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Does being (very) well off enhance our sense of well-being?  John Stutz, co-founder and senior fellow at the 

Tellus Institute, explores the role of well-being in the workplace by reconsidering the pervasive assumption 

that more income leads to greater happiness.  He cites a number of examples in the current economic down-

turn where companies offering choices to employees about their form of compensation result in lower costs, 

greater work-life balance, employee retention and a general increase in well-being.  As firms seek to increase 

employee engagement these types of cases can prompt us to rethink our assumptions about what the real 

hierarchies of needs are in our organizations and how rewards of all types affect performance.

In an economy focused on growth 
and wealth, it is difficult to create 
the space for a broad discussion of 
whether compensation should be 

the key measurement of a successful 
work life. the truth is that income is 
only one element among many that 
contribute to our sense of well-being 
at work. A long and satisfying work ex-

perience depends on a host of tangible and intangible factors: 
opportunities for learning, interactions with colleagues, the chance to make a contribution, and much 
more. the current economic crisis provides a rare opening for rethinking the connection between  
well-being and compensation – a rethinking that is long overdue. 

consider, for example, a recent look into the hedge fund industry. A December 2009 report analyzed a 
dozen different positions in the field, all paying $150,000 or more per year, with the highest averaging 
$600,000.  In which positions do you think people were the most content with their income? It was the 
accountants (70 percent were satisfied), the employees who were paid less than virtually everyone else 
in the industry. meanwhile, portfolio managers and chief operating officers earning the highest salaries, 
$600,000 on average, were among the least happy with their compensation (only 40 percent were  
satisfied). overall, a striking 61 percent of people in the hedge-fund industry were unhappy with their 
jobs (Salmon, 2009).

How can people making $600,000 a year be dissatisfied with their income? And perhaps more impor-
tantly, why does this fact surprise us? the surprise itself is telling, for it reveals a good deal about what  
we unconsciously assume happiness is about.

John Stutz

The current economic crisis 
provides a rare opening for 
rethinking the connection 
between well-being and 
compensation – a rethinking 
that is long overdue. 
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What Is Well-Being?
many of us operate with a tacit assumption about 
well-being. If we stated this assumption as an  
equation, it would look like this: 

Well-being = annual income

As economist Amartya Sen puts it, we tend to con-
fuse “well-being” with “being well off” (Sen, 1985).   
If, however, we define well-being as an individual’s 
prospects for a long, healthy, and satisfying life, it 
becomes clear that well-being is about far more 
than income. 

that is, well-being is about a long, healthy, and 
satisfying life (marks, 2006). challenging work con-
tributes to well-being, but more important is our 
ability to enjoy intimacy, marriage, and closeness 
to others. research shows that people who have 
friends with whom they share their concerns are 
healthier, less likely to die prematurely, and more 
likely to be happy than those who have few or no 
such friends (myers and Diener, 1995). conversely, 
people who experience the loss of a spouse 
through divorce or death have approximately 20 
percent more chronic health problems – such as 
diabetes, cancer, and heart disease – than those 
who remain married or remarry (parker-pope, 
2009). In his book Happiness: Lessons from a New 
Science, richard Layard refers to the Big Seven  
factors affecting happiness, the first five of which 
are listed in order of importance. these are family 
relationships, financial situation, work, commu-
nity and friends, health, personal freedom,   
and personal values (Layard, 2005). 
 
Earnings can certainly add to our broad sense of 
well-being, but they can also subtract from it. this 
happens, for example, when the effort required  
to bring in earnings exacts a large cost from us in 
terms of overwork, anxiety, ill health, loss of family 
time, and loss of time with friends. Indeed, those 
hedge fund managers making huge amounts of 
money might be leading lives that are stressful, 
brutal, and short. psychologist tim kasser has 
shown that when people organize their lives around 
the pursuit of wealth, they actually undermine 
their well-being. people with strong materialistic 
values have more anxiety, a greater risk of depres-
sion, higher use of alcohol and drugs, and more 
problems with intimacy. their increasing wealth 
not only fails to satisfy them, it distracts them from 
the things that would truly satisfy. this is a reality 
not taken into account in the equation we un- 
consciously embrace, that more money always 
equates with greater happiness (kasser, 2002).

* one might ask, why multiply rather than divide? When researchers use this equation to establish a numerical  
value for well-being, they multiply HLE times SWB, then divide by 10. the division by 10 is an adjustment made  
so that the values of WB lie in the same numerical range as human life spans.

People with strong materialistic 
values have more anxiety, a greater 
risk of depression, higher use of 
alcohol and drugs, and more prob-
lems with intimacy. Their increasing 
wealth not only fails to satisfy them, 
it distracts them from the things 
that would truly satisfy. 

there are both inner and outer components of 
well-being. the outer component is physical well-
being, which in the broadest sense can be thought 
of as Healthy Life Expectancy (HLE) – the number 
of healthy years we can expect to live and enjoy 
life (Burd-Sharps et al, 2008).  the inner component, 
generally referred to as Subjective Well-Being,  
refers to how satisfied one is with one’s life as a 
whole (Layard, 2005). If we were to combine these 
two components and state the combination as  
an equation, it would look like this:

Well-being = Healthy Life Expectancy x  
Subjective Well-Being*



F E At U r E  |  S t U t z      21

How Much Does Compensation Matter?
While it is generally assumed that compensation 
provides the most important linkage between 
work and well-being, the study of well-being tells 
a different story. Let’s consider the two compo-
nents of well-being separately. the first is the asso-
ciation between income and lifespan. Historical 
records show that there is an association between 
the two: as income goes up, people live longer. 
While correlation is clear, causation is not. In a 
number of nations, increases in lifespan have oc-
curred with only minor gains in income. Further, 
for wealthy nations that currently enjoy the lon-
gest lifespan, much of that increase in lifespan 
took place while income was low. Studies show 
that gains in lifespan are due to a variety of fac-
tors, with no common or consistent role for in-
come. However, what we do know is that gains in 
longevity of life depend on nation-specific social 
structures, particularly those that relate to good 
health habits, such as more frequent hand-wash-
ing, disposal of human waste away from sources 
of drinking water, acceptance of immunization, 
and so forth (riley, 2008).

When we consider the situation in the United 
States, we gain further insight into the relation-
ship between income and Health Life Expectancy 
(HLE). compared to Japan, for example, the United 
States spends more than twice as much per capita 
on health care, yet Japan ranks first in lifespan 
among oEcD countries, and the United States 
ranks 24th. Despite the billions of dollars that we 
spend on health care, we are not buying longer, 
healthier lives. While HLE varies throughout the 
United States, statistical analysis shows that only 
12 percent of that variation is explained by differ-
ences in income (Burd-Sharps et. al., 2008).

If rising income doesn’t buy a longer, healthier life, 
does it buy an increase in Subjective Well-Being 
(SWB)?  Unlike lifespan, there is very little long-term 
historical data on Subjective Well-Being. the best 
data available is for the US, Western Europe, and 
Japan and that covers only the period from 1950 
to the present. During that time, income for these 
nations increased dramatically, ranging from gains 
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that tripled to those that increased by tenfold 
(maddison, 2007). Yet there was no corresponding 
increase in well-being.  Since the 1950s, experts 
have been unable to find any evidence in the US 
of a rise in the average level of Subjective Well- 
Being.  For Western Europe and Japan, there is 
some evidence of very modest increases in SWB, 
but this finding is controversial.   In sum, once  
one achieves a certain minimum standard of liv-
ing, there is no empirical evidence that increasing 
income has much bearing on increasing well-being. 

about giving parkerson a pay cut?”  It is relative 
income, not absolute income, that seems to mat-
ter. As H.L. mencken said, “A wealthy man is one 
who earns $100 a year more than his wife’s sister’s  
husband.”

that brings us to the second factor, adaptation, 
which helps explain how massive shifts in income 
may be accompanied by little or no change in 
Subjective Well-Being. Here again, a bit of research 
is useful. Between 1955 and 1985, the Gallup poll 
asked respondents in the US to indicate the mini-
mum income a family of four needed to get along 
in their community. the figure rose over time, 
tracking the growth in actual real income. the 
more people had, the more they felt they needed 
to have. A larger home or a newer car might have 
excited people for awhile, but soon they became 
new necessities rather than simply desirable ob-
jects. thus, while our income may rise, we keep 
feeling we need more and more to be happy  
and to achieve a better quality of life.

Other Factors Creating a Decline  
in Worker Well-Being
the research is clear: income growth has, at best,  
a limited impact on well-being. But this is not a 
reason to ignore income altogether, particularly 
the share of corporate income allotted to workers. 
Indeed, standard economic theories of wage de-
termination stress the importance of perceived 
fairness in setting wage levels (Akerlof and Shiller, 
2009). the point is not to disregard income but 
rather to adequately address well-being. corpor-
ations must look beyond income and consider 
other factors that contribute to a marked increase 
in job quality as well as those that contribute to  
a marked decline in job quality. 

In his recent book, Demanding Work: The Paradox 
of Job Quality in the Affluent Economy, Francis Green 
provides compelling evidence that documents the 
decline of job quality in the US, Western Europe, 
and elsewhere. over the last three decades, he 
writes, surveys show a “stark and remarkable find-
ing” – that average job satisfaction in industrial-
ized nations is either stationary or falling. Among 
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Why Income Doesn’t Equal Happiness
A good deal of ink has been spilled on the ques-
tion of why massive gains in income have not 
been associated with demonstrated, substantial 
increases in well-being. to find the answer to this 
question, it’s worth exploring two factors in par-
ticular. one is the importance of relative income – 
the importance of feeling one is better off than 
one’s peers. the second factor is adaptation, the 
fact that we become accustomed to ever higher 
levels of income. 

to appreciate the importance of relative income, 
consider the results of a well-known research  
experiment. college students in the US were 
asked to imagine two different outcomes when 
they entered the workforce. Either they would 
earn $50,000 while their classmates would aver-
age $25,000, or they would earn $100,000 while 
the others would average twice that. the students 
were asked which outcome they would prefer.  
most chose the first. Absolute income mattered 
less than the sense that one was ahead of one’s 
peers. A New Yorker cartoon captured this senti-
ment well. Showing a white collar worker leaning 
over his boss’s desk, the worker said, “ok, if you 
can’t see your way to giving me a pay raise, how 

While our income may rise, we 
keep feeling we need more and 
more to be happy and to 
achieve a better quality of life.
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the factors contributing to this decline are intensity 
of work, lack of autonomy, increasing uncertainty 
about job security, and long hours.

It is in the 1990s, Green notes, that work intensi- 
fication begins to become a widespread phen-
omenon in Europe, with workers reporting that 
although they are working at top speed, they lack 
sufficient time to carry out their assigned tasks. 
people are “working much more intensely, experi-
encing greater mental strain, sometimes to the 
point of exhaustion,” he writes. much the same is 
true in the US, where formal evidence for work 
intensification is found in the required Effort In-
dex, which tracks a substantial rise between 1992 
and 2002. Indirect evidence of work overload is 
also seen in the increasing incidence of the work-
place illness of repetitive motion syndrome 
(Green, 2007).

In many cases, workers are being more controlled, 
subjected to closer monitoring, and enjoying less 
autonomy over their daily work lives. Green esti-
mates that roughly half the decline in job satisfac-
tion can be directly attributed to this decline in 
worker discretion. 

to help in understanding this increase in work  
intensification and managerial control, Green ob-
serves that practices deemed profitable for em-
ployers “may not be so conducive to security and 
peace of mind on the part of employees.” Indeed, 
as Green notes, these practices can leave workers 
“stressed and exhausted.” 

of particular importance is the rising sense of  
uncertainty about job security. to appreciate the 
strength of this pressure, consider for a moment 
the pace of change. In the US between 1990 and 
2003, the net change in the number of jobs was 
seemingly modest, averaging .03 percent per 
quarter in the private sector. However, that .03 
percent growth represented the net difference 
between the elimination of 7.7 percent of all jobs 
per quarter and the creation of 8.0 percent new 
jobs per quarter (cahuc and zylberberg, 2006).   
In such a turbulent labor market, job loss is always 
just around the corner. recent research by the 
Economic policy Institute shows that losing one’s 
job can create long-term “scarring” for both work-
ers and their offspring. Workers earn about 13  
percent less when they find new employment, 
and their children also earn about 9 percent less 
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than those whose parents did not experience sig-
nificant bouts of unemployment. the unemployed 
may experience deteriorating mental health, while 
their children may experience diminished educa-
tional achievement and inadequate nutrition 
(Irons, 2009).

the threat of unemployment adversely impacts 
even those who are employed. the fear of becom-
ing unemployed in the future is more destructive 
to subjective well-being than having been unem-
ployed in the past (knabe, 2008). In addition, stud-
ies show there has been an upward redistribution 
of insecurity. While low-status workers have long 
experienced high insecurity, this insecurity has 
recently been increasing among white-collar 
workers (Green, 2007).

Finally, the extent of those working long hours  
has increased substantially. In the US, between 
1970 and 2000, the percentage of men working  
50 hours or more per week increased significantly. 
For women, the percentage more than doubled. 
When asked to compare their ideal with their ac-
tual hours of work, roughly 60 percent of workers 

said they would like to work less. Fully 28 percent 
wanted to work at least 20 hours less than they 
were working (Jacobs and Gerson, 2004). 

It is not difficult to see how these developments 
work against employee well-being. Some effects 
are relatively direct, such as the fact that long 
work hours reduce the time available for exercise. 
other effects are more subtle. Long hours, intense 
work, and insecurity are sources of stress, and we 
know that stress can, in turn, have significant im-
pact on physical health.  In addition, working too 
many hours or worrying about job security can 
make it more difficult to maintain a healthy mar-
riage and friendships, both of which contribute to 
well-being. Work thus delivers a one-two punch: 
increasing factors like stress that harm well-being, 
and potentially diminishing factors like marriage 
and friendship that enhance well-being (Helman, 
2007).

overworked and insecure workers can easily be-
come demoralized, resulting in a diminished com-
mitment to work quality. Unhappy workers also 
tend to get sick more often, and sick employees 
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The right to pursue well-being 
is arguably a universal human 
right, for the pursuit of happiness 
is among the inalienable rights 
that all persons enjoy. 

F E At U r E  |  S t U t z      25

are costly. But the impact of worker well-being on 
the bottom line is only part of the story. the larger 
issue is not one of corporate welfare but human 
welfare. the right to pursue well-being is arguably 
a universal human right, for the pursuit of happi-
ness is among the inalienable rights that all  
persons enjoy. 

Time as a New Currency 
today, corporations have an opportunity to 
change in ways that can benefit both workers and 
employers. With employees saying they want to 
work less and have more control over their work 
lives, and management needing to cut costs in the 
downturn, some creative employers are turning  
to mini-sabbaticals, reduced schedules, staggered 
hours, and remote work options as solutions. 
treating time as a new kind of currency – poten-
tially more desirable than money itself – turns out 
to be an effective strategy to tackle the recession 
and to increase employee well-being. 

consider the law firm of Skadden, Arps, Slate, 
meagher & Flom, certainly a high-pressure work 
environment. In 2009, in an effort to avoid layoffs, 
it extended to its 1,300 associates an option to 
take a year off while being paid one-third of base 
pay. there were no pro bono requirements so em-
ployees could spend the year as they wished. one 
associate, Heather Eisenlord, decided to take a  
trip around the world, hoping to teach English to 
monks in Sri Lanka and also to bring solar power 
to the Himalayas. the firm assured those taking 
sabbaticals that their time away would not hurt 
them; they would be protected if there were  
layoffs while they were gone (Dominus, 2009).

In a similar approach, the global consulting firm 
Booz & co. offered sabbaticals ranging from one 
to twelve months, during which employees would 
receive 20 percent of base pay and full healthcare 
benefits. the firm had previously offered unpaid 
sabbaticals only to consultants, while the new par-
tial-pay plan was offered to all 4,000 employees 
and included a guaranteed job upon return. In  
the US, 20 percent of employees opted to join  
the program, while in Europe 32 percent opted  

to join. these are striking numbers in light of the 
80 percent pay cut, and speak to many profes-
sional workers’ hunger for more discretionary  
time (Hewlett, 2009).

In a more comprehensive approach, in January 
2009 the accounting firm kpmG announced a new 
Flexible Futures program for its 11,000 Uk employ-
ees. Employees could opt for a four-day work 
week with a corresponding 20 percent reduction 
in base pay; a sabbatical of four to twelve weeks  
at 30 percent of base pay; or a combination of  

the two. As rachel campbell, the manager who 
created the program explained, the aim was to 
both cut costs and “give employees some control 
over their own destiny.” A surprising 85 percent of 
Uk employees opted to join the program, which 
translated into an estimated 15 percent savings  
in payroll (Hewlett, 2009).

If the well-being of workers is a concern, creative 
reductions in hours are preferable to wholesale 
layoffs, which many employers resort to reflexively. 
It may be time for a widespread rethinking of the 
layoff, and a new turn toward options that can sat-
isfy the same cost-reduction aim but preserve the 
intellectual capital of the company and enhance 
employee well-being. Some may be concerned 
that the ability to take such actions is limited by 
the behavior of competitors. Following the model 
established by the Global reporting Initiative (GrI), 
it may be possible for firms to come together by 
industry and jointly adopt common employment 
flexibility practices. this could reduce the likelihood 
of competitive disadvantage for firms which adopt 
these choices individually rather than collectively  
as their competitors did. 



26     r E F L E c t I o N S  |  V o LU m E  1 0 ,  N U m B E r  2         reflections.solonline.org

Dr. John Stutz is Vice-President of Tellus Institute, a non-profit organization that conducts research   

in the areas of energy, environmental policy, and sustainable development.  He has worked for the 

United States Environmental Protection Agency and the Organization for Economic Cooperation and 

Development on issues of regulatory, economic and environmental policy. Since 2000, he has worked 

extensively on issues of well-being and sustainability. Dr. Stutz received a B.S. from the State Univer-

sity of New York at Stony Brook and a Ph.D. from Princeton University.

A B o U t  t H E  A U t H o r

Is This the Time for Change?
the old equation of well-being = annual income 
seems to have outlived its day. When high-earning 
lawyers jump at the chance to forego two-thirds 
of their pay for a year, and 85 percent of Uk em-
ployees at an accounting firm voluntarily choose 
options that involve pay reductions, a new equa-
tion may be taking shape, fostered in part by the 
desire for more time, and perhaps in part by the 
desire to hang onto jobs for the long run. Given 
the unconvincing role of income in fostering well-
being, accompanied by the increasing sense of 
stress in the workplace, business may have finally 
reached a point where it can recognize that em-
ployee well-being is about far more than money. 
once we understand how a corporate environ-
ment affects the complex web of mechanisms  
and relationships that determine well-being, it 
becomes clear that a profound shift is needed.  

If worker well-being is to improve, issues of 
job insecurity, control over ones time, flexible 
hours, and a healthier work-life balance must 
be addressed. 

While the challenge of addressing working 
conditions is significant, the current financial 
turmoil may make action easier. there is a 
long history of social progress during times  
of financial crisis. the best-known example in 
this country is the New Deal, which emerged 
in 1933 following the Great Depression and 
forever altered key elements of the relation-
ship between workers and management 
(Friedman, 2005).  A more recent example  
is the work of the Green New Deal Group in 
the Uk, which links progress on energy and 
climate issues to the resolution of the current 

financial crisis (Elliott et al., 2008).  When economic 
distress is widespread and business and political 
leadership are forced to re-examine convention- 
al wisdom, changes that under normal circum-
stances may seem impossible can be moved into 
the realm of the possible. today, as more and more 
people begin to question the primacy of com-
pensation as the defining element of a success- 
ful work life, the economic crisis may be provid-
ing the opening we need for a long-overdue  
rethinking. n 

A different version of this paper originally appeared 
as part of the paper series for the 2009 Summit on 
the Future of the Corporation sponsored by Corpora-
tion 20/20, an initiative to chart the future course for 
corporations that integrate both financial and social 
concerns at the heart of company design.  
www.corporation2020.org. 
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