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A large body of literature has developed over the past
several years on the economics of happiness. One of

the key insights of this literature is that beyond a subsis-
tence level of income, relative income is often more im-
portant than absolute income to individual well-being.
This is true for both comparisons against a reference
group, e.g., across a community or country, as well as
comparisons for the same individual over time. Another
key insight is that changes in income have only transitory
effects on well-being.

In this Article, we explore the implications of this litera-
ture for understanding the relationship between climate
change policies and consumption. We identify a number of
ways in which accounting for the implications of the new
happiness literature could lead to laws and policies that in-
fluence consumption in ways that increase the prospects for
reducing greenhouse gas (GHG) emissions in developed
and developing countries. We do not examine every nuance
of the growing happiness literature, but we provide a brief
introduction and observations that we hope will stimulate
further efforts by academicians and policymakers.

I. Background on the Economics of Happiness

There is growing interest among economists in evaluating
public surveys of subjective well-being to determine which
factors have the most significant impact on the public’s
quality of life.1 Subjective evaluations of life satisfaction
(happiness) exhibit many of these factors and can be used to
represent the “utility” that economists refer to when think-
ing about “utility maximization.”2 Hundreds of life satisfac-
tion studies have been conducted around the world for more

than 35 years, and an entire academic journal is devoted to
empirical happiness research.3 Examples of research on
happiness include studies of the conditions under which
higher income produces happiness,4 the effect of marriage
and sex on happiness,5 the effect of crime on life satisfac-
tion,6 the impact of noise on life satisfaction,7 and the effect
of air quality on happiness.8

Recent evidence suggests that life satisfaction can be
measured with a reasonable degree of reliability—sufficient
to be able to compare means over time or across jurisdic-
tions, especially in large samples.9 More importantly, life
satisfaction studies can be analyzed using multiple regres-
sion analysis to understand the factors that affect happiness
in a large population. Although we might not be able to com-
pare two individuals directly, e.g., is someone who rates her
level of life satisfaction a 7 really happier than someone who
rates herself a 6?, we can ask how individual life satisfaction
changes at the margin when life events change. Further, de-
spite commonly held beliefs that responses to such ques-
tions will be affected by the mood of the individual at the
time of the survey as opposed to their overall well-being, ev-
idence suggests otherwise. For example, Michael Eid and
Ed Diener estimated that mood effects could only explain
about 1.7% of the variability of life satisfaction responses.10
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Typical questions on life satisfaction surveys ask the
following: “On the whole, how satisfied are you with the
life you lead . . . very satisfied, fairly satisfied, etc.?” or
“Taken all together, how would you say things are these
days—would you say that you are very happy, pretty happy,
or not too happy?” Researchers convert these responses into
a numerical score that is used as a proxy for happiness. This
score is then used as a dependent variable in a regression that
attempts to sort out the primary factors that explain life satis-
faction. Sometimes the study will examine individual re-
sponses, while in other cases it will compare average scores
across countries or time.

Not surprisingly, the two most important factors that ex-
plain life satisfaction are health status and family situation
(married, children, etc.). Also significant, and of particular
interest to economists, is the role that income plays in life
satisfaction. It is generally true that there is a positive corre-
lation between income and happiness. This relationship is
not linear, however, and income is generally entered into the
regression equation as the natural log of income. Intuitively,
holding all else constant in one’s life, $10,000 buys a lot
more happiness to someone earning $30,000 than to some-
one earning $300,000 annually. Put differently, there is de-
creasing marginal utility of money. Thus, the relationship
between income and happiness is strongest for economies
that are in a developing stage.11

Although income is generally found to be positively asso-
ciated with life satisfaction, it also has been observed that
while absolute income has increased in western economies
over the past 50 or more years, happiness has not. This has
widely become known as the Easterlin Paradox.12 Richard
Easterlin argues:

In all societies, more money for the individual typically
means more happiness. However, raising the incomes
of all does not increase the happiness of all. The happi-
ness-income relation provides a classic example of the
logical fallacy of composition—what is true for the in-
dividual is not true for society as a whole. The resolu-
tion of this paradox lies in the relative nature of welfare
judgments. Individuals assess their material well-be-
ing, not in terms of the absolute amount of goods they
have, but relative to a social norm of what goods they
ought to have.13

In terms of economic theory, one way to explain this
finding is that the marginal utility of extra consumption
approaches zero as countries become richer, while the
marginal utility of status never approaches zero. In fact,

some evidence suggests that relative income is the only
thing that matters.14

While Easterlin offers one explanation—individuals
compare themselves to a social reference group—another
explanation has been offered—that individuals adapt to
changes in income. Thus, although an increase in income
improves one’s well-being, this effect is largely transitory as
individuals adjust their lifestyles. Evidence consistent with
this explanation is that income’s long-run effect is only 40%
of its short-run effect on happiness.15

To summarize, although income is clearly an important
ingredient to a happy life, it has been noted that despite huge
income growth over the past 50 years in developed societ-
ies, there has been little growth in average happiness scores.
Three partial explanations have been offered, all of which
might co-exist. First, money appears to be most important at
the early stages of development when money can buy basic
necessities of life; thus, there is diminishing marginal utility
of wealth (something economists would not find surpris-
ing). Second, people are concerned more about their relative
wealth within a society; hence, an across-the-board increase
will have little if any effect on average happiness. Third, it
appears that people adapt to their circumstances over time.
Thus, although there might be a transitory surge in happi-
ness upon receiving a huge raise, the effect soon wears off as
lifestyles change and a new norm is established.

II. Implications for Climate Change

In this section, we explore the implications of the happiness
literature in a world that increasingly cares about climate
change. First, we examine the implications of adaptation.
Second, we consider the importance of relative income as a
potential moderating role in the growing consumption de-
mands by emerging economies. Third, we examine the im-
plications of the happiness literature for those considering
market-based proposals such as taxing carbon consump-
tion. Finally, we examine recent attempts to adopt happiness
measures as alternatives or supplements to traditional eco-
nomic growth measures such as gross domestic product
(GDP) and per capita income.

A. Happiness, Adaptation, and Short-Term Pain

Without debating the merits of these concerns or the various
policy interventions that might bring about such changes,
much of the resistance to tough measures to reduce carbon
consumption is based on a serious concern that consumers
will suffer from higher prices and lower wealth.16 Let’s as-
sume for a moment that this is true—that measures such as a
cap-and-trade or carbon tax would increase prices and re-
duce wealth in the United States. The happiness literature
suggests that for some portion of the population, if the in-
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creased costs push their standard of living below minimal
levels, the effects on happiness may be real and lasting.

At the same time, the literature suggests that for those not
pushed below those levels, although a short-term loss in life
satisfaction may occur, people adapt to their new wealth po-
sition and their level of happiness ultimately returns to its
former state.17 This phenomenon will provide little solace to
those who bear the higher costs in the short term or to those
who try to convince politicians and a leery public to adopt
expensive restrictions on climate change. It does suggest,
however, that the adverse effects on overall happiness levels
in the public will subside, even if the costs remain the same.

B. Happiness and the Positive Externalities of Reduced
Consumption

One of the rationales often given for the lack of serious car-
bon reductions in the developed world (especially the
United States) is that regardless of what we do, the rapid
growth in developing countries will increase carbon emis-
sions more than any reduction we might reasonably expect
in the near future from developed countries.18 This is a clas-
sic prisoner’s dilemma and one of the reasons why the
United States refused to sign the Kyoto Protocol.19 Sup-
porters of the Kyoto Protocol argue that any reduction is
better than none, e.g., even if there is a net increase in world
emissions, the increase would be worse without the Kyoto
Protocol.20 Others have argued that the developing econo-
mies will never be persuaded to reduce their carbon emis-
sions until the developed world demonstrates serious reduc-
tions themselves—akin to a repeated prisoner’s dilemma
solution whereby one party credibly commits to move if the
other agrees to also move.21 These arguments are largely
based on the decisions of political actors in both countries.
That is, actual negotiations occur, treaties are proposed, and
ultimately an agreement or stalemate results.

The happiness literature suggests that unilateral action to
reduce carbon emissions on the part of the developed world
may create a positive spillover that ultimately may lead to
reduced carbon intensity in developing countries. This
could come about by two different but complementary
mechanisms. First, to the extent income growth is damp-
ened in the developed world, this might reduce the income
aspirations of the developing world—not necessarily the
bottom of the pyramid—but perhaps those whose wealth as-

pirations come more directly from observing western-style
consumption. Second, irrespective of any potential reduc-
tion in real income, many consumers in developed countries
are beginning to scale back conspicuous consumption vol-
untarily in their quest to be more socially responsible and fit
in with current social norms. This is especially true of the
very wealthy, younger generation of trendsetters.22 Once
again, to the extent relative income affects happiness, con-
sumption aspirations in the developing world will depend in
part on observed consumption behavior in the developed
world. In other words, the benefits of reducing our carbon
footprint might be well beyond the direct footprint reduction
by indirectly affecting the consumption aspirations of de-
veloping economies.

C. Consumption Taxes and Happiness

Long before climate change became a hot topic, some econ-
omists called for consumption taxes as a way to improve
overall social well-being. Over 20 years ago, Robert Frank
noted that because individual well-being depends on rela-
tive income, those who become wealthy impose a negative
externality on those who are not so well off.23 Although the
individual who benefits from this change in relative income
rank is made better off, this is a pure private benefit and the
rest of the community is worse off. In a classic response to
externalities, taxing consumption would thus improve ev-
eryone else’s relative income position and enhance wel-
fare.24 Similarly, Richard Layard uses this argument as a ra-
tionale to tax income to promote leisure consumption.25

Recently, Russell Read proposed a consumer-based tax
on the carbon footprint of products purchased by consum-
ers.26 The tax collected would then be rebated in an equal
amount through a tax credit to each consumer. As Read indi-
cates, the consumption tax would provide an incentive for
producers to reduce the carbon footprint of their products in
order to lower consumer prices and better compete. At the
same time, consumers who are “high carbon” users would
pay a penalty relative to those who are “low carbon” users.
The low carbon users are likely to end up with more money
in their pocket from the net effect of the tax rebate and the
new carbon tax.

As Read suggests, a carbon footprint tax would likely
have a direct effect on consumer purchase decisions and
thereby lower carbon emissions. However, there is also an
important indirect benefit based on our understanding of the
happiness literature. To the extent income is redistributed
from those who are high carbon users (who tend to be
wealthier) to those who are low carbon users, the low carbon
users will be better off and consumption aspirations will
likely be lowered.
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D. Happiness as an Alternative Welfare Measure

French President Nicolas Sarkozy recently called upon two
Nobel Prize-winning economists to help develop a happi-
ness index as an indicator of France’s future economic
growth.27 At least one country already has adopted such an
index,28 and numerous approaches to measuring national
happiness or well-being have been proposed.29 Economists
have long argued that current measures of economic growth
ignore many important aspects of life that people value, in-
cluding leisure time and health. Although some see the
Sarkozy effort as a cynical attempt to deal with the fact that
the French economy has consistently grown at a sluggish
rate relative to the U.S. economy, others note that the French
people enjoy a great deal of leisure time and are quite happy.

Suppose happiness measures are adopted as a valid indi-
cator of a society’s well-being and economic progress. Cur-
rently, if average real weekly earnings are stagnant from one
year to the next, this is a sign of economic weakness. Politi-
cians’ success is judged in part on growth rates of GDP, per
capita income, and similar measures, and they likely re-
spond by adopting policies that stimulate greater economic
activity. Yet, if a low growth economy was accompanied by
a reduction in the average number of hours worked—with a
resulting increase in leisure hours—the economy might be
viewed as being strong as people were able to maintain
their monetary standard of living while enjoying more lei-
sure time.

What does this have to do with climate change? If these
measures were widely available, reported, and accepted by
the public, the implications for climate change could be dra-
matic. Politicians would not be pressured to stimulate the
economy to increase production. We would care less about
industrial output than public well-being. Although we are
not arguing that beginning to measure happiness will result
in immediate reductions in carbon emissions, our point is
that shifting the public and politician’s focus to what really

matters will reduce pressures to stimulate further economic
growth. It also will complement other independent efforts to
change social norms toward a lower carbon-footprint econ-
omy. Note that this is not a radical idea that is incongruent
with economic theory. Economists have never argued that
money and economic wealth are all that matters. Instead,
their starting point has always been utility maximization,
which includes individual leisure activities, health, family
situation, and other components.

In the extreme, as the public becomes increasingly wor-
ried about climate change, overall happiness scores will de-
cline.30 Of course, this will only be true to the extent the pub-
lic is aware of and concerned about climate change. De-
tailed public surveys that examine subjective well-being not
only ask respondents demographic information and the
happiness question, but they also ask attitudinal questions
such as: “Do you feel safe walking home in your neighbor-
hood at night?” and “Do you have a good marriage?” By
incorporating specific questions about perceived risks and
whether or not respondents worry about global climate
change, these factors can be used as explanatory variables
in regression analyses that decompose the factors that af-
fect subjective well-being. Thus, if there is a link between
climate change perceptions and happiness, this will provide
further ammunition to policymakers to find ways to reduce
global warming.

III. Conclusion

The climate problem is daunting. More than a decade after
the Kyoto Protocol, the science is far more certain, but U.S.
and global emissions are far higher.31 It should come as no
surprise that environmental lawyers and policymakers have
struggled to apply measures developed over the past 30
years to the climate problem. In a world whose principal en-
ergy supply is fossil fuel, GHG emissions are closely linked
with the consumption of goods and services. Yet the aggre-
gate amounts and patterns of consumption are so fundamen-
tal to the social and economic fabric that they may not ap-
pear to be the proper subject matter for lawyers and law.

The emerging understanding of the economics of happi-
ness suggests room for optimism. The literature suggests a
wide range of ways in which consumption and its resulting
carbon emissions can be reduced or shifted with measures
that generate favorable impacts on the public’s quality of
life. We have explored several of these measures in this Arti-
cle and look forward to the additional insights that the litera-
ture on the economics of happiness will contribute to the cli-
mate change and consumption debate in the coming years.
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