www.prosperity.com

LEGATUM
INSTITUTE

Defining Prosperity

|
A
o~ TR\

7 \ \ X \5; xem éf’m\‘



http://www.prosperity.com

©2023 The Legatum Institute Foundation. All rights reserved. The word ‘Legatum’ and the Legatum charioteer logo
are the subjects of trademark registrations of Legatum, Limited. Whilst every care has been taken in the preparation
of this essay, no responsibility can be taken for any error or omission contained herein.

The Legatum Institute is the working name of the Legatum Institute Foundation, a registered charity (number 1140719),
and a company limited by guarantee and incorporated in England and Wales (company number 7430903).

TR
LEGATUM"
INSTITUTE

A\



Contents

INEFOAUCEION ...ttt cres s e essesssebessssasesssensesssenne 2

Structure of Prosperity ..., 4

INCLUSIVE SOCIETIES ...ttt ssseresssessesssessesssessesssessens 6
Safety AN SECUMILY .ottt 7
PersONAl FIEEAOM ...ttt 9
GOVEIMANCE ...ttt ettt et ens et s easeses et eseneeseanneenens 10
SOCIAL CAPILAL......uveeeiecii e 12

OPEN ECONOIMIES .....cueuiiiircniiiininiitsisesitssiesestsassesestsassesessssssssssssssssssessasons 13
INvestmMent ENVIFONMENT ........c.ooieeeeeeeeeeeeeee e 14
ENterprise CONAILIONS ......ccuvviiriiecieiicerece ettt 15
Infrastructure and Market ACCESS.........oviiereeeeeeeeeeeeeeeeeeeeeeeee s 16
ECONOMIC QUALILY ... 18

Empowered People...........cineiiiininiiiiininiciinecenseesasesesessaenes 19
LIVING CONAITIONS ..o 20
HEALEN ...ttt ettt eseenn s 21
EAUCELION ..ttt nnas 22

Natural ENVIFONMENT ...ttt 24

DEFINING PROSPERITY



LEGATUM INSTITUTE

Introduction

Our mission at the Legatum Institute is to build an international movement of people committed to
the transformation of society and the creation of pathways from poverty to prosperity. Prosperity is
far more than wealth; it is when all people have the opportunity and freedom to thrive. Prosperity
is underpinned by an inclusive society, with a strong social contract that protects the fundamental
liberties and security of every individual. It is driven by an open economy that harnesses ideas and
talent to create sustainable pathways out of poverty. And it is built by empowered people, who
contribute and play their part in creating a society that promotes wellbeing. Through our extensive
research and experience, it has become ever more apparent that the multidimensional nature of true
prosperity must be clearly articulated. True prosperity entails much more than wealth: it reaches
beyond the financial into the political, the judicial, and the wellbeing and character of a nation — it is
about creating an environment where a person is able to reach their full potential.

This report defines what we mean by prosperity, using knowledge we at the Institute have built up
over many years of measuring and studying prosperity and engaging with over 100 experts from
around the world. It unpacks what we mean by inclusive societies, open economies and empowered
people.

The following section outlines the definition of prosperity, describing its core components and structures.
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Definition of Prosperity

True prosperity is when all people have the opportunity to thrive by fulfilling their unique potential
and playing their part in strengthening their communities and nations.

Prosperity is underpinned by an inclusive society, with a strong social contract that protects the
fundamental liberties and security of every individual.

In a prosperous society:

People live in peace, free from the threat of violence, oppression, and crime.

Everyone’s inherent dignity is respected, and freedom of speech, worship, and assembly are
protected.

Governing institutions act with integrity, are accountable to citizens, and are subject to the
rule of law.

Stable families and supportive communities instil the values that shape the culture and build
the bonds of trust needed for society to flourish.

Prosperity is driven by an open economy that harnesses ideas and talent to create sustainable
pathways out of poverty.

In a prosperous society:

Property rights are protected, so investment can flow.
Business regulation enables entrepreneurship, competition, and innovation.
Open markets and high-quality infrastructure facilitate trade and commerce.

Fiscal and monetary policy are used responsibly to foster employment, productivity, and
sustained economic growth.

Prosperity is built by empowered people, who create a society that promotes wellbeing.

In a prosperous society:

Everybody is able to build a life free from poverty.
People take care of their physical and mental health and have access to effective healthcare.

Learning is valued and everyone receives a high-quality education, so they can reach their
potential.

The natural environment is stewarded wisely, as a legacy for present and future generations.

Ultimately, prosperity is not just about what we have; it is also about who we become.
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Structure of Prosperity

The domains of prosperity

The conceptual framework captures prosperity through three domains, which are the essential foun-
dations of prosperity — Inclusive Societies, Open Economies, and Empowered People.

The Inclusive Societies domain captures the relationship structures that exist within a society, be-
tween and among individuals and broader institutions, and the degree they either enable or obstruct
societal cohesion and collective development. These social and legal institutions are essential in pro-
tecting the fundamental freedoms of individuals, and their ability to flourish. This domain consists of
the Safety and Security, Personal Freedom, Governance, and Social Capital pillars.

The Open Economies domain captures the extent to which an economy is open to competition, en-
courages innovation and investment, promotes business and trade, and facilitates inclusive growth.
For a society to be truly prosperous, it requires an economy that embodies these ideals. This domain
consists of the Investment Environment, Enterprise Conditions, Infrastructure and Market Access,
and Economic Quality pillars.

The Empowered People domain captures the quality of people’s lived experience and the associated
aspects that enable individuals to reach their full potential through autonomy and self-determi-
nation. This domain consists of the Living Conditions, Health, Education and Natural Environment
pillars.

It is important to note that the pillars within each domain do not only associate with other pillars in
the domain, but interrelate with pillars across the other domains, and each pillar should therefore
be understood in their wider context. For example, the Living Conditions pillar looks at the set of
basic material conditions present in everyday life that provide the platform for members of society
to attain prosperity and wellbeing. Other necessities for wellbeing, such as health, education, and
freedom from coercion, are captured in other pillars.

For each of the 12 pillars within the three domains, we identified the core distinct concepts that best
define them, and are integral to each of them, comprising a structure which:

+ Covers all aspects relevant to the pillar;

* Has conceptual clarity and academic backing;

 Uses a language that speaks to policymakers.

The result is a set of 67 distinct policy-focused elements, organised under the 12 pillars. Each element
has been designed to reflect a discrete policy area that policymakers and others can influence.

An infographic that sets out the structure of Prosperity, and the linking of the 3 domains, 12 pillars,
and 67 elements is illustrated on the next page. The pages that follow give clarity and greater detail
to the definition of each of the domains, pillars, and elements underpinning this structure.
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The domains, pillars, and elements of prosperity
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Inclusive Societies

Inclusive Societies are an essential requirement for prosperity, where social and legal institutions
protect the fundamental freedoms of individuals, and their ability to flourish. This domain explores
the relationship structures that exist within a society, and the degree they either enable or obstruct
societal cohesion and collective development.

Areas within this domain range from the relationship of citizen and state, to the degree to which vio-
lence permeates societal norms, to the interaction of freedoms of different groups and individuals, to
the way in which individuals act with one another, their community, institutions, and nation. These
issues have been both a practical consideration for the majority of modern human experience, as
well as a subject of academic study.” 23

We examine the fundamental aspects of inclusive societies across four pillars, each with component
elements.

Safety and Security captures the degree to which individuals and communities are free from war
and civil conflict, terrorism, politically related terror and violence, violent crime, and property crime.

Personal Freedom reflects basic legal rights (agency), individual liberties (freedom of assembly and
association, freedom of speech and access to information), the absence of legal discrimination and
the degree of social tolerance experienced in a society.

Governance encompasses the extent to which there are checks and restraints on power, and wheth-
er governments operate effectively and without corruption.

Social Capital captures the personal and family relationships, social networks and the cohesion a
society experiences when there is high institutional trust, and people respect and engage with one
another (civic and social participation).

The following pages provide a more detailed definition for each of these pillars, and an overview of
their relationship to prosperity.
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Safety and Security

The presence or absence of violent and other criminal activities determines how safe and secure the
population is. The lives of individuals and the security of their property are at risk in a society where
these activities are present, both through their current prevalence and long-lasting effects. In short,
a nation, community, or society can prosper only in an environment that provides safety and security
to its citizens.

War and civil conflicts are great destabilisers of even the most basic levels of safety and security.
When they subside, peace can be relatively short-lived, with previously conflict-stricken areas often
relapsing into conflict within relatively short timeframes. In 2016, of the 259 conflicts identified by
the Uppsala Conflict Data Programme, 159 recurred.* The effect that crime has on both econom-
ic growth and subjective wellbeing is widely explored in the literature. Crime impedes economic
growth via the discouragement of investment and capital accumulation, through an undermining of
property rights.®

Economies have two potentially stable equilibria, as described by Mehlum et al.; “a) One where crime
rates are high and capital stock, labor demand, and income is low. b) One where crime rates are low and
capital stock, labor demand, and income is high.”® Endemic crime can result in an economy finding a
so called ‘poverty trap’, where crime becomes the most effective means of individual gain, but acts
as a break on real opportunity for development. Mehlum concludes by establishing the existence of
the "vicious circle of increasing crime and stagnation”.”

In addition to the economic impacts, crime affects the wellbeing of individuals and communities in
several ways. The impact of the trauma of crime on the direct victims and their loved ones can be
profound and devastating, and Graham (2011) concluded that being a victim of crime always has a
negative effect on happiness.® Scholars such as Cohen argue that crime has relatively little effect on
the sum wellbeing of a community due to ‘adaptation to adversity’, where individuals effectively
‘get used to’ higher levels of crime, and the 'risk-fear paradox’ as coined by Farral, Gray, and Jackson
shows that the direct relationship between crime and individual wellbeing is not straightforward;
those who are more at risk of crime, and likely to exhibit and experience less fear.

In addition, the detriment to the wellbeing of people may be found through the indirect effects of
crime. Crime may have even more acute effects on individual neighbourhoods, and the individuals
who reside in or around them. High levels of crime, lawlessness, or gang activity can create ‘no-go’
areas through which residents and locals don’t move that can discourage individual opportunity via
the prevention of travel for work or other purposes, and have distinct effects on individual wellbeing,
undermining the governance of a nation.’

For a society or community to be truly safe and secure, there must be an absence of both domestic
and national security risks. The effects of war, civil conflict, and terrorism can be pervasive. The dam-
age done by such events reaches far beyond the event itself; communities must rebuild themselves,
cope with grief, and address psychological traumas arising from the atmosphere created. For this
reason, the Terrorism element, and the War and Civil Conflict element capture the extent to which
such events have destabilised societies over the past five years.



LEGATUM INSTITUTE

Elements of Safety and Security

1.

War and Civil Conflict — the impact of organised conflicts affecting a country, both internal and
external, on people, in terms of deaths, injuries, intensity of conflict, and human displacement.

. Terrorism — the deliberate and targeted harm inflicted by non-state actors on a nation’s popu-

lation, taking into account the number of incidents, injuries, and deaths that result. The costs of
attacks on business are also taken into consideration.

. Politically Related Terror and Violence — the extent to which people live in fear of, or suffer

from, terror and violence inflicted by the state or other political bodies. Extrajudicial killings, un-
lawful disappearances, torture, and political imprisonment are all ways in which terror and vio-
lence are applied for political means.

. Violent Crime — the level to which violent domestic crime affects the citizens of a country.

5. Property Crime — the level to which property crime, such as burglary, organised crime, or the

impact of crime on business, destabilises the security of individuals and affects both the wealth
and wellbeing of individuals.
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Personal Freedom

Personal Freedom encompasses the extent of basic legal rights, individual liberties, and social toler-
ance in a nation. Our definition of freedom takes root in the school of thought that has permeated
modern liberal thinking for the past few centuries, grounded in John Locke’s assertion that freedom
implies an individual not “be subject to the arbitrary will of another, but freely follow his own.”® Isaiah
Berlin articulated the concept of freedom that underpins the personal freedom as ‘negative liberty’
(the concept of non-interference by others), whereas ‘positive liberty’, which is the removal of imped-
iments to one’s fulfilment or potential, is not something we consider.”

When freedom is restricted, it becomes more difficult for people to live their lives in the ways that
they choose. Freedom is important because it underpins personal flourishing, enabling people to
pursue their ambitions and follow their own paths in life. With freedom also comes responsibility for
actions. When individuals are responsible for their own actions, and free to test new ideas and ways
of acting, they can learn from mistakes and all can benefit from the innovations. Societies that foster
strong civil rights and freedoms have been shown to enjoy increased levels of both happiness and
life satisfaction among their residents, with the satisfaction effect being more pronounced in more
developed countries.”>" The concepts covered within the pillar are considered protected by the
majority of countries signatures on international human rights treaties.

A society benefits from higher levels of income when its residents’ personal liberties are protected
and when it is welcoming of the social diversity that stimulates innovation. There are four pathways
through which human freedom can spur economic growth: reduced economic inequality, human de-
velopment, effective institutions and governance, and the absence of conflict and political instability.”

The relationship between free societies and economic progress is questioned more often today, due
to the successful development of authoritarian nations such as China or Singapore. There seem to be
many paths to development through an economic lens, but Sen argues that human rights are not the
primary end of development, but among the principle means; he argues they constitute a necessary
condition for income and growth.™ Civil and political freedoms such as freedom of speech and elec-
tions help promote economic security. Uncertainty associated with lack of respect for human rights
makes the return on investment more insecure and volatile. This suggests that disregarding human
rights may lead to lower investment rates, lower productivity, and lower growth.

The definition of personal freedom can be separated into those elements that capture freedom for
the population as a whole to act in all its forms (including freedom of movement, assembly and as-
sociation, and speech), and elements that impact specific subsets of the population.

Elements of Personal Freedom

1. Agency — the degree to which individuals are free from coercion or restriction and are free to
move. At its heart, an individual experiences agency if they have the freedom to act independently
and make their own free choices. Forced bondage and slavery, unlawful imprisonment, restrictions
on movement, and numerous other factors can act as impediments on agency.

2. Freedom of Assembly and Association — the degree to which people have the freedom to as-
semble with others in public spaces to express opinions freely, with autonomy from the state, and
to form collective interest organisations.

3. Freedom of Speech and Access to Information — the ability of people to express political opin-
ion without reproach and the extent to which the media is censored and is independent from and
not influenced by the ruling government. The diversity of media views and access to media are
also crucial factors underpinning the freedom of speech and access to information.

4. Absence of Legal Discrimination — the level of discrimination in law or by government and
whether the law protects individuals and groups from suffering discrimination. This dimension cap-
tures multiple factors, including gender, sexuality, religion, ethnicity, and economic background,
as well as the degree to which courts and civil justice hold overt or covert bias and discrimination.
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Governance

A stable and trustworthy state is one of the central components of economic exchange. The more
culturally embedded the rule of law and good governance becomes, the more effective they are in
promoting and supporting a healthy economic environment. Governance is at its most robust when
it has been established over time through natural evolution and is essentially a codification of cultur-
al expectations and behaviours."

The importance of strong governmental institutions to long-run economic growth cannot be over-
stated; it has been shown that institutional capacity is more important to long-term success than
discrete policy choices.” Even when controlling for extraneous factors such as culture, there is evi-
dence that economic institutions are one of the main determinants in differences in economic pros-
perity, and that these effects can last for centuries.” Replications of these findings have shown that
institutions are more important to long-run growth than either trading or geographic factors.?°

Economic progress is not possible without the firm foundation of the rule of law. The absence of the
rule of law will result in depressed domestic and foreign investment, and cronyism in the business
environment, leading people to rely primarily on personal networks and patronage rather than the
strength of their own ideas. The rule of law has also been linked to important improvements in per-
sonal freedoms.?’ Improvements in governance have a dramatic effect on raising overall economic
prosperity. A recent study has shown that a shift to democracy leads to a 20% increase in GDP
per capita in the long run.?? However, once an effective base of trustworthy governance has been
achieved, the effects of further improvements to governance are subject to diminishing returns.

The minimisation of corruption is also critical to the functioning of a society. High levels of corruption
are associated with higher levels of poverty and income inequality.”® Corruption will corrode trust,
which is critical to ensuring an environment where frictionless (or near-frictionless) transactions can
take place. A culture of trust invariably takes time to become established. These attributes are more
valuable if good behaviours, such as trust, respect, and diligence are embedded in a culture rather
than imposed from some outside force as part of a treaty or international agreement.

Governance can be conceptually split between the structural and operational aspects of how politi-
cal and administrative power is checked, and how it is applied. The structural aspects capture how a
government and political administration adhere to the law, the extent to which there is effective sep-
aration of powers, accountability to the public, and the rule of law. The operational aspects capture
the integrity and effectiveness of a government, as well as the quality of its regulations, examining
how power is applied.
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Elements of Governance

1.

Executive Constraints — the level of checks and balances, and separation of powers — especially
with respect to the executive. For effective executive constraints to be in place, a government
must not only have checks and balances and separation of powers, but be free from military in-
volvement, and effective sanctions must be in place for misconduct within office.

. Political Accountability — the degree to which the public can hold public institutions accounta-

ble, capturing the degree of political pluralism, and other mechanisms of accountability.

. Rule of Law — the fairness, independence, and effectiveness of the judiciary (in applying both civil

and criminal law), along with the degree to which every citizen is subject to the law.

. Government Integrity — the integrity of a government, encompassing both the absence of

corruption, and the degree to which government fosters citizen participation and engagement
through open information and transparent practices.

. Government Effectiveness — a combination of the quality of public service provision, the quality

of the bureaucracy, and the competence of officials.

. Regulatory Quality — all aspects of the running of the regulatory state — whether it is burden-

some and impedes private sector development, and whether it is smoothly and efficiently run.

Institutional Trust — the degree to which individuals trust their institutions. Trust in insti-
tutions is an important foundation upon which the legitimacy and stability of political sys-
tems are built, with the trust of numerous institutions essential for true institutional trust.

1
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Social Capital

Social Capital represents the networks and the cohesion a society experiences when people trust
and respect one another. Loosely, social capital refers to the factors of effectively functioning social
groups, encompassing interpersonal relationships, a shared sense of identity, norms, values, trust,
co-operation, and reciprocity, but there is no clear consensus on its exact definition. It can be con-
sidered as social organisation facilitating the achievement of goals that could not be achieved in its
absence, or could be achieved only at a higher cost; in other words, it is the existence of a certain
set of informal rules or norms shared among members of a group that permits cooperation among
them.#*# Alternatively, it has also been described as the connections among individuals — social
networks — and the norms of reciprocity and trustworthiness that arise from them.?®

A person’s wellbeing is best provided for in a society where people trust one another and have the
support of their friends and family, and societies with lower levels of trust tend to experience lower
levels of economic growth. Thus, the word ‘capital’ in ‘social capital’ highlights the contribution of
social networks as an asset that produces economic returns and improves wellbeing. For example, it
has been argued that Northern Italy developed faster than Southern Italy, because the former was
better endowed with social capital — measured by membership in groups and clubs.?’

The link between social capital and wellbeing in forms from health and education to political par-
ticipation and good governance has been widely explored.?##° The process by which it operates has
been described as follows: (1) social capital generates positive externalities for members of a group;
(2) these externalities are achieved through shared trust, norms, and values, and their consequent
effects on expectations and behaviour; (3) shared trust, norms, and values arise from informal forms
of organisations based on social networks and associations.*

In general, higher trust environments correlate with higher life satisfaction, subjective wellbeing, and
health, and that the frequency of interaction with friends and neighbours has a strong correlation
with higher assessments of subjective wellbeing and health.*

The networks of social capital can operate on a range of different dimensions — with different ef-
fects. Hence, we capture a range of elements of social capital, ranging from relationships with family
and close personal friends, to social networks, and generalised trust. We also consider social toler-
ance, and civic and social participation.

Elements of Social Capital

1. Personal and Family Relationships — the strength of the closest-knit personal relationships and
family ties. These relationships form the core structure that individuals can turn to for support
emotionally, mentally, and financially on a daily basis.

2. Social Networks — the strength of, and opportunities provided by, ties that an individual has with
people in their wider network. These ties are a vital part of social support, and these networks can
bolster bridging capital when social and community networks straddle different strata within soci-
ety. Local social networks depend on building and maintaining relationships with other individuals
and families, including neighbours.

3. Interpersonal Trust — the amount of trust within a society, encompassing the degree to which
people trust strangers and those outside their known social sphere.

4. Social Tolerance — the extent to which societies are tolerant of differences within the population,
and the level of tension arising over these differences. Societal discrimination and intolerance can
engender serious issues within a society, and impact social cohesion.

5. Civic and Social Participation — the amount to which people participate within a society, broad-
ly split into the civic and social spheres.
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Open Economies

Open Economies encourage innovation and investment, promote business and trade, and facilitate
inclusive growth. This domain captures the extent to which the economies of each country embody
these ideals.

Without an open, competitive economy, it is very challenging to create lasting social and economic
wellbeing where individuals, communities, businesses, and nations are empowered to reach their full
potential. Trade between countries, regions, and communities is fundamental to the advance of the
innovation, knowledge transfer, and productivity that creates economic growth and prosperity. Re-
search shows that open economies are more productive, with a clear correlation between increased
openness over time and productivity growth.*? In contrast, in an uncompetitive market, or one that
is not designed to maximise welfare, growth stagnates and crony capitalism thrives, with knock-on
impacts elsewhere in society.

One of the biggest opportunities for policymakers is to resist protectionism and cronyism, and to
actively reinvigorate an agenda that embraces open and pro-competitive economies, both domesti-
cally and internationally, that attracts innovation, ideas, capital and talent. While most policymakers
focus on the big fiscal and macroeconomic policy tools at their disposal, the microeconomic factors
are sometimes overlooked, and their potential to drive openness and growth is underestimated. With
a focus on these microeconomic factors, we examine the fundamental aspects of open economies
across four pillars, each with component elements.

Investment Environment reflects the extent to which investments are protected adequately through
the existence of property rights, investor protections, and contract enforcement. Also captured is the
extent to which domestic and international capital (both debt and equity) is available for investment.

Enterprise Conditions encompasses how easy it is for businesses to start, compete, and expand.
Contestable markets with low barriers to entry are important for businesses to innovate and develop
new ideas. This is essential for a dynamic and enterprising economy, where regulation enables busi-
ness and responds to the changing needs of society.

Infrastructure and Market Access captures the quality of the infrastructure that enables trade
(communications, transport, and resources), and the inhibitors on the flow of goods and services
between businesses.

Economic Quality considers how robust an economy is (fiscal sustainability, macroeconomic stabil-
ity) as well as how an economy is equipped to generate wealth (productivity and competitiveness,
dynamism). It also captures the degree of labour force engagement and the diversity of goods and
services.

The following pages provide a more detailed definition for each of these pillars, and an overview of
their relationship to prosperity.

13
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Investment Environment

Investment is critical for both developing and sustaining an economy. A strong investment environ-
ment will not only ensure that good commercial propositions are investable, but also that adequate
capital of the right type is available for such investable propositions.*?

A business proposition is made investable when the assets of the business are protected through
property rights, the interests of the investors are protected, particularly in the context of insolvency,
and commercial arrangements of the business can be upheld through courts of law. These protec-
tions are substitutions for trust, without which additional costs will be baked into the cost of doing
business (for example, higher interest rates and provisions for the expropriation of capital).

For capital to be available for investable propositions, there needs to be a pool of savings and a range
of intermediaries such as banks, stock exchanges, private equity, and venture capital. In addition,
tapping into global markets for international investment is a helpful booster for the access of capital,
and in addition, tends to bring with it management expertise and fresh ideas. Financial depth and
complexity is robustly and positively correlated with economic growth.34%

A well-functioning financial system is highly effective at mobilising savings and investments that
support entrepreneurs and innovations that are vetted by their potential to improve productivity.*®

The structural aspects of an investment environment reveal two overriding concerns. The first is
whether or not an investment is effectively protected. If investors do not have secure property rights,
investment is unlikely to be undertaken.®” Thus, the importance of an effective system of investment
protection and property rights.2#3° Second, it is necessary to have a supporting infrastructure for that
investment consisting of an effective financing ecosystem, contract administration, and an encour-
aging environment for international investment.*°

The growth in the sophistication of financial markets over the last four decades has been consider-
able, and the appreciation of the role of capital in economic growth and prosperity has been grow-
ing.“*243 As evidenced from studies in the United States, financial depth and sophistication have
become more important than ever for the availability of venture capital, which provides critical ear-
ly-stage funding to new companies.**4

Elements of Investment Environment

1. Property Rights — how well property rights over land, assets and intellectual property are pro-
tected. In addition to the protection of these rights, there must be lawful, efficient, and effective
systems in place to register and regulate property.

2. Investor Protection — the degree of investor protection, including the quality of corporate gov-
ernance, minority shareholder rights, and strength of insolvency regimes.

3. Contract Enforcement — the efficacy and efficiency of a country’s system to enforce the rights
of a contract holder. In addition, alternative dispute resolution mechanisms must be accessible
and efficient.

4. Financing Ecosystem — the availability of money for investment from sources such as banking
and bank debt, to corporate debt and more sophisticated financial markets.

5. Restrictions on International Investment — the impact of policies that enhance or deter the
volume and quality or type of international investment into a country.
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Enterprise Conditions

A healthy economy is a dynamic and competitive one, where regulation supports business, allowing
and encouraging it to respond to the changing priorities of society. In contrast, an economy focussed
on protecting incumbents will experience lacklustre growth and job creation. Entrepreneurial activity
is one of the key drivers of long-term prosperity, and its importance will only grow as the pace of
technological change increases and the number of people involved in that change rises. Given the
pace of change inherent to the information age, a society’s ability to react quickly to new firm and
market-level opportunities is critical to its overall prosperity. This entrepreneurial behaviour is espe-
cially important for the employment market and tax revenues.

A country’s regulatory structure underpins its enterprise conditions. Areas such as the domestic mar-
ket contestability, the environment for business creation, and the burden of regulation need to en-
courage and support enterprise if entrepreneurial activity is to flourish. They are also important in
determining how people interact with businesses in any given country.

Where these elements are not in good working order, it is difficult to encourage formal business ac-
tivity. Taxation, for example, is a critical factor in deciding where and how businesses are structured. If
it is not made both simple and reasonable, it will be avoided.* The same is true for construction-per-
mitting processes; the majority of buildings in the developing world are constructed without any sort
of permit at all, because the relevant regulations are made doubly expensive by corruption.

It is clear that overburdening businesses with tough-to-follow regulations does not necessarily dis-
courage business activity; it discourages formalised business activity that can be monitored and
taxed by the state, as people seek ways of circumventing burdensome regulation. Highly restricted
labour markets will similarly discourage formal employment, opening workers up to instability and
the potential for exploitation.”

The enabling conditions of enterprise can broadly be separated into those aspects which promote
entrepreneurship, and those that limit commercial development. These two groups of elements ex-
press the factors that might persuade or dissuade an individual from going into business in his or her
country.

Elements of Enterprise Conditions

1. Domestic Market Contestability — how open the market is to new participants, versus protec-
tion of the incumbents. Market based competition and prevention mechanisms for monopolies
are essential to true contestability in any domestic market, and this market cannot be dominat-
ed by just a few business groups in the first place.

2. Environment for Business Creation — the legislative and policy driven factors that encourage
entrepreneurialism. The skill of the labour force is essential to the business creation environ-
ment, as is cluster development and the protections for, and ease of, starting new businesses.

3. Burden of Regulation — how much effort and time are required to comply with regulations,
including tax regulations. Regulation can become burdensome due to the volume of regulations
that businesses have to comply with, as well as the complexity of those regulations.

4. Labour Market Flexibility — how dynamic and flexible the workplace is for both employer and
employee in terms of the flexibility of employment contracts including redundancy costs.

5. Price Distortions — captures whether competitive markets are disrupted by subsidies and taxes.
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Infrastructure and Market Access

Trade enables the movement of goods, services, ideas, capital, and people. The Infrastructure and
Market Access pillar captures the quality of the infrastructure that enables trade (communications,
resources, and transport), and the inhibiting factors that reduce or restrict the flow of commerce.
Where markets have sufficient infrastructure and few barriers to the exchange of goods and services,
trade can flourish. Such trade leads to more competitive and efficient markets, enabling new prod-
ucts and ideas to be tested, funded, and commercialised.*®4°

Unencumbered trade is a vital component of prosperity, delivering benefits to producers, consumers,
and society as a whole.*® Producers with access to good transport and communications infrastruc-
ture, and whose products are not subject to market distortions, are more likely to succeed than those
whose commercial activities are hampered by regulatory or de facto barriers. Consumers benefit
from the increased competition that freer trade brings, which tends to improve quality, lower prices,
and increase the variety of goods and services available. Finally, society itself tends to benefit from
the ideas that flow from the free exchange of information across borders, a critical factor of long-run
productivity growth.>" A study of 16 OECD countries found a robust relationship between a coun-
try’s degree of openness to trade and its total factor productivity; in those countries, trading links
enhanced knowledge flows, which were responsible for 93% of total factor productivity growth.>

The infrastructure that enables trade and commerce to operate can be assessed by both the critical
enablers of trade and also the inhibitors.

Trade enablers are the things that enhance and make trade in all its forms possible. Chief amongst
these is communications, where information technology, flowing through a modern communica-
tions network, has become the very lifeblood of industry.>® Economic production is impossible with-
out the resources of energy and water. Transport, and the infrastructure upon which it operates, is
obviously the great enabler of physical trade, but is also vital for services as it allows people to move
to seek and build business opportunities. International trade can be enabled by an effective border
administration system and open markets. We also look at open market scale, which is the access a
country has to foreign markets.

In addition to the enablers of trade, we also look at the policies and procedures that inhibit trade:
import tariff barriers and market distortions, including subsidies, taxes and price continuity as dis-
rupters of fair competition. Protectionism, for example, stifles new ideas and practices, as policies
seek to protect incumbents by putting up barriers to outside competition, and the result is typically
inefficiency and stagnation with a downward spiral in innovation, growth, and prosperity.
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Elements of Infrastructure and Market Access

1.

Communications — the means of communication and how widespread access to communication
is. Infrastructure for communications must necessarily be in place for strong communications
within a nation, as well as the actual take up and use of communications by the population.

. Energy — the quality, reliability, and affordability of the energy network within a country.

3. Water — the access to, and use of, water resources.

. Transport — the ease and efficiency with which people and goods travel between and within

countries. This captures the quality, diversity and penetration of all forms of transport; air travel,
shipping and seaport services, and road and rail infrastructure.

. Border Administration — the time and administrative cost of a country’s customs procedures,

alongside the efficiency of this process.

. Open Market Scale — the size of the market to which providers of goods and services have priv-

ileged access.

Import Tariff Barriers — the fees associated with trading products and services across borders,
raising an income for government and making foreign goods more expensive.

. Market Distortions — how competitive markets are disrupted by non-tariff barriers to trade.

Evaluates the extent of market liberalisation of foreign trade and non-tariff barriers.
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Economic Quality

Economic Quality captures how well a nation’s economy is equipped to generate wealth sustainably
and with the full engagement of its workforce. A strong economy is dependent on the production of
a diverse range of valuable goods and services and high labour force participation.

Trust in the economic system is underpinned by predictability, which is important for both consum-
ers and businesses. People are better able to adapt to an unpleasant certainty than uncertainty, as
shown in the aftermath of the financial crisis.>* Volatility has also long been shown to negatively
correlate with economic growth.>>657

The ability to produce valuable products, more so than producing the same product faster or at a
lower cost, is also vital to economic growth. Acquiring new productive capabilities, thereby evolving
a comparative advantage, is one of the cornerstones of economic growth — not just at the forefront
of the technological frontier, but also in less-developed economies.*®*® A dynamic economy means
that more ideas are entering the market, with determinants of long-run productivity growth found
to be human capital and research and development.®

Prosperity is inclusive; hence, everyone must have the opportunity to participate in the labour mar-
ket, use and develop their skillset, and reach their productive potential. Not only is this important
at the level of the individual, but it means that income inequality can be mitigated — this being a
key determinant of happiness and subjective wellbeing.®"? In addition to the implications for social
wellbeing, income inequality also has negative consequences for aggregate economic potential 6%

For a country’s economy to be of high quality, it must be robust to shocks, which is captured in the
fiscal sustainability and macroeconomic stability elements. This encapsulates both historical stabil-
ity and the capability of a government to sustain its spending policies into the future. The capacity
for value generation is a central aspect of the economy. Increases in the complexity of products, as
well as in the efficiency with which they are produced, are central to long-run increases in growth,
and captured within productivity and competitiveness. For this to happen, there must be a churn of
businesses, with new, more productive firms entering the market, which underlies the concept of
dynamism. Finally, growth of the economy must be inclusive, affording the opportunity for everyone
in the nation to participate in the workforce to the fullest extent.

Elements of Economic Quality

1. Fiscal Sustainability — the ability of a government to sustain its current spending, tax, and other
policies in the medium-to-long-term. For a government to achieve meaningful fiscal sustainabili-
ty, the budget balance and debt of the government must be under control, and the country must
be deemed as low risk by external investors and credit agencies.

2. Macroeconomic Stability — two key elements of the economy — the GDP per capita growth
rate, and the volatility of the inflation rate.

3. Productivity and Competitiveness — the efficiency with which inputs can be converted into out-
puts and the level of diversification in the economy. Competition enhances productivity by forcing
firms to innovate new ways to reduce cost and time constraints.

4. Dynamism — the churn of businesses — the number of new start-ups entering, and failed firms
exiting, an economy.

5. Labour Force Engagement — the intersection of demography and the workforce, including the
rates of unemployment and gender ratios. Participation in the labour force, the level of unemploy-
ment, and percentage of the workforce in waged and salaried roles underpin the degree of labour
force engagement.
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Empowered People

Empowered People captures the quality of people’s lived experience and the features present that
enable individuals to reach their full potential through autonomy and self-determination.

This domain captures the necessary resources required for a basic level of wellbeing, ranging from
access to material resources, to adequate nutrition, to basic health services and outcomes, to basic
education access and quality, and to a safe and clean environment. Many of these issues are in-
ter-related, and we find the strongest relationship between education and living conditions. Each
of the pillars in this domain differentiate countries’ performances on these fundamental aspects of
social wellbeing to distinguish where greater numbers of people are disadvantaged and less likely to
achieve wellbeing.

We examine the fundamental aspects of empowered people across four pillars, each with compo-
nent elements.

Living Conditions incorporates the set of conditions or circumstances that are necessary for all in-
dividuals to attain a basic level of wellbeing. This set of circumstances includes a level of material
resources, adequate nutrition, and access to basic services and shelter. It also captures the level of
connectedness of the population, and the extent to which they live in a safe living and working en-
vironment.

Health captures the basic healthcare services in a nation and the health outcomes of a population
— including the quality of both mental health and physical health, each of which affects longevity.
It also assesses the set of behavioural risk factors that affect the quality of the population’s health,
and the quality of the healthcare provision through the lenses of care systems and preventative in-
terventions.

Education reflects the enrolment, outcomes, and quality of four stages of education (pre-primary,
primary, secondary, and tertiary education) as well as the skills of the adult population.

Natural Environment encompasses the elements of the physical environment that have a direct
impact on the ability of residents to flourish in their daily lives. The extent to which the ecosystems
that provide resources for extraction (freshwater and forest, land and soil) are sustainably managed,
and the extent of preservation efforts.

The following pages provide a more detailed definition for each of these pillars, and an overview of
their relationship to prosperity.
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Living Conditions

Living conditions are the set of basic material conditions present in everyday life that provide the
platform for members of society to attain prosperity and wellbeing. If these basic materials are pres-
ent, then poverty — along a multi-dimensional approach — will be avoided. This outcome is a good
in itself, and furthermore provides individuals an opportunity to flourish in society.

Decent living conditions are necessary to meet the basic needs of a population, provide central capa-
bilities, and achieve wellbeing. The basic needs approach, as developed by Doyal and Gough, argues
that there are a set of basic universal needs, without which there will be a “fundamental disablement
in the pursuit of one’s vision of the good”.® The capabilities approach, as developed by Sen and Nuss-
baum, argues a person’s capability to live a good life is defined in terms of the set of functions one is
able to do and to which one has access.®**” Neither of these are possible without a set of adequate
living conditions.

Adequate living conditions not only provide intrinsic worth, but also provide a platform for success.
Ensuring basic needs are met is an effective way of maintaining health and furthering education, both
of which are key components of human capital and have significant economic benefits to individuals
and society. To be productive, individuals should have access to sufficient material resources to pro-
vide for themselves and their loved ones, have access to suitable accommodation that is connected
to the necessary services, be free from illness or death caused by an unsafe living or working envi-
ronment, have adequate nutrition and energy intake to be healthy and work effectively, and have
sufficient resources to access jobs and technology.

Ensuring all members of society are connected to core activities and services allows individuals the
opportunity to include themselves in cultural, economic, and social activities important for human
flourishing.

Decent living conditions should address vulnerabilities in society, be they dealing with financial chal-
lenges, safety in the living and working environment, or food security.

Elements of Living Conditions

1. Material Resources — the proportion of individuals with income and wealth above the basic level
required to survive and attain wellbeing, accounting also for the reliability of income and resilience
against economic shocks.

2. Nutrition — the availability, adequacy, and diversity of food intake required for individuals to par-
ticipate in society, ensure cognitive development, and avoid potentially long-term health impacts.

3. Basic Services — the access to, as well as the availability and quality of, the basic utility services
necessary for human wellbeing. Electricity, water, and sanitation are key basic services that must
be easily accessible.

4. Shelter — the availability and quality of accommodation, and the impact of the accommodation
environment on the health of residents.

5. Connectedness — the extent to which individuals are able to engage each other, both digitally
and physically. Within the digital aspect of connectedness, cell phones, bank accounts, and digital
payments are considered. Within the physical aspect, roads and public transport must provide
effective means of physical connectedness, and the physical connectedness of rural residing pop-
ulations is of particular importance.

6. Protection from Harm — the safety of the environment that individuals live and work in. This
includes accounting for injuries and accidental deaths from work-placed based activities and from
natural disasters.
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Health

Health has intrinsic worth, but it also has significant instrumental importance in facilitating wellbe-
ing. Good health allows individuals to flourish and to lead more fulfilling lives than would otherwise
be possible and it is shown to positively impact wellbeing. Ill-health can cause poor educational
outcomes and can negatively affect productivity.

Health is included in the set of goods required for all individuals to attain wellbeing.®® Several studies
have shown the link between good health and wellbeing, with mental health showing a stronger re-
lationship than physical health.®® Conversely, ill-health has been shown to worsen life-satisfaction.”

Health, alongside education, is often considered a key component of human capital, contributing
to economic growth. A healthier workforce is more productive as fewer sick days are taken, people
are physically and mentally able to work for longer, and there is a greater chance of developing ex-
perience.” Better health leads to more creativity and innovation, while poor health (such as stress)
can lead to a narrowed perspective and lower productivity. Poor health during childhood can affect
educational outcomes through worsening cognitive ability, so improving childhood and infant health
is of particular importance for productivity outcomes, though reducing the impact of diseases that
affect those of working age is equally important.”

There are three conceptual ideas within the Health pillar. One element (Behavioural Risk Factors)
captures behaviours that affect health outcomes. Two elements (Preventative Interventions and Care
Systems) capture the effectiveness of the healthcare system, considering access and coverage to
both preventative treatment and ongoing care and treatment. Three elements capture health out-
comes (Longevity, Mental Health, and Physical Health), assessing the mortality of the population
and the quality of the physical and mental health of the population.

Elements of Health

+ Behavioural Risk Factors — the set of lifestyle patterns moulded by a complex set of influences
that increase the likelihood of developing disease, injury or illness, or of dying prematurely.

+ Preventative Interventions — the extent to which a health system actively prevents diseases,
illnesses and other medical complications from occurring, to save many children and adults from
an early death. Immunisations are a crucial method of preventative intervention, as is effective
preventative care.

+ Care Systems — the ability of a health system to treat and cure diseases and illnesses, once they
are present in the population. For care systems to be effective, a country must have effective
healthcare coverage and facilities, skilled health staff, as well as effectively treating common dis-
eases and illnesses.

» Mental Health — the level and burden of mental illness on the living population. Mental health
can have a significant impact on an individual’s wellbeing and ability to participate effectively in
the labour market.

* Physical Health — the level and burden of physicalillness on the living population. Physical health
can have a significant impact on an individual’s wellbeing and ability to participate effectively in
the labour market.

» Longevity — the mortality rate of a country’s population through different stages of life, as well
as maternal mortality, and common life expectancies in later life.
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Education

Education is a building block for prosperous societies; the accumulation of skills and capabilities
contributes to economic growth. Education provides the opportunity for individuals to reach their
potential, and experience a more fulfilled and prosperous life. A better-educated population also
leads to greater civic engagement and improved social outcomes — such as better health and lower
crime rates.

In general, better-educated workers have a greater choice of work and their skills are more in de-
mand, leading to rises in individual earnings. Recent research has shown that one additional year of
schooling results in a 9% increase in hourly earnings, with higher returns for women.”

Improved education ultimately leads to productivity gains in the economy.™ A labour force that is
highly skilled and has the capacity to continually refresh or learn new skills will produce far more
than a labour force of the same size that is unskilled. In the workplace, an individual’s education will
indirectly benefit others, as they are more likely to be productive and may boost the productivity of
colleagues through training and management.

Education has been shown to indirectly increase the subjective wellbeing of individuals, as a result
of its positive effects on income, employment, health, and crime.” People with higher levels of ed-
ucation are less likely to be unemployed due to the demand of their skills in the workforce. There is
evidence that a better-educated person will be healthier as they are more likely to have an enhanced
knowledge of health issues. Better cognitive skills also enable them to maintain better health, and
the secondary effect of higher income allows increased health expenditure, and therefore better
health outcomes.”

While other institutional, legal, and social structures must be in place as well, education can help
to empower marginalised parts of society and reduce inequalities. For instance, a basic set of skills,
such as being able to make basic inferences and locate needed information, can provide access to
opportunity for the disadvantaged in society. Education can support the development of democracy
through greater civic participation and social cohesion, and has been shown to contribute to stronger
social identity, more political engagement, greater tolerance to immigrants, and a cleaner environ-
ment.77’78'79

Education can be conceptualised functionally in terms of access, attainment, and quality. Instead, we
have incorporated these ideas into a framework that organises education by stages. Education has
been split into four stages of typical education systems, and the skills of the adult population. En-
rolment, outcomes, and quality are identified for each stage of education, and the skills of the adult
population are captured by educational attainment.

Elements of Education

1. Pre-Primary Education — enrolment in pre-primary education. Pre-school supports the devel-
opment of linguistic, cognitive, social and emotional skills.2° Students who participate in pre-pri-
mary education are more likely to make it through secondary education and less likely to repeat
grades.®

2. Primary Education — the availability, quality of, and enrolment in, primary education. The crit-
ical formative stage of schooling, providing pupils the opportunity to develop their cognitive,
social, emotional, cultural, and physical skills, preparing them for their further school career.
Most critically, this includes core literacy and numeracy skills.
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Secondary Education — the availability, quality of, and enrolment in, secondary education.
More years of higher quality education has been shown to increase life outcomes in both eco-
nomic and social terms. Beyond attending and completing school, obtaining good test scores
are a strong indicator of cognitive ability and is a strong determinant of better economic perfor-
mance of a country.

Tertiary Education — the availability, quality of, and enrolment in, tertiary education. Further
education (including technical, vocational, and university-level) is key to social and economic
development through the creation of human capital and building of knowledge bases.

Adult Skills — the skill-base of the existing working-age population, which is a reflection of the
historic quality of education as well as providing a base level for the short-term potential of the
economy. Adults who are above a threshold level of education are far less likely to be disadvan-
taged in society and this will lead to better employment opportunities. Increased skills in the
workplace are closely connected to productivity.
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Natural Environment

The Natural Environment pillar captures those elements of the physical environment that have a
direct impact on the ability of people to flourish in their daily lives, as well as those that affect the
prosperity of future generations.

At the basic level, ecosystems provide the resources for extraction upon which many economies de-
pend. A well-managed rural environment yields crops, materials for construction, wildlife and food,
and sources of energy. A healthy climate has an impact on many areas of society; industries such as
agriculture rely on healthy soil and favourable weather in order to be fruitful, while recreational activ-
ities require that natural resources (such as lakes and reservoirs) are free from pollutants and are well
managed. More directly, the quality of people’s everyday lived experience is dictated by exposure to
environmental health hazards such as air pollution.

Exploiting natural capital in the short-term may well result in short-term economic growth. Howev-
er, change of ecosystems should be managed to ensure degradation does not affect their long-term
value.®® Ecosystem degradation, by causing floods, increasing infectious diseases risk, and forcing
population displacement, tends to affect the poor disproportionately. Therefore, environmental
management is linked closely to poverty alleviation.®*

Ecosystems provide aesthetic, recreational, and educational services to the human experience, con-
tributing to essential aspects of wellbeing; they can form our sense of identity and community.®®
Access to green spaces has a direct impact on mental and physical health and an indirect impact
on wellbeing by enhancing interactions between people, and therefore improving social cohesion
and creating a sense of belonging.?® Noise, temperature, pollution, and crowding increase stress and
reduce the ability to cope as well as having detrimental effects on cognitive and social functioning.

The elements of the Natural Environment pillar reflect different aspects of the environment, and also
preservation efforts, which captures the degree to which the natural environment is being protected
for the future. Emissions and exposure to air pollution both cover air quality, but distinguish between
the effects the quality of the air has on the lived experience of a population and the contribution of
a nation to damaging the quality of the air.

Elements of Natural Environment

1. Emissions — the level of emissions of air pollutants within a country. This captures the long-term
effect of pressures on the atmosphere that a given country will have on the lived experience of
future generations (broadly through CO2 and methane emissions), as well as short term effects
(SO2, NOx and black carbon emissions).

2. Exposure to Air Pollution — the level of emissions to which a country’s population is physically
exposed, and the effects this may have on their quality of life.

3. Forest, Land and Soil — the quality of a country’s land, forest, and soil resources and the impact
this may have on citizens’ quality of life.

4. Freshwater — the quality of a country’s freshwater resources and the impact this may have on
citizens’ quality of life.

5. Oceans — the quality of a country’s marine resources and the impact this may have on citizens’
quality of life. Both fish stocks and marine ecosystems, and the quality of ocean water itself are
key to this element.

6. Preservation Efforts — the extent of efforts to preserve and sustain the environment, in terms
of land, freshwater, and marine areas, for future generations, and public satisfaction with those
efforts.
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