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Executive Summary

Elite Quality determines human
and economic development

Elites are an empirical inevitability, dominating all
political economies. They provide necessary coordi
nation capacity for the economy’s resources, whether
human, financial or knowledge-based.

By determining institutions that enable coordination,
elites shape human and economic development, the
destiny of societies, the wealth of nations, and their
rise and fall.

To sustain their position, elites run business models
that accumulate wealth. High-quality elites run Value
Creation business models that give more to society
than they take. Low-quality elites do the opposite and
operate Value Extraction models.

What did the EQx2020 research discover?

1.

There exist substantiadifferences in the states of

Elite Quality around the world.

Singapore is number one . While its score is pena
lized on account of high Power, the city state’s elites
are by far the highest value creators on the planet.

Thesuccessful Germanic elite model employed in
Switzerland (29) and Germany (3¢) fosters a high-le
vel of Value Creation, notwithstanding improvement
potential in various areas.

We find Anglo-Saxon elites to be high-quality

and are led by the U.K. (4) and the U.S. (3). Interes
tingly, American and British elites manage to rent seek
more than their top Power Sub-Index scoress{(and
2n), derived from excellent institutions, seem to war
rant.

Emerging superpowerChina has super elites co-
ming in 12" at a level much higher than its peers in
the middle-income category, and outperforming
many advanced E.U. countries.

BRIS countries are clustered in the lower levels.

Russia, India, Brazil and South Africa —in that
order — rank between 23' and 30™.
Many African elites are rent seekers , approxima-

tely as powerful as elites in China or Poland but sco
ring lowest of all surveyed countries because of high
Value Extraction activities.

The E.U. is split by Elite Quality , with Country
Scores varying significantly. Behind top-scorer Ger
many there is the cluster of Sweden (T Poland
(13", Portugal (14", France (19", followed by a
lagging one with Italy (17") and Spain (18").

EQx measures Elite Quality

We present the first ever international measurement of
Elite Quality, theElite Quality Index(EQX) for 32 coun
tries. We use 72 Indicators describing Value Creation/
Extraction. The Index architecture includes Power (Sub-In
dex 1), a measurement of future Value Extraction potenti
al, and Value itself (Sub-Index Il) and 12 Pillars (e.g.
Creative Destruction, Human Capture or Producer Rent).

Elite Quality is an analytical framework based on

economic and management theory designed to inter

pret — and possibly transform — the state of the world
and its future.

This EQx2020 Report is the first, experimental version
of what will be an annual publication. In early Janu
ary 2021 we are launching the EQx2021 on the
theme of Elite Value Creation and Covid-19.

Country
Score

Global
=

Singapore 1 GEE
Switzerland 2 [Eaemm
Germany 3 [eazam
United Kingdom 4+ [GEm
United States 5 e
Australia 6 ez
Canada 7 [enenw
dapan s 66
Korea, Rep. o ez
Sweden 10 [se7
Norway 1 [SEEN
China 12 [ssEm
Poland 13 [sss
Portugall 14 [sEo
France 15 [sraT
Israel 16 [se9
Italy 17
spain 18 (S5
Kazakhstan 19 52.7
Indonesia 20 52.0
Mexico 21 50.7
Saudi Arabia 22 49.2
Russian Federation 23 48.9
Botswana 24 48.9
India 25 45.4
Pakistan 26 445
Brazil 27 44.1
Turkey 28 43.3
Nigeria 29 42.4
South Africa 30 41.7
Argentina 31 41.6
Egypt, Arab Rep. 32 40.0

Elite Quality Report, EQx2020



1.Introduction:

Measuring Value in the Political Economy

More value had been created by early 2020 than at any
other time in economic history. Material improvements re
sulting from Value Creation through pioneering science,

innovative services and smart business models are still

— One-off high-impact events like Brexit and black swans
of all kinds lurking across emerging markets, Wall
Street, the South China Sea and in health systems
worldwide

enormous and evident. Humanity’s relentless ingenuity — Populist and anti-establishment politicians, on the Far

yields increasing benefits for all, enabled by the consoli
dation of phenomenal global coordination mechanisms
such as narrative$ and, yes, the elites. Yet, despite the ae
celerating prodigious output of our collective work, values
and creativity, discontent, disorder and distress are on the rise.

1.1 Our System, Challenged?

Since 2008, nations — their political and business leaders,
narratives and core values — have faced vigorous challenges
on multiple and largely unforeseen fronts. Numerous voices
claim that we are undergoing, even before the 21%century’s
inflection pandemic year of 2020, an assault on order of a
ferocity not seen since the 1930s. Social, economic and pe
litical forces might be gathering momentum to disrupt or
even destruct in ways we cannot seem to predict. A glance
at the current world situation demonstrates this:

— Protest movements and escalating riots, especially by
the young and the disenfranchised

— Unchartered combinations of secular stagnation,
stagnant wages, and sub-zero interest rates, along with
increasing inequality

— Trade wars, sanctions, technology embargoes and
deglobalization

— The extinction rebellion and rapid real-time environmen
tal degradation, confronting us with irreversible losses

Visuall:

Chapter 1 : Introduction

Right and on the Radical Left

— The rampant invasion of fake news and disinformation
campaigns, as well as targeted cyber attacks

— The human tragedy of refugees and the hard responses
of those who feel threatened by immigration and the
‘other’

— Raging debates within our societies and across the world
over how to define our obligations and relations to one
another, especially during the crisis caused by Covid-19

Within the top echelons of the political economy, there is no
president, no CEO, no technology tycoon, nor general who
purports to know the full impact and extent of the disruptions
in store. The coming years promise to be interesting, and
there is a keen awareness that unwelcome transformations,
very costly to many groups in society, are on the horizon. We
face takeovers by extremist political leadership with national
ist narratives, destruction of business of the non-creative kind,
the breakdown of health care and even of public order. Par
tial systemic collapse, while still very unlikely, is indeed no
longer unthinkable.

It is critical tounderstand the deep causes of discontent if

we are to address them . We are familiar with the generally
accepted narratives for what is wrong, all amply discussed in
the public domain.

Turmoil’'s questions: Beginning or end? The beginning of what? What are the causes?

" —aa
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What are ‘elites’?

Definition:

Elites are narrow, coordinated groups with business models that successfully accumulate wealth;

they are an empirical inevitability and exist in every society on earth. In short:

Surprise 1: Elites are a
mathematical certainty;
they are inevitable

Surprise 2:  Elites supply

essential coordination
capacity to society

Takeaway:

Fact 1: Elites can be
high-quality value creators

Fact 2: Elites can also be
low-quality value extractors

Hypothesis:  Elite Quality
determines economic and
human development

Action: We measure Elite
Quality by the Elite Quality
Index (EQx)

EQx is a political economy index that measures the ability of the business models of the elite in a

country — on aggregate — to create value, rather than rent seek

Generally accepted causes of discontent that stand out include:

— Technology , automatization destroys jobs and creates
a new digitally illiterate underclass

— Globalization , produces the losers of the “flat world”
who react and push for fragmentation

— Demographics , the onset of aging societies makes
the economy irremediably less productive

— Geopolitics , sees big power rivalries reconfigure and
lessen business spaces at significant costs

— Irrational behaviors , as in populism, racism, business
short-termism or police brutality, harm the public interest

— Black Swan events , like new viruses, water emergen-
cies or financial crises erode institutions

What if the above diagnosis is incomplete? These main

stream factors might bear less than full responsibility for hu
man development and declining relative prosperity levels that
significant segments of society in many countries experience.

1.2 A Gap, and One Worth Addressing?

The Elite Quality Index (also the Index or EQXx) proposes an
alternative analytical framework to interpret — and possibly

Visual2: Elite Quality as potential research gap

Source: Casas, 208, Figure 7 (modified)

transform — the state of the world and its future prospects. It is
based on a simple idea.

EQx holds that the business models chosen and run by elites
are at the origin of a causal chain that leads to economic and
human development. Elites (the ‘who’) affect human and eco
nomic development outcomes (the ‘what’), sometimes directly
and mostly indirectly via their sway on institutions (the ‘how’)
that lay down the rules of the game. Rules give elites the ‘license
to operate’. Both the ‘how’ and the ‘what’ are amply mea-
sured. For instance, the World Bank'sEase of Doing Business
Index (DBI) measures the latter while the World Economic Fo
rum'’s Global Competitiveness Index(GCI) or the United Na-
tions’ Human Development IndexXHDI) measures the former.

Measuring the ‘who’ of the political economy is the research

gap which we seek to pursue. We do so at the national aggre-

gate level, i.e. the elites in terms of their business models’ Val
ue Creation and Value Extraction choices.

Addressing the identified research gap will, as a next step, in
volve linking what we term ‘Elite Quality’ to economic and so-
cial outcome Indicators, such as growth, competitiveness, total
factor productivity (TFP) and human development. Sections
4.5 and 6.1 discuss the larger research project associated
with EQx including its medium-term growth predictor potential.

[Who] [How] [What]
Elite Institutional Human & Economic
Quiality Quality Development

Value Creation/Extraction
business models

Value Creation/Extraction
incentive structures

Value Creation/Extraction
actual

Elite Quality Report, EQx2020



1.3 EQx Results at a Glance

Visual3: EQXx Elite Quality Global Map, color-adjusted Country Scores
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1.4 EQx, Open for You

The EQx research project is open and participative. We Management Platform (IMP) is to solicit and organize pe
are designing the infrastructure for a vibrant community tential inputs and ideas. Future project stakeholders can be
that is inspired by the subject of Elite Quality and its poten users, dataset contributors, researchersr partners.

tial impact. The motivation behind the online EQx Index

Call to dataset contributors

Who can become EQx Dataset Contributor?

We encourage submission of original ideas for Indicator data. All ideas for novel, measurable Indicator €on
structs are considered as long as they describe Value Creation/Extraction phenomena in the economy. More
over, we are open to switch existing datasets with higher-quality sources. Contributions will be duly acknowl
edged and credited.

Contact us with your original thoughts and suggestions @atasets@elitequality.org

Call to researchers

The EQXx project’s ethos is that of an open global research community. The EQx2020 Report is a call to parties
interested in jointly developing EQx academic projects of a theoretical or empirical nature that aim at leading
peer reviewed publications.

Our purpose is to develop practical insights, including for policy. In this regard we look to research partners
wishing to take responsibility for a country or region, including the integrity of local data and the interpreta
tion of local results.

Reach us atesearch@elitequality.orgnd let’s discuss collaboration.

Chapter 1 : Introduction
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2. How ‘Elite Quality’ Became a Global Index

2.1 Conceptual Framework & Definitions

The Elite Quality Index (EQXx) proposes an alternative analyt
ical framework to interpret — and possibly transform — the
state of the world and ‘available futures’. Our key conceptual
underpinning is that elites are a central observable phenom
enon in political economies, a mathematical certainty exist

Crucially, as part of their wealth accumulation, elites choose
business models that either create value or rent seek. As sum
marized by Hillman and Ursprung (2015, p.3), “in the rent
seeking literature, a rent is an unearned reward sought
through a quest for privilege. The seeking of rents is personal

ing in every society on earth. ly beneficial ... but social loss is incurred because resources
are used in non-productive distributive quests”. The 2 con
In this study, elites are defined as the relevant leaders possess cepts are antagonists (Value&Rent) but they are also 2 sides
ing the strongest coordination capacity over society’s key re of the very same coin. In their fundamental form, Value and
sources, such as human, financial and other capital. Elites, as Rent are at the 2 ends of the business model spectrum, which
rational economic agents, must aim to maximize their wealth, EQx names Value Creation and Value Extraction. From the
utilizing their talent, resources and coordination capacity. micro perspective, where the unit of analysis is the individual
Elites are thus the narrow, coordinated groups within coun organization or the decision-maker, value creating ‘high-quat
tries that implement business models which successfully accuity’ elites run business models that create more value than

mulate wealth. they capture. ‘Low-quality’ elites do the opposite.

Visual4: Micro perspective of Elite Quality: EQx icons representing elites’ business model choice
“Capture more or capture less value than create”

Elite Quality : High Elite Quality : Low

&}
Value extracting elit es
Capture more value than create

—a O
=

Value creating elites
Create more value than capture

The choices made at the micro-level have an impact on the Prosperity for the wider nation, we claim, depends mainly on
macro, i.e. the level of the economy as a whole. In simple the nature of the business models chosen by elites. Specifical
terms, rent seeking is the means by which low-quality elites in ly, whether elites allocate society’s key resources like savings,
crease their own slice of the (economy’s) pie at the expense of talent, or land to value boosting (or reducing) projects. At one
the non-elites. This happens when business models are basedextreme, “rentier capitalism” is the state where “economic

on monopolies, certain subsidies, trade tariffs or even on the
most appalling phenomenon of slavery (which regrettably still
exists in the 215'century, as theGlobal Slavery Index annually
reports). Elites can also choose a business model that predom
inantly creates value, rather than extracts value. We call elites
that grow the whole pie to increase their own wealth and in
doing so enrich their own country, ‘high-quality’.

Chapter 2 : How Elite Quality Became a Global Index

and political power allows privileged individuals and busi -
nesses to extract a great deal of such rent from everybody
else” (Wolf, 2019). Rent seeking policies pursued by low-quat
ity elites result in less competition and thus lower efficiency
(Clements & Parry, 2018, p.56). By contrast, high-quality
elites have a transformative role in the political economy—
and on society in general — because by definition they give
more than they take.



Visual5:
“To grow my own slice or the whole pie?”

Macro perspective of Elite Quality: Economic impact of elites’ business model choice

4

The economy

Elite Quality: Low

Grow the slice

Elite Quality: High

Grow the pie

As policies, leaders and circumstances change, so too do
Elite Quality and economic and human development out

comes. Often, decisions are made by elites to transition
their interests from one business model to the opposite. A

and incentives. These reforms should galvanize a country’s ex
isting coordination capacity toward Value Creation business
models, while disincentivizing rent seeking Value Extraction.

rentier elite in the traditional energy sector might take a risk EQx holds that the operation of Value Creation business
and invest in 4" industrial revolution technologies, while a models is in the long-term best interests of the elites, their
value creating elite in an advanced industrial sector might families and associates. By creating value, not only does the
leverage political power for a trade barrier or force aregu - elite’s own wealth grow not at the expense of others’, but
lation that pre-empts innovative new entrants. Voila! A value the process of wealth accumulation also accrues social legit
creating business model is transformed into a rent seeking imacy, as it infuses society with public goods and inclusive

one, or vice versa. This fluidity motivates the annual release
of the EQx Index and exposes the ability for constructive
changes by elites themselves and policymakers based on
the information gathered herein.

Equally, a political economy may be shaken by highly disrup-

tive episodes. For instance, in the 2F century we have seen
the 4" Industrial Revolution, China’s rise and even a pandem

ic. As technological and social contexts evolve, business
models that once created value are naturally overtaken by
more innovative models, as human creativity and ingenuity
never cease. When the prevalent business models in an econ
omy do not keep up with possibilities afforded by technolog

ical and social advancement, stagnation occurs. Elite busi
ness models can also, using a Keynesian analogy, be ‘sticky’.

Elites can face disruption by using their coordination capacity
to accomplish Schumpeterian creative destruction with innova
tive business models, thereby creating value, or they can do
the opposite and become reactionary, seeking rents. Transfer
mations aiming at long-term economic and human develop

ment revolve around concrete, industry-by-industry reforms

economic growth.

On the other hand, if elites fail to progress out of an impasse,
such as one caused by technological changes, discontent or
even revolutionary forces may ensue and partially or com
pletely demolish the system, often with symbolic and non-sym
bolic acts intended to punish or vanquish elites. The rise (and
fall) of nations is therefore primarily a function of changes in
Elite Quality. That is, whether national elites — on aggregate
— increasingly create more value than they capture.

The EQx Index — with its Country Score and Global Rank — is
a heuristic that aims to measure these changes, by operational
izing the discussed political economy concepts and equating
them to actual levels of Value Creation and Value Extraction.
EQx is then a macro signal, or possibly a fundamental inde

pendent indicator, determining long-term economic growth
and the wealth of nations which result from high-quality elites.
We operationalize Elite Quality by developing Sub-Indices |

and II: Power and Value.

Elite Quality Report, EQx2020
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The Value Sub-Index Il is anchored in the ideas of Value Cre
ation developed in management and in rent seeking thee

ries of economics. Value Creation and rent seeking Value
Extraction are on opposite sides of the same continuum.

seeking per se, since power is a necessary, but not sufficient
condition. In some countries, elites enjoying high degrees of
power invest in and run Value Creation business models.

Elite business models are somewhere in the range between Given that EQx is a political economy index, the Power

Value Creation, at one extreme, and Value Extraction on the
other. The EQx mandate is to incorporate datasets that sup
ply evidence of Value Creation/Extraction, even though the
latter might be easier to ascertain and measure, because
rent seeking results are visible and affected via concrete in
terventions in politics.

How is power in the Power Sub-Index | measured? Dister
tions that enable rent seeking business models require pow
er. Since there is no rent seeking without power, power is
conceptualized as rent seeking potential. Power is not rent

Visual6:
B
.9 —
¢ c
& E Measures elite dominance
ﬁ'ﬁ in the economy:

at the firm level,
at the industry level,
and in creative destruction terms

4

e (5] Political Power
8%

=&

= 'E Measures the capture of
ﬂ-h- three kinds of rules:

rules of the state,
business regulation,
and the rules of human labor

Sub-Index | and the Value Sub-Index Il each possess the eor
responding 2 Dimensions: Political and Economic. While
these 2 political economy terms might be self-explanatory,
the definitions of all 4 Index terms are conveniently provid
ed on the next page.

Combining the 2 Sub-Indices with the 2 Dimensions brings
forth EQX’s 4 Index Areas. Each EQx Index Area is brought
to life by 3 conceptually related Pillars, which are the direct
host of the different datasets — the Indicators — that feed the
Index with data. The matrix from which the 4 EQx Index
Area quadrants emerge is presented below.

Index Areas matrix, where Power and Value Sub-Indices meet Political and Economic Dimensions

Measures Value Extraction from
the economy’s three markets:
products and services,
capital markets,
and labor markets

Measures Value Extraction in
the political dimension:
as the stafe’s unearned income,
its taking of income,
and its giving of income

Chapter 2 : How Elite Quality Became a Global Index
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2.2 EQx Architecture

The architectural design of EQx has been conceived of as a
4-level structure (Casas, 2020).

From the bottom up, EQXx is based on a transparent series of
selected datasets, operationalized as indivisible Indicators

(Level 3) are — in turn — grouped according to 4 Index Areas
(Level 2). The 4 Index Areas are the product of a 2x2 matrix
where the Power Sub-Index | and the Value Sub-Index Il meet the
Political Dimension and the Economic Dimension. For the Power
Sub-Index | and Value Sub-Index Il and for all the 12 Pillars, EQx

(Level 4). The respective datasets are collected, conceptually provides both Country Scores and the Global Rank.

validated, collated and referenced (see section 7.2). They
come from open, government and varied sources including
the World Bank, the IMF, the finance industry or other indices.
Selected Indicators are developed by the EQx team of re
searchers and collaborators. For each EQXx Indicator and its
underlying dataset there is a clear rationale of how they reflect
Value Creation or its opposite, Value Extraction (see Indicators
table in section 6.4).

Each of the (currently) 72 Indicators is logically connected to
a corresponding Pillar (Level 3), which are described in detail

in sections 2.3 (conceptually) and 3.4 (results). The 12 Pillars

Visual7: EQx Architecture

Source: Casas, 208, Figure 9 (modified)
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At the top of the EQx architecture, the 4 Index Areas come te
gether to produce the Elite Quality Index, EQx (Level 1), with
its Country Scores and Global Rank.

The index architecture provides the methodological structure
for the EQx construction, which is detailed in-depth in the EQx
Methodology Paper. The document can be downloaded at:
https://elitequality.org/methodology_paper. Various method -
ological aspects of EQx are available in sections 2.4 (Meth-
odology Introduction), 2.5 (Statistical Assessment), 6.2 (Meth
odological Note).
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2.3 EQx Pillars

The 12 EQXx Pillars each capture a specific element of the Eco
nomic and Political Power/Value complex present in coun
tries. The purpose of the Pillars is to define and form concep
tual lenses through which we can approach, understand and
measure specific phenomena. They comprise a weighted sum
of expertly chosen Indicators which numerically evidence
present or potential future Value Creation or rent seeking.

The Political Power  Pillars were selected to address the
capture of 3 kinds of rules: the rules of the state via the ‘State
Capture’ (i.1) Pillar, the rules of business regulation via ‘Reg
ulatory Capture’ (i.2), and the rules for labor markets and civ
il service jobs via ‘Human Capture’ (i.3). ‘State Capture’ ad-
dresses how distributional coalitions capture the state and its
government branches like withPolitical corruption(COR, i.1).
‘Regulatory Capture’ suggests the extent to which rules and
regulation, both in terms of process and output, have been
captured by interest groups. ‘Human Capture’ accounts for
the power of labor and civil service coalitions, including any
privileges in the political system, as well as their ability to in
fluence wages and working conditions.

The Economic Power Pillars measure elite ‘Industry Domi
nance’ (ii.4) and ‘Firm Dominance’ (ii.5) within the economy, as

well as the opposite: the extent of ‘Creative Destruction’ (ii.6).
‘Industry Dominance’ measures the dominance of leading in
dustries by measuring the degree of diversity in an economy.

The Political Value  Pillars are named ‘Giving Income’ (jii.7),
‘Taking Income’ (jii.8) and ‘Unearned Income’ (jii.9), and reflect
policy decisions in the political sphere that concern redistribu
tion in the broadest sense, as in Acemoglu and Robinson
(2012, p.76) “from one subset of society to benefit a different
subset”. An important point here is that we only consider the
merits of such redistribution in terms of Value and try to assess
for each surveyed Indicator whether it is extracted or created.
‘Giving Income’ measures how the government uses and man
ages public finances, looking at the provision of public goods
such as education or the amount of subsidies distributed in an
economy. ‘Taking Income’ addresses how the state collects such
income, as in Delta capital gains tax vs income tax(DKI, iii.8),
or whether it allows income or the ultimate value — life — to be
taken as in Homicide rate (HOM, iii.8). The ‘Unearned Income’
Pillar focuses on the exploitation of natural resources such as
Dutch disease propensity(DUT, iii.9), or of the future at the ex
pense of the present likeGovernment debt as % of GDP(DBT,
iii.8). Political Value offers a picture of the degree to which pro-
duction has been channeled into or shifted away from innova
tive and wealth-creating sectors of the economy (Porter, 1990).

The Economic Value Pillars directly measure the extent of
Value Creation (or Extraction) from the economy’s 3 markets:
the products & services markets, the capital markets and the

labor markets. ‘Producer Rent’ (iv.10) estimates the rents ex 13

tracted by producers and suppliers in the market for goods

‘Firm Dominance’ measures the power of single businesses and services, whilst ‘Capital Rent’ (iv.11) measures the rents

within the economy, with Indicators such asAntitrust exemptions
(ATX, ii.5). We borrow Schumpeter's (1942) concept of ‘Cre-
ative Destruction’ — the replacement of outdated by innovative
structures —
measures ofEntrepreneurshid ENT, ii.6) and VC finance (VCK,
ii.6). The aim is to measure the pressures for renewal and dis
ruption in the economy which fuel Value Creation.

Visual8:

extracted both directly and indirectly as a result of financial
market participation. ‘Labor Rent’ (iv.12), which includes Indk
cators such asUnemployment rate(UEM, iv.12) and the Gen-

for the third Economic Power Pillar which includes der wage gap (GVG, iv.12), allows us to assess the rents aris

ing within a country from interventions by both supply and
demand forces in the labor market.

EQx Architecture, specifying Level 2 and 3 constituents

Level 1
ELITE QUALITY
INDEX
Level 2
Power O Value
Sub-Index| e Sub-Index Il
Political Power (i) Economic Value (iv)
Index Arwa Indax Arsa
x| [0
;
Level 3
i =0| [TOsln | | By ‘ g | [ | [ 2
? L =0 =0
State Regulatery Human Industry Firm Craative Giving Taking Unearned  Producer Capital Labaor
Caplure Coplure Copture  Dominance Dominance Destruction Income Income Income Rent Rent Rent
li.1) [i.2) (i.3) fii.4) (ii.5) (ii.8) fiis.7) {iii.B) (iii.?) (iv.10) liv.11) [iv.12)
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2.4 EQx Methodology Introduction

EQx aims to be an academically grounded and statistically
valid measure of Elite Quality. At the same time, judgement
calls are inevitable during the process of index construction
(Mazziotta & Pareto, 2013, p.74). Therefore, EQX’s overar -

ching objective is to make the procedure as clear and trans

parent, and hence as justifiable as possible (Santeramo,
2017, p.135). In consequence, the underlying assumptions
and methods used for index construction are presented and
evaluated in detail in Measuring Elite Quality (Casas, Cozzi,

Diebold, & Zeller, 2020), a.k.a. the EQx Methodology Paper.

The steps underlying the EQx Index construction are shown in
Visual 9 below. Steps 1 and 2 are detailed in the EQx White
Paper (Casas, 2020) and summarized in sections 1 to 3 of
this report. Steps 3 to 8 are developed in detail in the EQx
Methodology Paper, and a brief summary is supplied in the
Exhibit section 6.2. In this report we focus on the construction
process and the weighting, and provide a brief summary of
the main methodological steps for reference purposes. The
weighting part of Step 6 is examined in this section, while the

statistical assessment, Step 8, is concisely summarized in the

next section, 2.5. The results of Step 7 are presented in the
report which is the realization of Step 9.

Visual9: EQX’s 9 step construction process

EQx Concept

Stepl Step2
Theoretical Theoretical
grounding and consistent Indi-
framework cator selection

EQx Input
Step3 Step4 Step5
Dataset Imputation of Normalization
collection and missing data of Indicators
transformation

EQx Output
Step7 Step8 Step9
Determination Robustness and Results
of Country sensitivity visualization &
Score & publication
Global Rank
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Weighting Scheme

The Indicator weighting scheme of any index is decisive, de
termining scores and rank. Best practices in index construction
see weights explicitly made consistent with the index concept
and made transparent. In other words, first, a weighting
scheme must reflect what the index aims to measure. Second,
each of the datasets that constitute the index must see their
weight assigned in a documented and traceable manner.

In EQX, the fundamental datasets are the Indicators, and they
all denote present or future Value Creation &Extraction) phe
nomena. For instance, Indicators considered includéirm Con
centration (HHI, ii.5), Global Pluralism Index(PLU, i.1), Trade
freedom (TREF, iv.10),Firm exit ratio (EXR, ii.6), Crony capital-
ism (CRO, i.2), Natural interest rate deviation from optimum
(DNI, iv.11), or Corporate tax rate deviation from optimum
(DCT, iii.8) (for the full EQx Indicators list, see Exhibit 6.4). The
weight of each Indicator in EQx depends on the weight of that
Indicator (Level 4) within its Pillar (Level 3), the weight of the
Pillar (Level 3) within the Index Area, and the weight of the Ia
dex Areas (Level 2) within the EQx Index (Level 1).

What does the EQx Index aim to measure? Again, the overall
Elite Quality of nations in terms of the Value Creation caused
by the nation’s elite business models as evidenced by aggre
gated datasets. Generally speaking, indices, in terms of what
they measure, lay on a spectrum ranging from established to
emerging concepts. On one hand, indices advance and mea
sure well established constructs like competitiveness, innova
tion, multidimensional poverty, the gender gap or prosperity,
and on the other, novel constructs like ease of doing business,
happiness, attractiveness or economic complexity. Elite Qual
ity is a novel construct and, as such, has necessitated a
weighting method that combines both conceptual and ex
pert-led approaches.

Step6

Weighting and
aggregation



Elite Quality is measured at present by 72 EQx Indicators,
each of which is evidence of Value Creation (or its opposite,
Value Extraction) in the political economy, at present or poten
tially in the future.

The EQx notion sees Power as a necessary condition for
Value Extraction and rent seeking. The Power Sub-Index | is
thus the indicator of potential future Value Extraction. There
fore, the relative weighting for the 2 Sub-Indices Power and
Value is conceptual and determined by the authors after
thorough deliberation: the Power Sub-Index | has a weight
of 34% whereas the Value Sub-Index Il is weighted at 66%.
Further research will determine the extent to which Power
leads to future Value Creation/Extraction, and is one of the
factors that might lead to the re-calibration of weights. Inci
dentally, the Elite Power Sub-Index | can be construed as an
independent index in its own right.

The EQx could have been christened Political Economy Index
because it measures Power and Value in the political econo
my. Each of EQx’s 2 Sub-Indices contain a Political and an
Economic Dimension, as discussed earlier. The weights of
these 2 Dimensions within the Power Sub-Index | and the Val
ue Sub-Index Il respectively are also the result of the concep
tual EQx design and of the authors’ judgement: the weights
for both are established at roughly 1/3 : 2/3 (conceptual de -

Visual10: EQx weighting overview
Level 1
Level 2
Conceptual Deliberation 1
Conceptual Deliberation 2, 3
Level 3
Budget Allocation Process
Level 4

Budget Allocation Process

liberations 2 and 3). For the Power Sub-Index I, the ratie

nale is that Economic Power is supreme, while Political
Power only reflects potentially extractive processes if it tran
sitions to the economic arena. For the Value Sub-Index II,
the rationale is the higher significance — in terms of direct

impact on citizens and economic agents — of the economic
over the political in the overall Value Creation processes of
the political economy.

One can imagine a matrix with the 2 Sub-Indices intersect
ing the 2 Dimensions, thereby yielding 4 quadrants. Each is
an EQx Index Area (see Visual 10). Their nomenclature is
discernible: Political Power (PP), Economic Power (EP), Polit
ical Value (PV) and Economic Value (EV). The conceptual
deliberation weighting 1, 2 and 3 just described extends a
specific weight to each Index Area: 11.6% (PP); 22.4%
(EP); 22.4% (PV) and 43.6% (EV).

While the weights of Level 2 elements (the 2 Sub-Indices,
their 2 Dimensions, and the 4 derived Index Areas) are de
termined by conceptual deliberation, the weights of EQx
structure levels 3 and 4 are established by a panel of ex
perts employing Budget Allocation Process (BAP) methodol
ogy. BAP establishes the weighting of Pillars (Level 3) within
each of the 4 Index Areas, as well as the weighting of the
Indicators (Level 4) within each of the 12 Pillars.

Elite Quality Report, EQx2020
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2.5 Statistical Assessment Test 1 — Leave-one-out robustness

As the previous steps highlight, the EQx is based on several Test 1 assesses the sensitivity of the Index to the selection of
judgement calls and is the result of a multilevel calculation underlying Indicators and aims at showing the balanced
exercise. This raises the question: how reliable and mean structure of the EQXx. Are all of the 72 Indicators equally imt
ingful is the EQx? portant? Are some redundant, or, on the contrary, dominat
ing Index scores? To answer these questions, we test the im
Evidence of the reliability of the Index is obtained by a range pact of each Indicator on EQx Country Scores and Global
of robustness tests, presented and discussed in detail in theRank, by excluding one Indicator at a time. Visual 12 shows
EQx Methodology Paper and summarized hereinafter. The the effect on EQx Country Scores. The distribution of differ
tests aim at validating the previously presented judgement ences in EQx Country Scores is illustrated by vertical lines
calls by gauging the sensitivity of the Index to modifications of for each excluded Indicator. A small box and short vertical
its set-up, and, in particular, investigating how sensitive the line close to the zero-difference horizontal red dashed line
EQx Country Rank is, ceteris paribus, to changes in key mod indicate that the respective Indicator does not significantly
elling assumptions. 5 statistical tests assess the Index’s robustaffect EQx Country Scores. Thus, Visual 12 shows that
ness in different regards, as summarized in Visual 11. while all Indicators contribute somewhat to the final EQx
Scores, most Indicators differ only moderately in their influ
In summary, the 5 tests performed on EQx2020 data suggest ence. Furthermore, considering the impact on the Global
that EQx Country Scores and the implied Global Rank are not Rank, in almost all cases excluding an Indicator does not
driven by (i) individual Indicators, (ii) data quality or availabil - change the rank of a country at all, or only by one rank (the
ity, and are robust to a range of alternative (iii) normalization visual is presented in the EQx Methodology Paper).
(iv) weighting and (v) aggregation schemes.

Visualll: EQX statistical assessment tests, overview table

Test Nr. Test Name Main Results

EQx has a balanced structure. While all Indicators and
1 Leave-one-out robustness Pillars contribute to final scores, none dominates the
ranking.

L - Differences in EQx scores between countries are not
2 Sensitivity to data availability significant with respect to the number of Indicators used
for Index calculation.

o - EQx is stable to changes in the trimming threshold used
3 Sensitivity of the normalization scheme for the normalization of Indicator values (e.g. highly
significant Kendall Tau b correlation coefficient of 0.95,
when comparing EQx ranking to a ranking using no
trimming during the normalization).

- EQx ranking is largely robust to slight and even far-rea-
4 Robustness to the weighting scheme ching modifications in the weighting scheme (e.g. highly
significant Kendall Tau b correlation coefficient of 0.77,
when comparing EQx ranking to a ranking using equal
weighting at every aggregation level).

_ EQx ranking is largely robust to modifications in the ag-
5 Robustness to the aggregation scheme gregation scheme (e.g. highly significant Kendall Tau b
correlation coefficient of at least 0.96, when comparing
the EQx ranking to a ranking using geometric aggrega-
tion at one of the aggregation levels).

Chapter 2 : How Elite Quality Became a Global Index



Visual12: Test 1, on Indicators: Deviation from baseline scores, excluding one Indicator at a time
Note: Boxes represent 50% of all countries; the horizontal line within a box indicates the median
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Deviation from the Baseline Score

To assess whether EQx has a balanced conceptual structure, lars. The median deviation from the baseline EQx Global
we re-run Test 1 but this time by examining the effect of omit Rank is zero in almost all cases. Omitting one of the Pillars 1,
ting one Pillar at a time on the Global Rank. Visual 13 shows 2, 3, 5 or 9 does not affect the Global Rank position for near-
the subsequent distribution of the differences in the Global ly all countries.

Rank, which is illustrated by the vertical lines for each exclud

ed Pillar. Pillar 12 (Labour Rent) is the highest-impact Pillar, Thus, the results suggest that while all Indicators and Pillars
since its omission shifts countries’ Global Rank the most. How contribute to the EQx, with some having a larger impact than
ever, for 50% of countries, omitting one Pillar affects their others, no single Indicator and no single Pillar dominates the
Global Rank by only up to one position for the majority of Pit  final EQx Global Rank.

Visual13: Test 1, on Pillars: Deviation from baseline ranking when excluding one Pillar at a time
Note: Boxes represent 50% of all countries; the horizontal line within a box indicates the median
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Test 2 — Sensitivity to data availability Test 3 — Sensitivity of the normalization scheme

Test 2 gauges the meaningfulness of the EQx in terms of the The mean and standard deviation underlying the Indica
data used, by investigating whether missing data points fol  tors’ standardization are calculated from the 95% trimmed
low a completely random pattern or a systematic pattern datasets. Test 3 evaluated the sensitivity of the EQXx to this
(the latter being a problematic indication of bias). In other method, by calculating Index values using several thresh
words, are Country Scores related to the availability of olds for the computation of means and standard deviations
data? Indeed, countries with more data tend to score higher during the normalization process, and comparing the re
in the EQx. However, this relationship is not deemed to be sulting ranking to the baseline EQx ranking. The rankings
particularly strong. That is, differences in EQx Country using different trimming thresholds are highly correlated
Scores are not significant with respect to the number of Indi  with the baseline ranking. For instance, when applying no
cators. Furthermore, provided the considered Indicators are trimming at all, the resulting ranking is still highly and sig-
unbiased, the state of Elite Quality is depicted using less, nificantly correlated with the baseline ranking, with a Ken-
but nevertheless correctinformation. In view of the high-qual dall Tau-b correlation coefficient of 0.95 (Spearman cor
ity data constituting the EQx, we thus do not expect EQx relation coefficient: 0.99).

scores to be biased in terms of data availability.

Chapter 2 : How Elite Quality Became a Global Index




Test 4 — Robustness to the weighting scheme Test 5 — Robustness to the aggregation scheme

Special consideration is given to the question of whether the A similar picture arises when considering a different aggre
Global Rank would change considerably if a different gation scheme. To assess the sensitivity of the EQx Country
weighting scheme was used. This is done in Test 4 by com Scores and Global Rank towards the underlying functional
paring the ranking resulting from an alternative weighting form, 2 alternative aggregation schemes are considered in
scheme to the baseline EQx Country Rank. The alternative Test 5. First, a weighted geometric mean is taken instead of a
schemes entail, for instance, applying equal weighting at weighted arithmetic mean at each level of aggregation. Sec
the Sub-Index aggregation level while the remaining weight ond, a Leontief function is applied where, for instance, the P#
ing scheme remains unchanged, or, equal weighting at ev lar score is obtained from the unweighted smallest Indicator
ery level of aggregation (Indicator, Pillar, Index Area, value within that Pillar. In that case, aggregated Country
Sub-Index level). The resulting alternative rankings are high Scores are constrained by the minimum value of considered
ly and significantly correlated with the EQx ranking: in the elements (Saito, 2012, p.1). Again, after applying the alter -
first example, the Kendall Tau-b correlation coefficient native schemes at different aggregation levels, the resulting
amounts to 0.89, and in the second example to 0.77. alternative index rankings are highly and significantly cor-
related with the EQx Global Rank. For instance, the Kendall
Tau-b correlation coefficient when applying a geometric fune
tion at any one of the aggregation levels amounts to at least
0.96, and when applying a Leontief function at any one of
the aggregation levels, to at least 0.76.
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3. EQx Results

3.1 Elite Quality Country Score, Global Rank and Highlights

Visuall4: EQx2020 table of Country Scores and Global Rank with Power and Rent Sub-Indices

EQX Subdndices

Power (1) Value (II)
Rank | score | Rank| score J Rank| score |
Singapore 1 NGS5 s 1 AR
Switzerland > [NeEONN s [Wessl 2 eSS
Germany s [ed2l s eSO s [esTI
United Kingdom 4 eSOl 2 s v [eostTin
United States 5 [esal 1 TN s [ssen
Australia e [Nes2i s [WesalE 4 [esin
Canada 7 [eLen o [We7il s [iersiin
Japan s [IIBLEN 10 [IHE2000 e [IeraT
Korea, Rep. o [IeL2i 4 [WesOT o [TsesT
Sweden o [US9700 11 [IEL8TTN 10 [USBE
Norway 1 [0s86 13 [Te02000 13 [S7EL
China 12 [USEALS 1o [0SBZ0N 11 [L0SESI
Poland 13 [SEENN 17 [NSESNN 12 [NSsZu
Portugal 14 (108801 12 [IELATTE 15 [s63
France 15 [sTaLy 7 [MNGSANN 16 [SaE|
Israel 16 (11868 & [IIESSIIN 10 885
taly 17 (L0855 16 [L0SB6NN 18 [ 5390
Spain 18 (885 14 [IUSGSTTN 21 882
Kazakhstan 1o (827 2 | @5 14 [0SES0
Indonesia 20 [ 820 22 [ 492 20 [885
Mexico 21 | s07 25 | 474 | 22 |84
Saudi Arabia 22 | 492 | 30 ! 17 [sse
Russian Federaton 23 | 489 | 24 [ 483 | 25 [ a2
Botswana 24 | 489 20 | 427 23 [ 820
India 25 45.4 23 [ 484 | 27 | 438 |
Pakistan 26 445 32 : 24 [ 507
Brazil 27 44.1 20 [[B02 7 28 41.0
Turkey 28 43.3 21 [[492 7 29 40.3
Nigeria 29 42.4 31 34.7 26 | 464
South Africa 30 417 18 [EEE 32 33.1
Argentina 31 41.6 26 [ 4r1 | 30 38.7
Egypt, Arab Rep. 32 40.0 27 | 42 31 37.8
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Beyond academia, the aim of the Elite Quality Index (EQx) elites’ Value Creation business models and incentivize polit

is to become a tool for thought leaders and front-runners in ical economy tenets that foster such models.

business, government and broader areas of social engage

ment. EQx is an instrument that aims to support national The main findings as we interpret the EQx2020 results are
discussed below:

What do EQx scores tell us?

Finding 1: Singapore

The clear leader, so successful that it is a stand-alone outlier. Singaporean elites base their business models
on Value Creation. They are also significantly more powerful than their Western counterparts; precisely be
cause of this feature, Singapore’s EQx Country Score is strongly penalized (because Power is potential Value
Extraction). Yet, Singaporean elites refrain from rent seeking activity. Thus, despite its middling rank in the
Power Sub-Index I, the country comes in well ahead of all others in the overall Global Rank, thanks to a stel
lar showing in the Value Sub-Index II. The Asian city state is the gold standard of elite governance. One must
then ask: how can the world learn from Singapore’s elite governance?

Finding 2: U.S. and U.K.

EQx’s most thought-provoking result might be the®@and 5t place of the Anglo-Saxon economies. The surprise
starts with the excellent scores attained in the Power Sub-Index |; American and British elites are the least pow
erful of all. This comes with a twist: despite their relative weakness, they manage to rent seek. We see a po
litical economy configuration opposite to that in Singapore. The question emerges: on the back of their strong
showing, will the U.S. and the U.K. model result in higher economic growth and human development rates
than other advanced economies in continental Europe and East Asia?

Finding 3: China

The emerging superpower’s aggregate Elite Quality Country Score is at the high end of the spectrum. China’s
performance is all the more extraordinary given its middle-income status. As a matter of fact, China’s Elite
Quality is comparable to European advanced economies like Norway or Sweden. At a level much higher
than its peers in the middle-income category, China manages to stimulate Value Creation, while keeping rent
seeking business models under control. The question thus emerges; what accounts for China’s success — is it
its large economy, authoritarian political governance, or institutions that favor competition?

Finding 4: E.U. core economies

The E.U.’s leading countries vary significantly in their Country Scores. Germany is well ahead of France,
while Italy and Spain place a couple of steps lower. One must ask: do dissimilar Value Creation elite business
model configurations point to divergent long-term growth prospects for individual E.U. countries, and do we
have multiple political economy models within Europe?

Finding 5: BRICS

The often-discussed BRICS split between China and the other 4 countries is clearly visible in the EQX, although
with a nuance. Russia, India, Brazil and South Africa (in that order) cluster around relatively low levels. A rung
below Russia we find Brazil and India at similar levels, with the latter's lower GDP per capita implying future
growth potential. An important question emerges: how can the ‘BRIS’ elites transition to higher Value Creation
business models on aggregate and so advance their long-term growth prospects?

Elite Quality Report, EQx2020

21



3.2 State of Elites Framework: Country Mapping, Elite Typology and Highlights

The State of Elites framework revolves around EQx’s 2 Sub-In
dices, Power and Value. Both represent the degree of Value
Creation along a spectrum ranging from high to low. The ratio-
nale for Value Creation &xtraction is described in Section 2.1.
Visual15:  State of Elites framework, description

It is important to emphasize that the State of Elites framework of the 4 states
sees the interaction of the present with the future, as it reflects Source: Casas, 2020, Figure 10 (modified)
the fact that Power converts to Value Extraction. Value Ex
tract|on_ busme_ss models require Power tq operate f':mgl thus g Quadrant I Quadrant |
Power is described as future Value Extraction potential in the <
Visual 15. In the framework, the 2 axes represent the 2 tempe s . .

. ) P . . p g Enlightened Competitive
ral perspectives and so every country finds itself in a position O Bl = e

that captures information about the present (via Value) and the
future (via Power).

Value

The State of Elites is best apprehended through 4 possible cen
ditions that describe a country’s elites in terms of their business
models on aggregate: ‘competitive’, ‘enlightened’, ‘rentier’
and ‘striving’. The Power Sub-Index | and Value Sub-Index I
Country Scores serve as the x- and y-axis of the 2x2 matrix
which provide the coordinates that not just locate each political
economy in the framework, but most importantly serve as a
starting point for interpretive work. A country’s position is a

Extraction (0)

i . L. K High Power (0) Low Power QI0)
unique and important source of insights to analyze its present i.e. Value Extraction Power i.e. Value Creation

Potential Potential

situation as well as to understand its prospects, especially giv
en our aim to support the development of prescriptive views.

Description of the 4 States of Elites

Quadrant 1 sees ‘competitive elites’ in a situation which most resembles a free market. This state is charac
terized by short-lived cycles of highly innovative and profitable elites that rise to the top in quick succession.
If contests between elites is civil, that competition will produce a plethora of public goods, including human
and economic development. Technological possibilities are seized, and long-term economic growth is maxi
mized and limited only by human capacity to innovate.

Quadrant 2 sees powerful elites that dominate the political economy. These dominant coalitions, however,
refrain from Value Extraction despite their ability to obtain rents, and instead choose to run value creating
business models. The ‘enlightened elites’ state is one where elites are very powerful and nonetheless create
substantial value.

Quadrant 3  exhibits ‘rentier elites’. Countries with economies in this state are characterized by highly dom
inant and powerful elites that have consolidated value extracting business models. Having captured the levers
of power and overcome the resistance of productive forces, the elites have designed institutions that favor their
business models at the expense of increasingly demoralized non-elites who have little incentive to invest in
Value Creation activities.

Quadrant4  sees free-for-all Value Extraction by a multitude of diverse agents. Low power elites compete for
rents and Value Creation business models are absent, challenged by all sides. The ‘striving elites’ state is an
“Absent Leviathan” situation (Acemoglu, & Robinson, 2019) and a rather unstable one, with aspirational
elites whose extractive rent seeking is real but has not (yet) scaled. Emerging interest groups engage in strug
gles of all kinds for dominant positions that will enable them to shape institutions that will in turn protect and
consolidate their business models.

Chapter 3 : EQx Results



EQx2020 State of Elites, results
Employing the Power Sub-Index | and Value Sub-Index Il
Country Scores, we position each of the 32 covered countries

in this Report in the State of Elites Framework.

Visual16: EQx2020 State of Elites Framework: Country positions based on EQx Sub-Indices Power and Value
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EQx2020 State of Elites, highlights

The high-level State of Elites analysis has most of the 32 In the ‘competitive’ quadrant we see a relationship between
EQx2020 surveyed countries as either ‘rentier’ or ‘competi the leading countries at the frontier of Elite Quality (Singa
tive’, and we detect a developmental relationship between pore, Switzerland, Germany, U.K. or U.S.) that runs perpen
the quadrants. Within each quadrant, however, the picture dicular to the trendline in the overall sample. That is, Singa
that emerges is more complex. Each cluster, development pore tends toward the ‘enlightened’ space given its relatively
level or region can be analyzed on its own terms. Such a powerful elites (more than compensated for by the actual Val
perspective then yields an understanding of each of the 4 ue Creation of its elites). On the other hand, the U.S. or the
State of Elites in terms of tendencies: the variance from one U.K. score highest in terms of Power but manage to rent seek
political economy to another, even when quadrants are with Value scores at the levels of countries in the next cluster
shared, is significant. where we find Korea, Sweden or China.

For instance, India and Pakistan have similar Country Scores, The 3 countries in the ‘enlightened’ quadrant restrain their
both being in the overall ‘rentier quadrant. The EQx interpree  Power (and Value Extraction potential) to actually create moe
tations and policy implications diverge greatly: while Paki- erate levels of value. Saudi Arabia, Indonesia, and especially
stani elites tend towards the ‘enlightened’, the aggregate of Kazakhstan fall in this category. The question is, will they (i)
Indian elites is disposed to the ‘striving’. That is, Pakistan follow the path of Singapore, or instead (ii) monetize their
elites are much more powerful but extract less value than their power, or even (iii) decline and tend towards the ‘striving’ po-
Indian counterparts, which on aggregate are more dispersed sitioning of Brazil or Turkey? After all, weakening elites could
and yet manage to rent seek more effectively. lead to a free-for-all rent seeking situation, as seems to be the
case in South Africa.

Elite Quality Report, EQx2020
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3.3 Value Configuration Framework:
Economic Activity as Shares of Value Creation/Extraction

EQx ranks countries on Elite Quality. That is, each country has the range up to the Country Score spot is determined to be
a score that represents a point on the Value Creation to Value Value Creation and the reminder to be Value Extraction. If the
Extraction spectrum of the political economy. The Country total economic pie is measured by GDP, Value Creation and
Scores are normalized to a range of 1 to 100, with 100 be - Value Extraction jointly add up to 100% of national income.
ing the highest score, i.e. the best, in terms of Value Creation.

Value Configuration is a rendition of the political economy po-
To make concrete the abstract aggregate notion, to support sition of a given country in relation to others, reflecting the re
policy and social debates, and to facilitate the connection of spective proportions of value creating and rent seeking busi
the macro (country-level) EQx to the micro (company-level), weness models. For any given political economy;, the ratio between
introduce the Value Configuration framework. The Value Con the 2 business models is not an absolute, but instead qualified
figuration suggests the relative proportion of Value Creation vs by the same metric of the other countries in the Index. Derivate
Value Extraction business models within a given economy on work on the Value Configuration heuristic is currently being test
a relative and comparative basis. A simple conversion turns ed at the firm-level, where a method is being developed to as
EQx scores into Value Creation percentages, where the dis sess the percentage of revenue (and profits) generated by firms
tance from a theoretical perfect 100% is assumed to be ece from Value Creation business models and their value extracting
nomic activity derived from Value Extraction business models. opposite. This assessment is also performed in comparative
While figuratively speaking Country Scores represent a point terms, the benchmark in this case being other firms.
on a continuum, the Value Configuration is a heuristic where

Visuall7: EQx Value Creation vs Value Extraction Configuration, based on EQx Country Scores
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3.4 Pillar Results Political Power Pillars, Index Area (i)

The Pillars are the specific and integer constructs that host the The Political Power Pillars measure the capture of 3 kinds of
EQx Indicators and their datasets. Categorized and cot rules: The rules of the state, the rules of business regulation,
or-coded along the 4 Index Areas, they are presented next. and the rules for labor markets and civil service jobs. The ter
Conceptually, the Pillar Country Scores and Global Rank minology is borrowed from Stigler's Capture theory (1971).
measure where exactly in the political economy Value is be

ing created and if the pie (versus the slice) is being enlarged.

Pillari.l, State Capture focuses on the direct capture by distributional coalitions of the state and
its government branches. This Pillar measures diverse manifestations of elite power ranging from
political centralization to gender parity at the state’s top echelons. Specific Indicators measure
Social Mobility (MOB, i.1) and any evidence that the state has been captured, as for instance
evidenced by Political corruption (COR, i.1) or in the planned Indicator, Political turnover(TUP,
i.1), which aim to reflect the degree of ‘creative destruction’ in politics.

Pillar .2, Regulatory Capture measures the extent to which rules and regulation, or the making
thereof, have been captured by special interests. The Pillar include&dministrative decentraliza:
tion (AED, i.2) and Crony capitalism (CRO, i.2), derived from an index proposed by The Econc
mist (“Comparing crony capitalism”,2016), which measures wealth derived by billionaires from
rent-heavy industries as a signal of the successful capture of regulators or legislators. It also ineor
porates the World Bank’s widely-recognized Ease of Doing Business Index coined in the EQx
as Institutional quality (DBI, i.2) — which measures the quality of a country’s institutions and regu
latory environment.

Pillar i.3, Human Capture attempts to measure the power of labor and civil service coalitions, iR
cluding their privileges in the political system. This might be reflected by their ability to influence their
own wages and working conditions. In this Pillar, evidence of their Political Power is measured by
Unionization rates (UNI, i.3), or Public sector employees as % of total employmerfPSE, i.3). Other
areas of human capture are operationalized by the Women, Business and the LawWBL, i.3) Indi-
cator, or the extreme phenomenon of modern slavery by the&Slobal Slavery Index (GSI, i.3).

Visuall8: Index Area (i) — Political Power, Pillars with Country Score and Global Rank
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Economic Power Pillars, Index Area (ii)

The Economic Power Pillars measure elite dominance in
the economy: First at the industry level, then at the single
business level, and lastly, the opposite of dominance, i.e.
creative destruction.

Pillar ii.4, Industry Dominance measures a national economy’s diversity. Influence of a
country’s dominant industries in the political economy is assessed by Indicators measuring,
for instance, the relative export volumes, revenues, or profits of leading industries as percent
age of GDP. The Pillar also includes Indicators like thé&economic Complexity Index(ECI, ii.4)
measuring the “amount of productive knowledge” (Hausmann, et al., 2011, p.63) implied in

a country’s export structures.

Pillar ii.5, Firm Dominance measures the degree of power concentration in the hands of a
nation’s leading firms. To that effect, the Pillar examines, for instance, th&op 10 firms mar-
ket capitalization as % of GDP (FKG, ii.5), as well as the number of Small and medium—
sized enterprises per 1,000 people (SME, ii.5). Indicators further considered will be mea
surements of policies designed to maintain healthy levels of competition and limits to
Economic Power.

Pillar ii.6, Creative Destruction estimates the pressures for renewal and disruption in an
economy. Borrowing Schumpeter’s concept, one focus is entrepreneurs whose role is to chal
lenge incumbents and drive economic growth. The Pillar first considers the “destruction” part
of the process for instance by measuring the.isted firms turnover, long run 15 years / short
run 3 years (TUL/TUS, ii.6) and the Firm entry/exit ratio (ENR/EXR, ii.6). Then, it considers
the forces fostering “creation” in the economy, such as the all-important level dEntrepreneur-
ship (ENT, ii.6) or VC (venture capital) finance(VCK, ii.6).

Visual19: Index Area (ii) — Economic Power, Pillars with Country Score and Global Rank
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Political Value Pillars, Index Area (iii)

The Political Value Pillars measure Value Creation &&x-
traction) in the political dimension: Political rent is conceptual
ized as the state’s unearned income, as well as the state’s tak
ing and giving of income.

Pillar iii.7, Giving Income focuses on how the government uses and manages public finances. Re
distribution of state income in the form ofSubsidies and transfers as % of expenseSNT, iii.7) is
an important Indicator of this Pillar; many of these processes often divert resources away from most
efficient uses and create hidden costs (Clements & Parry, 2018). The Pillar also evaluates Indica
tors conducive to Value Creation, like public education provision or health includingCovid-19 safe-

ty (CQV, iii.7), that increase competition in many markets and act to curb rent seeking behaviors.

Pillar iii.8, Taking Income measures rent extraction occurring as the state collects income from
productive citizens and other wealth generators, fails to protect these, or endorses wealth transfers
carried out by powerful coalitions. The Pillar includes tax system properties such as theorporate
tax rate deviation from optimum (DCT, iii.8). Plans for future Indicators include aHousing afford-
ability survey (HAS, iii.8) since land prices are often determined by the government on behalf of
narrow coalitions with pernicious effects on the young and working classes, or measures related
to the challenging tasks of establishing a security optimum: the absence of security encourages pro
liferation of extractive (criminal) business models and an over-investment is a sign of rent seeking.

Pillariii.9, Unearnedincome  mainly focuses on the exploitation or Value Extraction of natural and
various resources, including the future. For instance, environmental footprints are conceptualized
as wealth provided by nature — i.e. wealth that is not earned in full. Accordingly, a low Enviror

28 mental Performance IndeXEP], iii.9) represents intergenerational wealth transfers, as dogSovern-
ment debt as % of GDP(DBT, iii.9). State ownership, control and involvement in busines$SOE,
iii.9) is another Indicator here — the license to operate is self-issued rather than earned.

Visual20: Index Area (iii) — Political Value, Pillars with Country Score and Global Rank
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Economic Value Pillars, Index Area (iv)

The Economic Value Pillars measure Value Creation
( &xtraction) in the economy’s 3 markets: The products and
services market, the capital market and the labor market.

Pillar iv.10, Producer Rent identifies rents extracted by producers and suppliers in the mar
ket for goods and services. Rents are extracted, for example, through barriers as implied in
Trade Freedom(TRF, iv.10),Barriers to entry(BTE, iv.10) or Foreign direct investment as % of
GDP (FDlI, iv.10). Protectionist measures against entry enable Value transferring business
models to be established, usually to the benefit of domestic producers and investors, inducing
welfare losses well-documented in economics.

Pillar iv.11, Capital Rent focuses on rents extracted though direct or indirect financial market
participation. Data from markets, including Neutral interest rate (DNI, iv.11), M&A as % of
GDP(DMA, iv.11), Gold demand as % of GDP(GOL, iv.11) or Currency appreciation (CUA,
iv.11), are assessed to determine Value Extraction. Controversial positions which require fur
ther research are taken — for example, considering rent deviations from theoretical free-mar
ket ‘optimal values’. More complex forms of rent seeking in capital markets will also be con
sidered in the future, like the difference between return on assets (ROA) and total factor
productivity (TFP).

Pillar iv.12, Labor Rent seeks to determine all rents arising from interventions in or related
to labor markets by participants on both supply and demand sides. For this purpose, the Ril
lar includes the Unemployment rate(UEM, iv.12) and other measures which often are the re
sult of intra-labor rent seeking. Value Extraction phenomena in which rent seeking can a pri-
ori occur on either the employers or employees side are also measured, like th®elta real
wage Vs labor productivity (WLP, iv.12). More clear-cut Value Extraction models considered
are the Gender wage gap (GWG, iv.12) and the planned Cost of Thriving Index(CTI, iv.12).

Visual21: Index Area (iv) — Economic Value, Pillars with Country Score and Global Rank
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EQx2020: By Pillar Country Scores

Visual22: Table of complete EQx Pillars by Country Scores, color-coded
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EQx2020: By Pillar Global Rank

Visual23: Table of complete EQx Pillars by Global Rank, color-coded
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4. EQx Country Analysis

4.1 Selected Country Flashcards

Switzerland
EQx2020 Global Rank:2"

United States
EQx2020 Global Rank:5 ™

As a result of strong decentralization and direct democracy, The strong rank of the U.S. befits a country that has main
rent seeking in Switzerland is limited, notwithstanding par tained robust domestic demand growth for so many decades,
ticular exceptions such as the 5% of annual budget expendi with curbed market and political power restraining rents on
ture allocated to agricultural sector subsidies (Federal Chan both Sub-Indices. The rise of populism and movements such
cellery, 2019, p.9). While the business elites have amassed as Occupy and the June 2020 protest movement and riots,
quite high levels of economic dominance (as evidenced by however, demonstrate how sensitive democracies can be to
the Power Sub-Index), this has not as yet been convertedlow-quality on just a few Pillars. The U.S. ranks well almost
into domestic rent seeking. The high Elite Quality outcome is across the board, but notable outliers — including highBillion-
attributable to the international orientation of Swiss firms’ aires’ wealth as a percent of GDP (BIW, ii.5), School life ex

activities, and to their establishment of strong institutions.

Israel
EQx2020 Global Rank:16 ™

pectancy (EDU, iii.7), the Homicide rate (HOM, iii.8) or
Health Care as % of GDP deviation from optimum(DHC,
iv.10) — should ring alarm bells regarding future stability.

By Freya Beamish

Kazakhstan
EQx2020 Global Rank:19 *

Elites in Israel score well on elements tied to the leading IT The former Soviet Republic turns in a strong performance,

sector; leading the Creative Destruction (ii.6) Indicators in
cluding Entrepreneurship (ENT, ii.6), VC finance (VCK,
ii.6), and R&D as % GDRRND, ii.6). The strong democrat
ic tradition of Israel and its entrenched openness to global
ization have created a very open and competitive society.
However, long-term challenges remain for political stabil
ty, including political sclerosis, uneasy social relations be
tween the majority and minorities, and dominance of bil-
lionaires in the economy.

By Prof. Shlomo Weber

Chapter 4: EQx Country Analysis

and its Elite Quality is such that future growth can be expect
ed (Visual 46). Blessed by oil, but being the most landlocked
country on earth, Kazakhstan has managed to maintain
trade and investment relationships with Russia, China, the
West and the Arab world. The elite configuration under its
first President, Nursultan Nazarbayev, was modelled after
Singapore. Yet, with the recent energy crisis and the closing
acts of the founding father era beginning, it is imperative
that value creating elites start to take center stage.



China Russia
EQx2020 Global Rank:12 EQx2020 Global Rank:23

China is the top performer of all surveyed countries relative Russian elites find themselves in a difficult position in their re
to its GDP, scoring higher than large E.U. economies like lations with political authorities, as excellent scores orEntre
France or Spain. This extraordinary performance for a mid preneurship (ENT, ii.6), Barriers to start-upgBTS, ii.6), and
dle-income country also comes with inconsistency, as China Political globalization (PGL, i.1) stand in contrast to the reali
scores between 3¢ and 30" place across the EQx Pillars. ties of poor scores on Administrative decentralization (ADE,
China’s state capitalism model is consistent with the high i.1), Economic globalization (EGL, iv.10), and Barriers to FDI
levels of Political Power recorded. In order to keep its high (BTF, iv.10). Political risk from domestic realities and external
growth path over the longer-term, policymakers should want geopolitical pressure have pushed elites closer to the govemn
to contain any future Value Extraction potential that Power ment, leaving less opportunity for Value Creation and more

implies. Singapore shows how such a feat is realized. for rent seeking in an environment wary of globalization.

by Freya Beamish by Prof. Shlomo Weber 33
Brazil South Africa
EQx2020 Global Rank:27 * EQx2020 Global Rank:30 ™

)

> —

Brazil has made progress since the 1985 restoration of its South Africa seems entangled in a vicious circle of rent ex
democracy, especially regaining and largely holding con- traction rooted in the Apartheid era, with new elite agents
trol of inflation. However, at present, faith needs to be re and their business models having joined the fray. Reforms ke
stored in the government, with the country scoring below duced wealth transfers and power concentration, helping the
average across all Index Areas. In order to secure a robust country reach the middle ranges of the Power Sub-Index. Yet
long-term growth path, and catch up with its BRIC peers, rent seeking levels are among the world’s highest, and thus
elites should transition to Value Creation business models, most economic growth translates into inequalities. This is
while providing conditions conducive to business and entre mainly driven by the revolving door between business and
preneurship in the economy. politics, leading to favorable rules for rent seeking, private
contracts and even bribery. The low degrees of aggregate
Economic Power, fostered by a strong startup ecosystem, is a
bright spot.

Elite Quality Report, EQx2020
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4.2 Country Scorecards: Deep Dive Analysis

France: Able to increase Elite Quality —
but no signs it will do so across the board

France’s relatively low EQx position, ranking 15" overall, is all er and average earners, as well as an increase in pensions for
the more disheartening when compared with Germany’s 3 the same groug?. Does this loosening of the purse strings mean
place — the lower quality levels of French elites relative to those that France’s vast public debt, which sees the country rank 27
of their Northern neighbors means that the gap between the 2 for Government debt as % of GDRDBT, iii.9), is extracting vat
largest E.U. economies is destined to widen, unless bold re ue from the future to solve the problems of the present? Even
forms addressing elite business models are undertaken. the IMF described levels as “too high for comfort®.

That France is in disarray, and has not regained its footings in In other areas France is exemplary, refraining from extracting
the aftermath of 2008, is in many people’s minds, with the im- rents from the future. Macron’s concession to protestors in
ages of “les gilets jaunes” literally setting streets on fire. The cancelling the fuel tax has not compromised his promise to
protest movement which began in October 2018 might re- “make our planet great again”. Ranking at the top of the En
emerge with renewed force after the quarantine of Spring vironmental Performance IndexEPI, iii.9), France voted into
2020. The movement started as a demonstration against a law in July 2019 a climate and energy package that commits
planned tax on diesel and petrol, intended to encourage the itself to becoming carbon neutral by 20504,
country to reach its green energy targets faster. However, quick
ly the movement began to encapsulate a number of additional Innovative new policy responses with respect to women'’s
grievances. Understanding these dynamics is not straightfer rights are an additional example of France'’s elites rejecting
ward. For instance, the Elite Quality Index ranks France 28in rent extraction business models — benefitting at least half of
terms of Tax revenue as % of GDRDTR, iii.8), but it is unclear the population no less! As the November 2019 femicide
if the protesters in their calls for a total tax system reform would protests demonstrate, there remains much work to be done
reduce France’s systemic levels of Value Extraction, or on theon the subject, but France’s elites are resolute, and used the
contrary would lead to new forms of rent seeking. An addition- country’s G-7 presidency to establish a new Women 7 en
al source of discontent motivating the movement is the apparent gagement group. The aim of this group is to ensure commit
lack of economic prospects in France. Whilst 2019 saw a 10- ments will be made to gender equality throughout the G7
year low of unemployment, it still performs poorly in the Index, process. EQx reflects these steps forward, ranking France
ranking 24 ™ for Unemployment rate(UEM, iv.12), and 23 “ for at the top in both the Women’s Power Index (WPI, i.1) and
Youth unemployment ratgYUN, iv.12). the Women, Business and the Law(WBL, i.3) Indicators. If
France is capable of hampering value destruction at the
As part of efforts to defuse the protests and appease the public, all-important gender and environmental levels, why not in
Macron announced EUR 25bn of tax cuts and extra spending the other areas of our Index?
in order to increase the disposable income of households
These measures included EUR 5bn of cuts to income tax for lew Diana van der Watt & Céline Diebold
University of St.Gallen
Visual24: France performance overview by EQx Pillar vs overall distribution

I Quartile distribution plots

80

[0)
-
]
& 60 " .
>
o —
-+~ ¥ *
5 3
3 40
S _— .
— -
o -
T 20 !
. . E i Country Rank
0 7 21 oL 10 el “ by Pillar
[ i+ i, iil. - ii.5 ii.6 iii.7 iii.8 ii.9 iv.*) iv. ** iv. *+
State K" neZmhHuman Industry Firm <k”Zmb &tving Taking Unearned Producer <ZibmZeEZ[hk
<zZimnk~<Zimnk”~<Zimnk”" Dom. Dom. Destruction Income Income Income Rent Rent Rent
ol e B B B
ifii -d =0 |

Chapter 4: EQx Country Analysis




Visual25:

France EQx Country Scorecard

Fance

EQx2020 Country Scorecard

Population (m)

GDP US$ (bn)

67
2'778

GDP per capitUSD. 41'464

Level 1 — Index

EQx Rank/ 32

15

EQx Score

57.4

Level 2 — Sub-Indices &

EQx Sub-Indices

Power

Index Areas

Value [@_—O

EQx Index Areas

PO - - S

The Elite Quality Report 2020 (EQx2020)

© Foundation for Value Creation 2020

Rank /32  Score Rank /32  Score Rank /32 Score Rank/32  Score Rank /32  Score Rank/32  Score
7 63.4 16 54.3 12 68.8 7 60.7 21 52.6 16 55.1
Level 3 - Pillars Rank /32 Score
g i1 State Capture 7 75.7 1%
c‘if i.2 Regulatory Capture 10 .7 1% & ‘&
& i3Human Capture 15 55.6 %% ;
g ii.4 Industry Dominance 6 69.6
n°: ii.5 Firm Dominance 14 52.0
Y ii6 Creative Destruction 12 60.9 = %8
g iii.7 Giving Income 28 35.7
i iii.8 Taking Income 15 61.2 -
i.9 Unearned Income 1 63.7 R
¢ iv.10 Producer Rent 10 60.7 b
i iv.11 Capital Rent 16 609 a
iv.12 Labor Rent 22 45.4 L -
Level 4 — EQx Variables Rank /32 Score Rank /32 Score
COR  Political corruption 10 78.0 SNT  Subsidies and transfers as % of expenses 12 25.5
_ MOB  social Mobility 17 54.6 < REG Regional redistribution as % of governmenth 29 0.2
» = PDE Ppoliical decentralization 19 60.5 g ‘f—; EDU  School life expectancy 18 59.2
% é ADE  Administrative decentralization 9 825 o § GPS  Expenditure on general public services as % 17 45.6
8 PGL Political globalization 2 87.2 = GHS  Global Health Security 1 99.8
WPl Women's Power Index 1 99.8 COV  Covid-19 safety 16 20.0
GRC  Government's responsiveness to change 1 70.6 DCT  Corporate tax rate (dev. fm optimum) 9 76.0
DBl Institutional quality 13 80.2 DK Delta capital gains tax vs income tax 15 38.7
§ % CRO  Crony-capitalism 1 648 o 2 HOM  Homicide rate 16 67.5
ga = EXP  Expropriation risk 1 84.0 E g INE  Top 10% share of pre-tax national income na
@ § PMI  Protecting Minority Investors 19 719 2 FDE  Fiscal descentralization 8 822
ECR Ease to Challenge Regulations 22 25.4 DTR  Tax revenue as % of GDP (dev. fm optimum) 25 16.2
__UNI Unionization rate 1 73.6 BRD  Battle-related deaths per 100,000 people 1 90.0
§ % PSE  Public sector employees as % of total employ ~ 27 28.8 35 DUT  Dutch disease propensity 5 98.5
3 % gzlc Collective Bargaining Coverage 20 0.7 % E SOE Statg ownership, control and involvementin 16 32.4
3 Global Slavery Index 12 68.9 S5 EPI Environmental Performance Index 1 99.8
WBL  Women, Business and the Law 1 89.0 = DBT  Government Debt as % of GDP 27 8.1
§ IEE  Top 3industries exports as % of GDP 8 70.8 TRF  Trade freedom 17 65.4
‘Eg IRE  Top 3 industries as % of GDP 3 78.0 _ BTE  Barers toentry 10 545
2£ ECl  Economic Complexity Index 8 85.4 8 E FDI FDI net Inflows as % of GDP 18 37.8
8 VA Top 3industries as % of VA 30 8.4 é = BTF  Barriers to FDI 6 63.1
PRO  Top 10 firms profitability 3 81.7 &% EGL Economic globalization 7 80.7
_ SME  SMEs per 1,000 people 23 42.0 DHC  Health Care as % of GDP (dev. fm optimum) 3 772
2 ATX  Antitrust exemptions wa OFB  Open for Business 15 51.2
£ 8§ BIW Bilionaires' wealth as % of GDP 21 38.8 DNI Neutral interest rate (dev. fm optimum) 14 465
& -§ FKG  Top 10 firms market cap as % of GDP 26 446 3 § DOl Inflation (dev. fm optimum) 1 100.0
8 FRG Top 3 firms revenues as % of GDP 23 463 22 CUA  Currency appreciation 19 327
FRR  Top 30 firms revenues as % of GDP 29 25.6 Y GOL  Gold demand as % of GDP 1 72.3
LIB  Lerner Index banking sector 4 91.4 DMA  M&A as % of investment (dev. fm optimum) 8 59.1
TUL  Listed firms turnover, long run 15 years 17 242 UEM  Unemployment rate 24 32.9
| TUS  Listed firms turnover, short run 3 years 15 348 & LFP Labor force participation rate 14 37.3
2 ENT  Entrepreneurship 7 98.8 s :a,‘ WLP  Delta real wage vs labor productivity increas 7 66.2
"% § VCK  vCfinance 14 477 SE DR  Labor dependency ratio 23 527
52 RND R&D%GDP 8 79.4 “ YUN  Youth unemployment rate 23 36.4
§ BTS  Barriers to start-ups 14 50.3 GWG  Gender wage gap 8 49.3
ENR  Firm entry ratio 9 70.9
EXR  Firm exit ratio 9 26.0

provides Country Scores & Global Rank for 32 countries

Elite Quality Report, EQx2020

35



36

Germany: On the podium, still below potential

Germany’s 30™ anniversary of the fall of Berlin Wall was cel- There is not only a need for medical elites to flatten the epide
ebrated last year. Reflecting back on this milestone, Germa miological curve and prevent value destruction, but also for
ny’s elites have managed to transform the country into the di economic elites to address any recessionary curve and pre
verse and open economic powerhouse of Europe, with nearly vent rent seeking as the state invests in reconstruction. Ger
a quarter of its population having an immigrant background®. many’s top score in the Economic Complexity Index (ECI,
On the other hand, there are challenges too. Asset inflation ii.4) indicates diversification throughout the economy, and te
and stagnant wages might account for the discontent reflected gether with earning the 6" spot in R&D % of GDP(RND, ii.6),
in the rise of the far-right Alternative for Germany (AfD), which we would hope that the German economy is well placed to
emerged top in the European Parliament election in Branden tackle the challenge. Furthermore, the country’s number 1
burg and Saxony, both states in the former Communist Eastrank in Expropriation risk (EXP, i.2) underscores how Germa
Germany. Moreover, the last 18 months saw the country flirt ny is an attractive place to do business. With theFirm Domi
with a technical recession and confront the realization that, in nance (ii.5) Pillar at 7™, it seems unlikely that the German
terms of the 4"Industrial Revolution, a technology gap with government, with its 4" place ranking in State ownership,
the U.S. and China is widening. That Tesla was at one point control and involvement in businesSOE, iii.9), will subsi-
more valuable than all German automotive companies com dize national heroes at the cost of the majority.
bined is telling”. Voices in Germany Inc. have started to plead
for protectionist measures — are elites afraid of competing Another German icon is of course Angela Merkel. Her grad-
with Chinese rivals? ual retreat as Chancellor of Germany, scheduled for 2021,
naturally draws attention to the legacy she leaves behind. For
The EQx Index nevertheless acknowledges German inclusivitya country led by the world’s most powerful woman'®, Germa-
and modernity, and ranks it 3 overall. The youth of today’s ny ranks a respectable yet disappointing 9" place in the
Germany have good reason to feel optimistic about their fu Women’s Power Index(WPI, i.1) Indicator and 12 ™ place in
ture, demonstrated tangibly by ranking 39 in Youth unemploy the Gender wage gap (GWG, iv.12). Furthermore, despite
ment (YUN, iv.12) and 8 ™ in School life expectancy (EDU, the rhetoric about climate changé!, Germany lags behind
iii.7). One ranking sure to capture attention is the 2" place European peers, United Kingdom and Spain, on theEnviron
score of Germany’s Covid-19 safety (COV, iii.7) Indicator, mental Performance IndexEPI, iii.9) Indicator. Another fun
earning international praise for agile and decisive policy re- damental issue is found at the Creative Destruction Pillar
sponses. In the Spring of 2020, Germany outshone its neigh- (ii.6), ranking at 14 . Here, elites might pre-empt new value
bors, with far fewer per capita deaths than most other Europe creators from getting real traction, whilst disruptive value re
an countries, owing to the country’s earlier roll-out of extensive mains in the purview of incumbents, notwithstanding the
testing. With fears of a second wave of the virus later in the promise of Berlin as a start-up capital. Germany can and
year, any celebration is premature, but this is a very strong might, in other words, do much better.
signal of Germany protecting the broad-based Value Cre
ation potential of its citizens. The Covid-19 safety Indicator in Diana van der Watt & Camille Zeller
next year's EQx will be telling. University of St.Gallen

Visual26: Germany performance overview by EQx Pillar vs overall distribution
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Visual27: Germany EQx Country Scorecard
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Italy: Change needed, not in sight

Italian elites have a middling score across Sub-Indices, but A Salvini-led centre-right coalition won the regional election

their Pillar performances vary greatly. Whilst Italy comes 2¢

in the Regulatory Capture Pillar (i.2), it comes 29 to last in

Giving Income (jii.7), dragged down by government redistri-

bution, with the North-South divide being a textbook case
study of divergence in development. As one of the most affeet
ed countries in Europe by Covid-19, with levels of debt and
unemployment looming large, the ability of its economy and
citizens to recover depends on the government creating incen
tives for Value Creation by small, medium and family busi

nesses, reducing debt and unemployment, and rooting out ex
tractive business models.

In terms of political elite dynamics, August 2019 saw the end
of the government formed in 2018 between the 5 Star Move-

in Umbria last November, a historically PD-dominated re
gion. This attests well toPolitical decentralization (PDE, i.1),
in which Italy ranks the highest in our Index. The political
power of regions is strong, and indeed the League, in oppc
sition to the central government, controls Italy’s richest region,
Lombardy. An important weakness of the system is the inabil
ity of the government to respond to change, which sees Italy
ranking last at 32™ on this Indicator (GRC, i.1) despite the in
clusion of much poorer countries in our EQx2020 sample. Its
mediocre ranking at 19" in Global Health Security (GHS,
ii.7) and in Covid-19 safety (CQV, iii.7) is consistent with the
exceptional collapse of the health system as a result of the
pandemic. The dysfunctionalAdministrative Decentralization
(ADE, i.1) in Italy is depicted by rank 22, which suggests why

ment (M5S) and the League. The change was the result of the completely differently affected regions reacted the same way

League’s leader Salvini’s dash for a snap election to capital
ize from an expected vote redistribution away from M5S and
to the League, which was forecasted by pollsters. However,
the gamble backfired as the M5S persuaded the Democratic
Party (PD) to join a coalition government, which is still in force
today (mid-2020). Hence the new populist elite, victorious in
the 2018 elections, crashed, due to one of its 2 main parties
attempting to increase its share of the pie. That enabled a
comeback of the older elite (represented by the PD), now

as Lombardy, resulting in several controversies.

Italy’s inability to respond to change was unfortunately
confirmed by the debacle experienced with the Covid-19

attack and the related economic crisis. Transformation in
the transalpine country has proven elusive, making it likely
that elite business models based on Value Extraction en
dure. Yet, a pain threshold was exceeded in 2020, so

could this be the catalyst for the reform necessary to crush

leading a semi-populist government. These dynamics are well decades of inertia?

reflected in the EQx, and in the State of Elites framework (Vi
sual 16). Italian elites are shown as relatively weak and disirn
terested in Value Creation, being all too ready to capture
rents as soon as the opportunity arises.
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Visual29: Italy EQx Country Scorecard
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Japan: Will elites finally shift gears in the
Reiwa era of “beautiful harmony”?

In May 2019, the ascension of Emperor Naruhito to the throne Tax revenue as a % of GDRDTR, iii.8). While commendable, it
of Japan saw the closing of the Heisei era, meaning “achieving points to an imbalance between government revenue and out
peace”. Starting in 1989 — the same year the Nikkei reached lays. Hence, ranking 29" on Government debt as a % of GDP
its peak — the Heisei period turned out peaceful, maybe even (DBT, iii.9), Japan is burdened with the industrial world’s largest
excessively so at a time when the disruptions associated with public debt, sitting in 2019 at double its USD 5trn economy?*2.
the 4" Industrial Revolution created new value elsewhere. With Value is extracted from the patient Japanese population and from
peace and stability being one of Japan’s strengths, we aptly future generations —an extreme view would see low fertility rates
see it rank at the top in Indicators for external peace, measured as a protest of sorts against rent seeking by elites.
by Battle-related deathgBRD, iii.8), and internal peace, mea
sured by the Homicide rate (HOM, iii.8). Overall Japan sits in  Japan could grow by further opening up. A lot, for instance,
8" place, slightly ahead of its Asian peers. would be gained by improving on Trade freedom(TRF, iv.10),

where it currently ranks 18" and on Economic globalization
Japan’s analysis requires deep contextual understanding. In (EGL, iv.10) where it ranks 15" Japan already showed com
some areas where Japan scores well, such as in the Firm Dommendable leadership with the ambitious CPTPP (Comprehen
inance Pillar (ii.5), there might be factors not fully captured, like sive and Progressive Agreement for Trans-Pacific Partnership)
interlocking shareholdings. For instance, and as mentioned in trade deal, which over the long run might compensate for lost
the North East Asia special regional analysis (Section 4.4), the corporate earnings hit by the trade conflict between the U.S.
power of Japan Inc. seems reflected in the operative part of the and China, its 2 most important export markets.
Abenomics program. This effectively depreciated the yen, and
in turn increased the profits of Japanese companies, but not Raising productivity is a priority for Japan’s elites, and the la
their competitiveness (as seen in export market shares). Thibor market is hence an important space that brings together
could be construed as an indirect subsidy or a form of corpe  demographics and growth. The Labor Rent Pillar (iv.12) sees
rate rent seeking at the cost of the general public. Japan performing very well including a low Unemployment

rate (UEM, iv.12). However, labor turnover is low, and upward
Also of note, is that Japan started massive Value Extraction atmobility of non-regular workers is limited, meaning that the ex
the end of the 1990’s with low interest rate (and ZIRP) policies. tent of subtle but persistent distortions might be underestimat
Yet today, and in light of similar policies by central banks in ad- ed. Moreover, demographic trends threaten to create serious
vanced economies (especially by the ECB), such Value Exlabor shortages in the future, with the number of workers set to
traction does not stand out from its developed nation peers in deplete by almost 8 million in 2030 *3. While Japan scores
the Capital Rent Pillar (iv.11). rather low on all 3 EQx gender Indicators, if the Prime Minis-

ter's “Abenomics is womenomics” is truly implemented and Ja
The Giving Income Pillar (iii.7) seems to reflect, correctly, Japanesepan breaks with tradition here, the country will witness a
politicians’ preference toward regional income re-distribution. On  growth and productivity boost in the coming years.
the other hand, the Taking Income Pillar (iii.8) ranks Japan 2 in

Anonymous authors
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Visual3l: Japan EQx Country Scorecard
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Norway: Traversing peaks and valleys

The Norwegian numbers on the 72 Indicators of the EQx are,
like the country itself, a profile of peaks and valleys. A recog
nizable picture emerges of the Norwegian economy at present,
excelling in egalitarian taxation (rank 1 in indicator Delta cap-
ital gains vs income tax (DKI, iii.8)) and labor participation
(rank 5 in the Labor force participation rate (LFP, iv.12)), and a
society relatively free of violence and social unrest (rank 4 in
Homicide rate (HOM, iii.8)) is depicted. Conversely, Norway
scores at the bottom onFDI net Inflows as % of GDRFDI, iv.10)
with another low score on Dutch disease propensityDUT, iii.9).
These are unique national characteristics of the Norwegian
economy and political system.

Norway'’s profile is partially explainable through the country’s
historical dependence on natural resources. Other characteris
tics are linked to a political governance system loosely referred
to as the “Nordic Model”. The mixture of characteristics poses
some uncomfortable questions to the country’s elites about fu
ture strategic choices.

Norway has historically been dependent on dominant indus
tries, strongly tied to its natural resources: A once world-domi
nant merchant fleet was replaced in turns by a hydro-powered
electrochemical industry, paper mills, petroleum and offshore
technologies. This is mirrored by rank 30 in Pillar “Firm Domi
nance” (ii.5). One may call this an “all-in type” of economy
where the labor force is consumed by dominant industries, rais
ing labor costs and rendering the country vulnerable to interna
tional market disruptions. A few large companies dominate
and indicate the identity and characteristics of elites.

tional skepticism against foreign acquisition of natural resoure
es — which kept Norway out of the EU — to protect energy, fish
eries and fish farming. Additionally, the world’s biggest

sovereign fund has made Norway a net exporter of capital,

with little need for FDI, potentially preempting some of the
Dutch disease’s worst effects.

This situation is new, as Norway traditionally lacked private
capital concentrations and economic transitions were facilitated
by the country’s political system. The “Nordic Model” is basical-
ly social-democratic in its outlook, consisting of a high accep
tance of government regulation, publicly financed healthcare
and education and a high level of co-operation between em
ployers and labor unions. As the EQx data shows, this model
comes with high-hquality institutions (rank 5 irinstitutional qualk
ty (DBI, i.2)), income equality (rank 1 in Top 10% share of pre-
tax national income (INE, iii.9)), and high levels of work force

participation (rank 5 in Labor force participation rate (LFP,
iv.12)). However, it also tends to come with an inflated public

sector (rank 26 in Tax revenue as % of GDRDTR, iii.8)).

At present, the Nordic Model seems to be an advantage in
weathering the Covid-19 pandemic. In the long run, however,
ranking at the extreme ends on some indicators may indicate
some political rigidity in policy choices. In a more diversified
economy, Norway may need higher levels of FDI (and venture
capital investment), openness to entrepreneurship and a trars
parent business environment. At the same time political prom
ises to the population must be kept. While until now Norway
has been able to traverse peaks and valleys, a more digitized
and technology-based world poses challenges to the predomi

The petroleum economy sees labor costs at levels that makenant business models of Norway.

Norway an unlikely recipient of foreign investments, along with
other signs of Dutch disease. Reflected in EQx too, is the tradi
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Portugal: Strong Southern European perfor -
mance, and plenty of work ahead

After joining the European Community in 1986, Portugal experi Despite the good performance in terms of Economic Value, there
enced a period of real convergence with its European partners are still great opportunities for improvement such as unemployment
until 2000. Since then, with the single currency, its economic per (EMU, iv.12, rank 22 ™), and in particular Youth unemployment
formance deteriorated to the point that, after the 2008-10 crisis, (YUN, iv.12, rank 20 ), and the health care services (DHC, iv.10,
it had to call upon external aid to meet its commitments. Today rank 20"). The covid-19 pandemic crisis has made the need to cor
Portugal grows below the E.U. average, it is not competitive, and rect the weaknesses of the health system all the more evident.

it is one of the most indebted member states, heavily dependent

on the external sector - tourism in particular.

The worse performance in terms of Political Value stems from signif
icant regional disparities (REG, iii.7, rank 25"), the low quality of

Despite this economic context, Portuguese elites have a middlingpublic services (GPS, iii.7, rank 19"), the huge corporate tax bur

score (rank 14" in the group of the sampled countries, ranking
better than others in southern Europe such as Italy (rank 27 or
Spain (rank 18™) and even better than France (rank 13). This
could be a catalyst for a new phase of real convergence with the
E.U., already initiated before the current pandemic crisis, but
which has caused a major setback in such endeavour.

However, this overall score hides great disparities in the four In
dex Areas, revealing a better performance in terms of Value Cre
ation by the economic elites (iv, rank 10" and worse in terms of
Political Value (iii, rank 25%).

den (DCT, iii.7, rank 25 %), all which contribute to the weak compet
itiveness of the Portuguese economy and low level of investment
along with the high and extractive general tax burden (DTR, iii.7,
rank 21%). In this respect, the mediocre nature of public expenditure
(DBT, iii.9, rank 29), which represents a strong extraction of value
from future taxpayers’ generations, should also be highlighted.

As for political and the economic power, Portugal outperforms the
average of surveyed countries. Small countries are often at risk to
be at the mercy of powerful elites, yet Portugal boasts high com
petition due to the good firm entry and exit dynamics in several

markets. In this context, the number of large companies is small,
Emphasis should be placed on the good performance in terms of contributing to a low concentration of the economic power.
Trade freedom(TREF, iv.10, rank 6", Barriers to entry(BTE, iv.10,
rank 71, foreign direct investment attraction (FDI and BTF, iv.10, The results at the level of Palitical Power derive mainly from E.U.
rank 7" and 1%, respectively) and Economic globalization (EGL, membership Political globalization (PGL, i.1), rank 8" and from
iv, rank 6™). These results are in line with the fact that Portugal isthe effective institutional arrangements of municipalism, regional
a small economy open to the exterior, that promoted a series of coordination commissions and its autonomous regionsHolitical
privatizations (SOE, iii.9, rank 9" and a “golden visa” pro - decentralization (PDE, i.1), rank 8"). Additionally, the imposition
gramme as a form of external financing. The country has also of quotas for gender diversity in public offices, in the state-owned
been able to attract several technological investments due to thebusiness sector and in public companies contributes to the good
competitive value of its qualified labour. performance in this area (WBL, i.3, rank 4™).

Prof. Claudia Ribeiro & Prof. Oscar Afonso
School of Economics and Management,
University of Porto
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o 2 ENT  Entrepreneurship 15 71.1 % :a,‘ WLP  Delta real wage vs labor productivity increas 3 7.7
£ 5 VCK vCfinance 20 22.7 - E, LDR  Labor dependency ratio 15 67.0
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EXR  Firm exit ratio 1 92.2
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Russia: To unleash true potential

For over 70 years, the Soviet Union was a non-market economy. i.2, ranked 12 ™) reflect progress on the measure included in
Over the 30 years of Russia’s new history, the country has made World Bank’s Doing Business rating, where Russia has jumped
significant progress on many fronts, including the legalization of from the 130-140 division to the 30-40 division in 7 years.
private property, large-scale privatization, restructuring of the
main natural monopolies, liberalization of capital controls, the The lowest scores come from Indicators reflecting Regulatory
emergence and strengthening of antitrust policy, and almost com Capture (i.2). Persistent problems with the protection of property
plete repayment of public debt. However, since the mid 2000s rights in Russia are reflected irProtecting minority investorgPMI,
the role of the state in the economy and the share of govern i.2, ranked 29 ) and Expropriation risk (EXP, i.2, ranked 28").
ment-controlled firms has increased, and is now reaching prob Low ranking in terms of Crony-capitalism (CRO, i.2, ranked
lematic levels. Issues with the protection of property rights and 29%) reflects the fact that a large share of Russian billionaires
rule of law persist and manifest themselves in the lack of judicial come from industries that are prone to monopolization, or rely
independence, lack of equality before the law, and unfair compe-  on close connections with the government. Relatedly, problems
tition practices, ultimately leading to the exploitation of non-elites. with firm dominance (ii.5) caused by high concentration of
These themes see the overall score for Russia below the samplevealth are reflected in low ranking for such measures asBillion-
mean in rank 23. It is higher than other BRICS countries, except aires’ wealth as % of GDP (BIW, ii.5, ranked 29 ) and Top 3
China (rank 12™), and it ranks lower than the only other post-se firms revenues as % of GDRFRG, ii.5, ranked 29%). The Dutch
viet country in the ranking — Kazakhstan (ranked 19)). disease propensity(DUT, iii.9, ranked 30 ™) and political corrup-
tion are also widely known problems. Less attention is usually
Russia exhibits significant variation across different dimensions. On paid to problems with gender inequality reflected in low scores
11 out of 72 Indicators Russia’s rank is in the top 10 of countriesin - for Women’s Power Index (WPI, i.1, ranked 29 1) that reflects
the sample, but on 38 of Indicators it is in the bottom half of the list the share of women in top echelons of power.
and on 16 Indicators it is in the bottom fifth of the countries. It scores
higher on economic dimensions (rank 2F for Economic Power, One of the main problems in Russia, that is both a cause and a con
and 23" for Economic Value) than on political dimensions (rank sequence of limited Elite Quality, is pervasive lack of trust: the gov
27" for both Political Power and Political Value). ernment does not trust citizens and businesses; citizens and busi
nesses do not trust each other and together they do not trust the
The highest scores come from dimensions that reflect sound macstate. This increases the costs of doing business, pushes private busi
roeconomic policies, such asInflation (DOI, iv.11, rank 1 s) and ness into the arms of the state as a means of protection and as a
Government Debt as % of GDRDBT, iii.9, rank 2™), as well as means of rent extraction, reduces the effectiveness of institutions; re
some aspects of tax policies Delta capital gains tax vs income  placing them with personalistic rule, and ultimately squeezes capital
tax, DKI, iii.8, rank 1 *) and a competitive banking sector erner and brains out of the country. Unleashing the true potential of Russia
Index banking sector, LIB, ii.5, rank 1%). Low public debt is espe  will not be possible without addressing this widespread issue.
cially important, as it reflects restraint of elites in rent seeking by
placing an unfair financial burden on future generations. Higher Prof. Ruben Enikolopov & Andrei Sharonov,
than average scores in the category ofinstitutional Quality (DBI, Respectively Rector New Economic School &
President SKOLKOVO Moscow School of Management
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Turkey: Rentier models bereft of power, or
reactivating convergence with Europe?

Turkish elites have a long history of domestic power strug
gles, especially after the long-dominating “White Turks” mit
itary elite was challenged and then replaced by the popular
Erdogan-led A.K.P. in the early 2000s. The political elites’
tussle for power wrecked their E.U. entry hopes about a de
cade ago, leaving Erdogan to impose a despotic regime
and to resort to the help of the Gilen’s minoritarian religious
elite, which then turned inimical in the failed coup of 2016
and ensuing repression. A part of the business elite main
tained their privileges and rents associated with traditional
models. Yet these are not secure and can be taken away
from them at any time, which is consistent with the highEx-
propriation risk (EXP, i.2) Indicator. In the State of Elites
framework, we see them in the area where ‘striving’ elites
meet ‘rentier’ elites (Visual 16).

Business elites will, however, not be challenged by new inne
vative and emerging players with more efficient business
models. The Creative Destruction Pillar (ii.6) is at rank 26—

very low. SMEs are not encouraged (SME, ii.5, rank 27) de-

spite Turkey'’s resilient entrepreneurial traditions.

ond-lowest labour unionization rate in our sample. The la
bour market is among the most severely affected by slavery
(GSI, 1.3, rank 30) and by labour dependency (LDR, iv.12,
rank 28). Moreover, wars are terrifying human capital Val -
ue Extraction models and our proxy for external peace,Bat-
tle-related deaths (BRD, iii.8), shows Turkey among the
worst performers in the sample (rank 29). Overall Turkey
comes in at a very commendable 8"in the Human Capture
Pillar (i.3), and while the Health Care as % of GDP(DHC,
iv.10) is low, fortunately it fares far better in Covid-19 safety
(CoV, iii.7, rank 12).

The Capital Rent Pillar (iv.11) is another story where Turkey
scores 2" to last, dragged down by the massive lira depreci-
ation and debt crisis of 2018, which weakened the popular
support for the new A.F.K. elite. This could generate further
instability, or hopefully more pluralism.

The Chinese development model might have been attractive
to Turkey, visible in rapid modernization projects like the dou

ble-deck Eurasia Tunnel. But the transplant has only been par
tial and left out some of the Value Creation aspects of East

The state itself might distract business elites away from mar Asian state capitalism. Looking forward, should growth con

ket-oriented productive activities, as it is a source of rents.
The State Capture Pillar (i.1) is problematic (rank 25),
plagued by vast corruption (COR, i.1, rank 25), low admin -
istrative decentralization (ADE, i.1, rank 25), and minimal
women power (WP, i.1, rank 25), which deprives the econ-
omy of important resources.

High unemployment (UEM, iv.12, rank 27) co-exists with the
lowest collective bargaining coverage rate and the sec-
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tinue to rely on projects like the Kanal Istanbul connecting the
Black Sea to the Marmara Sea with its environmental risks?

Turkey’s potential should not be underestimated: The country
could try to capitalize on its education (EDU, iii.7, rank 4) to
build up a better educated, more innovative and inclusive
elite, able to get closer to the European trade partners and
hopefully reactivate a convergence process.

Prof. Guido Cozzi,
University of St.Gallen

Turkey performance overview by EQx Pillar vs overall distribution
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Visual39: Turkey EQx Country Scorecard
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United States: Low elite power for a great
future, and surprisingly high Value Extraction

U.S. elites are value creators second to none: consider GAFA,
Wall Street or the energy industry, innovative powers and
competitiveness have made them global leaders. Many across
the world are watching the rising capabilities of Chinese elites
with anticipation and trepidation, with Value Creation similar
to their American counterparts in key areas like artificial intet
ligence, e-commerce or new materials. However, looking for
ward, the U.S. seems to have a decisive advantage over all
other countries in the Index: it ranks % in the Power Sub-Ia
dex, an indication of future Value Creation potential.

At the same time, it seems paradoxical that U.S. elites place
only 8™in the second Sub-Index: Value. This is certainly a high
score, but not the level of excellence found with the Power
Sub-Index. One might wonder how American elites manage,
despite having so little power (compared to elites in other pe

litical economies), to succeed at rent seeking?

Perhaps an indication of how value is extracted — certainly not
yet reflected in the 5" rank seen in Trade freedom(TRF, iv.10)
— is President Trump’s trade war not only against China, but
at one time even against European and North American at

lies. Steel or Aluminum tariffs are a license to engage in Value
Extraction activities - from other Americans no less! U.S. citi
zens are now forced to pay higher input prices when manu

facturing cars or beer kegs (or when consuming these). May

be the discontent reflected in the election of President Trump,

At a domestic level, the American people seem increasingly
concerned about inequality. While the index places the U.S.
24" for Billionaire’s wealth as % of GDP(BIW, ii.5), itself a
measure of dominance and not of Value Extraction, it could
still serve as proof of the worrisome rising narrative of the
death of the American dreamt*. Alarming in this regard is for
example the U.S.’'s 215'place in Social mobility (MOB, i.1),
meaning that many value creators don’t have the opportunity
to realize their potential.

EQx scores suggest that the United States is in an unparal
leled position to succeed if elites have the will to stop cold rent
seeking tendencies. The 1 place ranking in the Creative De-
struction Pillar (ii.6), and in the Entrepreneurship(ENT, ii.6)
Indicator is evidence that America is loaded with wealth cre
ation potential. Although 2019 was characterized as a year
that “unicorns stumbled*®, with some of Silicon Valley’s most
famous creations such as Uber and Lyft disappointing upon
IPO, the tech hub remains the envy of countries worldwide. It
is there where Value Creation, if encouraged appropriately
and inclusively, can further boost the U.S. EQx ranking.

In conclusion, any problems the U.S. has are fixable. The top
Power Sub-Index rank means that the U.S. is a self-correcting
system. If elites would only unleash the full potential of Amer
ica’s institutional strengths for the sake of creating new value,
while stopping pork and other Value Extraction rackets, the

the subsequent scandals, and the George Floyd protests and U.S. could easily climb atop the world’s Elite Quality ranking,

riots, all relate to the U.S. 13" place for Political corruption
(COR, i.1), or to the appalling 28 " rank in Government debt
as % of GDP(DBT, iii.9), which make social relief and spend
ing on health care highly unlikely.
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while the inclusive American Dream of opportunity for all
might be realized.

Prof. Tomas Casas & Diana van der Watt
University of St.Gallen

United States performance overview by EQx Pillar vs overall distribution
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4.3 Extreme Country Performances by Pillar
The leaders

Visual 42 displays the podium results of each Pillar, drawing
our attention to the countries which might provide inspira
tion for others in terms of Pillar specific value creating busi
ness models.

The performance of Singapore is exceptional, ranking F
place overall and featuring no less than 6 times in Visual 42.
Singaporean elites dominate the Economic Value Index Area,
the only country to come on top on all 3 Pillars which com
prise this Index Area. The country is notably missing from the
Political Power Pillars, despite having leading scores in Indi
cators including Institutional quality (DBI, i.2) and Govern-
ment’s responsiveness to changéGRC, i.1).

The variation in scores between the top 3 scoring countries
by Pillar is consistently small. For instance, the Creative De
struction (ii.6) Pillar shows a closely fought race run by the
United States, Great Britain and Singapore. However, there
are 2 clear exceptions illustrated by the graph. In the Pre
ducer Rent Pillar (iv.10), Singapore outperforms the rest with
outstanding Value Creation by producers and suppliers in
goods and services markets. Saudi Arabia has a trailblaz
ing score for Giving Income (iii.7), yet this has to be putinto
perspective due to missing data.

Visual42: Highest performing countries (3) by Pillar
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3 notable performances which deserve special attention are
the successes in Capital Rent (iv.11) by Botswana, Human
Capture (i.3) by Mexico, and Firm Dominance (ii.5) by Ar-
gentina, despite the overall rankings in the aggregate In
dex. Whilst Botswana’s score might be affected by a lack of
availability of data, Argentina dominates the Indicators that
measures market capitalization and revenues as percentag
es of GDP, indicating a lower potential for rent seeking by
large firms. Mexico’s high scores for Collective Bargaining
Coverage (CBC, i.3) and Unionization rate (UNI, i.3) will
perhaps be short lived, given the introduction of a law al-
lowing workers to form independent labor unions.

Success within a Pillar is not restricted to a certain type of
country. Taking a deep dive into Industry Dominance (ii.4),
for example, we see that the U.S. leads inTop 3 industries ex
ports as % of GDP(IEE, ii.4), and the United Kingdom gets its
boost from Top 3 industries as % of GDP(IRE, ii.4), despite
the heavy weight of financial services. Egypt, by contrast,
scores well inTop 3 industries as % of VA(IVA, ii.4), in which
the U.S. and U.K. score 29" and 31 s‘respectively.

iii.7 iii.8
Taking
Income

iv. ** iv. *+
<ZibmZeEZ[hk
Rent Rent

iii.9 iv.*)
Unearned Producer
Income Rent



Highest improvement potential

The raison d’étre of this index is to identify areas in which
the business models of country elites could be improved to
create more value. In Visual 43, the countries with the great
est potential for such progress are shown by Pillar, provid
ing a number of enriching insights. For instance, in some ar
eas, such as Producer Rent (iv.10), Pakistan, India and
China, while all sharing borders, have arrived at their low
scores though very different political economy routes. Here,
especially further to anticipated opening up and liberaliza-
tion, China and even India, could see its overall scores im
prove markedly in the coming years.

The purpose of this specific graph is to trigger elites to trans
form existing business models towards increased Value Cre
ation — they and their countries are poised to benefit the
most from such changes. Indeed, a number of overall highly
scoring countries are identified here as having great room
for improvement. Even Singapore, which ranks first for its
stellar performance in the Index, finds itself lagging in Firm
Dominance (ii.5). Great Britain, one of the top countries in
the overall EQX, also finds itself in the bottom 3 for Taking
Income (iii.8), mostly due to its tax policies.

Visual43: Lowest performing countries (3) by Pillar
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This chart is particularly revealing in terms of political lead
ership for Pakistan and South Africa, as the countries feature
in the bottom 3 of all Pillars making up the Sub-Indices Polit
ical Power (i) and Political Value (iii) respectively. Pakistan
might have a relatively easier job, since its main challenge
is to address potential future Value Extraction, meaning
elites can pre-emptively tackle and amend the rules that al
low the capture of the state, of business regulation, and of
jobs. By contrast, South Africa is already in the midst of pe
litical Value Extraction, with urgent reforms needed at the
government level itself to redress the vast rents associated
with Giving Income (iii.7), Taking Income (iii.8) and Un-
earned Income (iii.9).

A patrticularly interesting point exemplified by this display of

the Giving Income Pillar (iii.7), is that countries may score
similarly poorly but for different underlying reasons. Whilst
Italy’s score is decreased by its highRegional redistribution
as % of government budget(REG, iii.7), South Africa trails
in School life expectancy (EDU, iii.7), and Russia’s perfor

mance is skewed by a low Global Health Security (GHS,

iii.7) score. In short, concrete policy implications must be
sought at the Indicator level.
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4.4 Special Regional Analysis: North East Asia

The Elite Quality narrative linking the
economies of China, Japan and Korea

One of the most fruitful ways to use the EQx Index is through

Can the shifting of political power to business be stopped in

cross-country comparison. Cross-country analysis is particutar the transition process?

ly informative in cases such as China, Japan and Korea, which
could be said to capture the same economic model at different
stages of development, alluding to a time series analysis.

The Index shows China at a historic turning point, as leaders
of the country well know. It highlights how China has benefit
ted from inefficiencies and rent extraction during its fast
growth period, ranking 12 *, with a similarly middling perfor -
mance on both Sub-Indices, at 19'on Power, and 10" on Val-

President Xi Jinping’s anti-corruption drive suggests that the
Chinese authorities are somewhat aware of the task at
hand. But the recent increase in Party power, and deviation
from previous Party convention on term limits, could be ster
ing up trouble for the future. Political Power is already the
biggest drag on China’s overall performance, with a rank
of 24 ™ out of the 32 surveyed countries. That power could
turn out to be damaging as growth slows, tempting politi

ue. The precedents set by its North-East Asian neighborscians to seek to carve out a bigger share of the pie, where
show that these scores will have to improve as China’s growth previous data suggests that officials have refrained from us
slows, and suggests that delayed reform comes at a cost. ing the full extent of their power to maximize rents.

Korea, which still enjoys relatively fast GDP growth, ranks at The ranking for Korea and Japan on Political Power is of
9th overall, but recent elections have shown dissatisfaction much higher quality, at 1stand 2" places respectively. We

with the system, with “economic democratization” even be
coming a campaign slogan. In contrast, Japan has had to re
form to curb both power and rent seeking as its economy
slowed, meaning that the growth in the size of the pie was no
longer big enough to allow for such wealth extraction. All the
same, curbing rents and power has not been enough to pre
vent GDP growth slowdown, and Japan lags many devel
oped economies in our sample, in 10" place for Power and

are unconvinced, however, that power hasn’t simply trans
ferred from politicians to business leaders through a privat
ization process, with industrial organization little changed.
Our Index suggests this is a problem in Korea, with a mid
dling performance on Economic Power, and with the Ece
nomic Value performance dragged down by a number of
key Indicators across Pillars. High Industry Dominance
(ii.4), coming in 28 ™ of the 32 surveyed countries, also

6™ for Value. Together, this all suggests small differences in demonstrates this point, reflecting the power of the export

power and rent can create a significant drag on activity.

sector lobby. Japan performs better in this sense but falls

down on the Indicator Top 3 industries as % of GDP(IRE,
Korea’s performance suggests that China could get away ii.4). Our index also unveils the concentration of industry
with allowing rent extraction to linger on, even as its econo-  revenues in the Firm Dominance (ii.5) Pillar, with Japan and
my slows. Chinese growth could easily fall below 5% on a Korea ranking highly in these Indicators. On the face of it,
structural basis in the next few years. While this is low by Korea’s number 1 ranking on SMEs per 1,000 people
historical standards, the Korean precedent suggests that the (SME, ii.5) within this Pillar should be lauded, but we fear
size of the pie would still be growing rapidly enough for that the large number of SMEs merely reflects the dual na
elites to continue carving an outsized share for themselves, ture of the labor market; in black and white, those that can
while the rest of the country can be bought off with the re not obtain employment in the mega firms then turn to start
mainder. Japan’s performance, however, suggests that this ing their own small businesses. These small businesses,

would be a perilous path; there seems to be a limit to Value
Extraction capacity, as the growth in the pie slows. Howev
er, leaving it too late to curb power and rent could stunt
long-term growth.

Chapter 4: EQx Country Analysis

however, are not the drivers of innovation, but often micro
businesses, run by older age people, in the low productivity
catering sector, and are a driver of high “household” debts
in Korea. This should serve as a warning to China to
strengthen efforts to avoid a dual labor market.



China receives an encouraging above average rank on It
dustry Dominance (ii.4), though the relatively poor perfor
mance from Korea should alert the authorities to the poten
tial for slippage here. The Creative Destruction (ii.6) Pillar
will be of paramount importance to maintaining sufficient
GDP growth as the old growth model recedes to make way
for the new. If the elites, whom currently hold power, cling
onto it, or don’t manage to transfer their resources, then the
remnants of the old model will stifle the full establishment of
the new. China’s performance is above average here.

Facing down the demographic cliff?

Japan’s experience is also informative as far as demograph
ics go, with China facing the challenge of rapid reform to
cater for the ballooning ranks of the old age population as
the working age population dwindles. Japan ranks 25" on
the Giving Income (iii.7) Pillar, its lowest quality perfor
mance, thanks to highSubsidies and transfers as % of GDP
(NT, iii.7) and Regional redistribution as % of government
budget (REG, iii.7), probably thanks in part to its aged rural
population. Like Japan, the older population in China is
well represented in rural areas, with the need for reform
even more pressing due to the land ownership system. In
China, the older farmers don'’t technically own the land
which they work, potentially depriving them of an exit into

the already grave challenge of organizing fiscal transfers in
a massive country, with many provinces tied to the old-
guard model at risk of being left behind.

Where is China headed on openness?

China’s worst performance is in the Producer Rent (iv.10)
Pillar, ranking 30™ due to the relatively high tariff barriers,
other barriers to entry, and a relatively closed capital ac-
count. The authorities in the last few years have made the
critical realization that tariffs on imports are generally bad
for consumers and hinder the transition to private consump
tion-led growth. The trade war with the U.S. may have
slowed down the process of reducing tariff barriers, as Chi
na retaliated against measures taken by the Trump adminis
tration. We expect to see progress on this front, as well as
on capital inflows, in the near future, though another flare
up of tensions and a tit-for-tat escalation is a real threat.

Admittedly, China and the U.S. have secured a Phase One
trade deal, but much of this was focused on the low-hanging
fruit. China’s purchase commitments seem likely to do dam-
age to the international trading system, with imports from
the U.S. displacing those from elsewhere simply by fiat. The
knottier issues remain unresolved. If anything, the period
since the financial crisis has given the world a false sense of

retirement. Left untackled, these factors could exacerbate security, with China playing a greater role in driving global

Visual44:
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growth. But this contribution was fueled by an unsustainable In any case, the Index accurately paints a picture of China
debt build up. China now faces the burden of a multi-year at a turning point. The deleveraging China must now under
deleveraging process, during which, it is likely to need to go probably entails real effective depreciation, meaning the
rely more on external demand. The temptation, therefore, country is likely to join its North East Asian neighbors on
will soon be to continue skewing resources towards the ex this front over the next decade. Japan’s direct intervention,
port sector, which essentially equates to rent extraction. Our however, would be minimal. But the operative part of its
Index suggests that Japan and Korea, predecessors in thisAbenomics program was effectively to depreciate the yen,
sense, did not manage fully to avoid this temptation. through a flood of Bank of Japan created money, so looking
at pure yen depreciation is justified here. Korea’s situation
With the authorities already taking steps to increase foreign is equally complicated. It's 23 place performance partly
involvement in China, there seems to be less movement on-al reflects a sharp drop during the financial crisis. This was
lowing Chinese capital to flow out and gain the benefits of due to large amounts of short-term dollar debts built up in

diversification. For now, the recent announcement that the
benchmark deposit rate will remain unchanged, since Octe
ber 2015, is also an ill omen that the authorities intend to
keep Chinese savers locked up at home, subsidizing the in
dustrial sector, a factor not fully picked up yet by our Index.

Capturing capital rent extraction in the North East Asian
model...

Future iterations of the Index will work on refining the Capt
tal Rent (iv.11) Pillar, in which China appears to perform
well. There might, however, be some misgivings as to this
result, as some Indicators are in their preliminary stages,
and the Pillar does not yet include the full list of planned In
dicators. Whilst this may matter less for developing coun
tries, in the case of China it impacts its performance, boost
ing it to a better position in the ranking. In short, the
Indicators Neutral interest rate (deviation from optimum)
(DNI, iv.11) and Inflation (deviation from optimum) (DOI,
iv.11) are both calibrated for developed markets, which
could give China an advantage; with the assumed neutral
interest rate and optimal inflation rate lower than the likely
reality, China’s undershooting is not picked up. In the future,
we may also need to think about the differences across
countries in how interest rates and money growth interact.

Another Indicator in the capital rents front isCurrency ap-
preciation (CUA, iv.11). China performs very well here,
largely thanks to appreciation early in the sample period.
We may want to consider capturing intervention, rather
than the pure moves in the currency, which can reflect nec

the years before 2008, largely as a result of hedging by the
export sector. Should that macroprudential failure be penal
ized? As we noted above, the Index picked up excessive iR
dustry concentration, and the strength of the export lobby.
So maybe this penalization is fair, reflecting the hazards of
elites becoming too dependent on one business model. At
the same time, historically, the country has tried to keep the
currency on a cheap footing to support this export sector, at
the expense of domestic consumers.

The future inclusion of asset inflation deviation from optimum
as an EQx Indicator would also likely pull China down the
ranks on the Capital Rent Pillar, and again will show China
at a turning point. The effects of its closed capital account
and previously loose monetary policy likely will show up
here. Similarly, data on housing affordability probably would
probably damage China’s score in the Political Value area.

... and capturing labor market rents

All 3 countries perform well on the Labor Rent (iv.12) Pillar,
but picking up rent extraction here is tricky, and may require
more country-specific thinking. Poor quality data in China’s
case is difficult to get around. Japan’s quasi-feudal labor
market, meanwhile, performs well on our current metrics,
but harbor Value Extraction in reality, for instance on the ir
tergenerational front.

Freya Beamish,
Chief Asia Economist at Pantheon Macroeconomics

essary structural adjustments between a country and the rest

of the world. Measuring intervention would be difficult
though, as the North East Asian case demonstrates. China
now uses state-owned banks to intervene, generally to sup
port the currency at this stage, rather than merely relying on
the central bank.
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4.5 EQx, Ultimate Signal of Medium-term Growth

(with Implications for Economic Responses to Covid-19)

Further to statistical assessment, the properties and robustnessvisual 45 below underscores an interesting relationship: the

of the EQx dataset and its aggregated markers enable the pur
suit of falsifiable hypotheses relevant to various research ques
tions within the fields of economics and management science,
and possibly other fields like political science or even ethics.

An initial question for testing is the establishment of EQx as a
tentative leading indicator for economic growth. The underly
ing assumption is that elite business models based on Value
Creation (rather than extractive rent seeking activities) gener
ate broad and sustainable economic growth. ‘Medium-term’
time frames to be evaluated could range from 3-year to 15-
year time horizons. EQx constructs and data would thus be
introduced to econometric models of growth, either as a sin
gle variable, or better, decomposed into its Pillars at different
levels of aggregation. In fact, depending on their exact focus
and data availability, several growth regressions could bene
fit from our Index’s ability to meaningfully aggregate or dis-
aggregate different components of Power and Value Cre
ation. As econometric model adjustments are developed by
the extended EQx research team, individual EQx compe

higher the EQx Country Score (i.e. the more prevalent the Val
ue Creation business models and the lower their rent seeking
antagonists), the higher the levels of economic development
in terms of real GDP per capita.

Beyond the correlation (correlation coefficient 0.807), much

is revealed by considering the individual countries’ residuals
below the common intercountry line. China, the U.K. and Ko

rea have a large vertical. These countries’ Elite Quality on ag

gregate is the highest relative to their GDP per capita. This
visualization points to the idea that Elite Quality is a signal for

falsifiable long-term economic growth performance.

The big question is whether these residuals result from cumula
tive temporary deviations from a long-term relationship com
mon to all countries and represented by the line, or whether
they mirror the “fixed-effects” of socio-cultural characteristics of
the country that cannot disappear in the medium-term. In other
words, are the EQx Country Scores associated with negative
vertical distances in Visual 45 (countries sitting below a hype

nents like Sub-Indices or Pillars and their respective weights thetical common trendline) a ‘signpost’ for higher future income

might be finetuned according to predictive contribution. Car+
didate dependent variables worth exploring in the modeling
context include human development, competitiveness, total
factor productivity (TFP) or innovation.

Visual45:

levels (and higher economic growth rates)? Interestingly, Singa
pore sits above the trendline, meaning that it could perhaps re
gress, to the still astonishing high level of about USD 85,000
(PPP). The signal from China on account of Elite Quality is one

EQx’s correlation with GDP per capita PPP - 2018 data (The World Bank), lagging causality?
Correlation coefficient = 0.807, R-squared = 0.651

Note: Minimal spatial displacement implemented in case of country overlap
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of USD 45,000 GDP per capita (PPP), close to 3 times its cur
rent level. In Europe the U.K., Poland, Israel, Germany or Per
tugal are also set to grow their purchasing power GDP.

helicopter money and looser monetary policies, to ‘Coron
abonds’, or to specific industry rescue packages and subsi
dies, will lead to updated Value Creation vs Extraction Corr
figurations (see Visual 17). That is, to new proportions of
On the other hand, Argentina and Turkey point to substantial inclusive vs extractive business models in the economy. The
negative growth ahead, if the large positive distances (to the EQx2021 report will aim to capture the effects of Covid-19
trendline) persist. Furthermore, Italy, France and Sweden might policies in terms of Value Creation and hence long-term
stagnate, albeit these countries are already relatively and very economic prospects.

prosperous. The previous discussion about time-horizons leads
to the ‘if’ and ‘when’ question, i.e. will all or most countries ul-
tlimately transition towards the trendline and how long will the
shift take? In other words, how forward-looking is EQx?

In summary, weak signals for conceivable economic trajee
tory inflection points might, once properly modelled, call for

revising a country’'s medium and long-term growth pros
pects. After all, emerging elite business model configura
The determination of signaling effects, and the potential hys tions are the central — albeit often overlooked — fact of any
teresis (where historical elite business models endure and political economy. Their effects certainly require longer hor

determine national development trajectories) of Elite Quality zons to fully play outin the economic and social spheres. For
bring forth practical policy dimensions. Can inflection points  this very reason, EQx plans on initiating an econometric
that redirect economic and human development trajectories modelling research program to capture different economic

be detected? EQx is designed to draw from financial mar

kets and other dynamic data; the real-life EQx data subset,

properly modelled and interpreted, could be the core sig-
nals which, however weak, anticipate larger future move

growth and political economy aspects. We will enlarge the
dataset by increasing the number of countries and years, so
that we are able to mobilize a variety of methods, ranging
from static and dynamic panels, to instrumental variable es

ments of economic variables. timations, to important causation methods such as the pro

pensity score, along the lines of important recent studies
A case in point of great topicality is the dissimilar policy re- (such as Acemoglu, Naidu, Restrepo, & Robinson, 2019).
sponses to the Covid-19 crises. Any response, ranging from

Visual46: Fitted value differential as indication of future growth prospects (based on Visual 45)

Note: Fitted value differentials are calculated as the difference between the fitted value and the actual GDP per capita value,
as % of the actual GDP per capita value

Fitted value differential (% of actual GDP p.c.)
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5. Todays Call to Elites

In times of crisis, Elite Quality is paramount. During the fi
nal stages of the 18-month preparation of this Report, the
world has been confronted by the Covid-19 health emer
gency. This Call to Elites attempts to provide a framework
to tackle the evolving economic and social crises.

1. Coordination.  Elites are scarce and critical coordina
tion capacity. Without elite coordination capacity a na -
tion cannot successfully hope to prosper, innovate, or
tackle a crisis.

2. Choice. Elites have the choice to configure their business
models between 2 poles: Value Creation and Value Extraction.

3. Policy. Optimal policies for economic and human de-
velopment are those that crystalize in institutions that in

4. Transparency. It is extremely difficult to assess at the
micro or firm level, and even for the elites themselves,
whether and to what degree a given operation or business
model is value creating or extracting. An important reason
for the obscurity is that both models are profitable and
generate wealth. While elites and non-elites alike are keen
on frameworks for transparency, elites seeking sustainabil

ity and the long-term perspective are expressly interested.

5. Diversity.  Countries experience different levels of Elite
Quality. There will be debates about the right Elite Quality
levels. For instance, it is argued that countries in initial
stages of development should tolerate rent seeking models
to enable capital accumulation and finance elite coordi-
nation capacity. Once the economy develops, those elites
should transition to Value Creation models. On the other

centivize Value Creation business models. Rules with teeth hand, the richer a country is, the higher the demands on

must close doors to Value Extraction and rent seeking, be
cause these constitute value transfers away from the origi
nal value producers and eventually lead to stagnation and
in the extreme, to social breakdown.

Chapter 5: Today's Call for Elites

Elite Quality: operating on the efficiency frontier leaves
scant margin for the allocative inefficiencies accruing
from Value Extraction business models.



6. Crises. In times of economic and social upheaval, the 9. Elite narratives. ~ Enlightened and competitive elites will in
economic pie is bound to shrink. Elites will reassess their creasingly investin Value Creation business models and devel
business models, and it is likely that estimations of their own op narratives to articulate their choices. The EQx project sup
power position play a role when examining options such as plies facts and analysis for the public discourse and debate.
to double down on Value Extraction or on Value Creation.

Value Creation responses of high-quality elites to a crisis will
7. High-quality elites. To overcome a crisis situation, the eventually resolve any crisis. Low Elite Quality responses,
nation’s elites must employ their coordination capacity to in  however, will worsen the predicament, and if grave enough,
vest in and expand Value Creation models. A country bless as for instance during the French harvest failures of 1788,
ed with high-quality elites will ceteris paribus navigate can destabilize the overall political economy and even
through the crisis with the lowest amount of social loss and change the course of history. An overbearing risk of the

non-creative destruction possible. Covid-19 crisis is that the large Keynesian and monetary
support packages will induce increased Value Extraction
8. Low-quality elites. A second and understandable re  business models, where interest groups compete for the pork

sponse, is for elites to move to preserve or even enlarge their doled out. Workers in health care, the front lines of retalil
pre-crisis income levels. Elites will leverage and stretch their and logistics, and in public safety engaged in selfless and
political economy power to the limit for Value Extraction pur high-risk Value Creation — it would be a social tragedy if res
poses. Referencing the Keynesian analogy of ‘sticky wages’, cue packages, subsidies, ‘Coronabonds’ or helicopter mon
we call pre-crisis level income preserving elite behavior etary policies were to be used to grease Value Extraction
‘sticky’. The implementation of rent seeking business models business models. Should a narrative of “war profiteering”
in times of crisis are redistributive and especially aggravating, take hold in some of the political economies most affected
since non-elites will see their incomes proportionally decline by Covid-19, upheavals like the George Floyd protests
to a greater extent than they otherwise would have done. would just be a prelude for 2021, the year which could be -

come the 21s'century’s fatidic 1789. 61
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6. Exhibits

6.1 EQx Forthcoming Research Questions

The EQx2020 Report’s Country Scores and Global Rank other countries. At the same time, we know that scoring high
are part of a cross-disciplinary research project. Both mae or low in the Global Rank is not as important as improving a
ro-, meso- and micro-level research questions derive from given country’s Elite Quality over time. Research with longitu
the Elite Quality conceptualization and the measurements dinal panel data will address — at the individual country level
of the Index. A set of fundamental and inclusive research — the progress towards higher/lower levels of Elite Quality.

guestions are outlined below.
Fundamental research questions

Predictability: As discussed, Elite Quality is purportedly an in
dependent variable leading to economic and human develop
ment, a leading indicator for mid- or long-term economic
growth. The core of the EQx research project is to test falsi
able hypotheses by empirical means. In this context, economet
ric models might be developed to address reverse causality is

The EQx2021 Report plans to first address the question by
presenting a benchmark comparison capturing pre-2007
Great Recession data.

Theoretical diligence: Is Elite Quality an internally consis
tent and falsifiable construct which explains that which es
tablished theories do not? Does EQx and its supporting
methodology truly measure Elite Quality as conceived? The
guestion of whether Value Creation business models for the
national aggregate are properly measured will be theoreti-

sues at the highest of standards of economics. By highest of cally diligenced for the 4 levels of the Elite Quality architec
standards, we mean the issues tackled in the econometric ture, including for each Indicator.
works of people like the recent Nobel prize winners Banerjee
and Duflo; we cannot run experiments, but our causal inference Extended research questions
could reach a similar reliability based on observational data.

International business: Elite Quality captured by EQx could
Longitudinal study: Can we compare countries to themselves well be a relevant contextual factor for a variety of firm deci
over time? The annual EQXx is a global comparative index. sions on internationalization, such as foreign market entry
That is, every country is ranked and qualified in relation to mode choice. Elite Quality could be determinant of foreign

Visual47: EQX’s correlation with theHuman Development Index 2018 (UNDP, 2019)

Correlation coefficient = 0.778, R-squared = 0.605
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direct investment (FDI) performance, and might have a signal
ing effect for host countries wishing to attract FDI.

Business models: While the EQx Index is built primarily on
macro datasets measuring Value Creation on the aggregate,
a transition (back) to the micro-level will be made. Ample lit
erature exists on Value Creation at the level of organizations.
The idea is to utilize existing EQx concepts and approaches

Corporate governance: The agency of boards, especially
those at leading and system-relevant organizations, is in
creasingly being scrutinized from a stakeholder perspective.
Assessing a business model’s Value Creation might in the fu
ture be part of Corporate Social Responsibility (CSR). Along
similar lines, the Environmental, Social, and Governance
(ESG) investor perspective might reference EQx as it mea
sures the sustainability and societal impact of business med

to establish whether firm (or industry) profits are the result of els associated with specific investment decisions.

Value Creation or of extractive business models.

Selected research questions for the EQx project team

plans to answer this question by

(i) Future EQx Reports plan to proposaid- and long-term economic growth predictions

(i) Development of anEQx Liquid indicator  to assess how changes in financial market and other ‘real-time’
data impact growth, risk, economic forecasts and general human welfare indicators.

(iii) What is the overall “state of elites” in the world? AEQx World Score
establishing an aggregate Elite Quality metric that takes into account the scores of all nations. Whether the
EQx World Score is on a rising or on a falling trend will be studied. The impact on the World EQx of events
such as Covid-19 and related policy responses also merits inquiry.

Visual48: EQX’s correlation with the WERSlobal Competitiveness IndeQ/VEF, 2018)

Correlation coefficient = 0.883, R-squared = 0.779
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6.2 Methodological Note

This brief provides a synopsis of methodology steps (Steps 3 information on countries’ Elite Quality, i.e. by 2016 or later (al -
to 6 and 8, as in Visual 9) and reference parts of this report though there might be some exceptions to this rule). Addition
(Sections 2.4 Methodology Introduction and 2.5 Statistical ally, Pillars need to be based on a minimum of 4 Indicators.
Assessment). For a full methodology discussion consult the

latest version of the EQx Methodology Paper. Secondly, the EQx implements an “available-case analysis”
(Little & Rubin, 2002, p. 54), where Indicators are not omit-
ted when having missing values, but are used if they fulfil
the above minimum requirements. In cases where the most
As basis for the EQx’s 72 Indicators, datasets are collected recent data is not available for a specific country, missing
from renowned international organisations. By using these values are imputed from the latest available data for this
various datasets and sources, the EQx aims to capture and country, up to 3 years prior to the most recent year. When
measure all relevant aspects of Elite Quality. Section 7.2 lists an Indicator is missing for a country entirely, the weight of

Dataset collection and transformation (Step 3)

the data source for each Indicator. Datasets can be catege
rized, according to whether and how they are transformed

before yielding EQx Indicators. For instance, some Indica
tors are obtained directly from the original data (e.g. Indica-

tor Institutional quality (DBI, i.2) uses the final score of the
World Bank Ease of Doing Business Inde)x Other Indicators

are obtained after some basic transformation of the source
dataset, e.g. by setting absolute numbers in relation to the
countries’ number of inhabitants or GDP. Another set of Indi
cators is obtained after more complex transformations, im
plying data cleaning and more extensive data transforma

tions, as was the case with theTop 3 Industries as % of VA
(IVA, ii.4) Indicator.

Whenever possible, the most recently available data is used
to compute EQx Indicators. That is, if available, the Index
uses 2019 or 2020 data. Considering the geographic cov -

erage of the EQx, the future aim is to measure Elite Quality

the missing Indicator is split between the remaining Indica

tors of the same Pillar, proportionally to their weight. The
EQx methodology thus builds on the premise that Indicators
within the same Pillar measure similar aspects of Elite Qual
ity. For the EQx2020, a country’s Index score is derived

from a minimum of 40 Indicators in the case of Botswana
and, on average, from 61.7 Indicators.

An obvious concern is that missing values are not missing
completely at random but based on a systematic pattern
(OECD, 2008, p. 24): data availability might be related to a
country’s Elite Quality. This could represent an important en
dogeneity bias for the EQx. However, we found that differ-
ences in EQx scores are not significant with respect to the
number of Indicators. Furthermore, a positive relation be
tween country scores and data availability would not neces
sarily be an indicator for bias: provided the existing Indica-
tors are unbiased, Index scores would not be biased, but less

for as many countries as possible, even if severe limitations precise. The state of Elite Quality would be depicted using

exist in pursuit of this objective. For the EQx2020, Index vat
ues are computed for a set of 32 countries.

Imputation of missing data (Step 4)

less, but nevertheless correct information. We are confident
that this argument would apply here, since the EQx uses data
of renowned and trustworthy international organisations.

Still, data constraints might hamper the cross-country compa

Fortunately, the datasets considered for the EQx are generally rability of EQx country scores: some Indicators stem from dif

characterized by relatively good completeness. However,
roughly 10% of Indicator-level datapoints are missing. The
EQx approach to missing values is designed to avoid system
atic upward or downward biases as a result of missing val

ues. That is, a lack of data should not penalize or favour any
country but should solely influence the accuracy of its score.

High data quality is achieved through 2 angles. First, mink

mum requirements in terms of data availability are defined.
Datasets are only included in the EQx analysis if they cover a
minimum of 30% of the countries under consideration (for the
EQx2020 this corresponds to 9 countries) and provide recent
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ferent years, and some Indicators cover a heterogenous set of
countries. The latter implies that each Country Score relies on
a different set of Indicators (Little & Rubin, 2002, p. 54),
which might limit the meaningfulness of the international
ranking. However, while these important limitations should
be kept in mind, we are confident that the EQx offers valu
able insights on aggregate Elite Quality in the considered
countries. Reassuringly, a range of robustness tests suggest
that the EQx ranking is largely robust to modifications in key
modelling assumptions.



Normalization of Indicators (Step 5)

Because the Indicators have different scales and measure
ment units, normalization is necessary prior to aggregating
the data to “avoid adding up apples and oranges” (OECD,
2008, p.27). In a first step, a logarithmic transformation is
applied to some source datasets (12 of the 72 EQx Indica
tors are based on a log-transformation) when this is deemed
to improve the distribution of the data and thus yield more
meaningful Indicator scores. Then, before aggregating Indi
cator values to Country Scores, data is standardized, i.e.
converted to a common scale (with mean zero and standard
deviation one) by calculating z-scores (z,). This improves the
comparability of datasets with large differences in scales
and units, as is the case with EQx Indicators. The standard
ization is done using the 95% trimmed mean and standard
deviation, in order for the standardization process to be less

susceptible to outliers. In a further step, the datasets are re-

scaled such that the Indicator scores all range between 0
and 100 (x" ). Lastly, if necessary, Indicators are trans

Indicator and Pillar weights are determined by a group of
experts in the course of a Budget Allocation Process (BAP).
The BAP is a participatory method where experts are provid
ed a budget, e.g. N points, that they allocate to an Indicator
or Pillar. Intuitively, experts “pay” more for Indicators or Pit
lars they want to stress (OECD, 2008, p. 32 citing Billharz,
Matravers, & Moldan, 1997). The average of the experts’
allocations yields the individual Indicator or Pillar weight.

Index Area and Sub-Index weights are determined by con
ceptual deliberations formalized in the EQx White Paper.
The resulting relative weighting between the Sub-Indices
Power and Value is established as 1:2. Within each Sub-In
dex, the weight between the Political and Economic Index
Areas is established as 1:2, as well.

Furthermore, the EQx applies a linear aggregation scheme.
This implies a constant and full compensability between each
aggregated element at the respective aggregation level
(OECD, 2008, p.33). Within Pillars, Indicators are assumed

formed such that — consistently across all datasets — a value to measure similar aspects of Elite Quality, and in conse

close to 100 indicates a high level of Elite Quality, and a val -
ue close to 0 represents a low level of Elite Quality.

Weighting and Aggregation (Step 6)

By weighting the individual Indicators, varied relevance can

be attributed to them. As outlined in section 2.4, Casas’
(2020, forthcoming) framework provides a clear structure to
the Index. The weights applied at each level (Indicator, Pillar,
Index Area, and Sub-Index level) emerge from 2 approach
es: either, weights are allocated by a group of experts, or,

weights are directly deduced from the theoretical framework
presented by Casas.

guence, a full compensability is intended. A similar reason
ing applies for the aggregation of Pillars within Index Areas.
Moreover, a linear aggregation scheme transmits the relative
importance — as determined by the underlying weighting
scheme — of the elements that are aggregated at the respec
tive level to the index (Santeramo, 2017, p.131). In conse-
guence, Index Areas and Sub-Indices are linearly aggregat
ed as well, to ensure a full transmission of the relative weights
as implied by the theoretical foundation.

Indicators standardization formula (z-score), based on dataset
trimmed mean u(X and standard deviation &X)

Calculation of final Indicator Country Score, ranging from

0to 100
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Statistical Assessment (Step 8)

The EQx Methodology Paper discussed a range of robust Additional insight into the reliability of the EQx was obtained
ness tests. There are 2 reasons for this: firstly, to validate the by replicating the entire construction process on a separate
EQx set-up, and secondly, to assess how sensitive the coun platform. Namely, the EQx is calculated using Microsoft Ex
try ranking is, ceteris paribus, to changes in key modelling cel, a widely used spreadsheet software, as well as using the
assumptions. The tests generally confirm the robustness ofindex Management Platform IMP, a custom Python-based

Country Scores and meaningfulness of the EQx Global platform developed by partner dxFeed.
Rank. We find that Country Score and the Global Rank are

not driven by individual Indicators, different levels of data

availability or the chosen normalization method. They also

remain largely stable when applying a range of alternative

weighting and aggregation schemes. TheEQx Methodology

Paper including the comprehensive sensitivity analysis is

open for critical input.

Visual49: EQx weighting, overview table

Note: Based on the EQx Methodology Paper

66 Aggregation level

Sub-Index weights

Sub-Index I: Power

Sub-Index II: Value

Index Area weights

Sub-Index I: Power

Political Power
Economic Power

Sub-Index II: Value

Political Value

Economic Value

Pillar weights (within Index Areas)

Indicator weights (within Pillars)
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6.3 EQx Continuous Development Plans

The 2020 EQx2020 Report you have in your hands is the

first ever release of the EQx Index. As a result, it has an ex-
perimental character, and while its production was guided

by the perspectives and approaches of the Methodological

Paper (see sections 2.4, 2.5 and 6.2), a multi-faceted re

view process has since commenced.

The release of the EQx2020 Report has started the first phase
of the review process, which will close with the publication of
the full EQx2021 Report, at which time the second phase will
begin. This second review phase will be an extensive, in-
depth, year-long peer reviewed methodological assessment.
The EQx project expects to benefit from the inputs received
from academia, business practitioners and policymakers.

The review process aims at diverse areas of action:

a) Relevance. For EQx to become an accepted heuristic
for Elite Quality by segments of the general public, policy
makers, institutions or elites.

b) Transparency and openness. Implementation of trans
parency principles for EQx, and open index production pro-
cesses capable of incorporating critical insight and outside
contributions.

¢) Theoretical assessment. Continuous strengthening of
the theoretical foundations for the EQx Index and its aggre-
gated levels, as well as construct validity.

d) Statistical assessment. Continuous general validation
of EQx results and the Index’s robustness.

e) Macro-level research. Initiation of formal research proj-
ects in the area of economics. This includes, for instance, the
development of econometric models that test the relationships
and the purported predictive power of EQx over selected
proximal dependent indicators (e.g. institutional quality) and
distal dependent indicators (e.g. medium-term economic
growth, human development).

f) Micro-level and meso-level research. Initiation of for-
mal research projects in the areas of international business
or corporate governance. This includes, for instance, testing
the relationships between EQx datasets and FDI perfer
mance and internationalization models across countries, in
dustries or firms, or assessing corporate governance in
terms of firm Value Creation vs Value Extraction.

g) Indicators conceptual diligence. Theoretical evalua
tion of existing and candidate EQx Indicators in terms of
their fit as an expression of Power and Value (Creation vs
extraction), and conceptual validation of the assignment of
Indicators in EQx Pillars.

h) Indicator dataset quality. Continuous updating of ex
isting EQx Indicator datasets and assessment of data quali
ty. Of importance too is the identification as well as the pro-
duction of datasets for candidate Indicators that
conceptually fit the Pillars.

Lastly, we emphasize that for meaningful application of the
EQx methodology, the quality of the input data sources is es
sential. The EQx Indicators are the bedrock of the Index, and
the tables in the next section 6.4 describe these in detail.
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Value
TLA  Indicator Name A. Indicator Description - What we measure Dataset source B. Indicator Rationale - Why we measure Creation/
Extraction
Sub-Index I: Power / Index Area (i): Political Power
Pillar (i.1): State Capture
COR | Palitical corruption| This Indicator is based on the political corruption subset of the Varieties \#rieties of Deme | Political corruptionis a direct measure of Value Extraction facilitated by State Capture anchored ixtraction
Democracies Database. The measure "includes measures of six distinct tygesies (V-DEM) | Political Power. It is one of the most blatant and direct forms of rent seeking, as corruption is theft.
of corruption that cover both different areas and levels of the polity realm, Political corruptionpre-empts Value Creation business models from emerging.
distinguishing between executive, legislative and judicial corruption. (...) The
measures thus tap into several distinguished types of corruption: both ‘petty"
and ‘grand’; both bribery and theft; both corruption aimed and influencing
law making and that affecting implementation" (VDEM, Website).
MOB | Social Mobility The intergenerational mobility database measures the differences of eecorithe World Bank, | The social and economic mobility of the population is an essential Indicator of Political Pow&reation
mic mobility across generations. The main focus is on the mobility of edudaDIM Database | Across countries, the possibility to climb the economic ladder varies significantly. Bmeial mobt
tion by measuring the share of individuals in the 1980s cohort who are born lity is a reflection of both State Capture and lack of political will to invest in measures that enable
into the bottom half and who have reached the top quartile in education. the less privileged within society to advance, such as education. Elite status is less challenged and
elite rotation is thus impeded, preventing new Value Creation agents from emerging, while existing
elites maintain a stronghold on the top positions of the social ladder. With higher elite incumbency
levels, competitive pressures for elite Value Creation decrease, thus facilitating rent seeking and
Value Extraction business models.
PDE | Political decentra-| Political decentralizatiorexamines the self-governance of local government¥he World Bank, | With Political decentralizationand more power for subnational governments, Political Power| iCreation
lization EQx uses the political decentralization subset of the World Bank decentrdfiolicy Research | spread across a larger number and diversity of actors, and therefore State Capture becomes
zation indicators. This subset assesses the degree of decentralization at théVerking Paper more difficult. Local governments are likely to be “more accountable to local citizens and more
gislative and executive levels, as well as the provisions for direct democracy. appropriate to local needs and preferences” (Johnson, 2003, p. vi) than far-flung, centralized
governments. Through a greater, direct voice, citizens interests and their Value Creation models
are better represented and more likely to be implemented. Value Extraction, on the other hand, is
more likely with centralized governments as the interests of local citizens are disjointed with that of
government. More distributed power and lower levels of power accumulation impede rent set%ing
activities by political and economic elites. As a counter argument, high Political decentralization
can also be inefficient and lead to overlap specially in larger polities and thus decrease value
*An optimal level might be established in the future.
ADE | Administrative This Indicator is based on the administrative decentralization subset of|fiike World Bank, | With Administrative decentralizationadministrative power is spread out and more sensitive [toCreation
decentralization World Bank decentralization indicators. This subset measures "the abilBolicy Research | implementing rules according to local needs, with an additional checks and balances layer to
of local governments to hire and fire and set terms of employment of locélorking Paper avoid State Capture and the implementation of Value Extraction business models. More distriuted
employees as well as having regulatory control over own functions" (WB, power and lower levels of power accumulation impede rent seeking activities by administrative
Working Paper: p.17). and economic elites. As a counter argument, local state administration might be captured by local
forces and compromise the implementation of inclusive rules and regulations.
*An optimal level of Administrative decentralizatiormoderated by the inclusive/extractive natur
of the country's institutions (and probably more differentiated from decentralization than Political
decentralization) might be established in the future.
PGL | Political globali- | Political globalizationis measured by using the political dimension of théOF | ETHZ, The KOF | The higher the level oPolitical globalization the more constrained the Political Power of nationalCreation
zation Globalisation index It encompasses factors such as the numbers of emb&lobalisation elites in the context of the sovereign state becomes. International norms and accountability to
sies and international NGOs, as well as the participation in UN peacekedndex supra-national institutions like the WTO limit their Power. International institutions are assumed to
ping missions. Moreover, it comprises variables relating to membership of be inclusive.
international organizations and international treaties.
WPI | Women's Power | TheWomen's Power Indexneasures the access to political power at the statéfhe Council of The higher the levels of gender equality in leading Political Power positions, the higher the diversityeation

Index

top echelons. “It analyzes the proportion of women who serve as heads Béreign Relations

state or government, in cabinets, in national legislatures, as candidates
national legislatures, and in local government bodies” (CFR, Website).

f€FR)

of interests, business models and constituencies that will a priori be represented and considered

for institutional sanction in the political economy. TM#omen’s Power Indexs most effective whel
combined with other measures such as Social mobility or Government responsiveness to ch
jointly constraining the potential for State Capture by narrow elite groups.
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TLA

Indicator Name

A. Indicator Description - What we measure

Dataset source

Value
Creation/
Extraction

B. Indicator Rationale - Why we measure

GRC

Government’s
responsiveness to
change

This WEFGIlobal Competitiveness Indeindicator is based on the surveyworld Econo

question: “In your country, to what extent does the government respong

afic Forum, The

fectively to change (e.g. technological changes, societal and demograph@&obal Compett

trends, security and economic challenges)?” (WEF, Website). The WEF

Breeness Index

cutive Opinion Survey captures the views of more than 16,000 business-exe

cutives in 140 countries.

Government's responsiveness to chanigea determining factor with respect to incentivizing ValueCreation
Creation business models. A state free from change-resistant vested interests is open to new|possi
bilities, models and interest groups inspired and enabled by emerging trends and disruptions.|It is

in such an environment that Value Creation opportunities are most recognized and enabled from

a regulatory perspective.

Pillar (i.2): Regulatory Captu

=

(]

DBI | Institutional quality The World BankEase of Doing Business Indserves as a proxy to measufThe World Bank, | The World Bank's benchmark index of "domestic business regulatory environments" measures| IrSteation
institutional quality. "A high ease of doing business ranking means the regioing Business | tutional quality by examining the regulations affecting local non-elite SMEs, and the regulations that
latory environment is more conducive to the starting and operation of a locaidex "enhance business activity and those that constrain it". It is a measure of Political Power and Institutio
firm" (WB, Website). nal Capture as high-quality institutions are inclusive, support globalization and Fl, protect non-elites
and forestall the capture of regulators by elites implementing Value Extraction business models
CRO | Crony-capitalism | This Indicator measures the wealth accumulated by a nation's billionair€®srbes [Billie In Wikipedia Crony-Capitalismis defined as a measure of the "trend in the number of economiExtraction
from activities in industries classified as "Crony" by the Economist, i.e. “susaires list] & rent seekers. The assumption behind is because of the favorable political policies set by the gavern
ceptible to monopoly or requirfing] licensing or highly depend on the goThe World Bank | ment officials, the tycoons are increasing their wealth and interest. As a result, they get a larger
vernment" (The Economist, 2016). [GDP] part of people’s fruits of labor, instead of generating more wealth for the whole societylarge
rent producing industries are heavily regulated. When elites (billionaires) in a country derive a
comparatively large part of their wealth from such industries it signals successful Regulatory Cap
ture on the back of Political Power. Otherwise institutions and their regulators would limit returns
of these activities, pre-empting the large rents that convert Political Power into Economic Power.
EXP | Expropriation risk | "The risk of expropriation encompasses all discriminatory measures taken 6yedendo Expropriation is a transfer of Value from one subset of the political economy to another affectEdtraction
a host government which deprive the investor of its investment without any through institutions that have been captured by the extractive elites. Higfpropriation riskreflects
adequate compensation; (...) events of embargo, change of (legal) regime high levels of Institutional Capture by elite rent seekers causing deadweight social losses when the
and denial of justice are included. (...) The Indicator does not only assess the business assets in question are transferred. Also, expropriation as an exercise of Political Power
risk attached to expropriation as such, but also the functioning of legal insti lowers the incentives for Value Creation business models in the economy, as it questions the essen
tutions in the host country and the probability of a negative change in attitude tial institution of private property. Thus, foreign firms and investors with the potential to increase
towards foreign investments" (The Global Economy, Website). Value in the economy, but whom are even less protected than domestic non-elites, are wary of
entering unholy alliances with local elites and stay away.
PMI | Protecting Minority This World BankEase of Doing Businesindicator "measures the strengtiThe World Bank, | Corporate elites can expropriate Value from more distributed groupsHfotecting Minority Inves Creation
Investors of minority shareholder protections against misuse of corporate assets bping Business | torsis not assured by institutions. Shleifer and Vishny (1997, p.759) point out that with weak pro
directors for their personal gain as well as shareholder rights, governandedicators tections “large owners gain nearly full control and prefer to use firms to generate private benefits of
safeguards and corporate transparency requirements that reduce the risk of control that are not shared by minority shareholders”. The Political Power of a specific elite sibset
abuse" (WB, Website). - large shareholder interests and top management of corporations - succeeds in a Regulatory
Capture form that pre-empts the efficient allocation of capital to potential Value Creation projects
and causes the transfer of Value from distributed minority investors to concentrated interests.
ECR | Ease to Challenge This WEFGIlobal Competitiveness Indeindicator is based on the surveyWorld Econo Ease to Challenge Regulatior®y private businesses implies regulatory capture through the legéixtraction
Regulations question: “In your country, how easy is it for private businesses to challengéc Forum, The | avenue. Businesses successfully defeat in courts regulations enacted to limit their rent seeking, such
government actions and/or regulations through the legal system” (WEF, WeSlobal Competi | as rules that foster competition or otherwise keep Value Extraction activities in check. A counter
bsite). The WEF Executive Opinion Survey captures the views of more thiganess Index argument is that the legal system could serve as a check to balance the Power of political ¢lites.
16,000 business executives in 140 countries. *An optimal level might be established in the future.
Pillar (i.3): Human Capture
UNI | Unionization rate | Unionization rate i.e. the trade union density rate (%), represents the tothiternational La | The Unionization rate points to the Political Power of unions and their political influence anBxtraction

membership of (independent) trade unions in a nation as a percentage
all employees.

bbr Organisation,
ILOSTAT Databas|

bargaining power. Unions see insiders, a labor elite, representing the interests of certain -|not
eall - workers, and not the unemployed. The higher tiénionization rate the higher the likelihool

that unionized employees, civil servants etc. engage in Value Extraction. A dominant position of
unions is associated with intra-labor rent seeking (by setting minimum wages above the market
equilibrium, strengthening workers’ protection against firing even when engaged in unproductive,
Value Extraction behavior, etc.). As a counter argument, Iddnionization ratesallow for the ex
ploitation of worker surplus by business elites, especially under certain socio-economic situations
where labor is unprotected and disallowed from collective action.

*An optimal level might be established in the future.
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Value
TLA  Indicator Name A. Indicator Description - What we measure Dataset source B. Indicator Rationale - Why we measure Creation/
Extraction
PSE | Public sector This Indicator is computed as public sector employment in general goveinternational La | Excessive numbers of public sector workers in non-health and non-education areas reflecttd ifNon
employees as % off ment sector (defined in System of National Accounts, SNA) plus employnméatr Organisation, | Public sector employees as % of total employmenint to Political Power of elite labor interest Linear
total employement | of public corporations, minus employees in public health and education, dsOSTAT Databasegroups. These interest group are extractive when labor markets are distorted and economie pro
% of total employment. The values are obtained by the normalization of the ductivity suffers. The cost of excessive public sector workers is paid for by taxes or government
Index "Public administration and defense" by the population. borrowing, that is by the rest of the working class. As a counter argument, there exists a certain
number of tasks in the economy that are most effectively carried out by the public sector. * Aten
tative optimum is suggested at 1.5% (pending further research).
CBC | Collective Bargai- | "The collective bargaining coverage rate conveys the number of employelesernational La | Collective Bargaining Coverageefers to the bargaining power of employees or groups of emExtraction
ning Coverage whose pay and/or conditions of employment are determined by one or moréor Organisation, | ployees. The higher their bargaining power, the higher their ability to exert dominance over the
collective agreement(s) as a percentage of the total number of employedSOSTAT Databasepolitical economy. Collective Bargaining Coverage as a reflection of Human Capture and potential
(ILOSTAT, Website). Value Extraction is similar to the Unionization rate (UNI, i.3) and might prevent exploitatioriof
workers by corporate elites. However, Unionization rate "only measures the extent of unionization
and tells us very little about the influence or bargaining power of unions. Collective bargaining
may still play a very significant role and collective agreements cover a high proportion of workers
in countries with low trade union density, as is the case in France." (ILO, website). *This Indicator
might be subject to an optimum (EQx further research project).
GSI | Global Slavery TheGlobal Slavery Indexs “an independent assessment of government prdhe Minderoo Modern slavery is an intolerable form of rent extraction where wealth is transferred from the mBxtraction
Index gress towards achieving UN Sustainable Development Goal 8.7 (eradicatidfoundation Pty Ltd dern slaves to those whose Value Extraction business models benefit from exploited labor or/from
of modern slavery)" (GSI Website). The estimated prevalence of modern slagad the Walk Free wages below market equilibrium. Moreover, th&lobal Slavery Indexgoes beyond forced labor
ry per 1,000 people is measured, whereby modern slavery "refers to situdroundation and also measures Human Capture in family settings (forced marriage) and in despicable trade
tions of exploitation that a person cannot refuse or leave because of threats, activity (human trafficking).
violence, coercion, abuse of power or deception” (GSI, Report (2018), p. 7).
It is an umbrella term that encompasses phenomena such as forced labor,
human trafficking and slavery like practices (e.g. forced marriage).
WBL | Women, Business | The Women, Business and the Law indexeasures "gender inequality inThe World Bank | Laws and regulations affecting women’s inclusion are a blatant form of value extraction, limitinGreation

and the Law

the law. The dataset identifies barriers to women's economic participati
by analyzing "laws and regulations affecting women's economic inclusiol
(WB, Website).

n”

competition in the labor market. These barriers to Value Creation, with the consequent capture of
half of the human capital in the economy, are all the more detrimental because they are institutio
nally explicit and formalized.

plexity Index

knowledge implied in their export structures, i.e. "how diversified and ce
plex their export basket is" (ECI, Website).

Pillar (ii.4): Industry Dominance
IEE | Top 3industries | This Indicator reflects the sum of the exports of a nation's 3 top exporﬂirhmited Nations, | The relative size of an industry measured blop 3 industries exports as % of GDhdicates| Extraction
exports as % of industries divided by the country's respective GDP. Comtrade Da Industry Dominance in the national economy. This power can be derived from Value Creation
GDP tabase [exports] & competitiveness, historical origins, geography (e.g. natural resources or maritime access), or it can
The World Bank | derive from Economic Power such as privileged access to resources, and is thus an indicator of
[GDP] concentration on the basis of export and of future Value Extraction. Diversified exports are arripdi
cator of inclusive and broad Value Creation in the economy. A counter argument sees the rationale
of specialization in the international market context, especially for smaller countries, even though
these ultra-dominant exporting elites might develop an extractive model at home to complement
their intentional Value Creation one. *An optimal level might be established in the future.
IRE | Top 3 industries asThis Indicator reflects the sum of the revenues of a nation's 3 biggest induNdata, Accounts Top 3 industries as % of GDfflects the Economic Power of leading industries (without providirfgxtraction
% of GDP tries divided by the country's respective GDP. Official Country | any indication of their competitiveness as for instan@ep 3 industries exports as % of GOFEE,
Data ii.4) does). This measure of Industry Dominance is an indicator of concentration on the basis of the
size of their activities, which being domestic afford increased leverage over the national political
economy and thus of future potential Value Extraction.
ECI | Economic Com- | TheEconomic Complexity Indegorts countries on the amount of productivhe Observatory | TheEconomic Complexity Indeis a measure of inclusive Value Creation as it measures the diveCreation

mof Economic Com
plexity (OEC)

sity of specialized knowledge and organizations throughout the economy, reflecting distributed

Economic Power. Elites in countries of high economic complexity are value creators and their cash-
flows do not depend on Economic Power but rather on the rich, diverse and broad ecosystems to
which they contribute.
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TLA  Indicator Name A. Indicator Description - What we measure Dataset source B. Indicator Rationale - Why we measure Creation/
Extraction
IVA | Top 3 industries as| This Indicator reflects the sum of the value-add induced by a nation's 3 M]Ndata, Na- Top 3 industries as % of Veflects Economic Power of leading industries. It indicates more induEtfyreation
% of VA industries divided by the country's total value-add. Value-add is the net-oufonal Accounts | competitiveness thaffop 3 industries as % of GD@RE, ii.4) but less thafop 3 industries exports
put of a sector after summing all outputs and subtracting intermediate inputsstimates of Main| as % of GDRIEE, ii.4). This measure of Industry Dominance is an Indicator of concentration on
Aggregates the basis of added value and profitability in the domestic political economy and thus provides|the
resources for future potential Value Extraction.
Pillar (ii.5): Firm Dominance
PRO | Top 10 firms profi-| This Indicator measures the average profitability (profits divided by revenueg)omsonOne Top 10 firms profitabilityis an Indicator of Firm Dominance in the economy, which might accruBxtraction
tability of a country's top 10 companies in terms of profits. from Economic Power. The larger the profitability of the nation's top companies, the higher the i
kelihood that dominance is the result of supracompetitive pricing or other types of Value Extraction
anticompetitive conduct. Findings (for the last 20 years in US) show that “profitability has risen for
firms in those industries experiencing increases in concentration levels.” (Grullon et al., 2019).|This
measure of Economic Power might correlate with future rent seeking.
SME | SMEs per 1,000 | This Indicator is based on a subset of the MSME Database recording|[tBME Finance SMEs per 1,000 peoples a measure of a distributed economy with a diversity of Value CreatiorCreation
people number of formally registered small and medium-sized enterprises (SMEgyum, MSME models. SME business models must rely on Value Creation; their low Economic Power levels don't
per 1000 people in an economy. Economic Indi afford them many possibilities of Value Extraction. As a counter argument, SMEs have been found
cators to be less efficient than large firms.*An optimal level might be established in the future.
ATX | Antitrust exemp- | Antitrust exemptiongATX) is a subset of the OECD Product Market Regul@ECD, Product | Antitrust exemptionpoint to monopoly power left unaddressed by institutions. When exemptiorisxtraction
tions tions (PMR) Database and assesses the commonplace of exemption te ddoonomic Regula | abound, Firm Dominance is able to suffocate voices in the political economy that advocate for
petition laws in a nation's various industries. tion Statistics the elimination of monopoly rents and related Value Extraction. As a counter argument, there|has
been a long-standing legal debate (in the U.S.) about what constitutes monopolistic competition,
with one position centering around consumer welfare and prices, more than on dominance.
*An optimal level might be established in the future.
BIW | Billionaires' wealth| This Indicator measures the sum of a nation's billionaires' total accumulatédrbes [Billie Billionaires’ wealth as percentage of GDShows Firm Dominance by depicting the relative weighExtraction
as % of GDP wealth (as of last day of calendar year) as a percentage of GDP. naires list] & of elite firm and asset owners relative to total national income. A billionaire is the narrowest of
The World Bank | coalitions as Firm Dominance is traceable to a single individual. Such powerful individuals and the
[GDP] descendants of founder families might switch over time their business models from Value Creation
to Extraction if they don't manage to innovate and incorporate into their empires the possibilities
afforded by emerging technologies.
FKG | Top 10 firms This Indicator reflects the sum of the market capitalizations of a country's ThomsonOne The relative size of leading firms measured Byp 10 firms market cap as % of GDiRdicates the Extraction
market cap as % | largest firms - defined by market capitalization (as of last day of calendar level of Economic Power of large firms. Such Firm Dominance can potentially be converted into
of GDP year) - divided by its GDP. future Value Extraction.
FRG | Top 3 firms reve- | This Indicator reflects the sum of the revenues of a country's 3 largest firnffhemsonOne The relative size of leading firms measured Bypp 3 firms revenues as % of GORdicates very Extraction
nues as % of GDP | defined by revenues - divided by its GDP. high Economic Power by leading firms, and their high systemic relevance within a country’s eco
nomy. Such Firm Dominance can potentially be used in the future to extract value. As a counter
argument, such giants may benefit from economies of scale and be national champions delivering
public goods like innovation, highly paid jobs and knowledge spillovers.
*An optimal level might be established in the future.
FRR | Top 30 firms reve- This Indicator reflects the sum of the revenues of a country's 30 largest firif®msonOne The relative size of leading firms measured Byp 30 firms revenues as % of GORdicates the Extraction
nues as % of GDP | - defined by revenues - divided by its GDP. level of Economic Power of large firms. Such Firm Dominance can potentially be used in the future
to extract value. As a counter argument, such giants may benefit from economies of scale|and
be national champions delivering public goods like innovation, highly paid jobs and knowledge
spillovers. *An optimal level might be established in the future.
LIB | Lerner Index TheLerner Indexs defined as "the difference between output prices and maiThe World Bank | The banking sector has a very important function within an economy, as its incentive is to allocBtdraction

banking sector

ginal costs (relative to prices)". This Indicator is focused on the banking sector,
therefore "prices are calculated as total bank revenue over assets, whereas
marginal costs are obtained from an estimated translog cost function with

respect to output” (WB, Website).

capital to the risk adjusted highest expected return projects in the economy, which theoretically are

associated with future Value Creation. Theerner index banking sectashowcases the competition
in the banking market and is therefore an important measure of Firm Dominance. Not only wau
excessive, non-competitive Economic Power distort Value Creation in the banking industry, it
do so at the general economy level.
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Indicator Name

A. Indicator Description - What we measure

Dataset source

B. Indicator Rationale - Why we measure

Value
Creation/
Extraction

Pillar (ii.6): Creative Destruction

TUL

Listed firms turno-
ver, long run 15
years

This Indicator measures the long-run turnover rate (i.e. replacement rate)Téfomson Reuters

firms in the leading stock exchange indices of the respective countries.
average turnover of the last 15 years is calculated.

"Hikon

The leading listed companies represent the nation's corporate elites. Their economic dominar@eation

is reflected by the length of their tenures in the national stock market inditgsted firms turnove
long run 15 yearsmeasures the Creative Destruction in the top rungs of the corporate world.
higher the turnover, the greater the new Value Creation at the expense of less efficient incun
firms over the long-run. The assumption here is that incumbent firms are not as innovative, an
counter argument is evidence of large innovators who have passed the test of time.

*An optimal level might be established in the future.

The
bent
d the

TUS

Listed firms tur-
nover, short run 3
years

This Indicator measures the short-run turnover rate (i.e. replacement rate
firms in the leading stock exchange indices of the respective countries.
average turnover of the last 3 years is calculated.

e)Tbbmson Reuters
"Hikon

The leading listed companies represent the nation's corporate elites. Their economic dominar@eation

is reflected by the length of their tenures in the national stock market indit¢gsted firms turnove
short run 3 yearsmeasures the Creative Destruction in the top rungs of the corporate world.
higher the turnover, the greater the new Value Creation at the expense of less efficient incun

The
bent

firms over the short-run. The assumption here is that incumbent firms are not as innovative, and the

counter argument is evidence of large innovators who have passed the test of time.
*An optimal level might be established in the future.

ENT | Entrepreneurship | The level ofEntrepreneurships captured through theGEDI Index which | The Global This Indicator evidences institutional and social support for new ventures with Creative Destruct@neation
measures "the entrepreneurial attitudes, abilities and aspirations of the lodahtrepreneurship | and disruption potential. HighEntrepreneurshipevels mean that incumbents have low Economic
population (weighted) against the prevailing social and economic infrastru@nd Development| Power so they cannot prevent being disrupted. This Indicator is one measure of Schumpeterian
ture" (GEDI, Website). Institute (GEDI) | Creative Destruction par excellence in an economy. A counter argument takes issue with the broad

definition of entrepreneurship as it includes the last resort variety, which often is an indication not
of Creative Destruction but of an underdeveloped economy.
*An optimal level might be established in the future.

VCK | VC finance This Indicator measures the venture capital (VC) investment in high-growthin: OECD.Stat | VC financefunds entrepreneurship and disruptive Value Creation business models which fostereation

venture companies divided by the total investment (I) in an economy. & Preqin Creative Destruction and the renewal of elites. This Indicator is one measure of Schumpeterian
Creative Destruction par excellence in an economy. There is a counter argument that sees VC
finance as being agnostic in terms of Value Creation/Extraction - that is it will fund business models
as long as they generate wealth. *An optimal level might be established in the future.

RND | R&D % GDP This Indicator measures the investments in research and development (R&RESCO Institute, R&D as % of GDIs a key indicator of government and private sector efforts to obtain competitiv€reation
divided by a country's GDP. "R&D expenditures includes both capital anfdr Statistics advantage in science and technology. The higher the investment in R&D the more likely innovative
current expenditures in the four main sectors: Business enterprise, Gevern products and services will replace and creatively destroy old ones, and with them incumbent
ment, Higher education and Private non-profit* (WB, Website). organizational structures.

BTS | Barriers to start- | This Indicator is derived from the average (equal weighting) of 2 subsets ®ECD, Product | Regulatory barriers to entry (e.g. licensing) may be based on legitimate rationale (e.g. consuntextraction

ups

the OECD Product Market Regulations (PMR) Database: Barriers to entre
neurship (BTE) and Administrative burdens on start-ups (ABS).

2fieonomic Regula
tion Statistics

protection), yet incumbents in many markets will lobby to maRarriers to start-upsnore cumber

some and expensive than needed. This reflects the use of existing organization's Economic Power

into extractive rules that pre-empt Creative Destruction and the creation of new value by lim
entry and the erection of obstacles to entrepreneurship.

ting

ENR | Firm entry ratio | Firm entry ratiois defined as the number of new companies per 1,000 worThe World Bank, | A high Firm entry raticindicates an economy open to aggregate productivity shocks seized by inhcCreation
king-age people (15-64). Doing Business | vative new firm entrants at the expense of incumbents. The replacement processes are a mark ef|Crea
Indicators tive Destruction as it weakens existing elites and is an important factor for total productivity growth.
EXR | Firm exit ratio Firm exit ratio measures the death rate of companies, i.e. the "number| @ECD, SDBS A high Firm exit ratioreleases resources, which are potentially used by new entrants more effeCreation

enterprise deaths in the reference period (t) divided by the number of ent&usiness Demo

prises active in t* (OECD, Website).

graphy Indicators

tively than by organizations that have been discontinued. Moreover, firm exits are a stimulus for

firm entries. A counter argument states that firm exits do not relate to firm entry as much as
reflect dominant players achieving greater Economic Power (similar to M&A), a process which
ght be accelerated by economic downturns with certain Value Creation firms having comparati
less access to rescue packages (e.g. on account of smaller size), as might be case for the Co
crises. *An optimal level might be established in the future.

they
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Pillar (ii

Indicator Name

i.7): Giving Income

A. Indicator Description - What we measure

Dataset source

B. Indicator Rationale - Why we measure

Value
Creation/
Extraction

SNT

Subsidies and
transfers as % of
expenses

Subsidies and transfers encompass "subsidies, grants, and other social
nefits to private and public enterprises; grants to foreign governments a

b#ternational Mo
metary Fund, Ge

similar; social security and benefits in cash and in kind". Expenses are umernment Finance

derstood as "cash payments for operating activities of the governmen
providing goods and services" (WB, Website).

Btatistics Yearboo
(retrieved from the|
World Bank)

Subsidies and other forms of government mandated redistribution represent direct wealth traBstraction

fers, Giving Income Subsidies and transfers as % of expengesasure Political Value (Value o

tained or taken away by political means) and the allocation of resources away from value creators
to lower economic (even if legitimate) value uses, potentially starving off Value Creation processes

from resources. A counter argument sees transfers and subsidies not only in humanitarian t
but as an investment by government in future Value Creation by agents who do not have acce
resources via market processes. *An optimal level might be established in the future.

ms,
ss to

REG

Regional redis-
tribution as % of
government budge

Regional redistribution measures government wealth transfers betwee
country's geographical areas.

rHi@ser Institute

Regional redistribution as % of government budgepresents Giving Income liable to rent seekindextraction

through the political process, as states redistribute income across geographical elites and to
elites. Political Value is shifted from high Value Creation regions and elites to less efficient
thereby compromising overall allocative efficiency. A counter argument sees regional distriby

non-
nes,
tion

not only in humanitarian terms, but as an investment by government in future Value Creation by

elites in geographies who do not have access to resources via market processes.
*An optimal level might be established in the future.

EDU

School life expec-
tancy

School life expectancyeflects the "total number of years of schooling (primaUNESCO Institute

ry through tertiary) that a child of school entrance age can expect to receis
(UNESCO, Website).

/@r Statistics (UIS.
Stats)

The higher and more effective a government education program is in the framework of Gi
Income, the more competitive the labor markets and the more opportunities to develop Value-C
tion business models on the basis of human capital. This maximizes future Value Creation

inGreation
rea
hile

future rent seeking behaviors ought to decrease because a higher educated public has a greater

understanding of Value Extraction models.

GPS

Expenditure on
general public ser-
vices as % of GDP
(dev. fm optimum)

This Indicator considers the general public services subset of the Class

fiearostat, Classi

tion of the functions of Government (COFOG) and reflects the governmentation of the fune
expenditure on general public services divided by the respective countfyisns of govern
GDP. It encompasses public expenses for the legislative and executiveroent (COFOG)
gans, financial, fiscal and external affairs, public debt transactions, transfeBatabase
between different levels of government, foreign economic aid, etc. Excluded

are expenses for defense and public order, economic affairs, environme
protection, health, culture, education and social protection.

tal

The government must provide certain public services crucial for its citizens. If, however, it covel

S toon

extensive a range of services, these might be offered inefficiently, opportunities for rent seeking wilinear
appear and the private sector will suffer from competition, encumbering the economy's growth.

Palitical Value ceases wheBxpenditure on general public services as % of GB&es beyond (or|
stays below) a certain threshold. * An optimum is suggested as 1.3% - the level of Singapore -
results in a v-shaped function for this Indicator.

and

GHS | Global Health TheGlobal Health Security Indexprovides a comprehensive assessment GHS Index by the | Global Health Securityindicates Political Value created as part of Giving Income. Health securitZreation
Security the global health security and related capabilities in a country, with a focusTI, JHU and EIU| directly enables the operation of Value Creation business models in the economy by protecting
on the preparedness to address "infectious disease outbreaks that can lead human capital and ability to generate value of elites and non-elites alike.
to international epidemics and pandemics" (GHS Website).
COV | Covid-19 safety | The COVID-19 Safety Index'assesses countries based on 76 parameteiBeep Knowledge | Covid-19 safetyindicates Political Value created as part of Giving Income. Covid-19 safety directlZreation
to determine the countries by health safety ratio, treatment efficiency aGtoup enables the operation of Value Creation business models in the economy by protecting human
risk level during the COVID-19 pandemic. Some of the parameters included capital and ability to generate value of elites and non-elites alike.
#COVID19 cases and deaths, geographic size and demographics, hospital
capacity, medical expertise, and GovTech e-government systems and defense
capabilities" (DKG, Website).
Pillar (iii.8): Taking Income
DCT | Corporate tax rate| The Corporate tax ratereflects "the highest statutory corporate tax rate |fPMG A deeply studied and debated issue in society, and for EQx's Taking Income Pillar, is the appro Non

(dev. fm optimum)

central government level" (KPMG, Website).

priate Corporate tax rate Corporate tax ratesthat are too low can foster a variety of rent seeking Linear
behaviors, including companies free riding on public goods (roads etc.) paid for by other sources

of government revenue like income taCorporate tax rateshat are too high discourage produe

tive investments. Deviation from an optimal tax rate on both sides sees the emergence of Value
Extraction processes that hinder Value Creation maximization. * A tentative optimum (pending

further research) is suggested at 30%, resulting in a non-linear function problem.
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Value

TLA  Indicator Name A. Indicator Description - What we measure Dataset source B. Indicator Rationale - Why we measure Creation/

Extraction
DKI | Delta capital gains| This Indicator measures the difference in taxation on financial and hunifwc [Capital Value Extraction (and free riding) takes place when financial and human capital are taxed diffe Non
tax vs income tax | capital (labor), by taking the delta between the individual capital gains taxcain Tax] & rently, in terms of Taking Income. IDelta capital gains tax vs income tawhen capital gains t Linear
rate and the individual income tax rate. KPMG [Personal | is higher than income tax then investors are comparatively penalized, and their Value Creation
Income Tax] incentives are discouraged. In the opposite case, when income tax is higher than capital gains
tax, then investments in human capital are comparatively penalized and related Value Creation
is discouraged. * A tentative optimum (pending further research), sees both forms of investment,
human and financial, equalized, resulting in a non-linear function problem.
HOM | Homicide rate A country's Homicide ratemeasures the number of homicides per 100,000Jnited Nations Homicide rateis a proxy for internal peace (and has as counterpart Indicator that measure exteExtraction
people per year. Office on Drugs | nal peace). The lack of internal peace compromises the ability of the political economy's agents to
and Crime (UNG- | develop Value Creation business models. Furthermore, absence of domestic security is a failure to
DC) deliver inclusive Political Value. Crime falling disproportionally on non-elites is a tax on citizens,
hence this Indicator is part of the Taking Income Pillar. Lastly, homicide is an ultimate form of Value
Extraction as a measurable economic loss accrues in a context of moral suffering.

INE | Top 10% share of | This Indicator measures the share of pre-tax national income accruing to|tt™orld Inequality | Top 10% share of pre-tax national incomis a measure of inequality. Excessive or structuralineéExtraction
pre-tax national 90-100 percentile of adult individuals (over 20 years old). Pre-tax nationalLab, World Ine | quality might reflect rigged rules of the game that act as a disincentive to investment in Value Crea
income income is the sum of the pre-tax labor income and the pre-tax capital incomgquality Database | tion activities including investment in new business, or human capital. Excessive equality creates

(WID) a different set of problems such as free riding which also disincentivizes Value Creation. Further
research will determine other measures of inequality reflecting Value Extraction so as to enrich and
increase the precision of the Taking Income pillar. * The measures of inequality might require an
optimum and further research might be needed to reflect both arguments in a balanced fashion.

FDE | Fiscal descentrali- The degree of-iscal decentralizatioris measured by averaging the 36 Indi International Fiscal decentralizatiormeans Taking Income from where value is generated, forestalling valuereation
zation cators of the IMF's Fiscal Decentralization dataset, which assesses "the Menetary Fund | transfer arrangements across regions from centralized systems. The more traceable the Taking

gree to which revenue and expenditure functions of the general governmeiiF) Income processes and the greater the proximity to citizens, the stronger the social impediments to

are carried out by subnational governments” (IMF, Website). Value Extraction. High fiscal decentralization leads to heterogeneity of measures or policies imple
mented by local governments which could lead to both: competitive Value Creation or to excessive
competition and a race to the bottom rent seeking game. We take the former position.

DTR | Tax revenue as %, Tax revenues are "compulsory transfers to the central government for pubititernational Mo | A deeply studied and debated issue in society, and for EQx's Taking Income Pillar, is the appro Non
of GDP (dev. fm | purposes. Certain compulsory transfers such as fines, penalties, and jg;mary Fund, Ge | priate Tax revenue as % of GDHax revenue that is too high can foster a variety of rent seekingLinear
optimum) social security contributions are excluded" (WB, Website). Tax revenue awernment Finance| behaviors for the beneficiaries of those unearned income flows while penalizing tax-paying value

divided by the respective country's GDP. Statistics Yearbookcreators. Tax revenue that is too low in relation to national income will see the government unable

& World Bank to perform their duties, such as education, health or security. * A tentative optimum (pendingrflur

and OECD GDP | ther research) is suggested at 12%, resulting in a v-shaped function for this Indicator.

estimates (re

trieved from the

World Bank)

BRD | Battle-related Battle-related deathare "deaths in battle-related conflicts between warrindJppsala Conflict | Battle-related deathss a proxy for external peace (and has as counterpart Indicator that measurésxtraction
deaths per parties in the conflict dyad (two conflict units that are parties to a conflict). Allata Program internal peace). The lack of external peace compromises the ability of the political economy's
100,000 people deaths-military as well as civilian-incurred in such situations, are counted é®trieved from the agents to develop Value Creation business models. The absence of external security as Political

battle-related deaths" (WB, Website). The measure is adjusted to a country\orld Bank) Value means a tax on citizens, hence this Indicator is part of the Taking Income Pillar. War has|also
population. served as a rent seeking mechanism for various groups of elites throughout history. Lastly,| batt
le-related deaths, like homicides and any unnatural loss of human life, is Value Extraction where a
measurable economic loss accrues in a context of moral suffering.
Pillar (iii.9): Unearned Income

DUT | Dutch disease This Indicator measures the rents derived from natural resources divided bylae World Bank | Dutch disease propensitgees one export-intensive sector based on partially earned or Unearndgktraction
propensity country's GDP. These rents - which are computed as "the difference between Income - i.e. natural resources - distorting the economy (e.g. via higher exchange rates hurting the

the price of a commodity and the average cost of producing it" - are calcu exports of other industries). Since rights for natural resources are granted by the political process
lated as the "sum of oil rents, natural gas rents, coal rents (hard and saft), and the Dutch disease causes Value Extraction in the economy by the natural resource exporting
mineral rents, and forest rents" (WB, Website). elites, hurting alternative Value Creation activity, it is considered to be of negative Political Value.
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Value

TLA  Indicator Name A. Indicator Description - What we measure Dataset source B. Indicator Rationale - Why we measure Creation/
Extraction
SOE | State ownership, | This Indicator is derived from the average (equal weighting) of 6 subsets @ECD, Product | State ownership, control and involvement in busineissan indicator of immense resources |nExtraction
control and invol- | the OECD Product Market Regulations (PMR) Database which reflect the dideket Regula | hands that did not directly participate in the underlying Value Creation other than through political
vement in business involvement and control in the business sphere: State control (STC), Pufdits Statistics and institutional intervention. SOEs and companies closely tied to the political sphere obtain rights,
ownership (POW), involvement in business operations (IBO), Scope of state- investments and other state resources that generate income streams and can create opportunities
owned enterprises (SCP), Direct control over enterprises (DCB) and Gevern for Value Extraction. The state also crowds out potentially more efficient private sector value crea
ment involvement in network sectors (GIN). ting companies. As a counter argument, Value Creation might be better served if industries with
high profitability (natural resources), natural monopolies or requiring large investments (infrastfuc
ture or technological development) are state owned.
*An optimal level might be established in the future.
EPI | Environmental Per-"The EPI ranks countries on 24 performance indicators across ten issue ¢e Center for | TheEnvironmental Performance Indexeasures the depletion and spoiling of natural resourceCreation
formance Index gories covering environmental health and ecosystem vitality. These metiecsironmental such as forests, fisheries, fresh air, biodiversity and water quality. Such activities are in fact an
provide a gauge on a national scale of how close countries are to meetirigaw & Policy intergenerational wealth transfer and a failure to deliver Political Value. Through these Value| Ex
established environmental policy goals” (EPI, Website). traction processes, older generations and extractive elites benefit from Unearned Income business
models based on exploiting the environment. Future Value Creation is impeded too by forestalling
the ability of younger generations to make use of these fundamental resources.
DBT | Government Debt| "Debt is the entire stock of direct government fixed-term contractual oblig@&he Global Government debt as % of GDiReasures a future extractive burden on taxpayers. Debt is Unearndgktraction
as % of GDP tions to others outstanding on a particular date (measured on the last day BEonomy Income for the state that will have to be redeemed by future generations of taxpayers (or via indi

Pillar (iv.10): Producer Rent

fiscal year)" (GE, Website). The level of debt is then divided by the respective

country's GDP.

rect means like inflation) which often have no voice when this obligation is undertaken. Debt means
that government spending is encouraged to be higher than it would otherwise be with consequent
rent seeking opportunities, and the extra state income is not always used to support Value Creation

activities but rather transfer and redistributive activities. Counter arguments against austeri

are

solid and numerous in the policy and academic domains as debt might be appropriate in emer

gency situations such as wars or economic crises helping to smoothen out cycles, social su
and providing Keynesian stimuli to kick start the economy.
*An optimal level might be established in the future.

ering

TRF | Trade freedom Trade freedomis assessed through thindex of Economic Freedonwhich | The Heritage Trade freedomencourages exports, one of the highest Value Creation activities in the econon@reation
measures the "absence of tariff and non-tariff barriers that affect importoundation, and one which reflects global competitiveness and encourages innovation. Lack of Trade free
and exports of goods and services" (HF, Website). The measure is basedladex of Economig dom negatively affects producer Value, creating distortions in the market for goods and services,
12 quantitative and qualitative factors, grouped into four pillars: rule of lawFreedom i.e. rent seeking protectionism by domestic producers. Since Ricardo's discussion on comparative
government size, regulatory efficiency and open markets. advantage, free trade has been accepted as an undisputed Value Creation mechanism. Counter
arguments are, however, on the rise and at the moment the world seems to be experiencing a
worrisome trend towards de-globalization and fragmentation.
*An optimal level might be established in the future.
BTE | Barriersto entry |This Indicator is derived from the average (equal weighting) of 6 subse®ECD, Product | Barriers to entryreduce Economic Value, as they serve incumbent elites' business models| vigxtraction
of the OECD Product Market Regulations (PMR) Database which repreddatket Regula benefit from often 'hidden’, always protectionist Producer Rent. Obstacles to entry raise the cost of
a barrier to entry in business: Licenses and permits system (LPS), Cemntions Statistics new entrants and novel Value Creation models.
nication and simplification of rules and procedures (CSR), Administrative
burdens for corporations (ABC), Administrative burdens for sole proprietor
firms (ABP), Legal barriers (LBR); Barriers in network sectors (BEN).
FDI | FDI net Inflows as| "Foreign direct investment (FDI) are the net inflows of investment to acquireaternational FDI net Inflows as % of GDédmparatively measures a country’s attractiveness to FDI. Lower lev€lgeation

% of GDP

lasting management interest (10 percent or more of voting stock) in an en

donetary Fund

prise operating in an economy other than that of the investor" (WB, Website).
FDI inflows are divided by a country's GDP and the average over the 3 last

available years (2016-2018) becomes the Indicator score.

of FDI are a form of Producer Rent protectionism by domestic investors who have limited foreign

competition and Value Creation models on their home turf.

VA
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Value

TLA  Indicator Name A. Indicator Description - What we measure Dataset source B. Indicator Rationale - Why we measure Creation/

Extraction
BTF | Barriers to FDI Barriers to foreign direct investment (FDI) are measured through the FDJIBECD, FDI Regu | High Barriers to FDI enable Producer Rent protectionism by domestic investors who have fdegtraction
gulatory Restrictiveness Index (FDI Index). “The FDI Index measures statlatoyy Restrictive | talled foreign competition and Value Creation models on their home turf.
restrictions on foreign direct investment across 22 economic sectors" (OE@Bss Index
Website) by looking at factors such as foreign equity limitations, discrimina
tory screening and approval mechanisms or restrictions on the employment
of foreigners as key personnel.

EGL | Economic globali-| Economic globalization is measured by the economic dimension of the KBATHZ, The KOF | Economic globalization reflects the degree to which domestic elites are subject to competitiBreation
zation Globalisation Index. The measure includes both trade flows and financi@lobalisation from their international counterparts. The higher the degree of economic globalization, the more

flows and encompasses factors such as trade in goods and services, foreigdex Economic Value in a domestic economy.
investment, customs tariffs, taxes and trade restrictions, openness of the capi
tal account and international investment agreements.

DHC | Health Care as % | This Indicator is based on the Current Health Expenditure (CHE) as % QU#tld Health Health care as % of GDP refers to a basic human right and its investment ought to be effectivilon
of GDP (dev. fm | subset of the WHO Global Health Expenditure Database. Health expenddrganization, and devoid of extractive activity. The deviation from an optimal spending level is problematic Linear
optimum) tures include expenditures for healthcare goods and services but do net Blobal Health Spending too little means Value Extraction at the individual level as health issues remain unduly

clude capital expenditure (e.g. buildings, machinery). Expenditure Da | addressed with dire personal consequences. Spending too much on the other hand represents rent
tabase (GHED) | seeking in the form of higher prices (for hospitalization, insurance, administration, drugs, etcl). *
An optimum has been implemented for this Indicator and it has been adjusted for national income
levels in a v-shaped function. For Low/Middle/Upper Middle/High income countries the optimum
(pending further research) is respectively, 5%, 6.5%, 8% and 12%.
OFB | Open for Business This Indicator is based on the Open for Business subset of th8. Mews B&$8.News, Best | Open for Business is an Indicator reflecting mainly Producer (Value/) Rent. While not dissimil@reation

Countries 2020 Radkingudes factors such a "bureaucracy, cheap man
facturing costs, corruption levels, favorable tax environment and transpar

uCountries Ranking
ent

to the Institutional quality Indicator, it has a stronger more direct connection the actual activitie

s of

economic agents, and hence the inclusion in the Economic Value Index Area. Low levels represent

government practices” (USN, Website). protectionist Value Extraction by national elites and openness sees inclusive Value Creation-incen
tives in the economy.
Pillar (iv.11): Capital Rent
DNI | Neutral interest A measure of the (unobservable) neutral interest rate is derived from t®&ECD [M1] & An interest ratedeviation below/above the natural price of money is extractive and sees Capital Non
rate (dev. fm following formula: k% + (M1 growth/ GDP growth) with "k%" correspondingWorld Bank natio- | Rents. The natural price of money, also calldtkutral interest rateor Knut Wicksell's (1898) natu|  Linear
optimum) to Friedmann's "k" set at 2%. The resulting measure yields an interest rat accounts data | ral interest rate R-star (R*) depicts the rate at which investment fully absorbs saving at full employ
consistent with long-term growth and determined by the supply and demari@DP growth] ment (Rachel & Summer, 2019). To operationalize this disputed concept in a simple fashion, we
for savings (which depend on the money supply from central banks (M1)). take the increase/decrease in the monetary base effected by central banks that adds/subtracts to/
from the supply of capital and leads to an equilibrium price of money (interest rates lower/higher
than the free market counterfactual) deviating from the natural rate, causing rents to be extracted
(e.g. for those benefiting from asset de/inflation or from access to capital by non-market mecha
nisms). * The optimum in the formula [(M1 growth / GDP growth) + k%] sees an (unadjusted at this
stage) Friedman's k monetary policy rule of 2% (pending further research).
DOI | Inflation (dev. fm | Inflation is a measure of the annual percentage change in the Consum&vorld Economic | Inflation and deflation have distributional effects - Value Extraction for those on the losing side Gfeation
optimum) Price Index (CPI). The CPI reflects the change in the cost of goods and sefﬁoaxn, The Gle | price changes - between borrowers and lenders and constitutes a Capital Rent. For instance, high
which are representative of a private household consumption. This Indicatmal Competitive | inflation provides a rent to borrowers at the expense of lenders. * The optimum inflation is treated
is based on the inflation subset of the WEF Global Competitiveness Indexness Index (GCI) | as a U-shaped function "to capture the detrimental effects of high inflation and deflation, countries
with inflation rates between 0.5% and 4% receive the highest possible score of 100. Outside this
range, scores decrease linearly” (GCI Report 2018, p.636).
CUA | Currency appre- | Currency appreciation is assessed through a currency's real effective | @cuegel Currency appreciation or depreciation has distributional effects and constitutes Capital Rent: C@reation
ciation change rate (REER). “REER is a measure of how fairly a currency is pficed rency depreciation sees Value Extraction from a nation's majority, holding local currency as their
against a basket of its most highly traded peers” (Bruegel, Website). REER purchasing power declines, to a hedged minority.
therefore reflects the evolution of a country's purchasing power over time,
determined by the appreciation or depreciation of its effective exchange rej':e.
GOL | Gold demand as % Gold demand encompasses the demand (in tons) for gold bars and cdimzorld Official Gold is an unproductive store of Value, as the noble metal is rarely used in the credit systemEottraction

of GDP

and for jewelry. The measure is then divided by a country’s GDP.

Gold supply and
demand Statistic

as means for productive investment, tying up capital. Thus, Gold demand as % of GDP reflects a

Capital Rent that makes minimal contribution to Value Creation in the economy.
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Value

TLA  Indicator Name A. Indicator Description - What we measure Dataset source B. Indicator Rationale - Why we measure Creation/
Extraction
DMA | M&A as % of The M&A deal value in a country is measured by summing up all M&A dealShomson Reuters| Excessive M&A as % of investment in the national economy is an indicator of rent seeking compaNon
Investment (dev. fmin the respective year with a value greater than USD 100m. The deal valuekkon [M&A] & nies using M&A as market-dominance plays. The counter argument is that M&A rewards Valud.inear
optimum) then divided by the total investment (I) in the respective country. OECD [Invest Creation and cleans up Value Extraction models, while it leads to further Value Creation as assets

ment]

are transferred from lower to higher value uses.* The optimal M&A as % of Investment is set Tt 8%

(pending further EQx research).

Pillar (iv.12): Labor Rent

UEM | Unemployment Unemployment rate "refers to the share of the labor force that is without wolkternational The Unemployment rate is conceptualized in a neoclassical fashion as intra-labor rent seekingebraction
rate but available for and seeking employment" (WB, Website). Labour Organi | a worker elite. Value Extraction by the employed is achieved via higher than market equilibrium
zation (ILOSTAT | wages and benefits, preventing a market-clearing price for labor and causing unemployment for
database) (re vulnerable suppliers of labor (the young, the old, non-union workers).
trieved from the
World Bank)
LFP | Labor force partici-The labor force participation rate is a measure of the labor force divided b@ECD Low Labor force participation rate reflects disincentives for Value Creation by labor. The causéseation
pation rate the total working-age population. The former refers to the economically active might be various, from wages that are too low or idle alternatives that are too attractive (e.g. high
portion of the population, the latter refers to people aged between 15 and 64. unemployment benefits). There might also be barriers to participation in labor markets (e.g. for
females) or factors that reflect direct Value Extraction (e.g. under-employment, exploitation).

WLP | Delta real wage vs The delta between real wage and labor productivity increases reflects tR¥ECD Delta real wage vs labor productivity increases indicates possible Value Extraction in two dimen Non
labor productivity | portion of labor productivity captured by labor. The real wage is measured sions. On the one hand, increases in wages above labor productivity indicate Labor Rent in favotinear
increases through labor compensation per hour worked, while GDP per hour worked of labor (also referred to as “Baumol’s cost disease” (Baumol & Bowen, 1966), i.e. the tendency for

is used as a proxy of labor productivity. wages to increase despite stagnating productivity in labor-intensive industries). On the other hand,
increases in wages below productivity indicate Labor Rent by firms employing labor. * The optimal
score is when wage increases equal productivity increases (even if there is a counter argument that
attributes part of the labor productivity increases to investments in capital stock or innovation,|and
agency not related to labor per se).

LDR | Labor dependency| The labor dependency ratio is a measure of the number of dependents | International A high Labor dependency ratio can reflect an ever-increasing aging population relying on &xtraction
ratio to total employment. Dependents are defined as "persons aged 0 to 14 | Labor Organi- proportionally decreasing base of taxpayers, this being a form of intergenerational Labor Rent.

+ persons aged 15 and above that are either outside the labor force or | sation (ILOSTAT | There is a risk that taxpayers supporting the previous generation will not get the same benefits
unemployed"” (ILO, Website). Database) from the next generation, meaning that a large segment of population would have less resources
for Value Creation.

YUN | Youth unemploy- | "Youth unemployment refers to the share of the labor force ages 15-24 | The World Bank | The most vulnerable segment of political economies that permit Labor Rent are the young. Ekisaction
ment rate without work but available for and seeking employment" (KOF, Website). | (retrieved from subgroup is value extracted by older elite workers in labor unions, who, by causing labor to

The Global Ece | be more expensive, reduce its overall demand with disproportional effects on outsiders. Youth
nomy) unemployment rate is worrisome as research shows that extended periods of unemployment can
have lasting impact for the individual in terms of future employment and Value Creation potential.
GWG | Gender wage gap | "The gender wage gap is defined as the difference between male and fe | OECD A gender pay gap reflects compensation of female workers less than their male counterpagsfraction

male median wages divided by the male median wages" (OECD, Website).

these then collect unearned income through extraction of the female workers’ revenue. By paying
females less than their true economic Value Creation, elites use Power positions to extract value,
leaving a smaller slice of the economic pie for female workers. In other cases, a gender pay gap
reflects females holding on average lower paying jobs than men, which could reflect a glass
ceiling (or lower investments in human capital). This also suggests that the potential of females to
create value is being artificially hindered by unfair and discriminatory competition with males and

/ or biased employment business models, in turn leading to wasted human capital and hence a

suboptimal state of the economy.
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6.5 Indicator Weighting Table

Visual51: EQXx Indicator weighting table

Within

. Pillar Within
TLA Variable Name weight EQx
(BAP) weights

TLA

Variable Name

Within
Pillar

weight
(BAP)

Within
EQx
weights

Pillar (i.1) State Capture

COR Political corruption 19.5% 0.8%
MOB Social Mobility 15.6% 0.7%
PDE Political decentralization 14.1% 0.6%
ADE Administrative decentralization 10.9% 0.5%
PGL Political globalization 12.7% 0.5%
WPI Women’s Power Index 14.1% 0.6%
GRC Government's responsiveness to change 13.1% 0.5%

Pillar (i.2) Regulatory Capture

DBI Institutional quality 32.9% 1.4%
CRO Crony-capitalism 29.2% 1.3%
EXP Expropriation risk 19.2% 0.8%
PMI Protecting Minority Investors 11.9% 0.5%
ECR Ease to Challenge Regulations 6.8% 0.3%

Pillar (.3) Human Capture

UNI Unionization rate 20.2% 0.6%
PSE Public sector employees as % of total employemnerit8.0% 0.6%
CBC Collective Bargaining Coverage 16.2% 0.5%
GSI Global Slavery Index 25.1% 0.8%
WBL Women, Business and the Law 20.4% 0.6%

Pillar (jii.7) ~ Giving Income
SNT Subsidies and transfers as % of expenses 22.3% 1.8%
REG Regional redistribution as % of government budget19.4% 1.6%
EDU School life expectancy 20.4% 1.7%
GPS Expenditure on general public services as % of | 13.7% 1.1%
GDP (dev. fm optimum)
GHS Global Health Security 8.6% 0.7%
cov Covid-19 safety 15.7% 1.3%
Pillar (iii.8) Taking Income
DCT Corporate tax rate (dev. fm optimum) 12.7% 1.0%
DKI Delta capital gains tax vs income tax 15.7% 1.2%
HOM Homicide rate 22.9% 1.9%
INE Top 10% share of pre-tax national income 10.2% 0.8%
FDE Fiscal descentralization 13.5% 1.1%
DTR Tax revenue as % of GDP (dev. fm optimum) 13.3% 1.1%
BRD Battle-related deaths per 100,000 people 11.8% 1.0%
Pillar (iii.9) Unearned Income
DUT Dutch disease propensity 22.1% 1.4%
SOE State ownership, control and involvement in business17.6% 1.1%
EPI Environmental Performance Index 34.2% 2.1%
DBT Government Debt as % of GDP 26.1% 1.6%

Pillar (ii.4) Industry Dominance Pillar (iv.10) Producer Rent
IEE Top 3 industries exports as % of GDP 22.4% 1.1% TRF Trade freedom 20.0% 2.5%
IRE Top 3 industries as % of GDP 25.3% 1.2% BTE Barriers to entry 21.2% 2.7%
ECI Economic Complexity Index 38.4% 1.8% FDI FDI net Inflows as % of GDP 16.8% 2.1%
IVA Top 3 industries as % of VA 13.9% 0.7% BTF Barriers to FDI 10.9% 1.4%
Pillar (ii.5) Firm Dominance EGL Economic globalization 12.0% 1.5%
PRO Top 10 firms profitability 13.4% 0.7% DHC Health Care as % of GDP (dev. fm optimum) 13.0% 1.7%
SME SMEs per 1,000 people 15.0% 0.8% OFB Open for Business 6.0% 0.8%
ATX Antitrust exemptions 18.0% 0.9% Pillar (iv.11) Capital Rent
BIW Billionaires' wealth as % of GDP 15.6% 0.8% DNI Neutral interest rate (dev. fm optimum) 31.31% | 4.6%
FKG Top 10 firms market cap as % of GDP 13.5% 0.7% DOI Inflation (dev. fm optimum) 22.81% | 3.4%
FRG Top 3 firms revenues as % of GDP 5.9% 0.3% CUA Currency appreciation 18.42% | 2.7%
FRR Top 30 firms revenues as % of GDP 9.7% 0.5% GOL Gold demand as % of GDP 9.48% 1.4%
LIB Lerner Index banking sector 8.8% 0.5% DMA M&A as % of Investment (dev. fm optimum) 18.0% 2.7%
Pillar (ii.6) Creative Destruction Pillar (iv.12) Labor Rent
TUL Listed firms turnover, long run 15 years 7.5% 0.9% UEM Unemployment rate 23.7% 3.8%
TUS Listed firms turnover, short run 3 years 9.3% 1.2% LFP Labor force participation rate 8.7% 1.4%
ENT Entrepreneurship 21.4% 2.7% WLP Delta real wage vs labor productivity increases | 19.6% 3.2%
VCK VC finance 21.4% 2.7% LDR Labor dependency ratio 10.1% 1.6%
RND R&D % GDP 10.6% 1.3% YUN Youth unemployment rate 20.5% 3.3%
BTS Barriers to start-ups 15.1% 1.9% GWG Gender wage gap 17.3% 2.8%
ENR Firm entry ratio 10.5% 1.3%
EXR Firm exit ratio 4.3% 0.5%
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org/indicator/GC.XPN.TRFT.ZS?view=chart [Dataset]
United Nations Office on Drugs and Crime. (2019)Global Study on Homicide
Retrieved from https://dataunodc.un.org/GSH_app
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7.3 End Notes

Chapter 1: Introduction

! Narratives are increasingly becoming objects of study in economics,
partially as a result of Robert J. Shiller's 2017 seminal Narrative Economics
article; in the areas of management and leadership their relevance for

10 McGrath, M. (2019, December 12). The World’s 100 Most Powerful
Women. Forbes Retrieved from https://www.forbes.com/power-wom-
en/#50cd2bdc5e25

1 Neinaber, M. & Macfie, N. (2019, December 31). I'm using all my

effective collective action is increasingly discussed (e.g. Hagel, 2011; Buckupstrength to fight climate change, says MerkeReutersRetrieved from

& Casas, 2018).

2 The analogy between Value Creation vs rent seeking behavior and the ‘pie’
comes from “Planet Plutocrat” (The Economist, 2014)

Chapter 4: EQx Country analysis, Authors

The EQx country analysis and special regional analysis presented in chapter
4 are the result of the valuable contribution of several authors. A suggested
citation format is presented with the example of France. The individual DOI
of each contribution can be found below.

France Diebold, C., & van der Watt, D. (2020). Country Scorecards, Deep
Dive Analysis: France, Able to increase Elite Quality — but no signs it will
do so across the board. In Casas i Klett, T., & Cozzi, G. (EdE)ite Quality
Report 2020: 32 Country Scores and Global Ranfpp.34-35). Seismo.
doi: 10.33058/seismo0.30750.01

Germany, doi: 10.33058/seismo0.30750.02

Italy, doi: 10.33058/seismo0.30750.03

Japan doi: 10.33058/seismo.30750.04

Norway, doi: 10.33058/seism0.30750.05

Portugal doi: 10.33058/seism0.30750.06

Russiadoi: 10.33058/seismo0.30750.07

Turkey doi: 10.33058/seism0.30750.08

United Statesdoi: 10.33058/seism0.30750.09

Special Regional Analysis: North East Asidoi: 10.33058/seism0.30750.10

Chapter 4: EQx Country analysis, in-text references

1 Mallet, V. (2019, September 10). France says budget deficit being cut ‘less
rapidly than predicted’. The Financial TimeSRetrieved from https://www.ft.
com/content/3c29c91c-d3af-11e9-a0bd-ab8ec6435630

2 Chrisafis, A. (2019, April 25). Macron responds to gilets jaunes protests
with EUR 5bn tax cutsThe Guardian Retrieved from https://www.
theguardian.com/world/2019/apr/25/emmanuel-macron-significant-tax-c
ut-gilets-jaunes-speech

2 France sinks deeper into debt. (2019, June 28France 24 Retrieved from
https://www.france24.com/en/20190628-france-sinks-deeper-debt

4 Rickman, C. (2020, March 3). Here's What France Is Actually Doing to
Fight Climate ChangeFrenchly Retrieved from https://frenchly.us/
what-is-france-actually-doing-to-fight-climate-change/

5 Women 7 (W7). (2019, January 1). Elysee.frRetrieved from https://www.
elysee.fr/en/g7/2019/01/01/women-7-w7

& Winter, C. (2019, August 21). Germany: 29.8 million people with
immigrant background.Dw.com Retrieved from https://www.dw.com/en/
germany-208-million-people-with-immigrant-background/a-50108141

" Thelen, F. (2020, January 22). Tesla wird Marktkapitalisierung verdoppeln,
VW und BMW werden bedeutungslosHandelsblatt Retrieved from https://
www.handelsblatt.com/meinung/gastbeitraege/gastbeitrag-von-frank-thel-
en-tesla-wird-marktkapitalisierung-verdoppeln-vw-und-bmw-werden-bedeu-
tungslos/25462604.html

& Kupferschmidt, K., & Vogel, G. (2020, April 27). Reopening puts
Germany’s much-praised coronavirus response at riskciencemag.org
Retrieved from https://www.sciencemag.org/news/2020/04/reopen-
ing-puts-germany-s-much-praised-coronavirus-response-risk

¢ Collman, A. (2020, April 27). Germany’s coronavirus lead said the

https://www.reuters.com/article/us-germany-climatechange/im-using-all-
my-strength-to-fight-climate-change-says-merkel-idUSKBN1YY1IF

12 Yamaguchi, T., Kajimoto, T. & Kim, C-R. (2019, June 26). Japan tax
revenue hit record in FY2018/19, exceeding bubble era: government
sources.ReutersRetrieved from https://www.reuters.com/article/
us-japan-economy-tax/japan-tax-revenue-hit-record-in-fy2018-19-exceed-
ing-bubble-era-government-sources-idUSKCN1TROKB

13 McCurry, J. (2015, November 26). Japan under pressure to accept more
immigrants as workforce shiftsThe Guardian Retrieved from https://www.
theguardian.com/world/2015/nov/26/japan-under-pressure-to-accept-
more-immigrants-as-workforce-shrinks

4 LaMagna, M. (2018, August 22). The American Dream may be deadhe
New York PostRetrieved from https://nypost.com/2018/08/22/
the-american-dream-may-be-dead/

15 Meixler, E., Smith, G. & Goldberg, E. (2019, December 23). FirstFT: 2019
in review. The Financial TimesRetrieved from https://www.ft.com/
content/0591e3c0-2518-11ea-9a4f-963f0ec7e134
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* Crony-capitalism index. (n.d.). InVikipedia. Retrieved June 29, 2020
from: https://en.wikipedia.org/wiki/Crony-capitalism_index

Pictures credit

p.vi: Luca Zanier Photography, with permission
Corridors of Power Project, Stiftsbibliothek | St.Gallen

p.2: Visual 1: Joe Tabacca, Shutterstock.com (right) & Alexandre Salama,
with permission (left)

p.7: Luca Zanier Photography, with permission
Corridors of Power Project, CGT General Labour Confederation | Paris 2010

p.11: Luca Zanier Photography, with permission
Corridors of Power Project, EU Parliament Strasbourg Ill Plenary Chamber 2015

p.18-19: Luca Zanier Photography, with permission
Corridors of Power Project, EU Parliament Strasbourg Ill Plenary Chamber 2015

p.25: Luca Zanier Photography, with permission
Corridors of Power Project, WIPO New Conference Hall | Geneva

p.57: Matej Kastelic, Shutterstock

P.60: Luca Zanier Photography, with permission
Corridors of Power Project, Humboldt University Library | Berlin 2014

p.91: Luca Zanier Photography, with permission
Corridors of Power Project, WIPO New Conference Hall | Geneva

Style note

All the terms original to EQx such ‘Elite Quality’ or ‘enlightened elites’ when
introduced will have single quotation marks. Thereafter the marks will disap
pear, but the term might be rendered in italics. Terms that depict a component
of the EQx index are capitalized as for example Power Sub-Index, Economic
Dimension, Political Value Index Area, Creative Destruction Pillar or Indicator.
The Pillars are followed by their Pillar Code as in Creative Destruction (ii.6).
The Indicators themselves are referred to in italics and are followed by their
Indicator Code in brackets as irCurrency appreciation(CUA, iv.11). Terms

country’s restrictions worked so well that people are now angry because they that represent proprietary frameworks such as State of Elites framework or

think the government overreactedusiness InsideRetrieved from https://

www.businessinsider.com/germany-coronavirus-restrictions-so-effective-peo-

ple-think-overreaction-2020-4?r=US&IR=T

Chapter 7: References

Index Area matrix will be capitalized. This Report's citations are based on
APA 6" edition standard.All references to indices in the Report are italicized
(e.g. Environmental Performance Indgx



Forthcoming, EQx2021

ELITE QUALITY
REPORT 2021

COUNTRY SCORES
AND GLOBAL RANK

Value Creation responses to Covid-19
Global metrics for long-term economic and human development

TheElite Quality Report 2021: Country Scores and Global Rank(EQx2021) is under
development and planned for release in 2021. It will feature:

Value Creation response s to Covid-19 : Analysis of long-term economic
prospects through the unique Elite Quality framework

New Indicators  will expand the existing 72 datasets to capture additional
evidence of Value Creation in the political economy

100+ Countries , up from the initial 32 country coverage in the EQx2020
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