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Nexus of Economic Growth on Happiness and Inequality: Reexamine the Paradox
Abstract
Economic Growth is the essence of capitalism which has the paradoxical relation on
happiness and inverse relationship with inequality. Capitalism is fueling the inequality in
terms of access, opportunities, production, and distribution. The paper entitled “Nexus of
Economic Growth on Happiness and Inequality” is reexamined the paradox which
estimated the effect of economic growth and income on happiness and inequality by
analyzing 1080 observations from 2008 to 2016 period covered 120 countries. The main
explained variable of this paper is happiness and major interested explanatory variables are
GDP per capita, GDP growth and inequality. The paper applied fixed and random effect, and
Linear Dynamic Panel Data (LDPD)/generalized method of moment estimation method as its
estimation strategy. This paper investigated the positive association between GDP growth and
income with happiness and found that the increase of economic growth and income lead to
increase inequality which has the negative association with happiness.
Key Words: GDP Growth, GDP per capita, Inequality and Happiness.

1. Introduction
Happiness is the main destination, understanding and acceptance of every citizen and country.
It is the basic foundation, principle and compulsory situation for prosperity, sound
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development, and transformation of the society. Unhappy and unhealthily people can't create
happiness and prosperous society. Therefore, happiness study has become an attractive and
popular topic for various sociopolitical, economic and other scientists to chase their research
works. Happiness is one multidisciplinary area of study which is directly and indirectly
related to the human aspirations and expectations (Alatartseva and Barysheva 2015).
In recent decade, the study of happiness has emerged as new research phenomena in the field
of economics. The renounced economists are engaging to study happiness by correlating
between economic processes and individual wellbeing. Their research works mainly
centralized to link economic factors like income, wealth, unemployment and social security,
as well as social and institutional factors on happiness. Now happiness study has become
popular in wellbeing and behavioral economics which is popularly known as happiness
economics in recent times (Lane 2017).
(Cobb et al. 1995), (Stiglitz et al. 2010; Oswald 1997) and (Stevenson and Wolfers 2008)
described that GDP growth rate and GDP per capita couldn’t contribute the long run to
increase happiness among the life of the people and the nations. (Despotis 2005) mentioned
that GDP, itself is not considered as the good indicator to measure the economic and
development situation of the country. According to the (Van den Bergh 2009) GDP only
included and analyzed the market-related components like consumption, government
expenditure, investment, and net exports and (Costanza et al. 2009) argued that it is not
consider the wellbeing factors like environmental measures, pollution and air quality, quality
of life such as health care and life expectancy, education factors, crime issues, domestic
works like works of housewife etc. (Bakker and Creedy 1999) noticed that GDP doesn't cover
the issues of happiness in the life of individuals and the nations. It is only contributed to the
increase of inequality by increase economic growth and income.
(Muller 2013) mentioned that the inequality which is the product of capitalism is increased in
each and every area in the present world. (Wood 2002) described that profit is the main
essence of capitalism, which is created from surplus value and it is the main reason to create
the gap between rich and poor, which is the main guiding principle of capitalism to
accumulate capital. According to (Lepenies 2012) rising capitalism, in other words, combat
inequality is not favor of happiness or wellbeing of people. Many capitalist economists
believed that the increased GDP and income influenced to increase the wellbeing of people.
But they didn't consider about the increasing inequalities in the society and nations.
(Frank 2013) discussed that increase of growth and income is fueling to increase the demand
and aspiration of the people in the one hand and in the other hand; it increases the inequality
and can't consider the problem of environmental degradation issues. Due to these reasons, the
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immediate happiness among the people can’t be sustained in the long run and ultimately, it
converted in the unhappiness. Many research studies have already done in favor and opposite
of the paradox. There is not still anonymous opinion about the GDP and income effects on
happiness. Therefore this study is designed to estimate the GDP growth and income relation
with happiness in one hand and in the other hand, it is estimated the growth and income effect
on inequalities to link with happiness in the long run.
2. Theoretical and Empirical Literature Review
Several studies have concluded that materialism is associated with subjective well-being.
(Goerke and Pannenberg 2015) investigated the relationship between luxury consumption,
materialism, and subjective well-being and found that consumers are more motivated to
consume luxury goods, which leads to a positive association to increase life satisfaction.
There are several studies about the relation between consumption and utility perspective on
subjective well-being or happiness. The utilitarian perspective to study subjective well-being
was the major theme of study before the 1970s. But the scenario of happiness study is
changed after the Easterlin paradox in 1974. Then the happiness study has started to study
form economic growth, GDP per capita or income perspectives. This study focused the effect
of economic growth and income on happiness. Therefore, the literature review of this study is
also focused in the area of economic growth, income and happiness.
2.1 Happiness from Economic Growth and Income Perspectives
Happiness studies in the field of economics are new areas of research. (Antolini and
Simonetti 2019) mentioned that many researchers are starting the studies between the

relationship between happiness and GDP and stated that after reaching a certain level
of income, happiness is decreased. Although there are several studies have done and
discussed about the growth and income paradox and puzzles on happiness after the Easterlin’s
publication entitled on Does Economic Growth Improve the Human Lot, Some Empirical
Evidence in 1974. (Easterlin 1974) mainly focused the association between income and
happiness and found that economic growth has a positive association with happiness if other
things being equal. But contrast the increasing the level of income contributes to raising the
ambitions and aspirations among the people which ultimately has a negative effect of
happiness. In this article, Easterlin argued that people who have higher income were more
likely to report being happy within the country and the people in rich countries are happier
than the people of poor countries. This paper tried to indicate the paradox about the growth
and income with happiness in the long run. According to him, there won’t be positive
association between growth and income with happiness in the long run if they have positive
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relationships in a short run due to the increase of ambitions and aspirations among the people.
This paper covered the nineteen countries from Asia, Africa, and Latin America and covered
from 1946 to 1970.
After this, several works related growth and income paradox with happiness are appeared in
the field of happiness economics. The works were tried to reexamine the paradoxical relation
between economic growth and income with happiness. (Ferrer-i-Carbonell 2005) examined
the relationship between income and individual wellbeing and found that the income of the
reference group is important than the income for individual happiness and the individuals
with larger amount of income are happier than the lower amount of income references groups.
The study was based on the German Socioeconomic Panel (GSOEP) waves conducted among
the 16000 respondents in yearly observation from 1992 to 1997 in Germany. (Hayo 2007)
analyzed the pooled data obtained from 7 Eastern European shifting communist Countries,
Bulgaria, the Czech Republic, Hungary, Poland, Romania, Slovenia, and Slovakia and found
that the average level of life satisfaction of these countries is lower than Western societies.
The study further examined that positive income effect, the negative effect of unemployment,
positive educational effect, and positive marriage effect) on happiness. The study further
investigated that the respondents from rural areas reported a higher level of life satisfaction
than the respondents from urban areas.
Similarly, (Fischer 2008) found that the wealth of Americans' increased over the last few
decades but their happiness didn't increase. The study centralized on this issue and found that
rely upon paradox on GDP per capita. The study used the household income, male income,
and average wages as explanatory variables that eliminated the paradox. The paper analyzed
the 48000 respondents from 1972 to 2004 in the United States. (Mentzakis and Moro 2009)
noted that higher income increases SWB but form a certain point of time, the level of
happiness is decreased. The paper observed 50658 respondents in the age 16 and above in the
UK, covered the time period from1996 to 2003 and finding of this paper is supported to the
Easterlin Paradox. (Easterlin 2001) conducted a survey in 1994 among 2627 respondents in
the US and found that there is one universal nature among the people that they always think
they were less happy in the past and will be happier in the future, but when their income is
increased then their aspirations also increased together with income. It is the caused that their
experienced happiness is automatically different than their projected happiness due to the
causes of material aspirations. (Easterlin et al. 2010) revisited the previous Easterlin’s
findings and argued that if the level of income in the country is increased, but the happiness is
not increased more than 10 years. This article criticized the opposite findings of the paradox
and proved again paradox is remaining. The study is based on the survey was conducted
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among the 240000 respondents from 37 nations and the observations were from 1971 to 2005.
(Diener et al. 2010) tried to dig out the reasons why and how happiness is associated with
higher income including the basic needs, psychological needs and mentioned that income was
a moderately strong predictor of life evaluation but a much weaker predictor of positive and
negative feelings. They further highlighted that feeling is associated to fulfill the
psychological needs. (Diener et al. 2013) conducted a survey among the 806526 respondents
among the 135 nations covering the period from 2005-2011 and examined the association
between rising incomes in nations with increasing subjective well-being (SWB) and found
that changes in household income are changed the life evaluations, positive feelings, and
negative feelings. The paper further mentioned that the effect of gross domestic product
(GDP) is positively associated with life evaluations but weak significant. (Michael R. Hagerty
and Veenhoven 2003) found that increasing national income lead to increase national level of
happiness, but the short-term effect on happiness is larger than the long-term effect.
(Dluhosch et al. 2014) accepted that the disputed nexus between income and happiness and
found that subjective well-being significantly depends on income per capita , in low-income
countries and unemployment-related distribution is more important as a determinant in high
-income countries.
(A. E. Clark et al. 2015) analyzed the survey data named Germany Socioeconomic Survey
conducted among the 368000 respondents from time series 1992-2012 in Germany and
examined the relationship between poverty and subjective well-being and found three
empirical relationships. First, life satisfaction falls if the increase in poverty. Second, those
who have been poor in the past reported that they have lower life satisfaction today. Third, in
conclusion, poverty influenced to reduce the well-being among the people. (Easterlin 2017)
rechecked again paradox regained or lost and confirmed that in the long-term trends in
happiness and real GDP per capita are not a significant positive association. He concluded
that a higher long-term GDP growth rate is not statistically significant with the increase of
happiness. The analysis was based on the World Value Survey conducted in 209 nations
among the 400000 respondents from 1981 to 2010.
From the above literature, it could be concluded that after Easterlin, serious of studies have
appeared in the field of happiness economics. These above pieces of the literature have
indicated that there is a series debates and discussions about income and happiness relation,
some of them are supportive of paradox and puzzles and some are opposite. Therefore it is
still confusion and created the controversies what will be the policies implication from
income-happiness paradox? The literature of paradox and puzzles demands more studies in
the area of happiness economics.
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2.2 Economic Growth and Inequality
The effect of economic growth on inequality has been studied since a century. (Mawar et al.
2015) discussed about some empirical evidence about the relation between economic growth
and inequality and found that economic growth has a positive, negative and no relationship on
inequality. According to the paper Kuznets (1955, 1963), Knowles (2001), Chen (2003),
Alesina and Perotti (1996) and Su (2001) suggested that the growth has a negative impact on
inequality. The Sala-i-Martin (2002), Forbes (2000) and Li and Zhou (1998) suggested that a
positive relationship between growth and inequality and Deininger and Squire (1996), Chen
and Ravallion (1997), Easterly (1999) and Dollar and Kraay (2002) suggested no relationship
between growth and inequality. According t the (Tavor et al. 2018) the higher level of
happiness is not necessarily to be higher level of wealthy people. The paper found that the
negative association between GDPppp per capita and inequalities. Based on these empirical
reviews, it is not still common understanding about the relationship between growth and
inequality for policy implication.
2.3 Inequality and Happiness
(Ngamaba et al. 2018) noted that the previous studies about the relationship between
inequality and happiness have reported positive, null and negative association. But, most of
the studies between inequality and happiness have been suggesting that inequality and
happiness has negative relationship.(Wang et al. 2015) found that the lower level of income
inequality is positively associated the higher level of happiness. The paper is clearly
mentioned the empirical literatures about the inequality and happiness. According to the
paper (Morawetz et al. 1977) found that the income inequality is different and different level
of income has different level of happiness. The paper noted that if the income inequality is
higher, which ultimately leads the lower level of happiness. (Michael R Hagerty 2000) found
that if the income inequality is decreased then the national level of happiness is increased.
(Graham and Felton 2006) (Harper and Elledge 2007; Verme 2011) and (Ferrer‐i‐Carbonell
and Ramos 2014)estimated a negative relationship between inequality and happiness. But in
contrast, some of the studies have found the positive association between inequality and
happiness. (Tomes 1986) and (A. Clark 2003) found the positive association between
inequality and happiness. (Helliwell 2003) found that there is no relationship between
inequality and happiness. The literature clearly indicated that there is not any common finding
about the relationship between inequality and happiness.
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3. Literature Gap, Research Questions and Contributions
After review the literature, it can be concluded that after 1970s, the many studies about the
relationship between GDP growth, income, wealth and happiness have been conducted. The
Richard Easterlin, has first created the income-happiness paradox in the field of happiness
economics. He found that growth and income can't a positive association in the long run due
to the increase of expectations and inequality among the people. After this study, there were
huge literature in favor and opposite of the paradox. There is not an anonymous opinion
among the researchers.
Based on the above literate review, I found that some studies are positive, some are negative
and some are no association between growth and inequality and inequality and happiness.
Therefore this study is also designed to estimate the relationship between economic growth,
income with happiness and inequality to reexamine the relationship.
It contributed to measure the relationship between GDP growth and inequality and inequality
and happiness, which tried to create one common opinion on the previous studies.
4. Data and Empirical Foundation for Research Hypothesis
Happiness is the main predicted variables (Y) and the economic growth, income and
inequality are the main predictors in this paper. The paper used panel data from 2008 to 2016
covered 120 countries and the data were derived and managed from World Bank dataset. In
addition to this, some other variables country level income status, connectivity (sea and land),
and continents are used in this study as binary (𝜹) variables.
Several articles published to support and critiques on the Easterlin’s paradox. The paradox is
revisited from sociological, psychological and economic aspects and investigated the negative
and positive association between income and happiness. (Veenhoven and Vergunst 2014)
studied the Easterlin paradox from the sociological perspectives and economic growth does
not buy happiness for the average citizens and the paper mentioned that the paradox still
holds. (Oishi et al. 2011) has revisited the paradox from the Psychological perspectives and
the paper found that the rising income is significantly associated with the subjective wellbeing and the findings of this paper is opposite of the paradox.
(Sacks et al. 2012)studied the paradox from the economic perspectives and investigated that
the rising income is positively and statistically significant with subjective well-being. After a
long series of the discussion, Easterlin himself published a paper entitled Paradox lost? He
found that real GDP per capita is not positively associated with happiness in long run, his
conclusion was that paradox is still regained (Easterlin 2016). These empirical foundation in
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the academic and research field of happiness study created the question about paradox is still
persist or not. Based on above empirical foundation, the study designed the following
hypothesis 1.
Hypothesis 1
The GDP growth and income has still paradoxical relation with happiness.
The above literature already told us that most of the researchers strongly argued that the
increase of economic growth and income is supported to reduce the unequal distribution of
wealth and income. But, the previous works of literatures indicated that some of the findings
are positive and some of them are negative. Based on the literature, this study designed the
following hypothesis 2.
Hypothesis 2
GDP growth and Income has positive relation with Inequality and negative association with
inequality and happiness.
5. Model Specification
Happiness is the explained variable of this paper and GDP growth, GDP per capita, and Gini
index are main interested explanatory variables. Therefore to fulfill the above research
questions and hypothesis, this paper designed the following econometric strategies to estimate
the effect GDP per capita on happiness.
𝒴𝜄𝑡 = 𝛽𝜊𝑖𝑡 + 𝛽1𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡 + 𝛽2𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡𝑎𝑖𝑡 + 𝛽3𝑔𝑖𝑛𝑖𝑖𝑡 + 𝛿𝑠𝑒𝑎𝑖𝑡
+ 𝛿𝑙𝑎𝑛𝑑𝑖𝑡 + 𝛿ℎ𝑖𝑖𝑛𝑐𝑜𝑚𝑒𝑖𝑡 + 𝛿𝑢𝑚𝑖𝑛𝑜𝑐𝑚𝑒𝑖𝑡 + 𝛿𝑙𝑜𝑚𝑖𝑖𝑛𝑐𝑜𝑒𝑚𝑖𝑡
+ +𝛿𝑙𝑜𝑖𝑛𝑐𝑜𝑒𝑚𝑖𝑡 + 𝛿𝑠𝑎𝑓𝑟𝑖𝑐𝑎𝑖𝑡 + 𝛿𝑎𝑠𝑖𝑎𝑖𝑡 + 𝛿𝑒𝑢𝑟𝑜𝑝𝑒𝑖𝑡 + 𝛿𝑎𝑢𝑠𝑜𝑐𝑒𝑖𝑡
+ 𝛿𝑛𝑎𝑚𝑒𝑟𝑖𝑐𝑎𝑖𝑡 + 𝛿𝑠𝑎𝑚𝑒𝑟𝑖𝑐𝑎𝑖𝑡 + ℰ𝑖𝑡

−−−−

− −(1)
Where
𝒴𝜄𝑡 = 𝐻𝑎𝑝𝑝𝑖𝑛𝑒𝑠𝑠 𝑜𝑓 𝑡ℎ𝑒 𝑖𝑡ℎ 𝐶𝑜𝑢𝑛𝑡𝑟𝑦 𝑖𝑛 𝑌𝑒𝑎𝑟 𝑡
𝛽𝜊𝑖𝑡 = 𝑌 𝐼𝑛𝑡𝑒𝑟𝑐𝑒𝑝𝑡
𝛽1𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡 = 𝐺𝐷𝑃 𝐺𝑟𝑤𝑜𝑡ℎ 𝑅𝑎𝑡𝑒 𝑜𝑓 𝐼𝑡ℎ 𝐶𝑜𝑢𝑛𝑡𝑟𝑦 𝑖𝑛 𝑡𝑖𝑚𝑒 𝑡
𝛽2𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡𝑎𝑖𝑡 = 𝐺𝐷𝑃 𝑝𝑒𝑟 𝑐𝑎𝑝𝑖𝑡𝑎 𝑜𝑓 𝑖𝑡ℎ 𝑐𝑜𝑛𝑡𝑟𝑦 𝑖𝑛 𝑡𝑖𝑚𝑒 𝑡
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𝛽3𝑔𝑖𝑛𝑖𝑖𝑡 = 𝐻𝑜𝑢𝑠𝑒ℎ𝑜𝑙𝑑 𝐵𝑎𝑠𝑒𝑑 𝐺𝑖𝑛𝑖 𝐼𝑛𝑑𝑒𝑥 𝑜𝑓 𝑡ℎ𝑒 𝐼𝑡ℎ 𝐶𝑜𝑢𝑛𝑡𝑟𝑦 𝑖𝑛 𝑡𝑖𝑚𝑒 𝑡
ℰ𝑖𝑡 = 𝐸𝑟𝑟𝑜𝑟𝑠, 𝐷𝑖𝑠𝑡𝑟𝑢𝑏𝑎𝑛𝑐𝑒𝑠
Based on the above econometric model, this study generated the following equations to
estimate the relationship between explained and explanatory variables by using the dummy.
𝒴𝜄𝑡 = 𝛽𝜊𝑖𝑡 + 𝛽1𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡 + 𝛽2𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡𝑎𝑖𝑡 + 𝛽3𝑔𝑖𝑛𝑖𝑖𝑡 + ℰ𝑖𝑡 − − 1
𝒴𝜄𝑡 = 𝛽𝜊𝑖𝑡 + 𝛽1𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡 + 𝛽2𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡𝑎𝑖𝑡 + 𝛽3𝑔𝑖𝑛𝑖𝑖𝑡 + +𝛿𝑠𝑒𝑎𝑖𝑡
+ 𝛿𝑙𝑎𝑛𝑑𝑖𝑡 + ℰ𝑖𝑡

−−− 2

𝒴𝜄𝑡 = 𝛽𝜊𝑖𝑡 + 𝛽1𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡 + 𝛽2𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡𝑎𝑖𝑡 + 𝛽3𝑔𝑖𝑛𝑖𝑖𝑡 + +𝛿ℎ𝑖𝑖𝑛𝑐𝑜𝑚𝑒𝑖𝑡
+ 𝛿𝑢𝑚𝑖𝑛𝑜𝑐𝑚𝑒𝑖𝑡 + 𝛿𝑙𝑜𝑚𝑖𝑖𝑛𝑐𝑜𝑒𝑚𝑖𝑡 + +𝛿𝑙𝑜𝑖𝑛𝑐𝑜𝑒𝑚𝑖𝑡 + ℰ𝑖𝑡

−−

− − − − − − − − − − − (3)
𝒴𝜄𝑡 = 𝛽𝜊𝑖𝑡 + 𝛽1𝑔𝑑𝑝𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡 + 𝛽2𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡𝑎𝑖𝑡 + 𝛽3𝑔𝑖𝑛𝑖𝑖𝑡 + +𝛿𝑠𝑎𝑓𝑟𝑖𝑐𝑎𝑖𝑡
+ 𝛿𝑎𝑠𝑖𝑎𝑖𝑡 + 𝛿𝑒𝑢𝑟𝑜𝑝𝑒𝑖𝑡 + 𝛿𝑎𝑢𝑠𝑜𝑐𝑒𝑖𝑡 + 𝛿𝑛𝑎𝑚𝑒𝑟𝑖𝑐𝑎𝑖𝑡 + 𝛿𝑠𝑎𝑚𝑒𝑟𝑖𝑐𝑎𝑖𝑡
+ ℰ𝑖𝑡

− − − − − − − −(4)

6. Estimation Strategy
Before selection of the proper estimation strategy, the study tested the multicollinearity,
heteroscedasticity and Hausman test. The test found the sever collinarity and no found
heteroscadasticity problem. The Hausman test has given the option to choose between fixed
and random effect estimation method and the estimated (p= 0.00) indicated to choose the
fixed effect. The paper checked the endogeneity problem and found the omitted and missing
variables, after this it is concluded that the model violets the OLS estimation method and
select the fixed effect estimation method, 2SLS (FD) and GMM estimation techniques.

7. Findings and Discussion

9

7.1 Easterlin Paradox and Debate on Its Paradoxical Relation
The following table 1 presents that the relationship between GDP per capita and GDP growth
rate and wealth and income inequality (Gini index) on happiness. Several studies have done
the association between income and happiness. Some of them are supported to the Easterlin
paradox and some research findings are opposite of the paradox. (Beja 2014) found the
contradiction between the short-run evidence of the positive income-happiness relationship
and in the long run zero income-happiness relationships. The finding of this paper is against
the scenario of paradox.
As indicated by the p-values of the Wald test Chi2 (154.90) and (p = 0.00) in model 1 have
indicated significance value of the parameters and F test 7.01 (0.0001) has given the result of
best fit of data. Similarly, the Hausman test Chi2 (42.16) and (p= 0.00) has indicated to
choose the fixed effect estimation method. The Wald test Chi2 (154.90) and (p= 0.00) in
random estimation method and Chi2 (6987.27) and (P=0.00) in LDPD estimation method
indicated the significance of the parameters and the Sargen statistics Chi2 (73.94) and (p =
0.220) has indicated that the significance of the model.
The study found that there is a positive relationship between GDP per capita and happiness.
All estimation methods, FE, RE, and LDPD found the positive association between GDP per
capita and happiness. The estimation method of model 1, the Linear Dynamic Panel Data
estimation method (LDPD) estimated the happiness coefficient is (3.96e-05***) which is a
strong positive association at 0.01 % significance level. Similarly, Random Effects estimated
the very strong positive association at the same level but in the Fixed Effects estimation
method only found a positive association between GDP per capita at 0.05 % insignificant
level. The detail is presented in the following table in model 1.
Using the binary variables (sea and land linked countries) in model 2 estimated the positive
association between GDP per capita by Sea linked countries and found the coefficient
(0.513***), which is very strong positive association at 0.01% significance under the LDPD
estimation method. Following the LDPD estimation method, the Random Effects also
estimated the coefficient (0.443***) in the same way. The result in model 2 indicated that the
explanatory variable GDP per capita has very strong positive association with happiness in
sea linked countries. Based on the findings it can be concluded that the people in sea linked
countries have become happier than land linked countries.
The result of this study indicated both positive and negative association between GDP growth
rate and happiness. In model 2, GDP growth and happiness has a positive relationship in fixed
effect estimation method, the coefficient is (0.00652*) and it is only significant at 0.1 %
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significant level and RE estimation method found that the positive association but statistically
insignificant. The result indicated that the negative association between two variables under
the estimation method of LDPD which is also insignificant.
The model 2 estimated the negative association between two variables and the coefficients
presented in the tables are significant at 0.01 % level under all estimation. In model 3, using
the sea linked and land linked dummy variables also found the same trends, the coefficient
presented in the following tables, all are a negative association and significant at 0.01 percent
level of significance. The details are presented in the following table 1.
Table: 1. Effects of GDP per Capita, Growth, and Inequality on Happiness by Sea and
Land Linked Countries
Variables

GDP Per Capita

GDP Growth
Rate

Gini Index

Model 1 (Happiness)

Model 2 (Happiness)

FE

RE

LDPD

6.33e-06

2.92e-05***

3.96e05***

(4.40e-06)

(2.56e-06)

0.00652*

0.00330

(0.00363)

(0.00364)

-0.823***

-0.940***

(0.213)

(0.208)

(5.52e-07)
-9.46e-06
(0.00297)
-1.976***
(0.282)

Land Linked

FE

RE

LDPD

6.33e-06

2.77e-05***

3.71e-05***

(4.40e06)

(2.62e-06)

(7.43e-07)

0.00652*

0.00384

0.000149

(0.00363)

(0.00364)

(0.00294)

-0.823***

-0.924***

-1.762***

(0.213)

(0.208)

(0.282)

-

-

-

0.443***

0.513***

(0.169)

(0.102)

Sea Linked

5.778***

5.485***

5.783***

5.778***

5.135***

(0.114)

(0.118)

(0.125)

(0.114)

(0.178)

Observations

1,079

1,079

1,079

1,079

1,079

R-Squared

0.022

Constant

0.022
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

(Note: The Author creates the Table)
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5.306***
(0.156)
1,079

7.2 Growths and Income Effect on Happiness by Country Income and Continents
The paragraph deals the estimation between GDP growth and income effect on happiness by
using the binary variables country income status (higher, upper middle, lower middle, and
low-income countries) in model-3. The study estimated the positive association between GDP
per capita and happiness. But the binary variable, which is used in this model, indicated that
the people in higher income countries are happier than the lower income-based countries
which indicated by both LDPD and RE estimation method. The estimating coefficient in
model 3 indicated that the people in the lower income counties are happier than the people in
upper-middle-income countries and lower-middle-income countries.
In model 4, the dummy variables, the continent (Africa, Asia, Australia and Oceania, Europe,
North America, and South America) are used as the explanatory variables along with the
GDP per capita, growth and Gini and found that the African people are less happy than the
people of other continents. The estimating results in LDPD indicated that the people in
Australia and Oceania have become happier than other continents. The RE estimation method
indicated that the people in South American people are happier than the people of other
continents, then people of Australia and Oceania become happier. The random effects
estimation method indicated that European people are less happy than the people of other
continents except for Asia and Africa. The Asian people are less happy than other continents
except for Africa. But the result in the LDPD estimation method is different which found that
the European people are happier than the people of other continents expect Austria and
Oceania. The findings of this study are fully supported to the Easterlin paradox. The details
are presented the following table 2.
Table: 2 Effects of GDP Growth, Per Capita and Inequality on Happiness by Continents
and Income Status
Variables

GDP Per

Model 3

Model 4

FE

RE

LDPD

FE

RE

LDPD

6.32e-06

1.90e-05***

2.43e-05***

6.33e-06

2.84e-05***

3.11e-05***

(4.40e-06)

(3.13e-06)

(1.61e-06)

(4.40e-06

(2.37e-06)

(1.11e-06)

0.00561

0.00952***

0.00652*

0.00456

-0.000900

(0.00363)

(0.00297)

(0.00363

(0.00363)

(0.00306)

Capita

GDP Growth 0.00651*
(0.00363)
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Gini Index

-0.823***

-0.767***

0.543*

-0.823***

-0.849***

-1.006***

(0.214)

(0.206)

(0.325)

(0.213)

(0.207)

(0.370)

-0.0641

-1.508***

-1.040***

(0.386)

(0.201)

(0.138)

-0.862***

-1.413***

(0.180)

(0.125)

-0.446***

-0.0844

(0.164)

(0.0794)

-

0.638***

-0.751***

(0.140)

(0.160)

1.591***

3.514***

(0.393)

(0.255)

0.823***

0.636***

(0.149)

(0.114)

High Income
Upper M.
Income

Lower M.
Income

Lower
Income

Africa
Asia

Aus and
Oceania

Europe

N. America

1.371***
(0.188)

S. America

Constant

Observations

1.685***

0.00319

(0.193)

(0.163)

5.787***

6.097***

5.404***

5.778***

4.717***

4.442***

(0.126)

(0.168)

(0.135)

(0.114)

(0.148)

(0.206)

1,079

1,079

1,079

1,079

1079

1079
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R-Squared

0.022

0.022
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

7.3 Relationship between GDP Growth and Happiness by Continents
The following chart is helpful to analyze the relationship between GDP growth and
happiness. The growth can't contribute to increasing the level of happiness among the people.
This study proves that the mean GDP growth of Africa is more than other continents but the
level of happiness is less in that region. The GDP growth rate is near about one percent in
Australia but the level is happiness is high. This rule is implemented in the European
continents too. Therefore, we concluded that the GDP growth couldn't alone contribute to
increasing the level of happiness. The following presented figure (1) has also proved this
statement.
Figure 1 Relation between GDP growth and Happiness over Continents.
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N. America

6.034592

2.6456466

S. America

6.3128824

3.5037929

(Note: The Author creates the Chart)
7.4 GDP Growth and Inequality
The paper estimated the GDP growth and unequal distribution of wealth and income and
found the slope of the fitted regression line indicated the moderate positive linear relationship
between GDP growth and inequality. The findings proved that increasing of economic growth
contributed to increasing income and inequality at the same time.
7.5 GDP per Capita and Happiness
This study estimated the relationship between GDP per capita and happiness by the scatter
plot. In the following scatter plot presented GDP per capita in horizontal line

(X-axis) and

Happiness in vertical line (Y-axis). The GDP per capita is 3rd interested explanatory variables
to estimate happiness of this study.
In the following scatter-plot, the fitted regression line show positive slope between GDP per
capita and happiness. Therefore, this study concluded that there is positive association
between GDP per capita and happiness. The association between GDP per capita and
happiness is presented in the following figure 2.
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Figure 2: The effects of GDP per capita on Happiness

(Note: Author creates the Chart)
7.6 GDP Growth and Inequality
This study estimated the GDP growth and unequal distribution of wealth and income and
found the slope of the fitted regression line indicated the moderate positive linear relationship
between GDP growth and inequality. The findings proved that increasing of economic growth
contributed to increasing income and inequality at the same time.
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Figure 3: Relations between GDP Growth and Inequality

(Note: The Author creates the Chart)
7.6. Inequality and Happiness
(Oishi et al. 2011)published a research report using General Survey data from 1972 to 2008
and they found that Americans were average happier in the years of less income inequality
than the years with more national income inequality. They further found that the inverse
association between income inequality and happiness. They mentioned in their paper the
negative association income inequality and happiness among lower-income respondents but
not higher income respondents.
The Gini index, which is used as an explanatory variable, indicated the unequal distribution of
wealth and income in the household level. The study estimated the relation between income
inequality and happiness and the slope of the fitted regression line indicated the negative
association between the Gini index and happiness. The detail relation is presented in the
following chart.
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Figure 4 Relations between Income Inequality and Happiness

(Note: The Author creates the Chart)
8. Conclusion and Policy Implications
The happiness study is discussed increasingly not only in academic arenas but also the policy
debate about it is increased among the policy makers and planners. Happiness is considered
one of the major goals of individuals and nations. Every government of any country wants to
increase their economic growth and per capita for the socio-economic development of the
country and gain the popularity from the people. Along with this, every government wants to
increase the level of happiness among the people. But, these two things can’t go together in
the long run. The study indicated that the economic growth contributed to increase the level
of happiness along with inequalities. The income factors contributed to increase the
aspirations among the people. It is the one reason to create the unhappiness among the people.
Therefore, this paper strongly recommends that every government to adopt the happiness
measures in their programs and policies rather than the income measures. The GDP factors
can't consider the green GDP which is the opposite of the individuals and the national level of
happiness. The GDP along can't contribute to increasing the level of happiness among the
people and average happiness life of the nations, therefore, it is need to adjust the ecological
and environmental degradations aspects in policies and programs. The government should be
developed to minimizing inequality strategies with increasing strategies of economic growth
18

and per capita. If they don't consider to minimizing inequalities among the people, it creates
the huge gap between poor and rich, it may cause of conflicts among the people which creates
the unhappiness among the people.
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Annexes
Table 1 Distribution of the countries over Continent
Continent
Africa

Asia

Europe

Australia and
Oceania

Country
Algeria, Benin, Botswana, Burkina Faso, Cameroon, Chad, Egypt, Ghana,
Kenya, Liberia, Madagascar, Malawi, Mali, Mauritania, Niger, Nigeria,
Rwanda, Senegal, Sierra Leone, South Africa, Tanzania, Tunisia, Uganda,
Zambia, Zimbabwe

Armenia, Azerbaijan, Bahrain, Bangladesh, Cambodia, China, India,
Indonesia, Iran, Iraq, Israel, Japan, Jordan, Kazakhstan, Kuwait, Kyrgyzstan,
Lebanon, Malaysia, Mongolia, Nepal, Pakistan, Philippines, Saudi Arabia,
Singapore, Sri Lanka, Tajikistan, Thailand, Turkmenistan, United Arab
Emirates, Uzbekistan, Vietnam, Yemen

Albania, Austria, Belarus, Belgium, Bosnia and Herzegovina, Croatia,
Cyprus, Czech, Republic, Denmark, Estonia, Finland, France, Georgia,
Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania,
Luxembourg, Macedonia, Malta, Moldova, Montenegro, Netherlands,
Norway, Poland, Portugal, Romania, Russia, Serbia, Slovakia,
Slovenia. Spain, Sweden, Switzerland, Turkey, Ukraine, United
Kingdom

Australia, New Zealand

North America

Canada, Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti,
Honduras, Mexico, Nicaragua, Panama, United States

South America

Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Paraguay, Peru,
Uruguay, Venezuela
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Table 2 Distribution of the countries over Connectivity
Land Linked

Botswana, Burkina Faso, Chad, Malawi, Mali, Niger, Uganda, Armenia,
Azerbaijan, Kazakhstan, Mongolia, Nepal, Tajikistan, Turkmenistan,
Uzbekistan, Macedonia, Moldova, Bolivia, Paraguay, Zambia, Zimbabwe

Sea Linked

Algeria, Benin, Cameroon, Egypt, Ghana, Kenya, Liberia, Madagascar, Mauritania, Nigeria,
Rwanda, Senegal, Sierra Leone, South Africa, Tanzania, Tunisia,
Bahrain, Bangladesh, Cambodia, China India, Indonesia, Iran,
Iraq, Israel, Japan, Jordan, Kuwait, Kyrgyzstan,
Lebanon, Malaysia, Pakistan, Philippines, Saudi Arabia,
Singapore, Sri Lanka, Thailand, United Arab Emirates,
Vietnam, Yemen, Australia, New Zealand, Albania,
Austria, Belarus, Belgium, Bosnia, and Herzegovina,
Croatia, Cyprus, Czech Republic, Denmark,
Estonia, Finland, France, Georgia, Germany, Greece, Hungary,
Ireland, Italy, Latvia, Lithuania,
Luxembourg, Malta, Montenegro, Netherlands,
Norway, Poland, Portugal, Romania, Russia, Serbia,
Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey, Ukraine, United Kingdom, Canada,
Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras,
Mexico, Nicaragua, Panama, United States, Argentina, Brazil, Chile, Colombia, Costa Rica,
Peru, Uruguay, Venezuela

Table 3 Distribution of the countries over Income Status
Income Status

Countries

High-Income
Status

Australia, Austria, Bahrain, Belgium, Canada, Chile, Croatia, Cyprus,
Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Ireland, Israel, Italy, Japan, Kuwait, Latvia, Lithuania,
Luxembourg, Malta, Netherlands, New Zealand, Norway, Poland, Portugal,
Saudi Arabia, Singapore, Slovakia, Slovenia, Spain, Sweden, Switzerland,
United Arab Emirates, United Kingdom, United States, Uruguay

Upper Middle
Income Countries

Albania, Algeria, Argentina, Azerbaijan, Belarus, Bosnia and Herzegovina,
Botswana, Brazil, China, Colombia, Costa Rica, Dominican Republic,
Ecuador, Georgia, Iran, Iraq, Jordan, Kazakhstan, Lebanon, Macedonia,
Malaysia, Mexico, Montenegro, Panama, Paraguay, Peru, Romania, Russia,
22

Serbia, Thailand, Turkey, Turkmenistan, Venezuela
Lower Middle
Income Countries

Armenia, Bangladesh, Bolivia, Cambodia, Cameroon, Egypt, El Salvador,
Ghana, Guatemala, Honduras, India, Indonesia, Kenya, Kyrgyzstan,
Mauritania, Moldova, Mongolia, Nicaragua, Nigeria
Pakistan, Philippines, Sri Lanka, Tajikistan, Tunisia, Ukraine, Uzbekistan,
Vietnam, Yemen, Zambia

Lower Income
Countries

Benin, Burkina Faso, Chad, Haiti, Liberia, Madagascar, Malawi, Mali,
Nepal, Niger, Rwanda, Senegal, Sierra Leone, South Africa, Tanzania,
Uganda, Zimbabwe

Threshold

GNI Per Capita (current US&)

Low Income

< 1,005

Lower Middle Income Countries

1,006-3,955

Upper Middle Income Countries

3,955-12,235

High Income Countries

>12,235

Source: Country Classifications by income level: 2017 – 2018, World Bank
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