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ABSTRACT 

 

This study examines the relationship between tax policies and the welfare of society in 

thirty developed nations with primary concentration on Sweden. Based on the World Happiness 

Report, the OECD Better Life Index, and taxation data, the study uses regression analysis to 

investigate how rates of personal income tax, corporate tax, environmental tax, and value-added-

tax affect well-being metrics. Results show a strong negative correlation between corporate tax 

rates and life measures. The study finds a positive correlation between life assessments and 

personal income tax rates. These findings highlight the role that tax policies play in determining 

the welfare of society and provide guidance to legislators who wish to use tax reform to enhance 

well-being. 
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INTRODUCTION 

 

During the past decade, studies have investigated the major characteristics of happiness 

in larger welfare states. Socio-economic scientists have found that wealthy nations are happier 

nations, in which individuals have social support and subjective freedom (Oishi et al., 2012). 

Steinmo (2018) asked the question “Where would you rather live– Sweden or Sudan?” (p. 336). 

The answer depends upon preferences. People may want to live in Sudan; there are no taxes, 

markets operates freely, government regulations do not exist, and people may own a gun. 

Sweden has among the highest tax rates in the world with a government that puts high emphasis 

on the welfare state and regulation of guns and similar weapons. 

Sweden ranks in the top ten happiest countries in the world, while Sudan ranks as one of 

the least happy countries in the world. Happiness is measured in different ways. In this case, 

indicators such as GDP per capita, social support, freedom to make life choices, generosity, 

perception of corruption, dystopia, and healthy life expectancy were taken into consideration 

(Helliwell et al., 2023).  This research paper will focus upon Sweden, how the country manages 

to maintain high happiness levels, and how it compares to other developed countries. 

 

Linking Happiness and Taxation 

Although there are a wide range of determinants for happiness and wellbeing, this study 

will specifically focus on how taxation affects happiness.  In addition to fulfilling the country’s 

fiscal requirements, the collection of taxes serves diverse purposes ranging economic to social to 

environmental objectives. There are multiple facets to the relationship between taxes and well-

being (Vatavu et al., 2019; Bergh & Bjornskov, 2011).  The perception individuals have of a 

nation’s taxation system depends on the public expenditure and the levels of individual and 

social satisfaction outcomes (Torstensson, 2023; Lubian & Zarri, 2011).  The association 

between more-progressive taxation and higher levels of well-being is due to citizens' satisfaction 

with various public-sector goods, such as government funded health care programs, education, 

and mass transit (Buttrick & Oishi, 2023).  Taxes and public expenditures can have a positive 

effect on the level of happiness (Sasmaz & Sakar, 2020).  Happiness researchers can evaluate 

whether changes in tax rates will result in net gains or losses (Davies, 2015).  While high taxes 

may create reductions in individuals' well-being due to payment burdens, the benefits from the 

social services and public goods provided lead to a collective increase in citizens’ well-being in 

the long run (Alm & Torgler, 2011).  

It may be that the specific correlation is not between the total amount of government 

spending and the subjective well-being of a nation. Instead, a major factor for the happiness 

levels in a nation would be the degree of progressive taxation and inequalities in wealth 

(Fernandez-Albertos & Kuo, 2018). The Gini coefficient, which quantifies the degree of income 

or wealth distribution within a population, is a common indicator used for evaluating wealth 

inequality. Subjective well-being has been linked to lower levels of wealth inequality. There was 

an increase in Sweden’s income inequality index from roughly 0.2 to approximately 0.3 between 

1991 and 2018 (SCB, 2020a). Gao and Chen (2022) argue that the index remained relatively 

modest, indicating that while income inequality in Sweden was trending upward, it was still 

within reasonable bounds.  
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Another perspective on ideal tax rates is offered by Gerritsen's (2016) research, which 

shows that modifications based on people's well-being considerations are crucial. Notably, larger 

rates are suggested for individuals who work 30 hours a week, and lower rates are suggested for 

individuals who work more or less than 30 hours a week (Gerritsen, 2016). 

Andersson (2019) argues that a wider reach of taxes, such as carbon taxes, addresses 

social and environmental well-being in addition to economic goals. While carbon taxation is 

somewhat complex, it serves the purpose of discouraging citizens from using fossil fuels. The 

development of carbon pricing represents a significant move in the direction of promoting 

renewable energy sources, demonstrating the possibility for policies to reconcile the interests of 

the environment, society, and the economy. There are complex interrelationships among human 

well-being, environmental quality, and appropriate taxation (Criqui et al., 2019; Van Kamp et al., 

2003). 

 

Sweden’s Taxes and Government Programs 

In Sweden, a progressive tax system is implemented for personal income, as the Swedish 

government focuses on an optimal redistribution of income to provide citizens with high quality 

education, healthcare, and retirement plans (Andersson, 2022).  Education is offered from early 

childhood through tertiary levels. Sweden's healthcare system provides services to all citizens at 

no or minimal out-of-pocket cost for the bulk of medical procedures. Sweden's healthcare system 

includes dental care (Sweden.se, 2023). With vast transportation networks supported by the 

government, infrastructure promotes mobility and connectivity throughout Sweden, mass transit 

is an affordable choice for commuters and tourists. It also lessens traffic and other negative 

effects on the environment (Sweden.se, 2023). 

As an illustration of the importance placed on public welfare programs, in 2022 Social 

Protection received about one trillion SEK, which is about 20% of GDP.  Social Protection 

mainly involves transfers to retirement plans, elder care, and assisted home care. 410 billion SEK 

went to Healthcare departments, while 390 billion SEK went to Public administration. 

Additionally, 380 billion SEK were allocated to education (Torstensson, 2024). 

Swedish residents’ employment income is subject to municipal income tax (Arvanius, 

2024). The employment income tax is fixed at 32% for all income levels, while national income 

tax is levied at a rate of 0% for taxable income up to 614,000 SEK and 20% for income over that 

threshold (PwC, 2024). The total tax revenue equaled 40.7% of Sweden’s GDP in 2023. 

In this study, different components will be taken into consideration when assessing the 

happiness levels in Sweden and other developed countries. Taxation will serve as a subtheme as 

Sweden is a highly taxed country (Enache, 2023; Mengden, 2023). 

 

METHODOLOGY 

 

Data was collected from multiple sources. Three indices used were the OECD 

(Organization for Economic Cooperation and Development) Better Life Index for year 2023, 

WHR (World Happiness Report) Life Evaluations for years 2020-2022, and WHR Average 

Happiness Scores for years 2005-2022.   
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The OECD Better Life Index served as an extensive measure of well-being. It included 

several equally weighted factors:  income, employment, education, environment, civic 

involvement, health, safety, and work-life balance. Each country was ranked on a scale from 1 to 

10 for each variable, with higher scores denoting better well-being. The total OECD Better Life 

Index averaged each country’s scores for the individual dimensions. 

The WHR Life Evaluation values were based on a three-year average. This index served 

as a direct reflection of people's self-reported evaluations of their well-being for the years 2020-

2022. The evaluations were gathered from the Cantril Ladder Life Evaluation Questions, which 

asked respondents to rank their level of overall life satisfaction on a 10-point scale. This index 

assesses relative happiness levels between various countries. 

The WHR Average Happiness scores index from 2005 to 2022 used a pooled ordinary 

least squares (OLS) regression to explain how different socioeconomic factors and happiness 

levels in diverse nations relate to one another. Researchers evaluated the significance of factors 

like GDP per capita, social support, healthy life expectancy, freedom to make life decisions, 

generosity, and freedom from corruption related to national happiness levels over two decades. 

Data on taxation included personal income tax, corporate tax, VAT (value-added tax), 

and environmental tax.  These were collected from government websites and international 

databases.  Environmental tax revenue as a percent of GDP and corporate tax rates were gathered 

from OECD.  Personal income tax rates were collected from Trading Economics and VAT was 

collected from PwC’s website.  One measure utilized in some happiness research is GDP per 

capita. An increase in economic freedom and GDP per capita seem to increase the level of 

happiness (Gropper et al., 2011).  However, GDP per capita is not reported separately in this 

study as it is included in other indices.   

An overview of across different continental groups is provided in Table 1. The average 

OECD Better Life Index values for the year 2023, World Happiness Report (WHR) Life 

Evaluations values between years 2020-2022 and Happiness scores between 2005-2022 for 

Europe, the Americas, and Asia-Pacific are shown. The average taxation rates include the 

corporate tax rate, personal income tax rate, value-added tax rate, and environmental tax revenue 

(% of GDP). 

The WHR Life Evaluation average score for all nations was 6.89, with a 0.46 standard 

deviation.  The highest life evaluation score was 7.80 by Finland, while the lowest life evaluation 

score was 6.13 by Japan. The WHR Happiness Score average across all nations was 6.90, with a 

0.44 standard deviation, which was very close to the average score of the WHR life evaluations. 

The highest WHR happiness score was 7.73 by Australia while Latvia maintains the lowest score 

at 6.05. The average OECD Better Life Index across all nations was 6.73, slightly lower than the 

two other indices, but with a higher standard deviation of 1.18. The highest OECD Better Index 

value was Iceland at 8.28 and the lowest score by far was Mexico at 3.42. 

The average corporate tax rate across all countries was 23.8%. The highest corporate tax 

of the participating countries was 30% in Australia, Costa Rica, and Mexico, while the lowest 

corporate tax rate was held by Ireland at 12.5%. The mean personal tax rate across all nations 

was 42.1%. Finland held the highest personal income tax rate at 56.9%, while Estonia and 

Lithuania had the lowest rate at 20%. 
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The value-added tax is applied in all countries except the United States. The highest VAT 

rate was held by Sweden at 25%, while the lowest rate was held by Switzerland at 8.1%. Lastly, 

there was less deviation in environmental taxes.  The highest rate was Slovenia’s at 3.47% and 

lowest rate maintained by the United States at 0.62%.  

All things considered, these descriptive statistics shared present a picture of the 

distribution of tax rates and happiness scores among the sample of nations. 

 

RESULTS 

 

Correlation & Trends 

 

Correlations between the well-being metrics and tax rates are shown in Table 2. The three 

well-being metrics have a positive correlation with one another, indicating consistency.  Higher 

personal income tax rates have positive correlations with higher reported happiness.  The average 

OECD Better Life Index values demonstrate statistically significant negative association with the 

corporate tax rate. Perhaps the corporate tax rates are measuring an aspect of the business 

climate.  There is a significant positive link between VAT rates and environmental tax revenue 

(% of GDP). VAT rates, however, do not significantly correlate with other happiness or well-

being indicators. These relationships show how different tax policies may affect different aspects 

of well-being and other tax types. 

The relationship between the average OECD Better Life Index values and the personal 

income tax rates for the year 2023 across several nations is shown in Figure 1. The nations are 

sorted in descending order of happiness.  Sweden has the second highest reported OECD Better 

Life Index value, scoring 8.04 out of 10, and a personal income tax rate of 52.3%.  With a 

personal income tax rate of 35% and an average OECD Better Life Index value of 3.4, Mexico 

sits at the bottom of the curve. The trendline's negative slope (-0.39) shows that OECD Better 

Life Index values tend to decline as personal income tax rates shrink.  

The relationship between average OECD Better Life Index values and corporate taxes for 

the year 2023 in different nations is depicted in Figure 2. Nations are sorted in descending order 

of happiness.  A trendline illustrates the inverse relationship between average OECD Better Life 

Index values and corporate taxes. Total well-being, as measured by the OECD Better Life Index, 

may be relatively less in nations with greater corporate tax loads. The trendline's positive slope 

(0.08) suggests that as the corporate taxes rise, the average OECD Better Life Index values tend 

to decline.  

 

Regression Analysis 

 

Multiple regression analysis is used to model the relationships between the different tax 

types and the well-being indices.  Here is the general equation: 

 

Well-being Indexi = αi + β1*Corporate Tax Ratei + β2*Personal Tax Ratei   

+ β3*Value Added Tax Ratei + β4*Personal Tax Ratei 
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As shown in Table 3, all three models have highly significant (p < 0.01) intercepts, 

indicating that values in a neighborhood of reported averages for these happiness index metrics 

provide a reasonable estimate for countries.  In general, the low R2 values for all three models 

suggest that additional variables influence these metrics.   

Model 1 for the OECD Better Life Index shows that the corporate tax rate and personal 

income tax rate have statistically significant effects on the Better Life Index values.  The model 

revealed a significant, negative coefficient for corporate tax rate and a significant positive one 

for personal tax rate.  For example, a 1 percentage point increase in the personal tax rate is 

predicted to generate a rise in the Better Life score of 0.06 index points.  Model 2 utilizing WHR 

Life generated a slightly stronger linear fit, with slightly reduced, same-signed coefficients as the 

first model.  Model 3 using the World Happiness Report (WHR) score produced a poor overall 

model that lacked a significant F.  

The regression analyses highlight the predictive value of personal tax rates across well-

being metrics. Notably, these rates have an impact on both the WHR Life Evaluation and the 

OECD Better Life Index values, highlighting the complex relationship between tax policies and 

subjective well-being indicators. 

 

LIMITATIONS & FUTURE RESEARCH 

 

The well-being metrics utilize secondary data sources, including the World Happiness 

Report and the OECD Better Life Index. There may be other metrics with less overlap. 

Furthermore, the possible effects of other taxation measures and policy aspects may be 

overlooked due to the selection of only three taxation.  The results may have been affected by the 

inclusion of a greater number of nations in some continental groups—such as Europe—than in 

others, such as the Asia-Pacific or Americas region. Future studies could examine different 

taxation measurements and policy factors.  Furthermore, the study is limited by its reliance on 

cross-sectional data. Using longitudinal research techniques may provide a more accurate 

assessment of the relationships.  Despite these limitations, the research highlights the value in 

more study and careful policy considerations while providing information on the complicated 

relationship between taxation policies and social well-being. 

 

CONCLUSION 

 

This study, which included thirty developed countries and a primary focus of Sweden, 

found significant relationships between tax rates and measures of well-being. Lower life 

satisfaction indicators were linked to higher corporate tax rates, while well-being was positively 

correlated with higher personal income tax rates. By implementing focused reforms, like 

modifying the rates of corporations and personal income tax and/or efficiently spending on 

programs valued by residents, governments could enhance the general standard of living for their 

populace.  
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APPENDIX 

 

Table 1. Summary Statistics 

 

 
 

 

Table 2. Correlation among Well-being/Happiness Indices and Tax Rates 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

WHR Life 

Evaluation

WHR 

Happiness 

Score

OECD Better 

Life Index

Corporate 

Tax Rate

Personal Tax 

Rate VAT Rate

Environmental 

Tax (% of GDP)

Europe Mean 6.95 6.91 7.03 22.05 43.06 21.05 2.18

Americas Mean 6.63 6.83 5.50 27.80 34.00 14.50 1.16

Asia-Pacific Mean 6.95 6.96 6.72 27.69 47.49 13.00 1.56

Sample Mean 6.89 6.90 6.73 23.76 42.14 18.57 1.93

Std. Deviation 0.46 0.44 1.18 4.55 9.98 5.42 0.73

Minimum 6.13 6.05 3.42 12.50 20.00 5.08 0.62

Maximum 7.80 7.73 8.28 30.00 56.95 25.00 3.47

NOTE: Tax Rates shown in %. Ratings for Well-being and Happiness: 0 - 10, 0 = worst possible, 10 = best possible. N = 30 countries.

European Group: Austria, Belgium, Denmark, Estonia, Finland, France, Germany, Iceland, Ireland, Italy, Latvia, Lithuania, Luxembourg, 

Netherlands, Norway, Poland, Slovenia, Spain, Sweden, Switzerland, United Kingdom

Americas Group: Canada, Chile, Costa Rica, Mexico, United States

Asia-Pacific Group: Australia, Israel, Japan, New Zealand

Variable

OECD 

Better Life 

Index

WHR 

Happiness 

Score

WHR Life 

Evaluation

Corporate 

Tax Rate

Personal 

Tax Rate

VAT 

Rate

WHR Happiness Score 0.42**

WHR Life Evaluations 0.74*** 0.88***

Corporate Tax Rate -0.27** -0.18 -0.21

Personal Tax Rate 0.36** 0.31* 0.45*** 0.15

VAT Rate 0.08 0.21 0.17 -0.49*** 0.20

Environmental Tax Revenue 0.06 0.04 0.05 -0.28** 0.18 0.55***

NOTE: Statistical significance shown as: ***p<0.01; **p<0.05; *p<0.10. N = 30 countries
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Table 3: Regression Analysis 

 

 
 

 

 

  

Model 1 Model 2 Model 3

Independent 

Variables

OECD 

Better Life 

Index

WHR Life 

Evaluation

WHR 

Happiness 

Score

Intercept 8.15 6.92 6.76

0.00*** 0.00*** 0.00***

Corporate Tax -0.12 -0.03 -0.02

0.04** 0.10* 0.33

Personal Tax 0.06 0.02 0.02

0.01** 0.01** 0.09*

VAT -0.05 0.00 0.01

0.35 0.85 0.66

Environmental Tax -0.05 -0.07 -0.09

0.87 0.56 0.51

Adjusted R-Squared 0.16 0.18 0.03

Significance F 0.08* 0.06* 0.32

Observations 30 30 30

NOTE: ***p<0.01; **p<0.05; *p<0.10.
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Figure 1. OECD Better Life Index Values & Personal Income Tax Rates 

 

 
 

 

Figure 2. OECD Better Life Index Values & Corporate Tax Rates 

 

 
 

  

 

  


