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I. How does wellbeing relate to income?

Recent years have witnessed increasing discussion about the relationship, or lack thereof, between the level of income per head and the level of happiness, or wellbeing. Of course, when economists such as Alfred Marshall or A.C. Pigou were writing on ‘economic welfare’ in the late nineteenth and early twentieth centuries, they were perfectly explicit that ‘economic welfare’ is only one component of overall welfare, or wellbeing; they didn’t need to be told that “money can’t buy you love”. It is true nevertheless that there has been a flurry of interest in such matters, with international conferences on ‘economics and happiness’, a specialised journal, etc.. (See for example the volume of readings edited by Easterlin (2002); his editorial introduction provides an excellent overview of the topic.)
Taking it as read that such things as satisfying work, relationships, security, health, social involvement and an understanding of the meaning of life, etc., may all contribute to wellbeing, we focus here on the finding that, once a certain minimum level has been achieved, further growth in national income per head can occur with no increase in the level of life-satisfaction, or wellbeing, that people report. That fact, in so far as it is one, does not by itself constitute a ‘paradox’ of any kind; it is just a fact. An element of paradox does arise, however, when this fact is counterposed to another finding – namely, that in a given society at a given time income is found to be positively related to reported wellbeing. But if, here and now, individuals with a higher income tend to be happier than those with a lower income, why does average wellbeing not increase as average income increases?
Two main kinds of explanation have been suggested. The first is that (economic) wellbeing depends on what one has relative to what one aspires to and that the latter increases in line with what one is used to having; in other words, one’s idea of the minimum satisfactory level keeps on growing (in a growing economy) so that one is forever chasing a receding target. Income growth thus provides no increase in reported wellbeing (even though, at each point in the growth process, the better-off are happier than the less well-off). The other explanation on offer is that reported wellbeing depends not so much on one’s absolute income level as on one’s income level relative to that of one’s peers. If this is so, the ‘paradox’ disappears at once. (One aspect of this ‘relativities’ explanation is expressed in terms of so-called ‘positional goods’ and the idea that happiness depends on having what others do not have – or, at least, on having superior versions of what others have).
In thinking about the above matters, one should note that it is not self-evident that either explanation turns on phenomena that are specific to capitalist societies. Have no other societies ever known the phenomenon of ‘taking for granted what one is used to’, or that of competitive consumption and struggles to have more/better than others? Note too that it need not only be material, marketed commodities that are subject to such influences. Could ever-improving medical and dental services not come to be ‘taken for granted’, so that people always think those services ought to be improved, will never consider them good enough? Could the demands on education not be subject to significant elements of jockeying for relative superiority, of wanting one’s children to go to better schools/universities than most other children go to? If the answers to these last two questions are ‘yes’, what is implied for the public provision of health and education services?
It is also worth remarking that if national income per head has been observed to rise steadily whilst reported wellbeing has remained constant, it does not follow that income growth has become irrelevant to happiness. Perhaps people in advanced capitalist economies have become so used to growing incomes that such growth is now a necessary condition for their happiness even to remain constant, rather than to fall? This hypothesis is just as consistent with the observations as is the hypothesis that income growth no longer influences levels of wellbeing. What if per capita income levels started to fall? Would reported wellbeing remain constant (at least until incomes fell back to some necessary minimum)? Or would we see falling levels of wellbeing, thus (re-)establishing a clear relationship between income and happiness? We may also recall the suggestion made in an Economist leader (23/12/2006) that stagnant levels of income per head might strengthen any existing obsession with the maintenance of relative positions and with clinging on to ‘positional goods’. 
That same leader also argued that, ‘To find the market system wanting because it does not bring joy as well as growth is to place too heavy a burden on it. Capitalism can make you well off. And it also leaves you free to be as unhappy as you choose. To ask any more of it would be asking too much’. (p.13) And if some people would be happier when volunteering more, when walking in the park instead of watching television and when spending time with family and friends rather than in the shopping mall, is that the fault of capitalism? Or of those people themselves?
While it is (and always has been) entirely reasonable to insist that economic output and economic growth are not sufficient conditions of human flourishing, it would be quite wrong to imply that they have now become unnecessary for wellbeing. Even in the course of criticizing national income (GNP) as a measure of progress, the New Economics Foundation has sensibly reminded us that, ‘There is, in the current climate, no real alternative to economic growth that doesn’t involve the risk of even greater hardships for the most vulnerable in our society.’ (p.4) Would it be possible to bring more poor people into employment and to increase pensions and to expand the health and dental services and to extend educational provision and to increase foreign aid, all whilst halting economic growth? The larger is the national income, the less agonizing are the choices that have to be made amongst the various desirable ends we may wish to pursue. (With the possible exception of protecting the environment – but even that is open to question.)
It would be unwise to make one’s policy stance strongly dependent on the currently fashionable ‘income-happiness paradox’. Ormerod and Johns have argued, for example, that a commonly used measure of happiness is so constructed that it is inevitably insensitive to actual levels of happiness; its stability ‘is partly an artefact of measurement.’ (p.34; see also Angner for a deeper analysis of happiness measurement problems.) More dramatically, perhaps, Ormerod and Johns point out that real public spending (on schools, hospitals, etc.) has increased strongly while reported happiness has been static; so have leisure time in Europe and life-expectancy in many countries. (p.35) Are we to conclude that education, health, leisure and life-expectancy have no bearing on wellbeing? If not, why is the analogous ‘conclusion’, so strongly promoted with respect to national income, any more acceptable? Beware of band-wagons.
II. Inequality

The attempt is sometimes made to link together discussion of inequality in the distribution of income, on the one hand, and the income/wellbeing relation (or lack of relation), on the other. It is clear, though, that they are far from being the same issue. If income were equally distributed, for example, the ‘aspiration level’ argument (certainly) and the ‘relativity’ argument (perhaps) could still work to resolve the so-called income – happiness paradox.

Be that as it may, it is vital when discussing the distribution of income always to distinguish clearly between the pre-tax and benefit distribution and the post-tax and benefit distribution, for they are very different. For what purpose(s) is each of them significant? For showing ‘society’s’ attitude to inequality, and people’s actual purchasing power, an obvious case can be made for taking the post-tax and benefit distribution to be the one that matters. That has been fairly stable for quite some time in the UK. Hence it could easily be misleading to denounce a ‘growing inequality’ in the pre-tax and benefit distribution. Why is the latter distribution significant? If it is not, then changes in it should not be emphasized. If it is, then one must state clearly why it is significant. Suppose that, in a given society over a given period of time, the pre-tax and benefit distribution becomes more unequal, whilst the post-tax and benefit distribution simultaneously becomes more equal; would that represent social progress or regress? And why?

Whichever if the two distributions is in question, it carries little weight simply to announce that the distribution is unacceptable, unless one accepts the responsibility of also saying what would constitute an acceptable degree of inequality. And of setting out explicitly the principles and the criteria by which the (un-)acceptability of degrees of inequality is to be determined. Mere assertions that some particular distribution is unacceptable come too cheap and are – quite rightly – unlikely to carry conviction. And this for at least two kinds of reason:

(a) What is produced, what is available for distribution, may well depend on what material incentives people have to train, to work hard, to innovate, to take risks and so on. So some degree of income inequality (post-tax and benefit?) may well be necessary for the good of everybody. If this is so, how are these ‘benefits’ from inequality to be balanced against the ‘costs’ of any bad effects on social cohesion, etc.? (Too much discussion of income distribution proceeds as if the income to be distributed is simply ‘there’, like manna from heaven, to be allocated at will. It is not. The flow of income is just the flow of output and what people produce may well depend on what they expect to get. See Steedman, 2007, p.76.)

(b) It must be openly recognized that reductions in inequality are sometimes greatly resented (not welcomed); for example, by skilled workers when they see their wage differentials being eroded. Note that they might well describe such erosion as unjust, as inequitable; would they always be wrong to say that? If not, how can an increase in equality of income distribution always be regarded as a requirement of justice?


To conclude this section on income distribution, we may broaden our scope to remark that really serious policies for reducing international income inequalities would involve:


(a) the removal by the UK etc. of all tariff and other forms of protection against imports;

(b) the introduction by the UK etc. of completely unrestricted immigration. (See, for example, the recent book by Phillipe Legrain, reviewed in The Tablet, 07/04/2007, p.36)

Are all those who call for greater equality in incomes, staunch advocates of both these measures? If not, are their calls both well thought out and sincere? Do they think that our redistributive obligations extend only to our compatriots?
III. Miscellany

While the above two sections present, it is hoped, reasonably coherent arguments, what follows is a somewhat miscellaneous list of ‘points’, more or less directly related to the arguments above.

1) It is important to distinguish clearly not only between pre- and post-tax and benefit incomes but also between income and wealth. The two concepts are not infrequently confused in popular speech and writing but they are distinct. Income refers to a (weekly, monthly, or annual) flow that can, for example, be consumed in each period without preventing the continuation of that flow. Wealth, by contrast, is a stock of productive assets; for example, of land, buildings, machinery and equipment, skills embodied in persons, etc.. It could be argued that the distribution of wealth ownership is a far more fundamental characteristic of a society than is any distribution of income – since the former determines the latter (pre-tax) - and that to focus exclusively on the latter is somewhat superficial. 
2) If it is maintained, simultaneously, both that material goods are relatively unimportant and that inequality of command over material goods is desperately important then, clearly, some elucidation is called for.  A common response is to say that everyone needs ‘enough’ (so that inequality matters if those at the bottom of the distribution don’t have enough) but no-one needs more than ‘enough’ (because further material goods are unimportant). But this is a merely verbal, empty ‘solution’ unless it can be said concretely what constitutes ‘enough’.   Imagine a specification of ‘enough’ drawn up by your grandparents and imagine showing it to your children/nephews/nieces. How would these latter react?
3) If those with high incomes/great wealth have obligations to the poor that go beyond the payment of taxes (Faithful Cities, p.34), what are those further obligations? It is hardly helpful to leave them mysterious. Is this a coy reference to charitable giving which, for better or for worse, has come under a cloud in recent decades? If so, why be coy? If not, just what are the non-tax, non-charity obligations referred to here? (Incidentally, if giving is good for the rich as well as the poor, as is sometimes suggested, why aren’t all the rich doing it? Some are, of course, so what is stopping the others? Do they not recognize what’s good for them?)
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