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Concepts of Happiness and their 
Measurement

Bruno S. Frey and Simon Luechinger

1. Understanding the Nature of Happiness

Happiness is considered by most people to be the ultimate goal in life; 
indeed, virtually everybody wants to be happy. The United States 
Declaration of Independence of 1776 takes it as a self-evident truth that 
the “pursuit of happiness” is an “unalienable right”, comparable to life 
and liberty. It follows that economics is - or should be - about individual 
happiness. In particular, the question is: how do economic growth, 
unemployment, inflation and inequality, as well as institutional factors 
and environmental conditions, affect individual well-being?

Economics for a long time has taken income, or Gross National 
Product, as a suitable, though incomplete proxy for people’s welfare. 
Happiness research shows that reported subjective well-being is a far 
better measure of individual welfare (see e. g. Kahneman et al. 1999, 
Frey/Stutzer 2002a, b, Layard 2005, Di Tella/MacCulIoch 2006, Frey et 
al. 2007). Reported subjective 'well-being is the scientific term used in 
psychology for an individual’s evaluation of his or her experienced 
positive and negative affect, happiness or satisfaction with life. They are 
separate constructs. However, for simplicity and following the literature 
the terms happiness, well-being, and life satisfaction are used inter
changeably in this paper.

Why do people experience a particular level of satisfaction with the 
life they lead? Happiness depends on a large number of determinants.
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Therefore, one of the most important tasks of happiness research is to 
isolate what conditions affect individual and social well-being to what 
extent. A convenient distinction is between physical and social well
being as goals which most people seek to pursue (Lindenberg 1986). An 
important non-material determinant of social well-being is the frequency 
of contact individuals have with family, friends and neighbors. A higher 
level of such social capital (Putnam 2000, see also Haug/Gerlitz 2007, in 
this volume) has been shown to strongly raise life satisfaction (Bjornskov 
2003, Helliwell/Putnam 2004). Happiness research endeavors to deter
mine quantitatively the relative importance of genetic, personality, socio
demographic, economic, cultural, political and environmental factors. 
The determinants of subjective well-being based on genetic and person
ality factors are largely outside the scope of economics. But they never
theless matter, not least because the precision of the econometric 
estimates of the effect of the other determinants depends on the possible 
confounding role of personality differences. Research suggests, however, 
that the effects of demographic, economic, political and environmental 
factors on happiness are not much affected by personality differences 
(e. g. Helliwell 2006). With regard to cultural factors, it is important to 
keep in mind that there are specific and distinct cultural meanings of 
happiness, and that the motivations and predictors of happiness may 
differ between cultures (Uchida et al. 2004). The same holds for possibly 
different interpretations of numerical scales in different societies.

The idea that individuals perceive the achievement of happiness as the 
ultimate goal in life is not undisputed. Some scholars argue that long-run 
happiness is on the same level as higher order goods such as health, 
entertainment or nutrition (Kimball/Willis 2006). Happiness is not a 
static goal individuals are able to attain by aspiring to it. Rather, 
happiness is a side product of a “good life” producing satisfaction over 
the long run. Those who try to achieve happiness by purposive action are 
unlikely to attain sustained happiness. Evolutionary theory tells us that 
humans did not evolve in order to be happy but simply to survive and 
reproduce (Rayo/Becker 2004, Camerer et al. 2005).

Despite these reservations, it can hardly be doubted that the 
achievement of happiness is an overriding goal in most people’s life. 
This idea goes back to the Greek philosophers and the writers of the

Enlightenment. This idea becomes clear when the question is reversed: 
who really wants to be unhappy in life? Ultimately, in happiness research 
in economics the prevailing consensus is that reported subjective well
being measures is a most satisfactory approximation of the concept of 
individual utility (e. g. Di Tella/MacCulloch 2006). Data on subjective 
reported well-being can be fruitfully applied to empirical research on 
economic questions if they reflect all dimensions of trade-offs to the 
same extent.

2. Concepts of Happiness

Three concepts of happiness can usefully be distinguished (Nettle 2005):

1. Momentary feelings of joy and pleasure. These feelings are often 
called “happiness”;

2. to be satisfied with one’s life in general which is normally called “life 
satisfaction”; and

3. the quality of life by flourishing and fulfilling one’s potential which 
has been called “eudaimonia” or the “good life”.

Economists are usually interested in individual utility, a concept of 
overall individual welfare. Therefore, the notion of utility resembles 
more closely the stable inner states and explicit reflective appraisals 
implied in the second and third concepts of happiness than the 
momentary feelings of joy and pleasure. To the extent that researchers 
are interested in explaining long-run overall individual welfare, 
momentary feelings of joy and pleasure (called positive and negative 
affect in psychology) add noise to the data on reported subjective well
being. The signal-to-noise ratio in the available data has, therefore, to be 
sufficiently high to make empirical research productive. There is 
substantial evidence for this, as will be discussed below. Further, 
different measures of subjective well-being capture to a different degree 
its two basic aspects of cognition and affect and have, therefore, their 
respective relative advantages in different applications (see section 4).
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In order to understand the nature of well-being it is important to 
distinguish between objective and subjective utility. Standard economic 
theory employs an “objectivist” position, based on observable choices 
made by individuals. Individual utility only depends on tangible goods 
and services and leisure. Utility is inferred from behavior (or revealed 
preferences), and is in turn used to explain the choices made. This 
“modern” view of utility has been influenced by the positivistic 
movement in philosophy. Subjectivist experience (e.g. captured by 
surveys) is rejected as being “unscientific”, because it is not objectively 
observable. Most importantly, cardinality of utility and interpersonal 
comparability are not necessary for positive demand theory which, 
following Occam’s razor, constitutes a great advantage. The axiomatic 
revealed preference approach holds that the choices made provide all the 
information required to infer the utility of outcomes. Accordingly, 
Kahneman et al. (1997) have coined the term “decision utility”. More
over, the axiomatic approach is not only applied to derive individual 
utility, but also to measure social welfare. To do so, social welfare 
comparison is based on the consumption behavior of households 
(Slesnick 1998, for a critical analysis Sen 1996 and Ng 2001).

The positivistic view still dominates in economics. Sen (1986: 18) 
observes: “The popularity of this view in economics may be due to a 
mixture of an obsessive concern with observability and a peculiar belief 
that choice [...] is the only human aspect that can be observed”. Its 
dominance is reflected in the contents of microeconomic textbooks. 
However, not all contemporary economists subscribe to this view. 
Numerous scholars have attacked the standard view of utility in 
economic theory from different angles. There are many examples of non
objectivist theoretical and empirical analyses in economics in the field of 
Behavioral Economics or Economics and Psychology) (for surveys, see 
e. g. Rabin 1998, Frey/Stutzer 2001, 2007).

The exclusive reliance on an objectivist approach by standard 
economic theory is thus open to doubt, both theoretically and empiri
cally. In any case, it restricts the possibility of understanding and 
influencing human well-being. The subjective approach to utility offers a 
fruitful complementary path to study the world. Firstly, it allows us to 
capture human well-being directly. It follows an interpretation of utility 
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in hedonistic terms broadly understood. This is emphasized by the term 
“experienced utility” as proposed by Kahneman et al. (1997). There are 
many research questions for which it is useful to take experienced utility 
measured by reported subjective well-being as a proxy for decision 
utility. It creates a basis for explicitly testing fundamental assumptions 
and propositions in economic theory, and allows to develop and test new, 
and broader, theories of human behavior.

3. Measuring Individual Well-Being

A subjective view of utility recognizes that everybody has his or her own 
ideas about happiness and the good life and that observed behavior is an 
incomplete indicator for individual well-being. Accepting this view, 
individuals’ happiness can nevertheless be captured and analyzed: people 
can be asked how satisfied they are with their life. It is a sensible 
tradition in economics to rely on the judgment of the persons directly 
involved. People are reckoned to be the best judges of the overall quality 
of their life. There are different techniques to ask people about their well
being, They all provide indications of people’s affective state or 
individuals’ evaluation of their life satisfaction or happiness. Many 
surveys include questions on global self-reports of satisfaction with life. 
Behind the score indicated by a person lies a cognitive assessment to 
what extent their overall quality of life is judged in a favorable way 
(Veenhoven 1993).

The umbrella term for these measures is subjective well-being. 
Different measures of subjective well-being capture to a different degree 
its two basic aspects of cognition and affect. “Affect” is the label 
attached to moods and emotions. Affect reflects people’s instant 
evaluation of the events that occur in their lives. The cognitive 
component refers to the rational or intellectual aspects of subjective well
being. It is usually assessed with measures of satisfaction. It has been 
shown that pleasant affect, unpleasant affect and life satisfaction are 
separate constructs (Lucas et al. 1996). Subjective well-being can be 
measured in a variety of ways as discussed in the following.
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3.1 Surveys: Global Evaluations of Individual Life Satisfaction

This approach seeks to capture subjective well-being by asking a 
representative sample of individuals about their overall happiness or 
satisfaction with the life they lead. A prominent example of a single-item 
question on a three-point scale is asked in the General Social Surveys. It 
asks the question: “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?” Life satisfaction is assessed on a scale from one 
(dissatisfied) to ten (satisfied) in the World Values Survey. People answer 
the question: “All things considered, how satisfied are you with your life 
as a whole these days?” The Eurobarometer Surveys, covering all 
members of the European Union, asks a similar question: “On the whole, 
are you very satisfied, fairly satisfied, not very satisfied, or not at all 
satisfied with the life you lead?” Among the multiple-item approaches, 
the most prominent is the Satisfaction With Life Scale (Pavot/Diener 
1993), composed of five questions, rated on a scale from one to seven 
(see the survey about various measures of subjective well-being by 
Andrews/Robinson 1991).

As subjective survey data are based on individuals’ judgments, they 
are prone to a multitude of biases. It therefore needs to be checked 
whether people are indeed willing and capable to give meaningful 
answers to questions about their well-being. Moreover, reported 
subjective well-being may depend on the order of questions, the wording 
of questions, scales applied, actual mood and the selection of information 
processed (for comprehensive discussions of measurement problems see, 
for example, Larsen/Frederickson 1999, Schwarz/Strack 1999). The 
relevance of these errors, however, depends on the intended usage of the 
data. Often, the main use of happiness measure is not to compare levels 
in an absolute sense but rather to seek to identify the determinants of 
happiness. For that purpose, it is neither necessary to assume that 
reported subjective well-being is cardinally measurable nor that it is 
interpersonally comparable. The subjective data can be treated ordinally 
in econometric analyses so that higher reported subjective well-being 
reflects higher well-being of an individual. Whether happiness measures 

meet this condition has been widely assessed in psychological evaluation 
studies.

It has, e.g., been shown that different measures of subjective well
being correlate well with one another (e.g. Fordyce 1988). Factor 
analyses of self- and non-self-reports of well-being have revealed a 
single unitary construct underlying the measures suggesting their validity 
(Sandvik et al. 1993). Reliability studies have found that reported 
subjective well-being is moderately stable and sensitive to changing life 
circumstances (e.g. Ehrhardt et al. 2000). Consistency tests reveal that 
happy people are smiling more often during social interactions, are rated 
happy by friends and family members, as well as by spouses and are less 
likely to commit suicide (see Frey/Stutzer 2002a for references). There is 
a strong negative correlation between national suicide rates and measures 
of life satisfaction, controlling for other influences (Helliwell 2004). 
Suicide is sometimes considered a more valid measure of (un-)happiness 
because it refers to revealed behavior. However, suicide only captures the 
tail-end of the distribution of mental well-being. While this is less of a 
problem in studying the determinants of low human well-being, it 
inhibits meaningful statements about average well-being and thus welfare 
comparisons.

Almost all of the empirical work so far undertaken in economic 
happiness research in economics has been based on representative, large- 
scale sampling of individuals’ global evaluations of their life satisfaction. 
One advantage of this measurement approach is its good performance 
compared to its cost, as well as its availability for a large number of 
countries and periods. Another great advantage is that this measure is 
more effective than probably all other measures in capturing reflective 
appraisals of experiences and stable inner states as compared to current 
affect

3.2 Experience Sampling Method (ESM)

This approach collects information on individuals’ experiences in real 
time in their natural environments (Csikszentmihalyi/Hunter 2003). A 
representative selection of individuals are supplied with a beeper or a
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hand held computer asking them at random instances of time to 
immediately answer a battery of questions with regard to momentary 
positive and negative affects in that particular moment. Respondents are 
also asked to state the intensity of their feelings. This electronic diary 
seeks to practically apply Edgeworth’s (1881) old idea of capturing 
utility by a “hedonimeter” capturing immediate experience. Happiness 
can then be calculated by the aggregation of these instantaneous 
statements of affect.

This method has not been applied on any large scale so far. It is more 
costly than the representative surveys of global evaluations of life 
satisfaction.

3.3 Day Reconstruction Method (DRM)

Measuring happiness by the DRM, collects data describing the 
experience a person has on a particular day through a systematic 
reconstruction undertaken the following day (Kahneman et al. 2004). It 
combines time-budget measurement and provides a reasonable 
approximation to experience sampling.

The same type of information can be collected by asking questions 
about feelings associated with particular episodes {Event Recall Method). 
Respondents are asked to reconstruct the previous day by filling out a 
structured questionnaire. The respondents first recall the activities 
undertaken the previous day into working memory by producing a 
sequence of episodes. They then describe each episode in detail by 
identifying when, what, where, and with whom the episode took place. 
The respondents then rate these episodes in terms of positive affect 
(happy, warm/friendly, enjoying myself) or negative affect (frustrated/ 
annoyed, depressed/blue, hassled/pushed around, angry/hostile, worried/ 
anxious, criticized/put down). Moreover, the respondents are asked 
whether: they experienced the feeling of being competent, whether they 
felt impatient for the episode to end or felt tired.

The DRM has been applied to a sample of 909 women from Dallas 
and Austin, Texas (Kahneman et al. 2004). The activity with highest 
positive affect is having intimate relations - or, more straightforwardly, 
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sex. However, it is undertaken, on average, only about ten minutes per 
day. Much pleasure is also derived from socializing and relaxing which 
are undertaken more than 2 hours per day. The ranking according to 
negative affect is quite similar but, of course, in reverse order.

For Texan women the least pleasurable activities during a day are 
housework, working and commuting. They work almost 7 hours per day, 
on average, commute about 1 hour and 40 minutes each day and devote 1 
hour to doing housework. These activities are also accompanied by a 
clearly higher negative affect.

Texas women, according to this study, do not derive the highest 
positive affect from being with their spouse or significant other. They 
prefer to be with friends and, somewhat less, relatives. Not surprisingly, 
being with ones partner and with relatives has, on average, at the same 
time a relative high negative affect - one quarrels more with them than 
with friends. The least pleasurable activity is being with one’s boss 
which on average is the case for more than 2 1/2 hours per day. The only 
episode worse than that is being alone. But spending time with the boss is 
characterized by higher negative affect while being alone seems not to be 
particularly aversive.

The discussion reveals that capturing daily life experience by the 
DRM allows more refined measures of happiness than is the case with 
representative surveys confined to one question. By carefully splitting up 
the past day into episodes the respondents are induced to think carefully 
about how they felt during each time period. They are less prone to 
potentially severe distortions of memory known to be especially severe in 
the recall of affect.

DRM is new and it has been empirically used only on an experimental 
basis. The downside of the DRM for many economic applications is that 
is specifically focuses on current affect. Therefore, it remains to be seen 
whether it can be used to evaluate socio-economic, institutional and 
environmental factors of overall individual welfare.
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3.4 Brain Waves

A quite different measuring approach to approximate utility in a 
quantitative way consists in measuring brain wave activity. This method 
relies on electro-encephalography (EEG) which records electrical activity 
with electrodes placed on the scalp (Camerer et al. 2005). Happy persons 
reveal a characteristic pattern of electro-cortical activity. They exhibit 
greater activity in the left than in the right prefrontal cortex (Davidson 
2003, Pugno 2004, Urry et al. 2004). This prefrontal cortical asymmetry 
between happier and less happy people correlates with self-reported 
measures, of well-being, behavioral activation (rather than inhibition), 
and even with antibody response to influenza vaccine (Urry et al. 2004).

In addition to the four approaches discussed, there are many other 
measures. Thus, for example, the Social Production Function approach 
distinguishing the universal goals affection, behavioral confirmation, 
status, comfort and stimulation as the relevant dimensions of subjective 
well-being has been measured by a structural equation modeling 
(Nieboer et al. 2005). There are many other measurement approaches 
under way. There certainly is not one best measure, rather the various 
approaches must be judged on what they seek to elucidate, and what 
purpose they are to be used for.

4. Evaluation

Even though self-reported statements on life satisfaction currently used 
by most economists engaged in happiness research are far from being an 
ideal measure of utility, for many tasks self-reported measures of life 
satisfaction have proved to perform in a satisfactory way, especially for 
the issues economists are mostly interested in. It is, so far, the best 
empirical approximation available to the concept of individual welfare 
used in economic theory. Several conditions have to be met if welfare 
comparisons are undertaken on the basis of reported subjective well
being. These conditions are cardinality and interpersonal comparability 
of the individual statements of well-being. Economists are likely to be 
skeptical about both claims. But it should be noted that this skepticism 
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coexists with well-established propositions in the literature on income 
inequality and poverty, taxation, and risk which accept implicit cardinal 
utility measurement and interpersonal comparability.

Evidence has been accumulated to show that both cardinality and 
interpersonal comparability may be less of a problem on a practical level 
than on a theoretical level. Ordinal and cardinal treatments of satisfaction 
scores generate quantitatively quite similar results in micro-econometric 
happiness functions (Frey/Stutzer 2000, Frey et al. 2004). Regarding 
interpersonal comparability, the problem is that respondents may convert 
their true utility differently into a subjective well-being score. This 
problem prevents us from making interpersonal comparisons at the level 
of the single individual (Harsanyi 1955). However, interpersonal 
comparisons using self-reported measures at the level of the single 
individual are not necessary. Instead, empirical analysis is focusing on 
groups. If one compares different groups in different situations (in order 
to analyze the impact of these situations on subjective well-being), there 
is often no a priori reason to believe that large numbers of people in these 
groups are scoring themselves systematically differently in a way that 
interferes with the coefficients of interest (Di Tella/MacCulloch 2006),

5. The Life Satisfaction Approach to Value Public Goods

In the following, we introduce in more detail one empirical application of 
reported subjective well-being data that is central to environmental 
economics (and public economics more generally): Subjective well-being 
data can be used in the area of non-market valuation to value public 
goods and externalities; they provide the basis of a new valuation 
method, which we call the Life Satisfaction Approach.

The Life Satisfaction Approach rests on the premise outlined above 
that reported subjective well-being or life satisfaction can serve as an 
empirically valid and adequate approximation to individual utility. It is 
then a straightforward and obvious strategy to directly evaluate public 
goods in utility terms. In essence, individual life satisfaction is regressed 
on a variable capturing respondents’ exposure to the public good or 
externality of interest, respondents’ household income and a vector of
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personal characteristics and other covariates. The estimated coefficient 
for the public good and for income can be interpreted as the marginal 
utility of the public good and the marginal utility of income. This allows 
for estimating the marginal rate of substitution between income and the 
public good and, hence, the relevant welfare measures for marginal and 
inframarginal changes in the level of public good provision.

The Life Satisfaction Approach obviates some of the major difficulties 
of the traditional approaches. In Contingent Valuation Surveys 
respondents are asked to value the public good directly. Due to the 
hypothetical nature and unfamiliarity of this question, respondents may 
not adequately consider the effect of their budget constraint and 
substitutes. Symbolic valuation in the form of attitude expression and 
superficial answers are likely results (see e.g. Kahneman et al. 1999). 
Another well-known problem in Contingent Valuation Surveys is that 
respondents may answer the question strategically. In the case of the Life 
Satisfaction Approach, respondents are not asked to value the public 
good directly but rather to evaluate their general life satisfaction. This is 
presumably a cognitively less demanding task. Further, when answering 
the question, respondents do not know that the answers are used to value 
a particular public good. Moreover, the same survey can be used to value 
a variety of public goods, externalities as well as tangible and intangible 
goods. As the connection between the life satisfaction scores and a 
particular public good is made by the researcher ex post, there is no 
reason to expect strategic behavior.

Revealed preference methods are based on the idea that, when 
choosing between different bundles of public and private goods, 
individuals make a trade-off, revealing something about the value they 
place on these goods. Under specific circumstances, this enables 
inferences to be made about individuals’ willingness-to-pay (WTP) for 
the public good from market transactions in the private good. However, 
these inferences are based on restrictive and often unjustifiable 
assumptions. For example, the Hedonic Market Approach requires that 
the housing and labor markets are in equilibrium, migration costs are 
negligible and subjective perceptions of an individuals’ exposure to an 
externality correspond to objective measures. These assumptions are 
often violated in reality, resulting in biased estimates of WTP (see e. g.

Brookshire et al. 1985 for the role of perceptions, and Bayer, Keohane 
and Timmins 2006 for the role of migration costs). As the Life 
Satisfaction Approach is not based on observed behavior, the underlying 
assumptions are less demanding.

Finally, welfare measures based on revealed preference and stated 
preference methods are measures of decision utility. In some situations, 
decision utility and experienced utility systematically diverge. Therefore, 
welfare measures based on revealed preference and stated preference 
methods can be biased estimates of the hedonic experience of the 
decision as evaluated ex post by the individuals themselves (Rabin 1998, 
Kahneman/Sugden 2005).

The life satisfaction approach can be used to value a wide range of 
different public goods and bads, negative and positive externalities. It has 
been used to evaluate terrorist activity and political violence (Frey et al. 
2004), urban air pollution (Welsch 2002, 2006), airport nuisance (Van 
Praag/Baarsma 2005), climatic conditions (Rehdanz/Maddison 2003) and 
flood disasters (Luechinger/Raschky 2006).

Van Praag/Baarsma (2005) analyze the effect of noise nuisance in the 
area of the Amsterdam Airport using individual data. Because subjective 
well-being is influenced by perceived rather than objective noise levels, 
and because the former depends not only on the latter, but also on a 
number of intervening variables, like the presence of noise insulation or 
individual characteristics, the estimated compensations vary considerably 
for different groups of people. In a cross-country analyses, Welsch 
(2002) identifies a negative effect of urban air pollution (more precisely 
the amount of nitrogen dioxide) on average life satisfaction that translates 
into considerable monetary values of improved air quality. According to 
his estimates, a typical urban citizen in Germany would need to be given 
$1,925 per year to accept an increase in nitrogen dioxide pollution to the 
Japanese level. Also using country-level data, Rehdanz/Maddison (2003) 
investigate the relationship between happiness and climate. They 
calculate the necessary change in GDP per capita to hold happiness at its 
current level in the face of predicted climate changes.

Cross-section analyses are plagued with two problems. First, indivi
duals exposed to a negative externality may be compensated in other 
markets, above all in the labor and housing market. This compensating 



Concepts of Happiness and their Measurement 233232 Bruno S. Frey and Simon Luechinger

variation has a countervailing effect on life satisfaction. If this counter
vailing effect cannot be accounted for in life satisfaction regressions, 
only the residual effects of the externality can be captured, i.e. the effect 
of the externality for which individuals are not compensated by higher 
wages and lower rents. This problem is probably less severe in cross
country studies where the assumption of unhindered mobility and, thus, 
complete arbitrage/equalization becomes untenable. The second problem 
is that the results may be biased due to omitted variables. This second 
problem looms especially large in cross-country analyses.

In order to address these problems, several studies use combined time
series and cross-section data. Country- or region-specific and time
specific fixed effects allow to control for time-invariant and period- 
specific confounding factors. Frey et al. (2004) use repeated cross-section 
data at the individual level for France, the United Kingdom and Ireland 
for the years 1972 to 1998 to evaluate the effects of terrorism. They find 
that regional terrorist activity, captured by the number of attacks and 
number of fatalities in a particular region and year, depresses life 
satisfaction in an economically and statistically significant way. The 
calculated WTP for a hypothetical reduction in the level of terrorism in 
the particular terrorism-prone regions to the level that prevails in the 
peaceful parts of the respective countries amount to 12.5% of annual 
household income in France and to 38.1% of annual household income 
for the severe conflict in Northern Ireland. Luechinger and Raschky 
(2006) also use repeated cross-section data at the individual level; they 
combine survey data for 15 EU member states (plus Norway) for the 
years 1972 to 1998 with a variable capturing the incidence of flood 
disasters at the regional level (NUTSII). They estimate that the average 
European citizen would be willing to pay $32 annually for a reduction in 
the risk of flooding by 1%. This estimate lies within the range of price 
discounts found in the U.S. for properties on a 100-year flood plain. 
Using country level data for ten European countries for the years 1990 to 
1997, Welsch (2006) estimates that the improvements in air quality 
achieved in Western Europe in the 1990s are valued at about $750 per 
capita per year in the case of nitrogen dioxide and of about $1,400 per 
capita per year in the case of lead.

These studies demonstrate that the Life Satisfaction Approach can be 
used as an additional tool in the area of non-market valuation.

6. Concluding Remarks

The Brundtland Report (1987) famously defined sustainable development 
as development that meets the needs of the present generation without 
compromising the ability of future generations to meet their needs. Of 
course, this concept has to be filled with content. For lack of adequate 
knowledge about what people’s needs are, all too often they are equated 
with economic needs. A growing literature in economics using reported 
subjective well-being data demonstrates that it is possible to go well 
beyond such a simple equation. Due to the large progress in measuring 
subjective well-being, happiness research sheds light on what people 
really care about. The results of happiness research provide information 
on how to maintain individuals’ well-being in society over an extended 
time period.

The progress achieved in the measurement of subjective well-being 
also expands the economist’s toolbox in the area of the valuation of non
marketed goods and services which are crucial elements of well-being 
and which are closely related to social sustainability. The Life Satis
faction Approach can be used to estimate the trade-off ratios between 
income and various public goods and externalities and overcomes some 
of the major difficulties inherent in the standard approaches. We argue 
that the application of the life satisfaction approach in addition to or 
instead of the traditional approaches is promising and should be pursued 
further.
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