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Abstract
The literature on happiness economics has significantly enhanced the 
understanding of  population well-being. The quantitative view of  well-
being, measured through classical indicators, overlooks fundamental 
elements related to individuals’ welfare. There is no doubt that economic 
growth is an important avenue for improving societal well-being; 
however, its effect on subjective well-being is not linear. Furthermore, 
empirical evidence shows that beyond a certain income level, an increase 
in income does not necessarily translate into higher subjective well-
being for the population. In light of  this—and especially following the 
so-called Stiglitz Commission empirical evidence emerging from the 
happiness economics literature has expanded the understanding of  the 
complex process of  human well-being. Accordingly, the objective of  this 
chapter is to present the main findings from empirical work in this field 
and to demonstrate how these results can serve as a relevant input for 
the design and implementation of  public policies aimed at increasing 
society’s subjective well-being. Additionally, novel and specific evidence 
for the case of  Chile at the regional level is provided, highlighting the 
importance of  incorporating a subnational perspective in the analysis of  
subjective well-being.
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1.	 Introduction
It is no mystery today that economic growth is a relatively recent 
phenomenon in human history. For many centuries and millennia, 
economic activity did not expand, but rather remained at levels that 
barely allowed the population to survive. This began to change with the 
arrival of  capitalism, which, coupled with the Industrial Revolution, 
enabled a rapid increase in countries’ capacity for growth (see Table 1).

As the data show, economic growth has not been the norm 
throughout human history. In fact, over 1.700 years (from year 0 to 
1700), Gross Domestic Product (GDP) per capita remained virtually 
unchanged—that is, the meager GDP growth was barely enough 
to keep up with population growth.1 However, during the era of  
mercantile capitalism, despite a significant increase in the population 
growth rate, GDP per capita began to grow rapidly. This was due to a 
more dynamic performance of  overall production.

Table 1: History of economic growth around the world.

Population growth Growth of  per cápita 
product

Agricultural economics
(0-1500) 0.04 0.01

Advanced agricultural 
economics

(1500-1700)
0.16 0.04

Merchant Capitalism
(1700-1820) 0.46 0.07

Capitalism
(1820-2000) 1.00 1.31

Source: Larraín, F., & Sachs, J. D. (2013).

Thus, driven by economic growth, a new era began characterized 
by prosperity and the distribution of  wealth to a broader segment 

1	 The growth rate of  GDP per capita can be approximated as follows:

Where  refers to GDP per capita, denotes total Gross Domestic Product 
(GDP), and corresponds to the population size.
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of  the population. Today’s developed countries were certainly early 
beneficiaries of  this process and, as a result, now display excellent 
indicators in terms of  well-being. Indeed, economic growth, acting as a 
kind of  compound interest on a country’s income, has a multiplicative 
effect over time, as illustrated in Figure 1.

The Figure clearly illustrates the results of  growing at different rates 
over time. For example, if  an economy grows at 1%, after 10 years its 
GDP will have increased by just over 10% from its original size (green 
line). In contrast, if  the economy maintains an average growth rate of  
3%, by the end of  those 10 years, its GDP will have grown by around 
35%. But both scenarios fall far short of  what can be achieved with 
a sustained annual growth rate of  7%. Indeed, maintaining a growth 
rate of  that magnitude allows the economy to double the size of  its 
original GDP within 10 years. In this graphical exercise, this means 
that in year one the economy had a size of  100, but after 10 years, its 
size is 200. This represents, without a doubt, a qualitative change—
not only in the scale of  economic activity but also in income levels, 
which ultimately translates into a better average quality of  life for the 
population. This concept is well summarized by the so-called “Rule 
of  70,” which states that if  an economy grows at a rate of  “X%,” it 
will take “70/X” years to double its GDP. From a macroeconomic 
perspective, 10 years is a relatively short period.

Figure 1: The Multiplicative Power of Growth.

Source: Own elaboration.
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Unfortunately, the economic growth experienced by countries does 
not always translate into greater well-being for their populations. In 
fact, toward the end of  the first decade of  this century, significant 
social movements around the world revealed that economic growth 
was not benefiting everyone equally. French President Nicolas Sarkozy 
convened a commission of  experts to better understand the complex 
process of  social well-being, which is not always linearly enhanced by 
economic growth. This commission, known as the Stiglitz Commission, 
determined that there was considerable room for improvement in 
understanding the evolution of  population well-being.

One of  the commission’s recommendations was that “both objective 
and subjective well-being measures provide relevant information 
about people’s quality of  life. National statistics offices should include 
survey questions that capture life evaluations, hedonic experiences, 
and individuals’ priorities.” Indeed, it is difficult to assess human 
progress solely in terms of  economic performance, as both material 
and non-material goods contribute to people’s well-being. This means 
that higher GDP or income levels do not necessarily imply greater 
subjective well-being [1].

Since then, a rich research agenda has emerged under the 
umbrella of  happiness economics, which investigates the main drivers 
of  subjective well-being. While this field existed prior to the Stiglitz 
Commission, it gained momentum after the publication of  that 
revealing report. Since then, renowned economists, including Nobel 
Prize winners, have contributed to the development of  this research, 
helping to better identify the variables that trigger virtuous cycles of  
improvement in the population’s subjective well-being.

Thus, the objective of  this chapter is mainly to highlight the key 
findings from the happiness economics literature and how these 
findings can serve as valuable inputs for the design and implementation 
of  public policies—ultimately enabling a significant increase in the 
population’s levels of  subjective well-being. To begin, the next section 
briefly summarizes the methodological approaches used in the 
empirical work within this literature.
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2.	Understanding Subjective Well-Being
Following the conclusions of  the Stiglitz Commission, there has been 
a growing body of  information related to the subjective well-being 
of  populations. Today, various surveys are regularly conducted in 
different countries around the world, where, among other things, 
people are asked about their satisfaction across different dimensions 
of  their lives. For example, regarding life satisfaction, the question 
usually posed is: Taking all aspects of  your life into account, on a scale from 1 to 
10, where 1 is completely dissatisfied and 10 is completely satisfied, how satisfied 
are you with your life?

This question, which explores life satisfaction, seeks a subjective 
evaluation of  long-term well-being—a sort of  life balance from 
a structural perspective of  the individual’s lived experience. The 
responses are then systematized to carry out econometric analyses 
aimed at understanding which factors lead people to classify themselves 
as satisfied with their lives.

In addition, similar questions are asked regarding individual 
happiness, a concept that may be more momentary and transitory, 
related to short-term experiences. For this, the typical question is: On 
a scale from 1 to 10, where 1 is completely unhappy and 10 is completely happy, 
where would you place yourself ?

Following this logic, similar questions can be extended to other 
areas of  people’s lives, with one particularly important dimension 
being work. For instance, a commonly included question is: On a scale 
from 1 to 10, where 1 is completely dissatisfied and 10 is completely satisfied, how 
satisfied are you with your job?

It is also common to find survey instruments with questions 
about satisfaction with family life, neighborhood, friendships, health, 
financial situation, among others. Thus, today’s surveys—especially 
those conducted in developed countries—include a range of  questions 
that gather information on individuals’ subjective well-being.

There are two main approaches to studying the determinants of  
subjective well-being, whether it is measured through life satisfaction, 
happiness, or another variable. The first is known as the orthodox 
approach, in which the dependent variable representing subjective 
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well-being is directly modeled as a function of  a set of  observable 
characteristics relevant to well-being. Figure 1 schematically presents 
what the orthodox approach entails.

Figure 1: The Orthodox Approach.

Under this approach, the explanatory variables of  the model can 
generally be classified into three categories: individual characteristics, 
environmental characteristics, and others. More formally, the model 
to be estimated is the following:

Equation 1:

where  represents a measure of  subjective well-being (life 
satisfaction, happiness, mental health, or another),  is a vector 
containing variables related to individual characteristics,  is a vector 
containing variables related to environmental characteristics,  is a 
vector containing variables related to other relevant characteristics, 

 is a well-behaved stochastic shock, and , , and  are parameter 
vectors to be estimated.

Among individual characteristics, variables commonly included 
are the person’s age, gender, level of  education (e.g., measured by 
years of  schooling), and income level.2

2	 It is essential to include all sources of  income, not only those derived from the labor market. 
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Regarding environmental characteristics in which individuals 
operate, commonly included variables relate to geographic location 
(region, municipality, state, county, urban or rural), housing 
conditions (number of  rooms, overcrowding indicators, construction 
materials), and neighborhood conditions (availability of  services such 
as proximity to public transportation, shopping centers, hospitals, 
schools, among others).

Finally, in the “other” category, variables related to recent 
phenomena studied in the literature are included. For example, it has 
been found that what matters to an individual is not only their absolute 
income but also their income relative to a reference group.3 To assess 
this, the reference group with which the individual compares themselves 
must be identified, and thus relative income can be constructed. This 
category may also include variables related to individual personality 
traits—although these are difficult to incorporate since they are 
unobservable (from the researcher’s standpoint), there is a wide body 
of  literature attempting to build proxies for personality traits in order 
to avoid bias in estimators.

A second approach to studying the determinants of  subjective well-
being is known as the aggregation approach. Under this approach, it is 
assumed that an individual’s subjective well-being is a consequence of  
the satisfaction they achieve in different areas or domains of  their life, 
such as satisfaction with family life, friends, housing, neighborhood, 
work, health, etc. In other words, an individual’s well-being is built 
from the satisfaction they attain in each of  these life dimensions or 
domains [2].

Figure 2 schematically presents how individual subjective well-
being is modeled in the context of  the aggregation approach.

3	 In general, the reference group is constructed exogenously. That is, certain variables are 
arbitrarily selected to define a comparison group. These variables typically include age, 
education level, gender, and geographic region of  residence. Based on these variables, cells 
are constructed to classify individuals—for example, one cell might consist of  men aged 30 
to 39, with 13 to 17 years of  schooling, living in an urban area. The average income of  this 
subgroup is then calculated, and this figure represents the reference group income for the 
individual in question.
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Figure 2: The aggregation approach.

Therefore, under the aggregation approach, subjective well-being 
is considered the result of  the well-being an individual experiences 
across different dimensions of  their life, assuming here that there are 
“ ” relevant dimensions that explain it. More formally, the model 
estimated is the following:

Equation 2:

where, once again,  represents a measure of  subjective well-being, 
 are the relevant domains,  is a well-behaved stochastic shock, and 

the  are the parameters to be estimated.

There is extensive literature regarding which dimensions determine 
individuals’ subjective well-being, and these do not necessarily coincide 
across different countries, cultures, or time periods. Generally, the 
dimensions identified as relevant include those related to work, health, 
housing, family, friends, and the neighborhood.

In this context, there is one particular dimension that draws 
significant attention from researchers: job satisfaction. This is not 
surprising, given that work represents a highly important dimension in 
people’s lives. Therefore, it is essential to understand the factors that 
lead to increased job satisfaction, which in turn contributes to increased 
labor productivity. Accordingly, there is ample empirical evidence on 
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the determinants of  job satisfaction. This body of  literature mainly 
follows the orthodox approach, in which job satisfaction is established 
as the dependent (or explained) variable, influenced by a set of  
characteristics, both individual and job-related.

There is one final aspect that must be carefully considered when 
conducting estimations aimed at explaining subjective well-being: 
personality traits. This variable is relevant in explaining individuals’ 
satisfaction and, therefore, efforts should be made to include it in some 
way. In this context, it is worth noting that in the Happiness Economics 
literature, there are essentially two types of  data used in empirical 
research: cross-sectional data and longitudinal (time-series) data.

Cross-sectional data are generally not optimal for incorporating 
variables related to individuals’ personality traits. However, the 
methodology proposed by [2] can be applied, which allows for the 
construction of  a proxy variable for personality traits. In this way, an 
explanatory variable is incorporated that accounts for all unobservable 
factors assumed to be fixed over time, cutting across the different 
life dimensions, thereby approximating a measure of  individual 
personality traits.

On the other hand, there is longitudinal data, which is abundant 
in developed countries. This allows for panel estimations with fixed 
effects, enabling the consideration of  unobservable factors when 
explaining individuals’ subjective well-being.

Following this brief  methodological explanation, the next section 
presents a review of  the main elements that have emerged from 
empirical evidence as determinants of  individuals’ subjective well-
being. It should be noted that, since developed countries have a longer 
history of  collecting this type of  data, the available empirical evidence 
is more abundant for them.

3.	Review of Empirical Evidence
As previously mentioned, since the release of  the Stiglitz Commission 
report, there has been significant debate regarding how subjective well-
being can be incorporated into the regular measurements conducted 
by countries. Indeed, the report led by Joseph Stiglitz and Amartya 
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Sen provided recommendations on how countries could complement 
GDP measurements with subjective indicators. While progress 
in terms of  public policy has been limited, the available empirical 
evidence has grown rapidly.

One of  the main concerns arising from the happiness economics 
literature—particularly within the field of  economics—relates to how 
reliable these measures are in practice, considering the role subjectivity 
plays in the analysis. In this context, the evidence presented by 
[3] is interesting, as it demonstrates a strong relationship between 
objective conditions of  well-being and subjective well-being measures. 
Consequently, subjective well-being indicators can be trusted as robust 
measures of  a population’s overall well-being.

3.1. Orthodox Approach

Pioneering studies in the area of  subjective well-being were conducted 
by Richard Easterlin, who analyzed the relationship between subjective 
well-being and monetary income. His most important finding, known 
as the “Easterlin Paradox,” revealed that there is no positive correlation 
between subjective well-being and income over time, although such a 
correlation exists in cross-sectional data [4-8]. [9] complemented the 
empirical evidence in this area, showing that while per capita income 
has increased in countries such as the United Kingdom, the United 
States, and Japan, average happiness has remained relatively constant. 
Nonetheless, when using cross-sectional data, evidence shows that the 
relationship between income and happiness is positive, significant, and 
concave—thus identifying a diminishing marginal utility of  income 
with respect to happiness.

One explanation for why the positive relationship found in 
cross-sectional data disappears in time-series data is related to the 
phenomenon known as the aspiration gap. As individual income 
grows, so does the income of  the reference group one aspires to match, 
and thus the aspiration gap does not close with income increases.4 
What matters for explaining subjective well-being is not only absolute 

4	 The aspirational gap is defined as the disparity between an individual’s actual income and 
their desired income level.
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income, but also the aspiration gap. If  that gap remains, there is no 
reason to expect an increase in subjective well-being as income rises.

Another explanation for the Easterlin Paradox is the adaptation 
phenomenon, where individuals adapt to their new income levels 
after an increase. [10] provide evidence of  this adaptation process in 
Germany. Using German Socio-Economic Panel Data (GSOEP), the 
authors found a full adaptation to the new income level within four to 
five years. Interestingly, they also found that the degree of  adaptation 
increases as income rises.

A third explanation lies in the fact that individuals care not only 
about their absolute income but also their relative income (which is 
also somewhat related to the aspiration gap). [11], using GSOEP data, 
shows that relative income is just as important as absolute income in 
explaining subjective well-being in Germany. [12] add an interesting 
dimension to this, showing that personality traits influence how relative 
income affects individuals.

Using U.S. data, [13] present evidence of  how neighbors’ income 
affects individual subjective well-being. They conducted analyses at 
county, ZIP code, and street levels, finding a negative relationship 
between neighbors’ income and individual well-being at the county 
and street levels. However, this relationship is reversed at the ZIP code 
level. They argue that people prefer living in wealthy ZIP codes with 
little or no poverty because of  preferences for high social status.

For Latin America, [14] analyzed the relevance of  relative income 
using the 2007 Gallup survey. The author examined two measures 
of  subjective well-being: life evaluation and economic satisfaction. 
Constructing the reference group’s income based on age and gender, he 
found that relative income is crucial in explaining both life evaluation 
and economic satisfaction. In fact, 60% of  the gains in life evaluation 
were due to increases in relative income, while only 40% were due to 
increases in absolute income.

On the other hand, [15] present evidence for Europe regarding 
the intensity and direction of  income comparisons among individuals. 
Their results reveal that coworkers are the most common comparison 
group. The authors show that reference groups are endogenous—
individuals are more likely to compare themselves with those they 
interact with frequently.
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Clearly, as mentioned in the introduction (Figure 1), monetary 
income is only one of  many factors affecting or determining people’s 
well-being. [16] found that women, white individuals, married people, 
and those with high education levels generally report higher happiness. 
Conversely, unemployment and divorce negatively affect happiness. 
Moreover, [17] show that unemployment rates also negatively impact 
subjective well-being. Finally, [18] found that the relationship between 
subjective well-being and age follows a U-shape; in other words, high 
levels of  well-being are achieved in both early and late stages of  life.

As previously mentioned, a particularly relevant dimension of  
subjective well-being is related to work, and thus there is a broad 
literature exploring the determinants of  job satisfaction. The 
modeling strategy used here follows the orthodox approach, and 
again, international empirical evidence is dominant.

Following [19], many articles have been published on the 
determinants of  job satisfaction. For instance, reference group wages 
affect individual job satisfaction [20]. Evidence also shows that, on 
average, women are more satisfied with their jobs and prefer part-
time work over full-time employment [21-22]. However, using data for 
Chile, [23] found that part-time work negatively affects job satisfaction 
due to its relative precariousness compared to full-time jobs, but that 
this effect is completely reversed for women. They interpret this result 
as showing that part-time work allows women to better reconcile 
work and family life, thus fulfilling the dual role prescribed by societal 
cultural norms [24-25].

There is also evidence regarding how income shocks affect the 
distribution of  job satisfaction [26], and how peer wages—i.e., 
reference group income—affect it. From a theoretical perspective, 
there is a proposed negative relationship between relative income and 
individual job satisfaction, which is known as the “comparison effect” 
[20], [27-29].

However, other authors have proposed a different relationship 
between relative income and subjective well-being. [30], for example, 
argue that higher reference group income may increase job satisfaction 
because it provides valuable information about individual future 
prospects. That is, the better the future wage prospects (understood 
as the wage of  the reference group), the greater the individual’s job 
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satisfaction. This is known as the “information effect” [31]. In this 
regard, [20] show that UK workers’ well-being depends on their 
relative income, which is determined by their relevant reference 
group. [32] also provide evidence for the UK, showing that the effect 
of  relative wage on job satisfaction differs between men and women.

For the United States, [27] estimate an asymmetric effect of  
reference wages. They show that when an individual’s wage is below 
the reference wage, job satisfaction decreases and job search activity 
increases. However, when the individual’s wage is above the reference 
group’s, there are no significant effects.

Finally, [33], using Chilean data, present evidence on the 
relationship between job satisfaction, individual wage, and reference 
group wage. Using a semi-nonparametric estimation of  ordered probit 
models, they show that a 10% increase in the reference group wage 
would require a 24,9% increase in one’s own wage to maintain the 
same level of  job satisfaction.

Analyzing the determinants of  job satisfaction is also crucial for 
the overall economy, as empirical evidence shows that job satisfaction 
predicts turnover, absenteeism, and labor productivity—factors that 
may significantly influence employment levels and economic growth. 
In particular, understanding the link between job satisfaction and 
wage structure is key for human resource managers, as workers’ 
effort, and hence their productivity, may depend on the gap between 
wages perceived as “fair” and actual wages [34]. A fair wage can be 
understood as the average income of  a worker’s reference group, 
which may be defined as individuals with a similar level of  human 
capital.

More recently, particularly in the wake of  the Covid-19 pandemic, 
a growing body of  research has examined the relationship between 
working from home and subjective well-being. It is worth noting that the 
effect of  remote work on well-being is theoretically ambiguous. On the 
one hand, well-being may improve due to reduced time and financial 
costs associated with commuting, greater flexibility, and a better work–
life balance. On the other hand, well-being may deteriorate due to 
limited interaction with colleagues, lack of  recognition, poor-quality 
interactions with direct supervisors, increased multitasking, and time 
fragmentation resulting from blurred boundaries between work and 
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family life—issues that may be especially significant for women with 
young children. Therefore, the net effect of  this work modality on 
subjective well-being remains unclear [35-37].

In this context, [38], using UK data, found a positive effect of  
teleworking on life satisfaction among individuals in relationships 
without children. [39], in turn, identified various health-related effects 
associated with teleworking. The authors highlighted the complexity 
of  the work–health relationship and emphasized the need to consider 
broader factors to account for telework’s impact on workers’ health. 
Along similar lines, [40] analyzed the evolution of  feelings of  loneliness 
in Germany. Their estimates indicated that both men and women 
experienced increased loneliness during the Covid-19 pandemic. 
Moreover, using data from Italy, [41] provided evidence of  technostress 
among workers as a consequence of  teleworking. [42] found that the 
increase in telework due to lockdowns in the UK was most acutely 
felt by higher-paid and more highly skilled workers, as well as by 
those living in London and the southeast. The authors showed that 
the shift to telework negatively affected individuals’ mental health; 
however, this effect diminished as workers adapted to the new working 
conditions. [43] tracked individuals’ well-being across five European 
countries throughout the course of  the Covid-19 pandemic.5 They 
measured well-being across five dimensions: life satisfaction, perceived 
life meaningfulness, loneliness, depression, and anxiety. Their results 
showed that well-being was lower among those working from home 
and lowest among those not working at all. Notably, the loss of  well-
being due to working from home was more pronounced among older 
individuals, those with higher educational attainment, individuals 
with young children, and those living in more crowded housing.

The importance of  family structure was also examined by [44]. 
Using data from the German Socio-Economic Panel (GSOEP), the 
authors demonstrated that working from home had a negative average 
effect on life satisfaction during the first two years of  the Covid-19 
pandemic. However, reduced life satisfaction was only observed among 
single men and women with school-aged children. Furthermore, the 
authors found that this negative effect disappeared by 2021, suggesting 

5	 The countries included were France, Italy, Germany, Spain, and Sweden.
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adaptation to the newly imposed constraints. Lastly, [45], using data 
from Chile, assessed the relationship between working from home and 
life satisfaction, job satisfaction, and mental health problems. Their 
findings show that women working from home report greater life 
satisfaction, and both men and women report higher job satisfaction. 
On the other hand, they find a positive relationship between remote 
work and mental health problems in the case of  men.

3.2. Aggregation Approach

As previously mentioned, the second strategy for empirically 
understanding the determinants of  subjective well-being corresponds 
to the aggregation approach. In this regard, there is also abundant 
literature for both developed and developing countries. For example, 
in a study conducted by [46], which uses an aggregation approach to 
analyze the determinants of  life satisfaction in Mexico, it was shown 
that satisfaction in personal, economic, health, work, and family 
domains were relevant predictors of  life satisfaction. In a similar study 
using data from the United States, [47] observed that, on average, 
individuals’ satisfaction with their finances, health, work, and family 
life were important for their overall life satisfaction.

On the other hand, using data from Germany, [2] identified the 
main domains that affect subjective well-being. The authors concluded 
that work, personal finances, housing, health, leisure, and the 
environment were areas whose satisfaction contributed significantly to 
overall satisfaction. [48] reached similar conclusions by analyzing data 
from the British Household Panel Survey (BHPS): satisfaction in the 
areas of  work, finances, housing, health, amount and use of  free time, 
marriage, and social life contribute to life satisfaction.

Thus, the evidence suggests that finances, health, and work are very 
important domains for life satisfaction. [49], using data from Canada, 
show that satisfaction in areas related to social, cultural, and land-use 
factors are the most relevant determinants of  well-being. They also 
observed that these social, cultural, and land-use factors contribute 
to satisfaction in all other domains (education, employment, income, 
health, and housing).
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There is also evidence for developing countries. [50] show that 
happiness in Bangladesh depends on different life domains and 
income. In fact, the authors find that income explains much of  the 
variation in overall happiness and is closely related to domain-specific 
happiness, even in domains that are not economic. They conclude 
that financial and work satisfaction, as well as happiness in the domain 
of  social life, are relevant to people’s life satisfaction.

Additionally, using a sample of  Latin American countries, [51] 
analyze dimensions of  subjective well-being related to a wide range 
of  domains, such as institutional and social circumstances, satisfaction 
with access to medical care and education, availability of  green 
areas and public spaces, municipal services, roads and paving, public 
transport, garbage collection, sewage services, and the pension system. 
They also study satisfaction regarding democracy and the economy. 
The results of  their analysis suggest that these dimensions also help 
explain happiness levels.

Finally, [52] provide evidence for Chile, identifying the domains 
that contribute to life satisfaction among the employed. Based on their 
results, they conclude that satisfaction in the areas of  money, privacy, 
leisure, family life, health, and work positively affects life satisfaction. 
It is shown that satisfaction with family life, leisure, health, and work 
has a greater effect on life satisfaction than satisfaction with money 
and privacy.

4.	The Relevance of a Regional 
Perspective: Evidence from the Case of 
Chile
As is the case with various socioeconomic variables, the average 
well-being level for a country may offer limited insight into the 
heterogeneity of  life experiences among the inhabitants of  specific 
geographic areas. Therefore, it is essential to adopt a subnational 
perspective that accounts for the diverse realities existing within a given 
country. This approach enhances the availability of  information and 
contributes to a more comprehensive understanding of  the dynamics 
of  subjective well-being—whether in terms of  mental health, life 
satisfaction, happiness, or other dimensions. Accordingly, this section 
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places particular emphasis on examining subjective well-being in the 
specific case of  Chile, with a focus on the internal variation across its 
geographic regions.6

Chile presents a unique case due to its distinctive geography: a long 
and narrow strip of  land encompassing diverse realities and ecosystems. 
The country is divided into 16 regions, which differ significantly from 
one another. As an illustration, consider Figure 2, which shows the 
contribution of  each region to the country’s total GDP.7

Figure 2: Regional GDP Contribution in Chile.

As can be observed, there is substantial variation in the contribution 
of  each region to the national GDP. While the country’s capital (Region 
Metropolitana) accounts for 46,3% of  GDP, the contribution of  the 
Aysén Region amounts to just 0,7%. It is also noteworthy that following 
the Region Metropolitana is Antofagasta, though at a considerable 
distance, with 8,7%, closely followed by Valparaíso at 8,1%. Together, 
these three regions account for 63,1% of  total national output—a 
highly significant figure. This concentration is important to highlight, 
as disparities in GDP levels ultimately translate into differences in 
income levels and, consequently (and potentially), into differences in 
indicators of  subjective well-being.

6	 Chile is composed of  a total of  16 regions, which are as follows: Arica y Parinacota, 
Tarapacá, Antofagasta, Atacama, Coquimbo, Valparaíso, Metropolitana, O’Higgins, 
Maule, Ñuble, Biobío, La Araucanía, Los Ríos, Los Lagos, Aysén, and Magallanes.

7	 The analysis was conducted using GDP data from the year 2023.
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To illustrate this point, we estimate the annual income level that 
maximizes happiness for residents in each of  the aforementioned 
regions.8 In a widely cited study, [53] conducted a similar exercise 
using data from the United States and found that the income level that 
maximizes happiness is approximately US$80.000 per year. Moreover, 
they show that individuals earning US$160.000 annually report 
nearly the same level of  subjective well-being, indicating diminishing 
marginal utility of  income with respect to well-being.

Similarly, [54], using Chilean data, estimate this threshold to be 
slightly above US$60.000 per year. That is, beyond this income level, 
subjective well-being remains constant, confirming the decreasing 
marginal utility of  income in relation to individuals’ well-being. Within 
this context, it is worth asking whether there is regional heterogeneity in 
this threshold when the analysis is carried out at the subnational level.

To address this question, we extend the work of  [54] by estimating 
the model parameters for each of  the country’s regions in order to 
identify the income level that maximizes life satisfaction.9 Figure 3 
presents the results of  this exercise.

As can be observed, there is considerable regional heterogeneity in 
the level of  income that maximizes life satisfaction.10 As expected, the 

8	 The methodological strategy to identify the value that maximizes life satisfaction for a given 
data sample is as follows; first, an econometric model is estimated in the following form:

	 where  is a measure of  individuals’ subjective well-being (on a scale of, for example, 1 to 

),  is the individual’s income,  is a vector of  characteristics that affect the individual’s 

subjective well-being (controls),  is a well-behaved stochastic shock, and the  are 
parameters to be estimated. Then, the expected value of  subjective well-being conditional 
on individual characteristics is given by:

	 Finally, the income value ( ) that maximizes expected subjective well-being is obtained by 
differentiating the expression with respect to “ ” and setting the derivative equal to zero:

9	 See footnote 8.
10	 It should be noted that this econometric exercise could only be carried out for 13 of  the 16 

regions that make up the country. The reason for this is that in some regions, the low number 
of  observations leads to a loss of  efficiency, and the estimated coefficients become noisy.
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Región Metropolitana requires the highest income level to maximize 
life satisfaction (US$61.686 annually), followed by the regions of  
Valparaíso and Magallanes, with US$46.352 and US$45.556 annually, 
respectively.

On the other hand, the regions that require the lowest income 
levels to maximize life satisfaction include Coquimbo (US$17.572), 
Arica (US$17.885), and Ñuble (US$18.849).

Figure 3: Income Level that Maximizes Life 
Satisfaction in Chile by Region.

When interpreting these figures, it is important to take into 
account certain factors, one of  which relates to the differences in the 
cost of  living across regions. Although the cost of  living is a relevant 
determinant of  the income level that maximizes life satisfaction, it 
cannot be incorporated into the current analysis due to the fact that 
Chile only provides a national-level consumer price index.11 It should 
also be noted that other factors not included in the econometric model 
may also contribute to differences in the estimated income levels that 
maximize life satisfaction.

Therefore, the analysis carried out opens up interesting avenues for 
future research, which could shed further light on the determinants of  
subjective well-being at the subnational level and thus contribute to 
the design and implementation of  more effective public policies.

11	 This task is carried out by the Instituto Nacional de Estadísticas de Chile: www.ine.gob.cl. 

http://www.ine.gob.cl
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5.	Reflections and Policy Implications
The following presents three reflections on the main findings from the 
literature on Happiness Economics, focusing primarily on how this 
evidence complements the understanding of  the relationship between 
economic growth and people’s subjective well-being.

The first aspect refers to the relative importance of  monetary income 
as a determinant of  individuals’ subjective well-being. As expected, 
income has a positive effect on individual well-being; however, its 
impact diminishes as a person’s income increases. From the perspective 
of  economic growth, greater growth does not necessarily translate into 
increased well-being for the population; it is not an inexhaustible source 
of  subjective well-being, but rather, there is a ceiling. This threshold 
has been estimated for some countries, and it is known that beyond 
a certain income level, additional income growth does not result 
in higher well-being [53].12 Similarly, it is noted that individuals not 
only care about their absolute income, but also their relative income 
— that is, their salary or monetary income compared to that of  their 
reference group, the group they identify with. In general, the evidence 
points to a negative effect of  relative income on subjective well-being, 
as the comparison effect tends to dominate. This result is relevant for 
understanding income distribution within an economy. It reflects that 
higher levels of  inequality tend to negatively impact subjective well-
being, as such inequality does not necessarily imply future income 
gains for individuals (as proposed by the so-called “information effect” 
logic). Nonetheless, important challenges remain in understanding 
the mechanisms by which individuals construct their reference groups 
— that is, the group against which they compare themselves. Some 
evidence exists for developed countries, but for developing countries, 
this evidence is still scarce or even non-existent [15].

A second reflection relates to recognizing that subjective well-being 
is a complex and multifactorial phenomenon. Therefore, there is a 
significant challenge in continuing to generate evidence (especially 

12	 As previously mentioned, [53] place this threshold at US$80.000 per year for the United 
States. In contrast, [54] estimate this threshold to be slightly above US$60.000 per year in 
the case of  Chile.
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for developing countries) that can enrich our understanding of  this 
complex phenomenon. For example, as highlighted in the previous 
point, people care deeply about how they are positioned relatively 
within society. While individual and family variables, such as age, 
education, gender, and working conditions, affect subjective well-
being, individuals also conduct analyses and comparisons when 
evaluating their overall subjective well-being. Thus, not only personal 
variables play a role, but also those of  others and, importantly, the 
way this information is perceived and processed [12]. This brings 
to light the fundamental role played by unobservable elements in 
studying the determinants of  subjective well-being. Personality traits 
are a key factor in the subjective evaluations people make about their 
life trajectories. Therefore, understanding these variables well also 
represents a challenge for the literature and is crucial to include in 
empirical analysis [2].

The third reflection concerns the public policy implications of  
the findings from Happiness Economics. Once the main drivers of  
subjective well-being are understood, the next step is to propose 
concrete measures for policymakers to strengthen it. In this context, 
three tentative recommendations can be made.

The first recommendation is to reinforce the message from 
the Stiglitz Commission regarding the need for national statistics 
institutions to make a particular effort to collect qualitative information 
about people’s well-being [1]. In this way, the evolution of  subjective 
well-being can be monitored, and it is possible to anticipate potential 
dissatisfaction that could trigger larger problems, for example, due to a 
mismatch between the progress shown by quantitative and qualitative 
well-being indicators.

The second recommendation is that economic growth should 
never be neglected. While it is true that it is not an inexhaustible 
source of  society’s subjective prosperity, the evidence clearly indicates 
a relationship between monetary income and subjective well-being. 
Therefore, economic growth, as a means of  strengthening individual 
incomes, should always be on the public agenda. That said, it must not 
be forgotten that its effect diminishes — that is, once a certain threshold 
is crossed, its contribution to subjective well-being rapidly declines [53]. 
For this reason, other areas that also contribute to individuals’ well-being 
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— and which have been highlighted by empirical evidence — should 
not be neglected. In fact, studies indicate the importance people place 
on family life, friends, their neighborhood, and surroundings. Therefore, 
a major public policy challenge lies in the need to create adequate 
infrastructure that enables people and their significant environments 
to interact and thrive in the best possible way, allowing them to enjoy 
so-called “relational goods,” which will help improve societal levels of  
subjective well-being. Ultimately, access to these resources will once 
again depend on the economy’s capacity for growth.

Finally, a third recommendation arises particularly from the 
relevance of  the labor market in people’s lives. Comparative evidence 
shows that the work domain is a key determinant of  individuals’ 
subjective well-being. That is, what happens in the labor market in 
terms of  job satisfaction translates into different well-being levels for 
the population. The literature clearly identifies the factors that drive 
job satisfaction. Here, factors such as labor flexibility — represented 
by part-time work or remote work — stand out. Also important is wage 
equity, meaning that companies should implement pay policies that 
are equitable both horizontally and vertically within the organization.

And of  course, employment formality is also a vital factor. Elements 
related to social protection and the existence of  formal and stable 
long-term contractual relationships also enhance workers’ well-being, 
and consequently, their overall life satisfaction. It should also be noted 
that all these elements contribute to increasing individuals’ labor 
productivity.
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