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Abstract

This thesis critically examines the Easterlin Paradox, which states that, in the long run,
trends in happiness and economic growth are unrelated. It explores this subject by
deconstructing the paradox into three stylized statements and discusses the current scientific
state of affairs regarding each. The mechanisms proposed to explain the paradox are
reflected upon, and attention is given to underexplored mechanisms. In an effort to advance
the debate, economic problems are discussed that can explain why there is a lack of
consensus on the existence and importance of the paradox, including the issue of causality
and the measurement of income and happiness. The thesis considers the relevance for
policy and argues against the use of the paradox in propagating degrowth. Finally, it provides
a concise agenda with unresolved matters to be addressed by future research.
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Introduction

Suppose that you would be offered to read this thesis. Would you do it?
Why?

The offer would most probably lead to suspicion and some frowned eyebrows, why would
you receive a million dollars to perform a task that - since you began to read the first
sentence - you were planning on doing anyway?

Assume that the suspicion could be overcome and that you could be convinced that the offer
is in fact extremely serious: there are no hidden traps or false promises. | suspect that people
could not wait to make the deal.

That is because people care deeply about money. We go to great lengths to attain it. We
move to a different city to be able to get a better paying job and play the lottery in the hopes
of winning a big prize that would change our lives forever. Businesses compete fiercely to be
able to make a profit, and spend a huge amount on research and development to make sure
this will also be the case in the future.

Unsurprisingly, money seems highly important in day to day life. Money makes us able to
consume things that we feel we need and achieve things that we deem important. Money
therefore seems to be closely related to happiness. It seems thus a reasonable statement to
assume that more money makes us more happy. This monotonicity assumption - that more is
better - lies at the basis of the work of utility theory, which is an important part of economics.
The hypothesis that raising the income of all people would raise the happiness of all seems
thus well grounded.

Interestingly enough, there are economists that disagree with that idea. The most prominent
economist to do so is Richard Easterlin, who is known for the paradox that is named after
him: The Easterlin Paradox. This paradox states that over the long run, countries whose
economies grow faster do not seem to get happier faster. This thesis aims to dive deeper into
the matter and see what the Easterlin Paradox can reveal about the relationship between
happiness and income.

Outline
This master thesis aims to answer the question:

“What is the current state of research into the Easterlin Paradox and what are the
remaining economic issues to tackle to help the debate move one step further?”

It does so by dealing with the fundamentals in chapter 1. Here, the focus will lie on what the
paradox does and does not entail. In chapter 2 then, there will be zoomed in on the three
statements Easterlin developed to find out what the most recent scientific evidence on these
matters is. Chapter 3 will discuss the proposed mechanisms behind the paradox and adds a
discussion about underexposed mechanisms. Chapter 4 contains economic problems that
remain around the paradox, including how to measure happiness and income, the issues
around causality and the ‘happiness’ scales Easterlin uses. Chapter 5 applies the insights
that the thesis has found on policy. It does so by reflecting on whether happiness is worth
maximising and by looking at the case for degrowth. Chapter 6 constructs a research agenda
with problems to be resolved in future research. At last, in chapter 7, concluding thoughts will
be shared.



1: The Easterlin paradox: the fundamentals

This chapter will set the foundation for what is coming. It aims to clear up what the paradox
does (and does not) entail. This is especially important since Easterlin himself seems to
remark that the paradox gets misrepresented often, both in non-scientific and scientific
literature, even in recent times. This misconception might partly explain why the debate is still
going on fiercely. Let’s clear up the ambiguity and make sure that we are all on the same

page.

In 1974, Richard Easterlin published the influential paper ‘Does Economic Growth Improve
the Human Lot? Some Empirical Evidence.’ In this paper, Easterlin was one of the first ones
to let go of the Pigouvian presumption that “changes in economic welfare indicate changes in
social welfare in the same direction” (Abramovitz, 1959). This presumption was still a
dominant view at the time, for example in Nordhaus and Tobin (1972, p.532): “Although GNP
and other national income aggregates are imperfect measures of welfare, the broad picture
of secular progress which they convey remains...” Instead, Easterlin tried to look at the
empirical evidence on whether economic growth is positively associated with social welfare,
i.e. human happiness.

The original question - does economic growth improve the human lot - is, according to
Easterlin, societal in nature. The answer to the question indicates whether a government who
aims to maximise collective well-being should seek to increase GDP. (Easterlin & O’Connor,
2020, p.3-4).

Exactly fifty years have passed since the original paper was published, and there has been
put extensive attention, effort and research into the subject. In these fifty years, the exact
content and demarcation of the paradox have changed slightly. | do not aim to give a
complete historical overview of this change, but do go into some detail of this in chapter 2.

A correct contemporary representation of the Easterlin paradox consists of the following
three statements:

1. Within countries at a given point in time, there is a noticeable positive association
between income and happiness at the micro (individual) level

2. Between countries at a given point in time, there is a positive association between
income and happiness at the macro (national) level

3. Long-term trends in average happiness and average income are not significantly
related.

The most important statement is statement 3, this is the new insight that Easterlin brought to
the table and that got the most attention. What is crucial to note is that statement 3 on its
own is not a paradox. The Easterlin paradox is a paradox only because the combination of
statement 1 + 2 (cross-sectional data) seems to conflict with statement 3 (time-series data).

Or, as Easterlin and O’Connor (2020) write:

“The Easterlin Paradox states that at a point in time happiness varies directly with
income, both among and within nations, but over time happiness does not trend
upward in correspondence with income growth.” (p.2)

“The paradox is the contradiction between observations on the relation of happiness
to income at a point in time ... and evidence on happiness and income over time ... .”

(p-2)



Using non-scientific language: the paradoxical element is that richer people are happier than
poorer people and richer countries are happier than poorer countries, but over the course of
time, countries which grow faster do not seem to get happier faster. (Plant, 2022, p.3)

Other ‘basic’ remarks are that when dealing with the paradox, ‘income’ always refers to real
income, so a reflection of what money will buy; the quantity of goods and services. This
makes ‘layman explanations’ for the paradox like “rising income is not associated with more
happiness since prices have risen as well” invalid. Real income takes inflation into account.
Following from this, when comparing countries, proper analysis uses PPP (purchasing power
parity) data. This adjusts for differences in the cost of living between countries.

Furthermore, to depict the relationship between income and happiness, the literature mainly
uses a measure of happiness and the logarithm of income. This has to do with how we
perceive changes in income and how intense these changes feel. The effect an extra dollar
has on happiness goes down, the more income one has. For more info on this, one could
read Easterlin (2001, p.468) or Stevenson and Wolfers (2008, p.5) Though, thorough
discussion of the correct functional form is quite rare.

Using the logarithm of income makes ‘layman explanations’ for the paradox like “rising
income is not associated with more happiness since the extra income one gets if one is
already fairly rich does not add much” invalid. This - on itself not incorrect - statement on the
decreasing marginal benefit of income is already taken into account when using the
logarithm of income.

Covering these more basic aspects can prevent a significant part of debate in (popular)
science literature. Easterlin does not claim that income does not matter for happiness.
Finding evidence that people do get happier from more income or that richer nations are
happier cannot serve as evidence for the non-existence of the paradox. In order to credibly
state that the paradox does not exist, one has to tackle statement 3 (‘the Easterlin
statement’, if you will). | find support for this view in Kaiser and Vendrik (2019), who conclude
that reliable tests of the paradox must allow for trends in happiness and growth.

These two authors also point to another misconception, namely that the paradox claims that
happiness is constant over the long run. This need not be the case, and finding that
happiness in fact is not constant over time therefore cannot serve as sufficient counter-
evidence against the paradox. Countries can have rising, constant, or falling trends in
happiness. The paradox only claims that since trends in average happiness and average
income are unrelated, steeper uptrends in a country’s income are not accompanied by
greater growth in happiness. (Easterlin and O’Connor, 2020, p.5)

A final critical remark that is put to the table in Kamilcelebi and Veenhoven (2024, p.1) is that
over time, the content of the Easterlin Paradox has shifted somewhat. For example,
Easterlin’s recent focus on the long run was not present to that extent in earlier work. To take
the contemporary version of the paradox and then criticising the older papers that shined
their light on the paradox need not be fair, since these papers might have commented on the
somewhat different paradox (both in content as in focus) as existed at the time. An impartial
analysis of both scientific ‘camps’ — paradox believers and paradox deniers -, needs to look
at the most recent works. | aim to do so, especially in the last part of section 2.3.

Now that we have handled the basics and made sure that some misconceptions will not
muddy the waters in the further discussion, it is time to dive deeper into the three statements.



Self-reported life satisfaction, by income quintile

2: Research on the three key statements

This chapter will provide a detailed overview of the three statements and aims to show the
scientific state of affairs. A complete historical overview of research into the three statements
will not be given, though | deem some historical context of how the consensus view on the
topic came to be and changed over time helpful. The focus of this chapter will thus lie on the
most recent findings.

2.1: Within countries, micro level

The focus in this section will lie on statement 1: “Within countries at a given point in time,
there is a noticeable positive association between income and happiness at the micro
(individual) level.”

To research this statement, one basically asks whether greater happiness goes with higher
income. At the time that Easterlin wrote his paper, quite some attention had already been put
on this question and there existed numerous studies that contained empirical evidence to
answer the question (for example: Robinson and Shaver (1969), Gurin et al. (1960), Wilson
(1967), Bradburn (1969)). A big chunk of empirical work was focused on the United States,
though, plenty of countries in Europe, Asia, Africa and Latin America were also represented.

Looking at this evidence, together with ‘new’ data from 1970, resulted in Easterlin stating:
“There is clear indication that income and happiness are positively associated.” (1974, p.99).

This indication has most definitely survived the test of time. In the fifty years that have
passed, both data quality and quantity have steadily improved. The critique that the available
data was not diverse or detailed enough might have been valid in the 1970’s, but has since
then been rendered ungrounded. The evidence is clear and practically unequivocally so: at a
given point in time, within a country, there is a noticeable positive association between
personal income and happiness.

This visualisation by Our World in Data shows the evidence of 106 countries. It does so by
dividing every country into five groups of equal population based on their income (income
quintiles), these incomes are transformed to PPP values to enhance comparability. The lines
then show, for every country, at a given point in time, the mean self-reported life satisfaction
and mean income of people at a given income quintile.

Figure 1: “Self-reported life satisfaction across the income distribution” @

a Source: (Our World in Data,
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satisfaction across the income
distribution. For each country,
incomes have been split into
five groups with the same
number of people (income
quintiles). Lines show, country
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on the country. Data sources:
World Bank, Gallup World Poll
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Due to the fact that it contains so much data, readability may be a bit hampered. To be able
to get the gist faster, this second visualisation by the Economist might be preferable to some:

Figure 2: “Self-reported life satisfaction across the income distribution” P
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The take-away from these figures is that as income goes up by a given percentage (log plot),
life satisfaction scores seem to go up by a more or less fixed number of points. So, within a
country, people who earn more money report a higher life satisfaction, but this happens on a
log-linear scale: two people earning $4,000 and $12,000, would be expected to show the
same difference in well-being as two people earning $12,000 and $36,000.

What is important to note is that these graphs show a simple bivariate correlation, and need
not represent a causal link from income to happiness. If anything, one could defend the case
that happier people are more likely to be successful in different aspects in life, including
financial and career aspects, making them more likely to receive a higher income. Issues like
reverse causality and omitted variable bias and their importance to the Easterlin paradox will
be discussed in section 4.1.

Readers who have paid some attention to figure 1 & 2 may have noted that both figures
depict life satisfaction on their y-axis instead of ‘happiness’. The difference between these
two concepts and the different ways of capturing and measuring happiness will come back in
section 4.3. Though, for now, it is important to note that using life satisfaction, as measured
by the Cantril ladder (or comparable methods) is just one way of measuring happiness and
need not be the best or most accurate way of capturing happiness, depending on what one
precisely aims to measure. In these types of methods, people are being asked to reflect on
their lives and think about how they feel like things are going. The answer that results from
this method is also known as evaluative well-being, named after the evaluative process that
people go through when being asked such questions.

A different way to measure happiness is to try to capture affect (also: emotional well-being).
This can be roughly seen as how good or bad we feel from moment to moment, or how
emotionally happy we feel. Affect measures try to distinguish between the different emotions
that we may feel on a given day. Does one feel content, cheerful, exuberant or rather
stressed, sad, angry and miserable? This focus on our day to day emotions is the reason that
these methods are also sometimes referred to as ‘experienced happiness’.



In 2010, Kahneman and Deaton performed a study where they tried to test whether the
positive association between income and life satisfaction (evaluative well-being) (fig. 1 & 2)
could also be replicated when looking at the relationship between income and affect.

They do so by looking at the Gallup-Healthways Well-Being Index data. According to the
authors, this survey provides “an unusually detailed measurement of well-being.”. That is
because the GHWBI survey tries to capture multiple aspects of happiness. Both that of
evaluative well-being, and that of affect. The latter is measured by questions about the
presence of different emotions - enjoyment, happiness, worry, stress - in the evaluation of
yesterday.

Kahneman and Deaton construct three categories; ‘positive affect’ - the average of reports of
emotions as happiness, enjoyment and frequent smiling and laughter -, ‘blue affect’ - the
average of worry and sadness - and ‘stress’. To enhance comparability and to check for a
positive relationship, they inverse ‘blue affect’ and ‘stress’ into ‘not blue’ and ‘stress free’.
When they plot these three categories (measures of affect) and the Cantril ladder (a measure
of evaluative well-being) on income on a log scale, the results look like this:

Figure 3: “Self-reported well-being measures across the income distribution” ©
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For lower incomes, a doubling in a person’s income seems to still be associated with a fixed
increase in the measures for affect. Interestingly however, unlike evaluative well-being
(ladder) the study seems to show that increases in affect (positive affect, not blue, stress
free) plateau at around $75.000 (in 2008 dollars). Therefore, the conclusion that the authors
draw is:



“Emotional well-being [= affect] ... rises with log income, but there is no further
progress beyond an annual income of ~$75.000. ... high income buys life satisfaction
but not happiness ...” (p. 16489) 1

Their conclusion makes intuitive sense, and is also the one that seems most representative
of what most people have brought up in casual conversation when | discussed the subject of
this thesis with them. Money goes only so far in making day to day life easier and more
enjoyable, the argument seems to be. Some problems, like mental or physical illness, or
trouble in your relationship are hard to solve with money and are therefore problems that
even the richest of people still have to deal with. Maybe that around the threshold of $75.000
(or ~$110.000, in 2024%), all the aspects of life that can get better with money are ‘solved’
and one only remains with issues that hold no relationship whatsoever with income.

From this hypothesis follows that having a higher income than the threshold would only be of
importance for happiness as represented by the evaluative well-being measure. An increase
beyond the threshold would not matter for affect, because this extra income would not
improve one’s ability to do what matters most to their emotional well-being, such as enjoying
hobbies and other forms of leisure and spending time with friends, family and loved ones.

However, this hypothesis that has grown out to be some sort of ‘colloquial wisdom’ has failed
to replicate. In a study done in 2021 by Killingsworth, the author finds quite the contrary.
Killingsworth starts by criticising the data used by Kahneman and Deaton, since the GHWBI
asks people how they remember feeling during some period of the past (the last day). “This
requires people to accurately remember how they felt across the various moments of the
past and then accurately integrate those memories into a single estimate, an approach that is
vulnerable to memory errors and biases in judgment.” (p. 1)

Furthermore, Killingsworth argues that Kahneman and Deaton’s measure of emotional well-
being (affect) actually partly represents a measure of evaluative well-being. He states:
“making a summary judgment of how one felt on average over some time period in the past
[in K&D’s case: a day ago] invokes a judgment process similar to evaluative well-being. ...
The true relationship between income and ... [emotional] well-being could therefore be
considerably stronger or considerably weaker than currently thought, and a plateau might
exist at a different income level or not exist at all”.

To overcome this issue, Killingsworth used real-time smartphone data, where participants
were asked multiple times a day ‘how do you feel right now?’. This real-time character of the
data makes it a closer representation of experienced (vs. evaluative) well-being than that of
Kahneman and Deaton. Next to that, in Killingsworth’s study, a considerable amount of
participants with a high income were included. While the highest income group in the 2010
study has an median income of around $250K (inflation adjusted), this new study also
provides a data point for individuals with an median income of $625K. Overall, one can say
that methodologically, this setup and data are superior to that of the one in 2010.

The results are the following:

1 The authors imply here that affect (or as they call it: emotional well-being) is the best
representation of happiness and evaluative well-being does not represent happiness. My
reading of the literature is that Easterlin would probably disagree with them. More on this in
section 4.3.
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The result visualised in figure 5 also is compatible with the hypothesis that income matters
more for evaluative well-being (life satisfaction) than for affect (experienced well-being), since
the latter’s slope is less steep. Furthermore, the underlying data indicates that differences in
income below $80K were comparatively stronger in reducing negative feelings, while
differences in income above $80K were comparatively stronger in increasing positive feelings
(p. 3). This finding is interesting from a utilitarian perspective. If you regard emotional well-
being (affect) as the sum of total positive feelings minus total negative feelings, it is
interesting that the overall positive linear relationship between emotional well-being and
(log)income exists not because of a constant relative importance of the two factors, but
rather because the relative importance of the two changes as income rises.

The story does not end here, the unique part of this debate is that Killingsworth and
Kahneman, after realizing that their results partly contradict each other, decided in 2023 to
engage in an adversarial collaboration together with Mellers to search for a coherent
interpretation of both studies. Such an adversarial collaboration, in which researchers with
different views attempt to resolve their disagreement by doing joint research with the help of
an impartial party, seems like an absolute victory for science, no matter the outcome.

The collaboration neatly explains the strengths
and weaknesses of both papers, and does a re-
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This figure might be a bit unintuitive at the first glance: it shows the result of the analysis
where in each income group, the happiness score is divided into percentiles. Five of these
percentiles have been plotted. The middle line (50™ percentile) thus shows the median
happiness rating for each income group.?

Their interpretation of this figure states that “The suffering of the unhappy group diminishes
as income increases up to $100K but very little beyond that. This income threshold may
represent the point beyond which the miseries that remain are not alleviated by high income.
Heartbreak, bereavement, and clinical depression may be examples of such miseries.” (p.3)

Another interesting finding is that for the most happy 30% in each income group, the
happiness/(log)income relationship seems to accelerate beyond the threshold. This gives a
surprising result, namely that the simple linear-log relationship (of experienced well-being) in
figure 5 is the result of complementary nonlinearities. Though, to reinforce the claims
following from figure 6, | deem a replication necessary, preferable in a different country or set
of countries, only then can the aftertaste of HARK’ing fully be removed.?

Concluding this section, one can say that the association between (log) income and
happiness within countries is both noticeable and positive. This result has been proven
robust, and there seems no evidence of a certain general threshold after which this
relationship weakens. Newer data of better quality is able to provide even more confidence in
the relationship.

To check whether the relationship is not only statistically significant, but also economically
meaningful, the interpretation of the data behind figure 5 is needed. For evaluative well-being
(life satisfaction) a doubling in income is associated with a z-score increase of 0.2. This
means that if one compares two groups of people within the same country at the same time,
where one group has double the income of the other, life satisfaction is expected to differ by
0.2 standard deviations. As the standard deviation of life satisfaction (measured on a scale
from 1 to 10) lies around 2, this means that with every doubling in income, it is expected to
see a gain in life satisfaction of 0.4 (on a scale from 1 to 10). This seems economically
meaningful, as it is a moderate effect. These approximations of the effect size of a doubling
on income on average life satisfaction scores are also in line with the data behind figures 1, 2
& 3.

The effect on affect or emotional well-being is weaker. As can be seen in figure 5, a doubling
in income is associated with a z-score increase of 0.1. This means that if one compares two
groups of people within the same country at the same point in time, where one group has
double the income of the other, a measure of affect is expected to differ by 0.1 standard
deviations. The direct interpretation of a 0.1 standard deviation increase is harder to bring
across, since most affect measures are not computable on a 1-10 scale. What the z-scoring
does show is that the correlational effect size of income on affect (according to some; a
closer representation of happiness than evaluative well-being) is about half of the
correlational effect income has on life satisfaction.

2 |t seems a bit inconsistent to plot the 30, 501, 70" percentile but not the 90 and 10, instead the
85" and 15™. Diving into the underlying data, it seems that these quantiles make the gist a little less
perceivable. For example: the 10" percentile’s lines have slopes of 1.72 & 0.52. Choosing these
guantiles as top- and bottom is maybe remarkable, but is not misleading or an incorrect representation
of the overall data.

3 The finding that such a plateau only exists for people who belong to the least happy 20% in each
income group is clearly a result that has only been spotted after the data collection, it was not present
in the formulation of hypotheses or in any of the reviewed literature. That gives the suspicion of
HARK’ing. It is not a priori clear that sorting people within each income band from least to most happy
and then drawing lines between the different percentiles makes methodological sense.

11
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To quote Killingsworth (2021, data file): “Any amount of money in the measured range is
enough to have a good chance at happiness, and no amount of money can guarantee it.
There were plenty of happy people without much money in the study and some people who
were miserable despite a big paycheck.”

2.2: Between countries, macro level

The focus in this section will lie on statement 2: “Between countries at a given point in time,
there is a positive association between income and happiness at the macro (national) level.”
By investigating this statement, one answers the question whether richer countries are
happier countries - or: whether happier countries are richer countries.

Statement 2 hasn’t always been part of the Easterlin paradox. If anything, if one would have
presented statement 2 to Easterlin in 1974, he would have believed it to be false. This is
because with the available data at the time, he came to a different conclusion. To understand
this, it helps to see a plot of some of the data that was at hand by then.

Figure 7: “Mean personal happiness rating and real GNP per capita” 9
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The main thing that Easterlin notes from this is that the happiness differences between rich
and poor countries that one might expect on the basis of the within-country differences do not
seem to be reflected by the actual cross-sectional data. A direct quote: “if there is a positive
association among countries between income and happiness, it is not very clear”. (p. 108).

If there is one thing in Easterlin’s work from 1974 that has not aged well, it may be this. It
goes too far to bluntly say that Easterlin was wrong, since his view seems a reasonable
guess from the data.* Luckily, the relevant data has risen in quality, quantity and diversity
over the years. Instead of 14 countries, we now have data of over 130 countries. We return
again to Our World in Data for a visualisation:

4 Though, with the same data at hand, Cantril (1965, p.194) comes to a different conclusion, namely
that there is a positive association between income and happiness between countries at a given point
in time.
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Figure 8: “Self-reported life satisfaction and GDP per capita” h

[+

# Philippines
[ ]

‘® E‘sum»l\d h
Mozambigue . __1r zal ..
5 L . qlnm ™

Somalia ‘LI_ER‘T‘:'-". Pwk ctan
Ghad  Fthiopia ® K Egypt
° [ ] Sudan .

‘ ® « |ndia *
Malawi
L]

. . .Dc:s-.*:ara

.
|r an

4 .
Burundi Tanzania
®

] -~
China
. P
BU|I\uH
olepal Indonesia . ®

.

-
J|* Netherlands
Jsrael, g €,

*® Russia

Turkey
@

Ireland
[ ]

Singa pare_

Hong Kong
.

h Source: (Our World
in Data, 2022) Self-
reported life
satisfaction and GDP
per capita. Self-
reported life
satisfaction is
measured on a scale
ranging from 0-10.
GDP per capita is
expressed in
international-$ at
2017 prices. Data
from World
Happiness Report

Democratic Republic of Congo
J (2012-2024) and
World Bank (2023).

[45]

. Lebanon
.

Afghanistan
]

$1,000 $2,000 $5,000 $10,000

GDP per capita

$20,000 $50,000  $100,000

This yields a correlation coefficient (unweighted for population size) of 0.69.° This is a fairly
high positive correlation. It was therefore inevitable for Easterlin to revise this statement in
later work.

Since this, again, is a bivariate plot, it makes no scientific sense to interpret this as to depict
a causal relationship, though it is tempting to do so. Easterlin himself has criticised such
causal claims to a great extent, and has provided a different hypothesis (than a causal link)
as to why the association between happiness and (log)income between countries at a given
point in time is both noticeable and strong (Easterlin, 2013). More on the issue of causality in
section 4.1.

Concluding this section, one can say that the association between happiness and income
between countries is positive, and quite noticeably so.

2.3: Between countries over time, macro level

In this section, the focus will lie on statement 3: “Long-term trends in average happiness and
average income are not significantly related.” By looking into this statement, one answers the
guestion how likely it is that general income growth causes happiness to increase.

This statement is the heart of the Easterlin paradox. It is the statement that has the potential
to be the most important - of the three - for economic policy, because it answers what people
want to know, namely how far general income growth - beyond income levels already
achieved - is likely to increase average happiness. (Layard et al., 2009, p.1). Or, formulated
by Inkeles in 1960 (p.18): “Will raising incomes of all increase the happiness of all?”

To test this, one needs to turn to time series data. Relevant data was in short supply around
the time Easterlin wrote his paper, this is due to the fact that it requires time to gather a

5 Pearsons’s correlation, own calculation

13



Subjective Wellbeing

proper dataset, and since happiness economics was in its infancy during the time of writing,
not much time in which there was interest in these kinds of variables had passed. Despite
this, Easterlin managed to put together a time series for the United States from 1946 to 1970.
Today, many more time series are available, a few of them are visualised in Origins of
Happiness by Clark et al. (2017):

Figure 9: “Self-reported life satisfaction/happiness and GDP per capita” |
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These kinds of figures feel closely connected to the paradox, it hints to the hypothesis that as
a nation gets richer, average evaluative happiness does not increase. Though this is not what
the paradox is about per se®, time series from around the globe that are consistent with this
hypothesis are included in the majority of Easterlin’s work on the matter. (Easterlin 1995,
2010, 2015, 2016; Easterlin et al. 2010).

Individual time series cannot serve as convincing evidence for the third statement. This is
because there could be all sorts of different country-specific things happening that can
influence both the trajectory of growth in happiness and income. In fact, some time series
that have been put to the front as an example of this phenomenon (that countries have had
periods of rapid economic growth without accompanying growth in happiness) have received
sound criticism. To highlight an example:

The case of Japan has been put to the front (most recently in Easterlin and
Angelescu, 2011) as an example of a country where mean life satisfaction remained
flat in a period where the economy grew remarkably fast. Stevenson and Wolfers
(2008) show however, that the survey from which this time series collected their life
satisfaction data changed the questioning over time. This makes it hard to confidently

6 Easterlin sometimes makes it look this way; for example: “The Paradox states that ... over time
happiness does not trend upward as income continues to grow.” (Easterlin 2016, p.4) or “When
income goes up, happiness stays the same because of social comparison.” (Easterlin & O’Connor
2020 p.14). The adding of ‘ceteris paribus’ would be a helpful instrument to prevent confusion here.
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track changes in well-being over the whole period. In their analysis, the time series
was cut up into 4 parts where the life satisfaction survey questioning was constant.
Within three of the four periods, the correlation between income and happiness
growth is positive.

The time of looking at individual countries has passed, and there is a need for higher quality
analysis. The thing that is interesting to know is whether subjective well-being grows faster
when GDP growth is higher. So what is needed is a collection of time series data from
countries worldwide, with which a comparison between changes in happiness to GDP growth
rates can be made. The World Values Survey and the European Values Survey provide this
data.

Easterlin and O’Connor (2022a) use this data and their analysis yields the following result:

Figure 10: “Growth rates of life satisfaction and GDP per capita” K
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This figure presents data of 67 countries, with time series ranging from 12 to 39 years, with
an average of 27 years. The data ranges from 1981 to 2019. Easterlin and O’Connor emit
‘Expansion Only Countries’ in their main conclusions, which means that they are focussing
on the solid brown line, not the dashed one.

The Expansion Only Countries (ETCs) are a set of European countries for which happiness
data collection started to take place only after their transition from socialism to capitalism.
When the USSR collapsed, these countries’ economies saw a big downturn. In the period
thereafter (when data collection on happiness started), these countries have only seen
economic expansion — that is why they are referred to as ‘expansion only’ countries - and big
rises in happiness levels. Easterlin and O’Connor argue that to make a correct analysis, one
should only look at countries who have also been through economic downturns, so through
booms and busts, because only then can reliable trend lines of both happiness and income
be estimated.
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This choice might seem controversial at first, especially since when the ETCs are included, a
positive relationship between GDP growth and happiness growth does seem to materialise -
the dashed line -, but Easterlin and O’Connor are all but the first ones to make this distinction
between transition and non-transition countries, see for example Bartolini and Sarracino
(2014), Mikucka et al. (2017) and Kaiser and Vendrik (2019). The only part in the literature
where this specific choice is criticised is in Kamilcelebi and Veenhoven (2024, p. 12) who
state: “Omitting countries that underwent fast economic growth is questionable, to say the
least. We would rather see these cases as a natural experiment that revealed a strong long
term impact of economic growth on happiness.”’

Easterlin and O’Connor state the following about the dashed line: “The upward tilt that occurs
when including the ETCs is not because they exhibit a positive relation between happiness
and GDP. As mentioned, it is because they have both greater income growth and greater
happiness growth than the countries with trend estimates. In fact, the ETCs’ own income-
happiness relation is not statistically different from the relation in the developed countries...”

(p. 10)

Following from this analysis, the authors conclude that there is no economically significant
association between economic growth and happiness. Although the regression coefficients
are positive (the coefficient is 0.001 for solid line, and 0.005 for the dashed line), the
implication of this positive result (of 0.001) would be that it would take 500 years to raise
happiness (ceteris paribus) by one point if the long term GDP growth rate of a country would
be increased by two percentage points, rendering this is in fact practically a nil result,
according to Easterlin and O’Connor.

This result is not undisputed. There are authors who claim that the positive relationship
between economic growth and happiness does in fact exist, therefore denying the existence
of the paradox. The interesting thing is that these authors also have time series data at the
basis of their analysis. Some quotes from ‘paradox deniers’:

“Both GDP and happiness have gone up in most nations, and average happiness has
risen more in nations where the economy has grown the most....” (Veenhoven and
Vergunst 2014, p. 311)

“We found that rising income is significantly associated with... subjective well-being.”
(Diener, Tay, and Oishi 2013, p. 267)

“... life satisfaction and other measures of subjective well-being rise with income, ....
these findings cast doubt on the Easterlin paradox...” (Sacks, Stevenson, and Wolfers
2012, p. 89)

What astounded me during researching these papers is that some fairly basic mistakes are
made, including things that are included in chapter 1. To name three:

- Veenhoven and Vergunst (2014) are using current dollar GDP, which measures
the output in terms of value instead of in terms of the quantity. Because of
international differences in inflation rates, this renders their attempt to test the
happiness-growth relationship less valuable.

- These authors also state that the paradox holds that happiness tends to be stable
over time (p. 319). This might be an idea one gets following from looking at

7 For more information on the choice of emitting the ETCs, one can read pages 6-8 of Easterlin and
O’Connor (2020) or the other sources cited.
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happiness trends like the ones in Figure 9. What the authors failed to realise is
that the paradox does not claim anything about happiness trends per se. The
paradox is about the association between trends in economic growth and trends
in happiness.

- Sacks, Stevenson and Wolfers (2012, pp. 74-75) also fail to represent the
paradox correctly by stating that it would rest on the belief that the relationship
between happiness and income was stronger within countries than between
countries. This is not the gist of the paradox.

These mistakes strengthen my confidence in that there is need for clarity on what the
paradox does and does not entail, as | have tried to provide in chapter 1.

It would be scientific misconduct to not take the analysis of the ‘deniers’ into account
because there are some basic mistakes to be found in some of the papers, we are all fallible
humans after all. | will not go into detail in their analysis, but will provide the main reason
why, according to Easterlin, these authors come to a different conclusion than the ‘paradox
believers'.

The most important difference has to do with the length of the time series that are used. This
is because for the paradox, trends in happiness and income growth are of importance, which
only can be measured over a longer period of time. The interesting thing namely is that in the
short run, happiness and GDP tend to do go up and down together. Easterlin visualises this
schematically in the following way:

Figure 11: “Hypothetical co-movement of GDP and happiness” M
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Here, one can see that although in the short run (the distance between p and t) income and
happiness correlate, this effect disappears when looking at the longer run (the dashed lines).
If one would construct an analysis like in figure 10 with time spans that are too short to find
trends (dashed lines), one is expected to find a positive relationship.

This is precisely what happens in most of the research from ‘deniers’®. This is also a reason
why Easterlin and others emit the abovementioned Expansion Only Countries from their
analysis, because the data from these countries spans over too short of a time, schematically
between p and t, and is therefore not suitable to estimate trends in happiness and income
growth.

This difference in time span is crucial to understanding the different views. For example, if
one would add time series that cover less than 10 years to the analysis of Easterlin and
O’Connor (2020), figure 10 would yield a significant positive relationship. If one looks at
fluctuations’ instead of long term trends, the short-run positive relation is expected to
dominate the results. (Easterlin and O’Connor 2020, p. 5) This is also consistent with the
research of Bartolini and Sarracino (2014), who find that the nil relationship between trends
in happiness and income disappear as the time series length is shortened. In the long run, a
period that they define to be at least 15 years, they find no relationship between the trends in
income and happiness.

In 2024, Kamilcelebi and Veenhoven have reacted to Easterlin and O’Connor. Together,
these two papers® are the most recent, highest quality representation of the two different
views - paradox believers vs. paradox deniers. In their response, they re-analysed the 2014
paper of Veenhoven and Vergunst, both by adding the most recent data and by changing the
analysis somewhat. A major change is that in their most recent analysis, the authors only
include countries for which time series of at least 20 years are available. This is thus a
reaction to the critique of Easterlin about using time series that are too short, thereby looking
at the fluctuation instead of the trend in income and happiness.

Furthermore, K&V use data from the Eurobarometer, the European Social Survey and the
Lationo Barometro, next to the data sources E&O use, making their overall dataset more
diverse than the one of E&O.

The only lacuna in K&V’s analysis compared to E&QO is that they do not express economic
growth in purchasing power, but use growth of GDP as expressed in constant local currency.
As noted above, since there are international differences in inflation rates, this hurts the
guality of the analysis, though | cannot oversee to what extent the final results are dependent
on this choice (of not using PPP)™°. Their analysis yields a coefficient of 0.0035, next to the
0.001 E&O found.

8 There are more reasons why the two ‘camps’ of authors come to a different conclusion. See Easterlin
(2016) for a complete (though, not impartial) analysis. For an analysis from ‘the other side’, read
Kamilcelebi and Veenhoven (2024, pp.10-15)

9 Easterlin and O’Connor (2022a) and Kamilcelebi and Veenhoven (2024)

10 Kamilcelebi and Veenhoven report that they do not use PPP because this is not available for periods
before 1990, while some of the time series they use start more than 20 years earlier. To show that this
does not render their analysis useless, they could have included two analyses from 1990 onwards:
one with GDP denoted in constant local currency and one using PPP data (that is available for data
from 1990 onwards). If the two resulting coefficients do not differ substantially, this could provide
support for the hypothesis that using constant local currency on the whole dataset does not hurt the
confidence in the overall resulting coefficient of 0.0035. For now, as this analysis is not executed, it is
difficult to judge to what extent the lack of PPP data influences their results.
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Interestingly, K&V also convincingly argue that the coefficient of 0.001 that E&O report is
dubious. This is because E&O originally found a coefficient of 0.005. But this is reduced
down to 0.001 in two different ways that the authors dispute, see Kamilcelebi and Veenhoven
(2024, p.12-13).11

As a non-econometrist, | am not the one to make the final call on whether these choices
made by Easterlin and O’Connor are methodologically sound or not, but aim to show that the
choices made that bring the found coefficient down to 0.001 from 0.005 are somewhat
dubious, and can be criticised. Though, these choices also find support in some parts of the
literature.

Concluding this section, one can say that there is mixed evidence regarding statement 3:
“Long-term trends in average happiness and average income are not significantly related.” It
is important to note that the (counter)evidence for this statement is of lower quality than that
for statement 1 and 2. This has to do with data availability. Accepting or rejecting statement 3
thus need be done with lower confidence than the other two. For now the evidence points to
a coefficient of the relationship between GDP growth and happiness growth between 0.001
and 0.005.%?

The spread in these findings have to do with the data used, the inclusion criteria and the
econometric analysis used during and after regressing. Interpretation wise, this would mean
that the average life satisfaction on a scale of 1 to 10 in a country with a long term GDP
growth rate of 4 per cent is expected to gain somewhere between 0.2 and 1 point over 50
years ceteris paribus.

Next to that, | want to add two emphases that are important for the remainder of this thesis:

First, that if one accepts the statement, a better formulation is that the two are not related in
an economically meaningful way*?, since even the solid brown line in figure 10 technically
does show a statistically significant positive estimate (of 0.001).

Second, that the words ‘long-term’ carry a lot of the weight here. | will show in a later part of
this thesis that some economic and interpretation problems pop up precisely because of the
focus on the long-term.

11 To summarise how they reduce the 0.005 to 0.001:

- The first way is by excluding the Expansion Only countries, which K&V criticise (K&V, 2024,
p.12) (Easterlin & O’Connor 2020, table 2, result (2) -> result (1))

- The second way is by adding ‘interaction terms in each group of countries to the regression in
order to allow happiness in each group of countries to have its own constant and relation to
growth’ (E&O 2020, p.9) (Easterlin & O’Connor 2020, table 2, result (2) -> result (1)). The
dubious thing here is that this statistical exercise is only reported in their 2020 working paper
and not in their 2022 book chapter, where they only mention that a slope of 0.001 was found.
Adding controls into the regression shifts the analysis from a bivariate one to one that comes
closer to a causal analysis, but this is not the correct test for statement 3. E&O find support for
their choice in Kaiser and Vendrik (2019), but Kamilcelebi and Veenhoven refute this support.

12 This conclusion might feel a bit unsatisfactory. | agree with that sentiment and after reading the
literature, | am convinced that it is possible to draw a stronger conclusion by combining the strong
aspects of both analyses. This requires an adversarial collaboration between Easterlin and
Veenhoven, like we have seen in section 2.1 between Killingsworth, Kahneman and Mellers. | come
back to this point in chapter 6.

13 Even this interpretation can be criticised, if the actual coefficient comes closer to 0.005 than 0.001,
the implication of average happiness rising by 1 point on a scale from 1 to 10 (assuming 4 per cent
growth over 50 years) seems rather substantial, even if actual growth rates over such a period of time
are expected to be lower.
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3: The proposed mechanisms

In this chapter, the focus lies on the proposed mechanisms behind the paradox. | do not aim
to give a complete overview of the history and evidence for each of the mechanisms, but aim
to critically reflect on the mechanisms, see if there is any sound empirical evidence to
guantify their relative importance and aim to check whether there are any alternative
mechanisms underexposed in the current literature.

3.1 Social comparison

This first mechanism is the one Easterlin used in 1974 to explain the found paradox and is
also the only one that gets most attention in the current literature. It focusses on relative
income instead of absolute income and the status concerns and social comparisons that go
with that. Simply put, it states that the happiness return from income growth is a zero-sum
game.

Verbally, the simplified argument goes somewhat like the following: every individual derives
income related happiness - in more economic terms: utility - from two things: one’s absolute
level of income (this gives them happiness via consumption), and their relative income in
respect to others (this gives them happiness via status). The ‘others’ here are the reference
group, the people with whom she compares herself. An income increase for an individual is
beneficial for her happiness, because this both improves her absolute level of income and
(ceteris paribus) improves her relative income.

In reality however, with growing GDP, there is no such thing as ‘ceteris paribus’. As GDP
grows, the income of one’s reference group grows as well. If you then assume status to be a
zero-sum game - where the more status one person has, the less others have — and assume
that the importance of the relative aspect of income dominates the absolute aspect, (i.e. that
the benefit on happiness from consumption is mainly derived from the relative, instead of
absolute level) this would then be able to explain the paradox. If one were to accept this
mechanism as dominant and real, you could conclude - as Easterlin does - that raising the
income of all increases the happiness of no one.

The theoretical background for this mechanism goes back a long way into history, Smith
(1776) notes that considerations of appearance, honour, and dignity might influence one’s
choices regarding consumption, and Marx (1849) mentions the importance of social
comparison to explain the social part of utility. One name that need not remain unmentioned
in this respect is Veblen (1899), who came up with the term ‘conspicuous consumption’,
which describes the part of consumption that is intentionally used to signal status. More
recently, there have been constructed theoretical models to describe that the utility one gets
from consuming goods that are conspicuous in nature - like clothing, or vehicles - depends
partly on the consumption relative to that of reference group members (Perez-Truglia, 2013).

Empirically, there has built up a large literature showing the importance of relative income for
happiness. To highlight some examples: What has been found is that people in the same
income cohort are less happy when the incomes of people in their (assumed) reference
group are higher. (Graham & Felton, 2006; Luttmer, 2005; Kingdon & Knight, 2007). Knight
and Song (2006) find that relative income is the most important variable in explaining
happiness differences between individuals in rural China. After reviewing some of the
literature, Graham et al. (2010, p.259) conclude: “The evidence suggests that concerns for
relative income differences matter and can erode the positive effects of higher absolute
income levels on happiness, ... . ... also at surprisingly low levels of income.” For a review of
the literature on the effect of social comparison on happiness, one can read Clark et al.
(2008) or more recently, Wu (2020).
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Still, acknowledging the importance of relative income, this cannot be the full story. A part of
income that one consumes is spent on goods and services that are not deemed
conspicuous, for example on healthcare, groceries, housing, insurance and education. Even
if income growth (and accompanying reference group income growth) would mean that the
status benefit is zero for an individual (as our social comparison theory predicts), the extra
income also allows spending more on goods and services that are non-conspicuous in
nature. There is thus a need for a theory of why this still does not lead to happiness growth in
the long term: this is where the second mechanism comes into play.

3.2 Hedonic adaptation

The second mechanism is about hedonic adaptation. This mechanism was not explicitly
mentioned by Easterlin in 1974, but has popped up in later literature trying to find
explanations for the paradox. The focus here lies not on the relation one’s income has with
others, but with one’s income in the past.

Evolution has caused people to be adaptive creatures. A substantial literature has been built
up to show that people are able to internalise changes, and are able to transform a new,
changed situation into a new “baseline” reference point after some time. For income
specifically, this would mean that when an individual experiences income growth, this results
in extra happiness in the short run, since this new situation of abundance is compared to the
situation before the rise in income. Over time however, people adapt to this change by
increasing their internal reference point and aspirations. People experience habituation and
get used to the new standard of living, the theory goes.

An implication of that theory is that most people feel like they were less happy in the past and
expect to be happier in the future. This is explained by the use of their current aspirations (or:
current reference point) in judging their living conditions in the past, and the use of that same
reference point in predicting their happiness in the future. People thereby forget to take into
account their rising aspirations and adjustment of their reference point going into the future
(Easterlin, 2001). An example of this phenomenon can be found in Frijters et al. (2002),
there, the authors find that people in East Germany did not account for the adaptation to the
initial euphoria right after the German reunification. Failing to consider this, they
overestimated their future life satisfaction.

Theoretically, this theory finds ample support in evolutionary psychology. The importance of
reference points has been stressed by the famous paper of Tversky and Kahneman (1991).
Empirically, there is sound evidence of adaptation in many different aspects of life. An
interesting example is Barazetta (2014), where a randomised controlled trial is performed to
show that the initial well-being increase following a health improvement - increased mobility -
disappears after one year, suggesting that people have adapted completely to this change
after this time. Clarck and Georgellis (2013) show the existence of partial adaptation after
marriage, divorce, widowhood and childbirth. There is some heterogeneity in extent and pace
of adaptation, and what has been found is that people need longer to adapt to negative
events (disability, poverty, unemployment) than positive ones (Lyubomirsky, 2011).

The same has been found in respect to income. Di Tella et al. (2010) found that the majority
of the initial effect of an increase in income wears off in the following few years. The evidence
from Burchardt (2005) is consistent with this idea, and also shows evidence for greater
hedonic adaptation to income increases than to income decreases, as we have seen for
other life events.

Take these two mechanisms - social comparison and hedonic adaptation - together, and one
can see that they are two sides of the same coin: under social comparison, one takes others
as a reference point, under hedonic adaptation, one’s past self. The aim of this thesis is not
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to study the proposed mechanisms in all their detail, rather, | aim to show that these
mechanisms come with some problems that can explain why the debate surrounding the
paradox still has reached anything but a satisfactory consensus.

A problem surrounding social comparison is that there is a strand of literature that follows
Hirschman’s (1973) interpretation in that the income of people in the reference group has an
information effect. This means that the fact that there are richer individuals present means
that there are opportunities for oneself in the future to become richer. In this way, the income
of others in the reference group would correlate positively instead of negatively with
happiness (Senik 2004, Clark et al., 2009a), this could also be the case because rich
neighbours help in the provision of local public goods (as suggested in Clark et al., 2009b).
Another issue is that some authors, like Kamilcelebi and Veenhoven (2024, p.15) state that
people, when evaluating their lives, do not compare themselves to others to the extent
Easterlin claims.

The specific issue with hedonic adaptation is that the literature finds little evidence of
complete adaptation to income over time, which would be necessary for adaptation to explain
the paradox. The evidence for partial adaptation is extremely strong4, but as pointed out,
partial adaptation is relevant for the relationship between happiness and income, and not
orthogonally so for the paradox. Even if one decides to go with the sparse evidence of
complete adaptation to income (there are some examples), then you are still bound to run
into problems. As pointed out by Clark (2016), individuals are happier with higher incomes in
the short run, something Easterlin would agree with. Under full adaptation, for rich people to
report higher well-being than poorer people (as is shown in section 2.1) the rich must have
enjoyed more recent positive income gains than the poor. This can only be the case when
there is a specific form of rising income inequality; something that has certainly not been the
case for all countries during all time periods. In other words: under full adaptation and non-
growing income inequality, one would expect the happiness-income cross section to be flat.
As seen in figure 5, this is anything but the case. To quote Clark (2016, p.90): ‘1 believe that
this somewhat undermines the case that can be made for adaptation to income as an
explanation for the Easterlin Paradox.”

A more general problem | see is that the relative importance of the two mechanisms is hard
to quantify. For a ‘mature’ explanation to be accepted, not only should the phenomena that
are described be backed up by extensive literature (which is definitely the case, both social
comparison and hedonic adaptation are widely accepted phenomena), there is also need for
compelling evidence that these two are actually specifically relevant for the paradox, and not
only for the relationship between happiness and income in general. One way to do so is to
provide a reliable estimate to what extent these matter, but this has not happened yet.

What has been put to the front are some back-of-the-envelope calculations. This has been
done by combining the finding in Knight and Song (2006), that relative income is at least
twice as important than absolute income for happiness, with the finding in Van Praag and
Frijters (1999) and more recently in Di Tella et al. (2010), that around 60% of the initial effect
of an income increase on happiness fades away after a few years. Putting these findings
together, Clark et al. (2008) suggest that ‘only around 13 percent of the initial individual effect
will survive in the long run at the aggregate level.”. The simplicity of such calculations signals
the problem here: it is clear that the mechanisms matter to some extent for the relationship in
which a rise in income translates to a change in happiness, but what has not be convincingly
guantitatively proven is that the mechanisms are able to explain the paradox, and are not
simply factors that dampen the effect of growing income on happiness.

14 An interesting paper on lottery winnings is Lindqvist et al. (2020)
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More fundamentally, a problem arises when proposing these mechanisms, namely that they
implicitly assume that the Easterlin paradox is about causation, while it is one of
association. The two mechanisms are ‘answers’ to the question why over the long run,
income growth does not cause happiness growth, while in the short run, it does. This
question is not the gist of the Easterlin paradox. Instead, it is all about why over the long run,
income growth is not associated with happiness growth, while in the short run, it is. By
naming the two proposed mechanisms as an explanation for the paradox, one misrepresents
the paradox (and yes, | blame Easterlin for this as well). This point is vital and can be seen
as one of the most important contributions of this thesis to the debate. | find support for this
view in Kelecelebic and Veenhoven (2024, p. 15) who write: “...the effects of economic
growth on happiness are likely to be multi-causal and contingent to situations and can as
such not be captured in a single monocausal explanation.” After which they call the proposed
mechanisms: “a deficient account”.

There are possible mechanisms that respect that the paradox is about correlation, rather
than causation. | propose two of these mechanisms in section 3.3. Furthermore, | have
devoted a separate section to the issue of causality: section 4.1.

There is also one specific form of criticism on the paradox to which Easterlin replies with a
theory of how the two proposed mechanisms interplay. | do not agree with the criticism, but
neither with the refutation that Easterlin gives. In other words: | think the critique makes little
sense, but not for the reasons that are provided in Easterlin and O’Connor (2020, pp.13-14).

The critique goes along the following lines: “If social comparison explains why happiness
does not increase in periods of growth, then why does happiness decline in a recession, so
with falling GDP? If social comparison were at play, people should not feel less happy
because others are also in the same situation.”

Easterlin goes on to counter this statement by claiming that “in a recession income reference
levels are no longer determined by social comparison but by comparison with one’s pre-
recession peak income. .... True, others are in the same boat, but that does not help meet
one’s monthly mortgage or rent payments. ..... When income goes up, happiness stays the
same because of social comparison. But when income goes down, happiness decreases
because the former peak income becomes the benchmark. ... In short, when incomes
increase, social comparison determines the reference level, but when incomes decrease,
comparison with one’s ... peak income, takes over ....”

I deem this reply weak, it seems like an ad hoc ‘solution’ that is not backed up by proper
literature®® and gives the impression that the authors cherry pick the parts of the two
mechanisms (social comparison and comparison to one’s past income) that together are
consistent with their theory.

Rather, the correct reply to this critique is that declining happiness during recessions is
perfectly in line with the Easterlin paradox. The paradox namely does in fact allow that
happiness and income go together in the short run.

More specifically: the fact that happiness growth and income growth do correlate in the short
run is essential to the paradox. It is being used by Easterlin to counter the paradox deniers,
as his main critique to them is that they fail to analyse the long-term growth rate and rather
confuse it with the short-term fluctuation (and thereby finding a positive correlation between
happiness growth and income growth, as discussed in the text right under Figure 11, see

15 Easterlin and O’Connor refer to De Neve et al. (2018) in making this claim, but that paper does not
show any evidence for the change from social comparison during economic growth to comparing to
oneself in the past during economic contraction.
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also Bartolini and Sarracino, 2014). Figure 11 shows this schematically, in every period, the
short-run correlation is positive, but over the long run, this correlation disappears.

This difference between the short-run and long-run correlates is what | deem essential in
explaining the paradox, not so much the contrast between the cross-sections and time
series. It is now time to dive deeper into this issue: in the next section | aim to show that a
related underexposed mechanism could explain (part of) the paradox.

3.3 Underexposed mechanisms

Happiness asymmetry

The starting point for this mechanism (one could call it a hypothesis, since | will not provide
new empirical evidence to provide support) is the dynamics between income and happiness
as depicted schematically in Figure 11. It shows that within each short-run period, income
growth and happiness growth are positively correlated. This correlation has empirically been
proven robust. The Easterlin paradox states that this association disappears in the long run.®
This provides a puzzle, since the long run consists by definition out of different short-run
periods, in which both are positively correlated. While the mechanisms in 3.1 and 3.2 both
are trying to explain this by implicitly stating why economic growth causes short run growth in
happiness, but not in the long run, the following mechanism does so by explaining only why
the correlation disappears, and does not claim that economic growth does not cause
happiness growth in the long run. In a way, it looks for a solution ‘inside’ of the paradox,
instead of ‘outside’ the paradox (in the world of causation; which the paradox is not about).*’

The reason the two dashed lines in Figure 11 do not correlate is because of happiness
asymmetry in income changes: the fact that people react more heavily to losses in income
than to gains. The theoretical background for this mechanism comes from prospect theory by
Kahneman and Tversky (1979) and more specifically from loss aversion: “the aggravation
that one experiences in losing a sum of money appears to be greater than the pleasure
associated with gaining the same amount”. This finding has been well established in the
literature and Baumeister et al. (2005), after reviewing the evidence, conclude: ‘bad is
stronger than good’.

De Neve et al. (2018) show this specifically for the ‘ingredients’ of the paradox and find that:*®
“measures of life satisfaction as well as positive and negative affect are more than twice as
sensitive to economic downturns as compared to equivalent upswings.”. Beja’s (2017)
findings are consistent with this evidence. The fact that people react asymmetrical to
economic changes is what can explain the discrepancy between the short run and long run
evidence.

This is consistent with the idea that economic growth causes a short run happiness increase,
and economic contractions cause people to be less happy in the short run, though to a
different extent.'® Focusing on the long term growth rate - as Easterlin does - is then not the

16 In the conclusion of section 2.3 however it is shown that such a correlation does also exist in the
long run, albeit a weak one.

17 The difference between looking for a solution ‘inside’ the paradox and looking ‘outside’ is that when
looking ‘inside’, one looks at the variables on the X and Y axes of Figure 10 and explains why these
are the reason for the nil association, or proposes different variables to put on the axes to getto a
positive association. Looking ‘outside’ requires one to find a solution for why income causes happiness
growth in the short run, but not in the long run.

18 They are all but the first to do so, in a similar study by Boyce et al. (2013), an equivalent result was
found

19 But is not a necessary condition for the mechanism to hold
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most relevant, effects of greater average trend growth on happiness can be nullified by
having more periods of economic decline. The ‘solution’ to the paradox would therefore be to
take into account how economies grow in the long run, and not just how fast.

This hypothesis would ‘predict’ that correlation wise, the happiness of countries that have
gone through long periods of economic growth without periods of contraction, would have
grown faster than countries who have had both periods of economic growth and contraction,
no matter the average long term growth. The remarkable thing is that Easterlin does provide
us with a set of countries that have done just that: the Expansion Only countries in Figure 10.
The fact that exactly these countries show higher happiness growth than ‘Full Cycle’
countries and at the same time show no internal correlation between income and happiness
(meaning that within the expansion only countries, income growth is not positively associated
with happiness) provides evidence for the theory that the paradox hinges on the presence
(and extent of) economic contractions, not so much on the size of the long term income
growth rate.

It is important to stay cautious: | do not provide any new evidence for this hypothesis here,
and it is thus far from proven. Furthermore, it is not a ‘complete’ theory that has been worked
out completely. But the fact that the hypothesis is consistent with all the stylized facts?°
without claiming anything about the long run causation of income on happiness proves to me
that this mechanism is a promising possible explanation to the paradox and is at least worth
examining further. | deem the fact that this theory has not been explicitly proposed or tested
by the literature a lacuna that needs to be filled.

Income inequality

Another underexposed mechanism to try to explain the Easterlin paradox is the one of rising
income inequality. Oishi and Kesebir (2015) show that the paradox can partly be explained
away by the concurrence of economic growth and rising income inequality. Correcting for
income inequality makes sense, since the Easterlin paradox specifically claims that ‘raising
the income of all raises the happiness of no one’. In the paradox, GDP (sometimes GNP)
growth is used as a proxy for how much ‘the income of all’ has risen, but is an imperfect one.

It is the presence of rising income inequality that reveals this imperfection: if the economy
grows while income inequality does so as well, GDP grows while that need not be the case
for the income of the modal person. Showing then that the relationship between happiness
and income growth is flat does not prove that raising the income of all does not cause an
increase in happiness, for the fact that GDP growth does not signal that the income of all has
risen (to the same extent). This mechanism has the possibility to again explain the paradox
from the ‘inside’ rather than looking for causal mechanisms. This difference is a subtlety, but
a rather important one. That is why section 4.2 comes back to this point, and explains the
importance of income inequality in relation to GDP for the paradox more extensively.

Concluding chapter 3, | have shown the proposed mechanisms behind the paradox. The
theoretical and empirical background for the two mechanisms are well founded in the
literature, albeit with some critical remarks. The issues that | have brought up have little to do
with the content of the mechanisms, but rather the relevance of them for the paradox. Since

20 To name them:
- positive association between income growth and happiness growth in the short run
- little (or no) association in the long run
- prospect theory and the short run asymmetrical reaction to changes in the economy on
happiness
- ETCs showing high happiness growth but no within group correlation
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the quantification of the relative importance of the mechanisms has not been reliably worked
out, | deem it likely that the proposed mechanisms matter for the (causal) relationship of
income on happiness (they work as inhibiting factors), and not per se on the paradox
specifically. The paradox is one of association, not of causation, but with the two proposed
mechanisms in hand, one implicitly assumes so, thereby misrepresenting the paradox.
Therefore, | have proposed two underexposed mechanisms that need not make the implicit
assumption that income growth does not cause happiness growth in the long run, but that
can explain the finding that income growth is not associated with happiness in the long run
while it is in the short run.

4: Economic problems

In this chapter, some economic problems are being discussed that surround the paradox in
some way. Understanding these problems can explain why the scientific debate has not
resulted in a consensus yet and can also help to get a better picture of what needs to be
solved or accounted for moving forward.

4.1 The problem of causality

Though the paradox is one of association and correlation, in interpreting and discussing the
matter, the literature sometimes seems to act as if we are talking about causality. In this
section | aim to give examples of this, show why it is tempting to do so and why confusing
correlation with causation can lead to false claims and interpretations.

To sketch the problem it is needed to return to the start of this thesis, the first statement:
“Within countries at a given point in time, there is a noticeable positive association between
income and happiness at the micro (individual) level.” The evidence that we have seen for
this statement like Figure 4 and 5 can be misinterpreted by stating or implying that this thus
shows that more income causes higher happiness on the micro level. As stated in the
relevant section: from a correlation alone, this cannot be judged. There could be all sorts of
endogeneity issues preventing this conclusion from being correct. Take for example reverse
causation, it could very well be that happier people are more successful in different aspects
of life, and are also on average able to generate a higher income.

Empirically, the existence of this reverse causality can for example be found with panel data.
This has been tried and the literature finds that indeed, people with happier personality traits
are more likely to obtain better jobs (Graham et al., 2004) and that unhappier people are
more likely to become unemployed (Clark, 2003). More recently, Elsas (2021) has used an
instrumental variable approach on German SOEP data to try to distinguish between the two
causal paths and finds evidence of significant effects of happiness on income. Ye et al.
(2023) use a unique dataset of Chinese twins to be able to estimate the causal effect of
income on happiness and find a large effect. Together, these studies thus point to the fact
that the causality between income and happiness goes both ways. Explaining the evidence
for the relative strength of both causal paths lies outside the scope of this thesis, but these
papers are examples to show that one must be careful with drawing causal conclusions from
correlational evidence.

Interestingly, in 1974, Easterlin did take the possibility of reverse causality into account, but
did not expect the effect to be relatively large. He therefore concluded: “On the whole,
therefore, | am inclined to interpret the [cross sectional] data as primarily showing a causal
connection running from income to happiness.” (p. 104). This conclusion cannot be drawn
from the type of evidence that was at hand. Hence, one could regard this conclusion as mere
speculation rather than following directly from the available evidence. In any case, Easterlin
did forget to consider another form of endogeneity, next to the possibility of reverse causality,
namely omitted variable bias. The cross-sectional - correlational - data could also be
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compatible with an underlying causal model where a certain variable causes both higher
(lower) income and higher (lower) happiness. Barker (2005) shows that one of these possible
omitted variables could be size at birth, linking it both to income and depression. There are
many more omitted variables possible, like good health, quality of relationships with
coworkers or marital stability. Personality traits could be an interesting candidate, for Mottus
et al. (2024) recently showed that the Big Five personality traits allowed predicting life
satisfaction scores with accuracies up to r = 0.8-0.9 in independent subsamples. Again, | will
not try to come close to finding the ‘actual’ underlying causal path here, but want to show that
to draw causal conclusions, one needs proper econometric techniques for causal inference.?!
If these are not present, there is need to be extremely cautious in interpretation.

Remarkably enough, Easterlin seems very aware of this when it comes to statement two:
“Between countries at a given point in time, there is a positive association between income
and happiness at the macro (national) level.”. The correlational evidence in Figure 8 is clear:
the association is strong and positive. Were one to wrongly interpret this data as causal then
the conclusion were to follow that economic growth causes higher happiness. This is the
direct opposite of the prior disposition of Easterlin, namely that economic growth does not
cause higher happiness. That is why Easterlin wrote a paper in 2013 to argue that the causal
claim from this correlational evidence is incorrect. Instead, he proposes an omitted variable:
historical experience. The argumentation goes as follows: “Although [the] cross section
relationship [of economic growth on happiness] is often taken to indicate causation, it may, ...
merely reflect historical experience, that is, similar leader-follower country patterns for
variables that are causally unrelated. ... Suppose, ... that, the same group of countries have
a head start, and the follower countries in the various parts of the world fall in line in a similar
geographic order. The result will be statistically significant international cross section
relationships among the various phenomena, despite their being causally independent.” (p.1)
Easterlin thus hypothesises that countries that had earlier ‘access’ to causes that boost GDP,
also had earlier ‘access’ to (different) causes that boost happiness. The cross-country
correlation therefore would not signal a causal connection between the two, but would be
explained by this omitted variable.

The real trouble starts with statement three. “Long-term trends in average happiness and
average income are not significantly related.” The evidence that is at hand here is time series
data. Time series data, unlike cross-sectional data, could be used for causal inference, if one
were to construct a correct underlying causal model. This is not done in Figure 10, or in any
of the evidence for or against the paradox. What it depicts is the correlation between two
variables, albeit variables that are the average growth rate over a longer period of time. No
matter if there is a paradox or not (section 2.3), no matter if the solid line in Figure 10 is
upward sloping or flat, from this evidence alone, concluding that higher income growth does
or does not cause higher happiness is premature and in clearer words: plainly false. The
words of Easterlin and O’Connor (2020 p.9) “The Paradox holds — economic growth does not
make people happier” should be categorised in this category: premature and false. The only
implication from their evidence is that (assuming their analysis to be correct) economic
growth does not go with more happiness. Finding out whether that is because growth does
not cause happiness or because of some other (endogenetic) reason is extremely relevant,
but can only be done with an approach suitable for causal inference. Clark (2014) adds to
this: “There may well be other differences between countries that are correlated with
satisfaction. This is a standard omitted variable argument: if something is positively
correlated with income but negatively correlated with subjective well-being, then the bivariate

21 Wu (2020, p. 4) concludes, after reviewing the micro evidence: “In general, the effects found in
panel studies are smaller than those found in cross-sectional studies. In addition, the effects found in
causal analyses, using either exogenous variations in income or instrumental variables, are larger than
those found in associational analyses.”
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correlation between income and well-being will be biased towards zero. This is the case for
hours of work or pollution, to give two examples.”

The question then is why an approach suitable for causal inference has not dominated
recently. The answer that | deem most probable is that designing such a method comes with
extreme difficulties, econometrically speaking. With statement one, exogenous variation in
income and IV-approaches are used to approximate the causal effect. This is way harder at
the macro level, especially in the long run. Clark et al. 2008 (p. 138) agree with this and
state: “... natural experiments producing exogenous variation in income are only rarely
observed, making the issue of establishing the causal effect of income on happiness a major
challenge.”

Another way of causal inference could be to build a model as used in hedonic pricing
models, where one uses many more macro time-series variables [than economic growth and
happiness growth] and controls for the ‘right’ ones. The impossibility here is that deciding
which variables are confounders and should therefore be controlled for to rule out omitted
variable bias and which variables are colliders and mediators, for which controlling renders
the estimated effect biased, is next to impossible. For more on the matter, one can read the
great paper from Wysocki et al. (2022) titled ‘Statistical Control Requires Causal
Justification’. The crux is that such justification is very hard for the complex relationship the
paradox studies. In IV-approaches, a similar problem arises: it is rather difficult to verbally
defend that the exclusion restriction holds, for the case can be easily made that whatever
instrument one chooses, this could potentially affect happiness.

These difficulties in constructing a method better suited for causal inference, makes me draw
an uncomfortable conclusion: the technique that Easterlin uses, however limited, might be
the best that is presently available. Since detailed econometric challenges are far from my
specialism, | cannot judge whether sometime in the future a model could be constructed that
is able to distil the causal effect of economic growth on happiness on the macro level in the
long run. For now, the method used by Easterlin as in Figure 10 might just be the best we
can get. The fact that ‘paradox deniers’ try to demonstrate their position by stating that the
actual long term correlation is positive, instead of prompting a method that claims that
economic growth causes happiness in the long run, provides evidence for this supposition.

Because of the scientific and human urge to say something meaningful about the long term
causal relationship between economic growth and happiness, it is therefore understandable
that it is tempting to make causal claims from the correlational evidence. Though tempting, it
is premature and false. No matter how unsatisfactory it may be, the right and prudent
conclusion is that the Easterlin paradox provides little direct insight into the causal effects in
this relevant relationship.

4.2 Measuring income

This section asks the question what variable should be on the X-axis of Figure 10. It should
be a measure of income on the macro level??, as that is what the paradox is about. But that
the compound annual growth rate of per capita GDP is the right one, is what could be argued
about.

Easterlin and O’Connor (2020, p.3) write: “In what follows “income” always means real
income, what money will buy. At the national level, it is typically approximated by per capita
Gross Domestic Product ... because of the ready worldwide availability of reasonably

22 The discussion on what should be the correct measure for income on the micro level, either in time
series or in cross-sectional analysis like in Figure 3, 4, 5 & 6 falls outside the scope of this thesis.
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comparable GDP statistics. Per capita GDP here will always mean real GDP per capita, a
country’s average quantity of goods and services per person.” Real GDP per capita is not a
controversial choice, if anything, it may be one of the most used variables in economics.

The possible problem arises in the combination with the variable on the Y-axis, the growth
rate of life satisfaction. With life satisfaction, the answer of every person (in reality, every
participant in the study) on an evaluative well-being question is given an equal weight to
determine the average. With GDP however, the ‘answer’ to the income question of every
individual by definition does not have an equal weight, for people’s incomes are vastly
different. This yields the situation that even if people would only use their income level to
determine their happiness level, a rise in GDP would not have to mean that happiness rises
as well. To give some intuition: assume a country where year on yeatr, the incomes of the
poorest 50 percent of people has gone down by 5 per cent, the incomes of the richest 10
percent of people has doubled, and the sum of these two results in a rise in per capita GDP.
Now, even if people would only use the change in income to determine their happiness level,
it could very well be that the average happiness level does not rise, while GDP does. To then
draw the conclusion that ‘raising the income of all, raises the happiness of no one’ is wrong,
for the incomes of all have not been raised. This is the crux: a rise in GDP need not mean
that the incomes of most people have risen as well.

To correct for this, there are two possible options. The first one being correcting for changes
in income inequality, like proposed in section 3.3. Oishi and Kesebir (2015) do this and find
that this ‘solves’ a big part of the paradox, Mikucka et al. (2017) find a similar result. Another
way that | have not come across in the literature would be to take a different measure
altogether, for example the median equivalised disposable household income, deflated using
a consumer price index, though in theory, more median income measures are possible. The
gist is here that one takes a variable that better presents the income change that represents
an ‘equally weighted’ change in income, which mirrors the equal weighting in the happiness
question.?

Not correcting for changes in income inequality need not be ‘wrong’ per se, but it limits what
can be said about what the paradox implies. In the current form, one could say that greater
economic growth does not seem to be correlated with greater happiness growth.?* But not
that raising the income of all does not raise the average happiness, since then you need to
take income inequality into account. If you do not correct for this, like Easterlin does not, then
a mechanism behind the paradox could be that income inequality heeds to be corrected for.
Which is a mechanism that is not explicitly proposed by Easterlin, but that | do propose in
section 3.3. Instead, the proposed mechanisms like discussed in section 3.1 and 3.2 seem to
be a ‘solution’ to why people over time do not get happier of the increased consumption of
goods and services. To have a more consequent story for these mechanisms, it then seems
more logical to have a measure of average (or median) consumption on the Y-axis (see for
example Meyer and Sullivan, 2003). One possibility of why this has not happened yet is that
comparable data availability might be the limiting factor at play.

23 |t may be that correcting for changes in income inequality is superior to using a ‘median’ variable.
For example in the following case: if the top 5 percent of incomes gain a lot y/y while the bottom 20
percent of incomes lose a lot y/y while the middle incomes stay more or less equal, this would show up
in income inequality measures, while it may not show up (to that extent) in the change of the median
income.

24 |n all fairness, this prudent result is a conclusion that Easterlin mentions regularly, but also
sometimes - wrongly - seems to go beyond.
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Concluding, GDP/capita is not a faulty variable per se, but problems arise when combining
it with happiness data and with the mechanisms and implications that are currently proposed
in Easterlin’s work.

4.3 Measuring happiness

Thus far in this thesis, the term ‘happiness’ has been used a lot, sometimes as depicted by a
‘synonym’ like subjective well-being or life satisfaction. A complete overview of the definition
of these terms will not be given, but some attention on what these different concepts entail,
and where they overlap and differ is needed to be able to properly discuss the matter.

Easterlin (2003) states in the first sentence of this paper: “/ take the terms happiness, utility,
well-being, life satisfaction and welfare to be interchangeable”. Though it makes life a lot
easier to do so0,% it is short-sighted and too simplistic, especially for scientific literature.
Radcliff (2013, p.78) mentions that Easterlin is far but the only one to use these terms
interchangeably, and that is rather common to do so.

To give a very concise overview of the literature on this aspect; it seems to be that subjective
well-being can be split up into three parts: life satisfaction, affect and eudaimonia. In section
2.1, | have referred to life satisfaction as evaluative well-being (it is also named ‘cognitive
well-being’ by some authors), and sometimes to affect as emotional- or experienced well-
being. To not muddy the waters further and for the sake of consistency, these underlined
terms will be used in what is to come. These three parts all entail something different and are
measured using different techniques.

Evaluative well-being captures a reflective assessment on a person’s life or some aspect of
it. The most used measures of evaluative well-being are questions on life satisfaction and the
Cantril ladder. These two measures are central in Easterlin’s work and seem to be the
closest representation of his version of ‘happiness’. Though, as demonstrated in section 2.1,
it is not the only dimension of subjective well-being.

Affect is used to describe a person’s feelings or emotional states. The aim here is to measure
how people experience life rather than how they remember it (Kahneman and Krueger,
2006). Hedonic well-being is further split up between two dimensions: positive affect and
negative affect (Diener et al., 1999), where positive affect captures positive states or
emotions and negative affect captures negative states or emotions. These two different
dimensions can be seen in Figure 4.

Eudaimonia is a concept that differs from the other two by that it does not focus on a
person’s reflective evaluation and emotional states but focusses on the good psychological
functioning and the realisation of one’s potential (OECD, 2013, p.32). It is more related to the
concepts of meaning and purpose in life, and is sometimes referred to as flourishing?®. An
example of this would be that of having children. It has been reported that the correlation
between having a child and evaluative well-being is negligible (Dolan et al., 2008), and that
caring for a child is (how surprising that may sound) not per se correlated with high positive
affect (Kahneman et al., 2004). Instead, children mainly ‘show up’ in subjective well-being
through eudaimonia, since parents do report higher levels of meaning and purpose in life
(Thompson and Marks, 2008).

25| have implicitly done so as well in the majority of this thesis
26 Though this term is also used to depict a broader concept that resembles ‘the good life’.
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Now that the conceptual differences between these three concepts are clear, it is needed to
have a look at the empirics. After all, if these concepts entail something different, but their
measures correlate to a very high degree, Easterlin’s equivocation might be defendable.

This seems not to be the case, as correlations between measures of affect and evaluative
well-being are found to be in the range of 0.5 and 0.6 (for example in Diener, 2009), and
correlations between evaluative well-being and eudaimonia between 0.2 and 0.3, which is
also the range in which affect and eudaimonia seem to be correlated. This indicates that the
different dimensions of subjective well-being do indeed entail different phenomena.

Where Easterlin goes wrong is in the following argument: “All of these questions, in which
people are asked to evaluate their lives as a whole, yield quite similar results ... Hence, these
measures are typically used interchangeably as indicators of happiness.” (2020, p. 3). The
fact that measures of evaluative well-being are highly correlated (close to 0.9) need not
mean that these represent happiness well or can be used as a synonym for it.

If anything, in the literature, ‘happiness’ seems to be more closely connected to affect (or
emotional well-being). For example, in Ng (2022) and Howell & Howell (2008) the word
‘happiness’ is being used to describe the concept of what | call affect in this thesis.
Furthermore, | think that this resonates most with the day-to-day use of the word happiness,
as it seems to be used mostly as a description of an emotional state. Some authors see
happiness as the combination of both evaluative well-being and affect, but happiness as a
synonym for evaluative well-being on its own (like Easterlin seems to imply) is a seldom
defended position.

Concluding, the Easterlin paradox is thus more about evaluative well-being than the most
used connotation of ‘happiness’. Whether this matters for the content of the paradox is the
next question. What has been found is that affect measures typically have less of a
relationship with income than evaluative well-being measures (Graham et al., 2010; Howell &
Howell, 2008). This is consistent with Figure 5, where the slope for life satisfaction is steeper
than that of experienced (emotional) well-being. This can be interpreted as to be favourable
for the paradox. The paradox (tries to) show(s) the nil relationship between trends in income
and evaluative well-being. Since affect measures typically hold an weaker relationship with
income, the prior probability that this association will turn up positive (the actual relationship
between ‘happiness’ and income, if you will) is not that high, though there is need of
empirical validation of this claim (Deaton 2008; Harter & Arora 2008).

The use of terms and concepts by Easterlin may then not be detrimental for the paradox, |
deem it sloppy at the very least. Decades ago, this position might have been defendable
given the rudimentary knowledge at the time, but with the subfield of happiness economics
reaching a more mature state, the use of terms should be reflective of that. That Easterlin in
as recent as 2016 states: “Happiness” is used here interchangeably with subjective well-
being ... as a proxy for all evaluative measures of self-reported feelings of well-being’is in
my view indefensible. Words matter, and to respect the seriousness of the field, choosing
them should happen cautiously and consciously.

4.4 Evaluative well-being: scale issues and cardinality

This section zooms in on some of the problems surrounding the measures for ‘happiness’ in
the Easterlin paradox. Following from the last section, these can be more accurately depicted
as measures of evaluative well-being.

In the data that Easterlin uses, two different measures of evaluative well-being are used. The

World Values Survey asks “All things considered, how satisfied are you with your life as a
whole these days?” to which subjects can respond with an integer between 1 and 10. The
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Gallup World Poll uses the Cantril Self-Anchoring Striving Scale (Cantril, 1965). In this
approach, people are asked to rate their present lives on an imaginary ladder with steps
ranging from 0 to 10, where 0 is the worst possible life, and 10, the best possible life. The life
satisfaction question is what is used in Figures 1, 2, 8 & 9, and the Cantril ladder is used in
Figure 3. As shown in section 4.3, these slightly different measures correlate to a very high
degree, making it defendable to regard them as more or less the same.

The distinct quality of these measures is that they are nominally value-neutral in nature,
since respondents themselves can decide what the best possible life or maximum
satisfaction with life for them entails, and what is needed to reach that. From that, it should
follow that when asking participants what their preferred level is that they would like to
achieve, they respond with 10: exactly because people can themselves determine what well-
being is. A recent analysis by Nilsson et al. (2024) studies these preferred levels and find the
following:

Figure 12: “Distribution of preferred scores on evaluative well-being scales” "
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n Source: (Nilsson et al., 2024) The figure shows the distribution of the preferred level: all scores below
7 were grouped into one colour. It shows the preferred levels for different versions of the Cantril
Ladder and for a more general happiness and harmony question (“where 10 represents the
happiest/most harmonious life for you and 0 represents the unhappiest/least harmonious life for you”).

It is surprising to see that in all scale variations the majority of people do not indicate that
they would prefer to score a 10. Averaging the preferred levels results in scores between 8.4
and 8.9. This is contradictory to the belief that people actually see the 10 as ‘the best
possible/happiest/most harmonious life’ for them. The latter is assumed in most analyses that
use these measures. This may indicate a misalignment between the scales’ theoretical
construct and how the scales are being interpreted. The consequences of this misalignment
are thus far understudied in the literature.

A second problem surrounding these types of scales is cardinality. Cardinality is needed to
be able to claim that two people who report 6/10 on the Cantril Ladder (or on another
evaluative measure) are actually both as satisfied. (Kristoffersen, 2010; Lehberger and
Musshoff, 2015). One dimension of cardinality is that the scales are linear, thus that there is
a linear relationship between the true and reported subjective state. (Plant, 2020, p.8). This
means that going from, say 7/10 to 8/10 on the life satisfaction scale is the same change in
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satisfaction as going from, say 2/10 to 3/10. If such linearity does not hold, then aggregating
scores into an average score, as happens in the Easterlin paradox, makes no sense.?’

There are authors that claim that subjective well-being scales are not linear. For example, Ng
(2008) proposes an arc-tangential relationship, where the distance in happiness at the
extremes of the scale increase, i.e. that it is ‘easier’ to go from a 3/10 to a 4/10 than it is to go
from a 1/10 to a 2/10. Plant (2020, pp.16-18) reviews the evidence on linearity and concludes
that it is unlikely that individuals use anything other than a linear reporting function, though
leaves this option open for future research.

Another issue on the cardinality of evaluative well-being scales appeals to the intertemporal
aspect. The problem is that it is difficult to, over time, distinguish between adaptation and
scale shifts. Ng (2008) mentions the importance of differentiating between the two.
Adaptation as described in section 3.2 describes that the subjective impact of an event
reduces over time. Scale shifts describe that people may change what their scale’s endpoints
(the 0 and 10) represent.

Take for example a woman that indicates to be 7/10 satisfied with her life (or, scores 7/10 on
the Cantril Ladder). She then wins the lottery and receives a sum of money worth about five
years of income. After a few years, she again reports to be 7/10 satisfied. The first possibility
is that she has fully adapted to the monetary gain and is genuinely as satisfied. The second
option is that she is actually more satisfied than before winning, but has rescaled. Meaning
that she has expanded her satisfaction scale, inflating the level of satisfaction a 10/10
represents.

The two options are not mutually exclusive, it could be that both are at play. Rescaling could
potentially be a big problem for the Easterlin paradox, since it leaves the option open that
over time, people are actually getting happier/more satisfied the faster the economy grows,
but at the same time change their reporting style so that it looks like they are not getting
happier (Plant 2022). The question then is whether the reported adaptation that we see after
all kinds of life events are a result from ‘actual’ adaptation or from scale shifts.

The issue of rescaling is difficult to settle definitively since the actual underlying states (how
happy/satisfied people really are) are impossible to directly observe. More surprisingly then,
there is little discussion or attempt in the literature to help this debate move forward. Most of
the studies on adaptation make the assumption that rescaling over the lifetime simply does
not happen, see Luhmann et al. (2012) for a review. Oswald and Powdthavee (2008, p.16)
only state that “There is probably no way to reject such concerns definitively,”. Plant (2020) is
the first to review the limited literature on rescaling, and concludes that the best guess is that
people do not rescale over their lifetime.

27 Imagine that linearity does not hold, and that going from a 9/10 to a 10/10 is associated with a much
bigger change in satisfaction than going from a 5/10 to a 6/10. Now assume that in t=1, there are two
individuals. Person 1 reports a 6/10 and person 2 reports a 9/10 on a life satisfaction scale. This
averages to 7.5/10. In t=2, person 1 reports a 5/10 and person 2 reports a 10/10, averaging again to
7.5/10. But since the positive difference in satisfaction between 9/10 and 10/10 is much bigger than
the negative change between 6/10 and 5/10, average (underlying) satisfaction has actually risen.
Taking the average of the reported scale values is thus a misleading way of representing the change
in average underlying satisfaction from t=1 to t=2. To use an aggregate happiness level over time (as
Easterlin does), linearity thus must hold.
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Even if one agrees with the analysis of Plant that there is little evidence of rescaling over the
lifetime, there is one remaining issue which goes almost unmentioned in the literature?s;
intergenerational rescaling. This is the hypothesis that the ‘underlying/actual’ happiness -
Ng (2022) calls such a hypothetical intertemporal and interpersonal comparable direct
measure ‘happiness units’ - for one generation that is associated with, say, a 7/10 on a
happiness scale, is different than that the ‘underlying/actual’ happiness needed to reach a
7/10 for another generation.?®

As an illustrative thought experiment, one could go back to the Middle Ages. Now imagine a
person that reports their happiness as 8/10, and think about the amount of ‘happiness units’
needed to reach such a level, and the amount of ‘happiness units’ the average person back
then associated with a 10/10. Now travel back to the present, envision a person that rates
their happiness as 8/10 today and compare the happiness of these two people. The question
then is whether the amount of ‘happiness units’ that underlies both of these scores is the
same or not. | find it very tempting to go for the latter, and assume that the amount of
happiness experienced by a ‘8/10 person’ today would result in a higher score (than 8/10)
when experienced by a person from somewhere in the past. Plant (2020, p. 20) disagrees
with my inclination.

Assuming intergenerational rescaling to be an actual phenomenon, which is my disposition, it
could be relevant for the paradox if and only if the rescaling between subsequent generations
is substantial enough to be picked up within the timeframe that is used in testing the paradox,
mostly around 20 years.*° With the lack of literature on this issue, and specifically the lack of
any empirical testing of the existence of the phenomenon and extent to which it happens, it
cannot be judged whether this is the case or not. If intergenerational rescaling does happen,
it is more relevant to claims about long-term changes in happiness than claims about the
short-run, since the extent to which it matters for aggregate happiness scores is dependent
on the extent of generational replacement.

Together, it is not exactly clear to what degree these scale issues matter for the Easterlin
paradox. This is the case because of the limited literature that has devoted attention to these
kinds of problems. For now, none of the presented issues seem detrimental for the gist of the
paradox. But as the existence and relevance of the proposed problems becomes clearer with
new literature, this will reflect back on the scientific relevance of the paradox.

28 Plant (2022) mentions that there is no literature that addresses this specific concern. | have also not
been able to find any that tests this empirically, but Ng (2022, p.35-36) does address the concern into
some detail.

29 Remember, the ‘actual/underlying’ happiness (or, any subjective state) is impossible to observe
directly

30 To give a numerical example: assume a simple two generation model. In t=0, the whole population
consists of people of generation Y. This generation needs, on average, 100 ‘life satisfaction units’ to
reach an 8/10 satisfaction score. In t=20, the average income has risen substantially and that caused
generation Y to experience 102 ‘life satisfaction units’ resulting in an average score of 8.2/10. The new
generation Z also experiences these 102 units, but needs 110 to reach an 8/10 score (this is the
intergenerational rescaling), and therefore reports only a 7.2/10 satisfaction. Between t=0 and t=20,
generational replacement has taken place (a part of generation Y has died and is replaced by
generation Z). The trajectory of the aggregate satisfaction score therefore misrepresents that the
underlying satisfaction has in fact gone up (from 100 to 102). The extent to which this matters for the
paradox is thus dependent on the extent of rescaling between subsequent generations and the
amount of generational replacement that has taken place (which is directly related to the time frame
one studies).
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Concluding chapter 4, | have aimed to show economic problems that surround the paradox.
Most importantly, there is the issue of causality that needs to be addressed. Next to that,
problems regarding the measurement of income and happiness have been presented, and in
the last section, problems on the measures used in the paradox have been put to the front.
The fact that these problems are all but solved can explain why the debate on the Easterlin
paradox rambles on today. The fact that the issues are rather heterogeneous in nature
predicts that a multidisciplinary literature is needed to help move the debate one step further.

Chapter 5: Implications for policy

This chapter aims to reflect on what the paradox and the previous chapters can imply for
policy. First, a general reflection on policy is given, then, in 5.1, | ask the question whether
happiness needs to be promoted in order for societal well-being to be maximised. In 5.2,
some attention will be given to the case for degrowth, and a warning will be given on the use
of the paradox in propagating such ideas.

It is not directly clear what the implications of the paradox are for policymakers. This is mainly
because - as has been shown multiple times in this thesis - the paradox is not about the
causation of income on happiness, although it gets represented that way often. Therefore, in
the most strict scientific view, the paradox implies nothing for policy, for policymakers are
interested in - or should be interested in - the causal effects of policy instruments (like
promoting economic growth) on happiness.

Easterlin and O’'Connor (2020) indirectly state that the paradox implies that policymakers
should not seek to increase GDP to improve society’s overall well-being and that instead, the
paradox promotes the movement to go "beyond GDP” to measure societal progress, like with
measures of happiness. This wish of looking further than merely economic growth to promote
societal well-being has been widely supported in the literature, and is not something on
which the opinions of the paradox believers and the paradox deniers systematically seem to
differ. In other words, believing that the paradox exists seems not to be the decisive factor in
whether or not one believes that policymakers should look further than economic growth.
Even if the paradox does not exist, the wish of going beyond GDP would still be a defensible
position.3?

Furthermore, the conclusion that because of the lack of a long term correlation between
happiness and economic growth, a government that seeks to maximise happiness in the long
run should therefore devote their attention to things ‘beyond GDP’ is drawn too hastily. This is
because, as Bartolini and Sarrachino (2014) point out: “the potential alternatives to GDP may
suffer from the same adaptation and social comparison effects that prevent economic growth
from having a positive impact on well-being in the long-term.”. To not apply double standards,
in order to devote the attention away from GDP to something else, it first needs to be shown
that the long term trends in happiness and that ‘something else’ (unlike GDP) do correlate.
As long as it is not clear that ‘something else’ is not subject to the same exact shortcomings
(to the same extent) as economic growth, this policy implication - that policymakers should
focus less on economic growth in order to promote happiness - is premature. For example:
as partly discussed in section 3.2, and following from Clark (2014), the mechanism of
adaptation seems present in different ‘non-GDP’ aspects of life, including health, social
capital and religion. It may therefore be that the Easterlin paradox is more about happiness
than about economic growth. | therefore agree with Clark that one should be cautious in

31 This is shown by Kamilcelebi and Veenhoven (2024) who are the most prominent paradox deniers.
In their paper, they still do not disagree with the wish of ‘going beyond GDP”’, as long as the effects of
a lower growth rate on overall happiness are taken into account. (p.17)
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diverting attention away from economic growth towards ‘something else’ on the basis of the
paradox.

Another reason why translating the thesis into concrete policy advice is challenging is the
existence of multiple ‘open ends’: hypotheses that have not been accepted or rejected yet. If
the theory of the paradox deniers is correct — that there is a positive association between
trends in income and happiness -, then the paradox might not even exist. The same holds for
when the proposed phenomenon of intergenerational rescaling is proven to be real. In the
case of the non-existence of the paradox, it is important to not apply double standards: a
positive relationship in trends still does not imply that policymakers should seek to increase
economic growth in order to facilitate happiness, for the same reason the nil relationship
cannot imply that they should not: the lack of causality.

Other hypotheses that have been covered thus far that might be policy relevant are the two
underexposed mechanisms in section 3.3. If happiness asymmetry is proven to be of
importance, then the implication for policy would be to strive to minimize the probability of
economic decline, and shorten the periods in which it happens, rather than to strive to
promote the magnitude of economic growth. If the proposed mechanism of income inequality
solves the paradox, then the message to policymakers could be that economic growth can
promote happiness, if and only if the incomes of all are raised in a more or less proportionate
matter.

As long as these hypotheses have not been accepted with some confidence, neither should
the related policy advice. The distinct value of the paradox therefore lies not so much in its
direct implications on policy (for its lack thereof), but in its indirect implications: the insights it
can provide into related matters. A discussion that is related to the paradox and that could
have consequences for policy is the question whether policymakers should seek to increase
happiness in order for societal well-being to be maximised.

5.1 Is happiness worth maximising?

This section asks the question whether a benevolent government, who seeks to maximise
societal well-being, needs to maximise happiness. As discussed in section 4.3, Easterlin
regards happiness and well-being to be more or less the same thing, and equivocates
between the two concepts (See Easterlin 2003; 2013).

First, if one accepts the equivocation, it is still not exactly clear what it means to ‘maximise
happiness’ on the macro scale. The measure that has been used mostly in all that has been
covered thus far is the mean value of a subjective (evaluative) well-being score. Is this the
thing on which the focus should lie? If so, what to think of the differences between correlates
on the short versus the long run? If one solely focuses on things that seem to matter in the
long run, one thereby foregoes correlates in the short run, of which economic growth is an
example. It could be argued that policy interventions that temporarily boost happiness can
still be of value, since every increase in happiness matters, no matter when it materialises.
Furthermore, it can be argued that the median happiness score matters more than the mean.
If so, one should focus on the distribution of - and inequality in happiness scores.
Interestingly enough, Clark et al. (2014) show that within-country happiness inequality has
fallen in the majority of countries that have experienced positive income growth. If the
negative relationship between economic growth and happiness inequality is proven to be
robust, aiming for the maximum median happiness therefore might allow a bigger role for
economic growth. A different view is that the focus should lie on some form of total
happiness, which could be operationalized as the amount of ‘happy life years’: the average
happiness one has in life times the amount of years one lives. Veenhoven and Hagerty
(2006) seem to propagate this measure.
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This can even be taken one step further, by multiplying the mean of happy life years by total
population. For this version of total happiness, life expectancy and population growth play as
an important role as does mean happiness. Economic growth would then be relevant not
only if it is associated with mean happiness growth, but also if it would be of causal
importance for either or both longevity and population growth.

Second, if one rejects the equivocation, the goal of maximising societal well-being need not
mean maximising happiness (mean, median or total), since the two are different concepts.
The view that well-being is not only constituted by happiness is a common view in the well-
being philosophical literature (Hersch, 2018). One could argue that some objective aspects
should be part of the operationalization of well-being, no matter their relevance or influence
on happiness, which is subjective in nature. There are many examples possible that could be
worth pursuing in the context of maximising well-being because they have intrinsic or moral
value to well-being, irrespective of their influence on happiness. Examples of such objective
aspects are the minimalization of child mortality, the reduction of crime, or the improvement
of the overall health of the population: even if it would be the case that these aspects hold no
relationship with happiness (for whatever reason, for example because of adaptation) they
would still matter for societal well-being if one’s view of well-being is broader than happiness
alone. The value of economic growth then hinges not only on the direct relationship it has
with happiness, and also not only on its indirect relationship (through mediating factors) on
happiness, but also on the relationship it has with objective factors that are deemed
intrinsically or morally valuable for well-being. It is for this reason that Hersch (2018) claims
that no matter the empirical side of things, no matter the direction of correlation between
happiness and income, Easterlin may best be ignored when it comes to policy. | find it hard to
argue against this view.

5.2 The Easterlin Paradox and the case for degrowth

According to Kamilcelebi and Veenhoven (2024), the message that economic growth will not
make us any happier has been welcomed by critics of capitalism and by proponents of
degrowth. This thus shows that the Easterlin Paradox may serve as an argument in
propagating such ideas. Irrespective of my view on these movements, | argue against the
use of the paradox in defending them.

In what has been covered, many supportive reasons can be found for my standpoint, for
example the possible non-existence of the paradox, the existence of many ‘open ends’, the
issue of causality and the previous section which argued the possibility of a total irrelevance
of the paradox for whatever policy measure (of which degrowth is an example). Instead of
repeating these arguments lengthy here, | want to add an orthogonal argument for the non-
use of the paradox in discussing the case for degrowth: namely that in doing so, one
commits a logical fallacy.

If one assumes that the paradox exists, and views the correlational evidence as of causal
importance - thus that economic growth does not cause growth in happiness — this still
cannot serve as evidence for the claim that, therefore, economic decline will not cause
declining happiness. If anything, the literature shows that in the short run, economic decline
is associated with happiness decline, and that this positive relationship is twice as strong as
the positive short run relationship between happiness growth and economic growth. To then
extrapolate the (possible) nil relationship between economic growth and happiness in the
long run into the negative domain is premature — there is no data for countries that have
experienced a long run negative growth rate — and rests thus on a logical fallacy. The
Easterlin Paradox has no role in advocating for degrowth.
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Concluding this chapter, all possible policy implications that follow from the paradox are
surrounded by problems and/or uncertainty. It could be argued that the paradox implies
nothing for policy. Therefore, | have presented a discussion that is related to the paradox that
is of importance for policy, namely the question whether happiness is worth maximising in
order to maximise societal well-being. Furthermore, | have explicitly argued against the use
of the paradox in defending the case for degrowth.

Chapter 6: Research Agenda

In this chapter, a concise overview is presented that contains outstanding issues that are of
scientific relevance for future research. | do not aim to give a grand overview of issues that
are of importance for happiness economics or the causes of happiness or well-being in
general, but limit the agenda to things that follow directly from what has been covered.

- On the empirical side of things, there is still no consensus on statement 3:
whether the line that follows from analyses like the one behind Figure 10 has a
positive slope or not, i.e. whether the paradox even exists or not. To settle this
debate, | recommend an adversarial collaboration between Easterlin and
Veenhoven. Instead of criticising each other’s papers and telling why their
‘scientific opponent’ is wrong (this process has been going on for more than 20
years now), they should learn from Kahneman and Killingsworth in section 2.1.
The latter duo decided to, after discovering that their findings were incompatible,
combine their intellectual capabilities in order to seek truth, rather than to ‘win’ the
debate. There is potentially substantial added value to be found in constructing a
methodology that combines the strong aspects of both their analyses,*? both
concerning data aspects as concerning statistical aspects, that is agreed upon in
advance. Furthermore, in this collaboration, | deem it necessary for both authors
to reflect on this issue of causality, as this is the most pressing issue that is
underrepresented in their work on the matter. Lastly, they should also give
attention to the aspects where they agree upon, as it may turn out their
disagreement is less severe than one would initially think.

- Assuming statement 3 to be correct, it is unclear what the mechanisms behind the
paradox exactly are, and what their relative importance is. There is little literature
that tries to quantify the relevance of the mechanisms on the paradox specifically.
The established underexposed mechanisms of happiness asymmetry and income
inequality deserve proper testing. Furthermore, it should be addressed that if one
finds a mechanism that ‘solves’ the paradox, it need not mean that the others
cannot be relevant. It could be the case that the others still work as inhibiting
factors in the way income does or does not translate into happiness. In other
words: even if the slope in Figure 10 is found to be positive, attention to the
mechanisms could still explain why the line is not steeper, and is therefore of
value.

- The mechanism of adaptation deserves special attention, since finding out
whether and to what extent it is also relevant to the things that go ‘beyond GDP’
could be policy relevant, see chapter 5. Clark (2014) tried to review the literature,
but found that it is limited in size. Now that ten years have passed, there again
seems to lie value in a synthesis of the literature that has built up during this time.
In light of measuring well-being and happiness, it seems relevant to find out what
components of well-being adapt faster than others. Lastly, the connection with

32 That of Easterlin and O’Connor (2020) and Kamilcelebi and Veenhoven (2024), as discussed in
section 2.3.
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psychological literature seems relevant in this respect if it can help answer
questions about whether people can slow adaptation to good events and speed
recovery from bad events.

- The limited research on rescaling and intergenerational rescaling deserves
expansion. This is because the extent to which these are present are of
fundamental importance in the way one should analyse and interpret the long run
data that consists of results from subjective well-being scales (for which people
can decide themselves what the begin- and endpoint represent). As discussed,
Plant (2020) does a step in the right direction, but this limited attention is still not
proportional to the possible consequences it could have on the use of such
scales.

Chapter 7: Concluding thoughts

Concluding this thesis, | want to give some attention to the research question that has been
posed at the start: “What is the current state of research into the Easterlin Paradox and what
are the remaining economic issues to tackle to help the debate move one step further?”

In chapter 2, | have tried to show the current scientific standing on the matter. There is
consensus on statement 1 and 2, but the problem starts with statement 3. Despite more than
fifty years of empirical work, the answer to the question whether trends in income and
happiness correlate cannot be given with enough confidence. It is important to resolve this,
as discussing all that has been said in response to the existence of the paradox might
collapse once its foundation (statement 3) turns out to be rather wobbly. In chapter 6, | have
laid out a possibility to do so: an adversarial collaboration.

Furthermore, there are underlying issues regarding the proposed mechanisms. It has not
been proven that they are of importance specifically in explaining the paradox. A different
view is that they are merely inhibiting factors in the relationship between income and
happiness. There are underexposed mechanisms that also can be of relevance in explaining
the paradox (partly).

No matter the (non-)existence of the correlation and the relevance of the mechanisms
therein, the elephant in the room seems to be the issue of causality. Surprisingly, in the
discourse around the paradox, this problem — that restricts what can be implied from the
paradox — is mentioned very seldom.

The water gets even more troubled with the use of words like happiness, subjective well-
being and evaluative well-being, as these concepts get thrown together to mean more or less
the same thing. This blurs the discussion and makes it difficult to participate in a focused
scientific debate. The implications for policy are as vague, and | have argued against the use
of the paradox in concrete policy advice and in defending the case for degrowth.

It is for these kinds of reasons that the discussion around the Easterlin Paradox has not
resulted yet in a satisfactory consensus. There are many steps to take in order for a
consensus to be reached, some of which | have tried to describe in chapter 6.

All'in all, these open ends might leave one with a dissatisfying aftertaste. Though | empathise

with this feeling, one has to accept that given the current state of affairs, making clear what
cannot be implied or claimed is more suitable than what can. In doing so, one foregoes
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exciting but hasty conclusions and shows rigorous scientific prudence, which, one can
dream, might just be the source of true happiness.=?
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