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U.S. vs. France

GDP per capita: French GDP/capita is 67% of U.S.’s (2005)

Consumption per person: France is 60% of U.S.’s (2005)

Life expectancy: France – 80; U.S. – 77

Leisure: France – 535 annual working hours per person; U.S. – 877
hours

Inequality: France – 0.294; U.S. – 0.394 (2014 Gini coefficient)

Jiaming Mao (Xiamen University) Measuring Well-being 3 / 17



Measuring Well-being

“[GDP] ... does not allow for the health of our children, the
quality of their education, or the joy of their play. It does not
include the beauty of our poetry or the strength of our marriages,
the intelligence of our public debate or the integrity of our public
officials. It measures neither our courage, nor our wisdom, nor
our devotion to our country. It measures everything, in short,
except that which makes life worthwhile, and it can tell us
everything about America except why we are proud that we are
Americans.” – Robert Kennedy, 1968
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Human Development Index (HDI)

Human Development Index
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http://hdr.undp.org/en/composite/HDI


Better Life Index

OECD Better Life Index
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http://www.oecdbetterlifeindex.org/#/11111111111


Better Life Index

Indicators
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http://www.oecd.org/statistics/OECD-Better-Life-Index-2016-definitions.pdf


Better Life Index

Indicators
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Better Life Index
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Constructing a Welfare Index

A welfare index may include leisure, health, equality, etc. in addition
to income.

Problem: how to weight and combine items of very different nature.

I Can we turn everything into equivalent monetary values?
I “How much” do we value leisure, health, etc.?
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Jones and Klenow (2016)

Imagine a soul named Rawls who is waiting to be born. Rawls has the
opportunity to choose which country he would like to be born into.

If Rawls chooses to be born into country A, he will then have an
income and consumption level that is randomly selected from the
income and consumption distributions of country A. His annual
working hours will be randomly selected from the distribution of
working hours in country A. His life expectancy and probability of
death at each age will equal the average of country A.

I i.e., when Rawls is choosing a country, he does not know whether he
will be rich or poor, hardworking or living a life of leisure, or how long
he will be able to live. But he knows the distribution. This is the
concept of the original position behind a veil of ignorance proposed by
John Rawls.
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Jones and Klenow (2016)

Rawls then needs to solve the following problem – choose the country
j that maximizes his expected lifetime utility1:

U j = E j

[
100∑
a=1

u (Ca, `a) p
j (a)

]
(1)

, where E j denotes expectation based on country j ’s consumption (C )
and leisure (`) distributions, a denotes age, u (Ca, `a) is the utility of
enjoying Ca consumption and `a leisure at age a, pj (a) is the
probability of living to age a in country j . Ca is drawn from the
distribution of F j (C ) and `a is drawn from the distribution of F j (`).

I Note: (1) includes consideration of inequality too: how C and ` are
distributed affect U j .

I Once F j (C ) ,F j (`) and pj (a) are known, Rawls will be able to
calculate the expected utility for each country and choose the best one.

1For simplicity, we assume Rawls do not discount future utility.
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https://en.wikipedia.org/wiki/Discounted_utility


Jones and Klenow (2016)

We can use (1) to compare countries. Define:

U j (λ) = E

[
100∑
a=1

u (λCa, `a) p
j (a)

]

If we compare all countries to the U.S., then we find out the λj for
each country j such that

U j (1) = UU.S .
(
λj
)

, i.e. λj measures how much the U.S. consumption level needs to
change in order for the expected utility of living in the U.S. to be
equal to the expected utility of living in country j .
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Jones and Klenow (2016)

How do we find out the utility of leisure (`)?

Solution: look at labor supply elasticity.

1 The more people value leisure, the more likely they are going to stay
home instead of working.

2 The less people value leisure, the more they are going to respond to
rising wages by increasing the number of hours they work.
Thus, by looking at labor supply elasticity, we can deduce the value of
leisure, which will allow us to calculate u (Ca, `a).
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Jones and Klenow (2016)

λ is a welfare index

The higher the λ, the higher the welfare of a country.

E.g., λIndia = 0.035 means that for a random person living in the U.S.
who enjoys U.S. distribution of consumption, leisure, and life
expectancy, in order for her to be willing to live in India instead – and
enjoy Indian distribution of consumption, leisure, and life expectancy,
her consumption in the U.S. must be reduced by 96.5%.
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Jones and Klenow (2016)

The well-being index shows λj for each country. λU.S. = 1 by construction.
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