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Abstract
Subjective well-being (SWB) is based on people's personal
evaluations of their own lives. Most measurements of SWB are
obtained through questionnaires and interviews. Many aspects
can influence our life satisfaction and our feeling of happiness
such as personality, interpersonal relationships, demographics,
environmental and economic factors. These observable facts
are what make up objective well-being (OWB). By using OWB
data as a proxy we should be able to predict an individual’s or
society’s life satisfaction. This paper focuses on income (an
objective component) and satisfaction with income and
importance of personal wealth (subjective components) and
their effects on SWB data.

1 Introduction
Well-being is not a clearly defined concept. Its measurement is heavily dependent on
subjectivity, individual values and different world views. At one end we can find the utilitarian
approach of economics (people's “utility” increases with consumption, that is "more is better" which
reduces well-being to income and GDP), and on the other end there is the subjective approach
favored by psychology. Today it is generally recognized that well-being is a multidimensional
notion that covers all facets of human life.
Building on these basic ideas, two main methods, the subjective and the objective, have
been developed to quantify well-being. Subjective well-being (SWB) is based on people's
evaluations of their own lives. As such, it is strongly influenced by expectations, personality,
circumstances, aspirations and interpersonal relations. SWB data are usually obtained via
interviews designed to gain self-reported valuations of an individual's life. The surveys can be
grouped in three main categories in regards to how the question is phrased: satisfaction with life as
a whole, happiness about life as a whole, and some variation based on the Cantril ladder. A
combination of these scores what is called “subjective well being” a term coined by Diener (2010)
and accepted officially by the OECD in 2013. It is important to mention that life satisfaction is not
the same as happiness. Both are equally apt measures of subjective well-being, but have to be
evaluated separately (as we will also see in this study). When asked how happy they are, people
will immediately think of their current emotional state (how they feel at the moment), while life
satisfaction is more of an overall, long-term concept (how pleased they are with how things are
working out for them in general).
Objective well-being (OWB), on the other hand, is rooted in the idea that well-being is
dependent on a set of easily measurable common factors (such as GDP, unemployment, health,
corruption etc.) for all individuals and thus assesses the level of well-being by using these proxies
to measure life satisfaction.
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In recent studies well-being research started to employ a combination of the objective and
subjective approaches thus creating composite measures. In this edition, in a series of studies
aimed at SWB in Hungary, I have focused solely on income variables as predictors for SWB data
to test several theories put forward in literature. Income influences life satisfaction more in poor
countries while at the same time those who prize material goals seem to be less happy than others
[5]. Recent studies also found that only around 10% of subjective well-being is attributable to
income [9][10]. Additionally, it has been shown that there are diminishing marginal returns from
income to life satisfaction, that is after a certain level of material wealth it adds no value to one’s
sense of fulfillment [6][12].

2 Data and Methodology
The study uses data drawn from a series of repeated cross-sectional sample surveys
conducted by the European Social Survey (ESS)*. The European Social Survey is a biennial
survey of social attitudes and behavior which has been carried out in up to 36 European countries
since 2001. The data was collected through a series of hour-long, in-person interviews with
individuals aged 15 years or older. There have been six ESS versions published so far.
Ordinary Least Square regressions with heteroskedasticity-robust standard errors were run
against the two subjective well-being measures as dependent and three income related questions
as independent variables (household income, satisfaction with income and personal importance
placed on being rich). Actual income was based on a ten point scale increasing by every 25
thousand, satisfaction and importance of wealth were both graded on a scale between 1-4.
Several demographic factors have shown to affect SWB such as age, employment status and
education. For example, studies have found, that being employed, as opposed to retired or taking
care of a family will not influence life satisfaction significantly, however, being unemployed has a
large, negative impact [4][11]. Age also influence SWB considerably showing a U-shaped curve
through a person’s life, reaching the lowest level between 30-40 years [1]. Economic factors
examined included income, wealth and education [3][8].Thus I have also incorporated into my
model the demographic control variables of age, gender, household size, education level,
occupation and place of residence (big city, town or counryside). Time dummies were added to
correspond to the ESS rounds.

3 Discussion
Surveys on national happiness have been around for several decades. The earliest such
survey that has also included Hungary is from 1981 (World Values Survey wave1).
Understandably, due to the political isolation most of Eastern Europe was during these times
pollsters asking citizens how happy they are were not looked on favorably. From the early 90’s on
the frequency of such surveys has increased (from only 5 in the 80’s to 20 in the 90’s to over 70
after the turn of the century) and most recently, as part of an EU initiative, official KSH (Hungarian
Central Statistical Office) surveys have also been conducted (EU-SILC in 2013).
Looking at the multitude of surveys over the years [15] several aspects have to be pointed
out. One, that subjective well-being in Hungary remained relatively constant during the last 30
years (Mean 5.48, Range 1.42 on a scale of 0-10), and two that the country has consistently
finished as one of the lasts in Europe. On average subjective well-being has remained 13 % lower
than the average for other European countries, and there was no observable upward trend even
after the fall of the “iron curtain” or after joining the European Union. In fact, there is a slight
downward slant of -2.61% compared to the 1980’s.
It is not surprising that research has found that life satisfaction is lowest in the newest
members of the European Union and that East Europeans value material goods more than their
Western counterparts [2][5][13]. When charting happiness and GDP for the EU we can find the
*
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Eastern European countries in the lower quadrant (circled) along with the Mediterranean states. At
first look higher GDP does indeed seem to correlate with happier people. Denmark, with the
happiest people, however, does not have the highest GDP. In terms of Hungary, for example, the
Baltic-states, Poland and Romania have lower or similar GDPs yet their inhabitants are happier
(Figure 1).

Figure 1. Happiness and GDP within the European Union
Data: United Nations World Happiness Report 2010-12, own composition

The results of the regression for the three income questions and demographic variables can be
seen in Table 1 below.
Table 1. Results of the regression (N = 4850)

Note: ***, ** and * denote significance at 1%, 5% and 10% respectively (one-tail test)
household size (hhmmb), place of residence (dom2-midsize towns and dom3-countryside), time dummies
(YR2-YR6), feelings about income situation (incfeel), importance of beeing rich (imprich)
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Compared to the base year of 2002 Hungarians have lost -0.71 points from their happiness and 0.69 from their life satisfaction. Hungarian men are less happy or satisfied than their female
counterparts (-0.19 and -0.17 points respectively), and respondents with higher level of education
seem to be more satisfied with their life (by 0.4 points) but not significantly happier. Whether the
respondent lives in a big city or in the countryside does not influence well-being significantly,
although people living in small villages are 0.10 points happier than those in big cities but they are
not more satisfied with life. Similarly, people living in big families are significantly happier. Both
happiness and life satisfaction decreases with age. As previous studies have shown respondents
that are active are much happier than their unemployed counterparts. However, this study has
uncovered some differences between the various occupational groups. Students, by far are the
most satisfied with how their life is progressing followed by people engaged in other activities. On
the happiness side, retired individuals do not seem to be better off and even working folks are not
reporting being that much happier than unemployed ones. Some of this discrepancy is clearly
explained by the SWB numbers received for the age variable, but in most likeliness there are
deeper underlying reasons behind it stemming from the recent socio-economic changes and
shifting attitudes within the Hungarian population. As for the specifically income related variables,
when respondents considered being rich an important aspect of life it has affected their life
satisfaction downward to a higher degree than their happiness (-0.13 compared to -0.9). Income,
as expected influenced both measurements upward at about the same rate (even adjusted for
household size). When looking at diminishing marginal returns I have found that compared to the
base salary rate of 60K HUF or less, both happiness and life satisfaction kept increasing up to
150K (the sample mean) then there was a very slight decline up until 200K then they started to
increase again. The biggest upswing, however, came from how individuals evaluated their financial
situation. The more satisfied they were with their income level the greater were their SWB numbers
(affecting their overall life satisfaction more than their happiness). But even in the top household
income brackets some of the respondents still felt that they were just barely getting by
underscoring how important perception really is.

4 Conclusions
In this study, in a series of studies examining SWB data for Hungary, I have set out to
examine the effects of income, and related perceptions. Additionally, employment status was
added to the model where life satisfaction was greater for active citizens than unemployed ones
(most significantly for students). Interestingly, however, happiness was less affected, even to the
level where retired and working people did not experience a significant increase in happiness.
Income was found to be effecting both life satisfaction and happiness (although the later to a lesser
degree). There were diminishing marginal returns observed, but not consistently (only within a
certain income bracket). Ironically, it is wealth that people expect will bring them satisfaction which
actually makes them dissatisfied. Results correspond with previous research findings that those
who prize material goals seem to be less happy than others. In Hungary, specifically, materialistic
values have gained in significance over the years. I have also found that being happy and being
satisfied with life do not overlap in all aspects.
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