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Abstract

The issue of what determines subjective well-being has been at the centre of a
recent flurry of research in the economics field. A necessary part of this understand-
ing is the role relative positions (economic, social, geographic) of economic agents,
particularly individuals, play in life (commonly referred to in the literature as ri-
valry). In this paper we concentrate on whether the structure of happiness equations
of South Africa are the same/similar to those of developed countries. The analysis
uses three of the Durban Quality of Life Studies. Firstly these three data series
are pooled and a variety of covariates are tested for their significance on happiness.
These include age, marital status, employment status, household income and rel-
ative household income. Next we estimate yearly cross-sectional models to see if
there are consistent findings of what determines happiness across the period consid-
ered. Our findings indicate there maybe some structural differences between results
from the Durban studies and those of international findings. Age appears to play no
role in happiness likelihood, nor does marital status. Being unemployed does signifi-
cantly and negatively effect happiness as does the size of household income, relative
household income and whether living in a formal dwelling place. When we distin-
guish between employment categories we find that being self-employed negatively
affects happiness, contradicting findings for developed countries. Future research
will concentrate on the most recent Durban studies, in which information on health
and crime are available, both of which are expected to significantly effect happiness
given the well documented nature of these problems in South Africa.
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1 Introduction

The field of economics has long been concerned with issues of growth and development
with it being implicitly assumed that growth in particular is one of the economic objec-
tives of any country. Since the 1970s and the breakdown of the Phillips curve western
governments and the leading international economists have been particularly concerned
with controlling inflation with any country loans stipulating a credible and tight monetary
policy at the cost of almost everything else. Whilst a shift maybe taking place towards
more country-specific development and growth programmes rather than a broad ”one
policy fits all” approach, recent empirical work based on Easterlin (1974, 1995, 2001) has
found that growth and average satisfaction with life are not correlated over time which
begs the question should economic growth be a primary economic goal, or should gov-
ernments instead aim to improve the perceived lives of its people? Whilst this question is
increasingly being asked in some developed countries (e.g. Layard, 2003, for the United
Kingdom) little is known about life satisfaction in developing and transitional countries.
In the case of South Africa this correlation over time cannot currently be addressed due
to a lack of nationally representative data on subjective well-being.1 However, another
strand of the happiness literature has focussed instead on estimating what determines
happiness at the micro-economic level using ’happiness equations’ based on individual
level subjective well-being data.2

This paper aims to add to the burgeoning literature in this area by using a small sample
survey data set from 1998-2004 in order to test several hypotheses that have been consis-
tently validated in international studies of this nature. In particular this study will analyse
the relationship between happiness, absolute income levels, relative income levels, health,
marital status and economic activity. There is focus on relative income levels following
the work of Easterlin (1974), Morawetz, et. al. (1977) and Diener (1984) who argue that
people’s relative position in society (or within a particular peer group) is important as
well as their absolute income levels. This hypothesis is taken from Easterlin (1995) and is
termed ’social comparison theory’ in sociology and ’interdependent preferences theory’ in
economics. Easterlin (2001) in his proposed theoretical model of happiness distinguishes
between experienced happiness and projected happiness based on the aspirations of indi-
viduals. This proposes that as individuals go through life their aspirations change as do
their income levels, with expected future income and happiness being greater than cur-
rent and previous income and happiness. A distinction can also made between (1) decision
utility and (2) experienced utility based on the work of Kahneman, Wakker, and Sarin
(1997) and Tversky and Griffin (1991). The former is based upon the expected utility that
prevails at the time of choosing from several options and the latter on the utility actu-
ally gained/derived from the option consumed. However, peoples’ expectations of higher
incomes resulting in greater happiness does not consider the rising aspirations levels (in

1To the authors’ knowledge only the 1993 PSLSD data set and the 1997 October Household Survey
ask a question on perceived happiness at the individual level.

2There has been debate amongst economists as to the validity of self-reported well-being data. Di Tella,
MacCulloch, and Oswald (2003) present evidence of why such data should be valid to economists basing
their arguments on (1) the fact that psychologists who study well-being and mental health use such data
and (2) that there is a high correlation between different measures of self-reported well-being (e.g. life
satisfaction, quality of life, happiness).
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the form of material possessions) of individuals as they reach these higher income levels
and in this sense the future is seen through rose-coloured spectacles when in theory (and
empirically) an increase in income does not raise experienced utility as much as expected.

Empirical evidence for developed countries indicates that the returns to absolute income
levels in the form of happiness increase but at a decreasing rate. For example, a worker
earning R2,000 a month who is given a R800 salary increase will observe a far greater
increase in happiness relative to the same absolute salary increase to a worker who initially
earns R14,000 per month. This is clearly related to the size of the increase in terms of
initial income levels; i.e. percentage increases. Relative income is found by Johansson-
Stenman, Carlsson, and Daruvala (2002) to be of importance to individual happiness,
with their findings revealing that individuals prefer to have a lower absolute income level
that is above the average income level to a higher absolute income that is below average
income.

The motivation for analysing happiness/utility is that these concepts lie at the heart of
welfare economics. Using a measure of subjective well-being and maximising this term
has been proven to be the ultimate objective for most people (Clark and Oswald, 1996;
Oswald, 1997). From a theoretical perspective subjective well-being has become more
attractive for economists as standard neoclassical consumer choice theory and revealed
preference often failed in explaining individual decision making.

The remainder of the paper is structured as follows: A brief review on subjective well-
being in section II is followed by a discussion of the proposed variables to be used in the
model justifying their inclusion. Section IV discusses the data to be used and potential
problems with this data source. Section V presents some selected descriptive statistics
from the data sets and is followed by a brief methodological section. The pooled and
cross-sectional econometric results are discussed in Sections VII and VIII. Finally, we
conclude and propose potential future research.

2 Some Thoughts on Subjective Well-Being

As outlined above, subjective well-being (SWB) has been studied by psychologists and
sociologists for some time.3 To measure SWB, survey data is relied upon in which people
are typically asked about their overall happiness, satisfaction with life or quality of life.
This way, researchers have access to a self-rated view on individual welfare. Compared
with an income-based measure, which is frequently regarded as a more objective indicator
of welfare, SWB captures many different aspects of life people are concerned about.

The 1970s saw the seminal economic work on happiness and its relationship with income
and income distribution (e.g. Easterlin, 1974; Morawetz, et. al., 1977). Since the late 1990s,
the number of empirical studies analysing happiness or life satisfaction has increased

3For a summary of happiness research in the field of psychology please refer to Kahneman, Diener,
and Schwarz (1999).
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significantly.4 The focus of most studies has been on the determinants of happiness in
developed countries. It is only recently that subjective well-being in less developed and
transition countries has been studied as well (e.g. Namazie and Sanfey, 1999; Hayo, 2003;
Gruen and Klasen, 2005).

Two major facts seem to have driven the increased interest in SWB. Firstly, there are
numerous studies showing that standard neoclassical theory, which is based on preferences
and observed behaviour, often failed to explain individual decision-making.5 By the same
token, empirical work in both economics and psychology has convincingly demonstrated
that people don’t seem to maximise income but rather happiness or life satisfaction.
Secondly, over the last years more and more information on SWB in both cross-sectional
and panel data format has become available thereby allowing extensive empirical research
in this area.

This research has helped to better understand human well-being. A number of facts deter-
mining happiness have been established. Individual happiness seems to vary systematically
with age, income, type of employment, marital status and health status to mention just
a few factors.6 Individual welfare also appears to be influenced by macroeconomic fac-
tors like inflation, unemployment, economic growth and income distribution (e.g. Clark
and Oswald, 1995; Oswald, 1997; Di Tella, MacCulloch, and Oswald, 2001; Blanchflower
and Oswald, 2003). A question that has been addressed more recently is whether certain
socio-demographic and economic variables that have been identified as determinants of
happiness in the West are also relevant for other countries. Essentially, the question being
asked is whether there is a uniform underlying structure of happiness across countries or
whether living in different societies and/or having different economic and/or social histo-
ries leads to different structures. Previous research seems to suggest that the answer to
this question is yes. Hayo (2004) analyses several Eastern European transition countries
and shows that variables like age, marital status, education, employment status and in-
come have a very similar effect on happiness than in Western European countries and the
US.7 Studies done by Kingdon and Knight (2001); Powdthavee (2004) are more relevant
to the work presented here. Both papers focus on South Africa and, among other things,
suggest that unemployment has the same detrimental effect on happiness as reported in
the West. Using a different data source we will attempt to shed some more light on the
determinants of happiness in the South African context.

One shortcoming with the existing empirical literature on SWB is that little or no dis-
cussion around the theoretical foundation of SWB is provided. Often, the papers start by
outlining why studying measures of SWB in a particular context will be useful and what
new insights can be expected and then proceed with presenting various statistical and
econometric results obtained from estimating microeconometric happiness functions. As

4Frey and Stutzer (2002a) and Layard (2005) provide a comprehensive overview of happiness research
in economics.

5For example, see Sippel (1997) and Dowrick and Quiggin (1994) who demonstrated the limits of
standard consumer theory and the axiomatic revealed preference approach. See also Frey and Stutzer
(2002b) for a concise overview of factors that seem to play a role in explaining human behaviour.

6Diener and Scollon (2003) summarise a variety of determinants that were shown to be correlated
with SWB.

7For more work on SWB in transition countries please refer to Sanfey and Teksoz (2005).
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explained previously, in most studies the aim of such an econometric exercise is to explore
the determinants of happiness. In that case, one only has to assume that happiness (or
utility) can be measured on an ordinal scale. However, when individual information on
SWB is used to compare welfare levels it is necessary to assume that individual welfare is
measured on a cardinal scale and is interpersonally comparable (Frey and Stutzer, 2002b).8

These two assumptions alone are highly disputed in the field of economics. When dealing
with measures of SWB an additional concern often raised is that answers to questions like
”Taking all things together, how satisfied are you with your life?” might easily be influ-
enced by the individual’s contemporary emotional state, recent events or the scale from
which to choose the appropriate level of SWB. Extensive psychological research, however,
demonstrated that self-reported measures of well-being are reliable and adequate when
analysing human well-being.

Many empirical analyses in particular support the hypothesis that individuals not only
receive utility from their own income or consumption but are sensitive to what neigh-
bours, colleagues and other members of peer groups can afford. Therefore, to explain
human behaviour, individual preferences should be modelled using interdependent utility
functions. The theoretical work by Kahneman and Tversky provides a useful framework.
When developing prospect theory, an alternative theory to explain choice behaviour un-
der uncertainty, they suggested a reference dependent utility (or value) function that is
S-shaped (Kahneman and Tversky, 1979). As verified by numerous experiments, individ-
uals are risk seeking when dealing with losses but risk averse when gains are at stake.
Both gains and losses are defined with respect to a reference point. Therefore, a reference
dependent utility function will be convex below the reference point and concave above
it. Another stylised fact is that losses loom larger than gains and the utility function
therefore has to be steeper below the reference point.9 A critical question is then how to
determine the reference point? In our empirical analysis, we will use the median income
as the reference point. The underlying function for happiness could then be described as
follows:

Happinessi = f(Yi, Ymed) + X̄i

fYi
> 0; fYiYi

< 0 if Yi > Ymed; fYiYi
> 0 if Yi < Ymed

Individual happiness is a function of the individual income, a measure of relative income
and a number of demographic characteristics stored in the vector X̄i. If the individual
income Yi is below (above) the median income Ymed, people are expected to experience
a loss (gain) and will therefore report a lower (higher) level of happiness. Other socio-
demographic and socio-economic variables that have been shown to be relevant when
determining happiness will be discussed next.

8A theoretical framework for using happiness as a welfare measure is provided by Ng (1996, 1997).
For an empirical analysis using SWB measures as an alternative indicator to measure social welfare, see
Gruen and Klasen (2005).

9Tversky and Griffin (1991) expand this concept to model riskless choice behaviour as well.
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3 Proposed Variables based on International Research

Whilst we do not have access to a question explicitly on individual happiness we base
our happiness variable on the information contained in the question ”. . . how satisfied
have you been with your life over the past year?” The surveys are not a panel and any
changes in happiness over the 1999-2004 period can only be captured through pooling
the data. The variables we can control for in all three years are limited by changes to
the questionnaire over the period. Unfortunately this means we cannot control for health
of the individual or whether the individual was a victim of crime in the past 12 months,
since this information is only contained in the 2003 and 2004 surveys. The variables we do
control for include household income levels, relative income levels, marital status, racial
group, economic status (e.g. whether unemployed, self-employed or full-time employed),
education level and age. This variable list is based largely on international empirical work.

Household income is expected to have a positive impact on the individual’s happiness with
high-income households resulting in more satisfied individuals, ceteris paribus. In order
to measure relative income level this paper firstly controls for whether an individual’s
household income is below the average income level for the sample and secondly the income
quartile to which the household belongs.10 There are numerous relative income variables
that could be calculated based on different reference groups (e.g. racial group, economic
class) and space permitting we will use several different relative income measures.

According to studies mainly in the developed world, marriage is a key determinant of life
happiness. Less is known about marital status in developing countries. Powdthavee (2003)
finds no significant evidence of marital status having an impact on happiness using the
1993 SALDRU data set. However when using the OHS 1997, Powdthavee (2004) finds that
South African individuals in civil marriages were significantly happier than people who
were never married. The latter finding is consistent with Blanchflower and Oswald (2004)
for the United States. However, in developing countries there is the real possibility that
marriage is a very different undertaking than in developed countries: the determinants
of marriage are not the same. In developed countries there are financial incentives to
get married that do not exist to the same degree or extent in developing countries. In
developing countries marriage may be seen as a means of survival and protection/security
for babies and small children. South Africa, like many developing countries also has two
types of marriage civil and traditional. Since these two types of marriage represent very
different institutions it would of interest, where possible, to treat each one separately in
any analysis.

Racial group has been found to influence happiness in developed and developing countries
and this is particularly expected in the case of South Africa (e.g. Graham, 2004, p. 15).
Powdthavee (2004) includes racial dummies in his model and finds Blacks (Africans) report
significantly lower well being scores than that of Coloured people but with no significant
difference, ceteris paribus, with either Asians or Whites. This is a somewhat surprising
result, with it being expected that Africans would be relatively more dissatisfied with life
than, in particular, Whites. A possible explanation for this lack of difference could be

10The latter relative income measure is used by Clark and Oswald (1996).
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the continued ’happiness’ effect felt by Africans of defeating the apartheid system that
acts as a unifying effect amongst them. Given the estimates are for 1997, just 3 years
after the first free elections in South Africa this explanation is certainly feasible and given
Powdthavee (2003) finds significant differences in happiness between racial groups using
1993 data, a possibility. Since this paper uses a Durban based data set the issue of whether
the described unifying effect is likely to occur is very much complicated by the political
voting patterns in this area. The province of Kwazulu-Natal was historically the centre of
power for the Zulu Inkatha Freedom Party (IFP), until the 2004 general elections when
the African National Congress (ANC) won power at the provincial level. The history
between the IFP and ANC is well documented and is beyond the scope of this paper,
but potentially the unifying theory is not applicable to this particular area and we would
expect a racial hierarchy of happiness to be present.

Individual economic activity is included in order to test whether (1) the self-employed are
happier than the employed (2) the unemployed are less happy than any other economically
active group (3) casual/temporary contracted workers are significantly less/more happy
than other groups. Di Tella, MacCulloch, and Oswald (2003) found that self-employed
individuals in developed countries are significantly happier than equivalent employees
explaining this by the characteristics of self-employment such as flexibility, working for
oneself and economic ’freedom’ in the workplace. This view is consistent with those of
Kaufman (1999) who argues that some workers have a ”. . . positive preference for work
because of the nature of their jobs (e.g. greater room for creativity)”, (ibid, pp. 370). Self-
employment in developing countries however is split into good quality and bad quality
categories. In South Africa the majority of the self-employed work in the informal sector
(see Table 1) characterised by poor pay, poor conditions, insecurity and uncertainty, e.g.
street vending. We would expect that these workers would be less likely to report happiness
compared to formal sector employees who have access to greater job protection because
rather than self-employment representing a choice it represents a means to survival.11

Unemployment is expected to negatively effect happiness relative to somebody who is
employed with this commonly explained by a ’scarring’ effect. This has been found in
numerous pieces of research for a variety of developed and developing countries and con-
tradicts the neo-classical assumption that work, ceteris paribus, is ’utility-neutral’ to the
individual. In developed countries, it is highly likely that a minority of people do perceive
work as a disutility, but these persons most likely come from opposite ends of the income
spectrum, with individuals from wealthy households not needing to work (and hence hav-
ing relatively large amounts of leisure time) and those from poor households falling into a
state-welfare trap where there is no financial incentive to find employment. In developing
countries welfare systems are not as developed and individuals from poor households can-
not fall into a welfare trap. With South Africa facing an official unemployment rate of 28%
in March 2004 with the expanded rate 14% higher, any psychological scarring that occurs
will affect millions of people and does not bode well for active job searching. Whilst the
current government has expanded its public works programme with the aim of creating 1
million new jobs over the next decade this will only dent the unemployment figures and

11The distinction between the self-employed in developing and developed countries is essential. For
example Graham (2004, p. 15) reports the self-employed in Latin America are less happy than other
groups for identical reasons outlined above.
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will not permanently change the face of the South African labour market. The majority
of these new jobs are temporary or casual with a duration of between 3-6 months. Many
of these jobs focus on improving public roads and public buildings and are manual and
unskilled in nature. Whilst employment categories do change across the three surveys
used, the 2003 and 2004 surveys allow us to explicitly control for casual/temporary work
and to reveal whether quality of job differs in its impact on life satisfaction. It is not
clear what impact these types of jobs will have on the happiness of individuals, but we
hypothesise that it is likely to reduce happiness relative to the full-time employed.

International evidence from developed countries reports that on average the higher edu-
cated are significantly happier than the lesser educated (Oswald, 1997; Blanchflower and
Oswald, 2004).

Warr (1992) and Clark, Oswald, and Warr (1996) find evidence of a U-shaped relationship
between job satisfaction/happiness and age in developed countries consistent with growing
happiness as the individual gets older based on aspirations being reached and/or the
acceptance of your life or ”lot in life”. Powdthavee (2003, 2004) finds this U-shaped
relationship for happiness and age in South Africa using both 1993 and 1997 national
surveys.

4 Data

The data set used is the Quality of Life/Needs Assessment Survey for the Ethekwini
Municipality in Durban. This survey has been undertaken annually since 1998 but is
not a panel. Unfortunately the questionnaire used has changed considerably over the
course of time making year on year comparisons of certain variables impossible. The
main econometric concern with this data set though is its size in more recent years. For
example, in the 2003/04 survey there were 1,158 observations, compared to 4,729 in 1999.
The working samples ranged in size from 777 to 1,746 observations. In order to tackle this
size problem we initially pooled the 3 years of data, controlling for the different years.
Following this we ran separate regressions for each year in order to test for consistency in
the structure of the equation and to compare findings to previous findings in the literature.

5 Some Descriptive Statistics

In this analysis level of satisfaction with life over past 12 months takes one of five values,
with 4 representing very satisfied with life in the previous 12 months, 3=satisfied, 2=neu-
tral (no change), 1=dissatisfied and 0=very dissatisfied. Mean satisfaction with life was
at its highest in 1999 at 2.36 and appears to have declined in 2003 and 2004. Happiness
with life and income level are, a priori, expected to be positively correlated. Figure 1 illus-
trates that this is indeed true for our samples over the 3 years, whilst also confirming that
people were happier in 1999 than either 2003 or 2004. Table 2 indicates that people were
significantly happier in 1999 than either 2003 or 2004 and that people were significantly
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less happy in 2003 than in 2004. When differentiated by household income group it is
found that significant differences in happiness occur mostly amongst people living below
the R651 per month level, with this group being significantly happier in 1999 and 2004
than in 2003.

Explanations for the apparent decline in average happiness in the period are pure conjec-
ture at this point. When life satisfaction and racial group are correlated a racial hierarchy
of average life satisfaction is revealed, with Whites on average most satisfied with life fol-
lowed by Asians, Coloureds and Africans in all three years. Figure 2 illustrates this finding.
This is also, a priori, expected given the well known racial earnings hierarchy in South
Africa. Of African respondents between 38 and 46% reported being either dissatisfied or
very dissatisfied with life over the past 12 months.

The equivalent figure for White respondents ranged from 3-12%. The happiest population
groups were Whites and Asians for all three years. When income and racial group were
analysed together the expected correlation was recorded. The finding that Blacks are
less happy than other races is identical to what Graham (2004, p. 15) reports for the
United States and for Latin America. Differences in average happiness were found to
differ significantly over time for Africans and Whites only. Table 3 reports that Africans
were significantly less happy in 2003 and 2004 relative to 1999, with Whites reported a
significant decline in happiness between 1999 and 2003 and between 1999 and 2004.

This paper will estimate a number of ’happiness’ equations for different economic groups
although there is no explicit question related to ’how happy somebody is or is not’.
This maybe considered a serious problem if it was not for the well-established correlation
between happiness and satisfaction in numerous studies undertaken in the psychology and
economics literature.12 Given this very strong statistical relationship we will throughout
the paper interchange the words happiness and satisfaction.

6 Methodology

The standard method for estimating happiness equations is to adopt an ordered probit or
logit model. As opposed to a multinomial logit or probit model that does not rank out-
comes in a particular order (e.g. industry type, region of residency), an ordered approach
explicitly defines preferences. In the model we adopt the dependent variable takes on five
increasing values such that

4 � 3 � 2 � 1 � 0

12Blanchflower and Oswald (2004) and Graham and Pettinato (2002) find correlations of at least
0.50 between happiness and life satisfaction questions for Britain and Latin America respectively. For
discussions of the correlation between self-reported happiness and other ’signs’ of happiness see Konow
and Earley (1999), Argyle (1989) and Myers (1993).
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where 4 represents very satisfied with life in the previous 12 months, 3=satisfied, 2=neu-
tral (no change), 1=dissatisfied and 0=very dissatisfied. The probability of observing an
observation is given by

Pr(Outcome = i) = pr(ki−1 <
∑

j βjxj + u ≤ ki)

=Φ(ki −
∑

j βjxj)− Φ(ki−1 −
∑

j βjxj)

where i = 0, 1, 2, 3 or 4.

One happiness equation we are concerned with is represented by

Life Satisfactioni = α1Yi + α2Y
2
i + α3relative Yi +

∑
j βjXij + εi

where Yi is absolute income of the household, Y 2
i is household income squared and

relative Yi is a dummy variable capturing whether household income is below the ge-
ometric average level of income for the sample. The remaining explanatory variables are
captured in the vector Xi, with εi being a normally distributed error term.

7 Pooled Results

After pooling the three years of data we had a sample size of 3,382. Table 5 provides
summary statistics. Table 4 shows the actual and predicted proportion of the pooled
sample who fell into each of the 5 happiness categories. The majority of the sample, class
themselves as at least satisfied with life.

Table 6 presents the results from the ordered probit regression. Racial group plays an
important part in determining happiness, with Whites and Asians significantly more likely
to report being satisfied with life than Africans and confirms the findings of Powdthavee
(2003) and Kingdon and Knight (2004). These are also consistent with findings in the
US by Blanchflower and Oswald (2004). Interpretation of this finding however is largely
conjecture but in the case of South Africa may well be related to the historical legacy
of apartheid that ensured racial divergence and a racial hierarchy in every aspect of life.
The racial hierarchy (so clearly found in the labour market in the form of employment
likelihood and wage differentials, see Allanson, Atkins, and Hinks (2002), Allanson and
Atkins (2005), Brookes and Hinks (2004)) is indeed confirmed when the marginal effects
of the model are estimated for each outcome with Whites least likely to be present in the
lower happiness categories followed by Asians, then Coloureds and Africans.

The U-shaped relationship between age and happiness is confirmed in the signs on the
age and age-squared coefficients but are not significant. Gender plays no significant role
in happiness although the coefficient is negative. The sign is probably expected given the
traditional role females still play in most South African households. Marital status has
no significant impact on happiness unlike the well-established positive effect that being
married has in similar studies for rich countries. Controlling for different types of marriage
(traditional, common law and legal) makes no difference in our pooled findings. This then
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represents evidence of a structural difference between happiness equations in South Africa
and those of rich countries and confirms the work of Powdthavee (2003, 2004) for the early
and mid-1990s.13

There is some evidence that the level of education impacts on happiness although this is
tentative at best. Having a degree or a diploma increases the likelihood of happiness but
only at the 10 per cent level of significance relative to somebody who has no education.
Primary and secondary educated individuals are not, ceteris paribus, more or less likely
to be happier than somebody with no formal education. When the marginal effects are
calculated we find that highly educated individuals are significantly less likely to be either
very dissatisfied or dissatisfied relative to the non educated and more likely to be satisfied
compared to the non-educated. This finding confirms evidence from developed countries.
Explanations for this finding are based on the highly educated having achieved more
within the formal schooling than other educated groups.14

When economic activity is controlled for in the model there is the very strong finding
that unemployment significantly and negatively affects the level happiness compared with
somebody who is employed. Because of changes to type of employment category in the 3
surveys, we group together the employed and self-employed with no distinction possible
between the formal and informal sectors and between casual, temporary or seasonal work.
The unemployed are 7 per cent more likely to be dissatisfied with life than the employed,
ceteris paribus whilst being 9 per cent less likely to be satisfied with life compared to
employed individuals. This result confirms international evidence for both developed and
developing countries and illustrates a structural similarity with these findings. In a country
in which unemployment has increased rapidly in the past decade and in September 2003
was 28% the psychological scarring this causes to the unemployed must be considered.
Given that many of the unemployed in South African claim never to have had a job it is
highly likely that happiness is also affected by the length of current unemployment spell
and its quadratic.

Residing in a formal dwelling place significantly increases the likelihood of happiness re-
flecting the impact household wealth has on happiness. Absolute level of household income
and its square significantly impact on happiness with a concavity in this relationship con-
firming international findings, with income ’buying’ happiness but at a decreasing rate.
Finally, those individuals living in households with less than the median household in-
come figure are significantly less happy than those living in households with above median
household income. It is acknowledged here that this measure of relative income is crude
and we are currently in the process of using another more representative method. Since
we control for absolute household income and formal dwelling place (proxy for wealth) the
finding does reflect the importance of the relative position of the household to individual
happiness and is again in line with international evidence. Finally the year dummies are

13Whilst presently it is conjecture of why marriage does not affect happiness in a way similar to that
found in developed countries future research will aim to shed more light on this issue.

14A potential issue of endogeneity exists in the happiness equation between employment and education,
with education being a determinant of employment likelihood. Indeed the issue of endogeneity in esti-
mating happiness appears to have received relatively little attention. The inclusion of interaction terms is
one possible way to negotiate this issue. But better still would be in using appropriate instruments. The
problem here though is what instruments to use and whether they exist in current South African data.
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significant and indicate that in 1999 individuals were significantly happier than in the
2004, with individuals from 2003 significantly unhappier than in 2004. This confirms our
earlier findings reported in Table 2.

8 Comparative Results, 1999, 2003 and 2004

Table 6 also provides the ordered probit estimations for 1999, 2003 and 2004. The relative
income dummy turns out to be significant at the 5% and 1% levels across the three
years illustrating that the relative income position of households certainly feeds into the
likelihood of reporting a greater level of satisfaction at the individual level. When an
absolute household income term is included this too is significant at the 5% level for all
the years but the size of this term is incredibly small.

Racial group is found to be significantly important in explaining the likelihood of being
happier in all three years with the racial hierarchy of happiness found in the pooled
results confirmed. The U-shaped relationship between age and happiness found in the
international literature is confirmed in all three years but is only significant in 1999. Indeed
in 2003 and 2004 age becomes less and less relevant to modelling happiness indicating a
possible structural difference in happiness equations in South Africa and the rest of the
world. For all 3 years, unemployed persons are significantly less likely to report happiness
with life relative to employed persons confirming the pooled findings. Because of the
bi-causal relationship between unemployment and poverty in developing and transitional
countries, being unemployed can also impact directly on nutritional intake which will have
negative consequences on employment likelihood and will in itself cause unhappiness.15

Education level does not feed into happiness, except in 1999. Further analysis is underway
to look specifically at job satisfaction in which education standard may well play a role
in affecting happiness in the job by signalling higher qualified workers as having greater
flexibility and freedom in the workplace (Kaufman, 1999, p. 374). However, since employ-
ment is clearly such a large contributor to individual happiness it would be expected that
degrees and diplomas would make a stronger showing in our results for 2003 and 2004.
Males and females are not significantly happier/sadder than the other in any of the years.
Residing in a formal dwelling only significantly effects happiness in 1999 in a positive
manner. In 2003 and 2004 the variable is insignificant and has a negative coefficient indi-
cating that these residents may not be happy with the level of debt they have incurred in
purchasing a house. However as likely an explanation is the potential problems with how
this information was gathered. These finding illustrate the problems with pooling data
over years and leads us to reject our original idea of a formal dwelling place representing
a proxy for wealth.16 Finally, the marital status variables provide a confusing picture over
the three years making any inferences problematic.

15The relationship between happiness, health, poverty and unemployment represents an area of future
research for this project.

16Household wealth can be proxied by the number of consumer durables (white goods) in the household
as well as car ownership and savings rate. However this information is not available for all of the survey
years.
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There are then a number of structural similarities between the happiness equations esti-
mated here and those from developed countries and from other developing countries. One
structural aspect we have not tested yet is the impact self-employment has on happiness
relative to other economically active groups. Oswald (1997) and Blanchflower and Os-
wald (2004) find that the self-employed in the US and UK are significantly happier than
employees and the unemployed, explaining this finding by the work place flexibility and
the responsibility self-employed individuals have relative to other employment categories.
In poor developing countries however the majority of the self-employed will be working
in the informal economy in survivalist activities. In the next section we formally test
whether there are any significant differences between type of employment in determining
happiness.

9 Happiness and Employment Status: Controlling for

Self-Employed and Atypical Employment

In both 2002-03 and 2003-04 there are more categories for individuals to choose from
regarding what their main economic activities are. These include for both years a cate-
gory for being self-employed. In 2002-03 we can distinguish between formal and informal
employees and in 2003-04 by people employed full-time, part-time/contract/temporary
and casually. When pensioners, students and housewives are dropped from the analysis
to leave only the economically active remaining the unemployment rate for these data
can be calculated. It is found that the unemployment rate drops from 32 to 27%. The
official unemployment rates for September 2002 and 2003 for Kwazulu-Natal province
are higher than these figures at 39% and 31% respectively but this is expected since the
quality of life surveys sample only urban households.17 Both surveys indicate a decline in
the unemployment rate though. The proportion of self-employed for each year varies dra-
matically with 15% of the 2004 sample claiming to be in this category whilst in 2003 the
figure is just 7%. Such a dramatic decline can optimistically be explained by individuals
switching employment categories, specifically from self-employment to being part-time or
temporarily employed in 2004. More likely though is that either the employment cate-
gories in 2004 create greater accuracy for likely interviewee response or it is simply not
viable to compare the two surveys in this regard. The happiness equations reported in
Table 7 indicate that individuals who are self-employed are significantly less happy than
formal employees in 2003. For 2004 temporary employees were significantly less happy
than full-time employees. Both these results indicate the importance in South Africa of
differentiating where possible between employment categories (a proxy for quality of jobs)
when estimating happiness. It also signals the expected structural difference between find-
ings on self-employment and happiness in developed countries (Blanchflower and Oswald,
2004) and those in developing countries.

17These figures are weighted estimates from the respective September Labour Force Surveys.
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10 Conclusions

Happiness and satisfaction are closely related concepts and have proven to be closely corre-
lated in empirical work undertaken by psychologists and economists. This paper aimed to
test if there were any structural differences between happiness equations in South Africa
using quality of life surveys for the Durban region and those of international findings.
The structure of the happiness equations estimated in this paper do bear similarities with
happiness equations in developed countries and for other developing countries. Unem-
ployment, absolute household income level, relative household income level, racial group
and to some extent level of education all influence the degree of happiness in this paper.
Marital status has no consistent impact on happiness however. However we do not find
strong evidence of a U-shaped relationship between age and happiness, or any evidence
of a relationship between happiness and marital status. When we differentiate between
different employment categories we find evidence that being self-employed or temporarily
employed results in being less happy relative to formal employees, reversing the findings
of Blanchflower and Oswald (2004) for developed countries. What we can say from our
results then, is that happiness equations in South Africa appear to have slightly different
structures to happiness equations in developed countries.

Changes to the questionnaires over the years meant we could not control for potentially
important explanatory variables, such as health status and whether the individual had
been a victim of crime. This is the focus of a concurrent paper. The issue of endogeneity
also needs to be addressed, and future work will focus on interaction terms (e.g. between
employment and education, income and racial group, marriage and racial group). It is
hoped that further research in this area will result in happiness/satisfaction questions
being asked in national surveys with the appropriate instrumental questions also included
to tackle any endogeneity problem.
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Figure 1: Happiness and Income
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Figure 2: Mean Happiness by Population Group
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Table 1: Non-Agricultural Employment, 1999-2002

Labour Force 1999 % 2000 % 2001 % 2002 %
Total Employment 9,117,666 9,725,250 9,653,040 9,607,613
Formal Employees 6,475,150 71.0 6,454,514 66.3 6,457,691 66.9 6,599,696 68.7
Informal Employees 1,329,786 14.6 1,596,151 16.4 1,472,857 15.3 1,363,716 14.2
Self-Employed 1,312,730 14.4 1,676,585 17.2 1,722,492 17.8 1,644,201 17.1
Informal Self-Employed 890,602 9.8 1,217,307 12.5 1,264,839 13.1 1,170,245 12.2
Formal Self-Employed 422,128 4.6 459,278 4.7 457,653 4.7 473,956 4.9
Source: Authors calculations from 1999 October Household Survey, September Labour Force Surveys.

Table 2: Differences in Reported Happiness across Household Income Groups

Average Reported Happiness
1999 2003 2004

All 2.384 (0.049) 1.942 (0.088) 2.104 (0.069)
<R650 1.941 (0.114) 1.394 (0.159) 1.689 (0.120)
R650-R1,999 2.228 (0.085) 1.824 (0.155) 1.952 (0.112)
R2,000-R4,999 2.492 (0.086) 2.042 (0.217) 2.344 (0.169)
R5,000-R9,999 2.806 (0.112) 2.458 (0.200) 2.579 (0.154)
>R10,000 3.055 (0.151) 2.642 (0.211) 2.833 (0.299)
Source: Authors calculations.

Table 3: Differences in Reported Happiness across Racial Groups

Average Reported Happiness
1999 2003 2004

All 2.384 (0.049) 1.942 (0.088) 2.104 (0.069)
Africans 2.091 (0.067) 1.772 (0.101) 1.826 (0.087)
Asians 2.643 (0.080) 2.358 (0.178) 2.443 (0.119)
Coloureds 2.364 (0.198) 1.583 (0.572) 2.042 (0.403)
Whites 3.026 (0.111) 3.094 (0.280) 2.703 (0.197)
Source: Authors calculations.

Table 4: Actual and Predicted Proportions by Happiness Category

Very Dissatisfied Dissatisfied Neutral Satisfied Very Satisfied Total
Actual 0.06 0.25 0.16 0.46 0.07 1.00
Predicted 0.04 0.24 0.18 0.49 0.05 1.00
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Table 7: Happiness Equation Estimations with Employment Categories

2003 2004
Coefficient z-test Coefficient z-test

Asian 0.365∗∗ ( 3.18) 0.386∗∗ ( 3.52)
White 0.978∗∗ ( 5.04) 0.540∗∗ ( 3.57)
Coloured -0.184 (-0.66) 0.093 ( 0.40)
Age -0.006 (-0.27) -0.008 (-0.32)
Age squared 0.000 ( 0.09) 0.000 ( 0.16)
Female 0.044 ( 0.53) -0.089 (-1.11)
Legal marriage -0.191 (-1.94) 0.006 ( 0.05)
Traditional marriage -0.108 (-0.34) -0.451 (-1.85)
Common marriage 0.069 ( 0.46) -0.261 (-1.74)
Divored/Separated -0.074 (-0.35) 0.004 ( 0.02)
Widowed -0.288 (-1.58) -0.234 (-1.42)
Highly qualified 0.190 ( 1.31) 0.038 ( 0.26)
Informally employed -0.005 (-0.04) - -
Self employed -0.341∗ (-1.97) -0.026 (-0.21)
Temporary employed - - -0.401∗∗ (-2.80)
Casually employed - - 0.086 ( 0.23)
Unemployed -0.312∗∗ (-3.02) -0.343∗∗ (-3.20)
Housewife 0.008 ( 0.04) -0.114 (-0.66)
Pensioner 0.040 ( 0.23) 0.205 ( 1.27)
Student -0.034 (-0.14) -0.124 (-0.41)
Formal dwelling -0.140 (-1.38) -0.079 (-0.83)
HH-income 0.000 ( 1.61) 0.000∗ ( 2.28)
HH-income squared 0.000 (-0.97) 0.000 (-1.36)
Below median HH-income -0.443∗∗ (-4.05) -0.372∗∗ (-3.49)
cut1 -1.648 - -2.140 -
cut2 -0.693 - -0.885 -
cut3 -0.127 - -0.157 -
cut4 1.187 - 1.542 -

N 777 859
Log Likelihood -1,088 -1,084
Pseudo R2 0.071 0.083
Notes: Reference group in 2003 is a single, formally employed African male not
living in a formal dwelling place who lives in a household whose relative income is
above the median level of household income. Reference group for 2004 is identical
except for being a full-time employee.
Significance levels: ∗ : 5% ∗∗ : 1%
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