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The Economics of Happiness 

and Digital Technology

• Measuring Happiness

• The Drivers of Happiness 

• Can the Digital Economy Help?



Measuring Subjective Well-Being

• Life satisfaction: “All things considered, how satisfied are 

you with your life as a whole nowadays?” (0 to 10 scale)

• Happiness: “Taking all things together, how happy would 

you say you are?” 

(0 “Extremely Unhappy” -10 “Extremely Happy”). 

• Self-reported short-run mood, emotions, affects

happy / sad / excited / bored



These “behave” the way we think that they should:



World Happiness Report 2018



World Happiness Report



What explains cross-country differences in 

happiness?

• the largest single part (30%) comes from social support

• followed by GDP per capita (26%) 

• healthy life expectancy (19%), 

• freedom (13%), 

• generosity (7%) 

• governance (non-corruption) (4%).
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• Social Support is Key

• Can Digital Technology help?

• Can social networks help?

•  Research so far inconclusive
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The Relationship Between Use of Social Network Sites, 

Online Social Support, and Well-Being Results From a Six-

Wave Longitudinal Study 

Sonja Utz and Johannes Breuer

• 6 waves of a Dutch longitudinal study with a 

representative sample of Dutch Internet users, 

•  Overall, results provide no evidence for SNS use 

and online social support affecting either stress or 

life satisfaction. 

• SNS users reported more online social support than 

nonusers did, 

SNS can be an effective tool for receiving social support.

• but SNS users also reported higher levels of stress

 The two groups did not differ in overall life satisfaction. 



Does money matter for happiness?



Yes
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The resulting connected scatter plot may be messy, resembling a 'spaghetti' chart, but it is helpful to

confirm the overall pattern: despite kinks here and there, lines are by and large upward sloping.

A snapshot of the correlation between income and happiness—between and within

countries

Do income and happiness tend to go together? The visualization below shows that the answer to this

question is yes, both within and across countries.

It may take a minute to wrap your head around this visualization, but once you do, you can see that it

handily condenses the key information from the previous three charts into one.

To show the income-happiness correlation across countries, the chart below plots the relationship

between self-reported life satisfaction on the vertical axis and GDP per capita on the horizontal axis.

Each country is an arrow on the grid, and the location of the arrow tells us the corresponding

combination of average income and average happiness.

To show the income-happiness correlation within countries, each arrow has a slope corresponding to

the correlation between household incomes and self-reported life satisfaction within that country. In

other words: the slope of the arrow shows how strong the relationship between income and life

satisfaction is within that country. (This chart gives you a visual example of how the arrows were

constructed for each country). 9



If an arrow points northeast, that means richer people tend to report higher life satisfaction than

poorer people in the same country. If an arrow is flat (i.e. points east), that means rich people are on

average just as happy as poorer people in the same country.

As we can see, there is a very clear pattern: richer countries tend to be happier than poorer countries

(observations are lined up around an upward-sloping trend), and richer people within countries tend

to be happier than poorer people in the same countries (arrows are consistently pointing northeast).

It's important to note that the horizontal axis is measured in a logarithmic scale. The cross-country

relationship we would observe in a linear scale would be different, since at high national income

levels, slightly higher national incomes are associated with a smaller increase in average happiness

than at low levels of national incomes. In other words, the cross-country relationship between income

and happiness is not linear on income (it is 'log-linear'). We use the logarithmic scale to highlight two

key facts: (i) at no point in the global income distribution is the relationship flat; and (ii) a doubling

of the average income is associated with roughly the same increase in the reported life-satisfaction,

irrespective of the position in the global distribution.

These findings have been explored in more detail in a number of recent academic studies.

Importantly, the much-cited paper by Stevenson and Wolfers (2008)  shows that these correlations

hold even after controlling for various country characteristics such as demographic composition of

the population, and are robust to different sources of data and types of subjective well-being
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The Easterlin Paradox

The observation that economic growth does not always go together with increasing life satisfaction

was first made by Richard Easterlin in the 1970s. Since then, there has been much discussion over

what came to be known as the 'Easterlin Paradox'.

At the heart of the paradox was the fact that richer countries tend to have higher self-reported

happiness, yet in some countries for which repeated surveys were available over the course of the

1970s, happiness was not increasing with rising national incomes. This combination of empirical

findings was paradoxical because the cross-country evidence (countries with higher incomes tended

to have higher self-reported happiness) did not, in some cases, fit the evidence over time (countries

seemed not to get happier as national incomes increased).

Notably, Easterlin and other researchers relied on data from the US and Japan to support this

seemingly perplexing observation. If we look closely at the data underpinning the trends in these two

countries, however, these cases are not in fact paradoxical.

Let us begin with the case of Japan. There, the earliest available data on self-reported life satisfaction

came from the so-called 'Life in Nation surveys', which date back to 1958. At first glance, this source

suggests that mean life satisfaction remained flat over a period of spectacular economic growth (see

for example this chart from Easterlin and Angelescu 2011).  Digging a bit deeper, however, we find

that things are more complex.
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Long-run Effects of Lottery Wealth on 

Psychological Well-being

• Erik Lindqvist, Robert Östling, David Cesarini, NBER 

Working Paper No. 24667, 2018.

• 3,000 Swedish lottery winners, who had collectively won 

$277 million in various lotteries 5 to 22 years earlier 

•  Relative to matched controls, large prizes were linked 

to high levels of life satisfaction that persisted for more 

than a decade

•  effects on happiness and mental health were smaller.
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But Culture Too
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culturally and historically similar Latin American countries have a higher subjective well-being than

other countries with comparable levels of economic development. (This chart plots self-reported life

satisfaction as measured in the 10-point Cantril ladder in the vertical axis, against GDP per capita in

the horizontal axis).

Latin America is not a special case in this respect. Ex-communist countries, for example, tend to have

lower subjective well-being than other countries with comparable characteristics and levels of

economic development.

Academic studies in positive psychology discuss other patterns. Diener and Suh (2002) write: "In

recent years cultural differences in subjective well-being have been explored, with a realization that

there are profound differences in what makes people happy. Self-esteem, for example, is less strongly

associated with life satisfaction, and extraversion is less strongly associated with pleasant affect in

collectivist cultures than in individualist cultures".

To our knowledge, there are no rigorous studies exploring the causal mechanisms linking culture and

happiness. However, it seems natural to expect that cultural factors shape the way people collectively

understand happiness and the meaning of life.

The relationship between sense of freedom and life satisfaction

A particular channel through which social environment may affect happiness is freedom: the society

we live in may crucially affect the availability of options that we have to shape our own life.
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Can money buy happpiness? 

On The Long Run: No

Happiness and Real GDP per Capita, United States, 1972-2002 (Easterlin and Angelescu, 2007)
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USA

Europe



And it is strange because…
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What destroys the link between money 

and happiness?

And can digital technology help?

23



1) Loss-Aversion

24

De Neve Jan-Emmanuel, George W. Ward, Femke De Keulenaer, Bert Van Landeghem, Georgios

Kavetsos, Michael I. Norton (2016



Can the digital economy help smooth the 

business cycle?

• Better previsions of economic outlook, business 

cycle and crises

• Better insurance devices
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Leyden school (van Praag, Kapteyn, 1970)

✓ “Minimum income question”: “What household income
per month would you consider an absolute minimum in order
to make ends meet and without running into debt even if you
reduce your needs to a minimum? (We do not only mean
housekeeping allowance but all essentials, including
insurance, rent, taxes and so on).”

 A $1 increase in household income leads to a 60 cents
increase (within about 2 years) in the income that individuals
consider to be ‘a minimum.

✓ Hence, 60% of the welfare effect of income is dissipated 
ex post by adaptation and higher aspirations of agents.

2) Adaptation



Adaptation and the Digital Economy

• If digital technology makes people more

impatient, does this accelerate adaptation too?

• How fast do people adapt to digital

improvements?

• Is the digital economy going to fast for humans?



3) Comparisons

• People care only about relative income, not the 

absolute level of income

• (Also true for many dimensions of life, not only 

income)
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An example of Comparisons

with Digital Technology
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Digital Transparency, Income 

Comparisons and Happiness 

• Ricardo Perez-Truglia (UCLA)

• Information about gross taxable income was

made publicly available and easily accessible 

for all Norwegians with Internet access since

2010. 

• This event made individuals more likely to 

observe the incomes of others and more likely

to be observed by others.

• Natural Experiment.30





Interest in Skattelister in 2010 According to 

Google Search Data



Interest in Skattelister in 2010 According to 

Google Search Data



Digital Transparency and Happiness

• Survey data from 1985-2013 including measures

of subjective well-being.

•  Episode of transparency magnified the 

association between happiness and income

• Effect appeared sharply after the policy was

implemented

• Affected primarily individuals with high Internet 

use. 
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End of the Fever

• 2014: new regulation 

• Those who wish to consult other people’s 

taxable income must identify themselves. End of 

one-sided anonymity 

•  sudden stop of the searches

• Digital economoy makes information more 

transparent and easiliy accessible

• but information should be transparent at both

ends of a relation
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Rocardo PEREZ-TRUGLIA and Julie 

CULLEN:

How Much Does Your Boss Make? The 

Effects of Salary Comparisons

• horizontal versus vertical comparisons 

• while higher perceived peer salary decreases 

effort, output and retention,

• higher perceived manager salary has a positive 

effect on those same outcomes.
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Digital Economy => More or Less 

Comparisons ?

• Greater transparency  easier to compare

• More visibility and conspicuous consumption via 

social networks?

• Digital economy  Expansion of shared facilities 

(bicycles-sharing system, car-sharing system) 

less conspicuous consumption.
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