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ABSTRACT

The literature on subjective well being highlights the role of relative income differences, an
issue which is particularly salient for the emerging market countries. We explore the
demographic determinants of happiness in 17 countries in Latin America, as well as the
effects of macroeconomic trends and attitudes about the market on happiness. We provide
comparative reference with data from Russia and the United States. We find that the
determinants of happiness in Latin America are remarkably similar to those in the advanced
industrial countries. We also find a marked and negatively skewed perceptions gap
between individuals’ objective economic situations and their subjective evaluations in both
Latin America and Russia. That gap, in turn, has negative effects on happiness. Inflation and
unemployment have negative effects on happiness in both contexts, while pro-market
attitudes and preference for democracy have positive effects.
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Happiness, Markets, and Democracy:
Latin America in Comparative Perspective

Carol Graham and Stefano Pettinato

“The grumbling rich man may well be less happy than a contented peasant,
but he does have a higher standard of living than the peasant.”
Sen (1983)

Introduction

One of the most fundamental objectives of public policy isto enhance the welfare of
as many people as possible, within a given set of resource constraints. Y et academic and
public policy debates rarely address the question of what determines improvementsin
welfare or in life satisfaction. Economists, in contrast to psychologists and sociologists,
have traditionally shied away from subjective data on life satisfaction. Most economic
models assume that wealth and utility are virtually synonymous. Y et research by both
economists and psychologists on life satisfaction or *“happiness’ finds a seeming paradox
that challenges that assumption: aggregate levels of life satisfaction do not increase as
societies grow wealthier, even though within countries wealthier individuals are, for the
most part, “happier” than poorer ones.*

These findings highlight the importance of relative rather than absolute differencesin
wealth, particularly after societies cross a certain absolute level of income. This by no
means discounts the fundamental importance of economic growth in reducing poverty
and attaining a wide range of other development objectives. Yet it does suggest that
factors other than income growth affect individuals' assessments of their own welfare,
and that these same factors may influence their responses to incentives and policies.

Concern for relative differences can, under certain circumstances, lead to seemingly
“non-rational” economic behavior. Concern for relative income differences can lead
individuals to opt for conspicuous consumption, rather than investing in their children’s
education, for example, to demonstrate wealth status, or to undertake risky behavior, such

! The economics research on happiness was pioneered by Richard Easterlin in the mid-1970's. See
Easterlin (1974), Easterlin (1995), and Easterlin (2000). For arecent study on the U.S. and U.K., see
Blanchflower and Oswald (1999), and for Switzerland see Frey and Stutzer (1999). On measurement
issues see Van Praag et al. (1999). For an excellent summary of the psychological work on the subject, see
Kahneman, Diener, and Schwarz (1999). For areview of much of this literature, see Veenhoven (1991) and
Graham and Pettinato (2000).

2 Decades ago, Pigou (1920) wrote that what could be measured with money, economic welfare, was only
one component of individuals welfare, and thus our capacity to assess welfare was largely determined by
our capacity to measure it.



as gambling, to enhance status via wealth gains at the margin.® Concern for relative
income differences and perceptions of past economic progress can also have political
ramifications and, in particular, result in persistent attitudes about redistribution.* While
not the usual focus of analysis, non-income determinants of economic behavior and
attitudes about relative income differences are likely to have some influence on the future
direction of market economies in both developed and developing countries.

Not surprisingly, the issue of relative income differencesis a particularly salient one
for the emerging market countries, where macroeconomic policy frameworks are in flux,
and there is wide debate over who the winners and losers are. In addition, the new
opportunities and increased mobility that accompany the turn to the market also come
with new insecurities.® Our preliminary work in Peru suggests that even the winners may
be reluctant to assess their situation positively and - in line with the general direction of
the happiness literature findings - that the relationship between wealth and happinessis
not straightforward.® Y et to date we know very little about how the turn to the market and
related macroeconomic trends affect individua perceptions of well being or happiness
and, in turn, how those aggregate at the country level.

Most of the research on “happiness’ and other measures of subjective well being has
focused on individua wealth and demographic characteristics such as age, marita status,
and education. We review this literature extensively in previous work; suffice isto note
here that there has been very little analysis of how macroeconomic trends, such as
unemployment or inflation, affect individuals assessments of subjective well being. One
notable exception is recent innovative work on the macroeconomics of happinessin the
U.S. and U.K. by DiTella, MacCulloch, and Oswald. The authors find that, in addition to
the usual demographic determinants of happiness, such as age, gender, and employment
status, both unemployment and inflation have negative effects.” We are not aware of a
similar set of findings for the developing countries.

The literature on market reforms, meanwhile, has focused on aggregate measures of
support for markets, evaluating governments’' records at implementing reforms and then

3 Coleet al. (1995) develop amodel which captures concern for relative standing or status, in which
individuals do not get utility from their relative status, but rather the concern is induced because relative
status affects consumption of standard commodities. They show that concern for relative wealth can
generate conspicuous consumption when wealth is not directly observable. Hojman, meanwhile, develops a
model of consumption driven by inequality in Chile, where poor househol ds make non-optimal
consumption decisions at the expense of long term human capital investments, behavior that is driven by
conspicuous consumption among wealthier groups. See Hojman in Birdsall and Graham (2000). Robson
(1992) develops amodd of utility which is concave in wealth itself, but convex at some range when the
indirect effects via statusis included. Schor (1998) notes how American’s debt service as a percent of
disposable income has increased in the past decade along with a major consumption boom.

* See Benabou and Ok (1998), Piketty (1995), and Clifford and Heath (1993).

® For a description of these insecurities and their causes, see Rodrik (1999).

® See Graham and Pettinato (1999). See also Webb (1999).

" See DiTella, MacCulloch, and Oswald (1997). The authors calculate the “residual” levels of happiness
which are not explained by demographic variablesin their first stage of regressions, and then run second
stage regressions looking at the effect of inflation and unemployment, finding that both have significant
and negative effects on happiness.



publics' approval or disapproval of these reforms, using electoral outcomes as a proxy.?
There has been no attempt to evaluate the effects of reforms and related macroeconomic
trends on individuals' subjective well being, and in turn the influence of those
perceptions on public support for market policies. In addition, while much of the
literature suggests that there is a virtuous and self-reinforcing link between markets and
democracy, there has been little, if any, analysis of thislink at the individual level. In
other words, is there adirect link between individuals support for the market and their
support (or lack thereof) for democratic government?

We attempt to shed light on some of these issues through our analysis of new data
from Latin America. We explore three general propositions. The first is that the standard
demographic determinants of happiness in advanced industrial economies also hold for
Latin America. The second is that relative differences matter more than absolute ones,
resulting in a marked perceptions gap between individuals absolute income levels and
their subjective evaluations of their well being. In developing countries, this gap may also
be driven by volatility and insecurity, which is more prevalent in those economies than in
advanced industrial ones. The third is that macroeconomic trends, such as inflation and
unemployment, have significant effects on subjective well being, even after taking
demographic effects into account. In addition, in countries undertaking market reforms,
these effects are moderated by the timing and stage of market reforms.

Our analysisin this paper is based on data from a region-wide opinion survey, the
L atinobarometro, which has been conducted annually in 17 countries from 1997-2000.°
Unless otherwise specified, the results reported here are from the final year of the sample,
2000, which has the most complete questionnaire. Where possible, we used the entire
pooled sample to check the robustness of findings. The pooled sample has the advantage
of being atime series, but the disadvantage that severa of the most pertinent life
satisfaction questions are not included in all of the years.

We first explore the demographic determinants of happiness for the region. Second,
we seek evidence of a general, region-wide perceptions gap which matches the one we
have found in our previous work in Peru. In repeated surveys of households from a
decade-long panel, we found that the most upwardly mobile individuals were the most
negative in their subjective evaluations of their past progress. We explore the
determinants of that gap in detail in a separate paper.’® We do not have panel dataon

8 See, among others, Geddes (1995); Graham (1994); Graham (1998); and Haggard and Webb (1994).

® There are approximately 1000 interviews per country, giving us 17,000 observations per year upon which
to base our statistical analysis. The poll is conducted by arespected private firm, MORI, based in Chile,
with the support of the European Community and the InterAmerican Development Bank. The effort began
in 1995 with a sub-set of countries, full coverage began in 1997. A clear limitation is that the data are not
nationally representative in all of the countries, and in several there is a sharp urban bias. One of the
authors, Graham, was involved in the effort to launch the survey while spending time on a fellowship at the
IDB, and continues to provide input on the design of the survey each year, and therefore has access to the
MORI data set. Because MORI till hasto cover costs, the most recent datais available to the public only
for purchase. Lagged datais available free of charge from the IDB.

10 Graham and Pettinato (2000) explores the Peru panel data as well as a similar perceptions gap found in a
panel of Russian households.



individuals for the region-wide sample analyzed in this paper. Y et we do have
information about respondents’ standard of living, and about their perceptions of past
progress, future expectations, and position on a notional national income ladder.

We aso explore the effects of market reforms and related trends on individuals' life
satisfaction. We focus on the effects of inflation and unemployment on life satisfaction
and on attitudes about markets and democracy. We examine the links between life
satisfaction and pro-market attitudes, and the links between life satisfaction and attitudes
about democracy. For a sub-set of these questions, we are able to provide comparable
evidence for Russia from the Russian Longitudinal Monitoring Survey (RLMS) and for
the United States from the General Socia Survey (GSS).

Finally, a note of caution is obviously necessary when interpreting and drawing
conclusions from survey data based on subjective assessments. Recognizing the
limitations, we feel that the patterns that we find are consistent enough to merit the
attention of researchers and policymakers alike.

Happiness in Latin America

We explored the usual demographic variables that influence happiness, such as age,
income, employment and marital status, and education levels, using an approach which
others have used for the devel oped economies. Our dependent variable, happiness, is
constructed from a question from the L atinobarometro survey about individuals degree
of life satisfaction, with four possible answers. not at all satisfied, somewhat satisfied,
satisfied, and very satisfied. We develop a standard regression model in which happiness
isafunction of anumber of demographic variables, using both OL S regressions and
ordered logits, both controlling for country fixed effects (or using country dummies for
the ordered logits) and treating the entire survey as one large region-wide sample (results
arein the Appendix Table 1). ™

We find that Latin Americais not all that different from the advanced industrial
economies. As expected, happiness has a quadratic relationship with age, initially
decreasing, and then increasing monotonically at age 46.* (Figure 1) Studies in advanced
industrial economies find a similar relationship, athough the low point on the happiness
curve usually occurs either slightly earlier or slightly later, depending on the country.™
Asin theindustrial countries, being married had positive and significant effects, while
there was no significant gender effect for Latin America as in the advanced industrial
countries (women are slightly happier than men in the U.S,, for example).

" The OL 'S regressions with and without country fixed-effects and the ordered logits yielded virtually the
same results. See Appendix A, Table 1.

12 With OLS and country fixed-effects, the age at which happiness begins to increase is around 46; while
with ordered logits and country dummies, it is47.

3 DiTella, MacCulloch, and Oswald (1997).



Figure 1. Happiness by Age Level
Latin America, 2000
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Also asintheindustrial countries, the coefficients for level of wealth are strong,
positive and significant on happiness. When wealth isincluded in the regressions, the
coefficient for education level is usually significant and positive but much weaker than
the effects of wealth, or insignificant, depending on the regressions used. With wealth
and education levels highly correlated, wealth effects consistently dominate in our
happiness equations. When we exclude wealth, education levels have positive and
significant effects on happiness. Not surprisingly, when we add a variable based on
individuals' responses to their satisfaction with their financial situation, higher levels of
such satisfaction have positive and significant effects on happiness, in addition to the
effects of other variables including wealth.**

Being self-employed or unemployed both had significant and negative effects on
happiness. When we included country fixed effects (or country dummies for ordered
logits), the coefficient on self-employment became insignificant. While unemployment
also has negative effects on happiness in the advanced industrial economies, being self-
employed has positive effects. The most plausible explanation is quite intuitive: most
self-employed people in the latter are self-employed by choice, while in developing
economies, many people are self-employed due to the absence of more secure
employment opportunities and live a precarious existence in the informal sector.

14 | ndeed, when we compared the impact of the different variables using beta coefficients, the variable for
satisfaction with one' s personal financial situation had a much stronger effect than did individuals' level of
wealth.



The Perceptions Gap

At our request, the Latinobarometro survey included a number of questions which
were designed to capture the extent to which there is a perceptions gap between where
people place themselves on the income ladder and where they actually are, and the extent
to which that gap is negatively skewed. In our Peru survey, upwardly mobile respondents
said that they were doing worse than they actually were, and the gap was greater for those
in the middle strata than for the poorest.

We constructed variables based on three questions designed to gauge the gap between
objective economic situations and subjective evaluations. The first of these was how
individuals evaluated their current economic situation versus that in the past: perceptions
of past mobility (PPM).™ The second variable, the prospects of upward mobility
(POUM), was based on how individuals thought their economic situation would bein a
year compared to the present. The economic ladder question (EL Q) asked respondents to
place themselves on a 10 step ladder representing their society, on which the poor were
on thefirst step and the rich were on the 10". An additional question asked respondents
to rank their parents, when they were their age, on the income ladder of their time.

There was a quadratic relation with age for both PPM and POUM variables, with
responses first becoming less positive with age and then increasing at a certain point
(PPM at age 61 and POUM at over 80 years of age; see Appendix Table 3).1° Being
wealthy increased the likelihood of individuals having a high PPM ranking, while being
unemployed decreased it. Wealth also increased the likelihood of having positive
prospects of upward mobility. Rather surprisingly, employment status had no significant
effects. unemployed respondents were as likely to have a positive POUM as were
employed ones. The POUM captures hope and expectations as well asredistic
socioeconomic assessments; presumably even most unemployed people would expect
that their future prospects would be better than they are at present.

Responses to the EL Q revealed some evidence of a perceptions gap. The mean wealth
levels of those that placed themselves on the lowest rung of the ladder were actually
higher than those of respondents that placed themselves on the second rung. And at the
top end of the ladder, mean wealth levels of those that placed themselves on the top two
rungs of the ladder were lower than mean wealth levels of those respondents that placed
themselves in rungs 6 through 8. (Figure 2)

3 Unlikein our Peru study (see Graham and Pettinato 1999 and Graham and Pettinato 2000), where we
had panel data and thus precise economic information at the individual level over time to compare with the
subjective assessments, for Latinobarometro we have cross section information about where people are
situated in one of five socioeconomic categories, an assessment that is made by the interviewer, aswell asa
wealth index based on a series of questionsin the survey about household ownership of consumer goods
ranging from indoor plumbing to cars and refrigerators. Details on the wealth index are in Graham and
Pettinato (1999).

16 These age figures were derived when we used ordered logits for the regressions (as the variables are
categorical). We get dightly different figures when we use OL S regressions.



Figure 2. Average Wealth by ELQ Response
Latin America, 2000
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While not exactly comparable to our previous study, which is based on panel data, this
does suggest that there are similar gaps. those who place themselves on the bottom of the
ELQ ladder are, on average, underestimating their actual wealth, and those who place
themselves on the top of the ladder overestimate their wealth.*” Where respondents are on
the income ladder and who their reference group is seems to influence their how they
evaluate their economic situation.*®

These subjective evaluations, meanwhile, have effects on happiness. Positive rankings
on all three of the subjective well being variables had positive and significant effects on
reported life satisfaction.™® (Appendix Table 1) Ranking oneself higher on the income
ladder than one ranked his or her parents also had positive and significant effects on
happiness. One caveat is that the direction of causality is not clear, as happier people are
also more likely to have positive rankings on al three of these variables.

Regardless of causality, such perceptions gaps, in addition to being of academic
interest, may also have implications for individuals' future economic behavior. A number
of psychological studiesin Australia and the United States, for example, find that there

1t is possible that some of this result is driven by standard bias, i.e. those respondents that give extreme
responses are also more likely to be incorrect in their assessments.

18 Asin Hirschman’s well known “tunnel effect, people’s evaluations of their own progress seem to be very
much influenced by how much those around them are progressing, and frustration arises when everyone
else seems to be moving faster. Hirschman (1973) draws an analogy to the lanes in atraffic jam.

1% A normal regression using beta coefficients found that the ELQ variable had stronger effects than the
IPM variable, although both were positive and significant.



are positive effects of happiness on future incomes.?’ And, at least in theory, concern for
relative income differences can lead to “non-rational” or non-optimal behavior, such as
conspicuous consumption rather than investing in children’s education. In practice, we
have only anecdotal evidence of this kind of behavior in the region.?*

Macroeconomic Trends, Pro-market Attitudes, and Happiness

The linkage between macroeconomic policies and individuals life satisfaction or
happiness is complex, due to the strong influence of demographic and other micro-level
variables. Still, asis discussed above, Oswald and colleagues find that, above and beyond
the effects of the usual demographic variables, such as age, gender, and employment
status, inflation and unemployment have negative effects on happiness in both the U.S.
and the U.K.? It is quite plausible that macroeconomic trends have significant effects on
individuals' life satisfaction in the emerging market countries, where far reaching
changes in the policy framework and in macroeconomic outcomes, such as the
stabilization of high levels of inflation, are part and parcel of the reform process.

Evaluating the effects of market reformsin general on life satisfaction is more difficult
than capturing the isolated effects of inflation or unemployment, in large part due to
difficulties in evaluating individual countries progress on reform. Reform indices
compiled at particular pointsin time, such as those of Loraand Londofio (1998) and
Morley et a (1999) are useful tools for gauging the extent to which the policy framework
has changed during a fixed period of time. They are far less effective, however, in
gauging the effectiveness of the policies implemented. They aso have atime-lag
problem. Chile, for example, which has gone further than most countries in the region in
implementing reforms, usually scores quite low on these indices, as it implemented most
of itsreforms prior to the usual period for evaluating the reform record in the region
(1985-95).

Thistime lag issueis particularly pertinent to our public opinion analysis. A number
of studies find that publics tend to be more strongly in favor of reform early on in the
reform period, when the collective memory of economic crisis and high inflation in
particular is strong.”® As reforms are consolidated, and this memory fades, public are
more likely to pay more attention to distribution issues. In earlier work, based on a
guestion in the 1998 L atinobarometro about respondents favoring more productivity or

2 |n the U.S. these effects are moderated by parents incomes, i.e. the effects are stronger for individuals
from economically advantaged backgrounds. See Diener and Biswas-Diener (1999); also Argyle (1999),
and Kenny (1999).

L A number of isolated studies have found that high school students — and often the best students - are
dropping out of school prior to completion because they do not have the resources necessary to attend
university, and with a high school degree cannot break out of their parents occupational category. At the
same time, they are readily able to find employment and purchase consumer goods without a secondary
school degree. Author’ s interview with Marta Lagos, who carried out an education survey for UNICEF in
Chile, and for Brazil, see Perlman (1999).

2 5ee DiTella, MacCulloch, and Oswald (1997).

2 See, for example, Graham and Pettinato (1999); Stokes (1996); Graham, Grindle, Lora, and Seddon
(1999).



more redistribution as key to their country’s getting ahead, we found that respondentsin
poor countries, most of them earlier on in their process of reform, were more likely to
favor productivity. In wealthier countries, where reforms are more consolidated (and
social welfare institutions are more developed), respondents are more likely to favor
redistribution. (Figure 3) Overall, 44% of respondents in the sample favored
redistribution, while a mgjority, 53%, favored productivity.?

Figure 3. Productivity supporters vs. GDP per capita
Latin America, 1998
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These factors combined may explain our rather mixed statistical findings. We found
that the effects of both our reform index (status of reformsin 1995) and change in reform
index (change in reforms 1985-95) were both negative and significant on happiness.®
Yet if one looks at average happiness levels by country, the results demonstrate no
distinguishable relationship with reform progress. Asis shown in Figure 4, some of the
strongest reformers, such as Peru, have very low average happiness levels, and others,
like Mexico, have high average levels. And some of those countries with the worst
reform records in the region, such as Venezuela, have the highest happiness levels, while
others with poor records, such as Ecuador, have very low happiness levels. Happiness
levelsin some of the most successful reformers, such as Chile and Uruguay, were
moderate to high.

2% This stands in sharp contrast to Russia, where 75% of surveyed respondents favor restricting the incomes
of the rich (discussed below).

% Because of the mixed and largely insignificant nature of these results, we do not report them in the
appendix. Interested readers should contact the authors directly.
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Figure 4. Average Happiness levels by country
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In contrast to aggregate country level indices of reform, individual respondents
attitudes about the market were positively correlated with happiness.? In other words,
controlling for other variables, such as income and age, while using country fixed-effects
or dummies, individuals with pro-market attitudes were, on average, happier than those
who did not favor market policies. (See Appendix Table 2) Not surprisingly, wealth
levels and education levels had positive and significant effects on pro-market attitudes, as
did individuals' satisfaction with their economic situation. (Appendix Table 4)

When we look at the inverse relationship, we also find that happier people are more
likely to be pro-market, so we have the usual problem of establishing the direction of
causality. It may well be that happier individuals are more likely to cast whatever policy
environment they live in afavorable light. A brief ook at the effects of macroeconomic
trends on pro-market attitudes, however, suggests that there is some variance in attitudes
which is not explained by personal attributes or character traits.

% The pro-market index was constructed on the basis of how individuals answered three questions about
their support for privatization, price liberalization, and the market economy. Each question had four
possible answers, which were equally weighted and normalized on a0 to 1 scale to construct the index.
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Controlling for the usual demographic variables such as age, income, and education,
we found that the inflation rate had positive and significant effects on pro-market
attitudes, while the effects of the unemployment rate were insignificant. Thus people that
live in countries with high inflation rates, (at the time of the survey Venezuela and
Ecuador were the two countries with double digit inflation rates) are more likely to
express favorable attitudes towards the market.?” This supports our timing of reform
hypothesis: that people are more likely to favor reforms when the costs of not reforming
are immediately obvious, or still prevalent in the collective memory.?

Interestingly enough, while the unemployment rate was insignificant, concerns about
unemployment (which were captured in a separate question about how much respondents
feared losing their job in the future) had positive and significant effects on pro-market
attitudes. The rate of unemployment may have weak effects because open unemployment
rates are quite low for most Latin American countries. In the absence of unemployment
insurance very few people can “afford” to be unemployed, but rather are underemployed
and/or in the informal sector. Thus the effects of concerns about unemployment are
stronger than the actual rates. Concern for inflation, meanwhile, was insignificant. It is
likely that the effects of real inflation rates outweigh the effects of concern for inflation in
the few countries where inflation is high.

Asin the case of pro-market attitudes, concern for inflation and unemployment and
actual rates had different effects on happiness. While being unemployed has significant
and negative effects on happiness, expressing concern about unemployment, has no
significant effects. The actual rate of inflation had significant and negative effects on
happiness, similar to what Oswald and colleagues find for the U.S. and the U.K. This
contrasts with the positive effects that inflation had on pro-market attitudes. This makes
intuitive sense: living with high inflation has substantial costs in terms of well being for
most people, and is therefore likely to make individuals favor market policies as a way to
reduce inflation. At the same time, as long as the inflation continues, it is likely to reduce
peopl €' s subjective well being. Concerns about inflation had no significant effects.

Market Attitudes and Democracy

One of the most difficult questions facing social scientistsin an age of dual transitions
to democracy and to the market is the relationship between these two trends. A wide body
of literature has explored these relationships, with some proponents arguing that progress
in one area (democracy or market reforms) must logically precede the other, while others
argue that the two trends are self-reinforcing.?®> We by no means attempt to take on these
difficult questions here. Our findings, however, may provide some insights for the debate.

%" Mean pro-market responses are the highest in the region in Venezuela, and also among the highest in
Ecuador.

% Kurt Weyland uses prospect theory to evaluate voters' tolerance for difficult reform measures, and finds
that they are much more likely to do so when future prospects seem better than the current conditions, and
that they become much more conservative and status quo once better conditions are established. See
Weyland (1998).

% For anumber of different views and approaches on this topic, see Przeworski (1991); Haggard and Webb
(1995); Haggard and Kaufman (1995); Graham (1998); and Carothers (1999).
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Our Latinobarometro sample had two pertinent questions pertaining to democracy.
One was whether or not democracy was preferable to any other form of government
(PRODEMO), and the other how satisfied the respondent was with democracy, with four
possible answers: not at al satisfied, not very satisfied, satisfied, and very satisfied
(SATDEMO). When we examined the effects of these two variables on happiness,
controlling for the usual demographic variables and for country fixed effects, we found
that satisfaction with democracy was correlated with higher levels of happiness, while
preferring democracy to other forms of government had no significance.®® We then
included pro-market attitudes in the regression, and the effects of SATDEMO remained
positive and significant. The combined positive effects of pro-market attitudes and
satisfaction with democracy on life satisfaction give us some cause for guarded optimism
about areinforcing virtuous circle.

Looking more closely at the determinants of pro-democratic attitudes and satisfaction
with democracy, we get rather contrasting results. While wealth and satisfaction with
individual economic situation have no significant correlation with pro-democratic
attitudes, they have a positive and significant correlation with satisfaction with
democracy. The inflation rate and fear of unemployment, meanwhile, both have
significant and negative effects on both democracy variables. Rather oddly, though, the
unemployment rate has positive and significant effects on preference for democracy, but
no significant effects on satisfaction with democracy (possibly because wealth and
satisfaction with individual economic situations have much stronger positive effects on
the latter and outweigh those of other variables). Being self employed has positive and
significant effects on preference for democracy, but it has negative and significant effects
on satisfaction with democracy. One can imagine that a precariously employed individual
in the informal sector may indeed prefer democracy as a system, but not be particularly
satisfied with how the government (or the economy) is performing.

Along these same lines, the very strong wealth effects on satisfaction with democracy
suggest that the gap between preferring democracy as a system and expressing
satisfaction with how it is currently functioning has much to do with how individual
respondents are faring economically under a particular government. While level of
education has positive and significant effects on preference for democracy, it has
negative and significant effects on satisfaction with democracy, effects which hold with
and without the wealth variable included. More educated people, while preferring
democracy, may aso have higher expectations of how it should function.

A Comparative Look: Some Evidence from Russia and the U.S.
For some but by no means all of the questions above, we were able to get some

comparable datafor Russia and the U.S. The RLMS, which provides panel datafor
approximately 2000 households in Russia for 1995-1998, has comparable information

% Because we used ordered logits and could not use the normal controls for fixed effects, we included
country dummies for every country in the sample, omitting one. See Appendix Table 1 for details.
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with which to address some of the issues raised above. Among others, the survey
included alife satisfaction question comparable to the one in the L atinobarometro.

We found that the determinants of happinessin Russia were very similar to those for
Latin America. (Appendix Table 5) Not surprisingly, income has positive and significant
effects on happiness, which, as in the case of Latinobarometro, seem to outweigh the
effects of education level. Rather surprisingly, and in contrast to Latin America and the
advanced industrial countries, being married did not have any significant effects on
happinessin Russia. Men, meanwhile, were happier than women in Russia, in contrast to
Latin America, where there was no gender effect. Fear of losing one’s job had significant
and negative effects, while being employed had no significant effectsin either direction.
(The percent of the sample formally registered as unemployed was less than 1%.)

We also looked at the effects of the variation in incomes (income mobility) between
1995 and 1998 on happiness. While in general, variations in income had no significant
effects on happiness, when we used the percentage change in log-income rather than in
absolute levels of income in the regressions, we found strongly positive and significant
effects. (See Appendix Example and Table 6). This logarithmic effect suggests that
income changes have much more effects on subjective well being for those at the bottom
of the income ladder; i.e. absolute income changes matter more for the poor, while after a
certain absolute standard is met, relative income differences matter more.

These findings run in the same direction as those from our Peru survey, in which
individuals higher up the income ladder were less satisfied with their income gains than
were those lower down the ladder whose gains were smaller. Indeed, when we compare
respondents’ assessments of their past progress from the Peru and Russia panels, we find
that avery similar percentage of the most upwardly mobile individuals in both samples -
defined as having a 100% or more increase in total (not log) income - assessed their
progress as “negative’ or “very negative” (58% in Peru and 65% in Russia).**

We looked at the effects of perceptions of past progress, expectations for the future,
and notional societal status on happiness. Asin Latin America, evaluating one’ s present
situation in a positive light compared to the past (PPM), having positive prospects for the
future (POUM), and placing oneself higher on the 9-step societal income ladder (ELQ)
all had positive and significant effects on happiness.® These perceptions, in turn, seem to
affect attitudes about redistribution. Research by Ravallion and Loshkin suggests that
there isless support for redistribution among respondents that have positive assessments
of their subjective well being, and, inversely, support for redistribution is high among
those who fear that their income will fall in the future.®

% These findings are discussed in much greater detail in Graham and Pettinato (2000).

% Using a standard OL S regression and normalizing the variables with beta weights, the beta weights of all
three subjective indicators: IPM, POUM, and ELQ, were all higher than that of log income or fear of
unemployment. The ELQ for Russia, meanwhile, has 9 steps. For details see Appendix Table 5.

% Ravallion and Loshkin (1999).
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We aso found evidence of a perceptions gap in Russia. Mean happiness levels for
1998-99, for example, were substantially higher for those in the poorest decile than they
were for those in deciles 2-7.3* A similar U-shaped curve holds for where people place
themselves on the income ladder (the ELQ question). Those in the first (poorest) income
decile were more likely to place themselves higher on the income ladder than were those
in the 2™ through the 6" deciles! (Figure 5).% Asin Latin America, those slightly better
off than the very poor were much more likely to consider themselves poor than were
those at the very bottom, suggesting the importance of relative income differences,
reference groups, and real and perceived income gains by those at the top of the
distribution. Thisis supported by our findings of the logarithmic effects of variationsin
income on happiness.

Figure 5. Average ELQ by Income decile*
Russia, 1999

Average ELQ response

1 2 3 4 5 6 7 8 9 10

income decile

* Declared individual income gained in the last month

Two other factors may well be at play here which affect assessments in different
directions. The first, which is reported by Milanovic and Jovanovic (1999), is that
expectations in Russia are falling, and that the subjective poverty line, i.e. the amount of
income people believe they need to make ends meet, has actually declined since 1995.
Thusit ismore “normal” to consider oneself poor or near poor. Secondly, it is quite
plausible that those in the poorest income decile live primarily in what Gaddy and Ickes
have termed the virtual economy: the large sector of the Russian population that lives
largely outside the monetary economy, subsisting by growing their own food and
through receiving wages in kind rather than in cash. This probably makes it quite difficult
for them to place themselves on a national income or wealth ladder. *°

% This U-shaped curve for happiness and income holds for all years of the survey, but is starkest for 1998-
99.

% Unlikein Latin America, in Russiathereis no skew at the top of the ladder.

% See Milanovic and Jovanovic (1999) and Gaddy and Ickes (forthcoming).
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Asin Latin America, having a pro-market attitude had positive and significant effects
on happiness in Russia, suggesting that people in both regions who favor the ongoing
turn to the market are in general more satisfied. In Russia there was aso a question about
whether or not respondents favored restricting the incomes of the rich. Not surprisingly,
having a pro-market attitude had significant and negative effects on the likelihood of
respondents supporting redistribution, as did having positive prospects for the future (a
high POUM ranking). Age, meanwhile, was positive and significant on restricting the
rich, with no quadratic relationship, suggesting that support for restricting the rich
increases monotonically with age in Russia. ¥

We did not have information about democratic attitudes for Russiawhich is
comparable to what we have for Latinobarometro.®® One question in the RLMS asks
respondents whether or not they want to return to pre-Gorbachev (pre-perestroika) times.
While recognizing that thisis at best avery crude indicator, we included this question in
some of our regressions as a proxy indicator of respondents’ preference for democracy
over communism and found that not wanting to return to communism, like having a pro-
market attitude, had positive and significant effects on happiness. Again, the direction of
causality is not clear, and it may well be that happy people are supportive of whatever
policy environment they livein.

Still, there is some evidence of a virtuous pro-democracy, pro-market, happiness circle
in Russia, asin Latin America. In Russia, however, that circle is seems much smaller:
45% of respondents wanted to return to pre-perestroika days, while 75% of all
respondents favor restricting the rich. Ravaillion and Lokshin find that a similar
percentage - 72% - of Russians favor redistribution, and that it is not only the rich that
oppose redistribution, but aso the upwardly mobile poor. Regardless, as downward
income mobility was the predominant experience, support for redistribution remains very
high in Russia® In Latin America, only 44% of respondents favor redistribution over
productivity, and 63% of al respondents think democracy is preferable to any other
political system. In contrast to Russia, there has been a great deal of upward as well as
downward income mobility in Latin America, which in part explains differencesin
attitudes about redistribution.

The United States

In an effort which is incomplete but provides a useful comparative reference from an
advanced industrial economy, we looked at some similar questions for the U.S. The GSS,
which covers 30,000 individuals for the years 1972-91, and aso includes questions about
life satisfaction and individuals satisfaction with their current income situation.”® Like
L atinobarometro, the GSSis not a panel.

37 For details on regressions not reported in the Appendix, please contact the authors directly.

% Thereis, of course, more detailed work on democratic attitudes in Russia, based on other survey data.
See, for example, Whitefield and Evans (1996) and Rose and McAllister (1996).

% Ravallion and Loshkin (1999).

“ This is the same data set that is used by Oswald and colleagues to analyze happinessin the U.S.
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Asin most other countries, happiness in the U.S. shows a quadratic relationship with
age, with the bottom of the curve being at 47.5 years, and then happiness increasing
monotonically thereafter (we included year fixed effects as the combined sampleisatime
series). Being married has positive and significant effects on happiness, and being
unemployed has significant and negative effects. Not surprisingly, being satisfied with
one's personal economic situation had strong and positive effects. When we added a
variable which accounts for the perception of changes in one's economic situation
(PPM), we found that it also had significant and positive effects. (Appendix Table 6)

Because income was only surveyed for part of the sample for each year, we could only
examine the effects of income for specific segments of the sample at atime. Still, when
we restrict the sample to each year for which income isincluded, we find, not
surprisingly, positive and significant effects on income on happiness, with the effects and
direction of the other variables remaining constant.

We also looked at the determinants of satisfaction with one's persona economic
situation (SATFIN), and found that there was a quadratic relationship with age, with age
29 as the turning point. Not surprisingly, the effects of happiness were significant and
positive on SATFIN. Here again there is the inevitable question of causality: are happier
people more likely to evaluate their situation positively, or does a positive economic
situation make people happier. The answer is probably both. As noted above, severa
studies that find that happiness has some linkages to future economic success.** Being
married also had significant and positive effects on satisfaction with one's economic
situation, although these effects were much stronger on happiness.

Finally, we also tried to find evidence of a perceptions gap. While there is no
economic ladder question in the GSS, there is a question which asks respondents to place
themselves in a particular class. Five percent of the sample placed themselvesin the
lower class, 45% in the working class, 45% in the middle class, and 3% in the upper
class. While a sociological analysis of the class composition of the U.S. is well beyond
the scope of this paper, the objective data on income trends in recent years suggests a real
shrinking of those in the middle income categories and a skew towards the upper tail.**
According to an income-based measure of the middle class - the population group with
incomes between 75 and 125% of median income - only 24% of the U.S. population was
in that category in 1999, and that group held only 17.6% of national income. And both
population and income shares were smaller than they were at the beginning of the
1990’ s.*® The skew on responses on what class or category people place themselvesin,
however, seems to be towards the middle rather than towards the tails.

While the comparison is extremely crude, there is an apparent contrast with both Latin
Americaand Russia, where the trend is for respondents to underestimate their income and

“! Diener and Biswas-Diener (1999).

“2 See, for example, McMurrer and Sawhill (1998); Burtless (1999); Krugman (1992); and Solon (1992).
3 The population share fell by 9.2% from 1992, while the income share fell by 11.6%. See Birdsall,
Graham, and Pettinato (2000).
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position on the national income ladder and/or to consider themselves poor. One possible
explanation for the U.S. trend is the extent to which the myth of the U.S. as the land of
opportunity still holds for the mgjority of Americans, even those well below the mean
income. Indeed, many years ago deTocqueville posited that the prevalence of this myth
was one of the important underpinnings of American democracy.**

More recently, Benabou and Ok posit that the continued prevalence of this myth isthe
explanation for Americans' reluctance to vote for redistribution (even though empirical
data shows that this myth isless and less aredlity).”® They demonstrate theoretically how
even when alarge mgjority is below the mean income, they will not vote for
redistribution if they believe they will be above it in the future. More generaly, Piketty
shows how past mobility experiences can have persistent attitudes towards redistribution
at given current incomes.*®

Lindert, meanwhile, finds that differences among advanced industrial countries
political tendencies to spend on socia transfers and insurance (social spending as
percentage of GDP) are largely explained by income skewness: the size of the gap
between the rich and the middle versus that between the middle and the poor. A wider
lower gap means less affinity of the middle class for the poor, and therefore less social
spending. Income skewness (as distinct from income inequality) thus raises total
spending in Lindert’s study. The U.S,, which has a large gap between the middie and the
poor, has the lowest level of socia spending of the countries in the sample.*’

In Latin America, where neither the myth nor the reality of social mobility is as
prevalent asin the U.S., where the gap between the middle and the poor is very small,
and where macroeconomic volatility and uncertainty are combined with inequality driven
by very high incomes at the top of the distribution, a plausible political economy
implication is support for redistribution should be very high.* Y et reported support for
increasing redistribution in Latin Americais lower than for increasing productivity (53%
of respondents in the sample opted for the latter); support for redistribution is higher in
wealthier than in poorer countries (Figure 3); and there is no systematic electoral trend in
the region in favor of increased redistribution. In Russia, in contrast, where thereisa
similar negative skew on perceptions, a much higher percentage of respondents (75%)
favor increased redistribution.*

“4 DeTocqueville cited in Mayer, ed. (1969).

> For trends in mobility and opportunity in the U.S., see McMurrer and Sawhill (1998). On redistribution
and voting, see Benabou and Ok (1998).

“6 Piketty (1995). See also Clifford and Heath (1993).

7 Lindert (1996).

“8 For what little evidence there is on income mobility in Latin America, see Behrman, Birdsall, and
Szekely (1999); and Birdsall, Graham, and Pettinato (2000). See also Dahan and Gaviria (1999). This
nascent literature suggests that reforms may enhance mobility and reduce the strong effects of family
background on children’s occupational and education outcomes, in particular by improving financial
markets and schools. And while some evidence suggests that there is a great deal of movement up and
down the income ladder, it is not yet clear how much of it is permanent improvements in income and how
much of it is“churning”, i.e. short term movements. For an account of the persistence of family
background on educational outcomes, see ECLAC (2000).

“9 Asis discussed above, the questions on redistribution are not exactly the same in the two surveys.
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While this does not imply that there is not support for redistribution Latin America,
nor that the region could not benefit from more efficient and effective redistributive
policies, it suggests that the perceptions gap does not necessarily trandate into support for
redistribution. The ramifications of these perceptions gaps for future economic behavior
isasubject for a next stage of research. This stage will entail collecting new and new
kinds of data, as well as enhancing tools and methods for analyzing happiness and other
subjective conditions and trends.

Conclusions

We explored three general propositions in this paper. Recognizing the limitations of
working with subjective survey data, we found consistent patterns in the effects of both
demographic and macroeconomic trends on individual assessments of subjective well
being, and in turn, of those assessments on a range of other public attitudes. For the most
part, these patterns support our propositions.

Thefirst proposition was that the Latin American demographics of happiness were
similar to those of the advanced industrial countries. Our findings found that this was
indeed the case, and Latin Americalooks remarkably similar to the advanced industrial
economies. Russia also demonstrates similar trends, although both gender and marriage
had dlightly different effects than in Latin America. While these findings are hardly
surprising, they contribute to the nascent research on happiness, which, to date, has not
covered developing countriesin detail.

Our second proposition was that relative differences matter more than absol ute ones,
and that there is a marked perceptions gap between individuals objective economic
situation and their subjective evaluations of that situation. We found that such a gap
indeed exists in both Latin America and Russia, with respondents that were dlightly better
off than the poorest (those in the first decile) much more likely to consider themselves
poor than were those who actually were at the bottom of the income ladder.

The logarithmic nature of the effects of variations in income on happiness in Russia
also support the importance of relative differences. Absolute income increases enhance
life satisfaction for those at the bottom of the income ladder, but not for the sample as a
whole. As people move up and have more absolute income, effects seem to be driven
more by how changes in their income compare to those of othersin their reference group
than by absolute income losses or gains.>® Our findings in our earlier Peru study also
support this conclusion.

Perceptions in turn had seem to have effects on happiness. having a higher ranking on
each of our perceptions indicators in both Latin America and Russia - perceived past
mobility, prospects of upward mobility, and position on the economic ladder question —

% Our findings from our panel data and perceptions survey in Peru aso run in this same general direction.
See Graham and Pettinato (1999).
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were positively correlated with happiness. A number of studies find positive links
between happiness and future economic performance. Our own research finds that
happier people are more likely to have pro-market and pro-democratic attitudes. Thus it
seems plausible to posit that the strong negative skew in the perceptions of many
respondents has at |east some implications for the sustainability of support for market
policies and, possibly, for democracy in these countries.

Our third proposition was that, in addition to the usual demographic variables,
macroeconomic trends such as inflation and unemployment have significant effects on
subjective well being, and that these effects are mediated by the timing and stage of
market reforms in particular countries. We found that in both Latin America and Russia,
asin the United States and the United Kingdom, inflation and unemployment had
significant and negative effects on happiness. Concern for unemployment had significant
effects, while the actual unemployment rates did not in Latin America and Russia. A
possible explanation for this trend is the high prevalence of insecure informal sector jobs
and the low prevalence of open unemployment in these countries. Inflation rates rather
than concern for inflation dominated effects on happiness in Latin America, meanwhile.>

We could not find any discernible evidence of the general effects of market reforms
on happiness. Among other things, evaluating countries’ reform progress is extremely
difficult and fraught with time inconsistency problems. We did find that individuals
having a pro-market attitude had significant and positive effects on happiness in both
Latin America and Russia. Individual satisfaction with democracy had an additional and
positive effect on happiness in Latin America. In Russia, not wanting to return to
socialism —which is avery weak proxy for democratic attitudes - had a positive and
significant effect on happiness. As cautious optimists we posit that there may be a
virtuous circle for some respondents, in which pro-market attitudes, satisfaction with
democracy, and life satisfaction reinforce each other.

The potential of such avirtuous circle, however, will depend on its overall size and its
applicability to awide majority of the population. Positive rankings on all of these
indicators are strongly linked to income and/or wealth levels, and there was a very strong
negative skew on the perceptions of past mobility of those near but not at the bottom of
the income ladder. A number of theoretical and empirical studies suggest that past
mobility experiences can result in persistent political attitudes. This suggests that there is
arole for policies that can enhance mobility and make progress on national income
ladders more possible for those on the middle and lower rungs, and generate a more
widely held belief that upward mobility is a probability rather than a remote possibility.

We do not at this point have any concrete evidence of the longer term effects of the
perceptions gaps that we find. A more definitive interpretation of the feedback effects of
these perceptions gaps on economic and political behavior is the subject of a next stage of
this research, which will require, anong other things, new kinds of data. A next stage will
also entail addressing the issue of the direction of causality. Happier people in our
surveys were also more likely to have high rankings on most of our perceptions

*! The RLMS did not include a question about inflation.
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indicators, and it is plausible that a certain percentage of respondents will consistently
have negative (or positive) perceptions, regardless of their economic situation and the
broader macroeconomic and political framework. How strong these effects are vis-a-vis
those of macroeconomic trends and the political economy framework remains to be seen,
and is a question which must be addressed by psychologists as well as socia scientists.
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Appendix
EMPIRICAL ANALYSIS OF PERCEPTIONS

In order to assess the determinants of happinessin our Latin American sample we used a
model commonly used in the literature on happiness and wellbeing.

HAPPY =f ( AGE, GENDER, MARITAL, WEALTH, EDUC, OCCUP, COUNTRY_FX) (1

Theresultsare listed in Table 1. We initially examine this model with alinear regression
using country fixed-effects (columnl). Even though the results confirm the empirical
literature on happiness and satisfaction, aregular Ordinate Least Squares (OLS) model is
not the appropriate estimation since our dependent variable is categorical .>* To solve this
problem we adopt an Ordered Logit estimator that produced results listed in column 2.
Country dummies are then introduced to capture some of the unobserved determinants of
happiness that originate from physically living in a particular country (column 3). The
results—coefficients significance and signs—are similar to those obtained with the fixed-
effects regression.

Table 1. Happiness and Demographic Characteristics, and Economic Perceptions

oLs Ologit OLogit (CD)

Indep. variables Coeff. t-stat Coeff. z-stat Coeff. z-stat
age -0.007 -2.376 -0.006 -1.014 -0.014 -2.329
age’ 0.000 2.950 0.000 1.216 0.000 2.795
male 0.015 0.884 0.058 1.797 0.033 1.002
log(wealth) 0.138 6.838 0.463 12.618 0.264 6.645
education 0.007 1.198 -0.055 -5.337 0.011 0.983
married 0.054 3.123 0.087 2.617 0.103 3.043
Employment Status*

selfemployed -0.021 -0.831 -0.098 -2.075 -0.040 -0.836

public employee -0.020 -0.620 0.013 0.218 -0.034 -0.545

private employee 0.010 0.355 0.019 0.367 0.025 0.468

unemployed -0.150 -4.099 -0.323 -4.599 -0.312 -4.355

retired -0.059 -1.503 -0.074 -0.999 -0.088 -1.160

student 0.020 0.568 -0.039 -0.592 0.030 0.457
PPM 0.197 16.225 0.418 17.917 0.380 16.010
POUM 0.173 15.128 0.345 15.838 0.341 15.263
ELQ 0.078 14.595 0.174 16.705 0.159 15.043
Intercept 1.418 17.546
R? or pseudo-R? 0.080 0.041 0.070
Number of obs. 15,804 15,804 15,804
Notes:

The first model is calculated using an OLS regression with country fixed-effects;
The second is an Ordered Logit estimation; the third is an Ordered Logit with country dummies (not shown); .
* Comparison omitted group is house-wives (-husbands)

2 HAPPY can assume four ordered categoriesin response to the question “How satisfied are you with your
life?’: non at all satisfied, moderately satisfied, satisfied, and very satisfied. The values of HAPPY for
these four responses are respectively 1, 2, 3, and 4.
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More estimations based on (1) were run. The most notable ones are summarized in Table
2, where, together with the usual demographic variables, attitudes towards the market
economy and democracy are considered.

Table 2. Happiness, Markets, and Democracy

Dep. Var. Happiness Ologit (CD)
Indep. variables Coeff. t-stat
age -0.017 -3.053
age’ 0.000 2.388
male 0.004 0.121
log(wealth) 0.393 9.561
education 0.034 3.081
married 0.106 3.052
PROMKT 0.546 8.791
PRODEMO -0.033 -1.002
SATDEMO 0.317 16.787
R or pseudo-R“ 0.059
Number of obs. 14,161

Table 3. Past, Present, and Future Economic Perceptions

Dep. Variable PPM ELQ POUM
Indep. variables Coeff. z-stat Coeff. z-stat Coeff. z-stat
age -0.045 -7.523 -0.033 -6.010 -0.025 -4.097
age’ 0.000 5.526 0.000 5.105 0.000 2.021
male 0.040 1.207 -0.128 -4.200 0.030 0.883
log(wealth) 0.258 6.708 1.112 30.335 0.253 6.441
education 0.002 0.192 0.181 17.984 0.028 2.481
married 0.040 1.192 0.062 2.004 -0.021 -0.606
Employment Status
selfemployed 0.020 0.418 -0.022 -0.504 -0.016 -0.319
public employee 0.102 1.638 0.023 0.410 -0.113 -1.752
private employee 0.066 1.227 0.024 0.477 -0.009 -0.170
unemployed -0.052 -0.724 -0.060 -0.904 0.091 1.216
retired -0.009 -0.113 -0.026 -0.367 -0.056 -0.714
student -0.024 -0.353 0.202 3.258 -0.116 -1.670
Happiness 0.365 23.600 0.291 20.573 0.335 21.172
Pseudo-R* 0.048 0.060 0.051
Number of obs. 17,515 17,539 16,015

Note: Calculated using Ordered Logit estimators and country dummies (not shown)
PPM is Prospect of Past Mobility, ELQ is Economic Ladder Question, POUM is Prospects of Upward Mobility.
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For Table 4 we used a linear regression model with country fixed-effects to capture the
determinants of pro-market attitudes.>®

Table 4. Determinants of Pro-Market Attitudes

Dep. Variable PROMKT
Indep. variables Coeff. t-stat
age -0.002 -1.975
age” 0.000 2.218
male 0.017 3.600
log(wealth) 0.047 8.395
education 0.006 3.615
married -0.004 -0.844
Employment Status
selfemployed 0.005 0.781
public employee -0.012 -1.372
private employee 0.003 0.338
unemployed -0.007 -0.640
retired -0.009 -0.828
student -0.028 -2.997
Economic satisfaction 0.035 12.014
Happiness 0.017 7.672
Intercept 0.379 16.978
R* 0.036
Number of obs. 14,411

Mobility and Happiness. An Example

For this section we have assessed the impact of changes in income over individual
happiness. The data used for this analysisisthe 1999 Russian Longitudinal Monitoring
Survey. Theincome variation is calculated using the change of household per capita
income observed between 1995 and 1999. The variation used is not the common
percentage change in income, but the percentage change in log-income. The following
example is an attempt to clarify the different effects of using log-income vs. income:

Four individuals with different levels of income who experience an identical percentage
increase of income (50%) in two different momentsin time:

#1 Poor #2 Middle Income #3 Rich #4 Very Rich
y log(y) y log(y) y log(y) y log(y)
Time O 2 0.30 20 1.30 200 2.30 2000 3.30
Time 1 3 0.48 30 1.48 300 2.48 3000 3.48

*3 The “pro-market” variable is an index constructed averaging the response given to three questions on
market preferences.
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We assume that the change experienced by #1 has a higher impact on utility than that of
#4. We then suggest aformulation that allows to capture this difference: the percentage
change in log-income.

logy, - logy,,

Income-mobility measure for individual i, fromtime Oto 1 = I
09 Yoi

While the simple percentage change in income produced a value of 50% across the board,
our new measure produces, respectively, 58 %, 14 %, 8 %, and 5 % for individuals 1, 2,
3, and 4, reflecting the decreasing impact of the change on utility as the initial income
level of the individual increases. The results of our regression of log-income variation on
happiness, below, reflect this logarithmic effect.>

Table 5 shows three ordered logit estimations on happiness. demographics and
fear of job loss, mobility—using variation (2) explained above—, and political attitudes.

Table 5. Happiness in Russia, 1999

Dep. Variable Happiness

Coeff. z-stat Coeff. z-stat Coeff. z-stat

age -0.141 -3.685 -0.052 -2.697 -0.040 -2.027
age” 0.002 3.684 0.001 3.040 0.000 2.132
male 0.396 3.079 0.438 4.365 0.346 3.439
log(income) 0.455 7.261 0.425 8.096
Mobility* 1.054 3.299
education -0.025 -0.522 0.054 2.360 0.005 0.209
married 0.030 0.251 0.100 1.063 0.008 0.082
Employment Status

selfemployed 0.430 1.025 0.525 1.228 0.111 0.301

employee -0.066 -0.264 -0.137 -0.722 -0.275 -1.540

unemployed 0.965 1.317 -0.737 -2.956 -0.768 -3.244

retired -0.725 -0.462 -0.630 -2.898 -0.802 -3.837

student -0.209 -0.246 -0.033 -0.047
Fear job loss -0.232 -5.672
Pro-democracy 0.308 3.354
Pro-market 0.283 3.171
Pseudo-R2 0.049 0.017 0.041
Number of obs. 1,195 2,003 1,942

* Calculated as the percentage change in log-per capita household income from 1995 to 1999

> In our computations the impact of income percentage change on happiness was insignificant, while the
log-income percentage change does have a relevant and significant positive impact on happiness.



Table 6. Happiness in the United States, 1990s

Dep. Var. Happiness

Indep. variables Coeff. z-stat
age -0.023 -2.601
age” 0.000 2.524
income category in 1991$% 0.016 2.712
education 0.034 3.850
married 0.765 14.510
Employment Status

unemployed -0.467 -3.233

retired 0.097 0.956

student 0.036 0.642
PPM 0.265 7.808
SATFIN 0.606 16.357
Pseudo-R “ 0.077
Number of obs. 7,939

Source: authors' calculations using a subsample of the General Social Survey



