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Happiness and Liberty

Dwight R. Lee

Human happiness and individual liberty
are inextricably connected in the minds of
most. The most effective way to achieve
happiness is with the freedom to pursue it as
a person chooses. Liberty does not guaran-
tee happiness, but if one is unlikely to achieve
happiness when free, he is even less likely to
achieve it without that freedom. The in-
alienable right to “the pursuit of happi-
ness” in the Declaration of Independence is
based on the understanding that each per-
son has more information on how best to
achieve his happiness, and more motiva-
tion to do so, than anyone else. This under-
standing is not universal, however.

The academic study of happiness is now
a growth industry, and few of our new
“happiness experts” are reluctant to give
advice on how we can increase our happi-
ness. Giving advice is not the same as re-
stricting freedom, of course, and perhaps
many of us might benefit from the insights
of these scholars. But purveyors of expert
advice are easily frustrated when their ad-
vice is ignored. They find it difficult to resist
developing arguments to justify govern-
ment policy “encouraging” people to do
what is good for them.

I shall argue that the policy recommen-
dations from prominent happiness schol-
ars would undermine the most important
foundation of human happiness—the lib-

erty to control one’s life. I shall also argue
that while some passages in Adam Smith
seem to suggest he would agree with much
that modern happiness scholars are claim-
ing, a more complete reading of Smith’s
writings on happiness and liberty shows
that he would disagree with their policy
recommendations. But first I consider
briefly the major findings of happiness ex-
perts and the policy proposals that some
economists are justifying on the basis of
these findings.

More Happiness Requires More
Government Taxation and Spending

A strong streak of paternalism is clearly
behind the policy suggestions of some hap-
piness experts. For example, Yale political
scientist Robert E. Lane observes, “People
are not very good judges of how, even within
the private spheres of their own lives, to
increase, let alone maximize, their happi-
ness.”1 Few such scholars admit to pater-
nalism, of course, especially when advocat-
ing paternalistic public policies: they dress
up their arguments in non-paternalistic
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clothing.2 Some economists are now argu-
ing that even if individuals do know more
about what makes them happy than any-
one else (and behavioral economists qualify
their acceptance of this proposition, if they
accept it at all), perverse incentives created
by a negative happiness externality justify
government action to protect and pro-
mote human happiness.

This negative happiness externality pro-
vides an explanation for a robust finding
from happiness studies. Beginning with
Richard Easterlin’s 1974 essay “Does Eco-
nomic Growth Improve the Human Lot?”
a number of papers have examined the
connection between happiness and income
using data from several countries.3 The find-
ing of interest here, known as the happiness
paradox, is that rich people are happier
than poor people within a country at any
given time, but there is no clear connection
between real per capita income and overall
happiness in a country over time. This dis-
connect between the growth in a country’s
per capita income and happiness is very
robust. For example, the real per capita
income in the United States almost tripled
between 1959 and 2004, yet the happiness of
Americans, as indicated by their response
to happiness questionnaires, remained ef-
fectively constant over this period.4

The most popular explanation for this
paradox by those who see it as justifying
government action is known as the relative
income hypothesis—that a larger income
affects your happiness primarily by increas-
ing your income relative to the income of
others. Your satisfaction from being able to
buy a bigger house, a more luxurious car,
and nicer and more prestigious things in
general comes from being able to impress
others who cannot afford such things. No
one would deny that there is some truth to
this argument, which has long been recog-
nized. For example, Adam Smith observed,
“With the greater part of rich people, the

chief enjoyment of riches consists in the
parade of riches, which in their eyes is never
so complete as when they appear to possess
those decisive marks of opulence which
nobody can possess but themselves.”5 This
can certainly explain the finding that at a
given time rich people are happier than
poor people within a country.

But the additional happiness of those
whose relative incomes increase is only one
side of the coin. Those who experience a
decrease in relative income can become less
happy as a result. Smith recognizes this
source of unhappiness by rather cynically
remarking, “We are glad, we say, on ac-
count of our neighbour’s good fortune,
when in our hearts, perhaps, we are really
sorry.”6 Increasing relative income is a zero-
sum activity, with the increase in one
person’s relative income (and happiness,
the argument goes) necessarily causing a
decrease in the relative income (and happi-
ness) of others. Thus the explanation of the
happiness paradox is complete. With mi-
nor fluctuations in the pattern of relative
incomes over time, there is no general in-
crease in happiness in response to rising per
capita incomes overall.

The argument continues that those who
earn higher relative incomes are imposing
negative happiness externalities on those
whose relative incomes decline, with the
result that people are trapped in a prison-
ers’ dilemma of excessive work and spend-
ing. As Cornell economist Robert Frank
describes it, “The problem is that many
important rewards in life depend on how
much we spend relative to others. If we all
cut back, we do better; but someone who
cuts back unilaterally often does much
worse. To the extent that choices that are
smart for one are dumb for all, individual
action, by itself, simply won’t be enough.”7

The result is that people are caught in “the
grip of luxury fever,” buying expensive but
essentially trivial trinkets merely to im-
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press others. Only by somehow escaping
this prisoners’ dilemma can people improve
their happiness, according to Frank, but
they cannot do it on their own. An increase
in government taxation is required to re-
duce high-end earning and consumption
for the same reason pollution taxation is
justified. Frank argues that “[t]he problem
of excessive environmental pollution is
caused by an incentive gap virtually identi-
cal to the one that gives rise to excessive
conspicuous consumption,” and he sees a
highly progressive consumption tax as the
best way to address this consumption “pol-
lution.”8

Richard Layard, an emeritus professor
at the London School of Economics and a
member of the House of Lords, is even more
explicit than Frank in stating that the eco-
nomically successful are polluting the rela-
tively unsuccessful by reducing their happi-
ness, although he recommends taxing in-
come rather than consumption. Accord-
ing to Layard,

If a person works harder and earns more, he may
himself gain by increasing his income compared
with other people. But the other people lose
because their income now falls relative to his. He
does not care that he is polluting other people in
this way, so we must provide him with an
automatic incentive to do so. Taxation provides
exactly this incentive. If we make taxes com-
mensurable to the damage that an individual
does to others when he earns more, he will only
work harder if there is a true net benefit to
society as a whole.9

Not only will higher taxes supposedly
increase the happiness of those suffering
from the negative happiness externality
created by the productivity of those earn-
ing higher incomes and engaging in con-
spicuous consumption, but according to
Frank and Layard, those paying the higher
taxes will probably be happier also. Frank
predicts that a highly progressive consump-
tion tax would provide people with “an

incentive to work fewer hours and spend
more time with family and friends or more
time exercising or more time reading a
good book.”10 Apparently Frank is con-
vinced that, when their after-tax income
falls, blue-collar workers will develop the
preferences of university professors and shift
their spending from bowling and watching
NASCAR to less expensive but more “el-
evated” activities. Layard is not as specific
about the type of consumption that a tax
increase will encourage, but he does inform
us that “we need the tax on income from
work in order to maintain a tolerable work-
life balance.”11

But Layard, as well as Frank, is confident
that he knows what goods government can
provide to increase our happiness. Frank
sees additional revenues from a “steeply
progressive consumption tax” as freeing
“up literally trillions of dollars of resources
that could be put to better uses” such as
providing more educational opportuni-
ties, recycling more newspapers, imposing
tougher air-pollution regulation, building
more municipal swimming pools, funding
more music and art programs, providing
health insurance for everyone, and creat-
ing more mass transportation.12 In the same
spirit, Layard sees more spending on
“nonrivalrous” goods as fostering more
happiness, since they can be consumed
equally with no one’s happiness being
threatened by the fear that someone else is
getting more than they are.13

While Adam Smith would probably not
have seen the publicly provided goods men-
tioned by Frank and Layard as providing
more happiness than privately purchased
goods (especially at the margin, given the
amounts currently being spent by govern-
ment), he would have agreed that the ma-
terial possessions for which wealthy people
sacrifice typically fail to provide lasting
happiness. Smith dismissed much of what
the wealthy acquire as nothing more than
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“trinkets and baubles, fitter to be the play-
things of children than the serious pursuits
of men....”14 In the same vein, he asked,
“[H]ow many people ruin themselves by
laying out money on trinkets of frivolous
utility?”15

But the most important reason for re-
jecting more taxation and government
spending to promote happiness is that it
slowly, subtly, but surely erodes the liberty
that is the essential foundation of happi-
ness.

Liberty and Happiness
There is a difference between liberty and
license, and obviously some restrictions on
our actions in the form of general laws are
necessary for genuine liberty. But just as
obviously, the host of detailed and dis-
criminatory taxes, regulations, controls,
and mandates that are now imposed by all
modern democracies are reducing indi-
vidual liberty while increasing political li-
cense. If we take seriously arguments for
imposing further restrictions on our pro-
ductive and consumption choices to sup-
posedly enhance human happiness, then it
is hard to imagine what limits remain on
reductions in our liberty.

Unfortunately, the political process is
biased in favor of those who want to use
government to provide specific benefits,
either real or imaginary, at the expense of
liberty. As Hayek pointed out,

We...never know what beneficial actions we
prevent if we restrict [people’s] freedom to serve
their fellows in whatever manner they wish. All
acts of interference, however, amount to such
restrictions. They are, of course, always under-
taken to achieve some definite objective. Against
the foreseen direct results of such actions of
government we shall in each individual case be
able to balance only the mere probability that
some unknown but beneficial actions by some
individuals will be prevented. In consequence,
if such decisions are made from case to case and
not governed by an attachment to freedom as

a general principle, freedom is bound to lose in
most every case.16

The recommendations of Frank, Layard,
and other happiness scholars do nothing to
moderate Hayek’s concern that concen-
trating on the good government hopefully
can do can easily blind one to losses from
the further erosion of our liberty. Attempts
to increase happiness with policies that re-
duce liberty are sure to be counterproduc-
tive. And this is no less true because the
direct effects on happiness of those policies
may seem positive and are immediate and
easily noticed, while their negative effects
on freedom and happiness are indirect,
gradual, and therefore easily ignored.

Those who have studied happiness al-
most unanimously recognize that the free-
dom to choose one’s own goals and pursue
them as one sees fit is crucial to happiness.
For example, Jonathan Haidt states, “When
it comes to goal pursuit, it really is the
journey that counts, not the destination.
Set for yourself any goal you want. Most of
the pleasure will be had along the way, with
every step that takes you closer.... Pleasure
comes more from making progress toward
goals than from achieving them.”17 Daniel
Gilbert reports that “people find it gratify-
ing to exercise control—not just for the
futures it buys them, but for the exercise
itself. Being effective—changing things,
influencing things, making things happen—
is one of the fundamental needs with which
human brains seem to be naturally en-
dowed.... [R]esearch suggests that if
[people] lose their ability to control things
at any point between their entrance and
their exit, they become unhappy, helpless,
hopeless and depressed.”18

Frey and Stutzer describe a study which
found a strongly positive and statistically
significant correlation between happiness
and economic, political, and private free-
dom from a sample of 46 countries, most of
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which were developed. After controlling
for per capita income, happiness continued
to be positively correlated in a statistically
significant way with economic freedom,
though not with political and private free-
dom.19 Lane found, in several studies he
examined, no statistically significant cor-
relation between happiness and political
freedom (democracy) in developing coun-
tries.20 But it is economic freedom, which
includes the freedom to exchange goods,
services, and labor, and freedom from ex-
cessive taxation, that is most threatened by
the policy recommendations of Frank and
Layard.

The connection between happiness and
freedom is obviously complex, and one can
always quibble with studies such as those
discussed by Lane. The most compelling
evidence that freedom promotes happiness
comes from the fact that migration is al-
most always toward more freedom. Obvi-
ously this observation does not control for
things associated with more freedom—such
as higher per capita income and the spon-
taneity, excitement, and vibrancy of a soci-
ety where others are free—which are also
influential in attracting immigrants. But
because freedom is part of a package that
includes a number of desirable attributes
strengthens the case that freedom is impor-
tant in migration choices, and in the happi-
ness that migrants are surely seeking with
those choices.

Frank and Layard do not argue against
freedom, at least not directly. Rather, they
see their policy recommendations as allow-
ing people the maximum freedom consis-
tent with preventing actions that they be-
lieve harm others. Frank argues that he
does not want to substitute the preferences
of experts for those of consumers by stating
his opposition to sumptuary laws in which
government outlaws or restricts expendi-
tures on particular items; he points to his
agreement with Adam Smith in this re-

gard.21 He sees his support of a consump-
tion tax on luxuries as consistent with free-
dom since everyone is left free to “indulge
his heartfelt passion” as long as they pay the
tax.22 Even when Frank recognizes that taxes
reduce freedom, however, he indicates little
concern that this will lead to additional
reductions in freedom. While he briefly
considers the “slippery-slope” argument
that “once we restrict people’s behavior in
some minor way and they grow accustomed
to that, the stage is set for further encroach-
ment on personal freedom,” he immedi-
ately dismisses this concern with the com-
ment, “regulation can indeed be a slippery
slope, yet it is one we are repeatedly forced
to go down. And in case after case, going
part way down this slope does not seem to
have resulted in a slide all the way to the
bottom.”23

Baubles, Trinkets, and Liberty
It is not surprising that Frank and Layard
occasionally ally themselves with Adam
Smith and his impeccable credentials as a
champion of freedom.24 But what might
seem surprising is that they fail to mention
Smith’s own comments on happiness. As
we have seen, Smith recognized the relative
income argument, and no one has been
more eloquent than Smith on the futility of
seeking happiness by sacrificing things of
real value to acquire wealth to spend on
baubles and trinkets. Consider Smith’s story
of the poor man’s son,

whom heaven in its anger has visited with
ambition, [and] when he looks around him,
admires the condition of the rich. [So] he
devotes himself for ever to the pursuit of wealth
and greatness.... [H]e serves those whom he
hates, and is obsequious to those whom he
despises. Through the whole of his life he pursues
the idea of a certain artificial and elegant repose
which he may never arrive at, for which he
sacrifices a real tranquility that is at all times in
his power, and which, if in the extremity of old
age he should at last attain it, he will find to be
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in no respect preferable to that humble security
and contentment which he had abandoned for
it. ... [H]e begins at last to find that wealth and
greatness are mere trinkets of frivolous util-
ity....25

Possibly Frank and Layard did not re-
sort to the authority of Smith here because
they knew that he did not agree that acquir-
ing wealth to spend on baubles and trinkets
harmed others by creating negative exter-
nalities. As is well known, The Wealth of
Nations was a blueprint for how nations
acquired wealth, which Smith clearly ap-
proved of. Less well known, he believed the
desire by the wealthy for baubles and trin-
kets was important historically in the spread
of liberty.

Consider first Smith’s approval of pur-
suing wealth in a statement that follows
quickly upon his discussion of the poor
man’s son:

And it is well that nature imposes on us in this
manner [making us believe that the attainment
of wealth is “well worth all the toil and anxiety
that we are so apt to bestow upon it”]. It is this
deception which rouses and keeps in continual
motion the industry of mankind. It is this which
first prompted them to cultivate the ground, to
build houses, to found cities and common-
wealths, and to invent and improve all the
sciences and arts, which ennoble and embellish
human life....26

As economists would say today, Smith
saw the production of wealth as producing
positive externalities far larger than the nega-
tive externalities of envy that seem to be all
that Frank and Layard can see. Consider
the generally available advantages of better
health, longer lives, reduced child mortal-
ity, improved environmental quality, ex-
panded education and general conve-
niences, to name a few, that the production
of wealth has bestowed.27

While Smith had his doubts whether the
rich achieved much happiness from the
purchase of baubles and trinkets, he be-

lieved their desire for such items of “frivo-
lous utility” played an important role in
advancing liberty. Smith observed that
before the spread of commerce, feudal lords
could do little with their great wealth other
than maintain large numbers of serfs. A
great proprietor “is at all times, therefore,
surrounded with a multitude of retainers
and dependants, who,...fed entirely by his
bounty, must obey him....”28 It was com-
merce that destroyed the power the feudal
lords had over their minions. According to
Smith, commerce

gradually furnished the great proprietors with
something for which they could exchange the
whole surplus produce of their lands, and which
they could consume themselves without sharing
it either with tenants or retainers.... For a pair
of diamond buckles perhaps, or for something
as frivolous and useless, they exchanged the
maintenance...of a thousand men for a year,
and with it the whole weight of authority which
it could give them.... [A]nd thus for the gratifi-
cation of the most childish, the meanest and the
most sordid of all vanities, they gradually bar-
tered their whole power and authority.29

Thus, “commerce and manufacturers
gradually introduced order and good gov-
ernment, and with them, the liberty and
security of individuals,...who had before
lived almost in a continual state of war with
their neighbours, and of servile dependency
upon their superiors.”30

The liberty and security that, according
to Smith, began spreading because of com-
merce and the desire for baubles and trin-
kets fostered a cascade of wealth-creation
that has improved the lives of everyone
lucky enough to live in economies based on
markets, limited government, and indi-
vidual liberty. Now, not just wealthy land-
lords can buy baubles and trinkets. Because
almost everyone in industrialized coun-
tries can now afford the basic necessities
(many of which would have been consid-
ered outrageous luxuries a few generations
ago) with ever-decreasing amounts of ef-
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fort, they are spending much of their in-
comes on the baubles and trinkets of today.
Frank, Layard, and other concerned social
scientists see this not as progress but as a
serious threat to our happiness that can be
addressed effectively only with higher taxes
and more government spending. Smith
would surely see the increased reliance on
political authorities that these happiness
experts are recommending as a step back
toward the “servile dependency” of feudal-
ism that the demand for baubles and trin-
kets helped us to escape.

Conclusion
It is not just a few scholars who believe that
government should go beyond maintain-
ing a legal framework to facilitate the “pur-
suit of happiness” and instead take direct
action to make people happy. Politicians
are beginning to talk as if they are taking
this idea seriously. According to a recent
newspaper article, “British politicians of
various stripes no longer find themselves
content with trying to make their citizens
healthier, wealthier, and better educated.
They want to make them happier too.”31

The article quotes Paul Dolan, a professor
of economics at Imperial College in Lon-
don and the lead author of a report on what
makes people happy commissioned by then
Prime Minister Tony Blair, as saying, “The
ideal scenario is that we’re measuring the
well-being of everybody all the time, and we
can look at what effect everything that hap-
pens in their life has on them.” And it is not
just Britain’s Labour government that seems
to be embracing a happiness role for gov-
ernment. David Cameron, the leader of the
British Conservative party, is quoted as
saying, “We need to remember what makes
people happy, as well as what makes the
stock markets rise.... It’s time we focused
not just on GDP but on GWB—general
well-being.” Such statements may be noth-
ing more than political rhetoric that will

fail to achieve any serious traction. Let’s
hope The Economist is correct when observ-
ing in its review of Layard’s book that “most
people value freedom as a greater good
than enforced happiness.”32

There is no better way of concluding this
paper than to paraphrase a comment on
equality and freedom by the late Milton
Friedman and his wife Rose.33 A society
whose government puts happiness ahead of
freedom will end up with neither much
happiness nor freedom. A society whose
government puts freedom first will end up
with both greater freedom and greater hap-
piness.
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