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Abstract

Today, as in the past, within a country at a given time those with higher incomes are, on
average, happier. However, raising the incomes of all does not increase the happiness of all.
This is because the material norms on which judgments of well-being are based increase in
the same proportion as the actual income of the society. These conclusions are suggested by
data on reported happiness, material norms, and income collected in surveys in a number of
countries over the past half century.
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Will raising the incomes of all increase the happiness of all? The answer to this
question can now be given with somewhat greater assurance than twenty years ago
(Easterlin, 1973; Easterlin, 1974). It is ‘no’. The following gives a brief summary
of the model and evidence.

1. Model

A simple thought experiment may convey the basic reasoning. Imagine that
your income increases substantially while everyone else’s stays the same. Would
you feel better off? The answer most people would give is ‘yes’. Now suppose
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that your income stays the same while everyone else’s increases substantially.
How would you feel? Most people would say that they feel less well off. This is
because judgments of personal well-being are made by comparing one’s objective
status with a subjective living level norm, which is significantly influenced by the
average level of living of the society as a whole. If living levels increase generally,
subjective living level norms rise. The individual whose income is unchanged will
feel poorer, even though his or her objective circumstances are the same as before.
Karl Marx put it this way: ‘A house may be large or small; as long as the
surrounding houses are equally small it satisfies all social demands for a dwelling.
But if a palace rises beside the little house, the little house shrinks into a hut’ (as
quoted in Lipset, 1960, p. 63).

Put generally, happiness, or subjective well-being, varies directly with one’s
own income and inversely with the incomes of others. Raising the incomes of all
does not increase the happiness of all, because the positive effect of higher income
on subjective well-being is offset by the negative effect of higher living level
norms brought about by the growth in incomes generally.

Formally, this model corresponds to a model of interdependent preferences in
which each individual’s utility or subjective well-being varies directly with his or
her own income and inversely with the average income of others (cf. Duesenberry,
1949, Pollak, 1976). ! At any point in time average income is given; and happiness
varies directly with individual income. Over time, however, a general increase in
individual incomes raises the societal average. The increase in happiness that one
might have expected based on the growth in individual incomes is offset by a
decrease in happiness due to the rise in the average, yielding, on balance, no net
growth in well-being.

Although this model generates paradoxical cross-sectional and time series
relationships between happiness and income of the type actually observed, a more
realistic model would, in addition, take account of habit formation, in which the
utility one attaches to one’s current income level depends also on one’s past
income (Modigliani, 1949, Pollak, 1970, Day, 1986). > Many of those with higher
incomes come from higher income backgrounds, and conversely for those with
lower incomes. The difference in living level experience implied by the difference

! Similar theoretical reasoning is found outside of economics in studies of relative deprivation and
reference groups (cf. Hyman, 1968),

% The habit formation model accords closely with Helson’s (1964) adaptation level theory in
psychology of how judgments are formed. Put succinctly: "The most general principle of adaptation
level theory is that people’s judgments of current levels of stimulation depend on whether this
stimulation exceeds or falls short of the level of stimulation to which their previous history has
accustomed them" (Brickman and Coates, 1978, p. 918). A number of ingenious experimental studies
in social psychology have provided empirical support for this proposition (Brickman and Campbell,
1971; Diener, 1984).
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in income history might be expected to give rise to similar differences in living
level norms —higher norms for the affluent and lower norms for the poor. Indeed,
if habit formation alone shaped norms, one might arrive at a dispersion in norms in
direct proportion to the dispersion in income, and no significant income-happiness
relationship even in the cross-section. With the more realistic assumption of habit
formation plus interdependent preferences, however, the dispersion in norms is
less than that in income, because norms at all income levels are pulled toward the
income average. The result is a positive happiness-income relationship in the
cross-section, but one weaker than that which would prevail in the absence of
habit formation.

2. Evidence 3

The evidence that income growth in a society does not increase happiness
comes from time series studies of the United States, nine European countries, and
Japan. For the United States, on which the most work has been done, the most
comprehensive studies of historical experience are those of Smith (1979) and
Campbell (1981, ch. 3). In a detailed analysis of data from 45 happiness surveys
taken between 1946 and 1977, Smith arrives at the same conclusion as Easterlin
(1974), that there is a swing in American happiness with a peak in the late 1950s,
but little indication of a trend. The absence of a trend in happiness is noted also by
Campbell, and extended by him to include questions on general life satisfaction.
Campbell also points out that movements in happiness sometimes occur in direct
opposition to what one would have expected based on economic trends (1981, pp.
29-30). Drawing on a small area survey, O.D. Duncan (1975) reports that ‘there
was no change in the distribution of satisfaction with the standard of living among
Detroit area wives between 1955 and 1971, although... constant dollar [median
family] income increased by forty percent.’

These studies cover the post-World War II period through the 1970s. What of
experience since then? The answer is, again, no trend in happiness. The evidence
for this is annual data from the General Social Survey from the year when the
survey was initiated, 1972, through 1991 (Fig. 1). In this period, real per capita
disposable income rose by a third (Economic Report of the President, 1993).
Together with the results for the earlier part of the post-World War 1I period, the

* Issues in the measurement of subjective well-being are discussed in Easterlin (1974). Diener
(1984) provides a valuable survey including more recent work on both measurement and theory. The
general assessment is that measures of the type used here have substantive meaning in terms of
subjective welfare.
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Source and notes: National Opinion Research Center, 1991. The

question is, "Taken all together, how wouid you say things are

these days -- would you say that you are very happy, pretty happy,

or not too happy?" An ordinary least squares regression line is fitted
to the data; the time trend is not statistically significant.

Fig. 1. Percent very happy, United States, 1972—-1991.

conclusion is that there has been no improvement in happiness in the United States
over almost a half century in which real GDP per capita more than doubled
(Maddison, 1991).

Trends in life satisfaction in nine European countries from 1973 to 1989 are
much like that just reported for happiness in the United States (Fig. 2; for a similar
figure for happiness in these countries covering a somewhat shorter period, see
Inglehart and Rabier, 1986, pp. 49). Satisfaction drifts upward in some countries,
downward in others. The overall pattern, however, is clearly one of little or no
trend in a period when real GDP per capita rises in all of these countries from 25
to 50 percent (OECD, 1992).

The experience of Japan after recovery from World War II is of special interest,
because it encompasses much lower levels of income than those of the United
States and Europe. The best historical estimates of real GDP per capita put Japan’s
living level in 1958 at only about one-eighth that of the United States in 1991
(Summers and Heston, 1991, updated by personal correspondence). In 1991 in
Third World areas other than Africa a number of countries already equalled or
exceeded Japan’s 1958 income level:
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Source and notes: Inglehart et al. 1992. The question asked is,
“Generally speaking, how satisfled are you with your life as a whole?
Would you say that you are very satisfied, fairly satisfied, not very
satisfied, or not at all satisfied?" Ordinary least squares regressions
(not shown) yielded time trends that were not significant for five
countries, significant and positive for two, and significant and
negative for two.

Fig. 2. Percent very satisfied with their lives in general, nine European countries, 1973-1989.

Number of Number of
countries with countries equal to
estimates or higher than
for 1991 Japan in 1958

Asia (excluding Japan) 24 16

Latin America and Caribbean 24 15

Africa 43 11

Hence, in considering the experience of Japan, one is looking at a country
advancing from an income level lower than or equal to those prevailing in a
considerable number of today’s developing countries.

Between 1958 and 1987 real per capita income in Japan multiplied a staggering
five-fold, propelling Japan to a living level equal to about two-thirds that of the
United States (Summers and Heston, 1991). Consumer durables such as electric
washing machines, electric refrigerators, and television sets, found in few homes
at the start of the period, became well-nigh universal, and car ownership soared
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regression is fitted to the data; the coefficient of mean satisfaction on
year is not statistically significant.

Fig. 3. Mean subjective well-being, Japan 1958-1987.

from 1 to about 60 percent of households (Yasuba, 1991). Despite this unprece-
dented three decade advance in level of living, there was no improvement in mean
subjective well-being (Fig. 3; cf. also Inglehart and Rabier, 1986, p. 44).

When Japan’s population near the start of this period is classified into three
income groups, average happiness in the highest group is substantially greater than
in the lowest (Easterlin, 1974, Table 5). Given the remarkable growth of incomes
that occurred, the proportion of the population at the end of the period with
incomes equalling or exceeding that of the highest group at the beginning must
have risen substantially. Yet the average level of satisfaction was unchanged.

Some scholars of subjective well-being argue that the relation of subjective
well-being to income is curvilinear —that it may be nil in richer countries, but that
it is positive in poorer countries, although no time series evidence to this effect has
been presented (Inkeles, 1993; Veenhoven, 1991). Presumably a positive relation
will be observed in poorer countries as the population is freed from subsistence
level needs for food, clothing, and shelter. In 1958, Japan was beyond this stage,
as are a number of Third World countries today. Yet the magnitude of Japan’s
subsequent advance in living levels does encompass a transformation from a
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‘subsistence level’ of consumer durables to plenitude, with no impact on subjec-
tive well-being. One would svspect that the spread of consumer durables among
the Japanese must have involved widespread satisfaction of perceived needs. The
total absence of any subjective welfare effect would seem to raise doubts about the
hypothesized curvilinear relationship.

There is also evidence relating to norms that supports the notion that higher
incomes do not lead to greater happiness because material aspirations increase
with a society’s income. In an international inquiry into people’s hopes and fears,
social psychologist Hadley Cantril asked an open-ended question on what was
needed to make the respondent ‘completely happy.” After comparing responses of
those in rich countries with those in poor, he concluded that

[pleople in highly developed nations have obviously acquired a wide range
of aspirations, sophisticated and expensive from the point of view of people
in less-developed areas, who have not yet learned all that is potentially
available to people in more advanced societies and whose aspirations
concerning the social and material aspects of life are modest indeed by
comparison (Cantril, 1965, p. 202).

Time series comparisons yield similar resuits. When Americans are asked to
think about the ‘good life —the life you’d like to have,’ the proportion identifying
goods such as ‘really nice clothes’ and ‘a vacation home’ as essentials of the good
life is considerably higher in 1988 than in 1975 (Easterlin and Crimmins, 1991, p.
526). Perhaps most important are findings indicating that material norms and
income increase, not only in the same direction, but at the same rate. Thus,
‘minimum comfort’ budgets of New York city workers in this century ‘have
generally been about one-half of real gross national product per capita’ (Smolen-
sky, 1965, p. 40). Similarly, Rainwater (1990) concludes that the income per-
ceived as necessary to get along rose between 1950 and 1986 in the same
proportion as actual per capita income.

Theoretical expectations of a positive within-country relationship between
happiness and income are also supported by the data. A survey article summarizes
as follows:

There is an overwhelming amount of evidence that shows a positive
relationship between income and SWB [subjective well-being] within coun-
tries. .. This relationship exists even when other variables such as education
are controlled... Although the effect of income is often small when other
factors are controlled, these other factors may be ones through which income
could produce its effects... (Diener, 1984, p. 553; see also Andrews, 1986,
p. xi; for a seemingly contrary reading of the literature, see Lane, 1993).

As mentioned, the expectation of a positive happiness-income relation within a
society assumes that the dispersion in material norms is less than that in actual
incomes, although the two are positively related. Rainwater’s analysis of percep-
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tions of ‘get along’ income supports this view of the dispersion in norms. He
concludes that there is

a rather high degree of consensus about perceived living levels in society.
Even high income people do not exaggerate very much the needed income
of [a family of four].... The same conclusion can be drawn from the two
studies which ask about a wider range of living levels from poor to rich
[those by Rainwater, 1974 and Dubnoff, 1985] (Rainwater, 1990, p. 11).

What of point of time comparisons among countries at different levels of
income? On this, the theoretical expectation is uncertain. At one extreme, one
might imagine a replication of the within-country situation — a substantial conver-
gence in norms between rich and poor resulting in a positive happiness-income
relation. At the other extreme, one might suppose that norms would vary in direct
proportion to actual income, resulting in no significant association between
happiness and income. Put differently, the expected happiness-income relation in
international cross-sections would depend on the extent to which trans-national
material norms have come to prevail throughout the world.

There is considerable agreement among scholars involved in international
comparisons that material aspirations vary positively with the level of economic
development. * However, the dispersion in norms appears to be, on average, less
than that in incomes, because a positive happiness-income relationship typically
turns up in international comparisons (Fig. 4, see also Cantril, 1965, Gallup,
1976—77, Inkeles, 1993, Inkeles and Diamond, 1980). ° It would be of interest to
assess the size of the cross-sectional income-happiness relation among countries
relative to that found within countries. This undertaking is complicated, however,
by the now well-established finding that bivariate international comparisons of
happiness and income are significantly influenced by cultural factors. For exam-
ple, the substantial stability in the relative positions of the nine European countries
throughout the period shown in Fig. 2 is taken in the study in which a similar
figure originally appeared to indicate a ‘durable cultural component’ that varies by
country in reports on subjective well-being (Inglehart, 1988, p. 1207; see also
Inglehart and Rabier, 1986). Inkeles (1993, p. 12) states it as follows: ‘. . . [N]ational
groups display a response propensity —evidently an aspect of their cultural

* See Cantril (1965), the " aspiration-adjustment model” in Inglehart and Rabier (1986), and Inkeles
(1993, p. 10).

* An interesting study by Morawetz (1977) of two Israeli settlements concludes that the distribution
of income may influence self-rated happiness. However, this does not appear to be true of the
seventeen countries in Fig. 4 for which income distribution data are available (World Bank, 1990).
Happiness and income distribution are not significantly related in either a bivariate regression or a
multivariate regression with GNP per capita.
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Source: From inglehart 1988, based on Euro-Barometer surveys. Eighteen
European countries are included plus the United States, Canada,
Australia, Japan, Argentina, and the Union of South Africa. An ordinary
least squares regression is fitted to the data; the coefficient of satisfaction
on GNP per capita is statistically significant.

Fig. 4. Mean satisfaction with life in general and real gross national product per capita, twenty-four
countries, 1984.

orientation —to see most things either in a positive or negative light.” ® These
observations on cultural influences on international happiness comparisons under-
score the importance of national time series evidence, such as that emphasized

8 Some evidence from international comparisons suggests that cultural influences may also operate
in a way observed in United States data. An analysis of survey responses for blacks and whites in the
United States indicates that blacks have a tendency to choose more extreme response categories
(Bachman and O’Malley, 1984). This is not a matter of blacks being consistently more positive or more
negative, but simply of their preferring a more extreme response (or alternatively, of whites preferring
a less extreme one). A possible illustration of this response pattern appears in Inkeles, 1993, p. 11. On
each of six indicators of positive subjective circumstances (" generally very happy,” "very satisfied
with standard of living,” etc.), Brazil is highest or close to highest of the eight geographic areas
compared. On four indicators relating to negative circumstances ("worry a lot," "not able to meet
expenses,”) Brazil is the worst on every one. How could Brazilians be so happy, and at the same time,
so anxious and financially insecure? The answer may be that when asked about their feelings,
Brazilians tend to put things in more extreme fashion than those in the other areas studied.
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here, for inferriug the relationship between subjective well-being and economic
development. ’

3. Conclusion

Today, as in the past, within a country at a given time those with higher
incomes are, on average, happier. However, raising the incomes of all does not
increase the happiness of all. This is because the material norms on which
judgments of well-being are based increase in the same proportion as the actual
income of the society.

Although the evidence in support of these conclusions continues to grow, there
is need for more work. Despite the fact that time series studies are crucial to the
question of how subjective well-being and economic development are related,
surprisingly little analysis of this type has been done, especially in poorer
countries. Moreover, happiness does sometimes rise or fall over time, and these
movements deserve study. There is also need for more empirical work on how
material norms change with the level of economic development, and the mecha-
nisms shaping such norms. Finally, there is need to develop international cross-
sections of the happiness-income relationship that are free of cultural biases. In all
of this work, attention should be given to possible causal factors additional to the
level of real per capita income, the focus of the present study. Clearly, major
political events (war, political turmoil, revolution) may influence happiness (East-
erlin, 1974).

In a survey done by Diener (1984) of well over 200 studies on the measurement
and determinants of subjective well-being only two references appear to articles in
economics journals. With a few exceptions (Abramovitz, 1979; Frank, 1985;
Morawetz et al., 1977; Ng, 1978; Scitovsky, 1976; Scitovsky, 1986, van Praag and
Kapteyn, 1973), economists tend to ignore or dismiss the present findings, holding
to ‘the more comfortable conclusion that when incomes generally increase people,
on the average, feel better off” (Silver, 1980, p. 160). This resistance is no doubt
due in part to reluctance to abandon the Benthamite conception of the social good
that has prevailed in traditional welfare economics and served as a justification for

7 Very little time series analysis has actually been done. Inkeles’ (1993) thoughtful review presents a
body of evidence overlapping that given above, and reaches the same conclusion, namely, no
relationship over time between income and happiness. Inkeles also notes other data for five countries
suggesting a positive relationship over time, but he points out that this may be a statistical artifact due
to a difference in the question asked at the two dates that are compared. Two of the five countries in his
latter comparison, the United States and Japan, are the same as those for which the data given here
show no significant positive time series association. Since the present comparison does not suffer from
comparability issues, this suggests that the likelihood is high that the contradictory findings for five
countries are a statistical artifact.
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public policy. Recent work in normative economics, however, has increasingly
focused on alternative approaches to the social good and their policy implications
(see Anand and Ravallion, 1993; Hahnel and Albert, 1990; Hausman and McPher-
son, 1993, and the review of Sen’s research by Sugden, 1993). The empirical
results here would seem to underscore the importance of such work. As Hausman
and McPherson (1993, p. 723) observe: ‘An economics that is engaged actively
and self-critically with the moral aspects of its subject matter cannot help but be
more interesting, more illuminating, and ultimately more useful than one that tries
not to be.’
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