Chapter 8 – The Global Knowledge Economy

The Global Knowledge Economy

Economic activity – making things, providing services, and buying/selling; now occur at global level 

· Canada is particularly active in the global economy, with over 30% of economic activity destined for or originating outside our borders 

Knowledge economy – buying and selling of knowledge

· Knowledge Economy vs. Information Economy 
·  Knowledge is learned over time and enables action; it cannot be purchased 
· Ex. Owning a book is not the same thing as understanding what is in it 
· Three Developments 
· Increasingly ubiquitous nature of new media and globally networked ICTS worldwide
· New media is central to globalization because they constitute the borderless technology and service delivery platforms through which flow the images, information, finance, and communication that make up the global world
· New media are not globalizing forces, but have local, regional, and national manifestations and implications as well 
· Globalization 
· Internalization of production, trade, and finance with rise of MNEs, reductions in cross-border tariffs, deregulation of financial markets, and rise of Internet/e-commerce 
· International movements of people, development of diasporic and emigrant communities, and increasingly multicultural nature of national societies 
· International communication flows, delivered through telecommunications, information, and media technologies (Ie. Broadband cable, satellite, Internet) which facilitates transnational circulation of cultural commodities 
· Global circulation of ideas, ideologies, and keywords 
· Establishment of international regimes in intellectual property; enacts enforceability of ownership of knowledge and information 
· Emergence of local resistance to globalization for domestic political and cultural objectives
· Development of international organizations (Ex. European Union, NAFTA, ASEAN, and APEC)
· Cultural, professional, and standards bodies such as UNESCO, WTO< and the World Intellectual Property Organization 
· Increasingly significant role played by global non-government organizations (Ex. Amnesty International, Greenpeace, Red Cross)
· Growing significance of international law to national policies (Ex. United Nations Convention on Human Rights)
· Globalization of war on terror after 9-11, which has had many implications for global foreign policy, including its connection to the war in Iraq, monitoring citizens, and movement of people to and from countries  
· Citizens of nation-states find themselves meshed with ‘overlapping communities of fate’
· Ex. Degradation on climates, drug trafficking, global terrorism 
· Rise of Global Knowledge Economy 
· Economy is more strongly and more directly rooted in production, distribution, and use of knowledge than ever before 
· Reasons for Acceleration
· Growing diversity of sources from which new knowledge is accessed 
· Ex. Users as a source of innovation 
· Role played by networked ICTs in accelerating diffusion of new knowledge and possibilities for collaboration 
· Ways in which ICTs enable new forms of codification of once-tacit knowledge through knowledge management systems 
· Importance of knowledge-sharing through cross-institutional and cross-sectorial knowledge communities, of which the open source software movement may represent one of the most globally significant 
· Old Paradigm vs. New Paradigm 
· Old paradigm is based on more efficient use of existing physical resources
· New paradigm is based on continuous innovation and the more effective deployment of intangible capital 
· Table 8.1 on page 171 – Old and New Paradigm of Economic Development
· Knowledge-Intensive Economy Features
· Both production and consumption processes are becoming increasingly complex and sophisticated 
· Increasingly advanced knowledge and skills are being required in many processes of production 
· Consumers face increasingly complex decisions about evaluating the quality of goods/services on offer 
· Increasing reliance on specialist skills 
· Use and transfer of information is becoming increasingly important in economic and social activities
· Uncertainty is increasingly central to all aspects of economic and social life 
· Fixed stock of knowledge is distributed throughout a society; agents need to learn, as well as learn how to learn and to adapt and create anew 

Electronic Commerce

Electronic commerce – online transactions including consumer (buying via the web) and business to business (ordering new stock from a supplier); term applies to both physical and virtual goods

· Characteristics and Features
· Open, non-proprietary access protocols based on TCP/IP
· Development of Web and standard coding system based on HTML
· Ease of access to diverse range of websites using web browsers and search engines 
· Falling costs of personal computing and growing ease of Internet access from workplace or home
· Ways in which new media technologies based on Internet allow for both one-to-many communication and direct one-to-one interaction 
· Degree of Digitalization 
· Product or service sold 
· Transaction process
· Varying degrees of physical or electronic commerce in transactions 
· Ex. Buying a book through a website (ie. Amazon) is not pure ecommerce unless you purchase an e-book – since agent and process are both digital, final product is delivered through physical transportation systems 
· Nature of delivery agent of intermediary 
· Business Advantages of E-Commerce 
· Expansion of available marketplace from geographically defined local markets to national and international markets 
· Reduction of costs in creating, processing, distributing, storing, and retrieving information 
· Ability to develop highly specialized business, able to target particular niche consumer groups 
· Reduction of inventory and overhead costs through ‘pull-type’ supply chains, where processes begin with customer orders and enable just-in-time production 
· Ability to better customize products and services to client and consumer needs providing competitive advantage based on ‘first mover’ advantages and brand loyalty 
· Consumer Advantages of E-Commerce 
· Ability to undertake transactions 24 hours a day, all year round, from any networked location 
· Vastly increased range of products and services
· Ability to compare prices online and find lowest-cost provider with minimal search cost
· Quick delivery of products and services, particularly if they are in digitized form 
· Ability to interact with other consumers in virtual communities and exchange ideas and experiences 
· Ability to participate in virtual auctions 

Disintermediation – ability of buyers to directly connect to suppliers, eliminates the need for wholesalers or other brokers

· Creative industries have structure of hour-glass – many producers and consumers, but a distributional filter that operates through a small and concentrated number of distributors 
· Figure 8.2 on page 174 – Disintermediation and Reintermediation 

Reintermediation – intermediary functions remain, but are conducted by organizations whose operations are driven by new e-commerce marketing logics 

Long tail – large number of items, which make up a small sales volume individually but together may account for a non-trivial opportunity for retailers (ie. Amazon) who can deliver these goods to people who want them 

Information and Knowledge
· Identifying information with the cost or time of transmission and not with the value of a message may be misleading 

Digital goods – items which can be digitalized and sold (or given away) through electronic networks, these include music, movies, books, house plans, images, and even dress patterns; are non-rivalous, infinitely and perfectly copyable, can exist in many places at once and can easily be recombined to form new digital goods 

· Bitstrings, sequences of 0s and 1s, that have economic value which includes ideas and knowledge, computer software, digital images, music, databases, video games, blueprints, recipes, DNA sequences and codified messages 
· Five Characteristics that Challenge Conventional Understandings of Economics of Goods/Services
· Non-Rivalrous 
· Use by one agent does not degrade its usefulness to other agents
· Infinitely Expansible
· Every user can make and distribute as many copies of digital good as they choose 
· Discrete
· Show indivisibility, so that only whole digital good contains all of its value 
· A-Spatial 
· Exist in cyberspace, are both everywhere and nowhere on the digital network 
· Recombinant – allows digital goods to be repurposed and reused relatively easily by users with simple tools found on a computer (mashup)
· Arise in part from drawing together existing elements in new forms that have features that were absent from original, parent digital goods 
· Mashups on sharing sites like YouTube become a gateway to fuller and richer creative activities 

Endogenous growth – theory from economics that recognizes the importance of innovation in the growth of an economy and importantly that it is not outside of the economy but part of it

· Exogenous variable – something that has influence on a system (Ex. Economy) but originates from outside the system 
· Central economic change of past two decades has been shift from people being primarily involved in production of physical objects to discovery and design of ideas and new ways of doing things 
· Once it becomes possible for people to share the ambient or embedded knowledge that they have about things they care about, they are often willing and even excited to do so
· Ex. Wikipedia 

Cognitive surplus – describe human mind-power that is liberated when we stop doing something that has been taking up a lot of time and turn out attention to something else 
· Ex. Watching television (200 billion hours annually in US); if small fraction switched to use their time on the Internet, implications are profound 

Information society – society dominated by the movement and use of information, and information and communication technology 

· When we try and extract value from these new sources of information, there are three challenges:
· Misinformation – wind up with the wrong information by accident
· Disinformation – when you have been purposely misled
· Excess Information – when an online search turns up 100,000 results and you are not sure where to start 
· Solution  population must be better educated 

Explicit knowledge – knowledge that is or can be codified – written down, shared, or sold; usually taught in a formal way 
· Internet is making explicit knowledge more readily available 

Tacit knowledge – knowledge that is not written down, not codified, and thereby more difficult to share; often acquired by learning-by-doing, rather than in a classroom 

· Incremental Knowledge Creation
· Knowledge that is embodied in organizations – those who become part of the organization are inducted into this embodied knowledge and gradually add to it 
· Radical Knowledge 
· Creation is based on extensive experimentation and testing, and explicit recognition of likelihood of ideas failing 
· Table 8.2 on page 179 – Forms of Knowledge and Organizational Strategy 

Innovation and the Innovator’s Dilemma

Innovation – process by which people or organization turns ideas into new products and services that are brought to the market 

Disruptive technologies – technologies/services that undermine or overwhelm the value proposition of an existing product/service thereby hastening its demise in the market; often underappreciated by suppliers of existing solutions, since they (at first seem unrefined or unsuited to the task that their customers demand) 

Diffusion of innovation – spread of innovations within a society or market 

· Technology S-Curve
· Takes this shape because:
· Early applications of technology may possess bugs or faults, creating a threshold point where improvements are rapidly made to the technology as dominant standards emerge – technology then matures in mass market stage until users find its performance to be good enough 
· Shape relates to enthusiasts, early adopters, mainstream adopters, late adopters, and laggards – bulk of population tends to sit in middle then rather at each end 
· Figure 8.4 on page 181 – Technology S-Curve

Lead user innovation – attending to, and adopting if possible, the changes made by your leading customers when they adapt or extend your product 

User centred innovation – innovation led by users, who may build amateur or home built versions of what they hope to use, but which is then adopted, refined, and manufactured by companies 
· Users are engaged in designing and creating products they want and need 

A Creative Economy
· The new economy is increasingly driven by creativity and culture 
· Culture can be seen as the key to success in the information economy, because for the first time in the modern age, the ability to create new ideas and new forms of expression forms a valuable resource base of a society 
· Creativity comes from people; while people can be hired or fired, their creative capacity cannot be bought or sold or turned off at will 
· Creative Industries Demonstrate Strong Tendencies towards Location-Based Clustering
· Importance of specific forms of labour input, and quality of specialized labour
· Organization of small or medium sized enterprises are strongly dependent on each other 
· Recurring job-search costs can be minimized through co-location in particular areas 
· Development of associated services and institutional infrastructure, with priority of relevant industry sectors have in thinking of local or regional governments 
· [bookmark: _GoBack]Creative people cluster because of the powerful productivity advantages, economies of scale, and knowledge spillovers that this density brings 




