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Short Abstract :

One of the most important goals of today’s societies is
to achieve a happy society. In this regard, government
expenditures and the amount of government interven-
tion in the economy can affect the level of happiness
of the society. Therefore, the main objective of this
paper is to examine the effect of government size on
happiness in selected developing and developed coun-
tries using the threshold panel model over the period
of 2005-2016. The results of the estimation models
showed that the government size has a nonlinear effect
on happiness in both the developing and developed
countries, but how governments influence happiness in
these two categories of countries was different. In both
the developing and developed countries, the size of the
government in the small states did not have a significant
impact on happiness, but in a large government, the size
of the government had a negative impact on happiness
in developing countries and it had a positive impact on
happiness in developed countries. The difference in the
effects of government size on happiness in both devel-
oping and developed countries shows that government
policies in developed countries are more effective in in-
creasing happiness in society compared to developing
countries.
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Extended Abstract

Introduction: One of the most important goals of today’s societies is to achieve a
happy society, a society where the happiness of its people will improve the qual-
ity of life and labor productivity, will boost economic growth and, ultimately, will
lead to sustainable development. In this regard, government expenditures and the
amount of government intervention in the economy can affect the level of happi-
ness of the society. The economics of happiness addresses issues, such as measur-
ing and analyzing prosperity, quality of life, life satisfaction, and the simultaneous
growth of indicators of life in a person, family or community with indicators of
psychology, health and sociology. The “happiness economics” is a relatively new
area in the economy, which in recent years has become a major contributor to
the policy equation of many countries. The relationship between happiness and
government activities could be an interesting subject for researchers and policy
makers. Government with its expenditures and its interventions in the economy
may affect happiness of people. Therefore, the main objective of this paper was to
examine the effect of government size on happiness in the selected developing and
developed countries. Due to the differences between government efficiency in the
countries, the results may be different in these two groups ofcountries.

Method: The methodology of this research is based on the econometrics meth-
odology. Based on the theories existing in the literature and the previous studies,
the econometric model was determined and then inferential statistics was used
to explore the research hypotheses. A threshold panel model was estimated by
modeling the factors affecting happiness, with emphasis on the effect of govern-
ment size, for the two selected groups of countries. The threshold panel model
is a model in which a predetermined predicted behavior starts to change after a
threshold value. In this paper, the size of the government was the threshold vari-
able, which divided the size of government into large and small size governments.
Then, the effect of the size of government in both large and small governments on
happiness was estimated and the threshold government size was estimated by the
model over the period of 2005-2016.
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Findings: The results of the estimation of the research models showed that the
government size has a nonlinear effect on happiness in both the developing and
developed countries, but how governments influence happiness in these two cat-
egories of countries was different. In both the developing and developed countries,
the size of the government in the small states did not have a significant impact
on happiness; however, in a large government, the size of the government had
a negative impact on happiness in the developing countries and it had a positive
impact on happiness in the developed countries. The difference in the effects of
government size on happiness in both developing and developed countries shows
that government policies in the developed countries are more effective in increas-
ing happiness in society compared to developing countries. The results of research
models also revealed the increasing impact of per capita income on happiness
and the decreasing effect of unemployment rate and inflation on happiness in the
selected developing and developed countries. The estimation results are shown in
the following two Tables:
Table (1) Estimation Results in Developing Countries

Variable Coefficient P-Value
Threshold Value of Government Size 11.5 0.001
Constant in small government size state 5.29 0.001
Constant in large government size state 5.29 0.001
Government Size in small government size state -0.02 0.37
Government Size in large government size state -0.02 0.001
Per Capita Income 0.00007 0.001
Unemployment -0.026 0.001
Inflation -0.007 0.001
R? 0.919

Source: Own Calculation

WY



- . f _ s o] “ f e e e o 11
‘LJL‘L,(M}, 4 W‘_};VL'-JJ L;L-ﬁ;_}w.) 2 L;_*L» e o/v'/.l.'/ﬁ_/.:k V'_//._‘/ azdllo

The Study of Nonlinear Effects of Government Size on Happiness in Developing...

Table (1) Estimation Results in Developed Countries

Variable Coefficient P-Value

Threshold Value of Government Size 15.4 0.001
Constant in small government size state 4.16 0.001
Constant in large government size state 4.16 0.001
Government Size in small government size state 0.059 0.17
Government Size in large government size state 0.04 0.001
Per Capita Income 0.000037 0.001
Unemployment -0.039 0.001
Inflation -0.035 0.001
R? 0.966

Discussion: The threshold government size refers to the size of the government
before which the size of the government does not have any effect on happiness,
which could be due to neutralizing the positive and negative effects of the govern-
ment size on happiness. But for the government with a bigger size that pass the
threshold, the negative effects on the bigger size of the government outweighs
the positive effects, leading to a decrease in happiness in the selected developing
countries. In other words, in the large governments, each unit increase in govern-
ment size has led to a 0.02-unit decrease in happiness in the developed countries.
The results of model estimation vary in the developed countries. The threshold
size of government for these countries is estimated at 15.4%. In countries with
smaller governments, the size of the government does not have any significant
effect on happiness in developed countries. However, after passing the aforemen-
tioned threshold and being categorized as a big size government, the increase in
state size led to higher levels of happiness in the developed countries, reflecting
the effectiveness of government policies in developed countries to boost social
happiness. These policies include the increase in welfare, the protection of social
rights, the development of community and insurance services, the enhancement
of the quality of healthcare for the community, and the promotion of social and
economic justice. In other words, the developed communities have developed to-
wards well-being and happiness of their societies. On the other hand, the pro-
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jected outcomes in developed countries indicate a lack of stability in large States
in the developed countries. In these countries, the expansion of government in
society has led to economic inefficiency and corruption, which in fact resulted
in lower levels of happiness in these societies. Therefore, the government size in
both developed and developing countries has had a threshold effect on happiness,
but these effects have been completely different in the two groups of countries.
Based on the results of the study, policy makers are advised to take into account
the threshold relationship between government size and happiness. In this way,
politicians would be able to direct the government expenses towards enhancing
happiness in the society.
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