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Abstract Happiness scholars have tried to resolve the seeming paradox that as
Americans’ wealth increased substantially over the last few decades, their happiness
did not. This article questions whether the paradox is real. Demonstrations of the
paradox almost always rely on GDP per capita as the measure of wealth, but that is a
poor measure of a people’s well-being. It is heavily and increasingly skewed; it does
not account for effort. Using instead measures of household income, male income,
and average wages eliminates the paradox; these indicators of affluence have grown
only slowly or declined in the same period, paralleling the changes in happiness
scores. Moreover, using these indicators reveals a modest but real correlation be-
tween material well-being and national happiness.
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Method

Many scholars have been trying to resolve the wealth-happiness paradox first
identified in the 1970s by Easterlin (1973) and replicated ever since: Over the last
few decades, it seems, Americans’ wealth increased substantially, but their happi-
ness, as measured in surveys, did not.' (The paradox has been identified for other
nations as well, but I restrict myself here to the United States.) Researchers’ answers
to the paradox include psychological explanations for why greater income, at least
beyond some threshold, fails to make people happier; for example, people’s
expectations for affluence may rise because of adaptation or because of social
comparisons so as to offset advances in actual affluence. Another category of

! See also Easterlin (2001), Lane (2000), Layard (2005), Frey and Stutzer (2002), DiTella,
MacCulloch, and Oswald (2003), Binswager (2006), Hagerty (2000), Hagerty and Veenhoven (2003),
Veenhoven (2000, 2005), Schwartz (2004); Ott (2001); Alesina, Di Tella, and MacCulloch (2001),
Oswald (1997), etc.
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answers posits that rising wealth did make Americans happier, but contemporaneous
and depressing changes, such as increasing divorce rates or declining sociability,
canceled out the euphoria of greater affluence.

I argue here, in contrast, that the there is no paradox to be explained; it is an
illusion based on mis-specifying material well-being. Repeatedly, the paradox
appears when the time trend for happiness is juxtaposed to the time trend for GDP
per capita. GDP per capita, however, is an inappropriate measure of people’s
material well-being. First, using GDP per capita ignores the skewed distribution of
the domestic product and its increasing skewness over time. Second, using GDP per
capita ignores the cost in effort, the personal investment, required to gain the wealth.
Once these are problems are addressed, the paradox evaporates.

I present below a simple demonstration of this argument, leaving aside the sub-
tleties of measurement and modeling.” The basic point is clear enough. (For a more
sophisticated treatment of some of these concerns, see Hout (2006).) The sources of
the data I use are described in the note to this sentence.’

Happiness and income, 1972-2005

Figure 1 is a version, carried through 2005, of the standard display that greater
wealth did not bring greater happiness. The happiness measure, the one most
commonly used, is the General Social Survey’s “HAPPY” item, asked about two
dozen times over 32 years: ‘“Taken all together, how would you say things are these
days—would you say that you are very happy, pretty happy, or not too happy?,”
re-scored from 1, “not too,” to 3, “very happy” (right-hand scale). The wealth
measure is GDP per capita (in ‘“‘chained” 2000 dollars; left-hand scale). The lines
represent simple, linear regressions to summarize the trend.

Here is the seeming paradox: GDP per capita, adjusted for inflation, grew greatly;
the 2003-05 average was 1.8 times the 1972-74 average. Average national happiness
grew not at all in the same period; it may even have declined. But GDP per capita is,
I contend, a woeful representation of the general population’s material well-being. A
major reason is that income is heavily skewed. In 2005, the top 20% of income
recipients took in 50% of the national income; the person at the 95th percentile of
income brought home 3.61 times what the person at the 50th percentile did. And that
skew had increased since 1972, when the estimates were 44% of national income and
a 95:50 ratio of 2.75 (DeNavas-Walt et al., 2006, Table A-3). Moreover, wealth—i.e.,

2 I refer to issues such as measurement anomalies in the GSS happiness index (Smith, 1979), pre-
serving the categorical quality of the measure and, applying time-series appropriate models.

3 Happiness, GSS: The mean score for the national sample of the General Social Survey’s HAPPY
question, 1972-2004. Happiness, 1946-2005 (for Figure 5): Means for non-GSS surveys from the
World Database of Happiness (Veenhoven, 2006). GDP per capita: Gross Domestic Product in
chained 2000 dollars, from the Bureau of Economic Analysis (http://www.bea.gov/bea/dn/home/
gdp.htm), divided by annual population. Median household income: DeNavas, Proctor, and Lee
(2006), table Al. Median male income: Census historical tables, http://www.census.gov/hhes/www/
income/histinc/p02.html, table P2. Mean hourly wages, 1947-99: Historical Statistics of the United
States, Millennial Edition, Online (http://www.hsus.cambridge.org/HSUSWeb/toc/hsusHome.do),
table C Ba4440-4483—Hourly and weekly earnings of production workers in manufacturing, by
industry: 1947B1999. Mean hourly wages, 2000-05: Bureau of Labor Statistics, Employment, hours,
and earnings from the current employment statistics (http://www.data.bls.gov/PDQ). I calculated
inflation adjustments, where needed, using the CPI-U series.
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Fig. 1 Mean happiness and GDP per capita, 1972-2005

assets minus debts—is skewed much more than income is and it became increasingly
skewed after 1972 (see, e.g., Fischer & Hout, 2006, Ch 6). Why would we expect that
growing wealth going to a smaller and smaller proportion of the population would
raise average happiness? For these—and other*—reasons, GDP per capita is poor
way to assess a people’s material well-being.

A rough way to get around this problem is to replace GDP per capita with median
household income. Figure 2 does that, using 2005 dollars. The affluence-happiness
paradox remains, but it is no longer a stark contrast; median household income in
2003-05 was only 1.2 times that of 1972-74. Also, we see more variability from year
to year in household income than we observe in GDP per capita, variability which
might be related to variability in happiness (more on this later).

The next step is to include in our considerations what we know about how
American households kept their incomes up in this era. To a great extent, they did it
by adding workers and hours. Reports from the field suggest that sluggishness in
male breadwinners’ incomes was an impetus to wives working—and also a barrier to
marriage in many cases (e.g., Jacobs & Gerson, 2001). Average Americans put more
painful effort (e.g., in commuting, off-hour shifts, child-care arrangements) into
making money than they did before the 1970s. Such effort and pain should be
factored in on the negative side of the income ledger to really measure net material
well-being. One simple way to index that effort is to use, instead of median
household income, median male incomes. That measure indirectly corrects for the
growing female work contribution. Figure 3 displays the result.

The paradox becomes yet less paradoxical. Median male income grew only
slightly; the 2003-2005 average was 1.1 times the 1972-1974 average. And we see,
again, the cycles that are hardly visible in the GDP data. Alternatively, we can use

4 There are other reasons to reject GDP per capita for such analyses: The happiness surveys are of
adults, but GDP per capita includes children in the denominator. Relatedly, the GDP per capita
figure rises just because the birth rate drops. Also, an increasing proportion of GDP was held by
corporations in a form not easily accessible even to shareholders.
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Fig. 2 Median household income and happiness, 1972-2005
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Fig. 3 Median male income and happiness, 1972-2004

for similar purposes median male earnings for full-time workers. That pattern (not
shown) is, as we would expect, much like the one in Fig. 3. The growth in inflation-
adjusted median male earnings from 1972 to 2005 was all of 1 percent. Another take
would be to go gender-neutral and look at overall hourly wages for both men and
women as a crude index of the income/effort ratio. Average hourly earnings, infla-
tion-adjusted, of all production or non-supervisory workers in private industry
dropped by one-tenth from 1972-74 to 2003-05; it dropped more than mean hap-
piness. These data are displayed in Fig. 4. In sum, the closer one approximates
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Fig. 4 Mean hourly wages and happiness, 1972-2005

changes in the real, net material well-being of average Americans, the closer the
trend line for affluence looks like that of happiness—and the paradox evaporates.

Another rough-and-ready approach is to simply correlate, over time, mean hap-
piness with the various measures of material well-being. The following table does so,
in a few different ways. The first column displays the correlations over the years
1972-2004 between mean happiness in the GSS and the various income measures
I have discussed. The top two entries of the first column shows that there is negligible
correlation between annual happiness and either annual GDP per capita or annual
median household income over a period when both the income measures grew
—another display of the famous ‘““paradox.” The bottom three rows of the column,
however, show a modest but real positive correlation of happiness with the
other—and, I argue, better—indicators of material well-being.

Inspection of the scatter plots in Figs. 1-4 suggests that there are two notable
outliers in the happiness data. One is 2002: the GSS asked people how happy they
were about six months after 9/11 and the depressive effects of the event seem clear.
Another outlier is 1972: it is one of the years in which the “happy’” question was in
an unusual sequence and the General Social Survey recommends it be dropped from
trend analyses (Smith, 1979). The 1972 point also has special statistical leverage
because it is first in the series. The last three columns of Table 1 display the cor-
relations holding out those points. They suggest that GDP per capita was actually a
negative predictor of happiness—if we exclude 1972—and that median household

Table 1 Correlations, 1972-2004, of mean happiness with various economic measures

1972-2004 Excl. 2002 Excl. 1972 Excl. 1972 & 2002
GDP per capita -.07 -01 =22 -16
Median house income .03 .09 -.06 .00
Median male income 21 29 .30 40
Median male earnings 20 .26 19 26
Mean hourly wage .19 19 45 46
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Fig. 5 GDP per capita, median male income, hourly wages (annualized), and happiness, c. 1947-2005

income was unrelated to happiness. Notably, these columns also show that the other
three measures of economic well-being positively predicted the national rate of
happiness.

Exploring a longer series

Veenhoven’s World Database of Happiness provides a longer series of happiness
scores from the same question, although they are from a disparate set of sources and
much less consistent than the GSS. Nonetheless, they allow us to extend the window
from about 30 to almost 60 years. I have taken the average happiness score for each
year available, excluding those from NORC or GSS surveys so as not to overlap with
the prior analysis and not to overweigh the last three decades. The happiness scores
are displayed, from 1946 to 2005, in Fig. 5 as open circles. (This series is far noisier
than the GSS series for 1972-2004.) The best-fitting smoother is a cubic function.’
I used and display three income series that are about the same length, also applying
cubic smoothers for consistency.®

We see, first, that the GDP per capita trend (black boxes) does not parallel the
happiness “‘trend”’; the correlation is —.08 (.02 if we drop the poll taken in November,
2001, two months after 9/11). However, median male income (black diamonds) is a
closer fit (r = .11; .23 without November, 2001), as is average hourly wages for
production workers in manufacturing-multiplied by 2000 hours for better presen-
tation (black circles; r = .11; .13 without 2001). More broadly, the data hint that
happiness was increasing during the years of the postwar boom when affluence was
also becoming more broadly shared and then happiness leveled off as affluence did
for the mainstream population and inequality grew. But the happiness measures are
too scattered and rough to make this more than a tentative suggestion.

> The R-squared for mean happiness score X year is .03 for a linear regression, .05 for a quadratic
one, and .16 for a cubic one (.20 if the November, 2001, poll is dropped).

® The “hourly wages” series here is for manufacturing only, because of data limitations.
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Conclusion

This back-of-the-envelope exercise provides only a crude picture of the happiness—
affluence connection in late twentieth- and early twenty-first-century America.
Fuller explorations would require finer measures and more complex time-series and
multivariate analyses. Still, it seems clear that the ““paradox’ which has perplexed so
many is not such a paradox after all. GDP growth has been expansive and sustained,
but GDP has become increasingly unevenly distributed. At the same time, the task
of keeping up with living standards and coping with sagging male earnings has
required much more strenuous efforts by average American families. When we take
these points into even only approximate consideration, we can see some evidence
that national happiness stalled because the income/effort balance stalled for average
families. We can also see that, while many things depress or raise Americans’ reports
of their happiness (e.g., 9/11; adaptation; social comparisons), fluctuations in mate-
rial well-being is one them.

Readers of an earlier draft have wisely pointed out limitations of this analysis. For
example, a wealth-happiness paradox appears to exist in some, although not most,
other countries. I leave those cases to others. Also, my analyses here are only
preliminary; more sophisticated treatments are called for. Nonetheless, these data
serve, | hope, to demonstrate that researchers must define and measure material
well-being much more accurately and that the “fact” which has driven so much
theoretical diagnoses, the supposed wealth-happiness “‘paradox” in America, is yet
to be demonstrated to a be a fact.

Acknowledgment I appreciate comments on an earlier draft by Richard Easterlin, Michael Hout,
Ruut Veenhoven, and Rafael Di Tella, but I, of course, remain solely responsible for errors of
understanding and method.

References

Alesina, A., Di Tella, R., & MacCulloch, R. (2001). Inequality and happiness: Are Europeans and
Americans different? National Bureau of Economic Research Working Paper No. W8198
Binswanger, M. (2006). Why does income growth fail to make us happier? Searching for the
treadmills behind the paradox of happiness. Journal of Socio-Economics, 35, 366-381

DeNavas-Walt, C., Proctor, B. D., & Lee, C. H. (2006). Income, poverty, and health insurance
coverage in the United States: 2005. U.S. Census Bureau, Current Population Reports, P60-231,
U.S. Government Printing Office, Washington, DC

Di Tella, R., MacCulloch, R. J., & Oswald, A. J. (2003). The macroeconomics of happiness. Review
of Economics and Statistics, 85, 809-827

Easterlin, R. A. (1973). Does money buy happiness? The Public Interest, 30, 3-10

Easterlin, R. A. (2001). Income and happiness: toward a unified theory. The Economic Journal, 111,
465-484

Fischer, C. S., & Hout, M. (2006). Century of difference: How America changed in the last hundred
years. New York: Russell Sage Foundation

Frey, B. S., & Stutzer, A. (2002). Happiness and economics. Princeton, NJ: Princeton University
Press

Hagerty, M. (2000). Social comparisons of income in one’s community: Evidence from national
surveys of income and happiness. Journal of Personality and Social Psychology, 78, 764-771

Hagerty, M., & Veenhoven, R. (2003). Wealth and happiness revisited—growing national income
does go with greater happiness. Social Indicators Research, 64, 1-27

@ Springer



C. S. Fischer

Hout, M. (2006). Money and morale. Working Paper, Survey Research Center, University of
California, Berkeley

Jacobs, J. A., & Gerson, K. (2001). Overworked individuals or overworked families? Explaining
trends in work, leisure, and family time. Work and Occupations, 28, 4063

Lane, R. E. (2000). The loss of happiness in market democracies. New Haven: Yale University Press

Layard, R. (2005). Happiness: Lessons from a new science. New York: Penguin

Oswald, A. J. (1997). Happiness and economic performance. Economic Journal, 107, 1815-1831

Ott, J. (2001). Did the market depress happiness in the US? Journal of Happiness Studies, 2, 433-443

Schwartz, B. (2004). The paradox of choice: Why more is less. New York: Ecco

Smith, T. W. (1979). Happiness: Time trends, seasonal variations, intersurvey differences, and other
mysteries. Social Psychology Quarterly, 42, 18-30

Veenhoven, R. (2000). Freedom and happiness: A comparative study in 46 nations in the early
1990’s. In E. Diener & E. M. Suh (Eds.), Culture and subjective well-being (pp. 257-288).
Cambridge, MA: MIT Press

Veenhoven, R. (2005). Is life getting better?: How long and happily do people live in modern
society? European Psychologist, 10, 330-343

Veenhoven, R. (2006). World database of happiness. Erasmus University Rotterdam. Available at:
http://worlddatabaseothappiness.eur.nl

@ Springer



	What wealth-happiness paradox? A short note �on the American case
	Abstract
	Happiness and income, 1972 ndash 2005
	Fig1
	Fig2
	Fig3
	Tab1
	Fig4
	Exploring a longer series
	Fig5
	Conclusion
	Acknowledgment
	References


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (ISO Coated)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Perceptual
  /DetectBlends true
  /ColorConversionStrategy /sRGB
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 524288
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org?)
  /PDFXTrapped /False

  /Description <<
    /DEU <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [2834.646 2834.646]
>> setpagedevice


