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PROLOGUE

PROLOGUE

'The Legatum Institute established the Commission on Wellbeing and
Policy to advance the policy debate on social wellbeing. This report aims
to give policy makers a greater understanding of how wellbeing data can
be used to improve public policy and advance prosperity.

'The Legatum Institute is founded upon the principle that prosperity is a
more capacious idea than can be expressed by a purely material measure
such as Gross Domestic Product (GDP). Consequently the Institute’s
own Prosperity Index is based on both wealth and wellbeing.

'The Legatum Institute has sponsored the Commission on Wellbeing
and Policy in order to help stimulate a debate as to if and how wellbeing
analysis should influence government policy.

'The Commission operated independently of the Legatum Institute and
its views do not necessarily reflect those of the Institute.
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INTRODUCTION

Why use wellbeing as a measure of progress in
society? What are the alternatives? In particular,
what is wrong with GDP as a measure?

1.

Little and Mirrlees (1974)

Thirty-four years ago I was recruited as an economist by the UK Treasury and told
to revise the Green Book. This was the UK government’s bible on how to perform
cost-benefit analysis (CBA). All policy decisions were supposed to be based on an
assessment of costs and benefits using these guidelines. In reality, of course, many
policies were implemented without any formal CBA, particularly if they had been
promised during the election campaign. But as evidence-based policy making
became more established, CBA was used much more widely as a way of assessing
the merits of different policy options.

Non-economists, who constituted the majority of policy advisers at the time and
still do in most countries, tend to list advantages and disadvantages of policies
and then use ‘judgement’ to come to a recommendation, or leave the application
of ‘judgement’ to the elected decision maker. Such processes make it hard to
demonstrate that various decisions have been consistent and also to defend the
choices made against, for example, opposition politicians who may have come to
different judgements.

CBA is a way of making consistent, rigorous judgements based on explicit
assumptions. A good CBA will help a decision maker to defend their judgement
and improve the quality of the debate about whether the right policy option has
been chosen. CBA was thought to be objective and hence a scientific way to come to
decisions. However, as is explained in detail in Chapter 1, it is based on a set of value
judgements that many would question.

I had spent my postgraduate years learning from Ian Little and Jim Mirrlees’ who
taught me at Nuffield College, Oxford. They had devised a way of doing CBA that
was intended primarily for use in developing countries, although in fact it was a
more sophisticated form of CBA than was used in most advanced countries. It
recognised the pervasive problems of market failures, externalities, and the particular
problems of CBA for government projects in health and education. In many cases
in developing countries it was impossible to use market prices to value costs and
benefits because often they were distorted by taxes, subsidies, or non-competitive
markets, or prices simply didn’t exist, since many public goods, like health, were
provided free at the point of delivery. The extent of absolute poverty in developing
countries also meant that many government policies were designed to help poorer
groups most of all. Yet traditional CBA valued a £1 of benefits going to a millionaire
at the same level as a £1 accruing to someone scraping a living in the slums of Delhi.

Little and Mirrlees had come up with clever ways of solving these problems but they
were complex and in practice were used all too rarely. Politicians were particularly
nervous about the distributional issues. I found it odd that ministers could accept a
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2.
3.

4.

Stiglitz et al. (2009)

Speech given by Robert F. Kennedy on March 18,
1968 at University of Kansas www.jfklibrary.org/
Research/Research-Aids/Ready-Reference/RFK-
Speeches/Remarks-of-Robert-F-Kennedy-at-the-
University-of-Kansas-March-18-1968.aspx

See Layard (2011)

consistent view about issues like the value of life, or serious injury, or time, yet they
were reluctant to be pinned down on any distributional weighting system. These
debates were really about how to measure success. It is inevitable that countries will
want to measure how well they are doing both over time and compared to other
countries. As individuals we all are keen to know how we are doing: Are we top of
the class or in the middle of the pack?

So how should we measure success? This is not just a question about our place in

a league table. Individuals want to lead more fulfilled lives and governments want
to make the right decisions to improve conditions in their countries. Philosophers
and social scientists have attempted to answer this question for both individuals
and societies, and the intensity of this debate has picked up dramatically in the last
few years.

It is also relevant to how we measure success and failure. At the individual and
household level we use measures of deprivation to indicate groups that need
assistance. For example, the last UK Labour government had a goal of ending child
poverty by 2020, a goal accepted by the Coalition when it took over in May 2010.
Child poverty was defined as children living in homes with less than 60 percent

of median UK incomes. But only looking at incomes can be misleading. Current
ministers have argued that factors like unemployment, family breakdown, and
addiction should be taken into account. The obvious answer is to measure directly
the wellbeing of the children and appraise policies in terms of their impact on
wellbeing. We can then debate whether to have targets for raising the bottom levels
of wellbeing and about acceptable levels of inequality of wellbeing.

At the country level over the last fifty years, ‘success’ has tended to be measured in
terms of Gross Domestic Product (GDP) or GDP per person. This measure is not
well suited to modern, service-based economies with larger government sectors.
'The deficiencies of GDP were spelt out in the Stiglitz, Sen, and Fitoussi report?
and the limitations are broadly accepted by most economists. This is not to say that
GDP measures should be dropped: they have a long history and are very useful

for marking comparisons over time and between countries (since an international
methodology has been agreed). However, they do not tell the whole story, as Robert
F. Kennedy pointed out in 1968:

[GNP] measures neither our wit nor our courage, neither our wisdom nor our learning,
neither our compassion nor our devotion to our country, it measures everything in short,
except that which makes life worthwhile.

So why don’t we simply go straight to measuring costs and benefits in terms of
their impact on overall wellbeing? There is now an understanding that this is the
right approach but there remain differences about how to define ‘overall wellbeing’.
One solution is to use measures of subjective wellbeing (sometimes expressed as
SWB) by which we mean the answers to questions about people’s happiness and
satisfaction with their lives.* This approach fits with a utilitarian view of the world
where governments try to maximise the sum of everybody’s happiness (or utility or
‘hedonic experience’). So in this report we focus on subjective wellbeing — or what,

for short, we shall often simply call ‘wellbeing’.

'This approach has been used in traditional welfare economics. When coupled
with assumptions about how utility changes with income, it provides a powerful
analytical approach. Unfortunately, the relationship between income and utility is
quite complex, for reasons explained in chapters 1 and 3. There are other problems.
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Sen (1985)
Nussbaum and Sen (1993)
Huxley (1932)

Bruni et al. (2008), Skidelsky and Skidelsky
(2012), British Academy (2014)

'There are profound interactions between people that are not mediated through
voluntary exchange — we get some of our tastes from society and our interactions
with other members of society are not all of our own choosing. People’s attitudes
change over time and depend upon context. For example, I might not be bothered
about getting a free drink of water in my everyday life, but if I were imprisoned
without food or drink I might be made very ‘happy’ by a simple glass of water. We
also know that people adapt to their situation. It is remarkable how the reported
wellbeing of people who have lost a limb returns, on average, towards its former
level within a few years. The answers to questions about our perceived happiness and
life satisfaction can of course be affected by the context in which they are put, and
this explains economists’ strong preferences for looking at what people do, not what
they say. While GDP measures are usually very precise, they are an incomplete part
of the whole. Wellbeing measures are much less precise, but, as explained in Chapter
2, there are ways of handling these problems and at least the subjective wellbeing
approach is trying to measure what really matters — our overall wellbeing.

Some, like Amartya Sen® and Martha Nussbaum® start from the premise that there
is more to life than just utility or happiness. Freedom, rights, and opportunities are
examples of other crucial factors that need to be taken into account. Films such

as The Matrix have introduced the concept of a human plugged into a machine
where they lead a ‘dream’life. Should we accept that such an individual is in a
better state than someone with lower subjective wellbeing living in the ‘real world™?
Aldous Huxley’s novel Brave New World” posited a society where happiness pills
were available to keep the population content. Huxley also wrote of a world where
different classes of people were genetically produced and then programmed to
have different levels of aspiration. And in some real societies, we have caste systems
and different levels of citizenship with more rights for ‘natives’ then migrants. Sen
argues that the reported happiness of people is not all that matters: we should also
take account of individuals’ freedom of choice and how far society allows them to
enhance their capabilities and flourish. Some describe this as how far society allows
individuals to lead ‘good lives’. The risk in this approach is that the state ends up
defining what constitutes a good life. For more on this debate, see Capabilities

and Happiness, edited by L. Bruni et al., 7be Good Life by R. and E. Skidelsky, and
Prospering Wisely by the British Academy.® It is picked up further in Chapter 2 on
measuring subjective wellbeing, which distinguishes measures of life satisfaction,
affect and eudaimonics.

In light of this debate, how can we make progress in making better public policy
decisions? First, it is sensible to attempt to build institutions, pass laws, and
create incentives to raise capabilities and create the environment for citizens to
lead fulfilling, satistying lives. Then when it comes to appraising specific policy
decisions, it seems reasonable to look at their impact on reported life satisfaction.
If governments are doing a good job, they will be enhancing their citizens’
perceptions of how satisfied overall they are with their lives. Again, it is not a
perfect measure, as governments could manipulate aspirations in order to appear
more successful. But in societies with a free press, and in a highly interconnected
world with widespread access to the Internet and social media, such manipulation is
becoming much more difficult.

There are various ways of measuring life satisfaction (or life evaluations), but,
reassuringly, different methods tend to produce similar results. However we need
to be aware that measures of both life satisfaction and hedonic experience, such
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as ‘How happy were you yesterday?’, are sensitive to issues like the ordering and
framing of questions and the way in which the questions are asked, for example,
whether by phone or in person. And there is an assumption that people are capable
of answering questions about how satisfied they are with their lives. These problems
are discussed further in chapters 1 and 2.

In addition, measures of life satisfaction appear to be less subject (though far from
immune) to some measurement problems, for example, the impact of the order, or
even manner in which questions are asked.

Some examples might help explain when and how wellbeing can best be used

in public policy. Take the case of a government that has, for political reasons,
intervened to rescue a company operating in an area with few other employment
opportunities that would otherwise have gone bankrupt. The decision to intervene
might well have been based on protecting the wellbeing of the community.

'The decision about how best to run the company is probably best made on the
traditional ground of restoring it to profitability so it can be returned to the

private sector. In contrast, consider the provision of health or education services.
Governments around the world tend to provide such services at the point of delivery
at prices well below the actual costs. This is to provide benefits to society that
outweigh individual benefits and reflect a desire to reduce inequalities. The impact of
such government services on wellbeing is one very important measure of the success
of these programmes. Indeed, if you consider the areas that are generally provided
by the state, such as the criminal justice system, welfare benefits, child support, and
help for older groups, they are all very difficult to measure in traditional economic
ways because of the absence of market prices. Of course, you may also need to
check that while increasing life satisfaction, you are also increasing the capabilities
of individuals and society as a whole. For example, you will want to check what
education, health, and housing possibilities exist for various groups in society and
whether there are any unjustifiable biases in terms of gender, ethnicity, or location
for example.

Whatever metric we choose we have to resolve three important issues. First: How
do we compare my wellbeing or capabilities with that of someone else? Without

a way to make interpersonal comparisons we head down the blind alley of the so-
called ‘new welfare economics’. This is where political values come in. In an ideal
world the parties would make explicit their weightings and this would be the focus
of debate. But this is very unlikely to happen, at least within the next decade or so.

'The second problem is how to compare my wellbeing now with my wellbeing next
year. Are they equally valuable or should we discount the future? If you give lower
weight to a person who has higher wellbeing than someone who has a lower level, as
I would, must you also give a ‘future me’a lower weight than the ‘current me’, if you
are sure that the ‘future me’ will have a higher wellbeing level? These may sound like
difficult, even unanswerable, questions, but in fact we answer them routinely when
we make public policy decisions. These issues, and potential answers, are discussed in

Chapter 4.

'The third issue is presentational but also important. When presenting CBA results
or, say, the impact of a tax or benefit change, policy analysts list the results by income
groups. For example, we would show the impact on the top 10 percent down to the
bottom 10 percent by income. This is traditional and probably should be retained

by now as it is familiar. But we know that for some groups wellbeing and income
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9. Dolanetal. (2010)
10. Oliver (2013)

can vary with some having much higher or lower wellbeing than would be expected
given their income. Hence it is worth showing the impacts by wellbeing grouping
as well.

In general, most of the policy work done by governments tends to value rich and
poor alike and to apply a pure time discount to benefits to future generations. It is
not easy to reconcile these two decisions but they are so deeply imbedded in the
analysis that they are usually not challenged. Perhaps the best solution is to lock the
philosophers in a room and not let them out until we have clear usable definitions
of wellbeing, and guidelines for how to tackle interpersonal and inter-temporal
comparability. In my ideal world, each party would spell out its chosen definitions
and measures and then we would be able to assess if governments were making
progress, using their own definitions of success. This is a necessary but, alas, not
sufficient condition for coherent policy making.

'The other step is to look at the micro foundations of public policy. In other words,
we need to understand the assumptions made by policy analysts about how people
make choices. We have to start by assuming that there is some long-term objective.
Economists assume we maximise our utility or wellbeing which is related to our
consumption, which in turn depends upon our income. But our earlier discussion of
wellbeing is relevant here. It will not do to measure wellbeing simply by looking at
income or consumption. This misses out so much of what makes life worth living.
One answer is to attempt to maximise subjective wellbeing. Some would want to
incorporate capabilities and functioning as well.

Having come up with an acceptable definition of what individuals are trying to
maximise, economists then go on to infer from their actual decisions the ‘revealed’
details of their preferences. However, psychologists are warning us that this is very
dangerous as individual decisions can be influenced by what many would regard
as irrelevant factors. We all know that our decisions can be influenced by factors
that, with hindsight, we should have ignored. There are plenty of examples of the
importance of ‘framing’, for example, and its effect on decisions. The list of areas
where we operate in a way that is not consistent with, or at least generally included
in, standard economic models is rather long. The MINDSPACE report® gives a
good list. More examples are given in Chapter 1 and in Behavioural Public Policy,
edited by Adam Oliver."

Once we accept that individuals make choices that might not be in their, or
society’s, long-term interest, we have potentially established a role for public

policy. Most standard texts in public policy discuss the need for government to
deliver public goods, to intervene to tackle market failures and externalities, and to
redistribute resources. All these arguments are valid but I believe we should add the
consequences of these behavioural ‘failures’ to the list. There is one important caveat:
we must never lose sight of the consequences of the same behavioural factors on

the ability of governments to tackle all these issues. After all, governments are run
by politicians and policies are implemented by public servants, who have their own
behavioural motivations. To give you one example, in the UK system, all ministers sit
in either the House of Commons or the House of Lords. This means they regularly
perform in front of their backbenchers. It is therefore hardly surprising that
ministers tend to think of solutions that will be well received in both Houses. Quite
often, this imparts a bias towards legislation as the way of solving a policy problem.
Yet as a long-term tool, legislation has its disadvantages as it can be very rigid and
quickly become ill suited to the dynamic world we inhabit.
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. Thaler and Sunstein (2008)
. Speech given by the UK Prime Minister David

Cameron on wellbeing on November 25, 2010
www.gov.uk/government/speeches/pm-speech-
on-wellbeing

. Speech given by Chancellor Angela Merkel at the

OECD, Paris, on February 19, 2014

. Speech given by Ben S. Bernanke to the 32nd

General Conference of the International
Association for Research in Income and Wealth,
Cambridge, Massachusetts, on August 6, 2012
www.federalreserve.gov/newsevents/speech/
bernanke20120806a.htm

. Helliwell et al. (2012), Helliwell et al. (2013)

There is a further philosophical issue about whether governments should intervene
to correct behavioural ‘mistakes’. Some argue that ‘mistakes’ are impossible as
individuals know better than the State what is in their own interests. Others say that
even if the State does know better, it should not intervene as otherwise individuals
will never learn. Both arguments have some force, but in the end governments have
to decide if overall wellbeing will be enhanced by action. Such judgements inevitably
involve interpersonal trade-offs, but that is precisely what elected governments are
in office to decide, in my view.

However, there is a very strong argument relating to individual freedom. We believe
that individual freedom is a hugely important part of wellbeing. An ideal outcome
is for individuals to make choices that work for them and society as a whole. There
are occasions when individuals make choices that they later regret, for example, not
saving enough for retirement. One possible consequence is that the State has to step
in to enhance their income. A much better outcome is to ‘nudge’ the individuals to
save more and start saving earlier. This is precisely what has happened in the UK
with people now being enrolled in their company pension scheme as the default,
rather than having to opt in. This policy option maintains people’s freedom either
to be enrolled in the scheme or not. An alternative, such as that used in Australia, is
to force people to save by making membership compulsory. The UK solution is an
example of libertarian paternalism, which is at the core of the recommendations in
Sunstein and Thaler’s Nudge (2008)." It accepts that people will not always do what
is in their own long-run interests and in that sense is paternalistic, but it is non-
coercive and therefore liberal. The point about nudges is that they should enhance
people’s wellbeing, taking into account the benefits of having freedom to choose.

'This report explains how governments and individuals can take account of wellbeing
and use it for everyday decisions. Chapters 4 and 5 contain plenty of real examples.
Countries around the world are becoming attracted to these compelling ideas but
are nervous about how they can be made operational. It is our contention that these
ideas will lead governments and individuals to make ‘better’ decisions, defined as
decisions that will raise wellbeing. The fact is that governments are already moving
in this direction, although not all have gone as far as Bhutan in stating that their
goal is to maximise ‘Gross National Happiness’. But the prime minister of a centre-
right party like the Conservatives in the UK, now governing in coalition with the
Liberal Democrats, has said:

We'll start measuring our progress as a country, not just by how our economy is
growing, but by how our lives are improving; not just by our standard of living, but

by our quality of life.”
Similarly Chancellor Merkel recently highlighted the importance of wellbeing as
she emphasised that:

Industrialised countries do not only have the GDP and growth issues.”®

Even hard-nosed central bankers, like Ben Bernanke, have argued:

The ultimate purpose of economics, of course, is to understand and promote the
enhancement of fwellbeing.”

Very few academics of any discipline, would now argue that a country should
attempt to maximise GDP. The Stiglitz Commission firmly rejected that approach.
‘There have now been two World Happiness reports™ looking at global evidence
on wellbeing. And the OECD has led the way, looking at various ways to
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measuring overall success that go way beyond simple GDP figures. Their approach
to measuring subjective wellbeing in particular is explained in greater depth in
Chapter 2. The tide has turned, and with it the scale of research into wellbeing and
happiness measures has expanded enormously. We do not yet have all the answers,
but we are at least looking in the right place. This report looks at how the world
should measure success in the post-GDP only era. This is not an attempt by rich
countries to move the goalposts in their favour; it is highly relevant for all countries.
For example, in emerging economies like China and India, there will be substantial
increases in GDP but it remains to be seen if these will be accompanied by similar
rises in wellbeing. Another example is the mass migration from rural areas to big
cities that is occurring in many countries around the world. This may be pushing
GDP but not wellbeing in many cases.'®

'This report also considers how to move on from the measurement issue to deciding
what governments should do. Chapters 4 and 5 explain how to turn these concepts
into practical manuals for decision making. This is work in progress but it is already
influencing how governments make real decisions. Certain technical deficiencies
need to be overcome and solutions are presented in the report. We believe that it
will not be long before national governments and international organisations catch
up with these developments.

In Chapter 5 in particular there are numerous policy recommendations based

on research that connects issues such as loneliness to wellbeing. In general, this
research uses regressions or randomised control trials (RCTs) designed to sort out
the separate effect of the specific factor on wellbeing. This is a difficult and often
controversial process: the researcher is trying to get away from inferences based on
correlations which might be spurious. However, there are always problems about
what to use as the relevant controls. For example, could it be that poor people are
lonely and that poor people have lower wellbeing because they are poor, rather than
that there is a correlation between loneliness and wellbeing? By including both
loneliness and income in a regression explaining wellbeing we hope to sort out these
separate effects. In practice there are many other variables that matter so we must
always be cautious about the quality of the research.

Similarly, RCTs are often regarded as the gold standard in research but they depend
on the policies being implemented as precisely as in the trial. Sometimes the sample
sizes were not large enough for us to have been confident about the results, and what
happens in the trial may not be replicated in a large-scale national roll-out.

In addition, in an ideal world we would be working with models that took account
of what economists call ‘general equilibrium’ effects. For example, we may find that
people do not like aircraft noise, or do like green parks, but building an airport or

a park will change property prices, commuting patterns, and where people live in
ways that are not accounted for in the regressions or RCTs. This is why economists
have tried to build models to help them think through how these effects might
operate. Such models are also not without their drawbacks and they often depend
on assumptions about the way people behave that are not supported by the evidence.

Where does this leave us? As policy advisers we need to explain carefully the caveats
behind the research when making recommendations. We should also highlight

the uncertainties, for example by using ranges rather than spuriously precise point
estimates (see Manski, 2013)."” And we need to bear in mind that the decision-
makers may start off with very strong prior beliefs that may be based on rather
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out-of-date or incomplete evidence. We should remember Keynes words from the
General Theory: “Practical men, who believe themselves to be quite exempt from
any intellectual influence, are usually the slaves of some defunct economist.”®

'The purpose of this report is to explain the concept of wellbeing and to suggest how
it can be used to improve policy making. Much of the research in this area is new
and needs to be treated with caution. Nevertheless, it is often of a higher standard
than was used to justify existing policies so if we are to make progress we should
have an open mind and think carefully about what really works.

We are not arguing that we have discovered the unique method of measuring
success. However, the era of GDP being the unique measure is now over, and that
is a positive step. There will be greater debate about what should replace GDP and
it is right that countries decide for themselves what should be the key metrics of
progress. This report should be seen as signalling the end of the GDP-only world
and opening up the wellbeing debate to a broader set of disciplines. We aim to be
roughly right, not precisely wrong.

GUS O'DONNELL
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POLICY EVALUATION,

1 . ECONOMIC ANALYSIS,
AND THE ROLE OF HAPPINESS



CHAPTER 1

THE STANDARD MODEL

'The basic workhorse for economic policy evaluation has long been what we might
call the standard model. It assumes that consumers prefer more to less, that they
have consistent and relatively stable preferences, and do the best that they can for
themselves given the constraints they face. In the simplest version, they choose the
bundle of goods and services that they like best given their incomes and the prices
of each of those goods and services.

It is no accident that this way of thinking has survived so long because it has many
great strengths. It provides a way of predicting behaviour and of thinking about
what happens when prices and incomes change. Predictions are integrated with the
analysis of welfare. Each individual is doing the best they can for themselves — so
there is no role for anyone to interfere with their freely made choices — so choices
and wellbeing are seamlessly integrated. We can also figure out what changes in
prices and incomes will do for the wellbeing of people, at least in terms of how one
thing is valued in terms of another. More specifically, the relative prices of goods are
the same as the relative marginal valuations of the people who buy them. Market
prices indicate what things are worth to people, at least at the margin.

'The link between prices and welfare provides the basis for GDP accounting, as well
as for the use of cost-benefit analysis (CBA) using market prices. The two basic
welfare theorems of economics provide a link between individual and social welfare:
a competitive equilibrium is one of a class of socially optimal arrangements. Utility
maximization by individuals sits nicely with utilitarianism in general, or with other
kindred approaches, such as the maximization of an equity-preferring social welfare
function that respects individual choices. In this framework, there is no need to
measure utility, because we have everything that we need. People’s choices reveal
everything about their preferences that we need to know. Of course, there would be
no harm in measuring utility, if we could do so. But it is unnecessary and, indeed,
doing away with utility, marginal utility, and interpersonal comparisons of utility was
long thought to be one of the great achievements of modern economics.

LONG-STANDING, FAMILIAR PROBLEMS

None of the above says anything about the distribution of income. Market prices are
different depending on who has what, so that whatever ethical significance is carried
by prices is conditional on the distribution of income, which may not be one that we
like. Cost benefit analysis that uses market prices effectively endorses the status quo
distribution of income.
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In a similar vein, GDP and its components, such as personal income or
consumption, tell us nothing about who is getting what. National accountants
used to tell us more about this than has been the case recently, and there has been
a welcome recent emphasis on doing better on a routine basis. Several national
statistical offices are now committed to enabling users to ‘drill down’into the
aggregates and see how consumption, or income, or wealth is distributed over

different groups of people.™

'The standard model has to be extended to deal with public and publicly provided
goods, which often do not have market prices at all, and when market prices exist,
do not capture the fact that public goods benefit many people. Indeed, the provision
of public goods — goods that people cannot provide for themselves individually, but
which can only be provided collectively — is one of the classic roles of government,
some would even argue it is the main raison détre of government. Beyond that, a
substantial fraction of what people consume does not come through the market

at all, such things as services from owner-occupied homes, state provision of
healthcare or education, or goods and services provided by employers to their
employees. None of these have observable prices. In GDP, these items are valued
by making imputations; these are difficult to do, require sensible but often arbitrary
assumptions, and are easily challenged. When doing cost-benefit analysis for these
items, which are the very things that the state has to think about, we have no actual
prices to guide us.

When doing CBA or welfare analysis more generally, we needed rules for correcting
prices when they would be misleading, for example because they contain taxes, or
creating prices when they do not exist. In CBA, this is often done by calculating
‘shadow prices’ to be used in place of actual prices. Shadow prices can also be used to
incorporate distributional weights, as in the famous guidelines for project evaluation
by Little and Mirrlees.?® In principle, shadow prices can also deal with trade-offs
between consumption today and consumption in the future. We suspect that, with

a few exceptions or for a few key prices, shadow prices were not much used in CBA
in rich countries, but in poor countries there was a period when they were used,

but this has essentially been abandoned. Shadow prices were seen as too easy to
manipulate by interested parties, so that proponents of a project could influence
prices in favour of the desired outcome. Even in the best of possible cases, shadow
prices — or any prices at all — are hard to calculate, and require many difficult and
challengeable assumptions.

In general, we can imagine public policy as being chosen to maximise a social
welfare function that respects people’s own tastes over their own budgets, but that
also incorporates distributional objectives. This can include the future as well as the
past, which is essential for some problems, such as thinking about growth strategies
or global warming. These problems can be solved to give optimal policies for direct
and indirect taxes, as well as the optimal provision of public goods. Shadow prices
are by-products of these kinds of calculations.

There are three important reasons why such approaches are less favoured than once
was the case. First, much CBA assumes that we know what is going to happen, and
that the problem is judging whether or not it is desirable. This is often not realistic,
and a great deal of today’s project evaluation is devoted more to finding out about
the outcomes, rather than valuing them, for example by running pilot studies,
sometimes incorporating RCTs. The subsequent CBA is typically seen as a relatively
straightforward tailpiece to such exercises. Second, maximising social welfare is
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a poor description of how political economy works. Some of the manuals contained
instructions for soliciting social welfare functions from finance ministers; those
instructions assumed that finance ministers were focused on improving the welfare
of all of their citizens, while prioritising that of the poorest. In most poor countries
around the world, and in many rich ones, politicians have other concerns. Politicians
may be directing projects to buy political support, or helping their cronies get rich,
or logrolling to get other things they care about, or rewarding their clients, and so
on. Third, the relatively new field of behavioural economics has documented many
cases in which the standard model does a poor job of describing the way that people
actually behave.

As a result of these three factors, it often seems as if traditional CBA is evaluating
something that is not going to happen, using assumptions about motives and
behaviour that bear little relationship to reality, and valuations that are plucked out
of thin air.

MORE RECENT DIFFICULTIES

Any treatment that defines wellbeing over commodities is much too narrow. There
are many other things that people care about other than goods and services; they
care about health, education, their feelings, their ability to participate effectively

in society, and their friendships and relationships with other people. Traditional
analysis admits this, of course, but thinks of these things as outside the economic
domain, and separate from it. But that is not satisfactory if people are prepared

to trade off goods for feelings, for example, or if what happens in one domain has
effects in another. Taking too narrow a view can cause serious mistakes in welfare
judgements. For example, if some people get very rich, and everyone else’s incomes
are unaffected, a standard economic analysis might argue that this makes for a better
world. But if rich people use their wealth to turn the political system in their favour,
or to block improvements in public healthcare or education, and if we ignore those
effects just because they are not economic effects, we can get the judgement dead
wrong. If we are trying to judge whether policies are Pareto improving — that is they
leave at least one person better off and no one worse off — it is essential that we work
in a broad enough space, taking into account a// consequences for wellbeing. It is
simply wrong to say that an increase in income for one group is fine as long as no
one else’s income is reduced.

Another example comes from macroeconomics: an austerity programme or a
recession will cause some people to have lower incomes, which economists regularly
measure through the change in GDP, or to lose their jobs, which we measure
through unemployment rates. But we rarely take into account the worry, stress, or
anger that people feel in dealing with these things. Health might also be adversely
affected by austerity, though the evidence on this is seriously contested.

Fundamental challenges to the standard model have come from psychologists and
behavioural economists, who have catalogued a range of circumstances in which
standard economic behaviour (doing the best one can subject to constraints) simply
does not describe the way that people actually behave. People procrastinate or,
more generally, their trade-offs between things at two distinct times in the future
are different today than they will be tomorrow. Loss aversion is another well-
known example. People construct mental accounts that erect barriers to making

themselves as well off as they might be. And when people look back at an episode,
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their memory of it — which is what helps them to decide whether or not to do it
again — turns out to be seriously biased. Recollections of utility from an unpleasant
procedure — a visit to the dentist — or a pleasant one — a vacation — do not closely
approximate the perceived happiness felt at the time, which can be thought of as
the sum of the hedonics that were experienced; instead people make short cuts,
averaging the peak and end experiences. One might argue that it is up to people to
choose their own way of recollecting, but when debriefed, they tend to recognise
that they are making errors. Such findings undermine the essential connection
between experienced utility and decision-making utility, and open the way for
paternalistic intervention, for others to make decisions for people in their own
interests. Such interventions raise issues of personal freedom and agency that are not
easily dealt with: the ‘nudge’ programme is one response to this conflict. Note that,
if the standard model were true, none of these issues would arise: people do what is
good for them, and the idea of interference simply does not arise.

The list of psychological biases is a long one, and they are particularly widespread in
decisions involving risk or choices over time; human brains are clearly not evolved to
mimic the optimal allocations under uncertainty that are beloved of economists and
control engineers. The absurdity of supposing that people routinely solve dynamic
inter-temporal optimisation problems under uncertainty (many of which are not
solvable on current computers, and which we did not even know how to think about
until 40 years ago) has not prevented much of the economics profession thinking
about macroeconomics under the assumption that people think this way. Just to

give one example, this is important in thinking about policies for mitigating climate
change, where many economists insist on discounting the future at an interest rate
taken from the bond market, supposing that this ‘price’ reveals the way in which
current generations think about future generations. This is surely absurd.

There is a large unfinished research agenda here; economists have to remake
economics in a way that somehow incorporates what has been learned from
psychologists without discarding the valid and useful parts of economics. Many
economists do this informally all the time, picking and choosing which parts of
economics to use according to the situation, and not worrying too much about
inconsistencies across situations. Yet it would be much better to have a more
thoroughgoing treatment that recognises the psychological findings within
something that approaches the general applicability of the standard model. This is
currently a very active area in theoretical and empirical research, and is one of the
main lines in behavioural economics.

HOW CAN HAPPINESS MEASURES HELP?

Direct measures of wellbeing (self-reported or subjective wellbeing, or SWB) do not
play a part in the standard model, essentially because they are unnecessary. If we can
do everything using revealed preference and market prices, then such measures do
not add anything essential, and we do not need to confront the many issues about
whether such reports are reliable, whether or not they correspond to the things

that people are trying to maximise, and so forth. The challenges to the standard
model open up new possibilities in which subjective wellbeing might play a role.
For example, it was the demonstration that recollections, and thus future decisions,
differed from the integral of hedonic wellbeing, that showed that experienced utility
and decision utility were different. Similarly, people might have great difficulty
deciding on what makes them happy or brings goodness to their lives, and we —
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or they — might be able to use subjective wellbeing as an indicator of how they are
doing. There are many claims along these lines, the most famous being the Easterlin
paradox, that we think that material goods will make us happy, but they do not.
Adam Smith thought the same, that the attractions of ‘wealth and greatness’ were a
deception, and wrote, “it is well that nature imposes on us in this manner. It is this
deception that rouses and keeps in continual motion the industry of mankind.” If
revealed preference is a bad guide to wellbeing, perhaps self-reports of subjective
wellbeing might do better.

Note first that the psychology, particularly the demonstration that experienced
utility and decision utility are distinct, rules out one possibility that is often claimed
in the literature, that subjective wellbeing corresponds to utility in the standard
model. It might be close to what people experience, or it might be what people
choose to maximise, but it cannot be both, because they are not the same thing, at
least not always.

Beyond that, there are many distinct measures of subjective wellbeing. There are
hundreds of different questions that have been used to solicit subjective wellbeing.
Some focus on the evaluation of life, or satisfaction with life, some focus on
experienced happiness, and some are hybrids, for example questions that ask people
how happy they are with their lives. Kahneman?' has made the useful distinction
between experiencing life and thinking about life. The former refers to the momentary
flow of emotions, mostly fleeting, mostly impossible to remember, reconstruct, or

to forecast, but that make up the texture of life as it is lived. The latter refers to
measures that come from cognitive reflection on how life is going. Most of the early
literature in the economics of happiness made the casual assertion that the different
measures were all tapping into the same underlying concept, based on (sometimes
not very large) correlations. But it is now clear that this is false. Education is
associated with higher life evaluation, but not with better hedonic experience.
Hedonic experience varies over the days of the week, and is better at weekends,
while life evaluation is the same on all days of the week. Hedonics appear to
saturate with income beyond a point, while life evaluation does not. Life evaluation
is U-shaped with age, but stress, worry and anger diminish steadily with age from
quite young ages.

Given the different measures and concepts, which one is right for thinking about
policy, or doing CBA? There are (at least) two serious options. One, which builds on
the experiments on experienced utility, and which recognises that the brain cannot
integrate momentary feelings, is to fill in for the brain’s failings, and to calculate
integrated (or average) experience for people. This can be done by the experienced
sampling method (ESM — for further details see Chapter 2 on measurement), which
monitors people’s emotions through the day, by the day reconstruction method,
which deconstructs yesterday into episodes, and attaches hedonic experiences to
each of them, or by ‘yesterday’ questions (did you experience a lot of happiness
yesterday?) which are most useful for populations or groups of people. The other
option is to use life evaluation or life satisfaction questions directly, and accept them
as a reasonable assessment of what people are getting out of life.

'The ‘integrated hedonics’ versus ‘life evaluation’ question has not been settled.
However, here are some thoughts. One view is that hedonic experience, momentary
happiness, sadness, worry, and so on, are best thought of as arguments of utility,
rather than as measures of utility itself. One justification is that people seem to
regularly trade off these emotions for one another or for other things, something
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that would not be true of overall wellbeing. Life evaluation, or the closely related life
satisfaction, is a more plausible candidate for utility, but even here, there is evidence
that, in some circumstances, people will trade it for other goals; for example, for the
wellbeing of others, which perhaps reasonably enough, they do not include in their
assessments of their own wellbeing. Happiness (the emotion, and not, as the term is
sometimes used, a synonym for life satisfaction) does not give sufficient recognition
to suffering and deprivation; Sen has argued that deprived people may learn to find
happiness in small things, or learn to be happy even under appalling conditions,

so that we must not use their happiness — which may be a coping strategy — as an
excuse to ignore their deprivation. The data from the Gallup World Poll suggest that
Sen’s concern is real enough, but only for hedonic happiness, not for life evaluation.
Denmark and the Nordic countries regularly lead the world in life evaluation, just

as Togo, Sierra Leone, and Zimbabwe lead the legion of dissatisfaction. But Danes
(and Italians) experience less happiness than Pakistanis or Nepalis, and there is little
or no correlation across countries between per-capita GDP and hedonic happiness.
It is hard to believe that these rankings reflect wellbeing, or at least the sort of
wellbeing that we want to promote in policy making.

Yet the integral of pleasure has had many defenders, from Bentham and Sidgwick
to Singer (and sometimes) Kahneman. Kahneman and Krueger have proposed

a U-index, the fraction of time spent in activities or episodes where people are
miserable.” One could imagine directing public policy towards reducing misery
measured in such a way. It would probably not be very different from proposals

that focus on mental illness, or on a distribution-weighted utilitarianism. Even so,
we would argue that misery should be an important component of wellbeing, and
should be taken into account in policy, but is not wellbeing itself. For these reasons,
the Commission feels that life evaluation (or life satisfaction) measures are the most
relevant for policy evaluation.

One area where subjective wellbeing is c/ear/y helpful is that it is sensitive to a much
wider range of important things than a standard model that looks only at goods

and services. Subjective wellbeing is affected by physical and mental health: it is
better among those who spend time with friends and relatives, or at church; it is
higher among the married, and lower among the divorced, widowed, or separated,;

it is lower among smokers and the obese; and it values education and income. It is
sensitive to where people live, and picks up negative amenities, like aircraft noise

or pollution. Education is valued for more than its instrumental role in generating
income, and unemployment is disliked by more than is warranted by its instrumental
role in reducing income. Viewed in this way, subjective wellbeing seems like
something of a holy grail. It captures what economists think it ought to capture, like
income, but has a much wider applicability to things that people care about.

Subjective wellbeing measures can also be used to derive shadow prices. For
example, if a given quantum of particulate pollution reduces subjective wellbeing

by X, we can then calculate what reduction in income would also reduce subjective
wellbeing by X, which is thus the money equivalent of the quantum of pollution.
This income equivalent is a shadow price that can be used in CBA to evaluate

a project, presumably with some sort of distributional weighting applied to the
income equivalences according to who experiences them. Of course, nothing
requires that the accounting be done this way, and it would be entirely possible to do
CBA or other policy evaluation in units of life satisfaction, just as health evaluations

are done in terms of quality adjusted life years (QALYs.) This second approach
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is developed in Chapter 4. Except when money equivalents cannot be calculated
— for example when the outcome is not affected by income — the two approaches
are equivalent. But there is a distributional case for breaking down net benefits
according to the existing wellbeing levels of those they accrue to.

As should be clear already, and as we shall see further below, subjective wellbeing
numbers, or their financial equivalents, are far from perfect, sometimes quite rough
and ready, and subject to a number of unresolved difficulties. Even so, what is
required is not a justification of perfection for such measures. Instead, what we need
is a consideration of whether or not these numbers are better or worse than the
shadow prices and imputations that are currently used in public decision making.
‘That is a much easier case to make. In particular, for many of the factors that affect
people’s wellbeing, and that are picked up by the life-evaluation measures, other
approaches offer little or nothing.

So what are the problems and health warnings? For one thing, the fact that
subjective wellbeing is sensitive to many things does not imply that it is a// that
people care about, or that they do not trade off life evaluation for other things that
are important to them. If so, we can make public decisions that will improve people’s
subjective wellbeing, but that they would have not made for themselves. Of course,
this is even truer for the standard income-based measures, which cover even less of
what people care about than do the subjective wellbeing measures.

'The second problem is that the basic tool for calculating money equivalence is a
regression equation in which subjective wellbeing is regressed on a set of factors

— like marital status, education, sex, income, race — and where the coefficients can
be used directly, or the income coeflicient can be used to convert other factors into
their money equivalent. Sometimes these regressions make sense, but often they
do not. For example, if people are better off in good weather than in bad weather,
we know what to make of the finding, and make a reasonable calculation of what
people would pay to avoid bad weather. But if we find that people who have children
are better or worse off than those who do not, or that those who live in Somerset
are better off than those who live in Rutland, the interpretation is obscure. People
choose whether or not to have children, and a sensible interpretation would be that
people who like having children have children, while those who do not have none,
and that there is no reason to expect one group to be better off or worse off than
the other, any more than people who like oranges can be expected to be better or
worse off than those who like apples, or at least not for that reason alone. Of course,
children may cost money, or be more attractive to the educated, so the null result
should hold only conditional on the appropriate covariates. Indeed, that null result
seems at least roughly consistent with the data in the US and other rich countries.
Similarly, if people are unhappy in Somerset, they are free to move to Rutland,

or perhaps not if there are moving costs or differences in housing costs. It is not
generally the case that when people have a choice, there should be no differences
in wellbeing — that is clearly not correct — but what is true is that the mechanical
inclusion of choice (or partially chosen) variables in happiness regressions cannot
be justified. We need to have some idea of why people live where they do, or why
some have children and some do not. Econometricians like to claim that these
sorts of problems have technical solutions, such as instrumental variables or the
like. But this is wrong; we just substitute one indefensible assumption for another
and silence counterarguments by spurious appeals to the supposed higher technical
understanding of economists.
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Another issue for measuring wellbeing is the existence of pronounced context effects
in the answers to questions about subjective wellbeing. Schwarz and Strack? argue
that “SWB judgements do not reflect a stable inner state of wellbeing. Rather they
are judgments that individuals form on the spot ... resulting in pronounced context
effects.” In the US Gallup daily poll, when people are asked about whether they
approve of the direction the country is going before they are asked about their own
life evaluation, their answer to the first question profoundly affects their answer to
the second. This is exactly what Schwarz and Strack predict: people do not carry
around with them any notion of how their lives are going and, when asked, look
around for something that might serve as an answer. In the Gallup case, this is

the judgement they have just formed about how the counzry is going, not how zhey
are going. The effect of this is large enough to swamp everything else, and while a
‘cleansing’ or transition question after the country question reduces the size of the
effect, it does not eliminate it. Recent work at Cornell has shown that the subjective
wellbeing-rankings of different social groups is sensitive to the number of call-
backs, and in the Gallup data, asking people to rate President Obama’s performance
before the subjective wellbeing question causes a reordering of the relative subjective
wellbeing standing of whites and blacks.

Questionnaires can be designed to minimise these problems, questions that are
likely to distort the measures can be avoided before subjective wellbeing questions
and, in some cases, key questions can be asked first (see Chapter 2). The general view
of the Commission is that such methods will be enough to preserve the integrity
and usefulness of the subjective wellbeing measures. Yet it would be good to have
more experimental work to substantiate these beliefs; for now, there remains at least
the possibility that the deep problem is not questionnaire design, but that people do
not have a firm notion of their satisfaction with their lives. Questions about hedonic
experience seem much more concrete and less sensitive to context effects, but, as we
have seen, they are less appropriate for policy evaluation.

CONCLUSIONS

Conventional cost-benefit analysis — using market or shadow prices — is familiar and
long-used, but its familiarity should not disguise its problems or the enormously
important issues that it does not take into account. Life-evaluation measures,
although less familiar and more recently used, have problems of their own, but can
provide a method for policy evaluation that holds out hope of giving answers that
are more relevant to what is really important in people’s lives.
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INTRODUCTION

'The notion that subjective perceptions are a fundamental component of quality

of life is an old one. Epicurus articulated such a position in ancient Greece, and
Bentham made “the greatest happiness for the greatest number” the basis of
utilitarian moral philosophy in the late eighteenth century. Since the 1870s, the
conceptual underpinnings of modern economics have been based on a utilitarian
framework that assumes people act to maximise their subjective preferences. More
prosaically, we implicitly acknowledge the significance of subjective perceptions
whenever we ask a friend or relative “how are you?” or respond to a doctor asking
“tell me if this hurts”.

Despite the centrality of subjective perceptions to both academic and day-to-day
conceptions of quality of life, subjective wellbeing has traditionally been regarded

as largely not measurable. Consequently, modern attempts to measure quality of life
have usually emphasised those dimensions of life that could be measured objectively,
and have particularly focused on command over resources. This is reflected in official
statistics, where national statistical offices have, with a few notable exceptions,
largely been reluctant to collect and publish measures of subjective wellbeing.?*

Over the last two decades, there has been an increasing interest in measures of
subjective wellbeing from economists and sociologists. This reflects mounting
evidence that it can be measured in a valid and reliable fashion. Following the
academic literature on subjective wellbeing have come demands from policy makers
and NGOs that measures of subjective wellbeing should be available to monitor
progress and inform decision making. This has placed measures of subjective
wellbeing firmly at the centre of debates about how best to measure quality of life.
Perhaps the most high-profile demand of this sort came from the 2009 Reporz

by the Commission on the Measurement of Economic Performance and Social Progress,
chaired by Joseph Stiglitz, Amartya Sen, and Jean-Paul Fitoussi. In particular, the

Commission noted that:

Recent research has shown that it is possible to collect meaningful and reliable data
on subjective wellbeing ... National statistical offices should incorporate questions
on subjective wellbeing in their standard surveys to capture people’s life evaluations,
hedonic experiences and life priorities.”

Following on from the Commission on the Measurement of Economic Performance
and Social Progress, an increasing number of statistical agencies have launched
initiatives aimed at measuring subjective wellbeing. However, these measures

are not necessarily collected in a consistent manner nor do they follow the same



CHAPTER 2

26.

27.

28.
29.

OECD (2013)

For example, “A New Gauge to See What'’s
Beyond Happiness”, New York Times, May 16, 2011
Stiglitz et al. (2009), ONS (2011), OECD (2013)

Kahneman et al. (1999), Helliwell and Barrington-
Leigh (2010)

methodology. While subjective wellbeing has been examined extensively in
academic literature, including from the perspective of which subjective wellbeing
measures to collect, and how to collect them, there was until now no consistent set
of guidelines for national statistical agencies drawing on this research. Providing a
single, self-contained reference document tailored to the needs of official producers
of statistical information in this field was the main motivation for developing the
OECD Guidelines on Measuring Subjective Wellbeing.*® 'The Guidelines published

on March 21,2013 thus represent an important step forward in moving the
measurement of subjective wellbeing from a primarily academic activity to the
sphere of official statistics.

DEFINING SUBJECTIVE WELLBEING

Measures of subjective wellbeing are often conflated with, or simply described as,
measures of happiness. More disparagingly, the study of measures of subjective
wellbeing is often labelled ‘happiology’.?” The implication is that to be concerned
with subjective wellbeing is to focus on trivial or fleeting emotions, and that
subjective wellbeing is a fuzzy and imprecise topic.

'The former view — that subjective wellbeing is trivial or fleeting — is built on the
intuition that a full life involves more than just being happy. This line of argument
too has a long tradition. In Homer’s Odyssey, Odysseus’s crew are detained in the
“land of the Lotus eaters” where they consume the local food and fall into a happy,
but apathetic state. It is clear from the poem that passive drugged happiness is one
of the hazards that Odysseus must avoid in order to return home to Ithaca, rather
than an outcome to be welcomed. Similarly, the US Declaration of Independence
identifies “the pursuit of happiness”, rather than its achievement, as one of the
inalienable rights of individuals.

'The second line of argument is that happiness is a vague and fuzzy topic that

cannot be properly defined. Happiness, it is argued, means different things to
different people. According to this line of argument it is not possible to put a precise
definition around what constitutes happiness, and attempts to measure happiness are
therefore fundamentally flawed.

Both arguments would have some weight if the measurement of subjective wellbeing
primarily focused around some vaguely defined concept of happiness. This, however,
is not the case. In fact, the measurement of subjective wellbeing is about more than
simply the measurement of happiness, and there is an emerging consensus in the
literature around the nature of the concepts to be measured.?® The framework used

by the OECD identifies three broad concepts of subjective wellbeing:
* life evaluation,

* affect,and

* eudaimonia (psychological ‘lourishing’).

Lifé evaluations capture a reflective assessment of how one’s life is going. They
are the result of a cognitive evaluation on the part of the subject rather than a
description of current emotional state. A strength of measures of life evaluation
is that they appear to be close to the same underlying construct that people use
when they decide that one course of action is preferable to another.?® It is for this
reason that life evaluations are sometimes characterised as measures of ‘decision
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utility’.2® However, this strength also comes with some disadvantages. In particular,
life evaluations draw more on how we remember things, rather than how we
experience them. Psychologists note that our memories of an experience tend to be
characterised by the peak/end rule.®' The peak/end rule states that our evaluation of
an experience tends to be dominated by the most intense (peak) emotion felt during
the experience and the emotion felt at the end of the experience rather than on the
average or integral of emotional intensity across the experience.

Many of the most commonly used measures of subjective wellbeing are evaluative
measures. This reflects the fact that both academic economists and policy makers
have a strong interest in the basis on which people make decisions, even if those
decisions are based on how they remember things rather than how they experience
them. Life evaluations also have the virtue that producers of official statistics,
including national statistical offices, tend to find them relatively easy to measure in
standard household surveys.

Affect is the term psychologists use to describe a person’s feelings. Measures of affect
can be thought of as measures of particular feelings or emotional states, and are
often measured with reference to a particular point in time. Such measures capture
how people experience life rather than how they remember it.* While an overall
evaluation of life can be captured in a single measure, affect has at least two distinct
hedonic dimensions: positive affect and negative affect. Positive affect captures
positive emotions such as the experience of happiness, joy, and contentment.
Negative affect, on the other hand, comprises the experience of unpleasant
emotional states such as sadness, anger, fear, and anxiety. While positive affect

is thought to be largely uni-dimensional (in that positive emotions are strongly
correlated with each other), negative affect is more multi-dimensional. For example,
it is possible at one given moment to feel anger and also fear or sadness.

'The measurement of affect is more challenging for official statistics producers than
life evaluation. They find it difficult to ask people to recall affective states in the past
and responses may be affected by recall biases such as the peak/end rule mentioned
above. One way of measuring affect is the experience sampling method (ESM),
often referred to as the gold standard, where an electronic device is used to prompt
people to record their feelings and perhaps the activity they are undertaking at either
random or fixed points over a period of time. While the ESM produces an accurate
record of affect, it is also expensive to implement and intrusive for respondents.

A more viable approach is the use of the day reconstruction method (DRM), in
which respondents are questioned about events from a time-use diary recorded on
the previous day. Research has shown that DRM produces results comparable with
ESM, but with an acceptable respondent burden for including questions on affect
in national time-use surveys® At the cost of slightly less detail, it is also possible

to obtain meaningful responses to questions in a standard household survey as to
whether a person experienced particular affective states on the previous day.

Eudaimonic wellbeing comprises a range of different mental attributes and
functionings that are thought to constitute mental ‘flourishing’ .** This includes a
sense of meaning or purpose in life, as well as feelings of agency and locus of control.
While there is now a general consensus on the distinction between life evaluations
and measures of affect, the conceptual structure of eudaimonic wellbeing is less well
fleshed out. It is not clear, for example, whether eudaimonic wellbeing describes

a uni-dimensional concept in the sense of life evaluation, or whether the term is
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This analysis is based on correlations at the

level of individuals from the Gallup World Poll
data. The correlation is highest between the

two measures of affect (-0.3855), and lowest
between purpose and negative affect (-.091). Life
satisfaction has a correlation about half as strong
with both measures of affect (0.229, -0.231), and
half that with purpose (0.134). Similar patterns
emerge if the analysis is conducted at the level of
country averages. See also Clark and Senik (2011)
Gilbert (2006), Helliwell et al. (2012), and Diener
and Suh (1999)

used to cover a range of different sub-concepts. It is, however, clear that eudaimonic
measures of wellbeing capture important aspects of subjective perceptions about
wellbeing not covered by life evaluations or affect. For example, having children

has been shown to have a negligible (or even mild negative) correlation with
average levels of life evaluation,® and child care (even of one’s own children) has
been shown to be associated with high levels of both positive and negative affect.
However, people with children report much higher levels of meaning or purpose in
their lives.*’

Life evaluation, positive and negative affect, and eudaimonic wellbeing are all
conceptually distinct. But are they empirically distinct? Analysis of correlations
between people’s responses to measures of life evaluation, positive affect, negative
affect, and eudaimonic wellbeing shows that the measures are related in the
expected direction — i.e. life evaluation, positive affect, and eudaimonic wellbeing are
positively correlated with each other and negatively correlated with negative affect.
However, all of these correlations are below 50 percent, indicating that the measures
capture distinct concepts.®®

Feeling happy is an example of positive affect. However, adequately measuring
subjective wellbeing also requires separately measuring negative affect, life
evaluations, and eudaimonic wellbeing. Although these concepts are related to one
another they are distinct. In a sense, criticisms of ‘happiology’ are justified in that
wellbeing is more than just happiness. However, the measurement of subjective
wellbeing is not just the measurement of happiness.

Before proceeding any further, whatever the definition used, it is worth asking:

Is there real information content in how people answer questions about their
wellbeing? Overwhelming evidence confirms that there is.*® First, we can go a
long way to explaining the answers, as this and the next chapter show. Second,
the answers have major predictive power: they help predict whether people will
quit their jobs, leave their spouses, and even how long they will live (holding
constant their initial health). Moreover, what people say about themselves is quite
well correlated with what their friends say about them, and also with objective
measurement of electrical activity in the relevant brain areas.

A MODULAR APPROACHTO
MEASURING SUBJECTIVE WELLBEING

Given the range of different concepts covered by the term subjective wellbeing it
is not possible to identify a single correct way to measure subjective wellbeing as
a whole. Different measures capture different concepts, and the most appropriate
measure will vary depending on the circumstances. Any strategy for measuring
subjective wellbeing needs to address this issue.

For national statistical offices, collecting information on subjective wellbeing means
using survey instruments. In selecting questions to incorporate into existing or new
survey vehicles, statistical agencies face trade-offs between the time taken to ask

any new questions, the potential impact of new questions on responses to existing
questions, and the added information gained from the new questions. These trade-
offs will come under particularly severe scrutiny if the survey in question refers to an
important and well-established concept (e.g. household income or unemployment).
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Core measures of subjective wellbeing

Core measures of subjective wellbeing are those for which there is the most evidence
of validity and relevance, for which the results are best understood, and for which
policy uses are most developed. Although limited to a few questions, the core
measures provide the foundation for comparisons of the level and distribution of life
evaluations and affect between countries, over time, and between population groups

(see Box 1).

BOX 1. OECD CORE MEASURES OF SUBJECTIVE WELLBEING

PRIMARY MEASURE
The following question asks how satisfied you feel, on a scale from 0 to 10. Zero
means you feel ‘not at all satisfied’ and 10 means you feel ‘completely satisfied’.

AT. Overall, how satisfied are you with life as a whole these days? [0-10]

ADDITIONAL CORE MEASURES

The following question asks how worthwhile you feel the things you do in your life
are, on a scale from 0 to 10. Zero means you feel the things you do in your life are
‘not at all worthwhile’, and 10 means ‘completely worthwhile’.

A2. Overall, to what extent do you feel the things you do in your
life are worthwhile? [0-10]

The following questions ask about how you felt yesterday on a scale from 0 to 10.
Zero means you did not experience the feeling ‘at all’ yesterday while 10 means
you experienced the feeling ‘all of the time’ yesterday. I will now read out a list of
ways you might have felt yesterday.

A3. How about happy? [0-10]
A4. How about worried? [0-10]
A5. How about depressed? [0-10]

Source: OECD, 2013

Data producers are thus encouraged to use the core measures in their entirety.

'The entire module should take less than two minutes to complete in most instances.
It includes a basic measure of overall life evaluation and three affect questions.

A single experimental eudaimonic measure is also included.

'There are two elements to the core measures module. The first is the primary
measure of life evaluation (question A1). This represents, in the OECD assessment,
the absolute minimum required to measure subjective wellbeing, and it is
recommended that all national statistical agencies include this measure in one of
their annual household surveys. The primary measure is intended to be collected
consistently across countries and should be the first question included in surveys
where the measurement of subjective wellbeing is considered.

'The second element consists of a short series of affect questions and the
experimental eudaimonic question. These measures complement the primary
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Please imagine a ladder with steps numbered
from zero at the bottom to ten at the top.
Suppose we say that the top of the ladder
represents the best possible life for you and
the bottom of the ladder represents the worst
possible life for you. If the top step is 10 and
the bottom step is 0, on which step of the
ladder do you feel you personally stand at the
present time?

Overall, how satisfied are you with your life
nowadays?

Some versions of the satisfaction with life
question use different response scales, such as
a 5-point labelled Likert scale or a 1-10 scale.
See Cummins and Gullone (2000)

See Larsen and Fredrickson (1999). Technically
the Circumplex model implies that positive
and negative affect are ends of a single
dimension rather than a way of grouping
several independent types of feeling. Here the
Circumplex model is used as an organising
framework to help impose some structure on
the range of different affective states, without
assuming continuity on the positive/negative axis

evaluative measure both because they capture different aspects of subjective
wellbeing (with a different set of drivers) and because the different nature of the
measures means that they are affected in different ways by cultural and other sources
of measurement error. While it is highly desirable that these questions are collected
along with the primary measure as part of the core, these questions should be
considered a somewhat lower priority than the primary measure. In particular, the
inclusion of the eudaimonic measure in the core should be considered experimental.

Choosing questions for the core measures
'The choice of questions to be included in the core measures is one of the most
significant decisions to make.

There are essentially two candidate questions for the primary measure. These are the
Self-Anchoring Striving Scale*® (the Cantril Ladder) and a version of the commonly
used question on satisfaction with life.*’ Both have been widely used and have an
extensive literature attesting to their validity and reliability. Both questions focus on
the evaluative aspect of subjective wellbeing and have been used in large-scale surveys
across many different nations and cultures. The choice between the two measures
comes down to a balancing of the strengths and weaknesses of each measure.

'The Cantril Ladder is designed to be self-anchoring, meaning that the scale is
explicitly framed relative to the respondent’s aspirations. While recent evidence
suggests that the Cantril Ladder tends to produce a marginally wider distribution
of responses than does satisfaction with life, the two measures are essentially
equivalent. However, the Cantril Ladder question is relatively lengthy, requiring
some explanation of the ladder concept involved to the person participating in
the survey.

By way of contrast, the satisfaction-with-life question is simple and relatively
intuitive. Although both measures have been extensively used, the satisfaction-with-
life question has been the subject of more analysis than the Cantril Ladder, reflected
in its inclusion not just in the World Values Survey, but also in crucial panel

data sets such as the German Socio-Economic Panel and the British Household
Panel Survey.

'The Cantril Ladder and the satisfaction-with-life question are relatively similar in
terms of their technical suitability for use as an over-arching evaluative measure,
particularly if both use the same 11-point (0 to 10) scale.”? Given the above, the
primary measure included in the core module has been chosen as a variant of the
satisfaction-with-life question using a 0 to 10 scale. The decisive factor in favour of
this choice is the relative simplicity of the question, which will make it easier for
national statistical offices to incorporate in large-scale household surveys where
respondent burden is a significant issue.

‘Three affect questions are also included in the core module. This is because affect
is inherently multi-dimensional and no single question can capture overall affect.
'The various dimensions of affect can be classified in two ways. One relates to
positive versus negative emotions, while the other relates to level of arousal.

'This classification gives four affect quadrants and is known as the Circumplex
model.* Figure 1 illustrates the Circumplex model. The quadrants are: positive
low arousal (e.g. contentment); positive high arousal (e.g. joy); negative low arousal
(e.g. sadness); and negative high arousal (e.g. anger, stress). A good set of affect
measures might attempt to cover all four quadrants.
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Other moods, such as anger, are included in other
more detailed modules (see Box 2)

The European Social Survey flourishing module
contains questions on competence, engagement,
meaning, optimism, positive relationships,
resilience, self-esteem, emotional stability,
vitality, and positive emotion. See Huppert and
So (2008) for more detail

NEF (2012)

FIGURE 1. THE CIRCUMPLEX MODEL OF AFFECT
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Unlike overall life satisfaction, there is not an obvious choice of a simple affect
measure that is suitable for inclusion in general household surveys. Most affect
scales have been developed in the context of either the measurement of mental
health or of more general psychological research. In the former case, many of

the existing scales focus excessively on negative affect, while in the latter the
questionnaire may be too long for practical use in a household survey. One model
for collecting affect measures in a household survey is provided by the Gallup World
Poll, which contains a range of questions on affect covering happiness, sadness,
enjoyment, worry, anger, stress, and depression, as well as some physical indicators
such as smiling or experiencing physical pain, experienced by the respondent over
the previous day. These questions now have a significant history of use and analysis
behind them.* A very similar set of questions (on positive affect only) was proposed
by Davern, Cummins, and Stokes.**

'The affect questions contained in the core questions module are based on those

in the Gallup World Poll and proposed by Davern et al. (2007), but reduced to
questions covering the negative quadrants of the Circumplex model of affect and

a single positive affect question. Only one positive question is used because the
different aspects of positive affect are, in practice, relatively closely correlated. The
moods proposed for measurement in the OECD core set are being happy, worried,
and depressed.“® In each case, a 0 to 10 frequency scale is used for responses
(ranging from ‘not at all’ to ‘all of the time’, which is similar to the scale anchors used
in the European Social Survey*).

'The eudaimonic question is based on a question trialled by the UK Office of
National Statistics (ONS) in the Annual Population Survey: “To what extent do
you feel the things you do in your life are worthwhile?” There is good evidence from
the ONS data that this question captures information not provided by either life
evaluation or affect measures.*® In addition, a similar question has been included in
the ad hoc wellbeing module of the European Union Survey of Income and Living
Conditions (EU-SILC) in 2013. The question proposed here is similar to that used
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by the ONS and in EU-SILC. However, because there is as yet no over-arching
theory linking individual questions such as the one proposed to measure eudaimonia
as a broad concept, the question should be regarded as experimental. In particular,
although notions of meaning or purpose in life are a crucial part of eudaimonia, it

is unclear as to whether a single question of this sort adequately captures all of the
relevant aspects of it.

Additional measures beyond the core

In recognition of the different user needs and resources available to statistics
producers, the OECD Guidelines do not present a single approach to gathering
information on subjective wellbeing. Instead, six question modules are presented in
the Guidelines (see Box 2). In addition to the core module that measures all three
aspects of subjective wellbeing (life evaluation, affect, and eudaimonia), additional
modules (B to F) focus on more specific aspects of subjective wellbeing. Unlike

for the core module, these additional modules are not intended to be used in

their entirety or unaltered, but provide a reference for statistical agencies that are
developing their own questionnaires.*®

BOX 2. OECD QUESTION MODULES: BEYOND THE CORE

Much of the OECD Guidelines focus on the minimal set of questions for which
international comparability is the highest priority. These are outlined in the core
module (Module A in Box 1) containing the primary measure of life evaluation
and a short set of questions addressing affect and eudaimonia. However, because
the core questions are intended to be widely used, they are also brief. This brevity
prevents the core module from dealing with any of the aspects of subjective
wellbeing in great depth.

The remaining five modules in the OECD Guidelines address the issue of depth.

The first three of these modules (modules B, C, and D) address the concepts of life
evaluation, affect, and eudaimonic wellbeing in more detail. Each module includes
a range of measures related to the concept including multi-item scales consisting
of several separate questions and measures of the different sub-dimensions related
to each concept.

Multi-item scales are important because some of these — such as the Satisfaction

49. For statistical agencies already using subjective with Life Scale — are well tested and known to have higher statistical reliability

wellbeing measures in their surveys, a crucial than the single item questions contained in the core module. Although too long to
question will be whether the potential benefit include in the core, they may be valuable for national statistical offices to include
of using improved and/or more internationally ) 7 o ; . .
comparable measures outweighs the potential in surveys where subjective wellbeing is an important focus and more time is

cost of disrupting an established time series. This available. Alternatively, they may be useful in more experimental contexts to help
is a choice for individual statistical agencies, and ) - ) )

will depend on a number of factors, including validate the single item measures used in the core.

the current and future intended uses of the data,

how drastic the change may be, and how long Measures of sub-dimensions are particularly important for affect and eudaimonia.
the time series have been established. In any . . . . .

case, it is recommended that any changes to While the measures of affect included in the core will provide a useful summary, for
existing questions are phased in using parallel some purposes more detailed information may be wanted. There is good evidence
samples, so that the impact of the change can be . . . . .

fully documented and examined. This will enable that the negative emotions in particular are only weakly correlated with each other
insights into the systematic impact of changes and with positive affect.*® This means that measuring additional negative emotions
in methodology and provide agencies with a .

potential method for adjusting previous data sets (such as anger) adds unique value to measurement.

(e.g. Deaton, 2071)
50. OECD (2013)



CHAPTER 2
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52. For example, Deaton (2011) notes that “even
with 30,000 observations ... would mean that we
would just be able to detect the predicted effects
of a major macroeconomic upheaval”. Based on
recommendations from an expert advisory group,
the UK Office for National Statistics opted to
collect measures of subjective wellbeing via the
Annual Population Survey, with a sample size
of approximately 170,000 and the Gallup Daily
Pollin the US collects information on 1,000
respondents per day

Module E is different to the previous modules in that it focuses on people’s
evaluations of particular aspects of their life such as satisfaction with their health
status or satisfaction with their personal relationships. These ‘domain evaluations’
are more specific than overall life evaluation, but can play an important role in
measuring overall wellbeing and in explaining variation in overall life evaluation.

Finally, module F focuses on the measurement of experienced wellbeing through
time-use diaries. Experienced-wellbeing measures involve collecting information
on the moods and emotions people experience during different activities through
the use of a time-use diary or via experience sampling where people record their
activity and affective state whenever prompted to by a pager. Obviously such
data cannot be collected through a standard household survey, and are thus not
suitable for the core measures. But such data are extremely valuable and provide a
different set of insights to the more standard survey questions. Module F provides
two standard approaches for collecting experienced-wellbeing data that can be
implemented in official time-use surveys.

All of the OECD question modules focus on information for surveys of the general
population. However, there is also an important policy interest in the subjective
wellbeing of children. The available evidence suggests that children are capable of
responding effectively to subjective wellbeing questions from as young as age 11
with respect to measures of life evaluation and affective state.”’ As the focus of the
OECD Guidelines is on general population surveys, questions focused specifically at
young children are therefore not provided in the question modules; however, this
remains a significant gap that future work should address.

Best practice in data collection

Measuring subjective wellbeing in a consistent fashion requires not only using a
common set of questions, but also taking into account a range of issues in survey
design and implementation. It is important to consider the survey in which the
subjective-wellbeing questions are to be included as this affects both the type of
information that can be collected and the range of covariates that can be analysed.
Beyond this, the specific details of survey and sample design, questionnaire

design, and how the survey is implemented are also of crucial importance (see
OECD Guidelines, 2013 for a detailed discussion). In particular, it is of crucial
importance that the survey sample is either directly representative of individuals

in the population of interest or able to be weighted for individual responses in the
case of a household survey — a subjective evaluation of someone else’s life is not a
substitute for a person reporting on their own state of mind. The survey sample will
need to be relatively large, as many of the changes in levels of subjective wellbeing
that are of interest will be relatively small. Hence, a large sample size is required to
detect significant differences.*? Surveys should also be relatively frequent in order to
distinguish between trend over time and noise in the data. The period during which
the survey is collected can have a significant impact on responses. If it is not possible
that enumeration take place over a full calendar year, then particular care will be
needed to consider the impact of potential timing effects when analysing results.

It is also important that, if at all possible, questions on subjective wellbeing should
be placed near the start of a survey (ideally immediately after the demographic
questions that determine eligibility to participate) in order to avoid context and
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framing effects resulting from previous questions affecting how people respond to
subjective-wellbeing questions (see Box 3).

BOX 3. VALIDITY OF SUBJECTIVE WELLBEING MEASURES:
CONTEXT AND PRIMING EFFECTS

The order and context in which a question is asked, the nature of preceding
questions, and the time at which a question is asked can all have a significant
impact on responses to subjective questions. There is also good evidence that the
collection mode has an impact on responses to subjective-wellbeing questions
(OECD, 2013). Although measures of subjective wellbeing are not uniquely
susceptible to such effects — mode and context will impact on all survey responses
to some extent — the effect is relatively large in the case of subjective wellbeing.
For example, unlike measures of educational attainment or marital status, for
which it does not usually matter at what point during the year the data are
collected, the precise timing of the collection period can have a significant impact
on measured subjective wellbeing. Deaton®* shows that responses in the Gallup
Daily Poll to the Cantril-ladder question — a measure of life evaluation — were
significantly influenced by a preceding question on the direction in which the
country was headed.

Context and priming effects are thus significant, but this does not suggest that
subjective measures of wellbeing entirely lack validity. Despite the impact of these
effects, subjective-wellbeing measures show correlations both with other proxies
for a respondent’s sense of wellbeing (including frequency of smiling, ratings

by friends and family members, ratings by strangers, and changes in behaviour)
and with the main factors thought to drive wellbeing (income, health, social
contact, not being unemployed).>* There is signal, as well as noise, in measures of
subjective wellbeing.

With sound questionnaire design, bias due to priming and context effects can be
significantly reduced. In particular, there is evidence to suggest that appropriately
worded introductory text and buffer questions before questions on subjective
wellbeing can help reduce the impact of context and priming on respondents.*®

For many purposes, however, simply holding the bias constant by standardising the
question used and the order of questions between survey waves and countries will
help a lot. Standardisation ensures that the bias is in the same direction across the
most important groups for analysis, while a large sample size helps distinguish the
signal from noise.

NATIONAL INITIATIVES TO MEASURE
SUBJECTIVE WELLBEING

As mentioned in Box 3, subjective-wellbeing measures can be strongly affected by
question structure and context, and the results from differently worded questions (or
even a different ordering of similar questions) are likely to affect comparability. Yet
comparability is a key point of interest for decision makers, who will often want to
benchmark the situation of one region, country, or population group against another.
Only national statistical offices working towards a common set of international
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standards have the ability to collect the sufficiently large, high quality data sets
that will address these problems and thus allow measures of subjective wellbeing
to be effectively used for policy. It is for this reason that progress in the uptake of
measures of subjective wellbeing in official statistics is so important.

TABLE 1. AVAILABILITY OF OFFICIAL NATIONAL STATISTICS ON SUBJECTIVE WELLBEING

COUNTRY  PRIMARY OTHER CORE PERIODICITY DATE FOR SOURCE
MEASURE MEASURES COMPARABLE DATA
LIFE EVALUATION AFFECT EUDAIMONIA
Canada Yes* Yes** No Yearly 1985 General Social Survey (GSS), Statistics
Canada
France Yes* No No To be determined 2011 Enquéte sur la qualité de la vie, INSEE
No Yes* No To be determined 2010 Enquéte Emploi du temps, INSEE
Italy Yes* No No Yearly 2012 Annual survey, Aspects of everyday life
(Indagine multiscopo Aspetti della vita
quotidiana), ISTAT
Mexico Yes* Yes* No Every two years 2012 Encuesta Nacional de Gastos de los
Hogares, Subjective wellbeing (Bienestar
Autorreportado — BIARE), INEGI
No No Yes* Quarterly 2013 Consumer Confidence Survey (ENCO),
INEGI
Morocco Yes* No No To be determined 2012 Enquéte Nationale sur le Bien-étre, Haut
Commissariat au Plan
New Zealand ~ Yes** No Yes** Every two years 2014 New Zealand General Social Survey
(NZGSS), Statistics New Zealand
United Yes* Yes* Yes* Quarterly 20Mm Annual Population Survey (APS), Office
Kingdom for National Statistics
Yes* Yes* Yes* Yearly 2012 Crime Survey for England and Wales,
Office for National Statistics
Yes* Yes* Yes* Yearly 2011 Wealth and Assets Survey, Office for
National Statistics
United States No Yes***  Yeg*** To be determined 201 American Time Use Survey, Bureau of
Labour Statistics
European Yes* Yes**  Yes* To be determined 2013 EU-SILC 2013, Module Wellbeing
Union (potentially every

six years)

* In line with the OECD Guidelines on Measuring Subjective Wellbeing

** Intend to be in line with the OECD Guidelines on Measuring Subjective Wellbeing

***The US included subjective wellbeing indicators on experienced affect and eudaimonia in the American Time Use Survey 2077 (ATUS). These usea O to 6
scale but otherwise adopt a similar methodology to the OECD (and informed the OECD Guidelines).



CHAPTER 2

s56. OECD (2011)

When the OECD produced the first How’s Life? report in 2011,°¢ providing broad
measures of progress in OECD countries, the chapter on subjective wellbeing had to
draw entirely on non-official sources of data. At the time, France and Canada were
the only two OECD countries with high-quality official measures of life evaluation
similar to that which was eventually selected as the primary measure in the
Guidelines. In the two years since then, the situation has significantly changed. Table
1 lists the OECD countries that are either currently producing official measures of
subjective wellbeing that align with the OECD Guidelines or that are in the process
of planning for such a collection within the next 12 to 18 months. In particular, the
table focuses on those countries that collect either the OECD primary measure or
something directly equivalent to it.

One of the most important developments identified in Table 1 is the inclusion of

a wellbeing module as an add-on to the main EU survey of living conditions (EU-
SILC). This module includes a question on life evaluation directly comparable to the
OECD primary measure and a eudaimonic question that is very close to the one in
the OECD core measures. As EU-SILC covers 27 EU countries as well as Croatia,
Iceland, Norway, Switzerland, and Turkey, this will extend the available data from
approximately a quarter of the OECD (those countries listed in Table 1) to the
majority of the OECD, albeit with data updated only when the wellbeing module is
run every six years. More importantly, although the decision has not been finalised,
Eurostat (the EU Statistical Agency) has indicated that it is also considering
including the primary life-evaluation measure in the core of EU-SILC. This would
make high quality annual data on life satisfaction available for the majority of

the OECD.

Beyond the information contained in Table 1 there is considerable interest in
subjective data from many other countries both within the OECD and beyond.

It is to be expected that over the next 18 months a significant number of additional
countries will be added to the table.

POLICY USES OF SUBJECTIVE
WELLBEING DATA

Measures of subjective wellbeing are important because they provide relevant
information that other, more traditional, measures cannot. In particular, measures of
subjective wellbeing can:

* Complement existing wellbeing measures at an aggregate national level;

* Enable us to understand better the drivers of subjective wellbeing at the level of the
individual, and quantify the importance of different outcomes; and

* Assist in understanding human behaviour and decision making, particularly
where non-market outcomes are involved, for input for other analyses, particularly
cost-benefit analysis.

Complement existing wellbeing measures

Measures of subjective wellbeing provide an alternative and complementary measure
of overall progress to more conventional measures that is firmly grounded in

aspects of life that actually matter to people. Because it provides an overall picture,
subjective wellbeing can help identify situations where more traditional indicators
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are missing something important by highlighting that different measures are moving
in different ways. For example, Grimes, Oxley, and Tarrant (2012)* show that life
satisfaction adds significant explanatory power to a model of migration flows across
the OECD over and above GDP per capita, indicating that life satisfaction captures
aspects relevant to people’s actual choices other than traditional economic measures.

Better understand the drivers of subjective wellbeing
Subjective-wellbeing measures can be used to test empirically which objective
conditions are significant components of individual wellbeing. With appropriate
analysis this may allow the estimation of the relative importance of different factors
and how this impact may differ across different population groups. Subjective
wellbeing provides analysts with valuable information about what matters and what
is most important to individuals beyond the relatively limited inferences that can be
drawn from market prices.*®

In general, the evidence from subjective wellbeing supports intuitive views as to
what matters to people — health, income, not being unemployed, and social contact
are all important.®® However, it can also provide some more surprising results,
such as that procedural issues have an intrinsic contribution to wellbeing, not

just an instrumental one. For example, both feelings of confidence in government
and public institutions,*® and the level of direct democratic engagement through
referenda and other means®' are associated with high levels of subjective wellbeing.

Input for other analyses, particularly cost-benefit analysis
Analysis of subjective-wellbeing measures can shed light on some of the
fundamental assumptions about human behaviour. For example, the axiom that
efficiently functioning markets maximise wellbeing depends crucially on the extent
to which people are able to make choices that will in effect enhance their wellbeing.
Subjective-wellbeing measures can take the debate beyond a simple theoretical
argument about whether there are externalities present or whether people are

tully rational, and enable analysis of what sorts of errors people actually make in
forecasting their future affective states, and how significant errors in judgements
of this sort are compared to other factors. This type of information is crucial to
policy making, since a lot of public policy is focused on altering the behaviour of
individuals. For example, retirement income policy is largely justified on the basis
that individuals are not good judges of their own future wellbeing, or that their
future wellbeing is given relatively little weight in decision making compared to
current wellbeing.

One particularly important policy use of measures of subjective wellbeing is in

the treatment of non-monetary outcomes in cost-benefit analysis.®> Existing ways
of obtaining values of non-monetary outcomes for cost-benefit analysis — such

as willingness to pay or the use of shadow prices — are expensive to collect and
known to produce results that are neither always intuitively plausible, nor internally
consistent, and which can be heavily affected by strategic decisions on the part of
those surveyed.®® Measures of subjective wellbeing are cheaper to collect, produce
relatively consistent results, and are mostly immune to strategic manipulation by
respondents. For example, by looking at the marginal impact on subjective wellbeing
of say, an improvement in health status as opposed to moving from employment to
unemployment, it is possible to estimate the effects of a given output on wellbeing.
Combining this information with figures for the cost of purchasing each output, it is
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possible to estimate the relative benefits of a dollar spent on the health intervention

as opposed to the active labour-market programme. At a programme level,

subjective-wellbeing measures can be included as outcome measures in experimental

or quasi-experimental evaluations of policy programmes, providing stronger causal

evidence on the impact of a policy on wellbeing.

TABLE 2. FRAMEWORK FOR POLICY USE OF SUBJECTIVE-WELLBEING MEASURES

DATA USE

WHAT

WHY

WHO

KEY INTERPRETIVE ISSUES

Complementing
existing measures
of wellbeing

Core measures/ headline
indicators used to examine:

+ national trends over time

« distribution of outcomes
across different groups
within society

« distribution of outcomes
across countries

Includes indicators of central
tendency or ‘level’, as well as
distribution, and the relative
rate of rise or decline over time

To know if the changes affecting society
have an impact on subjective wellbeing.

To identify vulnerable groups and areas
of suffering — highlighting where key
drivers of subjective wellbeing may lie,
and where there may be opportunities
for policy interventions

To conduct international benchmarking,
assist in the interpretation of national
data, and identify where countries may
be able to learn from others’ experiences

Governments (central,
regional, local)

Wider public

Public, private, and third-
sector organisations

Researchers interested in
country-level drivers of
national wellbeing

Individuals and
organisations —e.g.
making decisions about
where to live and work

+ What size of difference
between groups or over time
can be expected?

+ What alternative explanations
should be considered for
observed differences?

+ What is the role of culture and
cultural bias in cross-country
comparisons?

Better Analyses based on national To improve our understanding of Governments + What size of impact can be
understanding and international micro-data,  wellbeing overall, by examining the Researchers expected?
the drivers with subjective wellbeing used relationship between subjective Individual i - How can the impacts of
of subjective as the dependent variable, to:  wellbeing, life circumstances, and other bnetlt\gr _uni;vnqu:_g:]gto different drivers be compared?
ellbein: . ; : ; important wellbeing outcomes ! !
wellbeing examine the relationship imp wellbeing ou support decision making
between subjective To highlight areas of policy with Emol .
wellbeing and the greatest potential to improve mproyers want|.ng to
. . o . . understand and improve
other important life subjective wellbeing, and the life .
. ; ; employee wellbeing
circumstances, such as events/circumstances most likely to put
income and health subjective wellbeing at risk
+ inform policy options To assist in government decision making
appraisal, design, and processes, including the allocation of
evaluation resources and the design elements
+ inform policy trade-offs of policies
To inform the public and employers
about the likely drivers of individual
subjective wellbeing, providing
better information for individual and
organisational decision making
Subjective Micro-data on subjective To better understand how subjective Researchers + The sensitivity of subjective-
wellbeing as wellbeing, used as an input for  wellbeing can contribute to other Governments wellbeing data to non-market
an input for other analyses, including: wellbeing outcomes and shed light Individuals wanting goods
other analyses, + asan explanatory variable " human decision making processes, better information to « Measurement error and its
particularly cost- for other elements of including the various biases that may

benefit analysis

wellbeing or behaviour

+ used to estimate the value
of non-market goods and
services, for the purposes of
cost-benefit analyses

be present

To provide an alternative to traditional
economic approaches to estimating the
value of non-market goods, supporting
government (and other organisations)
in making decisions about complex
social choices

support decision making

Employers wanting to
understand and improve
employee wellbeing

impact on valuations

+ Covariates to include in
regression models

+ Time horizons for study
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Are there constraints facing national official statistical agencies in responding to this
new policy demand? In most countries, these agencies are under increasing resource
pressures. This takes the form of both budget cuts, which preclude collecting all the
information for which there is a potential demand, and issues of response burden.
Even where funding exists to collect information, official statistical agencies must
be careful not to over-burden respondents and jeopardise the good will on which
high-quality responses depend. Because of this, collecting measures of subjective
wellbeing will have an opportunity cost in terms of other data that will not be
collected in order to produce such measures. If subjective-wellbeing measures are

to be included in official statistics, therefore, it is essential to be clear about their
usefulness for policy. The following framework identifies three main ways in which
measures of subjective wellbeing are used and notes whas the measures are used for,
why the information is valuable, who the target audience is, and whar the key issues

at stake are (see Table 2).

CONCLUSIONS

'The demand for measures of subjective wellbeing can be expected to grow as both
policy makers and the general public become more familiar with the use of such
measures. This demand should not be viewed solely through the lens of alternatives
to GDP, but needs to take into account the crucial role that such measures can
play in helping policy makers evaluate the relative importance of fundamentally
different outcomes.

How and when national statistical offices respond will vary from country to country.
'The recently published OECD Guidelines provide both a common suite of measures
on which international comparisons can be based, as well as methodological support
for national statistical offices wanting to develop more detailed sets of questions

to inform domestic policies. Early signs are encouraging and, if data collection

by national statistical agencies continues at its current pace, the information base
available to inform policy will transform over the next few years. The OECD
Guidelines will be followed up by a review of progress on the measurement of
subjective wellbeing by national statistical offices with a view to deciding whether
they need revising and whether it is possible and desirable to move towards a greater
degree of international standardisation.
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INTRODUCTION

It is one thing to measure the distribution of wellbeing in the population, but it is
more important to be able to influence it. For that purpose two things are necessary:
first, we must know what factors most influence wellbeing; and, second, we must

have an analytical framework for using that knowledge to improve the wellbeing of
the population.

For purposes of public policy the natural concept of wellbeing is life satisfaction —
the way people evaluate their own lives. If you are a democrat, this seems the most
natural way — to rely on people’s own evaluation of their experience rather than on
what politicians or public servants think about it. Fortunately, there has been more
research on the causes of life satisfaction than on the causes of any other concept

of wellbeing.

FIGURE 2. IMPACT OF POLICY A UPON LIFE SATISFACTION
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We can divide the main factors influencing life satisfaction as follows:
* Economic: income; education; work
¢ Social: family life; community life and values; environment

* Personal: physical health; mental health
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Note that results obtained from regressions in
the current equilibrium would not carry over
exactly if major policy changes altered the
general equilibrium

Helliwell et al. (2012), Chapter 3. In what follows
we rely on that summary and do not give detailed
references — which can be found in the report
Stevenson and Wolfers (2008)

Layard et al. (2010)

Policy makers need to know how important each of these channels are in determining
life satisfaction. Knowing this, they can then choose areas of life where new policy
options may be worth developing. And having developed each option, they can then
evaluate this against alternative ways of spending the same amount of money.

Thus there are two main steps: knowing what factors determine life-satisfaction and
by how much,* and then using this knowledge to evaluate particular policies. Figure
2 illustrates both steps.

'The right-hand side of the diagram shows what factors affect wellbeing and research
increasingly tells us by how much — for example, how much a personss life satisfaction
rises when his income rises by one unit, and so on. This is a model of wellbeing.

But then we come to policy evaluation. Policy makers need to know how the policy
being considered (say, Policy A) affects the wellbeing of each citizen. For this they
need to know how the policy would affect the main determinants of life satisfaction
(income, etc.) — that is the left-hand side of Figure 2.

'Then, by also using the right-hand side of the diagram, policy makers can work out
the total effect of the policy upon overall life satisfaction. When they have done this
for each group of the population, they can combine the effects on all the groups to get
a measure of the overall effect on the whole of society. Needless to say, this could be
positive or negative — it all depends on whether the policy is any good. And, if it turns
out to be good, there is still one further test — is it good enough to justify its cost?

In this chapter we look at the first step in the process — what determines wellbeing.
In the following chapter, we examine how, armed with the relevant information, we
could evaluate any specific policy.

THE DRIVERS OF WELLBEING

‘There have been hundreds of studies that have looked at how the factors in Figure
2 affect life satisfaction, and they have been summarised fully in the first World
Happiness report.®® Here we shall concentrate on the main generally agreed findings.

Income matters. But, on the external side of our life, the most important thing is
the quality of our personal relationships — at home, at work (including whether we
have it), and within the community. And even more important is our internal state
— our physical health, but even more importantly our mental health. The effects of
bad health upon life satisfaction are huge and bigger than the effect of losing a large

fraction of your income.

So let us review the effects of each variable in turn.

Income

'The effect of income on life satisfaction is significant in almost every good study
in any country, and the size of the effect is similar in most countries.®® Similarly,
people in rich countries are generally more satisfied with their life than people in
poorer countries. Over time, however, as countries have become richer, some have
become happier, while others have not (including Germany and the USA, where
rising inequality has meant that the typical family has seen very little growth

in real income).”” Moreover, within any country income differences explain a
small proportion (under two percent) of the variation of life satisfaction across
the population.
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68. See for example Layard (2011), Online Annex 5.2.

69. Layard et al. (2008)

70. Grin et al. (2010), Wulfgramm (2011), Gyarmati
et al. (2008)

71. A one-point increase in the percentage rate of
unemployment reduces average happiness by
twice as much as a one-point increase in the
percentage rate of inflation — see DiTella et al.
(2003). However, in the long run it is impossible
to reduce unemployment below a certain level
without ever-rising inflation — see Layard et al.
(2005) - but that critical level of unemployment
can be heavily influenced by microeconomic
policy measures

72. For example, Kahneman et al. (2004)

73. See Layard (2011), Online Annex 5.2

'This does not mean that people do not worry about income. They do. People

are often asked in surveys how satisfied they are with different domains of life,
including financial satisfaction, and in such analyses, financial satisfaction emerges
as one of the biggest determinants of life satisfaction.®® But financial satisfaction is
quite weakly related to actual income as it also depends a lot on what commitments
people enter into.

From a policy perspective, higher incomes are clearly good. But it also matters

who they accrue to — an extra dollar raises wellbeing by more if you are poor than
if you are rich. This is the so-called “diminishing marginal utility of income”. Life
satisfaction is linearly related to the logarithm of income,® this means for example
that a poor person values an extra dollar ten times more than a person who is ten
times richer than him. This has always been a key argument for progressive taxation
— limited always by the loss in efficiency that occurs when tax rates get too steep.

Education

Since education raises income, it also raises life satisfaction. But its direct effect on
individual wellbeing is less clear than many educationists assume — as the evidence
varies. More important perhaps are the external effects of education, for example, on
the quality of political life.

Work

By contrast, work certainly provides much more than income. It also provides

a social framework and a sense of being useful and wanted. Unemployment is

a terrible experience for most people — as bad, according to most surveys, as
bereavement or separation. And unlike many experiences, unemployment is

not something that people adjust to. In fact, evidence from the German Socio-
Economic Panel shows that almost any job is better for wellbeing than no job, even
if this is not always obvious to everyone who is unemployed.”

A high unemployment rate also spreads fear among those in work. From time-series
studies we can evaluate the overall loss of life satisfaction due to unemployment,
including the effects on both the unemployed and the employed. The effect on

the employed is substantial and because there are so many more people in work

it accounts for two-thirds of the overall effect of the unemployment rate on the
wellbeing of the population. So there is an overwhelming policy case for aiming at
low unemployment.”

For those in work, the quality of their job also makes a big difference. People greatly
value job security and the degree of autonomy the job provides. They are also much
happier if they have an understanding boss. In some time-use studies, people have
been asked about how happy they were at different times of the day as well as about
who they were with at the time.”? On average they were least happy when they were
with their boss — a sad reflection on the quality of some management. There are
lessons here for employers in both private and public sectors.

Family life

In every country that has been studied, the quality of home life emerges as a key
explanation of a person’s life satisfaction.” That is not surprising: it is where a person
is rooted and supported, and for most people it is where they spend more time than
anywhere else.
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74. Helliwell and Wang (2011)
75. Diener et al. (2011)
76. Meier and Stutzer (2008)

People who are married or cohabiting are happier than people who are single,
separated, divorced, or widowed. But is this a causal relationship or are happier
people more likely to get married? Both are true. From panel data we find that the
same person becomes happier if he or she marries and stays with the same partner.
However, if the marriage is miserable enough, both partners gain from separation
(especially the men). Children almost always lose from bad marriages and are more
likely to become depressed.

So relationships at home and at work are crucial to our wellbeing. But so too is the
quality of the community in which we live. A major determinant of wellbeing is
whether you feel that other people are on your side — or whether, by contrast, you
feel they are a source of threat. This matters at the workplace and in the family, as we
have seen, but it also matters in the community. To study this, we have to compare
communities or nations.

Community: trust, support, freedom and values

In many surveys people have been asked the following thought-provoking question:
“In general, do you think that most people can be trusted, or alternatively that you
can't be too careful in dealing with people?”. The answers to this question across
countries are found to be good predictors of life satisfaction in the community.”
However, there are many different areas of trust and mistrust. Do you trust people to
care for you in trouble? Do you trust them not to interfere with your basic freedoms?
Do you trust people in public office or private business not to be corrupt? The
Gallup World Poll measures these three variables (support, freedom, and corruption)
for every country in the world. It also measures the average level of life-evaluation in
each country. It turns out that the inter-country variation in average life-evaluation
can be quite well explained by six variables only: the levels of support, freedom,
corruption, family break-up, life expectancy, and GDP per head — with all six

variables having similar levels of explanatory power.

'These variables are very important. But what else produces trustworthy behaviour

in a community? This has been surprisingly little studied. Across countries there
appears to be some correlation between levels of trust and income equality. But the
direction of causality is unclear and there is no conclusive evidence that income
inequality as such reduces average life satisfaction. What is clear is that norms of
behaviour matter and are quite tenacious — among Canadian and US citizens their
level of trust is well correlated with the level of trust in the country from which their
family originated.

So teaching high standards of behaviour has to be a major role for any school
system. Religious people may say this is already one of the roles of religion and there
is a great deal of evidence that religion increases life satisfaction, especially when
times are tough.”” But in a secular state there also have to be secular mechanisms for
promoting morality.

'The effectiveness of moral teaching owes much to the fact that behaving morally
can give a positive emotional pay-oft. Evidence for this comes from many sources

— from laboratory studies and neuroscience to naturalistic studies of volunteering.
For example, when two groups are given money — one group to spend on themselves
and one to spend on others — the second group becomes happier; and, when the
reunification of Germany reduced opportunities for volunteering in East Germany,
previous volunteers experienced the greatest drop in happiness.”
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See references in Chapter 5. Again, if policy
changes the equilibrium, this needs to be allowed
for in policy analysis

This is not a tautology. Mental health is an
important predictor of life-satisfaction even

if it is measured eight years earlier than life-
satisfaction. Moreover, measures of mental
health include answers to questions about
depression, anxiety, irrational fear, rage, irritation,
tension, fatigue, and psychosomatic symptoms —
which are not the same as life-satisfaction
Helliwell et al. (2013), p.40, Table 1

Layard et al. (2013). This study uses the

British Cohort Study. Life-satisfaction at 34

is regressed (1) on adult outcomes and (2) on
child characteristics and family background.

The partial correlation coefficients indicate how
far variation of the factor in question helps to
explain the variation of life-satisfaction, other
factors held constant. (1) The partial correlation
coefficients on the adult outcomes are as follows:
income .06, education .04, unemployment .09,
criminality .07, married/cohabiting 12, self-
reported health .07, mental health eight years
earlier .20. (2) The partial correlation coefficients
on the childhood variables are: intellectual
performance .05, conduct .09, emotional health
17, family economic .06, family psycho-social
.03. While these partial correlation coefficients
(or ‘standardised’ regression coefficients) show
how far factor X helps to explain the inequality
in life-satisfaction, it does not show how a

policy change affecting factor X would affect
life-satisfaction. This requires us to use the
‘unstandardised’ regression coefficient, i.e. how
factor X affects life-satisfaction when both are
measured in natural units

Environment
Another important feature of a community is the physical environment — are there
places to meet, are there open spaces with trees, are the streets clean? There has been
limited research on these issues, but it generally points to the importance for most
) g y p p

people of places to meet and some contact with the natural world. This emerges both
from comparing people in different environments (which has obvious problems) but

paring peop. P
also from randomised trials where one group has contact with nature and the other
does not.””

Physical and mental health

'This brings us to the more personal causes of life satisfaction — your physical and
mental health. Everyone knows that physical health matters, but as a predictor of life
satisfaction mental health is even more important.” Indeed, it is the single biggest
factor explaining the cross-sectional variation of life satisfaction in the population.

'This is true if we look at any one birth-cohort. It is also true if we look at the
population of all ages, which we can do using panel studies from Britain, Germany,
and Australia. Both in cross-section and panel analysis, mental illness is a more
important predictor of life satisfaction than physical illness, income, employment,
or family status.” One reason why mental illness is so important is that it is so
common. As household surveys show, some 20 percent of the adult population

in advanced countries would be diagnosed with mental illness — most commonly
clinical depression or chronic anxiety disorders.

However, this raises a further (general) question. We have so far looked mainly at
the immediate determinants of life satisfaction — the attributes of the individual at
the current moment. But from a policy point of view we are interested in possible
ways of changing these attributes. In some cases our best hope will be to intervene
much earlier to change the antecedent causes of the attribute.

THE ROLE OF CHILDHOOD

'This requires that we study the determinants of wellbeing in a life-course
perspective. Such models are only now beginning to be constructed. One example
is given in Figure 3. In it, family background and genes affect the characteristics
of the child, all of which then affect the attributes of the adult, and his or her

life satisfaction.

Policy makers cannot easily influence family background, but they can influence
children’s test performance, their behaviour, and their emotional health. So which
of these is the most important? One recent study®® suggests that it is children’s
emotional health, mainly because of its effect on their mental health as adults. Next
is their behaviour as children, which has a huge effect on their family formation and
law abidingness as adults. Least important in this study is intellectual performance.
Intellectual ability, as everyone knows, has a big effect on educational success and on
income, but these are relatively minor elements in a life that satisfies.

Genes

Finally, our genes. All of our life is the story of the interaction between our genes
and our experience. For example, we can measure the wellbeing of adults who
are identical twins and of adults who are non-identical twins. In one study the
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correlation between the wellbeing of identical twins was 0.44, whether they were
reared together or apart.’’ For non-identical same-sex twins it was 0.08. This is a
very much lower figure and shows the large role that genes are playing (jointly with
experience) in affecting our life satisfaction.

Social science has barely begun to grapple with the implications of genetics.®?
Because good genes and good experience are positively correlated, much current
social science almost certainly exaggerates the effect of good experience. Even so,
experience is all we can change and we have to hope that the bias from ignoring the
genes is similar when we study different types of experience — so that we can at least
say what is the relative importance of different types of experience.

FIGURE 3. AMODEL OF ADULT LIFE SATISFACTION
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CONCLUSION

From this brief summary four main points emerge about what determines
a satisfying life:

* Mental health is a major determinant. So (to a somewhat lesser extent) is
physical health. Within any society the difference in life satisfaction between
people with good and bad health (mental or physical) is much greater than the

difference between people who are rich and those who are poor.

* Unemployment is a major cause of misery and this is mainly for psychological
rather than financial reasons.

* People are much happier in communities in which there is high interpersonal

81. Lykken (1999)

82. One way forward is through studies of twins and
adoptees. But increasingly it will become possible
to identify relevant genes in the DNA - see
Plomin et al. (2013) a much wider concept of deprivation than simple lack of income.

trust and freedom-loving, non-corrupt governments.

* More generally, these results show that when we consider disadvantage, we need
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83. Kahneman et al. (1999)

WHY A DIFFERENT APPROACH IS NEEDED

How should we use our knowledge about wellbeing to make better policy choices?
At present in Britain and many other countries, policy decisions are meant to

be informed by cost-benefit analysis. The benefits and costs to an individual are
measured by estimating what they would be willing to pay for having the benefit or
avoiding the cost, and the unit of measurement is money.

'This is fine where willingness-to-pay can be well-inferred from market prices
or from behaviour. Thus in areas of policy like transport, industry, education, or
(sometimes) the environment, traditional cost-benefit should continue to be the
dominant mode of policy evaluation.

But the bulk of public expenditure is on health, elderly care, child wellbeing, law and
order, and welfare benefits. We cannot value a vaccination programme by what the
recipients would pay for it. Nor can we evaluate a system of family courts that way,
or a system of taxes and transfers. The problems here include externalities, public
goods, information asymmetries, and equity — in fact, all the main arguments for
state involvement.

As has been shown repeatedly, asking people hypothetical questions about how they
value these things produces nonsensical answers.®* But data on the wellbeing effects
of these activities offer a new prospect for evidence-based policy making. So how
could we use information on wellbeing to make better policy choices?

What we already know has obvious implications for broad priorities. It can help us
think about which areas deserve more attention and which areas deserve less, and
thus to develop new policy options. But to evaluate these options requires a lot more.
Ideally we would do a properly controlled experiment or other convincing analysis
that would measure directly the impact of the policy upon wellbeing. It would also
need to measure carefully not only the direct cost of the policy but also its indirect
cost implications (it might subsequently lead to savings, for example, on welfare
benefits; or it might involve additional costs, for example, on extra years of education).

But many interventions have effects over quite long periods and we may only have
time to measure their immediate effects. If we had a good enough model of the life
course, we could then plug in the (known) short-run effect and use the model to
simulate the longer-term effects on wellbeing and cost. This would require a much
more elaborate model than exists so far. The model would need to trace the detailed
effects of people’s upbringing at home, their child care, schooling, further education,
brushes with the law, and so on. Such models are under construction and will soon
become widely available.
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If a variable is cardinal, we can say that the
difference between a value of x and (x+1) is the
same as the difference between a value of y
and (y+1), whatever the values of x and y. The
evidence on whether wellbeing measures are
truly cardinal is limited. Krueger and Schkade
(2008) found that test-retest differences were
independent of the level of reported wellbeing,

which if generally true would support cardinality.

On comparability Davidson (1992) measured
electrical activity in relevant brain areas and
found some correlation across people with their
reported wellbeing. A high correlation would be
supportive of comparability

We return later to the issue of whether more
weight should be given to reducing misery than
to increasing existing happiness

If there are two mutually exclusive policies of
different cost, this approach has to be modified

So let us assume that for each policy option we knew its impact on the wellbeing

of the population year after year, and its impact on public expenditure. How

would we combine these data to help us decide whether to adopt the policy or

not? In what follows we give a highly idealised version of one possible approach

in which evaluation is done using wellbeing as the criterion of benefit. This is a
novel endeavour and we hope that what we propose can begin a major discussion

at government level on how this can be done. It does, of course, assume (like the
research reported in Chapter 3) that wellbeing is cardinal (like temperature) and can
be compared between one person and another.®* Further detail of our approach is set
out in the Technical Annex.

A NEW FORM OF COST-BENEFIT ANALYSIS

We can begin with the standard problem of how to spend the taxpayer’s money.
To keep this manageable, let us take the size of the state (as defined by total
public expenditure) as given. And let us assume initially that the problem is

how to maximise the aggregate life satisfaction of the population, subject to that
constraint.® The answer in principle is to rank all possible policies in terms of the
net wellbeing they generate per dollar of public expenditure.®® We then undertake
as many policies as it is possible to operate before the total money available for
public expenditure is exhausted. In the process of doing this we shall discover the
net wellbeing-gain per pound spent on that policy that just squeezes through. This
figure is the appropriate ‘price of public expenditure’ (in units of wellbeing) for when
we evaluate individual projects. It can be discovered by trial and error.

'This approach cuts through one major problem. If we did not take public
expenditure as given, we should have to measure the cost of public expenditure in
terms of the loss of wellbeing caused by the taxes that finance it. But estimates of
the impact of income on wellbeing vary considerably and our calculations would

be extremely sensitive to what number was adopted. By taking public expenditure
as given we cut through that problem — making the whole endeavour much more
convincing. So when we evaluate any particular project, we calculate the wellbeing
gains to the gainers (the wellbeing benefits) minus the wellbeing losses to the losers
(the wellbeing costs) minus the cost of the public expenditure in units of wellbeing.
If the result is positive, we go for the policy.

The same procedure applies when we are considering a regulation or a licensing
procedure: exactly the same approach should be adopted except that no public
expenditure is involved. We can also use wellbeing effects when we are considering
how to raise the money to pay for public expenditure. Here we do have to convert
units of income into units of wellbeing but we do not have to compare the value
of money with the value of other non-financial benefits. So, provided we use a
consistent system for valuing income changes affecting different income groups,
the task is feasible.

QALYS

If this all sounds very abstract, it is worth mentioning that something quite like

it has been used in health policy in the UK for the last decade with wide public
support. When the relevant government agency evaluates a new medical treatment
it measures the benefits in units of quality adjusted life years (QALYSs); so when

a person is treated, they may feel better, with a better quality of life, and they may
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The valuation is in terms of the number of years
of healthy life that the respondent would be
willing to sacrifice in order to avoid the condition
for one year - see Dolan (1997)

See annexes 51 and 5.2 of Layard and Clark
(2014) available at cep.lse.ac.uk/thriveannex.pdf
See, for example, Layard (2011), pp 312-13

For data on replies to these questions see
Helliwell et al. (2012), chapters 2 and 3

live longer. The quality of life is measured by a subjective valuation (described
below) with a range between 0 (as good as dead) and 1 (full health). In this way it is
possible to compute how the treatment affects the total number of quality-adjusted
life years that the patient will experience. Since not all treatments can be afforded,
the agency approves all treatments for which the cost per additional QALY is less
than about £30,000. This procedure has been used successfully for a decade and has

attracted worldwide interest. Good as it is, we think it could be better.

'The assessment of quality of life is made as follows. For each treatment we know
how it affects a person in five important dimensions: physical pain, mental pain,
ability to move, ability to care for yourself, and ability to perform your usual social
functions. But how to weight these five dimensions? At present it is done by asking
the general population (most of whom have never been seriously ill) how they
would value conditions with different scores on the different dimensions.®” It would
be much better to use a wellbeing approach. For example, we could simply take a
sample of the population and find out how these different dimensions affect their
life satisfaction. This has been done and it gives a much higher weight to mental
pain and a much lower weight to physical mobility.®® A more radical approach (not
yet attempted) would be to study directly how different illnesses of different severity
affect a person’s life satisfaction. Such a study is urgently needed.

In the meantime the UK governmental body NICE (the National Institute for
Health and Care Excellence), which does the calculations, has performed a signal
service. It has shown to the world that the wellbeing approach can become an
acceptable basis for public policy. There remain, however, some major conceptual
problems we need to consider. These include: the interpersonal distribution of
wellbeing, the discount rate, and the length of life.

THE INTERPERSONAL
DISTRIBUTION OF WELLBEING

A key issue is how we should aggregate the changes in wellbeing for people whose
initial wellbeing is low with the changes for those whose wellbeing is high. In the
procedure advocated by Bentham and used so far in this discussion, we should
simply add them up. But there are good arguments for giving more weight to

gains and losses that occur to people who have lower life satisfaction.®® This is an
ethical question not easily open to empirical analysis (though the population can be
asked for their sets of weights). One approach would be to report effects separately
for people at each original level of wellbeing. An extreme approach would be to
focus only on the extent to which a policy reduced the number of people with life
satisfaction below a certain cut-oft. Interestingly, the influences that predict low life
satisfaction (below a selected cut-off) have very similar weights to those that predict
life satisfaction in general. But since low wellbeing is a special problem, we should
surely give special weight in policy analysis to improving life satisfaction where it is
initially low. That is one version of what social justice means.

Another option is to use a quite different measure of individual wellbeing. For
example, we could focus exclusively on negative emotion as measured by replies to
questions like ‘How sad/worried/frustrated/angry were you yesterday?*® Alternatively
we could use time-use data, where individuals are asked about each episode in the
previous day, with questions for each episode about the extent of various positive and
negative emotions. As Kahneman and Krueger have proposed, we could then rate an
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episode as miserable if the most powerful negative emotion was more powerful than
the most positive emotion.”’ From this we could find what fraction of the day each
person spent being miserable — what they called their ‘misery’ index. And we could
make the average misery index into our measure of social welfare.

Such an exercise, however, is very data-intensive and requires the collection of time-
use data. At this stage of development, the simplest approach is probably to record
benefits and costs occurring to people at different levels of original life satisfaction,
and then use sensitivity analysis on the weights attaching to each level of life
satisfaction to see how far the ranking of projects differs according to the weights.

DISCOUNT RATES

For most individuals the effects of a policy change are spread over a number of years,
and indeed some policies affect people yet born. So what discount rate should we use
to combine effects that occur in different years? In traditional cost-benefit analysis the
discount rate consists of two elements that are added together. The first element (the
‘pure time social discount rate’) reflects the general uncertainty about the future; the
second reflects the fact that future generations are expected to be richer and therefore
to have a lower marginal utility of income. In the current UK Treasury Green Book
the first element is put at 1.5 percent per annum and the second at two percent®™.
There is clearly a case for a pure time social discount rate, but when our measurements
are in units of wellbeing, declining marginal utility of income ceases to be relevant,
although there is still the distributional issue of how we should allow for differences
in wellbeing between different generations (or indeed different years of one person’s
life). There is no neat solution to this problem, and where it is severe it must be shown
explicitly in the analysis. Where it is not, the pure time discount rate may suffice.”®

If this is the approach to discounting wellbeing, how should we discount future
public expenditure? In principle there should be a separate price attached to public
expenditure in each period. But in practice, if the path of public expenditure is
reasonably smooth, we can probably assume that the price of public expenditure in
units of current wellbeing would remain the same from one year to the next. This
would mean that the price of future public expenditure in units of today’s wellbeing
should fall at the same discount rate as is used for future wellbeing.

THE LENGTH OF LIFE
AND NUMBER OF BIRTHS

Almost everyone would agree that a long life is better if the quality of life is
unchanged. But how to combine the two? First, we have to measure quality of

life in units of healthy life years. This means moving from a cardinal measure of
quality of life (where the origin of measurement is immaterial) to a ratio scale lying
between 0 and 1. With measures of life satisfaction, this can be done at a stretch, by
asserting that the 0 really is zero.®* Then there is an act of faith involved in asserting
that every year of life from birth onwards is of equal value (if of given quality).

'This assumption can of course be changed but any change involves considerable
controversy. Finally there is the issue of the numbers born. For most practical
purposes we should take this number as exogenous. But some policies clearly do
affect the number of births, and some countries like France, India, China, and Japan
have all tried to influence the fertility of their populations.
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'The issues here are really difficult. We can imagine two extreme positions. One
position says the only thing that counts is the proportional distribution of QALY's
among all those who are born and that the number of people born is immaterial.

So a world of 1 million people is as good as one of 7 billion who are equally happy.
'The opposite position says that what matters are total QALY's, added up over all the
people born.** According to that position we should prefer a trebling of births even
if it halved the QALYSs per person born. Probably most people would hold some
intermediate position, but no one of a liberal disposition would want government
regulation of births — at most, perhaps, incentives one way or the other.

RELATION TO TRADITIONAL
COST-BENEFIT ANALYSIS

'This completes our outline discussion of a new form of cost-benefit analysis conducted
in units of wellbeing. But could it not just as well be conducted with money as the
unit of measurement instead of wellbeing? After all, money has a given impact on
every person’s wellbeing (its ‘marginal utility’), so we could always measure a person’s
change in wellbeing by the change in money that would produce the same change in
wellbeing. In the jargon this is known as the ‘equivalent variation’. Why not use that?

'The most obvious problem is that the marginal utility of income differs widely
between people, as we saw in Chapter 3. It is much lower for richer than for poorer
people. Can this problem be handled within the existing money-based framework
of cost-benefit analysis? One approach would be to show separately the money-
equivalent net benefits for different income groups, as the Treasury does now. But
this could miss some important distributional issues. For example, if mental illness
were properly treated, this would mainly benefit people who were miserable; but if
the breakdown were by income class, the benefits would be shown as evenly spread.
'The most natural approach is to do the analysis in units of wellbeing, and then show
net benefits separately for people with different levels of wellbeing. But in parallel it
would also be reasonable to show a breakdown of the changes (in units of wellbeing
or of money) for people in different brackets of income.

'That concludes our analysis of policy evaluation where the main effects cannot be
measured directly in terms of willingness to pay. But there are many policies where
the main measurements of benefit are in money, and it is natural to stick to those
units throughout the analysis. These policy areas may include education, industry,
employment, and transport. However in all of these there will be some elements of
non-pecuniary effects where the original measurements are in units of wellbeing.
For example, a policy to reduce unemployment will increase wage income and
profits, but we also know that it will have major psychological benefits for the people
who get employed (in addition to their extra income). The natural approach here is
to convert these wellbeing changes into money, rather than vice versa. This can be
done in the standard way by calculating the equivalent variation in money income.?

CONCLUSION

In much of public policy analysis evaluation in terms of willingness to pay is
impracticable. In such areas we believe that governments should develop new
methods of analysis where wellbeing is taken as the measure of benefit. Even with
existing knowledge, such an approach suggests new policy priorities discussed in
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the next chapter. But to discriminate effectively between specific interventions on
a scientific basis, such as that outlined in the Technical Annex, will require much
more detailed study. This should become one of the main focuses for social science.
It would include much more detailed models of the life-course, and more properly
controlled experiments.

At the moment much policy is based on little more than a hunch. We firmly believe
that a more scientific element can be introduced into the process. It will never be
decisive, and ultimately decisions have to be made by elected politicians accountable
to the electorate. But their decisions can be based on much better information. So
from this chapter emerge three key recommendations:

¢ For policies where willingness to pay is not a feasible measure of benefit,
governments should develop new methods of policy analysis based on wellbeing
as the measure of benefit.

* 'This means that it should become a major objective of social science (and of
its funders, such as the UK’s Economic and Social Research Council) to throw
light on the causes of subjective wellbeing and how it can be enhanced and at
what cost.

* In addition there needs to be more experimentation to provide the detailed
information on benefits and costs needed for reliable policy evaluation.
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If wellbeing was the goal of policy makers, what difference would it make to their
priorities? From our analysis in Chapter 3 we can already see some obvious areas
where more should be done. These are the focus of this chapter, but this does

not necessarily mean that overall state activity should increase. Many of the new
priorities are surprisingly inexpensive, and all are enabling rather than coercive.
Moreover, some less important activities could also be shed.

BOX 4. SOME POLICY PRIORITIES

MENTAL HEALTH AND CHARACTER BUILDING
+ Treat mental ill-health as professionally as physical ill-health.
+ Support parents.

 Build character and resilience in schools.

COMMUNITY
+ Promote volunteering and giving.
+ Address loneliness.

+ Create a built environment that is sociable and green.

INCOME AND WORK
+ Promote economic growth.
+ Reduce unemployment through active welfare.

+ More wellbeing at work.

GOVERNANCE
« Treat citizens with respect and empower them more.
+ Measure wellbeing and make it a policy goal.

+ Give citizens the wellbeing data they need.
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By tradition, strategic policy reviews tend to start with economic growth. However,
we start elsewhere as a focus on wellbeing leads us to place greater weight on the
human factors that explain the big differences in wellbeing, but that tend to be
pushed to the margins in traditional policy making. These include mental health;
the importance of human relationships, compassion and care; and a sense of
personal agency and control. Box 4 above lists the policy areas we develop in this
chapter. It is not an exhaustive list; and many old areas remain important, including
economic growth.

MENTAL HEALTH AND
CHARACTER BUILDING

Treating mental ill-health as professionally as physical ill-health
As we have seen, if we wish to predict an adult’s satisfaction with life the best single
predictor is their emotional health — their levels of depression and anxiety. That is
the case whether the prediction is made when the person is a child or when the

person is already an adult.”

Many factors determine anxiety and depression, including genes, parenting style,
school environment, and adult experience. To prevent anxiety disorders and
depression, it seems clear we need better support for parents, better schools, and
better workplaces. We shall return to all of these. But first there is the immediate
challenge of helping those who are currently suffering from diagnosable depression
or anxiety conditions. In advanced countries these are roughly one in six of all
adults. But shockingly, at present only one in four of those affected are in any form
of treatment, compared with most people with serious physical illnesses. This is
unacceptable because effective treatments exist that should be made as readily
available as treatments are for physical illness.

For some conditions medication is recommended and all conditions benefit from
modern evidence-based psychological therapy. For moderate to severe depression,
anti-depressants lead to 50 percent recovery rates during treatment, compared with
20 percent if untreated. Modern evidence-based psychological therapy is equally
effective and it also reduces subsequent relapse rates. For most anxiety disorders,
psychological therapy again achieves 50 percent recovery rates.

'The treatments are extremely cost-effective®® and many of those who get better go
back to work or keep jobs they would otherwise have lost. The resulting savings more
than pay for the cost of the therapy. Moreover, as mental wellbeing improves, so
frequently does physical health; and the savings in physical healthcare are of similar
size to the cost of the psychological therapy. (Depression reduces life-expectancy

as much as smoking does.)*® For these reasons, in 2008 the British government
launched a new service for adults called Improving Access to Psychological
Therapies.” Described as “world-beating” by the journal Nature, the programme
now treats nearly half a million people a year, although waiting lists are rising, as the
unmet need is so great. Expansion of such services would help in every country.

‘There is a parallel unmet need for therapy in childhood. In most countries at least
one in ten children and adolescents need help with anxiety, depression, or behaviour
problems, but only a quarter of these children are in treatment. The cost of this
unmet need is enormous in terms of educational failure, juvenile delinquency, and
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subsequent benefit dependence as an adult. The main problem is an inadequate
supply of services. Good treatments exist, and need to be more widely available.
Services are often too remote and every school would benefit from having a named
member of a local mental health service visit regularly.

In conclusion, people with mental illnesses such as depression and anxiety disorders
should have access to evidence-based treatment on exactly the same basis as people
with physical illnesses. This is as important for children as it is for adults.

We have started with the treatment of mental illness for three reasons. The first is
social justice. How can we possibly not treat people who are currently suffering,
when good treatments exist? Second, we have impressive evidence on what works
and how cost-effective such treatment is, although ideally we should prevent mental
illness rather than waiting till it has developed — something can do a lot about.
'Third, whatever doubts anyone might have about what constitutes a good life — the
happiness versus capability debate — all are agreed that lowering anxiety and misery
is unambiguously worthwhile. If we are not yet systematically building a good
society let us at least build a ‘not bad’ one.

Supporting parents

'The foundations for satisfying and fulfilling lives are laid in our earliest years of
development. Emotional development is crucial here, and so too is the acquisition
of social and cognitive skills.™" All of these depend strongly on the relationship
between parent and child, and on the relationship between the two parents.’® So it
is vital that parents have access to the best possible information available and, where
things go wrong, to support.

At least four things can be done, all based on well-evidenced trials:

* Both parents can be offered classes on parenting around the time of childbirth.
'These would cover emotional as well as physical aspects of child-rearing and the
emotional impact of children on the couple’s relationship.’®

¢ Health visitors, or their equivalent, can be trained to detect maternal depression
and refer the mother for treatment if necessary.

¢ If a child becomes difficult, parents can be offered classes in parent training such
as the Incredible Years Programme, which has been shown to improve children’s

behaviour seven years later.”*

* If the couple fall out, Behavioural Couples Therapy can be offered, with well-
established benefits.'*

Building character and resilience in schools

After parents, schools are the next major influence on how children develop.
Learning ‘hard’skills are important, but so too is a capacity for empathy, resilience,
and other ‘soft’ skills. Self-control, perseverance, the capacity to delay gratification,
and the ability to cope with shocks are strong predictors of positive adult
outcomes.'® Soft skills are beneficial not only for the wellbeing of the person who
acquires them, but for all those they meet. These traits are in turn linked to higher
subjective wellbeing in adult life.

'The best schools have long been aware of the importance of these broader skills,
and inspired teachers and head teachers have always sought to nurture them.'”
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Although these skills are often referred to as ‘soft’, there is no reason for them to

be valued any less. And we can bring more rigour into the way we develop them.
There is a growing literature on how to develop empathy, mindfulness, self-control,
resilience, and the ability to savour what life offers. This literature is showing us that,
just like other skills, these are skills — not innate qualities — that can be acquired
through practice, learning, and skilful teaching.'®

There are now literally hundreds of programmes for social and emotional learning
(SEL) in British schools, which have been subjected to controlled trials. A meta-
analysis of these programmes found that on average the programmes increased
emotional wellbeing by about ten percentile points, and children’s behaviour by
the same amount.’® Strikingly, they also increased academic achievement by ten
percentile points. As you would expect, happier children learn better.

There is no conflict, as some politicians believe, between improving child wellbeing
and academic achievement. They are complementary. It is noteworthy that in
Finland, an education system with longstanding world-beating educational
performance, the primary focus of the system from pre-school through (late-entry)
primary school is on the social and emotional development of the child. They have
concluded that if they can get this right, educational attainment follows — and their
results seem to back them up.

There are other key lessons from the experience of the SEL programmes: they work
best if they are highly structured, including detailed manuals for the teacher; they
work best if they focus mainly on what children should do (positive things) rather
than on what they shouldn’t do (like drugs); and, regrettably, their effects fade over
time. So, rather than simply taking around 20 hours out of a child’s life as most of
these programmes do, we need to find a way to ensure their effects do not fade. One
possibility that is being investigated is having weekly life-skills courses, based on
properly evaluated materials. At least one such trial is under way."

Many of the best curricula now include all of the following. First, resilience: the
pioneering example of this is the Penn Resiliency Programme developed by Martin
Seligman and his colleagues.” Second, mindfulness: this ancient practice helps
people of all ages establish control over their attention, focusing especially on the
present moment and on such features as breathing. It has been shown to reduce
depression and to improve school achievement and behaviour." And third, values: if
we want a happier society, we have to become more kind, considerate, and respectful
of others. As the neuroscience shows, this benefits not only the recipient of the
kindness but also the giver."™ We shall return to kindness later, when we come

to community life. But clearly the seeds of good community life should be sown

in schools.

So what will make schools give greater attention to the wellbeing of their children?
In an age of measurement the most obvious answer is: measure it. If schools
measured the wellbeing of their children at regular intervals using standard
measures, that would tell them and the community at large how well the school was
doing. It is also vital that schools notice if their children are emotionally distressed,
or behaviourally disturbed, and, if necessary, make sure they get professional
psychological support. For this to happen, all teachers must be trained in the basics
of mental health and those who teach SEL will need more in-depth training.

There is one other point that is important for child wellbeing. Children hate schools
where they cannot learn because there is too much disorder. But teachers, like
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parents, can be taught how to induce their children to behave. In fact the Incredible
Years Programme provides an excellent one-week course for teachers that can

transform their classes.”*

To conclude, much can be done in schools to promote wellbeing. A good approach
would involve:

* Systematic structured teaching of life-skills and values throughout school life.
* 'The regular measurement of children’s wellbeing (after suitable piloting).

¢ 'The training of all teachers in mental health and the management of

child behaviour.

COMMUNITY

Volunteering and giving

How can we build not just better schools, but better communities? No person is an
island and as we saw in Chapter 3, wellbeing depends heavily on the feeling that
others are on your side. Social trust — feeling that most people can be trusted — is

a consistent correlate of higher wellbeing at both community and national level.

It varies substantially across countries and regions: around 60 percent or more of
Swedes, Finns, and Danes say that most people can be trusted, while that figure is
typically only 30-40 percent in Anglo-Saxon countries, 20-30 percent in Southern
Europe, and less than ten percent in a number of African countries.™

Whether people are trustworthy is largely determined in childhood — through
family, school, and college. One powerful way to develop pro-social attitudes is
through the promotion of volunteering and giving. Clearly volunteering should
benefit the recipient of the volunteers’ efforts. But the positive effects fall both

on the recipient and the giver. For example, across mentoring programmes for
young people, the benefits for the mentor are typically double the size of those for
the mentee.

'The London Olympics in 2012 showed the potential of mass volunteering with
70,000 people volunteering and contributing an estimated eight million hours

of voluntary work. Many more wanted to volunteer — there were a quarter of a
million applications — and those that participated, and the nation, were uplifted by
the experience. Similarly, giving away money to charity is consistently found to be
associated with higher wellbeing in both cross-sectional and time-series data.™®
'This was also shown in an ingenious experiment where people were given $20

and randomly assigned to spend it on themselves or someone else. Those asked to
spend the $20 on someone else subsequently showed significantly higher subjective

wellbeing than those asked to spend the money on a treat for themselves.

But if volunteering and giving makes people feel good they would do it anyway
so why should the government get involved? Three factors make the case for
intervention.

First, giving and volunteering are associated with strong spillover effects. Unlike the
negative externalities associated with income (when our neighbours get a fancy new
car we feel less happy with our old car), volunteering and reciprocity are associated
with positive externalities, or spillovers. In other words, if you live in a community
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with high levels of volunteering, even if you do not volunteer, your subjective
wellbeing will still tend to be increased by all that good will and social capital
building around you." This suggests that there will then tend to be some free-
riding, and levels of giving and volunteering will tend to a level below optimal.

Second, people appear to underestimate systematically the positive impact that
volunteering will have on themselves and others. This was powerfully illustrated in
the $20 experiment: when asked to predict which of the two options would make
them feel happier, most people (incorrectly) predicted that it would be when the
money was spent on themselves.

'Third, levels of giving and volunteering are influenced, at least to a degree, by the
regulatory and tax treatment set by the state, as well as other ‘frictions’ that get in
the way. Many governments give expensive tax breaks for charitable donations,
suggesting they see some extra benefit to society from higher levels of giving.

BOX 5. THE NATIONAL CITIZEN SERVICE (UK)

It has previously been observed that even relatively short volunteering programmes
attended by young people boost social trust and tend to create habits of
volunteering and helping others that persist throughout life."" The UK’s National
Citizen Service (NCS) programme is based on this insight, and offers young people
an opportunity to learn the skills of community action, receive mentoring, and

take part in identifying a local need and addressing it. The programme includes a
residential week, and deliberately mixes young people from all walks of life. The
programme has been shown to increase connections and change attitudes across
social groups.

The programme evaluation found that, relative to matched controls, young people
who took part in NCS reported significant increases in happiness, feeling that
‘things you do in life are worthwhile’, and marked reductions in anxiety compared
with before the programme.

CHANGE IN PERCENTAGE OF YOUNG PEOPLE WITH HIGH WELLBEING /
LOW ANXIETY BEFORE AND AFTER NCS

20 7
157 M Control group
NCS participants
10
5 -

0 .

5 .

Life satisfaction Happiness Worthwhile Anxiety

104 Statistically significant improvements in Happiness (5%), Worthwhile (5%) and Anxiety (9%)
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In the USA, falling levels of volunteering have been documented since the 1960s.™

'This appears to be generationally based, with a steady fall in each generation after
the civic heyday of the Second World War returners. In other countries, the patterns
are less clear, but often not encouraging. For example, in the UK, while overall levels
of volunteering and giving have held up, this appears to be largely due to a shrinking
but more active minority.

Controversy continues around what policy makers can do to increase volunteering
and giving. There is good evidence that the experience of volunteering in youth

sets up the habit for later life, supporting the case for national or local programmes
(such as Americorps, or the UK’s National Citizen Service — see Box 5). Other
factors that appear to increase volunteering and giving include: encouraging more
public or visible forms, since this leads to modelling and cascade giving; encouraging
giving through peer networks; and simply making it easier, such as through easy
payroll giving, or via QR codes and mobile phones. The state can also act to remove
barriers to volunteering, such as excessive personal security checks and supporting
e-platforms that make it easier to identify opportunities at convenient times and
locations. One advantage of these nudges towards giving and volunteering more is
that they are a lot less costly to the taxpayer than charitable deductions and more
efficient as the latter have high deadweight costs.

Encouraging higher levels of volunteering, reciprocity,'®

and giving appears to be

a powerful way of increasing subjective wellbeing. For the most part this needs to be
led by citizens themselves, but governments and communities can help by creating
opportunities for people to volunteer, and by removing the frictions that get in

the way.

Addressing loneliness

An unexpected side-effect of modern life, and to some extent of affluence, has been
the rise of loneliness. Loneliness is a subjective measure and is distinct from social
isolation, which is measured objectively. Both are important from a public-policy
perspective but it is fair to say that policy makers have traditionally focused on
isolation, and that subjective loneliness provides an important new perspective that
supports renewed focus and attention to this important issue. Research published
last year found that six percent of adults in the UK consider themselves to be
lonely ‘all or most of the time’, with a further 21 percent ‘sometimes’lonely.”?' Over
a quarter — or 3.1 million people aged over 65 — say they often go for more than

a week without seeing any friends, family, or neighbours. Age UK estimates the
prevalence of loneliness in older people at around 30 percent. Loneliness is also

an issue for younger generations: in 2010 11 percent of people aged 35-54 and 12

122

percent of people aged 18-34 described themselves as ‘often lonely’.

Several studies' suggest that having a well-integrated friendship network is a
source of psychological wellbeing among middle-aged adults. These relationships
are independent of education, material status, and prior psychological health.'**
More recent analysis has found that social engagement is protective of depressive
symptoms in later life.”> There is also evidence that social isolation varies cross-
nationally, with a negative correlation to social trust.

'The implications of isolation and loneliness on health and wellbeing are increasingly
well-known. Perhaps the most eye-catching finding yet presented is that loneliness
is as bad for physical health as smoking 15 cigarettes a day, or moderate alcohol
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abuse.™ This is not the only physiological impact: loneliness has been shown to
increase the risks of high blood pressure,'? cardiovascular disease,'® and onset of
disability,'and dementia.™ Hence a wellbeing focus suggests policies designed to
tackle loneliness and social isolation should be examined.

Designing sensitive and effective policy interventions remains a challenge. One
interesting approach is to turn the challenge on its head, and ask the socially
isolated if they would like to help others. For example, a school-based programme in
Baltimore recruited retired older people in two-year cohorts to provide extra support
and nurturing in primary schools. The friendships formed among the volunteer
cohorts were found to survive beyond the end of the two-year programme, to have
created real sense of purpose, and to have made a great contribution to the children.

Another policy approach is to support platforms that make it much easier for people

131 llustrates

to support the isolated and vulnerable. The Canadian platform Tyze
the approach. Tyze is a dedicated platform that facilitates the forming of a ring of
support and care around an individual, either built up by a caring friend or relative,
or by the person themselves. It is unique in that it aims to bring together formal and
informal networks — family and friends with doctors, nurses, and care workers. For
example, someone may be very willing to help an elderly neighbour, but may not
know what would be helpful and when. Meanwhile a son or daughter might live too
far away to be able to deal with everyday issues such as opening the door to a repair
man or picking up a small item of shopping. The platform makes these connections
in a private but convenient way. Similarly, UK-based care4care, modelled loosely on
the Japanese care-ticket system, encourages the ‘young old’ to offer some care and
help to the frail or very elderly. In exchange, carers can collect credits, or ‘thank yous’
that they can give to someone else or that they can save for use by themselves in the
future. Such reciprocal platforms have the potential to boost both the wellbeing of
carers and the cared-for.

In conclusion, developing policies that address loneliness is one of the great
policy challenges that we face today. For some, solitude is a choice. For many,
social isolation is a real problem that merits extra attention when viewed through
the lens of wellbeing and public health, but with promising and low-cost policy
responses available.

Creating a built environment that is sociable and green

'The spaces and places that we live in have a significant impact on our wellbeing.
Variations in wellbeing across Canadian Provinces,™ and similarly across UK Local
Authority areas,”? are only partly explained by variations in income. Other factors
explaining this variance include knowing one’s neighbours, feeling that others can be
trusted, shorter commutes, and access to green spaces and water.

'The physical environment strongly affects the character and frequency of our
interactions with other people — a pivotal influence on our wellbeing. The
environment can also lower our wellbeing as a result of exposure to environmental
stressors such as noise or pollution, and can raise our wellbeing, through giving us
a sense of connection to the natural world.

'There are links between the physical environment and social relationships. A series
of studies has shown that the magic formula is having easy opportunities for social
interaction but retaining the ability to choose when, who, and where we meet.™*
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Spaces that create opportunities for people to dwell and meet, be they parks, porches,
or post offices, provide the soil for the seeds of friendship and connection to grow.
School gates — whatever the original intention — become places where parents meet,
talk, and form connections. But enforced interaction, be it through enclosed corridors
shared by many dwellings, impersonal walkways in the sky, or mass-transit systems
instead encourage withdrawal — a result replicated in controlled conditions.™ In the
words of Robert Frost, “good fences make good neighbours”— or are at least part of
the formula, since they enable people to regulate their social interactions with others.

'There are relatively few intervention studies that give policy makers reliable evidence
on methods of increasing social trust and positive social relationships. But the
evidence that does exist suggests good approaches involve supporting community
facilities and spaces that make it easier for people to socially interact, but in ways
that they can choose and shape — plazas, pubs, and post offices. Policies can also
encourage leisure usage of these outdoor spaces.”® In addition to fostering good
fitness, such initiatives can improve wellbeing by encouraging social contact.

For example, improving street design and furniture on The Cut, London SE1,

has increased pedestrians by 35 percent and made the street a more sociable and
desirable place to be.™ This has been achieved by adding trees and benches, and

improving outdoor dining zones.

'There is also plenty of evidence of what not to do. The modernist housing
developments of the ’60s and 70s, with large blocks of flats and deck access spaces,
created environments with few buffers between public and private space. This
leads to places where residents struggle to separate fellow residents from strangers,
tending to an abandonment of public spaces and a cycle of fear, withdrawal, and
social isolation.

Low-cost interventions may also prove effective. For example, an early intervention
study found that simply dividing a long corridor into smaller visual spaces could
eliminate many of the negative effects on social interaction and withdrawal.”®
Similarly, promising simple interventions include communities supporting and
distributing neighbourhood directories that help people know their neighbours, and
online ‘street banks’ that enable people to share and exchange goods and equipment,
and get to know each other as they do.

Environmental stressors such as noise, pollutants, or volume of traffic also affect
subjective wellbeing. Interestingly, there is some evidence that some of the less-
obvious stressors, such as airborne irritants, may have bigger impacts than some of
those stressors that are more obvious, such as noise, since people may be more likely
to misattribute the cause of their irritation.™®

On a more positive note, physical or visual access to green spaces, water, or natural
light appears to have a surprisingly powerful direct impact on subjective wellbeing.
Residents of urban English areas with higher levels of green space showed lower
levels of mental distress and higher levels of life satisfaction, controlling for

other contextual variables." Swedish participants who visited green spaces more
frequently reported less stress and stress-related illness, controlling for demographic
variables.™! Recent research found that taking group walks in green corridors had
a significant association with less perceived stress and negative affect, compared to
people walking in urban environments.'*? Parks and green spaces in cities where
people may not have access to their own gardens are valuable tools in helping to
mitigate life stresses.
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Similar effects are found in clinical studies too. A 2004 study of patients undergoing
elective cervical and lumbar spinal surgeries randomly assigned them to either

the bright or dim side of a ward after their operations.™® The results of this study
revealed that the patients exposed to more natural light experienced less perceived
stress and pain, took less analgesic medication per hour, and had less pain-
medication costs. Similarly, in one retrospective study of patients recovering from
gall-bladder surgery, those who had a view of trees left hospital, on average, three-
quarters of a day earlier, and took less pain medication than those patients who had

a view of a brick wall.™*

In conclusion, planners and developers need to incorporate evidence of how the
physical environment affects wellbeing into the design of our cities, buildings,

and communities. This needs to go beyond the traditions of intuition and design,
and instead systematically factor in the ability of built environments to create
opportunities for controlled social interaction by residents, and a sense of connection
to the natural environment.

INCOME AND WORK

Promote economic growth

We come now to the economic aspects of life — income and work. It is sometimes
implied that economic growth and wellbeing are contradictory objectives. We do not
take that view. Other things being equal, growth is good for wellbeing. Economic
growth can enable citizens and states to build health and welfare systems, protecting
or ameliorating against hazards of ill-health and loss of income. Growth can give
more time free from time-consuming domestic chores, releasing time and resources
for leisure, arts and education.

But growth is not the only thing that is good. We should be careful not to over-
sacrifice other aspects of life (such as family life, community cohesion, or low
unemployment) in the name of economic growth."* Growth gives us choices, but by
itself offers no guarantee of increased wellbeing.

One very clear lesson emerges from wellbeing research. You lose more wellbeing
from a fall in income than you gain in wellbeing from an equal rise in income. This
is the phenomenon of loss-aversion made famous by the Nobel prize-winning
psychologist Daniel Kahneman.™®

'This means that policy should aim above all at a stable rate of growth, rather than
growth that (even if higher on average) includes periods of recession.

Reduce unemployment through active welfare

A somewhat different issue is that of unemployment. Comparing decades, there

is no clear relation between the average rate of economic growth and the average
unemployment rate. In this timeframe, the unemployment rate is determined by the
structure of the labour market. But one of the most universal findings of wellbeing
research is the devastating effect of unemployment — with effects on wellbeing
similar in scale to the effects of bereavement. After all, in each case you cease to be
needed. Thus the impact of unemployment is much larger than can be explained by
the loss of income alone.
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'This effect, first explored in detail by Jahoda™ in her famous Marienthal studies in
the first half of the twentieth century, is widely agreed to be due to the many other
non-economic benefits that employment brings. These benefits include a sense of
purpose, challenge, and the social connections that work brings. On top of this, a
period of unemployment has a significant impact on a person’s wellbeing, even in
the years following their re-employment. We do not adapt to unemployment and a
period of unemployment also has an adverse effect on our wellbeing after we have
got back into work.™®

So our aim must be low and stable unemployment. This requires suitable labour
9 It will not happen if unemployment benefits are handed out
unconditionally. It will happen, as international evidence shows, if there are active

market measures.

measures to help people back into work, on the understanding that those who refuse
help cannot continue to draw benefit. Such measures normally include, after a time,
the provision of temporary work to keep the person in touch with the labour market.
'The wellbeing evidence shows clearly that people helped in this prescriptive way feel
better than people just left on benefit.”°

In addition, it is crucial to tackle any mental health problems that affect people on
unemployment or incapacity benefits. At present, under half of British people on
incapacity benefits for mental health reasons are in any form of treatment. But there
is striking evidence of how evidence-based psychological therapy and Employee

Assistance Programmes speed the return to work.™’

'Thus the wellbeing literature strongly makes the case for active labour-market
policies to get people out of unemployment as fast as possible. Secondarily, the
evidence makes the case for support for a jobseeker’s mental health, resilience, and
confidence, and the treatment of depression and anxiety.

More wellbeing at work

'That said, not all jobs are a bed of roses. Job satisfaction is on a long-term downward
trend in most advanced countries,™ and people rank time spent with their manager
as among their least happy moments in the day.™

'There are four generally agreed features of a workplace that provides for high
wellbeing.™ First, workers must have a clear idea of what is expected of them and
how it relates to a wider whole. Second, they must have reasonable freedom over
how they do the work. This sense of control or agency is a universal human need™®
and includes the need for people to be consulted over things that obviously affect
them, like the arrangement of space in the office.™®

Next there is the need for support and recognition. People like to be rewarded in
ways that make them feel personally valued by their employer.™ Such rewards are
not necessarily financial. Many studies have found that workers view non-financial
incentives, like praise from line managers and opportunities to do better work, as
equally (or more) effective compared with cash bonuses, pay increases, or stock
options.™® A field experiment illustrates the power of praise relative to financial
incentives. While financial rewards led to a surge in worker performance when they
were introduced, performance subsequently dipped dramatically so that the overall
effect was negative. In contrast, praise from managers led to a similar improvement,
but the subsequent dip was smaller, and the final effect was still positive.”® This
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illustrates a point that is frequently made: financial rewards can ‘crowd out’ other
forms of motivation, like the natural desire to do a job well."°

Finally, people need a reasonable work-life balance. A recent European study found
that people working over 40 hours a week have lower wellbeing.™ As we have
seen, social relationships and feeling part of a community are significant drivers

of positive wellbeing, so we should favour policies on flexible working, weekend
working, and annual leave that allow people time to spend on friends, family, and
leisure activities.

Why would an employer take the wellbeing of the employees into account? Because
it affects their performance. Positive mood states have been repeatedly found to
boost productivity and creativity, reduce sickness absence, and increase customer
satisfaction.’ As an example, medics put into a more positive mood have been
shown to make faster, more accurate, and more considered diagnoses.”®® Similarly, an
experiment boosting wellbeing in the workplace (through encouraging small gifts
between workers) led to significant increases in productivity.'®*

If worker morale is so important for an employer it must be in the employer’s
interest to measure it. It is also vital that employers are sensitive to mental health
problems in their workforce, since mental health problems account for nearly half of
all sickness absence. All of this applies as strongly to government as an employer as
it does to private-sector employers.

In general, the evidence suggests that it is strongly in the interests of businesses
themselves to promote wellbeing at work (see Box 6). However, governments and
intermediaries can catalyse this shift by improving the information available to
workers about the satisfaction of workers through indices such as the Sunday Times

Best Companies to Work For.

BOX 6. THE BUSINESS IN THE COMMUNITY
WORKWELL MOVEMENT

The Business in the Community Workwell movement'®* is a coalition of
businesses who have agreed to work towards greater understanding of
workplace wellness and its benefits. Marks & Spencer’s wellbeing programme,
Plan A, won the Bupa Workwell Award in 2013. The scheme is centred on a
website, www.planAhealth.com, which gives employees information and support
for a range of wellbeing issues and links to online assessment tools for a number
of conditions. Corporate wellbeing challenges enable employees to make a
pledge aimed at improving their health and wellbeing. Since the launch of Plan
A, over 13,000 employees have used the website and 10,500 have undertaken

a challenge. Since launch, turnover rates have improved, sickness absence fell
seven percent in @ month, and there was a reduction of 18 percent in referrals for
muscular-skeletal conditions.
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GOVERNANCE

Treat citizens with respect, and empower them more

One of the clear lessons of the wellbeing literature, from both cross-sectional and
laboratory evidence, is that agency and control matter. It is generally not stress per
se that leads to higher levels of psychosomatic symptoms and lowered wellbeing,
but rather the combination of external stress combined with an inability to control
the situation — what might be called the curse of responsibility without power. It
is this combination that is thought to help explain why people at the top of large
organisations experience lower physical and psychological symptoms.®®

It is unsurprising, therefore, to find that institutions and practices that give people
real power and control are associated with higher levels of satisfaction and wellbeing.
For example, it has long been known that by far the most powerful driver of
variations in satisfaction with healthcare is not clinical outcomes, but the sense of
being treated with respect and dignity." Of course, patients and relatives do want
good clinical outcomes, but too often this has dominated over the more human
touch. This is seen in most extreme form in end-of-life care, when sometimes the
clinical imperative to do everything possible to extend life ends up destroying its
quality in the process — at both financial and wellbeing cost.

A more prosaic way in which public services affect wellbeing is through the many
everyday ways in which they touch our lives through bureaucracy, and sometimes
hassle. It is estimated that Americans spent 9.14 billion hours filling out federal
forms in 2011.8 Curiously, such activity is rarely separately identified in time-
budget studies, but it seems unlikely to be an activity associated with positive affect.
Everyday hassles are associated with negative impacts on mental health, as people

like to be treated as if they were trustworthy.®®

Some state institutions seem almost designed to decrease wellbeing, however well-
intentioned they may be. For example, the legal system often seems to encourage
conflict by pushing family disputes and other conflicts into the courts for what can
be a lengthy process. The impact of family breakdown is very clear in the wellbeing
data and people do adapt to divorce and separation in the long run. But do the
courts and legal processes help this adaption process or lengthen the conflict and
misery? It is a fair hypothesis that faster, less confrontational mediation approaches
might be more beneficial to adaption and improving wellbeing.

To improve public services, one key step is to create stronger feedback loops between
the subjective experiences of users and those who provide the service, as well as
other users who might vote with their feet. An early example of this was Canada’s
‘Citizen First’ feedback system, which was credited with stimulating changes that
increased public satisfaction with services by an unprecedented ten percent. The
UK’s recent promotion of net-recommender scores is a recent, larger-scale version
of such a system. From 2013, millions of patients and their relatives have been asked
if they would recommend a given service or ward to their friends and relatives. This
approach is producing data on the experiences of millions of people a year and is
likely to have a dramatic impact on the character and subjective experience of public
services, as well as create a real sense of empowerment among users.

So respect for the citizen is one crucial role for government; empowerment is
another. As we show in Chapter 3, measures of freedom to control your life explain
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as much of the variance of wellbeing across countries as is explained by GDP

per head.”® Cross-national analyses similarly suggest that areas and cities with
greater decentralisation, and particularly fiscal decentralisation, are associated with
significantly higher life satisfaction. ™'

'These patterns are strongly consistent with the powerful role played by a sense of
personal control and agency. In essence, the results reinforce the common-sense
view that feeling safe from the arbitrary exercise of power, and feeling personally
empowered in everyday life, have significant positive impacts on wellbeing. ‘Natural’
experiments show similar results. For example, people exposed to the threat of
demolition of their homes — even in the absence of any actual demolition — show
significant increases in general practitioner visits for a wide range of somatic and
physical symptoms, compared with control populations, and when the threat is

lifted, symptoms drop back to normal."”?

'The headline policy conclusion is obvious: give communities and citizens more
power. Possible responses range from participatory budgets that give citizens

a direct say in how money is spent, to citizen juries, to referenda on issues of
national significance. However, the experience of referenda in California is mixed,
and finance ministers around the world are nervous of hard hypothecation as
unglamorous, but vitally important, programmes might be starved of funds.

Some laboratory evidence suggests that citizens appear to get a real boost to their
wellbeing simply by having an opportunity to guide or advise on even a small
proportion of spending.”

Recent results from the OECD suggest that improvements in governance quality
are associated with changes in wellbeing. The ten countries that most improved
governance quality between 2005-2012 increased average life evaluations by as
much of an increase as would be caused by a 40 percent increase in per-capita

incomes, compared to the ten countries with worsened delivery quality.™

Of course, there is far more to the design of political institutions than can be found
in the wellbeing equations of psychologists and behavioural economists. But there
are some interesting results beginning to emerge. Future work might usefully
establish whether particular forms and levels of decentralisation have stronger
impacts on wellbeing, and establish the direction of causation.

Taken together, the evidence strongly suggests that respect, empowerment,

and freedoms are associated with greater wellbeing, and that these become an
increasingly important determinant in wealthier nations. The evidence reinforces the
case for devolution and local empowerment, particularly for fiscal decentralisation,
and encourages alternative forms of consultation.

Measure wellbeing and make it a policy goal

Finally, we come back to the measurement of wellbeing. If we want a society with
better wellbeing, governments must have the data on wellbeing, and then use it. And
so must individuals.

'The first task for governments at every level is to measure wellbeing — as it is for
employers and for schools. This will show them how their population is faring — and
the more comparable the data are, the more the scope for benchmarking. This is
why the OECD guidelines on measurement, explained in detail in Chapter 2, are
so valuable.
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'There are clear advantages to developing a comparable measurement framework
across countries. Debate continues about which are the best measures to use, but
our view is that these should include evaluative measures (such as life satisfaction
or ‘ladder of life’), affective measures (such as feelings of happiness or anxiety), and
eudaimonic measures (such as a sense of life being worthwhile). We recommend
that such questions be included early on in surveys, since we know that they are
affected by the questions that precede them. We also urge continuing work to
develop light-touch and incidental measures, such as the analysis of semantic
social-media content, that offer the potential for low-cost, high-volume measures
in future years.

Next we need to understand what is causing wellbeing, so research on wellbeing
should become a priority for publicly funded social research. All organisations
should be encouraged to include routine questions on wellbeing in any survey
they undertake.

Policy progress and applications are greatly limited by the rarity of intervention
studies — essentially policy interventions that enable before and after comparisons,
ideally a control group, and include subjective-wellbeing measures. Such measures
can often be added to policy evaluations at very low cost and administrative
burden: the four primary personal wellbeing questions used in the UK typically
take only 75 seconds to administer. These can in turn provide policy makers with
powerful evidence of the marginal cost-effectiveness of very different interventions
on wellbeing.

The aim is to improve wellbeing. This means that in the choice of public policies
wellbeing should be a serious and important criterion. Policy evaluation should
increasingly be done in the ways discussed in Chapter 4, especially in areas of policy
where willingness-to-pay provides no good guidance. Ideally, most policy changes
would be informed by a prior controlled experiment, but in practice, a variety

of data will normally influence any policy analysis. In a democratic society, the
ultimate decision has to be political, but a wise politician will take seriously the best
possible estimate of how citizens would themselves evaluate the impact of the policy
upon them.

So for policy makers in all walks of life the message is:
* Measure wellbeing and include it in any survey you do,
* Support research that helps you understand it, and

* Make it a major criterion in policy choice.

Give citizens the wellbeing data they need

In the end, most of the choices that matter most are made by individuals, not
governments. Better data on wellbeing can often improve their choices. Efficient
markets, and lives well led, rest on people making informed decisions. But often
this information is not present. We can compare the price and fuel consumption

of a new car, but it is hard for us to know the impact it will have on our wellbeing.
We can see the pay and qualifications required for a given job, but it is much harder
to estimate the impact it will have on our wellbeing. In short, wellbeing effects

are often shrouded, so it is unsurprising that we are sometimes disappointed in

our choices.
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Further, the evidence from behavioural science strongly suggests that we are all
prone to systematic errors when making such judgements. We overweight recent
and peak experiences, both good and bad, misremembering how good a holiday,

or how painful an experience was."” We often misjudge what we will regret, and
mis-predict what will make us most happy or sad.”® Such effects help to explain
the growing interest in nudge-style policy levers built around the world. The idea of
nudging, or libertarian paternalism, is to protect and enhance personal agency, but
seck to shape the inevitable choice architecture to favour outcomes that are positive
for busy consumers and citizens.

'The basic point is that people who are better informed about choices, including their
wellbeing outcomes, are likely to make better choices. Wellbeing data should be
made widely available to help de-shroud everyday choices. Some consumer markets
are beginning, in effect, to offer this type of data, such as showing us feedback from
other people on how much they enjoyed a given film, recipe, or hotel, and these

forms of feedback are in turn powerfully reshaping markets."””

But there are many domains where wellbeing data remain shrouded. Young people
choosing a career should be able to look up the average life satisfaction of different
professions as easily as they can the earnings or grades required. With new data,
often derived from public surveys, this is rapidly becoming possible (see Figure 4).
Such data often have public-good characteristics: they are of potential benefit to
everyone once gathered but impose costs on those who collect it. This flags a key role
for governments: to gather and disseminate better wellbeing information for people
and communities to make better informed choices for themselves.

'Thus one of the most powerful, but simple, ways that governments can boost

the wellbeing of their citizens is put in their hands better information about the
relationship between everyday choices and subjective wellbeing. Ultimately, this will
be data gathered from citizens, shared with citizens. In this way, citizens’ own better-
informed choices will reshape markets and societies for the better.

FIGURE 4. LIFE SATISFACTION BY OCCUPATION FOR
MID-CAREER AGE GROUPS'™®
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Figure 4 shows life satisfaction by occupation for mid-career age groups (35-50)

to broadly control for career stage. Wage data is from the 2013 Annual Survey

of Hours and Earnings™ and occupations with less than 200 observations

were eliminated to ensure a reasonable sample for the analysis. The curvilinear
relationship between income and wellbeing is clear, and it is interesting to see how
occupations with high life satisfaction, like clergy, company secretaries, and farmers,
differ from construction and telephone salespersons despite similarities in income.

'There are clearly differences in wellbeing by occupation. Subjective-wellbeing data
can provide extra information, on top of potential future earnings, that can help
people in making their career choices.

CONCLUSION

'This report reflects a widespread wish to reappraise the goals of our society.
Organisations such as the EU and the OECD have for some years been discussing
issues such as ‘What is progress?’ or ‘Beyond GDP’. We hope our report contributes
to this debate, and shows how the lens of wellbeing can lead to concrete changes
of direction. These changes include new ways of policy analysis and new policy

179. www.ons.gov.uk/ons/rel/ashe/annual-survey-of- priorities. Worldwide, people long for a more satisfying life. If leaders focus more

hours-and-earnings/2013-provisional-results/ on that objective, we could indeed have a better world.
stb-ashe-statistical-bulletin-2013.html
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TECHNICAL ANNEX

'This Annex spells out more formally and in more detail the argument
in Chapter 4.

THE CONCEPTUAL OBJECTIVE

'The government’s aim is, we assume, to maximise the wellbeing of the population
(initially considered as the sum of each individual’s wellbeing, /#7;). This has to be
done subject to the usual constraints of endowments, technology, and tastes, working
their way through the market mechanism. To affect things, the government has
three main types of policy instrument.

i) The first is programmes involving public expenditure. We include in these not
only public services but also transfer payments, in order to highlight the choice
between giving people money and giving services that help people to help
themselves. There is thus an array of possible programmes (P). Each programme
P; involves an expenditure E;. Not all pos_sible programmes can be activated, since
there is a public expenditure constraint, £ (assumed given):

E;<E 1)
J
ii) The second type of policy is tax policy, which determines the way in which public
expenditure is financed. Again there is an array of different possible taxes (§).
Each tax §; will yield its own tax-take 7} and altogether these tax receipts must
finance the total of public expenditure:

D' Ty>E )
%

iii) Finally there are regulations, where public revenue and expenditure are not
the main issue. There is an array of possible regulations (R) from which the
government has to choose which to switch on.

(Clearly many actual policies are mixtures of those we have discussed, but this poses
no problems.)

'Therefore, we can think of the welfare of each individual as being determined by
which expenditure programmes, taxes, and regulations are switched on:

Wi=W,(PSR)  (i=1...n) 3)
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The government’s job then is to choose P, § and R to maximise ). /¥, subject to
constraints (1), (2), and (3).

'This task, if correctly undertaken, would throw up a shadow price of public
expenditure (in units of wellbeing) corresponding to constraint (1). This price (call
it p,) would measure the gain in wellbeing per pound of expenditure resulting from
the marginal public expenditure programme. It would also throw up a shadow price
of tax receipts (in units of wellbeing) corresponding to constraint (2). This price (call
it #,) would measure the loss of wellbeing per pound of tax receipts resulting from
the most damaging tax that squeezed through.

One would hope that these two shadow prices were the same. If the shadow price
of expenditure were higher than that of taxes, it would suggest that £ should be
higher. But issues of this kind must be left to the politicians. So we shall assume

that 4,= 4, = .

DECENTRALISATION

Maximising ). W; subject to (1) — (3) describes the outcome we would like to achieve.
But the same result can be achieved not through one single massive optimisation,
but through a decentralised process whereby each possible programme, tax, or
regulation is looked at on its own." For each possible change, we start from the
existing configuration of policy and ask whether the change will be for the better.
The answer is Yes if:

Y AW, p(AE - AT) >0 (4)

By trial and error we should soon find a value for p that allowed the right number of
expenditure programmes to pass the test. Equation (4) provides the basic rule for all
cost-benefit analysis where wellbeing is the criterion.

i) For public expenditure programmes it says that the net gain in human welfare
must exceed the net cost to the Treasury times the shadow price of Treasury
funds. Perhaps more intuitively, it can also be written:

2AW,

AE-A1T) 5)

In other words, the welfare gain per pound of net Treasury cost must exceed some
crucial value 4. In some parlance this approach is called cost-effectiveness analysis,
since the calculations of costs and effects are in different units (in this case costs
being measured in pounds and effects in units of wellbeing). If that designation
makes the approach more acceptable, that is how it should be described.

ii) For taxation, the following is perhaps the most intuitive formulation:

2,
T

AT <? 6)

'The loss of welfare per pound of taxes raised must be below some critical level.
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iii) For regulation there are normally few expenditure or tax implications and the
rule is simply, do if:

D AW; >0 (7)

In measuring the changes in wellbeing it would be important to include not only
obvious benefits (like food safety) but also any obvious dis-benefits resulting from
reduced liberty and increased enforcement costs.

DISTRIBUTION OF WELLBEING

Many people argue that it is more important to raise the life satisfaction of people
for whom it is low than of those for whom it is already high. One approach here
uses the veil of ignorance as the basis for ethical theory. The person making the
ethical judgement is asked to rank states of the world without knowing which
participant he will be. In such a situation he would probably prefer a state of the
world with less inequality of wellbeing, even if this involved some fall in average
wellbeing.' This has led economists such as Atkinson and Stiglitz'® to propose

a social welfare function where social welfare (/) is represented by:

Wz X (Wr=1) (<) ®)

(This involves abandoning cardinality in favour of a ratio scale: the origin of /¥, can
no longer be varied.)

Now the change in welfare resulting from a policy change becomes not ZA W but:
AW = Y We=t . AW, 9)

'This adds no real difficulty to the approach except for the choice of o<, which is
essentially a matter of ethical judgement or political preference. An alternative
approach is simply to break down net benefits according to the levels of wellbeing
(or income) of those affected — leaving the overall evaluation to the readers.

DISCOUNT RATES

We have so far considered only one period. But almost all policies have multi-
period effects. The government’s objective is then to maximise the discounted

sum of wellbeing, subject to expenditure and tax constraints in each period. In the
absence of distribution weights this would lead to a multi-period decision criterion,
analogous to (4) but expanded to:

ZZ AW,y (1-8)= ) p,(AE,~AT,) >0  (10)

For 6 it seems reasonable to use a pure time preference rate of 1.5 percent, or
possibly less. For p, which is the price of Treasury funds in units of wellbeing, it also
seems reasonable to assume that p, = £,(1 - 8)".
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LENGTH OF LIFE

'The analysis so far takes person-years as given. If we follow standard practice and
take births as exogenous, we shall simply add an extra, discounted, AW for each
additional year that comes about through increased life expectancy.

MEASURING AW,

So much for the framework; the much greater problem is the measuring of AW;.
As Chapter 2 points out, there are important problems in measuring /7;. But,
even if these are (roughly) overcome, there are major difficulties in measuring the
AW, resulting from a policy change. The ideal approach would be a randomised
controlled trial (RCT') but this is often not feasible. And it only gives data for as

many years as the trial is continued.

'This is where life-course models of the kind discussed in Chapter 3 can help.

If an intervention raises, say, childhood emotional health by one unit, adult life
satisfaction would rise by an amount predicted by the model in Figure 2. But this
depends on the model being truly causal. To derive more causal models will require a
lot more work. This has got to be one of the main tasks of social science in the years
to come.

MEASURING (AE - AT)

An equally important task is to get better measurements of the net change in
Treasury funding as a result of a policy. The immediate cost is usually fairly clear,

but the subsequent impact through additional costs and cost savings is much less so.
There have been many notable cases of over-claiming in this field. For example, early
work on the Perry Pre-School Programme showed that programme participants
later received both more education and higher earnings than the control group. The
higher earnings were credited to the programme without deducting the cost of the
extra education.

To trace the year-by-year impact of a policy on the individual’s use of public
services is an absolutely critical need. Life-course models will help in this, as will
experimental designs (for example where a new mental-health programme is
introduced in some areas and the subsequent savings on NHS physical healthcare
are evaluated against control areas).

RELATION TO TRADITIONAL
COST-BENEFIT ANALYSIS

As is said in Chapter 4, traditional cost-benefit analysis should continue to be used
in some areas. But this raises two questions:

1) How can non-pecuniary factors (such as X) be valued in money units? The best
available approach is as follows. If we have a wellbeing equation in which both X
and log income (log Y) appear, such as:

W;=aX;+blogY; +etc 11)
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it follows that the equivalent variation for a change in Xi is:
AY, = 5Y; (AX;) (12)

2) If some policies are evaluated in units of wellbeing and others in money, how
do we compare policies in those two different categories? The problem here is
that there is a wide range of estimates of the marginal utility of money at any
particular income level (though not of the ratios between the marginal utility at
different income levels). So in practice it may be necessary to have two separate
pots of money — one for policies evaluated in money units and one for policies
evaluated in units of wellbeing.

CONCLUSION

Present methods of cost-benefit analysis give little guide to the cost-effectiveness
of much of public policy. The only way forward is through direct measurement of
wellbeing and causal models of how it is determined. This is still in its infancy. But,
as Chapter 3 showed, even existing knowledge indicates the need for major new
priorities. And, as knowledge accumulates, the evaluation of specific projects in
terms of wellbeing outcomes will become increasingly feasible. We urge the British
Treasury to take a lead in making this happen, as they once did with traditional
cost-benefit analysis.
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