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ABSTRACT

Happiness and Economic Growth: The Evidence’

Long term trends in happiness and income are not related; short term fluctuations in
happiness and income are positively associated. Evidence for this is found in time series data
for developed countries, transition countries, and less developed countries, whether analyzed
separately or pooled. Skeptics, who claim that the long term time series trend relationship is
positive, are mistaking the short term association for the long term one, or are misguided by a
statistical artifact. Some analysts assert that in less developed countries happiness and
economic growth are positively related “up to some point,” beyond which the association
tends to become nil, but time series data do not support this view. The most striking
contradiction is China where, despite a fourfold multiplication in two decades in real GDP per
capita from a low initial level, life satisfaction has not improved.
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This article summarizes the current evidence on the relationship between
subjective well-being and economic growth, drawing on research carried on at the
University of Southern California over the last decade (see Easterlin 2005a, Easterlin and
Plagnol 2008, Easterlin 2009, Easterlin et al. 2010, Easterlin and Sawangfa 2010,
Easterlin et al. 2012). The focus is on the facts, that is, the evidence regarding the
relationship of happiness to economic growth. Views that the empirical evidence differs
from that presented here are evaluated.

The term “subjective well-being” encompasses a variety of measures of feelings
of well-being — happiness, life satisfaction, ladder-of-life — which are treated here as
interchangeable (cf. Easterlin 2010, pp. 8-9, 103-104, Helliwell, Layard, and Sachs 2012,
ch.2). Economic growth is measured as the annual growth rate of real gross domestic
product (GDP) per capita. The article takes up in succession cross section studies, the
long term time series relationship, the short term time series relationship, and counter-
claims to the present findings.

Cross section studies

Are happiness and economic growth positively related? Attempts to answer this question
are often based on the point-of-time bivariate relation between happiness and real GDP
per capita, where the basic data are mean values of these two variables for each of a wide
range of countries at a given date (Veenhoven 1991, Inglehart 2002, Frey and Stutzer
2002, Diener et al. 2010). By far the most comprehensive cross section study to date is
that of Angus Deaton (2008) who analyzes the 2006 Gallup World Poll data for 123
countries. Deaton’s Figure 2 (Deaton 2008, p. 57) is reproduced in full here as Figure
13.1. The inference suggested by the figure is stated explicitly in Deaton’s boldface title:
“Each Doubling of GDP Is Associated with a Constant Increase in Life Satisfaction.”

The standard measure of economic growth is that used by Deaton, real gross
domestic product (GDP) per capita. The rate of growth is calculated as the percentage
change in GDP per capita. Hence in graphs of SWB against GDP per capita, the latter is
usually plotted on a log scale as in Deaton’s figure, so that equal distances on the
horizontal axis represent equal percentage changes in GDP per capita, not equal absolute
increments. (An example of confusion on this score is Veenhoven 1991 p.10 who refers
to the use of a logarithmic scale as “the classic trick of scales.”) If one plots GDP per
capita in absolute dollar values, then one observes diminishing marginal utility of
income. It is this plot of happiness against GDP per capita in absolute terms that has led
some analysts to state that beyond some point equal increments of GDP result in
progressively smaller increments of life satisfaction. However, if GDP is plotted on a log
scale as in Figure 13.1, there is no diminishing marginal utility of income in cross
sectional data — equal percentage differences in GDP are associated with equal
differences in happiness between countries irrespective of whether the countries are rich
or poor (compare Figures 1 and 2 in Deaton’s [2008] article). Indeed, based on
regressions of happiness on log GDP, Deaton finds that the difference in life satisfaction
associated with a doubling of GDP in cross sectional data is, if anything, greater between
richer countries than between poorer countries (Deaton 2008, p. 58).
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The long term time series relationship

For real world growth rates of GDP per capita, up to, say, 10 percent per year, Deaton’s
boldface generalization in the title of Figure 13.1 implies that doubling the rate of
economic growth over time will double the increment in life satisfaction. The cross
section is, of course, describing differences among countries at a point in time, not the
actual experience of a given country over time. To evaluate whether Deaton’s
generalization about the cross sectional relationship is supported by historical experience,
I summarize here the results of several time series studies covering recent decades done
by my collaborators and me. The countries included are those with a fairly long time
series of comparable SWB data. For each country, the longest time span available is used
— usually a minimum of 12 years but typically much more. The original time series study
of happiness and economic growth (Easterlin 1974) found that, when comparing identical
happiness questions, there was an increase in happiness in the United States from 1946 to
1956-67, followed by a decline to 1970, with a negligible net change over the entire
twenty-four year period. This suggests that in order to ascertain the long term trend, one
should aim to analyze as long a series as there is available, and the longer the series, the
better.

Meaningful use of time series requires careful scrutiny of the data. Is the SWB
question the same across surveys? Are the response options the same? Do the
interviewer instructions change? Does the question preceding the SWB question change?
Are the data nationally representative? If not, what is the nature of the geographic and
population coverage? Is the population coverage fairly large? Is the coverage consistent
over time? Is the time span of the data long enough so that the trend is not distorted by
short term movements? An intensive effort has been made to deal with such issues in the
time series data used here (see, e.g. Easterlin and Sawangfa 2010, Appendixes B and C,
Easterlin 2010, pp. 20-23, 58-63, 85-87, 112-113). My collaborators and I make no claim
that the resulting time series data are faultless. We have done our best, however, to
examine carefully the series for each country and to make the series reasonably
comparable over time (An example of a pitfall in the use of WVS data is given
subsequently in the section on “Alternative Views”).

For each country the average annual growth rate of real GDP per capita over the
full time span of SWB data is computed, along with the corresponding average yearly
change in SWB. The observations for the various countries are then compared to see
whether countries with higher rates of economic growth over time have significantly
higher increments in subjective well-being — at the extreme, whether doubling the growth
rate of GDP doubles the increment in life satisfaction. This is, of course, only a bivariate
analysis, but so too are the cross section studies, such as Deaton’s, on which
generalizations are based about the effect of an increase in real GDP per capita on
happiness.

The results are quite consistent and easily summarized:

1. For 17 developed countries with time series ranging from 21 to 34 years, there

is no significant relationship between the rate of improvement in life satisfaction

and the growth rate of GDP per capita (Figure 13.2). The countries included here
are fourteen developed countries of Europe plus the United States, Canada, and

Australia. For most countries the long term GDP growth rates are between 1.5

and 3 per cent, but for two, Ireland and Luxembourg, the rates are between 3 and
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5 per cent. If Ireland and Luxembourg are deleted, there is still no significant
relationship, as can readily be seen from a glance at Figure 13.2.

2. For 9 developing countries with time series ranging from 15 to 33 years, there
is no significant relationship between the rate of improvement in happiness and
the rate of economic growth (Figure 13.3). The nine countries are those with a
fairly long time series on SWB. They are typically fairly populous, four in Asia,
four in Latin America, and one in Sub-Saharan Africa. The economic growth
rates range from around zero for South Africa to almost 10 per cent per year for
China. If China, the outlier of the group, is omitted, the regression coefficient
remains not significant.

3. For 11 transition countries with time series ranging from 12 to 22 years, there is
no significant relationship between the improvement in life satisfaction and the
rate of economic growth (Figure 13.4). The eleven countries range across central
and eastern Europe and are those for which there is a life satisfaction observation
near the start of the transition (the early life satisfaction observation is essential,
cf. Easterlin 2009, p. 132, and the discussion of Figs. 13.9 and 13.13 below). The
economic growth rates of the 11 countries range from slightly negative to about 3
per cent per year.

4. For all 37 countries taken together, with time series ranging from 12 to 34 years
in length, there is no significant relation between the improvement in life
satisfaction and the rate of economic growth (Figure 13.5). The growth rates of
GDP per capita typically range from slightly negative to almost 6 per cent per
year. If the one outlier, China, is omitted, the regression coefficient is still not
significant.

In sum, for rich, developing, and transition countries, whether pooled or analyzed
separately, there is no time series evidence that a higher economic growth rate increases
the rate of improvement in life satisfaction. Doubling the rate of economic growth does
not double the increase in life satisfaction; rather, the evidence is that it has no significant
effect at all. The contrast between the positive cross sectional relation and the long term
nil relation, demonstrates the well-known happiness-income (or Easterlin) paradox
(Easterlin et al. 2010). It also makes clear that the cross sectional relationship is no guide
to actual historical experience.

Reasonably comparable time series data on SWB in less developed countries are
in short supply. In the foregoing analysis, the World Values Survey (WVS) was the
principal source and only nine less developed countries were available with reasonably
long and comparable data over time. Fortunately the annual Latinobarometer surveys,
covering 17 Latin American countries since 1994, provide a new and additional body of
data on the experience of less developed nations. The life satisfaction question in the
Latinobarometer surveys changes too frequently to be used, but the question on financial
satisfaction is the same from 1994 to 2006: “How would you define, in general, the
current economic situation of yourself and your family? Would you say that it is.....

1= Very bad; 2=Bad; 3=Regular; 4=Good; 5=Very Good”

One would expect that the responses to this question would be even more closely linked
to economic growth than those on life satisfaction, because the central feature of
economic growth is a rapid increase of real incomes, and such an increase would
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presumably lead directly to greater satisfaction with one’s financial situation. Hence, one
might expect that countries with higher growth rates of real GDP per capita would have
greater increments in financial satisfaction.

In fact, there is no evidence that a greater increase in financial satisfaction
accompanies more rapid economic growth. As in the analysis of the WVS data, the
regression line fitted to the Latin American data indicates a nil relationship (Figure 13.6).
The results from the Latinobarometer buttress those from the World Values Survey.

If there is any less developed country for which one would expect a positive
impact of economic growth on SWB it is China, whose growth since 1990 from an
initially very low value has been at the highest rate ever recorded, a four fold
multiplication of real GDP per capita in two decades (Heston, Summers, and Aten 2012).
Household appliances such as refrigerators and washing machines — quite rare in 1990 —
are now commonplace in urban areas (OECD 2010a). Color television sets currently
average over one per household. By 2008, almost one in ten urban households owned a
car and China had become the world’s leading automobile producer (OECD 2010b).

Yet, the combined evidence from six SWB surveys is that life satisfaction in
China has not improved, and, if anything, may have declined somewhat (Easterlin et al.
2012). Life satisfaction appears to have followed a U-shaped trajectory, bottoming out in
the first part of this millennium; the recovery since then has left SWB somewhat short of
its 1990 level (Figure 13.7).

The six surveys in Figure 13.7 vary in their comprehensiveness. In general, they
are more representative of urban areas, but, then, income growth was much higher in
urban areas (Chinese Academy of Social Sciences 2011). If economic growth has a
strong positive effect on SWB, one would expect that in a two-decade period of more
than fourfold growth of real per capita income, any sizable impact on SWB would be
picked up in most of these surveys. Yet, all but one fail to give any indication of a
marked increase of the type one would expect based on the cross section results.

The one exception in Figure 13.7 is the PEW survey. But in this survey the initial
observation falls at the economic trough, and the subsequent increase captures the
recovery segment of the U. This is evident from comparison with the other surveys in
Figure 13.7. It is also apparent from data in the PEW survey itself. Among other things,
respondents were asked, “Now thinking about our economic situation, how would you
describe the current economic situation in China? Is it very good, somewhat good,
somewhat bad, or very bad?” Here are the responses to this question, along with the
survey values for mean life satisfaction in 2002 and 2010:

Economic situation (% Mean life satisfaction

Year somewhat or very good) (scale 0-10)
2002 52 5.27
2010 93 5.85

Clearly the increase in life satisfaction in China reported in the PEW survey occurs in
conjunction with a marked improvement in the economy.

The short term time series relationship
The PEW data illustrate a widely observed relationship, namely, that in the short
term happiness goes up and down with the state of the economy. This relationship has
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been demonstrated for a group of developed countries by DiTella, MacCulloch, and
Oswald (2001). It is illustrated here for the developed bloc by the recent experience of
the United States, where the Great Recession has brought happiness to the lowest level
ever recorded in the General Social Survey (Figure 13.8, see also Deaton 2011). Micro-
economic equations consistently show that unemployment has a significant and sizable
negative impact on happiness (Frey and Stutzer 2002, Layard 2005, Oswald 1997). The
recent United States experience provides a dramatic illustration.

The short term positive association between happiness and GDP holds also in the
transition countries. The U-shaped pattern of life satisfaction in China’s transition seen
above corresponds to the rise and fall of the unemployment rate there (Easterlin et al.
2012). Similar U-shaped movements are apparent in transition countries in Europe for
which the time series data encompass the onset of the transition. Figure 13.9 presents life
satisfaction and GDP data for three of these transition countries (for others, see Easterlin
2009, pp. 88-91). The timing of the movements in life satisfaction and GDP is closest for
the GDR, where there are annual data for both series. For Estonia and the Russian
Federation, for which only intermittent life satisfaction data are available, one finds both
life satisfaction and GDP with similar U-shaped changes. If the GDP observations are
confined to those dates for which only the intermittent life satisfaction data are available,
the timing pattern becomes even more similar. The synchronous short-term U-shaped
movement of both life satisfaction and GDP is typical of the European transition
countries. If trend lines are fitted that span both the contraction and expansion periods,
the long term relationship is typically nil, in contrast to the short term positive
relationship (see Easterlin 2010, p. 100). Some analysts, who use data that do not include
the initial contraction phase of the transition mistakenly take the positive happiness-
income relation in the recovery period as indicative of the long-term trend (Frijters et al.
2004, Guriev and Zhuravskaya 2009, Sanfey and Teksoz 2007).

The short term positive association of happiness and income is found also in the
developing countries. It is evidenced here in the Latinobarometer data used in Figure
13.6 above, the best less developed country data for short term analysis because they are
yearly. For both financial satisfaction and GDP, OLS trend lines were fitted to the full
time span of data available for each country. The deviation at each date of the actual
value from the trend value was then computed. For each country one typically finds that
when GDP is above trend, financial satisfaction is above trend; when GDP is below
trend, financial satisfaction is below — in short, that in each country deviations from trend
for financial satisfaction and GDP are significantly positively related (Easterlin et al.
2010, Figure 3). Moreover, when one compares the seventeen countries, the deviations
exhibit a synchronous movement. In a year when one country is below trend, almost all
of the others are; similarly, almost all countries are above trend at the same time. Figure
13.10 presents for both financial satisfaction and GDP the mean of the deviations for the
seventeen countries in each year. The GDP time series of mean deviations exhibits a
clear pattern of collapse and recovery over the period, reflecting the world crisis
precipitated by the Asian financial crisis of 1997 followed by the 1998 Russian crisis.
The latter especially affected commodity prices and had a great impact throughout Latin
America. What is noteworthy is that for financial satisfaction the time series of mean
deviations exhibits a fairly similar movement of collapse and recovery to that for GDP.
Clearly in this group of developing countries financial satisfaction and GDP are



Easterlin, Richard A. 7

positively related in the short term. The general conclusion of this section, based on
evidence for developing, transition, and developed countries, is that in the short term,
happiness and economic growth are positively related. Economic contractions and
recoveries induce corresponding movements in happiness.

Reconciling the short term and long term relationship — In the short term happiness and
income are positively related; in the long term the relationship is nil. Figure 13.11
illustrates how it is possible for these seemingly disparate patterns to exist. The solid
lines illustrate the (assumed) actual time series movement of happiness (H) and income
(Y). The dotted vertical lines set off expansions and contractions. These lines show how
trough-to-peak (t-p) and peak-to-trough movements (p-t) in both happiness and income
are synchronous and positively related. The broken lines trace the long term trends in
happiness and income, and demonstrate that the happiness trend remains flat despite the
upward trend in income. Fluctuations in happiness and income (the short term
movement) go together, but the trends in happiness and income (the long term
movement) do not.

Alternative Views

Cross section evidence — Two types of evidence — cross section and time series — are
claimed to contradict the findings reported above. The reasoning regarding the cross
section evidence is directed at the happiness-income paradox, and appears to be as
follows. If, at a point in time, happiness and GDP per capita are positively related among
countries, then the time series finding of no relation must be wrong — the higher income
countries must have experienced at some time in the past an increase in life satisfaction in
conjunction with rising real income per capita (Arrow and Dasgupta 2009, Bok 2010,
Guriev and Zhuravskaya 2009). Cross section evidence is also cited in this vein in the
Stiglitz-Sen-Fitoussi report (2009).

To say the least, this argument is puzzling. First of all, if economic growth raised
life satisfaction at some time in the past, one would expect to find evidence of this effect
in current time series for middle- or lower-income countries. Yet, as the data presented
here demonstrate, there is no evidence of such an effect, China being the most recent and
striking example. Second, the argument assumes that the data demonstrate a causal
relationship, in which GDP is the cause of differences in happiness among countries. The
possibility that some other factor(s) such as public policy might account for the happiness
differences is not even considered (cf. Easterlin 2013). Finally, the essential meaning of
“paradox” is the seeming contradiction between the first and second terms of the paradox
— in this case, between the cross section and time series results. That scholars would cite
cross sectional results as disproving the time series finding is to ignore the very meaning
of paradox. If there were no positive relation in the cross section, there would be no
paradox! The cross section does not disprove the time series, any more than the time
series disproves the cross section. The challenge is to develop an explanation that
reconciles these seemingly contradictory empirical findings (for examples, see Clark et
al. 2008, Easterlin 2010, chs. 1, 2, 5).

Time series evidence — Time series studies claiming that the relationship between
happiness and income is, in fact, positive are a more direct challenge, especially because
the underlying data in such studies typically overlap considerably with those used here.
One of the first such studies was an article by Hagerty and Veenhoven (2003). This has
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been critiqued by Easterlin (2005b) who pointed out, among other things, the lack of
statistical significance of their results. This criticism has been acknowledged by Hagerty
and Veenhoven to be correct (Hagerty and Veenhoven 2006).

An article by Ronald Inglehart and his collaborators (2008) concludes that the life
satisfaction and happiness measures in the WVS reflect different determinants, the
former, economic conditions, and the latter, political circumstances. They argue that
“many ex-communist countries experienced democratization accompanied by economic
collapse, resulting in rising happiness and falling life satisfaction” (p. 277). Their
conclusion that falling life satisfaction accompanied deteriorating economic conditions is
consistent with the short-term positive happiness-income relation in transition countries
described above. However, their inference that happiness followed a different course,
reflecting improved political conditions, is at variance with the view expressed earlier
that happiness and life satisfaction are similar concepts; hence they should change
similarly over time.

The explanation of the seemingly disparate finding for happiness by Inglehart et
al is that it is a statistical artifact, illustrating the point made earlier about the need to
study time series data carefully. The upward trend in happiness that they report results
from a “primacy bias” in the happiness data due to a change in instructions to the
interviewers between adjacent waves of the survey data that they use. In wave 2,
interviewers were instructed to alternate the order of response choices from one
respondent to the next. Thus respondent 1 would be presented with choices ranging from
“very happy” down to “not at all happy,” while respondent 2 would be presented with
“not at all happy” first. There are a number of survey studies demonstrating a tendency
for respondents to favor earlier over later choices (Belson 1966, Chan 1991, Schuman
and Presser 1981). In wave 2, therefore, half of the respondents would have been more
inclined towards less happy choices, by virtue of being presented with the more negative
options first. In wave 3, however, the “very happy” option appears first, and the
instruction to alternate response options no longer appears. Hence happiness responses in
this wave would tend to be biased upward relative to the preceding wave. No such
change in instructions occurs in regard to the life satisfaction data, and this is why the life
satisfaction data are relied on here in Figures 13.2-13.5.

In fact, there is evidence from South Africa’s experience that life satisfaction and
happiness move very similarly in conjunction with democratization. In May 1994, one
month after the country’s first democratic election, a survey was conducted that included
questions about both happiness and life satisfaction. Table 13.1 presents for both
measures the percentage of the black population in the top two (out of five) categories at
that time, and the corresponding percentage at the two adjacent dates when similar
surveys were conducted. Note how by both measures the well-being of blacks soared
around the time of the election. But as noted sociologist Valerie Mgller, who was
responsible for the collection of these data, observes: “[P]Jost-election euphoria was short
lived. Satisfaction levels have since returned to ones reminiscent of those under the
former regime” (Mpller 2007). This return is registered by both SWB measures.
Moreover, the magnitude of rise and fall is virtually identical for the two measures. This
is striking evidence of the tendency for happiness and life satisfaction to move together,
not differently, in response to a major change in political conditions.
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A recent article by Diener et al. (2012) using Gallup World Poll data reports a
positive time series relation between life satisfaction and GDP per capita, which, in the
view of the authors, contradicts the Easterlin paradox. The data that they use, however,
covers only a six-year period — two short to test the Easterlin paradox, and obviously
dominated by the short term association between happiness and income.

The most widely-cited study claiming to contradict the findings reported here of a
nil happiness-income relationship in the long term is that by Stevenson and Wolfers
(2008). The recent update of this article, Sacks, Stevenson, and Wolfers 2012
(henceforth S-S-W 2012), is cited in the Helliwell et al World Happiness Report (2012)
as having “powerfully challenged” the present conclusion about the long-term
relationship. According to the World Happiness Report, S-S-W show that, “both in
countries covered by the World Values Survey and in those covered by the
Eurobarometer, there has been an increase in life satisfaction over recent decades” (2012,
p. 65). In fact, as will be shown in what follows, both the WVS and Eurobarometer
results of S-S-W reflect the short-term, not the long-term relationship.

In regard to the WVS, the S-S-W analysis is based only on waves 1 through 4 (for
most countries, actually waves 2 to 4), and the regression results rely heavily on outlier
observations for the transition countries that reflect the short term relationship. It is not
clear why wave 5 of the WVS, which became available as early as 2008, is not used in
their 2012 study. It is used in the regressions presented here in Figures 13.2-13.5, and
also in the Easterlin and Sawangfa analysis, published in 2010. As for the
Eurobarometer, S-S-W replace long-period time series data with shorter-period segments
that reflect the short term relationship of happiness to income. Thus, in their
Eurobarometer analysis, they go in the exact opposite direction from the stricture
suggested above, to use the /ongest time series available.

As shown in Figure 13.9 above, the typical pattern of life satisfaction in the
transition from socialism to capitalism is U-shaped. If the time span of a country’s WVS
series for life satisfaction fails to capture both the contraction and expansion segments of
the U, as is often the case when only WVS waves 2 to 4 are studied, then the short-term
relation is likely to be observed rather than the long-term relation.

The WVS data for the Russian Federation analyzed by S-S-W provide an
example. As is clear from Figure 13.12, life satisfaction in Russia describes the typical
transition pattern over the period 1990-2005, the time span used for the Russian
Federation in Figures 13.4 and 13.5 above. S-S-W, however, confine their analysis to
waves 2 thru 4, the shaded area in Figure 13.12. Their time span is thus largely restricted
to the contraction phase of the Russian Federation’s transition, and consequently they
observe large negative changes in both life satisfaction and GDP (S-S-W 2012, Figure
6). If they had included wave 5, they would have found, instead, the relationship plotted
in Figure 13.4 here, a positive change in life satisfaction associated with a slightly
negative change in GDP. The S-S-W result for the Russian Federation based on WVS
waves 2 and 4 is representative of that for several other transition countries — Latvia,
Lithuania, and Belarus — all of which are outliers in S-S-W’s Figure 6, and contribute
importantly to their statistical result of a positive regression relationship between growth
and happiness.

Slovenia is an example of a transition country in which only the expansion phase
of the transition is captured in the WVS life satisfaction data. For this reason it is
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excluded from the analysis in Figures 13.4 and 13.5 above; however, S-S-W include
Slovenia. As shown in Figure 13.13, the wave 2 survey of life satisfaction in Slovenia
occurred at the trough of the U; and the subsequent movement from wave 2 to wave 4
spans the expansion phase of the transition. Consequently, in the S-S-W regression
analysis Slovenia appears as an outlier with a large positive change in both life
satisfaction and GDP. As in the case of the Russian Federation, S-S-W are again
capturing the short run, not long run relation of happiness to income. It is short run
changes such as these that largely explain the positive time series relationship in the
WVS reported by S-S-W.

S-S-W’s positive regression result is also partly due to two other outlier
observations, whose importance in determining the regression result S-S-W specifically
acknowledge:

There are also some interesting outliers.... Korea, for example, had only a
modest change in subjective well-being and a very large increase in GDP [it is
off-scale in their Figure 6]. Hungary experienced very little growth, but had a
serious decline in life satisfaction. In the regression results reported below, we
include these countries, but it is clear that excluding them would change our
estimates (S-S-W 2012, p. 79).

Hungary is, of course, a transition country, and the time span of S-S-W’s analysis is
dominated by the contraction phase of the transition there. Korea’s “modest change” in
SWB is due entirely to a low value for life satisfaction in 1982 and is probably the result
of a bias caused by the survey’s timing. The 1982 survey was conducted only a few
months after the assassination of the country’s president. Subsequent observations for
Korea, from 1990 to 2005, reveal no improvement in life satisfaction despite the
continuation of a very high growth rate of GDP per capita, about 5 per cent per year. S-
S-W’s analysis excludes the 2005 WVS wave 5 observation for Korea, but even between
waves 2 and 4 (1990 to 2001) there is no improvement in Korea’s life satisfaction.

Taken as a whole, the WVS analysis by S-S-W illustrates the relevance of the
statement made earlier: meaningful use of time series requires careful scrutiny of the
data. This does not mean that the data must be nationally representative as they assert.
In some cases we use here series with about 70 per cent population coverage, but we have
checked that the survey coverage remains reasonably consistent over time and that the
population covered would be that expected to benefit from economic growth (cf.
Easterlin and Sawangfa 2010, Appendices B and C).

Turning to S-S-W’s Eurobarometer analysis, the positive association that S-S-W
report between changes in happiness and income is again based on short term changes.
Ireland provides an example. In the regression for 17 developed countries shown in
Figure 13.2 above, Ireland has the highest growth rate of GDP per capita, but only an
average rate of change in SWB. In analyzing essentially the same data for Ireland, S-S-
W replace the long term change from 1973 to 2007 of Figure 13.2 by three shorter period
movements (S-S-W 2012, pp. 82-84). Figure 13.14 reproduces Figure 13.2 with the three
sub-period observations for Ireland replacing the single 1973-2007 observation in Figure
13.2.

As can be seen, if one replaces the full period observation by the three sub-period
observations it would tend to tilt the regression line in a positive direction. This tilt is
illustrated by the broken line connecting the three points for Ireland in Figure 13.14. The
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earliest S-S-W observation, that labeled 78-87, spans a period in which the economy
plunged into a major recession — the economic growth rate is among the lowest and the
rate of change in SWB is negative. The subsequent recovery observations (labeled by S-
S-W, 88-98 and 98-05) yield values of high economic growth coupled with positive
increments in life satisfaction. The three points together make for a positively-sloped
regression line. For all of the Eurobarometer countries included in their analysis, S-S-W
similarly replace the long term change with shorter term changes. After doing this, their
fitted regression line is tilted moderately in a positive direction. Based on this tilt, they
report that the “estimated satisfaction-income gradient resulting from these long-run
differences is marginally statistically significant at 0.28” (S-S-W, p. 84, emphasis added).
From this, it appears that even their shorter term observations are not short enough to
produce a statistically acceptable positive regression relationship.

Conclusion

The question posed at the start of this article was whether the facts indicate that
economic growth leads to increased happiness. The answer suggested by the evidence
surveyed — 17 developed countries, 9 developing countries, 11 transition countries, 17
Latin American countries, and China — is, no. Contrary conclusions are due to analysts
confusing the short-term (positive) relation of SWB and GDP with the long-term (nil)
relation, or to a statistical artifact.

The evidence also indicates that the frequently cited positive cross section relation
of happiness to income is not reproduced in time series, where the long term relation
tends to be nil. Nor is there evidence in time series, such as that for China, that in low
income countries economic growth raises happiness “up to some point,” beyond which
growth has no further effect.

Keywords: Happiness, life satisfaction, subjective well-being, economic growth, income,
long term, short term, Easterlin paradox, developed countries, transition countries, less
developed countries, China.
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Figures

Figure 13.1. Each Doubling of GDP is Associated with a Constant Increase in Life

Satisfaction
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Source: The figure and bold-face title are reproduced in full from Deaton 2008, 57.
The cross section data are for 2006 and each circle is a country with diameter
proportional to population.
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Figure 13.2. Growth Rate of Life Satisfaction and Real GDP per Capita, 17 Developed

Countries
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Figure 13.3. Growth Rate of Life Satisfaction and Real GDP per Capita, 9 Developing

Countries
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Figure 13.4. Growth Rate of Life Satisfaction and Real GDP per Capita, 11 Transition

Countries
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Source: See Figure 13.2. The time spans of the country growth rates are for periods

ranging from 12 to 22 years.
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Figure 13.5. Growth Rate of Life Satisfaction and Real GDP per Capita, 17 Developed,

11 Transition, and 9 Developing Countries
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Figure 13.6. Growth Rate of Financial Satisfaction and Real GDP per Capita, 17 Latin

American Countries, 1994-2006
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Figure 13.7. Mean Life Satisfaction, China, Six Series, c. 1990-2010
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Figure 13.8. Mean Happiness, United States, 1973-2010
(vertical broken lines indicate period of Great Recession)
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Figure 13.9. Mean Life Satisfaction and Annual Index of Real GDP, 3 Transition

Countries, 1989-2005
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Figure 13.10. Mean Deviation from Trend in Financial Satisfaction and in Log GDP

per Capita, 17 Latin American countries, Annually 1994-2006
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Figure 13.11. [llustration of Short Term Fluctuations and Long Term Trends in

Y,H

Happiness and Income
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Figure 13.12. Long Term Relation: Illustration of Mistake (Confusing Short Term
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Figure 13.13. Long Term Relation: [llustration of Mistake (Confusing Short Term

with Long Term Relation)
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Figure 13.14. Figure 13.2 with Single Value for Ireland, 1973-2007, Replaced by

Three Sub-Period Values as in Sacks, Stevenson, and Wolfers 2012, Fig. 7
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Tables
Table 13.1. Percentage of Black Population in Top Two Response Categories of

Happiness and Life Satisfaction: South Africa, 1988-1995

1988 1994 1995
Happiness 32 80 39
Life satisfaction 37 86 45

Source: South African Quality of Life Trends Study, kindly provided by Professor

Valerie Mgller.
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