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Context for this lecture
I Last week, we discussed the possibility that poor health contributes to

a poverty trap. We saw that health service delivery in low-income
contexts is often poor, and (perhaps as a result), demand is often
low. Simple interventions such as community monitoring, deworming,
and water chlorination can have large impacts on health and
economic outcomes, including income. At the same time, the impact
of simple income changes on health outcomes is often weak,
suggesting that infrastructure (including “choice architecture”) plays
an important role in generating good health outcomes.

I Today we’ll continue our discussion on the relationship between
poverty and health, and focus on one specific kind of health: mental
health.

I Mental health has recently received a lot of attention in development
economics as a possible cause and consequence of poverty. As before,
the question researchers ask is: Does being poor lead to bad mental
health outcomes, such as depression? Does improving mental health
have economic benefits?



Context for this lecture

I We’ll start by looking at the correlational evidence: Are people with
low incomes less happy and more depressed than richer people? (Yes.)

I We’ll see that increases in income lead to large improvements in
mental health.

I We’ll then discuss the evidence on the economic impacts of
interventions to improve mental health, such as psychotherapy. Here
the evidence is a bit more mixed; some studies show effects, others
don’t. No impacts on income/consumption so far.

I Notice that we are studying these relationships “in reverse”: if a
poverty reduction improves psychological well-being, we’ll conclude
that a poverty increase would decrease psychological well-being. May
not be an innocuous assumption, but let’s run with it for now.
I Why we need to do this: It’s not ethical to experimentally increase

poverty or decrease psychological well-being.



Correlational evidence: Is there a relationship between income and
psychological well-being?



The Easterlin Paradox
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The Easterlin Paradox

Easterlin’s claims:
1. There is a correlation between income and happiness within countries;

i.e., rich people in a country are happier than poor people in the same
country.

2. But: there is no correlation between income and happiness across
countries: people in rich countries are not on average happier than
people in poor countries.

3. And: there is no relationship between changes in income and changes
in happiness: as incomes grow, happiness does not grow.



Is there really a paradox?
Stevenson & Wolfers, 2008



Revisiting Easterlin’s original data
Stevenson & Wolfers, 2008



New and more data from the World Values Survey
Stevenson & Wolfers, 2008



Re-assessing the Easterlin Paradox
Stevenson & Wolfers, 2008

I In new and much larger datasets, the evidence for a correlation
between income and psychological well-being is very strong, both
within countries and across countries.

I Does this mean there is no paradox?
I Easterlin didn’t think so: he now says the essence of the “paradox” is

that there is a correlation in the cross-section (i.e. rich countries are
happier than poor countries), but there is no correlation between
income changes (i.e., economic growth) and well-being changes.



Easterlin’s response



Economic growth and life satisfaction
Stevenson & Wolfers, 2008



Re-assessing the Easterlin Paradox
Stevenson & Wolfers, 2008

I Stevenson & Wolfers show that there is both a within-country and
across-country correlation between income and well-being, and that
there is a correlation between economic growth and changes in
well-being.

I So the correlational evidence for a relationship between income and
well-being is very strong.

I But perhaps there is satiation? I.e., is there a level of income where
the relationship between income and well-being disappears?



Dimensions of well-being
Kahneman & Deaton (2010)



Happiness vs. life satisfaction
Kahneman & Deaton (2010)
Kahneman & Deaton suggest that there are (at least) two dimensions of
well-being:
I Emotional well-being (also called hedonic well-being, or simply

happiness): experienced positive emotions
“[E]motional quality of an individual’s everyday experience—the
frequency and intensity of experiences of joy, fascination, anxiety,
sadness, anger, and affection that make one’s life pleasant or
unpleasant”
Measured by asking about emotions (“did you experience joy”).

I Evaluative well-being (also called life evaluation or life satisfaction):
bird’s-eye assessment of one’s life
“[R]efers to a person’s thoughts about his or her life”
Measured with the “Cantril ladder” (0–10): “worst/best possible life
for you”

Is there satiation in the income–well-being relationship, and if yes, for
which dimension of well-being?



Dimensions of well-being
Kahneman & Deaton (2010)



Dimensions of well-being
Kahneman & Deaton (2010)

I Kahneman & Deaton conclude that there is satiation in the
relationship between income and happiness: it flattens out at income
levels around USD 75,000 per year in US data.

I In contrast, the relationship between income and life satisfaction is
positive even beyond USD 75,000 per year.

I Another possibility is that even happiness keeps growing even beyond
USD 75,000 per year, but more slowly (e.g. it might grow linearly
with the logarithm of income, rather than linearly with income).
Stevenson & Wolfers address this possibility in their paper.



No satiation of life satisfaction
Stevenson & Wolfers (2008)



No satiation of happiness either
Stevenson & Wolfers (2008)



Resolution: measurement?
I So we have a puzzle: Kahneman & Deaton find that the relationship between

income and happiness levels off around USD 75,000 per year in the US. Stevenson
& Wolfers find that it keeps growing even beyond that level (in the log of income).

I Possible resolution: happiness is measured differently in the two papers.
I Happiness:

I Kahneman/Deaton: Questions about the presence of various emotions in the
experience of yesterday (e.g., enjoyment, happiness, anger, sadness, stress,
worry)

I Stevenson/Wolfers: “Taken all together, how would you say things are these
days: would you say that you are ‘very happy,’ ‘pretty happy,’ [or] ‘not too
happy?’”

I Life satisfaction
I Kahneman/Deaton: Cantril’s Self-Anchoring Scale: Ladder; 0 = “the worst

possible life for you”, 10 = “the best possible life for you”
I Stevenson/Wolfers: “All things considered, how satisfied are you with your

life as a whole these days?”
I The the Stevenson/Wolfers paper, happiness and life satisfaction are measured in

very similar ways. In particular, happiness is also measured by asking for a general
evaluation of life (“all things considered”). That might be why they find similar
relationships between income and happiness and life satisfaction.



From correlation to causality

I The correlational evidence is very strong: Income is strongly positively
associated with psychological well-being

I What about causal evidence? Do changes in income affect
psychological wellbeing?

I We can again turn to evidence from cash transfers: does an income
increase improve psychological well-being?

I I’ve previously shown you evidence from a single study. But there are
many studies on cash transfers! How can we aggregate results across
them?
Systematic review and meta-analysis



The impact of unconditional cash transfers on
psychological well-being
I Systematic review: develop a systematic search strategy across

databases to identify relevant studies. For example, use the search
terms “unconditional cash transfer”, “happiness”, and “randomized
controlled trial” in the JSTOR, PubMed, and IDEAS/RePEc
databases. Screen the abstracts of the resulting studies and keep the
relevant ones; read the full-text of these and extract the treatment
effects, in standard deviation units. (Remember, this is a good way of
making effects comparable across studies.)

I Meta-analysis: Then you have a big dataset of treatment effects of
cash transfers on well-being, from many studies. Now you can
conduct a meta-analysis on them. For example, the average of all the
treatment effects is the overall effect of the interventions on the
outcome. Or you can regress the treatment effects on transfer
magnitude to understand how impact of a cash transfer varies with
how large the transfer is.



Unconditional cash transfers, well-being, and mental health
McGuire et al., 2020

I Joel McGuire and colleagues at the Oxford “Happier Lives Institute”
conducted such a systematic review and meta-analysis for the impact
of unconditional cash transfers on psychological well-being and
mental health in low- and middle-income countries

I They screened 1,147 abstracts, and retained 37 studies for the
meta-analysis.

I They focus on studies that allow causal claims, such as randomized
controlled trials or regression discontinuity designs.

I The average intervention is worth USD 664 PPP for lump-sum
transfers, and USD 995 PPP for monthly transfers. Psychological
well-being is measured on average 2 years after the transfer.



Cash transfers improve well-being and mental health
McGuire et al., 2020



Larger transfers have larger effects
McGuire et al., 2020



Unconditional cash transfers, well-being, and mental health
McGuire et al., 2020

I The average effect of unconditional cash transfers on psychological
well-being/mental health is a 0.10 standard deviation improvement 2
years after the transfer

I The larger the transfer, the larger the effect



What is the effect of psychotherapy on economic
outcomes?

I The positive effect of income changes on mental health opens the
possibility that there may be a mental health-based poverty trap.
What’s required for this to be true?

I We would need a large effect of mental health on income.
I We can look at the effect of psychotherapy interventions on economic

outcomes. The Baranov et al. paper you read is an example of that.
I We’ll now look at a different example that compares the impact of

psychotherapy to that of cash transfers.



The effect of psychotherapy and cash transfers on
economic outcomes
Haushofer, Mudida, Shapiro 2020

Randomized controlled trial in a sample of low-income farmers in Kenya,
N = 5,756
1. Psychotherapy treatment (5 weeks) developed by WHO (N = 525)
2. Unconditional cash transfer (USD 1076 PPP; N = 540)
3. Both (N = 493)
4. Pure control (N = 1703)



Study area
Haushofer, Mudida, Shapiro 2020

Leaflet | Map tiles by Stamen Design, CC BY 3.0 — Map data © OpenStreetMap



Study area
Haushofer, Mudida, Shapiro 2020

Village	Type
	Pure	Control
	Pure	Cash
	Pure	PM+
	Cash	&	PM+

Leaflet | Map tiles by Stamen Design, CC BY 3.0 — Map data © OpenStreetMap







Cash Treatment Effects: Index Variables
Haushofer, Mudida, Shapiro 2020

Monthly per−capita non−durable consumption ●| | (+0.23 SD***, USD 52+11 = 20%)

Total value of assets household owns ●| | (+0.39 SD***, USD 553+262 = 47%)

Monthly household revenue ●| | (+0.23 SD***, USD 135+35 = 26%)

Psychological well−being index ●| | +0.23 SD***

Intimate partner violence index | |−0.05 SD

Food security index ●| | +0.13 SD**

Working hours per week per capita | |−0.03 SD

Education index | |−0.05 SD

−0.4 −0.2 0.0 0.2 0.4 0.6 0.8
Cash Treatment Effect (in SD)



PM+ Treatment Effects: Index Variables
Haushofer, Mudida, Shapiro 2020

Monthly per−capita non−durable consumption | | (+0.05 SD, USD 52+3 = 5%)

Total value of assets household owns | | (+0.04 SD, USD 553+26 = 5%)

Monthly household revenue | | (+0.08 SD, USD 135+12 = 9%)

Psychological well−being index | |−0.01 SD

Intimate partner violence index ●| | +0.24 SD*

Food security index | |−0.11 SD

Working hours per week per capita | |−0.08 SD

Education index | | +0.07 SD

−0.4 −0.2 0.0 0.2 0.4 0.6 0.8
PM+ Treatment Effect (in SD)



Cash and PM+ Treatment Effects: Index Variables
Haushofer, Mudida, Shapiro 2020

Monthly per−capita non−durable consumption | | (+0.08 SD, USD 52+4 = 7%)

Total value of assets household owns ●| | (+0.34 SD***, USD 553+228 = 41%)

Monthly household revenue ●| | (+0.15 SD*, USD 135+23 = 17%)

Psychological well−being index ●| | +0.27 SD***

Intimate partner violence index | | +0.11 SD

Food security index ●| | +0.12 SD*

Working hours per week per capita | | +0.03 SD

Education index | |−0.07 SD

−0.4 −0.2 0.0 0.2 0.4 0.6 0.8
Cash and PM+ Treatment Effect (in SD)



Pure Cash vs. Cash and PM+
Haushofer, Mudida, Shapiro 2020

Monthly per−capita non−durable consumption | |

Total value of assets household owns | |

Monthly household revenue | |

Psychological well−being index | |

Intimate partner violence index | |

Food security index | |

Working hours per week per capita | |

Education index | |

−0.4 −0.2 0.0 0.2 0.4 0.6 0.8

Monthly per−capita non−durable consumption | |

Total value of assets household owns | |

Monthly household revenue | |

Psychological well−being index | |

Intimate partner violence index | |

Food security index | |

Working hours per week per capita | |

Education index | |

−0.4 −0.2 0.0 0.2 0.4 0.6 0.8

●
●

Cash
Cash and PM+

Treatment Effect (in SD)



Does PM+ work for those with poor mental health?
Haushofer, Mudida, Shapiro 2020

PM+ treatment effect (in SD)

Psychological well−being index
| |

| |

I I

n.s.

GHQ−12
| |

| |

II

n.s.

Cohen Stress Scale (PSS)
| |
| |

I I

n.s.

Happiness (WVS)
| |

| |

I I

n.s.

Life satisfaction (WVS)
| |

| |

I I

n.s.

●

High baseline distress
Low baseline distress

−0.4 −0.2 0.0 0.2 0.4 0.6 0.8



Summary
Haushofer, Mudida, Shapiro 2020

I Again, robust causal evidence that cash transfers improve
psychological well-being

I No evidence that psychotherapy improves mental health for a general
population sample; and in this case, even for a depressed sample.
Brekaout rooms: Think about why this may have been the
case—psychotherapy works well elsewhere.



So, is there a mental health poverty trap?

I There’s robust causal evidence that poverty causes unhappiness and
depression

I There’s some, but inconsistent evidence that treating depression
improves economic outcomes

I Remember we said at the beginning that you need very strong
relationships between poverty and psychological outcomes for there to
be a trap

I Too early to say that the relationships we discussed constitute a trap
I My guess: probably not a trap in the technical sense; but still a

feedback loop. That’s still important for policy.



Tomorrow & next week

I Lecture 8: Fri 8/10 16:00–18:00, Auditorium 4, Södra huset hus B
I Lecture 9: Wed 13/10 10:00–12:00, Auditorium 8, Södra huset hus D


