The Economics of Happiness
Insights on globalization from a novel approach
Carol Graham

Introduction
The economics of happiness is an approach to assessing welfare which
combines the techniques typically used by economists with those more
commonly used by psychologists. It relies on surveys of the reported wellbeing of hundreds of thousands of individuals across countries and continents. It also relies on more expansive notions of utility than does
conventional economics, highlighting the role of non-income factors that
affect well-being. It is well suited to informing questions in areas where
revealed preferences provide limited information, such as the welfare
effects of inequality and of macroeconomic policies such as inflation and
unemployment. One such question is the gap between economists’ assessments of the aggregate benefits of the globalization process and the more
pessimistic assessments that are typical of the general public (see Rodrik,
1997; O’Rourke and Sinott, 2002; and Graham and Pettinato, 2002).1
Standard analyses based on aggregate, income-based measures provide
important benchmarks for assessing the impact of globalization on poverty
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There is some evidence that attitudes about globalization are more negative among the publics in developed
than in most developing countries. (Rodrik, 1997). O’Rourke and Sinott (2002) find that public support for free
trade is higher among skilled than unskilled labor in the developed economies; Graham and Pettinato (2002)
find a similar trend for respondents in Latin America. The Pew Global Attitudes survey (2002), meanwhile,
which surveyed 38,000 people in 44 nations (both developing and developed), found that the majority of
respondents in the poll thought highly of international organizations, such as the WTO, and multinational
corporations, while anti-globalization protestors were held in low esteem. At the same time, the majority of the
public felt that many of the problems that the protestors highlight, such as the availability of jobs and the gap
between the rich and the poor, are worsening.
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and inequality. This paper highlights the extent to which a novel
approach—the economics of happiness—provides alternative measures of
well-being, which in turn highlight aspects of the process that also matter
to welfare. These include the insecurity caused by short-term movements
in and out of poverty; the welfare effects of effects of changes in the distribution over the life or earnings cycle and/or distributional shifts at the
sector, cohort, and neighborhood level; and changes in reported well-being
that are driven by the widespread increase of global information and its
effects on local reference norms.

The economics of happiness—the approach
While psychologists have been using surveys of reported well-being to
study happiness for years, economists only recently ventured into this
arena. Early economists and philosophers, ranging from Aristotle to
Bentham, Mill, and Smith, incorporated the pursuit of happiness in their
work. Yet as economics grew more rigorous and quantitative, more parsimonious definitions of welfare took hold. Utility was taken to depend only
on income as mediated by individual choices or preferences within a
rational individual’s monetary budget constraint.
Even within a more orthodox framework, focusing purely on income
can miss key elements of welfare—as numerous economists have noted
over time. People have different preferences for material and non-material
goods. They may choose a lower paying but more personally rewarding
job, for example. They are nonetheless acting to maximize utility in a classically Walrasian sense.
The study of happiness or subjective well-being is part of a more general move in economics that challenges these narrow assumptions. The
introduction of bounded rationality and the establishment of behavioral
economics, for example, have opened new lines of research. Happiness
economics—which represents one new direction—relies on more expansive notions of utility and welfare, including interdependent utility functions, procedural utility, and the interaction between rational and
non-rational influences in determining economic behavior.
Richard Easterlin was the first modern economist to re-visit the concept
of happiness, beginning in the early 1970s. More generalized interest took
hold in the late 1990s (see, among others, Easterlin, 1974, 2003;
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