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Foreword

“The life and happiness of the people is the sole legitimate object of government.” So
said Thomas Jefferson. It was perhaps the greatest idea of the modern age—that we
judge our societies by how much our citizens are enjoying their lives. And the role of
public policy is therefore to create the conditions which maximize their wellbeing.

The idea is over two hundred years old. But until recently there was no scientific
way of implementing the idea, using actual numbers. However, thanks to the new
science of wellbeing, all that is changing, and so is the attitude of politicians.
Thanks to the leadership of the OECD, all member countries now measure the
wellbeing of their citizens on an annual basis.' And recently the European Council
called on its member states to ‘put people and their wellbeing at the centre of
policy design’*> Some countries are already doing this, including New Zealand,
Scotland, and Iceland.

But the main constraint in applying this great Enlightenment principle is the
lack of easily accessible numbers and a clear methodology. This book is an
outstanding effort to remedy that shortcoming. It lays out the way forward for
all policy-making. Where the policy involves money, the money should be allo-
cated to policies which generate the most wellbeing per unit of expenditure. And
similar principles apply to tax and regulation.

This book supplies not only a methodology but also a good array of numerical
estimates which policy analysts can use in applying the methodology. And the
book is also deeply thoughtful—it is not a cookbook but an intellectual guide to
the many problems which arise in any policy analysis.

Paul Frijters has been one of the leading thinkers on wellbeing for many years,
and Christian Krekel is a promising scholar from the younger generation. The
What Works Centre for Wellbeing made a good choice in supporting this work,
which supplies a critical need. The authors have provided us with the tools. Now
lets us put them to use.

Professor Lord Richard Layard
London School of Economics
October 2020

! Durand (2018). Countries’ Experiences with Well-being and Happiness Metrics. In J. Helliwell,
R. Layard and J. Sachs (eds), Global Happiness Policy Report. New York: Sustainable Development
Solutions Network.

? Council of the European Union (October 2019). The Economy of Wellbeing: Creating
Opportunities for People’s Wellbeing and Economic Growth. P. R. Committee. Brussels: Council of
the European Union. Draft Council Conclusions on the Economy of Wellbeing.






Preface

This book follows the tradition of the Enlightenment thinkers to see the wellbeing
of the population as the ultimate goal of government. What is new is that we
openly look at how to implement this goal by using direct measures of the
subjective wellbeing of the population, rather than inferred measures which
have dominated hitherto. Over fifty years of analysis with millions of respondents
in nearly all countries of the world has uncovered general patterns that are useful
and robust to the critique that subjective wellbeing has limited accuracy and is
easily manipulated.

We invite the reader on a journey with a clear historical purpose, which is to
grapple with the difficulties of truly enacting the ideal that has underlined our
system of government for centuries. This book should be understood as part of
that journey: just a step along the way.’

The first out of five chapters covers the basic idea of how wellbeing policy-
making would work, including a discussion of how it would fit in with democracy
and the reality of bureaucracies. It sets out a suggested roadmap for how wellbeing
can become more integrated in a national public service, both that of the United
Kingdom and of other countries. This part is for anyone with a general interest in
policy and wellbeing, but will already be familiar to most practitioners.

Chapter 2 synthesizes the knowledge the literature has yielded on wellbeing. It
discusses measurement, basic findings, some of the main theories, and some of the
open questions. It ends with a mental framework for how to see wellbeing within
the wider socio-economic context, which is then applied to mental health pro-
grammes and the question of how we could think about the expenditures of
different government departments. This part is useful for anyone professionally
interested in how to improve the wellbeing of the general population, their
employees, or others in their care.

Chapter 3 presents the methodology for wellbeing policy evaluations and
appraisals,* developing technical standards and covering many implementation
issues like double-counting, the optimal use of literature, and some of the prac-
ticalities of how to count what. This part is useful for those professionally
interested in quantifying the wellbeing effects of some policy or intervention,

> While the writing of this book was co-sponsored by seven UK government departments and
agencies, this book reflects the authors’ own opinions and is not officially endorsed by any government.

* An evaluation is an ex post assessment of how an actual policy or intervention worked out. An
appraisal is an ex ante assessment of a policy or intervention contemplated.
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which includes regulations. It is the most technical part and could serve as a
guidance for experts if wellbeing policy is to be implemented, with many examples
to show how it would work in practice, and with lists of available datasets and
advice on how to integrate findings using different wellbeing measures.

Chapter 4 discusses existing approaches to policy evaluation and appraisals,
particularly cost-benefit analyses as they are practiced in the United Kingdom and
elsewhere, but also wellbeing frameworks and approaches from around the world.
This again is a largely technical discussion that is useful for those currently doing
policy evaluations and appraisals, including business cases, impact cases, or multi-
criterion approaches. We derive and discuss the most appropriate ways of mon-
etizing wellbeing impacts in current standard cost-benefit analyses, and we
compare the QALY (quality-adjusted life-years) approach with the WELLBY
(wellbeing-years) approach. The discussion on wellbeing frameworks and
approaches from around the world is useful for those thinking of pushing their
own country or organization towards a particular wellbeing measurement system,
as it lays out what type of bureaucratic culture fits with different wellbeing
approaches.

Chapter 5 discusses seven examples, six of which are examples from UK
government departments, the Welsh government, and other groups that funded
this book. These examples show how a wellbeing orientation changes what one
looks at and how one calculates things. They include the question of optimal
survey design, the issue of how to evaluate the Hull City of Culture 2017 project
from a wellbeing perspective, a Welsh vocational traineeship programme, a Stone
Henge oriented programme to help people who suffer from chronic mental ill
health, a study into the impact of commuting on people’s lives, and the Heathrow
airport expansion evaluation. A seventh example is an evaluation of the policy
responses to the Covid-19 pandemic by governments around the world, compar-
ing the costs and benefits of different policies by translating all effects into one unit
of account: wellbeing.



Acknowledgements

This book is largely the result of a project that started in November 2018 as an
ESRC grant with co-funding by UK government departments and agencies® via
the What Works Centre for Wellbeing. There were three rounds of writing and
feedback, culminating in final workshops to disseminate the methodological
recommendations. On top of that were several further rounds of feedback and
additions due to the reviewer and editor comments at Oxford University Press.
The main additional work added in those last rounds was to make the book more
international rather than solely UK-focused.

This book thus stands on the shoulders of many who gave their time and energy
to make it a good guide for wellbeing policy-making.

We would like to thank Nancy Hey, Deborah Hardoon, and Sarah McLennan
from the What Works Centre for Wellbeing. They opened doors, pulled off the
immense logistical puzzle of juggling many stakeholders and institutions to pave
the way for this endeavour, put up with our initial ignorance of the world of
policy, and guided us to what’s possible and what’s useful in that world. We beg
their forgiveness for the remaining imperfections and hope that they and their
successors at the What Works Centre for Wellbeing will feel they co-own the
result and will re-shape the material when the need calls for it: this was always
meant as a living document, so we hope book 1.0 will be followed by many
extensions and updates.

Next, we would like to thank all the academics who put in such an effort to
wade through the many early versions and provided useful comments, correc-
tions, and suggestions to make sure we are as academically honest as possible. We
adopted most of the comments and quietly ignored the few we couldn’t. So thanks
to Richard Cookson and his team of health economists at York; Mark Bryan, Sara
Connolly, and Kevin Daniels from the What Works Centre for Wellbeing: Work
and Learning Evidence Programme (ESRC grant number: ES/N003586/1);
Andrew Oswald from Warwick; Gigi Foster from the University of New South
Wales; Richard Layard from the London School of Economics and Michael Plant
from Oxford; and Carol Graham from the Brookings Institution. Because of useful
What Works Centre for Wellbeing discussions at management meetings, and

® Including Arts Council England; Department for Business, Energy and Industrial Strategy;
Department for Digital, Culture, Media and Sport; Department for Transport; Department for Work
and Pensions; Historic England; Sport England; the Ministry of Housing, Communities and Local
Government; and the Welsh government.



X ACKNOWLEDGEMENTS

other Centre events, we would also like to acknowledge the other evidence
programmes of the What Works Centre for Wellbeing: Communities (ESRC:
ES/N003756/1) and Culture and Sport (ES/N003721/1).

We would also like to thank the many government economists, policy-makers,
and analysts who provided comments, critiques, and suggestions to earlier ver-
sions. In particular, we want to thank those who gave advice on the general
structure and whole chapters. So thanks to Phillip Ball and his team at the UK
Department of Digital, Culture, Media and Sports; Iven Stead and his team at the
UK Department for Transport; Adala Leeson and her team from Historic
England; and Cara Maguire and her team at the UK Department for Business,
Energy and Industrial Strategy. This version differs markedly from the previous
versions mainly due to their feedback on how things work in practice.

Naturally, we thank Ekaterina (Katya) Oparina and Pierce Gately for excellent
research assistance. We thank the team at the Centre for Economic Performance
(CEP) at the London School of Economics, including Harriet Ogborn and Jo
Cantlay, who helped smooth the way. Clément Béllet and Andrew Clark, co-
authors who wrote pieces from which we extensively quote, also deserve a special
thanks.

Of course, we also thank the sponsors who paid the bills. These include the
Economic and Social Research Council (ESRC grant number: ES/N003683/1)
which was supplemented by equal-matched public-sector funding via the What
Works Centre for Wellbeing. The Australian Research Council Future Fellowship
(ARC: FT130100738) also deserves mentioning as a lot of the groundwork for the
frameworks and analysis in this book was developed in the period of this grant
(2013-16).

The team at Oxford University Press also provided invaluable help; special
thanks to Adam Swallow and Eleanor Capel-Smith.

These kinds of endeavours inevitably involve the support of loved ones, so Paul
thanks Erika Turkstra and Christian thanks Herta Wagner-Krekel, Klaus Krekel,
and Claryn Kung.



Contents

List of Figures
List of Tables
Quick Preview of the Main Ideas

1. The Case for Wellbeing as the Goal of Government and
Constraints on Policy-making
Preview
Quo Vadis? The Basic Idea
A Brief History
How Wellbeing Could Fit into Policy Evaluations and Appraisals
The Realities of Policy-making and the Use of Wellbeing Information
Conclusion and the Way Ahead
Literature

2. Wellbeing Measurement and Policy Design—Measures,
Key Findings, and Wellbeing Frameworks
Preview
Direct Measurement of Wellbeing
Influences of Survey Design on Wellbeing Measures
Stylized Facts on Wellbeing
Key Lessons on Wellbeing
Estimates of Key Wellbeing Effects
Example: The Long-run Wellbeing Benefits of More
Money—What We Now Know from a Swedish Lottery
General Wellbeing Lessons for Policy: Theory, Evidence, and
Implications
What We Do Not Yet Know or Are on the Fence about
An Economic Framework and Some Applications
A Taxonomy of Government Expenditures
Conclusion and the Way Ahead
Literature

3. Wellbeing Policy Evaluation and Appraisal: Data, Methods,
Literature, Rules of Thumb, and Technical Standards
Preview
A Non-formal Introduction to Wellbeing CEA
Wellbeing CEA Methodology
Wellbeing CEA Examples
Datasets on Wellbeing

xiii
XV
xvii

CO O\ = =

22
34
36

40
40
40
58
59
64
74

75

81
112
117
129
132
133

149
149
152
161
208
230



xii

CONTENTS

Conversion between Different Scales and Indicators

of Wellbeing

Conclusion and the Way Ahead

Literature

Appendix A: Data—General Overview

Appendix B: Data—Technical Details

Appendix C: Data—Download Links and Sample Studies
Appendix D: Conversion between Different Scales and
Indicators of Wellbeing

Appendix E: Headline Cost-effectiveness Graph and Justification
of the Elements

. Wellbeing Cost-effectiveness Analysis and Existing Approaches

Preview

A Reminder of Wellbeing Cost-Effectiveness Analysis

Existing CBA

On QALYs and WELLBYs

Money and Wellbeing

Reflections: Why Do These Numbers Differ So Much?

On the Difference in Rationality Assumptions between Traditional
Cost-benefit and Wellbeing Cost-effectiveness Analysis

Business Cases and the Value of Wellbeing

Cost-effectiveness Analysis versus Social-Rate-of-Return Analysis
Multi-criterion Analysis

Wellbeing Frameworks around the World

Conclusion and the Way Ahead

Literature

Appendix: The Monetary Value of Wellbeing in Mathematical
Notation

. Applying Wellbeing Insights to Existing Policy Evaluations and

Appraisals

Preview

Case Study 1: A Youth Traineeship Programme

Case Study 2: Human Henge

Case Study 3: The UK City of Culture

Case Study 4: The Wellbeing Costs of Commuting

Case Study 5: The London-Heathrow Runway Expansion
Case Study 6: The Health and Wellbeing at Work Survey
Case Study 7: A Wellbeing CBA of Covid-19 Containment and
Eradication Policies

Conclusion and the Way Ahead

Literature

Index

233
233
234
240
251
260

266

275

279
279
280
280
282
287
290

291
298
299
301
308
323
325

329

333
333
336
346
353
370
379
395

407
414
415

425



0.1.

1.1.

1.2.

1.3.

2.1.
2.2,
2.3.

2.4.
2.5.

2.6.
2.7.
2.8.
2.9.

2.10.

2.11.
2.12.
2.13.

3.1.

3.2
3.3.
3.4.
3.5.
3.6.
3.7.

List of Figures

Cost per WELLBY of interventions at work, in the environment, and
government services Xviii

Mlustrative policy discovery processes when knowledge of possibilities is
imperfect: Policy discovery process 1 31

Iustrative policy discovery processes when knowledge of possibilities is
imperfect: Policy discovery process 2 31

Mlustrative policy discovery processes when knowledge of possibilities

is imperfect: Policy discovery process 3 31
Excerpt from DRM surveys 49
Example of Hypothetical Scenario Survey 52
Frequency distribution of life satisfaction in the United Kingdom,

France, and Denmark 63
Frequency distribution of life satisfaction in the United Kingdom 64
The contribution of different socio-economic factors to explained

adult life satisfaction in the United Kingdom 65
Life expectancy at birth in years for males in the United Kingdom 71
Life expectancy at birth in years for females in the United Kingdom 71
Period expectation of life at birth in years in England and Wales 72

Life expectancy, healthy life expectancy, and years spent in poor health
from birth for males 73

Life expectancy, healthy life expectancy, and years spent in poor health

from birth for females 74
The national socio-economic capital-production-investment cycle 119
Overview of the IAPT programme analytical framework 125
Overview of the Incredible Years analytical framework 128

Cost per WELLBY of interventions at work, in the environment, and

government services 150
Wellbeing cost-effectiveness decisions when budgets are high or low 168
Wellbeing cost-effectiveness decisions: results of bargaining 178
Wellbeing cost-effectiveness decisions: danger of escalating costs 179
Causal structure of the model 222
Reduction in GHQI2 scores of treated patients 224

Reduction in depression rate of whole population 225



Xiv

3.8.
3.9.
3.10.
3A.1.
4.1.
4.2.
5.1.
5.2.
5.3.
5.4.
5.5.
5.6.

5.7.

5.8.

LIST OF FIGURES

Monetary returns per treated patient

Distribution of regional life satisfaction changes per capita
Distribution of life satisfaction changes per capita

Cost per WELLBY

The nine domains of Gross National Happiness

The How’s Life framework for measuring wellbeing and progress
Community pride before and after Hull 2017

Life satisfaction before and after Hull 2017

Life satisfaction in Hull and the nearby region over time

Basic economic case for airport expansion benefits: status quo assumptions
Basic economic case for airport expansion benefits: capacity increase

Basic economic case for airport expansion benefits: capacity increase
effect on surplus

Effect of workplace quality on job satisfaction (International
Social Survey Programme, Module on Work Orientations, 2015;
confidence intervals 95 per cent)

Correlation between employee satisfaction with company and firm
performance (Gallup Client Database, years 1994 to 2015; confidence
intervals 95 per cent)

225
227
228
275
312
314
360
360
361
381
381

382

398

399



2.1.

2.2.
2.3.
3.1.
3.2.
3.3.
3.4.
3.5.
3.6.
3.7.
3.8.
3.9.
3.10.
3A.1.
3A.2.
3A3.
3A4.
3A5.

3A.6.

3A7.
3A8.
5.1.
5.2.
5.3.
5.4.
5.5.
5.6.
5.7.

List of Tables

Effects of survey design characteristics on the measured levels of life
satisfaction

Effects of GDP per capita, household income, and public goods
A selection of key findings from the literature on life satisfaction
Recommended technical standards

A template for wellbeing CEAs

Wellbeing CEA: Housing First

Wellbeing cost-effectiveness analysis: Socio-emotional skills training
Assumptions

Life satisfaction benefits

Wellbeing CEA: Air pollution in Germany

Wellbeing CEA template

Wellbeing CEA calculations

Wellbeing cost-effectiveness ratio

Data—General overview

Data—Technical details

Data—Download links and sample studies

Impact of different measures on life-satisfaction (0-to-10)

Spearman correlations between wellbeing, health, and social care measures
(datasets: HIPO, MIC, and SYC65)

Spearman correlations between wellbeing scores and health (datasets,
USoc wave 1 and HSE)

Domain satisfactions as predictors of life satisfaction, BHPS 1996-2009
Justification of each element of the headline cost-effectiveness graph
Traditional CBA

Wellbeing-augmented CBA

Wellbeing CEA

Cash and non-cash costs of Human Henge project

Traditional CBA of Hull 2017: economic benefits only
Wellbeing-augmented CBA of Hull 2017: economic and social value benefits
Wellbeing cost-effectiveness analysis of Hull 2017: wellbeing benefits

60

67

76
188
209
211
214
216
217
218
229
231
233
240
251
260
270

271

273
274
276
342
343
345
348
357
362
364



Xvi LIST OF TABLES

5.8. Appraisal results for London-Heathrow Airport Northwest Runway scheme,
present value (£billion, 2014 prices) 383

5.9. Appraisal results for London-Heathrow Airport Northwest Runway scheme,
present value (£billion, 2014 prices). Improved intangible valuation 388

5.10. Appraisal results for London-Heathrow Airport Northwest Runway scheme,
present value (£ billion, 2014 prices): 50 per cent Easterlin Discount and
re-arranged 391



Quick Preview of the Main Ideas

The fundamental idea of this book is that we should measure societal progress in
terms of additional wellbeing to the population. The unit of measure is the
WELLBY: one unit of life satisfaction on a 0-to-10 scale for one person for one
year.

We advocate the adoption of an institutional trajectory to absorb the key
lessons that millions of observations in over a hundred thousand studies in nearly
all countries of the world have given us as to how to increase wellbeing. The road
ahead would involve embedding experimentation and measurement as a normal
activity in the public sector, as well as structures to learn do’s and don’ts of
experimentation. It would involve the adoption of whole lists of estimated effects
of policy-sensitive circumstances (like health, employment, or air pollution) on
wellbeing, as well as a process via which better measures and better estimates can
replace items on any endorsed list. It would involve generating frameworks for
thinking about how this or that issue should be seen in wellbeing terms (such as
how mental health or parenting skills relate to wellbeing), as well as a process for
updating those frameworks.

This book makes many specific suggestions for these elements and advocates
particular numbers, such as the threshold for the marginal social production costs
of a WELLBY against which new policies could be judged. It also suggests how
wellbeing analysis could simply be added to existing cost-benefit analyses by
adopting a willingness-to-pay number for the value of a WELLBY, illustrating
this with examples from different UK departments and agencies as well as
organizations from around the world.

As a preview of the analyses this book is ultimately trying to normalize and lead
to, consider Figure 0.1 below. This figure shows estimates for how cost-effective
fifteen different interventions in different countries are in terms of WELLBY per £.
It includes examples of very different types of interventions, ranging from work-
place interventions (the STAR intervention in the United States), to health
interventions (a mental-health intervention targeting depression in Pakistan), to
environmental interventions (reduction of air pollution by retrofitting fossil-
fuelled power plants in Germany), to subsidies for medicine (the NICE item), to
cultural interventions. It thus shows how policies in very different domains can be
compared on a single metric—the WELLBY—using the unifying concept of
wellbeing.
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QUICK PREVIEW OF THE MAIN IDEAS XiX

This is not the place to discuss these fifteen interventions in depth as they are
only for illustrative purposes and the actual value-for-money estimates are highly
uncertain.

Yet, some crucial ideas that are used in this figure and some basic information
to understand the figure are:

o A WELLBY is one unit of life satisfaction on a 0-to-10 scale for one person for
one year. See chapter 2.

o Costs are in terms of net £ to the public purse as they would apply to the United
Kingdom (so UK prices on things like housing). The net costs include up-front
costs and flows into or out of the public purse, including changes in taxes and
benefits. See chapter 3.

« All monetary effects that are not on the public purse are included in the
WELLBY effect, which hence involves a translation from consumption levels to
wellbeing. See chapter 4.

o The calculation requires assumptions on how the WELLBY relates to other
major non-material factors, such as employment (chapter 2), mental and socio-
emotional skills (chapter 2), health (chapter 4), culture (chapter 5), and so on.

o The breadth of the interventions shown in this figure entails a very basic guess
as to how much up-front public costs would be involved if one would scale up
the intervention to the level of the whole population. So a ‘thin’ intervention,
like an employee work-planning intervention, is one which we do not believe
would cost more than £1 billion in total when scaling it up. The ‘thick’
interventions are those that could include more than £10 billion of public
money up front.

o The scale is logarithmic, meaning that vertical space translates to £
proportionally.

o The dotted vertical line shows the suggested threshold for adoption by the
public sector. This threshold is derived from additional physical health
spending in the United Kingdom on things like cancer treatments. See chapters
3 and 4.

The appendix in chapter 3 talks through the main assumptions and descrip-
tions of the fifteen interventions in Figure 0.1, with references to the key studies
from which estimates were taken.






1
The Case for Wellbeing as the Goal
of Government and Constraints

on Policy-making

Preview

This chapter is for readers interested in the general push to include wellbeing in
governments’ policy-making institutions. We discuss the origin of the idea that
governments should care about wellbeing; how wellbeing is already incorporated
in many policy evaluations and appraisals; how a wellbeing-oriented state bur-
eaucracy fits in with the democratic process; and how the realities of policy-
making often limit the use of formal wellbeing analyses and give rise to the
importance of general knowledge about wellbeing amongst all decision-makers.

To start off, we give a quick synopsis of the basic vision at the heart of this book:
what ‘more wellbeing’ would mean for policy-making and what steps would need
to be taken to realize it. It is this basic vision which will unfold in the different
chapters that follow and which forms our basic motivation. The chapter ends with
a quick overview of the institutional trajectory yet to be undertaken to have
wellbeing policy embedded in the government machinery.

Quo Vadis? The Basic Idea

The basic idea of ‘more wellbeing’ means that governments and policy-making
institutions should openly adopt an actual measure of wellbeing and make the
wellbeing of the population the primary objective of policy-making.

In many ways, GDP plays the role today of what we envision to be played by
wellbeing in the future. True, a higher GDP is known to be somewhat good for
wellbeing and all kinds of outcomes one expects to increase wellbeing in the long
run, such as health and education (Weimann et al., 2015). Yet, there are more
things to life than just market goods. A pure focus on GDP misses the harm
economic activity can do to, for example, social relationships or the environment.
In this sense, a broader perspective is needed—particularly since the main mater-
ial bottlenecks that were so important in previous centuries dominated by poverty

A Handbook for Wellbeing Policy-Making: History, Theory, Measurement, Implementation, and Examples. Paul Frijters and
Christian Krekel, Oxford University Press (2021). © Paul Frijters and Christian Krekel.
DOI: 10.1093/050/9780192896803.003.0001



2 A HANDBOOK FOR WELLBEING POLICY-MAKING

and deprivation have now been largely overcome, at least in many middle to high-
income countries and for large shares of the population.

One of the most often used measures of individual wellbeing that the scientific
literature has come up with is life satisfaction.’ The Office for National Statistics
(ONS) in the United Kingdom, for example, has included the following Likert-
scale question in more than forty datasets since 2011, with hundreds more around
the world including a similar version:

‘Overall, how satisfied are you with your life nowadays?’
0 means ‘not at all’, 10 ‘completely’.

This question, or close variants of it, has been posed to millions of UK residents
and tens of millions of people around the world ever since the Likert scale was
introduced in the 1930s, roughly at the same time that GDP measurement was
introduced.

The question is subjective, and that is precisely the point of going towards
wellbeing measurement: our lives are subjective and what we value as individuals
is subjective.

One way to interpret this question is that answers consist of a vote by individ-
uals as to how well they are doing in their life. This may be seen as augmenting
voting for political parties, which happens only infrequently and is only a broad
signal of what the population wants. Having information on how individuals
evaluate their lives gives much more information on what they actually value
and how their lives can be improved.

Using subjective information alongside electoral information is normal already
in the public service. A hospital does not ask patients which health policy they
favour, but rather how their health is in order to ascertain their needs. This is also
the central idea of measuring wellbeing—that we take seriously how people judge
their own lives to ascertain how we might help improve those lives.

There are many alternative measures and indices one could use to measure the
wellbeing of individuals or whole countries. Besides GDP, examples include:
literacy and numeracy rates, health outcomes, suicide rates, crime, or indices
that aggregate hundreds of individual items.

Although there is information in each wellbeing measure and index, these
alternatives are often not particularly useful for either central trade-offs or actual
policy scenarios. Indices with hundreds of questions behind them, such as the

' On language: because the history of wellbeing in Western thought has such a long tradition,
different words have been used over time and the meaning of words differ from period to period and
from scholar to scholar. We will use the words subjective wellbeing, wellbeing, life satisfaction, and
happiness interchangeably but will be more precise in how they subtly differ when we talk about
measurement in chapter 2.
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Sustainable Development Goals (SDGs), are simply too cumbersome to measure
for many individuals in many scenarios, making them too unwieldly for any small
or medium-level policy scenario. For central trade-offs, any multi-item index faces
the issue of how to choose the weights between its components: how to determine
how much, say, infant mortality is worth vis-a-vis literacy and numeracy rates? In
current practice, the weights are made up ad hoc (Gruen, 2017), but a more proper
weighting would need a clear choice for what is regarded as the best indicator of
what people truly want. We argue that life satisfaction is the best candidate at
present, though one should over time think of a process of challenge and updates
should better measures emerge.

What makes life satisfaction appealing is that individuals have no trouble or
hesitation in answering it.> Moreover, it is cheap to collect and a realistic option
for nearly all datasets. Answers to the life-satisfaction question correlate positively
with almost everything one intuitively thinks would be good for wellbeing, such as
social relationships (Powdthavee, 2008), health (Helliwell etal., 2020), or wealth
(Headey and Wooden, 2004). Happier individuals are more productive (De Neve
and Oswald, 2012; Oswald etal., 2015), more pro-social (Drouvelis and
Grosskopf, 2016), less often sick (Cohen etal., 2006), and live longer (Diener
and Chan, 2011; Steptoe and Wardle, 2011). Most individuals agree in surveys
asking them what they find important that life satisfaction fits their overall goal in
life (Benjamin et al., 2012). Finally, individuals who are more satisfied with their
lives are more likely to view the current government favourably (Ward, 2019),
making life satisfaction a natural objective for elected politicians.

Although we argue that life satisfaction is the best single measure we have at
present, it has many flaws and its use requires careful knowledge of survey design
and statistical analysis. Measures of life satisfaction can be easily manipulated by
priming individuals to think of something positive before asking them about their
satisfaction with life (see, for example, Diener et al. (2013) for a summary of this
effect in past studies). Answers are coarse in the sense that individuals give whole
numbers and not something in between. Individual variation is high such that
even at the individual level one needs many measurement points to say anything
with confidence. There are strong seasonal, survey-specific (Smith, 1979), and age-
specific effects (Pawlowski et al., 2011).

Importantly, individuals with higher life satisfaction are more likely to have all
kinds of other good outcomes, which makes it difficult for researchers to separate

> For example, the missing rate for responses to questions on life satisfaction in the British
Household Panel Survey (BHPS) across waves is about 2 per cent (Powdthavee, 2008). Similarly, for
the Canadian General Social Survey (GSS) and the Canadian Community Health Survey (CCHS),
between 96 per cent and 99 per cent of survey participants offered a valid response to the question on
life satisfaction during the period from 2003 to 2011. See: https://www150.statcan.gc.ca/nl/pub/
11f0019m/2013351/part-partiel-eng htm#h2_4.
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https://www150.statcan.gc.ca/n1/pub/11f0019m/2013351/part-partie1-eng.htm#h2_4

4 A HANDBOOK FOR WELLBEING POLICY-MAKING

the effects of circumstances on life satisfaction from the effects of selection of
more satisfied individuals into these circumstances. For example, while partners
and jobs increase life satisfaction, it is also true that the more satisfied individuals
find it easier to have partners and jobs, making it difficult to infer causality from
wellbeing data.

Nevertheless, we now have over eighty years of experience with analysing life
satisfaction, an experience that has led to more than 170,000 studies into its
determinants. There is a growing body of robust studies looking at natural and
quasi-natural experiments, randomized controlled trials, and large-scale analyses
of what improves the wellbeing of individuals, households, communities, and
whole countries (Diener et al., 2018).

In essence, this is what the wellbeing literature holds as a promise to the public
sector: a huge existing and expanding database of relevant knowledge of what
truly matters to individuals, a measurement-based understanding as to what
degree specific factors and domains matter, and an empirical toolkit to ascertain
both what is going on at present and to track the effects of policies over time in
both small and large populations.

Throughout this book, we propose a vision of a self-aware and continuously
measuring public sector that uses life satisfaction as the key link between its
policies and the overall wellbeing of the population.

This vision offers different outlooks to different government institutions:

1. For some of the major public-service departments, such as social protection
and health, life satisfaction can be the direct goal of policy. Departments,
councils, and various other institutions can monitor the wellbeing of the
population under their care and experiment continuously with new pro-
grammes or change old ones, finding out in an evolutionary manner what
works best in what situation. Central information hubs like What Works
Centres could help keep track of what has been tried and what has been
found to work or not.

2. For other departments, including some major spending departments, life
satisfaction can be the indirect goal of policy, while focusing directly on
something more specific. Transport and the environment, for example,
could aim primarily at the particular goals they have (like a reduction in
commuting time or an improvement of air quality), basing themselves on
established connections between those particular goals and wellbeing. This
is probably the practical way forward for many departments which lack the
individual capacity to figure out how their enterprise enhances the wellbeing
of the whole population. They would need to be supplied with centrally
vetted numbers as to how much their individual aims increase population
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wellbeing, and what the rules of thumb are as to the external effects they
would need to look out for.

. For ‘enabling departments’ whose activities are by nature broad and lack a
clearly defined group of clients, like defence or national audit institutions,
wellbeing offers a narrative and a set of somewhat imprecise linkages
between their activities and the wellbeing of the population. It is not realistic
to expect the defence budget or the budget for national art to be based on
exact estimates of the wellbeing value of a piece of military equipment or art.
Yet, both can be grounded somewhat in a wellbeing narrative that makes
their overall place in the scheme of things clear and that, perhaps in a
process of decades, can become more precise. We know, for example, that a
sense of cultural distinctiveness and pride, which is one of the goals of
national art, helps to engender more social cohesion as it promotes a sense
of shared culture and goals. Pro-social behaviour, tax morale, adherence to
laws, and even the willingness to fight for one’s country are higher in
populations which share a strong common identity (Frijters and Foster,
2013), which in turn gives a rationale to jointly celebrated national events.
Just how much wellbeing this ultimately generates will remain extremely
speculative, but that does not mean it is trivial or should be ignored.
Wellbeing thus offers a general route towards the longer-term accountabil-
ity of enabling departments.

. In all departments, knowledge of how wellbeing is increased in the work-
place and in organizations more generally is of practical and direct self-
interest in terms of how they organize their own workplaces and those they
oversee. Here again, knowledge could be assembled and vetted by central
information hubs like What Works Centres.

. In all departments, wellbeing can be used to inform the general public and
civil servants as to how pleasant it is in different areas as well as in different
parts of the state bureaucracy. This already happens to a large degree, but
can be integrated in management, local accountability, and job-search
procedures even more than is already done at present. Budgets can, for
example, be presented in terms of wellbeing effects and their distribution, as
a form of wellbeing accountability to the population.

. For analysts inside departments, the existing and rapidly expanding well-
being literature offers an alternative source of estimates of value that can
either augment standard cost-benefit analyses (CBAs) with wellbeing
insights or completely replace them with explicit wellbeing cost-
effectiveness analyses. Central allocation of funds can thus rank different
policies in terms of their overall wellbeing value for money, leading to a
funding cut-off point given by the last project still funded.
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7. A central pool of knowledge used to train the next generation of analysts
and policy-makers inside departments and state-affiliated organizations can
be maintained in an open and constant conversation with academics and
civil society. How to organize an open knowledge base that can be updated
via challenge and new insights, and yet maintain a running set of guidelines
based on the best knowledge at any moment, is as of yet uncertain. The
model could follow the Intergovernmental Panel on Climate Change
(IPCC) process within which climate scientists are included in a political
process to come up with authoritative consensus numbers on the trajectory
of the earth’s climate. This would be too cumbersome and expensive to do
for more than a few key wellbeing numbers, so one might down the line
envisage a more disaggregated operation. The Linux and Wikipedia experi-
ments, with open-source coding that are initially open to all experts in the
world but that over time started to seal off compartments owned by
specialized groups in academia and the civil service, would perhaps be a
good model to follow for most of the wellbeing knowledge. Also, many of
the techniques and habits for wellbeing improvement are generic statistical
and scientific tools that could be maintained by groups that have no affinity
with wellbeing themselves. New institutions that help local groups in setting
up how to gather and analyse data over time need to know little about
wellbeing but rather should know about experimental techniques and the
do’s and don’ts of things like database management.

Above is merely a sketch of what a wellbeing orientation could look like for the
public sector. The basic idea is one of a state bureaucracy that is more aware of
data and of the effects of policies and practices on wellbeing, and that is open to
experiment constantly in order to find improvements. The challenge is just how
an organization can learn from thousands of experiments that are too far apart for
any single individual or group to fully understand. In that challenge, wellbeing is
the natural linking-pin to maintain overall policy integrity: by generating and
adopting overall frameworks based on a current best-practice measure of well-
being, the system as a whole can slowly become more rational and improve
wellbeing outcomes from its investments.

A Brief History
Preamble
The general study of happiness has deep philosophical roots and is part of the

classical Western discussions surrounding the ‘good life’ and the Greek concept of
‘eudemonia’. It has resonances in non-Western streams of thought too, such as
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Buddhism. Let us suffice with a brief look at what has happened the last few centuries
in Anglo-Saxon thought and in economics, which dominates the world of policy.®

The key take-away is that it has been completely normal in the last three
hundred years in Western philosophical thought to assume that the nation state
should orient itself towards improving the happiness of the population, loosely
understood as a mental state of individuals. The only question has been whether it
is feasible and sensible to truly set up a system to do this, or whether instead to rely
more on proxies like economic growth and physical health as objectives for
government policy.

A Brief History of Anglo-Saxon Thought and Early
Happiness Theories

Since the Enlightenment, it has become widely accepted that governments should
serve the interests of their populations. The idea of the social contract between the
governors and the governed now dominates Western political thought, originat-
ing in the seventeenth and eighteenth century with Thomas Hobbes, John Locke,
and Jean-Jacques Rousseau.*

These Enlightenment traditions have earlier counterparts in the city states of
Italy and, of course, the thinking of the ancient Greeks, including Aristotle, who
declared happiness to be the meaning and purpose of life.

In the United Kingdom and the United States, the social contract came to mean
that the goal of government was the happiness of the people. Prominent early
contributors in the United Kingdom were eighteenth- and nineteenth-century
philosophers like Jeremy Bentham, John Stuart Mill, and Francis Edgeworth.

John Locke argued in An Essay Concerning Human Understanding (1689) that
‘the highest perfection of intellectual nature lies in a careful and constant pursuit
of true and solid happiness’. Jeremy Bentham advocated that societies should
orient themselves towards the ‘greatest happiness of the greatest number’ (in A
Fragment on Government, 1776). David Hume extended this notion to all human
activity when he wrote “The great end of all human industry is the attainment of
happiness’ (Hume, 1742). In the same year that Bentham enthused the import-
ance of happiness, the US Declaration of Independence (1776) declared ‘Life,
liberty and the pursuit of happiness” as inalienable rights. Thomas Jefferson
elevated ‘the care of human life and happiness’ to be the only legitimate object

* This historical exposition draws on Frijters et al. (2020) where the basic arguments and practical-
ities around wellbeing as the goal of government are presented and discussed by thirteen experts from
various disciplines.

* There are many reviews of the philosophy and history of the use of wellbeing indicators as the
objective of government. Recent contributions include Stiglitz et al. (2011) and O’Donnell et al. (2014).
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of good government, and George Washington thought governments should
concern themselves with the ‘aggregate happiness of the society’.

Some nineteenth-century utilitarians already made attempts to measure the
relation between direct pleasurable or displeasurable inputs on happiness. Long
discussions were had in the nineteenth century about ‘ideal utilitarianism’,
‘hedonistic value theory’, and other forms of utilitarianism that took the internal
experiences of humans as central to the goal of society. Concurrently, early
psychophysicists started experimenting with stimulus-response models of well-
being and formulated the Weber-Fechner law of response-stimulus, essentially
postulating a logarithmic relationship between stimuli (say, stress) and psycho-
logical response (say, pleasure or pain). Interestingly, the logarithmic function is
still the dominant functional form today to describe the relationship between
income and happiness.

Adam Smith, the founder of modern economics, added an important constraint
to the pursuit of happiness. He wanted people to concern themselves with the
happiness of only those in their own group, not the whole of humankind. In
Chapter [1I of the Theory of Moral Sentiments (1759),> he summarized this
position as follows:

The administration of the great system of the universe, however, the care of the
universal happiness of all rational and sensible beings, is the business of God and
not of man. To man is allotted a much humbler department, but one much more
suitable to the weakness of his powers, and to the narrowness of his comprehen-
sion; the care of his own happiness, of that of his family, his friends, his country:
that he is occupied in contemplating the more sublime, can never be an excuse
for his neglecting the more humble department; and he must not expose himself
to the charge which Avidius Cassius is said to have brought, perhaps unjustly,
against Marcus Antoninus; that while he employed himself in philosophical
speculations, and contemplated the prosperity of the universe, he neglected
that of the Roman empire.

This constraint delineates the objective of a national government to be the
happiness of its citizens, and raises the crucial questions of the pursuit of national
happiness and the necessity of government to create a national identity. It also
comes with the practical problem of having to be somewhat clear about who is in
the relevant population, both now and in the future.

Many Western democracies followed this tradition and have long mandated
that new policies should serve the interests of the population, although not using

* Of course, Adam Smith said a lot more about the responsibilities of individuals and government,
so the quote is not the whole of his position, but it neatly summarizes the general thrust of utilitarian
thought as practiced in the United Kingdom.
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the word ‘happiness’” but ‘wellbeing’ or ‘social welfare’. In the United Kingdom,
this can be most clearly seen in the Her Majesty’s Treasury (HMT) Green Book,
which is the guide for all departments as to how to argue for resources for new
policies. It states that ‘economic appraisal is based on the principles of welfare
economics’, referred to in the Green Book as ‘social value’ (p. 5).

A Brief History of Happiness Measurement

In the nineteenth century, utilitarians did not yet have at their disposal large-scale
instruments to measure the happiness of the population and were hence largely
confined to small-scale experiments on stimulus-response, or deductions from
observations and introspection.

In the early twentieth century, new measurement tools were developed, in
particular the Likert scale (1932, 1934) where people were asked to rate a psycho-
logical outcome on an ordered scale with some minimum and some maximum
that were given emotive labels (like ‘completely satisfied’, ‘very happy’, or ‘very
unhappy’). Likert scales remain the dominant measurement devices in use today,
though the number of variations in terms of scaling, terminology, and applications
has become large.

From the point of view of the preceding forms of measurement, using Likert
scales to measure happiness has several distinguishing characteristics: (i) individ-
uals themselves are taken as the sole and ultimate judges of the quality of their life;
(ii) individuals are taken to be able and in the frequent habit of judging their life as
a whole; (iii) the scales adopt an explicit lower- and an explicit upper-bound on
what people can answer; and (iv) the number of possible answers is finite,
meaning that happiness is measured in discrete intervals.

Each of these features has come under severe criticism, but the Likert scale
remains the dominant form of measurement today for the same reason why it was
developed in the 1930s: it is both politically and morally imperative to take
individuals’ own opinions as core considerations for how they are doing in life,
and in order to be useful they must have bounded scales which give numbers that
one can then add up and compare.®

We will revisit the question of how reasonable these elements are later in this
book, but we can mention that the core arguments are a combination of political
expediency and evolutionary plausibility. Politically, one has to treat individuals as
equal, independent of their own personal belief systems or different ways they

¢ Adding up the answers to subjective questions which different people give at different points in
time is generally referred to as taking the underlying numbers as cardinal, i.e. comparable between
people and over time, and as being linearly additive.
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might experience life. On the other hand, evolution has equipped humans with the
habit of self-evaluation as a means of improving their choices (Felson, 1993) and
these evaluations are somewhat observable to others via both verbal and non-
verbal communication, like smiles and frowns.

Apart from individual scales, the other main measurement tool developed in
the twentieth century that is still widely used is an aggregate of individual
items, such as a question module leading to an index. There is no dominant
index of wellbeing, however, merely a large wilderness of different ones.
An example is the twelve-item General Health Questionnaire (GHQ12) devel-
oped by Goldberg etal. (1997), which poses twelve questions, including
whether respondents feel happy, and which researchers then aggregate and
sometimes interpret as an alternative measure of happiness (see Clark and
Oswald (1994), for example). The Satisfaction with Life Scale (SWLS) devel-
oped by Diener etal. (1985) is popular within the discipline of psychology,
though not in economics. The Comprehensive Quality of Life Scale (ComQol)
developed by Cummins etal. (1994) is another example of an index derived
from multiple single items.

At the national level, there exist even more indices aimed at monitoring well-
being. Amongst hundreds, we can mention the Human Development Index
(HDI), the Bhutan Happiness Index (Ura et al., 2012), the Macau Quality of Life
Reports (Rato and Davey, 2012; Davey and Rato, 2012), or the Gallup Well-Being
Index (Skopec et al., 2014). These are based on aggregations of a set of character-
istics deemed desirable for individuals or whole countries, such as life expectancy
or literacy and numeracy rates, and are often labelled ‘wellbeing’. Stiglitz et al.
(2011) document many such indices relating to quality of life, recommending that
users pick the index that best fits their purpose but singling out the simple life-
satisfaction question as the most useful measure if one is looking for a summary
measure.

It is in hindsight interesting that the measurement tools for happiness in use
today were developed at almost exactly the same time that measures of GDP were
developed by economists like Simon Kuznets (in the mid-1930s, to better steer the
war effort), with actual measures of GDP appearing at almost the same time (in
the late 1940s). The fundamental contributions on happiness measurement thus
came from previous generations of psychologists.

What has mainly happened during the last fifty years or so is a wide prolifer-
ation of new measures that are variations of the previous ones. This includes the
notion of domain satisfactions, such as satisfaction with ‘work’, ‘the environment’,
or ‘yesterday’s conference dinner’. It also includes the new field of internet-
mediated measures of ‘likes’ and ‘dislikes’, ‘numbers of stars’, or degrees of
‘agreement’ with various statements. These all follow the notion of Likert scales
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in the sense that they provide bounded answers which are, in practical terms, just
added up over people to generate aggregate scores that are subsequently advertised
and used as indicators of overall sentiments.

One of the most important thinkers in the field of happiness measurement
amongst the current generation is Daniel Kahneman, who has been pivotal in the
development of the Day Reconstruction Method (DRM). The DRM elicits happi-
ness at the end of the day as an aggregate of period-specific happiness experienced
throughout that day (Kahneman et al., 2004). This method has not yet seen great
uptake as it suffers from two important limitations. First, it is time-intensive in that
respondents need to complete detailed diaries at the end of the day, making it an
expensive measure. Second, it may suffer from recall bias in that people may be
better or worse at remembering specific periods, which makes the results difficult
to interpret. And, from a policy perspective, it sometimes yields seemingly counter-
intuitive results, for example, that people who are in unemployment do not
experience less happiness than people who are in stable jobs.

A more modern version of the DRM that overcomes some of its limitations is the
Experience Sampling Method (ESM). The ESM is typically based on a download-
able mobile phone app that asks users—at random times during the day—to report
their feelings of happiness while recording their locations, activities, and compan-
ions. While this solves issues around recall bias, the method is more prone to
selection: not only are individuals who download the app typically younger, more
educated, and tech savvy than the general population, selection also occurs at the
time of reporting when respondents choose to reply (or not) to random pings
(which may be correlated to happiness). Nevertheless, the DRM and the ESM are
some of the few real innovations of recent decades in happiness measurement.

Daniel Kahneman has also been highly influential when it comes to the
interpretation of happiness measures as ‘decision utility’ (i.e. the happiness we
think we will experience when making a decision) as opposed to ‘experience
utility’ (i.e. the happiness we will actually experience as a consequence of making
a decision), with the difference between both typically interpreted as a failure in
hedonic forecasting. The dichotomy between decision and experience utility
remains influential to this day (Kahneman etal., 1997).

A useful dichotomy between wellbeing measures at the individual level is that
there are measures intended to ascertain a flow of instantaneous experiences
(experiential measures like happiness or anxiety) and reflective measures of
wellbeing (evaluative measures like life satisfaction). It now seems increasingly
likely that more instantaneous measures differ strongly from reflective measures
in terms of their drivers because they have a different purpose: immediate
emotions, like anger and jealousy, aid decision-making in the very short run,
whilst reflective deliberations on how life is going are more useful for planning
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purposes. These more reflective measures are the more natural objects of policy-
making, but there is also useful information in measures of immediate
experiences.

A Brief History of Practical Assumptions and their Implications
for the Economics of Happiness

Economists have long had a somewhat schizophrenic relationship with happiness
which persists up to this day. On the one hand, most economists, and certainly the
profession as a whole, feel uneasy about any specific candidate measure of
happiness because they quickly spot the main problems involved in these meas-
ures and the strong assumptions required to use them in practice. Yet, on the
other hand, economists have the role of coming up with actual numbers about the
advantages and disadvantages of different policies. This forces them into an
implicit stance on what matters to people, which means they either must assume
they know the answer without measurement or adopt some implicit
measurement.

This ambiguous relationship was not always there. In the nineteenth century,
Adam Smith’s quote on how individuals should help their groups maximize
overall happiness was the mainstream position in economics. Classic utilitarians
such as Jeremy Bentham and Francis Edgeworth advocated the same goal: that
economists should measure what it is that people enjoy and base their theories and
policy prescripts on the principle of maximizing the happiness of individuals or
some relevant group as a whole. There were no population-wide actual measures
in the nineteenth century, but this was certainly the ideal.

This position changed with the marginalist revolution of the late nineteenth
century and the subsequent move away from the attempt to measure individual
mental states towards the formulation of general equilibrium theory, followed by
the axiomatization of preferences and choice under uncertainty. This counter-
movement had a strong proponent in Lionel Robbins, who declared that econo-
mists should not be involved in questions of ethics and should leave the
measurement of the inner lives of people to others, doubting that it could ever
be done in a scientific way. Robbins (1932), in his treatise on the significance of
economics, accepted the implication that economics “is incapable of deciding
between the desirability of different ends. It is fundamentally distinct from
Ethics” (p. 152). People were acknowledged to have feelings and desires, but it
was deemed outside the realm of economics to take measures of their actual
feelings and desires as valuable outcomes.

Despite prominent dissenters throughout the twentieth century (including
Ragnar Frisch and Jan Tinbergen, the first Nobel Prize winners in economics),
Robbins’ position was more or less the dominant position until relatively recently.



THE CASE FOR WELLBEING AS THE GOAL OF GOVERNMENT 13

Economists in diverse fields simply assumed the shape of the utility function and
declared utility immeasurable by any means other than observable consumer
choices, and even these merely identified preference orderings and not any
absolute measure of utility that could meaningfully be used by policy-makers as
the basis of trade-offs between people. As Wansbeek and Kapteyn (1983) suc-
cinctly said during this period:

Utility seems to be to economists what the Lord is to theologians. Economists
talk about utility all the time, but seem not to have hope of ever observing it this
side of heaven. In micro-economic theory, almost any model is built on utility
functions of some kind. In empirical work little attempt is made to measure this
all-pervasive concept. The concept is considered to be so esoteric as to defy direct
measurement by mortals. Still, in a different role, viz. of non-economists, the
same mortals are the sole possessors of utility functions and they are able to do
incredible things with it [ ... ]. As a result, there is a giant gap between theory and
empirical work.

Throughout the 1970s and 1980s, there were some contributions by economists to
use direct measures of utility, including Easterlin (1974), Scitovsky (1975), and
Layard (1980), but they had relatively little influence on the profession until
recently. Only in the 1990s did the study of happiness as a potential measure of
utility amongst economists start to take off, with the main early interest being the
question of whether economic growth increases happiness. Amongst psycholo-
gists and sociologists, it had long been argued that money and happiness were but
weakly related (see Cantril (1965), for example), but such insights did not per-
meate economics.

The stance of Lionel Robbins created a huge problem for economists in
government, as it is impossible to devise policies that do not involve trade-offs
between people, requiring some implicit notion of ‘cardinal utility’ with which one
might say that gains outweigh losses. As Ragnar Frisch said in 1964: “To me the
idea that cardinal utility should be avoided in economics is completely sterile . . .
there are many domains of economic theory where it is absolutely necessary to
consider the concept of cardinal utility if we want to develop a sensible sort of
analysis.”

The profession tried to side-step this conundrum by focusing on the
supposed possibility of ‘Pareto improvements’, which denote the situation in
which policies improve the outcomes of some people without damaging the
outcomes of others. However, the Pareto principle provides only a partial
ordering of policies and, most importantly, policies that affect millions of
people are never unanimously approved of. As a result, the Pareto principle is
seldom practically used for policy evaluation and appraisal in mainstream
government applications.
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A related alternative is known as the ‘Kaldor-Hicks’ principle, which, roughly
speaking, argues that economists should worry about the overall size of the
economic pie, and that it is left to politicians to determine its appropriate
redistribution so that no one is left behind. In this line of thinking, a good
economic policy increases the economic pie, which then allows for a Pareto
improvement where someone is made better off while no one is made worse off.
Whether the increased pie is then actually redistributed in a way that is Pareto-
improving is deemed a matter for policy-makers. One problem with this approach
is that the ‘pre-redistribution” pie would need to include everything that affects
wellbeing, including externalities. So one cannot presume that the economic pie is
the only thing that matters for wellbeing unless it has shown to be so in an
accepted measure of wellbeing! Hence, the Kaldor-Hicks principle does not
alleviate the issue of finding a proper measure of wellbeing that goes beyond
material goods: all the principle does is to separate the potential wellbeing
improvements from the decision of who gets the improvements, not the basic
problem of measuring whether something is an improvement at all. One cannot
know what the pre-redistribution ‘wellbeing pie’ is unless one measures it.

In some ways, the Kaldor-Hicks principle is still an important train of thought
within government today, where the practice in many policy evaluations and
appraisals is to look at changes in the ‘total economic surplus’, which, roughly
speaking, relates to the economic pie. Economic surplus, in turn, is deduced
largely via the revealed willingness-to-pay in markets, or via the stated
willingness-to-pay elicited through survey methods such as contingent valuation
or choice experiments.

Where this has become stuck most visibly is when it comes to redistribution
and externalities between people that are not measurable as economic surplus.
To assess the wellbeing effects of redistribution, it is necessary to adopt some
explicit notion of how much additional resources affect the wellbeing of the
poor relative to the wellbeing of the rich. It is difficult to make this assessment
without taking a direct stance on cardinal utility. When it comes to external-
ities, and particularly externalities in the emotional realm (for example, hurt or
discomfort), actual measurement needs to be at the individual level (where the
experience takes place) and one needs to assume comparability between
individuals to arrive at an overall measure of what has happened to the
whole population.

Moreover, for externalities that individuals are not necessarily aware of (for
example, certain forms of pollution) or would admit to (for example, jealousy or
shame), one cannot rely on market prices or the stated willingness-to-pay to get a
measure of how strong these are: one needs to measure their presence and
strength by measuring the wellbeing of individuals, seeing how these change
due to the actions of others.

Interestingly, the current position on distributional matters in government
(at least in the United Kingdom) already appeals to life satisfaction as the
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best-candidate measure of individual wellbeing: the official weighing scales via
which changes in the incomes of the poor are to be multiplied relative to changes
in the incomes of the rich are (roughly) logarithmic, which is explicitly motivated
by the basis that life satisfaction relates to incomes in a (roughly) logarithmic
manner.” Moreover, when it comes to the monetary valuation of externalities or
‘intangibles’ for which there exists no given market price, current practice within
government often includes the implicit willingness-to-pay via the estimated effects
of externalities on life satisfaction. By trading off their effects with that of income
and calculating the marginal rate of substitution, one can derive a monetary
equivalent. We will discuss this more extensively in chapter 4, but note here
that there exists a wide range of such studies in the wellbeing literature, including
on air (Levinson, 2012; Ferreira etal, 2013; Ambrey etal, 2013) and noise
pollution (Van Praag and Baarsma, 2005; Rehdanz and Maddison, 2008;
Fujiwara et al,, 2017), landscape amenities or disamenities (Ambrey and Fleming,
2011; Kopmann and Rehdanz, 2013), land use (Bertram and Rehdanz, 2015;
Krekel etal., 2016), and even terrorism (Frey etal., 2009). The current practice
on both distributional analyses and the monetary valuation of intangibles, there-
fore, already makes the implicit assumption that life satisfaction is a valid and
cardinal measure of individual wellbeing, and that it is desirable to optimize it.

In sum, economists have long accepted the direct measurement of wellbeing,
except for a brief period of about sixty years or so (starting from the mid-1930s)
when the headline approach was to prefer an indirect measurement of utility via
observed consumer choices and GDP to a direct measurement via mental states.
In actual policy evaluations and appraisals, economists in practice often accepted
self-reported wellbeing measures as cardinal utility, but this is often only implicitly
done and certainly not the mainstream economic teaching of today. Slowly,
economists are re-joining psychologists and others who have never let go of the
idea of direct measurement and who have pushed for the inclusion of direct
measures in many surveys.

The Tide of History: The Shift That Favours Wellbeing?

It is useful to think of underlying historical shifts that favour a wellbeing orien-
tation in policy. One old but major and slow shift is the move towards consumer-
ism and the one-man-one-vote rule of democracy: voters and populations have
over the last two hundred years increasingly started to view democratic politics
and the economy as providers of things they want as individuals. That means they
have come to expect democratic institutions to be interested in what they want.

7 The 2018 HMT Green Book (p. 78) proposes a value of 1.3 for the elasticity of the ‘marginal utility
of income’, based on the life-satisfaction regressions in Layard et al. (2008).
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The effect of democratic principles is equally true for the law, which supposedly
applies equally to everyone, and in terms of access to public services, like educa-
tion and health. While reality is less egalitarian than the ideal behind democracy
or the law, the continued importance of these institutions increases the sense
amongst people that these institutions are there to serve them and their interests.
They are equals amongst many, at least in principle.

The increase in social programmes since the Second World War exemplifies the
greater degree to which populations are ‘serviced’ by their governments and the state
machinery, slowly replacing many other group structures that provided these services
previously. This consumerist ‘social contract’ between citizens and those with repre-
sentative roles naturally fits a philosophy of the greatest happiness. We now have
Western governments spending about 40 per cent of GDP (OECD, 2020), a large slice
of which goes to education, health, and welfare, replacing churches that previously
supplied care for the poor or charities that ran schools. A government philosophy of
the greatest happiness for all fits this focus on the population’s needs and desires.

Another major and more recent shift has been the emergence of the internet
and the provision of freely available information more generally. The choice set
has increased tremendously in recent decades, both in terms of what people can
consume and how they can invest their time. There are far more music songs
available for free than one can listen to, more types of cars than one can test-drive,
more magazines than one can read, more types of coffee than one can drink, more
fields of study than one can learn about, and more holiday destinations than one
has weekends in a year.

This widened choice set has generated a fundamental problem of cognitive
overload. Humans simply cannot truly review all possible choices and pick the one
best for them. We all must rely on easier heuristics that need less effort to pick
something we are likely to enjoy.

One solution that the internet has come up with has been to aggregate subject-
ive feedback to rank alternatives: many of us follow the stated likes and dislikes of
those who have made choices before us. Many of us judge the trustworthiness of a
seller on Amazon by the average ratings they received on previous sales. Many of
us follow the music others have judged positively as witnessed by their aggregate
downloads, perhaps weighted by how much these others are like us in various
dimensions (for example, previous choices or tastes). Many of us follow the
recommendations of others when it comes to bars, restaurants, and hotels, as
measured in average likes’ and ‘stars’ and other forms of subjective feedback.
A common strategy is to look at aggregate information on subjective ratings of
different options and then pick something near the top. That is also how internet
search engines now work.® In essence, the aggregated subjective consumer experi-
ence of others has become an organizational force in itself for our choice behaviour.

® See Béllet and Frijters (2019) for an analysis of how such social media measures of wellbeing relate
to more traditional, survey-based measures.
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Younger generations are completely used to thinking of choice as something
one does on the basis of the simple average of the evaluations of others, and to add
one’s own ratings to things one has tried oneself and liked or not. The younger
generation votes many times a day, such as on how satisfied they have been with
their teacher, their coffee, or their shoes. This makes it a small step for the younger
generation to think of government programmes in the same way: one judges based
on one’s own experiences and one trusts the aggregate stated experience of others
as a valid signal of how one would experience something oneself.

‘Satisfaction’ is a key phrase used for the subjective experience of goods and
services, events, and even people. How satisfied one is with their drink, their
dinner, or their conference is now a standard question many people encounter
daily. The average scores are used to judge the quality of bars, restaurants, or
conference organizers. What was once seen as heretical in mainstream
economics—the idea that one should simply take the average of stated satisfaction
levels as informative of how good one thing was over another—is now a lived
reality experienced by many people (including economists themselves). It was not
imposed but has grown from the bottom up. For the younger generations, the idea
that changes in society as a whole should be judged similarly is natural. They have
grown up with the benefits and pitfalls of subjective feedback, cognizant of its uses
and limits.

A related shift, which is ultimately more a consequence of other shifts rather
than an independent one, has been the need within service-oriented government
bureaucracies to find a means of prioritizing different types of expenditure. More
projects are suggested for finance than can be financed, leading to the need to have
an overall objective to evaluate the relative merit of different options. For example,
within the National Health Service (NHS) in the United Kingdom there has been a
need for an overarching objective. Measures as simple as ‘health’ or ‘mental health’
but also more complex ones such as ‘quality-adjusted life-years’ (QALYs) have
been proposed and implemented, but there is a clear argument to go towards a
more whole-of-life view and look at what patients themselves find most important
for their lives: their evaluation with life as a whole.

Although the need for an overarching objective need not arrive at wellbeing
because one might well use a religious doctrine or the interests of a particular
group to define that overarching objective, it is again the case that within the ideal
of one-man-one-vote, the logical focus is the interests of the population. Some
notion of the wellbeing of the population, therefore, lends itself as the focus of
service-oriented government bureaucracies.

In sum, a truly fundamental new shift towards the acceptance of averaged
subjective evaluations has been due to the explosion of choice and the resulting
need for simplified measures to help people choose. That need is being filled with
aggregated measures of satisfaction. The underlying information increase is still
ongoing and makes the continued and increased use of aggregate wellbeing
measures likely. The explosion of choice itself arises from many things, ranging
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from new inventions in computing, to reduced transportation costs between
countries that makes increased specialization possible, and thus proliferation of
goods and services to choose from. They can be seen as ‘fundamental economic
forces’ over which no individual country or ideological group has much control.

Where these trends bite first for government are highly visible service-oriented
programmes that need to allocate scarce resources over potential sub-
programmes. This is both true for central and for local governments.
Accordingly, such programmes should serve as the focus for quick wins and
new methodologies that might eventually be rolled out elsewhere.

How Wellbeing Could Fit into Policy Evaluations
and Appraisals

How does policy-making work, roughly speaking? And where would wellbeing fit
in? What would it add? To answer these questions, we look at the example of the
United Kingdom.

As in many other countries, the United Kingdom has, broadly speaking, two
types of decision-makers, complete with two systems of selecting them.

At the top of the democratic political system are the elected national politicians
who represent smaller areas, their constituencies. Information about what their
constituents find important is generated in the democratic system, via direct
communication between politicians and their electorates but also via democratic
competition between politicians who offer voters different policy platforms. The
democratic process tells us what the population, which constitutes the ultimate
judge, values.’

On the other side is the civil service, organized mainly in individual depart-
ments. Civil servants have their own processes for hiring and promotion, and
arguably have—to a certain extent—an independent mandate towards the well-
being of the population. Their role is to help elected politicians enact the policies
on which they were elected and select the best policies for the population.'

Both sides have sources of information to help them in this policy development
process, including a national statistical agency, a large number of somewhat
independent research institutes, the international scientific literature on various
matters, and, of course, the training they have when they enter their jobs. Because
there are many more civil servants than politicians and because they are more
specialized, the role of the civil service is more contemplative.

® Of course, the democratic process serves many other functions, including the selection and
scrutiny of those with representative power.

1% Put more formally: the civil service role is to provide independent and impartial advice to the
government of the day as set out in the Civil Service Code. The interest of officials and analysts in
wellbeing is to provide the best possible policy advice.



THE CASE FOR WELLBEING AS THE GOAL OF GOVERNMENT 19

Policies at the national level are set in the intersection of elected politicians and
the civil service, using a variety of mechanisms and processes. Over decades, the
system of policy formation has become complex and specialized.

The practice of policy-making involves numerous small and large decisions
made every day in numerous government-related institutions, most of which do
not involve the conscious knowledge of elected politicians, who by and large deal
more with the bigger issues and the broad direction of policy. As a result, senior
civil servants and others who are connected to the public sector all have some
‘decision-making power’.

University managers are a good example of decision-makers with some inde-
pendent power (over buildings, courses, recruitment, etc.) who are not truly civil
servants but still connected to the overall policy process, for example because
their funds mainly derive from national policies around students and research
grants. Universities are thus a good example of a long-term oriented set of
institutions that are, arguably, meant to serve the interests of the country by
looking after teaching and research. They are somewhat independent and some-
what regulated, part clients and part lobbyists, led by traditions that sometimes go
back hundreds of years and by the latest guidelines on how to apply for govern-
ment funding.

There are similarly numerous authorities with some decision-making power,
many of which will be largely unknown to some readers, such as the thirty-odd
navigation authorities in the United Kingdom that are responsible for rivers and
canals, or Her Majesty’s representatives in Commonwealth countries around the
world."" They continuously make decisions and rules without significant input
from elected politicians, who only get informed and involved in particularly
contentious or important matters. Many of these authorities are officially char-
ities, such as the National Trust.

Some institutions, such as the Bank of England or Scotland Yard, are deliber-
ately put at arm’s length of politicians to increase their independence from short-
term political goals. Similarly, there are independent authorities that are more or
less operating without daily political oversight, such as the National Lottery or the
British Broadcasting Corporation (BBC). Some of them have their own sources of
income and their own decision procedures on how to spend it.

Cabinet is the main decision-making body for UK Government. However,
there exists no central place where everything is known and discussed for the
simple reason that society is just too complex.

Not only is there no central place that decides on everything, but the data that
exist on aggregate circumstances are often not understood. For instance, only

' For an example of the complex relationships these somewhat independent authorities have with
central and local government, see: https://www.waterways.org.uk/news_campaigns/campaigns/ea_navi
gations/navigation_authorities.
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specialists know how GDP is truly estimated because the technical appendices on
how it is put together count hundreds of pages. Few journalists reporting on GDP
figures would know, for instance, that corrections are made on the basis of how
many public holidays fall on a weekend in a particular year, or that there are
vintages of GDP figures, such that there are in fact several consecutive GDP figures
for any period. We have never seen a politician discuss the smoothing parameters
used to derive an estimated flow of imports to put into the national accounts. How
life expectancy and population figures are truly derived will similarly be a mystery
to all but a few specialists who spent years studying such matters.

As a result, many decisions are made locally and much of the information used
to make decisions is imperfect and difficult to understand. Nevertheless, decisions
are made, they are (somewhat) informed, and there is a general push to increase
and improve the information base.

Knowledge of what improves wellbeing, in principle, can be used by all
decision-makers, ranging from elected politicians who decide on major new
welfare programmes to university office clerks who decide on the purchase of
office supplies. There are lots of sources of wellbeing information for all the
various decision-makers, ranging from books to dedicated institutions like the
What Works Centre for Wellbeing in the United Kingdom.

The national set-up is mirrored by local decision-making, with elected coun-
cillors on the one hand and a local public sector on the other. There, both sides
also come with their own preferred means of obtaining information and some
degree of an independent mandate to look after the wellbeing of the local
population, with only the bigger and more visible decisions truly taken by elected
politicians, and even then, often on the advice of their civil servants.

It is in this cauldron of professional civil servants negotiating, leading, and
following elected politicians that major policies get decided. Lots of policies then
become embedded in separate institutions and whole systems in society (e.g. the
legal system) who further develop and enact them.

During implementation, many further decisions are taken as intention meets
reality: few policies work out ‘on the ground’ as they were originally intended.
Laws get reinterpreted and refined. Much of the policy process is then about
steering institutions and policies towards a fairly vague ‘better direction’, motiv-
ated often more by visible problems than a utopian envisaged ‘effect of a policy’.

This stylized sketch of policy-making will be fleshed out more when we come to
actual methods for policy evaluation and appraisal, where the negotiations
between spending departments and resource-deciding units in the Treasury are
paramount. Yet, it serves to remind us that the practice of policy-making is far too
complex for most people to completely understand, and hence to guide in any but
a crude sense. This does not mean that ‘anything goes’ or that one should not aim
for greater precision and evidence—far from it!l—but we should not confuse
targets and ideals with an imperfect reality that only changes slowly.
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The purpose of policy-oriented wellbeing inquiry is then to help the various
decision-makers at different levels of government, which boils down to approxi-
mately right strategic advice for those in charge of broad strategies, and more
practical advice for those making choices on the ground.

There are many decision-makers for whom a knowledge of wellbeing is of less
use because their mandate and role are already clearly defined. Someone whose
main task it is to clean the street has little need to know environmental policy, and
is more usefully served by a good broom. So too is knowledge of wellbeing
virtually irrelevant to a homicide detective or the engineers designing the steel
cables of a new bridge. Their role is not sensitive to the kind of additional
information offered by direct wellbeing measurement, although, arguably, meas-
uring their wellbeing at work can help design work environments that are more
conducive to their job satisfaction and productivity.

Direct wellbeing measurement then mainly has the potential to inform policy-
making at the highest level in terms of where the broad gains in terms of wellbeing
might be; to help spending-departments decide on competing projects; and to
help those in charge of any area with large amounts of discretion surrounding
public services for people with some notion as to what is likely to improve
wellbeing.

Why not rely solely on the information and judgement of voters as evidenced in
elections? What are the differences between what is learned from the democratic
process and the scientific process?

Elections and Information

Elections and representative democracy channel information about what the
population believes is in its interest towards the decision-makers at various levels
of society. Political activism and involved citizenry are related mechanisms to
move the hand of decision-makers in the ‘right’ direction.

Yet, just like common sense might not be enough to know what is in our best
interests, so too are there limitations as to how much decision-makers can learn
from what the population votes for. The population as a whole might not know
how to improve their wellbeing, just as the population as a whole might not know
how a jet engine works or what the best foreign policy might look like. Political
debate and decision-making can furthermore be dominated in the short run by
special-interest groups who want something that benefits them at the expense of
the overall wellbeing of society, leaving a role for decision-makers outside of the
political process.

The complexity of life, the possibility that special-interest groups try to
manipulate information streams, and the limited understanding of all of us
lead to specialization in the gathering of evidence and synthesis of that evidence.
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There is thus a role for scientific inquiry into the drivers of wellbeing, and a role
for translation of that evidence into various levels of decision-making.

This should not be seen as an alternative to the democratic process, but
rather a logical aspect of it: just as all major political parties support scientific
councils and the existence of specialized ministries for all sorts of public activities
(education, health, transport, defence, etc.), so too can a population decide that
its state bureaucracy be mandated to aim for its long-run wellbeing. This is indeed
precisely what the civil service has adopted as its mandate for many decades and
what has been a standard theme in Western political philosophy for centuries.

Elections and scientific inquiry are then two complementary means of uphold-
ing the social contract between the governors and the governed, with elections a
quicker and more responsive way of learning about the interests of a population,
and scientific inquiry and long-run policy-making belonging to the more sober
and reflective institutions of the state.

The Realities of Policy-making and the Use of Wellbeing
Information

A Quick Sketch of How Wellbeing Cost-effectiveness
Might Work

In wellbeing cost-effectiveness analysis, one works out for any proposed policy
how large the wellbeing benefits are likely to be and compares them with the net
public costs involved, implementing those policies with the best value for money
first. To rank and then choose projects on the basis of how much benefit one
obtains relative to costs is a normal task of treasuries, but it is also a staple activity
in many departments, agencies, and organizations that have to allocate a given
budget over many competing claims. Not all large expenses are decided in this
way, but many are.

Apart from policies that cost money, there are also rules and regulations that do
not immediately cost ‘scarce funds’ but which also need to be based on a wellbeing
calculus.

This stylized picture of decision-making is of a rational centre that calmly
decides on spending plans, thereby locking down a lot of actions further down
the line. It fits in with top-down decision-making based on all the relevant
information, guided by a joint goal of the wellbeing of the population.

Just how to do this is not that easy because there is the question of what policies
would improve wellbeing, how to design them, how to implement them, and also
how to organize the work itself.

We discuss the question of how one might do wellbeing cost-effectiveness
analysis in chapter 3. Here, we sketch some of the characteristics of the realities
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of policy-making and how incorporating wellbeing information and a more pro-
wellbeing culture might improve them.

One-off Decisions versus ‘Holding Processes™ The Role
of Budget Wars

The basic policy rule of funding projects with high value for money simplifies
decision-making to a single moment in time when some major yes-no decision
must be taken. The presumption is that one uses an informed opinion on the most
important costs and benefits associated with a reasonably well-defined policy.

Sometimes though, a policy is not decided upon in one go, but rather is ‘put on
ice’ for a while, waiting for the right time to be championed. Departments and
councils often have lists of what they would want to do if more funding was
available. Transport departments often have plans for roads, railways, harbours,
and other infrastructure investments ‘on ice’ waiting for particularly persuasive
ministers or favourable economic conditions to materialize. Social spending
departments often too have lists of things they want to do, such as particular
new programmes or trials.

These ‘wish lists’, to some degree, reflect a deep learning of departments and a
form of knowledge that is independent of the political process: units within
departments, councils, or large organizations have become convinced that some-
thing is worthwhile to pursue and push for those programmes when the right
political circumstances favour it.

The reality of budget processes also creates another reason why items on wish
lists are spent: sometimes, departments and other institutions find themselves
with budgets that need to be spent in a hurry lest they no longer have the power to
spend them. Items on the wish list that can be spent in a hurry are then more likely
to be pushed through (particularly if they can be dressed up as something else, for
example a minor extension to an existing programme).

This may sound odd and inappropriate, but it is a fairly standard happenstance
in any large institution, including large commercial companies: budgets largely get
allocated by central processes on the basis of what was spent in previous years, and
not necessarily on what is truly needed for some outcome in a year. This gives rise
to budget ‘accidents’, for instance because some planned expense did not materi-
alize, or some asset was sold off for more than anticipated. The well-known
‘postcode lottery’ in the NHS in the United Kingdom is a good example of this,
reflecting the reality that in some areas a surplus of resources to spend on health
emerged such that many more treatments are available, whilst in others there is an
acute shortage such that there are fewer services and larger waiting times. That
divergence happened because in some areas more elderly people with needs came
to settle than in others, something that is somewhat accidental from the point of
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view of individuals. Hence, those ‘lucky enough’ to live in a postcode area with
accidentally high resources get better care than others who did not ‘win’ the right
postcode lottery.

One might think that some kind of ‘central unit’ inside ministries, councils, or
large organizations would try to spot budget accidents in lower-down units in
order to claim the additional funding and redistribute it. These central units
indeed in many cases do just that, but they do not have the control and informa-
tion to truly spot all budget accidents. There is almost invariably some discretion
at lower levels to ‘hide’ budget accidents and spend them on things deemed
worthwhile to pursue at the local level.

The reality of large organizations, both public and private, is therefore often a
kind of race between the budget-spending and revenue-raising units inside organ-
izations. The central units try to claim as much of the revenue and of the
accidental lower spending as possible, whilst the revenue units try to keep some
of the money supposedly to ensure the revenue stream, and the spending units
claim that over-spending is due to unforeseen additional problems whilst hiding
under-spending.

This is a subtle game and one should not believe that strict bureaucratic rules
are going to perfectly solve them, even in cases that look open and shut. For
instance, consider something as seemingly clear-cut as selling an asset, such as
selling an old property. Surely, one could think, the central unit would know
exactly what the market price was and would demand from the local unit to do the
sale? If there was any ambiguity, surely the central unit would just organize the
sale itself, insisting on some transparent procedure?

In a complex environment, there is invariably some discretion due to superior
local knowledge. So, for instance, the local unit selling the property might know
the buyers and would know how to negotiate important elements of the sale, such
as whether the buyer is going to organize the clean-up of the grounds and the
transport of stationery to other buildings in exchange for a lower sales price. The
‘value’ of that kind of arrangement will truly be known only to the local unit,
creating a potential windfall in terms of the costs the local unit no longer has to
make and can thus spend on other things, as long as they look like ‘transport’.

This reality of bureaucratic life—the game of hide and seek with budgets—
involves a kind of arms’ race between central units and lower-down units that is
highly dependent on the culture of the institution and the trustworthiness at all
levels of the institution. It is precisely in this game that investments into trust and
some notion of ‘shared identity and shared values’ can pay off.

In an institution full of workers who are truly committed to the same overall
goal, accidental budget under-spending or over-spending will have hardly any real
effect. All workers, in essence, monitor that the funds are spent on what is
considered worthwhile to pursue, so the lower-down budget manager who dis-
covers an accidental financial gain has little alternative but to either spend it on a
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clearly worthwhile lower-down project or else pass the windfall along to other
units. Her judgement would be trusted, and expensive and disruptive monitoring
could be avoided.

In an institution based on distrust, where senior management is somewhat at
loggerheads with units and workers, windfall gains are more likely to be hidden
and spent on things deemed worthwhile locally but not as a whole. This need not
involve any malice, but can, for instance, involve local spending units ‘hiding’
funds in order to have ‘spare funds’ for worthwhile causes in the future.
Monitoring by the centre is likely to be higher then, creating an ‘us versus them’
mentality.

Those who have never been in budget wars usually underestimate how preva-
lent and important they are. They really do determine much of daily life in many
bureaucracies. This is implicitly acknowledged by the 2018 HMT Green Book in
the advocated practice of having an ‘optimism discount’ whereby claimed antici-
pated benefits are reduced to reflect the likely pro-spending bias of the proposers.

There are various forms in which money can be hidden from sight. To give
some actual examples of what is quite normal in large organizations, here are
some personal examples from the academic departments Paul worked in:

o In some departments, carpets get changed and walls re-painted years in a
row, not because there is anything wrong with the previous carpets or walls,
but simply because this is a quick way to spend a significant amount of
money in a hurry, ensuring that the budget for future years is not cut.

o In other departments, money is hidden via additional appointments of
individuals to share the core activity (teaching), effectively reducing the
amount that everyone needs to teach. Again, this ensures that the budget
for ensuing years is kept at the same level and that there is a lot of ‘slack’ in
the budget in the form of additional personnel who are not necessarily
needed.

o Yet in other departments, staff are asked in the last few weeks of a budget
cycle whether they would not like an additional screen, or whether there
would be any forms of spending on data or casual workers that could be
‘brought forward’. The object again is to avoid a budget cut by a central unit
looking for possible cuts.

o In several places, local budget managers deliberately try to run a small deficit
whilst central units try to reduce the budget anyway. This reflects the fact
that some departments are often the ‘cash-cows’” of others, leading to the
necessity to not merely hide money, but also to overspend so as to actually
make a loss, all in order to protect the budget.

« In several places, discretionary funds (research funds, consulting fees, etc.)
are ‘hit’ by a surprise increase in taxation from the central units, leading to
long-term distrust and creative hiding behaviour.
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o Often, some departments play the game better than others, with the worst
departments having overworked lecturers and no money for copying
machines, whereas the better-organized ones are throwing lavish confer-
ences with fully paid high-profile guests to hide their surpluses.

What is important from a wellbeing point of view about this game of ‘budget
hide and seek’ is the importance of the values shared throughout the organization
as to what is ‘worthwhile’. In selfish and distrustful places, accidental surpluses are
often spent on ‘bad’ projects (like carpets and paint), whilst in organizations with a
strong social conscience that is shared throughout, accidental surpluses are spent
on things that are much more sensible (like bringing forward expenses that one is
going to make anyway). In the most collegial places, lower-down units fear future
budget problems much less and are hence happier to give up accidental surpluses
to other units, whilst in the least collegial places the central units resort to highly
distortionary tactics (like imposing surprise new taxes or taking away previous
entitlements).

Wish lists and budget accidents thus exemplify an important nuance to the
basic policy rule of funding projects with high value for money: the quality of
actual spending is tied up with the general ethos and culture of institutions. Good
institutions have good wish lists and spend accidental surpluses well. There is thus
real value in having a pro-wellbeing culture throughout organizations, including
the civil service. The more the overall aim is openly adopted, talked about, and
shared, the harder it is for central units and local units to make bad decisions
without push-back.

The continuous nature of policy work raises another question: is it really as
simple as pushing a ‘yes” button on a policy at the right time and then just sit back
to see it unfold?

One-off versus Continuous Decisions

The basic policy rule of funding projects with high value for money depicts
projects as large, one-off spending decisions that, once made, set a whole train
of decisions in motion with no surprises and no additional decisions to be made
down the line.

For relatively small decisions, such as to fund a small community project, this
depiction is reasonable, although, of course, if projects are small, there is the
question whether a formal process that lines up all the supposed costs and benefits
of a decision is really worth the time put into it. Along these lines, policy
evaluation and appraisal guidelines often require better and more comprehensive
evidence for larger spending proposals than smaller ones.
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For large decisions though, such as to fund a whole mental health programme
for millions of people, or to revise the curriculum for secondary schools, the basic
depiction is inadequate. The reality of large programmes and of decisions involv-
ing many ‘moving parts’ is that a plethora of decisions are made after the ‘green
light’ is given at some higher level.

To illustrate how one decision depends on many others, let us think of a
hypothetical decision to change the curriculum in the United Kingdom for
local-authority-maintained schools, which is monitored by the Department for
Education. Suppose for the sake of illustration that the department wants to, or is
told to by politicians, to change the content of the science curriculum.

One does not just decide on a supposed improvement, even if one does start out
with a reasonable idea as to who is going to do the improvements and how much
this is going to cost. The amount of people involved in rewriting the books alone
number in the hundreds, and each of the rewriters have some discretion as to what
they will write. After all, the whole basis of the notion of ‘expertise’ is that the
person applying the expertise has discretion.

The schools supposed to implement the curriculum have their own decisions
to make, such as how to prepare for the change, how to inform pupils and
parents, and how to train the teachers who are going to implement the new
curriculum. Will existing teachers be paid over-time to learn the new material?
Will the old books be used alongside the new ones with a list of changes? What
prices for the new books can be negotiated with the publishers? Are they going
to be held responsible for including those ‘verified changes’? Who is going to
write the new exams and ensure that the level of the exams is appropriate? Just
where exactly is the boundary going to be put that defines the additional
material?

When one thinks about something as complicated as school curricula, it should
be clear that there are many institutions involved that must make their own
decisions as to how to implement the change. Thousands of principals, school
boards, committees, education experts, and parent stakeholder groups are
involved and the changes can take years, with delays and adjustments along the
way quite likely.

The initial ‘decision” to go ahead with the changed curriculum is thus not the
final decision, but more like the starting point of a complicated process in which
lots of institutions and individuals are involved. The implementation involves
budget wars (who is getting the money?), price negotiations (how much money
does an expert want to rewrite the book?), and lots of coordination between many
institutions (who is going to do what?). One can imagine the logistical nightmare
involved.

The only reason that in the United Kingdom this kind of decision does not lead
to complete chaos is because many of the institutions and decision-makers
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involved ‘mean well’, i.e. they do work towards the common goal of improving the
curriculum. As a result, budget wars are kept in line, price negotiations go via
reasonably well-established guidelines, and the process is coordinated somewhat
amicably. Social trust and shared ideals reduce coordination difficulties.

However, the true nature of implementing complicated policies brings many
aspects to the fore that are important:

o In reality, many decisions are not made democratically at all, but by lots of
individuals and institutions, not merely civil service institutions (think of
school boards and outside experts). This means that any orientation towards
wellbeing as the ultimate goal would have to be ‘carried’ by many of the
individual decision-makers to truly happen. It is simply not the case that
‘the top’ gets to decide on wellbeing without the rest being important. On the
contrary, wellbeing matters to the degree that the combined opinions of all
the decision-makers value it. The top matters more, but others feed into the
process.

o There are many points at which the system can change its mind or change
tack, implying that the originally envisioned timelines and goals are often not
followed exactly as planned. Trust and competency at all levels then matter
for the outcome, not just the competency of the original decision-makers.

o The degree to which the whole ‘community’ of institutions and individuals
required to ‘make something work’ are on board is crucial. As a result, buy-in
and communication matters.

o Large areas almost inevitably have ‘vested interests’ involved where (groups
of) individuals enjoy special privileges that they will want to defend. In our
example, these are the education experts or book publishers with whom book
prices need to be negotiated.

One might think that such problems automatically get resolved if there is
enough attention given to ‘communication’, ‘stakeholder engagement’, ‘integrated
planning’, and more of these cooperative principles. Yet, that is often naive
because the reality in many cases is that incentives are misaligned and opinions
can be irreconcilable. The opportunity to grab resources in budget wars may lead
to an inevitable adversarial dynamic and may require some degree of initial top-
down steam-rolling of budget allocations.

The reality of budget wars and of ‘vested interests inside the system” who have
privileges to defend can derail many projects. It is not the focus of this book to
discuss that reality in great detail because the landscape of insiders and special
interests differs by area and over time, but it is important to note that they
complicate matters a lot.

Again, the complexity and dynamism of the realities of the policy development
process highlight the value in having a pro-wellbeing culture: the more different
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actors at different points in the process share the same ultimate goal—to increase
the wellbeing of those they are responsible for—the less do frictions along the
process as well as insiders and special interests ultimately matter.

Societal Changes and the Policy Discovery Process

The world is forever changing and things that are a good idea at one point in time
are not invariably a good idea at another. The type of schooling appropriate in the
nineteenth century would not work in the twenty-first, for instance because
parents now already teach children many learning habits (like enjoying reading)
that had to be newly taught in the nineteenth century.

Not merely is there continuous change in lots of unexpected directions, but the
possible things to do are near infinite. This influences how one thinks of evidence.
For instance, one might think that a large (experimental) trial can show whether,
say, a large mental health programme is cost-effective or not. Certainly, there are
expensive trials with exactly that purpose. However, if one thinks more carefully
about it, what is evaluated in any trial is far less clear than any headline suggests.

Take the Improving Access to Psychological Therapies (IAPT) trials in
Doncaster and Newham in the United Kingdom in 2008, for example, after
which a whole new, nationwide public service was set up. These trials did not
only involve particular treatments for particular patients after specific mental
health conditions were attested. Instead, there was a whole system of public service
delivery, which included methods of hiring personnel and a system of measure-
ment as well as adjustment to small and large problems as they emerged. This
involved rules on part-time work and what to do with staff who had sick children.
They needed policies on violent patients and the outlay of the rooms in which the
therapy took place. The list goes on.

These trials, therefore, operated in a particular environment which involved
everything relevant to patients and healthcare professionals, from particular
treatments to simple things such as how patients would be greeted. The informa-
tion flow, such as where patients could find information about treatments and
their eligilibity, was particular. The training of the healthcare professionals
involved numerous small and large choices, ranging from how to arrange the
seats in the training sessions to how to ensure the trainees learnt what was most
useful. In reality, therefore, the evaluation of the IAPT trials was really an
evaluation of a set of thousands of particular choices in an environment that
was unique in many ways.

Since the exact circumstances of the IAPT trials will never repeat themselves
again, one can wonder what has really been shown. To a purist, one cannot say
much with any certainty about anything based on a trial, or any other type of
experiment that is not perfectly replicable. This is simply because nothing of the
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past is perfectly replicable: the circumstances, the people, and a whole lot of
idiosyncratic choices will be different even for supposedly identical experiments.
Hence, to the true purist, there is no such thing as ‘evidence-based policy’, for the
simple reason that all evidence is outdated and not perfectly applicable to any future
situation. It should be clear, though, that no bureaucratic system can function if it
refused to learn anything from past experiments. So what do people do?

One invariably relies on some notion of what is important for the outcomes
when judging the information content in a trial or experiment. That judgement is
what identifies the believed ‘active ingredients’ that make something a success or
not. In practice, one also relies on presumed knowledge in many different
dimensions about numerous choices as to what is ‘the best thing to do’. That
current practice will include methods of hiring, working together, communicat-
ing, or measuring. In the background will be presumptions on what optimal
training schedules, paid sick leave, or education looks like. Trials and experiments
in that sense merely ‘check’ whether a particular choice in one multi-dimensional
direction improves matters or not. From the presumed knowledge of the world it
is then deduced what the active new ingredients were that lead to the success (or
lack thereof), whilst relying on ‘business as usual’ in the vast majority of choices
involved.

This delimits the role and use of outside information and experimental learn-
ing: most of the knowledge of ‘what works’ is embedded in the ‘business as usual’
and in principles of good practice. A proposed intervention is thereby really a
bundle of particular new elements that form the core of the proposal, combined
with the ‘business-as-usual’ in all other elements. It is simply presumed by the
decision-maker, and usually also the proposer, that the whole myriad of additional
decisions will conform to some notion of current practice.

Yet, new information emerges all the time about how many aspects of what is
normal can be improved: wellbeing-at-work plans aim to improve what is normal
practice in terms of how people work together; office engineers aim to improve the
layout of offices, ventilation systems, and other elements of normal office life;
education experts are collecting information from around the world as to how
training might be improved in particular areas; fads in management and bureau-
cratic control come with great speed, some proving useful and some not.
Normality itself is subject to experimentation and challenge on a continuous basis.

What this means is that it is not very fruitful to think of public services or any
other form of production as being essentially decided in one great moment of
discovery. Rather, one uses the knowledge presumed in current practice and
expertise to map out what one thinks is the best way ahead in any area, largely
implements that best-guess plan as best as one can, and then evaluates and
experiments from where one has gotten to in order to find the best way
ahead. A simple way to depict this kind of discovery process is illlustrated in
Figures 1.1, 1.2, and 1.3, whereby the decision-maker is trying to get to the top of a
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Scanned areas

Initial position

Figure 1.1 Mlustrative policy discovery processes when knowledge of possibilities is
imperfect: Policy discovery process 1

Source: Own illustration.

Newly Scanned areas

New position

Figure 1.2 llustrative policy discovery processes when knowledge of possibilities is
imperfect: Policy discovery process 2

Source: Own illustration.

Newly Scanned areas

Next position

Figure 1.3 Ilustrative policy discovery processes when knowledge of possibilities is
imperfect: Policy discovery process 3
Source: Own illustration.

mountain by vaguely scanning the landscape that is in particular directions and
moving towards the highest point found in this scanning process. Going to the
highest point found and then rescanning, a different direction emerges as optimal,
leading to a whole iteration of moves.
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In Figure 1.1, the decision-maker is at a certain initial position, able to scan
local areas and two more areas a bit further away, whereby scans are denoted by
the dotted circles. These ‘scans’ can include formal experiments, particular experi-
ence, or other forms of learning. Maximizing, the decision-maker moves to the
highest point scanned, which happens to be at the left. From that position, new
local scans and scans of further away areas are conducted, depicted in Figure 1.2,
revealing a new possible optimal position to go to. That then leads to a new
position which forms the basis of further scans, and so on.

The point of this simple illustration is that there is an inevitability of sub-
optimality about our knowledge: only slowly does the system learn about local
possible improvements and potential large changes, updating knowledge all the
time and requiring new experiments (which are the scans in the example) to see
where next improvements might be possible. In reality, of course, the actual
landscape is changing continuously so the situation is even less certain and
more difficult than depicted.

What does a wellbeing orientation mean for this policy discovery processs?
Pragmatically, it means that knowledge of where improvements in wellbeing are
likely to be found would be useful for decision-makers at any level, because it helps
with searching in the right direction. It also means that some shared notion of how
wellbeing is affected by circumstances would help in spotting the wellbeing
strengths and weaknesses in ‘business as usual’ and thus in gradually optimizing
general systems.

Special Interests and the Wellbeing Policy Rule

One of the major problems with special interests is that they actively try to distort
policies for their own good, potentially against the interests of the wider popula-
tion. The more organized and resourced special-interest groups are, the more
difficult it is to enact what is in the best interest of the public rather than give in to
these groups. One encounters this when it comes to centrally buying medicines,
where special interests are often clear outsiders (for example, international phar-
maceuticals, an issue we discuss in more detail in chapter 3), but one finds
organized special interests in almost every major policy area. Special interests
are particularly difficult because they are part of ‘us’.

Machiavelli already noted this in his famous treatise on how to run the Italian
city states of the sixteenth century. His money quote on the difficulties of reform is
rightly famous:

It ought to be remembered that there is nothing more difficult to take in hand,
more perilous to conduct, or more uncertain in its success, than to take the lead
in the introduction of a new order of things. Because the innovator has for
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enemies all those who have done well under the old conditions, and lukewarm
defenders in those who may do well under the new. This coolness arises partly
from fear of the opponents, who have the laws on their side, and partly from the
incredulity of men, who do not readily believe in new things until they have had a
long experience of them. (In The Prince, 1532)

One can read ‘special interests’ to mean those Machiavelli describes as ‘all those
who have done well under the old conditions’.

Machiavelli’s advice on how to implement reforms is then almost the exact
opposite of how many public policy bodies currently organize the formation of
policy, which involves a lot of ‘stakeholder management’, ‘community involve-
ment’, ‘integrated planning’, and so on. This encourages opposition to reforms
according to Machiavelli, who recommends taking everyone as much by surprise
as possible, and to inflict all the painful things in one go:**

Injuries, therefore, should be inflicted all at once, that their ill savour being less
lasting may the less offend; whereas, benefits should be conferred little by little,
that so they may be more fully relished. (ibid)

This lesson is not only insightful as to how to deal with special interests, but also
speaks to the general design and timing of many policies and bundles of policies.
In effect, Machiavelli is predicting that the political effect of negative things is less
in total if they are bundled, whilst the wellbeing benefits of positive things are
higher when unbundled and spread out over time. There is indeed the saying in
the general nudge movement to ‘unbundle gains and bundle losses’.

These lessons of Machiavelli are rightly famous, for they warn us that easy wins
do not, usually, exist. Things of real importance face opposition and lots of
consultation is likely to mobilize that opposition. A final quote:

He who looks carefully into the matter will find, that in all human affairs, we
cannot rid ourselves of one inconvenience without running into another.

In the context of the previous quotes, this one can be interpreted as saying that
there is nothing unusual about special interests who defend their privileged
positions. How special-interest groups will react to policies, either helping or
frustrating them, is then an important consideration in policy design, though
usually a hidden element because the problem is hidden as well: special interests
invariably argue that their objections to something are not due to selfishness but

2 Of course, always taking everyone by surprise may create a culture of uncertainty, which may
have negative impacts on its own, for example when it comes to long-term investments. The right
balance must be found.
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from their regard to the interest of all.'* Navigating this requires intimate local
political knowledge and skill. The issue underscores the general importance of
having many individuals in many areas interested in the same outcome: wellbeing.

Conclusion and the Way Ahead

The idea that governments should care for the wellbeing of the population is
rooted in history and has arisen in many cultures. What is relatively new is the
presence of a large mass of information on what affects wellbeing, measured as the
evaluation by individuals themselves as to how their life is going. This information
is increasingly accurate at the average level because of large datasets and a plethora
of studies using quasi-experimental and experimental designs, though it should
always be kept in mind that wellbeing remains volatile and relatively easy to
manipulate at the individual level. Just like voting, it is inherently subjective. As
for voting, that is precisely its strength and purpose.

To base more decision-making in government on wellbeing can and perhaps
should happen at different levels. At the top, where large budgets are decided, it
makes sense to rank possible policies on the basis of how much wellbeing is
bought at what net costs to the public purse. In many departments that have to
decide on the budgets of other entities, like schools or hospitals, the idea of basing
a decision on expenditure on some explicit notion of how much wellbeing can be
bought for that level of expenditure is equally sensible. At the lower level and in
each organization itself, knowledge of what changes wellbeing can improve how
organizations work and thereby the design and implementation process of
policies.

What this needs is both a measurement apparatus and the capacity to learn
from and adapt to the findings of policy evaluations. In each domain, there needs
to be information on the wellbeing of those supposedly affected, or at least an in-
depth understanding of the literature on how wellbeing is affected by different
policies in that domain. To truly become self-learning, the state bureaucracy needs
to have systems of experimentation that are quick and cheap to run when it comes
to small policies, and that are sophisticated and standardized when it comes to
large ones. This needs knowledge throughout the state bureaucracy of measure-
ment and of quasi-experimental and experimental methods. It needs registries of
experiments, complete with reasonable assessments of the findings of policy
evaluations, by analysts who are trained and familiar with wellbeing.

None of this is trivial. Indeed, there is no state bureaucracy in the world that has
truly come to grips with how to become self-learning based on experimentation

'* Frijters and Foster (2013) speak at length about this and give many examples in Europe and
elsewhere of how selfish motivations get dressed up as being in the interest of everyone.
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and data. A key issue is that if one were to completely standardize experiments
and require them to be registered according to the latest scientific insights, even
trivially small experiments will become overly expensive, which would reduce
rather than stimulate experimentation. A challenge in setting up a self-learning
state bureaucracy based on experimentation and data is, therefore, to keep experi-
ments cheap and easy to run, but nevertheless allow others to learn from them,
which requires some notion of collecting and analysing them.

One idea to do this is to have an ‘Evaluator General’, a term coined by the
Australian economist Nicholas Gruen (2018). In essence, the Evaluator General
would be some kind of helpdesk within the state bureaucracy for how to collect
data, design experiments, and learn from them. The idea is not to create an
avalanche of paperwork but that staff of the Evaluator General would be embed-
ded in various departments to help them collect their data and run their experi-
ments, much like IT used to be run with local branches helping people with their
computers until the time came that groups were functional enough in these skills
themselves.

The various “‘What Works Centres’ in the United Kingdom are a good example
of this kind of thinking: central hubs where the lessons learnt in various areas are
gathered, translated, and then disseminated to those who have use for them.

The general picture of how to organize self-learning is akin to the idea of
botanical gardens, particularly how they functioned in the nineteenth century:
new species of plants were sent to a central hub, Kew Gardens in London, from
which saplings and seeds were sent out to the smaller botanical gardens in the
whole Empire, available to the farmers and large estates in the colonies and
trading posts. Together with the seeds and the saplings, these places would also
be the depository of knowledge of how to grow them and how to improve on them
further. Particularly successful breeds would then again get sent to the centre.

Botanical gardens have lost their central role in agriculture, though seed banks
and genetic labs have taken over much the same function. The basic idea is to copy
this example for wellbeing and other social outcomes in the United Kingdom:
local usage and local experimentation, combined with central stores of informa-
tion and learning.

Particular to wellbeing, there needs to be more training in a central body of
wellbeing knowledge, including knowledge of the main datasets, the main lessons
learned hitherto, the main bottlenecks, and some shared technical standards on
how to apply wellbeing knowledge in policy evaluations and appraisals.

What is also needed is agreement on standardization, as well an institutional
mechanism to accredit numbers and lessons learned from previous work on
wellbeing. This includes questions like the appropriate discount rate, the appro-
priate monetization of wellbeing effects, and the basic unit of wellbeing. We will
touch upon these points in more detail in the chapters to follow. Whatever one
starts out with, though, is likely to be challenged and improved over time, and
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some regard must be taken to allow improvements to overtake what is already
being done without disrupting all the processes that became dependent on the
previous standards.

There can be movement at various levels: some of the lessons of wellbeing can
be taken on board in the form of particular policies reasonably quickly, whilst
others might take longer to come to fruition, including how to integrate more of
a wellbeing orientation into the entire policy development process throughout
government. Also, adapting the internal machinery of policy-making to a well-
being orientation, requires some notion of how wellbeing information can
augment the analysis and evaluations done presently, as well as some transition
path towards a fuller implementation of wellbeing information into new
processes.

Hence, there is much to do in the coming decades when it comes to wellbeing
and policy-making.

Literature

Ambrey, C. L., and Fleming, C. M. (2011). Valuing Scenic Amenity Using Life
Satisfaction Data. Ecological Economics 72: 106-15.

Ambrey, C. L., Fleming, C. M., and Chan, A. Y.-C. (2013). Estimating the Cost of Air
Pollution in South East Queensland: An Application of the Life Satisfaction Non-
market Valuation Approach. Ecological Economics 97: 172-81.

Béllet, C., and Frijters, P. (2019). Big Data and Wellbeing. World Happiness Report
2019. New York: Sustainable Development Solutions Network.

Benjamin, D. J., Heffetz, O., Kimball, M. S., and Rees-Jones, A. (2012). What Do You

Think Would Make You Happier? What Do You Think You Would Choose?
American Economic Review 102(5): 2083-110.

Bentham, J. (1776). A Fragment on Government. Oxford: Clarendon Press.

Bertram, C., and Rehdanz, K. (2015). The Role of Urban Green Space for Human
Well-being. Ecological Economics 120: 139-52.

Cantril, H. (1965). The Pattern of Human Concerns. New Brunswick: Rutgers
University Press.

Clark, A. E., and Oswald, A. J. (1994). Unhappiness and Unemployment. Economic
Journal 104(424): 648-59.

Cohen, S., Alper, C. M., Doyle, W. J., Treanor, J. J., and Turner, R. B. (2006). Positive
Emotional Style Predicts Resistance to Illness after Experimental Exposure to
Rhinovirus or Influenza A Virus. Psychosomatic Medicine 68(6): 809-15.

Cummins, R. P., Mccabe, M., Romeo, Y., and Gullone, E. (1994). The Comprehensive
Quality of Life Scale (Com-QOL): Instrument Development and Psychometric
Evaluation on College Staff and Students. Educational and Psychological
Measurement 54: 372-82.



THE CASE FOR WELLBEING AS THE GOAL OF GOVERNMENT 37

Davey, G., and Rato, R. (2012). Subjective Wellbeing in China: A Review. Journal of
Happiness Studies 13(2): 333-46.

De Neve, J.-E., and Oswald, A. J. (2012). Estimating the Influence of Life Satisfaction
and Positive Affect on Later Income Using Sibling Fixed Effects. Proceedings of the
National Academy of Sciences 109(49): 19953-8.

Diener, E., and Chan, M. Y. (2011). Happy People Live Longer: Subjective Well-Being
Contributes to Health and Longevity. Applied Psychology: Health and Well-Being 3:
1-43.

Diener, E., Emmons, R. A., Larsen, R. J., and Griffin, S. (1985). The Satisfaction with
Life Scale. Journal of Personality Assessment 49: 71-5.

Diener, E., Inglehart, R., and Tay, L. (2013). Theory and Validity of Life Satisfaction
Scales. Social Indicators Research 112(3): 497-527.

Diener, E., Lucas, R. E., and Oishi, S. (2018). Advances and Open Questions in the
Science of Subjective Wellbeing. Collabra: Psychology 4(1): 15.

Drouvelis, M., and Grosskopf, B. (2016). The Effects of Induced Emotions on Pro-
social Behaviour. Journal of Public Economics 134: 1-8.

Easterlin, R. (1974). Does Economic Growth Improve the Human Lot? Some
Empirical Evidence. In David, R., and Reder, R. (eds), Nations and Households in
Economic Growth: Essays in Honor of Moses Abramovitz. New York: Academic
Press, pp. 89-125.

Felson, R. B. (1993). The (Somewhat) Social Self: How Others Affect Self-appraisals.
Psychological Perspectives on the Self 4: 1-26.

Ferreira, S., Akay, A., Brereton, F., Cufiado, J., Martinsson, P., Moro, M., and Ningal, T. F.
(2013). Life Satisfaction and Air Quality in Europe. Ecological Economics 88: 1-10.
Frey, B. S., Luechinger, S., and Stutzer, A. (2009). The Life Satisfaction Approach to
Valuing Public Goods: The Case of Terrorism. Public Choice 138(3-4): 317-45.
Frey, B. S., and Stutzer, A. (2018). Economics of Happiness. Dordrecht: Springer

International Publishing.

Frijters, P., Clark, A. E., Krekel, C., and R. Layard (2020), A happy choice: wellbeing as
the goal of government. Behavioural Public Policy 4(2): 126-65.

Frijters, P., and Foster, G. (2013). An Economic Theory of Love, Groups, Power and
Networks. Cambridge: Cambridge University Press.

Fujiwara, D., Lawton, R. N., and MacKerron, G. (2017). Experience Sampling in and
around Airports. Momentary Subjective Wellbeing, Airports, and Aviation Noise in
England. Transportation Research Part D: Transport and Environment 56: 43-54.

Goldberg, D., Gater, R,, Sartorius, N., Ustun, T., Piccinelli, M., Gureje, O., and Rutter,
C. (1997). The Validity of Two Versions of the GHQ in the WHO Study of Mental
Illness in General Health Care. Psychological Medicine 27: 191-7.

Gruen, N. (2017). What Have Wellbeing Frameworks Ever Done for Us? The
Mandarin. Available at: https://www.themandarin.com.au/84848-nicholas-gruen-
what-have-wellbeing-frameworks-ever-done-for-us/#fn5.


https://www.themandarin.com.au/84848-nicholas-gruen-what-have-wellbeing-frameworks-ever-done-for-us/#fn5
https://www.themandarin.com.au/84848-nicholas-gruen-what-have-wellbeing-frameworks-ever-done-for-us/#fn5

38 A HANDBOOK FOR WELLBEING POLICY-MAKING

Gruen, N. (2018). The Case for an Evaluator General? The Mandarin. Available at:
https://www.themandarin.com.au/content/uploads/2018/11/Nicholas-Gruen-Evaluator-
General-Submission-2018.pdf.

Headey, B., and Wooden, M. (2004). The Effects of Wealth and Income on Subjective
Well-being and Ill-being. Economic Record 80: S24-S33.

Helliwell, ]. F., Huang, H., Wang, S., and Norton, M. (2020). Social Environments for
World Happiness. World Happiness Report 2020. New York: Sustainable
Development Solutions Network.

Hume, D. (1742). Essays, Moral and Political.

Kahneman, D., Krueger, A., Schkade, D., Schwarz, N., and Stone, A. (2004). A Survey
Method for Characterizing Daily Life Experience: The Day Reconstruction Method.
Science 306: 1776-80.

Kahneman, D., Wakker, P., and Sarin, R. (1997). Back to Bentham Explorations of
Experienced Utility. Quarterly Journal of Economics 112: 375-406.

Kopmann, A., and Rehdanz, K. (2013). A Human Well-being Approach for Assessing
the Value of Natural Land Areas. Ecological Economics 93: 20-33.

Krekel, C., Kolbe, J., and Wiistemann, H. (2016). The Greener, the Happier? The Effect
of Urban Land Use on Residential Well-being. Ecological Economics 121: 117-27.

Kuznets, S. (1937). Report to the U.S. Congress: National Income, 1929-35.

Layard, R. (1980). Human Satisfactions and Public Policy. Economic Journal 90(363):
737-50.

Layard, R., Mayraz, G., and Nickell, S. (2008). The Marginal Utility of Income. Journal
of Public Economics 92(8-9): 1846-57.

Levinson, A. (2012). Valuing Public Goods Using Happiness Data: The Case of Air
Quality. Journal of Public Economics 96(9-10): 869-80.

Likert, R. (1932). A Technique for the Measurement of Attitudes. Archives of
Psychology 140: 1-55.

Likert, R., Roslow, S., and Murphy, G. (1934). A Simple and Reliable Method of
Scoring the Thurstone Attitude Scales. The Journal of Social Psychology 5: 228-38.

Locke, J. (1689). An Essay Concerning Human Understanding.

Machiavelli, N. (1513). The Prince.

Murdoch, P.J. (1908-67). Papers of Sir Keith Murdoch, Manuscript reference no.: MS
2823/34.

OECD (2020). OECD Data—General Government—General Government Spending.
Available at: https://data.oecd.org/gga/general-government-spending.htm.

O’Donnell, G., Deaton, A., Durand, M., Halpern, D., and Layard, R. (2014). Well-being
and Policy. London: Legatum Institute.

Oswald, A. J., Proto, E., and Sgroi, D. (2015). Happiness and Productivity. Journal of
Labor Economics 33(4): 789-822.


https://www.themandarin.com.au/content/uploads/2018/11/Nicholas-Gruen-Evaluator-General-Submission-2018.pdf
https://www.themandarin.com.au/content/uploads/2018/11/Nicholas-Gruen-Evaluator-General-Submission-2018.pdf
https://data.oecd.org/gga/general-government-spending.htm

THE CASE FOR WELLBEING AS THE GOAL OF GOVERNMENT 39

Pawlowski, T., Downward, P., and Rasciute, S. (2011). Subjective Well-being in
European Countries—on the Age-specific Impact of Physical Activity. European
Review of Aging and Physical Activity 8(2): 93-102.

Powdthavee, N. (2008). Putting a Price Tag on Friends, Relatives, and Neighbours:
Using Surveys of Life Satisfaction to Value Social Relationships. The Journal of
Socio-Economics 37(4): 1459-80.

Rato, R., and Davey, G. (2012). Quality of Life in Macau, China. Social Indicators
Research 105(1): 93-108.

Rehdanz, K., and Maddison, D. (2008). Local Environmental Quality and Life-
satisfaction in Germany. Ecological Economics 64(4): 787-97.

Robbins, L. (1932). An Essay on the Nature and Significance of Economic Science.

Scitovsky, T. (1975). Income and Happiness. Acta Oeconomica 15(1): 45-53.

Skopec, L., Musco, T., and Sommers, B. D. (2014). A Potential New Data Source for
Assessing the Impacts of Health Reform: Evaluating the Gallup-Healthways Well-
Being Index. Healthcare 2(2): 113-20.

Smith, A. (1759). Theory of Moral Sentiments.

Smith, T. (1979). Happiness: Time Trends, Seasonal Variations, Intersurvey
Differences, and Other Mysteries. Social Psychology Quarterly 42(1): 18-30.

Steptoe, A., and Wardle, J. (2011). Positive Affect Measured Using Ecological
Momentary Assessment and Survival in Older Men and Women. Proceedings of
the National Academy of Sciences 108(45): 18244-8.

Stiglitz, J. E., Sen, A., and Fitoussi, J. (2011). Report by the Commission on the
Measurement of Economic Performance and Social Progress. European Commission.

HM Treasury (2018). Guidance on How to Appraise and Evaluate Policies, Projects
and Programmes. Available at: https://assets.publishing.service.gov.uk/government/
uploads/system/uploads/attachment_data/file/685903/The_Green_Book.pdf.

Ura, K., Alkire, S., Zangmo, T., and Wangdi, K. (2012). An Extensive Analysis of GNH
Index. Available at: http://www.grossnationalhappiness.com/

Van Praag, B., and Baarsma, B. (2005). Using Happiness Surveys to Value Intangibles:
The Case of Airport Noise. Economic Journal 115(500): 224-46.

Wansbeek, T., and Kapteyn, A. (1983). Tackling Hard Questions by Means of Soft
Methods: The Use of Individual Welfare Functions in Socio-Economic Policy.
Kyklos 36(2): 249-69.

Ward, G. (2019). Happiness and Voting Behavior. World Happiness Report 2019. New
York: Sustainable Development Solutions Network.

Weimann, J., Knabe, A., and Schéb, R. (2015). Measuring Happiness: The Economics of
Well-Being. Cambridge, MA: MIT Press.

World Happiness Reports (2012 to 2019). Available at: http://worldhappiness.report/.


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/685903/The_Green_Book.pdf
http://www.grossnationalhappiness.com
http://worldhappiness.report
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/685903/The_Green_Book.pdf

2
Wellbeing Measurement and Policy

Design—Measures, Key Findings, and

Wellbeing Frameworks

Preview

This chapter is for readers who wish to know what matters for wellbeing, and in
particular for those who wish to design policies in order to improve it.

We start with an extensive discussion on the measurement of wellbeing,
covering both prevalent current measures and promising future ones, after
which we present some key findings and rules of thumb on what influences
wellbeing. We then organize the wellbeing lessons for governments by discussing
the relation between wellbeing and four areas where government is very active: the
provision of basic comforts, the regulation and production of experience goods
and skills, the importance of status concerns, and social identities. This come with
rules of thumb on how to recognize possible improvements and some indication
as to what would be good value for money in terms of interventions.

This chapter also discusses frameworks of wellbeing to aid appraisals, evalu-
ations, and overall policy thinking in different areas. We present a mental
framework that embeds wellbeing into the whole economy (a capital framework)
and then apply the theories and general framework to mental health and
relationship-type interventions. We end with a taxonomy of thinking about well-
being in government departments, including departments directly oriented
towards some aspect of wellbeing (like health) and others that are oriented
towards enabling the government to function (like tax authorities) or towards
identity (like culture).

Direct Measurement of Wellbeing

We start with the Enlightenment idea that individuals are the sole judges of their
lives. This ideal puts individuals at the top of the judgement pyramid, making
wellbeing an inherently subjective matter. The wellbeing of a society is then some
function of the subjective wellbeing of all its members, i.e. the wellbeing as judged
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by the individuals themselves, where in a classic democracy every person counts
exactly equally: one person, one vote. Subjective wellbeing is sometimes called
directly measured wellbeing, and it is what we refer to when we use the term
‘wellbeing’.

The purpose of measuring wellbeing in society is to learn how to improve ‘our’
circumstances. It thus presupposes that life and society are complex and that we
cannot automatically know what would improve our lot: we have to measure and
analyse. We might intuitively know of some basic requirements for high levels of
wellbeing, such as the absence of violence and disease, but beyond that, the
presumption is that we need better evidence than common sense to guide us.

The direct measurement of wellbeing is, therefore, an additional tool for those
who make choices that affect others: the logical basis of benevolent longer-term
decision-making. Direct measurement is not the only tool, and several strategies
with the same goal can exist alongside each other.

Principles of Direct Measurement

Direct measurement of wellbeing grapples with the inherently subjective nature of
how people evaluate and experience their lives, as opposed to trying to infer it
indirectly from observing how people behave. Yet, the concept of wellbeing is not
very precise in the minds of people, begging the question of what any measure-
ment then really means.

At the outset, one should not expect to have perfect measures of wellbeing,
because the very concept is an abstraction, i.e. a tool that we need as decision-
makers but that might not exist in the way we imagine it inside every individual."
The issue then hinges on whether there are reasonable measures of wellbeing that
tell us something robust about how people are doing in life which we were not
already aware of.

We face somewhat of a chicken-and-egg problem: direct measurement is only
useful if it tells us something we did not yet know, yet how can we judge whether a
candidate measure indeed tells us something of interest if we were not already
convinced of the unexpected outcome? How can we distinguish a good measure of
wellbeing from a bad one?

! Krueger and Schkade (2008) review around a dozen studies that looked at the degree to which a
measure of wellbeing at one point in time relates to another measure for the same individual some time
later, ie. the test-retest relationship. Even when measured the same day or the same week, the
correlation between two measures (including life satisfaction and experiential measures such as
happiness) is no higher than 0.6. Test-retest correlations are higher for multiple-item summed scales
(e.g. 0.8 for Ed Diener’s seven-item Satisfaction with Life Scale, measured two months apart), but that
may come at the expense of being less clearly interpretable.
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Simply put, we look for whether a measure corresponds ‘on the whole’ to what
our prior knowledge of individuals and the world expects us to see. If there are
measures for which we can tentatively say ‘yes’ to that requirement, we can add
practical criteria (i.e. cheap to collect and easy to explain) and engage in a
trajectory whereby we ‘try out’ the unexpected implications of our preferred
wellbeing measure. We gradually learn whether or not we indeed get something
useful that we can trust.?

One criterion is that a candidate measure of wellbeing should be intuitive:
because wellbeing is the subjective assessment of a person’s life, we expect any
candidate measure to be, roughly, agreed upon by individuals. In other words,
individuals should recognize a good measure as a reasonable summary of how
they are doing. A candidate measure should capture what individuals would want
for someone they really care about, like their own grandchildren.

Because we expect individuals to be responsible citizens with some agency over
their lives, we also expect that individuals, broadly, are already trying to maximize
their wellbeing. Their measured wellbeing should be affected by the fortunes of those
they love and identify with, and whom they take into account in their decisions.

The behaviour of individuals should also tally with a candidate measure of
wellbeing so that individuals who know how something will affect their lives will
behave in such a way as to optimize it. If individuals know, for example, that
eating poisonous berries is bad for them, they should not do so and the measured
wellbeing should be lower for those who accidentally do eat them. Similarly, a
good measure should be somewhat predictive of behaviour, for example, people
should be seen to use their political influence towards increasing their wellbeing.

Because individuals communicate their likes and dislikes about the world in a
myriad of observable ways, including smiles, language, and adaptive social behav-
iour, we also expect a candidate measure of wellbeing to be, roughly, in line with
these forms of wellbeing-related communication.

As resources are limited, it is important that data on any candidate measure of
wellbeing is relatively cheap to collect, that the measure is relatively easy to
understand, transparent in terms of analysis, and robust to manipulation.
Importantly, because we would like to say something definite and make a practical
step ahead, after discussing wellbeing in one way or another for ages, we would
like a measure to have been available and analysed enough to say something
concrete about how to improve individual and societal wellbeing.

Having said what is desired, it is also handy to consider what a candidate
measure of wellbeing does not necessarily need. Importantly, it is not necessary to
be accurate at the individual level. This makes it different from diagnostic
measures of mental health, for example. What is important, however, is that it

* These issues have been debated by many authors. See Alexandrova (2016), for example.
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points in the right direction if measured amongst enough people over time. We
particularly do not want it to be grossly and systematically ‘wrong’.

Likewise, it is not important whether a measure would be immediately obvious
to our ancestors who never saw a survey question. Just because a concept is new
does not mean that people from an earlier age would not have understood its
significance. Our ancestors would also not have known how to drive a car, but
they would have seen the point in transportation.

We thus arrive at an extensive wish list for a candidate measure of wellbeing.

The Main Candidate Measure of Wellbeing

None of the many hundreds of candidate measures of wellbeing we currently have
fits all the requirements on our wish list. Whether we ask people if they are happy
several times a day, use the impression individuals give when they see their doctor,
use a checklist of twenty-odd things that sound good, or simply observe how often
individuals smile or communicate with their bodies, we do not fully capture
everything we want.

There is a front-runner, though, advocated by a report by the Legatum Institute
(O’Donnell etal., 2014), the Stiglitz-Sen-Fitoussi Commission/Sarkozy Report
(Stiglitz et al., 2011), and the (OECD, 2013): life satisfaction. The canonical measure
is a simple question that has asks: ‘Overall, how satisfied are you with your life
nowadays?” Answers range from 0 (‘not at all’) to 10 (‘completely satisfied’).

Variants of this question ask how ‘happy’ respondents are with their life as a
whole rather than ‘satisfied’, or prompt them to answer on a different scale or in
terms of verbal labels. The Cantril ladder-of-life question, which asks respondents
to rate themselves on a ladder whereby 0 denotes the ‘worst possible” and 10 the
‘best possible life’, also has a high correlation with life satisfaction in Western
countries, as do some question modules that aggregate a set of questions, such as
asking both about regular life satisfaction and whether someone finds their life
worthwhile or meaningful.?

The crucial ingredients in a life-satisfaction question are (i) to ask about life as a
whole, (ii) to be unspecific with regards to timing, (iii) to have a clearly ordered set
of answering options with more than a handful of options, and (iv) to use a
recognizable phrase that makes it clear an evaluation is sought in terms of what an
individual finds important.*

* Clark (2016) finds that, in the United Kingdom, the measure of life satisfaction has a raw 0.7
correlation with the measure of eudemonia (i.e. whether someone thinks his or her life is worthwhile).
He also shows that there is a 0.9 correlation between the determinants of life satisfaction and those of
eudemonia. Clark (2016) suggests they are similar constructs, particularly from a policy point of view
(where it is more about what changes and thus explains the construct rather than its absolute level).

* Bond and Lang (2019) find that, under certain circumstances, ordered probit findings from
wellbeing measures can be reversed by lognormal transformations. However, the authors use a measure
with a small scale. Arguably, this issue becomes less important in practice when scales are larger (for
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The life-satisfaction question scores well on most of these aspects: it is
predictive of many things we would intuitively think are associated with wellbeing,
such as marital stability (Carr etal., 2014; Margelisch etal., 2017), longevity
(Koivumaa-Honkanen et al., 2000; Chida and Steptoe, 2008; Diener and Chan,
2011; Steptoe and Wardle, 2011), support for the current political constellation
(Ward, 2019), or labour productivity (De Neve and Oswald, 2012; Oswald et al.,
2015). Individuals pick life satisfaction more often than different possible other
things they could want, like knowledge’, ‘career or goal attainment’, or ‘income’,
cf. Adler et al,, 2017). It is positively associated with desirable outcomes, such as
being in a partnership (Jakobsson etal, 2004; Kesebir and Diener, 2009;
Gustavson etal.,, 2016), social relationships (Powdthavee, 2008), physical and
mental health (Layard etal, 2013; Layard, 2018), employment (Clark and
Oswald, 1994; Blanchflower and Oswald, 2004), or social status (Alpizar etal,,
2005; Anderson et al., 2012).

The life-satisfaction question is easy to collect, easy to answer, easy to interpret,
and has been collected for millions of respondents in nearly all countries of
the world, starting more than fifty years ago. Crucially, life satisfaction seems to be
a better predictor of important life choices than other candidates, such as more
‘experiential measures’ like answers to how happy someone is right now (Benjamin
etal., 2012).

Is life satisfaction picking up something that exists outside of surveys, though?
Do individuals evaluate their own life in the absence of surveys? Do they com-
municate that evaluation to others, consciously or unconsciously?

Here too the answer is ‘yes’. Individuals communicate how they feel about the
world via expressed emotions, verbal communication, and behaviour. Humans have
always done this, just as all other primates: social life inherently involves reading
other people and signalling how we feel, what we want, and how we see the world.
We evolved to observe and communicate our feelings and wishes as a species, for
example by using the forty-three muscles in our face to create smiles and frowns.

Social skills require us to judge how happy someone else is without asking
them, and we know from many surveys that people are remarkably good at
guessing how satisfied their partner is, or a person they only briefly see. This is
true for good reasons: those who can read others better make fewer mistakes in
social interactions. Our evolution as a social animal has honed our ability to read
the feelings and mental states of those we interact with.® So we humans indeed are

example, from zero to ten). Moreover, there is evidence showing that simple data manipulations (that
is, looking at the median rather than the mean) are sufficient to eliminate this issue and restore most
stylized facts observed in wellbeing data (Chen etal., 2019).

* Evolution has also honed a keen ability to mislead others in a race between deception and
decipherment. Some scholars believe that the importance of being able to tell lies convincingly to
others was so important that it lead to self-deception mechanisms whereby individuals first convince
themselves of lies so as to be more believable to others (Von Hippel and Trivers, 2011). This highlights
the importance to measure wellbeing without incentives for concealment.
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in the habit of evaluating life and communicating this evaluation. Using life
satisfaction as a direct measure of wellbeing, researchers are simply trying to
pick up this habit of socially active and aware humans in order to evaluate how
they are doing, which is probably why the self-reported life satisfaction of indi-
viduals correlates highly with judgements made by third persons observing these
individuals.

Yet, individuals can lie about their life satisfaction in surveys, which they might
well do if it is advantageous to do so. It is also fairly easy to nudge survey respondents
into a higher or lower answer, for instance by reminding them of something
positive or negative in their life just before asking them about their life satis-
faction. Deaton (2012) showed large changes in US wellbeing in the Gallup US
Daily Poll which ran from 2008, with some of these large changes caused by
changes to the questions asked just before life satisfaction. As a consequence, it
is preferable to either start or end a survey with the question on life satisfaction
and to employ a consistent methodology for asking the question over time and
across surveys.

The manipulability of life satisfaction means that researchers down the line
may look for some combination of a question on life satisfaction augmented with
physiological measures that are harder to manipulate. Yet, at the moment, the
available physiological measures (like numbers of smiles or cortisol, which is a
steroid hormone responsive to stress) are far less accurate than life satisfaction and
come with problems of their own: they are more expensive to collect and analyse,
more volatile, bring with them a host of ethical issues and issues of data protec-
tion, and are often uncorrelated with large areas of life that people care about in
their decision-making.

Arguably, the main alternatives to life satisfaction do worse in terms of our wish
list. For instance, asking individuals how they feel right now, and then aggregating
responses to that question over a period of days, weeks, or months, often yields
seemingly counterintuitive results. Such ‘experience-sampling’ may show that the
unemployed are happier than the employed despite being more likely to have
much lower life satisfaction. This finding essentially comes from the result that
individuals report not enjoying time spent at work, with those being out of work
spending more time on activities they find more enjoyable (Knabe etal., 2010;
Fleche and Smith, 2017). What this misses, however, is that the unemployed are
actually looking for jobs and strongly signal low wellbeing (for example, they are
more likely to have been diagnosed with depression, cf. Clark etal, 2018).
Moreover, ‘experience-sampling’ can be expensive, only available for selective
groups who answer at selective times, and only in a few countries.

Daniel Kahneman, who won the Nobel Prize in economics and who spent
many years working on measures of instantaneous happiness (leading to the Day-
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Reconstruction and ultimately, down the line, the Experience-Sampling Method)
argued in a recent 2018 interview with Haaretz:®

People do not want to be happy the way I've defined the term—what I experience
here and now. In my view, it’s much more important for them to be satisfied, to
experience life satisfaction, from the perspective of ‘What I remember’, of the
story they tell about their lives.

Importantly, the inability of experience-sampling to fully measure what people
themselves find important indicates that wellbeing is not about a particular feeling
or emotion, or even about a particular stream of feelings, such as surface-level
feelings (‘mood’).

The differences between measures has alerted researchers to the fact that
individuals can, in fact, have many feelings simultaneously and that it is possible
for individuals to have fleeting feelings of happiness without being content,
fulfilled, or happy about their life as a whole. Researchers have learned that
there really are respondents who smilingly engage in their supposedly favourite
leisure activities all day and yet are miserable about their life as a whole, desperate
to change their circumstances, as reflected in clinical measures of mental ill health.
The requirement of a useful measure of wellbeing that it is recognized and
accepted as important by individuals themselves, hence moves us away from
measures of momentary experiences and towards a cognitive evaluation of how
a person thinks about his or her life.

Other alternative measures of wellbeing, like national indices based on large
sets of life conditions, likewise struggle with some of the basic requirements. They
are either not about how individuals think about their lives (such as GDP) or else
artificially impose a weighting between what is important (such as adding years of
education and life expectancy with equal weighting to an index), or use ambiguous
variables (like housing prices which are good for some but bad for others). They
fail the intuitive test that wellbeing should be what individuals want for their own
grandchildren: it is normal to want our grandchildren to live a long and happy life,
but less so to want them to score high on an index with thirty items.

We will discuss some of these alternative measures of wellbeing in more detail
later this chapter, and discuss some aggregate indices in greater depth in chapter 4,
where we focus more on the context in which measurement takes place, and hence
the question of what makes a good measure for a particular purpose.

Life satisfaction can thus be argued to be the best measure of wellbeing we have
at this moment, but it is not perfect: it is quite variable at the individual level over
time and there is no obvious verification we can use to prevent manipulation if

¢ Available at: https://www.haaretz.com/israel-news/.premium.MAGAZINE-why-nobel-prize-winner-
daniel-kahneman-gave-up-on-happiness-1.6528513.
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individuals have an incentive to lie, such as if they would get more money when
identified as ‘wellbeing poor’ via their self-reports.”

The variability of life satisfaction means that one needs hundreds, if not
thousands, of individuals in different circumstances to say something reasonably
certain about the wellbeing effects of those different circumstances. This rules out
life satisfaction as a means of figuring out within a few weeks what might matter
for a few individuals. Theories of wellbeing would be much more useful in those
cases than small-scale data, but robust theories by design are limited to areas that
are familiar and fed by observations on thousands.

Yet, life satisfaction can still be the linking pin between small-scale experiments
and wellbeing, but then only in situations where one can draw upon a more
reliable measure of outcomes that has a known relation with life satisfaction in
circumstances where nothing else changes. An example would be experiments on
Alzheimer patients who are no longer able to communicate themselves, but for
whom one relies on the judgements of their carers. The known relation between
those third-person judgements and life satisfaction (known from other large-scale
studies) can then be relied upon to evaluate the effectiveness of experiments
without direct measurement of wellbeing.

Life satisfaction can also be the linking pin between the particular objectives of
some government department or agency and the role of that organization for
government as a whole. If one, for instance, knows the effect of physical health or
heritage on wellbeing (via all channels), then the institutions just oriented on
physical health or heritage can calculate any effect they know can impact on the
wellbeing of the nation.?

Alternative Measures of Wellbeing in Greater Depth

Experiential Measures

Experiential measures are an alternative to life satisfaction as a cognitive, evaluative

measure of wellbeing. Experiential measures differ from evaluative ones in that they

try to look at how individuals experience their lives in each moment, and then add

up those experiences to come to a composite measure of someone’s wellbeing.
There are many such experiential measures, ranging from momentary or

periodic experiences sampled through diaries or mobile phone apps to sentiments

7 This is less important than it would seem at first glance: usually, policy would be based on the
expected change in wellbeing as evidenced by previous experiments and literature findings, gathered
before wellbeing became important for policy and usually involving individuals with no clear reason to
lie about their wellbeing. It is thus only for adaptive policies based on wellbeing feedback that the
problem of manipulability arises. An example of an adaptive policy would be to lay off lecturers with
particularly dissatisfied students. These kinds of policies invite manipulation.

® A first attempt at reasonable conversion numbers between life satisfaction and popular health
measures is taken by Layard (2016). We will generate some new conversion numbers in chapters 3
and 4.
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derived from Twitter or Facebook to biometric measures to automatic surveillance
via cameras or voice recognition. These measures were recently surveyed by Béllet
and Frijters (2019) in the context of the explosion of big data and the many uses
that commercial companies now make of subjective information.

We discuss the two most promising ones: (i) momentary or periodic experi-
ences sampled through diaries (the so-called Day-Reconstruction Method or
DRM, which was championed by Daniel Kahneman) or through mobile phone
apps (the so-called Experience-Sampling Method or ESM, which is basically the
digital cousin of the DRM), and (ii) facial emotion recognition.

Momentary or Periodic Experiences Let us first discuss the Day-Reconstruction
Method (DRM). This method has been around for about two decades now and
there are a lot of data available on the related wellbeing measures. There is
knowledge on its measurement, comparability between different measures, and
‘validation’ in terms of whether conclusions based on the DRM are actually
palatable to individuals.

A typical DRM diary includes at least the following two elements as shown in
Figure 2.1. These excerpts from surveys describe the two steps involved in arriving
at an experiential wellbeing measure for a single day. In a first step, individuals are
asked to describe their day in terms of episodes that are loosely labelled. A 24-hour
day could, for instance, involve the episodes sleep, breakfast, commute, work,
commute, dinner, leisure, and sleep again. Some respondents give far more
episodes while most report fairly large chunks during the day as an episode,
partially in order to get the questionnaire over with quickly. In a second step,
individuals are asked more details about each episode, such as who else was
involved and whether they combined various activities. Crucially, a respondent
is asked to evaluate each episode on some kind of satisfaction scale. A prevalent
way in which this leads to a summary measure is to take the evaluations of each
episode and weigh them with the length of time spent in each episode.

There are several problems with this approach, both practical and in terms of
legitimacy. Practical problems include that it takes a long time for individuals to
complete these diaries and many respondents take shortcuts, do not fill in the
whole diary, or simply refuse to participate at all in a survey of such length.
Besides such issues of sample selection, there are also issues of selective reporting
of certain episodes—think of culturally sensitive episodes such as being intimate.
Equally problematic, there are major differences between what someone feels in
the moment or when asked to remember an episode later: an episode is evaluated
very differently in hindsight than it was evaluated in the moment (Lucas etal.,
2012). Unfortunately, that change is not as simple as an episode being remem-
bered as less fondly than it was experienced: in hindsight individuals value
things differently than they value those same things in the moment, particularly
elements to do with social approval and goals in life. For example, social
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Give each episode a brief name (e.g. ‘working, ‘havng breakfast’ or ‘shopping’) and write
down the approximate times at which each episode began and ended.

On the next pages, we ask you to please break down your day yesterday in single episodes.

Time it Time it
Number Episode Name began ended
This is episode number ........ , which began at .............. and ended at .............. .

8.  Were you interacting with anyone during the episode, and if yes, how? Please also
check the intensity of the interaction!

9. How satisfied were you during this episode?

Not at all Very much

; i =1 i i i i i i |
0 1 2 3 4 5 6 7 9 10

in person on the phone Email/Chat intense quick

0) No one
1) spouse/partner m} m} m} m} [m} [m}
2) your children ] ] ] ] ] ]

(under age 10)
3) parents/

relatives [m} [m} [m} [m} m} m}
4) friends [m] [m] [m] [m] O O
5) co-workers m} m} m} (] [m} [m}
6) clients/customers O O O O O O
7) boss O O O O [m] [m]
8) Other people ( )y O m} [m} [m} [m} [m}

Pplease specify!

Figure 2.1 Excerpt from DRM surveys
Source: Kahneman et al. (2004).
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disapproval may be worse in hindsight than in the moment. Yet, social disap-
proval may strongly guide future behaviour. It is therefore not clear whether the
experience in the moment is ‘more valid’ than the remembered experience later.

Some of these problems come out when looking at high-level associations. An
early study by Knabe etal. (2010) using DRM data for Germany found that the
unemployed were no less satisfied with their average days than the employed,
though those unemployed were in worse mental health and did not intend to
remain unemployed. Yet, those who became unemployed did not see a reduction
in their valuation of the average day, despite all the usual observed problems with
unemployment, including higher divorce rates and depression.

The same problems apply to other types of experience sampling, including
using apps from mobile phones or sentiments from Twitter or Facebook. They all
ask for an immediate evaluation of the day, the last ten minutes, or something
equivalent, and they all have similar problems of not corresponding all that
strongly with what people remember, nor do they correspond all that strongly
with what people on reflection want in important life domains (especially work
and social status). It is increasingly clear that short-run emotions and experiences
have short-run purposes, i.e. to help the individual make quick decisions relating
to immediate threats and opportunities. They differ from how individuals make
longer-term plans which require more of an overall assessment of complex
situations and what the better decisions are.

Facial Emotion Recognition Facial recognition technology is based on the face
having forty-three muscles, many of which are involved in the expression of
emotions and evaluative judgements. If faces portray what we feel and what we
value, why not use observations on faces to arrive at a measure of wellbeing?

This picture (https://www.youtube.com/watch?v=TrgNKGjSyxA), taken from
a scientific project that is active in this area, illustrates computer-aided facial
recognition:” a computer programme analyses the orientation of the lips, the
width of the eyes, pupil dilation, the flattening of the nose, and so on, and then
ascribes emotional states to the sum of these facial elements. The idea is that if one
could observe someone on a permanent basis, the average emotion inferred from
these facial expressions could be used as a wellbeing measure.

The key things to note about facial recognition are:

1. No such measure actually yet exists or has been used. So there simply is no
actual continuous measure of someone’s experiential wellbeing based on

° Using the Facial Action Coding System (FACS) developed by Paul Elkman. For more information,
see: https://www.scribd.com/document/18649644/Facial-Action-Coding-System-Khappucino-s-Tutorial;
and https://www.paulekman.com/facial-action-coding-system/.
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facial recognition as of today. Rather, at best, one can talk about the
prevalence of various emotions in a day.

2. The methodology is not yet advanced enough to analyse the emotions of
moving individuals: they basically have to be still in front of a camera to be
somewhat accurate, which is why border controls now use facial recognition
techniques. Yet, following a face moving in a crowd and deducing its
emotions while that face is at an angle, partly concealed, and often has
other things in front of it, is something no computer software is yet
capable of.

3. Even if one were to work out the average emotions of a crowd or an
individual during a period, emotions have limited democratic legitimacy
and correspondence to what individuals on reflection want: meaning and
worthwhileness are very poorly correlated with emotional facial expressions
(for examples of how facial expressions can be misleading, see Barrett et al.,
2019).

4. There is no literature that tells us how various circumstances affect a facial-
recognition derived measure of wellbeing, let alone a large literature on the
causal elements. It will probably take years for facial-recognition literature
to reach maturity.

5. Hence, at present, facial recognition is largely something that might be
useful in the future of wellbeing research and policy, perhaps as an aug-
mentation tool useful in very confined spaces, where one can imagine some
use for a crowd-emotion measure.

Informed Preferences Finally, we should mention the long-standing interest of
economists and others in the notion of ‘informed preferences’, together with the
desire to measure them as the basis of public policy.

It is important to realize that neuroscientists have not found a single place in
the brain that houses preferences: when making choices, people do not ‘look up
their preferences’ in some internal full map. Rather, they apply all kinds of
complicated heuristics that involve situational cues (what the immediate choice
situation alerts them to) and longer-running interests (their ‘plans’, expectations,
and reflections). Choices hence do not really reveal preferences: rather, they
establish the individual’s preferences at that moment in time. Since people can
change their minds, such as about the political party they support or the breakfast
they like, their ‘preferences’ are in constant flux.

Hence, at best, the notion of informed preferences is one that describes what
individuals would really want if they thought about it a long time. To some
extent, that is what conversations about someone’s life and whether they are
satisfied with it are exactly about: to find out whether they are satisfied with
their life and thus ‘prefer it’ in the sense of not having much desire for a different
life at that moment.
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Yet, many philosophers and economists actively look for measures that are
closer to some notion of what people really on reflection want than a single
question on life satisfaction. There are many different attempts to create measures
of wellbeing that capture what life individuals prefer and how much weight there
is attached to various circumstances in that implied wellbeing.

The basic idea behind these measures is best illustrated by looking at an
example: the suggestion by Benjamin et al. (2014). Their suggestion is to have a
weighted average of many life goals, where the weights are determined by an
aggregation of how individuals trade them off in hypothetical scenarios posed in
surveys.

To get an idea of how this goes, note that they select 136 different aspects of life,
including such life goals as ‘how full of beautiful memories your life is’, ‘you not
feeling depressed’, ‘your ability to have and raise children’, and ‘your ability to
dream and pursue your dreams’. In order to find out how to weigh each of these
136 different aspects into a composite index, they ask four thousand Americans to
fill in a survey with many hypotheticals hypotheticals on trade-offs between these
different aspects. An example is shown in Figure 2.2.

This means that they let individuals make actual choices that vary outcomes in
two dimensions at a time, which then reveals how much respondents are willing to
trade off one dimension for another. By making some additional assumptions on
functional form, they estimate for each of the 136 dimensions how much weight
the average respondent gives to that dimension relative to others, which then
allows them to calculate a final score.

Imaging you are making a personal decision, and that you face a choice between two options: Option 1 and Option
2. The two options are predicted to have different effects over the next four years but to have the same effects after
tjat. The table below lists these predicted differences in the next four years. Please assume that anything not listed in
the table would be marked “about equal” if it were listed.

Click here to see the instructions again

OPTION 1 OPTION 2
much somewhat  slightly about  slightly somewhat much
higher higher higher equal  higher higher higher
how happy you feel X
you not feeling anxious X

Between these two options, which do you think you would choose?

OPTION 1 OPTION 2
Much prefer ~ Somewhat prefer  Slightly prefer  Slightly prefer ~ Somewhat prefer ~ Much prefer
Option 1 Option 1 Option 1 Option 2 Option 2 Option 2
o o o o o o

Figure 2.2 Example of Hypothetical Scenario Survey
Source: Benjamin et al. (2014).
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This procedure is typical for many attempts at measuring informed preferences,
which is that weights on outcomes are inferred from choices in hypothetical
scenarios. Note that the choices are very abstract and likely to be poorly under-
stood by many: what does a respondent think of when asked to consider for a
period of the ‘next four years’ to ‘not feel anxious’? Would they think this meant
never feeling anxious at all for the entire four years? Would it mean they think
feeling less anxious than usual? Would it mean they think they have a low level of
anxiety relative to the rest of the population? Basically, one does not know how
respondents interpret such a question, and it is likely that each respondent
interprets such a question quite differently.

What this means is that these are not concrete choice situations, as if someone
is buying this car or that car. Individuals are asked to choose between life
trajectories for ensuing years labelled in ways that are difficult to interpret, in
136 dimensions no less. The logic of a conversation, and thus a survey, is that
individuals will try their best to answer based on their understanding of what
might be meant, but it should be doubted all the respondents share a common
understanding of all 136 dimensions. Moreover, the fact that they are asked to
trade off one dimension with another immediately will be understood by the
respondents as implying they should think of them as opposing dimensions
between which there is a trade-off. They might not have thought about these
dimensions as separate from each other at all before being asked, and thus are
basically guided by the survey to presume they are different.

There are thus several difficulties with this method and the use of the ensuing
measure as a guide for policy-making and budget trade-offs:

1. Answering questions on 136 dimensions takes a lot of time and resources,
whether one gets some respondents to answer thousands of questions, or
gets hundreds of thousands to answer only a few: it takes an awful lot of
measurement to get an individual value of wellbeing from this approach.

2. To be useful, one would then need a whole literature on how circum-
stances affect the resulting measure. Since many of the 136 dimensions
do not have a large backing literature, this effectively means one is back
at point zero in terms of wellbeing for policy, setting back the agenda by
decades.

3. It is unlikely that weights between 136 dimensions remain stable over time,
or that they are invariant to policies and cultural shifts, so one would not
only need to know the effects of circumstances on each of the 136 dimen-
sions, but also on the effects of their weight in a composite index of those
dimensions. To see the importance of culture, we can suffice by pointing out
that the life goal ‘your ability to dream and pursue your dreams’ will not
mean much to (non-American) cultures not used to thinking of lives as
dream pursuits.
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4. Individuals are known to have great difficulties in answering hypotheticals
because it requires a lot of imagination. It is subject to what is known as
affective forecasting biases and the sheer mental effort of imagining a whole
different life. This general problem has been often discussed in the context
of health hypotheticals that underlie the QALY method, but the general
point is that many individuals are just not good at imagining themselves in
very different circumstances and make huge mistakes forecasting how they
would feel in those circumstances.

In short, the method seems impractical for current decision systems. It is
theoretically appealing in economics and philosophy, but too cumbersome, specu-
lative, culturally specific, and high-dimensional for practical use. These objections
convey one of the great advantages of asking individuals to evaluate their lives,
which is that they do not have to imagine a different life but can simply report how
they think about the one they are living.

This does not mean one needs to completely abandon the idea of informed
preferences, but one should probably abandon the idea that it is a practical
idea to measure preferences on a continuous basis. Rather, one can pursue the
idea in a more detached high-level manner by trying to see what people on
reflection think about their whole life (Clark et al. (2008) pursue this idea much
further; Frijters etal. (2020) also link life satisfaction to a contractarian
philosophy).

Key Implementation Questions: What Do We Assume When
We Aggregate Life Satisfaction?

With a particular measure of wellbeing in mind, the question arises as to how one
can derive the aggregate wellbeing of the population from all individual observa-
tions at different times.

The classical utilitarian approach is to take the answers to the question on life
satisfaction at face value and to treat them as cardinally comparable numbers, i.e.
to sum up all the values of all the citizens. One would do the same when
considering lifetime values, by summing up the discounted values in each year
of life for any individual into a ‘lifetime life-satisfaction’ number. The basic unit is
then a WELLBY (wellbeing-adjusted life-year): one unit of life satisfaction on a 0-
to-10 scale for one person for one year. The wellbeing value of a policy change is
the expected change in WELLBYs for the population. It can then be compared
with the costs.

This approach is already implicitly adopted when researchers and analysts talk
about changes to average life satisfaction over time in a country, or when they try
to explain differences in averages across countries. Any discussion using average
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life satisfaction treats the individual observations on life satisfaction as comparable
over people and over time.

What assumptions are we making when we just add up the individual obser-
vations and how reasonable are those assumptions?

The first assumption is that individuals themselves treat life satisfaction as
cardinal (we call this ‘internal comparability’), i.e. that a one unit change means
the same increase to them anywhere on the scale, such that there is the same
change in wellbeing when they go from a 4 to a 5 as they do from an 8 to a 9.

There are two basic reasons to think this assumption is reasonable. The first
stems purely from the logic of language: asking individuals to give responses in
terms of numbers automatically makes them think of these answers as if the
characteristics of numbers apply to them. So just as individuals treat different
prices and weights on a single cardinal scale, asking them for a number leads
individuals to treat life-satisfaction responses on a single cardinal scale. Kapteyn
(1977) and Parducci (1995) discuss this argument at length.

Researchers have looked to corroborate this intuition. One approach is to ask
individuals whether they would be willing to trade off years spent in different life
satisfaction states in a cardinal manner. In particular, they have asked respondents
whether they would, for instance, prefer a life with two years spent in a state worth
an 8 out of 10 on the life-satisfaction scale to one year worth a 9 and one year
worth a 6. If the answers are cardinally comparable, the two years spent in a state
worth 8 should be worth an 8 on average, whilst the alternative should be worth a
7.5 and thus less valued. Peasgood et al. (2018) indeed find that, in hypothetical
trade-offs, the stated life-satisfaction numbers are, roughly speaking, treated as
cardinally comparable, i.e. the trade-offs are close to linear.

A related idea is to look at the test-retest relationship: Krueger and Schkade
(2008) find that there is, on average, a 0.6 correlation between two measures of life
satisfaction for the same individual when they are two weeks apart (illustrating the
high degree of variability in life satisfaction).'® Importantly, though, they look at
whether the change in the wellbeing measure relates to the initial level of that
measure. The idea is that if individuals interpret the measure as cardinal, then
changes in a short period of time should be equal in all directions, because whatever
happens to change their answer should be somewhat equal in both the positive and
the negative realm. In particular, it should be equally likely than an individual goes
from an 8 to a 9 as going from a 3 to a 2 or from a 6 to a 7. Whilst it is clear that an
individual who is at the very extremes (0 or 10) can only change in one direction,
Krueger and Schkade (2008) do find for their sample of 230 respondents that the

' Lucas and Donnellan (2012) look at the test-retest reliability of life satisfaction for around seventy
thousand individuals in four countries. When they treat the ‘occasion-specific’ variation as real (in the
sense that it is not a mistake but a reflection of the specificity of how the day and the occasion make
them evaluate their life), the reliability is around 0.7. When the occasion-specific variation is treated as
an error, the reliability is again around 0.6.
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changes were equally likely for the middle 80 per cent of their sample, which lead
them to cautiously say that they could not reject the hypothesis of homoscedas-
ticity in errors’, which can be seen as weak evidence for cardinality.!!

Another argument to support internal comparability is the evolutionary argu-
ment for why we have evaluative capacities in the first place and why humans
communicate these evaluations with others: in order to effectively communicate
and read others well, it is necessary that they share the same understanding and
use numbers to convey information in the same way (Kapteyn, 1977). This
accentuates the argument on the logic of language: when numbers are used to
compare outcomes between individuals, they should be expected to convey
cardinal information.

The main evidence in this line of reasoning comes from studies that have used
third parties to corroborate life-satisfaction answers of individuals (Sandvik et al.,
1993). It turns out that, for example, individuals do reasonably well at guessing the
life-satisfaction answers of their family members. The judgement of interviewers
also aligns well with what individuals themselves say. Similarly, the judgements of
third-party individuals who get to see videos or written statements of individuals
aligns similarly well (see Frijters etal. (2020) for references). From this high
degree of ‘cross-rater validity’, there thus appears to be a degree of observability
of the wellbeing of individuals which also relies on a joint interpretation of
language (i.e. a 9 has to be a high number for both the individual and their family
members as well as for random strangers). Clark (2016) discusses this point in
greater detail.

The second assumption when adding up individual observations of wellbeing is
that answers are comparable between individuals (we call this ‘external compar-
ability’), i.e. that we can treat a 6 from one person the same as a 6 from another
one. There are two different arguments in favour of this:

1. The first is along the lines of the arguments above, which is that the joint use
of language forces the same interpretation on answers in a language com-
munity. Just like people’s internal conception of ‘a chair’ or ‘a table” grad-
ually start to mean the same thing amongst people in the same language
community, so too do individual feelings and mental processes become
labelled in a comparable way. One piece of evidence for this is that virtually
everyone answers these questions, and does so quite quickly (about five
seconds, on average): they must know what is meant.'” Additional evidence
for this thinking comes from the experience of regular (economic) migrants.

! In their study, they applied their heteroscedasticity tests to net affect (which has more than eleven
possible responses) based on evaluations of activities in particular time periods (the previous day).

> Another interpretation for this finding could be that individuals answer the question on life
satisfaction so quickly because they do not understand it. However, this would lead to a much higher
number of non-responses. Typically, the number of non-responses is very low.
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In the World Happiness Report 2018, John Helliwell and colleagues found
evidence from around the world that ‘regular’ migrants (i.e. not refugees)
within twelve months of moving from one country to another had assimi-
lated to about 75 per cent of the life evaluation (measured by the Cantril
ladder, a close relative to life satisfaction) in the destination country. Their
finding held for migrants from any large region of the world to any other,
despite different uses of language and the possibility that life satisfaction
meant something different in different cultures. The uniformity of assimi-
lation strongly suggests three things: life-satisfaction answers are not merely
comparable across individuals, but even across cultures; life satisfaction
varies strongly due to national circumstances that migrants are also subject
to; and individual life satisfaction is highly variable and not set in stone
during childhood or due to some individual setpoint.

2. A different argument for interpersonal comparability comes from the
rationale for looking at wellbeing in the first place: interpersonal cardinality
is a cornerstone of the democratic ideal to take each individual equally
seriously. The only way to respect the equal-value ideal of democracy is to
count every person’s life satisfaction as equally valuable, irrespective of
possible differences in the inner lives of individuals. Within that argument,
it does not matter whether some individuals experience far more pleasure
than others because their brains are wired differently. Taking different
individuals as equals requires us to ignore potential between-individual
variability in their internal wiring when it comes to how much they matter
for collective action. Thus, we should treat life satisfaction as interpersonally
comparable for the same reason that each vote in an election counts equally:
not because each vote is given for the same reason and reflective of the same
feelings, but simply because each person should count equally in terms of
collective decision-making.

There are important objections to life satisfaction and alternative wellbeing
measures we quickly want to mention. One common objection is that the answers
are bounded rather than open-ended, which might force lots of individuals to give
a score on the boundary rather than their true open-ended feeling (which lies
outside of the scale). Another is that the answers are in terms of whole numbers
between 0 and 10 rather than decimals (such as 6.5).

The boundedness of the scale, cemented in the 1930s, is crucial in order to
receive meaningful averages. Just think of the converse: if you give individuals
open-ended questions to life satisfaction, how does one aggregate someone who
says a 0.0003 and someone else who says -2,013,032? One can’t. Boundedness
thus respects the need to obtain comparable answers. Moreover, typically no more
than 10 per cent of respondents in any region of the world are at the top end of the
scale (see, for example, Figure 2.1 in the World Happiness Report 2017). Thus,
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practically, it is not a large impediment that the scale is bounded. Additionally, it
may be that individuals in fact experience their world through perceptive abilities
that are bounded, meaning that a bounded scale is warranted even if one would be
interested in some notion of ‘actual level of feelings’.

To expand on this last point, our sensory system has a minimal and a maximal
perceptibility for senses: individuals can only hear sounds if they are sufficiently
loud, and there is a maximum sound level they can perceive above which their ear
sustains damage. Individuals can similarly perceive a minimum level of light,
weight, temperature, or speed. Above their maximums, nerves burn out or are
firing at a maximum rate, ie. our brain can only handle a certain maximum
stimulus. Whilst it is the case that our senses adjust to the background level and
variability, it remains the case that there are minimal and maximal levels to our
perception (Gazzaniga and Ivry, 2013). It is intuitive to assume that the same goes
for whatever feeds into evaluations of our life.

Historically, whole-number answers of Likert scales exist for practical reasons:
to limit the number of options when some interviewer had to record the answers
of an interviewee on paper. This practical reason is no longer relevant in the days
of computer-based interviews, though respondents find it much easier to give
whole-number answers than something in-between, so non-response rates are
much lower for questions that allow only whole numbers than asking individuals
to give any value between 0 and 10: when given a choice, almost no one gives
fractional responses like 7.319. The penchant of respondents to prefer whole
answers was already discovered very early on in the development of the Likert
scale in the 1930s (Chyung et al., 2018). Indeed, many respondents are prone to
answer round numbers for many questions anyway (including their age) and there
is a lot of variation in life-satisfaction answers between individuals and over time.
Thus, it hardly matters for applications whether individuals are constrained to
whole numbers or not.

It is important to mention that the list of objections to life satisfaction is almost
as large as the list of objections to GDP. The more seriously life satisfaction is
taken, the faster and more numerous the objections arise. The objections stimulate
the search for different measures of wellbeing, just as there are now many
alternatives to GDP. This search for improvements should go on, yet should not
stop current measures from being used. The search for perfection should not
impede actual improvements.

Influences of Survey Design on Wellbeing Measures
As mentioned earlier, survey design can have important influences on how

respondents answer the life-satisfaction question. When it comes to survey
mode, for example, we know that respondents tend to give higher scores when
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an interviewer is present (either face-to-face or on the phone), as opposed to filling
out a survey and mailing it back to an anonymous survey firm. We also know that
item ordering matters: items preceding the life-satisfaction question may prime
respondents to answer (consciously or unconsciously) in a certain way, whereby
the influence can go in either direction depending on the type of framing or the
strength of emotional content.

Framing of the life-satisfaction question in general matters, especially whether
the question text and scale reminds respondents of social comparisons, as is the
case with the Cantril ladder-of-life question (i.e. life evaluation), which tends to
yield lower scores than the standard life-satisfaction question as the question text
may induce social comparisons with idealized, higher-up social groups. Finally,
there are important situational factors (including place and time-of-day, which
seem to matter more for experiential as opposed to evaluative measures like life
satisfaction) and cultural factors that matter for how respondents answer to
wellbeing questions in surveys.

Table 2.1 gives an overview of the effects of survey design characteristics on the
measured level of life satisfaction, including directionality of influence, key stud-
ies, and short descriptions. The general lesson to be kept in mind is that consistent,
standardized, and best-practice survey design (in the sense of having consistent
priming and framing) matters. But there are also influences outside the scope of
the analyst such as situational and cultural factors. These influences underline
once more the importance of having a large sample to ‘net out’ such influences, to
the extent possible, in average scores of wellbeing.

Stylized Facts on Wellbeing

We start with some key facts we know about wellbeing, from here on understood
as life satisfaction, using the example of the United Kingdom. Figure 2.3 shows the
current distribution of life satisfaction, recorded on a scale from 0 to 10, in
the United Kingdom and two other European countries, taken from the Gallup
World Poll.**

We see that the biggest difference between Denmark and the United Kingdom
or France is not at the very bottom (in the 0-to-2 range) but for the low-to-middle
and top group: Denmark has fewer people in the 3-to-6 range than France or the
United Kingdom. This suggests that improvements in the ‘somewhat unsatisfied’
region can be made in the United Kingdom, possibly by adopting the key
ingredients in the policies of the Danes.

* The Gallup World Poll uses the Cantril ladder of life, which is also termed ‘life evaluation’ and
which is a close relative to life satisfaction. We refer to life satisfaction for simplicity.
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Figure 2.3 Frequency distribution of life satisfaction in the United Kingdom, France,
and Denmark
Source: Gallup World Poll, 2016.

The figure also shows that the mean taken over the three countries is about 7.5,
that few individuals are at the very top, and that the United Kingdom has a higher
share of individuals who are less satisfied with their lives. Compared to Denmark,
UK citizens are, on average, less happy, but compared to France, they are happier.

If we combine the nationally representative, longitudinal household data for the
United Kingdom from the British Household Panel Survey in 1996 with
Understanding Society from 2010 to 2016 (both of which measure life satisfaction
on a 1-to-7 scale) in Figure 2.4, we see clear changes in wellbeing over time.

The figure shows that life satisfaction has improved quite strongly in the United
Kingdom during the last twenty years, illustrating that average life satisfaction
across the population does change over time. The improvement has been particu-
larly due to a reduction in the middle group (4s and 5s) towards the higher group
(6s), which is also what we see in the official statistics by the ONS in the United
Kingdom. In the last six years, there has been a marked reduction in the share of
the population living in misery (1s and 2s).**

We do not really know what has driven the improvement in average life
satisfaction in the United Kingdom during the last twenty years, though it
might be low unemployment and more and better treatment of mental health

* Note that one would probably not come to the same conclusion if one looked only at the change
in life satisfaction for those who remain in the British Household Panel Survey, as this group gets older
and there may be insufficient new intake into the panel. Thus, being cautious about just how one
concludes that life satisfaction has increased matters. In this case, we take arguably the most represen-
tative dataset and simply aggregate the responses in each survey year.
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Figure 2.4 Frequency distribution of life satisfaction in the United Kingdom
Source: British Household Panel Survey, 1996; Understanding Society, 2010 to 2016.

problems. Both have direct and indirect benefits: lower unemployment and
improved mental health benefit the whole family and social circle.

Of course, the Covid-19 crisis had a strong negative effect on life satisfaction
in the United Kingdom and elsewhere and so the data above are not quite up to
date. We will discuss the use of wellbeing methods to illuminate aspects of this
crisis in chapter 5 when we apply the techniques of this book to different policy
questions, including Covid-19 lockdowns. The advantage of these techniques,
and WELLBY methodology in particular, is that it allows one to combine the
diverse effects of the Covid-19 crisis (premature deaths, loneliness, unemploy-
ment, fear, etc.) into a single number: the overall wellbeing of the population.
Getting a single number that summarizes a policy allows one to judge what
should be done at what point and to compare the outcomes of different policies,
something impossible to do without a methodology to combine outcomes in
different domains. In fact, as we shall argue in chapter 5, the Covid-19 crisis
shows the great importance of using the WELLBY methodology to base policy
and decision-making on.

Key Lessons on Wellbeing

Some Key Findings from around the World

A first hint at what policies might raise wellbeing can be gleaned by looking at
what explains the differences in life satisfaction between individuals: the variation



WELLBEING MEASUREMENT AND POLICY DESIGN 65

Income, 10%

/ Education (years),

1%

4/
Not unemployed, 8%

Diagnosed
Depression/Anxiety, —__

\_ Non-criminality,
46%

5%

Partnered, 15%

Physical health,
15%

Figure 2.5 The contribution of different socio-economic factors to explained adult life
satisfaction in the United Kingdom

Source: British Household Panel Survey, cross-section, beta-coefficients; taken from Table 16.1 Clark
etal. (2018).

within the population tells us what can be changed by moving individuals from
the worst to the best possible circumstances.

Figure 2.5 is again based on the British Household Panel Survey: it shows what
explains adult life satisfaction amongst all adults aged twenty-five and above:*®

The figure shows the importance of different areas of life in explaining adult life
satisfaction. Note that only about 19 per cent of adult life satisfaction can be
explained by these different factors in the first place: other factors are either not
captured (due to missing variables in the data), largely fixed (like genes), or highly
transient (like the weather). So whilst mental health captures about 46 per cent of
the explained variance in adult life satisfaction, it in fact ‘only’ explains about 9 per
cent of the variation in ‘raw’ life satisfaction (= 0.46 x 0.19), which corresponds to
the basic rule of thumb that the correlation between mental health and life
satisfaction is about 0.3.

The figure is based on the partial correlation coefficients in an equation in
which life satisfaction (standardized) is regressed on log household income per
capita, years of education, whether or not the respondent is unemployed, number
of criminal convictions (times -1), whether the respondent is partnered, the
number of physical health conditions, and whether the respondent has been
diagnosed as suffering from depression or anxiety (all likewise standardized).
The square of each coefficient measures the fraction of the variance of life

'* What is shown are the relative contribution of squared beta-coefficients into the explained
variation.
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satisfaction explained by the respective variable. As the figure shows, the fraction
of variance explained by individual income is about 11 per cent. More important
are social relationships (being partnered and in a job) and, by far, health (espe-
cially mental health).

One should view these results as no more than vaguely indicative, though. They
are not based on careful causal designs but only correlations, i.e. regressions of life
satisfaction on indicators of the different life areas. Hence, it is not at all clear that
one would get the supposed improvements in wellbeing if the factors shown here
were truly improved. Also, one should be mindful of what the pie chart shows,
which is the variation explained by particular factors within the total amount of
variation explained by a set of factors. This misses two crucial aspects: it misses the
81 per cent of the variation that is not explained at all by any of the factors
included, be it because of measurement error or lack of variables themselves, and
all the factors that hardly vary at the country level, which will include basic needs
and things like national security.

Similar analyses are possible going back to schooling and pre-school experi-
ence, and they can help guide the search for policy options using a more holistic,
life-course perspective on wellbeing.'®

We next look at what explains the variation in national average life satisfaction
across countries, as opposed to average individual life satisfaction within a par-
ticular country. We know from cross-country regressions that a high percentage
of variation in national average life satisfaction across countries can be explained
(about 80 per cent, see Table 8.1 in Clark et al. (2018), for example). However, a
major problem is that many of the factors which have a positive impact on life
satisfaction are highly correlated with each other, such that one can easily explain
that 80 per cent with almost anything that picks up some notion of national
wealth, the quality of governance, and the quality of the environment. This has led
to long-running controversies on which factors matter for national average life
satisfaction.

The latest and arguably most comprehensive study into the various country-
level factors important for life satisfaction comes from a paper by Arie Kapteyn
and colleagues from RAND in the United States (Kapteyn et al., 2019): the authors
run several regressions using the Gallup World Poll including 150 countries since
2008, focusing on the contribution of country-level factors to national average life
satisfaction (measured as the Cantril ladder-of-life, as is typical in the Gallup
World Poll). Table 2.2 shows the individual life satisfaction that can be explained
by macro-level factors, supressing, for simplicity, the remainder of the authors’
regression table that includes individual-level factors similar to the ones shown in
Figure 2.5 for the United Kingdom.

16 See, for example, Lordan and McGuire (2019), Adler (2016), and Fergusson and Horwood (2001)
for school interventions with a wellbeing rationale.
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Before we discuss these macro-level factors, let us discuss an apparent puzzle in
how much variation is explained. The very bottom of this table shows the
proportion of variance explained, which is only 6.6 per cent to 7.4 per cent in
different columns. This is much lower than the 80 per cent that we argued could
be explained by between-country variation, and even lower than the 19 per cent
that could be explained by within-country variation in the United Kingdom (even
though the full regression includes many of the same variables). How can all of
this be consistent at the same time?

The main thing to bear in mind is that the underlying variation is now the
variation of life satisfaction at the individual level in the whole world, rather
than the average variation at the country level or the variation at the individ-
ual level within a single country. That world variation is far higher. Hence, 6.6
per cent of world variation may in fact be between 40 per cent and 70 per cent
of average variation at the country level (Kapteyn etal, 2019). Similarly,
individual characteristics are neither as well measured across the world as
they are within the United Kingdom, nor necessarily equally important as they
are within the United Kingdom, so that the same headline individual drivers
explain much less at the world level than at the level of a single (developed)
country.

Let us then look at the importance of macro-level factors. The first column
shows how GDP is strongly related to national life satisfaction if you use it as the
only explanatory variable. Importantly, columns 2 and 6 show that the contribu-
tion of GDP reduces to 25 per cent of its raw effect if one includes measures of
welfare, good governance, and the quality of the environment. The environment,
in turn, relates to mental health (see Bowler et al. (2010) for a review of evidence).
Similarly, by comparing column 5 to column 4, one can see that the contribution
of individual income reduces by around 75 per cent if one also takes relative
income (which in this study is the income of the individual relative to the median
household income) into account: an estimated 75 per cent of the effect of
individual income is due to comparisons with others. This may, of course, be
different at lower levels of average income (as in less developed countries) or at
lower levels of the income distribution within developed countries: at lower levels,
increases in income may buy more wellbeing as these may be used to satisfy basic
comforts rather than being geared towards status races.

Kapteyn et al. (2019) dovetails with some of the stylized understanding in the
academic literature, evidenced by a survey of twenty-nine leading wellbeing
researchers around the world who were asked in the April 2018 World
Wellbeing Panel poll whether they agreed with the statement: ‘Is the main effect
of economic growth on national wellbeing via employment and public welfare
programs? Twenty-four out of twenty-nine panellists agreed, with the four
dissenters adding small caveats, such as that it depended on whether economic
growth was inequality-neutral.
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As an important example that even in poor countries GDP increases may not
on their own lead to wellbeing increases, consider the case of China and India in
the last thirty years. Easterlin etal. (2017) showed that life satisfaction in fact
dropped in China during the 1990 to 2005 period, when incomes grew by at least
300 per cent. The life-satisfaction drop was largely attributable to the collapse of
the social safety net in the early 1990s, only for a new social safety net to emerge in
the late 2000s. So the increase in uncertainty among the vulnerable due to the
collapse of safety nets more than outweighed the effects of rising incomes among
those able to take advantage of growth opportunities.

Exactly the same drop in life satisfaction is currently being observed in India,
where the informal social safety nets in families and communities have come
undone in the growth spurt that India is currently experiencing: the expectation
for India too is now that the wellbeing increases of higher national incomes will
materialize only when these higher incomes start being used for a new and more
effective social safety net (see chapter 3 in the World Happiness Report 2017). We
will return to China’s and India’s growth periods and its implications for wellbeing
when discussion basic comforts later in this chapter. For now, we want to note that,
in short, higher national incomes over the longer run may eventually translate into
higher wellbeing, but in the medium run, which in the case of China and India has
meant several decades, incomes may go up whilst wellbeing goes down.

We should reiterate the central caveat to this list of macro-level factors: one can
get a similar amount of variation explained between countries by using many
different sets of factors (see chapter 6 in the World Happiness Report 2019, in
which the authors use a different set of factors to have about 80 per cent variation
explained between US states). The generic issue is that many positive macro-level
factors are strongly correlated with each other: things like the rule of law and the
absence of conflict, good governance, high public service provision or high
productivity, all move together. When putting a few of these factors in a regres-
sion, one likely picks up the contribution of many more.

A key problem with Kapteyn etal. (2019), as with many others that have tried
to look at correlates of national wellbeing, is a lack of random variation in macro-
level factors, making it difficult to pick them apart as causal factors. To get closer
to causality has been one of the central concerns in the academic literature related
to wellbeing, just as it has emerged as a central concern in the whole of the social
sciences. Unpicking causal mechanisms requires more than merely looking at
variation at either the individual or the aggregate level. To get consensus on a
believed effect, the mechanisms have to ‘work’ at the individual level, the aggregate
level, and need to be born out in experimental or quasi-experimental designs. If we
find that the typical effect of a variable on life satisfaction in one study goes in
another direction than the effect in another which differs in at least one of these
aspects (between individuals; between countries; in experimental or quasi-
experimental designs), it is difficult to have confidence in our knowledge of how
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a specific factors affects life satisfaction. The worry is that the variable simply picks
up something closely related to it.

One source of information is thereby seldom seen as enough. Looking at one
particular source is then mainly useful in terms of an initial orientation for where
improvements can be made, and for what might be a causal effect.

However, if we do find that a specific factor has the same kind of effect in
various datasets, types of data, and methods used, we can more readily assign
causality to that. There are quite a few factors for which we now do this such as,
for instance, health or unemployment: whether you look at between-individuals,
within-individuals over time, between-countries over time, or somewhat random
shocks, we consistently find that life satisfaction goes up with good health and
down with unemployment.

Quality of Life or Length of Life?

So far, we have focused on what affects the level of life satisfaction, but we should
at least pay some attention to length of life. Naturally, the question arises whether
the biggest gains in wellbeing are in improving the quality of life or the length
of life.

Put simply, the lifetime life satisfaction of a person can be written as:

Lifetime wellbeing = Average life satisfaction * Length of life

which means that life-satisfaction improvements can come from increases in
average life satisfaction or from increases in length of life."”

Life expectancy in the last fifty years has increased dramatically in the United
Kingdom, as it has in nearly all countries around the world. Figures 2.6 and 2.7
shows male and female life expectancy taken from the ONS. They show that life
expectancy has increased in the last thirty years by about six years for females
and 8.5 years for males. That is almost a 10 per cent improvement. Figure 2.8
presents an even longer time-series, which shows that life expectancy increased
from about forty years in 1841 to over eighty years at present, a remarkable
increase.

Thus, from this change in life expectancy alone, per-person lifetime life satis-
faction has roughly doubled during the past 170 years. The changes that have been
credited for this increase are varied, but include several policy-sensitive trends:

'7 There is evidence that higher life satisfaction is associated with longer length of life, a strong effect
that remains no matter what objective health variables are controlled for (Frijters etal., 2011). See
Steptoe and Wardle (2011) for similar findings.
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Figure 2.6 Life expectancy at birth in years for males in the United Kingdom
Source: ONS, National Life Tables, UK: 2014 to 2016.
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Figure 2.7 Life expectancy at birth in years for females in the United Kingdom
Source: ONS, National Life Tables, UK: 2014 to 2016.

1. Reductions in infant and child mortality due to improved hygiene, inocu-
lations, reduced reliance on open-fire cooking at home, improved preg-
nancy behaviour (i.e. no alcohol or smoking during pregnancy), and
improved pre-natal and natal care.

2. Less exposure to infectious diseases via greater availability of clean water,
sewage worKks in cities, and applied knowledge of infections.

3. Increased resistance due to greater availability of better food, less physically
strenuous work, and fewer children.

4. Blood-thinners (statins) that have reduced the deaths from heart disease in
the 50-70 age range dramatically during the past thirty years.

Some of these changes were found out to be important only later, such as the
extremely detrimental role of open-fire cooking at home, which was highly
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Figure 2.8 Period expectation of life at birth in years in England and Wales
Source: ONS, English Life Tables No. 17: 2010 to 2012.

prevalent in the late nineteenth century and associated with high levels of infant
mortality (McKeown and Record, 1962; Matossian, 1985). Yet, other changes were
the direct result of conscious investments by individuals and governments into the
health of the population, such as the greater use of statins and anti-smoking
campaigns. Clean water and sewage works were also directly provided by govern-
ments, requiring enormous public capital investments that would be beyond the
means of the vast majority of the population.

Are there obvious further improvements to be made? Looking at the United
Kingdom, the life expectancy today is around 81, whereas the highest life expect-
ancies in the OECD are around 83 in countries like Japan, Italy, or Spain.
Demographers and health professionals are not sure what causes these differences,
but possible contributing factors are diet, pollution, leaded water pipes, high
levels of stress, as well as more fixed factors such as climate (for example, the flu
is worse in colder climates). None of these are easy to address but many can be
affected by policies, so there is probably some scope for policy-induced
improvements.

An interesting and policy-relevant question is whether there is a strong reason
to fear the ageing of our societies: fertility rates have decreased and individuals live
longer, so the population pyramid has turned upside down, with older people now
outnumbering younger ones. The main fear, which was quite strong in some
policy circles until recently, is that ageing would lead to a huge increase in the
dependency ratio. This fear of an unmanageable increase in the number of old
people who need constant care has subsided somewhat in the last two decades:
whilst individuals have indeed become older, the proportion of years spent in ill
health has remained almost constant, as Figure 2.9 shows.
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Figure 2.9 Life expectancy, healthy life expectancy, and years spent in poor health
from birth for males

Source: ONS, available at: https://www.gov.uk/government/publications/health-profile-for-england/
chapter-1-life-expectancy-and-healthy-life-expectancy.

This figure calculates the number of years that men are expected to live in good
health and in poor health over time, where good health is assessed by individuals
themselves, i.e. whether they state that they are in ‘good or excellent health’.
Hence, this graph uses a subjective notion of health, just as life satisfaction is a
subjective notion of wellbeing.

The share of years spent in poor health remained fairly stable: 20 per cent in
2000-02 versus 20 per cent in 2012-14. Women too have seen increases in years
spent in good health, although they spend, on average, 26 per cent of their years in
self-assessed poor health (see Figure 2.10 for women).

It is not merely self-assessed good health years that are rising. Individuals are
also working longer and remain active for longer. For example, the average ‘age of
withdrawal’ from the labour market increased by about two years for both men
and women between 1995 and 2012, about half of the increase of life expectancy.
Simply put, old people are mainly looking after themselves.

The fears of demographers and economists have not proven correct so far, but
this is not to dismiss the role of policy in addressing their fears: part of the reason
for the increase in the length of working lives have been policy changes, such as,
for example, an increase in the age at which individuals retire, which was at 62.5 a
generation ago (60 for women, 65 for men) and will be over 68 for both sexes in
the United Kingdom after 2025.


https://www.gov.uk/government/publications/health-profile-for-england/chapter-1-life-expectancy-and-healthy-life-expectancy
https://www.gov.uk/government/publications/health-profile-for-england/chapter-1-life-expectancy-and-healthy-life-expectancy
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Figure 2.10 Life expectancy, healthy life expectancy, and years spent in poor health
from birth for females

Source: ONS, available at: https://www.gov.uk/government/publications/health-profile-for-england/
chapter-1-life-expectancy-and-healthy-life-expectancy.

Another policy reaction throughout many developed countries has been to
increase total healthcare spending from about 5 per cent of GDP in 1970 to 8.9 per
cent in 2016 (Huber, 1999; OECD, 2017). This growth might well continue, which
makes it important to use a broader criterion to allocate spending than physical
health, which makes up no more than one third of WELLBYs (see Huang etal.
(2018) and Figure 2.5 above).

Estimates of Key Wellbeing Effects

The literature on wellbeing has become vast and the ‘Bibliography of Happiness’
by Ruut Veenhoven lists thousands of correlates of happiness. Yet, for policy
purposes, we ideally want to have causal estimates based on research designs that
are robust.'®

We argue that a useful approach would be to have an interactive process in
terms of ‘agreed-upon metrics and causal effects’. The idea is that, first, the state
bureaucracy should adopt a current metric for wellbeing, which we argue to be life

'® This section draws on Frijters et al. (2020).
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satisfaction until this measure can be improved upon. Then, it should maintain
and regularly update a list of believed effects of various policies and circumstances
on its chosen metric of wellbeing. Such a list is crucial in terms of setting policy
priorities within and between different government departments and in terms of
having a consistent process for generating internal estimates of how much a
complex policy increases wellbeing and via which channels. There are many
ways the updating process could happen, but the idea is similar to the current
practice of government departments in having appraisal guidelines. A regular
shared list of evidence-based effects would form part of a government-wide
appraisal guideline.

Because this list would be so influential in setting priorities, its elements must
be arrived at via a transparent process and improvements should be argued based
on scientific rigour. The example of the Intergovernmental Panel on Climate
Change (IPCC) process for generating a consensus number in terms of climate
change is a good example of how governments can channel science into a
competitive process for arriving at overall figures. The list would always be
provisional and subject to caveats and disagreements, but that is to be expected
in any explicit or implicit priority-setting. Having open lists and debates can only
improve upon the gut feeling that would otherwise pervade.

To kick-off this process, Table 2.3 offers a list of effects taken from Frijters et al.
(2020). Many of the figures on the list come from studies that employ natural or
quasi-natural experiments to establish causality of the identified effects. In what
follows, we take the example of the long-run impact of income on life satisfaction
to explain how figures are typically arrived at.

Example: The Long-run Wellbeing Benefits of More
Money—What We Now Know from a Swedish Lottery

A fundamental question for the economics of wellbeing is just how much well-
being one unit of money can buy when individuals have become used to higher
levels of financial resources. This is the number that matters when we think of
higher levels of consumption over the longer run. It does not account for the
elation or disappointment associated with unexpected fluctuations in financial
resources, an effect that fades within a year or so (Frijters et al., 2011). Related to
the question of how much wellbeing additional financial resources can buy for an
individual is the question how much wellbeing additional financial resources at
the individual level can buy at the collective level.

The standard story in the literature has so far been that more income to an
individual does buy more life satisfaction, but not much and largely at the expense
of the life satisfaction of others (jealousy). Not surprisingly then, a 2018 snap-
survey of fifty wellbeing experts in the World Wellbeing Panel found a large
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majority agreeing with the statement that increases in productivity were better
spent on improved public services than on more private consumption.*’

Yet, we all still want to know just how much wellbeing we as individuals gain if
we become richer and have become used to more money. The ‘best’ previous data
on that question came from studies of UK lottery winners, such as Gardner and
Oswald (2007) who found modest effects at best. The key problem with that study
and the many subsequent ones in different countries that followed was that they
had few lottery winners who won substantial amounts, and that individuals who
won small amounts were often gamblers, and hence different from the general
population. Gamblers were bound to pick up small prizes now and then, but the
effects of those small wins are hard to separate from the losses they incur on all the
bets that did not pay off, or from the fact that they were gamblers for unrelated
reasons. The average ‘lottery win’ in Gardner and Oswald (2007) was thus under
£40 and only sixty-five people in their data won more than £1,000.

A 2020 Swedish study from the University of Stockholm by Erik Lindqvist and
colleagues managed to find 3,362 lottery winners with average prizes close to
$100,000 (Lindqvist et al., 2020). The unusual thing about that study is not merely
that they were able to find so many lottery winners, but also the nature of the
lottery itself: they look at a lottery amongst all members of the Swedish Labour
Party, which included nearly half of the population in the period of the lottery
wins (1990 and onwards). Hence, these lottery winners were not gamblers but
rather accidental lottery participants who were ‘typical Swedes” and who received
large wins that were worth over half their lifetime incomes in hundreds of cases. It
is an almost ideal type of ‘experiment’ to study the effect of more income on,
arguably, average people (in Sweden).

The drawback of their study is that they were not able to follow individuals before
and after the lottery, but started to observe them only at least four years after they
won the lottery. Hence, the study misses all the short-run gains from winning the
lottery, such as the elation that comes with such a gain. Nevertheless, the researchers
were able to ascertain their physical health, mental health, life satisfaction, and how
they spent the money in the years following their lottery wins. They were able to
match these winners with people from the same pool of potential winners, i.e. the
lottery participants who did not win, allowing them to look at long-run effects.

Their results illuminate many aspects of wellbeing economics: first, the add-
itional money had no effect on health, neither physical nor mental, which goes
against the quite universal finding that individuals with higher incomes also have
better health in many developed countries. The main reason for such a ‘null result’
of a random income increase is that Sweden has a decent national health system
that is available to all citizens (‘universal health coverage’). There are thus not

12 See the World Wellbeing Panel at https://www.barcelonagse.eu/research/world-wellbeing-panel/
for this survey and others.
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many physical health services that additional money can buy, at least not for
adults.”® The same explanation probably holds for the lack of additional mental
health benefits: when the social safety net works well, mental health problems are
not due to lack of income. These are policy-relevant insights.

Yet, there is a marked effect on life satisfaction, even after twenty years: a
10 per cent increase in lifetime income buys about 0.04 points in life satisfaction
measured on a 0-to-10 scale every remaining year of life. That may not sound
much, but it is easily twice as much as one usually finds income to matter in many
Western European countries. The probable reason for this high effect indicates
that more ‘regular’ studies of income and life satisfaction suffer from statistical
problems, such as that individuals who are particularly happy in a year under-
report their actual incomes because they may feel less need to mention the money
they made (see Clark etal. (2008) for a discussion).

Equally interesting is that the study finds that Swedish lottery winners spend their
additional financial resources quite sensibly: they did not spend it in one go, but
effectively saved up the vast majority and only slowly spent the resources, partially
via working fewer hours and partially via higher consumption (for example, more
holidays or buying a house). The idea that people are careless with money and
spend a winning in a big splurge seems not true, at least not for Swedes. In the same
vein, data on unconditional cash transfers to poor individuals in Kenya show that
these households are also ‘quite’ sensible (Haushofer and Shapiro, 2016).

The fact that lottery winners significantly reduced their working hours tells us
that, before their wins, they were indeed working longer hours than they would
have wished, probably to keep up their consumption levels. Maybe they have been
trying to keep up with their neighbours beforehand. If that is true, then their non-
winning neighbours are likely to have been jealous, as was, for instance, found in a
recent study of lottery winners in the Netherlands (Kuhn et al., 2011), where the
neighbours of those who won a luxury car were found to be more likely to buy a
new luxury car themselves.

The findings of this simple study are thus quite profound for wellbeing eco-
nomics: the authors find that a 10 per cent increase in income increases life
satisfaction by 0.04 points on a 0-to-10 scale, which is thereby the new benchmark
for what the long-run effect of income on individuals” wellbeing is. The lack of any
effect on physical and mental health suggests further that, in many developed
countries, we should not expect all that much health benefits from increasing

** We may note that the same is unlikely to apply to the United States where universal healthcare
does not exist in the same way as in Sweden or the United Kingdom. Concomitantly, Currie et al.
(2007) find a much stronger income-health gradient for the United States than for the United
Kingdom, consistent with the idea that health correlates positively in the United Kingdom mainly
because of reverse causality (healthier people are more likely to earn more), while in the United States
additional money seems to buy crucial health services that the poor lack. Johnston et al. (2009) confirm
this by looking at objective health measures (hypertension) alongside self-reported health.
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average income more: an efficient and equitable health system manages to largely
overcome the advantage of money.*!

The study and its interpretation also illustrate that the wellbeing literature must
be read in the context of a wider social science literature and a country’s institu-
tional context.

Whilst individual pieces of research and knowledge of specific wellbeing-
relationships are important in policy-making (as evidence will always point to
specific pieces), for many purposes we need more than just single numbers. We
need general lessons that are likely to hold outside of the context in which they
were originally found. It is general lessons that are relied upon when designing
policies, that populate checklists, and that form frameworks.

General Wellbeing Lessons for Policy: Theory, Evidence,
and Implications

The wellbeing literature is vast. We here organize what we have learned from the
literature by putting findings into the context of four theories: cause-and-effect
frameworks that can be the basis of design and extrapolation. We present these
theories together with some of the best available evidence on them, the policy
implications that result from them, and the checklists associated with them.

The first two theories relate to basic comforts and experience goods (goods of
which one only knows what benefits they hold after consuming them), which both
offer fairly straightforward advice. Loosely speaking, many governments in devel-
oped countries already implement most of the insights relating to basic comforts,
though many developing countries and a few developed countries do not. Hence,
insights relating to basic comforts are the least controversial and offer the least
general new insight for many readers, but working through their logic and the
evidence base is still important as it will show that the wellbeing literature
supports and strengthens the case for public service provision in many areas.
Insights on experience goods are beginning to take pace in policy-making right at
this moment because this is where the low-hanging fruit which is least contro-
versial and disruptive is in terms of wellbeing. Yet, as we shall see, the full
implications of the wellbeing evidence on experience goods are not yet imple-
mented and there are many insights that will take years to be fully absorbed into
policy-making.

! Wilkinson and Pickett (2010) also argue that beyond a certain income level health benefits cease
to accrue. Of course, this is not to say that there are not huge inequalities in income within many
countries, which may, for those at the bottom of the income distribution, lead to inequalities in health
outcomes.
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The last two theories relate to status-seeking and belonging, which offer policy
implications and checklists that strongly challenge the status quo of policy-
making and even the self-image of our society. Because of the controversial nature
of these theories, we pay particular attention to the evidence base we have on them
so that readers can more properly decide on their merits.

Finally, we suggest possible intermediary steps between how policy is evaluated
now and how it would be evaluated if the wellbeing lessons were fully taken
on board.

Basic Comforts

The first theory argues that there are such things as basic comforts that are
necessary requirements for wellbeing at the individual level. These include food,
water, shelter, access to basic healthcare, security, lack of noise or air pollution,
and other items that are recognized as universally positive across human cultures
and societies. Their importance is not controversial, though the question of who
exactly should provide them under which circumstances is.

In terms of evidence that basic comforts truly matter, we can first point to
evidence on differences across countries: all the world’s happiest countries have a
sizeable state-provided social safety net (see the country rankings in the World
Happiness Reports from 2015 to 2020, for example). As we have already seen in
the previous section, individuals with higher levels of basic comforts tend to be
more satisfied with their lives. We can also point to evidence on changes over time:
individuals who suffer shocks to any basic comfort are markedly less satisfied with
their lives (see Frijters et al. (2011) for various negative life events). For example,
we know that health shocks, criminal events, or financial distress are all bad for
wellbeing. This also applies to countries as a whole: hunger and lack of safety in
Venezuela in recent years has led to a relatively sudden and large drop in life
satisfaction in the country (see World Happiness Report 2018, chapter 2).

An interesting and instructive case study is that by Coupe and Obrizan (2016).
The authors looked at different provinces in Ukraine and compared them before
and during the civil war, finding large decreases in life satisfaction in the provinces
with heavy fighting whilst seeing no decline in other provinces. They claim that
living in a war zone is associated with a drop in happiness of about 0.6 on a 0-to-
10 scale, which is roughly equivalent to the drop a rich person in Ukraine would
experience when becoming poor.*

*? Their effects are expressed in terms of whether a person has ticked the boxes ‘rather happy’ or
‘happy’ in response to the question ‘Do you consider yourself a happy person?’, whereby these boxes are
the top two out of six. The probability of high answers drops fifteen percentage points in war zones. If
we make the rough assumptions on how that scale would translate to a 0-to-10 scale (applying the
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Another study of how improvements in basic comforts increase wellbeing is
that by Cesur etal. (2017). The authors looked at the introduction of basic
healthcare in Turkey. They took advantage of the fact that in 2005 basic and
universal access to GPs was rolled out throughout the country in a staggered
manner (in some provinces earlier than in others). In their own words, their
calculations show that ‘each family physician saves about 0.15, 0.46, and 0.005
lives among infants, the elderly, and children aged 1-4 per province every year.’
For each physician to essentially save 0.6 lives every year is, of course, an extremely
cost-effective policy.

Similarly, Kim and Koh (2018) showed how the introduction of additional
health insurance coverage (similar to Obamacare) in Massachusetts in 2007
increased wellbeing significantly and permanently, by more than one point of
life satisfaction per year per additional person covered.”> Importantly, they found
that, when a similar health insurance cover was taken away in Tennessee, there
was a roughly equal decline. Their findings are important because they showed
that the wellbeing effect was not subject to adaptation, nor to jealousy: the whole
state showed a clear increase in life satisfaction when health coverage increased,
and this increase remained stable over time.

A study by Finkelstein et al. (2012) followed an experiment in health insurance
by the state of Oregon in wich a random group of around 35,000 low-income
individuals were drawn by lottery to get Medicaid. The randomized design
allowed the authors to show that health insurance did not merely work well
because it reduced anxiety and increased basic health services, but also because
it cut out many ‘mistakes’ made by uninsured individuals who often failed to get
cheap and effective treatments. Providing basic comforts has, therefore, several
effects on both behaviour, consumption, and feelings of stress, none of which
appear to reduce over time or be subject to the jealousy of others.

From other experimental studies we now know that providing basic housing to
families within the communities in which they live improves wellbeing similarly
(Galiani et al., 2017), and that crime is detrimental to the wellbeing of both the
individual and the neighbourhood (Johnston et al., 2018).

Strong suggestive evidence for how important basic comforts are comes from
the growth-experience in China and India. In China, the huge growth after 1978 is
now believed to have been accompanied by a decrease in life satisfaction from
1985 to 2002, only recovering after that (Easterlin et al.,, 2017). This may sound
wondrous if one realizes that from 1985 to 2002 the economy grew well over 300

Parducci (1995) equal-interval assumptions and a roughly normal distribution around the third
option), this becomes roughly 0.6.

** They find a point estimate of 0.7 per person covered on a scale from 1 to 4. Translated to a 0-to-10
scale using the Parducci (1995) method, this is about 1.5. Note that this effect was found by looking at
changes in the average levels, not by looking at the same individuals over time, implying that external
benefits to others are included.
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per cent and that nearly any objective indicator (education, health, and longevity)
increased substantially. Yet, we know of this period that the early growth transi-
tion included the break-up of the previous social safety net inside communities
and state-run companies. As a result, families were left to fend for themselves as
previous pensions, work, and health systems broke down. So whilst, on average,
material living standards improved tremendously, the anxiety and uncertainty
associated with the lack of a social safety net actually lead to a large reduction in
wellbeing that was only reversed once the state started to set up new social safety
net structures in the 2000s, guaranteeing basic comforts.

Exactly the same thing now appears to be underway in India: despite huge
improvements in the economy and all its associated benefits, wellbeing in India is
declining so much that the world average has actually decreased during the past
five years (World Happiness Report, 2018). This too is now argued to happen
because of the loss of the previous community-based social safety nets. As with
China, the expectation is that things will eventually improve at a higher level than
before, but this might take a generation, showing a large trade-off in terms of the
dynamism of transitions and levels of wellbeing.

The essential take-away is thus that the wellbeing literature lends strong support
for what is completely accepted in many developed countries: the provision of basic
comforts by the state increases overall wellbeing permanently and strongly.

Implications and Checklists
Whenever a supposed basic comfort is lacking, one should go over a simple
checklist:

o Is this a basic comfort that would be recognized as positive in any culture and
society?

o Is the provision lacking relative to what well-functioning communities
provide?

« Who would be best placed to provide it? Is it cost-effective for the state to
provide it?

The last question, of course, goes to the fundamental question of what the state
is good at and whether there is value for money to provide the basic comfort or
whether it is better just to leave the need unmet. As a rule of thumb, the state is
good in providing standardized services, which is why it is so heavily involved in
education, health, and personal social services throughout the world.

To give a brief snapshot of wellbeing cost-effectiveness, the UK Department of
Health and Social Care assumes as an internal estimate that it can produce a
QALY via the NHS for about £15,000 (Claxton et al., 2015; Lomas et al., 2019; see
also Department of Health and Department of Education, 2017). We know that an
additional year of life in excellent health is worth around six WELLBYs, which, in
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turn, implies that the NHS currently buys a WELLBY at a rate of £2,500 in 2019
values.** At present, that would be the logical cost-effectiveness threshold to ask of
policies targeting basic comforts. We discuss wellbeing cost-effectiveness analysis
in great detail in chapters 3 and 4.

There are a few caveats to this checklist and its implications. For one, the
division between a basic comfort and other things people want is not always clear.
For instance, irregular noise is welcome if it is a concert, but unwelcome if it is an
airplane engine. Violence is unwanted when it is criminal but wanted in a boxing
match. Another important caveat is that experimental evidence is invariably not
about one single thing. As always in social science, an experiment bundles a large
number of goods that are provided at the same time. Health-care provision by the
state is, for instance, not merely about health, but also about relieving the anxiety
that one could be financially ruined by having to pay private health providers in
case of an unexpected health shock. It is also a form of acknowledgement that a
community is part of a larger whole. Hence, the interpretation of experiments is
always provisional because it requires the active ingredients to be borne out
similarly in different contexts. When it comes to basic comforts, this seems to
be the case: a vast amount of evidence that varies in lots of different aspects
documents the importance of basic comforts for wellbeing. Yet, with anything
new to the list of basic comforts, this caveat should be kept in mind.

Experience Goods and Skills

The textbook definition of an experience good is a product or service whose
product characteristics, such as price or quality, are difficult to observe in advance,
but ascertained upon consumption. A good example is a new drink that one has
not tried before: one does not know if one likes it before one tries it. By consuming
that drink, its characteristics get revealed. After trying, the good becomes a regular
consumption good that one might buy again, but before trying it is an
experience good. Similarly, there are experience skills, which denote skills whose
value people do not know beforehand. This includes, for example, the value of
learning a new instrument or a new language: one only knows the full value of
such skills after learning them, not before.

For many experience goods and skills, individuals can make a reasonable guess
as to whether they will enjoy them by seeing how others react to them and what
others claim to get out of them.

** This uses the current best estimate that the zero point of life satisfaction at which an individual is
indifferent between living or not is a 2 on a 0-to-10 scale and that the average year spent in good health
is worth an 8. See chapter 4 for a more detailed description of these numbers including background
studies.
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For the purpose of this book, we are only interested in a particular subset of
experience goods and skills: not only must their characteristics be difficult to
observe, but individuals must also be somewhat sceptical about their value because
they entail some characteristics that go against social norms or that even suggest a
negative value to individuals or society at large. One could call them experience
goods and skills with ‘misleading characteristics’, but we will simply call them
experience goods and skills. Hence, an experience good or skill will be understood
here as something that would potentially benefit many individuals, but these
individuals can neither anticipate this nor believe it beforehand. The key role of
the state is then to determine that something truly is as beneficial as is claimed,
ascertain that people are sceptical about it, and then either try to convince people
that it is truly beneficial, or else take up its provision and teaching itself.

A good example of such an experience skill are certain forms of selflessness.
Individuals can see the loss to their own consumption in being more selfless,
which means there is a visible cost, whereas the claimed benefit is less visible. Yet,
there are by now many experiments on how certain forms of selflessness can be
enforced in a manner that surprises those forced into them, whilst at the same
time benefiting those forced and their wider communities.

An early experiment is Dunn et al. (2008). As the abstract to their study states,
‘we found that spending more of one’s income on others predicted greater
happiness both cross-sectionally (in a nationally representative survey) and lon-
gitudinally (in a field study of windfall spending). Finally, participants who were
randomly assigned to spend money on others experienced greater happiness than
those assigned to spend money on themselves.’

What the authors did was to randomly assign individuals in a firm to spend
their bonus (around £4,000, on average) on a list of charitable spending items, and
others to spend it on themselves. When they followed them up two months later,
they found that the group forced into pro-social spending was still significantly
happier compared to the other group. This runs counter to standard economic
theory, which predicts that happiness should decrease as individuals in this group
are on a lower utility level due to less income.

The study was, of course, on a small group spending a peculiar type of windfall
income. However, somewhat to the surprise of the literature, the same results have
now been found in a large variety of circumstances of pro-social behaviour,
including modes of giving time (Whillans et al.,, 2017) or money (Whillans etal,,
2016), together with evidence that individuals expect the opposite in terms of effects:

o The effects were found in a sample of delinquent youths, as well as ex-
offenders and toddlers (Hanniball et al., 2019).

o The effects were found whether it concerned money that was presented as a
bonus or whether individuals had to work for it themselves (Geenen et al.,
2014).
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o The effects were found across a variety of cultures, including for higher-
stakes amounts in developing countries (Aknin et al., 2013).

o When bystanders are asked whom they expect to become happier after
giving, the typical finding is that they expect the group that receives money
to spend on themselves to be happier (Dunn et al., 2008).

As a result of these findings, scholars are now experimenting in companies with
variations on this theme, such as having co-workers do each other favours in an
open system of favours that is encouraged and adopted by management. An
illustrative example of this comes from a Spanish firm (Chancellor etal., 2018),
where the authors found the whole firm became happier and more productive as a
result of this community-enhancing intervention.

One should certainly see this as an example of an experience good, but one that
is a package: in each of the experiments, it was not merely the case that groups of
individuals were strongly encouraged to be selfless, but authority was also on
board in that it played an active part. The visible approval of authority to help
their organizations become more of a community via open internal charity is
probably at least as important as the selflessness itself.*®

A good example of institutions that have long recognized and implemented
these lessons are International Baccalaureate (IB) schools. There, all pupils have to
spend a certain number of hours on volunteering and doing good in the local
community, which comes with the obligation to document this. It is a clear
example of selflessness validated by a hierarchy, seen as a good thing by parents
and communities.

It is fairly obvious how this lesson could be extended across communities, firms,
and institutions countrywide. For example, government could implement such
practices internally almost immediately, just as any other private and public
institution could.

Some caveats to this example are important: selflessness is easy to abuse and to
orient towards selfish goals by authorities. Moreover, a strengthened sense of
community can itself become a vehicle for other desires of a group, such as a more
equal say in the running of a place, which may not be wanted by authorities. Also,
more community life comes with having to deal with the shocks and pressures
that come with stronger social ties. Within certain legal systems, those things are
basically a liability for management. Having more selflessness, therefore, depends
on an authority that can be trusted and that does not oppose community life.

** The package aspect may be an important factor why pure laboratory experiments on this, like Falk
and Graeber (2020), obtain conflicting results on the relationship between happiness and giving: when
forcing random people into acts of pro-social behaviour without authority that backs that up, and a
social environment where the experiences are shared and where one can see others being pro-social, the
effects may be different. We will revisit this point again when we discuss the importance of belonging
later in this chapter.
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Finally, there is the question as to whether extrinsically motivating selflessness
may crowd out a given level of intrinsic motivation, so that, when the extrinsic
incentive is taken away, selflessness vanishes (even below levels that were present
before the extrinsic incentive has been set up). This is an important area of
research with currently mixed results.

In general, it is particularly easy to make false claims about experience goods.
Basically anything that does not work is liable to cloak itself in the mantra of being
an experience good (‘trust me, try me, you will be amazed’). Evidence is particu-
larly important when it comes to public recognition of something as an
experience good.

The most surprising experience goods are those for which there are good
reasons for humans to be innately sceptical about and yet which are in fact
genuine. When it comes to selflessness, it is easy for others to demand it from
us for their own benefit, and hence a degree of scepticism is healthy, particularly in
adversarial situations.

What Other Experience Goods and Skills Can We Point to?

An important previous example of an experience skill was the knowledge that
passive smoking exists and is harmful. In the 1950s, that information was not
believed by many people who heard about it, and hence the market for locations
where smoking was permitted had not included this information in its price. The
benefits of smoking (the pleasant sensations associated) were easier to observe and
experience, with the claimed cost to health being far less easy to observe, making
many smokers naturally sceptical of the supposed health costs. The reluctance to
believe that a widespread practice would harm others was also natural, leading to
passive smoking not priced into decisions as much as it merited: customers to
pubs would not include the detrimental effect of passive smoking; parents would
not include the passive smoking effects on their children; and individual smokers
would not include the health costs to others in their calculus.

The main job of the government for decades was to verify, certify, and then
disseminate the information that smoking was truly bad and that, likewise, passive
smoking was highly detrimental to health. Alongside information campaigns also
emerged new regulations to limit passive smoking and to reduce the number of
smokers, which included regulations on advertising, price increases for tobacco
products, as well as outright bans on smoking in public places.

Sixty years on, the culture around smoking has changed entirely. Not only are
individuals and families completely convinced of the negative effects of smoking
and passive smoking, but new social norms have arisen in which the actual effects
of smoking have been incorporated. For instance, smoking in the presence of
children has become taboo for many people; non-smoking rules have appeared in
many companies; and special zones have been created to confine smokers when
they pursue their smoking habits. Individual and collective behaviour have
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adjusted to what was once information only believed by a few: that (passive)
smoking really is bad for health.

Other important examples of experience skills are particular mental health and
socio-emotional skills. For example, cognitive-behavioural therapeutic approaches
to depression and anxiety had been studied for generations before the UK policy
community was finally convinced of their general value and set up the Improving
Access to Psychological Therapies (IAPT) programme in 2010 (Clark, 2018). What
is perhaps even more remarkable than that it took the UK decades to act on the
evidence that was coming out of dozens of trials was that it took other countries
even longer. Now that the UK has rolled out the IAPT programme, several other
countries have followed suit since and they look likely to be followed by many more.

Why did it take so long for governments to believe that mental health problems
were amenable to cognitive-behavioural interventions? We think it is because
individuals not only have a hard time admitting they have a mental health problem,
but also that they have an even harder time imagining that they can re-orient their
own thought processes and behaviours in such a way that their mental health would
strongly improve. The latter requires admitting there is something they do not know
and that they have never experienced as well as believing that they could learn it
from someone else. Scepticism is understandable in such circumstances, both
amongst mental health sufferers and policy-makers. Consequently, it took an
extraordinary amount of evidence to overcome that scepticism.

Socio-emotional skills are also, to some extent, experience skills. The Incredible
Years parenting programme for young children with conduct disorder is a good
example of the genre: this programme trains parents who have children with
conduct disorder how they can improve their interaction with their children and
with each other (Leijten et al., 2013). As with selflessness and mental health skills,
it now seems that socio-emotional skills have strong, life-long benefits, to the
surprise of parents and educators alike. Again, the basic pattern for initial scep-
ticism is the same: parents with disruptive children are not naturally prone to
think of their relationship skills as part of the problem, nor that anyone else could
offer ways of improving them which they could learn. Hence, in this realm too, the
basic invisibility of these skills combined with scepticism make them an experi-
ence skill.

There is another category of experience goods on the horizon: knowledge of
environmental circumstances, particularly air pollution which leads to worse
mental health. Here too, there is increasing information on the detrimental effects
of air pollution on mental health that are not entirely believed by the population
but where governments can start to improve outcomes already. Because people may
not yet believe this, air pollution may only partially be internalized in housing
prices, implying that conventional market-based measures may not (yet) pick them
up, just like they would not have picked up the effects of passive smoking in the
1960s.
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One of the best causal studies on in this area is by Luechinger (2009) on life
satisfaction and SO, levels in Germany during the period 1985 to 2000. The
author was able to use nationally representative data from the German Socio-
Economic Panel Study (SOEP), which has been following more than thirty
thousand individuals in eleven thousand households every year from 1984
onwards. This was combined with detailed local information about the levels of
atmospheric SO,, which were quite high in the 1980s, on average (46.9 microgram
per cubic metre in 1985, for example), dropping substantially afterwards (to 5.3
microgram per cubic meter in 2000, for example).

To identify causal effects, Luechinger (2009) was able to use unanticipated
changes in legislation pertaining to power plants for the whole of Germany,
enforced differentially over time in different areas (that is, first in West
Germany and later in East Germany as it only became part of the unified
Germany in 1991). Using information on wind directions, the author was able
to map who was affected to what degree at what time, everywhere in Germany, as
a result of these legislative changes. An instrumental variable approach was used
to estimate the causal effect of SO, levels on life satisfaction. It turned out to be
fairly linear and constant, with an increase in SO, concentration of 10 micrograms
per cubic metre affecting life satisfaction by a minimum of -0.05 points on a
0-to-10 scale. The author then calculated the willingness-to-pay both from
changes in life satisfaction and from changes in rental prices. The study showed
that no more than 5 per cent of the effect of air pollution was priced in the value of
rental prices, strongly suggesting individuals were simply not convinced or aware
of the strong effect of air pollution on wellbeing.

Similar findings are now starting to pop up in other circumstances: Zhang et al.
(2017) obtain similar results for air pollution on cognitive performance, whereas
Dolan and Laffan (2016) obtain similar results on different measures of mental
health. Importantly, these effects are over and above the better-known physical
health effects of these air pollutants and in fact of greater importance for
wellbeing.

Crucially, similar to air pollution, noise pollution from airports is not affect-
ing house prices by the amount one would expect from its actual effect (Fujiwara
etal., 2017). As with air pollution, the likely explanation is that individuals are
just not convinced of the strong negative effects of irregular noise on their
mental health, even if it actually occurs. For noise pollution, especially irregular
noise from planes, awareness is probably less of an issue than for air pollution
where some pollutants might be odourless and invisible. It is not so much that
individuals consciously lie to themselves, but rather that they may not attribute
the small negative changes in mental health to noise. At the individual level, the
effect is small enough that individuals may either not notice it much or may
simply ascribe it to dozens of other confounding factors (like time or day-of-
week).



WELLBEING MEASUREMENT AND POLICY DESIGN 91

As with mental health skills, considerations around air pollution are now
starting to show up more and more in urban planning and design around the
world because authorities are becoming convinced of the evidence that the
benefits of reduced air pollution are an experience good.

There are, at present, several identified experience goods and skills that are
being considered by policy-makers in their design of new policies and pro-
grammes. Around the world, these are probably the lowest-hanging fruits in
terms of identified wellbeing interventions. The fact that the population is still
sceptical but that the scientific evidence is growing is exactly why they represent
the lowest-hanging fruits: the population has not yet itself taken up these goods
and skills because they do not really know about or believe in them. Hence, the
obvious task is to either accredit their existence and effects, as with passive
smoking, or to simply provide them, as with basic education, which some cen-
turies ago was also an experience good.

Because it is an active area, one should not lose sight of the fact that there are
many claims out there regarding mental health and socio-emotional skills with
little backing. ‘Resilience training’, for instance, is widely implemented and the
word ‘resilience’ widely used, but there are different definitions as to what
resilience is; mixed evidence on whether the programmes set up to increase it
actually work; or that resilience truly improves life outcomes (see Etilé et al. (2019)
for a recent review and new evidence). Resilience is thus a candidate experience
skill, but not yet in the same category as parental skills training or cognitive
behavioural therapy for depression and anxiety because it requires more evidence
on its effectiveness.

There is an active market in services that promise good skills, essentially
claiming to be an experience skill. The market has both truly useful services and
snake oil programmes pretending to be useful. The ease with which anyone can
claim their programme works is precisely what makes the scientific process so
important and what gives governments a clear role: to separate the wheat from the
chaff, accredit that which truly works whilst discrediting that which does not, and
to promote take-up of what works.

Experience goods and skills are usually win-win in terms of public invest-
ments, i.e. they are both wellbeing-increasing and money-saving. This was true
in the case of passive smoking, where reductions in smoking rates both lead to
large increases in wellbeing directly because smokers are found to be unhappier
than smokers (cf. Odermatt and Stutzer, 2015) and indirectly because of
increased length of life. At the same time, there were probable reductions to
public health costs because dying from smoking is very expensive to the health
system.

There are other benefits from selflessness and increases in wellbeing: we
already mentioned that higher wellbeing translates into higher productivity,
less sickness, and higher longevity. However, we also know that more selflessness
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and higher wellbeing is likely to translate into more volunteering, higher tax
morale, less littering, and more pro-social behaviour in general (see Lane (2017)
for a review).

There is a timing issue with many experience goods and skills. Once a
government is successful in convincing a population of their effects, it stops
being necessary to push the message. One sees this with passive smoking:
when what was once believed to be untrue starts to be accepted as truth by
the many, governments no longer have to drag people along because what
was once an experience good or skill has become a normal good or skill. At
that point, governments will be dragged along by the demands of their
populations. Parents and communities will themselves tell the next gener-
ation of the value of these goods and skills, eliminating the need for gov-
ernments to do so.

Today, the situation applies to forms of knowledge concerning selflessness,
mental health and socio-emotional skills, and environmental pollution: many do
not believe the claims made about what we know about these things and hence the
population does not fully incorporate it in its behaviour. This also works in the
opposite direction: sometimes large parts of the population believe something has
an effect that actually does not, such as that inoculations cause autism, and it is
partially the job of governments to disseminate information about what is truly
the case.

The general role of the government is then to provide and disseminate credible
information on experience goods and skills (partially via an oversight structure)
and to organize their production in a standardized manner. The first step in this
process is for governments to absorb the evidence that something which claims to
be an experience good or skills truly is one.

Implications and Checklists

It is obvious what can be done about the experience goods and skills discussed
above. More generally though, there is a particular checklist to be followed with
any candidate experience good or skill:

o Is this truly an experience good or skill? The three tests are:
1. Is a sizeable proportion of the population sceptical about the claimed
effect?
2. Is the candidate experience good or skill in essence poorly visible such
that verification is an issue, or is its value difficult to verify ex ante?
3. Is there good evidence that an intervention works and can be taught to a
group even when that group is somewhat sceptical?
« How effectively can the candidate experience good or skill be provided
relative to other goods and skills?
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o Is there a need and a role for accreditation structures or is there a good case
for actual direct provision?

o Can we think of win-wins? For example, can one organize selflessness to
provide experience goods or skills to others?>®

The important caveat to bear in mind here is that ‘everyone and their dog’
might claim their intervention is an experience good or skill—simply because it
has the basic characteristic that it needs to be tried before its value can be
ascertained. Hence, there will be long queue of candidates demanding to be
tried. Part of the reason it took decades for governments to become convinced
of certain mental health skills was that it was so easy to claim to be in this class of
goods.

This practically forces some degree of scepticism on policy-makers: before
considering the expense of trials, let alone possible roll-outs, candidates will
need to have considerable evidence to even make it to the status of ‘promising
enough to run a large trial’.

Status-seeking

In the Theory of Moral Sentiments (1759), Adam Smith rhetorically asked: “To
what purpose is all the toil and bustle of this world?” He answered: ‘It is the vanity,
not the ease, or the pleasure, which interests us.’

Adam Smith’s concept of vanity roughly corresponds to what we now call a
‘status orientation’, a ‘positional good’, a ‘contest good’, or even ‘greed’. To Adam
Smith, signalling status was a basic motivation of humans, something we could
not as a society successfully repress but that had enormous consequences for
all of us.

Crucially, Adam Smith realized that we could direct vanity towards things that
are socially validated. Hence, Adam Smith’s policy prescription regarding vanity
was revolutionary at the time. He wrote: “The great secret of education is to
direct vanity to proper objects’, meaning that the community as a whole can
and therefore should consciously shape and direct vanity.

We now know that Adam Smith was right in terms of the ubiquitous and
inevitability of ‘status-seeking’, as well as its malleability in terms of direction.
Indeed, we now know that states, in many ways, direct status-seeking, for example,
by giving out yearly honours to those who have done something they approve of,
with the only real question being how to do this even better.

¢ This is more or less what the free ‘Exploring What Matters’ curriculum of the Action for
Happiness charity is set up to do. See our discussions under ‘Belonging’ below.



94 A HANDBOOK FOR WELLBEING POLICY-MAKING

The key thing to note is that we now think of status-seeking as a basic competitive
motivation that is there for good evolutionary reasons: those who do not seek to
out-do those around them lose out in the evolutionary battle for resources and
partners with those who are competitively motivated. Competition, in turn, is in
terms of relative, not absolute outcomes: to win mates, one has to do better than
others. This insight is now part of basic teaching on evolution (Buss, 2016).

Animal studies provide interesting experiments on this basic insight. A famous
video https://www.youtube.com/watch?v=-KSry]JXDpZo shows how one monkey
is initially perfectly happy to do a specific task (returning a rock to the experi-
menter) in exchange for a cucumber.”” Yet, when that monkey sees another
monkey getting rewarded for the same task with a grape, which is more desirable
than a cucumber, then the first monkey in a subsequent round refuses the
payment of a cucumber for the same task. What was initially deemed enough
payment turns into something inferior, and the cucumber gets thrown at the
experimenter whilst the offended monkey rattles his cage in frustration at not also
receiving a grape. It is a beautiful example of what economists call a ‘consumption
externality’, by which is meant that the value of a good is affected by what
someone else consumes.

We now know that this behaviour is ubiquitous amongst social animals
(Chodosh, 2017) and that we see it in almost every walk of life amongst humans.*®

If you, for instance, ask students in visual descriptions (vignettes) whether they
would rather be at the top of one society with a relatively low income, or in the
middle of another with a much higher income, over 50 per cent opt for being at
the top of the poorer society despite the fact that their purchasing power is much
lower (Mujcic and Frijters, 2013). The authors show that this is also seen in other
hypothetical scenarios. For example, when being asked, participants state that they
would prefer to be ‘at the top of a hill rather than on the slopes of a mountain’. It
appears that our brains are specifically geared towards relative evaluations
(Fliessbach et al., 2007). Mattan etal. (2017) review extensive evidence on how
humans quickly sensitize to what they think others have and start evaluating their
own outcomes accordingly.

The enormous implications for wellbeing and policy from the great importance
of status motivations was recognized very early on in both economics and other
social sciences. Veblen (1899) already realized that there is a strong zero-sum
aspect to development if status concerns apply. He recounted many anecdotes
from antiquity where the motivation of dictators and commoners was to out-do

7 See Brosnan and De Waal (2003) for more information.
% See Clark etal. (2008) for a wide survey and Alpizar etal. (2005) for survey and experimental
evidence on the ubiquity of relative comparisons across all types of consumption, including holidays.
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others. After all, the Old Testament does not for nothing warn against coveting
what others have. Karl Marx remarked: ‘A house may be large or small; as long as
the surrounding houses are equally small it satisfies all social demands for a
dwelling. But if a palace rises beside the little house, the little house shrinks into
a hut’ (as quoted by Lipset (1960), page 3).

The implications of the status race for the (relative unimportance of the) size of
the economic pie was exactly the argument of Richard Easterlin, who in 1974
boldly asked: ‘Does economic growth improve the human lot?” He acknowledged
that many earlier thinkers asked the same question (such as Moses Abramovitz
in 1959), and postulated that economic growth only brought greater average
happiness to a country up to a fairly low level of income, after which there was
almost no further happiness coming from further economic growth as long as
basic comforts were met.

Easterlin (1974) did not have much data as evidence, but he could show that
average happiness levels in the United States after the 1940s had not increased
whilst GDP kept growing steadily and strongly. He could draw on surveys in rich
countries (initially discussed by Cantril in 1965), which suggested that several of
the happiest countries around the world were no more than middle-income
countries.

The idea that economic growth does not necessarily generate much noticeable
additional happiness in developed countries has since been confirmed many times
for many countries, including most OECD countries (Easterlin, 2015). There
have, of course, been counter-claims, which include some of the works by the
authors of this book (Frijters et al., 2004), but it remains the case that the United
States have witnessed economic growth without much happiness growth during
the last sixty years. There is also little indication that happiness growth in some
other rich countries has had much to do with income. What is now known, as we
saw with basic comforts, is that it matters whether a country provides a basic
social safety net, usually paid for by taxes on reasonable levels of economic
development. So economic growth can buy happiness, but it depends on how it
is spent.

Notably, the United Kingdom has seen its life satisfaction increase almost
continuously during the past fifteen years despite income levels dropping due to
the Global Financial Crisis. Hence, Easterlin’s main contention and his main
explanation have stood the test of time, with the only controversy remaining to
what degree Easterlin’s hypothesis holds. We know, for instance, that populations
care about how rich their country is relative to others, which means that there is
still some national benefit to higher incomes even if there would be no effect
anymore at the international level (Proto and Rustichini, 2013).

Importantly, this insight has been the mainstream position in the literature on
poverty for a long time. Sen (1983) reflected on a large body of scholarly study
when he advocated that we should interpret ‘poverty’, which really is a state of low
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material welfare and unhappiness, as an inherently relative phenomenon. This
position is still dominant today in terms of the measurement of poverty by means
of counting people as poor when their income is below half the mean or median in
their country (the definition used by the OECD). The proportion of people below
half-mean or half-median does not change if everyone’s income increases by the
same amount, thus decoupling economic growth from poverty reduction if one
adopts a relative definition of poverty.

We have more recently learned that what is important to humans is not
necessarily what they have relative to others, but what they have relative to what
they see others having, much like the monkey becoming jealous only when he sees
the other monkey having a grape rather than a cucumber. Visibility matters
because it makes comparisons salient, so it is quite possible to have happy
countries with high levels of underlying wealth inequality (for example, several
countries in Latin America) where the daily experience of people is to not see this
wealth inequality.

Two recent studies illustrate the importance of visibility. Kuhn etal. (2011)
used an unusual aspect of the Dutch postcode lottery, in which every month a
random person in a postcode was given a new car independent of whether they
were actually taking part in the lottery or not. The authors sent research assistants
to the neighbours of these accidental car-winners, finding out that six months
later, each of the neighbours were 6 per cent more likely to have also bought a new
car. They found no such effect for the neighbours of those who won the regular
lottery and (usually) did not buy a new car.

Another example of the importance of visibility comes from Perez-Truglia
(2018): the author used the happenstance that in 2001 Norwegian tax records
became easily accessible online, allowing everyone in the country to observe the
incomes of everyone else. This additional visibility was via an app. In the ensuing
years, the app started to be widely used such that there was a huge spike in related
search terms on the day that new tax data came out. Perez-Truglia (2018) showed
that the importance of income for life satisfaction increased by about 30 per cent
in this period relative to Germany (which had no such visibility of tax data).
Importantly, the Norwegian government was so dismayed at the increased
importance of materialism that it shut down the easy visibility of the tax data.
Hence, the example shows both the importance of visibility in the status race, as
well as an actual policy countermove that was undertaken as a result.”

** The importance of visibility has long been recognized by the term ‘conspicuous consumption’
coined by Veblen in 1899. Indeed, recent papers showing the great importance of how visible goods are
for their income elasticity and for labour supply choices are Heffetz (2011) and Frijters and Leigh
(2009). Heffetz (2011) essentially asks a group of individuals how visible particular forms of consump-
tion are, and shows that these ratings are strongly related to income elasticities for those goods in the
general population (the more visible, the more people spend extra income on it). Frijters and Leigh
(2009) show that when mobility is higher in US states due to more migration, all groups respond by
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A careful reading of the history of taxation shows many instances of both trying
to tax status goods in order to raise revenue, as well as its sometimes unintended
consequences.

London is a beautiful example of this genre. When William III of Orange took
over, in 1696, he instigated a tax on the number of windows that properties had,
which at the time was a simple tax to verify and collect. The number of windows
was at the time pretty much in direct proportion to the size of the building, so he
was in a sense directly taxing status-related consumption goods as large mansions
had to pay a lot more than small sheds. Yet, the longer-term result of his tax was
that dwellings started to have far fewer windows and that owners started to
brick-up some of them, a salutary lesson for those who might think taxing status
is a simple thing to do.

A recent paper by Butera etal. (2019) on ‘social recognition’, which is under-
stood to be conferring social status to something, summarizes many experiments
around the world that now exist with actively assigning status to people and
activities:

Recent field experiments confirm that public recognition of individuals’ behavior
does, indeed, have substantial effects on behavior in a number of economically
important domains. Examples include increasing charitable and political dona-
tions (Perez-Truglia and Cruces, 2017) by recognizing the donors; increasing tax
compliance by publicising it to neighbours (Perez-Truglia and Troiano, 2018);
affecting education and career choices by manipulating the observability to one’s
peers (Bursztyn and Jensen, 2015; Bursztyn etal., 2017, 2019); increasing
employee productivity by publicising ranks (Barankay, 2011; Ashraf etal,
2014; Bradler et al., 2016); increasing voter turnout by publicising voting records
to neighbours (Gerber et al., 2008); increasing childhood immunisation by publicis-
ing progress through the bracelets given to children (Karing, 2019); increasing the
sign up rates for energy conservation programmes (Yoeli et al., 2013); and increas-
ing the take-up of credit cards by making them a status signal (Bursztyn et al., 2018).

Hence, the visibility of status goods not only matters, but is a quite intricate policy
tool in many areas. Things are not quite as simple as being able to turn status on
and off: to be credible, there have to be mechanisms for continued recognition.
Yet, the principle that status has a major behavioural and satisfaction effect on
individuals is now well-established, leading to a clear public interest in discount-
ing some of the increase in individual status as zero-sum for society as a whole.
If we now think of consequences, one should realize how important taxing
status already is in many countries, and how many activities countries are engaged

working longer hours as status is more easily signalled by visible consumption goods (such as houses or
cars) than less visible leisure goods that take longer to observe (such as education or theatre visits).
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in can be reinterpreted as trying to direct status-seeking, or ‘vanity’ as Adam
Smith called it. For one, the state gives out status to people on the basis that they
have contributed to society. This happens every year in the United Kingdom, for
example, with the ‘honours roll’ where people who have contributed to society are
honoured for their contribution. That is an open signal of status. Perhaps most
importantly, and blatantly, the state honours those who fight for the
country. Most villages and neighbourhoods in countries around the world have
statues honouring those who died in wars, in a well-understood open attempt at
giving status to those who were willing to run enormous personal risks for the
community as a whole. In a very real way hence, the state and communities indeed
can be said to ‘direct vanity’.

Hence, status not only matters, but the state is dependent on taxing status-
oriented activities and is often quite active in deciding what activities to confer
status on and what activities to openly shame and punish. The question, therefore,
is not how to reduce status-seeking activities, but simply whether we can improve
on the current list of status menu prices, adjust visibilities, and orient status
concerns to even better activities.

Private persons, and the private sector more generally, are also involved in
consciously conferring and encouraging status. Families will naturally try to
confer some status on pro-family activities whilst private companies will naturally
try to increase the degree to which their products and services are seen as status
goods because this is what increases their demand.

It is then mainly public goods and unbranded basic commodities that lack
status as there exists no active agent that tries to confer status to them. Hence,
status races mainly apply above the level of minimum welfare provided by the
state. Anything that is recognizably above this minimum and from which a private
provider attempts to gain by increasing its desirability is likely to have a strong
status component. That status component can be invested in by marketing,
awards, or pricing.

Implications and Checklists

The primary implication for policy is that further increases in private consump-
tion levels in many developed countries are likely to be largely zero-sum in terms
of relative consumption levels and not themselves of interest under a rational
wellbeing orientation that looks at average population wellbeing. What this
concretely means is that any increase or decrease in consumer or producer surplus
that is somewhat visible to others should be subject to an ‘Easterlin Discount’ in
terms of the change in overall societal surplus counted in cost-effectiveness and
CBAs, impact studies, business cases, and so on. This is not to say that individuals
and firms should not invest in private consumption and wealth anymore, but
simply that private consumption and wealth would be valued less in policy
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evaluations and appraisals from a public policy perspective if policy has the
average population wellbeing as objective.

If one starts from the status quo in which increases in economic surplus are not
discounted for any consumption externality and are treated on a par with changes
in taxation or the valuation of environmental goods, then the adoption of an
Easterlin Discount would change matters a lot. If one, for instance, were to adopt a
50 per cent Easterlin Discount on any form of private consumption and wealth,
then this would mean that all current valuations would have to be adjusted in the
sense that all changes in visible consumer and producer surplus would have to be
reduced by 50 per cent. This would not hold for valuations of intangibles or the
environment as long as these are not private or visible consumption goods: it is
precisely the visibility to others that matters, not the visibility of what belongs to
everyone (like the environment), nor intangible goods that cannot be seen (like
mental health or socio-emotional skills), nor forms of consumption open to
almost everyone (like some basic comforts).*

Later in this book, we will spell out what this means in particular case studies,
but can mention here that the calculated economic surplus changes in housing
improvement projects or airport expansions, which are clear examples of visible
surplus that would be subject to an Easterlin Discount. Ideally, the precise
Easterlin Discount factor comes from scientific evidence on private consumption
externalities that is transparent and open to debate. It is also possible to apply
different Easterlin Discounts to different private consumption goods, although
this, arguably, might lead to distortions in terms of strategic manipulation due to
recategorizations of goods. Here too, the precise factor should stem from scientific
evidence. In any case, one wants, ideally, a clear rule that is difficult to circumvent
to avoid distortions in labelling. A practical approach would start with a discount
factor that is roughly right (ideally a single number), allowing for exceptions
where good evidence can be brought to light. Highly visible private consumption
and wealth could be discounted 50 per cent in policy evaluations and appraisals,
invisible ones not discounted at all.**

Naturally, the question then becomes what is highly visible? The ‘selfie test’ seems
a good rule of thumb: if someone can believably brag about it on Instagram by
taking a selfie with it, it is a visible consumption good subject to status consider-
ations. This, of course, includes cars and houses, but also a holiday in the Alps or in

%% It is possible to be both jealous of what someone else has and still wish that good for them for
other reasons, such as when they are family or when one thinks it is good for people to have those
things (such as employment). That said, there might be positive consumption externalities and negative
consumption externalities on the same good.

! Alpizar et al. (2005) tried to uncover consumption bundle-specific degrees of relativities, but it is
unlikely that their findings are accurate because they rely on their subjects (students in Costa Rica)
being completely rational about relativity. Moreover, relativity is not fixed but can quickly change with
visibility (as evidenced by the Norway tax experiment, cf. Perez-Truglia, 2018).
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a fancy resort. What it would not include are improved socio-emotional skills, a
more sustainable climate, or a quiet time with loved ones: as soon as one starts
taking selfies of a quiet time with loved ones, it ceases to be quiet time.

Taking account of status considerations would thus lead to a clear and across-
the-board change in how state bureaucracies calculate the value of increases in
private consumption and wealth, subjecting such changes to a uniform Easterlin
Discount with exceptions only when there is strong scientific evidence emerging
for a number that differs from the default. Since the whole country can brag about
anything that is seen to belong to the whole country, such as national museums
and national accomplishments (like winning sports events), those kinds of public
consumption and wealth should not be subject to a discount, at least not as
counted by national agencies.

Another policy implication is a different approach to ‘vanity-related” aspects of
educational curricula or equivalent programmes inside organizations. One, for
instance, wants to direct status-seeking more towards the good of the community
and towards outcomes that individuals can achieve, rather than towards outcomes
they usually cannot achieve or that come at great cost to the community. This
needs to be argued on its merits in each case, but one can, for instance, reasonably
argue that the advocacy of impossible body images in magazines and elsewhere—a
form of directing status to a particular body shape—is detrimental to the health of
young girls and should be curtailed.

The basic checklist then is:

o As an adjustment to current methodology, an Easterlin Discount may be
applied to all changes in the relevant private economic surplus, unless there
is a clear case that the good at hand is largely invisible to others and thus not
a status good per se. The discount does not apply to tax revenue from which
public goods are paid as these are not privately owned.

» What are the current ways in which an organization is promoting some
forms of status-seeking and discouraging others? What are the full external
effects of these orientations? If detrimental, status-seeking activities may be
taxed or discouraged in some other way. If positive, they may be encouraged,
particularly if the benefits are felt by the community as a whole.

An important caveat concerns government investments that are themselves
similar to those of private investors. When a private investor receives a return that
is a (visible) economic surplus, that return may be subject to an Easterlin Discount
when it comes to how society would value it, just as an Easterlin Discount would
hold for private investments. When the government invests in productive cap-
acity, however, this should in contrast be seen as a straightforward investment in
future tax revenue. The relevant question then simplifies to whether a tax invest-
ment now comes at the benefit of a higher rate of return in terms of future tax
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revenue compared to other government investments. Effectively, current public
goods are traded off for future public goods, in which case one does not want to
apply a discount to either.

Belonging

When it comes to belonging, we mean the importance of social relationships,
community ties, feelings of connections to other people, and the quality of
interpersonal relations.

Ed Diener, in chapter 6 of the 2019 Global Happiness and Well-Being Policy
Report, summarized the current state of the wellbeing literature as follows:

If there is a single ‘secret’ to happiness, it is to be found in high quality social
relationships. This finding emerges time and again in the research literature.

Social relationships exist in social groups, some small (like nuclear families), some
medium-sized (like local communities), some very large (like religions and coun-
tries). Individuals are part of many groups and have many social relationships
with others in those groups, flitting in and out of groups as well as in and out of
relationships. Both the quantity and quality of those relationships matter.

Importantly, statistical agencies are currently not well set up to record the flow
and stock of social relationships, or their quality. A typical example of how they
are often measured is given by the surveys organized by the University of Hull
surrounding the Hull 2017 initiative, when Kingston upon Hull was the UK City
of Culture hosting close to three thousand events in 2017. The researchers were
interested in how the celebrations in Hull would affect measures of belonging in
Hull and thus conducted fairly large (about 2,800 respondents) surveys before,
during, and after 2017. In these surveys, they asked respondents about the extent
to which they agreed with certain statements or asked them direct questions about
belonging such as: ‘T am proud to live in Hull’, ‘Members of the community listen
to you’, I feel connected to my local community’, ‘How often do you use
Facebook’, or ‘How often you feel lonely’.

Questions in other surveys that may proxy for belonging include the classic
general social trust question of the form: ‘Do you generally trust individuals in
your neighbourhood/city/country’, or how many friends individuals have or
whether they have at least one friend they could rely on in case of an emergency.
The English Longitudinal Study of Ageing (ELSA), for example, has followed over
time how many friends people report to have, how positive people feel around
those friends, and how they communicate with them.>* An interesting stylized fact
for the United Kingdom is that community trust has increased over time, probably

*? For a description and many studies, see https://www.elsa-project.ac.uk/.
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a major factor in the general increase in wellbeing in the United Kingdom over the
past years.*®

Hence, statistical agencies do try to measure the stock of community relation-
ships by asking individuals about their number of friends and means of commu-
nication with others. What is difficult to observe, though, is both sides of these
relationships, how they came about, what allowed them to occur, and what might
break them up. The lack of data on such things reflects the difficulty of observing
an actual relationship as well as the difficulty of defining and finding such things
as ‘friendship groups’ or ‘communities’. Statistical agencies usually work off lists of
individuals and households; they lack a list of current communities or relation-
ships and hence do not have an obvious way to sample them or predict their
emergence.

As a result, our understanding of how relationships arise, are maintained, and
of their emotional content is largely based on a large amount of observational
cases studies and on comparisons across large groups, leading to somewhat vague
stylized facts like ‘Latin American culture has warmer social ties’, where both the
notion of a Latin American culture and the notion of a warm social tie is imprecise
because both are in the eyes of the beholder. Nevertheless, slow progress is being
made and there is hope that in the future statistical agencies will get a better
handle on actual interactions between people and thus relationship formation (for
instance, by collecting information on whole neighbourhoods or communities).

A well-known example of an attempt to measure social relationships in a whole
community is the Framingham Heart Study in the United States, which tracked
about five thousand individuals in the town of Framingham via health clinics,
keeping tabs on who was friends with whom. The researchers were still not
observing the relationship formation directly but at least looked at dynamics.
Fowler and Christakis (2008) found that happy individuals were often found in
groups, partially because happy people befriended other happy people, which we
also see, for instance, in partnership and marriage in general (the happier are more
likely to get married; cf. Ferrer-i-Carbonell and Frijters, 2004). Fowler and
Christakis (2008) found that having a happy friend living within a mile was highly
predictive of own levels of happiness, and that the loss or gain of friends strongly
co-moved with decreases or increase in happiness, respectively.

This concurs with the general lesson we know from migration flows around the
world, where the 2018 World Happiness Report found that economic migrants
within a year of arrival had caught up 75 per cent with the level of life satisfaction
in the country they had migrated to. The underlying data for that claim were

** For a primer on some of the data available and options for measuring ‘community wellbeing’, see
the United Kingdom’s What Works Centre for Wellbeing scoping report in Bagnall etal. (2017).
Moreover, Bagnall et al. (2019) discuss what can be done in terms of physical infrastructure (i.e. parks,
design of buildings, etc.) to improve the formation of social relationships. Charles Montgomery’s
(2013) book ‘Happy City’ is another good, general interest read in this field.
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cross-sectional, meaning that they did not observe individuals pre- and post-
migration, but the finding nevertheless strongly suggests, especially since it was
found in several datasets, that migrants quickly partake in whatever causes low or
high levels of wellbeing in the destination country. This fits the general idea that a
lot of wellbeing is tied up with the general quality of social relationships and the
ease with which these relationships are made in a country, leading to the question
of how relationship formation can be improved.

Other examples of the importance of social relationships for wellbeing, which
were summarized and referred to in chapter 6 of the 2019 Global Happiness and
Well-Being Policy Report, include:

« Latin America is unusually happy, particularly places like Costa Rica and
Columbia. Despite high levels of violence and medium levels of income,
these places provide basic social safety nets and have warm social commu-
nities where enjoyment of life is openly advocated (Rojas and Garcia, 2017).

o The quality of interpersonal relationships (such as the relationship with
management) is a strong predictor of job satisfaction (Matzler and Renzl,
2006). It is even more important than pay.

o Shocks that disrupt communities create huge medium-term loss to well-
being, though not necessarily in the long run. As we saw already, this loss was
observed in China in the 1990s and 2000s, and is now being observed in
India. This is partially about anxiety due to insecurities surrounding basic
comforts, but also about the loss of a social-group attachment. We can see in
China, for instance, that the rural-urban migrants are more miserable than
those who remain in the countryside, despite the fact that their income is
more than double and even though these migrants do usually return home
(Frijters and Meng, 2012). What they miss in the cities they work in is their
community.

o At the personal level, relationships with spouses, children, parents, and
friends show up as strong predictors of wellbeing, with negative shocks to
loved ones (for example, the death of a child or the spouse) amongst the most
negative life events that can happen to people (Oswald and Powdthavee,
2008; Frijters et al., 2011).

o A strong co-movement of levels of wellbeing within a large community,
particularly a whole country: there are (temporary) spikes in happiness when
a country ‘wins something’ (for example, a football match) and sustained
slumps if the country and its ideology is seen to lose’ (such as the collapse of
communism, cf. Easterlin, 2015).

‘Belonging’ thus includes having good social relationships, including a joint
sense of identity. Important indicators of high levels of belonging are community
trust, cohesion, willingness to contribute to the community, and indicators of an
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active and warm social life. The basic theory is that individuals enjoy being an
active contributor and a valued member of social groups. It is best if the appre-
ciation is real because what is contributed is truly wanted by others, cementing
social ties between people.**

Individuals are members of many groups at the same time, forming new groups
(like families) and transitioning between groups (from school to employment),
including virtual groups. The basic relation to wellbeing is the same in all of them
though: when individuals cannot contribute or feel that they and their actions are
not appreciated by their groups, their wellbeing suffers. Sometimes that is a good
thing in the short run, such as when it gets them to join a different group where
they fit better. However, long-term disconnection with others involves loneliness,
alienation, resentment, and desperation.

The working ingredients in all three of the previous theories above have an
element of belonging in them: having certainty about basic comforts provided
makes people feel valued and part of something; selflessness and other socio-
emotional skills in the area of experience goods or skills partially work so well
because they create communities and the skills to be active in them in a sustain-
able way; and part of the pain of low status (or even poverty) is the feeling of no
longer belonging and being valued by society. The importance of feelings of
connection and harmony between the individual and his or her groups hence
cannot be overstated, despite those concepts being somewhat vague and difficult
to measure at present.

The essential object of collective action by much larger groups (such as the
state) is then to organize the rules of the game and circumstances such that there is
a healthy ecology of group formation and destruction, and hence social capital
formation (bonding capital within groups and bridging capital between them),
with virtually everyone slotting in somewhere they want and are wanted.>® The
many difficulties include the fact that groups are not necessarily set up with the
benefit of the whole in mind (criminal gangs are groups too!); that there is a basic
tendency for sub-groups to start to see others as outsiders when there is a benefit
to the insiders in doing so; that groups need to be seen to punish deviations from
social norms they maintain so as to remain functional; and that group member-
ship is nearly always exclusive (someone is left outside, by definition).

The state and collective institutions are involved in all aspects of group forma-
tion, for example by providing education in the language used to communicate

** Although we use slightly different terms to keep consistency with the rest of the book, our line of
argument basically follows Turner et al. (1994), Haslam (2004), Haslam et al. (2010), and Frijters and
Foster (2013).

** Here, capital is used in terms of a stock of something that can be added to and reduced, and that is
used in some function of production to produce outcomes. Relationships between people can be seen as
such a thing: they require time investments to form and can also be destroyed by both sides of a
relationship. Moreover, they give those in relationships flows of services (like joint enjoyment of
friendship activities). Thus, relationships can be viewed as a type of social capital stock.
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within groups, by providing the legislation of the rules governing the formation
and dissolution of many groups (think of divorce and bankruptcy, or registered
societies), by creating groups that have specific tasks for which they receive
budgets, by creating separate institutions, by disseminating collective information
via media, or by maintaining collective stories of the past (heritage).

We offer a checklist of five points that any policy-maker, analyst, or manager in
the civil service can ask in connection with belonging that is relevant to wellbeing:

1. Permission: ‘Do we give the people we serve permission to have a high
wellbeing via warm social relationships?’

2. Engagement: ‘Do we walk the walk on wellbeing ourselves in that we are
seen as part of the group that values it?’

3. Information: ‘Do we know the wellbeing of groups and do we communicate
that knowledge, showing that we think it matters?’

4. Identity narratives: ‘Is the story of who we are conducive to wellbeing?’

5. Creation and destruction: ‘Have we got the right communities and (sub-)
communities?’

We turn to each of these points below.

Permission

The importance of permission comes from the wish by individuals to be valued by
others. This makes them look to authority and group power structures for an open
signal that what they want and can contribute is openly valued.*® This extends to
the wish to be happy as well: if authority treats wellbeing as something that is not
truly valued, group members will take their cue from that and value it less too.
Indeed, they may erect cognitive barriers to even thinking constructively about
their own happiness.

So giving permission matters: namely, to notice that it is truly ‘okay’ to work on
one’s own wellbeing and that of others and that this is liberating and validated. We
see this in the selflessness experiments mentioned previously where people to their
own surprise enjoyed the community aspect of helping others when they notice
that they truly had permission.

A good example of this are the self-help activities of the Action for Happiness
charity, and in particular, the eight-week ‘Exploring What Matters’ course, evalu-
ated by Krekel et al. (2020). The intervention consists of volunteers leading group
discussions for ninety minutes, eight weeks in a row, with around fifteen people

*¢ Ellemers etal. (2004) talk extensively about the psychology of leadership and the crucial role
managers play in constructing the group identity of a workplace or an organization. Haslam et al.
(2010) give many examples of how leadership creates identity and that leadership needs to maintain
one that works well.
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per group. These groups openly talk about topics such as ‘What makes a happy
life?’, ‘Can we be happier at work?, or ‘Can we create a happier society? The
group discussions are occasions in which participants give themselves and others
permission to really treat the question of their own happiness and that of others
seriously.

The impact evaluation employed a waitlist randomization protocol, looking at
how the life satisfaction and mental health of about seventy people who went
through this curriculum compared to that of about seventy other people who
enrolled at the same time but went through the curriculum six months later. The
study found that the curriculum increases life satisfaction of the treatment group
by a whole point on a 0-to-10 scale compared to the control group, an effect that
was even slightly higher eight weeks after the course had finished, suggesting that
there is no adaptation and return to baseline. There was a strong reduction in
depressive symptoms and anxiety as well.

There are many other studies with similar content (reviewed in Layard (2020),
for example), but the key point to note here is that permission matters: what
individuals believe is acceptable to truly mull over can be altered by the reaction of
others, particularly the top.

Hence, a policy implication is to give permission to be happy, as simple as that,
in terms of openly valuing wellbeing and social relationships while not under-
mining that permission by being dismissive about it in a noticeable way.

Engagement

Closely related to openly giving permission to be happy is being seen to ‘walk the
walk’, ie. to implement wellbeing-improving changes in one’s own neck of the
woods when there are clear opportunities to do so. This includes one’s own work-
place, but also, of course, the groups and communities one may have influence with.

Engagement can take many forms, ranging from setting up selflessness inter-
ventions like the ones described previously, to being supportive of initiatives of
others in this direction if they work well. It essentially involves the application of
the three main wellbeing theories described before, incorporating new insights as
they emerge.

Engagement also involves the application of some of the main things we know
about sustaining cooperation within groups: to be seen to punish those who harm
wellbeing and to reward those who increase it.>” Part and parcel of that can be
things like—for example, by conferring status—openly valuing those who manage
to improve the wellbeing of others, including their own staff and colleagues.

37 See Haslam et al. (2010) for more details.
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Information

The formation of social relationships can be seen in a similar way as the creation
of jobs: like any relationship, jobs involve at least two parties (employer and
employee), may not last long, and generate benefits for both sides. Just as with
jobs, the various parties in social relationships have to be able to find each other. In
the case of jobs, that includes information on characteristics of both job offers and
job seekers.

A key aspect of improving the market for social relationships is thus to measure
wellbeing and its key drivers related to belonging at the organizational level.

This already happens on a large scale in the United Kingdom, for example,
both for the public and the private sector. Compared to other countries, it is
probably fair to say that the United Kingdom leads the world in openly available
information on the wellbeing of staff. At the Institute for Government, for
example, one can find the wellbeing levels of workers in various public sector
institutions across the United Kingdom.*® At Glassdoor, one can find similar
information about various private sector employers.*® At 80,000 Hours, one can
see the judgement of a charity as to how individuals can best spend their lives to
increase the happiness of the world.*’

The purpose of this information is both to have an idea as to the current state of
wellbeing in any organization relative to that of others, so one knows which place
is doing well and which is not, and to provide information for those trying to find
a group to belong to, job-wise. This latter role is thus of optimal matching of
individuals to groups, in this case employers. It is an example of how information
is used to deliberately influence the formation of groups, not merely to inform
existing groups of whether it is likely that they can improve matters.

The principle of wellbeing measurement and of the communication of that
measurement in order to foster groups with higher wellbeing can, of course, be
extended beyond its current level. It is already normal in Welsh schools, for example,
to measure life satisfaction and various aspects of social relationships within schools,
partly to help schools identify opportunities for improvement and partly to help
parents and pupils choose schools. Yet, this does not happen in English schools.*!
Open measurement is also not yet, as far as we know, a tool to compare and measure
what goes on in prisons or youth institutions. It is not yet open information
anywhere as to how satisfied different types of patients fare in different hospitals.**
It is not yet normal for every manager to track information as to how staft is doing

*® https://www.instituteforgovernment.org.uk/explainers/location-of-civil-service.

https://www.glassdoor.co.uk/Reviews/index.htm.
® https://80000hours.org/.

1 See, for example: https://dera.ioe.ac.uk/24929/3/151211-children-young-people-wellbeing-moni
tor-2015-en_Redacted.pdf.

2 There is, however, a lot of information available on health in the United Kingdom, such as via the
Care Quality Commission.
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under his or her care, let alone to make that information available. Hence, informa-
tion and optimal matching in terms of wellbeing can likely be further improved.

Identity Narratives

As Haslam et al. (2010) noted, managers create stories as to what the group is
and does. Any state institution also does this. The state as a whole is pivotal in
the creation and maintenance of the story of ‘all of us’, i.e. the population of a
country.

Taking again the example of the United Kingdom, let us first remind ourselves
of the many ways in which the state actively propagates a story of the country and
its various smaller communities. There are, for instance, listed national sports
events that are mandatorily offered to free-to-air TV channels such as ITV or the
BBC (for example, the Wimbledon finals, the Olympic Games, or the Grand
National). There are National Parks, National Trails, and National Heritage
sites. There are national symbols such as the flag and the anthem, national
holidays, national commemorations, a national language, national defence, a
national broadcaster, even a quasi-national religion (the Church of England and
the Church of Scotland). And, of course, there is the monarchy.

By comparison to other European countries, the United Kingdom has relatively
‘heavy’ forms of national identity-bearing institutions, reflecting the many cen-
turies in which power was centralized strongly under the monarchy and now
parliament. The idea that a monarch is the head of the church is, for instance,
quite unusual in Europe. The notion of the Queen’s representatives in regions and
whole countries is similarly a strongly unitary and centralized approach to identity
that is unusual in Europe. Yet, on the other hand, the United Kingdom lacks a few
identity-creating and maintaining institutions that are seen as pivotal in many
other EU countries, such as a single national school curriculum, which is particu-
larly important to identity when it comes to history.

Like most other countries, the idea of a united territory and population is
integrated into UK democracy: only UK citizens can vote for the parliament and
can stand for election. There is thus such a thing as the UK ‘demos’. This is, of
course, normal in many countries, but noting it should remind us that the United
Kingdom in fact does in many areas have an active approach to the maintenance
of a single unifying identity.

We give this reminder of the role of the state in creating and maintaining a
national identity to show that questions of identity and tensions between different
identities are at the very heart of the state in the United Kingdom. One might
think that the creation and maintenance of a national identity are outside of the
scope of state action, but this is not true: pretty much all smaller groups and
identities are bound by the general legal system that sets the rules of the game for
group interactions and expressions of identity. Moreover, the state creates new
groups actively, such as by setting up new institutions or funding local groups to
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grow. Finally, the state is heavily involved in identity-creating activities, such as
education and the use of a shared language.

If we think of the national identity aspect of belonging as an engineering
problem, the general question is what the ideal mix of cultural diversity is between
individuals, communities, and the country as a whole; and what the optimal
configuration of state institutions and responsibilities is given a certain level of
cultural diversity.

From international comparisons, we have a reasonable suspicion about the
belonging-elements of the happiest countries (like the Scandinavian countries):
they have a national story that is inclusive in the sense that there are no innate
barriers to any citizen in those countries joining the notion of ‘us’.** Around
that national story, individual communities and regions have their own iden-
tities and stories, but more in the nature of ‘variants of” rather than ‘rivals to’
the overall national identity, without any separatist movements. There appears
to be a spectrum of possibilities within which high levels of wellbeing are
possible.

The countries with an extremely uniform identity and thus quite low diversity
include Japan and South Korea, both collectivist countries. They have high levels
of GDP, strong pro-social behaviour in the population, and are well-governed.
However, they have relatively low levels of wellbeing compared to Northern
Europe and Latin America. One explanation for this is that the strong unitary
identity implicit in collectivism is constrictive to its populations such that there is
not enough room for personal development and enjoyment, constraining the
warmth of many social relationships (Suh and Oishi, 2002). Maybe they are not
selfish enough.

On the other extreme, there are the ‘fractured countries’ in Africa where
colonial boundaries created countries with highly dissimilar regional identities,
leaving no overarching identity that binds these regions, leading to disruptions
ranging from tensions to full-blown civil war (this is a well-researched area, see
Keller (2014), for example).

The happier countries in between these extremes have a reasonably strong
shared identity, although there is a spectrum in which degrees of federation can
keep the whole together whilst leaving individual regions and communities a
larger sense of distinctiveness. Hence, the more diverse the smaller identities,
the more federal the system should probably be to regulate these differences. If
separate communities and regions do not have some identity of their own, local
public good provision and community cohesion are low.

Within this spectrum, there are quite happy countries, like the federal Swiss or
the somewhat less federal Finns, and somewhat unhappy countries and regions,

** This means, for instance, that citizenship is not exclusively defined by bloodlines (‘ius sanguinis’).
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like Portugal or the Balkan countries, which are possibly unhappy due to major
economic disruptions (Portugal) or cultural factors (Balkans).

Whether a country has the right balance is difficult to ascertain empirically.
What matters is that there are wellbeing benefits of cohesion arising from a shared
identity, as well the quite well-known ways in which that shared identity is actively
shaped and could further be shaped.**

How could one create more cohesion? One could foster more uniformity in
beliefs, attitudes, or behaviours via education and create more shared experiences
and interests via mixing communities and a joint story of ‘us’ that people can
identify with and look up to. The policy options to increase or decrease commu-
nity cohesion are varied: one could have a mixing model of a national army
(France) versus regional regiments (United Kingdom); mixing students around
the country via regional specialization in universities (Netherlands) versus all-
purpose universities everywhere (Australia); mixing government staff around
departments; introducing a national history and culture curriculum; organizing
school trips to national museums; having a national (social) service; having a more
federal model if the regional differences are large; and maintaining a reputation
that the law and political favours indeed fall equally to everybody everywhere (and
are not, for instance, biased towards a capital city).

However, there are a few basic tensions, too: achieving more commonality
requires conscious investments in the story of ‘us’, which is costly, also because it
needs to be maintained (Haslam et al., 2010); existing identities and communities
have a competing story that would have to be replaced, which comes with short-
run losses that may be worse if the local communities feel they are being harmed.
The gains to common identity are long-run and there is a short-run free-riding
incentive; greater community life comes with the problems of community life
which require additional structures to cope with—a necessary cost for some
institutions (for example, the army, which has to cater for families) and probably
not cost-effective in others (for example, private firms). The more there is a joint
story of us, the more will the majority demand to share in the wealth of the whole,
which threatens the wealth and the status of those at the top, implying that greater
uniformity is not politically neutral.

Identity stories and changes in the sense of belonging are generated throughout
the country, so it is not always clear that the state needs to push a joint story or
whether enough cohesion emerges anyway. The United States, for instance, has a
strong national narrative and there is also a natural pull towards images of success,
so a country doing conspicuously well will have more cohesion-forming. Also,
perceived dangers to the population, as we are now experiencing in the Covid-19

** Frijters and Foster (2013) describe this in great detail. Haslam (2004) and Haslam et al. (2010)
also provide relevant insights.
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crisis, can translate into a push towards more social cohesion. In sum, there are
basic tensions between regions, time-periods, and social layers.

What would a rational approach to identity look like? There would need to be a
measurement of tensions: how much people feel part of the same country? How
proud are they to belong? What were the last things that made them feel good
about the country? What made them feel bad? Do they feel everyone in their
country is treated equally? Ideally, one wants to know the hierarchy of identifica-
tion when it comes to neighbourhood, larger community, regions, or the state.
There should also be a measurement of instruments: heritage sites, mixed com-
munities, intermarriage, or shared events. Finally, there should be a rational
appraisal of the total benefits of the application of various instruments.

Creation and Destruction

Have we got the right groups and how much does it matter if some current group
identity is dissolved? This question comes up in many circumstances, including
the drawing of regional boundaries, displacement when there are natural disasters
or major infrastructure projects, as well as the creation and destruction of groups
via budgets (as a rule of thumb, every budget maintains or creates at least one
group around its expenses). It is also a natural aspect of a market economy that
firms (which usually also create work communities) get created and destroyed
over time by competitive pressures, involving the policy question as to whether
they should be ‘rescued’” when they fail.

As we have argued by now, the main rule is the one already in operation: does
the current set of groups perform a useful function or could a different group with
a different orientation add more to national wellbeing? One should expect the
dissolution of any group to cause pain in the short run (via the destruction of
social ties in those groups) but since people want to feel truly valued, it will often
be the case that it is better to follow the longer-term strategy of going with what is
sustainable: people will often find places in new groups.

An important ‘unknown’ in this regard is just how fast group formation goes in
the absence of state intervention. The ‘natural rate of group formation’ that arises
out of a ‘group matching function” matters especially for the question of how bad
it is to actively dissolve groups. The higher the natural rate, the less one needs to
worry about all but the largest negative shocks to the social system. One might
think of this natural rate of group formation as corresponding to the notion of the
resilience of the overall social system. This then contrasts with individual resili-
ence, which is about weathering individual shocks, and national resilience, which
is about weathering all types of shocks, not just shocks to particular sub-groups.

In Sum
Belonging is probably the most important ingredient of wellbeing and the one that
we are least sure about as a research community, despite years of active
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deliberation and many books on the subject. This is because groups come in many
shapes and sizes, and they form and dissolve quickly. To estimate how wellbeing
may be changed via some belonging-oriented intervention is tremendously
difficult.

For some of the five points offered in our checklist (permission, engagement,
information, identity narratives, and creation and destruction), it should be fairly
clear from the theories described previously what to look at and what can be done
(as in the case of information and permission). But on this issue of identity and
group creation, one essentially needs deep knowledge of individual and social
processes, as well as wellbeing, economics, and politics.

A rational national approach to identity formation is at the moment still
futuristic. The question of ‘who we could be’ remains wide open.

What We Do Not Yet Know or Are on
the Fence about

The four theories above represent what we know with most certainty, at least in
terms of what matters and what the policy levers and checklists are. However,
there are also large areas of decision-making in which governments operate where
we have little idea what the right way forward is from a wellbeing perspective.
Hence, we want to briefly mention a few studies and areas where there are blind
spots in our knowledge.

Caring for the Homeless

Even the richest countries have a small population at the bottom of the ladder,
including the homeless. Can they be effectively helped?

One would think that spending lots of resources on the homeless is always a
good thing. Surely, the wellbeing of a homeless person can only increase if one, for
instance, gives them a home and organizes intensive psychological and regular
health services?

It appears not to be this straightforward. A randomized controlled trial in
Canada brought out the difficulties with this approach, summarized in
Stergiopoulos et al. (2015).

The Canadian trial was large, similar in scope and intention to the UK Housing
First programme, and involved a quite extensive group of agencies to measure and
track outcomes. Some 2,148 homeless individuals across Canada, with new cases
starting during the 2009 to 2011 period, were randomly assigned to intensive
housing-and-social-support help (versus ‘normal help’) for twenty-four months in
the period 2011 to 2013. Every six months, they were extensively interviewed, with
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additional measures taken from public records. The key wellbeing outcome was
life satisfaction on a 0-to-6 scale, although the study also included standard
measures of health (the EQ5D) and many highly specific measures, for instance
of substance abuse and criminal activity.

The results were somewhat surprising: those with intensive treatments were not
more likely to stop substance abuse, had an equal or higher number of arrests, and
were no better integrated in the community. The severity of their mental illness—a
key target outcome—actually worsened for the intensively treated group in the
first six months. The life-satisfaction benefits on a scale from 0-to-6 were an
estimated 0.22 in the first year and 0.18 in the second compared to the control
group. This is quite small for such a large intervention. For example, health
insurance, which is far cheaper, is found to increase life satisfaction by at least
twice that amount (cf. Kim and Hoh, 2018).

This Canadian study can be summarized by saying that many of the homeless
individuals treated had severe behavioural difficulties that did not diminish by
simply giving them a home or basic counselling. Drug abuse and other negative
behaviours might actually increase as access to resources is enlarged. The study
should make us wary that there is a simple solution for the problems of those at
the bottom of the societal and psychological health ladder. Rather, it appears that
we do not yet know enough about the extreme ends of the wellbeing spectrum.

Empowerment

It is intuitively plausible to think that giving more power to an individual or a
group makes their life better: to ‘empower’” a group is an appealing slogan even
when it is often unclear what that actually entails.

If one thinks of empowerment as giving higher relative status to a person or a
group of persons, then the section above on status applies: more status is a good
thing for the entity receiving it but, most likely, bad for everyone else around it
because status is in fixed supply. Hence, the issue then boils down to the balance
between benefits or disbenefits of the status-entailing empowerment that is
encouraged, for example whether it leads to more taxes and more pro-social
behaviour (good), or whether it leads to more disruptive behaviour (bad).

If one thinks of empowerment merely as ‘more discretionary resources’, then
the large literature on income and wellbeing tells us the basic answers: more
income is again a good thing for the entity receiving, whether an individual or a
group. Yet, entities not being a part of the resource increase lose out as their
relative status associated with income decreases. From a policy perspective, the
issue then boils down to what the entity receiving more resources is likely to do
with it compared to the entity from which the extra resources are taken, and
whether, as result, aggregate wellbeing is increased.
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If one thinks of empowerment as a legal concept, that is, as more ‘rights” or
fewer ‘obligations’, we suddenly find ourselves without a clear answer. A good
example of ambiguous findings is the quite large literature on female empower-
ment, seen as an increase in legal rights. If you look across countries, Meisenberg
and Woodley (2015) show that there is no systematic relationship between the
gender life-satisfaction gap and the level of legal rights of women versus men. In
other words, the difference in the life satisfaction of women and men is not
directly related—at least at the country level—to differential legal treatments.

If one looks at changes over time in gender labour laws (like equal pay acts) or
other gender-specific legislation, Batz-Barbarich etal. (2018) find no associated
change in female life satisfaction either. Looking at the United States over time,
Stevenson and Wolfers (2009) even find evidence for reduced female life satisfac-
tion as their rights and incomes increase, something they ascribe to a concomitant
rise in the expectations of females. The relationship between female empowerment,
by giving more rights and imposing fewer obligations, and wellbeing, therefore,
seems not straightforward.

These studies are all correlational. How about experimental evidence? Dahl
et al. (2020) use the fact that in 2000 the German citizenship law changed such
that immigrant children born in Germany would automatically obtain citizenship.
The authors found that those female teenagers born a few weeks after the change
(who thus had access to German citizenship) were much less satisfied with life
than male teenagers from the same migrant community, or than females from
the same community born a few weeks earlier (who thus had no access). Females
with automatic access experienced greater cultural strife with their parents,
actually leading them to do worse at school rather than better.

One can read these results negatively and positively. Negatively, one could note
that there seems to be no straightforward, unidirectional long-run wellbeing gain
from greater empowerment and perhaps even a reduction in the medium-run.
Positively, one could note that there is no clear loss to the wellbeing of males from
female empowerment, neither in the short run nor long run. One could also
speculate that particular forms of gender power balance are optimal for the long-
run operation of the country as a whole, a feedback effect that is hard to prove
or disprove. The jury is hence still out on wellbeing benefits of empowering large
groups.

The Spillover Effects of Unemployment

We know that unemployment is highly detrimental to an individual, partially so
by policy design since it is important to the state that individuals are keen to
engage in taxed employment. Whatever the reason though, the unemployed feel
less valued and their sense of belonging is threatened. As a result, the unemployed
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are either desperate to find another job (the intended effect) or prone to give up
the world of paid employment altogether. During a period of unemployment, the
unemployed are less socially active, partly due to the stigma of being unemployed
(see Gallie et al. (2003), for example).

We know that there is little adaptation to unemployment, and that the effect of
unemployment on wellbeing remains roughly constant over time for the
unemployed (Clark etal., 2008). In fact, there might even be scarring: even
when regaining employment, the formerly unemployed do not reach the previous
wellbeing level they had before entering unemployment (Lucas etal. 2004;
Mousteri et al., 2018).

What is unclear, however, is the effect of an individual’s unemployment on the
whole community. This is because there are three strong forces in operation,
which go in different directions. The first is that the family and friends close to the
unemployed share in that persons’ misery, either because they empathize or
because they are shunned (McKee and Bell, 1986). The second is the fear that
those still employed and those hoping for jobs experience when unemployment in
the country or the region is made salient, by members of their communities
becoming unemployed, a potentially strong anxiety effect. The third is the fact
that family and friends may move on, forming new social relationships and
engaging in other social activities to fill their lives with.

Clark et al. (2018) claim that the total effect of unemployment on others is three
times the amount on the unemployed individual herself, studying changes in life
satisfaction in regions hit by different unemployment shocks. Looking at changes
in countries over time, Di Tella etal. (2003), amongst others, find effects of
unemployment that were also far greater than could be rationalized by the effect
on individuals alone.

Yet, on the other hand, the bounce-back of average life satisfaction in the
United States within twelve months of the advent of the Great Financial Crisis,
which increased unemployment by over five percentage points (taking a decade to
return to baseline), made it clear that multiplier effects of unemployment might
well be quite short lived (Deaton, 2012). What this means is that we do not yet
truly know just how high the social multiplier on unemployment really is or how
long it really lasts.

Caring for the Elderly and Community Support Systems
in General

One of the biggest surprises about wellbeing in many developed countries during
the last two decades or so has been its strong increase, particularly amongst the
elderly (Veenhoven, 2018). This has been associated with a real increase in
measured community cohesion (in particular trust in the community and
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community satisfaction, cf. Tov and Diener, 2009; Helliwell and Wang, 2010;
Bagnall etal, 2017; Atkinson etal., 2020). What makes this particularly
surprising—at least in the United Kingdom—is that in this period there has
been a reduction in state services for the elderly, including the withdrawal of
many local and national services (Lupton and Burchardt, 2016).

However, the high levels of life satisfaction and community cohesion seem to
indicate that the reduction in state services in one area of the welfare state has
been, partly or completely, absorbed by something else. We do not truly know
how it has been absorbed and do see some indicators of social stability decrease
since 2016, such as, for example, knife crime and problems with juveniles in the
United Kingdom.

The key unknown element here is just how quickly and to what degree non-
state actors pick up the roles abandoned by the welfare state. We saw in China,
and right now in India, that it takes the state decades to pick up the slack when
previous structures stop providing insurance and basic public goods to the
population. In the reverse scenario, we saw in Eastern Europe how it took civil
society a decade to pick up the slack from the collapse of the central state (Foa and
Ekiert, 2017). We know, therefore, that huge social shocks take a decade or more
to be absorbed. But how quickly are much smaller shocks absorbed? As noted
before for the case of elderly care, we do not yet know the answer.

One unknown is the speed with which communities form new social bonds if
the previous bonds with the state (which includes local councils) are severed by an
external shock. The second unknown is whether communities and families have
truly taken up ‘the slack’ or whether it has been other services that thereby have
come under more strain: the police, social workers, or the health care profes-
sionals. We have few answers to these questions because it is extremely difficult to
measure the notions of strain and slack.*> At the same time, it is possible that
confounding factors have concurrently counterbalanced the cuts, such as wealth
increases amongst the elderly.

What the example shows is that we do not know how resilient or stressed public
services and communities actually are. Since their wellbeing is higher, which is
universally found to be positively correlated with lack of stress and higher
resilience, one would suspect that communities were in fact more resilient and
less stressed at the start of 2020 than before. More deeply though, we do not know
the capacity of the social system to absorb wellbeing-related shocks, or the speed
with which this happens. Part of the problem is that we do not yet think of
communities in such an integrated capital-stock-type way.

** Of course, this does not mean that there are no opinions on the subject. However, since within a
state system calls for more resources easily take the form of claims of crisis and strain, the truth is
difficult to ascertain.
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Hence, in many cases, we do not really know what would happen with or
without state intervention and aid for community programmes. That hampers
sensible ‘cost-effectiveness analysis’, ‘cost-benefit analysis’, or ‘impact analysis’,
which all require some notion of what would happen if the state did not do
something—a counterfactual scenario that is unobservable.

An Economic Framework and Some Applications

Policy-makers and analysts often have to come up with a framework that places
the problem at hand in the most relevant context: the various objects of interest
are related to the elements that have most effect on them and that either need to be
taken into account or could be changed via policies. Less important elements are
left out. The framework then captures the causality between the most important
elements. From frameworks, which we could also call ‘models’ or ‘theories of
change’, one gets a better idea of what data to use, how to use them, and where to
look for the sub-questions and estimates one needs for policy evaluation and
appraisal.

There are plenty of economic and social science frameworks for all kinds of
problems. We cannot possibly provide a wellbeing framework that replaces them
all: frameworks have a ‘horses for courses” element to them and the set of useful
ones needs time to be built up. It is thus a matter of long usage that will ultimately
lead to appropriate wellbeing frameworks for different problems and sub-
problems. Here, we only want to give a general economic framework with two
more detailed applications that illustrate the theories introduced above and that
exemplify the kind of thinking that becomes normal when one adopts individual
measures of wellbeing as the source of information on what matters.

First, we give a framework that embeds wellbeing in a national economic
perspective. It is reasonably close to the way the OECD envisages the national
economic system (Fitoussi and Durand, 2018a, 2018b; Llena-Nozal etal., 2019)
and is also one of the directions that New Zealand has thought of with respect to
wellbeing (Treasury, 2019). It is not a ready-to-go framework as its constituent
elements would need a lot of work to truly operationalize, but it is useful as a
means of thinking how wellbeing fits together at the macro-level. This general
framework is then used to put wellbeing into a standard economic context, which
allows us to give a general heuristic for designing policies related to wellbeing. The
two applications apply the offered heuristic. The first application centres around
the IAPT programme in the United Kingdom, a framework we actually applied,
leading to estimates of IAPT cost-effectiveness. We do not give the full evaluation
here but do comment on the framework as an example of the application of the
four main theories. The second application centres around childhood conduct
disorders and the Incredible Years parenting programme, a framework we have
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developed. Again, we do not fully describe the evaluation, but do use it to illustrate
how that framework applies basic theories and rules of thumb.

An Integrated Economic Model of Wellbeing

So far, we have avoided stances on how the world works and have therefore not
presented specific models of wellbeing. The reason for this is that social science is
not united in the appropriate view of the world, with many competing disciplines
and literatures disagreeing with each other. By avoiding an explicit stance, this
book allows individuals from diverse backgrounds to adopt wellbeing into their
thinking and decision processes.

Nevertheless, the reality is that the world of policy evaluation and appraisal and
other techniques for decision-support systems inside government is dominated by
economiists. It is, therefore, important to at least sketch how wellbeing could fit
into standard economic thinking about the economic system and the role of the
state therein. Hence, we first augment the standard view of production to include
the key investments and issues related to wellbeing, after which we sketch, using
an imperfect-competition and imperfect-rationality lens, the role of the state in
policies related to wellbeing. Our approach is, in essence, a generalization of
the wellbeing approach taken by the OECD and the natural capital approaches
(see Bright etal. (2019), for example) already adopted in some places. Such
approaches are not really operational, nor is it likely they will be operational in
the near future, but it is still important to sketch how wellbeing and the economic
system roughly fit together.

The National Socio-economic System
Since at least the time of Frank Ramsey (1928), economics has viewed the level of
output of a country, including all its goods and services, as related to stocks and
flows of input factors into a production process. The original factors considered
were physical capital and labour. Over time, economists have added other factors
of production, gradually adopting the insights of other social sciences into a more
nuanced set of ‘capital’. These additions include, for example, human capital,
social capital, and quite a few others (see Frijters and Foster (2013) for a discus-
sion). The reason to view the economic system in this way is that it recognizes that
the state is heavily involved in investments that can be suitably named ‘production
factors’. Education, in which the state is heavily involved in, is, for instance,
universally recognized as an investment into human capital. The state is also
directly involved in building infrastructure and other forms of physical capital.
To integrate wellbeing in this type of model requires only minor changes to this
established way of economic thinking. The key additions involve the recognition
that the state needs to self-replicate a group identity, and the main social linkages
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Figure 2.11 The national socio-economic capital-production-investment cycle

Source: own illustration.

and skills directly related to wellbeing. Diagrammatically, we could envisage a
national socio-economic system as a self-replicating cycle of capital inputs that
lead to outputs, including the investments that flow back into capital stocks as
shown in Figure 2.11.

Outputs here are meant to be generic and may include anything produced by
citizens and their organizations, which is why the diagram (rather colloquially)
refers to ‘GDP etc.” or ‘Wellbeing etc.’. Health, education, housing, and many
other things are thus included, in principle. By adopting particular production
functions for the different outputs, this diagramme could become a standard
‘growth model’ in economics. By having a more complicated set-up with compet-
ing producting entities that individually produce outcomes, one obtains a stand-
ard competitive model.

Identity Capital: ‘Who Are We?’

Identity capital refers to the stock of social relationships, shared identity, and
protective institutions. In the case of national policy, the identification is with the
country as a whole. The prime functions of identity capital are to define ‘us’, i.e.
the strength of a common identity.*® Its components are:

o Social capital: This is a broad term by which we mean the emotional bonds in
communities, levels of trust, and informal institutions via which individuals
recognize each other as belonging to the same larger group.

« Unity of purpose: This denotes the degree to which the members of the
whole have a shared understanding about the purpose of their communal
structures, particularly the role of the state.

« National pride: This denotes the degree to which individuals take pride from
being part of their community.

6 In standard economics textbooks, this factor is missing because standard economics takes
preferences for granted, as if a person is born a UK citizen, not educated as one. A lot of institutions
and policies concern identity, necessitating an explicit treatment of how national identity self-
replicates. Although the terms used in this section will be unfamiliar to many economists, these
arguments have been long-standing in the literatures on socialization (Banks, 1978; A. Hargreaves,
1978; D. H. Hargreaves, 1978) and social identity theory (Ellemers and Haslam, 2012).
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« Defining institutions and beliefs: This denotes the stock of cultural, formal,
and informal institutions that define the shared notion of a national com-
munity, as opposed to those of other countries.

The country as a whole and its constituent communities continuously make
investments into identity capital. This includes investments in the national lan-
guage, the national history, national events, or national symbols. These invest-
ments often go via the education system which perpetuates a joint story of a
shared language, a shared history, and a shared set of attitudes, beliefs, and
behaviours. One could even see the Royal Family, a national broadcaster, or the
army as an identity-affirming and identity-defending set of institutions. Families
and communities consciously make investments in identity capital, too, partly
because they will do better when they ‘fit in’ by being sufficiently similar to others,
partly because deviating from social norms of behaviour may result in wellbeing
losses, either internally imposed when feeling out of place or externally when
being punished for deviating behaviour.

The set of individuals identified as ‘our citizens’ have both rights and obliga-
tions via identity capital. A large country like the United Kingdom, for example,
has multiple communities and some of those communities are in competition
with a shared country-wide identity. Those communities will then make their own
investments into their language and culture. As long as the culture and the story of
the shared identity is not too distant from that of the UK-wide identity, these
smaller community identities can augment the strength of the whole. If these
smaller community identities become too distant from the whole, however, then
there is a threat to the overall identity of the country.

We may note that a belief that one is part of a vibrant and successful entity is
beneficial for wellbeing, as argued in the flourishing literature (Keyes and Haidt,
2003; Fischer, 2014). This makes it important for a country to have a positive self-
image and narrative that allows citizens some degree of pride in who they are as a
collective. Countries that felt they were in decline, such as the regions of the
former Soviet Union in the early 1990s, witnessed great unhappiness and suffer-
ing, far beyond what would have been predicted from a decline in economic
activity following the economic turmoil. Michael Ellman described the human
suffering during this period, including high levels of mental anguish, alcohol
abuse, suicide, and other visible signs of suffering related to the loss of a shared
identity in his 1994 book Katastroika.

Identity investments are usually interwoven with other activities and functions,
such as when education uses a common language to teach particular skills: via the
use of a common language, the social identity connected to that language is
strengthened even though the overt purpose might be to teach particular skills.

Identity capital ensures that what is eventually produced is shared as ‘ours’. It is
the main factor needed to motivate and engender national decision-making.
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Citizen Capital: ‘What Can We Do?’
Citizen capital is a broad term denoting what is internal to the national stock of
citizens: their health, their knowledge, and their skills. Its components are:

o The labour force: Because nearly everyone is involved in some notion of
work (including home production), this refers mainly to the stock of citizens.

o Human capital, which refers to the knowledge of how things work.

o Mental and socio-emotional capital, which refers to the knowledge and skills
related to one’s own mind and the minds of others.

o Executive capital, which refers to management knowledge, networks of
power, or industrial relations. This can be loosely viewed as the knowledge
of what combinations of people and factors can produce what outcomes.
Economists have a large variety of concepts that capture similar things, like
firm-specific capital, organizational capital, and relational capital (Frijters
and Foster, 2013).

o Institutional capital, which refers to the current system of property rights
and regulations and the knowledge of ‘how things are done’.

In the early years, economists only considered labour and human capital, but
have in recent decades recognized many other factors as relevant, such as
non-cognitive skills and emotional intelligence (Cunha and Heckman, 2007;
Cunha etal, 2010). Again, these capital stocks are subject to investments by
individuals, families, communities, and the state. The stock of people is subject
to births, deaths, and migration, all of which are intimately tied to government
policy and public services. Education, including basic training and socialization
within families, are prime vehicles for human capital investments and investments
into the mental and socio-emotional capital of children. The latter includes
notions of resilience, self-regulation, confidence, and other self-regarding and
other-regarding skills.

Executive capital (or networks of power and knowledge) is invested in via
networking and the command-and-control structures of organizations.
Institutional capital is partly a matter of laws, and partly the outcome of economic
contests.

Cashable Capital: ‘What Do We Own?’

Cashable capital is a broad term denoting any kind of capital that can be touched
or converted into money. Traditionally, economists only considered physical
capital but it has now long been recognized that physical capital is only part of
the production equation. The components of cashable capital are then:

« Physical capital, which includes buildings, machines, and other types of
infrastructure.
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« Natural capital and the ecology, which includes land, mineral wealth, the
environment, the climate, and biodiversity.

o International political capital, which includes the international political
power of a country to enforce policies at an international level as well as
major alliances.

Investments into physical capital have been well studied and include invest-
ments by private entities (domestic and foreign) and the government. Natural
capital levels are subject to degradation and investments, such as via land reclam-
ation and erosion, greenhouse gas emissions, or sustainable management prac-
tices. Investments into international political capital are done by all individuals
and groups in a country. National political alliances, including directly cashable
ones like IMF drawing rights or the reputation for paying back loans, are a prime
output of the political system and subject to both investments (for example,
forging new alliances or maintaining property rights) and disruptions (for
example, Brexit). One can view international political capital as capturing aspects
of the identity of a whole country in a larger community of countries, in which a
country has rights and obligations.

Capital Stocks, Flows, Outputs, and Wellbeing

The different factors of production combine to produce many things, includ-
ing goods, services, capital, health, and ultimately, wellbeing. The study of
how this production occurs and can be optimized will involve many academic
disciplines.

Wellbeing is particularly related to identity capital as well as mental and socio-
emotional capital. This is not to say that all the other capitals are irrelevant in the
production of wellbeing, but our current state of knowledge points to these
particular forms of capital as the areas where large gains are possible for relatively
little costs. A potential reason could be rooted in particular market failures related
to these types of capital when it comes to wellbeing.

The Status of This Framework

Variants of our framework are already reflected in existing frameworks
around the world. The OECD integrated wellbeing model features similar
types of capital and the report by the Commission on Wellbeing and Policy
by the Legatum Institute (O’Donnell et al., 2014) groups drivers of growth in
similar ways. The New Zealand natural capital approach features a similar
setup.

However, these approaches are not yet truly implemented because there is no
available measure for many of these capital stocks. There is no established
measure for the mental and socio-emotional stock of skills. Moreover, there is
no agreement for the amount of ‘nature’. Finally, there is no clear measure of
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identity capital. This is not to deny the proliferation of indices for some of these
capital stocks based on hundreds of constituent variables, but such indices do not
clearly capture capital stocks nor is it clear how individuals, organizations, and
governments can invest in them.

To make true progress would require a strong push in statistics to develop
capital measures that are more clearly and directly related to the investments and
actions of individuals, organizations, and governments. It is not too hard to
envisage how this can be done for some of these forms of capital: there are, for
instance, statistics on the number of people with particular skill levels for many
countries, as well the mental health levels in the working-age population. Those
can be marshalled to get at human and mental capital stocks of a population. Also,
there are lots of measures of national parks, wildlife, and measures of stress of the
natural environment for many countries. Yet, to consolidate and standardize that
information into clear internationally comparable capital levels is an enormous
task. Until this is fully accomplished, national socio-economic models such as the
one sketched above are essentially thought models helpful to think about the
system as a whole, and not yet practical models that yield estimated effects of
different decisions.

We should openly say that it may be futile to truly try to make this general
model operational, just as some have argued that economic growth models have
had little use because the assumptions needed to group many disparate elements
together into broad notions of capital make them irrelevant for any practical
policy. The main usage of these kinds of general models is then to help us organize
our thinking when it comes to actual problems.

An Economic Heuristic to Wellbeing-related Policy Design

The advantage of having a framework of how the national socio-economic system
as a whole roughly works, even if that framework cannot be implemented yet, is
that it suggests a checklist that one can apply when designing policies to address a
particular problem that has arisen. A loose heuristic for wellbeing policy design
based on the model (‘theory of change’) above is:

1. Is there really a problem, and if so, what is it? This is the classic issue of
identifying whether there even is a problem to begin with. Comparing a
situation with that in other communities and countries is often a good way
of seeing whether there really is a problem and what entities usually solve
that problem and in which way.

2. What are the main forms of capital involved? This step identifies the bigger
picture, i.e. the different roles of the state and society that are involved.

3. What are the main market failures involved? This step identifies who is best
placed to address the problem, and how. The generic strategy is to produce
the key capital factor in short supply.
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4. What is the most efficient means of producing more of the key capital factor
involved and how is that believed to address the problem and wellbeing in
general?

5. Experimentation and cost-effectiveness analysis to test the proposed solu-
tion and whether it represents good value for money.

Note that this heuristic is not restricted to the state, but works equally well for
local communities and even households. Also note that the heuristic can be
applied without it ever being the case that there is a national system of measure-
ment of the various forms of capital, communities, or market failures: it is very
much a heuristic that can be used at a quite local level that ties into national and
international issues via habits of thought about capital levels, communities, etc.
This makes it much more practical.

An Application: The IAPT Mental Health Programme

In 2016, we evaluated the IAPT Mental Health Programme in the UK, which
required a framework for what was most important about the effects of the scheme.

The basic design of the IAPT programme is that those with particular mental
health problems, primarily those with depression and anxiety, receive access to
cognitive behavioural therapy (CBT) through their GP. CBT has been found to be
remarkably effective in various large trials in reducing mental health problems,
both in the short run and in the longer run, with some of the longest running trials
of more than 40 months still finding large effects of around 60 per cent of the
initial effect in terms of the primary mental health outcomes of the treated (Wiles
etal., 2016).

The question arose as to what the costs and benefits of the IAPT programme
were from a wellbeing perspective, which goes beyond the question of mental
health outcomes of the treated: the question becomes how much wellbeing
additional mental health is worth, and what the knock-on effects of improved
mental health were on the whole population and the public purse including taxes
and benefits. Figure 2.12 illustrates our way of thinking.

The figure shows the causal model we developed and applied to the nationally
representative Understanding Society panel data in the United Kingdom, whereby
the causal estimates came from the appropriate literature on wellbeing. Hence,
each of the lines and elements in the figure above is populated with a particular
causal estimate taken from a study in the scientific literature. For example, for the
effect of mental health on employment, we assume that being relieved from
depression increases the likelihood to be full-time employed by fifteen percentage
points and actual hours worked by 6.6 per cent for those who worked at baseline
(Rollman et al., 2005).
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Figure 2.12 Overview of the IAPT programme analytical framework

Source: own illustration.

It is important to discuss what is included and what is not in this model. It is a
fairly small model by comparison to some economic models, but it is meant to
capture the key pathways. As one can see, the primary effect of the IAPT
programme on the mental health of those treated is taken as the initial change
to the whole system. The first additional element (which increases the total effects
by about 10 per cent) is to also consider the effect on close social relationships,
although in this case only the partner and not the children or friends. Those
are probably also affected, but solid evidence on that is still lacking somewhat.
We adopted a conservative approach and neglected these knock-on effects for the
time being.

The main behavioural effects considered are on employment, partnerships, and
physical health costs. This reflects the rule-of-thumb judgement that employment
and close social relationships matter a great deal to wellbeing. Furthermore,
employment matters greatly to the public purse. We should mention that these
effects are not huge (10-20 per cent of the total effects on wellbeing). Of greatest
importance are the reduced physical health costs, essentially arising because
mental health sufferers incur greater costs for some physical health conditions
than others: for example, they show up at the hospital more often, an aspect of
anxiety. In fact, that channel dominates the public costs of the IAPT programme
because it turns out that the estimates in the literature of how much additional
physical health costs a mental health sufferer entails for the system are so
large that the IAPT programme pays itself back within three years just on that
account alone.

The model also includes macro-feedback effects around reference incomes (the
income of one person versus the average in the neighbourhood) and even
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reference health, exemplifying the importance of status considerations. Finally, it
brings together all effects by converting them into wellbeing on the one hand and
costs and benefits to the public purse on the other.

There are many other nuances and things to say about this model, but the main
purpose here is to show how it puts the four theories and their heuristics into
practice: anxiety as a basic discomfort is there; status effects are there; the
importance of social relationships is there; the costs to the public purse are
there; and CBT itself is a great example of experience skills that were doubted
for many decades until the weight of the evidence convinced policy-makers that
they are truly good value for money.

The essential structure of the model is thus a combination of individual causal
pathways and pathways that work at the aggregate level. We work out for those
directly affected how a mental health improvement affects their most important
life domains (health, social relationships, and employment), and then aggregate all
these micro-level changes into a changed population average which, in turn, feeds
into a macro-model that takes account of reference point effects and labour
market shocks. The changed wages, employment levels, and reference point levels
then feed back into the micro-model to determine wellbeing. This then becomes
the new starting point of the subsequent period.*’

Another Application: The Incredible Years Parenting Programme

As with the IAPT programme, we looked at schemes intended to improve mental
and socio-emotional skills, sketching a model around the parenting module of the
Incredible Years programme, effectively a programme offered to parents of
disruptive children aged four to six.

The basic idea of the parenting module of the Incredible Years programme is to
hone in on parents with children aged four to six with conduct disorders and to
teach them parenting skills. The programme only selects parents who actively
want to learn; instructors go through a manualized curriculum in around ten
sessions with homework. Some of the main active ingredients are that these
parents are shown that many other parents also have children with conduct
disorders, teaching them to treat it almost like a puzzle: they learn how to become
non-judgemental and more practical towards their children and themselves,
treating conduct as something that can be invested in and consciously steered
towards improvement. As with the IAPT programme, the results of various trials
have been quite promising, though the literature is still based only on relatively

47 See chapter 3 for results and a more detailed discussion of this IAPT programme evaluation.
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small trials of a few hundred children (see Leijten et al. (2018) for a review of the
literature).

The challenge was to come up with a wellbeing model that would extend the
evaluation of this programme beyond the immediate effect on child conduct (the
initial problem) to wellbeing and the public purse. Figure 2.13 illustrates our way
of thinking.

This diagram is the blueprint of a quite complicated dynamic model with many
elements and datasets in the background (not depicted), but the most important
causal pathways are shown: the intervention is seen as a causal change in three
different dimensions, i.e. the mental health of the parents; the relationship stability
of the parents (because there are fewer problems and the parents themselves work
better together); and the skills of the parents in managing their children and
themselves.

The improved mental health effect then follows the framework of the IAPT
programme as to its effects on the rest of their behaviour and society. The
improved parental relationship and their skills then affect child emotional con-
duct, a causality that is the key focus of the few randomized controlled trials
evaluated. In turn, the improved emotional conduct of the children has a direct
effect on the same outcome (conduct) of siblings and classmates. That then feeds
into improved education and improved mental health, which have long-term
consequences because improved education means higher taxes and less costs to
society for decades to come. Each of these causal pathways has been populated
with estimates from the relevant literatures involved, which is not merely the
health literature, but also the education literature and the literature on peer effects.
Putting this model together thus requires expertise of several fields.

The key things to note are:

o The model embeds the model of the IAPT programme for the mental health
effects, showing how a new framework can piggy-back on an existing one.

o The model homes in on close social relationships such as parents, siblings,
and classmates. That turns out to matter immensely because the literature on
disruptions in class and peer effects within families actually shows that
spillovers are large, easily multiplying the initial effect by a factor of five if
the counterfactual was no intervention of any kind. The peer-effect literature
is a non-health and often non-experimental literature that may be easy to be
missed by authors who design childhood interventions, partly because it
would be expensive to track the entire peer group in any experiment. Hence,
experiments often do not track close social relationships and one has to
import the likely peer effects from the peer-effect literature. Strong peer
effects basically arise because disruptive children can derail the learning
and emotional health of an entire class if they are not addressed. To expel
and neglect individual children with high conduct problems is even more
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costly than giving them special care, as completely disregarding them is a
prime causeway to even worse mental health problems and potentially even
crime, with large associated societal cost.

o In terms of public costs, the key of the intervention is improved education
which, in turn, pays itself back via higher taxes and lower social welfare
payments later in life.

Hence, as with the IAPT programme, this model exemplifies how a wellbeing
perspective always makes one think first of close social relationships as the key
factor that drives wellbeing and where large additional effects are to be found that
are often ignored in evaluations. The cost perspective forces one to recognize the
importance of education and employment for the public purse, meaning that the
main pathways one looks for are via public services that either generate or cost
substantial amounts of funds (for example, health or crime and welfare versus tax
receipts and pro-social behaviour).

We can mention here that the health-driven evaluations of such programmes
(see Bonin et al. (2014) or Burns et al. (2007), for example) usually do not have a
general equilibrium lens nor look at close social relationships. That is because the
basic health model is patient-focused, reflecting the set-up of the national health
service where it is the person in need who is looked at, not the wider environment
that causes the problems or is strongly affected. In wellbeing, the close social
relationships are, in contrast, the first thing one thinks of because it is usually them
that multiply any initial effect to become larger or smaller.

A Taxonomy of Government Expenditures

With the theories and frameworks above in mind, we can make some headway into
the question of what kind of expenditures governments typically engage in, which in
turn suggests particular ways of showing what their overall wellbeing effect are.

Short-run Expenses on Wellbeing with Potentially
Long-run Effects

Short-run expenses on wellbeing with potentially long-run effects include all types
of short-run activities designed to make (part of) the population feel good. National
festivities, one-off mega events (like the Olympic Games), and special handouts (like
the 2020 Covid-19 furloughs) are included. Many types of health spending near the
end of life can also be considered, as they are expenses towards the dignity of an
individual and a community. Reducing pain and certain environmental externalities
such as noise also has immediate pay-offs with potentially long-run effects.
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Expenses That Are Long-run Investments into Private Wellbeing

Investments into physical and mental health, social relationships, housing, or the
quality of the local environment are important examples of long-run investments
into private wellbeing. The payoffs of these investments are not exclusively
private, as investments in mental health and social relationships, for instance,
often lead to reduced public health costs. Yet, the prime focus of these investments
is individual wellbeing in the longer run. These expenses lend themselves to cost-
effectiveness analyses informed by experiments.

Expenses That Increase the Economic Base of the Country

Expenses that increase economic growth or activity in general but that have no
clear direct private wellbeing benefits should be seen as investments that increase
the resources available for policies aimed at wellbeing. Their value thus lies in the
general ability of public expenses to increase wellbeing.

Many forms of additional economic activity do, of course, increase private
wellbeing, notably employment, which has a large effect and also increases the
wellbeing of others (like family members or the wider community) by at least as
much as it increases the private wellbeing of the individual.

Public education, which itself has been found to have a very small direct effect
on wellbeing, is a prime example of an expense that increases the budget of the
individual and the country, thereby indirectly increasing wellbeing.

Enabling Expenditures

Treasuries are an example of enabling departments, which are crucial for the
operation of the government and the state. Without taxation, there is no govern-
ment revenue and, ultimately, no government. Since government is a crucial part
of the wellbeing of the country, it must have a treasury that is capable of taxing a
large part of the economy and, in national emergencies such as Covid-19, raising
vast sums.

There are other enabling departments, including parts of the home offices or
ministries of the interior, national statistical agencies, school inspectorates, or
even weather bureaus: without enabling departments capable of monitoring
important aspects of life in a country and enabling the operation of the state itself,
government cannot do its job. These departments create little wellbeing directly,
but without them the rest of government could not exist.

If these functions are crucial, how should enabling departments be judged from
a wellbeing perspective? When are they too big, too small, or lacking in some
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capacity? A judgement is unlikely to be fruitfully done on the basis of a simple
wellbeing cost-effectiveness analysis because their effects on wellbeing are indirect.

There are, however, alternative ways of judging enabling departments, includ-
ing benchmarking departments in one country against similar ones in other
countries as well as using expert judgements about the potential benefit of a new
capacity that could be acquired, such as new monitoring systems to enable
internet taxation. Here too, one ideally would want to rely on well-documented
experiments in this country or a comparable one to justify making large changes.

Expenses That Are Investments in the Strength
of Collective Identities

Defence is an important example of an expense that is not directly related
to wellbeing, nor with enabling in the same way as the revenue departments
(at least during peace times), but is nevertheless a crucial component of a
wellbeing-oriented strategy because it increases the ability of the population to
pursue its wellbeing interests in this world. It can also be seen an investment in the
strength of our joint identity as a country’s citizens. If there were no external
dangers to a country, defence spending could be much smaller, but in an inter-
national environment with competing national wills, a country must have a
defence capability to thrive.

Other investments in identity are particular components of the education
curriculum (language and history), national culture (museums and arts), national
festivities and commemorations, national parks, and cultural representations in
the rest of the world. There is some degree to which these investments might also
‘pay themselves back’ in terms of tourist activities, but this is largely not the point:
even without foreign demand for domestic culture and identity, a country needs to
invest in its national identity to retain a sense of common purpose.

A key question for empirical research is whether this is really an additional
cost at all, or whether investments in identity are largely fixed at the national
level: all humans have some identity and some form of continuous reminders
and investments in it. Max Weber reminds us that countries are the winners of
an evolutionary struggle between identities and that the winning identity must
assert itself continuously to remain dominant (Weber, 1895/1994). Investments
into the culture and in regional identities that support local governments then
define the identities we now want to retain, keeping the growth of alternative
identities at bay.

These investments relate to national pride, but also to community cohesion,
social trust, and the degree to which citizens feel part of a joint enterprise. As such,
there are long-run benefits to these investments for tax morale and a public good
spirit, key aspects of any good system of governance. The more there is a general
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goal shared in all parts of the system, the less there is need to have an expensive
system of accountability in which everyone is treated as a potential offender and
that hence tracks everyone’s behaviour. A shared goal allows the system to be
based more on social trust and local decision-making, where punishment for bad
behaviour is done locally by those who believe in the shared goal.

A shared goal of wellbeing is likely to increase community acceptance of the
rule of law (if the laws are seen to be fair), and the degree to which people help
each other and thus alleviate loneliness and poverty, amongst others. The extent of
these long-run implications, and whether some investments are more cost-
effective than others, is an important area of research. Moreover, the trade-offs
between the strengths of different identities is a key area of research, including the
question of what level of group is best placed to produce particular public goods
(for example, local schools that may be run by local groups) and at what point
local identities become competitors to a national identity.

Conclusion and the Way Ahead

This chapter presented and synthesized the current knowledge of how to improve
wellbeing: what the main drivers of wellbeing are; the main theories of what matters
and how that can be changed; and the rules of thumb in terms of designing policies
and setting up frameworks to think about particular issues and interventions.

Thinking ahead of institutions needed to disseminate and improve these
theories and frameworks, it is clear that wellbeing would need both academic
groups and specialized groups inside a country’s bureaucratic machinery that
develop and maintain models and knowledge. That is what is normal in macro,
health, education, or regulation economics, as well as in many other fields: whilst
some academics work on the frontier and educate new cohorts of students to learn
the basic knowledge gathered hitherto, the bureaucracy has its own units that
maintain the knowledge of what matters most to them, including frameworks
around particular policy issues and recurrent work. Importantly, training and the
development of standards occurs within the state bureaucracy.

Developing standards is not innate to academia since there is no strong reason
for academics to come to consensus opinions or numbers, but bureaucracies need
standardized knowledge to have consistent and transparent policy-making that
withstands criticism. Hence, developing standards is innately led by the state
bureaucracy, possibly with input from academics.

None of these institutions yet exists for wellbeing. There are some embryonic
institutions oriented somewhat towards this, however, such as the OECD Better
Life Initiative that aims at standardization of what is measured, some working
groups inside particular departments, and various intergovernmental relations
between countries trying to institutionalize wellbeing, such as in New Zealand, the
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United Arab Emirates, the United Kingdom, and others. However, there is at
present no academic group delivering large numbers of well-trained students fully
versed in all theories and techniques related to wellbeing, nor are there the jobs
and the roles within state bureaucracies and large institutions to justify mass
training in wellbeing. Institutions that maintain and further develop standards
and frameworks are still similarly small.

There is thus still much to do, but the road map points towards gradual
professionalization and institutionalization of wellbeing, following the examples
of macro, health, education, or regulation economics that have become core state
activities over time.
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3
Wellbeing Policy Evaluation and Appraisal

Data, Methods, Literature, Rules of Thumb, and
Technical Standards

Preview

This chapter offers a methodology for those readers who are tasked with actually
conducting wellbeing policy evaluations and appraisals, including wellbeing cost-
effectiveness and cost-benefit analyses (CBAs), impact assessments, or business
plans. We first give a simple and fairly non-formal exposition of how wellbeing
cost-effectiveness works. We then set up the methodology formally and discuss
the various technical standards and issues that might arise when implementing
them, for example double-counting of impacts. We illustrate the methodology
using various examples, ranging from simple to more technical. We also introduce
and discuss data sources related to wellbeing, with a particular focus on the United
Kingdom at present but also beyond, as well as rules of thumb and matters
associated with the use of evidence and literature on wellbeing more generally.

We do not discuss here in depth how wellbeing cost-effectiveness analysis
(CEA) relates to current CBA, or the various methodologies advocated by differ-
ent government departments and agencies. That is left for later chapters. The
essential purpose of the methodology described here is to be able to formulate
figures such as Figure 3.1, which summarizes findings discussed in various sub-
sections of this chapter.

The figure shows estimates for how cost-effective fifteen different interventions
are in terms of WELLBYs per £. Its scale is logarithmic so vertical space translates
to £ proportionally. The dotted vertical line (‘NHS Marginal’) shows the currently
used suggested threshold for adoption by the public sector. This threshold comes
from additional physical health spending by the National Health Service (NHS) in
the United Kingdom.

The figure includes examples of very different types of intervention, ranging
from workplace interventions (the STAR intervention), to environmental inter-
ventions (air pollution), to subsidies for medicine (the NICE item), to cultural
interventions. It thus shows how policies in different areas can be compared on a
single metric using wellbeing as the unit of account. It also deliberately includes
estimates of interventions in other countries, which may be relevant for

A Handbook for Wellbeing Policy-Making: History, Theory, Measurement, Implementation, and Examples. Paul Frijters and
Christian Krekel, Oxford University Press (2021). © Paul Frijters and Christian Krekel.
DOI: 10.1093/0s0/9780192896803.003.0003
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development aid decisions (an intervention in Pakistan), but also because some
public goods and services may be so basic in developed countries such as the
United Kingdom (for example, basic health provision) that we can really only see
their full value by looking at what their recent introduction in other countries
actually leads to in terms of wellbeing impacts.

This is not the place to talk about the fifteen interventions in depth because
many of these numbers will come out of calculations later in this chapter and the
underlying methodology is one of its main purposes. Yet, we should already
mention a caveat here that the actual value-for-money estimates are highly
uncertain so that this graph is largely for illustrative purposes.

In any case, some crucial ideas that are used in Figure 3.1, and some basic
information to understand the figure, are:

o A WELLBY is one unit of life satisfaction on a 0-to-10 scale for one person
for one year. See chapter 2 for details.

« Costs are in terms of net £ to the public purse as they would apply to the
United Kingdom (that is, UK prices for things like housing). The net costs
include up-front costs and flows into or out of the public purse, including
changes in taxes and benefits. The methodology can be generalized to any
other currency in the world.

o All monetary effects that are not on the public purse are included in the
WELLBY effect, which hence involves a translation from consumption levels
to wellbeing levels. See chapter 4 for details.

o The wellbeing cost-effectiveness calculations typically also look at knock-on
effects beyond the primary outcome, which requires assumptions on how a
WELLBY relates to other major non-material factors, such as employment
(chapter 2), socio-emotional skills (chapter 2), health (chapter 4), or culture
(chapter 5).

o The width of the intervention shown in Figure 3.1 entails a very basic guess
as to how much up-front public costs would be involved if one scaled up the
intervention to the level of the whole population. Often, this remains a
guesstimate because publications on interventions are silent about imple-
mentation costs, which makes cost-effectiveness calculations difficult.
A ‘thin’ intervention (for example, the workplace problem-solving interven-
tion) is one where it is rather unlikely that large amounts of money need to
be invested up front when scaling the intervention up, whereas the opposite
is probably the case for ‘thick’ interventions such as the London Olympics.

Appendix E talks through the main assumptions and descriptions of the fifteen
interventions in this figure, providing references to the key studies from which the
estimates are derived.
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A Non-formal Introduction to Wellbeing CEA

The rationale behind wellbeing CEA is to compare the net public costs of a policy
with its net benefits in terms of WELLBYSs (one unit of life satisfaction on a 0-to-10
scale for one person for one year). The optimal policy rule is to implement a policy if:

Net Additional Wellbeing Benefits — A * Net Additional Public Costs >0 (1)

The net benefits are in terms of changes in WELLBY's and include all the effects of
a policy, both direct and indirect, and thus require a judgement as to how long the
effects of a policy will lead to changes in wellbeing and what effects on wellbeing
are going to be important. The public costs include all the changes to the public
purse, both positive and negative. Additional tax receipts due to a policy count as
negative costs, while increased costs in any part of the system are positive costs.
The additional costs of a policy could involve increased usage of health and
education, or increased take-up of welfare benefits or tax avoidance.

If there are many policies to consider that satisfy the optimal policy rule, but
one does not have the budget to fund all of them, the basic idea is to fund those
with the highest ratio of benefits to costs until the budget runs out. A system of
ranking alternatives in terms of their cost-effectiveness and then funding those
ranked highest until the budget runs out leads to an implicit A determined by the
last funded project: it gives the opportunity value of public money, or the amount
of WELLBYSs a unit of money can buy. A higher value of A means that the policies
which get enacted need to have, on average, higher value for money. A democratic
political system that decides on a ceiling on public spending (for example, via a
fiscal rule) thereby indirectly decides on A.

Note that, in an ideal scenario, one would not trade off budgets with wellbeing
but only maximize wellbeing: there would then be no term with public costs
necessary, merely net wellbeing, where all changes in incomes and budgets would
be calculated in terms of their ultimate effects on wellbeing as well. In this ideal
scenario, one would simply implement all policies with positive WELLBY effects.
One would automatically know what the opportunity costs (or benefits) are of
greater government revenues, such that any revenue-related wellbeing is included
in the calculation of the net effect of a policy. The reason that this ideal scenario
would not lead to 100 per cent taxation is that the WELLBY effects of increased
taxation would be part of the net benefits calculation: excessive taxation would at
some point lead to lower economic growth, less actual taxes, less private con-
sumption, and thereby, reduced wellbeing, as implied by the Laffer curve.'

! The Laffer curve is a hump-shaped curve describing the relation between tax rates and tax receipts.
The key aspect is that tax receipts start decreasing at some level of tax rates well below 100 per cent
because economic activity moves away to other countries or ceases entirely because individuals and
companies start preferring leisure over work.
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Yet, in practice, many of the negative effects of tax increases are difficult to
ascertain and are the subject of intense political debates. Also, policies are typically
evaluated or appraised one by one, simply because it is difficult to take account of
all potential policies at once, making it more practical to take a budget as given
and to have the importance of other policies reflected in the marginal value of the
public purse. A feature of a dual system of governance, whereby policies are
shaped by a combination of elected politicians and more permanent civil servants,
is that the debate about the budget largely takes place in the political arena. Large
changes in budgets will involve bureaucratic implementation but are invariably
politicized.

This does not mean at all that wellbeing arguments are unimportant for setting
the budget. Rather, the opposite. But wellbeing arguments then have to openly
appear in the political debate where the budget is decided, not the bureaucratic
arena. For the civil service as a whole, the budget is then more or less given and the
main discretion is at the margins of how to spend wisely, leading to a single A for
all spending units (such as government departments or agencies).

Note that the optimal policy rule generalizes to the case in which net benefits
can be negative but may be counter-balanced by a negative change in public
costs. The prime example is cuts in public services. It also generalizes to different
types of policies, including policies that have no significant public costs such as
regulations. Similarly, there are policies with no noticeable effect on WELLBYs
that nevertheless are beneficial to have because they come with negative public
costs (public cost savings), which may free up funds for wellbeing-generating
policies.

Let us consider some of the most important nuances to the optimal policy rule,
starting with the problem that one policy may change the environment for
another policy.

Choosing from Multiple Possible Policies
in Multiple Spending Units

The optimal policy rule is useful if there are many policy to choose from because
the basic idea is to implement the policies which have the highest value for money
first, until the available budget runs out and the last policy implemented satisfies
the constraint of having a zero total effect.

Yet, one policy often affects the value of another policy. A school bus, for
instance, cannot be seen as independent of there being a school: they comple-
ment each other. Transportation, schooling, and housing policies also naturally
complement each other, as do many others. This means that two policies
viewed in isolation may not represent value for money while taken together
they may.
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One needs a process to recognize the complementarities between policies so
that one can consider larger policies that combine smaller ones. In the examples
above, it would mean that transport and some other decision (for example, on
education or housing) have to be seen together in terms of policy packages. This
may sound easy, but ‘inter-departmental cooperation’ is not a trivial thing for the
civil service in most countries, particularly when policies combine more than two
spending units simultaneously, let alone if they involve different administration
levels as well (for example, national, regional, or local).

Policies that transcend different departments and levels of decision-making
may lead to competency and budget battles: who gets to decide on what and who
gets to spend what? The reality of inter-departmental policy design and budget-
setting may be just as strong as budget fights in parliament. There is nothing new
about this: leaderships of institutions often look to expand the scope of their
activities, which may lead to coordination and competency problems when the
design of new policies falls within the responsibilities of several institutions. Yet,
these are known problems and countries such as the United Kingdom have several
mechanisms for trying to deal with them (for example, interdepartmental
commissions).

One mechanism is for departments that champion particular policies to work
out how it would affect other departments, both in terms of costs and benefits.”
This is a piecemeal approach, because each department is taking the activities of
the other departments as given rather than subject to a joint exploration, but it is
at least a start. Another mechanism is for politicians or civil servants to recognize
that some policies might involve many institutions of the state and to set up
particular groups to come up with an optimal overarching policy. This happens
regularly when it comes to complex social spending, such as care for the elderly, or
at local levels when it comes to such things as crime prevention.

There are also dedicated institutions where knowledge about policies that
involve many institutions is brought together. The Central Planbureaus in
Northern Europe were explicitly set up to be a place where diverse interests and
institutions could get together with scientists to ‘plan” optimal policies for the
country as a whole. Different countries have different institutions: the Germans
have a council of five economists directly advising the Chancellor (the Council of
Economic Experts) on economic policy, the French have Planbureaus, and the
Dutch have scientific advisory councils and Planbureaus. The United Kingdom
has a system of inquiries initiated by top politicians and bureaucrats. There are
also mechanisms inside large state institutions to recognize complementarities

* This is supposedly mandatory, but there is, of course, no easy way to enforce it because the
knowledge of how things work is partly specific to an area. If it were clear how activities of one
institution are complementary to those of others, one would not need separate institutions to begin
with.
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between spending units, such as working groups involving senior management.
The aim of such consultation and integration is to come up with policies that take
advantage of possible complementarities while reducing coordination and com-
petency problems.

From the point of view of wellbeing optimization, the ideal is to consider all
reasonable policies when conducting wellbeing CEA, including combinations of
smaller ones, and then to apply the optimal policy rule to fund the most cost-
effective ones first. Yet, institutions should be in place to recognize unanticipated
realities afterwards and smooth out problems. Knowledge of wellbeing helps
recognize probable complementarities between different policies of different insti-
tutions, such as the link between air quality (affected by policies of many different
departments and decision units) and mental health.

When Costs and Benefits Are Risky or Uncertain

In principle, a policy simply has a net benefit and a net public cost. In reality,
however, neither the costs nor the benefits of a policy are certain. This problem is
inherent in all choices, which invariably requires two acts of imagination: one
needs an idea as to what is going to happen if one path is chosen, and another idea
as to what would otherwise happen if something else, or even nothing, is chosen.
There is risk in all the benefits and costs no matter what and it is often not known
which choice is riskier either.?

The first way to deal with risk is to read the optimal policy rule ‘in expectation’
and to judge a possible new policy by the expected benefits and the expected costs,
i.e. the average effect they will have across future ‘states of the world’. In such
cases, it is equally important to consider whether a policy can be undone if things
go wrong. Some policies cannot be undone once in motion without huge costs,
such as large infrastructure projects that involve contracts and land clearing with
ex ante contractual financial obligations. In other cases, policies can be undone
relatively easily, such as benefits or tax changes. Moreover, one sometimes knows
early on in the implementation what the effects are going to be, and sometimes
one never fully knows the effects a policy has had.

When a policy is easily reversible and its effects are easily observed during
implementation, the optimal policy rule is obvious: as soon as it becomes clear
that, in reality, the costs are going to be much higher than expected, and the
benefits much lower, one simply cancels the policy if it is contractually possible.

* In most cases, we can attach some probability to costs and benefits, which formally describe these
decisions as decisions under risk. There are, however, cases in which we cannot even attach probabil-
ities, such as how a pandemic such as Covid-19 might affect the national health system. In such cases,
we speak of (Knightian) uncertainty, because we do not even know the underlying parameters of a
model (or the model itself).
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Yet, in that pristine world, where one could quickly cancel policies when the true
costs and benefits start to become known, before large costs have been made, the
risk in outcomes fundamentally changes the optimal policy rule.

You see, if one would truly find out quickly what effects a policy is going to
have, one more or less wants to start implementing any policies that have some
possibility of high value for money: one simply reverses those policies that did not
work out. In effect, this is precisely the point of experimentation, which is a low-
cost way of trying out a policy and seeing whether it is worth implementing it
more widely. The real cost of such small-scale experimental implementation is
that wider implementation is postponed until the results of the experiments
become known. So if we can easily reverse something, we may want to try it
even if the expected benefits are negative or not cost-effective: it depends on the
cost of trying and the odds of getting a positive surprise.

In the less pristine case that policies cannot be easily undone without significant
costs, for instance because one has made ex ante contractual financial obligations
that ensure a future flow of costs, the costs of failure are far higher than for policies
that can easily be reversed. This is also the case if one never truly learns what effect
a policy has had and hence has no way to decide afterwards to stop the policy, in
which case one is essentially stuck with the effects and costs as they are.

Many policies have effects that we do not truly know, simply because the world
is too complex, and in many cases the policies involved are costly and high profile.
For instance, does a nuclear deterrent truly work? Do increased prison sentences
really deter crime? Does increased taxation deter economic activity? Do subsidies
to national museums increase the level of identification within the country and
thus tax morale? Different governments and different departments within gov-
ernments have opposing beliefs about the answers to these very difficult questions.
We often cannot be sure. Under this kind of persistent uncertainty, one relies, in
practice, on some implicit view of how the world truly works (or applies some
other, often non-quantitative decision rules for decisions under uncertainty).*
That view, which can be debated and is subject to new knowledge about the
world, is then the default belief as to what would happen if particular policies are
implemented.

From the point of view of a rational planner who wishes to implement the best
policies, risk gives rise to a cost of risk that depends on visibility and reversibility.
When policies have effects that are neither visible nor reversible, the optimal
policy rule remains as before. But when policies are visible in effects and are
reversible in implementation, they in effect have a positive return to risk: the
possibility of a very high cost-effectiveness merits them being tried out to see
whether they work. Risk thus gives rise to asymmetric experimentation: one tries

* These methods are not the focus of this book. For an introduction to decision-making under
(deep) uncertainty, see Kochenderfer (2015), for example.
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out the reversible policies that have low expected return but some possibility of
high returns, while one only implements the irreversible policies with non-
verifiable outcomes if their expected returns are high enough.

What if we are not the only ones making strategic decisions though?

When Costs and Benefits Are Subject to Negotiation

The optimal policy rule on wellbeing takes the monetary costs of a policy as given.
This is appropriate when it comes to building a bridge or a hospital, in which case
we do roughly know what the costs are and we cannot change the costs of the
material or the labour involved. It is appropriate in the many areas of policies
where prices of inputs are given. But how do we think about cases when prices are
the results of negotiations?

Governments are not like individual households, which have to take prices
in the world as given: governments have clout and can negotiate with large
companies and institutions about the prices of things. These companies have a
mind of their own and will pre-empt and react to governments’ choices. What
then?

A particularly important example is where governments buy pharmaceutical
medicines on behalf of the population. The United Kingdom, for example, spends
around £20 billion per year on medication via the National Institute for Health
and Care Excellence (NICE), which has to approve the use and the price of
medicines in the United Kingdom.” It is hence a ‘monopsonist’: the sole effective
purchaser. This means it has market power and could demand lower prices from
suppliers. The way that NICE negotiates with suppliers of medicine, usually large
pharmaceutical companies that negotiate with many governments around the
world, is effectively to advertise the optimal policy rule above. The current stance
is that if the cost-benefit ratio is better than around £25,000 to £30,000 per healthy
year of life (quality-adjusted life-year, or QALY), then the medicines are approved
for use in the United Kingdom.

Is this not exactly what we advocate, merely using a health criterion (QALY)
rather than a wellbeing criterion (WELLBY)? In this case, unfortunately no,
because openly advocating what one is willing to pay is the surest way to ‘lose’
negotiations. Many previous authors have commented upon this, most recently
Wang et al. (2018) who also mention several previous studies that argued how an
advertised specific threshold is a bad idea in negotiations.®

* We acknowledge that NICE has many responsibilities and activities. In this chapter, we exclusively
talk about its role concerning approvals for pharmaceutical medicines.

¢ This is a heated debate, which also includes the argument that pharmaceutical companies need to
make profits in order to invest in research and development. This is not the place to discuss all those
nuances as they have been extensively discussed elsewhere.
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To see the essential problem, suppose you really like beer and announce at your
local brewery that you would be willing to pay that brewery £100 per pint. The first
time you do this, the brewery owner might let you buy the pint for the advertised
price of, say, £5. Yet, at some point in time, there is a good chance that the brewery
owner starts to increase the price. If he really believes you, he is going to charge
you £99.99 for a pint, even though his own costs are still below £5.

According to Wang et al. (2018), this is more or less what has happened with
pharmaceutical prices in the United Kingdom and much of the rest of the world:
pharmaceutical companies have started to charge what governments are max-
imally willing to pay. In Australia, this is around $50,000 per QALY. In the United
Kingdom, it is around £25,000 per QALY. Pharmaceuticals have, as rational
actors, started to believe the advertised willingness-to-pay by the medicine mono-
psonist and have started to ask for exactly that, regardless of what their true
production costs are.

Hence, the result is that the United Kingdom may have had the same medicines
for a fraction of the price, because many are cheap to produce, if it was not for its
negotiation techniques. This means, in turn, that there could have been more
additional, wellbeing-generating public goods in other spheres.

New Zealand looked very carefully at the Australian system, which preceded
the UK system by some ten years, and decided to do it differently. They effectively
capped the total amount spent on medicines and gave the regulator the power to
negotiate with pharmaceutical companies, giving them the power to not buy
particular medicines at all. And there is the rub.

In a price negotiation, one’s ability to negotiate a low price depends strongly on
the ability to walk away from the negotiation. Pharmaceutical companies are
under no obligation to sell to a country and can thus credibly threaten to walk
away from the table. In order to avoid paying the maximum one would be willing
to pay, countries would have to be able to credibly threaten to walk away from the
table as well. Is this not foregoing a clear possible advantage? Does this not mean
that a policy is turned down which is above the threshold?

The essential insight here is that there is a better policy possible than merely
‘paying the price demanded’. The superior policy is where one includes the
bargaining itself into the policy process: a policy that says ‘we will offer half our
actual maximum willingness-to-pay and stick to that maximum’ has a higher
expected return than the policy of offering the maximum willingness-to-pay,
especially if there are multiple rounds of negotiation. Including bargaining thus
changes the (expected) costs of all policies that have negotiated costs in them,
thereby changing the mix of policies one considers funding, and ultimately
changing the cut-off point A.

The reason why one reduces the expected costs in almost every case where one
bargains over a price is that the expected surplus of the strategy ‘offer half the
surplus on the table’ is always positive as soon as there is some chance the other
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side will take the offer. The expected surplus of offering the maximum is zero no
matter whether the offer is accepted or not. That zero-surplus could also be
achieved by simply reducing the budget and giving the money back to the
population to spend as they wish.”

The rule to ‘offer half’ is, of course, arbitrary. One could alternatively offer a
third, or perhaps some amount that depends on the costs of making the product,
or some other, more complicated formula. The key point is not whether to offer
exactly half, but to have some mechanism to offer less than the maximum
willingness-to-pay and to stick to that stance, i.e. to run the conscious risk of
‘no sale’.

There is a reason why New Zealand is one of the few countries capable of
consciously running a risk of ‘no sale’ in many other countries, the politics of
openly running a ‘no sale’ risk are very difficult in the case of medicines. Patient
groups and pharmaceutical companies directly lobby the government and the
general public to have their favourite medicines allowed. As a result, for medicines
with particular visibility, prices are often far higher than the maximum
willingness-to-pay. For instance, for Pompe disease, the cost of medicines in
Australia are equivalent to around £300,000 per QALY. For that amount of
money, one may help many others by preventative means. The difference is,
however, that reducing the suffering of others may be less visible beforehand or
even known with certainty afterwards.

The visibility of the benefits or costs of decisions is hence important politically,
even though to the rational wellbeing maximizer, visibility should not matter: the
suffering of many should matter more than the suffering of one. However, human
sympathies and sensibilities do not quite work that way, as we focus on the needs
that are visibly in front of us, rather than the somewhat vaguer suffering of
unnamed others. The Covid-19 crisis was a clear case of the emotive power of
an immediate threat to a defined population, with visible suffering in terms of
physical health, whilst the suffering of those hit by the policies to contain Covid-
19 were much less visible since it was mostly in the domains of mental health and
social isolation or loneliness.®

This is a general conundrum that shows up in many areas of policy: the needs of
the visible weigh greater on our minds than the needs of others who are anonym-
ous, who are in the future, or who we find it difficult to identify with. This is
precisely why in many areas we have developed institutions that are blind to this
distinction. The legal system is symbolized by a woman with a blindfold precisely
to symbolize the unemotional application of a principle designed to benefit

7 In the case that the budget is optimal.

® One of the authors estimated in March 2020 that this high visibility meant at least fifty unseen
victims were tolerated in order to save one highly visible one. Miles etal. (2020) came to similar
conclusions.
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everyone equally, taking out the role of emotions and privilege, thereby avoiding
miscarriages of justice. The founding principle of the NHS in the United Kingdom
is similarly of equal access by rich and poor, young and old. Reality is, of course,
never quite the same as the ideal, but many countries do set up institutions to be
‘fair’ and removed from daily political considerations.

Both the policy rule and the institutional environment in which rules are made
depend, therefore, on whether we face ‘a strategic opponent’. The example of
medicines illustrates several nuances to the optimal policy rule above:

« When prices are subject to negotiations, the threshold that is openly adver-
tised should be higher than the true A in order to drive down the price.

« Visible suffering that can be mobilized towards a political outcome weighs
higher politically than anonymous suffering, which makes the case for
institutions that make impartial decisions without immediate political
oversight.

« Different countries have set up different institutions for the same basic
problem, which means that one could potentially learn from successful
examples elsewhere.

What goes for medicines also goes for other policies in which negotiations
can have real impacts on prices, such as trade negotiations, large infrastructure
projects, large purchases of equipment, or large land purchases. The design of
the institutions that negotiate about prices have to, therefore, carefully consider
the issue of independence of daily politics and the willingness to run the risk of
‘no deal’.

What holds for costs can also hold for benefits: negotiations with large com-
panies, other countries, or large local institutions involve many potential benefits
to the population, including, for example, decisions on cultural and social projects.
There too, the application of the optimal policy rule requires careful thought about
the negotiation strategy.

With this non-formal exposition in mind, we can now turn to the same material
in greater technical depth. In what follows, we first go over the basic wellbeing
CEA methodology. Then, we expand it to include a range of issues that may come
up in practice, including risk or uncertainty, continuous process versus one-off
decisions, multiple outcomes, or pathways choices. This methodology section is
best read in conjunction with the example section later in this chapter which
clarifies, giving real-world examples, how wellbeing CEA can be done in practice
and what difference a wellbeing perspective would make compared to CEA based
on traditional outcomes.
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Wellbeing CEA Methodology

The relevant outcomes can be divided into intermediate outcomes X;; for individ-
uals i at times t > 0 and final outcomes Y;. Intermediate outcomes can include,
for example, relationships with others, health conditions, employment character-
istics, or simply consumed goods and services. X is a large vector of such
intermediate outcomes (1 to K). Likewise, final outcomes Y}, are thought of as a
set of outcomes: wellbeing, taxes paid, and costs to the public purse, including
costs of the intervention. We denote the wellbeing outcome as Wj; and the net
public costs (public costs incurred minus taxes paid) as Cj. These are one-
dimensional, with wellbeing measured in units of life satisfaction per person per
year (WELLBYs) and costs in the current value of a unit of money in the
respective country (we assume, for simplicity, £ sterling throughout our
examples). Life satisfaction is typically obtained from surveys, and in particular,
from a single-item 11-point Likert scale question asking respondents: “Overall,
how satisfied are you with your life nowadays?”. Answer categories range from 0
(“not at all”) to 10 (“completely”).’

Time t is typically measured in years, although only out of convention, as
datasets often have yearly observations and budget cycles are yearly (or in bulks of
years). The basic methodology, however, is not constrained to measure intermedi-
ate and final outcomes in years; any other time frame would also be valid as long
as appropriate changes are made so as to keep outcomes comparable in terms of
time frame.

In the simple, generic case, the question we ask is: how cost-effective in terms of
wellbeing is an intervention that is set in motion at a single point in time (¢ = 0)
and that is then associated with a set of outcomes for a given group of individuals?
The key comparison is between outcomes that would occur from t = 0 onwards to
some final date T if the intervention happens, i.e. the intervention scenario, versus
if it did not, i.e. the status quo scenario. We use the word intervention here in a
broad sense to denote any major plan of activities that require significant
resources (for example, a policy) or some form of permission (for example, a
regulation).

Typically, policy analysts do not know the exact outcomes with or without the
intervention as the anticipated outcome of any course of action is always
unobservable. One thus has to either infer both outcomes or their difference
from the literature, policy trials, or from an assumed view of the world. Here, we
initially assume, for simplicity, that analysts do know Xj;, Wy, and C;; for the

° The basic methodology generalizes to cases in which a different measure of wellbeing is used, for
example if a policy-maker decides to adopt a different measure or if an improved measure becomes
available.
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whole population under both the intervention scenario and the status quo
scenario.'

Outcomes under the status quo scenario are denoted as X, WY, and C9,
whereas outcomes under the intervention scenario are denoted as X}, W}, and
Cl. The effects of the intervention are then captured in each period by
(X: —X5), (WL —W?), and (C, — C%). The wellbeing cost-effectiveness, CE,

of the intervention is equal to:

CE— Net Additional Wellbeing Benefits Zt(l —") Ziswi*(wilt - W)

Net Additional Public Costs Zt@ _ pC)tZi(C}t - )
(2)
where:
sw; = social weight of individual i
p” = wellbeing discount rate
of = cost discount rate

The first important element of this equation is Z , which denotes a summation
over the overall time period. This requires policy analysts to have a duration in
mind in which the intervention is supposed to have an effect. The choice for the
overall time period is essentially determined by the periods in which the main
effects are believed to accrue. For long-term investments such as infrastructure or
education, the overall time period will typically be at least fifty years. For very
short-lived interventions such as a major sports event, we would usually be
thinking of a year or even shorter.

The second element is (1 — p")’, which is the weight given to wellbeing
benefits in periods after t = 0. The wellbeing discount rate p" >0 is the pure
social discount rate pertaining to individuals in the future plus a catastrophic risk
premium.

The social discount rate is a judgement on how much the present matters more
than the future. In the United Kingdom, for example, it is customary to choose a
pure social discount rate of 0.5 per cent. Moreover, in a CBA framework, it is
customary to add a 1 per cent catastrophic risk premium to the social discount
rate. The basic idea is that there is a possibility of systemic failure in which case all
investments into the future become worthless. When thinking of wellbeing bene-
fits in a CEA framework, the same issue applies: there is a certain probability that
major events overtake the system in which investments are made and that, as a

1% This presents the problem as a deterministic one, whereby it is certain which individuals will be
affected. One can easily generalize the problem to probabilistic interventions in which individuals have
a probability of being affected by an intervention such as, for example, a probability of receiving
treatment. In this case, the basic formulas look more cumbersome but are not fundamentally very
different. We present the deterministic case first and the generalization later on.
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result, the projected wellbeing benefits no longer apply. Summing social discount
rate and catastrophic risk premium, we obtain p" = 0.015. Note that double-
counting should be avoided: because the formula includes the probability of
catastrophic risk, one should not, at the same time, include a monetized cata-
strophic risk term when calculating the wellbeing benefits pre-discounting. We
discuss this issue in greater detail later on.

Next, Z denotes a summation over (the relevant sub-group of) the popula-
tion. This requires analysts to make a choice which (sub-group of) the population
is relevant and, by omission, which is not. Many moral choices become explicit or
implicit in the choice of whom to include in Z The natural default is the
population of the country, that is, the demos that makes up the country’s democ-
racy and whose political will is represented in parliament either currently or in the
foreseeable future as in the case of children. Note that the formula is generalizable
to account for both positive wellbeing changes to some parts of the population and
negative wellbeing changes to others.

It is often impractical to include the whole population in any calculation based
on data pertaining to individuals. One reason is that there is often no easily
available dataset that covers the entire population, except perhaps a microcensus,
which is often only conducted every couple of years. Another reason is that an
inclusion of the whole population would require analysts to take an explicit stance
on how everybody in the country will be affected over the whole duration of the
intervention. This is a tall order, particularly if the intervention envisioned is
small.

Practically, therefore, the relevant population will either be a representative
group of individuals who ‘stands in’ for the population as a whole, a hypothetical
population that ‘stands in’, or else some fraction of the sub-group of the popula-
tion that is believed to be affected by the intervention. Large-scale surveys with
appropriate survey weights to make the sample nationally representative can form
the basis of a representative population. Depending on the intervention, sub-
groups of the population can be as small as the members of a local sports club or as
large as the population of a city.

Whatever analysts choose as the relevant population, they need to make quite
strong implicit assumptions on who matters and who is affected.'! For instance, if
one does not include the future population that is yet to be born or to migrate to
the country in Zi , then it is implicitly deemed irrelevant for the intervention at
hand. Leaving aside practical limitations as to what one can and cannot know or
foresee, strong moral assumptions are unavoidable in any actual calculation
because the alternative, which is to do full justice in every calculation to all
possible groups one cares about, would require enormous additional resources

' The basic methodology also generalizes to including both humans and animals.
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(which, in the worst case, would not be available to spend on these groups then, an
ineffective use of public resources).'? Therefore, the choice of Zi will often only
be ‘vaguely right’.

sw; is the social weight pertaining to each individual i. Again, this is a moral
choice. Under classic utilitarianism, it is normal to count everybody as equal and
thus to have sw; =1 for every individual in the ‘demos’. However, one could
argue that some individuals should matter more than others, either because of
some higher status accrued to certain individuals or because one cares more
about their wellbeing increase than others. For instance, one could care more
about alleviating misery than raising the wellbeing of those already at high levels
of wellbeing, in which case sw; would be higher for those with low initial levels of
wellbeing.

The final element in the numerator is (W} — WY), which is the wellbeing
change of individuals 7 at times £, derived as the difference between the wellbeing
under the intervention scenario (W},) and the wellbeing under the status quo
scenario (W9). As one is only interested in changes, one in principle does not need
to truly take a stance on what the level of either W}, or W} is for an individual:
only the change is relevant.

The denominator is the net additional public costs, denoted as
Zt(l — PC)Zi(C}t — C))). Again, there is a choice to be made for Zt. This
need not be the same as in the numerator as it is perfectly plausible that changes to
the public purse occur earlier or later than changes to wellbeing. In many cases, for
instance, there would be an immediate up-front cost with no significant future
effects on public costs while wellbeing benefits might take years to materialize. An
example would be new equipment to improve palliative care for individuals in
nursing homes, which makes life more pleasant for many terminally ill patients:
the costs are up front while the patients who benefit include people in the far
future, with little expected change on the public purse relative to the status quo
scenario later on.

The cost discount rate p° need not be the same as the wellbeing discount rate p"
even though it is normal practice to assume that the discount rates on costs and
benefits are the same. We here discuss what seems the optimal approach to

'? Indeed, it is practically impossible to even include the whole population of a country for the
simple reason that it is not known precisely at any moment who is in the population for a variety of
reasons. Some individuals with passports or a claim to a passport might be living abroad without
exercising that claim. Some living in the country believed to be citizens and behaving like citizens might
not actually have a valid claim. At any moment in time, large numbers of citizens are abroad while large
numbers in the country are citizens of other countries. At any moment in time, migration status is
deliberated for many individuals, and there will be many individuals who themselves do not quite know
which citizenry applies to them because they are, for instance, of mixed ancestry and have not yet
looked up their rights. It is entirely normal in most policy analyses to ignore all this, involving in
practice many moral choices that are almost never made explicit.
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wellbeing CEA and later what the differences are with normal practice in
government.

The reason to have a different discount rate for public costs than for wellbeing
is simple: the discount rate on the cost side is less of a moral issue and more an
issue of the costs of financing: a £ spent today rather than tomorrow is more costly
because of interest rates.'> Within our economic system, in most cases, the cost of
financing is to a large degree driven by the interest rate operating on global
financial markets and hence is only to a limited degree a matter of national policy.

The best way to see this is to imagine the intervention as being decided on by a
country as a single entity. The money then comes from raising public debt or, in
the case that available money is spent on something, not reducing the public debt.
Explicitly or implicitly, therefore, the interest on public debt is the relevant interest
rate. The question then is what real interest rate will need to be paid on money
spent in one year. Real interest rates on ten-year UK treasury bonds in 2018, for
example, were at a historic low of around 0.5 per cent. However, from a long-term
point of view (for example, looking back at the last one hundred years or so), 2 per
cent is a typical estimate for the real interest rate.

The issue of catastrophic risk is also important for the cost discount rate,
though in this case the notion of what is ‘catastrophic’ is subtly different than
for wellbeing. In case of the numerator, the risk was one of some large disruption
under which the envisioned wellbeing changes would not occur at all. In case of
the denominator, the ‘risk’ is that the financial costs assumed to occur in the future
do not occur at all. Those are not necessarily the same risks: in the case of building
aroad, for instance, the costs will be subject to the catastrophic risk of earthquakes
or some other collapse of the transport system such that a half-finished road will
not be completed and hence the supposed future costs are not made. The risks on
the benefit side could include the death of the population so that there is no one to
use the road. Arguably, the latter ‘catastrophic risk’ is far less likely.

Given the current interest rates, there is an argument to be made that the
current relevant cost discount rate p° to be 1.5 per cent (0.5 per cent long-run
interest rate plus 1 per cent financial catastrophic risk premium), though—given
historical interests rate over the long-run—one could also argue for 3.0 per cent
(2 per cent long-run interest rate plus 1 per cent financial catastrophic risk
premium), or anything in between. Finally, the default choice, simply to be
consistent with current practice, is to set the two discount rates equal to each
other, i.e. p" = p-.

Note that, because net public costs include both potential cost reductions (such
as via higher taxes or reduced welfare benefits) as well as increased public expenses

* Of course, there is also inflation. When referring to costs throughout this chapter, we mean to
refer to them in real terms, that is in terms of the purchasing value of £ today.
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in the future, one has to be careful about how catastrophic risks are applied to
different forms of costs made at different points in time. While the collapse of the
financial system one year from now might, for instance, render all loans null and
void, thus leading to a write-off in terms of any current expenses, such a ‘catas-
trophe’ is unlikely to nullify the increased tax receipts in twenty years’ time due to
higher human capital (future tax receipts). Yet, in practice, it is not realistic to
assign different probabilities to different types of catastrophic risks that pertain to
different costs and wellbeing changes. The default is to apply the same discount
rates to all aspects of the calculation.

The next element in the denominator is Z (pertaining to cost changes),
which will almost never be the same Z in the numerator (pertaining to well-
being changes). This is because one will typically be thinking of the total effects on
the public purse pertaining to the whole of the UK population. Think of the up-
front cost of a large public programme, for example: such up-front costs are
typically borne by the whole population as an entity. Apart from clear costs and
cost reductions that accrue to the system as a whole, there still is a choice to be
made by analysts as to where to look for public costs and public costs savings that
are likely to occur as a result of the intervention. The Z term in the denomin-
ator (pertaining to costs) thus needs to include the individuals whose changed
behaviour is likely to lead to significant changes in taxation or take-up of welfare
benefits.

Note the absence of a social weighting term sw; in the evaluation of the public
costs. That is because, to the public sector as a whole, spending a £ costs a £ no
matter from which departmental budget, council budget, or budget of a public
organization it comes from. The lack of weighting thus adopts a ‘whole-of-
government’ approach. Note that we are here not talking about monetary costs
to private individuals or private entities, which in a wellbeing CEA methodology
all show up in the wellbeing effects of an intervention and thus automatically
involve distributional issues: only monetary costs borne by the public sector are
seen as ‘costs’ in wellbeing CEA. All else goes via the wellbeing effects.

The final item in the denominator is (C}, — CY), which is the change at the
individual level in the draw on the public purse: it can be denoted in terms of
actual costs made up front and over time, or in terms of the monetary equivalent
of utilization of public services such as the healthcare or education system.
Increased tax receipts due to the intervention are a negative cost, as are reductions
in the utilization of public services."

* Although we do not want to dwell too much on the comparison with analyses currently done by
UK government departments and devolved administrations, a UK policy analyst commented on how
current CBA does differ: “The current webTAG position is that changes in government revenues are
perceived in factor prices and are then uprated by the market price adjustment factor (MPA) before
inclusion in the cost benefit analysis. This applies to changes in indirect taxation revenue, which feature
in the numerator to the Benefit Cost Ratio (BCR), and changes in DfT related expenditure both capital
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The result of the calculation, CE, is then the ratio between the change in net
additional wellbeing benefits and the change in net additional public costs. The
higher this number, the greater the value for money. A rational, wellbeing-
maximizing policy-maker then ranks candidate interventions from highest to
lowest value for money, and implements them from top to bottom until the
fixed budget runs out, yielding a value of CE that is equal to A: it is the opportunity
value of public money, or the amount of WELLBYs a unit of public money can
buy. More formally, we can refer to this value as the minimum social production
costs of a WELLBY.

How to Choose What to Fund

When there are many possible interventions, the first thing to do is to gauge which
ones are truly distinct, could be fruitfully combined, or axed. If there are multiple
possible interventions designed to achieve the same thing (say prisoner recidivism
programmes) but one has more benefits and less costs, clearly dominating the
others, one can normally disregard the dominated interventions. It is also possible
that some interventions should be combined because they would achieve better
outcomes jointly than separately, a situation that, for instance, is often true when
thinking of tackling social disadvantages which manifest themselves in many
domains that interact and that thus require different tasks. This will often become
clear in the design and pre-evaluation stage of a policy, but may be learned only
afterwards as well.

For simplicity, we assume that the remaining interventions are the most
effective ones in their respective domains and that there are no obvious improve-
ments to be made by either combining them or getting rid of those that are
dominated by an alternative in the same domain. The situation we then have is
illustrated in Figure 3.2 below, where each dot represents a distinct and feasible
intervention, associated with net discounted costs in £ on the horizontal axis and a
discounted wellbeing change in WELLBYSs on the vertical axis. The graph has four
quadrants.

and revenue, which feature in the denominator of the BCR’ (Laird and Mackie, 2017, page 1). This
exemplifies how in current government analyses the notion of benefits often includes some actual
effects on the public purse that would normally be considered as positive or negative costs (not doing so
effectively presumes the wellbeing benefit of a £ spent by a private individual and the government to
have equal wellbeing value, which is a bold empirical claim that almost begs the question what the
supposed benefit of government is if it does not have higher returns to spending than individuals). One
may argue that, at the margin, the returns should become the same under rational policy-making, but
one cannot presume they are the same. Indeed, we argue in chapter 4 that the marginal social
production costs of a WELLBY are only about 25 per cent of the marginal private production costs,
which coincides with what is at present already presumed for the NHS (the private willingness-to-pay
for a QALY is currently taken to be about four times the marginal social production costs).
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Figure 3.2 Wellbeing cost-effectiveness decisions when budgets are high or low

Source: Own illustration.

The right-bottom quadrant is made up of interventions that accrue net costs
and have negative wellbeing changes. These are interventions one should never
consider, no matter what the budget is. Interventions in the left-top quadrant are
interventions that save money and have positive wellbeing changes. Since these
are, by prior assumption, the most effective interventions in their respective
domains, they should, normally speaking, all go ahead. The real choices pertain
to projects that have (a) positive net costs and positive wellbeing changes (top-
right quadrant) and (b) save money and have negative wellbeing changes (bottom-
left). The reason to agree to go ahead with interventions that have negative net
costs and negative wellbeing changes is to free up funds for programmes that have
higher wellbeing benefits.'®

The optimal policy rule depends on the implicit value put on the use of public
funds. Recall equation (1): an intervention should go ahead if the social surplus of
the intervention is positive. That is,

Net Additional Wellbeing Benefits — A * Net Additional Public Costs >0

where the left-hand side is the social surplus and A denotes the wellbeing value of a
unit of net public costs. A ideally captures—taking the example of the United

'* ‘We here abstract from the possibility of an exact budget constraint and lumpy projects such that
one, for instance, cannot, at the margin, finance the most cost-effective programme because a less
effective one has a lower overall cost that does not exceed the exact budget constraint. The optimal
knapsack problems associated with choosing how to allocate an exact budget to buy particular items are
computationally difficult but not all that relevant for government as a whole, which funds thousands of
distinct programmes, in which case it is reasonable to presume that funding the most cost-effective
programmes first identifies the marginal cost-effectiveness threshold by the last project funded.



WELLBEING POLICY EVALUATION AND APPRAISAL 169

Kingdom—the agreed-upon, minimal UK-wide benefit of every £ spent for any
public programme anywhere in the country. It is the conversion value between
money and wellbeing. In the case that all interventions have positive costs, the
optimal policy rule is simply to fund the interventions for which the cost-
effectiveness ratio (CE) is higher than A. Within the logic of rational spending
of government funds, A should be the number of WELLBYs per £ produced by the
marginal intervention that is funded, ie. the inverse of the marginal social
production costs of a WELLBY.

Equivalently to having the rule to fund everything with positive social surplus,
one can define the public’s maximum willingness-to-pay for an intervention that
leads to a particular amount of WELLBYs as:

Net Additional Wellbeing Benefits
WTPpublic = \ (3)

which yields the monetized value of wellbeing benefits of an intervention. This
would be the willingness-to-pay by the government, which might differ quite
strongly from the willingness-to-pay of an individual, which will typically be
higher because it is more costly for individuals to increase their wellbeing than
it is for the government. We will discuss in more detail which A to use for different
types of analyses in chapter 4, where we discuss the overlap and differences
between wellbeing CEA and other approaches to public funding decisions.

When A is high, the opportunity value of funds is high, which means that new
interventions displace something else with a high level of wellbeing cost-
effectiveness. For a new intervention to be funded, that intervention would thus
have to have a higher wellbeing cost-effectiveness than what it displaces. In
Figure 3.2, this situation is captured by the steep dotted line going through the
origin (point ‘0’, i.e. the intersection between the cost and the wellbeing axes). It
can be denoted as the low-budget line. Only interventions to the left of that line
should go ahead, which include all interventions with negative net costs and
positive wellbeing changes, as well as some interventions that have negative net
costs and negative wellbeing changes and some interventions that have positive
net costs and positive wellbeing changes.

When A is low, the opportunity value of funds is low, which means that new
interventions displace something else with a low level of wellbeing cost-
effectiveness. For a new intervention to be funded, that intervention would thus
have to only go above that lower wellbeing cost-effectiveness. In Figure 3.2, this
situation is captured by the dotted line going through the origin, which is less
steep. It can be denoted as the high-budget line. Interventions to the left of that line
should go ahead, which again includes all interventions that have negative net
costs and positive wellbeing-changes, as well as just one intervention that has
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negative net costs and negative wellbeing changes and many interventions that
have positive net costs and positive wellbeing changes.

Where Does A Come from?

The parameter A denotes the wellbeing opportunity value of public funds. It is
implicitly given by the least favourable intervention to be funded that exhausts the
available budget. In terms of Figure 3.2 above, A can be found by looking for the
least steep line at which the available budget is entirely spent.

Yet, in the longer run, the budget itself is not a given but subject to public
choice. Ideally, the only real optimal policy rule should be that any change is
acceptable if it raises national wellbeing. The effects of changes of budgets on
wellbeing then simply become part of the calculation.

Thus, ideally, both the budget and A themselves derive from the long-run
optimization of wellbeing in the country. Taking the example of the United
Kingdom, their level is then given by the point at which an additional £ of public
resources raised has zero wellbeing benefits, however that extra resource is raised.
Public resources can increase via additional economic activity that is taxed, via
increases in tax rates, or via decreases in spending. Yet, it should remain the case
that, at the margin of the additional £ gained by any public action (that is, more
taxes or less spending), the net long-term wellbeing change should be zero.

This does not mean that the value of A should ideally be zero, because funds are
never infinite and it can be the case that raising more funds might have negative
wellbeing effects itself. Likewise, it is possible that wellbeing is maximized when
the budget is maximized, where any change would only reduce public resources.
This will be the optimal case if all public spending at the margin has wellbeing
benefits while taxation has no wellbeing costs. The optimal budget is then the
point at which additional taxes lead to lower economic activity such that the net
additional taxes are zero. This is known in economics as the maximum of the
Laffer curve which denotes the relation between tax rates and tax revenue, and has
the important feature that, at some point, higher tax rates reduce tax revenues as
taxable economic activity is discouraged. When taxation or other methods of
raising public revenue have negative effects on wellbeing, the optimal budget is
likely to be lower than maximum possible budget. A is then the marginal wellbeing
benefit of spending at the level of the optimal budget.

In practice, from a wellbeing perspective, we do not yet understand the eco-
nomic and political system well enough to determine the long-run wellbeing or
long-run economic effects of changes to the budget. One might say the system as a
whole uses trial-and-error to find optimal public budgets, guided more by political
pressures than rational policy. The pragmatic approach is then to take the
available budget as the outcome of the political process, and to focus the wellbeing
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efforts on the question of how best to allocate the given budget, which in turn
implies a particular A.

A Few Key Reflections

The basic wellbeing CEA methodology made several implicit choices and embed-
ded circumstances that need to be pointed out for a full understanding.

Why a Sum of Wellbeing over Time?

The basic wellbeing CEA methodology involves a sum of individual wellbeing
over time, for which a short-hand notation (that neglects discounting and social
weights) is Z:Wﬂ- The motivation is that a sum over time comes closest to the
notion of the lifetime wellbeing of an individual.

Yet, if one thinks of the different reasons for why life satisfaction is the most
suitable candidate measure of Wj; we have at the moment, it is not immediately
clear at all that one should care about a sum of life satisfaction over time, that is
thit'

If one considers the argument that life satisfaction is a strong predictor of
political behaviour (voting for or against the incumbent; cf. Liberini et al., 2017;
Ward, 2019; Ward et al., 2020) and thus an expression of the political will of an
individual, then a self-interested politician would logically care about the life
satisfaction of the voting population at the next election. What the life satisfaction
is between elections or of non-voters is not obviously of concern to such
a politician, since the system is set up for the politician to care about being
(re-)elected at a particular point in time. (In this argument, we focus on politicians
rather than bureaucrats in the civil service, which are less determined by the
political business cycle and may have more complex motivations.) The counter-
argument to this is that election incentives are a means to an end in themselves,
where the end is more the wellbeing of the entire population throughout their
lives. Yet, there is an obvious tension between the incentives given to politicians
via the political business cycle and any longer-term aim.

If one then considers the argument that life satisfaction is a reasonable measure
of how someone thinks he or she is doing, including (somewhat of) an assessment
of what happened in the past and expectations for the future, then the question
arises why one would need future wellbeing at all and not just look at Wi, for the
relevant population. If life satisfaction was some kind of aggregation of experi-
ences over life, one should not aggregate again over these aggregations, one can
argue, but merely aim to increase Wj. Much like in classic utility theory one
would care about the current measure of lifetime utility.

The main counterarguments to this are that (i) different individuals are likely to
have different time frames in mind when they answer the life satisfaction, which
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makes Wj, much less comparable across individuals than th"t’ (ii) individuals
cannot be realistically expected to know at this moment what all the chosen
policies in the future are going to be and hence considerations of policy must
involve the notion of future life satisfactions as expected to evolve with or without
policies, and (iii) we do not merely care about how individuals think about their
lives now but also have some regard for what they will think in the future, which is
likely to differ due to the cognitive burden when taking into account how changes
will affect them."

What about Adaptation?

A strong feature in the literature on psychological measures of wellbeing (be it life
satisfaction, happiness, anxiety, or mental wellbeing) is that individuals adapt to
circumstances such that a permanent change in intermediate outcomes has only a
temporary effect on wellbeing. At the very least, the immediate effect of a
permanent change is often much higher than the long-run effect, something we
see, for instance, with physical impairments but also with changes in income
levels.

The basic wellbeing CEA methodology generalizes to this feature, by looking at
discounted sums of wellbeing whereby everything is measured in terms of dis-
counted lifetime effects. Whether changes in circumstances then have a perman-
ent or temporary effect on wellbeing is a purely empirical question, which makes it
important to hold that distinction in mind when looking at the claimed effects of a
policy. Note that this does not necessarily mean that if something does not show
up in individual life satisfaction it is without value to the public because it may
show up as affecting life expectancy (hence affecting the sum of wellbeing) or net
public costs including taxes and welfare spending.

Why Not a Cost-benefit Calculation?

The central inequality in equation (1) compares net additional wellbeing in
WELLBYs with net additional public costs in £ and thus combines two different
units of accounts. Why not convert one into the other such that one either only
compares wellbeing with wellbeing, or £ with £2 This would then be either a
‘wellbeing-augmented CBA’ (when wellbeing and all other factors are converted
into £) or a ‘wellbeing CBA’ (when £ and all other factors are converted into
wellbeing). We will look at these differences in more detail in chapter 4, but note

'¢ To see this point at its most basic level, suppose that there are two types of individuals, one that
rationally scans all possible futures and answers the life-satisfaction question as if it is expected lifetime
utility, and another individual who sees no further ahead than a day (a highly myopic individual). If one
were to use W for both individuals, this would be an accurate approximation for the first person but
hugely misleading for the second. Yet, in both cases ZtW,»twould be an accurate approximation of
their lifetime utility: in expectation gtw[, is the same as W, for the rational individual while th"‘
approaches expected lifetime utility the more time periods one includes in Zt.
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here that the optimal policy rule is set up to fit the generic problem of a budget-
constrained decision-maker who simply has to choose how to allocate funds over
different demands.

The key problem with converting £ into wellbeing is that the shadow value of
funds (which one might think of as the Lagrangean multiplier in an optimization
problem) is unlikely to remain fixed over time, and its value is extraordinarily
difficult to pin down because it involves, in principle, all the effects of increasing or
decreasing budgets at any point in the future. A practical approach to this is to
take the budget as roughly fixed and driven by the political process, which then
leads to a particular A in every period.

The key problem with converting wellbeing into £ is basically the same, but in
reverse: because the wellbeing value of funds changes, the £ value of wellbeing also
changes over time. More practically, the methods to calculate them from individ-
ual choice behaviour yield a rather wide range of possible values, essentially
depending on whether one takes an individual or societal perspective (which
requires one to include consumption externalities), whether one looks at invisible
or visible spending (spending to which attention is drawn has far more wellbeing
effects than other costs), and whether one looks at short-run or long-run spend-
ing. We will revisit this issue in depth in chapter 4.

Wellbeing CEA methodology bypasses both these issues and takes the prag-
matic approach of comparing spending over all different destinations, simply
asking where the highest return is for the available budget in that period. It
separates the problem of the value of public money from the problem of the
value of wellbeing.

Generalizations and Recommended Technical Standards

The above is a very idealized illustration of how to spend a finite amount of public
funds on a set of potentially worthy interventions. It depicted a very pristine case
where things were known for certain, decisions were all or nothing, and there was
actual information on all relevant changes to wellbeing and costs. Almost no
actual wellbeing CEA will be as pristine as this, just as no existing policy evalu-
ation and appraisal will be as pristine either. We next discuss some common short
cuts and generalizations relevant to many, if not all, actual analyses.

Splitting up Groups and Time Periods

One difficulty is often that the different sources of evidence for the effects an
intervention might have are not derived from the same groups of people. One
might, for instance, have primary information from a randomized controlled trial
about how a school intervention changes outcomes for pupils’ behaviour, and yet
have no information in that study on how the parents and siblings are affected.
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Yet, behavioural issues with children could have large benefits to parents shown in
a different study. How does one deal with this?

A key generalization is to split up the affected population into manageable
groups of people. In the case of the school intervention, this could be:

S swr (Wl - W) = 3 (wh - w)
+ parentsAWit + ZsiblingsAWit

This splits up the group whose wellbeing is deemed relevant into three different
sub-groups: pupils, parents, and siblings. In this example, one is likely to know
both W, and W) for the pupils because this is what a proper randomized
controlled trial does: a proper trial has a control group that allows one to say
what W)
well as a treatment group that actually measures W) such that one can
calculate the average causal effect of the intervention on the wellbeing of the

treated (W} — W9). In this example, one does not know, however, the actual

(4)

would be for the individuals in the absence of an intervention, as

parents or siblings because they were missing from the trial. Nevertheless, one
might be able to obtain a good estimate for ZPWMA Wi and ZsiblingsA Wi
because one does know what has changed in the lives of the pupils. If one can
find good evidence on what effect a behavioural improvement of students has on
their parents and siblings (for example, from the related literature), then one can
effectively deduce the likely change for the wellbeing of parents and siblings given
the intervention at hand.

Mathematically, one might thus have a good idea as to what AXj; is for a set of
pupils where the relevant X, could, for instance, be conduct problems or exam

results. We will loosely call this behaviour. If one then knows what OWporenit 5. that

is, the change in wellbeing of the parents when one of their childreg)’(s%ll;éhaviour
improves due to an intervention at school (found in another study), then one can
know Z mmsA W as it equals Z ., ilsAXi‘ Z srents of i % The same holds
for siblingps. e g o

When doing this, one has to be careful to get the main elements right: one has
to have some idea as to how many parents the students have (which can differ
between school types), and it has to be reasonable that the effect on the wellbeing
of the parents found in some outside study would also hold in this case, that is, the
situation in which the result was found in the outside study should in its key
characteristics resemble the situation at hand."”

In the same manner as one can split the population into distinct sub-groups,
one can also split the overall time period into distinct periods. For instance, in the

7 Another issue is that the measure of behaviour is often not the same across studies. This could
mean that the behavioural improvement found in the main study would need to be ‘translated’ into the
supposed behavioural improvement used in the outside study. A common and often reasonable
approach is to check that the behavioural measures roughly measure the same underlying constructs,
and then to presume that a standard deviation in one is equal to a standard deviation in the other.
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same schooling intervention one might want to include the long-run wellbeing
benefits of improved schooling outcomes, despite the fact that the randomized
controlled trial itself does not follow individuals for twenty years and hence does
not actually report on long-run wellbeing benefits. Then, one effectively would
need to split the overall time period into the observed and an unobserved future
time period:

1 0y _ 1 /0
thpupils(wi[ o Wif) - Zstudy periodeupils(Wit Wit) +
oWy
ion. ¥ "
Zrest of lierpupilsAEducatlonl OEducation; (5)

This now treats the problem quite differently in different time periods, with full
information on wellbeing in the period for which there is information (the study
period) and a best-estimate approach for the rest of life, which takes a key
indicator of what the intervention achieved from the randomized controlled
trial (changed education) and then combines that indicator with outside infor-
mation of how much education changes wellbeing in the long run. The latter can
be denoted as 5 dit‘;"t’mni. Taking the example of the United Kingdom, cohort
datasets such as the National Child Development Study (NCDS) or the 1970
British Cohort Study (BCS) allow us to have some idea as to how much education
(and behavioural improvements) affect later-life wellbeing.

Note that this is not the first-best, because one ideally would want all the
relevant information from a single source of evidence (ideally a randomized
controlled trial) in which everything is measured. Unfortunately, such cases are
exceedingly rare, if only because it makes the original studies very expensive if
they have to follow more groups over longer periods of time. Hence, one is almost
always forced to combine information from different sources as a second-best in
practice.

On the cost side, it is nearly always important to split up groups that incur
costs: directly affected individuals, employers, or the taxpayer. The two main
reasons to split up groups is that information on costs is usually group-specific
rather than individual-specific and that analysts are usually interested in a break-
down between entities where financial costs and cost savings occur.

Time, Forecasting, and Backcasting
The overall time period chosen implies a judgement as to how long an intervention is
thought to have an effect. Yet, so far, the example we have seen has been about how
the overall time period might be split up into different periods. In many cases, it
makes more sense (and imposes far less assumptions) to do exactly the opposite, that
is, try and work out what effect an intervention would have had in the past.

Of course, suggested interventions are invariably aimed at the future. Yet, all
the evidence on what an intervention might do is always from the past; the future
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has many uncertain elements in it that one might not want to speculate on.
Explicitly or implicitly, any forecast makes a stand on what future is expected.
An alternative to trying to calculate what an intervention might have as costs and
wellbeing benefits in the future is, therefore, to calculate what it might have had in
the past, effectively taking it as likely that a similar effect will happen if the
intervention were to occur in the future. One could, for instance, try and work
out what the wellbeing cost-effectiveness of an intervention would have been over
the last five years. We call this backcasting, to differentiate it from forecasting.

A key advantage of backcasting is that the past is known, implying that one
does not have to guess the status quo scenario, which one would have to do in the
case of forecasting. In the case of backcasting, one can rely on past data and
effectively compare the actual outcomes from the past with those one thinks
would have happened under the intervention scenario. In many ways, this is the
honest thing to do, as any trial and evidence does exactly that: it looks at what
happened in the past.

Backcasting is particularly useful when one wants to take into account a large
number of causal pathways that require a deeper knowledge about the circum-
stances individuals find themselves in. For instance, childhood interventions
involve many different individuals (for example, parents, siblings, classmates, or
teachers) and the effects of changes spilling over from a child onto others are
dependent on circumstances (for example, socio-economic status or schools).
Thus, if one is interested in the effects of changes on many different individuals,
one needs to calculate wellbeing and cost changes for many different individuals
under many different circumstances. An easy way to go about this is to look at the
past using data that have lots of specific information in order to trace how an
intervention would have changed variables in those circumstances.

In the discussion of the Improving Access to Psychological Therapies (IAPT)
mental health programme later in this chapter, we will give a detailed example of
backcasting, combined with split populations. Note that backcasting can also be
combined with forecasting, by splitting the overall time period into a study period
and a rest of life.

Risk or Uncertainty
All elements of wellbeing CEA contain elements of risk or uncertainty: which
individuals to include, which overall time period to consider, which wellbeing
benefits and costs to include. How does one deal with risk or uncertainty?

We should remind ourselves of equation (1) and what the optimal policy rule is:
we adopt an intervention if the surplus of the intervention is positive:

Net Additional Wellbeing Benefits — A * Net Additional Public Costs >0
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Here, the A is such that the least beneficial project to be funded has a surplus of just
above zero. If the budget is not exhausted at some initial level of A, then one can
decrease A so as to fund more interventions that together exhaust the budget.

Risk changes very little about the optimal policy rule because all that risk does is
to change the rule to that of expected surplus:

Expected Net Additional Wellbeing Benefits — A«
Expected Net Additional Public Costs >0 (6)

This denotes that one should use expected wellbeing benefits and costs changes,
but otherwise adopt the same rule, because that is the rule that maximizes the
expected surplus from the choice of interventions. In case the risk around the
original case is symmetric, i.e. that there is as much possible unexpected upside as
downside, risk has no effect at all and can be ignored.*® Often, however, one cares
about risk because of a fear of a large negative downside, particularly if the costs
involved are large and the claimed surplus is small.

There are many ways to take account of and report risk. Analysts can, for
instance, calculate and report the standard deviations around the expected well-
being benefits as well as the expected costs. Moreover, they can nominate a ‘worst
case scenario’ that depicts, say, the average of the bottom 5 per cent of all possible
outcomes. Likewise, analysts can report the percentage of possible outcomes in
which the intervention is not cost-effective.

The sources of risk are sometimes known, sometimes not. If one uses estimates
of effects from randomized controlled trials or the literature, one usually has some
information on the risk in those estimates. One could thus make ‘draws’ from the
distribution that those estimates come from, calculate the relevant statistics using
different draws, and then report the outcomes of particular draws (for example,
the average, the best, or the worst draw). Such methods are well elaborated in the
statistics literature and can be applied to wellbeing CEA just as effectively.

Sources of uncertainty pertain to how the world works and what the future
looks like, which is particularly important when looking at the far future. Three
examples of wellbeing-relevant questions with unknown answers (and largely
unknown probabilities) are: how likely is it that the world of work is completely
disrupted by digital technology, automation, and artificial intelligence so that old
structures become obsolete? What are the most important pathways in which
future international migration affects the wellbeing of the current population?
What are the long-run consequences of the Covid-19 pandemic for social rela-
tionships? To all three, the answer is that we do not know and that we have no
obvious way of knowing how negative the consequences are if we ignore them.

'* Note that here we are talking of symmetry in the risk in terms of effects on wellbeing and costs.
Risk-aversion and distributional issues are already included in the wellbeing outcome which means that
symmetry in the risk of a particular input might not translate to symmetry in terms of risk in wellbeing.
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Usually one proceeds from the running assumption that the future will look like
the past few years, meaning that one tries to improve past outcomes.

Risk or uncertainty are, therefore, innate features of policy-making. The ques-
tion is how much effort one wants to put into evaluating and discussing all
possible sources of risk or uncertainty. A pragmatic approach is to evaluate and
discuss the main sources that one believes are relevant to an intervention, to make
an informed judgement as to how a bad outcome in that dimension would change
the bottom line or would change how the intervention should be implemented,
and to suggest where further analysis might be most informative.

Endogenous Costs
As we discussed in the non-formal introduction of the basic wellbeing CEA
methodology, costs often come from a bargaining situation and are not set in
stone. This includes situations in which private companies are involved that
deliver specialized services. The prices charged by private companies can come
from auctions, a procurement procedure, or some other form of negotiation.
Automatically, costs are then not fixed (assuming that the government is a
monopsonist) and dependent on the outcome of a strategic bargaining situation.
In our illustrative diagram of interventions with net costs and wellbeing
changes, the surplus of the intervention denoted by an asterisk (*) can be calcu-
lated as the horizontal distance between that point and the decision curve given by
the budget line, which we can also refer to as zero-surplus line. This distance is
denoted in Figure 3.3 below as A:
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Figure 3.3 Wellbeing cost-effectiveness decisions: results of bargaining

Source: Own illustration.
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The distance A between the zero-surplus line given by a particular A is the
additional cost that the agency delivering the intervention could ‘charge’ while
remaining cost-effective. It is the surplus accruing to the public under the ‘old’
price. If the intervention’s cost was driven by the price asked by a private company
that maximizes profits, then the logical thing to do for that private company
would be to increase the price until the zero-surplus line was reached. This would,
of course, also be a danger for all other projects, meaning that there is the
possibility that all private companies implementing interventions would want to
‘charge’ the maximum they can get away with, which would bring all costs up to
the zero-surplus line, as denoted in Figure 3.4 above. The cost of each intervention
would then reach the public’s willingness-to-pay.

This is not merely a theoretical possibility, as our example on pharmaceutical
purchases in the United Kingdom from before has shown: by implicitly advertis-
ing a cost-effectiveness threshold of around £25,000 to £30,000 per QALY,
pharmaceutical companies have started asking for prices close to it, leading to
prices for medicines that are above costs in many situations. Jena and Philipson
(2009) argued that a ‘reimbursement policy based on endogenous cost-
effectiveness levels may therefore bear little relationship to efficient use of scarce
medical resources.” A recent study of the medicine-reimbursement systems in
United Kingdom and Australia found that the use of an explicit threshold by
NICE led to significantly higher costs (Wang et al., 2018). Given the huge costs of
medicines, the loss due to openly advertising and enforcing a high willingness-to-
pay is likely to cost the United Kingdom billions.
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Figure 3.4 Wellbeing cost-effectiveness decisions: danger of escalating costs

Source: Own illustration.
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The danger of openly advertising a country-wide A to be used in procurement
processes should not be underestimated because the problem experienced in
pharmaceutical purchases might easily spill over to other sectors that rely on
private providers for public services that have significant market power. The
problem of bargaining with many different providers in many different interven-
tions about possible prices does not have a straightforward answer, except in the
highly improbable case that the decider has so much information about all the
costs that he or she can simply offer a low price that is known to be sufficient to
attract providers. That kind of scenario exists only in almost perfect markets. In all
other situations, costs will not be well known, and the issue arises as to how best to
design the bargaining situation to maximize total surplus and thereby the overall
wellbeing of the population. Private providers will usually have an incentive to ask
for more than their actual costs and to hide information on their actual costs.

How to minimize public costs in strategic bargaining situations is a vast area of
active research that falls outside the scope of this book. Klemperer (2004) gives a
general treatise on how to design procurement auctions in cases when information
about costs is imperfect and a decider wants to maximize surplus via strategic
bargaining. The key insight to keep in mind is that one is likely to pay too much if
one is not prepared to walk away from the negotiation at a point below one’s
maximum willingness-to-pay.

At a conceptual level, bargaining over costs expands the notion of what an
intervention is to include the bargaining process itself. An intervention is hence a
combination of things one wants to do and a procedure to minimize the possible
costs associated with them. Bargaining then is as much a core part of an intervention
as all other parts, and is potentially subject to risk or uncertainty, experimentation,
and incremental optimization. For instance, a road-building intervention can
include the policy rule that one will offer no more than £X per kilometre of road
of a certain quality, where £X should be well below the maximum willingness-to-pay.

Mathematically, bargaining creates risk because it includes the possibility of no
agreement, which means that one is automatically thinking of an expected well-
being CEA, where there is a probability of successful bargaining and a probability
of no deal. In the case of unsuccessful bargaining, there are no wellbeing changes
due to the intervention.

Large institutions often have particular procedures to guide negotiations with
outside parties such as compulsory ‘going to tender’ if the costs are above a certain
threshold. In many cases, such as with pharmaceuticals and tax negotiations, the
bargaining situation is a prime area where large gains can be made. One should,
therefore, take the process via which costs arise seriously as an area to be
optimized in the design phase of the intervention. Pragmatically speaking, this
means that it is rarely optimal to have a publicly advertised optimal policy rule to
fund all interventions with a certain cost-effectiveness in the case that one is
procuring major parts of an intervention from partners who can alter their prices
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strategically. One explicitly wants to think about how to maximize expected total
surplus via bargaining systems.

Reversibility and Gambling with Disruption

Reversibility changes wellbeing CEA in a fundamental way because a reversible
intervention is really a combination of two interventions: the intervention up until
the reversible moment and the intervention after that moment. The second
intervention is only possible if one has chosen the first, but not the other way
around.

To see how reversibility changes the relevant cost-effectiveness calculation, let
us first introduce some notation and, for simplicity, assume that the intervention
has a fixed, but unknown, wellbeing benefit and cost in each time period and that
the intervention could run until period T. One only learns the benefits and costs
after some initial time which is after 0 but before T, at which point one can axe the
programme at no further cost. The wellbeing benefits come from a cumulative
distribution function denoted as g(w), whereas the costs come from a cumulative
distribution function denoted as k(C). The reversible intervention is, by assump-
tion, reversible at time t = 1.

The expected wellbeing changes until t =1 are Wiepre = E,{W} and the
expected net costs are Cpefore = Ep{C}. At t = 1, one learns what the true well-
being benefits W and costs C per period are. The optimal action at t =1 is to
continue with the intervention if and only if W > AC, and else stop. The expected
surplus of adopting the intervention in period ¢t = 0 is:

Wefore — ACpefore + [option value]
= Wbefore - /\Cbefare+

(1-p—(1-p""
P

*Eg (W — AC[W > XC)

p(W>XC)*

where Wiefore — ACpefore are the expected wellbeing benefits minus costs in the first
period, p(W > AC) denotes the probability that the intervention turns out to be
cost-effective, and %”)”*E (W — AC|W > XC) denotes the discounted
surplus (wellbeing gains minus costs) conditional on the surplus being positive.
This expected surplus formula has important characteristics. For one, the option
value p(W >XC)* %*E (W —XC|W > XC) is always positive, simply
because there is some probability that the intervention is unexpectedly cost-
effective. Also, it is perfectly possible that Wyefore — AChefore is negative, meaning
that the intervention is expected to be a bad decision in the first period. The
expected surplus for the whole period can still be positive, however, due to the
option value.
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Reversibility has the nature of a gamble: if something is reversible, one has the
benefit that the gamble could lead to a future pay-out even though that is unlikely.
The gamble comes at the cost that it requires one to try it for some time before one
finds out the true value. This is also the clue as to the relevance of this kind of
possibility: where one only learns over time what the wellbeing benefits and net
costs are by implementing an intervention. The gamble is then like a large
experiment that one does not expect to be a success but that might be a success.

The logic also goes in reverse: one can axe a programme which one currently
believes might be cost-effective if there is a good possibility that it is in fact not
cost-effective, but one can only find out by axing it. If one intends to resurrect the
programme if it is revealed it to be cost-effective after axing it, then terminating a
current programme in an attempt to learn its true cost-effectiveness can be
sensible under certain circumstances.

The crucial element here is then the possibility that the cost-effectiveness of
some programmes can only be known when they are implemented or axed. One
might think this is unusual, but our societies are so complex that it is actually not:
those who benefit most from current programmes might only reveal themselves
when something is axed because they then complain. There are programmes of
which the cost-effectiveness is unknown and where only a large disruption is likely
to unearth whether they work or not. Sometimes that is a risk worth taking,
sometimes not.

Life and Death

So far, we have not been explicit about how to count additional years of life in a
wellbeing context. Yet, nearly all large policies have an effect on the number of
people alive in the population, either by preventing deaths, affecting the birth rate,
affecting the mortality rate, or in some other way that affects life and death. This is
obviously an emotional issue, but inevitable because every large project includes
risks, particularly in the area of infrastructure and health, but also essential social
services.

The basic methodology is the same as before: one makes initial choices as to
who counts as part of the relevant population, which can include future gener-
ations. Then the question each period arises as to how the intervention affects
(W) — W)), which denotes the wellbeing under the intervention (W}) minus that
under the status quo (W3). If the status quo is where someone is dead or not born
at all, then W, = 0.

This does raise the practical issue of what level of measured wellbeing is equal to
zero. If one takes life satisfaction as the best available measure, the question is then
what level of life satisfaction is equal to death (or non-existence)?

Importantly, the answer cannot be that the lowest possible number on the life-
satisfaction scale is equal to not living, because that effectively rules out the
possibility that people can live in circumstances that are worse than death. In
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the health economics literature, it has long been realized that there are health
states worse than death and that some people may live in such terrible health
states that death may seem preferable to them: their QALYS are negative.'” In
order to allow for terrible lives worse than death, the zero point’ of life satisfaction
has, therefore, to be higher than zero on a 0-to-10 scale.

Yet, just where on the 0-to-10 scale is life not worth living? There is no accepted
answer to this question, but the literature has made attempts to answer it. Frijters
(1999) already speculated about this issue and suggested that one should ask
respondents whether they think their life would be worth living if they had to
continue living in their present circumstances. The level of life satisfaction at
which individuals would no longer think it would be worth carrying on would
then be a suitable empirical measure of the ‘zero-point’ in life satisfaction.

Recently, Tessa Peasgood and colleagues of Sheffield University did something
similar: they asked about 100 random persons near Sheffield if additional years
of life spent in particular levels of life satisfaction would be worth living.
Respondents had to indicate, for example, if they would prefer five more years
of life living with a life-satisfaction level of 3 or simply not living further at all.
They varied the hypothetical trade-offs, finding that at a life-satisfaction level of 2
about an equal number of respondents choose death over continued life
(Peasgood et al., 2018), which denotes the point at which the marginal respondent
is indifferent. While it would be important to do this study more thoroughly and
with a much larger sample, the best estimate, at least at the moment, for the zero-
point is thus a life-satisfaction level of 2.

This does not imply by all means that individuals below a life-satisfaction level
of 2 are suicidal because individuals in a current life state worse than death may
still hope for improvement, or may not have the disposition to take their own life
even if they find it worse than death.

Note that it is important for the evaluation of continuation of life that one
should not presume additional years of life are spent in full health or high life
satisfaction, but rather one should presume them at the most likely level appro-
priate to their circumstances. When thinking of life-extending investments one
should thus count the additional years at the level most likely to arise, not some
imagined, overly high level.

Choosing Pathways in Evaluation and Design

When calculating the likely effect of an intervention on the population, one is
effectively deciding on what the most important elements and pathways are. One
is thus building a model of how the world works in that particular area, ideally

' The QALY as measured with the EQ5D can go below -0.5.
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based on some theory of change. The model can be simple or complicated, but one
probably does not get it perfectly right.

The following heuristic is useful, both when thinking of designing interventions
and in trying to identify the most important pathways of a particular intervention:

1. Make a distinction in the relevant time period between three groups: the
directly affected, those closest to the directly affected, and the population as
a whole. One identifies the directly affected by the headline purpose of the
intervention: what does the intervention aim for, whose lives are supposed
to be affected, and how? Crucially, this requires an understanding of the
status quo, because one needs to have an idea as to what would have
happened without the intervention as only that identifies whose lives are
affected the most. One identifies those closest to the directly affected by the
simple question of who they interact with most (for example, loved ones,
colleagues, or neighbours). Identifying the population as a whole is usually
simpler, albeit not entirely trivial either, as our discussion on whom to
include at the beginning has shown.

2. For each of the three groups, write down the five most important effects of
the intervention on them that one intuitively expects. The pathways must be
distinct enough so that one is not counting the same thing over and over,
but truly counts additional effects. This is where the general thinking in the
social science literature is the most valuable, because the literature gives
clues as to the main wellbeing-relevant effects on individuals and the effects
that people have on each other (externalities).*®

3. Chase up one’s own intuition with a casual look at the literature: what
evidence or strong clues are there for the size of the effects? What does the
literature related to the one consulted say about the strongest effects of these
interventions and the envisioned linkages?

4. Work out the supposed timing of these effects: when do the effects emerge
and how long do they last?

5. Do the same for costs as for the wellbeing benefits: who incurs what costs at
what moments in time? What are the five most important sources of costs
for the three groups? Again, the main pathways found in the literature
might surprise one.

** For instance, we know for the population as a whole that additional consumption is almost
irrelevant for wellbeing, though this is not true for the individual consuming more. Yet, since ultimately
we are interested in the net effect on the wellbeing of the whole population, this knowledge helps
eliminate a factor many would otherwise think of. On the other hand, we know that, in general, siblings
and peers strongly affect each other’s behaviour and that there are likely to be strong positive and
negative externalities between them, meaning that one wants to have the literature on those effects at
one’s fingertips when deciding on pathways.
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6. Redo steps 1 to 5 until one has a relatively coherent story as to main effects,
externalities, costs, and population-wide effects. If effects quickly become
less large as one goes from main effects to other effects, or from the directly
affected to the indirectly affected, one can reduce the number of pathways
and groups looked at. Conversely, if more than five pathways or three
groups truly seem important, find evidence on more pathways and more
groups. The eventual outcome of this is a model, which can be verbal or
formal. This model can then be applied to data if applicable.

7. Get feedback from people who are knowledgeable but lukewarm and see
whether they find the model plausible (this is a form of independent
review). An approach that is more and more applied in the social sciences
is adversarial feedback: try to get feedback specifically from people who are
known to be non-supportive and sceptic about the intervention in question
or about the methodology itself. Return to steps 1 to 6 if necessary.

8. Put in effort to get the best actual estimates on each of the pathways and
costs, and work out what the effects are on the identified population in the
identified time period.

The same steps can be done in design, though design is far more expansive and
difficult because it requires one to think of many practicalities (‘how would we
implement this’). In the design stage, one is less constrained because one can still
change the planned intervention, which in some sense adds to the problem of
evaluation. As a result of the greater possibility space, one needs to run though the
initial steps 1 to 6 more quickly and hence a bit more shallow, involving more
relevant feedback earlier, only doing detailed benefits and costings for the best
case.

Yet, at heart, design, evaluations, and appraisals are all acts of the imagination
that require an interaction between how the world is imagined to go on without
the intervention (the status quo) and images of how the world could be under the
proposed change.

Avoiding the Double-counting of Effects When Doing Pathway Analyses

A classic problem with modern social science is that there are different sub-
literatures focusing on parts of a larger problem, often in isolation of what other
groups are looking at. Take as an example income and health. You have some
research groups looking at the question of how income affects physical health, and
others at how physical health affects income. The question of how mental health
affects income is then another question, where physical health and mental health
are neither the same nor totally different.”*

! Take, for instance, problems with sleep, which are both a physical health problem and a mental
health problem. It can also be caused by physical or mental issues.
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Now, suppose that one has an intervention in mind that alleviates some
physical health problem, like hip pain. How much wellbeing would that be
worth? It is a relatively straightforward question in that it is clear who the primary
beneficiary is (the patient with the hip problem) and one can additionally get a
pretty good idea of how long the benefit would last, what the costs to the health
system are, and who the additional beneficiaries are likely to be (for example,
spouses).

If one were to trace the pathways, there is the great temptation to take pathways
that are very similar to each other, such as the direct benefits of improved physical
health on wellbeing, the effects of improved mental health on wellbeing, the effects
of more income on wellbeing due to better health, and the effects of more income
due to mental health. Each of these four pathways could easily be quantified via an
existing literature that would give reasonable estimates as to how large the effects
were, how long they lasted, and who in particular would benefit more.

Yet, it would be a clear case of double-counting: because physical health and
mental health are not completely unrelated, one cannot simply add up the well-
being benefits of greater physical health separately from the wellbeing benefits of
greater mental health. The estimates for each separately contain an element of the
other. Similarly, the estimates of the benefits to income of greater physical health
are not completely independent from the estimates of the benefits to income of
greater mental health. Finally, there is the issue of how to separate the ‘direct
effects’ to wellbeing of health (via either mental or physical) from the indirect ones
(via income).

How should this be done? Ideally, one would want a large randomized con-
trolled trial in which one group received the intervention and another did not,
where within both groups one measures their wellbeing over time, as well as their
physical health, mental health, and incomes. One would then not bother about
calculating wellbeing effects via health or income and simply take the observed
improvement in wellbeing as the best number for the overall wellbeing improve-
ment. One would still use the income improvement, but then not as a pathway to
wellbeing but rather as relevant to the costs of the intervention because increased
incomes mean increased taxation, which is a negative public cost (a saving). One
would not look at the health-wellbeing pathways at all if one had the direct
evidence on wellbeing.

In reality, however, such trials are rare. As a result, one will usually have to
deduce the wellbeing effect from the known health effect of an intervention,
coupled with outside literature knowledge on how health affects wellbeing and
income. What to do then?

In this more limited data scenario, one has to make clear what the primary and
secondary channels are through which the intervention affects wellbeing. It would
be normal to think of the wellbeing benefit of improved physical health as the
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most important channel of a hip operation. The estimate on that effect found in
the literature would be counted in full. One would also want to include an effect of
improved mental health, but then one needs evidence on the mental health effects
conditional on the physical health effect. This will often require one to trawl
through the underlying studies to see how their results were derived, making
sure to pick the identified effect that keeps physical health constant (that is, which
controls for physical health in the respective multivariate regression analysis).
With those two pathways accounted for, one should then not additionally add the
two mentioned indirect pathways via income unless the previously identified
health effects were explicitly conditional on income.

What this more deeply means is that one needs to immerse oneself in the
question of what the evidence actually shows in terms of effects. This is not
trivial because it requires a deep knowledge of research processes and how to
read the research output, sometimes in different literatures using different
methods. The generic questions are about the sources and limitations of find-
ings: what is the variation that the underlying study is based on, and what
factors are kept constant or not? Double-counting can only be avoided if the
pathways are either completely independent, or if one uses as evidence infor-
mation wherein the other pathways contemplated are ‘shut down’, by being
conditional on the other key variables.

This issue only gets more complicated when one considers behavioural spill-
overs, different groups, and longer overall time periods. In principle, each pathway
is like an envisioned mini-intervention where one thing is presumed to be
changed independent of the rest of the system, and where one is interested in
how that change subsequently affects some other part of the system. A proper
accounting of the interrelations will invariably need a good understanding of how
the original studies were conducted, sometimes adding pathways that were not
mentioned in these studies.

The conservative approach to double-counting on the benefit side is the old
saying ‘when in doubt, kick it out’, such that a pathway is not included if there is a
likelihood that it is already included in the other pathways. In particular, this will
go for any ‘reflection’ pathway, such as when the reduced hip pain in a patient
improves relationship quality with their spouse, which then improves the health of
the original patient again. While such a reflective pathway is quite possibly there, it
is both likely to be relatively small and likely to be part of the effect found in the
original study anyway because it will have been part of the effects that lead to the
observed overall health improvements.

The same issue shows up on the cost side, such as when one does not want to
include both the likely effect on taxes or benefits via observed improvements in
income, as well as direct estimates of changes in benefits or taxes (it would have to
be one or the other).
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Unfortunately, it is not always the case that ‘simpler is better’ because a choice
to look at very few pathways might, for instance, miss out negative feedback effects
under which any original effect may be nullified. This is, for instance, salient when
it comes to jealousy, which we know is important when it comes to consumption
goods like housing or cars: one grossly overestimates the wellbeing benefits to
society of consumption upgrades, i.e. bigger cars and bigger houses, if one only
looks at the effects on those who upgraded and fails to look at those in their
surroundings who did not. Hence, when it comes to negative feedback loops, the
conservative approach is not ‘when in doubt, leave it out’ but rather the opposite:
‘when in doubt, it counts’.

The issue of double-counting can only really be satisfactorily solved through a
correct model of how the world works, including all the main interactions. Social
science does not really yield that degree of certainty about complicated social
processes, so limited heuristics like those outlined above are one pragmatic way of
going forward.

Recommended Technical Standards
In order to have a consistent use of wellbeing CEA across different organizations
and areas, the different users need to have an agreed list of technical standards.
Table 3.1 summarizes the suggestions from the previous sections.

What this means is that the sum of WELLBYs, which is the maximand of the
state, is now ZW = Z(LS — ZeroPoint). Next, we discuss the issue of dis-
counting in greater depth.

Table 3.1 Recommended technical standards

Description

Recommendation

Preferred measure of wellbeing

Child wellbeing (<10 years)
Wellbeing of incapacitated
Death

Financial discount factor
Wellbeing discount factor

Easterlin Discount on economic surplus
Long-term income effect on individual

Minimum social production cost of a
WELLBY, A

Individual willingness-to-pay for a
WELLBY

WELLBY: 1 unit of life satisfaction on a 0-to-10
scale for 1 person for 1 year

Carer’s judgement of life satisfaction

Carer’s judgement of life satisfaction

Life satisfaction of 2 on a 0-to-10 scale
Long-term treasury real bond rate

1.5% (0.5% pure time preference + 1%
catastrophic risk premium)

75% (perhaps initially 50%)

1% increase in annual net household income =
0.004 WELLBYs

1/ £2,500 in 2019 £

£9,000 in 2019 £

Source: Own illustration.
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Further Notes on Discounting

In the literature on discounting for public sector projects (see Freeman etal.
(2018) or Gollier (2012), for example), it is perfectly normal to start with a
Ramsey rule which states that the social discount rate SDR is:

SDR =8+ L +ng (8)

where:

8 = pure time discount
L = catastrophic risk premium
g = real growth rate

n = elasticity of marginal utility of consumption

which in the case of the UK HMT Green Book would boil down to 3.5 per cent as
the assumptions are that the pure time discount is 0.5 per cent, the catastrophic
risk premium is 1 per cent, the real growth rate is 2 per cent, and the elasticity of
the marginal utility of consumption is 1. As Freeman etal. (2018) state, this is
‘appropriate for discounting costs and benefits measured in consumption units’.
Freeman etal. (2018) also make clear that other countries have quite different
approaches and different discount rates, meaning that the UK methodology is not
universally shared, particularly because the UK approach involves ‘calibrating’ the
underlying social welfare function. We should mention that, while Freeman et al.
(2018) consider various additions and alterations to the previous assumptions
in the UK HMT Green Book, they recommend staying with the 3.5 per cent
discount rate.

Now, it is important to realize the background to the Ramsey rule, which is that
Ramsey assumed that money and consumption were interchangeable, and that the
problem was to come up with a cut-off rule for projects that would merit funding
versus those that would not. Ramsey was thus focused on using part of the
economic pie today (in the form of investments in monetary terms, seen as the
same as consumption terms) to generate a larger economic pie in the future (with
everything in the future added up in terms of consumption, too). This required
answers to two very different questions: (i) the question of how much the
collective cares about consumption in the future versus consumption now, and
(ii) the question of how high the return is on the last project still funded. Given
that consumption is not utility and that the marginal utility of consumption
reduces when the level of consumption increases, the cut-off rate Ramsey came
to thus needed to include a consideration of how much one cares about utility
tomorrow versus utility today, and how much marginal utility of consumption
tomorrow will differ from that today.

The Ramsey rule provides a very particular answer to these questions: it is
effectively presumed that the opportunity cost is such that economic growth is
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2 per cent and that anything that promises more utility than would be given by
that growth rate is a good project, and anything that promises less utility is a bad
project. The possibility of a catastrophic risk then essentially entails a risk that
there is no entity that enjoys utility tomorrow, or that something else unforeseen
derails all the costs and benefits in terms of consumption.

Wellbeing CEA differs from this depiction in two ways: most importantly, the
benefits are directly in terms of wellbeing, i.e. ‘utility’ in the language of the
Ramsey-rule literature.”” This means that there is no such term as 7g, simply
because any change in the marginal utility of consumption is already embedded in
the calculation of the wellbeing benefits. There is hence no ‘correction factor’
needed or appropriate when the benefits are directly in terms of wellbeing. Yet,
pure time discounts and catastrophic risk remain relevant, which is why the
appropriate rate for discounting wellbeing would be 1.5 per cent within the
logic of the UK HMT Green Book.?

The second important difference is that in wellbeing CEA, the cost part is in
monetary terms while we do not yet know how the wellbeing opportunity cost of
money will change over time. Unlike for the Ramsey rule, it is not appropriate to
assume that we know the cut-off point for projects to fund and projects not to
fund because part of the objective is to actually find out what the relevant
opportunity costs are. We cannot already presume to know the answer to the
question of what the appropriate return on money would need to be.

Implicit in the Ramsey rule is that the utility benefit of a unit of real monetary
costs reduces over time, which would mean that the marginal wellbeing benefits of
government expenditure would decline. Within the Ramsey rule, the rate of that
decline can be pinned down by long-run growth and particular parameters on risk
aversion (depending on the utility function chosen). However, these assumptions
are inappropriate for wellbeing CEA as we really do not know the long-run growth
rate of wellbeing, or the changing marginal wellbeing benefits of government
expenditure.”* What then?

> There is an ongoing debate about whether wellbeing can be equated to utility or is just a
component in an individual’s utility function, amongst others. This debate is largely unsettled, and
there is evidence supportive of both viewpoints. By and large, experimental evidence suggests that
individuals consistently rank wellbeing (almost regardless of measure) higher than other outcomes (for
example, income), except for health (Adler et al., 2017).

** Note that the UK Department of Health and Social Care uses the same 1.5 per cent when it
aggregates health improvements over time, applying the same logic: as a final outcome, health does not
have diminishing marginal utility in the future due to general increases in consumption, so that the 2
per cent additional discount does not apply. We advocate the same logic for wellbeing.

** For rich countries like the United Kingdom, the most likely answer is that the long-run growth
rate of wellbeing per individual per year is zero. Moreover, the marginal wellbeing value of more
individual consumption is likely to be zero as well (because the consumption externalities to others off-
set individual gains). All the gains would be in terms of public goods, breaking the symmetry between
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There are many possible ways forward. A pragmatic one is to choose a possible
counterfactual for the costs of monetary funds, which includes both costs in the
future (which are potentially negative) and up-front costs. Since part of the
objective is to find out how much a stand-alone project is worth in terms of
wellbeing benefits and financial costs today, one approach is to view the country as
an entity that can borrow and lend to foreign investors at the real interest rate
embedded in long-term treasury bonds. Within that viewpoint, the real value of a
stream of monetary costs (some of which could be negative) spread out over time
is the real value today applying the real interest rate in operation today, where, of
course, the real interest rate itself may reflect things like changes in the marginal
benefit of money. This essentially treats a project as if its funding is self-contained,
either with actual money set aside for costs made in future years or borrowed
against expectations of future returns. The appropriate discount rate is then the
international real interest rate for the entity making the expenditure (for example,
the UK government).

Now, a problem with this approach is that the break in the symmetry of
discount rates for monetary costs and wellbeing benefits could lead to absurdities
in terms of long-run trade-offs. For instance, if the market interest rate is lower
than the wellbeing discount rate, then one would be willing to trade off an
arbitrarily high loss of wellbeing for a finite monetary gain in the far future.
Alternatively, if the market interest rate is higher than the wellbeing discount
rate, one would be willing to have an arbitrarily high monetary cost for a finite
wellbeing gain in the far future. These kinds of absurdities are standard when one
compares two entities that are discounted at different rates.

Yet, while such absurdities then indeed hold, we should note that there are
absurdities in any system of discounting combined with mechanical rules. For
instance, in the current CBA logic, if it were the case that a new investment arose
in which the rates of return were higher than the current discount rate but the
benefits would only arise in an arbitrarily far future, say ten generations from now,
then one ‘should’ invest the whole of the economic pie in it. It should be clear that
no generation is truly going to forego all its own consumption for the benefits of
ten generations ahead, independent of how high those benefits would be, so one
then arrives at an absurdity in terms of the implications of a particular decision
rule (i.e. maximize discounted costs less benefits).

Practically, if absurd choices truly arose, one would, of course, immediately
consider the validity of the simplifying assumptions made to obtain actual dis-
count rates and to obtain the decision rule.

individual private consumption and government expenditure (which are simply added together when
calculating GDP). If we take wellbeing seriously, we need to break that presumed equivalence.
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The Easterlin Discount

A decision has to be made as to how much of the individual benefit of additional
material resources to include as a social benefit. The problems are negative
consumption externalities, also termed as conspicuous consumption, status con-
siderations, or simply jealousy. We discussed the huge evidence base for this
phenomenon in chapter 2, but in accounting practice there needs to be a decision
on how much the individual benefit is offset by relative status concerns in the
whole population.

Richard Easterlin, who set this debate off in 1974, has ever since maintained
that the discount should be 100 per cent, i.e. that the only benefit of more
individual income is more taxes and that there is no residual benefit of greater
private consumption in terms of wellbeing: it is all about status. Others in the
literature are less absolute about this, but even the critics of Richard Easterlin, such
as Angus Deaton or Betsey Stevenson and Justin Wolfers, agree that there is a
large status effect. As discussed in chapter 2, a recent study by Kapteyn etal.
(2019) suggests some 75 per cent of the effect of individual income on national
wellbeing disappears if one additionally accounts for relative income (i.e. the
income of others in a society or those like the individual). Yet, whilst it is widely
accepted that status effects are large, there is no agreed-upon number as it is
extremely difficult to pin down.

The proposed technical standard to start with in this book is to discount all
increases in additional private consumption from additional economic activity by
75 per cent, i.e. to count only 25 per cent as an addition to the wellbeing of the
country. From a political point of view, it is probably more expedient to start with
a lower number, but we here simply advocate the default that seems the most
reasonable one in rich countries like the United Kingdom where the state provides
for most basic comforts. In a developing country, one should probably have a
much lower default discount.

Importantly, as with all default standards, they cannot be taken as sacred.
Rather, exceptions to the default should be argued on the basis of particular
scientific evidence, such as evidence that some form of private consumption or
wealth really involves much less or much higher levels of negative consumption
externalities. We will show in the IAPT example later in this chapter how one
could implement a subtle version of the Easterlin Discount, with different dis-
counts applying to different forms of private consumption via explicitly modelled
local reference points (although in that example the effective Easterlin Discount is
still 75 per cent).

Note that this recommendation holds for additional private consumption and
wealth, not for additional government spending that leads to public goods that are
in principle available to everyone. This reflects the argument in chapter 2 that
what is available to almost everyone is not subject to status considerations. An
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Easterlin Discount also does not apply to expenses that are meant to increase the
standing of the country amongst other countries because status considerations
between populations are not equally relevant to national wellbeing (at least not to
75 per cent).

Anything that is actively marketed is likely to have a strong status element
because private providers have strong incentives to try and attach status to the
consumption of their products and services since that increases demand. As a rule
of thumb, therefore, the Easterlin Discount should apply to anything with a
market price on it.

A tricky class of private consumption goods are services and social positions
that individuals are prepared to pay for, like marriage, education, or even employ-
ment. After all, it is perfectly possible for one person to be jealous of the partner
someone else has, the college someone else goes to, or the job someone else has.
Individuals can be willing to spend large amounts on obtaining such services. How
to deal with this?

The proposed technical standard is to count all expenses towards such services
and social positions as subject to the same Easterlin Discount, meaning that all
private expenses into marriage, education, or even employment would be dis-
counted in terms of their contribution to the national wellbeing by 75 per cent. It
is possible and perhaps even probable that some services are more status-oriented
than others, but that would then have to be shown by solid scientific evidence.

How to deal with investments? Private investments can be seen as less con-
sumption today (which should be subject to the Easterlin Discount) leading to
higher consumption in the future (which should also be subject to the Easterlin
Discount). Public investments are like investments made for the whole population
by the whole population, and hence with no obvious internal negative consump-
tion externality (again, the jealousy of those in other populations does not count).

Note that things like the existing welfare state, which is partly about higher
levels of consumption but partly also about providing a social safety net and hence
taking away anxiety of destitution and social isolation, has its own wellbeing
rationale. Changes to the welfare state should preferably be based on good
randomized controlled trials or other strong evidence as to the likely effects. As
chapter 2 discussed, the ability of key public services like health insurance or basic
social safety nets to take away anxiety has not been found in the literature to go at
the expense of those already well off. Hence, the Easterlin Discount should not
apply to them. Also, the very fact that their rationale is to provide a social safety
net to all takes away the status element because if everyone is covered, there are no
status considerations.

The proposed technical standard, therefore, is to take all public expenses
leading to things in principle offered to the whole population, like access to
road or welfare, as exempt from the Easterlin Discount. Of course, if the state
makes specific expenses that benefit only a small number of people and the rest is
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explicitly excluded, then that transfer to particular individuals should certainly be
subject to the Easterlin Discount.

An Important Unknown: The Value of Enabling Collective Action

Some activities increase the wellbeing of a population, while others enable the state
to exist and function. Enabling activities include the investments into the cohesion
of the country and the functioning of the state itself. Key institutions that are
primarily about enabling include, for example, the tax office or the ministry of
defence, but also areas like heritage. Their primary role is less to generate direct
wellbeing benefits to the population and more to create a sense of unity and joint
purpose that is an input into the operation of the country itself, for instance,
leading to higher tax morale and willingness to contribute to the good of the
country.

In the case of tax morale, one could assign an indirect wellbeing value to
activities that increase it, for instance by counting the wellbeing effect of more
taxation as opposed to more private consumption (which is the opportunity cost
of taxes). However, paying taxes is not the only means by which people give their
time and talents to the good of the group as a whole. Nor is it immediate what the
actual value is of several activities aimed at the strength and safety of the collective.

Defence is a case in point. In order to assign a wellbeing value to the marginal £
spent on defence one has to take a stand on what would happen without that
marginal £, which, in turn, depends on the change in probability of some defensive
breach and the likely wellbeing consequences of that breach. Such calculations
have never been done as far we know, and it is difficult to envisage how they would
be done because it requires taking a stance on complex developments that are
difficult to predict, involving the likely reactions of other countries and agents.
There may be risk analyses, but probably not in terms of actual probabilities.
Nevertheless, the complexities of getting a good estimate of the wellbeing value of
marginal defence spending has not stopped the United Kingdom or any other
country in the past from investing in defence.

A similar difficulty arises with the enabling effects of heritage, shared values,
and a stronger sense of community and joint national purpose. We know it is
crucial for any sense of ‘us” and hence for collective action, but just how crucial?
Similarly, just how much wellbeing surplus is there due to the current ability to
take collective action versus possible alternatives, such as from more independent
regions or more integration into international structures? To make rational
decisions on these matters that allow for trade-offs with other expenses, we need
a reasonable framework to estimate the value of enabling activities, particularly
the marginal enabling activities.

The default to a rational evidence-based approach in the case that the evidence
is in terms of a general knowledge of how the world works, but not in terms of
actual effects on measurable outcomes, is probably political and democratic
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judgement. A simple way of saying this is that if there is no clear expertise on
something, one reverts to decision-making via the considered average view of
everybody: if no one really knows, one goes with what everyone thinks they know.

Use of Literature in Wellbeing CEA When Developing Policy:
Basic Issues and an Example

Literature study is a core part of the job of analysts and researchers, taught in
universities and elsewhere. It is a key resource when one is developing policy. The
context of wellbeing CEA for policy development purposes adds three additional
elements to the simple question ‘what does the literature say about this?’:

(i) A policy focus means one needs to keep the limitations and practicalities
of policy development in mind;

(ii) The question of what one is looking at is not set in stone but co-dependent
on what one finds;

(iii) One is interested in the likely life-time effects on the whole population,
not merely a particular sub-group.

We suggest ten steps one can go through to come to a considered answer to the
question of how some intended increase in X changes the wellbeing of the
population. Here, X is shorthand for some intermediate outcome initially envis-
aged to address a particular policy issue. To make this concrete, the example we
are using is public secondary-school education, where the hypothetical interven-
tion is to increase the maximum school-leaving age in the population (relative to
the prevailing number of years as the status quo).

The provision of education, particularly for young children, is a core task of the
state in most countries. The question whether it should provide for more educa-
tion arises in many contexts, such as in debates about compulsory schooling,
extensions of vocational education, subsidies and arrangements around university
expansion, and new institutions around adult education. There has also been a
recent push towards decreasing the school-entry age, and there is huge demand
for pre-school and early childhood education services in many countries around
the world.

Education involves both short-run and long-run effects. The short-run effect of
education is the educational experience itself: schooling replaces other activities,
such as formal work, which is an economic ‘opportunity cost’. Schooling is also a
daily activity with positive and negative characteristics, involving social inter-
actions and compulsory elements (for example, exams). One main long-run effect
is on labour market outcomes which accrue during the whole remaining lifetime.
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Education also changes an individual: it socializes him or her to fit into particular
groups, communities, and the country and international community.

This means that education is a good example of an investment made by society
as a whole that has incredibly complicated effects on both individuals and society,
many of which are hard to know with precision. Despite these uncertainties,
however, every high-income country in the world invests heavily in education
and has hit upon the basic belief that educating individuals for more than twelve
years, on average, is a good thing for both those individuals and society.

Education is, therefore, a good case study of how wellbeing thinking can be
applied to a general area of policy. We want to go over the basic case for more
education, understood particularly as mandating individuals to stay in school
until at least the age of sixteen, although the general reasoning applies to other
types of educational investments as well.

The proposed literature checklist consists of the following steps:

1. What is the best and most convincing evidence on the effect of an increase
in X on individual wellbeing over the life course?

2. Reflect on that evidence: what is the source of variation relied on? Do the
key numbers make sense given how we think the world works? How well
does that variation fit the potential policy changes we are interested in at the
moment? Do the affected individuals in these studies look like the individ-
uals that would be affected in the policy changes we are currently interested
in?

3. If the answers to step 2 are ‘no’ or ‘not really’, then re-do step 1 until one has
arrived at the best evidence for the kind of policy one is thinking of doing.
Note that this is not an exact process because it relies on some notion of
‘distance’ between people studied in the literature and people affected by a
future policy, who are unlikely to be exactly the same. Also, there is some
notion of ‘distance’ between the source of evidence in the past and the type
of policy we have in mind for the future, which are again unlikely to be
exactly the same. Thus, some implicit theory of ‘what really matters’ is
always present when thinking of evidence. The more explicit that theory,
the better, as a more explicit theory can be updated with more evidence.

4. Decide on the most important pathways via which X might have an effect
on the wellbeing of others. This minimally includes the effect of X on the
public purse and the effect of X on close relations (for example, parents,
partners, children, peers, or the community). This mapping out of the
possible pathways again reflects implicit knowledge of how the world
works and should thus include the thinking of the literature and the
dominant theories therein.

5. Do steps 1 to 3 for each of the pathways via which X affects others.
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6. Decide on the most important general equilibrium and long-term effects of
an increase in X on the wellbeing of the current and future generations.
Again, this relies on a judgement as to what the most important aspects of
the macro environment are.

7. Do steps 1 to 3 for each of the chosen general equilibrium and long-term
effects.

8. Add up the likely effects to an overall effect as well as its distribution: who
gains, who loses? Compare the wellbeing effects with the costs, leading to an
overall wellbeing cost-effectiveness and a wellbeing cost-effectiveness from
different points of view (for example, society, a region, the first five years).

9. Reflect further on how the actual policy might be designed and imple-
mented, with an eye on amplifying those pathways that lead to more
wellbeing. This requires institutional knowledge of what is politically
possible. Knowledge of the key wellbeing-sensitive areas helps in improv-
ing the policy and its delivery. Knowledge of pro-wellbeing ways of work-
ing also helps.

10. To get a full picture of the likely effects of the intervention and how it
might be implemented, reflect on the system that would have to implement
the changes and how they would react to the anticipated distribution and
timing of effects: what are the incentives in place and how would that lead
the implementing machinery to react? For instance, are there incentives for
various parts of the implementing machinery to accentuate quick gains at
the expense of longer-term gains and how would they achieve this? Are the
outcomes of certain groups more important to those implementing the
intervention and how would that affect outcomes?

Different elements on this checklist might be done by different people and, of
course, the checklist can be part of an interactive system whereby a policy is
deliberated by different stakeholders. That said, this checklist is not necessarily
something an individual analyst works out on his or her own, but more thought
steps recommended. Next, we apply these steps to education in a quick, organic
manner: we construct a narrative on education that includes all these steps.

Example: Education and Wellbeing

Education, in a broad sense, has long been regarded as an excellent investment for
individuals and society, particularly science, technology, engineering, and math-
ematics (STEM) subjects. The real rate of return on an extra year of secondary
education or a year of university study has been estimated to be around 6 per cent
per year (see the review by Psachoropoulos and Patinos (2018), for example),
which is a far higher rate of return than what government bonds or the stock
market have been offering during the past ten years, where 2 per cent to 3 per cent
returns are now normal.
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Yet, unless one assumes that individuals do not make rational investment
decisions or are otherwise financially constrained, it is not so clear whether
more education increases an individual’s wellbeing, i.e. their life satisfaction.
Rational people who are maximizing should not underinvest in education. One
might think that there is an innate joy to knowing more and expanding one’s
mind, but from a quick look at international data across countries it appears
perfectly possible to have a happy low-educated population: to know more does
not obviously make you happier since more knowledge comes with problems too,
such as additional expectations or more risks one is aware of.

While the consensus has long been that the higher educated are a bit happier
than the less well educated (see Argyle (1999), for example), this has usually been
explained by the fact that the higher educated score better in almost everything,
including social relationships and health, so that causality runs more from the fact
that better-resourced and healthier people are both happier and have more
education. At a certain point, more education is likely to yield negatives: it
means more years of low income during the investment period and brings
about higher expectations because one now compares oneself to others in a
higher-education group. Thus, if you look at the studies that track how the
circumstances of people change as they are forced into more education than
they wanted to invest in, you can get a basic idea of the impact of more education
on the reluctant.

The cleanest study on this topic has been by Clark and Jung (2017) who track
over four thousand individuals in the British Household Panel Survey (BHPS)
subjected to a change in UK education laws in 1972 which made it compulsory for
all children to stay in school until they were at least 16 years old. The authors
compare around 1,850 individuals who turned sixteen just before September 1,
1973 (i.e. before the educational law was changed), with about 2,500 who turned
sixteen after that date (i.e. after the law was changed), to estimate the causal effect
of education on life satisfaction, assuming that individuals around the cut-off are
otherwise comparable. They found that the group which was forced into additional
years of education earned around 6 per cent more labour income per year, the same
rate of return as the general literature on education finds. That is important because
more income also means more taxes paid, which, in turn, may go to improved
public services. In a lifetime income sense, the 6 per cent increase is worth roughly
estimated around £50,000, and, in turn, leads to about £20,000 more taxes (assum-
ing a 40 per cent tax rate). If spent on improved health services, for example, this
increase in taxes could buy 1.3 QALYs or eight WELLBYs.>

** Claxton etal. (2015) estimate that the NHS can generate one year of additional life in reasonable
health at the price of around £12,936 (in 2008 £), which is around £15,000 in 2019 £ (Claxton et al.,
2015; Lomas et al., 2019; see also Department of Health and Department of Education, 2017).

** One QALY is worth approximately six WELLBYs, using the rule of thumb that average life
satisfaction for people in good health (i.e. a QALY of one) is about 8 while 2 is the life-satisfaction level
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Importantly, however, life satisfaction reduced by about 0.1 points on a 0-to-10
scale for the group that was forced into additional education, which, in turn, was
largely due to a decrease in mental health in that group. This fits the notion that
(some of) those forced to be in school another year may now sort into different
occupations and may learn to compare themselves with others who are in school
for longer (and also in different occupations), which may increase their expect-
ations and reduces their enjoyment of a particular economic outcome. At the same
time, occupations at the higher end of the educational spectrum may yield other
negatives, such as, for example, higher stress levels or less desirable working hours,
which may contribute to the decrease in overall life satisfaction.

This decrease in life satisfaction is borderline significant, but taken at face value
is quite large: a 0.1 decrease in life satisfaction on a 0-to-10 scale per year amounts
to six points over a sixty-year post-school life, which, in turn, is a loss of six
WELLBYs. The authors themselves note that other authors looking at the same
data with slightly different methods actually find a slightly positive life-satisfaction
effect, which they attribute to the fact that others look at just a small window in life
as opposed to the overall life course (i.e. the effects are not constant throughout
life).

If we then ask about the effect of more education on physical health, the best
information comes from compulsory schooling changes in other European coun-
tries. Brunello etal. (2016) found for twelve European countries which had
compulsory schooling changes that health behaviour indeed improved for those
forced into more education: smoking rates and alcohol abuse rates were lower, and
exercise habits were better. Still, the effect of education on the probability of low
health were small (around 3 per cent to 6 per cent).

If we look at mortality, the same methodology of looking at compulsory school
changes has been used by Gathmann et al. (2015). The authors looked at changes
in eighteen European countries over 100 years and found that an extra year of
schooling bought no more than 0.5 years of life for men and even less for women,
concluding that the effect of education on mortality was not significantly different
from zero. Half a year of additional life would be worth around four additional
WELLBYs, which, if it only held for men, would mean two additional WELLBYs
per average affected individual.

Now, if we add this up, then an extra year of compulsory schooling increases
lifetime income by roughly £50,000. It also improves health and health behaviour
by a small amount (3 per cent to 6 per cent), which, normally, also means a small
reduction in public health-care costs. These individuals live at least as long. The
gains of an additional year of compulsory schooling would, therefore, be worth in
the order of seven to ten WELLBYs over the life course.

deemed equivalent to death and thus a QALY of zero. We will discuss this conversion in more detail in
chapter 4.
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On the other hand, compulsory schooling changes forced individuals into
something they may not otherwise have done, which seems costly to them in
terms of life satisfaction, probably via increased unfavourable comparisons,
changes in occupational sorting, or differences in later-life working conditions.
That effect is a negative of about six WELLBYs for the person forced into another
year of education. This is counterbalanced by an increase of about three
WELLBYs via reduced mortality and improved health for those individuals,
who thus lose three WELLBYs in terms of their own lifetime wellbeing.

If we then reflect on the likely societal effects surrounding these changes at the
individual level, we can say that the effects on lifetime income are likely to carry
over to the country as a whole: the increased income is probably from increased
productivity that comes with more education and does not come at the expense of
others. The same is likely to hold for improved health behaviours. If anything, the
advantage of improved individual behaviour is likely to have add-on benefits to
children, dependents, and peers (Behrman and Stacey, 1997).

On the other hand, the negative effect on life satisfaction via changes in
comparisons or occupational sorting is likely to be counterbalanced by a positive
effect on others with higher education as their comparisons improve: adding
individuals at the bottom of the income scale is bad for the status of those
added to the bottom but good for the status of the higher-up. This negative effect
is, therefore, likely to wash out, probably entirely: since status is a zero-sum game,
any gain or loss for some group washes out at the population level (Moldovanu
etal., 2007). This adds another six WELLBYs to the gains of more education. The
net loss per individual forced into another year of education is then two (for men)
to six (for women) WELLBYs, counterbalanced by a benefit of around eleven
WELLBYSs for the rest of society (five plus six WELLBYs), yielding a total net
benefit of seven WELLBYs.

In terms of the political economy of more education, the trade-offs are clear: the
chief beneficiary of more education is the tax system, which is not the same as the
education department which would organize the additional education. That said,
the chief group of beneficiaries are essentially living in the future while it is the
current generation of taxpayers who would do the investing.

On balance, therefore, the current literature strongly suggests that additional
education is a net benefit to society as a whole on any metric: income, health, or
wellbeing. While the individual forced into more education is likely to experience
a small wellbeing loss, the rest of society gains substantially, particularly the next
generations.

The most important question for policy, on which the general case rests, is
whether the increased taxation is indeed spent on wellbeing-improving public
goods and services. The case for particular types of additional education mainly
rests on whether there is still a productivity case for more education than the
education that is already enjoyed: there is no obvious other loss in sight than the
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direct costs of education and the opportunity costs of the time involved, so this
question is all about whether it makes economic sense.

Reflection on the Checklist in the Education Example

The reader hopefully noticed the crucial importance of knowledge of the well-
being literature and a wider knowledge of how the world works in this example:
when selecting the important pathways, there was an explicit reaching out to
knowledge of what was important. This was particularly salient at the bound-
aries of our knowledge. The uncertainties in the process were hopefully also
clear: the limitations of the key studies on which the narrative was based, such as
the uncertain translation of lessons from one type of data (returns to education,
social comparisons, and occupational sorting) to another type of question
(macroeconomic effects of higher average education). The reliance on broad
literature judgements, such as in the case of the rate of return to education or
the zero-sum nature of status games, also meant a reliance on whole fields of
study.

The discussion tried to be as reasonable as possible, but we hope the reader
can see that it would be child’s play to come up with fifty objections on each part
of the reasoning: is it really reasonable to use information on education reforms
a generation ago to say something about more education now? Are all the
claimed effects the same for men and women? Does state-provided education
have the same effect as private-provided education? Should we not actually be
concerned with even longer-term effects of education and its associated pro-
duction effects such as fertility rates and the depletion of the natural resources of
the planet? These questions are all valid, but are either only important if we
know more about the precise policy under consideration, or else make the
question too broad to tackle analytically. The final paragraphs made it clear
how the discussion on the general case for education informed us about where
to look at in particular cases. The discussion also included departmental and
generational incentives.

There was not much open discussion in the example on economic rationality,
i.e. the question of why individuals make choices and where the role of the
government was in guiding those choices. Yet, implicitly, the case was made
that around the world it has been governments that have led their populations
into more education and that this was a good thing for the populations as a whole,
even though households might lose out in the short run (because their children
were at school rather than helping in production) and the individuals might lose
out in the short run (because they could not spend time in a job or on some other
activity that appealed more to them). The case for education was strongly based
on the benefits to others via more public services paid for by additional taxes and
the general positive effects of more education on behaviour, such as better health-
related behaviour and less crime.
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General Issues in Assessing the Quality of Evidence in a Study
There are several general statistical principles which are important for assessing
claims about the causal impact on any outcome. The generic problem is that
claims about effects are based on statistical analyses of data in the past that include
variation in the supposed driver of wellbeing and some measure of wellbeing.
When the variation in the driver of wellbeing is not completely random or of the
type that an intended policy would create, causal claims may or may not be valid
(a problem of internal validity) or carry over to other areas (a problem of external
validity).

The following challenges arise whenever one looks at the impact of something
on wellbeing (or any other outcome) in a study:

« The policy variable is often correlated with unobserved factors about the
individual leading to selection bias. Likewise, reverse causality (leading to
bias) will occur if happier people select into the policy or programme rather
than the other way around.

« Appropriate controls: this will depend on the factor of interest, but most
likely include controls to account for selection into the policy, including
permanent factors not caused by the factor of interest or temporary factors
which, in theory, could be caused by the factor of interest as long as they are
measured before. Include individual fixed effects wherever possible.

« How to interpret the wellbeing impact—who is affected, by how much, and
for how long?

o There is often measurement error, so wellbeing and policy variables need to
be measured accurately, at least when summed up over many observations,
or else there is a likely bias.

+ Marginal changes (for example, one-off visits and events) are less likely to
produce realistic figures for evaluative measures of wellbeing.

The challenges can be addressed in several ways. In general, the confidence in
estimates tends to be highest:

o Where estimates come from well-designed randomized controlled trials in
which wellbeing has been measured.

o Where there are naturally occurring conditions that replicate randomization
such as natural experiments, randomized encouragements, availability of
instrumental variables, or threshold randomizations (regression discontinu-
ity or kink approaches). This often requires longitudinal data, although this
is not always the case. Examples from the wellbeing literature include
educational expansions, lottery wins, regulations on disclosures of tax rec-
ords, or other regulatory changes.
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In most policy settings, the change in question is endogenous and happens for a
reason, often related to wellbeing. In such cases, there is a hierarchy of quality of
evidence where one can put more confidence in:

 Techniques using credible sources of random variation like the policy inter-
vention in mind (prevalent techniques are usually centred around an argued
random source of variation and include difference-in-differences, regression
discontinuities or kinks, or instrumental variable approaches).

o The better studies allow one to control for the impact of exogenous individ-
ual unobserved factors that have caused the treatment of interest (including
hereditary factors), or exogenous area-specific factors when using geograph-
ical information.

« In all cases, judgements about the causal structure will be involved: it would
need to be backed up with a clear logic, consistent with theories from social
science in general, and ideally, triangulated with other estimates, including,
for example, market prices, and across sources of variation (within-person,
between-person, across regions, across time, or across similar changes in
slightly differently worded variables).

One can have less confidence in:

o A one-off cross-sectional analysis of choices which are deliberated, includ-
ing, for example, diet, choices of one-off goods purchases, or choices of one-
off services purchases.

o Estimates of a change in a global measure such as life satisfaction where the
change is marginal (for example, an additional visit to a museum) rather
than a change in state (for example, the frequency of visits).

One should have almost no confidence in small trials on relatively trivial
interventions using measures which are prone to measurement error.

A good example of what one can and cannot trust was given by the question of
what the initial wellbeing changes were following lockdowns and other policies
meant to contain the Covid-19 virus. The studies that were more trustworthy
according to the rules above were those with consistent designs pre-Covid and
post-Covid, which furthermore were able to identify groups afflicted with unex-
pected restrictions (like groups of ‘essential workers” allowed to keep on working
versus ‘non-essential workers’ forced to stop working). Such more reliable studies
were, for instance, the ONS wellbeing surveys in the United Kingdom or the
Gallup wellbeing surveys in the United States, both showing a sudden drop in life
satisfaction of at least 0.6 on an 0-to-10 scale in the three months of the initial
policy response.
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What was far less reliable were the many studies that were set up after the
advent of Covid-19 and that hence were unable to compare the situation during
the policy intervention period with a time before, at least not for the same survey
population using the same survey methodology.

Preliminary Rules of Thumb on Wellbeing Effect Sizes

In every scientific discipline, researchers learn to recognize results that are out of
the ordinary and thereby suspect, leading them to look more closely at the claimed
effects. A recent example was the 2011 claim by a group of Italian researchers
(Adam etal, 2012) that they found neutrinos that moved faster than light, an
erroneous claim that was eventually found to be due to a faulty time-measurement
system.”” During the period when this ‘opera result’ was being verified with new
experiments, there were dozens of theories proposed for why the claim might be
right, but Jim Al-Khalili, a professor of physics at the University of Surrey, was
sceptical enough to pledge to eat his boxer shorts on live television should the
claim indeed hold to be true.”® He was relying on years of theoretical and
empirical knowledge that practically ruled out the possibility that faster-than--
light-neutrinos could exist, leading him to be confident that the claim would be
proven false eventually. He was following the old scientific dictum that extraor-
dinary claims need extraordinary evidence.

While data eventually must be decisive, wellbeing researchers too have devel-
oped several rules of thumb as to what is in the realm of the believable when it
comes to claims about wellbeing, allowing them to judge whether a particular
claim is believable or not. A non-exhaustive list of some of the current rules of
thumb pertaining to life satisfaction, measured on a 0-to-10 scale, meant to be
used as a checklist for analysts as to whether a study or a dataset is believable, is as
follows:

1. Any survey that asks for a specific X in the fifteen minutes leading up to the
life-satisfaction question is bound to find an unusually high effect of that X
on life satisfaction which is probably wrong (as it made X atypically salient).
That is, one either asks about life satisfaction before revealing the specific X
that the survey is really interested in (the first-best), or else asks about all the
major areas of life before asking about life satisfaction, ideally with some
emotionally neutral questions just before the life-satisfaction question (the
second-best).

7 See https://phys.org/news/2012-03-italian-physicist-faster-than-light-resigns.html.
*® See https://www.theguardian.com/commentisfree/2011/nov/23/faster-speed-of-light-boxers and
https://www.theguardian.com/science/2011/sep/23/physicists-speed-light-violated.


https://phys.org/news/2012-03-italian-physicist-faster-than-light-resigns.html
https://www.theguardian.com/commentisfree/2011/nov/23/faster-speed-of-light-boxers
https://www.theguardian.com/science/2011/sep/23/physicists-speed-light-violated
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2. The difference between a relatively satisfied and a relatively unsatisfied
Western country is easily two points on the 0-to-10 life-satisfaction scale,
with the Northern European countries (for example, Denmark or Finland)
at the high end and Southern or Eastern European countries (for example,
Romania or Bulgaria) at the low end. Any dataset that shows much lower
differences is suspect.

3. The differences in average life satisfaction can differ substantially depending
on how the sample was collected, easily by one point. For example, the
United Kingdom scores 6.5, on average, in the 2015 Gallup World Poll
while, at the same time, 7.6 in the ONS data based on a much larger and
more representative sample of the population (it is mainly due to where the
life-satisfaction question was posed and how the interview was conducted,
and partly due to the fact that the Gallup World Poll asks the Cantril ladder-
of-life question as opposed to the common life-satisfaction question).*

4. Most large life events have only temporary effects on life satisfaction lasting
less than two years, even for highly emotional losses like the deaths of loved
ones. The events that have longer-lasting effects are those that people would
naturally be reminded of or where they regularly pay attention to, such as
continuing unemployment or mental ill-health like depression or anxiety.
Most people bounce back from negative shocks though, to some extent even
from unemployment (although there is evidence for scarring: those who
regain employment after a period of unemployment remain on a perman-
ently lower level of life satisfaction, cf. Lucas etal., 2004; Mousteri etal.,
2018).

5. Unemployment has a strongly negative effect (around half to one point on
the 0-to-10 life-satisfaction scale), as does bad health (ditto) (see Clark et al.
(2018) and the references therein). Any dataset that finds something differ-
ent is suspect in terms of its definitions of either work, health, or wellbeing.
Because the difference between retirement and unemployment (conditional
on income) lies in the expectations of the individual and society, we
generally expect strong negative life-satisfaction effects for individuals
who cannot match the norms of proper behaviour expected of them by
their comparison group. With any other finding, the first suspicion is
measurement error and the second is that the surveyed individuals do not
see themselves as part of the same comparison group that disapproves of
their situation.

% See http://ourworldindata.org/happiness-and-life-satisfaction for the Gallup World Poll results put
in a world cultural context, where life satisfaction is measured using the Cantril ladder-of-life question.
The 2015 ONS results are available in several publications, including https://www.ons.gov.uk/people
populationandcommunity/wellbeing/bulletins/measuringnationalwellbeing/july2017tojune2018.


http://ourworldindata.org/happiness-and-life-satisfaction
https://www.ons.gov.uk/peoplepopulationandcommunity/wellbeing/bulletins/measuringnationalwellbeing/july2017tojune2018
https://www.ons.gov.uk/peoplepopulationandcommunity/wellbeing/bulletins/measuringnationalwellbeing/july2017tojune2018
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The largest shocks on life satisfaction have to do with personal relation-
ships (for example, deaths of loved ones or loss of social status), meaning
that any claim of huge effects of small purchases or temporary experiences
(like going to a theatre or visiting a national park having a 0.1 annual life-
satisfaction effect) are highly unlikely.

One-off highs and lows, such as terrorist events or national sporting
success, have very short-lived effects (days, perhaps weeks).

‘Hawthorne effects’, i.e. the warm glow of being part of a programme
designed to help something while in reality being just a placebo, can be
up to 0.5 for six months (Seligman et al., 2005). Hence, up until that level it
is not clear that a programme has a sustained effect any higher than the
social science equivalent of a placebo.*

One-off social inclusion programmes, like those of the National Lottery
(for example, a series of cooking classes) can raise life satisfaction by up to
0.5 points for six months (CLES and NEF, 2013), but should be expected to
then tail off again.

Additional mental or socio-emotional skills can have decades-long effects
on wellbeing (see the seven-year Pakistani-village follow-up trial on cog-
nitive behavioural therapy for post-partum depression by Gajaria and
Ravindran (2018), for example). Still, sustained effects above one point
are unusual and improbable.

No more than 30 per cent of life-satisfaction variation within the UK
population is fixed, which thus limits the role of genes and personality
(Frijters et al., 2014; Okbay etal., 2016). This also means that any claim
that a childhood intervention will radically change life satisfaction of a
whole population is unlikely to hold.

The within-population standard deviation of life satisfaction is usually just
below two, and is around that for almost any sub-population, like employ-
ees of a firm or people living in a neighbourhood. In other words, there is
no such thing as an easily identifiable large group where everyone has a
very similar level of life satisfaction (so any claim based on that possibility
is likely false).

Estimated effects of income based on variation in reported income in
standard panels or cross-sections are usually around 0.1 to 0.2 for a unit
of log income (at least in developed countries like the United Kingdom). In
the United States, this is closer to 0.3. Any wellbeing measure that shows
much lower effects is unlikely to be too similar to life satisfaction. Any
higher effect is probably either due to better income measurement or a

% There is, of course, nothing wrong with positive placebo effects, but they should be as cheap as
possible and perhaps not offered by the state at all. People are probably the best judges themselves of
what placebo works best for them. There is a huge private market for placebo effects.
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more status-sensitive measure of wellbeing. This low effect in most data
also means that controlling for income hardly changes the coefficients of
most other effects (except things that are very closely related to long-run
income such as education).

The determinants of very low levels of life satisfaction look very similar to
the determinants of the average (Ferrer-i-Carbonell and Frijters, 2004;
Clark etal., 2018). Even papers critical of simple averaging find that it
makes little difference for the 0-to-10 life-satisfaction scale (Bond and
Lang, 2019). Thus, for practical purposes, treating life satisfaction as a
cardinal variable yields similar results to ordinal techniques (like ordered
probit) but is far easier to implement and interpret.

In the raw data, there is usually a dip in life satisfaction around mid-life,
preceded by happier childhoods (which end sooner for females) and
followed by a life-satisfaction boost in retirement (tailing off before
death) (Blanchflower, 2020). The ONS data in the United Kingdom
show this pattern very clearly. It is also generally the case that this pattern
closely mimics the reverse of suicide rates. In other words, suicide rates are
higher for age groups with lower average life satisfaction. This strongly
underscores the likelihood that life satisfaction is comparable over ages and
that it measures something humans care strongly about.

Year-on-year changes in national life satisfaction are usually small (less
than 0.2) except around highly visible negative protracted events
(examples include the Covid-19 crisis which led to a drop of about 0.6 in
the United Kingdom, on average; or the start of the Great Financial Crisis
in the United States in 2008; or the collapse of the Soviet Union in 1990).
Any claim of huge up-swings in normal times are unlikely.

We typically cannot explain more than 15 per cent of the variation between
individuals in a region by individual-specific objective and health-related
variables, including physical health, mental health, income, and demo-
graphics (see Argyle (1999), for example). We typically cannot explain
more than 5 per cent of the changes in individual life satisfaction in any
large sample (that is, samples with a few thousand individuals). Any claim
of more explained variation then usually has included some variables very
similar to life satisfaction such as, for example, satisfaction with certain life
domains (job satisfaction, financial satisfaction, etc.) or satisfaction-
dependent judgements (‘I am unhappy with...”). Yet, we can typically
explain close to 90 per cent of the variation in average life satisfaction
between regions or countries over time. Causality in all cases is highly
unclear, yet the combination suggests that a lot of variation in life satis-
faction at the individual level is due to factors evenly divided over time and
over populations (like classic measurement error, random mood swings, or
genetic variations).
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Wellbeing CEA Examples

In what follows, we show some stylized examples of wellbeing CEA. In doing so,
we use rather simple spreadsheets into which the relevant figures are put. There is
nothing particularly sophisticated about these and they are merely meant to
illustrate how wellbeing CEA would look like in practice.

The generic template in Table 3.2 illustrates how things would look like in a
basic wellbeing CEA: per time period, one works out how much several out-
comes would change per person, where persons could be an intervention group
or the whole population. One then gauges the importance of that change in
outcome by using the wellbeing value of that outcome, usually relying on a good
estimate of the causal effect of that outcome on wellbeing. One does this for
several outcomes, including, usually, some notion of private consumption and
wealth.

For private consumption and wealth, one also works out how much wellbeing
that would create per individual (see chapter 4 for values, because this would not
be the social costs of producing wellbeing but rather the actual effect of add-
itional private consumption and wealth on life satisfaction, which means that the
wellbeing value of one £ is actually much smaller than when using the social
costs of production of wellbeing). One then implements an Easterlin Discount by
taking 75 per cent of that wellbeing value, which one deducts from the wellbeing
value of additional private consumption and wealth in the summation of the
total wellbeing effect per person. Note again that one, in principle, could have a
particular Easterlin Discount for any outcome, implying that outcomes 1 and 2
in Table 3.2 (which are not subject to an Easterlin Discount) are implicitly those
not subject to a large status effect, such as depression or anxiety. Finally, one
works out what the total public costs are, which will include items such as
changes in taxation and welfare benefits as well as up-front costs. The key
number is then the cost-effectiveness ratio in terms of WELLBYs per £ of public
money.

If a private organization was calculating its cost-effectiveness, the relevant
costs would not necessarily be the total public costs (although they could be if
the private organization decides that this is what it also values) but will usually
be the actual costs incurred by that organization. In this case, the resulting
cost-effectiveness ratio is not the one relevant to the public, of course.

In what follows, we go over some examples of how this might work in practice
and what the relevant cost-effectiveness ratios would look like for several recent
policy examples. The examples below all show up in the headline cost-
effectiveness curve in Figure 3.1, for which each individual value is explained in
appendix E to this chapter.
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Housing First

Housing First is a form of high-intensity support for the homeless, with author-
ities renting accommodation on the private market to help the homeless into
permanent housing, with intensive ongoing mental health support. Targeting in
the United Kingdom has been for high-problem cases.

No randomized controlled trial of this intervention exists for the United
Kingdom, but Liam Wright and Tessa Peasgood of the community team at the
What Works Centre for Wellbeing in the United Kingdom tried to generate a
cost-effectiveness estimate by combining estimates from the effectiveness of a
similar programme in Canada, with estimates of the costs for the United
Kingdom.** Both those elements are highly uncertain, but it is an important
policy area where the pressure is high to help the homeless and some idea of the
cost-effectiveness of what is being tried is thus urgent. The Canadian experiment
that resembles Housing First (and its comparison level of support) is summarized
by Stergiopoulos et al. (2015).

The Canadian trial was large and involved an extensive group of agencies for
measuring outcomes. Some 2,148 homeless individuals across Canada, with new
cases starting from 2009 to 2011, were randomly assigned to intensive housing-
and-social-support help (versus ‘normal’) for twenty-four months. The trial ran
from 2011 to 2013. Every six months, the treated homeless were extensively
interviewed, with additional measures taken from public records. The key well-
being outcome was life satisfaction measured on a 0-to-6 scale, although the study
also included standard measures of health (EQ5D) and many highly specific
measures, for example, of substance abuse and criminal activities.

The results were somewhat surprising, in that the effects of the intensive
treatment were far less positive than hoped for: those with intensive treatment
were not more likely to stop substance abuse, had an equal or higher number of
arrests, and were no better integrated in the community. The severity of their
mental illness (a key target outcome) actually worsened for the intensively treated
group in the first six months. The life-satisfaction benefits were estimated to be
0.22 in the first year and 0.18 in the second compared to the control group, which
equated to an overall accumulated increase of 0.67 WELLBYSs per participant for
the whole period.

The UK costs of the quite similar Housing First programme have been strongly
debated and multiple estimates exist. Bretherton and Pleace (2015) analysed nine
pilots in the United Kingdom, collecting estimates of several cost items that
predominantly look at the costs of supporting the homeless person and the
accommodation they receive. Their numbers equate to an average cost for the

*! This cost-effectiveness study was conducted by Wright and Peasgood (2018) as part of the What
Works Centre for Wellbeing: Communities Evidence Programme (ESRC: ES/N003756/1).
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two-year intensive programme of £ 2,994. In contrast, Blood et al. (2018) calculate
what Housing First would cost in Liverpool based on the requirements of the
Housing First programme in terms of direct support and auxiliary services: based
on their estimates, the costs of the two-year programme would be £ 18, 681.
Hence, the lower estimate of the cost per WELLBY is £ 4,491 and the higher
estimate is £28,022. These are both several orders of magnitude higher than the
marginal cost per WELLBY of the NHS of around £ 2,500.

Given the findings of the Canadian study, it is unlikely that this effectiveness
will improve if criminal justice costs and substance abuse costs are included
because those were not found to improve. Yet, there might be some health cost
savings not estimated in the UK studies: in the Canadian experiment, there were
fewer emergency hospitalizations amongst those in the more intensive group,
although the change is probably not high enough to change the overall picture.

In terms of methodology, this simple example illustrates how effects and costs
from different places and multiple time periods can be combined (see Table 3.3).

One should note some differences between this spreadsheet and the proposed
generic template. For one, it merely lists several outcomes (days housed, EQ5D,
and mental illness) without giving the life-satisfaction value of those outcomes.
This is because life satisfaction was directly measured as an outcome, which is
better than inferring the likely life-satisfaction value from the effect of several
other intermediary outcomes. Hence, outcomes are merely shown for informa-
tion. Another difference is that the table shows the life-satisfaction effect on a scale
measured from 0 to 6, which is then translated into a scale from 0 to 10 by linearly
scaling up the effect by a factor of 11/6. There are other (slightly better) conversion
methodologies, but that is the most intuitive one as it treats the top and bottom
possibilities as equal (see Frijters (1999) for other possibilities on converting
scales).

Table 3.3 Wellbeing CEA: Housing First

Period Year 2017 2018 Combined-
undiscounted

Intended outcome Days housed 298

Other outcome 1 EQ5D 1.51 0.08 1.59

Other outcome 2 Mental illness severity ~ -0.74 037  0.37

Overal LS effect per person  0-to-6 scale 022 0.18 040
0-to-10 scale 0.37 030 0.67

Baseline cost total £2,993.82

High cost estimate total £18,681

Cost-effectiveness baseline £ per unit of LS £4,490.73

Cost-effectiveness high cost £ per unit of LS £28,021.50

Source: Own illustration based on own calculations.
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Finally, note that it will, of course, often be important to also know the total
value and cost of an intervention, not just the value and cost per person. Since we
are here talking about a hypothetical UK intervention, though, there is no need to
specify an exact scale of the programme. Moreover, for international and cross-
programme comparisons, the cost-effectiveness ratio per person will typically be
the key indicator one is interested in.

Socio-emotional Skills Training in the Workplace

Next, we look at the wellbeing cost-effectiveness of a socio-emotional skills
training programme in the workplace, implemented by a private company.*
We treat that programme as if it was implemented by the UK government,
which means our cost estimates are estimates of what this programme would
have cost in the United Kingdom.

The actual company had, of course, its own consideration of costs and benefits:
a £ spent by a private entity is not a £ spent by the public. It has different
opportunity values, and often simply entails a transfer from one private entity
to another which are gains and losses to those entities but not to society. Thus, to
‘translate’ this private programme implemented by an Australian airline company
(Qantas) into a cost-effectiveness figure, we assume that the UK government
could mandate and implement the same programme with the same costs and
benefits for private companies in the United Kingdom, at UK prices.

Like many organizations, the airline company runs various experiments for its
employees. One such experiment—a socio-emotional skills training programme—
was evaluated in a randomized controlled trial by Ayres and Malouff (2007). The
programme consisted of 111 individuals who volunteered for a problem-solving
training, fifty-six of whom randomly received the training and fifty-five did not,
allowing the researchers to compare the outcomes of those who received it with
those who did not but were otherwise comparable over time.

The content of the programme was some four weeks of training in managing
time, diaries, and general goal-setting and planning techniques. There was an
initial thirty-minute intake interview to discuss the problems experienced by
employees, followed by homework and regular check-ups on the basis of that
homework and ensuing follow-up questions and issues. There were surveys before
and after, including the key outcomes of life satisfaction and job satisfaction.

The evaluation showed marked improvement in an index of problem-solving
abilities. The intervention group improved 2.65 points on a 5-to-35 score termed

** This randomized controlled trial was identified in the systematic review undertaken by Watson
etal. (2018) as part of the What Works Centre for Wellbeing: Work and Learning Evidence
Programme (ESRC: ES/N003586/1).
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‘life satisfaction’, relative to 0.82 for the control group. The intervention group also
improved 1.57 points on a 5-to-25 score termed ‘job satisfaction’, relative to -0.11
for the control group.

If we equalize scales, this means an increase in life satisfaction of 0.72 points on
a 0-to-10 scale. That is a very high effect that is likely to be dominated by observer
effects of having been given special attention, besides some improvements in
socio-emotional skills.

The costs of the training programme to the private company were basically the
production foregone, the costs of the instructor, and some overhead to the
organization. Note that these are not all costs to society but definitely costs to
the company that commissioned the programme. In total, these costs were around
£148 per participant.

The cost-effectiveness figures then depend to a very large extent on what one
assumes about longer-term effects and spillovers from those affected. Since they
are not studied in the research we are drawing from, one has to put in what seem
like reasonable guesses based on what happened in other longer-term studies.

On the one hand, we know that improved socio-emotional skills can have long-
term benefits, but on the other hand it is not likely that a four-week treatment with
only thirty minutes of face time will have imparted life-changing skills that
permanently increase life satisfaction by 0.72 points over the entire life course.
In fact, we find that for many programmes, such as those funded by the UK
National Lottery, that observer effects fade after the first few months.
A conservative guess is that the effects dissipate after a year such that the total
lifetime effect is 0.72 WELLBYs.

On externalities, if we presume that 80 per cent of the treated employees have a
partner and that the spillover of their life satisfaction on their partners plus
children is roughly 20 per cent (which is probably reasonable if you think of
mental health spillovers, cf. Mervin and Frijters, 2014), there would be an add-
itional 0.1152 WELLBYs from improved social relationships. Under these
assumptions, we obtain Table 3.4.

Note that the outcomes for job satisfaction and problem-solving skills are
shown but do not have any particular role in the cost-effectiveness calculation
as they are already included in the outcome for life satisfaction.

Finally, note that are many uncertainties here and one could add more effects
by putting in estimates from other studies, such as the effect of improved job
satisfaction on productivity and job retention, which would probably improve the
cost-effectiveness figure further. Still, given that it is a small study that has only a
short time horizon, our purpose is not to show a strongly realistic bottom-line
number but more to illustrate that one can generate cost-effectiveness figures even
for small interventions. The example also illustrates how problem-solving skills
training seems good value for money even amongst particular employee groups
(here: flight attendants), who are not known as a particularly problematic group.
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Table 3.4 Wellbeing cost-effectiveness analysis: Socio-emotional skills training

Period Months Period 1 Combined-
undiscounted

Intended outcome Problem-solving 3.6 3.6

Direct cost per person 148 148

Other cost per person

External cost per person 0 0

Other outcome 1 0-to-10 JS direct 0.55 0.56

Other outcome 2 0-to-10 LS on externals 0.1152 0.1152

Direct LS effect on the 0-to-10 LS 0.72 0.72

treated

Other LS effects per person 0.1152 0.1152

Overall LS effect per person 0-to-10 LS 0.8352 0.8352

Total internal cost per

person

Total cost per person to 148 148

society

Cost-effectiveness £ per unit of LS 177.20

Source: Own illustration based on own calculations.

Air Pollution in Germany

One of the best causal studies on wellbeing and pollution is the paper by Simon
Luechinger on life satisfaction and SO, levels in Germany. Simon was able to use
nationally representative data from the German Socio-Economic Panel Study
(SOEP), which has been following more than thirty thousand individuals in eleven
thousand households every year from 1984 onwards. He combined household
data from the 1985 to 2003 period with detailed geographical information about
the levels of atmospheric SO,, which were quite high in 1985, on average (46.9
microgram per cubic metre), dropping substantially afterwards (to 5.3 microgram
per cubic metre in 2000).*

To identify the causal effect of air pollution on life satisfaction, Simon exploited
unanticipated changes in legislation pertaining to power plants over the whole of
Germany, enforced differentially over time in different areas (first across West
Germany and later across East Germany after Germany reunified in 1990). Using
information on wind directions, he mapped who should be affected to what degree
at what time, everywhere in Germany, as a result of these legislative changes. He
could then use an instrumental variable approach to estimate the causal effect of

** The figures in this section originate from Luechinger (2009), coupled with additional data
averages the author supplied at our request.
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SO, on life satisfaction. That effect turned out to be fairly linear and constant, with
an increase in SO, concentrations of ten micrograms per cubic metre affecting life
satisfaction by a minimum of -0.05. He found that this was robust to various
intricacies of his estimation strategy (for example, excluding specific regions or
looking only at specific time periods). Simon then calculated the willingness-to-
pay for a reduction in air pollution based on his estimates. His study is a landmark
in terms of showing a convincing effect of a public policy on life satisfaction.

The costs of such an intervention require careful examination and we want to
illustrate the general methodology with a simple back-of-the-envelope calculation,
followed by a sketch of what a full wellbeing CEA would require.

Back-of-the-envelope Calculation

What the German government did was to require scrubbers to be added to power
plants so that most of the SO, generated (about 69 per cent) was taken out. The US
example of an actual market in SO, emissions in the 1990s and early 2000s reveals
that cheaper interventions exist, for instance, by moving from one type of fuel to
another that generates less SO, per unit of energy. From the point of view of air
pollution, the effect is essentially the same. The experience with the American
market has been that the costs of reducing emissions by a tonne of SO, is around
$100 (with a huge range from $70 to over $200 per tonne during the years in
which the SO, market was functional). When thinking of adopting the same
intervention elsewhere, the actual costs the German government enforced are
less relevant than the costs one would incur if they had adopted the most cost-
effective measures, so we will use the $100 per tonne figure as the appropriate
public costs for reducing emissions.

In 1990, the level of annual emissions was 5,485 kilotons and the level of SO, in
the atmosphere was 19.0 milligrams per cubic metre. To reduce the level of SO, in
the atmosphere by 10 milligrams per cubic metre would require a uniform
proportionate cut in emissions of 2,887 kilotons per year. As stated above, this
would produce a gain per person of 0.05 WELLBYs, or given a population in 1990
of 79.43 million, a total gain of 3.972 million WELLBYs. This gives us an estimated
cost per WELLBY of around $72.7, or around £60 per WELLBY.

Even though we have taken conservative estimates, the uncertainty around this
number is large and can go in both directions: the methodology does not count the
improved numbers of years lived, nor the knock-on effects of the improved
physical and mental health on both productivity and reduced costs to the health
system. As we know from the United Kingdom, those effects are likely to be
substantial.>* Yet, on the other hand, the costs of reducing SO, might easily be
more than double than $100 per tonne, particularly once the easier adjustments to

** See the following IAPT example in this chapter.
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different fuels and scrubbers have been made. Still, even if the costs were ten times
as high, the intervention would still be cost-effective at $730 (around £600) per
WELLBY. Since there is still quite a way to go on reducing air pollution in the
United Kingdom and elsewhere (the UK Clean Air Strategy 2019 aims to cut the
harm of air pollution to human health by half), this type of intervention thereby is
part of the low-hanging fruit in terms of wellbeing improvements yet to be
enacted.

Exemplary Wellbeing CEA
We here conducted a simple wellbeing CEA. A full analysis would differ from this
simple one in many ways:

1. It would include dynamics on the direct costs side. A policy to clean up
power plants cannot be implemented just for one year and hence one would
look at a whole plan of cleaning up, with costs incurred in different years.

2. Tt would include dynamics on the indirect (negative) costs side. The main
benefits of the SO, reduction were through both physical and mental health
improvements, not separated into those elements. These health improve-
ments come with reduced costs to the health system and increased taxation
via higher employment and productivity.

3. It would include dynamics on the total benefits side, including improved life
expectancy and the improved life satisfaction of employment.

In Tables 3.5, 3.6, and 3.7 below, we illustrate the main effects one would want a
reasonable estimate of in order to obtain a reasonable cost-effectiveness figure for
this policy. We should mention that all these additional effects are expected to go
in the same direction: they strengthen the policy case for addressing air pollution

Table 3.5 Assumptions

Assumptions

1.50% Discount rate for wellbeing benefits

3.50% Discount rate for monetary costs

0.05 Change in LS on 0-to-10 scale from decrease of 10 micrograms per m3

55,000,000 Population affected by change in SO,

0.008 Change in life years per person due to change in SO, — Example (Luechinger,
2009)

3.2 Measure of wellbeing for additional years of life (above ‘misery’)”

-0.7 Change in LS on 0-to-10 scale moving from employment to unemployment

50 Population moving from employment to unemployment

Notes: *A conservative approach is 7.6 (mean) - 4 (i.e. assuming that a life is ‘worth living’ only if it is
greater than 4 on a 0-to-10 scale).

Source: Own illustration based on own calculations.
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Table 3.6 Life satisfaction benefits

Life satisfaction Year 1 2 10
benefits

Reduction in SO, [change in life satisfaction on 0-to-10 275,000 275,000 275,000

of existing life scale x people affected]

years

Additional years  [additional years of life x people x 143,000 143,000 143,000
of life due to measure of LS + 0.05]

health benefits

Change in [number of people moving from -35 -35 -35
employment* employment to unemployment x —0.7]

*

[change in disposable income of 42 42 42
consumers and owners who get the

profits * marginal LS of income =

change in disposable income* 0.3/

current disposable income level. Note

there is no impact via house price

changes because the study found those

changes to be minimal]

Change in prices

Changes in [change in relative consumption due to -42 -42 -42
relative changes in disposable incomes of
consumption consumers and owners who get the

profits * marginal LS of relative
consumption = -0.3/current average
disposable income level]
Total 417,965 417,965 417,965
undiscounted life
satisfaction
benefits
Discounted life 411,788 405,703 360,147
satisfaction
benefits
Total 3,854,550

Note: *This split between employment and disposable income of consumers/owners depends on the
elasticity of demand for the products as well as the economy-wide reaction to the change in employ-
ment in the sector affected.

Source: Own illustration based on own calculations.

because one can expect gains (rather than losses) in life expectancy and expect
gains (rather than losses) in employment.

In terms of actual numbers, we have taken conservative figures, meant to keep
the cost-effectiveness ratio relatively low (i.e. low benefits at higher costs). As a
conservative calculation, our calculation actually uses an Easterlin Discount of 100
per cent rather than 75 per cent, although the income effects are extremely small
so that it would not matter too much in this case and is merely stated for
illustrative purposes. Also, purely for illustrative purposes, the example calculation
deviates from the preferred assumptions on the value of life (with a 2 for death and
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Table 3.7 Wellbeing CEA: Air pollution in Germany

Costs Year 1 2 10
Costs of reduction  [example number] £60,000,000 £60,000,000 ... £60,000,000
in SOz
Impact on company [the costs withouta  £3,500 £3,500 ... £3,500
taxes fully compensating

subsidy would be

based on elasticity of
demand for the
products with
increased costs x rate
of profit taxation]
Reduced costs to [reduced costs due to £38,000 ... £38,000
the NHS £-reduced
admissions for
physical and mental
health related
conditions—note
that this is a complex
calculation—
example figure
included here]

Total undiscounted £60,003,500 £60,041,500 ... £60,041,500
costs

Discounted costs £57,974,396 £56,049,383 ... £42,564,549
Total £499,304,743
Cost-effectiveness £129.54
ratio

Source: Own illustration based on own calculations.

an 8 for a healthy life) by using more conservative values (with a 4 for death and a
7.5 for a healthy life). Again, this is merely for illustrative purposes, to show how
one can generate a lower-bound by picking lower values.

The methodology above can be, and has been, used for other forms of pollution
because wellbeing CEA is one of the few ways of evaluating pollution that
incorporates the large, but often not consciously realized (due to non-salience),
mental health effects of pollution. This particular study is an example of how a
wellbeing methodology can be combined with a national intervention to evaluate
the impact of its effectiveness.

UK National Lottery Programmes
The UK Big Lottery funded a whole suite of wellbeing programmes from 2008 to

2013 to the tune of £160 million and followed this up from 2013 to 2015 with an
additional funding of £40 million to fund fourteen portfolios, each consisting of
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three to thirty-four actual programmes. These programmes included a wide range
of community-based activities, including cooking lessons for adults, sports events,
and yoga sessions for parents-to-be. Similar activities are often subsidized by the
state in some way or another, for example, via anti-loneliness or community
engagement programmes. Hence, as a group of activities, it is interesting to
know whether these UK Big Lottery-sponsored programmes were cost-effective
or not.>® They provide a benchmark for how much wellbeing can be ‘purchased’ at
fairly short notice via community activities.

The most successful individual programmes identified were all targeting very

particular groups: ‘Branching out--Eco Minds’,*® ‘Food and Fitness for Family’,*”

and the ‘Inspire Project’,*® with the evaluation based on rather small numbers of
individuals followed (twenty to thirty individuals), which means that one should
not put too much confidence in the findings pertaining to any particular pro-
gramme. What is more useful is the evaluation of all the projects combined: as a
whole, they represent what a large programme of broad wellbeing-oriented UK
Big Lottery funding can achieve.

The evaluation was based on before-after changes in outcomes, meaning that
there was no control group and that the effectiveness estimates were based on a
‘business-as-usual’ scenario in which there was no change in average wellbeing
assumed. The evaluation of the first set of programmes consisted of 3,269 entry,
1,964 exit, and 572 follow-up questionnaires. This means a high rate of drop-out,
with only one in six of those originally sampled filling in the final questionnaire.
The second set of programmes started with 1,000 adults who did an entry
questionnaire and ended up with 166 adults, a similar retention rate of only one
in six.

The main wellbeing question was life satisfaction measured on a 1-to-10 scale.
In the first set of wellbeing programmes, the average life satisfaction rose from 6.5
to 7.1 at follow-up three to six months after completion of the individual

** These programmes were evaluated by CLES Consulting and the Centre for Wellbeing at the
New Economics Foundation (nef). The reports on the first and second wave of funded programmes
can be found on the UK Big Lottery website (although they are now archived and must be requested):
https://www.biglotteryfund.org.uk/-/media/Files/Research%20Documents/Wellbeing%20in%20England/
National_Well-being_Evaluation_Final_Report%20August%202013.pdf and https://www.biglotteryfund.
org.uk/-/media/Files/Research%20Documents/Wellbeing%20in%20England/er_eval_wellbeing 2_prog
evaluation.pdf.

*¢ Described by the report as: Food-growing project for people with mental health needs, including
training and providing community spaces. Participants were engaged for over half a year. The project
also involved active travel. The evaluation was based on twenty individuals interviewed at the start, at
the end, and three to six months later.

*” Described as ‘Food and Fitness for Families’—North West Networks for Healthy Living Weight
management and cookery for families, with healthy food vouchers and awareness-raising. The pro-
gramme targeted overweight adults and families with children. The evaluation was based on thirty-
three individuals.

* Described as helping substance abusers improve life skills, increase self-esteem, and re-engage
within the community. Participants were referred and engaged over twelve weeks, involving a full range
of activities. The evaluation was based on thirty-one individuals.


https://www.biglotteryfund.org.uk/-/media/Files/Research%20Documents/Wellbeing%20in%20England
https://www.biglotteryfund/org.uk/-/media/Files/Research%20Documents/Wellbeing%20in%20England/er_eval_wellbeing_2_prog_evaluation.pdf
https://www.biglotteryfund/org.uk/-/media/Files/Research%20Documents/Wellbeing%20in%20England/er_eval_wellbeing_2_prog_evaluation.pdf
https://www.biglotteryfund/org.uk/-/media/Files/Research%20Documents/Wellbeing%20in%20England/er_eval_wellbeing_2_prog_evaluation.pdf
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programmes, while it rose from 6.2 to 7.0 in the second set of programmes. As a
conservative estimate, these programmes, therefore, increased life satisfaction by
0.5 for six months, on average.

The report on the second set of programmes explicitly reports the number of
beneficiaries and the costs: the second set of programmes reached 500,000 to a
million participants (depending on who is counted as a participant; the survey
covers the population most affected, dominated by the 500,000 participants of the
programmes of the Children’s Food Trust, which has since 2018 ceased operations
and handed part of its work programme over to the British Dietetic Association).
This means that the cost of the average programme per participant was a little
under £100. As a very conservative estimate, this means that the UK Big Lottery-
sponsored programmes bought one WELLBY at a cost of £400, on average, i.e.
£100 per (0.5 * 0.5 WELLBYSs). These costs-per-WELLBY were somewhat lower
for females and mid-life individuals than for the rest of the population.

The evaluation reports include the simplest form of wellbeing CEA: they give a
crude estimate of the life-satisfaction change of those directly targeted, make an
assumption about how long the effects last, and compare that with the average
costs. The uncertainties are great with this average number because of many issues
with the methodology: the evaluation is not based on a comparison between a
treatment group and a control group over time; those answering the follow-up
surveys are unlikely to be random; and the targeting of survey respondents was
done by programme managers who will have had particular incentives. Likewise,
participants might have felt obliged to respond to surveys in a positive way.
Nevertheless, this methodology is relatively simple to implement and represents
a crude common impact-evaluation strategy.

There are reasons to suspect that the true wellbeing cost-effectiveness ratio is
more beneficial than £400 per WELLBY. The back-of-the-envelope calculation
above assumes a total lack of longer-term benefits from the programmes, many of
which will have forged longer-term relationships and socio-emotional skills
amongst participants. The methodology is also not set up to consider beneficiaries
other than direct programme participants, which means improvements to families
and communities are not measured. Cost savings in the public system from
improved employment and health outcomes are also not considered but likely
to exist, at least to some extent. A fuller analysis would have to consider these
additional benefits, and also include all the same elements as in the air pollution
example above.

The main reason to be cautious about the headline number is the lack of a
control group and the likely selectivity of the group that was followed up after
twelve months. Nevertheless, the programme was a large expense affecting many
individuals and so the headline figure forms a baseline for how much wellbeing
can be bought via large-scale, community-oriented group activities, even if that
effect lasts no longer than twelve months. It can be compared to other festive
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activities paid for by the (quasi-) public sector, such as cities of culture or
community festivals.

The IAPT Mental Health Programme

Our most comprehensive example comes from the United Kingdom. It is a fully
fledged dynamic model with macro elements, public-cost feedbacks, multiple
actors, multiple periods, and multiple outcomes, and particular attention paid to
behavioural effects (while avoiding double-counting, of course).

In a preliminary report, Frijters etal. (2017) looked at what a hypothetical
treatment of 25 per cent of depressed UK residents in 2010 would have meant for
life satisfaction, mental health, and net public costs in the ensuing 2010 to 2015
period.*

The evaluation is based on two large randomized controlled trials in the United
Kingdom. One is a forty-two-month follow-up for a large cognitive behavioural
therapy (CBT) trial in seventy-three medical centres in three major UK cities,
targeting patients with treatment-resistant depression (Wiles et al., 2016). In this
study, the authors found that the effect of CBT forty-two months post-treatment
was around 70 per cent of the initial effect, very similar to the improvement that
remained after six months in a comparable trial in Chicago (Mohr etal., 2012).
The implied effect in the UK trial was around three points on the General Health
Questionnaire (GHQ12) score.

The second is a large pilot trial of the future IAPT programme in two test sites
in Doncaster and Newham, United Kingdom, which found the same basic effect,
though these trials used a slightly different measure of mental health than the
GHQI12, i.e. the PHQ9. Both in terms of size and content, the evaluation is then of
the likely effects of the IAPT treatment now being expanded to 1.5 million UK
citizens. It is not exactly the same though, because we here evaluate what the effect
would have been if applied equally in the whole of the United Kingdom (including
Wales, where IAPT was not implemented), and in one year rather than spread out.

Figure 6 in Frijters etal. (2017) gives a diagrammatic summary of the causal
structure of the model, while Figures 7 to 10 summarize the found effects of the
intervention over the 2010 to 2015 period as opposed to the status quo scenario.
We first discuss the model and then the results.

Figure 3.5 shows the causal model we used, which we applied to population
representative Understanding Society panel data and where the causal estimates
all came from the appropriate literature. For example, for employment, we assume
that being relieved from depression increases the likelihood of being in full-time

* Available at the University of York: https://equipol.org/research/projects/lifesim/.
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Figure 3.5 Causal structure of the model

Source: Own illustration.

employment by 15 percentage points and actual hours worked by 6.6 per cent for
those who worked at baseline (Rollman et al., 2005).*> ** Physical health improve-
ments are assumed to be low: +1.7 points on the SF12 physical health summary
scale if patients remain out of depression, and +0.4 otherwise (Cho et al., 2010).
Physical health-care cost savings, however, are typically large: we assume, follow-
ing the literature for the United Kingdom, £720 per treated per year (Layard and
Clark, 2014). How changes in these behavioural domains translate into changes in
our final outcome, the wellbeing and health of the population, likewise stems from
causal estimates from the relevant literatures.

For example, from the mental health literature, we know that the multiplier on
changes to patient’s mental health is positive such that improvements due to a
hypothetical mental health intervention are amplified: Mervin and Frijters (2014)
find a multiplier of around 0.15 on changes in mental health of partners.*> From
standard economic theory, we know that the multiplier on labour market
behavioural changes is typically negative (in the short run), such that an

° We interpret these conservatively and only apply them to the unemployed, not non-participants.
If one were to also apply them to non-participants, the labour market benefits would be far larger, but
one may wonder if that is realistic given that labour force participation was already historically high
during this period in the United Kingdom.

! Averaging across all participants (those who worked at baseline and those who did not), Rollman
etal. (2005) find that actual hours worked increased by only 5.7 per cent. There was no significant
change when looking at those who did not work at baseline in isolation. The increase by 15 percentage
points pertains to participants who worked at baseline only. That said, the intervention keeps people in
employment who would have otherwise dropped out due to mental ill health.

#? Compared to the Qantas example earlier, this means we are not including likely effects on
children here, partially because we think the average age of the IAPT group is likely somewhat higher
than the flight attendants’ group so the latter group is more likely to have young children.
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increase in the labour supply of the treated due to a hypothetical mental health
intervention would lead to reduced labour supply of complementary others as
wages adjust. Indeed, Nickell and Saleheen (2017) find that a 10 per cent increase
in labour supply amongst the low-skilled and medium-skilled (from an influx of
migrants) leads to a 2 per cent drop in wages for those occupations, while Blundell
etal. (2011) find that a 1 per cent drop in hourly wages decreases labour supply in
the United Kingdom by around 0.4, on average. These two estimates of the labour
demand and labour supply function can be combined to generate changes in
overall wages and employment for the population due to the mental health
interventions that would increase the number of potential workers in the United
Kingdom (at both the extensive and intensive margin).

The essential structure of the model is thus a combination of individual causal
pathways and pathways that work at the national level. We thus work out for those
directly affected how a mental health improvement affects their main areas of life
(employment, health, relationships), and then aggregate all these micro-level
changes into a changed population average which, in turn, is fed into a macro-
model that takes account of reference point effects and labour market shocks.

The reference effects are the same as the Easterlin Discount: changes in
individual income are assumed to negatively affect the wellbeing of others such
that only 25 per cent of the direct effect of individual income on individual
wellbeing remains. In this analysis the same is taken to be true for health, where
the individual benefits of health also lead to greater status concerns amongst
others (using the estimates of Frijters and Mujcic, 2015), thus reducing the
effective benefit of the health improvement on overall wellbeing by around 50
per cent, a conservative approach to benefits of the IAPT programme.** The
changes in wages, employment levels, and reference point levels are then fed
back into the micro-model to determine wellbeing, which becomes the starting
point of the subsequent period.

This model is expressed entirely in differences: we do not model the baseline
levels of any outcome but use the actual data averages over the 2010 to 2015 period
for the counterfactual. We thus sidestep the difficulty of modelling many pro-
cesses that lead to the status quo and focus exclusively on changes.

Figure 3.6 shows the hypothesized effects of the proposed intervention for those
with a GHQI12 of four or above in 2010. The 3.5 reduction roughly halves the
number of mental health problems experienced by the selected patients in 2010,
and mental health problems reduce to very low levels for the remaining years as
the improvement of 3.5 is added to the actual trajectory, which also shows a strong

** The actual implementation is more sophisticated in this model than a blanket 75 per cent
Easterlin Discount on incomes and a 50 per cent discount on health benefits: the reference effects
are presumed to operate on individuals who are similar to those affected in terms of age, gender,
education, and location, leading to distributional patterns of these discounts (although in total still
equal to a 75 per cent Easterlin Discount).
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Figure 3.6 Reduction in GHQ12 scores of treated patients

Source: Own illustration based on own calculations.

recovery even without treatment. Note that Figure 3.6 depicts an optimistic
scenario: in a more pessimistic scenario, treated individuals would relapse into
depression at a particular relapse rate. For ease of exposition, we focus on the
optimistic scenario here and note that CBT has been shown to have rather
sustained, long-term impacts on mental wellbeing.

Figure 3.7 shows how introducing this intervention impacts the prevalence of
depression in the whole population, whereby the reduction in prevalence of
depression is much higher in the first year (around a 2.5 per cent point reduction
in the population depression prevalence) than in later years (around a 1 per cent
point reduction). This tapering reflects the fact that the hypothesized intervention
is targeted to people who are depressed in 2010: many of them went out of
depression without intervention while others became depressed who were not
treated in our hypothetical scenario, reducing the effect of the modelled mental
health improvement on actual rates of depression.

Figure 3.8 shows the estimated monetary returns of the intervention per treated
individual and the pathways via which these returns materialize. By far the largest
monetary return comes from a sharp reduction in the number of people with
mental health problems going to hospitals and doctors with physical health
problems, which is not because they are physically healthier (that effect is modest)
but potentially because they are less anxious and more confident in their ability to
deal with such problems themselves. This effect is modelled at the individual level,
but the causality itself comes from the estimates in Layard and Clark (2014), who,
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in turn, base themselves on the meta-analysis of Chiles et al. (1999): the authors
reviewed ninety-one studies on the impact of psychological interventions (of
various types) on medical service use published between 1967 and 1997, finding
that treatment reduced the annual costs of medical service use by 20 per cent for
physically ill with co-morbid mental ill health, yielding a net saving of £600 per
treated patient per year. Due to a paucity of studies on medical service use cost
savings, we take this figure at face value. Importantly, Carol Propper and co-
authors (2019) report the same effect for the United Kingdom, finding reduced
physical health costs in areas that introduced IAPT more quickly than others.**

The impact evaluation of the two Doncaster and Newham test sites for the
IAPT programme found costs of about £650 per treated patient with, on average,
twenty-two sessions of CBT (Layard and Clark, 2014). Given that the estimated
monetary benefits are already over £1,000 after three years, the proposed inter-
vention actually saves money as well as improves mental health. This is reflected
in the headline graph (Figure 3.1) at the start of this chapter (see also appendix E).

Figure 3.8 also introduces some of the other causal pathways the model
includes: increased taxation through increased rates of employment; reduced
levels of welfare benefit take-up due to higher employment; taxation and benefit
effects from the rest of the population as they are affected by the labour supply
increase of the formerly depressed; and the monetary effects of the same channels
as they emanate from a mental health benefit accrued by the partners of the
treated (estimated to be 15 per cent of the original benefit to the treated).
Figure 3.8 introduces some of the main themes of this proposed line of research,
which is that we want to allow for improvements in employment, relationships,
taxation, and the general population, which come from an initial improvement in
mental health due to a hypothesized intervention based on actual randomized
controlled trials.

Figure 3.9 then shows the distribution of the accumulated wellbeing benefits of
the hypothesized intervention per member of the whole population, where well-
being is, as always, measured in terms of life satisfaction on a 0-to-10 scale. We see
a distinct spatial distribution, with more gains in London and Wales than in
Scotland. These wellbeing effects, in turn, reflect both the monetary effects,
employment effects, partnership effects, direct mental health effects, and physical
health effects, amongst others.

Figure 3.9 shows the average life-satisfaction improvement over the whole five
years for those with a certain initial level of life satisfaction, which thus includes
both a varying probability of getting treated and a variable effect if treated. One in
four of the depressed, who are in the lower ranges of initial life satisfaction, are
treated, which makes the effects higher for those at the bottom. On the other hand,

** This analysis is not yet available publicly, but was presented in Rome in 2018 and is, according to
personal correspondence with Carol Propper, forthcoming as a working paper.
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Figure 3.9 Distribution of regional life satisfaction changes per capita

Source: Own illustration based on own calculations.

the treatments have only a limited effect on mental health such that the most
depressed individuals are less likely to be moved out of the depressed state.

Figure 3.10 shows how the average life-satisfaction improvement is higher for
the lower range, and then in particular from the range that is close to the cut-off
for depression (values between three and four for the GHQI2): those are the
individuals who are likely to receive treatment and are likely to move out of
depression if they are treated. Those with high levels of initial life satisfaction are
less likely to be depressed and hence treated, while those with very low levels of life
satisfaction are less likely to be lifted out of depression when treated.
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Source: Own illustration based on own calculations.

In terms of cost-effectiveness, the intervention pays for itself within two to three
years, primarily due to lower health costs of those who have both depression and a
physical health problem.

We can see how sensitive the results are to the assumptions on the savings side,
by making the alternative assumption that the reduced visits to health profes-
sionals by those with physical health problems that went through the IAPT
programme would not truly materialize in reduced health costs or other valuable
benefits. This recognizes that the reduced pressure on health professionals might
be taken up by other demand for their services with unproven benefits (that is, the
reduced visits will not result in fewer GPs or hospitals). This is an extremely
negative view but is useful in giving a sense of robustness.

If we were to leave out the public health cost reduction channel (which in terms
of cost-effectiveness dominates all other effects) for sensitivity, the cost per
WELLBY would range from £40 per WELLBY (for those unemployed) to £410
per WELLBY (for those retired). These large differences come from the import-
ance of mental health for the ability to hold a job, which matters much more for
the unemployed than for those who are retired.

This example shows the current frontier of wellbeing CEA, requiring a com-
bination of longitudinal information from (randomized controlled) trials, relevant
literatures, and nationally representative datasets.

In terms of our template which summarizes the found effects for each inter-
mediary and final outcome over time, the basic setup would look like Table 3.8.
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Table 3.8 Wellbeing CEA template

2010 2011 2012 2013 2014 2015

Direct cost per patient

Health cast savings per patient
Welfare/tax savings per patient
Combined public purse effect per
patient

Costs external to NHS per person
Treatment effect MH per patient
Treatment LS change (direct, per
patient)

Partner effect MH per patient
External effect MH per patient
Employment increase patients
Single decrease patients

Health increase patients

Income increase patients
Employment increase partner
Single decrease partner

Health increase partner

Income increase partner
Employment changes external
Single change external

Health increase external

Income increase external
Reference income change
Reference health change
Reference employment change

All non-direct effects LS per patient

Overall LS effect per person
Cost-effectiveness

LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change
LS change

£ per unit of
LS

Source: Own illustration.
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We can now populate this spreadsheet with numbers, neglecting the physical
health cost savings and for a moment not allowing for reference income or
reference health effects (thus taking a more ‘traditional’ view of what to count).
This hardly matters when it comes to Easterlin Discounts (reference effects) but
does matter for the physical health costs savings, which are here implicitly treated
as unlikely to truly materialize because the reduced physical health care demand
by mental health sufferers will be filled by others in the queue. We obtain
Table 3.9.

This, in turn, leads to the following bottom-line figures, which we view as
upper-bound estimates of the costs per WELLBY (see Table 3.10).

Of course, we only offer these numbers and this methodology as illustrative of
what a micro-macro wellbeing CEA of mental health interventions could look like.
Nevertheless, the example combines the use of literature, multiple datasets, a
dynamic framework, a causal structure, some regards for general equilibrium
effects and consumption externalities, and merging techniques for results and
variables that are not 100 per cent overlapping with the basic data. It thus
represents the frontier at the moment.

Datasets on Wellbeing

Finally, it is important to say a little bit about the existing datasets in which
wellbeing has been measured over the years, as well as about how to combine
results from different datasets using slightly different actual questions.

The ONS in the United Kingdom has been mandated to integrate a standard set
of evaluative, experiential, and eudemonic wellbeing indicators—the so-called ONS-
4 comprising life satisfaction, happiness and anxiety, and worthwhileness—in all of
its surveys starting from 2011. Since then, a plethora of data on wellbeing in the
United Kingdom has been accumulated through these surveys. Besides standard
ONS instruments, there exist various datasets that have been initiated and main-
tained by different universities and research institutes in the United Kingdom.
Wellbeing indicators have also been included in various datasets around the
world, often from early on in national household panels such as the German
Socio-Economic Panel Study (SOEP) or the Household, Income and Labour
Dynamics in Australia (HILDA) panel.

Existing datasets can be broadly classified into longitudinal (panel and cohort
data) and cross-section data. Besides differences in type of data, datasets also differ
in terms of number of observations, frequency of sampling, and population
coverage. Appendix A provides a general overview of existing datasets that include
at least life satisfaction, appendix B provides a corresponding technical overview
that gives particularly important details for each dataset, like the number
of respondents, the type of information as to where respondents live, and the
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Table 3.10 Wellbeing cost-effectiveness ratio

All non-direct effects LS per 026 019 0.16 017 019 0.17

patient

Overall LS effect per 0.62 050 045 048 0.50 048

person

Cost-effectiveness £ per unit of 329.94
LS

Source: Own illustration based on own calculations.

actual wellbeing questions included. Appendix C provides information on where
to obtain the respective datasets and cites examples of studies that have been
conducted with the different datasets. The list of datasets for the United Kingdom
is exhaustive (taken from the UK Data Archive), while the mentioned inter-
national datasets are a selection of some of the most important ones.

Conversion between Different Scales
and Indicators of Wellbeing

The life-satisfaction question sampled in all datasets run by the ONS in the United
Kingdom asks respondents: ‘Overall, how satisfied are you with your life now-
adays?” Answer possibilities range from 0 (‘not at all’) to 10 (‘completely’). Often,
however, different datasets use different wording or scales. In other cases, there is
no direct life-satisfaction question available at all, but only a sibling or a relative
such as, for example, mental health.

The question then arises of how to translate one scale into another (for
example, a 1-to-7 scaled life-satisfaction question into a 0-to-10 scaled one) or
what is reasonable to assume about life-satisfaction changes when all that is
available is a related construct. Various methods are available for translating
scales, from simple linear transformations to more complex, non-linear
approaches. Appendix D provides an overview of the most important approaches
for rescaling as well as conversion factors advocated by reputable studies between
a selection of related constructs and life satisfaction.

Conclusion and the Way Ahead

This chapter developed the basic methodology for wellbeing CEA, covering the
main issues practitioners need to be aware of, including recommended technical
standards, rules of thumb to avoid double-counting, design heuristics, and the use
of relevant literature.
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Looking ahead, one should see this basic methodology as a work in progress
that will become more refined as wellbeing analyses become more commonplace.

One would, in particular, expect the public-cost side to require further
improvement as there is, at the moment, surprisingly little information on how
costly many outcomes are to the public purse. How much does the average
divorce, layoff, low-skilled migrant, unemployed youth, discharged prisoner, or
70 year old with particular health problems cost the public purse, and via which
pathways? You would think that we know the answers, yet we do not because it is
incredibly complicated to trace the full costs of people and circumstances via
public services, tax authorities, and welfare programmes. The connections
between people, which are crucial when it comes to the full public costs of things
like unemployment and crime, are often not part of a country-wide social model
that would be needed to ascertain their full public cost. Lacking information on
the cost side thus hampers all analyses, both those in the present and in the future.
Such an endeavour is not wellbeing-specific but certainly important to it.

Further developments in methodology in wellbeing CEA itself can be expected
to be rapid once it becomes more normal: new measurement tools will lead to
different types of models and will open up new applications. There are also many
technical challenges awaiting a fuller treatment, such as how to deal with different
types of catastrophic risk, how to integrate the social models of wellbeing with
existing models, such as standard economic models of the macroeconomy, or the
environment. One can also envisage Bayesian methods becoming a normal way of
incorporating soft wellbeing knowledge in the form of priors, and in terms of
generating ex post uncertainty intervals.

There is hence much to be done.
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