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Abotrod 

Recent work suggests that a person's subjective well-being (SWB) depends to a large dcgrcc 
on relative-income. Focusing on the uude.rlying identification, this papeL':makes four contributions 
to this literature: it describes the aggregation problem with past studies, implemcnt:s an estimation 
strategy to overcome this problem, finds micro-lcvcl evidence in support of the hypothesis that 
relative-income docs matt:erin individual assessments of SWB, and uses cross-aection estimates to 
replicate the aggregate time-series_ The evidence further indicates that relative-income effects may 
be smaIlcr at low income levels. 'The :results are obtained from ordclcd probit techniques and the 
general social survey (GSS)_ e 2001 Elsevier Scimce B.V. All rights resen'ed. 

JEL clas6flicatirm: 060; 130 

IUyworrb: 1IIppincu; Relative-income; Subjective well-being; Statui; Welfare 

1. Introdudion 

Acconting to Abramovitz (1979, p_ 5): 

I think one can sense a mood of disappointment in the achievement and, indeed, of 
increasing opposition to rapid growth in the future ..•• Let me give just one rather 
revealing illustration. At Stanford University, we mange a gathering each year for our 
graduates. They spend several days at the University listening to 1ccturcs and taking part 
in seminars. For some years now one of the most popular seminars has been entitled 
''the rat race". Here, in the company of psychologists, sociologists, psychiatrists, etc_ 
the graduates, young and old, conduct an inquest into their lives, and, as the title of the 
seminar suggests, the central question is why they find existence so frustrating, why they 
feel themselves on a treadmill 

0I67-2681iUll$- sec frontmattcr C 2001 BlIc:vier Scicnoc B.V. All rightl rcscrvcd. 
PII: 50167 -2681(01)00145-7 



252 M. McBride/ J. of Econumic Behavior & Org. 45 (2001) 251-278 

Economic growth is the main goal of most modem states because of the belief that 
an increase in incomes leads to an increase in welfare. Economists generally assume that 
having more goods leads directly to greater overall welfare, but recent empirical work has 
raised doubts about this simple assumption. In particular, this recent work has suggested 
that a person's subjective well-being (SWB) depends to a large degree on relative and 
not absolute income. As Easterlin (1995) suggests, ''raising the incomes of all, does not 
increase the happiness of all, because the positive effect of higher income on SWB is offset 
by the negative effect of higher living level norms brought about by the growth in incomes 
generally" (p. 36). 

If true, this conclusion raises serious questions concerning the relative importance of 
many of today' s current policies. If economic growth only has minor effects on well-being 
then should other social goals receive more attention? Should equality of incomes be 
a more prominent social goal? Would a reduction in inequality increase dynamic ef
ficiency? What is the proper way to index poverty? These questions and others have 
been posed in the literature. The answers, however, depend on our understanding of the 
influence of relative-income on well-being, yet our understanding is limited since past 
studies have focused on aggregated time-series ttends that cannot identify the underly
ing dynamics of the relative-income effects. The structure of these effects is thus left 
underermined. This study seeks to fill this gap in our understanding of relative-income 
effects. 

The structure of this paper is as follows. In Section 2 the key ideas about SWB are dis
cussed and the past empirical work is reviewed. The purpose of this section is to illustrate the 
need for an individual-level approach to test for relative-income effects. Section 3 presents 
the relevant econometrics. The past studies focused on aggregate time-series, but cannot 
exactly identify the underlying relative-income effects. A dynamic econometric model is 
presented which can be used to overcome these problems and test for relative-income ef
fects using an ideal set of data, which is described. Section 4 then discusses the actual 
(and less-than-ideal) cross-section data used and discusses how to adapt our methodology 
from Section 3 to the cross-section. Section 5 discusses the results of the application of our 
econometric model using the data. Section 6 replicates time-series from the cross-section 
estimates to illustrate the path of well-being by age cohort. Section 7 summarizes and 
discusses the results. 

This paper does not attempt a comprehensive treatment of the determinants of happiness. 
Instead, the focus of this paper is on the identification of what is driving the seemingly 
contradictory time-series. In this respect, this paper makes four important contributions. 
First, it describes how the aggregated nature of the past work leaves open the true nature 
of the relative-income effects. Second, it describes a simple estimation strategy that over
comes these problems, while being based on established research from psychology and 
sociology. The key point is that in investigating the relative-income effects on SWB this 
study focuses on the individual level and uses relevant concepts from the literature within 
and outside of the field of economics. Third, this study uses this micro-based approach to 
find evidence in support of the hypothesis that relative-income does matter in individual 
assessments of SWB, although, there is indication that these effects may be smaller at low 
income levels. Fourth, this paper shows that the time series trends can be obtained from the 
underlying structure estimated on the cross-section. These contributions mark a step towards 
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understanding the nature of SWB and provide direction for future theoretical and empirical 
work on the role of relative-income effects. 

2. Key ideas and past work 

2.1. Subjective well-being 

The basis of this investigation rests on the validity of the 'SWB' concept and measures. 
This concept, which is common in the sociology and psychology literature, refers to an 
individual's personal assessment of his own well-being according to his own opinion and 
not some objective measure. Economists tend to ascribe well-being to objective measures 
like income and life-expectancy, but the SWB concept is notably different. First, SWB is 
subjective to the individual in question. Second, SWB is an assessment by the individual 
of all parts of his life. Diener (1984) surveys the work on SWB and writes, ''notably absent 
from definitions of SWB are necessary objective conditions such as health, comfort, virtue, 
or wealth. Although, such conditions are seen as potential influences on SWB, they are not 
seen as an inherent and necessary part of it" (pp. 543-544). It is completely left up to the 
individual to explain his SWB or level of happiness. 1 

To capture and measure SWB in their polls, researchers design special questions. In the 
data used in this paper, respondents were directly asked, ''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'!" Sometimes this question followed a question that asked the person to define 
happiness in his own words. After making such a description, the person can then assess 
his own life in relation to his own subjective definition. 

Economists shy away from using such data for various reasons. Are the responses more 
reflective of the frequent ups and downs of life than overall SWB? Do respondents give hon
est answers? Is the concept of SWB consistent across studies? Do the questions suffer from 
framing effects? The most fundamental question asks if SWB is even a meaningful concept. 
These questions are confronted in the literature, and we will not attempt to address them 
here. Instead, we refer the reader to Easterlin (1974) and Diener (1984) to find responses 
to many of the questions and references to other sources. The overall conclusions made 
in literature are that SWB is a meaningful concept and the SWB measures are meaningful 
measures of the concept. We take these conclusions for granted and base our work on the 
assumption that the SWB measure is meaningful. 

2.2. The empirical work and the relative-income hypothesis 

As a benchmark, consider the standard textbook theory that an increase in individual i's 
income leads to an outward shift in i's budget consttaint. This increase in income allows ito 
increase his consumption which leads to an increase in i's utility. How would this look over 
the life-cycle? If i's utility was only a function of i's consumption then we might naively 
expect his utility to follow a time path similar to his income path. With this in mind, let us 
exantine the resnlts from examinations of the income--SWB relationship. 

I The terms 'SWB' and 'happiness' will be used interchangibly in this paper. 
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well-being. With this in mind, let us now look: closer at the types of norms and their potential 
effects on SWB. 

2.3. Coruwnption/income norms 

Many factors have been found to affect SWB (see Diener, 1984). Demographic variables 
such as age, gender, race. employment status, religion, and marital status have all 'been 
found to affect happiness in certain degrees. Personality, behavior, and health also appear 
to influence happiness. On the surface it appears a mess, and below the surface it appears 
even less clear. However, survey responses overwhelmingly emphasize concerns such as 
"adequacy of income, family matters, or health, rather than broader national or social 
issues such as pollution, political power, or even threat of war. Furthennore, economic 
worries appear to be especially important among lower income persons" (Easterlin, 1974, 
pp. 113-114). And people of all income groups indicate their top three worries are economic, 
family, and hcalth (Eastcrllil, 1974, p. 114). 
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Our focus is on the infiuence of income. Diener points out that it is not just the infiu
ence of income but that satisfaction with income is also important (p. 553). He further 
suggests that this satisfaction depends on comparison. We have identified two general types 
of comparison norms described in the literature. First, there is a direct social comparison as 
represented in Eq. (1). Individual i compares his income to those in his cohort. His cohort 
could include people of similar age, gender, race, region, etc. Ibis comparison is sociolog
ical and outwardly oriented, since it depends on his comparison with other individuals in 
his reference group. We will call this the 'external' or 'sociological' norm. Second, there is 
an adaptive, psychological comparison. Ibis comparison is made based on the individual's 
persoual consumption experience. For example, an individual who grows up in a wealthy 
household will likely have a higher consumption standard than an individual who grew up 
in poverty. We will call this the internal or psychological norm. 3 Identification of these 
influences will be discussed below. 

There is a large literature in sociology and psychology that acknowledges these factors. In 
sociology, there are the concepts of relative deprivation, relative status, and social frarue of 
reference. What these concepts share is the notion that individuals operate within 'reference 
groups'. In Eq. (1), the reference group is the set I. In psychology, there are concepts like 
habituation and aspirations, and there is also adaptation-level theory. Even within the field of 
economics, there has been recognition of these influences on theoretical levels even though 
general discussion of these infiuences has ouly increased recently. 4 

Whereas this paper uses SWB as a direct measure of well-being in looking at relative
income effects, there are indirect ways to examine relative-income effects. Such an indirect 
approach was used by van de Stadt et al. (1985), who suppose that an individual's welfare 
depends on his ranking in a specially weighted income distribution. The income distribution 
is calculated using reference weights that attach the relative importance of others in the 
distribution. Under this assumption, they estimate equations based on moment conditions 
and obtain results indicating that relative-income effects are present. As stated above, the 
approach in this paper is different, because it directly estimates parameters instead of using 
moment conditions and an income-distribution based welfare function. 

Please note that in this paper the term 'relative-income' is used to mean both income 
relative to a reference group (exterual) and income relative to past experience (internal). 
Ibis usage is broader than in some past studies, where the term means ouly the income 
relative to a reference group. Also note that we use the term 'norm' to mean the standard of 
achievement or comparison. Norms may be more specifically thought of as the aspirations 
shaped by personal experience and social comparisons. 

3 Canoll et aI. (1997) use the 'internal' versus 'external' norm distinction, but their D.OIIIlI!I are slightly different 
than those described here. The reason for using the terms 'psychological' and 'sociological' is more for giving the 
reader intution concerning the norms than presenting a sophisticated understanding of the two types of norms. 

4 Adam. Smith referred to the admiration of riches as deceiving mankind into continually propelling industry 
forward, and Veblen coined the term 'conspicuous consumption' (Clark (1991». Duesenberry (1949) suggested 
that dissatisfaction with some goods occurs when superior goods are demonstrated. Scitovsky (1976) wrote a 
whole book on consumer diBsatisfaction. A more recent example is the book of Frank. (1985) on the choice of 
reference groups. Also see the recent symposia in the 1997 Economic Journal and the 1998 Journal uf Public 
Economics. 
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SWB curve Up or down. Aggregate SWB could remain constant over time if Pi increases 
over time for succeeding generations in a manner to offset the rising per capita incomes 
over time. This realization is shown in Fig. 2.2(b). Notice that restrictive requirements are 
placed on the formation of PI in order to get this relationship. Since PI acts to deflate SWB, 
the individuals path of SWB over time would be a vertical shift of the time path of income, 
as shown in Fig. 2.2(c). 



�

� �

� �

�

�

� �

�



260 M. McBride/ J. of Econumic Behavior & Org. 45 (2001) 251-278 

the aggregate relation (2). lbis problem suggests that for stronger conclusions to be made 
concerning the role of relative-income effects there must a study at the individual level. lbis 
focus on the individual level is needed to see how relative-income effects at the 'micro' 
level can give rise to the aggregated results. The recognition of this problem is the main 
motivation for this study. 

3.1.2. Problem 2: lack of direct data on norms 
Observational equivalence is not the only problem. Consider the following. First, in cases 

2 and 4, the econometrician does not have direct data on Pi nor the knowledge on how Pi 
is formed. Second, in cases 3 and 4, the econometrician does not have direct data on kijt. 

Because, we suspect the type of reference norm to be vital to the types of results obtained, we 
will pay special attention to the reference norm that we use in our econometric specification. 
We will draw on the empirical work mentioned above and the relevant concepts in sociology 
and psychology to model SWB. In Section 3.2, we present a model that can capture these 
relative-income effects and outline our estimation procedures. 

3.2. Overcoming the estimation difficulties 

3.2.1. The ideal dataset 
The ideal dataset is certainly a mythical creature, but considering ideal data allows us to 

pinpoint what to look for in real (and imperfect) data. Our ideal dataset consists of variables 
that can be used to separately identify the underlying process that determines SWB. 

The first variable of importance is a measure of SWB. Ideally, this measure would be 
continuous since that would allow a greater array of econometric tecbuiques. Also, the SWB 
measure would contain the characteristics of the SWB measures mentioned earlier, that is, 
it would be subjective and would be based on the individual's overall assessment of his 
life. 

The next measures of importance are continuous measures of income and consumption. 
It is not clear if an individual compares his income with his cohort or compares his con
sumption with his cohort. The two are likely to be highly correlated, however. Arguments 
can be made for using either, so we would ideally have both to exantine. 

We also want the norm measures. There are different things to consider as internal norms. 
One particular variable would act as proxy for the individual's assessment of how his 
standard of living compares with his parents' standard of living. lbis would be a subjective 
measure. Another variable would be a consumption or income measure of his parents - an 
objective measure that is potentially equivalent to the subjective measure. Another variable 
would represent the individual's standard of living in the previous time periods, which 
would be an objective measure. Having this measure suggests the importance of having 
panel data. We will come back to this point in a moment. Such a measure could capture the 
adaptive nature of consumption. An individual can get used to a particular standard ofliving 
and find it bard to settle for anything less. It would be ideal to have all of these variables 
so that we can exaruine more specifically what factors come into play when an individual 
makes an internal comparison. In particular, if the first internal (subjective) norm was found 
to be significant, we could exaruine different objective measures to find an objective norm 
that matched effect of the subjective norm. 
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Table 1 
Sample means and standard deviations of selected variables-

SWB 0 SWB 1 SWB 2 All observations 
mean (S.D.) mean (S.D.) mean (S.D.) mean (S.D.) 

SWB 1.136 (0.639) 
AGE 44.915 (15.497) 45.774 (15.380) 47.549 (15.166) 46.148 (15.318) 
WGINC 9.702 (1.057) 10.133 (0.839) 10.356 (0.754) 10.133 (0.873) 
DPARSOL5 0.128 (0.337) 0.032 (0.177) 0.022 (0.147) 0.043 (0.204) 
DPARSOIA 0.106 (0.312) 0.140 (0.348) 0.066 (0.250) 0.114 (0.319) 
DPARSOL3 0.191 (0.398) 0.253 (0.436) 0.275 (0.449) 0.250 (0.434) 
DPARSOLZ 0.383 (0.491) 0.339 (0.475) 0.253 (0.437) 0.321 (0.468) 
COIllNC 10.253 (0.248) 10.241 (0.248) 10.215 (0.251) 10.236 (0.249) 

Observations 47 186 91 324 
Percent of total 15 57 28 100 

_ The summary statistics of the dummies for marriage, gender, race, and health are not listed. All data except 
COIllNC are from 1994 GSS. COIllNC data are from 1994 CPS (see Section 4.1). 

The income measure has problems. Respondents did not record exact income figures, 
but were asked to identify which income range they fell into, and respondents that made 
over $75,000 in the survey year were all grouped together. We removed all data in this 
very high income group and consider only respondents who received $75,000 or less. 
TIlis may sound problematic at first, but we justify this move with two reasons. First, our 
intuition suggests that relative-income effects shonld be high at high income levels (well 
past subsistence levels), so if we find the presence of relative-income effects at lower income 
levels then that lends that much more power to the argument that relative-income matters. 
Second, since there is evidence that suggests the presence of relative-income effects even 
in developing countries with povetty-line income levels (Easterlin, 1974), we expect to 
find relative-income effects in the United States among lower income respondents. In order 
to obtain a log income measure for Yi we created a new income variable (LOGINC). We 
made i's LOGINC equal to the natural log of the middle income of his income group. For 
example, if i is in income group 45,000--$55,000, then i's LOGINC is equal to the natural 
log of 50,000. 

As a proxy for i's internal consumption habituation norm, we use a subjective "parents' 
standard of living" discrete measure. The question asked is, "compared to your parents when 
they were the age you are now, do you think your own standard of living now is: much better, 
somewhat better, about the same, somewhat worse, or much worse?" We coded four dummy 
variables DPARSOL2-DPARSOL5 to capture the responses from 'somewhat better' to 
'much worse'. For example, DPARSOL5 takes the value one when the respondent believes 
his standard of living is much worse than his parents' standard of living when they were 
his age. We justify using this as an internal norm by assuming that this variable correlates 
closely with the standard of living the respondent had while growing up as a child. With 
this interpretation, the variable does in principle capture exactly what we want a measure 
of an internal norm to capture, namely, a subjective assessment of how his current standard 
of living compares to past standard of living. 

Variables in Zi include dummies for sex, race, marriage, and health. The sex dummy takes 
on the value one if the respondent is female (DFEM). The race dummy variable takes on the 
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Table 5 
Results from test of structural stability&-

Pr(SWB 0) Pr(SWB 1) Pr(SWB 2) 

(a) Ordered probit maxginal effects on SWB usllJg high and low income groups 

Using high incomes (228 observationa) 
WOINC' 0.023 0.033 0.055 

DPARSOL 
DPARSOL2 0.103 0.702 0.195 
DPARSOL3 0.048 0.629 0.324 
DPARSOlA 0.049 0.293 0.004 
DPARSOLS 0.703 0.293 0.004 

COIl1NC' 0.134 0.196 0.330 

Using low incomes (96 observations) 
WOINC' 0.017 0.012 0.030 

DPARSOL 
DPARSOL2 0.091 0.651 0.258 
DPARSOL3 0.098 0.656 0.246 
DPARSOlA 0.180 0.6n 0.143 
DPARSOLS 0.129 0.673 0.198 

COCll1NC' 0.003 0.002 0.005 

(b) Wald test statistic under null hypothesis that the parameters are the same for both income groups 
Chi-squared (12) under null hypothesis 18.\51 

a High Oow) income group composed of all observations with incomes greater Oess than or equal) than $20,000. 
Chi-squared (12) critical value at 90 percent level is 18.55. All data except COHINC are from. 1994 GSS, COHINC 
data are from 1994 CPS (see Section 4.1). 

b Marginal change. 

various reasons for being cautious. First, the standard errors of the income coefficients 
(fi) tend to be high relative to the coefficients (Table 2). Second, there is indication that 
relative-income effects might change as incomes rise (Table 5). An increase in income 
appears to have a larger effect on SWB for those in lower income groups as might be 
expected, and the relative-income variables appear to have less effect. Conversely, the effects 
of increases in the internal and external norms are mucb greater in the high income sample, 
while the effect of an increase in income is mucb smaller. Third, the non-rejection of the null 
hypothesis of no strnctoral change (Table 5(b)) is possibly do to the explanatory power of 
the DMARRY, DBLACK, and DHEALTH variables and not the income related variables. 
This point supports the notion of structoral change in the parameters across income groups. 

6. Back to the time series 

Let us put the paper up to this point in perspective. First, looking at aggregate time-series 
does not tell us the underlying structore of the dynamics of happiness, so we must look 
at the individual level. Second, using the GSS cross-section data, we find support in favor 
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'not too happy', 'pretty happy' and 'very happy', and graphs the simple average of the 
discrete responses. Because that happiness measure is discrete, some information (Le. vari
ation within the discrete answers), can be lost. Using the continuous predicted value, we 
can show greater variation within the responses that might not get picked up in the discrete 
responses. 

Another factor could be that the coefficient on DPARSOL2 is more negative than the 
coefficient on DPARSOL3, whereas we expect the opposite to be true. We expect the 
opposite since DPARSOL2 is when the person has a standard of living better than his 
parents' while DPARSOL3 is when they are the same. The effect this has on the tables is 
such that when the dummy variable goes from DPAROSL3 to DPARSOL2, the predicted 
SWB actually decreases while we expect it to increase. 

Normalizing the family income by number of workers would only affect the later years 
since the rise of women in the workforce occurred largely during and after the 1960s. Making 
this adjustment for the 1992 and 1996 data points would shift up average cohort well-being 
in those periods and stop the downward trend in Table 6(a). This marks an interesting 
connection between this graph and Easterlin's (1980) hypothesis that more women will 
enter the workforce when they perceive their future incomes to be smaller relative to past 
experience due to increased birth cohort sizes of the baby boom. If the downward trend in 
SWB was recognized then, acconling to Easterlin's theory, more women would look for 
work in order to increase their standards of living. 

Nonetheless, these tables bring us back to the initial purpose of this paper. These 
tables replicate the time series using parameters identified off the cross-section at the 
individual level. These tables show that there is micro-level support to the hypothesis 
that relative-income comparisons do matter in individual's assessments of SWB. The 
parameters identified off the cross-section can be used to replicate the time-series trends 
while still providing the underlying structure required for a more complete theory of 
SWB. 

In terms of our ideal panel data approach, these tables suggest that the coefficients might be 
stable over time. Panel data would of course give us the advantage of testing this hypothesis 
directly by comparing a pooled regression with a standard unpooled panel regression. If our 
guess is correct, we should find the parameters to be stable across time, so that the pooled 
and unpooled regression should yield similar estimates. This result concretely obtained 
would lend added justification to the cross-section approach used here out of necessity in 
addition to providing an interesting insight into the determination of SWB. 

7. Summary and discussion 

Recent literature has addressed the role that relative-income plays in individual as
sessments of subjective-well being. Focusing on the underlying identification, this study 
makes four important contributions tu that literature. First, we illustrate the problem of 
aggregation with the past studies. This problem is characterized by observational equiva
lence, which makes it impossible to identify the underlying data generating process. Sec
ond, we describe and implement a simple estimation strategy designed to overcome the 
problem of observational equivalence. This implementation is done using concepts from 
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psychology and sociology as relative-income norms. Third, we obtain results that indicate 
that relative-income does affect a person's SWB. Fourth, we replicate Ihe time-series using 
parameters estimated off Ihe cross-section data. 

We proxy for relative-income norms using subjective responses about Ihe respondent's 
parents' standard of living and a calculated average of incomes for persons near Ihe re
spondent in age. Using Ihese proxies, we find that increases in income affect SWB pos
itively, while increases in Ihe relative-income norms affect SWB negatively. These re
sults are in line wilh Ihe hypolhesis Ihat has been suggested to explain time-series trends. 
The strenglh of Ihese effects may change as Ihe respondent's income increases, so Ihat 
relative-income effects are much stronger at higher income levels. At low income lev
els, Ihe relative-income effects appear to be smaller and income becomes more important. 
Even Ihough we do find evidence of relative-income effects, Ihese results should not be 
considered conclusive as to Ihe specific natore of Ihese relative-income effects. Our cau
tion stems from Ihe large standard errors relative to Ihe coefficients and possible structural 
change. 

There are many directions Ihat futore work can take. The results in Table 5 may be driven 
by Ihe log specification. This suggests Ihe importance of considering olher econometric 
specifications. An especially important extension of lhis paper would be Ihe incorporation 
of a labor supply decision. Such an extension would make it possible to separately identify 
Ihe direct and indirect effects of an increase in income. 

Theoretical work is needed that examines dynamic optimization by agents Ihathave utility 
functions wilh relative-income arguments. These models might try to incorporate aspirations 
which can provide a more primitive justification for relative-income effects. Such Iheoretical 
work should give many new insights into better ways of understanding relative-income 
effects. An interesting question concerns Ihe connection between Ihe permanent-income 
hypolhesis and Ihe hypolhesis Ihat SWB depends on relative-income. Theoretical models 
can lend insights and testable restrictions to see which hypolhesis receives greater empirical 
verification. 

Further research into Ihe relationship between age and cohorts is important. Does an 
individual's reference cohort change over time? For example, do people make different 
comparisons as Iheir incomes change? As an aside, we mention Ihat we ran Ihe regressions 
using age as an independent variable and left out CORINC. The estimated coefficient on 
age was positive and had a small standard deviation, but lhis effect is exactly what we want 
to understand. Our guess was Ihat CORINC could account for lhis age effect, and when we 
!hen included bolh age and CORINC, Ihe coefficient on age was close to zero as expected 
while Ihe coefficient on CORINC was negative as expected. This insight raises Ihe question 
as to Ihe connection between an individual's age and his reference group. Futore work can 
focus on lhis question. 

Perhaps Ihe most important work to be done would be to galher an 'almost-ideal' dataset. 
Having a good income or consumption measure is vital, and Ihe income measure Ihat we used 
was truncated. We also want to have many different possible proxies for relative-income. 
Subjective responses as to standard of living comparisons would be nice. We would also like 
objective measures concerning Ihe parents' incomes when Ihe respondents were children. 
Anolher good variable would be last year's income, which would captore anolher adaptive 
aspect of relative-income. We would prefer alllhis data to be longitudiual, too. And even 
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before such data gathering takes place, a careful search through the relevant psychology and 
sociology literature would provide good iusights iuto collectiug such data. The questioner 
needs to know what questions should be asked and how the questions should be asked 
to avoid framing effects. It must be remembered that longitodiual data does suffer from 
the problem of attrition, and this problem might limit the use of panel data techniques. 
'Pseudo-panel data' techniques usiug synthetic cohorts might then be used and compared 
with the approach used iu this paper. 

Gettiug a more 'ideal' dataset can help greatly iu making more conclusive statements 
about the exact role of relative-iucome on SWB. Nevertheless, this stody using a very limited 
set of data does provide individual level support for the hypothesis that relative-iucome 
does matter iu iudividual assessments of SWB. Future work that ascertains a more exact 
understandiug of relative-iucome effects will provide the foundation for those questions 
we mentioned at the start of this stody. What is the correct way to index poverty? Should 
equity issues be more proruinent iu current policy debate? And, perhaps most importantly, 
how important is economic growth as a social objective? If gainiug a better understandiug 
of relative-iucome effects is important to answeriug these questions, then further work 
can be done for reasons much grander than intellectoal iuterest. Such work can provide 
insights iuto the nature of our lives and perhaps help us get off of what has been called 
the 'hedouic treadmill' (Brickman and Campbell, 1971). Or maybe after all has been said 
and done we will conclude that it is the 'pursuit' in 'the pursuit of happiuess' that really 
matters. 
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