed (see, e.g., Blau
& Grossberg, 1992).



parental unemployment on the current happiness and self-esteem of youths aged between 11

and 15.

There are similarities between our work and the recent research of Kind and Haisken-
DeNew (2012). Using a panel data of German adults, Michael Kind and John Haisken-
DeNew estimate the short-run effect of current parental unemployment on the life satisfaction
of their children aged between 17 and 25. They find a statistically insignificant effect of
current parental unemployment on children’s life satisfaction.” However, Kind and Haisken-
DeNew’s seminal work does not examine the possibility of psychological scarring that may
stem from previous history of parental unemployment, nor focus on the relatively younger
children and a measure of non-cognitive skill, such as self-esteem (Heckman et al., 2001), as

we do.

3. Data

The current study uses data taken from the British Household Panel Survey (BHPS). The
BHPS is a nationally-representative household panel covering a total sample of over 10,000
individuals in the United Kingdom, and the survey has been conducted between September
and Christmas each year since 1991 (Taylor et al., 2002). There is both entry into and exit
from the panel, leading to an unbalanced panel data set with an increasing number of
individuals interviewed over time. This is due to the inclusion of children from the original
households who turn 16 and enter the survey, and to the addition of the new members of the

households formed by original panel members.

? That is, unless the reason why parent entered into unemployment is taken into account. For example, Kind and
Haisken-DeNew (2012) show that current paternal unemployment affects children’s life satisfaction in a
negative manner if the reason for entry unemployment is caused by the closure of the company rather than own
decision to resign.



Our paper focuses on the youth sample that first appears in Wave 4 of the BHPS and
then in all subsequent waves. This consists of all 11-15 years old living in each household in
the sample, thus representing an age group that had not previously been included in the
survey. Most of the youth questionnaires such as attitudes towards schools and subjective
well-being were answered by the youth themselves, with 773 children interviewed in the first
wave (Wave 4). The number expands to 1,217 children interviewed in the last BHPS wave
(Wave 18).

The first measure of a child’s well-being is the degree of their happiness with life
overall. Since Wave 4, each adolescent aged 11-15 is asked to describe on a 7-point scale
from 1 (completely unhappy) to 7 (completely happy) how happy they feel about their life as
a whole (YPHLF). The response rate to the happiness with life question is very high at 99.5%
across all waves. There is a long right hand tail in the distribution of children’s happiness,
with 70% reporting high happiness levels of 6 and 7.

Our second measure of interest is the child’s level of self-esteem, which can to an
extent be considered as a component of non-cognitive skills (see, e.g., Heckman et al., 2006;
Blanden et al., 2007; Drago, 2011). This is elicited through six questions that aimed to tap
into each child’s overall sense of worthiness as a person (see Rosenberg, 1979). Since Wave
9, each child is asked to respond to the following statements:

1. 1 feel I have a number of good qualities
2. I certainly feel useless at times*

3. Ilam a likeable person

4. I am inclined to feel I am a failure*

5. Idon’t have much to be proud of*

6. Iam as able as most people



Each youth’s response is coded on a 7-point scale running from ‘completely disagree’ to
‘completely agree’. Starred items are coded in reverse, so that, for example, a value of one
then corresponds to ‘completely agree’. These six are then combined into a total global self-
esteem score in which high numbers correspond to feelings of high self-esteem. The highest
value of Rosenberg’s self-esteem score in our sample is 24, and the lowest is 6. Similar to the
happiness with life scale, there is a long right hand tail in the distribution of children’s self-
esteem, with approximately 70% reporting a self-esteem score of 18 and over. Both measures
of happiness with life and self-esteem are then normalized to have zero means and a standard
deviation that equals one in all regression analysis.

Information regarding each child’s parents, including data on parental unemployment,
both past and present, is matched from the main adult sample to the youth sample. The
current unemployment status of the parents is derived from the responses to the following
‘current economic activity’ question:

“Please look [here] and tell me which best describes your current situation?”

1. Self-employed

2. In paid employment

3. Unemployed

4. Retired

5. Family care

6. Full-time student

7. Long-term sick/disabled

8. On maternity leave

9. Government training scheme

10. Something else.

10



For the purpose of our analysis, we focus our attention on children where both parents are
still present and traceable in the panel. This produces 9,336 observations (3,049 unique
children) for the ‘happiness with life’ regression analysis, i.e., all youths that appear from
Wave 4 onwards; and 6,830 observations (2,407 unique children) in the ‘self-esteem’
regression analysis, i.e., all youths that appear from Wave 9 onwards. This paper also makes
use of earlier BHPS waves (Waves 1-3) to generate lagged unemployment variables for
parents who featured in the earlier waves, i.e., parents who have been unemployed for three
consecutive years in Wave 4 will have been unemployed in every year since Wave 1 of the

BHPS.

4. Empirical strategy

The main idea is that if parental unemployment scars children then we should observe that
children whose parents have been unemployed longer or more often in the past continue to
report lower levels of happiness with life and also to report lower self-esteem scores even
when their parents are now employed at z. We first follow the same empirical strategy as in

Clark et al. (2001) and estimate the following subjective well-being regression equation:

W, = ay+aFU,, +a,MU,, + a,PASTFU,, + a,PASTMU,,

, 1
+ a5 (FU x PASTFU)),, +as(MU x PASTMU),, + X, A +u, +¢,, M

where W, is either the normalized self-rated happiness with life or self-esteem score [with a
mean of 0 and a standard deviation of 1] of adolescent 7 at time #; FU,, is a dummy variable

with a value of 1 if the child’s father is unemployed at ¢ and 0 otherwise; MU, is a dummy
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with a value of 1 if the child’s mother is unemployed at # and 0 otherwise; PASTFU ,, and
PASTMU ,, are the percentage of the last 3 years in unemployment; X is a vector of personal,
parental and household characteristics affecting the child’s happiness and self-esteem;u, is
child fixed effects; ¢, is the error term. We experimented with more than 3 years. However,

our main results are based on specification that focuses on the past three-year unemployment
rates of the parents. Here, the past parental unemployment variables take a value between

zero and unity. More formally,

“Ratio of time father/mother spent in unemployment from t-3 to t-1"
= () if no previous years of unemployment

=1/3 if one previous year of unemployment

=2/3 if two previous years of unemployment

=1 if all three previous years were spent in unemployment.

The estimation of (1) allows us to test the following hypotheses:

(1) Current parental unemployment depresses adolescent’s happiness with life and
self-esteem, i.e., @, <0,a, <0;

(11) Past parental unemployment reduces the current happiness and self-esteem of
those adolescents whose parents have since been reemployed — that is, past
parental unemployment scars the children, and there is no complete adaptation
even for those whose parents that have found reemployment at ¢, i.e.,
o, <0,a, <0;

(iii))  Provided that current parental unemployment lowers happiness with life and self-

esteem for the child, the negative effect should be smaller for those whose parents

12



have been unemployed longer or more often in the past, consistent with adaptation

(or habituation) effect, i.e., a; > 0,a, > 0.

Alternatively, the scarring effects can also be captured by estimating the following regression

equation:

W:',t =0, +a1FUi,t + azFUf,H +a3FUi7172 + a4FUi,t73 +ﬂ1MUi,t +
B,MU,, | + ﬁ3MUi,t—2 + ﬁ4MUi,t—3 + Xz?,t}' tu; +ée,,

it—1

2)

where the ratio of time parents spent in unemployment is replaced by their lag values. Here,
the total effects of previous paternal and maternal unemployment are given by the products of

a, +a, +a,and B, + f, + B,, respectively.

In later specifications, we also present regression equations that use changes in
children’s happiness and self-esteem in the adolescent years as predictors of educational

attainment at age 16.

5. Results
5.1. Children’s happiness and self-esteem

Are children whose parents have been unemployed longer or more often in the past less
happy and less confident about themselves? To make a first pass at this question, Table 1
presents the raw means of children’s standardized happiness with life and self-esteem scores

by different parental employment status.

The first panel of Table 1 shows that youth’s happiness is not statistically
significantly higher for those children whose fathers are currently employed than those whose

fathers are currently unemployed. The same applies with respect to maternal unemployment.
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Fathers of children aged between 11 and 15 who are currently unemployed have a past three-
year unemployment rate of around forty-five percent, compared to less than three percent for
those who are currently employed. By contrast, unemployed mothers have a past three-year
unemployment rate of approximately seven percent, compared to just over one percent for
mothers in employment. Although standardized happiness is notably lower for children
whose father has suffered more than average unemployment in the past, we cannot reject the
null hypothesis of equal means across the two groups. Hence, there does not seem to be any

raw data evidence to suggest that past parental unemployment scars the happiness of children.

On the other hand, the second panel of Table 1 presents evidence which suggests that
parental unemployment may be more detrimental to children’s self-esteem than their
happiness. For example, children whose fathers are currently employed report significantly
higher levels of self-esteem than those whose father is currently unemployed, and we can
reject the null hypothesis of equal means at the 5% confidence level. There is also
preliminary evidence of scarring in terms of self-esteem among children whose fathers’ past
three-year unemployment rates are higher than average, and we can reject the null hypothesis
of equal means at the 5% level. This is our first tentative evidence of scarring. We do not,
however, find the difference in children’s self-esteem by mother’s employment status to be

statistically significant at conventional levels.

For the rest of the paper we turn our attention to the results of econometric estimation.
This allows us to hold the standard socio-economic characteristics of parents constant, as well
as eliminate any bias that may arise from unobserved heterogeneity of the children in the
estimation of subjective well-being equations. Assuming cardinality in children’s happiness
and self-esteem scores, Table 2 estimates Eq.(1) using the within (or fixed effects) estimator
on the BHPS Youth sample. The within estimator is preferred to random effects model here

as it controls for the possibility that unobserved fixed characteristics of children are biasing
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the results. The dependent variable in the first column is the child’s standardized happiness
with life score, and the child’s standardized self-esteem score in the second column. Control
variables include the age of both the parents and the child, each parent’s employment types
(e.g., whether father/mother is self-employed, retired, or inactive in the labor market),
education level, subjective health status, marital status, and number of siblings, as well as log

of real household income, regional, and survey wave dummies.

Focusing on the happiness regression equation first, the first column of Table 2, our
baseline specification, shows that children whose parents are currently unemployed are not
significantly less happy with life, compared to those whose parents are currently in
employment; the coefficients on current paternal and maternal unemployment are 0.083
[S.£.=0.072] and -0.094 [S.E.=0.108], respectively. The observed pattern is consistent with
Kind and Haisken-DeNew (2012) who find statistically insignificant association between
current parental unemployment and their children’s life satisfaction.’ The nonnegative
coefficient is also consistent with the hypothesis that, holding income constant, parental
unemployment may have a positive impact on children’s subjective well-being through an
increase in the time available for more parent-child interaction regardless of how it is spent

(see, e.g., Levine, 2011).

With respect to children’s self-esteem, the same insignificant result as in Column (1)
is obtained for the current paternal unemployment variable in Column (4). The main
difference between the two columns, however, is that current maternal unemployment enters
the self-esteem equation in a negative and statistically well-determined manner. The

coefficient on Mother unemployed at ¢ is -0.305, and is statistically significant at the 1% level.

? This applies to the aggregate unemployment variable — i.e., not classifying whether unemployment is due to
exogenous or endogenous reasons — in their German data set.
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What this implies is that children report lower self-esteem by an approximately 0.3 standard

deviation score in the year that their mothers — but not their fathers — enter unemployment.

To test the “scarring” hypothesis, we introduce past parental unemployment in
Columns (2) and (5) of Table 2. Looking across the columns, we can see that children whose
fathers experienced higher unemployment rates over the past three years tend to report lower
happiness and self-esteem scores, on average. On the contrary, there does not seem to be any
significant scarring effects stemming from past maternal unemployment in either happiness
or self-esteem equation. Thus, past paternal unemployment scars children, whilst past

maternal unemployment does not.

We then include, in Columns (3) and (6), the interaction term between current and
past parental unemployment. Whilst the interaction terms are positive, the coefficients are not
statistically significant at any conventional statistical levels. However, this does not come as
a complete surprise, considering that current parental unemployment does not lower
children’s happiness and self-esteem in the first place — that is, except for Mother’s

unemployment at 7 in the self-esteem equation.

By including an interaction term, we can also interpret the coefficients a, and o, as the

effects of past three-year paternal and maternal unemployment rates on children whose
parents are currently employed. In this specification, we continue to find negative coefficients
on past paternal unemployment — now statistically significant at the 5% level — in both
Columns (3) and (6), thus suggesting that previous history of father’s unemployment scars
children even when the father is reemployed at ¢. The coefficients on past maternal

unemployment, on the other hand, remain statistically insignificantly different from zero.

In summary, our main findings seem to be that a change in father’s status from
employment to unemployment is not immediately observed with a decrease in youth’s
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happiness and self-esteem at time #; the negative association, which is statistically well-
determined at the 5% confidence level, is in fact gradual and continues to scar even when the
father is reemployed. Maternal unemployment, on the other hand, has an immediate negative

effect on children’s self-esteem, but not their happiness.

Table 2’s other results suggest that parents’ socio-economic status explains
surprisingly little of the variations in children’s happiness and self-esteem. Children report
higher levels of happiness if the father’s highest qualification is a first degree or higher and
lower levels of happiness as the father becomes older. Self-esteem, on the other hand, is
lower among children whose mother is not active in the labor force and/or has very poor
health. In addition, we find that changes in real household income do not seem to cause

significant improvements in children’s happiness or self-esteem.

One question suggests itself. Do children view parental unemployment to be any
different from other types of non-labor market statuses, e.g., looking after home, in full-time
education, or on maternity leave? In other words, is it joblessness rather than unemployment
that scars? We formally test this hypothesis by including not only ‘unemployment’ but also
‘being inactive in the labor market’ in the happiness and self-esteem regression equations,
and present the results in Table A2 in the appendix. What we are able to show is that, unlike
past paternal unemployment which continues to enter both equations negatively and
statistically significantly, previous spells of being inactive in the labor market for the father
do not significantly depress either children’s happiness or self-esteem. The same applies for
mothers; the coefficient Ratio of time mother was inactive in the labor market (¢-3 to #-1) is
0.107 [S.E. = 0.070] in the happiness equation, and 0.091 [S.E. = 0.078] in the self-esteem
equation. The insignificant non-labor coefficients suggest that it is not merely time spent out

of work for the parents that scars the children. Rather, there is something specific about
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parents being unemployed longer or more often in the past that reduces children’s well-being

and self-esteem.

One objection of linear estimates is that both happiness and self-esteem are not
cardinal but ordinally measured, which would arguably make the within estimator
inappropriate to use in the estimation of our regressions. To test this hypothesis, we follow
Ferrer-i-Carbonell and Frijters (2004) and estimate an ordinal response model with fixed
effects on our Youth sample and report the results in Table Al in the appendix. To do this,
we generate two new dependent variables. The first dependent variable takes the value of 1 if
the current happiness score is higher than the within-person average happiness score, and 0
otherwise. The second dependent variable takes the value of 1 if the current self-esteem score
is higher than the within-person average self-esteem score, and 0 otherwise. A conditional
logit is then used to estimate the model with these new binary variables as the dependent

variables (Chamberlain, 1980).

Focusing only on the full specification of Eq.(1), we can see from the estimates in our
ordinal latent response model with fixed effects model that the results are qualitatively
similar to those obtained from the within estimator in Table 2, e.g., the main negative effect
continues to be the past paternal unemployment on youth’s self-esteem. What this implies is
that, consistent with Ferrer-i-Carbonell and Frijters (2004), it makes virtually no difference

whether one assumes ordinality or cardinality of subjective well-being scores.

Table 3 presents an alternative specification to Eq.(1). Here, the ratio of time parents
spent in unemployment and its interaction term are replaced by lag parental unemployment
variables; see Eq.(2). Consistent with the findings in Table 2, we find that there is a
significant dip in the happiness of the child 2™ and 4™ year of the father’s unemployment and

that the corresponding dips in the child’s self-esteem occur in the 2" and 3" year. The
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implied effects of a past-three year paternal unemployment rate on children’s happiness and
self-esteem are —0.266 and—0.318, and are statistically significant at the 5% level. Again,
there are no notable differences in how children report their happiness and self-esteem scores
by current paternal unemployment status, whilst current maternal unemployment continues to

be negatively correlated with children’s self-esteem scores.

One question of interest is whether these movements in children’s happiness and self-
esteem can be adequately explained by current and previous history of parents’ mental
distress. The idea is that, ceferis paribus, current and previous parental unemployment only
affects children’s well-being through its historical impacts on parents’ mental health.* One
way of testing this hypothesis is to include, as control variables, standardized current and
previous history of parents’ mental distress (or GHQ-12) scores. The estimates are presented
in Table 4. Controlling for current and previous mental distress of the parents, the coefficients
on a past three-year paternal unemployment rate continue to be negative, sizeable, and
statistically well-determined in both happiness and self-esteem equations. The size of the
coefficients is roughly the same as those obtained previously in Table 2; children whose
fathers experienced a past three-year unemployment rate of 100% report 0.3 and 0.4 standard
deviation lower in happiness and self-esteem than those whose fathers had a past three-year
unemployment rate of 0%. Thus, what our results imply is that past paternal unemployment
may have affected their children in a number of ways that are independent of

intergenerational spillover of mental distress.
In summary, our overall estimates suggest that:

1) the negative association between father’s unemployment and children’s happiness

(and self-esteem) is not immediate and takes place gradually over the years, whilst the

* For evidence of intra-household as well as intergenerational transmission of well-being, see, e.g., Powdthavee
and Vignoles (2008), Powdthavee (2009), and Schwarz and Winkelmann (2011).
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negative impact of mother’s unemployment is usually felt by the children at the year
of entering unemployment.

2) children whose father has been unemployed longer or more often in the past continue
to report significantly lower levels of happiness and self-esteem even when the father
is reemployed. In other words, paternal unemployment scars.

3) the dynamics of children’s happiness and self-esteem during a spell of parental
unemployment cannot be adequately explained by what happens to parents’ life

satisfaction during the same unemployment spell.

5.2. Additional results: education attainment at age 16

Up to this point, this paper has concentrated on the estimation of the effects of past and
present parental unemployment on children’s happiness and self-esteem. Such an approach
seems to be of some worth in its own right. However, the question remains whether these
changes in children’s subjective well-being (happiness) and non-cognitive skills (self-esteem)
at this stage of child development predict important child outcomes in the future. Should
economists, for example, care about changes in children’s happiness and self-esteem at this
stage of their life if it turns out that they do not predict anything of interest to policy makers,

such as educational attainments and labor market outcomes?

Table 5 tests this by investigating whether average happiness and self-esteem, as well
as within-person changes in happiness and self-esteem, between the age of 11 and 15 strongly
predicts academic qualification at aged 16. Here, the dependent variables of interest is the
total number the General Certificate of Secondary Education (GCSE), which are obtained by

the individual, with grades A*-C i.e ‘good’ grades. Additional controls include gender of the
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child, parental education, and average family income across aged 11-15. The model is

estimated using OLS with robust standard error.

Looking at the first column of Panel A in Table 5, we can see that the average
happiness between aged 11 and 15 strongly predicts how well the child will perform in their
GCSE exams. Controlling for parental education and average family income when the child
was growing up, an increase of one standard deviation in the child’s average happiness
between aged 11 and 15 is associated with an increase in the number of ‘good’ GCSEs
obtained by approximately 0.4. This is a large effect; it is equal to almost one half of the

gender difference.

With respect to the predictive power of the average self-esteem between aged 11 and
15 on the academic qualification at aged 16 for the child, the first column of Panel B in Table
6 produces somewhat stronger evidence regarding GCSE outcomes. The average self-esteem
level of the child predicts the total number of GCSEs passed with ‘good’ grades incredibly
well. This result, which is consistent with the findings in the non-cognitive skills literature
(Heckman & Rubinstein, 2001; Jacob, 2002; Blanden et al., 2007), implies that children who
have higher self-esteem tend to outperform their peers by obtaining more GCSEs with grades
A*-C; the coefficient on Average self-esteem between aged 11-15 is 0.610, with a statistically

well-determined standard error of 0.180.

Column 2 explores whether the estimated happiness and self-esteem effects vary
significantly by gender of the child. The key additional independent variable here is the
interaction term between either average standardized happiness or self-esteem score and the
gender variable that takes a value of 1 if the child is a girl and 0 otherwise. Whilst we find
girls tend to perform better than boys in both outcome variables on average, we did not find

the effects to vary across genders; the interaction terms Average happiness between aged 11-
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15*Girl and Average self-esteem between aged 11-15*Girl are imprecisely estimated with

relatively large standard errors in all equations.

Column 3 moves on to present the estimates in which within-person changes in the
early years of adolescent happiness and self-esteem are the independent variables of interest.
This allows us to identify the stages at which changes in these subjective scales are most

important at predicting future educational attainments.

Looking across panels, we can see that early changes in both happiness (Panel A) and
self-esteem (Panel B) at aged 11 are strong predictors of obtaining good grades at the GCSE
level. Holding the happiness of the child at aged 11 constant, a one standard deviation
increase in happiness between aged 11 and 12 is associated with an increase in the total
number of GCSEs passed with grade A*-C by approximately 0.4 subjects; the coefficient
Linear A in happiness (aged 11 to 12) is 0.377, with a robust standard error of 0.172. The
coefficients on linear changes in the child’s happiness at latter stages are, however, not

statistically significantly different from zero at any conventional confidence levels.

With respect to changes in the child’s self-esteem, we find the coefficients Linear A
in self-esteem (aged 11 to 12) and Linear A in the self-esteem (aged 12 to 13) to be positive
and statistically significant at the 1% and 5% respectively. The estimated reduced-form
effects are also sizeable as well as statistically important. An increase of one standard
deviation in the child’s self-esteem between aged 11 and 12 is associated with an increase in
the total number of GCSEs passed with ‘good’ grades by approximately 0.80, whilst an
equivalent increase in the child’s self-esteem between aged 12 and 13 is roughly half of that

at 0.41 subjects.

Table 5 thus provides some initial evidence that measures of children’s happiness and

self-esteem in the early teenage years are potentially useful indicators of future life successes.
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More specifically, it is the early changes in these subjective scales between the aged of 11
and 13 that strongly predict how well the child eventually does at his or her key stage 4
exams at aged 16. Added to the previous findings on the scarring effects of past history of
parental unemployment on children’s happiness and self-esteem, Table 5’s results offer an
additional psychological explanation that is not based on human capital accumulation of early
academic achievements. However, care must be taken when reading off these reduced form
coefficients, and no causal inferences can currently be made of these estimates. Future studies
will have to come back to identify the causal links between parental unemployment, measures
of psychological well-being of the child, and child’s education outcomes better than we are

currently able to do.

6. Conclusions

The paper examines the relatively unexplored relationship between past unemployment spells
of parents and the psychological well-being of children in their early teenage years. Using the
unique panel of youth in the BHPS, we find that paternal unemployment is not associated
with an immediate drop in children’s happiness or self-esteem. However, there is statistically
and economically significant evidence of an accumulating negative psychological effects of
past unemployment of the father that eventually ‘scars’ the psychological well-being of
children even after the father is reemployed. In addition, we find current maternal

unemployment to have an adverse impact on children’s self-esteem, but not their happiness.

The significant scarring effect of past paternal unemployment on children’s happiness
and self-esteem highlights both the seriousness and complexity of long-term unemployment
among families with children of early teens. Evidence on the delayed effects of paternal

unemployment is interesting, given that a previous study by Kind and Haisken-DeNew (2012)
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has found the relationship between current paternal unemployment and life satisfaction of
older children to be statistically insignificant unless the reason for entry into unemployment
is taken into account. What our results seem to suggest is that the negative effect of paternal
unemployment on children’s well-being may only surface a few years later. One explanation
for this may be that, initially, parental unemployment has a neutral effect on children’s
happiness and self-esteem, perhaps through an increase in parent-child interaction (+ve) and a
diminished role model function of the father (-ve). Yet, as the child gets older, it is likely that

the latter effect will dominate.

In sum, this paper contributes to the literature on unemployment scarring by providing
new evidence that previous spells of male unemployment may not only reduce one’s wages
and future labor market prospects, but it may also has a detrimental impact on one’s
children’s happiness and self-esteem. On the contrary, we find some evidence that there
might be a negative effect that runs from current maternal unemployment on children’s self-
esteem, but not happiness. The effects may in turn have a negative consequence on children’s
educational attainment if they happened to occur in a few years before the child is set to take

his or her first Key Stage 4 exam at the aged of 16.
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Table 1: Children’s happiness with life, self-esteem, and parental unemployment

Panel A: Children with happiness with life score

Mean of standardized
happiness with life

Mean of past three-year
unemployment

Father employed 0.034 2.50%
Father unemployed -0.027 44.90%

(0.752) (-49.07)***
Mother employed 0.041 1.17%
Mother unemployed -0.050 7.36%

(-0.055) (-8.483)***
Three-year past paternal unemployment below average 0.063
Three-year past paternal unemployment above average -0.023

(1.327)
Three-year past maternal unemployment below average 0.057
Three-year past maternal unemployment above average -0.002

(0.629)

Mean of standardized = Mean of past three-year
Panel B: Children with self-esteem score self-esteem unemployment
Father employed 0.046 2.56%
Father unemployed -0.095 44.94%
(2.138)** (-31.80)***

Mother employed 0.105 1.12%
Mother unemployed -0.131 7.36%

(1.465) (-5.575)***
Three-year past paternal unemployment below average 0.045
Three-year past paternal unemployment above average -0.065

(2.386)**

Three-year past maternal unemployment below average 0.039
Three-year past maternal unemployment above average 0.029

(0.117)

Note: **<5%; ***<1%. The samples are restricted to those with non-missing observations on

the past unemployment variables. Happiness with life and Rosenberg’s self-esteem scores are
normalized with a mean of 0 and a standard deviation of 1. Standard deviations are in

parentheses. Values in parentheses are z-statistics based on the Kruskall-Wallis ranksum test
for testing Hy: the two populations have equal means.
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Table 2: Fixed effects happiness with life and self-esteem regression equations, BHPS Youth 1994-2008

Happiness with life Self-esteem
Independent variables (1) (2) (3) (4) (5) (6)
Father unemployed at ¢ 0.0831 0.0579 -0.00690 0.0865 0.0525 -0.0104
[0.0720] [0.0734] [0.0911] [0.0845] [0.0864] [0.104]
Ratio of time father spent in unemployment(z-3 to #-1) -0.232%* -0.285%** -0.301* -0.373**
[0.127] [0.134] [0.160] [0.167]
Father unemployed at ¢ x Past paternal unemployment 0.226 0.250
[0.189] [0.239]
Mother unemployed at ¢ -0.0942 -0.0881 -0.109 -0.305%**  -0.291**  -(0.345%**
[0.108] [0.112] [0.118] [0.110] [0.113] [0.119]
Ratio of time mother spent in unemployment(#-3 to ¢-1) 0.00603 -0.00776 0.0509 -0.0110
[0.221] [0.225] [0.230] [0.233]
Mother unemployed at ¢ x Past maternal unemployment 0.364 0.994
[0.649] [0.644]
Log of household income 0.0250 0.0197 0.0190 0.0482 0.0435 0.0425
[0.0332] [0.0333] [0.0333] [0.0368] [0.0368] [0.0368]
Father is self-employed 0.127** 0.129%* 0.131%* 0.0643 0.0671 0.0665
[0.0590] [0.0590] [0.0590] [0.0662] [0.0662] [0.0662]
Father is retired 0.0301 0.0355 0.0436 0.182 0.185 0.196
[0.162] [0.162] [0.163] [0.176] [0.176] [0.176]
Father is disabled -0.0294 -0.0331 -0.0352 -0.458 -0.470* -0.465
[0.237] [0.237] [0.237] [0.285] [0.285] [0.285]
Father is not active in the labor market -0.0547 -0.0501 -0.0328 -0.194** -0.191** -0.171*
[0.0848] [0.0848] [0.0859] [0.0943] [0.0943] [0.0957]
Mother is self-employed 0.0346 0.0339 0.0334 0.0536 0.0512 0.0518
[0.0757] [0.0758] [0.0758] [0.0788] [0.0788] [0.0788]
Mother is retired -0.0209 -0.0210 -0.0248 -0.327 -0.329 -0.331
[0.262] [0.262] [0.262] [0.263] [0.263] [0.263]
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Mother is disabled
Mother is not active in the labor market

Father completed first degree or higher

Father completed O-level but lower than first degree

Mother completed first degree or higher

Mother completed O-level but lower than first degree

Father's health: good
Father's health: fair
Father's health: poor
Father's health: very poor
Mother's health: good
Mother's health: fair
Mother's health: poor
Mother's health: very poor

Parents are living as a couple

0.0854
[0.135]
0.0387
[0.0458]
0.423*
[0.253]
0.0130
[0.0875]
0.0253
[0.178]
-0.137
[0.114]
0.0244
[0.0299]
0.0178
[0.0404]
-0.0104
[0.0604]
0.0653
[0.0999]
-0.00555
[0.0312]
0.0180
[0.0405]
-0.0465
[0.0582]
-0.0243
[0.0924]
-0.173
[0.129]
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0.0826
[0.135]
0.0399
[0.0460]
0.432%
[0.253]
0.00900
[0.0875]
0.0208
[0.178]
-0.142
[0.114]
0.0244
[0.0299]
0.0187
[0.0404]
-0.00884
[0.0604]
0.0632
[0.0999]
-0.00410
[0.0312]
0.0199
[0.0406]
-0.0466
[0.0582]
-0.0227
[0.0924]
-0.162
[0.129]

0.0826
[0.135]
0.0393
[0.0461]
0.440*
[0.253]
0.00938
[0.0875]
0.0192
[0.178]
-0.143
[0.114]
0.0244
[0.0299]
0.0181
[0.0404]
-0.00856
[0.0604]
0.0647
[0.0999]
-0.00297
[0.0312]
0.0197
[0.0406]
-0.0450
[0.0582]
-0.0220
[0.0924]
-0.159
[0.129]

0.107
[0.166]
-0.0970*
[0.0497]
0.526
[0.326]
0.0278
[0.0999]
0.160
[0.185]
0.0153
[0.120]
0.00674
[0.0329]
0.0607
[0.0444]
0.0594
[0.0668]
0.0512
[0.110]
-0.00392
[0.0334]
-0.00774
[0.0440]
0.0250
[0.0642]
-0.192%
[0.0999]
-0.0740
[0.130]

0.110
[0.166]
-0.0998%
[0.0500]
0.526
[0.326]
0.0194
[0.0999]
0.152
[0.186]
0.00365
[0.121]
0.00650
[0.0329]
0.0624
[0.0444]
0.0627
[0.0669]
0.0492
[0.110]
-0.00278
[0.0334]
-0.00578
[0.0441]
0.0243
[0.0642]
-0.190*
[0.0999]
-0.0747
[0.131]

0.115
[0.166]
-0.0966*
[0.0500]
0.536
[0.326]
0.0186
[0.0999]
0.150
[0.186]
-0.000552
[0.121]
0.00529
[0.0329]
0.0612
[0.0444]
0.0634
[0.0668]
0.0528
[0.111]
0.000435
[0.0335]
-0.00435
[0.0441]
0.0279
[0.0642]
-0.189*
[0.0999]
-0.0704
[0.131]



Parents are divorced 0.159 0.170 0.175 0.148 0.152 0.148
[0.308] [0.309] [0.309] [0.308] [0.309] [0.309]
Parents are separated 0.415 0.419 0.427 0.381 0.387 0.394
[0.278] [0.278] [0.278] [0.281] [0.282] [0.282]
Father's age -0.0775**  -0.0743**  -0.0742** | -0.0366 -0.0352 -0.0365
[0.0338] [0.0338] [0.0338] [0.0407] [0.0407] [0.0407]
Mother's age 0.0227 0.0238 0.0234 -0.0165 -0.0159 -0.0160
[0.0176] [0.0177] [0.0177] [0.0166] [0.0167] [0.0167]
Age=12 0.0860 0.0891 0.0875 0.0753 0.0783 0.0775
[0.0774] [0.0774] [0.0774] [0.0804] [0.0804] [0.0805]
Age=13 0.0642 0.0697 0.0667 0.0261 0.0309 0.0284
[0.148] [0.148] [0.148] [0.154] [0.154] [0.154]
Age =14 0.0951 0.103 0.0988 0.0452 0.0525 0.0476
[0.220] [0.220] [0.221] [0.229] [0.229] [0.229]
Age=15 0.0993 0.110 0.104 -0.0216 -0.0127 -0.0192
[0.293] [0.293] [0.293] [0.304] [0.304] [0.304]
Number of siblings -0.0191 -0.0191 -0.0191 0.00320 0.00390 0.00452
[0.0214] [0.0214] [0.0214] [0.0240] [0.0240] [0.0240]
Constant 2.091 2.035 2.044 1.731 1.745 1.803
[1.359] [1.361] [1.361] [1.735] [1.736] [1.737]
Observations 9,336 9,336 9,336 6,830 6,830 6,830
R-squared 0.022 0.022 0.022 0.025 0.026 0.026
Number of individuals 3,049 3,049 3,049 2,407 2,407 2,407

Note: *<10%; **<5%; ***<1%. Additional control variables include regional and survey wave dummies. Based on happiness with life estimates:
the effect of father in unemployment for 4 years — i.e. T-3 to T = -0.066 [0.184]; the effect of mother in unemployment for 4 years = 0.246
[0.631]. Standard errors are in parentheses. Based on self-esteem estimates: the effect of father in unemployment for 4 years —i.e. T-3to T = -
0.133 [0.240]; the effect of mother in unemployment for 4 years
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Table 3: Fixed effects happiness with life and self-esteem regression equations with lags
of parental unemployment

Independent variables Happiness with life Self-esteem
Father unemployed at ¢ 0.0545 0.0386
[0.0735] [0.0872]
Father unemployed at #-/ -0.171%* -0.155*
[0.0682] [0.0841]
Father unemployed at #-/ 0.0146 -0.146*
[0.0631] [0.0760]
Father unemployed at -/ -0.111* -0.0178
[0.0620] [0.0732]
Mother unemployed at ¢ -0.0754 -0.208%**
[0.113] [0.114]
Mother unemployed at ¢ 0.193* -0.0474
[0.107] [0.110]
Mother unemployed at ¢ -0.0913 -0.0139
[0.105] [0.106]
Mother unemployed at ¢ -0.0943 0.0979
[0.1000] [0.105]
The implied effects of a past three-year
unemployment rate of 100% (#-3 to #-1)
3 years of past paternal unemployment -0.266** -0.319**
[0.128] [0.161]
3 years of past maternal unemployment 0.007 0.036
[0.221] [0.229]
Observations 9,336 6,830
R-squared 0.024 0.026
Number of individuals 3,049 2,407

Note: *<10%; **<5%,; ***<1%. Same control variables as in Table 2. Standard errors are in
parentheses.
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Table 4: Fixed effects happiness with life and self-esteem regression equations with
parental distress as independent variables

Independent variables Happiness with life Self-esteem
Father unemployed at ¢ 0.0193 0.0476
[0.0932] [0.107]
Ratio of time father spent in unemployment(z-3 to #-1) -0.329%* -0.400**
[0.138] [0.173]
Father unemployed at ¢ x Past paternal unemployment 0.234 0.130
[0.196] [0.248]
Mother unemployed at ¢ -0.170 -0.344 %
[0.121] [0.121]
Ratio of time mother spent in unemployment(z-3 to z-1) -0.0756 0.0475
[0.235] [0.244]
Mother unemployed at 7 x Past maternal unemployment 0.427 0.997
[0.664] [0.644]
Standardized current and previous history of parental
mental distress (GHQ-12)
Father’s mental distress at ¢ 0.00431 -0.0162
[0.0145] [0.0158]
Father’s mental distress at ¢-/ -0.0297* -0.00395
[0.0156] [0.0173]
Father’s mental distress at ¢-2 -0.00166 0.0132
[0.0154] [0.0171]
Father’s mental distress at #-3 -0.0153 -0.000454
[0.0147] [0.0161]
Mother’s mental distress at ¢ -0.0240 -0.0282*
[0.0147] [0.0158]
Mother’s mental distress at -/ 0.00104 -0.0148
[0.0148] [0.0162]
Mother’s mental distress at z-2 -0.0298%** -0.0210
[0.0149] [0.0160]
Mother’s mental distress at 7-3 0.00698 -0.00259
[0.0144] [0.0155]
Observations 8,737 6,445
R-squared 0.025 0.029
Number of individuals 2,896 2,298

Note: *<10%; **<5%,; ***<1%. Same control variables as in Table 2.
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Table 5: Do measures of children’s happiness and self-esteem predict educational attainment at age 16?

Total number of GCSEs with
‘good’ grades (A*-C)

Panel A: happiness regressions (1) (2) (3)
Average happiness (age 11-15) 0.372%**  (0.262
[0.118] [0.176]
Linear A in happiness (14 to 15) -0.128
[0.126]
Linear A in happiness (13 to 14) 0.0955
[0.158]
Linear A in happiness (12 to 13) 0.192
[0.174]
Linear A in happiness (11 to 12) 0.377**
[0.172]
Happy with life score at age 11 0.544%%*
[0.181]
Girls 1.009%** 1.015%** (.978***
[0.240] [0.240]  [0.242]
Average happiness x Girls 0.197
[0.232]
Average log of household income (aged 11-15) 1.041%**  1.034%** 1,038***
[0.290] [0.289]  [0.290]
Father completed O-level but lower than first degree at 15 1.480%** 1.495%%% ] 47]*%*
[0.320] [0.320]  [0.320]
Father completed first degree or higher at 15 2.354%*% 2 370F*E 2 325%**

[0.509] [0.510]  [0.508]
Mother completed O-level but lower than first degree at 15 0.924%**  (.923#** (.938***

[0.278]  [0.278]  [0.279]
Mother completed first degree or higher at 15 0.796* 0.798* 0.803*
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[0.484]  [0.484]  [0.485]

Observations 1,052 1,052 1,052
R-squared 0.238 0.239 0.241
Panel B: self-esteem regressions (4) (5) (6)
Average self-esteem (aged 11-15) 0.610%** (.829%**
[0.180] [0.232]
Linear A in self-esteem (14 to 15) 0.0665
[0.214]
Linear A in self-esteem (13 to 14) 0.0152
[0.260]
Linear A in self-esteem (12 to 13) 0.412%
[0.244]
Linear A in self-esteem (11 to 12) 0.798%**
[0.238]
Self-esteem score at aged 11 0.823***
[0.250]
Girls 1.239%%* 1. 224%%* 1 205%**
[0.339] [0.340] [0.343]
Average happiness x Girls -0.436
[0.344]
Average log of household income (aged 11-15) 1.014**  1.035**  1.006**
[0.485] [0.487] [0.484]
Father completed O-level but lower than first degree 1.707%** 1.678%** 1.713%**
[0.480] [0.478]  [0.483]
Father completed first degree or higher 1.510**  1.441*  1.487**
[0.754] [0.757]  [0.755]
Mother completed O-level but lower than first degree 0.802**  0.789*  0.810**
[0.404] [0.404]  [0.408]
Mother completed first degree or higher 1.070 1.090 1.117*
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[0.669] [0.675] [0.671]
Observations 535 535 535
R-squared 0.310 0.312 0.314
Note: *<10%; **<5%; ***<1%. Happiness with life and self-esteem are normalized with a mean of 0 and a standard deviation of 1. Other
controls include regional and survey wave dummies. Standard errors are in parentheses.
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Appendix Al: Ordered latent model with fixed effects

Independent variables Happiness with life Self-esteem
Father unemployed at ¢ -0.159 0.205
[0.250] [0.283]
Ratio of time father spent in unemployment(#-3 to #-1) -0.541 -1.008**
[0.351] [0.420]
Father unemployed at 7 x Past paternal unemployment 0.703 0.726
[0.507] [0.658]
Mother unemployed at ¢ -0.561* -0.928%**
[0.297] [0.308]
Ratio of time mother spent in unemployment(z-3 to #-1) -0.673 -0.182
[0.645] [0.618]
Mother unemployed at ¢ x Past maternal unemployment 2.034 1.909
[1.790] [1.642]
Observations 7,001 6,330
Log-likelihood -2677.4325 -2402.172
Number of individuals 1,772 1,622

Note: *<10%; **<5%; ***<1%. Controls are as in Table 2. The dependent variable takes the
value of 1 if the raw happiness/self-esteem score is higher than the within-person averages of
happiness/self-esteem, and 0 otherwise. The estimator is the Conditional Logit estimator (see
Ferrer-i-Carbonell & Frijters, 2004, for more details on how to estimate the ordinal latent

response model with fixed effects using Conditional logit estimator).
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Appendix A2: Fixed effects happiness with life and self-esteem regression equations
with unemployment and inactive in the labor market as independent variables

Happiness
Independent variables with life  Self-esteem
Father unemployed at ¢ -0.06438 -0.0346
[0.0982] [0.112]
Ratio of time father spent in unemployment (#-3 to #-1) -0.300%* -0.420%*
[0.137] [0.170]
Father unemployed at 7 x Past unemployment 0.253 0.329
[0.187] [0.236]
Ratio of time father was inactive in the labor market (#-3 to ¢-1) -0.126 -0.265
[0.142] [0.163]
Father unemployed at 7 x Past inactive in the labor market 0.386* 0.359
[0.226] [0.240]
Mother unemployed at ¢ -0.144 -0.375%*
[0.156] [0.161]
Ratio of time mother spent in unemployment (-3 to ¢-1) 0.0416 -0.00290
[0.226] [0.234]
Mother unemployed at ¢ x Past unemployment 0.347 1.086*
[0.649] [0.644]
Ratio of time mother was inactive in the labor market (-3 to #-1) 0.107 0.0910
[0.0702] [0.0780]
Mother unemployed at ¢ x Past inactive in the labor market 0.0358 0.149
[0.248] [0.252]
Observations 9,336 6,830
R-squared 0.023 0.026
Number of pid 3,049 2,407
Note: *<10%; **<5. ILB = inactive in the labor market, which includes family

care/housewife, full-time student, maternity leave, and government training scheme (and
excluding retirement and disability). Same control variables as in Table 2. Standard errors are
in parentheses.
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