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DANIEL KAHNEMAN doesnÕt feel qualified to talk
about the subject of reward. Other bright minds have
doubtless given far more thought to what makes people
tick and organizations successful, says the Nobel laure-
ate. He canÕt imagine what prompted him to agree to talk
to THE FOCUS in the first place. ÒI must have had a rea-
son,Ó he sighs, Òbut this is not my area of expertise. I
study decision making and I study well-being...Ó 

But isnÕt well-being just another word for happiness,
which is the state of mind Ð the ultimate reward Ð to which
we all aspire? Happiness: a goal that releases immense
amounts of drive and energy in everyone; a goal so impor-
tant to AmericaÕs founding fathers that they anchored Òthe
pursuit of happinessÓ in the Declaration of Independence
as an inalienable right of every individual. Not only that,
but some experts are seriously proposing that, once the 
basic needs of the population are met, economic policy
should no longer be focused on boosting GDP but on 
raising the level of gross domestic happiness. 

As Kahneman begins to speak, it rapidly becomes
clear that he is indeed the right man for the job. As one
of the founders of Òbehavioral economicsÓ in the past he
has studied how pleasant or unpleasant circumstances
and memories influence our short-term mood and long-
term satisfaction Ð not least in a professional context. As
a result of his efforts in this direction, he is widely con-
sidered one of the trailblazers of what is now commonly
referred to as happiness research. 

What exactly is happiness? There is no easy answer,
says Kahneman, a firm believer in precise scientific def-
initions: ÒHappiness itself is not easy to define. Actually
I donÕt like the word because there are multiple elements
to the concept of happiness.Ó The important distinction,
he says, is between experienced happiness, which is how
you feel while you live, and satisfaction with your life,
which is how you feel when you think about your life. In
general terms, the two are not necessarily closely relat-
ed. You can have people who are in a good mood but are
not satisfied when they think about their lives, and peo-
ple who are stressed or even depressed, but when they
look at their lives as a whole they are fairly satisfied.
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This also applies to employees and to executives in par-
ticular. ÒPeople donÕt like stress or they say they donÕt like
stress. ItÕs not a pleasant emotion,Ó says Kahneman. On the
other hand research reveals a positive correlation between
the amount of stress that people report and their success in
life. People who are more successful report higher levels
of stress; the nations that report high levels of stress are the
richer nations. And within any country, the more educated
and richer population often report more stress than the less
educated and poorer segments.

The Easterlin Paradox

The relationship between income and satisfaction with
life is one of the most hotly debated topics in the context
of economic happiness. For many years now, the debate
has been dominated by the Easterlin Paradox, formulated
in 1974 by the economist Richard Easterlin. Easterlin had
found that, in many countries, any increase in happiness
will not keep pace with growing prosperity. 

Today there is a growing body of thought that says
the Easterlin Paradox is partly mistaken, or at least mis-
leading in the unequivocal nature of its conclusions.
Kahneman generally lines up with the doubters Ð there is
good evidence that in many countries rising standards of
living have raised life stisfaction. On one important is-
sue, however, he would agree with Easterlin: ÒSalaries
and bonuses are a proxy for something else,Ó he argues, 
Òa proxy for status, for example; the status an executive
has attained.Ó That explains why, when talking about
very well paid executives, it is really how much money
they are getting relative to other people or compared to
some standard benchmark that counts. It is above all the
shift in relative income that is experienced as so positive,
although the long-term effects of such changes may be
very minor. ÒSo IÕm really very skeptical that paying
people ten million is more motivating than paying them
half a million,Ó says Kahneman. 

This does not mean that financial incentives have no
impact at all. It is just that the impact can also be nega-
tive, as is currently being documented by the catastroph-
ic effect of bonus payments in the financial sector in par-
ticular, but also in other industries. The main problem
with bonuses, Kahneman explains, Òis that they are
bound to create an orientation to the short term.Ó And in-
deed, recent research confirms that while money may
not be the root of all evil, it doesnÕt help build character.
Kahneman tells of an experiment with students who had
been set a specific task. On a table nearby was a com-
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puter with a screensaver running. In some cases this
showed dollar bills floating in water. Then someone en-
tered the room and ÒaccidentallyÓ dropped a handful of
pencils. Interestingly, the people whose brains had been
Òprimed with moneyÓ by the screensaver proved less
willing to give up time to help pick up the pencils. 

The research confirms that people whose minds are
on money, consciously or not, are more selfish. They are
less willing to help others or to accept help themselves.
ÒCompanies should consider this when it comes to indi-
vidual bonuses,Ó suggests Kahneman. ÒIf the aim is to
create competition among people where they perform as
individuals Ð selling insurance maybe or automobiles Ð
you can see the point of individual bonuses; but they
would be detrimental to group morale; detrimental to


