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Abstract

Although economic freedom fosters economic growth, its direct impact on subjective well-being remains
a subject of intense academic debate. This study investigates the relationship between economic freedom
and life satisfaction through the mediating mechanism of economic growth, while assessing the conditional
moderating role played by the quality of governance. Utilizing a balanced panel dataset of 90 observations
from 30 European countries over the 2018-2023 period, we estimate a moderated mediation model using
bootstrap regressions and the conditional process analysis framework (Hayes Model 14). The empirical
findings reveal that economic growth fully mediates the relationship between economic freedom and life
satisfaction, as the direct effect of economic freedom turns out to be statistically insignificant. Crucially,
governance quality negatively moderates the growth-to-well-being nexus: the indirect effect of economic
freedom is positive and highly significant in low-to-medium governance environments, but diminishes and
vanishes in nations characterized by high institutional quality. We conclude that in advanced European
economies, the marginal well-being dividend of economic growth is not uniform, exhibiting diminishing
returns in the presence of strong democratic institutions and providing robust empirical support for
‘Beyond GDP’ multidimensional development frameworks.

Keywords: Quality of life; Economic freedom; Good governance; Moderated mediation; Beyond GDP;
Subjective well-being
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Introduction

The debate surrounding the nexus between economic growth and human well-being
has undergone a profound paradigm shift over the past two decades. Historically, Gross
Domestic Product (GDP) per capita reigned as the unquestioned conventional benchmark
of national progress and development. However, pioneering policy frameworks-such as the
OECD Better Life Initiative-alongside a robust body of seminal literature have demonstrated
that subjective well-being, commonly operationalized as Life Satisfaction (LS), is rooted in
a multidimensional architecture that transcends purely monetary metrics [1-3]. In highly
developed regions such as Europe, material affluence alone no longer guarantees proportional
gains in human happiness, prompting researchers to disentangle the non-economic and
institutional forces that fundamentally underpin human flourishing. Within this ‘Beyond GDP’
paradigm, Economic Freedom (EF) has emerged as a crucial upstream determinant of societal
outcomes. Grounded in institutional economics, economic freedom-characterized by secure
property rights, stable monetary systems, freedom to trade internationally, and efficient
regulatory environments-has been widely validated as a core driver of allocative efficiency
and macroeconomic performance [4,5]. Nevertheless, its direct impact on subjective well-
being remains deeply contested. While scholars within the public choice tradition argue that
economic liberty intrinsically enhances individual self-determination and happiness, broader
empirical evidence indicates that its impact is predominantly indirect, operating through
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specific transmission channels and remaining heavily contingent
upon the overarching institutional architecture. Despite extensive
literature separately linking economic freedom to economic growth
and growth to life satisfaction, the joint and conditional interaction
mechanisms connecting these constructs remain remarkably
under-researched. Conventional empirical inquiries have frequently
suffered from a reductionist approach by assuming linear,
homogeneous relationships that fail to capture the institutional
nuances of developed economies. In particular, existing literature
has largely overlooked how the quality of public institutions
may fundamentally alter the effectiveness of macroeconomic
transmission channels. This study addresses this scientific gap by
proposing and estimating a moderated mediation model grounded
in conditional process analysis [6]. This methodological framework
simultaneously evaluates not only whether economic growth serves
as the primary transmission vector of economic freedom, but also
whether the magnitude and direction of this indirect impact are
contingent upon national governance quality.

Although European Union member states and allied nations
share broadly high living standards, substantial asymmetries per-
sist across their institutional structures and levels of Good Gover-
nance [7]. By adopting this analytical approach, the present paper
contributes both theoretically and empirically to the ‘Beyond GDP’
literature by investigating the presence of critical institutional
thresholds. The underlying premise is that the economic dynamism
spurred by economic freedom requires a material channel (GDP per
capita) to translate into societal well-being; however, this channel
exhibits diminishing marginal returns and becomes saturated in
environments endowed with exemplary governance institutions.
To explore these dynamics, we formulate the following research
hypotheses:

1. H1: Economic freedom (EF) exerts a direct, positive, and sta-
tistically significant effect on economic growth.

2.  H2:Economic growth positively influences subjective well-be-
ing, increasing citizens’ life satisfaction.

3. H3: Economic growth mediates the relationship between eco-
nomic freedom and life satisfaction, serving as the principal
indirect transmission channel.

4. H4: Governance quality moderates the relationship between
economic growth and subjective well-being, altering the mag-
nitude and statistical significance of this link according to the
level of institutional development.

5. H5: Governance quality moderates the overall indirect effect
of economic freedom on subjective well-being, configuring a
conditional moderated mediation process.

The remainder of this paper is structured as follows. Section
2 provides a comprehensive review of the relevant literature and
develops the conceptual framework. Section 3 outlines the data,
variables, and econometric methodology. Section 4 presents the
empirical results. Section 5 discusses the findings in light of exist-
ing literature, and Section 6 concludes with policy implications and
directions for future research.

Literature Review

Economic freedom and economic growth: material
transmission mechanisms

The causal link between Economic Freedom (EF) and macro-
economic performance constitutes one of the most established
tenets of contemporary institutional economics. From a new in-
stitutionalist perspective, long-run economic growth depends
not merely on the accumulation of productive inputs (capital and
labor), but crucially on the incentive matrix and transaction cost
reductions provided by formal institutions to economic agents. In
this regard, economic freedom-operationalized via secure property
rights, monetary stability, open trade, and competitive deregula-
tion-functions as a vital catalyst for allocative efficiency and tech-
nological innovation. Recent empirical literature overwhelmingly
corroborates that environments with higher economic freedom
exhibit substantially faster rates of per capita GDP growth and
heightened resilience to macroeconomic shocks [8,9]. In the con-
text of advanced and transition economies across Europe, the im-
pact of economic freedom is not uniform across its sub-dimensions.
Berggren [10] emphasize that while judicial efficiency and property
rights enforcement (Legal System and Property Rights) represent
indispensable prerequisites for fixed capital formation, an exces-
sively expansive public sector (Size of Government) can induce
crowding-out effects and distortionary tax burdens that constrain
potential output. Nonetheless, panel evidence from the European
Union highlights that international trade openness (Freedom to
Trade Internationally) and regulatory flexibility across credit and
labor markets (Regulation) serve as decisive driving forces for real
income convergence [8]. Accordingly, the literature establishes that
economic freedom spurs the outward shift of the production pos-
sibility frontier, positioning GDP per capita as the direct material
outcome of a free-market institutional framework. Based on these
theoretical foundations, we formulate Hypothesis 1 (H1).

Economic freedom and subjective well-being: direct ef-
fect or instrumental channel?

While the nexus between economic freedom and material
growth enjoys widespread academic consensus, the impact of
free-market institutions on subjective well-being-operationalized
as Life Satisfaction (LS)-remains subject to sophisticated theoret-
ical debate. Within public choice theory and individual autonomy
frameworks, economic liberty is posited to possess intrinsic value
for human agents, directly enhancing happiness irrespective of ma-
terial outcomes [11]. Scholars argue that an institutional setting de-
fined by voluntary exchange, occupational mobility, and regulatory
freedom empowers individuals by granting them control over their
life trajectories, thereby attenuating alienation and fostering self-ac-
tualization [12]. Under this view, economic freedom operates as a
direct, non-material driver of subjective well-being. Conversely, an
alternative perspective in welfare economics argues that economic
freedom is primarily instrumental. Authors such as Bjgrnskov [13]
and Radcliff [14] caution that aggressive deregulation and uncon-
strained market exposure can generate negative well-being exter-
nalities, including heightened perceptions of economic insecurity,
labor market stress, and the erosion of social safety nets. From this
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standpoint, economic freedom does not automatically enhance life
satisfaction; rather, its net positive effects are realized almost exclu-
sively through the material dividends it creates-namely by expand-
ing disposable income, improving consumer market efficiency, and
elevating national GDP per capita [15]. In the context of developed
European economies, this debate delineates a formal mediation
structure. If the instrumental hypothesis holds, the direct effect of
economic freedom on subjective well-being should become statis-
tically insignificant once macroeconomic output is controlled for,
demonstrating that institutional market dynamism requires the
vehicle of economic growth to materialize into enhanced life eval-
uations [16]. This theoretical duality provides the foundation for
Hypotheses H2 and H3.

Economic growth, governance, and diminishing returns
to well-being

The analysis of material income and subjective well-being has
long been framed by the Easterlin Paradox, which posits that long-
term increases in national per capita income do not translate into
commensurate long-term increases in reported happiness. While
cross-sectional analyses consistently identify a positive correlation
between GDP per capita and life satisfaction, modern multi-dimen-
sional welfare literature emphasizes that this relationship is char-
acterized by sharply diminishing marginal returns [17,2]. Once
fundamental material needs concerning nutrition, housing, and
healthcare are broadly satisfied across a population, the primary
determinants of life satisfaction shift toward qualitative, relation-
al, and post-materialist goods [1]. In this state of material dividend
saturation, Good Governance (GoG) acts as a pivotal socio-econom-
ic moderator. According to the Worldwide Governance Indicators
(WGI) framework, core institutional dimensions such as democrat-
ic accountability and citizen participation (Voice and Accountabili-
ty) provide the structural bedrock of advanced democracies [7]. Re-
cent institutional literature suggests that high-quality governance
affects subjective well-being through two primary mechanisms.
First, it directly mitigates systemic uncertainty, curbs corruption,
and ensures the equitable provision of public goods and civil lib-
erties, establishing an institutional ‘security floor’ that enhances
baseline life satisfaction [18].

Second, strong institutional quality generates an interaction
effect with macroeconomic output. In contexts of weak or interme-
diate governance, marginal economic growth remains an essential
vector of well-being: additional increments in GDP per capita en-
able societies to overcome severe infrastructure bottlenecks, pre-
carious public services, and institutional vulnerability. In contrast,
in societies endowed with top-tier institutional quality and robust

Table 1: Description and sources of variables.

democratic governance, citizens take baseline public goods and
institutional security for granted. Consequently, societal priorities
shift toward environmental quality, work-life balance, social trust,
and equity [19,20]. In econometric terms, this phenomenon man-
ifests as negative moderation: as governance quality approaches
institutional excellence, the marginal effect of economic growth on
life satisfaction attenuates and eventually becomes statistically in-
distinguishable from zero [21]. High-quality institutions effective-
ly buffer societal dependence on GDP expansion, indicating that
well-being in mature economies progressively decouples from ma-
terial growth. These theoretical insights motivate Hypotheses H4
and H5.

Conceptual synthesis: The moderated mediation model

In summary, the literature demonstrates that Economic Free-
dom, Economic Growth, and Governance Quality do not operate
in silos; rather, they form interconnected pillars of an institution-
al-macroeconomic architecture governing human well-being. While
classical institutional economics confirms economic freedom as an
upstream driver of material prosperity (EF — GDPpc), post-mate-
rialist welfare economics challenges the premise that income ex-
pansion linearly and universally elevates subjective well-being in
advanced nations. Integrating these paradigms necessitates mov-
ing beyond standard linear models toward a conditional process
framework [6]. By formalizing these linkages through a moderated
mediation design (Hayes Model 14), this study examines whether
GDP per capita functions as the instrumental conduit transmitting
the effects of economic freedom to life satisfaction, while testing
whether democratic governance quality (Voice and Accountability)
acts as a critical regulatory contingency. This framework enables
the empirical identification of institutional tipping points where
high governance quality redefines societal priorities, buffering reli-
ance on material growth and providing empirical grounding for the
‘Beyond GDP’ agenda.

Data and Methodology
Dataset and variable definitions

The empirical investigation utilizes a balanced panel dataset
comprising macroeconomic, institutional, and subjective well-be-
ing observations for 30 European countries across three distinct
time periods: 2018, 2021, and 2023. This structure yields a total of
N = 90 country-year observations, capturing both cross-sectional
and temporal heterogeneity across the European socio-economic
landscape. All continuous variables are standardized (Z-scores)
prior to estimation to mitigate potential multicollinearity and facil-
itate the interpretation of interaction terms (Table 1).

Variable Description / Metric Source
LS (QoL) Subjective Well-Being: Overall Life Satisfaction (0-10 scale) Eurostat (2025)
EF Economic Freedom: Aggregate Index (0-10 scale) Fraser Institute (2023/2025)
GDP Material Output: Real GDP per capita in EUR World Bank (2024)
WGI (VA) Governance Quality: Voice and Accountability Index (-2.5 to +2.5) Worldwide Governance Indicators (2024)

Source: Authors’ own elaboration based on Eurostat, Fraser Institute, and world bank datasets.
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Subjective well-being/Life Satisfaction (LS): Operates as the
primary outcome (dependent) variable. Following Eurostat [22]
guidelines, it is measured via the Overall Life Satisfaction indicator,
representing a cognitive evaluation of an individual’s overall life.
The indicator is recorded on a continuous psychometric scale rang-
ing from 0 (‘completely dissatisfied’) to 10 (‘completely satisfied’).

Economic Freedom (EF): Serves as the
ry focal predictor. Sourced from the Fraser Institute’s Eco-
of the World index (Gwartney et al
[4,23]), it synthesizes five structural pillars: (i) Size of Government,
(ii) Legal System and Property Rights, (iii) Sound Money, (iv) Free-
dom to Trade Internationally, and (v) Regulation of credit, labor,
and business. The index is normalized on a scale from 0 (least free)

to 10 (most free).

prima-

nomic Freedom

Governance quality (WGI/ voice and accountability): Serves
as the conditional moderating variable. Grounded in Kaufmann
[7] Worldwide Governance Indicators, governance is evaluated
through the Voice and Accountability (VA-WGI) metric, capturing
citizen participation, freedom of expression, freedom of associa-
tion, and media independence. In accordance with standard World
Bank parameters, the indicator follows a standard normal distribu-
tion N (0,1).

Econometric specification and conditional process
framework

To test the hypothesized theoretical relationships, we specify a
moderated mediation model wherein GDP per capita (GDP) medi-
ates the effect of Economic Freedom (EF) on Life Satisfaction (LS),
while Governance Quality (WGI) moderates the path between GDP
and LS (Hayes Model 14). The econometric specification is formu-
lated as a two-equation system:

GDPit = oy + a EFit + pi + At + git (1)

LSit = 3y + ¢ “EFit + brGDPit + b2 WGlit + b3 (GDPitxWGlit) + ui + At + it (2)
where i indexes countries, t indexes time periods, pi represents

unobserved country-specific fixed effects, At denotes time-specific
fixed effects, and it is the idiosyncratic error term.

Direct, Indirect, and Conditional Effects: The framework de-
composes the total effect into three distinct components:

Direct effect: Captured by parameter c, denoting the residual
direct effect of EF on LS when controlling for GDP.

Indirect effect (Mediation): Defined as the product of path co-
efficients a - by, quantifying the transmission of EF onto LS through
economic growth.

Conditional indirect effect (moderated mediation): Because
the effect of GDP on LS depends on institutional governance (WGI),
the indirect effect of EF on LS becomes a function of governance
quality: Indirect Effect (WGI) = a +(b;+b3-WGlit).

Index of moderated mediation

In the second-stage moderation framework (Hayes [6]), the
statistical significance of the moderated mediation mechanism is
tested via the Index of Moderated Mediation, defined as the prod-
uct a-bs.A statistically significant index (where the 95% bootstrap
confidence interval excludes zero) confirms that the indirect trans-
mission channel from economic freedom to life satisfaction is sys-
tematically moderated by governance quality.

Johnson-Neyman significance regions

To avoid arbitrary sample split classifications (e.g., mean + 1 SD),
we implement the Johnson-Neyman technique. This technique cal-
culates the conditional marginal effect 6LSit / 0GDPit = (bi+bsWGlit)
across the full continuum of the moderator, identifying exact
threshold values where the marginal effect of growth transitions
between statistical significance and insignificance.

Estimation and Inference

Models are estimated using panel Ordinary Least Squares
(OLS) with country-clustered robust standard errors to correct for
heteroskedasticity and arbitrary within-country serial correlation.
Statistical inference for all indirect and conditional indirect effects
is conducted via non-parametric bootstrapping with 5,000 resam-
ples.

Empirical Results
Descriptive statistics

Table 2 presents descriptive statistics for the variables across
the panel. Overall, subjective well-being across Europe exhib-
its substantial institutional stability, with a grand mean of 7.30
on the 10-point scale (95% CI: [7.19, 7.41]). A modest dip is ob-
served in 2021 (7.25), reflecting the socio-economic disruptions
of the COVID-19 pandemic, followed by a recovery in 2023 (7.36).
The sample spans from a minimum of 5.40 to a maximum of 8.10.
Economic Freedom (EFW) exhibits a slight continuous contraction
over the sample period, shifting from a mean of 7.72 in 2018 to
7.56 in 2023, reflecting heightened post-pandemic regulatory in-
terventions. Conversely, material output (GDP per capita) expand-
ed steadily from an average of €20,183.33 in 2018 to €25,420.20 in
2023. Lastly, democratic governance (Voice and Accountability, VA-
WGI) remained exceptionally stable with a grand mean of 1.04, re-
flecting the mature institutional standards of the European sample.

Strategies Account Manag
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Table 2: Descriptive Statistics by year and aggregate panel (N = 90).
95% IC
N Mean S.E. Min Max
L. Inf L. Sup
2018 30 7.28 0.12 7.04 7.53 5.4 8.1
2021 30 7.25 0.09 7.06 7.44 5.7 8.1
ks 2023 30 7.36 0.07 7.21 7.5 5.9 8
Total 90 7.3 0.06 7.19 7.41 5.4 8.1
2018 30 7.72 0.06 7.61 7.84 7.03 8.36
2021 30 7.58 0.06 7.46 7.69 7 8.27
EFW
2023 30 7.56 0.07 7.42 7.69 6.8 8.28
Total 90 7.62 0.03 7.55 7.69 6.8 8.36
2018 30 20183.33 1072.34 17990.16 22376.5 11071.8 34599
2021 30 21822.87 1039.28 19697.31 23948.43 13400.1 35613.2
GDP 2023 30 25420.2 1103.12 23164.06 27676.33 16379.5 40555.5
Total 90 22475.47 654.32 21175.35 23775.58 11071.8 40555.5
2018 30 1.05 0.09 0.86 1.24 0.16 1.76
2021 30 1.04 0.09 0.86 1.23 0.1 1.77
wel 2023 30 1.03 0.09 0.85 1.21 0.17 1.78
Total 90 1.04 0.05 0.94 1.14 0.1 1.78
Notes: N = sample size; S.E. = standard error; LL/UL = lower/upper limits of 95% confidence intervals.
Moderated mediation econometric estimates
Table 3: Moderated mediation regression results for Life Satisfaction (Hayes Model 14).
GDP
Model 1 B S.E. t p LLCI ULCI
Constant 0 0.093 0 -0.186 0.186
EFW 0.474 0.094 5.043 0 0.287 0.66
Resume R R? F df1l df2 p
Model 0.474 0.224 25.432 1 88 0
Life Satisfaction
Model 2 B S.E. t P LLCI ULCI
Constant 0.268 0.108 2.476 0.015 0.053 0.483
EFW 0.018 0.102 0.18 0.857 -0.184 0.221
GDP 0.49 0.149 3.29 0.001 0.194 0.786
VA-WGI 0.186 0.171 1.087 0.28 -0.154 0.525
Interaction -0.336 0.096 -3.489 0.001 -0.527 -0.145
Resume R R? F dfl df2 P
Model 0.708 0.502 21.379 4 85 0
Interaction GDP*VA 0.071 12.173 1 85 0.001
Moderator value(s) defining Johnson-Neyman significance region(s)
Value % below % above Valor % below % above
0.689 68.889 31.111

Notes: *p < 0.05, **p < 0.01, ***p < 0.001. All variables are standardized. LLCI/ULCI = Lower/Upper limit of 95% confi-

dence interval.

Table 3 reports the econometric estimates for the moderated
mediation model (Hayes Model 14).

Mediator model (GDP): Model 1 evaluates the material trans-

mission path. Economic Freedom (EFW) exerts a powerful, positive,
and statistically significant effect on GDP per capita (B = 0.4744, t
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= 5.043, p < 0.001), explaining 22.43% of the variance in material
output (R? = 0.2243, F(1, 88) = 25.432, p < 0.001). This provides
definitive empirical verification for Hypothesis 1 (H1).

Outcome model (Life Satisfaction): Model 2 estimates sub-
jective well-being determination. The overall model exhibits strong
explanatory power, accounting for 50.19% of the total variance in
life satisfaction (R = 0.5019, F(4, 85) = 21.379, p < 0.001). Three
critical findings emerge:

A. Insignificance of direct economic freedom effect: The
direct coefficient of EFW on life satisfaction is statistically indis-
tinguishable from zero (B = 0.0185, t = 0.180, p = 0.8575; 95% ClI:
[-0.184, 0.221]). This confirms full mediation, indicating that mar-
ket deregulation has no direct non-material effect on life satisfac-
tion.

B. Positive base effect of growth: Material income (GDP)
exerts a positive baseline effect on life satisfaction (B = 0.4900, t =
3.290, p = 0.0015), validating Hypothesis 2 (H2).

C. Significant negative moderation: The interaction term
between GDP and Governance (GDP x VA-WGI) is negative and
highly significant (B = -0.3359, t = -3.489, p = 0.0008), contribut-
ing a net 7.12% increase in explained variance (AR? = 0.0712, F
=12.173, p = 0.0008). This negative coefficient confirms that the
marginal well-being dividend of GDP growth decreases systemati-

cally as democratic governance quality increases, providing empir-
ical support for Hypothesis 4 (H4).

Conditional indirect effects and moderated mediation
index

Because the effect of GDP on subjective well-being is moderat-
ed by institutional governance, the indirect effect of economic free-
dom is inherently conditional. Table 4 presents conditional indirect
effects calculated across standard benchmark levels of the modera-
tor (-1 SD, Mean, +1 SD). Under low governance standards (-1.191
SD), the indirect transmission of economic freedom through GDP
growth is large, positive, and statistically significant (Indirect Effect
=0.8906; 95% CI: [0.436, 1.344]). In intermediate governance en-
vironments (+0.036 SD), this indirect effect is halved but remains
statistically significant (Indirect Effect = 0.4777; 95% CI: [0.184,
0.770]), validating Hypothesis 3 (H3). However, in nations with high
institutional quality (+1.084 SD), the indirect effect collapses and
crosses zero (Indirect Effect = 0.1251; 95% CI: [-0.139, 0.391], p =
0.349). To confirm this conditional architecture, we compute the In-
dex of Moderated Mediation: Index = a - by = (0.4744) x (-0.3359) =
-0.1593 (Boot S.E. = 0.0573; 95% Bootstrap CI: [-0.2784, -0.0541]).
Because zero falls entirely outside the bootstrap confidence inter-
val, we confirm that governance quality systematically conditions
the indirect transmission mechanism, fully supporting Hypothesis
5 (H5) (Figure 1).

Table 4: Conditional indirect effects of economic freedom on life satisfaction at moderator benchmark levels.

Governance Level (Z_VA) Conditional Effect Boot S.E. t-statistic p-value 95% Boot LLCI 95% Boot ULCI
Low (-1.191 SD) 0.8906*** 0.2284 3.900 <0.0001 0.4361 1.3442
Medium (+0.036 SD) 0.4777*** 0.1473 3.244 0.0012 0.1843 0.7704
High (+1.084 SD) 0.1251 (ns) 0.1330 0.941 0.3492 -0.1391 0.3913

Notes: Index of Moderated Mediation = -0.1593 (95% CI: [-0.2784, -0.0541]). Bootstrap resamples = 5,000. ns = not

statistically significant.
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Figure 1: Conditional effect of the focal predictor (LS) at values of the moderator.
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Johnson-Neyman significance regions

To avoid arbitrary benchmark cutoffs, the Johnson-Neyman
technique was applied to trace conditional marginal effects across
the complete continuum of governance quality (Table 5). The
analysis reveals a definitive critical threshold at VA-WGI = 0.689
(Z-score). For governance scores below 0.689-comprising 68.89%

of the European panel-economic growth exerts a positive and
statistically significant marginal impact on life satisfaction (p <
0.05). However, once governance quality exceeds this critical value
(31.11% of observations), the marginal well-being dividend of GDP
growth becomes statistically indistinguishable from zero (p > 0.05).
This confirms the material saturation ceiling in highly institutional-
ized democracies (Figure 2).

2001 —— conditionsl effect (k)
== Q5% Confidancs Intenal

1.00 5

Mon-Significant (o = . 05)
[FL11% of sample)

0.50 1
.00 -
-0.50
Statistically Significant (p =< . 05)
{68,899 of tarmpia] :
+ | J=H Cutal?
1 &= 0.689
-1.00 4 .
T T T T
-3.00 -1.00 Q.00 LOO 2.00

Figure 2: Johnson-Neyman plot for the conditional effect of GDPpc on life satisfaction as a function of accountability.

Table 5: Conditional marginal effects of GDP on life satisfaction across governance quality continuum (Johnson-Ney-

man Grid).
A_WGI Efect S.E. t P
-2.202 1.23 0.313 3.937 0
-1.993 1.16 0.295 3.931 0
-1.785 1.09 0.277 3.932 0
-1.576 1.02 0.26 3.928 0
-1.368 0.95 0.242 3.917 0
-1.159 0.88 0.226 3.897 0
-0.951 0.809 0.21 3.862 0
-0.742 0.739 0.194 3.807 0
-0.534 0.669 0.18 3.723 0
-0.325 0.599 0.167 3.599 0.001
-0.117 0.529 0.155 3.42 0.001
0.092 0.459 0.145 3.171 0.002
0.3 0.389 0.137 2.838 0.006
0.509 0.319 0.132 2.417 0.018
0.699 0.258 0.13 1.988 0.05
0.717 0.249 0.13 1917 0.059
0.926 0.179 0.131 1.368 0.175
1.134 0.109 0.135 0.808 0.421
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1.343 0.039 0.142 0.274 0.784
1.551 -0.031 0.151 -0.207 0.836
1.76 -0.101 0.162 -0.626 0.533
1.968 -0.171 0.174 -0.982 0.329

Notes: *Critical Johnson-Neyman value = 0.689 (68.89% of observations below, 31.11% above). Confidence level = 95%.

Discussion

The empirical findings derived from the conditional process
model (Hayes [6]) significantly advance the understanding of how
market institutions and public governance jointly configure sub-
jective well-being in Europe. By confronting our hypotheses with
empirical evidence, this study integrates core institutional econom-
ics with the economics of subjective well-being. First, the results
validate that economic freedom (Gwartney et al. [23]) operates as
a primary upstream determinant of material output, confirming
Hypothesis 1 (H1). This strong positive impact on per capita GDP
aligns with orthodox institutional economics, which posits that
open markets, legal security, and enforceable property rights re-
duce transaction costs and foster macroeconomic efficiency [24,5].
However, the critical insight emerges from the absence of a direct
statistically significant effect of economic freedom on life satisfac-
tion (B = 0.0185, p = 0.8575). This finding contradicts the public
choice proposition that market deregulation possesses intrinsic,
direct welfare value (Nikolaev [15]), corroborating instead the
purely instrumental thesis of market institutions [16,12]. Econom-
ic freedom does not automatically elevate collective psychological
well-being unless it successfully translates into tangible material
development, confirming full mediation through GDP per capita [9].

The core theoretical contribution of this study lies in demon-
strating that this material transmission mechanism is non-linearly
conditioned by the underlying institutional architecture. The condi-
tional process estimates and the Johnson-Neyman technique reveal
a negative moderating effect exerted by democratic accountabili-
ty (Voice and Accountability; [7]). This provides nuanced empiri-
cal support for Hypotheses H4 and H5: the well-being dividend
derived from economic growth is neither universal nor static, but
diminishes systematically as democratic governance matures. In
institutional contexts characterized by low or intermediate gover-
nance standards (accounting for 68.89% of the sample, VA-WGI <
0.689), material income expansion exerts a robust and significant
effect on life satisfaction. In these economies, increments in GDP
per capita remain vital for expanding essential social capabilities,
financing critical public infrastructure, and addressing structural
deficiencies [19]. However, once countries cross the critical John-
son-Neyman threshold, the well-being effect of economic growth
vanishes completely.

This complete decoupling between GDP per capita and life
satisfaction among the top 31.11% of institutional observations
provides crucial empirical validation for the diminishing marginal
utility of income in advanced societies [13,11]. In European societ-
ies characterized by exemplary governance and high democratic ac-
countability, citizen demands transition from quantitative material
accumulation toward qualitative and post-materialist goods [17].

In these environments, institutional certainty, generalized social
trust, and the efficient provision of intangible public goods [18,21]
become the true drivers of quality of life, neutralizing the capacity
of aggregate material growth to yield additional happiness. Ulti-
mately, this asymmetric behavior provides foundational empirical
backing for the ‘Beyond GDP’ paradigm [1-3]. By demonstrating
that public governance acts as a saturation factor that attenuates
the growth-welfare nexus, this study highlights the limitations of
policy frameworks exclusively centered on maximizing material
output in mature economies. The optimization of social well-being
in Europe does not necessitate further aggregate economic stimula-
tion, but rather a strategic reallocation of public efforts toward the
qualitative consolidation of democratic institutions, civil participa-
tion, and public accountability [25-27].

Conclusion and Policy Implications

This paper investigated the structural relationships between
economic freedom, economic growth, governance quality, and
subjective well-being across 30 European countries during 2018-
2023. By deploying a moderated mediation framework (Hayes
Model 14), we demonstrated that while economic freedom drives
material prosperity, its well-being dividends are entirely mediated
by GDP per capita and strongly moderated by institutional
governance. Our findings deliver key policy implications for
European and national policymakers. For economies operating
below the critical governance threshold, market-liberalizing
reforms paired with growth-oriented policies remain effective
instruments for enhancing life satisfaction. Conversely, for nations
with highly mature democratic institutions, continuing to prioritize
GDP growth as the primary policy objective yields negligible
well-being gains. In these advanced contexts, public policy must
shift toward strengthening institutional integrity, participatory
democracy, environmental sustainability, and social equity.
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