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Abstract

Composite indices have recently become a very popular measure for tracking the
progress of national economies. One of them is Legatum Prosperity Index (LPI), a
relatively new and comprehensive indicator, which describes in a unique way the level
and the dynamics of prosperity in the countries across the world. In this paper, prosperity
of European Union and Western Balkan states during the last ten years was analyzed and
its drivers investigated, using data for LPI. Also, analysis was performed of the
relationships of LPI with GDP per capita and Human Development Index, as well as of the
deviation of LPI level from the one that could be expected based on GDP per capita level
for each observed country. In addition, the paper examines convergence/divergence
between developing European countries and old EU members according to the level of LPI
and the key dimensions and components of this indicator. Results indicate that new
member states have the most room for improvement in the Institutional dimension, or more
precisely in the Personal Freedom component, whereas Western Balkan countries could
speed up their prosperity by investing more into Environment, as well as into Education,
Health, and Personal Freedom.

Key words: Wellbeing, Composite Indices, Legatum Prosperity Index, Drivers
of Prosperity, European Union and Western Balkan Countries.

NHAEKC NPOCIIEPUTETA
KAO MEPA KBAJIUTETA )KUBOTA Y 3EMJbAMA
EBPOIICKE YHUJE U 3ATTATHOI' BAJIKAHA

AmncTpakT

KoMMO3UTHM MHIEKCH y HOBHMje BpeMe IPE/ICTaB/bajy BeOMa IIOIMyJapHe
mokasaresbe 3a mpahierhe Hamperka y HalMOHAIHMM OKBHMpuMa. Mely muMa je u
Wnpexe npocnepurera Jlerarym uncruryra (LPI), penatuBHO HOBHjU M 0OyXBaTHHjU
MOKa3aTesb, KOjU Ha jeAWHCTBEH HAYMH ONHNCYje HUBO M JUHAMHKY IPOCHEpUTETa Y
IpKaBaMa LIMPOM CBeTa. Y pagy ce Ha OCHOBYy nogaraka 3a LPI anamusupa
npocnepurer 3eMasba EBporicke yHuje u 3anmagHor bajkaHa TOKOM NOCIENBUX JeceT
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TOMMHA WM HCIHTY]y IeroBu mokperaun. Onemyje ce Be3a m3mehy LPI u GDP mo
CTAaHOBHHKY, kao 1 m3Mehy LPI n mHzmekca jpyackor pasBoja, Te ofcTyname HuBoa LPI
0l OHOT Koju Om cyrepucao HUBO GDP mo cTaHOBHHKY 3a CBaKky IOCMaTpaHy 3eMJbY.
Takohe ce wucmuTyje KOHBEpreHIMja/AnBepreHuuja u3Melly €BPOICKUX 3eMaiba y
pa3Bojy U crapux wianua Esporncke yauje npema HuBoy LPI, kao n mpema KJbyqHIM
JUMeH3MjaMa M KOMIIOHEHTaMa OBOT IOKa3aTesba. Pesynratu ykasyjy Ha To 1a je y
Cllydajy HOBHX wiaHnna EBporicke yHHje, y mopehemy ca crapuM wiaHuIama, Hajeehn
MPOCTOP 3a HAMPEOBamhE KOJ HHCTUTYIIMOHANHE JUMEH3H)€ 3alpaBo KoJ KOMIIOHEHTE
mmyHe cnoboxe. McroBpemeno, 3emibe 3amamHor bamkana morme Om ga ocTBape
penaTUBHO Op)KH pacT mpocrepuTeTa BehnM ynarameM y )KUBOTHY CPEIHHY, OZHOCHO
yHanpehemem 00pazoBama, 371paBiba, Ka0 U JIMYHHUX 100013,

KibyuHe peun: KBaJMTET )KMBOTA, KOMIIO3UTHHU UHICKCH, MHIEKC pocmeprTeTa
Jlerarym WHCTUTYTA, IOKpETAYX MPOCIICPHUTETA, 3eMIbe¢ EBporicke yHHje
u 3anagHor bankana.

1. INTRODUCTION

Wellbeing is a complex phenomenon, consisting of many dimensions
such as: material living standards (income, consumption and wealth);
health; education; personal activities including work; political voice and
governance; social connections and relationships; environment (present and
future conditions); insecurity of an economic as well as a physical nature
(Stiglitz, Sen, & Fitoussi, 2009, pp.14-15). Moreover, since measuring
wellbeing is not only the issue of importance for present, but also for future
generations, it is significant to differentiate between current wellbeing and
sustainability. Current wellbeing takes into consideration economic (e.g.
income) and non-economic aspects of human lives (what they do and what
they can do, how they feel, and the natural environment they live in),
whereas sustainability is focused on the question whether capital that
matters for our lives (natural, physical, human, social) is passed onto future
generations (Stiglitz et al., 2009, p.11). Consequently, along with indicators
of volume and changes in economic activity, to assess wellbeing with all of
its dimensions, many authors use various indicators that point to other aspects
of development — such as, for example, status of the poor, distribution of
income etc. Those indicators complement information about a country’s
development and reflect it more comprehensively, particularly in economic,
social and environmental aspects, which is often referred to as sustainability.
Additional/complementary indicators can be observed separately or as
integral components of so-called synthetic indicators — composite indices.

Although the significance and occurrence of GDP in economic
publications are still unrivaled, the use of different indices obtained
through synthesizing a large number of indicators gains in importance,
particularly in present times. Many composite indices were precisely
created with an aim to cover and monitor the quality of life as well and as
simple as possible. They were created with the idea to cover more aspects
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of development at the same time or to focus on an individual issue
deserving particular attention in today’s day and age. The examples of
such indices are Human Development Index (HDI), Global Competitiveness
Index, Happy Planet Index, Misery Index, Global Creativity Index etc. One
of the more important indices, the one we pay special attention to in our
work, is Legatum Prosperity Index.

Legatum Prosperity Index (LPI) is an inquiry into the nature of
prosperity and how it is created (Legatum Institute, 2008). It represents a
comprehensive view of prosperity and covers both the material wealth
and life satisfaction, i.e. it was created with the idea of combining new
indicators of subjective wellbeing and the economic measures, in order to
determine which countries are doing the most to foster holistic prosperity
(Legatum Institute, 2008). LPI is the answer to the growing interest in
wellbeing and measures of prosperity and it covers, besides economic,
other aspects of development, enabling the identification of drivers and
causes of prosperity.

We therefore consider LPI to be an exceptionally good indicator -
holistic (since it includes a large number of components and in addition to
economic, it covers also the social, environmental and institutional
dimensions) and containing both subjective and objective data. When
compared to other composite indices, apart from being very comprehensive,
its method of calculation is free of some flaws that other indices have, and
available data are consistent for the last decade. Therefore, LPI now
represents an excellent tool for comparison and makes it possible to analyze
the prosperity of countries, both according to LPI as well as according to their
integral parts (dimensions and components/pillars).

Since so far no detailed empirical research on comparative
development of European countries was conducted using LPI, in this work
we present comparative analysis for selected European countries according
to LPI (27 EU states and 4 Western Balkan countries, 31 in total). In this
paper, for the whole sample of countries, we analyze the prosperity level
and its change, relationship between LPI and some other developing
indicators, drivers of prosperity, as well as trends of increase/decrease of
differences in the level of LPI, its dimensions and components between
three groups of countries (14 developed EU economies,13 new member EU
states and 4 Western Balkan countries).

Section 2 contains the overview of some important papers related to
the creation or usage of several best known composite indices. In Section 3
we give detailed explanation of prosperity index, its components/pillars and
dimensions, as well as the explanation of methodology used in our
empirical research. In Section 4 we present the results of our empirical
analysis and in Section 5 the conclusion.
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2. LITERATURE REVIEW

Many authors point out to the complexity of studying the quality of
life/wellbeing and their sustainability and for that reason they emphasize
the necessity of multidisciplinary approach to the research of these
subjects and of their measurement by creating/using synthetic indicators
(e.g. Costanza et al., 2007; Matarrita-Cascante, 2010; Munda, 2005).
Additionally, many studies accentuate the importance of people’s subjective
assessments of the quality of life for the forming of indicators and their
components, along with objective data (Constanza et al. 2007; Diener &
Suh, 1997).

Nowadays many indicators are used for measuring social progress and
wellbeing of countries. The popularity and occurrence of composite indices
in research and economic analyses have been growing for some time now.
Those synthetic indicators are significantly different from each other
according to components that make them, according to sources of data,
methodology of calculation, development aspects they focus on, their
coverage etc. Some of the examples of those indicators are: Human
Development Index (HDI), Happy Planet Index (HPI), Misery Index, Better
Life Index, Where to be Born Index, Legatum Prosperity Index (LPI), etc.

Human Development Index is one of the best known and most
often used indices focused on measuring the quality of life in countries
round the world. HDI data have been published since 1990 by the UNDP
in their Human Development Report. Besides economic, it also covers the
social aspect of development. HDI consists of three dimensions and four
components: 1) health (measured by life expectancy at birth), 2) education
(consisting of two components: mean years of schooling and expected years
of schooling) and 3) the standard of living (measured by the level of GNI per
capita).

A significant number of economic studies uses HDI for assessing the
prosperity of countries over a longer period of time, as well as in comparison
to other countries. Konya & Guisan (2008) examined the existence of
converge in terms of human development using HDI over the last three
decades. They used - and o-convergence for all world countries, those that
were members of EU before its 2004 and 2007 enlargements, and for all
current members of the EU. Their results suggest convergence in case of all
three groups of countries. Also Noorbakhsh (2006) examined convergence in
HDI from 1975 to 2002 at intervals of five years up to 2000 and then for
2002. Results of the research indicate weak absolute - convergence and o-
convergence for different sub-sets of countries and regions of the world.
Jorda, & Sarabia (2015) examined the convergence in HDI across
countries during the period 1980-2012. They demonstrated the existence of
B- and o-convergence. They also allowed for model nonlinearities in the
estimation of the convergence speed, and their results suggest that income
and education indices show nonlinear patterns. In addition, they included
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structural variables to capture differences in the steady-state (conditional
convergence), when they got convergence speed of all indicators higher and
the linear convergence process only for the health index. Since HDI does not
include environmental dimension, studies that propose introducing this
component into HDI calculation also merit attention (see for example
Bravo, 2014; Maccari, 2014).

OECD Better Life Index allows understanding of what drives well-
being of people and nations and what needs to be done to achieve greater
progress for all. This index was formed on the basis of recommendations by
the Commission on the Measurement of Economic Performance and Social
Progress, so called Stiglitz-Sen-Fitoussi Commission. OECD has identified
11 dimensions they deemed essential to well-being in terms of material living
conditions and quality of life. When it comes to the former, housing, income
and jobs are considered essential, whereas for the latter, the following
dimensions are of utmost importance: community, education, environment,
governance, health, life satisfaction, safety and work-life balance). Each of
these dimensions is built on one to four specific indicators. However, the
problem is that for now this index is published for only 38 countries. Happy
Planet Index (HPI) indicates how well nations are doing at achieving long,
happy, sustainable lives. HPI shows that it is possible to live good lives
without damaging the Earth. The HPI consists of data on wellbeing, life
expectancy, inequality of outcomes and ecological footprint for world
countries. Although these two indices have become popular in many
economic analyses and research, the authors point to certain flaws in their
calculations (e.g. McLean, 2017), such as to the fact that, for example, Better
Life Index does not show distribution of multidimensional wellbeing within
countries (see e.g. Decancq, 2017), so they suggest options for their
improvement (also see Bondarchik, Jablonska-Sabuka, Linnanen, &
Kauranne, 2016).

LPI is one of the more recent measures of prosperity. Formed in
2007 by the Legatum Institute, this indicator measures income and well-
being, which form the basis of the index. LPI consists of nine components
(pillars): Economic Quality, Business Environment, Health, Safety &
Security, Social Capital, Education, Governance, Personal Freedom and
Environment. Each pillar consists of around 12 variables, or more precisely
LPI includes a total of 104 variables, as well as both objective and
subjective data’. Data for LPI are available for 149 countries from 2007 to
2016.

Based on many impartial arguments, we find that LPI is exceptionally
good index - comprehensive and free of flaws of some of the above
mentioned indicators, for which there are consistent data going back a

! See section 3.1. How is LPI calculated, in this paper.
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decade. In addition, we have not found any empirical research on
comparative development of European countries using LPI?.

In this paper we present our empirical analysis for selected European
countries using data on LPI, its dimensions and components. Our intention
for some future research is to assess B- convergence for the panel of
selected European countries using LPI.

3. METHODOLOGY
3.1. How is LPI Calculated?

LPI, as a prosperity index, combines more recently created indicators
— better known as indicators of subjective wellbeing or measures of
happiness — and economic indicators. LPI ranks countries according to
“how well they are doing the kinds of things necessary to raise GDP (i.e.,
promoting economic competitiveness) and to raise average subjective
wellbeing or life satisfaction (i.e., promoting comparative liveability)”
(Legatum Institute, 2008, p. 10).

LPI originated from testing the nature of prosperity and the way it is
created. Besides material wealth, it also covers social capital, health,
equality of opportunity, environment, effective governance, human rights
and liberties, and overall quality of life. Although LPI is index of the
drivers of prosperity rather than index of prosperity outcomes (Legatum
Institute, 2008, p. 10), it still has a significant relationship with prosperity
outcomes, which confirms a very high correlation coefficient between LPI,
average per capita income and average subjective wellbeing®.

LPI in fact represents the measure of human progress, which
indicates how prosperity is formed and changed in countries round the
world (Legatum Institute, 20164, p. 1). It is an indicator that simultaneously
indicates both wealth (Economic Prosperity) and wellbeing (Social
Wellbeing) of a country (Figure 1). Those two flywheels are interconnected
and interdependent and they function as a unique “engine of prosperity”
(Legatum Institute, 2016a, pp. 3-4).

2 Except some of the analysis for some European countries in Legatum Institute (2016b),
with a focus on Austria.

% Competitiveness and liveability score on the LPI explain 75% of the variation in average
per capita income, whereas 76% of the average subjective wellbeing (see Legatum
Institute, 2008, p. 10)
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FLOURISHING AND PROSPEROUS SOCIETY
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Figure 1 Components of Prosperity Engine
Source: Legatum Institute, 20164, p. 4.

LPI was created bearing in mind that this kind of indicator for
measuring prosperity, should cover production per inhabitant, but also
gualitative and distribution aspect of this income. On the other hand, it
should also cover all aspects of human happiness, which is more widely
defined than can be expressed through indicators of emotional happiness
and life satisfaction (Legatum Institute, 2016a, p. 1). If we ranked countries
only according to measures of their economic prosperity (per capita income)
or life satisfaction of their citizens (indicator of social wellbeing), that
would not give us the insight into whether citizens in a country truly have
the opportunity to flourish and lead prosperous lives, i.e. we would not
gain insight into economic or social drivers of their success (Legatum
Institute, 2016a, p. 5). Therefore LPI was created bearing in mind the
flaws of previously constructed indices, and with the idea that it should be
multidisciplinary and include many drivers of prosperity.

LPI, as it has already been mentioned, consists of nine pillars:
Economic Quality, Business Environment, Health, Safety & Security, Social
Capital, Education, Governance, Personal Freedom and Environment. Each
pillar consists of around 12 variables, or more precisely LPI includes a total
of 104 variables. LPI is made up of both objective and subjective variables —
about 2/3 are objective variables and they are the indicators of material and
institutional qualities in the form of falsifiable and ‘“hard” statistics.
Subjective variables make up 1/3 of data within LPI, they were obtained
through different sorts of large-scale surveys and they capture mental or
emotional qualities felt by the population (Legatum Institute, 2016a, p. 12).
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Data for LPI were calculated and published for 149 countries and are
available for a 10-year period (from 2007 to 2016).

The Economic Quality pillar measures the performance of countries
in following key areas: structural policies (e.g. trade barriers), economic
satisfaction and expectations (e.g. satisfaction with living standards),
distribution of prosperity (e.g. relative poverty), engagement (e.g. labor force
participation and financial access), and production quality and diversity (e.g.
export diversity and quality). The Business Environment pillar includes
factors from the following categories: access (to infrastructure such as the
Internet and transport, and to credit), business flexibility (costs of starting a
business and of hiring and firing), clear and fair regulation (e.g. intellectual
property rights), and perceptions of meritocracy and opportunity. Next is the
Governance pillar, which measures performance of countries in four areas:
effective and accountable government, fair elections and political
participation, the rule of law, and the level of a country’s democracy. The
Education pillar measures performance in four broad areas: access to
education, quality of education, human capital, and competitiveness. The
Health pillar is used for measuring countries’ performance in three areas:
basic health outcomes, health infrastructure and preventative care, and
physical and mental health. The Safety & Security pillar measures
performance of countries in three areas: national security, personal
precariousness, and personal safety. The Personal Freedom pillar serves for
measuring performance in two fields: individual freedom and social
tolerance. The Social Capital pillar measures countries’ performance in three
areas: social cohesion and engagement (bridging social capital), community
and family networks (bonding social capital), and political participation and
institutional trust (linking social capital). The new thing in in 2016 is that
Prosperity Index also includes the Environment pillar, which is also changed
for LPI data available since 2007* (Legatum Institute, 2016a, pp. 8-10).

According to Legatum Institute methodology, these nine pillars are
grouped into three dimensions: Economic, Social and Institutional (see
Legatum Institute, 20164, p. 8). Still, we think it would be analytically useful
for the Environment pillar to be separate from the Social dimension, and that
a separate dimension should be formed instead. Therefore for Environment
pillar we form the fourth dimension, which we call Environmental, and as far
as remaining eight pillars go, we keep the same division into three said
dimensions (see Table 1). It is important to mention that this is one of the few
indices which also covers the environmental component, which is, along with
economic and social components, the component of sustainable growth.

* In 2016 another pillar was added (Environment), so instead of eight, LPI now consists
of nine pillars. Data was revised backwards and, using new methodology, it is now
presented for all the years since LPI was first calculated (2007-2016), which means that
the ninth pillar — Environment — is also included.
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Therefore LPI is of great importance and it is more comprehensive — and thus
more relevant — than similar composite indices.

Table 1 Nine pillars of LPI grouped into four dimensions

ECONOMIC
Economic Quality
Business Environment
SOCIAL
Health
Safety & Security
Social Capital
Education
INSTITUTIONAL
Governance
Personal Freedom
ENVIRONMENTAL
Environment
Source: Authors’ own representation based on Legatum Institute (2016a)

3.2. Methodology in this Research

In our empirical analysis, we started with the overview of the
ranking of selected European countries in 2016 (which is the latest
available data), as well as the ranking for 2007 (first available data for
LPI), with an intention to identify changes in position for each observed
country on the global list.

In our work, we assess regression parameter in an equation
containing LPI and GDP per capita, as well as in an equation consisting
of LPI and HDI, both for the beginning (2007) and the end of the
observed period (2016).

Based on these equations for each observed country, we calculate
the gap between real value of LPI and the value that LPI should have
based on the level of GDP per capita (i.e. the value of LPI obtained on
the basis of calculated regression equation).

Further on in the analysis, we divide the observed countries into
three groups and present the descriptive statistics (average value, standard
deviation, minimum and maximum value) for LPI and its components
(pillars) for different groups of countries. We place special accent on the
dispersion of values for LPI and for every pillar of LPI, i.e. the median of
the 75th percentile and the 25th percentile of the pillar score, as well as
their difference — interquartile range.

A special segment of research is the analysis of convergence
between two groups of developing European countries and the developed
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EU countries during the previous decade, based on the value of LPI, as
well as the value of LPI for each dimension and component (pillar),
which we present graphically in form of a large number of graphs, both in
the paper and in the Appendix.

4. EMPIRICAL ANALYSIS

In our study, we conducted empirical research on a sample of 31
European countries — 27 EU members® and four Western Balkan countries,
which are not EU members yet®.

Based on the ranking of world countries (149 of them) according
to LPI, we calculated the change in ranking for each observed country for
the period from 2007 to 2016. Graph 1 shows precisely the change in the
world ranking of observed European countries according to LPI between
2007 and 2016. The data indicate that nine out of 31 observed countries
were ranked lower in 2016 than in 2007 and that Italy and Hungary
recorded the biggest fall. On the other hand, 19 out of 31 countries in the
observed group were placed higher according to LPI in 2016 than a
decade earlier, while the biggest improvement was achieved by
Macedonia (by as many as 18 places), followed by Lithuania and Albania
(up eight places each). Only three countries retained the same position in
the world rankings: Austria, Portugal and Sweden.
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Graph 1 Change in the world rankings of observed European countries
according to LPI between 2007 and 2016

Source: Authors’ own presentation and calculation based on Legatum institute data

% Research covered 27 EU members since Great Britain started the process of leaving
this regional organization.
® Serbia, Albania, Macedonia and Montenegro.
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Table 2 Regression of LP1 on GDP or HDI: coefficients of determination
and t-value of coefficients with an explanatory variable

R t-ratio
GDP per capita (PPP $) 2007 0.68 7.90
log GDP per capita (PPP $) 2007 0.84 12.40
GDP per capita (PPP $) 2016 0.63 7.00
log GDP per capita (PPP $) 2016 0.80 10.88
HDI 0.83 11.73

Source: Authors’ own presentation and calculation
based on Legatum Institute, World Bank and UNDP data
Note: in the regression equation with HDI, latest available data at the time of
calculation were used — LP1 for 2016 and HDI for 2015.

When it comes to the observed countries, GDP per capita can
explain 63% of variations in LPI in 2016, and the t-ratio on GDP per
capita is 7.0 (R? in 2007 was 0.68 between GDP per capita and LPI, and
the t-ratio on GDP per capita was 7.9). Logarithmic line is a line of best
fit between these two variables. When independent variable is logarithmic
value of GDP, that increases R? to 0.80 in 2016, whereas t-value is 10.88
(in 2007 R? was 0.84 and t-value 12.40, see Table 2)". HDI can explain
83% of variations in LPI, whereas t-value is 11.73.

Graph 2 shows the relationship between GDP per capita and LPI.
Evaluated regression equation is presented in the graph for 2007 and
2016, where LPI is a dependent variable, whereas logarithmic value of
GDP per capita is an independent variable. Figures show that some
countries over-deliver prosperity relative to their level of GDP per capita.
This presents the case of positive prosperity gap, which is a positive
residual between real LPI value and value determined by the level of
GDP per capita. On the other hand, some countries under-deliver
prosperity relative to their level of GDP per capita. These countries have
negative prosperity gap, which is the case of negative residual between
real LPI value and value determined by the level of GDP per capita.

" Since Luxembourg is an outlier (having an exceptionally high income per capita in
comparison to other observed countries), we could exclude it from the sample of
observed countries. If we do that, R? in 2016 reached 0.83 (t-value: 11.89) provided there is
the relationship between GDP per capita and LPI (0.92 in 2007, t-value: 18.44), and 0.84
(t-value: 12.13) in 2016 in case of GDP per capita and LPI (0.87 in 2007 with t-value
14.00).
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Graph 2 Relationship between LPI and BDP per capita
for EU and WB countries in 2007 and 2016

Source: Authors’ own presentation and calculation
based on Legatum Institute and World Bank data

In the case of 31 observed European countries, we calculated GAP-
s for 2007 and 2016. We obtained GAP as a difference between LPI real
score of a country and the score defined by the level of logarithmic value
of its GDP per capita in PPP US dollars. In Graph 2, it is presented as a
vertical difference in the level of deviation of real score in relation to LPI
score on the line of best fit in 2007 and 2016. We calculated those
differences for 2007 and 2016 for each country and presented them in
Graph 3. Negative deviations (lower LPI real score in relation to the score
defined by the level of GDP per capita) were identified in 14 countries
during both years. It is important to note that the deviation was more
significantly pronounced in 2016 than in 2007 in the case of Bulgaria,
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Hungary and Slovakia (negative gap was much larger in 2016 than in
2007, see Graph 3). This indicates that certain new EU members have
recorded relatively bigger increase in income in the observed period than
the increase in the overall wellbeing. Positive GAP was recorded by 13
countries both in 2007 and in 2016. It was significantly higher in 2016
than in 2007 in case of Portugal and Finland (see Graph 3), which
indicates to a relatively higher increase in prosperity in comparison to the
increase in economic activity in those two countries during the last ten
years. Slovenia and Estonia recorded negative GAP in 2007, whereas
their GAP became significantly positive in 2016. The opposite trend
could be seen in case of Poland and Ireland. The difference between LPI
real score and LPI score defined by the level of GDP per capita for those
two countries was positive in 2007, but in 2016 it turned negative.
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Graph 3 Difference between LPI real score and LPI score
defined by level of GDP per capita
Source: Authors’ own presentation and calculation
based on Legatum Institute and World Bank data

We proceeded to divide the observed countries into three groups
and observe the differences in the level and movement of LPI.

The first group consists of 14 so-called old EU members and it
includes the majority of most developed European countries: Austria, the
Netherlands, Sweden, Germany, Italy, Greece, Spain, Portugal, Finland,
Belgium, France, Luxembourg, Denmark and Ireland.

The countries in the second group, which we called NMS (short for
New Member States), are 13 states that joined EU in 2004, 2007 and
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2013: Bulgaria, Romania, Slovakia, Slovenia, Poland, Czech Republic,
Estonia, Lithuania, Latvia, Hungary, Malta, Cyprus and Croatia.

The third group consists of four Western Balkan countries (also
known as WB countries) — which are still not EU members: Serbia, Albania,
Macedonia and Montenegro.

In Table 3 we presented mean, minimum and maximum values for
three groups of countries. The table points to significant differences in
LPI scores between observed groups of countries. It is obvious that 14 EU
members are, according to prosperity index and its components, far more
advanced than the countries in the remaining two groups.

Average LPI index score of NMS countries is by 8.3 points lower
than the average score of 14 EU members. As far as components go, it is
obvious that there are big differences in score when it comes to
Government and Personal Freedom pillars. On the other hand, NMS lag
behind EU-14 the least when it comes to Safety and Security.

WB countries have lower LPI scores by 14.4 and 6.3 points in
comparison to EU-14 and NMS, respectively. The biggest lagging behind
EU-14 is present in Government and Personal Freedom pillars, and the least
in Health and Safety and Security pillars. When compared to NMS, WB
countries lag behind the most in the areas of Environment and Economic
Quality, and the least in the area of Health and Business environment.

Table 3 Total LPI and LPI by components/pillars:
descriptive statistics, 2016

P1 econ busi |govc educ heal safe pers soci envi

mean 3.7 746 64.7 72.6 736 804 813 84.1 58.7 732

EU-14 st,.dev, 46 5.6 36 9.7 6.7 22 29 12 48 45
min 63.0 61.4 538 4.6 602 76.3 76.4 62.4 473 04.0

max 18.6 80.5 713 85.3 81.0 §4.9 85.6 92.5 04.5 19.7

mean 65.5 67.8 572 588 65.6 744 76.7 70.9 50.2 68.0

NMS st. dev. 31 32 34| 62 | 28 34 35 65 | 57 6.2
min 60.2 61.8 505 468 61.0 69.3 721 61.9 441 393

max 712 72.0 62.5 69.2 70.5 808 82.1 854 638 820

mean 593 578 348 498 613 723 73.0 63.2 451 36.0

WB st. dev. 1.0 0.6 36 1.1 27 1.8 34 1.8 09 29

min 58.0 56.8 492 484 369 69.9 67.2 60.4 44.0 53.1

max 605 | 584 390 | 511 63.6 749 75.7 63.2 46.5 60.5

Source: Authors’ own presentation and calculation based on Legatum Institute data

Graph 4 shows the dispersion of values for LPI and for every pillar
of LPI in 2016, for all three groups of countries. Horizontal line in each
square represents median score of LPI value and the value of each pillar.
The upper and lower bars mark the 75th percentile and the 25th percentile
of the pillar score, respectively; box represents data’s interquartile range.
In Governance pillar, in case of EU-14 and NMS, the scores take a long-
stretched dispersion, while the highest dispersion is in Business in case of
WB countries.
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Graph 5 Difference between average LPI score of EU-14 countries
and the average score in NMS and WB countries
Source: Authors’ own presentation and calculation based on Legatum Institute data

Graph 5 shows the difference in average LPI score between EU-14
and NMS countries, as well as between EU-14 and WB countries. In both
cases, we can see an obvious trend of decreasing the gap in LPI levels, i.e.
the convergence of NMS and WB countries towards EU-14 countries
according to LPI values.

Further on, we observe the gap in the average LPI score according to
dimensions (Graph 6) of NMS and WB countries in comparison to EU-14
group, i.e. we observe which are the dimensions where convergence
occurred and where is it the most pronounced, as well as whether there was
divergence in some of the dimensions. In the graph it is evident that the
fastest convergence is the one of NMS and WB towards EU-14, recorded in
LPI’s economic dimension.

Graph 6 also indicates that NMS converged in the social and
environmental dimensions of LPI, too, whereas divergence was recorded in
the institutional dimension of LPI.

Apart from the economic dimension, WB countries also converged
towards EU-14 countries in social and institutional dimensions, whereas the
difference in levels increased when it came to the environmental dimension.

Therefore, according to our analysis, NMS countries could make a
bigger progress if they develop their institutional parameters to a greater
extent in the near future, whereas WB countries could improve if they
invested more into environment.

The dynamics of differences in LPI levels in each pillar is also
observed and presented in the Appendix. NMS made the biggest progress,
i.e. recorded the fastest convergence towards EU-14, when it came to the
pillar called Business Environment and Social Capital, whereas the gap
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increased significantly (and this was the only increase) when it came to
Personal Freedom. WB countries converged the most towards EU-14 in
Business Environment and Governance pillars, whereas the biggest
divergence was recorded in the case of Environment component, but a
small divergence also occurred in Education, Health and Personal
Freedom (see Graph Al in the Appendix).
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Graph 6 Difference between average LPI level in EU-14 countries and
average LPI level in NMS and WB countries according to LPI dimensions
Source: Authors’ own presentation and calculation based on Legatum Institute data

5. CONCLUSION

Legatum Institute’s Prosperity Index (LPI) is one of the most
attractive recently created indicators covering a large number of
prosperity drivers and is thus an excellent measure of prosperity. In our
paper, we analyze prosperity, changes in prosperity and drivers of those
changes on a sample of 31 European countries — 27 EU members and four
Western Balkan countries, based on data for LPI for the period between
2007 and 2016.

After comparing LPI values at the beginning and the end of the
observed period, we concluded that on the list of world countries, nine of the
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observed European countries were ranked lower in 2016 than in 2006, that 19
countries were placed higher in 2016 than in 2007 and that three countries
retained the same spot in both these years. We also found that, for the
observed sample of countries, GDP per capita explains about 65% of
variations in LPI (logarithmic value of GDP explains around 80% of
variations in LPI), whereas Human Development Index can explain 83% of
variations in LPI. We then assessed that 16 countries had a negative gap —
their LPI value was lower than the value determined by the level of GDP per
capita, whereas 15 countries had a positive gap — meaning higher level of
prosperity than would be suggested by their level of GDP per capita.

Also, based on data for LPI, its dimensions and components/pillars,
we analyzed the convergence of new EU members and Western Balkan
countries towards older EU members during the last ten years. The results
suggest that new EU members could make progress and converge
towards old EU members if, in the near future, they focused on the
improvement of their institutions and particularly on the promotion of
personal freedom, whereas WB countries could progress faster if they
invested more into environment, education, health, and personal freedom.
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NHJAEKC ITPOCIIEPUTETA
KAO MEPA KBAJIMTETA )KUBOTA Y 3EM/bAMA
EBPOIICKE YHUJE U 3AITA/IHOT" BAJIKAHA

Mupjana I'nuropuh*, Bubana Jopanosuh I'appunosuh, Jby6oapar Casuh
VYuuepsuret y beorpany, Exkonomcku dakynrer, beorpan, Cpouja

Pe3ume

MHoOTrH KOMITO3UTHU MHAEKCH OCMHUIIUBEHH Cy YIIPaBO ca IUJbEM Ja ce Ha Haj0o-
Jbr Moryh¥ HauWH 0OyXBaTH M M3MEPU KBAIUTET JKUBOTA M OOTATCTBO ApkaBa. H-
nekc mpocreputera Jleratym mHctutyTa (LPI) mpexncraBiba jeman on aTpakTHBHHX
HOBHX TOKa3aTesba, KOjU 0OyXBaTa BENUKU OpoOj TMOKpeTada MPOCIIEPUTETa M THME
HpecTaBba OUIMYHY Mepy npocneputera. OH NpelcTaB/ba XOIUCTHYKH MPUCTYIT
HPOCIEPUTETY U UCTOBPEMEHO 00yXBaTa M MaTepHjaIHO OOraTCTBO M KMBOTHO 33J10-
BOJBCTBO, OJTHOCHO KOMOUWHYje BapHujabie cy0OjeKTUBHOT Oiaroctama Wi Mepe cpehe
ca eKOHOMCKUM Bapujadiama.

LPI ce cactoju o neBeT cTyOOBa KOje CMO OGN y YeTHPH BaKHE AUMEH3Hje
MPOCTIEPUTETA: EKOHOMCKY, COLIHjallHy, HHCTUTYLHOHAIHY U eKkosomky. byayhu na je
LPI jeman ox peTKUX CHHTETHYKHMX TOKa3aTesba KOju 00yxBaTa, uaMel)y ocraror, exo-
JIOIIKY KOMITOHEHTY, OBaj BaKHH ITOKa3aTesb je Takolje U CBEOOYXBAaTHUJU — a TUME U
pENeBaHTHUjH — OJl OCTAJIMX KOMIIO3MTHHX MHJIEKca. M3 Tor pasmora, cMaTpamo ja
ynotpeba unaekca LPI mpeacTaBsba cBOjeBpCTaH JOMPHHOC aHAM3H Pa3Boja Moje/u-
HHX 3eMaJjba, 3aTo je, ca jeJiHe CTpaHe, ped 0 100poj BUIICANMEH3HOHATHO] MEPH IPO-
CIIEpUTETa, a ca Ipyre 0 HEAOBOJHHO KOPHIINEHOj MEpH Y OBOj BPCTH UCTPaKUBAIbA.

VY Hamem paay aHanusupanu cMmo npocrnepureTr momohy LPI Toxom meceroro-
IIIIILET Ieprosa (3a koju ¢y poctymau nogau: 2007-2016) Ha y3opky oz 31 eBpor-
CKe 3eMJbe. YTBPIHIIN CMO Ja je Ha JIMCTH Koja oOyxBata 149 3emasba cBera mpema
LPI nmeBer ox mocMaTpaHHX €BpOICKHX ApikaBa 2016. ronquHe OMIO HUKE PAaHTHPAHO
Hero 2007. ronune, 19 3emaspa je 2016. roguHe 3ay3UMalo BHIIE MECTO y OJHOCY Ha
2007. roauHy, 0K Cy HCTOBPEMEHO TPH 3eMJbe 3ay3ene UCTy mo3uumjy. Uramuja n
Mahapcka 3abenexune cy Hajsehn max, Makenonuja Hajsehu pacr, 10k cy AycTpuja,
[Topryranuja u IlIBecka 3aapiKaie HCTO MECTO Ha CBETCKO] TOI-JHCTH.
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Takohe cMo yTBpAMIN 11, KOJ OCMAaTpaHOT y30pKa 3eMasba, GDP mo cranoBHu-
Ky oOjammaBa oko 65% Bapujanmja y LPI (;orapmrmoBana Bpemnoct GDP-a 06-
jamrmasa oko 80% Bapujanmja y LPI), nox nHIEKe JbyACKOT pa3Boja MOXKe 1a 00jacHH
83% Bapujaruja y LPI.

3aTHM CMO NpPHKA3aIM Ja Cy HEeKe 3eMJbe OoCTBapuie Behu, a HeKe MambU MpocIie-
PHTET 0] OUEKHBAHOT Ha OCHOBY BUX0BOT HuBoa GDP 1o cTaHOBHMKY U M3padyHaNu
OJTHOC MO3UTHBHUX M HETaTHBHUX OJCTyIama oA Tor HuBoa y 2007. u 2016. roguxu.
YTBpaunu cMmo aa je 14 3emasba TOKOM 00e TOAMHE MMaJl0 HETaTUBHU rem (Ha Ipu-
mep, JlykcemOypr, I'puxa, JIntBanwja m Mramuja), OXHOCHO BPEIHOCT HHUXOBOT
crBapHor LPI-a 6mia je Hmka y ogHocy Ha BpeqHocT nedunncany auBooM GDP no
CTaHOBHHUKY, JIOK je 13 3eMajpa MMayio HO3UTHBAH T'ell TOKOM IIOMEHYTE ABE IOJMHE
(nmonyt IlIBencke, lancke u PUHCKE), OMHOCHO OHE Cy OCTBapuie BehH MPOCIEPUTET
Yy OIHOCY Ha HUBO OYEKHBaH Ha 0cHOBY BHxoBOor GDP-a mo cranoBHuKy. Ilosbcka 1
Hpcka cy 2007. roguHe ocTBapuiie mo3utuBad, a 2016. ronuae 3a0enexuie HeraTu-
BaH ret, 10k cy Cnosenuja u Ectonuja 2007. ronuae umane Heratusas, a 2016. ro-
JMHE MO3UTHBAH Tell.

Kaz cMo mogenuinu nocMaTpaHy y30pak y TpU IpyIIe: T3B. CTape €BPOIICKE 3eMJbe
(EU-14), nose apxase wianuue (NMS) u 3emibe 3ananHor bankana (WB), yrBpamim
cMo na cy 3emibe EU-14 oueknBano nmaine HajBehn npocednu ckop LPI, xao n na n3a
Bux ciaene NMS u Ha kpajy WB.

Ha ocnoBy mopmataka 3a LPI, meroBe numMeH3nje 1 KOMIOHEHTE/CTyOOBE, aHAIU-
3upanu cMo koHBeprenuujy NMS u WB npema EU-14 y mocnenmux aeceT roaumHa.
YTBpawnu cMo 1a je y mocMarparoM nepuoxy LPI NMS u WB 3emaspa koHBeprupao
npema LPI 3emaspa EU-14. [Tocmarpajyhu numensuje u ctyoose LPI, 3akmyuayjemo
na 6u NMS Moriie 1a ocTBape Hampeaak u KoHBepreuimjy npema EU-14 ykonuko ce
y HapeJHOM IEpHONy ycpelcpesie Ha yHanpeheme HHCTUTYIHja, 3aIpaBo Ha JbYCKe
cioboze, ok Hampenak WB 3emasba nipe cBera 3aBucu oj Beher ynarama y )KUBOTHY
cpeluHy, yropeno ca yHanpehemem o0pazoBama, 31paBJba U JbYICKUX CI10001a.



