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Abstract

In the past decades, a great interest has emengeaderstanding the nature of people’s well-being
beyond consumption opportunities. It is widely bed#id that happiness research based on self-reports
on people’s satisfaction with life has made a gigaint contribution to this understanding. The grow
ing numbers of happiness studies provoke the questhether, and eventually how, public econo-
mists should include well-being considerations ipbdicy analysis. Aiming to contribute in answering
this question, this review paper provides a sumfethe general happiness conception, the formative
steps of happiness research, and its relationshigeteconomic concepts of ordinal and cardinéit uti

ty. We furthermore describe the pitfalls of convam&l utility approaches and find that both thei-ord
nal and the cardinal approaches have shortcomihighvare not shared by happiness measurements.
One advantage is that self-reports on well-beiffigeethe consequences of people’s choices in terms
of the well-being they eventually experience. Bx#dities, as well as the effects of bounded rationa
ty, are inherently taken account of when using ie@gs measurements for the evaluation of public
policies. While it is not entirely clear yet howiégence from happiness research is to be used teward
enlightening policy makers, the answer will cegidepend on the policy field under consideration.
In general, happiness research may make two majoads: it may help to discover which conditions
foster people’s well-being, besides the goods andces provided by the market; it may also help to
develop a realistic conception of man, thus fagtiliig an adequate modeling of multiple-goal and
potentially bounded rational real-life actors idippimpact analysis.
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1 Introduction

Instead of redistributing financial resources, thgk of public policy is increasingly seen as ohe o
mitigating market failures and steering the behawiosocial actors by changing their economic and
institutional environments. Agro-environmental p@s are a pronounced example of this develop-
ment (Vercammen 2011). On the one hand, agricultuexpected to reduce or avoid negative exter-
nalities, such as those caused by the input afgein into groundwater. On the other hand, the prima
ry sector is expected to provide positive extetigalithat are deemed socially desirable but notirem
nerated by the market, such as the provision dluall landscapes and high-nature-value farming
(Randall 2002).

The design of institutions and regulatory systerhictvare capable of mitigating market failures re-

quires a systematic approach. In the first stepettiernalities need to be identified and the bieinal
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changes that are expected to provide the sociakyredd outcomes need to be specified. In a second
step, a set of promising policy alternatives needse drawn up and evaluated. The European Com-
mission (2010) has addressed the necessity to waghe quality of regulation in itSommunication

on Smart Regulation in the EUn order to provide the necessary informationsimart regulation, the
effectiveness and the efficiency of regulatory mees need to be assessed in a regulatory impact
analysis (Gunningham et al. 1999; Kirkpatrick amakier 2007). In this context, four crucial quession
are to be answered: first, which costs to the tgapand society are caused by the regulatory
measures under consideration? Second, which behbhelmnges are likely to result from which regu-
latory measures (e.g., payments for a voluntaryggah of nitrogen intensity vs. a Pigouvian tax vs
the enforcement of mandatory rules)? Third, whialcomes are produced by this change in behav-
ior? Fourth, which willingness to pay does societyve for the provision of the socially desired out-
come (e.g., the reduction of nitrogen loads)? Amswethe last question requires that the valuéhef t
achieved outcome is mapped into monetary unitscamdrasted with the costs to the taxpayer and

society in a cost benefit analysis.

In its communication, the European Commission (2@plicitly calls for the quantification of costs
and benefits whenever possible. However, evenriicierable effort is put into policy impact analy-
sis, each of its procedural steps may be flawedtdueadequate measurement. While procedural
flaws in cost benefit analyses can lead to distioeisonomic policies, a more fundamental pitfall may
arise: basing policies exclusively on the analgéimarket failures is equivalent to concerning aties
exclusively with material well-being. Non-materidimensions are ignored even though they may
contribute a significant share to people’s ovdrtdl satisfaction. While marking a distinctive tung
point, the shift towards correcting for market dads may thence fall short of a more paradigmatic
change of political goals towards advancing thel-iveing of citizens and future generations (social
progress) (Diener et al. 2009). Using rural develept as an example, this may require factors be-
sides income and wealth to be considered accotditigeir relative contribution to the well-being of

rural dwellers.

In the past decades, a great interest has emeargatiety and the scientific community to underdtan
the essence and the metrics of “people’s well-Beinggeneral. Simultaneously, the conventional
belief is dissolving that an exclusive concern witloduction and consumption, as measured in na-
tional accounts such as gross domestic product JGBRBufficient for guiding policy makers (Dolan
and Metcalfe 2012; Frey and Stutzer 2010, OECD apiReflecting these developments, Stiglitz et
al. (2010: xvii) summarize in the preface of theftuential report on thdvleasurement of Economic
Performance and Social Progres¥Vhat we measure affects what we do. If we hdngewrong met-

rics, we will strive for the wrong things.”

Research on well-being is based on asking peopletitey feel. Usually, numerical (Likert) scales are
used to obtain a quantitative measurement. A tyjgigastion is: All things considered, how satisfied
or dissatisfied are you with your life-as-a-wholew? “Easterlin (1974) was the first economist to

make prominent use of happiness data when he sgpthrat despite increases in personal income over
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time, people were not reporting an increasing levdlappiness” (Di Tella and MacCulloch 2006: 25).
Despite the large number of happiness studieshdnag been carried out in the last decades, hagpines
research is still characterized by conflicting agpts, and neither terminology nor definitions have
been unanimously agreed upon by the scientific conmity. We thence believe that we should provide
a common starting ground and state that, in thpepahe terms “subjective well-being,” “life satis
faction” and “happiness” are used as interchanget#vms that describe an individual’s introspective
hedonic evaluation of life. In contrast, the megnaf the term “quality of life” is context-dependen

It is used as another synonym for well-being, butay also designate the determinants of well-being
which can be grouped into two classes: first, tittvidual’s living conditions in various life donres
(i.e., his/her natural and social environmentsy] aacond, the individual's capabilities to copehwit
life and achieve his/her personal aspirations. Yieeen (2000) has labeled this dichotomous distinc-

tion “liveability of the environment” as opposed-tibe-ability of the person.”

This review paper is aimed at providing a surveyhef happiness and utility conceptions in economic
thought as well as of the formative steps of haggsrresearch, thus contributing to the presentieleba
on whether, and eventually how, public economibtsuld include well-being considerations into the
analysis of public policies. With this in mind, thdicle is structured as follows: After this indiuecto-

ry section, we outline in section 2 the generalldveing conception and discuss what well-being is,
how it relates to utility, and how it is measuréu.section 3 we describe the most influential sngl
concepts to measure social progress. Section 4utegcby exploring the question of how well-being

considerations can be incorporated into policyysisland making.
2 Well-being — the conceptual view(s)

2.1 Commonalities and differences between utility aredl\veing

Ordinal utility

Since the ordinal revolution of the 1930s, econtsnigve often resorted to the theory of revealed
preferences when referring to utility (Houthakk®bQ; Pareto 1920/1971; Robbins 1952; Samuelson
1937 and 1938). This holds true especially for meMfare economists and consumer choice (demand)
theorists who assume that, given a certain budgetiiasing power), people’s purchasing choices

(i.e., their revealed preferences over a choicefsgbods) reflect their utility ordér.

The utility concept based on preferences has betcized in the literature as being circular. Robi
son (1962: 47), for instance, stategtility is a metaphysical concept of impregnable circtylauitili-

ty is the quality in commodities that makes individuaant to buy them, and the fact that individuals

'Consumer demand theory is based on the indifferennee approach which only requires an ordinal mess
ment of preferences, i.e., a measurement whichigue up to monotonic increasing transformationsrid-
cial finding of demand theory is that people conslundles of goods in which the marginal rate disstu-
tion between any two goods equals their reciprpdak ratio (equi-marginal principle). In its spicidomain
of explaining how consumer choice translates intoep demand theory is rightly satisfied with orelpref-
erences following “Occam’s Razor” according to whie given the same explanatory power — the mosipar
monious approach should be selected.



want to buy commaodities shows that they hatikity.” Using a choice s€f4, B}, this criticism can be
formalized as follows: (i) 1A generates higher utility thah [U(A) > U(B)], then the individual pre-
fersA to B [A > B]. (i) If the individual prefersA to B [A > B], thenA generates a higher utility than
B[U(A) > U(B)].

The critique by Robinson runs down to attest tteesiny utility on preferences is tautological beeaus
no additional information is obtained by rephrasingreference order as a utility order. The ordinal
approach has nonetheless been found to be a maditaligaconvenient tool both in consumer and
applied welfare analyses. The following quote bghtn (1953: 31) demonstrates that this is the case
even though consumer theorists are aware of thgHatthey only need ranked preferences and that
they could do without semantically equating prafieesorders with utility orders: “Can we assign & se
of numbers (measures) to the various entities apdigt that the entity with the largest assignedhfu
ber (measure) will be chosen? If so, we could tdmishis measure ‘utility’ and then assert thaticho

es are made so as to maximize utility. [...] The ghitor numerical measure of the ‘thing’— which
[t]he [individual] seeks to maximize is called fitti’. Whether or not utility is some kind of gloar
warmth, or happiness, is here irrelevant; all t@ints is that we can assign numbers to entities or

conditions which a person can strive to realize.”

In other words, the classitilitarian conceptas proposed by Bentham (1789/2000) in tHecitury,
which associates utility with introspective hedomiand assumes that the amount of an individual's
utility (happiness) is measurable in principle (betow), is replaced in consumer theory by a reduc-
tionistbehaviorist concepwhich assumes that we can only observe what paap{elands 2010). The
behaviorist approach has its virtues but alsantgd. It is, by definition, neither able to eluaighow
much utility is achieved from an individual choice (g.@ certain basket of goods), rasw much
utility is achieved by a group of people in a certeontext. To avoid confusion, it should be furthe
more emphasized that, when using the behaviorfgbagh, we are not even able to determvheth-

er an observed choice produces more utility thanrethighis is due to the fact that only people’s de-

sires can be inferred from their choices, not thgprerienced/achieved satisfactfon.

Two kinds of bounded rationality are responsibletfee gap between desires and satisfaction: first,
individuals may make choices that are not congistéthn their goal system in place. Second, their
goals and evaluations (“tastes”) may change oweg th a way that is unforeseen at the time that the
choices are made. If people are bounded rationahénor both of these ways, their choices willaetfl
neither their true desires nor their achieved fati®n. (e.g., Dolan at al. 2008; Kahneman andeKru
ger 2006; Sen 2010). Thus, it may be wrong to assiimat obese people who eat their third bar of
chocolate derive more utility from three bars tifilom two. It may equally be wrong to deduce that
people who prefer higher paying jobs obtain anease in utility once they get one, even though

higher incomes do increase consumption opportsniBeople may simply underestimate the fact that

Neglecting this fact may lead to misunderstandiand wrong conclusions. Nonetheless, such misirgepr
tions seem to have a long tradition. As far backhas1960s, Robinson (1962: 49) apparently feligell to
clarify the limitation of the equi-marginal prindgin consumer theory: “It is the desire, not tag¢isfaction,
that is measured by price, yet the idea of satisfacannot be kept out.”
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extra income, while producingeeting satisfaction, is often correlated with less ledsurigher stress

levels, and a poor quality of social relationshidspf which producdasting dissatisfactior.

Let us briefly summarize the problems that arighef behaviorist ordinal utility perspective is imp
dently used: first, if individuals were completeBtional (which they are not likely to be), equgtin
revealed preferences with ordinal utility is a tdogical semantic variation which generates no -addi
tional information whatsoever; second, if indivitkiare bounded rational (which they are likely to
be), revealed preference ordeenotbe equated with utility orders. Third, if one atlothe behav-
iorist view that utilities cannot be measured,dkine be compared interpersonally, a discrimination
between public policies aimed at promoting collegdi rational choices is impossible per se (Binmore
2009; Harsanyi 1955); a preference order thatvsaked in one decision environment (e.g., no seat-
belt laws) provides no indication whatsoever of sbeial net effect of a different environment (e.g.
compulsory seat belt legislation). Instead, theal@drist analyst is reduced to having to state that

different choices can be observed in different exist

Cardinal utility

Going beyond the objective of consumer theory wiscboncerned with the specific question of how
people’s desires translate into a demand for gatb@scardinal utility conception is concerned with
the question ohow muchutility is achieved from particular choices in sjfie contexts. Technically
speaking, the measurement of cardinal utility isjue up to linear increasing transformations, ee.,
constant can be added to cardinal utility valuesmipers) and/or they can be multiplied with a con-
stant positive factor without loss of informatid#sing an additive constant of 5 and a constanbfact
of 10, a cardinal utility statement suchl®&) = 4 andU(B) = 8 can thence be equivalently trans-
formed intoU(4) = 45 andU(B) = 85. In other words, both the zero and the unit ofrtteasurement
scale can be freely chosen — at least as long esamsiders only one individual and uses the same

transformations for all numberm{rapersonal comparability).

Jeremy Bentham, who — despite many philosophica¢ypsors — is considered to be the founding
father of utilitarianism, equated utility with happss. He started his famous bd&k Introduction to
the Principles of Morals and Legislatiamth the following statement (Bentham 1789/2008). INa-
ture has placed mankind under the governance ofstwereign masters, pain and pleasure. It is for
them alone to point out what we ought to do, [..¥.tBe principle of utility is meant that principle

which approves or disapproves of every action vad®atsr according to the tendency it appears to

*The initiate economist knows that demand theomssttd explain how choices thate made translate into de-
mand and, finally, prices. He/she also knows thehand theory was never meant to answer the question
which choiceshouldbe made by individuals who strive to maximize thdility. The fact, however, that de-
mand theory uses the termatility” may give rise to serious misunderstandings aret@se a misleading in-
fluence on people’s real behavior; if economistadily equate revealed preferences for higher iesowith
increasing levels of utility, for instance, — wititeemphasizing that this would only haofdhe observed behav-
iors were completely rational — people who are ingkor decision support may take tlisnditional state-
ment as guidance that thslyouldstrive for higher incomes if they want to increéseir utility.

“Cardinal measurement can be equated with an “iatscale” (cf. theory of scale-type; Stevens 197®iat is,
while intervals between numbers can be meaningftdiyjpared within each transform of the scale, satib
the numbers are meaningless.



have to augment or diminish the happiness of titey pghose interest is in question: [...]. | say of
every action whatsoever, and therefore not onlgwa#ry action of a private individual, but of every

measure of government.”

Though Bentham (1789/2000: Chapter IV) failed tecsfy a precise method of measurement, he did
make some vague suggestions on how to estimatiy which have become known, rather mislead-
ingly, as “felicific calculus” (or “hedoni(sti)c ¢eulus”). Bentham explicated that the estimation of
utility is to be based on a decomposition of théividual's happiness into pleasures and pains, and
both are to be further decomposed into six dimerssiql) the intensity of pleasures and pains,
(2) their duration, (3) their probability to arigd) their temporal propinquity, (5) their fecurydjtand
their (6) purity’> According to Bentham, the values of all pleasunes pains are to be added up and
balanced against each other. If the balance iderside of pleasure, the action under consideration
will increase individual happiness and vice vefBaing beyond individual happiness and concerning
himself with legislation, Bentham (1776: Prefactiroed that “it is the greatest happiness of the
greatest number that is the measure of right ongfowith a look to the aggregation problem that
results from such a perspective, Bentham addedrentte dimension to the hedonic calculus — the
“extent”, i.e., the number of persons whose intsrase concerned — and suggested that the hedonic

calculus be repeated for each person and thaethuts be summed up over all individuals.

While Bentham'’s conception of utility is commonlgsaciated with “cardinal utility,” he did not use
the term “cardinal” himself. It is questionable ier he interpreted utility as being unique upite

ar increasing transformations. With the hedonicual, Bentham assumeterpersonal comparabil-
ity and aggregation. This requires, first, an id=itreference point (zero), and second, identicéts

of measurement for all individuals under consideratUsing a hermeneutic approach, one might
speculate that Bentham had an absolute perspemtivéility, i.e., that he considered the reference
point to be a natural (true) zero of both pain plesure and that he thought the unit of measuremen
to be a natural (true) given as well. If one acedghe idea of such absolute scale of utilitgespite
the lacking operationalization of the hedonic “céhs,” one would have to conclude that Bentham
took utility as havingno equivalent transforms. A more contemporary intetgdion in the sense of
measurement theory would be to consider Benthatilis/undeed as cardinal in the sense of being
unique up to linear increasing transformations. @oald have to add, however, that transformations
(i.e. the choice of zero and the unit of measurepmaed to be harmonized across people to faellitat

interpersonal comparability and aggregafion.

To provide a conclusive overview of the differettitity conceptions, Table 1 summarizes the differ-

ences between the behaviorist and the utilitarexspective.

*With the dimensions “fecundity” and “purity” Bentimawanted to capture future consequences, i.epribiea-
bility that a sensation is followed by the samedkffecundity) or not followed by the opposite kigmlrity).

®Cardinal utility was the starting point of (Old) Vi&ge Economics in the Gossen (Gossen 1854/1988) an
Pigouvian tradition (Pigou 1920) which adds dedreamarginal utility of income to the assumptioatimdi-
vidual utilities are comparable and can be aggeshdf efficient social choice is about maximizitigg sum of
individual utilities, decreasing marginal utility an argument for egalitarian redistribution ofoime.
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Table 1: The behaviorist and the utilitarian perspetive in economics

Behaviorist perspective Utilitarian perspective
Measurement Utility is neither measurable nor can it be com- [Utility is measurable in principle and can be
assumption pared across people compared across people
Metric Revealed preferences (indifference curves) Felicific calculus (not operationalized)
Scale type Ordinal scale (of preferences) Cardinal scale (of utility)

Interpretation Ordinal utility can be inferred from the individ- |Cardinal utility resulting from the introspective

ual’s choices/preferences hedonic appraisal of outcomes
Scientific Explanation of price formation Decision support for public policy making
objective aimed at promoting social progress

Table 1 reflects that the ordinal approach is ltht@the behaviorist (revealed) preference persmect
while the cardinal approach is linked to the wiiian (introspective) hedonic appraisal perspective
The essential difference between the behavioridtta@ contemporary utilitarian perspective has been
highlighted by Kahneman et al. (1997). They useténm “decision utility denoting the assumption
that (ordinal) utility can be inferred from peopereferences, as opposed to the teempérienced
utility” denoting the assumption that the utility of indvetly bounded rational actors cannot be inferred

from preferences alone.

Well-being

While the ordinal utility conception based on thehaviorist (revealed) preference perspective was
prevalent in economics over the last 70 years,rfesusts and psychologists have become increasing-
ly concerned that preferences are often not a gend guide of the well-being associated with the
consequences of choices” (Dolan et al. 2008:; @5hé wake of the seminal paper by Easterlin (1974)
who showed that happiness does not increase imittieincome in affluent societies such as the US,
a large number of happiness studies have beemrdanit, especially in the last two decades. In many
of these studies, researchers associate happimessiras with the classic utilitarian concept expjic

or implicitly. Can we thus conclude that economg$brought back to Bentham” (Frey and Stutzer
2007; Kahneman et al. 1997; Layard 2007)? To ansiwgrquestion, we must examine the link be-

tween happiness measures and cardinal utility.

In his 2010 booK he Politics of Happines®erek Bok interprets happiness measures as aatmpe
alization of Bentham'’s felicific calculus: “Neithée [Bentham] nor his supporters could explain how
to measure the intensity and the duration of plessand pains let alone how to aggregate the myriad
sensations experienced by millions of citizensriteo to determine the net effect of legislative-pro

posals. As a result, his felicific calculus remairier many decades a subject suitable only forrabist

"Conventional social surplus analysis (Varian 198@) simple willingness-to-pay approaches are somesti
understood as measuring interpersonally compaiedrginal utilities based on people’s preferencdss Ts
not quite correct, however. While they resort tonetary measures that are, as such, cardinal, omotafer
interpersonally comparable cardinadilities from people’s preferences as revealed or statebein willing-
ness-to-pay if one assumes that marginal utilityrel@ses in income. Social surplus and cost-beaeféilyses
can thence at best approximate aggregate utilangés.
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discussions [...]. In the last 35 years, howevercpelogists and economists in growing numbers
have tried to overcome the problems of measurimpinass by the simple device of asking people
directly how pleasant or disagreeable they findipalar activities throughout their day or by ingui
ing how satisfied [...] they are with the lives thane leading” (Bok 2010: 5).

Self-reported well-being is either qualitativelysassed or — more commonly — quantitatively meas-
ured via Likert scales (psychometric scales). Fduillustrates how cardinal utility can be operati
alized if it is equated with happiness and welldgeiand if Likert scale measures are used as substi

tutes for the infeasible felicific calculus.

Figure 1: Mapping utility/well-being into a limited set of real numbers (Likert scales)

[Felicific calculus]

(cardinal utility)
Happiness

Measurement via

Happiness Likert scales

(subjective well-being)

The theoretical construct “cardinal utility” repegds an unlimited variable which, in principle, re-
quires being mapped into a set of real numbersowitpredefined bounds. Resorting to self-reported
well-being implies measuring utility via a manifestriable (Likert scale measure) that exhibits, by
construction, both a lower and an upper bound. Fadimeory of measurement perspective, the mis-
match between the features of the theoretical oactsand those of the manifest variable prompts the
guestion whether bounded happiness measures caedime: seen as aaceptable approximatioof
utility. One might argue in favor of such an appneation that utility can be presumed to be bounded

as well because marginal utility approaches zeoe @eople come close to their point of satiation.

Aside from the mismatch between utility and hapgiedhe behavior of the measurement function
itself (i.e., the relationship between Likert scalanbers provided by an individual in a survey and
his/her “true” happiness) is far from being cldaue to its strong focus on empirical research, ighis
often overlooked in happiness research. As a resaitlinal interpretability and interpersonal compa
rability of subjective well-being data are oftetké¢a as given. Frey and Stutzer (2009), for instance
contend that the calculation of societal well-beimguld merely require that subjective well-being
data from citizens of a given nation be used teuwate an unweighted sum of well-being. Conse-
quently, averaging across individuals and the coispa of population-level means is a common
practice (Diener et al. 2000; Schkade and KahnetB88; Krueger et al. 2009).

Before happiness measures are averaged, the agmsmggarding the measurement function should,
however, be critically reflected within the contefteach study. In order to highlight the problems
that are associated with the measurement of haggine outline in Figure 2 four combinations of the
measurement functions of two types of people wheehadicated their well-being on an 11-point

Likert scale from O to 10.



Figure 2: Potential measurement problems arising fom Likert scale happiness answers
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Figure 2 (a) describes a situation in which averaging of subjedappiness measures across a single

individual's life domains, such as work, familydifetc. (intrapersonal aggregatioahd averaging

happiness measures across individuals (interpdraggaegation) is feasible because the relationship
between happiness measures and happiness istedh dind identical for everyone. This requires two
assumptions: first, the maximum (minimum) amounthappiness must be a psychological constant
that holds for all individuals. Second, the Likechle measures must be understood as represdrding t
“real thing” and exhibiting a percentage formathnit being the midpoint (i.e., being neither unhappy
nor happy) between “100 % unhappiness” (0) and ‘@0Bappiness” (10). With these assumptions,
the approximation issue becomes obsolete becaygenieas measures becomsaandreplacement

of cardinal utility and provide exactly the infortizan that is needed for evaluating public policies.

Figure 2 (b) describes a situation in which averaging of hapgsnmeasures across life domains (in-
trapersonal aggregation) is a meaningful arithmaperation, but averaging across individuals (inter
personal aggregation) is not. If differing measwgatrfunctions cannot be excluded, averaging across
individuals introduces annacceptabléias the magnitude of which cannot be assessed bediftise
fering but unknown maximum and minimum states adpgbe’s happiness are leveled out. A further

issue is that even an ordinal comparison betwefggreint individuals is no longer meaningful.

Figure 2 (c) illustrates that neither type of averaging is niegfiul in the case of a non-linear meas-
urement function. The exponential function corregfsto the assumption that people change their
answers quite “freely” around the median, but ddlsss freely” towards the end of the Likert scale.
That is, intervals between numbers at the end @fstlale (e.g., between 0.4 and 0.6 or between 9.4
and 9.6) indicate another happiness differentiahtimtervals around the median (e.g., between 4.9

and 5.1). If this is the case, we are dealing \atiinterval scales starting from the median toward
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both ends of the Likert scale. This allows only d&or ordinal comparison as long as the specific-func

tion behavior is not known.

Figure 2 (d) describes measurement functions which are noa#inad non-identical between indi-
viduals. Such a setting does not only precludeairdind interpersonal aggregation, but disqualifies

also an ordinal comparison of the happiness ouifit individual$.

Our discussion of the measurement function behaleononstrates that the question of whether hap-
piness research brings economics “back to Bentlanhot be answered definitively. Both the utili-
tarian approach and happiness research share tkienrizat the consequences of people’s choices
matter in terms of the happiness they eventualhjeze (consequentialism)However, while happi-
ness measures may bring us “as close to Benthamvéasmn get, self-reports on well-being are not a
one-to-one operationalization of interpersonallynparable cardinal utility’ The question remains as
to whether this is an advantage or a disadvantagsn be considered an advantage if happiness
measures reflect better than the impractical catdiftility conception what we need to know to dis-

tinguish “good” from “bad” public policies.

2.2 The pitfalls of conventional preference wisdom briaf overview

Neoclassical welfare economics in the Pareto imad{Pareto 1920/1971) is based upon a behaviorist
concept ofdecision utilitywhich resorts exclusively to people’s revealedfgmence orders without
consideringexperienced utilitys resulting from their choices. “Of course, the tefinitions have the
same extension if people want what they will eveliyuenjoy” (Dolan and Kahneman 2008: 215).
However, this is often not the case because peopldounded rational decision makers. Individual
choices, such as preferences for higher incomeg,farthermore cause externalities and reduce the
happiness of other people. From the perspectivpublic policy making, externalities as well as
bounded rationalities that are rooted in humanreatu pervasive cultural constructs and therefore
arise continuously across large numbers of indafsluniversal biases) may create a want for inter-
vention, including human capacity building. A comrmmigias that people are prone to is, for instance,
that they overestimate the utility they derive fromaterial goods and underestimate the utility they

derive from (friendly) social interaction (Frey aStutzer 2007).

Happiness research has provided many indicatioastiie exclusive consideration of income and
consumption opportunities falls short of providitige information that is needed for the design of

public policies that are intended to promote satiatell-being. In brief, the conventionambre-is-

®Differing cultural and linguistic backgrounds aredated questions of “good taste” may be an impomaason
why measurement functions are both non-linear afferiehg between groups of people. Notwithstandinegir
true happiness, Japanese people, for instancegivaanswers to a happiness question that diffdekyifrom
those of supposedly more extrovert South Americopte.

°Applying consequentialism to utility/happiness ifeplthat it is understood in its broad sense in tie utili-
ty/happiness derived from an action’s outcome ifutdf outcome)and the utility/happiness derived from the
action itself (procedural utility) are considered.

% ahneman and Krueg¢2006: 4) state in this context: “While various mes of well-being are useful for
some purposes, it is important to recognize thafestive well-being measures features of individupercep-
tions of their experiences, not their utility a®eemists typically conceive of it.”
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mor€’ (more income, more utility) belief is challengdd.Table 2, we systematize the misconceptions

that are associated with this conventional belief.

Table 2: Why increasing purchasing power does litd to increase people’s happiness

Bounded individual rationality Deviation of individual and collective ration-
(disregard of the internalities ality (disregard of the externalities of higher
of higher income) income)
Ignored Ignored negative linkages between income, on  |Decreasing marginal utility of income: decreasing
correlations the one hand, and leisure, personal flexibility, aggregate happiness if the inequality of the in-
stress, competitiveness in the work environ- come distribution is growing ceteris paribus
ment, health, risk, etc., on the other
Changing Hedonic treadmill (habituation). dissipating Rat race (social comparison). eroding apprecia-
tastes appreciation of extra income; tion of extra income once others have achieved
changing relative evaluations of utility compo-  [high income levels as well
nents (income, leisure, stress, etc.)

Bounded rationality is one reason why, despite teskpreferences for higher incomes, an increase
of purchasing power may do little to increase pesphappiness — at least in affluent societies her
basic human needs are met. It cannot be overenzglaiat, in this contexbounded rational behav-
ior is exactly the kind of behavior which conventibeconomists label as “rational choiceWhile
sounding paradoxical, this seeming contradictionkmaquickly explained. An individual may enjoy —
besides consumption — leisure, low stress leveld,aasupportive, non-competitive work place envi-
ronment. That is, he/she may have a multi-dimemdigoal system that is very different from a nar-
row-minded homo economicus who exclusively maximizeome. Making the choices that would be
rational for the so-defined homo economicus widt maximize the utility of the multiple-goal indi-
vidual. Contrasting the termexternality” the disregard of negative linkages between tigividual’s

multiple utility components has been coin@atérnality’ by Frank (1999).

To be more precise, acting like homo economicusglewh fact having a multi-dimensional goal sys-
tem, is the result of two kinds of bounded ratigagalA first error arises if the correlations between
different utility sources are ignored. High incom&s instance, are often correlated with highsdre
levels and little time for leisure and family. Ceqsiently, the net increase of utility achieved by a
higher income is either much less than what ha® Ipeeviously assumed, or — depending on the
strength of the correlation — it may even be zerbexome negative. In line with expected utilitgah

ry (von Neumann and Morgenstern 1944), increadsig 1(e.g., job insecurity, environmental uncer-
tainties, etc.) constitute an additional reason whyincrease of income levels may do little to dost
average happiness.g&conderror arises if people ignore that, and in whicdmmer, their “tastes” will
change over time. “Changing tastes” refers to #ut that, even if all correlations are considered ¢
rectly, people’s relative evaluation of differenttcomes, such as income and leisure, may change
over time and/or as a consequence of their choldes most well-known example of “changing taste”

is temporal habituation as demonstrated by Eastét®74¥". The Easterlin-paradox arises because

YGraham (2008) argues that the relationship betvresfth and happiness roughly mirrors the incomephap
ness relationships as described by the Eastertadpa. She reports that although serious illnestisabilities
have strong negative effects on happiness, pepphtidlly) adapt and return to their initial lexedl happiness.
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the utility value that is a priori assigned to exiincome dissipates quickly once people have aeguir

the consumption opportunities they have been sgifor '

Externalities are a further reason why revealedviddal preferences may not be taken to indicate
collective rationality and aggregate happiness.|@\hie analysis of material externalities and marke
failures has become a common tool, especially fiwirenmental economists, in the last decades, two
additional externalities have to be considered omeeconcern ourselves with societal well-being.
First, the individual’s striving for an above-averagamhof income generates a negative externality
inasmuch as it feeds on a re-distribution of incentg&owing income and wealth inequalities reduce
aggregate societal utility due to the decreasinggimal utility of income®® Secondthe utility people
derive from their income depends partly on whairtimeome level is relative to others. That is, peo
ple’s appreciation (“taste”) of extra income isa#d once others around them obtain high incomes as
well. Hence, each individual who “climbs the laddgenerates a negative externality because he/she

impairs the relative position of the others.

Habituation is illustratively calledhedonic treadmill Even more poignantly, Layard (2003: 5-6)
labeled it “addiction.” Correspondingly, the laleat race’ can be attached to the social comparison
externality. Habituation and social comparison aregative effects resulting from implic-
itYfunconscious comparisons: habituation meansttteautility of income depends on what itdem-
paredto one’s own income in the past. Social compariseans that the utility of income depends on
what it iscomparedto others. Figure 3 illustrates that both compuerisffects shift the individual's
utility function to the right and thus reduce, malize or even outweigh an originally positive inu®
effect. For the sake of simplicity, we assume is flgure that the joint effects of both types oht

parison exactly neutralize the positive incomeaffee.,U(Y,4) = U(Ynew)-

A longitude study by Oswald and Powdthavee (2008) aonfirms that people adapt to permanent shtcks
their health. However, by focusing on people whodme disabled, the two scholars also find thatdiégree
of adaption depends on the severity of the diggbili

2This can be related to the finding that both petioepand intuitive evaluation are reference-depended that
changes are more accessible than absolute valgesrding to Kahneman (2003: 1455), it is thus “guatir-
prising that in standard economic analyses théyutif decision outcomes is assumed to be deteminamdire-
ly by the final state of endowment, and is theref@ference-independent.”

¥0ther externalities of a highly unequal wealth ammbme distribution include a reduction of the pkatness
of everyday social life, an imminent threat to paldafety, and the costs of target hardening, dioly the
need perceived by wealthy citizens to live in gatecthmunities (Wilkinson and Picket 2009).
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Figure 3: The adverse effects of comparison on inddual utility
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Loss aversion (Kahneman and Tversky 1979; Tverskiykahneman 1991), which can be related to
the phenomenon that people adapt easily and quiokgn increase in income but adapt much less
easily and quickly to a corresponding decreasenafrne, may be an additional reason why an in-
crease of income does little to increase happimeasisky environment. This mechanism can be ex-
plained by focusing on the habituation effect igufe 3: a shift of the utility function to the righ
caused by habituation to a higher incorpg, is not neutralized by a corresponding shift to the left
when income falls again to its former levg),. Instead, the individual obtains orllY,;qnew—o1d)
because he/she maintains his/her new aspiratie & thus experiences a negative income effect

on the utility function that he/she had grown atooged to after the rise in income.

2.3 Terminology and basic conceptions in well-beingeegsh

2.3.1 The semantics of well-being

Unfortunately, a universally accepted meaning hatsyat been given to the terms “subjective well-
being,” “happiness,” “satisfaction,” and “utilityFrey and Stutzer (2002: 4) even justify the latk o
theoretical rigor and posit: “Because happinessich an elusive concept, it makes little sensede p
ceed by trying to define what happiness is. Fotelpathere is a useful way out. Instead of trying
determine what happiness is from outside, one shirthee individuals how happy they feel themselves
to be.” While simply equating people’s “true” happss with people’s answers on a Likert scale may
seem debatable, we approve the notion that thenagsto distinguish between the different happiness
conceptions is to look at the methods of measureith@y are associated with. Accordingly, three
principal conceptions of happiness/well-being candistinguished: instant happiness, remembered

happiness, and the explicit construction of a Wweilhg judgment.

13



Instant happinessfocuses on the spontaneous hedonic pleasure itdictian. The idea of instant
happiness is best explained by going back to Edgbweho “imagined a ‘*hedonimeter’, an instru-
ment that measures the utility of moments of exgree and plots experienced utility as a continuous
function of time (Edgeworth, 1881/1967). He progbgleat the area under the curve represents the
individual's total happiness over a given periobblan and Kahneman 2008: 215). That is, happiness
is equated with the temporal integral over theanshappiness function. Recently researchers have
used “experience sampling” to assess instant happiby asking people how they feel during various
periods of their day, such as commuting, work, dmhousework, etc. (Kahneman and Riis 2005). An
approximation of instant happiness has also beewedkfrom lab experiments in which people are
subjected to more and less pleasant stimuli. “Tdreyasked to provide a continuous indication of the
hedonic quality of their experience in real time rognipulating a lever that controls a marker on a
scale, which is usually defined by extreme valuehsas very pleasant and very unpleasant and by a
neutral value” (Kahneman and Krueger 2006: 5). lEgdl illustrates the essence of Edgeworth’s

‘hedonimeter’ as operationalized in such lab experits.

Figure 4: The operationalization of Edgeworth’s ‘helonimeter’ in the lab
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Remembered happinesss different from the temporal integral over tmstant happiness function.
When people evaluate their experiences retrosgdgtithey do not simply sum up instant happiness
over time but use a weighted average which deviatéisree ways from the temporal integral: first,
the duration of episodes of pleasure and displedsas a disproportionately low weight; second, dis-
proportionately high weights are placed on posiavel negative peaks; third, the relative weight of
the experience increases towards the end of thedpender consideration (Kahneman and Krueger
2006: 5). While remembered happiness is no longgraataneously felt pleasure/displeasure but ra-
ther a retrospective evaluation, it is still aruitive and effective appraisal. Veenhoven (2009ta6)

beled this kind of introspective appraishetionic lever'*

“The “day-reconstruction method” is a methodicalat#on that is to be situated in between “instaezience
sampling,” on the one hand, and asking people athmitt retrospective feelings at large, on the othide
day-reconstruction method asks “subjects to reaballvarious things they did on the preceding day der
scribe the mood during each activity” (Bok 2010).32
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The construction of an overall well-being judgmentis a more comprehensive introspective evalua-
tion than remembered happiness in that the intudippraisal of the pleasantness of sensory anct affe
tive experiences is complemented by cognitive eatadn. Cognitive evaluation is based on the indi-
vidual's perception of to which degree his/her estns are being (and are likely to be) realized.
Veenhoven (2009: 6; 10) attaches the lalbehtentment’to this cognitive component and posits that
“most human evaluations are based on both soufdée®amation, that is: intuitive affective apprals

and cognitively guided evaluation.”

Relating happiness to the last concept, Veenha2@d9( 4-5) attempts to provide a definition of hap-

piness by using the following declaratory statersient

« Happinesimplies that an individual has made a judgmenthef favorableness of life which in-
cludes an appraisal of past and expected futurerexmes. “[...] the word ‘happiness’ cannot be
used for those who did not make up their mind. [Thiis, the concept cannot be used for animals

or small children” (Veenhoven 2009: 4).

» Happinesss a subjective appraisal by an individual of ines/own life. “[...] there is no given
‘objective’ standard for happiness. A person whaké he/she is happy, really is happy”
(Veenhoven 2009: 4).

* Happinesdenotes @ositionon a continuum of favorableness bot its maximal endpoint.

« Happinesds a comprehensive concept. On the one hand¢itrepasseslife-as-a-wholé (i.e., all
life domains such as work, family, social life, samption opportunities, health, etc.). On the oth-
er, happiness is aroverall’ judgment that integrates two criteria: “hedongwé!” (i.e. intuitive
appraisals of sensory and affective experienced) “aantentment” (i.e. cognitive evaluations

based on the individual's aspirations and achieves)e

Veenhoven’s definition is clearly associated whib preconceived idea that happiness is to be meas-
ured via Likert scale answers to questions suchAdisthings considered, how satisfied or dissaédf

are you with your life-as-a-whole now?” Nonetheldbss can be seen as an attempt to bring us “as
close to Bentham” as possible by providing an dpmral definition ofwhatit is that is measured in

happiness studies.

With regard to normative policy conclusions, reshasnindividual well-being is intimately linked
with Bentham'’s notion (1776: Preface) that “it e tgreatest happiness of the greatest numbersthat i
the measure of right or wrong.” In other words: &ash on individual happiness is commonly seen as
a preparatory step for the consideration of theeggie, i.e., thevell-being of society As such, it is
closely associated with public policy making and fresent debate on indicators on social progress
“beyond GDP.” With a view to collective rationalignd social progress, happiness considerations
have also been merged with sustainability consiie® The consequential focus on thell-being

of future generationsimplies that the measurement and short-term piiedi of well-being are not
satisfactory. Instead, long-term developments hHavbe anticipated and considered (Stiglitz et al.
2009).
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It is critically discussed by Stiglitz et al. (200® which extent present well-being may servedd-g
ance for what should be done to safeguard soaairess and future well-being. In line with the capa
bility approach of Sen (1979 and 2010; NussbaumSamd1989), they argue that the scarcity of envi-
ronmental goods is subject to change and therékaly to affect the value of these goods in teohs
their capacity to generate well-being in the futu@onsequently, they propose focusing on the
maintenance of the objective factors that can iube expected to promote people’s well-being,
i.e., the preservation or increase in the quamtitguality of “stocks” in human, social, and physic

capital as well as in natural resources.

2.3.2 Well-being from a theory-of-measurement perspective

The objective of empirical happiness research fstbout which conditions foster happiness and how
changes in these conditions impact people’s wetigheéBefore we can attempt to identify the relation
ships between well-being and its determinants, wietrensure that happiness is reliably measured.
From a theory-of-measurement perspective, the ¢tieal construct “happiness” constitutetatent
variable that cannot be observed or measured Wjirdastead, it must be operationalized, i.e., indi
rectly measured by means of one or seveatifestvariables. Depending on the relationship between
manifest variable(s) and the latent variable adriest, two fundamentally different measurement mod-

els are distinguished. Figure 5 outlines the twaem®with a view to the measurement of happiness.

Figure 5: Formative and reflective models for measing “well-being”

i(r?c?ijcee(l:ti\;g* : Llfe-.alalllltlgs (l)f the Subjective | Subjecive
! Individua well-being (overall \ | _| indicators*
————— : satisfaction with : (psychometrig
Objective | Liveability of the life-as-a-whole) ! scales)
indicators* | environment :
N L"""""""""""""""""""""""J“
Formative ~
Model Reflective
Model
---- Theoretical model O Theoretical constructs (latent variables)
—» Direction of causality [ ] Observable metrics (manifest variables)

* The term “objective” is to indicate that the indicator values are objectively observable as opposed to
“subjective” indicators that result from introspection and psychometric self-reports.

In aformative measurement modelthe manifest variables relate to factors thatpaesumedo de-
termine the latent variable “happiness.” We understandlabent variable “happiness” as being an
endogenous variable that is dependent on two exogevariables that are latent as well: life-ability

(i.e., the individual's intrinsic capabilities t@ge with life), and liveability (i.e., the favoranless of
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the individual’s natural and social environmentsforrespondingly, two sets of measures are used to
indicate an individual's “true” well-being. Exempjaindicators for the life-ability of individualsra
their educational qualification, their physical ameéntal health status, and their incomes and corre-
sponding consumption capacities. Selected indisdhar the liveability of the environment are the
quality of public infrastructure and governmentess levels at work and required overtime houses, th
quality of social relationships, employment vs. mpéoyment, the exposure to air, water and noise

pollution, along with the exposure to violencepeiand corruption.

Formative measurement models have several spéediiares that should be carefully considered, lest
one succumbs to logical fallacies when interprethegmeasures: first, often it is not entirely clea
which direction the causation runs. It may runha bpposite way or in both ways as is true in many
cases due to interdependencfeSecond, in some cases a causal relationship ntagxiss at all. In-
stead, the variables that are used as indicatosafgpiness and happiness itself may be dependent o
some third variable that is not known or diffictdtmeasure. While imprudently jumping from corre-
lation to causation represents a serious fallacgnatinying to arrive at normative conclusions, even
simple correlates will serve the purpose of indiptwell-being in purely descriptive approaches.
Third, a multicollinearity problem will arise if Mlebeing is regressed on its determinants evenghou

it has been measured exactly via these determindaenhoven (2009: 12) has highlighted this prob-
lem nicely by stating that if we are to find outieinfactors are most conducive to happiness, wd mus
not “include conditions in the definition of happss [lest] we get into circular reasoning. Hapsnes

must be conceptually distinguished from its possd#terminants.”

In areflective model the manifest variable is assumiedbe determinedyy the latent variable. We
might also say that the causation runs from thentatariable to the manifest variable which is saen
an observable reflection (response) of the foriAaeflective model in happiness research is a model
where the Likert scale numbers derived from sedbres in well-being surveys are used to approxi-
mate the individual’'s “true” well-being. Since redtive models measure the outcome, they allow for a
regression-type of analysis aimed at identifyingvithfferent factors impact people’s well-being. To
assess the impact of environmental conditions drestive well-being, the Likert scale numbers pro-

vided by people in surveys may be regressed, fairce, on various pollution measures.

Well-being studies are often concerned with pespfeErception of life-as-a-whole. However, there
are also studies that separately collect evaluafiondifferent life domains such as health, solife]

work, recreation, or the environment. Parallelihg &pproaches that are used to gauge the quality of

3We refer to the distinction by Veenhoven (2009)thivi Sen’s capability approach (Sen 1979 and 20the),
term “capability” is conversely used as a supermatdi term that encompasses both the quality ahtdieidu-
al's intrinsic abilities and the quality of the émnmental and social resources that are at hisfisposal.

'®Cohen et al. (2003), for instance, report that feeemo describe themselves as being happy are rasileent
to colds. Diener and Seligman (2004: 1) concluder & review of studies on subjective well-beinat ttout-
comes, even economic ones, are often caused bybeiely rather than the other way around.” Revievéag-
eral happiness studies regarding marriage (Bok :204)0also avers that causation runs both wayspyhapo-
ple are more likely to get married, and marriageéases people’s happiness. Inglehart (2006; afted Bok
2010: 23) found that both effects can even be fdondhe quality of government: happy people sustaid
improve the quality of government, and good governts make people happy.
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life-as-a-whole, both formative and reflective misdare used in life domain studies (cf. Figure 6).
Using a formative model, the quality of life in taavironmental domain, for instance, may be gauged
via the number of recreational areas close tonbe/idual’s home, or the exposure to air and noise
pollution. Using a reflective model, the environrtamuality of life may be estimated via the answer
in surveys in which individuals are asked how $atisthey are with the environment. It should be
noted, however, that the aggregation of well-bemeasures from separate life domains into one sin-

gle well-being measure of life-as-a-whole requtted arbitrary weights are assigned to each of them

Figure 6: Measuring “well-being” in various life domains
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3 The most prevalent approaches to well-being in reo¢ history

In the past decades, interest in well-being andakpcogress has been growing among economists,
politicians, and the public worldwide. As a resufitthis global interest, many suggestions have been
made on how to best measure social progress in thayseach beyond national income and output
accounts, such as GDP or net national income. ppmaches that have been proposed differ in sev-
eral ways: first, widely varying combinations ofiicators are used.Second, while some approaches
are satisfied with compiling lists of indicatorsatitover various dimensions of social progressersth
propose an algorithm for the computation of a cahpnsive index that integrates all relevant dimen-
sions. Third, some indexes are already published myular basis, whereas other initiatives atke sti
in their infancy. Fourth, different organization® dehind the respective initiatives. Some havearbee
launched by national governments, others by intemnal organizations or non-governmental actors.

Table 3 provides a non-conclusive chronologicabggis of existing approaches.

It should be noted that the inclusion of both fotimeindicators (that are related to the conditidagerminants
of well-being) and reflective indicators (that mewsthe well-being outcome) into one single indereyates a
fundamental methodological problem. Even for pudggcriptive purposes, the outcome “well-being”dtio
be clearly distinguished from its determinants, ang index aimed at approximating well-being shauitize
eitherdeterminant®r outcomes in order to avoid double counting.
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Table 3: Eliciting social progress beyond-GDP

Indicators

Commission
and Indexes

Set 1: Economic
Indicators

Set 2: Environmental
Indicators

Set 3: Social
Indicators

Set 4: Subjective
Well-being

Government of Bhu-
tan 1972:

Gross National Happi-
ness Index

Living standard
index (assets, quality
of housing, house-
hold per capita in-
come)

Ecological diversity
and resilience index

Education index,
health index, good
governance index,
time use index,
community vitality
index, cultural diver-
sity and resilience
index

Well-being in vari-
ous life domains
(health, occupation,
family, standard of
living, work-life
balance) measured
on a scale from

1 (very satisfied) to
5 (very dissatisfied)

United Nations 1990:
Human Development
Index

Gross national in-
come per capita

Not included

Life expectancy at
birth, education
index

Not included

Government of Aus-
tralia 2002:

Measures of Australia’s|
Progress

(no algorithmic compu-
tation of an all-encom-
passing single index)

National income,
productivity and
wealth indicators,
disposable househol
income in low and
middle income
groups;

inflation, competi-
tiveness and open-
ness indicators

Biodiversity indica-
tors, land quality,
inland water quality,

d oceans and estuarie$

quality indicators,
atmosphere indica-
tors, waste indicators

D

Health indicators,
education indicators,
work indicators,
family, social cohe-
sion and community
indicators, crime,
democracy, govern-
ance and citizenship
indicators;

culture and leisure
indicators, commu-
nication and trans-
portation indicators

Not considered

new economics foun-
dation 2006:
Happy Planet Index

Not included

Ecological footprint:
land of average
biocapacity required
to sustain per capita
consumption

Life expectancy at
birth

Satisfaction with
“life-as-a-whole”
measured on a scale
from O (worst possi-
ble life) to 10 (best
possible life)

French Government
2008

Commission on the
Measurement of Eco-
nomic Performance and
Social Progress

(no algorithmic compu-
tation of an all-encom-
passing single index)

Material living
standard indicators
(income, consump-
tion, wealth), eco-
nomic insecurity
indicators

Environmental indi-
cators (present and
future conditions)

Health and educatior]
indicators, personal
activities, political
voice and govern-
ance indicators,
social relationships
indicators, physical
integrity index
(crime, accidents,
natural disasters)

Various subjective
well-being indicators
that are to include
cognitive evaluation
of one’s life and
positive and negative
emotions

OECD 2011:
Your Better Life Index

Income index (dis-
posable household
income and wealth),
job index (employ-
ment rate, long-term
unemployment rate,
personal earnings,
job security)

Environmental index
(air pollution and
water quality)

Housing and com-
munity index, educa-
tion index, civic
engagement index,
health index, safety
index, work life
balance

Satisfaction with
“life-as-a-whole”
measured on a scale
from O (worst possi-
ble life) to 10 (best
possible life)

German Government
2013:

Commission on Growth
Prosperity and Quality
of Life

GDP per capita and
its rate of change,
income distribution,
government debt
ratio

National greenhouse
gas emissions, na-
tional nitrogen sur-
plus, biodiversity
indicator (national

Employment rate,
education (secondar
education rate),
health (life expectan-
cy), freedom (World

Not considered

GDP and beyond

(no algorithmic compu- bird index) Bank indicator for

tation of an all-encom- “Voice and Account-

passing single index) ability”)

European Union Still to be Still to be Still to be Still to be
(ongoing). elaborated elaborated elaborated elaborated

19



The goal of increasing “Gross National HappinessS been declared by the King of Bhutan as early
as 1972. Currently, theGross National Happiness IndeX (GNH) is used by the government of
Bhutan to evaluate its policies in terms of encosspay social progress (Ura et al. 2011). Heretal to
of nine equally weighted indexes are used to ass$egwpiness: (1) living standards index,
(2) ecological diversity and resilience index, €8ucation index, (4) health index, (5) good govern-
ance index, (6) time use index, (7) community ujaindex, (8) cultural diversity and resilience in
dex, and (9) subjective well-being. Bhutan’s GNHér is the only index so far that includes the
preservation of its culture in the set of indicatdrhis index is also possibly the most cited examp

a happiness index, and “Bhutan is still the onlggamato formally adopt the people’s happiness &s it
principal goal” (Bok 2010: 4).

The “Human Development Index” (HDI) has been annually published by the Unitedidye in the
Human Development Report since 1990 (UNDP 1990¢. HIBI was the first international attempt to
deliver a more comprehensive development measare @DP. The fact that the HDI uses, and is
limited to, measures of life expectancy, educatang gross national income per capita has beén crit
cized for several reasons. First, the choice dtatdrs has been criticized as being redundarfstas
tistics used in the HDI are so closely correlatéthwne another that indistinguishable alternative
indexes can be created from the same statistitsweity different weights” (Cahill 2005). Seconde th
HDI doesnot include environmental indicators at all. The fdt a minimum environmental preser-
vation is a prerequisite for the well-being of fielgenerations is thus not considered. This isofte

viewed as an inadequacy when trying to provide nmggul policy advice.

From the time of the first publication of the HDI 1990, an ever-increasing number of governments
and inter- and non-governmental organizations haed to find reliable measures of social progress

that can be used as guidance for public policy naki

Since 2002, the Australian Bureau of Statistics b@sn publishing theMeasures of Australia’s
Progress which is a composite of indicators that rangerireocial and environmental to economic
indicators and are categorized into 17 headlinefa@edsupplementary dimensions (Australian Bureau
of Statistics 2011). The aim of the Measures oftflis’s Progress is to assist in answering thesque
tion of whether, and in which dimension, progreas been made. Neither an overall index is comput-

ed nor are subjective well-being indicators inctiitfe

Another attempt to go beyond production and congiampneasures is theHappy Planet IndeX’
provided by the non-governmental “new economicsftation” (first published in 2006). It is an in-
dex which is aimed at showing the relative capgbdif different nations to convert the natural re-

source “land” into long and happy lives for theitizens. To this end, merely three indicators are i

%arious other national and local government botiege started to broaden their statistical reporsiysfems.
The Office for National Statistics in the UK hagluded well-being questions in its ongoing housdtsalr-
veys in 2011. The province of Alberta in Canadasuseomposite of 64 existing statistics (includimgrk
hours and incidence of violent crime) called “Canadndex of Well-being.” Similarly, the statesMfryland
and Vermont in the U.S. use an index called “Geautnogress Indicator” to measure sustainable pribgpe
(Wolverson 2012: 45).
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cluded into the computation of the index. No expkconomic measure of well-being is included in

the index (new economics foundation 2012).

In 2008, a Commission on the Measurement of Economic Performae and Social Progress”
was established by Joseph E. Stiglitz, Amartya 8ad,Jean Paul Fitoussi at the request of Nicholas
Sarkozy, the former President of the French ReptbWhile the commission considered all four sets
of indicators in its report (Stiglitz et al. 200®)did not propose an all-encompassing single index for
measuring social progress. Instead, the reporttpant the need for more and improved indicators
and data collection. Stiglitz et al. (2009) ardguat tvarious measures are available to describguthle

ity of life and that the measures to be used departtie questions that are addressed.

In 2011, the Your Better Life Index” was established by OECD as a WEB tool. Contrarthé&o
United Nations’ Human Development Index, it inclag@vironmental and subjective well-being indi-
cators. Every user of the Your Better Life WEB toaln adjust the index individually. To be more
precise, the weights for seven sets of indicatoessat by default on one, but the user can assign
weights from 0 to 5 to each of them. Accordingrdividual weights, the ranking order of the includ-
ed countries may change (OECD 2013b and 2013c).

Early in 2013, the GermarEnhquete Commission on Growth, Prosperity and Quality of Life”
delivered its proposal on how to go “beyond GDPteTCommission deliberately refrained from
computing a single index. Instead, the majorityt®politically appointed members suggested a ket o
ten indicators to measure economic, environmeatal, social development. A measure of subjective
well-being is not included in this set. The Gerngawernment is expected to release an annual report

on these indicators (Deutscher Bundestag 2013).

Even though a roadmap was released in 2009, thative of the European Commission labeled
“GDP and Beyond has not yet provided suggestions for the consivn®f an index. It is envisaged,
however, to include social, environmental, and ecao indicators as well as subjective well-being
measures (European Commission 2009). All approaalmesd at measuring social progress beyond
GDP differ in their details. This can be attributeddiffering subjective evaluations of those whie a
in charge to suggest measures of well-being. Tlanele of Bhutan, which is the only country to
include indicators on cultural diversity and rasilce in its GNH-index, illustrates that this praces

highly dependent on cultural values.

%0Other members of the commission included: Bina AgérKenneth J. Arrow, Anthony B. Atkinson, Frargoi
Bourguignon, Jean-Philippe Cotis, Angus S. Deaté@mal Dervis, Marc Fleurbaey, Nancy Folbre, Jean
Gadrey, Enrico Giovannini, Roger Guesnerie, Jamddedkman, Geoffrey Heal, Claude Henry, Daniel
Kahneman, Alan B. Krueger, Andrew J. Oswald, RoBerPutnam, Nick Stern, Cass Sunstein, and Philippe
Weil.
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4  Conclusion — how consider well-being in public patly analysis and making?

Public policy can be equated with “governance byegoments” in that it is concerned with the provi-
sion and distribution of resources and/or the ratipn of the behavior of social actéf€Every policy
intervention and act of legislation should be basedhe assumption that it produces social progress
and increases societal well-being compared touatsin without that intervention. Popular instances
of such interventions include the imposition of thipbacco taxes to encourage people to make a
“healthy” non-smoking choice, food safety and eomimental legislation, compulsory schooling,
speed limits, etc. There are other collective ahajoestions, such as mandatory health insurance or
the provision of free education, where there is Bgreement and where different countries havelopte
for different degrees and types of policy interiemt In other words, while it is undisputed thatvgo
ernments need to devise public policies, it remainsgitimate question of public debate as to what

extent, in which contexts, and in what way govemimashould provide, distribute and regulate.

Simply observing people’s preferences as revealdbdir behaviors in a given context (e.g., the mi-
gration of young people from rural areas to citiss)ot enough to guide policy makers (e.g., regard
ing rural development policies), unless one adaptextreme libertarian view that zero interveni®n
always the best policy. Instead, policy makers readtypes of information: first, to be able to lsgtpt
identify relevant political goals, they need to Wnahere policy interventions are needed to foster
social progresspplicy goal settinyy second, to select adequate measures for ang gisiitical goal,
they need to understand which types of interventidihhave which impact on people’s behavior and

well-being policy impact analysjs

In the recent years a lively debate on the questainvhether and how happiness measures and re-
search should be used within the public policy glesind evaluation process has surged (e.g., Dolan
and Metcalfe 2012; Dolan and Peasgood 2008; FrdyStmtzer 2012). We may summarize this de-
bate with the words of Levinson (2013: 15): “Thestpa0 years have seen the introduction of happi-
ness economics as a new tool for answering impoptaiicy questions, a tool with its own new set of
hurdles and biases that must be confronted.” Witgoing into the particularities of these hurdies,

see two principle ways in which happiness reseaachcontribute to the setting of policy goals that

foster social progress:

Goal setting 1 — assess what is in the true intetesf potentially bounded rational peoplewhose
observed “preferences are often not a very goodegaf the well-being associated with the conse-
quences of [their] choices” (Dolan et al. 2008:.9bhappiness research provides evidence of what i
conducive or detrimental to people’s well-beingvergually contrary to their own evaluations and
choices — it can, first of all, make a contributitoavards the identification of misguided policiésit

should not be carried out. Looking beyond the qaestf what should not be done, the question of

“YWe refer to the definition by Braithwaite et al0(: 3). “Governments and governance are aboutigiray
distributing, and regulating. Regulation can beosived as that large subset of governance thdtostasteer-
ing the flow of events and behavior, as opposqutawiding and distributing. Of course, when regoitatregu-
late, they often steer the providing and distribgtihat regulated actors undertake as well.”
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what should be done to foster social progress neehls considerédl In this respect, there has been
much debate on whether paternalistic approacheegitemate® In this debate it should be recog-
nized that all acts of government are paternalistibat they are (and should be) based on thexgssu
tion that people’s behaviors without the interventivould produce less “social good.” This apples t
weak forms of paternalism that resort to educatiod training (e.g., health education, antidiscramin
tion training) or the provision of incentives (e.thbacco taxes, voluntary environmental schemes) a
well as to strong forms of paternalism that resmrhandatory law (e.g., occupational safety lawgdfo
safety law). Advocating a context-dependent patemmaBok (2010: 59) states: “On questions about
which a large majority of constituents feel strgnghwmakers are likely to accede to popular senti-
ment, [...]. On other issues, [...], legislators teagxkercise a good deal of discretion in deciding ho
best to serve the interests of their constitughts.using happiness research to inform decisions],
lawmakers are not ignoring the interests to theirstituents by catering to powerful interest groups
Nor are they expressing their own private viewsuahwohat voters ought to value. Rather, they are
relying on persuasive evidence on whdt make constituents happy [...].” According to thigdan
standing, happiness research has the capacityfdonirpolicy makers about where public interven-
tions, which have so far been focused on mater@itl, should be extended to include the abatement
of human misconceptions such as the overestimafiatility derived from consumption and the un-
derestimation of associated disutilities. This maguire redirecting at least some public efforts to
wards social cohesion policies, the promotion gipsutive and family-friendly work environments,
the mitigation of social inequality, and the redoctof socially competitive consumption attitudes —
even if many citizens ignore the negative intemadi between their income and the non-economic

determinants of their well-being.

Goal setting 2 — assess what are the true wantsdople with multiple goals:lnasmuch as people

are aware of their multiple goals beyond consumpti@appiness research may also provide evidence
as to what people desire in terms of public sesyig®rastructure, environment and social condgion
Many conditions of social life that are conducieehiappiness are not provided by the market or only
to an insufficient degree. As these conditionsgaely non-existent, and thus not part of the choic
set that is available at present, one cannot dedbeagis important to people by observing thaatu-

al choices Instead, one would need to know peoplaisinterfactual choiced.e., know what they
would choose if given the choice. With this in milhdppiness research can be understood as being an

extension to willingness-to-pay analy$&sspecially in the social arena where people duetent to

?n light of findings from happiness research, Edist¢2013) for instance concludes that policieswdt focus
on full employment and establishing a comprehensbaal safety net.

?2This question is part of a more general debatéheright balance between personal freedom andrifozce-
ment of collective rules by governments. This hearba controversial issue ever since Hobbes’ (1651inc-
tion between the (anomic) state of nature “whemrgwnan is enemy to every man” (Hobbes’ 1651: Gérapt
XIIl) as opposed to a social contract by which tigt to enforce rules (monopoly on the use of &rhas
been ceded to a sovereign authority (the LEVIATH&MNstate).

“)t has been noted that subjective well-being datalie used to complement conventional methods\ifaen
mental valuation, such as stated willingness-to-gglyses (Dolan and White 2007; Frey and Stut@éep
Modeling life satisfaction as a function of inconmise, air quality or other variables is one exanip.qg.,
Luechinger2009; vanPraag and Baartsn2D05). The money that is required to compensatplpdor noise
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map the value of certain features, such as sasiaignition and mutual trust, explicitly into mongta
units. Happiness research in this context can secaged with counterfactual choices as investtyate
in marketing studies. While the latter is aimeddantifying innovative products and services that
consumers want, the former is aimed at identifyting institutional innovations that citizens want.
Policies for the development of rural areas prowdellustrative example: policy makers who attempt
to improve the quality of life in rural areas needinderstand what rural dwellers judge themsehges
valuable and thus relevant for their well-beinglasrom income and consumption opportunities. The
dichotomous distinction into “liveability” of thengironment and “life-ability” of the individuals of

interest may be a helpful structuring device i giitempt.

Policy impact analysis — assess what are the likelgactions of people to policy changesVe have
seen that happiness research may help policy makedentify relevant political goals. Once policy
goals and promising policy alternatives (i.e., piging institutional innovations) to achieve saidalyo
have been identified, happiness research can alp@blicy analysts to gain a better understanding
the behavioral changes that are likely to resolnfalternative policy choices. So far, mainly ragb
choice-models based on the behavioral assumpti@aaimpletely informed and exclusively profit-
maximizing homo economicus have been used to agdesk behavioral adaptations to natural, tech-
nological, and institutional changes are to be etquk Using narrow rational-choice-models generates
the risk that both the pace and the type of behalvaxdaptations to changing environments are mis-
judged. Real-life actors who realize that their Ivbeling depends on more than money will pursue
multiple goals including leisure and self-deterntiora, rewarding family life and satisfying social
interactions in general, as well as non-competiéimd trusting relationships in the work place. They
may be furthermore bounded rational in the purstitheir multiple goals. The results derived from
one-dimensional rational-choice-models may theack external validity which, if disregarded, may
lead to policy designs that would only work for@stthat do not exist in reality. Such designs are
very likely to cause counterproductive results. iAgathis background, happiness research, eveptuall
in combination with experimental economics, mayphel substitute the narrow homo economicus by

a more realistic conception of man in policy impacalyses.

Despite the above-described information potenfiflappiness research, it must be acknowledged that
there is much disagreement on whether aggregateidadl happiness should be the aim of public
policy at all. There are three main objectionsstriibertarians prefer lean governments in gereamell

will want to restrict government action to protectipolitical freedom and property rights. Second,
constitutional lawyers may make the argument thate are indispensable moral principles such as
the fundamental human rights that must be upheldgandently of whether this increases or decreas-
es aggregate well-being according to happinessestuthird, political philosopher such as Sen (1979
1987 and 2010) advocate that public policy shoatdi$ on an ongoing comparative analysis and im-

provement of people’s capabilities. Capabilities anderstood to represent people’s factual freedoms

pollution or other disturbances (“compensating ation”) can then be determined by observing the ot
substitution between income and the variable @rast that leaves life satisfaction constant.
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of choice and thus their potential to achieve vialeidife outcomes (i.e., their personal abilitiesldhe
opportunities provided by their natural and soemVironments). The capability approach is not re-
stricted to civil and political rights but includ&sghts” such as the freedom to access safe vsater
plies and sanitation or the freedom from hungéteifcy, and diseases, all of which are countéufac

al choices for many people. The line of reasonisgpeiated with the capability approach is that the
human capacity to adapt even to unacceptable ddjoms may not be taken as an argument for ac-
cepting such living conditions even if happinesseezch reveals that people who are subjected {o the

se conditions manage to be quite hafipy.

We can finally conclude that the promotion of simgthle well-being that avoids dire consequences
for the well-being of third parties including futugenerations represents an appropriate and legiim
aim of public policy in general. The manner in whigevidence from happiness research is to be used
towards enlightening policy makers in their quesfihd adequate policies cannot be determined in
general, but depends largely on the respectiveeydield and problem under consideration. Rural
development policy is an illustrative example ttvad meaningful uses of happiness research can be
envisaged in practical policy making: first, hapgsa research may help policy makers to discover
which public services, infrastructure, environmantl social conditions foster people’s well-being ;
second, it may help policy analysts to developadisiéc conception of man which facilitates an ade-
quate modeling of the multiple-goal and potentidibunded rational actors who are to be subjected to

institutional innovations.
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