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Two approaches
Keynes and the ‘new classical macroeconomics’

Involuntary versus Voluntary
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The drop in happiness
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to psychological
and social factors
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Unemployment causes major unhappiness

Contrast with the view that
aemployment is voluntary

Unemployment needs

to be seen those people
in a wider lose their job
context and, also causes distress

to employed people.

The notion that work produces
disutility is rejected
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No relationship
between average
appiness and inflation ratg
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The so-called ‘misery index’ :

If unemployment rises by 5 points, the
Inflation rate must decrease by 8.5 points
to keep the population equally satisfied.
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World Database of D
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‘How satisfied are you with the life you lead? Very
satisfied, fairly satisfied, not very satisfied or
not at all satisfied’.

The variable LS measures the average level of life satisfaction in a

given country at time t.
Example: i=France, t=2010

Codage 1 2 3
For N=1020 4% 13% 63%
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Table 2: Predicting individual estimations: LS = f(Inflation, Unemployment)
Dependent variable: life satisfaction UE12, 1985-2009 (T=25, N=12)

Random Model Fixed Model
Country I nflation Unemployment Inflation Unemployment

Belgium 0.0046 -0.0314 0.0103 40.0393 ***
Denmark -0.0487 -0.0063 -0.0652 *** -0.0039
France -0.0486 -0.0396 -0.0593 *** 0.0457 ***
Ireland -0.0105 -0.0150 -0.0105 -0.0151 ***
Italy -0.0124 0.0049 -0.0169 0.0130
Luxembourg 0.0081 0.0091 0.0139 0.0198 **
Netherlands -0.0016 0.0171 0.0027 -0.0167 ***
United Kingdom -0.0072 0.0117 -0.0074 -0.0112
Greece -0.0058 0.0184 -0.0043 -0.0088
Portugal 0.0063 0.0328 0.0065 -0.0344 ***
Spain 0.0112 0.0188 0.0128 * -0.0192 ***
Germany 0.0113 0.0275 0.0146 -0.0293 ***

Notes: (***), (**) and (*) significance a 1%, 5% and 10% levels respectively.
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e Life Satisfaction and the Philips Curve

Estimation results: Phillips curve and life satisfaction specification
EU 12, 1985-2009 (T=25, N=12), Estimation method : random eeffect

(1)

) 3)

Phillips curve Life satisfaction
Constant 2.6990 *** 3.4442 ***
Inttial inflation rate g 0.3556 *** -0.0377 ***
Unemployment rate Ui -0.2301 *** -0.0143 ***
Speed of nominal convergence A 4.1%
Implied inflation rate effect ,Bl -0.1060
Implied unemployment rate effect ,82 -0.0389
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The role of the Central Bank

Difference between Germany
and France

OKUN law — the rate of growth




Are you happy ?
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