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Abstract	  

Empirically	  orientated	  happiness	  research	  provides	  valuable	  and	  new	  

insights	  to	  both	  business	  and	  political	  economics.	  	  

Managers	  can	  benefit	  from	  the	  knowledge	  gained	  regarding	  the	  

determinants	  and	  even	  more	  from	  the	  consequences	  of	  subjective	  well-‐being.	  

They	  should,	  however,	  not	  engage	  in	  directly	  trying	  to	  raise	  the	  happiness	  of	  

stakeholders.	  Rather,	  they	  should	  lay	  the	  ground	  for	  the	  respective	  persons	  being	  

able	  to	  reach	  happiness	  in	  the	  way	  they	  choose	  themselves.	  

Research	  on	  well-‐being	  provides	  crucial	  insights	  for	  economic	  and	  social	  

policy	  as	  well	  as	  for	  business	  economics	  considering	  aspects	  such	  as	  recognition,	  

autonomy,	  health,	  personal	  relationships	  and	  political	  institutions.	  

	  

Keywords	  

Happiness,	  well-‐being,	  life	  satisfaction,	  business,	  management	  

	  

	  

	  
I	   Modern	  Happiness	  Research	  
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Research	  on	  happiness	  has	  recently	  become	  a	  hot	  topic	  in	  economics.	  For	  a	  

long	  time,	  economists	  were	  convinced	  that	  it	  is	  not	  possible	  to	  measure	  utility.	  

Therefore	  they	  developed	  a	  micro-‐economic	  theory	  avoiding	  measuring	  

individual	  utilities.	  Instead	  they	  relied	  on	  „revealed	  preference“,	  only.	  This	  

theory	  was	  quite	  successful	  in	  many	  respects.	  In	  particular,	  it	  enabled	  extending	  

economics	  to	  areas	  outside	  the	  narrow	  field	  of	  economics.	  Considerable	  insights	  

were	  gained	  for	  instance	  with	  respect	  to	  politics,	  the	  natural	  environment,	  the	  

family,	  or	  art	  and	  culture.	  Much	  of	  this	  successful	  extension	  is	  due	  to	  Becker	  

(1965,	  also	  see	  Frey	  2001).	  This	  development	  was	  coined	  “economic	  

imperialism”	  because	  it	  introduced	  economic	  concepts	  into	  other	  disciplines	  and	  

areas	  but	  the	  term	  also	  indicates	  that	  not	  everyone	  appreciated	  this	  extension.	  

Essentially	  since	  the	  turn	  of	  the	  century	  and	  millennium,	  it	  has	  become	  

clear	  that	  there	  exists	  a	  useful	  proxy	  for	  the	  theoretical	  term	  of	  utility,	  namely	  

happiness.	  Since	  then,	  there	  has	  been	  rapidly	  accumulating	  research	  on	  well-‐

being.	  The	  term	  “well-‐being”	  is	  interchangeably	  used	  here	  with	  the	  term	  

“happiness”	  because	  the	  latter	  is	  more	  vivid.	  This	  research	  has	  been	  inspired	  by	  

social	  psychologists.	  In	  contrast	  to	  economic	  imperialism,	  economics	  has	  become	  

an	  importer	  of	  concepts	  and	  methods	  from	  another	  discipline.	  Today,	  research	  

on	  well-‐being	  is	  truly	  interdisciplinary.	  In	  contrast	  to	  previous	  research	  by	  

philosophers	  the	  modern	  research	  on	  happiness	  is	  strongly	  based	  on	  empirical	  

data	  collected	  by	  careful	  surveys	  and	  analyzed	  by	  extensive	  econometric	  

estimates.	  The	  results	  gained	  are	  based	  on	  estimation	  equations	  simultaneously	  

taking	  into	  account	  a	  large	  number	  of	  determinants	  relating	  to	  genetic,	  socio-‐

demographic,	  economic,	  social,	  and	  political	  aspects.	  	  
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Research	  on	  well-‐being	  has	  provided	  crucial	  insights	  for	  economic	  and	  

social	  policy.	  One	  important	  advance	  has	  been	  that	  there	  now	  exits	  a	  valuable	  

alternative	  to	  the	  concept	  of	  the	  commonly	  used	  Gross	  National	  Product	  as	  a	  

welfare	  indicator.	  The	  digitalization	  of	  our	  world	  makes	  many	  activities	  free	  of	  

charge;	  they	  are	  no	  longer	  done	  on	  markets	  on	  which	  a	  price	  must	  be	  paid.	  As	  a	  

result	  GNP	  incompletely,	  or	  not	  at	  all,	  captures	  these	  activities,	  and	  therefore	  

disregards	  increasingly	  more	  economic	  activities,	  let	  alone	  other	  aspects	  welfare	  

producing	  individual	  welfare.	  	  

Happiness	  research	  so	  far	  has	  had	  a	  rather	  limited	  influence	  on	  business	  

economics	  partly	  because	  the	  studies	  undertaken	  mostly	  analyzed	  issues	  more	  

closely	  related	  to	  general	  economics.	  Another	  reason	  for	  the	  small	  influence	  is	  

that	  business	  economics	  has	  for	  a	  long	  time	  theoretically	  and	  empirically	  

analyzed	  job	  satisfaction	  (e.g.	  Spector	  1997,	  Judge	  et	  al	  2001,	  Cooper	  and	  

Robertson	  2013),	  so	  that	  it	  seemed	  to	  be	  unnecessary	  to	  seriously	  engage	  with	  

the	  related	  concept	  of	  life	  satisfaction.	  However,	  job	  satisfaction	  and	  subjective	  

well-‐being	  differ	  in	  two	  fundamental	  respects:	  	  

(1) Job	  satisfaction	  is	  restricted	  to	  the	  work	  area	  (as	  the	  name	  suggests)	  

while	  happiness	  economics	  is	  much	  broader.	  In	  addition	  to	  work	  it	  

also	  considers	  the	  satisfaction	  with	  health,	  the	  family	  and	  leisure.	  

Well-‐being	  research	  looks	  at	  happiness	  as	  a	  whole,	  and	  seeks	  to	  

identify	  its	  determinants	  and	  its	  consequences.	  

(2) Happiness	  or	  subjective	  well-‐being	  surveys	  do	  not	  ask	  respondents	  to	  

react	  to	  the	  specific	  work	  conditions	  as	  done	  by	  job	  satisfaction	  

research.	  Rather	  happiness	  research	  asks	  survey	  respondents	  to	  
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indicate	  their	  overall	  well-‐being	  in	  all	  aspects	  of	  life	  independent	  of	  the	  

determinants	  under	  consideration.	  	  

	  

This	  contribution	  intends	  to	  show	  that	  business	  economics	  can	  

substantially	  benefit	  from	  the	  insights	  gained	  in	  well-‐being	  research.	  Some	  of	  the	  

knowledge	  acquired	  is	  in	  line	  with	  general	  public	  opinion,	  but	  other	  results	  are	  

novel	  and	  surprising1.	  

	  

Section	  II	  of	  this	  paper	  shortly	  reviews	  some	  of	  the	  most	  important	  results	  

with	  respect	  to	  the	  determinants	  of	  subjective	  well-‐being.	  The	  following	  section	  

deals	  with	  the	  consequences	  of	  happiness	  most	  of	  which	  are	  directly	  relevant	  for	  

issues	  in	  business.	  Section	  IV	  deals	  with	  the	  causality	  issues	  involved,	  and	  section	  

V	  discusses	  whether	  management	  should	  maximize	  happiness.	  The	  final	  section	  

concludes.	  	  

	  

II	   Determinants	  of	  Happiness	  

	  

The	  results	  reported	  in	  the	  following	  are	  based	  on	  variations	  of	  only	  one	  

determinant	  at	  one	  time,	  i.e.	  all	  other	  determinants	  are	  kept	  constant	  (ceteris	  

paribus).	  	  This	  approach	  is	  possible	  because	  the	  subjective	  life	  satisfaction	  

                                                
1	  See	  e.g.	  the	  extensive	  surveys	  in	  Frey	  and	  Stutzer	  2002,	  2005,	  2012;	  

Layard	  2005;	  Dolan	  et	  al	  2008;	  Frey	  2008,	  Frey	  and	  Frey	  Marti	  2010,	  Van	  Praag	  

and	  Ferrer-‐i-‐Carbonell	  2011,	  Frey	  and	  Stutzer	  2013,	  Weimann	  et	  al.	  2015,	  

Helliwell	  et	  al	  2017.	  	  

 



 5 

reported	  is	  correlated	  in	  a	  simultaneously	  estimated	  econometric	  equation	  with	  

a	  large	  number	  of	  determinants.	  	  

Subjective	  life	  satisfaction	  is	  collected	  by	  extensive	  representative	  surveys	  

in	  the	  population.	  The	  persons	  are	  asked	  to	  respond	  to	  the	  following	  question:	  

“Taken	  overall,	  how	  satisfied	  are	  you	  with	  the	  life	  you	  lead?”	  The	  answers	  can	  be	  

given	  ranging	  from	  0	  (“totally	  dissatisfied”)	  to	  10	  (“totally	  satisfied”).	  This	  

question	  explicitly	  asks	  people	  to	  respond	  in	  a	  subjective	  way,	  i.e.	  how	  they	  

evaluate	  themselves	  how	  satisfied	  they	  are	  with	  their	  lives.	  In	  economically	  

developed	  countries	  only	  very	  few	  people	  indicate	  a	  happiness	  level	  in	  the	  range	  

0	  to	  6.	  Most	  of	  the	  answers	  are	  around	  7	  and	  8,	  and	  quite	  some	  people	  indicate	  

that	  they	  are	  very	  happy	  (i.e.	  9	  or	  even	  10).	  The	  answers	  correlate	  highly	  with	  

objective	  indicators	  of	  happiness	  (e.g.	  Oswald	  and	  Hu	  2010).	  Thus,	  people	  

indicating	  high	  subjective	  life	  satisfaction	  smile	  more	  (the	  so-‐called	  Duchenne-‐

smile	  which	  cannot	  be	  faked),	  are	  more	  open	  and	  optimistic,	  have	  lesser	  

problems	  with	  their	  partners	  and	  at	  the	  work	  place,	  and	  are	  less	  prone	  to	  

commit	  suicide.	  	  	  	  

	  

The	  econometric	  research	  on	  the	  determinants	  of	  well-‐being	  has	  reached	  

challenging	  and	  important	  results.	  Many	  of	  them	  are	  in	  line	  with	  everyday	  

observations.	  Among	  the	  best	  known	  results	  are:	  

• Individuals	  and	  households	  with	  higher	  income	  state	  to	  be	  happier	  –	  

i.e.	  their	  subjective	  life	  satisfaction	  is	  higher	  –	  than	  those	  with	  lower	  

income.	  There	  is	  a	  diminishing	  marginal	  effect	  of	  income	  on	  

happiness.	  People	  rather	  quickly	  adapt	  to	  higher	  income,	  and	  they	  

tend	  to	  compare	  themselves	  with	  people	  of	  higher	  income.	  This	  
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reduces	  their	  level	  of	  well-‐being	  because	  they	  consider	  themselves	  to	  

be	  relatively	  less	  well-‐off.	  	  

• One	  of	  the	  most	  important	  factors	  for	  individual	  well-‐being	  are	  

satisfactory	  personal	  relationships.	  Those	  persons	  having	  a	  good	  

family	  life,	  friends	  and	  acquaintances	  are	  more	  satisfied	  with	  their	  

lives	  than	  isolated	  persons.	  

• Good	  physical	  and	  psychic	  health	  is	  a	  most	  significant	  contributor	  to	  

happiness.	  Happy	  persons	  live	  longer.	  This	  relationship	  between	  

subjective	  well-‐being,	  physical	  health	  and	  life	  expectancy	  has	  been	  

carefully	  analyzed	  in	  many	  studies;	  it	  is	  not	  simply	  a	  fairy	  tale.	  

Research	  on	  happiness	  calls	  attention	  to	  the	  relationship	  of	  psychic	  

and	  physical	  health	  and	  individual	  well-‐being	  (Layard	  2015,	  Layard	  

and	  Clark	  2015).	  	  

• Happy	  persons	  enjoy	  longer	  life	  duration.	  They	  live	  almost	  15	  percent	  

longer	  than	  persons	  considering	  themselves	  to	  be	  unhappy.	  In	  

industrial	  countries	  this	  means	  that	  happy	  persons	  can	  expect	  to	  live	  

around	  ten	  years	  longer	  than	  unhappy	  ones.	  Comparing	  happiness	  to	  

other	  well-‐known	  influences	  on	  health	  (such	  as	  smoking	  or	  obesity)	  

the	  influence	  of	  life	  satisfaction	  on	  health	  and	  longevity	  is	  

pronounced.	  

	  
• To	  live	  in	  a	  democracy	  makes	  happy;	  individuals	  value	  the	  possibility	  

to	  politically	  participate	  in	  a	  meaningful	  and	  effective	  way.	  People	  are	  

also	  more	  satisfied	  with	  their	  lives	  if	  as	  many	  political	  decisions	  as	  

possible	  are	  taken	  on	  a	  decentralized	  level	  (Frey	  and	  Stutzer	  2002).	  
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These	  results	  are	  consistent	  with	  economic	  thinking.	  However,	  they	  do	  not	  

fully	  correspond	  to	  what	  laypersons	  think	  and	  believe.	  For	  example,	  many	  think	  

that	  people	  in	  poor	  developing	  nations	  are	  happier	  than	  those	  living	  in	  countries	  

with	  higher	  average	  income,	  presumably	  because	  they	  assume	  that	  they	  are	  

under	  less	  economic	  pressure	  and	  stress.	  The	  empirical	  research	  on	  happiness	  

demonstrates	  in	  a	  great	  number	  of	  studies	  that	  this	  idea	  is	  mistaken.	  Income	  

greatly	  contributes	  to	  happiness	  in	  all	  countries.	  Many	  people	  also	  believe	  that	  

artists	  are	  unhappy	  because	  only	  then	  they	  are	  assumed	  to	  be	  productive	  and	  

creative.	  Empirical	  happiness	  research	  also	  rejects	  this	  notion	  (Steiner	  2017).	  

	  

The	  econometrically	  based	  research	  on	  well-‐being	  has	  also	  produced	  

results	  not	  in	  line	  with	  standard	  economic	  theory.	  These	  are	  four	  important	  

examples:	  

• The	  unemployed	  are	  dramatically	  less	  happy	  than	  persons	  having	  a	  job.	  

This	  result	  holds	  even	  when	  in	  the	  happiness	  regression	  income	  in	  

the	  form	  of	  unemployment	  compensation	  is	  kept	  constant.	  Thus	  the	  

reason	  why	  unemployed	  persons	  are	  much	  less	  happy	  is	  not	  due	  to	  

reduced	  income.	  In	  contrast,	  conventional	  economics	  considers	  work	  

to	  be	  a	  burden	  or	  cost.	  People	  are	  assumed	  to	  work	  solely	  because	  of	  

the	  pay	  they	  receive2.	  Thus,	  to	  receive	  the	  same	  income	  but	  according	  

to	  received	  economics,	  not	  having	  to	  work	  should	  raise	  well-‐being.	  

Empirical	  research	  finds	  the	  opposite.	  

                                                
2 See	  the	  critique	  in	  Osterloh	  and	  Frey	  2000,	  Frey	  and	  Osterloh	  2005,	  Rost	  and	  
Osterloh	  2009,	  Weibel	  et	  al.	  2010,	  Larkin	  et	  al	  2012,	  Rost	  2017. 
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• The	  self-‐employed	  work	  more	  hours	  and	  on	  average	  have	  a	  lower	  income	  

and	  higher	  risk	  than	  employees	  of	  a	  firm	  or	  other	  organization.	  

Nevertheless,	  careful	  happiness	  studies	  reveal	  that	  the	  self-‐employed	  

(ceteris	  paribus)	  are	  happier	  than	  those	  working	  as	  employees.	  

• Empirical	  studies	  on	  well-‐being	  suggest	  that	  persons	  giving	  money	  to	  

other	  persons,	  or	  engaging	  in	  voluntary	  unpaid	  work,	  experience	  

higher	  life	  satisfaction	  than	  those	  persons	  giving	  less	  or	  nothing	  to	  

others.	  

• Commuting	  reduces	  subjective	  well-‐being	  to	  the	  persons	  involved.	  Often,	  

commuters	  declare	  that	  they	  are	  not	  burdened	  by	  spending	  much	  

time	  and	  inconveniences	  between	  where	  they	  live	  and	  work.	  

Happiness	  surveys	  looking	  at	  overall	  well-‐being	  lead	  to	  the	  opposite	  

conclusion	  (Stutzer	  and	  Frey	  2008).	  Persons	  spending	  more	  than	  one	  

hour	  declare	  themselves	  to	  be	  less	  satisfied	  with	  their	  lives	  than	  

otherwise	  identical	  persons	  not	  commuting	  so	  long	  time.	  It	  turns	  out	  

that	  this	  activity	  also	  negatively	  affects	  partners	  who	  do	  not	  

commute.	  	  

	  

III	   Consequences	  of	  Happiness	  

	  

Life	  satisfaction	  has	  considerable	  effects	  on	  activities	  and	  conditions	  

relevant	  for	  business	  (see	  e.g.	  De	  Neve	  and	  Xuereb	  2013,	  Graham	  2017).	  	  These	  

are	  the	  most	  important	  impacts	  relevant	  in	  this	  context:	  	  

• Happy	  persons	  are	  more	  interested	  in	  the	  work	  they	  perform	  and	  are	  

more	  engaged	  raising	  their	  productivity.	  In	  contrast,	  unhappy	  people	  
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do	  not	  like	  their	  work	  and	  tend	  to	  be	  careless	  which	  negatively	  affects	  

their	  work	  output.	  These	  results	  have	  been	  found	  in	  careful	  

laboratory	  experiments	  in	  order	  to	  well	  control	  other	  influences	  

(Oswald	  et	  al.	  2015).	  In	  the	  first	  experiment,	  some	  randomly	  chosen	  

subjects’	  happiness	  levels	  were	  manipulated	  by	  showing	  them	  a	  

cheerful	  picture,	  while	  those	  in	  the	  control	  group	  were	  not.	  Treated	  

subjects	  have	  12%	  greater	  productivity	  in	  a	  paid	  piece-‐rate	  task.	  They	  

increase	  their	  output	  but	  not	  per-‐piece	  quality	  of	  work.	  To	  check	  this	  

effect,	  major	  unhappiness	  shocks	  experienced	  in	  real	  life	  –	  

bereavement	  and	  family	  illness	  –	  were	  analyzed.	  The	  results	  strongly	  

confirm	  the	  results	  from	  the	  first	  experiment.	  

• Persons	  professing	  to	  have	  high	  life	  satisfaction	  are	  less	  affected	  by	  

contagious	  deceases	  and	  are	  healthier.	  Good	  health	  contributes	  

substantially	  to	  more	  effective	  work.	  Unhealthy	  workers	  impose	  

substantial	  costs	  on	  firms	  even	  under	  the	  conditions	  of	  a	  well-‐

developed	  social	  security	  system.	  

• Happy	  persons	  have	  higher	  intrinsic	  motivation	  to	  engage	  in	  work,	  

appreciate	  more	  autonomy,	  and	  are	  more	  creative	  which	  again	  

contributes	  to	  good	  work	  (Amabile	  1996,	  Amabile	  and	  Kramer	  2011,	  

Yuan	  2015).	  

• Person	  satisfied	  with	  the	  life	  they	  lead	  are	  less	  induced	  to	  engage	  in	  

strikes,	  rebellions	  and	  outright	  civil	  war	  than	  are	  people	  who	  feel	  

unhappy.	  	  Happiness	  tends	  to	  deter	  crime	  (McCarthy	  and	  Casey	  	  

2011).	  The	  absence	  of	  these	  disturbing	  political	  and	  social	  conditions	  

helps	  business	  to	  do	  its	  task.	  
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IV	   	  Causality	  Issues	  

	  

Often	  it	  is	  difficult	  to	  establish	  in	  which	  direction	  the	  relationship	  between	  

cause	  and	  effect	  works.	  It	  is,	  for	  instance	  not	  obvious	  whether	  married	  people	  

get	  happier	  or	  happy	  people	  find	  it	  easier	  to	  get	  married.	  The	  same	  applies	  to	  

work:	  Are	  employed	  persons	  happier	  or	  is	  it	  easier	  for	  happy	  persons	  to	  find	  a	  

job	  because	  they	  are	  more	  active,	  innovative	  and	  open?	  The	  same	  factors	  can	  

both	  be	  determinants,	  or	  consequences	  of	  subjective	  well-‐being.	  

	  
To	  answer	  these	  questions	  it	  is	  helpful	  to	  consider	  a	  specific	  case,	  namely	  

lottery	  winners.	  To	  win	  at	  a	  lottery	  can	  be	  considered	  an	  exogenous	  event	  

independent	  of	  the	  participant.	  Therefore	  the	  lottery	  win	  can	  be	  taken	  to	  be	  a	  

cause,	  while	  the	  change	  in	  subjective	  life	  satisfaction	  can	  be	  considered	  a	  

consequence.	  Lottery	  winners	  indeed	  state	  in	  the	  following	  year	  that	  they	  are	  

happier.	  This	  allows	  us	  to	  conclude	  that	  higher	  income	  and	  wealth	  do	  indeed	  

raise	  happiness	  –	  but	  this	  is	  the	  case	  for	  a	  restricted	  time	  period	  only.	  Income	  

produces	  subjective	  well-‐being,	  most	  importantly	  in	  poor	  countries	  below	  a	  

certain	  material	  level	  of	  living.	  

	  

V	   Should	  Firms	  Maximize	  Happiness?	  

	  

Mostly	  in	  American	  firms,	  but	  also	  elsewhere,	  there	  is	  a	  trend	  to	  exploit	  

happiness	  to	  attract	  and	  maintain	  more	  customers.	  In	  the	  United	  States	  there	  is	  a	  

consultancy	  called	  Delivering	  Happiness	  with	  a	  Chief	  Happiness	  Officer	  (CHO),	  a	  
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global	  happiness	  navigator,	  and	  a	  happiness	  alchemist	  (ECONOMIST	  2016:	  60).	  

The	  idea	  is	  to	  induce	  employees	  to	  create	  “happiness	  hygiene”.	  Employees	  are	  

expected	  and	  strongly	  induced	  to	  do	  their	  work	  smiling	  and	  with	  other	  

expressions	  of	  positive	  emotions.	  This	  tendency	  has	  become	  more	  prominent	  

with	  the	  rising	  importance	  of	  the	  service	  sector	  in	  the	  economy.	  Accordingly,	  

some	  firms	  make	  an	  effort	  to	  create	  happiness	  with	  their	  staff	  by	  offering	  them	  

courses	  on	  mindfulness	  or	  yoga	  lessons3.	  	  

Such	  a	  business	  policy	  is	  totally	  inconsistent	  with	  the	  idea	  of	  happiness	  as	  

used	  in	  the	  economic	  research	  discussed	  above.	  Subjective	  well-‐being	  must	  

reflect	  the	  unbiased	  and	  non-‐coerced	  feelings	  of	  a	  representative	  selection	  of	  

individuals.	  This	  is	  obviously	  not	  the	  case	  if	  employees	  are	  forced	  to	  look	  and	  

behave	  in	  a	  happy	  way.	  If	  the	  employee	  behind	  the	  counter	  in	  a	  McDonalds	  shop	  

appears	  to	  be	  happy	  when	  you	  order	  a	  hamburger	  few	  customers	  believe	  that	  

such	  demeanour	  reflects	  a	  true	  feeling.	  Rather,	  most	  of	  them	  know	  that	  it	  is	  a	  

marketing	  technique	  and	  nothing	  more.	  	  

But	  what	  about	  “true”	  happiness	  produced	  by	  business	  organizations?	  	  

Here	  the	  question	  arises	  what	  a	  “firm”	  means	  in	  this	  context.	  There	  are	  at	  least	  

four	  possible	  ways	  to	  answer	  this	  question:	  

(1) The	  happiness	  of	  managers.	  While	  this	  may	  in	  many	  cases	  be	  actual	  

policy	  (see,	  for	  example	  Pasquale	  2015)	  it	  is	  normatively	  

unacceptable	  that	  only	  the	  well-‐being	  of	  the	  executives	  is	  considered.	  	  

                                                
3	  Similarly	  to	  corporations,	  several	  governments	  –	  among	  them	  Germany,	  
Britain,	  France	  and	  Australia	  –	  decided	  to	  maximize	  the	  happiness	  of	  their	  
population.	  The	  Kingdom	  of	  Bhutan	  was	  the	  first	  to	  propagate	  the	  idea	  of	  Gross	  
National	  Happiness;	  for	  a	  critique	  see	  Frey	  and	  Stutzer	  (2012).	  
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(2) The	  happiness	  of	  the	  employees.	  This	  would	  again	  be	  a	  complete	  

misunderstanding	  of	  the	  function	  of	  a	  firm.	  A	  firm	  should	  certainly	  

not	  exclusively	  care	  for	  employees’	  well-‐being	  –	  though	  this	  may	  be	  

true	  in	  reality	  in	  some	  cases,	  	  but	  it	  should	  provide	  goods	  and	  services	  

demanded	  on	  the	  market.	  

(3) The	  happiness	  of	  the	  owners	  of	  firms.	  Again,	  this	  is	  a	  wrong	  target	  

because	  dividends	  and	  other	  streams	  of	  money	  compensate	  the	  

owners	  of	  firms.	  	  

(4) The	  happiness	  of	  the	  stakeholders	  including	  all	  the	  persons	  having	  

relations	  with	  the	  firm,	  which	  in	  addition	  includes	  suppliers,	  

customers,	  and	  other	  people	  affected	  in	  various	  ways	  by	  a	  firm,	  e.g.	  

having	  to	  bear	  the	  burden	  of	  noise	  or	  environmental	  exhausts.	  	  

	  

Many	  people,	  including	  some	  scholars,	  would	  argue	  that	  maximizing	  the	  

happiness	  of	  stakeholders	  makes	  sense.	  However,	  more	  careful	  considerations	  

suggest	  that	  this	  is	  unwarranted.	  There	  are	  four	  major	  reasons	  why	  stakeholder	  

happiness	  maximization	  should	  not	  be	  undertaken:	  

• It	  remains	  totally	  open	  what	  weight	  should	  be	  given	  to	  the	  various	  

groups.	  Should	  the	  happiness	  of	  barely	  affected	  suppliers	  have	  the	  

same	  weight	  as	  that	  of	  full-‐time	  employees	  who	  spend	  a	  considerable	  

part	  of	  their	  lives	  within	  the	  firm?	  	  Depending	  on	  what	  weights	  are	  

chosen,	  any	  overall	  happiness	  measure	  for	  the	  firm	  as	  a	  whole	  can	  be	  

constructed.	  

• The	  executives	  of	  a	  firm	  can	  at	  best	  guess,	  but	  do	  not	  really	  know,	  

what	  makes	  their	  stakeholders	  happy.	  In	  any	  case,	  the	  respective	  
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persons	  know	  better,	  and	  in	  a	  free	  society	  should	  have	  the	  right	  to	  

decide	  for	  themselves	  rather	  than	  be	  induced	  by	  the	  executives.	  

• When	  people	  are	  asked	  about	  their	  life	  satisfaction	  but	  know,	  or	  

suspect,	  that	  it	  is	  used	  to	  measure	  “the	  happiness	  of	  a	  firm”	  they	  are	  

likely	  to	  answer	  in	  a	  different	  way	  than	  is	  the	  case	  under	  present	  

conditions	  where	  the	  respondents	  answer	  in	  a	  (more)	  truthful	  way	  

because	  their	  answers	  are	  not	  given	  instrumentally.	  	  

• The	  managers	  of	  the	  firms	  to	  be	  evaluated	  with	  respect	  to	  their	  

happiness	  find	  it	  easy	  to	  manipulate	  the	  corresponding	  happiness	  

index.	  They	  can	  easily	  delete	  answers	  low	  in	  happiness,	  for	  instance	  

by	  deleting	  the	  respective	  persons	  from	  the	  vaguely	  defined	  group	  of	  

stakeholders.	  At	  the	  same	  time	  they	  can	  increase	  the	  number	  of	  high	  

happiness	  answers	  for	  instance	  by	  correspondingly	  inducing	  and	  

cajoling	  their	  employees,	  or	  by	  hiring	  “high	  happiness”	  persons	  for	  

low	  part-‐time	  jobs	  and	  only	  for	  the	  time	  period	  in	  which	  the	  surveys	  

are	  undertaken.	  

	  

These	  considerations	  suggest	  that	  it	  is	  a	  mistaken	  idea	  to	  try	  to	  maximize	  

the	  happiness	  of	  a	  firm.	  	  What	  a	  firm	  can,	  and	  should	  do,	  is	  to	  offer	  its	  

shareholders	  the	  possibilities	  to	  achieve	  happiness.	  	  Most	  importantly,	  firms	  

should	  create	  a	  work	  atmosphere	  conducing	  to	  employee	  satisfaction,	  which	  

should	  support	  their	  own	  thinking	  and	  creativity	  and	  foster	  valuable	  social	  

relationships.	  The	  corresponding	  behaviour	  can	  be	  supported	  by	  bequeathing	  

awards	  (see	  Gallus	  and	  Frey	  2016,	  Frey	  and	  Gallus	  2017).	  In	  addition,	  work	  

should	  not	  be	  so	  demanding	  and	  burdensome	  that	  employees	  are	  unable	  to	  enjoy	  
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their	  leisure	  time.	  The	  income	  provided	  should	  be	  sufficient	  to	  lead	  a	  good	  life	  

with	  respect	  to	  material	  standards.	  The	  length	  of	  commuting	  time	  should	  be	  

reduced	  as	  far	  as	  possible,	  for	  example	  by	  offering	  more	  flexible	  work	  hours.	  	  

In	  addition,	  happiness	  research	  points	  to	  the	  general	  role	  of	  firms	  in	  

society.	  	  They	  should	  offer	  goods	  and	  services	  of	  good	  quality	  and	  worth	  its	  cost	  

and	  should	  abstain	  from	  deceiving	  consumers	  by	  providing	  mistaken	  

information.	  This	  has	  recently	  done	  by	  the	  German	  car	  industry	  with	  respect	  to	  

the	  environmental	  damage	  produced.	  Such	  a	  deception	  has	  direct	  consequences	  

for	  people’s	  well-‐being.	  Empirical	  research	  shows	  that	  inhabitants	  in	  Germany	  

suffering	  a	  reduction	  in	  air	  quality	  through	  noxious	  emissions	  report	  a	  reduction	  

in	  subjective	  life	  satisfaction	  (Lüchinger	  2009).	  	  

When	  achieving	  these	  and	  other	  goals	  in	  the	  best	  possible	  way	  (which	  

requires	  high	  managerial	  capabilities)	  the	  individuals	  having	  contacts	  with	  the	  

firm	  can	  pursue	  their	  quest	  for	  happiness	  in	  the	  way	  best	  for	  themselves.	  	  

	   	  

VI	   	  Conclusions	  

	  

As	  pointed	  out,	  modern,	  empirically	  orientated	  happiness	  research	  

provides	  valuable	  and	  new	  insights	  to	  both	  business	  and	  political	  economics.	  	  

Managers	  can	  benefit	  from	  the	  knowledge	  gained	  regarding	  the	  

determinants	  and	  perhaps	  even	  more	  from	  the	  consequences	  of	  subjective	  well-‐

being.	  They	  should,	  however,	  not	  engage	  in	  directly	  trying	  to	  raise	  the	  happiness	  

of	  their	  employees,	  suppliers,	  customers	  and	  other	  stakeholders.	  Rather,	  they	  

should	  lay	  the	  ground	  for	  the	  respective	  persons	  to	  be	  able	  to	  reach	  happiness	  in	  

the	  way	  they	  choose	  themselves.	  	  
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Modern	  interdisciplinary	  and	  strongly	  empirical	  orientated	  happiness	  

directs	  attention	  to	  new	  aspects,	  which	  economic	  theory	  has	  little	  or	  not	  at	  all	  

considered.	  Among	  them	  are	  social	  relationships	  and	  political	  institutions	  with	  

respect	  to	  political	  participation	  rights	  and	  decentralization.	  In	  addition,	  values	  

such	  as	  recognition,	  autonomy	  or	  the	  benefits	  derived	  from	  fair	  procedures	  

(procedural	  utility)	  are	  to	  be	  taken	  into	  account.	  Economics	  is	  usefully	  

generalized	  if	  such	  aspects	  and	  values	  are	  introduced	  as	  an	  integral	  part	  of	  a	  

more	  encompassing	  theory.	  	  
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