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In line with the economic theory of stages of development this line of thinking assumes that economies in the first stage are
mainly factor-driven and compete based on their factor endowments—primarily low-skilled labor and natural resources.
Companies compete on the basis of price and sell basic products or commodities, with their low productivity reflected in
low wages. Maintaining competitiveness at this stage of development hinges primarily on well-functioning public and
private institutions (pillar 1), a well-developed infrastructure (pillar 2), a stable macroeconomic environment (pillar 3), and
a healthy workforce that has received at least a basic education (pillar 4).

As a country becomes more competitive, productivity will increase and wages will rise with advancing development.
Countries will then move into the efficiency-driven stage of development, when they must begin to develop more efficient
production processes and increase product quality because wages have risen and they cannot increase prices. Athis point,
competitiveness is increasingly driven by higher education and training (pillar 5), efficient goods markets (pillar 6), well-
functioning labor markets (pillar 7), developed financial markets (pillar 8), the ability to harness the benefits of existing
technologies (pillar 9), and a large domestic or foreign market (pillar 10).

Finally, as countries move into the innovation-driven stage, wages will have risen by so much that they are able to sustain
those higher wages and the associated standard of living only if their businesses are able to compete with new and/or unique
products, services, models, and processes. At this stage, companies must compete by producing new and different goods
through new technologies (pillar 12) and/or the most sophisticated production processes or business models (pillar 11).
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