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Does money buy happiness?

The Easterlin paradox
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Question 1:
Does economic growth increase wel#ding?

clEconomic theory answers positively

A But the data do not: the Easterlin paradox
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Reliability of SWB

SWB is well correlated to:
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A Duration of authentic smiles (so called Duchenne smiles: t

latter occur when the zygomatic major and obicularus orus
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A Heart rate and blood pressure measures responses to stre
and psychosomatic illnesses such as digestive disorders a
headaches

A Skin resistance measures of responses to stress
A Electroencephalogram measures of grental brain activity
A Suicides
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.economic growth seems t o b-effecssmns
well-being




Moreover: US work hours increased
the last decades

1300

-
—
=
=

q.
'i'.ID
w
uld
&
%
3
=]
L
@
=
c
c
<L

=m m| |5

g,ﬂ I L 1 1 L L
‘10955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005

Year

Fic. 1.—Aggregate hours in the United States and Europe




Question 2:
Why did the US hours worked increased?

oHours worked increased in the US in the last
years while they decreased in most EU count

A Currently Americans work more than
Europeans. They work longer hours and the
K2f ARFé&a INB aK2z2NIUS
opposite.







The Easterlin paradox becomes mc
paradoxical

«Why do Americans work more if more mone
does not make them happier?

A Two studies try to answer using data from
19752004. The data come from the General
Social Survey, the most important survey on
sociceconomic phenomena




Question 1:
Why areAmericans increasingly unhappy?

According to Bartolini, Bilancini and Pugno (2008),
the trend of US happiness is explained by 4 forces
that drive such a trend in opposite directions

U Increase in income

U Social comparisons

U Decline of relational goods

U Decline of trust in institutions



Social comparisons

A An increase in income has a positive impact on-aeihg but

an increase In the income of other people offsets about 2/
such an impact

A Mr. Jones compares what he owns with what is owned by
other persons, said reference group$aving a lot may seem
little to Mr. Jones if those he compares himself to, have mc

A Growth raises happiness if what matters for happiness is t

have a bigger car, not if what matters is to have a bigger c
than your neighbour




The decline of relational goods and of tr

In INnstitutions

Trends in US Social Capital (GSS, 19£3004)

Probit (# is OLS) Time Coeff. Probit (# is OLS) Time Coeff.
Married -.030*** Other Groups -.004**
Separated .038*** #other Groups -.001**
Divorced .003
General trust -.015*** Confident in banks -.024***
People unfair .010*** Confident in companies -.006***
People helpful -.006*** Confident in org. religion -.023***
Monthly with relatives -.001 Confident in education -.024***
Monthly with neighbors -.015*** Confident in executive -.007***
Monthly with friends .006*** Confident in universities -.010***
Monthly at bar -.009*** Confident in press -.045%**
1-2 Puntnam's Group -.010*** Confident in medicine -.020***
3+ Puntnam's Groups .002 Confident in television -.030***
#Putnam's Groups -.003** Confident in sup. court .0002
1 Olson's Group -.008*** Confident in in science -.003***
2+ Olson's Groups .004 Confident in congress -.020***
#Olson's Groups -.001** Confident in miltary forces .016***






Accounting for the Happiness Trenc

Disaggregation of Happiness Variation in 1975-2004

Groups of Regressors | Impact on h |Partial Sums Type of SC
Demographics -0.0075 -0.0075
Absolute Income 0.0910
Relative Income -0.0620 0.0290 Income
Other Socio-economics 0.0135 0.0350 All non-SC
Marital Status & Children -0.0309
Social Contacts -0.0003
Trust in Individuals -0.0091 Non-Instr.
Putnam's Group -0.0025 -0.0428 RSC
Olson's Group -0.0006 -0.0434 RSC
Confidence in institutions -0.0061 -0.0495 All SC
Predicted variation -0.0145
Observed Variation -0.0192




Why are Americans increasingly
unhappy? The answer

The negative impact of:

A Social comparisons

A Decline of relational goods
A Decline of trust in institutions

more than offset the positive impact of the
Increase in income




Relational goods matter

A If relational goods had remained at their 19
level, happiness might have substantially

Increased

About 10% !

This Is the growth rate of household income
needed to compensate for the happiness los:
due to the decline in relational goods




Lessons for measuring w#éing

AThepurchasingoower, measuredby GDPjs one componentof
well-beingbut is not all that matters

AThequality of relationalexperiencecannotbe purchasedout is
Important for well-being

A credibleindicator of well-being must also take into account
the relationalgoods




Question 2.
Why do Americans work more?

Bartolini and Bilancini (2008) show that:

A Being poor in relational goods caudesger work hours
A The reason is that individuals turn to work and money to

compensate for poor relational conditions

A Those poor in timelevelop poor relations

A This is a vicious circle. Relational poverty causes time pov
and the latter causes relational poverty




Why do Americans work more? A
answer

AThe increase in hours worked in the ps
30 years has been influenced by the

decline of relational goods. In turn, the:
latter has been influenced by the
Increase in hours worked




First conclusion:
Why Americans work more If more
money does not buy them more
happiness

AThe decline of relational goods played
role in the decline of the average
I YSNA OF yQ&a KI LILIA Y
of her hours worked




Social poverty vs. economic prosperi®

A The average American is increasingly poor
relations, time, trust in institutions and well
being. These data are the symptom of a soc
CrisIS

A However the growth rate of US GDP has bee
the highest in 1982000 among the big
western contries (UK excluded)




Relational poverty as a cause of economic growth

The Negative Endogenous Growth (NEG)
(Bartolini and Bonatti 2003 and 2008)

We can defend ourselves from the deterioration of relational and

environmental goods by purchasing some goods

To finance these defensive expenditures we must work and proc
more. That is to say, we must increase the GDP

Economic growth, however, may cause the deterioration of
relational and environmental goods

NEG Is a vicious circle: environmental and relational deterioratio
fuel economic growth which in turn feeds deterioration

NEG is undesirable from the viewpoint of wadling. Private wealth

Is fueled by the deterioration of the common goods.




Private




Common
poverty




NEG models predict;

A The worse is the trend of relational goods

A The higher will be the growth rate of GDP
A The worse will be the trend of hours workec
A The worse will be the trend of wdbeing




Do NEG processes matter?
Some international comparisons

GDP growth rates 1982000

Average GDP annual
Country growth %

United States 2,015958

United Kingdom 2,030543

Italy 1,891657

France 1,843757

Germany 1,918091

Netherlands 1,926773

Sweden 1,768505

Denmark 1,633376




Trends of relational goods 19&000

Trust- Uk




Trends of relational goods 19&000

Putnam's group Uk

= |\|ean values

— Demographic controls

- Familiar status

= Education




Happiness trends 19800

Happiness- Uk
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Trends of relational goods 19&000

Trust- Germany
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Trends of relational goods 19&000

Putnam's group Germany

1.098
a 1.0

// B’“B\
= \lean values
= Demographic controls
Familiar status
8.58%

= Education

\\ 0.366
0.292

Economic




Happiness trends 19800

Happiness- Germany

0.171

Mean values

= Demographic controls

= Familiar status

= Education




Trends of relational goods 19&000

Trust- Italy

Mean values

= Demographic controls

== Familiar status

= Education




Trends of relational goods 19&000

Putnam's group Italy

-~ 1.233

/ 1.145
/A 1.6%5

— Mean values
- Demographic controls

Familiar status

= Education




Happiness trends 19800

Happiness- Italy
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o 0.546

- \ean values

— Demographic controls

- Familiar status

= Education




Trends of relational goods 19&000

Trust- France
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Trends of relational goods 19&000

Putnam's group France

e 1.297
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// / 0.862
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Demographic controls
Familiar status

= Education
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Happiness trends 19800

Happiness- France

// / 0.564
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/ // ——Mean values

= Education
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Trends of relational goods 19&000

Trust- Sweden




Trends of relational goods 19&000

Putnam's group Sweden

= \lean values

= Demographic controls

Familiar status

= Education

== ECONOMIC




Happiness trends 19800

Happiness- Sweden

~0.6373

/

N 0.468

/\ 0.393 — Mean values
- Demographic controls
Familiar status
= Education
0:236




Trends of relational goods 19&000

Trust- Denmark




Trends of relational goods 19&000

Putnam's group Denmark

=

1.573




Happiness trends 19800

Happiness- Denmark

/ .

0.545
__— o518

- Mean values

- Demographic controls

= Familiar status

= Education




Trends of relational goods 19&000

Trust- Netherlands

/ 0.74

0.688
0.619

- \lean values

- Demographic controls

== Familiar status

= Education




Trends of relational goods 19&000

Putnam's group- Netherlands

— Mean values
- Demographic controls

= Familiar status

= Education




Happiness trends 19800

Happiness- Netherlands

- Mean values

- Demographic controls

Familiar status

= Education




Does the NEG process matter
in US growth?

Summarizing: USA (and UK) compared to contine
Europe exhibit:

A More economic growth

A Increasing vs. decreasing hours
worked

A Decreasing vs. increasing relations
goods

A Decreasing vs. increasing happines

Conclusion: this picture iIs consistent with NEG

Prudence: only descriptive statistics, scarcity of comparable dat
relational goods




¢ KS a3dzl NR f I
(Bowles and Jayadev JDE 2006)

A The guard labor is a measure of the disciplinary
apparatus of a society

A It counts labor resources allocated to preventing,
controlling, punishing, indesirable behaviours by
others

A Work monitors, police, private security guards,

prisoners, unemployed workers, military personne

A Guard labor is a typical defensive expenditure. It |
mainly a response to declining trust




Why GDP may grow?
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A The result does not depend on the military
personnel: now it is less than 1/3 than it wa
30 years ago

A Defensive expenditures are undestimated:
monitoring technologies, protection
technologies, even lawyers




comparisons
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Conclusion: NEG and GDP

U To use GDPas an indicator of well-being can
seem particularly absurdif a GDPincreasecan be
the consequenceand the cause of social and

environmentaldecay




The current crisis

A NEG bear risks for economic stability. The current crisis m
be a demonstration

A The crisis begins in the US (suiime mortgages crisis) and
spreads all over the world

A The crisis is rooted in the enormous size of the debt
accumulated by american households in the past 15 years

A Americans lived for 15 years beyond their possibilities.
Mortgages and credit cards were the way Americans boug
bigger and nicer houses, and more consumption goods, t
those that they could have afforded




The unanswered guestion

A What have driven Americans to accumulate
enormous debt, in order to finance their
consumption, which was already the most
affluent of the world?

A2 S KI @S G2 SELIX | A Yin i
an (increasingly) affluent economy




An answer

A NEG provides an answer. NEG describes
consumerism as fuelled by the decline In
common goods

A The formidable American consumerism ma
have been driven by the decline in America
relational goods (Buying Alone)

Aln a soclety of lonely people consumption
LINE OARS&a ARSYUAUGEY




Which target for increasing
well-being?

A Our efforts are currently concentrated on
economic growth

A The passage from GDP to more meaningfu

iIndicators of weHbeing is one of the steps
towards a reallocation of our efforts towards
more meaningful target

A Relational goods seem to be a good candid
for being such a target

A Some worldwide evidence on this




Conclusive evidence on the
Easterlin paradox

A The strongest evidence on the Easterlin
paradox (Easterlin and Angelescu
2009).

A SWB and income are related but unrelated in the
long run in:

I developed countries
I developing countries
I all countries together
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Happiness & GDP for all countries (15 years)

N =19
R2 =0.15

Y= 0015 4 90001x

(1.71)  (-1.23)

t-stat in parentheses

_ ®¢ iorrep
TN ewea g
e

® Ger

® China
I I I I
200 400 600 800
trend of GDP pro capite (PPP 2005 international dollars)

® Ehapr Linear prediction




Happiness and relational goods
In the longrun

A What happensdn this kind of regressions
when income Is substituted by relational
goodsas independent variable? (Bartolini,
Bilancini and Sarracino (2009)

A The measure of relational goodadividual
membership in at least one group or
association




Happiness & relational goods
Il countries

| N=19
R2 = 0.53
Y= 00001
- Y 0.740X

(0.09)  (2.30)

t-stat in parentheses

o 949

® KorRep ogn

®Chie
o LSé ukswe‘ Bel

® China

I
.01
average growth of group membership

I
-.01 .02

® Ehapr — Linear prediction

dependent variable = average growth rate of happiness
independent variable = average growth rate of membership in associations
unit of observation = country

i oarvamnm— At lamnct A varey 1
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Happiness & GDP in Developed countries (15 ye

N=14
R2=0.24
Y= 0.009 - 0.00000¢

(3.82) (-2.13)

® Fin

t-stat in parentheses

® Ger ® Ire

I I I I
400 600 800 1000
trend of GDP pro capite (PPP 2005 international dollars)

® Ehapr Linear prediction




Happiness & relational goods
Developed countries (15 years)

t-stat in parentheses
® Esp

N=14 ® Can
® Fin
R2 = 0.60 @ Den
+ ®rr
Y = 0.0012 0.381X
(2.40)  (7.40)

I I
.005 .01
average growth of group membership

® Ehapr Linear prediction

dependent variable = average growth rate of happiness
independent variable = average growth rate of membership in associations
unit of observation = country

v oarmvAarn— At lAasest 1
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Happiness & GDP in Developing countries (15 ye

N=5
R2 =0.06

Y= 00174 50001

(1.10)  (-0.74)

t-stat in parentheses

® KorRep
® Chile

® China
I I I I
200 400 600 800
trend of GDP pro capite (PPP 2005 international dollars)

® Ehapr Linear prediction




Happiness & relational goods
Developing countries (15 years)

N=5 ® Mex
R2 =0.68

+
2 | Y= 0.0047 0.890X

(1.29)  (2.44)

t-stat in parentheses

® Chile

I
-.02 -.01 0] .01 .02 .03
average growth of group membership

® Ehapr Linear prediction

dependent variable = average growth rate of happiness
independent variable = average growth rate of membership in associations
unit of observation = country

i oarvamnm— At lamnct A varey 1



Conclusion 1

A An increases in income is hardly a realistic
perspective for substantial growth in well
being

A However, an increases in the access to
material goods Is important to reduce pover




Income matters at lowncome levels



