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Happiness and Economics as a new branch of behavioural economics has had a major impact on economic 
theory and economic policy: Several studies have been published in the last 20 years in leading journals. 
Furthermore, several governments have decided to collect data about the well-being of their citizens. The 
author claims that utility cannot only be measured by the choices individuals do: Reported happiness and 
life satisfaction data is also an acceptable empirical estimate for individual utility. Consequently, happiness 
research can bear new knowledge and important understanding of human welfare. Therefore, this paper 
gives an overview of the existing literature. Methods and approach of scholars is critically analysed and 
shortcomings are discussed. Thereafter, findings on major economic issues like growth, unemployment 
and inflation are presented. Besides, governmental policy and implications for society are debated. Lastly, 
future research possibilities are mentioned.
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Greater happiness for the greatest number of citizens seems to be a sound goal for public 
policy. In the personal sphere too, the pursuit of happiness has been the aim of many of us. 
Before 1950 it was exclusively philosophers and theologians who focused on the question of 
how to live a good life. However, for more than 60 years the mainstream social sciences have 
been researching the topic. To obtain quantifiable results, data about people’s well-being 
was gathered in countless surveys which asked about individuals’ life satisfaction, feelings 
and other states of mind. These social, cognitive and emotional factors are very important 
for the new branch of economics called behavioral economics. This is necessary because 
“economics is a science of thinking in terms of models joined to the art of choosing models 
which are relevant to the contemporary world” (Keynes 1938). In behavioral economics life 
satisfaction data is seen as a certain utility notion and consequently the effects of economic 
situations can be analyzed in this new framework. It is important to note that the rationality 
of human beings, expressed in the concept of the “homo economicus”, is challenged. 

It has been observed that higher income levels have not succeeding in lifting life 
satisfaction measures. For instance, the United States increased the level of GDP per capita 
dramatically in the last century so the average household could enjoy the benefits of a 
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car, color TV, personal computer, etc. Following the main assumptions of the discipline 
of economics this should have led to a massive increase in satisfaction with life but 
counter-intuitively the level has remained stable. Hence, the study of happiness is of major 
importance for the field of economics.

In this paper, the author intends to highlight the current state of art in the field. Firstly, 
the question why happiness and economics is an important branch of economics will be 
discussed. Special focus will be placed on how life satisfaction can be seen as a form of utility. 
We will also illustrate how research is conducted. Research methods including survey data 
are presented. Certain shortcomings of this approach will be elaborated, for instance the 
possible bias in subjectively collected data. This is negatively correlated with the reliability 
of the results and thus gives ample room to question the conduct of the research. Secondly, 
the main findings of the past as well as recent literature will be presented. The correlation 
of happiness with economic variables such as income, inflation and unemployment are 
shown, especially in comparison with the standard view of economics. Thirdly, advice 
and outcomes for individuals and governments are debated. Consequently, political and 
economic consequences will be discussed. Lastly, future research possibilities will be 
mentioned.

Why happiness and economics is important

This section will debate the question of why happiness and economics is an important part 
of the literature and how happiness correlates with what economists call utility. First of 
all, it is important to note that happiness is a goal in itself; for many even an ultimate 
goal. Numerous other objectives are merely secondary goals as they follow a different 
end. For example, money is not wanted for itself – it is the purchasing power it gives the 
owner which is desired. Many governments have realized this and changed their priorities 
accordingly: for example, Bhutan a Buddhist kingdom in the Himalaya, tries to maximize 
Gross National Happiness. They have adopted policies which are counterintuitive in the 
context of the economic policies of many countries; for instance Lehtonen (2000) reports 
that Bhutan has stopped its main export product, timber, because they realized that the 
negative effects on the natural environment and the population would not be compensated 
for by the revenue stream. Furthermore, the BBC (2010) and The Telegraph (2009) reported 
that the United Kingdom and France have decided that a measurement of national well-
being accounts is needed and that it should be a goal of their policies that all citizens are 
able to pursue their own idea of a happy life.   

It is important to remember that most political decisions are problematic in the sense that 
they bring disadvantages for one group and advantages for another. Pareto improvements 
are mostly impossible and certain tradeoffs have to be considered. For example, quantitative 
easing might cause higher inflation on the one hand, but on the other hand unemployment 
could be reduced. Standard economic models work with the belief in a “homo economicus” 
model (Persky 1995).The “Economic human” is a concept that is based on the rationality 
and the self-interest of actors who have the ability to judge the actions they take to move 
towards defined ends. Even though most economists work with the assumption of a “homo 
economicus”, there are many problems with the concept as empirical surveys and logical 
arguments criticize the premises of this concept. Thus, standard economic models must 
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be critically reviewed due to the shortcomings of the “homo economicus” assumption. 
Happiness and economics is one possible alternative.

However, happiness research is also challenged as an “unscientific” concept because it 
does not seem to be an objective science. For example, the measurement of subjective well-
being can be biased because of cognitive errors and situational interferences. Therefore, it is 
important to review the history of how the social sciences have accounted for positive and 
negative outcomes: 

Jeremy Bentham (1789) and other utilitarians (Edgeworth 1881) were convinced that 
utility can be measured cardinally by a device which they called the “hedonometer”. For 
instance, the measurement of brain waves could be used, and objectivity would be ensured 
as the data is calculated based on an external rule. In contrast, standard economic theory is 
convinced that utility can simply be measured ordinally (compare Frey and Stutzer 2002a). 
For example, Hicks (1939) was confident that observed choice is the only way to discover 
individual utility empirically, and termed this “decision utility”. Sen (1986:18) argued that 
this positivistic view which is very popular in economics “may be due to a mixture of an 
obsessive concern with observables and a peculiar belief that choice . . . is the only human 
aspect that can be observed.”

This standard view is disputed by numerous scholars as their analyses also take into 
account emotions (Elster 1998), intrinsic motivation (Osterloh and Frey 2000; 2004; 2006), 
altruism, reciprocity, and cooperation (Schwarze and Winkelmann 2005; Fehr and Gächter 
1998; 2000; Fehr and Schmidt 2003; Gächter 2007), status (Frank 1985; 1999; de Botton 2004) 
and social recognition (Brennan and Pettit 2004). Further, many studies have shown that 
human preferences are not always stable (for example Allais 1953 and Ellsberg 1961) and 
that a “projection bias” (Loewenstein et al. 2003) hinders actors as they attempt to maximize 
their experienced utility. Consequently, it is important to take other measures into account.

Subjective well-being (SWB) is the most commonly used term for happiness in the 
literature. It was defined by Diener et al. (1999) as a cognitive and affective evaluation 
of the life someone leads. Further, Szondy (2004:53-72) states that SWB consists of life 
satisfaction, high positive affectivity and low negative affectivity. Life satisfaction, which 
is used by most of the surveys, is simply the cognitive component of SWB and excludes 
positive and negative emotions. A usual life satisfaction survey might ask a respondent: 
“How satisfied are you with your life as a whole?” Answers are collected according to a 
10 point scale where 10 is the highest satisfaction score. See in figure 1 an example for the 
results of such a survey. The histogram shows the percentage of persons with a particular 
satisfaction score. It can be seen that US citizens state rather high scores.
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Figure 1
Satisfaction with life in the US

         Notes: Own compilation of data for the US taken from the World Values Survey 1995 – 1997.

Frey and Stutzer (2002a:10-26) claim that “people are capable of consistently evaluating 
their own state of well-being” and that answers to these questions are “the best indicator 
of happiness”. Van Praag and Frijters (1999:427) also share this belief and state that “it is 
empirically possible for most individuals to evaluate their life as a whole”. 

In conclusion, the allegation that happiness research is unscientific can be set aside and 
we can see the importance of an expansion of the field of economics, given its current 
shortcomings. 

Findings on income

The standard economic literature and, primarily, neoclassical economics state that increased 
income will enhance utility but marginal utility is diminishing. Higher earnings lead to 
more consumption possibilities and this directly correlates with raised utility levels. This is 
the universal law of economic theory. It applies on the individual and the country level as 
well as over time. 

However, Brickman et al. (1978) found out empirically that lottery winners were only 
slightly happier after one year. The average winner rated his/her life satisfaction as 4.0 on a 
5 point scale in comparison with a 3.8 score for the control group which had substantially 
less wealth. Possible explanations are firstly, winners had less valuable social interactions as 
many quit their jobs. Secondly, tensions in their social networks arose as people asked them 
for money. Furthermore, Easterlin (1974) claimed that money does not buy happiness. For 
countries with enough wealth to meet basic needs, further GDP increases do not contribute 
to satisfaction with life. This theory is called the “Easterlin-paradox”. Other scholars, mainly 
Betsey Stevenson and Justin Wolfers (2008; 2013), stated that there is a clear link between 
higher income and increased life satisfaction for individuals as well as for countries. To put 
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this controversy into perspective, we present results of happiness research in connection 
with income.

In the literature the subject has been analysed in three dimensions: firstly, the relative 
income of different countries; secondly, the relative income of one country over time, and 
lastly, the relative income of one country at one point in time. Consequently, this section 
focuses on three questions: Firstly, are rich countries better off than poorer ones? Secondly, 
does a rise in income over time result in a higher life satisfaction rating? Thirdly, is a rich 
person more satisfied than a poor person?

On a country scale we observe a positive relationship between higher income and 
happiness. Richer countries are happier than poorer ones. However, Layard (2003) states 
that after a certain threshold of around $15,000 per capita is reached, additional earnings 
have no, or only a very small, effect on life satisfaction. It must be argued that rich countries 
have advantages not only because of their higher purchasing power but also because 
they have more stable democracies, more secure human rights, smaller differences in the 
distribution of wealth in the society, and better food, education and health conditions in 
general (Frey - Stutzer 2002). It is a myth that the inhabitants of poorer countries can live a 
better life because it is more natural and less stressful. Higher income offers opportunities 
to choose this kind of lifestyle as well (Frey - Stutzer 2002:76). 

For further reading on the relationship between happiness and income between countries 
see Diener et al. (1995), Veenhoven (1991), Clark et al. (2008), Frey - Stutzer (2010), Easterlin 
et al. (2010) and Stevenson - Wolfers (2008, 2013).

 
Figure 2

Life satisfaction and Income per capita in Japan between 1958 and 1991

   Notes: Own compilation of data taken from the Penn World Tables and the World Database of Happiness.

Next, the paper focuses on income and happiness on an intra-country basis over time. In the 
literature it has been claimed that rising GDP does not automatically increase well-being. 
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For instance, figure 2 shows how life satisfaction and income per capita in Japan (both 
plotted on the vertical axis) have developed in the period between 1958 and 1991 (displayed 
on the horizontal axis). The rise in income per capita of an incredible 600 per cent reflects 
the households’ higher purchasing power: In 1991 the standard of living had reached such 
a high level that the average person was able to afford many things which had not been 
invented in 1958. Despite this tremendous increase in material possessions average life 
satisfaction had decreased slightly. In countries like the United States, the United Kingdom 
and Belgium comparable findings have been investigated (e.g., Blanchflower - Oswald 2000; 
Lane 1998:462; Myers 2000:61). It is possible that citizens have become accustomed to their 
new standard of living and their “aspiration level” has changed. Satisfaction needs alteration 
and vanishes with the same level of consumption. This has staggering consequences: firstly, 
the same level of consumption will not satisfy over time; secondly, more opportunities 
create more complex aspirations and consequently, well-being is threatened. In psychology 
aspiration levels have become familiar concepts since being discussed by both Irwin (1944) 
and, more recently, by Frederick and Loewenstein (1999). 

The paper follows by introducing the relationship between income and individual 
happiness levels within a country. Di Tella et al. (1999) showed that income and life 
satisfaction correlate: a greater proportion of individuals from the upper income quartile 
rated themselves as “quite happy” than those from the lowest quartile. Richer individuals 
have more opportunities as they are able to afford more goods and hence, enjoy higher status 
in materialistic societies. Besides, several scholars state that at low levels of income, well-
being is strongly increased by a rise in income. Beyond a certain limit the effect diminishes. 
Therefore, the relationship between life satisfaction and income is viewed as “curvilinear” 
(Frey - Stutzer 2002:83). Moreover, variation in income can explain only a small part of the 
differences in life satisfaction. For example, Easterlin (2001:468) showed that the simple 
correlation is only 0.20. Other factors such as unemployment or health seem to be more 
important. Personality factors such as how material goods are valued also seem to matter: 
Sirgy (1997) showed that those who focus on material things are less satisfied with life. At 
this point is it important to note that a general rise in income does not necessarily improve 
life satisfaction levels. Especially in developed countries it is questionable whether raising 
everybody’s income would have an impact on reported life satisfaction levels. The reason is 
that in comparison to others the individual’s situation has not improved. This status effect 
of nominal income is viewed as a “rat race” and has quite negative consequences on life in 
general. Additionally, others’ income can have bad effects on society as envy can grow. The 
external effect of luxury goods like expensive watches and yachts can be regarded as negative 
for life satisfaction: firstly, luxuries do not give the owner any additional pleasure because 
he or she adapts to his or her property and his or her status in the long run. Secondly, 
luxuries make less wealthy individuals envious and reduce their life satisfaction. Thirdly, 
luxuries waste resources (Frey - Stutzer 2002). However, Clark and Oswald (1996) were able 
to show that people do not compare themselves with others who are way out of their social 
circle. The characteristics of the reference group are gender, education and work. 

As mentioned before, Stevenson and Wolfers (2008, 2013) challenge the ‘Easterlin-
paradox’ as they found econometric evidence for the hypothesis that increases in income 
would raise self-reported life satisfaction, on a country scale as well as for individuals. In a 
recent paper by Sacks, Stevenson and Wolfers (2013) their previous results are summarized: 
they believe that rich countries report high levels of life satisfaction and the relationship 
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between well-being and the logarithmic form of income is mostly linear – on a country 
level as well as on an individual level. That means that even if personal income or country 
wide GDP measures reach high levels the relationship does not become flat and additional 
gains will further improve reported well-being. For example, similar percentage increases in 
GDP will generate a similar percentage rise in well-being (Sacks et al. 2013). Several studies 
show this with data from the Gallup World Poll which is one of the most wide ranging 
cross-national studies of happiness (it is used for example by Deaton 2008, Stevenson – 
Wolfers 2008, Sacks et al. 2010, Inglehart 2008, Hagerty – Veenhoven 2003). 

The results of Sacks et al. (2013) are summarized in figure 3. The left panel depicts 
average life satisfaction data as well as GDP per capita data ranging from 2005 to 2011 from 
several countries. We can see that a country with higher GDP per capita scores higher on 
the satisfaction score. As the fitted regression line is more or less linear but the income is in 
a log scale, Sacks et al. (2013) state that similar percentage increases in GDP will generate 
similar variations in well-being.

Next, the right panel correlates average well-being and GDP data within the world’s most 
populous 25 countries. We can see linear “income ladders” which slope upwards. They 
describe how the average citizen of a country would be influenced by changes in his/her 
income. The upward slope indicates that richer individuals feel better. 

Figure 3
Relationship between Income and Life Satisfaction

Source: Sacks et al. (2013:6).
Notes: In the left panel life satisfaction is plotted on the vertical axis and annual GDP per capita depicted as a log scale is 
displayed on the horizontal axis. In the right panel the normalized satisfaction ladder score is plotted on the vertical axis 
and annual household income depicted as a log scale is displayed on the horizontal axis.
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However, Wolfers and Stevenson admit in a New York Times (2008) interview that their 
“time-series evidence is fragile”. Further, they just look at a short time frame and disregard 
the adaptation effects which might play a role in a long term comparison. Last but not least, 
their theory cannot clarify why some countries’ life satisfaction data has remained unchanged 
even though GDP has risen over a long time. Interestingly, the approach of Easterlin and 
Stevenson/Wolfers differs in many ways for example the first uses growth rates while the 
second GDP levels. Besides, they even work with different datasets and different data series. 
Hence, their contradictory results can easily be influenced by these differences and shows 
the limitation of econometric research in general. 

Consequently, further analysis is needed and the current research investigates the issue 
with new methods and new datasets. For example, Wiese (2014a) correlated life satisfaction 
data of European countries with the deviation of trend growth and found remarkable 
differences between certain countries: it seems that welfare systems and equity considerations 
are more important for life satisfaction than growth and income. For further reading on the 
general relationship between happiness and income the author suggests for instance Ahuvia 
and Friedman (1998), Diener and Biswas-Diener (2000), Furnham (1998) and Layard et al. 
(2010).

Findings in connection with unemployment

The standard view of unemployment in economics, and particularly in the New Classical 
Macroeconomics, is that the loss of income must be balanced against the additional 
amount of leisure time. Further, in a neoclassical sense involuntary unemployment cannot 
exist if the labor market works perfectly. However, other theories, such as New Keynesian 
Macroeconomics claim that the unemployed suffer. The academic debate can benefit from 
happiness research: For example Di Tella et al. (2003) found that the unemployed are 
quite negatively affected by the loss of their jobs - even if this was controlled for income 
effects: Their study unveils that the mere fact of not having a job leads to a reduction in 
life satisfaction of 0.33 points on a four point scale. Clark and Oswald (1994:655) claimed 
that “joblessness depressed well-being more than any other single characteristic, including 
important negative ones such as divorce and separation.”

Similar results have been observed by other researchers for specific countries: 
Scandinavian countries have been studied by Darity and Goldsmith (1996), Björklund and 
Eriksson (1998) and Korpi (1997). Further evidence for the United Kingdom and the United 
States is provided by Blanchflower and Oswald (2004); Germany is covered by Winkelmann 
and Winkelmann (1998) and Russia by Ravallion and Lokshin (2001). All these studies show 
that unemployment has a negative effect on life satisfaction. Additionally, it seems that being 
without a job depresses to a far greater extent those who are male, highly educated and 
middle-aged (Clark - Oswald 1994; Clark et al. 2006). 

Even though the negative relationship between unemployment and happiness seems 
well established the causation can be questioned: For example, unhappy people might be 
less effective co-workers and hence lose their jobs. Although unsatisfied workers perform 
worse than satisfied ones, Winkelmann and Winkelmann (1998) showed with the help of 
longitudinal studies that the main causation runs from unemployment to life satisfaction. 
Psychological and social factors seem to be the reason for the large drop in life satisfaction.

Di Tella et al. (2003) found that even people with a job are distressed by the general 
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unemployment level in their country. They stated that a 1% point increase in the 
unemployment rate reduces life satisfaction by 0.028 units on a four-point scale. Workers 
might worry about the negative consequences for society and the economy. Consequently, 
the overall effect on society of a 1% point rise in unemployment rate can be calculated:

0.33 × 0.01 + 0.028 = 0.0313

However, such calculations have to be viewed with caution as various side-effects may affect 
the evaluation of satisfaction. As we have seen, the reference group is an important notion in 
regard to life satisfaction. For instance, the social norm of having a job might be weakened if 
many people lose their jobs. As self-esteem can be maintained due to the fact that it is more 
likely a general phenomenon than one’s own fault, a stabilization effect occurs.

Findings in connection with inflation

A general increase in the price level is called inflation. According to theoretical economists 
an anticipated increase does not bring with it any problems as adjustment can be 
planned beforehand. However, if inflation comes as a “shock” costs occur in the form of 
misallocations and prediction errors. Fischer (1981) and Lucas (1981) estimated the loss of 
national income to be only between 0.3 percent and 0.45 percent if yearly inflation is as high 
as 10 percent. The conclusion would be that inflationary policies should be considered as a 
tool to stimulate the economy and tackle unemployment. On the contrary most economists 
and central bankers believe that a low and predictable inflation rate (e.g., around 2 percent 
per year) is important so that economic actors can behave rationally. The picture changes 
if citizens are asked for their opinions, as a far-reaching study undertaken by Shiller (1997) 
has shown: the responses from German, American and Brazilian citizens have concentrated 
on the likely dangerous side effects of inflation such as the loss of purchasing power. They 
did not balance it with other possible positive effects e.g. higher nominal income or easier 
debt servicing costs. Many see great danger if the exchange rate falls as a result of inflation 
as the fear of political and economic chaos as well as a loss in national prestige grows. 

Similarly, happiness researchers found out that inflation has adverse effects on life 
satisfaction. Di Tella et al. (2001) stated that if inflation increases by 1 percentage point life 
satisfaction is reduced by 0.01 units on a 4 point scale. Even though the effect is significant 
it is rather small. 

The trade-off between unemployment and inflation, described, for example, in the 
Philips curve, can also be analyzed. Di Tella et al. (2001) stated that “the estimates suggest 
that people would trade off a 1-percentage-point increase in the unemployment rate for a 
1.7-percentage-point increase in the inflation rate.” Hence, the “Misery index” is mistaken 
in stating that both should be treated equal.

The Value of Public Goods

As public goods are not exchanged on markets it is difficult to derive their value. Freeman 
(2003) describes several approaches: the main ones are the stated preference method and 

(1)
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the revealed preference method. The first one asks individuals directly via surveys about 
their willingness to pay. The second one tries to extract the price by analyzing the behavior 
of people towards complementary and substitutive goods. Both methods have several 
shortcomings. A new method is to use the life satisfaction approach. If the marginal utility 
of income is given it can be compared with the marginal utility (disutility) of a public good 
(bad). Hence, the trade-off ratio can be estimated. The first authors to use this approach 
were Van Praag and Baarsma (2004). They captured the irritation citizens living near to 
Amsterdam Airport had to endure as a result of noise. Another study undertaken with 
this method by Frey (2008) showed the effect of terrorism in France. He concludes that a 
“resident of Paris (with an average household income) would be willing to pay approximately 
14 percent of his income for a reduction in terrorist activity to a level that prevails in the 
more peaceful parts of the country.” Frey was able to show that life-satisfaction data is 
capable of estimating the negative effects of a public bad such as terrorism.

Policy Consequences

Bestselling books like “Secrets of True Happiness” and “The Art of Happiness: A Guide 
to Developing Life’s Most Important Skill” are examples of how popular literature takes 
advantage of the hype around life satisfaction. An article about achieving personal happiness 
in the journal New Scientist (2003) distinguishes between ten factors which were ranked by 
leading scholars in the field. The most important five factors are presented and arranged in 
order of importance: Firstly, “make the most of your genes” and cultivate personality traits, 
which promote happiness, for example extroversion. Secondly, “make friends and value 
them” because this is associated with happiness with a very strong correlation. Thirdly, 
“desire less” so it is easier to close the aspiration gap. Fourthly, “provide help to others” 
because altruism and voluntary work is strongly correlated with life satisfaction. Fifthly, “be 
religious” as it provides purpose and meaning. 

Furthermore, academics have formed a movement with the aim of conducting surveys 
concentrating on well-being, optimism and flow (Csikszentmihalyi 1990; Seligman 2002; 
Carr 2003). They call their field “positive psychology” as it focuses on valued states of mind 
instead of on depression or other disorders. Nettle (2005:145), for instance, proposes three 
suggestions for improved well-being: firstly, the influence of strong negative emotions 
should be weakened. Secondly, positive feelings should be built up and lastly, the adaptation 
to certain positive states should be averted. However, it may be true that dissatisfied 
individuals are the only ones unable to perform these kinds of manipulations.

This paper will also discuss important recommendations for economic policy. We have 
seen that the well-being of citizens is influenced by income, employment, stable prices and 
fair income distribution. Moreover, non-material determinants are of great importance, as 
is the act of volunteering. Last but not least, the evaluation of public goods can be facilitated 
by the Life Satisfaction Approach. These findings suggest that certain policy reforms could 
improve the general satisfaction of individuals. For example, as preferences are endogenous, 
people make systematic mistakes and hence should be guided to decisions which they 
desire (Easterline 2003, Layard 1980, 2006, 2007). The shortcomings of education might 
force additional measures such as a ban on advertisements targeted at children (Layard 
2005) or even further governmental intervention. Besides, Di Tella and MacCulloch (2005) 
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argue that people have problems arranging their working hours according to their optimal 
preferences. Some are overworked and some are unemployed because social security 
systems as well as taxation schemes make part time jobs disadvantageous for employees 
as well as employers. Improvements in this domain could free up potential satisfaction. As 
discussed earlier, expansionary policies could push up inflation but reduce unemployment. 
We have seen that citizens care more about unemployment and disregard inflation which 
seems to make such a policy viable. However small open economies are unable to steer 
these instruments well. Inflation expectations also adapt and hence the tradeoff is made 
impossible. Lastly, fighting terrorism and crime is an important task for all governments but 
they should consider different approaches towards the same end. For example deterrence 
of terrorist attacks such as a “war on terrorism” might entail many negative side effects 
for their own inhabitants. Considering alternatives such as the reintegration of possible 
attackers into society is more effective and causes fewer negative consequences.   

To some it may be an important advice for governments to advocate the maximization 
of Gross National Happiness. As mentioned before, Bhutan is pursuing this goal. Bentham 
(1789) and Edgeworth (1881) have already argued that a national welfare function should 
be targeted. If such a function existed it would transform economics from a social science 
into something close to physics. 

The advantages of such a National Happiness Indicator (NHI) in comparison to GDP 
would be that non-material aspects of welfare would be incorporated. Furthermore, outcome 
facets could determine the valuation of public goods – a great improvement compared 
with valuing them simply by the input side which entails only the costs. Furthermore, the 
evaluation of the work of the government would be possible and would reveal whether 
the regime really cared about the state of affairs inside the country. Lastly, a NHI would be 
democratic as every person would have the same weight, unlike with GDP. 

However, the impossibility theorem (Arrow 1951) holds. Consequently, only a dictatorship 
could rank outcomes of the NHI consistently. Hammond (1991:220) states that empirical 
observations are not able to produce “an ethically satisfactory social welfare ordering”. 
Additionally, classical microeconomics disregards interpersonal comparisons of utility 
since they are meaningless. However, psychologists claim that on a practical level this is not 
such a problem (Ng 1996; Kahneman 1999). Nevertheless, it is not clear whether happiness 
is the ultimate goal of public policy – freedom and personal development can be other ends 
in themselves. Besides, the attempts to maximize a NHI might trigger political problems: on 
the one hand, manipulations of important indicators are usual practices by governments. 
Examples of “creative accounting” (Jameson 1988) range from distortion of unemployment 
data to the alteration of the entrance criteria to the European Monetary Union: countries 
like Greece and Italy distorted the real values of national debt levels to a dangerous extent 
(Brück - Stephan 2006). On the other hand, respondents to happiness surveys might try to 
answer tactically so their interests are maximized. Consequently, Kahnemann et al. (2004) 
suggest that the NHI should merely help to inform policy makers about the changes in 
well-being over time, between groups or nations. However, Frey (2008:168) goes further 
and claims that “economic policy must (…) help to establish the fundamental institutions 
that lead to the best possible fulfillment of individuals’ preferences”. Thus, it is the authors 
opinion that happiness research should help institutions to be built in such a way that they 
allow citizens to live towards their maximum potential of life satisfaction.
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Conclusion

The valuable new insights of happiness and economics are various and contradict to a great 
extend the classical models of economics. Therefore, Frey (2008) called this new branch of 
economics revolutionary as it changed the method of research by introducing a new measure 
of utility. Secondly, happiness and economics can open up theoretical considerations about 
the right taxation as individual utility functions can be derived from surveys. Growth theory 
has so far neglected aspects of adaptation or social comparisons which now can be aided by 
empirical evidence. Thirdly, the literature has supported the ongoing research on the best 
public policy. The evaluation of economic tradeoffs between, for example, unemployment 
and inflation has been mentioned. Also, happiness research advocates certain institutional 
constructs such as political participation rights and federalism which seem to help citizens 
to better optimize their well-being (Frey – Stutzer 2002a). 

However, our knowledge is still limited and findings are still debatable. This fairly young 
science is just beginning. Further research is needed. This paper simply wishes to highlight 
one example of possible future research: Wiese (2014a) found evidence that Eurozone 
member countries differ in their attitude towards a deviation from trend GDP growth. 
Portugal, Ireland, Greece and Spain showed significant and robust signs that life satisfaction 
was associated with the cyclical component of GDP growth indicating a recession or a 
boom. Other member countries were not influenced by the same kind of fluctuations. It is 
still questionable which parts of GDP are responsible for the variation among the country 
groups but Wiese (2014b) points out the effect of variations in the social welfare systems. 
To analyze such research questions individual life satisfaction data from the Eurobarometer 
report of the European Commission can be correlated with various parts of GDP and the 
initial model can be enriched by several economic, institutional and cultural variables. 
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