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Abstract

Over the past decade, economists have increasingly focused on happiness research. The
man focus has been on understanding the interconnection between economic outcomes
and the resulting happiness of economic actors. The work in this area has yieddded many
implications for policy in a number of aeas incduding public finance (government
expenditure and taxation), welfare policy and labor law. This chapter will criticaly
reexamine the happiness and economics research program and the resulting policy
implications through an AudriavPublic Choice lens It is our contention that the main

ingghts of these schools of thought have been neglected in this area of research.
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1. Introduction

Over the past decade economists have increasingly focused on the implications of
happiness, dso known as subjective well-being, for economic theory and policy.® The
focus on happiness can be seen as part of the larger behaviord movement in economics.
To understand the growth and impact of this area of research, consder that the 2002
Nobd Prize in economics was awarded to a psychologist, Daniel Kahneman, "for having
integrated indghts from psychologicd research into economic  science, especidly
concerning human judgment and decison-making under uncertainty.’® The man focus
of the happiness and economics research has been on understanding the interconnection
between economic outcomes and the resulting happiness of economic actors. The work
in this area has yidded many implications for policy in a number of aress incuding

public finance (government expenditure and taxation), welfare policy and labor law.

Our god in this chepter is to andyze the economics and happiness research program
through the lens of Audtrian and Public Choice economics.  Specificdly, usng the tools
provided by these schools of thought, we criticdly andyze the underlying assumptions
and resulting policy implicaions of happiness and economics research. It is our
contention that the insghts of the Audtrian and Public Choice schools have been largdy
neglected in this research. Our am is to begin to fill this ggp. We do not assume any
detailed knowledge of Audrian and Public Choice economic on the part of the reader.
Ingead, we will briefly provide an overview of ther man tenets of these schools of

thought before moving on.

L Writersin this area use the terms “happiness,” “satisfaction,” and “well-being” interchangeably.
2 source of quote: http://nobel prize.org/economics/laureates/2002/index.html




The Audrian School of Economics was founded in 1871 with the publication of Carl
Menger's Principles of Economics. Menger was one of the three co-developers of the
margindist revolution in economic andyss. For the purposes of our andyss, consder

the following propositions that serve as part of the core of the Austrian school:

1. Only individuds choose Man, with his purposes and plans, is the beginning of dl

economic andysis. Only individuas make choice, collective entities do not
choose. There are no economic phenomena unconnected to the choices of
individuds. It is a fdt uneasness by the individud & any point in time which

generates action to take steps to remove that uneasiness.

2. Utility and costs are subjective: All economic phenomena are filtered through the

human mind. Objective redities of the world matter, but as far as in the reams of

vaue and price they only matter in reation to individua perception of them.

3. The compditive maket is a process of entrepreneurid  discovery: The

entrepreneur is the catdyst of change in the economic process. He is dert to
unrecognized opportunities for mutuad gain and exploits those opportunities in

order to earn a profit.

3 1t should be noted that these propositions do not do justice to the Austrian school in its entirety. For a
more detailed exposition of the various aspects of the Austrian school, see Boettke (1994). See Boettke and
Leeson (2003) for a discussion of the evolution of modern Austrian economics since 1950.
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4. Socid inditutions often are the result of human action, but not of human design:

Many of the important indtitutions and practices are the result not of direct design,
but the by-product of our driving to achieve another goa. Nobody intends to
cregte the complex aray of exchanges and price signds that conditute a market
economy. Ther intention is gamply to improve ther own lot in life  But ther
behavior reaults in the market system that endbles them and millions of others to

pursue their intention of improving their lot in life eeser.

5. Dispersed knowledge and unintended consequences. Locad knowledge of “time

and placg’ is dispersed throughout society. No dngle individud, or group of
individuals, can posses the reevant knowledge to successfully plan the economy.
Given this dispersed knowledge, government agents suffer from a “knowledge
problem.” Interventions in the economy ae based on limited information
possessed by the government agents.  As such, interventions may generate
unintended consequences that could not have possbly been known prior to the
intervention. These unintended consequences may render the intervention

ineffective or generate anew set of problems.

Public Choice economics emerged in the 1950s out of the study of taxation and public

gpending. The founding father of Public Choice, James M. Buchanan, was awarded the



Nobd Prize in economics in 1986. We will apply the following propostions, generated

from this school of thought, in our andysis®

1. Symmetry of assumptions: Public Choice employs the same principles tha

economists use to analyze people's actions in the private sphere and applies
them to actions in the public sphere.  For indance, economists assume that
private actors are motivated by sdf-interest.  Public Choice emphasizes tha
economists should apply the same assumptions to public actors. Like private
actors, public actors pursue ther sdf-interest whether that means catering to

voters, interest groups or bureaucrats.

2. Raiond ignorances Public Choice theory highlights the incentives that voters

face in making ther voting decisons  In one of the origind contributions to
public choice theory, Anthony Downs (1957) highlighted that the individua
voter is largdy ignorant and is rdiond in remaning in this ignorant dae
The logic behind this dam is that an individud’s vote rardy decides the
outcome of an dection. As such, the impact of casting a well-informed vote is
close to, if not, zero. The interaction in democratic politics is characterized by
rationally ignorant voters, specidly interested voters and vote-seeking
politicians.  Given this, the bias is for paliticians to concentrate benefits on the
wdl-organized, well-informed specia interest voters and to disperse the codts

on the unorganized and ill-informed mass of voters.

* For a more complete analysis of the various aspects of Public Choice theory see, Buchanan and Tullock
(1962), Downs (1957) and Gwartney and Wagner (1998).
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Taken together, these propostions form the basis of our andyss. We proceed in the
following manner.  Section 2 provides an overview of the rdevant literature in the
economics and happiness research  program. We seek to highlight the magor
developments as well as the current dtate of the research.  Section 3 provides a criticd
andysis of the exiding research through an Audria/Public Choice lens. Specificdly, we
employ the propostions outlined above to criticdly anayze the core assumptions and
resulting policy implications of the research area of economics and happiness. Section 4

concludes with the policy implications of our anayss.

2. Happiness and Economics: An Overview of the Research Program

Although psychologiss have been studying subjective wel-being for decades, the focus
on this area by economists is rdatively new.’ Over the past decade, some socid
scientits have begun to reconsder the drict rationdity assumption that underpins
economic theory (see Kahneman 1994). The work done in the area of subjective wel-

being has been the main means of engaging in this reassessment.

Most consder Richard Eagterlin's study (1974) to be the firsg case of an economist
conddering the connection between happiness and economic outcomes.  Eagterlin

formulated what became known as the “Eadterlin paradox.” In its smplest form, this

® For but a few studies and literature reviews in this area by psychologists, see Argyle (1997), Diener et al.
(1999) and Kahneman et a. (1999).
6



paradox sates that above a low level of income, economic growth does not improve
human wdfare. The explanation for this paradox was that people consder their level of
wedth not in absolute terms but rather in relaive terms.  Because they judge their wedth
relative to others any increase in red income across individuds has little effect.
Increases in wefare are not just a matter of everyone's income increasing.  Instead, an
individud’s increese in income must be reatively higher than everyone d<g's in order for

it to have ared effect on the welfare of the individua in question.

It was not until the 1990s that an increasng number of economigs began to ay attention
to the various questions and issues raised by Eadterlin's sudy. The result has been a
burgeoning literature that explores the connection between economics and happiness.
Economigts working in this area usudly define subjective well-being or happiness by
genead sidaction with life  The man tool for quantifying wel-beng is typicdly
aurveys. These surveys usudly ask some variant of the fundamenta question: “how
happy are you with your life?” Other questions seek to test if people vaue redtive or
absolute incomes.  These questions usudly ask some variant of, “Would you rather earn
$100,000 in a world where others earn $50,000 or would you rather earn $100,000 in a

world where others earn $200,0007

Researchers then compare the responses to these questions, to some economic outcome in
the hope of determining what factors influence the overdl levd of happiness and
satisfaction.  For instance, one outcome of this comparison has been the *progress

paradox” which is that the overdl standard of living has increased for individuds over
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time while the levd of satisfaction or happiness, over that same period of time has
remained constant® Why, researchers wonder, has the overdl leved of satisfaction with
life remained congant while sandards of living have improved on dmost dl margins?
One explandtion, related to the Easterlin paradox is grounded in the way people view or
frame thelr pogtion in society. Indeed much of the economics and happiness literature
focuses on a “hedonic treadmill” effect where those that are rdatively wedthy expect
more’ As a result, increasss in wedth yield disproportionatdy smal increases in
satisfaction and happiness than one would expect. Just like a person on a treadmill, the
pursuit of happiness requires individuas to continualy work harder just to day in the
same place or, in the context of hgppiness, to mantan the same basdine leve of

satisfaction.

A symposum held in the Economic Journal in 1997 was a key factor in rasng
awareness within the economics professons of the economics and happiness research
program. The papers in this symposum further explored the theoreticd and empirica
implications of wel-being and economic theory and peformance (Oswad 1997, Frank
1997, Ng 1997). In line with the Easterlin paradox, the studies in the symposum found
that increases in income do increese wel-being up to a specific point, but have a

negligible effect after that point.

As the number of surveys, and hence data increased, so too did the number of empirica

dudies which attempted to mine this data and use it to further explore the connection

® See Easterbrook (2003).
" The “ hedonic treadmill effect’ was first identified by Brickman and Campbell (1971).



between economics and happiness. For ingance, Clark and Oswald (1994) consider how
unemployment impacts subjective  well-being. They conclude that experiencing
unemployment is a mgor source of unhappiness and dissatisfaction. Indeed,
unemployment reduces wdl-being more than any other single factor conddered by the
authors.  In other dudies, it has been found that genera unemployment and inflation,
even if it does not affect the individud being consdered, increases unhappiness (see Di

Telaet a. 2001).

Frey and Stutzer (2000, 2002b) andyze the effect of political inditutions on happiness.
They conclude that, “the extent of possbilities for direct democratic participation exerts a
datidicdly dgnificant, robust and sSzedble effect on happiness over and above the
demographic and economic determinants normaly taken into account” (2002a 12). The
man implication is that government decentrdization is a key mechanisn for increesng

politica participation and hence subjective well-being.

More recently, research by Kahneman et a. (2004Q) analyzes the dlocatiion of time
during the period of a day and attempts to classfy events and activities by the satisfaction
that they yidd. The ranking of satisfaction associated with various events and activities
in turn generates an “enjoyment scae” The approach, termed the “Day Reconstruction
Method (DRM),” requires paticipants to recal memories from the previous day by
keeping a persona dary. Participants are asked to think of their day as a series of frames

or episodes in a film. Researchers ask participants to answer specific questions about



each frame or episode with the hopes of determining the satisfaction associated with each

evert or activity.

The authors of the DRM dudy found that spending relaxing time with friends, having
lunch with co-workers, watching televison and cooking dl bring sisfection (i.e, are dl
toward the high end of the enjoyment scde). In contrast, being in the presence of on€'s
boss, working and commuting al brought dissatisfaction (i.e, ae a the lower end of the
enjoyment scde.  The researchers dso used the resulting enjoyment scale to compare
various activities againgt each other. For ingance, they determined that respondents that
dept well enjoyed as much satisfaction as those that watched tdevison while those that

dept poorly enjoyed the same dissatisfaction as those who commute.

The gtudies discussed above sarve only to highlight the research being done in this area
One should expect this area of research to continue to grow over the coming years as
techniques for quantifying satisfection are further developed. For ingance Kahneman,
adong with other researchers, hopes to establish a U.S. "Naiond Well-Being Account,”
which would be a nationd index akin to the Gross Domestic Product (see Kahneman et
ad. 2004b). Ingtead of providing an aggregate measure of economic performance and
wdl-being, the Nationd Wel-Being Account would provide a smilar measure of wdl-

being and satisfaction.

3. Austrian and Public Choice I nsights
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In this section we wish to rase some criticd issues with the subjective wdl-beng
research program as wel as some of the policy conclusons that have been generated
from happiness and economics research.  Specificdly, it is our contention that the
indghts of the Audrian and Public Choice schools of economic thought have been
neglected in happiness and economics research. The core tenets of these schools of
thought offer key indghts into both the research progran and resulting policy

conclusions.

3.1 Aggregation and subjectivity of happiness
One key issue is that it is not clear that wel-being can be aggregated into a unified
category that survey questions require.  While individuds may know wha makes them
happy, expressng this in terms of a fixed category provided on a survey will by no means
actudly capture the notion of hgppiness. For indance, asking an individud if they ae
“more or less’ happy than they were in the pass does not capture the essence of what
generates subjective wel-being.  However, such clear cut and Imple categories are
necessary for datisticd manipulation. In short it would appear that the surveys, which
are the key source of data on well-being, trade off understanding the richness of what
actudly generates well-being for the ability of researches to utilize the data in datidicd

tests.

Another issue rdaes to the very notion of wel-being, happiness or satidfaction. It is

critical to redize tha the notion of happiness is not datic across individuds a one
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specific paint in time. Each individud has a subjective view of what happiness entails®
Not only does hgppiness vary across individuds & a point in time, but also what
conditutes well-being for an individud will change over time, as new opportunities,
which were not part of the feashility set in prior periods, become available. As Arnold
Kling (2004) notes, “People a few hundred years ago had no idea what it was like to live
with indoor plumbing, abundant food, and antibiotics” Given tha respondents in the
current period have never experienced life without these tangible goods, how can one

meaningfully compare survey responses across time periods?

Even if survey responses did accuratdly capture the essence of waell-being, it is unclear
that the responses can successfully be compared to others in any meaningful way. Recal
from the Introduction that the Audrian school emphasizes the subjective naure of vaue.
Economic phenomena are filtered through the human mind and only have meaning in
terms of the individud’s perception. Because individud vaues are subjective, we cannot
meaningfully compare them across individuas or even across time for the same
individuad in any objective way. Even though we may be able to compare the redive
incomes of two individuds we canot sy anything meaningful about ther rdative
satifaction or well-being that those individuads derive from that wel-being. Indeed, dl
economics can meaningfully say is that the action of individud demondrates ther

preference for pursuing that course of action. As Rothbard writes:

8 We recognize that happiness may have some intersubjective dimension. But is unclear that we can fully
understand our capture this dimension in away that allows us to make meaningful comparison.
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The concept of demondrated preference is smply this: that actua choice reveds,
or demondrates, a man's preferences, that is, that his preferences are deducible
from wha he has chosen in action....This concept of preferences, rooted in red
choices, forms the keystone of the logica structure of economic andysis... (212).
Demongrated preference limits what the economist can say about the preferences of the
individual actor. Conaulting the individud’s verbad or written survey response does not
edablish true preferences because there is no way to decipher if that actuadly what the
individud vaues. In contrast obsarving an individud who engages in concrete action
illustrates to the observer that the individud undertaking the action expects, ex ante, to be

made better off through that course of action. Whether the action has the desired effect is

another question.

In sum, it is unclear tha surveys can accurately capture the well-being of individuds. In
the firg place, they often provide fixed categories that individuds must choose from.
This attempt a aggregation fals to capture the essence of wha actudly generates well-
being. In other words, we have no reason to believe that the survey method can capture
the rdevant notion of happiness. Moreover, even if surveys could accurately capture
wdl-being, it is not possble to compare redative wdl-beng across individuds Waéll-
being is a subjective vdue that smply cannot be objectivdly measured or compared

across individuals in any meaningful sense®

® There is far from unanimous agreement on this point, see for instance Ng (1996, 1997). Ng (1996)
develops an interpersonally comparable measure of happiness based on the notion of just perceivable
increments. Ludwig von Mises makes the important distinction between thymology and praxeology (1957:
264-283). Thymology deals with expectation formation in personal interactions. For instance, parents may
be able to compare the values of their children and determine what would make each child happy. One can
see a connection here with Adam Smith’s (1759) notion of the limits of moral sympathy. In contrast,
praxeology deals with the logic of choice (mean-ends) of acting man with personal valuations taken as
given. To summarize the distinction between thymology and praxeology, the former deals with the
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The issues raised above pose mgor problems for the many dudies that atempt to
compare satisfaction survey responses across decades.  For ingtance, in The Progress
Paradox, Gregg Easterbrook (2003) atempts to explain why American living standards
have risen dragtically over the past severd decades while happiness, as measured by
survey data, have not. Likewise, Robert Frank relies on survey data across time in his
Luxury Fever (2000).2° Similar to Easterbrook, Frank attempts to explain how well-being
has falled to increase a the same rate as other economic indicators such as per capita

income and productivity.

At the core of Frank’s argument is that individuas, in seeking rdative detus, place too
much focus on tangible goods (i.e, house Sze, cars vecdions, ec.) while neglecting
intangible goods (i.e, commuting time, famly time etc). It is the (over)emphass on
accumulating tangible goods, while underemphasizing the importance of intangible
goods, that leads to the underlying paradox. The main implication is that public policy
should be oriented such that it raises the relaive cost of obtaining tangible goods. With
the reativdy higher cost of tangible goods individuds will tend to increese ther

consumption of intangible goods !

practicalities of life while the latter deals with the practicalities of economic science. For the importance of
local knowledge of values, see Buchanan (1978) who explores the “moral-ethical limits’ of individual
behavior. Buchanan contends that state intervention aimed at fostering community has the perverse effect
of increasing narrow self-interest asindividual s attempt to utilize political institutions for personal gain.
10 See especially Chapters 5 and 6.
11 Along similar lines, Layard (2005) concludes that above some minimum income level, relative income is
a better indicator of an individual’'s reported well-being as compared to absolute income level. As such,
every time an individual experiences arise in relative income they make others unhappy. Layard concludes
that this negative externality should be corrected through a Pigouvian tax.
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To generdize the issues with these dudies, depending on the time and the individuals
sdected, the very notion of happiness will be subgantidly different. In addition to each
person possessing a subjective view of what they consder to be happiness, they dso have
a subjective perception of what others experienced in the past and wha others will
experience in the future. So when researchers ask respondents if their parents were better
off or if ther children will be better off, this is not some objective measure but a
subjective perception of the past and future. As such, comparing survey results over time

does not seem to generate any meaningful ingghts.

While much of the economics and heppiness literature focuses on framing issue — as
evidenced by the emphads on the hedonic treadmill effect whereby those tha ae
relatively wedthy expect more — to explan differences in wel being, they neglect the
fact tha such framing issues will cause individud respondents to have vaying
understandings of wha the notion of heppiness entals  As the circumstances of
individuds change, 0 too does their understanding of the notion of happiness and well-
being. As Kling (2004) highlights, individuas may report on ther hgppiness reative to
the near-term past, not over the long-term past. What this means is that a respondent may
compare their present Stuation to that experienced more recently — past weeks, months or

years — ingtead of what they experienced in the long-term past — decades.

3.2 Can gover nment deliver happiness?
Happiness and economics research generates many sgnificant policy implications.  Much
of the literature concludes that if the god is to increase well-being, there is a large role
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for government intervention to bring about the desired end. For instance, some conclude
that there is a mgor role for government redistribution between various income groups to
close the reaive gap and increese wdl-being. Because much of the happiness and
economics research concludes that individuals view ther gStugion relaive to others, one
could conclude that tax policy can play a key role in ending this competition between
income groups. Likewise, following Robert Frank’s (2000) study discussed in the above
subsection, one could conclude that there is a role for government to play in increasing
the reaive cost of tangible goods through taxation. Doing so would make intangible
goods reatively attractive. In this subsection we wish to argue that there are good
reesons to conclude that government cannot effectively generate interventions that

achieve the desired end of increasing well-being and satisfaction.

One mgor issue faced by government agents is the knowledge problem. As F.A. Hayek
(1945) emphasized, the economic problem facing society is not one of smply dlocating
given resources.  Ingtead, the key issue is how to best secure and utilize the unique
knowledge of “time and place’ that is dispersed throughout society.’?> At any point in
time an individua can only possess a smdl piece of the knowledge that is present in
society. Hayek concluded that a market economy, with an unhampered price system, was
the best means of coordinating economic activities. Given Hayek's insght, one redizes

that government interventions are based only on the limited knowledge of the

12.0On the important distinction between information and knowledge, see Boettke (2002). Austrians
emphasize that knowledge is ever changing and is multifaceted, while information is something fixed. In
other words, information is the stock of the existing known, while knowledge is the flow of new and ever
expanding areas of the known. Austrians emphasize not just the proficient use of existing information, but
also the discovery and use of new knowledge that comes into being only because of the context in which
individuals find themselves acting.
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government agent. As a reault, it is unclear that specific policies can be designed tha
will have the desred effect. Indeed, interventions will generate unintended consequences
that government agents, given ther limited knowledge, could not have possbly
anticipated.

For ingtance, in theory tax policy may be effective in reducing the rdaive income gap
between incomes groups or in raisng the reative price of tangible goods. But tha
policy, once implemented, may dso have the unintended consequence of increasing tax
evason as wdl. Similarly, such a policy could lead individuas to seek dternaive means
of housng income and wedth to avoid the new tax. At the extreme the unintended
consequences can render the origind policy completely ineffective or cause more harm

than good.

A related issue is tha even if an ided policy to increase happiness can be desgned, it is
unclear that it could be effectively implemented. As discussed earlier, rationdly ignorant
voters, vote-maximizing politicians and spedd-interest groups characterize democratic
palitics. In order to maximize their vote totd, politicians will cater to the well organized.
The result is a concentration of benefits on the well organized and a dispersion of the
cods on the raiondly ignorant, unorganized. This same logic goplies to legidation
amed a increasng wdl-bang and stidfaction.  Such policies will be influenced by well
organized specid interests and once enacted will look dradticdly different than they did
in thar origind form. As such, even if legidation can effectivdly be desgned it is
unclear that it can be implemented. Only a benevolent dictator would have the incentive
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to maximize society’s happiness (see Brennan and Buchanan 1985). Indeed, even if
government is able to determine the “socid happiness function,” atempts to maximize it
through government policy would fal prey to the same incentive issues faced by

government attempts to maximize socid welfare (Frey and Stutzer 2002c: 472).

Let us assume the bedt-case scenario. Assume that a socid hagppiness function can
actudly be established and that the proper incentives are in place for government agents
to maximize wel-being and saidaction. Even under this favorable scenario it is dill
unclear that the policies implemented will be effective. Recdl that happiness is not a
datic concept. Indeed, subjective well-being will vary over time for each individud. As
such, a policy implemented in Period X will be ineffective in future periods when the

subjective notion of well-being changes.

As Milton Friedman pointed out a long time ago, the dynamics of change associated with
the passage of time presents a timing problem for public policy. The reason this poses a
problem is because along and variable time lag exists between:
1. Theneed of action and the recognition of that need
2. The recognition of a problem and the desgn and implementation of a policy
response; and
3. The implementation of the policy and the effect of the policy (Friedman 1953:

145).13

131t is because of these lags that Friedman argues that discretionary public policy will often be
destabilizing. For thisreason, he argued the case for general rules rather than discretionary policy.
18



Given these lags, it is unclear that even if an effective policy can be desgned and

implemented that the timing will be such that it will have the desired effects.

Before moving on we wish to raise one find issue regarding government redistribution
amed a maximizing wel-being. In addition to the issues raised above, it is critica to
redlize that the act of redistribution is not neutra. In other words, redistribution has red
effects that digtort the very process that generates the initid wedth. As FA. Hayek
(1976) discussed, questions of didribution are often misplaced in politicdl  economy
because they assume a fixed pie tha is being divided up according to rules of digtribution
that are judged as far or not. Hayek's objection was not that fair divisons are not
desrable. His criticism was tha the rules of far divison are not neutrd with regard to
the incentives and information associated with production. The sSze of the pie being
divided is a function of the way we divide the pie. Interventions amed a redistribution
shift the incentives and information faced by those engaged in the process that produces

the alocation of goods being redistributed.™*

In sum, there are numerous forces a work that make it extremey difficult, if not
impossible, for government to effectively intervene to increese wel-being.  The firg
issue is whether happiness can be aggregated across society to obtain a socid happiness
function. Even if that can be done government agents suffer from a fundamenta
knowledge problem that will reduce the effectiveness of policy in addition to generating

unintended consequences.  Furthermore, the actud process of policy implementation

14 For further discussion on the how government interventions impact the incentives and information
throughout the economy, see Ikeda (1997).
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auffers from specid-interest group manipulation and variable time lags which may very
well render policy ineffective.  Findly, government attempts to redidtribute wedth are
not neutrd with respect to information and incentives. These interventions distort the
incentives and information that economics agents act upon to generate economic
outcomes. As such the rules of redistribution will influence these outcomes which in turn

will impact the overdl distribution of wedlth.

4. Policy Implications

Our andyss has criticaly conddered the hgppiness and economics research program
through an Audtrian/Public Choice lens. One of our core contentions is that the notion of
happiness is subjective in nature.  The phrase, “one man's garbage is another man's
treasure,” neetly captures the essence of our argument in this regard. There are many
different notions of happiness that vary across individuds and across time. These

different notions of happiness will lead different people to pursue different ends.

Economidts often focus on the importance of wedth as an indicator of overdl well-being.
The maeridisn of economics has been criticized as narrowly focusng on only one
agpect of human wants and desres. Critics argue that there are many immaterid goods
that actors desire in addition to tangible, materid goods. However, such criticism
overlooks the fact that viewing wdl-being in teems of wedth is grounded in the
maximization of individua hgppiness and satifaction. Of course we fully redize that

one cannot consume economic growth rates.  Increases in growth rates and wedth are
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desirable precisdly because they deliver other things that dlow individuds to pursue ends
that bring them satisfaction. AsMisesindicated,
The immense mgority drives after a grester and better supply of food, clothes,
homes, and other materid amenities. In cdling a rise in the masses standard of
living progress and improvement, economists do not espouse a mean materidism.
They dmply establish the fact that people are motivated by the urge to improve
the materid conditions of their exisence. They judge policies from the point of
view of the ams men want to atain. He who disdains the fdl in infant mortdity
and the gradud disgppearance of famines and plagues may cast the firg stone
upon the materialism of economists (1949: 193).
Mog are familiar with the saying, “Money can't buy happiness.” Indeed wedth does not
buy happiness, but it does dlow individuds to lead a flourishing humaen life ~ What
exactly does a flourishing humaen life entall? Because the very notion of happiness is
subjective and congantly changing, it is our contention that a flourishing human life is
one where the individud has the freedom to discover and pursue whatever it is that

maximizes wel-being. For some a flourishing life will be characterized by a workaholic

lifestyle, for othersit will consst of alife dedicated to philanthropy and charity.

The important point is that across the wide range of lifestyle dternatives avalable to
individuals, wedth makes the pursuit of hgppiness possble. This is due to the fact that
rdaively lower levels of disease, dckness and infat mortdity and rdativey higher
levels of life expectancy, literacy and leisure characterize wedthier societies.  Individuds
in relatively wedthy societies are able to pursue ends tha being them happiness and
satisfaction precisely because they do not have to worry about the source of their next
med or where they will find shdter. In other words, individuds in rdativey wedthy
societies can afford to pursue ends that yield persona wel-being. Individuds @n engage
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in lesurdy activities with family and friends or participate in various associaions, cubs
and political associaions because they have reached a level of wedth where basc
concerns such as food, shdter, education and hedth are nonrissues. In short, increasing
wedth expands the feashility set of activities available to individuds that dlows them to

achieve increasing levels of happiness and satisfaction.

The man implication of our andyss is that happiness is not suitable as a guidepost for
public policy. In other words public policy should not seek to maximize socid
happiness.  Instead public policy should focus on dlowing actors to maximize ther
individud wdl-being.  Given tha heppiness is a function of subjective individual
preferences, public policy cannot focus on intervening to ddiver happiness to individuds.
Ingteed, it is our contention that public policy should focus on establishing the conditions
of economic and socid autonomy. Only when these conditions of autonomy are in place
will individuas be able to discover and pursue whatever their notion of happiness may

entail.

To be clear, we are not claming that prosperity will lead to the remova of al uneasness.
Indeed, economic autonomy and wedth are not a panacea. Instead, increasing leves of
wedth provides the means through which individuds can purse the ends that they fed
will maximize ther wdl-being. This leads to another important point related to those
who clam there is a paradox between increasng wedth and dtable levels of reported
happiness. This point is that perhaps there is no paradox at al. Most people would agree
that money and materid things are not the equivdent of hgppiness Given this why
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would we expect to see a correlation between an increase in progress and an increase in

happiness? AsDavid Miller indicates,
We judge any economy too harshly if we ask how much it contributes to inner
happiness. The case for markets is that they are an effective means of supplying
many goods and services to consumers. Some consumers will find that what they
buy fals to live up to their expectations, but the worst that can be sad about
markets is that they reinforce, rather than chalenge, the psychology that brings
about this result (1989: 42).1°

It is not clear that the cdlam has ever been that prosperity will leed to the remova of dl

uneesiness. It is dso undear that public policy can achieve this Indead of trying to

increese  well-being through direct interventions, policy should am to create an

inditutiona environment — politica, legd and economic — that dlows individuds to

remove as much uneasiness as possble. Higoricdly, the economic system that has been

the most successful a maximizing the wedlth of individualsis laissez-faire capitaism.*®

15 We are grateful to David Prychitko for bringing this quote to our attention.
16 Research indicates that countries with policies and institutions consistent with economic freedom grow
more rapidly and obtain higher levels of wealth (see Gwartney, Holcombe and L awson 2004).
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