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1. Measuring Progress Using the Drivers of Prosperity 

 

Why look beyond GDP? 

 The notion that money doesn’t make people happy is more than a truism.  It is rooted in the 

evidence.  Only in the poorest countries does money have a significant effect on people’s satisfaction.  

This makes sense, given its direct and positive impact on life’s most basic needs.  When measuring a 

country’s average life satisfaction on  scale of one to 10, an increase in a country’s per capita income 

from $0 to $3,000 leads to a 5 point increase in life-satisfaction among its residents.  However, once a 

nation rises from extreme poverty, money begins to diminish fairly quickly as a source of happiness.  By 

the time a country grows rich, money has an almost negligible effect.  An increase from $30,000 to 

$33,000 in per capita income only leads to a 0.6 point increase in a nation’s average level of satisfaction.  

The graph below illustrates this relationship between per capita income and average life satisfaction for 

104 countries that cover 90% of the world population.   

 For the poorest countries, raising people’s incomes is the surest route to improving their quality 

of life and increasing their levels of happiness.  As countries develop, however, the rule of law, good 

health, strong relationships, and other quality of life factors matter more than money.While prosperity 

necessarily implies wealth, holistic prosperity encompasses life satisfaction and fulfilment.   
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What drives growth in income and life satisfaction? 

Statistics on income and life-satisfaction provide good outcome-measures of how prosperous a 

country is, but they are limited in providing insight on how a country has fostered that prosperity and its 

potential to sustain that growth.  In order to understand the progress that countries are making, we need to 

look at more nuanced and forward-looking measures of what drives prosperity.  While each country has a 

unique path, appropriate to its history, culture, and available resources, decades of research have revealed 

common themes related to sustainable development and subjective well-being.  Using this research, the 

Legatum Institute’s Prosperity Index identifies nine key drivers of prosperity and ranks 104 countries 

based on their performance on these drivers.   

Producing an index of drivers allows us to understand a country’s performance based on its 

progress towards prosperity, rather than a single snapshot of its status in the world today.  It is no 

coincidence that the 15 countries that rank at the top in drivers also rank at the top in terms of their 

prosperity-outcomes (per capita income and average life satisfaction levels).  Similarly, countries that are 

in poverty perform poorly on fostering most of these drivers, with the 15 countries ranking at the bottom 

in both drivers and outcomes.  While there is a high correlation between the rankings for drivers and 

outcomes, there is a significant amount of variation in performance for middle ranking countries.  While a 

country may perform well in terms of average income or self-reported life satisfaction, it may be ranking 

lower in the Prosperity Index because it is making little progress in certain drivers that are necessary for it 

become more prosperous in the long-term.  Conversely, a country that has a low average income or life-

satisfaction may perform better in the Prosperity Index, bringing to attention the drivers on which the 

country has invested well and will bring growth in the long-term, as well as highlighting the areas in 

which it could improve.   
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The nine drivers in the Index comprise 79 variables that have shown high empirical and 

statistical correlation to higher levels of GDP per capita and life satisfaction.  The variables are both 

subjective and objective measures because while it is important to evaluate the objective conditions in 

which citizens live, people’s level of satisfaction and perception regarding those conditions are also 

important.  The nine drivers of prosperity are: 

 Economic Fundamentals – A growing, sound economy that provides citizens with productive 

opportunities 

 Entrepreneurship & Innovation – The commercialization of new ideas through new enterprises that 

create jobs and propel an economy forward 

 Education – An accessible and quality educational system that fosters human development 

 Democratic Institutions – Transparent and accountable governing institutions that promote economic 

growth 

 Governance – A sound and just government that preserves order and promotes citizen well-being 

 Health – A healthy population that is physically unconstrained in reaching its potential 

 Personal Freedom – The ability for citizens to choose the course of their lives and maximize their 

opportunities 

 Safety & Security – A nation in which citizens are safe and secure from crime, oppression, or attack 
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 Social Capital – A nation in which citizens enjoy trustworthy relationships and participate in their 

communities 

Economic Fundamentals  

 The Economic Fundamentals sub-index measures how well the countries in the Prosperity Index 

produce the elements necessary for economic growth and stability.  Increased investment, trade, low 

unemployment, and solid levels of growth without inflationary or credit excess are all critical for nations 

to grow more prosperous over time.  The Economic Fundamentals sub-index, therefore, accounts for 

factors such as capital investment, unemployment, inflation, trade, savings, and additional measures of 

productivity and stability.  It also takes into account factors such as nonperforming loans and overreliance 

on natural resource exports as threats to productivity and stability. 

 This sub-index attempts to account for long-term economic well-being.  As many observers 

have noted in the past year, measures of economic health that focus too heavily on growth without 

considering the role of excess credit present a skewed perspective.  At the same time, an over-reliance on 

stability at the expense of growth and progress will also reduce the prospects of prosperity for a nation.  

The Economic Fundamentals sub-index strives to achieve a balance that rightly reflects the best set of 

indicators for a healthy economic environment.  Three of the top 10 countries in this sub-index are in 

Asia, with Hong Kong in the number one position.  China leads the BRICs by breaking into the top 30, 

and eight of the ten lowest spots are occupied by African nations.   

Entrepreneurship & Innovation  

 The Entrepreneurship and Innovation (E&I) sub-index measures how well the countries in our 

study build upon key drivers of innovation.  A key part of a country’s capacity for entrepreneurship is its 

ability to commercialise new ideas and create markets for innovative products.  The ability to start and 

run new enterprises is an obvious, important aspect of a country’s approach to fostering innovation.  The 

E&I sub-index therefore measures variables such as business start-ups, technological capacity, royalties 

on inventions, and other key measures of entrepreneurial activity. 

 The E&I sub-index gauges which countries possess the greatest ability to commercialise ideas 

and launch new enterprises.  It is not a simple ranking of the numbers of small businesses or some other 

relatively simplistic measure of entrepreneurship.  Such outcomes-oriented measures would miss the 

underlying capacity of a country to innovate.  The E&I sub-index can be regarded as a good measure of 

who will be producing the most innovative products and starting new businesses in the near future.   
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 That said, the leaders in E&I are dominated by the transatlantic cluster of advanced economies, 

as well as top Asian performers Japan, Hong Kong and Singapore – namely, countries with a current track 

record of innovation and business creation.  The United States and the United Kingdom, despite being 

eclipsed from the top ten in the Economic Fundamentals sub-index, take the top two spots on the E&I 

sub-index, owing to environments favourable to new enterprises.  The BRICs are spread out across the 

middle swath of countries, showing that despite their economic ascendency, they still have a way to go to 

occupy global leadership as entrepreneurial societies.  Eastern European countries trend toward the upper 

third of all nations in the E&I sub-index despite trending lower in the Personal Freedom sub-index, 

showing that at least in some societies, a sense of individual freedom may be a lagging indicator.   

Democratic Institutions  

 The Democratic Institutions sub-index is one of two sub-indexes in the Prosperity Index that 

take account of how governance affects prosperity.  This sub-index relates governance measures to 

economic performance.  The Governance sub-index, which follows later, relates governance measures to 

life satisfaction.  Measures of democratic governance are important because they indicate whether or not 

a nation is fostering institutions that are conducive to the expansion of political and economic liberty, 

both of which are important to success over time.  Therefore, this sub-index includes variables that 

measure political participation among citizens, the degree to which civil liberties are protected, 

constraints on the executive branch of government, the independence of the judiciary, and other measures 

critical to expanding opportunity among the country’s population as a whole.   

 Northern European and North American countries dominate the top tier rankings in this sub-

index, along with Australia and New Zealand, owing to long, and often bloody, histories aimed at 

increasing democratic capitalism.  Asian economic leaders often perform less well according to these 

measures due to their shorter history of struggles to foster commercial success through political 

liberalisation.  Japan is the top-ranked Asian country in 20
th
 place, whereas Hong Kong and Singapore 

perform in the lower half of the index in mirror-opposite fashion to their performance in the Economic 

Fundamentals sub-index.  Chile, perhaps unsurprisingly, is the top-ranked South American country, and 

India leads the BRICs in 36
th
 place.  Unlike other sub-indexes, the bottom ten in this index are not overly-

represented by Sub-Saharan African countries.  Saudi Arabia and the United Arab Emirates join a mixture 

of Asian, East Asian, and African nations because their economic advancement occurs in spite of curbs 

on political liberties.   

Education  

 The Education sub-index takes account of the way in which a country’s educational institutions 

and practices contribute to its economic performance.  It has become common wisdom that in today’s 
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growing services economy, which is fuelled largely by knowledge and its applications, education is 

critical to economic progress and opportunity.  Education has also long been an important growth factor 

in productive economies and it is just as important in regions and countries dependent on manufacturing 

and agriculture.  Along with the economic opportunities education affords, it is also a critical – some 

might say the critical – driver of opportunity for women and minority populations.    

 The Education sub-index assesses a country’s educational performance primarily by measuring 

the years of schooling that a nation’s citizens complete, combined with expenditures on education and 

other factors that help gauge educational quality.  Finding global coverage of educational performance 

measures, as represented in test scores, is virtually impossible and, therefore, we rely on years of 

schooling and related factors as close approximations.  Of all the variables in the sub-index, secondary 

enrolment rates and average years of tertiary education have the strongest relationships with economic 

growth.  In addition, the sub-index includes measures of female educational participation, which is an 

important indicator of how widely opportunity is expanding in a given country and is inescapably 

essential to a nation’s overall economic success over time.   

 Nations with poor governance and low levels of innovation and entrepreneurship also generally 

perform poorly on education.  As with other sub-indexes, African countries dominate the bottom tier of 

the Education sub-index.  And while northern European nations perform well on education, as might be 

expected, the top 25 nations in the sub-index include countries from diverse regions.  Eastern European 

countries generally do well when considered against other emerging economies, while most Latin and 

South American countries are spread throughout the middle section of the rankings.   

Health  

 The Health sub-index measures how well the citizens of countries in the Prosperity Index are 

physically capable of living healthy, fulfilling lives.  People expecting to live long lives are better able to 

pursue their own path and contribute to the overall economy.  The Prosperity Index provides a wide-

ranging evaluation of a nation’s health by assessing the existence of preventive measures, child health and 

infant mortality, proper access to health care, and the general physical wellbeing of citizens.  Empirical 

evidence shows that health affects other aspects of prosperity.  The Health sub-index is most highly 

correlated with overall life satisfaction and also has a strong relationship with the Education, 

Entrepreneurship and Innovation, and Economic Fundamentals sub-indexes, demonstrating that a healthy 

population is also one that is educated and part of a strong, flourshing economy.   

 The top 15 leaders in Health are mostly in Europe, with the exception of Singapore and Japan.  

While these countries have a diverse range of health care systems, as well as different government 

structures that implement them, the prevailing similarity among the countries is their success in 
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preventative health care and education for health care professionals.  It is likely that countries scoring 

lower in the Index would improve more quickly to the degree that they invest in these key areas.   

Safety and Security  

 The Safety and Security sub-index takes account of a fundamental element of prosperity.  When 

people and basic institutions are unsafe, then capital, investment, and most importantly, people, begin to 

flee.  History is filled with examples of once-prosperous nations falling into economic and social decay as 

a result of the insecurity that has proceeded from government corruption, the erosion of civil liberties, 

internal factions and war.  This sub-index provides an important measure of the degree to which the 

safety and security of a nation contributes to its citizens’ overall well-being. 

 This sub-index combines important objective measures of security with subjective survey 

responses to questions about personal safety.  Along with standard measures of violence such as 

homicides and assault, the sub-index considers measures of human flight, such as refugees and brain drain 

among middle class professionals and intellectuals, to capture the full effects of instability resulting from 

safety and security problems.  Together with additional measures of civil war and ethnic violence, the 

sub-index includes responses to survey questions about factual events such as theft as well as perceptions 

such as whether people feel safe walking alone at night.  Altogether, this sub-index presents a solid 

indicator of the overall safety environment within nations and its relationship to the well-being of the 

citizenry.   

 Northern Europe, Canada, and their neighbours generally show that safety and high levels of 

personal freedom are compatible by scoring high in both sub-indexes that track these issues.  Eighteen of 

the top 25 countries in this sub-index scored in the top 25 for Personal Freedom.  In other words safety is 

not jeopardised by a highly free society.  However, nations such as Singapore, Hong Kong, and the 

United Arab Emirates offer evidence that high levels of safety can be achieved amidst (or bought at the 

expense of) low levels of personal freedom.  The BRICs fare worse overall in this sub-index compared to 

others, with China in 65
th
 place and Russia near the bottom at 99

th
.  And as one might expect, nations with 

relatively well-known security problems are clustered toward the bottom of the index. 

Governance  

 The Governance Sub-Index relates governance measures to life satisfaction, just as the 

Democratic Institutions sub-index relates governance measures to economic growth.  Of the two sub-

indexes, the Governance sub-index can be regarded as that which shows how a country’s governance 

adds directly to the quality of life of its citizens.  As stated earlier, both measures are important to gauging 
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whether or not a nation is promoting the political and economic liberties that are necessary ingredients for 

prosperity over time. 

 This sub-index combines three objective governance indicators with a variety of subjective 

responses to survey questions.  The result is a good picture of how the rule of law, the effectiveness of 

governments, corruption, political participation, and other key factors contribute to the wellbeing of a 

country’s citizens.  The level of confidence people have in the fairness and predictability of government 

actions has a significant impact on their willingness and ability to be productive citizens.   

 Nations that perform well in the Democratic Institutions sub-index do not necessarily score well 

in the Governance sub-index, and vice versa.  Hong Kong and Singapore, which turn in very low scores 

on the democratic institutions sub-index, do especially well on the latter.  The implication for countries 

such as these is that their quality of governance contributes less to their economic progress and more to 

their citizens’ life satisfaction.  Top tier countries have complementary high scores on both.  For instance, 

the United States scores 2
nd

 on the former, and 16
th
 on the latter, while Denmark scores 12

th
 on the former 

and 1
st
 on the latter.  Switzerland scores 1

st
 and 3

rd
 respectively.  Most countries with track records of 

human rights abuses or the curtailment of individual liberties score poorly in both.  China is 100
th
 and 93

rd
 

respectively, and Iran is 93
rd

 and 102
nd

 respectively.   

Personal Freedom  

 The Personal Freedom sub-index measures how well citizens are able to freely choose the 

course of their lives and pursue life-enriching opportunities.  While social norms vary around the world, 

the ability to make choices regarding one’s own life is a universal good.  Empirical data has shown that 

despite people’s variation in the kinds of choices they make, their desire to make choices freely is 

consistent.  Through objective and subjective measures, the Personal Freedom sub-index assesses 

citizens’ satisfaction with their freedom of choice and their perceptions of societal tolerance towards 

immigrants and minorities, as well as the freedom of religion, speech, and movement.  Of the four 

variables that were identified as the strongest measures of Personal Freedom, citizens’ satisfaction with 

their freedom of choice and their ability to believe, speak, and move freely were the most signficant 

variables.  Countries that rank higher in the sub-index are ones in which citizens are able to choose the 

course of their lives, practice their religion, move about, and express their thoughts in the media with both 

limited interference and protection from the government. 

 The top 20 countries in the Personal Freedom sub-index are globally distributed, including 

nations from Europe, Central and South America, and Asia.  Of these top countries, 16 also rank in the 

top twenty in the overall Prosperity Index, demonstrating that high levels of personal freedom are 
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important for prosperity.  14 of the bottom 20 countries in this sub-index also have the lowest self-

reported levels of life satisfaction in the world.   

Social Capital  

 The Social Capital sub-index measures how well citizens of the countries in the Prosperity 

Index are developing social networks and relationships that are trustworthy and supportive.  Being able to 

rely on friends, family, and even strangers during times of need is critical to life-satisfaction.  

Relationships built on trust are gratifying and enjoyable but also vital when other areas of life such as our 

health, job, or government fail us.  Accordingly, the Social Capital sub-index measures the importance 

that citizens place on social capital through how much they trust, value, and associate with others, as well 

as the extent to which they engender social capital through the amount that citizens rely on others, donate, 

help a stranger, or volunteer.   

 The field of social capital and its relation to wellbeing is still evolving, and therefore, the data 

and measurement tools necessary to evaluate social capital are still limited.  This sub-index uses empirical 

data that demonstrate that valuing friends and family and being able to rely on them, trusting people, and 

voluntarily participating in associations are the most signficant variables in social capital.  The sub-index 

includes four different membership variables, which together weigh considerably in the evaluation of a 

country's social capital.  However, this was not done to intentionally overstate the value of memberships.  

Tests have shown that even when the four data points for memberships are combined into one average 

membership value for each country, membership continues to have the same overall weight.  In order to 

illustrate a more thorough picture of social capital the four variables have been left separate.  Due to 

limitations in data availabiltiy, the sub-index does not assess another significant element of social capital: 

the level of collective action in a society.  The ability of citizens to gather and become more effective 

through cooperative efforts is a key element that this sub-index aims to capture in future iterations.   

 The top 20 countries in the Social Capital sub-index are diverse in their geographic location, 

average per capita income level, and life-satisfaction averages.  The fact that nine out of the top 10 

countries in this sub-index also rank in the top 10 for the overall Index shows that social capital is a 

strong driver for prosperity.  However, the diversity in the top 20 demonstrates that social capital is a 

social good that is valued and can be created in a variety of societies, regardless of a country’s stage of 

development.   

How do countries move out of poverty towards prosperity? 

Work towards balance in improving both subjective and objective factors, as well as 

performance on all nine drivers 
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 The world’s most prosperous countries are balanced; they are successful because they have 

strong and broad foundations and are generally doing well across a range of areas.  For instance, Finland 

ranks first overall despite not having the highest score in any of the sub-indexes.  Its consistently-high, 

well-balanced performance across a number of key fundamentals propelled it to the top of the Index.  

Balance leads to impressive outcomes in terms of income and wellbeing, as one might expect: 16 of the 

top 20 Prosperity Index countries also rank in the world’s top 20 countries with the highest per capita 

GDP and the highest average life satisfaction scores in the Gallup World Poll.   

 One might expect the bottom ten countries to be equally as balanced in the opposite sense of 

prosperous countries – namely, that they do poorly on everything and thus would have narrow differences 

between their sub-index rankings.  But they don’t, as the graph below shows.  While their sub-index 

rankings are typically concentrated at the low end of spectrum, there is still a higher degree of variation in 

the sub-index rankings, relative to the top ranked countries.  This uneven progress leads to lower levels of 

life satisfaction because the drivers are interrelated. 

In the meantime, some drivers can compensate for others 

Social capital is a dynamic driver of prosperity.  That is, levels of social capital are unusually 

diverse throughout the prosperity rankings.  Eight out of the top 25 countries in the Prosperity Index have 

social capital scores that rank at 40 or below, while six countries ranked below 80 in the Index have social 

capital scores that rank in the top 30.  In particular, countries in which good governance adds to people’s 

overall well-being frequently have low social capital scores, and countries rich in social capital often 

score low in governance.  The implication of these findings is that people in poorly governed countries 

often rely more heavily on their families, communities, and other trust-building networks.   
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Fostering accountable freedom improves performance in all nine drivers 

The Prosperity Index makes a unique contribution to our understanding of freedom.  Freedom is 

not something that can be measured by only assessing government regulatory policies or freedom of 

speech and worship.  Rather, freedom is essential to all aspects of a healthy, successful, prosperous nation.  

Of the 79 variables comprising the nine sub-indexes, one third are indicators of freedom.  The freedom to 

start a business, the ability to access medical care and education, the freedom to worship or engage in 

political activity – these and many other indicators of people’s capacity to take responsibility for their 

lives and freely choose their life’s path are reflected in each of the sub-indexes.  The factors essential to 

free societies are positively correlated with prosperity, no matter which aspect of prosperity one measures.  

This means that if a government curtails the freedom of its people, it cannot make up for it by doing well 

on some other front.  When a country fails to protect and advance the political, civil, and economic 

liberties of its citizens, its prosperity will be negatively affected in the long run.   


