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The happy man will need external prosperity.
Aristotle

It is difficult for a man laden with riches to climb the steep path that leads to bliss.
Islamic saying

People who claim that money can’t buy happiness just don’t know where to shop.
Anonymous

Abstract Four replicable findings have emerged regarding the relation between
income and subjective well-being (SWB): 1. There are large correlations between
the wealth of nations and the mean reports of SWB in them, 2. There are mostly
small correlations between income and SWB within nations, although these cor-
relations appear to be larger in poor nations, and the risk of unhappiness is much
higher for poor people, 3. Economic growth in the last decades in most economi-
cally developed societies has been accompanied by little rise in SWB, and increases
in individual income lead to variable outcomes, and 4. People who prize material
goals more than other values tend to be substantially less happy, unless they are rich.
Thus, more money may enhance SWB when it means avoiding poverty and living
in a developed nation, but income appears to increase SWB little over the long-term
when more of it is gained by well-off individuals whose material desires rise with
their incomes. Several major theories are compatible with most existing findings:
A. The idea that income enhances SWB only insofar as it helps people meet their
basic needs, and B. The idea that the relation between income and SWB depends on
the amount of material desires that people’s income allows them to fulfill. We argue
that the first explanation is a special case of the second one. A third explanation is
relatively unresearched, the idea that societal norms for production and consumption
are essential to understanding the SWB-income interface. In addition, it appears
high SWB might increase people’s chances for high income. We review the open
issues relating income to SWB, and describe the research methods needed to provide
improved data that will better illuminate the psychological processes relating money
to SWB.
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Money is a fundamental aspect of human life throughout the world. People spend
a large fraction of their time earning and spending money, and use market goods
during all of their waking and sleeping moments. In wealthy and poor societies
around the globe, there is now an enormous concern about economic development,
and in most nations it is the foremost policy issue. Nation-states recently have crum-
bled when they have failed to “deliver the goods.” The world economy in 1998
reached 24 trillion US dollars, or 4,000 US dollars per person, and continues to
grow dramatically.

From 1974 to 1994 productivity in the United States increased so that it required
3 days of work for a wage earner to purchase a color T.V. compared to 3 weeks just
20 years earlier, and substantially less time to buy most other items such as food,
leisure, and travel (Templeton, 1999). Economic development is not just occurring
in a few wealthy nations, however; it is spreading to the majority of the nations of
the world. From 1975 to 1993 the number of cars in the world almost doubled, and
automobiles in developing countries increased threefold. Although industrialized
societies still use a disproportional share of electricity, the amount consumed in the
developing countries tripled between 1980 and 1995. Even in the poorest region of
the world, sub-Sahara Africa, the availability of many commodities approximately
doubled in the 20 year period from the 1970s to the 1990s: meat and cereal pro-
duction, electricity use, and automobile purchases, for example (UN Development
Programme, 1998). In the developing nations of the Pacific Rim and Southeast
Asia, consumption increased 3 to 4 times during this period. Recent growth rates
in economically developed and developing nations alike have exceeded the material
growth rates that characterized earlier time periods (Easterlin, 1996).

In view of the current economic growth rates of several percentage points
throughout the majority of nations in the world, it is natural to ask whether most
people on earth will be happier in the decades to come? One flourishing area of
study in the social and behavioral sciences is concerned with the effects of income
on subjective well-being (SWB), to which this review is devoted. Many people ask
whether money will make them happier, and this paper reviews the intricate answer
to their question.

Wealth is related to many positive outcomes in life (Furnham & Argyle, 1998).
For example, people with higher incomes tend to be given lighter prison sentences
for the same crimes (Black, 1976), have better health and mental health (e.g.,
Langner & Michael, 1963; Mayer, 1997), have greater longevity (Wilkinson, 1996),
lower rates of infant mortality (Smith, Brooks-Gunn, & Jackson, 1997), are less
frequently the victims of violent crime (Mayer, 1997), and experience fewer stress-
ful life events (Wilson, Ellwood, & Brooks-Gunn, 1995). Financial problems are a
strong predictor of DSM depression (Wheaton, 1994). The children of the well-to-
do are less likely to drop out of school or become pregnant as teens (Mayer, 1997).
In addition, richer people score higher in characteristics such as interpersonal trust
(Rosenberg & Pearlin, 1978). It should be noted that the correlates of higher in-
comes are not confined entirely to the benefits of not being poor; the richest group,
for example, has better health than the second highest income category (Pamuk,
Makuc, Heck, Reuben, & Lochner, 1998).
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Given the multiplicity of positive variables that covary with income, we should
not be surprised if wealthier people are substantially happier than others, but there
are also reasons to question this prospect. Modern society appears to have mixed
feelings about rich people, containing both respect and dislike. For example, al-
though Dittmar (1992) found that rich people were perceived as more inteligent and
successful, she also found that wealthy individuals were viewed as more unfriendly
and cold. Another reason that income might not strongly predict higher SWB is that
most people must earn their money, and wealthier people thus might be required to
spend more of their time in work, and have less time available for leisure and social
relationships. Also, wealthy people might adapt to their conditions, and have rising
expectations and desires that counteract the effects of the desirable circumstances
of their lives. Finally, a materialistic mind-set that leads to higher incomes might
create lower feelings of well-being (e.g., Kasser & Ryan, 1993). Thus, it is not a
foregone conclusion that the more benign life circumstances of people with higher
incomes will necessarily translate into greater SWB.

Whether higher income will lead to greater happiness is not merely of academic
interest or idle curiosity. Many individuals are personally concerned with this ques-
tion because of the important implications it has for how they should structure their
lives. In addition, governments and other institutions are also very interested in eco-
nomic policies. Political parties and governments can rise and fall depending on the
economic prosperity of the society. The impact of income on SWB is one important
way we can judge the benefits of economic progress. Andrew Oswald (1997) argues
that “Economic things matter only in so far as they make people happier” (p. 1815).

In the current paper we present a comprehensive picture of the existing research
on income and SWB, and then review the theories that seek to explain the findings.
The extant data are, however, inadequate to definitely test the theories, primarily
because the key mediating psychological variables in the models have rarely been
measured. For example, our hypothesis that income relates to SWB to the extent
that it allows people to fulfill their current desires cannot be tested in a thorough
way with existing survey data. In addition, a number of intriguing psychological
questions that we review remain unexplored. Although broad surveys have yielded
intriguing findings on income and SWB, we describe the methodologies and mea-
sures that are required to make further theoretical progress in this area. In the fol-
lowing section we review the various types of evidence related to money and the
experience of well-being.

Analyses at the Individual Level

Cross-Sectional Correlations for Individuals

Frey and Stutzer (2000) report results within Switzerland that are typical for cross-
cultural data of this type—significant but relatively small correlations between SWB
and income within nations. In Table 1 we present cross-sectional correlations within
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Table 1 Correlations within nations and cities between income and subjective well-being

Citation Place Correlations Concept

Diener and Oishi (2000) 19 nations 0.13 (mean r ,
range −0.02 to
0.38)

Life satisfaction

Schyns (1998a) W. Germany 0.06–0.15 Life satisfaction
Russian Federation 0.17–0.27 Life satisfaction

Lachman and
Weaver (1998)

United States 0.18 and 0.18 Life satisfaction

Blanchflower, Oswald, and
Warr (1993)

US (Log income) 0.15
0.14

Men, happiness
Women, happiness

Hagerty (2000) United States 0.18 Happiness
E. Diener, Sandvik,

Seidlitz, and M. Diener
(1993)

United States 0.13 (Circa, 1973) Affect balance

0.12 (Circa, 1983) Affect balance
Mullis (1992) United States males 0.17 Happy with life &

domains
Keith (1985) US older divorced

and separated
0.23
0.21

Women and Men;
both “Satisfaction
with level of
living”

Connor et al. (1985) Retired professors
from Iowa, USA

0.24 Life satisfaction

Brinkerhoff, Fredell, and
Frideres (1997)

Village in India 0.22 Happiness
0.35 Aggregate

satisfaction
Biswas-Diener and Diener

(2000)
Poor areas of

Calcutta
0.45 Life satisfaction

Note. Although some studies present more than one correlation, virtually all of the correlations
shown are statistically significant because the low correlations are based on very large samples.

nations between income and SWB for 11 published studies. The World Value Sur-
vey II studied by Diener and Oishi (2000) was based on large probability sam-
ples of many nations. As can be seen, the correlations are consistent in showing
mostly modest correlations between income and various forms of SWB (e.g., hap-
piness, life satisfaction, and positive affect). The table shows that the relation be-
tween income and SWB is much stronger among a very poor sample in Calcutta.
Other evidence confirms the positive correlation between money and happiness. For
example, Diener, Horwitz, and Emmons (1985) found that super-rich individuals
(sampled from the Forbes’ list of wealthiest Americans), matched to a compari-
son group living in the same geographical area, were about 1 point higher on a
0–6 life satisfaction scale. Although this difference is not immense, neither is it
trivial.

Table 2 gives another view of the differences in SWB between richer and poorer
individuals, showing for 19 nations the percent of people in the highest and lowest
income categories who scored above or below neutral on several SWB items (World
Value Survey Group, 1994). Counting responses that are either above or below
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Table 2 Percent above neutral in life satisfaction by nation in the wealthiest and poorest income
categories

Nation SWB variable

Life
satisfaction

Positive
affect balance

Negative
affect balance

Financial
satisfaction

Income category Low High Low Hign Low High Low High

Austria 76 76 57 80 29 9 74 67
Belgium 78 91 64 82 20 9 66 91
Britain 74 93 49 87 40 6 38 83
Canada 83 95 65 90 16 4 49 95
Chile 73 87 49 81 37 12 27 93
Denmark 80 95 65 91 26 5 54 84
Germany (East) 67 70 58 75 28 16 43 82
Germany (West) 62 91 47 86 39 4 48 92
France 56 85 49 81 28 9 26 82
Ireland 84 96 53 89 25 5 56 88
Japan 49 84 35 46 29 20 41 82
Mexico 79 90 71 80 18 5 57 89
Netherlands 87 93 66 87 19 6 53 100
Nigeria 48 73 44 79 33 15 22 76
Norway 73 94 90 91 5 2 48 83
Portugal 55 88 46 85 38 10 35 90
Russia 42 54 46 58 42 25 13 59
Spain 64 90 37 72 35 13 40 83
Switzerland 88 95 71 81 14 3 74 95

Mean 69 86 56 80 27 9 45 85

Risk ratio for
poor people 0.80 0.70 3.0 0.53
Note. Nations in the World Value Survey II (1994) for which there were a minimum of 20
respondents in both the wealthiest and poorest income groups. Most surveys conducted in
1990–1991.

neutral has the advantage of not relying on differences in the reported intensity of
SWB, which might be less reliable across respondents and nations because these
reports require that people use scale numbers in an equivalent way. The percentage
figures assume only that people can report whether they are primarily happy versus
unhappy, or more satisfied than dissatisfied, and that this judgment is more likely to
be made similarly across respondents. The poor income category in most nations had
a very low upper bound, and thus represented true poverty. In contrast, the highest
income category was not so extreme, and thus included upper middle incomes and
above, not just truly wealthy people. As can be seen across nations, 17% more of the
wealthiest group reported that they were satisfied with their lives. Stated differently,
the likelihood that a poor person will be satisfied with her or his life is 0.80 as great
as that of a richer person.

Several interesting conclusions can be drawn from Table 2 regarding life satisfac-
tion. First, it appears that impoverished individuals score relatively better in social
democratic nations with liberal welfare benefits, although Norway is an exception
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to this pattern. It is noteworthy, for example, that poor people were more satisfied
in the former East Germany than in West Germany, whereas wealthier people were
more satisfied in the former West Germany. Second, even wealthier respondents are
dissatisfied in the unstable conditions of Russia (see Inglehart & Klingemann, 2000,
for an explanation). Finally, poor people are substantially less satisfied than wealth-
ier individuals in Portugal, Spain, Japan, West Germany, and France.

Although the correlations in Table 1 between income and life satisfaction may
appear small, the data in Table 2 reveal that the relation has significance at a societal
level. Projecting the data from Table 2 across the entire population of the world, for
example, would equate to millions of more satisfaction individuals if the poor could
move to the life satisfaction level of the richest income categories.

When we consider the other dependent variables, the effects of income appear
larger. In Table 2 we show affect balance (pleasant affect minus unpleasant affect
based on Bradburn’s 1969 scale) for both positive and negative values, and financial
satisfaction. Positive affect balance in Table 2 is when pleasant emotions exceed
unpleasant emotions, and negative affect balance is when unpleasant emotions ex-
ceed the pleasant ones. As can be seen, the differences between richer and poorer
respondents for these variables is larger than for life satisfaction. For instance, the
poor are only 0.53 as likely to be satisfied with their incomes as the rich. They
are 0.70 as likely to be satisfied with their incomes as the rich. They are 0.70
as likely to show a positive affect balance (more pleasant than negative affect re-
ported). Finally, the risk ratio for the negative affect balance scores show that based
on this index the poor are much more likely to report low SWB. We arrive at the
same conclusion if we examine Bradburn’s (1969) data drawn from large US cities.
The poorest group reported being “not so happy” 36% of the time, but the rich-
est group responded in this way only 5% of the time. Thus, the poor had about
a sevenfold greater risk of suffering from unhappiness compared to the wealthiest
category in Bradburn’s data, and almost a threefold greater likelihood of a negative
affect balance score in the World Value Survey II data shown in Table 2. There-
fore, the risk ratios for unhappiness among the poor versus wealthier individuals are
substantial.

Similar to the Table 2 data, Bradburn’s findings revealed that the likelihood of the
poorest group being “pretty happy” or “very happy” was 0.67 of the richest group,
obviously a much less extreme ratio than the unhappiness data. This divergence
in conclusions when examining positive versus negative SWB occurs because a
preponderance of people report being happy (E. Diener & C. Diener, 1996), and
thus the low base rates in unhappiness make possible larger risk ratios. Thus, it can
be said that higher income corresponds to modest differences in happiness, but it
substantially reduces the risk of the rarer experience of unhappiness.

Various types of SWB. Andrews and Withey (1976), Diener (1984), and others
have argued that life satisfaction, pleasant affect, and lack of unpleasant affect
are separable constructs that must be independently examined. In a re-analysis
of Bradburn’s (1969) data, Lane (1991) reported that NA decreased as one rose
through the very lowest income levels, but not thereafter, whereas PA moved up
throughout the entire range of income. In our international college sample (Suh,
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Diener, Oishi, & Triandis, 1998) income correlated 0.19 with positive affect but
only 0.03 with negative affect. However, there were not strong differences across
dependent variables in the large World Value Survey Group II (World Value Survey,
1994). Across a large number of individuals and societies, after controlling mean-
level nation differences, income correlated 0.13 with life satisfaction, 0.13 with pos-
itive affect and −0.10 with negative affect. In many nations positive affect showed
a stronger correlation with income than did negative affect, but in some societies
this pattern was reversed. Thus, it is likely that income influences positive affect and
negative affect differently in distinct contexts, but we are as yet unable to clearly
identify the moderating variables involved.

At first glance it might appear that the lack of a reliably higher relation between
income and negative affect is at odds with our earlier conclusions about the greater
risk ratio of poor people for low SWB. The risk ratios are about groups of individuals
compared to one another, however, not about particular dependent variables. Poor
people score lower on a variety of SWB measures, not just on measures of unhap-
piness. The risk ratio for negative affect balance shown in Table 2, for example, is
high. If we reverse our analysis of life satisfaction, however, and examine the ratio
for life dissatisfaction, we find a ratio of 2.4 (0.31 divided by 0.13; there was no
neutral category), indicating that poor people are almost 21/2 times more likely to
be dissatisfied with their lives than well-off people. Thus, the high risk ratios for low
SWB experienced by the poor are not necessarily due disproportionately to greater
negative affect, but probably reflect the relatively high percentage of poor people in
the low SWB range across different types of measures.

Control and moderator variables. In order to determine the causal pathways
of income on SWB, we must first examine how the relation survives controlling
other variables that might underlie the relation, such as education. For instance,
it might be that educated people earn more money, but that it is education rather
that income that leads to heightened happiness. Similarly, married men earn more
money than unmarried men (Nakosteen & Zimmer, 1997), and therefore one should
control for marriage to understand income’s effect because married people on av-
erage are happier (Diener, Suh, Lucas, & Smith, 1999). The correlation of income
and SWB controlling for education has been examined in many studies, and usu-
ally it changes little from the zero-order correlation (e.g., Blanchflower & Oswald,
1999). Tomes (1986) found that income had small but significant correlations with
reported happiness and satisfaction even after controlling for education (which had
very small effects), marriage (which had moderate to large effects), unemployment
(which had a large negative impact, especially for men), and other control variables.
Similarly, Marks and Fleming (1999) found that income influenced an aggregated
measure of happiness with aspects of life even after controlling for marital status,
occupation, employment, age, and sex. Biswas-Diener and Diener (2000) found that
income and life satisfaction correlated after satisfaction with various domains, such
as family and friends, was controlled. These findings suggest a direct relation of
income with SWB that is not due to many other variables.

Some variables appear to moderate the effect of income on SWB, for example
sex. Adelmann (1987) found that income was significantly related to happiness for



126 E. Diener and R. Biswas-Diener

men but not for women. Similarly, a wife’s personal earnings did not affect her
likelihood of depression, whereas a husband’s personal earnings directly decreased
the probability of his depression (Ross & Huber, 1985). Keith and Schafer (1982)
found that low income was a predictor of depression among single women, but
not among married women. Pearlin and Johnson (1977) reported that economic
strain predicted depression, but that marriage buffered this effect to some degree.
George (1992) reported that the relation of income and SWB was weaker for the
elderly. These findings suggest that the effects of money on SWB differ depending
on one’s life circumstances, roles, and values.

These moderator variables imply that the importance of factors such as desires
and feelings of self-worth in the relation between money and SWB. The effect of in-
come on happiness appears not to be an absolute one, but instead is one that depends
on an individual’s roles and relationships, as well as other factors.

An important moderator of the effects of income on SWB is the wealth of the
society. Veenhoven (1991) found that the correlations between income and SWB
were stronger in poorer nations, and this effect was largely duplicated among college
students by Diener and Oishi (2000). E. Diener and M. Diener (1995b) found that
among women financial satisfaction was more strongly related to life satisfaction
in poorer versus richer nations, and this trend was of borderline significance for
men. Schyns (1998a;1998b) also reproduced the finding that the relation between
income and life satisfaction is largest in the poorer nations. Thus, there is evidence
that income has a larger correlation with SWB in poor societies, although there
remain several possible explanations of this finding—the greater variability in the
fulfillment of biological needs in poor nations, the larger amount of social welfare
protections in wealthy nations, and the greater income inequality that characterizes
many poor nations are all viable explanations of the differences in correlations. The
findings of Biswas-Diener and Diener (2000) in the slums of Calcutta that income
was strongly related to life satisfaction indicates that where income differences are
related to differences in meeting universal basic needs for food and shelter, the ef-
fects of income can be relatively strong.

Just as the correlations show a larger effect of income in poor nations, there is also
evidence for the declining effects of money at upper income levels within societies.
Diener et al. (1993) found a curvilinear effect between income and SWB within
the USA, with ever higher income categories being related to smaller increments of
SWB. This effect is disguised in many studies because income scales are used in
which responses have increasingly larger ranges as one goes up the income ladder;
the income categories increase in a nonlinear fashion. When actual income figures
are used, the data are often subjected to a log transformation. Thus, when the income
scale correlates in a linear fashion with SWB, it often hides a curvilinear effect.

Veenhoven (1995) and Diener and Oishi (2000) both report that income cor-
relates less strongly with SWB for college student samples than for adult samples,
which is to be expected considering that the life style of students and their elite status
usually protects them to a degree against the most severe effects of poverty. Further,
poverty during college is often seen as a temporary state. The college findings are
important, however, in again reminding us that the influence of income is contextual,
and depends on the life circumstances of the respondents we are studying.
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Financial satisfaction as a mediator between income and global SWB. Are the ef-
fects of income mediated by financial satisfaction, or are there direct effects that per-
haps come from the daily pleasures of greater income, not mediated by a judgment
about one’s income? First, it should be noted that the correlation of income with
financial satisfaction is usually stronger than the correlation of income with global
life satisfaction (e.g., Douthitt, MacDonald, & Mullis, 1992; Headey & Wearing,
1992). In Diener and Oishi’s (2000) analysis of the World Value Survey II data
(World Value Survey Group, 1994), for instance, financial satisfaction and income
correlated across countries an average of 0.25, compared to the mean correlation
of 0.13 for life satisfaction. This finding makes sense because life satisfaction can
be influenced by many important factors that are relatively unrelated to income,
whereas financial satisfaction should have income as a major input. This pattern
suggests the possibility that financial satisfaction is closer in the causal chain to
life satisfaction than is income. To assess this possibility, Schyns (2000) performed
a mediational analysis for both West Germany and Russia, examining the direct
and indirect paths of income’s influence on life satisfaction. In Germany the path
was indirect through financial satisfaction, whereas in Russia the direct effect was
significant. These findings suggest that the effect of income on life satisfaction can
come either from its influence on financial satisfaction, or more directly from the
life circumstances of rich versus poorer people. George (1992) reviewed studies
showing that financial satisfaction to some degree mediated the relation between
income and more global SWB, but that there were direct effects as well.

Several conclusions can be drawn from the cross-sectional correlations within
nations. The findings are incompatible with the idea that SWB flows automatically
from higher income, because there are a number of moderators of this relation.
These moderations indicate that psychological factors such as needs, desires, and
role might play a critical role in the relation of money to SWB. It appears that
income makes a larger difference to SWB within poorer societies than in rich ones.
This finding might point to the importance of the fulfillment of basic needs in the
income-SWB relation, because physical needs are more of an issue in poorer groups
in most poor countries. Alternately, the findings might mean that in wealthier soci-
eties poor people more frequently have their material desires met because of welfare
payments or because material desires are more flexible once more people move
beyond the level of abject poverty. We now turn to other types of evidence on the
income and SWB relation, which can shed greater light on the nature of the effects.

Changes in Individual Income, and the Causal Order of Variables

Income change. Do changes in income lead to changes in SWB? Answering this
question will help us determine whether it is shifts in income rather than the absolute
level of money that increases SWB, and will aid us in understanding the causal order
of variables. In Table 3 we present both longitudinal and experimental studies in
which income change was studied at the individual level. In the longitudinal studies
the same respondents were followed over time, and both their incomes and their
SWB were assessed more than once. Surprisingly, the longitudinal studies provide
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Table 3 Income change and subjective well-being, individual level

Type of study and citation Findings

Longitudinal studies
Diener et al. (1993) General well-being in US significantly different

across income change groups, the income increase
group was lowest in SWB

Schyns (2000) Income change correlated nonsignficantly with life
satisfaction in both Russia and W. Germany

Bradburn (1969) Changes in income over a one-year period were not
related to changes in affect balance

Marks and Fleming (1999) Australian young adults, income change predicted
by SWB, and SWB (happy with aspects of life)
change predicted by income

Experimental or quasi-experimental studies
Thoits and Hannan (1979) Larger payments to welfare recipients led to greater

stress
Brickman, Coates, and

Janoff-Bulman (1978)
Nonsignificantly higher happiness among lottery

winners compared to comparison group. Pleasure
in mundane pleansant activities significantly
lower

Smith and Razzell (1975) Football pool winners reported higher levels of SWB
than comparison group; 39% vs. 19% reported
being very happy

Gardner and Oswald (2001) Lottery winners and heirs receiving windfalls
reported higher SWB

mixed evidence for the influence of income change on SWB. Diener et al. (1993)
found that the group whose income declined were the happiest, and the group whose
income increased reported the lowest well-being, a surprising finding that is consis-
tent with the negative income tax study described below. The Schyns (2000) and
Bradburn (1969) studies found nonsignificant effects for income change. In a study
not shown in the table, Saris (2001) found stronger effects of income, after control-
ling for previous income, in Russia compared to in Germany, suggesting that the
effect of income change might be stronger in poorer nations.

The experimental or quasi-experimental research includes lottery studies, a gov-
ernmentally funded negative income tax experiment in which randomly selected
welfare recipients were paid higher levels of benefits, and a study of people in a
longitudinal study who received financial windfalls through a lottery or inheritance.
In the case of the negative income tax studies, participants were randomly assigned
to conditions, but only measures of stress were included and no positive well-being
constructs were assessed. As can be seen, the negative income tax studies (Thoits &
Hannan, 1979) found higher levels of stress among those receiving higher welfare
payments.

In the lottery studies, Brickman and colleagues found that winners were non-
significantly happier, and were significantly less pleased with everyday events; but
the number of respondents was very small. In the study of football pool winners
in England, Smith and Razzell (1975) found that the lucky individuals did report



Will Money Increase Subjective Well-Being? 129

higher levels of well-being, and Gardner and Oswald (2001) found an increase in
SWB among those whose financial life had brightened due to a lottery winning or
to inheritance. These authors found that a windfall of about 75,000 US dollars led
to a 0.1–0.3 standard deviation rise in SWB during the following year. In addition,
there are data suggesting that increases in income do lead to higher satisfaction with
one’s job and one’s income (Clark, 1999; Schyns, 2000; Schyns, 2001).

Problems faced by the lottery winners in the United Kingdom (Smith & Razzell,
1975) demonstrated that higher income is not invariably an unalloyed good, and can
have costs and well as benefits. For example, many of the lottery winners quit their
jobs and moved to new neighborhoods, thus losing some of their former friends. The
social mobility of the lottery winners had the costs of possibly losing old friends and
being despised by new neighbors. In addition, family and friends who wanted part of
the earnings were often recipients of what they perceived as an inadequate amount of
money, thus leading to interpersonal friction. A related finding is that people whose
income rose have been found to be more likely to get divorced (Clydesdale, 1997),
thus possibly offsetting the higher SWB that could possibly follow from having
more money. These studies suggest the possibility that the effects of income on
interpersonal relationships may be an important consideration, but there is little sys-
tematic longitudinal research on this topic. Despite the possible downsides of higher
income, the large longitudinal study by Gardner and Oswald (2001) indicates that
the net effects of income on SWB are often positive. Because winning the lottery
and receiving an inheritance are somewhat random, the longitudinal data of Oswald
indicates that the SWB-income relation is not entirely due to the fact that happy
people make more money.

The theory of adaptation (Brickman et al., 1978) and Michalos’s Multiple Dis-
crepancy Theory (1985) predict that changes in income should influence SWB, and
will do so more than a person’s absolute level of income. However, the data present
a mixed picture. Hamermesh (2001) found that changes in income produced short-
term changes in job satisfaction especially among those with concrete skills where
the income changes were less expected. In some cases increases in income produce
lower SWB. The changes a person makes in his or her life in reaction to greater
income (e.g., changing neighborhoods) might produce decreases in SWB. In addi-
tion, increases in income might often be accompanied by an even bigger increase
in one’s appetite for consumables, thus leading to a greater discrepancy between
desires and possessions. Conversely, declines in income might not always be per-
ceived in negative terms. In the Diener et al. (1993) study, many respondents were
older and therefore the income-decline group might have been heavily populated by
people who retired. When retiring, people usually expect their incomes to decline,
and often have investment savings to offset the decline, as well as ownership of
greater numbers of durable goods (e.g., a car and house). In addition, some declines
in income occur because people voluntarily cut back on their work hours. Thus,
some people with declining incomes might have chosen an alternative lifestyle with
lower income, and this could produce very different levels of SWB compared to a
lower income from being fired. Windfall increases in income can increase feelings
of well-being, but also create some new stresses. Thus, the data on income change
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do not indicate that there is an automatic rise in SWB following increases in one’s
income, nor are declines in income always antecedents to lower SWB.

SWB influencing income. Not only might the correlation between income and
SWB indicate the influence of money on happiness, but as the discussion above
indicates, the causal arrow could point in the other direction: happy people might
on average earn more income. In a panel survey of young adults in Australia, Marks
and Fleming (1999) found that high SWB (happy feelings about nine aspects of life)
at an earlier time period preceded increasing income. For respondents who were two
standard deviations higher in SWB there was an 8–12% greater income increase
at the next time period compared to the lower group. In addition, current SWB
had a strong influence on later unemployment—with less happy respondents being
more likely to be unemployed later. Diener, Scollon, Oishi, Dzokoto, & Suh (2000)
analyzed cheerfulness reports from a large cohort of students entering college in
1976 (see Bowen & Bok, 1998), and data on the income of these individuals in
about 1993. Figure 1 shows that the respondents’ parents’ income moderated the
effects of cheerfulness on later income.

For individuals form economically advantaged backgrounds, a cheerful disposi-
tion was likely to be followed by substantially higher income in adulthood. For most
respondents, a cheerful disposition in late adolescence was followed by a somewhat
higher income in adulthood compared to those with a less cheerful disposition. For
respondents who had grown up in poor households, there was no effect of cheerful-
ness on later income. These studies indicate that SWB can influence later income.
Thus, the correlations between individual income and SWB must be interpreted in
light of the fact that some of the relation is likely due to the tendency of happier

Fig. 1 Cheerfulness and later income, by parents’ income
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people to earn higher incomes than unhappy people. Thus, we have evidence that
the relation between SWB and income is bidirectional.

Analyses at the National Level

Mean Income Per Person

In addition to the individual-level analyses presented above, we can also analyze
whether people in wealthier societies are on average happier. Such analyses can
reveal whether societal conditions rather than individual circumstances influence
SWB. Again, we might assume that wealthier nations are higher in SWB be-
cause they are higher on a large number of desirable characteristics (E. Diener &
C. Diener, 1995a) such as equality, literacy, longevity, health, human rights, lower
crime, and democracy. Nevertheless, one can think of reasons that people in wealthy
nations would not be happier, despite their resources—competitiveness, material-
ism, less time for leisure and socializing, and so forth. In what is the most extensive
international study to date, Inglehart and Klingemann (2000) present recent SWB
figures for a large number of nations, and a subset of these are presented in Table 4,

Table 4 Percent above neutral and wealth for selected nations

Nation

Percent above
neutral on Life
Satisfaction Year of survey Income

Netherlands 92 1990 13,281
Canada 90 1990 16,362
Switzerland 89 1996 15,887
Ireland 88 1990 9,637
Sweden 87 1990 13,986
USA 85 1995 17,945
New Zealand 84 1998 11,363
Mexico 83 1996 6,253
Portugal 76 1990 7,478
Japan 72 1990 15,105
France 72 1990 13,918
China 72 1995 1,493
Brazil 72 1996 3,882
Nigeria 71 1995 978
India 67 1996 1,282
Bangladesh 63 1997 1,510
Romania 57 1990 2,043
South Africa 56 1996 3,068
Hungary 52 1998 4,645
Bulgaria 33 1998 5,208
Russia 28 1995 7,741

Note. Source for SWB is Inglehart and Klingemann (2000), and for income is
Sumners and Heston (1991).
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along with per capita income figures for the year each survey was conducted. The re-
lation between the wealth of nations and the SWB there is evident, although there are
discrepancies from a perfect relation arising from additional factors such as political
stability and cultural norms. Inglehart and Klingemann report that the correlation
between per capita income and mean SWB across their entire sample of nations
was 0.70.

Table 5 shows the correlations across studies between mean income in nations
(usually assessed by gross domestic product per captia, or purchasing power parity)
and the mean SWB of those societies. As can be seen, the correlations are consis-
tently large, and much higher than the covariation we reported for individuals within
nations. The mean correlation across studies is about 0.60. The first explanation that
comes to mind for these large correlations is that the error term for these societal
correlations might be much smaller than in the individual-level analyses because
differences in temperament and other individual characteristics are likely to be av-
eraged out of the means, resulting in the clearer covariation of income and SWB.
Diener and Oishi (2000) examined this possibility by analyzing the unstandardized
regression coefficients in a hierarchical linear model across nations. They found that
income has a larger effect moving from nation than going from individual to individ-
ual, and this difference is not due merely to more variability at the individual level.
Similarly, Schyns (1998b) found that national income substantially predicts individ-
ual SWB beyond the effects of individual income, again suggesting that additional
variables such as human rights and equality might increase positive experience in
wealthier nations.

One explanation for the greater correlations of income at the national level is that
high income countries have a number of additional positive characteristics besides
material goods—human rights, greater equality, and higher literacy, for example
(Diener et al., 1995a; E. Diener, & C. Diener, 1995a). Wealthy nations also tend to
be more individualistic. Although Diener, Diener and Diener attempted to separate
the influence of these variables through partial correlation procedure is doubtful in

Table 5 Correlations across nations of income and mean subjective well-being

Reference
Number of
nations Correlations

Veenhoven (1991)
(Cantril’s 1965 sample)

14 0.51

(Based on Gallup sample) 9 0.59
E. Diener, M. Diener, and C. Diener (1995) 55 0.59
Inkeles and Diamond (1980) (Cantril’s 1965

sample, controlled for education)
10 0.55–0.61

Ouweneel and Veenhoven (1991) 28 0.62
E. Diener and C. Diener (1995a) 34 0.64
Schyns (1998a) 40 0.64
Diener and Oishi (2000) 42 0.69
Inglehart and Klingemann (2000) 64 0.70

Note. All of the correlations are significant at p < 0.05 (one-tailed) or less.
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light of the small number of nations and the high intercorrelations among predictors.
However, it seems plausible that the abundance of shared public goods in wealthy
nations (e.g., public schools, highways, water and sewage systems, hospitals, and
parks) might heighten the SWB of both poorer and richer persons in them.

In considering the effects of income across nations, a natural question arises
about the comparability of measures across countries. For example, one could sup-
pose that respondents in individualistic nations might be more likely to report happi-
ness to an interviewer than collectivists, who might want to appear humble and not
stand out from the group. Diener, Scollon, Oishi, Dzokoto, and Suh (2000) found
that a general positivity disposition varies across nations and is correlated with re-
ports of SWB, and predicts SWB beyond national income. This finding suggests
that although national income increases mean SWB, the positivity of the people in
a society does so as well. Thus, the effects of national income on SWB will not
be definitive until additional measures of well-being based on experience sampling,
memory, and physiological reactions (e.g., cortisol levels) are also available. Yet
another type of evidence regarding money and happiness is based on SWB and
income change at the national level.

National Changes in Income

The increase in income was dramatic in the United States from World War II to
1995. For example, in 1988 the lowest fifth of the American population had per
capita expenditures, adjusted for cost of living, higher than the median income in
1955! The amount of work time required to buy almost all goods has fallen substan-
tially (Templeton, 1999) in recent decades. Today’s poor were yesterday’s middle-
class in terms of income and consumption. Yet little or no change in SWB occurred
during this period (Blanchflower and Oswald, 1999; Diener & Oishi, 2000).

Although the increase in income in the United States was dramatic in the decades
following World War II, the rise in income in Japan was spectacular—one of the
greatest economic growth periods in human history. Figure 2 shows the increase
in income for Japan during the period from 1958 to 1987, along with the slope for
SWB. It is important to note that the income figures are corrected for inflation. Japan
in 1958 had an average per capita income of about 3,000 US dollars (in current
dollars), an amount that is well below the present poverty level in the US. Thus,
Japan started the period in a state of poverty and ended it one of the wealthiest
nations in the world; yet, there is little discernible change in SWB.

Like the United States and Japan, many nations experienced rapid economic
growth during the last several decades, and longitudinal SWB data are available
for a number of the wealthier countries. As can be seen in Table 6, which presents
SWB slope lines for countries experiencing economic growth, there is very little
overall change.

Although not readily perceptible in Fig. 2, life satisfaction did increase 3% in
Japan during the period shown. Based on small increases such as this, Hagerty and
Veenhoven (1999) argue that SWB is increasing in economically developed nations
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Fig. 2 Economic growth and SWB in Japan

as wealth makes them more livable. They found that increases in national income
lead to increases in happiness especially in the short-term, when poor nations are
included in the analyses. If the small upward slope is due to economic development,
and not due to chance or some third variable influence, it implies that enormous
increases in wealth in developed nations are required to produce tiny increments in
happiness. Furthermore, the reasons for the small increases are unknown, and do not
occur in all developed nations with growing economies. Diener and Oishi (2000) re-
ported, however, that for poorer nations with high growth there was a clear increase
in SWB, although the number of surveys was too small to reliably estimate the
slopes for SWB. Thus, it is possible that poor nations undergoing economic growth
are experiencing a greater increase in SWB.

Table 6 Time trends in SWB for nations

Source Place Slope

Blanchflower
et al. (1993)

United States −0.00004 Women
0.004 Men

Blanchflower and
Oswald (1999)

United States Britain −0.0027
0.0003

Diener and
Oishi (2000)

15 nations 0.007 (Mean, range −0.04 to
0.09; Time trends about
1965–1990)
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In addition to analyzing longitudinal changes in SWB in nations, we can also
examine the cross-sectional studies in which past economic growth and current
SWB are correlated. These correlations, reported by Diener and Oishi (2000), are
quite inconsistent—the World Value Survey, r = +0.49; their international col-
lege sample, r = −0.16; the Michalos college sample, r = −0.21; Ouweneel
and Veenhoven, r = −0.15; the Veenhoven (1993) data, r = −0.24. Similarly,
Diener et al. (1995a) reported that across four surveys income growth correlated
a nonsignificant −0.08 with SWB, and varied from −0.44 to +0.40 in individual
surveys. These findings confirm the conclusions drawn from Tables 3 and 6—long-
term trends in income do not have a necessary connection to changes in SWB. It
seems likely that people’s desires can change as fast or faster than their incomes, and
thereby negate the salutary influence of increased money. The national longitudinal
data, as well as the income growth data, strongly converge with the conclusions
drawn from income change at the individual level—there is no necessary long-term
relation between increases in income and higher SWB. Although increases in in-
come might product short-term increases in SWB, it appears that over time people
adapt as their material desires increase.

The data presented above on income changes in nations were based almost en-
tirely on nations undergoing economic growth. Interestingly, decreases in income
at the national level, due to recessions for instance, might with greater certainty
cause declines in SWB. Inglehart and Rabier (1986) found that a declining income
in Belgium after 1979 was followed by declining SWB. There are also data to indi-
cate that people suffer more marital and mental health problems during recessions,
although this effect is greater for people who already have lower SWB (Liker &
Elder, 1983; Aldwin & Revenson, 1986). Thus, the national-level economic change
data tentatively support Prospect Theory (Kahneman & Tversky, 1984) in which it
is predicted that losses loom larger than gains. At least in the short-term, economic
downturns might decrease SWB; possibly people do not reduce their material de-
sires as quickly as they increase them.

Materialism

There is now convincing evidence at least within the United States that materialistic
goals and values are inimical to high SWB (Ahuvia & Wong, 2001; Ahuvia & Wong,
2002; Kasser & Ryan, 1993; Richins & Dawson, 1992; Sirgy, 1997). This relation is
shown in Fig. 3 for our international college student study, which covered over 7,000
respondents in 41 countries (Diener & Oishi, 2000). As can be seen, placing a high
importance on money has an inverse relation with life satisfaction. In contrast, those
who place a high value on love are more satisfied with their lives. At the nation level,
we found that the mean value placed on money in countries correlated −0.53 with
the average life satisfaction in those societies, with income controlled. A number of
reasons can be hypothesized for why materialism correlates inversely with SWB.
According to Kasser and Ryan (1993) it is because striving for material goods does
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Fig. 3 The importance of love and money, and SWB

not fulfill intrinsic human desires. Another plausible reason is that people who are
unhappy or low on other desirable resources such as close friends might seek so-
lace in material goods; a phenomenon likened to “shopping therapy.” One possible
explanation can probably be rejected—that people are materialistic because they
are poor, and therefore unhappy. When income is controlled, the inverse relation
between materialism and SWB persists. For example, in our international college
study the negative relation barely changed when family income was controlled.

Another plausible hypothesis explaining the toxic effects of materialism is that
placing too much importance on material goods is detrimental owing to the fact that
it is a goal that can never be fulfilled because there are always additional goods
and services that one does not have, and probably that one cannot afford even if
one were affluent. Partial support for the idea that the lack of fulfillment of material
desires is one of the causes of discontent among materialistic people comes from
Crawford, Diener, Oishi, and Wirtz (2000). In Fig. 4 we present the relation they
report between income and life satisfaction for participants with less and more ma-
terialistic goals. Each of the adult respondents listed their five most important goals.
Next they rated how relevant money was to achieving each of these goals, and their
materialism score was the sum of these five ratings. As can be seen, materialistic
people were much less satisfied with their lives if they were poor. Materialists were
closer in happiness to nonmaterialists, however, if they were well-off. Langner and
Michael (1963) found similar results; those who said that money is the most im-
portant thing in life were at greater risk for mental health problems, except in the
wealthiest group. Similarly, Nickerson, Schwartz, Kahneman, and Diener (2001)
found that those granting high importance to income were less happy except at
very high levels of wealth. Interestingly, Nickerson et al. found that materialists
were less satisfied with their social relationships. Thus, materialism may be most



Will Money Increase Subjective Well-Being? 137

Fig. 4 Income, materialism, and life satisfaction

detrimental for the poor, but appears to have some negative effects even for the
financially well-off.

One explanation for why materialistic people are less happy reverses the direction
of causality discussed above; in this explanation feelings of inadequacy (and other
motives that are incompatible with high SWB) lead to materialism. Crawford, in
an unpublished study, found that after people had listed their inadequacies, they
rated money as more important—as though being rich might compensate in part for
feelings of low self-esteem. Similarly, Srivastava Locke, and Bartol (2001) found
that the motives of seeking power and status, as well as overcoming self-doubt,
mediated the inverse relation between materialism and SWB.

Theoretical Models of the Data

Several psychological conclusions can be garnered from the existing data on in-
come and SWB. It is evident that there is not a simple input-output relation between
money and happiness; the data are too complex for that. The relation of income to
SWB is moderated by psychological variables such as level of desires and social
comparisons. At the same time, the objective life conditions afforded by higher in-
come do on average enhance SWB. The lower average levels of SWB among poor
individuals and in poor nations indicates that poverty can and does lower SWB.
It also appears that once people have high incomes (by current world standards),
additional increases in wealth have a very small influence on SWB, suggesting that
added income beyond modest affluence no longer helps answer important desires
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and needs. Finally, it appears that intensely desiring more money correlates inversely
with SWB.

Several theoretical models have been advanced to explain the data on income and
SWB: the Human Nature or Needs hypothesis, the Relative Standards model, and
the Culture approach.

Human Nature

One explanation of the data is that there are certain universal human characteristics,
such as basic biological needs, and that income will facilitate SWB to the extent that
it allows people to meet these needs. For example, people have homeostatic needs
for food, water, and thermoregulation, and therefore they will be happy to the extent
that their incomes allow them to fulfill these needs with satisfactory nourishment,
clothing, and housing. The human needs can be expanded beyond homeostatic ones
to include self-respect, excitement seeking, status, self-actualization, and so forth.
Accordingly, income might enhance SWB if it helps people, in addition to food
and shelter, to also obtain security, status, and the development of their abilities.
A modern version of this approach is the “Self-Determination Theory” of Deci
and Ryan (1980), with an emphasis on well-being devolving from the expression
of intrinsic and autonomous strivings. In his writings on happiness, Veenhoven
(e.g., 1995) has called the human needs approach “livability theory” because some
societies are considered to be more livable than others, fulfilling inherent human
requirements. The Human Nature approach suggests that there will be an invariant
relation between income and happiness to the degree that income can be used to
purchase things that are truly pleasurable because they fulfill innate requirements.

The model appears to fit some of the existing data well. For example, the effects
of income, at both the individual and societal levels, seem strongest at the lower
levels of income. This finding is consistent with livability theory because needs are
likely to be one of the first desires met with income. Similarly, the finding that stu-
dents’ income correlates at lower levels with their SWB is consonant with livability
theory because university students are an elite group in which variations in income
are probably not strongly related to the fulfillment of basic needs. The finding that
there has been little gain in SWB in the economically developed nations over the last
several decades is explained in livability theory by hypothesizing that basic human
needs were met in these societies even in the early years after WW II when the first
surveys were conducted.

On the negative side, the Human Nature theories have a number of limitations.
They do not readily explain why the highest income group surpasses the second
highest group in terms of SWB. For instance, Diener and Oishi (2000) found that
even the top two income groups in the World Value Survey (1994) differed signifi-
cantly in life satisfaction. Similarly, Easterlin (1999) found that eight percent more
of the richest group said they were “very happy” compared to the second-richest
group. If the highest group is still obtaining additional needs that cannot be met by
the penultimate group, however, the needs account of why wealthy nations are not
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increasing in SWB does not seem plausible. Similarly, if one examines the Japanese
data from the 1950s to the present, it appears that the Human Nature explanation
may not be complete. With an income of $3,000 US a year in 1958, it appears that
many Japanese would have been at a level insufficient to meet all of their needs,
and yet there has been virtually no increase in SWB since that time, despite huge
economic growth.

The Japanese case points to a major problem with the livability approach—the
difficulty in defining when human needs have been met, and the lack of measures to
assess this. One might argue that human needs were met in Japan in 1958, even with
a low income equivalent to 3,000 US current dollars, because of the structure of the
society at that time. We do not, however, know whether this is true or not. The lack
of a clear definition and measurement of human needs leaves this approach open to
post-hoc explanations in which each case can be fit to the model after the fact. Thus,
a much more rigorous set of definitions of need fulfillment, and measures of it, are
needed if this approach is to be tested in a definitive way.

Relative Standards

Relative standards or judgment models are based on the idea that people use vari-
ous standards to evaluate their well-being (Campbell, Converse, & Rodgers, 1976;
Michalos, 1985; Parducci, 1995)—standards such as how they did in the past, how
others are doing, and their goals. Standards can vary from time to time and person to
person, depending on what happens to be salient for that individual. Thus, a person
might be happy or unhappy with a particular level of standing in an area, depending
on the level of others in this domain, or depending on how he or she stood in the
past in this domain.

In evaluation theory Diener and Lucas (2000) hypothesized that the fulfillment of
desires, especially those desires that are adopted as active goals for which the person
is working, will be chronically salient standards for most people, and therefore are
the most ubiquitous standard influencing SWB. There are both experimental and
survey data indicating that the fulfillment or nonfulfillment of material desires is
related to people’s level of satisfaction. In two experimental studies and several
survey studies, Crawford et al. (2000) demonstrated that people’s ability to meet
their material goals influenced both their life satisfaction and financial satisfaction.
Further, they found that the influence of past income on SWB was mediated by
its influence on material desires. The effects of social comparison were mediated
partly by their influence on desires, although social comparison also had a direct
effect on satisfaction. Finally, Crawford et al. found that people’s satisfaction with
hypothetical incomes could be experimentally manipulated, suggesting that meeting
basic needs does not completely explain income satisfaction.

In terms of the data on income and SWB reviewed earlier, the lack of increase in
SWB over time in economically developed societies can be explained by the rise in
desires there, which seems to offset the benefits of more goods and services. Brant
et al. (1999) found that the majority of US college students now believe they will be
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able to retire before age 50, and 77% believe that they will be millionaires. The UN
Development Report (1998) shows that the income needed to fulfill consumption
aspirations doubled in the USA between 1986 and 1994!

Van Praag (1993) has extensively studied what he calls the “welfare function,”
in which people describe the level of income that they would call “excellent,” “ade-
quate,” “very bad,” and so forth. Across many studies he finds that wealthier respon-
dents have higher welfare functions; they require greater levels of money to call an
income “sufficient.” Van Praag and his colleagues calculate that up to 80% of the
benefit of increasing income disappears because of the rising welfare function as
income increases (Kapteyn, Praag, & van Herwaarden, 1976).

Easterlin (1999) found that the number of material aspirations increases as people
age. People acquired more goods as they aged, but middle and older age groups
grew further from their aspirations over time because their desires increased more
rapidly than did their possessions! Furthermore, Douthitt et al. (1992) found in a
daily diary study that those who spent more money relative to their incomes showed
lower global satisfaction.

Schor (1998) reviews survey evidence on what Americans believe is included
in the “good life.” Between 1975 and 1991, the percent checking “vacation home”
increased 84%. During the period from 1987 to 1994 the income needed to “fulfill
all your dreams” increased from $50,000 US dollars to $102,000, much more than
the rate of inflation. Of those earning more than $100,000 a year in 1995, 27%
responded that they cannot afford to buy everything they “really need,” and 19%
reported that they spend nearly all of their money on “basic necessities.”

There is little doubt that those in industrial nations want more than they possess.
Sixty-one percent of respondents said they always have something in mind that they
are looking forward to buying, and 27% said they very often dream about things
they do not own (Schor, 1998). The average respondent had 6.3 items on his or her
wish list; for example 47% wanted a bigger or better house. The amount of money
reported in surveys needed to live in “reasonable comfort” has remained several
thousand dollars above the median income level, even as the latter figure doubled
over two decades. Thus, the chronic salience of desires combined with increasing
material aspirations, explains why increases in income at both the individual and
national levels have not enhanced SWB. It may be that well-off people around the
world serve as models of consumption for others, even people in poorer nations.
Thus, although wealth does bring rising desires, it might be that the want-possession
gap is greatest for poor individuals in less developed societies. Although there are
findings that indirectly support the Fulfillment of Desires explanation of the income-
SWB relation, as with the Human Needs theory, there are few studies that directly
test the theory. For example, almost never is there an assessment of what people
desire and what they possess, in conjunction with measures of income and SWB.

The relative standards model based on desires suggests that wealthier nations
and individuals are happier because they possess more of the goods that everyone
throughout the world wants. However, this explanation has not been tested in a
definitive way; we do not have proof, for instance, that people in wealthier na-
tions possess a greater percentage of the goods that they desire. Furthermore, the
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reason that increases in income do not produce enhanced SWB—because desires
also increase—has not been directly tested in longitudinal studies in which posses-
sions, desires, and SWB are simultaneously measured. In other words, although the
goal approach to well-being has promise, many aspects of it have not been directly
tested.

Culture

The major idea behind the cultural approach is that people are socialized in a cul-
ture to have certain values, goals, and behaviors. Carrying out the behaviors that
are valued within the culture is likely to lead to feelings of well-being because the
person has adopted the cultural goals and experiences emotions socialized to the
cultural norms. Thus, people in industrial nations are socialized to work at a paid
job and to feel worthwhile for doing so. People see the acquisition of goods and
money as a desirable activity that reflects how well they are carrying out the cultural
imperative, and respond with pleasant emotions when they are successful at this
imperative.

In this approach, people engaged in work and consumption are seen as likely to
experience SWB because they are behaving in ways that the society values. Even
people with very different incomes or status can see themselves as participating in
valued and respected activities. A person who earns more, however, might be seen
as more successful at carrying out the cultural dictates, and therefore on average
might be likely to have somewhat higher SWB than someone who is poorer. Sim-
ilarly, people in wealthy nations might feel more successful on average at being
efficient producers and consumers of goods, and therefore report higher SWB. In
this approach, it is not just having copious amounts of money that counts, it is being
involved in a responsible way in the daily production and consumption activities of
the culture. A person can gain pleasure from the activities of the culture. A person
can gain pleasure from the activities of work, and also might obtain pleasure from
the purchasing, consuming, and gift-giving that are part of market economies.

The cultural approach allows for additional differences between societies. For
instance, some cultures stress competition, others focus on efficiency, and yet others
emphasize the ability to save. In each of these cases, success is defined somewhat
differently, and therefore there are likely to be differences in how money is related
to SWB. Furthermore, in some cultures there is an emphasis on avoiding failure
and in others there is an emphasis on seeking rewards (Diener et al., 1999), and
these differences could lead to variation in how income is connected to SWB. In
a culture oriented to avoiding failures, being poor might be especially difficult,
whereas in a culture oriented to approach behavior, greater recognition may be
given to wealthy individuals. Alesina, DiTella, & MacCulloch (2001) found that
inequality of incomes had an effect on reports of happiness in Europe but not in
the USA. They discovered that both poverty and political ideology moderated the
effects of inequality, suggesting that social mobility and ideological beliefs could
influence the way in which social comparisons of income influence SWB.
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The culture approach explains why even most relatively poor individuals report
high SWB—because most of them are involved in productive activities that are
respected in their cultures. However, most studies show that unemployed people
are substantially less happy than others (e.g., Clark, Diener, and Georgellis, 2000;
Clark & Oswald, 1994; Frey & Stutzer, 2000), and this effect is apparent even
when income is controlled. It appears that unemployed people on average would
be dissatisfied even if they had a relatively high income—presumably because they
are not doing a task that is respected in the culture. Similarly, very poor people
have a difficult time participating in the consumption culture and therefore are more
likely to experience low SWB. In contrast, elderly retired people are told that it is
acceptable to not be working at this point in their lives, and therefore retirement
does not on average harm SWB.

There are very few studies testing the Culture Model. For example, we do not
have measures of how cultural norms influence the effects of work and money on
SWB. There is evidence, however, that higher incomes may result from one’s so-
cialization. McClelland and Franz (1992) found that an emphasis on achievement
during early socialization led to higher need for achievement, as well as higher later
income. This finding points to the fact that making money can signify achievement
in western society, and is not invariably driven by the desire for consumption.

People may feel good about work, with income being secondary. Juster (1985)
and Dow and Juster (1985) found that working activities were preferred to eating
out, shopping, watching movies and T.V., playing sports, household chores, and
reading books. Csikszentmihalyi (1997) presents evidence that people prefer work-
ing to not working, and can obtain pleasure out of even mundane jobs. Thus, the
enjoyment of material culture might actually be as much about the pleasures of
production as it is about consumption. Certainly, work cannot just be counted as a
cost to be endured for the sake of consumption. Virtually no studies have considered
the pleasure derived from work when evaluating the income-SWB relation.

Comparing and Combining the Three Approaches

In terms of describing the preconditions for SWB, the three approaches differ dra-
matically. In the Human Nature approach having one’s biological needs met, en-
gagement in interesting activities, and the presence of social support are seen as
necessary and sufficient for high SWB. Thus, the conditions seen as prerequisites for
high SWB are universal, relatively few in number, highly specifiable, and fulfillable
with modest resources. In contrast, the culture approach predicts that the prerequi-
sites for SWB are variable, depending on learning histories that lead to very different
values and goals. In addition, there is a stress on how individuals with different
roles in a society may find different activities to be fulfilling. Finally, the relative
standards approach allows for even greater variability, with the relevant standards
varying across time and situations. In the culture and relative standards approaches,
how resources and goals are judged is complex, and therefore the relation of money
to happiness seems more difficult to predict than in the Human Nature approach.
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The three models can be integrated to explain the relation between income and
SWB. People in industrial society are socialized to work, and to enjoy participating
in the consumption of the culture. Individuals who are successful at this cultural
imperative are somewhat happier, but all people can to some degree take pleasure
in the activity. Desires arise both from innate needs (the Human Nature approach)
and from cultural goals; those who can make greater progress toward their desires
will tend to be happier because goals are frequently a salient judgment standard.
However, having higher income is not an infallible indicator of the number of de-
sires that can be met because some individuals with high incomes can develop lofty
material aspirations. In addition, the effects of income must be considered within
the framework of other human needs—such as for close social relationships and
interesting activities—and within the cultural context. For example, the pleasures
that can be purchased with a high income can be offset if materialism leads to
instability in people’s lives, to loneliness and poor social relationships, or to long
hours of work at a boring job. Conversely, low income might not detract from SWB
in a stable society such as the Amish where material desires are restricted. As of
yet, there are so many unknowns in the available data that this integrated concep-
tual account is speculative. The report of existing findings in the first half of this
paper reveals that in past studies too few variables were measured to fully test the
integrated conceptual model.

Reverse Order of Causation

One other explanation of the income-SWB relation mentioned earlier is that happy
people and societies are more likely to earn higher incomes. Lyubomirsky et al.
(2001) review the extensive evidence that happiness leads to success in various
domains, including the financial area. For example, the longitudinal data reported
by Diener et al. (2000) indicates that people who are high in life satisfaction later
earn more income. These data are difficult to interpret in terms of income causing
satisfaction because the life satisfaction measures were collected many years before,
prior to the respondents entering the working world. However, the data on wind-fall
income (Gardner & Oswald, 2001) also indicates that greater wealth can produce
higher SWB, at least in the short-run. In addition, the deterioration of SWB in
the former communist nations is also difficult to interpret as an effect of a happy
disposition on income (Inglehart & Klingemann, 2000). In sum, the causal arrow
between income and SWB appears to go in both directions, but the interactions
between personality dispositions and income are poorly understood.

A Guide to Needed Research

Although there are intriguing findings about the relation of money to happiness, the
extant research leaves many important questions unanswered. The needed research
involves repeating existing studies with better measures of SWB and income, adding
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measures of possible mediating variables such as desires and beliefs, and discover-
ing more about how income affects people’s actual everyday lives. Existing research
findings are often compatible with all of the theoretical accounts described above,
and for this reason more probing research is needed. In the following section we
discuss several of the methodological innovations needed to further our theoretical
understanding of the area, as well as describe additional questions that need to be
explored.

Methods

Measuring income better. Might it be that the low individual correlations reported
earlier are due to weak measures of income? Current measures of income suf-
fer from serious limitations as valid indicators of individuals’ material well-being,
whereas indicators of income at the societal level are likely to be somewhat more
accurate. Thus, the aggregated measures at the national level, although not perfect,
might result in strong correlations, whereas the more faulty measures at the indi-
vidual level might be so fraught with error of measurement that the individual level
correlations are necessarily low.

There is misreporting of income, both deliberate and unintentional, as well as
varying definitions of income across studies. Errors of memory also occur. For ex-
ample, Herriott (1977) found that people report more income when it is broken into
finer categories than they do when only a global report is requested, suggesting that
certain income is not recalled when global income measures are employed. Fur-
thermore, income measures are likely to be only modestly correlated with material
well-being. Besides income, the material goods and services available to people
also depend on their taxes, their savings, the availability of subsidized goods, the
goods they already own (including housing), prices in their locale, their spending
efficiency, the number of individuals in the household, gifts from relatives, and so
forth. Mayer (1997) reported that annual consumption is more evenly distributed
than annual income, in part because some people are only temporarily poor and
because many have unreported income. It is noteworthy that Mullis (1992) found
that current earnings correlated only 0.32 with a composite financial indicator (in-
cluding long-term income and net worth), and that net worth and long-term income
each made an independent contribution to the prediction of happiness beyond earned
income.

The societal trend toward more women working at paid jobs reveals the problem
of using earned income as the only measure of material welfare. Women on average
in recent decades are working much more at paid jobs, and this work enters the
national accounting system and increases the national GDP per person, as well as
reports of household income. If families then eat out more, hire a house cleaner,
send their children to daycare, and so forth, the payments for these services en-
ter into the national accounts. Had the woman stayed home and worked full time
as a homemaker, as was much more frequent in former days, however, none of
her home services would have been counted toward national income, although her
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home production was likely to have been substantial. The woman’s home production
might have even surpassed the services now purchased in the marketplace. Thus, the
increased family income (which will be taxed) due to a second wage earner in the
family is likely to substantially overstate the rise in material standards of the fam-
ily (Mayer, 1997). Similarly, retired people may have lower reported income than
formerly, and yet retain much the same standard of living (George, 1992) because
they own their home and car, have fewer debts, have no children to educate, have
greater savings on which to rely, and pay fewer taxes on their retirement pensions.
Thus, older adults can often experience the same material quality of life with less
reportable income.

Because of the numerous limitations in the material well-being measures em-
ployed in SWB surveys, a necessary course for future study is determining how
various types of measures improve the prediction of SWB. We need measures of
the ownership, use, and consumption of goods and services, not just income. We
need measures of the ownership, use, and consumption of goods and services that
people produce for themselves or obtain through trade. Certainly, we need income
measures that are calibrated for factors such as family size, regional cost of living,
governmental services, and expenditures for the basic necessities such as health and
food. In effect, we need measures of material quality of life, not just income per se.

Another important issue is how people spend their incomes. Some people buy
luxury goods, whereas others give substantial amounts to charity; certainly it is plau-
sible that income used in different ways might differentially influence SWB, and we
need measures reflecting different patterns of saving and consumption. Finally, we
must understand whether the means by which money is obtained (e.g., through luck,
inheritance, investments, or wages) influences the effects it has on SWB. Thus, sim-
ple measures of a respondent’s wages or household income, even when calibrated
for household size, must be augmented with more detailed questions about his or
her standard of living if we are to fully understand the relation of material welfare
and SWB.

Measuring subjective well-being better. Just as the income measures have limi-
tations, the SWB measures can also be improved. The large survey studies in which
much SWB research is usually embedded have given us large and broadly represen-
tative samples, but are based on somewhat superficial measures. When a respondent
indicates whether she is “very happy,” “pretty happy,” or “not so happy,” much about
her subjective experience of well-being is missed. Initial research work indicates
that the global measures do have a degree of validity, correlating at moderate levels
with other indicants of SWB such as informant reports, experience sampling mea-
sures, and interviewer ratings (Sandvik, Diener, & Seidlitz, 1993). With the current
measures, however, we have little idea when rich and poor people feel happy and
unhappy, satisfied and dissatisfied, and why. Furthermore, the global measures have
clear shortcomings. Schwarz, Strack and their colleagues (e.g., 1999) showed in
a series of important studies that chance situational factors can influence global
reports of life satisfaction. Not only do the Strack and Schwarz studies reveal that
there can be substantial random error in the global survey measures used in this field,
but they also indicate that variables such as a person’s circumstances in the past can
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have either positive or negative effects on reports of SWB, depending on how the
question is framed. Because many of the situational factors affecting global reports
of well-being may vary somewhat haphazardly across surveys (e.g., the weather and
current events at the time of the survey), random error might be reducing relation
between income and SWB. Thus, additional measurement methods are required in
addition to cross-sectional surveys.

A promising approach is to use experience sampling to measure SWB across
income groups. In the experience sampling method, researchers obtain mood and
satisfaction reports from respondents at random times in everyday life, often for a
period of one or two weeks. In this way, we hope to obtain a more accurate repre-
sentation of people’s feelings, which is not influenced by memory biases and scaling
artifacts. In addition, we can obtain reports of how people spend their time, and how
various activities contribute to SWB.

There is evidence that the experience sampling method will not produce the exact
same conclusions as the global survey method that has dominated the field. Exist-
ing research has demonstrated discrepancies in the findings of the two methods.
For example, Oishi and Diener (2000) showed in a series of studies that Asian-
Americans have similar emotional experiences “on-line” (recorded at the moment)
to European-American respondents, but that European Americans recall being hap-
pier and more satisfied in retrospective global measures. Mitchell, Thompson,
Peterson, and Cronk (1997) found that people recalled their vacations as being
better than was reported during the vacation, presumably because people have a
belief that vacations are fun and this belief distorted their recall. Wirtz, Scollon,
Kruger, and Diener (2001) found that the moods of spring break were misremem-
bered by college student participants, but that the misrecalled moods were a better
prediction of choosing to repeat the vacation than were actual online moods. There
is also evidence indicating that global measures of well-being compared to more
specific measures can be influenced by temperament (e.g., happy people weight
good circumstances more, and weight bad factors less in global reports, Diener,
Lucas, Oishi, & Suh, 2002) and by people’s norms about whether they believe it is
good to be satisfied (Diener et al., 2000). Diener et al. found that global reports
show systematic discrepancies from more specific satisfaction reports and these
discrepancies appear to stem from a global positivity disposition. Thus, poor and
wealthy people’s memories of their happiness may or may not accord well with
their actual on-line hedonic experiences. It could be that global reports of satisfac-
tion are influenced by people’s expectations of how happy they think they should
be, and do not faithfully reproduce on-line feelings of pleasure versus displeasure
(Kahneman, 1999).

The one study in which on-line recordings of mood were related to socioeco-
nomic status did not find a large positive influence of income on SWB.
Csikszentmihalyi and Schneider (2000) report SWB data based on experience sam-
pling of 849 adolescents several times a day for a week in each of three consecu-
tive years (over 33 responses on average per respondent). They found a small but
significantly decreasing trend in happiness across respondents in higher SES com-
munities: poor, 5.4; lower middle-class, 5.4; middle-class, 5.3; upper middle-class,
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4.8; and upper-class, 5.2 (on a 1–7 scale). Although this declining trend is not large,
it indicates that even with sophisticated experience sampling data we might not find
large positive effects of money on happiness. Indeed, these data suggest that there
may be high expectations for achievement, or relationship difficulties, that can make
wealthier youth less happy than other adolescents.

Despite the fact that the initial experience sampling study in which socioeco-
nomic status was related to SWB did not show a positive effect of money, this does
not indicate that different conclusions might be reached when experience sampling
measures are used with working adults. Not only might the experience sampling
measures lead to different conclusions compared to the global survey scales, but they
should reveal more intricate patterns of how income influences behavior and affect.
In addition, we should supplement the experience sampling method with biological
indicators of well-being (e.g., measures of cortisol and eye-blink response). One of
the hopes, albeit untested, is that the biological and experience-sampling measures
might reveal whether the differences between rich and poor are larger at the level of
momentary experience than they are in global reports, because people adjust their
scale responses to the global reports to fit their situation (Kahneman, 1999). By
finding out when wealthy and impoverished people are feeling pleasant versus un-
pleasant emotions, we should gain a firmer understanding of the effects of income.
In addition to experience sampling, the global surveys should be supplemented with
biological measures (e.g., cortisol), memory recall for good and bad life events,
qualitative measures, and reports by informants.

Longitudinal research. One of the advantages of experience sampling is that
the researcher gains measures over time, and therefore can examine the time-
sequencing of variables. When more global measures are employed, it would be
very helpful if they were also used much more often in panel designs that lon-
gitudinally span a period of time. The cross-sectional survey studies that rule the
field leave open questions of causal direction and mediating processes. The few
published longitudinal studies provide stronger conclusions than the cross-sectional
studies, and thus the addition of sampling over time is a research imperative for the
future.

Measures of mediating processes. A difficulty with making theoretical conclu-
sions in this field is that the data are so sparse in terms of measures of psychological
processes and behavior. Thus, we have correlations of income and SWB, but are left
guessing as to the mediating psychological processes. For instance, we can make
conjectures about rising aspirations, but measures of desires must be included in the
studies, and their effects ascertained, in order to test these ideas. Similarly, we can
make conjectures about the social relationships, fulfillment of needs, time pressures,
stressors, social comparisons, and daily behaviors of the rich and poor, to explain
the existing patterns of data, but we very much need measures of these putative
intervening variables. If these possible mediating variables are measured over time,
we will be in a much stronger position to create meaningful theoretical models.

In the above section we outline the research methods needed to make progress in
developing adequate psychological theories in this area. In the following section we
outline several important questions that need to be answered.
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Why are People in Richer Nations Happier?

A question that is central to policy considerations is why individuals in wealthy na-
tions report higher SWB than people in poorer nations. This question bears directly
on the issue of the extent to which governments should continue to aggressively pur-
sue policies to stimulate economic growth. Equality, education, literacy, longevity,
human rights, and subjective well-being are higher in wealthier nations (E. Diener,
& C. Diener, 1995a), but which direction does the causal arrow point between in-
come and these variables? Does wealth cause these other valuable characteristics
or is it a result of democracy and SWB? Policy makers can, to varying degrees,
temper economic aims with other values (e.g., environmental or equality goals), and
therefore the question of why wealthy nations are happier is a central one relevant
to creating economic policies.

One possibility for explaining the higher SWB of wealthier nations is that they
set the standard for material fulfillment. Thus, wealthy nations exhibit a lifestyle
that is desired in poorer nations, but that is only achieved in wealthier ones. If so,
it might be that people in wealthier countries are happier because they are closer
to the standard to which people throughout the world aspire. It is also possible,
however, that affluence has little or nothing to do with the high SWB in wealthy
nations. It might be that the wealthier nations had more stability, greater democracy,
freedoms, human rights, equality, and a culture emphasizing approach behavior, and
these variables led to both greater happiness and higher incomes. Political stability
and security in particular may have caused more productive economies and higher
SWB, without any direct influence of money on happiness. If it were the case that
political stability and so forth produced both happiness and higher incomes in the
wealthy nations, economic development would not be so clearly necessary in terms
of producing higher levels of SWB. Research on economically developing nations,
especially those with political stability and so forth, but less economic growth, will
shed light on this issue.

Why Do People Want More Money?

An increase in income among well-off people in wealthier nations appears not to
substantially enhance happiness, at least as assessed with existing measures. Within
most economically developed nations richer people are only slightly happier than
most others. Why do people desire a higher income if it will not make them much
happier? One possible reason is that people do not realize that money will not raise
their SWB. Because money is such a central topic of concern in modern society,
scripts and beliefs attaching it to happiness may be firmly entrenched in our be-
lief network, regardless of our actual experiences. This reason is to some extent,
however, cast in doubt by the fact that most people claim that money is not that
important in their hierarchy of values (e.g., Diener & Oishi, 2000), thus suggesting
that they know money is not crucial to their happiness. Nonetheless, it could be that
people believe more money will make them happier, but do not readily admit this in
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surveys. A related hypothesis is that people feel good working for the goal of higher
income, regardless of whether attaining a high income is ever reached.

Another reason that people may seek money is that it produces short-term spurts
in positive affect even if it does not enhance people’s long-term levels of well-
being. In other words, people may be reinforced for earning and spending money by
positive emotional feelings, regardless of whether these feelings continue for long
periods. Yet another factor may be that people may feel a need to acquire money,
goods, and services because of societal pressure. That is, individuals may feel that
they must buy cars and so forth to gain status and good standing in the community,
and to not be perceived as failures.

Conclusions

In the title of this review we raise the question of whether money will make us
happy. What can we conclude? It appears that a higher income might help if we are
very poor. Living in a wealthy society appears to be beneficial. On the other hand,
strongly desiring large amounts of money appears likely to hinder our chances for
high SWB. Gaining more income if we are middle-class or upper-class and are living
in a wealthy nation is unlikely to substantially bolster our SWB on a long-term basis.
Thus: our advice is to avoid poverty, live in a rich country, and focus on goals other
than material wealth. What of individuals then, who reside in poor nations or who
live in rich nations but remain poor despite their efforts? To these individuals we
owe public policies, as well as private initiatives, to enhance their incomes in a time
when the material wealth of the world is growing at a rapid pace.

A fundamental finding of the present review is that for middle-and upper-income
people in economically developed nations, acquiring more income is not likely to
strongly enhance SWB. Indeed, some studies find that rising wages predict less well-
being. For example it has been found that rising income led to higher divorce rates
(Clydesdale, 1997), greater stress (Thoits & Hannan, 1979), lower global well-being
(Diener et al., 1993), and less enjoyment of small activities (Brickman et al., 1978).
It thus appears that some reorientation is needed in material goals, from acquiring
money to enjoying the process of work and contributing to society. People should
understand that placing great emphasis on the acquisition of wealth can be coun-
terproductive to happiness, and that gaining increased income has dangers as well
as pleasures. As the world enters a new era of material abundance, a new paradigm
is needed in which greater emphasis is placed on fulfilling vocations that benefit
society, and on preventing the involuntary poverty that is associated with a higher
risk of unhappiness.
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