Br ooki ngs Warw ck Conference

Way I nequality Matters:
Lessons for Policy fromthe Econom cs of Happi ness

The Brookings Institution

June 5 and 6, 2003

Professional Word Processing & Transcribing
(801) 942-7044



MR. ANDREW OSWALD: Thank you very nuch for com ng, Strobe.

MR. STROBE TALBOIT: Thank you. Also thanks to Bob Frank
for what | know has been his participation in the preparation of
thi s conference.

There is only one dent i
can't spend the whole day wt
made intellectually happy, al
subjects that will cone up in

nmy happi ness today which is that |
you | earning and no doubt being
hough perhaps di scouraged on ot her
t he course of things.

n
h
t

There are lots and | ots of events going on around these
prem ses and every now and then there's one | would like to just
clear nmy decks and be able to sit in on for its entirety. |
can't do that, unfortunately, today.

|'d be in an even worse nood if we had our typical weather,
by the way. Those of you who have cone from el sewhere may think
that you are seeing the kind of late spring, early sumer day we

al ways have in Washington. Not true. |In fact Carol and Andrew
woul d real ly suggest that you adjourn to Dupont Circle and hold
t he conference there because no doubt we'll have thunderstorns by

t he evening and blizzards by tonorrow.

In any event | wanted to just say a couple of words about
the context of what you all are doing here today in terms of not
only Brookings' agenda, but | gather that of the University of
Warwi ck and perhaps other participating institutions.

W here at Brookings pride ourselves on a couple of things,
one of which is an attenpt to take difficult and inportant
subj ects that are suitable for serious econonics and soci al
sci ence and nake them conprehensible to | aynen including

policymakers. | think you are to be congratul ated, anong ot her
t hings, for taking what | gather social scientists have usually
cal |l ed subjective well being and calling it happiness. | think

that's definitely a step in the right direction. That's a
canpaign | associate Carol with very particularly.

The other thing is partnership. Brookings has believed very
much in partnering and collaborating with other institutions over
the years so this is by no nmeans a new thene, although it's one
that in the 11 nonths since |'ve been here I've tried to
enphasi ze in every way possible. | think that Andrew, what you
and Carol and Bob have done by way of bringing together several
institutions, notably including your university, is something
that we need to do a lot nore of. And the fact that there is a
trans-Atlantic and international dinmension to it makes it all the
nore val uabl e

The final point is the one that you stressed, Andrew, in
opening the session, and that is the interdisciplinary nature of
the group that's here and therefore the work that's going on.
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We have three departnents here at Brookings -- Econom cs
Studi es, Governance Studies, and Foreign Policy Studies, but what
we're finding increasingly -- and by the way Bell Sawhill who is
down at the end of the table finishing her breakfast, later this
sumrer is going to be taking over as the Director of our Economc
Studies program During the course of the 11 nonths that |'ve
been here we have tried to accentuate interdisciplinary
approaches to the whol e agenda of public policy issues, and |
think by the exanple you' re setting you' re going to help us do
that both within these walls and what we're able to do with our
partners.

Wth that, | just would wi sh you a good conference, and |
will look forward to maybe poking nmy head in fromtine to tine
and I"'msure Carol wll give ne a full report when it's over.

Thank you very nuch
MR. OSWALD: Thank you very nuch. Thanks for com ng.

|"d like to say sonething just for a mnute or two
t echni cal, about technical economcs, and then I'll hand over to
Carol and then Bob who al so have been allotted five m nutes of
i ntroductory time.

| wonder if | could get you to turn to the handout which is
| abel ed "Does I nequality Reduce Happi ness?" Just to give you a
background set of correlations. |If you' re short of that handout
we' ve got some spares here.

| f you estimte happi ness equations, in other words let's
say you pool up the general social surveys for 20 or 25 years and
estimate equations where subjective well being is the dependent
vari able, control for many kinds of denographi c and personal
factors also control out for so-called year effects and state
effects, then you find that when a state becones nore unequal its
aver age happi ness | evel drops.

Rafael di Tella with Robert MacCul l och and Alice Seiner have
al so produced this kind of results so this is not the very first,
but if you haven't seen such regression equations | think it's
worth knowi ng about this pattern.

We don't know why when inequality arises the average
recorded | evel of happi ness declines, but fromwhat |'ve seen in
U S data | believe it to be robust. Not enornous in size, but
certainly not negligible.

| won't say anything nore about that at this stage. Perhaps
| could hand over to Bob Frank from Cornell who has a few points
he wants to rai se.
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MR. ROBERT FRANK: Thanks, Andrew.

Carol and Andrew and | agreed that | would try to say
sonet hi ng about how this neeting cane to fruition. As we were
trying to reconstruct the history of it | believe at any rate ny
link started with a conversation with Andrew and a few ot hers of
us who have been working for a long tine on the |ink between
relative income, relative consunption and well being. | was the
ol dest in the group and I'mjust starting to feel apprehensive
that 1'mgoing to tunble off into the sanme abyss that's befallen
everyone el se who seens to have conmtted any significant anount
of career effort to this topic. Bev Veblin sort of generated
sonme interest when he first wote about it; Dusenberry cane al ong
and stinmul ated sonme interest for awhile; but invariably after a
flurry of interest this topic just recedes fromview and nobody
pays any attention whatsoever to it.

There's not a single nacroeconom cs textbook anywhere
publ i shed in the English-speaking world that makes nention any
| onger of the relative incone hypothesis, even though it's the
only one that can explain the patterns and cross-section tine
series data consunption

So ny concern was that we sonehow give this set of ideas a
little bit nore of a push if we could, especially since there's
this energing set of findings fromacross several disciplines
that all seemto be nmutually reinforcing. So the idea for a
conference on inequality, happiness, and the consequences of | ow
relative position was one that we discussed at that tine.

Andrew told nme that he and Carol had al ready been planning a
nmeeting on inequality and happi ness so the first thought was
maybe we could fruitfully conbine these efforts and view this
nmeeting really as a prelude to perhaps a series of neetings in
which we'd try to sort of push these questions a little bit
further and try to rescue this set of ideas which at one | evel
seens so transparently obvious fromthe obscurity they al ways
seemto fall into.

The econom cs profession today recomrends a whol e spectrum
of policies based on the idea that relative consunption doesn't
matter. The whol e Bush tax policy is based on that idea of tax
cuts for people at the top will stimulate effort and spendi ng by
people at the top which in turn will trickle down and nmake
everybody better off.

The best understandi ng we have fromthe evidence is they'll
do nothing of the sort. They'll increase spending at the top.
The primary effect of which will be sinply to raise the bar that
defines what people at the top feel they need w thout creating
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any neasurabl e i npact on happi ness, and yet they will cascade
down through the mddle and | ow incone famlies creating

addi tional senses of need to spend noney to keep up with
community consunption standards, and in the process make wel |
bei ng | evel s go down, not up.

So this whol e wong-headedness of the current economc
policy picture | think was also another main notive that we sort
of attacked the idea for this set of nmeetings with. | hope this
will prove fruitful fromthe beginning. |I'mreally excited to
see the people who have cone and assenbled to tal k about this
stuff.

MR. OSWALD: Thank you very nuch Bob, and Carol has various
poi nt s.

M5. CAROL GRAHAM  First of all, it's a real pleasure to see
everybody that's here. It really neets the idea behind the
conference which is to bring together key people fromdifferent
per spectives -- happi ness, health, devel opnent, econom cs,

i nequality, psychology -- to address the question of why
inequality matters, or does it nmatter.

Much of the literature, and certainly a |lot of just |ooking
around suggests that inequality has consequences for well being,
and via channels that can be influenced by policy such as health,
i nsecurity, savings and consunption behavior. And | think in

di scussing the topic of inequality, | know Andrew and | had had
di scussion about this, the literature of the happi ness approach
seens to be particularly illumnating in ternms of why inequality
matters.

The rationale for holding this conference at Brookings is in
part because nyself and many ot her col | eagues here -- Bel
Sawhi ||, Gary Burtless, Payton Young, others in the room-- have
t hought about various aspects of the inequality topic, but also
because Brookings is a good venue for nerging both academ c and
public policy perspectives and a good venue, as Strobe nentioned,
for interdisciplinary work. And as Andrew nentioned, we have
econoni sts, political scientists, psychol ogi sts, epidem ol ogi sts
and | egal scholars here today. That | think is a real bonus.

This certainly isn't the first conference on inequality at
Brooki ngs. The semi nal work of Art Okun in the 1970s anobng
ot hers sort of put Brookings on the map in terms of thinking
about inequality and we'd like to continue that. It certainly is
the first nmajor conference on happiness to be held here, and I
hope it's not the last. So our hope really is that merging the
t hemes of happi ness and inequality will help us better answer the
guestion of why does inequality matter for policy.
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As Bob nmentioned, | think this is a particularly inportant
time for the U S., at a tine that the direction of policy
suggests that inequality doesn't matter at all.

Lastly, thanks to Andrew and Warw ck University for co-
sponsoring this, co-organizing this. To Bob Frank also, for his
i nvol venent. And a very inportant note of thanks to Fiona Brown
at Warwick for all her organizational help and to Maggi e Kozak
who' s been unbelievably patient in really helping pull this whole
thing off.

Just a note about procedure. You'll note that there are not
any formal paper discussions because there were just too many
good participants to choose who should be a paper discussant, so
you're all discussants on every paper. So that's quite a burden,
but that's the way it is.

In terms of the presentational nodus operandi, the norm here
tends to be that people interrupt throughout the presentation and
| think we'll followthat. |If any paper presenters are
unconfortable with that, please just state up front that you'd
like to get through your whol e paper w thout any noi sy
interruptions and we will definitely defer to your w shes.

Lastly, very quickly before we start, why don't we just go
around the table and everybody introduce thenselves and with that
we'll turn to Richard WI ki nson's paper.

MR. CLI FFORD GADDY: |I'mdifford Gaddy from Brooki ngs.

MR. TOM MANN:  Tom Mann from Brooki ngs.

MR. RI CHARD W LKINSON: Richard W1 kinson, University of
Not t i ngham

MR. BRUNO S. FREY: Bruno Frey, University of Zurich.
MR OLIVER STUTZER: diver Stutzer, University of Zurich.

MR. ANDREW SHARPE: Andrew Sharpe, Center for the Study of
Li ving Standards, Otawa, Canada.

MR. ANDREW EGGERS: |'m Andy Eggers, Brookings.
MR. JOSHUA M EPSTEIN: Josh Epstein from Brookings.
MR. > [!'naudi bl e]

MR. RI CHARD REEVES: Richard Reeves. |'m self-enployed
[inaudi bl e]. [Laughter]

Professional Word Processing & Transcribing
(801) 942-7044



| NTRODUCTI ON - 6/ 5/ 03 6

MR RICHARD M SUZMAN: Richard Suzman, National Institute
of Aging at N H.

MR. M CHAEL MARMOT: M chael Marnot, University Coll ege
London.

MR. RI CHARD LAYARD: Richard Layard, London School of
Economi cs.

MR. MOSES SHAYO. Mbses Shayo, Princeton University.

MR. ED DI ENER: |"m Ed Di ener, Psychol ogist fromthe
University of Illinois. And | think I m ght have been the person
who nade up the term subjective well being. |1'mnot sure.

[ Laughter] However, let nme point out to you that | didn't have
tenure, and then | started using the word happiness after | got
tenure. [Laughter]

M5. CAROL GRAHAM |1've certainly introduced nysel f, but
just a note, after you use your m crophone please turn it off
because we can only have three on at a tinme. It affects the

transcri bing. Thanks.

MR. ANDREW OSWALD: | ' m Andr ew Oswal d. |''ma Professor of
Econom cs at Warwi ck University in England.

MR ROBERT H FRANK: Bob Fr ank. |'ma Professor of
Econom cs at Cornell.

M5. | SABEL SAVHI LL: Bell Sawhill, Brookings.

MR. CASS R SUNSTEIN. Cass Sunstein, Law and Political
Sci ence, University of Chicago.

MR. ANGUS S. DEATON. Angus Deaton, Princeton University.

MR. ROLAND J.M BENABOU: Rol and Benabou, Princeton
Uni versity.

MR. M CHAEL R HAGERTY: M chael Hargerty, Psychol ogy,
Uni versity of California Davis.

MR. RICHARD A. EASTERLIN. Dick Easterlin, University of
Sout hern Cal i forni a.

RAFAEL di TELLA: Rafael di Tella, Harvard Busi ness School .
MR. HENRY J. AARON: Henry Aaron, Brookings.

MR. ROBERT MacCULLOCH: Robert MacCul | och, Princeton
Uni versity.
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MR. M CHAEL HOUT: |ke Hout, UC Berkel ey.

MR. CHRI STOPHER JENCKS: -- Jencks, Kennedy School at
Har vard

MR. GARY BURTLESS: Gary Burtless. |'man econoni st here at
Br ooki ngs.

MR. OSWALD: Thank you very much, Gary. It's always worse
going last, | think on a huge roundtable |ike that.

Thanks very much. | think we'll have a break now and | et

the TV caneras go and Strobe, if he hasn't, is welcone to depart
and do his duties.

We're going to nove to the first proper paper which will be
by Ri chard W/ ki nson.

Ri chard WI kinson is an epidem ol ogist, | think a social
epi dem ol ogi st m ght be an apt description but he can speak to
that, fromthe University of Nottingham Medical School in
England. Richard is going to tal k about individual vulnerability
and social structure.

Sonme of you will know what | call the WIKkinson Hypothesis.
| don't know whether this is accepted jargon, but that's what |
view as the idea that the amount of inequality affects the
aver age health, perhaps even the average |longevity in a country.

Thank you very nuch, R chard.
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| NDI VI DUAL VULNERABI LI TY AND SOCI AL STRUCTURE
SOCI AL CAPI TAL, HEALTH AND | NEQUALI TY

Ri chard W/ ki nson
Uni versity of Nottingham Medi cal Schoo

| want to put together a picture of how !l think the
i ndi vidual variables are affecting health, just |like the social
vari ables, relate to social structure. Qur individual
sensitivities to our immedi ate social environnent affect, or give
us a clue how the social structure affects health nore w dely.
But 1'mgoing to start with what | hope is a good beginning for a
meeting like this.

This is a graph showing the size of the neocortex as a
proportion of the rest of the brain in a | arge nunber of species
of primates -- the nonkeys, the prosimans and homnoids -- in
relation to group size. |'maware that archaeol ogi sts assune
that the relationship is fromgroup size, despite the way these
axes are, fromgroup size to the neocortex ratio, but whichever
way around the relationship is, it seens to nme to be telling us
that our brains are a nuch nore social organ than we usually
imagine. And in sonme ways | think what | want to say is
unpacki ng what we nean by saying that we are social aninals.

My interest in this whole subject started with health
inequalities and I'Il just showyou a little bit of British data.
M chael Marnot | think is speaking tonmorrow and will show you
sone of the things that | normally like to include in ny talks

but haven't this tine.

This shows differences in |ife expectancy between
pr of essi onal occupations at the top and unskill ed manual
occupations as they changed in the early to md '70s, a
difference of sort of five, five and a half years in life

expect ancy between those groups. In the early to md '90s
expanded dramatically to nine and a half years in nen, six and a
hal f in wonen; and sonme dimnution in the latest period. It's

not quite clear whether that's the result of governnent policy.
It looked as if it's the result of a slight pulling up of the
| owest group.

These health inequalities, as nost people here know, go
right across the society. Mchael wll tell you tonorrow about
the two major Wiitehall studies of 17,000 and 10, 000 ci vil
servants which are exclusively studies of office workers, people
wor ki ng in the sane governnent offices and we see a soci al

gradient in health right across -- three-fold differences in
nortality anongst people working in the sane offices nearly al
of whomwoul d call thenselves mddle class. It excludes the
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unenpl oyed, the honel ess, people like that. So we need to think
of this not just as about poverty.

Al t hough of course material factors, bad diets and housing
and so on nmake an inportant difference, | want to tal k about the
part of the picture which | think has becone, which has inpressed
us by its inportance perhaps over the last five or ten years.

The psychosocial factors which turn out to be a nmuch bigger part
of the explanation of these inequalities than we originally
t hought .

| think one can group theminto these three major categories
and there are of course a lot of other elements but | think I've
packed nost of them away here. For instance, hostility is an
inmportant risk factor for health, but it's very closely rel ated

to social status. And sense of control | put here. Workplace
control, which a nunber of studies have shown is inportant to
health. Again, | suspect that is the sort of fine grain of

soci al st at us.

By | ow social status | don't nean just poorer materi al
living standards. | nean sonething |ike social position, issues
to do with dom nance and subordi nation

We know this partly because of the inportance of a range of
psychosoci al vari abl es, how powerful they are in the
epidem ol ogical literature, but also because if you | ook at the
curve of life expectancy against GNP per capita, it rises sharply
anongst poorer countries and then | evels out anongst the rich
devel oped countries. And if you take the 25 or 30 richest
devel oped countries, there's virtually no relationship. 1In fact
amongst the 25 richest countries a slightly negative rel ationship
between GNP per capital and |ife expectancy, presumably partly
because of the United States.

It's also a conclusion we conme to that we're dealing with
social status itself rather than material |iving standards
because of animal studies. The effects of social hierarchy on
animals. Wen you can unanbi guously separate out the effects of
material standards fromissues to do with social status, and
where you can al so mani pul ate social status in a way you can't
anongst human bei ngs.

Weak social affiliations. Al npbst any neasure of soci al
connectiveness, friendship, involvenent in community life,
whet her you have cl ose confiding rel ati onships, and two- or
three-fold differences in nortality often found in relation to
measures of social affiliation. Three- or four-fold differences
in nortality sonmetinmes found, depending on what the groups you're
conparing are and which countries you nake the conparison, but
two- or three- or four-fold differences in nortality between high
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and | ow social status. People with strong and weak soci al
affiliations. And stress in early life is com ng up the agenda
fast.

Initially people show ng, particularly David Barker,
associ ati ons between |l ow birth weight and vulnerability to heart
di sease, stroke, diabetes, and a nunber of other conditions in
later life.

It looks increasingly as if that is not a story of poor
nutrition in pregnancy |leading to low birth weight and that to
sonme physi ol ogical inpairment, but a different process of perhaps
tuning or programm ng stress responses early on. That in the
devel oped world it |ooks as if perhaps the main cause of |ow
birth weight is stress in pregnancy. Cortisol, one of the
i mportant stress hornmones | understand crosses the placental
barrier so there's a correlation between maternal and fetal
cortisol, but also a correlation between birth weight and
cortisol in mddle age.

| suspect actually that the prenatal story is part of the
sanme picture as the postnatal issues of stress to do with poor
attachnent, domestic conflict, things that psychol ogi sts have
told us were inportant for a long time. In a way what we're
doing is getting to understand the physiol ogical side of those
i nportant psychol ogi cal processes. But all of them i ncreasing
death rates in later life

|"mnot a biologist and | feel obliged to say sonething
about the biology of chronic stress. M understanding of it is
that it involves a switch in physiological priorities from al
sorts of things inportant to health mai ntenance and things that
if you're facing a brief enmergency, a challenge, a threat, you
nobi | i ze energy for nuscular activity. You becone very alert or
aware of what's comng at you. But during those brief
energencies all sorts of |ess urgent processes are down-
regulated. So things |like tissue maintenance and repair,
di gestion, reproductive functions, growh, processes |ike that
don't matter if you're having to save your skin. Particularly if
the worry, the anxiety goes on for weeks or nonths or years.
Then you get a wi de range of health consequences. You becone
nore vul nerable to a wi de range of conditions.

And this research actually, and there are sone very

interesting bits of work that have been done on these processes.

For instance they're not just observational epidem ol ogical
studies that underlie what |I'mtal king about. Peopl e have, for
instance, made little puncture wounds in | think the backs of
peopl e's hands and neasured how fast they heal and found they
heal nore slowy anongst people who have bad marital
rel ati onships. Wat's his nane, Cohen, | can't renenber, at
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Harvard has gi ven peopl e nasal drops containing cold viruses so
he gi ves people a known neasured exposure to infection and finds
people with few friends, |ess good social networks, friends in
few areas of life, are over four tinmes as likely to devel op colds
as a result of that same neasured exposure to infection. So
there seemto be big physiol ogical effects of stress.

| think one of the inportant points that comes out of this -

- inportant not just to people like nyself interested in health,
is that if you |l ook at those three categories of psychol ogical
risk factor | started out with, and if it is true that they
affect health through chronic physiological arousal, then in a
way what the epidemology is telling us about is those are the
nost i nmportant sources of chronic stress in nodern societies.
They're inportant not only because there are big differences in
relative risks, as | said, two- or three-fold differences in
nortality between the high and ow in each of those three
categories | showed you, but al so because so many people are
exposed to those risks. You mght |ook at exposure to sone
occupational chemcal and find there's a two-fold risk of
nortality between exposed and non-exposed, but tiny proportions
of the population will be exposed to sone occupational chem cals.
These are inportant to public health because so many people are
exposed to them and because relative risks are inportant.

So maybe it's worth thinking about those categories as the
nost i nmportant sources of chronic stress in nodern societies.

| think though they're telling us sonething else. It seens
to me that maybe they are all pointers to the sane, if you |like,
underlying source chronic stress. |If you think of the insecurity

that comes fromearly life, the personal insecurity that one can
feel fromearly life, that perhaps is not so far away fromthe
insecurities that come fromlow social status. There's sone data
t hat suggests one nmakes you nore vulnerable to the other or can
of fset the effects of the other. They're both associated with

hi gher basal cortisol levels. W use simlar words. W talk
about insecurity for both of them fears of inadequacy, | ooking
stupi d, being | ooked down on, whatever.

But friendship fits into that same picture because if you
have friends there are people around you who appreci ate you, who
t hi nk you're okay, and they'll find you interesting, attractive,
whatever it is.

If you don't have friends, you feel left out, excluded, not
invited to things, you start to be filled with all those
anxi eti es about maybe they find ne boring, |I'munattractive, al
those sorts of things. | suspect what those categories of
chronic stress mght be telling us about is that in a way the big
issue is how we negotiate the social space, social relationship,
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the social environment. W are reflexive beings. That's what we
mean by being social. W know ourselves through each other's
eyes. W experience ourselves through each other's eyes. W
have to, as social beings, nonitor other people' s responses to us
all the tine.

| " m suggesting that maybe what the social epidemology is
telling us about is that that is the central issue for people,
particularly in nbdern societies where we're not growing up in a
community of people we've known all our lives, but having to
negoti ate new rel ati onships over tinme. | think it's interesting
that even over fairly short periods of ten years or so, you can
see anpbngst school children, for instance, increasing proportions
who are dissatisfied with physical appearance and so on, nore
worried about being fact or their teeth or whatever it is.

This picture I"msuggesting | think is in some ways a happy
one, not in the sense of this conference, because it seens to ne
it coincides rather with what sonme of the great sociol ogical
t hi nkers have been telling us for a long tine about how the
social gets into us. How we are socialized. The inportance in
terns of conformty of shanme and enbarrassnment and things |ike
this. 1t's about how you're seen.

But just as that's how the social gets into us and we're
socialized in terns of behavior and so on, it's also how the
soci al gets under the skin and affects health. So I think those
two pictures cone together in quite a nice way.

| like to show people this little quote as an indication of
how the securities fromearly life interact perhaps with issues
to do with social status. This is Beatrice Wbb who | think was
inmportant in the founding of the London School of Econom cs, an
inmportant early socialist in the beginning of the 20th Century.
Bertrand Russell quotes her saying, "If ever | felt inclined to
be timd as | was going into a roomfull of people | would say to
nmyself you're the cleverest nenber of one of the cleverest
famlies in the cleverest class" of what we then i nmagi ned before
we were overtaken by the Anericans, "of the cleverest nation in
the world. Wiy should you be frightened?”

But though she can use her social status to offset those
personal insecurities, if you read for instance Sinon
Charl esworth's book, "Phenonenol ogy of Working C ass Experience",
you find just the opposite. That if working class people want to
experience thensel ves as know edgeabl e, intelligent, generous,
funny, they have to avoid socializing with mddle class peopl e,
avoid going to pubs where there are mddle class peopl e because
al ways the presence of m ddle class people nakes them appear
ignorant and stupid and all the rest of it.

Professional Word Processing & Transcribing
(801) 942-7044



RI CHARD W LKI NSON - 6/5/03 13

So with that picture of, if you like, our individual
vul nerability to the social environment | want to then nove on to
what makes those vulnerabilities better or worse in ternms of the
overall social structure. And of course any social problem
whet her you're | ooking at unenpl oynment or violence or who gets
i nvolved with drugs or whatever, you can always | ook at the
i ndi vidual risk factors. You can always see why it's these
peopl e who have these probl ens and not those people. You can
find the things in early childhood, in their educati onal
experi ence and so on, which explain it. But it never explains,
that kind of anal ysis never explains why one society has 20
per cent unenpl oyed and the other perhaps two percent. You have to
| ook at the social structure.

"' mnow going to nove no to talk a bit about increnent

equality and its affects. | think at this point | should

acknowl edge Angus Deaton's very inportant criticisns of this
work. | accept sonme of it but | think not all of it, and Il
cone -- Well, for me sone of the problens that still remain after

readi ng Angus' work are | suspect that the relationship between

i ndi vidual inconme and health should not be treated as an affect

of your material circunstances on your health, but is a measure,
| suspect, of your social position in society, your social class
posi tion.

Al so rather than thinking of incone inequality as a sort of
di fferent dinension of factors affecting health, | suspect we
shoul d be thinking of it in terns of a measure of social class
differentiation, telling us something about the social distances
in a society and maybe the inportance of social differences in a
soci ety of dom nance and subordi nati on.

But | nmust say when reading Angus' criticisnms in this field,
with other critics | often feel anger and hurt and so on, but
with Angus | always feel wth adversaries |ike himwho needs
friends?

So I"'mgoing to go through sone of this, just a little bit
of the material. Many people will know these rel ationshi ps.

This is the proportion of incone going to the poorest half
of the population along this axis, so in California you have
about 20 percent of the society's incone going to the poorest
hal f and 80 percent going to the richest half. And here you've
got death rates per hundred thousand.

Looking at it in this age group, which typically is one of
t he age groups perhaps with infant nortality where you get sone
of the largest class differences in health. That's one
i ndi cation that maybe these relationships are affecting, are
related to the health inequalities that | started out wth.
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So you have the Anmerican states and the Canadi an provinces.
Interestingly, no relationship | ooking at the Canadi an provinces
on their own, though the whole of Canada is where it should be
nore egalitarian and better health or | ower death rates than the
United States.

Thi s next graph, Nancy Ross and Jim Dunn allowed nme to show.
They haven't yet published it. | had sone trouble fromthe file
they sent ne of getting the dots clear. The long-tine Swedi sh
dots were white.

Anyway, along here we've got the sane neasure of nedian
share of inconme and working age nortality, in 528 cities from
five countries -- U S., Australia, Sweden, U K and Canada.

Interesting, | think, | suspect this is Ml bourne here, that
nost of the big cities lie closer to the line you' d put through
them the regression line, and the outliers are the small cities.

| have explained in one or two places why | think inequality
needs to be neasured over | arger areas rather than smaller areas.

Part of that is why I'm suggesting, and it's related to why I
suggest that inequality is measuring basically the social class
differences in a society which are usually issues to do with, the
reference points are usually national

Al though in the United States you have significant
relationships just within the United States a weaker but stil
significant relationships just in Britain. |In Australia, like
the data | showed you for Canada, no relationship w thin Canada
or Australia. They' re both where they should be on the graph but
not relationships within them So inequality doesn't tell you
why one Australian or why one Canadian city is healthier than the
other. Though it does tell you maybe why they are roughly where
t hey shoul d be.

Q [ 1 naudi bl e]

A On an analysis of American cities by John Lynch and
CGeorge Kapl an, they conpared themw th, Mchael, do you renenber?
Vi ol ence, suicide, heart disease. A package of very substanti al
causes of death that they say, to give us an idea of the size of
differences in nortality between, | think they said also all road
crashes as well. So an inportant part of nortality.

| think it's interesting also, this graph produced by
M chael Marnot and Martin Beauback, Eastern Europe. |It's
interesting al so because it's |ooking at data dealing with
changes in this period of rapidly changi ng economic
ci rcumst ances.
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What has puzzled ne is -- | originally started | ooking at
this data because | thought | had evidence that --

M5. GRAHAM Coul d you put that slide back up? | don't
think we got a chance to really see it.

MR W LKINSON: Sorry.

The change in coefficients over this period 1989 to 1995 and
change in |life expectancy at birth. There's also a cross-
sectional rel ationship anongst those countries that George Davis
Smith showed and sone evi dence of relationships between the rise
innortality in the early '90s and i nequality anongst the 80-
somet hi ng Russi an regions. Frankly the ones that did worst
weren't the ones that had the greatest absolute poverty, but the
ones that started out, had the greatest inequality.

Al though | | ooked at these relationships first because |
t hought | had evidence that the relationship between i ndividual
i ncome and health was curvilinear and causal, |'ve noved on from

that view But | did start off with data fromthis simlar group
of OECD countries where | find relationships |ooking at
changeover tinme, looking at |life expectancy at birth. And now
there seens to be only a relationship in infant nortality. dd
age as the relationship in these countries seens largely to have
di sappeared. | don't know why. It m ght be given the |arge
changes in income distribution, that maybe nortality at ol der
ages reflects --

VO CE: [ I naudi bl €]

MR. WLKINSON:. You don't think it's correct. | wsh |
remenbered where we got it from but in a great many anal yses
US. nortality is a [inaudible] in that sort of way.

VOCE: | know that. There is [inaudible].
MR. WLKINSON: This is 1991 dat a.
VO CE: [ I naudi bl €]

MR. WLKINSON: Yes, other people have said it holds the
infant nortality in this sort of way. But anyway, why it doesn't
hold it old age groups, maybe the death rates of people at old
ages reflects earlier inequality. Maybe it's sonmething to do
with the changing distribution of relative poverty. It used to
be the old who were predom nantly the poor. Nowit's young
famlies with children. That has big inplications to age-
adj usted death rates and so on.
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In a way what | want to enphasi ze throughout this is | think
put best by the anthropol ogi st Marshall Salins talking about
poverty. He says, "The world's nost primtive people have few
possessi ons but they are not poor. Poverty is not a certain

smal | anmount of goods."” Renenber, this is an anthropol ogi st
talking. "Nor is it just a relation between neans and ends.
Above all, it is a relation between people. Poverty is a social
status. As such is is an invention of civilization. It has
grown with civilization as an invidious distinction between
classes.” That's very nmuch the view that | think hel ps one

under stand sonme of these relationships best.

One could stop there and just say okay, health is being
affected by a greater burden of relative deprivation, but | think
there's nore to it than that. M reading of the evidence is that
nore unequal societies have a different culture. They're nore
aggressive, they're nore violent, |less trusting, nore
di scrimnation both against ethnic mnorities and perhaps agai nst
wonen, | ess involvenent in comunity life, |ower social capital

In a way what | think the data shows is just as the early
socialists believed that, they argued for greater equality not as
a sort of fairer share-out of goods between self-interested
i ndi vi dual s, but because they saw it as a sort of road to human
harmony. Fit it in with ideas of conradeship, brotherhood,

si sterhood, and so on. | think we put all that aside because we
t hought it belonged to a kind of utopian world of perfect
inequality and it was actually irrelevant to practical life.

However it seens to nme what the data is telling us is that
small differences in inequality matter. 1'mgoing to start with
de Tocqueville. People often cite himas one of the first people
who drew attention to the inportance of social capital and
strength of civic comunity life in the United States during his
visits in | think 1830. But they never enphasi ze what he thought
| ay behind the strength of civic life in the United States. Hi s
first paragraph in the book, "Denocracy in Amrerica", he says,
"Anmong the new objects that attracted ny attention during ny stay
in the United States, none struck me with greater force than the

equality of conditions. | easily perceived the enornous
influence that this primary fact exercises on the workings of the
society. It gives a particular direction to the public mnd, a

particular turn to the | aws, new maxins to those who govern, and
particul ar habits to the governed."

He goes on in the next couple of paragraphs to enphasi ze the
i nportance of what he called the equality of conditions. O
course for him visiting the United States then what was exciting
about it was that it was a society without a | anded ari stocracy,
wi thout a feudal nobility and so on.
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Let me just show you very quickly a little bit of data on
issues first to do with trust. These again are Anerican states.
This time the Robin Hund index of income inequality. Here
you' ve got the proportion of the popul ati on agreei ng that nost
people try to take advantage of you if they got the chance. This
is Ichiro Kawachi and Bruce Kennedy's worKk.

| think it's worth pointing out in this relationship where
the variance in trust is, about half of it seenms to be related to
the variance in inconme distribution, that there are hugely
important differences in the anmount people trust each other.
From around 10 percent of the population feeling they can trust
others to 30 or 40 percent of the population feeling they can't
trust others. Huge differences.

In hire recent book Eric Oslaner has shown simlar
rel ati onships internationally. This tinme instead of m strust
being at the top, trust is at the top so the line slopes down.
So these are countries, |leaving out the countries with comuni st
| egaci es which | suppose | ook different. But that's copied
straight fromhis book

Robert Putnamin his Italian book enphasi zes the inportance
of an egalitarian social ethos, a denocratic social ethos, and
goes as far as saying in his measures of involvenent in conmunity
l[ife that equality is an essential feature of the civic
community. He doesn't nean incone inequality, he neans soci al
attitudes to, nore egalitarian social attitudes. But he does say
t hat anongst the 20 regions of Italy there's a .8 correlation
between his index of civic community and his inconme inequality.

He says things like, "Citizens in the nore civic regions
like their | eaders have a pervasive distaste for hierarchical
authority patterns.” And you may renenber that he distinguishes
bet ween horizontal relations in the civic areas and the verti cal
rel ati ons between patron and client in the areas of Italy where
there is less involvenent in community life. In ["Bowing
Al one"] he shows again a cross-sectional relationship between his
soci al capital index and incone inequality. And he enphasizes
over time how trends in inconme inequality and trends in social
capital have mrrored each other. Incone distribution narrowed
until the late "60s in the United States; social capital
strengt hened throughout the early part of the century until the
|ate "60s; and then the trends were reversed. |ncone
di stribution w dened al nost continuously since then, and soci al
capital declined. He really enphasizes how cl ose those trends
are, though not surprisingly in his chapter on the causes of
changes in social capital.

| had the good fortune to debate with himthis relationship
between equality and social capital in a neeting set up by
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M chael Marnot at University College a nonth or so ago and | was
pl eased that Bob Putnam said that undoubtedly inconme equality and
soci al capital went together and indeed had nore data on that
than | had seen. And to the extent that we had an argunent it
was about which way causality goes. He said that he was
agnostic, actually, to which way causality went but for the sake
of the nmeeting he would argue that it went fromsocial capital to
i nconme distribution.

My viewis that it can go either way, and |I think there are
particul ar exanpl es where it has gone one way, but | think nostly
you get exogenous changes in incone distribution which then
affect perceptions of social distance and |l ead to greater social
cl ass fragnentation and so on.

MR. OSWALD: Richard, if | could chip in just for a nonment.

It would be very nice to bring in the audience to have a debate

as part of your talk, if I could persuade you to draw to a cl ose
in the next few m nutes. How would that sound?

MR W LKINSON: Yes.

Let ne just say that the best evidence | think that income
inequality affects the quality of social relations cones from
relati onships with hom cide. Enormously well established
relationships internationally and within countries. There one
can see what the reasons are for that statistical relationship in
that a lot of the literature on violence says that issues to do
with respect. People feeling | ooked down on that trigger
violence. This has to do with loss of face and so on. | don't
have tine to read you that.

But just to skip to the end of what | wanted to say, it
seens to nme that if those relationships of social capital or
neasures of quality of social relations and inequality are right,
then you'd expect a relationship with health because what it is
saying is that as inequality w dens you get bigger problenms of
| ow soci al status which affects the three psychosocial factors |
started out with, but you also get an atrophying of soci al
relati onships which is one of the other big factors | started out
with.

So it would in a way be surprising if there weren't
relationships with inequality, between health and inequality.

However, just to pull the threads together, | think one has
to ask why is there this what | call double relationship between
social status issues and friendship issues? They are both
power ful influences on individual health but they al so nove
inversely in societies, as |'ve shown you. There's no reason why
t hey should be linked in those two different ways.
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| think they're linked for this reason. In a way they're two
sides of the sane coin. There are two opposite kinds of ways
human bei ngs can cone together. They can either cone together in
ternms of dom nance hierarchies pecking orders which are based on
power, coercion and privileged access to resources regardl ess of
ot her people's needs, or we can cone together on the basis of
friendship, reciprocity, social obligations, nutuality, sharing
and so on. So in a way what we've got is either relationships
based on power and position or relationships based on sonme soci al
obligation and nutuality, and people often ask what is the
relationship really between social status anongst the ani mals.
We sonetinmes | ook at the effects of social status anong and the
heal th inequalities by social status in human societies.

O course social status in animals and humans is |inked
because they are both about access to resources.

What |'ve been tal king about | think is not really anything

new at all. It seenms to ne that it's pointing to dinmensions of

t he social environnent that have | ong been recogni zed as
inmportant -- liberty, equality, and fraternity, interestingly, or
death. But how does -- this is ny |ast overhead -- how does

[math on to] health is that liberty is about issues to do with
not being beholden in terns of the French Revolution to a feudal
nobility, being autononous, not being subservient. Al the

probl ens of | ow social status cone into issues to do with liberty
internms of its neaning in the French Revol ution.

Fraternity easily translates into issues to do with
friendship, social affiliation, social capital which we know are
i mportant to health.

But equality cones into the picture because |I think it's a
precondition for getting that right. |If you have big inequality
you have bi gger problens of |ow social status. |If you have big
inequality the social fabric starts to deteriorate.

Soin awy | think the epidemology is just telling us what
we used to know perfectly well.

MR. OSWALD: How about if you left that |ast slide up which
concentrates the m nd.

MR. W LKINSON: Thank you
MR. OSWALD: Thank you very much, Richard.

[ Appl ause]
MR. OSWALD: There's a little burst of friendship and soci al
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support.

Thi s has been about social health anyway, and I'll take the
first question from Josh

MR. EPSTEIN. One historical point before I ask ny question
is de Tocqueville's comments on equality you should recall were
made before the emancipation of slaves in America, so | think
[ 1 naudi bl e] .

MR. WLKINSON. He uses slavery actually as a confirmation
of his thesis. He says that because they live at such a
different |level, that people don't have a natural tendency to
identify and synpat hi ze and experience the sort of subjective
suf fering.

MR. EPSTEIN. Maybe that addresses the second of ny points.
The first was this. It's not ny field, it's not ny area so this
may j ust be m sguided, but it seens to ne that in the case of the
stress factors you cite like low birth wei ght and ot her things,
is it inequality proper or is it a |ow absolute |evel of nedical
care or other services that's producing the bad health?

So take birth weight. |If the entire birth weight
distribution is shifted rightward so the lowest birth weight in
society is ten pounds, | presune the |ow birth weight issue
di sappears but the inequality proper, the genie proper, is the
sane. Sois it the distribution or is it the absolute |evel of
the stress factor that's producing the problenf

And simlarly, the same point really, you say higher
inequality inplies higher social capital. WlIl, take a country
i ke Chad where | presunme nobody has anything so the equality is
nice and high but the social capital nust be | ow

So I'm confused as to how you di sentangle the relative and
absolute factors in this analysis, to which |I'm synpatheti c.

MR. WLKINSON: | believe the absolute --
[ TAPE CHANGE]
MR. WLKINSON: -- poorer countries, although there are
exanpl es of egalitarian countries that do remarkably well in
terns of health -- Costa Rica, China, Sri Lanka, and Carol a, al

exanpl es of poor places that are nore egalitarian. But there
m ght be nmaterial reasons for that.

| was very interested in what Angus argues about the
i mportance of making -- He distinguishes between different
di mrensions of inequality and tal ks about |and as the key thing.
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At | east he discusses that argunment. It mght well be the very
different dinmensions of inequality that are inportant in Third
Wirl d countries.

In the devel oped world I suspect that the soci al
relativities show up nore clearly because sone of the power of
t he absolute living standard falls away. As countries go through
t he epidem ol ogical transition and the infectious di seases
associated still in the world today with absol ute poverty cease
to be so inportant. But also a nunber of diseases reverse their
social distribution. The diseases of affluence because the
di seases of the poor in affluent societies. Heart disease used to
be a businessman's di sease, and now i s nuch nore conmon | ower
down the social scale. But also obesity reverses its social
distribution. For the first time in history we get not the rich
who are fact and the poor who are thin, but slightly nore obesity
| ower down.

But over tinme there is this continuous inprovenent in
health. Every ten years that goes by we get another two or three
years |ife expectancy. Though low birth weight | believe hasn't'’
declined very nmuch. It's been around six or seven percent of
births bel ow 2,500 grans al nost since the 1950s. That m ght be
i nfluenced by different obstetric practices. |'msure that would
be an inportant influence.

MR OSWALD: 1'd like to bring in some nore people if | may.
Wuld that be all right? W'Ill take Carol G aham next, if
may. She rem nds ne a good way to signal that you want our
attention is to do this with your nanetag.

M5. GRAHAM | very nuch enjoyed your presentation. Your
focus on social status and alienation struck nme in a way, the
description was very nuch focused on a British class systemin
ternms of the discussion of being mddle class, |ower class, upper
cl ass, and then you tal ked about de Tocqueville and his initial
vi ews about Aneri ca.

What strikes me is that even though the U S. has such a high
rate of inequality, in fact much higher than Britain, if you | ook
at public surveys there's a surprising percent of people that
think they will be above nean incone in the future, even though
they won't be fromeverything we know in ternms of the data. But
the sort of nyth or the inage of the U S. as a | and of
opportunity seenms to prevail and even prevail anong fairly poor
peopl e.

So | wonder how that fits into your picture. At least in
terns of perception the U S is aless stratified society, even
though in reality we knowit's not. | wonder how that affects
your health |inkage.
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MR WLKINSON:. |It's stratified differently. Money is nore
the overwhelmng key. In Britain there are all sorts of things to
do with other markers of class that remain inportant. But |
believe social nmobility isn't dramatically different in the two
countries.

Most people in Britain call thenselves mddle class, and we
all know peopl e who are poorer and richer. | suspect that's the
reason. So | don't think I've been tal king particul arly about
British patterns.

MR. OSWALD: | think Henry Aaron is next.
MR. AARON:. This is by nature of a friendly question.

What you' ve described is a very conplicated systemin which
everything is affecting everything el se, and hence one gets high
degrees of correlation anong virtually anything that seens
pl ausi bl e -- inconme, social status, education, access to health
resources, and so on.

You're making, as | understand it, a case regarding the
specific effect of inequality in social status.

"' mnot sure whether that is neant to enconpass al
di rensions or only sone, but it raises a question in nmy mnd
about whether there's a possibility to drive through to an answer
using animal studies and the extent to which that nmay have been
done. Because you can do things with animals you can't do with
people. At least in nost places.

In particular, you can | ook at dynamc effects. You can
start off with a population. You can genuinely random ze and
create various kinds of inequality. You can |ook at the question
that the authors of another paper here suggest as an alternative
which is it's not so much inequality, it's rank that's inportant
in explaining things, and you can do that pretty freely with
ani mal studies.

To what extent has it been done?

MR. WLKINSON: | think we've been very influenced in our
interpretations of health inequalities anongst humans by the work
particularly of Robert Sepul sky and maybe Carol Shively, but
M chael Meany and several other people working with animals and
| ooking at the effects of social status anongst aninmals. And the
advantage is, as | suspect you know, |ying behind your question
is that you can separate out the material fromthe social status
issues. So Carol Shively puts animals in different conmpounds,
wat ches their social status works out. She nmakes sure they have
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the sane diet. She then takes the dom nants out fromdifferent
conpounds, puts themtogether so sonme beconme | ow social status.
She takes the subordi nates out and puts them together and sone
beconme hi gh social status. Although |I have the tendency | think
to feel that one shouldn't nmake those anal ogi es and conpari sons
from nmonkeys to human beings, | feel that they are telling us
sonet hing very inportant because a nunber of the effects of |ow
soci al status that appear under those conditions are also factors
which we find related to | ow social status in human beings. The
Wi tehal | studies have for instance shown --

MR, AARON: [ I naudi bl e]

MR WLKINSON. | don't think one can tell anobngst the
nonkeys but certainly at tinmes when the | eadership of a troop is
contested you can get reversals of the stress hornone |evels in
animals. There's nore fighting anongst the dom nants. But
usually apart fromthose tines it's the other way around. There
are some studi es now showi ng simlar patterns of higher basal
| evel s of cortisol and attenuated responses to stress anpngst
human bei ngs as Robert Sepul sky found anongst the boons in the
wild.

MR OSWALD: |1'd like to bring in another speaker if | may
and 1'Il hand it over to Angus.

MR. DEATON: |1'd like to thank Richard for his
extraordinarily generous references to ny work and I liked his

neat phrase, but | don't |like being characterized as his eneny in
any shape or form [Laughter]

| think that as we all got a dose of today, Richard has been
a source of trenendous ideas to a lot of us and I |ove the way he
pulls things together froma wi de range of literature. |If |
don't always in the end convince nyself that the tapestry that he
weaves wWith themis one that | agree wth.

There's not a lot | have to say. |I've said nearly all | have
to say in the survey paper which just canme out in the Journal of
Economi c Literature, but | would |ike to nmake just three very
qui ck points.

The first is that | really do, as Richard knows but not
everyone here mght know, | really do believe in this research
strategy in which social determnants of [health] are likely to
be really inportant and we should not be |ooking entirely at the
i ndi vidual level. Now exactly what those are is in sone sense
t he issue.

On the hierarchy, dom nance and so on, it's plausible enough
that there should be a correlation with inconme and equality but
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they're far frombeing the sane thing. Sonme of the nost brutal
hi erarchi ¢ dom nant societies which you could think of as being
very dysfunctional for health have nothing to do with incone

inequality, whether it's between aninmals -- you can think of the
army. Wien I'min Britain | like to use the exanple of ny
British public school that was inflicted on ne. |It's hard to

i magi ne anything with a nore exquisitely worked hierarchy
brutality and unhel pful ness for people's health of any formthan
that. And yet there's no inconme there. There's no incone
inequality. And in fact if you think of many of the nost brutal
dom nant societies, they nake a virtue of not having any incone
inequality. So they don't go hand in hand.

The second point | want to make is there's a historical
tradition which in sone sense we're getting away frombut | don't
think we should get away fromit entirely. The UK , the British
l[iterature, has always been dom nated by discussions of soci al
class. The U S. literature, by contrast, has been dom nated by
di scussi ons of race.

Race didn't cone up at all in Richard' s talk and I think you
really can't talk about health in the U S. w thout patterning and
structuring that discussion in terns of race. | could get into
that in a lot nore detail, but for instance if you're talking
about infant nortality, if you' re talking about nortality across
cities and so on, you really have to look to racial differences.

You have to look at the effects of race on one anot her.

For instance in ny own work, once you put racial conposition
of cities into the correlation that Richard showed you there, the
correlation of inconme inequality vani shes. That of course
doesn't nmean it's not social structure. | think it's probably
sonmething to do with the relative treatnent of blacks and whites,
but I don't think it's anything to do wth inconme inequality per
se.

The last final point is, let ne draw attention to the tine
series evidence which tends not to figure very nmuch in this
epidemological literature. As Richard said, there's been a
steady progress in increasing |ife expectancy in nost of the
Western World. In the U S at about three years per decade. But
it's by no nmeans constant, so you see strong periods of
accel eration and deceleration in the rate of nortality decline.

If you look at the tinme series data in the U S., for
econom sts who are used to thinking of the productivity sl owdown
and the increase in inequality, you' ve got the post-war period
sort of divided into two halves. A first half which is sort of
fast growh and very little change in incone inequality and the
second half which is very rapidly rising incone inequality and
very little growth.
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I f you | ook at what happened to the nortality decline during
that period it's nuch slower in the first period than it is in
the second period so you get a very rapid acceleration in the
rate of nortality decline, exactly coincident with the period of
rapi dly growi ng incone inequality.

So you can't explain it by background trends. Wat's nore
is that decline in nortality rates is common throughout Europe.
There are different lags in different countries but it's a
common effect and it | ooks to ne, having started out |ooking for

sonet hing conpletely different, it looks to ne like it's

technol ogy. That this is something to do with inproved treatnent
for heart disease. It's much focused in the right age group
too. So you can't associate that with --

And this is historically a very large increase in incone
inequality which is not quite the reverse effects on nortality
from what you woul d expect fromthe inconme inequality hypothesis.

Thank you.
MR. OSWALD: Thank you very nuch

|"d like to start thinking about drawing it to a close. |If
you'll forgive ne, may | ask one question?

This role of friendship is trenendously inportant, isn't it?
| wonder if that is sonething, Richard, to do with tal king or
not tal king? That m ght sound a strange thing to say but if you
read the principles of psychol ogical counseling which |'ve been
doing recently because I"'minterested in this happiness idea.

The key idea is that verbalizing things is good for human bei ngs.
Hol ding things inside is bad for nental health of human bei ngs.
So I'mwondering whether really what friendship is about is

speaki ng, about talking. | wonder what you think of that?

MR. WLKINSON. | rather suspect not. | see it much nore in
ternms of an evolved attentiveness to things |ike soci al
alliances. | would see it com ng as nuch from groom ng, and of
course there are theories from Robin Dunbar that conversation is
how we groom But | was rather inpressed by a paper, |'mafraid
| can't remenber who it was from an American paper in the | ast
few nonths that said the people who benefitted fromfriendships
are actually the people who did the giving. | suspect that is
part of our need to feel valued and appreciated which again | see
in evolutionary ternms as what we need to maintain our menbership

as a cooperative group. | need to be doing things that you
peopl e val ue otherwi se | get chopped out, preyed upon, exploited,
whatever. | think that desire we have to feel needed, to form

social alliances, are closely related and predate our |inguistic

Professional Word Processing & Transcribing
(801) 942-7044



RI CHARD W LKI NSON - 6/5/03 26

abilities.

MR. OSWALD: All right. | don't really agree with that, but
that's fine.

Di ck?

MR. EASTERLIN. 1'd just like to [inaudible -- no mke] --

of devel oped countries which is in many of theminequality is
wor sened and | ongevity and health have inproved or certainly have
not deteriorated in the case of health.

The question, if this relationship holds that you're
suggesting how inportant is it in actual historical experience?

Econom sts are fond of doing cross-sectional studies. In this
case if we take just the | evel of econom c devel opnent and life
expect ancy and asserting that econom c devel opment will inprove

life expectancy. But if you | ook at historical experience
there's little to suggest that that's the case and that indeed
the inmprovenents in |life expectancy have been dom nated by
advances in know edge -- the control of infectious disease, and
nore recently in diseases of ol der age such as hearth disease.

So | have a lot of synpathy sort of with what you're
suggesting, sone causal connections here, but it's not clear if
what one is basically interested in is the inprovenent of health,
that reducing income inequality is going to be a big factor vis-
a-vis much nore direct policies that have to do with hypertension
or things like that.

MR. OSWALD: Could | ask Sandy Jencks and Ri chard Suznman

just to nmake their statenents and then Richard, 1'll get you to
reply and we'll close. Because we're going to start to run
behi nd.

Ri chard, the poker players have folded. Can | give you 30
seconds to reply and then we'll get on to the next session?

MR W LKI NSON:  Yes.

| think, in answer to your point, | think | initially
t hought that incone and equality relationship was a very
i nportant determ nant of health. Increasingly now!l think it's
| ess inportant as a determ nant, so nuch as telling us nore about
the fact of health inequality being about relativity -- about
soci al instances, about social conparisons. And actually, of
course, there's no reason why the inprovenents of health of the
rich and inequality should not equal the benefits of the bottom

So | think increasingly it is for what [inaudible] about the
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nature of health inequalities. But in terns of trying to inprove
health I would argue that the nost inportant thing to do is

i nprove the quality of social relations, and that's as nuch to do
with institutional Iife and working relationships. Wat goes on
in schools, in playgrounds, and so on, about managenent styl es.

| suppose | have to argue that incone inequality is an
important part of that sinply because of the connections |'ve
been showi ng with social relations and hom ci des and so on.

So in relation to Angus' points, | agree there are different
di rensions of inequality and I think inconme distribution is only
important insofar as it does neasure social distances, and in
ot her kinds of societies power can be unrelated to those
including in school playgrounds. | nean people doing studies of
school effects on health, |ooking at the popularity of kids.
Again, as | mentioned, as you said, nothing to do with incone
itself.

| also agree that, | suspect particularly anongst the
elderly there are quite new trends going on related to health
care. For generations, health inproved very little anongst ol der
peopl e and now suddenly we have rather substantial inprovenents
which ook to ne as if they're about nedical care, which is not
such an inportant determ nant of health anongst people of younger
ages including infant nortality | think.

M5. GRAHAM Richard, thank you very nmuch for an excell ent
paper and di scussi on.

We'd now like to turn to the next paper, Rafael di Tella of
Har vard Busi ness School and Robert MacCul | och of Princeton
Uni versity on "Income, Happiness and Inequality as Measures of
Wl fare”.
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| NCOVE, HAPPI NESS AND | NEQUALI TY AS MEASURES OF WELFARE

Rafael di Tella, Harvard Busi ness School
and
Robert MacCul | och, Princeton University

MR. di TELLA: Thanks very nuch for the opportunity to talk
about incone inequality and happi ness as neasures of welfare.
It's joint wwth Robert MacCul l och from Princeton University with
whom we' ve done a series of papers in this area.

Oiginally the invitation was to tal k about a paper that we
have conpl eted on incone inequality and happi ness in Europe and
the U S., but the nore we thought about the problemthe nore it
took us to a relationship between incone and happi ness and back
to the Easterlin hypothesis. So we decided to present a paper
that is ongoing, and indeed we are going to present sone materi al
that is not in the draft that we sent. [It's very nuch ongoi ng
research. To conpensate you for presenting hal f-cooked materi al
l"mgoing to be incredibly clear, much nore than is actually
advisable wth this group. But | think we are ready to provide a
public good, so all questions please direct to Professor
MacCul | och here. [Laughter]

By way of notivation, | don't have nuch. | just want to
read out to you what Senator Bob Kennedy had to say on GDP. So
t he paper is about inconme and happi ness and Bob Kennedy tal ked
about this and said, "It does not allow for the health of our
children, the quality of their education or the joy of their
play. It does not include the beauty of our poetry or the
strength of our marriages, the intelligence of our public debate,
or the integrity of our public officials. It nmeasures not our
courage nor our w sdom nor our devotion to our country. It
measures everything, in short, except that which nakes life
wort hwhil e, and can tell us everything about Anerica except why
we are proud to be Anmericans.”

That's nmy notivation

So that idea that Kennedy tal ks about, GDP is an inconplete
measure of happiness or welfare is echoed in the debate about
GDP. The United Nations says we should talk about GDP is a
m st ake because it doesn't include environnment, it doesn't
i ncl ude working hours, stress, all these things. It says it's a
m st ake because it doesn't tal k about the distribution of incone.

I ncone inequality is key.

O course it's alittle bit of a contradiction to say that
income is not a good neasure because of environnent and all that,
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and incone inequality is a very worrying thing, isn't it?
Because of course if incone is not that inportant then we
shoul dn't worry too nuch about incone inequality, right?

So I'lIl tell you what the plan is. The planis | will talk
about this paradox for a few mnutes. | want to understand in
want sense it's a paradox, in what sense it tells us sonething
about relative inconme, and the role of |imted variables. The
variabl es again in the sense of again, as Kennedy was talking
about, all these other things that have to be included in the
nmeasure of wel fare.

The sane | ogi c neans we shoul d be | ooki ng at happi ness
i nequal ity which appears to be flat.

Then | want to really burn nmyself and tal k about cardinality
and ask whether we need to tal k about cardinality in order to be
running this regression from \Wat do we actually have to say
about that.

First, the Easterlin paradox. Wat's the Easterlin paradox?
It's a fact.

If you run a regression of happiness and inconme, it works in
[agrefection], it does not work over time, and the data is for
the U S. post "45. So if you | ook at one year and there is a
rel ati onshi p. People who are on higher inconme are happier. Ckay?

That kind of works.

Now you | ook at happiness over tine in the U S and it
doesn't seemthat the average is growing. The paradox is that
incone grew like crazy inthe US.. That's it.

So what does this inply? | think I convinced nyself that it
rejects the hypothesis that absolute inconme only matters. So
that's where it is.

VWhat does it nean? Well it works [inaudible], it doesn't
work over time. It nust nmean -- W've rejected one hypothesis
which is always hard to do. So | plan to bring this presentation
by showi ng how wong Easterlin was. There's a huge prem um by
showing that. But there is a lot of information there. He has
rejected a hypothesis, | think, big tine.

There is some speculation also. It may be related to
incone. A lot of people have seen evidence for this and it's
super-intuitive. It's super-intuitive that relative incone
matters. And a | ot of people have presented evi dence consi stent
wi th the hypothesis because you put in a regression, you put in
relative income and it kind of works. So then hence, it's
evidence that relative incone matters. Okay?
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Well, there are sonme problenms with this. There's a problem
with the fact, if you run this [inaudible] in Italy or in Belgium
over time, they don't seemto be as flat. |[If you run trends, you

put a trend in each one of these European countries for which we
have | ong enough tine series, there seens to be a snall
significant trend which is going up in Netherlands, Italy,
Denmar k and Luxenbourg, significantly going down in Bel gium and
no trends in France, U K , USA Germany and Irel and.

They're pretty small. So you eyeball the data, kind of the
pattern is all over. It's flat in general, although there are
smal |l trends there.

A nore significant problem!1 think is with this explanation
based on relative incone.

Rel ative inconme, what is relative income? Relative incone
is, by definition. The relative incone tines GDP. So you can
mul tiply your incone -- sorry, what is your incone. By
definition is your relative position tinmes average GDP per capita
in the country. Okay? That's the definition.

You can take logs. Then you can run a happi ness regression
equal s al pha log of relative inconme, the beta | og of GDP per
capi ta.

Peopl e don't care about relative incone. Wat | found cones
in positive here is not a test of relative incone, obviously,
because relative inconme is a part of inconme. You have to have
like a test of the relationship of the two. For exanple, that
al pha is bigger than beta in sonme sense in order to argue that
relative inconme cones in.

What |'msaying is you can stil
al pha being significant and you stil
conmes in separated fromincone.

have in this regression
haven't proved that it

For what it's worth -- that's my first point. It's a
restriction. Relative incone neans a restriction.

For what it's worth, we basically put all the baroneter data
whi ch is 400,000 people nore or less, less than that. Repeated
cross-sections. COECD nations, 11 of themplus the U S.. Twenty-
two years of data, all the personal characteristics of these
people, [fixed effects] for the countries, year [fixed effects],
the coefficient, these are the coefficients. GDP per capita and
relative income. So one is an individual coefficient and one is
a coefficient on the aggregate vari abl e.

VOCE: | mssed that. Ris the [inaudible]? Wat is it
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agai n?

MR. di TELLA: | don't have many slides so | can spend a
couple of mnutes on this one. So if you want clarification
pl ease stop ne.

So each individual incone, your incone, can be expressed as
your relative position in the US. tines the average GDP per
capita in the U S. .

VO CE: [inaudi bl e]

MR di TELLA: It can be.

VO CE: The only way that can be right is if Ris Y divided
by GDP. You're saying it's your relative position in the US. .
don't know what that mneans.

MR, MacCULLOCH: It's not your position in a rank sense, you
under st and.

VO CE: [inaudi bl e]

MR di TELLA: Right.

VOCE: [inaudible] 1Is that an identity of is it not an
identity? You' ve |labeled it as an identity. |If it's an identity
the only way it's an identity is if little Y, if Ris Y divided
by GDP

MR. di TELLA: Yeah.

VO CE: That's what it is.

MR, di TELLA: Yeah.

So what does it nean?

VOCE: | don't understand why [inaudi bl e].

MR. di TELLA: The way to understand it, another way to put
it isthe following thing. So there is this discussion about
whet her income matters, your incone matters, or whether your
relative position matters. And all we were trying to say was
that a very nodest claimwhich is that your incone contains |like
relative information in some sense. So that's all there is to
this.

VO CE: But [inaudible]. |Is that right? [Inaudible]

MR. MacCULLOCH: | think he's okay. It's just that -- Could
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you put the slide up again? W can see what we're doing.

If you run equation two and relative income mattered and
absol ute incone also mattered, you' d get al pha and beta both
being the thing. So the hypothesis that beta is zero is just
that it's only relative inconme, right?

MR di TELLA Right.

MR. MacCULLOCH: So you're saying that alpha is big in the
data some of the time, or it isn't.

MR di TELLA: M conclusion fromthis is that we can reject
that after [inaudible] relative income the effect of absolute
i ncone neasured by GDP per capita is zero. So that's what we can
reject. Okay?

To build a little bit |like know edge slowy. Easterlin
rejects it. Correct nme if I'"'mwong because I"'mtrying to
understand what -- So correct ne if I'msaying what is wong. So
very slow steps

Easterlin proved | think that it cannot be the case that
absolute inconme only matters. | can't say anything nore on that.

W are saying we can reject that. After controlling for
relative incone, the effect of absolute inconme neasured by CGDP
per capita is zero. So there is sonme role for incone. He proved
it cannot be all the story. W proved it cannot be zero. So we
are very nuch back to Easterlin.

VO CE: [inaudi bl e]

MR di TELLA: Al of the countries.

VOCE: So for the United States even

MR. di TELLA: They are part of a pattern, the pattern of
variables is less [inaudible] not exactly happiness. It's a
little bit different.

So I'mgoing to concoct a story -- Yes?

VO CE: [inaudible] relationship

MR di TELLA: | don't want to say that

VO CE: [inaudi bl e]

MR di TELLA: No --

VO CE: [inaudi bl e]
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MR di TELLA: No, | didn't say that. It's very easy to
confuse and | get confused all the tinme, so slowy this is what
| "' m sayi ng.

|"msaying that relative income matters should invol ve
absolute [inaudible]. So then it's alpha and beta. You can't
just say |look, relative income matters. That's it. Relative
income matters. Because it could be the conponent of relative
i ncome included in individual incone, you see? That's the
essence of that.

Your individual inconme involves two things. Your average
GDP of Anerica and your relative coefficient in sonme sense.
That's all | wanted to say there.

Now r emenber, the conbi nati on now of Easterlin plus this new
fact. Easterlin proved that absolute inconme only matters, can be
rejected. W proved that after controlling for relative incone
there is a role for inconme. So how conme? How cone happiness is
flat when income went up so nuch?

| "' m going to concoct what we think
and then we'll show you how robust this

is like a natural story
thing is.

Maybe it's [inaudible] variables. So the way to think about
it is, this is like a happiness, think of happiness now, rather
t han having only absolute incone or only relative incone, of
having this conbination. You have relative i nconme sonewhere then
you have incone, income fromhours, and hours. Ckay? So incone
conmes in positively.

M5. GRAHAM -- incone tern? Are you thinking of that as
bot h?

MR, di TELLA: This is just absolutely. Gay? So inagine,
the intuition of how could it possibly be that inconme plays a
rol e but absolute inconme only is not possible? How could it
possi bly be the two at the sanme tine?

So the story that we can concoct is one of omtted
vari abl es. Maybe people don't |like working. Then let's imagine
that it's incone, inconme fromhours and hours. So within a
country peopl e on higher incone are happier. GCkay?

Now | et's make themwork. Let's go over time to Easterlin,
consideration over tine. Over time they work nore, incone from
hours is going up and hours is going up, so they are canceling
each other and that's it.

VO CE: [inaudi bl e]
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MR di TELLA: So the challenge is to get it working in a
cross-section and not over time. So what |'msaying is that
maybe these guys are working nore. |[|f they' re working nore
they're earning nore, but it's being canceled by the fact that
t hey di sli ke working.

VO CE: [inaudi bl e]

MR. di TELLA: The variables are you work X nunber of hours
-- This is like fromwealth, fromdividends or sonething. |
don't know. Then sonething from hours.

So ignore this for a nonent.

Wthin the country, if income matters in this story, now the
function is a little bit different now It matters inconme and
hour s.

VO CE: [inaudi bl e]

MR, di TELLA: Sure, you can conpletely. Absolutely. So
ignore this incone from hours.

VO CE: [inaudi bl e]

MR. di TELLA: For this story, we are trying to concoct a
story --

VO CE: [inaudi bl e]

MR di TELLA: No, I'mnot presenting any variabl es just
now. In amnute I'"'mgoing to put GDP per capita as a neasure of
absol ute incone and rel ative incone.

VO CE: [inaudi bl e]

MR di TELLA: O course. Wiat |I'mtrying to say is, can
you see a story where omtted variables --

VO CE: [inaudi bl €]

M5. GRAHAM Isn't the sinple question that you still
haven't answered, in your story as you're tal king about incone
you' re thinking about all income or income from earnings?

MR. MacCULLCCH: Al l incone.

M. GRAHAM  Ckay.

MR di TELLA: 1'mgoing to go nowto the variables in two
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seconds.

What could the variables be? Think of the broadest
[ i naudi bl e] function and sonme proxies, throw themin there, |ook
at the variation over tinme and do sone accounting to check
whet her we can go and get this magnitude that Easterlin required
for this to be quashed. Okay?

So you can inmagi ne what these things are. The big
di stinction we're going to be making is on whether there is, the
person is enployed or the person is unenployed is going to be
| ooking at the infinite horizon, and there's the noney that the
person has, the leisure and the quality of the leisure. Then say
the system has a way of affecting, or the utility, you are
breathing very bad air or sonething, or crinme, and that's it.
Ckay? Then you can --

So this is now the variables that we are on, so this is our
regression at hand. All the countries, 22 years, all individual
cross-sections, all individual characteristics which are not
presented here. The variables, one of themis relative incone,
and this is GDP per capita, average GDP per capita in the
country. There is no information on incone in the baroneter,
okay? You just have whether this guy is, where is his relative
position.

Life expectancy is years, people expect to live, a neasure
of omi ssions, a neasure of hours worked. W don't have hours
wor ked at the individual level. W have only hours worked at the
aggregate level. The crine rate, divorce rate, inflation,
grow h. You can, again, cook up sonme story whereby this is a
proxy for sonme of the things that are [inaudible] function, okay?

Openness, | don't know, you can inmagine it's |like a proxy
for the risk in the environnment. If you are in a very open
econony you may be thrown out of work imediately. Right?

VO CE: [1naudi bl e]

MR di TELLA: W go to a fixed effect of a country. Al
right?

One thing, for people who are skeptical of happiness data,
they kind of go with correlations. People have a dispositive,
em ssions is negative, hours worked is negative, crine rate is
negative, divorce rate is negative, inflation again negative.
Al right? Enploynment benefits is a positive.

The personal characteristics, | won't bore you with them

|"mgoing to skip like a lot of this stuff and then go
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straight to the accounting. The point of the exercise is to go
to the accounti ng.

One possibility that we concocted that could be consistent,
make everything consistent, is the story where okay, it's not
only income. Relative incone, after [inaudible] GDP does play a
role but there are all these other things that do play a role,

t hat conpensate. Then you can show whet her the actual variation
that took place nmultiplied by the coefficient kills the increase
i n happi ness that you woul d expect fromthe increasing GDP per
capi ta.

Remenber, GDP in America is going up like crazy. The thing
is flat. W get a coefficient on GDP per capita, so things are
| ooki ng horrible for us. GDP per capita hits happi ness
positively. So you're expecting it to go up like crazy.

So these are all the variables. This is what | nentioned
before on CGDP per capita going up a lot during the period.

This is our finding. The coefficient is positive on average
GDP per capita and the change is very big. You expect happi ness
to go up.

These other things actually provide a conbined effect that
you expect for this to be quite high, nmuch higher than this which
is 0.50.

Now t he i ndividual characteristics, it could be that GDP per
capita is going up like crazy, the other variables don't nean
anyt hi ng, but individual variables are changing the conposition.

For exanpl e, everybody got divorced. Okay? So you need to put
a wei ght for what happened to divorcees. So maybe it's the role
of individual characteristics that is doing the squashing of the
happi ness that Easterlin finds. And we don't. It's very snall

So the conbined effects -- Renenber, the target is to get to
m nute poi nt one which you observe. So the conbined effect is
very very large. 0.5 mnus 0.05is 0.45. So if you |l ook at what
we have expl anation for you expect GDP to again -- | added the
omtted variables and if anything the paradox is nmuch bigger now.
| was hoping it was going to go down but it's going up, you see?

VO CE: Maybe [inaudi bl e].

MR. di TELLA: No. | have to think about exactly how it
wor ks, but -- | guess if the [inaudible] is constant about how
much is going to the underground econony or is noving about, is
shooting up, so | don't know the answer to that. 1|'d have to

t hi nk about it.
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VO CE: [inaudible] GDP per capita [inaudible].

MR di TELLA: Is that a fact? | don't know. GDP per
capita involves [inaudible]?

VOCE: Yes. [lInaudible] But it seens [inaudible].
MR di TELLA: Al right, | haven't thought through this.

VOCE Is the bottomline here that we're still |ooking for
a big negative variabl e?

MR di TELLA: We're looking for a nuch bigger one now.
VO CE: | understand that, but that's the bottomline.
MR, di TELLA: Yes.

VOCE: | don't know whether this is premature, but an
alternative formof msspecification is we haven't got the
relative effect right. | mean you' re very sensible |ooking for

omtted variables, but an alternative is it should be pure rank
whi ch sort of by definition cannot rise through tine. There's
only so much rank to go around. O sonething else. You see,
you' ve kind of turned the search |light onto a whole bunch of

ot her potential omtted variables, but maybe the searchli ght
shoul d be on the correct way to specify relative concern.

MR. di TELLA: Absolutely. That's exactly what | wote down
in ny concl usion.

My conclusion fromthis part is that Easterlin showed in a
hypot hesi s that absolute incone only matters can be rejected, so
that's pretty clear | think. | think we show that relative
income only matters can be rejected because GDP per capital
actually enters there.

So we are back on why isn't there this trend in happi ness
given this big increase in GDP per capita?

W produced a story based on onmtted variables and it didn't
work out that well, so maybe there are other onitted vari abl es,
maybe you can organi ze that, or we can organi ze a better
potential for relative incone maybe on rank.

So -- Wll, that's that.

So there's a little bit of progress | think here on --
Renenber, we are trying to talk about incone with the Euro
bar onmet er which doesn't really have good i ncome data, you see?
So that's a very big limtation for everything |I've been saying.
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That's why | have to go to [inaudi ble] GDP per capita,
relative income sort of conmbination. There are many things that
could be going on. So one natural avenue is to go and | ook into
i ke a good panel of follow ng individual people over tine, and
that's what we're trying to do with the Germans such as
[inaudible]. GCkay? |I'Il talk about that in just a second.

But just for the sake of the argunent, logically if you are
t hi nki ng about omtted variables as being part of the utility
function there, the conclusion with respect to inequality is
exactly the opposite. |If relative incone matters then of course
the fact that we have been [inaudi ble] the econony is a killer
for me, so we are really desperate for incone inequality.
Rel ative incone areas are very upset with incone inequality. But
if you are an omtted variables than you are nmuch | ess so because
you want to | ook at happi ness inequality.

So what did we do? | conpletely [inaudible] version of
happi ness i nequality which is putting nunbers and getting the
standard deviation. So this is the U S., happiness and i ncone
inequality and the |evels.

So income inequality -- So the top lines are incone
inequality and income. They're going up. And then the ones
bel ow are the nean happi ness and the standard devi ati on of
happi ness which is pretty flat. O course there are other ways

of doing it without assum ng commonality. W can | ook at, | have
sonme graphs for that if you're interested. The overall picture |
think is still one where these things are very flat.

I f you want to have a | ook at nore, | have sone nore. But
want to basically now nove for a couple of seconds -- So

basi cal |l y anot her source of, one potential problemwth what |'ve
showed you is the definition of incone that we have been using.
You can't really be looking at all these questions w thout good
data on incone. GCkay? So one [inaudible] incone, and that's one
thing we're trying to do.

Anot her thing is to think better about, we are using
cardinality or not.

M5. GCRAHAM Can you say again how you defined happi ness
i nequality?

MR. di TELLA: Happiness inequality, like give a one to the
| onest answer, two, three, four, and you get the standard
devi ati on.

Now so this assunmes cardinality. One thing [inaudible] have
todo | think is to agree, | don't think this is really correctly
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understood by everybody, at |east not by nme, how nuch cardinality
i S needed?

Most economi sts instinctively reject cardinality so if a
pauper says that he desperately wants $10 and Bill Gates says he
woul dn't mind $10, it does not mean that the redistribution of
$10 is worth doing, okay? But this is of course a hypothesis.
It's a hypothesis that the pauper and Bill don't share the
| anguage.

So just for going up in flanmes conpletely, so an answer
based on happi ness data. So can we use happi ness data to check
whet her people are answering simlarly?

So now we are switching to a panel, to a Gernman
soci oecononmic panel. Al right? So this is a panel which starts
in the late '80s and goes up to now of a |lot of Gernmans, 10, 000
of themor nore, tracked over tine. They are asked a bunch of
guestions. Mich better inconme data, nmuch nmuch better. And we're
going to do two kinds of tests.

The tests are, one is you basically conpare different
regions and check if people are answering simlarly. So if you
think that cardinality neans that people answer conpletely
differently, why is it then that people answer simlarly in sone
speci fied sense? So that's one potential test.

The other test is to conpare the between and the wthin.
One possibility is you average out all these people. W basically
| ook at all of you, you have different inconmes, | ask you how
happy you are, | check what's the rel ati onship between inconme and
your response. That's between all of you guys.

Anot her possibility is | give extra noney to each one and
check what the change in the answer is. So that wthin answers.
Wt hi n change.

Then we thought maybe this is a way that we can check
whet her these two things are equal or not. |If there is real
[ i naudi bl e], why should they average the sanme?

So I'Il present the two regressions and then I'll sit down.

So this is all the regions in Germany. There are different
regi ons. Lower Saxony, Rhine, etc. Incone is now defined with
much better data and you have all these coefficients. Now we
have to do a proper test.

Now ny question is whether if you test the coefficients and
they are the sane, does that tell you anything about cardinality?
That's one type of test.
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[ TAPE CHANGE]

This is the other one which | was nentioning a few m nutes
ago. So between, this is Germany '84 to 2000. The first one is
a cross-section of the 20,000 people in the sanple. The other
one is the wwthin. You see?

The question now is, does conparing these two coefficients
give you any information on cardinality?

That's it.

Agai n, conclusions. |I'mfinished. So Easterlin paradox, |
think it's alive and well and phrased sonewhat differently. How
cone absolute income is playing sone role? That's another way of
t hi nki ng about this.

Omtted variables, our story represented | think is not the
answer. Maybe with better final data, with good i ncone data
woul d be good.

Happi ness inequality is the | ogical next step, and
cardinality we haven't really understood how nmuch of that is
request ed.

So Robert would Iike to answer -- [Laughter]
M5. GCRAHAM That's one way to set himup
Henry?

MR. AARON:. This is question for you but it's probably also
nore for Ed Di ener than anybody el se.

| don't know what the happi ness scales really nean, and | et
nme pose two alternative states of the world which | think would
yield exactly the same response to questions but actually
correspond to very different realities and I don't know how to
di stingui sh between them gi ven the scal e.

As | understand the happi ness questions are all based on a
fi xed, closed-ended scale, one to sonme positive nunber, four,
five seven.

One state of the world is that as nachi nes for happi ness
production the human organi sm knows no bounds. That is we've
i mposed a fixed scale but there really isn't any fixed limt.
These are all time series questions, not cross-section. Over
time if | was given a scale to correctly neasure nmy joy as ny
incone rises, it would rise as some constant function of incone,
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but 1'mnot given that scale. |1'mgiven a closed-ended scal e and
| cram ny happi ness into whatever closed-ended scale |I'm given.

So if everybody's income goes up proportionately over tine |
get not hi ng happeni ng on the happi ness scal e.

The other world is one in which human bei ngs, because they
relate to their fell ow human beings, relative inconme, whatever
homeostasis, you nane it, there's a fixed anmount of happi ness
we' re capabl e of producing. So as incone rises ny happi ness
calibrates. |If everybody's incone rises by a constant proportion
t he happi ness scale tells ne nothing has happened.

Now t he underlying state of the world |'ve described here
are very different but the statistical results on the happi ness
scal e are the sane.

| don't know which of those is going on. M question is how
m ght we di stinguish?

MR di TELLA: GDP enters positive.

MR. AARON: One could allow then for some positive creep in

the scale as well. | stated the question in really bald form
but it's possible you could have sonme creep and this question
|'ve raised would still have force.

MR, MacCULLOCH: O course in many of these data we don't
know the difference between those two, and in fact in nost of
them We have data where you start beepi ng people over tinme and
| ooki ng at what percent of the tinme people say they' re happy
versus not happy. Al of a sudden then |I think we start getting a
little bit of |everage on that question. Not |ooking at sone
intensity of happi ness, which people can scale all different
ways, but if we would assune there could be sone zero point that
peopl e could say |I'm happi er now or |I'm unhappi er now and we | ook
at the percentage of tine that you' re happy, and it nay be
honmeostatic for a | ot of people, around 70-80 percent. So now if

we had those data -- And by the way, these scales do map onto
that but at correlations of .6 or .7. So these happi ness scal es
are obviously picking up sonmething nore. It could be this

recalibration you're tal king about.

But one of the things that | would say is that with the
percentage time we could be | ooking at sonething absolute. It
woul d be also nice if we had in addition to that sone things that
Ri chard was tal king about Iike Cortisol, eye blink, frontal EEG
a bunch of biological neasures in addition, if we also had sone
reaction tinme neasures that we've devel oped, etc. W don't have
any of those things over tine so the calibration issue is a
vi abl e one.
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M5. GCRAHAM | have a lot of cards up so | think we'll
collect a few starting with Richard Layard. And Robert and
Rafael if you can just hold your answers for a couple of tines
t hat woul d be good.

MR. LAYARD: On Henry's question, there is clearly a | ot of
variation across countries which | think is enough to get rid of
the sort of human fixed point theorem And as regards to the
reporting, nost people are way away fromthe [bands] and all the
data we have, so | think the notion that sonehow t he whol e thing
is being constrained by the [bands] is not really correct.

But | wanted to comrent on the conparability, the
cardinality question. It seens to nme that if you think you can
| earn anyt hing from conpari ng people you nust be assuning that
conparability and cardinality of units across the peopl e being
conpared, there's absolutely no sense taking sone neasure on the
| eft hand side and regressing it and trying to find the relative
effects of different things on it. Unless you think it has sone
natural units which those things on the right hand side can
effect.

There are two kinds of things that can be done. One, if you
have one of these scales that go fromnaught to ten you can just
use those and assune there's equal integrals between them
That's what, for exanple, John Honeywell did in a very
interesting study simlar to the one that's been referred to
today. O you can take ordered logit and you have the different
gualitative remarks, not very happy, reasonably happy, very
happy. Do your ordered logit and you get the cut points. So it
turns out actually that the cut points have a reasonabl e
steppage. The difference between the cut points is fairly
simlar. So again, you' d probably do all right to treat very
fairly, not very as one, two, three, but certainly it doesn't
affect the coefficients you get very nmuch on the right hand
vari abl es.

Having said that, let ne ask the fundanmental question which
| think is what we're about today which is what do we | earn about
i nequal ity assum ng cardinality? And of course the basic belief
at the end of the 19th Century was that there was dim nishing
margi nal utility of income. The point that Rafael put up early
on to do with Bill Gates. People thought they knew this by
introspection. Now we do know this fromthe studies.

It's remarkabl e, very few studi es have nade nuch of this but
if you | ook at any of the studies that |1've | ooked at you will
find they all have dimnishing marginal utility of incone.

John Honeywel | 's study which is based on the world val ues
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survey, he has the ten practiles, decile practiles of people as
t he variables which he treats as a continuous variable. He has
strongly dimnishing marginal returns to the hither deciles. |If
you then try and translate that into income, but of course the
hi gher the deciles are the further apart their incones are.
Since there's a dimnishing return to decile, there's even nore
di m nishing return to incone.

MR, MacCULLOCH: Can | just interrupt on that point,
Ri chard? The Honeywel | study doesn't even neasure the incone.
The Honeywel| scale is a one, two, three, four, five, six, seven,
eight, nine, ten. So it's not actually clear if it's capturing
sort of relative incone or income. |It's just a one, two, three -

MR. LAYARD: The same thing. |1'mtalking about the
di m ni shing nodular utility to relative income. That's enough to
set up a strong presunption in favor of redistribution whether
it's relative or absol ute.

Simlarly in your study I think you nore or less, if you
| ook at the coefficients on your quartiles, they're nore or |ess
of equal intervals between them which again since the higher
quartiles are further apart in terns of inconme, it's giving you
di m ni shing nodularity to incone.

It seens to me a central issue for this conference is their
di m nishing [inaudible] to income and | woul d say we're begi nni ng
to get evidence, yes.

MR. DEATON: Al npost everything Richard just said is wong.
[ Laughter] Let nme start with where | agree and then tell you
where it's wong.

| agree that it nmakes no sense to do this unless you believe
in cardinality. Cardinality is fine. |I than we all take that for
granted in doing this, and you can quarrel with that on a
fundanment al, phil osophical |evel but that's not the discussion
we' re having here.

What you've got here in these data, in all of these data, is
an ordinal scale. That tells you nothing about the cardinality
of happi ness that people attach to that. So you can take these
nunbers one, two, three, four, five, replace themby their
squares -- one, four, nine, 16, 25 -- by any power you like and
nothing wll change. Al the cut points on your ordered logits,
your ordered profits, whatever you do, wll change exactly in
proportion with the way of that, to keep the nunber of people in
t he sane bands.

Dimnishing marginal utility has conpletely gone out of the
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wi ndow. It is mathematically inpossible to test dimnishing

margi nal utility with ordinal data because you can inpose any
scale on that. So everything could be cardinal, everybody could
use the sanme cardinal scale, but with these data you are

i nherently incapable of testing dimnishing marginal utility.
Furthernore, they're inherently incapable of neasuring inequality
of happi ness.

So cardinality is not the issue. [It's your cardinality.
You' ve i nposed a zero, one, two, three, four, five or whatever
the nunbers are on this thing. You inpose a different set of
nunbers that are conpletely consistent wwth your data. | can
call themzero, .1, .2, .3, .4 and 50 mllion. That's perfectly
legitimate. That will blow your inequality things out of the
water in nost circunstances.

So typically you can get any inequality result you like with
a given set of ordinal data. Janes Foster has a paper on this
and he tells you under which circunstances you can and cannot say
sonet hi ng about inequality change with ordinal data. In general
you can't, but in sonme cases you can. But these ordinal data are
not capabl e of measuring dimnishing marginal utility, period.

MR. LAYARD: | accept what you said about the cut points
which is a throwin at the end. But the presunption has got to
be that if you ask people to record their happiness, sonetines
you give thema real line just like that. You just say this is
t he nost happy you can imgi ne, the | east happy. Were are you?

Sonebody i s doing sonething real when they nake a point on
the real line. |If you give themnnaught to ten it's not
unreasonable to think that they are treating it as a real
variable. Certainly that would be the first way one woul d think
of -- albeit if you ask people to say howtall is sonebody and
they weren't in the roomand you give thema line and they nade a
mark on it, you'd think it neant something cardinal which it
happens to in that case.

MR. DEATON: Also people will tell you that a minute is
smal l er than an el ephant, right? Sonething |like 90 percent of
peopl e agree that a mnute is snmaller than an el ephant, right?
[ Laughter] Sanme thing.

M5. GRAHAM This one | think may have to be continued over
cof f ee.

We have ten mnutes and | have a list, so people try and be
brief. | have Ed D ener, Jonathan Guber, Bell Sawhill, Richard
Easterlin and M chael Hout. Am | mssing anyone? Ckay. Then
"1l give the authors a nonent to respond.
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MR. DIENER. | just wanted to clarify. Just because it's
| ogically possible that these are social referencing effects,
don't know that we have evidence that they are. But one bit of
evi dence about that is from Japanese versus Anerican data on
rati ngs of conscientiousness.

Japanese students are nore conscientious than our students
in many ways but they rate thenselves as | ess conscientious.
It's been shown that the reason is they conpare thenselves to
their friends who are extraordinarily conscientious so they al
think that they're not as conscientious. But if you | ook at sone
absol ute standard of cleaning up your room and being to things on
time and so forth, you find out that it is a social referencing
effect.

But what | wanted to ask the author is something, it seened
like Dick Easterlin and Robert Lane pointed out. |If you put in
what people think they need or require or desire, then these
t hi ngs di sappear. Nanely, people's desires have gone up, or what
they think they need at the exact rate of our incone. So people
now t hi nk they need a vacati on hone where they used to think they
needed an indoor toilet. [If you put that in, if you had sone
nmeasure of need, would this discrepancy disappear?

MR. GRUBER: This paper is really fundanmental |y about
omtted variables bias and one way we can deal with that is by
putting in the omtted variables or trying to get as nany as we
can. But that's of course very difficult.

In the cross-sectional context, one way of dealing with that
since incone is obviously correlated with many omtted vari abl es,
is to look at lottery winners and that's been a useful way in a
cross-sectional context.

| wonder if in a cross-country tine series context there's a
paral | el approach which is to | ook at countries which got rich
exogenously. So countries that had an oil shock, they suddenly
got rich w thout working harder, and even with the environnent
getting worse, it's not purely exogenous, but at least trying to
t hi nk about exogenous incone shocks or at a mcro |evel the
I ndian tribes that got casinos and suddenly exogenously got
richer. Trying to look at, trying to bring that sane kind of
i nnovation that we've done in the cross-section to thinking about
the tine series. Maybe that would be nore fruitful than this
kitchen sink regression of throwing in as nany onmtted variabl es
as you can.

M5. GRAHAM Ckay, | have Bell, Angus, M chael Hout and
Ri chard Easterlin. Let's just go down the table.

M5. SAVHILL: | find this omtted variables thesis quite
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intriguing and even though when you tested it enpirically, given
what you put in your equation, you didn't find any support for
it, quite the opposite, | wonder if you pursued sone other angles
on that you mght get a different result.

The one that appeals to ne is the notion that, and this
rel ates back to the prior paper, that as in nodern |ife things
becone nores stressful and in particular the group that you're
conparing yourself to becones larger. W all live in bigger
ponds because of comunication, television, travel, etc. So that
keeping the unit for the reference group constant may not be the
right thing to do. |If nost of the enpirical literature is based
on states or provinces or regions of Germany or whatever it is,
and I"'mincreasingly relative to 30 or 40 or 50 years ago
conparing nyself not to the people in that small er geographic
area but in a larger area, then maybe we're neasuring the
relative effect in the wong way.

MR. DEATON: Very quickly. | thought, and maybe this is
related to what Ed said, psychologists tend to summarize a | ot of
t he research by saying t hat nothlng keeps peopl e happy for Iong.

I f you think about that, that's not an interpersonal conparison,
it's a conparison with your own previous standard of |iving which
[ Di senbry] al so wote about too.

|"ve always found that trenendously conpelling. They seem
to have done a pretty good job in this paper of showing that it's

not your income relative to other people but your incone -- that
still leave the issue of your incone relative to your own incone
in the past, the adaptation or aspiration change or whatever you
want to call it, sort of w pes out these happi ness gains, at

| east frommaterial goods.

If that's true, a really interesting question is whether
some goods, whether it's health goods or sonething of this sort
that are not subject to this sort of adaptation.

Thanks.

MR. EASTERLIN. Let ne say on the nmeasurenment thing, it
seens to nme that, nmy owmn feeling is there has now been such an
accurrul ati on of evidence by econom sts and by psychol ogi sts that
show regul arities in kinds of data sets that are being used here,
t hat argui ng about whether or not the measure is good or not or
this or that isn't the nost interesting thing to do. |It's not to
say it's not worthwhile, | suppose.

The real issue is how do you explain these regularities? It
seens to nme the paper before us is an attenpt to do that.

| like the fact that the paper tries to | ook, goes back to
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t he Bob Kennedy thing and | ooks at a variety of circunstances to
no avail, it turns out. And | think the reason it's to no avail
is what Ed D ener suggests, the paper's only |ooking at objective
circunstances in relation to subjective well being. One needs to
| ook al so at the kinds of standards or aspirations that people
have with regard to these various domains. And until those are
incorporated in these nodels, you're not going to get an adequate
expl anat i on.

Now Angus' conment summarizes | guess the worst of the
psychol ogy literature which is nothing nmakes peopl e happy for
very long. | think that's wong. | think that it varies by
domain. That people's aspirations in sone cases change rapidly
with a change in their objective circunstances and in other cases
they do not change with their objective circunstances or they do
not change conpletely with their objective circunstances and |
t hi nk probably Ed D ener would agree with that, too, though he's
not necessarily the only spokesman for psychology that is
present .

But it seens to ne that what one wants to do is have a node
that takes account of people's aspirations in these different
domains and | think one wll find that adaptation is |ess than
conpletely in sonme circunstances such as famly and health
conditions than it is in the pecuniary domain of incone.

M5. GCRAHAM The | ast comment from M chael Hout ?
MR. HOUT: Thanks.

| have two unrelated comments to make. The first is before
we get rid of hours as the omtted variable here it m ght be
useful to do a little bit of an autopsy on why it didn't work.
And | think the main reason it didn't work for the U S. anyway is
t hat people who work nore hours are actually happi er than people
who aren't. And you even get a little bit of a hint of that in
aware result where you've got a stronger result when you throw
the U.S. out and only |look at the OECD countries w thout the
US. . This is a pretty regular or pretty robust finding that
actually hours worked is -- People who are working part tine are
doing so involuntarily and it makes them unhappy.

The second point is to ask a question about whether GDP per
capita is the right nmeasure. Is the nean right, instead of the
nmedi an. W've got a |ot of novenent in GDP per capita in the U S.
over a period during which the nmedian famly incone is barely
nmoving at all. If we're interested in inequality which you don't
actually have a direct neasure of in your equation, but if we're
interested in inequality we mght be nore interested in
separating the effects of that other nmeasure of where the center
of the distribution is than 90/10 or some other kind of genie or
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some ot her measure of inequality rather than letting the grow ng
incomes of the top tail drag the whol e distribution up.

M5. GRAHAM |'d like to turn to the authors. | have maybe
two questions to think about going forward. One cones fromthis
whol e i ssue of adaptations that Ed and Angus rai sed and then how
one could capture that in the omtted vari abl es.

The second is this point about neasures of inequality.
Certainly the work |I've done suggests that inequality at the
aggregate level tends to matter |less to individuals than how t hey
conpare thenselves to a few people around them or the people in
their reference group. | don't know how to capture that in a
| arger cross-section or time series sense, but it's sonmething to
t hi nk about goi ng forward.

Raf ael , Robert, do you have --

MR di TELLA: Most of the points are well taken so | won't
answer maybe some of them | just want to say a couple of things
with respect first of all with the facts of inequality on our
previ ous paper, the paper on inequality and happi ness across
Eur ope and Aneri ca.

W do find that the effect of inequality varies across the
two places and particularly across the beliefs that people have.
For left wingers, inequality is a very big deal. You're not
asking are you a left wi nger, do you dislike inequality, which of
course they would say yes. |I'm asking you are you happy or not?
And then | check independently whether inequality natters or not.
And | al so check whether you're a left wing or not.

Now for left wingers, it's a nuch bigger deal, it's kind of
related to your beliefs, | would say. So there's sone evidence on
t hat .

On the issue of whether GDP is affecting the rich
particularly and not the rest, we don't find a differential
ef fect of GDP per capita across different income groups. But
we're synpathetic to that.

On the issue of cardinality, just one short issue. It's not
a question of whether -- W agree with nost of what has been
said, particularly with [contradiction], but the point we were
trying to raise is is there a way of doing a test for
cardinality? You see? That's what we were trying to think of.
Maybe a test of cardinality is that if you give the inconme to the
Bavarians they respond in this scale in sone way, and they
respond the sane way in this other. Angus, you're shaking your
head.
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MR. DEATON: -- neans that they have the sane
cardinalization. It doesn't nean they have your zero, one, two,
three, four, five cardinalization. That's all.

MR di TELLA: | agree with that part. So you see, there is a
sense in which we need to understand exactly what anount of
cardinality is being inplied by these responses. And whet her
between or within maybe 1'Il ask Angus | ater on.

Robert ?

MR. MacCULLOCH: On the hours [inaudible], guess that's an
unobserved heterogeneity problem | guess with the German panel
if you follow individuals over 10 or 20 years we have information
on their exact incone and their exact hours and we could put an
individual fix to fix and get at that.

There was a question at the back that the reference unit
m ght be changing. | guess people have been thinking about the
role of the nedia and TV in that. That's been di scussed before
and perhaps w dening reference groups.

On the adaptation issue of whether changes in incone are
mat uri ng and whet her peopl e are adapti ng.

We have a slide or two actually using the German panel on
whet her changes matter and tests that relative to the | evel of
income and al so tests for whether there are asymmetries and
whet her people seemto care nore about | osses rather than gains
and [inaudible] for loss aversion. It does seemthat the change
matters a lot. It does seemthat | osses matter nuch nore than
gains to peopl e.

Angus, could | ask you one exanple on this issue of

cardinality. Say Bill Gates didn't change his score at all if you
offered hima mllion nore dollars. That the poorest person in
Anmerica went fromone to ten but Bill Gates did not change at

all. What would that tell us? Nothing.
MR. DEATON: [ naudi bl e]

MR. MacCULLOCH: Regardl ess of any cardinality issue, if it
means absol utely nothing to himon any scale, it still tells you
not hi ng.

VO CE: That seens extrene sonehow. | take the technica
poi nt you're making, but it seens to nme that we m ght expect Bil
Gates and the pauper to agree, that if the pauper had a mllion
nore and Gates had a mllion | ess, Gates would say well that
woul dn't make me feel significantly | ess happy, and | predict it
woul d nake himfeel significantly nore happy and the pauper woul d
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make the sane prediction about Gates and hinself, and in sone
sense it would just be odd if they weren't both exactly right in
t hat prediction.

VO CE: But that's not cardinality, is it?

VO CE: That's what | think we understand by cardinality. It
makes a bigger difference to the poor person's quality of life
than it does to Gates' quality of life. That sanme sum

VO CE: The exanple that Richard gave, if you actually asked
people to draw lines or sonething which is interpretable as a
cardi nal score, then that's okay. But those are not the questions
we're tal king about here. W' re asking people how would you rate
your overall life satisfaction on a scale of one to five, and
those one to five's can be transforned by any nonetone increasing
transformation. Any results you conclude have to be robust to the
sel ection of that nonetone increase in transformation. These
i nequal ity neasures are not.

If Bill Gates is jamed at the top of your scale, then you
have Henry's point that you' re not going to get any nore, but if
it's true, you could do Iimted things. Bill Gates is at five and

you offer himanother mllion dollars, it doesn't have any affect
on him and the guy at the bottom says you offer ne one dollar
and it will nove ne up fromone to two, then you have a limted
cardinality fromthat and you could nake Richard' s point which
for maxi m zation of total happiness, taking a mllion fromBill
Gates and giving it to the poor guy would i nprove aggregate

happi ness. Yeah. But | don't think that's where we are on these
one to five scales.

M5. GRAHAM |'m going to suggest that, Robert, do you have
any |ast comments?

MR, MacCULLOCH: No, that's fine.

M5. GRAHAM |'m going to suggest that we continue this
di scussi on over coffee.

What we' ve decided is that everybody needs a 15 m nute

coffee break so we'll stick to that even though we're running
| ate and take that tine out of the |lunch break because there's
sone extra time there. So we'll reconvene at 12:15 and let the

next paper go until 1:15.
[ Break Taken]
MR. FRANK: The next session is a joint session, Gary

Burtl ess and Sandy Jencks. Gary will present. Let's followthe
format we followed in the previous sessions if we could. Gve
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Gary rein to get his ideas out and then we'll try to save a nore
concentrated spell of tinme at the end for some questions and
di scussi on.

Professional Word Processing & Transcribing
(801) 942-7044



RAFAEL DI TELLA & ROBERT MacCULLOCH - 6/5/03 52

AMERI CAN | NEQUALI TY AND | TS CONSEQUENCES

Gary Burtless, The Brookings Institution
and
Chri st opher Jencks, Harvard University

MR. BURTLESS:. -- to incone inequality and why has that
happened? The second question is what have been the consequences
of greater U.S. inequality? The third is, what should we do about
it? That's the agenda part of the question.

Those of you who read the paper or even | ooked at the
synopsis will recognize inmediately that we answered questions A
and B and said very little about C. Forty percent of the paper is
devoted to what's happened and why it's happened. Fifty-nine
percent is devoted to what have been the consequences. And one
percent is devoted to what should the agenda therefore be.

The consequences we exanmi ned are first the consequences of
i nequal ity on econom c growh; second on educational or inter-
generational nobility; third on longevity; fourth on the
distribution of political influence within Amrerican society; and
given the conference title I thought I would add and update the
paper by figuring out what the consequences have been on average
happi ness by income quintile in the United States.

G ven the diverse backgrounds of the people around the table
it mght be worthwhile to summari ze what's happened to Anmerican
i nequality and why we think those things have occurred. If this
group consisted only of fellow | abor econom sts | wouldn't think
t hat woul d be necessary, but people conme froma lot of different
backgrounds so you m ght want to hear our take on what's
happened.

There's no reason to keep you in any suspense. If you read
t he synopsis you already know that we do not find an overwhel m ng
case that greater inequality in the United States either
accel erates or depresses growth; that it greatly changes the rate
of social nobility fromgeneration to generation; or that it has
a large inmpact on average Anerican health. This doesn't nean that
we think there are no consequences for these things, but we think
that the effects are uncertain and likely to be small enough so
that within the range of inequality observed in the OECD
countries this is not, changing inequality isn't going to be the
preferred way that you would generate an inprovenment in
i ntergenerational nobility or average health.

There are big differences in inequality across the CECD
countries but we think these are mainly driven by policies or by
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policy differences in the CECD countries.

The fact that the effects of inequality on these
consequences we exam ned are small and uncertain probably derives
fromthe fact that there are sone other influences that are nuch
nore system c and inportant in affecting these kinds of outcones.
I nequality has a small inpact conpared with these other factors.

In the case of health we've already heard what is the
driving determ nant of long termtrends, nanely technical
i nprovenents. And these technical inprovenents in the delivery of
heal th have lifted | ongevity everywhere in the OECD and t hat
i nprovenent is very large relative to the effects of inequality.

An inportant caveat to this overall conclusion is that
i nequal ity probably also has inportant effects on policynmaking.
As you heard before, | said we do think one of the main
determ nants of inequality are policy differences across OECD
countries and the fact that inequality itself affects
pol i cymaki ng means we can't overl ook the indirect inpact of
i nequality on these outcones that we care about.

But if you really want to pronote good health, if you really
want to induce longer |life spans, there are probably a |ot nore
effective ways to go about doing this than to change the policy
and econom ¢ nmechanisns in society that determ ne basic
inequality in that society. You mght want to spend nore on
devel opi ng new health care plans, you mght want to have broader
i nsurance, you want to do sonething directly that affects health
You don't want to change inequality per se.

The sane goes for pronoting these other goals that we care
about, growth and social nobility.

So the first question is what's happened and why. These
pictures try to give you the basic picture. The top picture
depicts pure inequality, not just in ternms of a single nmeasure of
inequality but by the gap in relative incones between peopl e at
the top, at the 9th percentile and in the mddle at the 50th
percentile and near the bottomat the 20th percentile conpared
with the nmedian person in U S. inconme distribution. The
statistics go back to the post-war period. In general, inequality
fell until the late '"60s or early '70s and it's risen since then.
The genie coefficient hasn't risen in every year but it's risen
in nost years. This shows how that inequality transpires.

In general, since the late 1970s, the gap between the people
near the top and in the mddle has risen al nost continuously. Not
quite, but in every decade it has increased.

The gap between people on the bottom and near the m ddl e has
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been | ess steady. It certainly grew during the 1980s but has been
fairly stable since the early 1990s.

So even though it's correct that inequality has sone kind of
a fractile character, differences between people at every | evel
have wi dened, the fact of the matter is the place those
i nequal ities have changed have been different in different
decades and right now in 2003 probably we're continuing to see a
growh in the gap between people at the very top and people in
the m ddl e, but not people further down in the distribution.

The bottomof this picture translates these changes in
inequality into trends in real living standards in different
periods. W divide the post-war period naturally in the period
before and after 1973 because the growh of nedian incone in the
United States slowed drastically in 1973,

You can see that in the first part of the post-war period
inequality fell because incones were rising faster at the bottom
than they were at the top. But only at the very top of the U S
i ncome distribution have incones continued to rise approxi mately
as fast if not a little bit faster since the md 1970s as they
rose in the initial post-war period. So keep these two di agrans
in mnd when | return later on to di scuss happi ness.

So why have these trends occurred? Let ne give you anot her
picture that translates trends in the living standards in what we
think is a nore defensible way.

What we have done is conme up with a conprehensive definition
of income as opposed to the nore inconplete definition of incone
used by the United States Census Bureau. This is a nore
conprehensive definition. It subtracts taxes from people's
incomes and it adds in all kinds of near-cash transfer benefits
t hat people receive. It excludes health insurance but it includes
things |ike housing subsidies and foodstanps and so on.

We then adjust each household s incone by its famly size
and we rank every person in the U S. population by the famly
size adjusted incone of its famly. You can see the sane trend
here in the top panel as you saw in the previous one. Inequality
between the mddle and the top has risen just about continuously
over this entire two-decade period, but the trend in differences
between the mddle and the bottomis different fromthat. There
was sone closure in the gap between the mddle and the bottomin
the early 1990s, and it has been relatively stable for the | ast
few years.

So this reflects absolute real incomes adjusted by what we
regard as a defensible price index at each of these different
i ncome ranks.
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At the bottomyou see what the trends are for the sane
poi nts of the incone distribution in real market incones. Famly
si ze adjusted market incomes. You'll notice that the market
i nconmes, that is what you derive frominterest, dividends,
conpany pensions, wages, iS very very sensitive at the bottom end
of the income distribution and that is because so nmuch i ncone at
the bottomend is affected by whether or not people have had
t heir annual incones affected by sonme spell of unenpl oynent.

What accounts for these trends? Just a brief once-over.
Earned incone inequality in the United States has risen
significantly and I would say it depends on the netric you use
for inequality. The rise in the earned incone, that is |abor
earnings differences between people in the United States accounts
for sonmewhere between 40 and 50 percent of the growth in incone
inequality. To be sure, this trend has attracted probably 98
percent of all the research on what's happened to inequality in
the United States. Most people are interested in | abor earnings
difference. And the fact that so nuch research has been devoted
toit my give a |lot of people the inpression that this is mainly
what is happening to drive incone distribution statistics in the
United States. That's not true.

There has also been a rise in the correlation of incone
between the main potential earners in households, husbands and
wi ves. So now this higher correlation has pushed people who woul d
have a pretty good rank in the inconme distribution, it's nudged
their real incones up even further conpared with nmedian incone in
the United States.

There's been a declining portion of the U S. population in
husband/wi fe fam lies which on the whol e have nore equal incones
than do all of the other kinds. Single nenber househol ds,

di vorced househol ds, |lone parent famlies. And this trend has
been fairly continuous. It slowed in the 1990s but it has
certainly contributed maybe a quarter or so to the growth in
inequality over this 22-year period.

The tax systemin the United States has had a very snal
i npact. There have been changes in it. But the United States
governnent |ike governnents in a |lot of other countries seldom
changes things very much. W're always tinkering with the tax
system we're always debating about how it should be changed, but
except at the very top and the very bottom of the incone
distribution | don't think very many people have found very big
changes in the final after tax/after transfer inconme distribution
have been caused by changes in the tax system The very bottom
and the very top have been affected. The very bottom of the
i ncome distribution now receives nore tax refunds every year than
they pay in taxes so their after-tax incone is actually higher
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than their pre-tax incone.

On the other hand the transfer paynent has becone nmuch | ess
generous to people at the very bottomso they' re receiving |l ess
transfer paynments fromthe government and these two effects have
nore or |ess offset one another.

If transfers are now | ess redistributive than they used to
be it's because a lot of the transfers that are paid by the
government just happen to be those that are received by people
with increasingly good ranks in the U S. inconme distribution, in
particular retirenment incone.

One last thing | should nmention is immgration into the
United States. Probably in the period covered by these pictures
immgration into the United States has been about 22 or 23
mllion people that we know about, and they tend to be drawn from
the top and the bottomranks of the skill distribution.

Imm gration all by itself accounted for all of the growh in
measured U.S. incone poverty between 1979 and 1997 which is the
| ast year | checked this nunber. Inmm grants have nore poverty

t han native-born Americans so the fact that their share in the
popul ati on rose was inportant, but even nore inportant was the
fact that immgrants were now poorer relative to native-born
peopl e and had hi gher rates of poverty.

If you think that there was a spillover effect of
immgration on the wages that can be earned by native Americans
in the |l ower ranks of the distribution which seens plausible,

t hen perhaps in the absence of this |level of immgration the
poverty rate anongst the native-born popul ati on woul d not have
remain stable, it would have declined.

How does the United States conpare to other rich countries?
We need to know this because sone of the statistical
identification that we do depends on cross-national conparisons
and trying to tease out what evidence across different countries
m ght nean.

Those bars that you see there show the genie coefficient of
i ncone inequality across countries where we have reasons to
believe that inequality is nmeasured in a consistent way using
consi stent incone concepts with nore or |ess good househol d
survey data fromthe countries. The neasure of incone used is the
same as in the last graph | just showed you. It's what is the
cash and near-cash incone received by a househol d, appropriately
adjusted to reflect differences in household size, rank every
person in society according to their incone and then cal cul ate
t he genie coefficient of that individual inconme relationship.

The United States has the highest inequality nmeasured in
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that way based on post-tax, post-transfer incone.

One thing you'll notice about that picture is country size
may have sone influence on the degree of inequality you have.
It's interesting that the bottom eight countries, the nost equal
in this picture, there's only one country in the bottom ei ght
that has nore than 15 million people, and in the top nine there's
only one that has a popul ation size below 20 mllion. So
popul ation size mght matter, and since the United States is by a
very large margin the biggest country, nmaybe that would partly
explain U S. inequality.

But probably nuch nore inportant is what the country does
t hrough public policy, in particular tax and transfer policy.

The triangles at the top show the genie coefficient of
inequality of the market based inconmes received by people in
these countries. One surprise in |looking at those nunbers is that
mar ket inconme inequality does not distinguish the United States
by nearly as nmuch fromthe rest of the OCECD. The United States
ranks is sort of a little bit above average but it's close to the
average for the OECD

What's the reason? Well, you m ght be surprised to see that
mar ket incone inequality is the sane in the U S. and these other
countries because you probably all know that sports stars and
CEGs and entertainers earn nuch bigger inconmes in the United
States than they do in the other countries, and equally well
known, at |east to nost European friends of mne, is that |ow
wage workers in the United States receive |ower hourly wages than
their counterparts do in Europe.

But the fact is in the United States there are a | ot fewer
of those people who have zero market incones. And as soon as you
include the zeroes in with the positive nunbers then the genie
coefficient goes up in European countri es.

There's a good reason, of course, that Americans have
positive market inconmes and that is that the penalty in the
United States for having a zero market income is ordinarily a |ot
nore severe than it is in a typical country on the other side of
the Atlantic COcean. That hel ps account | think for the bad
relative position of |ow incone people, even when you add in
their market and their non-market incones in the United States,
but the fact that the | owranking American has positive market
i ncone distinguishes himfroma | ot of Europeans who are in the
sanme position. They have no market incone. Their income consists
exclusively of public transfer.

So why does the United States have a high rank in the after-
tax, after-transfer incone inequality? Well, the income transfer

Professional Word Processing & Transcribing
(801) 942-7044



RAFAEL DI TELLA & ROBERT MacCULLOCH - 6/5/03 58

system and the tax systemin the United States just do a lot |ess
to redistribute incone. If we took the U S. market incone
inequality and we reduced it by exactly the same proportion that
mar ket income inequality is reduced by the tax and transfer
systemin other industrial countries, the United States would
rank with France and Canada, near the mddle of this
distribution. But the United States does not reduce market incone
by nearly as much through its public policies.

In addition, the transfer policies in the United States and
ot her OECD countries have fairly predictabl e consequences for one
di mensi on of market activity, nanely how nmuch do you work? Here
Sandy and | calculate the ratio of adult work in each of these
OCECD countries to the anmount of work in the working age
popul ation in the United States. Japan and the United States have
about the sane rank and all other countries sort of trai
somewher e behi nd.

If you look at Italy, for exanple, it's rather startling. If
you take the 15 to 64 year old population in ltaly its work is
about 62 or 63 percent of the amount worked by the equival ent age
group in the United States. This reflects differences in | abor
force participation between the countries, differences in
unenpl oynent rates in the countries, differences in average
anount that people work per year given that they hold a job. It's
a very big difference but it also seens to be a very predictable
consequence of the share of national incone in these countries
that is redistributed to the working age popul ati on except
t hrough the health prograns of the country.

So on one axis | show the share of national inconme that's
redi stributed except through the health systemto the popul ation
that's not aged. So this excludes pensions also, pensions to the
aged population. This is just transfers to the working age and
younger popul ations in the country, and there's a very strong
rel ati onshi p here.

O course one other inmplication of this picture is that
Japanese and Americans work an awful |ot harder to obtain
what ever | evel of average incone they have. U S. incone is
approximately a third higher or 25 percent higher than it is on
average in these other OECD countries, but Americans also work on
average consi derably | onger to achieve that inconme so part of the
difference in average GDP per capita is caused by this higher
work effort.

What have been the trends in the other OECD country? Qur
readi ng of the evidence is that market incone inequality has
i ncreased in al nost every CECD country where there are good
nmeasures of pre-tax, pre-transfer inequality.
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However, inconmes after taxes and transfer have becone
unequal in only roughly half of the OECD countries and in many of
those countries where they have becone | ess equal there hasn't
been a very strong trend. Countries |i ke Canada and France at
| east up through the md 1990s took extraordi nary measures to
keep after-tax, after-transfer inconme inequality fromrising even
t hough at | east in Canada market inconme inequality did rise, and
| believe that market incone inequality rose in al nost every
country of the COECD

So what concl usions can we draw with regard to economc
growt h? Can we use any of the evidence that | just have
summari zed to say sonething about what the rel ationship between
inequality and growth is?

In the paper we go through three or four mmjor theories that
attenpt to link inequality and growth and we point out that a
coupl e of these don't seen to cover the facts very well for OECD
countries in nost of the post-war period. Some political econony
nodel s, the relationship between econom c inequality and econom c
grow h point to an effect of high inequality on what the decision
woul d be of a nedian voter when casting ballots in an el ection.

If there's a lot of inequality the nedian voter m ght reason that
it's easier to get an inprovenent in his situation by voting for
redi stribution even if it has inefficient consequences and
depresses grow h because that's the best route to getting a

bi gger after-tax, after-transfer piece of the pie and a bigger
absolute slice as well. So high inequality changes the voting
patterns of nedian voters, pushing themto favor nore

redi stributive policies.

That doesn't seemto account very well for trends in the
Angl o- Saxon countries, at |east since the late 1970s. If
anyt hing, the nedian voter has not been supporting such strong
redi stribution at higher |levels of inequality.

One theory that does cover sone of the facts pretty well is
t he one nentioned by Carol at the begi nning of our neeting.
Arthur OCkun's theory on the relationship between efficiency and
inequality seens to fit at |east those statistics about what the
relationship is between the share of inconme redistributed and the
mean anount that people work if they're in the working age
popul ati on.

| prom se you that we did | ook into happiness. What's the
rel ati onshi p between happiness -- | need you to renenber the
di agrams | showed at the beginning on the trend over tinme and
actual inconme inequality in the United States, and Ben Keys and |
obt ai ned data fromthe General Social Survey on happiness in
respondents between 1972 and 1998. W coded the data. W ranked
everybody in the GSS according to their rank in the inequality
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di stribution and the year that the question was posed. W gave
peopl e ranks of one to five. One is the bottom five is the top.
And we said what has been the pattern of mean happi ness in each
of these groups?

We counted the | east happy as a m nus one. W counted the
i nternedi ate answer as zero. W counted the nobst happy answer as
plus one. And this just is the nmean in each of these groups for
each of these years.

| looked at that and said well, there doesn't seemto be
very nmuch there, but it just shows that you shouldn't eyebal
data, you should look at it a little bit nore carefully.

This is shows the results if we average the responses in
each of the successive decades of the 1970s, 1980s and 1990s. To
the left in that figure you see what the trend has been in the
bottomincone quintile. That is a statistically significant drop.
| think the key value for the drop is .01. That's a very
statistically significant drop. And in the second, third and
fourth fifths of the income distribution there are al so
statistically significant drops in nmean happiness. Only in the
top quintile which you will renenber enjoyed al nbst conti nuous
i nprovenent and sizeable inprovenent in its inconme, real incone,
ei ther slight gains, although they're not statistically
significant gains.

So the change in the difference of happiness is significant
for these groups. So there's a significant decline within these
groups and the gap between the groups also grew by a
statistically significant anmount.

VO CE: [ naudi bl e]

MR. BURTLESS: Yes. | wouldn't make big prom ses about the
guality of this research. Nunber one, the General Social Survey
does not ask such good incone questions as those surveys that the
Luxenbourg I ncone Study uses. So there are sone real problens.

But this is, we attenpted to neasure inconme nore or |ess the way
t he Luxenbourg Incone Study does. W used the sane famly size
adj ust ment and cal cul ated famly size adjusted incones to rank
peopl e.

VOCE: This is all pre-tax.

MR. BURTLESS: Yes, unfortunately it's also pre-tax so it's
not the sanme incone neasure. It's not such a good neasure of
i ncome. But probably we are crudely dividing people appropriately
into fifth of the distribution, disregarding the neasurenent
problemin inconme. The point is that these happi ness statistics
show a growth in the inequality of happiness by incone rank.
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VO CE: [ naudi bl e]

MR. BURTLESS: W divided three broad age groups into three
cl asses of income so we didn't do it in five, and yes, within age
group there's also this trend. Now | will not swear because |
don't renmenber. There's a |lot of measures of the difference. |
won't swear that every one of themis statistically significant,
but within age group you will also see this.

VA CE: [ naudi bl €]

MR. BURTLESS: It's very |ow and we exclude them Al so
there's non-response on incone so for sonme people we have to
excl ude them because we don't know their incone, but the nunber
of people who don't answer this question is quite small

VO CE: Can you put up the previous slide? They actually | ook
i nconsi stent. Can you explain that?

MR. BURTLESS: | didn't want to confuse you by putting al
five-fifths of the incone distribution on it, but they are
consi stent. These are just the nmeans. It's just that the year to
year nmove is pretty big, but on the other hand there's a | ot of
parallels in the year to year nove across these quintiles.

VA CE: [ naudi bl €]

MR. BURTLESS: | did the nost sinple thing you could do with
one and a half days of |abor effort. [Laughter]

VO CE: [ naudi bl e]

MR. BURTLESS: W ran a regression to determ ne statisti cal
significance for very very sinple hypothesis tests. Hypothesis
tests. In the bottomquintile of the incone distribution did
aver age happi ness decline fromthe 1970s to the 1980s? Did it
decline fromthe 1980s to the 1990s, and so on. The only
regressions we ran were to formextrenely straightforward
hypot hesi s tests.

|"'mnot putting any enphasis on this and Sandy should not be
bl aned for anything.

VO CE: That graph does show the bottomfifth, half year in
1998 and it was in 1972.

MR. BURTLESS: That's right.

VO CE: And your next graph shows that's not true.
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MR. BURTLESS:. That's right. And it's precisely because |
averaged it. That's right.

This represents the average for all the years of the 1970s.
M chael Hout has done this research too.

MR. HOUT: | tortured the data a |ot nore than Gary has, but
| wanted to make two points. One just a real quick one. There's a
problemw th the '72 data, you should drop it, because of the
context of the happiness question. |If you do that, actually that
net change will be a bit different. Your question goes away, |
t hi nk.

More to the point though --

MR. BURTLESS: | would have inferred that just from | ooking
at the data, that there's sonething the matter with the first
year. But go ahead.

MR HOUT: Also the '85 data.

The famly size issue is an interesting one. | split the
famly size adjustment out and added log famly size to the
equation instead and it actually appears that people in |arger
famlies are happier than people in small famlies. So by
di viding the inconme through by famly size --

MR. BURTLESS: Square root of famly size. This is the LIS
adj ust nment .

MR. HOUT: Right. The LIS adjustnent | think nay take away
sonme of the incone effect actually, and certainly a big chunk of
t he change over tinme because the famly size changes nore than
i ncome does. So | think a somewhat different specification of it
woul d show a bigger trend in the incone effect than appears here.
But if you believe that it's incone per square root of person in
the famly then you have to account for the fact that, sonmehow
account for the fact that people in bigger fam|ies are happier
than people in smaller famlies.

MR. BURTLESS: | repeat, this is the sinplest kind of
analysis | could do, trying to remain consistent with the way
Sandy and | neasured incone in the United States and the way the
Luxenbourg I ncone Study neasures incone across CECD countries.

VO CE: [ I naudi bl e]

MR. BURTLESS: In here? The sanples are smaller, they're |ike
a thousand each before --
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VO CE: 1500, but yeah. Then they double the | ast coupl e of
years --

MR. BURTLESS: But al so there's undoubtedly business cycle
effects. You can see that there's a degree of parallel novenent
fromyear to year in these neans.

VO CE: How does that [inaudible]?

MR. BURTLESS: Nonet heless, this is a very sinple sunmary
statistics that is not inconsistent with the idea that the growth
of inequality in incone as neasured on the LIS, as neasured in
the famly size adjusted way by Sandy and | is mrrored -- |I'm
not giving causality here. I"mjust saying it's mrrored in the
trends in reported happi ness on the General Social Survey.

VO CE: In passing, just in case sone people here don't know,
we've got a lot of | think persuasive evidence now that there are
strong business cycle effects in happiness data.

MR. BURTLESS:. That's right.

Equal opportunity or educational access. Here we wanted to
focus on a very straightforward neasure of nobility or
opportunity. Nanely, what's the rel ationship between the rank or
t he soci oeconom ¢ status or incone of the parent and that of the
child? The smaller the inpact of parental rank or position on
that of the child, the nore equal opportunity many peopl e think
there is and the nore nobile the social structure.

It might seemobvious that if there's a growh in inequality
of income, that should give a bigger advantage to youngsters in
the famlies that have gained the nost in relative incone. But
that would only be true if the better-off parents devoted sone of
their extra income to inproving the fortunes of their kids in
some systematic way. And nunber two, those ways that they spent
the noney actually had this payoff in inproving the position of
the kid. And one or both of those assunptions m ght be incorrect.

One problemwith this line of reasoning is that social
scientists have actually found it rather difficult to find strong
evidence that if you parachute extra noney on top of sone
househol ds the kids really fare better in terns of |ots of
neasures that we care about -- school attainnent, crimnal
activity, school achievenent, single parenthood and so on.

The background of the kid certainly matters on average, but
the question is what does parachuting extra noney onto the kids
do to these outcones, and we've had problens finding big effects
t here.
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How does the United States rank in this kind of mobility?
Qur reading of the evidence is it ranks about in the mddle. Some
countries have nore nmobility, sone have | ess, but the extrene
rank of the United States in pure inequality is not the sane as
the rank of the United States in social nobility which seens to
be about average. | recognize that in the United States Americans
have this view that they're very nobile and nore nobile than
Eur opeans, but the best evidence does not suggest that that's
true. But they're not |less nobile either.

Now t he question is how about the extra inequality of the
| ast 20 years? | think it's a little early to say what those
i nfluences are because it takes awhile but here is one straw in
the wi nd. Nanely, how has going on to coll ege changed over tine
by rank in the income distribution? And here you'll notice
there's been a bigger rise in the high incone than in the | ow
i ncome youngsters. So if we think this is going to be eventually
reflected in social status and position, then it does appear that
t he youngsters fromthe better-off famlies are doing what they
shoul d be doing given the increased payoff to a higher education.

VO CE: One point about that chart. Those differences are not
expl ained by [inaudible]. If you run the regression of the
[ i naudi bl e] sanple, the distribution [inaudible] doesn't nake
that disparity go away. [Inaudi bl e]

MR. BURTLESS: | hesitate to say anything about health given
t he people who are present but | will say a couple of things.

Here's a wel | -known picture based on a survey in the early
1980s in the United States and then foll owi ng people for the next
ei ght years or so and seeing how many of themdie. It's a picture
that shows that there's a real gradient in |longevity with respect
to famly income and it's also a non-linear relationship which
suggests that transferring fromthe top to the bottom ought to
rai se average | ongevity.

One calculation we perforned was to say suppose we take al
the incone and nmake it equal across everyone here. How ruch
| onger would life spans be? | think that the answer is for nen
there should be a 1.3 year increase in |life spans, and for wonen
a 0.6 year increase in |life spans. But to put those nunbers into
perspective, the actual increase in male longevity from 1979 to
1997 was 2.7 years and for wonen it was 1.2 years. So this sort
of underlying trend increase is very large relative to what you
woul d infer just fromthis picture.

W t hought of other ways of arranging the data. One is how
does longevity differ if you | ook at countries where we have good
nmeasures of inequality and neasure inequality in a consistent
way. |If you exclude the United States fromthis picture there
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isn't much there. If you include the United States it does | ook

i ke inequality reduces life spans. One country that isn't there
but which we could put in is Japan which is both unequal and has
very long life spans and that woul d reverse the correlation

What about changes in inequality within one country in
recent years? Do we see any pattern? This is a |lot fewer
countries because we tried to restrict ourselves to countries
where there is a consistent neasure froman early to a | ate point
intime in inequality. Suppose we |ooked at the changes in
inequality in that smaller handful of countries. Is there sone
correspondence between the change in inequality and the change in
| ongevity? And there is sone.

So if you think -- And we woul d never promse that this is a
preci se or robust estimate of the influence of --

VO CE: [ naudi bl e]

MR. BURTLESS: W will promise it's inprecise. But if you
t hought that an inprecise estimate that says that the United
States could have increased its |life spans by an additional,
don't know, one-tenth, one-quarter maybe over the l|last 15 years
relative to the increase that was already occurring, if you
t hought that that inprecise and not terribly reliable estinate
was enough to change your nmind about whether redistribution is
okay, it would be a good thing. That's fine. But changing the
di stribution of income in order to achieve that gain seens |like a
very round-about way to do it and it strikes us that there's
probably | ess expensive, |less politically decisive, nore
straightforward ways to try and engi neer an inprovenment in
| ongevity in the United States.

The last thing we consider is the influence of changing
inequality on the distribution of political influence in society.
| think at the very outset both Sandy and | agreed that this is a
very distressing possibility, how we would go about finding how
it has changed the distribution in political influence | don't
know. This is not a very enpirical part of the paper. It's
certainly sonething that we think should consider us. It seens to
us it's fine if the United States has the degree of inequality it
does because everybody is thinking very conscientiously how high
shoul d t he m ni mum wage be, how nuch redistribution should there
be, and everybody gets their vote in with a good equal weight.

But if the outconme of the debate is heavily influenced by the
fact that the distribution of political influence has shifted to
favor people who woul d oppose hi gher m ni nrum wages, who woul d
oppose redistribution at the bottom then we do think there's a
sort of a self-fulfilling prophecy to growi ng |evels of

i nequality and that does concern us. Wthout, however, us taking
a strong stand on how big a role this has actually played in the
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di stribution of political influence.

MR. FRANK: -- behind schedul e, but [inaudible].
VO CE: | have a suggestion and a question. The suggestion
is, | suggest that you test the robustness of your results by

using the Wrld Val ues Survey data on happiness in the United
States. We're using that right now and actually we found fromthe
early 1980s to the md 1990s was actually a six percent increase
in happiness in the U S. on a scale of about 3.2 on a one to four
to about 3.6. That was pretty well all explained by an increase
in the nunber of people who reported thensel ves very happy from
about 31 percent of the total to about 46 percent.

What's really amazing on this nunber is that the U S.
actual ly ranks nunmber two out of 50 countries in happiness in the
md '90s conpared to 11 out of 22 in the early '80s.

So | don't know the relative nerits of the GSS versus the
Wrld Values Survey in terns of the happiness, but |I'd suggest
you at | east test your results to that.

The question is you point out that there's this intense
political resistance to egalitarian policies of the U S. and |
guess the question is do you think that reflects just the fact
that inequality doesn't really matter for happiness in the U S. ?
O is it really due to the lack of political power on the part of
t he di sadvant aged?

MR. BURTLESS: One thing that we state at the begi nning of
our paper is that when you survey Anericans, | can't quite
remenber how we phrased this or how the question is phrased, but
Anericans are dissatisfied wwth inequality. In other words they
don't like the present anount but they're not as dissatisfied as
people in other countries are so that does indicate sone
difference. And they certainly want to do less in terns of the
gover nment doi ng sonet hing about it. Maybe they don't trust the
governnment as nuch. | don't know. We just have smaller najorities
saying it's a terrible thing.

MR. FRANK: [Inaudible] nmake their comments in sequence and
then we'll let you respond [inaudible].

VO CE: A comment and a question. The conment is on the
political finding which my sunmary of it would be that we're nore
worried about rising income inequality in a system where noney
can buy you power to sone extent and blur the line between a
denocracy and an oligarchy which nmeans interestingly that
Eur opeans shoul d be | ess worried about inequality than Americans,
al t hough of course the opposite tends to be the case. But |
wonder if there is also a happiness issue there as well? Wen
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read it | thought of Bruno Frey and diver Stutzer's work
suggesting that there may actually be a |link between political
participation and happiness. So if there's an effect on political
participation frominequality, there may be a second round effect
on happi ness fromthat.

The second point is a question, really. Wiat junped out from
t he paper to ne was the |evels of market inequality in
particularly the U K which cones out at the top versus the U S.
which is counter-intuitive given as you say what we tend to | ook
at is wage inequality. It seens alnost as if the market could be
seen to be having unequalizing effects through the wage
di stribution but equalizing effects through the creation of
enpl oynment, particularly for those at the bottom of the
di stribution, and through the provision of retirenent incone for
t hose who are out of the |abor market at the other end.

We tend to think of the market as having an unequali zing
effect. It looks like the Arerican market in the '90s may have
been having that equalizing effect. So there's another way to say
that is to ask the follow ng question. If one were able to hold
wage i nequality constant through the '90s would market inequality
in the US. have dropped rather than risen?

VOCE: | noted the tradition this norning by starting off by

saying | heartily disagree with what's just gone before. |I'm not
going to continue [inaudible]. I thought as | said to you
privately, | thought it was a brilliant paper with nuch of
I nterest.

| did however want to draw attention to the issue -- you

raised it, Angus raised it previously. You said why woul d you
want to invest in social conditions to inprove health? Wiy not do
sonmething sinpler which is invest in nmedical care | think was the
inmplication, if you want to i nprove health.

|"d say that the history of public health is against you,
and there are separate questions here. But if you | ook at what
WHO did | ast year, the Wirld Health Report 2002, of trying to
| ook at the burden of disease worldw de and there's sonething
like 60 mllion deaths worldwi de and they try to | ook at the
risks. It turns out interest [inaudible] the nunber one risk for
death worl dwi de is blood pressure, raised blood pressure; and in
the top list is over-nutrition, under-nutrition, unsafe sex,
snoking. Prima facie you wouldn't say that the way to deal with
there risks is to invest in nore nedical care.

Take the bl ood pressure one where you mght say that. The
mai n conplication of high blood pressure is stroke. Stroke
nortality in the United States dropped |ike a stone from probably
t he 1930. And when the National Institutes of Health introduced

Professional Word Processing & Transcribing
(801) 942-7044



RAFAEL DI TELLA & ROBERT MacCULLOCH - 6/5/03 68

its national high blood pressure education programin the '70s
and we started to get safe anti-hypertensive treatnment in the
"70s, if you do it on the log scale you can just about see a blip
in the age-adjusted nortality cause for stroke, but nost of the
decline in nortality from stroke occurred way before that. The

i ntroduction of nedical care. | have coll eagues who say that the
big public health boon was the refrigerator because people no

| onger used salt to preserve their food.

You could go through on safe sex, snoking, and the under-
nutrition, over-nutrition and so on. So one issue is, really is
it true that the major burden of disease is due to |ack of
nmedi cal care which seens to be the inplication, by saying the
best thing you could do so invest in nore nedical care. It
certainly isn't what the people have actually tried to | ook at.

| see this curious dysfunction between arguing over whet her
things are cardinal or ordinary or log scales and so on, and then
just blithely assum ng that this unneasured variable nust be
nmedi cal care

Then there's a second, related issue which is even if you're
willing to accept, as | am that sone of the inprovenents in
health are due to inprovenents in nedical care, |'mtrained as a
physician. I"'mwlling to accept that what ny col | eagues and | do
hel ps people. But that doesn't necessarily deal with the
i nequal ity questi on.

Again, to take the bl ood pressure exanple, we know in
Britain that people of |ower socioeconom c groups or Afro-
Cari bbeans have higher nortality from bl ood pressure associ ated
di sease. When we | ooked at the proportion of people who are being
treated successfully for their blood pressure the group that's
bei ng treated best are Afro-Cari bbean wonen, the group with the
hi ghest stroke nortality. So prima facie when you start to go
into it and actually ask is it differences in nedical care that
coul d account for these differences in inequalities that we see,
t he answer doesn't cone roaring at you yes, it's just nore
nmedi cal care that's needed. In fact when we had a comm ssion in
Britain, an independent inquirer naned The Coalition of Health,
to | ook at what we could do about inequalities in health, of our
39 recommendations there related to the National Health Service
and the other 36 related to these wi der social issues.

So in fact, | do want to take issue with, if you want to
i nprove health invest in health care and forget the w der soci al
condi ti ons.

But the last one that | would say, and | agree with the
thrust of your paper conpletely, is that it's not incone. |
foll owed your argunents, whether it's children's education,
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whether it's health, it's not parental income that the main thing
driver of the inequalities in society. So it mght well be that

i f you changed nothing other than incone you wouldn't actually
change the major inequalities in health breaks, unless you change
t he ot her things.

MR. FRANK: Thank you, M chael.

Rat her than mss lunch we're going to ask the rest of you
who wanted to make a comment to find Gary or Sandy individually
or work it in sonehow in the afternoon sessions. Thank you very
much for a very stinulating paper, both of you.

W're going to tart again at 2:15 sharp

[ Recess for |unch]
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