e world economy has been
changed from the tradition-
ally agricultural to industrial

one. Many countries in the world has
implemented its industrialization
and modernization, accomplished
the industrial revolution, and become
developed industrial ones. At pres-
ent, the world is coming to the new
era and in the transition from indus-
trial to knowledge-based economy.
The knowledge-based economy with
its value will turn into the ground for
economic development and capital
accumulation.

- .

knowledge-based economy has four
major areas:

- First, information technology
and communications

- Second, intellectual property in-
cluding patents, brands, advertise-
ment, services and consultancy

- Third, electronic data banks

- Fourth, biotechnology, pharma-
ceutics, and traditional data banks

As a result, the knowledge-based
economy is measured by “knowledge
values” via material forms and serv-
ices; these values bear properties of
high technique, high art, and high

KNOWLEDGE-BASED

I. Concept

The knowledge-based economy is
the economy, which is directed by
knowledge, and where the genera-
tion and utilization of knowledge
play an outstanding role in the pro-
cess of producing wealth.

The knowledge-based economy
includes economic values created by
knowledge. They are inventive val-
ues which are recognized by the soci-
ety and indicated via material forms
and services. The knowledge-based
economy is also called information
economy and virtual economy, which
is based on the processing and trans-
ferring of information to build a non-
material economy. The knowledge-
based economy is a kind of non-
material economy producing con-
sumer goods, which are not worn out
and used by many people at the same
time in distant places. The

skill which increase value of products
and services many times as com-
pared with their production costs.

The knowledge-based economy
develops
achievements of science and technol-
ogy. The rapid development of com-
puters and telecommunications net-
works has boosted information
expansion. This enhances knowledge
values and thus develops the global
economy fast.

Il. The properties of the

knowledge-based economy

The knowledge-based economy is
different from the agricultural econ-
omy and the industrial economy. It is
the highly developed phase of the
world economy's intellect and it has
own properties:

1. In the knowledge-based econ-
omy the values and prices of products

on the foundation of

are not dependent on their produc-
tion costs.

This is the first property different
from agricultural and industrial
ones. The prices of agricultural and
industrial products are based on pro-
duction costs.

For example, in agriculture, the
price of a tonne of paddy rice or a pig
is dependent on the production cost
oi_‘ that tonne of paddy rice or that
pig.

In industry, the selling prices of
an electric fan, motorcycle, or auto-
mobile are calculated on the basis of
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their production cost and fees of
transportation, services, and tax. If
the size of fan or auto is larger, more
materials will be used to produce
them. The higher the quality of ma-
terials, the larger the production
cost, then the higher their selling
prices.

In the knowledge-based economy
products are priced differently:

For example, two products (two
shirts) are produced with the same
materials, but one is made with nor-
mal style while another has a unique
style and color satisfying the custom-
ers' highest requirements and their
taste. The latter will be sold at a
price three to four times higher than
the former. This results from that
the intellect is invested in the latter,
In addition to the normal production
cost, it is added a value of knowledge.
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Another example is the prices of
two motorcycles, 125 cc, one is Rus-
sian Minsk, another is Japanese
Honda. Their gap may be ten times
because Honda bears a knowledge
value that Minsk does not.

2. In the knowledge-based econ-
omy, there is no principle of par
value exchange

The industrial economy imple-
ments exchanges on the par value
principle. In the knowledge-based
economy, this principle gradually
vanishes. The value of knowledge
has no direct relation with the pro-
duction cost. The prices of products
are based on markets, tastes, or pref-
erences of customers. The fortune of
the knowledge-based economy will

be abstracted and redistribution will
become a common trend. The value of
knowledge based on social conscious-
ness will turn into normal wealth.

3. In the knowledge-based econ-
omy products bearing knowledge
value are unique, individual, and di-
verse. i

Needless to say, in the industrial
economy there are also unique and
diverse kinds of products to a certain
extent. However, when coming to the
knowledge-based economy, their
uniqueness and diversity is promoted
to the maximum. The knowledge
value is just the uniqueness, indi-
vidualization and diversity of prod-
ucts and services. This wvalue
multiplies their selling prices as
compared with the common products
and services. The enterprises' sales
will skyrocket and the economic
growth will be higher.

4, In the knowledge-based econ-
omy, the knowledge value has effects
on socio-economic sectors and the na-
tional economy.
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In the industrial economy, the en-
terprises’ income is generated from
the fact that products are made seri-
ally in large scale. In contrast, the
income of the knowledge-based econ-
omy is derived from unique, individ-
ual and diverse products, which
satisfy the customers' requirements
and tastes. They are also made with
new technologies and materials. As a
result, their prices will be multiplied.
The category of commodities will
soar but the volume of each commod-
ity will go down. This will affect and
boost the development of socio-
economic sectors and national econ-
omy.
5. The knowledge-based economy
produces commodities of high knowl-

edge values, Many customers are
able to use them at the same time in
distant places and they are not worn
out.

This is the property of the
knowledge-based economy different
from the industrial economy. Just be-
cause of this, socio-economic effi-
ciency of products is hundreds,
thousands of times higher than com-
mon goods of the industrial economy.

For example, many Internet us-
ers over the world can download and
use freely a particular software. It is
obviously not worn out. The differ-
ence between industrial products is
equipment and materials while in
the knowledge-based economy it is
image, concept, knowledge, intellect,
and talent.

6. In the knowledge-based econ-
omy, the life cycle of a product is
shorter over time and products are
renewed incessantly.

Thanks to diverse commodities,
highly developed science and tech-
nology, information society, the cir-
culation of knowledge value is large
and changed faster and faster. More

new products and services are cre-
ated by knowledge. It can be said
that in the industrial economy en-
ergy sources are fundamental sources
for development, while in the
knowledge-based economy knowl-
edge is the decisive source for evolu-
tion. The knowledge-based economy
provides customers with unique prod-
ucts meeting their requirements in a
particular time and soon generated
new commodities for new demands.
New demands and tastes of custom-
ers are ever changing, so the life cy-
cle of products with knowledge
values is short. This property indi-
cates the pre-eminence of the
knowledge-based economy and spurs
economic growth higher than that of

agricultural and industrial econo-
mies.

From the above facts and events,
we can draw general properties of
the knowledge-based economy as fol-
lows:

(1.) In the knowledge-based econ-
omy, the information technology is
widely and strongly used and Inter-
net and electronic commerce play the
most important role.

(2.) In the knowledge-based econ-
omy creative labor is a major factor.
The economy includes mainly intel-
lectual enterprises, hi-tech parks in
which the entrepreneur is also the
scientist.

(3.) In the knowledge-based econ-
omy, the sustainable development is
based on humanity, cultural, natural
and environmental balance.

(4.) The knowledge-based econ-
omy takes shape in the context of
globalization, thus always encoun-
ters harsh competition. However, the
cooperation will bring efficiency and
mutual benefits.



(5.) The knowledge-based econ-
omy will stimulate the process of de-
mocratization, information
publicization, and essential disclo-
sure. Decentralized management,
electronic government, and cyber-
community will become common
trends.

l1l. On the path to the knowledge-

based economy

The knowledge-based economy is
the new economy including new
properties different from those of the
agricultural and industrial econo-
mies. While in traditional econo-
mies, major sources are labor and
capital (including natural resources),
in the knowledge-based economy
they are information and knowledge.

In the new economy, the knowl-
edge value will become the main
source for economic development,
capital aceumulation, and knowledge
revolution. The termination of the in-
dustrial society will lead to the ap-
pearance of knowledge value society.
The new economy will change old
rules of the industrial era as men-
tioned above. The concept of
knowledge-based economy was cre-
ated in late 1980s. Nevertheless, the
real knowledge-based economy may
be fully fledged in late 2010. That is
30 years later, All economies have so
far still depended on knowledge val-
ues to some extent. Their history of
establishment and development may
be at least 5,000 years. The world
economy changed from traditionally
agricultural to industrial one with
the industrial pre-revolution period
from 1700 to 1820 in England. In
1776-1781 period, English James
Watt invented steam engines start-
ing the development period of indus-
trial machinery. The first industrial
revolution was undertaken during
the 1820-1870 period and the second
1870-1913. The achievements of
these two revolutions were applied
widely in the two world wars. From
1950 until now, the economic evolu-
tion, especially in developed coun-
tries, has resulted from progress of
intellect, science and technology, and
administration knowledge. Knowl-
edge values have made increasingly
large contributions to economic
growth.

Thanks to robust achievements of
computers and telecommunications
networks, the storing, processing
and transferring of information
bring more and more benefits to the
global economy. The knowledge
value implements the major role in
production, business, and services
and increases output and boosts eco-
nomic growth.

The knowledge value accounted
for an increasingly large proportion
in GDP of developed countries in
1980s. Automobiles become smaller
and nicer. They consume less fuel
and réplace ugly and bulky ones.
Home appliances are also produced
artistically. They are attractive to
customers. The changes in produc-
tion and technologies as well as ar-
tistic renovation of customers have
transformed systematically social
standards. People's requirements for
improvement of living quality are
higher and higher because their de-

mands for spiritual living soar. Their '

requests for quantity reduce but
those for quality and spirituality go
up. If those societies use more knowl-
edge and computers, the commodi-
ties bearing knowledge values will be
sold well. Users will tend to choose
modern commodities based on their
tastes and requirements.

To meet customers' necessities
and preferences, producers are re-
quired to turn out goods involving
great knowledge significance. Those
products’ prices will increase many
times. As a result, those small-sized
enterprises producing goods with
more knowledge values will have bet-
ter performance than large-sized
ones producing traditional commodi-
ties.

The revolution of knowledge
value happened after the revolution
of industry and career. Diversifica-
tion, computerization, and resource
economization are goals of new tech-
nologies. The revolution of knowl-
edge value will lead to the fact that
the intellectual will outnumber those
engaged in agriculture, transporta-
tion and commerce. The number of
free workers will reduce. The white-
collar workers will step by step be-
come major resource for economic de-
velopment.

According to Kaiokutai, only the
revolution of knowledge value can
make extensive changes in communi-
ties, and develop them into knowl-
edge value societies totally different
from industrial ones.

He says the knowledge-based
economy will build a society with ma-
jor properties:

- Capital goods are identical to la-
bor. Key factors in knowledge value
production comprise knowledge, ex-
perience, and people's tastefulness.

- Those who both possess capital
goods and create knowledge values in
urban areas will become the center of
development.

- The enterprise organization
will change from legal status to indi-
vidual entity.

- Preferences will be given to en-
trepreneurs' talent instead of admin-
istrative management.

The production of knowledge val-
ues based on the selection of time
and location which may lead to high-
est performance is not of large size.
The economic efficaciousness de-
pends on skill, judgment, and active-
ness of the enterprise's leadership.

- The principle of par value ex-
change will be terminated and the
criteria of occupational choice
changed. Career decision will be
based on individual goals.

- The fortune in the knowledge-
based economy will be abstracted.

Under the effects of the techno-
scientific revolution and globaliza-
tion, the knowledge-based economy
is not only strongly enhanced in de-
veloped countries but also estab-
lished and promoted in developing
countries. The knowledge-based
economy becomes an international
trend,

The world is in the transitional
period to the knowledge-based econ-
omy with key elements: biotechnol-
ogy, materials technology, energy
technology, and information technol-
ogy. The economies of the OECD (Or-
ganization for Economic Cooperation
and Development) countries is now
much dependent on production, dis-
tribution and utilization of knowl-
edge. The productivity and jobs
increase fast in such high-tech sec-
tors as information technology, avia-
tion technology, electricity-electronic
technology, as well as knowledge-
based services in education and
training, -and' telecommunications.
As much as 50% of GDP of the OECD
economy comes from knowledge.

Many developing countries and
others over the world have been
making great efforts to draw up
strategies accessible to knowledge-
based economy. Newly industrialized
countries and territories such as
South Korea, Taiwan, and Hong
Kong have positively changed their
economies into knowledge-based
ones, Other East Asian and South-
eastern Asian countries such as
China, India, and Thailand are also
preparing infrastructures for the
knowledge-based economy's develop-
ment.

The knowledge-based economy's
prospects have been open. The gen-
erator of the knowledge-based econ-
omy is just the robust development
and improvement of the education
and training sector which construct
the human resource. Just because of
this, to make an approach to the
knowledge-based economy is to in-
vest in human capital.®
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