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Head Investment Research

This is our last report of the year and we want to use it to focus on
what really matters in life instead of what has kept us busy yearround. So instead of analysing financial markets we discuss what
makes us happy.

Merry Christmas and a Happy New Year 2019!
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This communication contains written material that is generic in nature and not related to a specific financial instrument. It is not
personalised to reflect the circumstances of an individual client and therefore does not amount to a personal recommendati on to any
person. It does not contain any substantive analysis and does not and is not intended to recommend or suggest any investment
strategy or opinion as to the future value or price of financial instruments of any kind. This communication is also made openly
available at the same time to any investment firms wishing to receive it or to the general public on the Fidante Partners Europe Limited
("Fidante Partners") website www.fidante.com. Recipients of this communication based in the EEA who are subject to regulation under
MiFID should note that while they must make their own determination Fidante Partners Europe Limited ("Fidante Partners") is of the
view that this communication constitutes a “minor non-monetary benefit”. This communication will not be regularly updated.

It is the time to be merry
It is December and the final days of work in
the year 2018 are ahead of us (or for some,
already behind us) before we can relax, kick
back and enjoy Christmas with our families.
We hope all our readers had a happy and
successful year 2018.
But the end of the year is also a time to
reflect and, in this report, we want to do just
that. But don’t worry. We are not going to
bother you with an analysis of the market
and economic developments of the past
year.
No, we want to reflect on happiness and
what makes us happy. And as economists
tend to do, we are going to do this with data
and numbers. But we must warn you. The
following pages are not going to be
appropriate for children or the faint of heart
because we are going to talk about sex,
drugs and maybe even rock ’n’ roll – but
mostly sex and drugs.

Economists have used different approaches
to define “happiness” or “well-being”. One of
the most basic approaches is to look for
objective needs and how they are ranked
relative to each other. The most popular
approach to do this is Maslow’s pyramid of
needs which we have replicated in Fig. 1.
Maslow’s pyramid tries to rank individual
needs from the most basic and most
important at the bottom to the most
aspirational on the top.
Traditionally, physiological needs like
sufficient food and drink ranked as the
foundation of all other needs, but as we
show in Fig. 1 there might be more
fundamental needs – at least for today’s
society. Once physiological needs are
satisfied, safety needs like shelter need to be
satisfied. Only once these needs are covered
can we try to express ourselves, increase our
self-esteem and achieve self-actualisation,
where we feel “complete” as human beings.

So, let us dive into the field of “happiness
economics” (yes that really exists) and see
what it can teach us about “the good life”.
Fig 1:

Maslow’s Pyramid of Needs – 21st century edition

Source: Fidante Partners.
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The problem with this approach is that at
least in developed countries, it is too basic
because the vast majority of people have
proper shelter and can live a life largely free
of violence. Thus, we need to focus on the
impact of the environment and our behaviour
on the top three layers.

Money does not make you happy
The traditional approach of economists to
measure happiness is to define it as personal
utility. The idea is that the utility function of
a person describes the individual preferences
that can be satisfied by purchasing goods
and services with a fungible medium of
exchange, aka money.
For centuries, economists thought that if
only one would be able to define the utility
function properly, one would be able to
predict what makes people happy. And that,
on the other hand, would allow policymakers
to create laws that enhance overall
happiness in a society.
Unfortunately, in 1974 Richard Easterlin
subjected this approach to a massive ice
bucket challenge and the utility function
essentially died of a heart attack. Fig. 2
shows the key chart from Easterlin’s paper
that has become known as the “Easterlin
Paradox”. It shows that people in the US did
not get happier over time (happiness is
measured here as a self-assessment on a
scale of 0 – not happy at all – to 10 – super
happy), even though real wealth (measured
as real GDP per person) more than tripled
between 1946 and 2012. In fact, happiness
Fig 2:

and wealth seem to be completely
uncorrelated.
Many studies on the relationship between
happiness and wealth or income have been
carried out in the decades since and the
results are pretty clear. A rise in income does
have a slightly positive effect on personal
happiness, but it is so small that it is dwarfed
by all the other factors we are going to
discuss later in this report. More importantly,
any increase in happiness as income rises is
only temporary. People get used to a higher
income and a higher standard of living very
quickly, after which happiness declines to the
same level as before. This is why lottery
winners are not happier after they have won
the lottery (and why people who suffer from
a severe accident and become paralysed or
lose limbs are not unhappier afterwards).
The thought of winning the lottery might
make us happy for a moment, but the actual
experience gets “boring” pretty quickly.
However, there is one income effect that is
important to understand. Relative income
differences can have a significant negative
effect on our happiness. If we live in a
community where other people have more
money than we do, this makes us unhappy.
In a sense, showing off your wealth to other
people (e.g. with your flashy new car or your
expensive clothes) increases the chance of
creating unhappiness in the people you
meet. So don’t be a jerk and stop showing
off your wealth.

Happiness and national income in the US

Source: World Values Survey, Penn World Tables, Fidante Partners.
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The bad news first
But what does make us happy?
Unfortunately – or fortunately depending on
your point of view – happiness is driven to a
large extent by our genes. Fig. 3 shows a
study of Swedish twins reared in the same
households and in separate households.
Sweden has the oldest and most
comprehensive database of twins going back
more than 100 years that allows researchers
to track the whereabouts of every twin,
triplet, etc. born in the country. In some rare
cases, twins are adopted by different parents
and then reared in two different households.
These rare cases are lucky coincidences for
researchers, because they allow them to
disentangle the effect genes, the family
environment and individual experiences have
on personality and habits. Fig. 3 shows some
of the results from the original twin study
published in 1988. When it comes to
personality traits like happiness and wellbeing, the study found that about half of the
variation from one person to another is
genetically determined, about one third of
the variation is explained by individual life

Fig 3:

Variation in personality of Swedish people

Source: Tellegen et al. (1988), Fidante Partners.

experiences and about one sixth is
determined by the shared environment
during childhood.
Another piece of bad news from the research
into happiness is that happiness depends on
our age. Young people tend to be happier
than middle-aged people – presumably
because they are too naïve to understand
that life is an endless grind and, in the end,
you die. Older people are also happier than
middle-aged people because they can look
back at their life’s work and be content with
what they have achieved – or simply enjoy
the fact that they are retired and don’t have
to get up and commute to work anymore.
Overall, personal happiness follows a Ushaped curve for both men and women and I
have marked my position on the curve in Fig.
4 below. I am approaching the bottom of
lifetime happiness because I am old enough
to know that life’s a bitch but still too young
to not give a damn… At least I know it will all
get better, in ten years or so.
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Fig 4:

Happiness and age

Source: Stone et al. (2010), Fidante Partners.

And now for the good part
Arguably, it is hard to do something about
your gene pool or your age, but there are
things we all can do to increase our
happiness in life. And as you might have
guessed, it does not require making a lot of
money or winning the rat race. Instead, it
typically involves being with other people we
like. Fig. 5 shows a study by Daniel
Kahneman and colleagues (yes, the Nobel
prize winning Kahneman worked on
happiness studies as well) based on the
current gold standard of happiness research:
the Day Reconstruction Method (DRM). In it,
study participants are asked right at the end
of a day to report how happy they felt during
different episodes of the day. The results
show a clear trend that has been confirmed
by many other studies. First, commuting to
work tends to be one the most stressful

activities we engage in and one that does not
make us happy at all. Work itself can be a
happy activity, but for most people it tends
to be stressful and reduces happiness.
Similarly, doing work that is compulsory, like
taking care of household chores, does not
make us happy.
The activities that do increase happiness are
leisure activities and eating. But crucially,
not all leisure activities are created equal.
Passive leisure activities like watching TV,
listening to music (rock ’n’ roll perhaps?) are
less effective in reducing stress and creating
happiness than active leisure activities like
doing sports or going to a rock concert.
Watching TV is on average even associated
with a reduction in happiness. So go out of
the house and engage with your family and
friends and you will see how good that
makes you feel.
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Fig 5:

Reported happiness and stress during different daily activities

Source: Kahneman et al. (2006), Fidante Partners.

Let’s talk about sex
Now that we have touched on the rock ’n’ roll
part of sex, drugs and rock ’n’ roll, let’s talk
about the sex part. Sex is a “pleasant”
physical activity and thus it should not
surprise us that having sex has a
significantly positive effect on a person’s
happiness. And it seems that more is indeed
more in this case. A study from 2004 showed
that having sex about once a month seems
to be the “neutral” state of affairs that does
not impact happiness either positively or
negatively. People who had sex only once or
twice per year, on the other hand were
somewhat less happy than the “monthlies”.
Having sex two to three times a month
makes people a little bit happier (about the
same as having sex once a year makes
people unhappier) while having sex once a
week increases happiness quite significantly.
If one goes beyond the weekly mark and
interviews people who had sex two, three or
more times a week, happiness starts to
plateau off – presumably because it starts to
become really exhausting, but that is just my
guess. While there are generally no
differences between men and women when it
comes to what activities make us happy,
there are differences when it comes to
having sex. For men, more is always better,
while for women, it is quality above quantity.

“In 1969 I gave up women and
alcohol – it was the worst 20
minutes of my life”
George Best was certainly right about the
women when he uttered these immortal
words, but he was not correct about the
booze. Consuming drugs tends to make
people unhappy, and the harder the drug,
the worse it gets. People who are consuming
moderate amounts of alcohol report feeling
slightly happier than people who are sober –
and let’s face it, in today’s world we all can
use some beer goggles from time to time.
But getting drunk or even being an alcoholic
is associated with a strong decline in
happiness, an increase in depression and
many other adverse effects.
Smoking too, is universally reported to
reduce happiness in life. A study of more
than one million British women showed that
women who smoked were about 25% less
happy than women who never smoked. The
good news is that once women gave up
smoking their happiness in life increased to
almost the same levels as women who did
not smoke.
But the real kicker when it comes to the
association between happiness and drug use
has to be the study of Ruut Veenhoven
amongst c. 2,000 Danes. Veenhoven asked
the participants to confess to prior drug use
in their life and rate their current happiness.
The results are shown in Fig. 6 below. First,
prior drug use was correlated with a
significantly lower happiness in life, but the
differences depended strongly on the kind of
drug consumed. People who smoked
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marihuana in the past were about as happy
as people who never consumed drugs (or at
least pretended to never have used drugs).
Moving to harder drugs like LSD, cocaine,
heroine or tranquilisers showed an everincreasing decline in happiness. The common
feature amongst all these drugs is their
Fig 6:

potential to create severe addictions and
physiological changes in the brain that lead
to behavioural changes and can cause
mental illness. All of these developments
clearly reduce happiness in life, so kids,
please stay away from the drugs.

Happiness and drug use

Source: Veenhoven (2003), Fidante Partners.

The holy grail of happiness
Happiness economics not only shattered the
belief in money and drugs as a pathway to
happiness, it also showed us, what makes
people happy: Being with people we love and
like. I have mentioned above the study of
more than one million British women. This
study also looked at other determinants of
happiness, some of which are shown in Fig.
7. The left half of the chart shows the
happiness of women who live alone (with or
without children) compared to women who
live with a domestic partner. And before you
start saying “but…”, let me tell you that the
results for men are identical.
Living with a domestic partner is highly
positive for your happiness. In fact, having a
partner you love by your side has about the
biggest positive impact on your happiness of
all the variables ever investigated. The sense
of belonging, safety and personal intimacy a
partner can give you is about the best drug
that life has to offer.

But Fig. 7 also shows an inconvenient truth
for many people. Children … do not make us
happier. As we can see on the left-hand side
of Fig. 7, women with children tend to be no
happier than women without children. The
only difference in happiness stems form
being with a partner. Modern studies in
experienced happiness have also shown that
people tend to be very stressed out by
children. When asked right after an
interaction with their own children mothers
tend to report significantly lower levels of
happiness and higher levels of stress than
after a neutral activity. However, if the same
people are asked about the same interaction
with their children a while later, they tend to
claim that they were much happier than
average during that interaction. The lesson
to be learned: Don’t believe parents who
claim to be happy, they are full of crap.
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Fig 7:

Happiness are other people

Source: Liu et al. (2015), Fidante Partners.

That social interactions with people we like is
conducive to increased happiness can also be
seen from the results presented on the righthand side of Fig. 7. Being engaged in any
kind of group activity leads to higher
happiness. However, some group activities
are better than others. Most prominently,
religious people tend to be far happier on
average than non-religious people and the
more often they go to church or participate
in their religious community, the higher their
reported happiness. It is this sense of
belonging to a specific group of like-minded
people that gives us a sense of fulfilment.
Religion has been shown to be the most
powerful influence on creating this sense of
belonging and purpose, but other secular
activities like volunteering work to help the
poor etc. can have similarly powerful effects.
And this should be a lesson for all of us to
ponder over Christmas and into the New
Year. We should think about what gives us
meaning in life and what (and who) we really
care about. Surround yourself with these
people and remove the people that make you
angry, sad or frightened from your life as
much as possible. Engage as much as
possible in activities that are meaningful to
you. Most of us are not independently
wealthy, so we have to go to work to earn a
living, but try to make sure you are not stuck

in a job that gives you grief or makes you
endure nasty co-workers more than
necessary.
If you have something in life that you are
passionate about, try to spend as much time
as possible doing that. You might volunteer
for an organisation or even turn it into a
profession. I am lucky enough to do for a
living what I am passionate about –
investment research. This is why I find the
time to write strange reports on happiness
economics that have absolutely nothing to do
with my job description and, if anything,
reduce the happiness of my boss who
realises that I wrote this report during my
work hours. But I am also passionate about
animals, and while I have not turned that
into a living, yet, I can volunteer for animal
rescue organisations and support them with
more than just my money.
And, I am lucky enough to be happily
married and can spend my Christmas
vacation with the person I love the most in
the world. But we all should realise that not
everyone is this lucky. So, if you have family
member who are alone at home over
Christmas or who are unhappy in their lives
for whatever reason, make an effort and
reach out to them. It will increase their
happiness and yours.

Merry Christmas everyone from the entire Fidante team!
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following policies: Conflicts of Interest, Chinese Walls Policy.

("Fidante Partners") which is authorised and regulated by the
Financial Conduct Authority ("FCA"). Fidante Partners Europe
Limited trades as "Fidante Partners" and "Fidante Capital".
Fidante Partners Europe Limited is a wholly owned subsidiary
of Challenger Limited, a company listed on the Australian
Securities Exchange Limited.

Fidante Partners acts as a market maker, corporate broker
and, from time to time, bookrunner to companies in the
closed-end listed investment company sector. A list of all
companies in relation to which Fidante Partners acts as market
maker and/or corporate broker and/or bookrunner (and the
relevant dates of any closing of any such capital raise) can be

This marketing communication is for persons who are Eligible

viewed here: Market Making Stocks (of which Fidante Partners

Counterparties or Professional Clients (for the purposes of the

acts as market maker and accordingly Fidante Partners may

FCA rules) only and it is not available to Retail Clients. It is

own net long or short positions exceeding 0.5% of the total

being distributed (a) in the United Kingdom to, and is directed

issued share capital), Corporate Appointments. The Market

only at, persons who are (i) investment professionals as

Making Stocks will indicate any other equity interests held by

defined in Article 19 of the Financial Services and Markets Act

Fidante Partners or a member of the Challenger Group.

2000 (Financial Promotion) Order 2005 (the "Promotion
Order") or (ii) are persons to whom this marketing
communication may otherwise lawfully be issued or passed on
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persons to whom this marketing communication may be
lawfully issued or issued without compliance with any filing,
registration, approval or other requirement in the relevant
jurisdiction, and in each such case without the inclusion of any
further warnings or statements as required by the Promotion
Order, or other applicable law or regulation, which are not
included in this marketing communication (all such persons
together being referred to as "relevant persons"). Neither this
marketing communication nor any of its contents may be
received by, acted on or relied on by persons who are not
relevant persons.

Fidante Partners or a member of the Challenger Limited group
may have an economic interest (for example, minority equity
interest or fee entitlement) in investment managers of the
funds of which it provides services (such as corporate finance,
listing sponsorship, market maker, corporate broker,
bookrunner and administrative and support services). The
Corporate Appointments also indicates whether Fidante
Partners or any member of the Challenger Limited group holds
more than 5% of the total issued share capital of the issuer.
Fidante Partners is remunerated by fees for services provided
and may be entitled to a share of profits from these
investment managers and third parties. There is no direct link
between the remuneration of individuals at Fidante Partners
and the recommendations or transactions tied to services
provided by Fidante Partners. Fidante Partners does not

No part of this marketing communication may be published,

produce buy, sell or hold recommendations with respect to

distributed, extracted, re-utilised or reproduced and any

specific securities. Unless otherwise stated, this

attempt to do so may be restricted or prohibited by law.

communication will not be regularly updated.

Recipients are required to inform themselves of, and comply
with, all such restrictions or prohibitions and none of Fidante

Please click here for the Fidante Partners research policy.

Partners or any other person accepts liability to any person in

This marketing communication does not constitute a personal

relation thereto.

recommendation or take into account the particular

Fidante Partners does not produce independent investment
research within the meaning of the FCA Handbook of Rules
and Guidance.

Accordingly, this marketing communication is

non-independent research within the meaning of those rules,
which means it is a marketing communication under the
Markets in Financial Instruments Directive (“MiFID”) and it has
not been prepared in accordance with legal requirements
designed to promote the independence of investment
research, and it is not subject to any prohibition on dealing
ahead of the dissemination of investment research. However,
Fidante Partners has policies, internal organisational and
administration arrangements and information barriers to
prevent or manage the conflicts which may arise in the
production of non-independent research, including preventing
dealing ahead. This includes physical and electronic

investment objectives, financial situation or particular needs of
any specific recipient. It is not intended to provide the sole
basis for any evaluation of an investment decision. Your
attention is drawn to the date of issue of this marketing
communication and of the opinions expressed herein. Before
acting on any advice or recommendations in this marketing
communication, recipients should consider whether it is
suitable for their particular circumstances and, if necessary
seek professional advice, including tax advice. Recipients of
this marketing communication should note that: All
investments are subject to risk; the value of shares may go
down as well as up; you may not get back the full amount that
you have invested; past performance is not a guarantee of,
and cannot be relied on as a guide to, future performance;
fluctuations in exchange rates could have adverse effects on
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This marketing communication contains certain forwardlooking statements, beliefs or opinions. These statements
concern future circumstances and results and other
statements that are not historical facts, sometimes identified
by the words "believes", "expects", "predicts", "intends",
"projects", "plans", "estimates", "aims", "foresees",
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