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1. Introduction

1.1 The conventional view of an individual’s well-being, or utility, in standard
economic textbooks is that it employs an objective position, based on observable
choices made by individuals (see Pindyck and Rubinfeld, 1997; Frank, 2002;
Varian, 2002).

1.2 For example, in the study of employment choices, an individual’s utility is
assumed to depend on labour income and leisure. An individual is then observed
to prefer one bundle of work-leisure choice than another. Given that all the
choices made between alternatives satisfy a certain criteria of reasonableness -
ie if it is assumed that individuals are rational, fully informed, and seek to
maximise utility, a utility function that will explain an individual's preferences
between different bundles of work-leisure choice can be inferred from behaviour.

1.3 Over the last few decades, however, there has been a movement within
economics that claims that utility should be considered in terms of happiness,
and that it can, and should, be measured.

1.4 This development has been fuelled by findings that preferences are often not a
very good guide of the well-being associated with the consequences of choices
(see eg Kahneman et al, 1991; Kahneman and Thaler, 2006). According to Daniel
Gilbert (2006), people often choose to over work in hopes that they could reap
the fruits — in terms of higher incomes - of their misery later. Yet when they get
there, the happiness that can be gained from extra money is not as high as they
often expected it to be.

1.5 The concern for the poor relationship between preferences and well-being
outcomes has led to a surging number of research papers during the last decade
that have looked specifically at the determinants of happiness. Over the years,
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researchers now have some insights into the things that make us happy (for a
review, see Layard, 2005; Dolan et al, 2008).

In this review, I will concentrate on the economics of employment choices, with
particular references to the role of income, unemployment, education, and leisure
choices.

Three major trends will be discussed. The next section, however, will be used to
discuss how to measure happiness and the validity of the happiness scales. A
discussion on discontinuities and uncertainties of the research trends, as well as
the implications for education will also be made in the latter section of the
review.
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Measuring happiness
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Psychologists have been spending a considerable amount of time analyzing the
sources of human satisfaction in detail for decades. In their view, happiness, or
subjective well-being (SWB), is conceived to be the degree of how one views
one's life as a whole, or some particular domain of one's life, as favourable. As an
attitude that is not accessible to public observation, psychologists believe that a
concept such as SWB can be studied, in part, by asking people how they feel.

One way to measure an individual's SWB is through surveys, which may include
single-item or multiple-item questions on how one view one’s state of well-being.

An example of one of the most widely used measures of SWB comes from
responses to the standard happiness question in the World Values Survey, which
asks people, “Taken all together, how happy would you say you are: very happy,
quite happy, not very happy, not at all happy?” Each response then scores one to
four points so that one has a numerical scale, running from the lowest well-being
level (1. Not at all happy) to the highest well-being level (4. Very happy).

Another one of the most commonly used, single-item scales is the life satisfaction
scale. The standard life satisfaction question, which can be found in the
Eurobarometer Survey, asks individuals, *On the whole are you very satisfied,
fairly satisfied, not very satisfied, or not satisfied with the life you lead?”

Among multi-item scales, one of the most prominent measures of an individual’s
SWB is the General Health Questionnaire (GHQ) in the British Household Panel
Survey (see Taylor et al, 2002). The GHQ focuses on two major areas - 1) the
respondent’s inability to carry out normal functions such as the ability to make
decisions about things or enjoy normal day-to-day activities, and 2) the
appearance of new and distressing phenomena such as depression and loss of
confidence.

The above SWB measures have been validated against neurological evidence
(Davidson, 2004), physiological evidence (Steptoe et al, 2005; Blanchflower and
Oswald, 2008), and a range of behaviours (Lyubomirsky et al, 2005), including
suicide (Bray and Gunnell, 2006). It is the trend in SWB research that is focused
on here.
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Major trends in SWB research

SWB and income

3.1.1

3.1.2

Perhaps one of the most puzzling findings of all in the happiness literature is how,
on average, measures of SWB have not changed much in the United States
(Easterlin, 1974, 1995) and in Europe (Oswald, 1997) since the end of World War
II, in spite of large increases in real income per capita for the people living in
these countries.

For example, we can see from below that there has been a continuing increase in
the real GDP per capita in America since mid-70s. Average happiness, on the
other hand, does not seem to correspond to the increase in real income for the
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3.1.3

3.1.4

3.1.5

3.1.6

The lack of positive correlation in the macro-indicators between real GDP per
capita and aggregate happiness levels within a country is somewhat worrying. It
simply suggests that an increase in income for all may not translate directly to an
increase in happiness for all. The highly counter-intuitive result has further been
bolstered by evidence at the micro-level.

Whilst micro-data analysis for advanced industrialised countries often suggests a
positive relationship between measures of SWB and income, it is not one would
generally call a strong one; a meta-analysis by DeNeve and Cooper (1999) quote
a mean correlation coefficient between income and SWB of 0.17 (over 85
independent studies).

This leads to many surveys in the field to conclude that the relationship between
money and SWB is slight or non-existent (Myers, 1992; Diener and Biswas-
Diener, 2002; Layard, 2005; Nettle, 2005).

There are several potential explanations as to why there is only a small observed
correlation between income and SWB. For example, studies that have included
measures of relative incomes find that additional income may not increase SWB if
those in the relevant income group - such as our colleagues, neighbours, or
friends - also gain a similar increase (see, for example, Clark and Oswald, 1996;
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Frank, 2000; Ferrer-i-Carbonell, 2005; Luttmer, 2005). More recently, studies
have shown that measures of SWB also depend on more than simply relative
incomes. They also depend upon the ordinal rank of an individual’s income within
a comparison group. In other words, human beings care about where they stand
on an income ladder in a group that they normally compare themselves with (see
Brown et al, 2008; Powdthavee, 2008a).

3.1.7 For a given income level, having high aspirations and expectations reduce SWB
(MacDonald and Douthitt, 1992; Stutzer, 2004). Aspirations themselves appear to
be driven partly by past incomes, suggesting adaptation to higher levels of
income (Stutzer, 2004). Generally, adaptation to income is shown in longitudinal
studies to be complete, ie happiness bounces back to the level before the rise in
income (Di Tella et al, 2005), although recent evidence seems to suggest that
people are more likely to adapt quicker to a rise in income than to a fall in income
(Ferrer-i-Carbonell and van Praag, 2008).

3.1.8 Furthermore, most studies on income and happiness failed to control for factors
that are highly correlated with incomes such as working hours, time spent away
from family and loved ones, and time spent commuting to and from work, all of
which are potentially strongly negatively correlated with measures of SWB (for a
review, see Powdthavee, 2008b).

3.1.9 There is also a possibility that the positive correlation between income and SWB
is due largely to the reverse causation. In other words, it may be possible that an
increase in income does not make people significantly happier. Rather, it is those
who are happy that work harder and, as a result, earn more than others (for
evidence, see Marks and Flemming, 1999; Diener et al, 2002; Graham et al,
2004).

3.1.10The complex relationship between SWB and income has led to a number of
papers attempting to establish the causal link between the two. Using various
techniques of instrumental variables and natural experiments, it has been found
that income does indeed have a positive, statistically significant, and sizeable
effect on different measures of SWB (see, for example, Frijters et al, 2004;
Luttmer, 2005; Gardner and Oswald, 2007; Knight et al, 2007; Powdthavee,
2008b).

SWB and unemployment

3.1.11Previous literature on unemployment and subjective well-being is clear on one
point: unemployed persons are significantly less satisfied with life than those who
are in full-time employment.

3.1.12Clark and Oswald (1994, p655), using the first wave of the British Household
Panel Survey, conclude that “Joblessness depresses well-being more than any
other single characteristic, including important negative ones such as divorce and
separation.”

3.1.13Using German longitudinal data, Winkelmann and Winkelmann (1998) find the
effect of unemployment on life satisfaction to be negative, statistically significant,
and large: it would require a sevenfold increase in income to compensate for the
drop in life satisfaction after the onset of unemployment. They also find that any
selection effects due to unemployment, eg unhappy people are more likely to
enter unemployment, are minimal. Powdthavee (2008b), using the British panel
data, find that the negative effect of unemployment on life satisfaction would
require an increase in the annual income of approximately £143,000 to
compensate.

3.1.14While the picture is not always consistent, many studies find the negative
unemployment effect to be larger for men than for women (see eg Clark, 2003;
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Blanchflower and Oswald, 2004) and non-linear in age (Gerlach and Stephan,
1996; Winkelmann and Winkelmann, 1998). More importantly, it should be noted
that the above results represent the “non-pecuniary” effect of personal
unemployment upon subjective well-being. Income loss, as well as other indirect
effects, which may or may not occur alongside personally being unemployed, are
controlled for.

3.1.15The negative effect of unemployment on SWB can be attributed to psychological
and social factors (Frey and Stutzer, 2002). The first is the psychological cost:
unemployment can lead to a loss of self-esteem and personal control as well as
produce depression and anxiety. This is reflected in numerous studies which find
that the unemployed have worse mental health records and a higher suicide rate
than those in work (for two excellent reviews of the psychological cost of
unemployment, see Feather, 1990, and Darity and Goldsmith, 1996).

3.1.16The psychological cost is significantly higher for those entering unemployment for
the first time. In contrast, unemployment is less detrimental for those who have
been unemployed longer or more often in the past (see Clark, Georgellis, and
Sanfey, 2001; Clark, 2006). In Germany, both Lucas et al (2004) and Clark et al
(2008) find that adaptation to unemployment is, however, far from complete, ie
happiness does not bounce back to the level that was experienced by the
individual before he or she became unemployed. In other words, unemployment
starts off bad and stays bad for both men and women.

3.1.17The second factor negatively affecting life satisfaction is the social cost: being
unemployed has a stigma attached to it, especially in a world in which the norm
is to have a job. The social cost of unemployment is thus smaller when there are
more unemployed people in society (Clark, 2003; Powdthavee, 2007; see also
Stutzer and Lalive, 2004, for the role of social work norms on the subjective well-
being of the unemployed).

SWB and work hours

3.1.18While the evidence is relatively clear that unemployment is very detrimental to
SWB, the relationship between the amount of work and SWB is less
straightforward.

3.1.19There is ample evidence that inflexible and overtime work hours generally are
associated negatively with various aspects of workers’ welfare, one of which is
health, eg iliness and injury risk, through fatigue and stress (eg Danna and
Griffin, 1999; Sparks et al, 2001; Van Der Hulst, 2003).

3.1.20For example, new workplace practices that lead to greater intensification of work
or time doing repetitive tasks often lead to higher incidence of worker cumulative
trauma disorders (eg Brenner et al, 2004).

3.1.21However, one of the clearest negative effects of long work hours on well-being
are on workers’ ability to balance their competing work and family responsibilities
(Cornell Institute for Workplace Studies, 1999; Berg et al, 2003; Ganster and
Bates, 2003).

3.1.22While work-family imbalance is found consistently to be a by-product of long work
hours, relatively little is known about the relationship between long work hours
and measures of SWB such as happiness and job satisfaction (Ganster and Bates,
2003).

3.1.23Results on the impacts of long work hours on personal and family happiness are
mixed. The conventional view in economics is that people prefer leisure to work.
However, Green (2004) finds that, while relatively longer work hours result in
additional work strain, it does not reduce job satisfaction. In fact, working 46 or
more hours per week is associated with higher levels of job satisfaction for the
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individual compared to working 30-45 hours a week. This finding goes against
conventional view in economics that often view work as “bad”.

3.1.24Nevertheless, there is some evidence which suggests that long work hours may
be detrimental to some domains of well-being. For instance, Gray et al (2004)
find that fathers working more than 40 hours are much less satisfied with their
family compared to fathers working 35-40 hours a week. By contrast, a study by
Kelly (2001) using Australian data finds that long work hours do not adversely
affect men’s satisfaction with marriage or with their children (net of the effects of
age, education, and occupational status).

3.1.25Golden and Wiens-Tuers (2006) find that, while extra hours of work are
associated with self-ratings of being in the highest possible health, it is not
statistically significantly higher for those whose overtime work is required.
Particularly when the work is mandatory, extra hours at work are associated with
increased stress at work, fatigue at home and dissatisfaction with work-life
balance.

3.1.26However, much of the empirical research has used cross-section data to examine
the relationship between long work hours and SWB, and has not been able to test
the causal impacts of working long hours on SWB.

3.1.27Gray et al (2004) suggest that the direction of the impacts of long work hours on
SWB will be determined by the reasons people work those hours. This could
range from negative reasons such as financial necessity or fear of job loss to
positive reasons such as intrinsic enjoyment of their job.

3.1.28With regards to the impacts of long work hours on the well-being of other family
members, there is statistical evidence that a bad day at work for one partner can
result in an increase in the other partner’s stress, as well as the level of
dissatisfaction with marriage and family the following day (eg Bolger et al, 1987;
Repetti, 1989; Roberts and Krokoff, 1990). Similarly, employed parents with work
overload can significantly heighten stress and lower life satisfaction for their
children (Crouter et al, 1999; Powdthavee and Vignoles, 2008). The spillover
effects can also be long-lasting: a heightened level of stress experienced by
parents today can still have an impact on a child’s happiness a year later
(Powdthavee and Vignoles, 2008).

3.1.29Unfortunately, to the best of my knowledge, very little is known about the
relationship between the type of work and job satisfaction. More research is
needed to look at whether some jobs are associated with higher level of job
satisfaction experienced by the individual than others.

SWB and education

3.2 Results on education are mixed. While some researchers have found a positive
link between life satisfaction and the level of years spent in formal education (eg
Blanchflower and Oswald, 2004; Stutzer, 2004), others have found a negative
correlation between education and GHQ (Clark, 2003) and job satisfaction (Clark
and Oswald, 1996).

3.3 Education is thought to contribute to SWB through its impacts on health and
income (Dolan et al, 2008). However, it may also be possible that education can
reduce SWB through comparison effects, where education raises expectation as
well as outcomes (Clark and Oswald, 1996; Clark, 2003).

3.4 In addition, level of education completed may also be related to unobserved
personality traits such as motivation, intelligence, and optimism. As a result, it
would be ideal to look to those studies that control for unobserved heterogeneity.
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However, because models that control for unobserved personality traits (ie fixed
effects models) can only pick up the effect of individuals completing their
education or returning to education at a later date and most respondents are
unlikely to change their level of education during their time in a panel survey,
most studies that used this method have found insignificant effect for education
(see eg Meier and Stutzer, 2008; Powdthavee, 2008b).

SWB and leisure choices

Seeing family and friends

3.4.1.1 Studies on the link between SWB and social relationships have concluded
that, overall, socialising with family, friends, and neighbours is positively
associated with SWB (eg Burt, 1987; Putnam, 2000; Lelkes, 2006; Powdthavee,
2008b).

3.4.1.2 The positive correlation between SWB and seeing friends is observed at
the young age (ie aged 11-16) (Powdthavee and Vignoles, 2008) and applies into
older age (Ritchey et al, 2001). For example, Ueno (2005) find that, on average,
children who are integrated into friendship networks at school have better mental
health than those who are socially excluded. This correlation remains even when
we take into account the respondents’ socio-economic status such as income,
employment and education, as well as the selection effects, ie that happy people
are more likely to be extravert and therefore more sociable (Baker et al, 2005;
Powdthavee, 2008b).

3.4.1.3 The estimated correlation is also sizeable: According to Powdthavee
(2008b), a move from not seeing family or friends for the whole year to seeing
them almost every day raises SWB for an average individual as much as he or
she receiving an additional income of £85,000 for that year.

3.4.1.4 One explanation for this positive correlation is that SWB tends to increase
with the number of people available for discussing important matters. This idea of
positive externality is relevant to the notion of social capital (“the influence of
past action by peers and others in an individual’s social network and control
system”) in order to maximise utility (Becker, 1996). In Becker’s view, social
capital is seen as something approximating a public good that enters each
individual’s well-being function.

3.4.1.5 However, despite the growing number of research papers on SWB and
social relationships, cause and effect remain unclear here.

Community involvement and volunteering work

3.4.1.6 Generally speaking, members in both church and non-church organisations
report, on average, higher levels of SWB than non-members (eg Berkman and
Syme, 1979; Helliwell, 2003; Pichler, 2006).

3.4.1.7 However, there is little longitudinal evidence to show whether joining
either church or non-church organizations leads to higher SWB or happier people
are more likely to join these organizations than less happy people.

3.4.1.8 The finding on volunteering work is mixed. For example, Haller and Hadler
(2006) find no relationship between volunteering and self-rated happiness or life
satisfaction. By contrast, Meier and Stutzer (2008) find using German panel data
that more regular volunteering work generally increases SWB. However, there is
also some evidence that happier people are also more likely to do more voluntary
work, which suggests that there may be a reverse causality that runs from SWB
to volunteering work (Thoits and Hewitt, 2001).
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Other leisure activities

3.4.1.9 Exercise — simple type such as gardening is associated with high levels of
SWB (Ferrer-i-Carbonell and Gowdy, 2007). The amount of time engaged in
physical activities are found to be positively associated with SWB for the over 60s
(Baker et al, 2005).

3.4.1.10 However, little use has been made of large and longitudinal data sets,
which makes it difficult to make any conclusion regarding the causality here.

3.4.1.11 One of the leisure activities that have been extensively studied is watching
TV. In general, there is a positive correlation between TV watching and positive
moods, as well as happiness or life satisfaction (eg Csikszentmihalyi and Kubey,
1981). However, a recent study using a large-scale European data has shown
that heavy TV viewing, and in particular those with significant opportunity cost of
time, is negatively and statistically significantly correlated with life satisfaction. In
addition to this, long TV hours are also associated with higher material aspirations
and anxiety (Frey et al, 2007).

Discussions of the trends: uncertainties, discontinuities, and
Implications for education

3.5 The main uncertainty for research on SWB is that, at least for the studies on
work hours, education, and leisure choices, only correlations - and not causations
- had been established. For instance, we can only extrapolate that watching too
much TV reduces well-being because studies have found watching too much TV
to be negatively associated with measures of SWB. However, it may also be that
unhappy people may select themselves to watch more TV than happy people,
thus making the causality runs from SWB to TV watching rather than the other
way round. Therefore, the challenge is to design a study that randomly allocates
people to watching too much TV and record their well-being. Nevertheless, such
randomized experiment on a nationally representative sample can be very costly
and probably unethical. For this reason, results taken from some of these studies
have to be interpreted with care.

3.6 However, we are able to say more about the causal impacts of income and
unemployment on SWB. The conclusions in these two areas are that (i) higher
incomes can only improve individual’s SWB marginally, and (ii) unemployment is
very detrimental to SWB, despite no change in the level of income. The psychic
cost of unemployment is large. However, the size of the negative effect seems to
depend on the duration of unemployment and the proportion of (other)
unemployed people in the area.

3.7 What the above results seem to suggest is that there is clearly an identity, as
well as meaning, to having a job that is independent from income. Given that the
role of income on SWB is small, large compensations will have to be given to
unemployed people to compensate for the drop in their well-being. The
implication here is therefore to try and keep people employed at all cost.

3.8 Despite the fact that being employed is significantly better for SWB than being
unemployed, achieving the right work-life balance is also important. While the
results on the relationship between individual’s SWB and long work hours are
mixed, studies have consistently shown that stress and strain experienced by the
individual at work can have detrimental impacts on the well-being of other family
members. The negative spillover effects can also be long-lasting, as is evident in
a study by Powdthavee and Vignoles (2008) which finds parental stress today to
still have an impact on a child’s happiness a year later.
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The literature on the relationship between SWB and leisure choices is currently
small. However, some conclusions can be made based on the current findings.
One in particular is that different types of leisure may have different quantitative
impacts on SWB, with one of the largest positive impacts coming from spending
time socialising with friends.

However, looking forward to 2025 and beyond, the probable future is that there
may be some changes to these trends. It is possible that, once people realise
what makes them happy, they may begin to work fewer hours and take up more
leisure time. If the majority of a country’s population does this, then this can
have a significant impact on its economy as a whole and can, in turn, negatively
affect individual’s SWB, eg the standard of living for all may fall beyond an
acceptable level, thus leading to a fall in SWB for all (see Easterlin, 1979;
Graham and Pettinato, 2002).

Consequently, how should we change the nature of education in order to best
prepare citizens for life in the future? How could we shape education so that it
can be used to help people find their balances?

There would, of course, be none provided that individuals are already fully aware
of the well-being outcomes of their choices and that preferences always match
their experiences. However, as suggested earlier in this review, research has
shown that there are important discrepancies between what people ‘believe’ may
make them happy and what actually makes them happy. More importantly, the
literature does not suggest that individuals are constantly learning by themselves
to correct such discrepancies.

For example, the extremely small economic significance of income, which is one
of the key findings in the literature since late 1970s, raises many serious
challenging questions. One important question in particular is: if extra incomes
hardly make people in the developed world happier, why do we still spend most
of our time striving for them?

One explanation for this is that, despite the finding is well-known amongst people
working with SWB data, most of general population do not know that, after a
certain level, an increase in income hardly makes us any happier. Most of us also
do not even know about the quantitative trade-offs in terms of SWB between
income, work hours, and leisure time. Thus, the question of interest is: how
should we change education in order to inform young children about what their
choices could mean in terms of their well-being in the future?

The first is for the educational authority to make these research findings available
to everyone. Creating awareness is the first key to changing social norms and
values.

Second, which is already under way?, is that young children should be taught in
the curriculum about how they could improve their well-being through making
better choices in life. For example, this could include lessons on emotional
intelligence, which will teach students to better manage their emotions that often
govern our behaviours (see eg Goleman, 1995), as well as positive psychology,
which is a recent branch of psychology that studies the strengths and virtues that
enable individuals and communities to thrive (see eg Seligman, 1990). This type
of education should be different to the current nature of education that has been
shown to raise aspirations and expectations for students which, in turn, lower
SWB.

! http://www.campaign-for-
learning.org.uk/cfl/events/promoting_pupil_wellbeing_a_dcsf_consultation_19septem
ber2008.asp
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By offering this type of education to young children, it may be possible for us to
achieve a preferable future in terms of work and education for everyone involved.
This would be a future where individuals are able to make life choices that match
their well-being consequences perfectly. In other words, a preferable future is
where measures of observable preferences are true reflections of people’s
subjective experiences.

In sum, it seems that equipping citizens with knowledge of these research
findings, as well as emotional skills, can help them make better informed
decisions about their future choices.

10
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