Political Arithmetic versus Public Happiness

by Tom Walker (draft)

In his 2003 lectures on happiness, Richard Layard of the London School of Economics traced the use of the GDP as a surrogate measure of social welfare to the argument by John Hicks and Nicholas Kaldor in the 1930s that the general social welfare could be “improved” by any economic change in which the gains to winners were bigger than the losses to losers. In such a situation those who are better off could conceivably compensate those who were worse off for their losses. Whether or not they actually did so was irrelevant to the calculation. Such a calculation may sound asinine to the non-economist, but for economists of a technical inclination it was a godsend because it enabled them to focus on building mathematical models without bothering too much about precisely what in the real world those models were models of.“But in fact,” Layard objected, “the GDP is a hopeless measure of welfare. For since the War (he means W.W.II) that measure has shot up by leaps and bounds, while the happiness of the population has stagnated.” 

In their 1995 article in Atlantic Monthly Clifford Cobb, Ted Halstead and Jonathan Rowe elaborated on some of the major deficiencies in the GDP, not only as a measure of social welfare but even of economic efficiency:

Much of what we now call growth or GDP is really just one of three things in disguise: fixing blunders and social decay from the past, borrowing resources from the future, or shifting functions from the traditional realm of household and community to the realm of the monetized economy.

There is a huge literature in economics debating the adequacy of what is called the “new welfare economics” launched by Kaldor and Hicks, which I won’t summarize this afternoon. Instead, I want to look at two somewhat archaic terms that can be seen as precursors. “political arithmetic” and “public happiness” highlight the contrasting historical origins and orientations of economic measurement and happiness.

Political Arithmetik was the title of a book written in the mid 1670s by William Petty and published posthumously in 1690. Public happiness is a term that appears in the title of a book by the Marquis de Chastellux published in 1772, whose full title is translated as An essay on public happiness: investigating the state of human nature, under each of its particular appearances, through the several periods of history, to the present times.
First to political arithmetic. The term in general is very much concerned with accurately foretelling the future and making contingencies regarding the financial consequences of very particular kinds of events. For that reason I call this part “how to profit from famine, indemnify plague and finance war.”

I want to illustrate the principle here with a passage from scripture, Genesis, chapter 41.

1: And it came to pass... that Pharaoh dreamed: and, behold, he stood by the river. 
2: And, behold, there came up out of the river seven well favoured kine and fatfleshed; and they fed in a meadow. 
3: And, behold, seven other kine came up after them out of the river, ill favoured and leanfleshed; and stood by the other kine upon the brink of the river. 
4: And the ill favoured and leanfleshed kine did eat up the seven well favoured and fat kine. So Pharaoh awoke. 
5: And he slept and dreamed the second time: and, behold, seven ears of corn came up upon one stalk, rank and good. 
6: And, behold, seven thin ears and blasted with the east wind sprung up after them. 
7: And the seven thin ears devoured the seven rank and full ears. And Pharaoh awoke, and, behold, it was a dream. 

Then, to make a long story short, Pharaoh called upon the patriarch Joseph, most famous for his coat of many colours, to interpret the dreams. Joseph told him that the two dreams foretold seven years of bountiful harvests followed by seven years of drought and famine. Armed with that information Pharaoh appointed Joseph as his chancellor of the exchequer and Joseph then proceeded to buy up all the surplus grain during the seven good years so that he would have a corner on the grain market in the subsequent famine. Prior knowledge of price fluctuations was thus the key to the acquisiton of great wealth.

Fast forward to the mid-17th century and the invention of Political Arithmetik proper by John Graunt and William Petty. There are two features of this political arithmetik that are especially worthy of mention. First, that it originated with Graunt from the study of Bills of Mortality, that is weekly and annual reports of deaths and, second, that the extension of systematic number gathering, sorting and reporting to wealth like land, buildings and cattle was at first carried out in colonies, not in the homelands.

Studying the Bills of Mortality was particularly useful in establishing the actuarial basis for life insurance. The Bills of Mortality, by the way, were begun in the plague years 1592-93-94 but not systematically kept until 1603, another plague year, after which they became continuous. So we can think of plague, along with colonial plunder, as one of the great ancesteral progenitors of the GDP.

The conceptual foundation of the modern GNP/GDP itself was as plan for how to finance the second world war, produced in a paper by John Maynard Keynes and Richard Stone "The National Income and Expenditure of the United Kingdom, and How to Pay for the War." This is not to say that Keynes envisioned using the GDP as a template for peacetime policy use. Elsewhere Keynes deplored what he called the “rule of self-destructive financial calculation”: “We destroy the beauty of the countryside because the unappropriated splendours of nature have no economic value. We are capable of shutting off the sun and the stars because they do not pay a dividend.”

Simon Kuznets who developed the “anatomy” of which Keynes’ work on national income accounts was the “physiology” (Robert Solow’s metaphor) argued that “The welfare of a nation can scarcely be inferred from a measurement of national income as defined by the GNP...”

So much for the bad news about famine, plague and war. Let’s now turn to Happiness.

I’m using the Marquis de Chastellux as a representative of noble ideas put forward by several enlightenment thinkers including the Marquis de Cordorcet and William Godwin, for example. Chastellux was a friend of Thomas Jefferson’s whose reference to “life, liberty and the pursuit of happiness” may have at least in part been influenced by Chastellux’s notion of happiness. In his book the Marquis offered the following calculation:

First: how many days in the year, or hours in the day, can a man work, without either incommoding himself, or becoming unhappy? One may perceive, at the first glance, that this question refers to the nature of the climate; to the constitution, and to the strength of men; to their education, to their aliments; &c. &c. all cases, which may be easily resolved.

Secondly, how many days must a man work in the year, or, how many hours must he work in the day, to procure for himself that which is necessary to his preservation, and his ease? Having resolved these questions, it will be no difficult matter to determine how many days in the year, or how many hours in the day, may remain for this man to dispose of: that is to say, how many may be demanded of him, without robbing him either of the means of subsistence, or of welfare; so that now, the whole matter rests upon an examination, whether the performance of that duty, which the sovereign exacts from him, be within, or beyond the time, which each man can spare from his absolutely necessary avocations. (emphasis added)

In short,  “public happiness” was for Chastellux, a matter of not taxing people too much, insuring that they won’t have to work so many hours in the day as to make them uncomfortable or unhappy.

A more radical valuation of disposable time was put forward in an anonymous pamphlet published in 1821 that unconventionally defined wealth as time outside of work. "Wealth is liberty -- liberty to seek recreation -- liberty to enjoy life -- liberty to improve the mind: it is disposable time, and nothing more."

That same pamphlet taunted Political Economists for their narrow view that, “the richest nations in the world are those where the greatest revenue is or can be raised; as if the power of compelling or inducing men to labour twice as much at the mills of Gaza for the enjoyment of the Philistines, were proof of any thing but a tyranny or an ignorance twice as powerful.”

In Richard Layard’s lectures on happiness, which I mentioned previously, he emphasized the very different attitudes that people show toward income and leisure. Once people attain a  certain minimum standard of income, earning more money doesn’t directly add to happiness. Instead, people compare their income to the incomes of others and value their relative standing rather than the absolute amount of income. Even if economic growth succeeded in improving everyone’s income, it isn’t possible to simultaneously improve everyone’s relative standing. This contrasts with attitudes toward leisure, where people prefer a larger absolute amount of leisure regardless of whether it is greater or less than what others get.

Layard’s argument takes into account the phenomenon of positional or “status goods” the enjoyment of which depend not so much on their absolute value as on the fact that other people can’t afford them. In fact, such goods are depreciated by other people owning similar goods, for example, the utility gained by owning an automobile is reduced by traffic.

As seductive as the individualist visions of Chastellux, Godwin, Dilke and Layard may be, their picture of happiness remains incomplete, perhaps because they are taking for granted the things that is necessary to complete it. I would suggest those are first, “relationship”: a sense of belonging or communion and second “purpose”.

In a 1997 paper on “Happiness and Economic Performance” Andrew Oswald wrote,  “‘Economic matters are of interest only insofar as they make people happy’” “But,” replied Stefan Zamagni a few years later, “happiness is a relational concept, unlike utility, which is an individualistic concept. Robinson Crusoe may maximize his own utility, by himself, but for him to be happy there must be Friday.”

Benedetto Gui illustrated that point with a parable about two apartment buildings in a small city. One building had an expensive garden and each family in it had their own satellite dish and two cars. The other building had only an ordinary garden and all the residents shared a single satellite dish. The families in the second building had fewer cars and often organized car pools to take the kids to school and to their activities. The residents in the first building kept to themselves, while those in the second building frequently organized potluck suppers and informal parties together.

An economist, hired as a consultant by the mayor to investigate the welfare of the city’s residents visited the two buildings and observed that the first building’s inhabitants owned more items and thus, he concluded, had a higher standard of living. He recommended measures that would align the lives of the people in the second building more with those in the first. The consultant came to his conclusion because the price of possessions was easy to calculate but there was no way to measure the value of friendships and sharing.

This leaves purpose and it seems to me that purpose can embrace, comprehensively, “all of the above”. First, pursuit of happiness, in the sense of extending liberty and nurturing relatedness (through dialogue) and second securing the foundations of that happiness by working for peace, health and “freedom from want.” Rather than fatalistically accept war, plague and famine as inevitable facts of life for which financial preparations only need to be made to address them as consequences of human actions for which human precautions  and responses can be made.
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