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DO Cl GARETTE TAXES MAKE SMOKERS HAPPI ER?

Jonat han G uber, Massachusetts Institute of Technol ogy
and
Sendhi | Mul | ai nat han, Massachusetts Institute of Technol ogy

MR. GRUBER -- Can you hear me? I'Il try and talk quieter
now.

So basically they say the sanme type of real preference
argunment applies to what they call rational addicts, people who
when they go to say buy a pack of cigarettes weigh the benefits
of snoking against not only the costs in ternms of the cost of
buyi ng that pack but also the cost in ternms of the future health
damage they're doing and the future extent to which they're
addi cting thensel ves to snoking.

So basically in their nodel the only justification for
taxi ng addictive goods would be if there are interpersonal
externalities to others beyond the traditional Ransey sort of
optimal tax kind of reasons.

But when we're debating tax policy towards addictive goods,
policymakers often use quite a different framework when thinking
about this. A classic exanple is snoking. Anti-snoking advocates
claimthat snoking is an unwanted habit and so by reducing
consunption we're not distorting people away from what they want
to do, we're distorting themaway fromwhat they don't want to
do. So the classic quote here is, "Following a 70 cent tax hike
in New Jersey one resident said he's not bitter about the tax
hi ke. Anything that can notivate ne to quit or notivate anyone
else to quit is worth having."

So this | think is kind of a very typical policy argunent
about taxes on addictive substances such as cigarettes, but it's
very hard to evaluate. The reason is because the existing
evi dence on behavi ors such as snoking are consistent with both of
t hese argunents.

For exanple, we know that cigarette consunption is very
price-sensitive with a price elasticity of around m nus 25 or
mnus .6. But the fact that higher taxes reduce consunption
doesn't say whether that's a good thing or a bad thing. If it
reduces wanted consunption, that's a bad thing. If it reduces
unwant ed consunption that's a good thing. So the very fact that
cigarettes are price sensitive does not speak to these welfare
consequences.

VWhat we're going to do in this paper is propose a new
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approach consistent with the spirit of this conference which is
to look directly at the effect of cigarette taxes on well being.
A key place where these nodels do differ is in the rational

addi ction nodel a higher tax on cigarettes should | ower the

wel fare of snokers. The idea is look, if they wanted to quit they
woul d have already quit so if you do sonething which nmakes
snoking | ess attractive that can only nmake them worse off.
Whereas in other nodels of the kind I'll describe |ater, a higher
cigarette tax, other nodels which yield this prediction that
snoking is an unwanted habit, a higher cigarette tax can make
peopl e happi er because you're hel ping them break this unwanted
habi t .

So what we're going to do enpirically is really pretty
straightforward. We're going to | ook at the effect of cigarette

taxes on the well being of snokers, actually as I'l|l describe
| ater, predicted snokers, in our data and ask does it increase
their well being or reduce their well being? Then we'll go

through a series of specification checks to sort of firmup our
main result. Qur main result is that there's very strong evi dence
it increases the well being of snokers which is inconsistent with
the rational addiction nodel, and then I'll conjecture at the end
on what alternative nodels this m ght be consistent wth.

So let me start with the data, can half these neasures be
trusted? As | nentioned before, | have the advantage here that ny
own co-aut hor says no. My own co-author, Sendhil Ml ai nathan has
witten an article in 2000 saying that these subjective survey
guestions are prone to significant bias in many arenas as we all
know. But the key point in that article is that this is
measur enent error on happi ness, but there's no dependent vari able
that's ever been used in a regression econonm c that doesn't have
measurenent error in it. The question is is the measurenent error
pernicious or is it purely white noise? That is, is the
measurenent error correlated with the acts of interest?

So what | want to convince you of is that happiness
regressions are legitimte ways to | ook at the kind of question
|"mgoing to ook at if two conditions are net. First, that the
happi ness neasure is correlated with the true index of well
bei ng. Ckay? And second, that the neasurenent error in happiness
is uncorrelated with the acts of interest.

In terns of the first | think | probably need to convince
this roomthat by basically any field s criterion these happi ness
nmeasures are correlated wwth well being by physi ol ogi cal
criteria, by sociological criteria, by psychological criteria and
by economic criteria. Happi ness neasures are correlated with well
being. So that first condition is net. Happi ness neasures do
correlate with well being.
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The key question is the second condition and that's what
we'll talk about as we go through the enpirical strategy. Is the
measurenent error in happiness in this context randomwth
respect to the acts of interest? If it is, then this kind of
argunent of [Bertan] and Mill ai nat han does not apply here.

Let nme tal k about our data enpirical strategy for this work.
We're going to use the GSS data that's been nentioned al ready, a
nati onal representative survey of households in the United
States, from 1500 to 2500 households. We're going to use the '73
to '98 data. W have this typical happi ness question. And what
we're going to do is use the fact that cigarette taxes have
changed a | ot over the period of our study. So the summary
statistics for our paper in Table 1, let ne focus on the first
hal f of Table 1 for now, you see that if you | ook down at the
real tax rate it's about 32 cents a pack with a standard
devi ation of about 16 cents a pack. So there's a ot of variation
in the cigarette tax rate.

We see the neans of happi ness here, about 32 percent of the
peopl e say they're very happy, about 12 percent say they're
unhappy.

What's interesting is right off the bat snokers are a | ot
| ess happy than non-snokers, and actually we even see this in
Carol s’ work, we've seen this in other people's work, there's
even holds up in fixed effects. People start or quit snoking.
They becone nore or |ess happy. But nonethel ess there are clear
problens in heterogeneity associated with the snoking deci sion
that make that sort of hard to interpret. But nonethel ess the
sort of casual evidence woul d suggest snokers are | ess happy.

So what are we going to do? Well, what we could do initially
is just run a regression |like equation one in the paper which is
regress happiness on taxes with a set of [staten] year fixed
effects. This would be very nmuch like if anybody's read anything
in the snoking literature, this would be just |ike the
regressions we used to nodel the price elasticity of cigarette
consunption but replacing the dependent variable w th happi ness
rat her than consunption

So as cigarette taxes go up within a state relative to other
states, because they're staten year fixed effects, are people in
t he state happy or | ess happy?

| f you do that you find that there's not nmuch of an effect,
and what we do in this paper is we just run separate |inear
probability nodels. The same with probits, but these are easier
to interpret. Separate linear probability nodels to the three
categories to sort of lay the data bare.
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If you do that there's not much going on. They're a little
bit less likely to be very happy, a little bit less likely to be
unhappy, a little bit nore likely to be pretty happy, but
basically there's not a significant correlation between cigarette
taxes and well being in the state.

But as we argue in the paper, this approach has a nunber of
problens. The first problemis that cigarette tax changes may not
be exogenous to happiness. It may be that for exanple as we've
seen in the nost recent fiscal crisis, states raise their
cigarette taxes in recessions and recessions cause people to be
unhappy. So there's a |ot of reasons why these staten year fixed
effects are not sufficient to take out that engogenity.

A second problemis this noney's not thrown in the ocean,
it's actually spent. We have to consider the fact that there
ei ght be happi ness effects to the spending of cigarette tax
revenues as well as happiness effects to the raising of cigarette
t axes.

The third problemis, | just regressed this for the entire
sanpl e, but of course we wouldn't expect in fact sone people |ike
me for whom snmoking is conpletely irrelevant, maybe snal
positive effects fromreduced annoyance of having to have snoke
in the air, but for nost people there's sort of an irrel evant
change. I'mnot even really aware of what the cigarette tax is.

If I didn't do research on it | wouldn't be aware of what the
cigarette tax is.

So we really want to focus on the effects of people we care
about which is those at risk of snmoking. I'lIl define that in a
few m nutes.

| want to be clear, this is the part of the paper which
confuses people the nost so I'lIl try to be as clear as possible
on it, but do let ne know if there are questions.

What we're going to do is follow this | ongstanding approach
in |abor economcs which is to contrast the inpact of taxes on
those likely to be affected relative to those unlikely to be
affected. That solves the first two probl ens because hopeful |y
things |ike recessions and things |ike spending effects operate
equally on those likely to be affected and unlikely to be
affected by the cigarette tax changes. |I'lIl conme back and provide
nore evidence on that later. The idea of that is -- and then idea
t hat addresses the third thing, by focusing in the group we care
about .

So what do we nean by those likely or unlikely to be
affected? One way woul d be snokers or non-snokers, right? You
could say what's the effect of cigarette taxes on snokers and
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non- snokers. That's the clearest thing one m ght do. The probl em
is you can't do this for two fundanental reasons.

The first is sanple selection bias. Wen the tax changes the
set of people snoking are different so you can't ask how does
t hi s happen as the snokers change before and after a tax change
because the set of people who are snoking are different people.
You can't conpare them You don't have true |ongitudinal data
here, at least we don't in the US.. W just have repeated cross-
sections. So you can't conpare snokers before and after because
they're different people.

The second problemis that the effect of taxes is not just
on the current snokers. In fact we think probably the bigger
effect is on people it causes to quit. So if you | ook at the
effect of cigarette taxes on the happiness of snokers you'll mss
a lot of the effect because a |lot of the effect is going to be on
peopl e who have quit snoking in response to cigarette taxes.

So really what you want is the effect on current snokers,
former snokers, and maybe even in sone sort of hyper-rationa
nodel potential snokers because you're reducing the sort of
tenptation of starting snoking.

So what you really care about is the propensity to snoke
that's of interest in our context, not whether you' re a snoker
per se but your propensity to snoke which is exogenous so it's
not shifted by whether the tax changes and picks up all these
effects.

So what we do is forma neasure of propensity to snoke by
predi cting snmoking as a function of a bunch of X's -- incone,
education, race, marital status. Areally inportant one is
religious attendance. One of the nost inportant predictors of
whet her you snoke is people who go to church nore snoke | ess.
That's a very inportant predictor. But all of these are fairly
i nportant predictors.

The R-squared here is not bad as these cross-section
regressions go -- .13 to .2. And we don't need it to be one, we
just need there to be a strong predictive conponent and there
clearly is. It's highly significant.

M5. GRAHAM How about nunber of children? After you have a
certain amobunt do you start snoking nore?

MR. CRUBER: Nunber of children | don't remenber. It doesn't
have a big affect either way. | don't renenber if the kids
driving you crazy effect dom nates the responsibility effect.
Drinking mght be a different story. | don't remenber what nunber
of children does. It's in the appendix to the paper if you want

Professional Word Processing & Transcribing
(801) 942-7044



GRUBER & MULLAI NATHAN - 6/5/03 76

to look at it.

The sinplest way to think about this is say okay, let's say
we just split the sanple into those likely to snoke and those
unli kely to snmoke. So call those likely to snoke sort of the
treatnment and those unlikely to snoke the control. The idea being
those likely to snoke pick up any of these effects of the tax
that policymakers care about. Those unlikely to snoke pick up the
effects of the revenue on the revenue side and other sort of
cyclical effects of cigarette tax changing. That's in the first
panel of Table 3 in the paper.

Wien we do that what we see is insignificant effects on very
happy and pretty happy, but a marginally significant effect,
negative effect, on being unhappy. So for those who have a high
propensity to snoke, there's a reduction in their unhappiness,
but for those who have a | ow propensity to snoke there's no
effect in their unhappiness. So we start to see with this
unhappi ness neasure sone indication that higher taxes have the
sort of non-traditional effect, that they reduce unhappi ness. But
this is still a very inefficient regression framework.

The last thing we do is sort of use the full information by
estimating a nodel where we interact the tax with the propensity
to snmoke. So now the idea is the tax that coefficient Delta picks
up the effects of taxes on those unlikely to snoke, the
coefficient Ganma picks up the effects of taxes on those likely
to snoke, and the coefficient Theta is predicted to snoke, but we
can't really interpret that because that's just an index.

VO CE: [ naudi bl e]

MR. GRUBER: Absolutely, and I'Il cone back in alittle bit.
| can't say we know that taxes reduce snoking a |ot.

[ 1 naudi bl €]

MR. GRUBER: -- people who are likely to snoke, so that nust

be the set of people for whomtax is a reason --

VA CE: [ naudi bl €]

MR. CRUBER: They're getting happier on average. | can't pick
out who's happy and who's not. You can't do that with this kind
of regression approach.

VO CE: [ I naudi bl e]

MR. GRUBER That's right. And ideally you have panel data to
hel p you tease that out, but | can't here.
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But the point is, this is an instrunent of variables
framewor k. On that framework you' re asking on average, when the
tax goes up is the group happier? On average, do they snoke | ess?
The answer to both of those questions are yes.

Now is it the people in the group who are happi er snoking
less? | can't do that within nmy instrument of variabl es
f ramewor k.

So when you estinmate this sort of --

VO CE: [ I naudi bl e]

MR. GRUBER: The propensity to snoke. It's an index.
VA CE: [ naudi bl €]

MR GRUBER It's an index forned fromall those
coefficients. You can see the regression. It's basically I
regress your odds of snobking on a bunch of X's. | get a predicted
snoki ng based on your X s. That becones an index nunber that I
use in this regression.

VO CE: [ naudi bl e]

MR. CRUBER Right. X s.

VO CE: So that's [inaudible].
MR GRUBER Right.

VO CE: [ naudi bl e]

MR. GRUBER: Yes. So this coefficient data on P snoke i s not
well identified. But the interaction coefficient still is.

VO CE: So everything is on the interaction
MR. GRUBER Everything is on the interaction.

So the right way to think about this, because this is
confusing, imagine | just said I'mgoing to cut the sanple into
t hose highly educated and | ow educated. |I'mgoing to ask do
cigarette taxes have a bigger effect on | ow educated peopl e than
hi gh educated people? | wouldn't care about the coefficient of
education in the regression. Education happiness is neither here
nor there for this project. Wat | care about is the interaction
bet ween education and snoking. |I'mjust doing that wwth many X s
i nstead of one.

VO CE: [ naudi bl e]
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MR. GRUBER That's exactly right. So that would nmean |'m
understating the effect here, right? Wiat |I'mgoing to find is
that it nakes those likely to snoke happier relative to those not
likely to snoke. So it's making those not |ikely to snoke happier
too. Then I'munderstating the effect. Unless the story is that
it makes those not likely to snoke sadder, it's going to work
agai nst ne.

VA CE: [ I naudi bl €]

MR. GRUBER: | think nost of the exanples |I've heard it nakes
non- snokers happi er to have | ess snoking around. So | think that
bi ases agai nst the finding.

So what do we find when we do this? The key coefficient, as
Raf ael pointed out, is this interaction. W get positive effects
on being very happy or pretty happy and a significant negative
effect on being unhappy. That says that higher cigarette taxes
make those with a propensity to snoke happier.

VOCE: Isn't there a |ogical problemhere? |Inmagine a
doubling of the cigarette tax that deters some people from
snoki ng and encourages others -- and others cannot beat their
addi ction. You would think there is going to be a very disparate
i mpact. You would think the people who have to pay a nuch higher
tax, holding constant their income since nore of it is consuned
in paying for this one consunption item --

MR. CRUBER Let ne get to the nunbers. You're absolutely
right. This is the m x of the people who are happi er because
t hey' re snoking | ess and peopl e who are sadder because they're
still smoking. What |I'marguing and what this will inply is that
stopping snoking is incredibly valuable. Let ne just right now
see Iif this answers your question.

So what does this coefficient inply? Let ne sort of walk
t hrough what this finding neans. W care nost about the sign, to
be honest. W cared nobst about the sign and the significance, but
nonet hel ess, there is a coefficient here. Let's talk about what
it inplies and let's make sure it's sort of plausible.

So we say a dollar rise in taxes reduces unhappi ness by
t hose who have a propensity to snoke by .16 tinmes mnus .156. So
.156 is the coefficient. .16 is the difference in the odds of
snoki ng between our two groups. So on that there's a 2.5
per cent age point effect on those likely to snoke relative to
those unlikely to snoke froma dollar increase in taxes.

Now there's two ways to gauge this effect. One is contrast
that to other predictors of happiness. For exanple, this says
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nmove fromthe bottomto the third incone quartile in our
regression, it raises unhappi ness by about four percentage
points. So this says that $1.60 tax which is five tinmes the
sanpl e nmean, so an enornous -- it doesn't sound that big in New
York City today. Renmenber the mean in our sanmple is 30 cents. So
a quintupling of the real tax in our sanple would be equival ent
to nmoving soneone with a propensity to snoke fromthe bottomto
the third incone quartile. So that's a big nove, but at the sane
time it's a big tax change.

| find that conparison hard to think about. The one I I|ike
better is what are the results, which cones to the question, what
do the results inply to the effect of reducing snoking on
happi ness? By ny estimates a ten cent price increase off our
sanpl e mean reduced the amobunt of snoking in the U S. by six
percent. That sane price increase woul d decrease unhappi ness by
1.6 percent.

So if you extrapolate wildly, reducing snoking by 100
percent woul d renpbve 27 percent of the unhappi ness of snokers in
the US.. O alternatively, the other way to think about that is
reduci ng snmoki ng by 100 percent would renove roughly two-thirds
of the unhappi ness gap between snokers and non-snokers which
strikes ne as plausible.

VO CE: [ naudi bl e]
MR. GRUBER That's possi bl e.
VO CE: You woul d expect [inaudible] to increase [inaudible].

MR. GRUBER That's possible. This sort of cones to Gary's
guestion which is we've got two groups here. W've got those nmade
happi er because they're reducing their snoking, and that could be
quitting or it could be cutting back. W' ve got those that are
unhappy because they still snoke at this higher price.

What these results are telling you, this is just a reduced
formregression. All I'mtelling you is the former group
dom nates the latter group

VO CE: The burden of nmy question was woul dn't you expect
that a bigger proportion of the people who have a const ant
propensity to snoke woul d be very unhappy because you have j ust
reduced their consunption possibility set for everything except
ci garettes.

MR. GRUBER Right, but the difference is you ve got to
wei ght the nunber of people versus the intensity. |'ve reduced,
by a ten cent price increase |I've reduced their income a little
bit, whereas if soneone quits their entire life has been changed
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SO you' ve got to weigh those two things against each other. Al
|'msaying is the weight of the data.

| understand, you're right, it could have gone either way,
but the weight of the data suggests that the one effect is
dom nating the other

But given that, given the radical ness of this finding, we've
done a bunch of specification checks to try to convince you this
finding is real. Let ne just go through a couple of themto try
to convince you of the thing I'm nost convinced of with this
paper which is that this is a real effect. Let nme do that in two
ways.

The first way is let's go | ook at Canada. Totally
i ndependent setting, but we have the sane kind of data set but
let's just replicate this exercise. The Canadi an GSS asked about
happi ness a nunber of years. There's nuch nore significant change
in excise taxes in Canada than there were in the U S.. Canadi ans
are happier, you can see in Table 1. Taxes are higher and al so
nore vari abl e.

Now i f you | ook at Canada and do the sanme kind of analysis
that we did in the U S. you see even not interacting you start to
get an affect of taxes on unhappiness, but this interactive
framework you see a very simlar effect of a significant
reduction i1 n unhappi ness in Canada.

Here's what's striking. That affect size, when interpreted
the sane way | did a nonent ago is al nost exactly the sane as the
US.. That is a nonent ago | said the U S. results inplied that
reduci ng snmoki ng by 100 percent would close two-thirds of the
unhappi ness gap between snokers and non-snokers. This estimte
inplies that reducing snoking by 100 percent in Canada woul d
reduce 100 percent of the unhappi ness gap between snokers and
non- smokers which is very cl ose.

So the bottomline is there's a very simlar effect froma
totally different setting. Different data, different policy
changes, very simlar effects. That was one thing we found
conforting.

The other thing that quite frankly I found even nore
conforting is basically this question of are those who are not
predicted to snoke a valid control group? So you m ght say | ook
in sone sense we're treating those predicted to snoke as the
treatment and those not predicted to snoke as the control but
they're very different people. And maybe they're not a valid
control group. Maybe, for exanple, revenues are spent in a way
whi ch di sproportionately goes to those |ikely to snoke.
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So a story you could tell is let's say cigarette taxes are
spent, revenues spent very progressively. And let's say |ow
i ncome people are nore likely to snoke. Then it could be the
snokers are happi er not because taxes are higher but because
they're getting nore spending on them So that could be the kind
of problem you could have here.

But there's a very sinple way to go after this. Just say
well, if that's true it should be true for other taxes, too,
especially other excise taxes. So what's replicated are our
entire framework including additional taxes in the sane
f ramewor k.

So what we did is we collected for the U S. and Canada data
on the beer tax, the gas tax, the sales tax, and total revenues
per capita. And included in our nodel that other tax and the
interaction of propensity to snoke with the other tax.

Now if all we were finding was a revenue effect or a
political econony effect or sonething |like that then you shoul d
see the sane effect in the bottomrow as you see fromthe next to
| ast row. That is the other taxes should also show reductions in
unhappi ness. This is all the unhappi ness regressions. The other
t axes shoul d show reductions in unhappi ness just like the
cigarette tax does, but they don't. In fact these coefficients
are uniformy positive except for the total revenue effect for
the U S.. In fact what they showis that for other taxes when
t hey' re hi gher the happi ness of predicted snokers is actually
significantly | ower which makes sense. They're regressive taxes.

So it sort of nakes sense, if you just ask ne are poor
peopl e worse of f when you | evy an excise tax the answer is
probably yes. And that's what you see for beer taxes and gas
taxes and sal e taxes, but you don't see it for the cigarette tax.
So this result is fighting even nore upstreamin that sense and
still hol ds up.

So | really feel like, and obviously we'll discuss this, but
| really feel like in ternms of this paper's trying to ask three
guestions, | viewit as. The first is, is there a robust effect
of cigarette taxes in terns of increasing the happi ness of
predi cted snokers or reducing the unhappiness. | think the answer
is really yes. That's the one | feel nost strongly about. | feel
like we sort of |ooked at it a bunch of different ways and it's
t here.

Now we cone to the second question which things start to get
alittle nore dicey. Do these results disprove the standard
rati onal addiction nodel? So |I've shown you the results which
believe pretty strongly. Now the question is what do we |earn
fromthis?
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So the first question is does this disprove the standard
nodel ? Well, on its face it clearly does. There's no reason for
rational addicts to be happier when the tax goes up. The tax goes
up, they're worse off. If they wanted to quit they always could
have quit so there's no reason for themto be happi er when the
governnment suddenly is taking nore noney fromthem So on its
face this result is inconsistent wwth the Beck and Murphy nodel .
But there are two alternative interpretations that could rescue
that nodel in this context.

The first alternative interpretation is wthin famly
externalities. Let's say it's not the snokers that are made
happi er but the spouses of snokers. Because renenber, |'m not
| ooki ng at snokers, |I'm |l ooking at predicted snokers. Spouses of
predi cted snokers will also |ook Iike predicted snokers. They'l|
be in the same types of famlies, all the sane types of X' s. So
let's say all I'"'mfinding here is that when cigarette taxes go up
spouses are happi er because they don't have to deal with snoke in
t he house anynore. That will be a very different kind of finding.
It would be interesting, but a very different kind of finding.

|"mnot going to go through it in too nuch detail but we
ook at this in two ways in the paper. The first is we split by
marital status and gender. If this is true you should see the
bi ggest effects on married fenmal es and the weakest effect on
singl e people. You actually see a pattern like that in the U S
but the total opposite pattern in Canada. So you don't see
consi stent evidence across gender and marital status.

But nore generally we an actually go at this directly
because in the U S. data we can predict whether your spouse
snokes and include that in the nodel as well. Wat you find is
quite interesting is that there's no effect on the coefficient of
interest. That is predicted snoking tines tax is just the sane,
but you do see a slight negative effect on predicted spousal
snmoking tines tax. That is within famly spillover effect does
seemto exist. It just doesn't knock out our main effect.

So that was quick, but that's | think not the critical
criticismand | think we've nailed it.

| want to spend a little nore tinme on the nore inportant
problemwhich is | think the fundanental enpirical problem not
in ternms of the result of being there but in terns of
interpreting it, which is the timng problem Wich is that the
key prediction in the rational addiction nodel is that higher
t axes should lower the PDV of utility. But that's not necessarily
what happi ness neasures. W don't really know what happi ness
measures, right? But one good guess, it may neasure the PDV of
utility but a good guess is neasuring how you' re feeling today,
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not the PDV of how you're feeling. So let's assune that's true
because that's bad for us. Let's assune that's neasuring how
you're feeling today.

The problemw th that is quitting snoking is |ike an
i nvestnment. You go through pain today and you reap the benefits
tonmorrow. So for a rational addict the cost of quitting snoking
is clearly negative and it clearly outweighs in the PDV sense al
the future benefits of continuing to snoke, but in the future
they could be happier. That is let's say the way it works is
they're mserable for five years and then they're happier. Well,
if you ask themfive years |ater are you unhappier, the rational
addi ct woul d say sure |I'm happi er because they're doing
i nst ant aneous answer, they're not doing a PDV answer.

So the problemis we are not getting -- Wiat we really want
here is we want to know what's the effect on the PDV of utility,
but failing that, we'd |like to assess the i medi ate i npact of tax
increases. That is a rational addict cannot be better off right
away. |If the next day after the tax goes up a rational addict is
better off, then either quitting is unconsciously painful for 24
hours, or the nodel's wong. It's inplausible for a rational
addict to be better the next day.

So if you had i medi ate data on what happens right after the
t ax changes, that would answer the question.

Fortunately in the U S --

VO CE: On the PDV argunent, if you interacted with age,
because ol der and younger people nust view the PDV argunent
differently. Is there any scope for solving your issue there? A
kind of technical point, but --

MR. GRUBER | think the problemis -- That m ght be an
approach. It's sort of like why | don't like the interaction with
marital status and gender to solve it within the famly
externalities. There could be heterogeneity for other reasons
t han how these different age groups feel about it, so that m ght
be suggestive but | wouldn't say it's dispositive. But that's
sonmet hing we should try. Absolutely, that's a good point. W
should try that.

In the GSS we can't go after this probl em because the
problemin the GSS is we use this fixed effect specification. So
the fixed effect specification gives you on average, when taxes
are above their state mean, are people happier? That's sort of
sum m sh of short, mediumand long run. It doesn't really answer
t he questi on.

What we really need to do, once again absent | ongitudi nal
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data, is to | ook at what happens with a change. Wen the tax goes
up, what happens to happi ness. Now we can't do that in the U S.
because the sanples are too snmall, but those whacky Canadi ans
only have ten provinces and they have a | ot bigger data set so
actually in Canada we have about 2,000 observations per province
a year so we can actually literally turn this into a province
year data set and | ook at changes.

So what we do is we divide the Canadian sanple into those
likely to snoke and unlikely to snoke, above the 75th percentile,
bel ow the 25th percentile. W get the province year neans of
unhappi ness in taxes, then we do a changes regression of the
change i n unhappi ness on the change in taxes. It gets sort of
this true short run effect.

What you see is for the predicted snoker you get a
coefficient of mnus .044 which is quite simlar to mnus .048 we
saw for Canada in the fixed effects regression, and you get an
insignificant although negative effect for the non-predicted
snoker. So casually just sort of taking the difference of these
you get mnus .035 which is about three-quarters as big as what
you got in the fixed effect specification.

So that says that nost of the effect is happening right
away. The question is what does right away nean? Ri ght away here
means within a year. That's still not truly right away. So the
defendants of the rational addiction nodel can and have cone back
and say | ook, that's not good enough. Your tax that you
descri bed, your wonderful tax was the next day. One year |ater
isn't good enough. Quitting could be so bad over that year that
rational addicts are actually happier a year l|later, but that
i ntervening year was so bad that they still didn't quit.

Now we're going to cone around to Gary's earlier question.
cannot rule that argument out but | think it's pretty inplausible
because | think it inplies inplausibly high costs of quitting. W
actually do a calibration in the paper. Qur estimates inply that
qui tting snoki ng woul d reduce unhappi ness by about the sane
amount as noving fromthe bottomto the third incone quartile,
the rise in income by about $15,000. Qur estimates inply quitting
snoking is an incredibly powerful inprovenent in happiness.

So what that nmeans is that if your discount rate is five
percent and you're going to get $15,000 nore in happi ness every
year starting next year, the consequent issue would have to be
$275,000 for you not to quit.

Now | can't rule out that the cost of quitting snoking
aren't $275,000 but it seens to ne that it's pretty hard to use
that as a basis for arguing that addicts are rational. To say oh,
yeah, they're rational. They're willing to forego $15, 000 forever
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starting next year just because quitting is that painful. | can't
rule it out but it strikes ne as kind of a hard calibration to
mat ch.

So the second piece of this is can this rule out the
rational addiction nodel and | think the evidence is not
di spositively but I think highly suggestive yes.

VO CE: [ naudi bl e]

MR. CRUBER Ri ght.

VA CE: [ naudi bl €]

MR. GRUBER | agree.

VO CE: [ naudi bl e]

MR. CRUBER: Let's come back now while | tal k about the
alternative nodels because | think the answer is not that. |
think the people are inproperly discounted in the future, so
let's conme to that.

The question is, three goals. To admt to you there is an
enpirical result there | hope | have. To suggest at |east

strongly that it's inconsistent with the rational nodel. And the
third goal is to ask is this consistent with any particul ar

alternative. And here I'mnot going to say yes, |'mjust going to
conjecture. W don't know. We haven't gone far enough. But the
alternative | like is my alternative in the nodel | devel oped

wi th [Botaw and Kazigy], which basically takes the Beck and

Mur phy stock addiction franmework preferences and puts in tine

i nconsi stent preferences, the kind that David Labeson and ot hers
have popul arized in the savings and macro context.

So basically the Beck and Murphy nodel features exponenti al
di scounting. That is every period in the future goods are worth
delta less to ne as | roll forward. The quasi-hyperbolic
formul ati on says that |I'mthat same exponential person starting
next period, but I'minpatient about the entire future versus
today. So that is starting tonorrow | look |ike the standard Ec
101 consuner, but that entire future |I discount relative to
t oday.

So the right way to think about this is the key feature of
such a nodel is that such individuals have self control problens.
They want to quit snoking but they can't. So this is, I'll start
my diet tomorrow. Or in nmy context, it's I'lIl stop biting ny
nails tonorrow. These kinds of consumers have these self contro
probl ens where they would like to stop quitting. Their future
self would like themto stop quitting. But their current says
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"1l put it off until tonorrow and then tonorrow never cones.

Such agents can see an increase in the discounted utility if
taxes rise. They're just |ike the person from New Jersey. They
want to quit and can't. Gven that an increase in taxes can
increase their utility. This nodel is consistent with the
findings, unlike the rational addiction nodel. This nodel is
consistent wth the findings because tine agai nst the consuners
can be made better off because the governnent's providing thema
self control device they want. They want to quite snoking, they
can't. The governnent's providing themthat device so that is
consistent wth these findings.

O course there are other nodels that m ght be as well.
There's a Burnhei mand Rangl e nodel. There's a Pessendorfer and

Ghoul nodel as well. These nodels are a little bit |ess
consistent in their basic form because these nodels essentially
inmply snokers aren't price elastic. | don't think that's right. |

t hi nk snokers are price elastic and the evidence shows that. So
given that | think, aren't price elastic in certain states. So

gi ven that, but you can tweak these nodels so they woul d have the
sanme inplication. But the bottomline is, so | don't think
there's any alternative nodel that's proven here. Any nodel which
has a self control problem any nodel which has the feature that

| would like to snoke | ess but can't, can be consistent with

hi gher taxes maki ng ne happi er.

The key point, however, is we're not, not know ng the nodel
doesn't nean that we're inpotent in terns of policy inplications.
A wi de range of these nodels would have very radical inplications
for governnent policy.

On the rational addiction nodel there's no rationale for
governnment intervention other than interpersonal externalities.
However in these nodels, the internalities matter too. The fact
that | sit off in a corner and snoke and kill nyself doesn't
matter in the rational addiction nodel. It does matter in nodels
with self control problens because the government can fix a
market failure essentially, can fix a failure in the market for
self control, because the governnent has a comm tnent device the
private market doesn't. There's no private nmarket conmm tnent
device that can stop me fromsnoking. | nmake a bet with ny
friend, | can cheat on that bet. But the government has a device
that, up to the I evel where smuggling starts to becone a problem
can serve as a commtnent device with just higher cigarette
t axes.

So what that says, so Kazigy and | nodeled this. The key
point we've noticed in our work is that the internalities to
snoking, this conmes to Henry's point, are about $35 a pack. That
is you take [Kip Vascuzy's] nunbers to the valuable life, and |
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i ke using [Kip Vascuzy's] nunbers where possible since he

di sagrees with the whole sort of go with the whole point of the
research agenda, so | like to use those nunbers when possible. So
if you take his nunbers of the value of a life, about $7 nmillion
alife. You put it inlife year ternms. You take the fact that
snoki ng shortens your life by six years. You discount those siXx
years back to today and you divide by the nunber of packs you
snoke over your life, thereby assum ng average equal s marginal,
whi ch you sort of have to do. You find that the danmage of snoking
a pack of cigarettes is about $35 a pack.

The best estimates by ny reading of the externalities from
snoki ng are about 35 cents a pack. So this is about 100 tinmes
bi gger than the external effects of snoking are the internal
effects.

What that says is that any nodel -- ny nodel, Pessendorfer &
Ghoul, Bernard and Rangle, any of these nodels are going to have
an incredibly radical inplication of governnent policy because
$35 is such a big nunber that if any of it should count it adds
up really quickly.

So for exanple [Bothand] and | do a sinulation where we say
even if Beta's .9, Beta one is the rational addiction nodel, so
even if Beta's .9, the Alpha inpact is $1 to $2, and if Beta is
.6 which is what the | aboratory evidence probably nost
consi stently suggests, the Al pha inpact is $5 to $10. That
shoul dn't be surprising given that we're tal ki ng about internal
damage which can be $35 a pack

Moreover we also find in our recent paper that this has
radi cal inplications for the tax incidents. Traditional incidents
of excise taxes suggest that excise taxes are regressive because
t he poor snoke nore than the rich. However, our nodel says yes
but the nore price sensitive you are the better taxes are for you
because the better they are as a self control device. And the
poor are nmuch nore price sensitive than the rich. So in our
nodel s cigarette taxes are progressive because the way | describe
it to reporters when I'mtal king about this is | ook, the
el asticity of snmoking in the poor is mnus one. That neans when
you raise cigarette taxes the poor spend no nore on cigarettes
and they're healthier, so in that they' re better off.

So the bottomline is, in the state of rational addiction
nodel that's a silly argunent to nake because they can't be
better off if they would have quit. The nodel where they want to
quit but can't, this is an inplication you can have.

So let me just sort of wap up with a few conclusions from
this research
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The main conclusion is, as |I've said, we have strong
evi dence that snokers thenselves or these predicted snokers are
made better off by higher cigarette taxes. W think this is
pretty inconsistent although we have it nailed, we think it's
pretty inconsistent with the state of rational addiction nodel,
and nore consistent with these alternative kinds of self control
nodel s that have very radi cal governnent inplications.

More generally | think this sort of, in the context of this
conference, this suggests sort of a different use for happi ness
data than it's typically been put to which is as a tool for
wel fare anal ysis of policy changes. A tool for thinking about
income inequality or other things, but actually as a way of doing
opti mum policy analysis. W have many contacts where whi ch node
isright is critical for deciding whether a policy is a good idea
or a bad idea and there's no enpirical evidence to tease that
apart. This provides an approach which m ght be useful for
t hi nki ng about that question, or at |east as part of the package
of approaches for thinking about policy welfare analysis, it's
actually exam ned directly the effects these policies have on
peopl e's wel fare.

So let me stop there and take any questi ons.

MR. OSWALD: | don't know whether to worry about this paper
because | like to drink claret and I'mtrying to deci de whet her
it's scary that this kind of paper m ght end up raising very
indirectly the taxes on claret in the long run.

MR. GRUBER Can | speak to that for one mnute before --

MR. OSWALD: That was kind of nmeant as a joke. [Laughter] But
yeah, you can speak to it.

MR. GRUBER This is good because basically, maybe it's
because this is a European crowd. But in the U S. the version of
that question is always do you want to take away my hanburgers?

You're talking claret instead. But the basic argunent is the
same which is isn't this a slippery slope argunent? Is this a
slippery slope argunent towards taxing everything?

Basically if this is, | think some of you who should take it
seriously to suggest things |like alcohol and -- for al coholism
and obesity, we should think nuch nore seriously about tax as
corrective devices.

| guess the difference is |I think snoking is a natural place
to start for a couple of reasons. | feel nuch nore strongly about
snoki ng than other things for a couple of reasons.
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The first reason is that snoking is nonotonically bad. Every
cigarette is bad for you and additional cigarettes are worse.
Wth eating that's clearly not truer, and drinking many people
think it's not true, that the first few drinks may be good for
you. So that's one reason that snmoking is sort of easier in this
cont ext .

The second reason why | think snoking is different is for
both drinking and eating the eternalities are already so nmuch
| arger than the tax that it doesn't matter which nodel is right.
We're already taxing, at least in the US., we're already taxing
al cohol and food -- well food' s hard. Al cohol and body weight,
let's say, so nuch less than we shoul d given the external costs
to society that even a rational addiction nodel would say taxes
shoul d be hi gher.

Snmoki ng on the other hand, the taxes are above the
externality, so deciding which nodel's right matters a | ot nore.

MR. OSWALD: Bruno, would you like to start?

MR. FREY: Yes. | quote you verbally, though you said a |ot |
still renmenber that. You said people who quit snoking totally
change their life.

Is that really true? Snokers may be addictive in a rmuch nore
general way. Nanmely when they stop snoking they do sonething el se
which is addictive -- drink nore, eat nore, drive in a crazy way,
or take marijuana. So do you intend to go into this direction to
study this effect? Because you relate to policy and if this is
policy relevant you should be very careful to nmake people stop
snoki ng when they do sonet hi ng worse.

MR, GRUBER | think that's a very good question. Sort of the
conservation of bad behavior nodel. Everybody's got a little
devil on their shoulder and if the devil can't snoke the devil
will drink or whatever.

It's hard to say. The only evidence on this suggests exactly
t he opposite conclusion which is snoking appears conpl enentary
and not substitutable wth other substances. That is cigarette
t axes appear to, higher cigarette taxes appear to reduce drinking
and marijuana use as they reduce snoking. Which there's a nodel
where they woul d be conplenentary. They're activities that are
done toget her.

Now unfortunately, there's a whole set of other things which
we haven't studied like risky sex or driving or crinme or other
things, and those | agree you need a full picture. | think it's
very inportant to recognize, this is, it's the very start of the
research agenda, not the end. This is very nmuch a start of a way
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to think about this. There's a whol e host of other questions this
raises. On other issues it's been raised, | didn't touch on here,
is the whole political econonmy context which is |I'massumng a
benevol ent governnment gets it right. If the governnment gets it

w ong then nmaybe a governnment control device is worse than a
private sector device.

There's a whole set of auxiliary questions that are raised
her e.

But the point is really just to raise them Although I have
t hese very strong concl usions because that's the way | like to
present papers, the point is really to raise these issues and to
say not that the rational addiction nodel is necessarily wong,
although I think it is. But that alternative nodels should be
considered equally. And that when we think about governnent
policy we shouldn't as a default assune the rational addiction
nodel but rather consider the wi de range of nodels that m ght be
right.

MR OSWALD: diff on the end, if I have the nane right.
MR. GADDY: Yes, thank you very nuch

| want to ask a question and it may sound far-fetched but it
seens, given the policy inplications or recommendati ons t hat
you' re making here, it seens inportant to get this question out
of ny mnd at least if not off the table.

You' ve been treating the tax as the proxi mate cause for the
change of behavior with respect to snoking. An alternative
interpretation mght be that the tax is really, it's not the
proxi mate cause at all, it's a signal of sonething nore
f undanent al

Now that | don't need to identify because | don't think
could, but let's just say it reflects a change in public
attitudes which nmay show up and influence an individual in the
formof an increased stigma, or perhaps just better information
about the consequences of snoking.

In any event, | think it would, if that were the case, it
woul d be precipitous to talk about raising the tax as a way of
achieving the goals you do if you're not able to rule out
conpletely or at least partially the possibility that you don't
have to increase the tax at all, you nmerely have to find ways to
i nfluence the individual through these other nmechanisns that |
referred to.

MR. GRUBER: This sort of a larger question of is the tax
real |y i ndependent exogenous change or does it reflect other
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t hi ngs?

There are two types of answers to that. One is, does it
reflect sort of a growi ng anti-snoking canpaign? | think the
thing to realize is the world we know of billboards by the
hi ghway, etc., that's very nuch a post '98 world when this sanple
ends. In fact before '98 there was very little of this kind of
public, anti-snoking intervention. So | think it's not that
there's an underlying correlation between tax and explicit
adverti si ng.

Now could it be an underlying correlation between tax and
social attitudes? There's nothing | can do about that. | guess
it's possible. I think given that we've seen the recent tax
i ncrease notivated nmuch nore by fiscal despair than by soci al
attitudes towards snmoking, | think that's unlikely to be the
total cause but | can't rule it out.

MR. OSWALD: Andrew Eggers?
MR. EGCERS: Thanks.

| just wanted to see on the fundanental econonetric setup
whet her | have this straight because |'m concerned that possibly
what you m ght be detecting is not a negative effect of taxes on
the likelihood that snokers are becom ng unhappy, but rather you
coul d be seeing a positive effect on the probability that snokers
or people like to snoke -- non-snokers, people likely to not be
snoki ng woul d be becom ng unhappy.

To make that a little clearer, what | understand is you have
a negative coefficient on the likelihood of becom ng not happy.

MR. GRUBER: Your premise is not the point that was raised
before. All ny if's are relative effect. So if there's a story
that cigarette taxes make non-snokers unhappy then that could be
driving ny result. | just don't know what that story is that
there'd be such a huge effect.

MR. EGGERS: |s there a way of knowi ng that based on the fact
that -- I"'mwondering if there's a way you can get at that
guestion because it seens like it's very fundanental to the whol e
results based on the magni tude of your propensities index or sone
ot her neans.

MR. CRUBER | agree it's fundanental, | just don't think
it's plausible to go that direction. I think any story you can
tell would say cigarette taxes are a good thing for non-snokers.
It rai ses revenue on soneone else's back. It reduces the
envi ronnment al tobacco snoke. It's just hard to see why it would
make non-snokers | ess happy in such a | arge way.
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MR. EGGERS: Maybe you addressed this already but it could be
the correlation of snoking taxes and ot her taxes.

MR. GRUBER But we put other taxes in. W had revenue per
capita. It didn't change the coefficient.

MR OSWALD: | think I'll have to hold it there if | may.
There are a few nore questions. Wuld Gary |like to go first?

MR. BURTLESS: | hate to sound |like a broken record, but
first I will make one coment about the claret. [Laughter]

As | understand it, going fromzero to one is beneficial and
going fromone to two is also slightly beneficial. It's going
fromtwo to higher nunbers that's not beneficial. | don't think
that works that way in cigarettes.

MR. GRUBER That was exactly ny -- cigarettes are nonotonic.
They' ve got this nice feature that --

MR. BURTLESS: So | wouldn't worry too mnuch

It strikes me that there mght be a way to think about your
results within the range of data that you have. If at the
begi nni ng of the period 25 percent of the people were snokers and
at the end 20 percent were snoking, then all of the tax effects
have driven down the rate of snoking by five percent. W know
that the 20 percent, four tines as many people, are |left who
shoul d be worse of f by a neasurabl e amount. W can cal cul at e what
their loss in non-cigarette consunption possibilities is. Wat is
their decline in incone for everything, and it strikes nme, try to
see how woul d this change the categories of people who are very
happy, very nmediumand so forth, it strikes ne a few of themare
going to be pushed in to the very unhappy side.

So one thing we don't know is how rmuch happier are the five
percent who actually switch. Your results inply unless there's
virtual ly no unhappi ness effect on the 20 percent, trenendous
gains for the five percent who switch

MR. GRUBER: Let nme nmake two responses to that. One is, one
purely defensive response is | ook, once again we're tal king about
not that large a tax increase. It's small relative to the total.
It's curvature. It's small relative to the total inconme of those
still snoking whereas it's a big gain for the people who stopped
snoking. So even if there may be four tines as many people stil
snoking, their total sumof loss is small because it's snal
relative to total incone, whereas the gains of those who quit are
very | arge.
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Al | can say is it's not inplausible prima facie.

But the second thing is it ties the entire conversation |'ve
been having this norning which is the cardinality debate. Wich
is basically, all I'"ve got is this one, two, three index. And
basically, it could be that the people, it could be that |I'm
m ssing this because your people nove from sonmewhat happy at the
top to sonewhat happy at the bottom and the people who quit nove
fromvery unhappy at the top to sonewhat unhappy at the bottom
sotone it looks Iike a big win, but it's not really a big win
if you truly had a 100 point index. There's nothing | can do
about that. The bias could of course go the other way. So there's
nothing I can do about that.

| don't see a reason to think it's particularly biased in ny
favor, but it's a problemw th doing cardinal analysis with these
data. | don't think you can get around that.

MR. OSWALD: Can we possibly fall onto Sandy Jencks?

MR. JENCKS: You found effects on whether people were unhappy
and not effects on whether they were very happy and --

MR. GRUBER It was the right [inaudible] statistically
significant.

MR. JENCKS:. But you passed on imedi ately, which was fine.
i ke the unhappy part of that question better than I |ike the
ot her one.

But this recurs in a nunber of cases and | wanted to raise
the question for the group as to whether -- Do we really think
these are the sanme neasures? W' ve been tal king about this as
though it was -- W've got one underlying dinmension and we just
want to know where the cut points are. But it's al so possible
that the difference between being very happy and pretty happy is
getting at sonething different than the difference between those
two things and not too happy as it were. And there's literature
that coul d be invoked on either side of this. | just don't know
enough to have an opinion. But it seens kind of inportant for --

MR GRUBER It is. | wouldn't overplay it too nuch. | do get
the positive effects on very happy and sonewhat happy and they're
bot h bigger than the standard errors. They're just not tw ce as
big as the standard errors. So | wouldn't overplay it too nuch
but I think you do raise, the whole cardinality, and | think it
woul d be great going forward to start doing surveys that have
different |l evels of detail on the happi ness question. Maybe
random y assigned across the population to see how as the index
expands fromthree categories to 100 it affects the answers. It
woul d be interesting.
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MR JENCKS: One point to support this is if you | ook at the
unhappy and the very happy questions with respect to incone, the
unhappy question is both nore strongly related to inconme just in
terms of the slope and it's also got a |ot of curvature.

The very happy question is practically a straight |line. So
if that's all we were worrying about, you say income distribution
and redistribution would buy you hardly anything on the very
happy part but it buys you, assum ng for the nonent that the buy
[inaudible] thins is true, it buys you a lot in reducing
unhappi ness.

MR. OSWALD: as the time constraint is starting to bind, can
| give Mchael and then Rol and and then Bob 60 seconds each?

MR. HAGERTY: |'mnot sure | can get an answer in 60 seconds
but | can ask it in 60 seconds.

You said that we should ignore the nodel specification
because you only cared about the sign, but then at the end you
did an awful |ot of calculating based on your paraneter estimate.
| just have to ask you if there's any evidence to support this
I i near probability nodel instead of one of the nore famliar non-
linear alternatives?

Also | worry about the propensity to snoke because over the
period from'73 to 2000 the effect of education goes from on
snoki ng, goes frompositive to nil to negative, and do you have
time-varying coefficients there?

And finally, what if it is the quantity as it is in the
medi cal research, rather than the binary snokes doesn't? WI
that affect you? Those are three elenments of the nodel

MR. GRUBER Three quick answers. Totally insensitive to
using probit. In ternms of the second question we actually do
separate year by year predictions for all the years that have
snoking data. In terns of the third, | agree, |'ve been speaking
as if the happiness effects cone fromquitting. They could
equally well conme fromcutting back and this doesn't speak to
that at all.

VMR. BENABQOU: [ naudi bl e]

MR. GRUBER | did not nean to say | thought it was flow |
was trying to say flowis the worst case fromthat perspective.

|"mnot the expert, |I'msure people know better than me in this
room | think we have no idea. |'m happy to hear nore on that but
| have no idea. | was just trying to use the worst case for us.
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MR. FRANK: ?? [lnaudible] -- large relative to the direct
effect. Is your price elasticity estimate a |ong-enough run to
inplicitly enconpass of that? Are we going to get an even bi gger
bang if we add that?

MR. GRUBER: There are two issues. One is sort of both |ong
run and then within tine peer effect. There nay be peer
multipliers. My price elasticity is to total price elasticity. So

MR. FRANK: ?? So you'd catch any of that --

MR. GRUBER There's a long run/short run issue. There's sone
debate on that in the literature. | don't think the long run
elasticity is much larger than the one year short run elasticity.
The short run is like .6, maybe the lone one is .7 but it's not a
radi cal difference.

MR. OSWALD: Thank you very much, Jonat han.

We're going to have a 15 mnute cigarette break now.
[ Laught er ]

[ Br eak]

MR. FRANK: Ckay, we'll stick to our threat/pronise to begin
sessi ons when announced. W've got Ed Diener in this session to
talk to us about the psychol ogy of why inequality m ght matter,
or not.
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THE PSYCHOLOGY OF VHY | NEQUALI TY M GHT MATTER, OR NOT

Ed Di ener, University of Illinois

So when they asked ne about this | began thinking why woul d
it be psychologically that equality would matter? Do we have an
equality nodule in our brain that would figure this out and make
us happy or not if we were equal? O why would it be?

| thought of two reasons that have been stressed in the
literature. One is the social conparison reason, but soci al
conparison of a particular type. Nanely based on contrast
effects. So if you | ook up, you're unhappy, people are better off
than you; and if you | ook down you're happy because people are
worse off. As we'll see in a nonent, those are not the only kind
of social conparison effects that occur.

The second one was from M chael and others that status
sonmehow i s a good thing. That having the respect of your group is
a good thing, no matter what. And so let ne show you a little bit
of data on life satisfaction that we've collected fromaround the
worl d. These are sonme groups, and their life satisfaction on a
one to seven scale, this is actually a five-itemscale and this
is the average. My son and | have col |l ected nost of these data.
You see that the Forbes list of richest Americans stands at the
very top of the list, but not too far behind that are the Masai.
The Masai are a tribal people in Africa. They have no
electricity, no running water, no toilets of course. They have
houses made out of dung. If you' ve ever visited the Masai you
know that their houses in the rainy season are very nasty because
it's raining and their houses are made out of manure. The Am sh,
the I nahuit.

Now | et me show you ny son's nane for a nonent, Robert
[ Biswas] Diener. This is relevant because he and | have together
a review on incone and happiness. And so if you want to see a
review of the studies fromabout two years ago backwards --
| ongi tudi nal data, the lottery data, etc., you could | ook for ny
name and his name and pull this review up. But Robert has been
collecting all these data.

For exanple, the Masai branded himin a rite of manhood. The
| nahuit where he also -- right now he's in Israel collecting data
anong Pal estinians. He's been called the Indiana Jones of
psychology in terns of data collection. The Inahuit live up as
far north in the world as anybody in the world lives. This is
where there's water only about two nonths a year because it's so
cold. It's dark six nonths of the year and so forth. But you see
that their life satisfactionis in the positive zone. Because you
see here anything above four where it's a neutral point is
positive. C oistered nuns, nurses, etc.
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But now |l et nme show you the groups that are not positive.
This is interesting fromthis norning's talk. Sex workers -- they
used to call them prostitutes but now they have a new PC nane --
sex workers. Here, Detroit. The | owest group we've ever gotten.
Mention in-patients, prisoners, and honel ess.

Now notice that there's sonmething comon to all these
groups. Wth the possible exception of college students in
Uganda. That is they are people who are not respected. They are
peopl e wi thout status who the society says is living badly. They
may be addicted to drugs, they have nental problens.

California honmel ess, we were not surprised that they were

di ssati sfied, but what we were surprised is why. It's nothing
about food. They said we have a great food shelter here. W eat
as good as you do. W nostly have nice weat her here and when we
don't we usually have places where we can go. Wiy we're unhappy
is there's nobody we can trust, we're cut off fromour famlies,
etc. And society doesn't respect us. So it's a very different

pi cture that energes between these two groups.

You see the Masai are extraordinarily poor by our standards
and yet they're positive in life satisfaction. Wy is that? They
think they're better than us. They think they are prettier than
us. They think they are better than the other tribes around them
They have a | ot of respect for thensel ves and so forth.

In ny talk today | want to start here and then carry this
out and make several new points about why happi ness may be
af f ect ed.

First of all I want to point out to you that there's nore
standards than just, and we tal ked about tenporal conparison this
norning and 1'l| talk about that. Not only are there nore

standards than just social conparison, but there are so many
attributes that we can conpare on. And when | think about that it
| eads nme to the conclusion that | cone to over and over, that

cul ture values conpetitives and salients becone key to whether
equality is going to matter. | think this comes out in sone of
Carol's work as wel .

Inequality definitely influences different types of utility
so if we nmeasure subjective well being in different ways or thin
about different types of subjective well being, they will be
differently influenced by equality perhaps. Therefore the
nmeasures will get different effects for inequality.

k

Beware of causality. W'll talk a little bit about how the
causal direction sonetines can go in the other direction from
some of the data that you're |ooking at. For exanple we find, and
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| can show you a | ot of data, happiness can cause success. So we
have to be careful when we see that, inferring inequality causing
unhappi ness, and | don't knowif I'Il get to the [ast point.
Superior others can actually be beneficial to us and help us in
sone ways.

So let's ook at sonme various standards that psychol ogi sts
tal k about in influencing subjective well being. Tenmporal. That
means change over tine. W' ve talked about that a little bit. Let
me show you a little bit of change over tinme in reference to a
social factor in your life. The German Soci oeconom ¢ Panel data.
Here are about 250 wi dows. We found them before they ever knew
they were going to be wi dowed, so these data go from 1985 now to
2002. W found wonmen who during that period would becone w dowed.
Put them here at year zero. You can see they start to becone | ess

satisfied with their -- They start out slightly above the sanple
mean here and they drop about 1.2 points on this 10 point scale.
Once their husband dies -- these are all widows -- they start to

conme back. And after five years they [inaudi ble] here but they
don't cone back to quite where they were before.

Does inequality matter here? Does social conparison matter?
Maybe it matters a little bit but nmy argument would be this is a
big tenporal conparison. | was used to him | was addicted to ny
husband, if you will, and now I'm goi ng through w thdrawal
because | don't have hi m around.

Wthin person conparisons. What are those? | conpare nyself
to other things that I'mgood at. So because |'m bad at athletics
|"mnore satisfied with how smart | am W know that from Herbert
Marsh's data in Australia where he shows if you're a kid who gets
750 on the SAT you are nore satisfied with that score if you get
-- say on the math. You are nore satisfied with that score if you
got 700 or 600 on verbal than if you got 800 on verbal. If you
got 800 on verbal, you're not as satisfied with the 750.

So we can nake conparisons within our selves. W can nake
conparisons to our ideals. Here is an exanple of that. Danny
Kahneman won the Nobel Prize, fortunately he's not here so | can
talk about him And | said to himthis nust make you really
happy. He says, but you know really, this is one of the things he
said, the Nobel Prize isn't that big of a deal. Sonebody gets it
every year. [Laughter]

So if you have this very high ideal, 1'mgoing to be |ike
Ei nstein, the greatest mnd that ever lived, then wnning the
Nobel Prize is not that inpressive, right? And it doesn't matter
if you' re better than all your buddies or smarter than nost
people in the world or what have you.

Desires and goals. This is the one that we think is really
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the key and we think it's also the key to social conparison. That
is to say if you want something and you got it, you' re noving
forward towards it, you' re making progress towards it, you're

happy.

So we did a nunber of studies showing this, but one that's
rel evant to social conparison, we said inmgine that you live in
the future and you nmake about $150,000 a year. Rich people at
that tinme nmake about two mllion a year. And $150, 000, you have a
three story house, you get to travel where you want when you
want, in other words sort of |ike an upper mddle class person
nowadays. But we told themthat the rich people in one condition
had things that we knew froma pre-study to be what coll ege
students woul d think was very desirable, nanely they had things
like they had a transporter |ike on Star Trek. They could zoom
fromhere to Africa in a second, so you could go hone i medi ately
for lunch, right? In London. They had youth drugs to keep them
young. They had drugs that made their children smarter. There was
a whol e nunber of things.

In the |l ess desirable condition they had things that were
al so expensive, that you could not afford, but we knew that
col l ege students did not think these things were as desirable.
You have a sports robot that can play tennis with you or throw
the ball around or whatever; you own a cruise ship, a castle, al
t hese ki nds of things.

What happens then is when we say how satisfied are you with
your life or your incone? W see that these people are much |ess
satisfied. Meaning that the social conparison effect really cones
t hrough what you desire and influencing what you desire. W have
other data |ike that that are based on what you actually own and
what you actually desire and how satisfied you are with your
life. And in those data nost of the social conparison effect then
goes through what you desire.

So if I have a neighbor who makes a mllion dollars a year
and he says come on over, and | |ook at something and I'mlike
whoa, | wish I could afford that. Now the social conparison is
going to matter. On the other hand, if that neighbor, or ny
brother in ny case, has lots of things but | really don't want
them then the social conparison matters nuch |ess.

What do we think about social conparison? W've found that
it doesn't always have an effect, and in fact we found this in a
ot of studies in that it sonetinmes has an effect. But one study
for exanple where roonmates were random y assigned at the
begi nning of the year, so it's a true experinment. You had a
roommat e who had great grades, you had a roonmate who had
terrible grades, you had a roonmate who was good | ooking, etc.,
etc., we found no social conparison effects. W found only one
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reverse effect. If your roommate was really socially skilled it
hel ped your social life. It didn't hurt your social life.

So we started getting skeptical that social conparison
automatically worked in a contrast sort of way.

One of the reasons for this is that you may identify with
peopl e who are above you. So one thing that happens, for exanple,
if you | ook at a servant. Say you're a person that works for Bil
Gates. You ought to be terribly unhappy, but in fact you may
identify and say | work for Bill Gates, |I'mthe greatest. You
feel sort of like you're Bill Gates.

Shel Iy Taylor at UCLA has shown that social conparison
effects can be assimlation effects, not just contrast. So for
exanple if you have a woman who has cancer, breast cancer. You're
going to | ook up and see sonebody el se. Do you want to | ook up
and see sonebody el se who's better off than you or worse off than
you?

So you | ook up and you say hey Mary, she just finished
chenot herapy. Her cancer's in remssion. O do you want to | ook
down and see Joan whose husband just left her and the
chenot herapy' s not wor ki ng?

So you're going to take the positive social conparison.
You're going to want to | ook up because you're going to gain sone
hope from | ooking at a hi gher person.

So if in our society the equality effects can go in that
direction. If you feel |ike you can be nore |like, maybe not Bil
Gates but sonebody who's well off, then you may say that's good.

We find, for exanple, that Asian-Anmerican students nuch nore
t han Eur opean- Aneri can students want to | ook up. Who is the
hi ghest kid in the class? | want to be like that kid. | want to
beat that kid. So they want to | ook up. They don't want to | ook
down in social conparison

Rel ated to that is this Robert Kennedy business that cane up
this norning. | said okay, what are the things you can conpare
yourself to others on? | nmade a partial |ist here. | could
actually make 100 of these pages. Here's all different factors
about weal th and physical attractiveness, how sexy are you, how
muscul ar you are. |'ve been watching all of you today to try to
figure out where you stand on this. [Laughter] Intelligence. How
much do you know about notorcycles, for exanple? Sports ability,
are you good at sunb westling, playing steel druns? Your soci al
skills. How agreeable are you? I've marked sonewhere | didn't
think this group was going to score so high. [Laughter] Not
narci ssistic, hunble in ternms of the virtues -- W have a | ot
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nore virtues than this. Your know edge of the Bible, social
rel ati onshi ps, your dancing ability, bunp and grind, etc.

Now you'd say a lot of these things are trivial but | bet we
can find sonebody for whom each one of these thins is terribly
inmportant. And in fact many people in the United States do not
think that wealth is the nost inportant thing, that one of these
other things is terribly inportant to them

In this way | think we have the possibility, why is it that
nost people in Anerica and nost people in all these studies
except the really down and out people -- the prostitutes, and the
people in terribly poor countries are where things have gotten --
a revolution in Eastern Europe. Wy are nost people happy?

| have an evolutionary argument for that but I think you can
al so say because it's always possible to be the best at sone
things. And each of us in here, | nean how many of us worry about
the fact that we're not the richest person? It's not a big deal.

Why? Because we think oh well, we're real smart and we know
lots of things and we're good at some other things. Just like the
Masai. We're not the richest people but we're real good at
certain things.

Besides the idea that it's possible then to cone out on top
because there are so many attributes is the idea, and here let's
say we have all the thousands of things we could conpare on and
all the different standards, and econonmists are only going to
deal with a couple of these and then they're going to deal wth a
few ot hers, how straight your teeth are, for exanple. And that
m ght be correlated with wealth

But the point here is that we're not conputers then that go
t hrough and add all this up, but rather | think what happens is
i deol ogy, salience, cultural values come into effect, and
i nfl uence which ones of these matter and which ones of these are
really salient to us.

So in thinking about what is it that affects salience,
because | think that's it. There are just too many things. W
can't be worrying about equality all the tinme. | cane up with
several different things that could affect salience. One is
situational. At the nonment. And Norbert Schwartz has shown over
and over if you ask people about sonmething in a survey it nakes
it salient to them

So if you ask people how do you conpare with other people in
i ncome, or you even ask peopl e about your inconme, it mght be --
oh, how do | feel about ny inconme?
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Then you take into account how other professors are and so
forth. That's very different, as we'll see, fromthinking about
your inconme in ternms of experience day to day.

In the German data we found that in fact people who's incone
i ncreases very slowy over tinme, which is the normin those data,
do not change in happiness. They're a pretty happy group al
al ong.

But if your income changes dramatically like it doubles or
doubl es down, then you're happiness changes. So it's this sort of
dramati c change. Sonmething like the lottery may grab your
attention because it's sonething unusual. So it may be nore
salient to you than sinply making a little bit nore noney every
year .

Chroni c salience. Your goal. You have a goal to out-conpete
ot her people. You have a goal to be the prettiest person around,
to be a nodel or sonething, then this particular attribute
becones terribly inportant. It's also the type of attribute. So
some attributes have internal standards. We don't need to ever

conpare to other people. So |I'meating, eating, eating. | |ook
around, everybody's finished eating and | say gee, | ought to be
full, right? No, I"'mstill hungry because | have an internal norm
that says you' ve got to eat a lot of stuff to be full. O sex,

the sane thing. People don't care if other people on their bl ock
are having sex nore than themor |less than them They sort of
have an internal norm And for young nmal es maybe this conpetitive
standard makes a difference, but for many people it's an internal
standard. Is it a conpetitive area |like grades, |ike noney for
sonme peopl e? Then conpetition, equality, and so forth matter.

| deol ogy. What does our | abor union tell us? What does our
i deol ogy tell us about the inportance of equality? That can make
sonet hing salient where the group nakes it very clear to you that
you ought to be equal or nore equal than you are and so forth.
Then when we start neasuring happiness | think it can becone
quite inportant whether we're equal.

Poi nt nunber three, different types of utility or different
types of happiness. So Danny Kahneman was tal ki ng about predicted
happi ness and retrospective happi ness and on-1ine happi ness, and
you can tal k about choice as one neasure of utility. W talk
about life satisfaction or happiness is another neasure, etc. A
t hese different nmeasures. And Chris has tal ked about the
different types of utility, if you have a joint versus a separate
experience. | think nost of you know this. Wrk by Lowenstein and
Chris and others where we say hey, how happy are you? If
everybody else is getting paid $12 and you get $10 and you say
oh, I'mnot too happy. That's bad. How happy are you here? Well,
you're getting $8, everybody else is getting $8, and a coll ege
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student says fie. They say which do you choose? Then you choose
this one. So we have an intransitivity in this experience because
$10 is better than $8 but you feel bad when you only get this.

| was thinking about this in terms of sex and | thought
okay, take this exanple for a nonent. Put aside your norals. |
said you can either have sex with Tom Crui se or with Paul Newman,
and you're going to choose. O depending on your proclivity, with
M chelle Pfeiffer or Dem Moore.

So you start out let's see, Dem's nore nuscul ar, but
Mchelle's a blonde. Tomis a young guy with a cute smle, etc.
kay.

Now we send you over and you have sex with one of those
individuals. Al that stuff doesn't matter at all. Wat you think
about, and I won't get into X-rated details, has nothing to do
wi th whether they're blonde or anything el se because you're
focused totally on sonething else in that experience.

So we know then that different types of utility, different
measures of utility are going to matter differently. Qur own
research shows this.

Here are sonme studies where we find this. If you ask people
how satisfied you are with your life, for exanple, does that map
onto how happy you are? Now we' ve been beeping you in the
experi ence sanpling nethod, and we beep you five tinmes a day
random y, and you pull out your palmpilot and you fill out a
little nood form and you can do it in about a mnute. You answer
about 20 questions. So it says how happy are you? One to seven.
AS soon as you touch that it says how nmuch sadness do you feel?
So you touch that. How angry are you? You touch that. Then what
are you doi ng?

Then we find out how satisfied you are with your life. Does
one predict the other? The answer is yes, but very differently
for different groups.

So for an individualistic, European-Anerican student, how
happy they are strongly predicts how satisfied they are with
their life. However, for the Asian-Anmerican student, the hard
wor ki ng student who's spending all the time in their library, how
happy they are only sonewhat predicts how satisfied they are with
their life. And what predicts strongly is whether they're doing
what their parents think they should be doing each day. So
they're going to the library, they're not having nuch fun
they' re not saying they're happy, but they're satisfied with what
they're doing. W find this pattern over and over.

So there's a dysjunction between satisfaction and what we've
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been -- The reason that | |ike the term subjective well being,
because it includes, if you think of happiness as a thing |ike
joy, pride, positive enotions, and then we separate that form
fulfillment nmeaning in satisfaction.

kay, let ne tell you about another couple of studies of
that type. Danny Kahneman sai d | ook, you've got to use the
experi ence sanpling stuff. You' ve got to have the on-line because
that's real happiness. Al this other stuff like life
sati sfaction and seei ng how happy you were in the |ast nonth,
it's all biased and the real on-line stuff is what counts.

So | said yeah, but that other stuff's interesting froma

scientific perspective because after all if people think they
were happy or they are satisfied, maybe it's biased in sone sense
but it's still interesting scientifically. But in our studies now

we show sonething even nore interesting than falling back to
science, and that is that actually it's the nenories sonetines
that predict, not the on-line experience.

So the study goes like this. You're going to go on spring
break in one nonth. We hire people to be in our study, to take
the palmpilot, who are going to go on spring break and they're
going to go to the Bahamas or whatever. These are students. How
happy do you think they' re going to be during spring break?
Answer -- How nmuch of each of these enotions on average you're
going to feel. Positive enotions, negative enotions.

You go on spring break, take the palmpilot. Only one or two
people didn't do it. Everybody else did it. They answered the
thing, they bring it back, we put it in the conputer, it's a
cradle, set it in there, it dowl oads -- so handy to coll ect
data. Then two weeks | ater we say now we want you to recall how
frequently during that time did you feel positive enotions --
joy, interest, etc. A bunch of them How frequently did you feel
each of these different enotions? Sadness, anger, etc. Then a
week after that we e-mail themand say a one to ten scale, how
much woul d you like to go on that spring break agai n? Wat
predi cts whether you want to go on the spring break is the
nmenory.

Once you enter the nmenory for the spring break in your
enotions, the on-line experience does not predict at all.
Furthernore, the menory is predicted both by the on-1ine
experience, you enter that first in a regression, but by your
expectancy al so. So both of thempredict significantly and enter
in the regression equation.

So it looks |ike what's happening is that you want to go on
spring break again and it's weighted by the actual experience but
your nenories are also weighted by your expectancies which nake
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sense because that would be evolutionarily sound, not to |let just
one experience have the total weight.

So | told Danny Kahneman about this study. He says, well the
econom sts will never believe it. They won't like it. | can't
present it over there in Stockhol m because it's based on a
hypot heti cal choi ce, nanely whether you want to go on the spring
break agai n.

So we went out and we got sone other data, quite different
data, that are based on sonething real that happened in a
person's |ife and that was dating. These people were doing the
pal mtop and they all had romantic partners. The study was
actual | y about sonething el se, about relationships. They all had
a romantic partner

We did the sane thing though. W found out all the tines
when they said they were with a romantic partner what their nood
was.

Two weeks | ater we said how do you feel when you're with
your romantic partner during that tinme we beeped you, of these
different enotions? They recalled it.

Then we contacted them again by e-mail, six nonths |ater.
We said are you still dating and going with your romantic
partner? So it was kind of real behavior -- you're either dating

them or you're not.

What predicts whether you're still dating that person is
your nmenory, not your on-line experience. This is interesting
because what it is is if you ms-renenber in a positive
direction. You thought you were happier than you were when you
were with your partner, then you're very likely to be going
together later.

If you're very accurate, yeah, | was m serable sone of the
time and happy sone of the tinme, you're nmuch nore |ikely to have
br oken up.

So what we're saying is that your retrospective nenories
t hen, unli ke what Danny was saying, can be quite inportant.
Recal led utility.

Let's apply that for a nonment to the issue of equality.

VO CE: [ naudi bl e]

MR. DI ENER Yes, exactly what we found was this. If we want

to predict whether you' re still going together, one or zero.
You' re either broken up or your not. Once you enter the nenories,
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the on-1line experience with your partner, and it's the positivity
of the menory. So it's positive enotions m nus negative enotions
when you're with your partner. Predict, and in a regression this
actual experience drops out conpletely.

Furthernore, at the nean |level the nean | evel difference
bet ween these two, the higher the nean level difference is, and
nobody thinks they're | ess happy, right? You' re either accurate
or nore inaccurate in a positive direction, that you' re nore
likely to get together.

It relates to what | call the Gottman ratio, where if you're
with your wife and you want to criticize her you ve got to say
six good things to nmake up for it. If you think well | criticize
you one and then | praise you one, or | kiss you and then | tel
you you' re overweight, etc. It doesn't work. You can't be at one
to one. It's prospect theory.

In the real world of marriage, and in this case, you have to
experience nore positive events to start with to have a nore
positive relation, many nore --

VO CE: Sixteen or six?

MR. DI ENER Six. [Laughter]

VO CE: [ naudi bl e] [Laughter]

MR. DIENER Sixty isn't bad, though. Keep it up.

VO CE: [ naudi bl e]

MR. DIENER | think experienced utility is inportant nyself,
and we' ve been doing these studies for 20 years.

| would say one of the reasons is it can be neasured nore
accurately with fewer biases. It does, after all, influence
retrospective.

VA CE: [ naudi bl €]

MR. DI ENER Yes. But what he would say is if you want to
know how happy a life is, all you have is ongoi ng happi ness. You
mean that's all you want to know?

VO CE: [ naudi bl e]

MR. DI ENER: Yeah, but then you would say your nenories ought
to make you happy at the nmonment too. So if your nenory is sitting
there and you're not using it it has no effect on your happi ness.
And if you recall it, you renenber | was tal king about that
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Lassie novie and all that. Well we're getting off-track.
[ Laught er ]

But the point is he was saying the Lassie novie, sure, it's
hypot hetical, it's not real, but people all over Anmerica were
crying. But it really influenced their nood right now so
therefore it did cone in. Your nenories are like that. They
shoul d then, when we beep you, if you're renenbering it, it
shoul d i nfl uence your nenory.

So he's arguing that it's nore real. And of course Norbert
has shown that these life satisfaction judgnment can be biased by
your current nood and by what happened just before and how t he
guestions are asked and so forth.

Danny's answer to that is partly this, that maybe these
kinds of on-line reports are | ess biased.

VO CE: Didyou find biases in the vacation study or the
romanti ¢ study between on-line and nmenory? Did you find
systemati c bi ases?

MR. DI ENER You nean where people over-estimte?
VO CE: Yeah. Did they over-estimte?

MR. DIENER | can't renenber about main effect biases. | can
tell you in another study we found, but it has not always
replicated, that happy people m s-renenber nore good things than
actual ly happened to them

VO CE: There's actually a test about whether Danny's right,
to say that the on-line is what counts and the rest is full of
m st akes. You actually have data on that?

MR DIENER. So | think both are inportant and inportant in
di fferent ways.

VOCE: But it may be that the m stakes are random or certain
peopl e are prone to one or another. It would be very interesting
to know.

MR. DI ENER Yeah. That's what we think. Extroverts, for
exanple, will renmenber nore positive events happening to them and
neurotics will remenber nore negative events. W know t hat.

MR. OSWALD: On this nobod and experience issue, | suppose
there are al ways reasons, we think of there being reasons for
good npods and bad noods, and in a sense when | recall nmy nenory
| adjust for the reasons. You m ght even call nenory regression
adj usted noods, if that jargon makes any sense to you. So | guess
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it's quite natural that nmenory woul d be a broader and nore
bal anced report than nere nood. Do you see what | nean?

MR. DIENER. Right. O course | cane to that for a different
reason, thinking that it would nake sense for you to have, it's
like an attitude and you have it weighted, and just because
sonebody el se says sonething new right now it doesn't pull you
all the way there. | only pulls you part of the way there. Your
experience would be the sanme way. If you think you're going to
the Virgin Islands and you think wow, | |ove the beach and |I'm
going with my girlfriend, 1'"mgoing to have sex, all this kind of
stuff and then you think it's going to be great and then it's
pretty good, maybe it woul d make sense still to think that it was
alittle better than it was in terns of ms-renmenbering it.
Because over tine we would think that your ideology and
expectanci es would catch up with reality, but in the nmean tine
t hey provide a kind of anchor that gives you a |onger-term
per specti ve.

VOCE: | don't renenber the fact exactly, but the tenpora
pattern that Danny finds in his experience, utilities matter.
It's the peak you remenber or the end relative to the begi nning.
In some sense could your findings on the dating and the vacation
be a tenporal issue rather than a nmenory versus continuous issue?
That is, if you answer a question the next day versus two weeks
|ater, would that have the sane effect? O is it that you're
pi cking up the very end when you ask it two weeks |ater and
that's what natters? You' re taking sort of the average ot herw se.

MR. DI ENER: Yeah, the peak end stuff does not work in these
studi es. W have other data that show peak end effects where you
| ook at life and how your life ends that |ast day or |ast year
makes a huge difference in people's evaluations of a life.

But in these data the end, and it may be because they're
com ng back on the airplane or sonmething that they discount.
Maybe the end doesn't count and we need to nove back.

VO CE: [ naudi bl e]
MR. DIENER It could be because we're asking themto --

VO CE: | guess the question is when you say, it's
fascinating, the nenory knocks out the contenporaneous. Are there
different nonents in the contenporaneous that survive so if you
put in either the end or the peak or the mddle, do they all get
knocked out by the two week later menory? Or is it just like sone
average that the contenporaneous think it's knocked out?

MR. DI ENER: Yeah, and | don't know that.
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VO CE: That | think would be relevant to this resolution of
sort of Henry's question of gee, maybe this is bad news to the
cont enpor aneous neasure. If it turns out they all get knocked out
| think that is pretty bad news. But if it turns out that maybe
this is telling us which el enents of contenporaneous matter, that
woul d be kind of interesting.

MR DI ENER R ght.

One of the things that we found in our happiness reports in
general is that they very heavily weight frequency of the npods.
It's al nost opposite of sone of Danny's stuff, and intensity
enters second but much weaker. So that when a person says |'m
happy, people who are happy 90 percent of the time, even at a | ow
level, will still say I'"'man eight on a ten point happi ness
scal e. Whereas a person who's noods are up and down and they go
way up, will not say they're happy if they' re happy half the
time, but intensely happy.

VO CE: You touched on it a noment ago when you tal ked about
extroverts recalling things differently fromneurotics. Is it
possi bl e in your relationship study what you were tappi ng was not
how good the rel ationship was when you asked themto recall,
you' re tapping personality which is a good predictor of whether
people will stay together rather than sone neasure of happi ness?

MR. DIENER It could be, and we could look -- I can't even
remenber if we did |ook at, because we do have extroversion and
neuroticismneasures in nost of these studies. And | ook if you
pull that out so that it's really a selection of people rather
than actual the m s-renmenbering. That woul d be good to do.

VO CE: |I'mnot surprised about your results on the dating
because it seens to ne that when you ask peopl e how happy they
were in the past or what their past experience was, you're
getting in their response what's been happening in the interval
between that point in time and the point at which they're
answering. So if their experience with their partner was
i mproving then their recollection of how the past was is |likely
to come out better and be a better predictor of their future than
if the reverse is true.

So the reports of the past that people currently give are
systenmatically biased by the experience that has intervened. In
general , past happiness is under-estimted by peopl e because
their experiences inproved and they tend to evaluate their past
in ternms of the conditions that they' ve now beconme accustoned to.

MR. DIENER Right. But in the spring break study notice that
we had that a nonth before they left, the prediction, which also
seened to influence it. So it adds to that. It's sonething about
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your nental framework for the event, not just the intervening
t hi ngs that happened after you got back from spring break and so
forth.

Let me just sumthis up by saying now if you take equality
then, | think if you ask for global satisfaction with your incone
it's quite likely that you're going to conpare your inconme to
ot her coll ege professors, whereas if we take on-1line experience |
think all of a sudden whether you have bills you owe, whether you
can neet your daily needs, all of a sudden a bunch of experiences
conme in whereas your conparisons to other people naybe aren't
quite as inportant.

If we take recalled utility I would guess that perhaps your
on-line experience cones in, but in addition your ideology, your
expect anci es about, like if you have a | abor union that says
you' re not maki ng enough, all of a sudden that's also going to
enter into how happy you think you are in terns of your incone.

Then finally if we have a choice like Chris tal ks about
bet ween two jobs, you' re going to conpare the two inconmes in
t hose jobs and which is higher. That's going to be a very
strai ghtforward absol ute sort of judgnent.

So what | would guess is that we could get different effects
for equality of incone on happi ness depending on how we neasure
happi ness.

Let nme tal k about nunber four, causality because | do want
to show you sonme data and so forth. Henry Aaron, we had a
conference a Princeton five or seven years ago and he said al
this stuff is underdeterm ned that you' re tal king about with
happi ness. It's all cross-sectional, correlational and so forth,
underdeterm ned neaning to ne you can't tell which way causality
goes. So let nme show you sone data here. This is fromthe German
st udy.

[ TAPE CHANGE]

-- before they were unenpl oyed you see they were actually
slightly happier than the nmean for the sanple of these
i ndi viduals. They got fired fromtheir job, they got a new job
back. This is five years |later now. They're now making 90 to 95
percent of what they nade before and they're al so working again,
and yet Andrew Clark and |I tal k about the fact that they've been
scarred. Their |life satisfaction has dropped here. Wiy is that?

Wel |, one reason could be they've dropped in status, in
security, in their feelings about thenselves. But another reason
in ternms of this under-determnation is, maybe they were fired
because they took up al cohol or they had sone other nental
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probl em and they got fired and now they're | ess happy. So what
woul d be nice is if in these data we al so knew ot her things that
wer e happening to themin addition to whether they were fired.
"1l show you sone data about that, but in terns of causality,

let me just talk about a story fromny life in terns of does
happi ness make you unequal, or does inequality |ead to happi ness?

So | have, besides Robert, the adventurer, | have four
daughters. | have a replicated study here because | have
identical twns and then | have two younger kids who are adopted,
hard to place kids who we adopted when they were ten.

|"mgoing to tell you about daughter nunmber one, one of the
twins. As | say, they're both professors and so forth so they're
al nost identical. Then I'"'mgoing to talk to you about nunber
three, then I'mgoing to show you sonme data to suggest this.

Daught er nunber one's a college professor in California. She
wor ks hard, she has one child, she's married to an attorney.
She's about 33, she's up for tenure. They've paid off their
house. She jogs every day, she doesn't snoke, she doesn't drink
hardly at all -- maybe she should drink slightly nore. She does
all these things. Wien sonebody gets sick she's checking the
internet, she's telling you all about what all these things are,
etc. So she's very very careful. She and her husband nake, |
woul d guess, $125,000 or so a year, right? One's an attorney and
one's a professor.

Daught er nunber three they placed in our home because she
scored extraordinarily high on all standardi zed tests. Her 1Q s
over 150. She had never been in any school for nore than three
nmont hs but yet she scores at the 99th percentile on all those
tests, so she's very very bright but very very inpul sive.

VO CE: How ol d was she when she --

MR. DI ENER Ten. She was taken away from her nother who was
a drug addict by the state. They decided to put her in our house
because we're col | ege professors.

Now what's happening to her? She's overwei ght. She's very
overwei ght. Snokes really a lot, gets no exercise. Her kids were
just taken away by the state from her because she has been |iving
with a guy that was an ex-prisoner and he was in prison for being
a child abuser. She won a $40,000 |lottery about a year ago and
spent that noney in three days, so she was out of nobney again.
She's constantly coming to us for noney. She gets jobs and
i medi ately they start pronoting her because she can learn it
fast, she's very smart, and then after about a nonth they fire
her because she has to start borrow ng noney fromthe work pl ace,
fromthe cash register. So it's sort of a sad story, but |'m not
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asking for sadness here. But just contrasting the two.

Notice that one's income is probably 12 to 15 tines the
incone of the other one. There's great inequality here.

We sent Kia, the younger one, to college. She stayed three
weeks. She could have made it through coll ege but she's very
i mpul sive, irresponsible.

So the point is here, what's Marissa? Marissa's going to
live to be 90 or 95 probably. Right? Kia is probably going to die
when she's 60 or younger because of all these bad habits versus
good habits. So it would be very easy then for us to attribute
these effects out there to inequality or whatever or poverty,
whereas in fact they're really due to personality.

Now | don't want to say that all inequality or all poverty
is like that. Certainly it is not. But the problemis when we
have data, we have a lot of inequality that's due to one thing,
but then we have some other inequality, some poverty and so forth
that's due to sonmething else, and we can't figure out how to pul
t hese two apart.

So I"'mgoing to show you sone data --

M5. GRAHAM Didn't you argue, though, that they had a very
unequal early chil dhood experience.

MR. DIENER Sure, but that's irrelevant for the point here.
And they may have unequal genes in termnms of inpulsiveness genes.
But the point is that you find, oh wait, Kia has bad health
out cones and Kia has poor incone and Kia's unequal and Marissa's
got all these positive things. It doesn't matter where they cane
fromto begin with, but you're going to attribute themto
i nequality and poverty and really they're due to personality or
soret hi ng el se.

| want to show you sone data to show, and | think other than
anecdotal data this makes this thing real, that happy people do
better in life. And here is sone data that Danny and | have where
peopl e at age 18 when they enter college say they' re not
cheerful, slightly cheerful, etc., a bunch of in between steps,
to nost cheerful. They conme from poor famlies, average famlies,
or upper inconme famlies. These are all kids that got to elite
coll eges like University of Mchigan and Princeton and so forth.

Here's how nuch noney they make at age 33. The nost
cheerful, if their parents were poor, make $6,000 nore. If their
parents were average, nmake $11,000 nore. And if their parents
wer e upper incone mddle class people they nmake $25,000 a year
nore. Huge effects. Now we don't know why, but all I'msaying is
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that this can nmake the thing nore conplicated.

Let me show you marri age data. W all know that married
peopl e are happi er on average. But here are Gernman data and what
t hese show is, these are unmarried wonen. This is HLM so we
snooth out these lines. Actually | drew this by hand, of course.
But here's the thing. Wnen who are going to get married, |ong
before they get married, this is years before, are happier than
wormren who never get married.

About a year and a half to two years before their life
sati sfaction goes up. It peaks out when they get married. They
adapt back. And on average they cone back to where they were
before. They're still happier.

Now obvi ously sonme people do not adapt conpletely. They have
a great marriage. Some people cone down here and they have a
terrible marriage. But on average, what does this suggest? It
suggests that gee, maybe marriage is not the fact that's causing
this thing, but happiness is causing you to get marri ed.

The last one | want to show you has to do with health. Sone
of you have heard of the nun study. It was picked up in USA Today
and New York Tinmes and so forth. It's a study | didn't do but |
publ i shed in JPSP as the editor.

In the nun study the found out how happy these nuns were at
age 22. This was in a biography that they wote when the joined
t he convent. They said | love God, | want to serve CGod, | want to
be close to God, whatever they said. That's why |'m becom ng a
nun and here's what ny life's been |iKke.

They coded this for the nunber of positive affect words and
what |'mgoing to show you is the highest quartile, the happiest
quartile in terms of longevity and the | east happy quartile in
terns of |ongevity.

So the nmeasure was at age 22. Started follow ng these nuns
when they were age 75. Here's the survival rate at age 85 and 94.

They're still going on. These nuns are about 96 now, so the study
is not conplete. Happiest quartile, 90 percent of themwere alive
at 85, over half of themare still alive at 94. The | east happy

guartile, as you can see, a dramatic difference. Eleven percent
are still alive at 94.

Wat's the effect? W |learned today that the effect of
snoking -- it depends on if you snoke one pack or two, but let's
give it six years. The effects of heavy drinking, alcoholism
seen years. The projected curve on this is 9.3 years for being in
t he nost happy versus | east happy quartile. So we have a very
dramatic effect of happiness on these nuns.

Professional Word Processing & Transcribing
(801) 942-7044



ED DI ENER - 6/5/03 114

Now you may say well we're not nuns. That's right.
[ Laughter] So can we generalize? But the nice thing about it is
this sort of distills out the effect. Because it's true, the nuns
aren't snoking nmuch and they're not heavily drinking nuch and
they're not driving their cars fast and so forth. So a nunber of
t hi ngs have been elimnated fromtheir life that mght kill the
rest of us in here. So this really shows | think what the effects
of positive affect could be.

Wiy woul d that be, that happiness would matter? These are
some of the things that happen when you induce positive affect in
t he | aboratory.

You do an experinental induction, you show people a Coshy
novi e, you get themto wite about their life, you play happy

musi ¢, whatever it is. You'll see their self confidence
increases. In many circunstances, not all, altruismincreases,
whet her they'll donate part of their earnings for the experinment

to a charity. Activity level increases. Flexible thinking. Sone
people call it creativity. Conplex problem solving. Not sinple
probl em sol ving. Sociability wthout a doubt increases when you
i ncrease positive affect. Leadership, of course that goes with
the self confidence. And in sonme neasures health -- bl ood
pressure and so forth.

So if you have all these affects going on then at |least in
our society these affects seemto | ead to sone positive outcones.

|"mgoing to skip the possible benefits of inferiority so we
have a little bit of tinme for discussion and just say in
conclusion then that | think this is a really interesting area
and hopefully I've given you sone ideas that can take your
research in sone new directions.

Questions?

M5. GRAHAM | have sort of a nore general question but a
coupl e of comments.

On your causality stuff, rather than going into it, a |ot of
what our paper shows tomorrow is very simlar. That the causality
runs in both directions and it does conplicate stuff.

There are two points that you nade that | think are
particularly relevant to the whole inequality and happi ness
theme, and I'd like to see if we can bring the discussion there a
little bit. One is this whole issue of recent change and how
recent change in distribution for exanple can all of a sudden put
t he whol e i ssue back on the agenda. | think a lot of my work in
countries where there's a |ot nore econom ¢ change and
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transition, and often you'll find that a very small recent
downward change will w pe out ten years of positive economc
benefit in terns of |ife satisfaction. So people don't fall al
the way back, they fall back a little bit. But that has

t renmendous negative effects on their happiness. It works a | ot
wi th changes in the distribution.

But the other point you raised that | think really is
rel evant to the whol e inequality/happi ness policy debate in this
country is the salience point. You said people don't usually
t hi nk about inequality unless it's in a survey or it's in a
guestion. And certainly it's not in our political debate at all.
It just doesn't enter in at all. Wiy it's not, |I'mnot so sure.
|'"d be interested in Tom Mann's views or Cass' views or people
that think nore about sort of the political sides of things. Wy
isn't it on the U S. political agenda?

Then related to that is the whole issue of social
conparison. Do we | ook at people ahead of us in a good way or a
bad way, and the sort of standard accepted thing in the US. is
at least the sort of attitude thing, is that nost Anericans | ook

at Bill Gates in a positive way, not in a negative way, so they
|l ook at Bill Gates and they don't say wow, he has nore than ne.
They say, maybe 1'I|l be like himor maybe nmy kids will be |ike

him But it can't be all Americans that do that and there's got
to be sone section of Americans that | ook in a negative way.

| think here this may be linked to race. And maybe in our
political debate race is nore of a proxy for inequality than
inequality itself. And just one of the findings that struck us
along this line is Angus' finding on race and heal th and how t hat
out wei ghs the inequality issue.

So | just think this whole issue of salience. Are we
t hi nki ng about inequality differently at all in this country
politically? O maybe we really don't think about it.

MR. DIENER: One just brief comment and reaction to that is
internms of race. If you' re tal king about race you're probably
tal ki ng about African-Anericans. You're not tal king about Asian-
Americans who are quite different, I'm convinced, and so when you
tal k about African-Anericans you have an external |ocus of
control that what's going to happen to them bad or good has been
influenced traditionally by the central government. What's
happening in my life is not due so much to what | do but whether
peopl e are discrimnating agai nst ne and especially whether the
government has intervened on ny behalf. Then equality becones
quite inportant because all of a sudden it takes on a very
di fferent neaning, that sonebody else is responsible for it. If
|"'m not caught up to themit's because sonebody's doi ng sonet hi ng
wong. It's not because | haven't worked hard enough or |ong
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enough to get there, so | don't know, it's off the cuff reaction
to that.

VO CE: [lnaudible] I think it helps to have a clear view of
why we're interested in this, and therefore what is the thing
which we're really concerned with. I'd Iike to put in a word for
Jereny Bentham since he isn't here. [Laughter] Wiich is we should
be concerned with how people feel throughout their waking |lives.

So the sum of instantaneous happiness is the only thing that
matters. | nmean nenory may be sonething that contributes to how
you feel at different tines as you nentioned, but | think unless
we have an idea of what is the, as it were, the output of the
social systemthat we're interested in. W get confused because
we keep on noving from one consideration being inportant to
another. So that being the case, | think sone of these sort of
anbiguities are | ess problematical than perhaps they m ght have
seened from what you were sayi ng.

Qobviously there's a tension between that and whet her we, how
much of that instantaneous happiness we attribute to what's going
on inyou, as it were. | don't mean what's going on in you. To
your own input to the situation and to the input to the situation
fromthe external world.

| was wondering, it seenms to nme if we're focusing on utility
and how you feel, it's incredibly inportant, this question of how
ot her people relate to you as well as how you relate to them and
whet her we coul dn't sonehow have nore systematic studies of the
i mpact on people of the norns, if you like, to which people, that
are held by the people in respect to each other, nenber of
society, and then how our own reaction to other people is itself
affected by the nornms. |I'mthinking fundanentally.

The age-old question as to whet her society can nmake peopl e
who are | ess bothered about living up to the expectations of
ot her people and nore confortable with thensel ves because they
al | ow thensel ves to be thensel ves.

But the psychol ogists have they really addressed these
i ssues of the social inpact of the val ue systenf

MR DIENER |If you |l ook at these data it | ooks a whole | ot
I i ke how peopl e think about you, it nakes a big difference. But |
wi |l say the psychol ogists recently have gotten a little worried
about maki ng people feel confortable with thensel ves no matter
who they are, and for about 20 or 30 years we did that, namely
the self esteem novenent in the U S. where self esteemwas the
nunber one thing and we were going to boost your self esteem no
matter what.
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Al'l of a sudden Roy Baunei ster and others said boy, you
better have self esteemthat's based on sonething because we find
that crimnals have high self esteem and is that really a good
thing? And so the point is that we want you to have high self
esteem but we want it to be based top sone degree -- Now we want
to allow individual latitude and of course |I think we have that
in Arerica of how you get there. But that you' re doing sonething
positive and good for society and that's why you have self
esteem not sinply that everybody |ike Carl Rogers or M. Rogers
said we | ove you just for who you are, no matter who you are and
how bad you are.

So psychol ogi sts recently have reacted agai nst that.

In terns of the anobunt of respect, though, | think there are
data that show that, and you all know that data better than | do,
that it is related. If you're a kid in a school who's doing
better on whatever dinension, you' re going to have higher
socionmetric ratings and you're going to be a happier kid and so
forth. So we do know that | think

VO CE: [l naudi ble] -- change the valuations that people put
on status and the extent to which people are forced into a
situation where status is a very salient feature of life. Isn't
this a key issue for --

MR. DIENER. Right. And of course one evol utionary thing
woul d be statuses built in so we're going to do it. And | don't
know if that's true.

But what | was trying to point out is you can have st atus.
You can have an award-w nning dog and you walk in this room and
we don't know who you are. You wal k in another room and they say
whoa. This is our hero. This is the nost inportant person in the
world. W love you. And | wal k in somewhere and they don't know
who | am Then | go to nmy grandsons, they think | have high
st at us.

So | think that depending on what group you're in, what
you're tal king about -- We live in a multidinmensional world and
it's not all just built on incone. It's built on all kinds of
things that individuals in a pluralistic society val ue.

So it is okay. And | know people who are |ower m ddl e cl ass,
wor ki ng cl ass people, who think they're great because they sel
nore jelly at the street fair market than anybody el se. You say
oh, that's trivial, but they don't think so. They think it's
i mportant.

MR. OSWALD: W' ve nanaged to get into a tine bind again.
Andr ew suggested that we call for very succinct questions, the
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few who are left to ask questions. I'"mgoing to start by seeing
i f Andrew can pose a succinct question.

MR. EGGERS: All over the Western world governnent policy
focuses on what people do and what they have. Should it focus on
t heir expectancies? Should it manipul ate aspirati ons and
conpari sons?

VO CE: [Inaudi bl e] [Laughter]

MR DIENER. And | wanted to avoid the answer so | figured
|'d hear all the questions. Yes.

VOCE: | always find Ed's work so stinmulating and his tal k
was so stimulating, you hardly know where to start.

| feel like a lot of what you talk about is sort of like the
econoni st and the psychol ogi st passi ng each other in the dark
because you're tal king about all these individual things and
about why persons, individual persons are happy or not happy.
Your anecdotes are that sort.

When the econom sts | ook at income and happi ness they talk
about incone groups. If you take what people want, basically the
things that are inportant are incone, famly relations and
friendships, health, and | ower down the list work utility. These
are the things that are inportant.

MR. DI ENER Possibly spirituality.

VO CE: Yeah, you can lunp that in with the famly and
friendship thing.

But these things are inportant across the board for people
at different inconme levels. And there are real differences in the
attai nment of these aspirations by incone |evel.

So | think there is a real relationship here in saying well,
sonme people are interested in being the best soccer player or
somet hing doesn't get at sort of what economi sts are trying to
under stand about the nechani snms that are at work.

My other conmment is | really ambothered by this Gernman
study that says that marriage doesn't have any effect, or that
what's happening is only the people that are happy are getting
marri ed because it's directly contradicted by the General Soci al
Survey. So if you take a cohort of young people before they're
marri ed and you | ook at the happi ness of those who are never
marri ed and then you see what happens to that cohort as they age
from18 to 29, you find that the people who are narried are
happi er than the people who are not married. Nunber one.
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Now i f what was happeni ng was that you were sel ecting out
fromthese who were never married the people who were initially
happi er, then the never-married group should get progressively
| ess happy as nore and nore of themexit the never-married group
and get married. But what happens is the never-married group
remai ns at the sanme | evel of happiness fromages 18 to 29.

That nmeans there is not a selection going on in favor of
peopl e who were initially happier getting married. But what's
happening is marriage is having a positive effect on happi ness.
That continues over a period of at |east ten years.

Now why does the German study come up with different
concl usi ons?

MR. DI ENER And we have anot her study that shows it goes
bot h ways.

VO CE: Let ne just nmake one observation about that, okay?
You keep saying you're using |ongitudinal data, but you're not
| ooki ng at the same group of persons before narriage, during the
honeynoon period around the time of marriage, and after marri age.
MR. DI ENER No, no. W are.

VO CE: Those are overl appi ng groups. There are sone people -

MR. DI ENER No, these are --
VO CE: -- common but they are not the sane.

MR. DIENER: No, you're wong on that. These are identically
the same people that we followed the whole tinme. They start with

VO CE: | |ooked at the study very carefully.
MR. DI ENER We have the data.
VO CE: They cannot be the sane people.

MR. DIENER. They're coded with a subject nunber and you
mat ch t he subj ect nunber --

VO CE: Are you saying the sanme peopl e averaged at every
single point on that graph?

MR. DIENER That's right. And that graph I showed you are
the people who are in there for all the points.
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Now you can look at it with m ssing data points and so
forth. No, the 30,000 people are followed all through, and not
every person answered at every response tinme. But these are panel
data. These are |ongitudi nal data.

Now we have data to show that the marriage thing and
happi ness and sel ection goes in both directions, a nuch smaller
study. So I don't know why this study is different fromthe GSS.
And that's not the point of whether marriage really nmakes you
happy in the long run. Maybe it does. Qur analysis showthat it
does nake sone people happier in the long run and sone people
| ess happy in the German data.

That's not the point. The point is that here you have to be
very careful when you' re exam ning causality. These data suggest
t hat you better be careful about exam ning causality when you're
| ooki ng at cross-sectional data because it can go in either
direction.

So I'mnot trying to say that there's no marriage effect
because we do have a marriage effect in another data set. But
there's another effect going on there and it's a selection
effect. The selection effect is pretty clear. These are panel
data. And these are the sanme subjects for the sanme tine.

MR. FRANK: We're going to nove to the break now If we can
take a little bit shorter break than the schedul ed 15 m nute
break we can hope to end closer to the schedul ed stop tine for
t he afternoon and have nore tinme free to talk afterwards.

Thanks very nmuch, Ed, for a nice presentation.
[ Appl ause]
[ Br eak]

M5. GRAHAM W thout any further ado let's turn it over to
Bob Fr ank.
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ARE POSI TI ONAL EXTERNALI TI ES DI FFERENT FROM OTHER EXTERNALI Tl ES?

Robert Frank, Cornell University

Thanks, Carol.

| was telling a friend in France, the neeting | was goi ng
to, and | got back, just after getting back after spending a
month giving | ectures there [inaudible] on inequality and
happi ness [inaudi bl e]. That nust be a very unusual group of
people. | said, yeah it is in fact an unusual group and the one
cl ear piece of behavioral evidence |I've noticed is | don't think
|'ve been to a conference in the last three or four years where
none of the speakers in day-long presentations used Power Point.
Every single speaker so far has been [inaudible]. [Laughter]

"' mgoing to quickly make a few points. | don't think nost
of the points will be controversial to this group. People care
about relative consunption. | think you ve seen |lots of that
already. 1'mgoing to show you sone evidence that suggests that
concerns about relative consunption | ead to expenditure arns
races that focus on particular categories of expenditure. |l
describe this as the process of expenditure cascades. |'l]I
describe for you sone evidence or at |least refer to sone evidence
by others that these expenditure arnms races have as one of their
consequences that of diverting resources away from categories
t hat woul d have an inpact on subjective well being and | oadi ng
themup further in other areas where clearly there's not nuch
addi ti onal subjective well being achieved by across the board
i ncreases.

This is all material |'ve discussed at sone |evel in past
wor k, al though I can show you sonme very interesting new work that
"' mdoing with sone students that | think bears directly on the
guestion of whether inequality is the source of sonme of these
expendi ture cascades.

But the main question | want to approach today is that of
whether it's legitimate to try to rein people's expenditures in
in some way because of the harnful effects they seemto have. I'm
going to try to think about that in the nost restrictive
framework that | think exists in ternms of [inaudible] and
t hi nki ng about [i naudi bl e].

John Stewart MIIs criteria, this is a classical libertarian
governnent. You can't tell ne | can't do sonething unless it's to
prevent nme from harm ng sonebody el se. There's no ot her
legitimate reason for the state to [inaudi ble] what | do.

[ I naudi bl e] can show that | harm sonebody, then you can
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regul ate ne. That's necessary. But there are many things we all ow
people to do that do result in harm ng others. The alternative
woul d be wor se.

So | think I can persuade a neutral observer that here's a
case to be nmade for restraining expenditure in the interest of
preventing the kind of harnms that are caused by these expenditure
[ i naudi bl e] .

The traditional neoclassical nodel suggests there's a sinple
answer to this non-experinent that you have to choose between two
wor | ds once and for all, Wrld A where you' Il have a low relative
position but ten percent higher absolute than Wrld B. You ought
to choose Wrld A because absol ute consunption is the
econom cal ly rel evant determ nant of satisfaction. Mst people,

t hough, seemto need to think about which world they would
choose. These are two worlds where the incones are different only
because Wrld A is nore productive than Wrld B. There's no
inflation [inaudible].

Peopl e think about that and they wonder which would be best.
They seem enbarrassed that in the end they choose Wrld B, which
i s what nost people do choose when they're given that experinent.
But they don't seemto think it's odd that they chose it. The
i dea of having high relative inconme is advantageous, seens
transparent to many people. This conports very closely with data
t hat we have fromthe subjective well being or happi ness
literature which econom sts often don't |ike because of the
subj ective nature of nuch of the evidence. You can argue happy or
not. Wat can you possibly learn fromthat? But there is |ots of
objective evidence in this literature too. R chy Davidson
[i naudi bl e], the brain waves are heavily | oaded [inaudi bl e].
People like that are nuch nore likely to say they' re happy when
t he surveyor cones around. But behavior [inaudible] correlates
very cl osely.

Happi ness is sonething that [inaudible] neasure fairly well
and it seens like a good thing. If you could get nore of it that
woul d be good. If you didn't have to give up any inportant
[ i naudi bl e] .

VO CE: Just on that exanple, when | thought about it because
you used it in Luxury Fever, and the nore | thought about it the
nore | thought it's not just an exanple of relative, choosing
| ess absolute incone. It's not just an exanple of relative
position in the sense that you're nore likely to have the room
with the viewif you ve got --

MR, FRANK: Yes --

VO CE: So you get absol ute benefits.
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MR. FRANK: So yes, there are very real resources at stake in
terms of where you stand in the queue of the income distribution,
absolutely. It's not just relative. This is the classic line
[inaudi bl e]. There are so many [inaudible]. So yes, there are
real things at stake. That doesn't nmake the issue of position any
| ess interesting. Fromthe perspective of a traditional econom st
t hat makes it somehow nore real

VO CE: Except it does reconcile the absol ute consunption
thing. R ght? What M chael just says neans that if your utility
depends only on what you get, that choice is a perfectly rational
one if that's what people are thinking.

MR. FRANK: | didn't nean to say it was an anomal ous
deci si on.

VO CE: You said people's utility depends on their relative
incone. The relative consunption, |'msorry.

MR. FRANK: Yes, it does.

VO CE: No, but that exanple does not show that for the
reason that M chael --

MR. FRANK: | didn't say that that exanple showed --

VO CE: Surely you say price is a constant. It does showit.
Price --

MR. FRANK: -- won't be the sane [inaudible].

|"mgoing to take this given the two basic findings that di
Tella tal ked about this nmorning. I'lIl have ny own spin on why it
is that the happiness Iine is flat while the incone level is so
sharply rising. My take on that is that if we've been spendi ng
our incone across the board in equal proportional amunts on al
goods, that we ought to expect happiness to rise with incone. In
fact we've reallocated our inconme away from certain kinds of
goods towards others, and the reallocation is not random It's
quite systematic. And that we've in effect been | oading nore of
our inconme onto goods that don't have nuch bang for the buck and
in the process taking [inaudible].

Here is the relative income versus satisfaction. This
[inaudi bl e] Ed Diener's piece of research. The psychol ogi sts
sonetimes characterize this finding incorrectly |I've noticed in
many of their witings. There's a fairly wide commentary in that
literature that incone doesn't nuch matter for happiness,
relative or absolute, and I think that |ast statenent seens to be
based on the fact that if we | ook at the scatter of individual
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points in this diagramrather than the group val ue, where these
dots are, you'd see just a blur of noisy data, and if you did an
anal ysis of variants you'd find that the relative incone scale
vari abl e expl ai ned about two percent of the variants [inaudi bl e]
so not much [inaudi bl e] poor people who are pretty happy or

[ 1 naudi bl e] people who aren't very happy.

| think [inaudible] difference the way psychol ogi sts think
about data and the way econom sts do. Analysis is very in favor
of this kind of [inaudible] psychol ogy whereas we in econonics
think much nore in ternms of regression coefficients and so forth.

Here just a peak at the scatter diagram shows that the
effect is very large. If you nove fromthe bottom of the
[i naudi bl e] scale to the top of the [inaudible] scale, there's a
huge increase in average [inaudible]. The way to think about that
is if you were an unhappy poor person the best thing you could do
woul d be to get nore inconme. You'd still be an unhappy rich
person but you'd be a | ot happier than you were as an unhappy
poor person. So it's the effect of the change in incone that we
focus on as econom sts, and that's a huge [inaudible].

VO CE: [ naudi bl e]

MR. FRANK: |If there were [inaudible]? These are just points
on a scal e.

VA CE: [ naudi bl €]

MR. FRANK: Angus woul d want to [inaudible] deformthat axis
all we want by [inaudible]. But such as the variant isn't
happi ness, rich people are at the high end of the scale and poor
peopl e [inaudible] |low end of the scale.

There's big literature suggesting that there are sort of
fundanmental elenents of brain chemstry that seem focused on
relative position. [Laughter] -- capture the idea that these
reactions sort of cone unbi dden. They're not [i naudi bl e]
condi tioned. Nobody trained [inaudible]. It's easy to imagine
that [inaudible] she seens to be. It's [inaudible] visibly
calling to her attention that there is sonething that woul d be
nice to have and she doesn't have that, and [inaudible] setting.

In fact we train our children not to get up set in those
situations. Just to stay cool, don't think about what other
peopl e have. Pay attention to your own business.

"1l describe for you an experinment | did with ny two ol dest
sons when they were young.

The first day | poured each of thema full glass of orange
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ice. David was seven, Jason was two years younger. That was
ne. They drank the orange juice w thout conment.

On day two | cut themback to half a glass each. There was
no conpl ai nt, hey, how cone you cut our ration back froma ful
glass to a half a glass? They both drank their half gl asses
wi t hout conmment .

On the third day | gave David 7/8ths of a glass and Jason
3/4ths of a glass, a just noticeable difference. | put the
gl asses there beforehand just to see that | visually coul d detect
that they were different. Jason, ny five year old, he was sort of
| ooki ng back and forth between the two glasses. | could see he
was sort of trying to inhibit the reaction that was building up
within him and then finally just burst out, that's not fair, he
al ways gets nore than nme. [Laughter]

| said stay calm there's plenty of orange juice. Just ask
for it, don't worry about it.

W in cultural ternms go to great lengths to try and suppress
this reaction. It's a good thing that we do that. If you are sort
of too attuned to these kinds of differences you' re just going to
be m serable your whole Iife long. You'll always find sonebody
who's glass is a little fuller than yours. So we're sort of
conditioned to accept responsibility for turning our gaze in a
different direction.

That's a very inportant cultural |esson, when | think about
policies dealing with consunption [inaudible].

But I want to sort of nake the point first that this idea
that we woul d be sensitive to contacts in those ways is not
anything that is either abnormal or sonething that we should be
inclined to apol ogize for. If you could sort of fine tune your
kids' tenperaments, it's not at all clear you' d want to strip the
sensitivity [inaudible] couldn't function if the brain weren't
very highly sensitive to [contacts] in ways that make these kinds
of reactions | think uninhabitable.

Wi ch vertical line is |onger? These two people in every
psych |l ab where it's ever been done answer in high proportions
that the one on the right is longer. If you ask themwhy they'd
say it looks longer. Wiich it's supposed to |ook Ionger. In the
context in which it sits it's sort of doing a little bit nore
work in the gap between the other two lines than the line on the
left, nearly that same |length. | made them both fromthe same
same original segnent that | drew on ny conputer.

I f your brain sort of |ooked at that picture and said
they' re obviously the sanme size there would be sonething the
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matter with your brain. Psychol ogists would want to get a section
of it to find the I esion that caused you to get that wong if you
t hought they | ooked the sanme. They shouldn't | ook the same so you
don't need to apologize if you get that w ong.

You need a coat when you go out if it is a cold day. Well,
grewup in Mam. On a 60 degree day we knew the answer to that
guestion was yes, of course it's cold. You go to a high school
football ganme on a 60 degree day, you bring your coat. W're
huddl ed toget her.

In Montreal on a 60 degree day in February they know the
answer to the question too, but it's the opposite answer as in
Mam . It's obviously a warm day. How could you be so stupid as
to ask is it cold on a 60 degree day in February in Mntreal ?
Peopl e are cel ebrating howwarmit is.

Context has to matter in those ways just because the answer
to the question that's relevant to what you decide to do depends
al nost entirely in many cases on [inaudible].

How shoul d you feel about your living space? This is a
category of consunption |I'mgoing to conme back to several nore
times. You' re an executive of a conpany in G eenw ch
Connecticut. You re about to receive potential clients to discuss
a project over drinks in the evening. How do you feel as you
anticipate their arrival in this 500 square foot house?

It would be plausible to have a little nod of anxiety as you
are waiting for your clients to arrive. Naturally you're
concerned, what are they going to think about the kind of conpany
|'ve got going here if | live as the CEOin a 500 square foot
house |i ke that.

That's not a psychopathology to be a little apprehensive in
that situation. It's totally normal under the circunstances to
have that feeling.

| f, however, you're going to receive themfor drinks at the
G eenwi ch Marina on your 500 square foot yacht, the floor plan
shown here, you wouldn't feel that same knot of anxiety. In the
context of a house that floats that's actually a vast anount of
living space, a very inpressive space within which to receive
guests. If you look at this slide, the bedroomon that yacht,
it's 10 feet by 10 feet. That's by the standards of Anerican
m ddl e cl ass houses in the year 2003 a snmall bedroom W have a
12x12 bedroom at our house and one of us thought it was way too
small so we knocked out a wall and now we have a nuch bi gger
bedroom alnost twice as big, and yet it still doesn't seembig
by the standards of our community. If we had been living on a
yacht, though, we woul d have experienced --
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[ TAPE CHANGE]

-- contractor to do anything it would be to put a wall down the
m ddl e of the bedroom and rent part of the 12x12 bedroom out to
sonebody el se instead of building a bigger bedroom Al hinged to
the context in which you find yourself.

Smth wote about this. Smith wote about how it was
npossi ble for even a lowy day | aborer to appear in public

[

[inaudi ble] didn't have a linen shirt. If he didn't have at |east
a linen shirt then he nmust have been really guilty of sone
[inaudible]. -- the mnimal rules of the game, he'd have been
able to afford at |east that.

It's the same now. What's required in order to be able to
function wthout a sense of shame depends on the | evel of
community, the consunption standards that exist where you are in
the tinme and place where you happen to |ive.

The New York Tinmes Bureau Chief in Chicago did a nice piece
in 1998. He spent a few days with the Wllians famly in Dixon,

[I'linois which is a suburban comunity in western Illinois, very
[i naudi bl e] community. The WIllians famly lived just outside of
Dixon in a trailer park called Chateau Estates. |'ve since seen

several other trailer parks called Chateau Estates. The famly
earned a living above the federal poverty threshold by not a big
mar gi n, but both parents worked at | ow wage jobs. They had neal s
on the table and everyone was cl othed. But the experience of
[Wendy Lathe] living in that comunity was in many ways

psychol ogically difficult for reasons that | think nost people
woul d not blame her for experiencing that.

She nentions a conversation where she asked the girl where
did you get that shirt? It's a nice shirt. She knew it was out of
her price range [inaudible] small talk. The girl turned and asked
her, why would you want to know? As if to say you couldn't
possi bly [afford] such a shirt.

It describes that she spoke with pursed lips to hide a
slight overbite that she had. She asked her parents to take her
to the orthodontist, they couldn't afford to do that. The kids at
school were [inaudible]. So she had an experience there that
children in Adam Smith's day would just not have had with the
same teeth. In 1750 to have perfect teeth or an overbite just
wasn't a marker of social position because not even rich famlies
could afford to do anything about that condition. It didn't
really attract attention in the sanme way it did in that
particul ar comunity.

Do you know what it's |i ke, asked Wendy's nother, to have a
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daughter conme hone and say nom the kids say ny clothes are tacky
and then [inaudi bl e].

| think this is not about vicious envy, jealousy or
resentnment, any of the standard negative enotions that
[inaudible]. This is the kind of reaction I think I would expect
my kids would feel despite all |'ve done to try to train them not
to worry about it. | always tell ny kids, those are kids that
aren't worthy of your concern, anyone that woul d say such a
thing. I think they would agree with nme. They understand. But it
woul d still give injury to ny kids to experience that, and |
think it would be the totally exceptional kid who could
internalize that advice and wal k away with no trace of
psychol ogical injury in an experience |like that.

But | want to say still that probably in the end the proper
posture for us as a society is to encourage people to becone nore
t hi ck-skinned in response to their experience with injuries of
that sort. To say well, you're entitled to live alife free from
injury of that sort is just a condition that we cannot afford to
provi de people, and the very best posture we can strike as a
practical matter is to say get used to it. Try your best to
adapt .

VOCE Is it inportant that we think about what's the origin
of the allocation rule as it were? In the exanple of the orange
j uice, maybe an [inaudible] kind of difference between the two
gl asses show that you prefer one of the two boys. O for exanpl e,
| don't know, maybe in Anerica people don't care about this sort
of [inaudible] because they think they are due to effort. Wereas
in Europe if they think wealth doesn't conme fromeffort, or it
conmes from sonething el se --

MR. FRANK: It makes an enornous difference where you think
these differences conme from Wether you think in the end they're
justified, howinjured you feel by them Absolutely. If tine
permts |I'Il talk about some [inaudible] speak directly to that.

| think these psychol ogical costs are real costs. That's not
nmy point.

[ I naudi bl e portion of tape]

VO CE: What about the risks? The risks on the job? You said
peopl e are picking riskier jobs?

MR. FRANK: There's sone evidence that, aside fromthe
regul ation of risk, where we constrain what risks people are able
to take, that people are choosing a little nore risk given the
menu of choi ces they have.
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VO CE: Mchael Marnmot and | sit on a panel together and we
were looking into this. In the last 12 years the risk of injury
and death on jobs has gone down |ike a third.

MR. FRANK: And so has the risk of being killed in an auto
acci dent gone down. Even though there are those big vehicles. So
t here have been simultaneous changes [i naudi bl e].

[ I naudi bl e portion of tape]
VA CE: [ naudi bl €]

MR. FRANK: It's a big nunber and I don't think land prices
[ i naudi bl e] .

VO CE: Actually can you flesh out your point, Angus? So
given that it's control in the nmedian, why is it that the convex
woul d explain the inequality coefficient given the nedian is held
const ant ?

MR. DEATON: If there's a fixed amount of |land which we're
trying to [inaudible] --

[ I naudi bl e portion of tape]

M5. GRAHAM -- naxi mum of ten mnutes for questions. Maybe
we can collect themall.

Sandy Jencks?

MR. JENCKS: Help me to understand about the way this works
for the nedian household. | understand why if I"'min the second
percentile nmy costs m ght go up because | want to |live near
people who are in the first percentile. If I'"min the nedian
househol d and | was going to a school district in which the
medi an i ncone was that of the nedian household and all these
changes occur, it's unclear to me why it is that either the house
price in that district or the cost of living in that district has
changed or woul d change.

MR. FRANK: The story I'mtelling is for a new community
where everybody is building a new house, so I"'mnot -- In the
story | told | geared it to house size. Wen you' ve got an
exi sting stock of housing then | ocation beconmes the issue. There
are good nei ghbor hoods and bad nei ghborhoods. The gains in incone
at the top bid up the prices of houses in the best nei ghborhoods.
That means the second best nei ghborhood then becones a nore
costly, you want to live in the best area but you can't afford to
live there now so you live in the next best neighborhood, so the
demand goes up for those houses, and down the cascade --
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MR. JENCKS: Let ne recast it and then don't answer because
we were going to collect them The way you described it, it
sounded as though econom c segregation could solve all these
probl ens, and | want to know whether you think that's true.

M5. GRAHAM Richard Reeves and Richard Layard.

MR. REEVES: Thanks for the paper, Robert. | think you bring
us, for nme anyway, to the heart of the issue which is whether
what we know about the effect of relative income on happi ness
legitimzes restriction on consunption w thout unacceptable
violations of liberty.

| have one technical concern which doesn't keep ne awake at
ni ght and one phil osophi cal concern that does.

The first technical one is | wonder whether actually
econom ¢ inequality may reduce the cascading effect for precisely
t he segregation reason that has just been nentioned. The evidence
inthe UK at least is that rising incone inequality has been
related to rising geographical segregation. So to the extent that
peopl e's conparison groups are local, if inequality nakes the
| ocal areas nore honpgenous than they were before, that nakes
your cascade | ess cascady than otherwi se. That's the technica
guesti on.

The phil osophi cal one which worries me nore is the
l egitimacy of restricting consunption through taxation or sone
ot her nmechanism And this seens to ne to depend on how you define
harmin the sense of MII or other phil osophers.

| think there is an inportant distinction and we don't know
what M 1|l would think about this because |I'mpretty sure he was
tal ki ng about straightforward physical harm but we could argue
about that. | think there is a distinction between social or
psychol ogi cal harm and physical harm So if you |like, an extrenme
exanple is the purple shirt that offends you and hom ci de which
deprives you of your life. There's clearly a distinction between
depriving nme of ny liberty to wear this shirt and to kill you.

| actually think that in the exanple that you use in the
paper about free speech you kind of recognize the distinction
bet ween soci al and physical harm It is not allowed to shout fire
in a cromded theater, and | think there's a good reason for that.
| f you shout fire, you can cause a stanpede. People can be
physically harnmed by the resulting stanpede as a result of you
doing that. You can, however, shot boo, or rubbish during a
Shakespeare performance. Now that nay be unpopul ar --

VO CE: That's required. [Laughter]
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MR. REEVES: It's required.
VO CE: [l naudi ble] drive that [inaudible].

MR. REEVES: And no one would restrict that because of that
soci al and psychol ogi cal harm and not physical harm M fear is
t hat consunption and spending by the rich falls into the category
of social or psychol ogi cal harm whereas carbon di oxi de which you
use as an anal ogous situation constitutes physical harm

Soci al harm depends on what Ed D ener said about attributes.
| amonly socially harnmed by your possession of sonething if |
care about it, so as he said it's what we desire that makes
soci al comparison inportant.

So if for exanple what mattered was how you | ooked, then it
seens to ne there's no philosophical distinction between what
you' re suggesting and conpul sory surgery to make good | ooki ng
peopl e | ess good | ooking as in the fanous novel Facial Justice
actual |y happened, because you bei ng good | ooking is making ne
| ess happy because |'m | ess good | ooking than you.

W may say that status is defined by being better educated,
better read, having a beautiful spouse, being good at football or
whatever it is, and then start redistributing on that basis. Just
because it's inconme doesn't seemto ne to philosophically allow
you to start redistributing it and instead we should change the
soci al ethos that pronotes it.

MR, FRANK: | tried to stake out a fairly radical position
agai nst [inaudible] by saying [inaudible].

[ 1 naudi bl e portion of tape]

MR. FRANK: -- not the sane as the psychol ogical costs aren't
legitimate, but just to say if we recogni ze those as the basis
for conpensation then we [inaudible].

MR. REEVES:. It doesn't seemto ne that being able to put a
dollar value on it neans that you nove it out of the category of
psychol ogi cal harm After all you put a dollar value in your
paper on soneone wearing a purple shirt. | could put a dollar
val ue on how upset | amthat someone shouted boo in the m ddl e of

a play.

MR. FRANK: If | put you in a position of total inequality
you' re going to work |onger hours and drive | onger distances
bet ween your work and your hone and you're going to have a higher
probability of dying [inaudible].

M5. GCRAHAM We have two nore. Richard and Josh
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And let me just throwinto this sanme sort of set of concerns
just to mull over, to talk over dinner or whatever. | wouldn't
necessarily make this argument but | think there are many people
who woul d make the argunment that in the end you're tal king about
i nequality of outcomes that then have sonme effects that you are
measuring as costs. But there are people that woul d say the
inequality of outconmes are due to inequality of effort so

shoul dn't the people that made -- the reason that people have the
nmoney to buy the bigger houses is because they work so much
harder and they put forth nore effort and therefore -- How do you

deal wth the argunent of where the inequality came fromif
peopl e believe that the outcones are just? I'mnot saying | do
because | think there's a lot in inequality of initial
conditions, but a |ot of people that wouldn't buy your argunent
woul d make that case.

MR FRANK: [I naudi bl €]

M5. GRAHAM Richard and then Josh has the | ast word and
think we'll just respond over dinner if that's okay.

MR. LAYARD: Just a quick observation. W have al ways nmade
the distinction between pecuniary externality and technol ogi cal
externality and said that pecuniary externality affects other
peopl e through the effect on prices. O not a problem it's only
when there's a direct affect on utility.

|"mnot sure that you've not started to bring in pecuniary
external analysis where they shouldn't be brought in. | nean
certainly this house price affect, the commuting affect, sone of
these things | would have thought pecuniary externalities and we
shoul dn't be ashanmed to make the main case on the direct effect
on utility. That's what the case actually is primarily.

MR. FRANK: [ I naudi bl e]

MR. LAYARD: |f sonebody gets -- There's no inefficiency in
sonebody having to commute further because sonebody is spending
their incone in sonme particular way as a result of their incone

havi ng gone up. That works through the price nmechani smand has
the ordinary efficiency properties of the --

MR. FRANK: [Inaudi bl e] make that separation.

VO CE: [Inaudi ble] consunption is only a valid tax if it's a
non- [inaudi bl e] as opposed to a pecuniary account.

VO CE: Wth respect to housing, [inaudible].
MR. LAYARD: Sorry?
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VO CE: As far as zoning. We do have policies at |east
[i naudi bl e] growh which is an attenpt by a conmmunity to
expressly slow sprawl and [i naudi bl e].

MR. LAYARD: If | can just say, you deal with each distortion
directly. You shouldn't deal with a | and use distortion through
an income redistribution.

VO CE: |'mnot disagreeing with your point. What |'m saying
is that to the extent this problemexists there are instrunents
that are available --

MR. LAYARD. Right.

M5. CRAHAM Let's have the |last comment from Josh and
there's plenty of tinme to discuss this over dinner and tonorrow,
but I do think some people are going to want to break at least in
bet ween t he two.

MR. EPSTEIN. Not all the exanples [inaudible] at all. Every
[inaudible]. My real question is how do you respond to
[ i naudi bl e] ? How do you describe or [inaudible]? [Inaudible]
physi cal duty [inaudible]. [Laughter]

MR. FRANK: After this [inaudible] seens to suggest that if
everyone worked a little less they'd be [inaudible]. It doesn't
seem | i ke a good pattern for the individual to work a little
| ess. [Inaudible] W'll end up not achieving a |lot of the
[ 1 naudi bl e] .

MR. EPSTEIN: [ naudi bl e]

MR. FRANK: | argue that that's why we have policies like
that. That's why we have annual vacations, [inaudible]. If you
| eave individuals free to decide how much tinme to take off, they
won't take nuch tinme off. Even though when you ask themto vote
in a survey how nuch tinme they think everyone ought to take off
t hey give [inaudible].

M5. GRAHAM Speaking of time off, health, and happi ness,
let's all reconvene at Restaurant Norah at 6:30. It's at 21st and

Fl ori da. Dependi ng on how healthy you think claret is, |I'msure
there will be some there.
[ Appl ause]

[ THE CONFERENCE WAS ADJOURNED]
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