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                    Abstract

This study uses hybrid effects regressions with the German Socio-Economic Panel to compare differences in happiness between Germans during times of high and low income inequality. It shows that Germans interviewed during times of persistently low inequality were no more satisfied with their lives than Germans during times of persistently high inequality. However, the article also uses within effects to show that the same individual is less satisfied with life in those years where inequality is higher than during a typical year. This non-negative between-person influence of inequality on life satisfaction, coupled with the negative within-person effect of inequality on life satisfaction, indicates that short-term increases in inequality decrease life satisfaction, but long-run levels of inequality do not. Part of the negative effect of inequality on life satisfaction exists because increased media attention to inequality seems to decrease life satisfaction. This indicates that perceptions of above-average inequality are damaging to life satisfaction, but long-run levels of inequality are not. The results from this study therefore indicate that the existing literature may find ambiguous effects of inequality on life satisfaction because people get used to long-run inequality, so that short-run increases in inequality, rather than long-run levels of inequality, make people unsatisfied with life. This may explain why populations of countries with persistently high inequality are as satisfied with life as populations of more equal countries, even though the same individual is less satisfied with life in those years where inequality is above-average.
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