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I. Happiness: Research and Policy
Over the last few years, economists have engaged in the study of subjective wellbeing. They have followed the lead of philosophers who, from the very beginning,
have pondered about that subject (e.g. McMahon, 2006); followed by psychologists who have developed methods for measuring it (e.g. Kahneman, Diener and
Schwarz, 1999; Gilbert, 2006; Haybron, 2008). Economists are latecomers
because they uncritically stuck to the idea proposed a long time ago by Robbins
(1932) and Hicks and Allen (1934), that utility cannot be measured. This has
remained a dogma, as can be seen by consulting any standard textbook in microeconomics. However, things have changed somewhat; it has been demonstrated
that utility can be approximated by well-being measures. As a result, happiness
economics has become one of the most thriving and “hot” subjects in our discipline1. One may even argue that it is “revolutionary” (Frey, 2008) as it opens
new dimensions to research, produces new insights, and allows for new policies
benefiting individuals and society. Happiness research is one of the few areas in
the social sciences which are truly interdisciplinary; in particular psychologists
and economists are working closely together. Moreover, it is a discipline in which
European scholars are as prominent as North Americans.
a
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Knowledgeable scholars now agree that it is possible to proxy utility by happiness measures (e.g. Kahneman and Krueger, 2006). The various measures
are certainly not ideal but compare well with other measures commonly used
in economics such as Gross National Product, the rate of inflation or the rate of
unemployment. In line with the literature, I use the terms “subjective well-being”,
“happiness”, and “life satisfaction” interchangeably.
This paper does not intend to present the results of happiness research. These
are based on sophisticated econometric methods which rely on large numbers
of individual data, often in panel form, and take into account estimation problems such as endogeneity issues2. It must suffice to point out some highlights,
in particular results that stand in contrast to the economics as presented in our
textbooks. According to standard economics, work is a burden while leisure provides positive utility. It follows that a person without work but having the same
income as with work should be in paradise. In contrast, happiness research convincingly shows that people losing and not having work are much less happy than
people with a job even when income is kept constant. There are several results of
happiness research that emphasize aspects disregarded or only lightly treated in
standard economics. Examples are that individuals always compare themselves
to others, in particular when income and employment are concerned. They adapt
or get used to many circumstances in their lives, such as income changes. This is
the so-called Easterlin Paradox, which suggests that increases in real per capita
income do not translate into corresponding increases in individual well-being
(Easterlin, 2001, 2004). Interestingly enough, this is not true for all changes.
Thus, for example, unemployed males do not adapt to their fate while unemployed women do (Clark et al., 2006). Happiness theory also directs our attention to the importance of social relationships in the family and among friends and
acquaintances (e.g. Bruni and Porta, 2005) and to procedural aspects such as
the importance of the right to participate in politics (Frey and Stutzer, 2000a;
see also Stadelmann-Steffen and Vatter, 2011).
While happiness research has provided us with a considerable number of new
insights, it is only at its beginning. It is an excellent field for young researchers
who want to engage in a fruitful and important area. One of the open issues is
that empirically testable theories are needed that explain to whom individuals
2
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compare themselves. It does not suffice to point to the importance of reference
groups. Rather, reference groups are endogenous and it needs to be explained in
what way they are chosen or imposed. Similarly, the speed and extent of adaptation to new circumstances need explanation.
A second area in which happiness research evolves concerns the measurement
of the various types of individual well-being, e.g. short-run affect and long-run
life satisfaction. There exists a considerable number of measurement approaches.
While representative surveys dominate there is also the Day Reconstruction
Method, the U-Index (measuring the share of time an individual feels unhappy),
brain scanning or even blood pressure (see e.g. De Pricker, 2010, pp. 591–592;
Oswald and Powdthavee, 2008). More fundamentally, the limitation of the
measurement of happiness to pleasure and satisfaction, as initiated by Bentham
(1789) and promoted e.g. by Layard (1980, 2005), should be reconsidered. The
Benthamite concept seems to be rejected in modern philosophy (see e.g. McMahon, 2006; Nussbaum, 2008) in favour of Plato’s and Aristotle’s concept of
eudaimonia, i.e. the study of a fruitful human life.
Happiness research has concentrated on particular aspects while others have
been neglected. Presently, studies (e.g. De Neve et al., 2011) attempt to capture
the effect of human genes on individual well-being, which psychologists take
to be substantial3 but which has so far been beyond the province of economics.
Another neglected aspect is unhappiness during wars and other military conflicts.
This is a challenging field because, against one’s intuitions and hopes, there is
no convincing empirical evidence that people in general are unhappier during
war than in peacetime4.
The great success of happiness research has induced politicians to propose that
“happiness should be maximized”. This has been done e.g. by the French President5 and by the British Prime Minister. Even the leaders of the People’s Republic of
China have adopted this stance. Much earlier, the Kingdom of Bhutan had decided
to substitute the maximization of Gross National Product by the maximization of
Gross National Happiness (Ura and Galay, 2004). Most recently, international
organizations such as the OECD and the European Union have joined in.
This policy movement is supported by a large group of happiness scholars such
as psychologists Seligman and Diener or economists Helliwell and Layard (see,
3
4
5
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more fully, De Pricker, 2010, pp. 588–590; also Sugden and Teng, 2008).
“Maximizing happiness” can be taken to fulfil an old dream of technocratically
orientated economists: for them, time has come to empirically fill Tinbergen’s
(1956) and Theil’s (1964) concept of quantitative economic policy by maximizing a social welfare function.
This paper wants to inquire what kind of happiness policy should be pursued. I do
not want to discuss the rather obvious point that GNP or GDP are not appropriate indicators for individual well-being. This has been discussed at length and
is well established (e.g. René Frey, 2002, Fleurbaey, 2009, Stiglitz, Sen and
Fitoussi, 2009). Nor do I want to discuss the many attempts to extend national
product measures in various directions such as the Human Development Indicator composed of per capita income, longevity and level of education (UNDP,
1999, Sen, 1999). I will not discuss the broad counterarguments against “Happiness Maximization Policy” as this has been done elsewhere 6. It must suffice to
point out that such a policy avenue is in the tradition of a “benevolent dictator”
approach. It disregards the incentives in the political process and assumes that
politicians and public officials always pursue the “welfare of society” (whatever
that be). This approach also disregards that individuals may value goals in their
lives other than happiness, such as solidarity, justice, equality, freedom or religious ends.
This paper focuses on a little discussed aspect of government policy, namely
that governments are not benevolent and that they make a strong effort to manipulate the official indicators of public policy. This will be called “Manipulation
Principle”. It is argued that this applies in particular to happiness policy. Section
II argues that governments and other decision makers will manipulate all politically important targets as well as their respective indicators. While this Principle
is of particular relevance for happiness policy, it also applies to many other policy
areas. It results in government policies systematically deviating from the wishes
of the citizens, therewith reducing aggregate happiness. Section III inquires what
can be done to restrict and counterbalance the Manipulation Principle. It is proposed that the constitutional approach to policy allows citizens – informed by the
results of happiness research – to choose for themselves how they want to become
happy. Governments are given an enabling role only. Section IV concludes.

6
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II. The Manipulation Principle
A. Incentives to Manipulate the Happiness Index
Politicians in power have an incentive to manipulate the indicators for important
policy targets. This Manipulation Principle applies to all governments, be they
democratic, authoritarian or dictatorial. They all depend at least to some extent
on the support of their population. In particular, if a government itself declares a
goal to be the central one, it will make an effort to reach it, and be it by distorting the statistics that reflect that target. Therefore, a government declaring that
“happiness” is the most important policy goal has a strong incentive to manipulate it in its favour and to make it look better than it is in reality. Such distortion
of an indicator often carries less cost than an actual improvement of the target.
Moreover, the indicator loses the information content it had been designed for.
In the case of the happiness indicator, it does not reflect the well-being of individuals but provides a distorted picture of reality7.
The Manipulation Principle makes a simple but important point which has
been little considered in the social sciences including economics8. It can be attributed to the sociologist Campbell (1976). In economics, Goodhart’s Law (1975)
and the Lucas Critique (1976) make a similar point. As soon as the quantity of
money is made an official policy goal, it loses its usefulness as a policy. When
a variable is a target of policy, the structure of the economic system changes. A
more fundamental reference is to social choice theory where Gibbard (1973) and
Satterthwaite (1975) have proved that all democratic preference aggregation
methods are open to manipulation.
Governments officially declaring happiness as their major policy goal have a
strong incentive to make it look better than it is in actual fact. In a democracy, the
voters evaluate government performance according to that indicator at election
time (at least as long as they find it trustworthy). In authoritarian and dictatorial
polities the rulers also have a strong interest to influence well-being indicators in
their favour in order to prevent uprisings threatening their power.

7
8

With respect to the information content, see the discussion on the “performance paradox”
(Meyer and Gupta, 1994; Meyer, 2005) discussed and extended in Osterloh (2010).
For instance, the extensive report on “The Politics of Governance Ratings” (Arndt and Oman,
2008) does not mention the incentives and possibilities for governments to manipulate ratings
to their benefit.
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B. Possibilities to Manipulate the Happiness Indicator
A happiness indicator is well suited for manipulation because it is based on subjective evaluations rather than on (at least in principle) objective magnitudes such
as quantities and prices. Subjective magnitudes are easier to manipulate. These
are some possibilities for the politicians in power to make the happiness indicator look better than it actually is:
– The persons responding to a happiness survey may be influenced by propaganda or by threats in case they do not state that they are happy. This is a procedure that has been used to improve election outcomes but can and will also
be used to jack up happiness figures.
– A well-known possibility to influence the results of (seemingly representative)
surveys relates to the treatment of non-respondents. The happiness indicator
can be raised by making an effort to trace initial non-respondents thought to
have high happiness scores, and to neglect initial non-respondents thought to
have below average happiness scores.
– The choice of respondents can be changed in yet other ways so as to produce
an overrepresentation of individuals with above average happiness. Thus, mentally disturbed persons, the incarcerated and immigrants who tend to indicate
lower levels of well-being than others can be excluded from the survey. Conversely, persons indicating above average happiness can be included, such as
children or individuals voluntarily staying in the country as short run guests.
It may be noted that such exclusion or inclusion can well be justified, thus
immunizing the government from critique.
– Outliers indicating particularly extreme forms of unhappiness can be excluded
arguing that they are “obviously untrue”. In contrast, individuals indicating
extremely high happiness are counted. Such manipulations are difficult to
detect for observers not directly involved in the construction of a happiness
indicator.
– “Special” circumstances beyond the control of government can be adduced
in order to exclude the below average happiness scores declared by individuals who have suffered for example from natural disasters, terrorist attacks and
foreign influences such as wars in other countries or damaging economic
influences.
– The most extreme form of manipulation occurs when the government makes
the survey responses up, which is similar to cooked election results. While
there are some possibilities to detect the latter, it is more difficult to do so for
happiness surveys based on subjective and often undocumented responses.
Swiss Journal of Economics and Statistics, 2011, Vol. 147 (4)
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If all these possibilities to manipulate the official happiness indicator do not work,
or work insufficiently, the politicians in power have the possibility to introduce an
altogether new indicator of well-being, thus producing more favourable happiness
scores. They can claim, often to some extent correctly, that the former indicator
was faulty and that the new one is better able to capture “true” happiness.

C. Evidence on Manipulation
It may appear that these possibilities to manipulate a happiness indicator in favour
of the government are overemphasized and that, in reality, governments will not
resort to these measures to raise the well-being indicators in their favour. However, there is strong empirical evidence that governments use many, if not all, of
these tricks to influence specific economic indicators9 (Forte, 2001; Koen and
Van den Noord, 2005; von Hagen and Wolff, 2006). For example, excluding those persons who are jobless but still engage in programmes for the unemployed, lowers the official unemployment rates. In many countries people who
do not actively seek employment – mostly because they are discouraged to do
so – are excluded from the pool of unemployed (see e.g. Gregg, 1994; Yorgos,
1999; Webster, 2002). The level and growth rate of GNP are “cooked up” by
including part or all of the shadow economy. The introduction of the Euro and
later the Euro-crisis have induced many governments to falsify the size of the
public debt (Dafflon and Rossi 1999; Milesi-Ferretti, 2005). Thus, for
example, the government of Greece established public debt compared to GDP
to be 115 % at the end of 2009, thereafter 127 %, and at the end of 2010 145 %
(see, more generally, Baralexis, 2004). Argentina’s government recently declared
its official inflation rate to be 10 % while an independent source determines it
to be no less than 25 % (The Economist, 23 April 2011, pp. 75, 48, respectively).
It should be noted that, if governments engage in manipulating individual economic indicators relevant in the political process, they have an even larger incentive to manipulate the aggregate well-being indicator once it has become the central and official goal of policy.

9

Economic indicators are subject to considerable errors even before any effort to manipulate
them was made, as pointed out long ago by Morgenstern (1970), and documented for the
case of the Human Development Index by Wolff et al. (2011).
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D. Generalizing the Manipulation Principle
Indicators of important targets are not only manipulated by governments but
also by other decision-makers (such as interest groups) or the individuals affected.
These are some cases in which the manipulation of indicators, sometimes called
“creative accounting”, plays a large role:
– Pay for performance. When the wage of employees depends on an indicator
of performance, the employees have a strong incentive to manipulate it in
their favour. The managers of a firm have excellent possibilities to do so as
evidenced by the bookkeeping scandals at Enron, Worldcom and other large
firms. The wage explosion among managers can at least partly be attributed to
the fact that profits and other performance indicators can be, and have been,
“cooked”10.
– Financial ratings. The financial system depends strongly on how particular
government and private bond issues are rated by specialized private agencies. A
downgrading in the credit ranking by one of the three big agencies (Moody’s,
Standard and Poor’s or Fitch), has large financial consequences. Due to the
increased risk of default heralded, the borrower has to pay higher rates of interest. It has been argued that the rating agencies are partly responsible for the
recent financial and economic crisis because they respond to the pressure of the
bond issuers and rate them more favourably than they should. More recently,
the rating agencies have been accused of judging the default risk of government
bonds by Greece, Portugal and other countries too unfavourably. As a reaction, politicians in and of the European Union (e.g. German Finance Minister
Schäuble and EU-Commission President Barroso) threatened to take action
against these rating agencies by “breaking their oligopolistic power” (Financial
Times Deutschland, 7 July 2011, p. 23). This is another case in which governments seek to manipulate politically relevant indicators.
– Schooling. There is strong evidence (e.g. Jacob and Levitt, 2003) that schools
whose success depends on fulfilling particular educational targets set by the
money-giving institution not only teach to the test but also induce weak students not to attend school when the test is administered; another means being
to exclude weak students altogether from their school.
– Academia. When the ranking of a university, a department, an institute or an
individual scholar depends on the number of publications and citations, there
10 See, extensively and with many references, Osterloh (2010) or Frey and Osterloh
(2010).
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are tremendous incentives to manipulate these rankings (they are extensively
discussed in Osterloh and Frey, 2010). Many universities have one or even
several employees charged with managing, i.e. manipulating, the rankings.

E. Mitigating Manipulation
Various institutions and actors can act to reduce the incentives and possibilities
to influence official indicators of policy targets. I focus on the case of manipulation by governments:
1. Independent statistical office
The task to construct a policy indicator can be given to an institution independent of the government. This follows the example of two important actors in
rule-based democracies, independent courts and an independent Central Bank.
Another possibility is to delegate the task to international organizations such
as the OECD, or to one of the UN institutions such as the World Bank, IMF
or UNESCO. While they remain subject to the influence of powerful members, they are still more independent from particular governments than purely
national agencies.
In the case of well-being, a country’s central statistical office could be given an
independent status to perform the task of constructing the aggregate happiness
indicator. If this isolates it from government pressure, the Manipulation Principle would be checked. However, experience shows that in most countries of the
world not even the Central Bank is independent, although it is “only” concerned
with one particular policy sphere; its independence is a far less important restriction to government action. It follows that the central statistical office is most
unlikely to be immune to government pressure.
2. Academic critique
The intellectual community – provided it is not subservient to government –
can to some extent check the Manipulation Principle. The scholars can criticize
the government when it influences the happiness indicator in its favour and can
therewith avert the citizens when the government tries to achieve the happiness
goal by manipulation instead of by content. The freedom to criticize the government is better achieved when there are both publicly and privately funded
universities in competition with each other. However, the necessary conditions
obtain in few countries only.
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3. Press and television
Journalists may reveal manipulations of official indicators provided they can act
independently and have an incentive to do so. A crucial requirement is intensive
competition in this sector and absence of government interference.
4. Digital social media
The internet provides various platforms such as Wikileaks, Facebook, Twitter, or
Google, potentially able to reveal when governments manipulate happiness indicators (e.g. Sunstein, 2006). Even if such open crowdsourcing detects instances
of manipulation, the government is only threatened if the social media are able to
make a scandal out of it. Otherwise, the rather technical aspects of the manipulations discussed above do not have much if any political effect. Social media lack
the institutional basis for a prolonged campaign against such government action
(Morozov, 2010; Frey, 2011b).
The discussion suggests that the Manipulation Principle is difficult to mitigate
or to dispense with by either an independent institution providing the happiness
indicator or by academic critique. The next section therefore proposes a more
radical approach to develop a happiness policy in the interest of the citizens.

III. Happiness Policy and Manipulation
A. Constitutional Approach
A happiness maximization policy by the government is based on the technocratic notion that politicians and public officials are assumed to be omniscient
benevolent dictators with no interests of their own. This approach is top down;
it constitutes a fundamental misconception of a democratic process in which the
preferences of the individuals in society are to count and in which the citizens
and politicians are engaged in a continuous discourse11.
A totally different view of the political system is needed. The constitutional
approach to political economy (Buchanan and Tullock, 1962; Brennan and
Buchanan, 1985; Mueller, 1996) starts with the individual as citizen and
voter. He or she chooses political rules producing the best possible outcome in the
11 The latter is highlighted in the theory of deliberative or discursive democracy (e.g. Dryzek,
1990; Habermas, 1996; Sunstein, 2006).
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future. The future is known only to a small extent. In particular, nobody knows
whether he or she, and the descendants, will in the future be rich or poor, be well
educated or ignorant, have high or low capacities, be in good or bad health, live
in the city or countryside etc. As a consequence, each citizen has to take decisions
about the future behind the veil of ignorance (Rawls, 1971). He or she therefore
is induced to consider all possible future outcomes and will choose a constitution catering for all contingencies. While many trade-offs have to be considered,
it is unlikely that voters choose e.g. a constitution caring only for the rich and
successful while disregarding all the less fortunate persons because they reckon
that they, or their descendants, may be among them in the unknown future.
Rather, they choose rules allowing them to live under reasonable conditions if
they happen to be among the persons with a less fortunate future.

B. Application to Happiness Policy
Behind the veil of ignorance, citizens will not allow the politicians and bureaucrats to maximize the happiness indicators as a policy goal. They are aware of
the Manipulation Principle and will take into account that the government will
not pursue their true happiness but rather an indicator distorted in the government’s favour. Moreover, they know that there exists much heterogeneity with
respect to what raises individual happiness. It can therefore be expected that citizens allow the government only to set the preconditions allowing them to reach
their particular form of happiness.
In constitutional choice, the citizens will take into account the insights from
happiness research. They will, for instance, acknowledge that an economic policy
supporting full employment is of great importance to reach happiness. They will
promote a good education for as many people as possible as they are aware that
knowing more will allow them to reach higher levels of happiness. Most importantly, citizens will want to have extensive democratic participation rights and
decentralized decision mechanisms since they know that these rules will allow
them to raise their happiness.
In contrast to the happiness maximization approach, these insights serve as
inputs into the political process and are not imposed by technocratic governments
and bureaucracies. The latter are subservient to the citizens, not the other way
round. Viewed in this way, the results of happiness research lose their technocratic inclination and become part of a well-designed political process.
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C. Are Citizens Able to Choose Their Own Path to Happiness?
The question arises whether voters are able to decide in a reasonable way about
the constitutional rules governing their own well-being. In standard economics it is taken for granted that this is the case. Some results of happiness research
put this assumption into question. It has been shown (e.g. Frey and Stutzer,
2008) that individuals find it difficult to evaluate to which extent future activities and goods will raise their happiness. A concrete case is commuting between
the place of work and that of living. The longer the commute takes, the less satisfied the respective persons are with their lives, even taking into account the
possible higher income attained or the lower housing rents. It should be noted
that this is not an observation from outside the persons concerned. Rather, the
result has been deduced on the basis of the persons’ own evaluations. More generally, people tend to overestimate the future life satisfaction provided by material
goods such as owning a flashy new car or a larger apartment. They only partly
take into account that the happiness provided by such additional material goods
is only temporary, i.e. that a process of adaptation will set in. In contrast, people
tend to underestimate the satisfaction they get from future personal relationships,
for instance by seeing friends and relatives more frequently. Another reason why
individuals find it difficult to increase their own happiness is weakness of will,
preventing them to sufficiently care for their future in their own interest.
A solution recently proposed to overcome the self-control problem is “nudging” by “soft paternalism” (Thaler and Sunstein, 2008; Glaeser, 2005): the
alternatives available should be presented such that the individuals are induced
to choose what is best for them. An example is the old age pension which individuals are reluctant to take because they tend to discount the future too strongly
according to their own evaluation. Therefore, the softly paternalist government
should present the choice such that people take the old age pension if they do not
explicitly reject it. Another example is whether people can opt in, or opt out, of
organ donation. It is known that more organs will be available when the issue is
presented to people as an opt out choice. The problem with this approach is that
it is implicitly assumed that the paternalistic government is benevolent. However,
one could imagine a government nudging people into situations advantageous
for the politicians in power but detrimental for the citizens.
The constitutional approach offers a better solution. Based on the results of happiness research, the citizens are informed that, under specific conditions, they
are unable to choose according to their own best interest. They will be ready to
introduce institutional devices helping them to overcome the respective deficient
Swiss Journal of Economics and Statistics, 2011, Vol. 147 (4)
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choices. They do not necessarily give governments the power to nudge them but
may wish to be able to establish rules that help them overcome their deficiencies. Effective instruments are improved information and education, as well as
an open discussion about the properties of the alternatives available.
Looking at the issues from the constitutional perspective makes clear that
giving governments the power to pursue a happiness maximizing policy is ill conceived and even dangerous. The government in charge may well be, or become
over time, authoritarian or even dictatorial. In that case, the Manipulation Principle will lead to political decisions that are disadvantageous for the citizens. An
example is the government during the period of “terreure” in the French Revolution when – in the name of the “salut public” – many people with different
opinions were put to death. It is also related to ideas such as Orwell’s (1949)
“Ministry of Love” in his book Nineteen Eighty-Four. Today’s dictatorships will
act in a similar way.

IV. Concluding Remarks
Happiness research has significantly extended our knowledge about what factors
determine individual well-being. One of the unfortunate consequences of the
success of happiness research has been the conclusion that governments should
now engage in maximizing happiness. A happiness maximization policy by the
government is based on the technocratic notion of politicians and public officials
as omniscient benevolent dictators with no interests of their own.
A totally different view of the political system is needed. The constitutional
approach to political economy starts with individuals as citizens and voters who
choose a political system producing the best possible outcome in the future.
Behind the veil of ignorance, citizens are aware of the Manipulation Principle:
they take into account that the government will not pursue their true happiness
but rather an indicator distorted in the government’s favour. It can therefore be
expected that the citizens allow the government only to set the preconditions
allowing them to reach their particular form of happiness.
In that constitutional choice, the citizens will make decisions that are in line
with the insights from happiness research. Most importantly, citizens will want
to have extensive democratic participation rights and decentralized decision
mechanisms, as they are aware that these rules will allow them to raise the kind
of happiness they desire.
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SUMMARY
Happiness research has significantly extended our knowledge about the factors
determining individual well-being. Several prominent scholars concluded that
governments should engage in maximizing happiness. This approach is based on
a technocratic notion that politicians are omniscient benevolent dictators.
In contrast, the constitutional approach considers individuals as citizens who,
behind the veil of ignorance, choose political rules producing the best possible
outcome. Citizens are aware of the Manipulation Principle stating that government tends to distort official happiness indicators in its favour. Citizens therefore demand extensive democratic participation rights allowing them to pursue
the kind of happiness they desire.
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