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Subjective well-being
 Economists are more and more using subjective indicators of well-being in

their analytical work
 Subjective as opposed to objective indicator of well-being

- life satisfaction
- quality of life
- happiness
- mental health

 All have subtle differences but the key point is that they rely on respondents own

subjective assessment as opposed to objective indicators

Why should we care about
subjective well-being
 Subjective well-being can predict future events

Job loss
Divorce
Parenthood
Relocation
Starting a new job

 High SWB can lead to (Does not just follow from):

Better health
On average more longevity
Better social relationships
High income and work performance
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The Famous Nun Study
1. Nuns autobiographies at age 22: Researchers accessed the convent archive to
review documents such as autobiographical essays that had been written by the
nuns upon joining the sisterhood;
- Content Analysis: Examined Expression of positive emotions
2. Happy and less happy nuns living in same life circumstances through lifespan
How long do they live?

Danner, D. D., Snowdon,
D. A., & Friesen, W. V.
(2001): Positive emotions
in early life and
longevity: findings from
the nun study.

Longevity in the Nun Study

Survival Rate at Age:

85

93

Most Cheerful Quartile

79%

52%

Least Cheerful

54%

18%

Positive emotional content in early-life autobiographies was strongly
associated with longevity 6 decades later

Well-being
Why should economists be interested in subjective
well-being?
It is assumed in micro-foundations of neo-classical theory that utility is formed based
on consumption of goods which in itself is determined by the budget constraint
(income).
A

Satisfaction=Utility

B

Well-being
However Easterlin (1974) found that over time happiness did not increase with
income – Easterlin paradox
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If increasing income does not increase satisfaction or utility then why be
obsessed with this?

Subjective well-being
 Greater efforts aimed at understanding the nature of people’s well-being

beyond consumption opportunities

Happiness’ or subjective well-being data
increasingly used as proxy-utility data.

Subjective well-being = f(Age, gender, education level, income,
marital status, friendship networks, region, year, key variable
of interest etc.…)

The economics of happiness
 Researchers now combining tools and methods of economists with those

typically used by psychologists
 Survey data captures broader elements of welfare than do income data alone
 While economists traditionally have shied away from reliance on surveys (e.g.

what people say rather than what they do), there is increasing use of data on
reported well-being (happiness):
a) Consistent patterns in the determinants of well being across large N samples across

countries and across time
b) Econometric innovations help account for error and bias in survey data (AND with
the error that exists in all kinds of data!!)
- within person nature of these studies are particularly helpful here

Objective Well-Being

Subjective Well-Being

Objective indicators: Income, wealth, access to services/resources etc.
Subjective indictors: How individuals themselves rate their quality of life; life
satisfaction, Happiness etc.

 https://www.youtube.com/watch?v=VkdnFYDbiBE

Subjective well-being
 How do we measure subjective well-being

e.g. Thinking about the good and bad things in your life, which of these answers best describes your life as a
whole?’ Respondents can choose a category on a scale of one to seven (‘As bad as can be’; ‘very bad’; ‘bad’;
‘alright’; ‘good’; ‘very good’; ‘exceptional’). Lots of variations
 Can be significant differences between objective and subjective

indicators

Source: Measuring What Matters - ONS

Income and subjective well-being
Richard Layard and others (e.g. Frey and Stutzer, 2002), argue that it is relative
income that explains why happiness does not increase significantly beyond
(i) a certain level of GDP per capita (Macro)
(ii) a certain individual absolute income level (Micro)
So if your income increases but so does everyone else’s then your relative
position is the same.
Indeed, if your income increases but at a slower rate than the average income
increase then your relative position worsens – income inequality is becoming
more skewed towards the very highest decile in the US and UK…..is this why
we’re not more satisfied?

Keeping up with the Jones’s
 It is not just absolute levels of income, health, consumption

etc. that affect well-being but relative position also matters

Consider this thought experiment
Option A: New job straight after gradation with an annual salary of 40k,
but all your class mates are hired at 45k
Option A: New job straight after gradation with an annual salary of 35k,
but all your class mates are hired at 30k
Which would make you happier?

Absolute v relative position
•

Mainstream model of human behaviour posits that individuals derive utility solely from
absolute levels
- is this reasonable?

•

Studies have found that comparison effects/relative position matters
- workers reported satisfaction are inversely related to their comparison wage rates
(Clark and Oswald,1996)
- Higher earnings of neighbours are associated with lower levels of well-being
(Luttmer 2005)
- Perceptions of being overweight depend on both relative Body Mass Index as well
as absolute levels (Blanchflower et al., 2009)
- The unemployed become happier as neighbourhood unemployment rates rise
(Howley and Knight, 2020)

•

In short it is not just absolute levels of income, wealth, health, consumption that matters for
well-being but also relative levels

What matters for our subjective well-being
 Genetic traits are probably the biggest factor
 Some of us are just born a lot ‘happier than others’

 How did researchers determine that genetic factors are so
important?

What matters for our subjective well-being
 Genetic traits are probably the biggest factor
 Some of us are just born a lot ‘happier than others’

 How did researchers determine that genetic factors are so
important?
Identical twins reared apart are more similar in subjective wellbeing than fraternal twins reared together!

Health is your wealth!
 Very strong correlation between health and happiness
 We adapt quite well to changes in income and social circumstances but

not as well to changes to health
 Anything you do to improve your health will not only improve life

expectancy but also improve happiness/well-being

Social Capital
 Social interaction and relationships matter a great deal
 Social trust, interaction with friends/family/relatives, neighborly

interaction etc. etc.
 Apparently York has the friendliest neighbors in the UK!

- seems to matter more for the geographically constrained

Trust
 Trust in others and institutions are important determinants

of well-being

Socio-demographic variables
 Older people tend to be happier – age and

subjective well-being appears to follow a
U shaped pattern

 Being in a relationship seems to have a positive effect – although I’m sure

a lot depends on the relationship!

Unemployment
• Non-pecuniary benefits of employment are often more important than
pecuniary aspects
• Job loss hurts a lot
• Given these non-pecuniary benefits/costs associated with
employment/unemployment: We may not respond to incentives (e.g.
higher taxes, basic incomes etc.) in the fashion predicted by rational
actor agent models

What matters for our subjective well-being
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Genetics
Personality traits
Age
Gender
Income
Education
Health
Employment status
Volunteering
Religion
Social trust
Social ties and networks
Safety
Marriage
Having children
Friends and family
Democracy

•
•
•

Public goods (e.g. environmental amenities)
Diet (e.g. fruit and veg consumption)
Immigration!

Criticisms
 Happy peasants versus unhappy millionaires paradox
 Adaptation
 Capabilities

Final thoughts
 SWB is a valuable thing! Societies need to monitor SWB

What you can do
 Money matters, but is not as important as you would think
 People who compare a lot (relative as well as absolute levels matter) are less happy.
Be inspired by the successes of others (ambition instead of jealousy)
 Learn to adapt to negative changes and try not to adapt to positive changes!
 Seek out new positive experiences – lost of research to suggest that experiences
matter far more than ‘things’
 Stay healthy
 Keep giving (e.g. volunteering, help to friends, family, work colleagues)
 The environment – both physical and social capital is important
 Keep learning
 Don’t just consider income when considering employment opportunities – other as
important if not more so factors (identity, social capital etc.)

