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Implications of the Easterlin Paradox
“Why do national comparisons among countries and over time 
show an association between income and happiness which is 
so much weaker than, if not inconsistent with, that shown by so uc wea e t a , f ot co s ste t w t , t at s ow by
within-country comparisons?” –Easterlin (1974)Reference‐dependent preferencesRelative income matters [Other people’s consumption matters]Relative income matters  [Other people s consumption matters]Habit formation = hedonic treadmill  [Other period’s consumption]Policy implications:Growth: “My results, along with mounting evidence from other time 

series studies of subjective well-being, do on balance undermine the 
view that a focus on economic growth is in the best interests of 
society.” –Easterlin (2005)Public finance: If preferences are interdependent
⇒ Pigouvian rationale for taxing labor supply / conspicuous consumption
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⇒ gou a at o a e o ta g abo supp y / co sp cuous co su pt o



Subjective Well‐being“S b ll b f ll f h f“Subjective well‐being refers to all of the various types of evaluations, both positive and negative, that people make of their lives. It includes reflective cognitive evaluations, such as life satisfaction and work satisfaction interest and engagement andsatisfaction and work satisfaction, interest and engagement, and affective reactions to life events, such as joy and sadness.” (Diener, 2005)Typical questions:Typical questions:Happiness“Taking all things together, would you say you are: very happy; quite happy; not very happy; not at all happy.”y ppy ppyLife satisfaction“All things considered, how satisfied are you with your life as a whole these days?” [1=Dissatisfied – 10=Satisfied]S ti f ti l ddSatisfaction ladder: “Here is a ladder representing the ‘ladder of life’.  Let's suppose the top of the ladder represents the best possible life for you, and the bottom, the worse possible life for you. On which step of the ladder do you feel you personally d h i ? [0 10 ] ”
Sacks, Stevenson & Wolfers, Income and Happiness 3

stand at the present time? [0‐10 steps].” 



Research Question: What is the Relationship Between 
Subjective Well‐being and Income?
Types of comparisons 1970s view

“Easterlin Paradox”
1990s view
“Satiation”

New view: 
Stevenson-Wolfers findings

Within country:Rich v. poor people in a Big effects Big effects for income <$15kf h h Strong effects: βwithin≈0.35“My results, along with mounting 
evidence from other time series country ‐ But not for the rich

Between country:Rich v. poor countries Statistically insignificant effectsinterpreted to be zero GDP<$15k:Strong effectsGDP>$15k: No effects Strong effectsβbetween=0.35
f

studies of subjective well-being, do on 
balance undermine the view that a 
focus on economic growth is in the 
best interests of society”National time series:Country when rich v. poor No effects(Japan, USA, Europe) No effects(Available data are for rich countries) Strong effectsβtime series=0.35

International panel: Largely unexamined Largely unexamined Strong effects
best interests of society.– Richard Easterlin (2005)

Countries with fast v. slow growth βpanel=0.35
Implications Relative income 

determines well-
b i

Relative income 
determines well-

b i   “b i  

There’s no paradox
(and never was)

being being… once “basic 
needs” are met”

Policy conclusions De-emphasize 
growth

Rich countries should
de-emphasize growth 
and tax labor supply
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Research Question: What is the Relationship Between 
Subjective Well‐being and Income?
Types of comparisons 1970s view

“Easterlin Paradox”
1990s view
“Satiation”

New view: 
Stevenson-Wolfers findings

Within country:Rich v. poor people in a Big effects Big effects for income <$15kf h h Strong effects: βwithin≈0.35“once a country has over 
$15 000 per head itscountry ‐ But not for the rich

Between country:Rich v. poor countries Statistically insignificant effectsinterpreted to be zero GDP<$15k:Strong effectsGDP>$15k: No effects Strong effectsβbetween=0.35
$15,000 per head, its 
level of happiness 
appears to be 
independent of its 
i ”National time series:Country when rich v. poor No effects(Japan, USA, Europe) No effects(Available data are for rich countries) Strong effectsβtime series=0.35

International panel: Largely unexamined Largely unexamined Strong effects
income”– Richard Layard (2003)

Countries with fast v. slow growth βpanel=0.35
Implications Relative income 

determines well-
b i

Relative income 
determines well-

b i   “b i  

There’s no paradox
(and never was)

being being… once “basic 
needs” are met”

Policy conclusions De-emphasize 
growth

Rich countries should
de-emphasize growth 
and tax labor supply
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Research Question: What is the Relationship Between 
Subjective Well‐being and Income?
Types of comparisons 1970s view

“Easterlin Paradox”
1990s view
“Satiation”

New view:

Within country:Rich v. poor people in a Big effects Big effects for income <$15kf h h Strong effects: βwithin≈0.35country ‐ But not for the rich
Between country:Rich v. poor countries Statistically insignificant effectsinterpreted to be zero GDP<$15k:Strong effectsGDP>$15k: No effects Strong effectsβbetween≈0.35
National time series:Country when rich v. poor No effects(Japan, USA, Europe) No effects(Available data are for rich countries) Strong effectsβtime series≈0.35
International panel: Largely unexamined Largely unexamined Strong effectsCountries with fast v. slow growth βpanel≈0.35
Implications Relative income 

determines well-
b i

Relative income 
determines well-

b i   “b i  

There’s no paradox
(and never was)

being being… once “basic 
needs” are met”

Policy conclusions De-emphasize 
growth

Rich countries should
de-emphasize growth 
and tax labor supply

Sacks, Stevenson & Wolfers, Income and Happiness 6

and tax labor supply



Why revisit the stylized facts?1 Theoretical implications: Reference‐dependent preferences1. Theoretical implications: Reference dependent preferences2. Yielding important policy implications (and big policy claims)
What explains our new findings?1. New data: Longer time series (1946 2010)Longer time series (1946‐2010); More countries (n=140)2. Statistical inference: Absence of evidence v. evidence of absence3. What are “big” versus small effects? ⇒ Focus on the magnitudes
What we won’t doWhat we won’t doAssess causality: Happiness = β log(Income)Revisit what subjective well‐being data “mean”

Sacks, Stevenson & Wolfers, Income and Happiness 7
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Outline: Assessing the Happiness‐Income linkW h lWithin‐country cross‐sectional comparisonsUSAAll countriesBetween countries:In past and current dataMultiple datasetsMultiple datasetsFor both happiness and life satisfactionNo evidence of satiationNational Time Series and International PanelsJapanEuropeEuropeWorld Values SurveyUSA
Sacks, Stevenson & Wolfers, Income and Happiness 8

Newly‐available measures of subjective well‐being



Within‐Country Comparisons: USA“T k ll t th h ld thi th d ?”
Family income Very happy Pretty happy Not too happy<$12,500 (bottom 10%) 21% 53% 26%
“Taken all together, how would you say things are these days?”
$12,500‐$49,999 25% 61% 13%$50,000‐$149,999 40% 54% 6%
 ≥$150 000 (top 10%) 53% 45% 2% ≥$150,000 (top 10%) 53% 45% 2%Source: U.S. General Social Survey, 2006
“When we plot average happiness versus income for clusters of people in a given 
country at a given time, we see that rich people are in fact much happier than poor 
people.  It’s actually an astonishingly large difference.  There’s no one single change 

h ld k l f h h l hyou can imagine that would make your life improve on the happiness scale as much 
as to move from the bottom 5 percent on the income scale to the top 5 percent.”‐ Robert Frank (2005)

Sacks, Stevenson & Wolfers, Income and Happiness 9



Well‐Being and Log(Income)
USA

1
8 Lowess fits for the 25 Largest Countries; Gallup World Poll

Satisfaction and Log(Family Income)
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Within‐country : Rich are happier than poor

Without 
controls

With 
controls

Permanent 
Income 

IV Sample size

Adjusted
Gallup World Poll: 

Ladder question
0.236***

(0.014)
0.232***

(0.014)
0.422 0.449 ***

(0.027)
171,900

(126 
Countries)Countries)

World Values Survey:
Life satisfaction

0.216***

(0.017)
0.227***

(0.037)
0.413 0.26***

(0.035)
116,527

(61 
Countries)

Pew Global Attitudes 
Survey: Ladder 
question

0.281***

(0.027)
0.283***

(0.027)
0.515 0.393***

(0.033)
32,463

(43 
Countries)

Notes: The table reports the coefficient on the log of household income obtained from regressing standardizedNotes: The table reports the coefficient on the log of household income, obtained from regressing standardized 
life satisfaction against the log of household income and country fixed effects using the indicated data set. 
Additional controls include a quartic in age, interacted with sex, plus indicators for age and sex missing. Our 
permanent income adjustment is to scale up our estimates by 1/0.55; see text for explanation. We instrument for 
income using full set of country×education fixed effects. We report robust standard errors, clustered at the country 

Sacks, Stevenson & Wolfers, Income and Happiness 11

level, in parentheses. For further details on the standardization of satisfaction and the exact wording of 
satisfaction  question, see the text. ***, ** and * denote statistically significant at 1%, 5% and 10%, respectively. 



Outline: Assessing the Happiness‐Income linkhWithin‐country comparisonsUSAAll countries βwithin ≈ 0.35
Between countries:In past and current data “the happiness differences between rich 

and poor countries that one might 
expect on the basis of the within countryMultiple datasetsBoth happiness and life satisfactionNo evidence of satiation
expect on the basis of the within country 
differences by economic status are not 
borne out by the international data.” –Easterlin, (1974)National Time Series and International PanelsJapanJ pEuropeWorld Values SurveyUSA

Sacks, Stevenson & Wolfers, Income and Happiness 12



1.5 Gallup, 1946
(Happiness)

Tension Study, 1948
(Satisfaction)

Gallup, 1949
(Happiness)

 Early Cross‐National Studies of Well‐Being and GDP
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1.5 Patterns of Human Concerns, 1960
(Satisfaction ladder)

World Survey III, 1965
(happiness)
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y = -2.45+0.31*ln(x) [se=0.17]
Correlation=0.49
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y = -1.60+0.17*ln(x) [se=0.15]
Correlation=0.41

Real GDP per capita (thousands of dollars, log scale) 13



DNK

1.09 1981-84 wave
CHEDNKMLT

1.09 1989-93 wave

World Values Survey βbetween ≈ 0.35
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Correlation=0.72 -1.53
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1.5
9 Pew Global Attitudes Survey, 2002
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1.5
 9 Gallup World Poll
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Between Countries: Rich Countries Are Happier

Estimates of βbetween Microdata National Data
Without 
controls

With 
controls Sample size

Gallup World Poll: Ladder 
question

0.357***

(0 019)
0.378***

(0 019)
0.342***

(0 019)
291,383

(131 countries)

βbetween ≈ 0.35

question (0.019) (0.019) (0.019) (131 countries)
World Values Survey: 

Life satisfaction
0.360***

(0.034)
0.364***

(0.034)
0.370***

(0.036)
234,093

(79 countries)

Pew Global Attitudes 
Survey: Ladder question

0.214***

(0.039)
0.231***

(0.038)
0.204***

(0.037)
37,974

(44 countries)Notes: This table reports the coefficient on the log of per capita GDP, obtained from regressing standardized life i f i i h l f GDP i i di id l d i h d i h l d i i l l l dsatisfaction against the log of GDP, using individual data with and without controls, and using national‐level data without controls, in the indicated data set. In the national‐level regressions, we take the within‐country average of standardized life satisfaction as the dependent variable. GDP per capita is at purchasing power parity. The additional controls include a quartic in age, interacted with sex, plus indicators for age and sex missing. We report robust standard errors, clustered at the country level, in parentheses. For further details on the standardization of 
Sacks, Stevenson & Wolfers, Income and Happiness 17

, y , psatisfaction, the exact wording of satisfaction question, and the sources for GDP per capita, see the text. ***, ** and *denote statistically significant at 1%, 5% and 10%, respectively.
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Are There Satiation Effects?

Th i Happiness and Family Income in the U.S.There exists no dataset in which the well‐being‐income gradient changes at 1.0
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Source: Betsey Stevenson and Justin Wolfers (2010), “Subjective Well‐being and Income: Is There Any Evidence of Satiation?”



Outline: Assessing the Happiness‐Income linkWithin‐country comparisonsUSAAll countries βwithin ≈ 0.35 
Between countries:Through time βbetween ≈ 0.35 Through timeMultiple datasetsBoth happiness and life satisfactiond f

βbetween 
No evidence of satiationNational Time Series and International PanelsNational Time Series and International PanelsJapanEuropeWorld Values Survey “income growth in a society does not increase 

happiness”.  - Easterlin (1995)

Sacks, Stevenson & Wolfers, Income and Happiness 20

World Values SurveyUSA



Happiness & Economic Growth: Time Series EvidenceJapanOld view: Life satisfaction flat, despite robust post‐war growthNew view: Robust growth in life satisfactiong…apparent only when taking account of breaks in the dataUSOld view: No increase in happiness since 1972 despite GDP growthOld view: No increase in happiness since 1972 despite GDP growthNew view: True.…but few sample participants experienced income growthEuropeEuropeOld view: No clear evidence of growing life satisfaction (1973‐89)New view: Extending data through 2007 yields clearly rising satisfactionAround the WorldAround the WorldOld view: No clear evidence of growing life satisfactionNew view: Clear positive relationship between income and growthh i bl l… when comparing comparable samples
Stevenson and Wolfers, Subjective Well-Being 21Source: Betsey Stevenson and Justin Wolfers (2010), “Time Series Evidence on the Well‐Being Link”



Time Series: No rise in happiness, despite growth
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Japan: Well‐Being versus GDP
Pattern of responses from four different questions

Evolution of Subjective Well-Being and GDP in Japan
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Japan: Raw data
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USA: Is it surprising that happiness hasn’t grown?0.2
nd

ex Average Happiness
Income and Happiness Trends in the U.S.
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Satisfaction and Growth: International Panel Regressions

 World Values Survey Eurobarometer
 All Countries Transition 

Countries
Non‐transition 

Countries
All Countries

Panel A: Panel Regressions ࢚ࢉ࢚ࢉࢇࢌ࢙࢚ࢇࡿ ࢋࢌࡸ ൌ ࢼ ሻ࢚ࢉࡼࡰࡳሺࢍ  ࢊࢇ ࢚࢛࢟࢘ࢉ ࢋ࢜ࢇ࢝ ࢊࢋ࢞ࢌ  ࢙࢚ࢉࢋࢌࢌࢋ
ln(GDP) 0.505***

( )
0.638**

( )
0.407***

( )
0.170**

( )(0.109) (0.239) (0.116) (0.074)
N 166 observations

79 countries 
31 observations 

10 countries 
135 observations

66 countries 
776 observations 

31 countries 

Panel B: Long differences ઢࢋࢌࡸ ࢚,ࢉ࢚ࢉࢇࢌ࢙࢚ࢇࡿ ൌ ࢼ ઢࢍሺ࢚ࢉࡼࡰࡳሻ 
ln(GDP) 0.47*** 0.694* 0.35** 0.278*

(0.128)  (0.387) (0.163) (0.164) 
N 66 differences 10 differences 46 differences 30 differences 
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βpanel ≈ 0.35
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Conclusion: Stylized Facts about Well‐being and IncomeWi hi iWithin‐country comparisonsUSAAll countriesB i
βwithin ≈ 0.35 

Between countries:Since 1946Multiple datasetsBoth happiness and life satisfactionN id f ti ti
βbetween ≈ 0.35 

No evidence of satiationNational Time SeriesJapanSA βtime  series ≈ 0.35USA9 European nationsInternational Panel dataW ld V l S β ≈ 0 35World Values SurveyEurobarometerOther measures of well‐being
βinternational panel≈ 0.35
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Pain, depression, smiling, good tasting food to eat, respect



Blank slide: End of talk
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Is there any evidence of satiation?“if we compare countries, there is no evidence that richer countries are happier 
than poorer ones – so long as we confine ourselves to countries with incomes over 
$15,000 per head.”  ‐ Layard (2005)Rich countries (GDP>$15,000)Satisfaction=1.08*log(GDP)  [se=0.21]Poor countries (GDP<$15,000)Satisfaction=0.35*log(GDP) [se=0.04]A 1% i i GDPA 1% rise in GDP:Has three times larger effects in rich countries than poor countriesA $100 rise in GDPA $100 rise in GDP3x larger effect in Jamaica than US20x larger effect in Burundi than US
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head.”  ‐ Layard (2005)
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Happiness and GDP (World Values Survey)
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Happiness versus Life Satisfaction
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More Income is Associated withLess PainMore EnjoymentLess DepressionBUT More StressHow do people’s days differ with income?More likely to be treated with respectMore likely to eat good tasting foodMore likely to eat good tasting foodMore likely to smile or laughAnd people are more likely to want to have more days like p p y ythe one that they just had
Stevenson and Wolfers, Subjective Well-Being 39
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Depression
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1.00
Were you treated with respect all day yesterday?
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1.00
Did you have good tasting food to eat yesterday?
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0.90
Did you smile or laugh a lot yesterday?
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0.90
Would you like to have more days just like yesterday?
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0.90
Were you able to choose how you spent your time all day?
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Sadness
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Were you proud of something you did yesterday?
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0.90
Did you feel well rested yesterday?
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0.80
Did you learn or do something interesting yesterday?
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Physical Pain
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VNM
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Real GDP per Capita at PPP ($000s, log scale)Source: Alan Krueger, Betsey Stevenson and Justin Wolfers, “A World of Pain”.
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Did you experience the following feelings during a lot of the day yesterday?  How about physical pain?Source: Alan Krueger, Betsey Stevenson and Justin Wolfers, “A World of Pain”.


