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Economics and Well-Being
Bruno S. Frey

Modern, empirical research on happiness was
initiated by social psychologists. Important
contributions have been made by a variety of
researchers including Argyle (1987),
Csikszentmihalyi (1990), Michalos (1991),
and Lyubomirsky (2008). Most influential
have been the collected volumes edited by
Kahneman et al. (1999) and the work conducted by Diener and his colleagues (e.g.,
Diener, 1984, 2000; Diener and BiswasDiener, 2002, 2008; Diener and Oishi, 2000).
Happiness has, of course, been a central issue
for philosophers, in particular Aristotle (for
an account, see McMahon, 2006), but they
have not undertaken any quantitative research.
The founding father of an economics of
happiness is Easterlin (1974), but van Praag
(1968) preceded him. Based on empirical
data for the United States, Easterlin argued
that increasing income does not raise happiness. This unconventional contribution
was neglected at that time, as was a similar
discussion by Scitovsky (1976) in his book
The Joyless Economy. A major reason for
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disregarding this insight was that economists
assumed that it is not possible to measure
utility in a satisfactory way. Surveys were
not taken to be an acceptable method because
they were thought to be superficial and even
misleading because the respondents had
no interest in telling what they really feel,
and tended to answer in a misleading way.
Subjects were thought to only express their
true preferences when they chose between
given options. This belief in the ‘revealed
preference approach’ was only shaken when
psychologists demonstrated that it is possible
to capture subjective well-being by surveys.
Happiness research found more general
interest in the discipline shortly before the
turn of the century (e.g., Clark and Oswald,
1994; Frank, 1997; Oswald, 1997). Thereafter
happiness research has become increasingly
prominent, especially since the survey article
by Frey and Stutzer (2002a) in the Journal of
Economic Literature. Since then, a considerable number of books (e.g., Frey, 2008; Frey
and Stutzer, 2002b; Graham and Pettinato,
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2002; Lane, 2000; Layard, 2005; Weimann
et al., 2015; World Happiness Report, 2016),
articles (e.g., Bruni and Porta 2007; Easterlin,
2002; Frey and Stutzer, 2007), and surveys
(e.g., Dolan et al., 2008; Frey and Stutzer,
2005) have been published.
From the beginning, there has been a
close interaction between psychologists and
economists due to the shared empirical orientation. This applies in particular to issues of
measurement (e.g., Kahneman et al., 2004),
but goes far beyond it. The study of happiness is a fine example of fruitful interdisciplinary research; however, the work undertaken
by psychologists and economists differs in
some respects. Economic research emphasizes more strongly material determinants of
happiness, in particular income and unemployment. Moreover, economists are also
interested in identifying the impact of institutional conditions on happiness, such as the
extent of democracy and good governance,
or political decentralization (e.g., Frey and
Stutzer, 2000; Helliwell and Huang, 2008).
Many different concepts of well-being
can be distinguished. On one extreme, there
are momentary feelings of joy and pleasure,
or affective happiness (which can be captured by the Experience Sampling Method);
on the other extreme eudaimonia, or ‘good
life’, reflecting the quality of life achieved
by developing and fulfilling one’s potential.
In between these two concepts is contentment with life, normally called subjective
life satisfaction. It captures the answer to the
question: ‘taken overall, how satisfied are
you with the life you lead?’ The answers are
collected on a scale ranging from 0 (‘totally
dissatisfied’) to 10 (‘totally satisfied’). This
is the concept most often used in economics;
for simplicity it is often called ‘happiness’.
There are now many collections of data with
many thousands of observations, such as the
World Value Survey or the Gallup World
Poll. The best data to identify the determinants of happiness in linear (Ordinary Least
Squares) and non-linear (e.g., probit or tobit)
regressions are panels (such as the German
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Socio-Economic Panel [SOEP]) in which the
same person is repeatedly asked about his or
her subjective well-being, as well as about a
host of potential determinants and environmental factors.
Economists have paid great attention to
whether a particular factor is a determinant
or a consequence of happiness. For example,
being unemployed makes people unhappy,
but unhappy people find it more difficult to
find a job because they are less attractive and
enterprising. Similarly, income raises happiness and happy people are more prone to
be successful in their job and more likely to
achieve a higher income, as well as have better relationships and health (De Neve et al.,
2013; Lyubomirsky et al., 2005) and even
more evolutionary success (Diener et al.,
2015a). It is difficult to separate the two
causal effects. One possibility is to consider
an exogenous change in a determinant (e.g.,
an unexpected increase in income due to a
lottery gain) and to then analyze how subjective well-being is affected. While this is an
important issue, for reasons of space it will
not be considered further here.
This contribution does not intend to provide a complete survey of the economic
determinants of well-being. We restrict ourselves to the most important effects identified
in the research. This contribution is also not
intended to give an ‘objective’ view of the
research on happiness in economics. Rather,
we rely strongly on our own research (e.g.,
Frey, 2008; Frey and Stutzer, 2013; Stutzer
and Frey, 2010).
The second section discusses the relationship between happiness and income at
the individual and the aggregate levels. In
addition to the level of people’s income, we
discuss the impact of its increase over time,
and the distribution between individuals. It
is also shown in what respect aggregate happiness indicators can serve as complements
to Gross National Product (GNP) often (but
wrongly) used to compare the material wellbeing of countries over time and in international comparisons. The third section deals
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with research showing that unemployment
turns out to have a major negative impact on
happiness. The fourth section discusses the
relationship between happiness and inflation
(i.e., the continuous rise of the general price
level). The fifth section is devoted to some
additional determinants of subjective wellbeing analyzed by economists (i.e., marriage
and television viewing). The sixth section
reviews work showing that individuals tend
to be poor at predicting their own future
happiness, and the final section provides
our conclusion.

Happiness and Income
Individual Level: The Importance
of Income and Income Aspirations
The economic research on subjective wellbeing finds results deviating from the
assumptions codified in economic theory.
Standard economics is based on the notion
that people’s utility depends on what they
have in absolute terms. People with higher
income have more opportunities to attain
whatever they desire, in particular they can
buy and consume more goods and services.
Higher income and consumption levels therefore lead to a higher well-being level.
Happiness research, in contrast, highlights
that people do not mainly focus on the absolute income level but rather compare their
income to the income level of other individuals. Relative income plays a more important
role than standard economic theory assumes.
There is a large empirical literature with a
robust and general result: people with higher
income report higher subjective well-being
at a particular point in time and place (for
reviews, see Clark et al., 2008, or Lawless and
Lucas, 2011). Some research suggests, however, that this result does not necessarily hold
for observations over time. People, especially
in industrialized countries, do not always
become happier over time, despite strong
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economic growth. This result, first documented by Easterlin (1974), has been repeatedly found (e.g., Blanchflower and Oswald,
2004; Easterlin, 1995, 2001; Easterlin and
Angelescu, 2009). For the United States,
even a negative trend in subjective wellbeing over time is observed (Blanchflower
and Oswald, 2004). But these findings have
been challenged, for example by Stevenson
and Wolfers (2008). There are Western countries like Denmark, Germany, and Italy,
while experiencing substantial real per capita
income growth, also show a (small) increase
in reported satisfaction with life in the 1970s
and 1980s (Diener and Oishi, 2000).
A crucial insight of these findings is that
life satisfaction does not increase at the same
rate as real income per capita. People with
low income experiencing a rise in income
enjoy a substantial increase in life satisfaction, but this effect gets weaker and weaker
with increasing incomes. People with very
high income experience almost no rise in life
satisfaction when their income increases.
To explain that apparent paradox, economic well-being researchers consider various aspects. The first explanation highlights
the notion that people make social comparisons with relevant others. It is not the absolute level of income that matters most, but
rather one’s position relative to other individuals. Higher income people not only have
a higher relative income compared to others,
but also enjoy a higher status in society (Frey
and Stutzer, 2002b).
Another explanation focuses on the fact
that changes in income influence life satisfaction, not just levels of income. The effect
of income on life satisfaction disappears
when consumption persists. Happiness that
is based on consumption wears off, with
additional material goods and services only
providing extra pleasure in the beginning
(Frank, 1999). This mechanism is referred to
as adaptation.
In addition, higher income people change
the peer group with which they compare
themselves. As they shift their standards,
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they no longer perceive themselves to have a
higher income in comparison to relevant others. If the members of the peer group gain a
similar increase in income, relative income
stays constant, which reduces the size of the
effect of income on life satisfaction.
A further important explanation refers to
the role of income aspirations. Empirical studies for Germany and Switzerland (Stutzer,
2004) find evidence that higher income aspirations reduce people’s satisfaction with life.
In Switzerland and the New German Laender,
the negative effect on subjective well-being
of an increase in the income aspiration level
is of a similar absolute magnitude as the positive effect on well-being of an equal increase
in income. The higher the ratio between
aspired income and actual income, the less
satisfied people are with their life, ceteris
paribus. Thus, reported subjective well-being
depends on the gap between income aspirations and actual income.
Together, these explanations can explain
the apparently paradoxical result that has
been found. People with higher income at
a given point in time report higher subjective well-being than those with low income
because the ‘social comparison effect’ suggests that individuals derive satisfaction from
being superior to others. The ‘aspiration
effect’ intensifies this mechanism because for
rich people the relative gap between income
aspirations and actual income is smaller. The
‘adaptation effect’ proposes that people get
used to a higher income and therefore do
not derive any extra satisfaction from it after
some time, so that people in industrialized
countries do not report higher or just slightly
higher life satisfaction over time, despite
strong economic growth.

Income at the Aggregate Level
Distribution of income
In most countries, citizens consider a distribution of income produced solely by the
market without any state interference to be
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unacceptable (Deaton, 2005). Accordingly,
there is a strong demand for redistribution by
the government (e.g., Alesina and La Ferrara,
2005). As a consequence, modern governments redistribute generously on a large
scale. This development has increased markedly in the twentieth century. At the end of
the nineteenth century, the share of government transfers was less than 1 percent of
gross domestic product (GDP) in both Europe
and the United States. By the end of the
twentieth century, this share had multiplied
to 14 percent of GDP in the United States
and 22 percent in Europe.
The effect of redistributing income on
subjective well-being is ambiguous. On
the one hand, there are studies showing
that the impact of an unequal distribution
of income decreases reported happiness.
This may be because people care about the
well-being of others and about inequality
within a society. For example, Schwarze and
Härpfer (2007) analyzing SOEP data present evidence for Germany that people of all
income classes report lower life satisfaction
when regional income inequality increases.
Alesina et al. (2004) analyzing data from the
Eurobarometer also observe that inequality
reduces life satisfaction. On the other hand,
some studies suggest the opposite: inequality
raises subjective well-being (Clark, 2003).
The effect of inequality in income on happiness differs markedly between Europe and
the United States (Alesina and Glaeser, 2004;
for a survey, see Deaton, 2005).
These results for Europe and the United
States can be explained by differences in
the extent – or the belief of the extent – of
upward social mobility. Most Americans
believe in the possibility of moving up the
social and income ladders, and so a large inequality in income indicates large opportunities in the future. In contrast, the majority of
Europeans believe that social mobility is low
and restricted. Therefore, Europeans dislike
an unequal income distribution. Sixty percent of Americans believe that the poor are
lazy rather than just unlucky, whereas only
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26 percent of Europeans think so (Alesina
et al., 2001).
In general, capturing the effect of income
inequality on happiness is made difficult by
several effects. Inequality may also affect
individual happiness indirectly through health
and income. For example, lower inequality
improves health and increases income, which
in turn raises happiness (Helliwell, 2003).

Aggregate subjective well-being
indicators as complements
to the GNP
At the aggregate level, research on subjective
well-being can also contribute to measure
human welfare. The most widely used
method is to construct an overall measure of
economic activity. Today, GNP has established itself as the most important indicator.
It is used to compare standards of living
across countries, as well as the rate of growth
over time. Although the GNP has a great
advantage – being based on a theory analyzing relations between individuals and firms
involved in creating goods and services on
markets – it is faced with severe problems. It
excludes, for instance, a major part of social
as well as household activities and does not
capture free services, such as those now
widely available on the Internet. These factors will play an even more important role in
a digitalized future. Despite these shortcomings of the GNP as a welfare indicator being
generally known, the concept is still at the
center of public debate and media attention.
Aggregate happiness indicators can serve
as complements to GNP. Indicators of aggregate happiness have several advantages over
GNP as a measure of social well-being. On
the one hand, measures of happiness also
cover non-material aspects of human value
creation, such as the influence of social relations, autonomy, and self-determination.
These are insufficiently, or not at all, included
in traditional GNP. Measures of happiness
also consider outcome aspects of elements
already included in GNP through input measures. This is particularly the case for the vast
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area of government activity (measured in
GNP by the costs of material and of labor
input). Measures of well-being capture the
subjectively evaluated outcomes in line with
the basic methodological approach of economics. On the other hand, the capabilities
approach and the Human Development Index
compiled by the United Nations measure
objective functioning (Sen, 1999).
Aggregate happiness indicators provide
new and complementary information about
preference satisfaction. This information
should become a relevant input in the political
discourse if one follows the idea that voters
hold governments responsible for the state of
the economy. An aggregate well-being indicator should intensify competition between
politicians, with Diener et al. (2015b) going
so far as to propose ‘National Accounts of
Subjective Well-being’. They get incentives
to justify their actions in terms of a broader
and better understanding of individual welfare. It can also be useful in strengthening the
competition between political units and political parties. Such a competition should bring
the outcome of the current politico-economic
process closer to citizens’ preferences.

Unemployment
Classical economists thought of unemployment as a social problem with negative consequences for society. The economic policy
proposals made in the wake of Keynes and
his followers were an effort to overcome
exactly this problem and to establish full
employment instead. The rise of new classical macroeconomics changed this evaluation
completely (e.g., Snowdon and Vane, 2005).
This economic school argues that unemployment is completely voluntary. Those not
working just prefer not to work but to enjoy
leisure. They do so at the prevailing wage
rate because the reservation wage is higher
than the prevailing wage. The new classical
macroeconomics reasons that unemployment

12/04/18 11:14 PM

Economics and Well-Being

benefits are too high. People simply prefer
not to work and to cash these benefits.
Happiness research in economics offers a
new approach to productively contribute to
this debate about the individual and social
costs of unemployment.

Unemployment Reduces
Subjective Well-Being
A general finding of happiness research is
that unemployment reduces the individual
well-being of those affected by it. Not having
work depresses well-being more than any
other single factor, including important negative ones such as divorce and separation
(Clark and Oswald, 1994; Winkelmann and
Winkelmann, 1998). The effect of being
unemployed is so strong that it would require
a seven-fold increase in income to be compensated. It is important to underline that
indirect effects (in particular income losses)
are kept constant in these two analyses. For
this reason, the studies show that being
unemployed has psychic costs over and
above the potential decrease in the material
living standard.
High unemployment rates also have nonnegligible effects on people who themselves are not affected by unemployment.
Aggregate unemployment decreases average
reported life satisfaction even if the personal
employment status is kept constant (Clark
and Oswald, 1994).

Costs of Unemployment for the
Employed
Two broad categories of potential reasons
can be identified for why workers’ wellbeing decreases when unemployment rates
increase. The first category suggests that a
high rate of unemployment may have general
negative effects on society that affects everybody in a region. This includes not only the
direct effects of unemployment on crime and
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public finances, but also the general increase
in income inequality within a society. The
increase in income inequality may trigger
some workers’ empathy with unemployed
persons. The second category suggests that
high unemployment rates affect factors specific to every person’s individual workplace,
for instance, changes in working hours and
salaries (Frey, 2008).

General effects of unemployment
on society
Higher unemployment rates, for example,
have been observed to increase crime. These
kind of social problems affect people in general in that specific area. If higher crime rates
were also reflected in lower reported wellbeing, this would contribute to the statistical
relationship between unemployment rates
and subjective well-being. But people also
seem to care about the well-being of others
and about inequality within a society
(Schwarze and Härpfer, 2007).

Effects of unemployment on
people’s individual workplaces
High unemployment rates also affect individuals’ current and future economic situations.
These effects can be based on real consequences as well as on anticipated behavior.
Because in times of high unemployment,
the pressure on salaries increases, the average
wage drops. And as income correlates positively with people’s well-being (see earlier),
lower salaries lead to lower life satisfaction.
In addition, actual working hours may even
rise in recessions for the employed as firms
cut costs and the impossibility to change jobs
may enable firms to force employees to work
more hours than they would prefer. This, in
turn, reduces people’s leisure time, sometimes without financial compensation.
While the aforementioned effects on
salaries and working hours refer to realized
consequences, high unemployment also has
an effect on anticipated economic distress,
for instance the probability that a worker
may himself lose his job increases. A large
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literature documents the importance of selfreported job security on individuals’ wellbeing (e.g., De Witte, 1999; Green, 2006).
People may also expect salary decreases,
reduced promotion opportunities, and fewer
possibilities to change jobs in a time of economic distress.
In an empirical study, Luechinger et al.
(2010) isolated feelings of angst and stress as
sources of reduced individual welfare due to
economic insecurity. To distinguish between
general negative externalities of unemployment and changes in economic risks to individuals, the authors studied workers in two
sectors of the economy that differ fundamentally in their exposure to economic shocks:
people working in the private sector and
those working in the public sector. Publicsector employees face a reduced risk of experience spells of unemployment in comparison
with employees in the private sector because
public-sector employees usually enjoy
extended protection from dismissal and work
in organizations that very rarely go bankrupt.
The researchers used data from the SOEP
for West Germany between 1984 and 2004.
During this period, West Germany experienced large differences and fluctuations in
regional unemployment rates, from approximately 4 percent to almost 20 percent. The
general results show that people working in
the private sector are affected more strongly
by general economic shocks than those working in the public sector. These findings suggest that an important fraction of the psychic
costs caused by general unemployment is
largely due to increased economic insecurity.
To conclude, research on happiness has
brought to light two major aspects that are
widely neglected by new classical macroeconomics. The first is that unemployment
does not simply mean an insufficient utilization of resources and is not simply a decision between choosing to stay employed (at a
low wage) and becoming unemployed (with
unemployment benefits). Rather, individuals experience a loss in well-being beyond
the reduction in income when they are
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unemployed. The second is that the utility
losses experienced go beyond those people
who are actually unemployed. Workers still
having a job are also negatively affected by a
higher unemployment rate. In future research,
the various well-being costs of unemployment should be systematically related to
labor market institutions.

Inflation
If standard economists consider the costs of
inflation (an increase in the general price
level), they distinguish between anticipated
and unanticipated inflation. They state that
anticipated price increases are no problem
because individuals can adjust to them with
little, if any, cost. The picture is different
when price increases come as a ‘shock’
because no such adjustment is possible.
When the inflation is volatile it is more
costly for people to adjust. They need to
invest considerable effort in informing themselves about, and hedge against, expected
price increases. They can make many potential errors, for instance in underestimating
the extent of future inflation or how a particular price will change in comparison with
other prices.
As a consequence, some economists set
the price of even a high anticipated inflation
as very low (between 0.3 percent and 0.45
percent of national income for 10 percent
yearly inflation; Fischer, 1981; Lucas, 1981).
This suggests that an anti-inflationary policy
is rarely worth the cost it causes by raising
unemployment and real income loss. Many
other economists would strongly disagree.
They claim that stable prices are an indispensable condition for a sound economy because
only when prices are stable can actors behave
rationally. Most economists would take an
intermediate position: rampant inflation is
seen as very dangerous for the economy,
whereas a constant (hence more predictable)
but low inflation (e.g., 1–5 percent per year)
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should not cause any major problems. The
picture emerging from the existing empirical
evidence on the costs of inflation is indeed
far from clear (see the survey by Driffill
et al., 1990).
An extensive survey of the United States,
Germany, and Brazil (Shiller, 1997) draws a
slightly different picture with respect to peoples’ feelings. The authors show that people
are concerned about other issues connected
with inflation than economists typically
are. People seem to underestimate the fact
that inflation probably increases their own
nominal income as well. They concentrate
on the possible harm, but not on the possible benefits that inflation might bring to their
standard of living. In addition, the survey
identifies other concerns usually neglected
by economists. One is that inflation enables
some people to exploit others in an unfair and
dishonest way; another is that inflation can
undermine the moral basis of society because
many fear that inflation might produce political and economic chaos and a loss in national
prestige due to the falling exchange rate.
Economic research on happiness finds
that inflation systematically and markedly
lowers reported individual well-being. A
study of twelve European countries over
the period 1975–1991 (Di Tella et al., 2001)
shows that an increase in the inflation rate
by 5 percentage points (a historically likely
event) reduces subjective well-being by 0.05
units. This means that 5 percent of the population is shifted downward from one lifesatisfaction category to the next lower one
(e.g., from being ‘very satisfied’ to ‘fairly
satisfied’). This effect is substantial, although
not very large.
The crucial point is now to study the tradeoff between inflation and unemployment.
The results reported on the effect of unemployment on happiness can now be combined
with the results concerning inflation just discussed (Di Tella et al., 2001; Wolfers, 2003).
The important question is ‘by how much,
on average, must a country reduce its inflation in order to tolerate a 1-percentage-point
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increase in unemployment?’ A 1-percentagepoint increase in unemployment is calculated
to compensate for a 1.7-percentage-point
decrease in the inflation rate. Thus, if unemployment rises by 5 percentage points (e.g.,
from 3 to 8 percent), the inflation rate must
decrease by 8.5 percentage points (e.g., from
10 to 1.5 percent per year) to keep the population equally satisfied. The popular ‘Misery
Index’, which simply adds the unemployment
rate to the inflation rate, assigns the same
weight to each variable. Well-being research
shows that this presents a strongly distorted
picture of the tradeoff between unemployment and inflation by attributing too little
weight to the effect of unemployment, relative to inflation. The negative effect of rising
unemployment is considerably stronger relative to the negative effect of increasing inflation, although this effect is found to different
extents (Di Tella et al., 2001; Wolfers, 2003).

Some Additional Determinants
of Happiness
Marriage
The standard economic view on marriage
focuses on specialization and the division of
labor. Becker’s (1973, 1974; for a survey, see
Pollak, 2002) ground-breaking work on the
economics of marriage is based on the gains
married people acquire from household production and specialization of labor for different tasks. The possible specialization with
respect to the tasks in marriage is considered
to offer substantial opportunities to increase
the well-being of both partners. Other, more
sociological theories focus on spouses’ joint
consumption of household public goods, or
on reciprocity and social equality in homogamous relationships (homogamy describes the
tendency for ‘like to marry like’). Becker’s
model predicts mating to be negatively
assorted with respect to wages and positively
assorted with respect to education.
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In marriage, people are seen to engage in
a long-term relationship with a strong commitment to a mutually rewarding exchange.
Every spouse expects some benefits from
the partner’s expressed love, gratitude, and
recognition, as well as from security and
material rewards. This is summarized in
the protection perspective of marriage. It is
not surprising that economists have studied
financial benefits in particular (as part of the
protective effects). From this point of view,
marriage provides basic insurance against
adverse life events and allows gains from
economies of scale and specialization within
the family (Becker, 1981). This is reflected
in married people earning higher incomes
than single people, ceteris paribus (Chun and
Lee, 2001).
But increased earnings are not the main
benefit. Other benefits from marriage, as
studied in psychology, sociology, and epidemiology, are even more important. When
compared with single people, married
persons have better physical and psychic
health (e.g., less substance abuse and less
depression), and live considerably longer
(Gardner and Oswald, 2004). The effect of
marriage on people’s happiness is analyzed
in a large number of studies covering different countries and time periods. It has
been found that marriage correlates with
higher levels of happiness (Diener et al.,
2000; Stack and Eshleman, 1998; see also
Coombs, 1991; Myers, 1999). This result
remains even if the base level of happiness
is controlled (Anusic et al., 2014; Yap et al.,
2012). Married persons report greater subjective well-being than persons who have
never been married or have been divorced,
separated, or widowed.
Happiness research can help to study the
validity of the assumption. Data on subjective well-being can be studied to provide evidence on who benefits more and who benefits
less from marriage. The two claims about the
major sources of increased well-being in
marriage were tested with data on reported
satisfaction with life from the SOEP (Stutzer
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and Frey, 2006). The findings reveal a noticeable and clear pattern: as the year of marriage
approaches, people report higher satisfaction on average but it decreases after the date
of marriage.
There are different explanations for this
somehow unexpected pattern. While some
psychologists suggest that marital transitions cause short-term changes in subjective
well-being (Johnson and Wu, 2002), others take it as evidence of adaptation (Lucas
et al., 2003). Adaptation means that people
become accustomed to a stimulus that is
pleasant or unpleasant. In this context, it
indicates that after some time of living with
a partner in a close relationship they return
more or less to their base-line level of subjective well-being. It is difficult to assess
whether this adaptation is truly hedonic, or
whether married people start using a different scale (satisfaction treadmill) for what
they consider a satisfying life.
A third explanation is that many people
might marry only if they expect to experience a rewarding relationship in the future.
Their predictions of their future well-being
as spouses are based on their current wellbeing. Therefore, the last year before marriage becomes the last year in which life
satisfaction increases because the couples
experience an unexpected happy time in their
relationship at this time.
One of the main predictions of Becker’s
(1974) theory of marriage is that the gain
from marriage is positively related to couples’ relative difference in wage rates. The
reason may be that a large relative difference
in wage rates makes specialization in either
running the household or participation in the
labor market more beneficial. The results in
Stutzer and Frey (2006) support this main
prediction in Becker’s model. Before marriage, individuals who will be in marriages
with large differences in relative wage rates
were less happy on average than those with
small differences. This indicates that couples
with large differences in relative wage rates
benefit more from marriage.
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To test the second hypothesis (‘like to
marry like’), the differences between marriage partners in their level of education are
considered and measured by the number of
years of schooling. It is hypothesized that
couples with small differences in the level
of education gain more from marriage than
those with large differences. Although for the
years before marriage there are no systematic differences in the well-being of people
who become partners in marriages with small
and large differences in education, a different
picture is shown after marriage. Couples with
differences in education below the median
report on average higher satisfaction with
life. For the first seven years, the joint statistical significance of the differences is higher
than ninety-nine percent. This finding supports again the hypothesis that couples with
similar educational background benefit more
from marriage (Stutzer and Frey, 2006).
The basic assumptions of standard economics on marriage are underpinned by economic happiness research. When their life
satisfaction before marriage is compared,
couples with large relative wage differences
(and consequently a high potential gain from
specialization) benefit more from marrying
than couples with small relative wage differences. In the same manner is the importance
of similarities between partners emphasized.
Spouses with small differences in their level
of education stand to gain on average more
satisfaction from marriage than spouses with
large differences. However, findings indicate
that the differences diminish after a longer
period of time of being married.
When a marriage dissolves, an individual’s
well-being pursues a similar course to that in
marriage, just with a negative sign (Gardner
and Oswald, 2006, with British data).
Divorce is traumatic, but just in the short
run; the happiness of the former couple initially falls drastically, and it affects men and
women equally. Nevertheless, two years after
the marital breakdown both are, on average,
significantly better off than two years before
the breakdown. Seen in this sense, divorce is
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a beneficial process. Somewhat surprisingly,
it does not seem to be important whether a
person remarries quickly after divorce or
not, and whether there are any dependent
children.

Watching Television
In many countries nowadays, watching television is still one of the most important activities people engage in. They must obviously
enjoy this voluntary activity or else they
would not engage in it. The standard neoclassical economic theory of revealed preference
assumes people themselves know best what
provides them with utility and are free to
choose the amount of television consumption
they prefer. According to this theory, individuals watch so much television because it
provides them with considerable utility.
However, developments particularly in
economic and psychological research cast
doubt on this conclusion. The theory of
revealed preference has been questioned
(most prominently by Sen, 1982, 1995). It
is argued that it is not possible to infer the
utility produced by observing behavior, simply because individuals do not always act in
their own best interest. Over the years many
researchers have identified anomalies and
biases in behavior (e.g., Thaler, 1992). These
anomalies undermine the direct link between
observed behavior and utility gained. For
example, people are often poor at predicting
the utility derived from future consumption.
People may also be subject to habits they
do not fully control. They may often consume more of some goods, such as drugs,
alcohol, or tobacco, than is beneficial for
them. Gruber and Mullainathan (2005) show
empirically that smokers consider themselves
by their own evaluation to be better off when
smoking is restricted by a tax. This can be due
to a self-control problem (Schelling, 1984).
Television viewing is a prominent case
where the consumption decisions made
by individuals are systematically distorted
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according to their own evaluations. The selfcontrol problem may be triggered mainly by
television viewing’s offer of immediate benefits at marginal immediate costs, while many
costs are only experienced in the future. For
this reason, television viewing does not generally maximize utility, rather on average
people become less happy as they watch more
television (Frey et al., 2007). Subjective wellbeing data are used to study whether people
commit systematic errors in their choice of
time they spend watching television. If this
hypothesis were true, there should be a negative correlation between the extent of television viewing and life satisfaction, even after
controlling for a large number of covariates
of individual well-being. However, a negative
correlation between television consumption
and subjective well-being could also be the
result of reverse causation. Unhappy people
watch more television than happy people.
Television viewing may serve as a substitute for something that is missing from the
person’s life (e.g., human relationships or
more active forms of leisure for the lonely
and bored) and involves negative long-term
consequences for well-being. The negative
correlation might even be the result of a selfenforcing circle.
The existing data allow us to investigate
whether the utility costs of extensive television consumption depend on the opportunity
cost of time. This offers indirect evidence on
the direction of causality. One can argue that
it is mainly people with significant opportunity costs of time who regret the amount
of time they spend watching television.
People with flexible working hours, who
can freely transfer time between leisure and
work, should suffer primarily because they
have high opportunity costs of time. In contrast, people with low opportunity costs of
time, such as retired or unemployed people
or individuals with fixed working hours, are
little burdened by their self-control problem.
They should experience no significant utility
loss, even if they spend many hours watching television.
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Television consumers have a tendency
to overconsumption in the sense that the
individuals concerned later regret that they
devoted so much time to viewing. However,
it seems difficult to overcome this weakness
of will because it is a self-control problem.
This is due to the immediate benefits and
the negligible immediate marginal cost of
engaging in this activity. In contrast with
away-from-home-activities like going to the
cinema or the theater, or participating in any
other outdoor activity, there is no need to be
appropriately dressed before leaving home,
buy a ticket, or reserve a seat in advance.
Television viewing does not require any special physical or cognitive abilities (Kubey and
Csikszentmihalyi, 1990). Most of the costs
resulting from such consumption behavior
are not experienced immediately. The negative effects of insufficient sleep, for example,
only arise the next day. The consequences of
underinvestment in social contacts, education, or career take much longer to appear
and may not be linked to watching television.
These characteristics of the consumption
good may induce many individuals to fall
prey to excessive television viewing. There
is some (anecdotal) evidence that persons
may have self-control problems with regard
to their television viewing behavior. Forty
percent of US adults and 70 percent of US
teenagers admit that they watch too much television (Kubey and Csikszentmihalyi, 2002).
They even crave television and admit being
addicted to it (Kubey and Csikszentmihalyi,
2002; McIlwraith, 1998).
Research finds that people who spend a
lot of time watching television do report on
average lower life satisfaction, ceteris paribus (Frey et al., 2007). This negative effect
is much larger for people with high opportunity costs of time than for those with low
opportunity costs of time. The correlations
observed are strong and they remain even if
one controls for a large set of individual characteristics. Moreover, a systematic structure
in the data suggests that individuals have systematically imperfect foresight and control
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over their own behavior. The utility gained
from watching television is lower than that
which could be achieved. This is clearly a
shortcoming in human decision making. It is
reflected in efforts to reduce this utility loss.
Time-constrained persons rely on all kinds
of rules designed to restrict their television
viewing. For instance, they try to make it a
rule to watch only the news, place uncomfortable sitting opportunities in front of the
television, place the television in an unattractive room, or even decide not to have a television at all. Despite these efforts, the empirical
results indicate that some of the individuals
in question are not able to compensate fully
for their self-control problem.

Mispredicting Future Happiness
Individuals find it difficult to predict the utility gained from consuming goods and services in the future. Social psychologists have
studied this issue under the term ‘affective
forecasting’ (Wilson and Gilbert, 2003),
attributing it to cognitive biases due to focalism, the empathy gap, and impact bias. An
empirical study based on data of subjective
well-being identifies the misprediction of
future happiness for the important activity of
commuting (Frey and Stutzer, 2014). It
reveals that people who spend more time
commuting report lower life satisfaction.
While they are likely to be more satisfied
with their salary and their living conditions,
they are not fully compensated for the burden
of commuting. This corresponds to an overestimation of the happiness gained from the
job and housing options compared to the
physical burden of spending time travelling
from the home to the job and back.
More generally, people tend to overestimate goods and activities with extrinsic
attributes (such as the job and the income
going with it) compared to goods and activities characterized by intrinsic attributes (such
as spending time with family and friends).
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This tendency makes people worse off
according to their own best interests in so far
as future happiness is concerned. This result
has been generalized to various other areas
where people tend to overestimate the future
utility gained from consumption such as a
new apartment, house, or fancy car (Odermatt
and Stutzer, 2015). However, some persons
may be able to overcome this deficiency by
adopting self-binding rules that help them
to redress the balance in favor of goods and
activities with strong intrinsic attributes over
those with strong extrinsic characteristics.

Conclusion
Research on happiness has become a joint
endeavour of psychologists and economists.
Of course there are also other disciplines
involved, such as sociology (e.g., Veenhoven,
1993, 1999, 2000) and political science (e.g.,
Inglehart, 1990; Lane, 2000). Economists
have focused on the influence of economic
factors on well-being. This research has
helped them to overcome the restrictions
imposed by the ‘revealed preference
approach’. Some results conform to traditional views held by economists. In particular, the impact of income on subjective utility
being positive, but marginally decreasing
with increasing levels of income. Others are
difficult to reconcile with standard economics. According to this view, unemployed
persons with the same income should be happier than those who have to labor in order to
gain it. But this totally disregards the value of
having a job and deriving income by one’s
own effort rather than being dependent on the
state. Similarly, economic happiness research
shows that self-employed persons are happier than those working as employees in
firms. The reason is that they value autonomy
highly, compensating them for the higher
risk, harder work, and, on average, lower
income that accompanies self-employment.
Happiness research has been a fine case of
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interdisciplinary work in the social sciences,
and has been a source of inspiration
to economics.
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