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1. Introduction  
In recent years, the increased income inequality in Europe (Blanchet, Chancel & Gethin, 2019) 
has been argued to have large implications for society as well as the individual. After the 
publication of some controversial evidence by Pickett and Wilkinson (2009) regarding the 
damaging effects of income inequality, a debate was sparked amongst both scholars and the 
general public. Income inequality was suggested to exacerbate societal issues as well as the 
health and well-being of individuals. However, some critics claimed this narrative to be 
simplified and the issue to in fact be more complex (Snowdon, 2010; Sanandaji, Malm & 
Sanandaji, 2010; Saunders, 2010).  
 
This thesis aims to investigate how income inequality affects the happiness of individuals in 
order to further understand its possible consequences for individual utility. We aim to contribute 
to the discussion on possible mechanisms behind happiness, the suggested effects of inequality 
and the policy implications of such findings.  
 
Happiness research is an emerging field with great potential policy relevance. It can be argued 
that the ultimate goal for politics in a democracy should be to maximize subjective well-being 
(SWB). Rothstein (2010) suggests the SWB of citizens to provide a non-elitist measure of life 
satisfaction and multiple scholars have argued it to be a good proxy for individual utility (e.g. 
Frey & Stutzer, 2002; Dolan, Peasgood & White, 2008). Frey and Stutzer (2002) further argue 
that happiness research could be relevant for policy on multiple levels by providing new insights 
on individual preferences and by highlighting the importance of fundamental institutions. 
 
Several studies have shown a negative relationship between income inequality and SWB. The 
first study aiming to investigate such a relationship was conducted by Morawetz et al. (1977). 
This study found that individuals living in a village with equal income distribution reported 
higher levels of happiness than those living in a more unequal neighbouring village. Since then, 
numerous studies conducted on a much larger scale, using mainly household survey data, have 
presented evidence of a negative relationship between SWB and income inequality (e.g. Alesina, 
Di Tella & MacCulloch, 2004; Schwarze & Härpfer, 2007, & Ferrer-i-Carbonell & Ramos, 
2010). 
 
The negative relationship between income inequality and happiness has been challenged by the 
findings of other studies. A positive relationship was found by a few (Haller & Hadler, 2006; 
Graham & Felton, 2006) whilst some failed to find a significant relationship (Helliwell, 2003; 
Senik, 2004). Yu and Wang (2017) present evidence of a U-shaped relationship, suggesting that 
inequality up to a certain level increases happiness but that the effect is negative for levels of 
inequality beyond that point. 
 
A negative relationship between income inequality and happiness suggests inequality aversion. 
Preferences for inequality have been argued to depend on self-interest motives, regard for others 
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and relative concerns (Ferrer-i-Carbonell & Ramos, 2012). These preferences differ between 
individuals and could also be influenced by the governance and prevailing policies in a country.  
 
The focus of this thesis is to investigate the relationship between income inequality and SWB 
amongst Scandinavian countries and the rest of Europe. Scandinavian countries report high levels 
of happiness (World Happiness Report, 2018) and can to a large extent be categorized as 
universal welfare states, where the provision of benefits and services are distributed with 
relatively undifferentiated eligibility (Alber, 2006; Esping-Andersen, 1990). In contrast, most 
other countries in Europe have welfare systems more dependent on needs-testing and 
bureaucracy (Rothstein, 2010). These countries also report lower levels of happiness on average 
(World Happiness Report, 2018). Against this background, our analysis will compare the 
preferences for inequality in Scandinavia to that of the rest of Europe.  
 
To investigate the relationship between income inequality and SWB, we will conduct an 
econometric analysis using cross sectional data from the European Social Survey (ESS) as well 
as macroeconomic indicators obtained from the World Bank. Our variable of interest, income 
inequality, is measured by the Gini index. Our dependent variable, happiness, is our chosen 
measure of SWB. To estimate this relationship, we will estimate linear well-being regressions. 
 
The main finding of this thesis is a significant and negative effect of income inequality on 
happiness in both Scandinavia and in the rest of Europe. A high level of income inequality is 
therefore shown to reduce happiness, suggesting inequality aversion for both samples. However, 
the negative effect is shown to be larger in Scandinavia, indicating a stronger inequality aversion 
within these countries. 
  
The remainder of this thesis is structured as follows. In section 2 a brief discussion of the 
literature on subjective well-being and a more extensive summary of previous research on the 
relationship between income inequality and happiness is presented. Section 3 provides an 
overview of the data and the methodology used for our analysis. Results are presented in section 
4, including regression outputs for the full European sample as well as a comparison between the 
outputs for Scandinavia and rest of Europe. Section 5 concludes this thesis by discussing possible 
explanations, limitations and policy implications.  
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2. Literature review 
2.1 Subjective well-being 
The growing field of happiness economics challenges neo-classical economics by using 
alternative methods and measures in determining individual well-being and utility. The concept 
of subjective utility has gained importance for those seeking to understand individual well-being, 
utility and welfare beyond revealed preference methods (Dolan et al., 2008), assumptions of 
rational decision making and interpersonally independent utility functions (Frey & Stutzer, 2002).  
 
Subjective well-being, as reported by the individual, has been introduced as a proxy for 
individual utility. Frey and Stutzer (2002) concludes that subjective well-being constitutes a 
valuable complement to objective measures. The concept captures not only procedural utility, but 
also experienced utility. Since subjective well-being is indeed the ultimate goal for many 
individuals, and potentially then also for society, it can be considered a highly relevant measure. 
When stating their well-being, individuals take the overall circumstances of their lives into 
consideration, as well as their situation relative to others - making it also a comprehensive 
measure and a good approximation of individual utility. 
 
To further investigate and validate the usage of subjective well-being as a proxy for individual 
utility, a number of studies have been conducted comparing subjective well-being to more 
objective indicators. Examples include physiological tests of brain activity (Urry et al., 2004) and 
facial movements (Kahneman, 1999), both concluding that the physical indicators are very much 
in line with the reported subjective well-being of individuals. Additionally, Oswald and Wu 
(2010) conducted a study where market-derived indicators of life quality in specific US regions 
were compared to reported subjective well-being. They found strong correlations between the 
subjective and objective measures. Hence, subjective well-being can be considered a relevant and 
highly informative measure to be used as the dependent variable in the analysis of this thesis.  
 
Philosophical suggestions have been made that happiness and well-being are not perfectly 
equivalent (e.g. Haybron, 2010). However, we have chosen to use them synonymously in 
accordance with the conclusion presented by Van Praag and Ferrer-i-Carbonell (2010), who 
explain that the two concepts are empirically non-distinguishable. 

2.2 Preferences for inequality 

2.2.1 Empirical findings 
In this thesis we aim to conduct an econometric analysis using data from Scandinavia and the rest 
of Europe to investigate the effect of income inequality on SWB. There is extensive research 
using a similar approach; an econometric framework with subjective happiness as the dependent 
variable and income inequality (captured by the Gini index) as the variable of interest. For all 
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studies using this approach, a negative estimated coefficient for the Gini index would imply 
inequality aversion amongst the individuals in the sample. This suggests that a less equal 
distribution of income corresponds to lower happiness.  
 
One of the first studies investigating the effect of income distribution on subjective well-being 
was conducted by Morawetz et al. (1977). The study compared the self-reported happiness of 
individuals from two very similar Israeli villages; one with an equal income distribution and one 
with an unequal income distribution. Although the research faces some threats to its external 
validity, the result of the study was the first empirical evidence of inequality aversion. The people 
in the unequal village was less happy than those in the equal village, even after controlling for 
socio-demographics such as age, marital status and education. 
 
Since the above-mentioned study was conducted, a large number of studies have been carried out 
investigating the possible effects of inequality on happiness. More recent research commonly 
uses datasets collected from household social surveys, allowing analysis to be conducted on very 
large samples. In a review by Ferrer-i-Carbonell and Ramos (2012) it is concluded that a majority 
of studies show a significant negative effect of inequality on SWB for Western countries. Further, 
these effects seem to be the most consistent and distinguishable in Europe.  
 
Comparing Europe to the US, Alesina et al. (2004) find larger effects of income inequality on 
happiness in Europe. They show significant negative effects of inequality on happiness for the 
full European sample as well as sub-samples of left-wing, rich and poor individuals. The negative 
effects detected for the full American sample are much smaller, indicating a weaker inequality 
aversion. These effects are, however, only significant for a sub-sample of rich individuals.  
 
The inequality aversion of Europeans has further been illustrated by Schwarze and Härpfer 
(2007) who use data from the German Socio-Economic Panel Study to investigate the possible 
inequality aversion of Germans. They find a significant negative effect of unequal regional 
income distribution on reported life-satisfaction. The results presented by Ferrer-i-Carbonell and 
Ramos (2010) confirms these findings.  
 
There are, however, studies that find no significant relationship between income inequality and 
happiness (e.g. Helliwell, 2003; Senik, 2004) and a few presenting evidence of a positive 
relationship. Using World Survey data, Haller and Hadler (2006) find that income inequality 
increases life satisfaction. Graham and Felton (2006) find a positive relationship between high 
income inequality and subjective well-being for a large Latin American sample. A positive 
relationship has also been found when analysing income inequality within relevant reference 
groups (e.g. Clark, 2003a).  
 
The contradictory results of different studies is suggested by Bjørnskov (2003) to possibly be 
explained by the different sets of data used for analysing the effect of income inequality. 
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Bjørnskov (2003) further explains that the inclusion of certain countries may have a dominating 
effect on the results.  
 
Yu and Wang (2017) provide an interesting addition by showing evidence of a U-shaped 
relationship between income inequality and happiness. Using US panel data as well as European 
cross-national data, they find a positive effect of inequality up to a certain level for both samples. 
They identify an inflection point (given by a specific Gini index), beyond which the effect on 
happiness is negative. For the European sample, the U-shaped relationship is significant. 
However, this relationship becomes insignificant when including the Scandinavian countries in 
the analysis. Yu and Wang (2017) therefore exclude Scandinavia from their main results and 
suggest that social institutions brought on by the welfare systems may be crucial to the 
relationship between income inequality and subjective well-being.  
 
This paper aims not to conduct an analysis of the possible U-shaped relationship suggested by Yu 
and Wang (2017). It does, however, aim to perform an analysis with Scandinavia as its main 
focal point, to address welfare and social institutions as possibly crucial mediators between 
income inequality and happiness. 

2.2.2 Explanatory overview   
Many explanations behind preferences for inequality have been suggested and several possible 
determinants have been investigated. Self-interest motives are one of them, which includes the 
perceptions of whether inequality constitutes a risk of being worse off in a future scenario or an 
opportunity of being better off. These perceptions depend on personal traits and past experiences 
but have also been shown to depend on risk aversion (Ferrer-i-Carbonell & Ramos, 2010).  
 
The positive relationship found by Yu and Wang (2017) is explained by the “signal effect”, 
where the income gap serves as a motivator through social comparisons by signalling 
opportunities of closing the gap for aspiring individuals. The negative effect (after the inflection 
point) is explained by a dominating “jealousy effect”. Too large of an income gap is said to create 
feelings of hopelessness and jealousy when comparing oneself to others and therefore cause 
lower well-being. 
 
Additionally, fairness concerns and perceptions of social mobility have been shown to impact an 
individual’s preferences for inequality. If the income generating process in a society is perceived 
as fair (such that hard work and dedication generates a high income) this increases the tolerance 
for inequality (Alesina et al., 2004). An interesting suggestion was made by Alesina and 
Angeletos (2005) that perceptions of fairness in a society can be self-fulfilling. A society where 
individual effort is regarded as the main determinant of income would be likely to have non-
extensive redistribution policies and low taxes. Arguably, luck becomes less present as a 
determinant of success within such a context, causing the social perceptions to be reinforced. 
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The perceptions of an individual’s own position in its societal context and its ability to improve 
this position, have been shown to have a large impact on preferences for inequality. It has been 
shown that a perceived high social mobility increases the tolerance for inequality. An illustrative 
example is the US, where people have been shown to have optimistic perceptions of the 
possibility of upward mobility (Alesina & La Ferrara, 2001; Alesina et al., 2004) and a higher 
tolerance for inequality compared to Europe (Yu & Wang, 2017).  
 
A personal history of hardship can create pessimistic perceptions of how likely one is to climb 
upwards on the socioeconomic ladder. This can in turn result in inequality aversion (Piketty, 
1995; Giuliano & Spilimbergo, 2009). Expectations about future income and the slope of an 
individual’s past income growth have also been shown to affect preferences for inequality (Clark, 
2003a), arguably through its effect on perceptions of social mobility. 
 
Schneider (2019) suggests that income inequality both increases the importance of subjective 
social status and lowers self-perception of social status, which in turn affects the overall well-
being of individuals. Delhey and Dragolov (2014) have shown status anxiety and distrust to serve 
as mediators for inequality aversion and well-being. By analysing data from the 2007 European 
Quality of Life Survey, they show that status anxiety (worrying about not being perceived as 
accomplished enough in comparison to others) plays an important role in less affluent societies. 
This seems somewhat contradictory to the suggestions made by Pickett and Wilkinson (2010) in 
The Spirit Level, where status anxiety is presented as the main explanation for inequality 
aversion also in rich societies. Delhey and Dragolov (2014) argue that distrust is instead to be 
viewed as the main mediator within rich societies. Their finding suggests that not feeling able to 
rely on others (and therefore not committing to fellow citizens) is key in understanding inequality 
aversion in more affluent societies.  
 
Trust has also been presented as a determinant of preferences for redistribution (Di Tella & 
MacCulloch, 2009). Preferences for redistribution are often mentioned on a separate note, but 
should be addressed here due to their possibly close relationship with inequality aversion. Apart 
from trust, efficiency of the prevailing welfare system, corruption as well as an individual’s 
inequality aversion are to be viewed as determinants (Algan, Cahuc & Sangnier 2011; Di Tella & 
MacCulloch, 2009). Preferences for redistribution could through fairness concerns have an 
impact on the inequality aversion of individuals (Alesina & Angeletos, 2005). This would impose 
a link between the welfare policies of a country and the inequality aversion of its people. Through 
comparing the effect of inequality on happiness in Scandinavian countries to that in the rest of 
Europe, this paper can hopefully help shed some light on these mechanisms. 

2.3 Scandinavia – happiness in welfare states 
The Scandinavian countries (Denmark, Finland, Iceland, Norway and Sweden) are almost 
without exception at the top of all life satisfaction and happiness rankings. The latest World 
Happiness report (2018) shows that Finland, followed by Norway, Denmark and Iceland are the 
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happiest countries in the world. Sweden holds the ninth place in the ranking. The divergence 
amongst Scandinavian countries is small compared to rest of Europe, where Switzerland holds 
the fifth place in the ranking, and Ukraine the 138th place being the least happy country in 
Europe. Scandinavia as a whole is hence happier on average and show a much smaller variance 
than the rest of Europe.  
 
Rothstein (2010) expresses how such differing levels of happiness amongst Western democratic 
societies, all to be regarded as welfare states, may be puzzling. It is clear, according to Rothstein 
(2010), that only some welfare states are able to create happiness for its citizens. 
 
A few studies have been conducted investigating the relationship between happiness and welfare 
expenditure. Di Tella, MacCulloch and Oswald (2003) find a positive relationship between 
unemployment benefit rates and reported life satisfaction for both the employed and unemployed 
in Europe. Other studies find no significant effect of welfare expenditure on happiness 
(e.g.Veenhoven, 2000). The presented evidence may be mixed, but the possible importance of 
prevailing welfare systems for individual well-being cannot be ruled out. 

2.3.1 Universal welfare systems 
Rothstein (2010) reviews the existing research on the impact of welfare states on subjective well-
being. He concludes that the extensive welfare policies of the Nordic countries seem to be related 
to their high reported levels of happiness. This is somewhat in contrast to the prevailing discourse 
amongst several critics, where highly encompassing welfare states are argued to pose a threat to 
personal integrity, stigmatize the worse-off, cause bureaucracy to invade the personal sphere of 
its citizens and create dependency (Rothstein, 1998).  
 
Rothstein (2010) further suggests that a distinction between different types of welfare states is 
needed in order to understand how they are related to SWB. Alber (2006) and Esping-Andersen 
(1990) identify the Nordic welfare states as “universal welfare states”. The main characteristics 
of such states are the extensive provision of social benefits and services as well as the 
undifferentiated eligibility across the population for this provision.  
 
Rothstein (2010) argues that the distribution of benefits and subsidies in universal welfare 
systems are more likely to keep personal integrity intact and ensure participating and functioning 
members of society. The procedures of the benefit distributions are also likely to be perceived as 
fair, mainly due to the lack of the somewhat capricious bureaucratic processes used for needs-
testing in non-universal welfare systems. 
 
Selective welfare programs, only available for the economically challenged, constitutes the 
contrast to universal systems. An extensive administrative process is needed to identify the needs 
and evaluate the eligibility of individuals applying for benefits in such a system (Kumlin, 2004). 
Rothstein (2010) describes how such welfare systems are likely to create social stigmas for those 
in need of benefits and a feeling of violated integrity due to the benefit application-process. It is 
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further argued that these systems tend to cause a downward spiral of increased distrust and 
enhanced bureaucratic control. 

2.3.2 Trust 
Both social and institutional trust have been suggested as key mediators in the process of 
spawning happiness in welfare states. Andersen et al. (2007) argue that trust in fellow citizens as 
well as in public institutions is a prominent feature in what is described as the Nordic model. 
Andersen et al. (2007) further suggest that the universal welfare system strengthens the 
intergenerational and interpersonal trust by providing a social contract between citizens. This 
social contract is to a large extent enabled by progressive or proportional taxes. Rothstein (2010) 
describes how universal distribution of benefits funded by proportional/progressive taxes is not 
only a highly efficient redistributive policy, but also ensures continued trust and support for 
institutions. If well-executed, it will be clear to the taxpayers where their money is being spent 
and they will (through the universal distribution) benefit from it themselves. Rothstein (2010) 
further argues that in a non-universal system this is not as present - causing a distrust in public 
institutions and less support for redistributive policies.  
 
Helliwell and Huang (2008) suggest governance to be the most important factor in explaining the 
world-wide differences in well-being. It has been argued that the high social and institutional 
trust found in Scandinavia is a prerequisite for universal welfare systems to work. However, the 
causality also seems to possibly operate in the opposite direction such that universal welfare 
systems creates high levels of social trust (Rothstein, 2010). Rothstein (2010) finds that countries 
with high levels of happiness tend to have high social trust and low perceived levels of 
corruption. Against this background, it can be suggested that the welfare system of a country does 
indeed impact the happiness of its people, even though the causality is complicated.  
 
To conclude, Scandinavian countries can be distinguished from the rest of Europe on two notes. 
Firstly, they report high satisfaction with life and are amongst the happiest in the world. 
Secondly, their welfare policies are universal to an exceptionally large extent, suggesting high 
levels of social trust and particular preferences for redistribution. 
 
In this thesis, we aim to examine the preferences for inequality in Scandinavia compared to the 
rest of Europe. We expect to find an overall negative relationship between income inequality and 
happiness. Further, we also hope to distinguish whether or not this effect differs in magnitude 
between the two samples. Given some of the previously mentioned findings, we expect to detect 
such a difference since the welfare systems of Scandinavia are different from those in the rest of 
Europe.  
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3. Data and Methodology 

3.1 Data 
In this thesis, micro data from the European Social Survey (ESS) is being used. ESS is a cross 
national survey conducted in European countries every other year since 2002 (European Social 
Survey, 2019a). The survey is based on interviews with large randomly selected samples of 
individuals (European Social Survey, 2019b). The samples are newly selected for every round 
and have to be representative of all individuals above the age of 15 in order to be included 
(European Social Survey, 2019d). All countries available in the ESS data set is used to conduct 
our analysis. A comprehensive overview of participating countries and selected rounds can be 
found in table 5 in appendix. The countries not participating in the selected rounds should not 
bias our results substantially, but the reader should be aware that there is a slight tendency for 
less affluent and former Yugoslavian countries not to participate.  
 
ESS includes an extensive collection of individual characteristics necessary for our econometric 
analysis. We are using rounds 4, 5, 6, 7 and 8 conducted in the years of 2008, 2010, 2012, 2014 
and 2016. Rounds 1, 2 and 3 were excluded since the measure of household net income differed 
from later rounds, which if included would have complicated our analysis.  
 
The ESS question on subjective well-being is crucial, since responses to this question will serve 
as our dependent variable. In the ESS, respondents are asked to rate their overall happiness from 
1 (extremely unhappy) to 10 (extremely happy). The question is posed as follows: “Taking all 
things together, how happy would you say you are?” (European Social Survey, 2019e). In order 
to use responses to such a question as proxies for utility, it has been suggested that two crucial 
assumptions have to be made. The first one concerns the willingness and ability of the respondent 
to provide an answer inferable to individual utility. The second one concerns the interpersonal 
comparability between the reported subjective happiness for different individuals (Ferrer-i-
Carbonell & Ramos, 2012). In this thesis we aim only to draw conclusions about the determinants 
of happiness and have no intention of making comparisons of the absolute happiness levels 
between individuals. Drawing upon the conclusions presented by Frey and Stutzer (2002), the 
data used to conduct our analysis need therefore not be viewed as cardinal and the assumption of 
interpersonal comparisons need not be fulfilled. Further, Ferrer-i-Carbonell and Frijters (2004) 
have shown that assuming cardinality or interpersonal ordinality of the responses makes little 
difference to the results.  
 
The main aim of this thesis is to investigate how the income inequality of a country affects the 
happiness of its people. Income inequality, our variable of interest, can be measured in several 
ways. The Gini index was chosen for our analysis, since it provides a convenient summary 
measure of the degree of inequality. With very few exceptions, the Gini index is used to measure 
inequality (Ferrer-i-Carbonell & Ramos, 2012).  
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The Gini index measures the extent to which the distribution of income amongst individuals or 
households within a society deviates from a perfectly equal distribution. It is defined as the ratio 
between the area restricted by the Lorenz curve and the hypothetical line of absolute equality and 
the summed area under the hypothetical line of absolute equality. Thus, a Gini index of 0 
represents absolute equality whilst an index of 100 represents absolute inequality (World Bank, 
2019c).  
 
Since the collected surveys used for computing the Gini indices slightly differ in methods and 
measures, the World Bank (2019c) explains that Gini index data is not strictly comparable across 
countries and years. It is further explained by the World Bank (2019c) that an effort has been 
made to ensure that the data is as comparable as possible.  
 
Figure 1 shows a scatter plot illustrating the negative relationship between the happiness measure 
obtained from the ESS survey questions and the Gini index values obtained from the World Bank 
for all available countries in the selected ESS rounds. The scatter plot shows that countries with 
higher levels of income inequality tend to have lower levels of happiness. 
 
Figure 1 - Relationship between income inequality and happiness 
 

 
Source: European Social Survey (2019c), World Bank (2019c).1 
 
Apart from income inequality, certain additional macroeconomic variables are included as 
controls. To conduct our analysis, we merge the ESS dataset with this macro data. Data on GDP 
per capita and government expenses are obtained from the World Bank (2019b, 2019a) for all 
available countries participating in ESS during the years of 2008-2016. In particular, we chose to 
obtain PPP adjusted GDP per capita converted into international dollars (constant 2011) to 

                                                
1 A comprehensive overview of participating countries and selected ESS-rounds is to be found in table 5 in appendix.  
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eliminate the possible effect of inflation and ensure comparability between currencies. The 
government expenses measure consists of government cash payments related to the provision of 
goods and services (including e.g. social benefits, wages for government employees, grants and 
subsidies) (World Bank, 2019a).  
 
Table 1 presents a descriptive overview of the variables to be used in our analysis for the full 
European sample. For summary statistics on the sub-samples; Scandinavia and rest of Europe, see 
table 2.  
 
Table 1 – Descriptive statistics, full European sample 
 

 
 
  

 
Variable 

 
Description 

 
Observations 

 
Mean 

 
Std.Dev. 
 

 
Female 

 
1 if female 
 

 
241 734 

 
1.539 

 
0.499 

Age Calculated age of respondent  241 135 48.554 18.662 

Married 1 if married 241 893 0.127 0.333 

Health Subjective health, 1 (very good) – 5 (very 
bad) 

241 477 2.236 0.941 

Household net income Household net income, all sources, 
expressed in deciles 

187 621 5.195 2.778 

Paid work 1 if paid work last 7 days 241 833 0.511 0.500 

Number of people in household People living regularly as member of 
household 

241 488 2.702 1.428 

Highest level of education 1 (less than lower secondary education)- 7 
(higher tertiary education) 

241 196 3.667 3.147 

Children living in household 
 

1 if respondent lives with children in 
household, 2 if not 

241 499 1.630 0.483 

 
Income inequality 

 
Gini index 0 (absolute equality)-100 
(absolute inequality) 
 

 
183 881 

 
31.695 

 
4.579 

GDP/capita PPP adjusted Gross Domestic Product per 
capita, in constant 2011 international 
dollars 

241 883 34824.89 11758.6 

Government expenses 
 

Government expenses as percentage of 
GDP  

231 981 36.538 8.447 
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Table 2- Descriptive statistics, Scandinavia and rest of Europe 
 

 

  

 Scandinavia Rest of Europe 
        
Variable 
 

Description Observations Mean Std.Dev. Observations Mean Std.Dev. 

Female 1 if female 34 463 0.495 0.500 207 271 0.546 0.498 

Age Calculated age of 
respondent  

34 462 48.407 18.912 206 673 48.578 18.620 

Married 1 if married 34 474 0.111 0.315 207 419 0.130 0.336 

Health Subjective health, 1 (very 
good) – 5 (very bad) 

34 440 2.018 0.871 207 037 2.272 0.947 

Household net 
income 

Household net income, 
all sources, expressed in 
deciles 

31 744 5.844 2.810 155 877 5.062 2.752 

Paid work 1 if paid work last 7 days 34 470 0.577 0.493 207 363 0.500 0.500 

Number of people 
in household 

People living regularly as 
member of household 

34 444 2.559 1.341 207 044 2.726 1.441 

Highest level of 
education 

1 (less than lower 
secondary education) -7 
(higher tertiary 
education) 

34 398 3.751 2.934 206 798 3.653 3.181 

Children living in 
household  

1 if respondent lives with 
children in household, 2 
if not 

34 442 1.671 0.470 207 057 1.623 0.485 

 
Income inequality 

 
Gini index 0 (absolute 
equality)-100 (absolute 
inequality) 

 
28 572 

 
27.204 

 
0.899 

 
155 309 

 
32.521 

 
4.504 

GDP/capita PPP adjusted Gross 
Domestic Product per 
capita, in constant 2011 
international dollars 

34 474 47426.74 8883.117 207 409 32730.31 10832.7 

Government 
expenses 
 

Government expenses as 
percentage of GDP  

34 474 36.270 3.926 197 507 36.585 9.006 
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3.2 Econometric Model 
In order to conduct an analysis of income inequality and its possible effects on happiness, we 
have identified an econometric model where both individual and country level control variables 
are included. To be able to obtain our results, we rely on cross-country and time variation in 
inequality.  
 
The same econometric model is used to analyse the full European sample as well as the sub-
samples of Scandinavia and the rest of Europe. Ordinary least squares (OLS) regressions and the 
following econometric framework are used to conduct our analysis: 
 
𝑆𝑊𝐵$%& = 𝛽) + 𝛽+𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦%& + 𝛽6𝑀𝐴𝐶𝑅𝑂%&+𝛽<𝑀𝐼𝐶𝑅𝑂$%&+𝛼%+𝛾&+𝜖$%& 
 
On the left-hand side is our dependent variable; subjective well-being (happiness), for individual 
i, in country c at time t. The time indicator t corresponds to a specific ESS round, conducted in 
either 2008, 2010, 2012, 2014 or 2016.  
 
On the right-hand side is the variable of interest; income inequality in country c at time t. There 
are also MACRO controls in country c at time t and MICRO controls for individual i in country c 
at time t. MACRO is a vector including a number of macroeconomic variables such as GDP per 
capita and government expenses. MICRO is a vector including individual characteristics such as 
socio demographics and health.   
 
On the right-hand side there is also 𝛼% , which is a dummy variable for each country (our cross-
sectional unit). 𝛾& is a dummy variable for each ESS round (our unit of time). 𝜖$%& is the error 
term, including all unobserved variables affecting SWB. In order to correct for possible 
heteroscedasticity, robust standard errors are used. 
 
Three models are estimated throughout which additional macroeconomic indicators are included. 
The models are described in detail in the following sub-sections.  

3.2.1 Model 1 (Baseline Model) 
The baseline model consists of solely income inequality and our chosen micro control variables. 
These are variables on personal characteristics such as gender, age, education, employment 
status and income as well as relationships such as marital status, people living at home, children 
living at home and health. The same set of micro control variables are present in all our estimated 
models.  
 
Regarding personal income, results generally suggest a positive but diminishing effect (Dolan et 
al., 2008). As a robust and general result, it has been found that richer people on average report 
higher SWB (Frey & Stutzer, 2002). However, additional income does not raise happiness ad 
infinitum and the relationship seems to be nonlinear with diminishing marginal utility. Studies 
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indicate that some of this positive association between absolute income and happiness is likely to 
be due to reverse causation, since higher well-being may generate higher future income (Diener, 
Lucas, Oishi, & Suh, 2002; Graham, Eggers, & Sukhtankar, 2004; Schyns, 2001). Other studies 
suggest that some of this positive association is likely to be due to unobserved factors such as 
personality (Ferrer-i-Carbonell & Frijters, 2004; Luttmer, 2005). Personal income, which is 
defined as all sources of household net income expressed in deciles, is controlled for in our 
analysis. It is, however, important to keep possible reverse causation and the effect of unobserved 
factors in mind.  
 
The evidence on the relationship between education and SWB is mixed. Blanchflower and 
Oswald (2004b) find a positive relationship, but do not control for health. Using the General 
Health Questionnaire (GHQ), where both physical and psychological health is measured, Flouri 
(2004) finds no significant relationship between GHQ scores and education. Clark (2003b), 
however, finds higher levels of education to be associated with worse GHQ scores. We control 
for education by using the respondent’s self-proclaimed education level.  
 
SWB has been shown to have a strong relationship with both physical and psychological health. 
Health is likely to impact SWB, even if the causality could be reversed (Dolan et al., 2008). 
Certain specific health conditions such as heart attacks and strokes, have been shown to reduce 
well-being (Shields & Wheatley Price, 2005), which Dolan et al. (2008) argue would make a 
finding of reverse causality between health and SWB less likely. The control for health used in 
our model is subjective health, meaning the self-evaluated and reported health of the respondent. 
Subjective health is suggested to be a good measure of health, but may quite evidently be 
correlated with SWB (Monden, 2014).  
 
The effects on SWB of not having a job are relatively clear. Using data on European countries 
over the period 1975-1991 and controlling for a large number of other determinants of happiness 
such as income and education, Di Tella, MacCulloch and Oswald (2001) find unemployed 
individuals to have much lower self-proclaimed happiness than employed individuals with 
otherwise similar characteristics. We control for unemployment by using a dummy which takes 
the value 1 if the respondent has done paid work in the last 7 days. This variable is used since it 
was the best proxy available for unemployment in the ESS data set.  
 
Relationships of all kinds may also affect SWB. Helliwell (2003) shows that being married is 
associated with the highest level of SWB compared to other constellations. The effect of having 
children is not as clear. Dolan et al. (2008) argue that it differs across countries and measures and 
that most studies explore the impact of children living in household rather than having children in 
general. We control for both marital status and children by using dummies which take the value 1 
if an individual is married or has children living in household. Pichler (2006) further suggests that 
even though socialising with friends and family are generally positively associated with SWB, 
there might be circumstances where it is not, such as still living with parents as an adult. We 
control for these potential effects by using the number of people living in household as proxy.  
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Alesina et al. (2004) suggest that women on average tend to report higher SWB than men, whilst 
Clark and Oswald (1994) show that women tend to get the worst GHQ scores. We control for 
gender by using a dummy which takes the value 1 if female.  
 
Regarding age, Blanchflower and Oswald (2004a) as well as Ferrer-i-Carbonell and Gowdy 
(2007) find a negative relationship between age and SWB and a positive relationship between age 
squared and SWB. This suggests a U-shaped relationship. Therefore, we control for both age and 
age squared in our models. 

3.2.2 Model 2 
In this model, the baseline model is developed by additionally controlling for GDP per capita. 
The effect of economic growth on happiness has been an extensive discussion amongst scholars 
for a long time. Easterlin (1995) ironically asked whether raising the income of all will increase 
the happiness of all, after having shown that average happiness generally does not increase in the 
long run despite sustained economic growth (Easterlin, 1974). He suggested growth to have 
diminishing returns on happiness, a finding that was later named “The Easterlin Paradox”. This 
paradox was re-tested by Easterlin (2016) who found it regained.  
 
The paradox was challenged and criticized in regard to changes in survey questions (Stevenson & 
Wolfers, 2008), selection of countries and time periods (Diener & Oishi, 2000) as well as lack of 
controls for time trends and certain individual characteristics (Blanchflower & Oswald, 2004b). 
The critics all suggest a clear positive link between GDP per capita and average levels of SWB.  
 
We choose to control for GDP per capita, or more precisely; PPP adjusted GDP per capita in 
fixed prices, since inflation has been shown to impact SWB (Alesina et al., 2004; Di Tella et al. 
2001, 2003 & Wolfers, 2003). We are interested in the effect of relative rather than absolute 
growth, and therefore use logged GDP per capita in the analysis.  

3.2.3 Model 3 
In this model, an additional control on welfare expenses is introduced. Using European data on 
individual level, Di Tella et al. (2003) found a higher benefit replacement rate to increase life 
satisfaction, both for the unemployed and the employed. Veenhoven (2000) found no correlation 
between average happiness/average life satisfaction and welfare expenditure, suggesting that all 
welfare expenditures do not necessarily increase SWB.  
 
Controlling for welfare is not straightforward, since government expenses differ in composition 
and efficiency between countries. If only including transfers, we miss out on the effects of 
expenditures on public goods. Therefore, we control for government expenses as percentage of 
GDP.  
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It should be noted that there are variables that we cannot control for in our models and that are 
unobserved. These unobserved variables may be correlated with our regressors causing 
endogeneity. Since we use cross-sectional data we cannot control for individual fixed effects. 
Examples of potential omitted variables in our models are therefore personality traits, genetic 
factors and intrenching inequality aversion (attitudes and beliefs) - all which could create omitted 
variable bias.  
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4. Results 
We will start by presenting the results for the full European sample in Table 3, where results are 
shown for each model estimated using OLS regressions. At first, the main results will be 
described, followed by additional findings. To conclude, we compare the results applying the full 
model on both samples; Scandinavia and rest of Europe.  

4.1 Full European Sample 
Table 3 presents the relationship between the dependent variable, happiness, and income 
inequality as well as additional controls. 
 
Table 3 - Regression Results, Full European Sample 
 
Dependent variable, Happiness Model 1 Model 2 Model 3 
    
Female 0.114*** 0.138*** 0.139*** 
 (0.0101) (0.00984) (0.00983) 
    
Age  -0.0422*** -0.0411*** -0.0404*** 
 (0.00179) (0.00175) (0.00174) 
    
Age squared 0.000522*** 0.000500*** 0.000494*** 
 (0.0000184) (0.0000179) (0.0000179) 
    
Married 0.297*** 0.235*** 0.216*** 
 (0.0170) (0.0166) (0.0166) 
    
Health -0.708*** -0.604*** -0.611*** 
 (0.00669) (0.00670) (0.00671) 
    
Household net income 0.121*** 0.112*** 0.111*** 
 (0.00210) (0.00205) (0.00205) 
    
Paid work 0.152*** 0.0935*** 0.0832*** 
 (0.0131) (0.0128) (0.0128) 
    
Number of people living in household 0.0776*** 

(0.00540) 
0.103*** 

(0.00529) 
0.102*** 

(0.00529) 
    
Children living in household 0.0962*** 0.0795*** 0.0748*** 
 (0.0147) (0.0144) (0.0143) 
    
Highest level of education 0.00485** 0.0141*** 0.0135*** 
 (0.00164) (0.00166) (0.00165) 

 
    
Income Inequality -0.0472*** -0.0301*** -0.0355*** 
 (0.00117) (0.00117) (0.00121) 
    
GDP/capita (logged)  1.170*** 1.147*** 
  (0.0148) (0.0150) 
    
Government expenses (percentage of GDP)   -0.0107*** 

(0.000610) 
    
Observations 139649 139649 139649 
R2 
 

Robust standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
 

0.185 0.228 0.229 
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The results show the effect of income inequality on happiness to be negative and significant on a 
0.1 % level throughout the addition of our full set of macro variables, allowing us to conclude 
inequality aversion amongst Europeans.  
 
Additionally, we find that GDP per capita has a positive and significant effect on happiness in all 
models where it is included. It is significant on a 0.1% level even when controlling for all other 
variables. This positive relationship is in line with previous research.  
 
Furthermore, government expenses has a small, negative and significant estimated effect on 
happiness for the full European sample. High government spending as a percentage of GDP is 
hence suggested to decrease happiness amongst European citizens. This may seem surprising and 
contradicts some evidence previously presented. 
 
On the individual level, age is shown to have a negative and significant effect on a 0.1% level 
throughout all models. This means that older individuals in Europe tend to report slightly lower 
happiness on average, which is line with some previous studies. The effect of age is however 
barely U-shaped as opposed to claims made by some scholars. This is shown by the small 
estimated coefficient for age squared.  
 
Being a woman is further shown to have a positive and significant effect (0.1% level) in all 
models. This suggests that women on average report higher levels of happiness than men. Being 
married and having more people and children living in one’s household are also shown to have 
positive and significant effects on well-being in Europe.  
 
Feeling healthier, unsurprisingly, has a relatively large positive effect on happiness. This is 
shown by the negative estimated coefficients for the health variable. Although it may seem 
counterintuitive, this is explained by the fact that a good subjective health corresponds to a low 
score of the measure. Since SWB has been suggested to be closely correlated to subjective health, 
finding this effect is not surprising.  
 
Our results further suggest that having a paid job, a higher education, as well as a higher 
household net income, are positively related to happiness. The effects are significant on a 0.1 % 
level throughout all models. Previous research has found unemployment to have a negative effect 
on SWB, and our result is therefore not unexpected. However, contradictory evidence has been 
presented regarding the effect of personal income and education.  
 
The results of our analysis were estimated using solely linear regression models, based on the 
conclusions drawn by Ferrer-i-Carbonell and Frijters (2004) regarding robustness in happiness 
research. They compared the results of linear models and ordered probit models and found the 
results to be very similar, suggesting that assumptions of cardinality or interpersonal ordinality of 
the responses makes little difference for the results. Instead, they suggest fixed individual traits to 
be important when conducting studies aiming to explain happiness and when testing the 
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robustness of such results. Since we do not have access to panel data and hence cannot control for 
fixed individual traits, we cannot perform this kind of robustness tests. Drawing upon the 
conclusions presented by Ferrer-i-Carbonell and Frijters (2004), we also rely on linear models for 
our estimations instead of e.g. ordered probit models. 

4.2 Comparison: Scandinavia and rest of Europe  
To illustrate the differences between Scandinavia and rest of Europe, a comparison between the 
two samples is presented in table 4. The comparison shows the OLS regression outputs for the 
full estimated model (model 3). Regression outputs for all models for each sub-sample can be 
found in table 6 and 7 in appendix. 
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Table 4 - Full Model Regression Results, rest of Europe and Scandinavia 
 

Dependent variable, Happiness Rest of Europe 
Model 3 

Scandinavia 
Model 3 

   
Female 0.135*** 0.165*** 
 (0.0114) (0.0171) 
   

Age -0.0422*** -0.0268*** 
 (0.00199) (0.00327) 

   

Age squared 0.000510*** 0.000382*** 
 (0.0000203) (0.0000342) 
   

Married 0.209*** 0.168*** 
 (0.0191) (0.0311) 

   

Health -0.636*** -0.503*** 
 (0.00769) (0.0130) 
   

Household net income 0.116*** 0.0681*** 
 (0.00234) (0.00403) 
   

Paid work 0.0854*** 0.0828*** 
 (0.0145) (0.0243) 

   

Number of people living in household 0.107***  

(0.00588) 
0.100*** 

(0.0108) 
 

Children living in household 0.0653*** 0.0601* 
 (0.0161) (0.0279) 
   

Highest level of education 0.0194*** -0.0151*** 
 (0.00187) (0.00363) 

 
   

Income inequality -0.0309*** -0.0717*** 
 (0.00137) (0.0120) 
   

GDP/capita (logged) 1.210*** 0.191** 
 (0.0177) (0.0689) 

   
Government expenses (percentage of GDP) -0.0136*** 

(0.000637) 
0.0160** 

(0.00585) 

   
Observations 113524 26125 
R2 

 
Robust standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
 

0.211 0.140 
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Income inequality is shown to have a larger negative effect on happiness in Scandinavia. This is 
our main finding and suggests, in accordance with our expectations, that the effect does differ 
between the two samples. Scandinavians are indeed more sensitive to inequality and show 
stronger inequality aversion. 
 
Additionally, GDP per capita is estimated to have a stronger positive effect in rest of Europe than 
in Scandinavia. This positive relationship is significant on a 0.1% level for rest of Europe and on 
a 1% level for Scandinavia. Government expenses is estimated to have a negative and significant 
(0.1% level) effect on happiness in rest of Europe. This result suggests that a high level of 
government expenses as a percentage of GDP decreases happiness in rest of Europe. In contrast, 
this relationship is positive and significant on a 1% level in Scandinavia, suggesting that high 
government expenses increases happiness in these countries. 
 
Regarding the effects of individual level characteristics, our full model estimates show a smaller 
negative effect of age on happiness in Scandinavia compared to rest of Europe. Happiness is also 
shown to be less negatively affected by poor health and less positively affected by high 
household income in Scandinavia.  
 
Further interesting differences are shown by the estimated coefficients for marital status, gender 
and education. Our results indicate that being married has a stronger positive effect in rest of 
Europe whilst being a woman increases happiness more in Scandinavia. Interestingly, a higher 
level of education decreases happiness in Scandinavia, whilst it increases happiness in rest of 
Europe.  
 
Some of the individual level characteristics are shown to have similar effects on happiness in 
both samples. Being employed, having children as well as having more people living in 
household all increases happiness with nearly the same magnitudes in Scandinavia and rest of 
Europe. 
 
R-squared for rest of Europe is 0.211, suggesting that approximately 21% of the variation in 
happiness can be explained by our full model. For Scandinavia, the corresponding percentage is 
14%. This means that the same characteristics used in our model explains more of the variation in 
happiness in rest of Europe than in Scandinavia. SWB is in general difficult to explain using 
solely the type of variables included in our model. Previous research has suggested that 
individual traits, such as personality, might be important to explain happiness (Ferrer-i-Carbonell 
and Frijters, 2004). Hence, a significant limitation of this study is the reliance on repeated cross-
sections (rather than panel data) and thus not being able to allow individual fixed-effects.  
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5. Discussion and Conclusions 

5.1 Determinants of Happiness 

5.1.1 Income inequality  
The aim of this thesis is to explore the effects of income inequality on happiness and to contribute 
to the understanding of its possible consequences for individual utility in different institutional 
environments. By analysing ESS cross-sectional data and macroeconomic data from the World 
Bank, we were able to compare Scandinavia to the rest of Europe. Using this approach, 
significant negative effects of inequality on happiness were found in both samples, implying 
inequality aversion. Scandinavians were further shown to be more sensitive to inequality, 
suggesting that the prevailing welfare system in a country may be relevant in understanding 
preferences for inequality amongst its citizens.  
 
The overall negative effect of income inequality on happiness detected for the full European 
sample has many possible explanations. Similar evidence of inequality aversion amongst 
Europeans to that presented in this thesis has been detected by several other scholars (e.g. 
Morawetz et al.,1977; Alesina et al., 2004; Schwarze & Härpfer, 2007). Our results are in line 
with our expectations, which were based upon these previous findings. Researchers obtaining 
similar results have provided a number of explanations for inequality aversion that are likely to 
shed some light also on the findings of this thesis.  
 
Concerning the first possible explanation, it has been argued that a dislike for inequality can be 
explained by self-interest motives. One such explanation is the “jealousy effect” presented by Yu 
and Wang (2017), suggesting that inequality may decrease well-being through social 
comparisons by creating feelings of hopelessness and envy. Worrying about being worse off in a 
future scenario is another self-interest motive that can shape preferences for inequality (Ferrer-i-
Carbonell & Ramos, 2012). If individuals believe that they can benefit from the prevailing 
inequality, they are likely to be more tolerant of it, implying that these motives are closely related 
to perceptions of social mobility (Ferrer-i-Carbonell & Ramos, 2010). Against this background, 
the inequality aversion detected for the full European sample in our results can possibly be 
explained by feelings of jealousy as well as fear of the prevailing inequality being a disadvantage 
in attaining personal success. However, these are possible explanations drawing upon the 
conclusions of similar studies and should not be viewed as the definite mechanisms behind our 
obtained results. 
 
As in line with our expectations, the inequality aversion amongst Scandinavians and other 
Europeans differs. Since a stronger inequality aversion was found in Scandinavia, it is relevant to 
consider the differing prevailing welfare policies and institutional environments as explanatory. 
Andersen et al. (2007) describe the welfare systems in Scandinavia as universal and argue that 
prominent features of these systems include high levels of social and institutional trust.  
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According to Alesina et al. (2004), a stronger inequality aversion may arise in societies perceived 
as unfair in regard to the income generating process. This could possibly and partly explain the 
aversion amongst some of the countries in rest of Europe. In Scandinavia, however, the social 
and institutional trust is high and the welfare system universal. These elements could be argued to 
enhance legitimacy of prevailing policies and provide citizens with equal support, possibly 
creating perceptions of a fair society. The finding of stronger inequality aversion amongst 
Scandinavians is then rather surprising based on the suggestion made by Alesina et al. (2004). 
 
On the other hand, drawing upon the reasoning of Alesina and Angeletos (2005), a link between 
the redistributive policies of a country and preferences for inequality can be established. Alesina 
and Angeletos (2005) argue that perceptions of a fair society are self-fulfilling by creating 
support for non-extensive welfare systems. Perceptions of an unfair society are hence implied to 
create support for more generous welfare policies. Against this background, it may be suggested 
that the prevailing universal welfare systems in Scandinavia indicate perceptions of a rather 
unfair society. Such perceptions could possibly explain the strong inequality aversion detected for 
the Scandinavian countries, as well as the preferences for redistribution resulting in the extensive 
welfare policies in place. 
 
Perceptions of fairness and preferences for redistribution are not controlled for in our analysis. 
The explanations above are hence theoretical but could be explored empirically in further 
research by including variables establishing these individual attitudes.  

5.1.2 GDP per capita and personal income 
The effect of economic growth on happiness has been subject to extensive discussion amongst 
scholars. The additional results of our analysis show a positive effect of GDP per capita on 
happiness, both in Scandinavia and rest of Europe after controlling for income inequality, 
government expenses and individual characteristics. The finding of such a positive relationship is 
in line with some previous research (Diener & Oishi, 2000; Blanchflower & Oswald, 2004b; 
Stevenson & Wolfers, 2008).  
 
The relationship between economic growth and happiness differs between the samples. In our 
analysis, growth in GDP per capita is shown to have a weaker positive effect in Scandinavia 
compared to rest of Europe. Further, Scandinavian countries have a higher GDP per capita on 
average than the rest of Europe. Considering the weaker positive effect and the higher GDP per 
capita in Scandinavia, our results seem to suggest that the positive relationship is weaker for 
more affluent countries in Europe.  
 
Regarding household net income, our results suggest a positive effect on happiness for the full 
European sample as well as for the sub-samples. This positive effect is in line with previously 
conducted studies. Some scholars suggest this positive association to be due to reverse causation 
(Diener et al., 2002; Graham et al., 2004; Schyns, 2001), whilst others suggest it to be due to 
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unobserved factors such as personality (Ferrer-i-Carbonell & Frijters, 2004; Luttmer, 2005). 
However, nearly all evidence presented by above-mentioned scholars suggest diminishing returns 
to personal income. The positive effect of personal income on happiness differs between the 
samples, with a weaker estimated effect in Scandinavia. The personal income in Scandinavia is 
on average higher than in rest of Europe as shown in table 2. Against this background, the weaker 
effect for Scandinavia could suggest diminishing returns to income. To test for this effect 
directly, future research could include squared income in the analysis.  

5.1.3 Government expenses  
Our results show an overall negative effect of government expenses on happiness in the full 
European sample, as well as in the sub-sample of rest of Europe after controlling for income 
inequality, GDP per capita and individual characteristics. In Scandinavia, the effect is positive 
suggesting that prevailing welfare systems could hold some explanatory power. The differing 
signs seem to suggest that not only the level of public expenditure matters, but also how these 
means are spent.  
 
The high levels of institutional trust found in the Scandinavian universal welfare states, as well as 
the perceptions of a social contract between citizens (Andersen et al., 2007), could be assumed to 
create an institutional environment where government spending is viewed as legitimate and 
necessary. The progressive/proportional taxes and the essentially undifferentiated eligibility in 
receiving benefits and utilizing public services, have been argued to create increased support for 
public institutions (Rothstein, 2010). Against this background, it seems reasonable enough to find 
that government expenses increases the well-being of Scandinavian citizens.  
 
The negative effect found in the full European sample as well as in the sub-sample of rest of 
Europe, suggests that high government spending decreases the happiness of individuals in these 
countries. Rothstein (2010) argues that a lack of policies creating institutional trust, such as those 
found in Scandinavia, can cause distrust and decreased support for redistributive policies. 
Countries included in our sub-sample “rest of Europe” report higher perceived levels of 
corruption than Scandinavia (Transparency International, 2019), which may further challenge the 
legitimacy of public institutions in these societies. Against this background, finding a negative 
relationship between government expenses and happiness may not be very surprising.  
 
To further investigate these relationships, future research could differentiate between different 
types of government expenses (e.g. spending on public goods, social benefits etc.) to establish 
precisely which provision spurs the most happiness.  

5.2 Limitations 
To further understand the impact of inequality on the happiness of certain groups and in certain 
contexts, various interactions between income inequality and other characteristics could be 
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explored. Further, additional controls and better proxies could be included in order to avoid 
endogeneity problems and attenuation bias.  
 
It has been suggested that the level of inequality perceived by an individual tends to differ from 
the actual level of inequality in a country. Hauser and Norton (2017) show that people tend to 
underestimate the level of inequality and that this perception, and not the actual level of 
inequality, shapes their preferences for redistribution. In our analysis, this discrepancy may create 
attenuation bias causing underestimated magnitudes of the negative estimated coefficients for 
inequality. Future researchers can benefit from using perceived inequality as their variable of 
interest or incorporating both the actual and perceived levels in their analysis.  
 
Preferences for inequality between groups have been suggested to differ from that within groups 
(Ferrer-i-Carbonell & Ramos, 2010). Studies have indicated a taste for inequality for individuals 
within relevant reference groups and a distaste (aversion) for inequality between groups (e.g. 
Clark, 2003a). Overall negative effects, such as the one detected in this thesis, should be 
interpreted with some degree of caution. The inequality aversion between groups may dominate, 
but one should be aware that there may indeed be a positive relationship between inequality and 
happiness when comparisons are made solely within certain groups.  
 
Schneider (2019) finds that income inequality both increases the importance of subjective social 
status and lowers self-perception of social status, which in turn affects the overall well-being of 
an individual. A similar explanation is used by Pickett and Wilkinson (2009) who also present 
evidence of status anxiety. Further, Delhey and Dragolov (2014) show status anxiety to be an 
important mediator for inequality aversion. We did not, however, control for subjective social 
status in our analysis, meaning that the effect of status anxiety on happiness may persist.  
 
Inequality can be measured in several ways. We used the income Gini index in our analysis and 
as described in section 3.1, this measure is not without flaws. The World Bank (2019c) explains 
that an important limitation of the measure is that data is not strictly comparable across countries 
and years. Therefore, our results might not be fully comparable and precise. One could also argue 
that wealth inequality might be a more suitable measure. Wealth inequality tends to be much 
higher than income inequality (Piketty, 2013), but wealth data is usually less systematic (Piketty, 
2014).  
 
Additionally, trust and ethnic diversity have been shown to affect happiness. Mainly in the US, 
ethnic diversity correlates negatively with social capital, happiness and trust (e.g. Alesina, Baqir 
& Easterly, 1999; Putnam, 2007; Alesina & La Ferrara, 2002). However, no negative effect was 
detected in the UK or Germany (Sturgis, Brunton-Smith, Kuha & Jackson, 2014; Stolle et al., 
2013). Using German panel data, a positive effect was found and shown to be stronger when the 
ethnic diversity was mainly composed of groups “culturally and economically closer to 
Germany” (Akay et al., 2017, pp.269). This positive effect was suggested to be channelled 
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through social capital and productivity (Akay et al., 2017). Since we did not control for either 
trust or ethnic diversity, their possible effects may still persist.  
 
Happiness research provides many possibilities, but forces scholars to consider complex 
relationships. When dealing with such complexity, the question of causality is often raised. Our 
use of cross-sectional survey data calls for caution and any causal interpretation of our results are 
based on theoretical rather than empirical reasoning. Since we did not test for possible reverse 
causality, we do not know whether a change in happiness might cause a change in inequality. 
However likely or not this reverse causality may seem, happiness research could continue to 
benefit from further exploring the directions of causality.  

5.3 Policy implications  
Should happiness be the ultimate goal for policy makers in Europe? If so, the results of this thesis 
suggest that economic growth will continue to contribute to the prosperity of European citizens. 
Economic growth should, however, be combined with sustained or decreased levels of income 
inequality to ensure a happy population. In line with the theory presented by Pickett and 
Wilkinson (2009), inequality does indeed impair the well-being of individuals. Although, this 
thesis also sheds light on the complexity of the issue by re-confirming the importance of other 
factors such as growth and governance.  
 
The stronger inequality aversion and the high levels of happiness detected amongst 
Scandinavians seem to suggest that the degree of universality in a welfare system may indeed be 
related to the well-being of individuals. Contrasting the finding of a positive relationship between 
government expenses and happiness in Scandinavia to the negative relationship in rest of Europe 
reinforces this possibility. It is highly relevant for future research to more precisely establish the 
causal relationship between the concepts explored in this thesis, since it could provide policy 
makers with new insights on individual utility as well as the impact of institutional contexts on 
well-being.   
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Appendix              
  
Table 5 - Participating countries and selected rounds in the European Social Survey data set 

 
Source: Countries by Round (year), European Social Survey 2019c.23 

                                                
2 Retrieved from https://www.europeansocialsurvey.org/about/participating_countries.html, 13-05-19. 
3 Note: Montenegro and Serbia were excluded from this overview since they did not participate in any of the selected rounds. They are however 
part of Europe and included in the latest (2018) ESS round. 
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Table 6 - Regression Results, Scandinavia. 
 

Dependent variable,  
Happiness 

Model 1 Model 2 Model 3 

    
    
Female 0.163*** 0.164*** 0.165*** 
 (0.0171) (0.0171) (0.0171) 

    
Age -0.0267*** -0.0265*** -0.0268*** 
 (0.00326) (0.00327) (0.00327) 
    
Age squared 0.000382*** 0.000381*** 0.000382*** 
 (0.0000342) (0.0000342) (0.0000342) 
    

Married 0.147*** 0.142*** 0.168*** 
 (0.0292) (0.0292) (0.0311) 
    
Health -0.504*** -0.504*** -0.503*** 
 (0.0130) (0.0130) (0.0130) 
    

Household net income 0.0677*** 0.0685*** 0.0681*** 
 (0.00401) (0.00403) (0.00403) 
    
    
Paid work 0.0848*** 0.0809*** 0.0828*** 
 (0.0242) (0.0243) (0.0243) 

    
Number of people living in household 0.102*** 0.101*** 0.100*** 
 (0.0108) (0.0108) (0.0108) 

    
Children living in household 0.0618* 0.0602* 0.0601* 
 (0.0279) (0.0279) (0.0279) 

    
Highest level of education -0.0134*** -0.0140*** -0.0151*** 
 (0.00355) (0.00357) (0.00363) 
    
Income inequality -0.0896*** -0.0712*** -0.0717*** 
 (0.0102) (0.0120) (0.0120) 
    

GDP/capita (logged)  0.186** 0.191** 
  (0.0689) (0.0689) 

    
Government expenses (percentage of GDP)   0.0160** 

(0.00585) 

Observations 26125 26125 26125 
R2 
 

Robust standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
 

 

0.139 0.139 0.140 
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Table 7 – Regression Results, Rest of Europe 
 

 
 
 

Dependent variable, 
Happiness 
 

Model 1 Model 2 Model 3 
 

    
Female 0.119*** 0.134*** 0.135*** 
 (0.0117) (0.0114) (0.0114) 
    
Age  -0.0412*** -0.0429*** -0.0422*** 
 (0.00204) (0.00200) (0.00199) 
    
Age squared 0.000507*** 0.000514*** 0.000510*** 
 (0.0000208) (0.0000204) (0.0000203) 
    

Married 0.317*** 0.238*** 0.209*** 
 (0.0195) (0.0191) (0.0191) 
    

Health -0.712*** -0.623*** -0.636*** 
 (0.00767) (0.00767) (0.00769) 

    
Household net income 0.124*** 0.117*** 0.116*** 
 (0.00240) (0.00235) (0.00234) 

    
Paid work 0.130*** 0.0982*** 0.0854*** 
 (0.0148) (0.0145) (0.0145) 
    
Number of people living in household 0.0867*** 0.108*** 0.107*** 
 (0.00598) (0.00588) (0.00588) 

    
Children living in household 0.0841*** 0.0716*** 0.0653*** 
 (0.0165) (0.0161) (0.0161) 

    
Highest level of education 0.0114*** 0.0204*** 0.0194*** 
 (0.00182) (0.00189) (0.00187) 

 
    
 
Income Inequality 

 
-0.0181*** 

 
-0.0221*** 

 
-0.0309*** 

 (0.00133) (0.00130) (0.00137) 
    
GDP/capita (logged)  1.195*** 1.210*** 
  (0.0178) (0.0177) 
    

Government expenses (percentage of 
GDP) 

  -0.0136***  

(0.000637) 
    
    
Observations 113524 113524 113524 
R2 

 

Robust standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
 

 

0.171 0.209 0.211 
 


