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• Happiness Economists: linkage between income and

happiness

• Easterlin’s Paradox (1974): income (money) can buy

happiness at a single point of time but it does not help to

stimulate happiness persistently

• Others: dip deeper about the income-happiness association

from different dimensions of income, such as income

equality (Oishi et al. 2011; Oshio & Kobayashi 2010),

absolute income & relative income (Chu-liang 2009; Card

et al 2012 ; Wolbring et al 2011).

• The findings remains inconclusive.
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What do Malaysians think about the income generation system?

the 2014 Pew Global Survey: 77% of Malaysian

respondents perceived the income gap between

the poor and rich is a big issue in the nation.

World Value Survey (WVS): it is about 70%

Malaysian respondents agreed the statement that

‘we need larger income differences as incentives

for individual effort’.

Equal income

Fair income
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Study gap

• A missing psychological link in the happiness-income

literature which is “perceived fairness”

• Psychological literature: people will be happy if they

receive a fair treatment (Ordóñez et al 2000; Hegtvedt &

Killian 1999).

• Individual emotions are partially driven by the judgement

on fairness (Schweitzer & Gibson 2008; Coughlan &

Connolly 2001; Cropanzano et al 2008; Pillutla &

Murnighan 1996; Hegtvedt & Killian 1999)
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Research question

“Do Malaysians need an 

equal income or a fair 

income in their pursuit of 

happiness?”
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Research objectives

i. To revisit the Easterlin's paradox on the

linkage between relative income (relative

income gap) and happiness at individual level

in Malaysia

ii. To examine the role of fairness perception as

a mediator in the relationship between

relative income (relative income gap) and

happiness.
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Definition of fairness

• the definition of fairness is quite subjective and

complicated (Hayek 2014)

• ‘equality’ is one of the synonyms of ‘fairness’

• Nonetheless, this study argues that ‘equality’ and

‘fairness’ are still different in certain extent.
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A : Cleans 5 rooms

B: Cleans 2 rooms

RM100

Are they reserved an 

equal income or fair 

income?
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Proxy for fairness and demand for equal income

Fairness

1 10

1 10

we need larger income differences 

as incentives for individual effort

income should be made 

more equal

Demand for equal income

The country makes people’s 

income equal
The country does not make people’s 

income equal
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Methodology 

• A sample of 1299 respondents from the wave 6 of WVS data

• An economic-psychological compatible happiness model is 

proposed:

• y* represents the level of respondent’s perceived happiness

• “Taking all things together, would you say you are: not at all 

happy, not very happy, rather happy or very happy?”

• β’ is the vector of estimated parameters and x is the vector of 

regressors; ε is the error term

𝑦 ∗= 𝛽′𝑥 + 𝜀
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Variable Labelling Definition

Happiness happiness ‘Taking all things together, would you say you are: 1 = not at all happy, 2 = not

very happy, 3 = rather happy or 4 = very happy?’

Relative income income An income scale from 1 to 10. 1 indicates the lowest income group and 10 the

highest income group in the country. This self-reported decile is defined based on

the national distribution of income, so that the income levels are meant in relative

terms.

Relative income gap gap The absolute value of the deviations from the mean of relative income to indicate

the income differences across the respondents.

Fairness without incentives for

individual efforts perception

fairness Fairness perception is scaled from 1 to 10, where 1 indicates that ‘we need larger

income differences as incentives for individual effort’ and the highest scale of 10

records that ‘income should be made more equal’.

Demand for equal income equality ‘The country makes people’s income equal’. A scale from 1 to 10. 1 means “not at

all an essential characteristic of democracy” and 10 means it definitely is “an

essential characteristic of democracy”.

Health satisfaction health ‘All in all, how would you describe your state of health these days?’. 1 = poor, 2 =

fair, 3 = good or 4 = very good.

Financial satisfaction fs ‘How satisfied are you with the financial situation of your household?’ 1 =

completely dissatisfied up to 10 = completely satisfied

Table 1: The labeling and definition of the used variables
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Variable Labelling Definition

Freedom of choice freedom ‘How much freedom of choice and control do you feel you have over the way your life

turns out?’ 1 = ‘no choice at all’ and 10 = ‘a great deal of choice’.

Importance of god god ‘How important is God in your life?’. 1 = ‘not at all important’ and 10 = ‘very important’.

Purpose of life purpose ‘How often, if at all, do you think about the meaning and purpose of life?’ 1= ‘never’, 2 =

‘rarely’, 3 = ‘sometimes’ or 4 = ‘often’.

Importance of friend friend ‘How important friend is in your life?’ 1 = ‘not at all important and 4 = ‘very important’

Importance of leisure time leisure ‘How important leisure time is in your life?’ 1 = ‘not at all important and 4 = ‘very

important’

Age age ‘How old are you?’

Male male A dummy variable. 1 = male and 0 = female

Table 1: The labeling and definition of the used variables (Continued)
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Methodology 

• Cross-Sectional ordered logit models

• The marginal effects of cross-sectional ordered 

logit models

• Cross-sectional ordered probit models

• The marginal effects of cross-sectional ordered 

probit models
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Conclusion

• higher relative income level can make Malaysians happier which this result is 

consistent with the Easterlin’s paradox 

• the empirical analysis confirms that the mediating role of the fairness without 

incentive for individual effort perception is able to loosen the impact of relative 

income level on happiness

• Malaysians wish for a fair income to make them happy

• the marginal effects analysis shows that Malaysians care the most about their health 

conditions before their income

• policy makers and Malaysian Government may look into the welfare policy that 

related to the health care and a fairer income generation system
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